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A¢cuJ.ture 
Land Purebaee Policies: FOR aeke Hi4Jr and iiallace 

to diseuse Wallace memorandum with h!JD -
12/2'1/JS . ••... • .•...... • ..• •• ..••... . ....• • ......... 

See alao 1ls.r Coadit.iona: strategic liar llaterlala 

- B -

Banking Legislation 
Foley co=ment on Eccles' paragraph proposed for FOR ' s 

•eecage which apparently recoGmende revocation of 
bank holiday proclamations- 12/JO/JS •••• • .•••.••••• 

Bell , Daniel fl. 
Oelano-III&Jr correspondence concerning appointment of 

Daniel fi. Bell as Deputy Comptr oller of Currency -

12/Jl/38 ••••.•••••• ••••••••••.••••..••••••.. •••••••• 

Budget 
FOR ' s message to Congress 

a) ~r's dissatisfaction with material pr ovided 
hila rroe Treasury point of view expressed at 

9: JO ceet icg - 12/30/JS ••••••••• •• •••••••••••••••• 

b) Seltzer lileo>orandum a t H!lJr's r equest: "Limitations 

upon theory t hat the ""'ictenanee of a high level 
of deficit spending is essential to the eonticuance 
of busicass recovery• - 12/30/38 ••••.•.. ••• .....••• 

c) Cherts used at White House conference ••••••••••••.• 

Business Conditions 
Haas memorandum on sitW>tion for week ending 12/24/38 ••• 
RYJr upset at lack of information presented him by 

Treasury group; feels that Y.bite, Currie, et cetera, 

•have plowed tbe field and now we're all going to 
reap the harvest• - 12/30/38 .••••..•••••••..••••••••.• 

Seltzer memorandum at RYJr'a request : "Limitations upon 

theory that the maintenance of a high level of deficit 

spending is essential to the continuance of busiceaa 

recovery" - 12/J0/)8 •.••••••••••• •• •••.....•••.....••• 
Byrd , Harry P'. (Sonator, Virginia) 

Copy of Eccles' answer to Booton ~peeoh sent to HMJr -
12/28/38 • .•.......................•.•......•.... . ..... 
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Cbina 
Resu=4 of political situation as of September, 1938, 

by McHugb, Assistant Naval Attach~ at Chungking, 
China, sent to HMJr by Nicholson - 12/ 28/38......... 158 

Buck reports: transportation of export products, 
etcetera- 12/28/)8 •••.•.. • . • •. • ..•. •• ••••.•..••• • 

Buck told to proceed t o Ha iphong to st udy movement 
of freight over French Indo-Chi na railroad -
12/ 29/38 ......... ..... .... .............. . .. ........ . 

Report on Yunnan-Burma highway, with pictures , 
et cetera , sent to Chen and lat er given t o IBI.Tr -
12/'JO/ JS ......................... . ........ . .... .. . .. . 

Henry L. Stimson-HUJr correspondence concerning 
correctness of Treasur¥ point of vi ew on credit 
to China - 12/Jl /JS .••...•.•.•••••••• • ••••••.•.....•.. 

Chen 's New Year's letter of gratitude - 12/31/38 ...... .. 
Austin C. Brady (A::>erican Consul at Rangoon) o:ecoranduc: 

"China' • sea route t hr ough Burma" •••••.•.••.••••••••• 
Commerce, Department of 

Ha~~2~hs~~-~~~~~~~~ .~~~~~~~- ~: -~~:X:~~~~~.~:~ -~~ .-
Comptroller of Currency 

Delnno-ln.trr correspondence concerning appointment of 
Oanisl \\ . Bell as Deputy Comptroller of Currency -
12/31/38 . . . . . . . . . . . . . . . ............... . .... . .• . ........ 
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Eccles, !l.nrriner S. 

78 

105 

157 

195 

222 
225 

230 

133 

220 

Copy of le tter to Senator B~'J'd, answer inG B.)T(i ' s address 
in Bostoo, sent to IUIJ'r - 12/28/38............. ......... 109 

- F-

Finane ing 1 GoYe1•nment 
Reconstruct ion Finance Corpor ation: Postponement of note 

issue until April or May sugaested by Eccl es -
12/28/38 ..... . . . ................. . ............ . ...... 0... 1.35 

Fiaool and Monetary Advisory Board 
HMJr assures Delano he thinks minori ty views expressed 

to FDR are perf ectly proper - 12/27/38 .................. 49 
France 

See War Conditions• Uonnet Aviation Commission 
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Gamer, J ohll !lance 
Talle HMJr of deep interest in Fortune article on 

Treasury; rltb l!M.Tr hopes to balance budget; 
contused by Eccles' philosophy- 12/29/38 •• •••• •• ••• lS8 lS6 

Great Britain 
See Stabilization 

- H -

Hopkins , Harry 
See Commerce , Department of 

Boueing 
Central Housing Cou:llttee: Peoples' progress report -

12/28/)8 . .. . . . . . ................... 0 ••••• 0 •• • •• •• • 0 • 

- I -

Internal Revenue Laws , Codification of 
!Wr consults Magill as to position when he was 

Under Secretary- 12/28/38 ••••.•• . •••.•. . .••.•••••. . 
Question of absolute and prima I.!£!.! law discussed: 

Foley wishes it to be considered ns prima facie 
law - 12/28/38 . . . . ........ . ... . ....... . .. . . . ... . . . . 

HUJr's letter sent to Senator Hnrrison (Chairman, 
Joint Com3ittee on Internal Revenue Taxation) 
approving as nrima ~ law - 12/28/38 •• • •••• • ••••• 

- !( -

Kine, lllliiam B. (Senator, Utah) 
Bees ~r not to resign- 12/28/38 .••••••••••••••.. . •. • 

- R-

Reconstruction Finance Corporation 
See FinancinG, Govemment 

- s -
Silver 

FDR tells IIIIJr to extend same price on newly-mined 

131 

58 

125 

141 

74 

domestic for six months- 12/28/38.................... 75 
Spain 

Treasury aaain suggests ca.llin8 1\endela ee counsel for 
tbe LoJ&liets - 12/28/38......... . .................... 124 
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Stabilization 
Great Br itain: Butterworth givoa reaWDd of conversati on 

with Sir Frederick Phillips• very poeaimistic -
12/28/.38 I I I 0 0 0 0 o 0 0 0 0 0 0 0 0 0 0 0 I 0 I I I I I I I I o I I o I o o o o o o 0 I I 158 

Surplus Collll!lodities 
See l'lar Conditional Str>ltegio War Materials 

- T -

"TbOI!lae bill" 
Pr oviding for direct appropriation for the purpose or 

acquJ.ring agricultural surpluee&-
See l'iar Conditions: Strategic •ar ll&terials 

Treasury Bulletin . 
II!.!Jr again pleads 1fith Dllffield to get out a &&e]>l.e 

copy and a scertain the price thereof- 12/28/38 •.••• 

- w-

liar Conditions 
Strategic •.vo.r Materials: Taylor memorandum of discussion 

i n ~olles ' office on possibility of bartering surpluses 
for; Wallace not informed of FOR ' s appr oval of so-called 
Thomas bill pr oviding for direct appropriation to 
acquire stoo~ piles - 12/27/38 •••...• .....• •.•..•.•• . . .. 

France: Monnet Aviation Commisston: 
IGI.Jr tells Bullitt Lfonnet should not usc private banking 

house as r epresentative; does not like selection of 
Sullivan and Cro-.nwell as legal advisers - 12/27/38 .••• 

Conference; present: ~r, Taylor, Caston, Foley, 
UcRe}~Olds, and Duffield- 12/28/38 .....••.•.•••...... 

e) Canadian formation discussed 
b) Finencial aspects discussed 
c) Situation at Procurenent discussed: 

Plenes on which deli very can be promised 
are not "anted - - they ITMt a fast bomber 
and fast fighter, neither or whi ch is yet 
in production 

l'loodring and IL¥.Jr contor; HWr feol5 tllllt to put him 
on record a s guarant eeinu thnt French can pay for 
plene& is put ting him in nn impossible position -
12/30/J8 ............................................. . 

1\'endela, Paul 
See Spain 

22 

38 

118 

\ 
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TREASURY DEPARTMENT 

HEADQUARTC:A$ 

UNITED STATES COAST GUARD 

WASHINGTON 

Dece,.lber 24, 1938 

"'r om: 1:r. Ca."!Pbell , none;':on;; , China . 
To Secretary or t he 'l'r<lasury . 

11'1 / ti; 
-'t/ 

! :ossaee from ;>r()f'essor "'ucl< , do.tod Chenztu, Jece;nl>er 2 . 

Several 41 ::.a.:.chon reports dela;;ed in 1B1ls. Cne inportant 
·~~or.>l p=odicted Ja,an9~9 o.tto.c~ o~ corrnL~1co.t 1ons r.est :anchow vio. 

··on:;olia or ;;1nghs1a and believes it can be :l'Jccesetul , o.lthou;;h he 
sa:;" mro vi tal blon to Chi= v10ul<l be o.tt!lc!r on ':'u.'18n:a., ~ thence 
to 'ilnchuns in ::louth Shena! . Jap:>.MOO t oot or '1\m:;:rna~ defenses :>hOT/ 
Zlll neso dotonsos atron;; and o1tuot1on &till to.vori,.; China . Chinese 
f ear Jo.pa.~eoe attack nill be o.ldod if Yellow River freezes . Szechuan 
l oyo.l o.nd covernor co:ofident or dofonees , but rorolc;:> hel:p and v:o.r 
supplies urgently needed. Governor ex1>rosoes thrull<s f or .\l:l~rico.n hel p 
nr.d hopos rurthor assi::>tancc por91blo. 

1 
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Decamber 37, 1938 . 

UEIJO!UNDUU J'OR 

THE SECRETARY OF 'niE TREASURY 

Wil l you and Secretary 

Wallace talk with me about thie 

after t he next Cabinet meeting? 

F. D. R, 

,.. 
0 ·-~ 

·-: 
-:: 

"" .. 
w -: 

8 EO "' 

5 

' 
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The President, 
The lihi te House. 

!.tJ denr lJr . President: 

DEPARTMENT OF AGRICULTURE 

WASHINGTON 

Dectmber 21, 1938 

Since our talk with you an Sat\ll'dq 11:0rn1.ng " e have been 
t.b1nk1ng about the ~e in our land purchase polic:.ies which 
would take place m der a 117st&m of bookkeefdn8 that revealed 
fedarel assets a s well a s liabUities. This would enable us to 
mnke odjust..ents within agriculture 1110re r apid:cy and UJlCil a basis 
"hic:b probably would gain a wider public: acceptance. A few ot 

6 

us in tbe depertaent have been thinking a great deal aloog these 
lines for some time. We feel thet a triple budget eystem bas \ 
definite odvantsges over a dual budget eystem. In our discussions 
we lulve thought of t he total budget as breoking down into the 
following three categories: 

1 . An annual operating budget for nan~recoverable 
e>.-penditures incl uding amortization charges on 
sooe types of fixed investments . 

2 . AD inves tDent budget for r e coverable a esete 
which 1r0uld be aelt'- liquidating. 

) . An investlllellt budget for tangible assets which 
would not be inc0118 producing nt tbe time of 
their acquisition even though they lligbt increase 
in value through the years . 

We can make a great many in'9'8stmants in recoverable assets . 
Both tenant purchase loons to faraters and purchases of good land 
which can be subdivided and l ea sed or sold t o tenants fall in t his 
category. From twenty to forty percent of the money used for this 
purpotM goes into construction or rep:Ur work which creates employ
mont nt practicaJJ.:y no net cost to the government. Loons for water 
f acilities end rahabllitetion ar~ trOll sixty to eighty percent 
reco'nn'abla. That portion of these locna UDdoubted:cy should appear 
in this budget. Soce areas ot sul:carginal land which can be leased 
to fanoers for grazing purposes and - tracts of .,_,.,rcial ti.aber 
l4nd in National. Fnr1!st areas also tall in this 04tegory. kA:y 
fractional losses in inves tments of this sort could be taken care 
of b)- charges to the annual operating budget. 'lfe feel that the 
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clcaoificction or certain investment s aa r ecoverable assets should be 
done upon a vsry canservativs b<lsia so as to maintain the integri ty of 
the budget for self-liquidating ascots beyond question. 

The ereat maj orit y of submarginal londs and fore s t l ands of 
the t ype now being bought, however , foJ.l into the t hird budget claos1-
fic:. t1on . They l'lill not be income-producing in the b<lnking sense of 
the term at tbe time of their ccquioiti on, although lliBIIY of them would 
becomo oo in the fUture . Cut-over f orest arena pl~~nted to trees are a 
aood OXAIIIple . Lends for the protection of •lildlife, Lends purchased 
in connection r.ith flood-control work, o.nd lands f or migra tory labor 
caaps f a.ll in the same category. It would aee1:1 to be sotnd acco\llting 
practice to ll.I:IOrtize such invest::lento 1n lo.nds end labor expe~:~ded <Ill 
their devclo);Cellt through yearly charges to t he annual operatine budget. 
\':e definitely feel t.h:lt this is preferable te any specific i ssue of 
bonds egal.nst such specific properties . 

An enormous expansion in our variou:J land purchase progr~ ia 
posaible und con be j ustified. Large numbers of men can be given use
ful work developing s uch properties which will add to t he value of 
thooo assots . Tbeir proper segregation 1n ono of the investment 
budcets would assure the taxpayer t hat his money he.d gone into the 
type of capital inves tment v1bich ho , himoolf, 1n his own priva te financing, 
would have amortized over a period of years . 

If you care to do so, I should be glnd to discuss this matter 
fUrther wi tb you .• 

Reo pee tfUl1y, 

Secretary 

Regraded Unclassified



TREASURY DI!PARTMIENT 

To Seore\aJ7 IIOJ'IU~ 

....... 'f. B. lla4lq 

A Wrt m i g at th• m em•=\ t'9N1\y 

Mrpt fgr tht qtk tp4iy Dtcw)tr at. 1?3@ 

fbe ilara\ for f .... au..,. o'lllipUoaa waa atl'ODC ~ouch""'' \ be ,..k. 

'f'bere wu coocl. cleencl. f or fl!Ann l!opde ... peo1al17 \be lonpr \era heua. 

B&Jlka ware the principal llooTere al thoacb aaaa 1Jl...raJ>Ca COIWpUI7 ~ •• 

alao reponed. .U thoucb ~era wa a aaaa MlliDC oa fv.aocl.o;r, Daee'ber a:>, 

oftariQCa ware r...Ul7 a'baorllacl.. f rea8UJ7 D0\11 ware &lao i ll cl.een4 lllit 

(emluci.J.QC \be parebeoeo 'b7 \be J a4aral lle.oana for S,.a\e AcOOWl\ r.........,. 
bill replac•en t) ware b. eallar 4•aD4 than 'bollb. 

8 

Prio11 of :rmnn bppcl.e were UDChaQCacl. to 7 /3?:rltla hicllar f or the wHlc. 

!he lonpr maturlUaa ollowecl. the creataat pi.u u a croop, &lthoach acattara4 

ileuat in \be ollort aacl. 1Dhllllecl.ia\a hllll area ,...., up 3 to 6/32Acl.e. frea!V7 

!!2!!_ pric!l allowed piu ao hip aa 13/32A4o, \be ..,,rae- for -t.lrl ua.-

on r tllraa 71ara 'ba4.llc up 8/32Ab. !hue lazse piu ill frean17 DOha caa 

be attrt'bo.U.cl. ill larc• part to the faot t hat the llao•n• Baal< pal'Ohaaecl. a 

total of $36,904,000 Traan17 noha lblriD& the .... lt f or replac•aat of 

TreAtuJ7 bill ... turt tho. Pric11 of Cll.lrcphd gbUg\l.gpa were UDChancecl. 

t o 4/33ncl.a hipar. 

A• a rtnl \ of the li'Hlcl a ohupe. sy utreg prlot of ell freprz 

~ conUIIDM at •rl- lnah wb.ila \be fha loQCeat •turUiea clooecl. 

about 6/3a»4a a 'bon \be prniou recorcl. hip of laat Oc\ol>er. !be a4,to.IW4 

an,.... of !reaau..,. DOha -t.lrlDC f,_ ~ to fin ,.aan cloe ... wit.ld.a 3 

or 3/3a&cl.e ef \be hip lnah att&l""' lae\ hM. 

Regraded Unclassified



9 

J)Ml•n' pqrtta1ioe 

DMJ.era• bolUDca 1Jl COTUID ... t obllpUona otller t.ban !rea~ 'billa 

allowed a ut decline of $41 a1111 on for tbe nell: ... 4111« Dec•ller 3', 1938. 

'!'be moat aico1tlcent ~·· were redw:tlou of $23. 15 al.lllon in Trea~ 

not11 uturtng i11 1 to 5 TMra, reflectlDC uinlT u.lea to tbe !ederal 

Resern llank, and $11.9 million in !rea~ 'bondt. An lncreaae of Trea~ 

oill bo141Dce of appro:dmate1T $25 a1111on repreaento tbe poal Uon ot one 

dealer and 1a apparent}T a hapor&J7 ooed.l tloJI. 

( iJl al.lliona of dollan) 

Ho14111Ce l!o141a«• 
Dtc , 17 Dtq , at ''' Qbern 

Treaw.rr oondt 34.2 22.3 - 11.9 
TrMIIU%7 not11 (1 T .. r) 43. 7 ~.3 - 3.4 
Traaeur;y no tea (1-5 Trl.) 18.7 _..8 - 23.15 
TraaiiU%'7 '111111 0 34.8 .. 34.8 
H. 0. L. o. bond a - 1.5 1.0 • 2.15 
r. r. u. c. bonda _L! 3, :! - 4 9 

103.5 87.1 - 16.4 

nonul 4&117 anrace. 'fetal dellT To1- -• arpproxilate1T $110 al.lUon, 

ot which about $60 al.llion -• 1n !rea~ 'bondt. 

•n Stcrar1tt I•ne• 

Corporate aecurU;r iuuea totaled $41. ~ al.llion.ot whicb on!T $4.7 

•1ll1on -• tor new capt tal. J. $1.6 llli111on aerial note laa'11& of llal.lw&T 

!J<pr11a 4ancT waa taken rea411T liT the urket and roae qul.Cld.T to a 

prei1D. !be aarket, ho""er, co.ntlanea a 11 tUe hell tant on tbe lOD«&r 

corporate bond offerl~~«&. J.ltbo"acb a $10 al.111oa 3-l/. 28-7ear firat 

aortpce 'bon4 of Ooll-r• Power Corporatloa, rated J.J. liT llood;r' a, 
1t 

appaared to 'be coiDC well at fint/bae -...et a.....m.t a1'QCC1eb at the 

offered prloe of 104-1/ 2 &ll4 1a - offered 1eea 1/4 aJ04 1114 1e .. 1/2. 

\ 
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Corporate lgp4 M•PF•t 

The corporate marlcot ahow-.1 rather al.xe4 tc4enc1eo durla& the w"lt. 

Bisb 1ra c!.e io.ueo were fractionall7 otrolll8r while oecon4 grade bon4o 

wore unchanged on aTerace, w1 th the appearanoe of a alight reaction to 

lao t wook 11 otreQ&theniQ& in thio lf'OUp, There Wal DO definite tree!. 

although oome of the better 1radl u t i litieo reached nn bigho &nd the 

nil!> IJ'&de iiiUU bettered t heir priTiOUI bip liTelo. i'orlilll bondl 

continued irregular. !be bette r 1r1c1.1 lurop..., 1oouea were ot ea4J but 

I l.al1M and Gel'!IIAn bondl wer e under proowure and 1oft. l!cewe4 wealr:nooo 

aloe appeared in .Argentina and Bruilian hondo. 

lt4tfll Rteery• Srattm •ecgupt 

In r eplacla& ita hold111.18 of $-U, 290,000 matur111.1 Dec .. ber 2l 

Trenour,y billa, tho l!eaerTe Bank purchaoed $27,610 ,000 of the new 

!larch 22, 1939 Trea11117 blllo, $3,876 ,000 other Treaeury bilh, and 

$12,904,000 of 'Oarlouc Tree eury note leoueo. 

In anticipation of the aaturiQ& of lh holdla&• of $48,544,000 

Dec: .. ber 29 'l'reaeury bllle, the l!ooerTe Blllk bao purchaoed $18 ,000,000 

of the now !larch 29 'l'raa11117 bill• and $23,000,000 'OilriOUI Trea.ur, notoo. 

S'rMfQP Iny••••t 4CS9J1Atl 

There wore no oaleo made on tile 11111' Tork 11111rlcot for innotment 

account durllll: the period Deo .. bor lll throUih Deo .. ber 23, 1938, 

Howenr, pu.rchaoeo of long hl'lll Treaoury hondo woro IIIAde ao follcrn 1 

.Uhn Proper~ JN.reau $ 3)(),000 
Secretar, of 1~/c Oo'Ot, of 

t he Cotluoll1l'eal th of the 
Philllpin .. 

'l'o tal 
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Ia aci4UI.o• \o \be •"'"• ~11>1\ \rauaoUou, $1100,000 - I.~H\_. 

1.1> ';$ 19"lal fh~Joor troonr, 110\H f or ..,_,, of OoYon.ea\ LUo . 
a81U'UC• J'wa4. 'fllie !.,.... .. ...,., 'trl.1111 ~. \o\&1 epeol.al 2 11 lloU 'tJ 

\bl.l aooO'lJl\ t o $4,600,000. 

11 
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fn'f C. Jt. n!IJICIRAM RliOJII'YD A! !101 CHiliBU lll11"98Y, ~n:D OlltJIIDIG, J*, a'P, 1918 • 

.Addran1D1 a -•Una at the Central lrDotill\al Ba .. qur\ara 
on ~oembar 26, Ganaral1aa1mo Chiane Kai-abek daaor1~a4 \ha ata\e
ment or t he Japan eae Premier Xonoyo on Dooembar 22 aa e\ark expo•• 
or t he Japane se i nt r t sueo eioecl at polit i oRl d i smember went of China. 
1'he Goneraliaaimo ompha:wce ll,y deolar ed t hat th e l ates t ofti oial ~ 
uttaranoaa f rom Ja ~an ;s~~~ Chi noaa ~eopla deeper un4ar-

f • IJ ~ ehndins of t he J a:Panet'· 4ewns,~~d f urt her aolid if led \heir < M _ .., 
determioo t 1on t o fight~~p~ ~·~without eurrender or ooJQroa1ea. 

e ~ Q "" Referrine t o llr , Wens i1'Jii-wa1 •e depar ture f r om Chunskilll, \ha 
Oenaralieatmo aaid that llr. Wan1 left f or Hanoi (Indo-Ob1na) f or 
aedioal treatment. There ware howeYer r umorB abroad alla11n1 that 
Mr. Wans mad e th e trip on behal f of tho Ba\1 ona1 ¥1l i t ar.y Couno11 
to diaouu poaoo tarme with Japan. "Ther a 11 no ahred of JuaUflaa
tion f or aucb report. ~. Wan1' • J ournoy ha& no aliBhtaat oonnao\ion 
with tba ¥111tary Couuo 11, nor the Central JWomintanB, nor \b.a 
Iational GoYernl!lent. !he eahblialwent of Aeia DaYelopunt Bureau 
and the adYooaoy of Xaat A81a bloo or Bew Order ln Saa\ Aala by 
the Japanaaa raYaal t o \ ha ai~aat detail of tba Japaeaaa 4aa11D 
to oonquar China. Bow tba Ch1naaa people knowi nl the i ... aa a\ 
•taka will abarlah no idea of a oJIProataa with .Tapan, banaa tba 
Y1o1oua r uaora t he .Tapanaaa apraad are not wortb7 of ouz at\8Dt1on. 
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TO 

r ROM 

SubJect : 

TREASURY DEPART MENT 

INTER OFFICE COMMU N ICATION CONFIDENTIAL 

Becreta~~nthau 

1.1r. Ha~ 
The Business Situation, 
Week Ending December 2~, 1938. 

Conclusion~ 

(1) 

DATE December 27, 1938. 

I ndustrial production during November reached en eooroximate 
balence with demand , as confi~od by three i ndexes-- basic 
demand , consumer buying, and new order s. From t hi s point on , 
business i morovement i s likely to be slower and more susceptible 
to setbacks , since it must be besed on en i mprovement in the 
level of demand. 

( 2 ) 

Commodity prices have declined turtha~ though evidence of 
more stability has appeared in sensitive prices during t he past 
few days. While an improvement has occurred in the French 
internal si tuation, and steel producti on in Gr eat Bri tai n con
tinues to riee, an increasing apprehensi on i n the United States 
over the possibility ot a new war scare in the spring has r e
sulted from the poli tical tension between France end I taly and 
the expanaion of German control in eaatern Europe . 

(3) 

The prospect of some setback in business activity early i n 
1939 ao"lenre i ndi cated by the current level of new orders tor 
steel, and by the feet that textile product ion during November 
was in excess ot basic demand. 

Producti on has reached adJustment with basi c 
demand and volume of buyi ng 

The rise in the FRB index t o 103 i n November places i ndus
trial production in approximate adJustment with the level of 
demand. Our comoos1 te i ndex of basic demend (See Chart l) 
rose somewhat further to 103 in November, as compared with 100 
in October. 
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Amo ng the leading industries, as shown in t he lower section 
ot the chart, the ehnrp increase in basic demand tor iron and 
steel arising largely trom the e.lq)ansion or automobile produc
t ion duri ng November will be noted. Iron and steel production 
has increased even more rapidly than demand, however, and now 
sli ghtly exceeds the baeio demand level. 

In the textile group, production during November reached 
8 new high tor t h e year, after a setback during the two previous 
~ontha . The sharp oroduct1on increase , however, has not been 
tully supported by basic demand, which has increased only 
moderately, a nd production now is in exoese or the demand level . 
This ract, together With a decline in new text ile orders during 
No vember and early December , suggests the possibility or some 
setback in textile produc tion during the next tew months. 

The basi c demand for automobiles has tended to level out 
in recent months , though November showed a slight rise . Auto
mobi le proauction i n November did not oui te reach the estimated 
demand level, but oroduction has increased further during 
December . 

For convenience in comparing the trend or indus trial oro
duction wi th our three indexes or underlying demand -- the index 
of basic demand, the index or consumer buying, and the index or 
nel'l orders -- we have brought the t hree together in a single 
chert . (See Chart 2. ) It wil l be noted that all three point 
to the same conclusi on : t hat industrial production in t h is 
countr y during November had reached an aoprox1mate balance with 
demand. 

Throughout the peat half- year, the r elat ively high level 
or demand e.s ro mp11 red w1 th production has been a powerful f or ce 
1n raising the level or production. From this point on , business 
i mprovement is likely to be slower and more susceptible to 
setbacks, since it must rely upon i mprovement in the ba eio 
level of demond. 

