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H.M.Jr: 

Operator: 

H.!l .Jr: 
Jesse 
Jone•: 

H.l.t.Jr: 

J: 

H.!l.Jr: 

J: 

H.U.Jr : 

J: 

H.U.Jr: 

J: 

H.M.Jr: 

J: 

H.U.Jr: 

J: 

H.U.Jr: 

J: 

H.U.Jr: 

J: 

Februarr a, 1g~a. 
g ; 40 • ••• 

Hello. 

Yr. J ones. Go ahead. 

Hello. 

Hello Henry. 

How are you? 

Pretty good, bow are you? 

A 11ttle better than ye•terday. 

That's about t.be way I am . 

Jesse. I've got Bell and Taylor s1 tt1.ng here. 
Taylor told me about h1e conversat1on. 

Yes. 

Also your otter t.o take t.he t wo boys up on the H111 
w1tll you. 

Yes . 

Th1e 1& the way I feel. 

Yes. 

We ' ve t alked th1e tb1ng back and 
ot monthe. You know how I teal. 
feel . 

Yes. 

t ort.h tor a couple 
I know how you 

I have ent1re cont1dence 1n you, and !'d much 
rather let. you handle 1t, on the H111 along the 
11nes we talked about 1t . 

All r1ght.. 

And tor ue to send t wo fellows up, 1t 1ooke as 
though there was a di!!erenoe, we were coming up 
t.o watch and all that k1nd or st.urt, and I don't 
want that . 

Well I Just wanted to b e sure that we didn 't g et-

1 
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H.U.Jr: 

J: 

H.IJ.Jr: 

J: 

H. LI.Jr: 

J: 

H.l.l.Jr: 

J: 

- 2 -

No. I appreciate it, but I am more than willing 
to le~ you uann!e i~ ror yourself and tor the 
Treasury and tor DQ'Selt. I leave it entirely 
1n your hands. 

All right. Thank you very much Henry. I ' 11 do 
the beat I can. 

I know you will. 

And I'll make it perfectly clear. 

I mean you'll make lt perfectly clear and I'm more 
than willing to leave it with you. 

2 

Wayne and I worked out a letter yesterday afternoon. 

He showed me. 

Which - all rlgbt. Then I 111 go ahead and may I 
speak to Wayne? 

Yes. Now, Just a second. 

Henry. 

Yea. 

I want to talk to you about the bank boldlng stu!! 
aomet1me, this week, it I oan, the latter part. 

Well now, when will you be ready? 

Well, as late as - you going to be here all the week? 

Yea, but I've got another head on. 

Yea. 

And I'd like to make an appointment now, it I knew 
when you were going to be ready. 

What I ' d like to do. I'd like to have a tentative 
- a tentative appointment with you, and then report 
definitely later, because I want !irat -

How about Thursday? 

Thursday be all right. 
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H.U:.Jr: 

J: 

H.U.Jr: 

J: 

H.U. Jr: 

J: 

H. J.l. Jr: 

J: 

H.LI.Jr: 

J: 

H.U.Jr: 

J: 

H.M.Jr: 

J: 

H.LI,Jr: 

J: 

H.loi.Jr: 

J: 

H.ti,Jr: 

J: 

H.U.Jr: 

J: 

-" -
Well, let'• •at Jeeee Jonee at eleven o'ol ook 
'!'huraoSB.Y. 

All r1ght. rtne. 

What? 

And that's Juet - Just tor the t wo ot ue or Wayne, 
maybe, 

All r1Sht . 

Just you and I, and Weyne. 

All r1ght. 

All r1Sht. 

Now that' a - that 1 e tor '!'hursds.Y on bank hold11l81. 

Yes. 

Now, Jesse. 

Yes. 

Also, when we get through there , I want to compare 
notes what 1 s going on i n this town on loans to 
i ndustry with you. 

On the which? 

Loans t o indus try. 

Loans to industry? 

Yes. 

All right. Put t hat on the csl.endar tor that eame 
time. 

That's right, 

All riSht. 

I mean I want to - Jus t you and I check what we -
we thi nk 1e going on. 

I ' d like to do i t. 
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J: 

H.l.I.Jr: 

J: 

Wayne 
Taylor: 

J: 

• 

- 4 -

See7 

Well, that 'e one ot the things I want. to talk 
about. 

All r18ht., let.•e - we'll do that Thursday and 
I'll turn you over to Wayne now. 

All right.. Fine. 

Well. 

Hello Wayne 
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!!£ETINC \'liTH t.!R . ll.A/,S 1S CROUP 
Rh BUSINESS SITUATION 

February 8, 1938. 
9 : 55 a . m. 

Present: 

H • .! . Jr: 

l:!aas: 

B. :.L Jr: 

Daggit: 

Daggit: 

I:! . :.I . Jr : 

Duggit: 

I:! . :J . Jr: 

Oaggit : 

Mr . Taylor 
iJr. Gaston 
lolr . Locllhead 
llr . Upham 
»r . Haas 
~. Dllgglt 
lilr . !.lurphy 
Mr . 0 ' Donnell 
Miss Michener 
Miss Lonigan 
;A r . White 

No.1, George , we will proceed in the usual way. 
I• m t o l i s ten, your people to do the t alking. 

O. K. Might s tart with Doggit, t ake up tbe domestic 
materilll first . Then Horry con d iscuss tbe for ei gn. 

You (Taylor) want t o sl t over bere and see the 
charts? Let ~r. Tayl or sit here . 

I haven • t much more t o aut.! to what we did l as t week. 
The conunodity s ituation l oolts very encouraging to me, 
especl~lly when you consider tha t futures, which 
reflect sentiment more quickly t nan spot commodities, 
hLve beld extremely steady s ince - oh, t he latter 
part of November anu t hroughout t his •••• 

II2Y I ~ve this (chart) a minute . This is for my 
purposes no good - I mean for ~hat I want. 

Through this decline .•. 

That isn' t what I 11ant . Go • head . 

I 1 11 come t o the British ... 

This nasn•t got t he British. Well, 1 111 wait . 

Might t ake up the British next. 

That ' s Nha t I want. 

.. an t t o compar e the decline in the stock marke t with 
the decline in futures . Future commodities have held 
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H. !.I . Jr: 

Doggit: 
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very steady to this decline in stocks. 

Now, the British prices hove been relatively 
weaker t han the prices i n the United Stat es . 
This is Reuter ' s index, which went to a new 
low during the early part of February . This 
was the la t est low , However, those commodities 
have held steady d uring the past week . 

~oody 1 s index has held quite a bit cbove the low 
reached last December . 

lhat (Reuter ' s) seeas t o go down. 

ies, th~t h~s been .eoker t han the nearest cor 
res?onuing inaex in this country, which is 
!.loody • s . 

Looking back over the stock ma rket action, it 
seems to me very encouraging that stocks have 
nela f or three months or more c t a very st&ble 
l evel, considering what ' s happened to business. 
Industrial stocks got slightly bel ow the November 
lows in December, but nave since held above them. 
On this latest weakness, the r ails have got 
slightly belo.v, but no lroportant l14uidation has 
come out . The volumt on this decline was less 
than on the December decline, and that on the 
December decline was materially less than on the 
t;ovember decline . 

Ths t seems to indicate tho t lil_uida tion is drying 
up, which is confirmea by the brokers • loans . The 
brokers ' loans have been reduced considerably 
since this November l ow . 

H. ,J.Jr: Incidentally, I don't know if any of you read the 
New Republic, but this week ' s article by Mr. Flynn 
on S. E. C. - short selling - explaining what happened 
l a st September . I don 't know wher e he got it oll 
from , b ut - I mean how f ive people di d 24 percent 
of t he short sel ling ond 54 people did 60 percent 
of the shor t selling . 

O•Connell: S. E-C. made a study of t hct -

H. J .Jr: Well , this ~os in lunguage that I c ould unders t and . 
And it ' s tnis wee~•s New Republic - Flynn. It• s 
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very interesting . fie boiled it down. Flynn 
writes so differently f or the New Republic than 
he does for Scripps- Howard. When he writes for 
!lew Republic , I like him . 

Well , if you r end the one the week before, I don't 
think you ' d like it . The most i gnorant mess of 
nonsense on Soci al Security . This last one was 
good . I read t nis last one . 

This wa~ a good one on somebody else . 

Yes . I don't know the f acts , so I a ssume he ' s 
correct . I know the other . I kno·• on the other 
one uis f acts were not correct. 

hll right . But yo~ agree this one was good . 

"'11 right . 

An interesting f ac t t ha t the S. E. C. reports brought 
out i s t ha t odd-lot buying hes been a very strong 
s ustaining f actor on t l1is entire decl.l.ne . From the 
middl e of August, when the f al l peak was reached, 
up until t he middle of December , or the end or · 
December , odd-lot buyers ned bought seven mil l ion 
shares . I t alked to peopl e over in S. E. C. s nd 
tney say t ha t t hct - by far the larger pa r t of 
tho t h~ s been for cr.sh, -"hich seems to me a f avor
able factor in the market, although ordi narily .-e 
think of heavy public int er est as being unfa vorable . 
! f tha t .vere on mar gin, it would be unfavorable , 
but being f or casn, i t c;o uld seem to be in strong 
h~nds and would b e reducing the floa ting supply of 
stocks, wnich i s n bullish factor. 

These ar e indivi dual commodity char ts . 

They don ' t particularly i nterest me, unless ther e 
is something • •• • 

This S.'lOWS the British Consols compar ed wi th United 

St a tes l ong- time bonds . 

The stock pri ces , s ince the increa sing seriousness 
of the war situa tion, have been going down, ond 
yest erday they had ~uite a sharp drop . French 
s tocks have gone down too . 

7 
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I didn' t ~OW that . 

I want t his one . Isn' t this a new one? 

I aon•t know . It looks new . 

Isn' t that o new ohar t? 

Same material reconstructed . Put i t on a new year. 
.'le have had the same thing . 

That shows up olso in f oreign transactions in our 
markets . 

Just a minute . 

Great Britain yesteroay sola f airly heavily in our 
markets, .>hereas during January it had been on the 
buying side . 

:ies . 

The total is shown up here, and the individua l 
count ries in this detailed chart. Great Britain 
was the only one thut sol d l n any vol ume yesterday . 
There was a very slight selling from France , from 
the Netherlands , ond very slight from Switzerland . 

Nell , in view of that, I' d say the market stood up 
pretty well yesterdlly . 

That was about a million end a half net shares from 
Great Britain. 

You (Taylor) got tha t? 

Must be dollars . 

Oh yes, that •s in dollars . 

Dollars . 

Yes . 

\'lha t else? 
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On the business s ituation, ther e is a slowing up 
tendency. The New York Times index was unchanged, 
but certain items in the index were down while 
others wer e up . 

Automobile production continued down. 

It 's ver y sour, and it' s all Chrysler, i f you ' ll 
notice . 

Yes . ./ell, they 1 re expecting an increase this ~Veek, 
.;hen Chrysler r esumes operations . 

Oh, did they? .... 
Yes . 

Steel pr oduction during the current week, which 
doesn1 t BiJpear on t t1es e charts ••. 

Is Carysler going t o r esume pr oduction? 

This week they're expected to. 

Steel ingot production is do wn this week . No, 
that would be the week Just passed . It doesn't 
appear in the New York Times index yet . 

This should go down and then for the current week 
will hold s teady, with a slight upturn; that ' s the 
way the steel chart .oould look . 

There seems no definite cha nge in t he business 
situation other t han this slight slackening t en
dency . Various indica t i ons point to a continued 
reduction of inventories , particular ly in reta i l 
channels . We heer r eports now of r etailer s not 
h2vi ng goods that consumers call for. Someone 

.,. 

in tne textile trade has called at t ent i on to the 
losses t ha t r etailers a re probably suffering because 
they can' t satisfy the consumers • demands . 

All right. Anything else? 

I can't think of any other important type of ••• • 

Secretary asked about the woolen industry last time. 

9 
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I got that. 

Yes, you got-that. 

I gather the industry i s better than hmericon 
:loolcn, isn 1 t tho t the point? 

It seems to be either t ha t the industry - either 
tha t American V/oolen hasn 1 t yet reflected the 
bulli sh sit~tion in the industry, or that the 
industry in general is better than they are . 

I read al l the memoranda l os t night , so I ' m 
up-to-date . O. K. 

Who ' s next, George? 

~r. Uurphy has some mb t eriol on the automobile 
sitU&tion. You asked in particular &bout the 
export situation, and I asked nim also to l ook 
up the used car situation, which he has done . 

\'/ha t ! have isn't in aey way a review or the current 
aut omobile situa tion, but i t deals with specific 
points or i nterest in tne automobile situation. 

~he first nas to do with tne rela tive importance 
of export trade in domes tic demand . I have a 
tcble here going throuch it by months, showing 
the- here ' s a complete set of t&bles snowing the 
;ercentcge of automobiles that ar e made for export 
aemand . You will note tha t there i s an increase 
in the percentage from ) .8 i n August to 13 percent 
in December; but there ar e a number of qualifica
tions which I think greatly reduce the importance 
of that . Tnere has been some decr ease in the 
domestic and some increase in the export trade . 

Here are the absolute figures . There are the 

::.c 

factory s&les in the domestic market and there 
a re the f ac t ory sales for the export market. You 
will note that the export figures include assem
blies tha t are made abroad from American-made parts, 
so that means that part or the value of t hose units 
origina tes in foreign countries an~ therefore, dollar 
for dolla r the export figur es do not represent as 
much national income in the United States . 
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Yr . Haas called up Ur . Smith, Vice President of 
GenerHl Motors bxport Corporation, for his i debs 
on export sales - absol ute fig ures - &r•d I listened 
in on t he conversa tion. Mr . Smith said tha t it 

11 

very logically r eflect ed tne slightness in domestic 
sales; that while export demand was satisfactory and 
no doubt the f or e i gn markets were i n bet ter shape 
than toe domestic m£•rke ts, it wasn ' t anything like 
r ;;flecting - it: .1~sn 1 t &nything l ike t ht! magnitude 
reflected in t.he figures; tha t nor 111ally t hey stock 
their foreign de&lers ~fter t ney have stocked tneir 
ao~estic aeb lers, but on account of domes tic trede 
beinc so sli ght they h~d surplus capaci t y a nd surplus 
production in the United States, and tney exported 
earlier t hi' n tht:y usually do, so to some extent t hey 
have anti c i pat ed thei r shipments and t here will be v 
subse·,uent falling off <i uring the first par t of the 
year . 

I see . So it 1sn1 t something of grea t importence . 

It is not sometnin& of tP't:<t t imJ)ort~nce . 

That: ' s Nh~t r wanteu to fino out . 

It isn 1 t " fvct of tne firs t o r<ier of magnitude . 

Thll t 1 s ul l 1 Nantt:u . 

Her~: ore tne same f i gures with r espect to busses and 
t.ruCAS . The only ~nlng t o note tnere is t h&t they 
are of much l~ss absolute i mportance . The export s 
fo rm " muco larger pr oportion or the total. 

No11 , you ' ll no~ice tn:. t tne ngure for the "hole 
year 1937 is ~2 . 8 per cent . A l crger proportion of 
busses ana trucKs ar e expor ted, but the relative 
pic ture is cbout the s ame, alt hough not of the scme 
order of i mpor ta nce . 

Vlell , i n value i t' s about JO per cent, i sn• t it? 

Yes ; of' course , t hey • re mo r e Vl' luabl e per uni t. I 
ha ven ' t the figures on t he rela tive value of the 
units - not eva iluble . 

Toe sace underlying f acts a r e true •••• 

Tr actors in there too? 
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1verything except passenger cars . 

Al l ri&ht . This is wor th watching . 

Yes . 

12 

The s econd aspect of the automobile industry I want 
to t ake up is the rela tive new a nd used car position. 
There is considerable comment around t ha t the used 
car s ales are doing much better than new car sales, 
a nd thc t • s a bright f actor in t he picture . I have 
here n ser ies which I have t aken confidenti&lly from 
the Automobile ~anufacturers Associ a t ion, Nhich is 
estimated - based on a sample of estimated r et ail 
sal es of new ana used car s in the United States . The 
ser ies goes tarough December . You wi ll note that 
during November a nd December used car sales are 
holding up much better tnan new c&r sales . In 
December they •ere 76 percent of the previous year, 
us compt-r ed wi th only 49 pt:.rcen t for new car sal es . 
•he same tendency is continuing into January. 

Mr . Court, tne sta tistician of the Association, says 
tba t to is is the phenomenon normally to be expected 
a t t his stage; tha t is, e Lr l y in a r ecessi on that the 
aealers t end to concentr&t e their effo rts on used 
cars , ~ecause selling used car s improves their 
position much mor e than selling new cars - reduces 
their inventory, get s down their loans, incres_ses 
their c£.sh. hlso, consumers become more economy
minded ond become better markets for used cars than 
new cars, relative ly . So he feels this is a devel
opment of a situati on to be expected , but it is -
i t fundamenta l ly r epr esents an improvement in the 
situation. 'l'he r eal demand for automobile trans
porta tion in the United States hasn' t gone down 
nearly as much as Ne mi&ht suppose from t he new car 
sales figures . The people ar e buying used cars . 

The final aspect of the aut omobile situati on that I 
wanted t o take up i s the cut in Packard prices . I 
~uer1ed Mr . Court on tha t a t some length, and he says 
tha t it is the fe eling in the industry tha t this cut 
represents & t echnical ad justment of Packard prices; 
t hat Packard prices had been i ncreased much more than 
the prlces of othet• cars during tilE last model year 
and tha t they wer e out of line, i n f act , and wer e 
moving back into line . The Wall Street Jourlllll bas 
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a r a ther l ong article endeavoring to prove tha t, 

presenting a t able showing toe relative prices 

of different makes , and I call your attention 
to the comparison b etween Packar d and Buick. 
Pac4er d began t he 1937 model year at ~695; they 

got it :•ay up to $1.:175; now they are back down 

t o i975 . If you will compare tha t 'd th' Buick, 
you will see tha t Packar d got way out of line 
with other cars in t he same class . 

I wouldn' t like to c ommit myself irretrievably 
t o Mr . Court ' s position in this respect, and 
neither would Mr. Court . There are always two 
points of view. h person tha t makes a price 
cut ~> lways maintains t hat t llis is Just a technica l 

move, and while the opinion in the industry i s still 

that the Packard price cut merely t ends t o bring it 

more in line with oth~r makes , it may well be the 
first crack in the i ce of the new car price level . 

And it i s very hard from this distance - a ll I can 

do is tc.ke their views on the basis t ha t they t hink 

tne price str ucture in the industry will confirm 
itself . 

The worst thing right now i s the Chrysler situa tion. 

Who knows anything about the Chrysler situa t i on? 

We con find out . 

I thought I might .:all up Llr . Chrysler a nd a sk him. 

That ' s tne wor s t picture . 

I didn't t alA t o Kr. Scoville this week . 

nho is Scoville? 

He ' s the statistici an of Chrysler . 

13 

Been there for a long time . Chrysler would be better . 

I think I'll cal l up Wal t er Chrysler and ask him if 

11e1 s got somebody .. • - because this automobile thing 

looms so big in the picture. 

You asked Mr . O' Donnell on the domestic situstion a 
question wi th r espect t o the f our t h quarter corporate 

earnings . 
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R. U.Jr: All right. 

O' Donnell: The evidence is not conclusive a s yet , with the 
r eports that have become a vailable, to know 
exactl y how we stand with refer ence to our esti
ma tes . There were, as of yesterday , only 29 
companies out of the s eri es tha t we use in our 
small sample of industrial corpora tions tha t have 
reported. Those 29 companies tha t have reported 
ar e heavily weighted with the kinds of companies 
t ha t or dinari l y r epor t early, and especially steel 
com~anies, ~ 11 of whom had a very bad year . And 
we just can't t ell ye t . 

.. e a l a , QOHever, maKe one compbrison which I think 
will interes t you. The St andard St atistics does 
run £ comparable se~ies t o our own, and they do 
forecast t he rela tionshi~ of tne fourth quar t er 
wita the previous year ' s f ourta ~uerter end with 

: 4 

t he taira ~unrter, not Lll evidence being available . 
Now, they estima t e tha t the r a tio of fourth quarter 
1937 ea rn ings to the f ourth quarter of the preceding 
yell r will be 7J . JJ per cent . In other words , t hey 
expect th<.t dec r ease as between last year and the 
f ourtn quarter or 137 . 

H .~ .Jr: 73 percent? 

O' Donnell: 73 . Ana, as compared wita tae third quarter of 
1937, Standar d Statistics esti mates t ha t tha t 
r elationship will be 75 . 29 percent . I am speaking 
now of industrial corporati ons. 

B. 1i. Jr: Yes. 

O' Donnell : Our estimate t hat we used in the budget estimates, 
waich we have derived by correlations, because we 
don ' t use Just a Cev1 companies like this, was 66 .67 
percent r a tio f or the f ourth quarter of 1 37 to that 
of 1 36 . That compares with the 73 percent figure 
of Standard Statistics . 

B. !J. Jr: 

And we used 71 . 59 ~s compared with 75.29 • ••• 

'J.hat isn1 t f or my purposes - I mean make it easy 
for me . Fourth quarter of ' 37 and fourth quarter 
of 136, isn't t~t enough? 
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O' Donnell: 'ies . Well, botll of tllem are very llelpful, because 
we llad reaclled a very mucll higher level in tile 
thi rd quarter of 1 37 • •• 

a . :J. Jr : Let ' s just see . Fourth ••• 

O•Oonnell: Fourth quarter of 1 37 a s compared with fourth 
quarter of •)6. 

H.M. Jr: 1937 f ourth quarter, 1936 •• • 
St andar d St atisti c s? 

Now, this is 

o •uonnell: I can give you the St andard first . The Sta ndard 
was~) . 

H.~.Jr: Bow much was i t? 

O'Donnel l : 7J .JJ . 

B.:.I . Jr: 7) . • •• 

0 •Donnell: ••• JJ . 

a.u . Jr : That ' s ' J7 . 

O' Donnel l: That ' s correc t; tha t i s , with •J6 as i t was. 

H. LI . Jr: Yes . 

O' Donnell: Then our est imete wa s 66 .67 . 

B.U.Jr: Treasury ' s was bow much? 

O' Donnell: 66 . 67 . 

8. 1~ . Jr: 66 . . •. 

0 1Donnel l : ~hat ' s right. 

H. I4.Jr: What? 

0 1Uonnel l: 66.67. 

H.M . Jr: 66 . 67 . 

0 ' Donnell: .. hen if you want t o compare the fourth quarter wi tb 
the third quarter, both of 137 •••• 

15 
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H.lJ. Jr: Let me listen. I ' ll see whether I want to write 
it down. 

o •Donnell: Standard Stati stics had 75 percent, we had 71 
percent. Now, those tnings are both in the sa.e 
direction, you will note. In other words, 
Standnrd estimated in the same direction • • •• 

H.!l.Jr: Yes . 

O'Donnell: ••• as we did, in both instances. 

B. M.Jr: Yes . 

O' Donnell: Now, as to the sample or corporations ••.. 

H .~.Jr: In other words , Standard St atistics think they will 
be 73 percent and we estimat ed 66 . 

O' Donnell: That ' s correct . 

H.M.Jr: Now, if theirs comes out, that will be a little 
better. 

16 

o •Donnell: That' s right. In other words, we are more conserva
tive t han they are . 

H.M.Jr: ~hich also checks up with the impression I got 
reading the daily papers. 

O•Donnell : liow, if you take the 29 companies that already 
reported , you get a very bia sed sample. For 
instance, one of those 29 companies is the DuPont 
Corpora tion. DuPont represents over half of the 
sample, when you deal with the income of the 
company. And their figures are very sadly biased, 
because more than half of their income is received 
in the form of dividends from the General Motors 
Corporation, which r eflects the automobile situa
t ion. 

a.•&.Jr: Well, frankly, I don't think :29 companies is worth 
enough. 

o ' Donnell: It isn• t. And the steel industry particularly r epre
sents another 25 percent 
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H.M.Jr: I wouldn't give it to me, because Standard St at i s tics 
uses how many companies? 

O' Donnell: Well, Federal Reserve uses 168 and Standar d uses 
about that many industrials. Your Standard figures 
ore only the industrial f igures, because t hat ' s the 
compnriibility . 

H. :J. Jr : VIall , when will they have another fig ure, Standard? 

O' Donnell: This figure wa s obtained by telephone on Saturday, 
I think, from them, so it •s a very current figure. 

H. :J . Jr : Well , I'd ask them agllin Saturday • • •• 

O' Donnell : All right. 

B. Y. Jr : •• • • wnether tnere• s any change 1n that figure . But 
I thi~ if we take Standard St atistics, then keep 
developing your 29 until you've got something - but 
I don ' t .mow whether it's good or bad from 29; it 
isn• t enough. 

O' Donnell: \Ve can follow t he Federal Reserve series in New York 
of 168 corporations, and we can follo11 our own index 
that we run. 

B .~ . Jr: And let ' s have that every Monday until we get along . 

O' Donnell: I don't KnO~ whether it wi l l keep that r a tio . 

H . ~ .Jr : If it does , tha t ' s very nice, isn't it? 

O' Donnell: Yes, except tha t the r a tio tha t I gave you is 
purely an e stima te r atio of the Treasury . 

B. w.Jr: 66 . 

O' Donnell : Yes, that ' s not based on these 29 companies . 

H .~ . Jr : No, no, that ' s based on •••• 

O' Donnell: that' s based on a compilation of our forec ast. 
that ' s right . 

H.M. Jr : No - I mean I ' m not going to take much s t ock i n 
the fact St andard St at i sti cs ore higher , but the 
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fact they are not lower is encouraging, i sn' t it? 

o•~onnell : That's all right, except that our 29 coMpanies are 
ver y much lower. 

B .~ .Jr: Very much l ower than the Treasury? 

o •Uonnell: Yes, the fourth quarter of 137 to the fourth ~uarter 
of ' 36 is 59 percent. Very heavily 11~ighted w1 th 
steel. 

H.M.Jr: 'l'ha t• s all right. But let ' s - I'd rather t ak!l 
Standard St~o tis tics for the moment until •ve get 
up to a hundred companies, then let • s takes look 
&t lt. 

Baas : Th11t 1 s right. 

O' Donnell : Then t oo , Mr. Secretary, that gives you some indica
tion on corporate income, but that is only a portion 
of tne income wnich will be reported on March 15 . 
You see, you've got all the individual incomes. 
It is an indicat ion. 

H. :.t . Jr: 'llell, watcn it . I'm not even going to pass it on 
to the Presiaent. But I just want tog et a picture . 

Baas: Now, Harry has some interesting observations on the 
foreign aspect . 

H. M.Jr : All right . 

:~ite : The foreign situation has definitely become worse. 

The symptoms now are • • • • 

H.:J.Jr: Louder, Harry . 

White: The symptoms &re becoming much more certain. In 
Europe we have the British situation deter iorating 
fairly rapidly, for England . In Denmark - Scandinavian 
countries have begun to turn down; Denmark situation 
is becoming worse . Netherlands - France is pretty 
bad . Ger many - you know us much as we do about t hat. 
And Italy too - the matter is uncertain. 

The European picture as o whole, os I say, isturning 
down . It is characterized chiefly by i ncreasing 
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unemployment - sharply incre~sing unemployment, 
though there are also the concomitant fac t ors 
of decreased trade, decreasing shippi.ng earnings, 
so on . 

Ther& \s Just one point with respect to Engl and 
tbLt ! 16 like to call your bttention to . England 
is pursuing a very definite ellsy monet ar y policy 
in contrbst pos sibly with our own. In January 
of this year, for exomplc, though her unemployment 
figuros didn ' t begin to approach ours, though her 
industrial activi ty is very high - she ' s turned the 
corner but still very high - and though money is 
very e~<sy, she has .vhnt :1oula be e<,uivslent to 
increoseu her excess restrves by a hundred million 
aollars, definitely, through - intentionally, I 
don't mean Pccidentally- •••• 

Hold your thought. When youre tnrougn- I naven •t 
seen tne excess r eserve figures for the last three 
or four .. eeks . 1/hen you 1: et through, if somebody 
h~os them on their f ingertips, so that -I meon get 
thcrn ,.,hile he ' s t~; lking . I .vant to know whot the 
excess r eserves ar e since the first of J onuery. 

(llurphy goes out for re~uested figures) 

Our excess reserves have increased partly by 
virtue of the decreased demcnd •••• 

•'tell, I thought they hLd gone down. 

Our excess r eserves? No . They've risen. 
Commercia l loans 

Ceasin!l of loans hils csuseu them t o go up . 

But our increLse is o bad sign, in a sense; it is 
accompanying a r ecession. Their increase ~as an 
intentional one. 

How di d tney accomplish it? 

·•ell , th"Y accompl1sned 1 t by not • • • • I think 
the operation, 11hich is rather t echnical end 
complicated, can be mor e e~sily under stood if 
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I use Amer i can t er minology rather than Bri t i sh 
terminology, so i t won•t be i dent i cal with what 
they do , but the process is the same . 

In the Christmas season they di d what woulo be 
e•1uivalent to open mrrket operations in which 
they increased excess reserves by 20 million 
pounds, ~bout a hundred million dol lars . Then, 
when thut money flowed biJCk in the spring - rather, 
in Junuary, instead of taking the r everse act i on 
to put thl' t b11ck, they huve not taken the r everse 
action . They have delibert.tely l ef t it out . 

I see . -
knd they &re olso ta lking, I no tice in Butterworth ' s 
cables, about l owering the rediscount r ate t o one 
percent . In other Kords, what they are d oine is 
moking every attempt no• , in so far as monetary 
policy i s £ f~ctor , t o r emove all brakes and even 
speed up the situation, even though- I ' d like to 
emph~size this - even though t hey have not turned 
down much yet ; they ere not waiting . 

The Fa r Eas t e rn situ~tion is not a factor in the 
pr esent continuation of tne r ecession, any more than 
it was in the p&st few months . In fact, our exports 
to Japcn nave s ligntly increesed . They are buying 
more cot t on . Our exports to China a r e a little bit 
less, but the emount l ess is negligible . 

The Latin American situation. Argentine is getting 
wor se . !.lexico •s trade has very sharply declined, 
owins to her recent moves . Brazil, curiously, and 
I don ' t under stand why, has not r educed her impor ts , 
notwithstanding her exchange difficulties . Schmidt 
recently sent a report . Maybe he has an explanation 
of it . There is no explanat i on in the dota that 
a r e available to us . 

A very good report . 

Hove you got i t now? 

Yes . 

So he may have the explanati on to that . I don ' t 

Regraded Unclassified



li . .!! .Jr: 

White: 

H • .J .Jr: 

White: 

Baas: 

H. JA . Jr : 

llurpby: 

B. I.I .Jr: 

!.lurpby: 

H.M .Jr: 

Murphy: 

-17-

k.now what the explanation is. We would have 
expect ed Brazil to sharply cut her imports, 
but she hasn ' t - no t from us. 

Xou say we have those r eports from Schmidt? Wel l , 
it ' s about time. 

Well , no, he ' s been sending small reports in. Sent 
this very ~uickly in r esponse to t he request. 

All right . 

Canada is the only one of signifi cance that ' s left. 
Canada bas been doing very excellent business, with 
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the exception of very r ecently her exports have begun 
to decline sharply, oue mostly to our decrease in 
purchases . That is, our decreased imports are beginning 
now to affect various countries . 

Our own exports , which have been holding up excel
lently until January, have begun to decline sharply; 
our t entative figures show pretty substantial decline. 

So on the whole one can say the interna tional situa
tion is beginning to be somber, bad . 

(llurpby returns) 

lliss Lonigen - she ' s been out in the field. 

I know . Jus t ••.. 

Did you want the excess reserves? 

J ust give them. 

They've increased from an average of a billion 71 
million to an average of a billion 409 million in 
the week from January 2 2 to 28 . 

Where does t hat show? 

Here ' s a t able t ha t snows the excess reserves and 
shows their distribution in t he various cities. 
Xou notice that the incr ease is due princi pally 
to the r eturned currency from circulation after the 
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Chr i stmDs holi days . Thn t r eturn has been much 
gr ee t er than - ha s been consi derably gr ea ter 
t han the outf l ow of curr ency a t t he beg i nning 
o f the Christma s season . 

nell, of course, suppose - I was just thinking ••• 
Jus t leave this with me . As f a r as cheap money 
goes, we •r e borrowing &t decimal e ight . Now, can 
you scr ew it any lower t hen that? 

No , our pol icy of d i scount r n tes and inter est r a t es 
has been, l n so f~r as the Treasury has any contr ol 
o vur it, or t he Feder a l Reserve Bank - has been 
ex t r emely l ow . But t heir difference lies in thei r 
taking measures to make sure t he r e i s plenty of 
money ; and their interest r ate - central bank 
interest rate i s more s i gnii'icant in £nglond t han 
ours is here . ~o , though we have mainta i ned n l ow 
interest r a t e policy ••• 

Yes 

it hasn • t had t he same effec t e s it would have 
had i n Enel and . 

" ocs onyboay kno1v wh~ t they borrow 9il-dey money 
for, t he Government? 

I think i t ' s about f ive- e i gh ths of a per cent, but 
I can f i nd out exactly . Five- e ighths or a half . 

I t would be inter es t i ng . 

I can gi ve i t t o you inst antl y . 

22 

1heir shor t -te rm marke t i s higher t han our s , because 
t hey ' r e paying one percent on depos i t s - t he banks 
over there; so it ' s even attracted a litt l e money 
f r om this market over . 

How much short- term money has left us now s ince 
Labor Day? 

Si nce Labor Day i t ' s about five hundred mi l lion, 
little bit over five hundr ed mill ion. 

How much ha s l ef t us s ince •• • 
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Net movement of capi tal out of t he country . 

Labor JJay . 

Since !.abor Day I think it ' s a little l ess than 
that . 

But in the last month, since January 1 , it ' s been 
about 51 million dollars , total net out flow . 

l:lince when? 

Since the fir st of t he year . 

All right , Miss Lonigan. 

Yr . Secretary, I haven' t a pleasant report . 

A plet.sant one? 

No . 

:.ell, nuve you neard a~·tning pleasant here this 
morning? 

lio . r •a. sorry thllt I t~av" to add to it. 

The mass lay-offs nav& stopped . You ao •••• 

••na t ' s tnat? 

The muss lay-offs ar~ not continuing, but you have 
two other things . 

I talked to a publ ic &ccountant i n Rockford who 
has been handling accounts for the city of Rockfor d 

23 

for .25 year s , and he rt!ud me case histor y after case 
hi s t ory of Cirms thut he had known - Cirms in Rockrord
which all had exactly t he same stor y . The men over 
order ed in July and August . The sal esmen said, 
"Cover yourselr ror your Christmas r e<;uirement.s . " 
'.Lhey over-ordered in July &nd August , the~· got the 
goods l n November , Jus t about the time thei r mar ket s 
broke, and t hey got the bills on t he lOt h of J anuary. 
'.Lhey went to the banks and asked for money, and this 
man said the banks said, "Thank you, Mr. Uoto, we 
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don't want your bus iness ." They can ' t get money, 
they can't get any ~orking capital, they have no 
credit to buy new r aw ma t eriels , they have no bank 
creait Ji t h wnich to pfiy fo r payrolls. And if the 
tide turns, as I t hink it dll ... 

If the who t? 

When the tide turns on the seasonal basis •••• 

Which wa y ? 

Up . I meun the tide , the ma jor lines •••.• they 
won ' t be f loa ted ort·. They haven• t the means with 
which to be float ed off. They won't be employers, 
they won ' t be making employment next ~arch and 
hpril . There is a group of f irms which cannot get 
" or.clng capital. 

"liha t ttina of f irms? 

Retei t business . Manufacturers of veils, manufac
turers of hosiery, manufac tur ers of clothing, 
automobile dealers, furnitur e ma nufacturers, and 
glass manufacturer s . 

Now, who was this fellow? 

lnis men is a certifiea public accountant. He ' s 
be~n in t he business of uuuiting reports for these 
compani~s . Been in it 25 years, knows Rockford . 
He bus mtde aut opsy after aut opsy of these com
panies . I mean that ' s the expr essi on; suggests 
they are being murder ed , and they are. There 
i s a percentage off irms tha t won't be float ed off 
by 11 ny type of business r ecovery unless they have 
working capital t o pay f or t heir materials, clean 
up their debts , ge t money f or payrolls . 

And the banks won't take care of them? 

The banks won't - Kr. Secret ary, t he banks have 
not been l ending institutions for small business 
i n many y ears . They haven't been, they ' re not 
l ending institutions so f ar as small business is 
concerned . This ma n sai d , "The banks a r e no asset 
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to an industriul colllllluni ty ." I t" ind the same 
thing ever ywhere . They take in the house, fore
close t he mortgage , put their money into operating 
the house, but they do nothing for industry . It 
isn't there . That's the structure~ thing t hat I 
mentioned yesterday . Now, they won' t be employers 
this March and April. 

Now, I 've got a pi cture of the relief situation. 

Go ahead . 

25 

I saw the Dir ector of the Illinois St a te Unemployme.nt 
Office . I said , "Can I go down into the districts? 
I ~ant to s ee the people when t hey come and ask f or 
r elief . " Be sent us aown to the district offices 
in South Caicago and Halstead . I t a lked to t he peoole 
who wer e i nterviewing the clients . I 'A'ent out i nto 
t he outside r oom, Nher e toe people came in. They 
said, "You came a t the Nrong time . Sho~d have come 
this morning . In the a fternoon everything is very 
quiet . " 

I went t o a room t hht wa s not a s l ar ee a s this ; 
you' d nave to t ake a t btr d off this r oom . In that 
~oom there •ere 2JJ men - this is a ~uiet time -
there wer e 20.) men and women s itting there, wr.iting 
to be int ervie.1ed . Four girls up on a desk, about 
a f oot higher . 

Is 1t all r ight to go i nto detr.il? Do you nnt this 
picture? 

Yes . 

1here were f our gir ls up on e r ow, and someboay s tood 
in the corner e nd shouted the mon 1 s name and he walked 
up and t old his story. And they do tha t from 9 o ' clock 
in tne mor ning un~il 5 o' clock Lt night . On the basis 
of one interview t hey d ecide whether to give the man 
groceries or whether t o help him a t all or whether 
t o pu t nlm on Vi?A . They ~tnol'l that ' s impossible . It 
isn' t a system . 

r.hich organiZI• tion i s this? 

The Illinois bmer gency Relief Commission, the only 
r eli ef WPA can't get int o the pic ture until a 
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r elief agency has been effective . 

Now, as to the Chicago picture, Gr ace Abbott, who 
is a very steady person, very sensible person, sai d 
the relief intake offices were madhouses . Tha t was 
her description. I mean she•s a calm, steady 
person. "They're madhouses .• 

2S 

One of the women said to me that she came into rel i ef 
rdmini strati on in 19Jl, she ' d been wi th it from ' Jl t o 
' :38, and January was the first time i n her career t ha t 
she was afraid . She went out into the relief offices . 
The git•ls t old her they were afraid to go back i n . She 
went out end .took a ~t the thi ll8 , She could not 
go in . Jus t would nave1)een f oolhardy. She telephoned 
for the police . Police .rouldn•t send an,ybody up. Then 
the central office of the Commissioner telephoned the 
police headquarters and they sent out four men; and 
th~ot dey three of her workers were assaulted . She 
said nobody1 s been killed yet. That ' s the situat ion in Chicago . 

Gr&ce Abbott is not •• • • 

No, the local girl in South Chicago . 
one more f&ct to that, llr . Secretary . 
tions for :VPA in Chicago are f&lling . 

Are wh~o t? 

I want to add 
The applies-

l• re Calling . Chicago h&s not been hard-hit . Those two facts go together . 

How do they go together? 

Chicago has relatively not been bard-hit. There 
are s till jobs opening up in Chicago . There are 
no Jobs opening up in Rockford, no Jobs opening up 
in steel cities and automobile citi es . There are 
jobs opening up in Chicago . It•s like New York -
so muny industries . 

How do you get t hat NPA is not on t he increase but relief i s? 

The gr oup of people who were put out of 'NPA last 
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s pring - the group of people th&t are leaving 
WPA today to get jobs is greater than the group 
of old V~A people coming back. 

Now, on t he other hand , WPA is certifying - is 
usking t he Illinois Relief Commission. to certify 
people on what they call doorstep certif ication. 

I didn' t get tha t. Is that in your report, this 
stuff? 

The report isn• t fini shed yet . I don 't know how 
much you w&nt in this meeting. 

Nell , let me - I just want - if you would take a 
couple minutes .••• I mean I ' ll r ead what you 
have t o say - always ao - but I' d like • • • Aubrey 
Wi.lliams is coming in at 11 o ' cl ock. Now, here ' s 
wha t I want t o know from you. In Illinois i s the 
decand on the ~Ph - is it going up, or is it staying 
still, or is it going do~n? I can't go into the 
~ ta te or' Illinois and do this. 

27 

The '.'i?A i s certifying people on the - is a sking them 
to be certified by the Relief Commission . They are 
being sent in by the pr ecinct captains •••• 

You' re not answering .. .. I ' m asking, are the 
aemands on 1/PA in the St ate of Illinois goi ng up, 
s t anding still, or going down? 

The visible demand is going up . I don ' t think 
i t means anything. 

The visible demand is going up . 

(!lods yes) 

\',ell then, are they t aking care of everybody? Is 
their quot a big eno1J8h? 

They 're pushing people on when the local administra
t or says he aoesn•t need people . They're sending the 
quote up ond tell ing them to put people on auyway. 

See, you're not giving it t o me clear . 
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It isn' t a clear situation, llr. Secretary . I 
know it isn't clear. 

I mean you' ve got me all confused . 

I know it isn•t clear . 

Let me put i t this way . Please give me a clean-cut 
answer t o this. llr. Williams is coming in. Now, 
supposing he s ays, "Based on the s ituation in 
Illinois, I need for the country another hundr ed 
million dollars more .• Does he or doesn ' t he, 
bused on the situation in Illinois? No:-v , don' t
give me "Yes" or "No .• 

I don ' t think he needs it. 

What? 

I don't think he needs it . 

You don't think, based on wha t you saw in Illinois, 
they need another hundred million dollars . 

I think they need it in direct relief . Can' t put 
it to work in \'IPA . You can• t put a man on WPA just 
WPA is now a public works program . They ' ve got the 
same difficulty as the PWA ; can' t put a man to work 
on that. 

I don't want to get into a discussion of whether 
we want work relief or direct relief. That's 
something else . But, based on I llinois , t he 
program the way it is - the way Hopkins is running 
it, can they use more money at this time? 

I don 't think they can use more money to the 
advantage of the unemployed . That is an opinion, 
not a fact . 

The way t hey ' re running it now. 
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I think they're running i t very ably, llr. &ecretary. 
I think Colonel Barrington is doing a magnificent job. 
I don ' t think t he money should be put there . 
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If you' d answer~ questions ••• • You never give 

me a direct answer. You won't answer me ~Yes" or 
"No . " I •m going to ask ••• 

I said "No , " Wr. Secret ary. 

Wha t? 

"No ." 

All right . Now, when can I have your report? 

Well , I wont t o get it out by l: JO, because I ' m 
supposed to be - I 1 ve got self-help . 

This has nothing t o do - but while you're here, how 
is Mr . Rall getting a long? 

You mean wi th his work? 

With this housing . 

I 101 seeing him today. Can I s end you a note after 
lunch? 

Ask him whether he won•t send me a progress report -

where he ' s at; I haven't the foggiest idea where 
he 's a t. I ltnow he•s put in his application f or 
tJO, OOJ for t he thing, but I don ' t know how he's 
getting along. 

Yes, sir. 

And would you give Mr. Haas - get the name of this 
a ccountant in Rockford. 

Mr. Secre t ary, mby I ask one more thing? 

You can ask me t~o more things. 

This pr ogram involves six mill i on f amil i es, and my 

figure shows so f ar ••.• 

Which prog r am? 

The welfare program in its various aspects . Yy 
figure so f ar shows an expenditure - not a loan, 
mostly all expenditure - of $16 , 750,000, 000 . I 

2S 
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don ' t thi~ thst money i s going for the benefit 
of the unemployed. Now, wben may I have a chance 
to tell you ho1v it is going? 

'ilell, you wrote me o long memorandum on t ha t. 

The t' s only the beg inning or it . This - Mr . 
Secret ar y, I can' t make this a simple program, 
I can' t give you clear and simple answers - not 
to 16 billion dollars . 

Well, the way I'm sitUHted now, better put it in 
Nriting . 

l'.ll right. 

Yr . Secretary, I ' d like t o make a criticism, i f 
I may, a na £ co~ent - perhaps I•m out of order, 
but I ' m interested in the reports which are being 
made, and I have a feeling that the r epor t s have 
a l orge ele~ent or the subjective, or the impression
istic, wnich i s very valuuble; but I ' d like to see 
toat couplai- and possibly it i s , except that I 
don 't hear of it here - with more ob jective, total, 
clear- cut da t a with respect to v arious things, so 
thst if - I mean whet gives rae pbUSe i s , I'm not 
sure if you' re making d ecisions on a basis of 
tnis kind 

Well , but the o ther tning 

I cean l'ii th all due - I ' m not criticizing her • 

But another th i ng you• ve go t t o be carefUl ot is 
thls . The most lmportant tning is - I mean it is 
to see tout I keep my balance, you see . Now, I -
f r ankly, I don• t kzoow how much good it does me to 
tell me tha t there a re t wo hundr ed people i n a room, 
and that story, if there is no thing I can do about 
i t. 

\'I ell, you •••. 

And I don't see where it fits in the picture, because 
on the one hand you tell me this t erribly upsetting 
s t ory and on the other hand you tell me tha t VIPA 
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doesn ' t need any more money. I mean I can get 
enough narrolling stories, but if you tell me a 
narrowing story, before you tell it say to 
yourself, "What c~on I tell illr. l.lorgenthau that 
he, b S Secretary of the Treasury , or the President 
of toe United States , can do to correct it?• I 
mean it isn't fair to bring in these things to 
either the President or myself, any more than I 
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diu t o him - something whicn upsets you terribly 
emotionally and ~t the same time - I mean just dump 
lt ln your lap and t hen nothing can be done nbout it. 

The Feder al Government is the most important foetor 
in the relief situation. Its witndrawal from relief 
s til l leaves it ••• • 

No .• lis ten, ~iss Lonigon, you're of oge, a nd you Just 
con•t dump these tnings in my lop and - and make a -
thut long r eport you wrote me on the 16 billion 
dollar s di dn't have any conclusion. All you suggested 
in the thin~ wa s tllat we extend these self-help things . 

l.'ell, the f irst conclusion is the revival of the 
Federal program of airect relief . 

You didn ' t say that . 

No. 

Y.:ou didn't say that. 

No . That was not referring t o specific programs . 

If you don ' t mlnd, it was just upsetting . You didn 't 
I read it, then when I got through I said, "What ' s 
illiss Lanigan ···· · " 

\'lell, I can give you six progr ams . I don ' t know what 
your program is with r espect t o budget. If you can' t 
spend any money ••• • 

Well , you•ll have to -again, as I say, Baas has got 
nis group, and while I want t o get what you think, 
at toe same time I don't wa.nt to get upset emotionally , 
because fllY responsibility is too great . I mean lolr . 
Haas might have s report of what is happening today 
in Ger many, and he might give me a description of it; 
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I don ' t know •whether he might or mightn 't. llight 
be terribly upsetting . Then when I get through -
"All right , what can I do as Secretary of the 
Treasury?" 

The things that need to be done • • •• 

I me&n I can send for Dr . Par ran and he can tell me 
how ~any people &re on the county in Alabama or 
Georgia, who have no medical care, and how many 
babies are born blind, and all sorts of things . 
"AlJ. right, what can I do about it?" 

The first thing is t o put Federal money in a relief 
program, to pick it up where it was dropped . 

I made tne statement to Corry Gill thai what they ' re 
going to do is put t~o million families on a shut e 
ana let tnem go . I said, "You sold them down the 
river . " 

Well then, tnat• s go t t o be revived. That ' s the 
emergency progr am. 

It /leD nlne hundred thousand people that they said 
tney weeded out that couldn't work. 

Nine hundred thousand •.• -pardon me? 

At t ha t time that they l a id off . 

32 

You see, I get a ll these people - everybody i n the 
program has tried t o r each the Pr esident; they can •t 
do it. All these people - t hey believe that you have 
t o revi ve direct r elief . Now, I don't know whether 
you want to be 

Well, t hat ' s a very simple thing to s ay, but base it 
on some facts . 

Well, llr. Secretary, again, Yr. Baas said he was 
quite sure that he could u.nderstand t hi s, that it 
RBS properly pr esented . I sai d, "Bow would you 
pr esent the people tha t have dropped off relief 
rolls end dr opped out of account?" 
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Miss Lonigan, dealing as we have to in l a r ge 
numbers and in t be t o tel s i t ua tlon, I wonder 
i f it wouldn 't be helpful - because I know I 
myself have difficul t y in coming to a conclusi on 
with r espect to your report; it is pr obably i n the 
back of your mind, doubtless is - but I wonder if 

33 

i t Nouldn1 t be helpful if you could gi ve tho total -
your evaluati on of the s ituation in terms of data, 
Nhether itl s getting worse, b etter, where i t' s 
ge t ting worse, where it ' s getting better , and wha t 
you have to support it in t erms of mass data ; and 
relegate the description of the individual items, 
which don' t a lways help, but will he~p only if the 
total is there . I feel myself , really, after you 
ge t t hro1J8h, a t a loss t o know Just what t he 
s ituation i s , and I thiM you doubtless have :It 
in your mind . 

Well , I •m very grateful for that kind of comment, 
Mr . Secretary , because I can't Judge the effect 
of 'llbo t I say • 

You've got 2JOO 

No, not t oday . Tbe t •s get ting down •••• 

~xcuse me. r •m sorry . 

'l:he point is, t her e isn't evioence; that's t he 
point . 

Look, now, you' ve got - if there isn't in Yr . 
Haas •s g roup a sympathetic listener . .• Try to 
put it out on t hem; don• c use me as the fir s t 
guinea pig to make a l o t of statements . Try 
it out on them and then ge t the t hing doVIn in 
an orderly manner . I moan t hese people wer e all 
searching t o help . But try it out on t hem firs t. 

Ttiat ' s all right with me. 

Uo you (Upham) want to say 

Yr. Secre t ary, this reminds me tha t a couple weeks 
ago Persons over a t the United Stat es Employment 
Service called me and asked me if you were still 
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!i.U.Jr : 

Upham: 

li.Y.Jr: 

Opbam : 

Lanigan: 

Lanigan: 

li . t.! .Jr: 

Lanigan: 

R. JJ.Jr: 

Lanigan: 

H.M.Jr: 

Lanigan: 

li . ll . Jr : 

Haas: 

Lanigan: 
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int erested in reports from him on what they were 
doing . 

Yes . But let ' s get i t down. And you f ellows all 
week Rill ass~ilate those things, ask for additions, 
throw out s tuff t hat doesn't make sense, and t hen 
bring them in here, thoroughly assimila t ed but not 
butchered . I mean if anybody has got an idea, let 
the person stand up, but let them go up against you. 
I mebn no one person can present this foreign 
si t uution without havine a tremendous amount of 
statistical backing. And I want informa tion, but I 
don ' t want it tried out on me . 

I' ll te t him try it out on me. 

Let Persons try it out on you. 

If i t' s worth it. 

You Know the r eporting sys t em br oke down when the 
relief thing broke . l t old you tha t over .••• 

Wha t r eporting? 

The r eporting system on relief broke down. 

nel l , no, you haven't told me. 

Yes, l did . 

I mean find it in writing; where is it? 

I' ll look fo r it in my memoranda. 

lind again, if it did, so what? 

Nell then, I c an' t give you da t a on t he syst em. I 
can give you a picture of tne reporting syst em. 

\'/ha t ? 

We'll try it . 

This is serious. 
much discouraged. 

Itt s awfully serious. I'm very 
I may do it in not the .••• 

• 
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No, no, Miss Lon!gan, I ' m sure that ••. 

r can not give you data on the fact that we stopped 
getting reports . I mean I'm not that good. I th!.nk 
that ' s terribly s eri ous, thet we stopped gatting 
reports . 

flell , I won't take second place t o you or to anybody 
as to my realization of the seriousness . But a person 
has to eliminate one ' s emotions from this thing, a nd 
also one ' s prejudices, and let's get down to f acts . 
You have - if you don't mind my saying , you've got 
a way - you 've been opposed to the Hopkins organi
zation ever since you've done this work. 

(Nods affirmatively) 

I mean I think you have t o eliminate your prejudices 
against Hopkins Hod nis people. 

I•m afraid t ney 1 r e not prejudices, Mr. Secretary . 

.Vall , ell right, your dislikes or distrusts, or 
whatever word you want t o use . I think the men 
ought to knoiY that, tha t you have consistently been 
opposed to it. 

Now, on the other nand, neither you nor I - if I 
It! shed to 1 which I uon ' t - can eliminate llr. 
Hopkins and his people . So they're there . Now, 
what you going to do about it? 

I have tne answers , Ur . Secretary, and my mind 
is not confused . It. is absolutely definite . 
If my reports are confused ••• 

I d idn ' t mean to imply thtt wholly, but I think 
next 

I 1ll say your reports &re confused. 

Yes. .Vell, I don' t know that untll somebody says so. 
My mind is not confused. I' m glad you told me. 

Because I 
the •Hole 
don't get 

don 1 t get it. I get the terrible thing, 
of Calcutta• - I get that picture, but I 
the answer. 
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Well , I have tne answer. 

If you have, God bless you, and the sooner you 
can get 

Are you wi lling t o spend money? 

I•m will ing t o do anything. 

That ' s all I want t o know; that's all I need . 

I mean I made the statement last week, f or Mr. 
Bel l and myself , publicly , tha t if they needed 
aaditional money Kr . Bell a nd I wil~ be the first 
to say so; tha t wasn' t an i dle gesture. I don't 
know Nhether the paper s in Illinois ca rried it or 
not, but I made a public statement that if money 
wos necessary, we •d get it . 

I guess that ' s all . 
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February ';f.. 19.38. 

LIST OF SU1l.TECI'S XOO WISHED TO PISCQSS WITH THE PRESIDEl!T TODAY 

1. 

2. j 
), j 
4· 

5. 

6 . 

Cable from Cochran No. 160 in regard to his meeting ~· with Uinister Uarchandeau. 

Report on the investigation of charges against William ;/~ H. Kelly , Collector of Internal Revenue at Newark , N. J. 
Two alternat ive letters to Yl1ll1am H. Kelly for the Presi dent ' s signature. 

A comparison of estimated and ac~i'pt~ for ..,._
0 January, 19.38 and for the first seven months of the fiscal year 19.38, prepared by Dr . Haas . 

Report prepared by Dr. Haas on the business situati on. "' ~ 

Yemoranduo from Dr. Magil l respecting the tax bil l situation. (Congressman McCormack) 
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Operator: Go ahead. 

H.U.Jr: Hello. 

Sen. McAdoo: Hel .lo. 

R.U.Jr: Mo:rgenthau talking. 
1.!: 

!i . t!,Jr: 

14: 

H.U.Jr: 

!.l: 

H.I.!.Jr: 

JJ: 

H.tl.Jr: 

1.!: 

H.U.Jr: 

M: 

H.h!.Jr: 

IJ: 

H. LI . Jr: 

ll: 

H. I.!.Jr: 

II: 

Hello, Kr. Secretary, how are youf 
Fine . Senator, I thought you'd be interested to 
know that I sent lolr. ~1111's n&llle over to the 
White House this morning. 

Well, thanks very muoh. 

The delay was th1B. We had some anonymous letters. 

Yea. 

And 1n t a1rnesa to the man I wanted to 1nveat.1gate t hem. 

Well, t hat's all right. I don't ObJeot to that, 
exoept tor del~. 

Well -

You know these damned things, Ur. Secretary, always 
running sores the mi nut e a vacancy occurs. 

I understand. But t here were these letters. No• 
U anybody asks me , I eM ·~ Angl1111 i s a damned good tallow and ready to st and by you. 
Sure . 

Now -

I thought you had made an investigation -

we did. 

Yea. 

And t his stutt , a s I understand it , caae 1n sub
sequentlY . 

Well, I never pay any attention to -
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well, I know, but -

Beoauee a crook that won' t give hie name and be~ng 
w1ll1n6 to etand up, be examined on &n1 obargee, 
be ten•t worth the coneideration, eo tar ae I 'm 
concerned. 

Well -

But I don't- well I'll 

Well I wanted to explain juet what it wae and - but 
now it anybody aeke me I can eay tine fellow, we'd 
be delighted to have hi m. 

Surely • . 

In the Treaaury. 

Well thank you very much. 

Thank you. 

Goodbye. 
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Pr esent : 

t 'ebt'Uilry tl , l 93tl 

ll am 

!.!r. Aubrey William& 
Mr. Emerson Ross 
Mr. Bell 

• 

HW,Jr: All r1gnt, gentlemen, what's tne picture? 

Ur. 'Ull1ams: Well , we nave a lot of material here. 
You want t o read it or want us to talk? 

Hl.i ,J r : l.lucn rather nave you t alk. 

Mr. 'lfilliams: Well , then, 1 tn1.nk we ought to nave 
J.tr . RoBS t alk on t hi s whole thing and outline it . The t n1.ng 
1 got from the President was ne wanted to get down to commun-
ity cases. l Handed tne Secretary t ne attachments.) 

llr. Ross: That's re l i er increa se, wh1cn I think may 
be a good star ting point , as far as tne President is concerned 
as to wnat has taken place out in tne communities , from the 
standpoint of number of increases in rel ief. 

Hli , J r: Is thl.s direct relief? 

Ur. Roes: Yes, t nat ' s all direct relief. 

HU,Jr: Explain . ·rake Alabama. \fnat does this 
'llean·r Just explain it. 

Mr. Ross: Tnat i s the December picture and the figure 
tor Bi rmingnam is not particularly significant . 

HM.Jr: Th1e 1s December, you say? 

Mr . Ross: Yes. 

HM,J r: Well, t ake anything . You pick the city. 

l~r . Roes: In San Francisco - - well, tor the United 
States as a whole, or at least t hese 54 cit1ee, there was an 
increase of 15.9% in direct relief during t he month of Decem
ber. That top figure up t here. And this estimate which was 
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employment figure for Janua~;, but factory employment wae 

down 1 .8~. 

HM,J r: They mentioned it in Cabinet, although I 

was not there. 

Mr. Roes: The largest decline a1noe 1921. 

Now ~e tested, in addition to asking our field people, 

both regi onal and State r epresentatives who are right down on 

the ground, and made etudiee on our own hook directly from 

Washington by the Reeearch organizati on. 

HU,Jr: Your research organizati on? 

Ur. Ross: Yes. In about ten large cities and a 

large number o! emaller towns. On the basis of what the 

field people tell us, whioh checks in general wi th what we 

found ourselves, we have oome t o the net conclusion that there 

are about ?50,000 employable people in the United Stntes who 

are either on relief or desperately in need of relief. 

HM,Jr: That's ?50,000 out of t he 1 ,650 ,000, or in 

addition? 

Mr. Bell: Some of them would be, but some would be 

piled on top. 

Mr. Ross: About 250,000 more in places where there 

is no d irect relief, so they oan't ge t in the figuree or else 

t hat ' s substantially the story. 

HM ,Jr: I ha•te in mi nd about the first of February 

1,650 ,000 oases, direct relief. Now you come out and make 

a study and you c ome back and say t here is ?50,000 people 

who want to work if t he work was furnished them? 

Mr. Ross: It ' s a little narrower than that. It's 

t hose who are actually eligible and assignable to proJects. 

Ur. Williams: 
a million of those who 
old , crippled. 

Out of the whole group of those 
are not employable, people either too 

HM ,J r: You mean of the 1,650 , 000. 

!Jr . Williams: Yes. 
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made by rel i ef organizat ions i ndi cat es 51, ?% - - that next 
figure -- of that total, theoretically eli gible for WPA. 
Our experi ence is we discount that considerably and we would 
discount that, perhaps to 30~ or 3~ in our fi guri ng. 

l.fr. Bell : How many people would be 1n•Tolved i n those 

percentage a 7 

t!r. Roes: Thte only covers 54 cities. The Nat i onal 
pictur e 1s something l i ke thl.u The l mv point for direct re
l ief was this fall when it got down to s lightly lese than 
1,~, 000 with a monthly coat of a little over ~30 , 000,000, 

State and cl.ty money. 

L:r . Bell : Woul d you say of those 1,300 , 000, 3ryf. 
would be exployable? 

1!r. Roes: I would say , 300, 000 or 350 , 000 or 400 , 000. 

It went up slightly in November , rapi dly in December and very 

r a!)i dly agal.n 1n J anuary. The fi gures for January -- we are 
getting weekly figures in f r om t he big&er oitiee and it went 
up i n January to 1,800 , 000, f amilies. 

HM ,Jr: You mean 1,800,000 cases. 
fan1ly or an ind1vidual1 

I t might be a 

Mr. Rges: Tha t ' s correct . If a ei ngle nereon is 
livi ng by himself. During January we took i n somewhere in 
the neighborhood of 150,000 of thoee , so t he net figure a t 
t he end of t he month is around 1 ,650,000. 

HM ,Jr: You mean you put t hem on d irect relief? 

l.lr . Rose: No. We took t hem of f direct relief, 
which leaves, a t the end of January or about the oreeent ti~e, 
about 1 , 650, 000. 

Hll ,Jr: Of cases of oeople on dl.reot relief? 
has nothing to do with o.gr l.cultural relief in citi es? 

r.!r . Roes : Does not include Reset tlement . 

Th1e 

As we were afraid when we were over here last month, 
t his pressur e r eall y hit in the latter part of January and is 

hitti ng now all over t he country. A l arge number or people 
lost t he ir Jobs in November and December and early January. 
Incidentally, I don't know whether you eaw t he prell.minary 
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Mr. BAll: I think what the Secretary wants, 500,000 

employable in addition to the 1,650,000 on direct relief. 
There a re about 250 , 000 mot e~loyed anywhere or getting relief 

who are eligible for WPA employment. 

HH.Jr: I s till haven ' t got it. 
you estimate 750,000 eligible ror work. 

Ur . Roes: That's r ight. 

When you get through 

Hid Jr: Let ' s out it this 
those 750 ,666 and gave them work. 
still leave on direct relief? 

way: supposing we took 
How mnny people would that 

l.lr.B~650 ,000 . 

Mr. Williams: No. 
That's right. It would be 
the 750,000 and 250 ,000 that 
now, so that would lenve you 

About :,000,000. No, 1,650,000. 
500 ,000 off of relief rolls of 
were no t given direct relief right 
1,150 ,000 still on direct relief. 

HY.J~: 1,150,000 or 1,250,0007 

Ur. Bell: 500 ,000 from the 1,650 ,000. 

Mr. Roes: That is if the situation remains statio. 

lill1Jr: All right. I g et 1t . 

Ur. Ross: On t hat basis, we have set up a scale of 

what that wi l l cost . 

HM,Jr: You mean to take care or 750,000? 

43 

Mr. Ross: Ye s . I should pr~R§bly point out at this 

time that we cannot continue to enforce ~ery stringent sponsors ' 

funds regulati ons on any substantial increas~ the reason be

i ng that al t hough we increased from l~ to 2~ in t he last year, 

in large Part that was caused by the ract the program wae con

tracted and we selected the program where they had j ust sponsors' 

funds. The second point i s tbAt direct relief oost, which was 

~32,000 , 000 e month to the cities, has gone to $45,000,000, ap
proximately, in January. 

HW.Jr: That is what the cities are putting up? 

Mr. Rosa: Yea. Cities and States. About 50/50. 

Therefore, for the additional people in a particular group 
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we have estimated on the baele or $65. 00 to $67 .00 per man 
per month ln place or $60.00. 

HU,Jr: Was lt $60. 00? 

Mr. Bell: $61 . 00 le t he rlgure we used. 

HM,Jr: How near are you to t he 2,000,000 flgureT 

Mr. \fllliams: We are within 35,000, aren ' t we? 

Mr. P~se: The last figure we had was 1 ,900,000. 

l!r . Will i ams: I think for all pr act ical purposes we 
a re prac t ically t here. 

Hll,Jr : You will be w1 t hin two weeks . 

L!r. W1111arra : Yes . 

HM,Jr: By t he mi ddle of t he month. 

l1lr. \Ulliams : Yes. 

H~ J r : What I am getting at , thle 750,000 will it be 
up t o $2,250,0o0? 

Ur. Uill 1aca: Yee.And it' a mor e t han 750 ,000 you have 
to talk about ~ecause lf you add 750,000 t hat oeans you are go
i ng to hold 150,000 i n that otherwise we are scheduled to drop, 
eo that's 900 ,000 that you nave to figure on tor t he month or 
t.larc!'l. 

IJr . Roes: 900 ,000 above what was previously estimated. 

Mr. '.Y1ll1ams: Above .. hat you previously scheduled. 

HM,Jr: Let ' s see the worst. 

Mr. Roso: The worst is 900,000 for March. 

lill , Jr; ll1as Lon1gan just came back from Illinois. 
She got me all upset, which doesn't help. 

Ur. Williams: What did she find? 

HM,Jr: She's all upset about-- I didn't get it all; 
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she didn't have it written do.n; got so emotional about it 
she got me that way. Iept sayi ng, 1 What shall we do?' . So 
ohe' s going out and try to write it. But they took her into 
soce room in South Chicago, a room about three t i mes this size, 
200 people , everybody was eligible. They call out t he names 
and rignt t here and then the person publi cly has to tell the 
case before they do or don't g ive t hem a t icket tor either 
food or r elie f or work and the girls have got ten so they are 
even afra i d to go out and face these people. 

Ur . Williac s: 

HM Jr: On the 
' Do you thi~ t hey need 
said no; from what she 
work r elief situati on. 

I haven ' t heard that. 

other hand , I asked her the question, 
more money for work relief?' and she 
gathered t hey were taking care of the 

So t he t wo t hings did not seem to fit. 

How bad is the di rect relief t ning 1n Chicago? Is 
i t so terrible? 

lo!r. Williams : Yes. They have had a s i tuation ou t 
there where the applicant s have been so numerous that they 
found it necessary to have a t hr ee weeks ' waiting period be
tore a person could get any t hing . 

HK.Jr: Even tor direct relief? 

Mr. Wi l liams: Yes . Their funds were so limited. 
They were overboard . And Chica~o was only putting up $3,200, 000 
and that was not meeting t he s ituation. They claim to have 
90 , 000 employable people and that's what Miss Lonigan was point
i ng out, on direct relief. Our man, who i s a ver y conservative 
f ellow , says t nere are not more t han 30,000 people who can do 
definite work and he won ' t have tnem, and we are supporti ng h1m 
1n t na t position. 

l.tr . Ross: 
the two. 

Incidentally, this r esearch study came in 
They found 50,000. 

Hlo! .Jr: Will you give us t hat? 

l.!r. Ross: Very glad to. 

Hll . Jr: 1'/i tn an explanation? 

llr. Ross: Yes. 
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Hlii ,Jr: Boil it right down. And &et it to me to

night so I can read it . Boil the conclusions donn and then 

if I need additional information I can call on t he phone for 

it. 

Ur. Williams : Because of t hia lack of money out 

t nere t he people got to t ne point of bei ng reluctant to put 

ting a ble- bodied people on the rolls, because t hey have so 

many peopl e •rho are half s i ck , in such a state of desti tution, 

that t lley would not t ake an able- bodied person who could s t ill 

stand on nis teet , so , as a result, very few people were get

ting through to us. So I asked Mr s . Page -- I went out to 

C~~cago myself on my way to see Harry - - and I asked her to 

establ ish er list and have her best case ~or~ers interview 

c11ese a bl e- bodied p eople and see what happened. 

Immedia tely t ne whole t hing broke open and they be

gan to &et the t ypes of people that we said " e t hought eT~ sted 

t here and ""o were good workers and who were really unemploy

able people. 

As a result , dur i ng t ne last tnree weeks, ~ith some 

ef f ectiveness in Clevela~d , Detroit, St . Louis --ten b i g 

Western cities -- ''B nave now gotte!'l to a point ~here we have 

had to tell t .1ec to stop doing t t1at because so many people 

were coming and such an enormous percentage found to be eli

gi ble t ha t t ne relief people were saying, 'What are you going 

to do? '. We fill up all quotas and s till they come and we 

have no relief for t hem. 

There ' s your situation. And, understand , t hey applied 

t ne same rigi d tests for t nese able-bodied people on t he basis 

o f need a s they appl y to t neir own, but they limit t heir monies 

like in Cleveland or Chicago or St. Louis to folks t hat are 

oractica lly at t he point of family g oing to pieces or motner 

sick or two or t hr ee children in bed with some kind of di sease. 

Tnat ' s wnat lt is Petti ng down to . No use minimizing it or 

denying really able-bodied people have mor e and more found i t 

diffi cult to make application for r elief. And this was shown 

by the fact that when we got them to open up a regular line 

for them to come and got an i nterview, they would quality under 

t he most rig id teste. And that's tthat Rose is talking about 

when he says in addition to t he 500, 000 that are on relief 

rolla we know by careful ki nd of testi~ t hat t here are 250,000 

other people without relief, people won t g ive anything to, 

whether on t helr rolls or otherwise, that are out there desti

tute and . .... 
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RK,Jr: You don ' t do any more direct re l i ef? Or a 
11ttlef 

Mr. Will1an~s: lfe don ' t do any. Only direct relief 
by the Government i s through Farm Security. 

Hli ,Jr: You are taking on about 60 , 000? 

Ur. Bell: A week. 

Mr. W1lliams: Running about that. 

Hr. Bell: I understood you to say , last week, that 
you were not taking on any more . 

L!r , W1ll1ams: We have not given out any more quota. 
We have put the top on everything , but they haven' t all gotten 
on. 

HU,Jr: But wasn ' t it running about 60,000 a week? 

Mr. Williams: Yes . 

HM,Jr: Are you proposing to make it faster than that? 

Ur. W1ll1ams: Yes. We could make it very much 
f aster than that for another 350,000 people . They have got 
all set to do a bi gger Job than the 250 ,000, therefore t hey 
are in position to lend swiftly tor another 250 ,000 Jobs , from 
everything I can gather, but once we get beyond that, then , 
Dan , there is going to be trouble on the matter of sponsors ' 
contrlbutlone. 

HM~Jr: I s that what Kelly 1s here tor t h is a fternoon 
to see the resident? 

Ur. Wi lliams: Yes; to see about gett ing more money. 

RK.Jr: You could take on another 250,000 with the 
same rules and reguLations and that would bring you to a top 
of what? 

Ur . Williams : 2, 250,000. 

HM,Jr: I am Just thinking. 
feel , it is a day t o day situation. 
to keep my teet on the ground and not 

This thing, the way I 
I am trying a"f ully hard 
allow my sympathies or 
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human i nterest-- I won ' t take second place to anybody in 
that , but I also have a j ob which I am hi red to do. I am 
trying to make t he two compat i ble to each other. 

I am seeing the President at lunch t oday and suppose 
Sell and I said , for argument ' a swte, we recommended going t o 
$2,250,000 for !.larch. Today is Tuesday. And t hat those 
orde:::-s went out. What does the t hing call for for !.larch? 
How many people? 

Mr. Williams: 1,850 ,000. 

43 

HU ,Jr: (referring to letter of February 1) Thi s 
says 1

1
800,000. Al l right . We can do t his very easily. 

This BllYS 1,800,000. We are talk!~ about putting on 450 ,000 • 
people . 

!.Ir . Williams : That 's what it would amount t o. 

!Jr. Sell: I t mear.s 450,000 o•1er and above that sched
ule because that schedule conteaplated dropoing off, 

Mr. Williams: That ' s right . 

IUI,Jr: ~50 ,000. You say you can do it for $61. 00? 

Ur. Williams: I don't think so, Ur. Secretary . 

Ur. Ross : Be about $64 . 00 •r1tn t hat ci ty increase. 

HU ,Jr: Do you think you can do 1t for $64. 00? 

Mr. Williams: I would feel safe at $64 .00. 

Mr . Ross: Yes. 

Hll ,Jr: ThAt amounts to $28 ,000,000? 

!Jr. Ross: i 28 ,800,000. 

HMfiJr : Call it i29 ,000 ,000 , f or the month of March 
on top oft e $107,000 ,000. That would be $136 ,000,000. 
You are down for $107 ,000 ,000 and t h is is $29 ,000,000 on t op 
of that so 1t would oome to il36 , 000, 000. 

Ur. Williams: Yes, that ' s right. Of course, I don't 
think that will do t he j ob . 
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HM,Jr: I am just saying . In the f i rst place, 
if we agree t hat you a re t o have $30,000,000 more f or 
uaroh, ao of today that meRns 450, 000 more people for March, 
and t he. t would be good for one week and then we would oheok 
it again. 

Mr. \Villiams : Yes. 

HU,Jr : You could not prepare yourself any qui cker 
than here it is the 8th of February; we are talking 
about adding 450,000 people. 

l!r . Williams : We are only goi ng to add 250, 000. 
You have the others already on. 

HM Jr: Well, all right . But I am figuring dollars. 
You had ~~,000. We are tRlking now about giving you 
$30 , 000,000 more or $137,000,000 f or l~ch , whloh would give 
you 450 ,00~ people over and above what you have counted on 
as or February 1. 

Mr. Williams: Yes , I understand. 

HU,Jr: I am not saying it is meeting the problem, 
but if we could get clearance as of today, aay this afternoon, 
and the word could go out to your organizati on that as of 
this afternoon we a re planning on t wo and a quarter million 
people for !.!arch, I am willing to say that I will meet wi th 
you twi ce a week. 

tlr . Williams: You would rather do it that way than 
try to get the benefit fro~ a larger fig~e at this timet 
That's one thing I think you migh t well consider. 

HM ,Jr: I don' t knew. 

Ur. Williams: I think the benefits o.f t he larger 
nurnber would be so marked •. •• 

ways. 
ijM ,Jr: I don ' t know. We are doing this thing two 

Dan , any time t hat I am going faster than • •.• 

Mr . William s: Woul d i t be better to put thi s t hing 
up at a fi~~re that really takes up this thing? 

Hl! , J r : All right . What woul d that be7 

lolr . Williams: 750,000. 
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HM, Jr : That ~eons 2,bOO ,ovv people. 

Mr. 'N1llia~ : That means 2 ,750 ,000 people. 

Mr. Bell: It means2,650 ,000. 

).!r . Williams: I keep fi guring we have the 2,000 ,000 

KM ,Jr: This is the one you give me now - - 2,650 ,000 
for Mar ch . 

Wr. Bell: Tha t is 750 ,000 over the previous schedul~ 

I!U,Jr: 750 ,000 on top or t he 1,900, 000? 

l.lr . Ross: Yes . 

Hl! ,Jr: This is to take care or another 750,000? 

Mr. Ross: Of which we pr obabl y have 100 ,000 now. 

~jr . Williams: Which would mean 650,000 new Jobs. 

The t l1ing is th1s: you put on these 250 ,000. The 
pr3osure don' t let up at all. These delegations continue 
to come do~n here . You put your money in t he pot . You 
pay it out, so to apeak, in driblets and where do you get? 
Do you want to get all t he benefit or it you could, or would 
it be better to meet this thing head on. 

I am willing to do this, Ur. Secretary , willi ng to 
say t o you t oat we will accept your 450,000 and move on that 
basis w1 t n t he understanding that by t he 1'1 ret of L!aroh we 
will be in position to come back and tell you what we think 
this t hing really i s getting to be . 

IDJ . Jr: This is what I am thinking about . I am 
being juet as honest as I know how. I think I am correct 
t hat wq can say to you, spend another $30 ,000 ,000, whi ch 
menne another 450 ,000 increase over February 1 letter,without 
having the President send a message to Congreae. 

Mr. Bell: That ' s true , up to the end of March, but 
what I a m afrai d of, wnen you get t o the end of L!aroh you 
ca.n' t meet that. 
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KM ,Jr: My recommendation is he can ' t overdraw his 
account . 

Mr. Bell: He has to take pretty drastic action on 
March 1. 

Hl&,Jr: It he is going to overdraw his account, then 
ne m1£ht as well do it i n a big way and " ith one bite swallow 
the whole cherry, hook, line and s inker. And I try to tllink 
ti~t I have got a s g ood business information as anybody has 
in Washingt on and it 1 s not very good. I am not ki ddi ng my
self a mi nute . 

!.!r. Willla:n:~ : Your oroblem is whether we could drop 
450,000 peopl e tarch 31 . 

Mr . Ross: Pluss 200,000 scheduled. 

hlr . '1/lll i ams: Which would be 650 ,000. 
think it is within t he cards. 

I don't 

HU Jr: Aubrey, let me ask you t h i s . We are d ealing 
~ith human Seings. In your experience with me I have never 
trnded with you. When you ask tor 750,000 , have you trimmed 
that down to what you t hink 1s the irreducible l ow or is t hat 
on the basis that I will aak for ?50 , 000 and hope to get 
500 ,000? 

Ur. Willi~~s : I will be perfectly frank . That rep
r esents the f i gure which has come to me from State Adminis
trat ors and their people as t heir minimum. I have gone over 
t :le States where we have laid out what t hat will be and I will 
say this to you: that I would be will i ng to try to mee t t his 
situation with 500 ,000 Jobs a nd t he 150,000 that we are now 
supposed to drop, which would mean 650 ,000 instead of 450,000. 
I am willing t o try to do t hat on the understanding that they 
u~y be right and I am selling them down t he river, but f r ankly 
I don ' t think, and this is i n utmost confidence, I don ' t t hi nk 
we can put 500, 000 people to work in Uaroh . I don't think we 
can do it. 

HM ,Jr: I don't ei t her. 

Mr. Bell: It will slush over into Apri l . 

!!r . Wi lliaoa: Slush over into April. We could tesl.l 
t ne Pr esident that t he new figure runs up to 750 ,000, but I 
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don't t hink I can put t hat money to wor k in March. I still 
think t here will be great destitution in this country with 
that 500,000 new Jobe. I t hink you will take most the most 
pressing part of t he need. 

Mr. Bell : That ' s closer probably t han you havebeen 
t o t aki ng care of the needy. 

Ur. Williaos: We won't be as nea r when we put these 
people to •ork as we were last year . All figures show we 
ar e in a worse condition by 300,000 people than •te wer e last 
year by number of people i n need. This time last year how 
many people did ~e have employed? 

Ur. Bell: Las t year, about 2 ,100,000. 

Mr. Willi ams: Mor e tha n that. 

Ur. Ross: Last year ' s program, 2,700,000. 

l!r . Bell: I ncluding C. c. C. 1 

Mr . Ross: 2 ,500 ,000. 

HU .Jr: We have got t o t ake care of Wallace too. , How 
muco d o you t oink Wall ace needs? 

Ur . Bell: I don' t know. 

Ur. 'Rilllams: I don' t know. I was amazed when you 
told me what Baldwin sai d , so I don' t know what • ••• 

Mr. Bell: They haven't come back a t us. 

HM,Jr: Wal lace says he is delighted t he people are 
maki ng a check in the field . They were in here a week ago. 

(HU,Jr gave Ur. Bell t he letter from Wallace dat ed 
Feoruary 5 suggesting next conference be devot ed exclusively 
t o rehabili tation loans.) 

Mr. Bell: They talk a bout loans here . 

HU ,Jr: I kept off of t hAt, as you remember. I am 
not interested particularly in t he loan thing, but Alexander 
has not been back. 
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We ere tAlking about 650,000. You see, we ere 
using this letter of February 1 as a base, which i s 
$107 ,000,000 for March. 

You have stopped talti ng new people? 

.=Ur~._.Ro~s~s: Yes, stopped last week-~etting the as
si{tnments . I t would coat G250,000 ,000 to ;~260,000,000 
f or t he rest of the fiscal year. 

