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Agrioulture
See Cotton
Appointments and Resignatiuns
u‘ﬂmﬂr, ;i?'IT'I H
Whether or not resignation was effective April lst
discussed at 9:30 meeting - 4/11/38...c00000nvsss CXVIII

=B =

Bank for International Settlements
Cochran resuméd of meeting - 4/12/38
Bank Supervision
See Federal Deposit Insurance Corporation
Banking Legislation
See Berle, Adolph
Berle, Adolph
Confers with Taylor and Ransom on exlisting financlal
ﬂituﬂtiﬂn = Lfl{ja....;------ EsEsEEEEES
a) Railroad situation thoroughly reviewed -

4/6/38
Budget

Bell statement of receipts and expenditures for first
nine months of fiscal years 1936, 1937, and 1938 -
US"’EE----I#.!! (EE X TR N

Bell memorandum on estimated financial requirements
for next fifteen months, together with assumptions
fﬂ!" fiﬂﬁﬂl yau:' l?ﬂ-g-:’.,f‘?fBﬂ....... ------- EEAREREE

At conference with FDR on 1939 relief appropriation,
HMJr reveals his opinion that revenue will fall
below the estimate by $900 million and that
additional expenditures, excluding any lending and
pump priming expenditures, will increase 1939 deficit
to 3,509,000,0{!) —M,EE.” ---------- Trrrr

Tentative estimate of revenues and receipts for fiscal
year 1939 if Federal Reserve Board index of
industrial production for calendar year 1938 averages
85, 80, and 75, respectively - 4/12/38.......

a) Copy of memorandum left with FDR....cseessss e
Business Conditions

See also Berle, Adolph

Trend in "international-competitive-position® -

White MWWHWBE.".““"-“ ----- sEasmsssanE

Senator Pat Harrison's speech: "The Revenue Measure
lmﬂ'uﬂin.ﬂﬂ. *“3;33 FEEEE RS TIE RN

Report of Special Committee to study emergency and
long-term credit requirements of large and small
business emterprises sent to FDR by Taylor - 4/4/38. .

a) Jones, Ransom, James Roosevelt, and Taylor
econcur in recommendatlions
b) Douglas submits additional comments....ssssesss .




- B - (Continued)

Business Conditions (Continued)

Haag memorandum on business situation for week
Nﬂiﬂ( uﬂasitii R GIFIII

See Taylor memoranda, 4/6/38, pages 176,181

HWr's program as rorkld out at Sea Island, Georgia -
w{s‘as'-"".'-" LA R AR B E R EEERENEEERERERERN]

Bell memorandum on estimated financial requirements fur
next fifteen months, together with assumptioms for
fisoal year 1939 = 4/7/38.cccscssscssssssoscnssssssss

"Is inoreased Government spending necessary for business

_ recovery?" - Haas memorandum - 4/8/38

"Should the Government initiate a recovery progm nu‘l?"
Fhite memorandum — 4/B/38...cccsscsssssssssssnsssnssns

"Does the present business situation call for a program
for recovery, and if so, what should the program be?®
Ihit& mm - Mgf_aaotliilotllr

"fhat is the present business situstion and what are
the prospects?" - White memorandum - 4/8/38

HiJr's memorandum concerning Administration's future
policies prepered on train from Sea Island, Georgla,
for use in conference with FIR - 4/10/38

a) Discussed at 9:30 meeting - 4/12/38

1) Conference to be held with FDR; those to
be present include HWIr, Bell, James Roosevelt,
and Hopkinsg; HWIr worried because plans have
advanced so far and Treasury has not bean
umnﬂt'dilII.II.Ii.I.ti..".i'itiiiii‘l"!i

2) HWr tells 9:30 group FDR has divided advisers
into three groups and HWJr is ineluded with
the group which thinks conditions are about
to Improve.sssssssssssntssnnsansssnnnnnsnnns

Haas memorandum on business situation for week ending
&f‘?fjs_ m—l}‘!as.'.!‘l..".'liﬁﬂil"‘lliﬁilf'

Conference with FDR; present: Senators Barkley, Glass,
Byrnes, and MoEellar; Congressmen Rayburn, Taylor,
Cannon, and Woodrum; HMJr, Hopkins, James Roosevelt,
md Bﬁll - Muf"jsi.i.iIiii.iiIlil.ti‘iii.biiii.iiiiii

FIR's proposed "recovery message":

See Oliphant memorandum, page 327
" TWallace recovery plan, page 331
" conference between Treasury, Federal Reserve,
Agriculture, Commerce, Reconstruction Finance
Corporation, and James Roosevelt, concern
proposed action in mometary fleld, 4/12/38, page 343
a) HUJr tells Japes Roosevelt "now that he knows
program at last, he will decide whether or not
he can finance it" sessssanBRRREN
b) Eccles' later suggestions
¢) Taylor memorandum: "no originality and not
sufficient appeal to guarantee success" -
Taylor's reaction to program described at
luncheon conferentO.essssssssssssssnssnnnsssssss




- B - (Continued)
Book

Business Conditions (Continued)
HiJr's statemente on recesslon: resumd ofc.cvesssnnnnns CIVIII
Tentative estimate of revemues and receipte for fiseal
year 1939 if Federal Reserve Board index of industrial
production for calendar year 1938 averages 85, 80, and
TS, rl!p&ﬂbiﬂl}'- Maallloli!i!i!--q----t---t-til
a) Copy of memorandum left with FDR

S

Cement
See Housling
Chine
Current United States trade with Japam and China -
H&f FEANENNE RN RN RN EE R R RN AL
Civilian Conservation Corpe
See conference with FDR regarding 1939 relief appropriation -
ﬂ....‘.'. IIIIIIII AR dEFaE SR Ew
Commonwealth and Southern Corporation
See Tennessee Valley Authority
Comptroller of Currency
See Appointments and Resignations: J.F.T. O'Connor
Cottom
Report on new uses for cotton presented by Cotton Textile
Inatlt-uhu—}.;"'lfjﬁ EEAF SRR AR TIii L

=F =

Excess Reserves
Fhite memorandum: "Shall excess reserves be increased,
and 1f BO, hm'_Af?f}siiilliliiliiili'ili!i! ----- aEEw
Discussed at luncheon meeting in HMJr's office; present:
representatives of Treasury, Federal Reserve,
Agriculture, Commerce, Reconstruction Finance
Corporation, and James Roosevelt - 4/12/38.....

-F -

Federal Deposit Insurance Corporation
Crowley letter explaining revision of "certain steps with
respect to bank supervision" - 4/12/38.
Federal Housing Administration
See Housing
France
See also Stabilization
Daladier cabinet as presented 4/10/3B....cccsscsescsccncns
a) Butterworth reports British reaction - 4/11/38B...cess

Page

349

383
390




Glass, Carter (Senator, Virginia)

See Revenue Revision
Gold

See Spain
Government Bond Market

anhhud “m- WB'E-----'--I---!-- lllllllll LR EHIII
Great Britain

See also Stabilization

Close of financial year shows budget surplus as opposed

to defiecit in 1936-1937 - 4/1/38...0vvnves

o

Harrison, Pat (Senator, Mississippi)
Speech: "The Revenue Measure and Business" - 4/3/38....
Housing
Report on Federal Housing Administration insuring
operations for corresponding periods in 1937 and
1938 = 218/ 38 cavesrnnss N
Cemant:

Oliphant reports on check made of all Procurement
invitationg sent to cement manufacturers covering
requirements for all Government activities from
Hﬁy 1l to A-uguﬂt- 31, 1933--!-1.1.-1.14!---' ----------

Oliphant reports on certain changes instituted by
Procurement Division, effective April 1st,
with respect to construction conmtracts....

S,
Interstate Commerce Commission
See Rajlroads
g
Japan
Current United States trade with Japan and China -
Mﬁfaailliiili!iili!ii!ll! ---------- aEEERERRRREREREN
=M =

Mexico
White resumd of situation - 4/1/38.

-0 =

0'Connor, J.F.T.
See Appointments and Resignations




Program, Administrative (Future)
See also Business Conditions
FIR'e proposed "recovery message":
See Oliphant memorandum, page 327
" Wallace recovery plan, page 331
"  gonference between representatives of Treasury,
Federal Reserve, Agriculture, Commerce,
Reconstruction Finance Corporation, and James
Roosevelt, concerning proposed action in
monetary field, 4/12/38, page 343
a) HWr tells James Roosevelt "now that he
knows program at last, he will decide
whether or not he can finance it"
b] Ezcles' later ﬂuggﬂﬂtiﬂns ssssssns
¢) Teylor memorandum: "no originality and not
pufficient appeal to guarantee success" -
Taylor's reaction to program described at
luncheon conference..
Public Works Administration
Ickes asks to borrow Foley in connectlion with FDR's
request for a draft of legislation - 4/11/38.......
Purchasing, Government
0liphant reports on certain changes instituted by
Procurement Division, effective April lst, with
respect to construction contracts

-B -

Railroads
See Transportation, Department of
FDR's message to Congress concerning Interstate Commerce
Emiﬂaj.on rapor*h-g’.,-f"llfﬂﬁ...uu EaEEEREES
Refugees
HWr (from Sea Island, Georgia) consults Welles about
progress of plﬂ.nﬂ - Mﬁfjsliiiii TR R R R
Reorganization
See discussion at 9:30 meeting, 4/11/38, page 282
Farley reaction to attitude on the Hill
Revenue Revision
Senator Pat Harrison's speech: "The Revenue Measure and
Buginesga" - Ma;a‘aliii!iii sEEssssTREESERRR RS
Cohen draft of Presidential message concerning taxation
of income derived from Federal, State, and munioipal
bonds, and Federal, State, and municipal salaries -

Mﬁ 38"'I"ll|lnrrln|'111-l-l-i---iiitiiliioulllilili-!iill
a) Cohen memorandum stating his reasons for supporting
amendment (Glass) mentioned above - 4/7/38.ccseesss
b) Magill memorandum to FDR stating reasons for
Tmm pﬂli‘him—Wfﬂ-ﬂ.”.......-..u-----u---




- R - (Continued)

Revenue Revision (Continued)

Letter from HMJr to FOR asking for appointment for
himgelf and Megill to discuss position FDR wishes
Treasury to take since bill passed by Senate last
Saturday end now in conference does not carry out
prineiples thus far advocated by Treasury at FDR's
rﬂq‘lmat - 4}"12!3811 e ssss CEXVIII

a) FDR sets conference with HMJr and Magill and
asks for "letter that can be understood by
man on the street, giving history of capital
gaine and surplus tax" - 4/11/38......... el

Federal-State Tax Coordination: Possibilities of
immediate action with respect to - (Shoup memorandum) -
.4;]1!33. L -

Conference; present: FDR, HMJr, and Magill - 4/12/38...
a) Draft of proposed letter to Chairmen of Waye and
Means Committee and Senate Finance Committee
Copy of second draft of proposed letter including

FDR's suggested changes

Magill's second draft sassssbans Base e b i
Final copy as sent to White House after 4/12/38
conference there

Early and James Roosevelt endeavor to prevent FDR
from signing.

Spain
Cochran reports on story regarding Spanish gold - 4/8/38..
Stabilization
France:
Blum confides in Cochran financiel proposals to be
presented to Chamber in the immediate future - 4/3/38..
HWr instructs Taylor to transmit to Blum, through
Cochren, United States plan by which banks voluntarily
report every week under Federal Reserve supervision -
A AR e v mat s THRLGETE A 57
a) Copy of message t0 COCHTAN. . v.uerensnencssnnnns ihe 64,72,86,88
99,107,108
b) Taylor informs HMJr (at Sea Island, Georgia) of
the Blum plﬂ-ﬂﬁ 'Affhf"jat wewa “ew
¢) Cochren informed Blum not optimistic concerning
passage of measures by Parliament; fairly wide
range of measures included, however, some of which
he believes any succeeding government must adopt -
"'hl’?‘fjs""' LN R ] I R T R R R R R R
d) Cochran reports Blum financisl program passed by
Gﬂhiﬂ.ﬂt and b? Gﬂmﬂ of "111131‘-3!‘! - -&,"‘Msalll "
e) Cochran reports on interview with Blum - 4/5/38...
1) HWr orders copy sent to FDR
f) Butterworth reports on British press comment on
Blum proposals - 4/5/38...... A - SR 120,185
Statements by HWJr
HMJr's statements on recession: resume' of 349




Taxation
See Revenue Revision
Tax-exempt Securities and Salaries
Sge Revenue Revision
Tennessee Valley Authority
See Berle memorandum, 4/1/38, page 16
a) Wallace conversation with Taylor indicates that
he and Berle have conferred on this problem -
Mﬁfﬂsliiiirilihlllt -------- EEEE AN e &
Trensportetion, Department of
HWJr (from Sea Island, Georgla) tranmsmits to FDR
draft of message to Congress and a bill to esteblish -
4}"5!381-!!0! AR Ew
a) Taylor tells HMJr Berle agrees on this point of
vlew but does not believe plan politically
possible at this time - 4/6/38...0cvvencnnnss 5

P | foll

Unemployment Relief

See also Buginess Condit ions

Ross memorandum on status - 4/5/38.......

Conference with FDR; present: Senators Barkley, Glass,
Byrnes, and McKellar; Congressmen Rayburn, Taylor,
Cannon, and Woodrum; HMJr, Hopkins, James Roosevelt,
and Bﬁll -Mll‘r'}jslitlli w

a) Wallace tells HMJr later that James Roosevelt
has just told him that another $300 million
has been added to the $1,250,000,000 -
MHKBB ------ R R R R R e EETRER]

=i

Works Progress Administration
See Unemployment Relief




THE COTTON-TEXTILE INSTITUTE, Inc.
320 BroADpwAYy, New YoRr

April 1, 1938.

NOTE
We feel that you will be interested in know-
ing of the combined efforte being made to dispose of
the cotton surplus and from a long-range point of

view to stimulate en incressed consumption of cottom.

These activities are an expansion of promotional work

carried on for ten yeare by the Cotto ™ Textile In-
gtitute which inspired the Atlenta Cotton Conference
of liarch 3 last, resulting in orgsnization of the Cot-
ton Consumption Council.

C.K., Everett,
lianrger, New Uses Bection.

o n
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BULLETIN

National Association of Food Chains
726 Jacksom Place, Washington, D. C.

: National 8732
E. G. Yon?‘;."Brmrr Grocery Ca,
L. W, CoLs, Chalrman JouW A. Lociw, Erecutive Viee Presidemt

VOLUME V MARCH 19, 1938

T0 THE MEMBERS:

"BUY COTTON — SAVE MONEY — SPEED RECOVERY": This is the slogan adopted by the
Cotton Institute as a key to the nation-wide program being sponsored to meet the
cotton surplus emergency. Chain food stores should play an important part in
this program.

I. Here is the situation:

The 1937 cotton crop was the largest ever COTTON WEEK
harvested — 18,750,000 bales.

MAY 30 — JUNE 4
More than twelve million people — one out
of ten persons in the United States — — LET'S MAEE IT ENOWN -
depend directly or indirectly on cotton
for their livelihood.

Cotton is the country's largest factory industry.

Prosperous cotton is a key to prosperous agriculture —
Impoverished agriculture means impoverished business.

What the chain food stores can do:

Chain food stores have already demonstrated in twenty nation-wide campaigns
for the removal of agricultural surpluses how farmers can be served by the
cooperation of organized mass distributors. This same technique so success-
fully employed to sell beef, lamb, grapefruit, apples, eggs, and many other
products can and will be applied to the sale of cotton and cotton products.
Here is an agricultural commodity of primary concern to the entire South as

well as being a key to prosperity in the nation. Here are some suggestions
outlining how chain food stores can serve 0Old

King Cotton in an effective manner:

FOOD CHAINS SELL COTTON 1. Use a special "box" in your regular advertis-
ing for the purpose of

1/2 Billion square
a. Calling attention to cotton and to Cotton

yards of cotton used Week: May 30 - June 4.

annually in packaging b. Outlining the size of the cotton crop and
the problem faced by growers.

grocery merchandise.
Urging purchase and use of more cotton and
- LET'S USE MDRE - cotton products.

(OVER)




g wear & small

e
2. Have all store employe {r coat lapels.

" n of cotton on the
TI:].-;: may be available at quantity

prices.

gt up special window displays, in-
cluding:

Food items packaged in cotton —
sugar, salt, flour, ete.

Cotton seed oil products — oils,
shortenings, mayonnaises, etc.

Grocery items of cotton —
Fopa,

Where practicable, put a bale of
cotton in store window or borrow
cotton garments or other articles

of cotron from your neighboring
variety or other type of chain store.

The attention-getting value of a window
of this sort displayed in conjunction
with banners and window stickers featur-
ing Cotton Week will be tremendous.

Store contests. Individual member com-
panies may wish to consider offering
prizes for the most unique window dis-
plays or for the best percentage sales
increase in goods packaged in cotton
and cotton products.

Some companies which use premiums are
considering giving cotton luncheon sets,
aprons, etc. as premiumg during the
period climaxing with Cotton Week.

Food chain executives are acquainted

with the procedure of farmer-congsumep
campaigns, and some of them Plan to call
on executives of gther types of chai

tell them of the manner in which t.]'mmj ©
agricultura] Program has been conducted
and the services which have been rendered

and can contimue :
agricul ture, to be made available tg

Publicize to consumars the
safety, security, ang gene

COTTON CONSUMPTION COUNCIL

Commissioners of Agriculture:

Hon. Harry D. Wilson, La.,
Hon. Columbus Roberts, Ga.

Cotton Growers:

N. C. Williamson, Pres.,
American Cotton Cooperative
hssn., New Orleans; Charles
G. Henry, Gen.-Mgr., Mid-
South Cotton Growers' Assn.,

Memphis.

Cotton Manufacturers and
Merchants:

Dr. C. T. Murchison, Pres.,
Cotton Textile Institute,
N. I.; Robert T. Stevens,
Pres., J. P. Stevens & Co.,
N. I, Chas. K. E'Vﬁrﬂtlt!;
Cotton Textile Institute.

Distribute rat

General Merchandi sing Chains:

John P. Nichols, Acting
Managing Director, Institute
of Distribution, N.Y¥.; Fred
Griffiths, Sec., National
Assn. of Chain Drug Stores.

Food Chains:

John A. Logan, Executive
Vice President, National
Assn. of Food Chains; C. B.
Denman, Agricultural Counsel,
National Assn, of Food
Chains, Washington, D. C.

II_____-_-_———

re-use value gf cot
ral satisfactign of zzztpackaﬂﬂ: emphasizing

on bags,




oluma V p. 3 March 19, 1938

1I. What other chains have done will do:

E

1. Thirty-nine enthusiastic telegrams have been sent by variety and mail
order chains pledging wholehearted support to the cotton sales program.
These types of chains plan to put on the most umusual and spectacular
sales in their history - advertising, unique window and store displays,
extraordinary effort and cooperation from all sales personnel, etc.
Cotton goods sales by chains normally exceed $600,000,000 annually.
They will seek to break all records.

2. Drug and shoe chains have assured full co—operation. Shoe chains use
tremendous amounts of cotton in shoe "findings" and "linings".

3. All types of chain store distributors plan to cooperate fully in publi-
cizing cotton, featuring cotton and cotton products, and promoting the
success of this nation-wide campaign. With 37,000 chain food stores and
more than 25,000 other types of chain outlets featuring cotton through-
out the country, it is reasonable to expect that thousands of other
stores will join in the COTTON PARADE.

Cotton Week features:

The Cotton Industry is preparing to produce thousands of three-color posters
(red, white, and blue, size 12" by 18") for use by retall merchants over the
entire country in calling attention to cotton values and to Cotton Week as
the "high point" in the program to sell more cotton. Cotton Week, scheduled
for May 30 - June 4, is the "high point" of the campaign. A poster sample
in black and white will be sent to you shortly in order to enable you to
place your order for coples of the posters through your Association office.

Let's bring the benefits OF FARMER-CONSUMER CAMPAIGNS to the COTTON
GROWERS of the nation.

Let's PROMOTE PROSPERITY for the cotton South and the entire United States.

Let's BOOST in every way sible the sale and use of cotton, cotton
products, and cotton seed products.

Sincerely yours,
Kgﬂ 4
John A. Logan

Executive Vice President




AID FOR KING COTTON

1937's cotton crop was the biggest ever harvested ... 18,750,000
bales. By the time the 1938 crop iz in the bale, even with restricted
acreage, a surplus eruivalent to two years! normal consumption will be
weighing dowm the market, unless something extracrdinary 1ls done to aid
King Cotton.

National well-being depends upon the well-being of all. New England
shoes—asa bought with money earned by California oranges. Michigan auto-
mobiles ore :pid for by Texas cettlo., Louisiana suger buys Minnesota
flour. Cotton is thc money in 18 stetes. Accordingly, the "ups" and
"dowms" of King Cotton wnd his depondents are roflected in the ctandard
of living of oll America.

King Cotton's precsent emcrgeney, thereforc, is of significont impor-
tence to all America, her peoople, her trade, her commorce, hor industry.
Aid is, manifestly, csscntial.

HELF VOLUNTEERED

In ordcr to cxplorc woye and mecans whoroby the prescnt cotton sur-
plus cmergeney might bo attacted, a confeorence vins recontly initinted in
Atlanta, under the joint auspicos of the Cotton Textile Institute, of the
Notional Acsociation of Food Chains, and of the Institute of Distribution,
which was cttonded by one of the most representotive delegotlions ever As-
sembled of goveornment offieials, of cotton growers, of cotton cooporatives,
of cotton goods distributors, and of others who erc either directly or
indirectly concerned with the affairs of King Cotton.

The confcrence wos opened by the Hon, I. D. Rivers, Governor of Geor-
gia. Hon. Harry D. Wilson, Commissioncr of Agriculture of Loulsiana, was
named conference Chairmen, and so scrved during the entire confercnee.

Earncst effort was there made to bring about a joint, businesslike

program that would not only stimulate cotten sales throughout America, but
which weuld help to relieve King Cotton's present straitened circumstances.

The outcome of the confcrence was motoworthy, both from the direction
of bringing into being a nationwide attempt to bring cotton surplus rclief
via cotton goods sales stimulus, as well cs from the viewvpoint of eatab-
lishing a relationship of goodwill end cooperation betwecn cotton producer




and cotton goods distributer that may help to minimize similar emergency
problems for King Cotton in the future.

WHAT WILL BE DONE

The Atlanta conference transected the following business that is of
substantial significance to King Cotton:

a)

b)

It decided that efforts ought immedistely to commence
by all concerned to stimulate the sale of cotton goods
or allied cotton products. In order to assist distri-
butors, promotionel idess will be interchonged between
the various cooperating organizetions such s the Insti-
tute of Distribution, the Limited Price Variety Stores
Associaticn, the Netionazl Association of Food Chailns,
the National Association of Chcin Drug Stores, the Na-
tional Council of Shoe Retailers, the Cotten Textile
Institute, the various cotton cooperative nssociations
and other campoign participants. The recpective asso—
ciations, in turn, will pess on such promotionel idees
to their respective mercentile members for use {or not)
either "as is" or s they may modify or alter them in
order to fit their own policles or requiremenis.

In =2ny case, the respective member corpanies, via window
displays, vie institutional advertising, ond viz other
promotionel mezns, will meke sincere effort to ineresse
their cotton goods sales.

It was consensus thet this cotton promotional effort
should reach its "high gpot" with a "Nationul Cotton
Promotional Week" (May 30 through June 4, 1928).

During this week, nll cooperating compenies, on o united,
cooperative besis, will be expected to moke n sustained
drive to "sell more cotton" via window end ledge displays
«+s by "word of mouth" promotion ... by every promotional
medium thet can effectively be utilized ... 1) to incrense
their cotton goods seles to thelr omm profit ... and in so
doing ... 2) likewise to permit them to render o substen-
tisl yet businesslike public service by helpiug cotton
producers profitably to dispose of their surplus cotton
Crop.

The Cotton Textile Institute will continue to prepare the
posters and other cotton promotional media. The respec-
tive trede essoclntions, in turn, will obtein suitzble
quentities therefrom end, in turn, poes them on to their
members for redistribution among their stores.




THE "COTTON CONSUMPTION COUNCIL®

In order to coordinete the activitles of all organizetions interes-
ted in promoting the increased sale of cotton, the Atlanta conference

elected a "ten man" operating committee, named "Cotton Consumption Coun-
¢il." The Council's personnel is composed as follows:

1. Harry D. Wilscn, Commissioner of Agriculture of

Loulsiana (Chairman)

2. Columbus Roberts, Commissioner of Agriculture,
Georgla

C. T. Murchinson, Preeident, Cotton Textile
Institute

Robert T. Stevens, President, J. P. Stewvens & Co.

N. C. Williamson, President, Americen Cotton Co-
operative Associetion

Charles G. Henry, General Mancger, Mid-Southern
Cotton Growers Association

John A. Logan, Executive Vice President, National
Assoclation of Food Cheins

C. B. Denman, Agricultural Relotions Counsel, Ne-
tignal Asscciation of Food Chains

John P. Nichols, representing the Institute of
Distributien and the Limited Price Vardety
Stores hAssociation

Fred G. Griffiths, Secretory, Netional Associstion
of Chain Drug Stores.

_a.—.

Charles K. Everett, Cotton Textile Institute (8ecretary)

- 0 =

ABOUT THOSE WHO WILL HELP

At this juncture, it seems important to give fuller details concerning
the various associations of multi-unit merchants that sre participating in
the National Cotton Promotional Cempaign, so thet we may see our subject
whole and understand it fully.




THE INSTITUTE OF DISTRIBUTION

The Institute of Distribution, as our first case, was founded and
is now being meintained by & substantial number of representetive na-
tional and sectional multi-unit retail institutions such as F. W. Wool-
worth; Sears, Roebuck; S. 8. Kresge; Montgomery Ward; S. H. Kress; Wes-
tern Auto Supply; Netional Shirt Bhops; W. T. Grent; United Cigar-Whelen;
Melville Shoe Corporztion; Lerner Stores Corporation; Cunninghom Drug
Company and many others of o similar size and calibre, for the purpose
vve 1) of compiling end dissemincting eccurate information concerning di-
rect reteil distribution ... and 2) of serving ce the coordinating agency
via which Institute members may act jointly, cooperctively on public re-
lations snd other matters of common interest.

The offices of the Institute of Distribution acre located in New York
City. Its President is Don M. Nelson, Vice President of Sears, Roebuck
and Company. Its operating policies are estoblished and directed by a
representative Board of Directors, headed by Ward Melville, President of
the Melville Shoe Corporstion. John P. Nichols, Acting Managing Director
of the Institute, is & member of the Cotton Consumption Council.

THE LPVSA

The Limited Price Variety Stores Assoclation is the national trade
assoclation for the "five and tens" of America. Its membership is com-
posed of 745 or more variety store concerns, large and smell, chain and
independent, including F. W. Woolworth; S. S. Kresge; 8. H. Krees; W. T.
Grant; J. J. Newberry; G. C. Murphy; H. L. Green; McCrory Stores; MelLel-
lan Stores; Rose's; Neisner Brothers; M. H. Fishman; Scott-Burr; Charles;
Morris; Sprouse-Reitsz; Hested; Kuhn; Duckwell; Autenreith's; Schultz;
Eagle; W. W. Mac; Sterling Stores end many others. Its members do more
than 90% of the variety store soles in the United States.

The LPVSA is also headquertered in New York City. Dr. Peul H. Nystrom
is its President.

THE NAFC

The membership of the Natlonal Associztion of Food Chains is composed
of such well-known, long esteblished nationel, sectional end local chain
grocery institutions as Sefeway Stores, Inc.; Kroger Grocery & Baking Co.;
American Stores Co.; First Netional Stores, Inc.; Notional Tea Co.; H. G.
Hill Co.; D. Pender Co.; Southern Grocery Co.; Grand Union Co.; Fisher Gro-
cery Co.; Sanitary Grocery Co. ond meny others of o similor size and type.

NAFC members operate ¢ totsl of 37,000 stores, most of which have suc-
cessfully, wholeheartedly perticipated in the NAFC surplus crop disposel
cempaigns vie which distressed agricultural interests have been given prac-

tical form relief.




The NAFC's surplus crop disposal campeigns merit the following fur-
ther mention:

During 1937, the NAFC staged national campaigns on the following com-
modities: fresh and canned gropefruit (at different times), fresh and
conned peaches, lamb, eggs, epples, walnuts and prunes. Other cempeigns,
of varying dimensions but of less then nationel steture, were staged on
the following: turkeys, avocados, Washington Stote apples, canned peaches,
Florida oranges, cheese, potatoes, Ideho cherries, ccnned tomatoes in the
Northwest, sweet potatoes on the Atlantic Seaboard, grapes, cranberries,
tangerines, and cotton for bagging.

