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financing, ao .... ~t 
Book Page 

Public Debt atatua cUaouaaed by HWJr, Dell, 
S.ith (Budget), cad CUrrie- 2/27/40 .•.•••••.•..••••. 243 25 

J/lnit40: 
; ... orr~ on •setting•- 2/28/40............... 98 

IIWJr aake Watson t!ae of appointment for !.larch Jrd -
2/29/40. ............... .... . . ..... . ................ 258 

a) Answer: 4 o'clock Suaday afternoon or 
UOD!d.a.1 lunchec:m. . . • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 261. 

1) HMJr accepts both& See Book ~ page 139 
Bell aeaorand1111 giving eat!aated financial position 

for twelve-month period eading December Jl, 1940... 265 
a) No part or $700 million whiob Budget 

conteaplates recapturing from Government 
corporations aDd credit agencies included 

Hadley recommaadations- 2/29/40.. . ............. . . . ... 277 
Finland 

Sea ll'ar Coaditione 
Franca 

See War Coaditione 
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~~ . 
See War Condlllana 

Gold 
See also ~ Conditions: France 
Plans tor coa.rerenca discussed by Viner, Stewart, and 

Ri efler at Princeton- 2/27-29/40........ . .. . . . ....... 8 
Balances aDd eu.arked gold held tor t oreigo accounts 

in tlnited Stat .. ae or Februa.%7 28, 1940.. •.• • • . . • • • . • . 185 
Great Britain 

Sea War Coaditiooa 

- H -
: 

Hungary 
See War Conditioue 

- I -

lnd1ene 

... 
• 

• • L o 

Regraded Uclassified



- I - (CoottD!!ed} 

llrt.er...._riO&A BUlk 
See LatiD Allerica 

Ital,J 

Book Pap 

See liar Coaditiooa 

- J-
Japul 

See War Conditions 

- K -
Keooe~, Joseph P. 

See liar Conditions: American Securities Owned Abroad 

- L -
Leeser, David (President, ;'lorkera' Alliance) 

See Eccles, llarriDer s. 
Latin Aaerica 

Argentina: 
Alulrican Ilo:bas117, Buenos Aires, 11emorand1D1 concerning 

need for short-term credit- 2/27/40............... 243 
Brasil: 

Steel ProJect: Conference between nuJr , Duggan (State 
Department), Gaston, and Cot ton- 2/27/40 .•.••••.•• 

a) lt.IJr tells Berle of convereatio.n - 2/27/40 •.•• 
b) IIIIJr aalts Noble and MoOODIIell to diseuse 

with boa - 2/28/40 •.•.•••••••.••• • •• ••• • •• ••• • 
Digest prepared b;y State Department of report of 

United Stetea steel experts after }'etum f~ 
Braail- 2/28/40 •••••• •• ••••••••••••••••••••••• • •• • 

Forei.cD BODdholdera Protecthe CounoU reJection of 
d•t aetU..t: Publloit;y in lin York before Breill 
decried ill cable f~ Aaerican lr..bael)", Rio de Janeiro-
2/28/40 ••••••• •• •• • ••••. ,. ••••••.•••••••••• ••• • •• • •••• • 

Diltioultiea or dMHna with Arenhe iDoreaeiA&; 
.AIIeriO&Il l!:llbea117, Rio de Janeiro, aeka if te.-.e 
edTUOed by Foreip Bondholders Protecthe CoUDcil 
are not accepted does State Departaent intend to 
drop •tire utter until war 1a onr - 2/29/40 ••••••• •• 

lotea floc. Roble (C~roe Depart.aet} on defaulted 
Lati.D-.tHriou bOlide and a aap_plaentary explanation of 
propoeed debt oo.poeitioe - .2/29/40 •••••••••• ••••• ••••• 

ObUet ' 
Serle· tells IIIIJ'r of arri'f'&l. aooD of special representatiYe 

to UDdertake negotiati.oes with lxport-I•port Bank tor 
lOiall - 2/27/40 • ••• ••• •• • ••• • •• • •• •• • ••• ••• • •• •• •• •• •••• 

IaiE~O&Il BUlk: 
app&oftl reported b)' Bar~ aDd Trea811r7 thaDked 

_... ooopez•Ucm - 2/"rr/40 ••• •• • • • • • • • •• • • • • • • • · • • • • • • • • 
Ia~tr.a_,."'a.lllltiaa ihi\e reporta iatereat of 
~ ot Paa t rlou Ualca - 2/29/IIJ .. ... . . ..... . .. 
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Procur.ent Dirlaioo 

er.vea reports oo progreaa ot reorpnization -2/28/J.O............ ................ ................ 243 55 
Public Debt 

See Financing, Govel'Dilent 

- R-
Roosevelt, James 

Sea Tax Evasion: Movie Cases 

Tu Evasion 
Indiana: 

-T-

Harper (Fowler) aah for conference with Sullivan; 
diacussioo at 9:30 meetin&- 2/28/40 ••••••••••••• 

a) Sullivan aa.orandua on talk- 2/28/40 •••••• • 
b) Hl&Jr and trey diacuaa Harper's suggestion that 

•Elder will now talk" - 2/28/40 ••••••....•••• • 
c) Actual telephone conversation between Harper and 

Sullivan in which Sullivan suggests that Harper 
drop entire mtter; Helverin& present - 2/29/40 •• 

United States District Attorney Nolan (Indiana) discussed 
by HUJr and Jackson- 2/29/40 ••••••••••••••••.•••• . •.•• 

Conference; presents HUJr, SUllivan, Relvering, and Irey-
2/29/40 •••••••••.••.•••••••.• • . • •••••••• • .• 0 •• ••••••••• 

a) Conversation with Jaokaon discussed 
b) Harper's approach to Treasury discussed 

llorle Caaess J&INs Roosevelt diaouaaea Schenck case with EC.Ur-
2/28/ 40 •••••••••••••••••••••••••••••••••• • •••• • •••••••••• • • 

a) Hl&Jr tells Jackson about via it - 2/29/40 •••••••••••••• 
Tax Reaearob, Dirlsion ot 
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Report ot projects during February, 1940 •••••••••••••••.••••• 17J 
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U.S.S.R. 

See l'lar Conditions: strategic llateriala- lo!olybdenua; U. S.S.R. 

- v -
Von Trott , Adaa 

Federal Bureau of In.-etication'a report on activities -2/11:1/40....... ... .. ....................... .. ............... 35 

-·-War CooditiODa 
Airpluaeas 

Laok ot 1D.toru.tiOD CD airplane ud airplaoa angiJ\e F.OCfuotiOD 
• ~t baeia reporied in Saaa -read-- 2/27740 ••• • 24 

• Jlola&l.f.e .lUon.t't Cot pot at.iOD foreJ&II aal.ee - 2/29/ 4D.. .. • • • 2J7 
tiobr 1 : mt oa -'-plated bW101Hiollar aircraft 
proo~J Bit~- Z/29/10 ••• ••••• ••••••• •••• •••••••• • 241 
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War Coad.itica. (Coati.Dued) 
.laeriCaD Securities Oned Abroada 

Cochrua reports OD CCliiYeraatiClll with PlDaent 
llho quotes Britillh Aabuaador aa beiJl& upset 
by l~'a (?) reaarka juet prior to seiling 
tor London - 2/2:1/40... . .. . . . . . . . . . . . . . . . . .. . . . . . . . 2.43 

Clnadat 
IIIIJr aaka Canadian lliniater for formal. oODtirllation 

tbat Purvis represents Canada 1D purcbAalDg 
aiail.ar to confirmation received from Creat BritalD; 
cordiality of relatiCllla atreeaed - '1./'1.7/40 ..... . . .. . 

a) Cochran explains procedure to Canadian 111Dieter -
2/28/40 . . .. . .. . ... . ............ . . . ................ . 

DeDa&rkl 
Berle tells IIIIJr Aabaasador has iDdicated desire to 

negotiate with Export-aport Bank for loan - 2/'1.7/40 •• 
a) HMJr baa no obJection ••••••. • .••••••.•.•.••.•.• • • 

DiaaClllda (Industrial.): 
'-torg purchases- 2/28/40 •.....•....•...•..•..•. •... • •. 

Exchange aarket reau.4- 2/27/40, et eetera • • • • • • •••••••••• 
1'1nlaodt 

IIIIJr asks IOrlte to brlDg report up-to-date for ltrs. l"DR -
2/29/40 . . . . .. ...... . .. ... 0 ••••••••••••••• • •••••• • •••• • 

haooea 
Foreign exchange ai tuation dieouaaed 1D report tr011 

AlleriCaD Fabaaay, Paris - '1./'1.7 /4.0 ••••.•.•••••• • •• • •• •• 
Oolda Special report troa Aaerioan E.baaay, Paris, on 

reaer..ea and RefD&ud' s plana- '1./'1.8/40 •• •••••••••••••• 
a) Allouot of gold to be ceded to Treesu.ey by 

Bank of France definitel.7 fixed at 30 billion 
tran.oa - 2/29/40 . ......................... • ..... . 

Allerican illbasll)', Paris, reports on rlait of Rueff 
(Undar Gonroor, Bank of France) - '1./29/40 •••••••• • ••• 

a) Just back rr- London and diaouaaee collaboration 
between tlDaocial authoritiee 

b) Gold operations under reatrictin 88&&Urea 
discussed 

Gatw.n7a 
lluburg-.&aarican steaallhip Line traffic and food orders 

and pouibWty of aoouaul.atioo of dollar exchange b7 
Oerun Oonrmoeot diaouued by Serle and IIIIJr -
2/"J:T I 40 I ..... . .. . . . .. . ... I • • • • I I .. . ............. I ........ . 

Great BritalDt 
K170e1 (Mayo&rd) scheme for f1Danc1Da: war given to 

Bou.e ot eo..one- 2/29/40 •.• •• ••••••.••••••••.•.••••• 
HuncarT• 

Ber1e &Ad BIIJr diaawse Allbaaaador' 1 hint of desire for 
lxpor\-X.port Bank 1-1 lllllr faeb \hie ie a 
41pla.at1o .. tter ~- 2/27/~ •.• • ••..•••••••.•• •• •• 

Ital.Tt 
l:xohence tnuaotlODe d11C11uecl in oeb1e rr- Allarioea 

..., .. 87, s.:.e - 2/~/40 . ..... . . ... .... .. . .. .......... . 
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TO: See:retazy llorgentbau 
!RCII: Kr. Guton 

SUBJECT: Conterence with Aaai.stmt Saoretazy ot State Barla, 3:30 
P .)(., Tueedq, Fabru.ary Z7, 1940. 

'Dloaa pr .. ent ware Secretary Vorgentllau, .laaiatant Seoreta:ey 
Barle, lir. Codlran and Kr• Guton. 

1 

Jlr, Barle aaid there were several Mttare ot no groeat iJII)Ort&noa 
that- be wiabed to telae q, with you in the interest ot laaepinc our 
coordination·~· 

(l) !'be DlnUh .la't:&uadDr had indicated the desire o! hie gOYem­
Mnt that. be begin negotiatiCllla with the Blcport-I.i;)o.rt 8llllc tor a loan. 
Jlr, Barle ulced it you bad e:n:r objection. You aaid you bad not. 

(2) Chile i.e aoon to sand a apecial re,~reaentatbe here to 
1111dertake negotiations with the Bl:port-Iqlort Bmk !or a loan, Siailar 
~ wu 11tade o! rou in thia caae 8lld you annered u a~. 

(J) !be Hlmgarian .labuaador baa hinted that b1e countr,.would 
l1lat to aka m Blpcrt-I.i;)ort. Bll1lt loan. Kr. Barle waa in doubt wbether 
w ought to CCiladdar it. lihUe Blqt&1'7 baa ~peered to be ooocad1ng 
• little u poaaibla to tbe GcnuM, a J.o.n to that countr,. lli&ht 
·~ reaul.t in inoreaainc the uount ot auppliea Oezwa!V could get 
out ot tbe oountr,.. Be doubted t.bet '" would nnt to gin the llungarim 
.bbuaadDr e:ny encourag~t. Be thought it Jld«bt be a good 1~ to 
aalc the .labueador not to preaeot the ~plication. You reurlaad that 
that waa a dipl-tic attar aa to 'llbiob thBT would know beet. 

(4) Barle aaid t.bq bad learned that the Bubur&...&alrican bad 
bldl.t up a Y81'7 cCilaiderable baaineaa in food ordera to Oe~. '1'be 
bujeta wre lllrcel;t r~eea md otbertl, relat1.,... md trimda ot 
pera01l8 reaidcta ot OVUD,T. !'be 10od orders were acld !'or 18.~ 
cd tbe1r intonation ...... tba leu than halt tba t YUM in 1bod ...... 
110~ bei11c diUYarad. It tbaa ll)pearad to be a dnice bT 111icb the 
a- CIOY~t wu ac.-latln& dollar elll:lbaqte, Berle a aid that 
it 'IIOSld be a d1tt1cul.t -tter to do ~ &boot ml be •ral7 wanted 
ad'dca. Y011 aaid that it didn't •- to ,w tbat the Trueur7 wOIIld 
ban ID1 juri.edictian or cantrol IDi1 -that cqw:r it waa the clue ot 
•ttar in ~ it wu 10U1' pcllctT not to beco. inYOl'ftd • 
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(5) Yov. tol4 lfr. Blll'le ot ~ OCDY-ticla earliR 1JI the 
attemooD 11lth 1 • oe !)ow GD the allb~t ot ~ aau•• 
letter Clll tba llru1Uara at.Ml atter. YCIIl NMllecl to Ida b 
hot that 7'0il bad wrltteD a l.ett.r --.1 11Mb aao to Seont.&r7 
lla1l declariJic ;roar..U 011t ot hMhR debt aepti&t.iau ad ta. 

2 

in ,V11l' opiDicll ""''"' the ute ot 1be o-s.ttee, 1ID *icb tba Sure­
t.&r7 ratG'NC! 1n th1a lateat. le\t.r. Yov. &11141 !acauw, that l111 ... 

. ot tw:r l.aac atmdlnc 1Jit.erot.1Jillolltb ~ ~t JW _.. 

d.18poae4 to cin tb1a at.Ml att.r - tllrthR ·~· 

• 
• 

.. •• 
r 

• • 
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hbrliarT 27. 19.40 

0QJW!D!J)( lQR IQ Sp:J!IjUI!! t S ID£$1 

Ra .. .tine ot P'abruar7 27, 1940, between the 5eeNtar7 
and .lfr, Dugpn ot State Dep&rt.Mat with respect to 
the Braail.taD atee.l project. ..aara. Gaston aD4 
Cotton pre .. at. 

• 

Iha aeetiD& na bald at the secretary' • raqu .. t, occasioned br r.­
ceipt or a letter tro. Jilr, i!llll requeatillg that the Brasillau ate.l 
project problem be considered br the ao-c•lled eo-itt•• ot Ibrea. the 
letter indJ.cated that the nr. ot Ford, Bacon and Dena bad expreeeed 
an i atareat in the project. · 

Iha Secretary stated that he was detinitel,y out ot the caneut 
Braail.taD debt negotiatio~~~t, which appare~ are not going Yary wall, 
and eo tar as he 1a coccarned the Comlli.ttea ot IbrH no loager exiate 
except in connection with Colo.bia. lie aaid he waa Y&ry doubttal. 
whether he w1ahed to becOM iDYolY&d in the consideration ot the 
Brazilian ste.l proj act, but asked llr. ])l.ggiiD to explain the background 
ot the situation. 

Jilr, IJU&i&n said that the hope ot denlopiD& the steel industry in 
BrasU b, at the preaeat tiM, considered a utter ot pe.r&JIOWit ia­
portanee in 111litary, gotti-ntal and ciYil.taD circlu in BreaU. '!'he 
Brazil.taD Aabaaaador hare 1a in direct touch with !'Haidet fa.rgae, who 
expreued a dater.ination to carry this denlo)lMnt toreard 1--edl•te~ 
br ooe Mthod or another. lie wOilld. prater AMrican to &liT other tor­
eip partieipetion. IIIIOh tiMppoint8eat and political •berras-at to 
the Preaideat bee been caused br the retu..l. ot u. S, Staal to parti­
cipate attar high hopes had been raised b)' the report of its exparte 
rac0111and1nc the project tro. a tacbn1eal point or new. '!'he utter baa 
not bean tied in with the question of Bruil.taD indebtedness, although 
ruaore ot the ao-c•ll ed llcCoDD.el.l. Plan - which wOilld. i.DYol.n wuch • 
tie-in - haY& apJ».ND~ reached BreaU and caused an unta.orabla r.­
action. It the Seeretar7 thought d .. irabla, Jtr, DIJ&pn eaw no epparaat 
objection to requeatiD& the cooperetion ot the e-re. Depart.ct in 
eoneidaring thia •tter. Tile pra.ry concern ot the State DeparlMDt 1a 
to a.oid giTing the Braallhn• the i.apreuion that the United Statae 
Conruuat hu no iataation ot giTing 8J11p&thatic conaidaration to 
BreaWan aspirations tor a national steel industry. 

It ns pointed out that an i.aportant factor to consider troa the 
standpoint ot thia GaYerDMnt is that, it •• aboul4 taka a113 initiatin 
in ll&ld.nc euggeationa to the Bra&Uian Aabuaador aa to how the project 

• 

3 
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lliP\ be ~ tawzot, u -.14 ~ ~1\1&\e • ~ oa.l\­
_, \o -•"' ... ~~ a nqullt tor a lou 1ll a lvp •' 
\ott-. \M proj-' aCIIIIl4 1t ~....,. teuibl.e, 'llllnllr 
~ tM propciHd ~- lla1t • Ule ~Iapcii\ Iaiit. 

!M 8HN\U7 11&14 be •rtecl to..._ \M wbole d\atloD tvt~~r. 
Be ukeclllr. Pqpn \o z-....t \M ~ ot Uw ooanna\ion \o Jlr, 
hll.. 

.Toeeph p, Oot.\on, .Jr, 
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DEPARTMENT OF STATE 
WAIHINGTOH 

!he Jeoretarr ot Jtate preeente h11 ooaplt.ente 

to the Honorable the leoretarr ot the 'freaitur7 an4 

enoloeee a oopr ot deepatoh no. 606 ot Pebruarr 27, 

1940 troa the .U.eriou lllbu•r at Bueno• .Airel regard-
• 

1ng the need ot the Argentine OoTernaent tor lhort-

tera ore41 t • 

. . . . 
• • 

., 
~ . 

• 

• 

• 

holoiUl'll 

• 

Pro. Bueno• .Airee, 
no. 600, Pebruarr 27, 
l!HO. 

• 
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EMBASSY OF 'lliE 
\MD!D STATES OF AMEIUCA 
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u4 wlllall tall ua aa .4prU 111 u4 *' 1 Mn. llr. WU.Oz 

a44a4 \.ba\ Ilr. Ceterillo .U- lri&OJU, l lu.ulal a& 

loo11oma COil&Mllor w \U .t.raea\1lla -..., 1a Wull1 .. \oa 

wllo llaa II- iA lh&uoa Urea tor a ai&Mer et •••lat 1a 

oollllao\loll wlt ll tba \ra4._..rea ... \ aoao\ia\loaa w1\ll \AI 

Ua1\a4 S\oha, .ba4 ban 1anruoh4 to wah 110 UM 1a aa 

attort \o tla4 \Ilia --.at 1a ••• Torlr., aa4 t.ba\ 1t r, P, 

Moraaa aa4 CoapallJ 4aol1ao4 w a4Taaoo \ho ... , Ilr. lzl&oJaa 

alloul4 oll\11111 H wlt.ennr poa o1'11o, 

llr, li1loox ooAa14ore4 \ llo MUer ot a1pit1oaaoe 1a 

aJt..ow1aa \lla\ \llo .4rau\1u OoT-a\ wa, aaUe t'roa 1\a 

ao14 roMI'ft01 wbioll 1\ would 110\ draw I& poll 1a \be allaaaae 

ot allao11&\e 11oooaai\J, ox\1' ... 17 allor\ ot t ore1aa-exallaaco 

lauo •• Gaa\eaMia 
Soaoa4 Soora\uJ ot EIP&OOJ, 

--f II) ..... 
-<"' M Ul ::o> ,... ;:: 
>~"' -< 
-tN=- ::O.::o 

Qa, 
~~-· 55 > w 
t')C\:..u ~< ._.><:> "'w 

au "''-"' ...., <<> ..... > <.> , .... 
x2~ e ="' -i~ ...LI " n chal o :ro .... 
.... ~ i "' :D .... .... 
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._. of c.-r•U•• at rna.toa, PeWu.J7 21 .... 1,a.o "'- fSMr, ''""" 
ut lt.etler, 

Coat•- \o be U aUe4 \o fl'eanJ7 eWf ut •ecvlfll' .nt eon - .. -pUll-

A4aleht .... u oa ll il .. p\7 la'I'Ohe4. PUlle 4h~~W~eloa o t col4 pnlll• -

ualooM u«eetr,.bl e OA8JI&lP 4hcna .. toa ta"hln« bo t Ob"rpo \Ilia\ *l•h· 

\r~\toa to re a~nelble tor probl ... 

llo alJI«le 10U p19bl .. , n \ 1!0\ller a cl .. ter ot probl ••· ft-.J.lp tate ... 

ilapeat-t IM\ ..... ~leaa lllaol<ullle a a a whole or at - a\'*- ( 'IIAl•• 

of ~h problea; oapUAl eapor\ pro'lll .. : toratp a:ralluce pro'ol .. l ._ 

.. ua bellltl»8 problea: balp to alllea probl .. ), ha\ \ha\ ou M bop04 tor 

0um•S lel•• t( P&ZI!I'' Prpblw. 

Proa a "1'7 101111 r...,. 1101at of ,. ... c ola •-•• renee\a \be l!lftp\loa 

b:r \ba DnH.t s,,., .. -- "' or.tt\or _,,1'7- of proho\loah\ -rotal 

pollohe. llora 1•e41atalp U ratl eo\e p..eoatlliUl\17 •-• of c'pl\Al 

aapor\o troa \hto owa\1'7 &a4 1aace Mpl\ol t.por\e. !Moo -thl •­

••'- h&YO 'llooa -•utoae4 at ttoae 11p ralaU,.. t.-.•1 t ..,.naautu 

"' latwr\7 .. .,.. ~~- dteoW U.e\ • lloll7 '117 a euroll tor .. ovtv ta a 

worl4 a t -nto\. low torotca bol4tnp "" 'llotac \okea nor '117 pYOruea\e 

\ o "-" """ lJIIIroM- bora, Ia \llh ea\Uec •r aoYa •• \o Ne\rla\ 

.. 
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art•, lllisuu•, wlllia -••....Uw •Uw- -· ,.._ If, -.r ;lo, 

t111e .. ._. ...... ~~ .,.nt .... w Sa -. wu, -a tf Sa a. •u • et 

tMt ,.rUetyaMw, \lao Mren -tft'lldl• ef \1111 Uai\e& 1\atee ..._.. 

soU llol&l ... ao ... .,. ... ntal w \betr ntoteeoo, \be •-• ..._, 

art• tor lllllU-uU-lllu&luc of tM •'IIIPlT piiMo ef \bo ,.u 'PN_l_ 

Valor \M l!irpo\beUoal oi...._...._. s•\obo&, \be c na\ Wlk of tiM worU1 o 

oo•WIJ' .. u wnU M Ml& "r aUS.t -\rtoo Moh of •'-• $ .... 

... ~rartlT niiJMW ....... , ... - \nl, ... -~-- WMlt 

pont\ \lile ....,\loa of oorno\tft _ ..... of a ~ \1111\ wnlt -· t.,_ 

\too-ls -.tor ...,. sou.al st..-'-• 

.. lgNn t( I 7 If h\4 .,. hr• 

!lao-.._.-.. ot .-1& •• u .... oaw "-'" ••-. •'11l'Fwllt•-. 

111d\e& ......... .rt- .. , ... , .. u .......... .., _ ................ . -··-·\Ida --'*1!111 ·- .. _ ............... btl---.,. .... 
--•...u-. 

a. lllnW ta.o VaUe& 1\o ... t.,nw .. 1& of Us ••uw of • at­
wnallT Mloalllo, ld4lll17 oo-.to uoot &vlJIC •r1 \M ..a ef 
...... wnll. n.. plt wltiiOU ..... •al- ...... WM1t , ... 
~-,..at .. w t1111 'llllolo of o o .. -'"u .. -.nor 
IIi I too, ... tM tdftl. ...... ...U M f ........... n­
sf ..,. -..tlo lawns' Nlal R .,...._.. • to loow 
11\alo .,... or ...,. fir wt._ Sail-• .._.. ....._ oor'U ....... _. .. , ... 

-. 1• a. ...... ._ ... .,...._ tllo Sawra\t-.1 n.ott•• of 
.. u. llliw10r, ....,. wlU -\lno .. M a 1'0111 .,.rtwl'F 
.... ... to .. .. ...... - - SatonatloMl -..s. .. 
.... , ........... ,. -.llMt wt}.l ,.,..._Oil_tlile ,Ole 
Ulllelll11, .. ao:b I 'Sg -· tlllifalW....._'IN! 1P ..... '-., ... 
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13 
TREASURY DEPARTMENT 

• INTIIIt.OP'FICK COMMUNICATION 

DAft J'o~ 2'f, 1gilo. 

CONFIDENTIAL 

!ho foretca "'*'"I" ..zolatt ,.. b.ll to4q. After .,.,tnc at 3.95 ~. 
the rata for ohrllac .s.-.a to 3·95-3/S 1lir -•tiM. It Mn4 wUJd.a a 
.~'l'OW raDI" tor tho r .. \ of the dq ud. oloaa4 a\ 3.95-1~. 

s.J.oo of epot ner11DC 111r the aiz raporUD« bank• totale4 1.5891 000, tr• 
fo11owiac aourcoo1 

1r co.aercial cODOeraa • •••••••••••••••••••••••••••••• • ~ 169,000 
-, toreip banka (Jaropo, Iouth J.erica ud. J'v -.n). I. 1120,000 

total .... ;. !)89,000 

PvcbaMo of opot nerliac ---to 1.)116,000, aa b41cate4 'balcnn 

Jr eo.a.rcial ooDCtrna •••••••••••••••••••••••••••••••• ~ 2,56,000 
Jr foretsa b&Dte (Jar latt) •••••••••••••.••••.•••....• • go,ooo 

total ••••• 3116,000 

the tollowiDC reporU~ bub oo14 fouon lllllo total1DC •37 ,000 to the 
..... u, ... Oontro1 on tho llaalo of \be official rah ot '4.02-1/21 

• 

• 17,000 111r the .-.ro !not 01 ;:coq 
16,000 11ir the .. UoMl OUT lair; 

'4,000 • the ~ !rut o.pa., 
* 37,000 total 

!ho ra\o tor tho lla$oh p114or illprond. to olooo a\ .5322-l,t• Uo fira­
prolla\q ronlh4 tr. TO-'•r«&T'• official -•• tbo\ \ho :Dinoh 

~n,rw~_llt 1oaa be4 11- ftl.aa\arllT o.,__ov.liOGI'iW.. 

!he other 1Jiporiala\ nrr-1•• oloaa4 ao follona 

\ . 
• • • • 

J'rs * '-• 
lwioo fraMe 
lelp• 
Oeyf' •• 4ol.lara 

• 

• 

• 
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-2-

!be l'.Urlll Ana •• lluk paa bn.- JO,OOO I \alia Ure for U. liMk et 
Lania. 

We pv.robu_. t2S,192,000 b. 111114 fi'Oa U. leU: et •C)=t, 'llhicla­
r eleu• fro.• 1 h Ml'llllrb4 accoaa\ at the hd.erlll ... *"* llak et ..., York. 

!be r-.r111 Beeene llaDk of •• York r•rW U. followillc ahipMa\1 et 
soldt 

$ 2,:536,000 froa Oau4&, ehipped b:r \be llull: of Oau4&, 0\Yn., to tile l'edarlll 
Beeene lull: ot ... Yor!t.for allle to \be tr, I, .Aa~ Qtfioe, 

2,251,000 fro• lwUaerl=f., •hipped b7 the lwlu htloul. lieU to \he l'ederlll 
Beaene llaDk ot •• York, tor acCO'IIA\ ot \he lwlaa ••ttoul. ~ !be 
dlilpoal Uoa of thia ahipMa\ 1a '11111r:DoVll at the pre .. nt u •• 

llio,OOO troa IIIIUa, coaa1clle4 to \be AM.rlou !rut Collpiii!.T, S.. J'ruoiaoo, 
for accoaa\ of the QQaru\7 !rut Co111pa117, LoD4on, !hie solA will be 

.,....,,....-___ _,_ aol.A to the tr, I. IU.a\ 1ll Su l'ruclaoo, 
$ ~. 727,000 fo\111 

!be Bta\e ~t forwvde4 to ua 08lll .. atatlnc \bat the followlnc co14 
ah1p•ate would be aa4et 

$ 2,<)52,000 froa a.npr:r, 1hippecl b:r the hUoalll llull: ot B:ulpr:r to \be lecterlll ••••"* llaDk ot •• York, \be dlapo~ Uoa of whioh 1a Ullll:llon at the 
preeu\ tiM, 

275,000 froa .TIIP•• ahippecl b:r the Toll:obeaa Specie lull:, foll::ro, to Ue Ia 
huchoo otfloe, 

159,000 troa Bonc ~:oDe, ahi-' b:r the Obue liMit, Bonc .XOnc, to the Obue 
•auoul. llak. a- fiboboo. 

130,000 fna BoiiC ~:oDe. ahippecl b:r the •ttoalll Oi\7 llak, Bonc ~:oDe, to the 
Aaerl- !ft.a\ Coapaa:r, Ia l'r&IIOiaOO, 

• 16,000 trea Bonc Ioac. ahipp_. b:r the llaqu llel&* pov l,.veapr, Boac 
~----- Llnc, to \be lull: of Aaerloa •·'· • I.A., Ia h&IICl-• 
• ),5)2,000 !e\111 

!be ahipMate belnc ••at to lea huci- will be ao14 to \he tr.l. IU.a\ ill \be\ 
cl\7, 

!be :r.-erlll Beaern lieU ot • .., York ietoraa4 u that U bal. cruW a loa 
of $1,000,000 to \be O.n\ral liMit ot !ull:e:r todq, •-• b:r 111114 bel4 '1U14u' 
.-k with the :r-.r111 ill the u. et the !a.rll:lab llull:. !odq'• v .. acuoa 
rehH U. \o\111 et nob 1o&1la to !ull:eJ to t5,50Q,OOO, IC"b-' whiob tM l'edarlll 
hoU. $6,110,000 ill 111114 u ooUa\enl, Aooor41nc to tba Oen\ral hall: of fa.rbr, 
\be tu4ll .... aftilAIIl• to 1\ an u.- to -• 1 •• ••-" ...U b. foreip a~~lbaiiC*o 

!be Loa4oa prl- f or apo\ 8114 forwar& allftl' _.. both fize4 a\ 20-"11., 9 
3/164. 8114 1/11. reapeoUn1J, !be tr, I, ecrd981•'* _.. )6.221 IIIII )6,0)1, 1oM 
...U lll41aa ~- nporu&. 

• . 
• 

• 
CON Fl OENTIAL. 'I" 
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15 _,_ 
!be Joeq ou.,. priM WIDI'DI "' \o u. .S't'lll•' of llo.~. ott ._, 

1/21. 

:&uq u4 .._,. prioo for fozooip o11.,_. - 'AUbnpt •• y._3f41, !be 
fr•UUI'7'• pzoioo- aloo vybp ..... , 351· 

•• _.. \lll'oo parolauoo of .u.,. \oto"ac 325,000 Gaaoo 1Uifel' tllo 111.,. 
Pu.rcbue .&.ot. ~ Wo _., 200,000 nMOo I'Opi'Oooatot a oa1o tzoo• 111ft•~ 
b7 oDO of tho zootWac co..U•• u4 tho n•b'IIC 125,000 -• oouhW of 
uw proeoUoa ou.,. fl'o• •v1GU fonip -tdoo, fozo foi'WC'f telhG')', 

• 

• 
• 

• 
• • • •• 

• • • , . """ 
. 

• ~ • 
• 

• • . , 
• . • • • • • 

• • ... • 
i • • ' • • • 

• • 

. .. 
• 'I!:. • • 

CONFID.E~T~·Ai.. 
• 

• • • 
• • 

• • 

• 

.. 

• 

• 

• 
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TREASURY DEPARTMENT 16 
INTER..OFFICIE COMMUNICATION 

OATS 7eb1"11&17 Zf t 19110 
To SeoretU7 lforpnt'bau 

P'ROM llr, Ooobran lfAICfLY. CONffD;NTJAL 
A.t 4 P,ll, to~ the O.nacllall lliiU'Iter"' CUl:.d' at-•1ou Secre~U7J e requet .• 

llr, Oochrall •• preeent at the Met~. 

!he Secret...,. upla1ned that be bad been receiTinc llr, ParTie quite fre­
quenilJ,, at lea.t once each welt, and •• pUl:ac on Q>le1141417 with Ida, 
In their conTer .. Uolla certain poinh with reQ>ect to Ceude bad.arietll and 
Secretar7 lforgenibau bad ae.-d that llr, Pllrrie •• actinc for canada 1n the 
latter'• purchaeee ill the Unihd Staiee, SecreiU7 lforge~~tbau let llr. OhrhUe 
lmow that fon.l word had bet~~ zoeoeind to the effect that llr. l'arTie •• bead 
of the Franco-.iaeriou. Parchael.Dc llhe1oa 1n th1e count1'J, and 8'11&celted that 
relat1o11e would be elllpl1f1ed and replarised 1f a eWlar co-lcaUoa 111pt 
be rece1Ted f roa Oen•4a, proTided llr. PllrTh d.oee enJoy the etatue aboTe 
eugceeted, llr. Ohr1eUe replied thai be h1aeelf had taD>n tbe poeiUon that 
llr, Pllrrie, a Oe!ladle11, •• actually (:an•4e 1 e repr .. entaUTe ill purchaei:ac on 
thh ..rltet and had eo treated hill, He •• happy to lmow froa BecretU7 
llorgenthau ae wll ae froa 11r, Pllrrie the cor41al1 ty of their reletio11e and 
he tb.alllted the secretary for the preetllt eau;eetlon, upo11 which he will 
pr01q1Uy act ill oa.mnicatiJIC with hie GoTeriiMilt. 

A.fter leaTiJIC the Secretary'• office, the 111nhter aelted ae ill Juet what 
fol'lll n had b8tll notified of llr. ParTie' appoilltaent. I told h1a that I 
would check up our recorda u4 telephone h1a within the nen 4ay ar eo, 

• 
Regraded Uclassified



STRICTLY CONFIO£N11AL 
TRUSURY DKPAiftMtiN • • 17 

DAft hk WJ 2J, 1!jllo 

TO IIMrrivJ Jlor& t' 

MOM Kr. Ooo!a w 

Jlr, Muat to1.,h=.,. • at U o'oleok t111o •nlhc· 1M otat.,. tat tbfte 
ba4 booa ao off1o1al. eal.H of 4ollar .-tUn )J tbe Jr1Uih -.tllor1Uoo oa 
Satur4q, JobnAZ'J 2~. Oil l(mndo7, h'lll'UlT 26, tho eal.n wret 

1,500 
J5,7U 

IU 
IU 

. • 
Pb-t ..a4 .. it w 11M. •:Dp\ tope• oa 41111' trt.-.1 trca Lolll!oa do 

reoenU7 eaiW Jlaok to ilia* clt)'. I hl4 h1a tat w 11M. aot. Piuoat ..U 
that be 41l aot -t to toll Woo oat of oollool, 'IIU tat be onl4 Up • off 
poreoJlal.l7 Ulat 111o .AIIbuoobr wu 'apOot 'apOB 11oor1J1c coootp u h tbio paUe­
_,, r.-rlto 1a low Tom, _.. ,1ut prior to bio t.pernro, 1a ~to tllo 
oocurit7 propoo1t1oa • 

.&.t aooa I wu h"dnc )J hlephaiu with a tr1n4 of a1u 1a In Tom a 
1a preU7 coot at pioldJic 'liP coutp of tbie oort, uA ao will let • blow 
1t hf bear• &BTtbh&o 

-
fi?/f • 

• 
• • . 

• .. . • -· • • 
I .. 

• • . . • • .. • -• 
' • 

•• .. • • 
•.; . • 

.. 
' • • ,... • • • • . . • • • 

' • • • • • • • .. 
• 

• • • • .. •• • . 
• • • • • • • • 

I .. ~ • • .. : 

• 

• 

I 

I 

• . 
• . 

• 

• 
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TREASURY DEPARTMENT 18 

INTER-01'1'1<:11 COMMUNICATION 

DAft h'llrlaz7 27 0 l;to 

STRICTlY CONFIOLNTIAl 
.U 3130 ~hh attarnooa the SeoratUT ot the .'fr•~ reoe1Ya4 J.uh'-' 

Secret&1'7 ot lltota llerla, with IIeure. Gr.aha aa4 Ooo!lru preent. Mr. Jtrle 
expl&l.aad tbat ba t .. tr.a. to 4o a lUUa wrk •• l1ahoa ottlcar for ~be I'-'• 
Depari-t, :pa.rUT to ••• how Uahoa ._. taoUoaiac. Jla 1&14 he ba4 a fn 
po1nh to brlac 111P· 

the firat auer 'llhich Mr. hrle .. auoaa4 ._. the aaao'IIIIC-a~ 'llhich the 
State lle:pa.rt-t ba4 rece1n4 bT cable tba~ llr. P.Vapl. -. 1;o lean Chile oa 
J'ebl'D&Z'J' 26 bT air !or tM United Stat... !he purpoaa of tbe rtait h to JlrO­
~ a loao for ru:a., 'llhich atter he atot.a. ba4 beaa before the Depan-t ot 
State tor aOM u... 'fba Ieora~ replied, with the cootiratioa ot lla .. ra. 
Oaatoa aa4 Cochru, tbat the !rea~ DeJ-rta•t •• ao\ aare of~.., plaaa 
tor a credit to Chile, Ill', hrle aaa4 wllat ahoul4 be 4ou '&ell Pe4rapl. 
arrina. Seore~ llorpatheu reo-Jided tbat he be reca11'ed bT Mr • .r .... 
Jouea, 

Ia thh ooanectioa, laoretarT lllorceatbau rafarra4 to a latter 'llhich he ba4 
on hh uak froa SeoretarT Hull RUaaU'ac a fllrthar jfoak tor the lnter-Da]arPeaMl 
J'1D&DC1al co .. utae 'llhich Secre~ lllcrcaatbau ba4 ~4. Mr. lllorcaatbav. aakllt 
lllr. llerla to r.-1114 S.cre~ Hull of the letter 1a 'llhioh the Seore~ ot the 
'fre&allr7 ba4 let h1a kaow tbat with the CCIIq)latlOD of the JleCOtiatiOila ill r.,ar4 
to ColoaMa•a clab~, the Co.aittee c•ae4 to taouoa iaeofar •• the lecratarT ot 
the 'fr•IUIT ae COIICC'11ed, Ill', lllorpatbau -UoM4 the nb,ject of tM laUer, -17'. the propo.1Uoa ot a at .. l plaat tor Jzoaall. llr, hrle eapbaa1se4 hew 
illportaat thh proJect -. 1a the a1ll4 ot tbe Pruldaat of Jzoanl. llacre~ 
lllorc-tllau -*•ted tbat Ill', ~ ot the state l»partMat ba4 callot thh aoralac 
u4 ba4 411oaue4 thla atter -' ba4 proahe4 to cin tbe here~ a -&114• 
theraoa. 111ft thla h roce1n4, the lacra~ ot the 'f"&a'llr'7 will co iato U, 
al.ca it bappeaa •o be u. -tua ot propoaiUoa, tor tbe 1aoroaoe ot proaoUrltT 
1a a X..tla~rloao coaatrT, 'llhich he baa a1_,. tbaacht ~ aloaa be tM ocoaoalc 
aabaUoa of X..tia-J.Mrlca, 

I a tba aocoll4 place, llr. llerla a toted tbat the liat.ater of Daaark ba4 
approacbe«. tlaa ~t of State ill aaUoipaUoa ot a tonal repat tor a 
cre4lt troa tba Jqort-lllport llulr:, !he ])epartaaat of lltoh faycrad nch ~. cra4.1,, 

!11 uawr to llr , llerl•'• lAquirJ', laore~ lllorcaa•bav. atoU4 tbat U •t wUh 
his acr-•· 

llr. lwle _.,.. npone4 tll&t repruaataUoaa were balac a4a throap a -
who tor aU ta••ta lUI& pgrpo .. a aoh aa apat ot the .. Ueal llulr: ot • PP7 1a 
the lllited lta\aa fw a :~~port-x.ort hUt onUt to tll&t o..trJ'. llr. Ia'~ 
aMto4 that \be ftata ~t •• ... onrq •thluiaU1n &1Ift* We JlrOpod-
Uea, realtai-c U.\ B P'P7 u ll&nac to ll!iT blr peace b.- lka To tue..P nell 
......-1oaa .. u. .._. n-'wqr acr• · ' _.._ u. n. -vi••· Mil 1t 
B-•'P7 noal'l'" a ..u• b.- U. 111ltot ltatoa ldclat 'M tCIII'Oot to -~ lw V 
to u. - •a•t. laeretu7 .... _... .-... -. tiline - • .-.-s. 1a Ida 
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111114 aa to Sc•""b•nu repah .for aaaht-, bllt that be waa not f•illar wt\h 
l!nnpJT, 8lld the B•lhna 8lld bedtahd to a:~pren azq opillion on thh llpplle&UOD. 
Kr. Oochrall aabd tt the reprne\&Un aeeltlllc the 1om waa Kr. ll'afta, 'IIIIo 1184 
called at the !rea111U7 Depart .. nt to report the reoent cbaJl&e ill the paco, bllt 
who bad DOt -UOile4 to Mr. Ooch.rall the .acceaUon of a credit. Kr. Berle atate4 
that Hr. ll'afta waa tb8 official. t•lk1ac of the cre41i. Both Oaaton &ll4 Oochrm 
would oppoae azq cre41i to l!nnpJT. the bprenion waa pined that Hr. Berle 
would t17 to 41ac~ tb8 idea of azq for.al. repat for wch a cre41t, 

Mr. Berle d .. crt be4 to the croap the proce4ure followed b;r certli.ill - ; 
official• of the llubar&~er1C&D Lillea in Iew York in adnrtiaiac the delln17 
of food parcele to 0.~ faa111 .. upon the reait\mce of abov.t $8.00 per pecl=iv. 
Mr. Berle atatad that the -tertale 11ate4 u &Ollie into the pechva are Taluecl 
at about $3.00, hipnt retail pricea ill l"ew Yo%11:. !hia bllaillen, he aaid, had 
groWD to conaidarable proportioDa nth the ren.U that the 0.~ GoTe~llt, aillce 
the men ill charge of the arranceaenta are un.qunttollabl;r O.l'llllll Gon.._.nt official a, 
18 harnaUng a condderable aaoun.t of foreign exchan&"• llr. Berle thoucbt thia 
waa one reaaon wb;r the :Brit~ah bad beu tald.lllt the poa1Uon the;r bad nth reapect 
to cenaorlllc -.eriC&Il aile. the queation arlen u to wb8t)ler ~hl.nc ahould be 
done b:r American ~thoritiee. Berle waa ill4illl&llt OTer the Ger.an foreisn exc~ 
proceeda, bllt a:rmpatbetic with the un.der-ratioaad Jeviah faailiae ill O.r.an:r who 
are the priDCipal recipients of the pechv•· Secretar;r Horvnthau told )(r. Berl• 
nr:r defW tel;r 8lld repeated hh atat-nt three Uaee durilllt the OOilTeraat ion that 
he did DDt deeira to be called upon for a deciaion or a reco.aeD4ation on thia 
eubJect. Be IIII.Ch preferred that aauoM alae hallAle it. If azq i~m~aUpUon ill 
!lew Torlt h _dee•d neoeaear;r, Secretar:r Korvnthau preferre4 that the State Depart­
aent call on J'.J.I, rather than fre&IIIU7 avnta. It waa recalled that the State 
Departaent alread;r had certain illto.,.uon ill reprcl to aoUnUea of a forMr 
B:.abarc--Aaerie&ll Line official. in l"ew York, in connection vi th Genu ahipplJllt 
from Medco, which intor..Uon had b .. n prmde4 the Stah J)epu'tam b;r the J'.J.I. 
Kr. Oochrm e:~preaae4 the opinion that the ilmlaUpUon or control of * t­
acUou in patton waa DOt properl;r a !reawr;r tnDcUon. the pcatal 8lld bllllkiDC 
mthor1U11 would be rllpODaible for onzperTililllt the reaittanoea. · · 

• 
0 

.. 
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HI!Jr: 

Charles 
Edison: 

1!!-!Jr: 

E: 

Hl!Jr: 

~ · ~ · 

E: 

ID!Jr: 

E: 

E: 

f!!.~Jr: 

~· ~ · 

H!~Jr : 

E: 

HMJr: 

E: 

Hl!Jr: 

Hello. 