Ur. Williams: What ie t he overall this would come 
to for the rest of tbe year? 

Ur. Bell: Depends upon now fast you put t hem on. 

~r. Ross: Depends on how f ast you can drop. That 
would still involve sooe drop. You see, I figure around 
~250,000,000 if we drop seasonally , assuming that industry 
revives . 

Llr. Williams: If we had 3250,000 ,000 we could prac
tical ly guarantee to meet this situation and taper it oft 
beginning tne mi ddle of April . 

HM ,Jr: I f you had $250 ,000 ,000 you could meet this 
situat ion and meet it, with me , enthusiastically? 

Mr. Williams: Meet 1t on the basis the President 
woul d want us to meet it on and not get so high that dropping 
ott would anount to • • • •• 

HM,Jr: In this ottioe , if you saY to ce$250,000,000 
I can :neet t he situation -- I am arguing w1 th you -- but what 
will you tell the President? 

Mr. Williams: I am g oing to : ell hi m the same. 

HU,Jr: ~250,000 ,000 or $340 ,000,000? 

Mr. Williams: I am saying 0250 ,000 ,000 , but I want 
to qualify this -- that if this thing continues to drop then 
you have to take that into consideration. 

HM,Jr: Uy dearman, my door has been open to you. 

Ur. Williams: It you will let me say it this way, 
that based on t he present situation •. •• 

R~.Jr: •. all right. 
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Mr. Williams: ••• I will. 

HM .Jr: All right. I will go you one better. On 
t he pr esent situation , I am willing to recommend $250 ,000,000. 

Mr. Williams: Grand! 

Ht!.Jr: And I will recommend it in an hour and ten 
mi nutes . Bell and I sat here Thursday and we said if the 
s1\untion needed it we would be t he first to say so. 

Ur . Williams: Yes. But I am glad you brought t h is 
up. Let1 s understand each ot her. 

HM.Jr: You took f1f1 breath away -;!ten the President 
sent for me. 

1\r. i11ll1amg: He told you. I went over there . He 
sent for me on the Detroit t hing and t hen be says, 'Is Henry 
outside? ' and be said, 'Tell him to come in' and t hen he starts 
asking me those questions. I could not answer otherwise, but 
I had not brought it up and did not intend to, but when the 
President asked me t hose questions I had to answer. 

HM ,Jr: But t he President did not know about t he 
letter you •18d given us an hour before. 

Ur. Williams: None of it had been discussed. Of 
course he did not know about it. He nas full of that Detroit 
situat i on. By t he way, he put ~1,000 ,000 down a week to be 
Fiven tnem. Going on what they told h1m. He was aroused 
by people starving. 

Mr . Bell: How is t hi s Unemployment Compensat i on 
worki ng i n its effect on people you have to take on? 

~w. Williams: I t 's undoubtedly easi ng up the burden, 
but most of t ne people getting t ha t help would not get certi
fied to us so •.• . 

Mr. Bell: They are not in the 250 ,000 you are taki ng 
back? 

Ur. Rose: Unfortunately it is not i n effect in some 
of t he Western states. 

Mr. Bell: Ohio does not have it. 
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lir. Ross: No. 

Yr. Williams: I want you to understand. I thought 

ycu thought I had gone over there to start negotiations with 

the President, which was farthest from my mind. I called 

you the next day , on Friday , because I wanted t o come over ••. 

HM,Jr: I was terribly upset, because I can't trade 

with anybody. All I ask for, and Bell asks for, is to get 

tne wnole pi c t ure and we t hought we had it and then to go 

over and have the President crack down on me , it did •••• 

Ur. Williams: I can see t hat , but you ought to have 

t aken a good deal from what he said. 

HM,Jr: I thought be was covering up for you. 

!.!r. Williams: I was answering h i m. I did not bring 

i t up. 

Hll ,Jr : He didn' t want any ~ore argument. He said, 

'tAts eat lunch. 1 He woul dn1 t tal k about i t and · .. ouldn1 t 

let me tal k about it . I am glad t o have i t out because we 

must sti ck t ogether here and I am leaning over backways , with 

Harry sick , because I am so devoted to him, and I will do 

better by you with Harry away than I would if Harry ~Were here. 

Mr. Williams: I t we could put this on ;250,000,000 

and then we cou!d look at the t h ing agai n the middle of March 

and see where we are. I don ' t think we will be in a position, 

frankly, to talk much before that to know where we are . 

But, Dan you have to let up a little in some pl aces 

on these sponsors / contributions . That ' s another point to 

put in to talk t o the President about, because you can't meet 

t his situation in Ohio unless we are willing to let up on the 

20jl. ratio because they naven't and won ' t ge t i t. And Biggers 

and all those fellows wi ll t ell you the same storY. t hat I am 

te lllng. We can try to maintain our !lational 2~. 

llli . Jr: Thi s i s a thing I am not familiar with. 

Mr. Bell: Last year they had about an average of 

1~~ contributions f rom communities, localities. The Presi

dent said he wanted that, this year, cons~derably raised, to 

25%. I t ' s a little a bove 2~, around 2~ is t he average 
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that we have been insisting on and some places have made 
it and some haven't. We call it t o the attention o! the 
President where they haven't made it and he eende them 
back. 

Llr. Williams: He put us under this moral agree
ment, which we are very anxious to keep until he is ready 
to release us . He told us i! you will get a National 2~ 
I will 9ut through anything you send over on sponsors ' con
tributions . What I am telling you is I don ' t think we can 
keep on meeting thnt 20~. 

IUJ,Jr: This ie something I am not familiar with. 

This is 3250,000,000. Now, i! the President says 
how much do these !arm fellows need, we might stick some
thing in tnere. 

Now, let' a l eave it this way . 
are you and I together, Dan? 

Mr. Bell: Yes . 

I am going over --

HU,Jr: I am going to say that t his situation is 
such, as we see it as or today, I think these people need 
another $250,000,000. Now he had better have us over there 
and lay the thing on the table . I! he is going to do it, 
I suggest he do it in a message to Congress . 

Mr. Bell: I think he has got to do that. I think 
thin~ you people had better be getting a message ready. 

Ur. Williams: That day over t here -- that ' a why 
he asked you to come in --he said, ' I want to tell Congress 
that ' and he told me at that time t o send something over. 
I sent a suggested draft which we nt to Mcintyre. The Pres
ident called me back and said, 'The way I went you to do is 
meet with Secretary Uorgenthau and get an understanding and 
I will see you all together, ' but there is something over 
there now in the way o! a draft. 

HU,Jr: But he can' t do this without consulting 
Congress, can he? 

Ur, Bell: No. Unless he wants to t ake the respon
sibility of drastically curtailing his program into Maroh. 

HW ,Jr: It we are going to do this thing, I want t o 
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do i t with a big publi city blast . 

l.!r . 'N1111ams: I think you a re 100% right. 

HM,Jr: If $250 ,000,000 will stop this downwar d 
spiral, 1t1 c cheap. The thing that bether a me here is t hat 
tlLis is going on all over the I'TOrld and the United States 
i s dragging the worl"d down and every time you pull this 
down (referring to chart) you are t hat much near er to a 
world war beonuse if the dictat ors g et to a point where 
they are l i cked, Uussol1ni or Hitler, t he only t hi ng left 
for them to do is fi ght. If this t hing keeps on, gentlemen, 
and we keep pulling tills downward spiral down for the whole 
world , and i t's t he United States , we are just going t9 have 
a ,.orl d w~<r because t .. e d i cte.tors when they coiJe up agains t 
it rnther than give up their glory t hey are going to f i ght . 

l!r . Williams : Em, is there anything else we ought 
to say to the Secretary here so as to speedily put these 
?eople to work. Sponsors' contributions a re as i mportant 
as t he devil . 

H11 Jr: I f we are going to do t his , and I will be 
just as endiusiastic , what 11e are interested in I want to have 
the benefi t of t be whol e economi c effect for t he whole country. 
•ne mi •ht just as well shoot the worke , whether it coats $63. 
or $64. or .,165. I f we do thi s t hing, 10e will do it with our 
eyes open. 

Ur . Williams: Those are welcome words . 
right, too. 

You are 

HU,Jr: If we are going to do it , I want to shoot 
t :.e v:orks and t;et the maxi mur.t anount of effect and, Just the 
way I saiu t ne other day, I don 't want to do it any phoney 
way. I want to borrow anoth~r S250 ,000,000 cash. I want 
to do this wi t h one broad sweep, if we are going to do it. 
9ell and I a re available. I am going to ask t he President 
t o see us in the next 24 hours , today if possible. 

Llr. Williams : (}rand! 
us to ge t this thi ng moving. 

I t 10on ' t be any too soon for 

HU, J r : He ought to aee us, if possible , t his after
noon and t he sooner,thc better , from my standpoint. If we 
a re going to do i t, I want to do it this afternoon. 
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Mr. Williams: One other thing I want you to do 
in t he next week , if you would be willing to sit down with 
Harrington and one or two others to talk over some self
liquidating proJects . Like to talk to you and Dan. See 
1f we can get a program of t hat character to dovetail in 
•·rlth this . 

HU.Jr: We will talk to you. 

Mr. Bell : You mean low cost housing? 

Ur. Williams: One . Another is under ground passages. 

Hll,Jr: Three years ago I worked here on that trans
contine ntal highway. We had Henry Lutz down, from the New 
York State Conservation Commission . We rtorked out t his 
whole thing, with Stewart !.lacDonald -- gas s tat i ons , by- pass
ages, villages, what it would cost. 

llr . Will1o. :ns : Wasn't that spoiled because somebody 
tAlked out of turn? 

Ur . Ross : Tha t ' s the story. 

Yr. Bell: Too exPensive . I t would have t aken the 
t ne 4 billion 8 and t hen you "'ouldn' t have had anything. 

Hh! . Jr: Thi s is interesting. Lehman called me and 
said , 1 How much of t his highvrny is g oing to go t hro\)gh New 
York Sta te? ' I said 1 28 mil es ' . He said , ' What? You are 

going to spend so maOf billions and only 28 miles through 
New York?' I sai d, That's all .' l'le "ere g oing to route 
it away from t he big citi es and i t will be 28 miles and it 
••ill go throuah where you have $28 or $30 acre land, and we 
were going to route i t through Por t Jervis. 1 Well, 1 he 
said , ' we are not i nterested. This is not going to do New 
Yor k St a te a ny good.' I t Just went t hrough t he place where 
it would naturally be the cheapest land and the roughest land. 

Mr . Willi aos: I wi sh we could do something where we 
can get our money back. 

HM.Jr: Let ' s clear thi s . If you have soroethi~ 

on housing, I am terribly pessimistic on housing . I don t 
t hink Straus i s going to do much, if anything , t his spring 
and I haven ' t talked to Stewar t llaoDonald in t he last month. 
He wouldn' t get any benefit until next Fall . Do you want 
to wa1 t until Harr ison comes back on self- liquidating? 
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Mr. Wi11iams: Yea. He will be back Thursday. 

HK Jr: Give me somet hing in writing because I will 
be here 8~ and Sunday. If we ar e going to do tbie 
thing, ae far as Bell and I are concerned, we will do it with 
everybody. 

Mr. Williams: That ' s the way to do it. 
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7. 700 • 71.1 74.0 
2 , l!Oo •5~ .c 20.} 

~ . 7~,2 • 11 . 8 76.6 

~. ;01 • 10. r 62. 5 
2,180 • lg ,1 l!J.7 

2, 74e +1.5 1~. 6 

~.:o2 • lG. 7 211 , 5 
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suu 
e:>d 

City 

t:aiKChlllaU a 
aostoo •• • • • •••••••••• 
Cambrtdge •• • ••••••• • • 
.rill F.l•ar •• ••.• •••• • 
Lowell •• ••• • • •••• •••• 
Ne~ aedtord •••••••••• 
$0Ler.1lle •••••• ~ •••• 
Sp·r ill!f 1 e l d. ••• ••••••• 
Worceat~r •• •••. ••..•• 

Uch1~an 

Detroit •••• .••••••••• 
~and Rup14a ••• • •.•.• 

l.l DJ:esota 
Dult~tb •• •.• • •• • • • • •• • 

St. Paul •••.•••. •••.• 
Uuour1 

tLn,aa CitY•• •• • • •• • • 
St. Loul a •••••••••• •• 

t:ebraska 
Omaha • •• ••••••••••• • • 

New :eraey 
: emden ••••• • •• ••• ••• • 
t:lluoetb_ ••• ••• • •••.• 
Patereon •••• . ••• •.•• • 
'!'r41nton •• • •••••• •• •• • 

Aloany • •• ••• • •• •• • ••• 
Yonkers • ••••••••••• •• 

Ob1o 
Canton • • • • ••••••• •• •• 
Dc.yton, • • •••••• • •••• • 
Toledo • ••••••••• • •• • • 
YOUD§A\ OWD •••• •••••• • 

Ok1$011:\ 
Oklat~ CltY••• ••• • • 

Oregon 
For·t 1 and •• • •• • ••••••• 

Pennay4Yan1• 
Pbll14elphia ••••• •••• 

Rhode Ia land 
Frowl deuce ••••••••• •• 

:'ennessett 
~pbl•·•·••••••••••· 

ren a 
iort dOrt~ ••••••• • • •• 
F.ouaton •••••••••• • •• • 

t!\WD~tr ,r ec~e:: 

,...ce\Yin~ cen
eral roll•t d~~
ln· Oececb~r 

l.ll ,447 
1 ,670 
3, 600 
:! ,0~ 

<: , ':112 
1,813 
2, 747 
4,1.17 

22 , 930 
3 ,000 

3,a'n 
712 

2 ,618 
2 ,335 

1,.08 
·2,979 

~,977 

~ .831 

6 , ll46 
2 . 8:56 

• ,42'3 

5,100 

146 

1 , 914 
~ .oza 

hrcentoto In
crease l t l cr 
decrease (- ) 
rroa · .on•..lbar 

t !1 . 0 
+17.8 
+.:1. 6 
414. !! 
'flb . ~ 

• o.~ 
+18,0 
•1~ .8 

. 1!' . 0 

tl9o!! 
+3> . 7 
+2«. 4 
f-2:\ , 1!1 

4:12. !! 
f2!1 .4 
+<;9 , 9 
of22. 9 

+ ~ .1 

+35, 0 

- 5 . ~ 

l ~reer. t.n:?e or 
cues J.ov1n« 
nn e:..; 1o1u~1e 
poraon 

57. 7 
83, 8 
96.1 

~-· '/U , 5 
~5. 2 

e1,9 
.0,1 

~.4 

37,0 

62,4 
.o.o 

16, 1 

9~. :; 

6~.0 
Jilt· •• 
79. 2 

32,0 
19, 9 

73.1 

83.5 

I:A 

7!1 . 0 

'~ 

64 
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. --------~~--:-- -----~-~----:rw.'ber ot cno•o Por centi\<JO 1D- Perontace ot 
S'..ate 
Nld 

Cltl' 

rocohi <.:: :on- crenoe (• ) or oaoeo lla'rllll 
ernl relief ~ decr-.oe (- ) aa a.pla,a'bl• 

----~l.;;IIC:::. Dec.,ber ___.!·;.roe=_='::;·o:..,..:.=:;'b:.:er;.. _ _.f!:;::r:,:114::::11 __ _ 

"57 
2,185 

5.131 

18,257 

72. 11 

111.1 

f l,.::urea r r ·e ~rt l:' eat 1.::w te~ b~· loW d~Mr rt.::.e::ta of publ ic •elfnre N\4 
nubject lo rev! r. l on. 

eo.p.rteoa .... t or ~ ol\lea. 

SOCIAL S:iX:URIT'/ BOAJU) 
3ur oau oi Roo~~rch and S~atle~loa 

Dl vl c ion of Public Asoiott.IICe ReaiOI\rch 
Jp.ml/\ey 8 , 19}1: 
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WORKS PROGRESS ADMINISTRATION 
wAUCDt ar 1 .,,......,. 

1.,.. NEW Y OIIIK AVDtUa NW. 
WA8HINGTOH, D. C.. 

The Honorable 
Heur,r Korgenthau, Jr . 
Secretary ot the Tre&aUJ.7 
'laabJ.ngton, D. C. 

~ deer llr. Secretacyz 

Pebn111r7 8 , 19$8 

ID aecordance with ;,our request., I aa 
!orward1Dg a brief ..-.,. concernin&; the quick ai:IM'q 
.ada by- our Re5ea.rcb Section in a ! w cities and rural 
countiea. 

r....reon Boas, Director 
Dtnaion ot Reae&reb, 
statietice and Recorda 

Regraded Unclassified



Eatiaated wu.ber ot ~ployable Caaea 1D l eed and 
AaaigDable to t he JPA 

In Janua1")' 1Dveatigatora troa the Research Sect ion •de 
field atudlea 1D 9 large cities and 1D 16 ru.r&l counties. On the 
bases of tbeae atudlea it is eatiaated tba~ there are troa 750,000 
to 800, 000 destitute eaployable eligible for aaaignaent to the WPA. 
Approx.imntely 500, 000 are currently receiving direct relief; the 
remainder are either receiving no aid or aaaiatance is limited to 
siiiBll amount s of surplus commoditiea. 

The results of this sample field study contira the fiel d 
reports receivod by the WPA from ita Regional and State representatives, 
and lJ.kewiae check roug)>ly with estlaatea aede on the ba.sia of the direct 
relief rolla. 

On the baeb of nekly reports tro• a large nwober of c ities, 
it is estimated that a total of 1, 800,000 caaea rece1Yed direct reliet 
during the month of January. Of tbia nwober at least 150,000 were 
transferred to 'IIPA during the month , leaving a net of 1,650,000 on direct 
relief. Relief officials estilllllted i .n report a to t h e Social Security 
Board that approltl..m:.tely 50 percent of direct relief cases were employable . 
Through past experience we have found that the estimates made by relief 
ofCicials overstate the number who are actually assignable to the 'IIPA 
at a given tl..lle . Oiacounting for t his known bias , we arrive at a figure 
of epproxi11Ately 500,000 employables on direct relief who are available 
for assignment to tbe l!PA. To thla number ...at be added the eaployable 
faallies in need 1D ar""s not served by direct relief agencies and those 
in areas wbere direct relief tunda are inedequ:>te. This nu=ber ia 
estimated at 250, 000, aaking a total of 750,000 employables who ere in 
need and eligible tor assignment to the l!PA. 

Attached are the summar,y figures for the sample areas, together 
with a more extended discussion of the situution in several of the 
cities. 

• 
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!'B'l'IIIATED I!IIPLOYraNI' INCWBES 
REQUIBEI> TO mJVIDE FOR 18SIGNABLE D!'B'l'I'1'1l'l'E 

W>RIC!RS Ill MIME CITIES, JAIIOARI 1938 

Assignable 
Area Population Destitute Faailiea 

Atlanta 
(Fulton County) 318,587 3,400 

Boston 781,188 8, 700-10,500 

Chi?"go 3,376,438 50, 000 

Cleveland 
(Cuyahoga County) 1,201,455 23, 100 

!lew Orleans 458,762 4, 300 

!In York 6, 930,446 64, 000 

Pittsburg)! 
(Allegheny County) 1,374,410 17,500 

st. Louis 821,960 7' 200--ll, 200 

Se.n Francisco 634,394 6, 700-7,300 

Regraded Unclassified



ESl'liiArED 111l11BER OF DESl'l'ltl'l'E FAKILIES 
NO!' RECEIVItiG AID, 16 COOifriES, JAIIOARY 1938 

State and County 

Cotton Counties 
Arkansas 

Craigbelld 
Pblllips 

Texas 
Collin 
Opshur 

Okle.boma 
Hughes 
Poshllatsba 

llississippi 
'llasbington 

Louisiana 
Natcbitocbas 

Georgia 
PaulcUng 
Potn::un 

Alab~~J~a 
Shelby 

South Carolina 
Onion 
llilliamsburg 

Mountain Counties 
North Carolina 

Jackson 
Tennessee 

Hawkins 

Drought Counties 
Colorado 

!tit carson 

Population 

44,740 
40,68.3 

46,180 
22,297 

.30,.334 
14,744 

54,310 

38,477 

12,327 
8,367 

27,576 

.30,920 
34,914 

17, 519 

24,117 

9,725 

Destitute Faailiaa 
Not Raeehing Aid 

1,200-1,500 
1,000-1, :100 

1,075 
500 

600 
1 , :100 

1, 600 

600 

450 
500 

500 

300 
300 

:100 

160 

Regraded Unclassified



~· ... Wlet .... la CU.WleM 
lr-PJ', 1tU 

ClMMJ ,.., a _._ of loeo97 U.UVtoo, h ...ttw1. .. 
MO\ Mo•ei.F tNe \M -· '-lMM -oola. floe JII'OIIUO M n1.1et t..Unt .. n.aJ.Uac tr. u ,_, .. et1 .. ,._, u -
ple,_.\ .._. lM oUd.lo of .. , Ml' loeo "- a .,._, _,.. \a 
.U •• wi -·• U.o ••U .. ' h fer a14. ._,_ ••W1Mr U 
... J.-y 1&, w• .-p1.,_., - ...,., za .,.,_. .. :rr,ooo ... 
-Nl ..Uof ..Uo liiCN&eed 14 p.,.._t \a....,. Z'I,'POO, 

o...r • u-..a.; Mw •wlloaUor, • WMI:: Wft _.. _. "* 4vlac \ bh per1o4, •-:t'Uc rellof 1ftl-. llltr .. ••' of 
U...o .... ferMI' WI'A ..,J.o,.u, ·u 4 Mot-.- Nllof oftltllalo r-~ 
aleed U..\ laoow a\U4afta of allcUlU\J' fOI' Nllaf -. ...,Lac 
•IIKT f•U1 .. hoe -..111ac. oh •• ortlooo wn .,..... \a ,..., .. 
n17 1'0<1-'- for ••Ufs .. u .. ta u. WPA ..... u.. 1• .. .Sil4 
--......, alu4aft of \be 1!. S. a.udl'oa•a ..._ -.14 .. ..,. 1M 
•llcl•uu,. 

to 11111\a of U.lo rapld olr,)Ualoo la U.. o.._su\leo \a 
... for - plo,..o\ ,..llof, ~ - 47 t•lll•• atUl • ••• 
~484 'F ... lllMlo of ~~- ApprawiM\alJ' za.ooo ........ 
o1Mn4 1• .... at p!IIIUo uola\uoo a\ that \1M, • d tvtller 
•""''- ...,..... ..... w •. 

!llo ,_., 11PA """\a ..Ul pNwido Jolte for 00~ a tne\S. 
of '"• .. .., .,... or 31,000. tl:l4or \be pNaM\ 1a .. UA! oHh•-· 
.-lwipell\leo,.. ... ,,. oftllllela 1a \be Cl.....a..l- .Ul M 
Ulo \o -u- Uno\ Nllat fer aMoa\ 30,000 f.&Uoo for ooftl"al 
... u.. ft.\ •ei.J' • • low a........n (10 ,._,-.aloe \loa lowl oo\ lir 
u.. u. s. ~u .... •. 1w • u \loa - or '"' tM4 ..u-). oalT 
10 ooo\o • ... _. par e.- •• M ellowd for Cllo~ 

llollaf ..-oleo __ ,, .... " of ... ~\a lactola\tM, 
oo•U- \o clft Uno\ rollet to fMUloo .. will .. , dell a 
,...., .... _. •r \a llliJ'...,.... \M Mll4 h •• • u.i\H S\o\oo wi\f,.o 
- · Cl-a.d u. • ~ 1114\111 ,..... .... ., ell&.. ....... ~ 
...... ,. 1..al ., ,,. ~·"··· 

I\ h oollea\a4 ,.,., \Mn -. ~tol.F ... ooo rw ru 
aoalelldlo -.. \M .. ..._ '"- - .. \M ~ f.US. \Ml 
.... •• Uno\ Nltot ... ..._ 1a .... •• .. , ,...,.sac ...t• ..... 
1a \loa •1Ml• ., ,_,_ ,.. ............... 11M ......... ..u 
haft ..... -.. M olaoo\ ..ulod \o ~ .U ...... ,., .. • 41,... -u.r ... 1a .a. • ....., -..&ac 1114 u ""'"""'- _., • .,, .... .....,. 
•ro • eUler Uttl.alUoe pro-\1 .. ...,_..._ 
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I 

- l'l.onar. 4JIII asuu !lUllS 111 ST. LOtllSo 
J,.lllhRT, liM 

,.. .. u.r at\aUoa u 5\• LOod.• &a u•..-17 -'- •• .. 
,.. ... u or ropldl7 , ....... - pl.,_, ud Uuttot&117 o_..ll .. ,_.. 
tOl' palllh ••10\u... la lM:wav, llt. Loub ~~a• \lao _. ll~ 
..-, lo,..a\ .. ,. ta \be .. .,.,.,., aail ll7 \lie a1114lo ot laa•rr \lao ..ua,.. 
at .,..,_., 1a otMJ., olenrt.eol ec~at,.... ... •-' .. ..taetv.._ W 
uorea ... tile ........ , or w01t1 lly d laO\ 10,000 to a \.Ul ot 10,000. 
DIII'Ua tllo - porto« \llo --'laM 1/o~ PrOP&• ... ..-1 NUot 1a• 
1'000 OalJ' ~ alloa\ 3,too t'luiUt••· TN lo\oo\ ·-tlo~ rsa- ..... 
ocallt ... worlta tnc- a • nltet l od or ap,..n.tol7 .o,ooo ta.U1oo, 
two-tlllr<!o ot o l1lob an oa "1!'.1.. 

aalr r-suoo 1a dtNot ....... -l•hc •lftet NUot. 
TIIOlr tn- •r .. , ~ a rau.er ll,..... nhll lO oo -u Uat lt 
eonro ollly ao ,.,...., ot wb&\ •• r-11 -•1...._. \lao "ataa
-•lllle" ....._.,. '!'lie liN••-' ll.q.\ ....u-~ m..,. fW rocata, • 
elothtl'ltl, aboot ao poor eloo\rtelty ... oalr balt~llo ..._.or r.l 
....... o~.pprazt .. telr e,ooo--lo,ooo taatllo•, a ... .., ..-1 1o as- •• 
tllot ""rooo1•tas tbta ••sre Ureet nUor, aft ootba\M \oM Ia Mat 
ba\ aalllo to pt ualota-. ,lt laat llolt tot tba •- - Mloc N,Joo\M 
.. ..u 'be pao~ roller It twlda "" afttlo~. 

Ia aMl\lOo to MofF taalllea tbl'eM \o •••to\ • \liaS. ......... 
noollft&O, tllore ..ro otllor trpe• abo •-• t•llt)' m Plllllle aU ,..~ 
et \lie utaat ot \Mlr P"ar\Jo '1'bNe taolllb hl!Uloo -uat Ia 1\o LeU 
h1lt 1oM \:W.a a roar a .. atncle pnaou ol\bollt ilapo ..... \o abo \oeftllor -'l• '"'• ..oro, ... ,. oae-tlnb or \lao reJ .. to4 •1~ltea"ta• '!'llooo too.....,. aN 
lMllcllllo fW IIPJ. -'ltl.eo\loa aa ..U. Tile apU loa .... lo ..... fW 
•1• a\ , rlft\0 aco•loa- troa ... bwa4N4 t o \broo bafted. , ...... --
rs.r- all otllv nt ..... \loa\ •tree\ Nltor l"'ll• would baft h lle tal .. 
to tallo .... or .u tbooo lD ..... 

'!'l:e :1'1110\ll' .. l ot ..... or tbe W*'Jpl070<! o.re a lJOOot alallOtM • 
...,.17 lnlt ot tlle per-• autcHt to till the aao l:i'.o. ~etao hat .-.n-
17 llooa • PlOJH oa no. , loot lot\ to tda Jrinte j4l'ba aDd 11&4 \ o aeak roller 
.......... .. ~a. \ber loot t iiOH .Joloo. oo- .. :ll&ft.od ronwl or _,_ 
.. n l o)* 1n tho -r M~~ra 1t to oerh1A tlloot :aay ...,,. ot the 800000 
u-ployod wtU 41'op 1Ato t bo dootl\Ute alooo. TIM niAINr who, _... •IIOJa 
olro.ot•-•• wUl bo oorlo,..17 tn uo4 or !'llllot _, ,_ .. 111,000 wltlllo 
\lie aext two Gil' •-- caoan•. 

,. . ... , taetoa\loA• ,.,. nat ~ llwtoa ot oor.._ tw \llo -~ 
ublo .... , •111 rea\ 011 11>4. Sta\o 1'11&48 wUl 110\ loo nrtlotcat. 'l'llo ei\J 
ot s t. l.aala llu " " \rlllot\0<1 .. rwa~• ratr •uaot reltot ol ... ••••• f1M. 
Sill" \be el\7 boo a loo~ wtel\, \llo ,...lllllltJ et •"-la.._ rwta.. 
C1\J f'IDIIe 1• ..-to. If on s-ttato oxpa•l• of « P.I. 'NUa- .... ~. 
thoro aN S,IOO _,l.,..lolo ••• oa .... ftl Nllot ... a\ la ... ,000 -.lOJ-
allle PU'OOU ot \lle 11'0") NOelY1lll ao at• 111M oowlt M a•l .... , .... 
d•tuou \o tlla po.J roUe • ollld _,. s a 1-oo ot •""' 10 p•nn nw 
pnoat :JP.I. •Pl..,.. .. t. r:na lf "'h ..... ••• "'•" ... 111• o\lU .-sa 
\boun •• ot mill•• la n\r.e .... wM ....... •oallt)' tar \llo ..... 
PNcraa. 
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...,JDftl_, All) uu• hiiJS ll llttSIIIIIIBI 
1-.,1 .. 

.. u • ...-..... la -. ''"...,.... &h\rh' (All._. Olatrl 
................ '"'" ..... l.,... ..... h-.llp ...... -
100,000 ......... la ~Mel, Oa 1-. 11, • ,..., •• et ._ _.. lG" 
M ••••• •• ,...._,._ ••'• •• .... •·• ..,, ,.r "*· Oa1p • ,_ 
-· - .... wtr •• tell-"- J•"'· 

'"~ .... - ... u .. la .............. .u &CU~tr la u..--. 'llmu ~-. Ia ••••• ,..u, Mth._.. _.rtU• 
•tla&W tile _.._ tf \tWlp --.lere& " ~:!1000, (ftle ._., 
111cl•tNtlA -.... w,ooo.> ., Dar-"• u.. _.._ .. - ua,ooo, 
"' ,_., 11 U W "- " uo,ooo, lnrue •t tNide ,...._,._ •wtr 
t& ,, .... --.le,.a n.-. &f uo,ooo ..-'lr .. _. ......... _. ,, ··::r•,...'· o-ttdn ,, .... u.r lea& ,, .._ - NMt.- au " .., _, ........ ,... ,...._, ... """· 

ftle --- .... &l-- ..... u.ooo- .. u .... ..UIIf, 
aa ta r .. et ,., .t•••' et.. ._._ 1, o- aa.ooo - cu,.ooo 
r• nr) -.'" ~ ..UIIf la .....,_,, ••- _.. W.. 
&Me& a\ o. .... ef -'"\ I 0D) ..a ... A ........_ IM M ef 111 000 
- h .. u ........ "' .,rtl 1. ""'· ... -··· ....... M1r ., .. -- ..... _.. ... ..Utlf, ...... 1•• ... ,Gr .. 11M ..... n1p. , .. 
be' ... -- Ule al&Ge et 1-.,, -lelta\ at \M\ ,._- IY,OOO, naa .... 'IIebe _.. " ,,..., ... a.ooo r..u, -... ,... Nlt.r " " '" 
._. ........ pftJM\t .... 'lltlac ,_, la\t ......... M& MN - •Utac 
... rewl. 
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-·-
... ....J' ~'Ei i tl;a!IJ I'. 51~-=:.-:.-=-
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~ 4JID ltiUD W811i D <:a.l.liiBIAJI 
COOIIlt, 4IK4Fl+•t l 4JC, ft, Ule 

YM m·JI' IS• at al\•U• 1A \M Dalk S.. liON ulUal a\ 

•• ~' , ... u taa -. •' • .., u .. wt•a , ... 1u' .._ ,..... 
a.q u.natrlal ••-• aN calJ' putlall7 -~ ... .,_, lara 
.r tlJIIMr ....t~•• an ·-~. 1'M ~- 1&*••• •• • 111' 1M 
- ~ al.ai"UC l a .. •vu. \aa riM• - taa, -' --' ._. \ll.la et•• -..- r .... _,.. ..,.. .t ~an.. • ., 1& .. a1....e. u M, • ., 
, ..... ,. eon• plebn .,..,.. liMa l eft na .... anCI' tN an'• p~-

lac --· 
ta Cl'alped, a repna .. bUft llalk ODUtr, l\ S.. aatlaMI 

\loa\ \a.N are lift•- 1,000 •114 1 0500 ...., :nnflar .. tllalUN at 
,.._.,, ot ntoa :100 an b •lUal •••· •-r«u. w w_,._ 
trH tile oo,..,, h418, coa\7 ·••••• oouatJO ~lftlt.-1. ~; o..tr 
Jalfu'a Dina\or, P, G.A , ~-.... ~ i llr. otflatal•. I' la 
aatla\ .. \lat a ppro:rtaa\al7 110 ,_,_ at tM ....,. tlaaUiea &ft ....._ 

\rial -~ •• ~· tar. , ......... u ...... tua 14 ...... 

Tba -to•uaa at \lla JOI Iaiit att•tla la tw\ller taa.W 
_,. , ... tile\ tllat -· .... U'& ap~ ,.... .. uet m , ... fSioft ,._ 
Dllri .. \ll.a laa\ SO .. ,.., II6S a pplta.U- Mft .,... taba • .-uu 
... Mft - liMa ca nllat. l'INI' II_.... ... _._ llaft ..... 
aarttfl .. aa allei'la fap 1 Pf. , 49 nj_.., ... 19 appllaatt.a an -
,_.lac ._ueauo ... '1'11& lataa attlM Npor\a al.M , .. , •IQ' ,.. .... 

'floo baY& Woft .. oa • Pl Mfon, ... Qo lla. -- • .,.,.... fl'a ,.JMta, 
an apla 1A _. aM •*llll r.r wa.tt. 

tP4 ..,10,..\ •Ul llaft '• II& axpolllle4 lllupl7 h'a , .. ,... ... , 
l&ft1 wt 310 la ..._. to pworu. ueh\&aaa ta tile ...., a 1' ,,... Ja 
tu san- ...nat oratcMa& ooats, • ._. ,._ •Jorl\1' at...., •
an 1_, .. , .au• '-tlalr&a flit \11oM n~t•Lrtac a JA alll. k aQ' r« • 
tl- &Ciatl01 prajeata _, ......., 1 0 lJie. ~ Ua I Nter& par\ at \M 

••tr, w-. \ban are aatlata& \a M 000 aaMa 1A _., ao\ •n \u 
a H lN ... M t&"- aan at .C. tlllol p..._\ ~-.Ita, 

Tlla JIU'a S..III'UJ' .t.•lala\ftuaa ot oras.-.• ooatr •• 
raaalYM tO appl.laaUou f'llr 1ta a-1 JlallaliUl\atla laua, Yllloln ... -' p_, " ••"" :!\&....,. .-,uttatua auaa••· 

Ja aUl\IM t. tlllol aflarall.la laa4 ,...._an • .._. SOO \a 
1100 -~1u 1a _. ... alt.clll.la tw .. ,..-Hal .. uat. If all 
or \lleaa •- _. sl•• ate tt w...U 111o1 auuaq •HI latal7 \a 
4oalola \lla ~a\ ;~u'llllo ••tataaaa wlla la Cl'alPa&C ~. 

1a - ot \lla ••Uaa aar OR.._&, flaM ••N1 JftJeaM 
•lU .Ua l\ ,_..nla t o tab .. ,.. of tM aJWl\7 at ,...UIM ...... 
... ,..._ ••s.. .._-' ,... ...a.. ra _..._ -'*• • *'*• ..._. 
la ltUle ,. .. ,.., f'lr --'lac aalftU. aM Jllr'Apaattft _.. •'ll•• , • ..,. 
• .,. ..... ,tall~' a.-.... 
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Confldentlal 
r.ot tor fubllo&tlon 

(12'101) 

..... 
Oli.UD TOrAL 

EIIPLOTI'I!!f 0 ' ?fPA PROJIX:TS , Bl ST ATI 

OllfEO ST&Til3 IJID TI!RlU t Oll !S 

1Took1y WPA Employment 
Strlea • Ta• le 1 

1( 

COII'I'l~E'If.U UliiT!D St.U!S 

Alabama 28(1}0 29,}17 587 
Arhona 7.888 7.911 2} 
Arkanua 27 ,6}1 27,162 • 469 
caurorn11 ~ 79.991 !!I 39 

! orthorn J;!l';'l;l!o Y • 1,e1;3 
Southorl\ 37.583 39.1.65 - 1,882 

Colorado 2t.,ll,2 2},1•e4 • 658 
Connecticut 20,5(.5 20,247 + 298 
Delaware 2.529 2,457 + 72 
Dhtr\ot ot Colwn.'t-\a 6 ,791 6,85(. 63 
Plor 1da 28 ,}63 28,0}8 + }25 
O.or-c.la }2,1}0 }2.518 }88 

ld&ho 10,;60 10,488 + 72 
tlH.noh 1}5,934 1}2.421. • 3.510 
lcdlu:.a 57.1,20 50.488 + 9}2 
1 ... 21,519 21,288 + 231 
Xu••• }1,022 30,!..;1 + 5->1 
Kentucky z.z .a.3 41 ,1>12 • 431 
Louh1a.na 28,295 27.986 • 309 
YalAe 7.971 7.670 • 301 
War-vh.nd 11,060 11 ,0115 25 
~ auachuaotta 81, 021 80,930 • 91 
l!lahltM ~.747 64. 7L9 • 4 .998 
l1lnne aota 45. 559 42.938 + 2 ,621 
Viuhalppl 21..275 23 ,809 + lWb 
nuour\ 61,}62 60,888 + 474 
Uonto.no 16,313 16,2o5 + 48 
Neb,.._aka 21..192 23 .21.7 • 945 
rrevod.a 2,420 2,268 + 158 
New !j-.apaht ro 7.431 7,323 • 108 
rr .. Joraoy 71, 7<JJ 70,946 • 823 
'l1ew ~xloo 7.407 7. 231 • 176 
"if!W York Clty 1}9,834 1}8, 750 • 1,081, 
JOY lork (!:>col. v ,• .c . ) 53.15(. 52.307 + e47 
Jforth CaroUns 26,961 2<. ,101 • 860 
11orth D.JkoU. 1!,,302 14.167 + 135 
OIUo 121,129 114.705 . 7.0211 
Ok!.b.,.. 53.923 53.291 + 
Oro1on 15,}27 15,176 + 
Ponnt" lTGnb 192,035 183.962 
Rhodo Ja l.ll.nd 13,023 13,072 
Sout.h Cc.ro liM 27 ,}82 27,176 + 

South '0-lkoto. 16.893 16,457 • Tonnouoo 27.521 26, 155 + 
Tex., a 66,665 61..923 
Utoh 8,476 8 ,407 t 
Vonaont 4.8.?5 4 ,60} + 

Vlrrlnl.s. 20,596 20,137 • 459 
lta.ahinrton 39.885 39.153 • 732 ••at Vlrglnia }4.969 33.825 + 1,144 
Wlaoonal.ft 45.765 44,230 • 1,527 ..,_"", 3.518 3.482 • }6 

2,507 2.1163 • 44 

110'1:', I'ROORSSS A"liT"'IStRJJIOJ 
l>hblon or 

Roao~roh. St~t1atlca end Reoord• 
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TREASURY DEPARTMENT 

IN'TD O P'J'IC& COMMUNICATION 

OA TO J'8~ s, 1938 

•o Secret&r.r KorgentheU 

roow Herman Oliphant 

For your 1ntormation. 

In continuation of a consideration of the technical aspects of the 

Genesee project, Opper, Foley, HUl, and Croesley of 'Iff shop bad e. eaate:r--

ence at S. E.C. this ..,rn1.ng with &dth and llehemld.s. 

Opper and Foley h8d reported to 108 l.aat Tbursds7 soJDe sign of de-

cllnin& enthusiasm in S.E.C., but this 110rning the indications were that 

their interest 1a genuine and adequate. 

Naf~• s attitude, .men Smith saw biJo last Fridey in New York, was 

cordial and cooperative. 

A tentetive plan of r eorganization was discussed in the conference 

tbia morning, and it is to serve aa the ba.aia of a discussion with a repre-

aentetive of the debtor and of the trustee of the first-lien bondholders 

-.bleb i a the Be.nk of lolanhattan Trust Co~· ~th, after clearing with 

Collll:liaaionera Fre.nk and Raley, ia going to get these two ..en dom, pre-

eUIDIIbl,y , for a meeting 'l'hureday or Friday. 

I sbell send you later a copy of the tentative plan under discussion. 
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Februarv a, 1938 

Lunched with the President; told him about 11lJ' ideas 

of the downward spiral of business in this country and the 

world and t hat I felt that we bad to do something now. 

I had two suggestions to make - (1) that we do 

something about gold sterili zati on - either stop sterilizing 

of cold or si mply stop sterilizing newly mined domestic gold. 

He saidi "Fine• . Be said, •I didn't know that you could do 

the new y mined gold separately• . 

I then got on the employment question . I said, •Do 

you want me to give you my reasons or my conclusions that 

if~li'!'li:Le .ad ng -to do anything you Will have to do it fairly 

promptly." -,r~aid, •I am ready t o do it now. I recommend 

thnt you aslt for an additional 250 million dollars so that we 

can take on another 650,000 people and give them v1ork" . The 

Pres ident said, "That ' s fine•. I sai d, "I think we ought to 

do it IVith considerabl e flourish and emphasi s so that it Will 

have the maximum effect on the country• . 

I said, •I am not sure whether the discontinuance 

of the sterilization of gold Will i ncrease the prices of 

comcodities or not, I said, i t is certainly worth trying• . 

I sai d, "People are sitting back holding off buyi.ng because 

they think each day they will be able to buy cheaper• . I 

s aid, •we have go t o turn this psychology around" . The 

President was most enthusiastic about my suggestions and 

arranged for a meeting at 3:~0 to conclude t he arrangements 

in regard to reli ef• . 

I told the President we would try to sell it to 

Eccles but I didn ' t know how he would r eact . The President 

sai d , •I Just don't understand Eccles ' theory on wages".' 

I told him that last week at my office Eccles bad completely 

turned about on his attitude towards housing. Be wishes you 

t o say that we need housing in order to stimulat e employment. 

Last week in my office be said, •1'/e can't get a revi val in 

housing until we get a pick-up in employment•. The President 

said , "That doesn ' t make sense• . 

I feel that at last I have made a move towards 

releasing the deflati onary brakes and I am hopeful that this 

and possibly other steps that we may have to take can stop 

the falling off in business . 

n 
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.. 
TREASURY DEPARTMENT 

WASH INGTON 

tl:.b 8 1938 

Those protent betidat the Pretident were the Secretary 

of t he Treasury, llr • .Lubrey llilliut, llr. Baldwin, and llr. Bell . 

The Preeident said ho would like to d1 t cuae firtt t he 

r equire...,nts of t he ;...., S..curlty Ad.ai nl.atraUon. He atlced 

Mr. Baldwin to explain that orgeni•ation 'e needt for the next 

fiTe months. 

llr. Baldwin eaid that the ~ Security Adainittration 

ie now siving direct relief only in the dr ou&ht aroat . Their 

load bat increated froa about t i x ty thousand familiae to about 

one hundred and fifty thouoand !emiliee, but bo !eela that 

$1,000,000 in thie direct relief prosram goet a long way. He 

thoucj>t they would be able to fairly well care !or the oituaUon 

with an additional $5,000, 000 for direct relief. Ae to tbo loaat 

ror r~habilitation purpotet, that .. t a different aatter. They 

are now running out of tundo and llr. Baldwin foela t hat it addi

tional • oney it not &ado available f or theee loant, eventually 

tbooe people to whoa thoy could loan •oney will be on WPA work, 

He e ot imat~d that it wi ll requi re an addi tionol $25,000,000 to 

tak& eare o! theae loane . 

78 
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!he Pre~14ent asked •• about the aone:y. I told b1A that 

we have at the present time a tree balance of about $42,000, 000; 

that U' it • aa not neeeaaary to t;ive WP.l any ot these tunda "" 

could take care of the Farm Security Adainistration procram. I 

told hia, ho•ever, that the Secretary and I had proalaed Wr. Bopkibs 

earlier in the year that before any or the free balance ..as allocated 

to any other organhaUon, "" ..ould go over the WP.l nooh. l· aaid 

that that • a• • bat we had been doing tod~ with Wr. wnu .... and 

he has a picture that he ahould present • hieh involvee a quoation 

of policy for t he Prea1dent t o deteraine. 

Wr. Willlama told the Preeident that hie organi1at1on had 

made a check on t he relief needs of t he country and the beat eatiaate 

he oan submit at thie time ia that there are now about 1,660,000 

people on the relief rolla of the local co~itiea, ot .noa 500,000 

are employablea1 that in addition there are 250,000 people who are 

not on any relief rolla for one reason or another and .no are able 

and willing to •ork. 'rhh makes a total of ?50, 000 .. ployablea 

throughout the country who aheuld, in hie opinion, be on WP.l rolla. 

Be advised the President that he had talked the aatter over with 

the Secretary earlier in the day and ••s quite willing to undertake 

to c&re f or the enUre eiiPloyable relief load with an additional 

$250,000,000, Be does not feel that he could do it tor ~ leu, 
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The Preeident aeid that be tbou,bt there wae a creat need 

tor a4ditional tunda and aaked what the ne%t etep abould be. !be 

Secretary eaid be thoU&bt the Preeident ahould confer with lea4ere 

in Concreu before .ubm1tt1nc an::t .. tiaato to Concreu. !be 

Pruident aeid be would see the lea4ere toaorrow and asked llr. llclntJTe 

to aalce an appointaent to eee Senator llarlcleJ, Senator Glau, or 

SeD&tor Byrnea, Concrea...., llaeburn, Concree•an ,.qlor and wba\aYer 

tab-chairmen he cared to brine with hia, and poeeiblJ the Vice 

Preeident and the Speaker, 

80 
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H.J.I.Jr: 

Operator: 

H.U.Jr: 

Wm. 0 . 
Douglas: 

H.U.Jr: 

D: 
H. JJ.Jr: 
D: 

H.JJ.Jr: 

D: 

H . I.I. Jr: 

D: 

H,J.I,Jr: 
D: 

H. W.Jr: 

D: 

H.IJ.Jr: 

D: 

Hello. 

wr. Douglae. 

Hello. 

Hello. 

11orgenthau. 

Good afternoon, IJr. Secretary. 

How are yout 

F1ne. 

Februal7 8, 19:SS. 
2:41 p,ID, 

How are you gett1ng along w1th our Geneeee Valley? 

W1th Genesee Valley? 

Yes, 

I was out ot t own most ot last week, 1n Oh1cago. 
Uh - the - uh. I asked Jerry Frank to tollow 1t . 
I haven 1 t checked up w1 th him today. I 111 do eo 
and call you back th1s atternoon. • 

Will you do that? 

Yee. 

I thank you. 

0. K. 

Thank you. 

Right. 

Bl 
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H.li.Jr : 

Wtl. 0. 
oouglae: 

H.M.Jr: 

D: 

H.U.Jr: 

D: 

H.l.l.Jr: 

D: 

H.U.Jr: 

D: 

H.M.Jr: 

D: 

H,!A,Jr: 

D: 

Hello. 

Mr. Secretary? 

Talking. 

Thle 1s Douglas. 

Yes. 

Febrl.lllry 8, 1938. 82 
3 : 09 p.m. 

I have checked up o.nd I t1nd out that this is the 
present statue ot the Genesee matter. 

Please . 

Our staff - our utilities d ivis ion start -
Just completed t his morni ng discussi~n with 
staff ot Treasury on a plan, 

The staff of who? 

lf.o. - Treasury. Uh - what department - out of what 
d ivioion, I don ' t know, whether Oliphant's boys are 1n. 
On a plan which they think is a sound plan - a thoro~ 
going plan. They ' re planning to put that in shape and 
get it before the Commission the earliest possible dat e 
tor decision on such matters as this. Should the Com
mission propose a plan - should the Treasury and the 
co=ie81on propose a plan - ehould the debtor be con
sulted to see 1t he'd propose a plan- and so on. 
But some of t he staff is ot the op1n1on that probably 
the debtor could be persuaded to propose a plan. Now, 
it's a plan which calls tor the ccllap,se ot t hat very 
involved holding company system , the setting up ot a 
new company treed from all holding company tangles, 
with a simple capital structure. It' s a sort ot a 
hard-boiled plan, but i t'd clean the thlng up, and trom 
whRt the staff tells me, would put the company 1nto a 
very good conservative financial position , with no 
participation t o the common stock, and eo on. 

But when the various statts have consulted everybex\)' , 
let' a you and I take a look at it together. 

Yes. 

See? 

I'd l1ke very much to do that. AS soon as the;r get 
the t hing ready to present, I ' ll get 1n touch nth 
;rour office to see 1t we can ' t take a l ook at it 
ourselYes. 
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H.K. Jra 

D: 

H.14.Jra 

0: 

H.U.Jr: 

D: 

W1ll you do that? 

swell. 

- a • 

In tl:e 11eant1Jie I ' 11 t1nd out who's work~ on u. 
here and I'll tell theiD the same tb1~. 

Yes. 

Thanlt you very IDUob. 

O.K. 
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Prt.!!t;nt : 

H • • • Jr : 

G ibb->n$ : 

H • .!.Jr: 

Gibbons : 

H • .i .Jr: 

1.!r. Oliphant 
~lr . Bell 
wrs Klotz 
llr . McReynolds 
Mr . Haas 
wr . Gibbons 
:Or . Gast on 

February 8, 19)8. 
4:25 p.m. 

I spoke to the President today about thi s KellY 
oetter, see, anu he se i d, " '1/ho have you got who 
could handle i t alons t ile follodng ways?• He 
sci a , •I want sooebody t ha t you can trust who will 
go up ana see Gov~:rnor lloore of New J ersey ; not 
GS~ for somebody - go ana see him ana say, 1The 
Presi aent of the Un!tcu Sta t es ha s asked me to 
come and see you . Now, ther e is this man Kelly 
who oo. s oone the follo .:ing things . ' And let him 
see the r eport Lnci suy tha t the Presi dent says, 
' Now, we ' 11 give Mr. Kelly t he chance to r esign.' 
But if he won't, the Pr e sident is going to fire 
him and tnere• s no foo ling !!bout it." 

84 

So I said, wel l , I thougnt thct Steve Gibbons could 
do it us well as anybody . He said, "He is just the 
fellow to do it .• And he says, "As a matter of 
courtesy, tell toe ne1·1 Sena tor , t he one tna t 1 s Just 
been c.ppointeo 

ies, :Jilton . 

•.•• tha t you' re going to s ee Uoore because he ' s 
tne toitular net.d of the Sta t e llemocratic Party in 
New Jers ey . " He says not too go near Hague. 

No,~ , the Presiaent says , "You can tell him eitl:ler he 
will r esign or il' he won 't, definitely I 1 11 f ire him, 
and there won 1 t be any use arguing." 

Giving him a chunce t o r esign, save his face . 

And if ne doesn't, he says he ' ll fir e him . But he 
saio ne ' o liKb very much for you personallY to 
o~ndle it . O.K. ? 
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Gibbons: 

H. :J . Jr : 

Gibbons : 

iL !J. Jr: 

Oliphent: 

Bell : 

H. rJ.Jr: 

• 

-2-

And I 1 11 see Milton ... . 
No, I' d go to Moore first . 

I' l l call him on the phone tonight or t omor row 
mor ning and go up there immediately. I 1 ll 
f amil i a rize myself with it t onight . Haven ' t 
r ead t he tning , Just discussed it. 

(On phone) I s Mr . Taylor out ? 
right . 

Oh . All 

;:ell, Taylor isn't here, ne 1 s a t the Federal 
rlese:-ve; so .1e can' t clear that matter . 

L~t me m~K~ a record of it . The President sai d 
to me a 1: lunch, "Has Jesse J ones seen you?" He 
Shid, "He ~arne over here with ' letter t ha t he 
wanted me t o s i gn . Ht.d to do llith setting up a 
ne1·1 mortglit;e corporation." He says , •I asked 
Jesse , ' Loes tne Tret.SUL'Y t.pprove of this? Does 
the Secre t ury api) rove of t his? • And J esse says, 
1The Tr tusury does ."' So tne President a sked him 
ag&in if t ne Secretary of the Treasury t.pproves 
of tnis !lna Jesse said he h<Jdn ' t t alked to me . 
And the President sai d that until Jesse clears it 
with me, he won ' t do ~; nything. So I told nim tha t 
Jones wus to come ~o see me this morning but he 
postponed it, ne• s com ina ~o see me Thursday . So 
we 'll f ind out . Taylor sa i a sometning to me ebout 
it, t.nd I a on 1 t kno·,, wha t happened . 

Has the document been in the shop? 

I haven 't seen it . 

85 

No . No, i t ' s the usual- I don' t - no, it had not. 

The only other thing t hat you peopl e - I kno~t you ' d 
be interested in - Bell nnd I had a long session 
this morning with Aubrey Williams on the r elief 
situation , and after tha t session we agreed amongst 
ourselves that oe needed now enough money to put 
on, over &nd Rbove the last schedule, about 65J ,O~O 
people - &bout S250 , 000, JJO . Discussed it at lunch 
a nd the President sai d , "Fine ." And we ' ve jus t come 
back and ~e o&d another meeting, snd t hey ' ve ~greed 
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Bell : 

H. \I .Jr : 

Boll : 

H •.. I .Jr: 

Bell : 

ri • • • Jr: 

Bell: 

H. li . Jr : 

Bell : 

H. :.l . Jr & 

Gibbons : 

Ollphuot: 

, 
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-)-

on it. The President is calling a meeting of the 
leaders t omorrow, putting it up to them. And, 
per sonally, I ' m - I think it' s a move in t he right 
direction. There ' s no sense of fooling a r ound with 
it and doing it a little bit; do enough so we ge t 
the benefit out of it - I mean the whole country. 

And that means there would be two and a half 
mi lli on people, wouldn't there , Dan, in March? 

Uh-huh. Two nnd a h11l f oillion i s the top . 

Yes . And I don 1 t Know - I think - a s I say, I 
tni~< it ' s right; can' t let people They 
s ay they 1 ve made n survey , t hil t there are 
l , 75J , JJJ p€ople in the country who ar e ready a nd 
fit t o go to w~rk . And thei r or ders last week 
.<ere, they s top.,ed t ak ing any mor e people . No, 
1,75J, JJJ on r elief . 

1, 65v ,.JJ.J peoplt: on u.lrect relief , of wnich five 
,,undrea thoust. nd &re IJ ble-bodi ed e nd wil l ing t o 
.;o to wor k . 

J.nd there ar e r> no ther :?5J,JJJ ••.. 

• • • taut f r en 1 t on r elief of any kind wno want work . 

ilho want work . 75v , JJJ t~ho want &nd need work . 

'l'hat 1 s r ight . 

So I personally 

That has to be adced t o 1 , 900, JJO non on the rolls . 
~akes a t ot al of 2, 65J, JJJ, or which they ' r e goi~ to 
take c<.re of ;. , 5vJ, OJJ with this money . 

It' s 611 very confidenti6l, and the President is 
going to see the l eaders tomorrow; but I think that 
he ' ll announce i t some time this week, once he sees 
the leaders. And thnt•s my good deed for today . 

Some good deed . 

/, lot of people Nould rise up and call you blessed . 
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ti • ..I . Jr: 

Gibbons : 

R . ~ . Jr: 

Gibbons: 

d . .: . Jr: 

:.lcR : 

l! . u!. Jr: 

Bell: 

B . .. .I.Jr: 

..!cR : 

H. 'LJr : 

Olltlh&nt: 

H . • LJr: 

• 
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Nell, I don't KnOll , but *e' ll see - got one or two 
other things which we ' ve go t in the shop that - muybe 
we could stop this downwa r d spir al ; it 1 s getting 
pr etty sick - the whole 110rld . I feel a 11 ttle 
better . 

Ho• ' s the sclut~c? 

Bo.i' 1 s t•;ha. t? 

The s ciu tic. 

Ou, I br.ven ' t llhd time t o think of 1 t . I haven ' t 
go t time . It' s all - it• s be t ter . The doctor ' s 
di~gnosis is lumbr.go ; I still tnink I got sciatic . 
7;ell, thE t ' s tha t . 

M.~cc , i s the - vmc.teve r you call it - I mey not be 
here when Taylor ge t s bt-c.t; fino out •that the re is 
•bout tnis R.F. C. bill . 

R. F' . C. mortg(lge corpor a tion . 

Whh t is ther ;; to it, whe r e i s it, where •s the letter 
1JOa a ll that . Bell a nd I haven ' t seen it. 

;'le 1 11 read it in the pc.per s some day . That ' s where 
.e finJ out . 

:1111 you? 

Yes , sir, I will . 

Jh , the o ther tning wn1ch y ou people - Da n seems to 
na ve lots of time ~nu - tue o ther thing is this . A 
couple of you get t his . I had Mr . Griswold in today, 
of Baltimore - Br own ••. 

.klexa nder Br own & Son. 

.klexander Brown . 

hOd I as.ted him, ~s un investment banker and as 8 
frienu , noletner ne woulun ' t get me some examples , 
either in Baltimore or any o ther place in the United 
States, r.ner e peopl e wonted ner1 Rord:ing Cl&pital, who 
•• ere good risks that he ' o pt.s s on, l'.nd bring them in 
here . hnd never mind way t hey couldn' t get it, the 
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Ollph~nt: 

H. :.t . Jr: 

Oliph<..nt: 

H • .J. Jr: 

Gibbons: 

R. :a: . Jr: 

Oliphlint: 

H •. L Jr : 

<JcR : 

H. -" . Jr: 
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f act - I m~an jus t di s r ega rd any r ee sons , e s 
far as the Federal Government, why they can ' t -
but I wanted to hear , and if he ' d get me a half 
dozen comp!'nies, not too big , th<> t I want to 
s it down a s thoU~~h I 11as this man 's partner ; I ' ll 
go through the oper ll tions with this fellow step 
by s t ep, 8S he hos t o go through the Federal 
Goverrunent, and f ind out what is the matter . 
Never mind whose shoe it pi nches or wnose toe VIe 
s t ep on, I would go t hr ough t he operation with 
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ni~ s t ep by s t ep . And he ' s goi ng t o - he s ays 
he ' s got some now end he ' s going to get some more . 
t.ut ae 1 s got to examine t hem per sonally . "!lever 
mine ;:hat coiiWiit~e~s &r e ~king on t hem, who ' s 
uone it, or what the reas~~s ~e. why toey can 't
SL) they c ~on ' t gt t t he :::~oney . But if t hey say t hey 
C<>n ' t gtt ne1. :.dd i tioru. l work ing capita l and t he 
co~~bny i s a boou risk, you bring the he&d of t ha t 
company t o me and I ' l l go tnrough t he j umps with 
nit.~ . 11 

f..s if you 1.er e the lnv~:~tm~nt banker t aking a 
l ook ut tll~ pi c ture? 

No, -.s if I •.ver a tne business man ' s partner . 

The bus iness ocn ' s piJrtner. you ,,._nt to s ee it 
tnr ougn ni s eyes . 

I'm going t o s ee it t nrougn hi s eyes, go t hr ough 
all t ne hurdles .:c 1 v 1. se t up . 

You 're doing tne right t hing , putting your self i n 
the other fellow ' s pl cce . 

I ' m the bus iness man' s par t ner . 

He sa i d he hb<i soUie? 

He sai d he baa some, but he had to look e t them. 
I want a break i n tne s ense tha t I want sol vent 
comp~nies and I .v 11n1. sm£11 companies . I don' t wont 
£o bus t ed concer n . I mmt u break . 

You w&nt to look Lt ~ny Texas companies? 

l:.xcuse me? 
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H. J. Jr: 

1cR : 

-6-

Yo u want to look a t any of those Texas companies? 
You Kno·: , Scofield is her e i n town today. 

Let nim go nome . 'I his is a better wa y . I had en 
ide~> of send i ng out letters to fifty to a hundred 
comp~.>nies , but this i s a more i ntimate way . And 
Lhis f ellol> i s going to - I 1 ve put Griswold on his 
wcttle linJ he ' s go t t o pass first on the company 
hlms~lf , t~t it is ll4uid . In other Nor d s , he 
crn•t bring me ~ busted concern. Be says they had 
t s cn eme some ye~rs t•go in Bel timor e ~and they were 
going t o fintnce big industry; they e xe mined 47 
inuustrlc.l compani!!S . Only four .1ere liquid . Re 

83 

Sl•ys he d oesn't y,•ent me t o go through tha t experience . 
In otner .. ords , I ... on ' t ·;ant t o find tha t I 'm 'IIOrlting 
o n ~ comp~ ny I fino i s busted . I wan t " .comp~ ny tha t 
is absolutely l iltuld . Wha t I 1m trying to find out 
i s , ·.ma t ' s the matte r i n Washingt on? So we ' l l see . 

Yes . I ' ll t ell Irey . 

H • .. l . Jr: l) . n. . 

Ollph~nt : 

i:L .'J . Jr : 

Oltphtmt: 

Suppose tht 
brl:l f r oz.,n . 
i t? 

~o~p~.>nles ~re solvent but the a ssets 
You ~ant t solvent compa~, ls that 

,·;ell , I m<:un - in otht:r :;or ... s , I • m ~:~oint: t o t hink 
liS tnou~.h Lhis VI&S .ny own mo ney , ;.. nd would I put 
a;y o .m money in i t ? ,,nu it isn' t a •. uestion - the 
l'dl o .. 0 s go t to b e solvent. But I 1 m trying to find 
~ut r:na t is the mr. t te r ao.m her e in l'lasnington . Now, 
tnt:~ s;,.y 1 t ' s us . Lt; t me finu out by being ;~, i tn t n1s 
tello··• f s hls partne r e nd going t hr ough it . 

lio11 , m~,ybt. it ' s ~:ashineton e nd maybe it isn ' t . By 
i •ll! time I ge t through - I r.E:t n if I bt<lieve the 
ne"sp&pers, the ~& in r e&s on you ca n ' t ge t it is on 
t c.:ount oi' 3ur,Plus t t. x . Well , maybe it is &nd maybe 
1t isn • t . Ma ybe thE: S . E. C. i s slo>Y, muybe t hc::y holu 
L mf n up t oo long; muybe it ' s too e xpe ns ive ; maybe 
i t • s the Fl;!d!!r a l Res~rve . I d on ' t It now , but I want -
the t hing I• m trying to fino out, i s there something 
~ong in W&sn1ngt~n? 

Thc t 1 s r ight. 

See? 
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Ollplv nt: 

H •• ~ . Jr : 

Olipm.nt: 

i:i . ~ . Jr : 

Oll;mnl.: 

i\lo t z : 

U. L Jr: 

Olipb~o nt : 

R •• t. Jr: 

Otiphl· nt : 

H. l . Jt• : 

011J)n~ nt: 

H. :J . Jr : 

i\lotw : 

Oll ,Jhunt: 

-7-

Uight be t he bar. 

?arLion m.,? 

Mi6hL be the lawyer~ . 

Jell, I ' m su~plclous . 

Yuu n;, ve a right to be, l n tha t c;onnection . 

On , I never nea r d hLCI s a y tna t befor e . 

You ~now whb t Urs . l{lo t z sai d? She never hea rd 
y ou Lcml t th: t before . Are you kidding? 

llt:ver lL<e t o bUillit &nytbing . 

Do yo u 111>nt " rt:port on the !lew Yo rd: Post Office? 

•lh~ot? 

!leVI Yo r>< Post l.lffic~o . 

No .• ? 

'Ioo lbte in t.ntl C1!iy ? 

J. litl.le bit . 

Tocorr::>w . 

All rignt . 

so 
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TREASURY DEPARTMENT 

IKTU OI'PlC:K COWMUN ICATtON 

DATI Februe.ry 8, 1938 

Secretary~genthau 

Mr. Haas 

Current U ted States trade with Japan and China 
(preliminary data) 

United States trade with Japan during the first tour weeks of 

January 1238. 

(1) United States exports t o J apan during t he first tour 
weeks or January 193~ were about 15 percent greater than during 
the first tour weeks of December 1937, and at about the same 
level as during the first tour weeks of November 1937 . 

United States exports t o Janan 

92 

1st week 2nd week 3rd week 4th week Total 4 weeks 

Jan. 1938 
Dec. 1937 
Nov. 1937 
Oct, 1937 

$2, 726,000 $3,759,000 $4 , 013,000 $3,721,000 
1,694,000 5,218,000 2,394,000 3,033,000 
1,180,000 4,813,000 4 , 745,000 3.730,000 
1,727,000 5,746,000 4 , 492,000 6,763,000 

$14,219,000 
12 , 339,000 
14,468,000 
18 , 728,000 

(2) United States imports from Japan during the first tour 
weeks of January 1938 were about Sl , OOO,OOO larger than during 
the first four weeks of December 1937 , although more than 25 per
cent under comparable perl ods tor October and November 1937. 

Jan. 1938 
Deo, 1937 
Nov, 1937 
Oot. 1937 

United States lmports from Japan 

let week 2nd week 3rd week 4th week Total 4 weeks 

$2,033,000 $4,185, 000 $2, 020,000 $2,343,000 
2 , 159,000 3,4o6,ooo 2, 672,000 1 , 318,000 
3.239 , 000 3,654, 000 4,333 ,000 3, 714,000 
3.32~ , 000 3,984,000 3,419, 000 4,060, 000 

$10,581 , 000 
9,555, 000 

14,940, 000 
14,791 , 000 

(3) 
to Japan 
wlth the 

The following i tems show large increases in our exports 
during t he f irst tour weeks of January 1938 as compared 
first tour weeks of December 1937: 
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Secre tary Uor gentbau - 2 

Firat four weeks of January 193! December 1931 November 1931 
Petroleum products .~.095,000 13.~33.000 $4,~1 ,000 Cotton 2,753 , 000 1, 50,000 6 3,000 I~duetrial machinery 2,078,000 982,000 1,383,000 Vehicles, parte and 

1,121j.,OOO 81j.o ,000 
accessories zlo,ooo Copper 1,007 ,ooo 81,000 1,570 ,000 Pi g iron 2~2 ,000 n11 201,000 Fcrro-Qlloya 192, 000 51,000 356,000 Aluminum 79 ,000 1,000 10,000 Electrical machinery 
and apparatua 65 ,000 27,000 28,000 

The f ollowing i tems show large decreases in our exports to Japan during the f irat four weeks of January 1938 as comoared with our exports of these items during the first four weeks of December 1937: 

Firat four weeks of Januarx 1238 December 1231 November l~BZ 
Iron and steel 

semi-manufactures 
S765 ,000 $ 899,000 $1 , 172,000 

Peper. base stocks 492,000 Scrap iron and steel 334, 000 Chemicals and related 
1,as9,ooo 

79,000 
91j.o ,000 
561j.,ooo 

products 251,000 341,000 685,000 Hi des and ski ns, raw 21, 000 270 , 000 372,000 Edi ble vegetable 
products 19, 000 59,000 1~,000 i7ood, unt:~anufactured 16,000 118,000 9 ,000 Naval stores, gums 
and rosins 7,000 54 ,000 92,000 Braes, i ncluding scrap 1,000 30 ,000 550,000 Tobacco and manufac-
tures nil 257,000 nil 

(lj.) The imports of raw sil k increased somewhat in t he first four weeks of Janua.ry compared with the first four weeks of December 1937, but were still well under the 1936-37 average of $2,000,000 per week. 
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Secretary lll.orgentb.&u - 3 

Imports during the first four weeks of 
Jan. l~H8 Deo. 1~.131 Nov. 1231 Oot. 1231 

Raw aUk $ 5, 653,000 • ~.925 ,000 $ 8,09~ , 000 • 8,021,000 
Imports 

other than 
raw silk ~ . 228,000 ~.630 , 000 6 ,8~ , 000 6, zzo,ooo 
Total $10,581, 000 $ 9.555,000 $1~,9~ , 000 $14,791,000 

{5) or the total or $1~ , 219,000 ot our exports to Japan 
during the first four weeks of January 1938 , the following items 
aooount tor almost all: 

Petroleum products 
Cotton 
Industrial machinery 
Vehicles, parts and accessories 
Copper 
Iron and steel semi-manufactures 
Paper base stooks 
Scrap iron and steel 
Chemicals and related products 
Pig iron 
Ferro- alloys 
Pig lead 
Aluminum 
Electri cal machinery and apparatus 
Niokel 
All other 

Total 

(6) Of the total or $10, 581 ,000 of our 
during the f irst four weeks of January 19J8, 
aooount for almost all: 

First four weeke 
or Januarz 1238 

.~.095 ,000 
2, 753,000 
2,078,000 
1,12~, 000 
1,007 ,000 

765,000 
492 ,000 
33~,000 
251,000 
242,000 
192,000 
117,000 
79,000 
65,QOO 
50,000 

575,000 

$1'+,219,000 

imports from Japan 
the follow 1ng 1te1 .. 

94 

Regraded Unclassified



Secretary ¥orgenthau - 4 

Raw a1llt 
Cotton manufactures 
S1lk manufactures 
Pyretnrum flowers 
Edi ble vegetable products, except tea 
China and poroelain ware 
Flax, hemp, ramie and manufactures 
Tea 
F1ah and f1sh products 
Perilla o11 
Wood and manufact ures 
Toys 
Paper and manufactur es 
Dead (creosote) oil 
llenthol 
Earthen ware and stoneware 
Hats and hat materials 
Rayon and manufactures 
Rapes eed o11 
Fish scrao and f i sh meal 
Glasa and- glass produots 
Bristles 
Camphor 
Wool and manuf actures 
All other 

Total 

Fi rat tour weeki 
ot January 1938 

$5,653,000 
683 ,000 
309 ,000 
2U,ooo 
282,000 
244,000 
184,000 
179,000 
161,000 
142,000 
1}2, 000 
128,000 
127,000 
114,000 
109 ,000 
104,000 
103,000 
88,000 
83,000 
so,ooo 
70,000 
68,000 
6o,ooo 
51, 000 

1 ,139.000 

$10,581,000 

United States trade wi th China during the tiret four weeks or 
January 1938. 

(1 ) United States exports to China and Manchuria during the 
f irst f our weeks or January 1938 declined sharply from the exports 
during the first tour weeks or December 1937· 

FirAt tour weeks of 
January 1938 December 1937 November 1937 

United States export s to: 
North China & 

!.!anohur i a 
Shanghai , South China 

and Hong Kong 

Total 

$1 ,786,000 

3 . 1:S'l-O,OOO 

$5, 626,000 

of January 1937 

$2,'l-17,000 $2 ,656 ,000 

4 ,453 .000 3.067 ,000 

$6 ,870, 000 $5,723 ,000 

t6, 623,000 
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llorgenthau - 5 

(2) United States imports f r om China and Manchuria during the 
first four weeks of January 1938 were about $1 million lees than 
the imports during the first four weeks of December 1937 and almost 
S2 million less t han imports for a comparable period i n November 1937· 

Fi rst four weeks of 
January 1938 December 1937 November 1937 

United Stat es import s from: 
North China & 

Manchuria $1 '024-, 000 
Shanghai, South China 

and Hong Kong ..2. 1 84-4-1 000 

$3,868,000 

1937 

Total 

rrhole month of January 

(3) Leading export items to China: 

$1,053,000 

316831000 

$4-,736,000 

$1,84-5,000 

3~9171 000 

$5,762 , 000 

(a) To North China and Manchuria: 

I r on and steel semi-manuf actures 
Petroleum products 
Vehicles , parts and access ories 
Industrial machinery 
Raw cotton 
Copper 
Inedi ble ani mal products 
All other 

Total 

First f our weeks of 
January 1938 December 1937 

~ 997,000 $1,4-29,000 
263,000 198,000 
195,000 4-39,000 
99, 000 83,000 
72,000 38,000 
b8,000 nll 
38,000 26,000 
54- 1000 204- 1000 

$1,786, 000 $2,4-17,000 

(b) To Shanghai, South China porte and Hong Kong: 

Vehicles , parts and accessories 
Firearms a nd ammunition 
Pet roleum products 
Iron and steel eemi-manufacturea 
Dynamite and TNT 
Sd1ble vegetable products 
Industrial machinery 

and manufactures 
unmanufactured 

Tobaclco and manufactures 
ot her 
Total 

Fi rat four weeks of 
January 1938 December 1937 

~1,1165,000 $ 971 ,000 
5~1,000 99 ,000 
413,000 1,055,000 
208 , 000 6o6 ,ooo 
150,000 nil 
150,000 271,000 
135,000 94-,ooo 
113,000 96, 000 

59 ,ooo 84-,000 
55,000 596,000 

551,000 581,000 

13,84-0,000 $4-, 4-53,000 
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Secretary Worgenthau - 6 

(4) Leadlng l mpcrt items during t he first four weeks of 
January 1938: 

(a) From North China and Manchuria: 

Bristles 
Edible vegetable products 
Non-metallic mlneral products 
Per illa oil 
Wool and manufactures 
Flax, hemp and ramie 
All other 

Total 

First four weeks of 
January 1938 December 1937 

$ 221, 000 
118 ,000 
95, 000 
80,000 
54,000 
53,000 

403 ,000 

$1,024,000 

$ 398,000 
2 , 000 

11,000 
57,000 

179 , 000 
4-8,000 

358.000 

$1,053,000 

(b) From Shanghai, South China port s and Hong Kong: 

Fi rst four weeks of 
January 193g December 1937 

Tung (Wood) 011 
( Fl ax, hemp and r amie 

Bristles 

$ 446,000 
6,000 

269,000 

$ 745,000 
523 , 000 
262,000 

( 

Tungsten ore and concentrates 
Tin 
Vegetable food, except tea 
Cot ton manufactures 
Tea 
~dible animal products 
Chemicals and related products 
Raws1lk 
Wood manufactures 
Wool and manufactures 
All other 

Total 

2~, 000 g4,ooo 
ll ,ooo 567,000 
1 1,000 190,000 
ug,ooo 106 ,000 
97,000 ~,000 
89, 000 1 ,000 
73,000 4o,ooo 
59 ' 000 141,000 
~0,000 ~0 , 000 

2, 000 1 5 , 000 
44] , 000 6oo ,ooo 

$2, 844,000 $3,683,000 
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J'ROll: American l:libassy, Paris, rranoe 

DATI: February 8, 1938, 3 p .&. 

NO.: 309 

FROll COOHRAN. 

Today in Paris President Beyen of the BIS came to 

visit me . During the past week he had been in London and 

the Netherlands. Tonight he leaves for Stuttgart. 

98 

As to the developments in Germany, Beyen aeee no oauee 

for i11111ed1ate international concern. He said that he wondered 

whether it would now be possible for Schacht ... to continue 

as Reichabanlc Preaident after biB te.rm expires in llaroh -

previously Beyen bad been of the opinion that Schacht would 

continue in this capacity. The BIS President was in agree

ment with me that the man who bas been recently mentioned 

as the most likely successor to Schacht -Kurt von Schroeder , 

the Cologne banker (also BIS director) - is not at all 

comparable with Schacht in financial and monetary technique 

and wisdom. 

In London banking circles, Beyen found observers are 

beginning to realize t .hat econoaic prosperity is not merely 

a state of mind, and that they are again facing a down-rd 

swing after the upward swing fl'OII 1932 to 1938 in spite 

of the optimistic statements of their leadere. 

END SEOTION ONE, 

BULLl!'l', 

:U.:Lft 
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PARAPHRABI OF BIO! IOW TWO OF !ELIGRAW WO. 209 OF 
FEBRUARY 8 , 1938, FROK PARIS . 

9S 

I asked. Beyen whether the BIB manag8111ent had pr epared 

a statement for the directors meeting on February 14 wi th 

regar d to the Van Zeeland report. He said that it had not, 

end will not prepare a statement unleu r equest ed. to do eo. 

Beyen1 e persona opini on ie that the report is weak end futile , 

particularly the seotion on finance . Diplomacy is the ker

note, he believes, and he d0$8 not think there is muoh hope 

for new structural plane in world economics until diploeaoy 

is placed in order . In Beyen1 e opinion, progress must be 

IIIB.de slowly through 611Ch media as the tripart1 te monetary 

arrangements, the very modest clearing and oredi t trans

actions which are already passing through the BIS, and eo 

on. Beyen said he could not even see that muob more head

way could be made by the tripartite until France, by drastic 

inter nal surgery , might be cured of ohronio fina.noial ail

mente and the elements which have contributed to these 

f' ilmente. !he low state of French finances is evidenced, 

he said, by the r ecent costly ~lgerian end Oredit Rational 

loans. 
BOLLI!!. 

END SEOTIOI TYO. 

U:Lft 
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EG 

SecrEtary of State , 

Wo.shington , 

GRAY 

Paris 

DatEd February a, 1938 

Rcc ' d 2:25 p ,m, 

209, February a, 3 p ,m, (SECT! ON THREE) 

:oo 

French forEign trade January, 193a, t otaled 6343 

million fi':mos which is 1243 million francs corE than f or 

January, H>37 , Imports were 646 million francs less than 

f or t he prtctdin3 month but 560 millions mort than for 

January, 1937 . Exports wtr£ 106 millions morE than for 

thE pr ECEdinG month o.nd 683 millions more tho.n for 

January, 1937 , Th£ unfo.vorcbl£ tro.dE balo.ncE for Jo.nuo.ry 

193a nos 1441 million fr:mcs comparEd with 1564 millions 

f or January, 1937 . 

SliGht inpr ovcmEnt indico.ttd in Jo.nunry tro.dt rtturns 

ho.d littlE effect on todo.y ' s oo.rktt . Frtnch control o.ppt~rn 

to ho.v£ bEEn Giving stErling stEadily o.t o.round 152, 90 nith 

f o.ir but not disorderly prtsourc , Rcntts lowtr , ¥11th 

doubt o.r1o1ng as t o whEt hEr ntw labor code ean bt passed 

this month, it apptars pr obablE that govErnmtnt will prolong 

by deer ££ for one nonth tht agrttnEnt bEtWtEn tmploytrs and 

labor ~lhioh EXpirEs in FEbruary , Labor lEadtr Jouhaux 

rtntwtd 
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- 2- 1::209, FEbruar y B, 3 p . o . SECTION T~EE from Paris 

... 
rene:viEd hie plEa f or EXChal'l8£ contr ol in a spEe:oh ye:at t rday. 

J OURllEE Il:D1J<>T!UALLE fEEls t hat rEcEnt Effort of Italy to 

attract f orEign funds , Ec onocio diffi cultiEs aris i ng in 

Ja pan, c.nd int Ernnl problEno EvidEn c Ed in GErcany should 

30 f ar t onard convi nc ing nny doubt ing PrEnchm:n thAt 

Fronc E' o u i oE c ours E i o t o c on t inuE t o covE toward f r EE 

rat hEr t hAn clooEd Econony . 

( Eim CF HESSAGE ) 

BULL!TT 

KLP:rmc 
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StcrEtary of StatE 

Washington 

2121 FEbruary a, 6 p ,m, 

FROM COCHRAN, 

GRAY 

PARIS 

DatEd Ftbruary a, . 1938 

REcE ivEd 3: 40 p ,m. 