Emoloyment end oeyroll s lag more than usual 

While factor y employment during November showed a smell 
i ncrease over t he October figure, the BLS employment index 
r i s ing 1 .1 pointe t o 90. 6, the trend was distinctly disappoi nt
ing as compared with t he recent sharp im"O rovement in industrial 
-;: roc!ucti on, showing muoh more than the usual l ag . This has had 
it e eff ect on f actor y oeyrolls, which improved but slightly 
during November. 
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The greater t!lan usual l ag i n factory employment Md 
po:rrolls may be due to ·a combination of three factors : 
( 1) The inc res se in industrial production may have been 
la rgely concentrated in industries using a relatively small 
~~~oortion of labor; (2) the increased unionization of labor 
in industry , together wi th recent national labor legislati on , 
~ay 3ave re sulte~ in increased mechanization of industry end 
.aore efficient use ot labor by employers in recent months; 
( 3) the sharpness of the business rise mry have retarded the 
usue l adJustment of eJoployment and poyroll e to production , as 
·vrs apparently true of the r api d 1921-22 recovery . 

Tho orice situation 

The BLS all-commodity price index tor the we~k ended 
December 17 continued to decl ine, reaching a new low tor the 
year of 76. 7, wh ich was the lowe£t since December 1934. (See 
Che rt } . ) Raw ma teriel orices, Principally agri cul t ural 
oroducts , showed a greater decl i ne than either semi-Qanutectured 
or f inished products . During the current week, sensi t ive com
modi ty ~rices have been stable w!th a rising tendency, coinci
dent with some improvement in sterling exchange. 

Forei5n influences at present are two-sided. On tr~ one 
h~nd is an improvement in the French situation, with a restora
t i on of internal confidence aPPar ent i n the share imProvement in 
~rench security orioee . In Gre~t Britain, steel-Production 
durin~ Noveciber showed a further slight increase, despite the 
•t.ort month, following substanti al increases in September and 
Oc tober. 

On ~~e other hand, increasing aporehension is apparent in 
the United States over the Possibility of e new war scare, per haps 
l n the early IJ? ri ng, a s an out gr owth of the Political tension 
between Itely end Frenoe end t he rapi d exyansion of German con
trol in eastern Europe . This has doubtless had some effect in 
meking business men cautious in pl s oing new orders and in mak-
ing long-ter.n business ~lens . 

The t rend or stock prices during the next tew weeks mey 
provide an im?ortent indication of the trend of business during 
t he first halt ot 1939. Scce setback in business during tbe 
first oua rter of 1939 has apParently been already discounted by 
stock Prices in their recent decline at e time when business was 
rsoidly imProving. 
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The steel outlook 

Steel activity t his week again showed a greater than 
seasonal decline , the drop or 5· 9 pointe to 51. 7 per cent of 
caoaoity representing, for the aeoond week in succe ssion, a 
l~rger deol ine in points than in any or the previous tive 
years. The volume or new orders in the past two weeks, at 
45 and 46 oer cent or capacity (Bee Chart 4), suggests a 
continued low operating rat e during January, accordi ng to 
oest exoeri ence. Unless an extraordinary demand ror steel 
should develoo, which we cennnot now foresee , the FRB adjusted 
index or steel production in J &nuary seems likely to drop to 
75 or SO, as compared with an index or 112 1n November. 

Increased buying of steel by the r a ilroad end construction 
indu stries in 1939 is eT.pected by the steel t rade . It is also 
believed that t he aut omobile compani es will take on ed<U.tional 
~uentities or steel during J anua ry , depending upon the trend 
o! retail eutomobile sales. General Motors ' retail sales 
t urned downward during the firs t per i od or December, several 
weeks l a t er than t he decline in daily average sales began 
l 11 st year. In 1936 , however, salsa continued to increa se 
through December. 

Current busine ss news 

Our weekly index or new orders (Chart 5) remained at a 
rels t1vely low l evel during the third week or December. A 
small increase wa s shown over the figure tor the previous 
week, l a rgely due t o some i mprovement in text ile orders. 

The New York Times adjusted index tor the week ended 
Oeoember 17 declined o. 7 point from t he year's high figure 
ot the orevious week. Electric power production established 
& new all- t i •ne high, surpassing the previous record made in 
1937 , but the increa se was lese than the calcul ated seasonal , 
and brought a decl ine or 1 . 0 point in the adjusted power index. 
Steel ingot oroductlon, and both oarload1ngti figures , showed 
gr ee t er th&n- seasonal declines, while the adjusted indexes or 
eutomobile production end lumber oroduotion end cotton mill 
eot ivity were moderately higher. 

ror t he week ending December 24, two components or the 
New York Times 1ndex will show substantial setbacks. The euto
~obile oroduction index will decline r rom 96. 1 t o about 50. 3 , 
while the steel index will drop f roc 9S, 6 to about SS. O. It 
shoul d be emphasized , however, t hat year-end movements provi de 
no dependable indication or t he bueinasa trend , owing to t he 
irregula rity or seasonal influences. 
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TO 

TREASURY DEPARTMENT 

I N T . ,lllt O P'P'IC.II COMM U NIC ATION 

~ec,ctary ~gcnthAu 

1:r. 7aylor 

' I 

4 
DATC Deoemb6r 27, 19116 . 

At the meeting in ~W!lllor " elles' office th1e tornirlg the dieouaoion 

o~m· tol on the poeeibility of bar tering a gr !oul t .tral surpluses for atro to~;io 

.l!lr l'llterl&Js . As the oonver Mtion developed it '''" apparent that Seorotary 

~l lr oo h~d not hea r d of ~~e so-called Thomaa Bill which pr ovided for 

<'~r.,ct &?Dropriati on f or the purpose of acquirin~: etock piles o.nd ""'' not 

rrr l l lc.r .n t h the feet thAt tho i'r e s:dent hod ~"Cdicated his a~·proval of 

t .is proced we , Thor o '"'" aoe question, in a •ld\tion, in the mincle o f t hose 

prc eont as to whether t.ho Thomns Bill sho ! ld SJpor oode entirely any bartor 

attc pta . Secru tv r y -allaco briefly descr ibed tho convorsotiona whioh had 

ta<on place r;ith repruont••tives of the Procure:ocnt Li..-ision and de scr i bed 

the arr lillge::-.ents 'Nil 1m co 1ld be narie for storage of surplus products tor the 

nor:.lll\1 benefit of the Fodor a l ~·•rplus Co=dity Corpo:-atiext , 

The con•t e r s ntion then ohi tted to genernl policy in Latin ;morioa i n 

.Jhlch .. eere-tt. ry '','nllac o wno f or o.ggr essive aubo1d1 tation, et cet era. , \n 

"'r ,! r ";n e a.Jse es much t roub •o as possibl8 for tho totali ta ritl.."l :s tatoo • 

• n:~C'U : objections were 11 vnnced to alcost evcrythinO> except the credit 

Ofpr O<Ich rnn I r ot th8 i""'re .. l.on t hnt the ' tate Cepertr..nt ""4 eq>heohi~ 

he r &entine s i tuat ion aa being an ~~dlato pr obl em Rhich nust be fao ed 

r o, liaticnlly in the rom or " trade ag r eement and t m t t hey ,·mre putting 

o lito 11 lot o f hellt on Secretor y :inllac& who hill protty eona i ctently baol:od 

22 
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o.~~t~y from an l.rt;ontlne t r11<1o agr eement for pol1t1onl rensons, 

t 'he discusoim then shift ed to n uoation of credits and Sumner 

,o l leo e.a~ed r.e to explain recent developments . I tol d him that oon.-

• ldonoble e:phasis had boon g iven to t ; ia as a roo lt of e uostion that 

J.nC boer. asked yo ·.1 at e. ?'r oaa Conf'e renee o.nd thf\t we had been endeavoring 

t.o lcoop t ho !lBttcr in its proper focus , llo th en r efer r ed to t he f not 

'·t.ot ho hnd not ns yot r eoo iv ed " legal opinion !'ro111 Hert!IIJl Oliphant on 

'lo •estion of :lhe the r thh Gove rnment had tho power ·to l:lllke dir eot 

loano to forei<>D ~;overnr.onts , and t hl\t he aseunod that on account of 

. '"""" '' illneS& t ho op inion he.d !lot been ~ortheor.i"> • I said t hat ~hat 

.ma tnr.!;.:es t icnably '"he CA.IO but t.l-Jat ,,he roo a 1 co tld not render e. logf\1 

npinion , t!mt MY iltlpr"~UIGion ·tas t, .c.t the Anawor wo lld be t:J-nt there wero 

no ll'd ':&t io:ts or tho typo 'lhioh he descr ibo<l in tho n~t'10 rity of tho 

. :<por t - l>JPort " ank nnd rol't'.ndod hin af tho fnct t rnt the fi r st crodit 

1hlo!1 h& Mo:l I had holpod to set up .;as to tho Cuban :;overno:ent , i!e odd 

1 ns sec:>red by nilvo:· oollatornl. I uld novorthalos& : felt tl-at t here 

,.. • no re~•irenent 'lhich lnoioted on collntoral . He ':Jlon stated thnt if 

tho .ov~r:lJ ent entored l nto any ser i es ot a.rrangnn:lnts vlnic.h provided for 

t:'to dir nc ~ extension ol' c :•od i t to Lntin ll.,,.,. rican Govorn:ronts that th e 

•ork or t:,.e ,(h inistr &t 102. f or th e P"-6t !!X yea.re · .. o!.!ld cor.e to nA1.l(;ht . 

1 ~hen .:ent on to oxpla i.., so,..e of the gem r al t ypo of cooper ation .mlch 

•·• h<.~ con~eo:plnted r":d he aoened to agree thoro~hly •rith that typo of 

endrn·:or , I do ':Jlinl< it wi ll be well to c lnrlfy 1!1is s i tuation ho\'lovor . 
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TREASURY DEPARTMENT 

PROCUREMENT DIVISION 

WASHINGTON 

December :n, 1938 

i.:KIOIWlDlllol FOR THE SECRSl'Afti: 

Subject: Report of Price Control Conference Held 
23 December 1938 

24 

A ~eeting of the Price Control Committee was held in the office of Ur . llorria, 
Attorney CeneraJ.'s office llt 3:30 P. 11 . , December 23 with Jlldge !~orris presiding. 
Tho follo·ning were nlso present: Judge Townsend, tlr. Fowler, llr. Bell 1.\1\d l~r. 

Holzoff of the Attorney GeneraJ. •s office; Dr. Ezekial, Ur. Appleby of the Depart
:~ent or Agriculture; IJ.r . i.teehan and r.!r. Everett of the Department of Comoerce; and 
Co=nder Foster as repreoentlltive of the Director of Procur8lllent who was in 
attendance at another and 110ra iaportant •eating. 

Judge Towrnsend presented a final report upon the legality of the three price I 
c.>ntrol measures prepared by Dr. EzekiaJ., Mr . L'veratt and i.!r . lieehan following their 
reoort of 21 ~ovO!llbor 1938 . Judge Tormsend 1 s brief holds in substance that under 
existing statutes the legality of the measures proposed is questionable; that funds 
whon nppropriated are avnilnble only f or the purpooGB opacified in the authorization 
~nd nppropriation Act and none other; that implication cannot be read into the 
atatute3; and that additional statutory authority would be required to authorize 
expenditure of funds for price control purposes of t he character proposed. 

The represen~tives of the Attorney General's office stressed the fact that 
this opinion """ submitted not for incorporation in the final report or t he eo-ittee 
~~t only for preliminary inforantion and guidanco of the Comaittee. 

I t was decided t o abandon the proposal eoncernin& the control or railroad and 
ocean trt.ffic ; to concentrate on the proposnl concerni ng t he pooling of foreign 
ordors ; and t o ste~e the pros and cons of the proposnl relating to Government 
o•med or controlled reserve supply. 

The report is to state what would have been reco~ended if Europa had gone to 
'•'1llr a.tter :.tunicb; to state tha Co;nmittee•s opinion IUS to the legality of the pro
posed ceasures under exis t ing statutes, and to reco:cend what l egislation ie re
quir.cl to ClOke any proposed pri ce control J:>B&sures effective. Draft of sucb report 
is to be sub=itted to the Co=mittaa before final submission. 

The Comcittee adjourned a t 5:15 P. Y. 
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SubJec~: Report o f Price Control Cootenoce Rel.d 
2) Dec• bor 1938 

,. . . . , 
"-~ 

,, r.~eoting or t he Pri ce Cootrol Comaitt.ee wa• held 1.n ~be offioo of llr, Uorria, 
At~rner G~eral 1 a office " t )t)O ? . 1.4. , Deouber 2J wUh Jqe !Iorrie preaicUng. 
Ttl• tollowi~ were d ao preaeott Judge 'fo..,aeod, <ir. Fowl er, llr. Bell lilieS llr. 
rlollorr or t he At.tornory Geoeral ' o office; Dr. ll:aeltlal , :lr . .l.ppleby of tha Depan
.&611\ or i.Jricult.ure; llr . : oeh<in aod llr. Everett or the Depa.rt&ent or Co.:teroe ; lllld 
eo..:........dor FQ.ahr a• roj)reaent o.the ol the Dl.reotor ot t rocuraseot. who was 1.n 
ottenclo.Doe a t >mother Uld .;oOro l.aport.GIIt o:eet.iog. 

Ju<4:e 'foma!llld preaeohd a !lool report upon t ho leg all ty of th3 thr .. price 
c otrol meuuree prepared by Dr. lseltiel, llr. t.'Parat\ lOAd :u-. !>!e ehan ! ollowloa their 
report Of 21 lioY8lllbor l ? Jil• Judge 'foWD&enclfa brhf bolda 1o aubstatlOe thf.t WieSer 
oxt• tlng s t.uw.m tbo l lljlallty o f t ho aeuurea propoaecl 1D quoatiooable1 that tlmda 
•hen ~;~ropria\ed ur a availbble only for the purpoe• apeoitiod 1D t he aut horie&UOD 
~lid unropria tion .lot and DODO ot her ; thllt iltplioatloo oanoot be read ln~ the 
at .• tut.UJ ur.d that additiooal atat.utory authority would be r equired to autborhe 
expendit.uro o! tuods tor j)ri oa ountrol purpoeoa ot t he cbaraot.er ~ropoeecl. 

TbO roproSOIIt.<t1YU Of the attorney Geoeral 11 oftice st r essod the fe~ tbht 
t • • o::.t1on wes sub::Ut.ted oot ! or 1Doorpon.U on 1D ~be tiDal report or t he Co.aiUM 
!T~t .>nlJ for prel1A1.na ry intorca tion ..ad guidance or tbe Co:omittee. 

It on decided t.> abandon the proposaL concernin& the control or railroad and 
oc..o.n tr~otric; ~ c~nceotrnta on the proposal concarniD& the ~iDe of tore~ 
ordora; ..nd to at.uto the prot and cone of t h o proposal rel.atiog t o Co•em••\ 
OWDod O l' controlled r eoerYe aupplJ'. 

The report is to st.a~e •b"t woulJ have boon noo= mdod if I!W'ppa bad £<>De to 
<r.r ..!hr :4un1ob; t o ot.t.e the Coraittee'a opiolon " ' to the legalit,y of the pro
po .. cl c .. oure= UDder uiat iog etat u t ee, and to reooaoeod what l egblaUoo 1a .,. ... 
qu trecl to ...Us azJ7 p ropoaecl price control ::t .. surea erteotiYe. Dratt ot auab report 
b ~ bu aubal.tted to the Coca!.tt.ee before final eubal.eeioa. 

Tne eo-J.tt.ee adJOW'Dod a t 5•15 P. 11. 

I 
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PAR.lPIIUSJ: OF TELJ:G!Wl RllCJ:IVXD 

FROKa Alllerioan Embany, Parh, France 

DATE: December 37, 1938, 9 a.m. 

NO. : 2167 

FROil COOHRJ.N. 

2G 

r 
On December a• I visited Rueff at the Finance Min

i stry . The llinietry he told me wae satisfied with the 

progreu eo far achieved under the Reynaud program towards 

financial and monetary recovery. On that day the Finance 

Uinieter and Rueff appeared before the J'inanoial Committee 

of the Senate . Rueff told me that this week will be 

devoted to getting the budget bill enaoted and that they 

exp ect renewed attempts by the Left to upset the Govern

ment. The Kin1stry believee 1t will have a real opportunity 

to put ita further plane into effect once the budget 1e 

out of the way, but these plans have now been withheld 

until the early part of the coming year . The conversion 

of c ertain loans will figure in them importantly. 

On Deoember 32 the Financial Counselor of the British 

Embassy told me that consideration was oeing given by the 

French to the possibility of convert1ng French railway 

bonds ieeued on mar~ete in England, Switzerland and the 

Netherlands, London, be intiu.ted wae not yet re.ady for 

such an operation , ae could be understood from the present 

~ttuation of the market there. He wondered whether the 

United States had been ~pproacbed regarding the dollar 

t rancbee of those loane, but I said I knew nothing about it. 

I bad a talk on December 23 with a Paris Morgan partner 
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who volunteered to me the following information in the 

strictest confidence; The Ministry of Finance of France 

wants to convert French railway loans abroad in so far 

C. 7 

as it is possible, the state substituting for the borrower 

instead of the railways . Conversion operations are already 

being planned for the Swi81 and Dutch markets by a 

syndicate of Swiss and Dutch banker.a, which includes the 

Swiss Bank Corporation, the Credit Suisse and Mendelssohn. 

The new bonds of the Treasury would be f or a thirty-year 

period, bearing interest at 4 percent and issued at 95 . 

They would be payable in Dutch f lorins or Swiss f rancs. 

The Paris branch of !.!organs bas been eo•Jnded out for 

i t s opinion , but not yet definitely requested by the 

Finance Ministry for a decision a e to the possibility of 

putting a similar issue on the American market for con

verting the outstandi ng dollar bonde of the 1928 P and 0 

5 1/2 percent bonds and the 1934 Nord Railway 6 1/2 percent 

loan , The total of these loans ie between 21 and 22 million 

aollars . I r efer you to page 112 of enclosure 18 to 

despatch of January 28, 1938, No. 1639. 

There would naturally be queetions as to whether 

the foregoing could be done in view of condition in Johnson 

Aot aa to the renewal of exieting credite, Another ques

tion would be whether the American bankers would con~ider 

the New York market re~tive to auob an issue, or whether 

the 
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the eadut thing wou1d be to try to get the Dutch and 

Sriu sJI~dicate to i .. ue a auffioiently large loan to 

prov(de the French Treaaury wi tb :tunde from tbia eide to 

call and pay off the dollar bonde, eapeoially einoe 

European ownere may bold the dollar bonds to a large 

extent . 

I give you the foregoing purely for information; it 

sbou1d be oonaidered strictly confidential, and no aotion 

thereon ia needed. If either the French Treasury or the 

Paris office of the American bankers aeeke official 

advice in the matter, I shall pro~tly report to you. 

END IIESBAGJ:. 

WILSOIJ. 

E.I.:Lft 

28 

' 
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December 27, 1g3s. 
g; l 5 a.m. 

29 

HMJr: Hello , Butterworth? 
\1 . 
Butte~·orth : ~a,py Christmas t~ you, s ir. 

'i!JJr: 

9 : 

H!U"r: 

B: 

B: 

Hl~r: 

!) ; 

'llrJr: 

HJ.:Jr : 

B: 

:Z!.!Jr: 

: : 

B: 

u;:Jr: 

~ : 

u;:Jr : 

3 : 

SamP t.o you. How are y?u7 

Very well , than~ you. 

But. t:el"\"ort.l;l, : 've been away for three dRye, end t haven • t 
s een Rny cables . Have you sent any? 

Yes , I s ent three . 

~h. for heaven sakes ! 

Hello . 

Well, I haven 't eecu thea:. 

~ell, I sent two the -- I go t. 1n on Wednesday evening --

Ye e? 

Sent. two on Thursday and ?neon Fr1dey . 

Ah -- d id ;i?U see anybody i n ,.e.rt1cular? 

~:o , I htwen ' t seen the -- t he ;>eo;:>le tht~ t you referred 
to yet. I ' c gotns t o eee thee: -- today it: a holiday 1n 
!..ondon. 

')h. 

He suggested that everything w&s to? ~Cuch 1n a sort of 
Chrtstmasy at.~oephere and it wJuld be much better if I 
should come ln and sen them tomorrow. 

~~E'll , :i: ' r~ surprised ln a Yia:/ thPt t 2::ey di dn ' t send for 
you. Hell:J? 

Yes. 

They h:1Ve been giving us very , very gloocy reports here . 

Who i sl 

Bewl ey. 

And Bolton. 

Yea . 
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P.J1Jr: 

9 : 

r::;Jr: 

B: 

9 : 

9: 

:!!.:Jr: 

9 : 

!-'l~Jr: 

3 : 

i':.:Jr : 

B: 

9 : 

f'UJr : 

B: 

u•·r . ·· ·" r . 

:: 

!;ltJ r: 

- 2 - 20 

What 's -- ~ver the yeer end , you see? 

Yes? 

And they asked who 1'/0uld be a.t tht> Embassy thl\t they 
could tal.t t o. 

Yes . 

So we told thee th~t you - - that you were back. 

Uh- huh. 

And the r eason I ' ~ calling 1e that I th~~t I wante~ t~ 
g ive you t hat, y~u see? 

Ye:J . Well, t!u•y SAid t'le.t the:· w~uld prefe:- t o see me 
t 'l:'l:>!'rOP. 

That ' s all right. I'm-- I' m 1n no hurry . 

Right . 

But they are certa inly lftylng the groun'i-I"Orl<: to pre;:>ore 
me for somethi ng, an<'! thAt ' s whll t ! wanted t~ tell you. 

Thank you, sir. 

I've never g~tten such gloo=~ reports , end -- h~llo? 

Yes 1 sir. 

And -- t hst 's ab~ut all I 've got. 

~ell, I cel d -- I sa1n 1n ~ cabl e on Friday thAt t hese 
pe~ple th~ t : had been t o see all tR£e !i ;;retty glo~II\Y 
vier. of sterl ing. 

YcE , l'le)l , ~f c~urse that doesn 't hel p any, does it? 

At the moment , of cow'se , money is very tight.here. 

Uh- huh. 

Ha1·1ng it' s effect, you know. 

Uh- huh. 

And everyone i s ant l c!patinB that after the end of t he 
year 

Yes . 
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!!!.:Jr: 

3 : 

9 : 

3 : 

"::Jr: 

3 : 

Ht:Jr: 

9 : 

~:::Jr : 

3 : 

"::Jr: 

!! : 

f!l.lJr : 

9 : 

- 3 - 31 

Yes , ~All, everybody being eo gloo~v --

An<1 tho long-run view i s pr et ty pessicistic about sterli ng, 
but as I say, eo f e r I haven ' t been able to see a very 
wlde rant;e o~ .>eo,:>le . 

Uh- huh . Well , tha t's Pll I ~anted to ge t ov~r t o you. 

•::ell , thank J<:lU so much, sir. That 's very helpful . 

f!enry -- my fOn Henry in sitting here an~ he ~aid h~ i s 
ws 1ting for a b lll. 

Yes, ! ' m going to send hie one. I -- r haven 't gotten 
c i ne yet. Give hie my kindest r egards. 

All right. 

Tell him I hope it's a false fit. 

Penry hns got your suit on now. 

No he hRsn • t ! 

Yee.h. 

Se's a grPat worker-- llke hls father. 

A happy ::ew Year, and Henry £end 's yo:.t his regards. 

Than~ you so much, slr. 

G..>od bye. 

G::>od oye. 
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GROUP ~1:.11 NO December 27, 19)8. 
9 : )0 a.m . 

Pr esent: 

H. :J.Jr: 

bell : 

U. !J . Jr: 

~:>ell: 

II • .•• Jr : 

Bell : 

1l..l . J r: 

Bo.lll : 

H. U. Jr : 

?JcR : 

l.!cR : 

foley : 

:l!r . Gaston 
llr . bell 
Mr . Foley 
Mr . Mcrleynolds 
l•lr . u i bbons 
Mr . Haas 
Mr. tihi te 
Mr. Duffield 
:Hss Chauncey 

Dan, I talked t<1 the Presiden~ o n the question o f 
l unch gues t s , and he s a id a s s oon as t o ey leave 
,qe 1 ll be sent for; it will be some time around 2 : )0 . 

O. K. 

:::i ee? But be will not see the ~·iscal and Mone t a ry 
..:ommittee untll t omorrow. but I don ' t know Just 
ho11 to - he t o ld me to t e!l l!ac , I think . 

(On phone) If Mcintyre i s in , I •d like t o talk t o 
him . - If he's in, ~lease . 

I t &lAed to ~annee , but I d ion't g~t Mac . Told him 
I t nought the s ugges t ion hed been made tbe t a meeting 
schEdul~J f or t~dLy go over . 

,/ell, you're r eoay , a ren't you? 

Yes , 1 1 m r eady . 

You tend I s t art at ~en. 

Ub-nuh . 

Mac? 

(Nods nothing) I hu ve nothing . 

Pretty innocent this mo rning. 

I a m. 

r 'd like to h a ve a c ouple minutes right af'te r •• • • 

Regraded Unclassified



H . :.~ . Jr: 

r\lley : 

H. • . Jr: 

Dt!ll : 

ll . . Jr: 

J ) 

-<!-

.. el.l , we 111 o o this thing. Keep :4cReynolos informed 
on what you and I nave been talking Lbout just now, 
aoout tais • . . I uon 1 t ~tno1v - where • s 'l'::.y lor? Keep 
both Taylor and McReynolds informed , will you? 

Yes, sir . 

:>ee, Arc:1ie 1 s staying a•.~<Y tnis week. I told him 
to s tay a w~o.y . So th~t 1.e may move • • • 

(On phone) H!:!llo . - Hello . Good . Row He 
you? I t alked to tile President a 11 t tle wnile 
c.;:o una told nim t n" t Bell ~tnd I ·.ouln be re&.dy, 
so ue Sttio ti~;. t "r'ttr he got through with his 
1W1Ch g uests, he'd Jlhone us; .;e s hot:la w~;it until 
.. e neara fr\llJ nia: . !es . And he s<:ia the t &s 
far •~ the so-calleo Fiscal a:1d ~onetary Co~~ittee, 
ne •u lEt tae..z; ro over W1til to::1orrow . Eut aot to have 
taem toa;.y, see? Is til~<t t.ll r ight "'ith you? 
Ye!: . 1es, ne tola me who • • • Pardon me? 

Yes , ne tolv. n.e ,,ho nu wcs neving, <nd he 
s t. lo. tnt~ t - bu t the: !- isct..l . . . . lne main thing 
is , I don ' t w:mt tali. Jo'iscol ana Mo netc.ry Commit tee 
there toJE y , ana ne q; rees . Tn:.n.-<: you . 

.t.t le;.st ::e ' ll av our fit;ntir-& f1r3t ; ti.en .hen we 
go:; SOJJctnir.g, sno,. hlru . n i ght? 

~ccles h~u his chance on it . 

Yes . ~hat ' s b l l rignt . I f the President nents , 
I tnlnK it woulc be eood to let the Preside nt show 
h i1a t h t! budge t message • 

.. nytnlng .else, D::n? 

oo:ll: No . 

H • ..: . Jr : 

...... 1 t : 

Is cnybody Nor king on tne - I mean the. tho~nt, t oe 
possiblli ty of sell ill£ 5JJ million of :' . ;· . c . notes 
alone " bout t11e montn of February? 

r understood Ta ylor h~d it under consider at i on • 

TalKed ubout i t onc e before . 

Regraded Unclassified



~ . ~!. J r : 

ilut. s : 

:i . , . Jr: 

l.i us t on : 

d .,: . J r: 

H . ... . Jr : 

Gt.s t on : 

vibbons: 

li . . • Jr: 

"ell : 

H. ·, . J r : 

Ucll : 

H. J' . Jr : 

hdl : 

uibbons: 

H . . 1. Jr: 

l.ii bbons: 

34 

-J-

h nd I a s ked ~ . Eccles t o give me a memorandum on 
it . 

Yo u a sked us too . 

You miKh~ c~ll up Kr . eccles • off i ce and find out . 
.. o ulc:. y t~u mina? 

Herber t? 

l'<o , I don ' t know of a nything . Go t a ca l l from y our 
f rie nu . He .·t~ s ln t he b&th, woulu c al l me whe n he 
c ome s ou t . 

TalA t o you wi th cleu n hLnds . 

Be necus i t . 

,,., , r" t all<i r.g a bout Fred Ess&t'Y . 

i• unny t hu t Chi~.;k lll&O.e the s~me rema rk .vhen hll saw 
1 t . He s ~id , 11 ~>hy uo esn 1 t /,r thur pr 1nt nis own 
s t o r i e s?" 

o~;l timor c ~un? 

Yes, r r e u ~ssary . 

J. rlb une phoneo me l ust night o n t bis:. 

•·nd y ou confirmed it . 

Oh y es . 

"how it t o them. 

I S li id it w~o.s n ews t o me . 

( u1scus sioo concerns publis hea r umor s 
v f Secrethry ' s r es1gn6 t i oo) 

Old stuff . 

" ha t? 

Ol d stuff . 
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J . • : . Jr : 
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Hr. rry '! 

I have nure a report on self-liquideting ;>ublic 
rot.us thLt you eigh t N~n~ t o looK o ver. It ' s 
better t oLn lt seemeJ t o be Lt first . 

25 

On, gOO-.l . olould :,ro u St:OQ it Up t o t he house please? 

..; llt.W1cey : Uh-huh . 

H •• : .Jr: 11nu look, would you (./hite ) End Georg e Haas get 
to~: eth~o~r on this memorFcndum, please, and see if -
ei thE. r s~.oy t :J rne , " Well, wo c a n 't ag r ee," or 
" lie do" or so f or th ... 

.. uite: · I 1ll bave toe boys g e t togethe r Rho did the t echnical 
IIOrl! . 

H • . : .Jr: nill yo u, George? 

Huns: 

H. •• · Jr : 

Hnu::: 

H .... J r : 

Hut.s: 

H • .' . Jr: 

Hut~ s : 

oiaas: 

,:nat' s th&t , ~:r . Secrete ry? 

I wa nt your peopl e t nd '1/hite •s peo ;J l e 
a nti let me know t hE: t ei the r y ou a gree 
:.'111 you plea se? 

Uh-huh . 

t o get toge t her 
or d i sagree . 

After &11, Ne 1 r e all ln t he 1r eesury a na Ne o ught 
to be able to - l me~n I dun ' t nant to judge it 
untll 

Yes . I thlnl< the d isagr eement is b e t wee1: the 
o the r ::e d ian 1 t do a nything ; we took figures 
o f the o ther departments . 

Yes , but those f i gures go to the Pr esident with the 
Tr eusury •s appr ova l . 

Yes . 1ha t • s c.ll right . 

No, i t isn' t .. 11 rigot . J.ither toey 1 re r ight or 
t hey're wrong, I 'm not s aying which. But I would 
like - I would like to kno.v, beca use I send them 
t o the Pr esident over my signa ture . 

I senu t hem i nto your office ove r min e . 

' 
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H . ~· .Jr : 

Haas: 

H. l.Jr-: 

H. :. Jr: 

" lti te: 

n . . Jt· : 

r! . ... Jr: 

.• • . . J:-: 

. :lite: 

d . · . . Jr : 

-5-

••hat? 

I ~ena tho~ in to you over mine. 

Yes . l meo n the fact thst. 1t comes from another 
dep~rtmcnt ooesn • t mec n ~nytbin0 ~s f&r ~s I'm 
concerneJ . 

· .. e dld look a t tnem . ~le • lt get togeth.:r. 

3G 

Ther <J 1/US ~· lar ge outflow of capit<tl ending the 
•eeK Dece~ber 14. I menLion i t merely in case lt 
:ltt.:>ul :! CO'llt to your at entlon ; it really wr.sn • t 11 n 
o .1tf!o.; of Cf•!ll t a l, but r brebkin,: u.nn of British 
b!- lnnc~:-s nere . Bu 't it •tas J2 million dollurs . ::.o 
it ?bS oerel:,• l'n unusua l transact.i~n which snouldn't 
be lnter:Jreteo in the or..:~ru<ry lignt . 

i'ou IJU; n t.u"y pUlleu it JUt fvr somt- reasJn other ••. 

'J.nc~· '>!ICnt it . Probubly ~ulldtng u,, doll&r bulonces 
ile1·., 1 n a oull t up <. n unu;;u<.l " mount . 

I 'llisn yJu, tnr')ubh t.rchill 1S office, would fino out 
rl.)./ L.u:. 1-ng ll.;n are ,n.yir.,; for t.<o se <• irplanes, 
11nu t ~"tno.lus tney 1 :-e us lfll . Tney ' ve ~ot oruers ••ere 
f'vr J'..>ur u~drtt. ;,~l<..nes , ] OU S e& . r.n:. let •:ac know 
.n:.t tn·.t :n.s : it: ::~ust :-em Lr> :.rr')unJ - betneen J6 

<-nJ 4) .. uu..,n tiolll'rs . 

"hr. t ' re tlley doing? 

Tht-y 1\'c t bKlng uEliv.:ry n.H:, 1 s I unuerst~ond it . 

I ' ll ~l'.Y to find out. 

Jne i:; the ::orth Am<.rlc:..n ..:or,Jor,tion r.nJ I think 
tllil otn .. r on" i s the ... 

liJr tn 1 mer ic:..n? 

Yes , ~orth >.~e:-i can . . • I•Od t he othEr is til~ 
l.o.lckhefd . Tney got 2JJ from e1cn . Now, whLt 
metl1od ~ re they using t o J'inunce it? J.n<l I 'Nant 
thut informati o n in connection with this man (~'o ley) 
her e . 

:ie ' l l - yt:s, we 'll try to find out:. 
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a .... . Jr: 

role; : 

n •. l . J r: 

, j rll te : 

H. · • J r : 

•·nitc. : 

.i . . J r: 

- 6-

I t!eun DOIY the i>nglish - I ' d like to .~DOYI the 
11'!-lol e ~ tory of how t hey do it . Be useful , NOn ' t 
it? 

ies, 3ir, be nel ? ful . 

;,ht. t? 

f>e v &ry ndpful . 

.nnu. g ~ l. it tnro ugh J\rcuie . 

37 

'l he V:;n..:enbcr:; l et1;er o n s ilver I think you ought 
t o ans .·;er be !'ot·c you g;:o a •·my, !!nd I 3pent : l ittle 
t ime .>ltn it because lt involves t. defense or r.n 
exLwtn:. tl->n of toe silver purcnase J r ogr am; •· nd I 
tor~eu ?n it yesterJs y an~ ! 1 11 nr.ve a co~y of lt 
re~ccy t Joo::- t·ow morning so!lle tice . .. ednes:iay or 
!aw·s,a., I t n Luc y ? u -.~ugnt to go ove r 1 t, t~c~t: u 
littl~ ti;ne , unless you Jon ' t Jl&nt to n11 nd l e it 
until you corue b~ck . But .1e' ve gv t it. 

No, no , lt 1 ~ a ll right . 

~ho:r•e • s £ - tne .:: . ~ . ) (h:.s gotten out" letter to all 
tnt:!:- !ll;;mbe r s 

L..XCUS e tte . 

(On phone) Bello . 
"'Ulli t t follows : ) · 

dello . (Convers~tion with 

' 
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P.1:Jr: 
Bill 
!!ullH: 

i!'..!Jr: 

3 : 

H!lJr: 

B: 

F!:Jr: 

B: 

~!Jr: 

9 : 

!!: 

\:_! :.rr: 

3: 

B: 

:!UJr: 

3 : 

:!l.!Jr: 

E: 

!r.Ur: 

Hello. 

Hello, Henry . 

How are you? 

Fine. 

Belated l!errJ Christmas. 

December 27 , 10~8. 

0:40 a.m. 

Belated Uerry Christmas to you and a Happy New Year. 

Thanks. Uh -- Bill, I want a little ~d vice and some 

he lp. 

Fine . 

You know your friend you brought over here--

Yes . 

38 

Well, ab -- he doesn't seem to realize that there has 

been a New Deal over here. 

Ye£. 

I think we have persuaded hi<~~ ..-ho he should use -- the.t 

he should not use a private banking house ee hie repre

sentative. ! t hink we've pereu~ed him from that, see? 

Yes. 

But -- e.h -- he has pi cked as his legal advisor Sullivan 

and Cromwe 11. 

Yee , tell him to etop it. 

~ell, I can't tell him. 

I'll tell him right quick . 

Sullivan and Cromwell re;>resent General Fl'ar.co against 

the Treasury. 

Yes. 

They are Puing the United States Treasury right now. 

And -- ah -- I thought it might come better from you than 

1t does from me. 
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9: 

~!!Jr: 

3 : 

Y!.:Jr: 

3 : 

EUJr: 

B: 

!fjAJr: 

,. , -· 
;;J.:Jr: 

9 : 

H!Mr: 

B: 

8 : 

!!L!Jr: 

B: 

Pl.!Jr: 

9: 

H!4Jr: 

9 : 

Hl.lJr: 

- 2 - 29 

Yes. 

Now, the other t hing is -- he keeps talking About getting 
a ·line of credi t. 

Yee. 

And I think that before we s o t o showing him our most 
secret of secrets - -

Yes? 

He ought to show us a l i ttle money . 

All right, tine. 

And -- ah -- we haven't been able yet to ge t him to show 
us he' s go t any money. 

Ob yes be has. 

Well, he ' hasn ' t showed it t o us. 

Yeah . 

See? 

Yeah. 

And -- hello? 

!!enry, I think he's gone u~ t o -- I think he' s son~ up 
to CanAda at the moment. 

r.ell, I -- I don't know, but I thought thie stuff might 
come better from you than mo. 

'llell, I tell you, the whole point of the thing i s this 

Yes? 
d istance 

• 

I -- I'm sitting out here on a beach -- quite a/from 
P.avAna -- an1 it ' s very difficult to ge t the connections. 
As f a r as Havana , 1t goes all right from Havana t o the 
United States, you see? And it is a l i ttle bit ba rd tor 
me t o pick him u p if he ' s runni ng around up t here-- he's 
probAbly gone t~ Canada. 

Well , supposing I tell him to call you? 

Yeah. Well, that's tine if you can get in touch wi t h hi m. 

I 'll -- I'll tell h i e to ca l l you. 

Regraded Unclassified



B: 

:!:lJr: 

9 : 

:!I.:Jr: 

B: 

?!:Jr : 

" ' 

:r:r.rr : 

"' J o 

2: 

3 : 

:::~r : 

~ : 

S: 

:.:: :Jr: 

B: 

- 3- 40 

I ' 11 tell you where he •~taa. He waa -- he waa 11 t h is 
apartlllent in t!ew York, I th1nlti ~;eaterday. I don 't know 
where he is because I got a te egram from him. 

Yes, well, I don ' t even know where you are, Bill. 

I na a t Valedera'e Beach, Cuba. 

Fine. 

Valeder11'a Beach, Cuba. 

Yes , well , knowing how much you were interested ln thie , 
th~t ' e why I called you. 

Well now, PPnry , ah -- I want t o say this, that he called 
m£ on the telephone t o sc.y •nerry Christmas • and nothing 
c~uld nave been greater than hlF th11nks for whnt you have 
d:me. 

~es. 

And any indication thr t you give will be com~letely 
received with open arm$. I 

Well , 1f :,·ou don 't mind thought I'm g::> ins to 6l't v1orC' t o 
.him and -- and he - -

v.'ell, nor• who do you want. 
~ay I mnlte a sugeert1on if 
fell ).,.! , '«'h~ else7 

\'lho t'.o you want hi e t o have? 
I aay now don 't !lave those 

Well, I have -- I don't $~Ow, but if he would come an~ 
t«l:: to Ed Foley --

WbPt7 

If he woul d t a l k to !:d Foley v:ho i s Acting Oener l<l Counsel 
now --

Yea? 

Sy the ti~e he gets do~n we r i ll have a suggeeti::>n ?~ a - 
at l east or a ~ire ttt~t i s n~utral. 

V!ait P minute , ! ' n; goine t::> •.-rite :l.ov:n t hAt !'en,., , e n~e. 

Fol ey -- he knows 1t. 

Yes. I don ' t -- I don ' t remember h 1m. 

?/ell-- he ' s -- he 's -- you ltno" i!erman Ol.IIJir.nt i t very 111 . 
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~h he ie7 I d i dn 't knovr. WhPt's the ma tte r ? 

Re hRO a heart a t t ack. 

Oh, I'm terri bly s orry . 

Yes. So 

41 

9.v thP time he !;E>t.s Ar :>und , ••e ' ll Rt l east suggeet a fi:-o: 
which 1s a t least neutral. 

Yes , and then also ! tvill -- ::10 ~·:>u jus!. take somebody 
til~ t. you !l~tve !!.hcolute conf .l.d Ance i n. 

-ell , ~P ' \1 -- ~e ' ll --

! 1"!"&:1 , ! ~rr. 'l~>n:'. lt> t hE t , 't' PC'~UEe it is " ver)' fu."ll1,Y 
situr.tl J::l ~or me , "bccAIIFE' the Paris reprce 4 nt r tlve :>f 
t ta t. !"1!":tl 

~appens t o be my close s t pers?n~l f r iend on the othe r 
side. I don't mean ~ny confident~el rela tione. He ' s 
bee n an ol e f r iend for thirty years . 

Yes . 

· •or. !'11 -- I' l l d :> t i::l' t. '1'1tl: greet ;>l eesnr e. And shoul:i 
! a l eo s•.tUE'E t to hi m tha t he eh">ulc! ind ict.te to you wll,er•p 

thP c r.eh is? 

Yes , very def.l.nitely. 

And he can do tha t somet i ntl' ••hen he comes clown on these 
:Jther things. 

If he ••o•.tld. 

Fine. I'll ~o them both. 

~">w ' e your deU6hter~ 

Fine , every t h i ng l s l o ve ly. ~ou 've never seen such 
beautiful wcc. t !'ler anyflhere ln your life. 

Grand . 

~e are having e lovely holid ay. 

:1ne . 

God bless you, ?.enry . G~od luck. 
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:'l:Jr : 

ThRnk you. 

so long. 

Good bye. 
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r u ley: 

ll . .• • Jr: 
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Gus t on : 
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lie suy:s th11 t the llend of Sulliva n an:. Crom11ell ln 
~aris is his best friend . A little embarrassing . 
But if y ou ' l l ge t tnis fel1o11 t u call Bullitt, 
oullitt dll t a l;; to him . !loA I have no suggestion, 
but you c un be tninking about some f lrm tilL t o t 
least is neutr&l. Huh? 

(Nods yes) 

I wouiJn ' t Know a ny suggestion . 

.. ell, I ' ll t h l nk a b out it t.nd suggest some numes to 
you . 

night . I mean so it ooesn't ha ve - l me~n some 
firm tnct' s ou ts t a nding in i ts t. b111t y , but a t 
least i sn 't suing tne Un1t~o S t c tes Tr easury . 

"nd th• t .1e c a n 'No r k .vlth. 

ies . • mea n s omebody tnt•t ' s - as long ,,s they •re 1 

not per sonal f riends o f Monnct . 

Ye s . 

I mean • huve no - f lle>.n tnc. t - I mea n I wouldn 1 t 
sut;gest :. nybody .vl'lo Rer a f r i e O.lS of :.!onnet . But 
tiler;; mu:~ t be s omebody . 

dow ~bout ..:ov.ingt on, Burling , nublee, Acneson & 
Sl'lorb, Deun Ach~son ' s firm? 

ill'lOSC f i rm? 

~e~n ~cnesvn 1 s firm. 

I t HOUle! be 1< 11 right . Be all r ignt . I guess e s 

good. ~ s " llY · 

Yes, i t• s tile best firm in town . 

~oocJ lbwyers . 

George tlublee and Jac« Liroha n. 

'!hat ' s Geox·ge rtublee ' s rirm. 
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olell , wny not? 

Thr.t .vould be the best one as f a r a s I'm conce rned. 

l•ay isn' t t ha t the one? 

~;s good as tney could get • 

uoes &DYboay Kn ow .vhy not? 

'lhat gets it r.~;uy from tne New York situation, too . 

:<a< t 1 3 '" h~>,>PY thought. . hnybody .mow Nhy t hnt 
wo uLtn ' t be c gooo l ei eo? nub lee 1 s over tne r e 
spen:ling his o.m time, I tm~e glne , a nd nis own 
money f :> r tne ?resident . "e cer t~ inly isn ' t 
getting ~eny thln~ o ut of it . 

'i:h :t t ' s rignt . 

"'oes a nybody Know t. ny reason . . . .IJati , ao y ou 
Know ... 

No , I uon ' t . 

• • is that tne best flr rn ln t o.vn? 

I uon ' t ttno·,v much about ;.ne lnN f ir:ns in tovm , but 
I would ;;ay it s t cnds t. t tne neaa of tne list. 

Yes . ~no t :.en =Yl>to poss ibly get the Deun to take 
a n interest in t ne t.ning . 

Yes , I t hinK he w.:>uld . 

I think he would . 

\ 

I think t ha t' s ttll right . Cex· tainly a grea t deal 
better than to havt~ the r'rench Government use Sulliva n 
a nu Crom.vell , wh ere t hey ' re suing us . I mean it ' s 
:> tupid . 

Is tha t why Franco picked Cromwell and Sullivan? 

tony? No , I d on ' t know why . I d on 1 t mow why t hey 
picKed a im . I don ' t ~now why they picked him. 

• 
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Mr . i.!onnet colled me up f'riday , wanted to see me . 
I don 't ;{now whether he Just wan ts to say "liello" -
but he wunteu en appointment . 1 called up Ed 
r oley t o know .vhether there was anything doing . I 
haven ' t seen him . 

ht tnts s t age wnut I want t o know is - I want to 
see the money . nnd, M~o.c , check with Peoples : before 
t11ese boys s t ert out on tnis trip, see, I wvnt t o see 
the c&sn. 

~ t ~lked t o ~urry ~olllns day before yesterdvy - he 
.~s up a t tne house - t ull{ed to him about tnvt, und 
ne unjers t ands tnt t if tne tning depenas on credi t, 
nothl~ aolng . 

ooell , you better tell him . 

I ' ll tell him, yes • 

No trip until he sees the cash . 

I think Harry ' s on the Job . 

"ha t? 

I think narry ' s on the JOb . l~lked about that very 
angl e of it . 

c .: .·J. iuls gotten out a let t er t o .:.11 its member s 
s oyil16 t tu.. t - t elllng tnem cbout our conference 11 nd 
no.v so. tisfac t or tly tney 're gotne slong . Thtt ' s on 
the East ~osst; tne; ha ven't got it ironed out yet 
on tn""' West ~OL.!J t . 

l hc.t ' s fine . 

\ 

nnd tneir pa per which l z printed - a weekly or monthly 
pave1• - n<>s ;, vet•y f bvor t• ble edi torial. 

I ' d like t o see it . 

;,~>e:;che is preparing u memo . 

1 oo:.. a long time . 

uell, they h&d c ertsin things they \/anted t o know 
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Kno* ~bout . Jus~ set down and ~alKed tne t hing 
ucr oss the table, e nd perfectly satisfi ed . They ' re 
ell anxious to get in now; befo r e they were holding 
off . 

This is in connection with t r a ining seamen. It ' s 
better t han sending a telegram down to South America 
a nd telling t hem i t ' s the Hawaiian Isl ands • 

.. 11 .lt needed was to sit .Sown a t u t 11bl e . 

You k:now who sent t he telegt•!lm, don ' t you? 

"ure; tz1ey t alkeo a bout tha t . Tney Ranted t o know~ 
enu th~t N~s discussed - thu t very tning . 

Ceort:.,? 

nn;;. :ne <DO n ,;nose ;liCture was in the i)aper this 
;norn lng . • •. 

(tlunds H. M. Jr memoranda) 

ot:fore you go away , could I nave & couple •nlnutes to 
t ell you ob.>ut ow- la<l)'er? 

Yes , s ure . Plenty . 

J.t your convenience . Tnbt 1 s all • 

J.re you tno g entleraen (foley and J.Jufl"ield) 80 ing t o 
fix up for :ne - I 1d like t soi"t of a dummy procedure 
if we h:.ve what we c all our poner cot"porat.Lon; so 
go r.heau us tnough we were going to s ell thelle bonos 
aguinst - .lhb t do you c bll th& t? 

I nco<Je r evenue . 

vupposing this la~ was passed , we got this power 
corpoi"&tion; the tnlng would be for me to go ahead 
and sell, l!Oy, a hundred mill i on dollai"S worth of 
bonds agains t ~oulder Dam . 

Yes . 

In vthe r wor ds , could you fix me up a dummy pros
pectus? 

' 
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Yes . 1'h£~t is, we'll - l..d h11s to make sooething to 
sell ~thile you ' re away on v acation. 

7.e1l , & t leas t they ca.n make the arrangements for 
t oe c ommJ.ssion. 

The Brrange:nents for toe cocunlss i on . 

You l:no..,, we were t o talk to Mr. Taylor a bout his 
ide~.:s , a nd wt< ' re waiting fo r that. 

Nell, don ' t wait t oo l ong . 

:1o . 

nno tnen the other tiling tha t I'm interest f.!! in 
now tha t If ind the United States Treasury o•ms two 
billion aollLrS wo rtn of - wh&t do you call it, 
c&plt~o l stock? 

(Noas yes) 

lreusury stock? Vthat do you call 1 t? 

Capital stocK of the va rious corporati ons . Is that 
whu t you mean ? 

Yes . I .nmt to find out & way that the Treasury 
c an get a l ittle earnings on that - the various 
lending c orporations. 

Get some dividends . 

'//ell, .[ w1..sn ' t - if they • re divid ends, I'd like them 
t o be cumulfl ti ve or " fixed d i vi d end; I ' m not inte r
estea i n o ther d ividends . 

\ 

But seriously, oere• s t~o billion dollars worth of 
capitol stock t hf t ~e oHn- 500 million in toe R. F . C. -
<nJ oe don ' t get~ nJ.chel . So I Nish -you might all 
be t hinking about that, huh? 

!hbt helps Mr . Jones ' ~tatement a good bit . 

I know . but I 'm interesteo in his statement ond mine 
too . But think out s ome way t ha t we can do tha t. 

All r ight'? 
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uuffiela: 
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tl. .• • J r: 

r'v ley: 

d •. Jr: 

0 \ill : 
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·)n >hursdt-y you gave me a letter tnat Mr . Ol i phant 
htuJ prep~orea t o l!oughton and to liarrison in r egard 
t o the codiflcati:m of tne Interne! Revenue laws . 

Yes . 

hnd I ' v e t bl keci wi th John Hllnes, &nd he left a 
me111or:.nJwn wilb yo u b efore h e vtent away, s e tt ing 
forth nis position . The matter is a l i ttle bit con
fused, ~no I Rent to go into the factual side a little 
bit more loduy a na t alk to you perh~ps to~orrow 
corning about it . 

hll r igtlt . Today Bell a nd I ore ;>retty we ll tiea 
up . 

(Noa s yes) 

Yes . I f you ('-h:.r uncey) can fin..! the Hanes memor an-
dwn •••• •• 

Uh-huh, WI-nun. 

"11 rignt. 
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lV d Ml" lo!r. Delano• 

th1a 1a t.o acknowledp reM:ipt of your lett.' 
ot t occbsr 20, 1938. conta1ninc a cof'7 of TOJI¥If 
s tat.eaoont to the Pro:d.d_.t. 

I indicatecl at tbo laat -Ung of the ?iacal 
and r onet.arY .t.dt'UOl7 Board that 1n '11:1 opin10C it 1.s 
ont~ proper tor arrr QGnl:ler of tbe Boerd to prw
,.ant to the ?reai<IJ!nt " aupplcsentarY atat.Pent, 
pr<7'rl.ded, o! courec, that 1t 1a ude clear to tbe 
President that the n ews expreeeed therein are tboae 
or the Board ae:cber preeonUna th(ll and oot ,__ 
sari~ of the Board aa a whole. 

I do feel that considerable ad~ance haa been 
aade by the ~seal and uonetarY 1dY1aorr Board aDd, 
ae I stated at our laat -t1ng, 1 round the -t
i nes .. ery belp!\ll. and ... l ooldn.l rornrd to continua
tion ot the progreaa • • ba'We been liiAldne• 

I 

1:r. frederic A.. DelanO, 
Vice ~. National Resources Comndttee, 
llort.h Interi<r lluil.dinlh 
~.aabingi.oo• 1.!. c. 

co ?X_ 
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Ttle Honorable , 

NATIONAL RESOURCES COMMITTEE 
NORTH INT£RIOR BUILOING 

WASHINGTON 

Dec ... ber 20 , 19)8. 

The Secretary of tho 'f ree.sury. 

My dear ~r. Secretary: 

When I got home last oveQJng and after thinking over our 

conference , I felt thot I had made a llietake in not banding to 

The President the memorandum I had prepared; eo I prepared a 

letter to The Presi dent (copy enclosed) which I have sent over 

this morning , explt11ning tfC1 action. I hope that you will not 

feel that I em acting in other than good faith . I felt it 

important tor The President to Jmow tb.e t in tbe mind of at 

least one , perhaps two, ot tbe C~ittoe, tbere was tbe belief 

tha t we must avoid slipping backwards 1n 1940. I think the 

Fiscal ComMittee baa made e great advance in arriving at 

unanimi t y. 

Cordially yours , 

F ~eric A. DalWlO 

fuels . 
Kember, Fiscal and Nonetory ~rleory 

Committee. · 
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NATIONAL RESOURCES COMMITTEE 

NORTH INTf:.RIOR BUILDING 

WASHINGTON 

.,.... .. 210, 19 .. 

The lbl\e B~o. 

X7 ooar llr. l'Haldc\1 

.u t te oOCirercco wbloll oo.r rta .. l Aarlao17 Coaaa!U• llod wit.l 

701.1 yeaterdq, I dld not praa81lt • bner eta t ....,ll\ wh 1cll Donor a..l 
u d I bad properecl and 4taeuaaecl at tba aora!D& aaoUDf> at Soouta17 

!tor&ntllou' a ortl o. urltar la tho dq, At that a M tiq, tho C

altt .. u a Whole quonloaecl tl>a a drlNb l llt7 or laol'0&41.a& ., brlet 

atatoamt 111 the .. ret\1.117 prope.recl lllat-t wh1oll we later lllba1U e6 

to you, Nnertbolaae , S.orot&J'J' llors•tbaa aaw .a.o objeoUOll to ., 

1111bal H l.a.e 1 t to :you eo a.o. o~preaaloo ot '11:1 n••· 
Bownar, •• Oil%' Will h liooo.e •••Ull& lutecl o.o.o a.o.d a halt bo=•• 

t dld aot taol I wo.a j..atitled 1.o. t akill& uy ..,..., or 71111r tlao , 

olpco1oll7 U Mr, [OClOO 1.o. part OOTOJ'ecl t Jle .... &ro.ad, 0.. ·-· 
tl>O\IIbt , I tb lalr: I ... wrccs 1.o. llO\ leartq t bla llrlef _ ..... 4. 

!:1 

wlth 7011 , and I tber atoro eftlld 1 t now, - booau&e I t h1ak 1t 18 lllpOJ'teat 

ror 111 all to rMlho tbe ber.erd or r cpMtill& tho ooou.rreaoo or 19)7. 

Tho whole •Uor 1e to bo oaretlll.l7 atudlecl by OUJ' C~ttoc u<l , .... 

OOQtecl to 70<l 1t tbo C..U tt~• oaa llM'h'a at a • - uaderatndl.a&. 

( at.gnod) 

7rodorto A Lolaao 
M.e.ber, Tiac.u. tllld JIOiie~IU"J All'f1sOJ7 C-.ittM. 

lillol, 

·. 
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NATIONAL RESOURCES COMMITTEE 
NORTH INT£RIOR BUILDING 

WASHINGTON 

......... 19, 19)1. 

l • •t••• \bla ..,....~. n.•-•• .. , -- el .., 

dHln •• ll•• __...,. ,.. aenala ,.lata ••• -u.~.,. aa1T 

JIU'l•ll7 ---. la ........ . 

l bell- .... ..... lal ...... - , ....... lble t1Mel .. 

...tu7 .u .. u. &a 1940 u ,.ru-.lar17 ...... &a'"..., 

·~· \Jaat :reel •-.er at autller ..,..., • .,.... ... la 1940 nina, 

• .,..lellJ la 'fl .. at tile u..,.latla& ,.._, eatt.tu • -

u.u la- ter tile ,.ear 19,.. 

I _.., b11\ llell..,a \laat \lie 7ehnl ....... ua • t • r---. 

latla- • uU-.1 s.- ,._ etller e~~•••-. -' \llat -

...... ~ ...... _.. latl_ ...... ...... ..... ," ....... ,...,,., tt 

arlala& .a, U ,...lb1e, te uatet ~ tllat ~ •u-1 

, ...... u., '-• ~.,..,, _. ....... at u~ _. ..u.-

ht..c alall w ere _.,..._ ov aa\1-.1 rr••--e•• - ~ '•••.a, 
'-....-l ... 

( Signed) 

.. 0 *"' .. _ 
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CX!qil)PT!AL 

'!'be Baaorable, 

NATIONAL RESOURCES COMMITTEE 
NORTH INTERIOR BUILOING 

WASHINGTON 

Tbe Secre tary of \be Tr .. .-r,r. 

lly d .. r llr. Seor.hrJI 

n• I ge t boae bat n ec1Gg ud attar tbl.&t1a& ""er ooar 

cOR!erecce, 1 f elt t hat 1 bad .. de a &1atata 1a aot haad1a£ to 

Tbe l'r .. 1d•t the ••onad~~a I luld preperecl; ao I prep&rell a 

letter to The l'reatd•t ( COP1 ••loaecl) wbtob I ben act .,.,.r 

tbta aoratD&, eqldaiAs rq aot101l. I bo,. that y<N will Dot 

reel that I .. ae\iae 1& other tbab soo4 t a1tb. I felt lt 

1aportut t or !"be 1'ree1d .. t to mow t bat l D the all14 ot a\ 

tbet n ... , nold al1pp1D& bactwarda lA 1940 . I tblat th 

flacoi Caaalttee baa .. 4• a greet edYoace 1g arr1Yiae at 

I'll ole. 

Cordially your a, 

•H4•r1• A. Delaao 
lle.ber, llaeal u4 ._., • ..,. M~ 

c-tu ... 
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U:.:.J !' : Hello. 

December 27, 1938 . · 
4:29 p.m. 

Operat~r : C&ptain Colli ns . Go ahead . 

;:::Jr: 

Coll1nr : 

r.: :.rr: 

C: 

~:!Jr: 

~. 

'" 

C: 

C: 

C: 

~r: 

~ . 
~. 

C: 

lillJr : 

!'ello. 

Good afternoon, a i r. 

Hello Captaln. How are you comlng along 1vith tho 
French IDisslon l 

',Yell we have - we r.ave now laid out here Just all the 
modele thAt we could get deliveries on, air. 

Got ~hem all on your desk? 

Ye a , slr. 

You've got the f1&ures and all that? 

\'/el l , VIe have fie;ures h .. re but they ' re dependent, of 
course , on what these people will accept. Some of the 
modelo t !l t>r<:> -

Are you golng -

Are based on what we originally counted on getting but 
now they don 't seem to want those speeds, they want 
higher speeds. 

When you talk about models, you mean you've got actual 
drawinse, or what? 

No , we have the - two of those planes that we have here 
are in production, one of thew the Douglas of course,1s 
not 1n production, is bui lt , one of the Martine ie in 
production and one of them i s ready to go in production. 

i!ow long would it take you to come over bPre t o see me? 

About ~en Qlnutes . 

Supposing you come on over. 

Yea, oir. 

Thank you. 
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~perator: 
Jesse 
Jones: 

J: 

J: 

!U.:Jr : 

'0 • 0 

J: 

"!!lJr : 

J: 

!f'..:Jr: 

'0 • 0 

?!::Jr: 

J : 

J: 

iil :Jr: 

J: 

Hl:Jr: 

J: 

Go ahead, 

!-!e llo. 

Eello, Jess e? 

iler ry Chrletmae to you, Henry, 

Same to you, Jesse. 

Ho"' are you? 

Oh, read.y for a little vacation. 

Ready tor a vacation? 

Deoe~ber 27, 1938. 
4:33 p.m. 

55 

Ye£. I'm solng away with ~s. ~orgenthau on the ni ght 
of J &nuary 2nd for ten daye. 

Goinp: where~ 

Down to Dooagrande. 

I sec. 

Going aw~ for ten daye. 

Well that's nlce. 

How are- you? 

All ri~t , etlll got a bum leg. 

Oh, aro you getting out any? 

Yea, I'm at the office. 

Are you? But - going to see you thie week? 

I hope eo. You're going on the second, uh? 

Yes. 

Well anytime that you slt down why I'll come around !or 
a visit. 
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P.UJr: 

J : 

J : 

U:!Jr: 

J : 

t:l.:Jr: · 

J : 

J: 

HllJr: 

J : 

!:'l!Jr: 

J: 

!f::Jr: 

J: 

J : 

56 
- 2 -

Well why not let' s- pendi ng Budget work, why not let ' s 
say t entat ively Thursday for lunch. 

All right, I ' l l put 1t down. I'll be del i ghted to. 

And I'll oheok with you, but I mean i t al l just de~£nde 
upon the Budget. 

All right, tine, and I'll make a note of it. 

Thursday. 

At one o ' clock. 

~~d I'll oheok with you. 

We 're allotting, on this little mortgage giving notee 
five per cent. 

Good. 

They - it was terri bly over-subscri bed of course, with 
some further l imitations on - nobody mor e than one 
million, eome of t he banks subscribed, some of them 
subscribed fifty mil l i ons. 

O.K. 

So I out the -
million. 

nobody ~ore than one 

It must have been a big euoceee. 

But that ' ll work i t out so i t gets a bet ter distributi on . 

Fine , Jesse. 

Well then, I'll hope t o see you Thursday . 

Goodbye. 

Goodbye. 
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PARAPHRASE OF TELIGRAM REOE.IVID 

FROM: American Embassy, Paris, France 

DATE: December 27 , 1938, 5 p.m. 

NO.: 2170 

~uiet and thin Paris exchange market today; ~he 

only trading which was of ll!UCh interest involved the 

purchase by Guaranty of dollars for the French fund. 

By 3:30 this afternoon these purchases had amounted 

to 860 ,coo. 
l7ILSO!<. 

EA:LWW 
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get along with you no matt er where you are. 

58 

(laughter) I don't believe that. How' e Herman, Henry? 

What's that? 

How's Herman? 

Her man i s showing steady improvement, Roe. 

Oh, good . 

Now, this is what I'm calling you up about and 
llcReynolds and Foley are here too. 

Yes. 

Are you at a hotel? 

Yes, I am. 

' llow, itS thi s old question of the Joint Committee on 
the Hill getting out a codif1oat1on of t he l aws. 

Yes. 

And tho position that Oliphant took was t hat t hese 
codifications should be based on prima facie law and 
not absolute law. 

~es . 

And the reason I'm calling you i s because they keep 
using your name, that while you were here, that you more 
or less acquiesced, in fact i n t he report which 1s 
printed up, I ' ll r ead 1t t o you, a minute, they - in the 
letter of transmittel - Hello . 

Yes. 

They say, I'm quoti.ng now l rom the Congressional 
document - ·~nder Secretary Uagill stated 1n the hearing 
before the committee on Ways and Ueans that t he Treasury 
is v1tall,y interested 1n thh work and expressed the 
hope that the staff would be able to complete the work 
in time for codification to be approved at the session 
of Congress .• 
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Yea . 

"In preparation of this work he made available • so 
forth and ao on. 

Yee . 

Now it gets donn to this. I'd ll~e y~ur advice. I 
mean Oliphant has writ t en this lett er that we go 
alons on a prima facie basis . 

Yes. 

And Henes is all hot and bothered because Daughton 
end Harrlaon want it the other way . 

Yea . 

Now, if you were back here, whet would you advise me t 

I think I would advise you to go along with Douehton 
and Harrison. We went all over that, and - when I 
was up there, end Herman' s way 1s undoubtedly the safer 
way. 

Yes • 

!low, and if all other t!linga ware equsl I would prefer 
to do it Her man's way. On the other hand t he committ ee 
hae epont a l ot of t i me on this codification and after 
the last - well a y ear ago, t hey turned the t hing over 
to us , an~ we had a great deal or checking done on the 
thing, so - that was done under Herman's direction so 
t hat we have had all the opportunity that we could 
have to check it over and point out errore and so on. 
Now as lawyers I think we'd all preter that it be 
prima facie because we run les e chance or getting our 
f eet v:et. On the other hand there are eome advantages 
ot having individual l aw since we've had 
all t he chances of checking and so forth I don't think 
that we h8ve a very good oace t or saying t!lat in case 
teat it may contain errors and so torth, t herefore it 
had better be prima facio. Do you tallow me? 

I ' m listening. Yes. 

Now furthermore, I think the main point 1e thie, that 
not only the technical start or the committee, but 
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~~rticularly Ur. Doughten, i n very much sold on this 
side o! the oase and they've put in, I think, twenty
five or thirty thousand dollars into it. 

Yes. 

An1 they're very anxious to do it • 

Well -

I think thAt 1f yo'.l put up a tight on it, preparo1 to 
die, you will be defeated anyhow, and that you ' ll 
cr~ate the bad bloc~ tha t ie undesirable . 

No , but why can 1 t ::: do wh"-t L!P.gill d1d, simply take 
a middle - in this letter, you simply said you wer e 
int~rested 1n the work, vitally interested. 

Thl'!t 's r ight . 

But you d i dn 't approve it. 

Tha t's right . 

'."ell, h<>r e Ol1pho.nt wrote a lett.er, Jus t before he wae 
taken ill, in which he ho l ds out tor the prima raoie. 

Yes . 

!for you think that I should go against his wienes end 
- or isn't there, isn't there so~e mi ddle or t he r oad? 

Well, I don ' t know about the middle of the r oad , I thin~ 
Percan had in :nind the middle of t hE' road., on tho 
prima facie l:us1nes~ . !'low thE'y VJon 't cind the prica 
fac ie I think, because t hey say that really doesn 't 
hsp~en 

\".'ell , !los. 

Yes. 

It'e only a page and a bal r, let ce read it to you. 

Yes. 

This io the letLer he wrote for my signature to 
!{arrison. 
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"'!'her o is be~ or e me the request fro1:1 i.tr . Stan, 
which he cu!.dc Under Secretary !!Pnes , thP t ! , a a 
Secretary of the Treasury, cx~rese ~views on t~e 
neslr~b111ty t he enactmen t Inter na l qever.uo now 
revised 1n dr9ft !oro . Lcs1slation of thi s sort 

Cl 

can not fa~l to be ueeful er.~ 1t 1& ell competent 
cod1flcPtion since i t's put 1nto rea~!ly accese1ble 
and conven~ont form a multtt.ude ane. d t,•ergent 
ecsttered enactments helpful t o public o!f1c1als , 
l awy E-rs and accountants, 1ndi v1tiue.l taxpay ers and the 
l i ke . ! ther efore hope for early enactment of the 
propoced Internal P.cvenue Code. Substantially all of 
:.hesc usoful pre.ct ~cal obJ ect.tves which 1 he.ve 
centioned would be attained by enactment of this Code, 
not as an abcolute l aw but ll:te the Code of laws 
~he Un1tee. Stetes of America c.nd prima facie l awe, and 
~t t he same ti~e you would not be i nviting the etrlous 
dangers o! nU«erous errors whi ch have characterize~ 
cost careful previous atteiDpts Pt com;:>re.her.sive 
oo~1f1cntion . : r. this connection I have had a 
cccorandn which states more fullJ the conEi der ation 
of practical convenience and l eglsle.t lve experi ence 
upon tlhich t his view r ests. Finally I t ender any 
cooperation whi ch this Department can aff ord ln 
securing th!' enactme:1~ of proposed Internal ::\pv~n:.tc 
Code on the basis indicated . I mPS adn ':.;o:l't as I 
~der•tRnd tha t t he proposed I nternal Revenue C,de 
will be ::m~e pr!:>a !"acle, tl"e law wi thout act i:~n 

ty :o:1s reee, except approval of conmit,ee 0::1 rev1elon 
of laws in ttc ~ou~e of ncprescr.tative s. !hi: could 
ce :!o~:- l::y putt: r.g H. into the next eC.! tlon of 
United StP.tes C:>de , or poEe1b~ by ;:>u~ting it i n the 
ne1:t su?;>lecent of th" l'nl ted St~ t ee C0dt> . Yo•tre 
truly, Sccr·et.l>ry of t he Treasury. " 

·ve ll I don 't like t hl' t l ast part, !!ern.an . 

':enry . 

?Enry. Eecauee i t aee~s :o ce t ::at on t=e que~t lon 
of Just r.hat the~ ~o ar.e. !!or. they do lt, :.hat's real ly 
up t:> them. 

~ee. 

And I wouldn 1 t put that ln. 

I see . 
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Nov, , then, 1 don ' t think they will like it, a nd 1 
d on 't think lt d oes any good . 

Yes. 

:;;,., 1-he n , as t :> t.ne other , the first ,aregra!)h, o f 
c ourse , iR fine. 

Yes . 

l'o" ! w:>uld be inclined , 1 t ol ink , myse lf, t o d :> t h is, 
if I were in your pl a ce. 

!' l enAe. 

I t nlnk I would s ay th~t there are s~ce ad vqnt.R£es in 
r.avint• ll ,:>rice facie s A 1\t;!linst abso l ute l M• on account 
o!' the poFslb~llty .)f err:>ra . 

Yes . 

And we have checked the t n l ng a s carefully as we can 
Rod e.:> have t hey, end t.he next ,>ossib1lity ls to try 
to .. ,ake lt ,'erfect, but s tll l t here i e t h i s chance of 
e rl'or. H:>wev er, there's 11 quE'E ti:m of whether t hey 
shal l e m ct. it prir..E\ f~<cie :>r ,:Jerme.nent la••, abeJ lut.e 
la•· , i s U.J t.:> thew, es e. oatter :>f legislFtive a ction, 
t hat is , ••.)ul<\ suf!'ic1en1.ly serve :>ur ,>ur) Oses as an 
• cc~n1strative C.e :>Prto en1., lf 1;. rere mPde .)rlm~ f !lcie . 

: sec . 

S:>met. r. i ntS of tha t sort. 

I see . ''I ell, now , just l et me ask - r.ill you hold on 
a m:>ment? 

Yes . 

Le t me tl'l< t:l ':'oley ~<nd .:Rc a minute. 

Yes. 

O~eratJr: ~re you wPltine? 

'":J1· : v e e , ! ' m h:> l d ln.:; on ;>lease . 
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P.e llo. VIe ll - Roe . 

Yes, P.l'nry • 

Foley said that, well you've given us whet I want, eee? 

Yes . 

I didn ' t realize ther e 'd been so cuch water gone over 
the dam. 

0!1 , there ' e been a lot, P.enry, and I th i nk I should add 
t o what I've said, that Judging from ~hat I- my 
talk v:ith him , oh,probably six months ago, t hat Herman, 
I think, f ePls quite st~ongly on the thing. 

Yes. 

~.ncl. of oouree that should be very carefully talten i n t o 
account. 

Yes. 

Now, as I ' ve saiu , I wouldn't have any question that as 
a lawyer, i t ~ould be a sour.der t hing to do t o announce 
prima facie. On the other hand we 've had qui t e a b ig 
discussion about it, a year ago they wanted to announce 
1t then, ar.d we said, "No, let's not do that because 
the ?re~ldent real~· hasn't had adequate chance t o 
study lt. • 

Yes. 

And so we d i dn 't. 'lie were t hen given a chance t o study 
it and we went over it with a fine toothcomb and t he 
Joint committee, which were t he staff was very good 
about the three suggest ions which we made . 

Yes . 

Now then, having gone through all that battle, 
I think t ha t Do•Jghton will unques tionably say t o you, 

•well , good heavens, you've had e year to oheok the 
th i ng . The thi ng was done with the help of your man 
i n the first place, and we want to enact i t as an 
absolute l aw. '' 

Yes. 
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And I t hink that undoubtedly, you'll get into a 
certain amount of difficult y with the Congreeei~nal 
leaders if you adv~cate strongly that they shoul~ pass 
it or ?Ut it into absolute law, 

we don • t want to oppose it. I thinl<: your letter - your 
suggestion for a draft or letter i s all right. 

I think I POuld >U t it, it eeeme to ce that's probably 
t he t hing to say that's -- it's u~ t~ them as to what 
they are going to do l'ith it. 

Ri ght. 

And ••e t hinl<: that for obvi ous l"easons tha t it wJuld be 
safer to ma~e lt prima facie . 

Yes . 

.~nd t hat it w~ulo. suff iciently serve our ;>urooee , 
;>ric:fl facie. 

Yes. 

But that i t ' s their problem as C~ngreeeional leaders , 
as t o what they want to do. 

• 

Well, I t hink ~;e can couch the letter in tha1. language. 

Yes . 

How's the real-her down 1.here1 

P."w are you? 

~ine. How 's the weather ? 

It's very nice down here , it's very much better than 
I anticipated . 

tnod. 

!!uch hotter. 

Can you do t he Rhumba? 

(laughter) Not yet. 

We l l , you'd better tal<:e lessons • 
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~/e ll, we're going t:> be so busy, that I don't think 
we ' ll even see the Rhumba. 

Oh, nut& . 

(Laughter) 

All riGht, Ros. Hap~ New Year. 

Happy t!ew Year . Give IllY best to Herman . 1t you will. 

I'll do that, and 1t you don't sse t he Rhumba while 
you're down there, I'tl never recommend you f or 
another J ob. 

I ' 11 eee !.t. . 

O. K. 

Goodbye , Henry . 

Goodbye. 
\ 
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Stcrctnry of Stnt£, 

Washington . 

1471, DEcEmber 28, 7 p . m. 

GRAY 

London 

Dntcd Dcco•bcr 28 , 1 n3e , 

·:ec ' d 10 : 25 p . n . 

STRICTLY COHFIDDITIAL FOR 'l'!IE SECRET AID!' OF THE 

TREASURY FROH BUTTER'IIORT!i . 

By nppointmcnt I called on Sir Frederick Phili pps 

this ~t crnoon , 11/a l t y nnd Cattcrns , Deputy Governor 

of t hE Bank or Engl and, ~ere also present, 

Philipps began by refErrinG to thE recent measurEs 

taken by thE British monEt ary authorities and hE char

acterizEd thEm as being on the r:bol t a success . They 

66 

had contributed mater i ally in maintaining thE pound 

during DEcEmber but he addEd that only th£ normal tight

nEss or monty towards thE End or the yea r had madE them 

practical expedi ents and consequently with thE beginning 

of thE New Year thEir efficacy \fOUld bE largElY impair Ed, 

HE s a i d that wi th this in mind thE British authorities 

had bE En canvassing thE situation and had made it a point 

not only to consult each othEr but to fEE l out tht 

temper 

• 
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temper of forEign cEnters as rccards thE general attitudE 

of those who might hold stcrlinz balances i n London . 

Practically without Exception they had found that thE 

viEW held was that stErlin(l would depreciate fur thEr 

and that therE was EVEry expectation that after the 

yEar- end thE movEment out of thE pound would be renewed. 