Hello, Henrr. 

Hello, Charlie. 

'1'uea4&7 
rebruary 'Z7. 19llo 
11-:15 P••• 

Say, I talk ed to Admiral Furlong and there have 
been no ealee of that 11et that you talked about. 

I eee . 

But here•e the eituation. 

Yea. 

I had mentioned 1t, you know, t o Bert11 when he 
v ae here . 

Yea. 

And be sent h is people down to talk to Furlong, 
hie purohaaing men and others. 

Yeah. 

Furlong gave t hem pr1oee on eome of that etutt 
and ~Y have oabled over to their oountry. 

I eee. ... 
• • But eo tar •no soap•. 

Yell, I think I'll Just let it rest . • • 

Nov, there • • one other thing - the Bri Ueh Yere 
1n to4&7 and there's - one of their poWder tao­
toriea a long time ago, or eome time ago, blew up. 

'fb.at•e r1g!lt. 

And 1110 they are arutioua to have ue let them haYS 
some poWder, you see' 

I heard about lt. . . . . 
• • 

• 
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Well, you know what the eituation is, 'but they 
have made a deal with Heroulee to build a little 
extra plant for Herculee . 

Yes. 

They' ve gone to Dupont•e -- Dunont can't give 
them any powder because we're the -- the Navy and 
the Army are taking it. See' 

Yeah. 

21 

Nov, U' it's desired, why we could postpone dellveriee 
and the War could postpone some deliveries and let 
them have some of that powder from Dupont. Nov 
Dupont is ·not entirely sold on the idea. They 
they think that they should do for Dupont what they 
are doing for Herculea - in other words, build them 
a little plant to make their stuff, 

\•lell, the only place that they have agreed to build 
a plant 1s with Atlas. 

Atl as, is it' I thought 1t was Hercules . 

No , they haven 't closed the deal with Hercules 
with Atlas they agreed to build them a little plant • 

. Vell, Furlong is right here and~e says it's Hercules 
too - - Hercules and Atlas. 

Well, Hercul es has not been closed. 

Oh, it hasn't been closed. 

Not uale. it vas closed today. 

(Brief pause while someone in the room was talking.) 

~Tell, that ' s what they told Furlong, Hercules for 
one thing and Atlae t or another, but I -- I don't 
know. 

Well, they were in yesterday and they hadn' t closed 
Hercules as ot yeeterday. 

• 
• 

• 
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I see . 

But I know they are cUoker1ng. With Hercules, 

Ye8. Walt a minute • 

(Br1et pauee .) 

Well, I -- all I say 18 thnt we oould let them do 
that-- I mean, it it seems w11e to do it Why we 
stand ready to •••.•• 

lolell, I' ll tell you What I t hink I ' d like to do, 
Charlie, on that , I ' d like to 8ee the Preeident 
with you on t hat and let -- I'll tell h1m all we 
know and you can tell h1m all t.ltat you know and 
let him decide 1t. 

All right. 

How Will that be' 

That' s fine if that's quiok enough. 

Well, I -- well , thi8 thing has been going on tor 
over a month. _ .. 

Yeah, 

And I wouldn' t want to pa8e on it. I'd want him 
to pale on this . 

Yeah. 

But I think you and I oould eee him a8 8oon a8 he 
get8 baolt. 

Yeah, all right . Fine . 

Beo.uae I wouldD' t want 

· No, 

to pan on it . 

But I think the two of ue oould aee hi m. 

.. 

• 
• 
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All right , air. Just ae soon ae he gets baok we ' ll 
get ahold or him then. 

O. K. 

All right . Well now, that 1 a all that I know up-to­
date. That plus tha boat intormat1on I gave you. 

Right. 

And the tact that we oan 1 t sell anything that •a out 
or the line . 

Thank you. 

All right . 

Goodbye. 

Goodbye. 

• 
• 

• 
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DAT• Febr. 27, 194<>. 
TO Secreta~~enthau 

)(r. Ha/f//T 

I called on Col . Jouett this afternoon, as he told me he wae 
tor California toaorrow morning and would not be back 

, turday evening. He said he would be glad to supply you 
currently with the monthly figures on employment in the aviation • 
industry. 

The data which you wish on a irplane and airplane engine pro­
i on can not be obt a ined under existing ciroumatances . He told 

that up until October 19}8 the Aeronautical Chamber or Commerce 
obt ained monthly figures on airplane and airplen engine pro­
i on, but since then the Air Corps ot t he 'lfar Department bas 

pr<Jru>ol.ted companies working on U. S. Army orders from releasing 
production tigu.res . He said tha t he bas been negotiating with 
I nformation Division ot the Air Corpe in an effort to have 
prohibiting order rescinded, and suggested that you might 
to talk~ Maj. Gen. Arnold with regard to the matter. Col . 

appearl!d anxious to be or assistance t~ou, and ~d that 
t he production figures could be released tMiy could alrart on 

Job i mmediately, as the forms and other material tor collect­
the data were all prepared. He doubted, however. it weekly 

could be secured tor the past period. (The figures prior 
uc·totter 1938 were available only on a monthly basis . ) 

• 

• 

. • 

• 

• 

• 
• 

• 

• 
• 

• • 
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Present: 

H. M. Jr : 

Bell : 

H. M.Jr: 

Bell : 

H. M.Jr: 

Bell: 

H.M.Jra 

Belli 

Smith: 

B, li! , J r: 

Belli 

Mr. Smith 
Kr. CUrrie 
Mr. Bell 

February 27, 1940. 
ll:OO a.m. 

Bell, have you an est1mate as to what the public 
debt wil l be , in your opinion, as of July let 
to December 3lstT 

Yes, but I d idn't bring my figures . 

Will you get them? That is what I want. 

All right . 

Now, can we do the debt 11mi t f irst? 

25 

Yes . The gross debt on January 31st was 42 billion 
110 million dollars and we have a borrowing power 
left on that date of about 2 billi on 473 million 
dollars. We will issue , according to our esti­
mates , from February le t up to June 30th about 
900 million dollars i n Savings bonds and truat 
fUnd securi ties , which means the Old Age Reserve, 
the Unemployment Trus t and United States Savtnge 
bonds . Of that 900 million, about 600 million 
will be Savings bonds, so we will have to add 
another third, whi ch will be 200 million, in 
order to bring the securities up to ~he face 
amount and then we had contemplated 500 million 
dollars ot new 1:10ney in June , which would give 
you a bout a billion 600 million dollars of addi­
tion to your debt. Now, that would increase your 
public debt about a billion four , 43,5, and it 
would decrease your borrowing power --

\Vai t a minute, ~. give me the total f iguree of 
the debt, 

Forty- three, five, approximately. They have got 
some odd figures in hare, 

'l'ha t 111 June. 

June 30th. 

• 
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Bell: 
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Bell: 

Smith I 

Bell: 

H. lf. . Jr: 

Bell : 

R.~ . Jr : 
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Yea, 

That is your gross debt, but your borrowing 
power will go up a billion six, whereas your 
debt will go up a billion four , s ee , because 
of those Savings bonds . 

Well, you will have - -

Pardon me 

Go ahead , p l ease . 

I think I know. \'/hen you say a thi rd 1s being 
added , jwst as a matter of information I would 
like to --

Well, you sell a hundred dollar bond at 75 
dollars but i ts face value at t he end of ten 
years is a hundred dollars . If you sell 75 
million dollars worth of bonds, you have to 
set up on your book a hundred million dollars . 

In your debt limitation. 

Because they will be worth that 1n ten years' 
time . 

26 

Whereas in cash you only get 75 million dollars. 

I see, 

So you have to take a billion six off your bor­
rowing power, so that on June 30th we ought to 
have about 873 million dollars of borrowing 
power, 

Jl.Ule 30th' 

'lbat is right . 

Bow much? 

873 million. 
.. 

Well now - we will give you thie 1n a formal 
memorandum, I want one like this for the Pred­
dent • 

• 
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Bell: 
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Belli 
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Bella 

B,M,Jr: 

Currie a 

H.M.Jra 

Belli 

B.ll.Jra 
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It will be a little different, because I am 
giving 7ou round figures, 

Let 1 s go forward to December ;50th, 

Up to December :50thf 

Please, 

We will juat a l ittle more than exhaust that 
800 m1lllon, juat about exhaust that 800 
million up to December 3lat on a caah basis. 
If you a dd about 400 millicn to Savings bonds -
if you add 1;50 to that, 70u would more than 
exhaust it . That 1e exclusing the '700 million. 

Wait a minute . Now, _,. I i nterrupt 70uf 
Before 70u come to the 700, aa,-ing that .7ou 
exhaust your borrowing power December 30th, 
"llhat 110uld our working balance b e, as of Decem­
ber 30th, on that bas11t 

That 1e an i mportant thing because it goes way 
down. Our working balance on December 31st 
would b e 500 m1llio"- dollars. 

Well tbat, gentlemen, I consider, the irreducible 
m1n.1Jirum 1n thes e tt..es. I don 1 t Jmow "llhether 
,.OU people think IIOo In these kind Of ts.-s --

o500 million, 
. . 

Now --

It ill reall7 too cl o11e when ,.ou con11ider Savings 
bondll in there , 

Well, I w.nt )'OU to work t2111 out into a f o l'lll&l 
•moNndua, I am going to have to show it to 
the President. Then, with the 700 - now, where 
ia the 700 ldllion, where does that COIU in' 
You are not !;ncluding that 1n thilt 

No. Tbe '700 million, it we get it into the 
Treasuey in the roa or oaah, would e1 ther 1n­
oreaaa our balance or allow ua to retire otbel' 
debts coa1J16 alana· aDd enable tb .. e other t21.i111• 

' • • • 

,. 

' . ' 

• 

Regraded Uclassified



H, M,Jr: 

Bell i 

Smi th s 

ll , M, Jr: 

Smiths 

B. ?t! . Jr: 

Belli 

Smith: 

R. M.Jrs 

Bell: 

Smith & 

Balls 

-. -
to pick up, such as Savings bonds , and eo on. 

Bow do we go about getting the 700 million? 

Well, I take i t that it- it would be up to 
the Budget to notify each one of the organi­
zations as to what they had figured out Should 
be taken from the capital structure or each, 
is that right? 

Yes, I suppose there 111 a little bit o·r con­
tu.sion 1n our minds , the Budget, as to whose 
responsibility it is to dig into that, but I 
thought that we could take the initiative in 
it if it were all right with you to try to 
consummate that whole matter, working here with 
Mr. Bell. I thought that Dan ought to be in 
our conferences , perhaps, with these various 
a gencies , and 11e would try to work that along 
so that it would be cleared up well in advance 
or next June 30th. 

Yfell, in talking to 

So that the money would cane in at the beginning 
of the fiscal year, 

In talki ng it over with Dan, you and I didn't 
have any doubts it was up to the Director of 
the Budget, did wet 

No, we didn' t , 

I wasn't sure whether it was really my job or 
yours, 

We didn 1 t have any doubts in our minds. 

We are glad to help you, but we thought it was 
pr1Jarily your fUnction , 

All rigM. 

I think it 1s tremendouely important that we 
determine , and determine quickl y , as to whether 
or not 1 t is going to require legislation and 
if it doee, I think 1 t 1s more important that 

• 
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we get it before June 30th, because I don't 
think that 70U want to run tbe rhk or going 
to December ~let. 

ll'o, I think you are right. 

29 

You can't do it and then the other thing• wb1le 
we are getting down to it - I got the 1111preea1on 
t)-Oill you (Bell) that the two letters that the 
President signed, the t1gurea in them were not 
oorrect. 

No, I think that -& don't know 'What lettera ha 
signed, but I th~two letters went, one to 
the RFC and one to the Fal'lll Credit, which I 
think might be reconsidered because I would think 
that more money ought to come fl'om RPC and len 
money !rom h1'lll Credit . 

Dan, I thought 1QU sa1d - you told me that the 
Fa:rm Credit t1gure should have been RFC and 
the RFC figure should have been Fal'lll Cred1 t. 

That is just my opinion. 

Ob. 

I think it ia very dangeroua to take thia 125 
a1ll1on trcm the Federal Land Bank•. I think 
they are going to sutter tremendouaq. 

I 

Ia thie eorrectT I got a little -morandum from 
Patterson on it, 1n connection with their last 
montblJ financing . They dldn 1 t aeem to atteet 
the aale or their llonda p«rt1cularl,-• . 
Ho, the,- did not aJld the,- prerloualy haued a 
atateD~en t 11bieh ae~ to have the de aired 
efteot. 'l'be Gove~ put out a atat-t and 
qlcl the capital atructure -• auob that the-J 
clldn•t think the outatancting aeou.ritlea 1101114 
be hurt coe bit b,- pa,-ing .0 aiUicm dollarl 
1D · oapltal. 

We auggeated the,- refer to the budget meaaage 

• • 

. ~ not retn to the 40 million ctollara, but 
J: thilli. they did t1nallf refer to the 40 m1lllco, 

. 
• 
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• 
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specifically, and even that didn't seem to -­

No, the market took it veey good. 

Well , look, I would like to say a little p iece 
here, then if anybody doesn't agree With me, 
I Wish they would say eo. Th1e ie t he -y I 
feel like advising the President. First, he 
should have all the f a cta. '!hen I think we 
ought to - you ought to tell him and keep me 
posted, what are the Chances of getting the 700 
million between now and the first of July. I 
mean, 1f there 1e any doubt about 1t at all --

We wouldn ' t want to take 1t between now and the 
first of July, because it ie put in next year 's 
budget. 

Get it cleaned up so we will know. 

No, but I mean know that if we wanted it on-the 
firs t of July, that you coul d get it without 
any dyte . 

I see . 

30 

And have evecybody cam:d.tted to it. Dan has 
raised the question about l egislation. I don't 
see, with the thing as close as this, that there 
ought to be any doubts - and 1f necessary, have 
an opinion of the Attorney General and all along 
the line and commitments that the money 'llill be 
there and t h en when we put it before t he Presi­
dent, I mean, it seems to me - well, the minimum 
lee-y that he ought to have 1e 500 million 
dollars. That eeema to me absolutely the minilllum 
lee-y that he oll8ht to have. 

or course, )(r. Secretacy, this 1a not quite aa 
uncertain aa it sounds t or getting this , because 
informally there have been indications. In the 
early stages of this I t alked with A. a. Black 
ot the Far m Cred1 t and w1 thout w;s my ten-
tative distri bution of this, he up one 
h1maelt and kept to this 385 and w Obecked very 
cl osel y . There are alight d ifferences in the 
f iguree, but I have hie liet of suggestion• 
where he - trom 11bicb agencies he could take 

. ...... 
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this 385. 'lhen I haven ' t got the preaa clipping 
here, but in the preaa conference, Jesse Jonas -
my recollection 1a that he said that be had no 
di fficulty in paying the 200 mill i on. 

He said that bef ore the Senate committee on the 
Finnish l oan. 

Right at'ter the budget came out he had a preae 
conference where he made that remark, so that 
is 600 million right there. 

• But doesn 1 t that 385 take 12 5 million away from 
t he Federal Land Banks? 

Two h undred, 

Vlha t is happen1ng here in ~ office is of enough 
concern that 1f t he D1toector of the Budget will 
take the responsibility and sort of push this 
thing - I have got to know, that is all, I mean, 
where I am at, because i t is part of ~ job. 

I thi nk 1t 1e time to go after 1t , I agree with 
you, and we have let it ride along partl y as 
a matter of strategy , I think. I have talked 
~o the President about it a bit, but 1t eeema 
~o me that ei.nce you are concerned about it and 

we are too, we have the same concern, that we 
o~t to get busy and t he reason that we.wanted 
to-~e a little lQPger process on 1t wa e that 
we wanted to get aWl of these agencies in and 
in conference discuss t heir problema , see what 
they could do, and then after going through the 
whole group, we 'IIOuld theo come back and It 
there was s ome leeway there, aa I think there 
may be, make adjua tmenta, and 1f there are some 
difficulti es in the Farm Credit, maybe we can 
ske a certain adjustment for .that , and now 
that might ultimately mean - the reason I think 
i t ia - I agree that it ia necessa r y to ~t at 
it. I do thi nk that the J!FC might do more and 
permit some other adjustments , perhaps, or to 
give ua m~re callh, and that the RFC do 1110re, 
leg1al a t 1on may be neceuary, but apparentl y 
no legislati on 1a neceaaarr up to the 200 
ailli on. Beyond that , l egislati on -7 be neces­
sary. 

• 
• • 

• 
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H,M. Jr: 

Smith : 

H.M.Jr: 

Smith: 

H,II!.Jr: 

• 

Currie : 

Smith a 

Smith: 

P. ,!o!,Jr: 

Currie a 

H. M, Jr: 

• ' 
- 8 -

Juet eo we wtderstand i t , I am not going to 
get into a d1ecuuion of how much each agency 
puts in, but if you don't mind I would like 
to put the pressure on you to give me the 
an.swer, 

All right. 

But I am not going to get in as to which one , 
but , I do want my 700 million dollars and I 
don ' t give a damn where it comes from as long 
as the President said in his budget message 
that we are soing to count on 700 million 
dollars. I have just got to know am I or am 
I not going to get it , that is all. 

lie felt that this conference procedure would 
give us a little opportunity to make adjust­
ments rathe r than just saying, ~Here is what 
you can do and we want you to do it." 

Do either of you gentlemen - you don't have 
to answer this question unless you feel like 
it . Are there any memoranda tba t you know of 
at the White House or the White House offices 
other than the one which I wrote in regard to 
spending outside of the budgetT I mean, this 
silver thing and stabilization tund, and eo 
forth . You know I wrote a very careful ten- page 
memorand\D on that. Are there any other - I"'lllean, 
which takes the opposite viewT 

Not that I know of. 

I don ' t know of any. I didn't even know about 
yours . 

Hadn't you seen that! 

No. 

You have , haven ' t youT 

Yes , 

Would you like a copr or thatt 
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Smith: 

B,M,Jr: 

Currie: 

H. ll,Jr: 

Currie : 

B. tl . Jr : 

Smith : 

Currie: 

H, li , Jr: 

Currie: 

H, M,Jr: 

Currie: 

H, U,Jr: 

Currie: 

H. M.Jr: 

Currie I 

- 9 -

I would be glad to eee it, 

Bell, will you give them copies? 

On each one of these i tema, on reques t of the 
President, and we had to do it aa dispassionately 
as possible and I think we have done it. 

There is another remo te possibility --

I wondered if there waa something around that 
I d i dn 't know about. 

I don ' t know. I don't see everything that goes 
in there, 

But I mean, if either or you knew 

I haven 1 t seen an:ything, 

I have yet to work up a basis on Which I get to 
see things and which I don 1 t , 'lhere 1s another 
point wh ich I think 1a just of lllild interest 
and pretty remote , but I thi nk you ought to 
know abou t it and that 1a that the President 
asked me to look 1n to the status of this Federo.l 
Revenue Finance Corpo:r.tion 1n his absence -
remember, that one we worked up here. 

llhat? 

Look into it •. 

What do you call i t? 

Federal Revenue Finance Corporation. That is to 
capitalize the self-liquidating assets of the 
Government . 

Oh, lut year! 

Yea, 

Oh, yea. 

So I got the tile from the Budget Bureau and. 
looked over the repliea and. Laugbton has given 
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me some ideas ot the quanti t1es 1nYolved. 

H.III.Jra The reaaon I allked you is because e1nce we 
had that memo girtna h1ll all ot the 1t ... 

Smith: 

Smith : 

Slllitha 

Bell: 

CUrrier 

B.M.Jra 

• 

. . 11bich are aYallable outside ot the Tre&BUl'J, 
I neYer had an,- other diacuaa1on about it, 
but I just wondel'lld 11bether there waa ~­

thing elae going on that I waan•t ·-~ot. 
Naturally, this Bcclea-Glasaer correspondence 
is upaetting to me. 

Well, this ia a successful conference, with 
each of ua knoWing 'llbere we are at . 

That 1e right. 

Trea11U17 is available to give you any aae1stance 
that you want. 

Well, we will need some help and I am hopeful 
that Dan, here , can sit 1n with us on some ot 
these and CUrrie, who has made some study ot 
the corporations originally, and I can aee 
your point very well and we woul4 11ke to gat 
1t ott, because we are plagued with Congress­
men. Tie have had to answer letters t'rom Bob 
Tat't and to thia person and that one, sort ot 
selling them on 1t, and we are anxious to be 
1n a position to say, WWell, here it ia,• and 
there 1a a certain &JIK)unt ot 111Jatery- about it 
at ·the present time that i t would be halptul 
to have diasol ved. 

'lllthout going over the ground again, J OU can 
see that the 700 1111111on really would be the 
only cushion that we ha Ye. 

It 1a crucial. 

outaide ot a little balance. or coarae, 500 
a1llioo 1e emauetad YerJ aaailJ• · 

I th1Dk I Jd.ght relllind you, Harold, one reason 
11bf JOU di&l't deceive • on it, beoauae ot 
the ahake-\ql 1n the FBA. 

All ript, geDtlaaa. ~you .. err nab. ' 

• , 

• 

• 

' 
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JrZirraJ •urrau of lnuntfgatbln 

•nltrZI-..tn llrpartm rnt of Justin 

••IJington, D. C. 

February 19, 1940 

The Honorable 
The Secretary of the Treasury 
'llaehington, D. c. 

ll;y dear lir. Secretary• 

I am eucloaing a seJIOraudw:~ dated Febnmry 19, 
1940, supplementing previous information furnished concerning 
the activities of Dr. Ad8JII Von Trott zu Solz of Germaey, who 
ostensibly came to the United States to attend a conference 

of the Institute of Pacific Relatione at the Cavalier Hotel , 
Virginia Beach, Virgini,a , from Nov•ber 22, 1939, to Daee:sber 
2, 1939, incluaive, but who is roported to bave solicited the 
essistence of a number of prominent individuals in the Unlted 
States to support a movement involving the overthrow of the 

present regime in Gennaey. 

As previoualy advised, Dr. Adam Von Trott departed 
froa Sell Francisco, California, on the SS •President Clevelau41' 

on January 12, 1940, arriving at Honolulu, Territory of Hawaii, 
on January 17, 1940, from whence he departed on the following 
day appe.rentl.y enroute to Berlin, Germaey, by way of Yokohama, 

Japan, China and Moscow, Russia. 

E)lclosure 

Sincerel;y ;yours, 

L. ~ 
Edgar Hoover 

Director 
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'MnluT 19, 1940 

.. , Ill. .&ll.&ll YOI T.-nf a IKIW, aitoh .U..aMI 
Adaa '• 'h'ott a lela, Aclaa '• 'h'opp w 
loll, A4-. •• fro\\ a lela 

'lba tau .. tac w-u. 1a •• , for\h to M!ppl-t. 
\he _ _, __ of 1-rJ 1J , 1940, H&U'CII.D& \be ac\1Yi\l .. af 
llr-. A4ua '• Tl'ot.t. 111 loll, wbo arriftd 1a lift Iarlt Cl~ ca Ooto•er 
2, 1939, fro. 'b&rope oat..albll' to attoM • a.t~• of t.ha 
l)lat.Ua\a ot Pao1t1c blat.iaa belA! at "'- C......Uar lloMl, fir,Ula 
leach, fir,ula, "'-- ._..,._ 22, u4 Dau ~ u 2, 19J9, 1a­
llu1n, but Wibo •u ...,_.'-4 1a raal.lt¥ to ba ne1t1Dc Ute •1'-4 
Stetae tor t.bl pupoaa ot aol1e1U.,: \he ... letoaea of c t .. ;a s.­
••t. 1ad1'f'tdllala 1a a pt. to onr\hroe \he pra ... t r ap.& 1a 
Gtor ''IIJ• .U 1Jic!l01~ 1a \be ~ -r&Ddlla, Dr. foa Trott. 
aaUecl fro. a. hueiaao, Caliton.ia, t or Ute Orlant oa I~ 
12, 1940. ~ _...,_ nu, \haratora, lllp;>1-t 1D tlar\har 
dat&U, the 1atoraa\loa repr'CII.Dc \he aaunu .. ot Dr. ·- fro\\ 
4vi11& W. laet. fft dqa 1D \be h1W 1\a\aa. 

011 Dill 1~er 24, 19J91 Dr. foa Trott. r acaind a •t.e 
a t. \ha ~~~or-.. llltt.el tro. aa 1.1141YilNal a1p1Ds u •.UaaD4• 1.•, 
abo h 'baliand to ba 14eeUcal el\h .Uuudar Bolter, a taator at 
lla.rftrd 1Ja1•orllt¥, Cubrld_., .. aucbaat.t.e, e. .,. bot.t. 11M 
~ YlalW a\ Boat.oa. The •t.a 1a .Uatoaae ta<!U&t.ecl \ha\ 
llr. lloblr a et.opp1ac at. \be Bot.al Wlul .. 1a I• Yorlt CU¥ 1 -.d · 
apnaaad Ilia.._... to cater el\h Dr. '• b'ot.t.. 

Oa Dee..-ar 26, 1939, eblla fee Trott. .... aM•t. tro. 
bia llot.al, a 110t.a wu lett. at. \ha 4Nit 1>7 u iadinQ&al a1&JIS.... •• 
•I. 1. •, wbo waa ~..W., 14aat1aal aUil lafll'ld ~. 111- of 
lira. r.ua ~. \he widow of a wr, proeta•t. pt>U••t.bropiet. 
u4 "llaalcer ot r .. torll:, •bo d.1a4l 1a 1937. ltlaa •rlloar& ia &1M 
woaiat.ecl •lt.ll Dr. lua .,._., ProfHaor at. iha 1 .. lalual fl!l ... w........,. at. ... ten cur. rua DOte,.... , ...," t.bia.., 
ba ar lllt.-t to Canez", ..,.,...~ rat..n.c to rbarcl c. c.rw, 

liar ot iha ... n1 ot !IQ\aaa of tl\a Mariooa C..OU at taa 
Ilta titaata ot Pultia llelaU.••• £\tociiM to tMa ao\a n a a -•• .,­
oUppiac r.. \be Dea\MIIl.Uc-lDe Zdtar1 ~ aol.iUoa, lui a1r 
2, 19391 11111* r-.1 u t.U-1 •r-da of lapaa 1a t.t.. Paeitle liT 
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- -.ru.a _....,...,, Pn1 """·· ... teftt'. '-1 
Sr' ttv S. _.GIIIIMG, W tilt~! U. tlrd1~ '-7 U.-

- wit~! ... ,_ '"'' - .... Sa -'-' ... , WJ, •t.e 
bia urS:nl Sa \lie WW "-*• ftle vUal.e U... _....._. 

JNriab .. to tbe N\UU..._\ Sa 1.- .r a •"IF -w -
pa'•U.. •wutne et .._ r..uta•, llhs.JI ........... "' 

8aWtw aa aialll&r ta tbe lu\lta\e et l'adtie Mia~ wit~! 

panllel s.auwu.-e s. '•d• (tu .... al. ~aauwv et lla\-. 

•u-1 ut.ue), ...as. Parte ...a ... r.n- ('liM c-d' et 
u. Pw •• a.la"-)• I' rh.rta ....v..1a •'- tw111 \Ia\ tile 

na-111a et all ti!N• )ll'lwWIF -w Upl&MU. aav•.u • \a 

orl,tvU;r dapmd_. 1arplor 'llpaa \be Wallar,... qd tlanalar 

-u... \bat all ol Uleaa ...-nil iaaUtaU.a ba4 a,..,_. 

HlaaW IM wllhip. 

Cia Dunll 7!11 19)91 '- frot.t wa .sAW a\ bia 

.. tal laJ' Dr. lieu 111111•. '1'l!llr d1r••n_. Artalu (aa-) lul ull, 

.....,... c. Carter, antral 11c0e;r, Del lolla r. aeslar .._nt. llr. 

11111• avw ..,_, \lie l.a\\ar bU a tmtmv to •l*'k withalt\ \biak.-

1Ac &Dd waa, ~ .... Sa lila op1aioa, - \ee ...ua~. Ill' • 

..a.JA...,...... Dr. a.sart.a. • •'••• r ...... ..,_ ,,.•••''• 
wi'*' ~Met. I• a\\0 ...t a\aW \lla\ Mtll- Ud \Ia til_.. el 

a...., a\ a..n wt ba4 NUiiq -\Ne\hs \s ottw. '- '--" 

a\aW tala\ II¢ llr'• 1"- _. narts\ _..,.. wt Ill' • .n. 
del..._. \lla d!U1f' ol \ll1a ia11.w.l. Jlr. Mle Ulaa Mansnd 

,_ 'J'IosM ., lla..S.. ... bm \so f'roNJI' \e Ula .-n- 1*>111• wlllell 

'• '--'' .._.. .. , et&\llla ~\ lwl M4 apek• ~ \e *" pan•• 
.,.. _. snllac to l.s.\oa _, tla.t lie tal\ tllr\ IS •• a,.,..UT 
Dr .... " • et tM ._ .... 1 far 11 &•1 la•sw•, ... -* 
_..I-" a. a.. Ill' • ..a.1a tllft a\aW \latin 1 ••....., 

"' • ..,.. • poelU. ..... w ....... '*'"' liU. ... tar -
u..a~ to -Uians bie -tnl. 

Jlr .... be\\ a\eW tlla\ 1\ wa \llalr t=# II \o W1U 

111'. 1\a\s ~ -w lfN\N\ .. Hllars ... prni.M ,_ tM 

a. puple uui'Uirc \e a·· :'eiP:lsal. procr-. Dr • ...-1•,. 
., ..... , tM.. ~- .... r-ast np...trtwrst 

\s llpda u Hllll - et \llaaa -VS.• wl!ere •Wlar lftfll"'­
W ..S.W.. Dr. '- be\\ a. ....s.a4 ~ tlla\ .. R4 PIW \e 

11e ia ... lft'k ft1F .u ..,. _. _, \Ia\ -..sac t111a "- .,. 

-w apaU \s -tiler- ... -· _, ...... , .... - ,._ ..., •.. ,_be\\-··· . ., a4wiaiq \be\ a.,&\s ...,. •• 

..,.., ,.Uu..J. .. uwitr 1a .. a, .,. ..u •' ,_.., ~ .u.. 
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TREASURY DEPARTMENT 44 

INTKJt-OI"'I''CCI CCIMNUNICAT10N 

DAft rebi'U&1'7 27, 19llo 

Seoretarr Korgenthau 

Mr. Gla .. er 

1. AY1ation gaeoline wae not placed on the aoral 

e111bargo. Export• ot plane, plante, IU.llutacturing rightl, 

and teohnicJl intoraation r equired tor the production ot 

h1,gh qualit7 aYiation gaeol ine were placed on the aoral 

embargo during Deceaber 1939£ 

2, our total export• ot aYiation ga1oline in Januarr 

194o to all oountriee were valued at t1,~5,000 ot 'llh1oh 

$46!, 000, or JlJ' , wa• exported to Japan. 

For the whole ot 1939 we exported aviation ga1oline 

valued at t20, 200,000 to all oountriee ot which t4,!oo,OOO, 

or 23J', wae exported t o Japan. ' , 
• t 

•• • ' 
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JR PLAIN 

London 

D~ttu Ftbru~ry 27 , 1940 

REc 1d 12:40 p .m. 

SEcrc t~ry of St~tt , 

\'1::-shington , 

470 , FEbrunry 27. 

FOrt TR:::.i:>Ui1Y FROi.l l3UTTER'.tOnTH. 

1. Asktd i n thE HoUSE of Commons whEthEr bE I'IOuld c iv£ 

thE v~luE c t p~r i n s t trlin3 of t h E Amtrican sEcuritiEs 

~cquirtd unC:tr t hE v ts ting ordEl' ~d thE acquisition prict; 

whom thE sEcuritiE3 •:;ErE purcilosEd from; hol'l thty wErE ownEd 

~nd t hE closinc pricE in NEI'I York on thE c ay of making thE 

or d Er t hE s pokEsmnn for t~E Trt~sury rtpliEd: 

"It is not in t h E ,>llillic intErEs t to utntE thE tot:ll 

vc.lu E o f thE stcuritits ncquirEd . Ths: ::n:mEr to tht: oEcond 

o.nd third p~rts of thE qut otion is tha t thr.y erE bEing 

purchr.stJ from 1nd1vidu~lu ::nd corporctiono rtsidtntJn tht 

UnitEd !Ungdom v1h0 :-.rE thE ovm.tr::J . ThE answEr ~ thE fourth 

po.r t is th:':t tht stErling pricto oba1·.n 1n thE orcin' I':Er£ 

obt o.intd by convtrt ing thE ~st bid pricto in tb~ NE~ York 

m~rkEt bEforE thE m~~ing of thE ordEr" . 

Incidmt=:~ lly I ht~r in th!: city th::.t holdrro of 

~rEEm;>ttu AmErican Tobo.cco Co~~r;r.ny stoclco ,.rE bu11n!: 

Bri tiob ~.nd AliiEr i cllll tob::cco :Jh:.rt a, o. oubst:-.ntial c.mount 

ot 

• 

• 
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-2- #479 , Ftbr~.ry 27, from 1ondon. 

of which orr htlC: in tht Unittd Statts and art to somt 

rxtEnt bring liquidatro . .. 
2 . Although SwEdtn suspEndrd thE gold standard Ei ght 

yrars &SO th£ introduction of currency control lEgislation 

to ltgalizt th£ d£ facto sitUAtion which has Existed s ince 

th£ outbr~ak of t:ar has occasion t C: SEVEral o.rticlrs on tht 

gold problem. Siner tht o.pptoranct of Dr. GoldEnwtisrr t a 

articlE 1n thE Ftd tr&l Rtsrrvt bullEtin and that of tht 

Bllnktrs • Trust Comp~y, thtrt have bttn a coed many 

46 

Editori al s and analytica l no tru in financial j ournals and 

similar Bri ti~h publica tions . Thtst havE contributEd nothing 

nEw in thought . Two common charo.ctEri st1c s rvidEnt in mo::st 

\ 

of tbtsE commrntarics arc (1) to EvaluatE th£ problem as 

pul'Ely a UnitEd Statts on£ and (2) to rEgard with pEssimism 

the future of gold ·as an inttrnat~onal mEdium of rxchangt . 

JOHNSON 

RR 

' . 

-. -
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l'AIW'!DlAR or Ht·WR•¥ uonYD 

ft\Oill Aaor1oan labue:r, Put•, J'ranoo 

nlft!: robruar;r f!f, 1940, e p . • . 

10. l 282 

J'OJl '1'IU: 'l'REA8URX nlOX XA'f'ml:lf8. 

47 

Tbie aorn1ng I T1e1tod OouTo do HurT1lle. I aekod 

bia what the French GoTernaont cont .. platod in tho 

forthcoatng 1urgoat and coordinated ooonoato aoulll'ee • 

lfhioh tho Cab1not had decided upoa at ita recent aeot1ng -

r eference : telegram of robruar;r 28, Jo. 2&9, troa tho 

Embau;r. Tho principal probl .. o to be dealt Y1th, he 

eaid, wore tho•• ot eetabl 1ebing a a;retoa of rationing and 

of purohaeore abroad, for tho purpoao of reducing coneuaptioa 

and the proeoning of foreign oxobango . Tho ooonoa1c 

aeaeuroa will 1nclu4o alec a proT1eioD for relaxing tho 

present exchange roetriotione on co ... r cial traneactione 

botwHn tho French and the .Britt~- r eference, p uoagre.ph 

fiTO of t el ograa of Pobruar;r 9, Jo. 190, troa the Eabue;r. 

He eatd that a pereon in Parte or London who ~q~pl1oe tor 

etorling or franc exchange, roepootiTol;r, for the purpoeo 

ot co't'er1ng a oo•orc1al traneaot1on will cnl;r haTe to 

declare that tho exchange ie needed tor a co ... roial t ran•­

aoUoa, there Will be no other dol.q or fol'll&li t:r. Tho 

progru onT1eage4 ao s..poru.nt aeuuree tor et11111lat1q 

oxporte troa Pranoo, eo tar u he ltn01r. Be &4484 that 

tbie s..poru.nt q•HUoa, rethor than being oao tor tonal 

logielaUn 
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l ag1alat1YI deoreee wae a .. tter ot 14&7 to 4ar nesot1a­

t1ona1. Xoet of the prepou, he aaid, 11 IJ!Paote4 to be 

apprOYid toaorrow, rebruar,r 28. 

The eaae rate of eubaarlptloa 11 holdtag tor ..-..eat 

bonds, he aaid - a a onthl7 rate of batw.en 8 and a bill ion 

tranoa, - and 10 tar tu: raYanuea haYI been eat lataotol'f. 

Ino1dent &ll7, as t or the armament bond eubeorlptlone, I 

under et and tro.a banltlng eourcee that a certain degree of 

1patr1ot1o1 pressure to subaorlbe 11 bei ng exerted on 

more proaperoue 1net1 tut1.one , 1nd1 rtd-.ale, and ooapanlle. 

He oaa back t o t he 1.mportant queatlon or French aeaatl 

abr oad, and said that no Yll'f deflnlta utlaatae had ret 

bean 11&41. 1fow, howner, he 11 lnollned to think that, 

i n addition to the St abUlzati on J'und1 e 10 b1llloll trance, 

and the Bank of France' 1 gol d rallrYII ln actual Yalu 

Of IOU Ua bllll.Oil fr&nol, the pr1Yatl J'ruoh holdlap 

ot dollar exchange amount to abo1lt 1110 alllioa trance. 

Hla lnto~Uon lnYolYII 1111oh 110r1 gueenork oil the priYatl 

hold1Dgl or dollar aecurlu .. , 'llbi.oh he plao•• at 

$1110, 000,000 - which ie an vpwar4 rertelon or prertou 

\ .. u .. tee. !hie woul4 aake a gr&l14 total of abo1lt 

I $3,eu,ooo,ooo. He aald that p.,..nta oil Frenoh war plll'­

chalee 1A the Un1tl4 Bt atle would tend to '""'••• but 

he did !C'L thlllk thlr 1111uld be .!!. too....£!1!14 a pace. 

I told Coun 41 lbarnlle that I 'UI4aHtoo4 that 'llb1.11 

J'rellell 
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rrenoh recipient• ot foreign eeouritiee pnreioallT 

looate4 in rranoe 4o not haTe to deolare thea under the 

exchange oontrol regulatione, thq are requb'ed eo to 

deolare them to the tax authori Uee - u well ae declare 

thoee located abroad - under long etanding tax regulatione. 

I wondered whether he anticipated that thoee holdinge, in 

wartime, would be reported more tUllJ' than ther had been 

reported prertoue11. He e.U.t4 and eaid tbat the rttlll'M 

vould 1n no eenee g1Te a true picture, eTen though ther 

would be fuller t~ in prertoue reare, partlr tor patriotic 

reaeone and partlr beoauae ot inoreued penaltiee, plue t he 

proaieed tieoal amneetr to coYer preTioue rear• - reterenoe1 

telegram ot Septeaber 18, 1939, No. 2028. 