In latt trading rtntts as wtll as Franch industrial 

aE~uritits rosE on varitty of rumors in rEgard to Frrnoh 

monEtary plans , suoh as furthEr dtprtc iating frano , rE

valuing gold rtstrvEs , raising of offic ial discount ratE 

on Thursday, Et otttra , 

EvEning papErs carritd inttrviEW givEn today by 

Ministtr of Finane£ MarohandEau 1n which ht is rEportEd 

to havE said: 

102 

Ont , That hE has bttn working for somE tim£ on pro

posals which, whilE prEs Erving monEtary frEEdom and budgEtary 

balanct will contributt to rtoovtry of public financEs and 

Economy~ 

Two . That cErtain stEps t~ward Easing ta~E• and thue 

hElping p~oduction art plannEd, 

ThrEE 0 That with a viEw to strEngthEni ng ourr tnoy 

GovErnmEnt has not hEsitatEd to rtstorE to stabilization 

fund 
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EDA - 2 - #212, Ftbrunry 81 6 p , m, from Paris 

f und ctrtnin rEsourcEs which havE rEcEntly bEEn CEdEd 

to tht Bnnk of FrancE , (This diaclosurt EvidEntly madE 

to prEpnrE public for Thursday's bank statEmEnt , ) 

BULL ITT 

HPD 

• 
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EG 

Secretary of State, 

Washington. 

113, February 8 , 8 p. m. 

PLAIN 

London 

Dated February 8, 1938 

Rto 1 d 3 : 57 p . m. 

FOR T~EASURY FROM BUTTERWORTH 

The Chancellor of the Exchequer, in answer to a 

question in the House o f Comnons th1s afternoon, stated 

that the recent rise in the exchange value of sterling 

was not the result of the policy controlling the equali

zation account . He also gave a negative reply to the 

second part of the question which was whether, in vitw 

10~ 

of the more intense competi tion which the British pro

ducer ~ould have to meet in the home and overseas markets 

as a result of the over-valuation of sterling, the future 

policy of the account vtould be directed towards preventing 

t he sterling rate rising above the level at which it stood 

when the tripartite agreement was concluded . Simon said 

it was not the function of the exchange equalization 

account to determine the exchange value of sterling but 

to check undue fluctuation therein, 

The Chancellor of the Exchequer was also asked whether 

in carrying out the n ew rules as to the i nvestment of 

Bri tieh 

Regraded Unclassified



• 

- 2- #113, Februar y 8 , 8 p . m. from London 

British monEy in for ei gn vent ures hE would a t t onpt to 

secure the cooperati on of thE American Government so that 

any action might bE taken togethEr and not in compEti t i on 

and so that for the transfEr of intErEst, di vi dmds , or 

profits from EithEr country the i nvEstors might hsvc such 

j oint support as thE tno powers rDgh~ l! tablE to givE, 

Simon rtplitd t hat foreign investmEnts whether by nationals 

of this country or of thE United States wer e undErtakr:• on 

privatE i nitiative and not by eithEr governmEnt so that thE 

question of coopcro.tion bEtwttn the governments i n maki ng 

such investments did not arise , He added t hat i n cas es 

whtrt British investor-s nEEded support of the ki nd indi

catEd i n the quEstion, it was thE existing practiCE of thE 

British Oovcrnmmt to cooperatE with thE othEr governmEnts 

cone Ern Ed and thErE vtas also cooperation bEtwEEn thE 

Council of ForEign BondholdErs and s i milar bodies i ncludi ng 

the AmErican BondholdErs ' ProtEctive Council. REfErri ng 

again to paragr aph of my 763 of Dtctmbtr 9 , 9 p . m., and 

t o first paragr aph of my 17 of J anuary 6, 5 p.m. ~ t oday1 s 

announo£mtnt of a further increasE in unEmpl oym Ent in 

J anuary of 162 , 200 brings thE t otal on thE regi sters to 

1 , 827,607 , J anuary ' s Vl!lS thE fifth succEssi vE i ncr EasE, 

thE aggrEgate growth in the total s i nce August bEi ng 

518, 000; onE third of thE dtcrEaac bEtWEEn thE " low" of 

thE 
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· 3- #113 1 FEbruary 8 1 8 p. m. from London 

thE boom co nd thE "high'' of thE last slump has ·now bEEn 

l'li p Ed out . 

Though thE actual sEasonal trtnd in January oftEn 

m~nifEsts on EvEn highEr i ncrEasE than thE r EcordEd 

162 , 200 of l ost month thE figurEs nEVErthElEss indicatE 

continuEd downward trEnd in actiVity b EcausE this yEar 

thEy follo<~ o vEry large o.nti - sEasonal incrEas E i n un

EmploymEnt rEcor d Ed in DEctT'IbEr whi ch was accountEd for 

by thc abnormal ly l ar gE numbcrs of workErs 11 tEmporarily 

ntoppcd" in outdoor tradES btcaua £ of EXc Epti onally bod 

r:cothEr on thE day of t hE DECEmb Er count. It was sEmi · 

c fficially prEdictEd a month ago that half of t h EsE would 

f i nd thEi r uay back i nto Employment by thE timE thE J anuary 

c~unt should occur but in fo.ct only onE quarter or thEsE 

hllvE rEturnEd tc v1ork, ThE norkEd i ncrEas Es in unEmploymEnt 

in thE distributivE tradEs and hotEl, Etc . , sErVicEs arE 

larg Ely s Easonal but thE continuEd hEavy incrEasEs no t 

only in consumption goods tradEs such a s t ExtilEs , fur ni

turE and automobilEs , but also in such capital goods tradES 

as ~£tal ~onuf~ctur£, EnginEEring and EvEn i n stEEl melting 

and r olling, i ndicatE that r ECEssi on is sprEadi ng t o i n

dustri es hithErto rEgardEd as pr oof against dEprEssion by 

rEas on cf t hE d=nds of rEar:lOI:I tnt , Coal mining alonE of 

all 

• 0" ! () 
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- 4- #113, FEbruary 8 , 8 p,m, from London 

all thE ~erE i mportant industriEs showEd a l owEr figurE 

of untmploynEDt than a yEar ago but indicati ons art not 

l acki ng thnt a forthcccing curtailctnt in exports will 

tEnd t o rEvErSE thE t rEnd in that i ndustry in a oonth 

or tvlo , (Paragr aph 3 of my 763, DEcEl!lbtr 9, 9 p. m. ) 

ForEign occh!lngE l!lllrkEt continuEs idlE w1 th futurE 

francs shcui ng signs sporadically of widening out , 

JOJniSON 

KLP 

107 

Regraded Unclassified



PARAPHRASE or 'l'ltmJWl RIOIIVED 

FROM: American lab&aay, Paris, France 

DATI: February 9 , 1938, ll a.m. 

JO,; !'ROM COCHRAB , llo . :US. 

RUSH. 

At halt past ten this morning I called at the Bank 

of France. At that time I found there was oona1derable 

pressure against t he franc . At a quotation of 152.92 l/2 

and 95 the control had already yielded 300 ,000 pounds. 

I was told by my contact that yesterday the t rend wae on 

balance favorable to the franc until the market learned 

of the statement of the Minister of Finance, summarized 

. 0 ' I . 
- v 

in my 212 of February 8 , 8 p . m. There was a turn in the 

market then and for the day the control lost 650 ,000 pounds, 

At the time of my vi sit I took occasion to recheck 

cer tain i nformation which I had reported in my telegram 

of February 4, No. 189, I learned that the amount of 

900,000,000 franc a mentioned as !laving been borrowed in 

gold from the Bank of France by the control was in 

•current• f r anca - and not franca on a 43 milligrams basis. 

Because of th.is the 900 ,000 ,000 should be subtracted 

from 4, 000,000 ,000 franca to give t he fund's total gold 

and foreign exchange assets in •current • franca as of 

the night of February t hird , Thursday. At the end of 

last week the control g&ined a l.ittle for eign exoblnge , 

and on WoDday the seventh it gained a fair amount; there-
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fore ae of last night , J'ebruary 8, the :f\md contained 

after deduoting the loee f or the day of 650 ,000 pounds, 

between three billion one hundred and t wo hundred million 

•current• trance of foreign exchange and gold. 

BULLIT'l'. 

EA:unr 

10a 
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1 \111-U 
lfEDIIRAL RUCRVE BA N.C 

M H IIW YORK 

CORRESPONDENCE 

1.. w. IDDklL----

SUBJ EC T : !P.-J COif .... IQI 

____ 11ft ••u w ne"CC 

lr. Cafta1ael oall .. ao a\ Uall __,. lo alk .. lllbftllU' 

I U10111ht U ..-14 M ,. .. 1~0 tor 'u1, 111 ..... \1111 Ilia U11T tnao 

ordera, to lroop a lUUo eloaor to Ilia u.l\a. I aaar .. ll1ll Uaa\ 

•• - l d raa411J' 4o tllat ea4 oQlalllo4 \lla\ 111 tho rM•t pan, .-a 

unta~x-~-.utx~ •• lla4 tel\ that tho tfto~ tnaoa •• 

boucht tor lllll, tho 'boUer ploaao4 llo woalcl 'bo, •4 \hot aa a r•••'-' 
•• bad uaaallJ' ft xed our 'b14 prloo 1/1 to 11• 'bolew bia ~ 

11a1t. I nplalllo4 tlla\ all •• o.1114 clo waa, ot ... rao, u 1110 eMir 

but ~udpct llllcl to blpo thd llo 11111ll4 aot hoaUa\o to tall •a 

trllll.ltlJ' it at 8117 u .. our aoUoo 414 aot aoet with bia .,,..al. 
Cal'ipel r.,Uo4 \bat per-al17 llo ... •UnlJ' aoUaftM wt.a. our 

actloa but tile\ llo W to \alto 111\0 11 D a\ \llo rooeU• ot ... ot 

hh people thoro lllbo W ot late 'boe •xtMa to aM to 1t tllat .a.o 

olo11nc prloo 1Ja 1ft ron •• ao\ 'bolo• tho llllok ot hllllM' a lla71al 

l1a1t. Canpel a1• ••tS.. .. tlla\ bo bad r..tcl that ... 'beUa 1Ja 

Paria ._.. aed.lq ortora w l•lon •• wen lft\U, tile .... , .. 

at h11 oon thllll .a.o •..ar ot hlaoo 414 \h t v ••· I Hf11o4 that 

t1rau,, aa a aa\\ar ot ,.u.,, .. ._.. paa.UC all orclora \llNalll 

othu baalca 1a tbia alft-' t.r tibia Mniao " pd4 1/1, wld.e ..... 

to ua to bo a roo-•~• •• fdr ..., • ..u., .-cl)'1 " W to 

PIT • brotonco 1a \bia •uti• ot 1/1, •• tlt.1.-G71 .. awor -.,. .. 

• OIDt tor eMil' o• a.m.... I .. Uatlo4 \ha\1 ••• peuf.)lJ', at 

tlaoa, o.a.or NUl .,.,.. 'bo -"• \o oat•u \e , ...... _.., ... 1Ja 

"••• 11boro .aa.,. W olhalC ''II .._. • tllah -..., -· _...., 
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IF~D£RAL ltUII'ItVR eA.HK 

M NllW YORK Iff 
CORRESPONDENC E ~ATo:.MI!lAn t, liMo 

SUBJECT' , ...... COIJWir1,..QI.,_ __ 

m• ••v or ,.._._ __ 
-I • 

\be pqaet ot a liNila"'l•• lneftaaeloaa, I felt tala\ o .. r o pmo4 

ueouU•• \lmNih •• •n ...,uo fa1rl7 taw~ .S.\ll ... tu.a 

throach other balta. I ,...aon .. Caftpel .,ala \o aoat1• to •• 

\ bat hll Uaita woro alwq1 an, ... t:laia, ho 414. 

there na aoth!DI Yerr apaetal tba\ ho •tll4 ••rt to •• 

u 1'11-"• tho 1UaaU• Ia rnaoo •• \lao h•e ....,...,.. 

larchan4Mil' • nat••• tba\ ~· hll4 na '*'"I llaak tn. tho Bait 

of ll'IDOI -0 Of \he 1014 11b1eb thO liiDlt bid Pl'wiCNa17 llYID tllo 

J'IUI4 to pq ott tllo 1401000,000 ll'lUih or.a.•, ba4 Dot .... a loo4 

tapralllGa ID4 ,h .......... nUl lol1q 1014. Bowwar, Cutpol ..... 

t1Auo4, 11Da1c'• nat••• 1a \lao fta•alal Ina ~• \be ha4 h.t 

alJoeaq ap•t all ot •h• 1014 1\ •• aow •lk1•1 t~ tho )lal[ •• •"" 

10luhlY 
1
atnoa .-1, a pan ot u Uo4 11... •P•~'· Gao allht alMa\ 

c-u l rue contrnuecr, 

t~ltbat llall11 -. na • latGDal INl••••• allb\ llo anlq to• 

IP-latora 1lbo .... llouUI ~ trao. ..,. ot tho latter, ho tlilalqbt, 

•era 1.a Zlllrle, ..... _._ or W.dla. •m•• )lal[a 1a Pal'la wen ••• 

fair 1.114 plqllla \lao .... I .., ..... tba' all •r dab 1a41eatoC 

tbat h• ron balta ha4 ao ap.-latlYo podU•• ot 117 ooa•-.a••• 1a 

•T. oun•q' Ulo to•al of all balta ~ to 11 wa aJ.7 a tow 

aUUoa doUua • \bo abon ll4o, •• U.OH twr \bo ,.,._. haDe a17 

about a alU1• dollara, wt.\b \bo Mlf•" liMn poa1U• tor • ladl

'f'1dlla1 bl.ll)l ot •111,000. PoalU•• oant .. 11r lllakl tor thdr ••JM~t-, 

n• ••r• Uknlao lallpitl .. ,. Culpel .,..uoe \ha' he hat alwqa 

ttl' \hat \bon wu ,...ueal17 ao .... ,. ,..,. ..... 1a ... ton Sa n.aoa 

WOI'\b lpeeW81 of. I\ waa all -...v.oe Ia lar1.. ... '• .. .__ 
~.... . Regraded Unclassified



UIS 

SEcrEt ary of StatE , 

Washington . 

:ns, FEbruary 9 , 6 p . m. 

FROM COCHRAtl . 

GRAY 

Paris 

DatEd FEbruary 9 , 1938 

REfErEncE my 213, FEbruary 9, 11 a . m. 

By intErvEntion at London during noon hour French 

control brought down franc stErling ra tE and markEt 

t urn Ed a sEll Er of stErling . In latE trading control 
7 

112 

apparEntly acquirEd a small amount around 114 : 65 . RtntEs 

and FrEnch industr i als bettEr . BElgian banks r EportEd 

as sElling dollars against bElgas . 

PrEss rEports spEECh by Trip at AmstErdam whErEin 

hE said that : "BEfore bEi ng ablE to obtain a defini tE 

stability of forEign ExchangE , thE basic causEs of 

unEasinEss and ll'.ck of confidEncE must bE Eliminated . 

In thE f i rs t placE thE strEngthEning and EXtEnsion of 

tbE tripartitE monEtary agrEEmEnt is r EcommEndEd. ThE 

six countriEs which havE adhErEd thErEto should rEnouncE 

thEi r right t o dEnouncE i t within twEnty- four hours 

and should plEdgE thEmsElvEs to maintain thE presEnt 

levEl of thEir currEnciEs l"ithin cErtain limits . " 

BULL ITT 

1"/VIC:CSB 
Regraded Unclassified
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Secretary of Stat£ 

Washington, D.C . 

10 , February 9, 5 p .m. 

Orny 

BERN 

Dated February 9, 1938 

Rec 1d 5 : 35 p .m. 

RcfcrtncE despatch No . 67 of Novonbcr 9, 1937, also 

Departmr.nt 1 s telegram No. 3, February 4, 11 a . m. 

Gentlemen ' s agr eement now recognized as 1ntffcct1vt. 

Legation learns confidentially that Swiss authoriti Es 

nrc considering following further measures to deal with 

problEm of over-abundant foreign capital : 

One . Immedi atE census of foreign investments in 

Switzerland, total now roughly estimat ed at 3,000, 000,000 

Sri\S'I francs . 

T\~o . 4% federal stamp tax on coupons til> be i ncreased 

in ens£ of foreigners possibly as high as 2o,g 

Three. Restriction on issuance to foreigners of 

coming 3% railway conversion loan (Legation ' s telegram No, 

9, February 9 , 4 p .m. ). 

Four, Adoption of legislation under rlhich Swi tzerland 

would reserve thE right to reimburse foreign credits in 

Switzerland (bonk deposits in Swiss francs, Swiss secur

ities and real estat e) in actual gold of a weight corres

ponding to existing Swiss monetary unit. 

Point onE already decided upon; others still in 

discussion and study stage . Further details in despatch 

llo. 220 of February 7, moiled AQUITANIA 9th. 
SMS NPL BIGELOW 
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February 9, 19:58. 114 
9; 17 :~..m. 

()perPI.Or; 00. ahead. 

:>r. ~trran; Rello. 

H.!!.Jr: Good morning, s1l'. How are you? 

:>r. pru•t•an: Fine, thank you, sir. 

'l . :!. Jr: Tom, t01o thingo . 

? : All right. 

u. :: .Jr: I had a t alk with the Precident on this bill that 
you had to get this mon"Y to fight eyph1l1s r.Uh. 

P: Yes. 

:: . :: .Jr: And t he President has entirely different ideas 
evidently thAn you have . ?!s i dea on thi s is that 
it sho~l~ be handled the way tuberculoe1: and 
cancer were h!Uldled in the Ste te of New Yor!t. 
ll~ inly, he i e very ouch in fevor of having state 
end county contributions. 

? ; Yes. 

H. :t.Jr: And he sni d that he ' e perfectly Y'1lling to bnve 
t he national govPrnment get behind in the publicity 
drive, but be i s not willine to have them pay the 
actual expeneta of the s tate ~d county. Now I think 
that yo•l and I haO: b"tt"r see him to give you a chance 
to talk to hi m, but he -

? : I woul1. love to do thfo.t bec!'.use -

'l .'l. Jr: He is quite definite in h1a ideas and he'e going back 
to - has experience as Governor. And I don ' t tnow 
r.hether you have ever had a chance to explain your 
views or not. 

? : 

'l .l!.Jr: 

P: 

H. '!.Jr: 

! really haven't, Henry. I would oe delighted to 
the opportunity. 

It' s unfortuna te because I'm afrai d hie ideas and 
yours ere quite d ivergent. 

I know that he has been conservative about expan~ ing 
public health ~ttere or public health activitieo. 

They're qutte divergent. You know the way he talked 
in trew York State, o.nd the w:JJ' cancer ic handled, 
on a reasonable county basis and all that . You 
!mow what he Mean!l. 
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P: I do. But the tacta are the State is P"31nS halt - moat -
ia paying all ot the cancer work i n the State Institute 
~§'8htf18~ing halt ot all the locsJ. health work including 

H. U. Jr: But what about the county health department? 

P: We're d1etribut1ng a total ot eight million dollars tor 
general - tor all public health purpoeee under the 
Social Security Act . 

H.U.Jr: Well, I'm going to ask him, the next time I eee him, 
to give ua a chance, so that you can expound your 
theory. 

P: I ' d be delighted .. it you -

H.!J .Jr: I'll a sk about it. 
confidential. It'e 
extra money tor the 
Resettlement. 

Now the other thing 1e th1e: very 
moat 11ke1Y you'·re going to get 
Hopki ns organization and t or 

P: Yes . 

H.L!.Jr: And I don't know- t hat ie, between now and the tiret 
ot JulY. 

P: Yea. 

H.U.Jr: And I don 't know whether you need any additional money 
tor t he health work among the unemployed or not. Now 
it you do you 've got to talk awful taet. 

P: Yea. 'l!hat'a eo. Ot course, there ia no - the J'edera.l 
GovenuDent is doing nothing tor help among the unemployed 
at all with the exception ot t he &mall amount going to 
Hot Springs Transient Center. 

H.U.Jr: How about North and South Dakota? 

P: The Resettlement is - the one exception wae that I 
mentioned - Resettlement. They are making grant& and 
loana torJoeelthand that's working out quite eat1etactor1ly 
but I lhould l .U:e to check with Dr. W1ll1ame to eee what, 
it any, additional money he needs. 

H. ll.JR: Well, it you need anything, check with hill on that tod"J'. 

P: 

H.L!,Jr: 

All right. I shall call you back within -
Well, as soon as I oan make a check on it. 
That's all right. It you will. 

P: All right, air. 

H.l!.Jr: Thank you. 
P: Thank& nry much, 

oh, right aW"3. 
It I ~. 
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vH)u? :.:ITTIHG February 9, 19)8 . 
9 : )0 p . m. 

?:· ~ .t,11t : Mr . 
Mr . 
l.!r . 
r.! r s 
!Jr. 
:.lr . 
J.:r . 
J.r . 
;!r . 

!.!ng1ll 
Tt.ylor 
Oliphant 
Klo t z 
G~tston 
HilUS 
l.tcrleynolcis 
Gibbons 
Lochhtt!d 
Uphata 

u . _. Jr: 

il . .. J r: 

~.cH : 

ll . ... Jr: 

• C.'\: 

it •• l.Jr : 

.!cil : 

G: ston: 

ot • •• l . Jr: 

"'*r . 

llhut • s the price of gold? 

St~ll ov~r tolrty-fivt.~n London, but not much 
~ctlvlty in it . Englan~ Nns still on the selling 
sldt yo;J t~:ruf.y . !l<.y be u 11 t tle trend tiwrc.: . 
Frtncs urt & little bit stebaier . 

:.lac , got t.nythlng? 

Thtr·u is to<.. t lette r t o B:trnes . 

Yes . 1/h& t is t his stuff ln hen: , Mac? I 1 11 s i gn 
it; I don ' t lmow 11hat it mevns . 

In udd i tion t o ans.;u log his letter, I 1m t ell1ng 
ni:ll thut if tney go t o euthurize t he Presid ent t o 
:n&.te Prc,ldentlt.l &ppolnt;ncnts out of non- p1·es1denti al 
o::.p;>ointoents , .. ai::h is itht. t. the bill would do , t hey 
ought t.lso to ~:uthorize n lc to :llcil:e non-presidentibl 
<.ppolntuu;nts out of Pres1dent1t.l ~o:;polntmcnts . 

No·.t lis ten, tn ll>ngu~ge t hat l.!r s . Klotz and I csn 
unue r s ttmcl , :lhat cioes t llv t mean? 

Thnt means thbt tne Dir ector of the Mint •••. 

CoL~issioner of Customs • 

••• Regis ter o f the Tr ensury , e nd things- places 
o{ tnt. t ltlnd - 1f you d ecided and the Presi dent 
decided tney ought no t to be Presiaentl~l appoint
ments , they .. ould be apj)olnted by you instead of the 

President . 

ls thnt important? 
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H. ' . Jr : 

;.!cR : 

.! . " . J r : 

: .. • .l . Jr: 

n . ·.: . Jr: 

:.lcR : 

H . w~ . Jr: 

H • • l.Jr: 

Gibbons : 

H •• • Jr: 

Gibbons : 

Gibbons : 

Beg pardon? 

Is th&t i mportant? 

I consider lt ••.• 

-2-

Yo u go t reasons for 1 t? 

I.ot of r~Lsons . Of cout•se, t ru. t mere ly follo~1s 
t he comoittee r~port • 

. ~ell, it doesn 1 t mukc sEnse to me, but if you 
gat r et sons •• •. 

JiJ:~oHy Eyrn"5 "no .. s it . 

There is t hLt r~port . 

hll r ight . O. K. So 

Nhat? 

'lha t ' s e.ll I ho vu . 

117 

For ) O U (Gibbons) , unoiner job . The Presi dent sold 
to t~ lk t o Dr. J.lexunder of Resettlement &bout 
Collec t or Cone o f Gcor~iu . 

On-huh . 

I don• t .rno o1 1.11:.. i h t:: rueuus - to s ec, what J.lcxunder 
t hirus ~bout hiijj, if <le il&s any better suggesti on . 
But he SLid tbL< to '.':.ill .Uex .. nder . 

Of Rese t tlement . 

Yes , he ' s the heud o r 1t - of Far m Security . But 
Gvidently ne • s advi s ing the Pr esi dent on Georgia 
Lppoint men t s . Cone - C-o-n-e . 

And there ' s some Collector wan ted to see me . Going 
to be f ired . Mrs . Klotz sent h im in to you. 

That ' s t he Comptroller of Cust oms from Camden
:lestcott . Sai d he .rne•l you. ;,as in to s ee me - in 
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i! . • : . Jr: 

CibOOIIS : 

\i i.\.U.HJll::) : 

H ••• • Jr: 

Bllll : 

r! . •. Jr: 

0 ll,>hont : 

H . ·~ . Jr: 

b ell : 

• 

113 

-3-

fEet, when t.lt·s . Klotz cr lleo me he was sitting llt 
my oesk . s~to he was Nith yo u in the 19~J cump~1gn 
when you 'llt;re 11ith Pr ofessor Irving Fisher on some 
c ommittee . 

Yes . 

And he 1 s c. t e rr 1ble bore . He l e t the thing go , you 
.-:now, anti the ne;: Sem tor from up there nas r ecom
onendeo somebody elst! . I d i tin 1 t tell nim thst , but ••• 

uel l , listen, olo uo&n, lt ' s your ..:ross ; you LeO!' it, 
will you? 

Yes . You' a bt: jusL foolish to t c. lk t o him . Bore you 
to Ut;&th . 

No .> , :.l!;c, I m.ven ' t got tnc time to sit do .vn ;:ith f our 
peo~le in my o r g&nlze tion cuu aaci de ebout the Lee 
bill, set.? I just h11ven 'L got the time . I ' m trying 
to put people t o Vlor k . And I haven ' t go t the tim" to 
read it z,nd I ' on not going tu r ead it . And you c c. n ge t 
the va r i ous peo>)le toge tho:;r t> nd deci de bEt ween you. 
I mea n I just huven 1 t got t ime . I mean the differ ence 
is in the snop, r nd you fellows ca n do it, £> nd take a 
vote ; whicheve r WilY you vute, I' 11 sign it . I 1 m not 
going t o study it . 

Navy Depar t ment , I mteht 
toe bill, Lnd Budget nt<s 
objectio n ~o tne r eport . 
Tr easury ougnt to oo . 

cad , nas r eporteo ~c&inst 
tole t hem t here i s no 
I think tn&t ' s wluit the 

1.11 right, there ' s :J&c H hl Bell LO..i T&ylor &nd 
Olipuant, &nd i!erbert Cbston on public relations -
is one, two , three , f o w· , fi ve . You c-.n t &ke n 
vo te ana I •11 s i gn whichevoer .v&y you vote, llhicheve r 
way t he ma j ot"i ty goes . I •ll t ake ~' three to two 
decision . 

And L!&c •s the chnlrm~.> n. 

Mac ' s the chairman . But I ' ll be goldarned if I ' ll 
t &ke the time to learn it . 

Persotlhll y, I cr.n •t get .~n&t ' s so much trouble about 
it. 
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1! • • t . J r: 

MeR : 

H. '.L Jr : 

:.lcR : 

H •. .l. Jr: 

:.tcR : 

r! • • • Jr: 

:IcR: 

H . .l .Jr: 

"ell: 

a .• t. Jr: 

toll : 

H. ! . Jr: 

:.lcR : 

Bolll: 

~!cR : 

u . :.t . J r: 

-4-

Well - I mean I get this memor andum rrom Taylor 
tha t I ' ll have to decid e it . Well, I'm not going 
to decide i t. I just ha ven ' t got time. 

O. K. 

The day ain't long enough. Okey-doke? 

O. K. 

lolac? 

I have nothing else . 

119 

I •ve got nothing else . oesn •t make any difference 
ohich way we decide it . 

"'11 right . You're willing t o i:u.o ve 1t out with ••. 

Yes , I d on' t thinA the Treasury ought t o report any 
wishy- washy r eport on ll bill like that a t this time . 
I think it' s cr azy . For tne Treasury even to intima te 
it i s in f :Jvor of ll!l.Y provision of it , I think, i s 
t errible . 

Is the Committee f a vorable? 

Well , I'll have t o f ind out . 

·.~ell , I don 't know 

IJan .vants to know how the Committee thinks about it, 
befor e he says •••. 

.l.nyhow, I get two whllcks a t it . Bard time getting 
through the Budge t . 

I f he d idn't like the woy we decide, he can r everse 
i t when it gets to the Budget . 

All right . ~<nywuy , you g et two whacks a t it . That ' s 
something . 

(To Upham) On this ~uestion or legisl ation on banks 
going into the underwriting business, wnich your 
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frien~ :.!r . 0 •Connor s~:o·vo out, eviC.en t ly the 
Pr esi dent t hr ew h im down ~.< t his pr e ss con f e rence , 
see? I ket: p send ing trwt s t uf f t o you us sec r e tury 
of the commi ttee . Bu t I just ws nt you t o .<now here 
t lu; t I ' m no t t:olng t o stuuy i t at this time, but 
I •m ;; 1>p t•o;.ching i t f rom the ung l e o r t h b borrower , 
! •Do "s I a,>pro .. c h i t f r om t he ungle of the borrower , 
if .1e r un i nto t he situution th<~ t t he ba nk i s the 
trouble und t hen t ncy s~;y - I go t o t he banks - "V/ny 
cHan ' t you 1~:nd? 11 - o na the ban.< s ays , 11 Wel l , t hi s 
~ nd tm- t r egulb lion" - t hen I 1 11 ni t it from tht. t 
Ji r ection . 

I s ee . 

aut I d on ' t .::..nt to hit i t f r o:1 tne top cio.m. So 
-~ • ll ~~t th:..t off till I ecce • t i t f r om thE bott om. 
I f I f inJ - : nu I senu you out to sucn a nd s uch t. 
ph ce to see t rtis bunk t no why tney aon 1 t lend the 
1 tllo.-; , tnen t<lt: bur~.<~ bt.gin to t ell you a bout t he 
n .gul< t i ons , tncn ,.f. t:<' t i t t n:.. t ·. e1y , s ee? 

' .. e •ve been studyinc t ht. t r epor t on thn t , i f you wnnt 
it . 

I don ' t •ant lt . I f you ' ve eot E r e po r t, g ive i t t o 
nim (Oph:..:n) . I 1 ve cot l ots of reports . 'lli11 you? 

(t<ous yes) 

The ansn~r i s 11Yes , sir ." 

).es . :. e l l , I tnln.< )'OU ought t o ;mo:: tnet .vh&t 1.e 
n<...t in mina c;.n be \lone l'li t hout legislt.tion . 

:lell, t h" t ' s .. n r ish t . He ' s g&tnuint; &11 t he thincs 
to;,;et hc. r fo r tne , Herm~>n . 

Yes . 

I meton I .van t tu um 1.411 in one pl!>Ce, you see , so thot 
,.,.,en t hese ..> t vr it:s besin to leak out - wel l , Cy ca n 
s&y, " :.ir . !Ao rgenth~ u , t tul t stor y came from so :.nd 
so . He wro t e you c l e t ter ti bout i t li week ago ." 
See? 

.'/el l , :.·ou c~.<n troce soue of t uem t ha t "'-'Y • 
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tl . :.! . Jr: Yes . 

LJchhe&d : 

H . .. ~ .Jr: 

~ochheod : 

H. :.I . Jr: 

:..>chheau : 

H . . ~ .Jr : 

'iL:;lor : 

(To Lochhead) Howls the- stand up a nd let' s see 
now your figure l ooks . 

:.ell, very il'ell. I still c~n walk all right. 

'I he Go ve rnmt!nt bonu mt. rke t is ge tting a U ttle bit 
more octive on the strong side . Yesterday the re 
was the inquiry from Fed , New York, .vhetner or not 
11e :lllntea: to do anything on those Civil Service 
bonds . Snio we •d take tha t up today. But in t he 
meantime 11e ha ve an othe r t hing . We have an order 
fr om Government Life t o buy , wnich i s mor e immedill te 
tno.n selling the o ther ones . I was wondering ;;hen 
.... • r e ,JUtting torough the Government Life o rder 
.>~. etiler ,.,, .... nt to on&t<.:n it off .-1th salo: of t he 
Civil Service . 

i'lell , 11e ' re pr etty s trong . ·,<h~>t I ·~~>ula ao - I 
Noulan ' t sell a nything this \'leek, &nd I woulu tell 
them t f there 1 s a 11 ttle softening fill the order 
for a million do l lars . 

I Just ~&ntec to make sure you d idn ' t want •.• 

\Vhb t? 

j,ll right . The waritet - us I soy, it's worked up 
t~>o o r three thi rty-seconas ; not a rune 'll·ay market 
by any means yet . 

Now a t this point would you (Taylor) pl ease tell Dan 
a nd me just wha t ull ttlis i s ,.bout J esse Jo nes and 
t his new corporatio n - mortg.:ge corporation . Both 
Lon a nd I would like to be educa t ed . How does it 

stend? 

',Vell , 1t stand s like this . When the !la tionel 
rious i ng Act, pr whatever the name of it - the 
amendments were o r iginally under discussion, a nd 
the President ' s message was being pr epared , why, 
tne y •'l&nted t o g e t 5-l million dollars \\"1 th which 
to s t a rt 1t off, a n.1 the Presiaent took t he position 
tht. t - no new money, you see , and ~e r emember ed that 
there was this R. f . C. mortgage corporation, which 
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alr eady had qui te a lot of money in t here; and 
the messege was r ead justed so tha t the R.F. C. 
could do tha t without any new money and take 
mortgaees from the R. F. C. mort~age corporation 
~nd thus furnish ~hatever junior capital was 
neeoeo for the national mor t gage associ a tion . 
1'hE. t l'tas all decided a t tha t time and was men
tioned in the messlige wnen it went down, wi th 
ell the o~o t a th<- t ~tent & long . 

122 

Thi s letter tnet tney • re tnlking about I don ' t 
thinK was necessar y a t ull , but i t was a l e tter 
that Jesse had writte n f or the Presi dent ' s signa
ture <li th the idea of publis hing it, with a lot 
of selli ng td;r in i t . 

Huve you eot e copy of that letter? 

No . ><S I say, in ~Y opinion i t xes an unnecessary 
l .. tter, t.nd t ile last P•r&gt·" pb of the letter was 
sometning t he t I didn ' t think s hould be published 
over the Presi dent ' s sien»ture, because it p~inted 
out t ha t t hese woul d be fully tax-exempt, et cet er a , 
et ceter~ , - t•nd e f ine investment, very safe and 
1' .:.ne investment for anybody ; and I coul dn ' t see any 
~oint in naving th~t published . 

• :eu, J esse showed me this letter and asked me what 
I t hought of it. This was t:fter i t luic.l been s igned . 

by tne Presiaent? 

~y the President . Not to be r eleased until after he 
h&d t~ iked t o the Treasury about it, see? 

Yes . 

I said , "Well, I don ' t think I ' d put that out for 
the following rehsons: You don ' t need it, ond I 
oon • t tn1nk the Pr esi dent ought to have saio tha t ." 
And ne suia, r ,;11 right, way , we ' ll handle tha t by 
& press relea se ." And he is preparing n press 
rele~ose whi ch he will submit to you on Thursday . 

Who? 

Jesse . 
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No.v, what ' s the thing that the President told him 
not to do? 

123 

He tola him not to r elease the letter wi thout talking 
t o tne Treasury . 

I s this the s£me tni ng? 

Same letter . 

Bec~use, us I t old you lust night, the thins that 
bother ed me - I thollj!ht there were t wo propositions , 
bectuse tne Pr esiaent SLid that J ones came in and 
sulci he cleared it N1 th the Treasury t•nd then the 
Preslaent sr.id, 11Ht.ve you cleared it sith the Secretary 
of t nL Tre;sur)?" ana Jones said, "No . " Presi dent 
said , "You can't let it go until you clear it with the 
Secretr.ry of tne Treasury." 

·;/ell, that ' s th" st..p ~nlch - inasmuch r.s it nad been 
clet~rt!O ol"iginally wnen the message .vas drofted, 
etc ., bnd where they got the money anu so on, I 
thought 1 t was unnecessur;• . 

Do you suppose ue could get a draft of it and have 
e look tt i t before he comes over? 

I tnlnk so . 

Fine . 

de' s gone to New York t oaay. 

Oh well , all right . Well, .. nyw~;y, he ' s coming , 

Hut tha t particular letter shoul dn' t- I don't think 
snould hbve been written, unci cer tt:inly shouldn1 t 
bt~ releoseo . 

Well, he's co~!ng in at 11, Den, tomorrow, end I ' d 
liKe you to he&r the position of Taylor. 

lhursday morning . 

Tbursaay . I mean we can wai t unti l i t comes . 

I mean I oon ' t t nink t here ' s any problem there at all. 
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Well, let' s take a l ook at it. 

I've got a ques tion on the legal side before you 
see him . 

I won' t clear it until I get e chance with you. 

Are these the nutlonvl mortgage associ ations under 
the Housing Act? 

Yes . 

Alreeay euthorizea, but broadeneo under the amend
ments? 

Yes . 

J esse ' s going t o furnisn the original capital . 

(Nods yes) 

I mean 1 1 11 - if you want to take a look at it, 1 111 
give you b chance . 

I t hink General Counsel ' s office hasn ' t reod the 
whole s ection . 

The whole section? Perf ectly ,>ossible. All right. 
I mean that 's the purpose of these meetings- to 
let you people know .•here I •m at a nd let me know 
where you fellows are at . 

Den, you got a nything? 

llo , I haven't . 

I wanted you to hear this . You don ' t want to get 
ready for the other meeting? If you do ••• 

No, that ' s all right. I 1 ve got somebody working on 
the figures . 

'Ihe way it sounded t o me, the only purpose of the 
letter ~;;,s some extra unnecessary selling talk that 
they wanted to use in connection w1 th the sale of 
the obliga t i ons of the national mortgage association. 

olhat is this? Is this a discount corporation? Is 
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the t .vha t it is - discoun t the mor tgages? J esse 
ncs a mortgage corpora tion now . 

No , trlls is ~ m. tioml mortgege assoc1a tion, wllich 
ls wm t they hbve never been able- they have never 
formed . 

I thought they had one. 

No . This HOS l n the or1ginLl Housing Act , ond the 
ct.pi t n1 not less thLn flve million dollars in e~o<ch one . 

.. tu<t "'ill tne:r jo 1 buy mor tgages? 

l'iel~ , lt Nr.s <.n : :;~oci{. tion :thich ·,vould l end money on 
~vrt.,:&,:.,;; . But ,>rivl. t -' .::&,>it£1 r.ouldn ' t co:ne for.mrd . 
: J , 1111 t t .. ey na ve a.Jnc ls to t!L.:Ce off svme of the 

ro!.; trictions a nd J esse 1.> go it\; to put in to., illi tia l 
ct,>it~l , a nd the t ~s sort of~ stt.rt . 

Buyl~ t~em from the bunks, I understand, too . 

Oh yes, they • ve got tncm now s o t hey con do mos t 
Lnythine . 

o. r: . :1e11, .<e can rli t it el 11. 

v~..>rt."? 

I .u vu not!ling . :.!it~n~:ll ls b~ocit fro:.~ ll!lSSt. u . Dr . 
.uurns told me . 'o'lnen he ~~us <lo<m here l &s t tio., , I 
u!>.te<l him to let me know. 

O. K. Those figures on J &pRnese bala nces He re F~brus ry 
2 , l'lhen did th~; l n test onttl come i n? 

'!hey 1 11 come in Thur sd~.oy . 

J.ll r•ignt, can I O I! Vt! tnam .. nen they come in? 

/,s soon ~>S tno=y a o . 

r.><-: (Ht.tc;,j all rie nt? 

Y olS . 

I huve nothing . ...:r.ueu t.te Governor l as t night; 
he hl<c.l gone . I 1 11 Ch ll nim again t i11s morning . 
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llayoe? 

(Nods nothing) 

I haven't anything . 

!Ar . Oliphant? 

126 

You asked me t o mention Genesee . 
come over as they had promised . 
it the moment •.• 

That plan didn' t 
I ' ll try to get 

Let ' s push a little, Herm~n. I mean, my golly, 
huH a million dollar company - I mean this i s 
wnot? - toe tnira NeeK I've been on this thi ng . 

:.lay I push it? 

You can push just as hard as you like . 

All r ight , t tle pressure is going on right away . 

What? 

As soon as I get out . I know both Bill and Frank, 
and I c an work with them. 

It ' s ridiculous .• I mean, tha t - I mean I don ' t know 
.lhat ' s the matter with those people over there . 

~.'ell, I'll have som1..thing to report to you tomorrow . 

?iha t? 

I'll have somethi ng to report to you tomorrow. 

Le t ' s get the pl.r.n fixed up. Are we waiting on the 
Public Service Commission in New York? 

No, he ' s ready to cooperate . 

God - just put the pressure on all you can, will you? 

Yes. 

You fello~s- gentleman a t lO : JO are off . I had 
~agill, Oliphant and somebody else down ot 10 : )0. 
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- 1:<-

:.lci\eynolds . 

Because I 1 m going t o the ~·hite House . Th:o t was 
o n t\u,. t hund r ed thouscono dollar thing . 

Will you ( MeR) t ell the Commissioner it ' s off? 

White House? . 
At lJ : JO . And .. e ' ll see now we ge t along. 

You o ean you :night do it s ome time today? 

127 

ilo . ·:;hite Ho use ·cw ea lc.s t nlgnt . How l ong '~<ill 
tot- t. t " ke? · . 

I uon• t n_no'.v . 

15 minutes? 

15 minutes ought to Jo i t . 

lu o ' clock tomorrow morning . 

Have I go t f 'l•f YS a nd Means meeting? 

1 understood t ncy were meeting tnis morning • 

I thought it •us t omorrow . 

Thursoay . Tbut 1 s rign t . 'J.hursoay . 

No luee tomorrow, nuh? ,.u right . 

In the afternoon . It noulun ' t be all day , would it? 

I wouldn't think so . 

3 : 45 tomorrow a fternoon . now would thc t be? 

l hat• a be all right . I ' m sorry about t he other . 

~hat ' s all right. 

No.v, the Presiuent tolu me t o t ell you (!.!agill) th11 t 
he had seen Congressmt. n Fuller; t hat Congressman Fuller 
tnlnks tn~ t yo ur so- c&llea Fr encn Revoluti on tnlrd 
basket plcn is nuts ; t nbt it ~ould be ve ry easy to 
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evade i t; thct they coula just - I don ' t know -
vtrious methods of evasion; tht t it won ' t acco.mplish 
what the objec t is and ne 1 s "agin" it. And the 
Presiaent said to tell it to you. So I said thllt 
I couldn' t ar gue, I a ian•t know enough £bout it, 
but I'd j)l.SS it ;.lon;; to you . But be wanted me 
v~ry much to do that . 

Fine . 

\'ihu t ? 

Congressmun ruller •s ~xpertness on that subject is 
very gr ebt , and I am gl~d to get nis views . 

I .me,. ne WI'S en exj)ert on bcrrels . 

He hnONS a lot t.bout b~rrels , and 

tiee , we've got lots of experts • 

lie said he knows more about barrel s than buskets . 

Yes. 

If t his b~;sKet is so ful.L of ttoles , ~~hy are they 
makitlb such a holler ~bout it? 

Don' t as« 1e . I ~on ' t .mo.L 1 ' m Just the osn in 
tn.:. J trect . But I ' !II ;,>assiJ16 it t•long to you • 

I think he i s probt.bly licked , although I haven't 
.tept tracK of t :tem . 

I r ead tue heea l ines about your speEcn, tnd it r evd 
ver y ,,ell.. 

It ~as n very, very sgreeob l e occasi on. or course, 
one thing you get ~ben y:>u huve :. :Deetlng pt.cked 
with your old sturlents - t.1ey still sre under the 
spell of your influence. 

Your old s tooses , you s ay? 

~tooges and students . It was very pleas~nt . 

I r eud three times - tnere must be something the 
matter with me, Her bert; you toke any pEper there -
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the statement of t he A. F. or L. The headlines 
were i n the Times: "A.F . or L. comes out against 
the surplus and capital ga ins t ax . • And I read 
the state~ent three times end I couldn' t find i t . 
Now, just t ake t he Times . Headline says they ' re 
opposed t o it . 

It was in one story. 

What? 

I t was in one of the t hree stories . 

\Yell , in the official statement of !lr . Green - I 
reed it end I can' t find it . 

(~cReynolds brings in whiskey 
samples and labels) 

Oak s t li.ves l 

\'Ina t 1 s this , Mac ' s r ake-off of the liquor ? 

Boy-oh-boy l 

You know wha t Mac wanted t o do - and he was very 
serious . This Nas the best story of the year . 
Real l y, if I ever went to get even with aim, I •m 
going to tell t nis s tory to Dr ew Pearson and Bob 
hlien. Wac was told to f ix these up, and what be 
wanted to do to the Senator wus to have the l abels 
rignt but mix toe whiskey . · 

I wanted to see 
on telling thi s 
he wa s or not. 

whet her he qual i f i ed as a n expe r t 
stuff. Wanted to find out whether 
Boss wouldn • t let me do 1t. 

Now, you see, we get al l the different kinds or 
labels •• . . (demonstrating) . 

I thtnk wnoever did the labelling let their artis t i c 
temperament go . Didn' t hold a national competit i on 
under Ned Bruce . 

Didn' t have anybody who was qualifi ed to do it. Whb t 
happened .vas tnat I l et the Alcohol Admi nistr ati on 
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~ 

m10ke the labels. They ' ve got the necessa ry word i ng 
o n taem . 

tier e lt i s : "As h sttlp to.IIH"Il the restor ation of 
publlc confidence, 1~ is suege::~ted ta~t Congress 
t•cj)ea l or moaify t o ., unaiviueo profi t s t e x . 11 

h t ru. t in tne s t u te.nent ? 

'In~> t ' s in the s t a t .. oaont . 

o. r\ . 
0 . ~ . , ~hc . ~hu t' s u l l rignt . Toank you . 

tiorry I can't t Ls te it . 

hnythiog ., lse? J· ny b.:>dy go t nnythin.: e lse? 

Jn, Tayl"r, wno 1 s co mine !'or the lunch today l esides 
y ou e nd Uph6m? 

Eccles , "ensom, Du vis . 

J:,ccles . 

R~nsom ~ no D~ vis . 

Tn, t •s fi ve - plus oysclf, is six . 

;;h&t ' s the ?oint in this bus iness? 

This is t o r~-elect B!. rttley Sen.: tor o ver •HD PPY" 
-:nr.nole r . Th~ t' s •.vha t t his is . 
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February 9 , 1938 

12 o'clock 

Followi ng is transcri pt of t he conversation between 

Dr. Chang Peng- Chun, Professor at llankai University, Tientsin, 

~1tn t~~ Secretary today . 

Dr. Chang: Very kind of you to receive me , Sir. 

HM ,Jr: You have Just come to this country? 

Dr. Chang: I hAve just come to this country . During 

the last four months I have visited London, Paris, Brus sels, 

3erlin, Rome, Uoscow and Geneva , on an official tour to survey 

what ~e might call the background for to unders t and the a tti

tude of the various Governments concerning the Far Eastern 

conflict an~ had the opportunity of meet i ng certain men in 

those countries and have now come t o Washington . 

HIJ ,Jr: I see. 

Dr, Chan~ : I will just ~ention, very shor tly , one 

or t\'10 points , if I may. 

!U& ,Jr: Please. 

Dr. Chang: One point is t his: in the ~eneral evalu

•tion of ohe position of Japan in t he Pacific, t he real h1~h 

peak of Jaoaneee power i n t he Pacific we.s at the end of 1935 

and not today . Certain fecte may hel p to support , substanti

ate :hut view, especially from two s i de a. One i s the grAdu-

13.i. 

al strengt heni ng of the ~vernment i n China. Tne new currency 

reform came at the end of 1935 . Gener al Ch iang Kai Shek c.ame 

t o be Premier in 1935 wi th a ~roup of new men, usoolly co.l.led 

tr.e Brain Trust of China. Or course, t ha t ' e the wrong term, 

out I mean a group or business men. The foreign policy in 

1936 r e ally turned stronger. I n Septembe r 1936 China , fo r 

t .1e first time i n d i plomatic history , presented counterdemand& 

t o Jaoan , almost an ultimatum. Also, the mat t er of reconstruc

tion , atte~ts were made pnd attention g iven to the building 

of roads . 

So did China , as a posi tive factor, became to be 

fe lt from 1936 against Jaoan. Before that t i me China was 

a nation, but neve r t heless not a posi tive f actor in t he general 

balance or forces . On the other ai de, i t was at the end of 

1935 that a conference in London was called and t hen J apan 

dared to defy Britain and this country by demanding parity. 

!lot grant ed, then she withdrew. Then Britain began a large 
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progra;:~ ot rearmament i n t he early part ot 1936 and also 
other countries. 

So you might say that in t he peneral balance ot 
power in the Pacific , t he peak or Japan ' s power was at the 
end or 1935 , and not today. Her own fighting t oday i n China 

was real ly not at all the ohiet aim tor her general prepara

tion. The general preparation really should be t or against 

Russia and also Britain and American naval forces . That ' s 

t.e general calculation ot forces on t he Pacific and the more 

she consumes in t ha t respect, the less she will be ready in 

the J eneral balance. 

Leading from t his general t hesis, may we come to 
t ni s poi nt : What is to be done wi t h the p resent situation? 

How long t he Chinese resistance will continue? That 's one 
most i mportant factor. And t he s econd factor: What ac tion 

may there be interna t i onally c onsidered , ei t he r in the form 

of s lmultaneous act i on or in the form of a conference wi thin 

t he next six mon t hs or so, from six months to a year or so7 

Now concerning the first, t he Chinese r esistance: 
t he grPatest danger were the t wo weeks after t he f al l of 
r;anking. Now 1'/e a re g etting core defi ni te news . There was 

a t t hat t i l!:e a slight difference of opinion, But a s soon 
as Hankow became se t t led, General Chiang Kai Shek i mmediately 

strengthened an i mportant plan for t he counter-offensive. 
Tnat i s still going on. In t he central part , in Shanghai 

as well as t he north , i n the so- called Soochow area, and also 

the two rout es whioh are i mportant have been compl eted, one 

coreplet ed, the other will be completed in about t wo months ' 
t i oe. The southwestern route is all completed. 

HM,Jr: That's from where? 

Dr. Chang: From the Turksi t road to Kaneu Province 

and t hqt 1s already completed. That is a motor road, usually 

three weeks from the r ailhead t o the central assembli ng pl ace 
1n Kansu , t he Province . Another road that w1ll be fini shed 

1n t wo mont hs' t 1me is through Burma to Yunnan Provinoe and 
•hat l'li l l be f inished in two roonths' time, whioh means both 

of t hose r oads , especi ally Burma, is t he backbone or the Singa

pore base . 

And t hen supposing the sea r outes ohould be disoon

t1nued i n Canton, these l and r outes would still serve as the 

backbone . Therefore, t he southwestern part or China can 
sta nd wi t hout any danger of direct a ttack from t he seaboard 
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by Japan. Japan will a t moat within the next six months 
go as far as , for instance, the line practically drawn 
dlaeonally through China from t he northwest to the southeast, 
practically through the center of the country, a line of 
hills 11here six years ago there were t he Communists , that 
1vould be the natural line !or the demarkation. Beyond that 
line the J apanese 1vould not find it so very easy to go in. 
So the southwestern part of the country , which still contains 
more tnan 200,000 ,000 population , will be forever the basis 
for Chinese nat i onali stic attempts. 

So from the point of view of resistance on the part 
ot C~ina, it becomes clearer it cannot be snapped, broken ott 
suddenl y by destruction ot any one e i nr:le army unit 1n t he 
fiel d. 
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So, if that is the case , looking at it from the 
l areer th1 ng , may there not be a chance tor cooperative action 
we should not call it cooperative action; we should call it 
si multaneous action on the oart of t he different powers, made 
possible by a conference for new settlement of t he balance of 
power on the Pacific . 

People, of course , crit i cise the effectiveness of 
collective ection. They mention t hings that happened sinoe 
1931. But they forget to mention that one ti~e cooperative 
action v1as very successful. That was the Washingt on conf!r
cnce in 1921 and 1922. I t was after the Washi ngton conference 
thr.l t t he Japanese were made to withdraw from Shandoo and , of 
cour se , no i nter nat ional agr eements can be expected to last 
forever but t he effect of the Washi ngton con~erence did last 
for core taan two years . 

HU,Jr: Of course, when you get on this subject of 
conferences, that 's the State Department. 

Dr . Chang: Yes, I understand, Sir. 

Hl! ,Jr: I have r eally nothing to do ~Vi t h th8t • But 
I nm very gl ad to get this background and to listen to you. 
I llporeciate t he situati on. It is moat difficult. I am 
watching it with gr eat sympathy - - the struggle which you are 
llla'~ing . 

And I take it you are returni ng soon now? 

Dr. Cha~: I am goi ng back to Europe in about a 
~onth ' s t i me a nd after that t1~e , return home. 
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And then, concerning a side you may be interested 
i n, 1 di d not expect to come with any definite proposals, 
but concerning t he financial situation, I did have an op
por t unity of seeing Mr. Norman in London and also Sir Fred
eric Leith Ross and of again surveyi ng the g eneral situation. 
Ther e , 1 think , we have found at t he present time, surely, 
t o put i t mildly , no encour agement for t he lending to Japan 
of any f urther credits. We t hink t he Japa nese· felt it. 
Consequently , at t his pr esent moment, t hey seem to be more 
acti ve in New Yor k than in London. 

I under s t a nd t hat t hey have got, so far, just slight 
enooura~ement along t~e l i ne of a loan i n cotton. I ~can a 
litt le credi t . Bu t, so f ar, not very successful. 

And nat ural l y , f r om t he point or view or the general 
si t uat i on , we should like to s ee t ha t bot h New Yor k and London 
wi l l t ake a more definite s t and conc erni ng t he lending of 
credi t s to the aggressors. 

And t hen anothe r poss i bility woul d be t he consider a 
tion of t he furt hering of cred.t t e to t he Chinese , concedtng , 
of course , t hat' s every delicat e problem which I am not going 
lnto. 

HM,Jr: You see, we ge t t hrough Dr. Kung constant 
i nformn tion a s to t he financi al situation and he gives us 
any i nf or mation that we a sk f or. I think we are r eal ly ve r y 
•ell i nformed a s to what t he fi nancial si t uati on is, because 

we neve r have had any difficulty , throl.lfh Dr. Kung , t o ·get 
whatever ~e were entitled t o. 

As I said , we are watching t his t hi ng , but t h e i nf or
r.~tlon has t o be c urrent; it has to be from week t o week , be
co.use t ne t hi ng changes so rapi dl y. 

Dr. Chang : Q.uite s o. Q.u1te so. 

Thank you, Sir. It is very kind of you to receive 
me . 

1 had t he pleasure of me eting Ambassador Morgenthau 
so::Je seven years a go in Ba r Harbor, !.!sine. 

HM,J r : Oh, t hat's ni ce . 

oOo-oOo 

13t; 
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CHINESE EMBASSY 
WASH_,.ON, D. C. 

February 8, 1938 

My :1ear Mr. Se ere ta.ry : 

It gives me much pleasure to write this letter 

o! introduction !or Dr . Chang Peng-Chun, Professor at 

~lankai Univers1 ty, Tientsin, one of the un1vers1 ties 

..t11ch the Jananese have destroyed by bombing. 

Dr. Chang l~!t China 1n September by air !or 

Eurore on a tour o! obsorvat1on to the chief European 

capitals. He has visited London , Paris, Brussels, Eerl1n, 

Rome, Moscow an:i Geneva. He arr1 ved 1n Washington on 

Sunday, February 6th, and expresses the desi re to have the 

r leasure of meeting you during the few days of his so

j~urn in the Capital. 

Both Dr. Chang and I will be very grateful if 

you can see your way to grant his request. 

W1 th k:in:iest regards, 

Yours sincerely, 

tl~;fij!-~~ 
Chengting T. Wang. 

Honorable Henry Morgentbau, Jr. 
Seers tary of the Treasury 
Del'&rtment of the Troasury 
rashin~ton, D.C. 

I J . - ,) 

Regraded Unclassified



February 9, 19~8 

Mr . Ltorgenthau had as luncheon guests Mr. Eccles , Mr. 

Ransom , Mr . Davis, Mr . Taylor and Mr. Upham. 

Mr. Ltorgenthau informed t he group t ha t a request i s 

going from the White House to Congress for an appropr1et 1on 

of an additional $250 million for I'IPA for relief, He stated 

that he will appear at a hearing tomorrow morning at 10:~0 

and that he thinks the bill can be passed promptly . Mr. Eccles 

seemed pleased with this development, saying that the expendi

t ur e of that additional money would be helpful, although he 

doubted that the l'fPA would be able to spend it all before the 

end of t he fiscal year. 

Mr. Eccles began a discussion of a proposal •Rhich he 

said is being considered under which persons who are building 

homes for t hemselves or to sell may secure through the WPA 

relief labor up to an amount equivalent to 10 per cent of the 

appraised value of the improvement contemplated. He compared 

this to the English practice of givi ng a 6 per cent subsi dy to 

persons who bought or built homes . 
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Mr. Morgenthau asked if Messrs . Eccles, Ransom, and 

Davis had had time to consider and/or had reached a conclusion 

with respect to the matter d iscussed by Wr. Taylor and Wr. 

Eccles yesterday afternoon--the cessation of sterilization of· 

newly- mined domes tic eold. Mr. Eccles said that they had had 

very little discussion of it together as yet but that all 

t hree of them seemed to see no objection to i t . It appeared 

that there had been no discussion between them and Mr. Golden-

weiser and the other members of the staff, some of whom had 

conferred yesterday with George Haas and Harry White on t h e 

same subject, Mr. Ransom saying only that Mr . Goldenweiaer 

had ment i oned it very casually to him but t hat he had gathered 

from Mr. Goldenweiser' s comment t hat he saw no object ion to it. 

Mr. Ransom asked Mr . Morgentbau what the purpose of the 

move might be. 

Mr . ldorgenthau said that be f requently asks himself' with 

respect to many of the things which the Treasury 1e doing 

whether we are warranted i n continuing them or whether we should 

make a change to get out of a poss ible rut • \Ve customarily re

examine policies and practices from time to time . Without 

definite determination of the validity of the belief that action 

in sterilizing or destar1lizing gold is reflected in a change 
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in commodity prices, Mr. Morgenthau nevertheleaa recognizee 

that there are those who hold that belief not only 1n the 

United States but tbrougnout the world. 

1 J !> 
- v 

~r. Morgenthau spoke of the spiral of defl ation which ia 

steadily gathering speed in its descent and which may lead to 

un.desirable developments he re and abroad, perhaps even empha-

sizing the factors which lead to war. 

very frankly that his whole faith and 

Mr. Morgentbau stated 
~ 

the whole faith ot many 

others is bound up in President Roosevelt, that the President 

is hard pressed on every side and desperately needs a breathing 

spell and time to turn around . 

Mr. Morgenthau said that he is not over-emphasizing in 

his own mind the importance ot the small step which he ia 

proposing, that he recognizes that there are many other things 

which need to be done and ma.ny of them of greater importance, 

and t hat he would not want to predi ct results whi ch might flow 

from it; but that he feels it lllight have some beneficial in

fluence and could certainly do no harm. It is possible that 

it would tend to atop the downward drift ot commodity prices . 

Mr. Morgenthau said that aa he reviewed the actions ot 

t ha Government in the monetary field s ince the middle of 1936, 

it appea red to him that with the exception of the release or 

~mUlion ot sterilized gold, all our actions had been in 
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the nature of "putting on the brakes, " and that a little 

loosening of the brakes might now be timely . 

Mr. Davis stated that he shared the Secretary's view, 

emphasizing, however, that we could not be sure that such 

action would have any effect at all . Moreover, he stated 

his agr eement with the Secreta ry that there are other things 

ot importance and that we must not take our eye "off the 

ball" or be diverted f rom the main chance by this action . 

He said that, of course, many other t h ings might happen to 

counteract w~tever influence t his action might have . 

Mr. Morgenthau stated that he wanted Mr. Davia in on 

t he conference, particularly, because of his interest in 

commodities. He said that our own group of commodity re

searchers report t o him that commodities have held steady, 

consi dering the shocks t o which they have been subjected 

r ecently . Mr. Davis said that t hat was true so far as t hose 

cor.unod1ties with which he is familiar are oonoemed . 
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L:r . Eccles interposed to comment that the dairy industry had 

suffered pretty much since the beginning of the year; to wh ich 

Mr. Davis countered that on the Whole the dairy i .ndustry 

throughout 1937 had been pretty prosperous. 

Regraded Unclassified



- 5 -

Mr. Eccles said he regarded the additional expenditure 

of $250 million as of much greater importance than the pro

posed gold action, and Mr. Morgenthau said the~ went together 

in his mind and that he had presented them to the President 

together, informing the President that he waa having lunch 

with J.!r . Eccles today. It was auggested that 1t this action 

were interpreted as being a floor on co~odity prices and 

that it it were interpreted by the public as an indication 

that when the Pres ident talks about lower prices for s teel 

~d cement, he does not mean lower prices for corn and wheat 

and cotton, it might reault in some buying of the raw material 

commodities by t hose who follow that situation . 

Mr. Morgenthau said that he would not want to make a07 

claims for this or predict any results , but let tbe markets 

and t he public put their own interpretation on it. He aug-

s ested that since the original action of desterilizing had 

been a joint proposal of the Treasury and the Federal Reserve 

and since t here had been a joint statement and a joint prese 

conference, that procedure be followed in this case and that 

he and Mr. Eccles have a joint press conference on Saturday 

morning and make an announcement for Sunday morning papers. 

Following hard on the announcement of $250 million additional 

relief, he thought it would be ot greater effect than otherwise. 

1 .. , .. _.,..., 
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Mr . Morgenthau said, moreover, he was of t he opini on 

that if he and wr. Eccles had a Joint press conference, it 

m1~t set at r est some of this current gos s i p about thoro 

being difference s of opinion about them. Mr. Eccles agreed 

t ha t it might have that desirable resul t . 

Mr. Morgenthau said t hat he was having a few people in. 

on Fl·i da:y to discuss this matter with, to get their opini on 

and to prepare the way for a favorable reception in New York. 

He said he had asked Walter ~tewart and Robert Warren end 

Reiffler . All he had been able to get out of Dr. Viner over 

t he phone was that he saw no objection to it but t hought 

t here were other t hings of greater i mportance . This , t he 

Secretary said, he recognizes . Ho asked Mr. Eccles to bring 

~r. Ool denweiser and sit in with him at the discussions 

beginning Fri day morning at 9 : :30 . He asked if Mr. Eccles 

t .. ougbt he should invite John 1'11lliama, and llr. Eccles was 

incl ined to think that was not essential . 

Mr . Eccles s t ated t hat he was inclined to think the 

mechanics of sterili~ation and desterilization should have 

greater freedom and that the Tr easury ehould operate 1n that 

field much the same aa the Federal Reserve engages 1n open 

market operations . 

- 4 . 
l ·• 

Regraded Unclassified



• 

- 7 -

Mr. Eccles , Mr. Ransom and Mr. Davis said that they 

thought they could have a Board m~~eting this aft ernoon and 

come t o a decision on the proposal. Mr . Morgenthau asked 

them to phone Mr. Taylor the result of their meeti ng and, 

if agreeable, he would ask Mr. Gaston to write out something 

ln t he way of an announcement and he would have Kr. Gaston 

bring i t over to Show it t o Kr. Eccles for h is opinion. 

Upm 
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IHTUI OI'"P'IC& COWMUHICATIOH 

February 9, 1938 

TO Seoretaey Morgenthau 

Ke1'118.11 Oliphant 

For YOur i nCorm&t1oa 

I bsve talked to Frank. He saya be will put on Cull steac. 

He and Douglaa have seen aDd approved t..,. plan outlined on the 

attached sheet as bsa evel'JO!le, so Car as we know, both in SEC and 

the Treasuey. 

The next .,ove ia to lay thla plan before the trustee for the 

bond owners and the attorney for the debtor. Frank eaye he will see 

that thie ie done inediately. 

Attacbllento 
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fBII!.U'IVll PLAII OF B!OBGAJIIZ&!IOI 

GBII!SI!E VALLEY GAS OOIIP.UI. I!!C. 

The capital.ir.ation ot the new Coltpe.ny will be $865 , 6&0, This 

CoCipany is to i ssue $510 1000 1'1rst 1110rtgage 20 year term bonds 

bearing ~ or 4~ interest, conYartibl.e at the option ot the holder 

into co1111110n stock and callable at the option or the CoJ~P&ey. In 

addition 55 155ll shares ot tlo par COIIIIDOII ~de to be iesued. 

These new securities are to be allocated as tollowu 

$400,000 of bonds and 25, 500 shares of stock are to be used to 

retire $'7551000 1'1rst mortgage bonds ot the old Genesee Company; 

*SO, 000 ot the bonds are to be sold; ~0, 000 ot the proceeds to be 

used to retire t50,000 ot bonds of the Valley Compaey; and the remain

ing ~0,000 is to be used to pay in tull the federal tax claim ot 

approximately f6 1 400 and a secured note of ~1600. Debent ures ot the 

old Genesee Company in the amount ot ~591500 are to be exchanged tor 

71185 shares of common stock. Secured notes ot the old Genesee CoJIP&Q7 

in the &liOunt ot $104 1650 are to be exchanged tor 2, 900 ahara ot 

coJIJIOn stock. The general unsecured cla1as ot ts,soo are to be aat1at1&4 

br 168 shares ot co11110n stock. 

The foNgoing assUIIIes that all pNsent holding co111penies will 

disappear and that t his new company will be an operating company owning 

all tho properties. 
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Preoent: 

L!r. Gaston 
Dr. Haas 
Dr. White 
Mrs. Klotz 

February 9 , 1938 

11: 35 a m 

HM,Jr: 'lie had thie meeting 'l!ith the President 
about the unemployment situation. Both Senator Glass 
and l!r. Rayburn and Chairman Taylor of the Appropriation 
Committee all agr ee that there would be no trouble about 
getting $250 ,000,000 now to l ast us the rest of the year 
provided the President, at t he same time , will say he is 
sticking to the $1 , 000 ,000,000 ! or next year and ho said 
1! they did not tie his hands -- he could not say whether 
it would last but i t would last until Congress met again 
in J anuary, but he was will ing to say, at t his time, that 
he would only ask for 6l ,OOO,OOO , OOO next year. 

Then the only other thins that came out ot the 
ceeti ng was they all said that the f eeling on t he Hill is 
local co~~un1ties are not contributing enough. 

146 

The reason I am doir~ this is I am going on t he 
Hill at ten tomorrow morning. They are having t his hear
inr . Aubrey Williams opens i t and he will make a statecent 
on rel i ef condi t i ons, what they are. I have to f ollow, as 
Secretary or the Treasury, and say why I t h ink he should 
have ~250 ,000 , 000. 

In the few seconds I have had to t h i nk of it, 1t 

seecs t o me my position i s to state what I thi nk , what has 
happened to business since November that would make t his 
t l'J.ng so much worse t hat we now have to ool18 and aek !or 
~250 ,000 , 000~ what has haopened not only insi de but outside 
the Uni ted States. That1 s the way I sse this thing. How 
rapidly t hi s thing has happened since November. And I 
think if you will look up my statement of November lOth -
buainees only began to go dead in November. Since that 
time, gentlemen, this ie what has happened on employment 
figures and the people I would s end !or -- t his is only a 
suggesti on, because you f ellows have to work so f ast -- I 
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nn suggestinG you might ge t Lubin , call hi m up o n t he 'phone 

nntl tell him t o shoot over a memorandum, and also Leon Hender

c.n. 

But t nn t is my t hought, my Job, to tell t hem what 

~.o a happened i nside and out 3i de of the United States. 

No,., , I g o tomorrow morning . They only g ive me until 

tooor row n1~nt to correct what I cay , because they wa.nt it for 

t .. c Co::tm1ttee publicly. Ian' t that my Job , in this p i ctur e ? 

Dr. Haa s: The only th1r.~ t hat worries me a bit is 

I thinz you hAve t o be a 11 ttl e careful in justifyi ng the 

.~50 ,000 , 000 t hat t h e peoole on t he outside m1rht not reed 

i :'lto itth."\t conditi ons are 1"ors e than they t h oug ht they were . 

Af:o!' a l l , y ou are Secretary of the Treasury makint; that state

.ft~ t . 

HU ,Jr : I will t ell t h e m as t hey are . J ust , for 

instance , "•nen I s a id t h ey only made 250,000 automobiles last 

-eclt sa~ Rayburn sai d , 1 I s t r.a t all? I did not kno" that . ' 

I 1on ' t wan~ to ac~re anybody , but, on t he o t he r hand, I want 

oeoole t o kno11 t hnt I know what business conditions are and 

t..~t tr.e whole vrorld t hing will g o down and , as I eay, I don ' t 

t..lnk I will have time to have a fi nished statement , but I 
rant ~£eta . The r.ay I feel i s -- why I a M doin5 this7 Why 

.:vc I cha nr;ed si nee las t week or t he week before? Because I 

nn f rig .• tened at the r ate t his spiral is gaini ng s peed as 1t 

oea down. I have to back tha t up . What's haopeni ng? 

~~or c on i t ions , ecploycent or r 8~ or 8t~. f or January. orr 

so much f or December. I have r ot to g ive t hem certa in indices, 

not ~;iving t h em too much because I haven't got time to assimi

l a te , because we have a dinner t oni - ht a nd I will be ready to 

seP you people at 4:15 wtt•• a p r eli:nirul.ry draft. You drop 

I'V~'r;> t.tl. Of and g o son:e place, Haas , and a t 4:15 I wil l be r eady 

:o , ~ t the prel1m1 nary. 

i~r. IZc.ston : I think i t 1 s all •1rong . I think i t 1 a 

i :: ersel;r fri;;.1tening and no need for it. m.at I 1'1ould talk 

e.~out 1a t ne oreaent unemployn:ent situation. Employment con-

di tions have continued bad and we hAve a certain relief situ

a:1on which we have to mee t and you always talte into cons i dera

a cn t hat we should take adequate care of t n e unemployed and 

hun~ry, and I think that's all you have to say and I don't thir~ 

You want t o say worl d cond1 tiona &re gloomy and paint a g loorny 

!>ictur e . I t h1nlt it's unnecessar y . 

Dr. White: I agree ~1th Herbert. 
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Dr. Haas: That was my apprehension, Mr. Secretary. 
You sai d in your speech thAt nobody would starve and your 
r ecord is perfectly clear. 

Dr. White: I think we can drafttwo statements. 

Dr. P.aas: I think \TB ou~ut 1.0 t ake Heroer t• s ao.vlce 
sr.d not talk about business conditions. We have met each 
week 1~i th Aubrey Williams and you have heard what he said and 
based on t 11e informati on he has given me and based on a spot 
oheck , we have to do it. Anoth~r t hi ng , if you put t h is 
out ..... 

~.Jr: I think I ought to give an i ntelligent in
t erpre tat ion of what I t hink business conditions are in t he 
United States or oUL side , or I ougnt to say nothi ng. 

Dr. White: I c ertainl y d on ' t approve of t he first. 
I t l1lnk you 11111 have ~o give s ome justification -- I am not 
sure -- for the intensified relief s ituati on. 

HM,Jr: No. I could s i~~ly say when they ask, Why 
are you doing this? it 1s based on what t hese fellows have 
told me , 

I nci dentally, her e is t he informat ion. (gave to 
t he men t he meoorandum furnished by Mr. Ross giving a report 
of their invest i gati on i n t he field , dated February 8 . ) 

(The Secretary decided that t he draft should be ·pre
?ered in line with Mr. Ga ston's suggestion. ) 
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Gi!JU? Jti.TING February 9, 19)8. 
4: 20 p. m. 

li . • • Jr: 

uust~n : 

" · . J r: 

"'' s t oo: 

{lot :. : 

H. • .Jr : 

:\l otz : 

Gt s t on: 

ri . ' . Jr : 

Mr s Klo t ~ 
:Jr. Guston 
Jr. Locnhet.d 
.Jr . Ht.&S 
:Ar . .lhi te 

(••fter t alking to Bell on phone) I don • t have to go 
t omorrow mot·ning . 

You oon • t illlve t o go? 

No, tney •re not r eady; t hey won ' t be ready f or the 
.. . P. J. . before Friday . 

uio you {Gaston) cal l off the pr ess conference? 

No, I did not . I di do• t want t o tip it off in advance. 
I wanted t o 11ait and t ell them t omorrow . 

How about J esse Jones? We called off J esse Jones . 

(On ~hone) Tell Mr. Jones thPt I don ' t have t o go 
on tne Hill tomorroiV, so I can put back t he 11 
o ' clock appointment. If it•s all rignt, don ' t call 
me b~ck , ond if it ' s not , call, see? 

oack a t 11 o ' cloc~ tomorrow - J ones . 

It ' s on her e . 

I thought even if it wer e settled t ha t you wer e going 
to go up, it would be better not to t ell them until 
the fir s t thing tomorrow morning. 

hll right . What have you fellows got? Incidentally, 
eccles, Ransom, Chester Davis all a greed that i t was 
good t o stop sterilizing newly-mined gold . They 1re 
having a meeting this af t er noon . Call up here, let 
me knolf results of the Board meeting. Then, i f it ' s 
f a vorable, you (White) t omorrow morning will g e t word -
united statement, and I'll show it to Eccles . Joint 
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confer ence Sa turday, 12: JO, •neeting h er e . 

'iou oon 't Yl6nt anything on thEt now. 

Ur . Cnuir~on, ladies End gentlemen: 

"I "JilJ8E r bef.:lre you to support the recomraendll tion 
of the President tna t fin additional appropria tion 
of ~25J,JJJ, JJJ be made a va i lable for the r e lief 
o r tnt~ neeuy unemployed dur lng t he current fiscal 
y e• r, .vhich ends o n June JO next . 

"Tn~ .l.ct of June ~9 , 19)7, made s vailable f o r &l l o
c&tion by tne President fl , 5JJ, JJJ,JJO for r e lief 
purpo~e~ during t his fi sc&! ye~r . This amount , to
getncr ~ith b!<l&nces r em&ining of pr ior appropri sti ons, 
has be.,n ~>;>.;>ortioned so 65 t o c a rry for •ard til e pro
grum or relief to t11e close of tne fiscul year . 
'!htst.. ~o,>p:>rti;:,nnents .verc made on the busis or the 
bt<lhf tht t the amount r e,1uusted by the Pre.Jidont 
aml appropr i 6 ted by t he Congress in June of lest y esr 
would be sufficient to pr ovide b fully aue~;uoto. pro
grtm of 110rk relief . 

" At th& time the- e s tima t es wer e made end the appro
pri&tion was re~uested by the President business 
activity h6u re;o ched a higher level t na n n&d been 
r,ttained & t U\Y t lile since 19~9 &nd employment was 
steaaily inc~easing . Conultions nave chonged 01rkcdly 
s i nce toen. Business hCt1v1ty , .vn!ch continued 1 t a 
rt~ll tively high l e vel during tht~ summer, shckened in 
the f c.ll and is no.v a t o level materially l 011er today 
th~n at this time l as t yua r . The n~ber of unemployed 
i s much g r eater tha n NilS onticipated when the President • 
estirnl• t e wos s ent to Congress last April. 

"It H IS not expec t ed th~• t the Feder al Work relief 
;~rogrt.m would take care of ~11 t he needy un"mployed . 
1 t 1/hS c.ntlcipated tht. t there ::ould b e an overflow of 
r elief demcnos t o be cared for by St6tes c.nd l ocblities, 
,>r1nclp&l1y of ~nose not £mploytble on Federa l •~rk 
;~ro Jects . Recent surveys, nowever, snow th&t tnis 
overflo~ of persons urgent ly in need of r elief is 
more tnc.n t ne local r elief vgencies c&n meet . I t is 
~ppnrent thut the situation ca n be met only by a 
subst&ntiHl expansion of the Federal program. 
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• aht. s : 

• 1 •• Jr : 

(r ~t>)n : 

r! . • Jr : 

Hut s : 

.. nHe : 

il . .. Jr : 

tl . " . J r : 

- ) -

"! ShY this ~ith & full r~elization of my own 
r esponsibi lity Ni th r espect t o the Government 
f ina nces . But the t is only c. p~rt of " g r ea t er 
r~sponsibility wnich I sh~ re .vitil all of you, in 
,,hicu the public •elf a re t akes fir s t place . 

"Tn., r efor e I hf.VC joined in tnis r equest for a n 
t.dditlono.l r elic!' a poJroprit tion, believing it to 
be urgently nee esse ry to mee t a dire huma n need ." 

S::elt, b ut it h~s no love inter est . I mea n wher e 
i s tne - ·mer e is - y ou fello•1s , my God ••••• 

i:!onestly • 

:in• t uo you .nevn by love inte rest? 

Li ttle bit - litt le . 

No r omance , I mea n. 

1 r , 
_ ;)J,. 

l! ou • r e a gr ea t hwn~onitu rian to s welt t; S a bi g m~n of 
fin:.nce . 

It. WbS washed up pur posely . 

Herbert , tnis i s L1.<t: •~:t I'· vorl t,., s tory . Fello11 
.;t.n..is a ttm .voru t elegru:t , f1ll6lty cuts it down -
"Don ' t na ve t.J sign i t; si1e lm o .:s good and .·:ell 
,;h•J it is . l.;on • t htVt to s ty ' love ,• aon• t have 
t -> .... " - 11oro bfter .. o ro ; tokes it doxn to one 
,.oru : nuere . t! 

,/ell, tha t ,o;ould do this properly . 

Tnat • s t he sort of t n ing you fe llows d id . 

Tha t ' s all tha t Has left . 

God, wha t b lot of- I ' m jus t- I ' m j ust ~>shamed of it . 

~an you remember the day Nhe n we kind of worried ab out 
t~y going up t o t he Academy of Political Sci ence, d i dn ' t 
.<no .: nhethor I sh>)ulu tbl.t or not? Reme!llber 11hB t l.!r . 
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unite : 

h . • Jr: 

': . ~ . Jr: 
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Olipnant said : "Why aon • t you go up and make 
the kind of statement evHry other Secretary 
of the Treasury uoes, jus t one of those stuffed 
shirt s t a t ements? " You did . 

I r emember thAt. 

Yes . But you did here . 

~· ell , there ' s t time for tha t . 

152 

Oh, put it in the morgue. J nyway, ch~nces are nine 
out of ten I won' t hove to make &.ny statecent . 

\.ell, tru: t WnS one of the choices too . 

Tiuot 1 s ~ll. 
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Stntornont of Secretary ~orGenth~u before tho Appropri~tiono 
C~ittoo of tho House or Representatives in Executive 

Soo&ion, Thursdo.y , f'obruo.r;r 10 , 19~0 . 

---------
J'r. Chnir-w.n: 

I a;>:>ear before :;ou to 3uprort the rocozmoendfltion or the 

rroc:~ont thet ~ additional ap~ro~riation or ~260,000 ,000 be 

uo.do nv~oilo.blc tor tile relief o!' t ho !locc!;r une:J?l o-;ed durin.; 

the cur:-Rr:t fiscal 1·eo.r , r.hieh ondo on Jum 30 next . 

Tho Act of June 2 0, 1037, :'\adO o.vo.ilablo for alloo~tion 

by tho Prooidont ~1 , 500,000 ,000 ror relief purpose& durill.(; thia 

riooo.l :·our. This Oll'.ount , to~;othor with balo.ncos r o=inint; of 

!'1•io1· •rrro:rintion:; , hbn boon o.ppo1"tion<X! so o.s to carry .ror-

..-:eN tho pro&ro.c or roliet .to tho c l oco or the fisco.l ;ree.r. 

'ZtcAo a:-rortion=l.C!'lts nere ;;.ndo on tho bAcio or the bolief that 

tl.o c::>euut requested b;; the President l\Z\d e.pprorril\ted b;; tho 

Con.;rooc in Jur:e o~ li\Ot ~'ear nould be oufficient to provide a 

fully adequate pro:;r o.t> of ...,rk rol1of. 