Philip9s said that hE rEal i ZEd that this would co-

incidE \Yith thE convEninz of CongrEss and consEquEntly 

67 

he had bEEn dEsirous of communicatin!3 to you thE position 

as thEy saw it. HE said hE was sorry to haVE to convEy 

such dolEful tidings for thE !"EW Year but it was a pain

ful fact which thEy thEmSElVES WErE in thE proCESS of 

facing and hE rtishEd to play straight and fair with you . 

HE said that thE EXpEctation was that stErling would 

touch thE "Munich" lEVEl of 4 . 61 and EVEn go lowEr. HE 

WEnt on to say that ~ of thE troublE lay in thE intEr

national political fiEld and thosE who hEld forEign 
(would?) 

balances in laldon werE find lit tlE or no comfort in the 

coursE of intErnational EVEnts . 

HE said hE was vtcll al7orc that such a d Epreciation 

of sterling would havE rEpErcuss ions on thE Conti nEnt as 

WEll as 1n America and having rEgard to thE rEaction which 

thE 
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tht last Fr ench devaluation productd in Belgium, ht felt 

sure that the Bel gi ans would find it nEcessary to eo 

lowEr and probably thE Dutch as wtl l . As far as thE 

Swiss wtre concernEd, ht was inclinEd to beliEVE that 

they would stand pat . 

I did not concEal thE fact that I considEred this 

vt r y disturbing ntws and I pointed out that tht avEragE 

AmErican, including th£ avtrae e m£mbers of CongrEss , 

looktd upon the dollar r At£ as a sort of monetary bar-

omttEr and I also tmphasiztd tht rtlation of the commodity \ 

prict l t vEl to our recovEry . Cattcrns thEn said that 

they rtaliztd that this might product "fireworks" in tht 

United States ; that in fact it would pr oduct thon tvtry-

whtre and that no onE regrettEd i~ morE than they did 

or wished to avoid such a contingency mort than t hty did. 

But unfortunately political firEwor ks werE going on all 

ovtr thE world which thEy wErE not ablE to control . 

In answEr to a quEry as to l'.btthtr thEy had in their 

mind even a tentativE figurE below 4 . 61 at which thEy WE rE 

prEparEd to rEsist , both CattErns and Philippa said that 

whilE they hopEd that the r ate would not in the ntar 

future go much bElow that 1Ev~1th£y did not a tE how they 

could do mort than what thEy had bEtn doing, which was to 

US£ 
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usE thEir bEs t Efforts and thEir GOl d in rEsisting thE 

trEnd. CattErns wEnt on to s ay that h E saw only thrEE 

possiblE coursEs of action: (onE) to adopt a Schacht 

s;rstEm, which as far as hE knEw 11as not EVEn up for 

considEration ; (two) to p£g th£ rat£ at dtfinit£ point, 

which hE 1'189 convinctd was "sur£ dEath" (incidEntal ly 

this was thE phras£ UsEd by !Jontagu !lorman whEn I talktd 

t o him th£ day bEforE I sailEd) ; or (thrEE ) to do what 

thEy had bEEn doing, namEly to usE thEir skill and thEir 

GOld vdth a ViEw to maintaininG thE ratE as bEst thEy 

could. WhEn prESSEd on thE mattEr of how libErally they 

wErE prEparEd to usE thEir gold , CattErns statEd that 

thEy wErE prEparEd to r tsist "untll thE last shot is 

lEft in thE lockEr" . 

C9 

I raisEd thE quEstion as to thE possiblE outward movE

mEnt of British capital and vthErt as I was again assurEd 

that to datE thE amount or fliGht British capital had 

bttn infinitEsimally small , ~hEy frankly statEd that 

thErE was or coursE no guarantEE t hat at so~ ~oint 

somt nErvous British monty might no t mov£ out of th£ pound. 

ThEy SEEmEd lEss confidEnt of thE "patriotism" of British 

capital than whEn I lEft London . 

I thEn rEfErrEd to tht squalor tactics whic.h art now 

bEing 
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bEing Employed and askEd whether they had in mind any 

other t echnical dev i cEs which the British or AmErican 

TrEasuries cculd adopt , eithEr individually or jo1n~ly, 

which would havE a strcngthcnin::; effect on sterling. 

I n this connection Philipps mentioned thE action taken 

10 

in regard to the foreign transactions Advisory Commit tEE 

( !lo . 1451 , December 20, 6 p. m. ) and Cattcrns said that 

whereas the request of the joint stock banks in thE matter 

of lending against sold and rEi1EWin(3 three months dollar 

swaps would bECanE inEffec t ual c.ftcr thE yEar- end, a 

genEral r EQUESt would be madE t o oll financial insti

tutions in thE city to r Efrain from so doing. HowEVEr, 

he frankly stated that thEr e were no means of prevEnting 

operati ons by those who did not choosE to fall into lint . 

AsidE from this measure Philipps and Catterns d id not 

SEEm t o fEel tho.t any other devices werE at hand which 

would mEEt the situation . I then asked about the course 

of rates of interest ; Cattcrns pointed to Phil ipps to 

reply inasmuch as chckp money is a TrEasury policy which 

has a l ways been disliked and distrusted by Montague Nor

man and the other Bank of England officials . Philipps 

mErEly s aid that sterling would perf orcE bE plentiful a t 

thE 
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thE ytar-tnd. I thtn askEd about thEir fiGMrEs on for

tign balanCES and pointEd out how dEsirablE it was for 

thE AmErican TrEasury in such difficult circumstances as 

thE prtstnt to havE a wEll roundEd pic turE of thE sit

uation , upon 11hich Philipps commEntEd that ht had nEVEr, 

found thE Bank of England's fi c,urEs worth anything to 

h i m and Catttrns wtnt on to E;:prEss vtry much tht samE 

viEw aoout this ma t ter as I uavE you 1n ~ashington, 

namEly that thE fi gurEs wtrE a~mitttdly so inadequate as 

to bE practically ustl tss , and hE impliEd that in any 

cast thE for Ei(ln balances wtrE so l argt in rElation to 

th E gold ass t ts as to rob them of considtrablt signi

ficanc E, HE also admitttd that in thE pEriod whEn funds 

IVtrt fl01ving to London thEy had gainEd morE gold t han 

thEir f i gurts indicattd; that fortign assEts in England 

had risEn and in this prts tnt period of Exodus of funds 

from London they had lost morE gold than thE ir figurES 

indicatEd ; tha t forEign balancEs had dEclinEd, HE wtnt 

71 

on to say that they had triEd all sorts of mEthods 1n an 

attEmpt to fill in thEir statistical gaps, but it was 

virtually impossiblE , for EXampl E, to ascErtain tht amount 

of English currEncy hoardEd by forEignErs in s afE dtposit 

boxEs in London Et cEtEra, At thE samE timE hE Emphasiztd 

that 
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t hat hE did not wish you to havE the impression that thEy 

wert being difficult but the fieures wert so inadequatE 

as to be misleading, 

I think I should point out that "it is not done" 

for any official of the Bank of England to participate 

toecthcr with Treasury officials in such a conversation 

as today ' s and the fac t that t h e Deputy Governor was 

pre sent can only be interpreted as indi cative of the 

concern of thE British monetary author ities and of their 

desirE to obtain your sympathEtic consideration , 

In thE coursE of thE conversation we touched on the 

British economic outlook, about which no great optimism 

was ExpressEd, Philipps was guardedly hopeful but was 

careful to point out that h E was quoting thE Board of Trade 

as of the opinion that the bottom had btm reached and 

that there wert manifestations of evident impr ovement, 

I asked if, in view of thE importancE which a:r:mamcnt ex-

penditure is now having in fostering cconotnic activity in 

this country, about the incidence of such expenditure , 

Philipps said that unfortunately thEy continued to b£ un

able to spend monEy fast cn~lgbJ that thE Expenditure was 

gaining all the timE t hough f alling bEh i nd thE estimates 

but in turn the cs ti~atcs wErE growing rapidly; that EVEn 
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givEn thE post- Munich impEtus to thE armamEnt progrrunmE , 

hE fElt that thEy WErE "prEtty WEll into" thE construct

ional part of thE programmE and th.?.t from now on EXpEndi

turE would largEly go into ships, tanks, guns and muni

t i ons, Et cEttra , CattErns and WalEy WErE mort pEssimis

tic and EmphasizEd that in thE givEn intErnational sit-

uation no sanE businEss man cruld look about morE than a \ 

fEI'I months ahEad and obviously was not prEparEd to undEr-

takE such productivE activitiEs as rEquirEd longEr commit

mEnts . 

JOHNSON 

HPD 
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King : 

·.:::Jr: 
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"-'::Jr : 

v . 
0 o\ o 

i< : 

u .. Jr : 

u::.rr : 

··. ·Jr : 

!. : 

:.:~:Jr: 

~ : 

~·Jr: 

"ello. 

Senator King. Go N\ead. 

·~Pllo , Senator. 

IVho 1s it? 

'lorgentha.u. 

(')h , hello , my ~ear t'rien~. 
p•.tr;>!) s e s. 

December 29, 19~9 . 
4:45 p .m. 

I called y!)u u~ for dual 

I !:!"l?r. . - n3s :)ver at CPblnet . r •m sorry. 

~ee . P1rst to .-- ~o tPl l you ~hat yry u can't r esign. 
':ie -- v:e hav£ 'confidence in you. Y:>l! e.r!' on!' of the 
fer ~en in the P~mlntstration that has the absol~te 
c:>nf1i~nci of all ot' u& . 

.. /ell , that' s terribly nice . 

~nd I d~n't want you to rAs1sn . I sh~ul~ Just re~l 
terribly if you do that . 

'.'/ell , I --

74 

! j!.!St wanted to cPll you u,> to tel'!. you h.,,. much I 
rPgs~ed y~u and lov~a you , and ho~ -- h')w -- wh~ t a 
fPeling of satie!'•.::t1on I hAv~ r:hen • m o·• you ' re there . 

Well , thPt's terribly nice - - ~~ - - : can't hel~ ?~o?l!' 
~:--?:D. r:~ _l.-· 1n£ 

••e ll, th~t · s a"'"!.!'!.ly n lce ;) f you. 

Mhar:.l': you. 

I ouo:ht to c~<ll <l own ln 1)crson but I hPv e been so busy 
-- I - em •··ork1ng all the t tme , dP.:? en<l. night, but a on ' t 
le~ v e as , my boy . 

''cJl, I rl:>n ' t th1n11;: \711'!.. 

-Pll, that's fine. :•e ll, ,;ood 
!'">U 

:'hllni. you. 
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I 

December 28, 1938 

I gave th1a to the President to read and he gave 
1t baok to me. He aa1d to make 1t tor s1x months and 
the pr1oe to be the same. 

\ 
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TREASURY DEPARTMENT 

WASHIN GTON 

1 . As you know tho llewzy-"!ined Domestic Silver Procla:nation will 

c::_.l.N on Decc.,bor Jl, 19.)8. Unless the Procl....ation ill extended, be

~innl.JI{; J rumory 1, 1939 o~ silver mined prior t o that date cnn be ae

.Urtxi by t he TrCru!Ul'Y under tho Proclamation. I rccocmend that ;you ex

to~cl the Prccls=t ion for six months until June JO, 1939. 

16 

Scct lon 43(b) (2) of "The ThotUlS Alncnclmont• or the Act or ~tsy 12, 19JJ , 

-, o:-.cn<ied , authorizes the President: 

"By proclat>ation to !1x tho weight of tho go1u dollnr in 

&roina nine tenths fine, Mli also to fix tho r.e ight of tho silvor 

clollnr in grnins nino t enths fino at n definite f'ixod ratio in 

relation to tho gold dollu a t such OJLOunts as bo finds nocessney 

fToJ: his investigation to stabilize docostic prices or to prote<lt 

U1e forei gn cor.unerco against tho adveroe effect of depreciated 

foreign currencies, and to provide for tho unliU'.i te<l coiMge of 

~ cold c.nd silvar a t tho ratio so fixed, or in ca:;c tho Govern

mont of tho United States enters into an agreement dth tJrJ¥ govorn

c:cnt or gOVOl'lltlento under thO tel'llls or rlhich the r a tio botwean 

Uoe valua of gold and other curroncy i ssued by tho Unitod Statoa 

and by any such govur=c.nt or govcrnocnta i s ostabliBhed, the 

Pros1<1ent may fix the i!Oight of the gold dollllr in accordance 

v.it.h t.l1e ratio so IIGI'!"d upon, a.nd such gold dollar, tho '"'ieht 

of which is so f'ixod, shall bo tho stundard unit of value, and 

all fot"llln of money iosued or coined lr; the United States shall be 

mointainod at a pnrity with tJ1is s~dnrd Md it shall bo the duty 

of' tl:c Secret"--J or the Treasury to maintain such pm ty, but in no 

ovent nhall tho r:oiflht of the gold dollar bo fixed so as to reduce 

its pr esent ..-eigbt by more than 50 per centwn. Nor oball the 

t.oi&ht of the gold dollar bo fixed in an;r event a t llOre than 60 

pot· contum of its present ~11i(lht. Tho po11ers of t.l1o President 

~.·ecifiod in this paragraph shall be door.ed to be soparato, dis

tinct, e.nd cont inui.n8 por.ors, ond rJ2:f be exnrcised by him, froc 

time to timo, severally or together, whenever and as tnc cxpres30d 

objocto or this soction in his judgment ms:J require; excopt that 

lj\lclJ no!l!!rs Mol 1 oxpire June JQ, 1939, uale:~a the President oball 

oooner declare tbtt existing emergency ended . • (Underscoring added. ) 

The underscored portion is tho principle authority relied upon 1n issuing 

t he Silver Procl8J:lation. Because under such statute ;your por.er to provide for 

tbe unlimited coinage of silvor expires on June JO, 1939 I reCOIIIIIIend that ;you ex

tend the Proclst>ation for six 100nths o~ and also provide in the Proclmnation that 
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t.be newl)'-ained sllver to be eligible \Dldar tbe Procl •=•tion wUl have to 

be delivered to the mint by J\Dle .30, 19.39. If thie b aareeable to you, 

1 v;ill h:vo the Proclamation drn!'ted at once and ~ubmittod to you in the 

r cculer 1181• 

2. Your attEntion 1.a also called to section 3 of the SUver Purcha.oe 

Act of 19.34 llhich provides as t'ollo11S I 

•sm. :; . llhenover end so long as tbe proportion of sllver 

in tbe stocko of gold and allver of the United States is leu 

thllll one-fourt.b of the JDOnetnry value of such s tocks , the Socrets.cy 

of the Tr<l<l!!UlY is authorized and directed to purchase sllve.r, at 

hone or abroad, for present or fUture delivery rlth any direct 

oblications, coin, ot· currency of the United States, euthorU.ed 

by law, or with any fUnds in the Treauucy not otbenise appro

priated, at "uch r ates, at such times, and upon such terms and 

conditions as he csay deem rensonahle and 110st advantageous to 

the public interest! Provided, That no purchase of sllver shall 

be made hereunder at a price in exceos of the monetary value 

theroot: .And J)lYvided f'Urther, 1hat no purchases of sllver 

situated in the continental United States on !Ia)' 1, 1934, 11bell 

be I!IO.de hereunder at a price in excess of 50 cents a fine ounce. " 

Under t.Ois statute the Secrets.cy of the Treasucy would havo legal authorit,y 

to acquire newly-minEd domestic allver at a price in excess of the ....rkct 

~rice for foreign ellver if he deemed it reasonable and 1:10st e.dvnntageoua 

to the public interest. Tb1.s statute imposes no time limitation on the 

Cl"en:ioe of the powers or the S..crctazy. 

Secrcts.cy of the Treasury. 

1 
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Ot"I"IC& 01' -au.c--TO 

ASSIST ANT ATTORNEY GENERAL 
tOt VARICM 8"T1'&CT 

N IIW YO"K 

"*TMt: A••l'lni!Un ·~··· Olliii•:•Aio."' 

December 28 ,1936 

MRN 

~:r . Archie Lochhead, 
Otfice or t he secretary of the Treasury , 
Tre~sury Department, 
washington, D. C. 

Dear !"r. Lochhead: 

Vfuile the enclosed is rather ancient, I 

think that the Secretary may find i t inter.esting end 

inrormeti ve. The report , no doubt, hes elreody 

reached the hands or the Navy Depar t ment and I believe 

the .3ecretar y should have o copy or i t . 

Wi shing you a Happy New Year end hopi ng to 

see you soon, I ruo 
Sincerely , 

~. ll. .?t~J..,__ 
(U.R.Nicholson). 

Enclosure. 
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Report No. 9-38 14 September, 1938. 

STRICTLY COHJI'IllENTIAL 

POUTICAL SITOATIO!I IN CHDIA 

AS 01' S!!PTF.ll!ER , 1938. 

!!I 
J. M. Mcllugh, Captain U.S.M. C. 
Ass istant Naval Attache, 

Chung)<ing-Chinu. 

1. The assumpti on or office by!~. T.v. Soong, 
i •,cl1cated as a probability in my report No . 2-38 or 12 
l'ebruary, 1938, tro~ Rong Kong , did not materialize end 
the r enily dissension out lined in my report No . l - 38 
has continued to date in varying degrees or intensity. 
Va r iou3 high lights i n this drana, particularly those 
ln• ol•ing the question ot foreign financial assistance 
t.O Ct. ina end Br ! tish interest thereln , heve been re
rorted rroo tbe to time either thrOUflh·the medi um or 
ne~rende to the Ambassador, copies or which have been 
forwarded efte~ be hed radioed the gi 3t or thea , or es 
•ert o r cy own despat ches on the general situation . 

~· Ci:liE'liiL SI1UATION 

2. As a r esult or the events or the past seven 
months certain rather specific rec t ors eppeer to char acter
ize the situation e t present as I understand it , although 
the picture is still hazy in some respects: 

e. Chiang Kai - shek ' s position as a n.ation-wide 
sylllbol ot resistance to Japan, which I sugges t ed in 
my original report, has becoce very definite. His 
popularity i s ~~despreed and his position or leader
ship is universally recognized throu~out the country . 

b. His elevation to the position ot Tsung Tsai 
( Supro~ Director) ot the Kuomintang bas furthermore 
given him d ictatorial powers politically. 

c. His consistent failure, however, ~o eliminate 
reactionary, inefficient and corrupt elecente trom 
the Government is difficult to explain other than 
fro~ the point or view that (1) he is busy with the 
military problems or the war and lacks direct evi
dence or the contusion and ineffi ciency which exists 
in mony dapartcents , en~ (2) he odheree to old
fashioned political methods end avoids direct action 
against officials. There continues to be speculation , 
therefore , whether he hi~selt will survive the popular 
wove or disapproval which meny feel will eventually 
sweep these otticiels trom ottice. 

d. It has been definitely established that Chiang 
Kai-ahek Md Soong canno'. work t.Ogether in harJlOny. 
Chiang chides Soong tor not accepting the posts pro
terred hlm and not cooperetlns in nery possible way 
in helpi ng hie tight the war , but baa tailed to offer 
Soong the authority which the latter desires. Chiang 
probably distrusts, it he does n~ actually rear 
Soong's motives. Soong, on the other bend, cannot 
hide his scorn ot Chiang's old-fashioned mentali ty 
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and willingness to put up with inefficient sub
ordina tes, nor can be conceal hi s contempt end 
vindictiveness toward Kung. Soong is by no means 
blameless himself as is adequately indicated 1n tb~ 
account which follows . 

e . Kung, wbo came to Hongkong in February a 
very worried man and whose posi tion with Chiang 
was undoubtedly precarious at that time, bas since 
been restored to favor , apparently as an effective 
bl ock to Soong. Chiang even went so fer as to 
inform the British Ambassador that be wanted it 
definitely understood in London t hat be intended 
to r etain Kung in office end would accept no dicta
t ion from abroad on the question, even it it meant 
the forfe iture ot foreign financial assistance to 
China . That Chillllg actually likes Kung does not 
follow. ChiP~g i s very obstinate end bas a habit 
of conceal ing his purposes until the lest moment, 
I t will not be surprising tberefo~e it he suddenly 
removes Kung some day . For the present Kung con
tinues to serve him as en obedient servant and is 
thereby probably :nore expedient then otbe,rs wbo 
might tend to cause trouble. 

t. A contest for the economic domination of 
what remains of Chine exists between Soong , who 
beads the pro-League and pro-wester n elements and 
•t•ho possesses extensive financial influence through 
his control of the Bank or China and recognized 
abilit y, end the Government groups , heeded by Kung, 
who stand essentially tor Chinese monopoly and who 
ere basically anti - fore ign . The 1:.1ni star of Com
cunications , Cheng Chi e -ao (Chang na-ngao) i s 
Soong ' s direct opponent on most fronts in this 
contest, especially i n Kwangt ung whi ch Soong un
questionably aspires t o dominate as a pot ential 
lever against Chiang Kai - shek . 

g. Underlying popular d i scontent toward Kung 
continues both on t he pert or independent politicians 
and the articulate section or the masses. He 
undoubtedly Vlill be the princi pal target tor 
any political uprising that may take place later, 
f or he has come to symbolize wealth , greed and 
corruption in the popular eye. He is the "Achilles• 
heel" or Chiang' s present organization . There are 
those who say that it Chine goes do~n Kung's name 
will be written on her tombstone . ce was heckled 
publically both during the F.:uomintang Congress in 
Apr il and the People ' s Political Convention in 
July . The undisc i plined and over-bearing activi
t ies or his children continue t o arouse widespread 
dissatisfaction and criticism bot h from within end 
without the Governcent. There was actual ly a 
pr oposal s igned and ready at the beginning or the 
People's Convention to impeach him, but it was 
suppressed subsequently in the interest or national 
unity , 

ru 
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h. The Con•ention, attended by independent 
and non-Kuomintang members from all oYer the 
country, ended fairly ami cably, howa•er , end all 
hands appear to have settled da.'m tor the present 81 
to the grim Job or continued resistance to Japan. 
There is a lukewarm attitude and lack or real 
determi nation to sacrif ice, however , on the part or 
mnny,- a casting or furtive glances toward their 
individual futur e . There also i s extensive sympathy 
with the mass organization and youth treinill!!. methode 
practised by the former Communists which Chiang has 
attempted to counteract by initiating a program 
tor the training or 60 , 000 youths for the 
Kuomintang . Hie failure to t hrow this open to the 
independent factions and the general efforts o r 
r arty officials to suppress ell opposition is 
another source of discontent. He has indicated 
definitely, however , hie faith in the principles 
of the Kuominteng end his impati llnoe with other 
political creeds. Whatever his conception of some 
ot the present Party leaders may be (and he has 
s howed signs or wariness tower<! some) , he believes 
i n the Party itself end its ultimate service to 
t he country t hr ough proper indoctrination or the 
younger generation. 

i. Chiang' s general r el ations with the forcer 
Communists and with the Kwangsi group remain satis
factory despHe recurring reports to the contrary. 
EiS control over Szechuan , which presented a di ffi
cult problem tore time in the early Spring, 
strengthened later, although recently there have 
been rumors t hat sooe feeling has arisen between 
t hose ectiv~ly engaged a t t he rront end those now 
safe in the recr at Chungking. How much truth t here 
~ey be in this I have not yet !Jed the opportunity 
to determine. 

j . I t must be kept constantly i n mind , however, 
that should Chiang Kei - shek be killed , the pre$ent 
res istance would in ell probability disintegrate 
rapidly . It is very doubt ful it any other leader 
coul d i mmediately replace him. While be lives , con
versely, there appears every reason t o believe (sub
ject to the exception noted bel ow) that he can hold 
the countr y together end continue organized resistance 
indefinitely . There have been recent indications 
that the Japanese ere beginning to apprecia te this . 

k. The most serious menace t o his control, es 
pointed out in my recent despatch on the curr ency 
question, i s the probably demoralizing effect that 
the failure of the currency might have on the country 
in general , especially if it comes in conjunction 
with the probably fell or Hankow. It would not i n 
itself come as e s udden blow, but as its general er
rect began to be relt by the people in c 1nnection 
with the loss of Uenkow, it might produce panic and 
confusion wbich once started would be d ifficult 
t o check, 
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1 . Events as they have transpired on the 
tinenoiel front during recent months have sub
stantiated the information which has been given 
me trom time to time by Mr. C. Rogers and have 
proved that he baa been honest w1 th me end cor-
rect in his predictions. (See copy ot Uemoren- L2 
dum prepared by hi.m tor K. P . Chen, appended hereto) . 
Kung, by his failure to retrench , economize end 
assist the export trade , eo urged by Rogers lest 
January, has expended China ' s reserves much earlier 
t han necessary. He has et no time bed a proper 
comprehension of the financial situation or plene 
to cope with it . He has assumed the role or an 
i nternational beggar, grabbing at every smell 
credit he could get, irrespective of the necessity 
to the war or the materiel offered or his ulti-
mote abili t y to pay , in order to be able to 
flourish such credits before the General issimo 
to strengt hen his own political position. 

m. The result is that China's monetary reserve 
is almost exhausted end her currency, which hes 
been remarkably sound end stable to dete , is 
t eced with complete collapse unless a substantial 
loan from abroad is forthcoming very soon . 

B. THE SOONG FAMILY FIGHT 

~ . The unravelling or the threads of this family 
relationship, the many t ales concerning their activities, 
the daily events involving them end the direct bearing 
or their every oove on the existing situati on and the 
very national destiny or Chine has presented a perplex-
ing, i f absorbing, problem. Not the least or the diffi
culty involved in endeavoring to obtain a clear concep-
tion ot events has been the precise position or Mr. 
Donald himself . Two points mentioned in my original 
repor t have continued to stand out, nemely, (l) that be 
1 s bound by a blind faith end devotion to Madame Chiang 
and the belief that the only hope tor direct and satis
factory solution or the many problems involving Chine end 
Anglo-American interests lies through her e.nd her ebiUty 
t o think end set as e westerner (a faith that is well 
merited , I believe), end (2) that he possesses her com
plete trust and confidence to the exclusion of all others, 
end with this at least t he respect of her husband , who 
listens to him on many matters even though he has con
sistently refused to heed his advice in those concerning 
drastic action against Government ortic1als . 

4. Mr. Donald , however , has been drawn so closely 
into the family circle that I believe he has largely lost 
the objective point or view on China which 1n the past 
served him so well and which is vitally necessary at t his 
time. Due to his advanced ege, the strain ot over-work and 
loneliness be bas beooce more dependent than he realizes 
on the friendship or ¥adams Chiang and the Kung !emily and 
as a result has absorbed the hyper-Renaitivanees or a 
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t ami lY member toward criticism from without while at 
t he sane time taking s i des freely in t he tight from 
wi t hin. To th i s must also be added probably the sub
consci ous reali7~tion that should the present Chi ang-Kung 
combinati on be disrupted, and especial ly it t his s hould 
Include the rise to dominant power ot Soong, he ~~uld be LJ 
out of the pi cture . 

5 . Nevertheless it should be emphasized, end should 
h~v~ been so noted in uzy original report , that he has 
devot ed hi s life in Chine t o battling tor Anglo-American 
i nterests and endeavorin g to obtain t or them a fair and 
honest break from the Chinese. Furthermore I believe 
t~et he has in recent weeks come to realize that the 
criticism of Kung has had mor e basis in tact than he was 
¥t illing to concede a few months ago and t hat his present 
triJ: t o Yunnan , while genuinely necessary tor purposes ot 
he~ltb, embodies t he two-tol d object ot getting away trom 
t he Kung r egime for a time it possible. Cpposed to t his 
1s his loyalty to t:adane Chi eng which I believe in the end 
will dominate and force him to return . 

6 . In order to describe as accurRtely as possible 
t he s ituation that hes existed with regPrd to the various 
characters involved end the events thet have transpired , 
I again submit e chronological narrative of my various cont acts 
and conver sations: 

? • While Medema Chiang, !,!r . Donald end I were in 
l!ong Kong I ette~:~pted one n:orning earl y in February to 
dr ew L!r . Donald out on the subject of t he alleged corrup-
tion in t he llinistry of Finance , ot Dr . Kung ' s connection there
with end of Madame Kung's possible relationship. He uttered 
e categorical denial of the s t ories , seying that they were 
spread by Soon£ end his crowd pl us t he foreign banks , 
especially the 3ongkong end Shanghai Bank, because the 
letter was disgruntled over the teet that Kung bed t e.ken 
away from them t he control ot exchange . He said t hat all 
he heord from within the Kung family ~ere tales of bow 
hRrd they were wor ki ng for Chino end how unjustly they 
were criticized. He repeated what he bed said n:eny t imes 
previously that Kung had aotually been trying tor months 
t o resign; that he was e sick men; that he bed heard 
l!edeme ChiRng upbraid Kung on many occasi ons for not 
hovi ng the nerve t o go through with it, but that the 
Generalissimo e lways brushed Kung as ide telling him that 
no one oould quit during war t i me end that dropping deed 
ot heart failure would be no worse then getting shot at 
the front. DonRld went on t o say t ha t Kung bed told his 
f11mlly many times that he woul d be e r uined man by the 
enc! ot the war ( it being true t hat he has lost extensive 
holdings in Sbensi while any i nterests in the Shenghai-
r:onking area are certainl y i n e questionable statue) • 
He se1d that Kung, like the Genera lissimo, brushes a side 
s tories ot corruption among hi s subordinates saying that 
he oust have pr oof. 

8. Mr . Donald at this time re-asserted what he bad 
told me previously, that he himself wanted evidence it it 
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existed of corrupt activit ies. He compl11ined that 
people spread rumors, but never supply proof . He as
serted that if he could get evidence he could obtain 
drastic action end that he would then go ewey from 
Chine on his boat as he has l ong wanted to do . (This 
letter is e r evorhitiehthheme

1
or his . He has a smell yacht L ~ 

in Hong Kong on w o e p ens to cruise through the 
southern islands end write his memoi r s .) He told me 
t hat only two days pr eviously tlademe Chiang had had a 
bitter argument with t~~ or the Kung childr en ~no were 
~ude to her sod insisted on being pernitted to accom-
pany her beck t o Hankov.-; t hAt she had ordered her plene 
made reedy for the following morning in order to get 
away f r om the111; end t hat be had With difficulty persuaded 
her to remain. (There are f our Y.ung children: David, 
aged twenty-three, bead of the Central Trust ; Rosemary , 
aged twenty, who stays i n Hong Kong qui etly; Louis, aged 
ei ghteen , end J eanette , aged sixteen, who· have been at 
l!ankow.) 

After our r eturn to Henkow on 19 February, Mr. 
Donald told me that Jeannette had ac tually engaged pe s
sage on e Eurasi a plane for llenkow end hed only been 
apprehended a t the lest c ocent bef ore leaving. (Loui s 
end Jeannette subsequently returned with t heir mother in 
April end have rerr.alned in llenkow ever since) . He has 
frequently claimed t hat Y.ung ins i sts tha t the children 
help hi m e greet deal by making everyone e l se i n t he 
~ .:ini stry work . He offer ed this t o me in apparent s in
cerity a s justification of the s ituation end went so 
far as to bring t wo l etters over from the Heedqu&rters 
written by David Kunr, to l!ademe Chians , one asking her 
cooperation i n seeing thet order s for aviati on equ1p
u~nt receive her per s onal approval in order t o ass i st 
h i e in eliminating many other unnecessary ord ers , and 
the other , .,:ritten j us t prior to our depar ture ror Hong 
Kong, in which he dilated on ~lncle T. v.•s~ bi tterness 
toward his rather and unwill ingness t o cooperate with 
t he family. 

9 . I al'l now or the opinion , in looking beck on 
these incidents when I listened without cocmnent to these 
remEtrks , tha t l~!r. Oonttlct was endeovorin E> to s ilence ell 
Adverse comment on t he Kung situat i on nnd possibly hoping 
t ha t I mi ght even defend Kung , in the interest or off-
setting t he general impression held or him abroad and 
prevent i ng it from acting as e deterrent to t he granting 
or f inancial assistance t o Chi nA . I beli eve he abendoned 
any such hope when t he Briti sh later in the Spri ng let it 
be kna~n that the chances or a loan in London would be 
considerebl v enhanced if Dr. Y.ung were supplanted, end 
when adverse comment against Kung h11d appeared i n e num
ber of article s publi shed abroad , notably one by Gunther 
Stein in June in THE Lm:UClll FINANCIAL NEVIS . 

10 . The tight over t he Kung chi ldren f l ared up enew 
After W.r . Soong a r r ived i n Hanko" • lle r a ised the point on 
more t hen one occasi on i n his discussions with the 
Generalissimo end !.!edru~e Chiang end apparently elicited 
some sympathy tro111 ber in this respect . tr. Donald, 
altboueh be suppressed ell intor111ation favo rable to Mr. 
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Soong end continually represen ted him as a selfish and 
over-bearing individual tov1erd hi s family, informed me 
on one occasion that l:edame Chif'ng bed chided Kung for 
giving David the responsible job or bead or t he Central 
Trust. Kung had replied that be had only appointed the 
toy to the Board end that the member s thereof had elected 
him Chairman - a defense so patently week that I was 
o~bzed that be repeated it. A short time later, however, 
nevid was brought to Henkow, the story given me being 
tha t he wns at last going to get his wish to be sent away 
t o college (he has constantly been represented to me as en 
unhappy boy who really did not we.nt officia l posltlon, 
hut desired a chance to complete hi s educat i on) . Mr. 
Roger s , however, informed me during my visit to Hong l'ong 
in April that young nnv1d had been caught in a very sus
pic i ous deal involving traffic in Yunnan bank notes be
tween Hong Konp, end K\mming end bad bed to clear out tor 
Hankow unt 11 the situation cleft red. He re:'lnined in Hankow 
several weeks and eventually returned to his post in Hong 
l':ong where he still reoains . t:r. Soong, however, set up 
~is own pu=ches tng coocisslon for the Aviation after he 
took over control or that branch end I was informed during 
my last visit to Hong Kong that he bed become so enraged 
over the interference of David end the Central Trust tha t 
I. e h&d impounded some eight ruiltlon dollars of the Cent rBl 
Trust's funds in the Bank of Chine end refused ~hem ac
cess to it. 

11. During the first three weeks in l''ebruBTy , follow
inR the ;reparations described in my first two reports for 
~oong to proceed to Hankow and assume office, a lull occur
red during which Soong retrained from going to Hankow, 
ostensibly waiting for nr. Kung to return first end also 
to see the ~eneger of the Tientsin Branch of the Benk or 
Ci. ine, who wes then en r oute to Hong Y.ong , about the cur
rency situetion in North China. This delay pr oved fatal 
for e t some time durine t he period t he Genera l13simo changed 
h i s mind . As previously mentioned Yung bad arrived in 
~ong l':onp, a very worried men end even went so far , et 
Donald 's instigation, as t o cel l e meeting of the various 
Anericen a i rcraft selesoen eml endeavor to get t hem to 
confess, as in e r evival meeting, whether t hey bed ever 
pa id squeeze to him or his subordinates- a move whi ch ot 
course proved fruitless end was, t o sey the least, un
s t ot esmenlike. 

12. Likewise during t his period , while I was calling 
at the Kung home one afternoon to see Medema Chiang, Mr. 
Donold alluded to the vicious stories circulating about 
both l11dies and invited me to tell what I had beard end 
expose my sources of information. Fortunately I bed never 
told him much nor revealed any or my sources end I was 
therefore able to evade the i ssue by pleading my recent re
turn t o China and lack or contact wi th events of the pre
vi ous two years. Madame Kung seized the opportunity to 
l aunch into en impassioned account of her innocence, in
s i sting that abe shunned ell public functions end devoted 
her time exclusively to her family end to welfare ~~rk. 
3he said that she had on several occasions spoken to her 
husband about the vicious gossi p concerning her, but that 
he elweys told her he oould do nothing Vtitbout specltlo 

., .__ 
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proof . l~adlll!l& Chiang then broke i n and said tha t she 
was being blamed tor the t ei l ura ot everything and t hat 
even the congestion on the railroads was ascribed to 
the inefficiency ot her Aviat i on Commission . She stated 
the t some people were cal l ing her a "modern Yang Kuei-t ·a i " 
and wer e saying t hat t he reason Chi ne was losinp: the wer 1 1 
was because it hade "petticoat government" . She termed u u 
the s i t uation in a "hopel es s mess"; sai d that her doctor had 
told her she woul d acqui re cnncar it she did not rest ; and 
asser t ed she was going to resign her post as Secret ary 
cenerel or the Commission . !Jr. Soon6 entered tbe roo111 et 
about this time from a meet i ng or bankers goi~g on in an 
adjoining room and attar he had l ett , V.adame Chiang re-
marked t hat be ought to be givenher post and 'let him 
"ee v:het be could do with i t '. 1/.edlll!le Kung contr adicted her 
and sai d, •r,o , let him take the :!inistry or Finance" , and , 
t u::-ning to me, Added, ''You know we o1'fared i t to h i m t he 
o ther day. That ' s what they aro t alki ng about i n there 
now'' • 

13. I did not tully apprec ia t e at the t ime the signi 
f icance or l~adame Chiang's re!DIIrk tor I thought I knew more 
t han she did at the time of the i opending pr ograo for l.:r. 
Soong. She had apparent ly been prompted by llr . Donald tor 
they ,took up the i dea with the Generali ssi mo lmmediately 
after we returned to l!ankow on ~he evening of 19 February 
end the t'ollOVI i ng dey he sent 11 te l egrem to !.:r . Soong ask
ing hi m to coma to !!.e.nkov·. Hr. Soong arr i ved t wo days 
le ter on 22 ~'ebruary . '1/hen I sew him tour days later on 
2 6 Febr uary , he informed me t hat Chi ang had been very 
ins i s t ent ever since his arrival t hat he t ake over t he 
adninistretion or the a i r force by accept ing t be post or 
Vice-Chai rman of tba Commi ssion on Aeronauti cal Affairs . 
!.!r . Soong said he had asked the Genarali ssi,.o if there 
were no nilitery leader to whom this task could be entr usted 
~ nd that Chianp, had raplied, "l:ot one" . l.lr . Soong stated 
~het even as leta as t he previ ous evening Chiang had eagerly 
inqui r ed i f tbay could not consider tha matter agreed upen 
and had pr oposed t hat he give a dinner to announce it . !.!r. 
Soong added that he had told his s i ster that she would have 
to find some way to discourage her husband on the i dee 
since ' she had l i ghted t he train or f i re herself '. 

14. He said be di d not went the post pri mar i l y be
cause he was not a milita r y can and because be believed 
there were o t her end more important matters on which be 
could assist. lle comDent ed scornfully on Chi ang's adniasion 
that he bed no military man to wbom ba could entrust t he 
post. He stated that be did not want any torrnel post s and 
bed told Cbie~ be would act as unof ficial adviser to him 
on any question, seeking foreign advice end mak ing special 
s tud ies t or him where necessary . He asserted t o me that 1t 
was not a question or family reconc i l i a t ion; that he had 
always ma i ntained very t riendly persona l rela tions with 
them, but t hat be wanted to a voi d any quee t ion or t he preoent 
cri s i s being a t amily aff air end of shari ng any posts with 
t~em. He addeJ that he telt i t necessary to ma i n tai n hi s 
own poli t i ca l i ndependence in the exi sting situa t ion (whi ch 
struck me as very s i gnificant and probably the essence or 
his whole atti~ude with r egard t o any rormal re-entry into 
the gover=ant) • 1 learned the tollowil'6 evaning t h at ha 
had given in to the Generalissimo and bad been i ns talled 
as Vi ce- Cbnirman or tha Aviati~n Commi ssion that atternoon. 
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15 . What actually transpired to cause the Geqeralis
simo to change his mind about the program which both Soong 
and Rogers bed outlined to me previously 1n Hong Kong I 
have never learned. From various comments dropped by L~. 
Donald during my daily visits with hi m at this tima and 
during ur. Soong's subsequent visits to Hankow, one tact 
stood out - that Mr. Donal d lost no opportunity to stress (., 1 
both to Madame Chiang and the Generalissimo that Soong was 
ambiti ous, unscrupulous, selfish and domineering and that 
Chiang, would never be able to work with him. It was obvious 
therefore, that whatever favorable atti ~ude Chiang may have 
bad toward Soong prior to our return troo Hong Kong an1 
however conciliatory Soong may hl\ve been during their i nitial 
meetings, these could not have long withstood thie none too 
subtle attack from within the fami ly which certainly must 
have re- aroused Chiang' s tormer animosity end distrust to-
ward Soong. And , unfortunately, l!r. Soong himself soon 
lost patience and during subsequent vis its to Hankow in-
dulged in flare-ups t o Chiang against Kung, the existing 
inefficiency , the handling or the cur~ency , t he inter-
ference or the Kung children and similar points which tended 
t o bear out Doneld ' s version or him and widen the breach 
between him and Chiang. 

16. I likewise am not fully certai n that I know the 
real reason for the very active animoaity existing between 
Soong end Donald . Donald asserts that it dates from the 
i ncident in London in 1933 when Soong wanted him to keep 
the Young Marshal from sharing the spotlight and more es 
pecially to Donald's very succ essful efforts in building 
up the Generalissimo and Madame Chiang in the public eye 
both et home and abroad following their northern trip in 
the tall of 1934. The l a tter, Donald claims, completely 
blotted out publicity for Soong on a trip be bed made Just 
;;>reviously to the northwest while the subsequent rise to 
international prominence ot the Chi ang Ka1-sheks as liberal 
leaders striving for t he advancement or China relegated 
Soong, who bad previously held t his position, to a secondary 
role. There is l i ttle doubt that Don~ld deserves the lion's 
share or the credit tor the rise or the Chianga to this 
position , tor be played the foreign preas end the many foreign 
contacts or the Chiangs verl' astutely during the years that 
followed. He has advised them what visitors to s ee end whom 
to cultivate; he hes written the lll!ljority ot' their statemfl:l ts 
to the foreign press; he has edited the work or many sympathet i c 
writers end directed the activities or others ; end has never 
lost an opportunit7 to extoll them and their efforts to the 
many toreign contacts who constantly seek him out. Hie 
present ill-health has been partly brought on by these 
e fforts, but there is also e very patent elenent of dh
couregement in it, tor despite his extolling or Chiang as 
a forceful and liberal leader he has tailed both directly 
and t hrough Madame Chieng to get the Generali ssimo t o take 
drastic action ageinst inefficient and corrupt me~ers of 
his government who in one way or another have consistently 
obstructed the eff icient promotion or t he war, particuleCV 
in relation to the cooperation ot foreign int erests which 
he bas genuinely tried throughout his life to assist . 

17. A curious enomal7 exists at present in teet in 
that both Donald an d Soong ere righting the Minister ~ ti 
Communication.s, Chang Cbia-ao , on the latter's W>nOJ)O • o 
and anti-foreign att i tude in the administration or his Regraded Unclassified



l'ini&try; the congestion grert and inerriciency or ~ , 
trensportet i on systems; and hi s failure to concede ~e'cipro-
col privileges to foreign airlines whose activity in -
Chine at the present moment woul~ have proved a distinct 
asset . And yet , despite a common cause, they still pull 
i n opposite directions while KUJ18 s its placidly on the ! B 
r enee . ~ 

18. \'lith respect to the Generalissimo's failure to 
invite Soong to Join the government , Rogers informed me 
when he. a rrived in Hsnkow on t!aroh 5th soon after Soong had 
t nken over the air force t he t 1.1aclame Kung had been primarily 
responsible for the Generalissimo's change of heart He 
s tated that Soong had we lted too long in coming to Jienk~w 
end he was very regretful over having gone to Shanghai 
during this period to close out his personal affairs there. 
!!e asserted that Hedeme Kung heel gotten wind of' whet was 
~endinG end hed immediately set to work to poison Chiang's 
mi nd against her brother. Duri ng a subsequent visit to 
:!eng Kong Rogers interned me that he bed discovered the 
identity or the nan who bed tipped orr ~edeme Kung, but he 
<l id no t reveal his name. He said that she spread stories 
abou t her brotht- r end never mis sed en oppo~ity to play 
on Chiang's inherent distrust or him for she realized that 
should Soong come beck into office , 'many of her little 
ge~es •, es he put it, would be spoiled, 

19. I ao personally inclined now to doubt that the 
situ~tion was ever clear out , either with regard to Chi ang ' s 
reported decision to drop Kung or his subsequent fnilure to 
prot'er to Soong the opening which the letter bed expected. 
I believe thet Chiang lost confidence in ~ng, at least 
ten~orerily , as e result of Rogers' exposure of the first 
C. r. '.'lang l oan story during his trip to Henkow late i n 
January end that be wes sincere in h i s tentative prom1 se 
t o Roger s of retrenchc ent end reorganization, but that 
o t her con 1ideretions end subsequent events l e ter restr•1ned 
n1c . TWo points have stood out consistently in Chiang Y.ei 
shek's polio:; ever s:nce the outbrea" or the wer, (1) en 
ef for t to obtain t he cooperation of ell factions end 
1ndi v1duels in his prograo of res istance to Japan , - end 
( 2) 1'. conviction thbt the western powe.rs sooner or later 
must inevitably come to his f•Ss i s tenoe. As to the former 
he has been continuously criticized for assigning positi ons 
or trust and responsibility t o obviously unfit military 
l euders and ror the retention or patently corrupt end in
effi cient pol1t1cibnS in thfl government , but he has stuck 
stubbornly to his t heory or making the military leaders 
prove themselves in battle or suff11r the consequences or 
defeat end popular scorn rather then condemn thee himself 
in advance, end to roroe pol1t1o~l l eaders to accept mutuel 
responsibilit;· with him in his policy of resistance rather 
t han encourage their plotting end opposition by eliminating 
t hem. There hes et no t i me been any suggestion of indecision 
on his part in respect to this attitude . Rether has he 
exhi bited a tolerance which hns amazed end eventually won 
over those who formerly were cost opanly opposed t o h1Jn, 
even though it may at t iJnes have irriteted those closest 
to him who have advocated drast i c elimination of the unfit. 
'lhether the secrilioe in efficiency bee been counter
belenced by e stable end increasing allegiance end unity 
1\t.ich will ultimately bring vic tory r emains to be demom treted . 
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20 . Wi th respect to his fe.itb in eventual help 
from ebroed , Chiang took this for granted in the begin
ni ng , but even otter the failure or such f ormal in
struments 88 the League and the tr ine Power Treaty (which 
he hed been led to believe would eutometicelly produce 
l.el 9 ) , he he.s continued to cling to the idee that he i8 
fi ghting e. bf• ttle for ell democrntio na tiona, and the t ._ 3 
ultilllll tely t hey oennot ran to come to China • s aid . l!is 
belief in the justice of his cause is tantamount to e. 
r e ligious fervor, however vainglori ous it may appear at 
times to some. 

21 . Kung bee been a wil l i ng and subservient cashier 
to him while at the SWle time offering no political 
co~?etition e.s titular heed of the c ivil branches or the 
Go vernment. C11ieng' s gener a l etti tude toward Soong bee 
been that he ought to drop all personltl consi dertttions or 
pest grievances end give his services wtole-heertedly in 
uny position proferred him. Speoiticelly, however, ell 
s uch offers to dote (Soong has been offered the Hini stry 
of Finance on at l east two occasions end the r:inistry or 
Comcunicetions on one of which I know) heve either failed 
t o renove Y.ung as ~oong•s no~nel boss end thereby con
fronted hie; with having to serve es e. part or the Kung 
~cr.ine or httve stipuleted (as in the letter instance) 
that he surrender control or the Bank or Chine, returning 
it to Chang Chia- eo. Soong has simply snorted at this end 
hes vowed he will never give up control of the Hank t or 
any job . I s trongly suspect thnt this tendency t o keep 
Soong hobbled has ori ginated with Chil'ng himself , but in 
any event 1t hos been very appArent that the other members 
or the f8J'lily have strongly supported it. Soong , on the 
o ther hend, hos held out f or concessione which oee.nt 
sweeping c.- benges end therein not only did the stalemate 
occur , but it has constituted over fertile ground for the 
seeds of distrust which have constantly been sown by 
L:edOJLe Y.unr , Donald end others, irrespective or their 
various motives. The result hes been that Soong, ~ho 
for e time eppenred genuinely sincere in trying to assist 
Chien& informally a l ong general lines , has become 
t horoughly disgruntled again . 

22 . One very obvious attAmpt of the Kung faction to 
discredit Soong oaMe t o lip)lt early in lt.o.rch end continued 
t t.roup,hout the Sprill8· As a result of thAir l oss of face 
o ver t he burstin g or t he C.T. "•ong loan bubble , the sug
gestion than bega.n to eppear tt.at if 'T.V. is so sMrt and 
well-liked in rore!gn circles, •.hy no t let bim g0 abroad 
e nd obtain help? ' Such remarks as this were quoted to me 
frequently by Donald , ~nd I believe he, himself , was the 
instigator , if no t the originator or most of them. Rogers 
informed me in ncy converse.ti on with him on tterch 5th that 
the Chinese Ambassador in London, ~uo T' ai - chi, hed recent ly 
cabled out representing in positive terms conversations by 
himself end Sun Fo in London with Hritish official end 
flnenciel circles e.s favorable to e loan to Chine if Soong 
were to come end negotiate . Rogers asserted, however , that 
be bed likewise seen the message from the Foreign Office 
to the neYI ambassador , Sir Archibald Kerr Clark Kerr , witb 
whom Rogers stated be bed established close relat ions 
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tcDediately upon the former ' s arrival, wbicb sbowed 
Lor.don merely friendly but not at ell specific. About 
this time Donald also suggested casually one day that 
Soong t.ad been invited to Paris to discuss financial mettere, 
but as things developed later I beli eve Donald had only 
fragmentary information or Soong's own negotiations with 
tt.e B~nque Frenco-Cbinoise about a loan which was completed 
in April t o cover the cost or materiel for the proposed 
I..ANGSON-NANNING railway plus some munitions. This move 
appeared at the time to be e very patent attempt to get ~ 1 0 
Soon11 out of tbe country and t o place him in tbe vulnernble 
position of having t o produce results or become a target 
of derision within t he family. 

23. Nevertheless it developed late in Apri l during 
the Bri tish Ambass~dor• s second visit to Hankow that there 
was a very definite move afoot in London t o.obtain a loan 
for Ct ina and that its prospects wo1ud be considerably en
henced if Kung were recoved end Soong given complete con
t rol over Chinese finances. Rogers and his associates in 
~!Onfl Kong bed by this tine becorne desperate for a loan to 
bolster their efforts to bold Chinese currency and RogePs 
had inforrned me on several occasions tbet the currency 
could not be maintained cucb longer if Y.ung were not re
moved frco office . He s t ated that Y.ung lacked e comprehen
s ive knowledge of the s ituation end its problems and there
f o re possessed no plan for anticipating end dealing with 
them. He said that Kunr. was constU~tly proposing unsound 
moves which they were barely able to apprehend end block 
in time . He mentioned specit'ice.lly such points as a resort 
t o inconvertible currency, complete abandonment of partici
pation in the Shanghai marke t , arbi trory exchange control, 
end a weekly publication or exchange allotments together 
with e complete statement of the financial position of the 
Central Uank. I was, in teet, actually present in his room 
in l!ong Kong late one night in April when a telegram !ron 
Y.ung on the letter point was telepl:oned to him by en of
ficial of the Central ~ank end heard him d i ctate the pro
cedure to be followed to avoid compliance. 

24. Rogers sbowed me during this visit a copy o r a 
111emorendum on Donald whi ch he had sent to the Bank of 
England in February 1n wbiob he described Donald as e 
megal omaniac and reviewed the meeting between them in 
"enuBry , which I outlined in my report No . 1 - 38, during 
which Donald bed treated him in e patroni zing manner end 
had assumed the credit for the success or the Leitb-Ross 
' 'ission. He outlined Donald • s strong influence over ChiMg 
Y.e i-ahek nnd asser ted that Chi ang ' s reer of Soong was kept 
alive by constant whispering on the pert of Donald end 
Modnme Kung, both of whom knev1 that their power would 
r epidly wane if Soong ever returned tc office . Rogers 
1 nrormed me tbat he hed s bo¥1ed t l is memorandum to Howe 
(retiring Counsellor or tbe Embassy) when the letter passed 
through Hong Kong en route to London end that he bed gotten 
1 • toucb wi tb Clerl-: Kerr as soon as be erri ved in order to 
"de-bunk" Donald and meke sure that the new Ambessedor did 
not fall under his influence. Likewise he wished to ensure 
that Clerk ~err would not oontradiot his suggestions to 
Cbi eng Y.ei- shek tbet London financial circles were cold to 
Kung. He steted tbet be bed established ~st ac1cable rela
tions with Clark Kerr (e tact that I have since observed Regraded Unclassified



personally) who had consulted him frequently both i n 
Shanghai and Hankow end who had asked his advice on the 
dr~ftl ng of several despatches. 

25. I returned to Hankow from this visit on 22 
Apr il , flying with ~. Soong in the private Douglas . 

(Hr . Berr , l~eneger of the Shanghai branch of the Benque

Fr~nco-Chinoise , was with us end wee to have been ac
coopanied by the French Ambassador who at t he last 
moment di d not come . I learned later that the French 
toen , pr eviously mentioned was concluded as a result ot 
this visit.) The British Ambassador bed just returned 

to Honkow end invited me in t or en informal ct.e.t on the 
a.orning of April 24th (a move which I think was prompted 

by Rogers, el though we have had subsequent talks which 
I~ sure were of his own choosing). During our conver

sation he informed me that he bed told Donald the previ ous 
dey that London did not have confidence in Kung, 
but did looY. with favor upon !Ioong. He permit t ed me to 
infer that it might be possible tor London to extend 
credits t o Chine in the event that Soong should assume 
office as r:inister of Finance. He expressed regret that 

Soong had continued to hold aloof nnd hoped that Soong 
~ould soon decide to endeavor to placate Chiang Kai-shek 

end ~~rk in harmony with him . He eteted that he thought 
Rogers had gone a little too rnr in deflating Kun~ and 

had thereby menaced somewhat his posi tion with the Chinese , 
but he neverthelEISS voi ced his high opinion of Rogers and 

asserted that hi s presence would be L~vsluable if 
Soong returned to office . He likewise expressed his be

l ief in the desirabil i t:: o r !loger s und Donald becoming 
better acquainted end said that he hoped to bring this 

about . 

26 . Later the same day I sew Soong who informed ce 

t hat Clark Kerr had spoken very frankly to him about try

ing to smooth over his difficulties with Chiang Y.ai - shek 
and resume off ice . He expressed amazement to me that the 

Bri t ish /Unbassador should have seen fit to offer hir~ per
sonal advice on s o short en a cquaintance, but added thet 

he hed no t resented it es he found him unusually agreeable . 

Ee sta ted that he had just soon Chiang Kai - shek and had 
again informed him of his willingness to assist in any wuy 
possible . He told me , however , thet he would not ask for 

any offi ce and would accept it only 1t he were specitlcally 

invit~d t o do so. 

27 . The following oornlng I was informed by Donald 

thet Kung had submitted hi s resignation t o the Generalis
simo the afternoon previ ous , but that Chiang had not in

dicated hi s decision. (It was signi f icant that he had no t 
rejected it suMMarily oa he had formerly . ) Donald said 

that l!edeme Y.un~ had recently written several letters 
urging that her husband be uermitted to resign. He also 

stated that he had urged upon Clerk Kerr the des i rability of 

London extending help to China at that time as an orf- set 
to the a irl being given by the Germans (this was prior to 

any indication of the coming crisis over the advisers) end 
that because of London ' s apparent confidence in Soong, he 

was willing to support Soong in order to obtain such 

assistenc e , 

' . 
~ .!. 
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28. The foregoing combination of circumstances, 
~omlng within twenty-four houra , appeared to indicate 
tha t a change was illll'llnent. Clerk Kerr was scheduled 
to have dinner alone with t he Chiang Kei - sheks that 
saMe e vening and to leave the folloWing morning for 
lion,.; Kong. Rogers was very hopeful t.hl\t s0r.1eone who 
understood Chinese end who was fully acquainted with the :.2 si tuation be present in order t o report the developments, -
particularly ~~th regard to any statements which Chiang 
mi ght l!lllke or the exact l'laiUler in which Clerk Kerr's 
replies there t o might be translated by Madame Chiang, 
who doeo practically all tbJ. s work for her husband. 
lie bed t hought that Soong would be there, but tbe l atter 
was unoble at the last moment to a ttend, Unfortunately 
t he British Consul General 11 t llankow, Mr . G.S. ll.oss, 
received e lest uinute invi tation . 1/.r, !loss , who is e 
very delightfUl gentlelllftn , but a rather simple end naive 
soul, was not inti::tt te \ .. lth the exact state or affairs, 
9lthough he was cognizant or the general friction between 
Soong end h is family. And, unfortunatel y , when the even
i ng had gotten well under w11y , he suddenly raised this 
cuestion in e direct conversation in Chinese with Chiang 
end expressed the hope that these differences might soon 
be adjusted in the interest or more effecti ve prosecution 
or the war. The result , as it was described to me later, 
was e marked coolness on the pert or the Chiangs which 
marre~ the balance or the evening. Added to this, Soong , 
during a final visit t o the Gener alissimo the fo l lowing 
morning prior to fl ying beck to J:ong Kong, got into a 
hea ted argument (the exact detaila of which were not 
recounted to me) , lost hi s temper And indulged in a 
general denunciRtion of Kung . rr~. Donal d , in describing 
t he incident wi tb obvious cooplecency to me thet evening 
quoted r,:edeme Chiang es saying , "You see, he says he 
wi ll forgi ve , but he canno t forpAt . It is impossible 
to p.et along wi th him". The Generalissi mo thereupon re
Jected Kung's resignation end the breech resuoed its 
fo rmer width. · 

29, I next sew Soong when I returned to Hong Y.ong 
during t he lett er pert of ~:ay. The tell or Rsuchow end 
the impendinp, departur e of the German advisers , t ogether 
with the Canton bombings and 11 threatened rice shortage 
in Kwangt ung, were absorbing at t ention at the moment end 
I mnde no effort to di scuss the family breech. Soong wee 
performing many useful services for them in Hong Kong, 
but obvi ous l y had dropped ell i dee of further atte mp t at 
compromise al t hOilgh I learned eoon after returning to 
!lankow from this trip that the idea of offering him the 
r:inistry of Communications had been suggested. Likewise 
there was renewed talk, mentioned to me casually by 
Donald , or getting him to go to Paris and London t o en
deavor to secure a l oan, I beli eve that both ot these 
idees originated with Donald, the former pe~ticulorly 
s ince he hl\d been advocating Chang Chia-ao•s removal for 
over a year because of the letter ' s short-sighted and 
obsti nate insistence right up to the out break of host i l i
ties on attenpting t o develop the port of Wbempoa i n 
competition to Hong Kong end refusal t o agree to the 
vital l i nking up of the Canton-Kowloon and Canton-Hankow 
railways . Donald was l ikewise enraged over Cheng' s 
procrastinat ion in granting pe rmi ssion to foreign air lines Regraded Unclassified



t o enter Chine . Euras i a had applied to the British ror 
permission to run a line fro~ YUnnan into Burma and the 
British had countered with a request tor Imperial Airways 
t o shorten i t s route by flying t hrough Yunnan i nto Hong 
Kong . Russia had l i kewis e applied tor permi ssi on to run 
a line i nto Sinki eng . (Neither ot these has yet been 
granted) . I beli eve that the counter-proposa l or asking 
Soong to return control or the Bank of China to Chang in :_ 3 
the trade weo, however , added on by Kung when the idea 
wes referred to him. This only resul ted in driving Soong 
1~to another r age against Kung and pro~pting further com
nent troo Donald on Soong's obstinacy and refusal to 
cooperate. 

30 . Soong d i d, however , seriously consi der going 
abr oad late in Mny , but agr eed in the end to let Rogers 
precede him on n fly i ng tri p to London to lay the f ac t s 
before them end force a showdown. Rogers made e quick 
t r i p to P~nkow on June 8t h when I had the conversation 
with him r eported in my C- 116 and when, on the occasi on 
or his first meet ing with l!edrune Chiens , she instructed 
him to inform London tha t the Generalissimo had no inten
tion of r eplacing Or. Kung even if it meant the forfeiture 
or ell chenoa or t i nenciel aid f rom abr oad. He returned 
r roo London early in July , having fa iled to get the 
twenty million pound lonn be had been seeking because, 
af ter t a l ks with private banking groups had failed on 
the questi on or credi t s secured on wolfram or other mono
polies, the Cabinet had met and bed likewise r ejected the 
idee , because they felt i t would commit them toe policy 
ot general assistance in all lines which t hey could not 
then risk. Rogers bas since informed me t hat the crisis 
over Czecho-Slovakia was even then fer more acute then the 
general public knew and that the British Government fel t 
tbe t the slightest move on t heir part out here mi gh t 
disturb the delicate balance of their r elations wi th 
Ill tler end preci pitate war. 

31. Soong also returned t o llenkow early in Ju.ne and 
reneined there for some t i me , devotin~ e good deal of at
t ention to the e1'f e i re or t ha air force es well as t o 
fi nancial me tters on which Kung apparently sought h i s ad-
vice f r equent l y. It was at t his time that further and very 
optimistic r eports began to come t hroUAb fro~ Ambassador 
C. T. ·;:aniibn his new six hundred mill ion dollar loan 
scbe~e , wh~ch I have a lready reported i n several neoor anda . 
Result s were confi dently pr edicted t or July 1st, but that 
magic dey came end passed without eny·thing happening. 
Shortlv thereofter I was informed of his recoll . Thi s 
had originally been reported early in l!aroh atter the 
failure or his f i rs t scheme , but I believe EUng ob t a i ned 
e lest minute repr i eve for him t o g ive him a nother cbenoe. 
A simil ar effort was apparently made this lest time as . 