He sa14 that ther bad not dnelope4 ae ret anr .S.t1a1te 

J 
plane tor taking OTtr the balance• ot toreip exchange 

owned br oo~anill or indirtdnale, altholl8h ther are g1T1JIC 

soae consideration t o ·th1e queet1on (reference: telegraa 

ot Jebruarr 9, No. 190, troa the Elllbauy), and he a4a1tte4 

that the etep ie tTentuallT 1ntTitabll. He eaid that 

ther had not ginn anr thought to the requ1e1_t1on ot dollar 

eeour1tiee - reterenoe1 telegraa of Jebruarr 19, lo. 238, 

troa the :r.buer. ]) .. pita the long tera neceedtr of 

ttarohing tor all &Tailable toreip exchange reeouroee, 

I feel oont14tnt that tor the preeent the Jrenoh GoYeraaaent 

ViU eontlau Yitll. a. -polleJ 1t s.. - fol.l.ftiJII, but4 
ea 
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on a oauUo•• 4roa4 ot 1'1'1gbhD1q the (oa1 .. 1on) tu~UIJ 

rreaoh 1DYtltor into ••~as ·~title•• ooYor-o1tbtr 

1D lraDoo or o•t•l&t. 

so 

Jlo1t ot ~ brp pro-war hol41J181 1D...!!!! ot ~h 

1D41Yi4ul• ul oeowpeDhl 1D Loa4oa han now boon "'•oaet 

ot, he oollt1l'llt4; a largo porUoa ot th .. o holdlag• wore -
41apoto4 ot 1a 'he Un1h4 8tato1, ht ea1d. Bo rnaft:o4, 

I 
on tbt IU'bJoot ot 1:hl p14 pl'Oli!JIIl athr the war, that 

~17 414 aot nool to Wl"Z'J abod ~1; tor 1;ho tiiM bo1q, 

~1; he waa oonrtaool the war wollld bo a loas one. 
- -

Rotorenoll hlogr ... ot PtbNU')' 1•, •o. 213 u4 
• 

ot rtbl'Ual'J' eo, •o. l!a7, tl'Oa tb.o labuer. I Ultt4 Ooue, 

u I han o1;her•, about tl» reo eat po11or ot requ11'1JIC 

jur1ou OJitliOMOrl to 1BYo1oo 1a tl'aao1 ¥1~ t:hl alternaUYo 
1D ......... 

l ot othtr¥111 loeiJIC tbtil' l'roDIIh aaaot. I reaaru4 that 

I oolll.d not poroo1Ye anr real loag tol'll aAnDtap to 1:2le 

l'rtnoh athorU111 tl'Oa 1uoh a pollq. Bo was quite 

dnaere, I belloYe, wun ho replied that be wu oo~~plthl;>" 

unaware ~t ••oh a pollor wu be1JIC oarr1t4 oa; b.o 111'•14 

that 1:hlre waa no real abaataco to lraDH 1D noh a polioJ'. 

Howonr, ho ea14 that tbt7 wore U71Dc to ilml1oe u -* 
u po111111o 1D traao• aD4 to aY014 pqaent1 1D 4ollal'e u 

nob u pooo1'ble u oonotl'DII ~·•• to oCIIIDtr111 ¥1-

nalter OIU'xao1ol, u tor oza~~Plt, lraail. 

lutt ._. Jut ... '-* troa Lo ... a, ul Gotan n.fttl 
that lutf ......... fldte plN'el at tbe 1111J 
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tinanoial oooperatioa between Great Britain and Franoe 

h wr:tiJig o1lt an4 at tM laok or eeriou gran oonoern. 

At an ear~ opportlulit7 I •b•ll oal.l on Ruetr. 

51 

I aeked OouTe about tbe reoent ru.ore that the Italian 
oertain 

Gonrnaent bad retuee4 to till/war ordere alrea47 plaoe4 b7 

the Al.liel an4 that this ,.. a eourc1 or eo .. irritation. 

He said that ae tar &I the Frenob were oonoerned, thie ,.. 

not the oaee. Ae a aatter of taot, he laid, 7eeter4&7 

negotiatione were begun with the Italian oo.aeroial aieeion 

whioh hal ooae to Parie. HoWOTer, he oont1rae4 that 

It~ had dlollned to oa.plete oertaiJa 1 a1Aor1 war ordere 

tor <h-eat Britain, and that negotiatione ha4 1faUed1 

between It~ and <h-eat Bri taia. AI or tbe tiret ot Jlaroh, 

he eaid, tM Bri tieh would out ott all II& lhipMntl of 

Gel'II&D ooal to It~, and hi perao~ Up•4 that the7 

would etiok b7 this poUo7. 

The 11ourit1ee ll&ftet was -ca1n dull with a 1011ewh&t 

ht&Tier tone, aoet international ieeuee regietering loeeee • 
, 

Rente• with tbe ezo-.,t1on of tM 193'1' dollar eltlltl&JICt 

guarantee• 111ue dlol1ae4 traotio~. • 
DID or XZSIWJI. 

' 

KOIIPil. 
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TREASURY DEPARTMENT 
52 

DAft J'a'"-7 21, 1911o 

TO Sacra\ar7 llorpat~ 

llr. Ooclll'u CONF"IDENTIAL 
~. quotaUon for aterli"'C 4enlope4 a al1ptl7 auin toDI 1D a dull tonip 

axeba"'C• urltet. .Attar opaDi"'C ai 3·95-J./11, the rata 4aol1De4 to 3·~7/S bT -~~. 
In the .. r l;r afterDOOD, 1t a4TaDCe4 to 3,95, but thaD IIOYM off to clo .. at 3•~3/llo 

sal .. of epot e terl1"'C b;r t he au rtporti"'C 'baDict ~ale41.5Q6,000, tro• _. 
!ollowi"'C eourc"1 

B7 co-rc1al ~ems •••••••••••••••••••• ••••• ••• I. cvo,, ..,.,.. 
liT toreip b&Db (South Aaerica ud. lvopa) ...... 

total .. 

~. tollovi"'C reportiDg baDlta aol4 cotton billa total1"'C 1,51,000 to tile 
:Sri thh Control on the bade ct the off icial rate of 4,02-1/21 

1. 26,000 bT the Irn~~e Truat Co. 
20 .U~IU bT the .. tioll&l 01 t;;r li&Dlt 
!~6i bT the 0v.ar&Dt7 Truet Oo , 
" fotal 

!ha otbar bpor t&Dt carrenct .. cloae4 u tollowaz 

J'HDCh fr&DCI 
O.Uldar e 
11w1 .. france 
llal&u 
C.....ti&D dollar• 

.022}-3/4 
· 5319-l/2 
.2242- 1/2 
. 1687- 1]2 
1}-3/~ 411COUIIt 

!ha noaiDal rate for the J'1Dn1eh -.rlt, which 7"terdq 4acl1DI4 fro• . 0170 
(tho trpprox1116te 1en1 which hu pra1'8ile4 dnca the begiDni"'C of J'ebruuy) to 
.016o, ~n4 ott acatn toda.Y to about .0155, t~lovHt quotation eince 1933. !ha 
Svediah krona vaa eli&htl7 h1Cher at .2382 b14, . 2383 offere4 • 

• 
'1'ha 4hcount for tbe Oaba p .. o UI'Towe4 t'111'tber to 7':"7/l.fl(. , u4 the llaican 

peao wu unoh&QCa4 at ,1672 • 

• 
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fbe h4eral BeNrn liMk parchuecl 100,000 Mn fl'allea for U.. :BIIIIk of W...S.. 

fbere were no cold tranNCtl.4u con-tee! 'b7 u t~. 

fbere were DD nev cold ega,;-nta reportecl toda;r 'b7 either the J'ecleral Beaern 
:B&IIlc of lev Torll: or tbe State n.pe.n..,t . 

04 tbe report of J'obl"'loU'7 21 reoe1n4. free tbe l'ecleral Reoern kDll: of lev 
York p't'iD.& tbAI foreip neh•np podUou of 'balllte aDd 'ballltero ill lh 4.1atrlot, 
the totel polltion of ell curreDOiel _. abort tbe e quhalent of $20,303 , 000, a 
decreaee of $553 ,000 ln the abort poa1t1on. rile net chaagea 1D the poe1t1one are 
ae f ollove1 

SIIJilf POSI'l'ICII SI!CIM POSI!IOI lliCllliiAS! II 
oommrr JDl!IW[! 14 ICHQ!•AKr 21 SlllB!r POSifl Clf 

ID.glaDd $10,395,000 $10,414,000 $ 19,000 (Iacreue) 
Europe 5.938,000 5,4os,ooo 530,000 
CIIAecla 4,000 (Loll&) 191,000 145,000 (Iacre-) 
Latin .U..rica 6;1,000 ~10,000 l 1,000 
Japan • 2,596,000 2 , 22,000 26, 000 (Iaoreue) 
Other .laia 1,312,000 1, 236,000 76,000 
411 Othere 32,000 (Loll&) 71!,000 (LOJl&) 46, 000 (horeaee 1D 

'l'otel $20. 856.000 $20, 303,000 fuJ ,OOO 
Lone PollUon) 

• Include• Korea and MaDehurla 

In LondOn, the priceo fixed f or epot &Dd forward allver were 'both 20-7/164, 
up l/16d. rile u. s. equivalent• were 36.35' aD4 36.17;. 

'rhe :Bom'bq allnr price roee 5/81 to an equivalent of 4o.811· 

l!aDd7 184 ~·• aD4 t he freDOurT ' • prleea for forelp alber were UDCbenpd 
at 34-3/41 Ad. 351 reepeetlnl7. 

Ye aad.e one p&rehue of allnr &DOUDtill& to 50,000 OUDCea Ulldar the Sllnr 
Purchaaa .l.ct . fbh waa nev production froa forelp eoUDtrln aD4 wu pw'ehued 
for forward delivery. 

Ye also purcbuecl 190,000 ouneu of dlnr fro• the :Balllt of Cane••. fbu far 
in Pebruar:y, we ban b~t 1,155,000 OUDCII from that OOUDtr;y UDder our recvJ.ar 
monthl7 ~eement to purebaae up to 1,200, 000 OUDCee. 

CONFIDENTIAL 
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TREASURY DEPARTMENT 54 • 

INTER.OF'FlCE COMMUNICATION 

DATK J'ebru&r7 28, 19lio 

TO STRICTLY CONFIDENTIAL 
I'ROM Mr. Cochran 

.U 41'3(> thh afternoon I telepbonK the C•n•di.,. Kinhter. I referrK to 

tbe inquir7 wMch he -.de o~ at tlle tS.. of hh rtait 78 ater~ in reprcl. 

to the fora 1D which notice eboulcl. be offioialq •cl.e tb&t Mr. ParTie ie the 

repre11entat1n for Canadian parcbaaee in the 17n1 ted State a, 

I t olcl. the Wlnhter tb&t Mr. l'unh had ori&~ been pr .. entel 

perao~~&lq to the Secretar7 of the !r•ll'l11'7 b7 llr1Uih Jlllbaaq otflol.&l.a, 

lie u r a. Plnaent .,.d CbaU:1q. .A.t the UIMI the .A.zlclo-l'r811Ch Purchaain& :Board 

in the United states •• created, Prime llinhtar llaladier of Jrance tr...amittel 

thrC>Il&h .A.mbauad.or llul.Utt 1n Parh a Maae.ge to the State Departaent announoinc 

tbe aet-up of thia Board and the n•abc of Mr, ParTie aa Prea1411Dt thereof. 

Sinoe llr. Purrta •• thua official.q announced aa heM of the .A.nclo­

J'ronch Purchaain& :Soard, and ainoe the Z"Ulea of the State I»partaent require 

that &IIJ' foreigx~ -cent. be rechtered with that Department , it •• rec~ndecl. 

that the ()t.Dadlan lliniatft' acl.dreu a co~cation to the Department of State 

111 r tog,u-4 to t he atatua of llr. ParTie aa official. purcb&al.Dg -cent 1D tbll U'n1ted 

Statu for the ()&Melba Go"81"11118nt, !he State Departaent aoul4 then not1f7 the 

'l'reaeur7 Depart .. Dt. Mr. Ohrhtie welcomed thh n&&eaUon. 
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GROOP MEETING February m, 1940. 
9 : 30 a.m. 

Present : 

B. !I!. Jr: 

Thompson: 

R. M. Jr: 

Graves : 

H. M. Jr: 

Qravea: 

H. !I! , Jrt 

llr.Bell 
Mr. Gaston 
Mr. Foley 
Mr. Sullivan 
Mr. Cochran 
Mr. Graves 
Mr. Haas 
Mr. Cotton 
Mr. Thompson· 
L!r , Schwarz 
Mrs K1otz 

You people might be interested to know that 
you might - we mi ght do something about it 
tegether. Basil Barris• brother died . Possibly 
the 9 :30 group could send some flowers. Horman, 
will you take care of it? I think it is appro­
priate. 

\'lha t have you got, Norman? 

I have nothing, sir. 

Harold? 

I might bring,you up to date about our situation 
in Pr~rement, 

Yes , 

Y/e have , after conference with all or the depart­
ments, effected return to the~ of this potty 
purchaaing. The reason for that is to cut down 
the load over here as far as buying is concerned, 
about one- quarter or the volume that we have had 
tor these years . VIe have now sent dismissal no­
tices to 200 people or tho estimated 350 who 
are to go . Also, through the Bureau or the Budget 
we have called on all of the departments , thoee 
for whom we have not been doing any favors , for 
statements as to the volume or their purchasing 
which would exceed the one hundred dollar 111111t 
which we contemplate using as a basis for Procure­
ment Division operations hereafter. We have had 
the usual d i fficulty about pressure from various 
people . 

You are used to that, 

55 
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Graves 1 

H. Y. Jr: 

Graves: 

H. M. Jr: 

Graves : 

H. M.Jr : 

Bell: 

Graves: 

H. M. Jr: 

Graves : 

Bell: 

Thompson: 

H. M. Jr: 

Graves : 

- 2 -

Yes. We are trying to adhere without exception 
to the rule that people will go 1n accordance 
w1 th the ratings. 

Is anybody trom my group putting any pressure 
on yout 

No. 

Did Bell put any pressure on you! 

No . .. 
Vlell, after what the President said about you 
{Bell) and the Hatch Act , I don't know. 

I gave my name yesterday . 

VIe expect a certain amount or pressure. VIe 
are getting a certain number of requests, 
naturally, from members of Congress in regard 
to their constituents. 

So tar 1e everything all right? 

Yea, , air. 

Senator George called me yesterday about i t . 

There is a lot or tragedy . 

I l earned my lesson once before. 

Aa to t hat point, the fact 1a that all of these 
people who are affected were given originally 
temporary appointments to last for the duration 
of the work and in no case longer than the 
expiration of the fie cal year w1 th1n which ther 
then were, eo that actually these people have 
all been given much loJJ6er emplo;yaent than wu 
anticipated at the tillle they were put on the 
rolla. For 1natance, this girl that Dan spoke 
to me about yesterday, that ia the Senator Geor ge 
oaae, ahe waa given an appointment originally 
for 30 days and it was extended for another 
30 days and extended again tor a third 30 daya 
and finally abe was given an.appointment which 
read •tor the duration ot the work, but not 

• ' 
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H.M.Jr: 

Graves: 

H.M. Jr : 

Ora vee : 

H. lo! . Jr: 

Bell: 

• 

H. l!.Jr: 

Bell: 

R .~.Jr: 

Bell : 

B. M.Jr: 

Bell: 

H.~. Jr : 

.Bell: 

- :5 -

beyond June 30, 1940," so there ia certainly 
no valid ground for complaining that now the 
work having cane to an end, we propose to 
separate this person. 

Well , it you have any extra d1tficult trouble, 
you or Nonnan can talk to me . • 

Yea. I don 't anticipate it . 

Anything elset 

No. 

Have you got anything, Dan? 

l'fe are having another Bank of America meeting 
a t l0t :50. llr. CUshing called up and asked tor 
a conference on the program. l'lhat he 1a going 
to ask , of course , we don't know. 

The other thing is that we still have about 
ll million doJiars of that 100 milli on l imit 
on the 2-f percent and we are piling up a little 
cash on Postal Savings , probably 16 million 
dollars . 16 million is their balance, either 
in the two or the two and a quarter . 

Is there a time limit? 

On the 100 million't 

Yes . 

No. or eourea, we collect interest 

There is ll million left! 

About that . 

Do you want to give 10 of it to Postal Savings! 

Well , if we want to reaerYe a l i ttle of i t , we 
oould give five or eight to Postal Savlnge . 

We might reaerve two or three million there tor 
theao small a ccounts • 

. · 
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B,M.Jra 

Belli 

H. M. Jra 

Bella 

B.ll.Jra 

Sella 

H.M.Jra 

Bella 

Sella 

B,M, Jr t 

Sella 

B,!i,Jrt 

Schnr&a 

B,II , Jra 

Sullivan a 

B.M.Jra 

Sullivant 

• 

- 4 -

Well, how amob 1e it, elnenT 

About eleven. 

You dc:n' t want to •1t oYer the week-end T 

I don 1 t know that it would do an7 harm. 

Wb7 not let'• wait over the week- «Ddt 

All right. 

You were goln& to give 118 a memorandum on 
t bat yeaterd&y. 

J.ll r1ght. It 11 a atatement of the conditic:na. 
Do :JOU want me to write a replJ' to tbatT 

I - going to do it r1gbt after thla meettn& 
with :JOU and Gaaton. I -going to dictate a 
draft and :JOU tellowa can work it down. 

All right. 

An7thlng elaeT 
.... 

That 1a all. 

Admiral Speer, what 

Pa:Jlll&eter General. 

1a he. 

(Tbe Secretary gave inatruotiona to Lieutenant 
llclt&7 to invite Admiral Speer tor luncheon at 
1: 15 and tor a conference c:n the powder re­
quirements of the Allle1 . ) 

Do :JOU want to be here, JohnT Are :JOU bua7 at 
tbat t1-T 

That ia the tllle I bave tor rq appointment with 
tbe gentla.n from Cleveland, but he gave • 
the nee ot hh hotel and I oan change that, 

It ia not neoell&l':J• 

I would be ftr:J glad to cbange it. 

58 
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B. M. JrJ I think i t woul d be juat aa good ir you l is­
tened. 

Sulli van: Al l right, air. 

H, II. Jr: It w!.ll only take 15 minutes. 

Sullivan: All right, sir. 

I!. M. Jr: What oleo, Dan? 

Bell: That i s all. 

B. Y. Jr: GeorgoT 

Haas : Hero is a note on Colonel Jewett, 

H. ». Jr: This is from Raas : •I called on Col ooel Jewett 
this afternoon," and so forth and so on, (Peb, 27) 

Baas : 

• 
• 

H.M. Jr: 

Haaa: 

Is there anything --

The point of it is thia: McKAy called him up 
and I wae going to t ake him out to lunch. He • 
tol d me he was l eaving for California, so I 
thought I had better see him ri.ght away, so I 
went over there to t~ to him and I a a ked h1la 
about keeping curr ent those emplo}'lllent figures 
and also getting these additional data you 
wan ted on production or engines and planes and 
he told me that UDder the existing circumstances 
i t would be illlpos aible to get those because the 
War Department, since October , 1938 , had refUsed 
to al l ow the companies to give out any produ ction 
figures, the companies which the Arrey had orders 
pla ced With. He sa id he was negotiati ng with 
the Air Corps to see i f they wouldn't rescind 
that prohibi ting or der. He suggest ed tmt rou 
might t a lk to Amold , mo 1s 011or of the Air 
Corps. 

You had better t ake i t up with me again. Will 
yout 

He aeemed veey anxious to help in any way and 
'llben I left h e aaid if there -s an)'th1ng e lsa 
we wanted on &n7 aviation mattera and he ooul4 
be or an)' help, jua t to call on h1:a. 
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H, )I, Jr l 

Haas: 

Schwarz: 

H, J.I, Jr l 

Schwarz a 

H. M. Jra 

Gaston 1 

Schwarz : 

H, li. , Jra 

Schwarz a 

H, !I!,Jr a 

Cotton a 

- 6 -

But you didn't get any reeling ot --

None . It •s auch tbe other way, He evidently 
is interested in th1a and that has st;ymled thalli 
over there . I think they used to get those data 
before and now they can't get them. He said he 
was hopeful that maybe in a couple of weeks they 
would list that. 

Just e. fUrther report on that similar subject . 
I l earned that the Herald-Tribune story ot 
Saturday emanated from somewhere in the industry, 
because it came as a tip to the Aviation Editor 
of the Herald-Tribune and he was told it he 
would talk to sooebody i n the Eabe.ss)' here, 
'llhlch he did in the unusual manner instead of 
through the Bureau - he called direc~ly by long 
distance. The story was written in New YOrk 
w1 th a Washington date line by Talbert, the 
Aviation man. 

O. K. 

There may be a matter with rnpeot to the pro­
posed Fortune arti c l e on Allied iyrchas1ng, but 
Mr. Gaston turned over the copies to me and I 
would like to d i seuse it .t'irst. 

With meT 

There was a page or two ot quote of Barry Collins 
'lbich I think you 1111ght want to look at. Chick 
has the story, h as the copy. 

It 1a a matter of policy. What they quote 1a 
all right, i f they want to go that tar, but --

Do you want to come in at 10a30T 

Yee, eir , 

I didn't get that ruuae on the u. s. Steel to 
Brazil, 

It will t ake some time to get it out. I t is 
a very long thing. The Sta t e Departlllent has 
gotten up one, but I think we ought to go over 
it a little carefully. It you want to aee • ome­
th1ng •..-siatelJ, there 1a th1a thing to read 
but I 'a!lted to abeok it. It 1a reallJ a 
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Cotton: 

• 

_.,_ 

queetiOil or wtlat 70U -.at. It JOU ftnt _._ 
thing '=n41ateli or it JOU can she u a little 
tU. to so OYer t. 

('.l!le Seoretary iDatruotiCS Lieutenant lld&J to 
call Ill'. lloble an4 llr. llcOormell tor l11Dab 
and a conteNDoe Oil a eteel plant in Brasil,) 

It' JOU are go ins to 4o tba t, I will aen4 JOU 
up tbU oop;r ~ thla thing tor ;rour '--diate 
1nto:raat1on. .. 

Cochran: You wanted thie oop7 or the letter ;rou bad troa 
the State Department there. '!!lose are two -­randa. 

H.k.Jra R1gbt. 

COcbrana Do JOU want to eign the Cluladian silver letter 
or not! 

Sure. (Feb. 28) 

An;rthlng elee' 

COchran: llo, eir. • 

Sullivan: Harper, the counael tor tiM PIC!e.,.l SeCUI'i'J 
'""'n11trat1on, llobtt '• orpn1u.tial1, caUICS 
up and waata to aee • t.t lOL:IO thie -nains. 
He previouelJ called llr. Pol17 an4 Jlr, Poll;r 
reteJ'J'Id hia to me, I aa wond•rlns 'llbether 
JOU WilDt to b&·..e 111'1 IriJ preeent or wbetlw~ 
I ehould reter h1lll to hia or --

B,Jl,Jr: rro. .. • • 
Sull.i'IIID I 'l'ha t - t tlr 11 I till pendins, 

H,JI,Jra Wid~ a •'••• You haYe IYel"J re&IOD to be­
liiYI 1M .11 o••• to ••• 70U about --

SulliYUll Cll, Jel. . 

Gl 

• 

• .. . 
• 

•• • . .. \o .. 

'· • H.X.Jra .lbollt OoYe~t -.,&. 

8ull.h&DI Oho -~17• • 

• 

• • • r 
-~ . 

• 
• 

• 

• 

• 
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B. M.Jra 

Sullivan a 

H, M,Jr a 

Sullivan a 

H.M. Jra 

Sullivan 1 

B. li . Jr: 

Sullivan a 

H. M. Jr l 

Oaatona 

B. li. Jra 

Poley a 

H, III , Jrt 

Sullivan a 

B. li.Jra 

- 8 -

Then 11' he ian•t, then ie he wol1l1ng for the 
Government or ian•t het 

S2 

. Oh, no , h e 1a OC1111ng about t he Indiana a1tuation, . 

How do you knowf 

Because he baa been here before. 

Is he Mr. McNutt's pereonal counsel? 

No, a friend. 

If he wants to - please, definitel y, don't turn 
him over to Irey. It he wants to see anybod7 
and 1f' he wants to - I mean, who ia he working 
fort Is he working tor the United States Govern­
ment or 1a he working for lloliuttf I would juat 
olose the door and it he isn't aatiaf'ied, I will 
see h1.m. 

All right. 

I don't want &n:7body to eee Irey, definitely not. 

He tried to eee me on the same thing. 

I would juat cloee the door f irmly but politely 
1n bia face. He h.ae got no bueineea collling 
over here, If he want a to - 11bat ie KeJIIutt' a 
OoverrDent job calledf 

He ia Director of the Federal Security Adm1n1etra­
tion. 

If he wants to come over on that, yea. It it ia 
on t ax mattere for l!r. McNutt , 1t ia none of hie 
business. 

He 1e more concerned , I think , about the entire 
situation, including Bo Elder. 

'lbe purpose here 1s fo r oonaultat1on and I think 
1t is tiaa that we told this gentle~ that he 
bad better go ha.e and tend to the Govel'IIMnt•a 
bullineaa. We are tending to ours. Ia that 
agreeable to youf 

• 

• 
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Sullivan: 

I! . M. Jr: 

Sullivan : 

Sullivan: 

H. t.! . Jr: 

Klotz : 

H, J.! , Jr: 

Sullivan : 

B. l!. Jr: 

Thcmpson: 

!! . ~ .Jr : 

Sullivan: 

I!. M, Jr: 

- 9 -

Anything you say, 

I mean, ia it agreeable! 

Yea, certainly it is agreeable. 

tlell , that 1a what I would do . 'Ihe last thing 
1n the world I would do 110uld be to introduce 
him to Irey. I would never let these people 
get to Irey. 

I can introduce him to you. Do you want to 
me et him? 

Do I? Sure , I will meet hi.m. 

ilbat would happen if he •tent to see Irey direct? 

Irey wouldn 1 t see him. Irey would call me up 
and aak about it and I would say, •send him to 
me , " I Yl&nt to isolate him against that k i nd 
of business ao he can go ahead and tend to his 
own business, 

One day last week I told you that Mr . Julian 
was interested in being a delegate to the con­
vention and you suggested I put it up at the 
9:30 meeting. 

Yea, and I think that this whole question of 
whether the Treasury employees should go to 
the state and national conventions ought to 
be taken up by Jl!r. Eelvering in that colml1ttee 
which I aet up. I w1ah they would do it r i ght 
away. I would say Treasury employees delegated 
to s t a te conventions and national conventione. 
I say conventions because I take it some of them 
may want to go to the Republican convention. 

Maybe he could go on sick leave. 

llhat elaeT 

That ia all. 

I would certainly send this fellow home with 
just a l i ttle grit 1n your voice. 
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Sullivan: 

Poley I 

Sullivan: 

Sullivant 

Sullivan: 

H.lf. Jrt 

Sullivan: 

H. M.Jrt 

Foley: 

- 10 -

Well, he wae over here four weks aao , wasn ' t 
it, Ed' 

About that , yea . 

And hill only interest at that time was in 
speeding tb1nge up and I told llr. Poley -
llr. Foley and I told h1111 tb& t ever,' thing •• 
being done to get action and we tbougb.t we 
would b&ve something. The present holdup 
i s due to the fact thAt the District Attorney 
on February 8 wrote to the Department of Jua­
ti ce and notified the111 tb& t they - th.a t he 
was considering bringing up Bo Elder into 
court and he hadn ' t bad any response to that 
letter. llr. Helverlng hae seen the Attorney 
General and I think the letter did not call 
for an answer. 'lhat 1a 'llbat baa caused the 
difficulty. 

B.lt the point I am making is, it is none of 
this fellow ' s business what we are doing. 

Oh no, we haven' t told him a thing. 

He oue)ltn' t to know it. It ill juat none of 
hia business. o. K . f 

sura. 

Anything elae! 

No, eir. 

Ed? 

Both Pittman and Wagner are awar. The)' are 
down i n Florida and they are going to st&)' 
down there for a week or ten daya and I under­
stand t h at Townaend baa been after Phil again 
and he thinks that I ought to call Senator 
Blt.l'kley and ask Barkley if he baa had a talk 
with Senator Townaend and - -

I talked with Buk:ler and Barkle)' said, •r will 
leave it with you, Senator. • Pittman and Wagner 
are down there and J . Edgar Hoover. Why disturb 

them' 0 . It.' 

64 

• 

Regraded Uclassified



Foley: 

F! .lo! . Jr : 

Foley: 

B. M. . Jr: 

Gaston: 

H. M.Jr: 

Sullivan: 

H. L!.Jr: 

Oe.aton : 

R. M. Jr: 

- 11 -

Q, K, 

All right , anytbi.ng elaet 

No, 

Herbertt 

You suggested that I might bring up at a 
9 : 30 group the matter of Peyton Evans , oenere.l 
Counsel for the Farm Credit Administration. 
He resigned and announced t hat his resignation 
was g iven out about two weeks ago under oir-
cuma tancea which convey the impression, which 

• 

1a the f act, tbat he was being forced out and 
therefore that he is in bad odor with the Adminis­
tration. He had one contract for special work 
practically lined up and it was kicked over by 
the impression being created that he was in 
bad odor with the Adm1nbtrat1on. He thinks 
that fo r one to practice law successfully in 
Washington it ia practically necessary that he 
should have some assignment for a time 1n a 
Govemment Agency. I think he is a very good 
man and very able. I think he has done a good 
job over there. I spoke to Ed about it and he 
thougbt there was a poss ibility that there 
might be sane temporary opening here . 

(Unrecorded telephone conversation with Mr. 
McReynold's office) 

Working in the ffuite Rouse must be swell, don't 
you think eo, John? 

Oh, I don't know. I didn ' t have to report until 
25 minutes after 8 : 00 1!1Yielf, this 1110rning. 

Let me talk to lilac. '!'here ia something in m:r 
head about Peyton Evans that I thought, aa I 
remember, wasn't so good. Let me talk to Mao, 
will yout 

Yea. 

Then the other thing 1a this thing - I mean, 
unless somebody tells me that he didn ' t - wel l , 
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Gas ton : 

H.l1. Jr: 

Gaston: 

H. ~1. Jr: 

Gaston: 

H. M.Jr: 

- 12 -

anyway, let me t alk with MoReJ!lol ds a bout it 
and see 'llhat he says . I will ask Mac nrst, 
wha t is hie advice and eecond, what was the 
thing that happened there 1n t he last month 
or two I was there. · 

I don ' t know a thing ~bout it . 

Well , there was something about it. Ask K111 

McGuire if ahe haa aometh1ng. 

Al ooaa got out. 

Di dn't Al Gdaa make a deal? 

No. They told him to atay until something 
h.appened in tlbich he thought he would have to 
disagree and then they called him 1n at the 
same time they had Peyton Bvana 1n and told 
him they wanted his reaignat i on . 

O. K. 

If Bell and Gaston will atay, pleaae, and 
Chick. 
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rebruary 28, l~O 

12:10 pm 

Jimmie Rooeeyelt Juet came in. "Just passing by. 
Just wanted to say hello.• And then be .ade a motion to 
get up and didn 1 t . He a aid, 18)' the war , does Joe Schenolt 
really etinlt. Doee he smell? • I eaid, "11bat -do you 
11ean?1 He ea1d, "Does he stinltf 1 So I said , "Well, 
what about itt• He sai d , 1Well 1 if be doee , I don't 
want to do bueineee with a man llke that.• 

So I said, •well , I can't adYiee you.• I eaid, 
"Time will tell. We baye a poli cy here in the Treaeury 
that a man is innocent unti l he ie proYen guilty.• 

He said, •weu
1 

ebould I do bul1nue with h111t 1 

I ea1d, ' I really don t know, J1mm1e. 1 He said, ' Then 
your adYice to me ie to wait?• I eaid, 1 Tbat1 e -r ad­
Y1ce to you. Wait~ see what happens. • I said, 1I 
don ' t know the •n personally. I don't know t he ~~an. 1 

So I ea1d , 1 He 'e still on the Infantile Paralyeie 
Foundation Board, ien1 t he? 1 He ea1d, 1 I th1nlt he's 
going to reeign because it might be embarraseing to 
Fa ther. • 

, 

• 

Regraded Uclassified



' 

68 

"R'm!V 

TOI 

noll I Jlr. SalllftD • 
• 

• 
Fmrler Harper called IV ottiee at lal8 and tlwn had • • • 

paged at the Wuhington Hotel Cottee Shop. I •t hill ill tt. 

lobbT and he wanted to know it I had gotten the •s..pueatiOD 

ot h14 1'-": that Elder would be 1'1111ng to pe.:r 8JV' tax c!al 

that was unpaid beeauee ot h14 carele .. neae, together nth 

penalties and i.ntereet.• I told bill that I did UllderetGid -
bill to eq jut that. He tbm aaked U 8JV'OD8 1I011ld be ytll1"1 

to talk to ID.diar U be Hilt Ollt to Cbioago or wtwevu Eld8r 

w.a m:l laTe bill - OD bare. I Mid I did DOt. kDI!w. &. t~ 

uDd u I -wt 111qa1re ot tha Searet&r7 it aavbc4 ben -a4 

be atbclriMd to talk with lDA!er U be - to 'luldJictcmo I 

told b1a I would f1ll4 out and DOt.it:r Ida. 

• 

• 

• 
. . 
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Pebrlaal7 88 0 1IKO 

Ill'. SulUftD PYI •• 'hl• ••ozoanda u4 I 
1n•truote4 Ill'. llul.l1ftD to oal.l 1QI 111'. hwlezo lla!opezo 
anC 1&1 tbat I deem 1t unw111 !ozo hla to 111 • at 
th11 t1M, an4 Ill'. Slll.l1Yan 1&14 he wftl.4 do eo. • 

-
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February 28, 1940. 

TO: Secretar.Y ~orgenthau 

FROll: ltr. Sullivan 

llr. Fowler Harper c- in to eee 11111 this morning and wan ted 
to know how the Indiana investigation was progressing and wey we 
were not in a position to decide defini tel,y whether ~oNutt was 111-
plicated. I told him that I could not tell him ~ more than Mr. 
Foley and I bad told biD a .roth ago, when we advised him that enry 
ertort would be made to accelerate the investigation. I told him 
I thought be was do~ l.!r. l!cHutt a distinct injury by making re­
peated inquiries about the situation. 

He asked many questions about the progroee of the work and the 
results or the investigation, none of which I anewered. I told him 
I thought he could appreciate why I would be unable to diseuse the 
maHer wit h him. 

Although he retained splendid control of hie feelings and at 
no t ime showed an:y temper 1 I could tell that he was very much agitated 
because of the way hie eyes filled up. I advised him that his repeated 
inquiries, although pr0111pted by his personal regard tor llc!iutt, llight. 
well be ioterpreted as demonstrat~ ll<:llutt •a extreme anxiety over the 
situation, and I said I thought that he should consider that from now 
on the door was closed and that be should make no turther i.nquiriee 
from me or from Jlr . Foley, 

Ee said he regretted that he bad not seen you about this and 
would like very much t o have an opportunity to discuss it with you. 
I told him I would bring it to your attention and would be glad to 
call him when you decided whether or not you wished to see him. 

In the course of our conversation, atte.r ref~ se-reral 
tilDes to the atupidit)' of pereons aasociated with llcliutt aa ~ 
the only thing the investigation could poeeibq reveal, he twice 
stated that it - were cOilTinced that Elder had been careless aDd 
because of cozrt.ributiona to the Two Per0«1t Club owed taxes, hi 
believed Elder should and liOuld pq those taxae with all penalties 
and acCUIIIIIlated interest , eTen it he had to pq it out o:r his own 
poclcet . 
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Present: 

Jlr. Gaston 
Kr. Bell 
Mr. Schwarz 
lire. Ilotz 

HM,Jr: This is from Marriner Eoclee: 

'Dear Henr11 

In the New York Times this morning I notice an article quoting you ae eay1ng that you thought 1t would be a 1 good idea' if I were to read the Budget Mea eage and that you were requeet1ng copies of 111J: oorreepondenoe with Mr. DaY1d Laseer. 

'I aa enoloeing a copy of Yr. Laeeer'e letter t o me of February 5 and my reply of February 9 , which you will note 1e a bri ef and factual reeponse to the ~eoif1c qnee­tions be raised and contains no expression of opinion what­soever on my p~t.• 

HM,Jra Wh1eb, of oouree, 1a not true. 
(Reau•ed rqd1ng) 

1 I am at a loiS to eee how I could r88pond t o the 1nqulry at all without giY1~ thaee purely factual annere to tha epeo1f1o queetione he asked. 

'Acoor 41ngly, I regret the nature ot JlOUr co-nt as quoted in the press, a1noe 1t refl eote what appeare to be a orlt1oal or 41eapprOTlng attitude. I aa confidant that 1f 1ou will t ake the trouble t o read Jlr. Lauer's letter, hie specific queet1one and my repl1ee thereto , you will haYe no oooaa1on to feel aggr1eYed. 

'I am 
wae annered 
reepondenoe. 

not acquainted with Jlr. Laeear. Ria letter ae a matter of oouree, ae 1s all of floe cor­I was eurpr1eed that he ehould make 1t 

11 
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•public or that the newepapere lhou~d think it worth7 
ot any notice etnce it contained no newe or , for that 
matter, anything that wae not already a matter of pub­
lic inforllllltion. 

'I must say tbllt I am eomewhat puzzled by :rour 
reference to th.a Budget !le11age. There as no mention 

72 

ot or reference to the Budget Meeeage in 117 letter, 
which made no recommendation• whatsoever with r eepect 
to the budget, working balances , or an:r other matter and , 
therefore , oould not be regarded aa in all)' way in conflict 
with the Budget Meaaage. 

'Actually, as I thought you knew, I have read the 
Budget Message with great oare and am thoroughl:r familiar 
w1 th it. I regret again that before affording me an op­
portunity to give you the facta in the matter , you ehould 
have made remarks at a press conference that oan only have 
t he effect of stirring up adverse newepaper comment. 

Sincerely yours , 

(Signed) Warriner.• 

IIK,Jr: This 1a the letter, the •Y I All going to 
write it. God knon what it will look like when theee 
birda get through with it. 

' My dear Karriner: 

I was ve.ry glad ._ reoet ve :rour letter of 
February 27th. 

1 I would like to potnt out to you that twice a 
week I hold a preaa oonferenoe. Thie makee me t he public 
target tor the newspaper men to fire cpeetione at me on 
letters and statements whioh y~trequentl:r make in regard 
to Trea llll17 fiscal policy. What I am trying to point out 
to you 1a :rour etatementa c0118 f1ret and 117 answers only 
follow in due course . 

• 
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~reference to the Preeident'e budget wae 
brought about due to you~:,. etateiDent in your letter 
1 U underetand that prio~o the event or the pre11nt 
Adminietration it wae not ouetomary to keep working 
balMcee in exceee of t2so,ooo,ooo or t:soo,ooo,ooo. • 
To say the leaet, I wae amazed to eee 7ou quoting 
preTioue Adminietrations to make your point when the 
President, in his Budget meeeage, to quote you line 
and Yeree, said on --- page and --- line that the 
working balance would be, on June 30th, 61,1oo,ooo,ooo. 

•It seems to me that it you a.re really inter­
eeted in 1 not etirrtng up adverse newapaper co .. ent' 
that befttt'e you eX!'%'881 your paraonal opinion 1 I aa 
adY1aed, boweYer, that 1t would require leg1alation 
to apply the fund to meet current expend1turea1 , you 
make sure ot your facta. Your facta in thia atataMnt 
happen to be wrong. 

•The net itresaion that I get of your letter ie 
(1) that there is 1,500~ 1 000,000 available tor epend1ng 
out of the silver aeigniorage and (2) that another 
$1,000!000,000 could be made available it we permitted 
t he ba ancea to drop and follow the practicea or the 
previous Adm1niatration. 

•I think it is Yery unfortunate that at thia time 
you should give Mr. Laaaer thia kind or an ~reae1on 
without t1rst either doing • the courtaay or talking 
it over with me or ret erring the letter to the Treaeury 
t or anawer. • 

• . HK,Jr: I have not done a Yery goOd Job. 

Mr. Bell: I d1otated one laat night whioh 1a now 
being typed. 

lii.Jr: I realize IhaYe not done a very good Job. 
You get tours and attar thie banking meeting, tallt 1t onr 
w1 th tha11 two gentleman. I know mine 1 a not very good. 

Mr. Bell: I think 1t 1a along the proper Unee. 

HK,Jr: 'l'he point I want to nail, that raferenoe 

• 

• 

• 

73 

• 

Regraded Uclassified



-4-

to the Buc!get in that. I criticised h1•. He aake1 a 
state~~~ent and I haTe to. an1wer it at pre11 conference. He 
tries to giTe the i~eee1on that I aa alw&J'I piolting on 
hill. What I -.nt to get oTer to h1• 11 he aeltee a 1tate­
ment, written or nrbal, and the boy1 put U up to 11e at 
pre11 conference and I all on tbe epot. 

74 

Mr. Gaston: • •• because it ie perfectly obTiOUI to 
the• t .hat when he 1e talking about Gonrn11ent t11cal pcl1cie1 
that' s in your Jurisdiction. 

HK,Jr: That 1 e ri:ght. 

Kr. Gaston: He 's talk1ng about your business. 

Mr. Bell: Two subtle things in that lettsr, one i1 
ttas Treasury hie carried too large balancu, and t he other 
is we have got t o haTe •ore spending i n order to help pur­
chaling power. 

' BK,Jr: Oh, sure! I think it 1 1 worthy or doing a 
ve- oaretul Job. 

Kr. Bell: He gave us the opportunity and we 41d 
not have to ask r or it. 

oOo-oOo 

I( 
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JCr dler Jlazrlner a 

l wu 'fW'1 clad to ,_ho 7'l'JZ letter ot robawi 71 
'lleoaa.o 1\ cboa ao ~ Oppcii'WUt)' to M¥ t.o jOil INI~ .... t l 
think a bout )'CNl' letter ot Fo'-"-:r 9 to Da't'14 Lu~f wbioh wu 
publiabed in Ulo How Iorlr '1'1-. ot lklodq1 l'o'blv.z7 :ib1 a OGPT 
ot whi.e~ \clf:otb• with x-aor•• letter t.o JOQ dated l'ebaw.JT 5• 
jOil _.. t ood ..-aeb to ~. 