Reglonal or national, the cheln compaigns don't miss a promotion
trick. First of all, there is space advertising. Copy and layouts ere
prepared by the headquarters organizetion, inserted and paid for by the
loeal chain, which frequently supplements the gchedule with its owm
advertising. In the 1936 beef campaign, 44 choin systems spent over
$2,000,000 on 300,000,000 individual advertisements. In addition to the
space insertions, 33,000,000 handbills were distributed in that cempaign.
Publicity on the rodio and in the news columns is nlways worked to a fere-
thee-well, featuring recipes end menus. But essentially it is the man-
behind-the-counter who makes the cempaign click —- with posters, pennants,
banners, window snd store displays, but most effectively of all, with the
potent word-of-mouth advertising.

Woshington is the home of NAFC headquarters. The hssociction is
heeded by L. W. Cole, President of the Steiden Stores of Louisville.
John A. Logen, Executive Vice President, is both operating head of the
Association cod one of its representatives on the Cotten Consumption
Counecil.,

THE NACD

Liggett, Wolgreen, Peoples, Lane, Cunningham end other chain drug
store corporations of that type compose the membership of the National
Association of Chain Drug Stores which is headquartered in New York City,
and whose Secretary and representative on the Cotton Consumption Council
is Fred G. Griffiths, President of the Pennsylvenia Drug Compeny.

In June 1937, the milk-using members of the National Association of
Chain Drug Stores, of the Limited Price Varlety Stores Association, and of
the Institute of Distribution joined forces in an outstandingly successful
milk promotion cempaign intended not only to stimulate milk sales of parti-
cipating companies, via a month's sustained promotion, but, likewise, in so
doin§, to help dairy farmers to dispose of their substantial seasonal milk
Burplus.




The significant impertance of this milk campaign is well demonstrated
by the fact that the milk sales of participating chain drug stores mounted
by 30% during the campaign period over a corresponding period in 1938.
Though the total June 1937 sales of milk-using variety stores increased
but 1.5%, their milk sales during the campaign period, on a group aver-
ege, jumped by 3%6.7%, to the great benefit of 21l concerned.

NACD members sell $60,000,000 worth of cotton goods annually, and
they ere planning, via the current promoticnal campaign, to make every
effort to inerease such sales notably.

THE NCSR

The National Council of Shoe Retailers, located in New York City, is
the national trade association of the shoe distributors of America. In-
cluded within the NCSR's roster of members sre such nationslly-known ghoe
institutions as Melville Shoe Corporation; G. R. Kinney Companyy Regal
Shoe Company; Edison Brothers Stores, Inc.; Endiecott-Johnson Shoe Corp.;
A. 5. Beck Shoe Corp.; W. L. Douglas Shoe Company; Berland Shoe Stores
and many others.

Ward Melville, President of the Melville Shoe Corporation, is Presi-
dent of the Couneil. W, L. Girdner is Executive Secretary.

While the amount of cotton goods sold by the shoe chains is not,
naturally, large in relation to the totel cotton goods consumption of
America, it has been steadily increasing in the pest five years. Cotton
is being used, increasingly, in shoe and other products sold by the chain
shoe stores ... and the shoe chains have been leaders in promoting ond
selling millions of pairs of women's shoes in which cotton fabrics are
used as prinecipal materials.

In 1937, for example, the shoe chains sold mere cotton feabric shoes
then ever before in their histeory.

Shoe chains now sell or consume merchandise which contains 20,000,000
pounds of cotton., Via the instant cooperctive promotion campaign, they
hope notably to incresse this already substantial amount.

PLEDGE GOODWILL AND COOPERATION

The Institute of Distribution and the Limited Price Variety Storee
Association were jointly represented at the Atlenta Cotton Conference by
8 half dozen or so merchandising experts of representative national cot-
ton-using companies such =s F. W. Woolworth, Sears Roebuck, J. C. Penney,
W. T. Grant, S. H. Kress, and others.

The Institute's delegation attended the Atlante conference intent on
participating actively and wholeheartedly in probing with the other dele-




gates for ways and moans whereby national eotton-using chain store com-
panies may not only increase their own cotton goods seles to their omm
profit but, likewise, in so doing, be enabled to render a noteworthy
public service by helping cotten producers profitably to dispose of
their current surplus cotton crop.

The joint Institute of Distribution and Limited Price Variety Stores
Assoclation delegation represented 43 cotton-using companies operating
abeut 8500 stores with annual reteil sales of about $2,000,000,000, al-
most $600,000,000 of which are in cotton goods or allied products.

The following messages from ranking officials of substantial cotton-
uging companies ... & few among the many that were received by the Insti-
tute delegation while at the Atlants conference ... serve to demonstrate
the sincere intention of mass distributors earnestly to coopcerate in the
current, two-purpose, cotton promotion campaipn:

K. D. Gardner, President of the K. T. Grant Compeny:

"The executives of the W. T. Grant Compeny are very
much in eccord with the purposes of the conference on
cotton being held in Atlenta. We recognize the oppor-
tunity to further the interests of those whose lives
depend upon cotton, namely, the farmer, the manufactur-
ers, and their employeeg; slso the consumer. We are
hopeful that well developed plans for furthering the
use of cotton will result from this conference and
Fledge our wholehearted cooperation in carrying out
such plonsg."

N. W. Humphrey, President, Hestern1ﬁu19 Supply Compeny:

"We slncerely appreclate the purposesiof the Atlante
conference and hope that from it will come helpful sug-
gestions. You may depend on our cempany doing every-
thing possible to carry out the program by its coopera-
tion.n

om R. ¥. Coppedge, Vice President, McCrory Storee Corp.:

"Our company is in hearty egreement with the aims of
the conference of stete officials, cotton producers and
retail distributors at Atlenta. We sholl cooperate to
the fullest possible extent in sny promotionel campaign
which may result from the Atlanta conference."




From C. B. Tuttle, Treasurer of the S. S. Kresge Compeny:

e are enthusiastically sympathetic toward any
movement that will stimulate the sale of cotton goods
not only through Cotton, Week but throughout the year,
end that the crop mey be successfully marketed at
prices satisfectory to the growers."

From B. 8. Hornstein, President, Charles Stores Compeny:

"our stores all south except one naturally inter-
ested development movement promote more cotton uses.
We hope Atlanta conference will foster such compaign
to benefit producers in disposing of surplus crop.
Charles Stores will devote nll windows and newspaper
advertising for national chain store cotton week or
any such promotionel event."

Don M. Nelson, Vice President of Sears, Roebuck & Company:
"Seers, Roebuck & Co. pledges itself to cooperate

100% with program Institute has started to help by ex-
tra sales pressure on cotton goods in order to relieve
cotton surplus. Coocperative effort of this kind will,

we are sure, help the farmer, the cotton industry, and
our customers as well. You can count on us to follow
through on any plan that develops out of meeting."

INTENSIVE CAMPAIGN BEING PLANNED

Since the Atlants conference, plans for an intensive campeign to
promote incressed cotton goods sales have actively gone forwerd.

To the long-established, nationally-knewn mercantile institutions
that are participating therein, the Notional Cotton Promotional Crampeign
means a sincere, wholehearted effort to attempt to sell more cotton goods
end allied cotton products.

Via forceful window end ledge displays ... by institutionesl messages
and edvertising ... by word of mouth ... by enthusiastic sales effort on
the pert of sales clerks ... participeting stores are plenning ... shoul-
der-to-shoulder" emong themselves and with others cooperating in the cam-
paign ... to concentrate on thc job of increasing the sele of cotton goods
and allied cotton products during the campaign period.




While it is, naturally, recognized that these stores, in concert
with food, drug and shoe chair perticipents ... and with their cotton
cooperative and other campaign associates ... cannot totally move the
prodigious cotton surplus with which growers are now saddled, they are,
at the same time, earnestly intent, via promotion, to do their utmost
to increase the seles of their cotton goods end asllied cotton products
not only to their own profit but, likewise, to the benefit of King Cot-
ton and his related interests.
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Last night Mr. Wayne Taylor, Assistant Secretary
of the Treasury, Mr. Ronald Ransom, Acting Chairman of
the Federal Reserve Board, and I met at Mr. Taylor's
house to consider the existing financlal situation.

Among other factors, we had in mind (1) the present
levels of production; (2) the relative absence of new
capital financing; (3) the dropping of the stock market;
(4) the faet that the Government bond market had recently
required some support from the Federal Reserve; (5) the
existing number of the unemployed and the need for rellef.

It was generally agreed that the difficulties were
as much moral as economic. Nevertheless, there seemed

enough chance that the trend would continue to make 1t

urgent that a program be evolved.
| II
It was suggested, as an immediate program, that the

following might be scheduled for prompt initiation. It
was sssumed that the Glass Bill, extending the loaning
powers of the R.F.C., would be passed within a few days.

In such case, it was thought that the {mmediate situation
would




stabilized if -
The public works program were reopened;

A rallway equipment corporatlion were formed
to order, finance and provide railway equipment
to rallroade needing 1%t;

The making of capital loans for business, with
special attention to planned employment and
econstruetion;

The extension of loans for housing constructlon,
with special emphasie on middle class housing;

The reserve requirements, raised last May, might
now be reduced, In the alternative, further de-
sterilization of gold might be consldered. This

last would be more psychological than actual
gince there 18 no present lack of excess bank

reserves.
Adequate W.P.A. and relief appropriations would

have to be asked., Thie requires leglslation;
but it appears essentlal.

III
In view of the actual situation, the tactics are
important, They might inoclude:
(a) An sppropriate speech, presumably on the oec-

casion of the passing of the Glase Act, out-
lining the program;

(b) Some forty-eight hours later, the announcement
of some dramatic public works Job;

(¢) Shortly after that, a campaign to form production
committees to stimulate private construction
financed, if necessary, under the Glass Bill.

In that connection organiged labor ought to

be asked to assist, and ought to be made aware
that_labor groupe are also responsible for
ereating production, as well as for making
demands. In other words, make local labor
leaders actually share in the process of putting
the job through.

(a)




.

(d) A day or two after that announcement, announce,
if possible, some big plece of private con-
struction or of railway equipment contracts,
or both.
at
(e) If possible push the negotiations between P.W.A. -
and Commonwealth and Southern. It would be
desirable if some other negotiator than Wilkie
could be found.

IV
Three points ought to be recognized:

(a) Practically no business group in the country
has escaped investigation or other attack
in the last five years, Irrespeotive of
their deserts, the result has been shattered
morale., We have not, in the absence of a
large Government ownership program, any class
or oup to whom we may turn for economio
le rehip. It i1s, therefore, necessary to
make that group pull iteelf together.

(b) There are some remote indications (notably
in steel) of an upturn. If, therefore, we
can weather the next sixty or ninety days,
normal processes very well may "take us out®,
The next fewwseks, however, may determine
whether these processes can be set in motlon.

(e) It was noted as poesible that the railroad bill
might be so0 handled as to provide at least
the hope that rallroads would do better.

Sinee the next Presidential message scheduled has
to 4o with monopoly and, (possibly), bank holding
companies, it might be well to have that message 80
handled as to lead into a program of this kind.




Archie
Lochhead:

HMJr:
L:

HMJr$

L:

Friday

April 1, 1938

11:55 a.m.
Yes, =ir.

What's new?

Well, at the opening the stock market came back
and 1s up two and a half points.

Yes,

Since that time they've shaded off slightly I
understand.

Yes.

But it was a pretty active opening and pretty well
on the up side.

Yes.

The commodities also came back point thirty-eight,
so that brings them up to fifty point-0-four again.

I see.

At the opening the Government bonds managed to work
back a 1little bit better - about one to two better.

Yes.

But just as I come in here Just now they say that
they're off about to last night's close again.

Yes,

But there's no - they seem to be fairly steady there;
they've gone off our quotes but nothing on the - no
offers yet.

How much are industrials up?

The industrials are up two point fifty-eight.

Good.

That brings them up to 101.63 again.

Good.




HMJr2

HMJr:

-2
The foreilgn exchanges are quiet. Francs are gquite
strong, but more or less on a limited weekend market .
I see.
The - we have - I find car-loadings increased;
I just had this over the Dow-Jones, car-loadings
increased thirty-two million - ah - thirty-two
thousand six hundred and twenty cars.
Did they?
Yes. That's loadings of revenue freight.
What'!s that?
Loadings of revenue frelght.
Well, when you send me the telegram tonight...
Yes.

...have Haas give you the forecast on the Times
index.

Ah - forecast on Times index, yes.

Yes.

All right. Now then, I'm sorry to say that Harris
has just brought in a note saying that the System
has purchased now seven million dollars - with the
bonds at last night's level.

Yes.

So apparently they've stepped right in at last night's
levels and not let them go under that.

I see.

Secondly, we now own some Spanish silver.

Yes.

The Spanish Ambassador came in at half past eleven
and had a telegram accepting the bid for five million

ounces.

Yes.




HMJr:

And - they jJust simply said they've accepted it
a?d they will send it in accordance with the condi-
tions.

Well now, when do we give them a price?- oh, when
it arrives, I guess?

No, we gave them the price on the bid. You see,
the price - you see, we make the bid - we have to
make the bid abroad; the price of forty-three was
given to them.

Oh, I see.

So that's set on that.

Oh, you give them the price when ...

When the bid is made, you see.

I see.

And then we only pay for it when it arrives.

I see.

Ah - the London silver market was a little bit
better today; they've worked 1t up to forty-two

and half cents, which is practically parity with
ours.

Yes.

Not so - not very much activity there; there was
one lot of a hundred thousand offered which we didn't
pay any attention to.

Does anybody in the group think we ought to ralse 1t?
No, there's nobody feels that we should raise it at
all yet, because they're not bidding, as I say, they
offered at the parity and the only point is there's
certainly no reason for lowering it this morning.

No, just leave it as it 1is.

Leave it as it is. Well, that's all on the market
here just now. Mr. Taylor is here./ By the way, Mr.
Bell is also here if you wish to (And) speak to him.
Dan says he has nothing in particular. Just a second.




HMJr:

Wayne
Taylor:
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How are his tax figures? (Short pause)

He - Dan says he'll get them before you get off
the telephone,

A1l right.

Ah - did Archie give you the last news on the
bonds?

Well, he said somebody just bought seven million.
Yes.
I see.

They've turned - they're about at last night's
levels now.

Now, Wayne, I don't expect to call up again before
Monhday .

Good boy.

And so - if you fellows want me it's up to you to
call me.

Right.

And - ah - so, you people ought to be able to get
in some golf tomorrow.

Ah - I hope so0.
How 1s the weather anyway?
Oh, it's a little on the gray side.

I see. Well, it's been a difficult week and I
think we've come through remarkably well.

Well, the papers are still holding together.

Yes. Well, don't hesitate, Wayne, 1f it's
something important.

No. I won't for a minute. But I won't bother
you unless it's something that you ought to kmow
about.




I mean I'd feel much better if I knew if it's
important that you'd call me.

Don't worry about that; we will.

And - has White got anything to throw on the
horizon or in the pot?

Harry says he has avallable a brief memorandum
on the Mexican situation if you'd like to have it.

411 right. ©Shoot 1t down.

411 right. He'll send 1t down.

Are they making any headway on Mexico?

No.

They 're not?

In fact, the opposite.

I see. Are those Mexican boys from the Treasury still up?
No. They - they were merely the advance party stooges
anyhow, so there's no great loss. Tax recelpts -
seven one elght four.

Seven one elght - seven hundred and elghteen million?
Yes.

And what was the expectation?

Seven forty-six. Yes.

Well, that's through.

Yes.

Is that through the thirty-first?

That's right.

Well, somebody owes you and me a nickel, doesn't he?

Yes.

A1l right.




I suppose Archie will have to wait to collect that
until you get back.

And you too.

That's right. And - as a matter of fact we're
both sorry to win it.

Is Dan there?

Yes.

I want to ask him something.
Hello.

-

Dﬂn- _-'"—'?._.
IEE.

I wish you'd have somebody in the Budget get to-
gether the figures for nine months on the money
that we've spent out of pocket other than the
regular Government expenditures, I mean, anything
which would come under relief or public works..
You mean outside of the regular operating?

Yes.

Yes, sure.

And how much money we've loaned.

All right.

And then compare it with the nine months of the
previous year.' -

Yes.

I'd like to just see how much - how the figures comT
pare, because they keep talking all the time that we'Tre
not spending any money. Well, we're spending plenty.
Yes, we're spending a lot of money.

We're spending a lot of dough.

(Laughs) Wayne says don't worry. (Laughs)
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Dﬂﬁft worry what?

Well, I think your remark indicated that you
expect something to happen.

How does he mean?

may
We/still spend.

Well, the point is - of all this talk is...
Yes.

‘ian  because we're not
spending enough.

Yes.

Well, it's perfectly silly.

Well, WPA 1s almost up to last year, I mean, in
monthly figures; they're getting up now to about
a hundred and thirty-eight million or forty.

- & memorandum on the nine month situation,
will you?

Yes. Well, that'll be a 1ittle lower on probably
relief and public works.

Well, let's just take a look at the nine months.,
Yes,

And compare it with, oh, the last couple of years.
Yes. Well, I'd better give you the last month or
two - March separately because I think you'll find
March increasing considerably over say, November.
Well, what - my objective is I'd like to take a
look at just what we are doing because I'm getting

so fed up on these - everybody saying that the
trouble is we're not spending enough.

Yes. All right, I'11l work it out.
Now, 1if the total expenditures, counting everything

are/the same or a little ahead of last year...
about




Yes.

What?

Yes.

Will you count everything? Dan?

Yes.

That's right.

Yes. Well, let me - I'll check them up and classify.

If you count everything we've spent more money this
nine months than we did last, if you count everything.

Well, you're counting the transfers to trust accounts
also?

Everything.

That's right.

Yes.

All right.

And - and listen, young fellow...

Yes.

If you don't take off a few days, I'm golng to send...
I'm listening.

+++the Coast Ouard after you.

(Laughs) All right. (Laughing) A boat?
What?

A boat?

Probably.

A (Laughs) All right.

No, you're - I mean, the President is going to be
back and ....




-9-

Yes, I know he is.

I think you ought to go home now and not show up for
a couple of days - three or four days.

Well, I'1l stay home tomorrow.

That's wonderful.

0. K. Anybody else?

No, Just tell Archie to send me a wire today and
tomorrow after the market closes - send it Western
Union.

Western Union?

Because they've got an office here and Postal doesn't.
All right. I certainly will,

And - I hope everybody has a good weekend,

Fine. Thank you. I hope you have one too.

I think the Treasury held up its own this week; I'm
quite proud of it.

Well, that's fine. Archie did a good job too.
What?

Archie did a good job.

I think so.

All right.

All right.

Goodbye.

Has anybody else got anything?

No one has anything else.

0. K.

Goodbye.




Hello.
Yes.
Is Mr. Blum still Premier?

(Laughs) An hour ago they said that he was still
on. (Laughs)

A1l right.

(Laughs) All right. Goodbye.




TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

oats April 1, 1938

Secretary Morgenthau
Mr. White

subject: The Mexlcan Situation

Coneluslon:

The elements for serious politicel and economic disinte-
gration in Mexieco definitely exist but as yet she 18 a Very
long way from the brink of economic chaos. Whether un-
employment and cost of living in Mexico will rise so
rapidly and so perslstently as to create serious disorders
depends in part at least on the extent to which foreign
governments make the situatlon more difficult for Mexico

or leses diffiocult for her.

If Mexico can pull out of this crisle without great depen-
dence upon fascist countries there ls every reason to ex-
pect thet ehe can and will make substantial annual payments
to the foreign oll companies during the next decade and --
what i more important -- in time constitute a prosperous
and democratic neighbor whose commercial and pollitical re-
lntions with the United States should steadlly lmprove.

It seems, therefore, that the United Btates Government and
the American oil compdnies have everything to gain by help-
ing Mexico at this crucial period to get on her feet; and
much to lose by continued and intensified pressure for cash
payments or return to the oll companies of thelr oil proper-
ties. The latter tactics can result only in driving Mexico
to seek assistance elsewhere and/or into political and
economic chaos.

(Neither Mr. Taylor nor Mr. Lochhead have seen this
memorandum. I do not know, therefore, whether 1ldeas
expressed herein would recelve their approval.)




TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

28

oars April 1, 1938

gSecretary Morgenthau
Mr. White

gubject: The Mexlcan Situatlon

THE SITUATION IN MEXICO IS BAD, BUT BY NC MEANS HOPELESS.

1. The erisic in Mexico has sharply increased unemployment.

A large percentage of the o¥h wells and refinery plants
have ceased operations and thoueands of oll workers have
been thrown out of employment., B8ilver output has been cut
in half (chiefly as a consequence of the labor trouble with
the American Smelting and Refining Company), adding several
thousand to the unemployed.

Government expenditures on public worke and material are
being drastically curtailed. Foreign manufacturing concerns
have almost ceased operations. It is wvirtually impossible
for business or farmers to obtaln any eredit from the banks.
Wholesalers have stopped selling on credit and thelr busl-
ness has consequently sharply declined.

These causes of unemployment are for the moet part an ac-
companiment of the acute situation now prevailing. Unless

an internal political criele develope -- which seems unllkely

at the moment — & gradual improvement from the present low
level 18 to be expected.

5. The Government is in financial difficulty..

Government revenue is falling and expenditures probably are
exceeding current revenues by some 10 to 15 million pesce a
month. To meet thie deficit the Mexlcan Government will
have to resort to the printing press (via loans from the
Bank of Mexico), ralse the money through domestlic loans, or
consummate an oil deal with foreign interests involving an
immediate payment. The chances are that Mexico will resort
to all three methode.
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ghe will be able to ralse some money at home through an
1ggue of bonds. There le also room for Judiclous use of
the printing press. It 1s true that confidence in the
future of the peso i1s declining. Prices of etaple foods
are rieing rapldly -- they have already risen over 20 per-
cent in the last two weeks -- and hoarding of ellver colns
has greatly increased. Neverthelees, the Government should
be easlly able to borrow from the Bank of Mexico 5 to 10
million pesos & month during the next few months without
bringing about anything approaching a runaway inflation or
a collapee of the peso.

The likelihood that Mexicoc will be able to consummate an
01l deal with foreign interests, giving her an immedlate
large sum, 1s falr. In favor of a successful consummatlion
of & desl 1s the willingnese of the Mexlcan Government to
cut her prices drastically, 1f neceesary to get cash.

3. Mexico's metallic reserves are rapldly dleappesring.

There is & substantial internal drain of sllver. People
feering inflation are turning in thelr peso certificates

and demanding silver coins. (If the peso should drop to
17 cente the silver in the colne will be worth more than
the monetary value of the coin). There 1s aleo a persis-
tent though small outflow of capltal.

The drain on Mexico's metallic reserves, both for hoarding
end for supplyling foreign exchange, has been 8o heavy that
1t is rumored they have lost more than half thelr metallie
reserves in the last month. Unless the internal and ex-
ternal drain greatly slow down Mexico will have to suspend
specle (silver) payments and impose strict exchange control.
Neither etep will in any sense be catastrophic. Mexico

can continue to operate more satisfactorlly without metallie
reserves but with exchange controls than she 1s doing now.

4, Peso exchange is dropping.

Pesoe are quoted at around 22 cents (though 1t is reported
that sales were made =t much lower than that on the Bleck
merket). The exchange situation 1is, however, far from a
runaway depreclation. The pressure On peso exchange is not
at all great considering events in Mexlco. The situation
hae been helped by several developments: imports have been
sharply reduced by high tariffs and will be still further
discouraged by the 20 percent increase 1in the coet of for-
elgn currency; flights of capital have been almost exhausted;
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and the demand for forelgn exchange arising from the desire
of oll companies and thelr forelgn employees to keep as

much of thelr cash as poselble in forelgn countries in dol-
larse and sterling will be checked. Altogether it i1s entirely
feasible for Mexlco to keep the peso exchange -- during the
near future at least -- at 20 cents or above,

The one serious threat to Mexico's exchange position lies
in the poeeibllity of serioue political disturbances and
labor revoltas.

5. Unrestrained inflatlon in Mexleco 1s not imminent.

The Mexican Government can substantially incremse its ex-
penditures via the printing press without creating a break-
down in her monetary aystem. It is true that the Mexican
people are susplcious of paper isesues and that as a conse-
quence Government resort to the printing prese is likely

to have a greater effect on prices than might otherwise be
the case. Notwithetanding that fact, a Judiclous use of
the printing prese not only can help solve the Government's
immediate financial problem but can help msterially to turn
the trend of business conditione in Mexlco from a receselon
to an upswing.

It must be remembered that the Mexlcan forelgn bonde are
already in default and that her domestic held bonde, with
the exception of her road bonde, are likewlee in default.
Therefore, her credit can hardly get worse. Mexico is not
in the position of France, for example, who must be careful
lest too great note ilssues will seriously "injure the credit"
of the Government.

6. Though serious, the Mexican oil situation does not appesr
to present Insuperable difficultlies to Mexico.

Last year Mexico produced about 46 million barrels of oil,

a8 little more than half of which wee exported. The domestie
market will, of couree, be maintained and should prove an
important source of Government revenue ag goon as the re-
fineries operate with reasonable efficiency. Though the
Mexican Government will at first have coneldersble technical
administrative trouble in their refineries and in their oil
fields, there 1s reason to believe that before many monthe
have passed they will be able to operate with sufflclent
effectiveness to obtaln more revenue (and particularly more
forelgn exchange) from the oill industry than Mexico formerly
did.
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Their most difficult problem now 1ig to find export markets
and tankere for their surplus oil. Whether Mexico will soon
be sble to merket a substantial portion of the 2 million bar-
relg a month formerly exported is uncertain. Japan, Germany
and Italy among them import more than Mexico has to export®,
and will doubtless be very eager to secure Mexican oll at

cut prices -- if they can get 1t.

7. Mexico can not make any substantial cash payment %o
forelgn oll companles at once, but ghould be able to later.

Mexlco's totel resources which she could convert into for-
eign exchange are almost nil, and her abllity to ralse very
lerge amounts of pesoe in any way other than through the
printing prees is very remote. If, however, Mexlco 1s glven
a chance to get on her feet, she should be sble to make
subetantisl payments to the foreign oil companles during

the next decade.

Last year Mexico's export surplus was sbout §75 million. To
that sum may be added approximately 310 million of net income
from touriste. During the next decade, particularly if no
obstacles are placed in Mexico's peth, there 1s reason to
believe that she can greatly incresse both her favorable
balance of trade and revenue from tourlists -- even 1f she
falls to attract large capltsl lmports.

All of it, of course, is not available for payment to the
American and British oil companies because a subetantial
portion belonge to forelgn owners and forelgn employees of
liexican mines and industries who prefer to keep thelr profits
and savings outside of Mexieco. Also, Mexlco badly needs im-
ported machinery, equipment, ete. However, there would be
enough left so that a payment of from $25 to $50 million a
year to foreign holdere of new or exlsting bonds is not at
all out of the questlon.
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Secretary Morgenthau

Mr. White gjébﬁff

SubJect: Trend in "International-Compe titive-Position"

1. The "international-competitive-poeltion" of the United
States has been improving rather steadily since last summer
(improving, that is, from the point of view of our export-
ers, and of American producers for our domestic market).

By February the average of the various weighted indices,
measuring varylng aspecte of the international compe titive
poeltion, improved about 7 percent.

Augaet 1937 102
December 1937 106

January 1938 108
February 1938 109

2. The trend has changed during the paet few weeks due to
the weakening of numerous currencies. March will likely
show a decline in our index of 2 percent. A decline of

2 percent ie a deflationary influence which, coming at this -
unfortunate time, helps retard recovery. However, 1t is
only a minor factor in the business situation as yet, and

in no way warrants any corrective action. ’

3. The improvement - through February = hae contributed
substantially to the maintenance of our exports and to the
sharp decline in our imports. However, the fact that the
receegslon in forelgn countries did not make its appearance
until the end of the year -- and has been only slight in
most countries during the first two months of 1938 -- has
been at least aes important a contributory factor to our
8us talned exports.
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United States Exports

(Million &)
1936-1937 1937-1938
August 179 277

November 226 315
December 230 319

January 223 289

February 23 263

March 25 260 (Estimate based on reports
of first three weeks)

Preliminary figures for March indicate that the usual
geeagonal increase in exports which takee place in March
will not occur.

4. Our imports, on the other hand, reflect both the re-
cession in the United States and our improving internaticnal
competitive position. Our importe for February were 40 per-
cent lesg than last February, and our March imports are
likely to be cloese to 50 percent lesse than last March. A
portion of that reduction must be allocated to the altered
agricultural situation in the United States, but the larger
part of 1t is due to the other factors mentioned.