At tho ti".o the eotilnatos woro mado o.nd the approprie.tion 

\IM roqueoted by the Prooidont bueinosa o.ctl.vity hAd re~>ched e. 

hl..;ho r 1ovol than hAd boon a.tto.inec! a.t l\Z\y time since 1929 e.nd 

0!:\J>lo:,=nt we.s steadily inoreul.ns. Conditions have c~ed 

:x..rlced1y since then. BuGineoo e>otl.vl.ty, "hich continued at a 

rolo.tl.vely hi:;h level dur in& the s•u:>Or , ole>olconod in the tall 
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end io now at e. l e·Tcl mate rially lomr today tho.n e.t thi• time 

b ot ye~r, The number of uremployod 1G much greo.ter than -• 

nntioipr.ted vthen the Prooidont ' o ootintlto vms sent to Congrose 

loct April . 

It """ not expocted tho.t tho Fodernl \'iork r&liof pr ogr en 

•-wld tllko care of all the needy UllO"'!'l0~'8d . It Ttns anticipated 

t;"'t there r.oul d bo en c vor rlo\7 of relief dc::!IU'Id& to bo cared 

for by Stt.th and loenlities , prinOi!'<'llY of t hose not e:nploynble 

on 1-ederf.l work projects. Roccnt ourvc;tc , hc;r;;ever , short thot 

thio ovorflcn of pe r sona uq;ontly in need of r elief is no re than 

the loonl r e lief e.,;oncios cnn tooet . It is ~>ppe.ront t hnt tho 

oituation co.n be ...,t only by n eubotnntil\1 e>:pansion of tho 

r'odornl p ro.;l"ill<l• 

1 sa:; this with a rull r ce.litation or ~ 0\11\ r osponoibility 

tr1th roapoet to the Govern..,.,nt fl.lulncoa . But that is only a part 

o~ a creator responsibility which I •here rltll all o f you, in 

\lhloh the rublie r.el!'are t akes first place . 

Ther efore I have joined in thio requut for an additional 

relief appr opr iati on, boliovinb it to bo ur b"ntl y necessary to 

noot a dir o human ne ed . 
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~erst.or; 

;t . !,:.Jr: 

SPnRt...,,. 
!:1n0 : 

Y. : 

" . l!.Jr: 

K: 

!-;.":. :r: 

... ... 
t; , ·:.Jr: 

:i. :: J r; 

K: 

;: .!!.Jr : 

I~ : 

Go llbead . 

Hello. 

l!r . secretary? 

Talki ng. 

This i s \'1'11113.1!1 H. King, 

Yes, sir. 

February 9, 19~8. lSS 
4:-«5 p.m. 

I'm going to try and fin~ oom~ time tomorrow to 
s et that out of t he way. You needn't have any fear. 
I ~v call on you but I don't t hink so. 

~ell, !'nat your Ci sposal. 

~ell , I knor. you are . A~v euggest!on, QY dear friend? 

No I !eeve it entirely ln your ve~· able hands . 

(Laughs) Wel l t hat i e nloe of you. 9y the way, ~·llo. 
can ! bot htlr 

V.ou can bother me, ahout t\'!0 matters. 

·~;en I ~as in HPwali - l eot - two months ago, as 
chai rmen of a committee t~ make a com~lete inve&tigation 
of conditions t her e , I made inquiries of - oh - the 
IJ-?'.'"rnor - everybody thPr e - t he Judges of the Su;>reme 
Court - everybody. Ther~ isn't c. mor e po;>uler m~>n 
~~d there once rasn •t bePn 8 ~n as efficient i n 
t~~t poeitlon as DoylP. 

Is th•.t right? 

~cs, sir. And cv,r ybody was f or hi~ . · Pe'e a bachelor 
and t he offic.,re con~ to eee him; he lives at t he hotel 
and occasionally - very cel dom - he ' d t ake 8 little too 
much to drink. But h i s eff1c1enoy i s re~ark~hle . 
He 's routed out those - the n~rcotic (of couree, they're 
all after him, you Y~ow) all the t gPng , tha t underworld 
gang, because he ' c raised hPll ~ith them, and my 
opinion i s - I ~elked to t he Gov~rnor, I talkr~ t o the 
lla..vor, I talked to t he Nation!!l Committeemen, W1leon, 
I t al Ked ~ith Judge Coke and a ll claesee and t hey all 
t hink t hat he ' e e darn fin e fello~ . 
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H.ll, Jr: 

H.U.Jr: 

K: 

H. ~.Jr: 

K: 

H.Jd.Jr: 

- a -

Colll1ng f rom you, naturallY I g1 n 1 t great weight. 

And I've DO interest at all, other I'd like to eee 
a equare deal t or everybody, you know. 

Naturall.y. 

156 

And I talked w1t.h ·J1m Farley and J1lll 1 a tor h1JI but 
he aaya of course 1t.'a up t o you. And I ' ll see you 
asa1n and let. you know about 1t.. But. you Just hold 
the matter 1n abeyanoe tor a f ew days . 

I'll do that . 

Thank you ver y much. 

Thank you. 
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OOIIFEIU!IlC! II'ITII Til! PRI!SID!IIT ON WEDN!BDAI 1 

F!BRUARI 9, 19J81 RroARDIKl RELIEF ESTIMATE. 

Those present besides the President were Senatore Gleea and 

Barkley 1 Congressmen Taylor and Rayburn, Secretary llorgenthau, 

;.ubrey iiilli.,.s, and llr. Bell. 

r f' · _;), 

The President started the conference bY giving a general. picture 

of the un011ployment sitUD.tion; said tllat ho tllought it was spotty, and 

the reel needs were probably coJli'ined to the large industrial. sections, -

particularly wns tllis true of places like Detroit, Chicago and Cleveland, 

shore the a.110bile concerns played such a large part in. the local. 

Bllployment aituation. Ho said that it had beon necessary to increase 

the WPA rolls during tlle past two 1:1ontlla r atller drastically and bY do~ 

this and in order to live within tlle funds made available bY Congress it 

lfOuld be necessary to drastically reduce tllese rolls witllin the very 

near f uture. He didn 1 t eee how this could be done at a tills when UDeaploy-

mont was increasing. The President then nske<l Aubrey Wiillnma to give 

hie views on the general. unMplOJIIent situation. 

llr. Yliillama stated that bia organization had recently 11111de u 

check in several. citiea and on the bash of this check it 11&8 esti8ated 

that there were 2501 000 people in the country who are now out of work and 

receiving no relief of aey- ldnd but who are in ll8ed. Be said tllat reporte 

ths t be baa reeai ved froa the various reliat agencies tllrougbout the 

country indicate that there are about 11 6501 000 people on the local. relief 

roUe, which rolla hue boen increased froa 4001000 to 500,000 in the past 

two and one-hal.f 110ntlla. Of this total. nuaber be said ths t there were 
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opproxia&te~ 5()0, 000 wilD wue Mplop.ble and ebould be on IP.l roUe. 

rue he said would Mite a ~tal of 750, 000 peop1e wilD ebould be oancl 

for by tbe liP.l but for wbich tbere is now no IIOMT• Be pointed out that 

u.e ie of the esHnce in this -tter, tor UD1eas Coacreee aakes liON 

money available in the very near future it will be necessary to Hnd out 

orders to reduce the liPA rolla dur~ the 110nth of llarcb 1tr .150,000, and 

to furtber reduce thea in April lind. llay eo that the rolls at the end of 

tbe tiecel year wUl allow not JDOre than 1,5(10,000. 

There waa tben a general diacueaion &110118 tbosa present &II to juet 

i r...-:> -.... ~ 

what ebould be done. The President 11aid that aa near as could be figured 

out it ns eat!Aatecl that $250,000, 000 additional aonq would be required 

to care for the situation. Be said he had in mind submitting a deficiency 

estiute t.ledia~ and wanted to know from the leaders juet how pro.ptlJr 

action could be taken to get it through. llr. T~lor, Chairman of the Bouse 

Appropriationa Coaaittee, said that he would t.mediately call a h~ as 

soon • • the 11easq:e caae to the Capitol and thought that it llight be 

possible to report a bill the early part of next week. llr. Rayburn thought 

tbat the Bouse would give it proapt attention. Senator Glasa said that 

he did not anticipate s:rq trouble in the Senate, that there were, of course , 

a n1111ber of Senators , he was one ot th.,., who thought that the looal c.,._ 

muni ties ebould share a lar&er burden of tbe relief load, but aa loac as 

tbe federal Govar11111ent continued to appropriate large s,.. ot IIOMY such 

as it bas done during the peat four or five years, he did not think there 

was much chance for those co•uni ties to ass.-e their proper share of 

this burden. Be said, however, that it the est!Aate coaes over fro• tba 

Bouse he was quite certain that it would receive proapt attention, although 

he could not apeak for bia collea&ues on the Appropriations eo..ittee. 
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It was agreed, therefore, that the Preeident ehould aeod to the 

Capitol ~ate:~¥ a detioieD<lT 11t1Mte tor $2SQ,ooo,ooo aa &A ad

di t1ooal .- w:der the EMrceDCT Appropri ation J.ct ot 1977. 
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MEl.!CRAlmJIJ OF TEE DAY• S ACTIVITI!S 

!'ebruary 9, 1931! 

To: SecHtary !lorgentlau 

!.1r . lo!agUl 

l . '1.'1\x Bill 

l.li' , DouS)lton has infortMt1 "" that the Demo<.1 >t1o 
,..,.he rs or the \/aye and !.!eLUts Commit tee are Meeting again ta:1or~ 
r•~rdine the propoo~d tax on closely held corporations , It Ia 
li:C•l:l t!Je.t """"' final action will be taken aoon, since a draft of 
tb~ proposed bi ll 1a n"" Hl\dy, 

2 . Exempt Cornrst1ona 

The attached '!18l'l0r81'4110 t'rca the c..,.,Jssioner 
•••rlitles tbe infot't'1etlon ! (93.Ve !'OU l ast ..,.ok respeo tlng returns 
f •<"D tl!t> questionnaires mailed to previously ftXempt organizations , 
Yc•J will note thllt the C®ntesioner oonolud.os on Jlft8& two that about 
3} rercftnt or t ll8 fomAlr e xemption rulin'!• "1111 probably be overruled , 
:.t•·· G,., .,.. . has advised ""' that the H~~d or tile Rules and Regulation~~ 
'>lvision (r•hich ie In cllllrce or the world states the.t additloMl 1111111 
.<111 be required 1r t lta r;ork Is to be co .. r letad 1fltbln six 1110'\tbo; 
en~ t!lat the Div ision ot'>f'n•he will e01:1plete its emoinetion or 
"""! t1onna1rea and other recta releY1lllt to th., exe:lptle>n durir!B the 
cour"" ot • year , In vie" or the imJlOI't anco or t he ~ubj..et ... tter 
sl.clltl d I not toll tb., CCD!!Iui"o~r to ,.,.,.~ the nocess.ary arrange,..nt~ 
to eo tpL~te the 1"'lrk during the next six montbo? 
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TREASURY DEPARTMENT 

WASHINGTON 

February 5, 1936 

ue=orandwa for Secretary llorgenthau: 

In re: Reconsideration of the taxable status of 
organizations previously ruled exempt 
fro~ Federal inoame tax. 

Thoro is presented for your information a stat ement indicating 
the progress 11111de as to the work descr i bed above , which is boin.r; 

conducted in the I nccme Tax Unit . 

Between September 20, 1937 and Novo:ber 16, 1937, 29, 597 
questionna ~rea v.ere mailed to organizations which had been prni
ously ruled to be exempt from Federal income tax under provisions 
of tho various revenue act a oorresponclin.g to section 101 of the 

Revenue Aot of 1936. 

In responee to tho request t hat those questionnaires be re
turned, 24 , 026 replies have been received up to January 26 , 1936 . 

or these , 16, 394 wero ques tionnaires to Tthich either a partial or 
complete response had been made while 2,082 were replies giving 
various r easons for failure to complete t he questionnaires, some' 
indicating t hat t he organizations had been diaeolved or merged with 
other organizations , others etating that info~Ation had been eub
mitted previously a s to their statue . Thora wer e 3, 550 of t he 
quoationnairea returned by postal authorities as "undelinred" . 

Of the 16, 394 questionnaires received, 2,172 h&d been examined 
up t o January 15, 1938. Tho proper action to be t&lcen haa been 
determined as to 2, 011 of those casoa examined, While t ho remaining 
161 cases of the group cannot be disposed of pending receipt of addi
tio!Ul.l data . Tho organi•ations have not yet boon advised ot the 

act ion to be taken a s to their cases . 

i S• - .. 
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tn ro: Reconsideration of t ho taxabl e status of 
organizations provious ly ruled exempt 
from Federa l income tax. 

Of tho cases (2 ,082) ~ore tor various reasons the question

naires were returned without the required information, 891 haYo 

boon oxaminod and closed upon the basis of the aYailablo infor

mat ion . 

It ia proposed to make further efforts to obtain information 

in thooo oases whore the quoationnairea wore r eturned "undolinred" . 

It i s probable t hat t he collectors in tho several collection dis

tricts wil l bo of oaterinl assiotance in this connection. 

EXhibit A att ached rofleots the foregoins statist i cs in tabular 

fonn . 

It """ found that of the quostionnairus oxa:'l i.nod up to J anuary 

15, 1936 ( 2, 172 roferred to in Exhibit A.) the proviou.s rulin& should 

be nffinned as to 1, 944 while it was indicated that as to 67 the 

previous ruling ahould be r ever sed. Additional data noeoaao.ry to 

consideration of tho r onaining 161 oases of tho group had not been 

reeeind aa of J anuar•t 15, 1938. Aaal.lllli!l& that tho poroenta(lo of 

ruling• to be rovor aed whioh <rill be found appll.oablo to tho oases 

in whioh additional infoJ'll1lltion io necessary is t ho same ns that 

i~dioatod with r eopoct to tho other cases of t he gr oup, only about 

3~ of t ho ontiro gr oup examined ~ou1d bo aubjeet to r eversal . Tho 

r osulta as to such a l argo group of eases (2 ,172) should reflect 

fairly nocurately the aitu~>tion o.o to the entire group for which 

questi onnaires have boon roooivod , but i t should be observed that 

where it is proposed to reverse prior rulings auoh ootion will 

probably bo vigorously protested with ~~e posaiblo r osult that in 

a number of eases the previous ruling rr.ay finally bo affirmed. 

Exhibit B indicate• the r oaulta of examination or 2,172 

questionnaires received . 

Roferrin~ to the extent of contributions to t ho approximately 

8 , 500 oor porotions , donations to which aro permitted as deductions 

ae;al.!lst t axable income , our atatiltios i .ndieate t hat agal.!lot 1934 

returns $272,822, 000.00 YI&S so uaed , distr ibuted anong inocme 

ol o.csea 4U shown bolo•us 
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l'•"'orandw:> for Secreta ry L!orgenthau 

In re: Reconddera t i on or the t axable 1tatu1 or 
or ganhation• prnioualy ruled exOI!pt 
trao Fe deral inoaoe tax. 

Contribution• 
!let income olauea {1) 

Number or returns Alnount 

Undor 5 { eat) { 6) $143 , 172 
5- 6 83,623 12,910 
6-7 54,055 9,784 
7-8 35,806 7 , 519 
8-9 25,184 5 ,968 
9-10 19,213 5,313 
10-11 14, 488 4,277 
11-12 11, 586 3,H4 
12-13 9 , 621 3 ,300 
13-14 7,754 2,968 
14-15 8 ,898 2, 869 
15-20 20 ,846 10,460 
20-25 11,070 7 , 208 
25-30 6, 665 5, 545 
30-40 7 , 105 8 , 094 
40- 50 3 ,725 5, 84' 
50-€0 2 , 107 4,189 
60-70 1 ,318 3,501 
70-80 806 2,421 
80-90 597 1,798 
90- 100 406 1, 593 
100-150 862 4,791 
150- 200 324 2,630 
200-250 180 2, 038 
250-30. 112 1,716 
300-400 70 1, 337 
400- 500 33 909 
500-750 51 1,624 
750- 1000 24 1, 137 
1000-1500 19 1,329 
1500-2000 • {8) 
2000-3000 4 468 
3000-4000 1 {8) 
4000-5000 
5000 and ovor 1 (8) 
Claaaea grouped {8) 2 ,399 

Total (§) SZ4,!&8 $272,82Z 
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~emol'andum for Secretary l!oi'geothau 

In rot Reoonaideration of the taxable atatue of 
organi &ationa pi'OT1oualy ruled exeapt 
from Federal 1noome tax . 

(1) lo:oney figurea and net i noome olaeaea 1n t houaande or dollai'a 
(6) Not available 
(8) Classes grouped to oonoeal identity or taxpayer 
( 9) J::xoludea rotums with net 1noome or undo)' $5000 

lD i .ncome tax returna for 1S36 tho amount ot oootributiona 
taken as deduotiona totalled t388 , 142, 000, 00, diatributed to i noomo 

elaeaoe as indicated below• 

Contributioll8 

:let 1nc0!!\e olaeaea ( 1) 
Numbor of Returns Alllount ( 1) 

(Retums filed in period January through Auguat, 1937) 

Under 5 (estim&ted) 
5- 10 
10- 25 
25-50 
5o-lOO 
100-150 
150- 300 
300- 500 
500-1000 
1000 and oYer 

4 ,795, 573 
417 ,724 
175,16 .. 
40,782 
13, 506 

2, 588 
1 , 535 

330 
177 

61 

6 ,447 ,439 

$188, 698 
53, 058 
47,193 
28, 991 
24. , 739 
10,864 
13, 127 
8,257 
7,369 
7 , 845 

$388, 142 

(1) !let i noome o1o.soea and money tiguroa in thoueando of dollare 
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EXHIBIT A 

Showing status of 29, 597 queationnairoo 

mailed to or ganization• preYio11oly 

ruled exempt 

Character of 
Reoponao ll~or 

Quo~tionnaireo received 18, 394 

Lottera received from organi 
taticna advising that they had 
boon dioeolvod , that informati on 
hBd been f'urnished some t ime ago 
or th~t they had mer ged with 
other organizations, etc. 2 , 082 

Letters with q11eationnairos 
r eturned by posta l authorities 
"11ndeUverod" S , 550 

No r ooponoe received 5,571 

Total 2i? , 597 

NIICiber 
Examined 

2,172 

891 

30 

Proper 
Action 

Oetormned 

2 ,011 

891 

so 

2, 9S2 
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EXHIBIT B 

Reou1te ae to queetionnaireo returned 

and examined up to January 15, 1938 

Nunber exaa.lned 

To be t.ti'irmed 1, 94-4 

To be reversed 67 

InformAt ion requested, 
but not yet received 161 

2 , 172 

2,172 

'6" .!. 0 

-. .. 
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To: 

7 r<t1 : 

Secretary llorg&nthau 

Mr. Ma!lill 

AttRched i s tb!l Shoup memorandum rel&till{l: to the 

Ondbtrib-tted Profits Tllx e nd tbe substitutes t b .. retor in 

t t.o pruent tax bill . You l!lllY recall tl:ftt you a~l<ad ""' to 

•end it to you .men - talked oft r tb& tflla-plloll8 a raw 

ni r;l>ta aeo . 

~1S7 
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From: 

Ur. 1:ac111. 

l.lr. Shoup. 

l'ebru&r;y 2 , 1938. 

Col!llllenta on the 20-16 Plan and 'l'1 tle I-:B. 

'rhe question~ you p!lt to me eome time 860, and my tentative 

anowera, follow: 

l) ~ t he 20-16 plan and I-ll a t :mnel tion t o a final 

lot;ical form for t he fairly i=ediate future? 

Uuleas t l:e entire matter 1a thrown open for discussion 

a~in (in that case , see Queet i on 2 below) , we must apparently 

nuume thl>t for t he near future ConGreaa will not nllou a 

carry-over of los&es for more thlln one or tv10 years , even for 

t ho undistributed profl ts tax. In this caao any substantial 

\UlAllstributed profits tax will work considerable bardship on 

tl'.e cyclical industries. It my, 1! heavy enau&h, tend t o be 

'!'611Ged on in price increases t o con.w:oere . '!'his in turn 1:8:1 

reetrict the volume of trade. If t heae econoal.c consequences 

do not eventuat e, obvioue inJustice in distribution of t he 

t ax load will occur, since t he eyelicnl buelnessea will be 

dro.ined of t heir • proti ta• , wi t h no way t o cake up for loesea, 

and t he etocl-.holders ' equity will t huo tend to ahrink appre

ciably from one cycle t o t he next. It aeeCIII to ""' tbat with 

no , or •ery reatricted, cnrry-o•er proYiai ona, the un

dietribut ed prof1 ts te.x 1a better repealed entirely. !IDa 
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I re"'rd the 20-16 plan ae a step i n t he right direction only 

bect~uae 1t 1s a step tovard repe&l - but let me reecp"hs.ai ze 

t lll'.t m:r answer li'Ould be diff~<rent 1f extenaive carry-over of 

looceo wore penllitted (five :years at a m1nil!llllll) . 

Tne same difficulty must be f aced under Title I-3. 

l.ony of these closel y held C011l0rat1ona are in highly 

c;;clicl\1 in<iuctries . I ba::ard a &J.Saa (which cde;ht be checl:ed 

lrJ a fr.1rly exte:-tsi ve ctatiaticnl study) that ~mn;y of t hese 

corporntions a!wuld not diotri bute :>ore t han 30 or 40 per cent 

of t hei r • net i nco!:le• in t r.eir .:;ood ;rears it' they a re t o avoid 

d1Gtri ~tint; more than tt.eir net enrnin.;s over t l:e c:'cle. 

Conncquently, I t hink t hat I-3 a a 1t stands tends to be o. cure 

tllat io vK!r&e the.n t :rat part of the di oense tl'-"t it can cure . 

rhe adverse economic effects would be lar &ely obviated, 

AMi ti.e injust i ces sooel1bat Llitia>ted, if the corporations 

\.Ould pay dividen<is in t a>:a.ole atock , or would exercise t he 

coerciTe power of stocl: rit;bt a f o r privilet.ed subscription at 

barcain prices to t;et back the ct\&ll t hey pay out . :int there 

c.re substantial and , I ar.1 noTT comin& to think, conclusive 

rco aona ncainst either of t hese policiec, from the vief1P01nt 

of decirable corporation finance practice. L~reover, the 

l1tJ1 t ed experience t bu.& tar reveala no e:r eat t endency to use 

t heae devices , 

Even i f they were used, t he injustice to..,.rd inYestora i n 

c)·cHcal industries 'WOUld not be entirely el1Cl1Mted. ~rue , 

' GO ~ " 
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corporation stockholder• in crclieRl i ndustries would be 

pleced on 11Ubst4lltially t h o aame plalle as ownera of un-

i ncorporated concerns in ouch industries - but only lrJ aubject

i n.:; t he tor-wer to the same d1scria1Dation iczpoaed on the let ter 

(i . e., ti\.Xl.n;; as 11 net income" oomethill{; thl.\t over the cycle 1a 

eeen not t o be net incoce at all). A more rsasoNLble procedure 

1s to brin;; the cyclical-unincorporated-concern investor closer 

t o t he tre:.tment thD.t una accorded t he Cl•clie:>l-incorporated-

co~cern inves t or before 1936, In effect , the latter was given 

a chance to get an indefinite carey-over of louea as concerns 

'O& rsonal. aurtaxeo since t he corporate gains of one yenr could 

be kept wtdistributed to be washed out , in whole or in pnrt , 

by leter corporate loasoa , only t he balence bei nc; declercd i n 

dlvidends, 

To the consent-dividend proposition t he ......., rena.rlca a s 

f or t he dividend-in-stoc:: a l'!>l y , rltll t hose 1\'D!)Ortant differ-

encea: the effecta are not controry to sound corporate fbance 

p ractice , and t lle device mllY i n fact be used by ::ore corporations 

(aae ~~her reO&~ UDder second quest ion) . 

So f a t· as t he r a t es UDder the 20- 16 plan and Title I-B 

a re light, all t he objectio:ts above are lessened. W.t a U;;ht 

rate hl.\a t his aerious dlsndve.nt nge - 1t induces controlling, 

h1Gh-incooe atoclcboldera t o aacri!ice non-eontrollin6, low-incooe 

atocmolders to t he i nterests of t he fol'!oer. J. 20 per cent rate 

1a a serioua i n road on the stool: equity of a oJ:all t nveotor who 

• ~f\ 

ltv 
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"COuld po.;· only a DBrginal rate of , ~, 10 or 11 per cent 

(and a mUCh ennller effectiYe rate) if t he profits were dia

t ri buted - but it a>y be a be.ro>-in p rice for a wea.ltey atoclc

l.older for t he privilege of retention. If t he wealtey atock

l:oldcr 1a t he one who controls t ho dhidend policy, he my, 

i r. effect , force the lon-ir.co~e stockholder to take a cut in 

LiD equity i n order tc.o.t tl:e wea.ltl:y stockholder !!BY avoid or 

"'&tpone surtax. 

F1nally, I ,._.ppose o;:e cuat aati\IQII that !or t he tbe beint; 

Con:.;ress will not give the i ndivid\lD.l aey credit on account 

of nonolal corporation t e.x paid. This 1 a at ill another rea.aon 

for ab"nt1.onbg an undistributed pr o!i ta te.x. 

To s=:nrize this rather len:.;t ey r oply to t he first 

queotion : \71th restricted allowance !or carey- over, ClfCliCAl 

concer:>s .,.,uld be so harshly tre!Lted under a subst:mtial un

U atributed profits te.x t hat t he Good e.tt'ects of t he tax would 

bo l a rGely , per haps entirely, counterbe.lanced. 3Yen if taxable 

atoc:: dividends or consent dividends are eoployed, t he result 

1a a atep i n the wro~ direction for cyclical i nduetriea. In 

vien , also , of tlle r efusal t o allow the individual any credit 

a t nll for corporation normal tax po.id. t he beat t hing would 

r-robcibly be to work to""rd t he coll1J)lete r epeal of the un

dictributed profits tax (inolu4ill6 ~tle I-ll) , and rely instead 

on Mtchlng t he !!!!_ undistributed profit& (after allowance, 

tLAt h , !or cyclical effect) i n later diYidends , in capital 
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0
'!lina , and throu;;;h g1ft ta.xea and death taxee, 'i.'Aia ia an 

unaat1afactory r esult , but not aa unaat1afactory as a tax 

~lel\&ure t l:lll.t t ends to ehrtnlt et oel<holdero 1 equ1 tiea, ro.iee 

nl'1ceo to cousUiaers , and sacr1:1'ice low-income m.l.nori t y i n ter est a 

to lli..,h- incor.'le controlli llG inte r eate. 

2) 1Til&t a!YOroach should be t al<en 1! the entire matter is 

thror.n 0;_)811 for disc-.18s1on acain? 

I suegest that ouch ~re e~aia be blven to finding ~· 

o! ta.xiDG t he stoc;d,older of t he corporation inataad of th.e 

corporation itself. ~e consent-div idend p r oposition, especially 

if 1t c:nn be made ava i lable even when some stockholders r etuee 

to join i n t he plan, i s a step in t his .Urection, 

Anothe1· otep of t he sw..e ld.ud io t o fo rce t he 11 consent" 

by an OJ)tional but very het\v;: t ax on o.ctual dividends and 

oo.:>ital ::;ains - perl:lll.:;>S somewhat ao outlined on pa.;e 3 of ey 

ce,., r.·md= to you of ::ovember 19 , and perl>npa a lso with so:>e 

.:.elo.y .;m:1t ed for !"l;r.:>ent of t he tax on the undistributed share 

ln t he J)r<>fits (note that t hia plan nlao involves letting t he 

individ=l t ake up his share of t he corporate losses , just aa 

n )_)llrtner does) , 

Stoppo.,:;e of 

1/ 
loopooles i n t he to.xation of capitnl gains 

h nnother step i n t he sw:~e cenoral directi on. Possibly some 

1} For o.n e:xample of auc.h a loophole eee t he .A.ypendix a t the 

end of t hi a me:o>o randuc. 

, -, ~ .!. (.. 

. . 
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other t echniques will be f ound 1t turtber atwl.y is &in n to 

this a pproD.Cb. I think t hat on}Jr b:r working at t he problem 

!rom the i ndividual's aide re.tber t hD.n t he bueineaa1 eide can 

ne o.void the disturbing economic effeoto and inJustices tbat 

h?.ve genemted the great pressure for repeal t hat now exists. 

J.long ri th this o.p:r>roncb should of coune go the efforts 

t o get t he carey-ov e r for loaaeo in computing t he net i ncome 

of t h e buaineos , and t o give t he i ndividual some credit for 

corpol'lltion nor:m.l t.a% !Xf.id. 

If cnrcy- over is not given, ahould an effort still be 

lMde to approach t he problem as just wcgested, or should the 

"hol e thine be dropped? !l".Ua 1a " difficult question, which 

un :r be l eft for the moment , on the aeawaytion that if the 

entire m t ter is i ndeed t h ro1m open for discuaaion there will 

be at least a chance to get a libero.l Cl\rcy-over p rovision. 

3) liould it be advisable to re.iae t he 20 per cent rate 

to 21 or 22 per cent? 

For reasons already g iven under ~eation 1 above , I t hink 

it would not be a~viaable. I f added revenue is neede~, let it 

be t n!:en froc t e.xpayera genero.lly, t hroueh i ncreases i n per

aonnl aurta x ro.tes , rather t han from atoc!:hol dera , particularly 

lllinority, low-income stocltbolden in cycliCl\1 bu.ainesses. 
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APPENDU 

Ex8lllple of Loophole under To.x&tion 

of Ce.pi tal Ge.ine 

Taxpt\yor A earns (,100, 000 and invests it in e>orpor ation bonds. 

::o oavoa the interest, and a t hia death tile 'JlOO, OOO he.a thereby 

70T:n to " 150, 000. I f all of it is subject to the eatete tax, his 

te.xco o.a e. rooult of this working and inveati n,; areo 

l ) Inco::~e tax on the ~100 ,000 when earned 

2) I noorae tax on the 1;150, 000 aa recei ved 

3) l:stote tax on the ~150 ,000 (o.aouminc; he haa paid tile inoome 

te.x from other r esources) • 

Taxpo.yor B also earns ~100 ,000 but invests it in non- dividend 

po.yi n.; oteolto At his death the atook ht>S appreoiatod 50 per cent. 

1f o.ll of it is subject to the estate tax, hiG taxos as a resul t of 

this worldn;; and investinj; areo 

l ) Inc=e tax on the .,100, 000 when ee.rnod 

2) &tate tax on the ~150,000 (uaumins he haa paid the ineooe 

tax b'om othor resources) . 

Ta.:q>o.yor B pays less tetal tax booe.uoo he has r oceived his invest

ncnt income in the fom of capital gain rathor than inter est or dividendo . 

Until , if ever , the ~so .ooo appreci ation i n tho stock is pai d out 

in dividends , not even the heirs will pa y t ax on th1• aooumulation -

and even i f they do, the dividend payr.~onts will in faot tend to de

creaoo the ~~~&rket value of the steak ao thAt they can ree>oup via 

capi tal lou (or smaller capital gain) what they pay in tax on 
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dividends . lo!or eover , the he i ra Ill&)' h&ve leu totAl income the.n the 

teot&tor, and thus pay less tax on tho &OoW'nll&t ion t han he would 

have p.Ud . 

Tho result of this discrimination botwe en A and B is almos t 

sur el y to increo.se aubstantia.lly the preuure to withhold earnings 

111 oloool y--hold oorpora.tions of the typo covered by the proposed 

Ti tlo I - B. ln ~;enera.l, the result is & preosure for wea.lthy pcrsom 

to oook an increase in econocoic power throu.;h unrea.lhed oapita.l ~;a.ins , 

J.JJ the exe.ople above s hows , the estal.o tax does not r """'vc this 

prossuro . if this loophole for B is soMehow plugbod , the nee d for 

such a provi sion as Title I - B is subotAntie.lly diminished . 
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l)NJ' Kll.at&OOI 

1 tba.Dk 7CN tor 7~ letter ot Zmtary 86th , 
oxple tn1nt: the G1tcat1on w1tb reapeet to bNDOh 
'buklnC ~r the 1- 1n t he State ot •- Tol'lr 
an4 a..-ar 11: 1nn 7our v1o•• wl.tb reapeot to 'Milk 
bo141Do ooapantaa. 

1 lloa'l'e alao noteci the enoloalll'e, ta ll:u t~ 
Profaaeor Chapman ' s t ook. 

Vef'7 trul7 7oura, 

. 
[ 

'1'bll s eorot ary of t ho Treaeu f'7 

Kr. Qaataee SeUpen, 
sulllftD a c-eu, 
48 'lall Sti'Mt, 
•- Tol'lr, '" Ton. 

C&Uapa 

• 7:• - \) 
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SULLIVAN & CROMWELL .M/~11!/i~cG J/0,/%~ 
.Jg /I'll(> ((Jf:umkm, ~ll:i. 

~v~r~ January 26, 1938 . 

The Honorable Henry Morgenthau, Jr. , 
Secret~ry of the Treasury, 

Washington, D. C. 

Deer Henry: 

Upon returning to New York a.nd checking up the st atute , 

I found that I was mistaken 1n the statement I made 1n answer to 

your question and therefore I am writing to correct it. Under 

the New York statute, banks may , if the Banking Superintendent 

approves, open branches within the banking di strict where the 

main office is situated . There are nine banking districts in 

New York, and Marine U~dland Corporation has at least one bank 

i n each district . Consequently, if it were forced to dissolve, 

it would have to distribute to its stockholders the stocks of at 

least nine banks . Many of these banks would be so small that the 

6.111ount of stock going to each of the t wenty-six odd thousand 

stockholders of Marine Midland Corporation would be so little as 

to be almost negligible. There would be no market for t hese 

shares with the exception or the New York and Buffalo bank.s, and 

the loss to t he innocent stockholders would be tremenaous. 

As long as I am writing you, may I take this occasion 

to Sl.llDll1arize briefly the views which I expressed this morning: 

(1) All students of American banking agree that the defect 

in our system is too many small independent banks . 

(2) Branch banking or group banking (i.e . , ownership by a 

holding company) are both means of correcting the evil. 
Regraded Unclassified
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The Honorable Henry Morgentbau, Jr . 

(S) I t is impossibl e to eliminate the evil of t oo many 

s:!lf.ll banks without havU1g fewer banks which will be greater in 

size s.nd power . 

(4) A group like Yarine Midland Corpor ation with deposits 

of under ~5JJ,OOO , OOO has much l ess pO¥;er than many New York 

·:·hllks ~. ith many times greater d eposits . Both are equally sub-

"· 
ject to the possibility of control getting into bad hands. 

-~-

... .. .... 

(5) Bank holding compani es should not be pr ohibi ted, Just 

;,s large banks are not prohibited; on the contrary, they should 

be fostered . However, there should be the most complete Federal 

regulation in both cases . Canada and England believe in few 

po;:erful banks subj ect to proper regulation. 

(6) I f it is decided that bank holding companies may be

come so large that they cannot be properly regulated (which I 

cio not believe) , ~hen the following suggestions c ould be adopted: 

(a) Limit bank holding companies to one Federal Reserve 

di strict or to one state . 

(b) Require Federal Reserve Board approval to any fu

t ure acquisi tions by existi.ng hol ding comp~nies. 

(c) In addi tion, bank holding compan ies might be required 

within, say , five years to sell stocks of non-banking com

pan.ies cn.ned by them. 

(7) Bank holding companies like Marine Widland Corpor ation 

heve been of unquestioned service to New York State . No critic isms 

hGve been made of it by any public authority. There i s therefore 
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The Honorable Henry Morgenthau, Jr . -3-

absolutely no r eason why a company l i ke Marine Midland Corporatton 

should be compelled to dissolve j ust because it is f eared that 

some other companies may become too powerful . Fairness to the 

twenty-six odd thousand stockholders of Marine llidland Corpora

tion demands that it be allowed to continue to exist , 1n the 

absence of any possible argument that llarine Midland Corporati on 

bas done harm 1n New York and not good . 

I also mentioned t o you that I had with me at the meet

ing today a book by Professor Chapman, and I enclose herewith a 

short extract from the same which I think expresses the views of 

authoriti es 1n the field. 

Faithfully yours, 

e-~ ~ 

(Enclosure} 
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CONCENTRATION OF BANKING 

BY 

JOHN K . CHAPilA.ll 

u 

"Gr oup banking ae we know it today has developed 1n 

this country very largely since 1927 . The data showing the 

extent of this movement are usually associated with chain bank

ing. A statistical presentation was not possible of this system 

alone. During the years 1931-32, it has probably Just about 

hel d its own numerically . VIi th the growth of branch banking 

and a liberalizati on of the bra.nch- bsnk1ng laws, it seems like 

l y that the extent of group banking will rapidly decline , s ince 

it i s , or has been, so largely a substitute for branch banking. 

Group banking, if properly managed , should strengthen 

the banking system 1n the states ~nere branches are not per

mitted. 

* * * * * 

The concentr ation movement v.hen limited to the field 

of banking includes practically all the leading industrial and 

commercial countri es of the world. The development in the united 

States have followed similar changes in England , Germany , France , 

and Canada , as wel l as some ot her countries. In England and 

Canada, for example, the number of banks remaining is small, 

while the number of branches operated is large. Kore specifi

cally , the amalgamation movement 1n England bas reduced the 

number of independent banks to a very Slllall fraction of what it 
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was !ifty or one hWldred years ago. The tendencies in this 

country are the same as those 1n England, but far less ad-

vanced. 

Study of the concentrati on movement of banking 

in this country thus leads to the general conclusion that 

the banking system is and has been for a number of years 

undergoing a gradual change which will , 1n the end , give us 

comparatively few b<illks with a large number of branches . 

The decline in 1;he total number of banks will no doubt, in 

the long rWl, make necessary c erta1n changes 1n the central 

banking system. * * * These changes taken as a 

whole should, i~ properly directed , strengthen the banking 

systetn , rendering it safer and more efficient. 11 

Page 372 , 373. 

- 2-

Regraded Unclassified



TKI WHITE HOUSE 

-~·NQTON 
CONFIDij!!TW• 

rebruarJ 10, 19:18. 

IIEII>RAlmUM J'OR 

'l'HE SECRETARY or THE TREASURX 

Will rou speak to me about 

th1& when rou are rea~ l 

P, D. R. 
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To the Congress : 

A development has occurred in our banking 

system within the last few years that seems to me 

to hold elements of very serious danger to our 

economic life . This development iS the extension 

ot bank holding companies. 

' 8" l \ J 

It iS hardly necessary, I think, to point out 

to you the great economic power that might be wielded 

by a group which may succeed in acquiring domination 

over banking resources in any considerable area of 

the country . That power becomes particularly danger

ous when it is exercised from a distance and notably 

so when effective control is maintained without the 

responsibilities of complete ovmership. 

VIe have seen the multiplied evils which have 

arisen from the holding company syst em in the case 

of public utilities, where a small minority ownership 

has been able to dominate a far- flung system. 

We don't want those evils repeated in the 

banking field , and we should take steps now to see 

that they are not. I am not thinking so much of the 
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present s i tuation as o! what the result may be i! we 

permit the trend to continue . It is not a sufficient 

assurance against the future to say that no great evil 

has yet resulted !rom holding company operations in 

the be~k1ng field . The possibilities and even the 

probabilities o! great harm are inherent in the sit u-__ .. 
at! on. 

Both the Congress and the legislatur es o! a 

number or the states have deemed i t wise to place 

limits on branch banking , but no limits have been 

placed on the holdi ng company system, which accomplishes 

a similar result without a similar measure of responsi

bility, and permits , with equivalent capital investment , 

domination of a much broader field . 

I therefore recommend that the Congress enact 

at this session legislation which will e!!ectively 

regulate the control o! banks by holding companies . 
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February 10 , 1938 

Sent for Ma.gill this morning and told him I was 
getting very r estless about the tax legi slative progra.m. 
?old him it seems to me t hat while Rome is burni ng , we a re 
fiddling around with or.e provisi on of the tax program and 
possibly the price we are paying !or reform is too great. 
That I am re- examining everythi ng that t he Treasury is 
doing that affects business . That nex t week I would l i ke 
to follo1v up t he action of furnishing $250, 000 ,000 for re
lief plus acti on on gold .with some kind of an announcement 
t~t we have broken the log j am in the tax field. 

I said I don't know what channel I want to take, 
b~t we nave got to do something . 

183 

llagill was entir el y receptive and I suggested that 
he and Shoup and Tarlea~ have luncheon and that we r eview 
tt.e whole situation. 

I said while we are spending all this time on the 
closely-held corporations, we are doing nothing to atop the 
avenue of escapes through t ax-exempt securities . I thought 
our poai tion V18s whol ly inconsistent . I asked him to re
exa~ne that field . 

I said, People talk about gold stP.ri lization. I 
said, It does not begin to compare with the sterilizati on 
of money that goes on through permitting investors t o steril
ize the ir money in t ax- exempt securities . l~gill said he 
would look at t he vnr1ous suggestions which had been made 
to close thi s avenue. 
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H. LI.Jr: 
J py : . 
:":.ne: 

H.!J.Jr: 

C: 

H.U.Jr: 

~ . •• 

H.U.Jr: 
.. 
v . 

H.L!. Jr: 

"· .. 

H. 1.! .Jr: 
.. .. 
H. Ll. Jr: 

.. .. 
H.Y.Jr: 

" · -. 
H.ll.Jr: 

" · .. 

Go ahead, 

Hello. 

Hello. 

Hello, crane. 

Good morning, Ur. Seoreta.cy. 

How are you? 

February 10 , 1Q38. 
Q:26 a.m. 
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Ur. Seoretacy, you remember I had Armstrong down t here 
talking to you about Ke~ioo? 

Very di stinctly. 

Well , he ' s been down t here tor a couple ot weeke or 
more. He's gotten back-

Yes. 

And he ' o going down t o Washington this morning. He has 
a dnte, I t hink, with Sumner Welles t his afternoon at 
t hree o'clock. 

Yes • 

And I wondered whether you would we.nt him to atop 1n 
and tell you any ot the story or not . 

Well, unfortunately, you Just - I do - but untortunate]S 
I ' m at a point where I've just driven ~aelt to the 
limit tod~ and tomorrow • 

Oh, I see • 

But I wondered 1t he ' d be - lacking my being able to 
see h1.Ja - would he, would he stop - I 1d l ove to do it 
but I J uat can ' t do it todq . 

Yes, I see. 

lfow -

Well, he'd be glad to coma down some other tiae, 
He 's going to Venezuela 1n about a week but -
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Would - would - would ,you - would he be w1ll1ng 
to tallt to Harry 11h1 tet 

~ure. 

What? 

sure. 
And t.hen he would. 

Oh, sure. 

187 

Well, I'll tell Harry White to be rea~ to get & oall 
trom him. How's that? 

Well , here. I could have bl.lll come 1n, s~ about 
t wo o 1olook. 

I'll tell you what ,yaado. 

Shall I tal.k w1t.h 11h1te7 

I 111 tell ,you what you do. Have h1m come to rq 
ottioe at two o'olook ond I 'll say 1 bel lo. • 

Yea • 

And tben turn 
ditterent].y, 
seet 

Yes, 

- turn him over to - to - I' ll do it 
Let hi m come 1n at two tort,y t ive, 

And I'll give him fifteen minutes and tben turn 
him over to Whi te. 

Yes. 

How's that? 

'l'hat's tine. 

'l'wo forty five. 

Yes. I'll tell him to stop 1n ,your ottice at t wo 
tort,y ti ve. 

Right. 

Yes, All r1ght, sir • 

I ' d like to see him. 

'l'hanlt ,you. Goodbye • 
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February lv, 1938. 
9: 30a.m. 

Vr . Magill 
Mr. Taylor 
!Jr . Gaston 
llr . Bell 
Ur . Lochhead 
tlr . Haas 
:Ar . Upham 
Mrs Klotz 
:~r . McReynolds 
l.!r . Oliph<.nt 

See whet George D. Ri l ey h&s got to say <.bout us 
this morning? 

Yes , I t a lked to Herbert about that . ;'londered it' 
there Ha s a nything I could do about that . Of 
course, he N&s talking about this meeting down llere 
of personnel officers, which I did not attend . I 
wasn't here . Further more, Herbert says I wasn ' t 
tnere . So he gave me the headline . 

":.!r . UcReynolds Spit s in the l:.ye of Senator s , " say s 
George D. Riley . 

ilhich eye? 

Wlu;.t? 

Hbich eye? 

Just up to his old tricks, isn't he? 

I llasn ' t tnere; furthermore , never talked to George 
iUley in flY lite, not even a~~er the telephone . 

Ryan says t hat be works four nights overti me end 
never get s any pay . I saw that in one of the 
articles . 

All right . 

I got a couple little things here for Proressor 
Oliphant . Say, is Columbia moving down here en 
masse? Professor Burleigh ••• • 

Mr. Butler i s s t aying up there, according to mY 
best informati on. 
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You will now need no r efer ence books in Washington. 

Wha t? 

ue wi ll now need no reference books in Washington 
on li llY subject . 

·•ell, sor.tebody told me - good friend, last night -
tnat t iley 1 d seen Burleigh l8st week, t.nd he soi d, 
110osll, if I could only g et a month or two off, I 
coula go over and settle tha t whole situa tion in 
~hina ." 

That ' s right. I t wouldn't t ake 

Wouldn' t ta~e hi m t hb t l ong . 

~~en ~r . Taylor , who is my l i &ison Rith the St ate 
Department, reaa Mr . Burlei gh was coming up, the 
beods of perspiration come out on his f orehead . 

No, you won 't have any more troubl e over there at 
all, Vlayne . 

\lha t? 

You won ' t nave any mor e trouble over there a t all . 

Di dn 't have aqy . That' s wha t I was worried about. 

ubo knons tne l owdown about !~r . Roper and llr . Jones 
s t udying l oans f or R. F. C. ? In today ' s paper. Anybody 
11.now about that? - Nobody knows about t hat . Well , 
we ' ll a sk !4r . J ones . 

·~ .H . A . Complet es Plans to Charter ~ortgage Units. 
r'i rst May be For med in }'e?l Days . Will Get Ten llilllon 
Oollurs of R. F. C. Funds .• - Al l right, we 111 ask 
~r . Jones a bout that a t 11 o ' clock . 

Tha t' s the same ~uestion y~u ~ sked Wayne yester day 
t o expl a i n . It 's part of tha t picture. 

I know, but I just wondered wrut bad happened since 
yesterday, being on a 24-hour basis. 

Mr . Oliphant and Mr . Dougherty have been di scussing 
a legel point, and I don't know wha t their conclusion 
is. 
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Cot t ha t one stra i ght ened out . The only point 
surviving was t ha t it looked - I r Lise the 
ques t ion 'Rhe t hei' or not t hei"e ought to be some 
oonti'ol of issuance or debentures, foi' feci' tney •d 
upset the money mai"ket . No conti'ol now on the 

. amount OI' time of issuing debentUI"es . 

It isn ' t on obligation of tne Covei"nment . 

No, I Know t nnt. But they ai"e in the money mai"ket . 

Well, a t 11 o' clock. 

.l.nd t llen who c ould tell w~t"' s h,__the 1'8I'm bill 
tnf t 1 s passed t he House? Not at the moment -:. bu-t-~ 
.l'ho <.:1\n give me something on that? 

Cive fOU :..n aru.l.;,:sis of it in 1a day OI' s o . 

..:o.uo you, D~<n? 

Yes . 

And t hen - this ls kind of extra-confi dential - I 've 
got a lettei' hei'e f i"om 14I' . !iull gi vi ng me 11 memor anduJu 
on Hungui"y 1 s pi'oposa l for poyment of its debt . flow, 
t his is the fii'st one t ha t ' s come s ince I've been 
hei"e . No~ , how &I'e we going to go about studying 
this thine? It ' s very well •\Titten . See, he m£kes 
a lot of comp~risons und other things . 

Dun, h011 did tha t use to be handled in the days 
they were fooling a i"ound w1 th debts of foreign 
countri es? 

o'lell, the Assistant to the Secr etary in chn rge of 
wv r uebts •~tould study .lt in connection wi th my 
office . I f t here wer e any economic problems t o 
study in tnnt country, tha t was done by Haos 1 s 
section -Stark ' s t hen. 

••ell, you see, t hey r efer, for i ns t ance, to the 
situu tion - whht •e did on t he Bri t i sh debt and 
wnat we did on t he .A ustrian debt and all t h&t sort 
of stuff; and I Just don' t know. 

t.ell, t hat ' s pr obabl y from my office. 
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Ylell, who ls 1t up there? 

Mr . Heffelfinger llas it no.v, l &r gely . 

loell, I mean dia somebody give me a memorandum t ha t 
if .ve did the Hungarian debt t nis way , this 1s the · 
~;lly 1t would apply to the British and the l'rench 
and the other thing? 

Yre~ Livesey had a memorandum on that . I don ' t 
:<no.v ,;nether he l eft it here or not. 
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I think he di d . Urs . Klotz, look for tha t memorandum 
from Livesey . 

From Livesey . 

::ell, I 1 m still kind of groping around . I don't 
I mean anybouy that ' s go t any i deas ..•. 

" ell, in IllY shop Jock LelanJ nas been doing a lot 
of ~ o r.< on it . o P:>O:r 1 s bl!tln nanalin~ i ncidental 
pt·oblems . 

Go t any ideas , Wayne? 

"flY , 1 tnilll< it is very desirable to establish wha t 
principles you .rant to apply to tilis . I mea n all 
the ola ones .vere done on the basis of the <bility 
t o p~:.,y, to r.d • •• 

• ell, ner~ • s - we ' ll go uheou . 

><nd ller e •s a propos al wnich may be a good proposal , 
but you ha ve t o e s t ablish, I t hin.<, or r e-establish, 
wna tever j)r incipl es should be applied to a 11 the 
o ther debt set tlements r i ght a t t his t ime . 

>•ell , toe point I want to do - I want to take tnis 
over t o the Pr esi dent , Lna in or der to do it I want 
tnis thinG backed uj) so t hn t if oe says, • Well , how 
olould this be 1f 1t is ~~oppl1ed to the En(;lish or the 
Fr ijnch?" - I mean I want socethlng boiled down, that ' s 
Hnbt I wont . Now, woo con do tnis for rae , beceuse -
I mean I ' m going to handle i t personally, but who can 
take thia , ao when the President says - for instance, 
her e - well, just t his sentence: "Thus the nominal 
unpuid principal of the liunea r i an deb t now stands at 
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a subst antially higher t otal than it would had 
Hungary enJoyed the terms l a t er granted other 
Dlmubl.ah countries . " 

Probably right. 

hll right . See wha t I mean? 

Yes . 

Then it goes on and says ulso something - I mean 
lt r ei'e r s to other things - I mean builds up the 
c~se : 1!' they ' d gotten this and gotten that . 

I th ink the thing should be put - Nell no~, say, 
Refer ence Number One - What happened? You see? 
Refer ence Number Two .. . 

Let me have lt. 

What? 

Let me lu-. ve 1t . I know the history of the other 
debt settlements and I have the record . 

Now, I .•ant this - I tell you, Mr s . Klotz, 1i' you 
Just would t ake this to ~r. Hull: "My dear Yr . 
Hull: I beg t o acknowledge r eceipt of your letter 
of Febr w.ry 8, «hlch was r eceived a t my offi ce the 
morning of February 9 . " Par agr aph . 

"I am giving the Aide ~emoire on Hungary ' s debt to 
the United Sta tes very car eful study , and I am 
£•Sking the President of the United St ates t o see me 
8 t tue earliest possible time, in order to find out 
wnetner or not the suggestions outlined in this 
memorandum by the Hungarian Government, in his 
opinion, ar e fair . • 

Huh? 

Tha t' s all right. 

I mean don't you think thet•s the - I mean Hull's 
making c record . Well, I want to make it, you see . 

Now, .vhat I would do is this, Mrs. Klotz . Vlhen you 
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go out , I would have this t hing - a copy made - e nd 
Eive o ne to Mr . bell , one to Lochhead, Haas, and 
Taylor , see, so t hey cnn a l l be •• - a nd I' d ge t 
it as promptly as possible . Yo u can a l l take e 
look f t it a nd make unythina you wa nt.' 

~ hoped - I was coins to ask - I have a sked to see 
tne Pr esident Satur day morninc , a nd .vhen I cio , I ' d 
like t o ha ve somethine on tais , you see . I ' d like 
it as s i mpl e as possible, you see . ~hat? 

Yes . 

Uh-huh. 

• mean just as simple as possible , so tha t - I don't 
ltno.v .if the bullu-up 1::1 ioapo)rt~<nt - "'n'ell 1 ,;e ' ve tione 
t.J!s t0 this country Lna tha t to that country" - or 
not . .au t , yo u see, nere ' s wha t t ney 1 ve done ; I can 
boll it ~11 down in one sen tence, maybe . They 1 ve 
s i mply s aid, 111'he inte r est th& t ue paid for •. .. n -
let ' s say , r o ughly, they o.ved us a million &nd ~ 
hvlf dollar s . "Viell , Wt !>Lid you f ive t housand 
uol l·rs wo r th of inter ~:s t; we w~nt c r edi t on that. 
So we v:E.nt you to - you S hY we now ONe you a million 
uolhrs, Ena tie 11 1 P~>Y you t bc bah<nce in twenty 
or thirty installments of f;,9 , vv0 eecil, but ;e .:on • t 
p&y you cny interes t on th~,; b&lt.nce . n 

l>o., , tna t boi ls the .mole t iling do•n tue way - i s 
tu;.t it? J. r e you (~ .. ylor) fullil i H .;ith it? 

Tb&t ' s wluit I unuers t oou it .. &s t o be • 

.. ell, that boils the wholt: thlne do1vn • 

Th~ t ~39, JJJ is just about thb amoun~ of the payment 
c;f' t he debt se ttlements , tlS I r ecall, ove r 62 yenrs . 

\'/ell , tha t boils the whole thing down. Oh - a nd a 
co~y to Ur . Oliph~nt t oo . 

I t ake it what t hey ' r e trying t o do i s get a debt 
stttlement s ome,;hat r.long t ht lines of the Austria n . 
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JJ y ears, ~J9 ,JJJ a ycur . JO yea rs . 

• 9" .!. ~ 

the ~uest1on tnet I raisea immediately, ttl~lne 
to re1s, .:tt s - 1.oen he told me that , I s&id, "!.'ell, 
.<nt. t ~rill Mr . Frezier-Lemke say if we let c. foreign 
c:>untry ,>LY its debt .11th no interest ~:nd you .Jon• t 
pe r mit t.le Frazier - Lemke bill to go through und 
g iv..- tnt; ft..rmers t.vo percent interest on their 
lnuei>t"oness?" 

I can give y ou the ansner . 

Vihat? 

I C< n &lve you the nns,ver . 

Go 1.he1.J . 

'Im. t innis statf. mo.;t o!' ti'lb :11oney - ,;ivc both 
l nt.:rttst :\nu princ tpt 1 b1 c:t , r nd there is t. record 
Y"u c1.n bu~lu up on tnot . I oecn tni; is just 
settllnt. for ••iu. t you cun t:e t on the m .. ss lo&n. 
Not .. oLnb to e s t ubl i sh 1.ny policy for future lending . 

JJut tht. t isn ' t llhot 11e 'll S~>Y to .... 

It isn ' t &n ans~er . 

•·O~> t ne 1 ll S~>Y is tn;.t m.:~ rt!lliges art reoe::els, end ... 

~hat ' s no .&aSNer . 

You ' ve got the s~~e ,>roposltion here th€t you hcd in 
1923, when tney settled the British debt. They 
::runuled for days o ver the interes t r ate of J~ L'or 
ten years - J percent f or ten yeQrs a nd ) 4 p~rcent 
fo r 5:<. years; am! t htl reason tney coulan' t get it 
lo Itt' 11us because t>em, tor S:noot couldn't f~ cc the 
Sen~ te 1. t t. time .mtn tney ~ere teui~ about four 
,>c rce~ot t.:> t n., soldiers • 

.. ell, I don• t .mo» - if I c~.on &bsorb this over Sr turday 
{nd Sundey ~nd see you people - 1 mean absorb it over 
vaturdty bad Sunday tiOO then be ready to present i t 
to the President ~onduy a t lunch, I t hin:t tne t •s fsst 
enough. Th<ot hhs been fooli ng vround ·:;b shlngton 
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since July, hasn't it? 

No , it isn' t as bad as that. Since last f a ll . 

f;ell , aeyway, if I get it to the President so he 

19-- .) 

c&n see it by Monday - but I'd have to have several 
meetings to absorb it first myself. See what you 
think of it . But I told Feis this. I s a i d, "All 
right, whatever the f i gures - they want to pay a 
million dollars; wey don ' t you divide 1t up i nto 
the payments of principal and interest? And it 
looks better but when you get tnrough we 've r eceived 
the same amount . I mean, s ay, $20,000 of principal 
&na Sl9, JOO as interest . But a t least- we don't 
g~t any more , but it looks better . And be didn't 
do Nhat I suggesteo . I mean they 've done it Just 
t he 11ay t ney ilanted to do 1 t; and I told them e .veek 
fgo tn~>t would not be &cceptable, but it di dn't make 
any impression . 

ibis is in some way t ied up Nith relief t o other 
countries . Rave they mentioned t ha t in the other 
memorandum? 

Pardon me? 

Tbis debt of Hungary' s to the United States is in 
some way tied up with the r elief debts of Hungary 
to other countries. 

No, they do not mention it. No, t hey do not. 
I told Feis and it made no impression. 

But 

•·ell, e a ch of you fellows will have a copy ond you 
can s tudy it; then we can ha ve a meeting over the 
week-end some time, see where we ' re at. 

Dan? 

We • re getting oa1ly reports on this Sociol Security 
matter . I think s ome dey next week you should a llot 
20 or 25 minutes to go over the reports. Nothing 
serious, but just to s ee how they ' re going. 

Make a note, Mrs. Klot~ . 

oYhat else? 
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1'hu t ' s all. 

'llhtm we figur ed our fin& ncine, di dn't you out ln 
a hundred million oollars extra for relief' over 
and ~bove anytning else? Vid you? 

(Nods yes) 

Tht.t ' s wha t I thout~ht. . That ' s wha t I t hought . 
~rystal-gazing . All r ight . 

No:1 , waen aoes tne Presiaent• s message go on the 
Hill? - -It' s going todsy . T1 vc eot it here . Be signed it, 
Nt.nts you t o look 11 t 1 t. 

J.Jld ne s i gn it? 

Yes , sir. 

1•111 you s t uy aft er taJ.s mee t ing? 

l.es, s ir . 

I 1ll get t hat before it goe a up . 

(Nou:. not hing) 

(l\ods nothing) 

(Nods nothing) 

(Nous no thine) 

Lot of •no- men. " 

(Nods nothing) 

ror ~od ' s sake, give me sometning, Ber man . 

xll righ t . Nothing import~nt . 

11hat? 

Nothing i mportant. (Rands Secretary some paper s ; 
~ords unintelligible). 
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rl . J.Jr: All right. 

Oliphant: I•a like to s ay Jus t a word to you about King . 

H. d. Jr: All r ight; well , let me t ake care of Bell and I'll 
see you later. Oh, you want to do it on the fly? 

l}liJ>lwnt : vo i t on the fly . 

H • ..l . Jr: J<ll right. 

( 
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february 10, 1938. 

l!y ~e11r .:r , Oecrete.ryl 

I beg to acknOwl edge r ecei pt of your \ e t ter ot 

ft'brucry 6th which wr;.a recdvcd a t lilY ottice on the 

corntnr. of Pebru- ry 9th. 

I ao y, iTinf' the Ai de ~cao1re, on Hungary' s 

Relief De bt to the Uni ted Stnt os, no!lt c<u•ef ul. study 

and shall seek a conference wlth t he Pro~idcnt on t he 

mnt tor within t he next few days in order t o f i nd out 

Whether or not t he suggestions out l i ned in this memo

r andum by t he Rungnri&.n GoTernmo,nt meet wi th his ap.,rovc.l . 

I a)lpreoiate y~ur ~rr~r o f ~ooper~tl n &nd will 

certatnly """~ aT&el ! ~f it, 

Gincenl y, 

The Uonorll.ble, 

The- Secretnry of St a te. 

: 9 ·, 
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February 10, 1938 

Met with Wa1l a¢e, Alexander and Baldwin, o! Farm 
soour1ty , a nd we agr eed that they s hould have $5 ,000,000 
for grants and $25 , 000 ,000 t or rehabilit at i on loans, this 
rrone:r to be made available between now and July 1 ot this 
fi scal year . 

I stopped to explain t o Wallace about what I am 
consi der ing doing on dester111zation o! gold and he is most 
enthus1a ot ic. 

204 
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UNITED STATES DEPARTMENT OF AGRICULTURE 

f'A"N KCURITV AOMINI8Tflt.ATIOH 

2J.j 

WAaHINOTOH 

-:}..Jr. •O, ( ~ ) 7. 
Of' tCII. Ot' TWit AOMINISTAATOR 

Dear llr. Secret...,., 

Dr. R. u. 1!1lliaaa, 'IIIlo is on aesi&naent to this Adainietration 
!r001 the Public Health Sen"ice and 1\ho 18 acting ae lledical. Director 
tor us, baa just returned trora Cal.itornia where be baa been ll8]c1ng a 
etu<11 and surrey or the oondi tione that exist uong qrato:ry ogri
eultural laborers. 

Dr. tilliaaa ude hie eurrq 1n coaparo" with repreeentatine 
ot our regional office, ••bere of the Public Real.th ~ice of the 
State or t;al.i!ornia, and l ocal representative• or the Count;r lfeltare 
Boards aDd the State Relief Ma1n1strat1on. 

'!'he eurre:r and the best records available indicate that there 
aro approxillatel,y 250,000 qrato:ry !aailles 1n Calitornia. A largo 
portion o! these workers have been able to maintain th•salTeSJ and 
others, wbo have been in the State aostl,y !or periods o! longer than 
two to three 7eore and 'IIIlo are 1n need or aid, are being assisted b7 
~Mmt;r l!eltare Boa.rda and the State Ralle! Adainietration; and -e 
taw, ot course, 11ho h&Ye been there for that period o! tiae, have been 
eort1fied to and are world.ng on liPA worlte projects. lltculations o! the 
Stote Ral.ie! Adllinietraticn, bo-er, 118ke inel.i«ible tor State aid 
those persons who h8Ye been 1n the State !or less than a ,.ear. and rocu
lations ot the Count)- !!altere Boards 1n aos t instances malta ineli&ible 
tor eount;r ralie! thoee people wbo have been 1n the State for leu than 
three 7ears and 1n that particular COUDt;r tor lees than one .,-ear. Dr. 
f/UUaaa reports that the e!fect o! thoee regulatione 1n g eneral. 1a to 
preclude pereona wbo have bHn 1n the State !or an nerage ot less than 
two 7 01\l'S from reeoivinc aesietance trora these ogencies. 

nu. surrq 1Ddieatee that between 20,000 and 25, 000 transient 
taalliee engaged 1n ogrieul tura1 labor hne been 1n the State tor leu 
than a 7ear and because ot the interpret&tioo ot tho roculations are 
ineli&ible for and are uot now NCeiYi.ae needed r alie!. lloet o! tho eo 
!aallies are now 11Tinc 1n what are lmo'lnl looall,y ee •c!i.tch bank cupa• 
in each one o! wbich there are trora 10 to 200 !..Uiee grouped tocother. 
llost or th• live 1n alaoet Wlbalitrnbl;r ineanito:ry conditions. Beet 
estillnte possible incli.cetee that the everace incoae wbicb thq ere !aail;r 
rece1T1ng at tho present t ille is prob&~ leu than $S & nelt per bei 
and cotton picldng, 'llbich i e e!!ording th• this incoae, 1B !&at IIC 
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1IOWid up. There 1s li tUe or no proapeot tor add! tioD8l. •pl.,_..,t tor 

tbe next two to three aonthe and although -e ot theae taaUiee will cet 

• J>lOJilent at that tbe, the agricultural u.rltet 1D C&litorDia ie clutted 

&Del the maber ot thue people who will be e"'d'llf work at that ts..a 

will tend to further depress the al.r~ low wage rata which 1a in attect, 

There is nnen1!101Ja opiDiOD UO'IIf doctor., &JIC&Ced iD priYata practice, 

fA>bllo health otticiale, and social workers that thua ldgrator,y agri

cultural l aborers present a IUOD&Ca to public health because ot epidaaics 

that contillue to break out and becaus e ot 1D88Di tarT condi tiona in which 

110st or these t..Uiee li•e. At the present ts..e, there are •er.r taw ot 

the counties that even provide eoaargeney hoapitallution tor this claee 

or per3011S and no pro't'ieion ie aade tor aadical. aid. Bpideaice ot v-
phoid t ever brolte out in eevaral caaps duri~ the last 7aar, and at the 

present t ille, epideaice ot eaall-pox haYa broken out in thr" ~~~q~pe, 

Oierrbea end d;yeentar,y QIOtlg both adul t e and children are prevalent and 

ulnutrition is widespread among the group. These conditione reduce 

resistance and aaka thaaa persons susceptible to eo•mn' cable and other 

diseases . 

As i ndicated b7 the state and local recuJ.atione retarrad to abO'I'a, 

the counties and the State ot Calitornia retus e to asswae raspon81bUi 1;r 

tor t ba 20,000 to 25,000 taaUias 1D the group COIIprising the lowest 

atratua and in which the worse condi tiona exiet. It i s our proposal, 

theretore, that F&rll Securit,- A&d n1stration talca eteps baediatalT to 

r eli.,..e the aos t pressing ~aney aedical needs ot t hese taaUiee. Con

siderable thought has been given to wa;ys in which to provide this assist

ance and a decision haa been aade to recomtand to 7ou the t oll.ow1ng plnn 

to be adopteda 

A cooperati•e aseooiation incorporated under the cooperatiYa law ot 

the State ot CalltorDia wUJ. be eat up. Ita aeoabarahip w1ll be liaited to 

destitute and low-iu-e taraare, tara laborers, Wr&croppera, tenants, 

or persons who when last •played obtained the a&jor portion ot their 

livelihood tr<>a taraing operations. 'l'ha asaooiation will ha.,.. aa ita 

directors rapreeentatiYee ot this .Ada1nistrat1ou, State Public Health 

otfi oials, and parllapa -• outetaDdi~ eitbene ot the State who are in

t erested in eolrtng the probl• created b7 these people and who bArre • 

ll)'apathetio social rtewpoint. 'lbe association will IUICOtiata • contract 

with . .. sta•- lladical Aeeooiation and perhaps count., aedical aaaooiatione 

.... e .. _ _.,cal arYl t or 

by the teras ot which doctors w1ll agree to proYide ....,.... 11 cac:aclul 

tbe aeabara or tha association ou the basis ot a creatlT reduced ~ • 

ot tees. There w1ll be no -barabip tea charged to t be -bare c1 r~: 

and wben thq receive aedical oara or other 8 -"ioee wbi:.= ~cash or 

by tbe as eooiation, thq 1l1l.l either rebl:IGhe the u so 

-:: fl 
- Uv 
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aDcute a DOte to the corporation in the aaount which the corporation 
has el(!)ended in their interest. 

Tba Public llealth S.mce ot the State baa acrHd to pro't'i<t. 
a 110blla unit in the flaW which will 10 b-oa cup to oaap aDd which 
will conaiat ot oM pb)-8 iolan, tolo or 1101'8 llUl'Ma u required, aDd two 
medical aooial workers. Tbia unit (and perbapa two .are auoh unite 1.t 

required) will exuiM persona in thue caape alld oert1f7 to the 
local repreaenteti-n ot the association all. Mergeno;y case& ot u.l.m&t

rition or cases sufterin& b-oa diaeaae or ailaenta which req uira the 
i m-nediate aer't'icas ot a PIO'aici&n or a nutritionist. In cases requir
ing the &emcee ot a pbTaician or a hoapitel, arrange.ente will be 

aade b7 the association tor theee eamcaa aDd the aaaooiation will be 

billed b7 the dootor or hoapitel, on the reduced ~ehedule baaia, tor 
the coat of the treawnt. In inatencn in which the persona ere aut
faring fr011 llal.nutri tion llDd do DOt require the service a of a doctor 1 

the aaaociation will arranae to wbateT&r extent poaalble for the dis
tribution ot eurplua couodities or paoo't'ida food tllrou&h aroCW'J orders 
which will be iaaued to the !a.ailJ' and which will be drawn on stores 
with which the uaoc.iation baa eatebliahed ita credit llDd baa an aar
Mnt f or aupplJin& onl7 certain i tema of DUtriti-n food to per-• hold
ing auch ordera. 

It i.e proposed that grant& be made to the cooperative uaociation 
by the Fara Secur1t7 •d•Sns atration in uounta autticient to enable the 
association to -t the lledical charaaa to be incurred for _.aano7 
oed.J.e&l. cere 1 the coat ot toed to be supplied to peraona auttarill& troa 

acute ID&lnutri tion, aDd the cost ot nutri tioniata aDd CC'tain olerka 
whose aervioaa will be required it the association ia to :f'unotion ettec
tivel.y. 

It 1a our thollibt that 1.t the Fara SecuritJ ttOaSntatration agrees, 
for the Federal Go'fVIIII8nt, to aallllll8 reaponaibilltJ tor -till& thia 
phase of th.a need 8.11011& tranaient agricultural worker• in C&litornia it 
IO.igllt be poaeibla to a•t the State Relief Jd•1nlatration to rela% ita 
regulations aDd agree to aaauae at laaat part ot the raaponaibWtJ tor 
tak1111 oa.re ot the aubaiateooa neada ot thoaa paraona who are not 78t 
aufferill& rr .. di ..... or aalntttrition. It 1a proposed to di._a tbia 
with the GoTC'Dar aDd the State Rellat td•inbtrator with the Y1aw toward 
e-ttin& an agr-t to tbet atteot. It auch an acr-nt ooal.4 be 
worked out, it 1a aatiaated tbet the total .-aunt 11hich auch an aaaooia
tion would require to the and ot tbia tiacal 7881' would be epproxiatalJ 
$400,000 in grant& b-oa thia .Adainietration. Ronnr, it euch an 
arra.ngenoent can not be worked out and it bec..aa naoaaa&r7 tor the J'ara 

SecuritJ jtOainSatration to ••- r .. pona1b1llt7 tor tba au.beiate
naeda ot pC'IIODII oot now wtferiD& b-oa eitbar di-M or ..t.nutritioD, 
the total coat will be approxillatel7 $1, )00,000 of which the $900,000 

2o.· 
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difference between the $400, 000 cost of opernting the association and 
the total $1,300,000 would be advanced as individual grants Ul'lder the 
regula'" established procedure and would not be made availa ble to the 
associAtion for subsequent distribution ~ it to needy persons. 

The advantage to be gained by setting up the essociation and 
oper<tting in the IIIAllner outlined above is that the associa tion ..W be 
able to negotiata favorable rates on a group bseis with the Stew lledi
cl Association and the expense of peying for t he medicel needs of these 
per&ons will be materiall,y rednced as far oa this Administration is 
concerned. The elternativo is to make individual grants which would 
necessitat e a great denl of investiga tion ~ our olrendy over-burdened 
county staffs and involve the issuance of 1oany thousands of vouchers 
a.ld small Treasury checks to the individuals in need of the assistance. -The situation is critical st the present time since all avenues 
of "ork are rapidly closing up . Action to be effective must be tsken 
la:aediately. It you have 8J1Y suggestions or CotDOnts , I shell appre
ciate it if you will advise me . 

In tbe event that you approve the plan outlined above, we pro
pose to have Ur. Maguire leave today for San Francisco to assist in 
set ting up the association and working out the details for t he operation 
of t his plan, and it is our feeling that these steps can be tsken end 
the as so cia tion can a tart functioni ng within a period of a week or ten 
days . 

Authorization for approval of specitic eranta ,.ill, of course, be 
presented to you ae m::l t~hon they becoae neceeu.ry if t.'te Association ia 
set up. 

Sincerely, 

20.~ 

Wi.Ul'f.~~ 
Adinini.strator 
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DEPARTMENT OF AG RICULTURE 

WASHI NGTON 

llonor• ble Henry -.or g•.nthecu , Jr , 

Seeretcry of the Treasury 

Denr Henry: 

It is m:.r fee ling t hat the ~ttaered mcoorandun 
fro- the Ad~istrator of the F~ Security Adoinistra
ti<>n to n:c rrill be of eonsidernble interest to you. 

The oemorandum, in my oplnion, demonstrate~ the 
srlenclid degree of cooperation \.hnt Sl:ists betr:een t he 
l'ublic Health Service and the Farm Security Administra
tion , end indicates the type oi' apocinl problems in 
rurd nreas with r:hieh t.h~ Fnr., Security Administr l!.ticn 
is faced from t ime t o time . 

The reoort and the recor.ur.endc tions :nade therein 
era based on ~ survey r ecently com9lcted by the fieln 
ra r o3entct1ves of this Departoont t.nd Dr. R. c. ~:illllll:ls, 

!':1o b on assigxuoont as : ediea l Diruetor for th" Fam 
~ecurity 1-=inistretion fro::: the Public Henlth Service . 
Dr . i.illiUIS bcs been of gree t c sciatcnce to us in at-
t :..c dn!; Ule medicnl need t.nd heel th ;>roble11s of 90rrons 
in rur,_l nree.s . 

Sincerely, 

Secretary 

-

.. 
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DEPARTMENT OF AGRICULTURE 

WASH INGTON 

February 5, 1938. 

Honorable Henry Mor gent bau, Jr., 

Soere~; of the Treaour,y. 

llear Henry: 

~ill Alexander of the Farm Security Adminiatrntion baa re
?Orted to me on the helpful conference with you and Ur. ! ell of 
the lludget Bo.reau on Januar; 31. 

I am glad that a carefUl check of e8ml)le counties is to be 
made i n or der to diacover the amount of acut~ des t itution calling 
for immediate relief . Granta, however, while necaaaary in many cases, 

are not a solution for the problem. Uany of these grant casea could 
soon be brought to aelf- support if money were available for rehabil
itation lOIIlls. 

In this c~nncction I ahould like to augcest that one of the 
conferences yoo. have r eouested with Dr. Alexander be devoted entire
ly to the rehabilitation loan progrM. .A.a you pr obably know, thie 
1a no.r the ""Jor activity of the !'111'111 Securit;r Admin La tration, in

volving the expenditure, including the coat of adminiatration, of 
bet~een aeventy and seventy-five million dollars thio year. I think 
it very important that the relation of thio wor k to tho seed loan 
;>rogr.,.. of the Farm Credit .Administration, the operation of the 
various Production Loan J.aoociations, and the work of the Extenaion 
Service be better unders t ood. It is aoparent to ~~te that the rababil
itation loan prot;rNil offera the only means through which thousand• 
of marcinel farmera, eking out bare subaiatence, can expect to in
crease t heir standard of living and be kept off the relief rolla. 

In addition, preliainary r09orta i ndicate that there are a 
large number of families abN>doning their terms who could be kept 
on the farme and made self-oupporting if money were available to 
mnke them rehabilit a.tion loans and give them the ouperv1ai on necea

sary f or their rehabil itation. 

Our oroble= therefore , is 8 double one, - to meet aa tar as 

~osoible wi th reli~f existinG acute destitution and to extend aid 
in the form of rehabil itation lonna which will atart manY ot these 
deotitute f~iliea on the way to self-support . It aeema t o me tbat 
we must keeo both things in mind if we a.re to find a solution for 
the ;>roblem~ The aituat1on, u I underatand it, 1a that there are 

21 ~ 
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Qlroady applications tor loana far in exceea of the money available 
tor tbia purpoae and that tbia demand eeema to be increasing. 

Sincerely, 

Secratllf1. 
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TREASURY DEPARTMENT 

INT&ft OI'I'IC& COMMUNICATION 

Februar,r 10, 1938 
•• Secretary lolorsentbau 

"'" " Herman Oliphant 

For your infomatioa 

Reporting progress i n the Genesee case, Opper and I shall attend 

a conference in Roy Slllith1 a office at SEC at 9:30 tooorrow morning to 

diacuas the reorganhation plan rlth Mr. Landis, attorney for tbe 

Genesee Valley Gas Co., loll'. 'll'bite, President of tbe Genesee Valley Gas 

Co. 
1 

and Ur. Kline, attorney for the Bank ot lolanlvlttan and trustee for 

the first lien bondholders . 

216 
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,.. , 
t:_ , 

February 10, 1938 

For the Se cretar;y : 

As you suggested, I d i s cussed with Duf ield 

the i c!ca of h aving access to your diary in 1933 and subsequen t years 

for tho purpcse of writing a book on the !Jonetary Policy or the 

I und r stand you d iscussed it also with Tom Phelps , 

They o.re both enthusiastic ab?Ut the opportu.Jity, and eager to do 

"""" a first r a te job or which b ot h ;you and they can be proud, Tom 1a 

willing to help out with the actual spade work if necessary, and 

w!ll ccme t o l'tashingtcn two or three days a week, 1.f necesaary , lfe 

resards i t as the moat i.t:lportant t hing that cou ld happen in t he 

next six monthe , Both want to start at once . 

Duffield say s t hat "'enneth Hogate v1111 be 

" ' ll1ne to ui ve him up to one hundred per cent .f'reedom froo o ther 

duties, if necessary, As Gene and I h ave discussed it, we have 

envi s aged a book made up .f'or the c ost part of documentary oxcorpta 

thnt spoke for themselves, ••ith a minitr.um o.f' interpretati n or 

ccmment , Your view on that would be controlling, of course, 

)Uffield seems to feel that there should be nothing in the way of 

pocur.iary profit in it .f'or him, which see~ to me laudable . 

I need not say that I am eager to be of all 

poaa1blo assia tance in carrying this project through. 
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·. J r: 

. :.Jr: 
,, nJo lph 

... roe a a: 

J r : 

·- J r : 

Hello. 

01'. Burgess. 

Hel lo . 

Hello Henry . 

Hello Randolph. 

Go o.bead. 

Februaey 10, 19158, 
11:50 a.m. 

I Jus~ wan~ed ~o cba~ wi~h you a minu~e about ~his 
1118rke~ . 

Oo ahead. 

I~'c - i~'e holding very nicety. 

213 

· . .l Jr: Yea. 

. !1 Jr: 

.. .:.Jr: 

0 . . .. ·t· : 

Tne thlno; ~hat we're moe~ concerned about is to eee 
t hat we don't repeat the experi ence or - or last 
year on the market. 

Whet ' s that7 

We 're a li~~le concerned because ~be spread between 
the high grade bonds and ~he Government's was 1n
oreee1ng a l i ttle bit . 

Wh ich way ? 

Oh, t he &? r ea1 1r 1nereaa1ng, ~bet 1e the 
Government's are worth more relet1vety. 

Yee. 

Were priced higher relative ~o the - to the o~her 
bonds . 

. J r : Yea . 

·: .Jr: 

Than they had been. Now thnt 1 e due largelY to -
1t'e due more largelY to a little weakness present 
1n t he corporate, than 1t 18 to t1rmneee in the 
Government. 

Yea. 

Although I tb1nk it makea 1t desirable to keep a 
li~tle pressure on the Government market. I - I 
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think 1t. might. b e well to oone1der CE'll1ng roru"' frorn 
your n ooount, once in ,. whl.l" , on thl<t or der you 
l':novr . 

~·o, ! non ' t wen t to do e.nyth1ns thi:: \T!'"k • 

l!ot. l.h.!.n neek. I rant. t o w~t.oh . 

I sec. 

Thl'l'O' fl too lllUCh hsppeninF. . ! .)uPt v•pnt to e1 t back . 

! Aee . 

I r.~~~ I' ll be cor e th~n ~lc~sed to r eview it with 
you seo.ln !l'.llld.'\Y . 

>.ll r1e,ht . 

!'ut I told. the boys <.'.o !' 1n1tcls not to cell AAyt.hlng 
th1e 1·.c~~~: . Ther e 1 s too C:'J l'n churni ng i'.r'')•.m<i no"' . 

v~e - y t': . 