well , for elthougtl Rogers informed me soon e1'te r I returned 
to Hong Kong early in August thet the recall was definite 
and t ha t Or. Hu Shih had been nomlneted (he showed me a 
p ersonal l e tter be had received tram or . Hu), Kung held 
up t he final authority for almos t a month and bed even 
instructed K. P . Chen to consult with Wang atter reaching 
~:ashlngton, 
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32. Soong returned t o Hong Kong t he middle or July 
where he was ill for e t ime end hes r emained ever since 
except t or e trip to Indo-Chine and Yunnan in August. 
Jo ouch secrecy surrounded hi s visit to t he Governor 
General or Indo-China et Delat that our consul in Sai gon 
reported that be bed been unable to discover any inkling 
of wlul t transpi red. Since retur ning to Hong Kong, however , 
I have had two fran k talks wi t h Soong. I round him pleesen( J! 
end confident with no trace or the depression or rancor which • 
I have noted at times formerly. He informed me that he had 
round the Fronch even !!lOre willing to cooperate t hen he 
had hoped; t hat the trouble had been that previous negotia
tions hed been very poorly handled. He permi tted me to 
infer that Chine woul d be able to r ely or. the French reil
wey in t o Yunnan tor shipments end that the French were 
prepared to cooperate in other ways, (Rogers and Young 
hed already c onfi rmed to me recently the fact t hat an 
additional French loan for one hundred and fifty million 
francs bed r ecently been negot iated for the constructi on or 
a railway from Kengsi t o Kweichow. They v:ere annoyed at 
t he teet that the news bed leaked out and bed been publi shed 
i n Shanghai. ) I bed already learned in Yunnan t hat 
Soong had been received there by Governor Lung vun with 
full official honors . Chi nese bankers t here bed told me, 
however , tlult the Yunnenese had reJected Soong 's offer 
o f f1nAnc1el essist i!Dce for the development of t he province. 
Soong denied t his during my t elks with hi m here end sold 
that the Yunnan ot'ficie ls had welcomed his offer; that 
the Off icials there had expresse~ their de3i re to cooperate 
in every way; end t hat the Governor had i ssued orders for 
this to he carried out without further reference to him. 
Soong ' s recep t i on there was a distinct contrast to t he a t
titude toward t he r(i nister of COJ:IIIlUnicetions, Chi\D p; Ch ie-oo , 
who I was t old , was bluntly infomed by the "'unnan Govern
ment a few weeks previous that t hey did not care to receive 
hi e . Super f icially these efforts on ~oong ' s part can be 
renarded as e n hones t effort t o help out in the present 
crisi s and I believe t hey are entitled to that evaluati on 
in ~rt . But his obvious conf i dence (which I bel i eve 
substanti a ted the success which he claimed) , taken in con
nection with the des ire he bed expressed to Rogers in June 
to ask f or the Governorship of Kwongtung, together with 
t he I'IBDY indications t'r om ot her sources of his rivalry with 
Cheng Chia- ao and hi s consistent cultivation of the Kwangsi 
group , cause me to s uspect tbe t underneath it all Soong 
aspires t o a t t ain sufficient control over the economic and 
f l nRncial nffairs of the Southwest to place him i n a pos1 t i on 
t o dictate to Chione Ke1-ehek l ater on. 

33. I saw t he British Ambnssedor again in Hong Kong on 
Augus t 5th when he i nformed me that the question or a 
l oan to China bad onl y been tcbled and t ha t he intended t o 
press tor the re-opening ot the question leter on . He was 
impressed by the fee t that during his lest meeting with 
Chia ng Kei - sbek Just before leaving P~kow l a te in J uly 
t he Generalissi mo bed twice seized his arm in a friendly 
way, looked et him intently and said that he wanted it 
thoroughly understood i n London t hat he intended to retai n 
Dr Kung as l"inister o r Jl'inanoe . The J.Dbessedor did not 
indicate to me any r egret over the tact tha t Y.ung ' s removal 
had been intimated by t hem ae a possible condition to 
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assist ance, but stated that he thought they would 
bave to consi der the question solely from the broad 
point o f view of saving Chine , making the best of t he 
s ituation thet exi sts. He likewise said that he had 
recommended t o Rogers that the let ter cultivate Kung 
1~ore closely. (Rogers bed already decided on t his 
some time previous~y and has car r ied it into effect 
with fa ir success.) 

34. I n response to a direct question from me, the 
Ambassador assured me that he knew of no desire or 
tendency on the pert of his Gover nment to watch tor 
e ch~~ce to compromise with Japan for t he purpose of 
preserving British interests in t he Far East . He stated 
that he felt conf ident , furthermore, that he was being 
i' ept f olly informed by the l"ore l g.u Office of ell that 
\\&tl trMspJ.J·ing . Rogers i s not. so conf ident of t t• i e end 
ls ptirticularlt resentful of the Customs n~gotiations 
ond Britlsll-American Tobacco Company' s flnancisl a ssistance 
t o the ~'ederated Bank in l~orth Chine which has already 
transpi red , There is e feeling on the part of many 
Chineoe , es ;>ecielly s i nce the fi nal refusa l of London 
to grant a loan , that t he Bri tish ere fair weather fri ends 
end tbnt ttey vdll deoort t bem if the present resistance 
b eg1ns to fllJ. ter . 

£.:_ COJ.CLllSION 

35. The foregoi ng preaente the high lights of the 
s itua tion es I have experienced them . In reviewinR the 
hasty biogr aphi es which I appended to oy original report 
1 hove li tile to add thereto 'llhich has not elresdy been 
b r·ougbt out in the body of t h i s one . Donald ' s continual 
ns11ertion that all of the stori"s about the Kung family 
ero the vicious work of J oong end his crowd he.s Riven 

a. e pause f or reflection on more then one occas i on . It is 
true t hat specific ~roof of corrupt activities is elnost 
i~possible to obtain in Chine, but this is due primarily 
t o the endless chain of underlings who always cooe i n 
f or t heir shh re of the spoils and none of whom would dare 
t. C> aquecl. It i s likewise truu t hat Soong has been out 
c t office f or five years and, in addition to ne.turol 
Jealousy , that the majority of accusations against Kung 

25 

r.eve come to light during t be. t time wl:en foreigners hed 
fer :.:ore contact with Soong t han with Kung. It is a lso 
obvious that holders or h i gh office e r e frequently the subject 
or malicious gossi p ell over t he world. There 
fur thermor e i s no question in my mind from considerabl e 
personal contac t with him t hat Soong is d i ctatorial , sel
f i sh , ambitious an~ ruthless . As t he o l dest boy i n t he 
f hl'l ily he dominated t he other s end h i s sisters especially 
have alwsy11 resented this. Donald knew t hem in t hose days 
and his i ntense devoti on to ~dame Chiang naturally 
causes him t o s ide with her . But granting ell of the 
foregoing I have still been unable to accept the charge 
unconditionally et its face v.,lue . I have observed too 
much personally 1n addition to t he evidence which has 
come to me f irs t bend from unbiased sources . Soong may 
have aggravated the case against Kung but he certainly 
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never planned and di re cted it, Kung stands convicted 
en hi s own vanity, pompousness , lack or decision and 
the character or the subordi nates wi tb wbi cb be he.s 
surrounded himself . No one who ever knew the tormer t wo 
chief secretaries or the two men , U, Y. Tang in the case 
ot Soong and Jebin Rsu with Kung, could have much doubt 1:, 
as t o the relative honesty end etticiency ot their chiete , ~ ' 
1 reJ:linded Donald or this one day not so long ago and 
ror once he agreed with me, remarking, •atter all , a man 
can be convicted by the company which he keeps•. 

36 . ~ tor Madame Kung, I can onl y re- phrase what 
1 wrote originally, namely, that it she is gui lty or even 
halt that or which she is accused she is a modern Borgia, 
and it innocent or ninety percent she still is the most 
mal igned creature in the world, Donald bed ~edema Chiung 
invi te her to Bankow in May where abe stayed tor almost 
two months , P.e explained to me that they needed her tor 
the purpose or spurring Kung i nt o action on some ot the 
cany matters with which they bed to deal (which was rather 
conde~atory or Kung in itself). The incident or the 
reciprocal privileges tor Imperial Ai rways was e case in 
poi nt, ror he informed me on June 19th that they had made 
~adams Kung go to her husband to rorce him to instruct 
Cheng Chis- eo to have the Mini stry or roreign Affairs 
issue the neceesary permission , He thought this hed 
settled the case , but Kung apparently never pushed the 
matte r through. One or Uadame Kung ' s closest associates 
is ~:ademoiselle Soomei Tcheng , well - known tamale jurist 
who actually i s the wife or Wei Teo-min , Secretary 
Cenerel or the Sxecutive Yuan. Even Donald had admitted 
to me that she was well- known at one time i n the earlier 
days or the present government to have controlled the 
l aw courts end coll ected squeeze tor fixing cases, And 
be l ater told me on one occasion that be had advised 
Uedame Chiang not to be seen with her, Yet she came to 
Henkow with ~edeme Kung, was constantly with them end 
when I sa•.Y Donald recently in Kunming, I round her ad
mini st ering t o him daily in in his il lness to his obvious 
set1stection l She is a very entertaining parson, I do 
not blame him, but one should be consistent . 

37 , Donald probably surters unfairly by my inability 
to record in his de tense the mnny instances v1here he ex
pended his strength to help a multitude or foreign interests 
and by his constant ettorts to create sympat hy ror Chine 
ab road and obtain help tor her. Both he end l!edeme Chiang 
have waded through mountai ns or correspondence daily that 
could not have been handled intelligently or forcefully 
by anyone else, They have continued to be the butter tor 
ell approaches rrom foreign sources to the Generalissimo 
who has been completely absorbed with the direction ot tbe 
war and the internal political problems attendant thereto. 
:>or l:edeme Chiang I continue to entertain the highest 
respect end admiration, es do all foreigners with who~ 
she cOQes in contact . She doee the work or several men 
doily, or ganizi ng end directing relief wo r k or all kinds 
end constantly spurring on those around he r to action . She 
a.nd !loneld have worn tbemsel vee out trying to get Chiang 
to take drastic action against the i nett1c1ency which 
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surrounds him, but whether be is wiser than they in 
his handling or the Chinese remains to be demonstrated. 
certainlY it literally screams tor action to the foreign 
atod. Soong's preYious criti cism or Donald that he is • only 
a third rate newspaper man• 1a obYioualy unfair, but it 
is regrettable to say the leaat that he baa been the only 
foreigner to enjoy the complete confidence or the Chian$ 97 
Kai-sheks . One or the Garman adTlaers on more than one 
occasion has held his head and whispered to me confidential
l y, •cott, it he only were a military mant • Likewiae it 
bas been apparent throughout that had he been intimate 
with Rogers i netead or scornful and had he possessed a 
less violent antagonism to Soong , he could haTe done lll.lcb 
to have improved the situation . 

.. 

J . ll. J.!cRugb 
Captain, U.s.M.c. 

Assi stant Naval Attach!( 
Alll8rican Embassy, Chungking. 
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NOTE ON CH!NESE EXCHANGE POLICY DORING 
THE ;·fAR. 

(Prepared by V~ . C. Rogers tor Mr. K.P. 
Chen es background preparation tor tho 
letter's trip to the U.S.A, ) 

The outbreak or hostilities at Liukochow i n early 
July 1937 immediately caused a heavy drain upon the ex
change reserves . Up to the 13t h August, when fighting 
broke out i n Shanghai, over U. S. ~50 millions had been 
l os t . The events or 13th August necessitated a bank 
hol idey to protedt tbo Ct.inese banks !rom a w~olesale 
run on deposits. When tbe banks re-opened arter tbe 
hol iday, tho dol l ar , to the surptise or mos t tinnnciel 
circles abroad, f irmed up considerably and exobango was 
bouilht . This resulted mainly !rom t he wei ..,~ rB&UlB
d~ns which, by making the "transfer dollar• inconvertible 
into cash and by limiting the witbdrewols or oasb to 
mi nimUlll requir, ments forced "uncovering" by banks ani) 
spec11letors. A further i roportant contributory rector 
was t be drastic curtailment or official "ctloll(le- over" 
raci!ities. 

F.aving quickly got t he upper hand or the carket by 
U:ese oeesures, t he authorities ~ nsisted upon t1gbte~ 
Ui) t ho ''Gentlemen' 8 Aaree.oent" wi tb the f oreign banks Which 
had been ~ut i nto operation in July. In an exchange or 
letters between the Chinese and Foreign Bankers' Associa
tions the foreign bonks agreed: 

(e) not to oocept deposits from Chinese, or to per
mit substantial additions to existing accounts; 

(b) to confine operations to legitimate pur poses ; 
end 

(c) only to sell over the counter to t hei r normal 
clientele. 

?urthe r relier came ironical ly from t he de tecto Japanese 
"blockade" which, although curtailing trade, both in and 
>ut , hod the more i mportant effect from ~e currency stand
point or drastically r educing the odvereapalnnce or trade. 

Ueceuse or t he difference in import ond export credit 
t e r.ns, it ~es realised i n Septeober that a big exchange de-
~nd would arise in Nove.ober. AlthouGh the flow ot goods 
hod very largely ceased, yet payment had ~till to be made 
ror the goods Whioh entered in July/August end bed gone up
country on the oust~ry 3-4 months credit. As anticipeted, 
re.oittenoes !rom up- country to the porta started to pile 
up in October, encl particularly in November , when in the 
absence ot export cover a position ot US. $25 millions bed 
to be mat . (As export exbbaogo ia usually available on 
shipment , the proceeds or July/Auguet exports bed olready pnssed 
through tbe .oorket). On tbis diagnosis no restrictions were 
placed on t his exchange demand, ror 1t was oontident ly ex
pected tha t the drain would work itself orr in a month or 
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two. This expectation was in process or realisation up to the middle or February, at which date the ~•olume 
or selling" bad !ellen to a monthly le•el or approximately o . s . $5 millions. At this point a new end abnormal factor a,ppenred which, because it was unrelated to the 
balance of payments, demanded spec ial action. On 15th February, announcements appeared about the puppet bank 
i n North Chins and immediately caused a bea•y tligbt ot 
capitol throuch the Shanghai excb8118e market. The down- ~ 3 word trend or ofticial sales wee reversed end the ll'ebruary total was carried above that or the previous mobth, 
Losses increased sti ll more duri r.g the tirat week or ~arch nod were once more running at a monthlf rete or o .S .$25 ml t lions (see graph and table attached). Action bad 
there~ore to betaken to curtail the "capital" items or 
t he balance or payments and it was primarily tor this reason that the Exchange Mandate or 12th March was issued , Sl nce that date exchange was only supplied to banks against their undertoking that requirements were for legitimate trede end other pur~oses. 

The oendete made it possible to introduce en orderly depreciation or the dollar which wee the only alternatlv·e to the complete stoppage or sales and/or drestic devaluation which were then beif16 suggested . Depreciation having be
co:te inevitable, and indeed necessary, as the only remain
i~· way of influencing the balance or payments , was embarKed upon through e s:tatem or rationing to the banks , 
hll ulong the principle has been to the fore or avoiding sudden and arbitrary changes wt:ioh would inflict inescap
able hardships on the trading end banking communi t y. The jlercentege allotoent was t beret'ore gradually reduced with t hree object i ves in mind: firstly to ~iva warning or the 
change or policy so t hat commitments could be adjusted i n anticipation: secondly, to push more and more transactions i nto the black market where t he increasi t~ly adverse price differential would compel curtailment or im~orts; and t hi rdly, to seve excbenge reserves . 

In entering upon the ap~lioetion system, the aut horit ies had agoin relied upon the Gentlemen' s Agreement. But i t v:as unf ortunately soon realised tha t while many banks were loyally adhering to the Gentlemen' s Agreement several i r r es9onsible banks were •padding" t heir epolications. 
Fro~ 14th hpril the banks were t bererore required to deposit 100;. cosh with t heir sp:>lications 1•:hich thereupon tell Dy 
4~. Almost two months ' la t er the system of applications 1vas tightened up rur ther by requiring epolicat ions to be 
mo de by the original buyer, i . e . the merchant~ etc , These two months bod meanwhile art orded the banks t e to s trai ghten out their oversold posi tions, so t hat ~nan, in April, exchonee sales were related directly to the movement of <;oods eta. the ban.ks \',ore no longer ?aced with the prospect or t he heavy losses which they would undoubtedly hove had to meet several months earl : er because ot the 
heavy over sold posi tiona 1t. icb many of t l. em were t hen carryi ng. 
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The aystec or cerchants ' applications was progres
sively tight ened up th~ouuh a more careful scrutiny or the 
:-urpose tor Ylhich the exchange wee required , and t he 
des t i nat i on or the &oods - i . e . to the occupied or un
occupied area . 

..... ere: 

(b) 

(c) 

The ~uiding principles in roakine the allotments 

to a lve the benefit ot exchange at the official 
rntes to goods e nd servioeo or gr eatest utili ty 
end going into t he broadest cross-secti on of 
consumption , i . e . goods , e t c ., on the so- cal led 
"Preferred" lis t. In other '' ords, the use or 
luxury articl es wee to bo discouraged and prices 
controlled as fer as possible . 

to c ive P.xchange prefer~nce to ~oods entering 
the unoccupied oree ; 

t o nake the nost effective use or the exchange 
allotted. To t his end e h10her percentage was 
given to Shanghai then t o o ther exchange centres. 
On t he !e~e ot it, zuch a policy would seem un
jw titled, but on g rounds of expediency could not 
be ev~·ded . The s tability of t he dollar turns 
very largel y upon r• actions ll nd sentlment ln t he 
l"rcent exchange market of Shanghai , so that it 
wos fel t to be unwi se to curtail exchange feci11 -
t1~s there too drastically, and s uddenly • The 
authorit i es have a l so been criticised in ."or e!.gn 
circles for making no allotments in North Chi na 
snd thereby taoitly recognising loss of juris
diction. Such criticisms are false , for a tten
tion hes constantly been e iVen to fe pi in tlorth 
Chine . lio ellotl!lents \\ere made because the 
Tients~n merket i tself provides sufficient covt r. 

In spite ot some i l l - conoiderod criticism the eppli
cation :syst ec, in cenercl, t:orked soootll ly end echieved 
t he oll jHtives in view. 

Towards the end of the first week in June - i.e . 
Lfter· t~ree I'IOnths operation of tile new system - the market 
s towed sir.;ns of nosrvousness , very l argely because of 

~ , ~ u 
-'· 

r~ers that the proeressive reduc t ion of allotments implied 
t ita t eventually r.o support would be for t hcoming t or t he market. 
It was then decided t o support t e black uerket . A similar 
sugt;estion had been put forward at the end of .!.!arch 
but hod been r ejected on the e r ound thot t he dol lar 
l.ed not then reeched s proper valuation end thet support 
t ltcr ofore could not be justified . As there were indica
tions that the dollar would not lie overvalued at the level 
ot e to 9 pence, intervent ion •tes decided upon v;hen 8 
pence was r eached on 14th June . Opera t ions were placed 
ln the hands of the Hongkong Bank beceuae o f i ts wide 
CX?erience and its t raditioLal positi on, before the cur
rency reform as market regulator . 
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- 4 -

The Hong Kong Bank offered substantial co- operation 
und on its own initiative, put an equal amount into tbe 
fund without anyoommitment from us , Tbe first sales, 1n 
e. nerrOI': market , brought a quick recovery a nd after e few 
~nor fluctuations tbe rate s ettled down to 9 pence at 
wt.icb leYel 1~ was steady throUghout July. By t his time 
all sa les bad bee.n covered y;itb a mar.,in to spare. The 
bee! ,.er news from K.iukie.ng at the end" of July led to a 101 
breel< in the rate wbich wee permitted until 8 pence was 
reached . Since then there have been two successive periods 
of stebill ty, viz. , 1st - 15th August at 8 pence and 25th 
August to the present time, at 8 1/2 pence (see Exchange Rete 
greph) , 

Our general concluaion is, thet given skilful opera
tion, there aeema no reason why basic s tability should not 
be maintai ned, One ot the most important results or a 
stable rate is to encourage the i mrard flow or emigrnnt 
remi ttancee Which bas always been one or tha greste'st · s.uP• 
porting factors tor the dollar . Our experience has shown 
thot , whenever rotes fluctuate, remittances are held up 
end only come in et t heir usual volume when stability re
turns . 

The above outline seeks to show t hat it ought to be 
possible ~o maintain the exter nal value or the currency in 
substantial equilibrium. 

The in>ernal credit oituation is also not without en
couragement . In spite of the loss ot major sources or 
budget revenue and heavy war expenditure, tbe expahaion 
l n thee ctive voluoe or currency and credit h.ns not been 
~s ext ensive as might have been envisaged or as the budget 
detici t might suggest . It is true that the note issue baa 
risen by ooce 30-4~ but some pert or this expansion repra• 
sents replacement of silver collections, while conoid erablll 
amounts have gone into hoards. It is mos t noteworthy, 1n 
spite or all that was eaid at the time or the currency re
form about the p eopl.e being reluctant to accept a paper 
note, that the banknote has acquired, and s till retains 
a high position in the confidence or the people. In north 
China espeoially, there bas been a constant demand tor 
fa pi • As most, i r not all, or this 1 ncrease bas gone 
lnto boards, the increase in tbe n.ote is& e there rapraee.nta, 
r.ot inflation, but aterilizati on or capital values. (l"or 
a resume ot the currency situation in North China see 
separate nota) . 

An indication that the increase in the active circula
tion or banknotes has been relatively amall is seen In the 
InSignificant increase in internal prices. (Although 
prices in tbe ports, where foreign goode are l a rgely con
sumed, have risen by 15-2~, the intluenoe or these areas 
on the price struc ture or the rest or China is slow in 
taking ettect) . 

An important rector in the internal jf'''' ... ,, ....... ,,,, ,,, ,,.,,, .. ,, oontrol or our
policy. Although 
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criticism has been raised against the restrictions 
placed upon remitta.noea to the porta, t his policy was 
an essential measure of defence against the infiltration 
or surplus ta pi trom up-country into the exchange 
mcrkets. In conformity with the general principle ap
plied to all the restrictive measures imposed during the 
war, exceptions have been made in genuine oases. 

It would be mialeading to leave the impression that 1t2 
all i s well with the currency situation. The above re-
suce or the more i.mportant measures of policy following 
during t he war is designed to ahow that, in spite or un
precedented difficulties end incomplete central banking 
machinery, there are encouraging aapeota which Justify 
t he setting aside or pessimism: provided that adequate 
exchange resources oen speedily be obtained . 

7th 

\ 
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;.DO !!NDU!tl 

l • Chartered Bank "Spacial Account" 

Applications and allotments tor this account 
represen t t ransactions for Japanese banks . Anomalous as 
it mny seem, the policy bas been followed of giving a 
small shar e or exchange to t he enemy commercial banks 
in Shanghai. It was felt expedient to do this i n order 
t o prevent the Japanese from running BDOk. As will be :U J 
seen rroo the table of Applications end Allotments, 
these oper ations have now ceased . 

~· St erl i ne r a tes or exchanse 

RAtes t hroughout t his memorandum have been given 
in sterling t or t he sole reason that the Shanghai marke t 
ia tredl tionelly "sterling minded" end measures stability 
In t erms or the ~ondon r ete : movements in the rete on 
Ndw Yo r k er e regarded as reflections ot ohenges in the 
cross-rete. 
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OFFICIAL EXCHAIDE OPERATIONS 

(Approx. tlgures) 

. . 

. . 

(u.s. t 1111llions) 104 

BoUBht ~ Net Sales 

193'1 -
August 4. 3 4.3 

(2nd two weeks) 

Sept. .a 1 . 5 , 7 

Oct . . 1 4. 0 3 , 9 

Nov . 1 . 1 28.6 27.5 

Dec . .z 17 . 9 17 .7 

~ 

Son. 1.1 11. 5 10.4 

teb, u .s u .s 

ller , 17.9 17.9 

Apr. 6. & 6. 6 

May 4. 6 4.& 

June 3 .1 3, 1 

July z.o z.o 

8th September 1938 
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Socr etnry Henry worgentha u, Jr . , 
':':'!l5sury Oo partm.en t , 
1r3ni n~t Jn , u . ~ . 

~i "t~ :.:r . .Aorgen thou , 

c/o Board or Trustees , 

Liang Lu Kou , <l!fUNGKII1G , 

28th December 1938 . 

I em oncl.,aing a few 1 tams wlli ..:h ! trus t will be 

of lnt er03 t . 

Respectfully yours , 

:~ncl s : 

JLd:IIC 
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THP. G";;l!ER ALISSIIlO'S Al>DR3SS, J)BCllXBER 18, 1938. 

Chungki ng , J)eeember 20, 1938. 

After my errlvel 1n Chungkln& on December 18th, I heerd 

"•"'·J r ufe,·aneos to the venerallssi'IIO 1 11 speech on the mot•nl ng 

of tho same day to offle1A ls . lie severe ly upbraided them on 

rn•tters of personal living end nceo'llpl l 3h:nent in work. lie 

Nfor!'etl to th~> A'!lor leAn loan three l:i!!les and told the officials 

Wl1t thu:l :nust do better • ork to be worthy of this help. 

Appa•ontly ~~e Generalissl~o, llke the other officials And 

thG public , 1 s greatly encouraged by the loan . One f tnds much 

1101'0 opti mism now end the loan ls an excollont s pur to gres tar \ 

e ffort . lly l~nguego te~cher expressea the favorable r oectlon 

lOth" loan a s htlarten!ng e•11denee th11t A:nerl ea thinks Chjns 

.vlll not bo annihllo ted. 

The Gene~lssi'IIO pres cribed shootln& as the puni shmen t 

:llr (;Sr:!bllng, plnying wl th s ing- song git•ls eud for danelng . 

r ·.•o hi~;h offi cials ore reported to ha ve boon- warned . lle urged 

tho~, with soldlers suffering ot the 1'ront , offichls l n the 

r•11r ,.houlc! n? t indulge in pleasure!! . It wns a very severe 

:pe .. el. . The roAct1on among many l s thl\t tho Ganerallssl'!lo 

went too r,.r ln curtall1ng s o::.e l eg1 tl'l& to Corms of reeros tlon 

•nu tiv• t he m o uld roeogn1 ze the nee d for some form of recro~ttlon . 

Jfl!_•• ·~· ,..~ 

. '· .. r
I.E.CE! H D 
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TRANSPORTI ~N 0? gJG>QRT PRODU<.:TS 

Chungking , December 22 , 1938. 

Ml' • P. 1'1 . Tsou of tho l''oreign Trnae Colll!li1Sdion informs 

me Ll.ll t within four months they will have 1,400 trucks , 

iO trailers, 1 , 350 hors e carts wi th rubber tires , and o , OOO 

e xport products to K~~ing. One hundred and fifty eons or 

c~rgo ..-111 be 3hi;:>f:>ed dally fro"' ·•est iiupoh and west Hunan . 

rl6 is arron 6ln,• to ship l bO tons Cally b7 the '-'urma. road and 

loO ton • C.~ti l y by the 'iunnnn n •ilwa y. ne is having no ' 
purtlculnr difficulty in exporting produ"ts fr001 eoA t <.:hinn ' 

port~ ~uch as 'Jenchow, Ningpo ana ••'oocho~t . As a matter of 

:·net, tho amount of taa ex1 :>rts this yeer from WenchO'.t and 

'!ln;:;po hns increased over lust ye,.r . In no rth\Yost ..;blna 

7 , J)J ca~els have boon enga~od to transport wool to rlus314. 

"u~t ~his week he bas completed oh1p~ent or 70, 000 chests or 

ten for r<uss1 ~ via the pont or Vlau1vostok and by the enu of 

the month , the totsl will amoun t to 1:>0, 000 chests, all from 

II•Jne;konli • no s tated that the husslnns nro well pleased ss 

the y hAd thoug)'lt it could n ot be done . 

--- ~-...... ~ ,., ' ... l. 

I!U/11>1 , .. _. 
,16lHol;;t/lo 

• T 
t .. .. "' ~ 
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D:!:l'~RTUHE OF '.'l ANG Cl!IHG-'.'1EI 

Chungking, ~eember 28, 1936. 

'ifie J.e_:)n t"Ltu•e o!" ·.:ang ~h.i ng-we1 hS:s causeu so:1\e concol"n 

il• su.r.~ clJ·cltO e aud ln other s lt ls wo! co ·nod ·.•l th the stAternent 

\:ID L ro sh·,·>ld hnvo gone l ·~ng llf,O • Appnrellt l:l t ho chlo! 

,. ,,: m l' Ol' i>l s aepnrtur·e is hi a r"nliznt1 " n of t he O!)posl t l nn 

t~ ,:-. , •. ~ce nttunpts whlc h •'ro11 ~11 I clln gsth~r is ol::o 

.:ef,r.lto ly out of Uno wHh the ven_,r .,Us.>1r.lo 1 s o plnioh . It 

; , ~t.,te.! L'1!\t hla ll!'e "'~" l.n dnn,:er f r o o tho s e wl.'> bitterly 

o;>~osed r.i3 p<~nce , tt~mpte 9 t thts june tur.. . ue hll ~ no follow

!··,; 1'110llif tho mn:sse s ns he d id nbou t tan t o tc.•,.lve yoar:s 111;0 . 

,.... . 
Jod(.t (.., j.' l.rt~"·•"' ,. i 

. ' ' 

/~~ 
/../ <t' 

r • •• .. . .· . . . . ..... . ,.. 
,~~._--·' 
~# 
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'*" ........ 
ftMir ,.. fW ,_ lnW .t IIIII I I llftl&. 

""* -'- .... ., - ,.. ·" ....... 

Hll4lac \Ill• ..& •••tate ,_ ••'hi • a Nl 

..,. 

'-Ml• ........ s. _. ... 
l;betnee, lout .t lllo•-• f/1 .. 

h4lft1 . .......... .... 
••o~>Yc••· 11. o. 

# " 9 l.u 

\ 
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BOARD OF GOV~RNORS 

FEDERAl. RESERVE SYSTEM 
w•e04tM6f0N 

Oeceaber 27 , 1938 

Dear Heney: 

I am ser>ding you hor""1 th a copy ot lilY 

letter to Senator ~ which .as released to the 

presa last SWlday afternoon tor publication in 

yesterday mvrning's papers. 

Before deciding on this relut<e I sub

"itted it to llr. Early for clearance. Later on 

be advised me that the Presid ent bad commended 

the letter and bad suggested that it be broadcast 

end released to the press simultaneously . However, 

no desirable radio time was available , and there

tore the pl'ess releese went tbroU£)1 as scheduled. 

As you -.:ere out of ton> .. bon this re

leas e ~as decided upon, I thought you •ould be 

interested in the above . 

CbairNn 

Honorable HeDI')' Morgentbau, Jr. 

~ecretery of the Treasury 

Washingt on, D. c. 

enclosure 

~ - 0 .!. L 

\ 
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BOARD OF OOVBRNORS 
0~' TilE 

FEDERAL RESERVE SXSTEY 

Statoli!tnt for tba Preu 

For roleaue 1n coomlng newspapers of 
Jondll,)l 1 Decollber 261 19:58 

At tache-..: is a copy of a l etter sent to 

Senotur B,yrd of Vi r ginia by Chnircnn Eccles 1n 

unswer to t.he Senator's addreu in Bost on of 

December 10. 

111 

R-S67 

December 25, 19:58 

\ 

Regraded Unclassified



R- 367 

December 22 , 1958. 

~ dear Sen..tor : 

[n ~he course of your speoch attncldng tho; Government ..-hlch 

;au delivor<.-<1 ln Boston on Dococbcr 10, you so grossly aisrepresented 

~v o•-n vlOIY3 thbt I feel compelled to addross this l e t ter to you in 

orlur to kwp tho r ecord strnlght. You profesoed to quot" from my 

r.jlVCCh bol'ore the New York Chapter of t ho Aaeric:an Instl tut& of &nk

inp. on Deccllber l , but 1t. would appear from your W."'luol.litionc tlv<t 

112 

yo11 hac no~ dona mu tho j ustice of r ueding ll\Y spOdeh bo1'or c you onouiled 

it . 

I cunnot loav~ unconocted tho lnpr cssion convoyed by your 

s~ccn thnt I ~ an advocuto of rncktcso, ~4storul, uver inero~sing 

opvnding by tho Govcn~t~ont . As a bonker c.n<l buoinesa man !'or ""'re 

1.h'.ll tv:on~y ;,·enru t>dora I cuoo t o Viashiur,ton, I hti.'IO • vitnl int<lruat 

in the eaint~nru1eo of our economi c oyst oo a nd of our domocrntic in

sti~utiono . I am quh~ as concernod as you are to aaintt.in the solvone-.; 

nf tl.c Govcrn:tcnt and to a void the ovils of inflati on . Howevor, I sm 

"'!w.l.l.;l in 1'wo1· of uvol dlnr, the> evils of doflutlvn . I think I .ooy be 

f~r.;lvon f.)r f·e~Ung Goa'-' 1::~pc.tieneo t:b<ln n r oJponciblo public o.fficiDl 

Hku Y"UNcl f so W.•cJnstrues lilY vio .. •><>1nt ns t o ' ocl<o it nppet~r t hnt ey 

odvoc•cy of ~ropcrly directed tmd properly t ined fodor6l ex;>ondituroa, 

for ~h" prb!_cy 11Ul'posn of st.!.J:>uL,tin,; priv-~te cnwrpl'is.,, is based on 

ony other prlnclple or purpoae thnn t o c id in bringing about the greut.,st 

posslhlo duerve of sust< ined om~loyment wtd pr oduction ol' ro~l r,or..lt h 

oy pr iv< to c.ctivity and onturprisc , which, in t urn, i s the surest sufe

gunrd of uur de .• oer< cy as lt 1s of the solvoncy of our Guvernraent. 

Onl~ ln thiG "'-'Y• by r <tstor:. tion of n~t.i'luul inco1no , e<~n we ro:.eh Md 

~"'intuiu tl>e bo!..nce<l !lud,;et .. hich I ""' nu desirous as you ~ro of ncllieving. 

You h.ovo ov~r;; right t o dis·•greo aa t~ tho offi.cocy of rtscol, conctmy 

·.nd c.thur V¢liey in Of1'octin.; stimuJ.ntl.on in duprosslon 0 1· r utl•rdatbn 

tn ·~ p~ri 'Xi n u.nS•Jund cxpc .. .'lUi.Jn . I , v! course, rCSI)rve tho right to 

proJont thl! othJ>' aide of the c..~o . But I till cunvincad thst it duscrves 

C ;)n~1dcrut.1vn Otl its .n11rlta, without. rt.nr.\Jr vr uisrcpres,Jott, t l vn. 

It is evident fro::~ tho pro~aa you pro3entcd in ycur Bost on 

c.uo:-oso t lv• t you bnd I hovv a tundt~~:~ontolly diffor nnt conceoti ,n fJt tho 

TOS,>t'D$il:.llit;,' Jl' Govornmcnt ~nd .>J' tho functiOuin;; Of tho aCOnomic 

S7St<lr:: . 1 = pr->,:r.u;. ncl<cs >nly fhe specific t•cc ,.,.ond~oti~ns , u.ll 

cr lllng h>r l.n:n<>d it.te :md drnstic curtullJ:.ent :>f gwern111ent expenditures . 
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You nppear to ballove thut n large onrto of the Government • s 

expendil.ure is • wusto•. You a r e feur1'ul about thu Govorn111ent' s 

credit and alarmed nbout the "burden• put uporo ~~~ .>1. ~ • , • 

public debt. Tberu l.s not opaco r.i thin 11 lotter adaqu:>t cly ~o t.: ...• 
those a~~~ters , but i n view of your program and sine.:~ you &a'l' l'it tc 

11•ko " personal att<>ck upon oo, I f eel toot l.t is in order to mise 

" n~o:~bcr of qu.:lstions with r espoct tc onch of thq foregoing con

olacratl.ons . 

Au t o the "bl.lrden" of debt: Tho perti nent facto aro the 

vol.w:le of total debt. in tho count ry, tho interest on thot debt, and 

thJ inco.ne out of which in t er est may be p4id . You f~>.ilcd to montion 

uny oi tbcnu ~rtinont f ac ts . Are y ou ewuro of studios mado by a 

distinculr~~ grou? of scbo~s, undor the ~usvieus of the Twantiotb 

Century fund , ind ic~.oting t h.1 t the totAl of all domest ic debts , both 

public and privute, io no gra&t.Or todt1Y t ho.n it wns J.r, 1929? Thnt 

being so, dO•>r. it not give a one- cidetl and r.larllin& picture of t ho 

count ry ' a d~bt sitt~tion to concentr ate uttontion solely upon the in

ere""e in t ho public debt without r egurd to tho eontr<•Ction of private 

doot, <.nd "ithuut r or,ru-d tc tho incro11ae in poptU..ti;;,n and in the 

r.illtori" l .:edth of tho cvuntl'y sinco 1929? Is it; of no signiflcsnce 

t.hnt , ~wit><; w the doel1.1e in tho r n w of inter~st , the t otnl of 

interest pr.)llOonts today is frr less t'l8Jl in 1329? Is it of no s,ig

nlflccnco tha t whilo t he Lurden of interest puymunts hn3 baen lessoned , 

!'l~ti••>•Jl inco:oo , out of which dobts oro serviced , incronsoJ sinco tho 

low point of 1932 until ln 1937 it 1«19 i :SC , OOO, OOO,OOO uor e than in 

1932? Is i t of nc signl t tcuncu thnt the intereot ~n tho Fedor~ dobt 

n:>>unts w c nly " lltue oorn thllu l per cent of our na tionCll incJme? 

rl:li..Uy, is it ~1· '"' s lgnifil!"nce that as a nation ore owo :rur dcbto to 

tJUrr.elv<Js ~nd not. tv u f ore ign country? 

As t o your concern about the burden of taxnt ion, have you not 

overlooked tho fact that t.s notionAl income increases, true revunuos in

crc;.se , even without a rise in t.wc r otcs? Nutional income incr eaoed 

rro:n loss thnn ($40 billions in 1932 t o approxl.Jouw.ly i70 billions in 

1937 . Tax r ocoipt s 01' tho f'cderal Govor nmont incrocsod frolll $2 ,060 ,000,000 

~or t ho fiscal year endi nt: Juno SO, 1933, t o $6, 24l!, OOO,OOO for th(l fiscal 

' 'C'U" endl:lg Juno 30, 1938. 'Ih<l country p.•id about $4 biillons more in 

t •.x•s bu t 1t had ~50 billions mor e of in como a your out of wh.lch t o mnko 

th~•" Pfl)'tiCnt s . l'iould you huw tho pablic believe tlvlt the country was 

better off in 1932 nith lo•e~ ~es nnd ~ lower p1blic debt than it WGS 

i n 1937 with hlt;her taxes ond " highur pabll.r. debt? 

-. 3 .!..! 
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Since 1937, rwtionlll income hns te:!lpor,.rily contrscted due 
t o 0 combin:ltion of fuctors, one of which """ " tno shnrp nnd too 
r•pld reduction, lll!IOunting to <~Oro than li:S ,OOO ,OOO,OOO, ln t.ha Gov
ern,cnt' s net. contribul.lon 1.0 c=nl.ty lluy'lng power in 1937 as co::>
pnrcd uith 1936. The Government's ncl. contribution 1.0 purchnsing 
l"'"er is the oi!IUunt that the Coverncent expends ovo>r a.nd above thu 
<>ltount it collects. On thJ.u basis , the Guvnrllr.lont not only 
drusti~lly •rl.thdretl its ctlllJUlus to con3umptlon tn 1937, but co:~
trury t o ywr apparent oollaf. actually htld ll bc.lc.nc..cl ~vsh budg~t 
nnd u cosh surplus of obout l/100 ,000, 000 for tho period fr~m Juno 
so, 1937, t o March SO, 1936. 

So "'uch for tho dobt "burden" . Turning to the questi<>n ,,. 
1Pihot is to be ontcrud upon the cr..clit sido of tho ledger as on ::>ff
sot t::> the L~creaae of tho public debl., you ovidontly c~ntend thnt 
r.Jtbinc is t ·> bo entc::od; Uwt the Covcrnecnl.' a oxpondit.ures, for 
r.hlch the debt ~-as in.:urrod, r.>present.ed "IMoto" . 

Is it •waste", no you aeem to thl nl<, t o h..wa the Covel'l\l:lcnt 
borrow end put to ur.u uthorwise idle fundn of i ndividuals ond 
cor rorntlons? Is it ""aste" to h:::vc tb~ Govornment, by borrowing 
rrom the collll>crciol b<mks , replenish the supply ol' bunk deposits 
t.hlch cont.r oeted by one-third b.~c<.uso of dobt liquldotion dur i ng tho 
o~fla tion, 11nd put thio newl;r c:-oatcd monuy 1.0 work providl<•ll omploy
~o.,~ ·~1cl ~;hus utilizina lllt.n pcr.cr und productive focUlties t.'1o.t 
••thcrrrl.sc wu.ld bov" r e::v>inod i dle? Is 1t •wa~to" for the Gcvcrrtr.lv:lt. 
to oxpcr.d these newly cr®tod ruJd these oth~r .iao idlo funds for roudo , 
.lu:> clec.r<once , bridguo, school houses, hospit<ols, and a h..>st of <· thcr 
usefu l ~rnl necesS4ey things that are needed by tho co=l.ty but ure 

.:14 

n. t. supplied h'; privr.tc ~nwrprise? Are th•••o lt.dditlons t...> our 
Mti~nal wc!U.tb, additiona r esulting frvn P'~bUc oxpunditures t.hnt aro 
b•,sod upon lncro~se of publ tc d~bt, ovre "w•.st uful" than the dxpunditurea 
in the lhte tMnt.los , bauod up~u priv" t " c!obt, whoroby billlono uf 
o~llnro weN diver ted t o uucollcctcHe foNic;n l Jhl\3 ond to build ot 
lnflat~d prlccs hut:"' slcyucrnpor s , '"' fficc buildingo ond npartiWnt houoos, 
:.o1:ny >f rrbicb never have l>oen suffici.::ntly occupiud to maint<:ln thll in
vu:Jt,;nent? 

D~ y~u think 11. 176.8 •n.:~turul forces" t.hat. produced the re
c wcry ai'ter 1933? D.. you thluk Uwt t bP. rosto>ru tiun of the nnti.,Ml 
lnco~e frv~ less than $40 billi :ns t v appr~xl~to>ly ~0 billions ~mo 
&b,ut ln spite of ond not 110 a result .:>f Government expenditures? If 
s. , why rms i t the.~ f or noro th:ln three ;rc<U"S uftur 192!!, "~en wo did 
not hove tho logislation or uxpondltures t o which you so strenuously 
· bjoct., ther~ w:,s no t·ocvvcry, but instood , a continuing deflatbn until 
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t be Governmunt iu tervcnoo on u compre hensive se<>.lo, roplonishad btmk 

c!oposits nnd put these fund~ , together with stog!Ulnt tunds held 1u 
1ndlvidunls ~~ corporot iono , to ~rk? This, of courao, lncreneod tho 

public d~bt ai'wr prlvnt11 debt hod r npiclly contractoo. . Doubtless had 

t.h~ Government be~ adequot oly proporod , it could have spent llOnoy 

0ore offlcivntly und mor o productively. Yet , in tho liGht of all of 

Uld for ogding considora t iono , how can it justly be s~<id t hut tho Gov

crnt.lent' o expon<lit.urea wvre "waste"? Whut t o my mind is the r enl und 

lrNJpar>blc waste, which the IUltiOn can least nf.ford , io tr.at •hich 
re:mlts fro11 f<.llur e to uoo our human and l:llltcrlul r esources pro
ductive!;> . 

As to ~~e Gov~rnmont' s credit: Why d? you suppooc it ~as thct 

In 1932, ~han tile Govur maom, 's debt was nbout r.<.lf vf whnt 1t is now, 

3~ gov<muncn t lxmds sol d do>~n os l m' "" 83? 1f -.:.ho r.ovornment1 s crodit 
is ~es pr :cariou~ c.s Y'-'U t.c.ld ;our Eost~n audience, why is 11. thot 2}% 
p vc,..,.nt b<nd• tod"7 aro :>ollin:; nt o prellliwa 01' avr o thon 102? How 

C.l'l~ it hl.ppun thot slnc1.. lll33 f orcien e.r.pit<-1 hos ne!ldily flowod into 

~he count ry !M;;. "i>r <><.d , if tht> credit of tho country is in ja<:pru-dy, \ 

as you cont~od? 

EDrly in your spcoch Y"" ext olled " t.boso timu-ol d virtueo of 
thrift, frugnlJt.y, self-roliunce and in~ustr,v" . So~cwhot later, how

<ver, yoJU ox;>roased nlnrl4 ol. ~~e incr u1..so in dobt of tho l &st fivo 
)O"I"S . ( .... "'- t. los~ w undcl:'st.wld ho:. you rcconclto these t>re idees . 
Certainly 1.f it is good l"or peopl e t o Olive , l.o., prl ctlco the virtues 

of t.~·J ft ana frugoli ty , it must c.J.so bo good thnt somoone s.hould borro" 
lllOuey T,)l d put it to productlN uses . Privnte entorprla" hos in t he 
years since ~ho 6upr~3olon b<gnn been in no positi~n to omploy profltnbly 
c.nyv.here ne:..r t ho wtr.l .,r t.llo country ' s suvings, bocc11so there wna not 

suffic~cnt ~li•e powor in the hrulds of the publi c to purchase t he out

put of exioting facilltioa of product ion. 

In cormolction with the quo~tion uf debt, you 1\l.so llll\ke tho 
curl.our. ~totomont thnt soa1o duy tho whol e umount mun bo r upsid . Such 

" st.at~ment r oflacts " mlaundorstunding of tho fundn.montnl nature of 
our capiu.Ust ucouo'l)". Pltbts end obli gations of voriou• !tlnds ar e but 

~h~ other aide of i.nvcowont, and if we over tried to llquldate the 
whole w:ount. of thas, or e ven any substnntl:.1 fraction, we r.ould pre
clpit&te c crisis so sevor o ~~t gonorol ocononic psrnlyaie would r&

ault . IThon th~re is contraction of total dobt, privu~o t.nd public , ne 
have de.f"'.ntl.on . r.o havo nuver had prosperous conditions wi t hout on 

acco::>!>l.lDyins expunalon o!' debt, either priv~<te or public , or bot h. 
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Do you thl~k, as your speech seemed t o indicnto , thet in n 
cu'lCcrac;' t.'le Governr.~unt hnu no r usponsib1l1i:f for cro~tine do.bt in 
oddr to gi'IC cmployoont c.t t lces when privute lndubt.cdnes3 is con
tr.ctlng r.nd pr!v--t o ontorprise is unublu to do so? Do yoa consldor1 

•, ;-o"r spc.och lmplle31 th:lt governm~nt debt ls ovll, whorocs privnte 
c~bt i L not? One 11ould gnt hor !'r?m :fOUr nttltudo thu t if u priv:~te 
c>ntrficwr, for exumpln , borro"s 1110ney to build houaes you would Colllllond 
him for "rntsing cuptt:.t for prlvs te entc r pr isn" , 1.horoas1 if' u gov~rn
"·\out. hou3lnJ authority borro\·js r.:~.oncy for t ho sc.mo purpo3e, you \70ul<l do
nounca it for "lncurrtttg dllbt" . 

Llo not th~ sume gon.,raJ. oconor:Uc considorct ious upply t o both 
l'rivou. '"'d public debt? Iu it not true t!~t th.t c.rontion of too "'~eb 
"""t robtive to tho creation of rcul r.euth is in!lJ. tionor;, nnd1 

- ~ l' 
- -0 

U.Jro~oN, '!lt.d , ~•:other t hat dett be cro.:l ted by publ!c or priv<!.tc cctivi t y 1 

cr bo~h? Can it oc 81\id th..~t tho crcution o f dobt, vither P'~"Uc or 
.,rlv••t~, that utillzco productively otherlilse unuac<l bw1111n end illllter!ol 
n "ou.rccs , that cruntea ronl t~Jal~h1 that Mdo both t o oxistin..; r c!U 
, .•. ,tt~ and t o Mtionol tncomv , is t>n evil? I u not t ho oxcct oppos ite 
t r·.1e? 

While you r.ay that everyone in need should bu provided for, I 

find this sto tel'lent hard to r econcile •ith your broo.d~:idc attack "" tho 
or')Lnlu.tio'l t lmt has eorrlud ••ost of tlln tAsk of sccin!: to it that 
th•sc in ~~ 3re kept from ~nnt end starvation. You cosert thut ·~illions 
01~ :iblc-OOdicd c iti::unc r\.~v upon the Covcntmont ~or support. W".d hlr1te 
r~asP.d t ;) a.<art their ofr"rt o for scU'-h"lp to obt.c ln privt.te em;>lo.{!'" nt". 
no ,·.,r 3:; I ::nor 1 thcr·c.. ts not the slightest ov1durco to support sue!';, n 
:,-: ·<.plng nsf;...rtion . Any honest Aaerlcan clt.i:or. r.tuut. rosent.. u~"' i nsult 
thl" tmpliea to millions of oe lf-rcspccting oon Mu ·.;o,.on . 

You st:rt.ed thnt. vou nro cor.c•1rncd uLout "t.ho cht.ructe .. · o; t hc: 
lndivit!uul c!then" und ''the ul1;nity t.nd t.ho :riehts of the inciividut•l" . 
~' ":n I. I believe 1 ho\Yovor 1 toot t:1e :no at b.:lsic r il(l.t of ali is tho 
l'i.;!.t l.o livu and MXt t .t tiu:t1 t M right to work . I do not thinl: empty 
•t'JtlllChs build cbart.C~·cr , nur do I thin« thu substitution of iul'>r•caa :md 
• lul o for ~seful ~ork roliuf R!ll i~prove eit her th~ dignity or tho 
ch· roct.,r of the povph nffuctcd. lie connot expect to prc~cr·1e our f roo 
i"Jtituti~ns in this cou:'ltr;; i!' we condc::lll & aubsu.ntial proportl~ n " r 
:ur po::.~plc t - prol'.)ng~d ldlcno.;s on =. b:1rc su~lot...:nc'- level tif exist..cnco . 
ru.rther tht.n t hu r i ght t u e .. t lind tho r i !:ht t :t 11 pooltior, , I t!li:lk the 
lMiviuuul 1 •nether rich or po~r, hns e ri&ht t o ll l!Jce:'lt place t o llv~ . 
I thbk h.> h"s a r ieht t .> socurlty in ol d og~ and t v pr.>tccti.>n ~,gninst 
t o.lporur;; unemjll<oynont . 1 t hink he hus n rlt:ht t u ,.doqomt & cMiical 
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att-ention and to equal oducotiolllll opportunitha •·Hh u.e reot of Ilia 
country~~en. The governr.~ont expe.-Kiitures which you condemn hove in 
brgo part be~n the moono of tranalating theac bt1aic rights int.a 
re..U ties . Anyono wbo is genuinely sincero in his concern about tho 
ri&bt&, the dignity, and tho character of tho individual clti=cn, fer 
rroa soaking to tonr down what bas Zllrondy won done, will wanl to havo 

0 bend in expanding and improving this <70rk for the future . 

There arc lliWlY other questions \lhich it ueel!ls to mo your 
codres• und your a ttitude lo11vo un11nswerod . 1 do not pNfess to knnw 
ull tho answers to tho r.~<~ny compl ex and d i fficult oconocdc problems 
confrunting tha ootion , but I am convinced thnt if y<Jur pr ogrlllll of 
sudden , dr astic rotronchment wore follo:1ed , w~ would witn"ss unot.h~r 
Ghb.rp reverscl. und r enowod deflation. And I, for ouo, am not pr~pured 
t.J b.lliove that this natiun is duomod to atagtUltivn, to a l vw l ovel or 
r\Utiorull incv::>e, t.o 8 wholly unsatlsfnct.cry atnndt.ll'd or livint; l.natcod 
,r t he lligb stl.nd:.rds , tho ochievcliK!nt ..>f which de ponds " nly upon our 
c>rrcct undurstbnding nf the .:>per atl Jns of our ecun omic systcro. I ~,. 

c nvi.ncua tru.t your pro~;ram is not only a <lcfeutist Jne , :1 program of 
rutrogrussl.>n Wid not u f prugress , but thu L lt w~\ilil jeopardize the 
solvation " f "ur de~nocrllcy which I know you are uc uincerely desirous 
o1' preserving us I nm . 

lle olsagree l'undamontnlly and c~mpletoly on how best to 
occc~:~pllsh that end, but of uno other u.ing I am clso persuaded, thct 
• • wUl not find tho nnsurs by indulgence in nnmc-CLlling, :mch us 
:oarr~ your Boston uddroas . 1\'o will find tho ans~ers by rec;)gnbing 
cl..urly •hnt t ile probleas are , by under3t.anding h:.• our econ >ll)' 
l'mctb ns, and by work1nc uut pructie<~l s Jlutiono in "" atmc;sphilre of 
colm rnns . n instead of int emper ate denuncibtlon . 

H•n>r~blti Rbrry F. B,yrd, 
United St.s.tes Senate , 
Woabin~on, D. C. 

(signed) M. S. ~clos . 

Chairman. 
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GRJIJP :IEE.TINU December 28, 1938 . 
9: 45 a.m. 

Present: 

n . ... . Jr: 

T3ylor: 

a.J. Jr: 

·ruylor: 

d . :: . Jr : 

Gaston: 

ti . J . Jr : 

Gaston: 

1ay lor: 

Chauncey: 

Yr. Taylor 
Ur . Gaston 
llr . Foley 
lolr . llcHeynolds 
Ur . Duffield 
Jliss Chauncey 

ooell, llr. Taylor. 

I have a report for you, sir. 

Yes, sir. 

llr . 1llonnet called up a gain this morning and con
firmed what he told us late yesterday afternoon. 

(Gaston comes in) 

Yes. 

Good morning. 

C.ood morning . 

'-ome in and join the shrinking family . 

It is shrinking, isn't it? 

Flrst , tha t the reason for forming the Canadian 
corporation was because the impression that he got 
when he was first her e was th~ t there was a real 
desire to keep this a little out of the front line; 
that that was his only r eason for handling it in tlwt 
way, with the possible exception of some eventuali
ties which might show that if trouble developed, 
why, having a Canadian corporati on in existence • ••• 

('-hauncey comes in) 

Oood morning. 
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H .• : . Jr: 
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h . ·• · Jr: 
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Good morning. 

Uid anybody t ell you ••• 

I in.,uired . 

.• . might be useful. As f a r as he i s concer ned, 
~nd ae is sure tha t h is gove rnmen t Nould feel the 
seme t~ay, they would inf initely pr~fer to ha ve wha t 
n~ descr ibes as ~n open miss i on. 

He callea you this morning? 

rlo sai d the same thing l ost nigh t und said he ' d been 
thinking 11. o ver a nd he w~ nted t o confirm tha t. 

·;.ell, I spoke to llr . ·::elles a t 9 o ' clock l ast night 
&nd a sked - t o l d him a li t tle bit of what was hap
~ening ; tha t I pr eferred t o ha ve this thing out i n 
the open , 1.1.nd d i d he see any reason for not ht ving it. 
J•nd he seia he would inf lni tel y prefer to he ve 1t out ' 
in the open. b ut I thinK I ' d be tter bring it up at 
Cabinet . 

I t hinK s o too, b eceuse ••.• 

"ell, I t hink if there is one F . D. rl . keeping very -
na turally tlonne t or oullltt, I don ' t know which -
m!lybe Bullltt g~ve him this i dea that if t hey had a 
.;,.nudian cor por a tion it might btl b e tter. 

But you know the little talk I gave you at lunch. 

Yes , sir. 

Anything tha t I ha ve t o do in the next tiYO years -
r went to try ~o simplify a l ot of these thi ngs e nd 
bring them out , and l e t each one of these - our o·.m 
domes~ic finunci al projects stand on t heir own feet. 

ue l l , ne was very strong i n nis feeling. · • • 

Good • 

... th&t the open mission- as f e r a s his government 
want, tbey'd Just Jump o ver t nemselves to do it that 
way . 

• 
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•I ell , I thi nk the t a fte r Cabinet I • 11 have a n 
~o ns.l"e r "Yes " or "No ," but 1 tl:ll.ok I better bring 
1t up. 

120 

Anti the o t h er point, which is thl:l financia l aspects , -
ne tt>l l s you not to worry a bout that . 

o'oell - yes - ·.ve l l , tha t ' s wha t he keeps saying, 
i ha t •s wha t he keeps saying . 

If the Government i s t he buyer and is the buyer 
out right i n t he o pen ••• 

Taen I xoulun 't worry • 

.. . then yo u d,m • t h E. ve t o woJrry It t all. r.e bad 
•lUl t e e. t a l k with him on v a rious point s , l' nd empha
s i z ed t > hi~ iha i the Gov~rnment itself .vo uldn•t 
l':.ce t he d i f ficul ties t ht: i a ~:: nadian cor por a t i on 
woula , because a ny purc h<.se r - I mean a ny seller 
t o t he .;a na di a n co r por a t i on would want to ha ve i t I 
double- riv e t ed so as t o - us t o who this cro~d was 
a nd 1m ether t hey had the money or no t; 'llhereas the 
~·rench C,overnmen t i t. self, why , c o uld make possibl y 
better arr a ngements . 

/,e know they don ' t. ha ve the money . 

l nere .vouldll ' t be any d oubt the r e . ;;na t ? 

.<el l , I • 11 get 111m E. n a nswer, and then I t hink 
t he \"tho l e tni ng . • • I t.ni nA by t his a fternoon 
we ' l l ha ve a n answer, Wayne . 

hnd t hen, t o bring y ou peopl e up to da te, I had 
Pe oples a nd his ct•ovtd ove r h er e , e nd t hey're making 
pr ogress . but t he k ind of pla nes •.vhich t bey could 
give a ny kind o f delive r y on the fellows don' t want. 

( ~ecretary hold s a conve r sat i on on t he White Kouse 
phone) 

Th e Presid e nt ' s be t t e r . Going t o the of fice . Ke 
didn't snow up l ast night . 

:> n , he didn't? 
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ue were there chaperoning the chaperons. I stayed 
until tNenty minutes of t wo, s itting t here with a 
broken toe ~nd a swelled hand. Tha t l snrt what I 
call my idea of having a good time. I saw all three 
of your children. 

I s av; them when they left, but I heard them wben t hey 
cume back. 

(On ~ohite House phone) Mr. :.tcintyre, please . 
Please, thank you . 

J.Jid tney behave t hemselves? 

••bile I -.as 
very 11 ell . 
bet.utiful. 

Ciooa . 

seei ng tnem, they behaved t hemselves 
And your daughters looked particularly 

I wns \'lorried because l as t time - last year at this \ 
time t ne President got intestinal grippe . He called 
Bell and :ne off . He wasn ' t a t the party last night. 
They wer e afr oid he was going to hove intestinal 
grippe . He's a l l r ight . 

"nore Nere ;;e? 

You were sitting in f r ont of tne bend. 

J.nd what they have to offer - eny kind of produ.ction 
they don't want; so thLt ' s whe r e the sitlllltion was 
last night . So we'll see . I s that r ight, ~ac? 
Isn't tha t boiling down the story? 

'Uesti~n of combinution of models that they could 
mbke end get pr oducti on on. Haven't decided on • • •• 

l 'hey want a f i ghter, do they? 

~ant a f ast fighter. 

"hey want a f a st bomber and a f ast fighter. 

l he ones they went are not ye t in production. 

::.o that ' s where it stunds. 
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Het·bert, I l ookea car efully through to see about 
Mr . Kennedy in the papers this morning, and I 
gLther you did ~ good Job • 

::.22 

• /el l , d i a n 1 t seem to b e nble t o ge t u f ol l ow on it . 

No . 

•he • i~es ran a little piece just ~uoting the 
President directl y , w ~~ t no said, a t the end of 
Lnc :; cory . 

• ne Lal&imore ciun, in their story, sai d it was dis
c ountcu &t the ooh!te House . 

It .. t.s aiscounted b t the \•hite llouse . 

You dia ~ gooa j ob, Herbert. 

'• h" limes had<> pret t y good s tory on it . 

( 'J.o Kieley) "oulo you ge t roe u Bultiroore Sun 
please? 

.~h> L else? 

Yo u asked a bout thHt editoriul in the Pilo t - the 
~ . I . ~ . ~ar1n~ Union. The only copy chat ' s a~vhere 
aboLt - they hao it in CoL.st GuLr d a nd they sent it 
o ver inlmemorandu.'ll to you from .• aesche, and I haven ' t 
been ~ble to get triJck of it . 

uiboons s en& l t t o you yesteraay . 

"here is it? 

I h~>ve lt . 

lrould you br ing it? 

J.' ll ge t it . (uoes o ut) 

I unuers t~nd the s ubst ance of it was genera l approval 
of tue mari t ime service und advi sing t heir members 
to enroll . 

Go a head . .;b~st else? 
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r don ' t Know of a ny thi ng else . 

Gene? 

Not £~ t n ing . 

.:23 

Gene, I w i s h you and Herbert would t a lk o ve r today -
re&lly , for t.m years no.v I ' v t< been t £lking about 
getting out a sta tistical bulletin, >nd I never make 
& U)' he&ov.-e.y , see? t.nd possibly bet ween you End - if 
Gene ot~sn ' t got t oo much t o do , m&ybe he gight t ake 
to~o t on, or s omething • 

.. ell, we ' ve got L complete dU!IL'!IY LOO a rough estimc t e 
.;>f cos t . It ,.as - it i s L .., uest i on of m.;>ney . 

loel l , m~;ybe rigot ~ ft "'r t his - I ' m just sitting 
her< .1aiting for the Presi dent on our appointment . 
wO I I d like to t r kc a look 0 t 1 t right f f t e r :vards . 

•·11 right, I •11 send t o George Haas 1 s shop and get 
tt . r:lsS "'Ill UnCt;j' r t!LUrttb) 

( o!. ~ .. Tr hlinus Gr ston t he I' a l timor e Sun) 

~ee if you cen f ind i t , Herbert . 

~h~ b.;ttom J f toe cviumn . 

• n:..t • s prob&bly in ttl~: ... iaule in there, isn't i t ? 

~Acusc me - (.oin•s out story) 

Here ' s tne story right here ~bout Rooseve lt .... 

!' d l i.tE t o take e l oolt h t t bt. t aummy; I •a like to 
I)U S il th&t . 

Yes . Yes . 

" Asked to comment on r ;;vorts th&.t new Cab i nEt va can
cies may be created by the r etirement of Henry 
wlor genthau, Jr . , Secr etary of the Treasury , and 
o a rry 1i . uood ring, ::Oecret~;ry o f l'lar , the Presiaeot 
s:aillngly a sserted tnt. t t l11. t •u•s just another !l ~ory • 
lie t old r eporte rs tnty coula s elect t heir o•n aojec
tive to describe it . " '!bat's all. 

Regraded Unclassified



d . • Jr : 

Foley : 

Fol ey: 

t!.'J . Jr: 

:.., lt;y : 

" · : . Jr: 

F Jlt!y : 

d •• Jr: 

r oJ.cy: 

H.~ .Jr: 

r oley : 

ri . l .Jr: 

124 

-7-

Thank you. 

Do you still •.vant to sugges t Paul 1'/t:ndels as counsel 
for t.he Spt<nish Loynl.l.s ts? Meana cume down yesterday 
from their office e nd said tha t the name tha t had been 
given by your office h&d been misplaced, end he wa nted 
t o know wht~.t it was . 'llell , .[ knew what it was , but I 
st.ulled and told h im th&t I' d n::.ve to check the files, 
bect~.use I thought y ou misnt hu ve some other ideas • 

.. ell, l aon• t even <.now this man . 

. 7ell, I taink you askea l!r . Oliphant to suggest the 
~me of - nomes of lagyers. de suggested sever al . 
I think Henry L. Stimson WES first. lhey ~;ent to 
Stimson; as I understand it, ne d idn't want to t eke 
it because he thought tnere migh t be so~e conflict 
of interest bet;.een re~resenting the Trea sury and 
Feder ;,l Reserve in New York &.nd r epr esenting the 
Loyalis t Government. t. nd the o ther nrme th&t was 
suggested wa s Paul Wendels , who was corporation \ 
counsel of New York under LaG ua rdia . , 

Yes . 

l:le 1 s resignea now. Chcnclle r is the corpora tion 
counsel . lie 1 s a co.upet.ent. lawyer . 

Cou tan' t tney find the mme •:; enaels? 

They misplaced it . 

l nis u:..s been going on f or four months . 
th1nk of the ~roprlety of our suggesting 
Ne 1ve done it once. 

\'/hat do you 
it anywc.y? 

llaving done it, I see no ranson why we shouldn ' t 
r ecal l it to their memory. 

O.K. Let •s do that, then drop lt. 

Yes . I ' ll tell them the na me we gave them over the 
telephone 1·;as Paul Wendels . 

Then drop it. If tney misplace it aga in, I think 
tha t ' s their trouble. But this bas been going on for 
four ~onths now. I mean if tney need a l awyer, I can' t 
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imagine getting on without one r or r our months. 
Can you? 

Not if they need one. 

!/ha t else? 

125 

C.ust Friday morning you gave to me the letter tha t 
Mr . Oliphant h~d prepared t o Doughten - I guess it 
WllS Thursday morning - to !Joughton. 

J n this •.•• 

And to Harrison - on the codification of tbe revenue 
lall"s . 

Uod , let ' s get tbat finished one way or the other. 
Here ' s Hanes':! memorandum . 

•hat ' s right . Well , it's a long story, Mr. Secretary, 
and I find myself a little disturbed . Apparently \ 
ther e h~;.s been a difference between the Undersecretary 
bno Ar . Olipb&nt as to bow this thing should be 
treated . 

lir . Oliphant ht~ s always thought, as any s tudent or the 
low would agree, that the thing ought to be done, but 
it ought not to be done as absolute law, it ought to 
be done as primu facie law. Now, the difference is 
that if there is a dispute between the law as it 
appears in the code and the l ow as it is enacted, 
the law a s i t is enacted controls . 

·•ha t' s if" it ' s taken - if the code is taken as prima 
f acie law. 

~bat's right, i f the code is taken as prima facie 
law . If it i s taken as absolute law, you don't have 
to go t o the original s t atutes in order to deter mine 
wha t i s the law . 

Now, the United States ~ode is prima facie evi dence, 
it 1s not a bsolute law; and the Internnl Revenue 
laws appear ing i n tbe Code at tbe present time are 
prima f acie, t hey ' re not absolute . Now what this 
would do, if it goes through this way, would be to 
r epeal tb~t body of l aw that we have a t the present 
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timt. hnd substi tutt. u t once thi:~ coaified lliw und 
it would nave e ffect upon cases pending befor~ the 
1>o~ ru o f T&x .~<ppe&ls , upon cb ses pending in the 
court:~ ; and lf ln the process of going t hr ough 
l.:onll ress , ha ving the t h l n!l prlntcu up , ha ving it 
publ1Jhed, errors uPpeur , ;,nd they 're bound to 
appet.r , it :n<-y cost the uovernmcnt hundreds o f 
thvust.nus of doll&r s , because th~re is nothing 
tn:. t you cen go b t.ck to, ;;ou1 ve .1iped out <..11 thL t 
lt... tn& t 1 s o n the boolts <- t the present time . 

tJ;>w , .! r . ]II!, gill 1.ppeured before the Commi ttec and 
h" suid t h;. t he tnougnt i t .vus u fine thing and 
suiu the Treasury WbS inter~steu i n lt . ,~ml thun 
lut;y nad - o. nd Jim ~!orris, the .nS:~istant Attornt;;y 
Gener~c<l in cnurge of t:.xes , wrote a letter shying 
1l ought t o be coovttta :.s absolut" law. 'i.e nave 
never gone on r ecoro f ;>rmally aS·6pprovinr thL thing 
from tne <..bsolut t 1L:1 stan<ipotnt . 

'lhe tning was printed up h :; t wint<Jr a nd :.tr . Oli phant 
.;u Vi:! 1 t t o t he 1HlOple over in th~< Bur ee~.<, end they 
turned u,> somE: fifty or s i xty errors in 1 t rieht r '11&)1 , 

and tht. t shook :4r . 1.1agill . ;,s .i understunu 1 t f rom 
• <.r lec.u, ::iao;ill took t he posit i on th: t Le ,;ouldn 1 t 
op;~o .. e tile en::c t.ment <lf t he tntng t.s Lbsolut,; l fl;, 
but no;, .oulc.n 1 t. f o rmally ap)>rove i t . 

Th,;n :.!r . llc.nes Ct :!le in :e nd, being ' lPymr· n ana not 
unut:rstunding tht.> uiff.,rence btltween absolute lr.w 
ullJ 1·rims f <•Cle lEw, I Wlderztanc.i from Ttrleuu that 
no;: hus led S t Lm t o btllieve tn11t 11e woulc endorse 
lne ~ning f or mt. lly . ilo·~, ~lr . Oliphant. feels very 
strvn&l;r on it. ond ue ":-~t., this l e tter himself, 1nd. 
ne g~ve i t to ~r . Hunes as hls l r.s t. bet befo~e ne 
.163 t~.ten sick . ,,nd I a,;ree : i ttl nlm -.s an origina l 
~roposl tion tnu I aon• t feel th&t I can t>.ke a 
po~i tion inconsistent with the position he ' s tllken. 

NoN, :.lr . Ha nes lool.<s t.t it frotn the pr actical s i de . 
He fe el:> t hat t.lr . :ltam will consider - " nd 1.\ r. 
vo~.~guton ana ~r . d&rrison, I supj)o:;e - th:.t thill is 
t. - t~t .,e• ve .a.lked out , Ne ' vo ;elched, and I think 
he looil:s upon it o.s ~omething :.tl ougnt to oo becu1..se 
··e 1 ve ~ot t~ set t.long :lith these fello.-s dow t here, 
he has to appear before the Cocmittees, and so for t h . 
uut, o<nowi ng no.v Mr . OliphE>nt feels bbout i t und 
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r1: ving tnought >bout tt myself, I certt11 nly Jon• t 
. ~>.nt to La ke a ~osi tion 1ncon~1s tent with Ur. 

J Ll ph~ont a nd ,.s r. you Lo send tnls letter do:m - I 
me~;n send a lt:tter down a,;pr o ving the thing as 
1 bsolute low . Mr . Oli,>hunt •s letter S~>YS th~>.t <~~e 
~nink it 1 s a fine thing End 1t undoubtedly 11111 
a eli> lawyers llna accountuats ~> nd t uxpayers , t.nd 
it ougut to b e done , but ho says subst&nti.:lly Lll 
:>f tno.1se ;>r act i cal ob j ecUvts wnlcb I n:..ve .Jenl.i;.>ned 
• .>.;lu be &ttaineu by tn(> cnuct.llent of t nls code not 
:.s absoluto; law, but, lio<c toe ..:ode of the J..a.•s of 
tne Uniteu States, ;.. s prim< f t>cie law; •·and .. t lh" 
:;., ~e t.i:ne :~e ,·,ould not bf: inviting the serious 
a&nge r s of nu:nerous e rror s wnicb n: ve em:'< cteri~ed 
tn(,. "n.:> .;t ces r ef~,..l Jr~vi )us t. ttem.-t.s at ~om;.tr~hens1ve 
CIJ..!ific-. tlon . In luis cormcction, I attach -. ::E.cor 
o.nJ u.r. .vhich st>< ttls more 1 ully th~ C.)nsider& tions of 
.· r~~ tlc~l CJnveniencc &nJ ld~lsl • t!ve experl&nce 
U,J m .;nli!h tnis view res Ls . 11 

No .. , ~111 y0~ <N hit a ~~c0n~ .. tlilw I r~od Ha nes ' s 
~~~\,:. u rtttt.Jum? 