United States Imports

(Million §)

1936-1937 1937-1938

Auguit 19 246
November 12 223
December 245 209

January 2lo 121

Februsry 278 163

March 307 160 (Estimate based on reports
of first three weeks)




GRAY
London
Dated April 1, 1938

Rec'd 2:35 p, m,

Secretary of State,

Washington,
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POLL TEEAbUHYHFRDI BUTTER®ORTH,

One. The British financial year closed last night
with e budget surplus of 22,785,428 pounds against a
cdeflelt of 5,597,191 pounds in the budget 1936-37, This
figure naturally takes no account of the amount of
defense expenditure charged to loan account but this
aiount is pounds 64,867,000 compared with pounds
80,000,000 authorized in the budget., However, the
budzet balance is struck after providing pounds
10,544,000 for debt redemptions; therefore allowing
for these two factors thc financial year closed with
a true deflcit of only pounds 25,537,320,

Revenue which amounted to pounds 872,579,715

surpassed estimate by pounds 9,480,000 due mainly to

the unexpectedly hesvy inflow from income tax, Ordinary

expenditure which avounted to pounds £43,794,287 was
pounds
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peunds 19,054,000 below estimate due almost entirely
to cconomies in the operation of the Civil and Revonue
Departments,

The manner in which armament expenditure progress-
ively increased during the year 1s noteworthy: first
quarter, pounds 46,000,000; second quarter, pounds
58,000,000; third quarter, pounds 88,000,000 and
fourth quarter, pounds 89,000,000,

The Chancellor of the Exchequer i1s scheduled to
make his budget apeech on April 25,

Twos This week's Bank of England return shows

active the note circulation at pounds 485,400,000

being pounds 5,900,000 over last week. BMonth end
onerations coupled with withérawals of notes in connec-
tion with the approaching Easter holiday accounted for
increased derand for currency. Particularly noteworthy
is the fact (see paragraph 5 of my 248 of March 25,

7 Pe me) that this decline in the reserve was entire-
ly neutralized by additions to other securities,
Government securities alone being inereased by pounds
5,700,000 and discounts and advances by pounds
2,100,000, The comparatively small fall of a million

pounds
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pounds in bankers' balances at pounds 108,100,000

was thus merely due to a swinz over of funds to publiec
and other depoaits.

Three, Silver was fixed at 19 pence turned 1/8
geasler after fixing., There is no information in
London that Mexico 1s yet selling forward in India,
Dollar warlet steady and small, frane dealings small

off ong noint.

KEVNEDY




PARTIAL PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, Paris, France

DATE: April 1, 1938, 4 p.m.

NO.: 511

FROM COCHRAY.

With Cabinet meeting postponed until Monday to
study Blum'se financial program and Parliamentary debate
tohereon scheduled for Tuesday, Paris exchange market has
bad a very dull day. Rate variations have been elight
compared with past few days and turnover small,

At four o'clock today I was told by the Bank of
France that absolutely uothing was done today by the

French control.

Rumania is now following Hungary's recent example

in making its Central Bank Governor, Constantinescu,

algo Minister of Commerce and Industry.




PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, Paris, France

DATE: April 3, 1938, 5 p.m.

HO.: 538

FOR THE SECRETARY OF THE TREASURY.

FROM COCHRAN.

STRICTLY CONFIDENTIAL.

I refer to my telegram No. 404 of March fourteenth.

I called at Blum's house at noon today. He received
me alone,

He referred to Mr. Morgenthau's kind message to him
through me and said that mindful of that he now wished to
reciprocate to some extent by letting Mr. Morgenthau know
in strict confidence his financial proposals which are now
in the printer's hands. They will be studied Monday by
the Cabinet, submitted Monday evening to the Financial
Committee of the Chamber, and presumably the Chamber will

debate them Tuesday afterncon.

He said his plans will not include exchange control
» ]

although there will be certain provisions in that direc-
tion. First, a cdertain amount of voluntary self-discipline
in foreign exchange matters will be exacted. GSecond, a
strict watch over the transactions of private banks will
be exercised by the Bank of France.

He insisted that France cannot permit further decline
of her gold stock or indefinite depreciation of the franc
without interposing firm resistance through the Stabiliza-

tion
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tion Fund. His plans, he said, will involve inflationm,

If measures are not takem to break the vicious circle, this
creation of new means of payment is likely to result, as

it has resulted in the past two or three years, in the

new francs going into foreign exchange or gold. For this
reason he will apply the two checks which have buqn stated

above. In case they prove ineffective, the necessary next

step would be genuine exchange control.

He said that he would not avadil himself of Mr. Morgen-
thau's kind initiative, although he highly appreciated it.
He is abiding strictly by the terms of the Tripartite
Agreement and his present plan does not involve exchange
control,

"ILSON.




From THE COLUMBLA EROADCASTING SYSTEM
8th Floor, Barle Building, Washington, D. C.
Metropolitan 3200

For Releagse Sunday, April 3, at 8:15 P.M., EST

SENATOR HARRISON DISCUSSES SENATE TAX BILL OVER COLUMBIA NETWORK.

(Following is a copy of an address by Senator Pat Harrisonm,
Democrat, of Mississippl, Chairman of the Senate Finance Committee,
over the Columbia Broadcasting System, Sunday, April 3, 1938, at 8:00
P.M,, EST. Senator Harrison's topic was "The Revenue Measure and
Business." He spoke from the studios of WISV, Columbia's station for
the nation's capital.)

o=0=0

Whatever may be the causes, or whether or not justified,
there is today a fear and a lack of confidence upon the part of
business, which manifests itself in increased unemployment, reduced
earnings, and a strike in investments. Some treatment - some remedy
must be applied.

There is no doubt that the general welfare of the country
{g strengthened by certainty in a legislative and administrative
sconomic program. The Finance Committee, in modifying the House
revenue measure, has made every effort to make such changes in our
revenue structure as to simplify complicated provisions, encourage
business, increase employment, and at the same time to provide for
the Government the necessary revenue. I congratulate the mambers
of the Ways and Means Committee of the House for the admirable work
they performed in the formulation of the House proposal, and I am,
of course, indebted to the membership of my own Committee for the
splendid cooperation they have manifested in drafting the Senate
proposal. It is my hope that from the joint efforts of the two Houses
there will emerge a law that will be accepted by the country as a
"Business Recovery Act.”

This legislation will be taken up in the Senate for con-
glderation during this week. We antleipate no prolonged discussioen,
and expect its passage within a reasonnbly short time. I leck for
no changes in the major provisions of the Senate bill on the floor
of the Benate, and confidently expect the Finance Cormmittea's
recommendations to be approved.

In the brief time allotted to me tonight, 1t would be
impossible to discuss every detall of the Senate proposal; but the
philosophy of our till is contained in the wise words expressed by
the Hon. Henry Morgenthau, the Secretary of the Treasury, in an
address before the Academy of Political Science in New Tork City
on November 10th, last year, when he sald:

"The basic nead today is to foster the full
application of the driving force of private capital. We
want to ses capital go into the productive channels of
giivntn industry. We want to see private business expand.

believe that much of the remaining unemployment will
disappear as private capital funds are inereasingly employed
in productive enterprises.”
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I am in hearty accord with those expressions. I thor-
oughly agree not only with the Secretary's philosophy, but with
his conelusions.

We have in the Senate Bill made it possible for the
tusiness people of this country to make "full application of the
driving force of private capital." We have, through 1te liberal
provisions, given capltal an opportunity to go into the productive
channels of private industry. We have opened the door for private
business to expand, because, with the Secretary of the Treasury,
we believe that as more capital goes into private industry, more
people can be employed, thereby increasing the purchasing power of
the country and relieving to that extent the necessity of the
Government's making appropriations for relief to the unerployed.

The Senate Finance Committee hns eliminated the principle
of the undistributed profits tax, and has substituted a flat
corporate rate of 18%. This simple plan was in force and worked
well for many years, so that we are embarking upon no new and
untried method. We have made equitable allowances for corporations
mwith smaller incomes. A flat rate provision removes the uncer-
tainties, confusion and necessary cushions that must be provided
in any form of an undistributed profits tax.

We have strengthened that section of the present law
which imposes & penalty tax upon corporations improperly and
unreasonably accurmlating surpluses for the purpose of permitting
thelr shareholders to avoid payment of surtax. We have, under
gur bill, made it necessary for the corporation that unressonably
accumilates surpluses to prove by a clear preponderance of evidence
that there wns no purpose to avold surtax.

The Senate Finance Committee, through its proposal, has
approved practically all of the House provisions eliminating many
of the nuisance taxes. In this respect we went as far as we could,
having due regard for the revemue to the Government.

The Finance Committee rejected the changes in the estate
and gift taxes. While the Committee was sympathetic with the
dezire of the House for simplification, it did not feel that it
should retain this plan, in view of the opposition of many state
tax officials. It appears the change would have forced leglsla-
tion by many states, and would affect thelr budgets.

There are many other changes in the revenue law, sone
of which are ndninistrative, and some of which are substantive.
I shall not discuss these; but to my mind, the most important
changes relate to the capital gains and loss provisions and to
the provisions for the orderly liquidation of personal holding
compenies, utility companies, and corporations generally.

Our surtax structure, especially in the highest brackets,
goes beyond the point of diminishing returns. Pacpuse of the high
surtaxes, capital has become frozen, and tusiness transactions have
slowed up. In the Senate proposal we have placed capital gnins
and loss provisions in a separate and distinct classification;
and on capital assets held for nore than a year and a half, a l
maximn rate applies, without respect to other income of the
taxpayer. We have given corresponding relief to the snall tax-
payer who is below the 15% bracket.

i




Gnins from sales of capital assets held less than a
year and a half are treated as ordinary incomes. We have made
provision that capital losses on capltal assets held less than
elghteen months can be carried forward for cne year. Long
term capitnl net losses, that is, losses arising from the sale
of assets held over elghteen months, can te charged against
ordinary income, under limitations which are consistent with
the treatment of capital gains.

The adventages offered by the treatment of the Senate
proposal on long term capital gains extend such a forward and
liberal invitation to those whose securities have become frozen
as to give us every confident expectation that new investments
will be made, new industries started, existing plants enlarged,
and employment increased. In the future there will be little
Justification for a citizen having capital to invest to feel
that the Government is restraining or hampering him in under-
teking legitinate investments, through the inhibltions of the
Federal tax law.

Almost as important as the capltal gains sectlon of
the Senate proposal is our treatment of the liquidation of
corporations. It has been warlously estimated that in the
perscnal holding companies alone, securities to the amount of
from two to four billion dollars are frozen and will remain
50 unless some liberal treatment is provided whereby the
shareholders can ligquidate such companies without too heavy a
tax penalty. While we do not glve any favored treatment to
the personal holding company that has tuilt up large accumla-
tions, we do say to them, as well as all corporations, that
they can liguidate over a period of three years at the new
15% capital gains rates.

As to foreign perscnal holding companies owned by
American citizens, we glve then one year in which to liguidate
at capital galns rates, so that this money may be brought back
into the United States and put to work.

In 1935 the Congress imposed a death sentence on
utility holding ecompanies. At that time no provision was made
for the orderly liguidation and reorganization of these utility
institutions; and so, in the Senate proposal we have written
a carefully drefted provision, approved by the Securities and
Exchange Cormission, wherein the provisions of the utility
holding company law may be carried out without imposing ex-
cessive and inequitable tax burdens upon the utility organi-
gations affected. In other words, under existing law the
Government orders the liquidation and reorganization of public
utilities, and at the same time exacts a heavy tex penalty
for carrying out such orders. The relief provision which we
propose will prevent this obvious injustice being done.

We have refrained from taking up many questions that
would become controversial and which are controversial, such
as the processing taxes, because, necessarily, that would lead
to a prolonged discussion, and we feel that this tax measure
should be enacted into law just as soon as possible. And so,
we have eliminated all questions of such controverslial character
as to impede the progress of the tax bill, hoping that these
matters might come up at a future date in a bill designed for
that purpose.

# 1




It is my sincere belief that the question closest to
the heart of Congress today ig to assist buasiness. Through
sympathetic legislation we have helped labor; we have helped
the farmers, and through appropriations of billions of dellars,
we have tried to relieve the distress of the poor and unemployed
in this country. If the legislation enacted for them is to
gucceed, then business must improve and become prosperous. The
welfare of one is dependent upon the welfare of the other.

Our people should, and I believe will lock with hope to the
future. We provided loans for commercial and industrial
institutions. We rehabilitated our banking structure. We
restored to them immense funds of comparative liguld nssets.

We have built up an irmense gold reserve. We re-financed

and saved mortgaged farms and homes. We have underteken to
break down foreign trade barriers. We have brought about lower
interest rates and lower power rates; and no war clouds, thank
God, are hanging over us.

The Senate revenue bill will further remove the
handicap of the American citizen in our future eccnomic life;
and I mow of no higher duty of men in public 1life at this
time than to adopt courageously policies that will dispel fear
and restore confidence. That is what the Finance Comnittee
ig attempting to do. The stability and strength of our govern-
ment have been preserved through the unselfish and patriotic
cooperation of =11 American citizens. In every erisis - whether
in war or economic stress - that quality has been characteristic
of our people, and given to our country a proud and conmanding
position among the nations of the world.

It rmust be so at this time. These are oy thoughts, oy
hopes and oy prayers.




ASSISTANT SECRETARY OF THE TREASURY
WASHINGTON

April 4, 1938

Deer Henry:
I am enclosing & copy of the report
which I submitted todsy to the President,

2 copy of Mr. Douglas' comments and &

copy of my covering letter.

Sincerely,

Hon. Henry Morgenthsu, Jr.
The Cloister Hotel
Sea Island Beach, Ceorgis.




April 4, 1938

Dear Mr. President:

In the sbsence of Secretary Morgentheu I am
_enclosing the report of the Special Committee to study
emergency &nd long-term credit reguirements of lerge
and smell business enterprises. Messrs. Jones, Ransom,
. Roogsevelt end I concur in the recommendations es they
are presented; Mr. Dougles concurs in the recommenda-
tions but wishes to submit =dditionsl comments. I am
enclosing Mr. Dougles' comments.

The report was prepared with a view to your
meking public the three specific actions teken by the
Committee if you feel that it is desirsble to do so.
The sub-committee to investigate new credit facilities
for small business enterprises will hold its first
meeting on Thureday, April 7, and the sub-committee
to investigate underwriting caplitel will meet when
Mr. Dougles returns to Washington.

Feithfully yours,

(Sig

The President beting Secretary

The White House.




April 4, 1938

MEMORANDUM FOR THE PRESIDENT:

Two meetings of the Special Committee appointed to study
emergency and long-term credit requirements of large and small
business enterprises have been held. The first meeting was held
in Secretary Morgenthau's office on Thirsday, March 24, at which
time a general discussion of the situation was undertsken. Among
those present were Secretary Morgentheu, Weyne C. Teylor, Jesse H.
Jones, William 0. Douglas, James Roosevelt and Ronald Ransom, The
second meeting was held on Thursday, Merch 31. Except for Secre-
tery Morgenthau, who was unsble to attend, and Matthew S. Szymezak,
who wes not present at the first meeting, the same people ettended
both meetings. After an exchange of views, the following plan of
sction was outlined:

1. Immediate Credit Needs.

It was agreed that the Glass-Steagall bill, to expsnd the
asuthority of the RFC to extend credit to public bodies end
private enterprises, is highly desirable and should be enscted
into lew and that through the enzctment of this law ample credit
facilities would be again available on libersl terms to all
forms of established public and privete enterprise. It was
emphasized that the availsbility of credit of this character
should be presented effectively to the general public, and that
it should be encouraged to avail itself of these fecilities.

2. MNew Credit Fucilities for Smell Business.

Special consideration was given to the problem presented
by the long term capital needs of smaller business enterprises
which have not ready access to the general capital merket, It
was sgreed that whereas the peacsage of the Glass—Steagall bill
would adequately meet emergency requirements of this charscter,
further study should be devoted to this specialized problem and
that & sub-committee consistlng of Messrs. Matthew S. Szymezak,
Cheirman, hWilliem I. Myers and John H. Fehey, be appointed to
explore this field thoroughly with & view to recommending
permanent mechanism to fill this existing gap in our credit
facilities. The sub-committee was directed to analyze in
particular the experience of the Production Credit Associations,




National Farm Loan Associations, Credit Unions, Building and
Loan Associations and Federal Savings and Loan Associations »
a8 the committee felt that an adaptation of the cooperztive
approach to this specialized problem offered the bast
possibilities.

3. Undﬂrwritigg Capital.

It was agreed that the existing organization of wnder-
writing facilities and the amowmnt and character of avallable
underwriting capital required special study. A sub-committee, .
consisting of Messrs. Wayme C. Taylor, Chairman, end William
0. Douglas, was appointed to investigate this problem and to
report to the full committee at a later date.




I concur in the recommendations; but submit the following
additional comments:
I. Immediate Credit Needs

The Glass—Steagall Bill, which expands the authority of the
H. F. C. to extend eredit, should provide s mechsnism for more liberal
extension of credit to various forms of enterprise. It should be
recognized, however, that this Bill covers only one segment of the whole
field. There are additional areas which might be served more adequately
through libsralisation in commercial banlk practices and policies. This
would entail changes in practices of bank exsminers as well as changes
in the investment rules governing national banks. The other area not
covered by the Gless-Steagall Bill is the broad field of long-term
capital in the form of jumior or equity money .

II. Hew Credit Facilities for Small Business

¥hile the Glass—Steagall Bill could meet some of the emergency
requirements of this character, it would not, in my opinion, meet all of
them adequately. Liberalization of banking prectlces mentioned sbove and
provislon for credit facilities which would supply long-term equity money
E€El NeCesBaEry.
III. Underwriting Capital

The problem here is one of supplying sdequate reservoirs of

capital to service the long-term requirements of legitimete buginess. So
fer as the equity money field is concerned, the (lass-Steagall Bill admittedly

doeg not touch it at =11, as it covers only loans, bonde, ete. Furthermore,




the problem is not merely one of strengthening present underwriting
fecilities for the servicing of the needs of large business but of
making compersble facilitles available to areas of business not pre-
sently serviced by our investment banking mechinery. The latter
mesns primerily meeting the needs of smell business end intermedizte
size business for long-term capital junior money. It is difficult

to over—emphasize the need for supplying some mechanism for long-
term junior money, if legitimate business 1s to be glven sdequate
opportunity for sound growth and development., Junior money must be
adequately proportioned to senior money lest business be oppressively
ridden with fixed cherges, as evidenced by the plight of reilroads.
It may be seriously guestloned whether our facilities will be adeguate
to serve these legitimatepeeds of legitimate business, though the

Glass-Steagall Bill is enacted.

s/ Wm O. Dougles

Williem 0. Douglas

April 2, 1938
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subject: The Business Situation, week ending April 2, 15938

oare  April L4, 1938

During the week the spring rige in business activity made
further progress, but sentiment 1in the financial centers as
reflected in the stock market decline probably reached a new low
for the receeslon, Indications of an upturn in business have
appeared in steel orders and steel activity, probably the most
significant business barometer at this stage. The rise in steel
activity 1s particularly encouraging since 1t resulte from an
improvement in orders from miscellaneous sources, with the major
steel-consuming industries yet to come into the market. New
orders in various other industries have also shown a rising ten-
dency in recent weeks, and department store gales have held up
surprisingly well in comparison with the high levels of last
year,

The emphaels in the business pleture thls week has shifted
from the foreign background to the domestlc foreground, where a
severe stock market decline resulting from heavy liquidation by
domestic investors has provided evidence of financlial discour-
agement. The decline has not yet affected actual buslness,
though 1t has depressed business sentiment. The trend of new
ordere over the next few weeks willl indicate whether the dls-
couragement indicated by the stock market trend 1s likely to
epread from the financlal centers into general business actlvity.

The stock market decllne

Walle the stock market decline was precipitated by develop-
ments in Europe, and was preceded by weeknese in the European

markets (See Chart 1), other factors have contributed to the
heavy liquidation from domestlic sources this week which carried
pricee to new lows at a time when foreign markets Were holding
eteady or rising. Chief among these factors, judging from vari-
ous market commente, ie a feeling of dlscouragement over the
outlook for business later in the year. The uncertalnty created
by recent European developments, added to the glowness of the
spring business improvement, was sufficient to initlate a selling
movement in the stock market, which increased 1ts momentum as
margin selling became a weakening factor.
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Although etock pricees in recent months had been maintained
at levels that were obvliously out of line with current earnings,
a general bellief that the low earnings were temporary and that
profits would increase with a rising trend of business later 1in
the year appeared to Justify those levels. The sudden change 1n
the European political outlook brought about by the German
invasion of Austria suddenly clouded the business horizon. The
weakening of forelgn currencles, a downward trend of commodity
prices, together with uncertainty over the maintenance of busi-
ness levels abroad under the shadow of posslble war, cast doubt
on the ability of buslness in this country to maintain a rising
trend during the summer and fall, While business lmprovement
recently has continued along seasonal lines, the slowness of the
improvement in some industries, particularly in automoblle pro-
duction, was a dlsappolntment to mggz;? -

These developments were sufficlent to call into auestion
the recent stable levels of stock prices, and to start a general
selling movement., It 1s not possible to rationalize the entire
decline on thie basis, of course, since technical conditions
within the market accelerated the decline once 1t got under way,
and may have carried it too far. A sharp rebound occcurred at
the end of the week, initiated by some easing of the political
tenslion abroad. Whether or not this rally will be permanent,
however, will depend upon what developments occur hereafter to
ereate a greater feeling of optimiem in the mind of the publie.
For this reason, i1t would appear opportune at thie Juncture to
meke public announcement of any additional phases of the
Administration's program invelving lmmediate moves likely to
beneflt buslness.

The current buslness trend

The New York Times business index for the week ended
March 26, seasonally adjusted, continued at the stable level of
recent weeks, with an increase of .2 polnt over the prevlious
figure, An upturn in carloadings, affected temporarily by the
recent freight rate increase, and a rise in steel ingot produc-
tion, were partly offset by declines in the seasonally adjusted
lndexes for other serles.

Looking over the current business statistics, the signifi-
cant fact seems to be that business i1s improving, even though 1%t
is improving no faster than the normal seasonal amount. During
periode of severe business declines the usual sessonal adjust-
ments are of doubtful significance, the important fact being the
actual upturn in businese operations, which tends to continue
once the decline has been halted and a rise gets under way.
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Tn the case of automobile production, for example, the lndex
will show a decline on a seasonally adjusted basls thies week be-
cause the increase in output to 57,500 units from 56,900 the
nrevious week was less than the normal seasonal lnerease. The
unturn now getting under way, however, seems likely to continue
beyond the time of the usual seasonal peak, which 1s reached
about the middle of April., The adJjusted index after that date
would thus show an increase even though production remeined un-
changed.

Improved sentiment in steel trade

This week has seen a notlceable improvement in sentiment in
the steel industry, with predictions current that a number of
important companies will operate in the black during the second
quarter, The improved sentiment ie due to several encouraging
developments, an lmportant one being the fact that new steel
orders have continued in good volume for the second successive
week, Orders of the U, 8. Steel Corporation during the past
weelk, while slightly lower than in the previous week, were higher
than the present operating rate. Orders for the two weeks com-
bined indlcate an operating rate of 40 Rer cent, while operations
of the corporation currently are at a 3% per cent rate.

Offering further encouragement 1s the fact that structural
steel inquiries are beginning to increase, with thls week's
inquiries double those of the previous week., An inereasing vol-
ume of steel orders for immedilate shipment appears to indicate
that inventorles are becoming depleted.

Coneidering the fact that the three industries which nor-
mally offer the maln supnort to steel activity -- the automoblle,
rellroad, and construction industries -- have been practically
out of the market, the current rate of steel onerations supnorted
almost entirely by miscellaneous orders 1s meking a good showing.
An upturn in orders from any one of the three ma jor consuming
industries could advance the steel rate materially. The automo=
bile industry is believed to offer greatest hope for an expansion
in steel buying during April.

The usual seasonal adjustments for steel operations are
belleved to be of little significance at a time like this, when
wide eyclical movements completely overshadow the ueasonui pat-
tern. With even a modest buslness recovery this year, the peak
of steel operations will probably occur in the fall rather than
in the spring, as it did in 1935 and 1936, when the peaks were
reached in November and October, respectively.
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Department store sales

The movement of goods into consumption in recent weeks, as
indicated by the trend of department store sales, has been well
supported, considering that thls year's comparisons are with the
very heavy pre-Easter sales at higher price levels in 1937.
Total sales of reporting stores in dollar values during the week
ending March 26, which was Easter week last year, were only
15.8 per cent below last year's figure, During the week ending
Hareh § they had been 17.5 per cent below. Easter buylng should
improve this year's comparison during the next two weeks,

Trends of new orders

New orders received by leading corporations during February,
as renorted confidentially to the Treasury and shown in summary
form in Table 1, were somswhat lower than in January, due partly
to the fact that February has about 10 per cent fewer business
days. Taking thie into account, the change in volume of orders
between the two months this year compared favorably for bullding
equinment with the trends in the two previous years, but compared
unfavorably for raillroad equipment, electrical equipment and tex-
tiles, For steel products the trend was about equal to those in
the two previous years. In these comparisons 1t must be kept in
mind (1) that a rising business trend was in progress in 1936 and
1937, and (2) that the seasonal rise thle year 1e slower in get-
ting under way.

During March, Judging from weekly data, a sesasonal improve-
ment has appeared in orders for steel products and bullding
materials, The trend of textile orders has been slightly unfavor-
able, and likewlse the trend of orders for electrical equlpment.
llo March data are avallable from the rallroad equipment companies.
A summary of the weekly trend of orders 1s given in Table 2.

The price situation

Commodity prices have declined somewhat thls week, partly
in sympathy with weakness in our securlty markets and partly
because of the continuing pressure of world deflationary influ-
ences. The decline occurred desplte a rise in the leading foreign
exchanges against the dollsr, since the rise largely represented
a weakening of the dollar as a result of the stock market decline,
Rubber pricee, which showed outstanding weakness, owed thelr
gsharp drop largely to selling from European sources, reported as
representing speculative liquidation from Amsterdam., Wheat
prices, an exception to the general trend, held firm on a growing
scarcity of avallable export wheat in Canada, and a reallization
that the United States holds the only large world stocks of wheat
avallable,
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3 neporting Companies
{millinna of dollars)

f Marchf Aprilf May E June f July ¢ Aug., f Sept.’ Oct.

Building Equipment (3 companies)
o & O 13.9 13, 13, 13.8 12,
13.4 15.2 1%.1 1&.2 E 3 15.1 13.3

Electrical Equipment (2 companies)

38.8 U43.9 U43.8 43,3 .7 U4o.0
73.8 52,5 53,0 50.3 Eﬂ. 42,7

Rallroad Equipment (4 companies)
1049 12,8 4.5 12.2 6.2
3

16,7 10.0 10.1 g,.8
Textiles (3 companies)

&4 10.7 14,0 12.,0. 11, 1?.n

9.7 5.5 5.0 Be &, 5

Total Excluding U. 8. Steel 1/
2.6 89.1 96.8 96,3 93,4 80.1 6.0

1Zs 9 12u 6 139.4 103.6 103.1 93.8 93.2 85,5
70.2 66.1p

Total Including U. 8. Steel

109. . 124,3 132,5 137.5 148.0 148.2 123.2 134.8 :
Egg.ﬁ 13%.;p esa.g eg?.g 1 S.E 159.2 147.9 1E§.5 1%0.5 96.3 1,92

!? Inciudes above groups and 2 additional companies.




1938 Weekly Orders, Bales, or Shipments
of Reporting Companies

E : E TEEE% E U.28. Steel E Total
H . xo n Ly - i
g B u.s.ﬁusl : (estimate) : Including
(mlllions of dollars)
January i X 7.02 4.73 11,75
2 8,27 2.02 13.32
a 8.90 .66 13,;
10,02 9.1£ 19, a
5 10,18 5.6 15.8
Feb: 1 8.50 g 15.98
et 2 9.20 Z.ue 1%.33
E &5 5.22 15,
8.13 5. 13.74
March 1 8.2 6.66 14,93
2 9.15 6.66 1?.73 P
E 9"2 Elﬁg 1 'I-gl P
9.7 7.1 17.47 o

1/ Includee the following companies: American
Radiator, Johns-Manville (estimate)
Sherwin-Williams, Air Reduction, Cannon
Mills, Pacific Mills (estimate), American
Woolen, General Electriec.
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- a good ldea.

Ah - read that over again - say that over again,
will you please.

I said, in view of this message I told the President
that I thought it would be a good idea to let Mr.
Blum know the pattern that we follow here on having
the banks voluntarily report every week and then
having the Federal Reserve supervise, you see?

Yes.