I did •a tM ata~t at rq proaa contii%W>ce 011 llllrulq 
that I thoucht. 1 t WOIIld be a coocS ideo 11 both ;rou uc1 I a••• 
Wl'lt to ro~ tho I'Naidoot•a Badpt ~~aa&aco. 'ftla •pleation ot 
that • ta~t 1a 1 l th1zllr. qu.1 to a illpla. Luaor• a q~~ea tiona t.e 
JW. ODd 1fN:f' NplliO won ~ u • t t.n ot bud&Ot &Dd tuee.l 
po.Uq. !!lo budpt and ~ peUq or tbo .ldldniatrau.n tor 
tho cUJTOl!t Cld cc.lnt: ta-l ;roan were atborltatin~ 011\linod 
1D tho llodi:" Mn•-c• tor tho tiao.l ,...- 1941. 
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w:r own ooncom with o .. ea-t tilcal pol.iq, I th1Dic )'011 

rill lllti'IIO, 11 ae 1rediato u ;rwra, but I aboaW tool it clii­
Uncrtl.T i.aptopsr tor • to att.pt to 1ndiooto JNbllaq WQW 1D 
'llb1cb tho l'lwU•t'• t iNal pol.1c)' coald be illlprclftd. You ~ 
that 7f11JZ lntor _. coot1-<tod to ata~ta ot tact. bvt. when jOil 

polot 011t that prior adainiltrationa wore cantoot with -uor 
'IIOI'IdDc bala- - md without WlT attapt t.o •JP'a1n tho proaoot 
Jgat1tkat1on tw a larpr worJdna baaloe - it •- ~ito rrl~ 
dlmt to • that :r- &1"01 ~ int cronoe at leut., cr1Ueialn& or 
nccoat.ln& _._tot tile PrNi~tt• ruo.J. po1.1.o7. !'he ... 
Wo,.... 1a cantaiDed 1n '1001" liatin& ot otn.r 11.-1 ~ 
tbat Jdaht be ut111aod. 

!011 u;r thllt :r- are at a l..olla to - hoir JOU could h&Ya ~ 
lpedod to U. inllu1r7 at all witbovt c1't'1Dc tb- P.-17 t•t:ual 
--.. u ,.. ... 'lllll p..-.it ao to •uc~tWt, I tbink tbat )'Oillliltlt 
wU.h aatiJ"o pa epdo" ban rMJ • W that the aat tan ot 'ldliab llr. 
I.. a woto &Jill Gil wbioh ho aoucbt ifti--Uon dill oot tall wUh1D 
tho aole J11riod1ot1on ot tho liDerd ot Oonmore. llr. I r nr'• latter 
~·t cin • t.ha iapud• that be- 1D aMnll ot taoto. hil\o­

ul • -• w tho ~-u-a ha pv.t - oantaSDed 1D TllliiVJ p'llbl.t.­
iiOU.. ad hillntor •- to 1Dd1oata t.hat be al.rMq bad tho 
• ._... ,.., be.,._.,. to~· beiln eert'nc - w- tho­
...s. athllriv lilt a Mpt, ,, ad Qcsw t otn.aor 1D "''l•t of 
IIU pa I£,, , tw 1.....- reUat appacpaS&u-. u,... w­
ai_... th1.a upaet ot tao at tor oanhllT, l edlall JW. ~ 1111\ 
._..bee~ \11ft he ..se 7fiiCir' letter pllbU.e. 
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JCr 41U' lla :·rlnar 1 

I WilD ftl'Y tl.-1 to n.ift 7~ lett.r of n .baw) %11 
'beca .. e u ciYea ae ., •JIPCIIW.ut:r to ~ to 7W t l'akl¥ at 1 
think a bout yov lett.w ot :r.m-:r 9 to DPid LMM!t wb1oh wu 
publlllhed in the Bw Iorlr rt.. ot ~. fe'bru&z7 ~. a OIIJI¥ 
ot 'llbioh, tGcether With x-v•a lett.r to )'011 ciatecl. Ye'br\1&17 ,, 
)'OU WN good enou&:h to -We• 

I did •lla the ata~t at rq pl"Nr ooo.ferenoe on Waldq 
that l thO\lC)lt it woWd be a &ooc1 idea 1t both 1Ql &Dd t t Ill 

wre to r..,d tba ,.,...~t'a DDdcet *--c•• 'lbe •pleat.1CIIl ot 
t.hat ata'--lt 1&1 1 t~ ¢ta rillpla, l.MHr•a qgart.law t.o 
JOU and 7011 repU. war. cl1reete4 te aat. tan ot b\ldpt. &Qd tiaoal 
poliO) • 'lbe bv.~t &Qd t'Uoal pollo:y ot Ule Ac1e1 °1r traUoll !Otr 
the current Cld oo:aS.ne t~ ,..n wen autl\oritatbel;r c.~t.lined 
1n t he lllld.,,..t U••~£• trn: the tiao&l y-. 1941. 

lb' - -m w1 th Ow e,_, t tlao&l poliO) 1 1 t.h1Ak )'011 

will ~~~;rea, 1a aa S.:.ediate u :rourr, blat. 1 llbould teal it 4.1a­
t.1n~ i~q~toper trw,. to att.pt te 1ncl1a&te JN'bUol.T ~ 1D 
which the PrN1dent•• t1ecal polloy ~be 1ilp'cwtct. I011 ~ 
that your l n.- ... oCIIltinecl to rt.t.rranu ot taet. 'bwt ~ )Gil 

po1nt. out that prlar a&I1D1atraU- ..,.. ooot&t with -llar 
~ b•'•• rr -and withG<lt anT att.r.pt to ap1 •'n U.. srea-t 
Juat111caU.CO twa l.ar&v -'d.nc b&lanoe- i t 11- q\lit.o fti­
dlat to • t.bat )'011 an, tv 1ntorenor at leut. ar1t.1o1ain1 0tr 

ncc-UD& -dlttDt or tba PrNidlnt.•• cuo&l pello:r. The •­
Weraloe 1• eanta1ued 1n ;your l 1at.1n ot other t1~ rea~ 
that ld.aht be 'Q\1U.ed, 

71 

low N(f that yoa. are at a 1o.e to - '- )0'11 -.14 haT• ,._ 
~eel to the 1nqu.1r7 at all withollt gi'fiD& u- purely !M-.1 
-· u 7 CMl wlll peawlt .. to •~~&a-t, 1 Ul1Dir tbat ,... actat 
With e11tift pnpriet;r ~.,.. napa W that the aat-. ol111b1ab Jlr, 
l•r 01 _..... an4 CD wh1ah be rCIQitlt int-UA:In did ~ Nl w1 \b.iD 
the role ~U. ot the aa.rd ot Ooni'NIIW. Jlr, ' n••• lAttel' 
~·t ain • u. s : r .i.e '*- ba ... 1n aeenb at r .. u. he'­
w.- t.o \he cp&MUca be PQt- oantaiDad 1n Tl 1111) petiU­
oaU- acl hla let'-' •- to 1nd1o&w \bat ba alrMib' tiM ~ 
-· lbat ba appMl'll to bDe bMft auhill&- w-~­
ltld atborit,)r ot a h1cl'l7 p' Ill OMw at otn- 1n •nw\ et 
h1a,. ; rQ'allda tw 1aJopr ...U.t 11PPfo;;c1at.1CIIla. U,... W-
oS Sued th1a ..,..t. ot .e atw ~. I ~ ,... -.l.d 11ft 
~b-. nrprl.ae4 ~h-. JWtr lett.or pnbliao 
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JCr dNr llarriller 1 

THl St:CIUTA"Y 0,. THE T"lASU"Y 

WA8HINOTON 

I,.. .. YV'7 gllld to renift ~ latt.r of J'eliftaJ7 'rl, buaue 

it gi'nla • an opportunit::r to aq to 71J11 frmlr.:'q Ybat I tb1Dt abollt 

701Jr ~tter of J'ebnl.ar;r 9 to Da'ri.d Lauer, 1fb1.oh,.. pabu.bed in the 

1ft York TiM• ot llandq, J'ebna17 26, a oopr ot '11111ah1 top1har w:Ub 

Lasaar•a lett.r to :J'OU dated J'ebna117 51 J'OV. 1rere Coo4 ~ to 

encloM, • 

I did -.lee the ata~t at ., pr•• canterece on llaodll;t U.t 

I thoucbt it 1I01lld be a good idea it both 7011 IIDd Lauer"" to read 

tba Preaid8lt'• IQ:Iget MeBiage, !be apl•n•tion of tbat etat.ent 11, 

I ihinlc, quite e1apl.e. Luaer•e que•t1- to :you 111d ~ Npl1N wre 

directed to •ttara of badget aDd fbcal poUc;r. !be bwlpt IDd tiloal 

pollc;r of the Jc!w1niltratioD for the G'CK'Nnt IIDd on1nc tiloal :r-an 

wre authoritatin~ out.J1M4 in the Bldget *••IC• tor the t1aoal :r-ar 

1~. ' ~ 

81 

JCr om c~ ~th GoYe_!'l!llllt tilcal pollc::r *'• l th1Dk 701111'111 

lg%'M, •cb •-~~te +' 'Ofbura, bat I ebould -.1 it dil~ 
iMpzoper fer: .~ att.pt to 1nd1cete p11blio}7 ~ in *& tba Prui­

dellt•• tiacll poll.c::r oould be bprowed. You eq that 70V lett.-.. 

cont1M4 to ata~ta of faot, 'bllt when :rou point out that )ll"1.aa' ac!e1n­

iltrat1oDI wre O<Dtent w1.th nalllr worldDc balenou - _. 111tbalt 1117 

attel¢ to e~plai.n the pr-t jut1ticat1GD tor a ~ wol'ldJic 1ial.ce 

- it •- quite e'ri.dent to ae that :rou an, b7 intwz- at laut, 

oriticiling or ~~~&~&•tine ...m.mt of the Preeid111t11 tilcel Polic7• 

!be - inference 11 contained in ;row: lilting of oth., tiloal NIICJQ.J~I .... 

that .:lcht be utilieed, 

!011 11\T that 7011 are at a l.o8e to aM h~ ::rou ccal4 baft rNpllllded 

to the 1ct:{a1rJ' at all w1.1hout gi'f'illc th- pural::r feo-.1. ... wa. U 

71J11111ll permt ae to auggNt, I t.hinll: tbat ::rou ldcht wi.tb ent!n s-­
pri.et.;r baw re1pcaded that the aattara of wb1oh Mr. ~er vote ..S Clll 

'IIIIich ba SOillht 1ntaraat1CIIl dS.d not tall 11'1 tb1n the~d1ct1CIIl of the 

Boarcl of Oo~. alllsa tiwt, a ; r1Pt h"~ om='t'N' • ... ,. •• 

cud Wjoa ~ 

TOll recret that wore P.'f'inC ::rou 111 opportlmit.::r to li'" • the 

feote in the aatter I ...- r.u"b at a preea caat- •that - ~ 

haft the etfeot of·~ up acttwN no QIPr c-t.• !1111,., 4MI' 

lfcTiner, 11, I-t aulld.t, pllttin& the cart before the horN. You bad 

boca about l'ebnezT 6 to J'ebnezT all 111 CIIJIIOl'tlllldV to P,ft • the feotl 

in the atter. 
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But I should .:ld a .:~rd. about rq JII'MI o<D!enacM. It u ..,.,., 
1eldca that I TOl.unteer ~. a t.a-~ whlll I ban •- ia­
pCIII'tlnt tnn011110-t to Mica about !J: IIIW7 bUiDaMe I dJ.dDtt .,._tear 
~ 1n th1l OIHe I - ubld 'llhat I tbq~ aboRt 7UV let_. to 
La .. er. I thoa#lt rq o-t - 111>CM.Una'7 raltn.inad. !be u ; 11•r 
- baw lall'Did. that I dm1t talk at -rw.- 8ollt •ttan that_.. 
oateide ot ~ jvil<liot;lGD md thq dal't uk • too~ ao 1dlat 
eo.ebo<l7 elM baa Mid qnlae1 that other p- hu bMD d.Mli'W witb 
t.re&IUZ7 matten. I dJ.dD 1 t tbl.Dic I - juUt18d 1D ratuiD& to __. 
tb1a parUcular qu.eUaa. I - at a lo111 to know bOll' I ooold haw 
llliWl'ld 1 t ditteNDtl.T, 

I -DO lael IDXI.oua thlll 70U to aYOid acl:nne 0-t and Denp.plll' 
OODtl"'ftl''l7. It om be aY01dad it •e both • tiok e trlo~ to 0111' -

knitting. I, ~or rq part, 1Dtend to do th11. 

SiDoeralT 11M' •• 

'!'be lblorahl.e Marriner S. lool.M, 
Cbairan, Board ot Oowmor• o~ the hcWl'll a..- 8J1rta. 
1'11hingtan, D.C. 

• 

.. 

Regraded Uclassified



• 

• 

• 

., ...... ill i 

I .. ~ 121111 te RlllW ,.,_ Jleet ., 

P•1W PI mJa. 

I zaa14 Ub .. pelllt ..a .. ,_-. '-'• 

a-* I W a ;a 11 -- llo ft1a • 

"• ; ,,. .. ... .... ... • 3 3 - .. ,... 

.-.-t.e at • • 1111..,. _. etu'll ..., S'11' ,_ 

r..; ~ ..u 111 z a a .. lllll.__,., 

nat I • t.w7blr -. __. ..... ,_ t• ,... ... .._ 

.... - ftNt ...... Al'-'1 _,. 

eoa~ ... .. 
- .. ,.,I 17 .. - PatH ... ? b.­

..... aM dllt- .. ~ dllt 1 &a ,_.lift •• 

•1 as e.,.-.. ;ul• .. - u 1 •- 211 1 1 

us-e 11 ••at- _. IZZl 1 ..... '1• 

... , s .. • •• e~ 1110.-o.- • uaa.-,ooo.· 
Ye _, - hut, I - .. - ,_ I IF. 

p ....... '1 ... .... .. .... ,... s , ..... -

Pr•suu '• a. ... a Fist n u .. , .. •••• ,.a u.. 
... , ........ _,... .. -u. .... _ 
..,.. .. .,, a ,. .. ,.~•s,•;P.-.-. 

83 

• 

' 

Regraded Uclassified



n auaa .. • ~• tr ,_ .. • n~ ~~~t ... 

eaw Ill -... ~ 1IP •• •• - as a au -. 
...,_, taat 11af.w ,_ • .,. a sw ,_. pea a an 4 a 'et• 

•x aa .a.t_., -.azsuw, tbd lt a 14 Nqllboe 1..Se­

l&t1• to 8PP17 a. tt.d to_. ••• c auuw•, 
708 -- ... ott .,.. ,..... 1IWP ,.... Ill ..,. ....... 

•nt ta.ppaa to 1la cue. 
ot 

!ba ... ' 2 .. , .. that J get.,...~, ... la 

Cl) bt tt a le h,IOO,ooo,aoo aftllatata rv. •a•=• 
out ot a. all'fW Ih ••ace _. (2 ) "-' • tt •• 

11,ooo,ooo,ooo asau 11a-... a th»a 1t • 1421111ltta1 

tbe 'l!e1 11 -..._.a tonw ttaa ,....u .. ot tile 

Pl'ftla. Ac111laletaU.o 

1 ~* It .a1'7 _,_,, u Uuat at ttd.a U.. 
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BOARO OF GOVERNORS 
or T"l! 

FEDERAL RESERVE SYSTEM 
WAeMI NCJTON 

February 27, 1940. 

Dear Henry: 

In the N.-. York Tiaes this mornlns I notice 
an article quot1Q8 you as 88)'1ng that you thought it 
would be "a good idea" it I were to read the Budget 
Message and that you were requesting copies ot .v 
correspondence with llr. David Lasser. 

I am encloeing s copy ot llr. Lasser's 
latter to me ot February 5 8lld 117 reply ot J.l'ebru&r7 9, 
which you will note is a br1et &lld tactual reapoDSs to 
the specific questions he raised and contoine no ex­
pression ot opinion whatsoever on rq part. I aa at a 
loss to see how I could respond to the inquiry at all 
without giving these purely tactual 811BWers to the 
specific questions he asked. 

Accordingly, I regret the Mture ot your cOII­
ment as quoted in the press, since it retleota what ap­
pears to be a critical or disapproving attitude. I aa 
eontident that it you will take the trouble to read llr. 
Lasser' s letter, his specific qusstioDS and lQ' replies 
thereto, you will haTe no occasion t o teal aggrieved. 

I am not acquainted with Ill'. Laaser. Ria 
letter was aDSWerod as a matter ot course , as is all 
ottiee correspondence. I was surprissd that he should 
make it public or t hat the newspapers should think it 
worthy ot any notice since it contained no news or, tor 
that llllthr, anything that was not already a -tter ot 
public intormation. 
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I -- M:f ~-~ I - aaa r *a\ paale4 b7 
7011r reteraoe to ~he Ba4&ft Mn..... Th- ..., 110 
MDtiOD td or reter.aoe to the Ball.cn MeNep ill ~ 
lnhr, w}.ioh ...te 110 reo 4•Uoaa --~~er wUh 
reapeo~ to the ~~, worldJI& baluoea, or e:rq other 
Mtter ud, therefore, oould raot be rep:t'de4 •• ill e:rq 
n:r in oollfiiot wUh the Bu1get Me•aqe. 

Aotual.l)-, u I thoqgbt 70D. lain, I ban r..a 
the Baaget ••aaa• with creat oare ud a~ 

• failiar with n. I regret ap1n that before ettor4-
1llg- an opportliUty to pn J'Oil the taota ill tba 
Mtter, 10• aho'Rl4 baTe -ae ~ at a sr- OOD­

foreraoe that - oal7 ban tba etfoot of atirriliS wp 
a4Torae n-papco ._ ... t . 

Honorable llem7 Mca:aaathaa, •r., 
S.oretU7 td the orr-a..,., 
Waab1JlatCIIl, D. 0 . 
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11r, De:rid Laaaer, National President, 
Workers Alliance ot Aaerica, 
930 11 Street, l{orthweat, 
Wash1Dgton, D. c. 

Deer 11r. Lasser: 

february 9, 1940. 

I haTe your letter ot February ~ 1n which you inquire 
aa to C84h reaourcea antleble to the Adain1atrat1on, without 
turther legislat1 n author! ty. You aantioo specifically the 
stabilization tund, the power to iaaua a11Ter oertiticatea, and 
the Treasury ' s working balance. 

Under the Oold ReaerTe Act the stabilization tund ia 
aTailable fo~expenditura under the dir ection of the Secretary 
ot the Treasury "tor any purpose 1n connection with carrying 
out the prortatooa ot thia section, including the inTeatllant 
and reinvestaant in direct obligations ot the United States of 
any portions or the fUild which the Secretary or the Treasury, 
with the approTal ot the President , - y traa tl.ae to tillle de­
teralne are not currently required tor stabilizing the exchange 
Y&lue of the dollar." I em advised, howeTer, that it would re­
quire legislation to apply the tand to aeet current expenditures. 

Ae to siber, I aa intonaed that approxiaately 
$1,500,000,000 would be aTailable by aonetizing the ditferanoe 
between what baa been paid by the Treasury tor the allnr and 
the official price of tl.29, and that thia would not require 
legialation. 

The Treasury's work1ng balance aa or today i s approx1-
aataly t l,600,000,000. Tentat1Te eat~tes aade i .n our ata­
tiatlcal dirtaion indicate that without any new financing the 
balance will not tall to leaa than $1, 000,000,000 at the and ot 
the present tiacal. year and aey be somewhat aore than that 1t 
aalea of so-called baby bonds continue at the Toluae at which 
they han been selling ot late. I understand that prior to the 
adTent of the present Adaln!stration, it waa not ouata.ary to 
keep working balanoee i .n axoees ot $250,000,000 or $300,000,000. 
In addition, aa you point out, there ia the unused authority, 
under the Tbc.aa Aaendaant, which prortdes that up to 
$3 ,000,000,000 of currency may be •issued only for the purpose 

. or meeting aaturing federal obligations•. 

p 
T 
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11r. Darld La .. er -2- Pe'bruarJ' 9, 1~ 

PiDally, you aalt wbat the eooDOalc ettecta would be ot 
using euch tmda tor increaaiag work and 00111- buy1ag power. 
The Gonr1111ent can apand only whet Congreee autborhes and appro­
priate&. To the extent tbat these tmda were used to aeet woh 
expenditures, it would avoid an lncreaae in the public debt but 
conauaer bUTiDS power in t he henl\a ot the l ow inccae grcupa would 
not be increased thareby unless lncreeeed expenditures were TOted 
b7 Congreee. · 

• • 
• 

• 

• • • 
• 

Very truly yours, 

(signed) M. S. Jecles. 

• · S. Jeclea, 
Che1rMn. 
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1IORD2lS .ALLlAllCB 01 AIORIOA 
Rational Headquarters 

930 Jl street, H. w. 
Wuhington, D. o. 

Bon. ll&rriner Eccles 
Cha11WIIl, Boe.rd ~ Ooyernors 
federal Reser'f'e Boe.rd 
Washington, D. o. 

Deer 11r. Eccles: 

February 5, 19.0 

I haTe been in1'or111ed, in connection with the current dta­
cuaaion on our publ.tc debt 11111 t end the etteot ot thla on goT­
aroaent expenditures, that there are conaidereble reaouroea 
enilable to the AcbltnistraUon toda7, without turther legtala­
tln euthorit)". 

11:r undaratandtDS ia t hat these resources tor aeeting current 
e:r:psnditures can be used without tncreeeing the debt l .illit or 
without turthar tentlon. 

y 

Among the tunde I u referring to are a two billion dollar 
stabilization tund, one billion dollar power to iaeue silTer cer­
titicetea, one and one-halt billion dollars excess in the Treasury' a 
working balance, OTer normal requir•ents , totalling tour and ana­
halt billion dollars . The last tigure is baaed on the teet that 
the '1'reae11r7' • worlting balance toda7 is about one billion eigllt 
hundred allllon doll.ara. The usual practice is to •1nta1n a worlt­
ing balance ot about two hundred ntt:r aillion dollars. 

This tour and one-halt billion tt.gure ia in addition to the 
power to issue three billion dollars ot additional . currane:r, not 
apecial1:r backed b:r gold or ailTer. 

I wonder it :rou could intora u ea to: tirat , whether theae 
figures are correct, second, whether, to :rour knowledge there are 
additional tunda that can be used tor aeeting current a:r:pandi turea 
ot the goTenaent without turthar lagialation or without tncreaaing 
the debt 11111t, and laat, :rour TiiiiiPOint aa to the eoonollic etteota 
ot using such tunde t or increeJ1ng wortt and c0D.81aing poeer in the 
hands ot the low 1ncoaa groQPa. 

Appreciating an:r intoraation :rou M7 giTe M, I .. 

dl/Uc 

Very tl'Ql:r :roura, 
( atgned) Dartd Laaaar. 

Dartd Lasser 
Rational President 
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THE SltCIUTAI'tY OF' THE TREASUI'tY 

WA8HlNOTON 

hbraazT 29, 19.1,0. 1 

I_. 'Yf1rT glad tor~.,.. 7oor letter 

becauae it gl.vea ae Ill oppol'Wdt7 to eq to 

tlWllc about ;your lettar ot hbruar)r 9 to 

pnhHahed 1n the 11ft York Tia• ot llcoda;r, 

hbraazo7 :n' 
trm~11bat I 

Lauer, mioh wu 
bruu7 :36, a COSI7 

dated hbraar7 s, ot *ich, together with Luaer•a letter to 

7011wre good eDOQCh to eiiCloee. 

I d1.d -.lae the eta~t at lilT 11 conterence on Jll:mdq 

Ulat I thoucht 1 t would. be a good idea t both ;you UICI Lauer 

were to read the l're8i.cl.ct1a Bao:Saet Jlfl~~· ftle a:pl.aDaticm of 

Ulat eta~t 11, I thinlt, quite e. tu .. r •e q•et1C.:~~ to 

7011 1ncl. ;your repliu wra di.reotecl. •ttare ot bud&et and. tiecal 

poliq. b badcat and. tilcal of the lc!w!n1atrat1cm tor 

the wnent IDe!. -'"8 tilcal 78111' were authoritat1~ outunt4 

1n the Budget lleenge tor the tie 78U 194].. 

ICY om cCIICern with Oo'l~.ct tilcal pollq, I th1nlc J'Oil 

will lii'M• is u ~diate u , bllt I eholllc!. teal it dil-

tinctJ;r ~tor .. to at t to indicate pu.bl.1cl7 ~ 1n 

*ich tbe l'rMideDt'e tilcal ooalcl be i.wplv;ed. Yov. eq 

that 7aur letter ._. c to ate~te of tact, bllt wbeD 7011 

po1Jrt out that prior a u- _.. ocmtent with -"er 
-'cine bale- - mel. ri t 1D7 at~t to nph1n the p~t 

jult1ticati.= tor a larger ricin& bele1!041 - it - qo.ite eri­

cl.mt to • that :r-are, iat-ce at leaet, or1tio1e1ng or 

suggeeting •""''""t ot Jlloeaiclmt•e tilcal poliq. ftle -• 

1nhraDce 11 contained 1n lUting of other tiecal ru-
that ll1cbt be utillaed. 

90 

Y011 aq that J'Oil at a loee to '" ~ 7011 ooalcl haft 

l'UpCilcl.ed to the 1Dq at all withOilt a:iTin& tb-. J)aNlT 1act1il&l 

IIIHVI. U :JVU will l'llit- to~~ I th1nlt tbat :J"'IIl ~ 

with entire prop&i.eV e rupaaded that the attara ot eiob Jl&o. 

hner wvte .m em be aoucbt intomati.= did DOt hll withiD 

tha eol.e j'arild1ct1CIIl ot taw 8oerd of Gcrftmon. 
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'flJI 'fll'Jiftf~ ~'ll~'! l!Jtf i 
~.! . • ~ ;:i !if~~- ~·~·i H ~1~~ H 

.r ' • ..-.L4 

- ,~· ~lflif!f 1 tfl: ·;~!~! 

~='firr '·' f~t'(•'·~ ll r r ~ r~ r-
~r ~·~ l;r:J!f ! ol ~ · ·· . -

~~r~~~'IJ ~ 
-fll ~~~llfi{ lrH !ilif•• ~~-f 

~i1~1 lr l!Jt:ljf ~flirf1• · jlr~ j,lf 11''1 1 ~ 1 1t[r~ ~ I~ c..o 
~ 
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., .............. I 

l-...., elM te .....tw 'jp o1.......,. 111 
'Ill I 1\ -- .. - CJ '" .. W ,.. I'Nifdl' -.t J 
*Ilk &MU 1fiiW ... fll JV f lind 1 II as.~! -
,. .. \f .... 111 Ule .. 111ft,...,"{ '.,._,a, ..... 
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*' .. ._, -, l -- ,..,.. ! lr•• , .. u- .. 
,.. _. ~ r 1' •- • .,..,. et\ 'c 'Mil azn1 

J~LSe. a. t 5 3 ' ... a 1 ., ... 'Hr'etp*'• 11r 

tM waw\ _. •• ftiW1 ... .-. .. uau~ •"' at 
ill tM wg ' W I p t• ... .,_, 194\. 

,._ ... ,.._ ... ~ ..... ,.....w .... 
I I 7 7 .. ... .. all ....... ai'daa ._. ... D: 7 1 

• -• U ,_ wU1 :;' • te a WI I\.! \\IIIII .._,.. ~ 
..... ............ 2115 ° ,.._, ..... .,:::. 

I ............... J( at\ t.ftUUQ'•.W- .... 
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1 - 'YWrT clad w ..-lw T- letter ot ~ 71 

l 111 1 1\ clone .. • 1SS : H.r w ._, w 1ft tr.aa, ,..{ 1 
~ aM\ '1'- le"- of ftlu Wj 9 W 111111'14 1 I II~ 11bllb ... 

,.1Mf!le4 111 the._ Y.tt U.. of .._, ....._, 1 a ew 
et 'llldMe -..u.r wttJI , 11 •• letw w ,.. •w JW~~w1 s, 
,.. _.. .... I I &' .. 1 I I• • 
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., .... .....,_., 
1- _,.clad to~ .. 7tlllllr :..t.tar ot ,...IIAI7 :ttl 

*••• 1\ .,_,.. .. c OJI 1 'V • _, t.o ,.,_ INa~,..., 1 

tbillll abftt. :fW/1 leU. ot flllu W) 9 te Dlricl 1 • II~ tlti1Cih ._ 

~ 1A t.he ._ 1!Dft U.. ot ~~ ,..., , a.., 

ot ~ -..u- witll 1 I '• letw t.o 10U MW ~I J, 
,.. ........ 1111 "' to a a's .. 
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ECCLES GITES OURB 
ON SPEOIAL FUNDS 

TMir u .. for Rollof N"dt Voto 

of Concr"•• Ho Saya In 
Letter to Lasser 

Workers Alliance Htad A"trta 
Statement Answers 'Excutt' 

for Limitinc of Aid 

-
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NEWS /ram WORKERS AWANCE of AMERICA 
~ M S1reot, N. W. 96 
WASHNnON, 0. C. 

MEa:;clhoc 4830 

------ -

In a ltU.tr fro• W&zdnfr a. &ee l•• to Da'fld. ~ .. r. laUon&l Pr .. tclut of t~ 

t otter. 1lllance of Aaorlca, releaaod todq .lor llr, r..eer, lt wu reveale4 thclt the .. .., 
r4u!er•l Go¥emmon~ ht.e caoh rotourcoa nf ~4.150,~ availAble for neotlns aurrent 

ctJlOCte! dt.hou.t lncrout.nc tu.oa or tho l'odoral. dobt llm\t. 

w.r . r.cche1 lettor wu tn r .. ponao to a qu.ory fro• Yr. t&nor Mkl.ns speetnc&J­

lt •bcrllt !'Unda awqa'blo 1ft the cold atubllhatton 1\ln4, tll¥er 1\anctt , a.n4 the tr ...... 

Oold. tt&bt.lhaUcn twl4 
Stl•or proflh 
l:xco .. tro:wu.J7 uort::t..Dc 

b.Uance 
!Of.IL 

$2, 000,000,000 
l , "'Jl),OOO,OOO 
1 . yp.ooo.ooo 

$4,150 .ooo.ooo 

Ur, Icueor, ' t.n a staW1110nt rola~lng tho l.ettOl" tod.q <\aclntodl •TMt let~T 

!rot~ t ho oMt ruan of tho Jo4r4 of OoYorncrt of tho J o<\ornl Rotorva loud cltarlT 

tt•o~t thtLt tho tuu.o of t.ho debt llolt , a.a .n oxcueo t or Mt npproprtat1nc w!­

f19tcnt. !\l.nd.J for our aocttU ncoda 1a a lot of t OW\<\ 1.\Nl f\u7 111P"if'Y1n& no\htns. 

lcc:l01 l ot\.Or c lo:.rl7 1Ddlc4toa tMt t horo ~a threo t.a~41At.o source. of 1'\m4t, , 

without twchinc t.ho power of the ..l4.1::11.DhtraUon t.o hwo ltu'CO IUDI of ne• cu_rreru::,.-. 

11\b rc~W \0 ~ Q)l.d. 1\o.'bUtu.tt.on tun4 t ha'fe booD 1D.fo1'1X'4 thnt. tho aoou.nt 

•&tlable it abou\ \wo bllllon dolbn 1Jlt.h.clilt ~:rU.C our O'ID. CtiU't'MC)' onolltt. 

!hit t-c,;o\hcr •Hb \bo llhor tun4 o.nd ozcc11 trOMW7 wottc·t r,« llr&lonc•• Wee aeo.z-

1.7 !he 'bll.lloa doll&re &milob-lo to h:.d b.s.ck U. UUt of DOW !'OC0-11101\ f4'-'aDel.!iC 
:\ltd ~n: 

oc u• : an4 to t;ho p.J.rcholtn,; po•er J,a n"~ unCIIP1QYo4, youth GAd. r~re. knowt.nc 

U:.cu fACts Do rotponotblo offlcla.ll or etat.PGK can ho-o.ri. thtto f'lmd.a oT thl'o• 

~ hh ha.."Wla 1n hOl,l'lOoCOII tt.UovlftG; thie now roco .. ton wl th t to tultor~4 

Zllsory w cr.f.!Alt u•.• 

Tho toxt of tho lo\~tr fro• Mr. lccles tolloWII 

I han )'CN.r hUor of J o'bNAry 5 1n which 7<N lAq\llro '\6 t.o c.u.h , t~o.aureeo ... 

•o.Uablo t,o tbc Aclainl•trattoo , '01thout. tur\hoJ' lo«ielatl'fo authol'l\.-1. Yw 1:10ntlOJ'J 

a))Oetftc.U., lbo etU tlhaUon. f'wl4, tho po• n to !two ell.-or cor~Ulcat.ee, and 

t-ht ~··work LAc 'baluco. 

Ua4or Ute ~14 looonoe Ac\ tbo ebbUJJA\lcn toa4 lt ••oJl.Ablo for t!~bu'c 

tlAAer tho 4hocUon of \ho Socroto..ry of tho ~...,.__,. •for erq p.upoao ln couee-tlon 

With car,.tnc aut tho pro•hlone of thla secUoo, lAclu.41ac tho t.Dntt.MI!l\ and. re-
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• 

I.JiyoetDODt in cUrect obllptln~~e of tbo UILUa4 1\a\oe of 'II( porUODe of U.. f\m4 

~"'ell tho l ocrotQI7 of tho 'lrOI\W1"7, moth tho ""'ro\'l\1 of tho Proddont, IIC' fro• 

uac to Uao ~otoro\nc aro not curron\~ rotU1ra4 f or eto.bllhin« t ho exc~ 'talue 

of t ho dollAr , 1 I 011 ClltYhod, bowCYo!', thAt 1 t lfould r cqu1ro lo.Pelet.tlOil to ~ 

tho fllnd to acot currcmt oXPOD41 turoe, • 
Aa to eilTor, I oo 11ltoi"DCd that approlliatcq $1, 5QO,OOO,Ooo t10Uld b. ll'railalllo 

by DCnothlns tho c!1 ftorcnco bct~c<m llho.t ha. boon poid by thCJ 'lronm17 for tbo '11-

vor Mel tho off1c1et.l price of $1, 29, nnd that thi' would not r oqui~ lochl4U~. 

1'ho 'l'rcoau17'• oork1ng bet.let.nco o.e of todlv 1a CWlPro:dct\te~ $1-.600,000,000, 

Tonbtho eatit>:>ho C>de 1n our etntiot1cet.l dirldon lnt;Uct>to thet.t mthout .,q !lew 

fln311ClDC tho bet.lt~~~co Tl'ill not fall to lcea tlvm $1,000,000.,000 nt the cd of tho 

proeont tiacet.l yeet.r sn4 ~ be aoaeuhat aorc than t.h4t 1f eet.lca of ao-eet.llod b;\ll!r • 
bond• continuo :>.t tho Tolumo 1\t ~ \bay het.To 'boon aolUng .of lAte, I Wldoretnnd .. 
th,t prior to tho a4Tont of tho pr-t,~nlatret.tion, 1t ,__ ~\ CllltoMI'f,., 

'- ,,. 
lcoop work !Jig bolancoe in OltCO .. ,.t ~.ooo or $,o,ooo,ooo .. ~!I adt'J tlon, ae 

1011 J!Olat out, thoro 1a tho w•-' 1111thorl~, Wldor U.o !he~ ) 1 demit, which 

PI'O't'i doe tlnt up t o t.J,ooo,ooo,ooo of ~anq na.Y bo 1 h eued ~ for tho puopoao 

of acotlnr, t>;\turlns lodor~ 1\\aao.tion~,• 

linnllT, you 48k llho.t tho ocononic. otfoch "ould bo uainr, ouch fiiiiO. tor in­

croulna !?Oric and conwoor 'b\ql ll4 po'CI'or, !bo OoTorna011t con sp011d ~ -11111\t Ccllgr.t81 

• • • authorhoa Md CWll>roprln-.. to tho oxtont that thoao flmdl wtre uaod MO\ 11211 

"Pondlturoa, it wwld ~ aa lllcronao 1n \bo :pu.bl1c debt but 00!1-r 'baTiliC powr 

1.J1 tho Mndl of tho l omnc- ere• -u DOt bo lacr.uod thorolv 'lUll- lacr-od 

oxpont\ituroe 'CI'Oro TO\od lit' Ooacroe•. 

• 

' ' 

N,S. Jccloa /•/ 
CbGl..-

f 

• • 
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OOD'IDD!UL 

DATE Pebl'UaJT 281 19110 

Do!leatic high-grade .. curitiu aarketa haYe r~ned \ 
quiet dnce earlJ in the aonth. 'rhe aYerage Jield of 
all loDg~-tel'IR 'rreaau-q bonds stood at 2. 32 peroent at 
the oloae on 'flluda:r 1 rebll'l&arJ 27, the eaae 7ield a a 
three wee.lts earlier \Chart I) . !hie etab1litJ haa 
been renected 1n all aaturlt7 groupe (Chart II). 

The data on the distribution of the iaauea to be re­
funded indicate that the JUne notea are hdd l&rgel7 
by oo•eroial banks and the rederal Resene Open Mar­
ket Account. The tiguree on the 3-3/8 peroent bonde 
are atr11ting because they indicate that onl7 a &~~all 
proportion ot thia i ssue le held b7 banks in New York 
OitJ. 

In the past tour Jeara, the YOluae of 1 short1 Un1tec1 
Btatea GoYernaent securities (direct and guaranteed) 
haa 1flcreaeec1 b7 $3.2 billions, an uount equl'l'alent 
to alaoat bal.f ot the 1.ncreaee in the aaount ot 
marketable publlo debt eeourit1ea. 

WMkl.7 reporting aeaber bank holdings of United Btatea 
bonde, notes, and ~nteecl leauee haYe reaained 
relatiYelJ unohanged tor the last f1Ye weeke. Bill 
holdinge haYe cleolinecl ae a reeult of the oontraotion 
in the Yoluae of billa outatanc11ng (Chart III). 

June bond holclera haYe a real alternative to a retuna.. 
ing otter -- an alternatiYe whioh aight beooae attrao-. 
tiYe it the new 1aauea aell under loo-27/32 While the 
boolta are open; that ia theJ oan obtain 27/32 of a 
point in interest b7 boid1ng their bonda until June 15, 
or approxiaatelJ that aaount b7 aelling th• to ••e­
one e1 .. Y1ll1ng to clo eo. 
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secretary Morgenthau - 2 

I. !he Oondi tlon ot the Market 

Dome stic high-grade securitiee markets -- Government, 
corpor4t e , and municipal -- have remained quiet since earl7 
in the month. The average yield of all long-term Trea8UJ'7 
bonds stood at 2.32 percent at the cloee on Tueada)', Febru­
ary 27, the same yield as three weeke earlier (Chart I). 
That this stability has been reneoted in ali matui'ity 
groups is shown in Chart II, in which the pri ces and yielde 
of issues representing th~ varioue sectors ot the market 
have been plotted daily sinoe the first ot December. 

High-grade corporate bonde have also shown only 111nor 
changes during the past three weeks, our aTerage ot the 7i eld 
ot su·ch i ssues having moved within a range ot only one bash 
point. lfi th respect to municipal bonda, the Dow-Jones average 
ot the yields ot twenty 2~7ear bonds has re~ned unchanged 
since February 3 . 

Trading i n the market tor United States Government 
aeour1 ties was carried out at a slow rate l ast week.. A good 
demand was in evidence tar •rights• and tor several issuee 
ot Treasury notes and the Shorter guaranteed issues, acoor4-
ing to t he confi dential le r ot the Federal Reserve Bank ot 
Hew York!. ut int est was rtioular okin tor the 
len eat Tre sur bon wor e in mo e e 
supp y nt 

II. 2'he Iasues to be Refunded -- 'lho Holds Them 

I n view ot the size ot the Karch t1DaDcing (aggregate 
caturltiea amount to $1, 091 m1llione) , it would be deairable 
to knOll at 1:h1e time which olaeeee of 1nveetors hold the 
caturing notes and bonds. It would be particularly i nterest­
ing, moreover, to co~~~p&re , by olaseee ot holders, the distri­
bution ot the notes with th8 dietribution ot the bonds. 'fhe 
notes, it will be recalled, were or1g1nally issued as eJ&ort­
term aecuri tlea in exchange tor other ehort-term seour1 tin, 
While the bonds were originally 1ssued (in 1928) as long-tel'll 
aeou1•1 tie a tor oaah and in e:rM•nge t or other lgng- term 
aecuritiea (Third Liberty bonds). · 

There 1e, however, onl7 a limited amount ot intor-.tlon 
with respect to the actual aaounts of particular issues held 
by the various classes of seour1t)' holders. !he 110re oo~~pre­
hens1ve stat1stioal data that are a'fallable -- such ae the 
Federal Reserve nr1es on seour1t1es owned b7 weekl.7 report­
i ng member banks -- do not bi"MJt down holdinge b7 ie1111es, and 
no system ot direot inquir7 ~ obtalD tills int~tlon is 
available at tb8 preeent u... 'Bw ftp-es that we do haYs, 
have been obtained troa ftl'ioue iiOUI'Qelo !hq are ebown in 
the tollow1ns kble: 
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s.ore~arr .. rseatllaa - ) 

D1e~r1baUoa ot hnee te " Bet\ulllecl 

Bolclu 

Oommero1al ~~ 
~ Hew York 01tf aat1oaal banke 
All Hew York 01 tr weeklf reporUq 

Stah ... bll' banke 
3 Oh1oago aaUoaal banke 
o Other large aat1oaal banke 

13 Other large aat1onal bank• 
Sub~ot&l 

Savi ngs Banke - 200 bank• 

Insurance Oo~e• 
2 Large lite 1nllll'Uloe ooapan1ee 
Other 1nauranoe o02J)&JI.le1 

Federal Reaerve Open X&rket -'ooout 

Government ageno1ee and truet t1lDc1l 
!ot&l aooouted tor 

Hot aooounted tor 

''""f''• ofaW/2'• ef 
I 9!0-!J I .J1aae lf!o 
(ll1ll1oae ot 4oll&re) 

0 37 
6 46 
0 ' 53 ~ 0 

..51 l6il 

5 lo cl&ta 

2) 0 
5 35 
0 1)7 

_l. 0 
93 3liO 
~ m. 
353 7311 - -

llote: Hpru are for Yarloue aat.. between beoiiber. j1 I 19}8 
an4. rebl"U&l'f 21., 19'K>. !hq were .uppl1ec1 bf the o-P­
troller ot the CQrrenor, the reder&l. Jleeerve Boal'4, &Del 
Poor' 1 Publ1ehlq a-pan,. . 