Yes, sir . 

(c.eL .. s ;>orti 'n of tul'110rundUIIIJ 

uo .. .. oul\1 you thin.< Jf this? Su;>,•osln;; I CLll u . .> 

1\.;>S :o~ill :..no tel l ul"l , in viu'· of :.:r . Oli,h~nt 1 s 
illnt!ss, in vie .. tn<-t n~:. • s Lein<; ..,uot ec &11 ov~r the 
lot ' I 1 t:l soing to a s :< n lm to f 1 Vd tae " f'or :n:;l o;:1n1on 
t s t o Hno. t I sn.>ul.J uo ln tnL1 c:.se - :.. no giving you 
:. cuance t o t; h •e Oll;mvnt •s sloe o!' the ;Jicture . 

tll ri;;at . '!'he only thine i s , .:> t um is ve r) , very 
_. nxi<.> US • •• • 

.ell, I ' ll :..s.< alm t o .•.• 

• . . to rtave us -::tll ni!Xl ont! '·"Y or the othe r today . 

.. ell , I ' ll s sk i.l~ogill .. hether ne c&n uo it today , 
bllC if ne cl'n ' t it ' s jus t too dr. ;~o bee - I mean for 
~t&m . Eut let oe ~et - let me see if I can get 
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i!uglll on the wire a nd hSd: nlm whether he could h~ve 
ub lf t.n hour conference on the phone . 

(vn 1Jnone) See wnetht;.J r Dr . Magill - whether I can 
t ulk to him on the phone up ut Col umbia , pl ease . 

I t ried t o get Magill ~> nd I couldn't get him, on 
Fr iday, to fino o ut Nhat commitments be had made . 
r ~a l~ed t o Tarleau and :r11rleuu t ela me s ubstt:.ntiolly 
,,n., t. L 1 ve tola you a bout tbc bac.<ground • 

.. t!ll , ! ' 11 &sk ~h.gill pleusc t o t alte a fire position. 
•-s I unJerstE.nd lt, it ' s & ..,uesti <>n tbt:. t •;e tnlnk t lu t 
tn11 tnit.g shoulu stl.y :.:s l s ? 

.. e - o ur position is tm t tt ought t o be done, but 
it ~aoulJ b e d one as pri.nt f lCie law, not E.s &bsolute 
ito " . 

O:J.ne st::. tus as the United St.,tes Code . 

~u~e stc tus a s tnc United ttates Code . 

•·ny huvyer •oula s ~<y the sam!! th i ng . It ' s ~ l >:wyer 1 s 
fie lei . 

It ' s a l~ "')'er • s fi el.J . Im•~Lmcn ~:s L!6g i ll i s one of 
tne out s t a nding t ax lawyers ln the c ountry End ne •s 
avLil•ble - if ne i s l VOllbb!e-

~..xce llent tnlne to consult tlim . But l ' ci be very c uch 
sur 11riseci if you get Ros t o enaorse tne absolute l a w 
feature of t h& t . 

but if he ' d 1;r1te " lettu bLCiting this up, that 
would mt>ke i:f6nes ' s j)OS1 tlon e~ sie r t oo , bechuse he 
c"uld s ay, n•:!ell , t h Cl f ormer Undersecret a r y E r.d the 
Cent~rul Counsel thin..: thio should be on a !)rima 
i'&cle: basis . " I me~>n they c~.on• t , in oth er words , 
'luo t e Yagill ag;;inst us . 

I n the letter or submittal Stum c,uotes Uagill -
do e:;n't ._.uote hita , but he :wys this : "Under secretar y 
o f the Tre&sury :Jagill s tt t ed in the hea rings before 
th~;; Co=it tee on .lays l Od :Jeans th~< t the Treasury 
is vltLlly interested in tnis Mork LrA expressed 
the nope that lne s t aff would be able t o c ompl e te 
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the ~ork in time for the codification to be 
a;>p r oved at this sessio n of Congress . In the 
prcpHu t i o n o f this work he made available the 
~ervlces o f the personnel of the Bureau of 

~29 

Internul Revenu e , who ha ve shown s plendid cooperation 
unu renuereu volllbble ass l stv.nce . " 

.lllyne: , i f y ou ' re busy you cun s kip this . 

tlo, i t ' s a llr!&ht . 

utu.t? I mean stay or not , Jus t LS yo u .vEcnt . 

i dou 1 t tninA I' 11 odd very muc h to 1 t on& "ay or 
tnt; o t h e r . 

I mehn if this .•.. 

I t ' s ;.u import~.ant t ning, t his •.•. 

I meun art you inttrested? ! ha t e to tie yo u uv. 
I 1 m ~:oint; to ask McReynolus to stay , but &s f 1.- r &S 
ttle r es t of you go , yo u•re invited unless 1t bores 
you . 

1'ho only t bing I c o uld contribute is, I under s t and 
J ohn 0 1 ll r 1en .. nd l.lr . Beu!ll~on , ~no usual l y d r .. f t tn~ 
r " vcnuc cots nnen they ' r e enucte<J , agr ee v. lth tne 
i rt~:.sury a nd don't trust this co~pilstion • 

l. nyb<>uj· would SllY t h6 t. 

••c.ll , us I s~:.y , wf it or no t, j us t a s } Ou people -
sui t y.>urselves . 

Htrb~;rt , if y ou w0 ul u g et tout s tu1'f t og., ther, and 
! 1 11 see you in ~o f eN minuttJs . But :J<.c, I' ci like 
) ou to st"Y to nd I w ~:.nt Foley t o stay . 

I' d better call off Monne t b t 2: 3J, htodn 1 t I , becBuse 
I don't think there ' s unything to talk to nlm about . 

1 ell him to walt , yes - tell n 1m until r •ve hlid a 
c obnce t o t a l .k to the President - huh? Stvll . 

nll r ight . 
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vid you get the R. F . C. 50J million comment from 
LCcles? He pr omised t o s end i t over right away. 

(On vhone) Hello . 
Ge t him . lJo you knov1 
ge t him in Hava na for 

Well , get h im 
where he is? 
me . Yes. 

in Ha vana . 
II ell, 

\ 
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December 28, 1938 
(Mr. Gnston and Mr. McReynolds present ~hen HH,Jr dictated the 
following .) 

Hopkins called on me. He said there were two 
things; (1} he thought the head of the Bureau of Fisheries 
was a crook and he wanted to get a new man and (2) the 
only thing he could see in the Department of Comceroe wae 
the Foreign Service and he finds there are about 18 non
Civi l Service appointments around Waehington and that all 
the people in the field are non-Civil Service. 

What he wants to do is get half a dozen bi g 
ousiness men to come down to heln him. What did I think 
about it? Did I have anybody t o sugr.est? He was going 
to go after business with hammer and tongs in South America 
and get orders f or the American business man in any way he 
saw f'1 t as lo~ as he g ot the orders. What did I think 
ot that? Did I think they were going to transfer the 
Foreign Servi ce over to State? 

He thought he could get Mooney, of General Motors, 
who is get ting $300,000 a year, to come in and head up the 
Foreign and Domestic Service. I told him that what I 
knew of Mooney , I did not like. Could I suggest anybody? 
I said I would have to think it ~ver. 

I told him before I would go after business the 
way he was suggesting, particularly as the law said that 
t he Foreign and Domestic Service s hould not do just that, 
I would sit down and talk it over with~. Hull, also the 
President , Well, he said, you know the President; he 
likes to have two or three avenues of approach and if he 
finds himself in a hole three months from now he may want 
to use Commerce. I said, "I still think I would talk it 
over "i th Hull and that Wall ace had an interest and so did 
I • " 

tlon. 
hot , 

I told him something a bout the Brazilian situa
I said, 1 It you want to get in on something red 

get in on Brazil." 

He asked me whether Hanes could be helpful and 
I t old him I thought he could be very helpful. He said 
he just lived across the street from Hanes and could drop 
in nnd see him. 

To sum up, I think Hopkins is going to put on a 
drive to get business in SouthAmerioa. I found him 
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looking very badlY and rather liatleea. 

Wr. ltcReynolde: I had the eame impreuion about 
nle physical condition beoauee he talked to me and to Herbert 
He tlllked to me about lterlin and to Herbert about a Public 
Relatione man. 

HU,~r: Why don't you (Gaston) suggest the man 
over at the ederal Reserve? 

!.lr. Gaeon: He had a man of h1a own be wanted to 
hire and Steverly and Lowell Mellett wanted him to hire 
somebody else and I told him I would hire the man in whom 
I had confidence. He has a man named Dave Shelters who 
i e a Chicago Times man working under Louie Ruppel. 

HY,Jr: I did not find h im in an aggreee1ve mood. 
I thought he looked very badly. 

oOo- oOo 
\ 
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»-orandua to • Secretary llorsentbau 

Froau Chalrmt.n l!looles 

Subjee>t • Proposed Reoonstruotion 
Finance Corporation 
1'1Dan<>i.ns 

It hu been auggeated that the Reoonstruotion Finance Cor poration eell a 

$500,000,000 issue of notes durin,. January or February . 

I whh to rec011111e¥!4 t'or your consideration that the proposed iuue or Re

ccnatruct1on F1nance Corporation notes be delayed until April or illy, but that, 

it it should be decided to float it at an earlier time , the proceeds be not 

uoed further to reduce the aTa1lable supply ot' Treasury billa. A reduction in 

the supply of bi lla would further disrupt the bill market and would seriously 

add to the difficultiea of manasl.ng the System Account . 

Qos ocnoideration in oonne otion with the proposed Roconatruot1on Finance 

Corporation issue 1a that, 1f the Treasury wishes to keep ita b&lanoe &boTe 

tl ,OOO ,OOO,COO at all times between now and the ell<l of the fiscal year, it 

will need to raise about $600 , COO ,coo of oaah before the ell<l of ».y • The 

period of 1•roh finnnoins m&y not be propitioua tor raising this oaah , be-

04uoe it 1s likely that you flAY wish to refund the $l,ll00 , COO ,coo of Jlme 

ootaa at that time . 'l'1oo alternat1Y8 waya ot' ra1a1nf> tbeae t'lmda 110uld be 

throu,.h a Reconstruction Finance corporation iuue or through addl tlcnal 

Treaaury bille . E1 ther of theae a1 ternatiYea would haTe the &dyanta&e <>1' 

pro.-idins ahort- te:nn aeouri ties t'or bank iDTeatlllent, or keepins the Tre&eury' a 

interest coat at a low figure, and or preYentins a further pressure or tund• 

on tha already OYer-loaded ehcrt-tel'll market . From the point of n ew of 1'ao-

1litat1Df> the repl&.oeaacmt or •turltiea 1n the Syltaaa Aooount additional ( 
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fto&IW")' billa would be aore oatief&otoey. The ay.t• Account baa toUIId it 

Jllpouible to ooiiJ)lete ite we~ replao-to in billl and baa be., toroid 

to tab no tea in each ot the lut three w eb , 

Ao rep.rola the tboiJIC ot theee tlotati011a • 1 t would aeem that the iuue 

ot either the Reoonatruotion Finance Corporation notea or the Treaoury billl 

1hculd be pootponed until April or ~ • It a Reoonotruotion Fillt.lloe Corpora

tion iuue of $500,000, 000 11 floated 111 Jlt.nuaey, the workillg belanoe 11111 

riot to $2,500,000,000. Suah a lar~e balance doeo not ••- either neceoaar.y 

or deoirablo, ao it lll.~ht be interpreted ao an indication or n orro,..neao b7 

tho Tro&aury • 

or oouroe, 1 t would be pouible to ,..e the proceed• of the Reocnotruotion 

P'inADoo Corporation iooue to retire an oquo.l a.ount of Treaoury billo, but 111 , 

now ot tho low level of outatand1JIC billa tbie would not appear to be a Wiae 

t~ to do . To be auro, it would ropreaont a replao....,.t ot one k1lld ot 

ohort-tena GoTen111ent aecuri ty w1 th another , but the two •rketa are not 

identical, 'llbl.le 85 percent ot Reoonotruotion Pinance Corporation oblip-

tiono are held by me.ber banke, leu than 25 percent ot outatand!JIC billa 

are hold by m•ber banko, the RlleJ"Te banlte boldiJIC 66 peroct and 1ndirtduall 

and eorporationo moat ot the r-inder. Indirtdala and oorporationa would be 

unlike~ to purcbaoe th.e Reconotruotion Finance Corporation notea . The Tre&

oury bill arket ooneoq....,t17 would be aq-&ed turthor and the s:ra~ 110uld 

hi•• non ~reater ditticulty in replao!JIC ita wee~ •tuntiea Without 

drhi~ up the note •rut. 
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!:IOARD Ott GOV'FlUIORS 
or t he 

I'EDEJUL K!BERVE SYSTEM 
T.uah 1ny ton 

'")8 J.~ 

Ortice or the Chairman 

Dececb er 28 , l 9J8 

Ve:or~nduc toa Secr etnry Wo r genthnu 

f' ro:. l Cna 1r oan Eccles 

Su bJ ect.1 ?ropo sed Reeooatruetion 
finence Cor por a t i on 
f inF.nc l !l g 

It nas been sur,gcsted t nnt the Recon s t r uct ion Yinance 

Co r jJOr rt ion S" ll o ~500 ,000,000 issue o f no t t'S du ring J 1>nuary 

or 'ebruery . 

I • h h t o r ecommend for your con s i d or ut.i on t hat the pro

''o• od l t· r.ue o f !ioccmstruction P'lnnnco Corpo r a t i on note s be 

uo h y sd until AprU or J.lt> y , but thot , 1f i t a houl d b e cec idcd 

t r t'lo:. t i t ut w1 e c rl1er time, t he proce<N s b e not used rurt her 

t ' r ••duc~ the nVI\ ilPblc suppl y or Tr e t s u ry b 1lh, A reduction 

1n he s urpl y of b Uls wo..1l d further dhr u r t the bill &arket and 

• u l.d sertoualy odd to t h e d ifflcul tioa n f IIMilg lng t he Systea 

Account . 

Onto e onsld&r ••tlon .1!:> connect i on wl tb t h e propOsed Roeon-

3lruc~ !on l' lru•ncl.! Cor·•or:..t ton i seu e i ll thr. t , 1f the Tr euury 

b llhqs t o kee r> its <lt. lnnc e ~bovo $1 , l' OO, OOO, OOO e t 1111 ti.111ea 

bet. • cen now 11nd the end o r the !heal y eur , it will n eed t o r aiu 

~bout '6oo,ooo,ooo or c11 s~ b e for e the end or ¥ny. The period o r 

liarch f inanc ing a a.y not be pr opit ious t or r iaing t h b cuo, b .. 

c•uae 1t 11 ltkoly that y ou _.y wi1h to retund the Cl,JOO, ooo, ooo 

\ 
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of June not es ~<t t h1t t ti••· f r:o alt~l'llPthe t.n:ra or r a h1n& 

• .. e=o rune!:~ •oulc1 be throuah • Reconatr..lct1on Pinance Corporation 

Jssue or througH ndd1t1onlll 'l'r ouury b i lla. Either o r t he,. 

el~ .. rn"' tv'lS II'O.! ld haYo t he •a• nntage o f provld :np; ahort-tcrll 

s~cur t t l .,s ! or banlc invest r:ont , ot kee;~inl! the Tree:Ju l')' t a 

!nter••• t co~t t<t n loll' figu r e , end or preventing a fur ther 

nr o8!ure o f tunda on the .. l rend,y o Yer-loaded ahort-tera ma rket . 

Fro" t ho potnt of view o f ! 8cJlttatin« t he replacuct or 

!jt tur!tlus in the by steM /Iecount Rdd1t1onol Tr ea sury b ll l ll II'OUl d 

bs oro at t !a facto ry . Th<l b:yster:~ Account hoe round 1t. impouible 

to -~= · lcte lts weekly repl a cement• in bills ~nd haa b e en forced 

t " 'll.t e notes in ench o r t he l nst throa weels:e • 

.. a r c··a rds thn t11'1inl! of these flotation s , 1t woul d set!lll 

L!. : t th r 1seue or elther t he Re con lltruct i on P1n<nce Cor ror " t lon 

notes or the 'i'r eol!ury b illa s hou l d b o pos t poned untU Ap r il or 

~ . It n Reconstruct i on Yinnnce Corpo r a tion is~ue o ! OSOO, OOO, OOO 

l s "lo· ted in Junue ry , t he 110rlting b >hnce * 111 rise to $2, SOO,

ooo,ooo. l:iuch a l~trgo b 11lence docl not e o em otther n oceseal')" or 

J~s l~rble , Ml •t e i ght b<t interpreted ns " n tnd tct tion of nerYoua

nesa by the Tr eoaur,r . 

or c our s e , 1t would be poss ibl e t o use the proceeds of the 

3rc ,natruction ,inence Corporntion hnue to nt1re an equal &COI.Ibt 

of Treasury bills, but 1n view or the low level or outJtand 1nl 

b1lta t h i s would not &p pour to b e a wiae t h1nll to d o . To be sure, 

1t e o •l d repr esent 11 ropla c .. ent ot one k ln<.l o r ahort-tertl 

\ 
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Govcrn111
ent s•:curity tt1th ~mother, but the t wo ~a&rltets are not 

!J C:I~ lcul . tnH o 8~ pt'!!'Oent o r 1\econll'truet lon F1n6nee Corpora

tl~n ol>l 'G&t1on :s • ro held by 111omb e r bLnles , l ose thnn "~ p ercent 

.! "" ' s ~l·!•d l n l' b i ll& ••ro 1\eld by me mber bunlto , the Heaerve biUIIta 

oold ' nlt 45 pe r c ent a nd 1nd 1v1dua la 1•ncl cor porot ions 11100t of t h e 

r9""1n<le r . Inu1v1dur.ll5 " " d eor;lo rht1on o wo uld be unlikely to 

,-.1rc ,: . e tho ileconstruct ion Fin•noe Corpor .J t1on note•• · The 

:"r· G.lrY bI ll co rw;et conse,.uently •ould be s<;uee~ee further ond 

• .e '>i'St e o would hr.v " e ven rre a ter d 1!'f1cult)' 1n r~pl~oc1ng 1t• 

. •J••<ly m· t uri: te.s 111thout a r1Y10f u p the note ~>~. r-ket . 
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., dHJ' Sena\OJ' llarri-t 

fbare la bero,. .. the ,.q,.a\ ot ar. ~''"'• a !Uab t. .... 

or lledor S.orota17 llaMa, tbat I, aa h.,.ta17 or \be rr...U7, e»

pNt l q d ooe oa \be fH1nblll\7 or U. eoaeboea\ or U. Iata.-.1 

p..,..,..,. Coda, ...,. 1a n.dNd dntt ron. 

LecilltUoa or t 'lia 101'\ -t fall \0 be u ot'W. 11 11 all 

ooapeteftt 00dtr1C11 Uoa 1111 .. 1\ ;>uti law nadl~ •a-1111• aed -

'fftl •t tor. a :ault.l\""' or diftraa aed 1 .. \ t-oJ'O<f aMa\oeatl belptltl 

t.o pobllo otrtelala, l•"7•ra, •a•~,.t.al'lte, 1114 11141de..l ~ 

olllla. I t.h!tnto,. bope to,. ear~ e~~aat.oea\ ot tile propoaed lnt.a.-.1 

lit- Coclo. 

Slllle\aJIUallJ t.ll or t.beao uerul preoUaal olljao\l"RI a tlla 

1 hone M ntl.....S ..,,wt be U\11 .... br \be -•t.....,\ ot W I CoM DO\ 
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-..., .... .......... 
!Mro lo lletltro • \lie ro.q-\ ot b. au., •hlollo • .... 

or U..Ser Been>t.al)' .... , U.t I, u a.oro"'q ot ,._ !Nul&l)", -
prwu ~ n ... oa ,._ dooh•-W~ or U.. ~t. ot U. Iato~ 
~-Code, a011 la rode .. 4fttt r .... 

l.ecl ol.aUoa of t hlo oon _, tail w lie .. eN ao lo all 
....-w.t. ooditleU• oi- lt. J7'l\o lat.o ~ a~ble ... -
wale\ toN a ..J.U~ ot u ....... ,... ••ttorM ~w llalptl&l 
t.o ,..uo ottlalw, l.a.,oro, -•t.aow, ,... l.llldlndi&Ol. t.o.JipaJ'en 
alUa. I t.»roto n llepe for ..r}J' ____ , ot \lie prop cod law~ 
...... eo.. 

1...,\IIAUal,lJ' all or ,._ .. -hl pra.Uoal ·-JM\1- ·~• 
I ba.,. -uOMOI wolll4 lie a\t.aaM 111 ,._ -\Milt of \hlo Coello ao\ 
aa deolnt.e law k\, UU \he Cwlt ot the he• pt pe OaiW 'Mjf 
pr •ri•· •• .a.ria lui.& \he l.a•. Mot at \t. - tho ... ... eo\ 
ba 1ad uac \bo aorlo• claqoro ot •-ro• orron 'ahlall ..,.. •
wrl ... \be-" ...... M Jll'ft'lo• au .. pw at.~" ooditl .. uoa. 