And - 80 that when he put this plan up to his
cabThet he could say that - "that all I'm really
doing is simply following the American plan.”
Furthermore, 1f he 15 successful and then the
gquestion is brought up and put up to the U. 5.
Treasury, well now that the French have made this
move, doesn't that mean that outside of the
Tripartite Agreement that we could say, "Oh, no,
they're simply following the plan that we're using
ourselves." Well, the President's comment was,

"I think that's very smart." And he thought that
it would be fine if we got into Cochran's hands a
deseription of our plan and then let him give it to
Mr. Blum, see?

Yes.

Now, I'd like that done and I'd like that cable
gotten off at once to Cochran with careful instrue-
tions that he should explain to Mr. Blum just how
we do it here. ©BSee?

All right.
Do you get the idea?
Yes, I got it.

Because I doubt very much whether Mr. Blum knows how
we do it because after all when Sir Frederick Phillips
was over here he was amazed how much information we
got through this volunteer plan and he - if you
remember - Phillips said that we had much more
information about the transactions than they had in

their own market.
Yes, I understand.
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HMJIT: And I asked the President, I said, "It is still
your thought, isn't it, to do everything possible
to help the French?" And he said, "Absolutely".
And he said two or three times, he said, "I think

this is very smart."” =] -

T Well, we'll get up a cable along those lines.

HiJ T2 Yes, ;

T: Now, the full plan is out this morning on the broad
tape.

Hildr3: What's that?

T: The full plan is out this morning on the broad tape.

HMJr: That's good.

T: Do you want me to read it to you?

Hildr: Yes.

T: In the bill the Government asked emergency power to:

(1) Revalorize the Bank of France gold reserve
at the franc's present parity, which would provide
twenty-four billion francs.

(2) Centralize all foreign exchange transactions
in the Bank of France to which proof would have to be
furnished in Justification of forelgn exchange re-

quirements.
HMJr: Yes.
T: Now, you see that's quite a bit stronger than the

plan that we have. It isn't what you might describe
as Just voluntary reporting.

HMJr: No. I see what you mean.

T: Yes. Well - Wait a minute. /
HMJT3: Go ahead. Hello.

T3 Yes.

Hildr: I'm listening.

Ts Archie was making a point that in our case why they

had to report and in this case they actually centralized
them there.
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Well, here's the thought that I had: After all,
Blum may not get what he asked for, see?
Yes.

And if he had our plan on his hands - even if -
it might be a help and it might be of no use.

Well, under the circumstances, I think that 1f we
do it on the basis of giving it to him for his
information...

That's right.

Why, it's perfeectly all right, either way.

That's the way I figure.

Yes.

I've had a2 chance to sleep on it and I feel so
strongly that he ought to do this. Now, 1f he can
do this in a sensible way and really be successful
at it 1t would help everybody.

Right.

And therefore, I'm extremely anxious that we get
over our plan and I think 1t ought to be in two

sections: (1) The way we operate it now, and then
what - ah - the additienal powers that we have.

it
Ygll, we can do/this way, the way we first put it

Yes.

Which was a little more drastic.

Yes.

And then show it the way it operates now.
That's right. That's right.

Just a minute.

Hello. Hello. = Taylor?

Yes.
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Any disagreement at your end?
No.

If the boys have any...

Wait a minute.

+ssquestion - if they don't agree, I wish they'd
say something.

(Short pause)

Hello, Hello.

Archlie and Harry White make the point that the
Federal Reserve may have already sent all those
orders over to the Bank of France and in that case
we can simply call Blum's attention to them -
Cochran can do it. But I think that's Just a detail.
It's just a detail.

Yes,

The important thing is I want to get this - ah -
the fzet that I send this via Cochran to BElum again
reassures him, see?

I get 1it.

You get the idea?

Oh, absoclutely.

As a matter of fact we don't have to say this - but
he's nc.damn fool.

Right.

He sent me a message yesterday and themn I come back
and say, "This is the way we're doing it."

Check.

Well, then he must say, "Well, after all, then I
guess they like it," because it would be pretty near
the same thing. And if his people - he 1sn't going
to get this through right away but he can say, "Well,
look what they're doing in the United States.”
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Well, I think if we simply send it to him for his
information...

That's all - I wouldn't - I don't - I didn't
suggest anything else.

No. Why, we're perfectly safe there.
Wayne, try to get this thing off as soon as possible.
We will,

And I'm going to call back again at noon.

Right.
And I hope they get it off by then.
Ah - we'll have it off by then.

EMJr: &nd 1f there's any trouble over st the State Department
about it, let me know.

T: Well, T don't see why there should be.

HMJr: Well. But in the instructions should go that - with
this - that I'm Instructing Cochran to see Blum again
and give him this for his information.

Right.
As soon as possible. See?

I've got 1it.

You didn't get that Cochran cezble to the President,
did you?

Yes, I did.

Oh, did you?

I did.

What time?

About quarter past seven.

Ha - that's funny. I talked to him at
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Oh, well that's - ah - I didn't realize you were
golng to call him that soon and I worked darn - had
a little difficulty getting him.

Yes.

It wasn't serious, and I thought that would be soon
enough.

Well, I figured out - I said, gosh, the cable must
be there and I happened to know that was a good time
to get him; you call him a little later and he's at
dinner. But it's all right.

Well, I'm sorry about it. I Jjust thought that you -
if you were going to call him it would be later in
the evening.

Yes. Well, that's all right. I figured it out on
my fingers that it - it must be there by then.
Now, ah - what else have you got? --- I have
nothing else. I'11l call up about noon.

A1l right. Ah - silver seems to be steady, and

unless something changes, why we thought we'd, ah,
use the =ame price.

ind - ah - yeah, that'!s right. But, I, - I'd just
like to know when this cable gets off.

All right. We'll go to work on that. Now we got -
want to talk to anybody else here?

Ah - not unless they want to talk to me. You might
tell Ransom that I'm simply delighted the way they
handled the thing last week.

I will.

ind - ah - I have nothing else. How's the weather?
Ah - cold and clear.

I get you.

Fairly clear. Ah - Marriner's back.

Good. Good.

I heard you.




(Laughs) Is that better?

(Laughing) Yeah.
A11 right.

All right, Henry.
All right.
Thanks.
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Wayne
Taylor: From the Secretary of the Treasury.

Please.

"I refer to your five twenty-six STOP In view

of new financial program and specific actions
recommended Secretary of Treasury wishes you to

see Blum and give to him full details of methods
employed by this Government in its supervision

of foreign exchange transactions STOP You should
explain to him that you are making this information
avallable to him at suggestion of Secretary
Morgenthau as latter feels that the methods of
supervision and reporting emplcyed by this Govern-
ment might be of particular interest to the French
authorities who are struggling with new measures
contemplated by Blum's financial program STOP You
should emphasize In your presentaticn that Secretary
Morgenthau in order to assure Blum of this Govern-
ment's desire to continue close cooperation with the
Government of France wishes him to have this informa-
tion and that you are prepared to discuss with the
French techniclians any aspects of our methods which
may need clarification STOP It 1s assumed that you
end French technlelans have complete set of laws
regulations et cetera governing our purchases but

in order to insure complete presentation full text
of pertinent documents will be cabled to you later.
In addition coples of reporting forms et cetera will
be mailed to you END OF MESSAGE"

Well, that's - that's fine. Now, Wayne, that
message, plus the message that he sent me yesterday,
plus what's come out today on the broad tape, I want
that all put on the train - McReynolds knows how to

do it - on the train that leaves this evening and 1if
McReynolds will send me a telegram saying who has it
I'll send somebody to meet it tomorrow morning; -
because it takes two days for my mail to get down here.

All right, we'll do that,

That, - -plus - - the one Cochran sent me yesterday,
plus what's on the broad tape today in regard to what
Blum proposes to do, you see? - McReynolds - I

think he gives it to the dining car steward on that
train tonight which gets into Thalman tomorrow morning.
But, whoever has it, Mac should send me a wire, you see?
Hello?




Yes.

And then I'll send a man over to the train tomorrow
morning; I'1ll get it that way.

Send a wire saying who he's giving it to?
Yes. And who has it.

Yes.

What train it's on.

Yes.

And then Mrs. Klotz can send down any mail from
the house with that package.

Right.

Now, I put in a call for Cochran at twelve-thirty,
you see.

Yes.

I'm going to give him a little personal background
on this.

Right.

Now, this cable which is going to Cochran - ah -
has anybody at the State Department seen 1t?

Yes. I've read it over the telephone to Feis...

Yes.

And - ah - said that 1t would go like that. He had
no comments.

Well, now, I wish that you would explain this whole
thing as well to Sumner Welles.

I'll do 1it.

I want Sumner Welles particularly to know what I'm
doing.

I will do it.
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And I have a particular reason. And he saild
anything{iﬂis he would like to know it.
e

I'1l cell him right away on it.

And when you call him say that I asked particularly
that he should know because I want him to wateh 1it.

Check.

And also that I'm doing it with the knowledge and the
hearty approval of the President.

Check.

All right. Now, ah - anything on silver?
Ah - quiet - forty-two seventeen in London.
All right.

And we think no change.

All right. Government bonds?

Government bonds are steady and quiet.

Uh huh. And stocks and commodities?

Ah - mixed; commodities off a little and common
stocks off a little.

Yes.

Reils and Utilities up slightly.

Yes. MNow, this 1s for Harry White; is he there?
Yes,

Can I talk to him a minute?

Right.

Hello.

Harry.

Yes, sir.
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In making a study of the present imports and
exports I wish you'd draw a comparison to the
fact that our exports are holding up at present
as compared to the time when the English devalued
up to the time that we devalued - the way we lost
our export market, see?

I'l]l compare the two.

Do you get the idea?

I do.

Now, after all, that depression we went through
during those two years, when the English had the
advantage of us on account of their difference in
their currency; that difference doesn't exist today
because we have a favorable position due to the
value of our dollar. Hello?

Yes, I'm listening.

And, in writing your memo I want to ilnclude that.
And it's going to maybe make all the difference in
the world in recovery.

I'll - I'll emphasize the comparison and draw
whatever significance ....

Do you get the ldea?
I do. Yes.

Well, I mean, that's something which hasn't been
pointed out and hasn't been evaluated.

We'll include 1it.

I mean,- after all, we're holding our export markets
That's right.

ind we lost them during - four or five years ago.

That'!s right.

And maybe, due to our favorable position of the
dellar,..

In part.




What?

In part.

I don't hear you.
In part only.
Yes, but. ...

There are other reasons and we'll try to evaluate
them all,

Do you get 1t?
Yes. I do.

All right. Now if Mrs. Klotz will go back to my
room vesn

Just one moment, Wayne Taylor would like to speak
with you first.

Henry.

Yes,

I have reports from the three main people who were
at this meeting that you know about.

Yes.

Jesse, Ransom and Bill Douglas.

Yes.

And they concurred in the report that I made.

Yes.,

Now, the idea is to get that over to eht President.

Yes.

And have him decide whether he wishes to release it
or not.

All right.




B

It is in the form - 1n a form in which it could
be released. It was written from that standpoint.

0. K.

And T will get that over to him today.

Well, and get me a copy tonight.

I will.

Yes.

0. K.

Anything else?

No.

How are you feeling?

Oh, I feel fine.

Good.

Ah - my day is a little shorter on account of -
I've talked to the Chairman (laughing) just before
this to some length.

All right.

And he's feeling fine.

Good.

Right.

Yes.

Goodbye.
Goodbye.




PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, Paris, France

DATE: April 4, 1938, 11 a.m.

NO.: 5237

RUSH

FROM COCHRAN.

On Saturday the French control purchased in London
56,000 pounde of sterling. At eleven this morning when
I vigited at the Bank of France the franc was firm and
the control had undertaken no operations.

Georges Borie of Elum's gtaff in the Finance Ministry
telephoned to Governor Fournier this morning and presented
an apolegy from Blum for not having seen Fournier during
the lagt few days. He had not been able to do so because
of pressure of receiving his political advisers in connec-
tion with the financial program he was working out. In
talking to FourniarJBaria let it be understood that Blum
did not for a moment believe that Parliament would pass

his measures. However, in his program he had incorporated

& fairly wide range Qf meapgures; he believes that any govern—

ment which may succeed him will inevitably have to adopt
some of these measurds.

One specific measure to be included in the program
is that of the Government "annexing" foreign currency de-
posits in French banks. The Blum group had learned that
this had been developed by Bonnet with his adviser de

Bolsanger, now the Bank of France's Under Govermor, at
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the time that Bomnet was Minister of Fimance, but the

plan had never been brought forward. Therefore it will

be possible for Blum to state now that in his program he

is including steps conceived by his conservative predecessors
and later he may be able to charge that his om plang have
been adopted by his successors.

In strictest confidence I have been given to understand
that in Blum's program are included; partial revaloriza-
tion of the gold stocks of the Bank of France; further
credit to the State from the Bank of France of tem billiom
francs; having a monopoly in foreign exchange dealings
vested in the Bank of France.

The foregoing information I believe is accurate, but
it should not be taken as final; late this evening or
tomorrow morning the whole program should appear in the

pPress.
WIiLsoOw,




PARAFHRASE OF TELEGRAM BENT

TO: American Embasey, Paris, France

DATE: April 4, 1938, noon

NO.: 199

FROM SECRETARY MORGENTHAU.

FOR COCHRAN,

Reference is made to your telegram No. 526 of April 3.

The Secretary of the Treasury, in view of the new
financial program and specific actions, wants you to see
Mr. Blum and give to him the full deteils of this Govern-
ment's methode for supervising transactions in foreign
exchange. When you see Mr. Blum you should explain to him
that Secretary Morgenthau has suggested that you make this
information available to him, as Secretary Morgenthau feels
that thie Government's methods of supervision and reporting
might be of particular interest to the French authorities
who are making & study of the new measures contemplated in
the financial program of Blum. In your presentation you
should emphasize that the Secretary of the Treasury wants
Mr. Blum to have this information in order to assure him

of this Govermnment's desire to continue close cooperation

with the French Government; you should also emphasize that

you are prepared to discues with the French technicians
any aspects of our methods which may need to be cleared up.
The Treasury is assuming that you and the Fremch

technicians have a complete set of laws, regulations, et
cetera,
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cetera, governing our practicee. However, the Treasury 1is

cabling to you the full text of pertinent sections of
relevant documents in order to insure complete presentation;
in addition it is mailing to you copies of the documents

and of reporting forms, and so on.
HULL




GRAY

London

Dated April 4, 1938

Rec'd 1:50 p.m.
Secretary of State,

Washington.

277, April 4, 6 p.m.
FOR TREASURY FROM BUTTERWORTH.

The announcement of Blum's budget balancing

proposals caused bear covering of franc positions and

the franc moved to 158-3/4, The French fund did not
intervene even though the volume of dealings was small,
There is no (repeat no) expectation that Blum's program
w1ll be passed into law and the fall of his Government
is taken for granted. His action is regarded here as a
shrewd political move from his own standpolnt but one
which will probably hinder the formation of a truly

national government,.

KENNEDY
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GRAY

Paris

Dated April 4, 1938

Ree'd 2:17 p.m.
Secretary of State,

Washington,

RUSH,

530, April 4, 5 p,m. (SECTION ONE)

Lo | o

FRO" CCCHRAN.

The financlal program submitted by Blum and passed
by the Cabinet this noon and by the Council of Ministers
this afterncon containas a bill consisting of two articles,
The first article authorizes the Government to take, by
Cecree, up until July 1, 1938, the measures which it
conslders necessary to meet the requirements of national
defense, to protect the gold reserves of the Bank of
France and to restore the finances and economie conditlions
of the nation. The second article vrovides that the
decrees taken under authority of the first article shall
DE submitted to Parliament for ratification during the
extraordinary session of 1938, and at the latest by
December 31, 1938,

The bill is accompaniled by a long explanatory

memorandum




-2- #530, April 4, 5 p.m. (SECTION ONE) from Paris.

memorandum which reviews the situation which the
Government faces and vhich sets forth an outline
of the measures which the Government anticipates taking

if granted the authority requested.

WILSON




GRAY

Paris

Dated April 4, 1938

Ree'd 2:24 p. m,

Seeretary of State,

Washington,

530, Lpril 4, 5 p. m. (SECTION TWo)
The introduction estimates at two billion of
Foineare frarecs or 80 billion of current francs the
amount of capital which has been exported from France
from 19535 te date. To cover the needs of the Treasury
amountingz to over 36 billion francs in excess of
revenues for the calendar year 1938, it 1is stated that
there are two alternatives, borrowing or inflation.
International zolitical conditions in March prevented a
long term loan issue, The market 1s still in such
condition that 1t avpears desirous not to attempt for
Some time to appeal thereto for long term lending,
Due to drying up of bank devosits and private resources,
resort to the short term financial market is also ruled
out for the present. Therefore the Government is forced

to recommend inflationary measures but at the same time
suggeats




2-#530, From Paris,April 4, 5 p.m.
(SECTION TWO)
surgeata eertain cheecks to prevent the newly ereated
means ©of rayment from moving as in the past into gold
rr foreign currencies,

I am not attempting to enumerate all of the
finaneial and econvmic measures suggested by the
gexrlanatory note, a summary of which is being cabled
by the press bureaus. I mentlon herewith only a few of

the outatanding volnts, particularly those of interest

in connection with the raising of funds for the

Treasury, the protection of the currency and the econtrol

of eredit with speclial reference to obligations assumed

under the tripvartite agreement.

WILSON




GRAY
FParls
Dated April 4, 1938

Ree'd 3:25 p. m,.

Secretary of Ztate,

Washington.

RUSH

530, hvril 4, 5 p, m, (SECTION THREE)

The Government rejects the idea of a foreed or
semi-Tforeed conversion of Government securities. Bearer
sharea are to be suprressed and substituted therefor a
new tyoe of reglstered security with a view to avolding
tax evasion. Government funds shall be subjected
hereafter to the taxea of transmlasion and transfer and
te the tax apnlied to interest on securities.

For a period of two years amortlization is to be
suspended on debts of the state, of public bodies and
of the railways. A special tax levy on capltal is to
be made, the proceeds to be paid into the national
defense fund, To provide for the immediate maturlties
of the Government, Parliament will be asked to authorize

the EBank of France to give a new limited credit in the

amount justified by the urgent requirements (this shall

not exeeed 19 billion franes). Contractors for
Government
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(Sec. Three)
Government public works or for Covernment supplies may
draw drafts upon the Government departments which
will be discounted by discounted spending private
eredlt establishments and be eligible for rediscount

at the Bank of France. To permit & resfval of sub-

seriptions to Treasury bills the Bank of France will
grant rrivete banks advances on their forelgn currency

holdings,

WILSON




GRAY
Paris

Dated April 4, 1938

Reo'd 3:15 p. Ma

Segretary of State,

Washington,

530, April 4, 5 p, ms (SECTION FOUR)

The Government proposes measures to increase the
volure of eredit and to lower interest rates. The
Bank of France is charged wlith the responalbility of
surervising cleosely the nlacing into effect of the
gevernment's cheap money policy., It will demand con-
fidential revorts frem the bank of thelr monthly
situation as well as a atatement of the credits which
they rrant.

L new provisional revaluation of the gold stock
of the Pank of France is envisaged. The Government is
against permitting further diminution of this stock
because cf its need for national defense. The basis of
revaluation whiech the Government envlisages approves
leaving to the frane a margin of variation sufficient
tc wErmit it freely to find its normal level., The
profits from revaluction might be applied to the rentes

fund, ‘henever legal stabilization should take p;icz
E




2-#530, From Paris,Apr.4 Sp.m,
SEC. Fuur5
the prefits would be applied to reimburaing advances
from the Lank of France to the state. In the meantime
effert would be made to raise the quotation of state
gecurltiea,

Stabilization fund alone has not been sufficient
to eckheck the flight from the frane into gold and
foreign currencies, With a view to proteeting the
curreney cfTectively all foreipn exchange operations
will be centralized in the Bank of France which will
require the submissien of documentary evidence of
legitimate requirements,

Faris exchange market witnessed 1little trading
today. Vhen above proposals became known after the
official zessiorn there was a pick up in businesas and
a strengthening of the frane, operators feeling that

Farliament will not give Blum authority to carry out

such measures as those envisaged. The market looks

therefore for an early fall of the Government.

(END )} ESSAGE)
WILSON

CsSB




GRAY
Paris
Dated April 4, 1938

Ree'd 5:39 p. m,

Secretary of State,

lashington,

53l, April 4, 6 pe me

My 517, April 1, 5 p. m.

Blum's long-awaolted financial program was
at last submitted to a meeting of the Cablnet this
morning and to a Councll of ilinlsters this afternoon.
It takes the form of a lengthy preamble setting out
the economic and financial problems facing the country
°nd glving the general lines of the program which the
Gevernment proposes in order to deal with these
problems, Following the preamble is a brief bill
authorizing full powers to the Covernment to take
by decree up to July 1, 1938 any measures deemed in-

dispensahble to meet the requirements of national

defense, to protect the gold reserves of the Bank of

France and to improve the finances and economy of the
nati Ollg
The Financial Committee of the Chamber is now

in session to consider this program., The CummiiEEE
wil
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will probably recess later to permit mectings of the

various political groups and then resume 1ts session,
Certain provisions of the program (which are being

reported in detall by Cochran for the Treasury), such

as a capital levy, revaluation of the gold reserves

of the Bank of France and the granting of ten billions

additlional advances by the Bank to the Treasury, are

certain to meet with great opposition from the Radical

Socialists, It i3 said that various Radical Socialist
members of the Finance Comunittee have already gone on
record as opposed to the program and it is possible
thet the Commlttee may report the bill unfavorably,
Even if this should take place, however, it is not
Delieved that the Government will resign but that it
will in any cese go before the Chamber of Deputies
tomorrow afterncon.

(END SECTION ONE)

WILSON




PARAPHRASE OF SEOTION TWO, NO, 531 of April 4, from Paris

The decision which the Radical Socialists in the
Chamber will have to make will be difficult. They are
hostile to various provieione in Blum'e program, but against
that 1s the responseibility they would incur by voting against
it and breaking up the Popular Front party. Certain reasons
of an electoral nature are doubtless no less important,
eince it is said that reelection of some sixty Radical
Socialist deputies depends on Socialist support.

Should the Government get a favorable vote in the
Chamber, however, it seems almost certain that the PTogram
willl be voted down by the Senate.

Another item of interest is that broad increases in
customs duties are envisaged in the Government's program.
END MESSAGE.

WILSON




Dear Herbert:

I am enclosing the memsage which I discussed
Hﬁmwthhfﬁ‘ﬂm;mﬂanm
that it is trassmitted to Cochren immediately?

Bincerely,

{S1gned) Wiayne 0, Taylox

Assistant Seoretury




FOR: COCHRAN
FROM: THE SECRFTARY OF THE TREASURY

1 refer to your 536 STOP In view of mew fimancisl prograsa snd
specifio actions recomssnded Secretary of Treasury wishes you to see Blum
and give to his full details of methods employed by this Governmemt in its
supervision of foreign sxchange tfsassctions STOP You should explain te
hi= thet you are making this information svallable %o him ot suggestion
of Seoretary Morgenthau as latter feels thet the methods of supervisiom
and reporting eaployed by this Government might be of perticular interest
tc the French suthorities who ere studying the new messures contemplated
by Blua's finuncial progrsa ETOP You should emphasise in your presentutica
thst Beoretary Morgentheu in order to assure Blum of this Covernment's
desire to contimue close cooperation with the Govermment of France wisches
him to have this information snd that you sre prepared to discuss with the
French techniocisns aay sspects of our methods which may need clerificeation
PARAGRAPH It 1p sssumed thet you and French technicisne have complete sed
of lews regulations ot oeters governing our proctices but in order te

insure complete presemtation full text of pertinent seotions of relevant
documents are being cubled to you STOPF In additioa copies of the documents

and of reporting forms et cetara will be anlled to you
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FORs COCHEAN
FROM: THE SECRETARY OF THE TREASURY

1 refer to your 526 STOP In view of mew fimancial prograa snd
specific actions recommended Seorstary of Treasury wishes you to ses Blum
and give to him full details of methods employed by this Government in 1ts
supervision of foreign exchange trasasactions STOP TYou should explain te
him that you are making this informsticn availsble to him ot suggestion
of Becretary Morgentheu as latter feels that the methods of supervisiom
and reporting employed by this Government might be of particular interest
to the French suthorities who sre studying the new measures contemplated
by Blum's finsncial prograa STOP You should emphasise in your presentution
that Secretary Morgenthau in order to assure Blum of this Government's
desire to contimus close cooperation with the Govermment of France wishes
his to have this informstiom and that you sre prepared to discuss with the
French technicisns say aspects of our methods which may need clerification
PARAGRAPH It is assumed thet you and Fremch techniciens have complete set
of laws regulations et ceters governing our practices but in order teo
insure complete presentation full text of pertineat sections of relevant
documsnts are being csbled to you STOP In addition copies of the docusents
and of reporting forms et cetsra will be malled to you




There follow selections froa some of the Executive Orders
and Regulations relating to regulatiom of foreign exchange
transactions which indicate the general patternm of control
over Toreign emchange transactions, Other orders and reg-
ulations have been issued from time to time, A complete
set is being forwarded by mail. The regulations of November

12, 1934, Bxhibit o, 5, &8 etill in force.




ehibit 1. Executive Order of ¥arch 10, 1933 concerning the operation
af

hoarding, nor to engage in any transaction in foreign
exchanze except such as may be undertaken for legitimate
and normal business requirements, for reasomable travel-
ing and other persenal requirements, and for the ful-
fillment of contracts entered into prior to Warch 6, 1933."

"Every Federal Reserve Bank ir authorized and instructed
to keep itself currently informed ar to transactions in
foreign exchange entered into or consummated within ite
district and shall report to the Secretary of the Treasury
all transactions in foreign exchange which are prohibited.®




i
Exhibit 3. Federal Heserve iank of New York Circular Ne. 1176,
¥arch 12, 1933, Relating to Instructions for carrying
out transactions in forelgn exchange.

Paragraph 3. "The Exscutive Order of March 10, 1933, prohibits all
transactions in foreign exchange ##% except such
transactions as may be undertaken

(a) for legitimate and normal business requirements,

(b) for reascnable traveling and other personal
requirements, and

(e) for the fulfillment of contracts entered inte
prior to Maréh 6, 1933.

Paragraph 4. "In order that the Federal Eeserve Bank of New York may
keep itself curremtly informed as to transactions in
foreign exchange entered into or consummated within
the Second Federal Heserve Distriect and may report
to the Secretary of the Treasury all transactions
in foreign exchange which are prohibited, the Federal
Reserve Bank of New York hereby requires dealerse#
in foreign exchange doing business in the Second
Fedaral heserve Uistrict

(1) to obtain from each person® to whom they sell
foreizn exchange directly or indirectly, a writtem
declaration signed by such person describing the
purpose for which the foreigm exchange is pur-
chased and certifylng that the transaction in

no way contravenes the Act of larch 9, 1933,

the Exscutive Order of March 10, 1933, or any

Paragraph 5. mm-omamm,zm.p-m
exchange transactions for the fulfillment of
Federal Eeserve Bank of New York
tracts each dealer in foreign exchange
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in the Second Federal leserve District is directed

to forsmrd to the Federal Reserve Bank of New Yark

a detalled list of all foreiyn exchange contracts
entered into by him prior to March 6, 1933, for the
dalivery of foreign exchange after that date. This
list should classify contracts by currencies and
should show the maturity of each contract, The dealers
should advise the Federal Seserve Rank of Yew York

in writing as such contracts are fulfilled,"

"rootnoter # The word "persom™ in these regpulations means any individual,
partnership, association or corporation;

@#* A "dealer in foreign exchange" means any person engaged
primarily or incidentally in the business

{1) of buying, selling or dealing in foreign exchange, or
{Z}Gfbunng,ulungord-ﬂ.ingmnmiﬁnrur
through foreign

correspondents, or

(3) any person who carries accounts or securities with
or for foreign correspondentas,

#s% The term "foreign exchange” means checks, drafts, bills
of axchange, cable transfers, or any form of negotiable
or instrument, or order used

{a) to transfer credit or to order the payment of
funds in any foreign country, or

(b) to transfer credit or to order the payment of
funds within the United States for foreigm account."




uhwm,hrmn:nmum,mtm-
uﬁmur-mnmp,trmfmﬁrnrmtrrumb-uu
institution within the United States to any foreign branch or office
urmhhnhgiuﬂhﬂ-whwmmwhﬂu,ﬂ
mmwuﬁn—xummmmmsm-.ww
mﬂ%h“ﬂﬂtﬂ;ﬂhmﬂhm
w!ﬂnqmmﬂhwmmam

to furnish under cath camplete informstion relative thereto, including
thlm-rwhhlt__t.mm. letters, or other
papers, in comection therewith in the custedy or contyol of such
mdﬁﬂmtdﬁrﬁﬁ“ﬂuhmﬂ
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Exhibit 6. Executive Order January 15; 1934, regulating transactions

in foreign exchange,

of credit and the export of

coin and currency.

cection 1.

fection L.