~nd -

Tha t th!' :::t~k~ t. doesn 't. ;occ to hav e rot'leotod 
p:u-t1o•.1l81'!y , t.l>:;~ r equec t !'or adC.! t ~;;~al r l' '.1 ~>! 
!'uml.s . 

Thnt ~1ght hav e an i nfluence . 

r• e. J• \'' t, like to \':~.toh i t, 'but I ' <' be moro thAn 
plea~od t o rev !ew it l':lth you agai n !.:c nA.s,y. 

"'.lr 1 r th:>. t? 

All right. 

I don 1 t think 1n the n l'::t 1'el':' ds,ys much carl happen, 
but-

No , I don ' t think so . we ' r e - we ' re lo:e ep.!.ng the 
deal er s in l l ne -::n tl\911' portt'ol tos . 
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Tlle.t 1 e good. 

And we ' re making a t ew turno ourselves, once i n 
a while. 

Well. I- I ' m aiways glad to hear trom you and
to say - you ' re goi ng up , aren't you, to Boston. 

I'm going up toni ght. Yes. 

Yes. Well , when you get baok Uonday, gi ve men 
r i ng. 

All right. 

How' 8 Yl?ur tam1ly? 

Uuch better, thanks, ?.enry . 

Good. 

My wite i 8 coming out ot t he hospi tal on Saturday. 

Good . 

And I ' m planning to leave, a week from t oday, tor 
J acksonville, tor a week or so . 

Well, take care ot yoursel t. 

Thanks. 

Call me r.tonday. 

Yes, I'll do that. 

Fine. 

Very good. 
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H.U.Jl': 

Cochran: 

H.!J.Jr: 

C: 

P. . !.!.Jr: 

C: 

H.ti.Jr: 

C: 

r. .!!.Jr: 

0: 

P. .:.i.Jr: 

C: 

H.i..i.Jr: 

0: 

H.!.:.Jr: 

C: 

H.:l. Jr: 

C: 

H . ~.Jr : 

C: 

lU.l.Jr: 

C: 

Hello. 

February 10 , 1938. 
2 : 0 4 p.m. 

Hello. Hello, ur. Secretary. 

Yes, Cochran. 

Ur. Secret ary , we had a quiet day here. 

Yes . 

The on!y i nteresting thing was a speech given by 
Uarehsndeau - at the American Club. 

Yes. 

Where he referred very nicelY to you, and to the 
statement which you made a few days ago. 

Good. 
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And he sai d it wa6 mostlY t11ileli' and indi cative or 
an understanding of the French monet ary s ituation, 
and s o on, and he gave a splendid speech. He 
didn 't reve~l any monetary policy. 

Yes . 

But he made a very good i mpression at t he Club. 

Uh- huh. 

But what I wanted to ask you is Juet this one 
question. 

Please. 

You may remember t hat Bayno t he Pres i dent or 
t he Banks Internat ional Settlement -

Who? 

Has planned ror 6ome time to visit the United 

States. 

Yes . 

He hopes to come over th18 winter. One purpose 
would, of course be to try to i nterest our people 
i n Joining t he bank off1o1al!y. 

Yes. 

And he was in Paris a couple of days ago, and a sked 
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me i f I thought he couln accomplish anything by 
goi ng over in !!arch. 

Well I can give you the answer. 

All ri.;ht. 

There 1en 't a chance 1n the world. 

I told him that I doubted 1t very much and I 
thought the situation had become worse due to 
t he i nternational compl1cat1ons and also that the 
1/an zeeland report might work against it. 

Well , tha t I don 't know, but at this time there'd 
be no sentiment here in f avor of our joining. 

Yes, well that's - I didn't want to discourage h i m 
co~letely on my o~n initiative, but I ~s convinced 
and he said, •well, if I said the word,• that he'd 
call 1t off, anc come some other time. 

Oh, we 'd be deli ghted to receive him and just to 
exchange general information, but if he was counting 
on aooompli3bing something other than Just to get 
acquainted, I would say that hi s trip would not be 
successful. 

Yes. And my belief was t hat he might even encourage 
some unfavorable press reaction i f he did come over 
whi le this Van zeeland bus iness i s fresh i n t heir 
minds. 

No • . llo. He 'd get a v ery good reception, but - but 
as to his being successful and getting us to want 
to go in the bank, the answer wouln be definitely 
no. 

Fine. Well, I'll know what to say to him, than. 

No. 

Because I 111 be going down Saturday n18ht. 

I see. 

Have a meeting this week end. We're having a 
preliminary meeting saturday of a commi ttee of 
four , on t his reorganization of banks. 
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Uh-huh. 

And i~ migh~ be a pretty unhealthy atmosphere. It 
would certainlY be ~he wrong ~1 •ne f or us to come l.n , 
if we ever bad any obJection. 

I see. The franc seems a l1~tle stronger ~oday. 

That sta~ement has been pret~y well 
discounted, you see. 

I see. 

I mean the loss of gold. So it was there .......... 
Well, ~he old adage. They always sell up af~er the 
news is out , eh! 

Yes. -

Aft~r the bad news is out. 

That's right. 

All right. Everyth1ng alee all right? 

Yes, everything is going all right. 

How' a ~he Duke of W1ndaor'l 

Well, I haven ' t sean h1m around. He moved out to -
nex~ door to Professor Reis, t he other day, 

Next to Professor Reis, uh! 

Down at t he ~nd of the otreut, down at Versailles. 

I see. 

I bad lunch with Professor Reis yesterday, h ere in 
town. 

F1ne. 

He didn '. t have anything particularlY new. 

Fine. 
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F. .:: .Jr: 

C: 

:.: . .' .J r : 

,. . 
w. 

~ . :! . Jr: 

I haven't 
GO!l9 eort 

All r1Sht. 

If I can . 

Cheero. 

All r1Sht.. 

Ooodnight . 
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enyt.hing, but I hope to get a etory ot 
trom ~ Gorman friend th1e week or atter. 

Goodnight . 
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RL ~lJJ ,JJJ TAX F'ORr.t Febr ua ry 10 , 1938 . 
3 : 45 p . m. 

?re~ent: 

ll .' : . Jr : 

n . . Jr: 

:.!(.;ill : 

H. · . Jr: 

:.i<gill: 

~ir . l.!ag i ll 
Mr . McReynolas 
/.lr . Oliph&nt 
:Jr . i:lelvering 
:Jr . ::enchel 
;.!r . SnerNood 

All right , s o ~ hetd vtith your tlOJ, OuO show. Isn' t 
tlu t whe t it i s? 

That ' s 11hnt it is . Do I lead o ff? 

llell , Lin • t you Under Secrete ry? Who leads of!'? 

L:;st ti.e I ~tne .. , I :;as . I•m coa1111encing t o tainl< 
up on tne dill t na t I ' m jus t a kinj of crr~nd ~oy 
f o l' <· lo t of .LLmbers of the .'.'r.ys &nd :.:e~:ns 
..:ooUli t t ee . 

J.ll ri~;ht . 

This f orm 11 a s issued along ln the middle of 
Nov~mbtr - so-call ed f ore ,u2 - for purposes o f 
getting ,_ s t a tement of n~t ,·;ortb of t cX"p<.ycrs 
.dtn incomes of :lVe r ~lJJ,JJJ . The miceo~:raph 
.. hicll aent J.t out spec11ito, ~s the f'orc does, 
tna t 1 t i s to be wane out by t he t axp>.yer hi m:;elf' 
lOrn! no t b:,• the egent . 

'Ihere wos quite a bit of uis cussion about 1t in the 
new:lpLper ami so on, 11hich took fonm , amone other 
things, in an inquiry to the Commissioner or r.!r . 
Oliplumt, 1 cion• t .<now 11hich, from Congressm<.n 
Sumn t rs , the Chai rma n of the Judiciar y Commit tee -
the r e m~>y heve been o t her s imila r l etters - i nquiring 
why .ve wtre issuing this form, anu by wru.t au tnority 
ana so forth • 

.. hen llr . Oliph~>nt - I thin.c I 1o - guess I'm g iving 
tne nistory corr ectly - •·hen :.lr . Oliplumt; went into 
it, no expressed some doubt ::s to ,;hether it fillS 
~roperly issued , considering the f&ct tha t t he 
sec tion o f the Revenue Act 1vhich authorizes it 
prescribes t ha t " taxpsyers sht<ll r ender under outh 
such stutements as the Commissioner , Ni th t he 
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a.pp r ovul of th~; Secreta t•y mr y prescribe . " 

So Lftc r ~r. Ollph&nt Lnd the Co~issioner r eturned 
in J a nut. ry froc t heir v~catbns &nJ I .. cs a l ittle 
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• reer frow tne .-orlt on the Hill , .ve .. ent into it, 
fnd I thl!M the r esult of 1t oiLS &pvroxiuu.tbly thls : 
tm. t. ..:r . Oli;>ha nt felt that 1t. ~us • •. • 

J:.xcuso <ne . I 1 ve got tlt~sc t No cal ls . ( Hol ds tHo 
t .. l~. 1,honc conv.,r s~o t ions , on o th .. r sub ject matter) 

Olipht.nt, t.s I .v::-.s s &ying , huti some doubt - I 1iuess 
;J!O r « than some - bs t o tne desi r a bili t y of nsking 
t t u.payer to fill out this f or m, thi~Min.: it .I&S 
;>r ou1 bl.i le t tu not to do thr t but to lut ve t ne 
cgent -ultt: o ut tu~ forco . 

I il;u tLl.<e<i to :.ir . :.lcl\tynol "s ~>Lout it &t 1 n e1 rlier 
Stfl~(> in tht di s c ussiop, ~nu I think he " t till t t.1me 
f elt - I r.on 1 t .rno:. no>~ h e f eels noll - that 1 t ,.,,.s 
b~tter to lo8ve the mimLorr~ph tnd form and so forth 
in e f fec t 1- nd proceed on thu t bt s is . 

I hav" L ruemor <>n<hun fr om ~·r. H .. lvering confir mi ng 
thE' conf~r~;nce th~t • e roud , to the effect thot he 
f eels >(Ui t e strongly , I tr kc: it, tn"t 1 t l s better 
t.o le!!Vc the present .. itu.,Uvn t-s lt i s : [O on bOd 
ouv~ tlxp~yers si6 n i t up . 

So th11t, hcving tW.s a ii"l'erf..nce "f opinion, I thO\lbht 
1 t nUS L i;OOd i Cef t o put it Up t _, yo u in this o ffice 
;.nu n., v., " - c"me t" a concl"sion bS t o ~1hat t-o 
shoulu Jo . 

:.ell , let me just get tnl3 . llho is in f a vor of 
leuvi ng it in f orce? 

I think the Co-'llllissi\Jnc t· Lln..l !.!r . McReynolds s re . 

'ihe .:olDLlis:;ioncr and ~lr . !Jc!leynol ds . 

I uon• t ~tnow woat ll r • • ienchel 1 s view i s . He 
probably must be - ne ana Olipna nt probably • •.. 
:. hat ao y ou thinli:? 

·•ell it ooesn ' t have the f orce of "' r egulation, 
it c~uldn l t ha ve, unless you ( H. ll . Jr) approvtJd it . 
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Ther efore , you ~< re asking for something tho t you 
can 't re"uire. 
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Well, I thinl!: the question has gone a 11 ttle beyond 
that, don't you? That is, ~ho t we 1 r e r eally consi d
ering is wnether Re sboulo get out a regula tion or 
whatever it takes to put the thing into effect . 

The thing, as I get it - should I back up Helvering 
in t t hine he ' s done or should we say we 1 ve me. de a 
mistake nnd wi tho r aw i t. 

I think that • s it . 

No.1 , I Nant you to s ay , shoul d we leave it or 
xithdr aw it? 

.li thor e1v it • 

::ha t•? 

,'/1 thONl\1 lt . 

You, Hermr.n? 

Thtit 1 s right . 

You (:J~g1ll)? 

I don 't know . I• m pre t t y much on the fence, e s a 
metter of f act . 

~i ell , by Goci, you've got to get on one s i de or the 
other. 

All right . Uy net feeling about it i s this . I 
wouldn't re~uire t he t axpbyer to make it out i n 
the first instance. Having come out with it, s ince 
on the whole the thing is good, a ltnough there are 
some pa rts of it I don ' t like, QY inclination is to 
stick by it. 

I'd jus t like to make a sta tement right here . A 
situation, not ex6ctly like this but similar, came 
up short l y a fter I came into office . I was in seven 
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or eight months . I t haa to do with the so-called 
forced sales . 
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H .~ . Jr: ,lith what? 

•. dv~ring : Forced seles - sales betNeen husband and ll'ife, snd 
officer bnd his secre t ary, 6nd all thEt stuff . Well , 
we Just issued a mimeograph on the thing, told them 
we wouldn ' t recognize those things any further. There 
\':as a terrible furor e for, oh, six weeks - that t his 
had olwoys been done before, therefore those losses 
wer e j ustified, so forth, and we shouldn' t go back 
on these years . Well, th&t subsided aft er a while, 
&nd the last time I calcult ted the thing :1e collected 
t6~ ,ooo, ooo . ~~en we issued the order in this same 
•ay ~bout th~ brokers r eporting all tr~sactions 
nandlea by them for indiviuw.ls wi th incomes above 
f25,vOJ, of course, &nother thing broke just like 
th&t, .• ent on for about six or cdght weeks. I 

H . • . J r: 

iitlvcring : 

1-i. ~t . J r: 

l1,11l~>nt: 

tl. · • Jr : 

tlt:l Vt>r ing : 

haven't bi'I)T tabulEtion on ho.v much we collected 
on that, but I' m s afe ln s aying it >oent into the 
millions of do1l ar s . 

Now, whether this produces tho t result or not, I 
don' t know, and I' m f r ee to confess t o you that 
I don ' t know how we can got out u form to meet 
ever yt hing in this thine, th11t dll eet at what 
we hfve in mind . 

Well, let me ~>Sk you this -.uestion . Somebody advances 
this argument, and I thought it was Mr . MEgill; I 
may be .. rong . 

Mr. Magill didn ' t advcnce this . 

No, th6t isn' t wha t I' m goi ng to say. Somebody, 
an,y<~&y , in this room aav~nced the argument, 11 1'11\Y 
isn't lt tbe dut y of the examining agent to get 
t his informati on?" No:, , I uon ' t .«now wno aavanced 
tht. t. Somebody . 

ilell , tnct was ~ suggestion I aade . 

iiell, wha t ' s the answer to that? 

'1/ell, the answer to that is , it put on the exrunining 
agent with t he force we have , such a l ar ge amount of 
extra ' work that ll'e didn ' t deem it was expedi ent to 
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nave him do it . 

.. ell, le t me !iSk you 1.moth cr ,1uestion . Now, we got 
o ut this thing . Supposing o f ello7: t akes me into 
cour t nnd s~>ys , 11'/lell , yo u h11. ve no rieht t o ask me 
tn1s . " ·;;h<tt ccwnce hc.v~: ;~e go t of winni ng? 

?20 
~ v 

I ' d like to put thi~ c ase in &nswer to t ha t ~uestion , 
11' I mty . 

o>u;>pose :.l r . X st ys, "You've t,ot no business to ask 
m~ tn;.. t :nform~tlon . I ' m not going to g ive it to 
You . n 

I 1u li.<c to .,,.t lnl:; Ch:lt: in &nSo<o:r t o that. <,uestion . 
'fuis ,:u:-;>o:-r.s t o re •. uirl' £11 ll eople n~ving tDJ , vJJ 
incorllt o r mort r.o fil l out t.nts form . r;o~ , th&t 
., ill includ& l. l o t. of c1 ses li.<e this - l t: t ' s tr.ke 
tn~ '""'""" .. no .. r .:>tt. "Cone ;a th 'lhe ;.ind'' bntl she 
rlb~ >n im:om~: in the ycer o f ~15J,JJJ ; lind t he r e is 
no r eason t o su1>pose tr1:ot tnt ;,.ccurac) or n~o r r t;turn 
u;..s any c onnec tion wit.h tnt. number or' a icmonas s ne 
hc.s , or o ffice o r 1 utos o r t nythine . f. nd I t h ink 
tno t if c.e ge t into cour \. in u case of t ha t sort, 
\.ue c ourts <:re going t o s ay this : t hat the 
Collllilissioner hbs tnt: t uthori \.y - I mean t his 
De,Jtrt:~oent ht.S the ~outnority to cal l on t~xpuyers 
to give tntw l'f c ts tm t etrt reasonvbly necess&ry 
t.nu c~~r.:>~~ia•~ ln vo:rifyin& ~he a ccuracy of the 
t·etur n ; a no so f t r ( s ~nis form aoesn ' t cover tue 
inJ'or:n:. tion no· .. asked , t nilrtle in the return, 
much of waich i s &Vbtlt.b ll:: in the return, I t h1M 
.. e • 11 ~et c~s"'s .. n<.re lney 1 u say 1.e don't hav~ the 
c utnori ty . 

Ana tv me - jus t t o fini s h up ;.11 I nave t o s1 y on 
it - o;nu t o me tllt: .~hule problem ,,arks do.m to 
.• orc~ing o ut t. pt'Opt: r :~ark sheet fo r the agent r.nen he 
is ex~mining the man ' s t•eturn. tlow, i f ll pr oper work 
s;leet is wor oiea out f o r the ~gent , t hen we can drow 
o ff of those work snccts the l nforma tion we need, 
•;1 th;;,ut r e"uiring ell tLxpoyers to file the return . 

lnet"e he ve been c g r ePt m~ny of the tax r~presenthtives 
ln ey office , :Jr. vlipht.nt , E~nd no one nts challenged 
tne rignt, ep,Jarently , o f tnt Bureau - of the 
S,;;:reterr to ~.os.< for. this informli tion . They have 
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questioned the for m of t he release of t he require
ment . Representatives of Mr . Ballantine ' s firm 
and ma ny others who have been in t ax practice for 
a long time .~aven•t challenged the authorit y to 
require the information, if it has t ne Secretary's 
ap~roval - the memoranaum of r eleose . 

n ... . Jr: Well , hasn ' t 1t got my approval? 

del vering : Only by •• • 

:Jag ill: No . 

lielvering : 

il •. Jr : 

n • .o~ . Jr: 

ri . ~ .Jr : 

enchel: 

tl • . :.Jr : 

by c s t a tement you made t o the press , is all . 

;,el l , I Jus t don•t - somebody works in the Tre~:.sury 
~nd I d on ' t let them tiown public ly . I may g ive them 
hell when I'm r.ith them alone , but •• •• 

I think tha t's tne answer t o your prior question. 
At least, it is the answer in my mi nd . I think that 
ns f ar as the legal situa tion ts concer ned, if we •re 
going to have this - I think we ought t o get out 
Nha t ever it is necessary to get out in the proper 
styl e, wnich includes your ~pproval. 

Yes . 

Bence, I thinA the b&sic ~ues tion is whether we 
do went t o have t axpayers fi ll out something like 
this, or whether we don't. 

Now, Mr . Oliphant i s in substance suggesti ng one 
quelificetion which may be 11 good one to put in; 
the t isL that something like this shall be r equired 
if the ~ommissioner so directs or the agent so 
directs - something of tha t descript i on. 

(.ell, let me 6sk you a t;,uestion. Let• s say, all' 
right, I get out whatever t ni s Secreta.ry ' s r egulation 
is; then does t ha t make it legal? In other words, 
be needs sometning •• • . 

As it is no.v, he can not r equire it. 

Al l r ight . I say , "Well , all r ight, I ba pt i ze the 
child ." Right now i t ' s a bas tar d, is that right ? 
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ilight . 

All right, I get out a r egula tion and we l egalize 
tnis child . 
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ThLt is, assuming it doesn't go clear outside - we ' d 
ha ve t o pass on tne -.ues t1on of how maey f acts sur
r o unding your t ax business, see , is the Commissioner -
is the Depa rtment entitled to , to v erify the t a x 
r e turn? That is , you can't ask him any question. 

I' d like t o know this. J.ll right, why do you 11ant 
t o know how mfley yachts « pe r son 1 s got? I mean 
.\h!> t .•. 

on 
Well no>:, llr . Oliphant hu given you a -.uestion/t hl< t . 
r;o" l e t m" tive yo u &notbH concrete illustra tion . 
.. e inv<:s tigate a man u10 we find t ha t auring a 
(ar t i cu1L' r ye~;r he's buila ing a house tha t costs 
~45 , 1lJJ, e nd y e t in the year he r e turns no t «xable 
income . :/ell, ;·;e furthe r investigate and we find 
that he was in a n oil aeal 11here the part of the 
contrt•ct th> t he wa s to b e paid on the barrelhead 
1vas ~65, 0JO Cll sh, which hi' n~ver r e ported , of course . 

Well, usking for je·Nelr y, yachts, his house , t nd all 
tba t - I'IOula tha t show up? 

Ibis wouldn ' t take care of that, Commiss i oner • 

Oh ye, . ·;;hen he gets nis house, it's his net 
pr operty. Then we can a S it him where he got the 
house . 

To muke ou:y positio n c le&r on this , this is a very -
you won ' t hea r the end of it for a l ong time - a very 
sao thing to put o ut for thes e ..•. 

! 1 11 s&y yo u won ' t he~r the end o f it for a long 
'ohile . 

:! .. l v.,ring : I tr.kc this posi tion. r oon•t mean to be conten
tious ..• 

ll •• . Jr: All r ight, l e t me just a sk this . I mean you f ellows 
a re g ottlng l egalistic on me . Coul<in' t this snme 
t hing tha t you wan t be accomplished by ha ving this 
tnin& included in the work sheet? 
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hell , to a conslaereble extent , b ut not completely . 
l.lo you ( Sh erwood) think it would be? 

I think in many instances .•• • 

11hat? 

Of course , y ou coul u have a .vork sheet r ec.,uiring the 
agent t o d i g f or tnis i nfor01ati on, but in very many 
insthnc es I think the taxp11yer would pref.,r to give 
it in t nis f or;n r a th., r thtn to hav e this intensive 
1n-.u1r y by the t:!;ent. /nd t hen, too, 11e wer o.. Lnxious 
so far as oe coula to preserve toe time of these better 
Gl£~< .. no a re r et,uired to nLndle the c;.ses of the tt x
,..~cy ~ers .. ith tne h.r.,er incomes . They e r e not too 
suffici ent in th~e ·•.lr:t .ve nave to do . 

:iell , v:e set up .qu. t t<l t') ct 11 r bluepr int deportment 
.;>!' tusst. very .. e~>l t~1y .,eop!e . lhey nave a blueprint 
01 tu~ese ven .H!Ll toy p".:>l)le, Solo.~ing •:.na t their 
intcr-.s t s c. r e , on-.1 thtlt WLS s t a rted l ast year , Atosn• t 
lt? 

na t nis r'or w wus ucfin! tely to b e useful in thut con
nection . 

,/ell nov: , that ' s r ight- whot Guy s c. i d a little bit 
ago; there ;.re gain£ t o b e c11ses , in passin& on ~ 
:u~n • s i nco2e t11x r 11turn, .. acre it will be desir<ble 
for uuy to nave & co~pletc i nventor y of this o~n at 
tu.: bet:innint; of the yctr ;.na at the end of the 
;-t:&r . :;o .. , .. olere tiu•t is n~:cess~ry "ne desl r eble, 
fi.Y j)olnt is , it ' s t.ll rieht to t.sk for it; but to 
s~y th&t every ttxp~y .. r h•s go t to give you a n 
inventory .. hen tnerc is no show1Jlb a t t. l l tha t it 
:,oult.l be of ~:m· use t o u s , as in the ct.se of the 
.vaml·ll who wr ot .. th~ booK - I coulo c ite other 
extruples - th~t was just the differ ence, you see • 

.. ell l e t ' s t ake to noth" r - ltot 1 s s ey we hrve this 
re~:u ia t1on . No1/, 110.1 uo you lmo.v thb t t hey ' r e going 
to f ill this out? Doesn• t <• f ello\'1 h.ave to make a 
Ctleck? Ho t: r ou i)oing to t<no .. this bl ank .vas rUled 
correctly? 

Th& t wi ll be ttis bt.~is ror tht- check, ~r . Secret t ry, 
in toe le&~s n L rut ) secure . 
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Paroon me? 

That 11111 be 

~ut :.o .. oo you .<r.o:; tnis fe Uo.1 - let ' s s a y t hi s o:..n 
i :; cisnono;:l l c.nJ tha t he• s sot to fill this t nine out . 
I s nt< ~oing t o :)Ut Jo.m stuff taer.; ::hich is going to 
give yo u the h:loas? I 'llecn, in oruer to m.ve it r.ccu
r r• te, uon 1 t y ou h& ve to che.:k 1 t c nyway? 

;;ell , you cl1eck the informa tion you get . 
;>crh<.ps th~ t upplies too to his r e t..trn ne 
1'11"~ . uul we lJUSt .., r.,~WJit.> thu t there i s 
r ;,s;>.>nsc. t.o t.he directions on thu r etur n , 
t.•cr., ts nertl . 

I think 
or tein~lly 
<•n honest 
just as 

••Ell, tnert is llso so.:~ .. tilin" else on tnis I con' t 
liKe t.bout 1 t . I ::tean I .t.nt to b "t ever)' t~ xp1.;,oe r 
t o .Jf.) every nic,<el h~ o.:ts the Gove r nment, rnd I 
h&vt! uemonst r :.. t eu for tn. four yet, . ., I've been nere 
I ' ll b:..c.< you 1ellows up t~ tne limit, see? But I 
o:inu or .L' ue l tm t this tll! nt; ' t lnu of sm:..cks of 
::lusslt - tuest.> coW1tr!cs - t ha t you' re goi ng t o go 
b•ler" t-nu !! 1 11 li" t into people ' s own business; 
I thin.< you ' re b .. g inn!% to .cross the borderli rh. ~os 
to m~; t r s tne Governuent 1 s business ~ nu waE. t !s a 
:ncn 1 s . •er~om 1 home " nd his ;ro,..erty, Lrui .1is 0110 

p .. rs.:>ru.l ri r;hts . I .ac~on I tnin< you're beginning to 
.: r o.10 t :u. t line ::-r etty nfrJ . 

I tnlnK t.16t ' s rignt . 

I think tnat 1 s right t oo . 

I think you ' re beginning to bre~k into a m~ n • s -
t11is thin~ , a fello·" 1 s home is his castle . I nd 
'"1en y ou b(;ain t~ a so< l1i111 no..- ml ny aJ.smon.is ilt.>1 

s 
goL :.na noN :nEny of tnls , ..'!lien is nis persol\81 
Jr.>perty a: no so forth l na so on, i sn't the United 
St 1tes G~vern~ent beginning t~ cross the line or 
o ne • s ovm person~ol privacy - I mebO beyond tn~ st~;t;e 
01 1'10!. t ls one ' s income? tlW1'l 

I rt;ree 11l tn that , ex..:ej)t Ln those cases wner .. we 
u~: ve aoubts , onu then we ' r" 11t libert y to ask for 1t . 
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Well , where y ou have doubts a nd you think t he f ellow 
is withholding hill income, then go t he limit . 

And us k f o r an invento ry . 

As k for a nything. 

I thi nk the form as or~o fted 11aro ly suggests that 
we re .uest a n invent o ry of j e.1el r y . It is add r essed 
t o ~erson&l ha l o i ng company inter~sts - to yachts ••.• 

olel l , s ome o f them t hought t bt t it d id; I don ' t .mow, 
t hey may ~ave been unrebson~ble, but I think the form 
could b e be tter . 

lio you thi!L-< I' m ove r s t t ting 1 t .. hen I thin~t He 1 re 
c r o.;d i ng a mE n ' s p .. r sonel ;>riv:;cy a little bit o n this 
tning to wh er e a fe llo11 - his own - en honest f ellow 
ooi ll6 eve ryth ing he should? 

Yes , I tniru< tha t ' s u f a i r s t &tement . I don 't - of 
course , it d e pends, I thin.< , on a - t:t good ci e a l on 
how you a ,>pr ooch it . As the Commissioner will tell 
you, a corpor&tion files u b~ !t• nce sneet e very year 
a nd they ha ve to ~ut in items of trtis l{ind . The 
o rd in&ry t a xp<yer in l:us ines s probab ly ;vouldn • t t llink 
v~ry much o f filin~ t his stv te~ent . Undoubtedly some 
t ">.pby e rs >fould f eel v ery strongly, very much more 
stron.;ly t na n you hav., ex,>r essed , th~ t ;ve Ere invading 
his 9rivecy Enci t hf t this - so~e o f t hese ~uestions in 
ne r e ere a SI{inf things we na ve no bus iness knowing . 

i!ell, let me pu t it tnis "'EY to yo u, Ros - I mean 
so l ong a s we •re in he r e . Let's say tha t this t hi ng 
nuo n• t been i ssueu ~ t t ll • 

All right . 

;.a uld you r e comrueno tht t we gc t t his thing out? 

No . If it hc.dn ' t been issued, my suggestion would 
be to na ve the r e venue agen t ge t some uu·ormbtion 
o f this characte r - pr obably not all . 

The re a r e many things •••• 
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I wo uldn't ask t he t axpaye r t o make it. 

Tnur e Dl"(; OlllJlY tn i fll!S you can • t a nt.icipr. te tha t 
:;ill r esul t th~t yo u .<no N more about a fte r the 
tnint: is snot o ut ::nd you r e ce ive th e r esult. 
Now, I t hink tne mos t ob j ectionable t hing t o t h i s 
is tlud •• e l>Sk t he t~expeyer f or his ne t income 
s t< te~ent or his n~t wor th s t a tement. Now, they 

235 

cotte to you a na yo u've got so01e stock tha t c os t 
you $5J , uJJ whi ch y ou know today isn ' t ;vorth five . 
" el l no • ., , the '-i uesti o n vrisc s i mmed i a t e ly , "Whc. t oo 
• go i ng to c.lo? Am I golfl<l t o .>ut t ha t in ot cos t or 
?r e s e nt vr. l ue? " If you don• t put it i n a t pr esent 
vt~lue , t .1en i t i sn• t th ~;~ cor1·e c t ne t llortll s tv teme nt , 
anJ y e t •:e llr. ve ins t ruc t ea t ncm i n tn i s t ha t 

.. e l:O. , o r l t:lru.l ly I was <$f i ns t tais ... 

HU!1? 

... but :< ft~;~r I .!. s ~ueti it :..na we st~ r teci i n on it, 
I aidn • t. thinA i t :tas .,oo.; !)olicy to b£ck up on it, 
C•. 1:al .>u.,u t old r ecommet:d t tl& t if thi s ·l !.t S t oo dr bstic 
. Eo <>iDi!l.u t.ll t so <J S t o rbLI.O tn· t .mer e chb mt n d1Jn • t 

.:ce,. t.~e .' r oper s e t :>f l. .)olt s , . t hen .1e coulJ de:at nd 
~:a to -1 -<e t n is s to te~ent . 

You ·"cnti;m tilct - y ou wr o t e :~o.o.,tning t.bout thto t 
in Dece:Jbdr; thct is, •. n~:n I t oo.< it up . ·;e ht d a 
c onfe r ence ,.i ta :Jr . :!crleyniJl a s anol Ga ston . 

I ' d l.L.<e t o SU<;,;es t ll I'ur t n<.r c o:nplicati on he re 
t M t hus n • t been r a i sed . I f we f oll ow the oruin~ ry 
Jr a ct1.ce t n:. t t 11ese net ;.ortn stc t e:aen t s ,,1.11 be 
Op< tl t o tne st£t e t &x off i c i uls 

.. el~ , t nt. t ought no t t o be 

hnd t n;. t .:1: .<t s 1 t even .:orse, r.na 1 t 1 s going to be 
v~; rr conspicuous i :" .~e a o it t nd don• t open i t to t he 
s t c te t t x offic i : ls . 

ue l l , t nu t 1 11 tne r ea l conc .. rn to a gr ea t mcny of 
t hem . 

I f eel tn l.s <vay about t ne t h ing . I t b i nit it ' s 
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s~.;rious -.nd t hl t 11e OU!!h t to ru. ve a un~.: nin.ous f r o nt 
Lnsiue the Tret sury . No;, , ttl€ f>,c t tb~ t ,·e nuve uone 
it, .. t tn me, .. e i gns ve r ) l ittle . I l ook l t i t - "We l t , 
it Ne 1re going to ao it 1 t ell, i s i t r i ght or i s it 
.> r-:>n g? " Tile f ac t t nu t 1\. i s out - I t n ink t hu t the 
United S t ut es Tre t sur 1 c Ln be b i g enou~h to admi~ 
1 t 1 s :r or ... , see? I mean pt> r s om l l.y I I m per fec tly 
.~ Uling - .llticnevt:r w~y l t tast~;s the bes t , .ve l ll 
au i t . I I' i t t as tes be t t" r to have you co it, ve 1 ll 
Lh> i t t hut •u;,; if i t t.estes bt: tter t o h:..ve mt< uo i l , 
r 1 11 .10 i t . Bu t ne r t: 'Aegil t tsn l t ver y s t rong - you 
.r uurself , i f you .u.u t o .:io i t lll over ~&~> in , you 
.o ... L:n 1 t . .•. 

:;.:~ , I t •tin.t ':l'J t'eelinv i s c ~;oo. cef.l like the 
.::o·!l'l!.ssi o ntr 1 s . TM t i!' , ll' I Net·e ao1ne it f t:t in, 
I N .:>Ul~n l t uo it . 

J. S It m~ t ter oi' f ll ..:t , I uhtn ' t .<no..: t he t tling W!>S out, 
wtti l it .v.,s out . 

ut1 1 s in for t .lu r Lo~ . 

vut b.rlY •.> !> ~nt >11 , " ' vine lb;t .. n"'u to " 11 t .11s gt·eE< t 
".isuo..a? 

.. ;,ll , nos culte ... llt:r'b Gt..l t .:>n LOu CJe in one o«; o.~uring 
tnis t:Un& . I t:X,>resst:o t.1E. opini on t n;, ~ •. . • 

Loud.er . 

I aiun ' t .tno .. a n) tnln~ kbvut tnis .• aen i t >· bS i ssued . 
Tb"'l' " .wulu oe coruiuerLble aoub t in my minu, s o l Lr 
t s I undoor stonu the ct tl e , l s to t he aesir;,bility of 
o rie i nr. ll:r relet<<~ Lnt it . But 11' 1t 1 s going t o pr ovide 
us t•ny roditioml assls t~ nce in nb nd ling t .1e c ase o f 
!> t"xpay e r, unu ,>t rUcultt rl, in viell of th e Cuc t , t lw t 
t.••c r c .I(..S " bi ll s 4 uawk Ul$t<1ns t it and I d on ' t liK& t o 
back uo:.n in thu r, ce ol' t s ,ua.:d:, I t hou_cnt 1 t woul d 
.10 more ha rm ttwn good •.• • 

Ol d burecU bCbU • 
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:lcrl : • • • to withdraw it. 

H .• Jr: No.<, I'll tell you what I No uld do . If you don't 
mlnu, Ros , t a ke tnls gung into your room a nd if 
you can't settle it afte r this d iscussio n, I 1 11 
settle it tomorrow by rule of t humb, see? Take 
them l nto your room, und if you r'ellorts c a n ' t come 
to an agreement b e t rre en now ond midnight, I'll 
3ettle it a t 9 :3J t omorr ow morning . That ' s f a ir, 
isn• t it? olh&t? 

oulv~ri~ : Could I Just 6S A 

11 •• ~ . Jr: Thet ' s f a ir. 

J•eill : Sure , t bc_ t ' s f a ir, \.u t ... 

H. !. J r: 

lrg111 : 

H . :~ . Jr : 

• !. ~ .Jr: 

Ju~:ill : 

You go to y~ur r oom . (f you f ellots can ' t settle 
this thing, Nhy, •.. 

11111 Y" U put 11 cr~o.:.<er on ~hat , please? 

I. cracker so tha t .... 
Tell them t o s t ay tne r e until tney do settle it . 

!/ell , I s ai d midnleht . 

Because my experience with tnese boys is tha t I get 
them in there, then tney jus t sift out the door one 
b.t one. 

237 

H . ~ . Jr : £ very one of them eo in yo ur r oom e nd s tay there until 
it ' s settled . 

·~q:Hl : Tha t ' s fine . 

li .. !.Jr : How ' s t ha t ? 

•l ,;lvering : I think you ' ll ge t a I!Uick dec i s i on. 

H. t.Jr: Yes . 

,{elvttrlng : Could I get your r eac tion on a t en-line memor~;~ndum 
here? 

l! ·-· Jr: Sure: 

, 
• 
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ilelv.,ring: "! t r &nsmit a copy of the memor a ndwn" - tell you 

.va<- t 1t i s - " pr omulgating t he rules re<;uiring 

1n~iviciual t &Xpbyer~ nb vl ng a ne t income of $l OJ , OvJ 

or over to file a ne t worth str. t ement . " I' m writing 

tuis Lo ll r . Uot:ill. 111 ~ton<ier ho·.~ you would feel 

concernlrij; <•n !•mendment t o t his directio n limiting 

the r et1ui r e ment to totosc cases <~here the current 

records o f t he t~xpt yer a r e insufficient to pe rmit 

tn& 1nvest1gtting a t:ent to obtain tne i nforma tion 

intended t o be pr ovtdeci thr ough the medium of the 

•·eturn. " 

.1. .. . J r: '•hE t ' s t nt t l as t s t ntence aga in? 

uelvfring : "I ,;onder no;oo you .:oulo feel concernin.; an amendment 

t o t ltls di r ection" - tm. t i s, conce r ning our •..• -

" li:nitint; the r e,..uirement to t hose ca ses wher e t he 

current r,cor~s of tne t:x~~yer a r e insuffi c i ent 

to ~ermi t the i nvesti gPti ng agent to obtt i n t ne 

infor uu. tion intendea to btl pr ovid ed t hr o ugh the 

:nediiL'll of t he r eturn." 

Jli_>h:.nt : ThE t is, wher e t he i nves tigat i ng agent d e t e r mines 

t hb t t he recor:1s ao•e insufficient. 

llelvering : Yes . 

•· ~ . Jr : ·,;'ho det~:rmines that? 

id v ::-ing : iiell, the ogent exuuoi ning • 

•• . ~.J r : ~ell , tnls stuff- Lhere isn ' t ~ per son - I don't 

t;lilllt tnere •s 1.1 ;:>et·son, not one i n 1 h undr ed, tnat 1 s 

got his r ecor Js i n sucn snape • •• 

uelvl!ring : Tha t you coul u get th i s , you mean? 

233 

H .. l .. Tr: I Jon't t niru< t here i s o ne i n a hundr ed . I'd go 

a l one on t ni s i f you say thf t if t he exumining agent, 

in going o ve r th6 returns o f t ile t a xpayer, i s suspicious 

th1.1t n e i s withnol d i ng necess~;ry inform~>tion, t hen it 

is " i t h l n his Jurisdiction t o a sk f or a ny a nd all 
1nl'orc" t ! on neces sar y i n o r der to &&t an nccura te 

;:> i c ture of t ho ne t income of t he t~xpuyer . 
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,·:ell, tha t ' s what I S~<Y - I meun tha t ' s how I •d 
.: rite i t. 

loell , under exi sting l aw he c nn do i t. 

239 

•lell, I don ' t see - t oea you•re simpl y - t hen tout ' s 
the way I ' d .vr i te it . 

'!~t Nts thE. r e.,son f or rny suggesting tna t the 
,>roblem ner ... h1-s been 1 tl a l ong toe 11ork sheet 
of tne examiner . 

I non ' t s ee, i f !I rna n t;OI.S ove r ..• - "Gee , tnis 
t~x;:>~yer • s stuff is in beaut iful sna~e . ~verythlng 1 s 
t here . He ' s got a n r.ccountvnt , a good l aw firm 
-. ... vising :U.o, ... nd nis s t uff is in becutiful shape . • 
• nere • s n~ ~uesti~n about t n .. t . &ut if he eoes in 
~o someb~o) e l se a nd it l ooks phony , t nen go t he 
::or .<s ana as.: .1ir.r for e verything ne • s go t . 

lloe:; tn« t ~•eE.n, !.tr . Oltj.lhttnt, pt:rh.,ps putting it 
this vay : t m, t tnt s f o r•n might be empl oyeci , with t he 
t.pprova l of t he i:iecre t a ry , in ins t <J nces ~mere the 
r 1.cor us .1ere not s ufl'lc i ent fo r t ae r evenue vgcn t 
to himself obt~in tne t nf or ::luti o n . 

l.'ell, I'd want to tllke a li t tlt: time to phr t se t hu t . 

Nutur ally . 

.. nere there a r e aoubts - ,;uer e t!l e r evenue agent 
a eterminea tnf t t nere we r e aoubts in bis o ind ts to 
tnc accur-.cy of tne r eturn - socetniog of th~t sort . 

·· el _, tnen , I •d say i t WlS up to the 
for o.l l info rmt. t i on neoesst ry t o g.:t 

1Jic ture of the t o xptyer . 

agent to hSk 
a net worth 

•lell, to verify toe co1npl e t e r e turn. 
it to t he net worth . "11 inform"' tion 
verify t he r e turn. 

Don• t limi t 
necessar y t o 

?erhaos authority t o r e .,uire ll Sl'lor o sta tement of 
tnls nature- t ho t• s wh:t <te 1 d like . 

You people go into :Jr . ~ .. gil l ' s office E"na stay tnt r e 
unt il you settle tnis, please . 

Thank you f or th~t l a tte r . I li~e tha t. 
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H.U.Jr: 

Operator: 

H.U.Jr: 

Sen. King: 

!i .U.Jr: 

Sen. King: 

H.U.Jr: 

K: 

H.U.Jr: 

K: 

H. JL Jr: 

K: 

Hello. 

senator King. Go ahead. 

Hello. 

Ur. Seoretary ? 

Talking. 

Senator King. 

How 11re you? 

2~0 
February 10, 19~8. 
~:50 p.m. 

Oh, bully. I'll report favorabl y tocorrow morning's 
full co~aittee, and I'll get hi• confirmed tomorrow 
by noon. 

I thank you very muoh. 

All right, my dear friend. 

I apprec iAte it. 

Goodbye. 
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··. ··.Jr: 

Jt•n . .;.. 
~~.>.Jr. r : 

- Jr: 

-
~ .. !t": 

~ . •• 

~ . .. 

. J r : 

. J r : 

.. . Jr: 

.. . . 

Senator Ca~p!' r. 

Th:mk you. 

Go ahee.d . 

Hello . 

·.:e ll" .'-rthur . 

~ebruary 10, 19~8. 
4 : 22 p. m. 

Set, ~enry , ! Just wanted to t~ll you~~ okayed 
your man. I didn 't - I don 't ~ow whether you· got 
the 1nforo~tion from rny of t he ~ther3 . 

7It> ll. , Xing called mP c. 11 tt.le wh1le -

Oh, he d i d . Yec , well, a ll right , ! jus t -

\'le l l ! &p)r ecistP 1t v ery ouch . 
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\'!ell , he - h e ' a a l l r i ght. I fled e. n i ce talk with 
h l.m ther e , and he - !:r. Ollphent a lone; w\th him. 
Th ey b?th oade g " "ry fav?r~ble impression. 

O?o<l . 

All rig;- t . 

All rlght. GOdby o . 
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r .!l.Jr: 

operator: 

H.iJ.Jr: 

Cong. 
Johns t on: 

r..u.Jr: 

J : 

i!.!.!. Jr: 

J : 

~i.:.:. Jr: 

J : 

H .r:.Jr: 

J; 

?l.I!.Jr: 

J: 

;;.H.Jr: 

J: 

H.t.:.Jr: 

J : 

H.L.t.Jr: 

J: 

He1lo. 

congressman Johnston. 

Hello . 

l4orgenthau? 

Yes, sl.r. 

Congressman Johnston. 

How do you do? 

February 10, 1938. 

Go ahead. 

I- pretty well todny, bow are you? 

Fine. 

I imagi ne you're busy. I di~ 1 t want to borrow any 
money. 

17ell you can have some if you wi!Uit i t . 

I know, but - I tell you, I CAlled you, and maybe 
I shouldn' t have cAlled you, but I Just want to 
take a chance on you. 

Go ahead. 

I beve a colored gentleman, down there 1n your 
Department. 

Yes. 

He ie - cessenger down there. He ' s got a familY and 
he ' s educating hi e girl and his boy . He's onlY 
getti ng $1200, he 's a messenger, got a Ci vi l Service 
status, and be's a veteran and a colored man . 

Yes. 
He used to be a school teacher and a very i nt elligent 
gentlemanlY fellow. 

Yes. 
And I was wondering if ~aacouldn't, k inda fix that 
up so be could get a little better Job. He ' e onlY 
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¥..n .Jr: 

J : 

l.f . ::.Jr: 

J : 

H.l.l .Jr: 

J: 

;:.!: .Jr: 

J : 

;; .u Jr: 

J : 

"! . tl.Jr: 

J : 

'-' . :.1 Jr: 

J : 

"!.!LJr; 

J : 

• 

- 2 -

getti ng $1200 a year,you know, and that's pretty 
- pretty thin, to get by. 

What's h i s name? 

"4 ' ~ " 

HiS name is F. VI. Holbert . H-0-L-B-E-R- T. Holbert. 

I didn't get the last. 

F. W. Holbert. H-0-L--B-E-R-T. 

H-o-L-- B-E- R-T . 

Yes. now, he'e worth while - colored chap. 

I - I unders tand. 

And he 's worth while and all right. 

\'/ell, let me look into it. I'll be glad to. 

You look into that, and see - see Dr. Dolan. Look 
into that and eee if you can 't do something. 

I ' ll be glad to do it . 

He's been in the Postal Servlce in Oh1o. Got a 
Clvil Service Status. He 'e a veteran and trying 
to get along. \.fe 'e all right. ~e comes from ~ 
d1otrict and very helpful. 

Well, l et oe take a look at it, and I 'll let you 
know. I'll do the beet I can. 

All right. 

Thank you. 

All right. 
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TREASURY DEPARTMENT 

WASHINGTO N 

February 10, 1938 

CONFERENCE IN TH1I Oi'FICl: OF THE S&CBE'l'ARY 
OF THE TREASURY ON n:BRUARY 10 11ITH 

MR. JESSE JONES ~GARDING (1) ROUSING 
CORPORATIONS: (2) lOANS TO INDUSTRY: 

AND (3) BANKING CONDITIONS, 

-oOo-

Tboee preeent beaidea t he Secretary and Yr. Jonea 

were Yr . T17lor and Wr. Bell. 

(1) Boueing Corporationa: ~. Jonea aaid t hat he 

would like to diseuse firet t ho matt~r of setting u:;> mortgage 

eaaocietiona to operate under the Fcderel Housing Adminiatre-

tion. He handed the Secretar1 a copy of a letter dated 

February 7 which he had wri tten to the President, and a copy 

of the President's reply o! that aame date. Tho letter fro• 

the Pre aident to Yr. J onea directed the Recona t ruetion Finance 

Corporation to or g&nize a National Mortgage Aaaociation in 

Waahington with a paid-in capi t al atock o! $10, 000,000 and to 

pr ovide it '11'1 th man&gell~nt. The Pretident &lao aaked the 

Corporation to reaerve $40,000,000 more of ita !undo eo addi-

tional capital tor the National Uort£Bge Aaaociation of Waahtng-

ton. Wr. Jonea allo banded the Secretary a eopy of propoaed 

preaa releaaa of 7ebru&rY 10 atating that the Reeonetructlon 
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Finance Corporation bad organized the National Uortgage J.aaociatlon 
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of 1fe.ah1ngton with pe.1d-1n capital otoclt of $10,000,000 and 

a pald• i:l ourplua of $1, 000,000, aDd giY!nc the n&IIU of the 

d1rectora In the Aaaocl atlon. Coplea of tho lettero and the 

propoted pres a releaee oro atts4hed. 

(2) I.oana to InduotrYI Kr, Jones .aid thet over 

tho past t wo or throe year• the Reconstruction Finance Corpor~ 

tlon had r eceived 6 ,997 applications for loane to lnduetry 

under Section• 5 and 5(d) of the Reconetructlon Finance Corpor

ation Act, &ggTegaHn6 $617,000,000, Of this total the Corpor..

tion had authori~ed 2,727 loan• In an aggregate of $201,000,000, 

Since these loans had been authorlted 1 , 063 had been cancelled 

tor one reaoon or another -- the applicants !oUDd at the tlco 

the Reconstruction Finance Corporation waa prepared to make the 

loan that they did not need the money, or thnt they were able to 

G"t It !roa other eourcu more cheaply, The amount of these 

cancelled loano ie about $69, 000, 000. Under tho tot•l authorloa

tion the Reconotructlon Finance Corp~ration hae dioburoed 

$104, 000,000 to 1 , 456 borro~er e, Soma o! . theee loane were •ad• 

on inotalaent plano and are atlll belnt; ditburoed UDI!.er the 

approved appllcationo, on account of whloh the tum of $9, 000,000 

Ia owing. 323 borrower• have paid their loano In tull, fhe 

Corporation b.ao received all told the oua of $29, 280,000 eo repa;r

mento and there are outotandinc at the present tlaa about 

$75, 000,000, A copr o! otate•ent ahow1nc loano to IDduotrr ao 

o! January 29, 1938, Ia attached, 

245 

Regraded Unclassified



- 3-

The Beconatruction Finance Corporation baa received 

no new applicationa for tho paat aix aontha. In connection 

with the talk·around town abnut additional loana to industry 

Ur, Jonoa aaid that it waa his opinion that if a great deal 

o! care was not exerciaed wo would find the Government askinc 

loans whi ch would in effect be aubaiditinc aeall ino!ficien\ 

lrusinua ventureo. Be aaid the Beconatruet1on Fin.e.Dce Corpora

tion had had a great deal ot experience in making loana to 

tnduatry and that they would not need &Df sore authority; they 

are prepared to €0 &bead with thi a propoaition if the Praaident 

approna. 

The Secretary aaid that as fu ae he baa been able 

to aacert&in, when all thit talk it boiled down the Government 

will aaoume all o! the bsd riaka. Be told llr. Jonu the\ he 

ha4 ha4 & cood a&D¥ people tell hi• that ths roaaon the 

capital sarket was now net open waa becaute of the Government 

regulattona and roatrict1ona. Be aaid he baa aaked an inveat• 

ment banker to give him caaea or aolvent concerna which want 

t~ borrow money and wbich he would conaider cood t:1aka f roa the 

at&Ddpo1nt of an inn taent baruc.r, and br ing th .. to ht. and 

ahow hi.a ~ they can not co into the capital sarket becante of 

Govermoent rod tape. Be alao aaid ho tbougbt 1t waa a alatake 

to bring 811&11- buolneao sen to l aahi ngton, that ao far aa ho baa 

been able to aee, nothing conatructive had come froa the aeetiaco 
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There waa •~• diacuaaion of the induatrial loana 

made by the Federal Reaerve banko over t he peat three yeera, 

end it ua tel t that theae banko ahould atop ulting further 

i nduatrial loena. It ia not their function, end if the Govern

ment io coing into thia buaineaa t here ia but one organicetion 

that ahould do it -- that io the Reconatruetion Ji.nance Corpora

tion. l!r'. Jonea agreed to atudf the matter further end report 

to the Secret8l"J at a later date. 

(S) Banking Conditione: Ur, Jonea t hen diocuaaed 

the bank holding companie a. He a aid that he bed been ovor t he 

list !urniahed him and he dii not aee 8ft1 dancer apot except 

the one in California. He eaid that the croup he had before 

him ohowed aound capital of about $790,000,000 to which ahould 

be added $44,900,000 preferred capital put in by the Reconotruc

tion Finance Corporation and another one and one-half million 

put in by other intereata, which were junior to the Reconatruc

Uon Finance Corporation capital, aaldnt; a total of about 

$837,000,000 of aound capital in thaae inatitutiona. The de

posita in theae inatitutiona total about $6,600,000,000. 

The Secretary then brought up the ltcAdoo Bill which 

apparently doea &W&¥ wHb holdill6 c011peniea but peralta branch 

bankinc in the Jadoral Reaern diatricto. !hh would aeoa to 
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be deoigned pertieularlr to take care or tbe oituation in 

C&l11'orn1a. Tbe Secretarr oeid he he.d talked to both the 

Preoident ond Senator Ol&eo &bout t he m&tter and neither one 

felt there " "' anr particular hurry at tbio tille but that 

they ohould conti nue to otudy t he matter and oubmit & complete 

r epor t and r eco,endation at a later date. llr. Joneo t hen 

oaid that he would otudy the utter fUrtker and he r eady to 

repor t earlr next week. '!'he Secre tarr oaid he would be gle.d 

to a• e bim Tuesday morning at 10:30 &. m. 

A ot&tement ohowi ng t he condition of group banka 

11 att&ched. 
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c 0 p y 

tUWONSTBl.UI'IOX Jo'{X,\.~( :E COIWOit\TJON 
w~nnw;TON 

It 70U appro-re ot the oourH outUAed 1A the 
attached letter, " can orplliaa •!be latiollal llortcace 
Auoc1et10D ot leeldngtoa• S.ad1atel:r· It w1U .-no 
uw --v u " ban aD belld app.roxlaatel:r 140,000,000 
rBA iDINHd .,rtcaaea which the nn aaeoc1atioll OCNld at 
once aet about ielmins debciur .. qaiDat. 

'lhare 1a a tavo1-able 1Dnatact ll&l'ltet now thet 
" ebould take adTantase ot, and care wet be exerc1aed 
1D acquaiDtiDS the pubUc 'ld.th the BOUDdneaa md deair
e.b111t;r ot the debcturea tor iDYeetaet. 

t th1nlt tbia can b .. t be aoCOIIPUabed bT pro

ceediDs u outllAed 1D the attached dl'att. 

The Preeidet 
'lhe lbite Bouae 

S1Dcerel7 70t\1'8• 
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THE WHITE HOUSE 

WASHINGTON 

Feb~uar,y 7, 1958 

Dear Jesse• 

In orde~ that the benefits or t he new Fede~&l Housing 

Act aay be made immediately available to all wbo wieb to build, 

and to thoee wbo wish to inves t in the debentures of national 

~ortgage aeaoci~t1ons , I wish the Reconstruction Finance Cor

porc tion to o~gnnize a national mortgage associn t1on in Was bing

ton •1th a paid in cap1td stock of $101000, 0001 and prortde it 

with management. I should also like the Corporation to re•erve 

tAO,OOO,OOO ao~e fo~ capital in other national aortgage aasocia

t iona, or as additional capit&l for tbe Rational Mortgage 

Association of Washington. 

It is rq hope th.E.t builders, material and supply people 

working men , proepective home owners, and those who m~ desire to 

build private o~ aul tiple dwellings for rent or sale will cooperate 

in teking edn.ntege of this new lew. 

The obrtous effect of such whole-hearted cooperation 

'rill atiaulate business and provide eaplo)'Mnt for hlmdreda or 

thOUII<ll\ds, 

Inasmuch as the debentures or national aortgage aeaocie

tiona can only be issued against first mortgages that are insured 

by the Feder&! Housing Administration, they are backed indi rectly, 

but nevertheless effective!)', by the credit of the United Statee 

Goven~~~ent, 

These debentures will be exempt both aa to principal 

end inter est from sl.l taxation (except surtaxes, estate, inheri

tance and gift taxes) now or hereafter iaposed b)' the lbited 

Stares, by any Tetti tory , dependency , or poaeeeaion thereof 1 or 

by CD)' State, county, aunicip&li~, or local taxing author!~. 

They will afford an attractive and absolutely safe in•es~t fo~ 

peoplo of small or large 111eana, and 6bould be issued with this in 

vie"' so as not to be a drain on the Federal Tre&sury, 

Mr. J esse H. Jones 
Cbai~ 
Reoonstruction Finance Corporatioo 
llasbingtOD, D. c. 

Very sincerelr yours, 

FRANU.lH D. OOO:JEVELT ( eigned) 
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IP'J"T AD JI]!1.1ASJ P-

Pebzuar7 10, Ull8 

rm!PZ BX i!ffll B. lOIP, muxp••, PR!?'S1BJCfiOI mMCI mBPQynol 

At the requaet o~ Pn.S.dent looMftlt tbe Reoooatzucts.oo 

Pinene• Corporats.oo baa orpldMd ~ lats.cul. llortcaca 1eeoaiats.oo o~ 

lu!Wlctcc• 111th a p&ld 1D capital .took o~ II.O,ooo,ooo ...t a p&ld 1D 

IW'plua ot tJ.,OOO,ooo. The directore ot the Aeeoaiats.oo area c. B. 

Reeler- and 11111 Scllru, director• ot the arc, Robert V • n..s.nc, 

Pr .. l.cl&t, liea• lats.ooel Ball:, WalhiDeton, D. c., Claude 1. a..utcc, 

Jr., Galan], Counael 0~ tbe arc, end •• c. Coetello, la.S.atent to tbe 

Cba.iruD or the arc. 

The Pn.S.dent baa &leo requested tbat n bold 1D ree&Z'ft 

en oddits.onal t4Q,ooo,ooo tor the oapitallats.oo ot othar DAtlODU 

eortgaae ueoaiats.ooe, or tor incrteeiDI the oapl. tal stock ot '!be latl.onlll 

llortgaaa beociatl.on ot Wamtnctcc.• 

!be oraanisatl.on or •!be latl.onel llortcace Aeeoaiatl.oo ot 

lluhl.neton• oo-plata• the Nch1n&J'7 tor uldJI& a....Uable ~at&l;r tbe 

tacl.ll. tl.ea m d 'benatl.te ot the new Pedanl llcN.S.OC lan, IDd it h boped 

tllat boildar•, Mtarial IDd cpp1T people, IDd eol'bal 1D the bu11411DI 

tndae wUl cooperate c-anll,T 1D a buUdiD& pro&na tbat 1d.ll prodlloa 

boolea at the lon•t po8111ble ooet to proepectl.n boa& o•ara, .,d to tboM 

'llbo aq da.s.r& to buUd print& or ..Utl.pla dwlllnp t or ,_, or .U.a. 
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O...co.bo:r 4, 19)7 
Dtcc.btr 11, 19)7 
C»cwbor 18, 19)? 
l»c~r 2S1 1917 
nee~ :n, 19J7 
Jollftl.a&r7 a, 1938: 
.IUNiu'J 15, 19)8 
Jama:t'7 22, 19)3 
JtiW4r)' a9, 19)8 

o-lAU" to \.ala (-~)L) 

;.o;. •·ru• loan:~ 
~IU.!D toTAL 

~orcuo Juc to roociasion. 
llc-'-4. IX.f l\Vtdlftblo, 

lO 

10 

8 

7 

2 

9 

l) 

6 , 'R.I 

-(L) 

1,090 
-'!()) 

S)S 4 - 1.10 ()) 
s 417 t,s:so 2 )6 
L 70 

l , W> l - 60 ()) 
2 214 

Ll. ) lD8 

1, 778 - 10 ()) 
2 24S 

l,Sl7 2 9) 

$ L96,0}5 21 S~ • 176, lS. 

- (4) 177 16, S·)CI 

>,m t 19a,?~ .... 

s 96 • 198 • )16 • '1),06? 
24 lJO )Sf '1),6)1 

lOS sa l6l ?J,n, 
1,8)1 14: '190 7J, )Q 

' uo :n 7; , )14 
)6 llO :VL 7), llj0 
)0 1,0811 1..; ·"·01;'12 lL) 

"' l.L ,t., )\1 
l6 SS9 ·~ "14, tl29 
0 &s :""~ , ,m 

)19 llll ).J9 7),,.,. 
V1 In 21.1 -:-t,m 
1 149 )>) 1,,269 

477 )) S'.9 .,,,liS 
~ S5,9S) '99,091 $ U,l?) $ 1~1 16S 

1o, m S,lll6 4,407 1,410 

t 66, 726 }!0(, 87S 'a9,200 s '1S, S91 

J:ot.os In Mtlit.io.,, - •c.at.ast.ropho LoMD" (wxtor u,. /,ot ot 1.pr11 l), 19:34, o:. amo-ndod) voro nut.hori&l.ld l.o 2U induetr1~ borN~.er:~ t.Ot:llln,a al,7U,962. 7S or 'llb.ldJ 
:m,s90 woa eMQollcd w ao9l, l?2.?S vr..a d.hbu.reod. 

) 

) 
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HOLD FOR RELEASE 
February 10,1938 !iOLD FOR REU:ASE HOLD FOR RELEA8E 

COtir'ID!I"TIAL: The following letter must 
be held for r eleas e unt 11 1 t is read in the 
House or Representatives . 

srr:PHE:· EkRLY 
Se cretary to the President 

The President tod~y ~dressed tho following letter to 
tho Spealcor of the House of Ropro sentati.,..s , roquooting a supple
mental a.ppropriation of $250 ,000,000 to ct.rry tho Works Pr ogress 
Adminiotration and its r elated pr ogr&ms t hrough the period ending 
June 30, 1938 I 

"Tho Speaker of the House of Roproaentativos • 
..,., 

"I have the honor to submit herewith for yrnr eMSid
•rati•n ~ eupplement~l ~atioate or appropriation of 
$250,000,000 , for relief of tho unemployed . 

"~orgency and Work Roliet 1 To continue to provit!o 
relief nod work relief as nuthorhed in the Emergency 
Relief kppr cpriaticn Act of 1937, and subject to a ll 
the provisions thereof, $250 ,00~ ,000 , which amount 
shnll be ~odod to, aoo pr oportionately increase the 
specified nmounts of tho limitations prescribed under 
the appr opriation made in suoh Act (50 Stat. 352) , 

"According to the boot estimate available at this ttoe i t 
appearo that , during the past throe m"'>thl , appro:dmately three 
million poraons have lost thoir jobo with private esr.ployers . 
Thi1 1noreaae in unemplo)'D&rtt could n,.t , of course , have been 
foroseon at tho tine the last relief appropriation wos under oon
a1derat1on . Hundreds of thousand• or needy u.ne=.ployed peral"'ft.. 
have rooontly e.pplied for relief work whlcb coul d not be pr ovided 
for thom with tho funds on hand. It hal boo...., increasingly clear 
that those needs cannot be mot unlou employment by tho ll'orko 
Progress Administration is inor oasod imoodiatoly. 

"The funds available en Jt.nuary l, 1938, would permit employ
mont of an average of only 1 1 700 , 000 poraona for the six months 
ending June 30 , 1938 . The number ot poraons on the Works Progress 
Administration r olls today is 1,950 ,000. Funds available at this 
timo will not only not take onro of tho additienal burden caused 
by the reoont in~rc~se 1n uno~ploymont but will roquiro n sharp 
roduotion in tho near tuturo of' tho numbor on the w~rks Progress 
Administration r olls . This ootimat o of $2501 000, 000 will pernit 
tho continued emplo)llOOnt for tho noxt fivo months of tho number 
now on auch rnlls , and will provide a reasonable .oeasure of' roliot 
f'or thoao who have rocontly became uncnployod and are in noed . 

"Rospeotfu lly, 

"PRAJIKLUI ll. ROOSBVELT" 
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~lU::OOil 0'1 '1'!!!: DAT 1 S .ACTIVITIES 

~ebruary 10 , 19}8 

'l'o: The Secreto.ry .. 
From: Ur . Ltsgl. ll 

1. Tr.>: bill 

Ur . Vinson inforced me t hie aornina thnt aost of t he Democratic 
n•~bero or the Ways ~~d ~eans Co~ittee were sati sfied with the Dr o
,oaei tBT. on closely held ccrpor,.Uono with perhaps one or t110 .,;end
~•nt•· These ~endoents would 10aewhat i ncreaoe t he r easonableness 
""'\ e~uity or the p roposal, but 11011ld not t>l\teri all;r affect it• ;yield. 
'l'he De:10crntic a:=ber~ dlscuosed t he provlaione both JJOrning and 
r!terno~n but did not cooe to a vote. 

The cocplete drs!t of t t.e bill i e now availnble in a Coccittoe 
rint . !1o t all of th~ on.tt9ro which t h• eubcomoittee r ecomended hn.ve 

been cover ed , but onl y two of t hese omi ooionn n.re par ticularly illl
portrr.t frolll the Treasur y ' • point of view. One of these, declaratory 
r ulingo , io n. long Job which tho draftrmen hnvo not been able to 
co•'!>l• to at this time . The other , n pr ovioion re1:~rdin~; t he s t at ute 
or l i:itr t i ons , will probably be cocplet ed in n. week or so and than 

! no rted no an ao:~endment . 

2 . The $100.000 f ore 

At t he dbcuesion in oy offi c e it Wrl sereed t !:2.t the aiceograph 
!•rued lr; t he Co=issionPr should be withdrEIIll and a nev aiceograph 
!rou•d 1n pl~ce or 1t to t he general effect t t.at taxpaJ'erE ~· be r e
q~red t o file net worth stat eaenta where t he 1~orcat ion shown by 
trol r book• is inadequate to enable t he exaolning esent to determi ne 
U'.~Pir o.c t.ual incoces e.ccura.tell'• !he Co:tD:iaeioner's off i ce will pre-
ro-e t hft new a:imeograph and will then oubai t it to the Genern.l Counsel 

()r ~~provel , after which it will be rorworded here for your appr oval . 
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• 
Chronology r elating to Increase in 

Reserve Requirements Announced July 1~, 1936. 

On !/li.Y 15, 19~6 , th.e Federal Reserve Board published ita 

annual report whio revealed that five members of the Open 

~rket Committee had voted on December 18, 1935 •to consider 

-.ome early and oubatantial increase in present reserve require

ments of member banks" . 

On May 26 the \Vall street Journal repor ted that the meeting 

of the open Uirket Committee of the Federal Reserve Syst em dis

c~sced the pr oblem ot a possible increase in excess reserve 

requirements but adjourned "with no positive decision• . 

On June 5, l?f6 Duffield stated in the ':lall Street Journal 

that •an incr easen reser ve requirements tor Federal reserve 

:necl:er banks as a means of guarding against ored1 t inflation 

i s under stood to be discussed with growing seriousness •• • acti on 

'."Ould not come before July 1 and increase in reserve r equirements 

orobably would not exceed 25 percent. An increase or this amount 

would mean on the basis or conditions prevailing June 3 a out 

l n excess reserves from 2 . 8~ billion dol lars to 2. 12 billion 

dollars ••• step down necessarily reoresenting reversal of 

administration ' s easy money policy" . 

On June 2~ Duffield stated i n the Wall Street Journal that 

the re~uirements will be increased by 25 percent some time 

be tween July 1 and September 30. 

On Jul~ 6 the 'Vall street Journal reported that "high 

Treaoury or iciala will offer no objections to an increase in 

memher bank r~aerve requirements if the Board of Governors of 

the Feder al Reserve System decides to order such an increase. 

This appears to remove any threat of last minute administration 

inte1•terenoe with Board • a policy • • . Prior to its June financing 

Tr e•.sury was understood to have been reluctant to see any 

t ampering •Ki th reserves• . 

August 15. Reserve requirements were increased by 50 percent. 
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.. 258 
1-e.v-.o,,n'l 

Ohronologr Rel ating to the Gold 
Sterilization Policy Announced December 22, 19J6 

On December t' 1936 Duffield 1n the Wnll Stree t Journa l 
defini tely predic ed gol d ater111zetion nnd nn increase in 
Fe(leral re serve member bnnlt requirements. 

On December l2k;l9i6 Eugene Duf field 1n the Wall Street 
JournE>l announced t ta definite decieion to sterilize gold 
1c~orts next year probably by Treasury open merket borrowing 
ot funds necessory to buy foreign gol d has been reeched1 • 

On December 14, 19f6 Frank Weltman in the Washing ton Post 
st£tod that "Trea sury o0 f icials have made up their minds to take 
r rf1rmat1ve action to prevent additional gold iM9orts from 
further broadening the nation's credit base• . 

On December l S, 1~ the WashinGt on Post, the Wall Street 
JournPl, .Ne~ t ork Sun the Ne~ York Times reported a speech 
by ~. Eccles i n Boston in which he had stated t ha t 1 the heavy 
i nflow of foreign funds is undesirable and suggested steriliza
tion as one way ot preventing such funds from influencing the 
credit structure•. 

On December 22 1936 the announcement ot t he s t erilization 
policy we.s made by hil Treasury. (Press sta t ement attached) 
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Chronology Relating t o t he Increase 1n Reserve 
Requlr coents Announced Januury 30, 1937 

en Decewber 3, 1036, Duff iel d in the Well Stree t Journal 
•:!'\~tmceu b <!' t some plan for !ncr ea s1nt:; r.~e••ber bank r e serve 
rc u1r•menu er rly nex t yeor woul d be coupled v:1t h a u le.n t o 
rtcr1l1Zo [;Old impor ts. • 

On Dcce:.loer 9, Paul ::.e.llon 1n the Wa sh1nc,ton Ste.r pre
tl1c~ed t• n i nor ec.se 1n reserve r oquiremen t s in January. 

en t • .e EEJ.Jne dc.y t he A •.• er1oan Be.nker and the New York 
.. e.·•lcl ':.':•1bune quoted Winthr op W. Ald r 1dse as !->.av1ng advoonted 
•:~ t.ncr~>t'Ce 1n ti1e reserve r equir-ements of mecber banks un to 

.e l1•t1t of the l P.w. · 

Cn :)eceLiOer 12, e. l etter of t he Gol dsllll.th riash1n~;ton 
SPrvlce strted t nat "Reserve reouirecent s o f member banks nrob
e'Jl. 'lll lle re.!sed t o the f ull.le('al llmlt l Pte 1n J anua r y o r 
e r:y i:l Februar y•. 

en Dec c t~oer 14, Y.1lgore 1n t he Ne\\ York Herald Tribune 
f'f ted tne t "'ute Board of Governors of t he Federt.l Re serve 
5ys~e'" i s !)repm•ed t o take e.o t 1on to raise r e serve r e•1u1rements 
P•rly next ye~r• . 

On December 16 , The New Yorlt Ti mes r-e f erred to t he "11ft " 
of rt ecrve rec.ui r er,lents by t he r edere.l Re serve Boe.r d ea rly next 
: ~r r Pnu stt.ted t iP. t 1 t •::as t he .;eneral bel i ef t hat 1t woul d 
:'c:·;: t ln s l 1;;;.'1t t1€;ht enin:; 1n c oney rnt e s • ... 1t i s likely 
•. r •; :1ecv:; borr owing ~:ould be necessar y by soMe benks to meet 
rn .. itf r 50 percen t increase 1n reser ve requ1re.l ents•. 

Cn Jr.nur.ry 30 1937, t l:e i ncrease 1n reserve requ1ret.>en t s 
• c-r r.:m.unced b:; t he f'edere.l :I.e serve Syste:.> to the full 33- 1/ 3 
:-e;:-ce:n. Tl~r.n1 t ted by l ar: , one- he.lf of t he i ncrease t o becoce 
Af.tctive ee of t !1e openln£: of buelnese r:~:-;ch l , 1937, a nd the 
.•c ·inl:l ' lw.lf to o ecome effect ive e.s of tne open1n r; of bue1-
:tPrr on ·-r.:Y 1 , 1~37 , ( the CO!It:?l e t e stc.t ewent atteched) . 

• On iir.r ch 1 , 19- , r eserve r oqu1::oe1aente were increased 
1.,.--; .>~> rcen . e a resul t of the or..e.nce r equired reserves 
•J: •~" ,O)er banks i nc r eased rrom e.bout ~1+, 600, 000, 000 to 
: , ·00 ,000, 000 e.nd exces s reserve s decl i ned f r om e.bout 
'',llO, OOC, OOO t o !\l , 300, 000, 000 . 

. Cn :.ny 1 l 5i7 , r eserve r equ1re ruen ts were a (;e.i n i ncreased 
lo-1/3 per ceni. s e. r esult or the ohant;e re<;u1r ed r eserves 
~ P . .:ber brn::s incr ea sed from nbout $5 , 300 , 000, 000 to 
~ , 000 , 000 000 and excess r eserves decl ined from about 
: . ~o . ooo;ooo t o $9oo,ooo,o00. 
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2GO 
TREASURY DEPARTMENT 

1N'TOI O PI'1C.a COWMUN IC.ATtON 

OATS J'ebru&!7 10, 1938, 

Attached are chronologie• relating to the following: 

1. Increase 1n Reaene Requirenenta Announced Jul7 14, 1936, 

2. Increase 1n Reserve Requireaenta Announced JttmJB.r;r JO, 1937, 

3 · Gold Sterilization Policy Announced Dec..,ber 22, 1936. 

testerde,y you asked Ur. White to pH;)&r& theae for you. 
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FEDERAL RESERVE BULLETIN 
l'oL. 22 AUGUST 1936 No.8 

IIEVIEW OF TilE MONTll teSI! rcgerves have resulted almogt entirely 
Bxcc;; re.crvcs of member banks have from tho inflow of gold from abroad and not 

Lccn in extraordinarily large volume for from the System's policy of encouraging full 
many months as a consequence recovery through the creation and main
of an inflow of gold (rom tenunce of eaoy money conditions. This easy 

"'".,''" abroad. The problems rat'••d money policy remains unchanged and will n'll• ifi'tMt<tll• ~ be 
by these reser.·es have long continued. 

botn under con•ideration by the Board of '"The part of the excoss reserves thus elimJ. 
Go•ernoro. I~ to change a part of the nated Is auperlluoua for all p.--ot or proa
tXCl"&&l rest.r\·ei'liito required reserves and pec~lve needs of commerce. industry, and 
lhu• 10 eliminate the posoibility of this part agrtculture and can be absorbed at this tim6 
or the """'"'08 becoming the basis of an without afr«ting money rates and without 
in.iuriout tredit expansion, the Board on restrictive influence upon member banks, 
July II decided to exercise its power under practically all of which now ha,·e far more 
lhe BAnking Act of 1935 00 raise member than sufficient re8erves and balances with 
bank reserve requirement.•. The considera- other banks to meet the increases. Furthe r
lion•lhnt led the Board to adopt this cou rse more, by this nction the r emaining volume of 
or aclion nrc presented in 8 s tatement to tho exeeSI! reserves, which will still be larger 
J>re.s, which was issued on July 14 for pub· than nt lillY time in the System's hisrory 
licntlon the following day, the text of which' l>rior to tho recent large inftow of gold, is 
i• • • follows: brought within the scope of cont rol by the 

"The Bon~l of Governors of the Federal Federal Open Market Committee which, as 
Re!ll'rve System today increa.•ed the reserve constituted by the Banking Act of 1935. con

requirements for member s ists or the membe,.. of the Board of Gov
~:·tt;::::• trw bank1 as fo11ows: on demand ernors and ftve representath·es elected re-. 

deposits at banks in central g-ionally by the Federal Resen·e banks . 
.....,.,.., <ilies, from 13 pereent to 19V. per- "Excess r ... rves are. the funds held by 
""nt: at bankaln reoen·e cities, from 10 per- member banks on depostt with the Federal 
""nt to 16 PCr«nt; and at "country" banks. ROJ!er>·c banks In ex~ of the amounts ,.,. 
fro?' 7 percent to IO V. percent; on time de- qui red by law. Total resen·e deposits of 
'""''"' at all banks, from 3 percent to 4 % member banlu! at the present time are $5,
~reenl. These Increases, which amount to 900,000,000, of which $2,900,000,000 are 
~ ~reent of Preoent r egerve requirements, required reserves and $3.000,000,000 excess 
"'

111 become etrcctlve after the close of busi- reserves. According to present indications 
n~~.on August 15, 1986. it is estimated that total reserves are likely 

1 his ocllon eliminates as a basis of possi· to increaBo by • • much as $400,000.000 be
blc injuriouH credit expansion a part of the fore tho rncrcnso in re~~erve require.ments 
~xc.•t.\~ l'~crve~. amounting at present to np- goes into effect on August 15, bringing the 
1 n>XImlltcly $3,000.000,000 and expected to estimated total or reser ves at that time to ap
'~rr<nsc to nearl~ three and a half billions by pr~ximatei~ $6,300,000.00~. By the preS<>nt 1 e lime thlo &elton takes etrect. Theae ex- achon req111red re•er>·es wtll be increased by 

8t3 
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614 ·--••·-.000. or ,_ n.100.ooo.ooo 10 &hal .-l<aJl7 an .........,. boAb are 1a • 
... .150.000,000. TN& wUI ... ~ f'<lftiN ,. J*itfon to llllf'd LIM ~~ ""'lf,.......ta 
.,.... ot approst.....,. 11.100.000.000.• either by utiliaf~ t.htir ac• balaac:et wtU. 
'Therttor.. wt~~ alltr tiM hac...._ lA ~Wtnt t.ht R.t.erw baAb or b1 dtawlar upoo t.htt.r 
requf~ac. .._ JODI blto l'lffd. IDUabtt o:ceu balaaeel wilh co·tre~pondtnt b&aU.. 
braAb wm 1dD ban a l&rttr YOiume of ex-. .. la the li,dtt of r'I'C!eftt txperience and In 
etta ftlltn'M than at &Ill time prior to tlM view of tbt faet that after the Inc,..... tn,... 
recent la.rtt pld lmpon.. • quiremeot.a ~ Into etrtc"'l mtmbtr ban.kt 

.. PrMent txCliiM rtMrvet of approxtmately wlll Mill hue Jppro.lm.ately II,GOO,OOO,OOO 
$8.000,000,000 art ll.kely to lncrtaae to a of u:ceu rt~erva, the Board ~ convinced 
new peak of nearly tllrtt and a haJ! billions that tbb ~Uon will not atroet •••.v monay 
by the time tho lncreue In re~trve requlro- eonditiont now Prt\'aJUn.r. It dot.t not (On
m-ont.~ betomew declive bfcau~ of an t~t- •tltute a :reverwal of t he CIAA)' rnoney policy 
pected reduetlon ht TrtUury balancet aod a whleh baa been punued by the Sr•ttm tlnce 
dec~ .... In money In c.lrc.uiAI.ion, whkb at the beeinnlnr of the dfpre.elon. Rather It 
the Pf't'H_Ill tfme 1.1 tXctptlonally hfah owinr I& an adJustmmt co a ehan.red NNrvt aftu· 
to the Jarre dlaburttmentt ln (lOnnac.tlon aUon bi'O\IJf:ht about lhrou1h tht txlraorcu. 
with the euhlnr or veter&nt' ae.n·le. bond&. nary ln!ow of rold from abroM. 