~ U. ,_1&17 ow.Mpola\0 \baretoro, \lie _.._, ot U. 
Code •• ma til&& \lie la• .. ..w ....... w. ........r, 11 u.. loln 
c-1\wa oa lawnAl ........ tuau-. attar ""h"' .. tM pn.U-.1 
ooawal- acaiU\ loalala\1.,. o..-rl- 1a \Moo e\t.on, pnto,. 
t.o ro 1 d t.o \he OeVMO 1\0 _.t.oa\ lat.o olleobt.o a., U. 
!reuiiJ')' .ul otter 110 olljoo\loa. 

.... Jollert "· ........ 

,.,. UUlT JOVIIo 

(:::l).!. l l t.~1) H .•• 1u1;t,·n t lu\U, Jr . 

Yl• Qat._, Joln a.-1\wa -
law~ -.-. tuau• 

.... .r..,..._ta\1-
luld.-.wa, •• 0. 

lllrto ._.,.. U/~ 
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TREASUR Y DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

December 28 , 1938 

FrOm: Co.mpbell, Bons~tong, China. 
To : Secretary ot the Treasury. 

t:essoae tram Proteeaor Buck dated Chungking, December 20, 

T. V. Soong arrived Chungking tram Rangoon over new Ylmnan
EW'I:'4 road with t'll'enty trucks ounitione. Caravan two hundred trucks 
proceeding t o Rangoon two weeks iater 'llhen road more nearly re~ tor 
recular traffic . Public reaction t o loan very favorable; effect on 
:>Oral e excellent. Leavioa next ,..,e:c t or &1rcll trip. 

RE CEIVED 

TR£ASURY OEPART~EliT 
on~ v~ t)t" ~ .... , 

....... ...... ...... '-*J,. 
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TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

Dece:nber 28, 19~ 

:'ro::l: Ca."!J)bell, !ion(;kong, China. 
To Lr . ta cholaon. 

'l'. V. Soong advises British embassador Clerk Kerr intol'mll him 

Japonese consul general Tientsin sent memo marked nuober one dated 

t:ovenber 15 this year to Bri tiah consul general Tientsin ro Chinese 

silver stored British and French concoaeiona Tientsin. British consul 

goncrnl sent this memo to London and revised f ormula was suegestod by 

British. This appears herein as l!l8!liO number two undated and l!hich 1ap

anose aavo not yet presented. Soong states Japanese putting atrong 

proaoure on 3ritish French i nterests Tientsin in order obtain silver. 

SoODl! lfishea to !:now it 11. S . A. government can do anything re this 

and his idon is could 11. s . A. also place herself along lfith British 

nnd French govern~nonts on silver as this lrould prevent British Fronch 

~iving silver to 1apanese under further increased pressure and eauae 

Japanese to hesitate in plan to obtain treasure . Soon& fools this 

very L'nportnnt and will be thankful it Secreto.ry can render any aid . 

Thoro f ollows meno rrom 1apaneae consul general Tientain, Number l, 

dated J:ovatlbcr 15, 1939: "Japanese authorities lfill hove no objection 

silvor at present stored in godowns in Bri tioh and French concessions 

in Tientsin in being aealed on f ollowing conditions: First, that con

sent or llaDk or Cll1na and Bank or CO!'RUllications to plan will have no 

binding errect in regard to laJMUlese authorities , 'OI!lo lliOrely cons ider 

senltns as a measure t o prevent s ilver trom being carried out or two 

concessione. Second, t hat Japnneae authori ties t ogether with Bri tioh 

an~/or ?ranch authorities, accord~~ to the case,will inspect contents 

ot cnses before puttinG them under seal, 11111ch nill also be done b:y 

both Bri tish and/or French and Japanese authori ties . Third, that aeo.l

int rnll not at all chan(le J"apanose view on eilver. J"apanese l'lill 

trlnl•• mnintain their clail:t tor right to dispose or it and t hey re

quest to be given necessary racilitieo tor ita transportation• . 

Revised f romula meoo !lumber 2 undated: "Firot, that consent Sank or 

Chinn and llrutlt or Communications to pl:ln will nave no binding effect 

in reeard to Japanese authoritieo, .mo cerely consider sealins as 

meaoure to prevent si lver rrom being carried out or tTro concessions. 

Second, that Japanese consul general lvill be given opportunity of 

scoinc ll'!lore sUnr reserves are stored and ot viewing casoa and or 

veri~JiDG tact that seale attixed by r eserve tund custody comoittee 

to doors ot vnults in which silver 1a stored remsin intact. ~'he eealo 

or ~ncb authorities and British consular authorities will then be 

atti:tod to doors or vaults in their respective concesGions. Third, 

that see.linc will not at all ch4Jl&e J'apanese view a.s regards silnr 

reserve" . 
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THE WHITE HOUSE 

WASHINGTON 
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REB 

SEcrttary of Stat£ , 

Washington. 

1469, DEcEmbEr 28, 6 p . m. 

PLAIN 

London 

DatEd DECEmbEr 28, 1938 

REc1d 4:15p. m, 

FOR THE SECRETARY OF 'mE TREASURl PROU Btl'I"l'ER\70R'l'R . 

H6 

I think you wou1d wish to know t ;1at this typE of story 

is appEaring in thE London prtss: DAll.Y TElEGRAPH DEcor.bt r 

28 Washington datElinE. "Attonpts arE bEi nG madt to 

underminE thE solid position which Mr, Henry UorgEnthau, Jr. , 

Stcrt tary to thE Trtasury, occupits in thE Roos EvElt 

cabinet. Rumours art bting sprEad that ht ia about to 

rEsign . 

Similar rumours havE bEEn g iven currEncy btfort . ThEY 

a r t uaual1y t r actable to tht sact source - - a small. group 

with accEss to the ~~tt Houst whom General HUGh Johnson 

has nnmEd "the pa1acE jan1ssariEs0 , and who arE thE 

succEssors of tht "brain trusts• and "kitchen cabinEts" 

ot formtr yEars . 

l!r . l.iorgtntl•au is unpopu1ar with this group because 

of his opposition to their t hEoriEs about financ E and 

EXt EnsivE goVErnment spcndi.ng. In 

\ 
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REB 

2- #1469 , From London, Dcc , 26, 6p, m, 

In gene ral , Llr , Morgcnthau, who is a close friend of 

t:r . Rooscvtl t , is regarded as representing the conserva

tive influence within the PrEsident ' s cabinet, 

i~r . Joseph P. Kennedy, the Ambassador in London, is 

also understood to belong to the conservative wing of thE 

new deal , and rumours of his retirement from London have 

bttn circulated , 

That the two rumours should coincide and appear in 

the press as a report that !.!r, Kennedy is about to 

succeed to l.!r , Mor gcnthau1 s post is a development which 

could hardly be welcomed by those who originated them. 

Other resignations which arc being similarly "cn

couraE;td" at the moment art thosE of :.r . Swanson, Secretary 

of the Navy; h!r . Woodring, Secretary of War, and Miss 

Perkins, Secretary of Labour . " 

JO!liiSON 

CSB 
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REB 

SccrEtary of StatE, 

Washington . 

PLAIN 

London 

DatEd DEctmbc r 28, 1938 

REc 1d 4:15 p , m. 

1470, Dcccabcr 28, 6 p . m, 

FOR TREASURY FRO;: Bll'l'TER\'IORTH. 

ThE ExchangE markct was quiEt with thc dollar ratE 

o.lmoat stationary around 4 ,66- 3/4. Owing to thE 

tightnEss of stErl ing, t hE Bri tish autheritiES bought 183 

of thE 241 bar s of dchoardEd gold at thE fixing, The 

pricE was 149S, giving a prcmium of about 1/20. 

ThE rcaturE of thE mnrkc t was the f01"17ard dollar, thE 

one month pr~ium bEing bid at 1-3/B and th~ thrEE months 

at 2- 3/4 in thE morning but dEalings bEliEVE(~ to bE offi

cial brougbt thEsE ra tEs in thc aftcrnoon to 1-3/32 and 

about 2-1/2 rEspcctivcly. 

Thc franc touchEd 177 , 13 but was mostly a round 177, 10, 

thc Bank of FrancE havin~ acquirEd a small amoMnt of stcr-

ling, 

JOHNSO!I 

CSB 
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PAIUPHR-'SE OF TELiXliWl REOJ:IVED 

FROIA; American Embassy, Paris, France 

DATE: December 28 , 1938, noon 

llO. ; 2175 

FROM COOHR-'N. 

I refer to my telegram No. 2167 of December 27 . 

The Finance Minister, in order to improve the atmos

phere for the debate in the Senate on the budget which 

begins today, last night gave a radio address in which he 

released earli er than he had originally i ntended to the 

announcement of conversion of c ertain French railway 

loans issued abroad on markets in the Netherlands, Switzer

land and the United States . This announcement was made 

to give evidence of the real progress which baa been made 

b)' the Government in restoring the credit of the state 

and in bri nging about economiea. 

It is anticipated that the counsel of Morgans will 

send a written opinion, due here shortly from New York , that 

under the Johnson Law the French State could not substitute 

itself for t he French railways which have outst anding loans 

fr om the Au1erica.n market . Therefore it has been deoided 

that a loan sufficiently large to take care of the t wo 

dollar issues be iuued by the Dutch-Swies banking syndi

cate, at t he terms given in my message referred to above. 

According to the 14in1atry of Finance announcement 

the 
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the amount of the loan will be 175 million norina whereof 

a t ranche of 100 million florina will be placed. in the 

Netherlands and one of 75 million florina in Switserland. 

The amount to be offered to the public in the letharlanda will 

be 70 million florins since 30 millions haTe been already 

pl a ced firm . The bonda will be specified. in Dutch florins lUll 

Swi u franca at a fixed parUiy and the coupona payable in 

either currency at the choice of the holder . The French 

Gover nment will haTe the priTilege of redeeming the 

loan in any way after three yeara. 

I am told by Paris Uorgan pe.rtner that aa yet no def

i nite detaila of handling the dollar t r anchea under thia 

European conversion baTe bean worked. out . Progreee ie 

being made in the formation of the international banking 

group which is to participate in the loan. 

I talked b y telephone with the Bank of France at 

noon todaY; my friend told ae he doea not yet mow whether 

it will be neoeeeary to raiee dollars to pay off the 

American tranohee of the railway lo&na. He eXpr essed the 

hope that such neoeu1ty will be obviated to a large 

extent by the oonTereion arr.ugaG~ant. J'aTorable foreign 

exchange market. The rrenoh control had gained the 

equhalent of 300,000 pounda by noon. 

DD OJ' KISBJ.GE. 

1JIL80JI. 

U:Lft 
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He ll:> . 

December 28, 19:1fl1.51 
5 : 29 ;l . O. 

'ptr~t:>r : Cha irman Sccles. Go ahead. 

Ecclee : 

::: 

u•• ,.,... " .. 
E: 

"::Jr : 

E: 

!::::r: 

,.. . 

":.:Jr : 

E: 

'!:!Jr: 

- · ~ :. ! 

Hell o . 

Hello. Hello , Henry . 

!-low are you? 

Ah -- v•e are having a full meeting of the open mPrket 
comolttPe on ~ridAY 

(lo ")<\. 

~~ - - this blll s~tuation i s -- is ca~eing ue soce 
d iff i cul t y ~~6 eoce of them ~rlt that ~e :>~t to !lave 
-- 1U£ht t o· hqve a meeti ng t o decide r.h~t we coul d do 
about the sl.tnat 1on tha t exists et the ,resent time . 

'l.1ght. 

!low , before meetinE; with them, I 'd 
:>ver. If yo \t ' ve got a ff'w mlnutee 

Sure. 

I'~ llke t o come 

Glve them to me tom~rrow Just to - - just t:> come over 
Pl)ne and cha t over wlth you just w!J?t ~he sltuatlon 
i s ae I see 1t befor e ! mef't wi th the C?mml.ttec. 

H:>;-; ,-oul<O. three ~'clock suit you? 

Tha t w:>uld be fine. 

"'" 11 , that' s e:.lbJ ect t o call from the l'ihi te HougP on oy 
~art, but as f ar as ! know we wl.! l be throu~~ 1n the 
mornl.nc; . 

Ye t , "ell , and 1f you can ' t c:ee1. me at thre~ , could I 
mE>e t you l a ter? 

Sure . 
Well , l Pt me -- I ' 11 -- I ' 11 keep IllY - -· I ' 1·1 keep· &H· . ... 
afternoon fre e t hen, ~nd ! ' 11 be able t o c:>m~ any t 
at your convE'nience. 

I t t hree all rl.ght? 

Three will be ttne, end if there 1e any chans e I'll 
y?u later, h~t I d? want t o see y?u before ! meet wi t h 

the coi!!!Dittee. 
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::: 
'!!.:Jr: 

E. : 

~:!Jr: 

:- . 
~ . 

!!I:Jr: 

E: 

t.:i'Jr: 

E: 

~::J~ : 

F': 

?!:Jr: 
,. , .. 

- 2 -

And you tell the committee we are thinking of cutting 
the bills 1n half . 

Yes -- well --

!.lo.l:.e thel!l reel good. 

I ' d Juet like to -- to point out the problem. After all 
it i s a qu~etion of alternatives here, and I j us t like to 
g1ve you what the -- t he t hing i s and then we can Oi s
cuss it because -- 8h - - I ' ll feel better prepared t o 
go ~nto the committee after - - if I could have a talk 
with you b efore-hand. 

Did !'onalc! Ransom tell you how I kidded hllll? 

~ell, I saw h im just a moment, and he sai d he saw you 
over at "he White House , and he -- he eaid tha t -- tha t 
you had ki dded hi~ about goi ng t o pay off -- going t o 
pay off another five hundred mill ion of bil ls , and wel l , 
you kidded l!le the other day about 1t. I ~on 1 t know as 
y:>u kidded me, but you - - when you said you wahed I 

1 
d 

&lve you a memorandum -- did you get it? 

No , but I haven't got anything. 

Well , I sent ~ne over t o you . 

~ell, I mean -- everything ie pi led up. That ' s what 
I mean . 

\ 

~cs, well, - - you -- I ~ot I got s oe~orandum over 
to you today covering the t hing . I t's only two pages. 

~ell, they -- t hey nrP. bringing it up t o t he house 
t oni !;ht. 

Yes . Yes. 

~ell , thank you. 

Al l right. Good bye . 
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December 28, 1938. 
5:34 p.m. 

-
153 

Aubrey 
"~1111sme: P.ello. 

HUJr: 

II': 

:ft!.Jr: 

... .. . 

!i:.:Jr : 

'ti : 

?1 : 

W: 

It : 

:!:JJr: 

W: 

W: 

i-'UJr: 

II': 

P:.!Jr: 

'II· 

He llo , Aubrey. 

Hello , llr. Secretary. 

How are you? 

Well , I'm pret ty good. I want to esk you if you would 
be interested and ~illing to sit do~n with me -- ah -
g tve ce a little ttme to tell you what th i s thing ts 
that ~e ' ve got here. 

Sure, ! always ~~e been 1n the ?Bst. 

Yo ·l sure have . 

A!l - - ho" much hurry is t here? 

I'Th& t.' s that? 

How much hurry is t.here? 

r.ell , no great hurry. 
d ickens th i s week. 

\ 
! know t.hat you are busy AS the 

"'ell, the poi nt is this - - ah -- we run over --marched 
over yest.erday to see the ?resident. on the budget --

ves. 

I waen't feeling well, and today ~e went. over and be 
didn 't have time, so we're scheduled t.Jmorrow, but just 
the minute we get this cleared I would be delighted to 
sit down. 

\'/ell , tr..at'e -- that's flne, and 

Will you be here ~riday end Sa turday? 

Yee. 

Well, you 'll bear from me one dey or the other. We ' ll 
make it a time that i ~ mutually agreeable . 

I don't like tor you t1 work in the evening, but 

Neither do I , but I do. 

Ah -- I - - I Just plL~ned the idea tha t maybe tt would 
be more l eisurely r or you. I don't t hink i t will be 
work -- I mean, I think 1t 1s the kind of thing you 
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~~:J r : 

•. ' .. ' 

,,,. , , 

?I.:Jr : 

- 2 - • t"4 :....; 

w~uld love, and then later on I want you t o £0 with me 
a nd see s~ll!e of these places. 

We ll, Aubrey , give me a chance, ano between n~• and 
SPturdny n16ht I'll call you. 

t;r en., ! 

Thank you. 

Thank you, P.enry. O' od bye, 

O'lOd bye. 

\ 
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Contident ial 

P.A. R .A. P!lR A SI 

J. tele&ram (l!o. 7411) of December 29, 1938, fro111 the .Al:erican 

!l:lbe10;t at Pe1ping l"e&da aubatanUall;y ae tollonl 

155 

Since receiving not1!ic~t1on from tho Depar~ent of the 

autho riut1on b7 the Export- lcport :Bank or credits to the Uninroal 

=radine Corporation ~r . Lockhart (Collfteeior of Elllbaea7) has seen 

ofticara of the JapenecP Eabaeay including the Counaelor several 

timoa but no one of them has ment1Qned either to Ur. Lockhar t or 

to an7 member of hie staff the matter of theae credito. 

(COPY) 

\ 
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THE VIC£ PRESIDENT'S CHAMBER 

WASHINGTON 

December 29, 1938 

.:.ss 

Honorable Henry Morganthau, Jr., 
Secretary or the Treasury, 
•,;eshington, D. c . 

Oeur Henry : 
I em just in receipt of your formal note of 

December 27th, enclosing t he copy of Fortune 
ma~ezine for December, containing en article on 
the Treasury Department. I he ve read it w1 th the 
greatest of interest. 

I was hoping yesterday to make some observa
tions about the Treasury Department in connection 
with the a gricultural policy , but it was too late. 
I had wanted to say that i f it adopted the a gricul
tural poli cy I suggested, the Treasur y would be saved 
more than $700 ,000,000 .00 end I hoped that that wo uld 
interest you, since I had known in the past that you 
had hoped tor the dey when the books would be 
balanced. 

However, since Mr. Eccles hBS expounded the 
doctrine that the deeper in debt we get , the r icher 
we will be, I em all flabber gasted and hardly knOW 
what to think, a s some of the boys grasp the i dea 
that our "Boss" saw the letter and haS the same view. 
I just hope to God that that is not so. 

Pardon this kind or a letter in reply to your 
formal note. 

I wish you long life, heal th and happiness. 

JNG/1 
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at Cbwlgltlng and ~" hla t he tollo.tng ... ~a · . . 
S.Oretar7 Llorp;enthau wallh 1~ t o go to Ha1pboflc aJid 

re:oaln two wee'lt • ••nel1nc bla frequent eablee t~ 

lla'f)' obannela oonoern1118 \be IIOWttDent of fNl«ht oa 

the rrenoh In6D Ch1 na 'llall.Jooa4 e~lal.:\7 the .. l-

or tNff1o 110'fing up all4 down t h e roa4 an4 tbe quatltJ 

llorgenthau -nt• JOU t o oakoel JOill' propoM4 luwa 

trlp . 

' 
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Pl .... en4M901' \o o on'-0' Proro .. or 8laGk 

a\ ~"« t1114 P " b1a tlw followlJig ••N«e• 
Seoretan llo~"£enthau wa~~h JrN \o go \o Ha1pbcq M4 

N!llain two wHite een41nc b1a f'Nqll4tft' oableo ~ 

laY)' ohanneb oonoern1ng ~ IIOYenen' o~ f'Nlsh' on 

\he Fwnoh Iftdo China ~111'oe4 ·~~'be 901-

ot tr.tno IIIOYlng QJ> M4 4own tlw roe4 an4 tbt qunUt7 

Jlon!enthau wanh 1011 ' o OIIMol JrNr PJ'OI)OIM4 -.u.a 

tl'lp. 

, I 8 
-~ 

.. 
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P.AR.t.PHRABI Of TELZGRIM RIOI IVED 

FROK: Allerioah lllbasay, Paria, France 

DATE: December 29, 1938 , 4 p.m. 

NO. : 2187 

FROil COOIIU.N . 

Today the French stabilization fund gained an 

important amount of sterling while the pound baa been 

much under pressure. London was a large purchaser of 

dollare . Day t o day money in London waa eo scaroe there 

t hat in order to meet end-of- the-year requirements banks 

have been borrowing heavily from the Bank of England. 

Yesterday dollars were acquired by French control through \ 

Chase and Jlorgan, bllt today the r ate h pr ohibitive. 

There were no important ohangea in t he Bank of France 

statement ae of December 22. There was a rise in coverage 

from 61.87 to 62.01. 

END SIO'l'IO!l ONI. 

WILSON. 

!:1: LI1J 
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JR GRAY 

Paris 

!CO 

Dated Deoonber 29 1 1938 

Reo 1d 3 :20 p .m. 

Secretary of StatE, 

'fash1ngton . 

2187
1 

Dtoonbcr 291 4 p. m. ( SECTIOI~ THO) . 

In l i stcn1ng to Rcynaud yestErday dtftnd his financial 

program thE SEnate, whi ch has consistEntly opposEd exchangE 

control , welcomEd hi s condonnati on of such a mEasur E as 

constituting only a part of a nECEssarily complex systEm 

of closEd economy ~blch would be incompatiblE wi th FrEnch 

democratic institutions . REynaud ' s program including 

t hE foreign loon for the conversion of rail~ay bonds 

i s receiving much pr a i se in thE EuropEan prEss . Convrrsi on 

of ? rtnch rEntEs is ExpEctEd to come in thE not too distant 

future if prEsEnt progr ess continuEs . 

Press rtnorts tha t French Schnei der CrEusot subsidiary 

Uni on Europccnnt has sold i ts ma jority intcrcst in thE 

Skoda worka to a CzEch group backed by t h e CzEchoslovak 

Government. 

'l!ISOll 

co; a 
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EDA GRAY 

PARIS 

161 

~OtEd DECEmbE r 29, 1938 

RE0£1 VEd 5 p ,m, 

Stcrttnry or statE 

Washington 

2187, DEccnbEr 29, 4 p . m. (SECTION THREE) , 

Schacht is rEportEd to bE planning Early trip to 

Finland, ~wEdtn and Denmark on tradE and financial 

quEst1one . 
FollowinG thE rEsignation d'fEctiv£ DEcEmbEr 31 of 

his good friEnd i:lEyEr as Swiss MinistEr of FinancE 1t 

is EXptotEd that PrEsidEnt Bachmann of thE Swiss Notional 

Bank wi ll shortly rttirt from that position pErhaps to 

rtmnin Chairman of thE Board and latEr bE succEEdEd as 

PrEsidEnt by onE of his prEsEnt collaborators, WEbEr 

or Rossy. 
EvidEnCE continuEs to appEar in thE prEss tha t 

British may EVEntually a chiEVE somE workin8 arrangE mEnt 

with thE GErnana on t xports rnthtr than prEcipit atE a 

tradE war, 

WILSON 

RR 

\ 
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pARAPHRASE OF SIOTION FOUR. TILIGRLY NO. 3187 OF 
DECil!BER 39, 1938, !'ROK P.ARIB. 

.:G2 

The Paris representatiYe of the Bank of Italy belie.es 

that the Italian expa.nsion1et demonstration against France 

as staged in Parliament went much further than had been 

anticipated by ita backers . He is atill of the opinion, 

expressed before I went to Waahington , that the Suez Canal 

and the Ethiopian Railway are the two important queatione 

for Italy, He told me he thinka that eventually it will 

be possible to negotiate both questions, especially 

after Chamberlain baa the generoua reception planned for 

him in Italy. 

END OF UESSJ.OI. 

WILSON. 

EA: L'IW 

\ 
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Secretary of Stat£ 

''lashin::;ton 

1474, December 29 , 6 p . m, 

PLAIN 

London 

Dated Dtotmbcr 29 , 1938 

Rtc 1d 3:43p . m, 

?ROM TREJ.SURY FFCI!i :3U'M:EINORTH . 

163 

(1) Another pounds 1 , 7 million of notes in circula

t i on brou(5ht t ht Christmas note withdrawals to about pounds 

27 oillions which was wi thin pounds 2 millions of thE 

ficurt for last year whEn somE notes werE in hoardinG• 

3o.nk or England return also reflects the btBinnins of 

discoun t market borrowin,:; s , the itttn "discounts and ad

vances" being up on the wEEk by ,ounds 13 , 6 millions . 

Es timates placE the total by which the markEt will bE 

"in the bank" by thE End of the we ek at ovEr pounds 30 

millions rEflecting thE year-end squeezE which has carried 

monty rates t o thE hi:hcst levels sine£ tht crisis week in 

Stpttmbtr . The Bank of Enalo.nd reserve stands at pounds 

52 , 5 millio~s and thE proportion at 34. 13 pErcEnt . Bankers ' 

deposits rosE by pounds 2 , 7 millions to pounds 101 

millions and public deposits by pounds 3 . 4 millions to 

pounds 15. 9 millions ; thts£ wErt pounds 19 , 6 millions 

less and pounds 4 . 5 millions mort respect ively than a 
year 
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1.G4 

ML - 2- London DEc . 29 , 1938 3 :43p . m. {/1474 

ytar aGO• GovErnmEnt sEcurities in the banking dEpartment 

;~ere pounds 69 , 2 millions , a dccrr.as£ on l ast wEEk of 

pounds 2, 9 millions and on last year of pounds 45 , 4 

millions . 

The dollar opened bi d at 4, 66- lj2 and went to 3fs 

where it remained s teady until NEw York came in as a buyer 

of dollars and the Br itish authorities supportEd sterling 

at 4.65- 15/ 16, a round which rate the marke t closed , thE 

pressure havine be en fairly steady but not heavy. 172 bars 

of ,::old werE sold at the ftxinr,; , C5 being married and smal l 

portion takEn by the British fund . Th£ price was 149s . 

and lf2D, bcin~ shippinG parity , TherE were pr actically 

no after fixin3 gold dcalinzs. Th£ foruard dollar closed 

around 2 for the t hrEE months end 15/16 for one month 

and there were no indications of dealinGs by thE British 

authorities and little business done . 

The f r a;1c was fairly steac1.y, t:1c 3ank of France gain-

ing amall a'!lounts of sterlinG, the s:>ot rate closing a t 

177 ,03 , The one month fo~;ard franc went to a small 

prc~iurn and the three months ' discount was around 3/8 to 

1/2. 

JO!I1iSOtl 

CSB 

• 
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?rt.-~; .. t. : 

.!. . • It· : 

n •• Jr: 

,, tll tc: 

:~ .. Jr : 

I. it~; : 

H .• J r: 

··:lit.t.. : 

hltc : 

H. ,. , Jr: 

... btt : 

, sc; 
- J 

December 30 , 19)8 . 
9 : )0 a . nt . 

!.lr . Tuylor 

l.!r . Gt- s t on 
ittr . ','!hi t e 
·.l r . Foley 
i.!t• . uui'field 
·~r . iJcReynolas 
:..ass Cha uncey 
Ll r . Seltzer (for brief pet• i od) 

.. . 1er e 1 s George? Harry, •h~ t uoes this red line 
wE."n Ler., (on <· cb.::rt.)? Looes tuls t:~el'n the LVer:.ge -
' s h. - ononths movin~: avcrc ge? 

r co t.o lan 1 t s a y . 

!a.<e e l ook: e t it, wi l l yo u ple~se? :.lost li.tely 
svuh.; titlng th1.re . • • - if 1 t i s n 1 t c l ear, send for 
1.\iss !.!ic hener. I meau whethe r· th" t thing ••.. 

~o you want it right no~? 

Jus t •.• Yes . Can ' t yo u tell? 
£. t tLched t here . 

T1 e lve lilanths . 

~.hc.t? 

'l' .:elve months moving :1 verbt,E . 

'I he f igures are :\ 
,, 6,. 

\w-~~ 

ell, I ce n ' t r eta - 1 oidn' t see - that 'S t welve 
::~o nths? 

'! Nelvc montns . rt ed line is the t welve months moving 
IJ Ve i'C.!!e . 

'I/ ell , the point - just l ook 1 t over , beca use the 
tJOint in the ? r esident' s message- be makes the 
point thu t cash expenditures dropped so in 

1
)7 -

tnese b l;,ck lines ;. r e the 8 ctu;.l cosh expenditurtls -
t.n.J t he;, didn' t . rt • s the r ecei pts taat 11ent. up, 
dian 1 t taey? 

Tna t ' s right. 

' 

Regraded Unclassified



o . . . Jr : 

rl • .• J r: 

utll tl : 

n. . "'r: 

.ntte : 

n.' ' . Jr: 

Gt st.on : 

ulllte : 

l. . J r : 

.1. .Jr: 

r.u.~· l o r : 

h • . • J r: 

ri . .. . Jr: 

-2-

'lnis uoesn' t sllov: a ny drop in casll e xpenditures 

Pr esident used tile Nora "cush expenditures"? 

"J:.xpend l tUI·es ." 

ur o;>ped sharply in • 'J?'t 

1G6 

"ell - nnu liopl!:ins saio - I said th~ t wasn 't so 
l t least I uion ' t tni nk it was so . Hopkins s aid 
they dian 1 t drop &t all , it WllS receipts which \Vent 
up . 

rleceipts which 'Nent u p . !'resident used the wrong 
terr.1 . 

.'1ilB t h e ' s got in his wessage 1s that i t <;as the dr op 
in expenditures whlch brought on the last .. • . 

'I here w.:~sn 1 t a ny such d rop . 'I he only bi g dr op w~ a 
when they finished pnying off the bonus in •;6 . 

! think the President prob~obly, in the 1' irs t place, 
uoed the wr ong term; in tne second pl~<r.: e, even had he 
u~ea tn~ correct t e r m, thoru is • u ifft r ence in the 
lntt. <· vr e t& tion of thos e tl'lo n s ures . Supposi ng I 
run it oown and ...• 

.. ell. , it doesn ' t ao much c,.ood , Hurry . I ' ll .... 

•. ell, won ' t y ou have b cncnce before i t's given 

o ut? 

,,ell, I'm going over aguin. 1Jon 1 t thinli I'll have 
uny ch;,nce . 

'rhbt particula r one, I think, certdnl y i s a point 
th:lt has t o b e muoe . 

uha t • s that? 

That the ex,lenditures stt. yed UIJ · It WbS simply the 
ne t defic it - I meun wbut you migbt call the net 
c ontr i bution, if a ny, tbto t declined . 

·•ell , you s ee, tbey go t Eccles ' s - wnat•s toe term 
tnu t ~ccles used? 
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u . ... Jr : 

.. 111te : 

d. • Jr : 

ri . . .. Jr: 

,l , . Jr: 

Vl ... t..:r. : 

H. • Jt' : 

•·llltc: 

r. . .. J r: 

.. !tite: 
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Net contrib ution; th&t 1 s di fferent f r om the 
expenditures . 

'"'7 -U 

I know . ..ell , I used the word •ne t cash deficit ." 

.> hich is & t h i rd t .. rm • 

.. ell, isn' t the net casn d efi c1t und net ct.sh 
. ~untribut1on - ~ren ' t they blmost synonymous? 

It isn' t by virtue of the f t<ct that net contribution 
nds <;Uvtes on i t a nd t hey inttrpret it in different. 
~y:: . Tney think tht. t !'lgure is mo:-e significant 

tht.n t he other end it hill snow oifferent pe~>kS &no 
aiffercnt d eclines . I c1.n v e ry ..,uickly get I' des
~riptlon for you before you go over . 

IJV Wile t? 

·•r i t e cown the diff er ence betvtti<: ll tne three concepts . 
V f:l ry briefly . 

·•ell , the point thaL I muue is this : that in July o f 
' J6 the net cc.s h Clefi.:it stLrtcu to go uown a nd that 
the New York 'l'i:nes busines;; lnuex didn 1 t fall off 
Wltil tne follo.ting J,ugust , or there ' s 13 months ' 
l1.g, ~nu I just don't see- I just uon ' t. see how you 
col...u cu1.rge tn~o t t .. e net cash a efici t is resvonsiblc 
for bu:;iness ftlllng o ff in /.utust . 

'>ne ne•.; or der s fell off 1. lltth liOoner , d1W1 1 t they, 
~lono in ~arch, hpril? 

uell , there ' s just so many things ttu;t - but I 
ttlought the New York Times wt.s as goou " busines:~ 
index .. . .,ell •. • 

How much t i me do you h11 ve t o go into i t, or do you 
want t o go i n t o it 11 t ~oll? 

It • s useless . '• hey ' ve cot the E.ccles s peech there 
11nJtney 'r;; using t tu .. t c.s o Uible, t: nd so t here isn ' t 

much •..• 

;,ofar as whet the d eficit is, it appear s to me 
they ' re .>el.lln& ,,ith f jjC\.S there, and that' s something 
you ought to be able to stbnd on, so it ought to meet 
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JJ , ., Jr : 

Uu~ ton: 

r: . ... . Jr: 

rl . . J r: 

u!tite : 

!: . . Jr : 
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with yo ur approval - not & matter of opinion • 

. 1ell, I got the net d eficit here . 

, "8 - 0 

'! 'here ' s a wide-svread impressi on tha t the expend i
tur6s were cut d own shar ply in 19.37; it just i s n• t 
true • 

.. h.,n (; re you going ov~ r? 

!• ~to golng <t l0: 3J . 'i.here ' s no us., , H&rry-. l mer.n 
.. lti1 Lll due resl)ect t <> ) OU anJ. Currie c nu all the 
re.;t oJf tile:i! , )"llU1 ve plowed the field r.nd now we're 
t.li g oing to re&p it, ~ nd it's just the 11ork y <>u ' ve 
done and i t's being hurv., st~u, it ' s in t he process 
of being na rvest ed . 

~> nd tne unfortun& t e tnlnt~ is tlu. t I have nobody 
in the Tr e;;sury - I 'Nish Hll~:l was i1ere - that t akes 
tut: trouble t o see .>hether this one school is t.ccu
r L te , t. nd I ' ve got to do my 01'rn d igging . J.nd I 
jus t Jon 't belie ve it, tha t ' s a ll, a nd I think thLt 
&~ time goes on they ' l l find the Feder Al rleserve 
a nu tneir economists were 11rong on this end will s t.y , 
11 .. e were •·rong "n incrt:osine re~erves . " I mean you 
con 1 t o verlook sit-down strikes, you can ' t overlook 
o nult. i t ude of t tlings , ro i lro: o troubles •nd !'Ublic 
u tility troubles unu troubl&s bet.,een tnt bus iness 
tu~o n's st&te o f mind uno - all the rest of t hat. J.nd 
ln t ills .;hole thin& to S !·"/ thzit ~overnm&nt contribu
tion to business is the one t.nd only wey to get 
r ecovery I think i s one ~f tht: trbgcd i es of tbis 
"..tr.tinistr e tion . 

I d on ' t tninx tnat 1s 4u!te E fE ir present&tion of 
our views . 

I hbven ' t go t anythin~ els& from a nybody i n the 
'lre<!tiUry, hnu I thlllk thtJt 1 s the tragedy: nobooy 
nus hLu the nerve to send me 6 singl e thing , not o 
thing· nobody ln the Treasury has s ent me anything 
diffe~ent. ! only ge t one kind of thing, or 
silence . Now, is thLt f &ir? 

'lh~C t ' s t~ue . 

You bet your life it's true. I get notllin& but 
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G1.ston: 

H •• Jr : 

ri •• Jr. 

, r9 _., 
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co~pl~te silenc e . 

• lell , i i.' s going t o b e broken . 

If somebody •10ula write o one-p&t;e memor a ndum of 
tne f acts of thut fl uctuation of expend itures a nd 
receipts , ~na the cvsh expenditures, wouldn' t t hey 
tLke ~ look a t it - if you just put down the bere 
fc.cts &nd figures'.' 

You ' ve &ot it on th~t churt t here . 

uh:... t. ..::l&rt? 

·I t.nir.>< it snows on tn&t. clu.rt . 

Give it to Sam. 

~here ' s ~ o ifference of opinion bnd inte r pr etction. 
1 muy s ty if yo u will on ly g ive us a cha nce to 
explai n both d i l'f erences nnd come to a conclusion LS 

to Nhich you feel is right , a no then let t he o ther 
co e:nti r ely , we ' ll b e V.;I' Y gl;.d . But I don ' t think 
in the past you yourself hu vt: giv"'n an opportuni ty 
t o e xamin e t ne basis for both . I ' m s p .. aking merely 
ol' the factual - not \.he int~:rprct&tion of it beclluse 
of the decEne, but .net•t:ly the ._uestion as t o Rha t is 
L Cl sn defi cit, w!Uit ts the nt.t cont1·ibutton, which 
of th:>se: two figur ... s is right, :;nd now they ~rrive 
Lt them . 

uut this discussi on h&s been going on f o r ovet' tYlelve 
t.l.>nt.hs &nd noboay •s - enyboo.y Cbll •u·i te me a m;,mor~on
u..u ana send it to me . I b~ven 't got any mcroorl.ndum. 
T mcrn I .. ent .,u tnrough this thing with Ruml lind 
&11 tm: r est or this busine~s b!lU everyth.ing else, bnd -

I 1ue::n nobody arounu here gi vcs me unytning . They 
1 
re 

t1ll -I don ' t .mow, I don't t hlM they ' re ., rraid of 
m~; , bu t I th.iru< t hey ' re afru i d of the r es t of the 
people, the r es t o f w ese economhts a round town; 
I don ' t l{now . 

'lhe only th.ing 1 hua was t his documen t yesterday 
which I showed the Presio.ent. Tha t's the only ~bing 
tha t I 'v"' go t - net cash deficit IillO the Times business 
index . Business didn 't fell o f f for thirteen months 
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,-o -, 

Lfter the net cash de1"1c1t begun to sharply fall. 
I go t no thin6 e lse . 

••ell, 1 1 11 pr omise you ' ll get soo:oethlng . 

Huh? I say - I ·« ish tha t Geor ge wus he r e , but he 
isn' t; I don' t know, l.lnc , wh<•t George ' s people do 
down t here, b 11ck there. I meo n I don ' t - o t leas t 
! don ' t :.mow l:lo;; tney f ettl. Olhybe they a gr ee . 

(3n phone) Tell L~rry Selt ze r to come ln here, 
!)lease . 

I t hin.t if Sam is &bout t o m&ke t.n absolute mis
st~tement of fact ttu.t he ' d li~ten to the figures 
O!l the thing . I 1 ne is about to s ay t h~> t expendi
tur~s uro,>;>ed off sharply a nd Ke Cl'n s how him it 
isn ' t true , ne woulan' t uu.ke th11t st>.tement . 

You ' ve eot three lawyers >lr1t1n~ ~.n economi c docu
ment . There ' s no u se . You c11n t a r gue ;;i th t bem. 

L .. rrj ' ' S got c, ll thut you ' r e tol.ting about. 

~arry Selt zer ha3 Nhl t you ' re talking nbout. I 
.I&S tLl.ting to him yt~sterdli:t morning rbout J.t . 

.. eli, a&Lin, ;.s I stY - th11t section gets ho\"i' much 

.r.:mey, ~~:c7 Plenty . 

nbout 

I ~ean you can•t rus n in - I me&n i t isn ' ~ fair to 
the President for UJt: to rush in the lust minutt! Lnd 
S!.Y - the, t i me i s .voeu tiiCSl. tnings .!eep c<:>ming <.nd 
coming . I mmedh- tt!lY after Eccles •s s peech, som~:body -
! mean ther e ' s plenty of sta tements been n&de ; if 
somebouy would tuke Eccles ' s speech a nd say, " i>lr . 
Mo r gentha u this is where i t ' s right , thi~ is wher e 
Ne t hink tt; ' s .<rong . 11 Or "1 t • s a ll righ t , e verything 
in it is right . '' 

but it's- t he whole point ls 
an,y tb.ing unless I g ct a ngry . 
George was nere t o t ak e it . 

t h£ t nobody does 
As I say, I wish. 
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Herbert? 

I don 't know of anything. 

Power gr oup hes go t a r ough draft of a bill. 

.'/no? 

'J. he po .. ·e r people . 

Jh . 

I f you w~nt to see the~ . 

I haven 't got the "power • or the energy left. 

•·11 r ignt, we 111 let it go over then. 

I think you' d be t •er. 

Yes . Tn~t • s all . 

H<J ve you made a date 'Oith Sumner yet? 

1 111 answer t ha t in ll moment . 

(•o Kielty) olhat Pbout !lr . i'lelles? 

! 71 

de ' s uneble t o come to l uncn; has ~n engagement of 
long s t anaing . ~r. Straus i s coming . 

I don 't know, I ' m not - I j us t 11on1 t be sble t o 
see •:;el les . 1 ~<Sked nim t o come f or lunco; ile csn 

1 
t 

come . I f he ' s so busy, t ne hell Ni tn i t, t na t• s ·all . 

.. e • ve got this Munitions Bo&ro business up again fo r 
8 !llee t!ng wh.ich has been culled while you1r e away . 

'Xes . 

HL ve you (roley) sent this through to the Secr et ary 
yet, about the va rious points , and so on? 

No . I haven't got it with me . 

One of tbe difficulti es is thlit you alone are empower ed 
t o appear on this thing. Of course, you• r e not going 
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to b e in t o<m, so 

·'ell then, nobody go . 

I Jon ' t k now wh ether Ne cun do t nat or not • 

.. ell, y ou fellows dec i de it. 

(Selt~er comes . n) 

Pr ... tty big . 

Gnod ..n:>rnlng . 

vooa morning • 

-- 2 ,: I 

u:.r ry , in t he '-bsence of George Hnns, you ' ll hf.ve t o 
t t.ite tnis . Is thtre Lnybouy l n your sec tion tha t 
uoo:s unything ;;bout stuaylng , for instance, the 
S,Jeech thr. t i.l r . Eccles mude , und nis t ne ory of 
spending t.nd his .,ues tion of d eficit a nd ne t con
tt•ibut i o n? I mean h there nnytillng in your shop 
t o snow ,-;nethe:r this i s right o r .rong? 

'.e.; , I thin . ..: tha t •s al l DIY blby . 

uhJ tn& nell .:vn • t I gt!\. tJ nything out of you? 

).ou 1 re b us y oll the tin:e "Hh those s eetings . GeorllC 
i s :. ~~~her of y:>ur cozoitt~e on ju~t t hi s subJect. 

I u->n ' t get & t hing . ••ftc r ,,u, Taylor is av>.il~.oblt:- , 
.l r . .:i._,;es is ;, vailrble, :.: r . dell i s avt. il&ble . I 
u.c'n & S f&r ;,5 r 1<00•·• your section bt.Ck tn~:re thinks 
i t ' s ul l s"ell. 

;:ell, woe - I ' ve b .,en ,•,ri tln& ,_, buo!let message f o r t he 
l:;.s t m->nth f or D:;.nny bell . I don ' t think he useo 
v ery much of it , of co urse . 

.. ell, tha t was through r t lel\ :~t n week or t en d ays 

&go . 

ilh - huh . 

b ut is there a nything in your jll nce - I me&n to show 
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~ht.t t n& uecre&se in tne c&sh deficit or decr&ts~ in 
na t ~ontributlon is 11hat CLusec tnis bst aepr &ssion? 

.. ell, I ~on ' t t.clieve it, but it. isn' t t he sort of 
tnlng th11 t "'lYbOd) c&n demonst r&te . 'laa t is, you hPti 
t :><:> DLD)' f&ctors •oro<ifl!' E t once . 

Yes , but ls there tnything thLt it ' s 90ssible to ge t 
outo of your sec tion to show \',ht:ther 1 t i s or isn • t 
so? 

You rtl!le<Jbur, we wr o t e e lon{', v ery lont; story on 
tne ccuse!:l of th<· t aepression for you. .~e :.E:nt 
ovct' - 1.e c r, :w~se.:u 11 bo:;t ev£-ry f t.ctor th<;t ,;nybooy 
c oul<. uen l.!,)n , iuc l u<iing tnls ore, .$Ome time : po . 

··el l , ln tn~ ~eLnti~e- tn•~ MUSL bu 1t le&st a 
Jt' r o l ,, , l..-,r. ' t. lt"? 

.. e ll 

l m t ls, if y<>u ' r e r e ferring t <> thu t ,>t.rticul& r 
depr&so>ion . 

:.o, wn: t I ' rn r .. r .. rring to is tnls , ::.nti ~ · ::~ s~ yin& 
tnt:. tu ; ou ;..nti I .:u:&n it for Ccorre Ht.&s: tr.t. t I 
sit n£re t.n~ you ;eople - [ i<Ae lt ~ :>u::- gro~p 
b:.....::A tn~.;:r<: \:Osts c.se t.r-: .. HJ.tta. - 1. dun • t .d:no·.", c: couple 
nt...'1Jreu tnousE.n<i uoll~rs - ' 110 wtcy chn' t I ge t 
:;o<Je tning on tn)l uesk tOll ~ you !)t:Ople intellectunlly 
believe ; :' n<l sey , "'<lr . :4or gen t. hou c~cn teke it or 
le;ve it, but he r e we or e ; we • r e being pa id by 
tne Uni teo l,;t~ tes vovernment. rler e ' s • theo r y of 
spending una: defic i ts •.m tch is beln~ e volved by 
t his ... omlnis t r ;.. tion, b, these cr oups , t nd 1.'<1 feet 
t <l< t intellect ut.lly .,no: ;rofessiomlly if ''" 
..1iffer ~1tn t hut it i s our j ob to g&t it t o him . " 

vf course, ~ur ;~ot2Ct is througll Georl(e · 

vil , all r i gh t . uel l , nt. ve )IOU lb.i d ft ' on Ge::>r&t~
1

S ' 
ste9? 

::;ure . •lie ' vu t <. lKed ebout .lt to Geor&e, we ' ve hfld 
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~ .. 4 _, 

conferences on this subject several times every 
week. 

hll right . I don ' t Nant to be unfa ir to you, 
Larry. I want Geor ge BaAs , but he isn 't here . 

Of course, on t his particulur viewpoint, my 
personal opinion is thut thl>t s tory is being 
&~aggere ted in the same w~y thct a few years ago 
~eople exagger a ted the influence of banking 
l)olicy . 'lhey tnought tha t t hey could run the 
whole econo~y by open mur~et opcr~t1ons and the 
Ji~~ount r ate . ~na so noK you have a ne~ ~an£cea 
because ,;ae other ft.iled , th~>t you c~>n m&ke the 
country a.nd "toe sn:>le ec:~no~ wh{ t you .;ant by 
aef i cits • 

.. el l , how long I'I;>Uld it t,aKe you to put down what 
you honestly think as to whether net contributions, 
defici t s - how much weight thut had in the •J? 
uepr dssion? Bow long woulo it t ake you t o put it 
on pt per : whc. t yuu per som•llY thinK . Never mi nd 
wht• t ~o nybocly el se thi nks . 

l 1 o s&y about ha lf un nour . 

vo uheao ~: nd do it, will you? I ' m going over to 
tne ·•hite Bouse ut lJ:Ju . ?lease. lih<t you 
person~lly t hink . 

(~eltzer goes out) 

~<uyne, you 
! 1 m goinG to stic~ my root in this, Wr . Secret~ry . 
If ne ' s going t o mLkO v st~ t.ement us to wnat he 
thinks - like to h!lve him do t t and y':>u should see 
l.L; but befor e you gtve that to the Presi dent, 1f 
ttll• t ' s whc t you contempla t e , I shoul d liKe an 
opportunity of getting in ~ statement . If they ' re 
tne swne f i ne · if they difl'cr, you ' l l make your 
d,.cislon: But' 1 think both. po.lnts of vie•.v should 
be pr esenteu, with an opportunity t o exchange t ne 
mtmor ano.a • 
. u' he can 1 t do 1t ln a half hour - each of you do 
a statement and .men you ' ve got it, go in to see n~yne Taylor, s ee lf you can work 1t out end give 

\ 
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;ne: ~"me tnlng . It 1 s t oo l a e., vnym.q . 
'- UY .:t.y . I 1 m not going t o ut\oo t ov.,r 
Thill!{ 1 t ::oulu be s11 ty, a on 1 t yo u? 

It 1 s too late 
" memorandum . 

~c5 , b ut L think & s t~ tem~nt shoula get into Scm ' s 
11;.n.!.; th~ t opol\3 .o: ttn this zcntence, or s ubstHntialty 
tnis : tht t tn.,t•e st:eros to b e an i mpressi on tl1a t 
cxp"n'l'ituras were sn~rply r~o:duced in tne c~>lendur 
:i"' r J 7 a nu tht t tnis contributt!..i t o toe r o=cess l <>n ; 
t•l' t ls nu t true, toer~ •>bS n:> dr~stic r eouction o f 
.. xpenoi tures in 1 37. 

I ' Ill g.>ing t o t " lt" tt~c t cn£rl ove:- . I' w 
.tne::t tnto figure:; . 'Int!y 1 r .. ri .;nt t:lt:rE . 
:.rite :lis otmsttte.~ent . 

goine to g 1 ve 
He c: n 

.::>ut I tni tu you h«VC 1.0 ;~ro t.cc t •lim ~geinst m~<(ing 
tnto .;tateJent tnt. t he u:•.Jo r ~nl.l•• n"s in mind . 

'In~ot ' s a ;>la in :ni ss t a t e:nc..nt of fee t . 

r met• n on the t op, '.'lo.yn~ . 

.. ell, t rl P. t ' s b<>tn fl cur":; ana ch~rts . This one suo11s 
th<l cr. s h ~x9endi tur ;,s, r nJ thc r ;, t uey are . 

Jut·c . hnd here 1 ::; tn\: f lgures: ,,net cest i . .• . "- wn~t ' s 
tllif? 

.. ht t • s t:1is? 

•·ht t' s ttl€ O. i !"ference? 

This is by c l a sses . But luis chart th t •'" is t he 
.>ue t:> use . 

" ell let me see nht t t 11ey 11a ve over there , see? 
out i mebn you c a n ' t- it isn' t- the Pres i den t ls 
..... r 1' ectly . • . . . He suiJ t o me, "If you uon ' t 
u"ree, •hY didn ' t you get rae out something a long 
t l~<l ago?" 

.. ell, I t;.lte it there ure t•o d ifferent - the r e ere 
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t 110 d .l.fferent point s in t nto uiscus:;ion that you' re 
r~ising . I ' ~ l ike to s~y tnis even though you may 
.vn nt to close the s ubject . One is the (, Uestion 
which r elat es to t he f ucts , which the Trea sury 
cert~t inly i s in pre-e.ulnent position t o have; numel y: 
.vht. t ure the c ash e xpenditures , and so on. Those 
a r e focts . The otner ls nbo ut interpr eta t ion. 

No .1, Hnr r :t , looK, olu man; you ' re not to bl ame ot• 
creo.it on t hi s , s ee? !1011 - ~C nd .1. - th.ls o tbt:r s e c-
t.l .m - t ha t ' s tnt:ir resvon s ibility onatneyget a 
,ut~rter of a malion aolla r s br .. ha t? 

·, ell , I w&sn•t thinki~ of t h e resp:ms ibility , 'Jr. 
~ecr~t~ry . I ~a s tn.l.nAing ~f whr t I should like o r 
s nould not like you t o give t o the Presi dent at this 
~o~ent. Thu t ' s wha t ~ ·~s t h inKing of . I ' m thinking 
merel y t o protect you a gainst. - if yo u give certcin 
tlli ng s vnd if tne re ' s goi ng to be & bla s t &gelnst it 
l ~o t~r . 

I ' m tlOing to g ivt: him this chur t . 

No t tne t o p one. 

l!,., t. .. nE. t~ 

rio t th i. s o ne . 

lie ' s g o t t!l&t one , lebving th iS off . He's got it . 