"Every transaction in foreign exchange, transfer of
credit between any banking institutiom within the

U 1ted “tates and any banking institution outside of
the Tnited States (ineluding any principal, agent
home office, branch, or correspondent outside of the
United States of a banking institution within the
Trited tates), and the export or withdrawal from the
Tnited States of any currency or silver coin which le
legal tender in the United “tates, by any petson within
the Tnited “tates, is hereby prohi'ited, except under
licenss therefor issued pursuant to this Executive
Order; however, that, except as prohibited
under reg: ons prescribed by the fecretary of the
Treasury, foreign exchange transactions and tranefers
of credit may be carried out without & license for
(a) normal commercial or busineses requirements, (b)
reasonable traveling and other personal requirements,
or (e) the fulfillment of lerally enforceable obliga-
tione incurred prior to March 9, 1933.°

"Micenses. The Secretary of the Treasury, acting directly
or through any agencies that he may deslgnate, and the
Pederal reserve banks scting in accordance with such rules
and regulations as the Secretary of the Treasury may from
time to time rrescribe, are hereby designated as azencles
for the granting of licenses as hereinafter provided.
Ticenses may be rranted autherizing such transactioms in
forelgn exchange, transfers of credit and exports of cur-
rency (other than gold certificates) or silver coin in such
specific cases or classes of cases ar the Secretary of

the Treasury may determine in regulations preseribed here-
under and rulings made pursuant thereto,”

"Reports. The Federal reserve banks shall keep themselves
currently informed as to foreign exchange transactions
entered into or consummated, and transfers of credit made
between banking institutions cuteide of the continental
Trited “tater and banking institutions, in their districte,
and report to the Secretary of the Treasury all transac-
tions in foreign exchange and all such transfers of credit
not permitted under Sections 1 or 2 hereof which are of-
fected or atterpted in their districts without a license.”
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Bxaivas
Regulation, November 12, 1934, lelating to Transactions

Treasury
in Foreign Exchange, Transfers of Credit, and the Export of Coin
and Currency.

"article 2. lLicenses may be granted, and a general license is
hereby granted, to all individuals, partnerships, associations, and
corporations, suthorising any and all transactions in foreigsn ex—
change, transfers of credit, and exports of currency (other than
gold certificates) and silver coin. The general license herein
granted muthorises transactions to be carried ocut which are permitted
by the Exscutive Order of Jamuary 15, 1934 under license therefor
issued pursuant to such Executive OUrder; but does not anthorise any
transaction to be carried out which, at the time, is prohibited by
any other order or by any law, ruling, or regulation,

" Article 3. In order that Federal reserve banks may keep them=
selves currently informed as to foreign exchange transactions and
tranafers of credit, as required in Section 4 of the Lxecutive Order

of Jamuary 15, 1934, every person engaging in any transaction,
transfer, export or withdrawal referred to in Section 1 of such

Executive Order shall furnish to the Federal Heserve bank of the
district in which such person has his principal place of business
in the United States complete information relative thereto upon

report forms preseribed by the Secretary of the Treasury, exmept
that reports are nmot required teo be furnished by (1) persens not
carrying during any part of the reporting perioed, accounts abroad
or accounts in the United States for non-residents thereof, ar




Exkibdt 7 - page 2.

(2) persons whose aggregats transactions, transfers, exports, or
withirawals for their own accoumt snd the secomnt of others do nmot
exceed $5,000 during any seven-day peried., Such information shall
be furnished on & weekly basis except as the respective Federal
Reserve banks permit the information in certain cases or classes
of cases to be furnished on the basis of longer interwals.

"These regulations and the general license herein granted may
be modifisd or revoked at any time."




Federal Reserve Bunk of New York Circular No. 1474,
November 13, 1934. Superseding Circular ¥o, 1176 of
Yarch 12, 1933, Relating to institutions engaging in
transactions in foreign exchange.

"fritten Declarations Neo longer Required”

- & & @ -

"ieekly and Wonthly Reports Required"

"Every person having his principal place of business in the United States
in the Second Federal Reserve District and engaging in any transacticm
transfer, ¢ port, withdrawal referred to in Section 1 of the Executive
Order of January 15;-1934, shall furnish to the Federal Reserve Bank of
Vew Tork complete informetion upon report forms to be prescribed by the
fecretary of the Treasury, relatiwe to such transactions, transfers, exports
and withirawale, as Tollows:

1. PRarks and bankers are required to report weekly as of the
close of business each Wednesday night beginning December
5, 19343

Prokers and dealers in securities are required to report
weekly ar of the cloee of businese each Tednesday night
beginning December 5, 1934; and

All other persons subject to the provieions of Article 3
of the above quoted regulations (much as, for exarple, cer-
tain exporters, importers and industrial companies do
business abroad) are required to report monthly as of the
clore of businese of the last Wednesday in each month be-
ginning Tecember 26, 1934

except that reperte are not required to be furnished by (1) persons not carry-
ing during any part of the reporting period, accounts abroad or accounts in
the Urited States for non-residents thereof, or (2) persons whose aggregate
transactions, tranefers, exports, or withdrawals for their own sccount and

the account of others do not exceed $5,000 during sny seven-day peried,

"The transactions, transfers, exports, and withdramals referred to im Section
1 of the Executive Order of January 15, 1934, and herety required to be reported
ar above, include 'Every transaction in foreign exchange, transfer of credit

any banking institution within the United States and any banking insti-

tution cutside of the United “tates (including anmy principal, asent, home of-
fice, branch, or correspondent outside of the Tnited States of a banking insti-
tution within the United States), and the export or withdrawal from the "nited
States of any currency or silver coin which is legal tender in the Urited “tates,
'y eny person within the Urited States'.®




TELEGRAM SENT
PLAIN & GRAY
April 4, 1938,
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LMEMBASSY
PLRIS (FRANCE)

201
FOR COCHR.N FROM TFE SECRETARY OF THE TREASURY,
There follow selections from some of the Executive

Orders and Regulations relating to regulaticn of foreign

exchange transactions which indlcate the general pattern

of control over foreign exchange transactions, Other
orders and regulations have been issued from time to
time., A complete set is being forwarded by mall, The
regulations of November 12, 1934, Exhiblt No. 5, are
stlll 1In forces
1, Exeecutive Order of March 10, 1933 concerning the opera=
tion of banks,
aragraph 2, "The Secretary of the Treasury is authorized and
empowered under such regulations as he may prescribe
to permit any member bank of the Federal Reserve
System and any other banking institution organized
under the laws of the United States, to perform
any or all of their usual banking functions, except
as otherwise prohibited,"

Paragraph 6.
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2-#201, To Paris, .pr.4,6p.m,

Paragraph 6. "o permission to any banking institution to
perform any banking functions shall authorize
such Institutlon to pay out any gold coln, gold
tullion or gold certificates except as authorized
by the Secretary of the Treasury, nor to allow
withdrawal of any currency for hoarding, nor to
Engage In any transaction in forelgn exchange
Except such as may be undertaken for leglitimate
and normal business requirements, for reasonable
traveling and other personal requirements, and
for the fulfillment of contracts entered Inte
prior to March 6, 1933,"

Paragraph 7., "Every Federal Reserve Bank is authorized and
instructed teo keep 1tselfl currently iInformed as
to transactlions In forelgn exchange entered into
or consumnated within its distrliet and shall
report to the Secretary of the Treasury all trans-
actions in foreign exchange which are prohibited,"

hibit 2, Federal Reserve Bank of Wew York Circular No, 11786,
liareh 12, 15332, Relating to Instructions for carryling
out transactions iIn foreign exchange,

Paragraph 3, "The Executive Order of March 10, 1933, prohibits
all transactions 1in foreign exchange ###% except
such transactions as may be undertaken

(a) for legitimate and normal business require-
menta,

(b) for reasonahle traveling and other personal f
requirements, and

(e) for the fulfillment of contracts entered
into prior to March &, 1933,

Papagraph 4, "In order that the Federal Reserve Bank of New York
may keep itself currently informed as to transactions
in foreign exchange entered into or consummated with-
in the Second Federal Reserve District and may report
to the Seeretary of the Treasury all transactions
in foreign exchange which are prohibited, the Feder-
al Reserve Bank of New York hereby requires dealers

## in foreign exchange doing businesa in the
Second Federal Reserve District

(1)
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(1) to obtain from each person# to whom they
sell forelgn exchange directly or indirectly,
a written declaration signed by such person
describing the purpose for which the foreign
exchange 1s purchased and certifying that the
transaction in no way contravenes the Act of
March 9, 1933, the Executlve Order of March
10, 1933, or any regulation issued thereunder,

(2) to file with the Federal Reserve Bank of
Hew York wrltten reports which will show the
forelgn exchange position of such dealers at
any given time. For the present such reports
are required only from cdealers who carry their
ovn accounts abroad eni/or who carry accounts

here on thelr bDooks for LOPElgnErs.

Paragraph 5, "The Executive Order of March 10, 1933, permits
forelgn exchange transactions for the fulfillment
of contracts entered into prior to March 6, 1933,
To enable the Federal Reserve Bank of New York to
examine such contracts each dealer in foreign
exchange doing business in the Second Federal
Reserve District is directed to forward to the
Federal Reserve Bank of New York a detalled list
of all foreign exchange contracts entered into by
him prior to March 6, 1933, for the delivery of
forelgn exchange after that date. This 1list
should classify contracts by currencies and
should show the maturity of each contract, The
dealers should advise the Federal Reserve Bank
of New York in writing as such contracts are
fulfilled."

ootnote: +# The word "persons" in these regulations means any
individual, partnership, association or corporations

## A"dealer in foreign exchange" means any person En=
gaged primarily or incidentally in the business

(1) of buying, selling or dealing in forelgn

exchange, or
g (2) of
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of buving, selling or dealing in securlties
for or through foreign correspondents, or

any perzon who carries accounts or securlties
with or for forelgn correspondents,

##4# The term "foreign exchange" means checks, drafts,
billas of exchange, cable transfers, or any form of
nezotiable or assipgnable instrument, or order used

{n) to trancfer eredit or to order the payment of
funds in eny forelgn country, or

(b) to transfer eredit cr to order the payment of
funés within the United States for forelgn
account,"

el

Exhibit 3. Executive Order, August 28, 1633, BRelating to the

ioarding, Export, and Earmarking of Gold coin, Bulllon,
or Currency and to Transactions in Forelgn Exchange,
Revokes Executive Order April 20, 1933,

"Seetion B, Until further order, the Secretary of the Treasury
i1s suthorized, through any agency that he may de=-
signate, to investligate, regulate, or prohibit,
under such rules and regulations as he may pre-
seribe, by means of licenses or otherwise, any
tranarctions in foreign exchange, transfers of
eredit from ony benking institution within the
nited States to anv forelgn branch or offlce
of such baning instltution or to any foreign
bank or banker, and the export or withdrawal of
currency from the United States, by any person
within the United States; and the Secretary of the
Treasury may require any person engaged in any
tpansnction referred to herein to furnish under

ath complete information relative thereto, in=-
eluding the production of any books of account,
contracts, letters, or other papers, in connec-
tion therewlth in the custody or control of such
perason Either before or after such transactlion
15 conpleted.”
Exhibit 4.
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xhibit 4, Executive Order January 15, 1934, regulating trans-
actions in foreign Exchange, transfers of credit and
the export of coin and CUrrency,

Section 1,

Section 3,

"Every transaction in foreign Exchange, transe-
fer of credit between any banking institution
within the United States and any banking
Institution outside of the United States
(1neluding any principal, agent, home office,
branch, or correspondent outside of the Unite
States af a banking institution within the
United Btates), and the Export or withdrawal
from the United States of any currency or
s1lver coin which 1s legal tender in the United
States, by anv person within the United States,
1s hereby prohibited, except under license
therefor issued pursuant to this Executive
Order; provided, however, that, except as pro=
hibited under regulations Prescribed by the
Seeretary of the Treasury, foreign Exchange
transactions and transfers of credit may be
carried out without a license for (a) normal
commercial or business requirements, (b)
reasonable traveling and other PErscnal require-
ments, or (c¢) the fulfillment of legally enforces
able Ebli;ations incurred prior to March g,
1833,

"Licenses, The Secretary of the Treasury, acting
directly or through any agencles that he may
designate, and the Federal PESErve banks acting
in accordance with such rules and regulations as
the Secretary of the Treasury may frop time to
time prescribe, are hereby designated as agencies
for the granting of licenses as hereinafter pro-
vided., Licenses may be granted authorizing such
transactions in foreign exchange, transfers of
credit and exports of currency (other than gold
certificates) or silver coin in such specific
CASE=2 or classes of cases as the Secretary of

the Treasury may determine in regulations pre=-
deribed hereunder and rulings made pursuant
thereto,"

Section 4,
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Segetion 4, "Revorts. The Federal reserve banks shall
KEED Chemselves currently informed as to foreign
exchange transactions entered into or consume -
mated, and transfers of credlt made between
banking institutions outside of the continental
United States and banking institutlions, in
thelr districts, and report to the Secretary
of the Treasury all transactlons in forelgn
exchange and all such transfers of credit not
permlitted under Sections 1 or 2 hereof which
are Effected or attempted in their districts

- .- without a license,"

Section 5, "Hepulatlons, The Seceretary of the Treasury
ia authorized and empowered to prescribe from
time to time regulations to carry cut the pur-
posea of thias Order, and to provide in such
regulations or by rullngs made pursuant thereto,
the conditions under which licenses may be
granted by the Federal reserve banks and by
such other agencies as the Secretary of the
Treasury may designate; and the Secretary of
the Treasury may require any person engaged
in any transaction, transfer, export, or
withdrawal referred to in this Executive Order
to furnish under ocath complete information
relative thereto, including the production of
any books of account, contracts, letters, or
other papers, in connection therewlth in the
custody or control of such person elther before
or after such transaction, transfer, export,
or withdrawal is completed,"

hibit 5. Treasury Regulation, November 12, 1934, Relating to
Transactions in Foreign Exchange, Transfers of Credit,
and the Export of Cecin and Currency.

"Article 2, Licenses may be granted, and a general license
is hereby granted, to all individuals, partner-
ships, assoclations, and corporations, authoriz-
ing any and all transactions in foreign exchange,
tronsfers of eredit, and exports of currency
(other than gold certificates) and silver coln.
The zeneral license herein granted authorlzes
transactions to be carried out which are

permitted
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permitted by the Executive Order of January 15,
1954 urder license therefor issued pursuant to
such Executive Order; but does not authorlze any
transaction to be carried out which, at the time,
is prohibited by any other order or by any law,
ruling, or regulation,

I
g

"ipticle 3, In order that Federal reserve banks may Keep
themselves currently informed as to foreign
gxchange transactions and transfers of credit,
a3 required in Section 4 of the Executive Order
of Janmary 15, 1934, every person engaging in
any transaction, transfer, export or wilthdrawal
referred to in Section 1 of such Executive Order
shall furnish to the Federal Reserve bank of the
diatrict in whielh such person has his principal
place of business in the United States complete
tnformation relative thereto upon report forms
preseribed by the Secretary of the Treasury,
except that reports are not required to be fur-
nished by (1) persons not carrylng durlng any
part of the reporting period, accounts abroad
or accounts in the United States for non-residents
thereof, or (2) persons whost aggregate trans-
actions, transfers, exports, or withdrawals for
their own account and the account of others do
not exceed 5,000 during any seven-day period,
Such information shall be furnished on a weekly
basis except as the respective Federal Reserve
banks permit the information in certaln cases or
clonsses of cases to be furnished on the basis
of longer intervels, -

"These regulations and the general license
herein granted may be modified or revoked at any
time,

xhloit 6, Federal Reserve Bank of Wew York Circular No, 1474,
Novemper 13, 1934, Superseding Circular No., 1176
of ilarch 12, 1933, Relating to institutions engaglng
in transactions in forelgn exchange,

"pitten Declarations No Longer Required”
[N NN NN

"iigekly and Monthly Reports Required”

"Every
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"Eyepry person having his principal place of business in the
tnited States in the Second Federal Reserve District and engaging
in any transaction, transfer, export, or withdrawal referred to
in Section 1 of the Executive Order of January 15, 1954, shall
rurnish to the Federsl Reserve Bank of New York complete informa-
tion upon report forms to bE prescribed by the Secretary of the
Treasury, relative to such transactions, transfersy. -, "' »
gxnorts and withdrawals, as follows:

1. Banks ond bankers are required to report weekly
as of the close of business each Wednesday night
beginning December 5, 19343

Brokers and dealers in securities are required to
report weekly as of the close of business gach
Jednesday night beginning December 5, 1934; and

All other persons subject to the provisions of
Article 3 of the above quoted regulations (such
as, for example, certnin exporters, importers,
and induastrinl companies doing business abroad)
are required to report monthly as of the close
of business of the last Wednesday in each month
beginning December 26, 1934;

except thnt reports are not required to be furnished by (1)
perzons not carrying during any part of the reporting period,
nccounts abroad or accounts in the United States for non-residents
thereof, or (2) persons whose aggregate transactions, transfers,
exports, or withdrawnls for thelr own account and the account of
others do not exceed 5,000 during any seven=day period,

"The transactions, transfers, exports, and withdrawals
referred to in Section 1 of the Executive Order of January 15,
1934, and hereby required to be reported ns above, inelude
'Every transaction in foreign exchange, transfer of credit
bet~een any banking institutlion within the United Staotes and
“ny banking institution outslde of the United States (including
any principal, sgent, home office, branch, or correspondent
outside of the United Stotes of o banking institution within
the United States), and the export or withdrawal from the United
States of any currency or silver coin which is legel tender in
the United 3tates, by any person within the United States'."

HULL
HF

EA:HF : LW




Parie
Dated April 5,
Rec'd 10 a.m,

Secretary of Btate,

Washington.

535, April 5, 1 p.m,

My 531, April 4, 6 p.m.

During & recess of the finance committee last night
the parliamentary group of Radical Socialist Deputies
met to consider the Government's program. Of 114 Radical

Socialist Deputies 80 attended the meeting; of these 80,

28 voted for the program (including 8 members of the

Government) , 22 against and 30 abstained. Later the
finance committee voted to adapt the Government's bill
by 25 to 18, with one abstaining. It is reported that
the Radical Socialist members of the committee, with a
eingle exception, voted in favor of the bill.”

In view of the action of the finance committee it
is expected that the Chamber of Deputies in the debate
beginning this afternoon will give the Government a

favorable vote, although with a reduced majority.




FEDERAL RESERVE BANK
OF HNEW YORK

-~ CORRESPONDENCE
CONFIDENTIAL FILES sussecr. TELEPHONE CONWEASATION WITH
’ L. W, Enoke  BANE OF ENGLAND,

1 called Mr. Bolton at 103130 today. Things were not quite
so bad as they were when he talked %o me last, he saidj the markets
seemed & little less unhappy. Blum was likely to go before next
Thursdsy. He was wedded to his new finasneial scheme just published.
It seemed inconceivable that that plan eould be put through by a
socialist government. If adopted in its present form, it would mean
exchange control, inefficient exchange control at that. Another bad
feature of Blum's scheme was the suggestion that the Benk of France
should take over all foreign currency deposits in French banks.

That really smounted to nothing less than a forced loan in foreign
exchange. With a capital levy on Blum's program, capital was simply
not going back to France; that was all there was to that, The
recent better tone in the French exchange had simply been due to
gambling by the market on the fall of the government. If Blum's
scheme should go through, the franc would depreciate vielently.

That seemed to be a foregone conclusion.




FEDERAL RESERVE BANK
OF NEW YORK

FFICE CORRESPONDENCE

I ealled MNr. Cariguel st 11:05 today. There was nothing
such new today. The exchange market was quiet in spite of Blum's
pending proposals, quiet in snticipation of a change of the govern-
ment, Of the latter, he semmed %0 be quite certain. "Even members

of the present government say they are sure to go."
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Copy of this Cable sent to the President.
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PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, Paris, France -

DATE: April 5, 1938, noon

NO.: 534

RUSH

STRICTLY CONFIDENTIAL.

FROM COCHRAN. FOR THE SECRETARY OF THE TREASURY,

I refer to your telegrams No. 199 of April 4, noon,
and No. 201 of April 4, 6 p.m,

At 11:45 this morning I wae received by Prime Min-
ister Blum alone in his home.

I told Mr. Blum that Secretary Morgenthau had in-
structed me, in view of certain recommendations contained
in the new financial plans of the French Government, to
make available to him full details of the methods used
by my Government in supervising transactions in foreign
exchange. I explained to the Prime Minister that the
Secretary of the Treasury had thought that at this time
such material might be of particular interest to his experts.

I agked the Prime Minister to consider our offer of
assistance gained from our own experience as evidence of
the American Government's continuing desire for close co-

operation with his Government; in addition I told him

that I wasg undir instructions and would be immediately
available to discuss with his staff any details of the

American




American methods which may need clearing up.
Mr., Blum told me that this afternoon he was to appear
before the Chamber and he was sure that this body would

pass his program; "using the axe" - as he put it - would

then be up to the Senate.
END SEOTION ONE.




PAFAPHRASE OF TELEGRAM RECEIVED

NOo.: 534 (Sectlon Two)
FROM: American Embassy, Parls
DATE: April 5, 1938

Phus he 18 still expecting that his Government will be
forced out by the Senate on his finanoial program. He
gald, however, that he was aware of the fact that 1t

would have made the Senate much happler if the bill had
been wrecked in committee or in the Chamber of Deputles

by the Radlical Socialiste. The debate will be somewhat
general under the circumstances, and Blum stated that 1t
will not be necessary for him to go into technical detalls
auch as those involved in supervision of exchange transacs
tions, He therefore returned to me the extracts of our
measures which I had given him, He informed me that 1if
his Government survived, he certainly would take advantage
of the offer made by Secretary Morgenthau and would request
me to furnish hls assistants with all the technical infore

mation pertaining to our experience,
Blum requested me to convey to Secretary Morgenthau

his deepest appreclation of the gecretary's further offer

of assligtance, He stated that our constant loyalty and

kindness toward him had genulnely moved him, As & result,

he had given gerious conslderation to inoluding in his Pprogram
a
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a measure looking toward the gettlement of the war debts.
He sald that he would have done so if he had been cone
vinced that the American public would have favorably
recelved such a step and Af he had had a better chance

of succeeding with his general program. In response to

& remark from me that his progream was already quite a

comprehensive one, he replied laughingly that it really
was "Rooseveltian®,
(END OF MESSAGE)
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PLAIN

London

Dated iApril 5, 1938

Ree'd 3:14 pem,
Secretary of State,

'nshington.

278, Lprll 5, 5 p.m.

FOR TREASURY FROM BUTTERWORTH.

The unemployment figures nublished today indicate
as did those for the previous month (my 192, March 8,
8 pems) that the basic trend of activity is still
devmward., There wns a seasonnl decline in the numbers
reglstered as unemployed of over 61 thousand but this
is on abnormally small decline for the month of March,
There was n good decreasce in unemployment in the bullding
“nd public works contracting trades and in other trades
sensonally improving in the spring such as the
distributive, tailoring, dressmoking and hotel trades;
but these were largely offset by marked increases in
unemeloyment in all the textile industries which are
showing signs not only of depressed export business but

nlso of a decline in the home purchasing power -- a fact

“hich 1s nlso indieated by the February retail sales!

indices published last week.
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There was also an ilnerease in unemployment in the
iron ond steel industry but the outlook for the heavy
tndustries unlike that for textiles ond other consumer
goods manufacturing is favorably affected by the speedup
in rearmoment activity (last paragraph my 245, March 24,
& Pevs)s The iron and steel industry will also benefit
from the lepsing as from .ipril 1 of the operation of
reduced import duty rates vhich were lowered to meet
the abnormnl scorelty of supplies which marked the
greater port of last year, The president of the British
Iron and Steel Federation hns stated that "organized
through the Federation, the industry i1s now ready nad
~ble to meet any demand the Government mlight make upon
it". Presumcbly steel supplies are a2lso sufficient
to meet ordinary industrial demand.

The speedup in rearmament will undoubtedly tend
to lessen the deterloration in the genernl position but
its incidence will be very irregular, stimulating a
few industries such as aircraft manufacture, naval
shipbuilding, marine engineering and constructional
vork on alrb~se establishments ete.,; but it cannot be

expected to seep through the general economic structure

sufficiently to afford any apprecleble impetus to rECOVErY

in the textile industriez and other consumer trades, for

these
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these must depend on a recovery in purchasing power

not only in the home market but to an even greater extent
in export markets,

Meanwhile signs of coming difficulties for coal
exporters forecast in paragraph 3 my 763, December 9,
9 peMe, are beginning to appenr, . stotement in the
quarterly review issued by the Powell Duffryn combine
in South VWeoles 15 an instance: "éxport demand from
‘some quarters shows signs of falling off, and 1f this
condition continues 1t is apporent that the Government
Eventually be compelled to glve some form of support
to the British export trade to counteract the
restrictions nnd subsidized competition imposed by
forelgn countries," Though the acceleration of
rearmnment moy inerense the home demand for British
coal 1t 18 unlikely entirely to compensate for
the substontinl losses in eXport markets which are
apparently imminent.

any signs of recovery which can be expected from
the general conditions which seem to 11e ahead will
therefore be 1imping and onesided, and cannot be
Expected really to turn the tide without an accompanying

improvement




-4= #279, ipril 5, 5 p.m., from London.

improvement in the export trade, which in turn depends on
such unpredictoble factors as business activity in the
United States, the Internatlonnl politleal situation,

nd other Influences on general commodity prices.

KENNEDY

C5B
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London

Dated April 5, 1938
Ree'd 3:26 pe me

Secretary of 3tate,

Washington,

281, Aprll 5, 6 p, m,

FOR TREASURY FROM BUTTERWORTH.

Comment in the Britlsh preass on the Blum proposals
is restralined in tone and in subrtance mainly a reltera-
tion of the terms of the measures themselves, This
considered moderation is due to twe reasons: (1) becaus:
the formation of a strong French Government is a matter
of urgent and vital interest to Great Britain and there-
fore responsible presa, city and official opinion is
prepared to lean over backwards in order to avoid con-
tributing to the difficulties of its formation (in-
cidentally the 1ssuance at this time of a billion
reichsmarks of 43% at 98 3/4 has been noted); (2) because
these particular proposals are not expected to become
lasting. However, two excerpts from today's TIMES
are worthy of note:

One., "Failing a miracle two things seem certain

at the moment. One 1s that M, Blum will fail to Eﬁ;
a
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his plan through, The other is that his successors

whoever they may be will be obliged to make use of

a substantlal part of his programme, From the

finanelal and economic point of view the proposals are
far reaching that some time must necessarily lapse

before thelr full implications san be enalyzed., Yet

¥
it is possible to say even at this early stage that

if they pass alr law they may have disturbing effects
on the London money market, the tripartite currency
agreement and the foreign trade of France,

Two. Banks are to be encouraged to convert into
forelgn currency deposits held for account of
customers by using the machinery of the forward
end to Invest the proceeds in Treasury bonds.

If French banks are forced to do this it means that
the control over French sterling deposits now spread
among various banks in London will rapidly be trans=-
ferred to the Bank of France which will then transfer
them from the books of the British joint stock banks
and acceptance houses to those of the Bank of England,
Unless this transfer is very carefully handled it may
havé serious effects on the stability of the London

money market., And to allow sterling held by the .
Ban
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Bank of England for account of the Bank of France to
be used for the creation of credit in France is open
to serious objections.”

The franc has moved erratically but the dellar
kas been steady te bid. Geold 1s agaln about at parity
but hosrding demand from the continent iIs in some in-
stances willing to pay the equivalent of dellars 34,78.
The silver merket continues small with insignificant
price movements, Understand that Bank of Mexlco 1s
st11l buving mines sllver agalinst pesetas and that
inquiries have been made here with a view to making
a market for Hexican silver but that the replies

given were for the moment discouraging.

EENNEDY
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PARTIAL PARAPHRASE OF TELEGRAM RECEIVED M
FROM: American Embassy, Paris, France

DATE: April 5, 1938, 5 p.m,

NO.: 538

FROM COCHRAN,

I talked with my contact at the Bank of France at
half-past four; he said that today there had been no inter-
verntion by the French control and that there had not been
much business in foreign exchange. There was some weaken-—
ing in the forward franc, due to operators therein permitting
their contracts to lapse as 2 result of certain provisions
in the financial proposals put forward by Blum.