"'The portion or u.laUq excu. n.n-... '1'11e Pl'e\'I.Ufnalevd of toQr41me lnterut 
wbith wtU be ablorbtd by t.ht Boa.td•, a~> rates, wh.ith b.u beea an lmportan t f*tt.or 
doG. if ptrm.ftt.ed to btcome the bade of a lD the revival of the eapftal market. hat beu 
Wllfold or efta Jarrtr tsJihaioo of bulc doe prinds-JlJ to U..larp atC"UftlulaUou of 
credl't. wwW Qft~ u 1-.Jurlou. U!d:.it u.. idle fllllda il the huda of hwltndtW aDd U... 
l*ftdoa. It Ia for tid, ,.._. that the Board Ritution:al in'ftlkln.. Tbt tupplJ of fa\Wt. 
dedded to loa up lhlt part ol the Preetat IM'ftt fuods It ia ~ of the dtm.aocL ,.. 
'tOIDme of ..._ buJc: nM.I'Yet., a.,..._ ~ in rtMrTe requlrtlltt:lltl of mtftlbt.t
ure of P,.Vfttioo on the GOI hand and Qf banb wfU oot dfmhuh the volume or ca.. 
furthtt acou...,.mot to eound MIGe~t r. PQ~ita hdd by taw.t b&nb for thelr cu.t.omtn 
CO\"try and conAdtoc. In the loq .term iJt.. and will. therefore, not dfmlnlth the volum4 
vestn~t:nt ~Mrket on t.bt other ht.nd. or fundi available for lnvt~tmtnt. Tbe 

"'The PrtMnt !.I an opportune Ume for the maifttmance of an adeQ~~at. tUPPI1 of funda 
adoption of •uch a mtuurt. WhUt there b at f&\'Onble ,.ta for eapltal purpoc~~tM. in~ 
now no tllc .. lvt credit exJ)Ana.ion. aint:t the cludin~r mort.aaret. t. an Important. factor 
excua lfitr\'" have not beon ullllaed, later in brineintr about •wd au.talnlna 1 lutlnr 
attlon when eome member banlct may have reeo\Wf. 

e•vanded tbtfr *"' aud fnvutm.en~ and "The reduction or e•cou re~~ernll to an • 
uUii&ed their exce.. re~~trvH miJrht fnvoh•e t:imatecl level of appro:~~lmately 1 1,000,000_. 
the rllk of brln.rtna about a N\'CN! llqu.lda· 000 brlnp lhtm within tho tCOPf of eontrol 
tlon and of ltart.ln.r • dtftatlonary eyele. It throur b the Syatem's open.market f)Ortlollo 
r. far bettt.r to ate.rlli.M a part ot theN super. wbJcb c:omirt.J of $2.480,000,000 of Unftc!d 
tl110ua r•rv• whllt they a.-. aUII u:ou~ Slate. Covunmen1. eeeurltl-. Frequent. 
thu tD Ptmllt. • ertdlt ttrveturt t.o be ch&nres fn l'ftlen--. requfrtmtnt. of mtmbtt 
fl'fC1fd upon thrm arid lbta 1.0 withdraw the banD .-.s be 1\--oidecl beau .. thv a.fred 
fou:DdatSon til lht ~J"U(t:Vrt. aU banks l"f:PJ"dleu of thtlr NltrVt s-tdoo. 
~h Rln'tJt IBide bT the Board At this time an intreut C'Afl be IUdt equ.J. 

.-.. that tbt ,_nw are M ..... dllt.ribuwd ~1 becauae ,....,.. .. .,.. wSdet7 dl&.tributed. 
~-.. .... . . ...,.__....,._.,. .. 1. UalesalarpadditJoaal U.U.... fa,...,..,.. 

815 

h told tmporu or CIC.htrwW. • of 1933 lzlcn:un; t. a~ ~ C!Of1"to 

oec:ur ~ furtht:r actJ•UMntl. fa t'fMn'e apoa.cled to purdlbes of Uatc.d Stat~~ Qoor. 
~ tt ll llkllt to arlee In the oea.r t't1llllllmt ~~tmritla by the ft.elornrt t..o.te. ud 
,.qvlft.... ..- that limo 10 ...... ,.....,. pr!odpallf 
1"'~-;..r:, corftl'lt ad.J"'tm«n\1 or Lbe ruerve roW impotU. 

• 1on of member bub to eha.nr• In the ln addition to tokl Import~ motmbtr bulk 
peel~ ltuatlon tbte ft.atnoe Systtm abouW te~~erwt tfn.ce Jaquary lts-4 ,...,. lr~ertUtd 
cnd~t • to relY on tht traditional rntlhodt by addition& to Lht montta,. cold 1t.odt from 
contanu.~ control throu1 h dlaeount pollq and domestic production aftd other dom•Ue 
of ;::.;•rl1 t.hrouah open.markel optratlona. aou.roos, amountlnr to about 1"00,000,000( 
pa h reeent action e•ceu re.e:rve. will and by the issoanee of about 1100,000,000 o 
: ~'<leoc~ to within the amount that could elh·e.r coin and curreney by the Trtai!Ur)'. 
be abiiOrbed throuah o~n··m•rket operation.. 8CMICU « DUN IIUtiMI 

ahould aueh atllon b«ome dflllrtble. C?n
''er!lely, ahould eondiUona dovt~p requlnn.r -
upaMion of ~"'"· the)' could be Jn-
crea.aed throo.rh OPtD·rNrktt optratlon~. -

"'The Board of Govfrnora Wlf\"et Chat the 
.action taktn at thlt time will gtvt Ulluanot -

tor the eoDtJn* tncourQf'mtnt of tun ,... 
CO\'f.Tf... D--1' D~latJoa 

1bl scrpplemtr~.t to the -.v t .-.• -

. 

I 
D. whith cdc1alt1 eetabli-.bet the MW ~ 
tt:n·e reqolrmtmta. ll print4d on pqe 
of ...u. u.we of tbe 8U1..L.ITIN. 

I-'.,_/ 

'I\._ 
~=l :o!::::~:=c.~ -- -

~ I -":":~ _fl_ Lid 
L 'IL -=f ") -
~ ~e. • 
i'-'/ - - - -the period tinct tbe autumn .-. .,._ _ ... ,... .=, "::""...;:-..::: 

~ el of tm. AddhSona.l rMttVea :.= ~~ ,._ uu 

':i=:" 1;;i"" Wtrt UMl*i from J929 t~ Of the nstrvel Orillll .. lJl\1' from lhtM 
t933 throu1h purch.a.88 ° $900 ()()0 000 wa.umploytcl b)' m.em· 

United Statts CO\'trnment .ecurltJe~ b)' the aour:u in' m~tnl' an lncrtue In t1'1e de
Pederal RMervt bank~! u a pa.rt of the Sr•h bund for money In clrculaUon and 11,000.· 
tem'• polley to uao montY condltlonll w t :, 

000 
[ m1!¢tlnr an lncrtMt tn roqul~ 

a vfew to co11nt.eraetlng dttltiUOMry forc:et ' : ri.ainN from tho rrt>wth In mW'!bc!r 
•Dd encour11Jrfna rtcO\'er)'. In t he autumn ~~e9Qillta. Chaqea In the varloua fae
of 1933, when exeea~ reacr\'M had lnc.rtued n atrec:tina the volume of mt:mbtr bl.nk 
to $800,000,000, the Sytte.m dlKOnUnlled Its to nservee from 1930 to date art thown 
optn-markeL purc:huel. Slnee that tJme the exo:: chart on pare 622 of thl.a Huu.mN. 
pnneipal JOUtce of addlt.IOI\I to mem~ tn Excess ~·ea lnc.reutd t.o a ma.almum 
bank "*-'"\'CII hu betn i mportaUon of 10 about S3,S00.000.000 In Dtctmbtr lts.l. 
from abroad. 1"tM!M fadt art llluttrated ~flu that tbc1 dedinecl In toftMQ\IIti'IOt of • 
by the ehart. whkh thowt United St&tet c:;o.. arce iacre&M' iD ,..,_.1111'7 baluloOtl ...... 
ernmmt MeUrf~ hoWinp of the F..-al a. Ftdual Baen-. bub tad duriq the ant 

wrve banb,. cvmalated roW ~~=-- 1~ half of t.936 were~--Owl'!:; 
f'Uft!l& """ .. froiD tm to 000 000 ~ eaduattd 
deer fl'Oftl the dw1 that •ntJI the a..uama • · 
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the year largely in response to Trcaaury op· 
orations. In the last week of July excess re· 
serves again exceeded $3,000,000,000, repre
senting an increase of $1,000,000,000 since 
the middle of June, reflecting principally 
payments by the Treasury In eaobing vet
erans' adjusted service bonds. Continued 
payments by the Treasury from its balance'~ 
with Federal Reserve banks are e~ted 
further to increase member bank reserve 
balances during the next few weeks. 

As indicated by the Board in Its statement, 
the increase in reserve requirements is not 

a reversal of the easy-money 
!:'!.:!:,,:~ policy purs ued by the System 

since the beginning of the de
pression, and the Board is convinced that it 
will not affect easy money conditi<>ns now 
prevailing. Developments since the Board's 
announcement of the increase in reserve re
quirements have been in accordance with its 
expectations. Money conditions have con
tinued to be easy. 

After the action of the Board goes into 
ell'ect the member banks will still have nearly 
$2,000,000,000 of excess reserves which could 
serve as a basis or credit expansion. The 
volume of member bank deposits which this 
amount of excess resen·es will support on 
the new basis of reserve requirements is 
approximately $16,000,000,000, representing 
a 60 percent increase in the present volume 
or member bank deposits, an amount that 
would be ample to meet nil present and pro
spective demands for bonk credit for busi
ness recovery. 

This volume of potential additional de
pooit.s contrasts with the amount of deposits 
that could have been supported by the excess 
reser\'es prior to the Board's action. On the 
basi• of $3,500,000,000 or exee&a reJ!erves the 
incN!ue In deposits at the old ratio could 
have been as much as $42,000,000,000, an 
incre ... e which would have considerably 
more than doubled the existing volume of 
deposits. 

The deereaM in possible expansion since 
the Boord Increased requirements Ia due not 
only to the elimination from exeeas reserves 
of about $1,600,000,000 but also to a reduc
tion in the ratio of expansion on the basis or 
the remaining reserves. In recent years this 
ratio haa been approximately 12 to I, while 
after the new requirements go into eft'ect it 
will become 8 to 1. The 12 to 1 ratio Is one 
that haa actually prevailed between required 
reserves and total deposits subject to reserve 
requirements. The average amount of re
serves that member banks were required to 
hold against deposits subject to reserves in 
March 1936 WM 8.4 percent. After the 
Board's action goes into etreet the percent
age will be approximately 12.6 percent. That 
is, broadly speaking, e\'ery $100 or deposits 
under the old requirements was supported 
by $8.40 or required reserves, or putting it 
the other way, every dollar or required re
serves supported $12 of member bank de
posit!<, while under the new requirements 
every dollar of required reserves will sup
port only $8 of deposits. The Board's uc
tion, therefore. in addition to removing o 
superfluous amount of existing resen ·ea, has 
placed a lower limit on the possible ex
pansion on the basis of the remaining re
serves, and consequently has increased the 
effectiveness or the System's control or future 
credit expansion. 

An Important reason why the increase in 
reserve requirements could be made ut thi• 

time without a tightening cf· 
Dltarlbutlon of feet on credit conditions Is the 
exc:e•• re•erve. 

prevailing wide distribution 
of excess reserves among all classes of mem
ber banks In all parts of the country and 
among individual member banks. The fol· 
lowing table shows the distribution of excess 
resen·es among the various classes of mem
ber banks In the first half of July, together 
with estimate• made on July 31 for this dis· 
tributlon in the last half of August, after the 
increase In requirements will become cft'ec
tive: 

Regraded Unclassified



FO!!· Rn n ')?,, IIORJITN'G m:'ISPAPERC., 
fucod•y, Peccmber 22, 1936. 

lfash1'ft6\oa 
.. 

Pro:>o Sorvtco 
l!o , 9 - 20 
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The :Oecr c t...ry of tho TTooaury , after conferring '111 th the Bo,•rd of Govnrnoro 

, ( tho Podoral Rcuervo Syotem, nnnounceo tht>t ho pr opooon , whenever it ia 

necmcd ~vicable and in tho publ i c interest to do ao , to take a~~r<priato ac tion 

rith reopc~t to net additional acqui:>itions or r clea,co of &old by tho Troaaury 

Dc:;>~~rt::ent. 

'l'hia '11111 be accor.rpl1Ghcd ~ the cal~ of 1\ddHiontU. public debt obl19'tiono, 

the proccodo of r,hich Vlill bo uood for the purchnoc of r,old , and by the purcha<>o 

or redemption of out:>tandinr ol:-114' Uons in th,. nMe of rnovemcn tc i n tho revoroo' 

~irectlon . •. 

- oOo-
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January 30, 19!57 

The Board of Governors of the Federal Reserve S)'e tem tod&¥ increased 

r~serve requirements tor member banks by 35-1/S percent, as follows: On demand 

deposits, at banks in central reserve cities, from 19-1/2 t o 26 percent; at banks 

from 15 to 20 percent; and at "country" bt.nks, f r om 10-l/2 to 

14 percont; on time deposits, at 11:1:1 II(' : 'troar 4-1/2 to 6 percent. For too pur-

pose of affording mombor banks ample t imo for orderly Ldjua~nont ~o ~h• chengod 

requiremente , one half of the inc reo se wUl bccolll<! effc.ctl vo es of the opening of 

business o~W&rch 1 , 19!57, end the remaining belt will become effective as of the 

openi ng of businass on May 1. 

The following table shows whet tbe reserve requirements aro a t prosont, 

wh.r.t they rill be from March 1 through April :50, and wha t they rill be co...,encing 

May 1 : 

Roscrve Requirements . 
C2ercent o~ doPOsits) 

Class of ·bc.nlc Dat.181ld Doposi ts 
Proeont Uarch 1 : Mny 1 
Roqui.re- thruugh : and 
menta April llO: aft.lr 

Contr a! reserve city: 19-1/2 

Rosorve city 15 

•country• 10-1/2 

22- 5/4 

17-1/2 

12-l/ 4 

26 

20 

14 

Time Deposits 
: Pr,>sont : March 1 !.lny l 
:· R~quirc-: through and 

!l<lntp Aoril ® after 

4-l/2 

4-l/2 

4-l/2 

5-1/4 

5-1/4 

S-l/ 4 

6 

6 
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This act.ion COillpletos the uso or t he Board I 8 power under t.he le•· to 

ra ise reserve requirements to not more than t~ico tho a1110unt prescribvd tor meobcr 

benka ln section 19 ot thu Federal Rescrvo Act. 

The section of the law which authorizoa the Board to chengo r eservu re

qu.ir.etelltS for member oonlca att.tes thnt wbon tbJ.e powo>r iG UGed it sb&li be "In 

ordor to prevent injurious credit cxpc.nsion or contrcct.lon." The slgnificcncs of 

this lani!ungo is thct H placos responsibility on tho Bonrd to usa ita powt>r to 

cbtn0o resurve r equireaonts not only to countcr~ct ~ i njurious credit expaoaion 

or contrLction nfter It bo& dweloped, but also t o unticipcte 8lld provent such c:n 

exponslon or contraction. 

By its present actlon the Board eliainntes as a besis of poGslble credit 

expansion an estiaated $1,500, 000, 000 ot excess reservoe which are superfluous for 

tho pre&ent or prospective noocls of commerce, industry, ano ngriculturu 8lld whlch , 

in the Boarcl's juclgmnt, would reoult in an ir.juriows credit expansion if par

alti.Ocl to bccoJ:te the bas1s of " ...Utiple oxpan&ion of bank credit. Tho i!oarcl 

eatbat oa that, attar the full incr""s" has gone into affect, me.,bor bunks " ill 

havo excess rcsorvoa of cpproxi1110tely iSOO,OOO,OOO, M c111ount ample to fint.nce 

l'urth"r recovery o.nu to n10int••in ut.sy monuy ooncli tiona. At th~ eo.mc titOO tho 

Fodort.l Res~rve System will bo placed in ~ position whore 6uch rdductlon or 

u pans l on of member bulk roaorvos 1111 MY bv dceawd in tho public inhreot ll'bY be 

offoctoo through open-li:U'kot operntions , "-J""rO noxJ.blt. i nst.ru=cnt, bettor 

odeptod for keeping the roaurvo position of 10011bcr bunks currently 1n close ud

ju!t~cnt to credit noods . 

264 
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Ae t ho Board st..tod on July lS, 1936, in its onnow>ce•oent o!' ~he pre
vious increcse of reserve require~~ents, excess reserves then held by ceC>bcr oonlcs 
h:ld resulted r.1111ost entirely from t ho inflow of (!Old fro~:~ nbroad r c ther tlu:n tro111 
the Syste"'D credit policy. Since that tilllo tho country' c gold stock has bc:on 
further incroased by a large inflow of gold, hmounting to $600,000 ,000. Bot~oen 

the ti~o o r the bcnking holid~y in 1935 and Decoobor 24 1 l93G, •hen ths vnit ed 
Stetus Treto~ury put tnto effect ita progrr.oa for provontinK ncquisitions of gold 
trco Ldding to tho country' a b&nkl.ng reserves, tho gold inflow uggrogc.t.od approxi
l:l:Jt cly $4,000,000,000. This inflow uf f!'lld hLd thv effect of cdding nn equal 

aaount t o the reserves of ::te~:~ber benks as well as to their deposits. Tho t ot..l 

a.ount of depo•its i .n banlca and th.e Postal Savincs Syste,, plus currency c.utside 

ia now ~.ooo,ooo,ooo larger than in the sum2er of 1929. 

'fhe present voluoe of dopodtt:, it utUhed at a rote of turnovo.r 
cocparabic t o pro-doprossion lev8ls, is sufficient to sustain a vaa tly groatilr 
rate of busin<1ss activity than exist~ todoy. In onfer to austsin and expand re

covery, the country's coom~rco, industry, and C.Jriculture , therefor<>, roquire a 
D?re cc=plote ~d productive utili:ation of existing depoaits rather than further 
additions to tho am~unt now ~v~il~blc . 

The o.xcoac res..TYca of cb?ut ",500,000,000 elhtlnutcd oa " base or 
l'u.rther cr<>dit expsnoion by this nct ion c"uld SU!>!l<lrt rut increD.sc in the cupply 
ct C>Jncy, in the f~r• of bank crodi t, which beyond llllY d'JUbt would constitut e an 
injurious credit oxpnnsivn . 

The present is M opportune tioe f~r ecUJn b<lcou"o• as wcs the case 
•hen the Board ~..nne>uncod ito prior octi"n last July , excess roe.:lrvos nrc widely 
'lstrlbuted a111~ng gcober bo.nks , and belancu with corr~sp•mdant bulks are twice 
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as lnrge us thoy have generally beon in the pact. All but a small number ot 

melllber banks bave more than sufficient excess reserves and surplus belW~cos with 

ot.b~r banks to ooeet a 311-l/3 porcont increase in resorve require:!lents. Au ot 

J1111ucr:; l:S, the Boar<i' s S\ll'Yoy indicates that only 197 or the 6 , 367 aeaber banks 

lacked sufficient funds to meet aucb an increase in rescrvo require:aents by 

utilizing their present oxcoss bslnnces with thn rosorv~ banks nnd not moro then 

one-half of their balances with correspondent bunko. On this basis those 197 

t>an.<a, ln order to meet the full requirements, would have needed nn additional 

~23,000,000, of "hich $llO,CXl01 CXlO would have been needed by banks in centre.l 

reserve c\tiec, $ll,CXlO, CXlO by banks in other res~rvo cities and only $2 13001000 

by country b.lnks, 

Another reason for &ction at this timv \s that , sH stetad by tho Board 

!Lst July, "it is far better to sterilize a pert of those suporfluous reserves 

•hile the;r ere still unused than to permit a credit structure to be erected upon 

Lheo o.nd then to dthdrew the found~o.tion of tho structure." 

The evailnblc mathods of absorbing exc~s~ recervas have been under con

sideration. It has been decided that under proson~ circuwstnnces changes in re

serve requiromonts should procede reduction in r osurvoe through open-market 

opcn~ions , because changes i .n requirements nff<lct ull bnuks, regr~loss of their 

rnorvo p~s1 tiun, end consequently should be mnde while reserves ere widely 

This action incrooses reserve roquiroeunta to the full extent authorized 

It is not tue pre•ent intention of tho Bo&rd t o reque3t from Congress 

n~d1tione~l authority t o absorb excess reserves by mac.ns of r r.ising reserve ro-

26S 
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It is the Bo/\rd' s oxpoctatio.n thr.t, with approxiau.tely ~.m,ooo <If 

exceLS resvrv~a l'emaining with tho blmke, credit conditions .. -11.1 cont inuv to bo 

267 

eas-; . At t ho &ru>e timo tho Reserve Syst e::. will bo i n eo position to tako p:-oapt.l,y 

sue~ action ns ..ay be desirable to vase or tighten cNdit conditiO!'!S through opon

l:l4rk•t ~nd rn te policy. 

ln announcing tho previous increase iH roserve requlremonts, the Board 

"The prevailing level of long-tioe interest rates , 
wl:lch has heen an inportant factor in tho revival of the 
capital lll8l'ket, has been due prir.cipally to the large ac
cumulat ions of idle funds in the hands of individual and 
institutional investors, The supi)ly of investment fUnds 
b i n excess of the demand . The incro •• se in recerve re
quirements of member bwnks will not diminish tbo voluoe of 
deposits bold by t hoso bunke for their cust omers and will, 
therefore , not diminish tho volume of funds available for 
invostmrmt. Tho r.1:'1int cnanco of nn ad<JqiUitc. supply of funds 
nt fcvor>.ble rates for ccpital purposes, including mortg<:ges, 
is en i~:~port:..'lt r .. ctor in bringing ::bout ..nct sustaining " 
lnsting recovory.• 

The soeo ccns>deratione apply with equal force ct th~ present tiee. 

BoGrd ' s action does no~ rcduc~ the lar&e volume of exis ting ~'Ida avnilcble 

for investment by depositor s , Wid sht.uld not, th~rafor .. , uocusion an ndvnnce in 

long-t ore i nt erest r .. tes or a r outrict lvo pclicy on tbe part cf in~titutl~nal 

and other investors in cecting thu noedG for sound business, indust rial and 

agriculturr.l credit . 

In view of all these considerations, the Board bulleve~ that tho action 

this time rill o,erate t o orevont an injurlouo crodit ~xpcnelon and et 

the same tlmo give assurenco for continued progrusa toward full recovery, 

Regraded Unclassified



263 

R!: GJL!.I !JOVE February 111 1938. 
9 : JJ a . :~ . 

? resent : U:r . Taylor 
Gaston 

Go luen . : 

H. ·.; . Jr : 

Yr . 
Mr . 
Mr . 
lA r • 
Mr . 
l!r . 
Mr . 
Mr • 
.t r . 
llr . 
;J r . 
:Jr . 
:.lr . 

Upham 
Vlhi te 
Haas 
Lochhead 
Gold enweise r 
Ha rrison 
Knoke 
Gor d on Ren ischler 
Robert Warren 
•;,'alt e r Stelmrt 
Riefler 
Eccles 

nt1ere is your boss, Golden11eiser? 

I don ' t .rn0w . He suiu h" ' d weot me here at 9: 30 . 

.'iell, .my don ' t .ve siurt? Mr . Eccles knows wha t · 
we ' r e going to tol.< ubout. 

1/ha t I <:.sked you people to come aown and e ive me 
2uv ice on fru~ly, toe WbY you huve in the p~s t -
Nhat ·:;e t eh: about nere is for my benefit only , 
r nd t he benefit of ine President. And tha t is the 
(iUestion of gol a s i eri lizat i on . And .voat we ' ve 
been t altting bbout during the •eek is t he possi 
bility of discontinw.nce of sterilizing ne•ily- llined 
aooestic gold . hnu I'd li.re you to feel perfectly 
f ree to say nere - you people have been nere befor e -
you .rno:~ t lu: t .ve can t&ltt in the rool:l and notnine is 
$Llo after~ards . You Cbn tal.< on that or anytning 
thht would - tha t I am r esponsible for . I mean I 
~>on ' t o1a n t to !let int o & lo~ of subject s wni ch I 
am not as Secretory of the Tr easury, r esponsible 
for . But a ny thing that comes under my responsibility -
I ' d b e more t nan pl et.sed . But t ha t ' s whll t we a sked 
yo u t o come down f or . 

No<1, I don't w&nt - £ nybody t nat would like to start 
it - I don' t like t o emb&rr&ss him, but I ' d l i k e to 
call on Dr. /ra r ren fir s t, beca use it .vas your artic le 
t ha t is more or less r esponsible for t h is program, as 
fer as I am concerned . I wonder ed hoN you felt ~ince 
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/io rren: 

H . . A. Jr: 

Narren: 

H. L Jr: 

~arren : 

H. J .. Jr: 

•. u rren: 

U. i.l . Jr: 

u&rren: 

H .. ~ . Jr: 

:t~; rren: 

H .. 4.Jr: 

-2-

you had written the article . Do you mind my 
calling on you? 

No , sir . 

If you mind, I 1 ll start with somebody else . 

269 

The first consider a tion, I think, would be the 
magnitude . As I have the figure in mind, the 
newly-mined gold would run to 125 to 150 million 
dollars a year. 

180 . 

1av. --
About 15 million a month . 

15 million a month. #ny, I should say tha t the 
4uestion, a s it eppeared to me a t first, is that 
this m11gn1tude is not so grea t as to be a dominant 
factor in credit development, and the question tha t 
would i nunedi ately t•. rise in my mind would be as to 
the desirability of druwinB a distinction of that 
sort between the monetary qualiti es of oomestic 
gold end the monet a ry <1 ual1 ties of .••• 

(Eccles comes in) 

.'le just got sta rted • 

•• • Lnd tne monetary 4uolities of gold in general . 
~uantitatively, I don't tnink tha t it pr esents a 
problem of major magnitude. In 4U8lity, I t hink 
t na t tnere is sometnlng on wuich the grounds have 
to be r a ther carefully explored as to its reper
cussions on t he general stc tus of gol d in a money 
system . 

\'/ell , do you mind if I ask you some questions? 

No, sir. 

Would you - well , are you s atisfied - put i t this 
way - th~t we do noth1ng about gold sterilization 
a t tl.U.s t1me? 

Regraded Unclassified



n ... Jr : 

2 .• " 
'" 

-J-

Ur . Secreta r ) , I coul~n • t suy tha t I' d o~ srti sfi ed 
to ao nothing &bout it, but L shoulu be ve r y ~~~situnt 
to &1 te r co. policy wnlch nL s undertakEn in n· rmony 
,:ith the policy of othor countrie s in t he tri .Jt.rt1te 
&g r eement , j)t. r t icult rly Englt.uJ , wi t hout making & 

ve ry deliber a te ef fo rt to h!<r mon j.:,.e tha t chr. nge tn 
pr ogr am .vi th the de f acto pr ogr a ms elsewher e . No t 
so mu ch th~ t t here i s ll conflic t of f act, but th! t 
there might b., " conflict of a ttituae, ll nll the 
t ttituC.e j)a rtlc ulr rly of the Br i t i sh ~>utuorities 
to.~rJ gold a nd its ~onetrry rel·tionsni) i s not 
very clec.r . It ht-S nev~; r been u.,firtea , in th<. S<.nse 
tn ... t lney <-re still vpt.nting :.nuer old sttctut.es 
~ui~a nEve not be~.;n :.~o~ilieu ; but in ract tney are 
O,Jera t.lng on >- s.::ileme 11nich is .., ui te si:nilnr t o 
t .'lt t '-'na .. r .. h.:~h .... ht ve b~er. O,Jer :. t!.ne for the 
pLst ;;-.,,,r . , nu u:'lY Lltt:rt.tion ol' th<t ce fucto 
t•elu th>ustL: ,J .oc~:~ :.t.:t:Ul \.o 'n" til lu.v., t il b;: 
:.,..,r o~c:neu LS ;>llrt O• 11 Ulutu• l ,>roblem. 

Ho.:, it is .,u .i.t" t ru .. t~u:.t botn tne United Stat es 
t nd Englbnu 111 ve r. ~ vario us t l :nes aestor i llzed gold 
~s speci t.l, cts . Sucn & <.~es t eril iza tion or a 
C!l t eeory of golo 1.oulu c e rtainly not be inconsis
t e nt with tne n cot•u or tn ... c rn.ngement . !leve r-
tHe less, to r._g~.<ru one ~tinu 01 c.Ol->, tm. t ,>rouuccu 
.;itnin y"ur borcers, r.s m Vifll t virtue or <,uolity, 
tVen if 1 t is mostl) c. ,,.JLntl t! tive vir tue, d istinct 
1 ro.:~ gol a in g enenl - tht:; .10uld pr esent 1 ~self to 
n~o c.s ~ proole.~ , · nu om. on .1:Ji~il I .:oclun1 t be 
1 ole to 6 ive 'n t ns .. o.. :- ri.,;ht ~t t:1is ti~e . 

I t aillit t:l~t .. ., coula t ;.o,l rO<.cn t ne .uesti:m, thoueh, 
fron tnose t::o tn..;lES : f1 :-:>t, the ..,~ntitative &m~>unt 
1nu its c~clcUl~i>le .,uantitt tive effects ; E. nll s.:cona, 
tne '!uestion of t nt e;ener~ l desirabi l ity of .Obking 
k uistinction bet~een nomes t i c fnd fo r e i gn &olu . 

Well, wha t I ' on t rylfli: t o tlo -it's ht.rJ r or me - i s , 
I don ' L wtnt t o sell the i <J.cu , y ou see - I mean 
t..s people co-r.e jo::n t o • . . but maybe as you ll" t 
along - maybe j o u ' lt c;e t & littlE -ILr mer to the 
s ubject r s ;,-ou nEt r r.r gUJ:le n ts -~hich ) ou may or may 
not bgr ee :1 th . 

St e::&rt, d o you N~nt - y ou r e E.aY to sey SO!Det1ting? 
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l don ' t tol n!t I ' m 11 good o ne to folloH ~l r . 'lie rren 
t.ir . Secretary . I 1ta t oo close to hi.J. I t:.r, ree vc~y 
much .vitn wila t ae s~oys in t he onal ysi s of the 
problem . I ' d li~~ to speak a little l ater . 

All r ight . Mu yl.H:i somebody wa n ts t o t a l k ;IHhout 
beine c a lled on . 

~Jr . Secreta ry, I wonder 11' it ·;1ould clarify our 
thought s 1f y ou fvl t free e.t this s t a;;e of the gtsme 
to l e t u s .<no., f. little bit ;.bout ,;hat your objective 
is in tne possibility of uolng thi s . 

'ell , I can t o=ll :; o u v .. ry d ~fln!.tely •7lwt ~ · v .. got 
in zy m:ru, but I nat .. t .> be in the: posl tion of 
trying t o sell t he t •1i ng . 

I uvn ' t th lr...: it i.; - I thiM i f it is r n inuivldual 
lsvlatea ste;J, y:>u mi .,nt e;et .:me r eac tion; u· 1t is 
~o 1l!>rt of b generul vb j~octive , you :night get an 
entirely uiff~rent r ehc tion from the e roup . 

.\ell , I •m pel'fectly wlllin,; t o t a l.< . Tilt l'eason 
ti1& t I e.cn inte r est cu L t ~ill s time in consi dering 
doin£ sonetnln~ i s t.n is . In toe fi r st plece, I think 
·:e ' ve ,;ot t o eo bt· C~ t o tilt. ti ·:te .~hen .~., did it, :..nd 
I tnl= one of tn~: prlncipt.l r eesons .my '"" decided 
t:> sterill ..:~: gola t t th~ ti:nE tnt. t r.e aid ::as thll t 
<e felt t h: t it .,~s co:~1nc 1.n ;,na ·J i storting our own 
br n ·<ing p:.c ture t no ,,e "ere L t the ::~ercy of the r es t 
ot' tnt! v:orlc c a t o ho<~ mucn cold t ney ?loulu o r .vould 
not .;en .. in nt r t t nu it too..: tnt control of our o••n 
si tuu:i:>n ~:. .\'!.Y fr"m us; o nc: tnrough s teriUzine gol d 
:;e r ecoved gol oJ t.s t f t.c t o r in our o•m inte rn11 l 
uo~es tic economy tnu mlu~ it possible fo r the 
r eJero.l Reservt Sy:;tum to do v;h& t tney though t wes 
necess~ ry und~:r tnosu c onu1t1ons . I t i1ink tht. t .·:o s 
tne lilo tiv~ t1ng thoug ht bhc:< of our ste r 1l1::1ng the 
~,;old . 

o~ouldn • t y ou ( !:.ccles) ~ay tna t ' s &bou t ., correct 
s t a t eroen t? 

Yes . 

les, tna t >NtS tne - th~ t wt s the princip~ l a iscussion 
bet11een you anoJ me t. t the ti:ne . 
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At tnar; time . 

Well now, since th&t 1 s ht<ppened -it ' s a l.Lttle over 
u yea r - we ' ve s tertllzea about a billion ~nd e 
quarte r of gold, o nd th« t i s wnpl e t.s & cusl1ion 
ttgainst any pos s i bl e cull t ho t might be on us from 
the rest o f the wo r ld for gold - plus t he billion 
e i ght tm;t ::e n~tve i n our Stt.b1l1zation Fund . So 
right the r e Ne 1 v oo got tnret~ bi llion dol lers .vor th 
->1' gol d . I.nd Mr . Eccles s~ys i1' necessary ne could 
supply a l ittle mo r e , tf cal led on . But without 
calling on the Fed , l'le ha ve t hree billion aoll~rs 
&Vttil~ ble for a ny possi ble aemand on us from the 
rest of t he worlo , •. nich a s f e r c.s a~·booy can see 
i s more than enough . 

No.: then, 1 1 m t";Oing to t alk v ery frtt nkly and, &s I 
say, v~ry confidentially , cs lone ~s ~r . Harrison 
~ sked me t o . llO•I .1.: com .. to the f~<ct - ller e we• ve 
s ot ~bout ~15 ,0JJ, JJJ wortn of gold & month co101ne 
ln, ~o nd , going b~ck to July 1 , 1936 - <• nd , a e;£>1n 
going back again, th~ Administrat i on has done a 
number of things t o put ~h~ br10k~:~s on, vna the 
o nly mt j or step th~ t thl: Tre<os ury has t aken, in 
cooperction .. 1 th the Ft~Jcn l Reserve, is rele~sing 
the ~JJJ , JJJ , JJJ .. orth of stt!rili zea gola - ~s flny 
inuics tion to.:;,ros tn" r"st of t ne wor la tn~ot. HI 

.. lint t o et"se u; t he br:•.<es on d efla tionary a cti on 

.. rlich .. e n"ve t~>..<en . ;,.,,: , tnt! taought in my mind 
is to<. t by s t o,l,.lll(; tne s ttrili <- il'lb of ne.7ly- mined 
,;ola, tlu t is r r. in.:.iCL t i on tan t tne Ac:kiinis tra tion 
,_·u.n~~ to e c..se u~ t n'= brt.t<es . 

No,, , f urtm:ruJor e , tncre Lre, ~o.s I r e~li<-E , t.:o sc•&ools 
.:>f thouzht . One sc.1ool believes tn:; t if you l et t r1c 
nc.:l , - mined gol" go to 'llork, it h<:.s s n effect on 
coranooi ty pr ices . I no no t - I have never p<.rmitted 
mys~!f Lny monet~ry nobr i~s , so I ' m not J Oing to say 
whether t ney are rich t. or .: r onf . But ther e i s ll 
uistinct school ol' peop l e tha t thinK it ,,oulo ; I 
uon•t ~now . I do tn t n.< thc. t &t this time 11' the 
wor ld coulu get tne i oou from such action t aken by 
Mr . Roosevelt's Adminis trljt.ion th~t He want t o see 
n gentle r i sing in botn ..tow.:st.ic t>nd wor l J commouit.i<Js, 
t u ;,. t 11oulu bt: & .::orrect inte r preta tion tn&t tney might 
g ive to t nis mo ve , und tha t is ,;oa t. ~e .;-ould like to 
see . I aeen .~e t ninlt it i s terribly importa nt t. t 
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this t ime to stop this down.:~ord spir al 1f •.ve can . 
J.nd through this tllrO<•ing ~45J , 0Ji.l , JJJ more into the 
vot to t &.ke c&re or t v.,.ry d esperate unemployment 
s itua tio n , vlus doing ~his ove r the week-end - if 
the t wo thint~ s we r u conb i der ou silllulteneously - they 
were not consiue r uu sepr•rt-tely , were considered 
s tmul t aneously - it woula be some indict tion of hov: 
" " f elt • 

.-lso, I tnirL< tntre ' s bten v~ry ruucb misunucrs~t·u .. ing 
~bout .• ru t the Prcsiutnt ~ t.iti b bout ,1rices t.t;t-in , u.d 
~uero: coul ... be ' littl<. e.<j)ltr.al.iur. of tnt diff.-r.,nce 
b~o~ .. een ~aost coru •u<.~i tits 1 nu tao: pr i::es of so-c~>lled 
;;~.-,no •olits ll.<E .- t eel 1 rw cememt End tnEt sort of 
tning . 

~n..1 I d on't - 11 .... oe..:!."~ to ..1;> lt, :.•r. l:ccles tt nd 
I •. ou:.<J uo it to;.etn~r, tilt t.ll.l or!:;<.ni,vtlors 
'nn"unclne it tnt. ::; r ;,e aid the ori~;incl step, 
t o sa..>N th<> t the F~oert l i\e~"rve &nd t.he Treasury 
<..re t o.;e tht r, .. nic.:h 1u - I t•l.':;; y s thi:1k thtt Lhet 
ln i t :;elf 1 s <. s i.U)Ivr tl nt a~ any action ,, e take; 
in fact , I t nlnk lt i s mo r e i mporta nt - t o s e r•ve 
nl.l tlce that tire t.ll.l or t:t n iz;, tions a r e movine in 
t.ne strue ai r ec tivn r 1 th<:r th~n &ny i n ... ivi<.:u<. l action . 
/.no LS I s,.y , t hertJ woulJn ' t be any g r eEt trumpets 
o r f fnf< re, rut ·:t 16 Ju~t J.o it as s s tra,v 1n the 
;;ind cs to no ... t lii(~ to see t nings movt . 

-.n., ct;rt .. inly .:~ur -~lish cousi ns , .r ithout <. ven 
h:. vir..; t v :: sk t u;; , I .<no .. ,·o~.olu be wOS t ,Jlcl.std , 
b"c .. t.s., t:rE; ar., much .. J:>rt c" _,o-.it;,·- :ninue.:. t hc. n 
,,E ;;re . Reut~r ' s co..illo .. it)· i r.Jt::.. is l.ot. ECting LS 
• e l_ £ s o ur o. n , t nu I .<no. th<. t tnty are v, ry much 
uisturbeu ~bout it in th1. v.nol t sterl ir.t; are~:., ~; nd 
;,nything tn&t 1e uo to 11el .;> ,,..,rlo co=ou i t y ±• t·ict!s 
.. oulu be mos t i)ltnsilli to tne bngl i sh, I me~ 1, , t no 
would. help tnem . 

••nd c gain - I meun I 1 on throwing o ut thing s - there 
is the school o t' thought th:. t says, n;·1ell, not only 
ao you t ake <.11 the world 1 s gold, but you l ocK 1L up 
~o nd you don ' t give pr ices & cru.nce to ~;o . And uow 
tn .. 11ell do you ev~,.r .. xp .. ct us to g e.t b&ck if ) OU 

n ot onlY t fke the gold , tut l ock it up a nd won ' t 
;;iv e it l c!u:. nce to hr.ve " p l~oy ? " 

So ~os far <>S - I KOulu be :n percent sw-e tn~ t tnis 
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thing woul o b~ mos t pleo~ing t o boto t he British 
Tr easury a nd the B11n.< of F: nghnu . I am mor·e sur e 
of the Tr easury th:.n I t.m of the B&DJ< of En.;lf nd ; 
but I am sure lt .>oula be pleusl ng to the Bl'itls h 
Tr el s ury a na the Bri t i s h Gov~:rnment . 

:ell , th:.. t g ivc!i you, r.s f1•r r.s I can t ell, I think, 
r. ve ry fr~nk s t &t ement of "'vor ything th&t I hr<ve in 
minu . ~.no I u un ' t kno1·: - 11.s I sa y, I am confining 
myso..lf Entirely to this jJl rtlculu sub j ect . It 
uoesn• t me&n tha t cy hcvu is in the sa nd o r I don' t 
Kno.v :·;h& t 1 s ~:oing on t rounu me ; but thi s is Tr et.sury 
r~~jJonsibility &no I thin~ I ougnt to t&AE cr.re of 
1~y ot:n r e"Jl"nsi bill ths first b;;fo::-e I try to go 
outslue of my ~Lth • 

... ut <..Oes th;; t ~n~ .. ~r your '.ues tion? 

Yes , i t c.:les , bu t ..•. 

Ur . 3ecretary , ... 

Jus t. .:lnc more thing . I judg" from whtJ t you say, t hen, 
tlu. t it .1oulc! no t necessHily im1>ly •;,ht t :our policy 
:10ulu be 1 f th€ gold Cli>VEanent s houl u t urn •·£• in 11nd 
.:e sh.:>u ld begin t o gtt imports of gol d . I mefon , in 
.:>1.her sor us , t!lls bc t.ion .. oul...tr. ' t n ecess&rily bt. 
~~A en f s E< D i mpllc1 tiun o f :. o ur posi tion on i m.>orts 
of eolu f or t oe future . 

No - I me"n this i s just - nurE: ,,., , ve got ~ l5 , JJJ , uJO 
Aorth o f got... c.:>:ni%1£ ou!. of t n£ g r ounc eve ry month . 
r t hink 1t is - if '' " either - possibly l ooked o t it 
originolly, .;e e i ght n.> t n&ve st~rilized tn~;.t r.t all. 
.out ;,t the time ,;e 1 t-11., 11\.el l , l e t ' s a o the whole 
t hing r&ther t hhn <lo l t - IJo, mi sunder stoou . " I lDt:ton , 

if yvu ' 1'e ~oing to uo this thl rl(; ~> nu mckt it vossible 
for the Feder &l Reser v, to control the uomest i c 
s i t Ub tion , go t ll., ,'/hole hog . But now, to pr otect 
o urse lves agains t politicul upsets in t h e r es t of 
t ne .1orlt1 1 v.E: ' ve go t ' ' three bill i on dolhr cushion, 
11nd I uon ' t - I t hink t.twt , like &11 these th1nt..S 1 

t.hese s i tu&tlo us change so f~;.s t . Las t :.l~:. rch the 
.. o r lj ;7as worried .,~ ' r e go1ne to drop the price of 
gold ; this Septem~ur t ney•r e worried 11e•re eoi ng to 
r <i se the price o1 gol d . I don't thi~ -I never 
;.ant to collllllit. my sel l' beyon<1 the allY , bee& use you 
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don ' t Kno.v what 1 s gotng t.o happ!.n. I me&n h~re • s 
~witzerlsr.d now working out the hot money progr am 
for us very nicely; l as t nigh t we got c mess~<ee 
tne t tney • re going to get out a convt!rsion issue 
r nd not lt!t ~<nybody \Jut Swiss subscri be to it . 
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So , to &ns;·,er yo u - I mevn for the moment I h> veu • t 
> nything else in minu . I 've t old you ev.,rytning I 've 
~ot in my mind . but this i s wn&t ••e ' re considering . 

ilo!r . ~ecre t .. r:r, mc.y I -I don ' t wish to monopolize 
tnt oiscussion; but, t o r efer to t nis originsl 
, IWntitative &mount, if the r.n.'louncement i s m!ide 
in tne f o rm or t s te-tement t.l:l<; t henceforward or 
until fur tiler I)Oti ce, lJP ,efinitely , all do;nestic 
proouct1o n .. ill not be s tt.rili~ea , it is a commit
ment wO:.cn ,>resently, tvi th L r t.-ve rsr 1 of the flo1' 
of golc , micht beco"'" tr ;;,ubleso:ue . 'Ihe s t.me ~,u&J.ti
tt ti ve effect •. ould be obttin: ble by t h.: pr ogr essive 
o..es t er ilizati-n of 1 n ~ mount c •. uel to t ile dome::~ t.1c 
proo.uctio n, but no t art ;, tn~:. · o i s tinct i on between 
tue dooes tic ;>roouction 1 nct other gold, no t in tony 
"' y committing tho in:.c ti ve gold f uno to en 
inaefini te ,>rognm; s i mply ..a on~; ln tae st:m~ •. u&nti
tei.ive amount . 

" "'•, tn~ t , of course, ,;uula n<.ve t he &dv&nt>-eE: of 
not binding tne ~.ction to the futur e . It .;ould lose 
so::1elning of the pllycholo!; 1CI 1 i:np&ct, but H t. oul<i 
ler-. ve the Treasury r t ther freE: r for the future . 

but I th.iM 7;ht. t you Sl i d - I think the ps;,•cholot,1CO 1 
effect ~oula be less . 

'J:h~< t is true; tne ,.,sycholo.;ic£' 1 effec t woul<i be 
less , a nd different . 

Yes . 

Do you thin.< there ·~ould be much psychological 
ef fect from a n l•nnouncement of .< cessation of 
sterilization of oome~ tic production? 

I don' t know • 

I don't .mo .• either . I wl.s just ~~on.iering wiu. t your 
reaction w&s . 
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1 really aon ' t •!:nO./ , 

Tn e mea sure o f that depends on the position you 
find mo;. rke ts in ~t tn ... ti m~: the o nnoun cement i s 
made, r-na y o u 1;ill l're ... ue n tly not a ttributc t o 
tnc s c: t t h e conse .. tuence which is r ea lly due t o 
it ; ii it i s c!IUgllt >lith <> thor thing s , it !·PJJeu·s 
to ht. V t very 11 t tle influ.;nce . I think 1t i s t.s 
l fftctive <s fr e ,uent r eductio ns in d i scount r& t~s 
,,o.Jla be; it is & gesture to',\£rus ' situ&ti~.n. , 1111 .. 
< s toe Secretary uescrihts it, thl' t is .•<· rt ly 1.,,, t.' 
is intendea . It i s t. gesture . Certt 1nl) in t• r .s 
of !:irgni t uJe it coult.n • t 

I n t .,r.l~ of t il~o .Jt.t. llltnt.e of its influ.,ncE in • n, 
. 'J> r.ti t " tive 1;10y , 1 t coulun ' t h • ve < ny cff~ct. , Lzi<J 
tile ris l: of it, I shoulu thln.-: , fr om the s t t.nll,•o i n t 
of £ffect , Noulu be tuL t you .oi6ht have t m t.hilll 
r egt. r ded &s E !;es turt ~nvolving s mt. ll ''"t.nit~l.ll. 1 <II vo 
o t>r itr' <-:>Ptt r hnCtt of inrlucnce, rnd t hen Ian 1L 
disappe:. t··· 

I no thtr psycnoloe ict.l effec t thr. t I wo uJ.c 'llention, 
.. ithout being ~ bJ.(; to m.vc e n opi n i on on il , is thf t 
1 t is ;JOssiblE th~ t th., r c 11oulo be !'.· r e ve rs~ . S) ct.u
lo~lcal effect; thb t is, t~ t t nis drL~in_ f u l s
cir.ctio n bet·:. een the :nonet~ory ,.uality ol' ~on£3t1c 
e:ol<.. Lnc r.ne ~on,;tt. r;,' 4 Ut.ll ty of golc in ~Lnl.rt. l 
.Li~nt ;>reduce p:.;rchol ot: i c &l effect s abro~d on whlc .1, 
£s I Sui , I .. oulo n ' t h: ve tny opinion; ., nc ~tl , I 1c. 
rt.lse toe .uestl <>n if tnt.rt: .oul..:n • t b .. countlrVlll l nt 
i nfiut;:nces : It mic.nt r t L,., t ne -,uest i on, f or inuu.cE, 
L S t o wnetner tne policy of O N .. i ll6 sucn · u h Uz.c t1 n 
bet.,ee:n aomestic t nu f o reign ~:o la mi (ht not. L .. Cl rrhu 
vt ry mucn l'urtnc r . 

llell , how mucn fur tbe r coulu you a o it? 

.. ell , to tile extent or t. price d iffe rentlc l , l~ L' s 
St>Y , or even to the ext~o~nt of op,>osing cert~in 
barrier s .••. 

I feel pr e tty cert::in tht. t ii'Oulc. be en effect i n 
Lonaon. ;-;ru.t tuey ,.ill do i s tnin" in t e rms or t 
par ellel s ith our silver policy . They ' l l s ay , "Thi s 
is t he f i r st step . It i s all consisten t , c.ll cl~t r. 
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lhey •re go ing to dea l with domes t i c gold as t hey 
M Ve with s i l ver, r• nd we run tho risk now of 
fiuo.llng ourselves with gold which we mayn ' t be 
tble to s ell l a t er t. t t he existi ng price, or 
p~rhups not "t c.ll." You c ould eusily - I c on ' t 
SbY t ills will nappen, but Lhey mi ght perhaps 
LL.t~ ~OlD" of tillS hOI.I"Ueu gold £ond SI< Y 1 " llO\V 
'"ulu be ll go:xl \.ime to par t wi t h 1 t. n It is 
.::>rh.:~ ivable cna t you c:oulc ha ve a return move
'"~"t s to. rted on tht t sort or thing . I only say 
l.oa \. t~c .. use I don ' t tniru t.ile Nnole policy of 
• ••·uin,_ is E>n intelligent thing; I tnl!M l t ls 

1 n"rvous , e.<c i ted , irro tlontl tuing . It is 
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so lrrvUom•l LbLt you cun't ,.redict >.nat a:en 
• 1 11 ~o wh"n somet hinc t ha t t hey don ' t under s t and 
Htil,Jens in 1.nothe r place . 

Is ~noth~r suggestion in order ? 

"nytnins is in or der, ~s I s~y , ~s l ong as it comes 
under "'Y r esponsibility; bu t I don ' t t:& nt you to 
t.tll< ohou t Cbpital gflins t r•x Lod~y , if you don ' t 

j lnd. . 

'"""· cnltr: r. tn:. t for oe? 

. ihf cr: 