InadeqU&te •• ther ;!1i the aboYe t1guru are etrntng be­
cause ther ehow woh a proportion ot the }-)/II percent 
bonds held bf lew York Cltf banke. Oute1de ot IP York, the 
twentr-two large aat1oaal banlte tor Whloh we han 4eta1lec1 cl&ta 
on eeour1t1ee owned appe&l' to bol4 a relat1Yelr ..all proport1oa 
ot the hwe. Oalf t53 111ll.1one ot the 111111e ,., 10 looatecl, 
11A1Dlf 1ll the porttOl101 et Wo l&l'lre banklo 'fhe t1pru w1th 
respect to the hae aotee are ure lntoi'II&UYe. !heJ 1A41oate 
that th11 hne 11 hol4 l&l'lrelf bf -•ro1al banltl ucl bf the 
Federal Reeerve Opea Kart•' Aoooaat. 
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secretary llorgentbau - 4 

III. 1he Volume of Short llatur1 ties 

It has been frequently urged during t he past f ew year s 
that t he action of the Treasury i n refUnding note maturities 
nr1nc1pally into long- a.nd medium-term bond issues bas 
resulted in a steady decline in the volume of short-term 
Govemmsnt seouri ties outstanding, and that this decline has 
impaired the liquid position of tne banking sy~tem. I t i s 
particularly interesting before each financi ng, t herefore , 
to direct attention to all the statistical facts relating 
to t he volume of ehort-term Government securities then out­
standing. 

The relevant figures for the last f our years are pre­
sented in the table bel ow, which oo~ares the trend of the 
total ma.rketable supply of direct and guaranteed oublio 
debt i ssue s with (1) the aggregaw volume of 1 ehort• market­
able i ssues outstanding, and (2) the volume ot such i ssues 
oell1ns a t prices otter1ng ·some posi t ive return to the 
investor . "Short• issues are considered tor this purpose 
to be all direct and guaranteed obligations which mature 
within five years, plus all t hose securities with a coupon 
rate of 3 percent or higher whi ch are callable within five 
years, but which mature a t some l a ter date. 

Dec. 31 

1935 
1936 
1937 
193S 
1939 

!Jarketable supply 
ot public debt 

seouri ties !/ 

1 Short• issues 
TOtal AmOunt selling 

: amount : on a positive 
: outstanding yi eld basis 

(In billi ons of dollars) 

33 .3 
36 .S 
37. S 
39. 0 
4o. 2 

15. 5 
15.1 
15.4 
14. 9 
l S. 7 

13.0 
13.S 
13. 7 
9. 9 

13. 3 

17 Excludes special issues to GOvernment agencies and trust 
funds, United State s Se.vings and AdJusted servi ce bonds. 

101 

It i s apparent f rom the table that if high- coupon call­
able i ssues are taken into account, t here has been no shrink­
age in the volume of abort securities during recent years. 
Tne total volume or such seouri ties, a s a matter of tact, has 
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secretary Xorgenthau - 5 

increased by $3.2 billions 1n the past tour 1ears, an aaount 
equivalent to almost halt ot the aggregate 1noreaee 1n the 
amount ot aarketabll publ1o debt eecur1t1es (direot and guar­
anteed) during the period. 

!02 

The incr ease 1n the •oluae or short eeour1ties has been 
due princi pall7 to the aere paseage or time, which has brought 
into t he picture a large Toluae ot longer-tera obligation& 
which were iasued soaae 7eara ago , and Yhioh haTe nov beooae, 
and a r e regarded bf the aarke t as, relat iTel7 short-term iasuee. 
All ot these issues are eelling at prices to 7iel d lees than 
l -l/4 percent, and, unleea a radical rise in interest ratee 
takes place in the next taw 7eara, the1 are all likel7 to be 
call ed on, or ahortl7 attar their earliest call date. 

From the Tiewpoi.nt or the inveator desiring t o obtain 
a positive 7!eld on h11 purchase or short securities, the 
figures 1n the last coluan or the table are the aoat eign1t1-
cant. There wae a lharp decrease in the • oluae or positive­
yield short securities i n 193g, it appears, but the Toluae 
of such securities has nov returned t o the l evel existing trom 
1935 through 1937• The decline in 193g was due to a oombi­
nat1on or oiroumatanoes. The bill volume was reduced abarpl7 
and a l arge volume ot lhort notes went to a negative 7ield 
bae1e. Neither or these !actors were reversed in 1939, and the 
current i ncrease is due prinoipall7 to a greater than usual 
volume or securities or oseing the aomewh&t arti tioial deadline 
between a six-1ear and a tive-1ear •aaturi t71 dllring the past 
)'ear. 

IV. Balik Boldi!!gB or GoTerDIIent Securi tiee 

Week17 reporting aember bank holding• or United States 
bonds, notes, and guaranteed issues haTe remained relatiTel1 
unchanged since the middle or January (Chart III) . Bill hold.-
1nge have declined b7 tgg millions, hoveTer, aalnl7 as a re1ult 
of t he oontraotion in the voluae or 1uoh issues outstanding. 

!here haTe been aoae ahitta in recant week• in the classes 
ot United StatBB seourit1ea held b7 the banks in the different 
o1t1t~. These ahitts haTe not been large, boweTer. !re&IUl7 
bills han been goinC to b&nka 1n )U.nneapol18 and St. Louis, 
while the Chicago banka ba•e been acquiring guaranteed issuea • 

• 
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v. 

At the oloee on fueeda)-, hbru&r7 27, the bid tor the 
June bonds stood at 101-24/32. Allowing tor interest that will 
e.ocrue between J'ebru.a:ey 27 and Jlaroh 15, the market waa bidding 
approximately 1-19/32 tor the right to obtain on Karch 15 the 
new seouri t1ee ottered by the freaau:ey in exchange tor these 
ma t uring obligations. 

In making up their mlnde whether to accept the retunding 
offeri ng, the holders ot the June bonde will tind that they 
have a r ea1 alternative : 'l'he:r oan obtain 27/32 ot a point in 
i nterest by holding their June bonds trom Karoh 15 to June 15 
inst ead ot exohang1ng them into new eecurit1es. B7 so doing, 
they can ob tain a return on 3 month's mone:r equivalent to 
)-3/g percent per annum. This compares with a return ot 
.005 percent obtainable on an is sue ot 3 month ' s frea8U17 bills. 

'lhis alternative would beoome quite inviting - and m1gllt 
attract a a1gn1tioant number ot holders ot the maturing bonde -
1t the new issues sell under l OQ-27/32 while the books are open. 
That muoh premlum could be secured merely by holding the lesue 
to maturity (or approximately that muoh by selling it . to someone 
el se willing to do so) and the new issue, it still desired, 
could be purchased in _ the market at the lower price . 

The situation presented above is not a new one , it should 
be poi nted out -- it alwa;rs exists at financing operations in 
'llhioh t he Treaau:ey otters to retund an issue in advance ot ita 
maturity date. It has been ot onl7 m1nor importance 1n con­
necti on with the advanced refunding ot Treaau:ey notes during 
the !l&Bt two ;rears, however, because the coupon rates on the 
maturi ng notes were relatively low. 'l'be e1 tuat1on is different 
tr1th r espect t o the Treasury bond maturing at this ti~~~e, because 
the i s sue carries a relat1Yely higll coupon rate -- 3-3/~ pel'­
oent --and the point at Wbioh it becomes profitable to hold 
out 1e muoh higher (27/32 on the bond, as against 12/32 on the 
June note). _ 

'l'he "rirst Boston Corporation made the foregoing problem 
the subject ot a recent circular letter on GoYernment securi­
t i es . For your oonven1enoe, their proposed eolution ie summa­
l'ized below (the figures are illuetratin onl;r)l 
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The i'reasury would otter an iuue ot new 
aeouri ties tor cash and refUnding in the IUIIOUnt ot 
$1, 250 millions. Holders ot the maturing iesues 
lfOuld be i nvi ted to t ender theee issues i n exchange 
and would be prom1sed tull allotment. Cash sub­
scripti ons lfould also be i nvited, but with the 
proviso that cash allotments would be limited to 
the difference between the total ot the exchange 
tenders and t he size ot the issue. 

Let us say, for example, that total exchange 
t enders under this procedur e amounted to $1, 050 11111-
lions , (The note maturity is $73g millions, and 
the bond maturi t1 $353 millions, a t otal ot 
$l , Q9l millions.) Total oash allotlll8nts, in this 
case, would be l!mi ted to $200 millions. It, how­
ever, exchange tenders aaounted to only $750 mil­
l ions, cash allotments would total $500 milli ons. 
The 1 hold-outs1 would then be redeemed at maturity, 
sufficient tunds t o take oare or them having been 
made available without the necessity ot another 
cash offering, 

104 

The Firat Boston proposal is an int eresting one, It would 
free t he Treasury from the necessity of catering to t he holders 
of mat uring aeouri ties, and it would thus increase the Treasury ' s 
barbaining power, If it were adopted the prices ot rights would 
probably deoline to a level lower than that presently existing 
i n the market. 

It should also be noted that the proposal would requ.ire 
that some new cash be raised upon the occasi on ot every suoh 
refunding. I n the present instance this may be Judged t o be 
a disadvantage • 

• 

• 
• • 

• 
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TREASURY DEPARTMENT 

INTER OFl'ICII COMMUNICATION 

Secreter:~nthnu 

Ur. Haa~· 

DAU Februery 28, 194o 

Su'.,ject : Busin,ss Outlook Meeting held in t he Federal 
Reserve Bo~rd Room on Febru~ry 28 , 194o , a t 
10 : 00 a .m. 

A~ong t hose ~resent were re~resentatives f r om depart ments 
~d ~~ren1z~tions a s f oll ows: 

~. 

De~prt~ent of A&ricul t ure 
Secret~rJ ~e~lace, who served es o~~rmP~ 

! .r. Loui s Se~n 
,r. ~ordecPi Ezekiel 
Dr. 0 . C. St i ne 
kl' . Freder i ck L. Thomsen 

Je~~rtment of Coa~erce 
!:r . R1ch:: rd V. ~1lbert end some members of 
the Etsff of the Bureau of For ei gn and Domestic 
::: omr:ter oe 

Deorrtment of Labor 
Secret ar y Perkins (part of t he time) 
~. A. Ford Rinrichs 

Z;:ecu t i ve O!'f ice of t he President 
.\dl:l1n1stra t i ve Ass i stant t o the President -

Dr . Lauchl1n Currie ~ 
Eur eeu or t he Sudget -

!.:r . Harold D. Sm1 th 
Centrpl Stat1et 1cel Bor rd -

Dr . ~orris A. Cooeland 
Dr . Stur r t A. P~ce 

::!' t 1onal Resources Co=i t t ee -
Lr . Thomas C. Blai sdell 

Federt~. l Reserve Board 
~. Ernest G. Draper 
Dr . E. A. Goldenwe1ser 
l:r . Ronald Ransom 
~. !.! . S • .Szymczak 
Ur . Georbe Te rborgh 
~r . El l iot t ThUrs ton 

Ur. Hnas 
. . 

~he progr aa of t he 
George Terborgh, of 

ceet1ng cons i s t ed of t~o papers , one by 
t he r esea rch s taff of the Federal Reserve 
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Bo·rd, end one by~. Richard V. Gi lbert, of the Denartment 
of Comoerce . Ur. Terbor gb ' s paper di scussed forecasts 
of durPble goods f or the calendar yea r 194o. Copy is at ­
t~ched . On the basi s of his analysis , he forecasts t hat 
tt

1
e Federal Reserve Bor rd index for the calendar year 194o 

l"'ill avern&e bet ween 110 and 115 . He expects that t he 
Federe~ Reserve index for February will be about ! 10 and 
tor l.l/> rch about 107. He thinks the low point will be 
rerched l" bout the middle of the year or earlier. He would 
:.e surpri sed if the index for the lowes t month was less 
t:~rn 100 . He anticipates a rather sbt<rp upturn in the 
econd hrlf of the year. 

I.:r. Gilbert gave a paper i n which he enalyzed the 
!lutlook for the calendE-r year l94o . (This :;:>aper was a copy 
llf the eeme ~rper which you grve me t o read on llonday . ) 
:...r. Gilbert presented whP t he called an optimis tic f oreceot 
r nd a nenei~estic forecast . The optimis tic forecast i n 
ter~e of the Federal Reserve Board index is as follo~s : 

Fi rst quarter, 110 
Second quarter, 105 
Third quarter, 10~ 
Fourth qual'ter , 107 
Averrse for t he year , 106 . 5 

':'he nesei mestic forecast in terms of the Federal Reserve 
Eoprd i ndex i s as foll ows : 

Fi rs t ouarter, 109 
Second quarter, 90 
Third quarter, g4 
Fourth quarter, 95 
Avcr eee tor the year, 94. 5 

~he optimis tic forecast according to his analysi s assumes 
no "inventory• liqui dation and a n increase in e~orts of 
,Jl - l/2 - .}2 billion. The pess i mestic forecas t assumes a 
LJO 'Oercent l i ouidation of "inventory, • and an increase in 
t'X!)Orts of (il - $1-1/2 billion. 

The inventory data which he presented are not secured 
from oom~any re~rts but cone1et of a derived or calculated 
aeries . · To a very l a rge extent his anal ysis depends on hie 
i nt erpretation of this derived i nventory series and h1e 
~xpectation with regard to the level of the export t rade balance . 

In vi ew of t he questions which were raised as to Just 
rhr t Ur . Gi lbert ' s derived inventory s eries meant 1n teres or 
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the business outlook, Secretarr Wallace suggested that 
another meeting be held 1n the near future to see 1t the 
expe1•ts could clear up the qu .. uons which had been raised. 

At the close of the meeting Secretary Wall ace said 
1t wrs imperative that the mattere coneidered at the meeting 
be kept confidential and that no newspaper reporter be 
1ntormed regarding them. 

• 

• 
• 

• • 

• I • , 

• 
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Feb....., 6 , 1940, 

TIIB OUTLOOK FOR DURABLE GOODS Ill 1940 

by 
Georse Terborsh 

Forecastin& is attended at the preaent time by exceptional 

uncertainty, The European we.r, from the standpoint of the American 

eoono~, is an ad•entitioue ~otor both unpredictable and potent, The 

lmpond!nt presidential oleotion may ha•e far moro important reperouaa!ona 

on busi ness sentiment and behaYior than ueual , To make matters still 

worao for the foreoaator, ""appear to be just now in one ot thoao pre-

cari ous periods when producthe act1Yity in •ey linea exceeds the rate 

at which new business is c~in& in , and wben backlogs are therefore runnins 

orr, In ouch a period tho near-term trend of activity may depend on rela-

t !voly Sl"lll difft>renoes in timing, difficult to predict, rr orders re-

oo90r In enough linea before backless run out , the decline in seneral 

act h! ty my be revereod before it has snthored much .. omentumr if, on 

t he other hand , the upturn in orders Ia delayed too loot; , the ~:~<~~~ent1111 

of th~ contraction in production may generate n secondary withholdins 

of orders o.nd precipitate n down-rd spiral of both orders and production, 

The 1940 fOrecnata for durable socda offered in this .amorandum 

are hlsr.ly tentetin, Md will have to.. be rroaed u the yee.r prosre11ea, 

Since the Yiaib!Uty 1a ao poor, only the next few 11011tha oan be aeen 

with any approach to ol~rlty, For this reason, I had originally planned 

to confine my prognoaticationa to the first hal t of ~he yur, Thil plan 

tnve woy to the deoiaion to cover the lancer period, but to center att..ciOD 

on the netU"-tem proapeot. - .. 
• 
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The following dieouselon relates to the present aituation and 

outlook 1 n the finlahing a t agea of durable goods production. Thus it 

covers the manufacture of eohinery but not> production of ateel for 

~chi nary , the conatruotion of buildings but not the output of bulldinr; 

eAt c rlala. Conditions and prospects In the primary and intermediate 

eto;;ea of durable goods production may of course differ rather widely, 

ovor short periods,from those in the finishing linea, A second qualifi ­

ca tion should be noted, tho discussion denla only with the domestic 

d"".And for finished durablt goods , and with ita effect on operations 

ar.d expenditures, While the dQOostlc demand is overwhelmingly more 

l~:~portant than the foroir;n in this f1 eld, some minor adjust....,nts 'llli!J.Y 

nevertheless need to be made in the forecasts for 1940 where foreign 

bualncso is expected to movo during the ycnr in a mttnner markedly di­

<ergcnt from thnt of doJlleatle oommi tments, 

let me first r e view the present situation and outlook for 

nrloua classes of durable goods separately, and try later to pull these 

frav.enta togethe r Into same kind of O'<'er-all picture, 

Public Construction 

The unprecedented volume of public cons t ruction expenditure In 

1!'39, estimated at 3,832 ll'lllion dollars , will not be equalled in 1940, 

Outlays under the PftA pror;ra::r seem likely to be d.,., about a third. 

11PA conatruetlon loolca nt preaent nbout n f ourth lower, Federal-aid 

hlr;hwny expolndi tures will be about the same, Ror;ular Feder al construction 

promlaea to be bir_he r by any 10 per cent, U.S,B.A. e xpendi tures will 

bo up 200 or ! 00 per cent, State c.nd local outlaya on projects not o0111ing 
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under FKeral prov-e will probably be up •oderotely. 1rb1111 oll theae 

cate,orlea are addK tocether • n obtein e iDdiooted deoliD• ot 5-10 

per cent in the ,red totel.- y The toreoeat tor 1940 1a a,no-a, eeo 

million dcllara, It aeeae probable thot on a aeoaonolly adjueted baaia 

public conetruotion ootivity will deollne 1rreculor1y duri~~& the year, 

I t ahould be noted that thh eat1110te doea not include apeDdi-

turo for the buildins of n&'ftl Yeeeela, or for ordnance aDd mlltery 

aircraft, !he expaneion in these itt11a durin& 1940 will probably otfaet 

moat, it not all, of the decline i n publlo oonatr.uotion. We 110y conclude, 

therefore, thot expenditure• for publicly owned plant and equlpMODt coa­

bined will bo aubatontially the aome ae in 19:19, y 

Producere' Oooda 

Rt.llroade 

At the end of 19ll9, C1aee I roi1rooda had !7, 100 freisht oora 

aDd 117 1ooo.otiY8a on order, repreaentins for tbe moat part bualntaa 

placed in the Septt~~ber-ootober atutpecle, • .,. o rdera bne deollned aince 

that ruah to a rather 1 ... ..olu. currentl7, aDd there •-• little proe­

pect of •uoh '-tdiate reo.,.ry, !he e&rrlera jUt now be,. a •it-aDd­

••• attitude, Wi th buaineu activity in the openlJl& phon o( a deolble 

that -.r lut f~r • .,.rol •onthe, and with the tialns and -.ptt\lda ot the 

next upawiD& probl-tioal, the roada will aoon haft oeoaed to worry auoh 

about the proteotton ot tbeir Ill~ trotfio p•k of ~la JKr, !hair 

Y 1 *" iDdeSted to ht.r st-, of the 'IPA, for llelp in derirlll& tlleu 
tltiiiOt .. , Bit endoraeaaeat of til• 1a not neoeeee.rll7 iDpUed, 
h.,..,.r, 

Y lllrpend1tu.ree tor atll~ry equi,._t Mft DOt IIMD iDDluded 1n It' 
dunble 'ooda Mti110tee .. palllllbed. 

• 
• 
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rears of " squeeze wi 11 have been transferr ed to 1941 , in preparation 

for ••l11ch there Is plenty of time, Until tho present business receeelon 

hu hit bottom and given w-,y to a recovery vigorous enough to oall in 

question again the quantitativa adequacy of the equipment inventory, the 

order!~ of new care and locomotives will proceed slowly, 

Some ordering will continue, of course, unless business goes 

completely to pot. The pressure to modernize equipment and service i a 

becoming constantly g reater ae the amount of modern equipment in use 

Increases . Each streamlined passenger train and high-speed freight In 

service intensifies inter- railroad competition and forces the laggard 

carrie re to moderniae to prot ect t heir traffic position, The incentin 

of coat r oduction, moreover , grows constantly more powerful as the gap is 

widened between the performance of up- to- date equipment and that of tho 

more obsol ete port! ons of the existing stock. The diesel- electric 

.,.ltchcr 1s a case in point . Even in the absence of over-all qua.ntltatha 

shortar;ea of equipment, a certain az:tount of buyi~ tor modernization will 

go on , the volume dependinr; lurr;ely on the intene1 ty of the incentive 4nd 

tho finrutclal position of the carriers, 

Without o.ttemptint; to cover hare all the angles involved , I may 

slnply say that large-scale ordering of equipment seems unlikely during 

the first half of 1940, Backlor;a in tho hands of car builders arc pretty 

aure to b~ ~uch r~duced in tho cominr; months (loco.otiTe backlo~s m&y 

faro better), and productho act\ v1 ty in the field will tend to decline, • What ha9pcna in tho second half of the year will depend largely on t~o 

trend of business activity and the expectations of ra i lroad executives 
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11 to tho imminence of equipment ahorte~es, Onloaa business does be tter 

than appears likely just now, a repetition of tho ordering stampede of 

Sn;lt:OI'\bor-Ootober 1939 cannot bo expect ed , For the yellr aa a whole wo 

~)' EUOU freight- car inatllllationa at 60, 000-70,000, and locomotive 

lnttallationa at 350-400 , with the total of oqui~ont outlays 250-275 

million doll are, aa compared w1 th 210 million In 1939, y Outlays on 

r oad and structures may be guoaaed at 175- 200 millions, against. 1939 

f l sur e of 152 millions, IMking a total railroad expenditure of 425- 476 

millions, 

Electric power 

At the end of 1939 private utilities had ovor 2 million k.w, 

of now t;encratlng capacity on order , of which about 1, 3 million 1a abheduled 

for !nstol lation In 1940, Thia exceeds by about 20 per cent the 1929 in• 

atallatlons, Expenditure• for generating faoilitiea will probably rise 

by o somewhat larger ratio than thlo, awing to" r e latively ~reater In;-

ereaao In tho utount of baaio construction under ,..y that will not ~he 

r ise to curront-yoar lnatllllatlons, and to other factors, but 1 t seem.e to 

me thllt trade cstlmntoa whloh plaoo 1940 expenditures for ~noratlng 

eapnolty nt moro than twice the 1939 figure are clearly oxoeeaive, !/I am 

Inclined t o ollow no mo"' than a 30-50 per cent inoreue. If we aooept 

t rade forecasts for aubatotion, distribution, tran811liaaion, and .tscellanaouc 

outlaya , which ahow an lnoraue of about 15 per oent tor thcee it ... oolleo­

t !vuly , wo get an over-all lnoroaao of 20-25 per cent, The forecast for 

1940 1a 425- 476 milliono, against 573 in 1939, 

115 

Y Thh uti .. te 1nel udeo outlayo for the robu1ld1n~ ot equi~nt. when 
ohar,.eable to cao1tal account, 

. . 

Y Soe, t or o"""ple. the Bleotrloal Wor ld. Jan111ry 13 • liMO, 11o 95. Theaa 
oatt.atee exclude Federal projeote. 
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From the atandpoint of curr ent aoti•ity in tho oonatruotion or 

oleotrlo power plant and equipment , it aeeJU likel y that on a oouonally 

adjuattd baaia it will b~ well auatained at aomewhere a round tho preoent 

lo• cl tor most, if not all , or 1940, The work ia already on order or ln 

proccu ond , be rring ecae draatlo change ln the outlook, will be puahed 

to c""'plotlon, From the atoudpoint or new orders and projects initiated 

during the :;ear, the proepect 1a more obaour e, The S, E, C, drive tor oom­

pulacrJ unifienti~n of holding- oompany systems baa aggravated existing 

W\cortai ntics f or c condderable portion of the i nduetry , and i a likely 

t~ couso s OClc retardation or ca pital cOCIDitmenta becauae of doubts aa to 

tho lll t ur e control of cortoin properties a nd aa t o arrant;emellta tor financing 

e•pltal outlays, To thi s frct~r must be added the influence of the deoline 

In budncaa activity now under """I · 

'te lephones 

Th< prolilllinary f orecast fo r the telephone i!l4ustry enrlaagaa 

copltrl outl ays in 1940 only al1 Ghtly higher t~.an in 1939, say a round 350 

mi llions, • • ~&ainst 333, Since e xpenditures in tho laet few montha of 

1~39 wer e runninc; (seo.aonally ndjueted ) e.t e.pprox1natoly the annual rate 

lndlcot ed by t!:ia foreo~at, wo nay infor that their oourae during the our­

root ) <~r will be s1dew1eo e t acmethlng like tho prt>aont 1e•el, 

Tre.nait 

The Transit Journlll forecuta 1940 outlaye t or the industry at 

11~ ::i ll!ona , up aligh~ly f r om 107 i n 1939, I hue no infoMIII.tion •• to 

t hf course o f expeudituroa dur ing 1939, but seaaoD!llly ftdjuoted they wore 

probably aboYe thG annunl t.?Orage in the latter part of the yec.r , and the 

lnd!cction 1e thnr ot or o for t1 aidewiee aon•nt durin& 1940. 
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~ utilitlea 

llo reliable toreouta are currentl:y nailable tor 1940 capital 
outlay• in the pa and pipe- line induatriea, the prinoi J.l ooaponenta ot 
thls category, AI a aheer suess , we •:r aa:y 140-150 ailliona tor the 
classification as a whole, asainst 1~6 in 1939, 

l.!inil!li !!!! llanufacturi114 

New or4era for minil!li and manufacturing equipment underwent a 
tharp apurt in September latt to a level aomewhat above the average tor 
1937. Since Nonmber they hAve a pparently been reeedil!li, though at a 
moderato r ate, Some recoseioo was natural after the fall apurt , which 
represented in pert a "borrowing" of fUture businets, The coincidence of 
this let-down with a decline in general ioduatria1 activity, however , 
indicates the probability that orders will continue dowmoard for acme 
time. I do not anticipate a repetition of the precipitous drop of 19~7, 
neither clo I now expect any eigniticant recovery much before the one! of 
the fi rat hAlf, though I certainly abould not deny t hat under war-time 
conditions onytbin& can happen. The outlook tor the aeeond half ot the 
)'Oar 1a obscure, and no forecaat ct.n carry much conviction. ICY sueas 1a 
that an uptrend in orders for induatrid equipoent will be ettabliahed 
cllll'ing the period, 

F1'011 th" ttandpoint or acrti vi ty A the producti- or thh equip­
"ent we must reckon with the auataininc efftot" or lar p backlogs or UD-• filled orclera in .. ny linea, It the pro~oaia tor new ordera ia correct , 
t here will probabq be •- let-c!CIWI1 in activit)', h.,....r, bepnniDC 1D 
the near t'ut\lre and lutiq watU ordera ba- point..S u.-rcl. 

• 
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In view of the uncertainty attendiJIS the foreoaet for the 1 eoond 

half of the yea r , any figure for expend! turee on llllnln,; and •nufaotur ­

!n,; equ!pm•nt in 1940 must contain a wide martin of error, My guea1 ia 

1,800-2, 100 m1111ono, a,;alnet 1, 650 for 1939, 

or min1JIS and a:anufae>turing plant expenditure&, the larr;eet ooe­

pone~t conshte of outlaya for the drlllins of oil and gas wells, The 

t rend wu upward i n 1939, due largely to the openi114: of eome important 

~ow fields , such as tho Illinois field, Drilling in the older Texae 

end California areaa was lower than i n 1938, Conditions in the i .ndustry , 

lr.to which I need not go here , malce it e eem i111probable that the uptrend 

In total drilling• will e>ontinue through 1940& indeed we will be luc~ 

t o mointeln the recent le•el , That tte year ae a whole will exceed 1939 

somewhat seems lllcely , however. The eetlmate ie 600.650 ml llione , against 

550 in 1939, 

As for factory conetruction, the ini tiation of new project• ia 

expected to moY8 generally •idewiae during 1940, on a aeaoonally adjuated 

baa!a, Conotruction activity , alao &djuated, may hold near the preaont 

lo•ol , and for the year ae a whole should materially exceed 1939, Ex· 

pcnditur es arc forocaet at 26Q-300 millions, against 200, For mining 

and ~~nufac .. r ing plant lnoluding oi l wel le, tho prediction io SOO.l,OOO 

mil Uono ,y as compo.red with 775 in 1939, and for plant and equl~nt 

eocbined it is 2, 700.3 , 100 mllliono, against 2, 425, 

Ca.mercial &nd mlacellaneoua 

The outlook tbr cquiP:ant orders i n thia rteld , and for aotivlty 

in the fabricAtion of equ ipment, reeemblca in ,;eneral that for equipment 

in ~!Dint and manufacturin«, diacuoaed aboTe, Suf fice i t to aay that the • Y Including a ,,.11 allowance f or ainiJIS develoP'Ient, 
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treut ot - o"'er• appear• 4-"• Ulll h 1l118q to ooatt.. eo tor 
·- u ... ud tbat aoth1t, will probabq UollM 11 bat ae baolllop 
ano 4eplete4. The proepeot D1'Nf'tbele11 h tor u expelld1ture 1A lMO 
1.....mat hipr tht.ll ln ltllll, the toreoaet be1ac 

aga1Mt 1,360, 

c-rolal aDd lllaoellaaeoua bu1141ac oODtraote, •••-U.J a4-
juated, ahowed aa .apt read 4urlac mat ot 1939, 1 • laolliiiCI to t.Dtl~· . 

pate a generally eldewlae acw-Dt durlllf> the year, on lUI adjueted balla, 

ExperuUtw-ea tor 1940 are toreoaat at to0-4fiO lllllloae, ap1Dit 355 ln 
1939, For plant and equipment oaDbine4, the oaaaerolal aDd aleoe11aneoua 
torecut h 1,900-2,150 allUona, Yerwa 1,106 ln 11139, 

Agrl ou l ture 

!'he outlook tor tara oapltal e,.,.,dit.area in 1940 la alldly 
oDeow-aclDC. the toreoaet belnt; 750-800 alllione, ocapared with 696 

in 1939, I ahall not ....... ture to predict the aeaaonally adjuated trnd 
throllt;h the yee.r, 

· I h&Ye taken eo -h apaoe with tha 41eouaa1on ot ftrlowo 

elaaaea or prodvoer a• coo4• tbat 1 aball t,....t -r•' t;oocll ,.,., • 
briefly, • • 

Boualy 

Por prlnteq _. ~•1111• I aa 41epoeed to predlot • s­
ally aldewiae --at ot •••~q a4jueted ooatraota durlnt; 1940 at 
•-•lntre ~the rMat ln.l, 0a u cq ·, Utare baale, tbh -u 

2,100.2,300 

• 
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It b a loq tiM 111101 I Jan acle a tboroucllcolq aal.J8ll 

or the o.ut..obile 1ituatl011, 'u.s I 4o aat ooaalder 1111r toreout: tor lMO 

a po.rtlculo.rly "l&h'J -· It etude at 2,&00-2, TOO allUou, whtoll 

compo.rea with 2,300 tor l9llll, Retail alee will &ftrac• 

around rooent leTile, with the eeae-117 ..Sjueted trelliS perhape 11114• 

erately dCIIIDirl.rd tor a tn aonthe, 

Rouaebold ~ 

The toreoaat tor tbla larca &Dd heterocea.oue olaaa ot durable 

sooda la 4,800-5,000 allliona, acalnat .,700 in 1939. Saloa in le40 

are not expected to &Tirac• aaoh abow reoent llftla, after all~• • 

ror eeo.eono.l taotora, 

. 
• 

• • 

•• 

• 

• 

• 

• 

• •• 
• 

8~ 

' 

• 
• 

• 

• . . . 

Regraded Uclassified



Contidentit.l 

- 11 -

PreHminAry I Forecast 

eat1matea 1940 

1939 I Range :I 111d- po1nt 

Public OJid Private 19, 237 19, 855 - 21,535 20,700 

Public (construction) 3, 832 3 , 450 - 3, 650 3, 550 

Pr1.-te 15, 405 16, 405 - 17,885 17, 150 

Producers ' 6 ,135 6, 786- 7,635 7,220 

Roil roads 362 425 476 450 
Electr ic power 373 425 - 475 450 
Telephones 333 340 - 360 350 
Transit 107 105 - 115 110 
Other utili ties 135 140 - 160 150 
Mining and manufact ur ing 2,425 2,700 - 3, 100 2,900 
Co~~e ro ial & mis e, 1,705 1, 900 - 2,150 2,030 
A&rioulture 695 750 - 800 780 

Conawnera' 9,270 9,620 - 10, 250 9,930 

P.ousing 2, 060 2,100 - 2, 300 2,200 
Non- profit institut ions 210 220 - 250 230 
Autooob1les 2, 300 2,500 - 2,700 2,600 
Household goods 4, 700 4,800 - 5, 000 4 ,900 

If we take the mid- point of the ranges indicated ~~ come out 

wi th a forecast for all durable goods of 20, 700 millions , about 8 per 

cer.t over 1929 a.nd 4 per cent over 1937, .!/ For publicly owned goods 

(plant only) a decline of 7 per cent from 1939 ia indicated, though the 

Y The r anges derived for the major categories of durable goods by adding 
the terminal points of the ranges for their component series are 
somewhat too wide ae an indication of the probable error in the 
forecasts for such composites, since deviations of actual reeulta 
from the mid-pointe of the ranges for component aeries forecasts 
may be expected to occur in both directions, and to reduce the 
range of error in the composites accordingly, 
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Ng\ITO re:oolns 27 per cent abo ... 1937, !1 Prhately owned sooda ahow a pin 
of 11 per cent o-.er 1939, and an appr oxillate parity with 1937, The pro­
ducers' component of thia category Ia up 18 par cent from last year, though 
5 per cent below 1937, Cons~~~~:era' r;ooda are up 7 par cent , and are 3 par 
cent over 1937, 

Conoluaiona 

These forecasts , the 1'a.llibil1ty of which I wiah to emphaahe 
again, are associated with a foreout for industria l production which 
conte=plates a recession in the first half of the year and an uptrend in 
the second half . This recession ie of course alrea~ under way. Ita 
eravity and duration wi ll depend on many other fe.etors than conditione 
In the 1\nishing branches of dura~le goode production, dlocusaed above, 
but these conditione are certainly an illportant po.rt of the picture. 

While commitments for new durable goods promise to run below 
production In sOllle lines durlnr; t he next r.,., months, and while activity 
In ~oat linea appears to be currently at aa hir;h a level ( aeaaonally ad­
justed) ns It Is likely to r each until commitments have turned up again, 
It 1a alao true t hat because or existing backlor;a of unfinhhed work ac­
tivity In the finlahlt~g linea aa a whole 1a unlikely to recede auob du.ri~~g 
the next t wo or three months at l eut, and will r;o off only r;radually for 
1 while thereafte r, If during this period of resistance In the flnl ahing 
atag"' of durable r;oode production ther e ehould be an u~ of activity 
In the prilllary and intermedi ate star;es, and In the product1on of non-durable 

lf It will be recalled from the 1'ore,;oillg dhcusaion that the lDOlualon or expenditures tor llillta ry and naval equipoent , not included in ~ estimates , would probabl y r educe to a negli gible a.ount the de-cline f'r011 1939, · 
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~oode, a revi n.l or c....t tmenta for new durable sooda lllt.Y check the de­

cline of act! vi ty In the f1n1oh1ns atagu aDd utt.bl1ah a oouourrent up­

trerA for production all olo~~& the line, If, on the other hand, aetivity 

In the earlier ata~ea ot durable sooda production, and in non-durable 

eooda , shoul d be etill in a declining phase when the exhaustion or back­

loge preoipitatee a rapid downwar d mo•-nt in the f!Di•hln& etas•• of 

durable production, the revival of commitments for new durable soods is 

likely to be postponed, and tho downward momentum of finishin~ activity 

""'-Y carry other branches and atases of production ol ong wl. th it. 

The possible conbinationa and permutations of factors in t h!a 

sit uation are innumerable , and the general patterna just outlined repre-

sent of course a gross over-simplification. Since t his Ia not the oc-

easton to analyao other elements In the present business outlook than 

t~oae which a r e th" iaoed!ato eubjoot ot d1aousa1on, I CllD only otate 

-q expectation that oOlllll!.tmenta tor new durable gooda will pretty well 

have completed t heir decl i ne by the end of the f!rat half, and that the 

liquidation of activity In the f!nel atasea of durable production will 

not attain llD)' s roat I!IOIIItntum before it 1a checked, While thil aeema 

to me to repreaent thA balance of probability, all thins• considered, 

It Ia f ully recogn!&ed that a muoh leao fa•orable courae or tTenta Ia 

possible , and may actually matorial!&e, 

-
• 

• 
' 
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DlltEd Ft:bruary 28, lttO 

Rrc 1d llr06 a. m. 

Stcrrtary or StatE, 

Washington. 

482, Frbruary 28. 

FOR 'IREASURY FReel BUTTERWCRTH. 

AskEd 1n tht Bouat or COIIIIIODS wbtthEr in viEW or 

thE failurE of tht dtprEc1ation of sttrl1ng at th£ 

b~ginntng or thE war to bring about an adEquatE Expansion 

of Exports hE will givE an assurancE that in viEw or ita 

gravE EffEcts in othEr d1~£ct1ons currrncy dEprEciation 

will not again bE rEsortEd to as a mEana or atimulat1ng 

exports, thE Chanc ellor. or thE ExchEquEr r£pl1rdr 

"I can assurE th£ HonorablE Mrmbrr that currmcr • • 

dEprEciation will not bE rt~orttd to as a m,rans of <; 

stimulating Exporta by SEEking an unrEasCilablE comprt1-

t1vE EXchangE advantagE . I cannot accEpt his tmpl1oatlon 

that this policy waa adoptEd on thE outbrEak or war, tor 

tbla is not tht cast. • 

Aaktd furthEr 1r that bE tht cast tor what rt .. on 

drprrc1at1on was rrsortrd to 1 n thr rarly months or thr 

war, limon rEpl1rdr 

.. . . . 
• 
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"I think I should say that thE true l tv£1 or stErling 

was b t low that at which it a tood in thE pEriod prior to 

thE war and at thE outbrEak of war WE felt it was a wisE 

step to allow tht pound to fall to a rate which did 

rtprEsrnt i ts t ruE Economic lEvEl , " 

A good dtal or thE compEtitive advantagE arising 

out or tht dEprEoiation or thE pound last autumn has 

now bEEn dissipatEd. Costs havE definitEly risEn dut 

in part to incrEasE in insurancE and shippi ng ratEs under 

war conditions , i n part to thE ris E 1n tErms or sterling 

of importEd matErials and in pnrt to wagE incrEaSES, a 

movEmEnt as yEt unchECkEd or ungrapplEd with, l!owEvEr 

thE problEm of main ta1ning or incrus1ng British txpor ts 

is not yE t onE of costs but ont of organization: thE 

allocation of productivE rEsourcEs, menpoY!Er, materi als 

and Shipping S'PaCE as bEtWE En thE EXport tradES and thE 

fighting sErvicEs . Sir AndrEw D\mcan, thE nEw Prtsidtnt 

of thE Board of TradE, is to publish shortly thE rEcom­

mEnda tions of h is txport advisory committEE for mEEting 

this sErious problEm, 

JOHNSON 

CSB 
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Dattd Ptbruary 28, 1940 

Rtc 1d 2 :11p. m. 

J Stcrttary of Statt, 

Washington. 

267, FEbruary 28, 6 p . m. (SECTION ONE). 

FOR THE TREASOHY !'ROlf MAT'lHEWS. 

Today 1s Journal Off1citl publishES an announotmtnt 

of t ht Minis try c:L CoDmt rc E in rEgard to thE r Elaxa ti on 

as from March 1, 1940, of thE war timE import pErmit 

and ~angt control rEstrictions attroting thE importa­

tioo ~ Franot of products coming trom llld originating 

i n thr 1Jn1 tt4...Yngdom and cErtain Br1 t1sb poss tssioos 

(SEE lilY tElEgrams Nos . 190, Ftbruary 9, 5 p . m., and 262, 

FEbruary 27, 6 p . m. ) • T~rri tor in which will bEntf1 t 

by this rElaxation art g1vm 1n list A and includE in 

addi t1on to GrEat Britain and NorthErn IrEland thE 

majority of tht Bri t1sh colonial possusions as wEll ae 

· Egypt and Irak, Tht most important omissions from tbt 

list art thE Dominions, NEwfoundland, Paltsti n t and KEnya 

Colony. 

lfURPHY 

CSB 
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Secretary of State , 

Vlashington. 

GRAY 

Parle 

127 

DatEd FEbruary 28, 1940 

REc 1d 3 P• m, 

267, FEbruary 28, 6 p, m. (SECTION TWO) 

Rtrttofor E importers of British mErchandis E havt 

b ttn rEquirtd to obstrvt tht sa~£ formali ti Es i n attk1ng 

permission to import goods as havt thost of goods coming 

from othEr forEign countri Es , Thty havE bEEn obligtd to 

submit a r equest for authorization to import (form 

numbtr 1) to thE pErtincnt French authoritiEs, to thE 

EmbatSY a so-call Ed "txchangE form" ( form numbEr 2 if 

thE dEsirEd import rEquirEs tht delivEry of forEi gn . 

txchangE by thE EXchangE contr ol offict , form numbEr 

thrtt for gr oup imports rEquiring tht d Elivery of 

f orEi gn Exchange, or form numbtr four i f tht import 

dots not rtquirt a delivEry of foreign txchangt 

dtspatch No . 5508, Dtocmbtr 26, 1939) , As from March 1, 

forms numb Ers 2 , 3 or 4 nEEd not bE submittEd for 

imports ori ginati ng in ttrr1tor1ta appEaring on list A. 

MURPHY 

CSB .. 
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Secretary of State , 

\iaahington . 

GRAY 

Peril 

DatEd February 28 , 1940 

Rro 1d 2:19 p .m. 

2671 FEbruary 28, 6 p emo (SECTION THREE) 

128 

ThE announormtnt al so givES c SEcond list 11 8 11 covEring 

somE 330 tariff itEms of rat1 1110.trrials sEmi-IIIO.tlufncturu 

~ finished products many of nhich wErE hitherto subject 

to quota restrictions . Import pErmits (form numbEr 1) 

will continuE to br rEquirEd for the ~3portntion of 

commodities nppr:lring on list B EvEn whEn importEd from 

list .\ territories; pErmits \'1111 no longEr bE requirEd for 

thr 1mport~tion from list .\ trrritoriEo of commoditiES 

(brgin undrrl inins) . !!2i (End of undErlining) appearing on 

list B. . ' Thr foregoing w111 I undtrstcnd shortly br followed 

by thr pErtinent ~ngr control mraourEs and 1natruct~ons 
to :lpprovrd int rrmrdiarirs . 