Market observers said reluctance of traders to enter
into new commitments today had come from various rumors and
fears; (1) That the Radical Socialist Ministers hating
received many telegrams of protest from their constituents
for not having voted against Blum's bill yesterday may resign
after vote is taken in Chamber; (2) that Government of real
national union is not possible; (3) that if Blum is defeated
by the Senate new strikes which are already being fomented
will mature, and (4) that inoreasing police precautions under
& Daladier Government as successor to Blum's might bring about
an atmosphere quite like that of February €, 1934. Any new
Government coming in will have to face very shortly the task
of raising funds for the Treasury.

Belga was under considerable pressure today at export

point vie a vis New York.

END SECTDN ONE.

EA:LWW WILSON.
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PARAPHRASE OF SECTION TWO, TELEGRAM NO, 538 OF
APRIL 5, 1938, FROM PARIS.

This afternoon I wag informed by Pennachio of the
Bank of Italy that during the past two or three days
Alphand and other French delegates in Rome seeking a new
trade and clearing agreement with Italy have become a
little more reasonable. Pennachio said he believes the
French may be weakening toward approaching Italy for
better relations politically.

Pennachio believes that France is (?) the right
schedule by not sending to Imperial Rome an. Ambassador
before signature of the Britisgh-Italian treaty and before
the visit to Rome by Hitler. At the present time Italy
would give some concessions to France in return for
recognition of the status of Ethiopla; however, after the
two events mentioned above, there is small likelihood
of such concessions being given.

Pennachio told me that he believes it very stupid
of France not to make friends with the Italian Government.
He does not think that France will intervene with arms to
prevent expansion to the southeast by Germany. In his
opinion the best method for the French to follow in order
to maintain some influence and markets in southwestern
Europe, and to check economic penetration therein by Germany,
is to work with Italy toward that end. It is very important
to Italy that this market should be left at leasgt partially

open to it and that Germany should not monopolize 1t. J

EA: LWW END MESSAGE. WILSON.
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Cabinet Meeting - Aprdl 5, 1938 - 2 to 4 P.M.

Attended by the President, Vice President, and all the members
of tha Caebinet with the exception of Secretary Morgenthau
(Mazi1l), Secretary Swanson (Edison), and Secretary Ickes
(absent) .

Secretary Hull reported that oral comversations had been going
on with the Mexican Ambsssador, but that there was no lndication
what the tentative proposals would be. The Mexicans have now re-
quested that further conversations be held down there. The President
suggested that the small American investors should be fully compen-
sated: the large oil companies compensated on the basis of prudent
investment less deorsciation; and men like Hearst, who had acquired
large tracts of land by bribery, should be glven back what they paid
only if they can prove that the Government Treasury got the money.

Secretary Hull reported that Valencia and Barcelona would fall in
s short time and that he expected that Franco would clean up the
balance of Spain in a few weeks. Chinese morale is holding up re-
merkably well: Japan seems to be stuck in the quicksands.

Secretary Woodring reported that o Britieh concern is buying
Sikorsky planes for China and that Glenn Martin is selling large orders
of planes to Great Britain, Holland, France, and Switzerland. Germany
{5 producing about 400 planes a month, a greater production than the
British. The United States could produce 30 to 4O planes per day.

Secretary Bull further reported that the Japanese would start
purchasing supplies here, since their original stock of war supplies
had about run out. He proposes to deslgnate Mr. Wiley De Facto Consul
General in Vienna.

I reported that the tax bill had been reported to the Senate.
The bi1l will yield about $26 millions less than existing law for the
present fiscal year, but in a good year will yield from $125 to
$140 millions less. The interesting thing about the bill is that while
it is being heralded as relief to bubiness it will collect from 60 to
5130 millions more from corporations, while relieving individuals from
surtaxes as the result of decreased dividend distributiom, to the ex-
tent of $50 millions - $190 millions. The President asked the
Vice President to talk to SenatorsBarkley and Harrison and suzgest
lining up a majority against placing any tariff riders on the bill.
The Vice Fresident would like to see the bill go through as it 1s thise
week. In response to Mr. Farley's question, the FPresident said that
the Houge bill was substantially satisfactory to him and that he re-
parded it more favorably than the Senate Bill. The ¥ige President




gaid that he had talked with Mr. Vinson and it was propoesed to have 5
House conferees — Doughton, Cullen, Vinson, Treadway, and Crowther.

Secretary Woodring reported on proposed changes in the organiza-
tion of the Red Cross. The President mentioned the fact that the Hed
Crose appeal for funds for use in China yielded only $110,000 instead
of the million desired.

The President mentioned Senator Logan's proposal for a circult
court of appeals for administrative cases. The Attorney General asked
that the bill for 27 additional judges be permitted to go through firet.

General Farley said that the new Presidential stamp lssue would
be brought out so far as possible during this fiscal year and would
yield & revenue of $2 millions to §5 millions from collectors.

Mr. Edison asked Secretary Bull to proceed with the next steps
to epable the Navy to btuild battleships without any treaty limitations.

The President reported that he had arranged matters so that the
title to the Pacific islands, in dispute between Great Eritain and
ourselves, would not be settled for 25 to 50 years. In the meantime
gither the British or ourselvee may occupy them.

Miss Perkins reported a probable 2/10's of 1 percent decrease in
employment during March, instead of the ususl seasonal increase. She
believes that the time is ripe to undertake new expenditures on public
works. 1In answer to the President's question, she reported that the
Michigan lsber situstion had been very serious, gince the Union had
acted in a most high-handed manner. The President said that he had known
further similar high-handed actione by mill operatcrs in Georgla which
wre leading to widespread resentment.

The President said he now wished to discuss the main question of
what should be done during the present session of Congress. Congression-
al lesders were asking whether they could not pass the Naval bill, tax
bill, and reorganization bill and go home. He likened this action to
Nero's fiddling while Bome burned. He said he had done a lot of reading
at Warm Springs, having had reporte from all branches of the Government.
The optimists thought that a business upturn would occur in May or
hugust, but many of them thought an upturn would oceur in February.
Others believed we would proceed at the present rate of business ac-
tivity for a number of months. Pessimists believed that we were
gradually spiralling downward. The President gaid that in any event
the situation was not only bad for the country, but bad for the Demo-
eratic party. If conditions continued as at present, there was danger
that the party would lose the fall elactions.
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Secretary Roper suggested a fireside talk, but the President sald
that at this time dollars would do much more good than tallk. General
Farley suggested that after the major bills were out of the way there
ought to be a big relief bill.

The Fresident sald that three current expenditures would be
necessary, simply to maintain the present state of affairs: (1)
$1,250 millions would be necessary for relief during the first seven
months of the next fiscal year; (2) $50 millions would be needed to
keep 300 CCC camps open; (3) Jesse Jones would need P%r $4°Hi11ions
to keep plants opens The President wanted to know what additional
actions should be taken. He suggested the possibility of lowering
the reserve requiremente; of desterilizing more gold; or of amending
the housing law so that construction could be started before the
locality had put up its 10 percent. In this way Mr. Straus had told
him that $500 millions of comstruction work would be started before
fall.

e e

Genersl Farley suggested increasins the post office tuilding
progrem to SU5 millions per year. The President sald that this money
wonld zo mainly to country towns where the situation was less serious
than in the city.

The President then outlined a plan for the United States to
finance local imorovements, borrowing the money and paying the interest,
the localities to pay off 1/50 of the principal of the loan each year.
Thie plan would result in a 45 - 55 division of expenditure between
the two governments.

The Vice President said that he felt there were two major questions
to be decided first. That we have an enormous debt, how much can we
stand? We need to move people out of the cities where conditions are
bad, but we have taken no steps to do so. As between the success of
the Democratic party and the success of the country, he declared for
the country.

The President said that he was for the country too, but that if the
Democrats were defeated this fall, he thought that third party would
vrobably ariee and the Republicans would win the Presidential election
in 1540, He felt that this would mesn the ruin of New Deal reforms.

He said he wanted to spend money if poseible in such a way as to
bring it back to the Treasury ultimately and asked for suggestions as
to the best methods to be used. Secretary Perkins suggested that the
United States purchase consumers goods, such as railwey cars and
sutomobiles and lease or loan it to private consumers. The President
and Vice President both disespproved of the ldea.

The President then repeated his former request for suggestions
on spending money. BHe particularly asked the Treasury to provide him




with full information regarding a possible reduction in reserve re-
quirements by the Tederal Reserve Board, and regarding the possible
desterilization of more gold.

s~




. Weekly WPA Employment
onfidentinl oyme
; ia: sor Publication Series = Table 1
EVPFLOYMENT ON WPA FROJECTS, BY STATE
) U L]
(12880) UNITED STATES /ND TERRITORIES
Wooks Ending April 2 end Yarch 26, 1938
(Partly Estimated - Subject to Revision)
~ Nurbcr ol TErsons Erployed
naak aeex Increese (4 )
Stete En.-dlng Ending or
April 2 March 26 Dearease (=)
GRAND TOTAL 2,ll, 066 2,29,,856 + 9,210
coTINENTAL TNITED STATES ¥ s ¥ L0 + »
alebama 36,526 36,185 - TL3
irizona 8,708 8,554 . 15L
Arkanses 35,326 T 33,351 +« 1,575
California aly, 221 91,649 + 2,672
lorthern B1,0535 » - '
Southern 2,858 L1,332 + 1,526
Colorado 27,530 27,171 + 359
Connecticut 21,807 21,310 pe Lot
e lewara 2 2,996 + o8
pistrict of Columbia 8,032 7,550 + 72
Florida 31,578 71,2L1 " 227
Horgia L1,511 38,833 + 2,678
" Ideho 11,579 11,426 * 153
I11linois 197,335 194,687 + 2,8L8
Indians 8l,92%1 8l Lis8 + L3
Iowa 20,LLL 20,59 = 150
Kansas 26, T2t 35,0612 + 116
Kentucky 50,215 La8,285 « 1,930
- Louisient 71,501 %1,120 " 781
¥aine 7.L15 T3 * 101
aryland 11,946 12,021 = 75
Vassuchusctts 105,659 a7, 700 + T.991
Fichigen 125,723 120,156 + 5,567
Finres 57,664 57,6595 . 168
70,819 29,719 . 1,100
Figsouri Bé, 270 B5,215 + 1,064
ontene 18,1256 18,1 - 18
febras ke 28, els e 202 + LL
[ nevade 2 .L"T-I-i- 2,087 * 17
liew Fanpashire B,636 8,285 * 7535
Yew Jorsey f2,209 78,935 + 3,274
“ew Vexleo 9,977 9,E5A & 119
New York City 153,960 151,768 + 2,172
fer York (Exel. H.Y.C.) 53,008 52,659 + 39
{ Yorth Chroling 21,161 31,15 . 36
‘orth Iekotn 1L, 849 1,870 - 21
Chio 196, 085 196,168 = 79
i Ok lehome {,.l;}"-’/q"'j.E‘ 5"",9‘9& + ".-"':
Cregon 16,725 16,365 * 560
| Fennsylvania 223 052 217,155 + 5,89
Fhode Islund 13,050 12,723 + 327
Scuth Coroline 50,600 30,115 " 56l
South Dekota 17,170 17,L02 - &
Tenncssec 21,278 70,990 " 266
Texes 77,879 75,330 + 1,549
Utah 10,667 10,386 + 28l
ﬁ' Verront 6,090 £,101 - 5
Virginia 22,7L8 22,716 * 3e
Wishington 16,131 15,556 + 575
West Virginie Lo,931 Lo,5L7 + 36l
Maconsin 65,538 6l, %90 + al.f
Tyoring L, 5620 L,5%2 + 28
Haws i 2,500 2,509 = 9

YORKS PROGRESS ADVINISTRITION
Division of

Rusoerch, Statistics end Records
April 5, 1938
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The Siztesnth imendment to the Oeastituiien of the
Uaited States, apyreved in 1913, exprescly sthevised the
Congress %0 lay and collest tames en insomes, frem whatever
souree derived.® That is plain lenguage. Fairly sonstresd
this language would seem to muthorise tamation of ineome
darived from state and sunieipal, a8 well ae federal bonds,
and also income derived frem state and municipal as well
aa Todaval offises.

The reeiprecal tax-immunity ascorded sush ineome
was conceived vhea the natien was young te stveagihes
wesk govermment finense and to protect the federsl sywiem.

Today, however, it eonstitutes a serious memnsse
to the fiseal aystens of Both the states snd the natiem,
Both the states snd the nstien are deprived of revesuss #
which oould be raleed from those best shle to supply them,
Neither the Tedeval government ner the states reseive say
sdoquate, compensating advantage for the resiprecsl fax-
imsunity sscorded o income derived from their respestive

obligations and offiees.




=

In resent years Soth the fodepul severtment and the

states have eme %o rely ineressingly wpen graduated incoms

temse for their revenmss, In resent yesers (he Fapid sspaneien
of fedcwnl snd state astivitiss has resulted in the issusnce
of an inarested volume of tax-emeept securitiss snd in the
ereation of sn increased mwmber of state and fedawal offisere
sd ssplayess who clala speeial taw-emsmpiion. Taz-emsmpiiea
which vas onoe an Lnequity of relatively slight ispertence
hat besome a moet sericus dafest ia the fiseal systems of
the states and the natism,
Fundgmentally our igx laws are iatendsd % wpply %
all eitisens equally. Thal doee not meen that the seme 7ate
of inceme fax should spply %o the very rich nen and %o e
very poor men., lLoag age the Tnited States, thweugh the
Congtees, asoepied the prineiple that sitisens should pey
in secordanse with their ability to pey, end that identisal
tax rates on the rich and e the poor astually woshed =
iajustion 1o the yoor, Henoe the srigin of progreseive
euriame on pereemal incems a8 the individmal pafessal

insoms ineresses,




o o

Puring the pest fow yeasrs wo have besome soneeiouns
sore and meve of the simple fast that these pregressive sur~
tame, ovishliched by the Jengress %o carvy oul a prissiple,
vere bolng avelded by varicus metheds, Leopheles in the tax
lave end the wee of corpormie dsviees give Yo umiveds of
Mﬂﬂ-hﬂ-h"ﬂ-lﬂ-ﬂﬁm“
though 1n 9o deing they were falling %o carry out the spirit
of the lawm,

Tax smsmptions through the swasrship of goveramami
sesurities of many kindsee fodersl, state sad lossl =
has operated against the falr or affestive sollestion of
progressive surtazee and has, therefore, violated the spirit
of the tax law i%eelf, Astuslly, ia epevation, it has givea
a greater alveniage o those vith large insemee than %o
those with small incomes.

Therefore, | lay befors the Joagress the siatement
that & falr end offestive progreseive inceme tax and &
huge parpetual reserve of tar-emmpt donds samnot exied
side ¥y side.

Mem with great means beet shle to sseume Dusiness

rishs have dosn snoouraged to loek uwp subeteniial portiems

132



whe w133
of their funds in Sam-emsept securitise. Nem vith 110410 means vho should
be encouraged to hold the relatively secure obligatiens of the fedesel
nd state governnenis have Desn ebliged %o pay a relatively Migher price
for those eecurities than the very righ besmnse the tam-immmnity s of
mch lese valus to tham than %0 those whose incomes fall in the highey

“rasicete.. .
._'k-

For more Shan twenty yesrs on unbyolen line of Secretaries of
the Treasary has reparded to the Oongress the growing evile of thees
tar-emmpiion, Eoonomists generally hawe regarded them as wholly ine
consistent with any rational eyeten of progressive tamation,

Ihm“ﬂmmuﬂiﬂh-ﬂ“
the realisation of the cusbersems and doubdful remedy usually proposed
for this evil, namely, a constitutionsl amendmeni. These Sax-imsumities
ire mot inemesdle requiremente of the Oonetitution. The present un-

frrtunste sitnation is the produst of ajudisstion aad sdfutisstien

0m correst 4. Nore Yhen one Mundved years age doubie snd diffieul~

ties attending theee Lmmmnities wore sxpreseed ky members of the

Srrens Court, snd in resent yesre the waderlying ssewptisns




e
of \he dosiring hawve bess imgreesively quesstionsd Wy the Opwrd
i%eelf. T™he doeirine was eviginally evolved out of a totally
sifferent set of esomouis eirewssianses fyem \hose whish are
now doninant. IV 18 & fenilier principle of law that vules
of law lose their Binding feree when the resscns vhich guve
rise to the rules mo longer exiet,

I, thevefore, recommend %o the Oomgress that effective
sstion be premptly takten 0 terminate thege tar-smsmptions for
the future, The legislation should confer the same powers om ihe
Stetes with respest to the tamation of fedaral bonds hereafter
issusd a8 is grented o the felderal govermamnt with respect %o
etete and mumigial bonds hervefter iesusd,

1 sugzest ales legislation which will authorise that taw-
amapt inceme e teken LA ascoumt in fixiag the suriax spplisehle

1o tanshile ineoms. As Seavetery of the Tresswry Carier Slame

tlated 1a hie reperd for the flegsl year of 1919




e

e seme grinsiples of Just tamation apply Vo tan-
emmptions of official salaries. The federal govermment does
aet now levy incems tames on the hamdreds of thousands of
state, oounty snd mmicipal smployess. Ner 4o the states,
wder existing deginiams, levy income tamse en the salariss
of the lunéreds of thousends of fedewal employess, Justice
in 2 prestir demoorety sheuld treat thoss who sarn their livelis
hod from goverwsent in the seme way as it treste thoes wio
sern their livelihood in private employ.

T ressemend, therefore, thot the Congress emen legle~
lation endisg tex-smenpiien on roversment salaries of all
kinds, conferring powere ca the stabes wilh respesi to federal
salaries end powers o the federal sovernmesi with respeet te

2288 snd local government salaries.

e seling of tas-emmption, b it of govermment

securities or of govermment salaries, 1o & nalter, ned of

Politiss. Wat of prissiple.




TREASURY DEPARTMENT
WASHINGTON

April 5, 1938

10 THE SECRETARY:

In accordance with your request I am transmitting herewith
tHe- statement showing the budgetary expenditures for the first
nine monthe of the fiscal years 1936, 1937 and 1938. For your
convenience this expenditure statement is summarized below with
the non-cash items eliminated, together with the budgetary receipt
gide of the pleturae.

$1,507 $1,995

Migcallaneous Internal
BoVODUS cvsesssscnsssass 1,637 1,772
Customs Sesssssnssas 352 290
All other .. 232 763

$3,728 $4,820

Expenditures:
$3,073 $3,302

Hacovery and relief . 2,393 1,536
5,466 4,838
h'ﬂlﬂn‘ TUNAS sssssesssns - 262 196

Het ':Pﬂnﬂ-imﬂ' ssssss H}B.a? ‘Elm Hlm

You will note that thers is no material difference between
the budgetary expenditures for these three years although there is
& substantial difference between the different categories of expendi-
tures. For example, the regular expenditures have increased from
$2,397,000,000 in the first nine months of the fiscal year 1936 to
$3,302,000,000 in the first nine months of 1938. This increase iu
due in part to the shift from emergency funds to regular funds.
The recovery and relief expenditures, you will note, have decreased
from $2,486,000,000 in 1936 to $1,536,000,000 in 1938. There is,




however, one item of expenditure which is outside of the budgetary
statement and which is not included in the above figures. That

is the cash payment made for the soldiers' bonus., During the first
nine monthe of the fiscal year 1937 the Treasury paid out on this
account approximately $667,000,000, of which $413,000,000 was paid
out in the month of July, 1936 (the first month of the fiscal year
1937); whereas, in the same period for the fiscal year 1938, only
$67,000,000 was paid out. So, if you include the soldiers' bomns
payment with the other budgetary cash expenditures,, the Treasury
pald out during the first nine months of the fiscal year 1937
$3,740,000,000, whereas in the same period im the fiscal year 1938
we paid out $3,369,000,000. .

As of possible interest I am also enclosing & statement
showing the receipts for the first nine monthe of the fiscal years
1936, 1937 and 1938,

o)

Enclosures,




9 momths
1936, 1937 and 1938

(millions of dollars)

o Hegular Escovery and relisf Esvolving funds Bon-cash itema Total
/Y, yocs [ 1936 1937 1938 1936 1937 1938 1936 1937 1938 1935 1937 198 1936 1oz | as3e |
Tul¥ sessssess | 184 249 337 212 308 198 138 |8/ 216 s B 196 B2 - 125 787 417 858
Kaguat aseeses | 219 oo 510 1 269 175 zﬂ 4 |8 ‘ 10 14 28 61 seg 870 586
Septamber ..ee| 318 36 446 ""]""“EUE': T 159 a 7 2 20 18 7 -1 a1 674 710
DotobeT +uves .| 328 364 376 278 297 158 8 15 15 173 8 61 ™7 685 621
Novesbar svess | 226 275 303 265 ] 158 af 4 |8/ 14 25 48 7 58 533 840 543
DocenbeT susse | 344 407 438 308 294 173 s/ 61 |af 47 56 30 1z 65 (331 867 T3z
JAmGATY sesess | 215 £69 325 304 230 150 s 63 &7 34 17 49 o7 473 &35 E4Y
FOBOUATY sesse | 194 308 290 292 214 156 9 | 13 10 g 67 9 504 878 528
Uarch sesneees | 356 504 478 283 281 158 af 69 |8/ 46 26 8 49 62 578 758 762
Total...... [2,397 3,073 3,302 2,486 2,593 | 1,5%6 af B6 |af 262 196 510 a7 B41 5,357 | 5,821 | 5,676
=cml
e == —————
& Excess eredita, deduct. ]

AT

vt
A

¢




e e e e e e ———— i o o —

EECZIFTS
¥ months
1936, 1957 and 1938

(millions of dollara)

r__ Iiwﬂlu-uﬁ

Month Income taxes Internal Eevenue Cus toms

Ferualyn [1656 T 1057 1 1938 1928 1937 Tﬂ_—\Ej SEE] 195 T T
JIY esecseess | BB 39 57 165 201 221 30 sz 41 61 294 @0e
MUEHRE saeaeen | BA 32 35 219 264 301 a7 35 39 19 ] ] 299 43 453
Beptamber ....| 231 288 501 143 151 185 30 2% 35 17 14 [ el [t 788
OotobeT sassss 30 27 40 153 185 188 3z 41 37 1g 18 -] 235 ] 333
Novembar sssss | 19 33 37 42 148 181 51 35 32 42 bl ” M 233 3z7
Docomar veeen | 228 286 487 153 174 191 29 29 20 4 18 434 817 86
JanUATY -ssess 38 43 ag 128 158 17e kT 4l 28 £ a2 65 228 EBd4 338
POLTUTT ssnne 43 58 &2 132 148 140 as 42 24 10 27 1= 218 278 349
MarEhl syeausss | 412 700 783 291 188 191 35 53 26 14 7l 19 752 1,012 e

Total.so..s [1,046 1,507 1,995 1,536 1,637 1,772 292 352 290 a/ 228 23z 763 3,100 3,7e8 4,820

ﬁy Includes $67M processing tax on farm products.
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FeEDERAL HoUSING ADMINISTRATION
MEMORANDUM

DATE 4/5/38

To: Miss Chauncey - Secretary's Office
Treasury Department

FROM:

SUBJECT=—

LEL] 18—2401

Mr. McDoneld thought the Secretery
would be interested in seeing this

type of report on'our gross business
and sccepted for insurance business
covering the last two weeks! operations.

Shirley K. Hart
Assistant to the Administretor




FIHLA Form No. 18 p 1 4 4
(Ravised Oct. L3 1907} s 1

FEDERAL HOUSING ADMINISTRATION
MEMORANDUM

oate  ApFLL l_. 1938
To:
FrRo:

sunecr— FoHoAe INSURING OPERATIONS
L L 18 Hl“ “ﬂi '- 1938 srs ML

08086 BUSLNESS TRANSACTED Egber Anownd

Home Miges. Seleseted for Appraisal 4,710 81,414,800
Aental lousing Applisations Appreved 12 2,088,000

bodernization Notes Insured 5,745
TOTAL 204,20
ACCKPTED FOR INJUMNCE
Hrws Mtges. Aoe. for Insurenss 2,048 §11,801,700
1 .al Housing Projests Committed s 1,030,000
Nodernination Notes Insured 5,740 _2,736.400
TOTAL 48,870,000

-

Percent Mortgeges hocepted rligible for 907 Mtges. = 39%




FEDERAL HousiNG ADMINISTRATION
MEMORANDUM

Date MET . m. 1?33
To:
FRrOM:

sunect-  F, H,A. INSURING OPERATIUNS

Week Ending Merch 26, 1938 She. hm
GROSS BUSINESS TRANSACTED Humber Amount
Home Mtges. Selected for Appreiss. 4,863 $22,568,217
Rental Housing Applicaticns 1 » 106,000
Modernization Notes Insured 3,016 jinM
§28,144,395
—_———— ———

ACCEPTED FUR IHSUGA KCE

Home Mtges. Accepted for Inmsurance 2,290 & 3,930,700

ental Housing Projects Committed 2 497,500
Modernization Notes Imsured 3,016 1,470,176
$11,958,576

percent Mortgsges Accepted Eligible for 0% Mtges.= 3TF



FepeErRAL HousiNG ADMINISTRATION
WASHINGTON, D. C.
ERELY YOLUNE OF FHA INSURING OPERATIONS

For 1938 nnd corresponding Period of 1937

£oMe MORTGAGES BELACTED FOR APPRAISAL

1338
L Amount
§ 5,483,184

531,
74299,975
€,150, 840




FEDERAL HousiNG ADMINISTRATION
WASHINGTON, D. C.

WEEKLY VOLIME OF E

1938 1937
Humber Amount Humbay Amount

943 $
1,100

1,462 $ 5,821,275

1,756

8

1,058
1,329

1,172
1,154
1,033
1,706

2,290

- m o ow

g3
855 3583 8323

4

4

4

5
4,431
4,64
4

4

L8388 B&
ahle R
Q

L=

Division of Economics and Statistics

1,767
1,880

1,811
1,778
1,869
1,867

2,291
2,135
2,388
2,497

2,602

10,856,396

Operating Statistics Sectien




WEEKLY VOLUME OF HOME MORTGAGES SELECTED FOR APPRAISAL
AMOUNT REPORTED BY INSURING OFFICES AT END OF EACH WEEK

MILLIONS OF DOLLARS
30

COVISION OF ECONOMICE B STATISTICS
OPERATING STATISTICS SECTION
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FEDERAL HOUSING ADMINISTRATION
MEMORANDUM

FIGURTS FOR WEEX E'DIC APRIL 2, 1938

Yeek Ending Corresponding Wesk
april 2, ~ast Yarr
1938 1537

For the Week: -] =mount Humber amount

‘ortgages Selected $21,414,849 3,617 $15,366,435

ortgages Accepted : 11,601,700 2,602 10,856,395

Premium Peying Mtges. 4,643,900 1,633 6,717,380

Cumulative:
Mortgages Selected 376,758 §1,570,222,683
Hortgages accepted 279,698 1,138,392,833

Fremium Payizg Mtges. 220,854 904,566,317

300 Division of Economics and Statistics
Revised 4/4/38 Operating Statistics Section
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TREASURY DEPARTMENT

INTER OFFICE COMMUMNICATION
oate April 6, 1938

Secretary Morgenthau

¥r. Haas

subject: Current United States Trade with Japan and China
(Preliminary data)

A. United States trade with Japan during the first three
weeks of March 1938.

1. United States exporta to Japan increased 27 ﬂerggﬂfi
in the first three weekas of March 1938 as compared to
the same period in February 1932 and were 31 percent
greater than in January 1938,

2., HRaw cotton exports amounted to #3,073,000, spproxi-
mately $100,000 less than in the first three weeks of
February 1938, Exports of petroleum, iron and steel
manufacturea, and alreraft and parts increased markedly
over the same period in February 1938.

3. United States imports from Japan increased 6 percent
in the firat three weeks of March 1938 as compared with
the same period in February 1938, but were 20 percent
less than in the first three weeks of January 1938 and
in December 1937.

b, Imports of raw sllk accounted for the entire increase
in the total imports from Japan in this period; lmports
other than raw silk varied only slightly 1n amount and

in relative importance.

5. United States trade with China during the first three
weeks of NMarch 1938.

1. United States exports to China and Manchuria lincreased
37 percent in the first three weeks of March 1938 as com-
pared with the same pmeriod in February 1938. Exports to
North China and Manchuria increased 38 percent and exports
to South China, Shanghail and Hong Kong increased 36 percent.
Exports to South China, Shanghal and Hong Kong are approxi-
mately 50 percent greater in value than those to North
China and Manchuria,




gecretary Morgenthau - 2

2. Importe from China and Manchuria increased 7 percent
in the firat three weeks of March 1938 as compared to

the first three weeks of February 1938, Imports from
North China and Manchurla inereased 25 percent and those
from South Chlna, Shanghal, and Hong Kong, only 2 percent.
Imports from North China accounted for 24 percent of the
total imports from China in March as compared to 21 per-
eent in February 1938, while imports from South China
accounted for 76 percent in March and 79 percent in

February 1938,




secretary Morgenthau - 3

Statlstles:

A. Current Trade with

Japan (Preliminary Data)

I. United States Exports to Japan -- Total Value

lst Week

84,513,000

March 1938
nil

February lggﬁ
January 19

December 1937 1,594,000
November 1937 1,180,000

II.