·rnc 1ll,>.:>r t &nt on e i s toe big on e unde:-ne6c th . 

'fht; t 1 s all r ight . Those ur e m~>tlers of f uct . 

Th.JSt: ar e ma t t ers of f t.c t . Tha t's all .. , e•re trying 
t o protect tne Prtosiaent f r om . 

••ha t ' s the mat ter wi th this? 

• 

~'it' s t place th~t l owe r line - I bnve n ' t dipped i nto 
it I •m only seconu-h11 nd on it - first~ t he selection 
ot' tne curves a nd tne Juxtaposition, « no t h e way in 
Nblc h the things a re selected . PUt there wil~ be a 
me.norencil.llll on i t t hu t will come fort•~ soon. The other 
is 6 matter o f f ac t. I im&g1ne t heY r e accurate . 
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Be can ' t make a sta tement, Barry, tha t expenditures 
"er e cur t a iled in ' .37; that ' s all Vle 1 re t alking about . 

! adv i s e the Secre t a ry to s t op him on that - I agree 
with you - if be uses the word " ex penditures . " 

'£ha t ' s wha t I ' m t alking a bout . 

.hbsolutely . 

hs a matte r o f f ac t in June 1 .37 the expenditures 
reached a peak, they ·,•ent u p to 764 ; then 524, 65:>, 
578, 522, 697 . 

Is t ru.. t t he righ t J ne? 

Xes . Th e re ' s no . . . . 

Listen, you two fellows (1'uylor a nd Foley) decide 
.. bout tne Munitions Boar d , will y ou? You, you, ona 
.As c . And a ny thing you tnree fel l ows s i gn , I 111 1 
sign . I s tha t f a ir e noug h'l ';/hE•t c ver you decide t o 
do . One , t wo , three . 

Tne ~teeting i s ueld l'tllilc you ' r e away . The q uestion 
is who represen ts yo u at tho t mee ting . 

to ell, Taylor . 

nna l>ha t yo u want toe• to do . . • • 

And Taylor - what he doc s - he ' s got his own bead; 
let h im maKe up his o .;n mind . If ne ..-ill just tald. 
1 t over ·111 tn Foley und :.lac before ue goes over, Vtna t
ever yo u decide wi ll be ag r eeable t o me . Just got 
t o spread t h is r esponsiblli ty 1 tha t 1 s a ll. Do you 
!ll ind t aking it? 

(Nods no) 

I ha ve • ••• 

Certa inlY not f or tb lS particula r one . After you 
get back, I may s uy , "Let ' s do this some other 
Ylt..Y • II 

TbLt ' s all r i ght . J ust two weeks . 
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! ha ve two t hings, the silver proclamation and t he 
memor andum on t hat suggestion of Eccles - f or the 
message . 

Oh, there ' s nothing in the tnessage on banking. 

0 . 1{ . 

'•here 's nothing in it . 

But that snows you how insidious that suggestion was . 
Mere are the txo alt ernat i ve ••.• 

vo you minJ hanging on, and between you and :JcReynolds 
and so r orth, see that. before I co t o the f:hite House ~ 
l mean be <:round about t en minutes or t \fo , weLt over 
~nd explain it to me . 

be here ten minutes t o two? 

If you please . 

Ten minutes to two . 

If you please, ten minut es t o tNO . 

Ha rry? 

Nothing . But you &sked f or something; you 're going 
t o get it . 

ull.B t? 

I s ny you' ve ;.skeu for soa~ething . :le 1 re going to 
s tick our noses out . 

You ' re not sti cking your noses out. I go over - the 
.>nly r e&son I •m of uny use to the Pr esi dent, when 
evtJrybouy sit s around Hnd ilasn ' t got tne ner ve t o 
say s omething ... And .1. wish everybody's relation
snip to me woul u b~ the same, and I 've said tha t 
again e nd again . And if you people can' t work wi t h 
me like tha t, you 're of no use t o me . That's wha t 
I •m compl aining about t his morning : t hat here ' s a 
section t hat costs t be Treasury a quar ter of a 
million dollars and they sit there - lady pr esent -
and I don• t get anything out of tbem. That's - I'm 
compla ining because t bey don 't sti ck their neck out. 

' 
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! think I ' ve got a justified complaint. And t hat ' s 
the whole thing that Miss Lanigan compla ins about 
continuously: that she won't write stuff that she 
doesn' t believe in, that she isn't given a chance 
to write the stuff she does believe in. She's said 
that now for t welve months. 

No, ! Nant it . And yo~ know by now, Harry, that I 
can t ake it too . 

Mr . Lccles . 

. Aac, I• ll see you a litt le later . 
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December ;so, 1038. 100 
12 :55 p .o. 

:'·:Jr: ;{e llo . 

1 : Go ahead. 

-.:::Jr : Hello. 
r.e.rry 
<oo~ rlng: ~0P . Hrllo, ~enry . 

::::Jr: 

-. .. 
~::Jr : 

... 
1-!::Jr: 

"'· .. . 
~: ·Jr : 

-. 
. ~ .. Jr : 

•.. 

... 

U:;Jr: 

;':>v· e r e ;pu? 

Yee. 

The ?rosident celle~ me , eee? ~ello. 

Yc!ll'? 

And !'c come over t~ 
neck. on tl".iG bu~.get . 
t en thirty :'e sterdl'y 

! know . 

see y ou, but I ' :n J ust up t o my 
! "" c a t t.r.e 1'1!!1 te "ouee rrom 

unt i l tv•enty minutes of r;even . 

An<\ v•e e;o bRck. rt two. !!ow, if you don 't min" , I ' <! 
l l k.c : could t P lk. f rsr.k. l:• over the phone. 

?ut t..1ne rle on r ecor<' thAt I £hould guar~:'ltee whether 
the ~ench ca n or c3nnot pny ror those plenee putr ce 
~n an ic;os s tb le posit ion . 

"lell , r.enry, :I.Jur letter -- ~· our lett er to me was Just 
everytl'> ifl8 on earth thl' t I d1om't inter::\ t o do . I Wl\8 
conf!·ont ed here with ~he -- tllese people t el:ins oe 
tha t C~ne;res~men end Senatore Ar e -- •re Juet r eady 
to raise hell about -- all -- all ~re tl<:':;>ayer ' c money 
t hR t we nave had for devolop anr. experi ment being -
being g iven away 1n t h e -- 1n the crit'cl~m of the 
French l:bv1N' f'1 ">•-n our o ther i)lanes and :1l l -- al l I 
wanted to do, Henry, wa& simply to protect you 1r. the 
ostter. 
Yes , but ::: don 't -- : don ' t. -:::>.'l t to be prott>cted. I 
mean -- I -- I don't ~ant ~nythtn~ 1n wr1t1ng. I mear. 
he~e's t~is oteci~n. 

All r 1grt , ~e 'll w1~hdra• t hnt. ! 

you on the phone 

Yes. 

! wanted to ce. 
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An~ they aald n~ -- ab -- QY advisors here said no 
I t hink he ' d rather have it i n writing. 

"'o l l I mee.n, yo u oould have &1\' ·.ed c e ; would it be 
helpful to me to have 1t i n writing. 

All right . 

!!ow , ! don ' t want it 1n 'llriting, e nd the poi nt 18 -- ah 
- - t he ~resident sa i d that they c~n see thes e planes. 
l~Ofl h e wants he wants t horn to see them. l'O"If y-:> u 
!laVI' --

~ell , waen he said tb~t t h Jugh , ?.enry , wasn't he mis
infor med on t he -- on t he t hought t hat - - t wo th1n;s 
fir s t :~l'lt t hey could - - that D)ugl as or soceone bad 
i n forced you, or you h1·d intormed t he ?resi dent, or 
a ny way tha t he hnd t he 1ntormat1on tha t t he pl anes 
could be .iel1vered; the or der ~:,1ven the firs t ot 
Januar y ~~d b~ ou t or t he ~ay by ~reb, or April, or 
~:o.y, or June? 

1!, , whP.t t-he French said wa s they wanted t he orders 
within the first s i x mon ths . 

Ye E. 

Sec? 

Yes . 

\ 

• 

And I tol d ~v peopl e that -- ah - - ~~less the French 
could get ~hat they wanted there w~ s no s ense i n the 
mPnufacturer to deliver -- there w~E no s ense sh,~ing 
t heo t he olanes -- ah -- t ha t either the :!181\Uf act:tr er 
coul dn ' t deliver or •1e d i •n•t want the:n t.~ have. 

TMt's right . 
!:!l t: - - ah -- I present ed t h i o t h inp; t o t he ~res ident . 
~l::>w, there is no question !\bout the l!art1n , 1A there? 

About the what? 

The ~art1n bomber. 
No , no. There i sn't anY question about the other, be
cause I the r e is -- ther e is P question on the part 
of Gener a l Arnold and all tha t, but ths t doesn't make 
a damn bit ot dU'tert :lce. 

Well, 1n orde r t o -
The PreFident wants them to see them -- he's -- t hey' 
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- - and they ' re going t~ c.ee theo. The only th~~ I 
r,3nt you to be protpzte~ on , Henry , and pll of us , ie 
t.hFlt -- that :.e hc.·ten ' t tl\ken them out ~here en<' shown 
them sr,d then fine\ out tha t they have v:?. ~.'ted :mt on us. 
!'ow , tha t. ' e ~h!it I wunt you r.nd me t:) be itl -- <'.on ' t 
want ue t o hP. 1n that ; op t t l.Jn. I went ~:) ~ork with 
y .:>u on 1t. ! 1m .,;:)1:1<:; tJ 0 ? through v:1th t hi s t hing--

Well, let me Jus t ask you --

All r1e,ht. 

~s to whP t t~rt1n has , there ~~ n?t hlng secre t about. 
1t. --

Not e. t.h inG. 

T.ell , c 'n't they start in &nd go Pnd s ee tha t. and --

Then I c ome up for slr Pn~ I cPn be a humen bclng, you 
en<'. I ce.n thracr th1r out. 

Jl.bsolu~ely ! 

Well , v11ll yo u i ssue the orders? 

~~s . I ' ll issue i t today . 

'!he t they can go and s ec wha t t!al't1n hPs go:. . 

And then, sub j ect to further conference betii'P~n you 
::c before t he;· o' :my ple.ce else . 

'Ueht. 

All right. 
That-- t h!<t ' ll kerP them busy for a cou;>le of days. 

All r1sht . 

!~ow Just a c tnute -- let a:e 
:row thiE other t hing ~ 3 not a matter of our record . 
~ letter will --

It wUl be destroyed. 
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It will be destroyed. There will be nothing -- no 
matter ~f record in our department. 

For your sake ann for mine. 

What do· you say? 

For both of us. 

Yea , that ' s right. 

I didn 't -- I didn 't send A c~py of it t~ the White 
'l ::mee , because I didn't w&nt 1 t a part or thei r recorda. 

llo . All r16ht . 

?ut now, anc furth~r~ore , I'm going to have thie m1 
ann~unced. ! ' c going t.~ in~iat thet they announce it. 

I think that's -- I think lt 1 a all rl~t. 

So - - bat in the meantime , you 
that t.hey can g:~ t ' the :tart1n 
two types , ha ven ' t \.hey? 

! ' 11 isGae i t in five minuteP. 

Whet? 

will i esue the orders 
and see . They 've got 

\ 

I ' ll issue the order i n five minutes . 

Ann then -- then at l eas t \.be thing is goir,~ and y:~u ' 
g~ing t o be here saturday end Sunday? 

Yea, abcolutely . 

'1/e ll , I'll Fe'> .,)',at t.iC!e is rnutually conventen~. 

All ::-.16ht . 
And then they can go over to ~artins and t hat r.ill 
them basy B couple of dAYs --

That ' s fine , and I ' ll-- and we'll -- ~ · 1 1 stand by 
them till -- end th~y ' ll ot and by as f a r as we ar e 
conce~ned until we hear from you f urther. 

And your repr esentative will be al~ng wit.b them. 

Yes , s ir. Yes. 

Fine. 

All rlgllt.. 
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:.:·Jr : Ths.nlt y:m so much. 

"' : ') . K . 

·J::Jr : (}oo., bye . 

\ 
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PARAPHRASE OF TELEGRAU RECEIVED -
FROM: American Embassy , Paris, France 

laTE: December :30, 1938 , noon 

NO . : 3193 

FROU COCHRAN. 

I I 

On December 30 at the opening ot buainese the French 

stabilization fund contained gold in the amount of 

13,460 ,000,000 franca . At 11 o'clock I called at the Bank 

of France. At that time sterling hae weakened sharply 

and one million pounds bad alrea~ been acquired by the 

French fund . A decline in sterling at the beginning ot 

the year has been expected by both Paris and London markets. 

Confidential information has been given me that at the 

present time the British Treasury is considertr~ the 

early transfer of an important amount from the note issue 

department of the Bank ot England to the account of the 

exchange equalization fund, and in addition , a formal 

prohibition against forward gold operations and against 

using gold tor borrowing. 

Officials at the Bank of France expressed pleasur e 

at t he progress made under the Reynaud program in the 

ooneta.ry and !inanoial fields . However, they expressed 

fear leat Yannheimer and hie Dutch- Swiss banking syndicate 

get too much control of the Treasury. There has not been 

a good impreaaion !rom the story that the Uannheimer group 

charged 1 1/3 percent coamisaion on the new 175 ,000,000 

flori n 
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florin loan for converaion of French r&ilway bond8. 

I t ie et ill doubtful whether a large peroent&ge of French 

holders of the railway bonda m&y convert rather t han aek 

f or payment, beo&use French 1nveetore can at present obtain 

a better return on this market than the 4 percent r&ta 

carried by the bonds of the new loan. 

WILBCII. 

El: L1111 

\ 
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Secretary of State, 

'.'lo.shin:;ton . 

1477, Dtctm~er 30, 6 p . m. 

: 87 

GRAY 

London 

Dated December 30, 1938 

Rcc 1d 3:25 P• m. 

FOR TREASURY: FF.OL :SliTTER"IORTH . 

• 

ThE first effEctivE business in the dollar was 4. 65- 1/4 

at which levEl it has rEmainEd all day with thE British 

authorities supplyinu tht dollars . fi1t turn over was 

fairly large becausE sEllErs do not havE to put up the 

stErling until Uonday . WhEn thE forward ratEs movEd in, 

thE one month ' s to thrEE- quartErs and the threE months to 

1-3/4 thE markEt quickly bid thEm back to 15/16 and 2-1/8 

respEct ivEly . 
270 bars wErE dealt in at cold fixing at 149 shillings 

one~half pencE of whic!-1 23 wert married; thE British fund 

supplied a small amount of gold. InoidEntally thE bullion 

markEt will bE closEd on Monday . 
The franc has bEEn bid e\1 day, thE ratE moving from 

177 . 03 t o 17G . 85 and thE French fund again acq~irtd a not 

inconsidErablE amount of sterling. 
JOHifSOll 

CSB 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATIO N 

TO 

r RON 

Secre t ury : :or gen thau 

:.r . Seltzer f'.f/4· 

i..l ::li t ations U!lOn theory the t t he mai ntenance of a 

h i gh level o f defi ci t eoendin~ i s eceenti al to the 

oontinuRnce of buzi nees recovery 

;. • A f"r yea:ra a go -- rig!lt uo to the t rouGh of the 

ce·re•:l~n in 1932 - - a great many younger economla t s , a nd 

• " A o::.~ft r ones, beli eved tha t the otabjl1zat1on of business, 

.l:e , nd the na t ional i ncome coul d easi l y be achieved by 

"- ·ror.:-i "te c en t ral banking aotl on. ./hen orices a nd business 

-e:·e f··ll inf:, all t l'.a t was neces&ru·y wa s a lowerin;; of the 

!"' l•c'>unt rate a nd the ourchaae of sacuritie~ in t he cn9n 

w r':At by the Feder ;U Res erve banks . Conversely, when nr iceo 

n' ··:.~··l.ness were th;-ea t enl ng to ·e t out of hl!nd on the up 

·1 e , u,e Federal Rene r v e banks need only r pi s e thei r redis

c?unt r ate s and sell secu:-i t i es in the ooen onarket . 

Tnls theory, while it wes no t given e orot.J>t tri al l n 

:~· ~ .:>:>..Jntry, ce rtainly did not wo1•k whe n i t wo. s tri ed. 

?e'"' 1 .'teserve r ediscount rates were retl.uced to the l owes t 

le~el~ in nletory by 1931 end thei r open- market ~urchases of 

"'~-...:·i~ies dw•ing 1932 a ggrega t ed <il ,OCO m1UlonR net . 

2. The earlier i c:' ol of banking ,.ol1c;• havint; o ' naiii ou

''JOl.r f •!led a an all- sufficient stabilizer, e '!ually exag

· ··:-teu ·•Ol' shlp is no\1 being accorded Federal fiscal "olioy , 

... rtic~&rl;; a Federcl. oaeh deficit, us the do.ninant 

fpc tol' in J~l1l.king nrosper1 ty and dep res:;l ons. 

Although, as in the case of tho infl uence of cent r al 

oerLHn · •)Olley , some si g ni f i cant measure of i nfl uence must 

be accorded Federal fiscal poli cy, I think 1 t urt;ent that 

the Admini s tration be warned against er ecting the new 

-.eory i nto a nr i nc i pal b~lde to nublic nolicy in the 

~osence of far mor e convincing e vi dence of i ts ~ractical 

L nortanoe t.ilan has been adduced to date. 

3 . The ')rinci oal 11Uli t at ion unon the efficacy of v><ri 

.~1 ~:;s 1n f1soeJ. ooi i oy in tl:e United St><te e i n bri nging 

~-·.;;t a1.;nif1oant changes l n t he l>:.tal ness picture is to be 

J'Jnd in the rel ati vely s"-Bll economic s cope of the Federal 
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Sfc.·ct: ry t:or.:enthau - 2 

Qover~ent as com~ared with the American economy as a whole. 
!f t he Federal Government owned the railroads, the telegraoh 
ooopaniea , and perhaps the electric light and power industry, 
as is true in some foreign c9untries, the annual variations 
i n the capital and operating expenditures of the Federal 
Goverr~ent might be ot eutficient magnitude to compensate 
for opposite variations in private i ndustry. 

The actual situation in the United States, however is 
qui te different . A $4-billion deficit on the part of the 
Federal Government, continued tor a number ot years in a r ow, 
is enough to swamp the Federal finances without being big 
enouJh i n relation to a $60-billion to $gO-billion national 
1noo~e to provide a sufficient l y powerful stimulus to comoen
sate for deficiencies in the volume ot private spending. · one 
ot t he p r incipal reasons tor the inadequate stimulating power 
of the Federal deficit under present conditions, apart from 
the matt er of size, is the loss ot long-term investment con
fidence t hat accompanies it . such a lose in long- term invest
men t confidence is not necessari ly attributable to the tact 
of n deficit as such; but to the fact that the public is not 
convinced that the deficit arises out of oaoital investments 
or that it is likely t o be euooeeded in the-near-term future 

by a balanced budget. 

4. Much of the present vogue of Federa l defioit spend
i ng as a panacea arises out ot the widely publicized, but 
undeoonetrated, contenti on that the business recession of 
1937- 3g was directly caused by the decline in what Ur. Currie 
calla "The Net Contribution of the Federal Government to 

National Buyi.ng Power. • 

Unfortunately tor purposes or analysis, the economic 
situati on, like all living things , is the product ot a myriad 

of intera cti ng torces operati ng simult aneously. It is 
almost impossible to isolate and assess t he weight of each 
contribut in3 tactor. Nevertheless, such evidence as we have 

does not support the doctrine in question. 

Attached hereto is a chart showing the movements of 
excess reserves a reoreeentative series of long-term 
int erest rates 'the Federal Reserve Board index of indus
trial produoti~n the New York Times index or business activ

i ty, the Treasury index or new orders, and the net oash 
defici t ot the Federal Government. Thi s chart clearly shows 
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a~ ore:~ l'Y !.lorgenthau - 3 

~r.t' t the volume of new orders - t ne most powerful deter

oinant of the business trend -- rose very sharply during 

til~ last half of the calendar year 193 6 and t he first few 

::.onths of 1937 , despi t e a rapidly declini ng net cash deficit, 

until tns r i se in new o rders was sharply reversed by t h e 

vide breaks i n the bond market in the spring o f 1937. These 

brPe.ks , a s i s wel l k nown, were caused by the liquidation of 

:;.,v~m;nent and other high-grade bonds following upon the 

final increases in rese rve requirements; and by the wide

snreed ar,nrehensions a ocolll'<)llnYing the si t-dov: n strikes in 

:.1 ci"•i (<a n . 

_. It will also be note~ that the trend of the New Yor k 

n .. es i ndex of busine ss acti vity was strongly upward i n the 

l•~t ~2lf of 1936 and the f i r s t eight ~o~ths or 1937 when t he 

net cesh def i cit was decli n i ng . 

6. It ahould be obPerved, moreover, that the decline in 

tile net cash deficit during the l !ISt six mon t hs of t he ce.len

Cs l' :•ear :~36 and t he ::alendar ;rear 1937 was not, as ie p op 

ulPrly supTlosed, due to a subs t antial decl i ne in Federal 

e~>enditures. On t he c~ntrary, e xcept for the natural ces sa

t ion of bonus d1sburse~ent s , the cash e xpenditures of the 

Federal Governrrent remained on a hi gh e r average l evel than 

h•t! l>ee11 true in the calendar years 1935 or 1934 . !n other 

· .. or;ln, there waR no real decline in Government spending ; there 

•ns Fn increase 1n Gove rnment receip ts . I t was th is increase 

i n ;,o,· ern~nent receints the t di:oini shed the Government 1 s cash 

' ef1c1t . And this increase in the Gover~ent ' s revenue was 

!'ll'i ~arily due to the hi gh level of busines~ activity, t hough 

additional taxeo also contributed . 

1. I n the l i gh t of these f acts, it w~~ld seem that the 

.,roponenta ot t h e new doc trine must advocate a reducti on in 

ta;:es every time the t we approach normal p rosperity; for 

:lt:Jer·••1oe, the growing receipt a of the Federal Qovern rnent 
?~ld so reduce the net cash def ici t , i n their opinion, a s to 

JCOJ:ardi ze t l'le continuance of act1 ve bu stness . 

~ S. :-.y conclusi on i s that t he net cf\sh defi oi t of the 
:ederal Government i s only one of a number of i mnortant f ac

tors operati~ upon the busi ness situation; that its i nfluence 

i s not paramount; tha t its st1n~lat1ng mechan1col effect s may 

r ell be null i f ied under various circumstances by i ts depress

in<· '>sychologioal effec t s ; tha t the widesoread belief thet 

the decl ine i n defi cit spendin~ caused the 1937-)g recessi on 

i A al together undemonstrated and subject to a large measure 

ot doubt; and that, in any event , the whole doctrine is as 

Yet on too insecure a theoret ical and oractical foundation to 

be accepted as the single gui d e to fi scal policy. 
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YUNNAN- BURIU HIGHWAY 

( l} Present Con<Utions: 

The Yunnan-Burma Highwa;y COIIIIMDCea a t Kunming 

(Yunnan Fu} , Provinc i al Capital of Yunnan Province , 

and t e rminat es a t Anting on the Burmese border. The 

total length of the highway is 973 kilometers and passes 

through mountainous regions. The road- bed a t the highest 

altitude is over 2, 600 meters above sea level. 

The Yunnan Provincial Highway Bureau started work on 

tbls highway in t he autumn of 1937 and up to December 24, 

1938, the entire road surface was covered with loose 

stones except for 100 miles in the western section which 

had a temporary road surface. With the exception of two 

suspension bridges, all bridges will be of stone some of 

whi ch are now operating with a temporary t.lmber floori ng. 

Where these permanent bridges are not quite completed, 

the h i ghway is being serviced by temporary wooden bridges 

which have been s t r ongly fortifi ed. Jo\otor trucks of 5 ton 

weight can be safely operated over the present temporary 

wooden bridges. It is estimated by the e nd of April, 1939, 

all permament stone bridges will be completed and trucks 

of 10 ton weight can then be used for all traffic. 

At the end of October, 1938, the Ministr y of Communicatio•~ 

established a Special Bureau for the administration of the 

Yunnan-Burma Highway. This Bureau will have charge of main

tenance , improvement, engineering work and transportation 

of all goods . The Special Buret.u ia now fUnctioning along 

these lines . 

(2} Tranaportat1on Facilities 1n Burma: 

(a} A 190 kilometer highway connects AntinS with Laah1o 

which 1s the terminus of the Laahio- Rangoon Railway running 

. dir.ect. .to . . Rangoon via )l.&ndalay. 
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(b) Another highwq of 170 kilomters runs from Anting /99 
to Bhamo connecting with the Irrawaddy River. This river 

is navigable by steamers of 1000 to 1200 tons direct to 

Rangoon. Transportation can also be effected on the 

Irrawaddy River from Bhamo to Mandalay and thence by train 

to Rangoon. 

(3) Preliminary Traffic Plans of the Yunnan-Burma Hig)lway . 

Administration Bureau. 

(a) Transportation Facilities on the Yunnan- Burma Highway . 

1 . By motor car: For transportation of passengers and 

merchandise according to a fixed time table requiring 

a fleet of 700 cars. 

2. Mule-drawn carts: Wooden carts equipped with rubber 

tires and drawn by mules or horses can move 1-l/4 tons 

each over this highway . This mode of transportation 

may be useful for the transportat ion of oil and heavy 

goods. 

(4) Inter Transportation. 

Up to December, 1937, the r e was no bus service between 

Anting and Lashio for accommodation of passengers. The 

Special Bureau, however, intends to inaugurate a through 

service from Kunming to Lashio thus avoiding change at 

Anting . Through transportation to Rangoon has been negotiated 

with the Burma Railway. 

(5) Necessary Stations Along the Road. 

The Special Bureau intends to erect between Kunming 

and Anting warehouses for the storage of goods along the 

road; 22 bus stations ; 6 repair shops; 7 store houses; 

17 oil storaee and service stations; 7 wireless stations; 

6 stop-over 1nna and possibly 5 eating places . Land for 

the above is being acquired. 
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(6) Future Prospects . 

Up to the present time all exports and illlporta to 

and from the Southwestern Provinces depended upon the 

French-Indo China Railway d i rect from Haiphong to Kunming. 

Owing to recent special restrictions and also to the 

limited capacity of this railway , goods cannot be freely 

moved . Therefore it is believed tha t before the completion 

of the contemplated Yunnan-Burma Railway, the Yunnan- Burma 

P.ighway will be a very important means of transportation 

for both imports and exports to and from the Southwestern 

Pr&vinces . However at this time it is difficult to es

timate the ultimate volume of transportation which cnn 

be operated over this r oad until a sufficient number of 

trucks are availabl e . 

00 0 00 00 0 00 
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TREASURY DEPARTMENT 202 
INTER OFFICE COMMUNICATION 

TO Secretary Worgonthou 

, ftOM Ur. Foloy 

Tho follol1ing is a copy of a par~~t."Taph llbich Eccles has suggestlld 
for inclua1on in the President• s nesssgc: 

"RchnbUitation of the Al:lerican bank:iJ1g systeo:>, llhich 
han been brought about aince tho declaration of tho ben.'< 
holida,y by Presidential proclMIC.tion on ~.larch 6, 1933, hns 
boon o. notable ochiovamcnt in which both the Congress and 
tho E>cecutive can justly tako prido. The procleno.tion has 
renainod in effect but, in v1ew of national rocowry and 
of tho ereat i.lllprove:aent in the condition of our banks, I 
feol that it would ba a ppropriate to NllOVe the ... at rietione 
of the bam holiday. • 

It in not clear who.t Eccles means . If he ruoano si.D:It>ly that tho 
b~>< h~liday proclamations should be ravokod, then thoro i s no need for 

~Jditioncl legislation; the President can, 'llit.'>out finding tl>t-t tl>e et~or
~;mcy ilas ended, revoke the Procla=tions of Uarch 6 and !.!arch 9, 19JJ, 
Tho revocation of such Procl..1aations r.ould not sariousq curtail the J>Ot'Ora 

or this Departnont . It would ••an the COS3ntion of tho iosuanec or 11-

ccnsos to no\7 momber banks; this, hom)ver, is entirely fo1=l since the. 
lieuusos are ulwo.ys issued. Thoro arc al~o cortnin prov1siono in such 11-
e:n.oo prohibiting the banks from pey"lng out eold :>.nd gold cartificnteu, 

'l"tis, !to .. ever, is of littlo i.lllportlllce since othor legiolntion, orders, 
c.nl reo><>L"ttions adequately deal wit.'> the control of gold and gold ccrtifi

catos. If these oroclaaationa wore to continuo in elds tenco, et so:>e 

!'ttu..""C time .men ;.., wanted to regulate banking trtm:>act1ons, porttaps in 
connection with intorru>ticmo.l now of cn;>it.U, the J>reoidont mir;ilt be 

'blc to do so by amending thoso proclamations and thereby avoid malting 

""l nc;; finding o.s to the ox:iatonce of the omergoncy. All in all, althouc;b 
not a l roat deal will be loot by tbe revocation of theoo procla=tiona , it 

h not soon bow vory much would be gained by revoking tho proclsn3.tiona, 

. On tho otber band, if Eccles is l!U,';iesting tha ro;leal of the 

:o-cnllecl emergency powers in the Emergcncr Bllllking Act of 19JJ then 1 t 

r.o:U.d lllenn o. serious loss of power to tho Treasury. Section 2 of thio 
Act gives tho President pov:or, Wllong othor thin{;s , to control foreign 

••change tronsactions and obtain report• relative theroto . Although at 
W a co=tent thoro is a general license pormitting all foNl.g:n en:h nnge 
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tr.l!lonctlon3 wo misht lti.sh to rei.mpo~e foreign oxchc,nea control, in 
,.;,ole or in :>art, in a vnriety of sitwttions (Uid nlno to obtain informa 
tion rJl~tivo to foreign cx~~enge trnnoact ionz and foreign hol01nes in 
tht~ counttwy. Thooo po·~;ero to cont rol forcl an oxclw.ngo, et c ., are 
114 ortMt to tho Treasury as supplomontin(l tho 1\utct ioning of the 
,kbili~at~on fund. Sect ions 2 ond 3 or tho L:oor.s<mcy Banking Act also 
-.:vo t~o ?r~r.tdent &nO. the Secretnry or UlO Tro.cBUry cutcn3iVC por.-ers 
robtivo to r,old, silver , nnd the elq>Ort of c>oney 1mieh nre du!)lleated 
o.ll.;- in ;)llrt in tho Gold Reserve Act and tho :>Uvor Pureha3c Act . Under 
;.ct:on 4 oi the llier sency llanJd.ng Act durillil on c:J3rgoney period pre
.;e:l:.'O<I 17; tho President no member ~>an:< can Lr.:.nsnct any banking business 
• .N .>t 0 :1 >rovidod in regulations Jlro3crihod by the Seerot :u-.;- of the 

-:-•. ::".lr)" tt.ll tho 3P:>rovnl of the ? r e:;ldcnt. Thic ,o•ar is not being 
"· to·.·· to 31V .:.T~t extent but coulu bo invol<od at ~Oilc fUtar<> tiDe 
t 1 : , _ _ •• t cs.1.U>ar hank transactions in ::ueh n r.ey ns to ocet ?roble:>s 
.;;: !'o~ci "' oxCJte.nge c~ well as dooestic .~roblc::s . 

I ('.UJ\lJliO that E:eclas is not suagoctinc tho repeal of ull tho 
.,_, .u., .. Dl>ur0cncy legislat ion since t.h ' eo.rryl.nj: out of such sug~reotion 
: : \"O :-d.uoooreo.d ramlficat ions not in MY "IIY rcl,.tod to l:>a.o.Y.ing 

·u . t:ono. r.oong other things tho stubili:at ton 1\utd !'O'•ers and otllor 
- . '. ·y ooliora of the Pr esident nnd o £ the Socrot nry or the Treasury, 
c. 11 ·w t.he .>or.-er of the ~ere tory of the Tronaury to a!Jpoi nt f1 vo 

.... · l a~::ist:mts would be affeetod thoro by. 

Regraded Unclassified



204 
I l } • -.l,. ,.\Ur--.1 IIU'plue Co.aodl t i .. COf"P>>U\10. 

~ ot 0~41uu Proov•4-
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k•" (Pr etti) Blahd• u ll9 65 ll ., 67 20 
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~lU1' 
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4:.t l.II'Ji Ul.a) ........ ,1,~ • • e.l 
• • 1 
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•• , 1 
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1J "51 
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1 ~i~~~ U~rn r lfl(lf>\M. 'o7 Pehral Surplue Couo4l\1 .. Oorporauoo a.re bu~ on hhs:ra.pbJ.c uporte an4 aJ'I \IIU'eeht4l. 

Uar 19)1 \otiab t..•e 'oeu r eYhtd t o l Mlude all oontr&et oanotllaUoflt an4 otb.tr a4juttaentt. 
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To: 

Froa : 

December JO, 1938 

The Secretary 

IO.se Lon1gan~~ 

The total number of WPA workers 

on December 24, 1938 i e 3,021,177 · 

The decrease during the week from 

December 17 to December 24 was 62, 072 

worker s . However, WPA employment ie 

still higher in December of 1938 than 

in December of any previous year. 
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IORXS PROGRESS ADlliNISTRATION 

Number or Worltere Employed - Weekly 

United Statea 

lfeelr. ending 
193! 

lolaroh 5 
llaroh 12 
!Aaroh 19 
March 26 

April 2 
April 9

16 April 
April 23 
April 30 

ilay 7 
llay 114 
lo!ay 21 
Uay 2!1 

June 4 
June 11 
June 1!1 
June 25 

July 2 
July 9 
July 16 
July 23 
July 30 

AIJ8U8t 6 
August 13 
AIJ8U8t 20 
August 27 

September 3 
September 10 
September 17 
September 24 

October 1 
Oct ober g 
October 15 
October 22 
October 29 

November 5 
November 12 
November 19 
November 26 

December 3 
December 10 
December 17 
December 24 

Number or Worltere 
(In thoueande) 

2, 167 
2, 244 
2,357 
2, 395 

2, 44<> 
2 , 50~ 
2, 531 
2, 51!.4 
2 ,~2 

2, 6o7 
2, 626. 
2, 650 
2, 67g 

2,693 
2, 712 
2,736 
2, 7"67 

2, g07 
2,g53 
2,g99 
2, 93! 
2, 967 

2, 993 
3, 017 
3,0639 
3,0 7 
3,0g6 
3, 102 
3,114 
3,120 

3,129 
3,137 
3,167 
3,201 
3, 245 

3, 263 
3, 25g 
3. 21!.4 
3, 216 
3,1g5 
3,139 
3,0!13 
3,021 !I 

Sour oe: Worlte Progreee Adminietration 
!I Conridential 
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WORKS PROGRESS ADMINISTRATION 

Number or Workers Employed - Monthly 

United Statee 
Number or Workers 

1936 (In tbou8ande) 
2, 926 January 

Febr uary 3,036 
!larch 2,872 
April 2 , 5~ 
Way 2,3 
June 2, 256 
July 2, 2~ 
Auguet 2, ,77 
September 2, 82 

October 2 , ~1 
November 2, 3 
Deceober 2,192 

1937 
January 2,1~ 
February 2,1 
WAroh 2, 115 

April 2, 070 
May 1, 999 
June 1,821 

July 1,469 
Auguet l , go 
September 1, 11-51 

October 1, 11-76 
November 1 , ~20 
December l , 29 

1938 
January 1,901 
February 2, 075 
March 2, 395 

April 2, ~82 
!lay 2, ~8 
June 2, 7 7 

July 2, 967 
Auguet 5,067 
September ,120 

Oct ober 3, 2~ 
November 3. 21 !I 
Source: Work• Progreu Adm1n1e tratlon 
a/ Cont1dent1al 
Vonthly t1guree are weekly t1guree tor the 

lateat week or the •ontb. 
They i nclude oert1r 1ed and non-cert1r1ed 

worltere. 
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• 210 
Used i n oonterenoe at White House 

on 12/30/38 ~n oonneotion with Presi
dent ' s message to Congress 
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NET CASH DEFICIT AND CASH EXPENDITURES 
AND RECEIPTS. MONTHLY 

,,._ , y_,. 1 0:10 

c:o dote 

Curre nt E$limotes 0 3 of Dec. 1936 

DOLlAA 
s ,.,. ... • 

Co ah OJ ftc tt. 

M.llt•-

100 

100 

4 00 - N•t Dtlfic.J't 

200 

0 

200 

/ ~ "'::'-- ~ 1-1-l[ -- -
IT II 11 ~~I ~ [t ~ I. )..... ~ • 11 Net $w~~· 

•oo 
J '-' M 4 • • " M M .I • H J M M , • l, tOO • .I I'A M .J • • " M M 4 • • .I Ao\ M I 

1,400 C4ah uLnd.turc.•. 
1,100 

1,000 

••• 
,.....!-"' -- - -600 

••• . - . - . 
•• 0 - . . . 

0 l 
0 I 

R~•pt-s ' Caon 
1,10 

1.000 

•• 0 -
0 

r- 1- r-
0 - k::::::: ;- - .- . .. 

•• 
•• 

H 
I - - - - - . - . 0 [ - ~ Ill .I 

0 

' .. - ' • • ' -M ' • • ' M M ' • • ' M - ' • • ' M M ' • • • -M ' • 

20 

,,,. ..,, .... .. .. 
.. , •• ,.._ ......... ~· ··--·- .,.., ........ ~ ,, .... ,.# ••• '-·· •«-··· ~~ - , . ,.,.,H f• """'-•• ~ II•,••••• "PIN _ ,_ -.,_., ~-•.,•·• _ _,..,.. ... e .... . 

'~J~ocN-•_. ,,_, At•-•·•• 1•-••- - •' .....,., ---

• • 

• 

00 

I. 

I 

I 

... 
••• 
••• 
tOO 

0 

••• 
440 

, 600 

.•oo 

I .200 

I 

•oo 

tOO 

0 

uo 

000 I. 

• 00 

• 00 

• 00 

• 00 

0 

1 -QO• O 

Regraded Unclassified
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Y~t C~ah ~tlclt ~nd Cftth Expendlturee and R• e!\ptt 
U.onthly, Janu111r7 193~ to June 19:59 ' 

(ln otl l tone o ~ 4ollart) 

Jan . re~. l!Ar. Apr . ... , ~ June ~ July Alii. S•pt e:,. S~<r . ~-:. 

CAsh Dett e t t Monthlz 
19}4 !743 t42S 11~2 J4S~ •m 13}5 tm 242 m - 9 Sl75 1226 • &3 M2 ·~7> 

tal ~i1 237 13) 3p m 1 a S ?~ 

- 15f m 869 l~ ~;! :77 
19)7 20 217 - )2 2 6 5 a 209 
19~3 m. ~j~. - 4f5• m. m. - 159 as -1ro - 211 ~ u ~ 
19 9 20 265 54 

- 2,. 
4}2° 1~ C7?-

Caah txee n41turea 
19~11 ~72 644 624 634 ~ 737 4oa 52~ t~,& 75 526 g12 ~ ~a ~~ Ui 682 617 5<_,< 

1937 
485 508 13 sao 1, ~ &~1 655 ~96 ~ 587 $. ~~ 695 w 752 ;52 

1935 572 m ~ &73 524 589 522 597 
77~ 39 743 1939 S!J'r 1,041• 95 814• 973" 

322 3}9 71:3 l.X~ 

C••h tt.ce12t1 
19)4 229 216 432 ~:; 247 399 2}3 297 462 
19}& 2}} 2&1 621 280 267 '07 261 m 299 320 llllO 26o 193 293 2} 771 m 235 ~~ 362 

251 "52 
1937 'Ill m 1,117 }69 m i~ 

~2 293 ~s: ~~ 1935 1,068 
S61 399 

2U• 1111 519 374 768 511 
19}9 "35" oZ6• 72" }90" 5u• 395 ns• 

Cl'lllh ~tlc!~ 
19} ~~ 315 ~~ })l '49 329 28l 276 256 2~ 246 23) 
193i 247 ~~ .. 2 7 242 23 2}} 224 225 226 23} 
19} 293 ~~ 109 }22 314 'i~ - 314 298 289 276 191 

19~7 l4j 89 67 1>6 17 24~ }~~ 13 28 
19 a 55 77 99 107 152 191 225 }27 }bl 

C~•h Ex2•n41turee 
19}4 58~ 6oo 615 629 6}9 635 59? 583 5~ r 574 ~~ 193i !~ m m 6o} 593 591 59 590 ~ r 193 m 707 ll~ 718 ~21 b~ 36 6!13 
19}7 647 62o 622 18 22 }2 639 
1935 644 663 6·- 693 71} 739 766 798 321 8}6 tl4a 359 

" 
Caeh RecelJ:!tl 

19}4 m 235 ~; ~t ill 
)06 }06 }07 32) 327 323 ~3 

19}& 350 ~~ ~~ ~I z1o 270 '~ M 193 '71 375 }52 345 6n 
51 

1937 ' 6 
~~ ~ 559 611 622 609 619 611 

1933 ~1 599 5&7 575 573 5}6 532 521 093 

Noh: txpendlturee exc lude debt retirement ~na bOoiie~plng transf ers to tru1t •coounta. 
Bonul 1nclude4 on baala or bond1 oaehed and checkt paid. Negetlve tlgur.e denote 
ca1h aurpluaee. lZ-aonth moving average• tor la1t halt ot the cdend11r yeer t'~ 
partly ettloated. 

• Ettto• tee; expenditure• •• r.ported to Aooounte And Oepoelte by the ••r1ou1 
4epartllente and agenclea , December 19)8 : recetptl llll of Budget SuMatlon, July 19)4, 
plua trust accounts . 

Deceaber (!1)0-D) 
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2H 
Te4eral C• •b ~nd1~uret ~7 Cl• ••• • 

t•nu.r7 19)6 to J'un• 19i9 
ln • 1lUo.n• or dollar• 

1 Jan.; feb. 1 
: lolar. ~ A!)r.; 1.!&1 1 June= : : July: A\llo l 8cpt.: Oet . : llov . ; Deo.: J•n. 1 Feb,: !1u.; Apr. : l!&J : : . : June: Jul71 Auc. = s~pt. ' Oct.l : : : : Ko•. ' Df'o. 

Wonthlr expend1ture1 12-~nth =ov1n; e•~r~i~ or e12•n~ttur~• 
'!'orb Pr4tf· .. ~ ·m ~162 "r 

c'"nhr,•.i_oa.Ji 6 •on\h 
m llllli tl7J ·m 1162 
IT 

1)~ 1 0 1'6 Sl5) 11611 1150 
I} 6 10i 10 

h~ 1"6 1~4 127 106 
1;t 

100 
1170 tl9l : t l\9 

·~r U "'- • t56 Sl~ Ill> 11~1 1169 U 67 116" .t l ' l IIi$ 
1~ 9 19 • 1 9 166 172 19) I<>J us • 'n I I '"' 1}9 i~ 1 7 I > 121 119 119 121 133• 1"<>" ,, .. 207 195 19 .. : 1 I 5 ,,., hl 

O't Yr ij . •orl:t 
1)2" 150 105 17} 179 182 1a1 179 

60 66 
: 

)6 70 107 100 'U 1~ 19~7 !~ ~ 77 u n lOll 101 U'- 100 ,, 62 91 ll 92 

=~ 
92 i? ll 97 97 } 0 95 

1n 
90 

l i • 57 65 76 
01 

~t l 1 • ~t 07 t~ n 1~ 1l~ ~~~ I~ 11)9 h9" 17r.-• 20)• 202" 209" 227" 96 1"" 1 }· ~ 71 72 75 
~:.!S!!t1f~ .V.! "" ~6 22 1~~ ~ 61 ~ ~i n *; 19 l ~~ 6& 91 56 

.2 
~ t\ ~ ~; •9 ii H 

.. fl ~ 
60 61 61 

19 6o ,. ll 82 71 89 a• 6) 
'0 .: 59 if a& ~ .~1 19)9 99" 107" 1)6• 1)2* lOlt• 106• 
9• 97 6) 6& 71 75 

~1t£9.~ - 70 - 5 - 65 -)1 J -72 -176 -2· -12 7 1} -io -18 -· ) ·31 -95 -i9 ·"1 
_., - }9 -·1 -'4 _., -•> ·39 ·37 ->• -)~ 8 -19 -> • 9 • 12 -~. .i. ~ 6 _,. 

-67 
0 23 "' -. -1 -15 -t; - 10 -~ ·1 0 2 1~ 6 

19)9 53" ) SO 
-8 11 21 9 5-\• : 0 0 0 2 I 7 12 15 19 2) 

X..t'l,_ 4it-U.!!, 
, .. : 

61 ~ 91 72 •6 6s • n 76 ~: 72 n 70 71 : J~ 7' 7' 7' 
19~7 7) 7" S1 u 82 Tl 77 J~ 71 72 D u 7~ J~ u 
19 ' ;~ 76 ;2. 51 ~ 36 : 7• 75 u 77 r• 79 tl 

&5 89 95 a, 90 9fi• : 62 .. ... 85 " &9 &9 90 90 90 
1))) , . , . 82• &)• 

""'•" ott 
u 29 1) 17 ~i 22 11 26 n a u 7 19 : 18 19 19 19 11 19 15 19 19 

~ 
IS 20 

11 7 1S 20 22 15 29 ~i 20 21 ;~ r.· 20 20 20 20 22 u 26 >7 r, ~: 42 
1~ 6 ~~. u. ~- ~;. ~-

. ; 
1 9 

82 ss 71 71 "' 51 56 61 .) •7 70 6S 

m.-rer; ... 
19~~ 9 i~ 1~1 u l 111 7 ~~ 

,., 
l~ 6 ~~ ' ra ~ ~~ 61 61 6' 6' ~~ 65 6' t: t; 

9 1 9 124 9 160 7 1 : .. 68 70 10 ~ " m; ~~ i~· i~~- 6 h~ 10 15 144 65 7 l ~: 70 70 66 .. •• .a •• •• ., 69 ., 
A.ll 2U'Itt~ 

.a• •• 
19 6 171 1)6 'F 152 1)1 935 5J9 296 212 248 21~ 184 : 296 291 292 ~~ 269 ... .. , 292 297 ~ m .. , 
19F 195 194 

f62 
190 171 205 222 136 176 2<>" 16o 15£ : 212 m 200 192 190 190 IS7 16) liS 

19 • m. i~ m. 202 222 199 195 151 18} 1 .. 17 • : 166 185 lS} IS) 1 .. l6o IU 1 .. h9 1•7 1e1 
1))9 166• 179" 155• : 

!Oi'i: · -""bt l"'f"'U.reaent. and bOOililupl"S t.randt>u to ~r1nt ac.cOI.lnu u .oludd. 5onu• l nchdei in '"it otS<lr* on tlll.t• of il0n1t cattt;'J., .nd ebieob ,_,a, .t.vio~o~iturai 
• 14 tnolude t C~d1l7 Cre4lt orporat.lon. ~•t aocovntl I&OlUdl to•••~nt ~~an•aotlont. •egatl•~ ft~•• 4~note •••-•• 

0
· or.4tts • 

• £tt.l~t•• • • r .. port.ed to Acoou.nt• and U.pos ltt 'o7 Y&r10UI Oepart~nt• tn4 acenc1••• u.oe•ber 19)5. 

Deoe:~'oer (Bl)k-D) 
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Cumulative Caeb Uet1o1t, Expendlturea and Reoelpte 
r1oc•l year end1ng June }0, 1939 

(Dollar f1gureo 1n a1111ono) 

July .lug. Sept. Oot. llov • Dec. Jan . reb. liar. .Apr • lla1 Juno 

c~parlton ot tatlaatet 

01ab detlolt 
bee. e1tlaate $265• $)760 Jli)OO S&7-• tl, 066• n. na 81,955 J2,la7 $2,802 ~).4&2 •4.906 t4,~a No•. • 265• 376" 4)00 6lf 1 ,~5 1,56~ 2,1117 2, 19 },027 3.679 ,070 4, 7 Oot. • 265• 376" 4JQO 1,0 1, 2 1,~ 2,~1 2, 787 },169 ),&22 4,147 4,580 Sept . • 2or J76" iJ: 1,1a9 1,~1 1, 5 2, 6 2,801 ),172 ),801 ~.16l 4,551 July 29 534 1,255 1, 7 1,850 2,)8) 2,695 },0}4 3.659 4,0) 4,508 

Oa1b •!2endl \uret 
Dec. euiaatt b}9" 1,}a}• 2,205• ),044• ) .757" 4,764 5,66} i:~~ 7.~t1 '·12~ 9,~ 10,~10 Nov. • &39" 1,J8)• 2, 20; },041:. . z.918 4,922 5.SJIO 7. 7 a, o 9, 10, 59 Oot. • 639" 1,)83• 2,20 3,161 ,044 5,o6o ~·971 6,8 7,&7) 8,819 9. 10,552 Sept. 639" t:~r 2,350 },280 4,125 5.12i .005 6,a52 7.~} a.zal 9.(U 10,~ JulJ • us 2,361 3.261 4,083 5,06 5,911 6,705 7,65) a, 1 9, 10, 

Ca1h reoelfl:i.. 
bee . •• te )74• 1,007" 1, 775• 2,1700 2,0,1• },426 J,lj,a 4,14l • • 769 5,041 5,4)1 5.972 Mo• .. • }74• 1,007- 1,175" 2, 1700 2 ,6~ }.}59 } , } 4,11 • . 740 z.o2~ 5, 4}6 r72 Oot. • J7b 1 ,00?- 1,11r 2,097 2,5 } .}0} } ,600 .11 ,0~1 ··~ . 99 5 ... 22 . 972 Sept. )74• 1 ,00]'- 1,u 2 ,()91 z.,t• },274 }.579 a. ,o 1 4 , 1 4,9&2 5.-20 .972 July • 389 91} 1, 3 2 ,006 2, 1 },211 3.528 4,0 ) 4,649 4,955 s.•oa 5.972 

Perc~nt1ge Devlatlon. Cuaulatl•e Actual troo .July EtUa.alla 

Caab. ddl olt -lo-.; -}0:' -3~ -)0:1 3. 