UURPHY 

CSB 
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• .... 

• • 

r­-. 

• .. 
• 

. 
• 

Regraded Uclassified



PAIAPID\UI or IIO!IOXI roua, rift, 
IIX AID lltD or m re&Y xo. 287, 
J'DRUARr 28, lG40, ,_ '!HI AXEJUCWI 
'OIB"ft A! P.UUI. 

La.et .,..Ding I ha4 41uor With Arragon ot Korgan'•• 

He 8pOU about the rap14 l'iao 'lllUoh hu taken plaoo, 

during tho paot two aonthe, in pl'iooa, part1oularl7 in 

the oau ot too4etutta an4 raw 111&1ier1ala. He 1a of the 

opinion that tho onl:r thing 'lllUoh oan hold tb.ia r1 .. 1n 

ob.eok 1e a aoro 4raetio ro4uouon in 11 rtng atan4ar4a 

129 

than 1a liltol:r to ooour. ~· teela that the a:ret .. ot 

41reot pr1oo oontrola ia loaa reepono1blo tor the failure 

ot pr1oeo to rioo aore 4ur1ng the oarl:r aontha ot the war 

t han ia the taot that the eoo~o l11'e ot lranoo hu loat 

the purohae1ng power of the tin aillion un 'llho haYo been 

aob1111e4 (in nov of ox1at1ng o~41 t:r atooke at the 

beginning of the war the producing power of theoo aon 

had loao 1aao41atol.7 oounteraoting aoaro1t;r ottoot) aD4 

tho taot that oo~m~~~pt1on hu been further re4uoe4· b;r 

tho • • •llnou of f-'-17 allovanooo, 'lllUoh aaount to 10 

franoo a 4a:r tor a aob1lizo4 ool41or'• w1to aD4 .. oll 

a4c11 Uonal allovanooa tor ob.114rea. • An illportant 111141-

UoDal. taotor hu, of oourao, lloon the 4raot1o oo1l1DC 

on wage a. Beoaue ot the taot that a4c11 Uollal rooorYOa 

and apoo1aliota han oinoe beea oallo4 up to replaoe 1n 

part the two olaeoea llhioh wore ~b1llzo4 aD4 the 

agl'1oul.tural an4 iD4uotl'1al raloaeeo, U 1a 41ttioult to 

aq 
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eaT how aanr ot the orig1nallr mobilized t i Y6 million 

(not including Colonial troope) han e1noe been returned 

to agriculture and industry. I haYs heard the tigure 

placed at a maxi- ot 1,500, 000 but I would be inollned 

to 8&7 t he figure vae much lover • 

.Arragon said that as he vent more deeplr into the 

internal aepeote ot war financing he beoame more oon­

rtnced that these aspects are relat1Yelr si.mple. Ke 

said it vas merelr a question ot the closed capital 

c1rou1t, that ie, pumping money out t or war neede and 

dra'lling it back in again through taxation and borro'lling. 

In View ot the man;y wartime oontrole which are available 

13lJ 

to the Government, be does not anticipate that t here '11111 

be anr eerioue t l1ght trom money during the war. (Although 

theoret1call7 he 111a1 be oorreot, I think 1t unwise to 

make a categorical aaaumption ot thie kind. ) 

Frequently ,e hear new examplee ot the crippling 

ettect which even the present inactive war is having on 

France '• eoonomys beoauee ot the exoeee elaughter ot 

milk cattle b7 the &1'111 there ie denloping a quite 

untoreeeen ehortage ot treeb milk, and the reeult ie that 

there ie an urgent need t or subetant1al quantit1ee ot 

oondeneed milk tor rel1et purpoeee. 

The eeouritiee market vae t1rs tod&1 and ~omewbat 

•ore aotiYe. Rente ieeuee a4Yanoed aajor tract1one. 

(END OP HUIAGI) 
IA:IB 
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SEcrEtary of StatE, 

Washing tal . 

486, FEbruary 28·. 

PLAIN 

London 

DatEd FEbruary 28, 1940 

REc 1d 2 :45 p. m. 

FOR TREASURY FROM BtJTTERV.ORTH, 

ThE stEady and dEtErminEd risE in British GovErn­

mEnt SEcuritiEs and British Equi t i Es 1s notEworthy. 

ThE FINANCIAL TIMES indEx of British GovErnmEnt 

SECuritiES (NOVEmbEr 15, 1926 EqualS 100) stands today 

at 109 , 8 as comparEd with 99. 4 (thE a rbi t r ary mi n i mum 

pricE which was i mposEd just bEforE thE war and prE­

vailEd for somE s ix wEEks aftEr thE war) and 107. 9 

a yEar ago, LikEwi s t thE FINANCIAL liiEVIS indEx of 

ordinary stocks (July 1, 1935 Equals 100) stands at 

80 as comparEd With thE low of 66.4 on SEptEmbEr 26 

IDd 85. 2 a yEar ago. 

131 

ThE f undamEntal fact i s that thE British monEtary 

authoritiEs undEr thE powErs of thE dEftncE (financE) 

rEgulati ons not only ExErt a control ovEr thE stErling 

EXohangt but havE virtually complEtE control of thE total 

supplJ 
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b.lm - 2- No. 486, F Ebruary 28, from London 

supply of i nvEstmEnts . GivEn thE trEnd of military and 
political Evmts, wnich has crEatEd a psyohologioally 

favorablE atmos ph£rE i n thE ol ty, the Bri tlsh Treuury 

has bErn ablE to prEss homE ita tactical advantagE . Thus 
far 1 ts policy has bEEn to dEfEr thE issu~W~CE of a war 

loan, wi th thE EXCEption of savings cErtificatES and 
dEfEnCE bends dEsigned to appeal to thE small invEstor, 

and to financE thE war partly by hEaviEr taxation and 
partly 'by thE is suE to thE ba:1ldng system of Treasury 

bills whi ~h WErE 1n short supply prior to thE outbrEak 

132 

of war, IAEanwhilE thE moncy raisEd in th1 s way has bctn 
spEnt and an un:mown part of it is accumulating as s a vings . 
Furth<:rmorE war dEmands , the diminution of cErta in luxury 
tradEs and import rEstrictions art making inroads on many 
stocb of commoditiEs whilE i n other cases co11111oditiES 

formErly held by u:anufactur Era and mEre han ts arE now thE 
monopoly of various GovErnmEnt agenciEs. Thus thE trnd­

ing community is holding today morE cash and less goods . 
Following thE convErsion of thE 4t pErcmt loan (SEE my 
163, January IS, 1 p. m.) thE vEsting of 60 AmErican 

SEcuritiEs will crEatE further fUnds sEEking invEstmEnt 
and has alrEady ac tEd as an anticlpotory s tilll\llont to thE 
Stock_Exeh~tngt . 

On thE othEr hand thErE i s GovErnmEn t control over 

DEw capitnl i ssuEs which EXtEnds to mortgagEs of any 

ainablE 
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bam -~- No, 486, PEbl'UGl'J 28, fl'CIII Londcn 

eUtablE amount and nm to bonue eharr iuuu ••dr 

through tht capitalizati on ot rrerrvra. Whrrraa th rrr 

ia no dirEct ban on thE aoqu1ait1on ot nn oapital aurta 

tithEr by oompaniEs or by privatE i ndividuall thE abamor 

ot any complEtE insuranoE agaSnst war r1ak 11 a drtrrrmt 

against thE construction ot nn propErty. Purtbtl'IDOI'E 

attEmpts to acquirE ntw plan ta and machinEry ucrpt tor 

thE manufacturE ot munit1ona run up againet prior1t7 war 

dEmands tor raw matErials and E qu1pmrn t . 

ThE rEsult of all this is a atrady accumulat1cn ot 

unEmployEd savings which await thE rEadinEss for war loan a. 

In thE mEantimE howEvEr thEy arE comprting for thE body 

of Existing sEcuritiEs wh ich is not allowEd to grow pari 

passu. HEncE thE rEcm t rising trEnd o1' thE pric Ell ot 

fixEd intErESt SDd OthEr SEOUr1t1EII and thE dEClinE i n 

thE long-tErm ratE of intErEst dEspitE thE tact that Grrat 

Britain , EngagEd in a major war, haa a national dEbt 

conaidErably largtr~an at thE End of thE last war, a 

standard ratE of incomE tax of 7 ah1ll1nga i n thE pound -
and a budgEt that has bEEn u.nbalancEd for two ~~~ and 

Will bE morE drastically unbalancEd for an unforiEE&blc 

prrtod. 

JOHNSON 

BPD 

-
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DEPARTMENT OF STATE 
WASHINGTON 

'1'he Secretary of State pruente hie oo11pl1aenta 

to the Honorable the Seoretar1 of the Treaslll'1, and 

enoloeee for hie oont1dent1al information one cop7 

ot paraphrau of telegram No . 270 froa the Alller1oan 

bbae11, Parle, tra.neml tt1ng a epeo1a1 report froa 

Mr. Kattheve, 

• 

I 

4 
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PA!W'HRASI OJ' TEU!:<HW! REOIIVED 

FROM: American Embaesy, Pari a, Prance 

DATE: Pebruary 28, 1940 , 9 p.m. 

10 , I 2'70 

RUSH. 

135 

PERSONAL AND STRICTLY CONFIDENTIAL FOR THE SICRETARY 

OF THE TREASURY FROM MATTHEWS. 

This evening Couve de Murville asked me to call on 

him at hie ottioe. He told me that Raynaud had asked hi• 

to convey the f ol l owing 1ntoraat1on t o .. orally, in 

continuation ot hie deeire tor the oloaeat collaboration 

with you. r or the time being, Couve de Xurville asked 

that it be ke~t ' in the atrioteat oontidenoe. He eaid tbia 

11 beoause the gold operations were not even oommunioated 

to the Cabinet when it met today, but he intimated that 

to110rrow 1 t would be taken up w1 th that bod)-, and on Friday 

the measures would probably be aade public. 

A substantial quantity ot gold will be ceded to the 

Treasury by the Bank ot France tor the exchange atab111~at1on 

tund. No definite deoieion hal yet been reached •• to t he 

amount , but the loweet tigure would be 25 billion trance, 

and it aar be ae much ae ~ billion tranca . !he gold 

reeervea ot the Bank ot France will aimultaneouely be . 
reallocated trom the preeent 97 billion to about 114 billion, 

oloee to ita aotual Parle value at the present time. 

The freaeury will uee thia 17 billion revaluation 1protit • , 

in 
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in addition to aoae ~billion trano1 trom the exohange 

stabilization tund, to r eimburse the advance to the State 

ot 20,500,000,000 by tha Bank ot France. Negotiation 

with the Bank ot France will liltewlee be carried out tor 

authorization to the State ot a further advance ot probabl1 

20 billion trance, Thle latter amount , with the unutilized 

balance ot the 26 billion trance wbioh waa authorized when 

the war broke out , will make a present credit with the 

Bank ot France ot between 26 billion and 27 billion trance 

tor the Governaent. 

Couve laid with regard to the above that 

(1) "Slightly leas• than the 10 billion trance which 

I previoualf reported (telegram ot Februari 9, No. 190 troa 

the Embaeey) ie held by the stabilization tund, However, 

in view ot current purchaeee in the United Statee (amounting 

nov to about t•&,OOO,OOO a month tor purohaaee by the 

Government and an equivalent amount tor private purohaeee) 

the French Governaent telt it de1irable to replenish the 

tund before the amount in it reaohee too low a point. 

( 2) In view ot your aeeeage to Reynaud throup Leroy 

Beaulieu, and in view ot your 1ntere1t in the matter, Reynaud 

had hoped that before the foregoing ie announced here it 

could be explained to you in detail and with doouaente. 

However , Couve laid that the details would have to wait, 

since Leroy Beaulieu il on the CONTI GRABDE, which il not 

npeoted 
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expected to reach dook in time. In line with the financial 

accord between France and Great Britain, the matter was 

discussed with the British. Couve said that it has been 

agreed by tbe two countries that, beoauee France has 

relativel1 larger gold holdings than Great Britain and 

much smaller holdings or American dollar securities than 

Great Britain, tor the time being Franoe should P&J in the 

United Statee in gold while sales or American seouritiee 

should be used in part p&Jaent by the British. In passing, 

Couvs said t hat 1 more or leas equal' explnditures are made 

by the French and British in the United States. However, 

Couve assured me that later on when it became neoesearJ to 

requ1e1tion and sell American securities held by the French, 

they would collaborate closely with you in so doing. He 

again made it verJ clear that tor the present they do not 

contemplate any auoh etsp - as I have so often reported; 

retereno~ telegram or February 9, No. 190 rroa the Embassy, 

end telegram No. 262 or yesterd&J. 

(:5) At the present time the t1nanoial position or the 

French Government is easy. However, the Government reels 

it is highly desirable to take advantage or the preeent oala 

to make preparation• tor the tuture; at present war consumption 

or munit1one, and eo on, 1s certainly at ita l owest point. 

For psyohologioal reaeons, too, it se~m• adv1eable to 

make 
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make announcement of the foregoi.ng .. aeuree at the eaae 

time aa the 1 reetr1otiTe .. aeurea• dieouaeed below, which 

are i.ae41atel7 neoeaearr for thea. 

In convereation the neoeaaitT for reducing ooneu.ptioa 

hat been etreeeed to me eo o~ten; th1a neoeaeit7 hat at 
laat reeulted in a beginning of rationing, at leaet . 

Couve aa1d that thla queetion .wae the eubjeot of the Cabine' 
meeting todar, and that tomorrow or Fridar the meaauree 

would be announced. the detaila of the propoeed rationing 

were not known t o hia, but he eaJ.d that bread and aeate and 

a reduction of allowance of gaeoline would be included 

therein. He did not think that attempte to ration clothing 

would be aade f or the time being. the Government would 
, 

tiret have to take a oeneue of the population, and it ia 

anticipated that ieauing tbe neoeeaarr oarde would require 

a period of e1x Wilke. In the aeant1a1, on oer,aJ.n 4&1• 
1n the week patti'J ahopa are to b e ololld, lh1ppere will 

be eubjeo' to reetriotione on harbore, and eo on. 

J'renoh purohatll abroad, both private and GoTern .. nt, hi 

ea1d, were t o be further reduoed, which it an equallr 

important reetrict1Tt .. alfdre, and he eaid the7 would 
aateriallr etrengthen oontrol of the Finanoe Xin1etrr (oaiaeion) 
purchal11 and i11port applioaUona. Oouve eaphae1zed the 

importance of thie and thl need for pr11ening dollar reeouro11. 
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CouYe eaid he felt oontident the1e IIYaral highlJ 

1aportant aea1ure1 would be reoeiYed Yerr well here When 

I a1ked h1a about the reaotion. (When the aeaeure1 are 

proaulgated, I pruuae appropriate 1 nplanat1one • Will · 

deoorate thea.) Reoent ruaore to the etteot that labor 

oirole• are exerting aerioua pra11ure tor inoreaee• in 

wage• CouYe aaid had no baa1a. However, ainoe the war broke 

out, he laid that the coat ot liYing index 1n Prance hal 

ri•en approx1aat817 1e peroent. 

Aa I report1d ear11ar todaJ', CoUTI al1o told •• that 

1n a da7 or two the pertinent exchange control aea1uru 

waiYing toraalitie• on oommeroial tranaaotioni between 

Great Britain and France will be proaulgatad. J'or the 

t1ae being, he reiterated, the wa1Yer ot toraalitiee Will 

applJ onlJ to oo-eroial tran1aot1oD1. Be aaid that dcc-nt&rT 

proof ot the bona tide nature ot the iaport operation will 

b1 neoee•arr attar rather than before iaportation ae il 

at present required. 

END OJ' MESBAGI. 

XUIIPBI. 

U:LW 
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TREASURY DEPARTMENT 

INTER OFI'"ICE COM MUNICATION 

DATE February 28, 1940 

TO secretary uorgentbau 

Joseph P. Cotton, Jr. 
'"'"' Re1 Brazil s teel project. 

Herewith is a copy ot a digest prepe.red by the state DeJ)IU"tment 
or the report of o. s. Steel experts sent to Brazil to study the project. 
S?~e t ime will be necessary t o study the report itself , which i s Tory 
lon&, i n order to appraise the correctness of this digest and the Talue 
of the report i tself. It should be noted that t bo report is based upon 
pre-war prices , requiring a reappraisal ot tbe situation from a finAn­
cial aoele which will very tsUbstantially increaoe the dollar investment 
re~u!.red . 

At ~~e initiative of the state Department, two informal interde­
p&rt.:lental a:ceetings ura held , at which Ur. SCb.aidt of Dr· l.hlto's divi­
sion end ~self were present for the Treaeu:ry , t o consider a r equest by 
t he Bra:.ilian Ambassador tor advice and suggestiona from t his Government 
as to the possibility of u. s. psrti cipation in the deTelopment of a 
steel plant in Brazil. This request was made by the Ambassador in t he 
l i ght of the recent decision of t he financial committee of u. s. St eel , 
i~ spite of the technicllll.y favorable reoort of its 8Xj)8rts, that it 
would not participate and would not be interested in a management eon­
tract. It was the appe.rant consensus of these meetings , after the f'act 
had sunk in t5at, in addition to the dollar excbenbe plant cost of so:e 
:25 oillions furt~er amounts of so:e $15-25 millions would be necessary 
tor essential rail and water transportation facilities , that this Gov­
erlll!ont would do well t o consider the i&pllcetions which would result 
fro= &nf offer of positive advice or suggestion& t o the Brazi liam Ambea­
aador . Inevitably Brazil would try to borrow all or a substantilll por­
tion or sucb $25-50 millions from the United States Government , and ~ 
initiative · by this Government at t.l>ls stage, by att e,.pti ng to interest 
other pr i vate steel interests in t his country or otberl<'lse , would in­
volve a moral co:ncitment t o consider sympatbetical~ a request for a 
loP.n for the project . Moreover, even if this GoTerrcent should be 
.. illlng t:. consider a r equest for a loe.n in such matt er , there would 
~e-:ain the question of t he adjusblent of out standill6 debts . 
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U'llited States stael Corpor&tion Cooallittee•s 
Report on the steel Induat17 in Brasil and 
on the f!aaibillty of llldlldlng a llodern 
steel Pl.a.nt in Confontit;r with the Tiiahee 

ot the Bruil1en !lo!ernMnt. 

The United States Steel Corporation's Commission, 

which will be referred to ae the Collllllieaion, includee 

in its report 1111ch backgroUDd uterial. • hich is coaon 

knowledge to officers of the Departaent. In the follow-

1ng aemorend1111 an att•pt baa been &ada to incorporate 

onl¥ what appears. to be new or little known inforution. 

Market 

The population of Brazil 1n 19.38 is estima.ted at 

about 44 1000,000. The rate of increase since the 19.30 

census 1a appraxiJIAtelJ" 4 per cent per ann1111. The trade 

figuree atill record a considerable preponderance of raw 

llllterials and foodstuffs in the illlports. The illlport 

and export trade with Brazil in 19.38 waa divided "by coun-

t ries as followsa 

u. s. eupplled 25% of illlporta and took .34% of exports . 
GerJD&JV • 23% • • • • :2()1; • • 
Ar ga ntina • 15% • • • • 5% • • 
Gr . Britain • 1.2% • • • • ~ • • 
France • 4% • • • • ~ • • 

Brazil's 

141 

Regraded Uclassified



Bru1l1a excbang.a &Dd pneral well-heine depend 

allloat exc1uabeq upon a faYOrebla balance oJ: pe.y.anta . 

The internat ional ~nte ot Brasil aince 1937 haft 

been composed allllost 1n t heir antirat;y ot axport a aad 

lJnporta , and currant ite!la. Aa a Mtter of tact, capital 

it&~~a have plqed practi~ no part &inca 1931. Ita 

balance of trada depe.nds , .t'lartbenoore, upon two product•, 

Mil~, cottaa, which repreaanted 1n 19)8 tort;r- tive par 

cent ot exports , &Dd cot ton, shich repraaented 18.2 per 

cent. Brasil's export& 1n 19)8 nra 35,800,000 &old 

pounds, and ita imports 34,200,000. In tM peat six years 

ita 11I&X1aua surpJ.ua of exporta waa 10,8~,000 gold pounda 

in 1936, and ita aiDt.ua surplus, oeeurriQC in 1938, was 

1,575,000 gold pounds. 

'lha Col!miaaion' ~ estiMte of par capite steal con­

awaption in repreaaotetiva couotriaa ia illuainating. 

It. atetea that the United States conauua 850 1be. ot 

finished steal per &nm~~~, Balgi,. 750 1be., C&r&&~~r &Dd 

Creat Britain, 550 1ba. each , n-anca 320, Itel;r 135 , 

and Brull 20. 

The preaent ll&l'kat for eteal products in Brazil ia 

rou.ahl¥ divided as followaa 

Raila 

... 
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P.ailo 
Structurale 
Rounds and flats 
If ire 
Tin Plate 
Sbeets and plates 
Tubes 
Others 

Total 

-)-

1~ 
s 

16 
17 
14 
15 
10 
....2 

100% 

The demand for rails, wire and tin plate could be grestl,y 

expanded o1 th tbe lov:er prices wbieb a native i ndustry 

'OOuld bring about. Brazil's c;arket for steel products, 

aa it is for precticallJ all other articles , is con­

centrated in Rio de Janeiro and sao Paulo , Yiu 

Rio d o Janeiro COIIS\Illle& 
sao Paulo • 

25% of tho total consumption 
40%"" " " 

South Brazil • 22. 5%" • • • 
North Brazil 12. 5%" • • • 

The Commission's report refers to the present method 

or doing business in steel produetn •• a hand to couth 

propoai tion and lays emphasis on t ho importance of dove.lo!)-

ing a cerebandi sing organization. A Dare doubling of con­

au:opt ion to 40 pounds per capita per e.nnua, wbieb would 
# 

bt but 5 per cent of per capita steel conau=ption in tbe 

United states , would assure the aucceaa or ~ e fficiently 

' operated steel mill i..n Brazil. 

Tho present rates of duty per metric ton on steel 

products are rougblr as follows• 

Rails 
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Rounds and tl.ate 

Wire (DOt barbed) 

fin plate 

Sheeta and plates 

Tubal 

JSr! ating .§!!!! Imuatrz 

A verr -.ll eteel illdwrt1'7 uainc charcoal. .i.a fuel 

alread7 exists in Brasil. !be onl;y coaJl&%1r of consequence 

i s the Belgo-.llineira which 01ID8 pl.ante at llonlende aDd 

Sa bar&, ltinaa Oeraee. It hu an exp&D~~ion progrea UDder 

contracts with the Federal GoverDMDt. 

The followinc figures demonstrate the growth of the 

steel iMuatJj in Brasil, such as it ia, trc. just after 

the 'llor ld War a 

BrasUian .§!!!!Production <•· tone) 

1921- 1924 
1928 
1930 
19.38 

Production 

8 , 000 (anrage) 
15,000 
16,000 
65,000 

Iaportf 

271,000 (averege) 
481,000' (peak) 
253,000 
274,000 

!be Deti onel. production of t1Diehed eteel producta 

1a ~ cc.poaed of rounda aDd nata, 75 percent, aDd 

of wire, 25 percent. 

!'be princi.,U iron &Jid &teal ll1lh in Brazil area 

aandar 
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Bu.rnier and Eaperanqa (llinaa Geraea) owped 
by Queiroz, Jr., LUI.it ed , bas one blast furnace 
of 6, 000-ton capacit;y in operation, and two blast 
turnacea of 15, 000-ton total capacity, closed. 
The products are folllldry iron and caatinga. 

Gag' (llinaa Geraea) owned ~ the Sociedade 
Siderurgica , Liaited, baa one 15, 000-ton blaa1. 
f'Urne.ce, closed. 

At Bello Horir.onte, owned by the Companbi.a 
I nd\l8tria1 de Ferro (of 'tlhieb the Belg~neira 
is a large shareholder) is a blast furnace of 4, 000-
ton capacity for castings . 

llorro Grande, owned ~ tba IU.ae interests 
(British) , baa thrft blaat 1'urnaces of a capacity 
of 25,000 tons, mek1ng foundry iron and ingots, 
and ho sull Beaa-ra of a capacit;y ot S , 000 tons 
ot steel. 

Neves (at Nictheroy, capital of the state of 
Rio de .Te.Deiro), This plant, a1so owned by l!iJDe , 
receives Morro Grande ingots and can produce 
25 ,000 ~one of steel in its t wo basic open-hearth 
furnaces. The output consists of structural&, 
rounds and flats , wire , and steel castings. 

Jos' Brandio and Caete (llinaa Geraea) , owned 
by tM French Co.pnh'a Ferro Brasileiro. At tba 
first are two blaat turoaces with a capacity of 
20, 000 tons of iron mald.ng castings and pipe, and 
at the second is a S , 000 ton blast furnace tihieb 
at present is closed. 

Sa bar& and llorro Grande (llinas Garaee) , owned 
by the Companhie Sidarurgica Belgo-!lineira (the 
capital seems to be principal.l¥ Luxemburger, 
Belgisn, Dutch, and Brazilian) . It 1a thil COIIpallT 
in which the BruUian GoTerment, and part.icular:Q' 
the irll;y, ie interested. llow operating at Saber&' 
ere ho blast turnacea of 30,000-ton capacity, and 
t wo besic open-hearth turoaces of the sue capacity. 
The finiehing capacity is 40, 000 tone . At llonlevade 
there are two SO, OOO-ton total capacity blaat furnacea , 
and bo baaic open--hearth furnaces which .,.ra being 
built at the tiJie of the Colllllission 1 a visi t . Tba 

capacity 
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capacitT of filliahed products bare ia &lao 40, 000 
tone. The llonlevede ingots "" at the tbte of the 
visit beinc eent to Sabanl'. 

The plana for the Belgo-Mlnaira, which o£ necead'l;y 

JCWit be 1ntl.uenced bT 8%11' ~ec:iai~ regarding the Steal 

Corporation ' • plaut, are at preeent as follows (808t o£ 

this work it ia underatood 1a proceeding at tbie ttae) 1 

For the GoYerraent, four Dew blast f'llraac .. with 
a capaci'l;y of 100,000 tona, fiYe open-hearth f'llraacea 
of 140,000 tons, fin.iabing llilla of 100,000 tons, aDd 
a small electric f'llraace for special steel for the 
Artq arsenal. For the COli~, six blast f'llraaces o£ 
150,000 tou, e&Yen open-bee.rt,h f'llraacea of 200, 000 
tona, aDd £in.isbJ.ag llilla o£ 150,000 tona. 

Iron Ore 

'lbi.le i t is true that in Brasil there 1a to be found 
• 

one of the richest reaerYes of Besaeeer ora in the world, 

~, the oDe ~ Itabira, the acce .. ibla ores are thoee 

of a bieber Ploepboroua content fOIIDd in the area of ll1.nu 

Geraes aened b7 the Central of Brasil Railwq around 450 

to 600 kllometere b-<* Rio. It ilf eetiaated that 500,000 

tona of ora per anma are aYeil&ble in tbia area for the 

ataal plaat at a -'• aloa&aide o£ tbe rai.lroed, . o£ about 

14 per ton. l'roductioc in the area of 1rGD ora react.!, 

in 19.38, the peek of s~.ZJS tooa, alld ~~ 0-­

tbircl to one l:alf of t1:a productiOD 11 exported. 

14S 
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The total cost of delive:ry at Rio would probebl;y 

be aroUDd J8 milreis per ton, It is ealculi.ted t hat the 

new aU1 would use a mixture of bard ore containing 66 

per cent natural iron and .050 per cant phosphoric acid; 

high- grade cange. or rubble rltb 58 par cent Mtural iron, 

end . 150 phosphoric acid; and brown helll&t.ite and limonite 

containing 62 per cant iron and .100 per cent phosphorous, 

The Co~ssion recommends that the company obtain deposita 

yielding about 300, 000 tons and purchase the remainder of 

its require::.ents in the open m.e.rket fro:a independent 

producers . 

Limest one a.nd polomite 

In the same generBl area w1 tb the iron ore is to be 

found metelurgic..l limestone . Present product ion i s not 

core than 40, 000 tons , but tbe 100, 000 tons required br 

the steel aU1 could probe~ be found . 

The Commission believes thet a suitable supply of 

dolomite can be found near Bello Horizonte and Quro Preto, 

llines Cerees. The aooual suppl;y of dolooite required would 

be about 25,000 t one. 

It is t hou&bt that tbe cost of deli'feJ'1 at Rio of tbe 

limestone and dolomite would be about 38 milreia per t on. 

Coal 

The Commission' a il:westigation of tbe coal aituation 

1D 
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ill Santa Catbariaa 8tarte4 with the art,:!•' 1901 buio 

repori of tile Coal c-i .. ion "eNNed -. the w.u 

V1r&iJI1,aD, llro lo Co 1111te, '!be tielcl ie &boat 20 X 40 

~ iD GteDt alld ooatatu, ~. 320,000,000 

tooa. 

Up to the pr Alent tile proinoipal prodliOt.ioa ot coal 

ill BraaU baa bHD iD Rio Grallde do 81&1. Por -ple, 
out of a total production 1D 1928 ot 32!11000 tou, Rio 

Gran!• do Sul tvai~ .)l.6,ooo, am out of a total ~ 

dw:tioa iD 19.)8 ot 8'72,000 tou, that State fllnl.iabecl 729,000 

to1111. ID the - period the Sante Catbariaa coal out.pat 

roe• rr ... jut wxler 9,000 tou to about 1.43,000 too.. 

All BraaUiaD coal 11 ft17 h1&h iD uh conteut. alld 

'!be Santa Catbariaa eit-tion ia polltica.ll,T ~. 

'!be pcumt prod110inc a.- are ooDt.rol.JA4 -. tile r..a' 
il&ereate which lhip 10 JIC' cct ot tile State'• procblot1on 

tbrollp tbe1r on port at Dobitub& O't'W ite 111111 deenpit 

..tar--puae railwq aDd. ite 111111 coaetw1H ftluleo !be 

depcaita iD 'IIIlich tile '01 '•don .. 1~ lie 

aroUDIIl 100 w 12!1 ~ Ira the o-..t alld the c--. . .. 
lliaaioll r<z•~ec--·s.. \bet the port ot t,apn , 71 lr:1l..ten 

troa Dobitata, be uae4 iD ar4er the\ the ~_,be 

1D4epa""•• ot the wii1M ot the pollti~ ,_rtal .,.... 
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Loge f&JOil;r. 

The price now &eked ill Rio f or Santa Catbe.rine coal 

of 120 llilreia per ton ia not coopetiti're with illported 

duty-paid coal at 190 ailre.ia. 

'!'be adTantage of Santa Catharine OTer Rio Grande do 

SUl coal 1s t hat the former eokee more auecessi'lllly then 

the lAtter. The t eat s have so far , however , been eon-

tined to laboratories and foundzy uae . '!'he Comolission 

M.kes three ll&in auueationa coneerning t he coal in Santa 

Catbe.rina: (1) that the Brazilian Go .... rm:ent request the 

loo.n from the United States Govenment ot coal expertsj 

(2) that anal)-aea be made b,y lllinea and areas for both 
• 

steam coal and coking eoal1 (3) that the selected vari eti es 

he tested in .tull-eiaed coke OTens 8Jld turnaeee. 

'!'be Ccaaiaeion ree011111enda the testa for etouo coal 

with the t hougbt that the Brat111an GarerDDent ia destroua 

ot reducing ita pres ent annual importati on of 1,6oo,OOO 

t ons of foreign coal. 

Cbromita 

'!ha ateel. a1ll would require about 21000 aetrie tona 

of chrOCJite. It is to be found 1n tairq abmx'ent 

deposita in the state of ~. '!be coet of delift%'1 at 

Rio would be about )50 llilreie per too. 

In connectioo with cbrclaite, i t 1e interesting to 

note 

149 

• 

Regraded Uclassified



DOW that 1D tbe period .T&JIUa1'7~, 19391 l,m taa. ~ 

aYerap 49 per cent er2 o3 ore •• export..s to ~. 

llt.Dg&Deae ore bas tor III81IT years been a regular 

though ell&ll. item 1n Brar.1Han exporta , aDd ite quotetiona 

are etand.ardir.ed. About 8,000 tone :rear~ ot 4S per cent 

ore would be required. Manganese ia plentU'ul. 1n llinaa 

Geraea aDd 110'188 to Rio at a coet ot between 24 to 32 1111-

reie per ton, depending upon or1c1n. 

Transportation 

The transportation problee in eo tar aa a steel 11111 

1n Rio is concerned J111;f be reduced to too.r aubprobleu. 

I . The broad gauge line of the Central of Brazil 

tram Bello Horbonte through the aining area to Rio de 

.T&Deiro ahould be relaid allooat 1n ite entiret:r . Rol.li.u& 

etock 1e needed 1n large quantitiea. the whole operation 

or the Central ie ~ inetticient. !be propoled 

eolutiona are that (1) tbe Central be -.de cc.plet~ 

autono.oua of the Go'ternunt, (2) the IIAin line from Barra 

do Pireb;r , 109 lcll011etere trc. Rio whence the branch to 

Bello Hori&onte lea.,.. the ..tn line betWHn Rio aDd 

sio Paulo, ahould be relaid aDd IIOderniled at a coet ot 

appro:da~ ts,ooo,ooo, (3) the autonc.oua adaintatre­

tton abouJ.d acquire 10 loe«*)tina aDd 300 hopper c:ara 

at 
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at a coet of about $2,000,000. 

The c-iuion would wbh to obtain rataa which, 

while girtng a reaaonable profit to the rail~ ad­

ainilltration, would oot ~ colltributa, through the 

efficient operation ot thia branch, to the reduction ot 

the globe.l. deficit of tha entire railwq. It baliena 

that with the expenditure of the abon two auaa the 

raUway could carry ore and U..atooe to Rio at a good 

profit for 20 llilreia par ton. 

n . The Dona Theresa Qlriatina rail..., between the 

Santa CatharU. coal llinee and the sea coast , while 

Gover1111ent property, ie operated by LagJ. The Coauaieeion '• 

reco .. endationa ara (l) that tha railway he plAead UDder 

the autona.oua Central ad•ini•tration, (2) tbat tha line 

ba Hlaid with 100-pound raila at a coat of $1,500,000, 

(3) that the port of Laguna ba dneloped bT the GoT&~ 

at the cost of $250,000, (4) that 150 hopper care he 

&Cilllirad for $6j)O,OOO. 

Tha -•ent ot ooal would he about 212,000 tone 

par 7ear, and tha Ca.aiaaion baliena that a neaooa'bla 

freicht to aak would he 6tOOO (it 1a - 9t000)• 

m. Tba coaatori.M facllitia• for tranaportiJic coal 

ara eat~ unaat1efactoJ7. na the intar .. t of tha 

Celltral 
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Central , the largest coal co~r in Bresil, tbe ec.... 
mission recommends that t he Central Railw~¥ acquJJNt a 

7 , 5oo-t on collier f or about $~,000 . 

IV. Tba ocaen serrtce for tba :i.&portation of foreip 

coal ri th micb the a1ll would start operoo.ting is in­

adequate, and tbe following ill propoaed . 

(l) That a GoverllMnt-<>Wned line be organized 

independen~ of tba inefficient Lloyd Bresileiro and 

tbe purchase made of five vessels for $2, 500, 000. These 

vessels could begin transpor-ting t o Brasil tba equipoent 

for the steal plant and for the rehabilitation of the 

raU w_,-s on which t he steel plant would depend. ftleT 

'Olluld also be used to :i.&port the ,300,000 tons, more or 

less, of ~h coal wbicb would be requiHd tor tbe at.el 

plant . 

Tbe Comaisaion believes that tba treigbt on the coal 

should be, froa B&lt:i.&ore to tbe plant, about 47t it thare 

is no return cargo, but if, for elttiJDple, these sbipe were 

given 100,000 tone ot the export trade 1n aanganesa ore, 

the frei&ht on the coal could be reduced to about 40$. 

The above re~ndatione would coat t he Brar.1Han 

GoYer-t about $}2,550, 000. 'ftlaH expenditures, tba 

C<adsaion faela atro~, are proparl;r bon~~ br the GoYer~ 

aent in view of their general bene1'1ta. While it is eaq 

to understand in this count:zy the reaaone for tba recDD­

mendatione , it 11 also iJiportant to kaep in lllind the 

tre=endoua 

152 

Regraded Uclassified



- 1)-

treMDdo~ iMI't1a 'lbioh IIOIIld firet baTe to be cwei'COM, 

1'be eo-iuion wae IUl'Jlll'ieed, 1t DOt utoniabed, 't!r tba 

uoen1w1ty of the op1D1ooa of Braa1Hane of all 1Dkreete 

with Nprd to the deplorable ooDditiou of crrerlllll! 

tranaJ?OrtaUon racilitiu aud the DMd tor Hbabilltation, 

The Co1111baion wu, boweTer, balJced 't!r thil ftl'7 umn1w1 V 

1D that most Brasiltane eDYieage the rebaJ:tilltation u a 

project or eueb stupeodo\1.1 proportioll8 that Brasil would 

be UDable to attord it Wllesa theN ,..N an 'mn11•te 

prospect of huge 1roa aud unpnese ON aporta , '!'be 

problaa, therefore, ia to couri.nce tbe Bralillana that 

while aucb a fa.r-reeebiog prograa 1a &dll1rabll, there it 

no uee in dreaainc unleaa a start ia u.de, aud thia •tart 

should inToln 1Ddi'fidual ualler projects wboee urgenq" 

ia outatalll!iog:Q' e'fident. 

!!!.!~~ 

The eo-ieeion ilweatigeted the teaaibilltT ot 

Tarioua \Tpea of aUla and d1acarded tor reesona of geo­

graphJ aod coet or rew u.ter1ala aueb propoaitiona u 

cbarooe.l fUrnecee, Beas-r fUrnecea, and ellctric tun.c ... 

Tbe ua or cbarcoal would pace the a1ll 1D tl>el tiaber 

laDd 1D the Rio J)Ooe Yalle7 bUiidHde ot ldlclletere bca 

tbe -.rltet. !be ~on ot. Beu1n r tllnacea would 

pllce the a1ll Mar the Itebira .U.e, diltant fro& 

Mrketl 
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aarketa Me! coal eourcea, and would require at least 

$].0,000, 000 to rebulld the Victoria-llinas Rail~. To 

uee electric furnaces , the a1ll would abo ba ... to be 

placed at a distance from ita a&rket in order to be near 

a source of adequate water power. 

The proposed site 1• a 7)0-acre area within the 

Federal district about 50 kll0111etera sout.bweat of the 

city and o~ 7 kilometers troll t.be llllin line of the 

Central. There is a sufficient supp~ of treeh water 

n•arby, and e setiatactol)' harbor in Sepetibe Boy in 

11hlcb it is belined a )()-t oot channal could be ee.sU;r 

dredged. 

The plant would have at the outset an output of 

285 ,000 t ons or tiniebecl steal products . There would 

be 68 coke OYena ,..ing 6o per c:eat IJncb coel or )18,000 

tons , and 40 per ce~ Se.nta Catharine coal, or 212,000 

tons. In cccnection Yoi. t.b t.be coke OYens , t.bere would 

be a rec:ov&l:'f plant tor &Z:II!oniua sulphate and light oils 

wbi c h wculd be sold in the aarlcet as bf-products • 111-

produet gas and tar would be utilized in the plant for 

tual, aUed poaai~ rlth tuel oU. There would ot course 

bo adequate atorage facilities tor raw materials, and 

auxili&l:'f equiJ)Mnt for &oYMent of raw materials , bot 

metal , scrap, et cetera. 

'!'bare 
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capacii;J which could be tatpallded, beaut a 1 att.er r._ 

lWnc, to 750 t ona. '1'hq would be lldp..fillud. b 

ponr bouaa would include tbrM cold 'blaet bl.ouva, 

three lO,I'lOO..Ir11-tt turbo eeneratoru, aDd tour bo1luru~ 

I t 1a fareuHJl that_ ultia~ a .atlal. nohenp aDd 

etUDdbT re .. rn qrams:rt would be ~ched with the local 

ulect.ric power coaJI&!I)'. 

b opeo--bearth turnacae ua1ng tar, 1'llal oil aDd cob 

O't'&D pe would be six in naaber with a loan ot 100 JMtric 

tone apiece. These, with re-linill( aisbt be expaDded to 

l2S .. trio tone. Sel"f'in& theee tacilitiaa would be a 

' 
1,000-ton hot •tal Jdx8r. fo thUII flllxltMntal elaeente 

will be adde4 a blooainc aill1 a oocbination rail aDd 

etructural aill, aDd t ie plate tiniahi.nc eectiona. Added 

to tbeae ~would be tin~. aheet aDd jobbing~. 

Coet 

the pl.a:rt at 180160o contoa, local CGXXIDC71 aDd 

t21,4'1'0,ooo, .a..rtc:an Olll'renc;y, the total beill& 610,ooo 

co:rtoe, or $30,500,000. fo th1a ahoul4 be added 90,000 

co:rtoe ($4,500,000) inft:rtoriea aDd 'DOi'tWIC oapi~. Ill 

thia ooet are DOt iDclwled iloport cb&ti• on equiJIIC\, 

the Lupt"' •"te in tranaporlation, _. bcu81ng (it 1e 

IIIIUretoad 
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understood that a OoT«rn.ant houaing project 1• under 

cousideration near the area ot the propoaed plant) . The 

coat does, however, include engineerinc and construction 

t•••· 
ill Mteriels not purchased in Brasil would ba 

bought in the U'nited states. ~ treigbt on imported 

equipment is es t imAted on a base rate of $6.00 per matric 

t on on the 1:\n>othesis that the Governaaent •s shipping 

service recouellded u inaugurated. N:ld1ng other abipaent 

costs, the COIIllisllion estimates that tha 70,000 aetric tona 

of Ameri can equipaent ean ba delivered at the lite t or 

f.15.1l0 per ton. Although it ia eontuplated that eventual4 

thirty or forV par cent of the coke will ba made troa 

dooeatic coal, the prel1a1n•"7 cost esti=atea are bued 

on an iaportation ot all coal requir.ente. ill costa are 

predicated upon an output of 285, 000 aetric tona ot 

finished steel products per annua, divi.ded ea tollowa1 

; Metric .!:2!!! 