Commodities Show-
ing Increases:
Petroleum an
oroducts
Iron and steel
manufactures
Industrial machy.
Paper base stocks
Automoblles, parts
& accessories
Alreraft % parts
Fertilizer & fer-
tilizer materials
Ferro alloys ;
Coal-tar products

$ 3,000,000

2,218,000
1,932,oﬂ0
745, 000
652, 000
330.000
290, 000

185,000
93,000

Commodities Show-

ing Decreases:
Covper and manu-
factures

Cotton, unmf'd,

Hides and skins,
raw

Tobacco and mfrs.

446, 000
3,073,000

217,000
1,000

13,246,000
472,000

rand Total $13,718,000

Total
All other

2nd Week

#z,alh,uun
,112,000
2,726,000 3,
,217,000
, 813,000

United States Exports to Japan by Commodities
March 1938

3rd Week

e
3,984,000 a/

2,394,000
4,745,000

Total lsat 3 Weeks

$13,718,000
RIS

9,305,000 ~
10, 738,000

759,000

February 1932 January 1938

$ 1,498,000

1,576,000
1,071,000
406,000

Lal noo
131,000

2ka, 000
nil
23,000

$ 2,925,000
1/
1,229,000
382,000
673,000

73 o/

2k ooo

182,000
28,000

845, 000
2,574,000

225,000 15,000
5 0 TR, L0

- 93%
- I8

893,000
3,168,000

- 97% 10,022,000

- 3% __151,000
$10,779,000

$10, 469,000

1/ Claseified differentiy for February and March.

g/ Classified ag vehicles,

8/ Correctea figure.

parte and accessorles.
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I1I. Unifad States Imports from Japan -- Total Value
1st Week 2nd Week 3rd Week Total 1lst 3 Weeks

yarch 1938 $1,1452,000 $2,431,000 $2,690,000 $ 6,573,000
Feoruary 1938 1,553,000 2,327,000 2,350,000 6 230,000
January 1938 2,033,000 u,ﬁgg,eoo 2,020,000 8,238,000
December 1937 2,1 B.Dﬂn 3, 000 2 5?2 000 g ,237,000
November 1937 3,245,000 3,654,000 h;355 11r255!000

IV. United States Imports from Japan by Commodities

Commodities Show- March 1938 February 1938 January 1938
ing Increases:

511k, unmanufac-

tured $k, 336100':' $3,970,000 . 84, BSE,GDU
Hats and hat

material 175,000 132,000 EB,DGD
S1lk manufactures 167,000 78,000 8,000
Fish scrap and

fish meal 149, 000 9,000 80, 000
Pyrethrum flowers 147,000 : 68,000 255, 000
Fish and fish prod-

ucts, edible 125,000 6,000 128, 000
Tea 77,000 6 000 1#5 000
Furs and manu-

factures 66,000 54, 000 16,000
Papers and manu-

factures 58,000 45,000 72,000
Camphor 57,000 32,000 51,000

Lommodities Show-

Ing De Decreases;

Cotton manufac-

tures $ 197,000 417,000 . Lok, 000
China and porce-

lain ware 104, 000 128,000 177,000
Vegetable food

products other

than tea 81,000 106,000 196, 000
Yenthol 79,000 101,000 _-_M

Total ,818,000 - & ,302,000 - 85% $6,636
Other " 755,000 - 1?§ ” ézs,noﬂ i 1 5
2

Grand Total $§6,573,000 $6,230,000 3,

38,000
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B. Current Trade with China (Preliminary Data)
I. United States Exports to China -- Total Value

First three North China and 8hanghal, South
weeke of: Manchuria China and Hong Kong Total

March 1938 $1,567,000 tj.ﬁ&.oﬂo $4, 883,000
Februsry 1938 1,134,000 2,k41,000 ,575,000

Jenuery 1938 1,375,000 , 001,000 37 ,000
December 1937 2,003,000 ,023,000 6,026 ,000
Whole month of March 1937 $6, ua3 000

. II. United States Exports to China by Commodities

(a) To North China snd Manchuria:

March 1938 Februs 1938

Automobiles, perte and acceesories § 549,000 $§ 105,000
Fetroleum and producte 271,000 234,000
Cotton, unmenufactured 210,000 128,000

Tobacco and manufactures 134,000
Iron and steel manufactures 82,000

Induetrisl machinery 74,000

Total ' 1,320,000 - 844 913,000 - &1%
Other 247,000 - 16% 221,000 - 19%

Grand Total $1,567,000 $1,134,000
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(b) To Bhanghal, South China and Hong Kong:

153

March 1938 February 1938

Tobascco and manufactures $ 623,000 $ 142,000
Firearms and ammunition E 9,000 381, 000
Automoblles, parts & accessories 2,000 32;{,()00
Copper and manufactures 263,000 144 000
Iron and steel manufactures 179,000 148, 000
Vegetable foods, edible 129,000 83,000
Alreraft and parts 121, 000 292,000
Ginsing 88,000 81,000
Electrical machinery & apparatus 85,000 63,000
Cotton, unmanufactured {1,000 , 000

Total 2,560,000 - 77% 1,670,000 - 68%

All other 756,000 - 23% 771,000 - 324

frand Total $3, 316,000 #2, 441, 000

III. Unlted S8tates Imports from China -- Total Value

First three North China and S8hanghal, BSouth
weeks of: Manchuria China and Hong Kong Total
March 1938 $588,000 - 244 $1,830,000 - 764 §2, 418,000
February 1938 72,000 - 21% 1,794,000 - 79% 2,266,000
anuary 1938 782,000 - 27% 2,139,000 - 73% 2,921,000
December 1337 864,000 - 23% 2,926,000 - 77% E,?QG,GGG
Whole month of March 1937 §14, 103,000

IV. United States Imports from China by Commodities
(a) From North China and Manchuria:
March 1938 February 1938
ure and manufactures $120, 000 ¢24 000
Perilla oil gE,OUD 39,000
Bristles ,000 91, 000
9N-metallic minerals and products 55, 000 3,000
Total 324,000 - 55% 157,000 - 33%
All other 264,000 - Eﬁ% 315,000 - gﬁ?

Grand Total $588, 000 $472,000
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(b) From Shanghai, South China and Ho

Tung (wood) oil :

Flax, hemp and ramie and mfrs.
Hate and bhat materisels
Vegetable food, edible, except
tea

811k, unmanufactured

Bristles

Tin ore, bare, blocks, pigs,
ecrap, ete.

Total
All other

Grand Total

March 1938
$ 903,000

153,000
3,000

84, 000
1,000
2,000

56,000

1,422,000
408,000

$1,830,000

EE;

h China and Hong Kong:

Februa 1938

¢ 3%
77,000
67,000

21,000
185,000

409,000

71,302,000 - 73%
92,000 - 27%

$1,79%,000
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(The phone conversation wi& the
President, referred to in HM,Jr's
note to Mras. Klotz, is referted
to in diary entry of March 31,
1938, at 6:20 p. m.




0 THE CONGEESS OF THE UNITED STATES:

As 1 stated in my message of June 7, 1935 to the Congress,
it is high time to deal with the nation's transportation as a single
unified problem. For many years in the past, transportation
meant railroad transportation, but within the past quarter of a
century & major change has occurred. Today other forms of
transportation, alr transport, highway transport, and an expanded
system of water and pipe line transport actively compete with
and supplament railroad transportation.

It is evident that the transportation problem is a single
one in which esach of the various forms of transportation have
their parts to play. As was pointed out by the Federal Coordinator
of Pransportation in his report of March 10, 1934 "the problem
is to find their appropriate functions, protect them in the
performance of such functions, prevent wasteful duplication of
service without eliminating such competition as is economically
sound, and promote & system of stable rates which will reflect
the lowest costs of good service but afford the necessary
foundations for credit".’

Tunctions relating to transportation are today gcattered
among several sxecutive departments, various independent commissions,
boards and several Government corporations. These agencies deal

with special phases of transportation rather than the transportation




problem in its broader national aspect. Not only are their
activities uncorrelated but in many instances they may work at
cross purposes. To remedy thie situation and avert threatened
chaos in our transportation system, I urge that the Congress
give immediate conslderation to the establishment of a Depart-
pent of Transportation, charged with responsibility for the
conduct of the various transportation activities of the Federal
Government.

1 recommend that the various promotional activities of the
Federal Govermment in the fleld of transportation be transferred
to the Department of Transportation and performed under the

supervision of the Secretary of Transportation who shall be

charged with the formmlation of & national transportation policy.

I further recommend that there be established in the Department

of Transportation a bi-partisan board to be kmown as the Federal
Transportation Board, which shall, independently of the Secretary

and the President, perform all quasi-judicial and quasi-legislative
functions with respect to the transportation industry now performed by
any existing sgencies of the Government, and such additional
regulatory functions with respect to that industry as may be

rrescribed by law.




A BILL
To sstablish a Depariment of Tramsportatiom

Be it
Usited States of Amsyics in Congress sssesbled, That there shall be at
the seat of govermment an exeoutive department to be kmowm as the Depart-
ment of Tramsvortation, snd a Secretary of Tramsportation (hereafter re-

fﬂiﬂhﬂ“l'W]ﬂmﬁnhﬂw““F.ﬂﬂnh

=t

sopotnted by the Presidemt by and with the advice and comeent~of the

I-ﬂil,lﬂﬂlhﬂli"lﬂﬂ'ﬂﬂﬂ‘lﬂﬂh“fﬁ
heads of other sxscutive departments. Sectiom 158 of the Nevissd
Statutes, as amended (H.S.C,, 1934 ed., title 5, sec. 1), 1s amended %o
tnclude such department, and the provisioms of Title IV of the Revised
Statutes, locluding all asts amendatory thereof and supplemesiery thare-
to, shall be applicable to such departmest.

(b) There shall ba in the Department of Framsportation an Under-
secretary of Transportaticn and two Assistant Secretaries of Transpor-
uuu.uMhnrm-uhlwﬁ-h-ﬂ-ﬂH-lﬂﬁﬂ-m
and consent of the Somate, and s Solicitor, who shall be appeinted Wy
“"l-ﬂt-rr.-udt—n-:.lm--hn—u---;u-.-
seribed by the Secretary or required by law, The Undersecretary and the
Mhituﬁu-ﬂimdnl-lwdm.ﬂl-_.lﬂﬁlﬂ-
mtm-fmu.um:—-ul—-nuhﬂ-lum-&t
the Classification Act of 1933, as amended.




s50, 3. (a) There 1s herehy created in the Departaent of Trame-
portation & Feseral Transpertation Bourd (hereafter reforred to as the
oard®) which shall be composed of sixtesn mesbers who shall be appeinted
ty the President by and with the advice and comsent of the Semate.

() The texms of office of the mesbere fire§ appeinted shall
wpire, as designated by the President at the time of nonination, feuwr
at the end of the sixth year, fowr at the end of the eighth year, fowr
at the end of the temth year, and four at the end of the twelfth year
after the effective date of this section. The terma of office of all
mﬂlw&nhﬂum;ﬁwh“ﬂuﬂhi—
rntlumm-ﬂwmmwlﬂ-m
hﬂu:“mmhﬂ-uﬂuu-#h_ﬂr“
Him-wwmhmﬂIﬂﬂhfﬂ'm-ﬂﬂ
tera of his prefecesser,

(s) Hot more tham mine mesbers shall be appointed from the same
ﬂnmm.-l-d_-rﬁnn-h--_lm-r
$12,000,

(4) Memders of the Doard may be remsved by the President, after
mﬂuﬂﬂwﬂﬂhm.mmgwi
Suty, or malfensance in office, dut for mo ofther camse.

(o) Of the mesbers thus appoistet, one shall Ve designated Wy

the President an chairman, ﬂmuﬂuﬂ_dhlﬂ.
sme, 3. (a) ﬁwﬂlm.mﬂm
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a sound, adeguate, and efficient transportation system and ehall exer-
gise the fumotions tramaferred to him W, or pursmant So, this Aot and
guch other fumotions as may hereafter be vested in and isposed upen Mm
ty law,

(b) The Secretary shall camuse a seal of office %o be made for
the Department of Transportation, of wach devies as Whe Fresidest shall
approve, and Judicial motice shall be taken of smsh eeal.

(e¢) The Sscretary shall, anmmally, at the clese of each fiseal
year, make a report in writing to the Oongress, giving an accommt of all
aoney received and expenied by the Department of Transportation asd
dsscriding the work doms by that Department. He shall also from time
to time make wuch special imvestigations and reports as he may deem
M.ruh-rhnplrdh-hwlhm,wlw
sither House of Congress.

() The Sesretary may dslegate to amy officer or emplayee of the
anmunwdthf-ﬂh-m-h-
posed wpom kim %Wy this Aok,

830, 4, (a) Withim 180 daye after the effective date of this
section, the President shall transfer by Rmseutive order to the Sesre-
tary all fumotions emercised by the following agemsies which are
exscutive in charssted amd the exersise of which is not sdject %o
review by ccurte of law, and to the Board all fumsticss emreised W
wuch agencies WMk are gmei-juiicisl or quasi-legislative in character
and the smercise of which 1s sshjest %o review Yy cowrts of lawi
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The Buresn of Fblic Roads of the Department of Agricultwre,
The Buresn of Alr Commeree of the Department of Commeres,
The United Statss Maritime Commissiom,

T™he Division of Transportation of the Buresn of Forelign
sad Domestic Commeroe of the Depariment of Commeres,

The Interstats Commerce Commissiom,
The Lighthome Service of the Department of Commeree, and

The Bursan of Navigation and Marine Inspestion of the
Department of Commeree,

(b) Whenever all of the fumctions of any agemay speeified in
suibsection (a) of this section have heen transferred by the Presidest,
mch agenaf is heredy abalished.

(o) Such persommel and property (including office equipment
and official records) as the President shall determinme to have bewm
employed in the exercise of functions \ransferred to the Seoretary or
the Board under subsection (a) of this sestion, may de transferred to
the Secretary by the President, upom wuch dates as he shall spesify,
by Rrscotive order: Provided, That the transfer ef such persommel shall

be without chamge ia classification or compemsation, exsept that this
requirement shall mot operate after the end of the fiscal year Swring
"hich such tesmafer is made toprevent the adjustamt of claseifieatien

or ¢compenmation to comform to the duties to which suwh transferred par-
sornel may be assigned: Provijed further, That sach of the pereemmel

%0 transferred who do not already possess a classified civil serviee status
thall not aoquire smch statms by reason of swsh tramfer esoept (1) wpem




,—ﬂ“ﬂﬁmﬂ“‘[ﬂ“ﬂ#
““-Wﬂm-lhhﬂﬁlﬂwh
whﬁlﬂl“mﬁn-ﬂﬂ-ﬂ“-ﬂ
dﬂlﬂl‘ﬂﬂlﬂl“ﬂl—ﬂ'ﬂﬂhﬂm.ﬂu}

mnﬁﬂﬂ%hmﬂnlﬂdm-ﬂ-uu
mtnummﬂumm-hun
ummu——-—rmmw”—w.n

Whmm“-ﬂmuhmﬁuﬂ
valances shall de avallshle for

nm-hl—l-rn_n-[-}-tm-uﬂ.

smo, 8, (a) All ordere, Tules, regulations, pernits or other
~rivileges, onds, lseusd, -n-hltr,-hr-ﬂd.-r-_
m1m.-:—ni-w.-umpud-dhf--
Mlﬂﬂ.ﬂhﬂﬂhﬂl—ﬂﬂ-ﬁﬂlﬂ-wm.
m--mumuu“m-u-‘mu-
“-d-hl-l_ﬂ.-ﬂl-uﬂﬂ.-ﬂ.rlwlﬂﬂ-ﬁ
the Secretary er the Beard, as the case may be.

(») tﬂhm--ﬂmmn_ﬂ




w,.pmhhﬂdw“ﬂnmtww-
mn—t,ﬂ-hm'lﬁmmlum.hu-m
mmw:umummdmmuu-.m
Mun—dﬂ-ﬂhﬁldw“rm#q_
tmmmdwmmumdm-mmh—i.--u-
wml-ui-lpmn-ﬂm.twth-ﬂunmu“.n-
+uch sbolition or transfer takes affest, showing the mecessily for a
purvival of sech sult, .m-.«m-m,um-mm—
mt of the questions imvolved, may allew the same to de maintained YW
wmmlmmmwﬁ-m'ﬁ-ﬂh.

() All 1aws relating %o any agency sbolished or fumotiom trans-
fu'nd-hﬂ:lpmhlmufmhmm. in so far as such laws
mmtlmunn-.r—hhfﬂlfu-ﬂldhﬂulmuhﬂ-
nulntﬂwﬁmumhﬂ.-huﬂwm

SEG, 6. (a) The Board shall exercise its functlons independently
of the Secretary and the President. Any order, affirmative or negative,
1_nnﬂumm“mmm1hmhrﬂ-wﬁ
ulwdlnmhdmﬂlﬂﬁmmlhmwmmtﬂlml-l
of Appeals for the Distriet of Colwmbia, upon petition filed within
-wmmmmtmmuwpﬂmu-ﬂ-
stantial interest in wuch order, After the expiration of said sixly &s,
;p-tut-whﬂmmtrm-t-l--md“
able grounts for failure %o file the petitiem theretofers.

(») lpﬁlﬂ“ﬂimﬂuhﬂldhlh_i

for the eireult wherein the petitiomer resides or has his principal




md“ﬂhﬁﬂﬂlhﬁ“dwf-h
Detriet of Columbia,.

(s) A copy of the petition shall, mpen filing, be forthwith
uﬂltﬂhﬂllﬂﬂwhdﬂkﬂﬁﬂiﬂhmm
wmlﬁ-ﬁﬂl-hﬁ-n-rllwﬂhmu
w,up--mﬁﬂ-“.qhhlld—m

() Upom transmittal of the petitiom to the Board, the court
m1mmﬂaﬂm-mrﬂu-m“n
order complained of, in whole or im part, aad if meed be to order
fatiher wrocesdings by the Board, Upon good camse shown, imterloomtory
miiwnp—mu-wxﬁ--ﬁ-wﬂmmrm
relief as may be appropriate: Provided. That no interloemtory relief
myhm“t“dlmiﬂnwl'mthihmm

() The findings of fact by the Board if supported by substan-
tial evidence shall be comslusive, Bo cbjectiom to an order of the
Board shall be comsidered by the court waless such objection shall have
hﬂlwﬁl“h“n.uﬂﬂnﬂn-ﬂ.ﬂmﬁ-‘
vere reasonshle grounds for failurs %o do 0.

(f) mmumumwdnm.ﬂlm
urmiu.uum-mu.w-n-uurmmmhm

ﬂ:ﬂhrﬂ-hh“h’ldﬁhtﬂ“#ﬂ-
ﬂ-llﬂu-tl.-luwhﬂﬂ"ﬂﬂﬂh

Judicial Code,




S33, 7 There are havehy amthorised to de appropriatel cwt of amy
scaey in the Troaswry sotl ethervise appropristel sush swms ae may be
secossary to carry ouf the previsiems of this Aet,

ﬂ.h‘l-“ﬂﬂh“ﬂ_'riﬂ.
privilege, pover, &uty, fumctiom, er lmmmity.

520, 9. The yrevisions of this Ast, mmept this sestion, see-
tion 1, section 3, and sectiom 3, shall become effective sixty daye after
emacteent! Brovided, That the President shall, 1f ke finds swsh astion
aecsesary or Gesivedle is the pudlie imtereet, postpens Whe effective
date of amy provivion of this Aet, exsept this section, ssstiom 1,
section 3, and section 3, to such time as he shall preseride, bt mot

beyend the 180th day folloving the emastment of this Aet.




WORKS PROGRESS ADMINISTRATION

WALNER-IOHNSON BUILDING
1734 NEW YORK AVENUE NW,
WASHINGTON,. D. C,
HARRY L. HOPKINS
ADIN TRATOR

Mrs. Henrietta 5. Klots
Assistant to the Secretary
U. 8. Treasury Department
Washington, D. C.
Dear Mrs. Klots:
Attached is the weekly memorandum requested
by Mr. Morgenthau.

Very truly yours,

i,

Emerscn Ross, Director
IMvision of Research,
Statistics and Records




WORKS PROGRESS ADMINISTRATION
WALKER-JOHNSON BUILDING

173 NEW YORK AVENUE NW,
WASHINGTOM, D. C.

April 5, 1988

MEMORANDUM
TO: Mr. Morgenthau, Secretary of the Treasury

Eperson Ross, Director
Division of Hesearch
Statistics and Records

Private employment declined again during March.
According to the preliminary BLS figure factory employment
declined 1.2 percent from February 15 to March 15. The
usual seasonal change during this period is an increase of
.8 percent.

Factory payrolls declined .6 percent during March,
indicating a lengthening of hours of work for those who were

employed.

Direct relief seems to be staying at about the
same level and March may be even slightly lower than the Feb-
ruary figure of 2,000,000 cases. The failure of direct relief
to increase despite the decline in private employment is at-
tributable in part to warmer weather in some parts of the _
country, in part to the continued increase in WPA employment,
and in part to the financial inability of some cities to in-
crease their relief expenditures.

WPA employment contimued to increase, reaching
2,444,000 persons on April 2, an increase of 49,000 for the
week.




Archie

Lochhead:

HMJr:

Wednesday
April 6, 1938
12:40 p.m.
Hello.
Yes, Archie,
I111 give you the market first.
Please.

Ah - Well, now, first of all, the Chamber
passed Blum's proposal.

He did?

Yes. He got it 310 to 250.

Very good.

So, therefore, it's now up to the Senate. There
doesn't seem to be any more feeling just now that
the Senate will pass 1t...

Uh huh.

But on the other hand he's gotten by this far.
When does it go by the - go to the Senate?

It - well, they speak about it going to the Senate
tomorrow as a program.

Yes.
Now, whether or not it will be advanced on account of
getting - yes, well, of course there's this - Taylor

says the finance commlttee of the Senate of course
will have to go first on 1it.

I see,

But they may advance 1t a 1ittle bit - a little bit
on account of giving the early vote this morning.

I see,

Now, on the stock market - it's a little bit off, about
1.96.

That's all right.
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The rails and the industrials and the utilities are
also off somewhat.

Yes.

The government bonds are holding very well, they may
be & thirty-second or more off from last night....

That's all right.

But they were still - in fact, the Federal was
able to dispose of about elght million four hundred
thousand in bonds yesterday.

Fine.

They sold out about eight million four. That means -
let's see, they boughtabout fifty-five and sold about
elght and a half.

Yell, that's all right.

S0 they're working & little bit more flexibly over
there just now.

Good.

Exchanges are dull. Sterling is about 496.25.

Yes.

Francs were inclined to be a little bit easler after
he got his vote. They're selling at about -309, but
there's no real change in them. Silver in London

works out this morning about forty-two forty-four
which is practically parity so there should be no

reason for any change.
That!s all right.

The New York Times Electric Power Index 1s 0l1.4;
Up .4.

Yes.

It - 9l.4 which is up .4.

What do you mean, polnt, decimal, you mean?




oagd

Yes. MNinety-one decimal four.

I mean, how much is it up?

It's up decimal four.

Well, thatf& all right.

So - well, it's on the up side, anyway.

Yes. :

Now that's all I have here just now, excepting my -

well, let'!s see - I'll go - Would you
want anything sent down to you today?

Ah - yes, ther@ll be a pouch, yes.

A1l right, then, that's what they wanted to know
about.

I want to talk to Taylor a minute.
Yes, he's right here now.

Hello.

Taylor.

Yes.

I spoke to both White_and Haas this morning and
asked them to prepare memorandum for me. Hello.

Yes.

I wish you'd tell both of them to make reservations
on the train which comes down Friday night here.

I will.

And then have return reservations to come back on
the same train with me, so if I decide that I want
them to come they should be ready.

A1l right.

Haas and White.

Haas and White.




And ...

That's to go Friday night ...

And come back with me Saturday.

Right. ,

That they should meke the reservations - Kleley
can make them for them.

Check.

What I want to talk to them about is the stuff that
I asked them this morning.

Right.

I mean, it's no secret from you, but I just don't
want to take time to go over it but you can - they'll
tell you see?

Good. Ah ....

And talk to each other.

Yes.

But ...

Ah ...

But I want to get prepared and I think I may ask
them to come down.

Right. Did Harry tell you - Archie, that we
had already started work on one memo &5 & result
of the cabinet talk yesterday?

No.

Well, it may - I don't - it may not be a duplication
but ;e hadﬂilreudy started work on one of them for
you and I think they ought to have that too.

All right. But I mean they can explain it, it's Just ...

Yes.
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I just want to kmow what the situation is and is
it time for us to do something and what they - what
their thoughts are ...

Yes. Well, that is in a possible duplication, but
that's all right, it may not be.

I was golng to try to see the President Sunday,
that's the point.

YES ™

I don't know what he's doing or whether he's going
to be in town. All right.

Ah - there's one other thing that happened this
morning; it isn't - I don't think it's terribly
important but you might be thinking about it.

Yes,

Bewley called in and he had a cépy of the exchange
clause - ah - the usual clause in the British Trade
Apreement.

Yes.

In which there is wording to the effect that agreement
will only be abrogated in the event of a substantial
change in the exchange relationships.

I see.

He said he wasn't particularly curious about it but
that the Chancellor wanted to know really what that
meant.

Well, where is that clause; I don't get it. In the
trade treaty?

Yes.

Well, why in the hell doesn't the State Department
consult us on that?

Ah - They have been. Ah ...

Well, they didn't consult you, did they?

What?
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pid they consult you?

It's their - it's the standard clause.

Oh.

Yes.

I'11 let you handle it.

Well, I think you ought to have one aspect of it

in mind, which is, he, Sir John apparently want ed
to know what we meant by "substantial",

Well, let it wait until I get back.

I will, but - it - I gave the obvlious answer.
And that was?

Which was that it was naturally to be interpreted
within the spirit and general application of the
Tripartite Agreement.

Good. That'!s all right.

Yes. And that in the past why"substantial" had not
meznt any day-to-day Jjuggling, as I pointed ocut in
the case of France.

A1l right.

Yes. 0. K,

Goodbye.

Goobye.




April 6, 1938

Called Sumner and asked him what was happening on
the German refugee matter and he sald that he was seelng
the President Friday and at that time he is going over the
1ist for a committee. I gaid 'I hope that the President
and you have not given up the idea that the President will
make an appeal on the radio' and he said, 'I agree most
heartily with you and I have not given up the idea.’ He
gaid, 'When are you coming back?' and I sald, 'Not before
sunday,' and his reply was, 'I wigh you were here now. There
are certaln national problems which are erystallizing' and he
again repeated 'I wish you were here, but of course if you
are not coming back before Sunday, they will walt until you

return. '




TREASURY DEPARTMENT
INTER OFFICE COMMUMNICATION
oats April 6, 1938

gacretary Morgenthan

¥r. Taylor

Yesterday when I lunched with Henry Wallace he reviewsd the conversation

shich he had had with you over the telephone, and started in describing the
sonversation which he had had with the President on the previous afternoon which
had resulted in his telephoning to you. Summed up this conversation indicated
that the President felt that immediate aection was necessary} that the country
expected it of him; end that in his conversations with the Congressiomal

lezders he had emphasized the fact that if a program were not sutmitted in the
very near future it mizht be very necessary to eall a Special Session of

Congress to meet a situation materially worse tham the one which now faced us;
that the President was rarin' to zo and that he (Henry wallace) agreed with

his desire for action, and wished Wallace to get in touch with you and Jesse
Jones immediately with a view to presentingz a program. Wallace mentioned four
things which the President emphasized: (1) Housing, (2) Farm Security; (3) Flood

ontrol, and (4) approximately 400 millien dollars which he thought that the

RPC would be able to loam in a comparatively short period. He also mentioned

additional C.C,C. expenditures in connection with an expanded, or let us say,

edejuate W.P.A. appropriation program. In connection with the latter it was

epparent that every ome recognized that the billiom dollars which had been

{ndtcated as the mecessary W.P.As appropriation for this Session would not

be adequate to ecarry through the fiscal year, end we discussed the psychological

as well as other effects of a semi-inflationary or counter deflationary charaeter

"hich would be produced by asking for a larger amount at this Sessiom; for




example, twWo billion dollars om the basis of the whole fiscal year.

je agreed that in view of all the circumstances it would be preferable
to ask for the larger emount and permit circumstances to govern the rate
at which it was fed out.