•• ent.schler, Nher ever Lhe shoe pinches • 

f ill Vt tnree ObserV& tionS • 

I tr_t , .s ~ long r~n~c poi nt of vier. , I think t ha t 
it ·~ulc be eooc psychol og1ccl effect to be rble 
in s~n£ ·•"-I to s~y t o the .. orld t hat •111e &re not 
lv~.tlnt: up <l l t .• e nc .. gold soo preventing it from 
•vrl<lng , t.ru.t we contempla t e e cert&ln amount of the 
~~~·• gol<l production i ncorpor 11 t1ng itself in the 
creul t s tructure . Perso1wlly, I 110uld t •>ink th~ t 
ro r t illS country , on tile nvenge und over t he long 
run, 1 t 11ould be more t h< n 15 mi llions a !JlOnth; I 
11ou ld say it would be 20 or 25 or some. thing like th~ t . 
b.., th· t :.. for mule or pr ogr1 m wh i ch g: ve t h> t 1m,.l1cu
t1un of :: r o•;th, I NOUld like. 

beconu, in ter us or this specific t hing " t t his 
s, ec iflc time, I .voulo.~ be worrieu 11bout its imaledis te 
.,rr.;c t ObVlng a .tickbac.t . The essence of the problem 
is •nt t. our b~<n.< r eserves c r ,;, UlO t ne excess reser ves 
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1 re ~.< b i llion four . Peo,.,lt r~oul<J S< y the t. ~odding 
15 illions h month to tlu•t &!:lount is rutile rnd 
i~ is not t n aNful.l,y lt 1'1!0 ~~1ount . .~;n~ I &m , uite 
svr c tm. t :.! r • .:; t e .. urt. 1:; rit, 1t ; ~o f • r < s t.u;, 'London 
r et ~ lL>n ls concernt:u , you :u i c ht ge t a rev~rse 
r<.t•Cti<>n . 

r:o ., t ne t~11n1: tilt t impr .,ssts me most in whc t. • ou s < i d , 
t. bout tne necessl ty or exprt~ssine un t t U t..tue 'tor~> r d 
~olo , to• t·ro con,o·Jit. i (;s , 111d its I ein~ acce. tt b1e 
to .)Ur "'l' i tisn cousin: , t.: v~ c.c t.1c. sug~estion r .. ould 
_1,,., t v t.il'On out . •lllCII I oils o ver there i n DtJCElllil. l' ' 
~o "' o:· tnE: ;>toph in the B<.rut s .•o«e to r.~e t tout tn<. 
I:l:ic~ssi t;, of lettin:; so .... l>ol~ ;o to worK, the ft c t 
ttlt t l .. eir h< no" rt> ' Lt lt nc.,s .u u r.ot incr tt sed ln 
."1 v t: foe< rs, <-no tnt t tllE.Y ve I')' ue;'ini tely .\1 nt~d t o 
tt ;.~: <.!1 ' ttituue to .Lru CO.T •o~it.i .;s . So I •. , .~ 
,.,) .. u .. rlr._ , Noul it 1 c .'ossicle to !:!ek E ttd~ b 
~i"-~t< e:ous 1:-usint !'S ir, t n<; Lon .• on ~ r.d ::e.1 lorlt 
JJ~ r«:ct~·? I tnin« tm t .o~lu "'VE : v.,t'J ci i f f t r ont 
tfftct . I f r.onuon : nu l•!E.i Yor lt l otn S< i o t n: t " "e ' r e 
!(Oltlj! tO le t be< M t' t.tSt. l'V ~S lf;L:I'<"LS<'. iJy 15 !llillion S ll 
..• onlu o r : J mil li Jlli• b .. 1onth ln E<.c.1 cout ltl'} , " or 
,J!'UJ.IOrlion~ t rol" , u r sorn .. tuln., llkL tht t , tn; t the 
t. .·.a c ..lur.trie:; tn:. t :.rt.. ,>ru~tioin.; fr ee currencies \70Uld 
h.t _->1.:. bJ t O oOl'd: 1n th~ir Ct't.ui t :;tr uc ture, tiu. t , 
I tn~rut , .. oulu '" V (. just. tn" ,Js~ cnolo._ic~ l <.f f.,c t ;;ou 
.. ~nt . I ;: .. oul.J bE c<J.r.. .. ->ll tH~ it .. oulo 1 \ c :n ir.d ic~
t i '" : "' t-" .. <>rlu :>1 : n L t.iLu-.e . :.r:..: I l.nl~< ... tht t it 
. ..)\..._\..~ .• c vt c. t tui~ . 'rt:\!ult r jun~tl..lr € - Febr.lt r:, 1 
1 ).>:> - c.r.y nEt , • .,..,ul ~ .. of tu: l. ;;sycnolo,;icLlly >Oulo 
c.~ c.:oo~.. ~nt.S . 

I .•ou.1.a n .. sit&tl to ;.1,. it ..,,, .itn ti~e d i stiu.:t.ion 
oct .. ~(:T. ro r ci;,ll :-uJ oo::u. .. J t i~. c:olv. . I .. o ulu rt tnt.r 
S< y tt't t from no .. o n ~te 1 r l. .:oln:; to lEt zol.J go into 
tuc ~rc~l t &truc tw~e .... 

Into .·.a&t ? 

,,, .:e •re ~o.4no t o l., t. golu ~o l nt.v the cr.aJit 
s tructure ~:o t tnt! rt tt o r :IJ millions a .uonth, ~orne 
,> r og r essive c.mowlt li«t! tm t . I th ink ::: •d mdtE it 
t l i t t.le 1t r ..,er t m n oJo.ue.; tlc ;>:-o-u~tton . J.nu if 
t. •• ., ... ri tisn .. ..tu tm. s~me tninc. , uaue c. s i 11ul t £ nEous 
r m.ou.-:ce::~ent , tn" t. , I tnln« , .oul .... avoi-: tue bi 6 
- Lll<;l.l' of it; vln., t.••is t~ l.!ril't:a to < o iflt: r e ntiLtion 
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bebeen tne way we tre&t the domestic &nd t he way 
Ne tre&t f or eign. 

Mr . Secr et&ry, may I say u word? 

Plea se . 

It seems to me the only reul o .L s tinct1on between 
aomes tic ~old t:n<J l'oreisn gold, just the s ame us 
.vith silv E:r, is i n its r t: l a tlon t o a aomestic 
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lnuus try . J.nd if t.nere '""s - i f 1 t was public 
policy to uelp toe domesti c l naustry in some way, 
tner e .. oula be l. goou sounu re~ son for aoing some
tnin~ d ifl'e rE:nt for doat:3ti c gol~ t oon for forei gn 
gold . But a ., r e i s &n action Mlicn .:ould m1-Jte u 
a i sti nct i on between tho d nus of golu .:ithout ooing 
tne do>lles tlc i nuus try ~ny cooa sha tsoever . The 
aooestic ind ust ry Noulan 1 t benefit from it; they ' d 
&et tne s!'me pr l ees t ney .. ere getting befor e . And 
1 t seems to rue to~ t i s the only ground on .1hi ch t ht. t 
.;~is t i nct i on .vould s t <.nd up . I don't think it would 
stE. m.l u p psycholog i c!llly and any other way. Thv t is 
why I feel the same wuy r s Mr . Ri efler, t lu t i f you 
feel th~. t somE of t he gol u oug11t t o go i nto t he pic
tur e , tar, t ning to do i s t o decide on the <.mount 
either c s a lump s wn or &S u monthl y amount, und 
&mlounce 1 t . But bring ing l n this f actor of 
uncertainty e s t o the exLct ~mount and m<King ll 
d istinction bet.teen domes tic r nJ f or e i gn •·hen the 
domestic people won 't benef it by i t, doesn't seem 
to me to be the ve ry best policy . 

Lo yo u .oant t o s ey sour:ttlini , Rentschle r? 

ilcnt scnler : I ' d w&nt t o Nait . 

rl • ..I . Jr: 

Lochhead : 

Goloen .: 

Lochhead : 

Oh, yo u .vant to wr. i t . 

Of course, tne r tJ i s no unceritinty as to ~mount . It 
might va ry & million do l lur s in s ome month, but •..• 

Vlell, I ' m not s tressing thc•t point ve ry much. It Just 
happens t o be 15 ; might be somet hing l ess; hllsn 1 t 
lllwE.ys been 15 . 

No , but this thing , for 1nst&.nce, the lost t:.o 
-.U&rters hc.s been excctly 45 million eoch <;U&rter; 
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tha t i s , o ver a per iod 01 s ix months . So you cun 
see tl ltt•e is not c. ny s udden chr.nge . 'ben ~·e 
st ~> rt (.d t o sterili ze , .te didn• t :tno1•: whe t hH v:e 
• ., r ~o goine. to t~e t t wo million ' .eek fro:n c. br or•d 
or ~ hunurea million . But on t nis it i s e1sy t o 
CLlc~lt tt the ~mount you' r e bolnc to get in . 

Su,>,·ose y u uio i t on tn!' t b1 s i s , Or . Gol oen .. e i ser . 
uou l~,; ;, ou in your comments o n your 1 ctio n c ~ l l 
Lttomtion to t he f ac t t hc.t tm t ht.;Jpr;neo to mo r e 
o r less co.Lucide with tne &mount of your domcs~ic 
j)ro.iuc tio n? Do you thin.< th1. t thf> t - in othtJr .. oro s , 
.• oula tm t mee t the c r iti c i sm tnb t you h1 ve in your 
~ind , !:; r . ,'l~ rr er.? 

I .• •oulu •ref.,r t .> - if i t. "er~: decided t o r e l et Sl. 

~ .::ertLln t.m.>w:t oi' gol ..1 j)tr :nonth , I .voulo pr 1:1 t r 
not to ~iv~: the b&sis on .. ntch t nu t ::as aone ~:. nd 
let ,>cople .JL .te tne ir o.m lnf~ r;.nces . If the 
1'1gul'es r <.n r < tn.,r clol!., t o t111: aome:,tic jlrociuc tion, 
f certLin muub~:r of ,>"ople ::ould <ir a10 tha t infc. rence . 
But I woulJ n.:> t bind myself to it . 

"'ell , tr11.t 1 s ••mt I .n.,ant - not bino •·our : eli' t o t htt , 
bu~ u v~: 1 t br.>ught vu t in conv., r sl tion - 11By th<> ,;f. ; , 
it uocs Juat nL>'J'"n to noo uy to ~ .J.>roxim• tLly this 
c.:no~:.t . " 

;:ny n-> t .t .tc it L d iffe r ent ~ oo~:r.t? 

hr t ' :~ .wy I •a insist on Uliill:ln~; itt ntnt r l &r &e 
Lmount . 

.'lhy nut 101 .{e it t~ uiffer ent 1 mount , so ••.• 

I ' d 1111 J(C it t l!i l'gcr nmowtt so tu.::y woulun ' t d rtw 
t~tLt infErt..nce . Jona I aon•t ,,,,nt to c.o too rouch 
tc.lkil\!! , bu t I don' t s~;c >mt t you ' <i f.€ i n by t:;ing 
it to so>et ning thLt h~s no p1 rticuls r reLlity, 
unless it .• e r e to supj)ort to no::a. industrr , r no 
you ' r e not £.:>!.11(; to co rnythint; to supJ)or t it . 

You see, Dr . Go,lcien•·e i ser - let ' s be r;ntirely frt.rlA -
r think you be:long t o the school t ha t <iots not believe 
tn~ t gola hns ~ny ~ffec t on the price of co~no~ 1t1es . 

No I wouldn ' t went t o st y titnt , :Jr . Secretrr~· · I 
I 
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don't think that lt nas ll.t\Y direct effec t in itself . 
Tne price of gold ha s a d i r ect r eh. tionshi o with the 
price of commod ities, particularly th~ pr i ce of 
gold in any on~ country DS against another country . 
I 11ouldn ' t svy th1J t the wnount of gold a nd the Hmount 
of r eserves h~l s no r elt. t1onsh1p t o the pri ce of 
commoa1ties . 

I think a s a m&tte r of f ac t, of the t •·o schools -
I think taer "' is on11 scnool and one church . I think 
tha t all economi s ts a r e in the s sme boa t on the 
effect of gold on prices, except some ha ve a mysti 
Cbl religious beli~f ln it t h&t uoesn•t ra t i onc!i ze 
e t all. -
Tha t• s .... 

I aon •t belong to tn~t l os t school . 

But you admit tht:r t is t ht t school, a nd it i sn1 t only 
confined t o t his country . 

Well, tnere a r e - I think 1 t i s ' ve ry sme 11 minor! t y , 
~nd 

And ~ ;>r e tty vociferous one . 

Yes . 

Yes . 

o~tdl , let ' s Just - I mc&n wc • re gettill6 of f on ••• 
I' d jus t 11~£ to stu · t ove r ag£1n, if I might . I 
guess - if you aon•t min~ my u1recting my t a lk at 
you, I thlM toe fir s t thing is - rf taer , .• e ought 
t o arrive at: J o you thi~ t t this pGrticulLr s t age 
tut. t t ne htiminlstriJ tlon s nould do sometning ~;bout 
loosening t nt bra ~es? 

I should f~<vor t urt , yes . 

I me~;n let o s tuln.tt - I mean that ' s the pr emises that 
I ' m starting from . Now, m8ybe I've found t he wrong 
device, b ut l e t' s stL r t on tn~ t pr emise, you see . 

••ell, I' m with ;,;ou thr t fj,r . 

l'lha t? 
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I c.; ree.1fith tof t, yes . 

iiell, uo you think - just go IJ step further . ':Je 
t.g ree on tha t . All right . Tnen t he <,uestion is, 
tih~ t is the best device t o use to loosen the brakes 
und let the world kn011 ttwt He ,vunt to do that? No1•, , 
m: ybe tne one that I 1 vc sugsested i sn ' t the best one . 
Jo tn~<refore , if you don ' t mind , I •m going to st•y to 
yov. , "':;h<- t 1\oul d you suagest t s tne first move?" You 
uon ' t cind my asc<ing you. 

!lot <- t. <.11. Y'e 1 re t 11 s petkil16 fra n,.ly , ~:nd of cour $e 
I 1 :n speE .iirlb only for myself, not for anyone else . I 
should f;,vor pfrsorully that - if you nould, tlong 
.. ith tn.!.s re<,uest of the President• s for 250 million 
doll::.rs eaai tiom l !' or relief - oe ~;oul<J s&y th&t you 
::ill mee t th&t LdJi tiom l expense :.s it is incurr ed 
b;,• release of .:;ol 1 to t,,, t ':lount. 

i ou' d reler•se :.5J . You .• oul.., re l e&se it ~s it is 
s;ent, o r rele~se it &t once? 

{ ,;ould think toE t f.< S l~ is spent ,iOUl d be - t. S YOU 

neeJ t m. t <.du i tionL 1 • 5J, you ' d r elcli se 1 t so tno t 
it .:i11 be noticed tn• t you ' r t! goin;; to loo,;en up, 
, ou 1re goifii to spen~ somt mo r e money , end you ' re 
n0t Joing to increrJe e ithe r t:x~!l or t he public 
lebt; .:nu y~u ' r<: .:;oln..; t o '3ettt it by rele&slng tht t 
.nuch .;old. 'ihr +; ul Ll hr ve the effect of not E frectlng 
tn~ bon~ u< r~et unf:vJ r • bly, it nill hl:ve tne e f fect 
of r.ot s.;t ring tot:. t;..;qnyet'., , nd it • ill neve tne 
tfft..:t; of in~r .. sin. uot., d c Jo~i ts :.nJ reserves of 
t.l<. b~ru.:s ,,s , 1., .. il .... :uen you spen..: th~t "!!one) . 

;.nJ tnt t is your SU£Lttst1on? 

Tht:. t 1~oul<i be :::~y j)rtf"rt.nce, yes , sir . 

All right . ,/ell, no.; we ' r e on c b;..s i s , let ' s usk 
othe r people here, rtrst, lf they thiM ;'le should do. 
sou1etning to loosen tne brakes , t nd i t' so , ~hat ··1oul u 
be t.teir r emedy? 

No.v , :Jr . St e.n.rt . 

I ,,.,uld ;10 sooetnlDJ, not bec~o.use I thinA it <iould 
loosen tne bra<tes so oucn in fact ; I t hink it is 
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worth ovhile t o get a declar a tion of attitude in 
some f o r m. And I woul..t favo r t he gold dester i l1za
tion because I think somet hing i s due for change i n 
the gold sterilizat ion any way; and I thi llK ther e i s 
neve r a very o pportune time for it, par t i cul arly if 
Y?U wait until peopl e b t~corue gol d conscious . I think 
t11is i s a ve ry a,>pr opri<• te time f or an a lter ati on in 
the gol d position, and I would ma ke it on t he l oosening 
side . And ther efor e , I ,vould f h vor s omet hing in the 
nature of dest erilizat ion . 

I Rould not cou?le it £S ~r . Golden wei ser suggested 
"ith any f i scal !!Iutter, because I woul d feel th~: t I 
wus exposing tnt.t fund - not only thtt fund, but the 
Stabilizat bn Fund - to 1.. r t. id by people wno fel t 
tnere were ~ore urgent uses for i t. I think i t i s 
much m~re di fficult to control moneta r y forces if you 
get t.s c l ose a r elt.tionship b e t ween Government spenoi ng 
and the gold fund as thut . 

'!/ell , I happen to ag r ee with you on that , so - I 
au:< n if I did the other t hing , 1t just would, I 
t hillK, open t he way for Congr ess . I mean that NOUld 
:;cure ute t o death. 

Your next a lter native •..• 

Incidenta l l y , I' m on rc ..:or Cl hst we~ tiu.t 1f 11e 
.vere going t o nave to h~ave ;. ny mo,·., aoney 1 we ' d borrow 
it in the mcrke t , not uo tni~ or do that . Ana we 
aidn' t arrive at tha t - Lgain, I• a~ t sking for ~>Jvice , 
but I only made tnc stlitement la.st week tha t if .~e•re 
going to borroR extra m~ney, Ne' d go right out in t he 
market . I• m here t o listen . But go ahe~d . 

I .1as going t o s ay your olt e r nc: tive to golo des t e r ili
za t i on, h S fe r as monet&ry effect is concerned , *Ould 
be an open mc rket purch~se of Governnents . I would 

1
n•ef e r the dester ili::a t i on t o 11 purchase of Govern

Jnents ; so fa r as a n t~ffec t on t he banking position 
i s concerned , I would no<l r a t her rel ease l'lha t ever 
gol d you have i n mind t ha n t o purcnase a corresponding 
amount of Gover nment securi t i es t hrough the Open 
Mar ket Committee . I think thut covers your quest ion. 

1he 4uestion of tne magnitude of it and the mc nncr 
o f .... 
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If you don' t mind my 9ressing you a little bi t -
/ OU

1Vt:: thrown out £J noth l r s ugges tion t h i s ,1ues t1on 
of Leyine Gove r nments , .thich I hL ve n: t d i scussed 
r ecently ; t. nd I t hiM th· t we ' d ha ve L l ons time 
~ rriving a t & f r tenJly und~rstunuing . 

So let ' s get b~ck t o thls st~rilizoti •n , because I 
t~:.te it t tu. t you feel thh t tnat is the thing . 

' .'iell no .• , •lil< t nethou Noulu you use? 

.. 'ell, th;:ct I 1d •t&nt to do uite: u little t n i n_l<ing 
·bout, just bectust:: of issues t h• t b~ve been r t ised 
her e . 

" ell, fro::, .~net ~·ou hfve s&itl so fEr , it ::ould le&a 
Ch: t o t nin< .ru.t y..>u t'~:el it' w;, ' re goi!IG to t.lo 
tl:l,ftlllri.;;; • v u 1 u r~o Utt-r "' Vt.: us stop s t o::r! li.dng 
ent.l:-tlJ . 

No, I ' m not entirt:: .ly cl£:.t• on .~h: t you c0nt~:mpl:.te . 
If ~ s y0u ortt;.lntlly outlined it, I a s s umEd tna t it 
m<.l'nt no st~:ri.li :'.H t l"n for 'n indefinite per i ou of 
uomesttc product10n, r nu tm 't you ' ll fim:nce any 
CJ..Jl0r t , if you 1 r ,; rtturnln.; t o un exiJort trend , ft·ow 
, 0 ur st,t·.lll .. eti go l d . 

Yes . 

lf tne r tVt:l'Sc ,,.,r., to m ,>,..t:ll b nti j ou .er€ to huve 
t.n ini''lo. o;"' t-"1..:.. • •.. 

••• • 'nlU .. .lulJ, on t:t.tJ SSWl.Jtivn, s ter i lit..£ it. 

Yes • 

tio t h;. t your real uis tinction ln ~ ction comes no t 
in your fir s t slt.p, .vilGrt: you rele~ose ne· .. 11old ; it 
comes at the second s t ep, whe n eol d comes in from 
::.bro~> d . 

Tha t ' s right . 

hnd y :>U b €g i n s terlliz illb . Thb t I .vouldn' t 11\ce . 
r •m looking f:>rwarJ t o t nc tiae vnen ;,rou ce t a 
r e v&rse movement of gol d , &nd your free - and douostic 
gola to go i n t o the bo~ res;,rves, <nd you ' r e 
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sterilizing f or eign gold. 

Nell, t he only other t hing would be t o stop all 
sterilizing . 

No, the other thing would be to deal in specific 
amounts, .vhicb makes no distinction between the 
two, leaving you free , therefore , t o deal 11it h 
it over us long a period and in ~batever amount 
you felt appropria t e . 

You mean jus t say 15 t o 25 million a month? 

285 

Or in a lump sum, or v~rying amount . I t hinA a set 
amount, tond I 1d be inclined t o say a more generous 
figure than 15 . But I NOuldn ' t no"' make the distinc
tion bet11een t ne t wo types of gold . If I wanted l a t er 
to , or .• er e forced later t o, I' d do it . But I see 
nothing noA in your program except a ~ueer ~ind of 
f eeling , -vnich I think psychologically is t r ue, tha t 
you' d nave, even t hough there were no t r utll in i t . 
Fr om the business point of vie.1 , you ' d have a feeling 
t ha t this is a na tionalis t i c thing , i n some way this 
i s meant for our market, t his i s going .to have an 
ef fect ; but actually it would nave a ver y short 
effect lind it would be t alked down r a ther t ht> n t a lked 
up . It would g ive a l ittle impr essi on in the headl ines 
and disappear, I'd think . 

&o I s hould say, if you ask for my quick r eac t ion to 
this - I should r a ther f a vor desterilizati on; tha t 
I woul d not make t he distinction between domes t i c 
and t he foreign; a nd that the amount of i t is a 
mat ter thut you will ha ve to dete rmine from t i me t o 
t ime, which you -will l ea ve yourself f r ee t o determi ne 
if you oon ' t commit yourself t o a definite amount . 

I thinK I ' m r ight in s aying the advantage over - doing 
so much eacn month unti l further notice has an advan
tage over doing X amount li t one time. Then whatever 
effec t you g ~:~t is over . But doing so much each month 
is a constant pressure, ana it's there just liS long 
a s you keep doing i t , i sn ' t it? 

Yes. I ' m not - if you want my Judgment on t ha t, I ' m 
not very much impr e s sed with whot t he effec t i s going 
t o be . Ky r eason for it is thot t he effect of the 

Regraded Unclassified



11 · .... . Jr : 

, tt. .a. r t : 

rl. .• • Jr: 

'I. •• J r: 

Ste~tL.rt: 

-19-

JJJ million >l'~osn • t very impressive . 

On boy , I disagree witu you, beceuse - ~el t , r 
mean, tremendously, bccau3e it jus t completely 
turned aroun~ tnese v~rious banks f r om selling 
Governments . 

It did in tae Government rnto rke t , but I thought 
.)'Our intention wos o n cor11111oci i t i es . 

28G 

.-.ell, a t tha t time .1-. NtH't.o thin<ting of the money 
mtrke t . I meun Nht t we. Nere >orryill{l about e t t h6t 
time 'fcS no t Governments; we .vere worr:;in& about the 
ef1~c t of ~ne HoiiJay~ ona tne tigh~ening of money 
~<.nc tne bo.rus 6~ott11Ji r .. Luy for t:u.t . 

On, .ell, I uon 1 t .uestion thLt . 

hn-. tn< t ,·:as tn~ t . Thr.t 1 s ::tiY tac t st .. tement ctme 
fr~m tne Feaen 1 ~eserve Bat-ra , r e •. t..es ting me to uo 
tnat , because, t uelr r o:;sponsibility being the money 
rn· r ket, t hey ttskeu me . 

I d i dn ' t mean it aidn ' t z. ccomplish bnythin;; , Mr . 
uel! r b tar;· . I mean 1 i d i dn 1 t influence t he ob j ective 
.• e are no.v t!.lKing l bout . 

llo , crul .:e didn ' t nLVI! th&t in minu . And t:~erefore, 
I greatly ,Ubstion usi~ tnbt 6ethoo , of ttking a 
bloch of gold ~nd ues t~rili~ing it, and being 
finished . I :ne~on I c reb U;,• •• uesti on the efficacy 
of acing it in th<. t ' •liY, IsS Oj)yosed to t he possi
bi lity of e<cn month relctsine, e i tner through the 
ne.lly-mined . . . . - tn~< t com:tant ,:~ressure . 

1here is only o ne observ~ tion I f eel I ought t o make 
on that . ~here i s nothin& so u i scour&ging in publi c 
,;olic:f es <o n e f fort t. t bringing <.b.:>ut r. correction, 
where e;;ch successive step f:. ils , bec&.use you a re 
being dragged along t bg-ena of somet hing , ~nd e~< ch 
hdui t ional gestur e - tlley SbY, ll','iell , there ' s anothe r 
effort a nd not hing h~<ppened . 11 And if this is i ntended 
to h~<ve an effect on comrcodity prices, releasing e 
certain amount :,t 1.. tirlo , ~ nd doesn ' t h& ve vn effect, 
then the .,.uesti.>n z risl!s, w::ell, no.v , Khat are they 
going to do?" And tnere i s e grea t oifference 
bet 11een • • • 
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"ell, all right; ol' course, if you t'ollo .• t~t 
to its n:.tur<. l conclus i on, then .ve ' d jus t sit 
h~re e nd hola o n to o ur sea t •• .. 

No 1 I don 1 t thin.t yo u ',\un t to do tha t • 

:. nd wa ~ch this spi ral go down . 

Thut Noulan• t be !!IY conclusion. My conclus i on-
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y ) U 1 ri consi der <~hf t you h;;u to do to see: vhe the r or 
no t 1 t is just ll ges ture or .. hether it is in fact 
e x pect ed to 8 ccomplish tne lurpose th~ t you a re 
intending to ac~ocplish . · 

•'• ell , th~ t • s the purpose o. 4:'Ms ' conf erence tnis 
morning . 

" ell , I t hiM ln f se t lt .1111 no t a ccomplisn the 
purpose . I t ninn l t is b g~s ture und it Nill no t 
~oc.:omplish your tJW' ,Jose . Ther efor e 1 you •'ill be 
confr ont ea a t L b t e r c.lll t c 11 1 t n 8 thing - l ess of 
o ges tur e e na 111o r e of vn ac t . VH1;, t t ha t would be, 
I tun not pro:lp& t·eu to s ~oy . Lut I tnin.<: thl..t ' s the 
risk you ' r e t~king . 

Well, t na t • s " ..,erft~c tly f air s t c, t ement . 

l.. O· .{ CIU SUppOSt. tm t if ,,e,; 60 b&Clt to tnt. Ol'ifl intt l 
SIJ6r;estLn ;., nd jus t a i d tne ne .. lj'-mineu gol d , Lnd 
si:!lul taneously vi tu : r~;le&se of toe inform~ t 1on 
n.;ro:l r.ner·e .:&s more or l.c~s ~o St!wi-offici~l expleru;
tio n ln E::1gll\nd r s to .,.h~ t .~e m u tn mind 1 tm: t 
tnt· t :nieht off set t!lt: ide~ tm t .e <o:r e l ooking 
to .. u ·u t oe t.m - prlce syste:n on gol d ? 

It ' s &wfully nara t o ~tuess , because you're no t 
dealing ~1 tn the people i n tnt! oa n.< or the ,eople 
in the Tr e c. surj' ; you ' r e a en line; wi th taese c.,ueer 
peopl e th~t nold golu ove r tne r e , whose minds I 
uon • t unders t a nd . 

I .v&s just wo nJering - Jus t getting a picture o f 
the gold situ;.. t i on ts it sttn .. s now . We a re not 
importipg <. ny golu t. t t.he pr esent t ime in a ny l a rge 
t.mounts . Ho ... e vc r , your t'i&ures .vill sao'v toa t in 8 
month we .vil l b&ve 20 million aollc. rs .torth or gold 
r eceivea, o f .vnich 1 5 .vill be aomestic ; the other 
five is miscellt.neous gold - it comes i n orders and 
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so forth. 

There ' s just a •,uestion - Jus t nos , til~> t you can 
uo t i'IO things . If .ve stotJ sttl'!li.ting right now 
11e 1 r a doing just 1.bout tn~ s1me t s if .ve s topped ' 
steriliz inz d omestic only . Now, if you do 1t thtrt 
wor, yo u ' d E>ccomplish llbout the sc me r esult without 
J istineuishing be t.:een tht~ tvto . No· ... , is it in 
your mintl tht. t tht t ,;oulu be L good idea? No.,, t his 
is not a ..,ues tion of t ile point t h;. t -,.-e • re ceasing 
t o sterilize furtn~r Lauitions .nen t3ey come tnis 
NIJy . I' m just SLying it t¥oulo E>ccom;>lish ?bout th" 
SLme ,m rpose if you just ce£se steriliz illb just nol'. . 
.JO ;.•ou (Ste .. <or t ) t niM tn:. t "toulc utsv:e r your objec
tion? 

It has 2 o uch t~re;;r eff&ct, .•sycholo~icelly - much 
lc r ger- •i tnout th& risk- it l e1 ves you subse
I{Ucntly free to decioe .nether you do t hen :ient to 
s t.,l'ilize c. l"or e i gn lnflo•:. . But the psycholoeica l 
;;ff ec t of tht. t is much broaoer . 

n~ntsc.•1Ct' : Don 1 t you t~:.Jte c ure of thl t tne n when you come to 1 t? 

£.ocllhEH·.d : The:;e s t a t ement:; h1.- ve ~ lw-.y s been raade so th11 t l'lhen 
••e spe~:.k ~bout a policy the r e 11as never uny t iting suid 
t.t<J t it w~.-s a p.,r mtnt:n t policy . The s t atement on 
stt. r lli..: i ng gold - if yo u 1111 rea a tha t, the 
S E< c r et!' ry sa id tnt t .mont~v"r in the public intErt:st. 
uc thougnt it best to s ~o!rili.:e , ne'd ao so . Now, 
conai tions ~re certainl y uifferent t lu; n tney were r 
yes r sgo . I aon't tniOA it ' s P change of ?Olley ; 
i t i s really oor e confinlr~ yoursalf t o t he policy, 
ntner tha n l ettlng yours~; li' be bound up by the t u r n 
of events . 

H.:ntschle r : Isn ' t ttlere a no the r <.:onstae t·a tio n? ~t tnis time 
tht! r e i s a sufficient bmowtt of !! tbri11 zeel gol a t o 
pr otect just tn~:> tning yo u 1.entea to pr otect , for 
~hich you uuop t ed ttl i s policy last year. You've got 
your billion eight r nd you ' ve eot your billion two or 
billion two fifty . Thbt ' s all you need . If tnat • s 
ull you need , why .-.eep on steriliz i ng , if you .;ant t o 
Lccomplish tilis other effect? Then you don ' t d r tJ w a 
d i stincti on bet.1ee n f or e ien e nd aocestic gold . Yo <J 
just a nnounce tru t you stop your sterilizing . 
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You could place a limit on t hat . You could say 
you'd s t erilize - up to ~ t uta l of 25 million a 
month, tno t would be t.n e xetopt i on - 25 million; 
l• nd E. nything o ve r tho t would be sterilized . 
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fl\.ntscnl er : If there was a grea t flow of eold th .. t came in, you 
could deal hi th tha t when you came to it . 

:.ochneud : 

u~s:on : 

Gt ston: 

I t nirut t hat •·s a little diffe r ent . You• r e talking 
Luout ceasing to steril1~e • •• 

!1.:> , I ' w not ceasing t o s t er ili:;e all ne.v ac-.uisi t i ons, 
but .-1 tn an upper li1o11t of 25 million . Any new 
&c.,uisition~ of over 25 1111llion a montn .vould be 
sterilized . 

On, I see, you ' r e joining those two . 

out t ne first ~5 million would not be . 

ncntscnler : I woul a pr e f e r no t t o be specific . 

Tuylor : 

Loc:nheaa : 

Lccles : 

No , I thinrl: tnu t woulu be ••• 

lne mere f &ct th o: policy i s still flexible - if 
conditions cnange, you cha nge your action !'.gain. 

You didn ' t aao;>t c. policy of sterilizati on in the 
beginning, no:;ever, for the ;urpose of hr.ving gol d 
~tv;,ilr i;;le to tLke cu r~: of tne reversal. Therefore, 
~ne point you (nentschler) m:ke seems to me to be 
hhruly valiu . 

:; ... ntJCtllc~r : E.xcejlt , :!r.rriner , tne t tm. t is wnot you r eally 
b.CComplishea . 

L.C!.! l es : Xes, but it .. ~sn • t begun in order t o hol d gold 
ev&il<Jbl e for o. n out flo·11 . 

:lentschler : You d i d n • t mmt t ho t .gol<.l to get in t he monetvry 
s tructure. Isn 1 t thc t correc t? 

Lccles : Tha t is correct. 

. l. ntschler : No1·1 you have b. CCompli shed tna t purpose • 

-ccles: Th~t is correct. llo.1 , t o ~nnounce s policy of 

eeneral discontinuance of the sterilizatio~ , of 
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course , leaves tne thing enti r ely open. It leaves 
the banking system in the same position t h&t 1t was 
before you &nnowlced the policy of steriliza tion. 
It l euves the s ituation entir e ly indefinite as t o 
whethe r or not you' d l e t a hundr ed milli on or two 
bi lli on i n . I n c a se you got a nuge i mportation 
of gol d again, it 11ould go into the banking system 
and you go right back wher e you were b~fore you 
sterilized in the beginning . Therefore , why 
s t e r ilize ~t a ll? I t seems to me it has tna t 
effect . 

I iwve l'el t thE t to let a definite a:nount of gold 
be r eleased from time t o time, eitner in lump sum 
o r in p~riodic ~ontnly amounts , wh£tever tnc c~se 
may be, eives you L defini teness, it gives you a 
cont1·ol or 11na t tne s itu" tion - wnt t amount you 
.nmt t o put into toe banking s:rstem, baseo upon 
conai tions that exi s t at. a g 1 ven ti;ne ; ,;nereas you 
oo the other and yo u are lelving the t hing open, 
mtking it vt~y indefinite, and you are leaving the 
amount of excess rescr~es to be deter mined by 
foreigners instead of being dE:J t e r mined here by the 
mone t a r y a uthorities in this country. 

/,s I under stand it, the British contr o l ve ry 
Jefinitely the amount thbt is permit ted to go into 
tne banking system t her e , from time to time, b a sed 
u.>on .·;nat they t niM the r e .u1rement i s . /.nd 
i !lbsmucb as ,,e iu:.ve LdoptE:d tht.t poli cy, I ••ould 
hate to s ee us no.~ r evt.rt t o e poli cy t hat exist ed 
~rior to the adoption of this policy of ~ contr ol 
on tne ;>ort of tht~ Tr e1 sury :;no toe ileserve System 
t :1rough joint action . 

lo!r. Secretary, it see ms to :~e thL t certa i nly, from 
those who have spoken, t he r e is ;; eener al inclina
tion tht< t sometning m1t:nt be done now . • • . 

Seems t o be • 

• . . as you your self l nuic;. t ea in your f irst s t HtemE:Jnt . 
Tnere is some doubt. ln tne mlnds of pcrnaps mos t of 
us liS to uo"' effective it .vould be t o stop starilizing 
o.lomesti c production, for t:10 r easons . First, it. i s 
u small bmount, relbtively . Second, it mi ght ~ve 
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other r eper cussi ons abrofd i n differentiating 
in the minds of some people domestic end inter 
national gold . hnd thiro , I t hink there is 
some <.uest i on Fbout committing yourself to ton 
unlimited policy. 

'Inert! fore , I h~ ve some symp~ tr1y " ith the state
ments lhu t na ve been 1naue tlu. t y.>ur effect ,vould 
be !! r Oll t.o:r 1.nd yo ur control c erta i nly 710ula be 
g r e£ tor if you d ecide now much eold you \'lent to 
l&t go into the banking s ystem, e1·ther by not 
sterilidng ne1• gold or by no t steriliz ing addi
tivm.l golJ thn t might come to y.>u from tbrOl•d 
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.>r elso.mvre . I t seems to ::le tht t tha t sort of 
policy nts , : s hils bt"'n indic<ted nere, the 
hlV~nt&;:e o f giving you ~sn op;>ortunity to illlike, 
not an E.ereemeot .ritn tne Br1t1so, but, lo:t• s sey , 
& p<r&lh•l a,Jpro~ocn .;i tn the Br 1t1s n t o a common -
more or le;s common probi~m . ~nd Just BS you sa i d 
in your ini tit 1 s t;..te~t~ent thbre is -. certain 
.~:$ychol.> (l icul t;ovant bge in u .. v tn!: the country 
believe tha t t.hf; Tre&sur >· t nu the ilese t•ve System 
a re working toge the r , so I think for the ,·.or lu as 
a tlhol~ t.hert! is c. great auvuntage in l e ttiQ£ them 
tni ruc th1. t y:> u t. nd t he Bri tisn ar f; cer tainl y not 
60ing count~r to one another ~r~ bre probLbly 
.">Orkin.; for toe same gener11l ob jective. It would 
htve ~n edded aovantage, I think, of bolst~ring 
u., th1. ,JSychology thL t .. ent 1:1tn the t r ipart 1 te 
t. rrt.ng~;ment - tha t you r no the Brl tish are working 
togt!tllllr for " gene r al objective . 

No .:, 1/ha t the pos i t i on of tne BollA of I:nglt-nd would 
be , I uon • t .<now, but I ~hould lmt gine , f r om the 
f11ct t.iu•t. the British hllve from time t o time, : s 
l.!r . l.cclt!s j ust pointed out, des terilized gold ·.vhen 
they .vcntf;d to t.dd to baMing r eserves , th~t you 
mlght finu tu~:y .:oulcl be perfectly willing i n one 
>.Ly or t.nothl.r - ,;hetber l>:.• not sterili z int: or 
dester1ltz1ng ; tha t ' s just ~urel) oechenics - to 
• .arK w1 th y<.>u in allo<;lng ~:old , or a cert<.1n 
percent uee o f gold, to go into the b&nking system . 

No.: , ,..hen yo u s tbrted s t l!rilizing , and 1:nen the 
British st~rtl:!a s t eril izlni! , I tni(U{ t h&t it ·'llsn • t 
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in your mind, and I don't think it was in the 
British mind, that either of you would get the 
amount of gold that you have gotten. The world 
as a whole bas dumped gold on Great Britain and 
the United States in an amount beyond what you 
thought at the time would come in. Frankly, I 
lost a nominal bet *ben you continued to steri lize 
more than a billion dollars . I t never occurred t o 
me in the ea rly days t ha t you would ever allow 
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that fund t o go above that amount. I think the 
British ha ve taken a great deal more than they 
expected tog et when they started sterilizing , 
though I should imagine that you'd f ind tha t they ' d 
desteri lized rel atively more than you have. 

~uery, ther ef ore: If you have a desire to have a 
psychological influence on t he world regarding 
commodity prices, not knowing how much the actual 
effect would be, I t hink you would accomplish more -
tend to accomplish your ob jective much more surely 
if somehow you were working along the same line as 
the British, even if not in definite agr eement with 
the British on specific amount . 

Now, actually, we all knovt , it doesn• t make a 
bit of difference whet her you fail t o sterilize 
20 millions of dollar s or whether you d esterilize 
20 milli ons of dollars a month . The effect is 
exactly the same. There is, a s has been pointed 
out here -and i t ' s given me a new i dea about i t
tbere is the advantage in shooting for a definite 
a -aunt of not tying this thing up solely to what 
might be a va r iable f actor of domestic production 
alone. It bas the further advantage of not putting 
in t he minds of people throughout the wo rld tha t 
you' r e going to make some kind of preferential 
treatment for domestic gold, as against foreign 
gold. 

I haven• t got any r eco121111enda tion to oak: e . I am 
i n general sympathy w1 tb doi ng something, &nd I 
think it bas been pointed out here there is some 
advant age in simultaneous common approach by you 
and the British to a problem which is more or 
l ess a common problem merely because it ' s gone 
beyond any limits t hat you reasonably anticipa t ed 
when you began. You get exactly the same result, 
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and yo u avoid some o f t he mi sunderstanding . The 
t r ouble with this damn gol a business is th~t so 
few people in the world understand it any~:ay ; a s 
you point ed out, the r e e r e different schools as 
to wha t it will do and wha t it will not do. And 
I think if you're going to do something, the f ewer 
elements of uncerta inty and misunderstanding thLt 
you pu t ln your pr ogram the core effective the 
program is likely to be. 

Governo r Harrison, i f you ~pvroach - as you sey, 
appro~>ch the British o n tnis subject and t hey 
a ren ' t in accord or it meant ~ long, long d i s
cuss i on, lfO\Il.d ~.oay tb~:.t we_shouldn ' t do tny
thing until ~<~e 1ib'ii r e&cllec.L..a....d ef1n1 t e and full 
~:greement l>'i t b t he British? 

Well, I don ' t ~now . 

Hate to drag e thing out like tha t a long while . 

That would depend entirely on the circumsta nces . 

I agree with Mr . Stewa rt t hu t if you 1 r e going 
to do anything now - and I don 1 t mean today 1 s 
against next week - this is " good time to do it . 
How lone it Kould take to sound out the British 
a l so, I don 1 t know; but I wonder whethe r your 
common understanding Hitb the members of the 
tripartite arrt.ngeruent l'iOuldn ' t m~cke it appro
pria t e f or you to advi se t hem in adv;.nce &nyw&y. 

vh ~ell , tnat •• • 

And second , perhaps givt them the opportunity to 
do t he same thing tho t you a r e doing a t the same 
time tha t you do it . 

Well, of course - I just want to s ay this - this 
is a good time for us to do something, but it 1 s 
a very bad time for the British. Now, believe me, 
we took our medicine here for the year; took this 
gold a nd liked it, and smiled . No·.~ the British 
are t aking it and don ' t particulerly like it. And 
this woula be - i f I go to the British and talk 
to t hem now, it would be ~ wonderful time for t hem 
to open up their problems and dump them in my l ap . 
I took this t hing ; I took it a nd liked it, end 
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smiled, and talked down all these rumors that 
went a round, and all that. Now, this is a good 
time f or us, but it ' s a very bad time t o approach 
the Bri tish, and I don ' t know just what t hey would 
dump . I t would be magnificent for them to have me 
come over there just at this time, when t hey are 
~orried sick about all the gold that is coming there . 
And I ' d want to think a long time before I went to 
them and said, •Listen, old fellow, don ' t you want to 
t alk about gold?" And they'd say, •sure. Help us 
out . We ' re right up to here . " 

I've been sitting back v~ry quietly, chuckling and 
watching what's going on in Engl and and Switzerland 
and Holla.nd and saying, "Well, you•re getting the 
same dose of medicine that we have taken here.• 
We took what - wha t was the French gold, a billion 
and a ha lf, something like t hat? 

Over a billion. Does n ' t appear . Whether French or 
not, we took over a billion and a hal f since we 
start ed . 

I mean it ' s a bad time to talk to t hem, because they're 
t aking i t right now and over here things are quiet 
a s far as gold goes. 

Well, I wouldn' t hold it up for an agreement with 
t hem, but I ' m not sure - I mean I 1 ve found several 
people talking the l a nguage that the United States 
and Britain ought to t ake a common action toward 
world commodity frices. This depression has hit 
England a nd they ve got a heavy increase in unem
ployment. And I don't think - I mean I wouldn't 
bold up an agreement With them, but I think you 
might get their general view in Just t he spirit 
you want it, and very '!Uickly . 

You mean you wouldn't hold up our doing something 
like .. . 

I wouldn' t say I would- will not do i t if they don' t 
come along . 

I wouldn't ei ther. 
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out I do think you' ve got the chance of t hei r coming 
along in ubout t ne same proportion, and that would 
be tremendously important in your effects. This 
depression is now beco!Ding a wor ld phenomenon . I t 
would increase - I 1 d say would more than double - the 
good effects would be more than doubled . 

If england believed that tnere was some magic 
influence on the price level through desteriliza
tion of gold, why don't they under taAe it? They 
are sterilizing gold Just in the same manner that 
'He have been doing, and they are hcving a depression, 
they are ha ving - world commodity pr i ces are going 
down. They must not have very much fai th over t here 
in any mys tic value of • • • 

I'm not so sure . 

•• of gold . Do they? 

Mr . Knoke, do you know - have you got any evidence 
of t he extent. t o which the British have , say, in 
t he past s i x months desterilized gold, or they 
have sterilized? 

No, tne evidence is very general . But I Nas going to 
say this, t ha t up to, say, about two or three weeks 
ago tne British were very definitely worried about 
t he amount of gold, or a isliked the amount of gold they 
had t o take in. but since then I think we have seen 
a compl ete change in tne situation again. first of 
all, you have an increased amount for hoarding; and 
secondly, you have on the part of one of the funds 
of one of the count ries - Netherlands - you have a 
situa tion wher e the Netherlands within the last ten 
days have probabl y tal<en in London more than ten 
million dollars wor th of gold . 

Taken lt away? 

Kentschler: Taken lt home to the N~ therlands from~on . 

.Cnol<e: So I think today - whereas the Secretary's comments 
would have fitt ed beautifully tnree or four weeks 
ago, I ' m not so sure that is the situation today any 
more . May change again next week. 
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Well, if the British are being fettered with gold 
that they don't like, from the point o! view o! the 
Treasury - they may be switching on the amount they 
have t o borrow to b~ the gold - you might well , 
from the point of view, again, of the Treasury, 
find thea agreeable to a consideration of not 
sterilizing all that they are being asked to buy . 
l don't know, but I think there is something 1n 
what Mr . Riefler says about that. 

Did they announce desterilization of lump sums at 
any particular time, make an explanation or announce
ment of i t ? 

We can figure it out. 

I !mow you can do t hat, but I tm Just wondering, did 
t hey give it special consideration to the extent 
of giving out a newspaper r elease? 

No, sir, they do not. 

They did once, 

Huh? 

'they do when they sell gold at the Bank of England, 
which isn' t quite t he same thing. 

They don ' t try to create aey psychology as n result 
of any .. . 

Well, as to the statement - whether they hoped it 
would ha ve any psychological influence or not, I 
don ' t know. I don't think so . 

Well certainly before we approach the English -
I me~n we'd want t o know what' we think would be good 
for the United States. 

That's one of the q uestions, llr. Secretary. 

What would be the best way to handle it? 

But you're trying to get a COJIIGIOdity effect, and 
that's world. 

Well, I wouldn't want to - Riefler, I'd Just want to 
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amend that a little bit. Commodity errect, yes; 
but ;o~hat I am trying - what I 8JII groping ror here 
is - I want to ao something, a nd I think tha t -
I t hink the President feels just the way I do 
about it; we definitely want to do something to 
indicate at home and abroad that we want to correct 
some of the deflationary things that this Adminis
tration has done. Now, I have been concentra ting 
on the gold thing . Again, as I say, I want to 
exhaust the possibilities within the Treasury r a ther 
ti1an l ook somewhere else. But I think it is high 
time tha t t he hdministrc tion do something to correct 
so~e or the defla tionary moves it has made, and 
of course •.. 

17ould it accomplish the purpose that you have in 
mina, Yr . Secretary , if you announced - l et's 
forget the British for the moment - if you 
announced to the world merely tha t you're going 
to allow gold to the extent of 15 millions a week 
to take effect? No.•, there would be a lot of 
people who would s ay , 11 VIell , tha t•s just the 
omount of domestic production, and obviously that's 
what t hey 're doing . They're not sterilizing domestic 
production." But even so, you'd do exactly the same 
thing a s ir you announced tha t you were not steriliz
ing dooestic production, and would avoid tying 
yourself up t o one specific yardstick, which I think 
some here reel has a disadvantage, and I 1m inclined 
to agree that toey 1 re probably right. 

Or if you wanted t o remove it a little bit rurther 
from domes t ic production, you .vould say, •Well, we'll 
allow gold to the extent or 20 million a .1eek ••. 

llonth • 

.. • a month" - I beg your pardon - •to take effect." 
You do then what the Cha irman said; you do not tie 
yourself up to anf - I think it was the Chairman -
to any fiscal policy or appropriations by Congress, 
which I t hink would be a dreadful mistake myself; 
you do not commit yourself to any lump sum or 
amount; you just say, •For the ~resent, in view of 
existing conditions, I'm going to allow gold to 
that extent t o t ake effect." Doesn' t make a bit 
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of difference whether you don't sterilize or 
whether you desterilize, and you maintain a 
freedom of action that I think you might lose, to 
a certain extent anyway, if you make your yardstick 
merely what the domestic pr oduction is. 
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Seems to me that in view of this announcement or 
this 25J million, an action right at the moment, 
irrespective of how you Jo it, is not going to be -
it' s going to be interpre ted and connected ; so 
thot 1f you don • t want to have any policy of either 
desterilization or a discontinuance of sterilization 
of th~ domestic supply in &n,y way related to it, 
it seems to me that it might be a good thing to put 
it off for a week until - a nd not tie it together. 

Wouldn ' t you overcome a lot of that, though, if by 
cnance you di d get a simultaneous approach by the 
British? 

That ' s right . 

Then you•re t ying ... . 
You' d get strictly a monetary effect . 

'Nell, if we did, .for instance, what George said, 
a nnounce that we ' re going to desterilize, say, f r om 
15 t o 25 million dollars a month - and t ha t would 
get away from the figure which would correspond to 
t he ne~ly-mined, and t nat would overcome your (Eccles) 
objection t ha t by complete discontinuance of sterili
zation you have • • •• 

You have l ost control • 

• ••• you have lost control of the thing , and t hat ' s 
wha t 1ve started it for. 

Well I f avor - I would f avor the announcement ot 
dest~rilization of a certain amount per month until 
further notice . I wouldn't put a - discontinue any 
time or increase it any time. But it's specific 
and definite as t o et least the amount per month, 
and you don ' t lose the control, whereas you would 
t he other way, and the amounts - it can amount, in 
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effect, t o wha t the domeJ tic mined gold is . 

If, on the other hand, we want to get some 
psychologi cal effect on commodit i es, whi ch is a 
world problem, then to the extent that we can 
wor k in conjuncti on with the British on it , on 
a joint move - I can' t help but feel there is a 
good deal of merit in that. 

?9~ - "' 

May I just say ••• Who was t hat? Can you (Lochhead) 
hol d i t a minute? 

Le t me see if I can understa nd Uarriner Eccles 
right. Wha t you are s aytng is, 1r we t ake some 
lump sum .vhich wouldn'' be just t he- s ame a s newly
mined a nd a nnounce it, then tha t · overcomes the 
ob j ection tha t you nave against complete dester ili
zation, which Ne h~ve been over before at different 
times, because it leaves you in an uncertain position . 

Well , we just go book where we were before we ever 
s t arted . 

That's right, a nd it is difficult t o answer. 

Of course, if Ne decided tha t as a defini t e proposi
tion - I mean if I was going to do it, I ' d a t least 
>Y&nt t o do 25 million a month. 

Yes , I thi nk so . Wouldn't do less than 2; . 
I •d do 25 million a month. He could say to the 
Bri tish, "Look, we're thinking of a nnouncing t na t 
until further notice we• re going to d est erilize 25 
mill i on a month. Can' t you do something simult aneous 
along t he same lines, ' so we could have nor e or less 
simult aneous announcements?" 

You wouldn't have to use the word "des t erilizati on . • 
It is either desterilization or a l ack of s t eri liza
tion of new gold; I mean you a ccomplish the same 
t hing. In other worus , you ' ve got 25 milli on in a 
lump sum. They ' d know t hat 15 mil l ion of that would 
be accom,>lished by 15 million of newly- mined gold 
t hat you would not s t erilize, and 10 million would 
be desterilization, which ·•ould give you a t otal • • • 
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Wha t you're going to do is des t erilize 25 mill ion. 
Otherwi se, you tie it up with newly- mined gold. 
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I just say, in approaching the British, t hey'd be 
interested in - if t hey agr ee, not 1n desterilizing 
anything they happen to have, but in failing to 
steril i ze current imports of , say , 25 mi l l ion a 
month . 

Well, whichever way suits their position. But 1t 
would be a s imultaneous announcement. 

That's right . 

In other wor ds, they would announce they were goi ng 
to permit a certain amount of gold to go into the 
banking struc t ure . 

Right. 

and whether t hey do it as a res ult of gold imports 
or des t er ilized gold would make no differ ence . 

That ' s all I had 1n mind . 

Well now, go ahead . Win? 

What you' d say t o the~ is this . •We' re going to do 
t his - we 're thinking of doing this. If you are 
contemplating making a move toward ease in view of 
t he depr essi on that's hit you, we t hink it would 
be valuable tha t the two come out at the sa.111e time 
and it would increase the psychol ogical e ffect 
enormously .• 

nA p proximately 

"Appr oximately the same thing ." Th&t would be the way . 

How about the French? 

No, there's nothing we can say to the Fr ench, because 
we can't do anything •••• 

We have to be c ar eful if this is to be under the 
tripartite . We must remember that under the 
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tripar tite we retain complete independence or 
Lction on our own, end I don't think by trying 
to tie up the British domestic policy and ours 
it Cjui t e meets that, because we have eachsaved 
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the right to do whatever action we think necessary 
in itself. 

Now, the British could come in a fter we a nnounced 
it if tnE:y want ed to do it, but a s a Joi nt LCtion 
I think you' r e going c. little bit further than 
the t r ipartite . 

Archie, this v.-ould have nothing to do with the 
triputite . 

It hasn't . Your s t erili zation program was started 
«uit e a few months lat er, and it had no relationship 
with the tripartite agr eement whatsoever . 

It had nothing t o do with it. But up to now - I 
mean t he thing thr.t took me - for three years the 
reason we couldn ' t get together with the British 
was thrt they r efused to discuss the domestic price 
sitU£. tion. They r efused t o discuss it . And we 
almo~t went on t he rocks on this thing because we 
tried to get them to say "VIe ' 11 try to keep the 
;>ound between t>.ol . 90 ~ond i5 . 00 , " and -,.e kept haiMler
ing away for th~ t for three months, snd they wouldn' t 
agree to it , because they kept - we kept t alking 
about tne domes tic price situation. ;;ell, the 
ans>'~~;r is, "e h<.ve practically kept i t between 
t hose points, although t here K8S no agr eement . 

From everything we get abroad, I should think -
but I never can tell wha t the British - I should 
think if we say , "This is wha t we're thinking of 
acing. Woulan' t you like to come along with the 
same thing?" - I should t hink t hey ' d do it. But I 
wouldn • t know . But I don ' t obJect to being turned; 
I' ve got so I like it . 

lolr. Secr et ary , may I soy what I think about that? 

Sure. 

I think myself th~ t it woulu be preferable if you 
would decide to do whet you want to do here, as 
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oas been pointea out. I t hink 1t would be best 
t o fix an amount per month and put it i n t he f or m 
t hat you' re going t o add t ha t much to t he banking 
reser ves, whet her you des t erilize or whether you 
f a il to ster ili ze; but a certain fixed amount of 
gold will be per mit t ed to enter into the banking 
system. Then, after you have done it, you can say 
to the Bri t ish, 11 V/hy don • t you come al ong and do i t 
t oo?" And if t hey would do i t a l ittle l a t er, I 
think the psychol ogi cal effect of thei r f ol lowing 
you in t his would be more po verful t han if i t was 
a joint or s i multaneous ection, ~nd ther e would 
be less likel ihood of comcsti c cr iti ci sm of too 
much Joint ~ ction and too much interest in for ei gn 
people ' s att i tudes . I mean you•c do i t ; you lead 
the way and let them fo l low. 

Of course, he 1 r e h~ving that trouble r ight now in 
the Sena t e , you know . They 're worrying 11 bout t oo 
much joint acti on . l.nd what I hau hoped f or, 11nd 
I ' m not gi ving up yet - I ' ve got- I mean B certain 
feel i ng about the m&r kot, and so forth und so on • 
.P.nd I ma y be wr ong; I ' ve been more r ight than wrong -
I mean as fa r a s my f eelings on t he m5rket ar e con
cerned, heretofor e . And my old el bow tells me i t ' s 
a n awful good t i me to do it her e , now - I meun r ight 
now . I mean I hatE: to put th i s t hi ng off a week or 
t wo weeks or - while t hey take their British week-end, 
until they come beck next Wednesday end get do·.m t o 
business agvin and all th~ t s tuff, ~nd "we can 't 
discuss this ; we ' ve got this thing with Italy and 
we ' ve got this thi ng in China , &nd wMt ar e you going 
to do about this thing u:d t ba t thing." And they 
move very slowly and it ' s just a c,ues tion whether -
I'm ver y bol d - but if we could do someth ing over t hi s 
.-.eek- end - I mean everyt hing t ells me • • . . But some 
people may say , "Well , you're el l wrong ." But 11e 
have checked t he commodity market very, v er y c are
full y and a l l our checks t ell us, l ooking at it as 
a whol e - ther e ere spots , but t aki ng the commodity 
market as & whole, it ' s on a firm foundation . Now, 
th~ t •s whet ~e find . I meon taking it - you may 
say, "Well , wha t about copper ?" Well , I don' t know 
about copper , but taking the whole t hing a s a whol e, 
it l ooks es t hough it ' s made & bot tom. But it' s 
moving side-wi se . Now, what cs n we do to possibly 
make it gently begin t o move up? That ' s whe t I'm 
trying to cover . 
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Nevertheless , Mr. Secretary, if you make your 
statement this week, it will be tied up with the 
$250, 000, 000 announcement. 

~o, if you don ' t mind, I differ with you there. 
~bat I think they would say - you people cor rect 
ce - would be, "Well, the Administration is getting 
a little inflation-minded.• That's whet I think 
they'd say; I don 1 t know; that 's what I think they ' d 
say. 

(Secretary leuves room) 

George , suppose you pick this aaount of 25, for 
example, and you lrno.v tha t your new production 
approximat ely is 15. That means that you get 
10 from somewhere. Normal minor imports, let ' s 
say, why, might account for that. But suppose 
there was an offset, so t ha t tha t would mean t aking 
10 - say, 10 each month out of your present inactive 
gold account to produce your 25, see? Then you are 
f aced with this situation: t hat in a given month 
i t is more than possible tha t you would have an 
outflow from this country - it is very conceivable 
that that might happeo - of anywhere from 15 to 
20.:> . Might even be more than that. Bow would you 
handle tba t? 

Nell, of course, I think if an outflow of ~50 milli on, 
.vhich is provided by withdrawals from the inoctive 
8CCOWl t •••• 

Vlell , in other nords, it would have to come out of 
the - you•ve got 25 going in and you're committed 
to 25 going in from somewhere . 

Yes. 

See? Of which 10 probably comes from your so-called 
iru.ctive liccount - what would be your inactive 
account. Then you'd get an outward movement of 
any amount that you want to describe, in addition 
t o t hat 10. Now, you' d certai nly want to ~esterilize 
whatever tha t outward movement was, wouldn t you? 

Well , yes. And I don't know that you' d have to add 
the 25 million to that. 
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Well, that ' s what I 1m askine . I mean suppose - if 
we do get committed to a detini te amount, then you 
get en outward movement on top or that. 

I see . 

See? What would tha t do to you? 
• 

dell, if you - as I understand the t echnique or it, 
if you withdraw from the inactive account sufficier.t 
gold to meet an outward movement, your excess reserves 
end up Just as they are . 

That's right. But in t erms ..• 

Because you ha ve t nen offset the withdrawal of bank 
balances, we ' ll s ay. 

But that would be - unless you wanted to ao more than 
offset that witharawal, you' d heve to pull down your 
inactive account , wouldn't you? 

Well , tha t assumes you don't redeem any of the i ssues 
that you ha ve previously made to pay for gold . 

See, you've got this - there ' s 10 that you have to 
produce from somewher e if you do more than the 15; 
I mean tha t ' s assuming everything else is ~s is. 
~herefore, that means if you pick a number , 25, why, 
you ' ve got 10 t hat's coming out of your inactive 
account. 

Tbat' s right. 

Each month. 

Yes . 

What ! said - assume that you do release it, because 
you don ' t keep your sta tus quo unless you meet an 
export of gold by a withdrawal from the inactive 
account, which gives you money in the General Fund 
out of which you redeem mt turing bills in an equiva
lent amount. Isn' t th~<t right, Warren? 

That ' s right. 
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Then you ha ve your 25 plus what ever mi ght _ I think 
tht.t would be plus wht.tever might go out, woulan•t 
it? 

I .f your ennounced policy is to add 25 millions a 
month to r eserves, t hen you " ould b·ve to go ~5 
in t.udi t i on to t he amount tha t you' d ttke out~of 
the im.cti ve t.ccount to meet outfl 01vs of gold . 

(Secr et ar y r e t urns) 

You fellows all want a little time t o huddl e? 

Yes . 

Fine . 

(Discussion procetds in small groups 
for about 2J minutes) 

\'/ell , will the committee gob ack as a whole? 

Af t er ull these conferences, who ' s got a bright 
i deu now? 

Ur . Secretar y, Ne I? ere t r. lking about t he Briti sh . 
I huven' t any a asmant point o~ vitw t.bout getting 
a simultt.neous announcement or e&reement, necessPri l y, 
but I think somebody ssid tha t you .,·ould nBturally 
&uvise tnt!m in uovence of a ny publ ic ennouncement 
i n ~;ny event . I don ' t know whether thet woula be 
your plan . I t hink if you do t ha t you cover pr etty 
nearly what is in my minu , provided you t ell them 
why you ' r e do i ng it and sugges t the possibility 
t hey mi ght want t o do i t for the same r eason a t the 
t i me you make t he a nnouncement . Of course, they will 
have t o decide. 

-"nd I agree ,;ith you t here i s no reason, if you w>.nt 
to uo it for domestic r et. sons, Nby you should pr edi 
ca te your >. c t i on on 11lu t t hey do or don' t do . But 
I t hi nk, f r om the point of view of ef fec t i veness of 
t he policy wha t ever the mechanism i s , there is some 
advant age in not only l et ting them kno·• , but giving 
t hem t he opportunity t o ao it a t approxi ma t ely tbe 
s ame t i me , if they want to . 

That' s all tha t I have in mi na . You can't for ce them 
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to do i t anyway, and naturally they won't do it 
unless it i s to their own advantage . The only 
question, whet her or not it is to their advantage 
as it i s to ours, is whether we shouldn' t give 
them ade~uate notice so t hey can ac t approxi mately 
the seme tlme if they want. . 

l wouldn' t fear any possibility of cri ticism from 
what might be called Joint action, because the 
criticism in the Congress about Joint bCti on has 
nevt!r related itself as yet to Joint action between 
the two Treasuries; it 1 s always been between the 
two foreign of fices . 

Two navies . 

Well, the people wbo are critici zing Joint action 
are t he ones who would like this move, in general . 

I wouldn 1 t f ear any criticism of approximately 
simultaneous noti ce of cooperative action of the 
two Treasuries on a monetary question. 

Well , I •ve t r aveled this fa r this morning, and 
tnis confer ence has cert&inly been helpful to me. 
If what we started with this morning would r~ise 
the ~uestion in anybody 1 s minu of a two-price gold, 
I'm "agi n" it, see? I mean that is tbe l £s t.thing 
in the worla tba t we want t o start . I meLn •ve 
worn myself out, so has the Presi dent, denying that 
we had any i dea of changing any price of gol d . I 
think we have finally convinced the world thLt unless 
ther e is some awful gooa r eason, we'll stay where we 
ar e . 

Want the rest of t hem to continue to hoard as long 
as they will. 

Yes . And I think the action of gold st~cks the 
last couple months - somebody thinks it s a sood 
buy because they ' ve sort of moved independently; 
so ;omebody thlnks gold stocks are a good buy. 

Well •... 

Now I can - the thing that ' s bother ed us - right 
now' we, the Feder al Reserve und ourselves , I mean -
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the easiest thing would be to stop a ll s terili
zation, but I can think now it would throw t hat 
great uncertainty into the l aps of the Federal 
Reserve, and after a ll, tha t was why we started 
the whole t hing . Now we stop it and people say, 
"What the hell did you do it in the first place 
for?" 

Wanted to get control, and now we've decided we 
made a mistake; I mean it's an admission that we 
possibly were wrong . 

If I thought it was wrong , I'd be willing to say 
so . 

That's right. But you don•t, and neither do I. 
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But a t least there is t hat - i t is subject to that 
interpretation; and it seems to me tha t I've gotten 
tnis morning the i dea t hat - a slant on this tha t 
I didn' t hove before, und tha t is this t wo-pri ce 
thing. ·Tha t hodn' t occurred to me. 

Me either . 

No. And I can see bow it certainly could be inter
preted in tha t way , in view of the recent silver 
action . 

That's r ight. 

And it seems t o me it i s Just too da rn important , 
we just can't afford to t ake tha t kind of a chance. 

That ' s right. 

That there isn't enough involved here - a matter 
of 180 million dollar s of domestic gold - to take 
a chance, by gosh, of getting foreign gold s tarted 
to coming this way, for fear that we're going to 
have a two-~rice policy. I think that~ a risk that 
we just can t afford to take. 

And that you needn't take to accomplish what you 
want to accomplish. 

I get back to the - it seems to me that the door 
is pretty well cl osed on one of two programs; that 
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is , d i scontinuing entir ely , which has the obJec-
tions statea ; ' nd t he other is to announce thc t 
we 're going t o ucstcrilize t. fixed amount of gold 
pe r month unt i l further not i ce . AnJ t o t he e xtent 
ttu: t we migh t be 1. ble t o get the Brit i sh t o follow 
wi t h us , t he action woul d be t ha t much more f :vor t ble . 

Yes . · . 

That would be my choice . 

Yes . 

hna I thi~~ tnrt it coulan' t - I aon ' t think thot 
,.,e coulu say , aon 1 t think :.e should attempt, c t 
le• st , in <.ny ;.ublic stt tement , to tie it in ~: ny 
wcy to comJ!IOUi ties , b ect.use if we ••. 

No . 

i ndi cr. t ed that , ~>nu th>~t co mmodi ties would 
r espond , they 1ci svy, 11 VIell , i t ' s a slei eht -of -hl•n" , " 
1.na t ha t ~· e ' re tryi ug to cor rect t hr ough monctory 
<Jc tion everything tho t some of these monetary Cr bnk5 
thin.- we C~>n corr(;c t , s nJ we a r e - in other words, 
:re <..re following tht t school tho t thinks tha t by 
illonetary action you c~n control the economies of 
the i\'orla , ona by t ht t only . .l.nd I aon ' t think 
... e can t>ffora t o h&ve bny such interpr etation ,Jut 
on it , of course . 'lh\l txpl~;n;;tion th~ t •" might 
give is t ha t t ht sl tubtion has ch<.nged t o 8 point 
.here 1 t i s f el t ttu t ,,e hLd bette r !:love in the 
d i r ection of builuing up further t ne r eserves , fnd 
.~e have chosen this wethou of bri nging it ~bout. 
The situa tion i s very uifferent tnan t he one that 
did exi st ~ ye<.r ~so , ~nd it is ~oving i n t he -
i n t he direction of monet~ry re l txation, ~ gr eeter 
m.:lne t ary relllXI• tion . 

And t her e is L svcond poi nt , tha t we t nink th1,t in 
8 gr owi ng wor lu monetv r y uu thoritie s ought to make 
f a irl y continuous provision for a f&i~ly steudy i n
corpor ati on of a certuln amount of new sol d int o the 
c r edi t s t ructure . 

Noule you ~ust - one second , George, can you hol d 
yolZ thought t. minut e? 
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~es. 

~ell, Marriner, do you fee l the way I do as f&r 
a~ we have gone this mornine, t hEt this suggestion 
o1 depositing 20, 25 million dollars a month is a 
better t hought then ;vm, t we started with? I mean 
I feel t hat way . 

Well, I do now. I - ns you know, yest erday I 
suggested a choice of a lump sum; but t hen I 
felt that loO million dolla rs was in a sense a 
lump sum. I mean if we s ay domestic gold, we 
know that ' s a definite amount and that 1t had 
somewhat the e~uivalent of giving notice thet ;ve 
nere in effect going t o - going to put into the 
banking system a lump sum over a period of time, 
and that &lthough it was s c&ll and I didn' t think 
i t would have Lny pa rticular effect, I had no 
objection to it, was agreet.ble to it. However, 
in view of the dnnger thLt ·:1e have discussed of 
the two-price thln6 , I don 1 t think ;·:e can afford 
to take t hat ch&nce . 

'-heck . 

Ana. I agree .vlth you that the only other alterna tive 
now, if you' re going to do anything Et this t ime, 
is to announce a lump sum p~r month over an indefini te 
period of time . 

Xou wouldn't have ~;; ny trouble with your Boar d on 
that . 

I don't think so . They were perfect ly a greeable to 
go a l ong on the other , end I thl~ if there is brought 
to their attention this dan£er of the two-price thing -
I am s ure the¥ woula feel t he way we do . Don •t you 
(Goldenweiser) think so? 

Oh yes, I think so . 

'llell , Hetbert is a little worried that t hey might 
hook this up tha t this i s the way of financing the 
250 . We might even make 1t ••. · 

No , my idea is that you make it a releas~ of only 
ne;v ac~uisi tions of gold up to a limit ol 25; thut 
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you don' t go into the existing stock of inactive 
gold a t all, but only desterilize new acquisitions 
up to a monthly limit of 25 million. 

That would cover it . That, in other words, puts 
your top on and doesn't necessarily put the 
bott om. 

Be easier to expl ain, but 
to about the same thing. 
amount coming in. 

it would amount i n practice 
But you have about that 

Ylhich way do you think it would be easier? 

I like the other . better. 

Which one? 

I 1d like the release of up to 25 million either 
through sterilization or - through ciest.eriliza tion 
or failure to sterilize, better as a technical 
device . But as a thing to explain and something 
which amounts in the end, roughly, to the same 
t hing, I think it would probably be more simple to 
say th<tt we will not sterilize up to 25 million 
a month - your i dea . 

Yes. 

In pr actice it would amount to about the same 
thing. 

In other words, you woula ~gree with Herbert's 
S"Uggestion. 

I think it i s very worth while considering, as 
a practical thing, very easy to explain. 

Saying we 're going to desteril1ze any new 
acquisitions up to 25 million. 

You' re not going to desterilize, you're going to 
not sterilize. Because if we go out and say we ' ll 
desteril i ze 25 million a month, the newspapermen 
immediately say, "Are you going to reduce your 
debt? Are you going t o r educe your debt by pulJ.ing 
bills out by 25 millions?" You have to answer that 
question. 
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It's going to be much essier .... 
I'm not sure that I've got it. 

You're going to announce that you•re not going to 
sterilize new acquisitions of gold except in such 
amounts tha t are in excess of 25 million " taon tlt . 

0\ight . 

See? 

In excess? 

lhat's right. Y.ouJ•re gotsg to sterilize what is 
in excess of 25 . In other *Ords, what is up t o 
25 • •• 

••• gets a free ride. 

Gets a free ride . So tha t thHt puts a t op • • •• 

If you get ln 18 million or ne.·1 gold in e. month, 
it all goes into the working balance, not into 
the inactive fund . But 1f you get i n 26 million 
of new gold, then one million goes into the 
i ntctive gold fund, t he sterilized fund, while 
25 goes into the working bal ance. 

No11, .n•i t a minute . Just <. seconJ . You t alking 
&bout net? 

Net. 

He has to be ta~ing about net. 

I mean you're t alking bbout net . 

Net . 

311 

Thr. t would be e,1ui vu tent to taking the domestic-mined 
gold and such foreign gold up to 25 million that 
may come in. If none came ln, why, you'd be balanced 
ou t so f br as foreign a cquisitions. It would mean 
just taking the domes tic. But you don1 t announce 
specifically that tne do~estic 
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I ' d steer a thousand miles away from the .•ord 
"domestic . " 

Now, that seems to me a little bit easier to 
expl ain. Because last year IYhen it was a 
question of desterilizing an amount of gold 
for the purpose of building reserves, the Reserve 
Sys tem, or the Board, made the re~uest as a result 
of recommendations t ha t it got from the Open Market 
Committee, that a certain amount be desteri l i zed, 

3t2 

and you complied . Now, this is t he same sort of 
action to the extent - if you're going to desterilize 
a specific amount, it is exactly t he same action, 
and the question is, should the Reserve System 
re~uest t hLt you desterilize a certain amount per 
month. Now, I don ' t think so, because - wherea s 
if you do it the other way, the way tha t has been 
suggested here, it would mean that the Treasury 
announces that t hey ' re going to sterilize only tha t 
amount of gold ••• 

In excess • 

• • in excess of 25 million, and the Reserve System 
concurs in that action, see? I think tha t is much 
easier to handle. 

And you t ake it away from your 250 million li S f ar 
a s you can. 

1/ell, Herbert Gast on is worried about the statement 
I made l as t week tha t if we bad to a sk for any money 
for the unemployed , I' d jus t 60 out anJ borrow it. 
I mean he likes to keep me consistent from week to 
week . It's damn hard, but he does the best he cah. 

I was going t o sugges t it might be well to put this 
action over for a week, and in the meantime you' d 
have a chance to feel the British out. Another week 
isn't going to make any g rent difference . 

Well, it may. And tha t's what I want to ask these 
foreign exchange sharks . 

Your sterling is up to $5.02 5/16; the franc is 
$.0332. 
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Let's Just say that this c ame out in Sunday 
morning ' s pE>pers . .Inc t \TOuld that do to sterling? 
I ca l l up the British on the telephone tonight, 
see, a nd say, "Now, we 're tninking of doing t his 
thing a nd we ' d liKe to ha ve you go a l ong .• !low, 
is that eoing to put - i s tha t going to mak e 
ster ling go up or is i t going to go down? I mean 
you ' re over in the Ba nk, you fellows , e nd Walter 
Stenart, you 1 r e ove r sitting in the Bank of England, 
se~? . The ~ecret11ry of the Treasury C!illS up ; he ' s 
tn lnAlng o. oing t h is t hing . I ceen E> S of the 
i !llllledia te thing, Nith s t e rl1116 ris i ng t he Vlay it i s 
ho..-: a re they .;oing t o r eact? ' 

Ster l ing would ~o higher . 

\'/ell, .vl:ly the hell shoulu tney cooper a te? 

If they cooperc.ted, it would neutralize th~ t mo vement . 
It might ~eep sterling from going higher . 

l uon' t get it . Le t ' s S tiY Ne do this thine noiV , the 
l ::> st .vay it ' 3 been suggcuted, <.. nd ·;;e sugges t tha t t hey 
do something similttr. Is tht t goinc; t o put the 
sterling- dolla r r ate - put it s till higher? 

If t h,.y J o something simil:. r , I tniM it .vil 1 c~omcel 
that . If tney don ' t act , fle 1 l l see a highe r sterlin6 
r a te, .,bien t hey !lillY not object to , on the aSSU!IIJ'tion 
t n;;.t a nithe r st.,rlifib r 11 t e mieht in the ve ry ncar 
future bring us t o the ~xport point - tha t is, 
figuring gol,, .vould mo ve up to $35 . 22 - a nd then, 
from then on the th1116 1. ould wor~ automf tically; 
f r om then on tile full burden ;1ouldn1 t f all on the 
British any more, but 11e would be in & !)OSition to 
r~gulate sterling by me~ns of gol d . 

How do you like this l ust suggestion tha t ' s been 
made? 

Pardon me? 

How do you like tnis l ns t way of ;>ut ting it, the t we 
will not sterilize the f irst 25 million thc t comes 
in, net? 

Vfuy, I think it is & com..,romi se . 
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Mr. Secretary, I think tha t t here ar e a number of 
different things you can do . First, do nothing· 
the group r ather f eels you should do something.' 
The second is t o r el a t e it to domestic gol d, ~hich 
I think all of us agree now .. ould be a mistake, f or 
tne r easons g iven. 

Third would be to announce i n effect a d es t erili ze tion 
of a lump sum per month, ei t her by fa i lure t o st erilize 
or by actually desterilizing . And the fourth is this 
present suggestion , which I think is much eas i er t o 
explain than the third, for the r easons t ha t are 
given. 

Uh-huh . 

The easiest thing t o expla i n, frankly , I t hink, ~<nd 
the cleanest cut tning , hOulJ be to do what tne Cnairman 
just discarded ; that is, to ~nnounce a cessa tion of 
e ll steriliza tion until furti1tlr noti ce . But I t hink 
the difficulty with th~t would be - and I don ' t think 
it woula make much more difference ; I don ' t think you•d 
h" ve e diff er &nt r ;,sul t f r om tne one ld r. Gas t on hils 
suggested - the ''out" about that is t hat it mi sht be 
more difficult f or you ~ t e l at er dat e, if there i s 
a n influx of gol d , to re~ume steriliza tion ~gain , und 
if t her e nere any risk of t hnt, I would be opposed to 
t ha t last Cl€ t hod . Otnerwise I t nirl« the t ,toulu be t he 
cleanest cut vnd perlu!ps t he most eas;,• to e xplc. i n of 
all t he d ifferent a l ternatives . The ris~ is thot you 
wouldn' t r esume. 

Well , it woula be ebsi er for ae , but it would be dnom 
hard for ~ccles . 

Mr. Secretar y, may I suggest a third? 

It nOula be easy f or ae, but Go snead . 

A third al t erna tive 

1'/e ~or e on the fifth non. l'le ' ve had four · 

Fifth. I don ' t think either of those expla nations 
a re v ery easy . I think the s implest explana tion 
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would be tha t we have looked a t the steriliza t ion 
figures of the last two months, 1f you like - any
thing you like, any period you like t hat f its your 
figure - ~nd ~e are going to ce~se s t eri l i zation of 
an amount equivalent to tha t over a period - I mean 
if &nybody gets a questi on, your experience r ecently 
hcs been whtt t you s a i d, 45 million a •:w:rter, something 
like t n&t , 

'liell, the t 1 s newly- mined domest ic . i he totul gold 
t ha t 1 s comi ng l n i s somewht> t l ar ger . 

Yes . \Yhy i sn ' t it possible to take some period, 
and, if you like - if you want it the first of the 
yeur, releuse an Emount e4uivalent to t hat from the 
first of tne year . It seems t o me none of these 
explanations relating to gold up to 25 mil l ion 
End tnen sterili zi ng one ~illi~n if i t comes to be 
26 - I think it ' s hoful .y difficult to expla in, 
because obviously it is un a t t empt not to do 
someth.lnl! el se ; it is un a t tempt not to s&y it is 
uomesti c , or i t i s an at tempt not to bring in 
the foreign . I think th~r~ ar e •• . • 

I aon 1 t under stand your proposi t i on . 

I wt<s tn1nk1ng of taking the r ecent past , and toke 
an averace of wha t it was for & month :;!¥1 sa)' 1 "For 
this ptriod, it's been comins in aver&gely a t such 
~ r&te ~nd we wi ll in the future treat the gold to 
be mon~tized in an amount e~w:l to t he averrge of 
wh:;t 1 s come in over the r ecent period . " 

It so hcqliJt.ns Nhat we' ve receiv~d pr acti cally has 
been domestic pr oduct i on . 

1'hen the other point i s that as f a r as public fieures , 
the gold tbot has a rrived has not gone into the 
intctive fund . The inactive f und ~as stnyed stntion
a ry . It 1 s been absorbed t nrougb . tne Stabilize t i on 
Fund. so it ~ould be pretty ner o to use the figur es . 

Yes . 

Another thing, the reason we happen to be at a 
quie t time - il' we aon1 t - I meun r;e might, for 
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instance, today get a notice - today or tomorrow 
ge t a notice of a new floou of Jap gol d from 
J apen, if we did somet hing tha t - they'd hook 
it up with all k inds of r umors. There isn 't 
anything on the horizon Just no~! so - I mean 
nussia isn 1 t dumping any gold . bo t:tey can o t 
interpret it we 're frightened of something. 
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Well, I t nink toe answer .vas given to mine . I had 
a hope t hnt you could get c s t a tistical figure that 
you' d r ef er to as an aver age . 

No, by the time we Juggle all this •••• 

That1 s a n answer. 

••• QOesn 1 t leave anything . As I say, what I'm 
fearful - J apan may start - not fearful, but t hey 
might s t art a ny time and t hen we r e doing i t on 
a ccount of Japanese gold or somet hing like tha t . 

Have you had any indica tion from the J apanese 
r ecently? 

Oh, tney come in and see you now; not ~e, Yr . Knoke . 

Al l right, but I want to say this. I heard late l es t 
night tha t t he J aps have t al ked in the market in 
Ne~ York a bout further gold shipments . Burgess told 
me t b&t l a te l ast night . 

No, t hey come down now a nd see you people; don' t see 
me . 

I had this further thought: in speaking of sterilizing 
only tha t amount of gold acquisitions received in 
excess of 25 milli on a month, you want to t ake a 
period .••• 

Uake i t cumula tive. 

That's my thought. For instance, you've got to - it 
seems t o me you've got to work that out; you mi ght find 
one month that you ac t ually NOuld lose gold t aking it 
on the net· another month you m.ight get a very sub
stantial a~ount above 25 million. Now, I think it 
ought t o be worked out in such a way, the statement, 
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so thvt it would be cumula tive and over i 
of time. a per od 

You caul~ say that , for the purposes of the Treasury 
on the aver age, until further notice, you ' d a llow ' 
about 25 million to come in. 

Archie says he ' o fix it so it would be about 25 
million . 

•ell, a ll right . 

Archie s ays he could Juggle it. 

He 'll hav~ Lo~o jt anyNay, so he'd better be able 
to . 

He SLYS he could make it look all right. 

You see , if gold went out - if we had to t eke it 
out of the Stebilizati on - depends on which place 
you take it out , which busket . I' m going to borro11 

Keep out of tne basket field . 

'llhat do you fellows b<Jck there think? Baas end White, 
you' ve been ~;wfully ..,uiet . 

The only tl'lJ.ng taat concerns me - I don't Know how 
importa nt it is, Mr . Secrettry - is, you t oke the 
25 a month, or snatever i' i J! ure you t,;ke, ~nd you 
nhve tau t a sk of explaining thf t il< rticular quanti
t ative amount . If you J top tne sterilizati on, you 
don ' t have the t ask of explaining a particular 
amount. That's the only thing that concerns me. 

Thet ' s the rea son I think tha t, wer e I sur e tnat 
you • ~ be free to resume steriliza tion ot any time 
you Nont, I would pr~fer the flat statement tha t you 
bega n sterilizing a year or so ago for such a nd 
such rea sons, which are obvious to everybody; tha t 
those reasons do not appear to the Tr easury to be 
important today , therefore you have stopped sterili
zation ror the time being . Now, I thini< th&t would 
be the simplest. 

That is much the simplest. 
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And the cleanest cut thing. Except for the diff i culty 
which the Chairman menti oned and the oossibl~ diffi 
culty t ha t for political or other r easons it oOuld 
be difficult for you Lo r esume steriliz&tion if toe 
gold flow turned . 

Another point, though - suppose we should nave an 
export of gold . ;ve want t hat to be a dester1l1zat1on. 

It would be anyhow. 

Tha t NOUlJ come out 

Whatever you do under eny of t hese plans, why , 
if you had an out.vard movement that would be plus 
whatever that out·.vard ;novement was . 

May I ask this question . SupJ)osing you luovc an 
outwaru movement of 2JJ mil.ions of gold ne).t mont h . 
C.et • s forget this desterilization. Thet will take 
20J tnillions out of bank reservt!s, unless you r educe 
debt by that amount . 

That ' s right. 

would it be t he continued purpose of the Treasury, if 
tner e is un export movement, to r educe deb t in the 
pr esent circu~stances ~/ the amount of exports of 
gold? 

Nell, let me answer ..•• 

That wouldn ' t reduce bank reserves . 

I t would . 

I t Nouldn't to the ext ent that that money was spent . 

Yes beceuse you get an order on the Na tional City 
for' lJ millions .11 thdrawal of deposits ; tho t goes 
out of bank reserves et once a t that stage . 

J. t that stage, and the Tr easury gets the cash; no.~, 
if t hey spend the cash or if they r etire debt , 1t gets 
back in either way . 
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Wel l , I ltnow, but ••• 

1n • ey r e not just - of course , if tney keep it on 

31~ 

~alance 7n the Reserve Bank, it doesn' t get back . 
Dut they r e not going to keep it on bal ance They 
would either r e t.lre debt or 1t would be spe~t i nstead 
of borroNing. 

You either r et ire debt or you don' t incur debt which 
you other-vise .vould have . 

'rhr.t• s right. 

That ' s right; you don ' t r etire, but you don ' t incur 
debt s you other.lise •ould hr.ve . 

7oell, you d ecr ease your borrol71.ng by thc.t emount . 
That' s whLt it amount s to- by tha t amount . Let me 
put it t his way •... 

Then it would be much lower tha n it •.vould have been. 

George, we huven' t got a nything her e - we' r e put ting 
all our cards on the t~ble ; we have t o in order to 
get you fellows • . . . And as I say, if they ask me -
tne pr ess - • Well , hO'N about your policy?" •Well, 
the policy is jus t the st.me . The only differ ence is 
this difference ." Ana if 2JJ milli on went out - I 
meE.n if tnt budget •. u.s bvl&nced, .;e .voulu l et 2vJ 
mi ltion run off ; but if we :wo L 2vJ million dollar 
deficit during thLt period, >e ' d just borrow 20J 
!llillion less . The t 1 s tne ans·;rer. 

tlhica r.ns.vers my .,uestion; which c eaas t hnt excess 
reserves a t t he end of tha t month will be 20J mil l i on 
dolla r s less t hen they would have been otherwise . 

No, they wouldn't. 

This is grand . 

I don't want t o d elay ••. 

No wonder a fellow on the street can' t under s t&nd i t . 

I t hink the r eserves would be increased . 
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Sure, t n ey woulu, becuuse the deposits are 
decreased. 

Uarr1ner, I never expected to hear tha t . 

Vlell , this wa rms the cockles of my he~rt . As a 
f ll rm boy, I enJoy he<~ring this conversa tion . It 
does - it ' s all right. 

You can't make ·me believe tha t 200 millions of gold 
will go out of tnis country without reducing the net 
of excess reserves by tha t amount, unless you do 
something about it . 

It comes out of the 1rua.;:t1ve account. 

You 've got t o do sooetning about it, but you aon • t 
have to r e tire debt . 

You're speaking cbout e shift from t he inactive gold 
a ccount . The Tr a:lll sury r educes its inactive gold 
account. 

I adroi t you Clln concetJl wha t would r1ave h<.ppened . 

Money goes out •••• 

v.ell now, having pLssed tnis t ectmlcal crisis, may 
He continue? I ~e<.n I ~noN you ' re not s rtisfi ed, 
but you'll have other opportunities . 

::e '11 t ake nlm on < f t er wards . 

You can retire t o the Feder al Reserve Bo&rd room. 

But I admit you could do tha t by saying the only 
change in policy is the question of steril~zs tion 
of incoming golu to X amount, r, nd that's tne only 
cilange • .llut Jus t ocadernicnlly , between us , I ' d 
like to get out a pencil and show some of you whnt 
would happen if you don ' t do something ~bout it . 

Well , will you take on some of these professors? 

No, not the professors . 
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Well, a ll right, George . 

Yes, I 1m s a t isfied . 

You're satisfied? You 1 r e satisfied you' re r ight. 

Right . 

All right. 

Harry, you ' ve been ~uiet . 

32.: 

I don 't think there is any choice betKeen the two, 
and I don ' t r eal l y like to necr it celled e f irst 
~nd a second caoice . The chief motive for initia ting 
c. rever sal of policy is to attain a certain osycho
logical e f fec t. I think ther e is general agreement 
that tne mech&nical effects ere too sm&ll to be c 
decisive f ac t or. The ' .uestion therefore becotaes , 
ho:; t.re ;;e going to attain th1:. t psychologicf l effect? 
It a9peE. rs to me t ht t <~e s et E. very definite limit 
to tha t effect t o un ext ent 1·.hich m<kes it c. 
negligibl e one , by setting ~ specif ic amount, 
15, 2J , or ~ 5 , you immedi~:.tely r vi se & very per
tinent c.,uest i on ~s to 11VIhy have you selected 25 
e month? Is it your o;>ini on th~ t ~ 5 a month i s 
going t o be sufficient t o turn this situa t i on? " 
nod you introduce or pt ve the w;;,y for & gr e~ot aeal 
of justifi>.ble criticism lht t the amounts involved 
ar e too smell to acni eve tho! purpose . 

lherefore , it i s ~n c ssentiLl th~ t the r cvcrsLl of 
policy r est on a qual it.t t i ve change . You hLve 
examined the s i tuation a nd yo~ f eel tha t the time 
hns now come to cease steri l i zing further i mports 
of gol d . I think tha t is preferable to m~king n 
distinction between domestic end forei gn . ::e al~:qs 
felt it was pr eferable . We only went to the second 
because we might - felt 1 t might be more palatt•ble . 
But as bet·.veen th~ t ~o nd the second choice of limiting 
it, I p~rsonally don ' t see any mer i t in tne second 
choice . 
·.~ ell let me bSk you, in vi eVI of the di scussion 
t ha t l s taken pl cce so f ur this morning, knoning 
what t he obJectives are, whht do you r ecommend? 
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Ce~~!t~on of sterilization and announcement 
un urther notice you are going to cease 
sterilize . 

both aomestic nd 8 ••• • 

In other words, t he same position t ha t wr 
Rentschler t ook e arlier in t he meeting . ' 

Stop s t eri lizing all gold . 

New net acquisitions. 

New net ac~uisitions of gold. 

Imported or domestic. 

that 
to 

322 

Imported or domestic. Not a r aw a dist i nction b etween 
the t wo . 

Jus t stop sterilizing . 

That' s it . 

No more sterilization . 
, 

From n standpoint of a psychological e ffect • 

That ' s 4uit e right, which is the sole Justification 
f or this s t ep a t tnis time . 

~ow , Just assume tha t you shoulo get a huge import&
tion &gain . 

I think tha t would be quite an ~ppropriate time to 
reexamine the s ituation and t o t ake t he step which 
i s called for. Not a r eversal of policy; i t is an 
execution of a flexible policy. The very t erm 
"flexible policy" - the v ery t erm "policy" · i mpl i es 
that there a re times wnen you use it in one direction, 
t here are times when you u~e i t in another dir ection. 
It appears to me that thot is inherent in any adoption 
of any policy, and I see no reason why we should be 
concerned over our independence of acti on end the 
prospect of calli ng together the s ame group of people 
and deciding tha t the same s itu&tion has arisen t ha t 
brought the policy into bei ng . I don't see the 
difficulties . 

• 
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Let we put it lhis way . lou hnnounce G u i scontinutnce 
of ster ili zation 1.i tnout twving any ttno~. led11 ., ,. 11atso
e ve r 1. s to fliletk•t r o r not th& t policy •oulu gr ee tly 
incr ease e xcess reserves or NOUld not i ncre( se thee 
a t a ll. Therefore , the announcement th~t you ' d m1 ke, 
you must know, lehv~~ the dome~tic monet~ ry sitw tion 
ln ~> ve t•y uncertt.in position, bec!!use you htwt no 
Knowledge cs to what t<moun t is going ir.to t he r eserve 
picture . You ere le< vine the thing entire ly to 
chance ~nd you are depending u;)on ;; psycholo6icol 
effect instead upon c~naging it . 

lbere is < very icporttnt d i s tinction. The cha~ce 
l i ts ;;11 in o ne di r ection . 'lne clu..nce, .~:lich c:;n 
h:.. r ely be cc llso .-~- OL ngc r in t tte pr esent s t1. t e of 
business rctivity , is t ru.t' t:here might be a substcn
tit 1 incre<.se in the res(. rves by virtue of t. very, 
c.t present, unforeseen but possi ble subst&ntitl 
imyor tc.ti<>n or ~old . It (;ppe~ors to oe t n-. t tnir i s 
one of the effects t!u. t .v~ 1:odo li<te to c r tL te ; 
the t tht. t is a possi bility , 1 nu U t hat ooes iwppen 
\{e a re no t goi nG to ubcndon L t ttmpts to .:heck the 
r ecession ; if thr t inflov. continue~ , and if Pt t he 
srme time business improves to t he extent tht<t you 
feo r t hat thL t :..dditi on i s t;oint; to cre~o.te pr oblems, 
thtn I think th~.ot i s ,,uite lin oppropril<te time to 
r eexcmine the s i tuation ond t:<.ke wne.tevcr steps a r e 
necess;;ry. 

If you need res~rv~s , set , in orde~ to t urn the 
thing, t nen we h t. ve l.t :;s of givin£ -;;ho: e reserv~s . 
If 11e don't need tnt r tserves, tne~. 7 .. . y WJdertLKt. 
to l eeve ;; situ<. tlon :m~r" il is entirely inuef~nite 
._~ to wnethtr or not tnt) ~re goinz t o 1r.cr~<se . 

Now , I aon 't .mo.1 v.h1 t - i r. t ner e "llY - tc.til•ll th& 
J;.ngl i sn for insttmce, not tm. t we necess~rily ntoed 
to 1'oll~l'; them; but they - t hey, o~ co;:r~e , do 
st€rilize . In othOl' .. o1·us , the Bank o. Eng l und , 
togE th .. r .vith the Tr et sur;· , contr~~ ve ry Jefi~i t ely 
tnt l:lloL:nt th< t goes into the be.runng s t ruo tUI e . 
They do o t s imply loll ve it. entir ely to chance · They 
aon ' t m~ke l public vnnouncement to the e fft-ct tilt t 
"Yie 're going to let·ve this ·Nhole tning ~o chvnct, 
Ni th the nope t m. t 1t will crec.te an lruhtion 
psychol ogy." 
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I don't think 1t i s r easonable to say that we're 