Open hearth raila end t i e plates 
structurale 
Rounds end tlata 

Sheared plata• • • • 
Black abMta 1 
jobbing aill • • • 

Black abaete , 
sheet 111111 • • • 

Gal.vanbed abaete • 

total 

'Hn Plate •• • • • 

Total 

20,000 

8,000 

12,000 
10,000 

100,000 
25,000 
60,000 

50 ,000 

,0,000 

285,000 

156 

Regraded Uclassified



( -17-

The estiaated earnings on the capitalization aJld 

production rate above is 15. 1 per cant , prarided so,ooo 

tons of foundry coke aDd ~.ooo tone of foundry pig are 

ae.rkated annue.ll;r . Prices for steel ara figured at 13 .~ 

per cent below average prices in 1936 - 19)8. 

Gross sales (501000 tens coka , 
50, 000 t one pig, 28~ ,000 
finished steal) • • • • • • • 

ll1ll co&t of said product s • • 
Be'•nce 

Other expenses ( a:xcluding 
incm:e tax) • • • · • 

Incoae t ax at six per cent 

4441000 contoa 

~·000 • 
~.ooo • 

72. 8!!2 • 
112, 500 • 

6 , 8!Q • 
106,000 • 

Earnings are therefore estiaated e.a follows 1 

Cost of plant aDd real estate. 
InTentoriea • • • • • • • 
Work::i.ng cap1 tal • • • . . • • 

Total 

Annual return - 1~.1 per cent , 

. . . . 
610, 000 
70, 000 
20,000 

700, 000 

• 
• 
• 
• 

The capital for plant aita , raw materials , labor , 

et cetera, would ba subscr i bed in Brazil , in COil'JilOn and 

preferred. The porti on ehieh the ~alion hopes the 

!xport-llllport Banlc will put up wolll.d ba aacurad bT a 6-10 

;rear bood issue, The !xport-llllport contribution eould ba 

applied soleq to financing purcl>qe or .Aaarican aquipunt. 

The COIIID.iasi on had counted on persuading the steal 

Corporation 
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ooadi\i.clm ~ V.Upar\a\10111 -.-t caaWaa\, 

111111Dc law•, tuat.iou, .aitt&Me ot Whp1oal ~. 

tnutw ot profit• u4 di.Uelllb, ot onere.) \o ~ liP 

t~,ooo,ooo Gil'_.. :t:n .....til~~ -n. DuriD& ~ por1o4 

ot tile .uac-t c<mtract, the ftMl CarporaUOD -u 

b&ft liND expected to trla1A prc.UiD& TOIIIIC Bros1He• 

t or ltiV pooi t.ioae. 
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J'ebruary 28, 1940. 

Conference: Re smokeless powder for the Br itiah. 

Present: SecretAry Yorgentbau 
Assistant Secretary SulliT&n 
Admiral Speer 
Admiral J'urlong 

'l'he Bureau of Ordnance baa on order & t t he duPont Compe.nJ 
1,382,000 pounda of powder. About 850,000 pounds of this order 
hila not yet been started. There ia yet t o be ordered for 1940 
666,000 pouncia. 'the Arr:r:t baa or dera t otaling 7,188, 500 pouncia 
of which they expect 5, 695,400 pounds to be deliver ed before 
J&nu&ry 1, 1941. '!'he duPont Company h & little 8he&ci of schedule 
on both Arii\Y Md Navy orders. 

Al though no specific request has ye t been made by the 
Brit iah, apparently they want about 4,000,000 pounds in the 
next 4 contha. Admiral J'urlong expreaaed the opinion that in 
4 months duPont could make between 2f and 3 million pounda. 

Adl>i ral Spear sa.ici t h&t he believed that the AriiY bad Just 
rel eased duPont troa ita contract so that duPont would be able 
to d.eliver t o either the Swedish or linnbb govert~:~ents 1,000,000 
pouncia of amokele18 powder and 5,000,000 pounda of 'I'Kf. 

Admirale Spear end J'urlong expreeaed the opinion that the 
Ne.vy reserves were such that t hey could well afford to release 
duPont for 4 months , but I pointed out that t he Navy require­
cent s under pending contre~ta were so much leas than thoee of 
the Arqy that noth i ng substantia l could be nccomplished unless 
t he Arqy wae likewise willing to release duPont f r om del iveries 
under their contract of a sial.l&r 4-aonth period. Because of 
tho feet t~t duPont • •• ahead of schedule in ita deliveries 
t o the Arrz:i end the Navy end liltewhe beceuae the Arqy end llavy 
had core then adequate reserves , Admirals Spear end J'urlon! 
bel ieve that it would be safe to releaee duPont from the coo­
tracts for a 4-month period. 
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It wao aug~ated b,y Secretary Korgenthau that aince the 
Pritieh had aade no definite atatement aa to Juat what the 
requirement. were that the)' abould be aalc:ed to furnish ouch 
a atate...,nt and A4airal Spear ouggeahd that he would get 1o 
t ow:h with l(r, Ballantine of llr. PluTh' office. Secret&17 
llor6"nthau requ .. ted bill to haYe thia u4e in aucb fora that 
the Secretary, tocether with Secret&r,r Zdiaon, could preaent 
this matter to the Preaident. 

It was arr~d that Admiral Spear ahould consult the 
A.r11J!1 regarding the a1 tuation and that the aame group should 
meet at 3:30 P••• tomorrow. 

After the departure ot Admiral Spear and Admiral J'urlong 
Secretary Korgenthau and Kr. SulliYaD diacuaaed the adYiaabilit7 
of huing the requeat of llr. PwTia addreaaed to duPont, wh i ch 
in turn would raqueat the ~ and NaY7 tor a releeae fro. th.e 
contract delheriea for a stated period. Secretary lllorge.nthau 
called Kr. Punia who ad•iaed the Secretary be would be ...er,r 
b&PPJ to make thia requeot ot duPont and felt that duPont woUld 
be willing t o lD8.ke the desired inquir,r of the A1'117 and t he lla'1'7• 
Yr. Purvis advised the Secretar.y that thia had not already been 
done because, havi ng procured samples ot this powder in the 
course of negot iationa on a future contract, the Bri tiah had 
been anxioua to teat the technical qualitiea of t he powder 
before enlarging the acope of the present negotiationa. '1'heae 
h ate have Juat bean completed 1n the ordnance arsenals 1n 
Ce.nada and the powder baa been deten>ined to be aatiofactor,r. 

:;_ so 
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11J111AU Of Cfl!:hAHCL NAVY DI:PIUtTMOfT 
AHD.-PPTO .... 

NAVY DEPARTMENT 

BUREAU OF ORDNANCE 
(.AS) 

WASHINGTON, D. C. 

28 February 19<&0 

stJBJ'ECT: S.Okeleaa Powder tor British. 

1 . 'lbe Bureau ot Ordnance hu on o rder at the duPont 

COlllpan;r 1 , 382,000 pounds ot powder. About 850, 000 pounda ot thle 

order haa not yet been started. 'lhere ia yet to be ordered tor 

19<&0 - 666 , 000 pounds. 

2 . 'lhe duPont Oompaey•a tote.l capecit:r 1a ebout 

9,000,000 pounds per year (3 ahltts 6 deya per week plua 1 ebitt 

Sunday) . The Am.y has orders total.lng 7,188,500 pounds ot which 

they expect 5,695, <&00 pounds to be deliTered before 1 Jenuery 19~1. 

Tile duPont Coape.ny is a little ahead ot schedule on both Am.y aDd 

NaTY orders. 

3. 'l11e British state that they haTe lost eacently 

through ao explosi on at Walthfiiii-Abbay, a capacit:r ot 2 , 000 tou 

(4,000,000 pounds) during the oext tour months aod aak us to gin 

thea some ot our capeci t:r at duPont• a. 

4 . DuPont's capacity in 4 months could make up between 

2 , 500,000 and 3 , 000,000 pounds tor the British, a pert ot which 

be1Dg air-dried could not be finally deliTered tor 3 aonths more . 

5 , 'l11e Burea1 or OrdDence cao sately del ay and is 

willing to delay ell delinries to t he NaTY t or 4 a onths. It the 

Army will delay all delinries to the Army tor the s ame period, 

about 3 ,000,000 pounds could be del1Tered to the British. 

W. R. PORI.ONG, 
Chiet ot Bur eau. 
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? : 

? : 

? : 

" : 

,.~. Jr: 

? : 

P: 

Hello . 

Purvte ••.. ... 

F'ebru11.r y ~ , 194o 
11:~2 a . m. 

Good Morning , l!r. Seore t 11 r y. 

''or~enthau t alking . Purvis , it doesn • t seem PB 
thnu~h I can keep out of your t roubleB. 

It doesn' t seen • •.•.• 

162 

I don ' t seen to b e able to kee~ out of your t r oubles. 

Or -- oh , I see . 

And I .... .. 

As a ~att~r of fact, I 1 ve been ver y ~rateful t o you 
for keeni ng 1n t hem. 

I ' ve jus t been talki n <-; about no~rder and I was talk­
ing yester day -- ''r . Edison called me U!> about 
Y?Ur r equest on nowder . 

Yes . 

As I under s t and it , wha t vou ~ttmt is to get some 
of t h e ~owder ~nicb Dupont i s nak1n~ for t he Amy 
and l!avv. . 
'•iell , "'e ~·ould -- \:e would l i ke either one o~ two 
th1n~s : Either ·to Fet soMetr1n~ 
\fhl..ch I understand h as both lerral coo!)lications 
and of cour se t her e is al~rays the ouestion as t o 
~1he t her t he grade ann she ~f oo1·1der ~1ould f1 t · · 
the ch~tmbers of our guns . 

Yes . 

Or number two , to be all owed t o uti l ize 11 nart of 
Dunont' s production jus t f or t hese key few- months . 
This being , as I s a i d t o you the day before yes­
terday, my -- another weapon in our hand so t hat 
Her c ules can' t completely f orce u s. You see? 
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I see . 

':'ha t ' s really - - the explosion at \ialtham-Abbey 
was the ori gi nal cause or the cable tha t I got 
sayi ng that they are short two thousand t ons 
over the next four months of ni t ro-cellulose 
powder and aski ng me whether I oould take t h1o up , 
I didn ' t l i ke to take it up until we had ac t ually 
obtained samples or no~rder from Duoont, which we 
~rere able to do e.nywPy in connection with a con­
tract which we he.ve t entatively been d iscussi ng 
with t hen, and we ohinped t hose up to ~uebec and 
had t hen tried a t t he Arsenal t here in t he guns 
1n or der t o nake sure , techni call y , t ha t )Te were 
all rir-ht . 

YeB. 

And it was When I got t he results ot t hose tests 
that I me ntioned t ha t mat ter t o you and t hen went 
to see Admiral Spear at Ca~tain Collins' supges­
t ion. I told h i "' t hat 1t woo brcaki nP" nbout tha t 
tine , just t he da y he l ett , and he said to ~o and 
see Admiral Soear. I B!\W hi n anti. I t hen satl 
Admiral -- oh , t he Or dnanoo ••. •• •• 

Furlong. 

Yen, Furlong -- yeo. 

\/ell , let oe ask you t h1S: Have you asked Duoontt 

!!o, no , \Je hadn 1 t -- all we ' ve done w1 th Duoont 
is to obtain !roo t hen t echnical de t ails of t t e 
oowder which we would be l i kely to want fro~ the~ 
in connection w~th our contract. You see? 

Yes. 

\le have -- tte have done nothing - - we have had no­
body in touch with t hen sT.oept our pur ely techni cal 
rtan . 

I see , but you haven' t asked them whe t her t hey ' d 
be will i ng t o r elease t his -- I mean • • •••• 
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Not ae far aa I know. I-- now it ' s just 90ssible 

tha t aomebody in the organization might have said 

to them, "Is this all right from your v1ewt• It 

may be the t echnical fellow might have said that 

1n gett1n~ the 90wdere. I'd have to cheot on that, 

~lr . secretary, before I could be 1Wthor1tat1n ; u .. 
on 

llel l , Nobody - - nobody told me, but I ' m just try­

ing to find out What is the stat us ot the negotia­

t1ona, you see. 

llell , the status so f~r aa we •re concerned nt this 

end , and though I' d be happy to oheok 1t r1£bt 

through to tho hilt , or course , 1s merely this : 

':bet we told our technical neonle , the.t ' a l·!r. 

it' s no F;OOd go i n g through the Un.i ted Sta tee 

Government askin~ them a general ouestion. It•s 

unfair to them. You 've got first to find out 

>mether your teohhical - - whet her you ' ve got enough 

technical !ntoroat1on here to act i! t hey say yee 

to a reouest that we Nigh t oake to then. 

Well • • •• ••• 

And that ' s bow it came about that the powder samples 

were obtained and sent to Ouebeo tor trial pur90eee 

in the guns there. 

tlell • ••..• 

We 1 regett1ng the eaoe tblng, as a matter of teet-­

a similar sample , I under etand, from P.er oulea , but 

it took a little longer to get. 

But 1t has been conducted purely on the technical 

lide, 

Uell , I' ve just been talki ng with Adnl ral Spear end 

Mnlral Furlong •• •.• 

Yes • 

• ••• • • and I just wanted to ask this: When 1t gets 

dol1n to -- and t hey're going to call your m11n here 
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in tfnohing t on b eoaune thert> seems t o b e a difference 
of ooinl on just 1'/hnt you do want, ne to owmtl t y • •. , . 

Oh , I s ee . 

• . . . . . and Ado1ral s~enr 1e ~oln~ t o cal l u~ your 
r~an he r e in Heehi nl"t on to f i nd out . 

Yes . l·lell , es a matter of fAct , on t h e cue.nt 1tv 
question I don ' t -- I d i dn ' t know enough of - - you 
see ve know noth i ng about t he - - l'/hr> t Du'>Ont is 
"181,1n,.. for you. 

Yes . 

The only ouant1ty thn t has bPPn ment1oned to us f r om 
th!' o ther side l:hich '111:' w o ul4 like to !'111 all or 
a:~y -ottr r t?-er eof , deoenciinl'" U">On - - de.,end1n! •J?On 
the possibilit1e s from your end - - 1o t hr t they are 
det' ini te ly short two t hou sAn~ oounds of :•. C. notrder 
ovt' r t he next fonr mont hs . 

'.!ell , let ne aak you this : It' ~~c felt that ~re coul d 
1~01 t four mon ths .. ...•. 

Yea • 

•• . . . . . and t he r P wouldn ' t l e any diffi cul ty abou t 
your 1n1t1at1ng lt·by psklnl'" Du">ont. 

Oh, no di fficulty at all if t hot >~e.a t hP way thrt 
you -- you t~anted us t o do 1t . Absol ut!'l v not . 

~lell , I nean, t or you to I'Sk Dunont to t ake 1 t un 
w1 t h the A......,y an:\ :)n vy. 

Exactly . \le would s1n">ly mnl<e an official contac t 
1 

'•11 th the-, then and eey, •can you -- can you do t '1 is? 
And 1f they would say to us , " ~loll , >~e ' d have to go • . . .. 

Right . 

.• ..... t o the Government." Vlt> 1 d say, "\•fell , would you 
plonse do t hat . • 

"""'Jr: Yea . 
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Yes . Oh, ! would ~- I would be perfectly sure that 
I could do that because I ' d Just ~t i n touch w1th 

or somebody l i ke that on that. 

I see . 
antl Navy 
months. 

Yes. 

And what would ~- eupnos1ng that the Army 
could f1nd that they oould wait for f our 

l:ould you go a.'1ead t hen w1 th your negot1at1ona Juat 
the aa-ne with Dupont and til t.'1 ?.ercules? 

166 

Oh , yes . I th!n~t -- absolutely. Because th1s 
t his, a s I reserd it, 18 ~erely a nethod of gettin~ 
eoneth i ng -- you see, our !)lane , V.r . Secretary , ~tre: 
rirot, t o try a nd buy t his o~ec1al lo t of r ifl e 
powder f rom Hercules , w~1ch 10 of t he order of three 
thous~nd s i x hundred tone over t he ne~t year. Tha t 
1e 1ten number one. 

Yeo . 

The noxt 1 tem 1B thnt ~1e are negotlatl ng >~1 th them , 
w1th Hercules, for a new nlant • . . . . • 

Yes . 

• ••••• to build fifteen t housand f our hundred tone 
over a year, and we also have a further inquiry, 
Wblch we have an ini tial ouot otlon we' ve had t r oo 
Du~ont for sone time, for ·a furthe r appror~catel1 
fi f t een thousand tons ~er year, but we're not sure 
m,ether lfe can get 1t done e t e.nytblng l lke a r eason­
able or l ce and we 've also made incu1rles t or thnt 
1n regard to Canada -- noea1bll\t t es 1n Canada o f 
building a plant . 

\fell • • •• .. 

Though they are not ae familiar in Canada w1t h 
ni tro-oelluloee powder aa they are down here . They 
a re more fem111a r wi t h tho British nowder , cordi t e, 
tor 11bloh t hey are alroed)' bulld1ng a plant • 
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;!ell, this nakee 1t a 1.1 ttlc bit clearer and 
Admiral Spear is going t o contact your man today • • ••• 

Yes . 

• .•.•. in ~Tashington for more details. 

'l'he.nk you very much , indeed . 

Ri(;hto. 

3y the way , '.lr , Secretary, one otre r thin~!'. I read 
With a great deal of o~tre - - I non ' t knot• whether 
you have noticed ~~at the Herald ~ribune has made 
another so~ewhat queer statc,ent . 

Yes , I d!d. 

lfuere -- I 1 ve naked for Louis Beale to just sit 
on th~t nnc1 find out ~rhnt is ha,.,pening because it 
1 t ' s very obscure· to me and as they have noH ouot ed 
Bri tieh and French an:onts , I feel t ho.t ~~hen t hey 
go t to tho.t sta;;e ~1e hnvo e r i f\ht to be a 11 ttle 
more 1nou1ring in wha t t h ey -- I'B to ho~r 1 t comes 
1\hOUt the.!'! \then t hey jUSt 00 it Without s tatin" 
any source . 

\lelJ. , I ' ;n sat isfied thl't the articles are bei nr­
wr1tten by t he Aviation Editor of t hP Tribune . 

Oh . 

I -- I ' o quite sure of that . 

llell nou , we -- I couldn ' t - - I t ried t he other day 
t o trace thlit thou~>ht thl't you :nent!oned and I could 
1'1nd no s1om at all of it and act ually l~hen I had 
road the a rticle a~ain I f ound t hat the references 
to the t axes ~1ere no t hine- to do ~11th capital e:r.oan­
sion - they were all on the income t ax end. 

l'lell , t h is nan , I' m t old, the Avi a tion Editor , go t 
his story by calling Ull from \Tashington . . • ·. • 

Yes . 
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•••••. -- I mean, calling up trom New York to 
1·/ashington, and interviewed cert ain neoole over 
the telenhone. - -

Oh. 

And then wrote his etory in New Yor k but dated it 
Washington. 

Oh-ho 1 

But t he man who is wri ting those art icles, I am 
convinced, is the Aviat~on Editor ot the New Yor k 
Tribune. 

Thank you very ouch. 

So it ••..•. 

That ~1ves us a line . 

So I think it ~ou could have your man contact t his 
person, possibly you oould get eomewhere . 

~'hank you very much i ndeed. That givee us a better 
line because he was coming down t o Washington think­
ing he had to ~o hie work down t her e . 

No , it -- the Aviation Editor sits in llew York. 

Thank you very muoh indeed. 

Maybe t hat will help you. 

I t hink that will. By t he way, I hear the GEORGE 
WASHI NGTON is slat ed not to come in until Monday, 

Oh, eo? 

However, I ' ll lteep you posted on any authentic neve . 

Were t hey detained somewhere along the line? 

I -- I eupooee they've been delayed somewhere, but 
that wa s t he information t hat was jus t given t o me 
about half an hour ago. 
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Oh , ! eee . 

I ' ll keep you posted. 

'iba!'lk you. 

Ri?ht , J'r . Secretary. Goodbye . 
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J.lr. Irey. 

Hello . 

Yes , ~!r. Secretary. 

ElMer ••• .. • 

Yea , s1r • 

f ebruary 2S, 191!o 
11-: 22 l) . rn . 

•••.•• Sullivan called "'1e about his conver sation a t 
lunc"h ~J l. t h ''P!"'ler -- is th~> t his nane? 

Fowler --Fouler ;{al"!)er, yes , elr. 

Yes . ~·o~r, t:h:>t hPs Sullivan been tell i n!!' you this 
nft e r noon? 

Sullivan c alled ne and says -- very excited l i ke 
he sp.ye , • Elmer, do you want BOI'Iman Elder to talk?" 
I said , "Of course w~ want hin to talk." He said , 
0\/pll , he ' ll come i n end talk -- cor.~e dol·:n her e 
ana tal k . • I ea16 , •1;e11 , we don ' t want him to 
col'le dotrn her e a:1d talk. \;e trant him to go to 

lhl 

Jin Sullivan, the a~rnt who 1s conductin~ t~e i n­
vestigation; I don't know 1·1hst t o ask hi11. • And 
he says, "He ' s r eady to t~lk . It loo~s like 
it looks like t hey want to tell ever:vthin~ . • llel , 
I said , "That•s fine.• 

7hat was just about t he gist of our conversat ion . 

liell , he was very excited 1n talking to ne . 

YeN\ . 

And I made an a~~ointment for you and Guy Helver1na 
ond Sull1 van t o see me fl t t hr ee tomorro~1 . 

Yes, s1r. 

And I told h 1m no t t o communicate with Harner be­
tween now and three o 'olook. 
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Very good, And .• .. . • 
;' 

I mean, either t he oaee is being handled by you or 
it 1en• t , 

Yes , sir . t·/ell now • •••••• 

And as I told h im, we don ' t ~1ant another Loui siana 
oase on my hands . 

Yeah , tbet 1 s right. 

I mes n, somebody say, 1 \lell , you settled it. • And 
so forth and s o on. 

Yeah. 

So - - I just th ink Sullivan is -- he ' s letting his 
~bit1on run away with him. 

Yes, I s!le · 

He ' s tembly anxious to be helpful . 

Yeah. 

But don ' t you th ink we ' d bett er sit on t he lid 
until •• ••• • 

I - - there ' s no question in the world that they 
know who to talk to. Jim Sullivan hell tried to 
t alk to Bowoan Elder a half a dozen times, He 
knows who to go and talk t o if he wants to talk. 

Well, it ' s all tight now until three. You see, I 
refused to sse Harper. 

Fowler Harper, yeah. 

Did you know t hat' 

No , I didn ' t know that he had wan~ed to see you. 
I knew that, , ••• 

He oame up t his morning. When he o~e in, oould 
he see me and I had - - oalled him u~ and said 
no , that I didn't t h ink tha t this was the time 
for me t o see h im, 
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\/ell now , tha t ki nd ot an attitude io al.so toroi ng 
him to the wall , 

You eee , t hat! di dn't want to see h1m a t t his 
t ime . 

Yes . 

11ell t hen , r ight after that they llet all exoited. 

Yeah . l·lel l, t hat's nerteotl)l tine . 

The ~ing i s tight . 

Yeah . 

Sullivan will do just wh~t I t ell him to , 

Good. I sent vou 1n a memor andum j ust a rew minutes 
ago . 

I go t 1t , 

Tha t ' s tine. 

A11 right , sir. 

':'hank ;orou. 

Goodb)le . 

Regraded Uclassified



rollr•u•r7 28, 194o 

KEMOR.UOOK roR THE BZORJ:TAKI: 

Attaohed 1o a IIWIIIal'7 report ot the proJeoh 

'llb1oh haTe lleeD worked oa 111 tho D1T1o1oa ot 1'ax 

Reaearoh during rellruarr 19~. 

AttaohMIIt 
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Monthly report on pr o jects in the Divisi on of Tax Research, 

rebruarr, l94o 

1. War and exoess-protita t axes 

A study Of the problema ot war -profit a taxation baa 

been initi ated. In this connecti on a hiatorr ot war­

profits taxation in the United 8tatee and foreign 

countries and an analysis and summary of the structure 

and taohnioal detail s of the several exoeas-protita 

t ax l aws hitherto employed or proposed are in prepara­

tion. An analysis of the Connally war taxati~n bil l 

baa been prepared. (Xr. Eoker-Raoz and Xr. Copeland)* 

2. Chain stor e taxation 

A report ia in preparation daaoribing and analyzing 

t he Patman chain store t ax bill, suaaarizing the 

reasons t or and against suoh legislation, the present 

atat us of State oba1n store tax legislation, and t he 

tax burden that woul d be i.-poeed 1f the Patii8JI bill 

were enacted. (Mr. l oker-Raoz , Xr. r ariolett1 , 

MiBB Vella and Xr. Xannen) 

*Persons listed as working on the different projeote do 

not include those who aoted largel y or exclusively in • 

consult ing or reviewi ng oapaoity. In general, the person, 

it any, acti vely in charge of the pro ject is listed firat. 
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3· Inventory ot tax proposals 

(a) An inventory ot proposals designed to produce 

additional revenue, which have been considered 

by the Treaeury trom tiae t o tiae, llae been pre­

pared. Tille contains the revenue estimates eo 

tar ae available, a briet appraieal and reterenoee 

to research memoranda that are available in the 

tiles. A preliminary dratt has been completed 

and ie now being edited. (Kr. Shere, Kr. Gordon, 

Xr. Zoraoh and Mr. Kille) 

(b) There ie in p reparation a e1a1lar oomp1lat1on ot 

Treaeury tax propoeale other than those designed 

to produce revenue. (Mr. Shere, Xr. Gordon and 

Xr. Zoraoh) 

4. State and local tinanoe 

A tabulation hae been prepared analyzing Federal 

grants-in-aid to States. Thie t abulation Bllowe the 

basis or allocation ot grant-in-aid tunde among the 

States , the aaounte granted t o eaCh ot the Statee in 

tieoal year 1939, and the annual appropriation 

authorized u.nder each type ot Federal grant-in-aid. 

It 1e planned t o publ1eh th1e tabul ation 1n the 

Treaeur.r Bulletin. (Xr. Ecker-Racz, Xiee Wells ~ 

Kr. Mannen) 
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5· Oo!!!~lot ~~~ 

Purlllall~ ~o the requu~ ot the luboo.UU11 oil 'l'axa­

Uoa ot the Oo.-1~tee Oil Yqe aA4 Ktaa1, a tn«)' ot 

1;he oo1aet1ot tax hat beea oo~~plt~td. (Mr. ll011p, 

Mr. Shere, Mr. Par1oltU1 alld Jlr . Caapbell) 

6. Inoen~l•e taxatlog 

AD 1aoent1Ye tax propotal 111ggeeted bf Mr. Btaa ooa­

aleUng ot a plall ~o reduoe the 1aooae tax ratee ot 

taxpayer• Wider oertaill 1DYeltaeat oolld1Uoat alld 

deelped t o lnoreate the t'low ot expelldUur,. t or 

new or pr oduoUYe eaterpl'ltet hae been aaalrud. 

(Mr. rarlol ettl) 

7• 'l'u: obronolog, 1919-27 

A ohronoloQ ot Ptderal tu: ratee oonr1Dg 1;he per10d 

1919-27 le la preparation . ( Cbar~t oarer1ag the 

1181'1 1913-18 ud 1928-39 -r• prtY1outl1 prepared. ) 

(Mr. Atlae) 

S. Artloltt 

'!'be D1Y1e1oa prepared ~be following artlolet durlng 

the IIODthl 

(a) 1 'l')'p11 ot D1Y14ea4e Pald br CorporatlOilt, 19J6 ud 

1937,• tor the fr!ai!EY llllttla tor re~arr 1~. 

(Mr. Shere ud Mr • .lUae) 
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(b) 1AYeraging and Loes Carry-oYer in Inoome Taxation,• 

tor the Aooounting Forum, New York. (Mr. Blough 

aDd Mr. Atlae) 

(o) 1Inooae taxation- 1939,• t or the National Enorolo­

pedia 1939 Year Book. (Mr. Eoker-Rao~) 

9· Inoome and estate taxes 

Reports on the following subJects relating to Federal 

inoome and estate taxes are in Yarioua stages ot 

preparation: 

(a) The probl ems ot speoial defense taxes with parti­

cular reterenoe to the teohnioal pr oblems inYolYed 

in the suggestion that a fl$t percentage increase 

in the present inoome and other taxes be 1apoeed. 

(Mr. Shere and Mr. Kills) 

(b) Pereonal exemptione, oredits t or dependante , and 

the earned inoome oredit. (Mr. Atlas) 

(o) Capital ga1n and loes etatietios and propoeals tor 

changing the holding periode tor long-term oapital 

ga1ne and lOIIBI · (Kiee Corle) 

(d) Dietr1bution or tax-exempt eeourit1ee b7 net 1noome 

braoltete with part1oular reterenoe t o hold ings ot 

euoh eeourit1ee br persona in h1gh 1noome brackets. 

(X1u Corle) 
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(e) Propoeal t o allow corporation• With 5 or lese 

ehareholdere to be treated !or tax purposes ae 

partnerehipe. (Kr. Kille) 

178 

(!) .beets and income or corporations exeapt !rom the 

Federal income tax under Seotion 101. (Miee Corle ) 

(g) The problem or illiquiditr or estates and possible 

solutions under the estate tax. (Kr. Kille) 

(b) Povere o! appointment and remainders under the 

estate tax. (Kr. Mille) 

10. ReYieve o! nublicationa. etc. 

The DiYiaion reYieved: 

(a) Page proof or Btatietioa or Income tor 1931 , Part 1. 

(b) Section o! Statistics o! Income ! or 1937 , Part 2, 

entitled 'Historical Buamar1es.• 

(c) Preas releaee on 'IndiY1dual income t ax returns 

and taxabl e fiduciary 1ncoM tax returns !or 1938, 

til ed through June 30, 1939· ' 

(d) Page proof or the extract on 'Tax Exempt Beouritiee, 

June 30 , 1939·' 
(e) Table forme t o be used tor estate tax returne til ed 

4ur1ng the calendar rear 1939· 

(!) Regular reporte rece1Yed tree the Bureau ot Internal 

ReYenue. 

{g) Tablee on corporation incoae taxes !or publioation 

ia Tax Bret .. e o! the World. 

(Kr. Shere, Miea H~~ghee, Min Vella , Kr. Ca.pMll and 

Kr. Kille ) 
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11. TNEC studies 

Purii\UU\t to our agree11ent vi th Kr. Villard Thorp ot 

the Departaent ot Co~rce, the DiTision reviewed 

the obapter 1 Pedera1 taxation ot corporate protits, • 

prepared by Kr. o. J. Hynning, in oonneot1on with 

the TNEO study on oorporatio~ taxes . (Mr. Shere) 

12. Stat 1et1os 

In oonneotion with its auperT1s1on ot t he teohn1oal 

work ot t he Bureau ot Interna1 ReTsnue, seTeral pro­

poeals t or epeoial atatietioal tabul ations trom 1n­

oome and estate tax returns baTe been examined. 

(Mr. Blough, Mr. Shere and Mr. Caapbell) 

13. Inoome Tax Studr (YPA) 

179 

The study or 1noome tax returns carried on at Phil adelphia 

with YPA tunde s1noe October 1938 1s continuing. 

(Mr. Blough and Mr. Shere ) 

1~ . Oorreepondenoe 

The Div1e1on handled oorr eepondanoe pertaining to tax 

problema. (Stat! .. aber s) 
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STRICTlY CONFIDENTIAL 
TREASURY DEPARTMENT 

18U 

INTER·OFF1CE COMMUNICATION 

DATil Pebraar,. 28 , 19l!o 

TO Sec~tar,. Mort;ent~ 

""'" Mr. Coc~ 

.Lttor couultatlon with .A.o ahtant Secret....,. Gaaton, I telephoned Mr. Gree11 

1n the Departaent of State at 12 o'clock t~ to let hia lalow that we had a 

report fro"' Nan.l I11tellige~~ce to the effect that there wre 1200 barrela of 

molybdemlll at San :Pedro , California 011 Pebruar,. 5, which, 1t w.a ezpeeted, would 

ba t h1ppe4 by the .A.atorg Corporation on the l!uaaian ateNI>ahlp Vladmlr Jl.ayskaoald., 

due 111 San :Pedro on Pebruary 6. 

I reminded Mr. Green that on Pebru&r7 7 I had confronted Mr. Thorpe of the 

CliiiOJ< •tolybdenaa Coap~ in !few York with 1ntonoat1on to the effect that 786 

barrele of 1110lybde!IWD concentrate&, each we1gh1J18 appro:d.ahly 625 pounda, ,..r• 

at the Port of Loa .A.JI8elea awaiting ehi~nt to l!ueaia on the &bOTe naaed yeaael. 

l!r. Thorpe procptly atated that thil wae aolybdenwo which hie co~~pany had ahipped 

from ita alnea in Colorado and had reed nd })11111ent for before the ..,r&l margo 

""' il:poeed. 

I told Mr. Green that we had no intoraatlon to account tor the dherep&DCT 

betveen 786 barrela and 1200 barreb, I added that troll ~ connreatlon with 

!!r. Thorpe, &boTe referred to, there 1e no reoollectlon that Mr. Thorpe led ae to 

beliOYe that hie ehipaent vaa limited to 786 barrele, I ei11ply aenUoned thie 

flture to him and he contlr.ed that 1t vaa Cl1cax llolybde.llll8. Mr. Green atahd 

that his aaahtant who followe molybdenum qu.eationo, Mr. !oat, waa aboent , but 

thot the latter would call ae back when it was aaeert&ined whether State Depart­

cent reeorde reTealed a117 lntoraation on t hll point. I rea.lnded Mr. Green that 

•·hen I hod talked with Mr. Thorpe before, the latter had told 111 that a at.Uar 

1nctu1ry hod been aede of hie co1Cp&J17 by Jl.r. Ja~:~uen, repreeent1nfi the Department 

of State. 
Pebroary 29, 191Kl 

!lot haTing heard troll Mr. !oat, I called hia a t 11 o'clock thie aorning. 

I let him know that the TreaSil%7 had inton:atlon that 100 tou of aol)'bdeiiUII co~>­

eeotrahe had been ahipped on tha S.S. JorbJl'll , which 1a due to depart toda7 froa 

lle11 York for VladiToatok. I reminded Mr. !oat that Mr. Groll of 'llblpple 8DII. Choate 

Coapeny had, aecord111fi to the lntoraaUon fiiTin • by Mr. Green, etated that 80 

tona of aolybdenua had been aold by hi a to the Amtorfi, 10 there ,... e1 ther an 'IIIIO!Ar­

atatewnt by Groll, or ao• new ehi:s-nt waa lnTolTed. Toet lntoraed • then that 

Groaa ha4 come down to Vaehington to aee Green after their coDTeraatioD aD4 ha4 

admitted that the ahlpant which he -a .-lc1ng to lluaela -• arOWid 80 or 90 t ona. 

!!e denied &pin ~ knowlodfie whateTer of the acral eabargo. 

Vith retereaee t o the 1200 barrell of aolybdenum at San :Pedro, I told 

Mr. !oat that our Cuetou people would look into the •tter aD4 flDI!. out whether 

t horo aT atill reaaln in the wazoehoule a& that port between 3 aD4 l!oc barreb of 
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11011114•-· u tl» lute J)epe.rl••' llu ao _, w-uoa oa \Ide pout. 

l(r , toat atate4 tl»t tl» Oll.u people hM a -tnot -.. lu\ 'lo't'•ller fer tl» 

aala of 361~ llarftle of 8017114•- h ... ela, •et of whloh wat a tho 

S, S, OJ.111P1a l>oc•'ber 2. .i.cooNJ.ac to tl» Dlpan•a\ of 0-roo, \I» aporl 
4eclaratioll f or ,. cu- ohi,... Oil ,. Tl.Ma1r XllpkMold., aallbc \1» fin\ 

ballot rellnai'J', conre4 1125,000 pou4G of-~ fide -a llo lou \llu 

786 blll'"la at 625 :pcnm!e per barrel. I ba'I'O, tllorefero, ubcl 0 nAer fllo4eoa 

to haft all iaqdlT -.. a* Loe All&olee to ••• wluotllor there ia eUll e- -~·- · 
r-ill1DC uuldppo4 oa.t of the orlc1aal lot of 1200 llarrela. Jlr, Toat la harlJic 
t be Cl~ e:q10rl 4aclaraUoa rochocko4. 
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P.l!W'HRA.SJ: OF TJ:LEGIWl RIOEIVED 

J'ROKl American 1:11\bau:r, Rio de Janeiro 

NO. l 74. 

D.lTE1 rebruar:r 28, 1940 

I have Juet been informed by Bouoaa that someone has 

Just told him that New York press deepatohea which were 

received here this evening contain the information that 

t he otter ot the Brazilian Government t or the resumption 

ot payments on its toreign debt has been reJected b:r the 

Foreign Bondholders Prot•otive Council. 
__.. - .----- -

I aeaume that thia information il incorrect because 

I teel sure that it would be underetood b:r the Council 

that possible negotiations ot theira in :rears to ooae 

would be eeriousl:r preJudiced it they were to give pub­

licity to an:r action or decision taken b:r thea in regard 

t o thie matter bet ore their decision had been received 

or oonaidered b:r the Brazilian Government. Needle•• to 

sa:r, euoh publioit:r at this stage would be greatl:r 

resented by the Government ot Brazil . It vae added b:r 

Bouoaa that at leaat t or a tev days the cen1or will not 

allow the despatch aent1oned above to be published here. 
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PAllAPBRA.II or HLICIWl an 

!01 £aerioan labaee7, llio de Janeiro 

JO.a "" 

IIA'BI rebruarJ' 28, 1940 

a.tere.noe ie 11414• to J'O\&!' no. 72 ot rebrual'J' 2&, 

8 p.a. . 
.&a ie in41oate4 b7 J'OU!' reoital, the Depal'Uent 

bae ob&nge4 ite attitude to eoae extent einoe it att.-ptld 

to eeoure a 41etribution wbiob would be baaed on tbe 41e­

tr1buUon proY1414 in tbl lut 71ar ot the .Aranha plan 

ratber than that proY1414 in the tiret 71ar ot that plan. 

'l'lle degree ot advant~ wbioh Gra4ee I and II would reoein, 

ae eet torth in the tiguree oonta1nl4 in the Departaent•e 

telegra11 no. ~ ot rebrual'J' 21, ha4 not been tull:r app~ 

oiated b7 tbl Departaent; tblee tigu.ree would nigh 

hea't'1l7 Y1 th tbl rorlign Bondholder• rroteotiYe Oounoil 

and aleo in a:tl:f preeentation llbiob aight be llade to an 

intoraal4 publio. '!'he Depal'Uent'• preeent poeition hU 

been intluenoed bJ' tbeee tiguree ot etteotiYI preterenoe 

tor Bri tieb bondboldere an4 b7 the proepeot ot a olearilll 

agreement v1 th Great Britain. Ye are not requeet1111 that 

a larger total pa;rant be 11414• to United ltatee bondboldlre 

but we are uking that a rearrangeaent be 114141 ot tbl 

allooatione tor intereet and .-orti&ation tor Gra4ee I, II 
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and III whloh Yi~l pel'lli t better and non-dilorUU.natorr 

treatment tor Grade III loane. 

Reterenoe ia made to rour telegram no. 71 ot J'ebru­

arr 24. In T1ew ot the opinion trequentlr expreaeed 

·-- that available tun4a ahould be deTOted to inte~ 

eet payment• instead ot to the purohaae ot bonds at 

depreciated prioea. the Oounoil and ooamentatore here 

would not regard taTOrably a oo.mitment to amortize 

dollar bonds bJ expenditures in a epeoitied amount in 

184 

addi Uon to the expendi tur .. vhi.oh are prolll1aed in the 

ottioial propoeal. Ot oouree it ie understood b7 the 

Department that a statement RaT be inoluded in the otfioial 

otter to the effeot that the right to appl7 additional 

tunde to the purohaee of bonde is retained by the Govern­

ment of BrarJ.l. ae waa done in the Aranha plan ot 19M. 

The intereet rates offered will determine whether or not 

t he proposal will receive faTOrable Judgment in the United 

8tatea. 

Do you have any report on the oonYereation vh1oh 

Aranha had at Petropolle with the President? 

U :D 

HULL 
(.UB) 
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Balallcee lllld ~ked Gold Held t or Forelp Accoomt 
111 t.be lla1 ted State• 185 
r.~ 211, 19'1o 

(In a1111ou ot do11are) 

Gold held Orand UDder 
earaark 

total 

~r ted !Cin&doe 65.6 - 215.1 ~·6 
France lSS, I 26.9 ~·9 71.5 
Belgium 170. 2 1.1 .- .5 )115.1 
DeDIO&rk 22.0 3.1 ·' 22.9 111.1 

Finland 11,1 13. 2 3.3 7.1 35·-
German)' · 3 . 6 7.2 8,2 
I tal)' - ~.1 JS,II 112.5 
lletherlande 355.6 3.1 1.1 185.3 552.1 

Nonr~ 20,2 25.5 1,1 -1.9 U , l 
Sweden 3.5 5'9.1 33.9 S.. 7 161.9 
Swltser1Uld 1119.9 93.3 15.7 291.3 557.2 
Other Europe ~ 11.0 ~ "·' 15'.0 

Totlll. Europe ~7.6 303.0 93.1 1,~711. 3 ?.,1121.9 

Ctntda 55.3 192.2 ~7.~ 

l.lt.111 U.tn:1" 
.lrgentilla 61.1 .5 3.2 62.1 1~5.3 
BruU 12.0 .5 29.2 1. 7 
Chile ·1 1.2 2.6 20. 1 25.11 
Cuba 37.9 37.9 

llexico 7. 6 .2 3.3 55.11 66.5 
Panama - - 36. 6 36.6 
Other Latill .b:erica .A.l laQ 10.~ .Jla! '):!L! 

Total Latill Aaerica 115.- 5.0 20.0 315.1 115'.1 

.6W 
China 1,1 19.3 5.9 1116.6 173.0 
Hong ltq - 65.0 65.0 
Japan - 111.3 111.3 
PhUippillea - ~ JU Other Asia H.ai ...l.l -

Toto.l Aaia 19.7 20,6 5.9 339.2 ,.,., 
All o ther 2.11 .6 57.7 6o.7 

Grand total 1,012.6 316.3 119.6 2,313.2 3.971.7 

TreaBUr)' llepert..lt, Dirtaioc ot lloDetary Reeearcb. 
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DEPARTMENT OF STAn:: 
WASH I~ 

ll:r dear Ill'. leoretarr: 

Ae rou haYe alroad7 been adY1oed, the projeot 

tor the IDter-Aaer1oan Bank wae approYed b7 the 

Inter-Aaer1oan Eeono•1o AdYleorr Ooaalttee and hal 

been olroulated -·na the twentr-one Aaer1oan so•ern­

aentl tor ooaaent. 