Cat b expenditure• - 7 -. - 7 - 6 - a 

Caab NCf'lJ)\1 - - +10 • 5 • a • 9 

Note: Eapenl lturf't 11 r• oorted to Accountt and Oepo• ltt b7 t he Y&rlout departmtnta and ageno1et, •~clu4lftC dtbl retlre~ent ant bookkteplng t rantftrl t o truat aoeountt . Rtotlptt • • ehown ln 8u4&e t lu.aatton, .Jult 19}8 , plua truat accountt. 
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21 1 

C\L,ulatl•e r•deral tx.,endlturea. b7 Cla .. sa 
rucal ,.,.,,. encU.ng Jutte '}0, 1939 

(Dollar tlc;ul'tl tn a1.111one) 

~lUI , f J•Jl7 A"'!o Sf pt . : Cct ; ::o •. IXf)fii\.Ut~ : 0 
; Dee. Jan. Feb. Iii Jr. Ap.r. ..,. June 

:oanar1SOI\ Ot £at1aatea l orlta P~g. A'!!!l. 
bee. ut1a~ote -!!JZ• 3b5• .c~s9- '-'7b.o• •961• tl ,159 S1,}50 

·~ : ~~ t1,712 U , 852 . 1. 96> 12,116 !1?V, • 1]2• J05· 559' 706• 961 1 ,155 1,}50 1,727 1,864 1,994 2,119 Oct. 172• J65' 559' 749 939 1,129 1,}19 1 , ~9 1 .695 1 ,8~7 1,992 2,120 '•rt· uz• 365' 5JO 105 580 1 , 0~ 1,2}0 1, 5 1.m 1,7 1 1,9}5 2,107 Ju y 170 ,110 510 680 650 1,0 1,190 1,}60 I, 1,716 1,890 2,062 
Other pub. •~rka 

bee. utlaattt 7•• lol• 259' 'T ~5&1• ~ 786 960 1,16} 1. ,.5 1, u4 1,601 Jfov. . 76• 16t• ~9· 2f • 524 866 1,o4i 1,2}8 1, 2J 1, i 1,au Oct. 16' 161• 9' m 756 926 1,10 1,281 1,458 1,m 1,8 s.e. 76' 161 • '29 ~& SJ5 1,'l07 1,1~ 1,3£5 1,495 1, l,8l; Ju 1 90 219 '5} 7ti2 922 1,0 1,Z J 1,}73 1,561 1.7 
,hTlC..al t~&ral al4 

04c. ••tlt:aate o9' 11}· 2Jo• , .. II.Jt• 528 6Z7 7J' 670 1,002 l ,to6 1,212 tAo•. • 69' 17J' z;6• }}4' 'U 53} 640 ~ ffl 1,022 1,12} 1,227 ~ct. 89' 17)' 2}0· '~? ' , 587 69Z 1,069 1,1~ 1,24$ S.ot. 39' 17}. Zo} ~}2 4 568 670 780 91Z 1,0}9 1,1 1,211 Julr 4& 1JJ Z::<; 452 56} 674 773 902 1,0}0 1,113 1.192 
Moon. Vtn. Co!]!:. 

tJCo. uhute • o7• - 75• - ... - ,,. - ,._. 20 1) 117 158 19& 2)6 Z72 lJOY. - 67 · - 75' - 64 • - 1'4)• 4 51 
1r; 

1) 7 

m m 2}9 270 Cel.. - o7 • - 75' .... u 29 72 158 2~9 291 s .. ot. 07• - 75. - ~I 12 1~ 1'1 
Hz 178 2'8 2 7 295 J •aly 33 - a '0 oa 146 216 i!72 )00 3~8 

::11t' 1. <le renae 
"Deo. • •Uaatl'!: •9· 16«• 2b7• }57' ~~~(I· 542 

~· 72, &19 ~12 994 1,0~t No• . . S9• 11!4' 26r )57 ' 44& 541 63~ 72 au 9\0 99\ l .o Oct. 89' 11!4' 26 • }~9 ~~ 543 726 820 9\\ 991 1,073 '•f'· &9' 1114' 277 
~ Ms 73'1 328 919 ;~ 1.082 Ju 1 90 180 270 566 450 6}1 722 312 90} l,OtA. 

Truat. eecta. 
bie. n u::u.te 71• 15o• 2J4• J05• Jol..• -~2 500 ~ 

.,. 
~u 759 ti21 lbY . • n· 156· 2"'' )05' }35 • 1 

~~ 68' 
=~ 

90Z Oe t. n• 156' 2}11• }1} 391 '68 616 634 7 1 907 loi'l)t. 71' 156· 2}3 
~~ }91 '615 ~ 609 679 m ti21 &92 Jvl7 71 1}1 200 }22 '79 '95 558 67' 7}2 

Al \ ot"l~r 
~Httnate 1'0!" -19' n•· 962' I,I~J• J .•06 l,o9} 1,695 2, 21? z,r.97 2,o&lo ~,ou Jlo• . . 209' 1n9• 71,. 9~· 1,160 1,'&7 1,716 1,9ZO z.~ 2,520 2,707 ,0}4 Oet. 2?9' ll.tl)• n~· 9S5 1,171 1.505 1,737 1,9}9 2,26o 

2.r7 2,722 },050 ,..'l)t. 209' 4t1• 7lill \,015 1,20 

··~ '·7u 1,970 2,m 2 , Sl 2,771 },102 Jul7 2'19 452 79' 1,?69 1,266 1, )0 l,S 2,077 2, I 2, 99 2.907 ),)}} 

PPrc:ttntase DeYiatl0~ 1 :u,ula t1Ye ActU8l froa Jull Ettla.tee 
t or;c• Pl"'g. Adrt. • 1~ • 7/o 10,. • I'!." • 1J~ 

Cth~r ~ub . ~rkt 1,; - 26 27 27 ) U 

Atrt cultural &ld • 8·5 }0 5 • - 5 - RAc,on. 
''" · Corp. 

•• .. .. .. • • 
M•t 1 1. dlfen•• 1 . 2 0 
Tnut • cctt. 0 • 19 17 • 22 • 1} 
All ot~r 16 - 1 10 - 10 - 10 
f ot e : t.u .. t .. as reportri to l c:eou.nt t ana Dioonu 67 U\e •ar1ocaa dipart!litfttl ai'\4 acencin . 

Debt retlre~ftt ~ ~kkeeotn3 t~natert to trut t a ccount• exelu4~4. AgT1c~lt~r.l a14 
tooluclet ~1\J' : re4.H Corporauon. '''"' a ecOWlt nPf:~dlturoet u clu4e tnnet!lieftt 
tranaaet1>nt . l~gatt•e 4ollar ttrure• de note exe••• ?! eredtts . 

• Actual l&peft41tur ... .. 
(l)SQ!Itatl.)ft •ulA&:len 4u• to u e•n or ON 41tt . 

Deoe•'b,.,. (11}2·D) Regraded Unclassified



CHART : COTTON HEL D BY U. S , GOVERN?LE:NT 

These f i gures include ell cotto n (soots end futures) 
hel rl by Government egenciee , both co t ton owned by the Gove rn
me nt POd t~ t held e e security Rge l ne t l oans, nl ue cot ton 
hr lcl by lending egenciee on whi ch the Oovem nent blle PMumed 
11Pb11 i ty • 

The lates t figure i s t~t for December 29, 19JS, whi ch 
i ncludes ~ . 791 , 56~ bele e 9ledged eg~inst notes held by the 
Co~·~dlty Credit Cor nor ation under va rious loPns of this end 
~r1or yeerA , and 5, 755,086 balee held by lendi ng agencies 
~ith contrect to our chpee, on which li.Pbility i s eseumed by 
the Oovern~ent, making e total o f 10,576 ,650 bales. 

By yee r e , the f i.guree include cot t on held by the f ollow
i ng ~~encies (in pddi t i on t o orivete lendi ng e~enci es menti oned 
•"ove) : 

10?'1 : 

1930: 

1°31 : 

1~3? : 

1<>33 : 

Cotton CooDe reti vee , under lo~ne from t he Ferm BoArd. 

Cotton Coooer F>t ives , under l oonA f r om F11rn1 BoRr d 11 nd 
Cotton Steb111zs tion Coroor l't ion. 

BI0'1le 

SPme, olue seed loans . 

Cotton :oooaretivee, Cotton Steb111ze~1on Coroor!'tion, 
FPr'1l Credit Admlnistretion, Agricultural AdJustmen t 
Admlnletr~tlon , end C0'1l'1l0d1ty Credit CoroorPt1on. 

1~3~ : Agricultur a l AdJustment Ad'1l1n1e t rPtion (ProducerA ' 
Pool cotton) end Com~odity Credit Coroorpt1on . 

1?3~ to 1935 , i nclusi ve : Commodity Credit Cor oor nt1on. 

Regraded Unclassified



COTTON HBL D BY U.S . GO VB RNMBNT 

Inchtdea eottoo Held Aa"alnat LoaiY 

8oiH ........ 
II ~~-~-t--t-----+---l---1------I-------L-J- II 

10 ~~--r---+-+---+--~-+-__,L-_J_-L_J 10 
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lit 4061' "'"· Delaaol 

I Des •o aeltao•l•• ,....,P, of 
70UI' leU•• of Dee•Mr 11. 

Ae :r• atoabWCU:r bow, !Qo. Dalllel 
w. Bell le AeUq DtNO'- of tbe 1114pt. 
In t bte oaOMlt:r be le 411'ee'l.J NIIPOM1-.le 
t o t be ,.ree14ell'· I, theN f ore • _.., 
t hat U 10u ~MelN -... lel1° • ..m- ae 
O.JN\1 CoJII)\roller of \be o.rreno:r \bat :r• . 
t ake the .. \tflr up • 1 tb the PNat.Aell\. 

SlaoeNl.J 10UI'• • 

Konorable Pree\on ~ . Delanoo 

il oc:mtrollel' o f tbe C\1~1· 
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December 21, 1938 

I()' dear llr. Secretary: 

Confinaing our phone conversatioa of 
aoce few days ago, ~Y I esk your coaaideratioa 
of llr . Dalliel Yl. Bell for a ppoint..ent t o the posi
Uoa of Deputy C001ptr oller of the Curreacy to fUl 
tho vacancy caused by the resignation of llr. 
Opregard. 

Very sincerely yours , 

Comptroller of the Currency 

The l!onorable, 
The Secretary of the Treasury, 
Yluhin&ton, D.C. 
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Deoellber ;51 , 19;58 

~1 dear 14r. S\lmaon1 

It ~ .. k1n4 of you to wri t e a e a bout 
t h e ore<U \ to China. I ha·re been confident 
that our courae waa the rlgbt one, but 1\ h 
none \he leaa bea.rhn1ng to haYa rq opinion 
oont1~ed b7 one t or whose Judgment I baTe 
the greatas\ respect. 

I abould be happy t o ban a t a lk w1tb 
you and 1r0uld be del1p;bted 1f you could han 
lunoh with ~e at the Treaeury on your next 
'f1.11 t t o Washington. 

I aa p lanning to go awa7 t or a ehort 
rest on ~onday , but will b e here oont1nuoualy 
after January 18th. 

W1ah1nc you a Tery happy New Year, I 
rer.tAin 

Yours sincerel y, 

Hon. Henry L. S\1eaon, 
;)2 Liberty Street, 
••• Yortt, N. lC. 

- '-2 
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December 27, 1938, 

Personal 

Hon. Henry ¥orgenthau, Jr., 
Secretary of the Treasury 
Washington, D. C. ' 

Dear Mr. Secretary: 

At this time when you may be receiving criticism 

as to the action or the Export-Import Bank in making the loan 

of $25,000 ,000 to China, I think you are entitled to the strong 

support or those citizens who believe that that action was wise 

and necessary. I am one or those . 

I have been told confidentially that you have read 

~y book on "The Far Eastern Crisis". It so, from the views 

which I expressed in that book you probably already understand 

why I am cheered at your action and thoroughly approve ot it. 

In the book I said (at p . 91): 

" The future or the ll'ar East will be very largely 
dominated by the future or the four hundred fifty 
million people or Chinese blood. For several 
centuries Eastern Asia has owed its character 
mainly to the peaceful traditions or this great 
a gricultural nation. If the character or China 
should be r evolutionized and through exploitation 
should become militaristic and aggressive, not 
only Asia but the reet or the world must tremble." 

The possible danger to ourselves which I then foresaw 

has now become more imminent. 
Possibly we are at the very crisis 

or such a history today. 
The Ch!nese government arter en heroic 
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struggle has been driven from her capitals or Nanking and 

Hankow,and her eastern seacoast is being blockaded, If by 

these reverses she should become appalled at the prospect 

or the long hardships involved in sustaining a guerrilla 

werrare which now confronts her and should accept a surrender 

to Japan under the mediation or Germany, Japan would undoubtedly 

seek to carry through the economic and military transformation 

or Chine which her tenetical militarists have long had in view. 

While I still believe the t Japan will ul t ime tely rail in the 

accomplishment or her full aims and be driven out or most or 

China, that would involve a long end very difficult period for 

the United States which lies nearer to the trouble and its 

repercussions than any other great power except Russia. 

I know from my correspondence that the Chinese 

have telt bitterly disappointed that Japan should have been 

allowed to draw es she has so much or her raw ~terials rraa 

our nationals. Therefore I believe that this loan coming at 

a most critical and opportune time will be a great encouragement 

to her government and I hope a discouragement to the military 

faction Which now controls Japan. I am very glad that you 

have done it. 1 hope the t it w1 11 be the r irst or a consistent 

policy or friendly encouragement to Chi na which may go far to 

save her morels. 
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December 31, 1938. 

Dear llr. Chao 

I approo1ate4 &roatly your fr1eD4ly letter 
of Deooabor ll• t all I tbu.k you f or the soo.t 
whb .. it ocmta1Ao4. 

It -. a IIOilroo ot roal crat1t1oat1on to 
• to be able to ocatribute e-~ to at ...,cth
•nil>& tho &004 rol atiaa.o b otwHo> <Nr OCNatri ... 

You a.;y be ueuro4 of wtt oont1n .. 4 &ood 
wiebee f or you. your people an4 your &OHmMIIt . 
I wllh tor t hea m 4 you a brighter an4 happier 
low Year. 

I 
leo rotary of tbe Trouury. 

Mr. 1 . J'. Cbon. 
Tbe Aabull&tlor • 
Parle .t.YWDUO on4 &let Stroot. 
1., Tori<. J .T. 

"sent to c::. r1ton llot el 
on l nst ruct i ons o£ N. II . Ch:.uncey" 

locH. 
1/3 

' • 
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v ~ d( 
<Jfte Ambassador 

I>ARK AVENUE 

s+tt TO sa~r aT-.En e 

N E W YORK ........ _ .. _ ... ,, •.... _ ·--·-·-··-· 

\ 
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PARAPHRASE OF Tii:LEG!Wl RECEIV£D 

•ROU : American Embassy, Rio de Janeiro 

DATE: December 31 , noon, 1938 

!W .: 299 

Reference my 297 of December 23 , neon. 

I'am i nformed by t he Director of £xchange that the 

~k of Brazil will close exchange for maturi t ies and 

daily quotas from liovem'ber 24 t o liovember 30 i ncl usive 

during the week 0~ January a. 
The ffiarked i mprovement i n the Bank's exc~se posi

t ion, ae contrasted with January 1, 1938 , i s very 

encouraging to the Direct or of Exchange. He r-ays , bow

-aver , that due to the heavy Govel·nment oomm i tments for 

armaments, a conservative policy in exchange matters must 

oe conti nued by the Bank. He still has confidence that 

it will be possible for the Bank to avoi d a t hird frozen 

credi t situat ion . 
At the close of the year the Bank's credit posit ion 

in compensation marks approximated 10,000 , 000 marks . 

1'1111 you please i nform Commerce · 

SOOTTEt: 

228 
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DIM 2 II' :u, 1t:l8 

rq dear IIJ>, .. 11••• 

I wleb 'ba' J o• toaul4 lnfoN 

llr, AueU• C. a.,.._ , "-Pioan Ooneul 

a\ Aan«ooa, 'ba' 1 -. P&ftlelllarlf 

pleaee4 wttb ble LeUer llo, lat, ... 

1 bope \1\a' ba w1ll eonu- • o eellll 

ua •• 11eetu1 lntorwa,loa. 

Olnoerel,f Joure, 

Hon. Ou.ner Wellee, 

"-'1 " tr aeerekr7 ot s tate. 

I 

• 
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TR!PLlCA.TE 
-
IS·~;u'[, c•·N' 0 

AIUIUCJJI C~J L.:' u ' l \ l ~ tj 

,.,..,...., au., O.oeabu 1, 11~. 

S!£1tUz goant,.,ltl• 

Tho HOIIOh'blo 

Tho Seoro'-rJ of S\o11o, 

WuiWIC\0&• 

SU' I 

I llan \ho ~~Nor to repon \ha\ a. c. u.u, llbo .. 

OaK roa4a "OlU.r '2B&1Mor o f PU'bl10 Worb, Jruoo, C1TU 

.JI&laMI' of \ll.o Laasuo o f NoU ou oUoobo4 110 NaU oaol. 

on.,_, of c11.1a0~ , uri To4 1a U0J16ooa oa NoTamber 26th 

.nor ll.o'fiac tnTelo4 oTor 1111.o aow 1110110r 1'0&4 ia '!\uUieJI 

rz-~ 110 1111.0 fl'Oa111or, .-4 O'for \be OOIUlOOUac 

~ 1a ~ tz- 1111.0 'boNV to thO roilii.Oe4 at LaahiOo 

Ho roporWd oa orriTel bora \ha11 bO bo4 .do t bo 1'004 

Jo~&rao7 117 Ml' 1a ou 4o7o, 11ba11 n wollU aow llo pOoai'blo 

tor \ftU. 11o s•11 11ll.rouab 110 Y\IDallfll oYer 11bo CbiAOoo 

11.1__,, u4 11ba11 1111.0 KU11ltai-fl'Oil\1er o\ro\ob of roo4 1a 

~ _. oUll oao of \ bo won11 oooUoao. wo.rlt U o111ll 

1a Pl'Oih•• oa 11M lliiDA o14o, 1111.• l'Oa4 fro. LUII.iO 110 

lliUo, 'fio KU11ltai, lloiac olo_.. 110 traft10 41U'1N tho 4AY-

Uao, r... 6 ••• 1le 6 P••• 
111 1o oa14 1111.o11 LlD&OltiiU' w-s .do \ho iaapoOUOil ot 

:nM toolllU•• at \llo s..aakaO• of tlle o~oo ao~'· 
Bo •• t11e IJb'•••• n,:r-a•11oUTOo aow 1a Peer• .-4 

..u.a •' 11M ))Of_.. DOpe.rt~Ma' ot 1111.• auaa oo•aa n11. 
118 
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Bo loft ~ Bao1 oa ...,allu 11\h. 

Wbilo 1a P••a•ma \he Preaeh eD&laoor 1a41oa\ o4 \o 

AUrloaa oU oa.p~ repreau\&Una la\or oa\114 1a \he 

po•1'111ll'7 or euppqtaa upbaU tvr au.rteola& \ he an 

J'Oe4 ia Ch1lla \he\ 1\ woul.4 110\ be poaai bl.o \o bl oolt \he 

J'O ... tor pormaua\ wrtoolll& operuUou 4ur1na 'Cho per1o4 

or -rpaq aiUPMa\o ot nr aahrlala, u4 \he\ i ho 

oaq 1la7 or lt:Mplq i \ 1a eoa41 Uoa tor tnttlo woul.4 be 

\o 114To \hDilaiiA4a or - aTaile'blo \o repoU anJ 4ulaa• 

ao aooa ae i\ ooourro4. 

R!f! Hgytt t J?"c 1a Ro •• 

A abor\ \lae 'b;~tore LIOU1tllll' uauz v onl od OT8I' \ho 

a ow ~ roo4 \ he jourao7 waa made by Joe ~. D. ChoW, 

Wbo ropr o..u\o \ho Chiaooo TraTul Aaaoo1o\1oa aa4 who to 

1a nanpoa. Bo 11kow1oo \ranlo4 'b7 ear, IN\ hie oar 

lla4 \o be ..rr1114 ai'O\UI4 ooTural lan4al lf.oo, whioh wore 

'bda& aloare4 •Will• He \ook oi:doaa 4&78 \ o make \he 

\rip, IN\ l:lo opaa\ par\ ot \ ho\ \ l.mo lOOki .. tor aaUo

tae\ol')' a1 ho tor rod b.ouaoo, oix or whioh are plaaDHo 

U 10 os;p .. \it4 \o JUke - &l'J'IUIC-h wi \h ihO oU 

1a\eroo\o \ho\ are &iTa tho ooaooNioa iO OllpPlJ p oo

llao w \%'l&eka &Ill. o\IIU' 1110\or Toh1oloo oa \he aow 1'0 ... 

tor \he -\ruo\toa u4 1181a\-oo or \he reo\ IIOI&.M•• 
n o ~ ou o-paar, UA1U4, \U srutoh ooaoora 

whioh pro4U8oa u4 ror1a .. JIOO\ ot \he BIDIIl po\rolollll, 

la ooekUIC \he -••loa, aa i a alaO \hO ~Yo

Oil ooapaaJ, \he oal7 .&aorloiiA oU ooapaJil J181awta1 .. 

otrlo• 1a ....... It 1a ooi4 \ho\ 'l'o L, SOoaa, vo\hor-
lae 
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in-law ot ~ Chiaac Y.a1-ahek ... - 1e •1ll i ' ,.., a.. R R•DI'f'Y'8, 

taYOra \ he 81'1Ueh ooape•J ee a .matter ot pol1o7, ~ 

t ho ox\r.ael7 ll.m1to4 aa4 ottan tmpoeaible aooomoodotioaa 

ot emaU Oh1Ae.. lima are 110• t o bet touncl. alo~~e t hu new 

roa4. 

Tho SOU\bwea\ern Traneporuuon COJIIPIUll' , which tomer-

17 oparah4 1A 110118 Ko~~g 1a oonDnUon with the ahlpamt 

to Chiaa &114 t he 41atr1buUoe t Mro ot war wppl1ea , eJ14 

t or ohioh T . L. SOOll& 1a aouna , baa l eoeo4 u ODUH tloor 

ot • bu1141ll8 a\ '11 Lena :l\ No\, li&JigOOD, t1a ottioaa, eJI4 

will booo ohara• ot ahip .. Dte ot oar mat erial• through 

llUnla ancl. Y\IAilaJl to YUJlllAl1tll, encl. d1etr1 butlon tram t ho\ 

11: ia Wldaretood t hat t he company will ban to 

bo r oa1et.,r o4 1n :eurca 1n orcl.er to op>~roto t hd propoaed 

mo tor-truapor\ aaroiou , t'rolll t ho r o1lhoa4 at Lnahio e.D4 

t ho I rraoacl.47 R1oor por\ at Bbaao to tba Cb1neae troDtiar. 

llip!l'!l-oll suppl1u !!!!4!!\o 

n 1e rol1abl7 atoto4 t hat .. at111ote4 ro'luirenenh 

tor war purpoa•• ot gaaollne an4 uiaael oil 1n cb1Deao 

or,u to be wppUo4 throueb Y'IIJinaiU'U are 680 , v00 gaUou 

montbl7 or t he tormor ond 12, OQO borrola monthly ot tho 

unloea par\ ot t bie oaD bo obt u1no4 oo~r tho 

I'ronoh re1lwa)' trom Ua1phoD8, all ot tbe auppliee will 

han w be eb1ppo4 trom or t hrough !)1.mla o Tba ,.t inated 

piiOU..Ile ne...do4 r opr •aaDta about '15 porooa\ 
Quu tl t y ot 

1\ 1e UDder-
ot the entire mon'hl7 oonau=ptioa 1a DuZC&• 

owo& \be' \be aum•h 011 CODpal\7, UAU o4, llll4 
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s tall4ari-'fa- OU OM,pa'IJ ue M~~pn1tora tol' -~ 

ecn'UlAC tile oU ~pUea, aM that u Ula ·-· ... - .. eea I II 

a:t 11 ••••~ tile II.IPPll .. wUl be 4ra'llll ~ nt1Ml'1 .. 

1ll ~""· 
A l'epn-tat1n fit tile CIU.aiH C•Val eoaU'ol 0111oo 

a1N1oa tol' L1qu1t J'l&ela, whlell -•a ICIIl\rob \he \J'II.e 

1a a1Ael'el o1~ fol' oi'IUIIIl')' uaee, 11 expMto4 hen rrca 

Roa& "-- w1 nu a r- c1a:t1. 

~~~~'• SOOIIS baa alleno4 hen \be\ appro:id.JIIUlJ •,ooo 

.otor trueltl an aTallallla \o lila ~11.117 tor aowr trua

pOr\ 1a -~u- u au, a4 \ be\ 1,000 truokl ooul4 ba 

aacla n uUallle tol' \ba \raaapOn ot nr uhr1ala p ... IJI& 

I t 11 1nd1oate4 b¥ 1 a.-bar of 

the Oeaal'el wewra orsaa1aat1oa a \ JllllallaJ wbo 1a now 1ll 

Rnpoa the\ 300 trueltl are w be 4al1nn4 d \1111 pan. 

The ~ueat1oa or \lla • •'•lll1abaaA' ot a GaDaral ~wra 

Ul•blJ pl.u.t 1ll RU&ooa 11 w be e:aaine4 tur\1111' by a 

npnaantd1'n at Qd IOAIII!l do 1a ~II& W R•npoe 

~ HOA6 ~· 'l'ha t eat \b¥t the B&n& 11&1'11»\ woul4 DOt 

Jla~Utt oper atioaa attal' na wu--Uae 4.-n4 t ol' truU.. 

1ll O!t.1lla •4•4, ... 'Ill aapaa1t7 aDo4 relati'fl pro:l1a1\J 

ot tile 111•b1J plant at a-MJo an 1114 to be aou14e.

aUcaa ....... \Ill aa\alllialla .. t of a plaat ban. 

t &IIEeO "'!oR a! pops. 
• ldtel' r aa lln4 ~~era tl'oa B. '1. oourUa (41apo\all 

-· ~. at av .... 1f, 1 .. 1. writ~,_ rr ... 

1..,._..,.1 • ...,.."" u, 1938, 1111 nat 1t 11aa ..-
4111.41& 
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,lror ut'\ Pl.aDu1'ao~urllla OoiiiPen.Y, l'odorAl lAo., u , :;, ••• " 

/'J rapor~ad 1ll \bo 4oopa\ob UDder rot'10ronoo , tho aqu1pmon~ 

ror morl¥ 1ll \laO bJ t ho - PIIAl at Tlankow, China, wb1o.b 1o 

DOW at 1!011& Y-01160 will be oh1ppo4 to t ho ono ot tho now 

Tbo ooop llllJ 1o oono14or1na t ho opon111G or Gil 

ot r ioo 1n RaAgPOn. ::r. Oourlio wi .U return to RIIJI600A 

w1 thin Y t'n day a, aooocapon1od by C, ITo I'Unt r , c.n .n uriOGil 

a oab.-r ot \ ho orge.QizaUoa. 

TO I ll'tOoUauh TJ'eda i•oodb1l1 U ot. 

TO 1n•ooUgate tho pooa1b1l1t1ua of \rude b<, t WM!l 

Bul'NI o.nol Cb1nu ao o r uoul.t ot t ho opening ot the now 100 tor 

road , a trattlo ott1o1 al. of t he ~rmo hs1l wlt1• und a rupr o

oontot l•o of s t ool sro\boro an4 COUpOA7 0 L1a1t - 4, t ho 

larp ot aoro iiJltllo oonoorn in ~. hu'tu left tor Yunnantu, 

onr t ho now rood, and will ben a ailU&rY ~aoort pro

'11484 by \ bo Cb1noao Oo'turnceat. Tho llopa 1a t llllt 1\ 

will be pooa1 ble to a hip Ch1nfiiO procluo \ o troa \ be ift\or1-

or, 1nolu41ng tuns oil, wol trum, ond un, to roro i sn mar

keto o'tor t ba now road and throUGh ~mo, and t lwt !3\U'IIIA 

r1oo an4 ooMO ot bor procluot a oun bo ~rkot 4 1n Cb1na• 

noop• otrullJ youro, 

].Utin c. Br.tr 
NWJr i oaA CoDAl 

01atr1buUoJu 
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TREASURY DEPARTMENT 

INT'Dt omc& COMMU NICAnON 

To SecT. llorcont.bn 

"oo" • . s. BacUer 

........ O.C.ber 31, 1938 

llt1 .'!"S!!BI PROll'l' 01 m 1'!WSURI llLL Olll!!lJ9 

1'ht ''"lllEl ylll •k.t • ptt prpfl t gf a 077 ou the $ 100 '722,000 

TrtaaurJ bill \andere accepted 7ta\erda7. .lbout 191- of \ht aceopwcl. 

blcl.o wort a\ par &lld \he btl&DCt of aca• $ 81,000,000 wore at al1chtl7 

aboft par . .la a rtl'l11 \ \ha !r•nl'7 '11'111 be paid an •••rlll:e amllllll rat e 

of pr •l,. of 0.0023 ~ on \hh laru. 
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SEcrEtary of Stat£ , 

Washington. 

237 

PLAIN 

London 

DatEd DEcEmbE r 311 1938 

REc 1 d 12:45 p. m. 

1479 , DECE~btr 31, 5 P• m. 

FOR TREASURY FRO!i BUTTER\'IORTH . 

ThE statEmEnt of thE position of thE ExchangE Equali

zation account issuEd for publication this morning shows 

a loss in thE six months pEriod Ending SEptEmbEr 30th of 

20 , 862
1
000 ouncES of gold which, it' computtd at dlrs 

930. 170.000 thE holdinGs of 
35 an ouncE , totals dlrs 
thE account totallEd 21 . 684 . 000 ounCES on SEptEmbEr 30th 

and thosE of thE IssuE Dtpartmtnt or thE Bank of England 

76 ,844 . 000 ouncts, making a grand total of 98. 528,000 which, 

if computEd at dlrs 35 pEr ouncE, amounttd to dlrs 

3 , 448, 480, 000·, For prEViOUS fiGUrES SEE my 578, JunE 30, 

6 P• m.', 814 , ~tcEmbEr 30, 1937 , 9 P• m. and 412, J unE 28, 
... . 

1937 1 7 P• m, .1 

ThE London financial prESS in gEntral plays down thE 

gold lossES as much as thE facts ptrmit ; no doubt at th£ 

suggEstion of th£ British authoritiEs . ?or 
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2- #1479, ?rom London, DEc. 31, 5p . m. 

For example the TWES par ticularly emphasizes tha t , 

"It will bE noticed that thE SeptEmbEr 30 holding, while 

substantially r educEd in c omparieon with the high levels 

at wh ich it stood in !.!arch last and in September, 1937, 

is still approximately the same as it wa s in !!arch , 1937, 

before thE lnr~E scale influx of ~unds to London began. 

The fac t tha t the accounts gol d holding declined h eavily 

durin(; thE six ~onths :Jarch- Scpt t mbtr and has undoubtedly 

sufferEd some fur t h er encroachmEnt since September 30 neEd 

not blind us to the f act t hat total gold reserves arc still 

at a very satisfactor y fieurt jude;td by thE standards of 

past years . " 

ThE FINJ.<ICIAL TIMeS EntitlES its Editorial , "Reassur-

ing gold stat~cnt", and emphasizes the augocntation in 

gol d resources since 1932 whEn thE account was established. 

Even thE Fif'.A!.CIAL 1\E',qS states , "The most volatilE of 

the foreign balances has now left London, and the fundnmcntnl 

position of sterling on tradE a ccount now seems considerably 

heal tier than it was a few months a.t;o , for our own trade 

balancE is improving and i t is difficult to believe that 

American figures will continue to show thE same large 

the 

cr.port 
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3- #1479 , From London, Dec. 3l, So. m. 

export sur pluses now t ha t the peak of the export season 

has been passed" . However, the Editorial dots point out 

that, "In spite of a ll this it still seems doubtful whethEr 

thE authorities wert wise to miss the opportuni~y afforded 

by the s easonal increase in the fiduciary issue of trans

ferring some additional gold to the exchange account. ~ne 

rEcEnt crisis showed clearly Enough how easily a substan

tial sold stock may evaporate within o. few weeks . " 

Incidentally the FINIINCIIIL I·!EWS estimates the gold 

losses since SE?ttmbcr 30 ut only 50 million; it will be 

interesting o.nd not unimportant whether the mar ket will 

accent this figure as a reasonable estimate . 

Et.iB 
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:ll~Jr: 
sumner 
\Vellee : 

W: 

'I'.;Jr : 

W: 

!'::.rr : 

"'' 
'!::.rr: 

.. ,. .. . 
::.:.Jr : 

::::.rr: 

.... .. . 

V.' : 

"tlJr: 

"r • ... 
'f,.rJr: 

~. 

P.ello , 

!'ell:> . 

Sumner? 

Good morni ng , Henry. 

P.ow ere you? 

Fine. 

240 
December 31, 1938. 
10:10 a . c . 

Sumner, I don ' t kno~ whether ~ayne Tayl or showed vou 
the telegra~ I got ~rom Sou:a Costa in rt1ch he hA& 
ae';:ed ue ..,hethe r 'f!P r ?uldn ' t ee!'ld. a c:>uple e::;:>erto 
~own there 

:•o , he hae not. 

WeJl, th i s is wbPt I ~i&h you ' d t oink :> ver -- 1!'1 view 
of the l etter whl.:~ you wrot~ r.tc - - I don ' t kr.~r., 
a r:eok ago - - mo· :>•·n f ee lin;; 1e tha t I' d ll'te to h~> ve 
Souza Coeta come up o~~ eoe me. I ' m not go1n~ to ~enn 
any experts oo•m there, en<\ I r:1sh you ' d •.hlnk 1L vver , 
because •t:e ere get.Une no wher e ~e far as --

Yes . 

Ae far as --

\'lell as I told y :>u, ! bRVI' l:e"n ho;:e:'ul for the !~st 
thre~ or :-our deyE t :> hPVP. s chance to ~alk t:> you en~ 
to sh:>w ;;ou :.he methode I have. 

~nd 

I ' r.t leavi ng town U0 nday ni ght. 

You • re l eav lng? 

Yes . I ' m goi ng eway untll the fif t eent.h of J anunr y . 

l!o nday night ? 

Yee . ~onday sftern,on. 

Well, coul d ! see you somet i me ~onday afternoon? 

J.h -- yes. 
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I"Ul you - -

I'm go tns to be 1\t t he Treasury. 

At the office. 

Yes . 

241 

r ine . ',1ell, G1!,:>;>oee ! dro l ln to see you ab,ut rour 
~·clock, would that eult vou? 

~· -- ••en "ant to l ~ t 1t EO that ThAt's tc' 1~•e. I I • •t 

Too late? 

Yes. 

T~rec ~'uld be al l ri~t. 

All rlg_~t , I ' ll drop in ~t ~he of~~~e at thre' J ' ClJck 
:.!c:1day pfterno)n . 

Right. Will you glve ecrlJus conE-11\er atlon tJ this? 

Ye 8, I alrc!ldY have been . 

I know, but your thought lo 
.;oeen ' t hc l 9 oe any . 

Yes • 

see~ 

11n~ that'£ - - that 

Tha; 1e QY thouoht , bec~uce that ~eane getting &JQtt~lng 
done. With the other man Y'U w'n't get rnyt~int ~one. 
"ell -- &h - - you <!.o -- Y·'U do agree ··~ J\l(;!:t tJ brlr>~ 
~ Jmet>od.~; up here, 1t they ' 11 come? 

~at? 

I think so, yes . 

Uh-huh. ~!ell , el' 
In other rorde lf we e end anyone d,~n there lt 'u~~t 
t o be ~s e ree~lt of co~•~'\Y C)Qlr.s her~. 

-vell r - - lt 1S ueeleer to tht' -:reae·rry "' sen~ 11ny~od;! 
ther e s t tb1e t1Qe. 
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Yes. 

I t hoiJ6ht. you' d be amuced. ! got a glowing t.elegra:l 
rro::~ Dr. Suarez , the L!1n1s t er or F!n9.nce or i!exl co, 
w1sh1ng ~ c~untry hap~1ness, etc. I th- usht that 
would er.mze you. 

Fi ne. 

H9.ppy Ne..- Year to y ou nnd your --

:;a_~~y ::l'!1 Ye~r to y ou , 'tenry , •nd t o your fe.n1ly. 

Thank ;:)u, and I' 11 look f ) noar<! to see lr.s ;·ou . 

'"cc , I'll -- I'll be ln three ~ 'cl)clo: ::0 nday eftern?on. 

Cood byP 

Good bye . 

\ 
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HliJr: Hello. 

243 
Dececber 31, 1939. 
10:53 a.o. 

Operator: Secr etary Woodring. Go ahead. 

::r:Jr: Hello. 
H11rry 
Woodring : Hello, Henry. 

:r :JJ•: Ar e you a t your office , 

W: 

!'..:Jr: 

"' • .. 
::: :Jr : 

'II : 

;:::Jr : 

•rr . " . 

::::Jr: 

"I: 

u::Jr: 

. ,,, 
u::Jr: 

.. ,. 

-. 

:ro, I ' m at hoce. It. d Jesn ' t. oe<e any difference , I ' m 
all there . 

iiarry - - !!.h 
it -- ah 
the C.ate ::.f 
see? 

Yes. 

-- t.hie is t he eit.U9Li~n as I und~ret.~nd 
the F'J•ench cistion hep.c cF.bled. b• c% ~ivins 
t h e ~oerible df: Hvery <:>'f the v1-ri >ue .ll '< nl'f , 

:row , t hey don 't o<n:>w yet •1htother t.hey t•Fnt. th~ t D~ut'l"e 
B- 7 or not , see? 

Yes . 

:>n account. of the de l ay in t.he deli very . 

Yee . 

So , they 1 :•e e ~ tis fie<! ::>ver t.l:e ,-e~,o;;f:n<' th~ t they cAn 
go Pnc1 eee t h e :·,.rtin, rhich is, l t !: ink I ' !:> c~rrect 
t!lltt 1t 1 s all righ t ri t!l y<:>u )e::.ole . 

Abe::J l ut.ely. 

;nd they alsJ lu·e c::>ns i derlne e ~urt.1s, : t::,ln~ t :te: 
cP 11 1 t t.be t h 1r t.y-&1x --

Yes , Curtis th1rty-e1x. 

Ah __ •rh l ch the;: el1·ea6y h~ ve a hunr red on >rder. 

Yes . 

See? 

l'r..- huh . 

th t 'hE.t new !)ne "1th t.h• 
T>e v doubt whether ey .-an • ~ 
-~lieon ~otor, becAuse t h ey c Enlt get d~livery . l et 

enouc;b .:m tha t. 

Yee. 
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v e •, th!i.t 'e rt(;h t •. 

And they r.my bP eatlGfi ed l'ltth t~et , e-n~ the~· m~:: be 
t P.tlsfle~ "'ith the '.:1•rt l s P-;36. 

Yet . 

. ~:-:"" !.f t.hPt' r t.!le C"~e, the:l - tt.kc it cver:,·~~d,y in t !:lo 
A.- oy w~ul~ :,e ha.>i>:l . 

:: e s , gran<! . 

Is tha t right? 

xe~ , tha t's rlght. ,... " 1 '.:>c ~f., :>Y '"' the nhcr 1r 1t 
wo!'i:e >ut . Sr.t1s f r ctory t? .all of •>P . 

'"e ll , t.!J &t ' s t."'l c- ,,.,.y 8'111 ntP!'1\,S , E' n:1 ! 10 t,) heor rr~m 

th pm :;:)nc!ay. 

\Th~n "J you ,, l a n on lePvlne:., " enry? "!eren 't ~·ou £?1ng 
a.v ~y n~xt ·.~cek? 

I ' o ;;.o1n& ::ond11,.v n1r.ht tot fiv e ot· six ? ' cl ~c:t. 

'.'h- huh . 
boy~ t.:l 

t' t hee 

~ell, ~r. the meant ime, ! tola -- : t~l1 t h • 
be ree.~y t.:> co ">VPr 1:. , s LRnr by E-.!1~ r e ~:>:"t 
As t~e:' r. ere re'l~:, t o r,;:> ~~ ::a!"t:!.n~. 

'11E: ll, ! t.ol-i t hem yest,.r<'l'y c.r.:l I - - Pn:l I "~n · t ··.n~" 
d:ctoor t hey rent t?cl ry ~r not, : di ~n't ltn?.-. 

Yee . 

Eu~ , then-- I ' ! l Just ~t~nr. by ~ntll! heAr f r ?M y ou 
:.:onday . 

Th'l t • a r1g.ht . 

Anything tha t you hear. 

:7111 you be avti.il.Able l:on<hcy? 

Ye$ . Yes , :•11 be avAi l able . Y~u cay t ave to ~~~ch 
me here At t he bouse --
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Yes, ! mean -- but :1ou P re - -

'.'1~ '- 1 , as l ong 'e th'~t 'e t he slt·;•tl :m , t hen : t :> l d :11m 
this, t hat - - ah -- lf I - - !f t !:Py va n t ~J c:>nt lnue 
·em t ": ls th i ne tl:ey ' vA J us t gn t? e;1vc me )•~bllcHy . 

Yes • 

I d?n 1 t mean ~e . ~ut I mer n the mis~~?n . 

v e-; . :ro.,. L.)Uis J ohns:>n y eat e!'day in dl s cuee lnE t h l o 
t hln;; ":"ented tJ /.OJ~ l f he h Ed czy ,:>erml s•!Jn t.J ~l•c-uet 
~~t~ you the -- ~~ - the ~act tl:ft someJn~ ~r-s t:>li 
?-.lo t b . t. ther e 1 3 P. -- ~> ;>rlva t e ~anutsc -- ,lcr fuce 
manufs cturer 'JVCr !:er < , ~ F'reno'•.2£r. , WhJ l E l. B.l~ lOf • • 
v 1~ 1t ln~ all :.!:e 1-lar.tF 1:1." ir ti<U: ln;: b.)ut etts':ll ~ cl:
inr; - - bu1ld1ns !• ..,lt•nt. here t n t h1e c?untry. 

I don ' t ·:n ~•· a ny t h i ns ~bou;. t.hr t.. 

I d?n ' t. knJw e ith er , but t hen he b?ks ··~t h s•tep l ctJn 
o n lt a nCI wl'n ted t? '.tn ?•" l.f lt '"'- S ;.11 l' l .;.l-):. tor :O, i m t J 
t e l k t? yo:.1 a bo ut l.t , and ! eal cl , '1'7h,:r c crt td.:l l J· t.t•lk 
t o hir.l 'lbOut lt 1f )IOU " r n t t J. ':'e l l 1-) la: ll:"tyt,H n: y:>•~ 
y•ant to /.n~w a nCl :n;lthlnr, ;·o u ihlnl<. he ~'Jf'h L t~ ltno11 ." 
So hP mny cRl1 you t o1ey, ~eceu~P I t c l ni. he rq l ~ ho 
wet; g:>inz t.? call you t. ?~I'Y <n1 tPll 'J""J. >bJnt 1 1. , ro 
! 1 m Just l.cllin? ;·ou •·h~t 1t !c ; I d or. 't kn Jv• ~r.yt.h lnf" 
ab:>!.lt 1 t. 

"1"e ll, he o u s t ::Clv "' call~~ t.he ?!'"e5' !de~ t. 
?rts!....:ent ;J..'"':!et~ y:)u t.?l"' ~!':e ?rc£ t.rer.t. 
theJ:l t.\l SI;.:J t h'-t. v.JflOf)r. h &C. cP:l~d ~~c; . 

Ye£ . 

Rn.1 t~ ~ .. , t.'lc 
I ·~:1.rl ~rt r. "'~t! 

And t.ol-i : i!:l VbJnt 1.h e : en ct. 1:;,~151!'1~ a , l r nt. hC:"P , 

1.r.c the ?reelr'ent ea l rt t .,ere W"-G n"t h!r.:; u .,l t. 
1 

So 
tha t ' s e.ll I ' ve heA~ ·•bJu t lt -- ••ha t t h P r os.cent 
tolcl me y este r clay . 

Ye s. 'Hell , I t h ink oaybe -- ah - - ther e l e s ~o ot:~ l:"lG 
t J t l:e !"act t ha t th1S manufAc turer ie t slk1:1£; t bout 
b"J.lldinb 8 ~lRnt here . ~ether he ie 5010~ t ~ .)r 0) ~ , 
! ~ ::>n ' t ?' .... "'let'· , P :1 >4 --

Yes. 

3eca use t.~~e 6rJU9 Pr e ~Jing on~v -- nr. - - ~h~t ~~ tel l 

them theJ" ca n d n . 
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That ' s right. 

See? 

But he has some -- ho ' e su~picious or -- about th i s 
man in some way, he wante~ t o give you the information 
and he aeked me if it ~ae all right, and I said oPr
tR1nly. 

God, I can 't be .r~sJQneible for f i fty o ! l lion Frenchmen. 

Well, i~ you could you ' ll be -- you wouldn 1 t lest very 
long. 

!!o. "~ell, now -- I t h ink over the week~nd. a' a ell 
right. 

All right. 

And ne 'll see - - the nex t move is u~ to t~eQ t? tell ua 
- - tre:: ' ve got all the l nror:::>ti?n bFcl: now and t he 
nPYt thin¢ i s f or t~eo to sny in vie•1 of the ~.eli very 
dat t ·:;hat ~.,.. t hey want. 

~ee . All r1gh t , '-'Pnry . ! ' 11 s t and by. 

Thank you ve ry much. 

Good bye . 
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247 
December 31, 1938. 
2:10p . m. 

Operator: !Jr. Knoke . 

Hl:Jr : o. K. 

0 : Go ahead . 

Hl tJr: Hello. 
A. IV. 
Knoke : Hello. 

"!~!Jr: Hello, Knoke? 

K: ~. Secretary? 

H::.rr: Yes. 

K: ::e.y ! just interrupt. l )nf' en"ugll t.:> w1eh you ,. ;>roaO)er
ous and successful ne~ year> 

._~ 'Jr: 

K: 

K: 

"( : 

l!: :Jr: 

K: 

HJ:Jr: 

K: 

H: iJr : 

K: 

Hl :Jr: 

!( : 

i-~lJr: 

~ell , that's terribly nice of you. ! ~ish you the 
saoe and many more of t.hem. 

Thank you, sir. 

I had nothing. They j us t. SRid tha t you ?rented to talk 
to me . Is tha t yrh~t you v•8nted t:> say? 

'fbat'e all I Y!P.nt.ed to say. 

"lell, h:m nice . ThPt'e very nice indeed. 

You kno~ we've hP~ r ather an active day t h is uorning . 

! !mow. You've 
again. 

And the franc ! 

And the fra nc? 

you 've been gacblin£ in the )Ound 

There were twenty-three million f r ance offered. 

Oh, for heaven sakes ! 

At the -- ten minutes befor e t he c l ose . 

Golly ! Who d i e\ that? 

The French-American Banking Cor;>ore.tion, but I could n't 
fino out just -- it r l'e a n order trom PPrie. 

Uh- huh. 
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Probably or no coneequenc P, but one of theee late 
t h ings that c~ce on an emp ty market. 

I see . \'/ell, listen, I -- I ho:)e t ha t the pound isn ' t 
go ing to behave as badly as the.i• are forecasting . 

'"ell, 1 t can't be a he e.,> much worse than t hey are 
forec e.sting . 

Uo. I t h ink the;; sre very elll'' ~<bout 1t. 

Well , d i 1 you see t oday ' e figures or t he f und? 

"!ell , I Just -- I h~< ven ' t hed a chance. l!o . 

That 's r eally-- t hat ' s tro hundrec mil l ion worse then 
• e hac figured here . 

0h , reelly• 

Yeeh . 

I see. Po, I ' ll h11 ve t o bolt E> t it. Ho"" much d i cl tb ey 
l ose ln s i x months? 

They l os t seven hundred and t hirty ml.llion dollars . 

In ho• long? 

I n six months . 

<ell, the~· gave ue a figure here secretly )f ov~r et>ven 
hundred mil ' ion . They gave ue t hat figure . 

Yes, I see . 

so r e k:ne" t hat. 

·•e ll -- I see. Well , ••e heel in 'ur cr lculH.i:>ne t11f,ured 
a b out five hundr ed and fltty. 

They grv~ us a figure of ove r seven hundred . 

Uh - huh. 

Well, let • 8 hope t hat nex t year •·ill be no worse than 
t his. 

well, l et me also wish you a pleasant stay do~ south. 

I __ I a . .>prec1ate all the he l p , Knoke , you 've tt lven - e 
t h i s las t y eP.r . 

not a t all, s i r. 
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Well, good luck. 

Gvod luck. Thank you , sir. 

Goocl bye. 

~49 
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?.50 December 31, 1938. 
3: 57 ;> . c . 

H!:Jr: Hello. 

Operator: Ur . J ackson. 

l<J!.Jr : 1-!e llo. 
Robert 
J~okeon: He llo . 

Hl.lJr: Bob? 

J: Yes . 

HIJJr: Henry talking . 

J : Yes, how e re you t. o<le.,v • 

If. :Jr: !"1ne. 

J : Ho .. i s Herman? 

H.!Jr: Well , I s a•• him t.il i e 1norn1ng , Sob , ami , whi l e he' s been 
getting bette r ever y day , he ' s a :>ret ty s ick man . 

J : Tbe.t' s V'h~ t I unde r s t and . 

!-! .. :Jr: But the Doctor s Btl<! he ' s 1mpr ovint; ever.v tiny . 

J : I s uppos e he ' s pret ty 1m;>at1ent to? 

H!:Jr: "!ell, of course , they o<eep hi:~ w1<i er th e influence of 
drugs so t hr. t. the:; kee , .~ 1m quieted nor.n , but .he,v to l d 
me t h i s c:>rning thf.t he c oesn ' t r.n:>w. He Just ~nln.ts 

~e 's !P i ne to 'oe there a cou.?le :> f days core. They sa:; 
the eerlles' he C?uld be back is slx con ths . Ah --
Bob - - ~ello7 can you beer me? 

J : Yes . 

H:~r: Are you a t your offi ce or a t your t ome? 

J : At t.be office . 

HI!Jr: 

J : 

I'.:!Jr: 

J: 

Oh ! Well, I ' m g?ing t o -- I a sked 
over a ncl eee .vou on Tuesoay , see? 
t.e nt d ocument tha t i nvolves t he -
there , see? Hello? 

ves . 

Ed Fol ey t o come 
There ' s a ver y impor 
s:>oP ,>er eonnel over 

And befor e I send 1t I -- I - - I ' d l11te ::our -- your 
a dvice, eee? HPl lo7 
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So E<i •ri ll lo::>k y::>u u;> ::>n '!'ueedt>y , i t t !l•t. ' r =r eeFble t::l y::>u. 

Yes. "iell, I ' ll hAve ~o be ln cJur·t. )n TufS • :, el - 
ah -- i f he doern ' t fin~. u.e ne t•e : •11 ce Jver • t. r.t 
o ::>urt. 

''rell , will you be ~rJund ¥~e ll , ne ' l- Jut=t. .. '-\( .,, -
he ' 11 have to ''Rl ~ until it ' s c :>nv~~:i e ro t. f lr :nu t. .• t. ' • 
all. 

•ell, I ' ll see h i m wheneve r it ie 

Yes. "!ell, I -- I -- >"e c •. n wa lL <lllt. U : ~u 11 re :···~-- . 
If it. isn ' t TuesCEy it. ti!l oe ecneH·f: , .t t. • :-: ' ;. 
~ant. "' le~ i~ 6::l Ju t ~l~il you 've seen l~. 

All r i ght . TnP ~ ' e fin e . 

I Juet , .. E.n t. i..:l let you ~tnOYl -- aft et· ,vJu 've ~ee .. 1t. 
may r&nt. t.::l tao<e 1t home Pn<' •tw';- i~ ;l:lu-Fetf . 

Yes . Al l r i g ht . 

But I •··::>uld B;loweo1a te your informal advice. 

All r i ght, I ' ll bP f l Pd t ? f ive it. 

~h~nk you so much . 

All right . 

I rant ;:.:> w1Eh you IUld your fB.l:lily P ver :: he_;J;: :.e• 
year . 

~ell, thano< you very ouch, and t he eac e ~' Yl U. 

':'hank you. 

The chi ldren have b e en havinr:; a gres~ t ime, I •'lef F. 

Oh, yes. 

All righ~. 

Good bye. 

Gooa bye. 

.. . 
--~ 
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