leaving things to chance, because neither t he 
Secretary nor yourself l s goina away for • 
vaca tion. ·~ a year s 

Can' t be sure . 

•· ell, it wi ll be either l ess t han a yecr or longer 
then t. year, but • . . - i f you know wha t 1 mean. 

(Hearty laughter) 

That ' s telling nim. 

You end God . 

32~ 

Go ahead, Harry . I jus t want ed to br eak the strai n . 

A most effective ansv:er t o t he ob jection the Chairman 
i s r a ising is this : Unless you feel tnis act i s 
going to have a bullish or expans ive psychol ogical 
effect, unless you fe el tha t , why t ake it? And if 
you do fe el it, it must be so because some i mpressi on 
somehow or ot her i s going to be deduced; ne ar e not 
c t all cert«in, but some im1'ression i s going to be 
deduced ttwt there is a r evusal of policy and tht1 t 
ther e will be some expansive effects cre~<ted t.s a 
conse-.uence of t hat . If you feel that, how ar e you 
going to answer the ~uestion , ·~hy di d you sel ect 
25 million Joll&rs 6 month? Do you feel that the 
mechanical effects of that ~5 mill i on dollar s e 
month are going to do tne trick?" I don ' t think 
you do . 

No . I don' t KnOW . 

Then why limit the attempt to achieve !JS effecthe a 
s t ep as possible? It seems to Qe we •l l h&ve bmple 
op}lortuni ty befor e we r each the point a t which ther e 
i s e ny i mmedi et e pr ospect of danger of infla tion -
befor e that time i s reached, it ~ppears to me you 
not only c an continue to sterili ze gold, but again 
reverse the gol d policy t,nd aCliuire much more · 

I don't think the onnouncement of discontinuing 
sterilization would have much of a psychol ogic&l 
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effect, because in the present situation you ere 
not ste~ilizing any to amount to anything. I mean 
everyboay would say, "Well, t hat isn't- thot's 
more or less meaningless, unless "e get a s ub
stantial amount of gold in here and it goes into 
the bank structure . Then what that does is just 
build up r eserves - merely buildinc up r eserves . 
How can that in itself be infla tionary?" I mean 
that • s the way the thing looks to me. 

Nov1 , on the other hand, if we r eally want to get 
a n infla tiona ry developm~nt here ana get a r eel -
get an effect of it, you've got to get a doggone 
sight more than 25 milli on or you ' ve got to get -
merely an indefinite 11mount that may te nothing 
or may be less t h11n ~5 or may be more than'25 
isn't going to dolt • 

I think your s ta teil'oent is t.ll excellent ~:nswer to 
your own objection, because everything you Sbi d goes 
.vi th gr e<. t er force against ~ cessation of r. sterili
zation of a moderat~ amount like 25 million. Exactly • 

I' m not arguinz f or the 25 . 

I thought you were . 

No, no, I - no , I•m not - I don ' t t>..c;.ve ~::ny fti t h 
in it . I • m not recommending it . I Just sa)· I 
certainly have no objection to it, and of the 
VLrioUS progr ams diSCUSSed !lere1 that ~;oulc C" -
the one that was di scussed yesterday ~<£5 the oost 
favor~ble, de~ling wi th domestic sup?ly ; but, for 
the reasons stated no.<, t his would appetr to be 
the most f avorable . But I don' t have any particular 
faith myself a t all in the effect of it. It cer
tainly - i f it hiiS any effect , 1t .vould be on the -
naturally on an inflati on side . But I think it 
would hav~ practically no effect . Tha t woul d be 
my opinion of it . 

Could I just, while you people a r e t hinking - I got 
& slight modification to suggest, which i s ~eo~ly 
yours l!arr iner. 'llhs t would you thi!ll( of tniS · 
Inste~d o1' saying 25 mill ion a month, s aying that 
the first - we .:oulo or woulo not sterilize up to s 

Regraded Unclassified



Oolaen . : 

ii.~I .Jr : 

Oolcen . : 

lcclts: 

Ste .. art : 

H . ~ . Jr: 

t.ccles : 

Ste1·.ort : 

eccles : 

H • .L .Jr: 

d • • I .Jr: 

St ., •• art: 

lccles : 

H.w. Jr: 

Gus ton: 

H.M. Jr: 

Stewart: 

R . .. ~ . Jr: 

Stewart: 

32..:. 

-59-

hundred million aollars dur ing e oy one quarter 
see? I mean t hat gives it a little bit - I me~n 
thh t we would not ~ terilize up to a hundr ed million 
dollars net acquisitions of gol d during any quarter, 
a nd that ••• 

It r ai ses t he ant e a little . 

Par don? 

It r a ises the ante a little . 

I t sounds better . I met.n i f we• re going • •. 

That ' s much better . 

Then if I say - if Japan aumps 40 or 50 million on 
us, that goes right through . 

It raises 

It raises a bet ter figure . 

I think it 1 s better . 

tiay net up to a hundred million dollbrs in any 
4uarter. 

ioiuch better . 

lluch better . 

I t hink it ' s better; ~5 sounds awful small. 

•hat do you (Gas t on) think of that? 

I like everything that moves in t hat di r ection of 
s topping sterilization. 

•Vatter Stewart, you like that better. 

I do ver y , v ery much. 

What? 

Yes , I do . 
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How about you, Ri e fler ? 

I l i .ke it bet ter . 

32 7 

Huh? That gives us a chance to pl ay . ~<nd we could 
make that for t his quarter, so we get the ef fects 
right away . I mean make it for this particular 
quar t er . What? I f you ge t - ,;ant to get the pl ay 
right away , make it as of this quarter . 

'J.'hat 1 s the advantage of introducing a figure that 
has some substance to it . 

It bas some substance, and it t~kes cere of the 
genuine objection which Wr . Eccles r a ised , being 
charged with the r esponsibility ..-bich he has ; t. nd 
he knows the worst tha t he could - he knows jus t 
nhere he stenos, end it means more . Huh? It has 
some meaning . 

I think that ' s the best pr ovosal . 

Wel l, i t' s r eally Eccles ' proposa l. I ' ve just changed 
the f i gures on i t. I mean instead of making it- I ' ve 
r a i seu 1t 25 mill i on, tha t ' s wha t I ' ve done; mtike 
it 100 mi l lion instead of 75; make it for t he quarter . 
Do·~'Il here i n Yl&shing t on , you kno~: , it ' s got to be 
either a hundred million or ~ bi llion; I mean ~e 
can ' t fuss ar ound with a nything less t hen that . 

Rentschler: No ha t sizes . 

I!.'J . Jr: 

l'larr ison: 

H. U. Jr: 

:u.;ntr : 
H. :L Jr: 

Har rison: 

No . 

I ' ve heard ten million menti oned lately . 

'#ha t - di d I ask you {Riefler)? 

(Nods yes) 

Well , why not l et ' s che.v on that a little bit? 
You ( Harrison) all right on t hat? 

I t hink tha t is superior to any sugge~t~on ~~~~~ 
than the broader fundomentnl one whic r ha.t 11 
ment i oned , but which has the ob jections t r . 

has 
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Eccles r eferred t o, end I fea r myself t ha t it 
might be d ifficul t f or you to r esume s t eri l i zation 
or more difficult f or you to than under t his ' 
program . 

Herbert, you wouldn't have a ny obJection from a 
public rel a tions standpoint on that , would you? 

I don 't think so . Of course, it goes back t o 
J anuary l in thi s quarter, and I \\'as also t hi nking 
of the f act t ha t in t he f irs t t wo quarters of the 
year it would be 200 milli on dollars . I ' d a li t t l e 
r a ther have s tarted from the pr esent da t e . 

Nell ••• 

Don't you thinA there ' d be an advantage in nvving 
the t wo back months , so it would mean an act ual 
r elease? 

How much would that give us? 

You mean you' r e going to rel ease what you have t aken? 

I mean what has come i n . 

Relea se net ac4uisit ions f rom January 1. 

Until further notice, each quarter. 

Of course, t he inactiva f und hasn't incr eased at 
a U since the f irst of January. Now, I co~ release 
what ht.s come - f rankly speaking, I ;voulan t sLY 
much mor e t nan 25 or JO mi llion, even al lowing 
for 15 domestic. 

Rentschler: ',';ell, 15 a month - you've got 45 · 

Locbheud : 

!:I .M.Jr: 

Taylor: 

H • .! . Jr: 

~:.ccles : 

Very little el se . 

You like goi ng beck to the fir st of January, Wayne? 

Very much . 

What ? 

I do . 
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I think i t 1s all r ight . 

I uon ' t think you have to explain the t in your 
statement, e nd I think L simple general stctement 
of l JO million a ~uerter is all you've got to do . 

But you•ve got to say the sturting d a te, Georee . 

Nell , you c &n explain that in your collaterul 
st&tements , Mr . Gaston . 

~oell, let me get this thing s truight now, Jus t see 
where we ' re e t. I don ' t 'li&nt ~o go too f ast , but 
.:ithout committing a ny body, I gather - •. ell, the re ' s 
some nere :;auld rcth~p ul sterilization; ,;ell, 
I can s ee &t t his time tht;t 'lie cun•t go thht far; 
but, l acking thl t, we have the idea of saying " e 
would not steri lize n e t cc~uisitions of gold u~ to 
a hundred million aol i r rs thDt comes in in &ny 
quarter. Then the ._ues t.l.on i s , if tha t is c t the 
moment whs t the peopl e think they like the bes t here, 
shoul d we suy t o t he British Tr eusury, " Now, 1ve think 
l'le ' ll «nnounce this . If you went to do somet hing 
similar, fine ." Or s hould we - I :nean we 1ll t:i ve 
them no tice anyway - or s hould ;1e sit b.-ck bnd w& i t, 
or j u s t go ahead vnd suy , nv,e feel this is right ~nd 
Ne nope you•ll follo.v ~ond bt ck us t.p"? 

'iou•a s&y "for this -. llhrt~r and future <.U&rters, 
until further notice . • 

;.&r . Secret"ry , ooes tnr t mean there :-;oulo be a 
net e c4 u1s it.l.on in case- aoes it carry _sith t hh t 
tb.c t tae r e .•ould be & net ~;oaition , or oepend on 
wll<.t is recei ved? 

Le t ri{e put it the wr;.y I dio - ·''ht· t I am t~L<ing abou t 
i s tha t if you get ne t t Cl,Uisitions - if •e ~bke in 
n~t up to a hundred million dolle rs dur ing the fir s t 
q uarter t hht will not be sterili zed; if we t ak e in 
101 mi llion oolh.r s, why , t hen the mi l lion • • • 

If you t ake i n 5J . 

If y ou take i n 5J, it woula not be steril i zed . 

But v.ould you desterili:te f nother 5~? 
aoes it depend on how much comes in. 

Is 1t 100 or 
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No, depends on how much comes in. Does that clear 
it up? 

Yes . I Jus t wanted t o be cle~r . 

If i t doesn' t come 1n, we don't do eny thing about 
it . 

If it goes out, ther e i s no n~ t addi t i on. 

Par don? 

If i t goes out, ther e i s no net addition a t all. 

There woul d be a subtraction from your inac tive 
f und by Nhatever 

I jus t want ed t o be c l ear. 

Does thLt clear up tha t ? I mean if we, for instance, 
would buy 75 mi llion dollcr s worth of gol d and 65 
mill i on dol l ar s went out, why, t he net would be 10, 
wouldn't i t , and the result would be we wouldn ' t 
sterilize a ny gold. 

The only new addition t or eser ves , t her efore, i f 
t his policy i s adopted, would be t he desterilizati on 
of t hat amount of gol d which has come i n during 
J anuary end this part of February, t o make t he 
policy r e t roactive t o Januar y 1. 

Tha t ' s r ight. 

Now, the only thi ng on thut is, how can we say to 
ster ilize .30 million dollars now until you know 
what i t is about the .31st of March? 

Ye s . 

Well , you ' d des terili ze a ll of the gol d t hat ' s COale 
in to d a te and continue until you got your U.mit. 

Until you got your l i mit. 

I don' t hea r you. 

You'd ..•. 
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I think you're right on t ha t , Mr . Secretc r y. 
I' d jus t do nothing a t the moment. 

'Nell, yo u going to accumulate it? Well as a 
mu tter of f act, it i s not bei ng sterili~ed ; it 
i s being accumula t ed in the Stabili zation Fund 
isn ' t i t? ' 

Yes , it i s not appearing on the inactive gol d 
a ccount . 

uayne, \Yhat you do - on the Jlst .. e t&ke 8 look 
~o.t it, end "'e ' d cle~o.r t he fund once every three 
months . That ' s r.het i t 11ould amount to . 

Yes , if r.e continue to take ever ything into the 
St t.biliza tion . 

33.:. 

Yes . J,s b mutt~r of ft.ct, 11e1 r e taking this noN, 
a ren't we, and we ' r e taking in gold in the Stebi li
~etion Fund . And t hen about the J l s t we'd look 
the t hing over and - I mean t his is one, way to do 
it - ~nd 1f we hllu 90 million dolls r·s, then on the 
J lst we ' d deposit 90 million <iollers with the Fed . 
Or would "e do it as 1'18 go a l ong? 

riBS 
::ell, ! / thinking of one point just now . 

The r e Noulu be two ways to do it . 

Supposing France ••• 

There would be t 1fO wc.ys to ,.o it. 

Have to do it once a month, otner ••ise, i t seems t o 
o e - at the end of the month . 

Supposi ng we ' re optimistic t. nd France gained 25 
million dollars of gold f rom us thi s month and 
asked us t o ship it to Fr unce . Wher e would we teke 
tha t 25 mi l l i on out? 

I nactive . 

Inactive . hll right . Then i f we take tha t out of 
t he inactive sup~osing, on the other hand, we ge~ 
25 

million of gold in from Japan, which I have t e en 
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in the stabilization account . Now, what ,1ould 
you say - just t hose two transactions _ now 
what ls t he net r esult going t o be? Am r g~ing 
t o put in 25 million worth or gold certificates 
for the gold we got in froar Japan, or am l sim 1 
going to offset tha t asalnst the 25 million wep Y 
have shipped t o Fr ance? 

Your initial mistake is putting t na t J apanese gold 
in the stabilization account. 

o1ell, I was going to say, is that where we put 1t 
or do we simply deposit gold certificates? That's 
t he point . I f I put i t ln the St abilization, it 
doesn't show up in the gold certificate fund, and 
you're not having a ny e xcess reserves cr eated. 

Why don't you ••.• 

332 

In other words, whr.t I ' rn try!n,g to find out, are 
we going to issue gold certificat es for imports up 
to a hundred mi llion dollars, r egardless or what 
we take out of the inactive account fo r gold losses? 

See if I can do it. Let ' s say this is the fir st of 
J anua ry. I mean I' m thinking out loud . This is t he 
f irst of January. .nnd !n order to get the effect 
of t his thing , as we acquired gold, wherever i t came 
from, a s we bought gold, each day we1d deposit those 
certifica t es with the Federal Reserve, and ~e go 
al ong on tha t basis; let ' s say He reached t his point, 
and noR we have deposited JO million dollers; h&ving 
got in that much, .ve deposited JO c.illion dollars as 
of the llth of February, bec~use as the gol d came in 
Ne deposited i t. '1/el l , tomorrow France t:Ues out 10 . 
'.'!ell, I would say tho t the t 10 would co•ne out or tne 
inE.ctive fund, wouldn't it? 

Under the present pollcy . 

But I'm jus t thinking out loud . And wha t :~e mi ght 
find is th~:t Ne had t o deposit a l ittle extra Rith 

t he Fed, see? 

It seems to me •.•• 

we might deposi t a little bit extr&, and then ~e 
might have to make the ad justment next ~uarter or 
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something like t hat. 

Why wouldn't •. , 
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But to get t he e ffect we ought to deposit the gold 
with t he Fed as it coto es i n. 

Wha t seems to me i s the thing - if any new acqui si
tions of gold would be i lllllle<li ately turned over t o 
the Federal up until we had received in ne1v acG;uisi
tions of gol d a hundred mi lli on crithin any quarter, 
tha t a ny gold t hc t mey go out i s a thing upart. 
That gold tha t goes out - you would take the cash 
that you get from t hut gold ~d ei ther r educe the 
debt or you would - you would reduce the amount th~t 
you'd other.v1se have t o borrow. i=.i t her reduce the 
debt or you would ha ve 

Well, whi ch fund would 1t come out of? It 110uld come 
out of the insctive . 

Yes, t hat nould come out of the inac t ive . 

Well , t his would be much more ef fec tive . 

·o'lell , l et me soy, t hen, talking cbout net - ,ve 
must say the gross . 

Yes, t ha t ' s the gross . That's my thought . You' d 
say the gross, and i t would do one thing; it would 
be notice to the country t hat ••• 

This i s much better • 

••. tha t you wer e no t going to borrow any money in 
order to buy g ol d, up to on amount of 400 million, 
or unless gold coming in exceeded 4JO mi llion. Or , 
assuming that no gold went out «nd gold coming ln 
d i d not exceed 400 million, you would have to borrow 
no 

1
noney wha tever. Now, if - i f gold goes out, t hen 

you're that much better off, . You' ve not only got the 
40J million, ..• 

Now the thing tha t I - I don1 t like to appear to 
be just a rbitrary. I mll,Y appear tha t ~ way sometime · 
But, speaking of t he d1scont1nwmce o. sterili zation, 
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I know that I'd hEve u tough job to - in the firs t 
pl~ce , I'm not converted t o it myself and I've 
tried to look at i t from ever y standp~int &nd I've 
tried to be vs open-minded & S I could on it· nnd 
I know that very f ew other s - in fact I don: t believe 
a ny of the others on the Board or on the sta ff are 
converted ; even if I was , I' d have one hell of a 
job converting the r es t of them. So t hat t ~ean 
t ha t ••. 

VI ell, .ve \U1der stand that . 

NoN -.e get to tne . • . ilnct tnis accomplisnes , it 
seeos t o ~e , is to ~ive certainly to tae Reserve 
System & possibility of getting up t o 4JO oillion 
dollars. 

Yes, tha t' s right . 

NoVI, i t ' s no t likely to exceed th~ot , 1n &ny 
circumstances, and it i s a notice to t he country 
thf· t we • re controlling t ne amount - o hundr ed 
million a t, uarter , wnich i s u substantit.l ~<mount -
and t he t 11e ce<n continue it HS l ong as we feel thht 
it is necessary or we c~ uiscontinue it when 
necessary; a nd any gold tnct goes out i s not going 
t o influence or affect in t.ny Nay the in!'lat i onor y 
effect of tha t 4JO oillion we ' re going to ~ut in 
durL'lg t oe yee r. 

Tha t ' s right . ADO it t~kes cere of your ~osition . 

Yes . 

Puts a roof on your r esponsibility . 

Don 't you agr ee, Riefler? You fo r t h is, Rtc fler ? 

Yes . 

I ' m surprised . 

'olhy? 

o:>o inflationr.ry . 

You' re cutting out the wo r d •net" entirely. 
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Yes . We ' re t rying to ex 1 1 you get tbro h P 0 n it t o ourselves . When 
little drawe~ ~1{0~r~~S1!n~i~l , find out we •ve got 
every pocket - little everywbe;:. ve got gol d in 

From ~ standpoint, I thi · some effect. ~ this really might have 

Yes . Vle • re getting now down to business . 

This would havtl some effect . 

Yes . 

How about you b~ck 

O. iC dth me . 

tnere? 

I ' ve got nothing ne~ to say. Everything I said before 
applies, even though you r aise the ante from 75 to 
100 . 

It ' s much more than that . 

100 a {<uerter . 

Ob, no, on a net basis . 

That NBS tt lweys implicit; we eh'ays understood that 
if gold went out , it would go out of the i06ctive 
fund . 

No, no . 

No, might have got nothing . This weens tha t 
definitely ••• ·• 

All the domestic gold - that 's a certainty . 

I'm sorry I think jus t the opposite . There has been 
a possibility that there might have been substantial 
outflows and it ba s always been our understanaing 
tha t tbo~e outflows would come out of the inactive 
account . 
I under stand that . You couldn1 t use the ••ord •net" 
and get that r esult. 
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I neve r checked with t he word "net. • 
was injected lat er in t ne situa tion, 
I t il ink everybody else understood lYe 
:::bou t net . 

33J 

Somet hing 
see, by which 
were t r. l.t ing 

If yo u merely announced L d i scontinuance of .sterili
zati on, you possibly wouldn ' t commence t o g e t the 
amount of gol d released thut you ' ll ge t t his woy. 
:tou ' 11 r eal ly get more excess reserves t:~i s way thon 
you l'fi ll if you ''nnounc.- mer ely a discontinw.nct~ . 

Oh yes . J.nd you get lt. definitely . 

do,• about you f ello.vs ao.:n t nere? Stesart? 

Yes, I tninA Y" U nave increased tne ::~£gni •ude and 
l<ept control of it, go t better management tnbn in 
a ny o the r plan ,we have a iscussed . 

Warren? 

Yes, toE: s um is apl)roximately double tn~t origin&ll.y 
sug~ested , t nd t ne methOu of feed i ng it in is, I 
snould say , more calculated to have~ psy chol oci cal 
effect . 

:.luy I say one more wor d? 

Do you min,i letting him fini sh? 

Excuse me, I ' m sorry . 

I ' m finished . 

Go ahead . 

No , I've completed my •••• 

'1/ell , I didn't set what you sold . I dlan 't get t he 
end of your sentence . 

I think the psychologicul effect will be , b ecuuse 
of t ne use of r ound numbe r s , more t n8n it would hove 
b n b the pr oposal t o u111ke it on a mont hly or w;,ekly 
b::is . Y A hundred mill i on b ~uarter sounds like more 
tha n t he e <.uivalent &mount per week . 
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Saying gross instead of ne t gives some assurance 
you' re going t o get i t. 

Now Dr . Goldenwei ser? 

I Just had one thing. I•m not ~holly convinced 
t ha t too g reat nopes should be built on the 
psychologica l effect of this. 

I accept that. I don ' t- I haven ' t made - t mean 
tne Ray I feel is this; that is, I've been told 
egain and again in approaching tnis - ana on 
account of tne r ules of tne gbme I shut out the 

33,' 

other t hing wn!ch has t> lso been told me: •Well no.v, 
you ' re not getting u t the funcamentals , " and so for t h 
a nd so on. Well now, all right, I've shoved that 
aside. But wnile we 're getting to what the so-called 
fundamenta ls a re, this thing is going do11n so damn 
f ast . Now, this is my responsibility, plus the 
relati onship tha t I hr ve with the Federal Reserve . 
Now, I Nant to make sure that a s this tning goes 
down, I f i l l my responsibility. Now, I ~m perfectly 
cognizant and perfectly wi lling to risk my reputa tion 
tha t this may no t be effective . But on the other 
hand , 1f I didn't do everything that I could to 
fulfill my duty, I wouldn ' t be satisfied. 

I r ealize ther e a re e lot of other things which are 
not under discuss i on here today, and we ' re having 
trouble enougn arriving a t tna t , although ·•e ' re caking 
great progress . But the v~ry fact that tnis may not, 
in the opinion of very learned people end some able 
people - may not get a t the fundaoentals , doesn ' t in 
my opinion mean that it isn • t North ·•hile trying • 

No , ~uite the contrary . 

See what I mean? I mean I ' m - I know what ' s going 
on and I Know whut people say and wha t they think . 
out thet doesn't mean ths t this shouldn ' t be tried, 
you agr ee wit h me . 

Oh yes , I agree with you. 

This won' t be deflationary, certai nlY· 

Oh no . 
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If it isn't infla tiona ry, it will certa inly be 
a nti-deflationa ry . 

Wha t do y o u ( Rent schl er) think? 
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Rentschler : I t hink it 1 s all right . 

'1 •. 11 . Jr: Wha t? 

Ro!n tschler : I t hink it' s a r eal step in the right d irectio n . 

Golden. : 

riurrison : 

Golden .: 

H • .! . Jr: 

Eccles : 

o!."". J r: 

Mr . Secreta r y , I have n ' t given my little inflati onary 
NOrd yet. I 0ve go t e - I 1d be perfectly sLtisfled 
with t na t , t hink it' s the best of t he plans 11e lulve 
d i s cussed; but I would hcve liked it bette r if you 
could hEve answer ed '.'/al t e r Stewart• s ouestion the 
other v:ay a nd say th<l t you're going to add a hundr ed 
million uolla r· s t o o ur oonetary ba se :;hether or not 
it comes in . 

You 1 ve go t a much better chance of a oing i t on t his 
g r oss ba sis tna n on the o the r . 

I wouldn't say a ny r.mount up to a huna r ed mil lion; 
let ' s say a bund r ed million . l•nd t hen i f it comes 
in, all right ; if not, I' d mf k e i t u p . 

Just o. minute . (Receives c lippings from nr s . tle tts) 

I think, ta.Aing all t ne f ac t ors into &ccount, we 1 ve 
got n othing •• • 

I wa nt to ask you p.;ople 
a t tention just & minute? 
meeting. 

~ould I huve your 
This is a very petceful 

I ' m just - l et me just g e t this thought . I mean 
I ' m not trying to :; t op unybody , b ut I tnlnk th!\ t 
a s of - l acking 15 minutes of a thr ee-hour conft~rence , 
I think we hove m11de r eal progress . 

Now .vhat I o ve got t o do i s - I mean this i s d ifferent 
tha~ wnat I t alKed wi t h the Preside nt when I h~><l lunch 
.vi th him Tuesday , ,.,hen I d i :;cussed t his t h ing a nd ~>lso 
this ques tion of t~ing car e of r elief . Personally , 
I think ·.~e have tra ve l ed f a r :: nd rlsely , considering 
e veryt hing tho t we have t o deal with - I mean o lot 
of tnings th&t we all have in the back of our Mind . 
But, knowing that "e hL Ve arrived L t t h is, per sonally 
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I am entirely happy, think i t ' s a great improvement. 

Now, the English thing is particular 1,y somethi 
which the President knows - just what the situa~ion 
is as of t his minute with Engl and. 

I• m just wonder ing - I mean I've got Cabi net this 
a fternoon- I •m just wondering if t here is anything 
more - _I mean I c&n1 t do anything mor e this after
noon, aown to tomor row morning but I don't know 
xhether I want to t ie you peopie up here to talk 
again to~orrow morning . I mean I'd like to get 
t his froc the people who are out of t own - the 
out-of-town people . Do they feel that they have 
given me everything th&t they' ve got on this thing? 
Are they satisfied as it stands now, s ee? Let me 
just look at the out-of-town people . 

Rentschler: I 'm satisfi ed . 

What? 

Rentschler: I• m sati sfi ed with t his. 

H. :.t .Jr: As it stands now? 

Rentschler : Uh-huh . 

H . ... Jr: You' ve b een awf ul quiet . Would you care to s~ty 
;7hat your best guess is us to what the effect would 
be? 

Rentschl er : Oh, I imagine the first thing would be a drop in 
the dolla r on the other side, and I think i f we 
ar e patient it will be a very short time till we ' ll 
come back into a proper equilibrium again . As f ar 
as the effect on the market is concerned, that is 
very difficult to say because of t he other compl i
cations tha t come in wi th it . But i t certainly 
won't be consi der ed as deflationary, and 1t wi ll 
probably be considered tha t - t he commodity markets 
might take a considerable amount of courage from it. 

B .~ . Jr : But you f eel aoing t ais - I mean you1d be glad t o 
see us do it . 

!{ent schler: Yes, I'm very much in f avor of it, because every 
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step t ha t we can take toward desterilizing getting 
rid of the sterilizati on of gold, I think,'is 
proper . If tnis move can be made in a way that 
everybody i s ht.ppy with it, I tnink 1t i s a big step 
in the r i ght d irection. 

Now, now much importance do you attach to waiting 
to hear from hngland, us opposed to doing it over 
tais week-end? Because talking to ~ngland means 
a •1eek or t en days . 

I don't put e s much importance on that, !think, as 
some of the other gentlemen do. I t hink if engl and 
is told that we plan to do it 1n the way tha t you 
and tlley have talked to each other 1n the past - I 
tnt~~ you1ve done all t ha t i s necessary . 

Now you two gentlemen (St ewart and Warren) from out 
of town . I mean I 1m trying - I mean ... 

Tnere is nothing, I think, Mr . Secr et ary , the t I 
coula add beyond the discussion we have had here . 

And you feel happy? 

I f eel happy about it. 

You feel perf ectly ha ppy? 

Yes, sir. 

Wr . Warren? 

I ' m sure thL.t as soon as I get out of the door I'll 
thiDA of dozens of things I didn't think of wnile I 
was her e and one of them tha t has Just come up in 
connecti~n with the r emark just made on the associ a
tion with E.ngl and - 1t was stated thht there wu a 
fair probability tha t this announcement would be 
follo~:ed by a sharp move in sterling exchange . That 
might become a very sharp move or it might become 
negligible, but I think i t raises a number of questions 
which wer e not canvassed a t t his meeting . 

Now _ but that ' s ~here the tripartite comes in, begins 

to work. 
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Yay be strengt hened, but not necessarily a sharp 
turn. /.ny shar p t urn will be taken care of. 

No, not necessar ily sha r p; but I'm not sure that 
it shouldn't be consi der ed, 

Tney can d et ermine the rate, put it a t any level 
they want. 

34: 

Well , l et me - if we get on that, I • m mor e than 
willing if you gentlemen want to s t ay here tomorrow 
a nd discuss that - the questi on of s t erling, I mean, 
the r ate . I' m more t hun willing to get in on that. 
But that doe~r • t oarticularly disturb me . And as 
a matter of f ac t, ~: ,. ~g r an up a little bit, 
I think it . .auld be very ce . So it doesn • t - and 
if this thing that we did •ould help the f r anc out 
temporar ily , it 1vould be very nice, because heavens 
kno~;s t hey need all the help they can get . 

But, a s I s ay , tha t is worthy of ano t her day 1 s 
di scussion, i sn' t it? 

I think. it i s . 

No, I mean i f you' re going to g et int o it . Frankly, 
from the standpoint of the United States Government, 
tb.a t doesn • t worry me . It might worr y t he British 
like hell. 

I t wor r i es me from the standpoint of the commodi ty 
market. 

V:ell , it ' s good for the commodity :m:rket . It ' s good . 
I mean ever ything 

Theor etica lly good if sterling goes up, 
gyr ations of ten ha ppen not to be goo~ . 
t ha t t hey will be - I 1m not saying tna t 
make awful ly much dif ference . 

but the sudden 
I don' t know 
it • s going to 

None of t ha t would happen i f t hey came al ong 'Nith us . 

But that' s t he only thing you 1d think of now. 

St ewart? 

Nothing mor e . 
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I ' m only taking the out- of-tO\m people . 

Knoke? 

342 

Vlell, I ' m al mos t entirely happy over the new plan 
but I f eel s trongly that t he Br iti sh should be gi~en 
a chance beforehand, which would only be in the 
s pirit of the tripartite agreement. I think they 
expect it, a nd t hey ulmos t have a right t o expect 
thr. t ae t ul k t o t hem bef6rehand . We don ' t have t o 
a sk t hem for thei r opinion, but we should t ell t hem 
before and give t hem o chance to give us t heir 
reaction . 

All right . You (iUefler ) are an out - of- to;mer for 
t he m3ment, ~ s f ar ~s- I mean you ceo •.. 

I •d fe el entirely happy i f t he British r.ould see 
t h eir .vay t o come along f a irly simul taneously. 
Other Nise, I would like t he l ong r ange &nd be 
pr epar ed for di sap.o>ointment on its i mmedi a t e 
effect. VIe do have o group abrot.d and some her e 
who .~ant to i nter pr o.: t every monet cry move coming from 
·;lashington in !lS funny a manner a s they can, and it 
would t ake the edge off or th~> t entirely 1f 1t were 
a f a irly simul taneous t hing . I ' m quite s ure you ' d 
get your effect 1f 1t i s simultaneous . I'm not deud 
sure of your i~media te effec t s if it i sn't . 

All right . 

Geor ge? 

I agree very strongly wlta wha t Z.:r. iH efler has 
jus t sa i d . I•ve been in fa vor from the begi nning 
of ooing s omet hing . I think t his i s the best pl an 
t aa t ' s been sugges t ed, and I would do it. But I 
don ' t s ee myself, ~ l though I haven't got the 
i nfor mation tha t you have - I don 't see my~elf the 
impelling reason f or acti ng over the week-end if 
by doing so you don' t give the British un appropria te 
opportunity to cons i der anti t o come a l ong with us if 

they ::ant t o • 

• Yell, Marriner, you're her t. and ~>e can t alk; but a a 
t his thing iS now, ho i: does 1 t sound? 
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It sounds all right to me . I'd like, of coUI'se, 
t o think about it, a nd I' d like t o discuss •••• 

Will you t al k to t he Board this afternoon? 

Yes, I'll do that. 

Will you plea se? 

34J 

I ' l l do tha t. But I f eel t hbt t his i s r ather a 
happy solution of wha t ap~ear:- ed to be qui t e - gettl ng 
into q uite a difficult problem. 

Taking everybody ' s pr-oblems into consider-ation, I 
thi~ it i s a ver-y happy solution. 

:>a uo I . 

Now, can you (Riefler) stay? 

I ' m goi ng t o be her-e tomor-r-ow . I have an engagement. 
I have a commit tee meeting of the Social Science 
Resear-ch Council tomorr-ow. I 111 have t o be t her- e 
most of t he time , but I c ould get away for:- • • . 

I mean i f sometning comes up and t his i s changed, 
wi ll Archie ;mo1: A'here you are? 

I' ll be at the Hay-Adeos . 

~o you• r:-e here . And you (Her:-r:-ison) ar:-e s t aying, 
t. r en1 t you? 

Yes, I •11 be her·e tomorr oH . 

•lell, that• s t ht>t. 

All right . I t hink it ' ~ G eood meet i ng. 
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222, F ebruary 10, 4 p . m. (SECTION ONE ) 

FnCi~ COCHRAN 

34~ 

&.n!: of Franc£ stctEI!l£nt issue:d thi:J noon for \Ytck 

end ed FEbruc17 3 shooed gold lo:Js 3 , 127, 000, 000 frcnco ~~ 

o.nt i cipcttd in my 189, February 4 , 11 a . tl . Pollorling 

ota.t t n Ent of ~lininte:r of Fino.ncr rrportrd in cy 200, 

FEbrua r y 3 , 6 p.n . ObOVE looo t o the stabilization fund 

hoc brtn EXPECtEd. ConO EQUEntly thE Effrcts hovE bEEn 

dioc ount Ed e nd tbl:rE r1os no unfovoroblE rmction on 

t~ay' o ExchangE ~rkEt . On thE c ontrcry t hE foct tl'~t 

th£ :JtctEru:nt rEvEalEd no nrn borrooing by the Trmoury 

a t th£ b..'UU ~tee a happy ::~urprioE t o ::~oru: . 

liinict Er of Finnncr Uc.rch."\lldtcu opok£ a t Amrric:m 

Club lunch Eon t ?day. After 1.1£nti,mill3 the unhappy lob 

of n Uinistrr of FinnncE ond the discourt.ging tl£:J:Jagro 

which :1E con::~tcntly rEc£1vro, hE r £fErr rd in :~harp oon

trcot a.nd noot apprEcia tivEly t o t he: rroEnt ototEnrnt on 

th£ pc.rt of Srcrrtory i\lorgrnthou u hioh Morcha.ndrou hod 

f '>und ::10 "hElpful, ti:"lEly ond 1od1oa tivt of on undtr

:J t llndill8 in thr Frrnch oonttl'.ry oi tuationu • 

BULLITT 

CSB 
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PARAPHIUP OJ SIOUOJ TWO Or TILICE.Ul 10 aaa 
PROK THJ: AKIRICU Dl!ASST PARIS J'IBRu.f.iy 10 • • • 1938 

I had a private conversation today with Karchandeau • 
Fournier also being present . They indicated their belief 

that with a little t ime and considerable oompr~mise they 

oould work out the labor paot, a nd the present Government 

would not fall on that iasue. I was informed by Fournier 

that the loan for the Credit Bational, in the amount of 

one billion france, which opened on february 7, is going 

wel l. Be said the loan n a already over sixty percent 

subscribed, and that within a f ew days it should be closed. 

Fournier expressed the opinion that the Or e l i t lfat1ona1 

loan oould be followed by one for the Oity of Paris or a 

straight Treasury issue, which will relieve the Government 

from having to borrow from the Bank of France during the 

current month. 

In the speech of the Kinister of Finance he s&id nothing 

about definite measures for recovery in the financial field. 

In a conversation with Fournier and Rueff they told me that 

tax revi sion would have to be a slow process. Fournier 

was emphatic in saying that they still have no idea of re

valuing the gold reserves of the Bank of France. 

The financial press today is not too kind to the 

"shook proof" tranc of the Kinhter of Finance. The prell 

raiaes again the need for keeping the gold of the Bank of 

France a s a war chest for the country. 

END liiSSAGI. 

U.:Lft 
BULLift. 
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JR 

Sccrctarv of Sta t e, 

'•lashington. 

PLAIN 

LOndon 

Dated February 10 , 1938 

Rtc 1 d 3 : 28 p. m. 

119 , February 10 , 8 p. m. 

FOR TREASURY FROLI BOTTERf!ORTH. 

Ref errinG to the incr easE in unemployment (set my 113 

of February 8 , 8 p . m. ) the Prime Min~ttr stat ed in thE 

House of Commons this afternoon thnt i t was largely due 

to causes of a seasonal character and was not of such a 

naturE as to call for tht initiation of measures other 

346 

t hnn thosE which thE GovernmEnt was in tht cour se of 

~~rl~tne f or t he stimulation of employment . The preparation 

o f pl nns for t he future was not being overlooked; thE 

Govtr~~cnt ~As no~ consi dEring what future steps it could 

t~kt in conjuncti on particu~srly with local authorities. 

Mr . Chamb erlain add ed th:lt at tht some t1mt b E though 1t 

r1cht to say that too much reliance should not be placed 

on thE possibility of doing mor t by such plans th:ln 

contributing 1.n somE degree to reducing t he fluctuations of 

tradE nnd ur.onploymEnt . 

JOHNSON 

CSB 
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NBo G!ti•Y 

London 

Dnttd Ftbruory 11, 1938 

Rtc 1d 3 : 25 p . n . 

122, :?tbrum-y 11, 7 p . n . ~ 

!'C T!lEI..SURY FRO!.! BUTTE!rtCRTf:. 

T:.U: otr£~tll ?f tb.£ fr::.nc in ttrns r- f stErling 

ottnc '.;c o £ a1n :->ot t nt irtly <lut c o for cs this countx:y 

io cc nctrn£<'. t " f nrEi.;n EXOh:.'.118E dEO.lErs covEring tlu:ir 

pooi ~1 no :--.nd !l ·.t t " a ny rEpo.tr i o. tion of co. pi t a l o.o 

ouch. !loot d£a1tr::~ , antioip:.:tinc; c.n o.dvtr::JE oov tntnt 

U-:l n t>t publication of thE rtducti~n in thE Bnnk f 

J~~ £f~tot courrtd thErE dtv£10p£d inot t o.d a ruoh to 

c1 o;: co=itw:n t o . T:u: Prrno:.1 c ? ntr -?1 al1'lt7£d the fr:mc 

t o otrE118tb£n frcn 152~ t ':l 151 3/8; it go.intd nuboto.ntia l 

Q.U.'\ntiti£1lfe:~:~;;tt ll£ dcry • '!'!:£ futurEO lik£1710£ DOVEd 

in, r.m: ::1onth c l ~o in.3 n t ~mE "11£ half, thrEE nonti:'.D four 

tl~EE q=:.·ttro . ThE S\7i :J o o Ellina of dollaro o.gc.inOt 

:;olcl !rurc:r.nE:: ;il.!ic ~ llo.o bErn goil'l,l ·m f or oooc tl££ko 

\7ao 1::!)o::-t::nt1~· tvid mt t'X\a.:· . 

J O!'liSON 

34 7 
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PARTllL P.A!UPHRABI Of TELIIGR.ul RECIIV!D 

FROK: .lmorioan Embassy • Parh, Franco 

DATE: February 11, 1938 , 5 p.m. 

NO. : 2~ 

RUSH 

FROll COCHRAN . 

Franc opened at 153.50 to the pound this morning and 

rose to 152.30 by 4:30 this afternoon. Forwards also 

better and rentee higher. Commission on Credit llattooal 

loan bas been rec!uced from 20 to 8 france per thousand and 

i ssue going well. 

I was told by my official contact at 4:45 that the 

French control bad enjoyed its beet day tor quite a while. 

He said by that hour it bad gained almost 2,000 ,000 pounds. 

The recollery be said wee duo to the following -

(1) The operators were disappointe4 because they bad 

expected that the announcement of the Bank of France 

of yesterday would show a rise 1n the discount rate, and 

an increase in borrowing from the Bank of France by the 

Treasury. 
(a) International speculators are uneasy; they think 

conditions reported from Germany warrant a r eduction of 

commitments. 
( 3) Operators who bad contracted sterling beaTilY 

~uet a aonth ago coTered in france . 
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lly friend thua believes the reoonry is due more to 

a teohnic&l re&otion than & buio ch&nge in the situation, 

but nevertheless he is delighted With the development. 

Minister of lin&nce K&rch&ndeau•s American Olub 

speech wae well received by the press and emphasis placed 

upon Franco-Amerioan monetary cooperation. Yesterday 

afternoon he euccossfully defended in the Chamber 

the operation of transferring gold from the bank to the 

control but the general policy of continuing to surrender 

•war chest• gold came up in t .he debate as it has in the 

press . 

BULLITT 
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RE GOLD UOVE February 11, 1938. 
4:30 p.m. 

Present: llr. Taylor 
Gaston 
Lochhead 
Haas 
White 
Riefler 
Knoke 

a .•.. Jr : 

haas : 

H. !4. Jr: 

Haas : 

H. r.I .Jr: 

Taylor : 

H • .:J .Jr: 

Taylor : 

H. M. Jr: 

Taylor : 

B.M. Jr: 

llr . 
llr . 
Mr. 
Mr . 
Mr. 
Mr. 
14r. Fe is 

I was waiti ng for Fei s . I won't wait, because 
what I wanted to know first is, bas anybody had 
any afterthoughts since this morni.ng? I got tha t 
note from Vlarren stressing the angle of importtnce 
of cooperat ion with England . Anybody got any 
a fterthoughts? 

I have one thought. I don't know if it's •after• 
or not . 

Well , it ' s after 4:30 anyway. 

Tha t is, I think if something is going to be done, 
it would be prefer 11ble to do it over this week-end 
rather t han waiting until some time later, becuuse 
there wi ll be speculation about it - t hat i s , 
meetings being held - and what is do~e may be less 
than they anticipate. 

Well , the other thing is, the stock market is 
closed tomorrow, I think. 

On the English business, I thinK that we should 
do them t he cour t esy of t elling t hem what we ' re 
going to do and t hat ' s all. 

You think so? You think that is necessary? 

Vlhat? 

You think that is necessary? 

I don't think it' s necessary, but I think that
"We're going to do this, for your informati on,• 
and that ' s all - i f you want t o do it at all . 

I don't think that's necessary, Wayne . Do you think 
so? 
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Tuylor : 

tl .:.t. Jr: 

Taylor: 

1'aylor : 

H •.• t.Jr: 

(Nods no) 

//hat? 

-2-

I wouldn' t put it up to them to give them a chance 
comment on it one way or the other. to 

Well, all right . I talked to Butter wor th an hour 
ago and I asked him t o put it up to them . 

Huh? 

I esked Butterwortn t o put it up to them a n hour 
ago . I thought I 1o get him at 4:30, but I got him 
earlier . That ' s wlu: t 1 1m sending for Herbert Feis 
for , to keep him posted , to tell 111m just what we 
were pr oposing to do . I told ButterY~orth to get 
up just as high in the British Treasury as possible· 
that I didn ' t say I wouldn't do it if they didn 't g~ 
along , but (1) if they could do something of a similar 
na ture a t about th~ same time, I thought it would be 
helpful ; or, lacking tha t, 1f they could gi ve it & good 
send-off f r om their side; that takes car e of Bob 
Warren' s thing, see? And that I would t al k to him 
again at 9: 15 tomorrow morning . 

So I was just kidding you, '.'layne . Little late in the 
day, I Anow. Little late in the neek. But, h&ving 
just been tolo. tha t <1ue t.o Aubrey ·,nll1ams' perform&nce 
on the Hill I have t o go up tomorrow and make a f i ght 
on t he £50 oil lion, I needed to cry; be silly, so I 
thought it better to be si lly. I mean cooing on t op 
of ever ytning else - pr e tty late in the day, after 
h~ving been told I Nnsn• t needed. Called Just now 
and told me . 

i!.'ell, I s poke t o the Presi dent; only had about - not 
more than 60 seconds. His comment was tha t he'd been 
thinking about this e lot . He thought the $15,0~J ,O~v 
was an awful piddling umount and t his sounded good to 
him. So after all- tha t ' s all he said , so • . • . 
But I thought - I meen I jus t wanted to have you 
fellows say, •Well now, Mr . Morgenthau, I •ve got this 
or the other t hing that I thought of during the day, 
and before you move you'd better think this or that .• 
And this is a sort of second brea th thing . 
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Incidentally, you better draft it a long t his lint: . 
Have somebody in Oliphant ' s offi ce t ake it tonight 
and have it r eady tomorrow morning. 

Gaston : Yes . 

H. :E.Jr : 

!l . !.! . Jr: 

G~oston : 

Tnylor: 

G~sston : 

Lochhecd: 

Gaston: 

Hr. as: 

Lochhead : 

I may s ee t he Presi dent ubout ten and 1 w&nt 1 t 
with a ll the necessary initials by not l ater than 
ten o ' clock t o morrow morning . 

All r ight . 

Please. 

All right. 

I 1m still 6 littlE: bi t .vorried about this gross 
pr oposition. It might work one way and it might 
Nark unother ~;ay. If t her e shoula happen'to be 
consi der a ble mo vements in ;l~>rd from, s &y , Japan, 
for inst&nce, and considerablve movement outwe:.rd 
to Europe, Ntthout any net r eduction in the gol d 
stock, you would ge t a very sharp r eduction in 
your inactive. 

That ' s right. 

And I'm inclinea t o s till think that it ~·ould be 
be t ter to put i t on the net b~sis or else say 
fla t l y, n·:;e' 11 stop sterilizing all ac<;uisi tions . " 

You (Lochhead) t oke him on . 

'1/ey , I think tht. t w&s all a r gued out tn the meeting 
this mor ning . I think the main thing is, though, 
th&t we got the Boaru t o ugree tha t i t was t he - tha t 
vnythi ng tha t come in wus t o go into t he System, 
wnile anything thHt went out wh s to come out of the 
inactive . As long as th&t w~:~s agr eed , I ' m per fE:otly 

s a tisfied. 

This might wo r k a very shBrp r educ tion in the 
inactive gold . 

All r ight . 

All right. 
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H • .,~ . Jr: 

Cnston: 

n . ~! . Jr: 

Caston : 

. Uu'ler: 

Cr1ston: 

tUerl«r: 

Cast on : 

;liefler: 

Custon : 

v.hi t e : 

-4-

You fellows argue. If you don't mind, I ' d like to 
coas t a little bit. 

All right . 

Go ahead . 

I think it ' s Just - it mi ght be r egar ded as a l ittle 
bit deceitful . Wh~> t on t ht f &ce of it is a declf ra
tion tha t ~e • re going t o put into t he working 
balance ana fre e of sterilizati on all accuisi tions 
of &old up to so much a ~uart~r- that ' s 'what it 
appear s to be on t he f ace of it, but in f eet it 
mi ght work out t o &ccompl~ VNY consicienble 
net r eduction of the existi ng stock- of inactive 
gol c .•i thout any corresponding cru:nt;e in the &ola -
in the entire gold stock • 

Take t his position . Sup~ose t hat if •• •• 

If you h<>e1 corresponoing inflow and outflow. 

Suppose we got a billion dollars from Japan vnd 
11e got - just assume a billion dollar s inflow 
f r om Japan and v bill i on dollars outflow to 
England, so t her e is no change in the gold et 
all. 

ue would have r educed our •.. . 

:;e v.ould have desterlliz.ea a billion aollers gold 
going to England , t aken out of the inactive account, 
and we NOUl d put into toe inactive account 900 

'million of the billion coming f r om Jaoan . Leaves a 
n~t i ncrease of 100 mill i on, waich is· exactly wnu t 
I• e want to incre6Se . 

Tbli t ' s right, E net increase of up to a hundr ed 
million a ~uarter; over the year i t could amount to 
~ore t han 400 million dol lars of the present stock . 

I don ' t know why the whole question of l~tting1lold 
go out of the iru.ctiv~ t ccount was re~sea t~; ~ss~ption 
The practice "e wer e iollowing was un ~~ ccount· 

:::ts~~;~&~~~!~a!~~~=so;n;~l~h;oi~cou~ew;ichh~~dn't 
go out in t he same amount or within the r all[e t 
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:<noke : 

unite : 

Gas t on: 

.:h!te : 

Gr·s t on: 

ldti t e : 

Gt.s t on : 

Lochheod : 

Guston : 

1¥hite: 

Onston: 

n . ·~ .Jr: 

-5-

hrciue wants t o opera te ~oes out of the in~ctive 
a ccount. That's wha t it was . Tha t was perfectly 
satisfactory . N01v we 're r aising a new i ssue: Shall 
we sterilize rmy additions to t he gol d? Tha t was 
settled one way or another. I don ' t know why tha t ' 
other was interfer ed with at all. Instead of getting 
a concession, we got a possible reduction .•• 

Gold t~sn't gone out of t he inactive account r ecently. 

It s o happened, but if it n~a h&ppened .•.. 

Harry, t here ' s two wnolly sep~ r a te proposi t1ons ••.• 

And you have t i ed them together, unfortunately. 

••• under both of which ~<DY net outflow would be 
deducted; but under this proposi tion .<hich .~e hLve 
t entatively 6greed upon , t he gr oss outfl ow wi l l be 
a d eduction from t he inac tive, and ther e may be 
corresponding i nflows within the t limi t which wil l 
no t go into the im,ctive , so tha t you may hr.ve -
8lthough your monet a ry gold s tock i s sta t ionary, 
virtually no change, you CI{I Y have a net r eduction 
in your in~ctive account of up to a hundred mi llion 
in a quar ter . 

That's right. 

$o .:e may come out at tne end of a year with Jus t 
exactly the same &mount of JLone t c.r y stock of gold, 
but ;•:ith our inactive fund r educed by 4JJ cillion 
dollars . 

But then, as a practical matter , if you're h&ving 
a heavy outflow of gold, you ' r e not likely to be 
h r: ving a he~o vy inflow, t nd vice versa . 

I thin.< as a practic&l mat ter the t i s true. 

Only happens in cus& of Japan . 

I was just vfra id somebody might det ect some thine 
tricky in the &rrangement. 

Of course, ther e is. There is, t here i s . 
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Gaston: 

Gu ston: 

G ~;ston : 

.. ht t e : 

Rlefler: 

( Lochhead : 

.'!hi t e : 

Lochhead : 

d . 4. Jr: 

G::~s ton: 

H · ·• . Jr: 

Lochhead : 

Gas ton: 

( 
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~ell, as I said, I was afraid they ' d detect it. 

Well, what do you think 1t is? 

What? 

What do you think it ls? 

The trick is th11 t the - the statement says that 

35.; 

VIe are not going to S;erilize gold 6c4 uisitions 
unless they exceed a hundred million dollars a 
month, but the trick is t ha t a s a matter of fac t 
we :nt.y in effect not only free t he new gold 
acquired from steriliza tion, but we oay des terilize 
up to a hundred mill i on in t he quarter . 

Sure, tha t's right • 

" hy not sta t e t hat 11e 1 r e going t o ta~e gross outflows 
fr om the inac tive a ccount ? 

No need t o . 

Why do you have to say tha t? 

Just following a per manent policy . 

11ell 

All right . 

It' s a ll right &nyway . 

Are you :nenti~n!ng •gross" at a ll in that? 
have to mention i t. 

Don't 

No no, •Rha t I am saying is tht.t the •secret ary o~ 
th~ Trea sury, after consulta tion with t he Board o1 
Governors of tne F~deral Reserve System, announces 
that gold acquired by the 1nints and assay offices 
on and after J anua ry 1 , 1938, to an amount not to 
exceed $100,00J, 000 in .. ny one quarter l y period, 
will be transferred from the inactive gol~ a~;~~i t s 
to toe working ba~a~~~1°~et::d~r~~s~~,F~deral Reserve 
in a n equal e~unf cr' edits to t he gold certificate 
Banks by means o 
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( 

Lochhead : 

Ottston: 

Tayl or: 

011ston: 

H. !.!.Jr: 

Lochhead : 

H. l.l . Jr: 

Lochhead : 

d . :.: . J r: 

Lochhead : 

ri . ~ . Jr: 

Locnhead : 

Lochhead : 

!I . :.! .Jr: 

Lochhead : 
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fund. Acquisitions of gol d i n excess of 
tlOO, OOO, OOO in any quarter wi ll r emain in 
the inactive gold a ccount.• 

It wouldn' t be transf erred from t he inactive . 

I'll change that, mtok e it th&t it ~oes into the 
working balance, not in11ctive Lecount . 

Voon't c lear t hrough th11 t account at all. 

~oula , but not necessarily . 

You people bett er get together right after this , 
just to go over t his . Do it i n Taylor ' s r oom. 

Let ' s go b;, c<c to tne firs t of January, this year, 1 38 . 
l': ha t will hh ppen will be this , Hos much? - bue you 
(Lochhead) h~d a ct~nce to lo"k up •... 

30 million. 

Well t hen, t his thin& happens : JO million dollars 
will be immedi e. tely deposited l n the form of gold 
certificates in the Feder al Reserve Sys tem. I s that 
wha t you call it? 

Yes . 

And that will increase their r eserves about that 
amount . Is that r ight? 

That ' s right . 

.. ill there be any change in the im.ctive ,ccount? 

No, bec;,use t ha t gold ca~e into the Stabilization . 
I •11 deposit the t out of the Stabilize tion Fund · 

l'lhat ' s that? 

I 'll deposit that out of the s tabil i zation Fund . 

Still I don't get it. 

It didn't go into the inactive account , it .ent into 
the St abiliza tion, so there will be no change shown 
in the inactive account. 
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Lochhead: 

Lochhead : 

s . ·~ . Jr: 

.. hit.e : 

Lochhead : 

( 

Lochhead: 

a.:· . J r: 

Fets: 

Lochhead : 

( B. '! . Jr: 

35r 
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But gold that has been going out of th 
;~ut~;: ~~e~ot~~ng from the steriliz:t~~~i~, 
left the country • ~~ in th~ t any gold that a ctually 

• •• w~s t aken out of the sterilization f right . und. Tnvt•s 

So we just continue that policy as is . I right? s that 

Tha t ' s r i ght . 

!lO\~ , 11ha t about changing yaur e~rml'rking? 

Treat it t he same as export or import. 

We haven ' t been doin& so much. But I presume t ha t 
1\e would . 

I want to mention - we have not up to dat e - .vhen 
we transferred $50, 0JO, OIJO f or Holland, you did not 
t ake it out of the inactive . 1'/h~t wo uld you do in 
the future on tha t? 

'1/ell, I would say we would t ake 1t out of the inactive . 

(Feis comes in) 

I'm sorry, .~e ' ve IS one ••.. 

No, I'm sorry; I na ve no one t o bl?me but myself. 
Got t angl ed up ~ita an nrg~ntine ~nd just f or got. 

,\ell , pick up the threads as they are~ and if you 
haven't got it all, ;•:ayne \':i ll give you wha t you 
don ' t get . But I do wont you t o get th.ls . 

Any gold sold , I think, should come out of the 
inactive a ccount, first of all, to accomplish the 
purpose we ' re tryi ng t o do, t o work it down, and 
secondly, a s a practical mv tter, because if I don't 
take aey more gol d into the s t abilizati on account 
I won' t have ~ny t o t ake out ~nU I necess~rily will 
na ve t o go t o the inac tive account. 

Since the first of Janua ry h~ve we de-ear marked 
a nythlng? T~t llollllnd c.nd S\\lss • •• • 
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Lochhead: 

Fei s : 

K.!!.Jr : 

( 

Fe is: 

H • ..! . Jr: 

Feis : 

R. li. .Jr: 

( 
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~~t~~a~7~h!i1~dTJ~~~588 ~~~ll amount for Mexico, 

But any further de-earmarking woul d come out of 
the i nactive. 

I 111 try to s tate to you ••• • 

I 1 m v ery sorry. 

I ' ll 11'y to put it- if you don' t mind, get it from 
me fir s t, then you t ake anybody here t het would like 
to t alk . We had a three-hour conference this tnor ning, 
e nd I d i dn 1 t ltnow h01r it would end ; now it' s gettill8 
into contacting l:.ngl a nd, and I want you to know 
about it, want lol_r . Hull to know about it. 

~~at we ' re proposing to do here - we hope to do it 
over the week-end - i s to announce that, effective 
J~;nuery 1 , 1 38, on a quarterly b a sis , any gold t hct 
11e ace; uire up t o $100, 000, 000 will be deposited with 
Federal Reserve System, and increase their excess 
reserves by that amount ; a nything over and above 
f,lJO , OOO, OJO will be sterilized; any gold that we 
sel l f or export will be taken out of the inactive 
account . Which means th1 t if we should each quarter 
s ell up to $1V.:>, OOv, OJJ worth of gold, the excess 
r eserves over a period of a year would be increased 
by $400, 000, 000. 

Would you say t hat l as t 8t.8in? 

We ' ll put it this way , tbat over a period of tKelve 
months, as a maximum the excess r eserves might be 
incr eased by $400, 000, 000 . 

Uh-huh. Yes. 
Now I celled up Butterworth about en hour ago. 
Tho~ht I ' d get him 4:30; I got him e erlier. And 
L t ol d him what we were thinking of doing, th~t t t his 
was 

8 
move on the part of the Administrati on to undo 

some of t he deflationt.rY things 11e 1ve done the last 
18 months, t hat Ne were hopeful that it. might have a 
beneficial effect domestically and in tne world ma rket 
on commodity pri ces; that we would li~e t he Bri t i sh 
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Fe i s : 

H. :.I .J-r: 

Fe is: 

H.:.!. J-r: 

Fe is: 

H.:: .Jr: 

rliefler: 

( 

353 

-10-

Treasury to consi der one or two things: either 
that they might do something or a similar nbture 
or a t least on the announcement that t hey would ' 
give it a good send-off . And that I would call 
him a t 9:15 tomorrow morning, and that he should 
try his best to see somebody just a s high up in 
the British Treasury as possible and get his 
reaction, and I would t al k to him tomorrow morning. 

But I .mew tha t the Bri t ish were more commodity
m1nded than we were, < nd we f elt that this was im
portant and we 'd li~e t o ha ve thei-r coopera tion. 

All sounds E.ll risht t o me • . -4 -

What? 

All sounds all right to me . 

That ' s the result of a lot or work, so forth and 
so on. The President approved it . And these boys 
know all about it . And incidentally, it is a joint 
acti on with the Federal Reserve Board, a joint 
announcement :tith the Fed . And I ' ll call up Eccles 
now, see if I can get him. 

(On phone) ChE.irman Eccles please . 

And you ' d be interested tha t this morning we had 
do1·;n ·::alter Stewart ~<nd Bob ;·:arren and Golden.vei ser , 
so 11e had ••• 

hverybody ' s in agr eement? 

Wel l , the onl;r disagreement is, there are a group 
who would like us to stop sterilizing entirely; thc. t' s 
tne only •.• But t ha t, from the standpoint or the 
Federa l Reserve Sys t em, is i mpossible, because it 
leaves an open-ended thing . Tha t's why we sterili~ed . 
And they simply can' t go al ong . It leaves them ut the 
mercy or t he r est of the world; therefore, they don't 
want to go a l ong . '1/hen M-r. Eccles left this morning , 
he was, I' d say, quite happy about it. Wouldn ' t 
you (Riefler)? 

(Nods yes) 
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Is it everyone ' s guess tha t one of t he immediate 
effects probably would be to d r aw some gold? 

Ora~; some what? 

Dr aw some gold i nto t his country. 

Tempor ary effect might be the r everse . 

Reverse . 

I .ras wondering. 

Tho. t would be my guess . 

Be interpret ed possibly as slightly inflationary. 

Can't t ell. You might get s ome movements th1s way 
into e~u1t1es, whatever you 7/ant to call it, here, 
which would pr oduce an inflo•n . You can' t tel l. 

Go into co~nodit1es in other markets, though. 

(On phone) Tell Ur . Oliphant not to go home until 
Mr . Gas t on sees h1rn . Please . 

Should I go t o work on tha t r ight novt? 

I th1nk you better, and I t hink you better take 
Arcnie with you, don ' t you th1nk so? 

Right. 

Archie ccn wait a minute until I draft something . 

And then show it t o !larry and Taylor, if he ' s here . 
Will you please? •;ha t? 

Yes, I'll show it to all of tnem. 

Please . 
(Gaston l eaves) 

How does it hit you (~'e is) , first blush? 

All right. 

Wllat? 
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Distinctly all right. 

I mean taking it awful fast, but - huh? 

Good . 

You'd be interested, while we 're waiting - we 
s t arted wit h a different i dea . We were just going 
t o do it on domestically-mined gold . And t hen 
Nnlter St ewart and Vlarren immediately s aid t he 
reaction would be there Res going to be a two
price system f or gold, and none of us had thought 
of t ha t . 

Yes, Harry .•• 

It was in that memo . 

I beg your pardon, it i s not in that memo. 

Let me have it and I ' ll point it out to you. 

All right, you can see the memorandum . It is not 
in the memorandum. 

Uoesn•t call it & two-pr i ce system, but he 

It's there. 

I'd l i ke to s ee i t. 

oVell, if you have it, I ' d •.• 

I particularly had it reed for t het purpose, to see 
if anybody did put it in. 

ilell, where do we leave it? l.lo we leave it - shell 
I g et 1t or dr op it, '"h1ch? 

No , I •d like t o see it . 

I ' ll bring it in. (Leaves) 
B the second the t 1'/al t er 

I'd like to see it . ecause it just r ang a bell 
Stewart and Wi artrhoeugn ~~a~~ !!; impossible.; I thought 
like t hat . t t sa id it 
i t was impos s ible, I mean, the minu e ney • 
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Harry and George both t alked to me about that 
possibili ty and I thought it was in the memorandum . 
It was implied in there. 

If it is, I 1 d be very glad to have it. 

(On phone) Hello . (.;onv.;rst.tion 'Nith Eccles f ollows :) 
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!! . :t.Jr: 

Opera tor: 

H. !!.Jr: 
!!arriner 
Eccles : 

r. .!.LJr: 

~ = 

:.: 

r. .!.: .J r: 

E: 

H.: t.Jr: 

E: 

H. t: Jr: 

;- . -· 
P. .!! Jr: 

E: 

H.!!.Jr: 

E: 

!! .U.Jr: 

E: 

H. U.Jr: 

Hello. 

Chairman Eccles. 

Hello . 

Hello. 

Hello, Uarriner? 

Oh, yes. 

February 11 1938. 
4:55 p. c . ' 

36 ... 

I thought you 'd like to know bow ~e're getting 
on t h1s. along 

Yes . 

I had abo~t sixty seconds with t he President on it, 
and he likes it. 

He l !.!tes 1t b etter than the other. 

Much better. 

Why does he like i t better? 

Because he said the fifteen million was a pi ddl ing 
amount. Use hl.o own language. 

Yes. 
And didn ' t think it would have effect, but he thinks 
this - well, he didn't - that's as tar as he co~lented. 
He thought this was much bett~r. Ee didn't - that' s 
all he said, see? 

Yes. Well, does he t hink this will have an ettect1 
I mean, he doesn't know yet. 

I see. You said you onlY had sixty seconds . 

That's t he t op. I don ' t think I had ~ore than sixty 

seconds . 
oh, oh, I &ee. Ob, I misunders t ood you. 

I t hink I had sixty seconds. 
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Yes, we~~ -

It may have been ninety. 

Yes. 

Now, the other thing is, I called up Butterr.orth, 
in London, told hi m what we were do i ng, try to 
c ontact the British Treasury and I'd call - speak 
t o him t omorrow morning at nine fifteen, our time, 
ann try to have their reaction by t hen. 

Uh- huh. 

See? 

Uh-huh. Well now -

Unfortunate~, Outfield 
they can get and so forth and so on, and they 
could come pretty clo oe to guessing P.hat we' re doing. 

How did t hey do that? 

I don't know. He bangs right outside my door . 

Well, it beats - it beats the.Dutch. I notice on 
the ticker here tha t t hey - they found we were at a 
meet ing. 

I don ' t know how they do it. 

And found that we went out at the back coor, they 
said. 

Uh-huh. I don't ~~ow ~here they hang. 

Huh? 

I don't know where they bane. 

Wel~. what have theY said? Have they - have they 
kinda ~ have they got 1t sized up? 

We~~ they thi nk it's oometb1ng on sterilization. 

Oh, yes. 

Yes. 
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\'/ell, I •ve discus~ed t he a:z:.tter "1th the 9or..rd 
~ro and cor., and r eviePed the developmentc this 
morning. 

Yes . 

Had Gol d<>n"leie.er and we hP~. !'J\ executive secston 
vritJ1 Goldenv:eiser o.nd Oardner only ;:;resent. 

Yes . 

The f1r~t one becauee he ' c had the - I ~snt htm 

36.; 

there to consi der the ~resc aspect of i t , and ~e've 
been diecuestng it here ar~ /ro !'~d con, because it
as you !:noiV, tbtn norn!nc ,. t hc-r,e l?R.s a lot or ttepect.s, 
and !: trle1 to g1 ve thee t lfel ;:. t~ture t.he bee t I 
c o•llc. 

Yes . 

An<l. the devt!lopccntG. And th~y - th~y concur 1n lt. , 
I mean t.l\Are 1 c "\O - no enthusi asm =.bout it one way 
or t he other. I mean they don ' t - they don ' t thin~ 
tbP t pt~e monetr ry - from the r.onPt~ry stonnpo 1n t 
onlY th~t 1t 1 c going to amount to much , but I :l\ould 
say th~ t was t he c :c o:- t1on ~r :!cKee. 

Ann I e :m ' t lmo·.~ whPt John ' e v1'!'1' is. "e - of 
cot~se John has c!~nys been e~einst , as you %now, 
any i:ldrea!:e in rp~crves, evo1n t;·; fir s t one tn -
he ' £ - ht> ' S alt'1ay6 (;Ot t ho ;:>oint of vier.?!' t.lle 
little country bnnlt ~n-1 r·lth t.!le i dea th«t whey 
should nev'!r have my of th"'.r con Pv loc%e<l. u;:> , 
Sl".y t ! me , se-e? 

1'1hat ~ou!d he c:'.o? 

well, ! don • t knol'i . Thl\t ' £ what I ae::ed hir.t . 
I sa1", ·•:'l!lllt' r yot~ nlt~rn? t1ve~' • see?, And. I 
&o.1d '' 1 ' ll t el l t h e Secr.;t~try t tLP t you r e t ne only 
one t nat - t.h:J. t doe on ' t - I r,houldn' t se..y ~mtt ~o 
doecn't c oncur - he doesn ' t concur, but ne e - e 
d oesn 't a gree, hut he won ' t t ake the ~osition of 
d1c~greetng, you OtA? 

l'lell, no" !!ATr1ner -
1d he sal~ he ' d bt> 5la~ to tt!~ 

!!o1l', what I have sa • -~nte6 to talk to hill. 
t.O you 1f you • i f you n-
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Oh, I '11 let Wayne Taylor talk to h!m. 

see? 

I'm - I.' m t al !ted out 

36t. 

Yes. Well, I Just - I just wanted to tell you t hat , 
that if you wanted to talk to him he said that he' d 
be glad to talk to you. ' 

Well, I'm afra id I can't-

I have t h is i dea, t hat he - whet he might have 1n 
the back of his head i s to decrease reserve r equire
ments , but of course -

Unleslf~eople , between now and tomorrow, thin.k of 
something new, unless t he £nglish say socet bing, I 'm 
very much inclined to do it over t he weekend . 

Yes. Well especiallY if you get a favorable response 
from London. 

VI ell, I'm going to talk to him a t nine fifteen . If 
you care to drop in at t hat time I'll be delighted. 

well I don' t know t hat that makes any difference. 
I - I ' ll - I ' m only interested in getting what the 
result 1e. 

Well I'll call you as soon as I'm through talking to 
t h em. 

Well, t hat 's fine. 

All right. 

Now. Tnere'e - there's one other thing that t he 
BoPXd mentioned in connection with this, end I said 
that it was my understanding th~t - that any prees 
release would be submitted, and we' d have a chance 
to comment eo thet we ' d - the Board'& - t he Board's 
interposing no obJection or concurring and so was 
based upon the interpr etation that' s put upon 1t, 
and - wit h t he public, which, of couroe, is a matter 
of covering the press release, and I have said that 
you had a s eured me that -

Oh, absolutely. 
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Not only would you see i t, but I 
press oonterenoe. want you At my 

Yes. Yes. Well, I - I 
I ' m concerned, but what 
is having the Board see 

- it's nll right ae tar aa 
I'm- what I ' ~ speaking ot 
it. 

36 ( 

Well, it they'll meet toa~rrow i 
it by ten o 'clock. morn ng, t hey can see 

Yee. 

How's that? 

Well, t hat's all right. You won't be - it won't be 
tiniohed tonight, will it? 

It it ic, I'll tell Gaston- \'/ell, I won't see it 
tonight, that ' s the trouble . 

YEs. 

But it there's a preliminary draft, I'll get it ~ver 
to Thureton. How's that? 

Yes. Why don ' t - how would this be? Let mo, - would 
i t - would you tell Gaston? 

H.I.LJr: Yee. 

"' · ~ . 

see. Then I'll have Thurs ton get 1n touch wi t h him. 

il . I.!.Jr: Yee. 

E: 

H.L!.Jr: 

E: 

H. LI.Jr: 

£: 

And I - I - it possi bl e, I - it would eave a good deal 
ot time m~be, if Thurston and he could collabora~e 
now, so that when ten o'clock comes in the morning, 
why the preliminary would be more or lees - been d~ne. 

well, it Thurs ton can come over now, t hey - they're 
going to work on 1t, 1n about five minutes. 

All right, sir. I'll have - I' ll- will you t ell 
Gast on, I' ll have him come over now. 

Yes. 
And t hen I'll get in touoh with you again 1n- end 
you call me again 1n the mornill8 after you get through 
talking to London. 
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That's right . 

Al l right. Well, thank you. 

Thank you very "much. 

Goodbye. 
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Will you (Tayl or} tell thr. t t o Herbert, t hat 
Thurston i s coming over? 

(Looking a t memorandum on gol d} You' re right; it's 
implictt, not explicit . 

I mplicit? 

Between t he lines . 

36.:; 

Come on, Harry, old man, let ' s see it . The r eason -
not only I r eau it for tha t , but I had sooebody olse 
r ead i t, and t hat • s w11y I .vas moder~<tely sure . 

1o'el l , there are t No places . One is tnis her e: "In 
r ecent ••eeks possible s t ill further depr eci ation of 
the dollar has appeared , and dester ilizati on woul d 
be Lnother point in th&t direction. " £xpecta tion of 
further devaluation, aepreciation. The only signif i
cant part of tha t point is tha t they Nere afr~ id thf t 
t he dollar would be fully devalued , depr eciat ed . 

But no t wo prices . 

No , but the signi f icance of t he two prices lies 
exclusively in t he de pr eci s tion of the aollar . 

t,nd l ook at t nis statement here . 

All r ight . 

I won ' t push you too f£r . 

You' r e no t making your best cu s~ i n there, because 
you 've got one par agr aph ••.. 

Ha ve you got something better thon tha t? 

I thin~ so, but I ' m not s ure. 

b · i ed bo;~ever "It should possibly e empn~~ z , n -

we close on this note . 

"We close on tnis 
before you go on . 
fell ow called tne 

note . " !Joy I Just 
You must r eaa the 

"Roving Repor ter." 

tell thi s s t ory 
New Yor.:cr , t hi s 
They had another 
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meeting of small business men, end toe fellow 
goes up t o the chairman aft er t he meeting a nd 
says, " I'm a repor t er, an~ could I ge t a sta tement 
from you?" 

"Sure . Shall I 11r i t e 1 t do·Hn fo r you?" 

"No. I 11 1 take it i n s11orthand." 

" All right, t ake thi s : Pa r agraph . " Tha t ' s the Nay 
he starts . 

So this is: • Par agraph . " 

Para grapa . 

"It should poss ibly be eml)ha s l zed , ho7·ever , t he t t he 
l ess made of the difference be t .1een ne.,ly-mined 
domes tic gold a nd i mported golo in press confer ences 
or public st~ tements , the more effective .<ill the step 
be a s a tria l ba l l oon ." 

I ' d prefer t o s t and on the other . 

That l a st o ne is the only one t na t •s ~ny good . 

Yes, I thiM tne las t one . All right , it's &11 in 
the day's wor k . 

(Gaston returns) 

Herbert , :Jr . Ellio t lhurston is on the -;;ay over t o 
collabor a te. 

Bub! Huh ! Hun l 

(Hearty l aughte r) 

'UliS crowd is good toauy • 

That's for 'the help • 

This is a to1J$h crowd • 
Herbert (l-eis)? 

V/ant t o start somet hing, 

You (~a ston) sounded like an actor then. 
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"The Secr etary of the Tr easury, a fter consulting 
with Herbert Feis (a fter consul t ati on Nith the 
Board of Governors of t he Feaerbl Reserve System) , 
announces t hat gol d acqui r ed by the mints and assay 
offices on and after J anuary 1, 1938, to en amount 
not t o exceed $100, 0JO, OJO i n uny one quarterly 
period , wil l be included in the Harking balance 
of the Treasury, ~nd deposits i n an equal amount 
will be made in the Federal Reserve Banks by means 
of credits t o t he gold c ertificate fund. If the 
ac~uisitions in any one quarter should e xceed 
$100, 0JJ, JOO, the ~xcess balance Rill be held in 
t he J~ctive Go~d uccount . • 

I tllin.< yo~ ' re"\otng to have t oo much arguing , 
Herbert; and you don't say a nything about t3e gold 
leaving t ae country . 

That ' s as is . 

Should r emain untouched. 

That's as is . 

Nothing sai d cbout . i~. 

If you fellows would Jointly und singl y go to Mr · 
Ta lor 's office, I think it could be improved 
be~ore Mr. - the collabor ator arrives . I don't know . 

••e could add • Foreign exports of gold 11ould be deaucted 
from tile inective gold . " ;/e could do tlwt now . 

ou fellows go and look at it, end if you 
~o~~n.~ey back here o t 9 :15 toJ:Iorror. morning, tnen 
you could ha ve t he sta tement . 

We going to b e in my room until t nen? 

Not if I can hel p it. 

All r ight. 
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H.U.Jr: Hello. Hello. 

February 11 19~8 . 
~ : ~~ p.a. • 
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Butterworth:Hello. Good evening, e1r. 

H.U.Jr: 

B: 

H.U.Jr: 

B: 

H.U.Jr: 

B; 

H.U.Jr: 

B: 

H.U.Jr: 

B: 

H.I!.Jr: 

B: 

H.U.Jr: 

B: 

H.U.Jr: 

B: 

H.U.Jr: 

B: 

H.U.Jr: • 

B: 

H.U.Jr: 

B: 

How are you? Ar e you at home? 

Yes I am, sir. -

Have you got a penci l and paper? 

Yes , sir. 

All right . Now Butterworth - Hello. 

Yes, sir. 

Are you ready? 

Yes, I'm ready. 

This is extra,extra confidential. 

Yeo, sir. 

Extra,extra confidential. 

Yes , sir. 

Now, we are thinking ver y seriouslY here. 

I d idn't hear that, sir . 

we are t hinking. 

Yes. 

Very seriouslY here. 

Yes. 
Ot changing our polioy, 1n r egard to steril1~ing 
ot gold. 

Yes, s i r. 
What we are th1nltlng ot doing is this. on any eold 
t hat we acquire during 811:! three 1110ntbs -

on any gold that you acquire durlns any three aonthe. 

• 
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Yea. We will depos i t tb Reaen e. Hello. at. w1 t.b the Federal 

Yea. 

Up t.o an amount. equal 't.O one nuno.red million 
dollars. · 

Yes, s ir . 

Hello . 

Yea, sir. 

On any gold t.hnt. leaveo t he country. 

Yea. 

we will take that. out of t he sterilization fund . 

Yes, sir. 

Now, I '11 any it. once rnor e . 

Yes, sir . 

Gold t hat we aoq11ire , during any three month 
p er i od, up to one hundred million doll9rc -

Yes. 

37..; 

Will be deposited with t he Federal R~eerve and will 
increase their excess reserve by that amount. In 
regard to golc which ohould le~ve t he country, t.hnt 
we will t~e out of our sterilization !und. 

Quite. I see. 

Now, do you get t ho point7 

I get the point. It's a one-way traffic . 

Yes. Now, the thought t hat we have in mind io 
t hat. we are desirous of letting t he world know that 
we want to loosen some of the deflationary brakes, 
which ~e have applied dur ing t he last eigpteen 

months. 

yes, sir. 
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You see? 

Yes, sir. 

And we are hopeful that it wU l have a strengthening 
effect on both domestic and world commodity pricee . 

Quite. 

Now, we don ' t know but we feel t hat this will give 
gold a chance to go to work. 

Yes, s1r. 

And ft'e are hopeful that it ml.ght have a beneficial 
effect on comoodity prices. 

Now, r.hen y~u say some of the deflat ionary brakes , 
I take it that means that t here are ~there t hat you're 

thinking of as well. 

Well, not - well - you know what they nre as well 
as I do, but this i s the onlY step that we have in 
mind for the moment. 

That ' s what I wanted to. know, sir . 

we - we onlY are thinking of this for t he moment. 

:;ught, sir. 

But the reason I ao calling you is this. I would 
like you t.o get in touch with just as h1gb an 
official 1n the Br1t1sb Treasury as p~osible. 

Yes, sir. 

And - we'd like to get thei r reaction. 

Yes. 
Now we know that they 're just ae much interested 1n 
commodi t y pri ces as we are. 

Yes, sir . 
o more commodity minded 

And of oourse they re even 
than moet people are over here . 

Quite. 
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Now. If ~hey could take acme ac~ion possibly 
along the same linea, at about ~he s~e time or 

37.._ 

subeequen~1Y . or have a good word to say if d 
do this, why I think it woul1 hPlp - be bel ~~1 ~n 
getting t he r esul t s t hat we are after, see?p 

Yes , I do , sir. 

You see? 

I do indee·a. 

Now, I mean - supposing we di d this over the wee«end. 

Yes . 

!!ow, U" the British r eaction, t.h is 1e good, th18 i s 
fine, why, i t would show we're covlns 1n t he same 
d irection and have t he same obJective. 

Quite. 

NoV! they migh~ even consi der wanting to do eomet h1ng 
along t he same lines, but, I'd like you to put it 
up to t hem. 

I w - yes . 
And get their reaction. No~ do you suppose you could 
see somebody tomorrow morning? 

Oh, yes. 

Or do you sup)Oae t hey 've a ll gone? 

Ho , I think I could s~t bold of somebody tomorrow 
morning. At l east I Tt1ll try tonight t o see whether 
I can make an appoi ntment for tomorrow morni ng. 

Right. And I will call you again at nine fifteen, 

washington time. 

Nine f i fteen, Washington time, tomorrow. 

That gives you all morning · to work on it. 

Good. That's fine, sir. 
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Now, you want - now it you don't understand it, 
ask me anything that you want. 

376 

No, I do understand it. There ' s a - I should like 
you t o repeat. I want to get a word, r ather care
t ully. It you'~ be good enough to repeat that !irst 
sentence ov6r again. 

You mean in regard as to how we ' re going t o handle 1t. 

That's right, sir. 

Well, there's two things. Any eold t hat we acquire -

Yes. 

UP to one hundred million dollar&. 

That's right. 

Will so directly into the Federal Reserve System. 

That's right . 

And wi ll increase 
amounts, you see? 
dol lars . 

t heir exceos reserv~s by exact 
Equal u~ to one hundred million 

That 1s on~ hundr ed million dollars per a three 
month period . 

Yes. If - if we ncquire t he eol d . 

It you acquire 1t. 

I mean - it's onlY 1! - 1! we buY that much. 

By dollars and cent&. 

you see what 1 mesn? 

I underr.tand. 
Anything that we acquire over the hundred million 

dollars. 

Yes . 

we would sterilize it. 
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Now • 1f any gold sh ld ou move out of the country. 

~uite. 

We would take - we would deeterilize that gold. 

Quite . 

You see? 

Yes, air . I understand. 

It's a sort of a double barrel action. 

._ Yes , I under::tand perfectlY, sir. 

37 r 

~ 
H.:1.Jr: And t he other thin"" i s if d it ·~ , we o , we are going 

B: 

!LU.Jr: 

!1 : 

H.U.Jr: 
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H.!.!.Jr: 

!1: 

!i . !-!.Jr: 

B: 

H.U.Jr: 

B: 

H.l4.Jr: 

B: 

H.U .Jr: 

to do this as of January let. 

As of J&.nuary l at . 

So t hat this would appl,y to this ~uarter. 

Good. 

You see? 

Good . 

Hello. 

Yea. 

You - I mean it would ap~lY to this quarter. 

Yes, I understand. 

So any gold that we•ve appl i ed since the first of 
January. 

yes . 
would be immediatelY deposited with the Federal 
Reserve . 

Right. 
this? 

When do you plan to announce 

well we're rather anxious to do it right away , but 
i ! our friends over there have any good reason 
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why they'd like ue to walt a day or two . 

Yee. 

WhY - and have a good reason, I'd be gl ad to 
consider 1t. 

Quite . 

But we've 
number of 
you see? 

-· 
made up our minds , we've consulted a 
peo, l e and I'm always fearful of l eaks 

Yes, I understand . 

• 

Now, but we think t he sooner we do it t he bet ter . 

Good . 

Now - hello . 

I t hink I un~erstand that qulte clearlY. 

Now the oth~r thing, I believe for t he last three 
days. England bas been selling our stocks , ot 
securities. 

Well now I don't know nbout that . 

Well, we get t he figureo every day, and I was Just 
curious if t here wa s any exple~at1on because f or 
months now they've been buyers , you see ? 

Yes. 
And I Just wondered whY, 1f t here was &Qt;~xplanat1on, 
I mean t he two t hi ngs have no connecti on, J ust be
cause I happened t o be calling you on the phone , 
you see? 

I under stand. 
And I was Just curious 1f there was any r eason t hat 
anybody knew whY t hey wer e - he.d turned to be sel~erc 
of our securities. Not t hat it worries me, but I m 

cur1ou&. 

No, I know. 

You see? 
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I'll - I'll nosey abou~, and see up, up there. wna~ I can p1clt 

Yea. Now I lay great - hello. 

Yea, s1r. 

Oh, this move - of oouroe, seventy five per cent 
is psychological . 

I unders ~an (I • . 

Hello. 

Yes, sir. 

I mean the effect tha t t he ques~ion of ge~t1ng -
~ne peycb~logical effect, you see? 

I understand, sir. 

And i f we could ~top thls downward epirel why 1t'd 
be quite a good ~s work. 

I should think it would be. 

Now I'm not saying it will, but 1t- i t might be 
nelpful. Hello. 

well I shall - I shall put it up to them as soon 
aa I can tomorrow mornlng and l et you kno~ when 
you call me at nine thlrty, your t~me . 

Nine fifteen . 

Nine fifteen. 

Right . And get Just aG hiGh up 1n the Treasury 
aa you can, r.tll you? 

I will i ndeed, sir. 

All right. How are you? 

I'm very well indeed, thank you, slr. And you? 

I'm fine. Goodbye. 
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r ebruary 11, 1938 

I had about 60 seconds after Cabinet to exolain to 
the President the pr oposed change in how we were goi ng to 
handle gold. When I explained it to him he sai d, 'That 
sounds tine . I have been thinking a l ot about it since 
we di scussed it on Tuesday and 1t seemed to me thAt ;}15 ,000 ,000 
a month was only a piddling amount . • 

I told him I was going to put it up to England and 
thnt we ought to have some ki r.d of an answer and t~~t I would 
like t o see him again tooorrow. 

31JC 
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TREASURY DEPARTMENT 

INTER O P"I'lCa COWWUNICATION 

DATI February u , 1938 

, . Secretary Morgentbau 

•••M Herman Oliphant 

For your information. · 

I wee 1.D a conference with S. F.. C. tbie morning from 9 : 30 until ll:30 

on the Genesee matter with lolr·. Wbi.te , President of the Genesee Compaey, llr. 

Lu.die, attorne)' for the Compaey, and llr. IUine , a ttorney f or the trustee 

for the bondholders. A cooperative spirit was ID&Jlifested by everyone with 

no evidence of bargaining nor bickeri.Dg. The tille was spent acquainting 

these gentlemen with the tentE-tive plan we had worked out and with consider

ing minor difficulties which the discueaion developed. The discussion will 

continue this afternoon, and I am to be advised as to the next step. 

Regraded Unclassified



.t.uthor1sat1ona 4a te4 Deca~er 9 u d Dec•Wr 10 , 1937 
t o pUrCNIGo Doe~llor !ax 4ate4 Juu17 ~llla, , , • , 

Pureba••d p.c.,~ar 91 

Del~. Dec. 10 " 1!1lh cb!.e Dee. a:> • o.u~ " $ 3 ,000, 000 

• • • • • Dec. 17. 0.1~ 5 ,000 ,000 -
• • • • • Dee. 16 . 0.1~ 7,500,000 

• • • • • Dec. 18 e O. l M 2 ,000,000 

• • • • • Dec. 16. 0.10~ 4,500,000 

• • • • • Dee. 18. 0. 1~ 11, 000 ,000 -
Dehy. Dec. 13- • • Dee. 16. 0.1~ <t ,OOO,OOO 

• • • • • Dec. 17. 0.1~ 6,000,000 

$43,000.000 

Del~. Dee. 10 - Bllh clue Dec. 17 e 0.0~ - $ 3 ,000 ,000 
• • • • • n.c. 18 • o.o~ - 16,900,000 
• • • • • Dee. a:> e 0.0~ - 2,100 ,000 

Del~. Dee. 13 - • • Dec. 18 e 0.05S 5,000,000 
• • • • • Dec. a:> • o.o~ " 5 ,000,000 

$32,000,000 

To tel Purcha••4 • • • 

• 76,000 ,000 

$ 75,000,000 

Tho f ollowiDt; aeln of 2-1/t!f. TreaiUJ'1 ~nda of 1945 were ~~&de toU~ 
for account redarel Deposit In~aACI Corporatlon , dellveey 
Daem~~ar 16Uu 

$ 1 ,000,000 • 101 27/32 
2,000,000 • 101 28/32 

$ 3,000,000 

Thla l aavn a ~lnnea of $2,335,000 of t he ~ond• acquired on an 
exchange aubaerlptlon to ~· sold. 

Clollnlj auotal 101 27/32- 29/32 
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Febru a ry 11, 19)8 

Excerpt f rom Mr. Oliphant ' s weekly report of 
Februa ry 11, 1938: 

Genesee ValleY Gas Compapy . Inc . Ur . Smith of the 
SEC reports that he had a satisfuctory talk with Ur • 
• laltbie of the New York State Public Service co,.ission. 
v.e understand that &.lr . Ualtbie now takes the oosi tion 
t :1et he is no t interested in t he transfer of ihe iteo of 
~196 ,000 by Pavilion tlatural Gas Company froa Depreciation 
t o Surplus Earnings , and thLt his Commis sion woul d concern 
itself only with the establishment of a fa ir valuat i on for 
and the issuance of s e cur1 tie s of the neYI operating company . 
We are c onferring with the SEC to agree upon a tent <·tive 
pl an for reorgani zation . 

383 
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To: 

Fro·o : 

1 . To\."': llill 

The De~Mra.tic ~·\bel'S or \he. :"!'!' a~ !.:~&I:!S Co:;nt t te o 
c or.tinued t he ir diO!Ctlssion o! tbo !'T<''Yhions ror tsxing closelv l,o]d 

cc rror»ti ons . ·n-:'!n t hoa ne~bers f ir..ttll:r a proaet.ed a wt·t on ~Lotts 
,..c · "l .. t.o:l cp~nd:nents, the Le~islntiYG drnrtcen e:nd 'i:':'"e:t\sury o~tletela 

38 .. 

. .,.,_. asked tn absent th~oselves, rr<~su.'llllbl:t Oft t!l• th~ory of ~rtOYirg 
en;: d•n~er Of l'>e.k=>ze Of infor:lllt10n !"t'!;Ct'<\J D5 t!t~ po~1t1on! Of 1~1! vldiiJ'l 
•f'.L'Ir~ct"a . I 1llta5 . ths r'9 fo!"' , e-nused t(' uee t tFt . es I li..PO artict~ted , a 

f'ull etct e 1,gnt or tr.e d iscussion llT'Il onrud oc tb~ re?!:i t ie}·'!r at noon. 
: .. 1~ . :'nt•\eau t9].11'honed ~'l tb'lt !'J·. ,,ln$on 'LPd CV"P11 it too P..!'d t.od told 
Tot·leuu thnt the inc idAnt conf irMed Hs bollo! t ltl'.t it Is h13 coll•~•\les 
nn1 not t hP clraf t s...,n VJho ol'o trl kintt to tho '\rwspnJ'8r! . 

I •hould t M'lY. thnt t l:e t11r. bill wHl be diRcus sed b:' the tlt\1 
or '+:.he : ·9JS r:n~ :.ee'lS Comrd ttoo i tl ~t=-:ec utiV'" se '3SiO'l ,. .. r]~· 
For o;n .le ~f\!On the Ile:nocre.ts , nt l <'ca t , sPEr.l mueb l."'es in
speedy action thM tl.•:r '\'I~M o ,onth or two aso • 

.,,,.,..,bQrsh1ll 
ne'Yt t•:eelc. 
t .. rP. ted tn 

2. Corgorvtion ta'< l-ur1en 

I have as~ed the OSYi!ion o~ Rtoearch e~d Sta~t~ttcs 
to pr&l'O~ ror you O')<'J!:>rt>nd& e!'d ch'lrte ~a~c~ine the burden ot t axe
tlon UlOn cor

1
:orat1ons l<ith d i t'f e r.,rt inccxJ!'s , In the various industrial 

t;raupa . I have asked the Div15ion al'IO to ; lYe you it3 ~o:r.<-<nts as to 
thP fairne SS of t he present corporatiOn ti'.J< bu.rden BS C OOJl".""d -.1 th 
thAt Ua~s'td upon individuals . ·~:e n0\1 hnve , as !fOU knc-;;, V>Jl"!' co lpl ttt4 

otatls tlcnl tsbles for 1936 t rom tho Stut l stlolll 30c tlon or the Inooot 
'!'?l:r U•tl.t 

1 
whinh can be used as t he basin for the OAnorsndn • 
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H.U.Jr: 

Operator: 

H.U.Jr: 
Rep. Ed . 
Taylor: 

T. 

H. J4.Jr: 

T: 

H.Li. Jr: 

T: 

H.!LJr: 

T: 

( H.U.Jr: 

T: 

H.LI.Jr: 

T: 

H. ~.Jr: 

T: 

H.U.Jr: 

T: 

H.l.I.Jr: 

T: 

H .U.Jr: 

Hello . 

ur. Taylor. 

Hello . 

Hello, !4r. Uorgenthau? 

Talking. 

Sir? 

Henry Uorgentbau talking. 

February 11, 1P~8. 
5-:15 .p . ... (?) 

Yes. Thi s is Ur. Taylor, of ~ol~rndo . 

Yes , sir. 

Say, Mr. Uorgentbau, we ' ve been holding here, all 
day, on tb1s application t or two hundred and fifty 
mi lli on dollars. 

Yes. 

And Woodrem 1s down today . 

Yes. 

And be's going t o drive up, 1n his aut~mobile, 
tomorrow. 

Yes. 
And he can ' t get here before half aft er two or 
possi blY three. 

Yes. 

38!> 

And these minority members of the committee, Woodrem -
not woodrem, I mean -

• Taber . 
Taber and W1gglesr:orth and those f ellowe, and Bncon. 
TheY was - theY say they want to have you and Bell 
ooa e before t he committee. 

Yes. 
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38t 

Now, I think that you could come up here tomorrow 
afternoon tor halt an hour, why we could close these 
hearings up , it we don't why it would run over into 
next week and it will drag out th16 bus1neee tor 
two or t hree days. 

Well , what do t hey want me to say. 

Oh, they Just want to - heckle a little, I tnink, 
that ' s all there is to i t. I don 't think they've 
got any system, I think they - they just want to 
ask a tew questions to mud~ the waters 
1t they can. 

Is i t a public hearing? 

No. Oh, no. 
the 
ott ice. 

Oh, no, it's an executive hearing in 
oommittee r ooo, here, adj oining ~ 

You sec, Bell's away. He'll get back tomorrow 
mornl.ng. 

IVell, he could be here by three o'clock tomorrow. 

Yes. 

And 1! you could come up a little - at that t i me, 
why I think we could cloee this up and then we could 
report by Tuesday. 

Well. 

And get 1t on t he Floor ot t he House. 

I can - you want Sell and oe there at three? 

Yes. At three o 'clock tomorrow attPrnoon . 

Three o'clock. 

Three o'clock. 

Three o 1 clock. 

Yes. 

All right, now -

That ' ll be tims enough. 
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38 . 
- :s -

Now, how can I find out what's been going on tod33, 
eo I can get the background. 

Well, 
heari ng 

All right. 

can give you the l at es t 

Well - I - I - ot course I don't know whether i t 
woul d be all printed, we l l Just a minute, wait 
Wltll I ask 
(aside) He wanted when he can see t he hear ings, 
get the bacr~round, wanted t o see the hearings . 

Yes Better coMe up here and we can tell 
hi m. 

It wouldn 't be printed here by that time 
Ur. Uorgenthau. 

Well, llcReynolds -

What time coul d you come up here and 
Md I could t ell you what 1t. is .· 

Well-

Yes . Come up a l i ttle bi t ahead of time and we 
can t ell you what t he s t atus i s . 

All right. I'll-

Or you could talk t o ur. W1111ams. He ' s been here 
all day. Been on t he ot and all day . 

Well I'll see hi.m in the morning. 

Yes. 

And supposing I come up - half an hour ahead or 
something . 

Oh, yes. Yes, 
It you see J.lr • 
thing. 

Well -

but ~ but that woul d be ell r1.ght . 
Williams, he ' :l. give you the whol e 

You see him tomorrow morning. 

Regraded Unclassified



( 
H.U.Jr: 

T: 

;r. !I Jr: 

T: 

H .U.Jr: 

T: 

'i.U.Jr: 

T: 

ii .!.!. Jr: 

( 
T: 

T: 

H . I.I .Jr: 

T: 

H.U.Jr: 

T: 

H.U.Jr: 

T: 

H.LI.Jr: 

T: 

H. lol.Jr: 

- 4 -

Is - 1s Will i ams going t o bs on t he stand tomorrow 
morning? 

Well, I don ' t thi nk eo. I think t hey got through 
with him. He 's here now. 

Well , I can see Wi lliams tomorrow morning. 

But he - he ' s coming baclt here. 

When? 

3fk 

Tomorrow. Did you want me to tell hi~ that you want 
to see him. 

Well he would - I had - yes, 1! I can ~ b1m ~ -
te~ o'clock tomorrow morning. 

Yes . Well I can speak to bi.m rtgbt no~, or suppose 
I have h1m speak to you, if you ~ant to. 

could - could I tnlk t:> h im a mlnute now? 

Sure. Yes, hold the phone. 
I s that so. 

l!r. l.!arksf1el d 
in ther e. uaybe 
you. 

says they're s till questioning him, 
we' d better wa~t and have h1m call 

That's all right. 

After b e gets otf the stancl. 

All r1g):l.t. And I'll have - Tell Uarksfleld I'll h&~e 
ucReynol ds get 1n t ouch w1th him and find out what s 
what . 

Yes . All right. 

All right. Three o'clock, then . 

Three o ' clock. Yes , s1r. 

Thank you. 

Goodbye .. 
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