1 emphasized at intervals my strong feeling that whatever the
progrem adopted, that unless the program were properly sold to the
publie that it would not be effective. Wellace completely agreed with
this pumﬁ%- :

Without going into details of this discussion we emphasized the
feet that it was not in any way necessary to receds from & single
fundamental of the President's progrem, but that we should look at it
simply from the stendpoint of analyzing how we had been selling a
good product. If we found that our sales efforts were not effective we
should look over our sales forece, our advertising, our dealer organization
and the like and without hesitation ghange the selling appeals, pull
the ineffective salesmen off the road, ete, I have outlimd what I
believe to be the procedure in a separate memorandum.

We then had soms further conversation sbout the railroad situation,

and in particular about the ntility grﬂbln. In this latter discussion

Wallace mentioned the early settlement and gale to the T.V.A. of the

T
Eommonwealth and Southern properties operating in the T,V.As territory;

that ha felt that it would be desirsble %o make this purchase as quickly
as possible and not attempt to get the last dims. This suggestion is

1dentical with one which you will motice in Berle's memorandum, which

leads me to believe that they have talked the situation over, although

neither Wallace nor Berle told me 80 specifically. fallace said that
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he had mentioned this possibility to the President but that the President
had oot greeted it with any particular enthusiasm. I em enclosing the
original of the Berle memorandum., This memorandum was written after a
discussion with Ransom and myself at my house, You will doubtless
notice that there is a certain similarity between the Wallace and Berlas
approaches on other points, but I do mot think that Wallace's talk with
the President was inspired by any poseible talk he may have had with Berle.

Wallace and I also discussed a modifieation of the eredit and
monetary policias and agreed that a change in the reserve requirements
was a necessary accompaniment of the rest of the prugm, that this
particular change was preferable at this time to a change in our gold
poliey, as in the minds of the publie the raising of the reserve require-
ments was an important factor in the situation which later developed.

it the Berle-Ransom meeting we devoted a great deal of time to
the railroad situation, and I made it quite clear that I did not think
very much of the Splawn report to the Prasident on the railroads and
that T believed that you favored strongly the creation of a new Department
with adequate powers, 1 gathered that Berle was inclined to agree with
this point of view but did not belleve that it was politieally possible

at this time. My own conviction is éiem stronger than when we last

talked, that a comprehemsive, comstruetive railroad program is an essential

part of the picture and that this cen only be accomplished by the estab-

lishment of a new Department with adequate pOWers. 1 have not inchuded

this recommendation in my spearate memorandum as I believe that it
requires separate treatment and should not be confused with the general

selling program which I described.
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I also mentioned to both Wallace and Herle your strong feeling
that the equivalent of a Auman Resources Board should be established,
and while they agreed with the approach and the necessity for such an
orgenization, they gawe me the impression that they were not over-
enthusisstie about including it in what you might desoribe as the
{mmediate program. I do not agree with their point of view, mor
do I with Wallace's view that the esteblishment of a Department of
Public Welfare will necessarily provide the long range planning of
this character which is necessary. The same could be said about the
Nationsl Resources Board, namely, that let us say that the Department
of Interior could aet as a planning board. In other words, I think
thet you are absolutely right in your insistence on the creation
of such an organization.

Berle laid some emphasis on the change in the reserve requirementa
and agreed with the point of view expressed by Wallace, that the publie
hed chosen this particular move as eontributory to the decline in
produetion whieh later oceurred. I would gertainly include Reserve
Board setion in my list of minimum requirements for an immediate program.
Harry White, Dam Bell and George are submitting an additional memorandum
covering the relationship of our gold policy to our prospeotive budgetary
requirements, ete,, so I will not go into this aspect here.

I believe that this summarizes the WO sonversations., I &m &b=

closing & memorandum of my own which treats the questions somewhat

differently and emphasizes the selling aspects which I mentioned above.

1 acree with the conclusion of Wallace and Berle and varigus other

s necessaryj

people here in Washington who believe that some [rogrem 1




{n other words, I do mot think that the situation will right itself,
1 rather believe that the country expeots the President to take

aotion and that particularly in the middle end lower income groups

this aetion will be welcomed and enthusiastically supported.

wesf
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INTER QFFICE COMMUNICATION
ecate April 6, 1938.
Secretary Morgenthau

¥r. Tayleor

Assuming that a new program of Government intervention is
pecessary, and I belleve that this assumption is justified, I think that
certain genmeral principles should govern its selection and its execution.

1. That the program is intended to help and encourage privete

initistive, and that expenditures will be made and credits extended
in those fields where private initiative and credit are unavailable
or in those fields where privete initiative and credit will partici-
pate in the endeavor.

2. Thet esch element composing the program shsll meet the

reculrement that it represents something that the country really

needs &nd which has an individual appeal on its merits. For example,
the estsblishment of & human resources board with its necescary research
sctivities, flood control, farm security and rehebilitatiom, the C.C.C.,
housing, both privete and slum clearance, the improvement of our

regular and emergency sirports, adequate credit faclilities for smell
business enterprises, the modernization of railroad equipment, the
maintenance of essentisl rights of way, the elimination of grade

crossings on essential rights of way and adequate hospital end publie

heelth facilities, all have real sppeal and should be undertaken

whenever the condition of our economy permits or demands sction.
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3, That the manner in which the program is presented, executed
and "sold" must be as carefully worked out as the program itself.
cuch & program should be announced by the President, first in the form
of & messoge to Congress, followed that evening by & radio talk
explaining the program and selling it, emphasizing its national non-
partisan cherscter, the necessity for the participation of all
elements of the population, that the American people never fail end
with their natural resources and advantages cannot fail, et cetera.

This should be followed up &t convenient and reguler intervals
by articles, speeches and radio talks by such Administration leaders
as Hull, Morgenthau, Wellace, Ferley, Harry Hopkins, Garner, Jesse
Jones, Eccles, Chester Davig and possibly Edison and M. L. Wilson
gnd selected representetives from the Senate and House such &s
Barkley, LaeFollette, Bankhead, Reyburn and gelected business, lsbor,
educational end locel political lesders. All speeches should be
prepered well in sdvence of their release and should be checked
end double checked to see that they conform to the proper selling
pettern. Muzzles should be issued to all other Administretiom
spokesmen and the muzzles should be kept on until the Federal Reserve
Index crosges 110 or until it becomes apparent that the plans outlined
ere ineffective. I do not believe that the latter, however, is &

possibility.
I do not believe that we should recede from & single Administra-

tion objective or compromise any principles, nor does this approach

contemplate sny recession or compromise. I do believe that our recent




sales methods have been ineffective sand should be completely revised

a5 we have been losing customers fast and haven't been getting any

new ones. The product itself is just as good &g it ever was and

csn end must be sold.




GRAY

Paris

Dated April 6, 1838

Ree'd 1:55 pem.
Seeretary of State,

Washington.

RUSH,

545, April 6, 5 p.m.

FROM COCHRAN.

Paris exchange market witnessed another jumpy day
of thin trading while Chamber debated Blum's financial
program, When word of the passage of bill by 310 to
250 votes came out between 4 and 5 p.m., franc rate
against sterling quickly moved from 160-3/4 to 161%.
Echoing the parliamentary incident of last night Breton
songs WEre sung on the bourse this afternocon and personal
clashes between traders threatened,

Market st1ll expects Blum's defeat in the Senate but
its cptimism over his prospective fall has been sobered
by the realization that whatever government 1s in power
will be faced with raising approximately one billion francs
per week for the remainder of the year. Furthermore,
the increased strikes will 1ikely diminish any move toward
revival of confidence 1f they continue under new

EovErnment,

Bank of France statement tomorrow will show further

heavy borrowing by the state.

KLP:C3E
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London

Dated April 6, 1938
Ree'd 3:30 p., m.

Secretary of State,

Washington,

£84, fipril 6, 6 D. M,

Foi TREASTRY FROM BUTTERWORTH.

The following excerpt from today's TIMES is
qurted because it has attracted attention in the elity:

"Much as the proposed Blum reforms are disliked in
finaneial eircles it is generally admitted that the
exclanatory memorandum accompanylng the special powers
bill is a masterpiece of drafting. For the first time
since the days of M., Polncare an attempt 1s made to see
the economic problem as a whole and to solve it not by
improvised ex-edients but by a bold plan worked out in
detail. And though the Zenate will probably reject the
Government's programme it is realized that M. Blum's
sucecessor whoever he may be will be obliged to make use

of a substantial part of it. What makes the Blum plan

so important is that it marks the end of a period of

illusions, M, Paul Reynaud, Professor Charles Rist and
a few
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a few others have during the past few years warned

the country against these financial illusions but they
rave been lone voices erying in the wllderness. Now

at last the truth is Been; France has reached the parting
of the wayes: the gholee 1ies between the maintenance

of a liberal economy and the introduection of a strictly
regulated ore, If confidence returns French money will
be repatriated and the Government will get all the money
they want., 1If it does not return and the Blum plan is
based on thot assumption the Government will be forced te
create new money and to take steps to prevent it leaving
the country., That means financial regimentation.”

There was a genuine and strong demand for dollars

today. The franc market however was not large and silver

transactions were very small,

KENNEDY

WWGC
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Dated Apri} 7, 1938
Ree'd 2:55 Ps m,

cEcretary of State,

"“ashington,

558, April %, 6 p, m,

In The pas; gy days thg metallurgical strikes in
the Paris TeEgion:g heve Spread to a number of Important
additional aviation ard automobile factories (1ncluding
One of the Masforg factories) ang now involve approxi-
mately 45,000 wWorkers, Continual COnfErences between
the GoveErmment authorities, the OWners and labor organiza-
tions have beeq Entirely unsucceasful, A ROVErnment
Proposal to gng the Citroen strike through immediate
EVacuation of the factories followed by prompt payment
of wages due an Exeeptional super-arbitral award short-
Cutting the usual forms of Drocecure and the immediate
FESumption of work without retaliatory measures against
Phe strivepg Was accepted by labor delegates whe agreed
to endeayop to have thenm epproved by the strikers. The
Citrogn dirgctors EXpressed their willingness to resume
York at onee but rejected the pProposal for an exceptional

arbitral
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arbitral wage award, asserting that the procedure estab-

1ished in the arbitration law of March 4, 1938 should be
followed. This attitude aroused further resentment on
the part of labor elements and was presumably a con-
tributory cause to the occupation of addltional factories
during the last two days. The Gnome Rhone workers voted
g pesolution yesterday ﬁemapding the nationalization of
that airplane motor concern.

(END SECTION ONE)
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Seeretary of StéﬁﬁgﬂEGGRﬁE

Washington.

5563, April 7, 6 p.m. (SECTION TWO)

On the other hand it 1s probable that the owners
are not diEEfEEEE?F1l;?m¢E Embarrassment caused the Blum
Government ty 218 inability to settle the strike and are
therefore content to see a settlement postponed until
the advent of a new Government, On the other hand the
lack of clear-cut demands on the part of the strlkes
and the anparent absence of serious grievances do not
tend to attract popular sympathy to thelr cause, There
are =igns that many of the strikers would welcome a return
to work, thoush the Left press charges that the movement
to this end is insvoired by ths Patronat. A secret
vote on strike continuation is reported to have been
promised by the YMinistry of Labor, Whlle bltterness
between oprosing forces seems to be inereasing, no
violence has as yet occurred.

feanwhile French national defense needs are naturally
suf®ering., This morning's press publishes a declaration

of
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of an organization of engineers and techniclans to the

¢ffect that the ocoupation of the Messier factory (which

15 the sole manufacturer of certain indispensable alrplane
cccessorles) prevents the turning out of a single

nilitary airplane until work is resumed. {END MESSAGE)

WILSON
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Paris

Dated April B, 1938

Rec'd 9:25 a.m.
secretary of State,

Washington.

561, April 8, 1l a.m.

Reference Embassy's 491, March 30, 1 p.m.

The attacks on the Senate made by the Soclallst
paper POPULAIRE, referred to in the above telegram,
bore frult last evening when the Soclalist Federatlon
of the Seine controlled by the extreme Left wing of the
Socialist Party held a demonstration in front of the
Senate. This demonstration was held desplte the fact
that permission to hold it was refused by Socialist
Minister of the Interior Dormoy., Between 7 and 10,000

demonstrators participated and about 1200 police and

gardes mobliles wWEre callgd out by the President of the

Senate under his constitutional authority in order to
protect that body. The police were able to disperse
the demonstrators with no more serious results than a
number of fist fights and scuffles.

POPULAIRE this morning criticizes the Federation
of the Seine for calling the meeting on the grounds

(1) that 1t did not consult the directing body of the
party,
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party, (2) the Minister of Interior 1s a Soclalist and
ne should at least have been informed of thelr
intentions, and (3) that demonstrations should not be

neld before a legislative body,.




PARTIAL
PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embagsy, Paris, France

DATE; April 7, 1938, 4 p.m.

NO.: 551

RUSH.

FROM COGHRAN.

Franc has weakened sharply today (from 159-7/8 to
182 1/2 by 4 o'clock) especially after appearance of the
Bank of France statement as of March 31 stating this
showed that Treasury had drawn on the bank to the extent
of 1,900,000,000 francs, which means that 15,000,000,000
franc credit exhausted and 1,490,000,000 already drawn under

8

gained by 3,379,000,000 to reach a record height. Coverage

the new 5,000

gﬂﬂ,ﬂﬂﬂ authorization. Note circulation
?

45.85 versus 46.81.

Operatore are worn out over French labor troubles and
over threat of Socialist demonstration against the Senate .
whose finance committee is considering Blum financial plan
this afternoon in preparation for the Semate debate Friday
afternoon. The market is skeptical as to the ability of a
Radicel Socialist Government to make much headway in correct-
ing the financial situation in view of labor troubles, polit-
ical feuds and Treasury position as illustrated by the bank
statement, Some operators are now speculating on an early

fall of 10 francs against the pound, that is to around 170.
I was
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I was told by the Bank of France at four o'cloock
this afternoon that the market was very thin today. The
control was able to cover its requirements today. It is
the opinion of my friend that this is due to rumor that
tonight the Radical Socialist ministers may resign after
vote in Senate Finance Committee in order to avoid the
necessity of debating the bill in the Senate tomorrow Emix
which would result in upset of the Government.

French forelgn trade for March showed deficit of
1,296,000,000 francs as compared with 1,9€8,000,000 in
February. This improvement resulted principally from

diminution of imports.

Since above message was prepared Senate Finance

Committee has voted 25 to 1 against the Blum bill.




April 7, 1938

This is HM,Jr's program which he wrote while

he was in Bea Island.
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Excerpt from Herman Oliphant's weekly report to the

secretary dated April 7, 1938:

Cement. We checked invitations which Procurement sent
to cement manufacturers covering cement requirements for all
Government activities from May 1 to August 31. Bids are to
be on an f.o.b. mill basis and prices bid are to be available
to contractors on all projects financed in while or in part by
the Federal Government. Justice and Federal Trade Commission
are being kept advised of developments.
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(ES°ANDUM FOR THE PRESIDENT

Fer Tax-Exempts

he Tressury has read to me a memorandum which they prepared for you stating
tmrrphjlctiﬂl te the application of the so-called Class amendmsnt to existing
taz-exenpt securities, Of course the (lass amendment will serve no purpose if it
is not applied to existing securities since your recommendations, if accepted,
yould do away completely with tax-exempt privileges soc far as future securities are

conearnad,
sy I submit to you the following reasens in support of the Glass amendments

1, It is true that existing state and municipal bonds were sold on the basis
of counsel’s opinion that the income therefrom was exempt from taxation under the
rederal income tex laws, But it would be difficult to find any avthoritative state—
ment in the opinions of the counsel on the strangth of which such bonds were sold
ghich asgerts that income from tax-exempt bonds may not be taken into eccount in de-
teraining the rate of surtax applicable to income from taxable sources. The Glass
smandment does not tax income from tax-exempt securitiesj it merely provides that
the fect of 1ts existence should not be ignored in determining the surtex rate

en tarehle incone,.

2, It is true thet a mumber of individuals and trust cstates will have to pay
“igher taxes by reason of the Glass smendment. But changes in the tax laws are con-
stantly imrosing new and frequently unexpected cbligations upon taxpsyers. The fed-
sral Covernment has never committed itself mot to change the tax laws, Certainly,
gince the (Gless amendment was [irst suggested in 1719, the purchssers and holders
of tax-exemnt securities have been on notice that the Congrees by statute might pro-
vide that the surtsx rate on thelr income froa taxsble sources slwuld tsake into o=
count the existence of tax-exempt income,

3« I 'mow of no convineing evidence to justify the Treesury's fear that the
Class amendment will render large amounts of existing tax-exsmpt securities unat-
tractive to their present owmers.

The Trecsury's fear seems to be based on the sssumption that the Class amend-
acnt takes from existing tax—exempt securities virtually the whole value of their
tax-exempt status, Although I have grest respect for the opinion of the Treasury's
crperts, it sesas to ne that this asmumption is unwarranted. Although the Glass
inenduent deprives the holders of existing tax-exempt securities of their right to
evide the surtaxes on their income from taxable sources, it leeves them completely
-‘ee of tux on their incoze from the tax-sxempt securitiecs themselves, and that is
8d reszing a very valusble privilege, The value of that remaining privilege to
e Tolders of existing tex-exempt securities will be emhanced by the fact that
sues privilice will have a growing scarcity value becsuse it will be unavailable
to the holders of fature federal, state and municipal obligations.

Mthough 1t 1s difficult to underwrite the temporary vagaries of the bond
“riet there 1s in my judgment mo reason to snticipate a prolonged declive in the
velie of existing tex-exenpt pecurities by reason of the ensctment of the Glase
“wendzent, T understend that it is estimated that the couplete removal of tax- .
fxemt privileges will increases the 7vield on feceral obligaticns approxinmately 1
::'-'!e--'u.lrter of ome percent and the yield on state and municipsl obligations -houot
/10t2 of one percent. If this be the estimated effect of the coxplete resoval of =
the tax-exeapt, privilege, it is difficult to believe that the Glass amendaent &

Ve corious, sdverse effect on the market for existing tax-exempt “cm““'wﬂd
Pirtienlarly in view of the growing scercity value of such securities. There ey
"0 tex sdvantage for holders to shift from existing tex-exempts into other ﬁ:
iri‘e corsorste bonde, and a siift by them into mere speculetive securities mig uld
:'“ 15¥e 2 wholcsome effect on the markets es & whole, Existing tax-exempts wo
o8 veluable to institational buyers as they ever had beem, and rould become
Boideds attractive to institutional buyers on any recession.
O W
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My dear Mr. Fresident:

| In the letter to you of Mareh PH, 19%, 1% was stated as the

: position of the Treasury that there should be recommended mo legis-

; lation affecting outstanding tax-exsmpt securities, even to the limited
extent of requiring that tax-exempt ineoms be taken into mceount for
ths purpose of fixing the surtax epplicable to taxable income. Thids
letter did mot state the reesons fo= this position of the Treasury,

By direetion of Seeretary Morgenthau I am cutlining thess reasons be-
I low., They are:

{1) Suoh outstanding seocuritiss wers purehased by their

holders with the understanding, buttressed by judiecial deolsion,

that the imoome from such sscurities would not beeoms the basis for

any taxmtion. Indeed, Federal legislation has, sinee 191%, expressly
. exsmpted state issuss. Trusts, esstates, and other fildusiariss, among

the other types of inwestors, hold these securities in their peotfoliocs

upon this understanding. This understanding, whether resting em

Federal lagislation or judiciaml decisicns, should not be viclated.

{2) There is no present impelling reason, as thers was in
the case of the gold legislation, for a modifisation of contraet
with holders of outstanding securities, in so far as tax exemptiom
is soncerned. The evils resultinz from tax sxemption will be
remedied, as to the bulk of these securities, in & coaparatively short
period of time by confining the remowval of exenptions to securities
isswd in the future. The argmwnts for completely eradieating this
ovil at the present moment ssem to me to be far outweighed by the
ehallengs that a solemn promiss has besn breached.

{3) New issuss of stats and municipal bonds are coming out

&% about a billiom and a quarter dellars a ysar, and the market is

adjusted to sbsorbing thess issuss and a moderate smount of trading

in old issues. Should presently outstanding sseurities be mads the

basis of taxation, = total volume of perbaps #§ or #9.billions of /

seh ssouritiss would begoms unattractive $o their present holders.

Beeretary Morgenthau, Mr. Tayler, Mr. oliphant and I are in agreement

*hat the liquidation of any considerable part of sueh a volume of

turitiss --- amounting Sc over six years' gross naw issuas at the

Mesent rate --- would so seriously disturb the state and munisipal
(] bend markst that it would be years before its squilibrium would be

Togained. This 4ifriculty would not arise, however, abould the

i Orig. ty sroclal messerger t *g tnize- &/7/36 = 4:20 .1,
i, 2 p.=0lirhant
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of with a minisus of disturbancs %o the sconomiec strusture.

your fisal thogght is %0 reccamend Samtion of future
the last paragraph and the gquotation em page 5 of the
the proposed message should be omitted.

3
i
=
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I also sall your attentiom to the statement on page M
message that "For mere than twmeaty years aa

of Seeretariss of the Treasury has reperted %o Congress

vils of thess tax sxemptions.® I find that sweh reperis
te

:
;
?

e

haw Congress by Seeretaries Glass, Houstom, Mellen amd
Mergenthan cmly, but Bet by Seeretariss Mills and Weodin. I suggest, : |
thare! he be revissd %o read as follews: "For mere

|
|
|
) Faithrully yours, |
|
|
|

Under Ssersiary.

The Fresident

- P =
tax exsmption bs applisd %o future issues caly, while
xpested advantages would be attained withis a reasea-
*
{
i

The WThite House

RM/mrl retyped 4/7/38 m.m.
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My dear Mr. President:

In the latter %o you of Mareh 2, 1934,
positicn of the Treasuwry that there should
lation affecting outstanding tax-exsupt sseuritiss,
sxtent of requiring that Sax-emmpt inecms be
the purpese of fixing the surtax applicabls %o
lstter did not state the reasens for this posit
By direetion of Heoretary Morgenthau I sm outlining thess reasens
low. They are!

(1) BSweh outstanding seouritiss wre purehassd by the ir
holders with the understanding, buttressed by judisial &seoisiom,
that the ineoms from sush seourities would net bescsw the basis fer
any tamtion. Indesed, Federal legislation has, simse 1513, expressly
sxampted state issuss. Trusta, estates, and other Tidwsiaries, ameng
the other typss of investors, hold thess seeuritiss in their pewifolice
upon this understanding. This understanding, wether resting ea
Federal legislation or judisial decisicns, should mot be viclated.

(2) There is no present impelling reasen, as there was in
the case of she gold legislation, for a modifisation of contrest
with holders of outstanding seeurisies, in so far as tax exmption
is concerned. The evils resulting from tax sxsmption will be
remsdied, as %o the bulk of these seeuritiss, in a comparatively shert
period of time by sonfining the remeval of emsamptions to sesurities
issed in the future. The arguents for sompletely ereadisating this
evil at the present moment seem to ms to be far cutweighed by the
challengs that a selemm prouise has been breashed.

(3) FNew isswsa of state and municipal donds
at abous a billiom and a quarter dollars a year, and
adjusted to absorbing these isswes and a modsrate
in old issuss. Should presently outstanding securit
basis of tammtion, a total volums of perbape 36 or
such sseuritiss would become wmattreciive
Seeretary Morgentham, ir. Tayler, Mr. Ol
thet the liguidation of any considerabdle part of
seurities —— amounting %o ever sixz years' gross
Fresent rate - would se sericusly distard the s
bond market that it would be years before its equilidrim
regained. This Aiffisulty would net ariss, bowsver, should the
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70 THE CONGRESS OF THE UNITED STATES:

(corY)
The Sixteenth Amendment to the Constitution of the

United States, approved in 1913, expressly authorized the
Congress "to lay and collect taxes on incomes, from whatever
source derived." That is plain language. Fairly construed
this language would seem to authorize taxation of income
derived from state and municipal, as well as federal bonds,
and also income derived from state and municipal as well
as federal offices.
The reciprocal tax-immmity accorded such income
was conceived when the nation was young to strengthen
weak zovernment Tinence and to protect the federal system.
Today, howsver, it constitutes a serious menace
to the fiscal systems of both the states and tﬁe nation.
Both the states and the nation are deprived of revenues

#hich could be reised from those best able to supply them.

5 receive amy

Meither the federal government nor the state

adequate, compensating advantage for the reciprocal tax=

inmunity accorded to income derived from their respective

oblizations and offices.
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In recent years both the federal government and the
gtates have come to rely inereasingly upon graduated income
taxes for their revenues. In recent years the rapid expension
of federal and state activities has resulted in the lssuance
of an increased volume of tax-exempt securities and in the
ereation of an increased number of state and federal officers
and employees who claim special tax-exemption. Tax—exemption
which was once an inequity of relatively slight importance
has become a most serious defect in the fiscal systems of

the states and the nation.

Fundsmentally our tax laws are intended to apply to
ell citigens equally, That does not meam that the same rate

of income tax should apply to the very rich man and to the
very poor man. Long ago the United States, through the
Congress, accepted the principle that citizens should pay
in accordance with their ability to pay, and that identical
tax rates on the rich and on the poor actually worked an

injustice to the poor. Hence the origin of progressive

Wtﬂnumpﬂlmlmuﬁiiﬂiﬂhﬂm

income increases.




During thﬁpll‘h_rnﬂurnnhnu become conscious
—h
nore and more of the simple fact that these progressive sur-

taxes, established by the Congress to carry out a principle,

pere being avoided by vericus methods. Loopholes in the tax

1aws and the use of corporate devices give to lmndreds of
individuals the chance to escape the letter of the law, even

though in so doing they were failing to carry out the spirit

g i

of the law. i =5,

Tax exemptions through the ownership of government
securities of many kinds — federal, state and local —
has operated against the fair or effective collection of
progresgive surtaxes and bhas, therefore, violated the spirit
of the tax law itself. Actuelly, in operation, it has given
& greater advantage to those with large incomes than to
those with small incomes.

Therefore, 1 lay before the Congress the statement
that a fair and effective progressive income tax and a
hugh perpetusl reserve of tex-exempt bonds cannot exist
side by side.

Men with great means be




—d
of their funds in tax-exempt securities. Men with 1little means who should
ve encouraged to hold the relatively secure cbligetions of the federal

.nd stete governments have been obliged to pay a relatively higher price
for those securities than the very rich because the tax-immmity is of
such less velue to them than to those whose incomes fall in the higher
brackets.

For more than twenty years an unbroken line of Secretaries of
the Tressury has reported to the Congress the growing evils of these
tax-exemptions. Fconomists generally have regarded them as wholly in-
congistent with any rational system of progressive taxation.

I do not think the Congress should feel obliged to wait upon
‘he reslization of the cumbersome and doubtful remedy usually proposed

for this evil, namely, & constitutional amendment. These tex-immunities

ere not inexorable requirements of the Constitution. The present un—
fortunate situation is the product of adjudication and adjudicetion

can correct it. More than one hundred years ago doubts and difficul-

ties attending these immunities were expressed by members of the

Supreme Court, and in recent years the underlying essumptions




of the doctrine have been impressively questioned by the Court
jtself. The doctrine was originally evolved out of a totally
different set of ecomomic eircumstances from those which are
now dominant. It is a familiar prineiple of law that rules

of law lose their binding force when the reasons which gave
riee to the rules no longer exist.

I, therefore, recommend to the Congress that effective
action be promptly taken to terminate these tax-exemptions for
the future, The legislation should confer the same powers on the
States with respect to the taxation of federal bonde hereafter
issued as is granted to the federal government with respect te
state and municipal bonds hereafter issued.

I suggest also legislation which will authorize that tax-
exempt income be taken in account in flxing the surtax applicable
to taxable income. As Secretary of the Treasury Carter Glase
stated in his report for the fiscel year of 19191

"It is intolerable that taxpayers should be
allowed, by purchase of exempt securities, not
only to obtain exemption with respect to the
income derived therefrom, but to reduce the super-
taxes upon thelir other income, and to have the
supertaxes upon their other income determined
upon the assumption, contrary to fact, that they
are not in possession of income derived from state

and municipal bonds."




The same principles of just taxation apply to tax-
exemptions of official salaries. The federal government does
not now levy lncome taxes on the hundreds of thousands of
state, county and municipal employees. WNor do the states,
under existing declislions, levy income taxes on the salaries
of the lindreds of thousands of federal employees. Justice
in a great democracy should treat those who earn their livli-
hood from government in the same way as 1t treats those who
earn their livlihood in private employ.

I recommend, therefore, that the Congress emact J.lgisT
lation ending tex-exemption on government salaries of all

kinds, conferring powers on the states with respect %o federal

salaries and powers /tﬂ the federal government with respect to

state and local government salaries.

The ending of tex-exemption, be it of government

securities or of government salaries, is a matter, not of

politics, but of principle.
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