I take thU oooae1on to ezpre11 the tbanke or 

the Depart•ent, •• well ae •7 own, tor the oooperat1on 

whloh the !reaeurr and 1tl etatt extended 1n the 

.. tur. I aa part1oularl7 vatetul to 1111' . 'fhlte, Who 

worked unoeae1ncl7, and who handled the t1nal etas• ot 

the neaot1at1on• 1n the Aaer1oan Coaa1ttet w1th entlrt 

IUOOelt. 

I .. 

81noerel7 r oar•, 

!he Honorable 
Benrr llorcenthau, Jr.; 

leoretarr ot the !reatlll'7. 
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Regraded Uclassified



rROK: American Emba81y, Rio de Janeiro 

NO.: 78 

DATE: February 29, 1940. 

Reterenoe is made to the Department's telegram 

no . «, February 28. 

:a a 

Dealing with Aranha With reterenoe to the debt 

question is beooming more dittioult. (The Whole queetion 

should be settled before Marob 6 ainoe President Vargas 

plane to go to IU.o Grande do Sul on that date and Will 

remain there tor at least a month.) It the Government 

ot Brazil is unable or unwilling to meet the ter1n 

advanoed by t he Foreign Bondholders Protective Counoil, 

does the Department have in mind dropping the ~~~&tter 

until the war is oYer? 

Aranha now states that be is willing to stand by 

the otter wb.ioh be ~~~&de on J'ebruary 16 (ay telegram no. 

63 ot J'ebruary 16) Whioh vae an improvement einoe it 

would i ncrease Grade III to 50 peroent ot the last year 

ot the Aranha plan tor the tour years ot the plan; in 

other worda, he will aooord e1DL1lar intereet treatment 

to Grade III bonds as is aooorded to Grades I and II 

under the final year ot the Aranha plan. 

Reterenoe 
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Reference, telegl'UI of re'IVUrT 2•, lo. 71, rroa 

the !abUIT· Aa I tril4 t o 11t oat ia th11 tellgraa, 

altho~~ and Ooata w.re aohedulad to 41aouaa the 

debt with the President of Brasil that afteraooa, theT 

had deoidld that the preaent diffioUltiea lhoUld not 

he plaoed bl"tore h1a beoau11 thaT beliiTed if the1 41d 
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t ell h1a about 1t hi would 1&1 thaT were to drop the 111lole 

utter. !hair report to the Prl8ident vu aerelT that thaT -had noth1.ng to report - negotiation.a were etill going on. 

Aranha aD4 Coeta are willing, pro'fidld the roreign Boad­

holdera ProtaotiTe Counoil oan be perauaded bT tbe Depart­

mant not to aake publ1o a4Yerae atate .. nt, to aake t~ 

auggeetion to the Pree1dant and to the eubaequant and 

niOIII&rf full Cabinet aeetiDg, that the aathod for 1~rOT-

1JIC the Grade III bonda u lit out in ar preTiou telegraa 

be follond. Aranha and Coata ooaf1deatl1 th1.llk that the 

\ .pproTal of tha Prl8ideat and of the Cabinet oan be 11ov.d 

for th1a plan. 

J:AtEB/LW 
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14,~ 
Notes on Latin Jaerican Project 

There are aore than $l,OOO, OOO, OOO face amount of defaulted 

Latin Alterican bonds in the possession of small innstors in the 

Unit ed States . 

The existence of this large amount of defeul ted obliga tions 

constitutes a serious obstacl e to proper rela tions between the United 

St3.t es and the Latin American Republica. It ie destruct! ve of con­

fidence. It is a red light to business men in this country who aight 

contemplate financial Tentures in Latin America. It is a serious 

source of irritation to Latin Americans in dealing with citizens or 

tbia country. It ;>laces our business men and the American repres enta­

tives in Latin America at a serious disadvantage with others. These 

defaulted obligations constitute a deterrent to our foreign trade, to 

our for eign rel.&tiona, to t he good neighbor policy, and to 4117 defense 

progr..., in this country or in the Western Hemisphere. 

It s eems now all too a pparent t bat t he great bulk of this finan­

cing should never have been done. llost of the business was unwiseq 

conceived. The capital obtained by the Latin Americans in many instances 

was unwiseq used. Needs of new capital and tba control ovor t he expen­

diture of t hat new capital was not closel7 eu.ained by the underwriting 

houses in this countey. 

The penalty of being wrong tan to twenty years ago 18 being visited 

now upon the slllllll investors in this country .. ho bought the bonds , upon 

the Latin Alllerican countries which are in d.efault on their obligations , 

upcn the United States as a whole , and , in fac t, upon the entire Western 

Hemisphere . 

lihUe this situation bas existed a Ollllber of years and the nature 

and magnitude of the problem bas been roeognized by many, there bave not 

bean advanced 4117 workable plana to rectifY t he evil . No constructive 

SUI!gesti on' bes been mruie b)' t he bondholders or their representatiTes, by 

t he und,erwriters, by the Latin Americans or by this GovernJOent. 

Ko one baa attacked the job of tearing dom this nll of defalca­

tion wUich has been erected between t he t wo continpnt a of the West ern 

Hellisphere . 

The circwaatenees which caused t he default in •oat instances of 

t he Latin Allerica.n obligationa bave been qui ta different f rom the cir­

CW3Stances which caus ed defaults of lll&ll7 EUropean dollar bond lssues. 

The Latin Americans did not possess the reser..-es nor the export balances 

with which to obtain the necea&arT dollAr exchange which would make it 

possible to serTice their dollar bonds. They are honest, inToluntarT 

defo.ultera. 
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The artl atteota ot the aiateba conceiTed Je&rs ago are now 
directly or iDdirec~ Tilited upoD a l.ar&a proportion ot the citbena 
or tbis countrT, end it it proper and daeir~l.e that this GoTerlll!llllt 
should initiate the effort to reotif'7 tbe aietabs that ban been 11114e. 

the people ot the Latin Jaerican Rep.ablloa would not be ·-•hl• 
to a plan which inTOlTed further obllgat10118 011 their p1111t. Gratuitha 
UDder tba diaguiee ot tinanc1al. obl.1catiou 1IOUJ.4 ~ actin.te the 
e1"1ls that al:t'M4 u:ilt. 

the best solution would be oae which ultiaate~ clispos .. ot thl 
defaulted obligations which DOW u:ist, which illtugurates a poliq ot 
cooperation between the peoples ot Borth Allerica and South Allerica 
and wbich rlll brine about a betterunt in l11"1n& st&Marda tor all . 

Latin Allerica ueda ou.r .achines, our structural aateriala, end 
our tQiinMring ezperiance with which to build up their om plant 
capecities end t&e1llti... We mat proTide a .. ana tor thea to tind 
the dollars and the credit with which t o obtain these th.inla. 

Thia coomtr:r needs new outlate tor ita capital goods and ita 
eonaWI&r goode aDd tor the enterprising busineu un or 81lginear which 
liiUIIt be initiated by a proper~ secured innatllent field for ita aurplua 
capital . 

The frontiers no loncer exist in thia c~r:r altliDagh a r.ark.­
ablJ' large percentace ot the people ot this countrT atill poaseas tbe 
rare c;ualities and aptitude of the businesa piooears. There still 
exiata a large field tor auch aptitude in South Jaerica. If we can 
d1110118trate to the Latin Allerican that we are wort~ of hia coatidanca 
and cooperatioa, we C&ll to1ethar .aka both the Jaericu Db better 
places in which to lin. -

191 
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SU?pleaentary EXplanation of ~he Propoood Brazilian Debt Coaposition 

Added to the fe ce uount of ~350,000,000 defc.ult.ed obllg<lticns 1o 
t.l:o UOWit in arrears , ap;>roxiaating ~50,000,000. Ill t he proposei cOI!po­
ahi.,, po.yunt of ouch arrears or intarest on INCh arrears ba& been 
raived . SUch waiver is part or tbe cons ideration ot settlement. 

The a •er"'l• coupon of tbe total dollar debt of Brazil is approxi­
""tely 7'1>, which r equires annual interest pa;yment a of t24,500,000 1t 
cervlced in l'llll. '1' he total external obligations of Brazil in sterling, 
fruncs , and dollars are a little more than three times tbe dollar exte rnal 
obliga tion. It 1o quite e pparent t hat t he Republic of Brazil is unable at 
the orerent time, end it i s higbly improbable tbot ehe will beco~e able in 
t '>e neur future, to flllfill her obligations and eerYice her total external 
ob~i•"tione which, lfith interest and sinking fllnde, • ould amount to nearly 
noo,oco,ooo a :Jenr. It is also quite be;rond the r ange of probeb111ties 
t!lltt Brazil could MOt any substantial portioo of her fordgn obligations 
>t oaturit)' dates. It has been estiaated that under present conditions 
..ruU could eoafortsbly !)81 tha equiTeJ.ent to $12,000,000 a yem- as 
I.:! tore at on foreign obligations, the dollar proportion of w!Ucb WOUid be 
a proxiutely $3, 500,000 per :year. $3,500,000 1o one-sevent h of the 
m ,soo,ooo. Ir Brazil can find t hia uount tor oeroicing her external 
obli•aticne .tth reasonable prospects of being able to continue to pa:v 
ouch lntereet ch&rgee over a period of :years , t he dollar bondholder s are 
entitlec t o recei• e such pa:yments 1n dollars . 

•J , SOO,OOO is one - sevent h of the average coupon rate of the dollar 
bona$; 1t is 1\loo 1% of t he face amount of euch obliga tions . It i s , tber.,... 
fore , proposed tbot as a primary consideration, the Brazilian Government 
•ore~ to 1nitiot e interest pa:yment s at the r a te of 1~ per yesr on t he face 
a•.ount of dollar def aulted obligations. 

~hilo Brazil •s capacity to pay interest at the present time uounts 
to on.I.Jl' one-a .. ent b of her contractual external obligations , it is hoped 
t~•t t..pro•ed conditions at t he tiloe of t he Tflrioua •aturities of tbe&e 
obligations will enable Brazil to zee~ 110re than one-seventh of the prin­
cipal a t the various uturities. 

;,Ju.t proportion of the total face Ya.luo of ! 350,000, 000 could be 
"aid or nfundod fiYe, ten, or twenty :years l'roa now, is iapossible to 
rorttell . lt aeea r·eaaonabie, however, t hat •1th aoce laprovesents in 
•orld trade llna internal econoll)' in Brazil, it eoula sust ain end could 
aeet maturities OD approximately t•o-aeventbo of her external debt ~hicb, 
In the caee of the clollnr hoods , uounte to $100,000,000. It is there­
ore auggested that we set aside $100 ,000,000 of the ~350 ,000,000, or two­

•ovontho of the total 
1 

as a continuing obligution and further propose 
twot the bondholder s eholl accept interest payments at t he r ate of J;% a 
Y•• r (1n lieu of 7'1>) or $3 , 500,000 a year ae aatiafactory interest P•:J­
ments on tbia fJ.OO,OOO, OOO of obligations. There is aone reason to hope 
thllt the Ropllb lie of Bruil will find the 11161\t to meet the ohllgo.tiono 
(at tho1r Yarioua Jl&tlirities) of $100, 000,000 either through ps)'llent of 
dollars or tbro~~AA refunding operations. 
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This would then lea•e unsatisfied the principal aaount of $250,000,000 
upon which there would be no wa7 of finding interest charge serrtce in dol­
we, and it i s proposed to coapoae this sua of $250,000,000 in the Bruilian­
American Corporation s et-up. It, aa, and when such a Corporation 1e forlled, 
it 10111 offer in exchange ita own debentures and lialt of its capital atoclt 
for t he defaulted dollar bonds outstatldi.n«. In no ennt wouid lOCl% exchange 
be effected. '!here fore 1 for the protection of all bondholders, p811lant of 
1< per annua on the face aaount of all the obligations 1e proposed. On those 
bonds which are tum~ into the Corporation in exchange for securities, ~­
senti -ua also be .ada so that the Corporation would hen an annual in-
coce which ~ould be a proportion of $3,5001000 represented b7 the exchanged 
Bra~ilian bonds . 

Ini t iall7 very email amounts or no first mortgage bonds of the corpo­
ration would be outstanding. full interest requireJHnta on t he $70,000,000 
of i ncome debentures would b• $31 500,000 a )'ear, which could be paid over 
iaediately to the income debenture holders leea expenses and 11117 small 
uount of interest due on first mortgage bonds that 11117 be outstanding. It 
. eus pou ible that intereet pa,yaants at the rate of 4~ could be initiated 
on the incoa:e debentures , l eaYing about $?00,000 a )'aar for expenses and 
surplus. Therefore, the fir:Jt )'ear or so, an)'Wa)', thoae bolldholdera who 
exchanged their Brazilian bonds for securities of the Brazillan-Aaeriean 
Corporation • ould repei•a 4/5tha of l~ on the face value of t he Brazilian 
bonde instead of 5/5the of l~ ahich would be recaiYed by bondholders who 
did not make the exchenge. In addition, howeYer, the bondholders who did 
make the exchange would be in possession of half the authorized common 
stock of this enterprise, and it seems to 11e that the adnntages that u:y 
accrue by the addition of new capi tal and the potentialities represented b7 
the co=on stock and the better probabillt)' of retiring the incoM debaD­
tures as cocpa,red to the chances of further default of the Brazilian Go•ern­
"ent n an on the f;loo,ooo,OOO obligations, wouJ.d induce a large percenta.p 
of the bondholders to .alee the exchange. 

Two-sevenths of the total face IUIIOW>t of Brazilian bonds acquired b)' 
t he Brazil ian-American Corporation would be held to aaturit7 and would ba 
&erviced at the rate of 3}f per )'ear b7 pa7J1enta to the Corpora+.ion. The 
bal ance of f1ve-seventha, approximatel7 $250,000, 000, would be held by the 
Corporation under the agreement with Brazil authorizing the Corporation to 
offer in exchange such bonds for milrei.s when, aa 1 and it the directors of 
the Corporation determine to aa1<e c.-it.ents in Bruillan enterprieu. 

UDder this plan, an;r interest charges on first 110rtgage bond sub­
scr i ptions t hat nre taken up b)' the Corporation would be 1111t ~atel;f, 
ana there is no defer~~ent nquired. 

It is quite possible t hat substantial subscript ions b7 the United 
~tates governaent agency would not be called if the Corporation is able , 
i n conjunction with .Aaerican buaineu enterpriaea, to obtain pa,rticipetion 
under arrange11ents whereb7 the Corporation will suppl)' the nacesaar)' ail­
reb capital and the aerican 'buaineas corpora tiona would l!'llbscribe dollar 
upi t.a.l for capital goode requireaoenta. 
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.& PIOP08ID DAZUJQ DDT OCIIPOSMOI 

The priD41p&l -t of BraaUiaD defq],t.ed oblicat.lou total 

approx:il1&tal)- tJso:ooo,ooo. It 1a propoHd that lnt.er .. t ~t.a ... 
inU.iated on tbe face uoaat of all obllpt.lou at the rata of 1~ ·per 

annUli 1n dollars aDd that ncb ~t •ball lie, 1n art~t, a co.poait.iOD 

1n fUll ot $100,000,000 fua -t obllpt.101ls, laaYinc approxlat.al)­

$250,000,000 for coapoe1t.1on lllldw the plaD of the followiq eorpon.t.101l. 

BRAZILIAI-Ali!IIICAJI OORPOR.lTIOI 

C!.pit-)1 M\1911 

!l£llllortnn !!!ll!!lt 

194 

.luthorised $50,000,000 - ~ - 20-~w bonda. • 

Subaoribed for '117 tJnit.ad statal GoTa~t qeq. 
Subaeriptiou to be c•lled 1n bloeb ot ts,ooo,ooo at e:q ta. 

b)" the action of the Board of Illrototors after t.ba 40rpora­
tion baa ueout.ad a eat.iafacto17 qr-nt with tha Republic 

of Brasil. 
Priorit7 oTer aaaeta and e&rDln&•· 
callable at 1~ ud intar .. t. 
Sinking t'aDd of ~ of t.ba nat a&rDiJICa• 

!nco!IMI Dtb!ntllr!l l 

Authorised $70,000,000 - ~ - so-1MJ'. 
Offered 1n ucbaoc• ~ua atock) 1n bloob ot $10, 000,000 tor 

tJso,ooo,ooo arunt .. dollar obl4at.i01ls (in default) on 
basis of schedule (to be worbd OGt for each iaaue 011 

equitable excbanp bub pr.dioat.ad Cll relsthe T&luea). 

Interest to be peid 1n thoaa ~ar• 01117 after Firat lfartga&e 
Bolld int.areat baa llean earned thr•e U..a. 

Callable at· 120. 
S1nk1~ t'aDd of ~ of earninp. 

Capital~· 

Authorised 7,000,000 eh.lraa. 

J,soo,ooo sb&rea to be auhanpd with t.ha IDe ... Dtbenturea 
ae a 111lit for the defaul.t.ad Brasllian bCilda 1n the ratio of 
$ ab&rea with each $100 face _.. of debentures . lln.ita to 

b& Uat.ad 011 t.ba ... York Stock ETch•np. 

2,SOO,OOO ab&ree to be ia.....S to t.ha BruUiaD ~erDMat.a or 

duipat.ad ac•GJ 1n aocord&DcMI with a .propoaed acr• * 
authorising oorporat1011 to exchenp JlraaUiaD bonds for aUraia. 

In tha 111lit of 100,000 ab&rea p1.u $10,000,000 faca UOIIIlt ot 
BraaUiaD .._.. for eac1a $1.0,000,000 of aUral• o•lled for. 

The Corpon.Uoe ~ not ua ailrala ao acquired for the parebaaa 

of forellll exchenp bat .. t be ~rded for labor, at.ariale, or 
inTut.Mtlt.a 1n Brasil. Brasil a1ao be &1.,.. a lCIFII-tae option 

on 1 ,000,000 eh.lrea for FI11J'e1e. 
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Directort 

Twelve directors pending retireaent ot new bonds and debentures shall be1 

Three from United States Government - one from each of three 

designated departments or agencies . 

Three des.ignated by the Brazilian debtors . 

Three e lected b7 incou debenture holders. 

One Managing Director (American). 
One Sub-Managing llirector (Brazilian) . 

One Sub-llanaging llirector (Jaarican) . 

The figures used in the foregoing illustra tion would accooplieh the 

r ei'Unaing of the entire uount of Brazilian dollar bonds outstanding • 
. 

The dollars obtained through the sale of t he Firat llortg~~ge Bonds ere 

essential f or the purchase of capital goods , mo.terials and equipment in the 

United St a tes when not obtainable in Brazil . The milrei a will be used in 

Brazil for payrolls and raw materials with particular upbasiB on raw aateriala 

or s tra tegi c i mportance to the United States. Such products for export will 

pr oduce dollar exchange and in addition will serve as a besis f or constructing 

revenue-pr oducing facilities for transportation , process ing and warehousing 

in kid of CO!lll!lerce. 

The Republic of Brazil s tarts out with a fair &88urance i t can retire 

i ta erlernal dollar debt. That for each dollar of debt thus r e tired t here 

will be the equin.lent in mllreia spent within t he country bJ the best 

managemen t to be found in the world for the purpose of developing the re­

sources of Brazil and for a profit in which Brazil would have e half interest. 

The position of the Aaericen bondholders is improved immenae1J. Large 

profits should be in the wood. If earnings should be built up aaounting to 

10$ of t he capital employed (which is not of reason in a new country with so 

Sin¥ natural and undeveloped resources) t he bondholders should be possessed 

or equities amounti ng to four to five times t he pres ent market value of t heir 

defaulted bonds . 

The Uni t ed States Govert1111en t Agency bas bought a fair security and the 

collat er a l advant3ges of trade, defense , and good relations may off £et any 

risks involved in the venture 1! properlJ administrated. Anyone can deeign 

a plan which is theoreticallJ desirable 1 but to aal<e it work successfully, 

i t is essential to pick the MD wbo are CO!Ilpatent for the job. '!he Allerican 

1111.1\&ging Oirector and Sllb-llirector abould be the best, most experienced 

i ntlivid\Ulls available in this country. This also applies in ll&ldng the eelec­

Uon o lft.he Bruilian lhb-Direetor. '!he llanegin& Director should be ginn 

ruu authoritJ and responaibilitJ by t he Directors. 

It will not be an easy utter to find pr of! tllble nnturea in llrazil 

for a l a r ge princip&l amount in a abort ti.H. A wide variety of enterprises 

and inves tcents would ban to be included . Proper IIWI&gea~eDt o f each would 

hne to be assured and in the 1n1 tiel stages most enterprises would han to 

be s taffed bJ Americans . 11any engineers and other pr ofes sional •en would be 

taken from t his country. 
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There should be no pres~~~~n upon _,_nt to • ploy capital util 

they are satisfied it will be profitab~ .. plo,..c!. Insofar as practical, 

operations in partnership with established concerns should be gi't'en priority. 

The actirltiea of the corporatiOD initially auat necessarily be con­

fined in a general wq to in?eat.enta and financing which will direct~ or 

indirectly produce dollar exchange and on the other hand investaenta which 

eventually will enable Brazil to eliainate foreign exchange requirements on 

certain products which are now being :l:aported but which can economical~ 

be pr oduced in Brazil. 

I t would, of course, be desirable to dnelop product s for export 

•hicb can be consu.ed in tbiSjiaarltat and which should be non-co:r;peti the or 

at l east aemi-non-competitiTe with our own products . Gold , diamonds, lead, 

manganese, chromite deposit s should be careful~ explored for possible 

develo;aent. Vegetable and fibre products , as well as nut oil , in the 
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northern l)&rt of Brar.il should also be care~ studied tor larger den lopeent . 

The Brazilian Government recen~ purchased about $1!00,000.00 worth 

of oil well drill equipment, t he jus tification of which ia not known at 

this t ime . The Br azilian importntion of oil amounts to approximately 

$65,000 per day or say approximate~ $24,000,000 per year, which r equireltent 

causes a ~Ju«e drain on their foreign exchange posi tion. It this exchange 

aport require11ent could be el1m1natad, eTen in part, through local oil pro­

duction, t he corporat ion in collaborati on with our Amer ican companies , would 

b~ just ified for example in uldng an investment in refineries. 'lbie is a 

type of inves tment which •ould r equire careful s tudy as our /l..'llerican oil com­

panies alrelody have a large capitlll investment in Brat.il and would naturally 

h•ve to be fulJ..y protected by distribution rights . 

Coal offer s another possibil ity , as Brazil consumes approximately 

J, OOO, OOO tone of coal per annWD - 1,500,000 tons are imported and approxi­

... tely 1 ,500,000 tons or l ow grade coal are produced in Bratil. In a recent 

turvey llade by representet1 vee of the United States Steel Coape%\Y in connec­

tion •1.th Brazilian iron ore deposit s, it is believed high grade coal in 

lnrge quantities has been located in Sante Catherina. If this inf'oraat.i on 

proves to be correct , an in?estmant joint.ly with the Steel Corpor ation to 

produce coal llight be negotiated. This same oppor tunit)' might &lao be 

offered i n connection nth t he opening up of t l:e iron ore "'ines and the con­

ctructlon ot rolling aille. The necessity tor fUrther foreign exchange for 

thdr coal and steel requirements lllight tlma be ellminated or reduced, and 

p~>rt of the equivalent of this exchange require~~ent coul.d be allocated for 

reaittanca in dollars to t he corporation. 

The above exaaples of coal , oil, and steel are .erely indicated to 

show the type of plant innstooent in Brazil in which t he corporation MY . 

becoa:e actin. 

The •ar in Europe bas brou&}lt into unpleasant relief the unaatia­

factory status of business and cultural r elations bet..-een this country and 

Lo.tin A&erica. It the business aen of thia country with the cooperation of 
t.he Governmer.>t do not talte advantage of increuing t heir TOlUIIII of trade 
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through t ara financing while the opportunity ia presented, tbe natione 
of nu-ope through price clittnent iala obtained b)' low cost production, aub­
eidiea, propaganda and acgreeaha exploitation, will at the teraination of 
the n r again reestablieh their position, The initiation of long-ranp 
policies b)' this countrr at this tiu would be 110at opportune and will 
accoaplish far more than can be accoapllshed after the close of the war in 
the face of auere EUropean coapeti tion. 1\lrt.henoore, eatabllabaent of 
:Uropean strongholds in South and Central America aanifeatlJ sccantuatea 
t\lt ure defense probl eu. 

The principal deterrent to a go-ahead progru and one which requires 
illmedicte attention are the existing defaulted obligations. Only until a 
satisfactory solution of t he debt problea i e effected can full confidence 
be r eotorecl, 

Suppose the enterprise ia a failure either through governaent inter­
ference or because of poor aanageaent. In all likelihood a failure would 
not become obviOWI at the ti .. of •n1wna ca-itaent in First llortgace Bonde. 
Sq tbe Un1 tee! States gonrllllent hes lost 25 aUllon in the enterprise, 
llou.ld it be unreasonable to point out collateral defense advantages which 
~ 1n part or in whole offset such a loss? 

Consideration might be g1Yen to the idea of allowing tbe plan to 
emanat e from Bra&U, It would be a aost opportune tille for BraaU to r...t­
firm its indebtedness to t he bondholders of tha United states and offer to 
111eet t he debt situation by such a plan, as the best they can possibly do 
UBder present circuastancea, Such an axpreeeion at this tiae adght hne 
moot beneficial effecte ae far as our other Lo.tin Alllerican neighbors who are 
in default are concerned. 

The circuastancea which ca.:sed the default 1n 010at instances or the 
Letin Aseriean obllgationa ban been quita cltrterent f'roa the eircuutancea 
which caused defaults of UD7 European dollar boad iuuea. 'fhe Latin 
Auricana did not poaseal the reaerns nor the export balances wi tb which 
to obtein the necessary dollar exchange which would aal<e it possible to 
Urvice their clollllr bonds. They are honest, 1n• oluntary defaulters. 

Latin America needs our u.chines, our structural aaterials , end our 
engineering experience with which to buil d up their own plant capacitiea 
and facil i ties. we mat pr oYide a aaana for thea to find the dollars and 
t he credit with which to obtain these thin&• · This cOUDtry needs new outleta 
for ita capital gooda and ita con.-r goods and for the enterpria~ W.inel& 
11&11 or engineer which mat be initiated b)' a properly secured innataant 
field tor its surplu. capital, 

The frontiers no longer exi,at in thia countTJ althongh a reaarl<ably 
l o.rge percentage ot the people of thia countTJ still possess the rare 
qualiti es and aptituda ot the business pioneers . There still exiata a 
largo field tor such aptitude U lOath Jaerica. It we can demonstra te to 
t he Letin Aaerican that we are wortq ot hia confidence and cooperation, we 
can together aaJce both t he .lloericaa .uch better places in which to lin. 
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lt bas been intimated th&t the coosiderations which f low to the 

corporation f or the ba.lf interest giYen to tbe Brulliao CoYernaent are 

co~ co::pensatoey tor thia parUcipetion. or course , t his 1a a •tter ot 

nerotla tion between t he Brazili&n Governacnt and the agency reorenenting 

tho United Stutes Goverlllllent and the United states bondboldersi interest. 

In t his connection it baa bee.n sugt:ested th&t an attempt should be made to 

attLin the followin& concessione t'ro• the Brazlli&D GoYernaent1 

(1) CoQplete freedom from customs duties in Brazil on any United 

:,~tea materiAl and equipment bought b;y t he corporation in the United 

st.:.t u and shipped to Brull. 'fhe wining code of Brazil now pen~ita this. 

It should , houver, be rea.ffinled and extended to enterprises other th&n 

lllining . 

(2) ~'reed011 troa increased internAl. Bruillao taxes of all lcinds 

an 11117 COOlpaDJ' or enterprise operating in Brazil under t he auspices of the 

new Hrnzilian-American Corpor ation and i .n which t he nelf Brazilian-Ame.rican 

Corporat ion baa a 50% or greater o•nerahip , particularly during formative 

per iod . 

(3) Freedom troa taxes in Brazil on transfers of tunds which the 

ne• Brazilian-American Corporation ma;y desire to transfer from Brazil to 

t he Urlitea Stat es in connection llith ito oper ations or as a result of its 

o~r&tioos. 

(4) A~eement b;y the Brazilian Government that t he ne w Brazilian­

J.:teri con Corpor .. tion shall h&ve the right to form corporations or enter­

: r1 tes in Brazil under equall;y f o.vorebla conditions with persons or cor po­

roti~ns of Brazilian natiooali ty. Ttis 1a no" t he case but should be 

reetfir01ed. 

(5) Reaffirmation of t he freedoa of the new Braziliao-~erican 

Corporation to aaoage &nJ Bra sllian corpor ation or enterprise f or:ed b;y_it 

uoaer equally fa?Oreble conditione with such corporations or enterprises 

formec by and owned b;y Brazilian nationals; and in this connection freedom 

to introduce into Brazil AOBrican technicians, specialists , engineers , 

accountants, and other employees who , in t he judgzoent of the BrazUiao­

~ericon Corporation, mill be neeeasary tor the aanageaent and adainiatratioo 

of such corpor ations or eotsrprises. 

(6) A condition that the Brazilian Gover01:1ent will permit the trans­

fer tro:a year to year ot % ot the foreign exchange created or tl-.e foreigl> 

excoAnge SaYed ae a result of the ooerations of the Br azilian-American 

C<>r por a tion. · 

(7) I t is the aia of t he Brsziliao-lillerieao Corporation to hen a.a 

l:rge a participat ion aa possible bY Brasilian nat ionals both in aaoage•ent 

and o•nership. 

These conditione flAY .... in soce respacts strange but they coofora 

•ith s imUer conditione which h..Ye been granted bY the Bradlian CoYenllOent 

to developmental enterpr ises in Brazil for :aany yoars psat. They are neces­

sary to c.void the strangulation of new enterprises which llli ght be for .. ed by 

tlle Bruillan-Aaerican Cor por a tioa . 

: sa 
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Tbc'e bu been a tad•CIT tor t.be J.ut tbrM 7HZ'• to place cooah11t17 1.oeri~&e1ng etrictaraa 1a reapact to t.ba poiata -tiODad &bon upc111 foreip omed or -'*' •wrpria .. u cOIIpU*l wit.b Bra..SJ tan CIWDad ecterprt .. a, and there will DO ~ be 41tficul\7 1a g&ttiJIC tbe Braa111ul ~C'IIMDt to agree to tban C<:JDditUaa. Jloftftr, BraaU ia a .,..t, Ullda .. alopad cOUDtr)' and the illtrocluctiCD or the -t of • •• capital wbicla baa bee pl.aaacl 1a the Brasillaa-aertcaa Corporatioo ahoul4 be of v-..toua 'beaefU to BruU and abollld create ft%'7 lerp, lldditiooal, tuUle wealt.b withill the cOUIItr)' throUgh the acthi\7 of tile Braalliaz>-AMricaa Corporat1o11. It will create .. orlc and wealth for II&DJ' Braailiaaa, all of which can be taxed ill t.be una1 eouru of t.binC• b)' tba Bru111ul Gowwmt. 

The BraaUiaa-AMricaa Corporatioo itnlf', b)' coneolldatiag aDd ofillin& external debt of Brasil, will be a benefit to the credit of Bruil, and wU.l tlnla aaaiet BruU to ~ ott ita obllgetiooa onr a periacl ill aUreis . Th1a ehoul.d be a ~ ad....,te&e to the aatiooal eccaOOQ" of BruU. 

I ban a feel..iAC tba riel< ~ be c--=ate with tile pot...Ual pill. At an;r raw, the project ebould. be caret'IU.l;r axuilled. 

R. E. llcCODDell 
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.Ulii'U111aa .-1 1o "V7 lll.&b 1a aall - '-\ aod bu a lw 

tiud out1oa ooew\. 

no a..u Ca\IIU'1Aa aJ.\uaUOA 1o poUUoallT ducuwa. no 

pn-\ prod\lelai alMe ue -\rolled '117 \lie ~ la~\0 wlll.ob 

abip 10 per_, ot tM luu•a ,.,hoUoe \Dr'P ~r- port 

., IM1Wk - 1u - 4ovapU ... pap nllW¥ aad us -

eooo\a1M ftNOlo. !liMo ..,..tu 1a al&l.all \Ito c-1N1oe-. 

ill\enoW lla ......, 100 w ~ w-•• troe \Ito oou\ aad \lie 

c-ital• I'll to U.\ \Ito port ot J.acUM, )7 !rllmt\ero troa 

IJtbt Willa, llo uod 1a orier ~\ \Ito ~PlT 11117 llo J=dtJ I '•\ ot 

\lie al&l.u ot \Ito peUU..U, J4tMflal. ~ t..U,. 
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a\ 190 IIUnlo. 
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• nc: --"IIJII'fW ftAft _ .... 
DEPARTMENT OF STATE 

WASHINGTON 

In rep17 refer to 
865.5151/390 l.la.rch 5, 1940 

The Secretary ot State preeenta hie oompl1menta 

t o the Honorable the Secretary ot the Treasury and 

enoloaea a paraphraee ot a telegram dated February 29, 

19.0 troa the Amer1oan Eabaaay at Rome conoerninS ex­

change tranaaot1one 1n Italy. 

Enoloaure: 

Paraphraae ot 
telegraa troa Rose, 
Februar7 29 , 1~.0. 
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ROllo 

rwbl'II&J'7 at, 1e4o 

41150 p.a . 
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tho lr.aowloqo \bat. 1n Yar1oua epoo1al oaeot 1041-

Y14u.l oxobaa&o \r&Da&ot.1oao are bola& oar.r1o4 out. w1\h 

otf1o1al appro't'al a\ oxoba~~&o rat.u tulq at ut.roao u 

\ hoe• preY1outl7 Npor\o4 1n opera\1oDt OA \he bl aolr. 

Jourto 1t 41t\urb1JI6 t.o t1AAD01al ooAt1doaoo aDd doaoral1a-

1~~g \ o \bo pNt\i&o Of t.bo 1\&l1aa OUJ"roD07 . tho &rea\ 

eproa4 bo\w .. A lat.orA&l prloot &D4 !aport. pr1ooe &Ad \be 

oxt.r•• eoaro1\7 of oor\a1A ra• aa\or1ale 1t baok. of t.!M 

par\1olllar oaaoo 1A alAd. 

to ol\o a oaoo wb1ob 11 \7Ploal or t.bo roport.od 

operat.lo .. , a •••afao\.rer of wooloa t.ox\llot 11 &1't'OA 

a tpoolal ua\.borlaa\loa \o 1apor\ wool wblob 11 4raot.1oall7 

DOodod. 'l'bo Oon,....At. aakot DO o-1\aoA\ \o tuppq \he 

aooott&r7 foNl&A oxoh•na• bQ\ allo•• \bo a&DUZao\uror 

blatolt \0 f104 \he OllOMII&O wl\bola\ bo1J16 Nl\r10\0d \0 

\be lof,al ra\0. !be auataot.u...r 11 wllllll& \o ~ 1a 

Uro a pr1 .. wb1ob approaoboo \be 1at.orDal prloo for t.bo 

aa\Or1al. All au\.borlao4 'DaM aot.• at 1aU.-41al'7 1Jl 

e&1'1'71a& 
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P.ARAPBRASI or TILJ:GIWl SENT 

TOI American Embaesy, Paris, Franoe 

DATE: February 29, 19.0, 6 p .a. 

NO.: 1 .. 

P'OR MATTHEWS J'ROX THI SICRE'l'ARY OF THE TREAUSRY. 

I rerer to telegram or February 28, No. 270, !rom 

the Embassy. 

219 

You are requested to oonvey to Reynaud, Minister 

or Finance, t hrough Couve de MurTille, my einoere thanks 

!or hie continuing courtesy anA cooperation in keeping 

me 1n!oraed ae to the moneta.ry and !1nanc1al plane or 

the French Government. 

EA:LVV 

HULL 
( J'L ) 
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DEPARTMENT OF STATE 
WAIIHINCiTON 

Karch 1, 1940. 

The Secretary of State preeente hie compllaente 

to the Honorable the Secretary of the Treasury, and 

encloses a paraphrase of stric t ly ccnfldentlal telegram 

No. 144 of Februarr 29, 1940 sent to the Ameri can 

Embassy, Paris, transml ttlng a meuage for Mr. Mattheve . 
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'['!Jr: 

Robert 
J~c·~eon : 

'!l!Jr : 

J : 

!!':Jr: 

J : 

P.:!Jr : 

J : 

:l"Jr : 

J : 

~"Jr: 

J: 

!~'Jr : 

J : 

Hl~Jr: 

J: 

!U!Jr: 

J : 

Hello . 

Yea? 

Hello , Bob . 

G<lod Morning . 

Hello? 

February 29 , 194o 
9:15 a. m. 

Yes, good morning . How are you , Henry? 

Fine , I saw a very good story about you in Look. 

P-ave you seen it? 

Yes , I Ball that . 

221 

I t hought the picture of you and your tr1fe on horne­
back wa s ~rtioularly nice. 

It was a very old one. 

It was very nice anyway. 

I t was overlooking the lake. It wa s taken un home 
years ago . 

Yeah, it was nice. 

Bob, I know my people have been bri nging to your 
attention our investigation in Indiana. 

Yea. 

I ' m worried, maybe unjustifiably, about your man 
Nolan, who is the United States District Attorney 
out there . 

Yes . 
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J : 

•"t'T'- · ' . . 

•, 
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' . 

'!l:Jr: 

J : 

J : 

222 
- ? -

And I ' d l i ke to nake t he &uR~estion thPt you brln~ 
hin t o \·l,.shin,.,.ton, if you bould, eP.rly -- t he firrt 
t h ing next week and have a talk ~11th h\m. \!e ' ll 
brin~ our ~an down who i s doin~ the lnveetl~atin,.,. 

ther~ , Sullivan . You see? 

TJm-hm. 

And you o l $t , if you thour-h t v1ell of 1 t , have a 
confer ence !n "our office and t;e t tee th!nv firs t 
hand. The thin~ thPt both~rs me , !t see~s t hat 
every move thPt 1 s ~do here 1s re~orted i'"l~e~~atelv 
to t he fr1E'nd of !•c:~utt . · · 

·:ell, Nolan ~P ~>n 1 t been 1n touch v:ith ther:1 , hl'& he? 

\'ell , I d on' t know. Irey ht>& -ot '1e kind of llorrled 
abou t tee w~ole thine P.nc then , this 1s before you 
care 1 n , one :>f t h e InE.iana Senators v1as uorkln<; 
for l!olan for a JudgP Bhi n . 

Yeo . 

AnCI 1 t -- you see , ue 1 re l:ai t inp.- on !<olen to "0 to 
t !'le c onrts anc'! "'ake tt-1s fellol·l tPlk, you see? 
And lie haven ' t - - I ' "' PfrP d he ' s etal1.1n,. . 

\'ell, thFt ney be due -- Guy ce.nc over en~ tnl!-ted 
to me so:::et!ne ''-"'0 about 1 t . 

Yes . 

Anc'. he 
to r-et in 
hln to lt'O 
!'lel' r from 
t ell h i '"1 . 

Yeah. 

he had the 1m'1rees1o n t hP t I l111E - n1n­
touc!'l ,;it h t;olen 1nned1etel;· ani' tell 
to t·ork. ''y thou~ht •,1es t l'>.Pt I \rould 
Guy trhcr. he was r ead'' and : troulc! t hen 

And 1 t nay be tha t his delay has been due t o my 
fault !n t ha t resMct . 

\iell , our !)eople don 1 t th i n!: eo . You know -- you 
kno~l El:~er aloost as well as I do . 

Oh, yes. 
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J : 

ffi.:Jr : 

J: 

!r'Jr : 

J : 

H''Jr: 

J : 

J: 

H' 'Jr: 
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- 3 -

And could you see any harm in having Nolan down 
and having him -- give you bring you up-to- date? 

No . 

And then , say it you were going to have him Monday 
I'd have our man Sullivan , who represents Irey 
out there, in tolm too . 

Uh- huh. 

And just have a kind ot a summary, you see? 

Yes , 

And - - because either -- lre - - we can' t move now 
under Nolan brings Elder into court, you see? 
We ' re blocked. Now, I tried to do this between 
Christmas and New Years , the t •s how t ar back it 
aoes, and -- to make the move to have Elder come 
into court . There ' s been one excuse after another. 
Now it may not be Nolan's tault. 

Well, it might be right here . 

And I - - Bob , this -- there are eo cany neople -­
now yesterday Harper, t he attorney tor the Govern­
ment organi:r.ation ot which HcNutt is the head ot -­
I can't t hink ot his name -- you know. 

Yea, Fowler Harper. 

~lell , he was over bere trying to get in and he 
wanted to see me . He saw John Sullivan and I 
told him no. This was not the appropriate time 
to see me . ~lell then he got ahold ot Sullivan 
again. He said, •well , it you want to see Bowman 
Elder, we'll bring him to town - here . • And we 
sent word back no, the person that Bowman Elder 
-- that ve want h im to talk to is our can Sullivan 

in Indiana. You see? 

Uh- huh. 

And I r ey has the t eeling that between morning and 
atternoon yesterday everything was reported right 
back out there . You aeet And you and I have 
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J : 

'''Jr: 

J : 

J : 

J : 
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been throull;h t h1nlls 11lce t h iS before a nd I just 
thou~ht i f you would t ake the time to nai l i t 
down on your end a nd then if tre 1 re at ff'ul t you 
tell us , or vice versa. 

~lell, I ' l l -- I ' ll hnve h im cone in e.nd g e t it 
~rorked out . 

'.lell , i f you ' re ~inf! t o have h i n i n , say ~'ondny , 
I' l l have our ll.~"ent , Su l livnn , in "onday too ani\ 
av~>1lable . 

liell , t " ere l!li flht be Gr an!\ Juries or sor.e thing 
t hat •.<ould nrevent h1n fro11 cooing i n on •:onday 
so ~re bet te r •••... 

\:11 1 vou let me lo:no~:'l 

I 'll - - I ' ll cheo'< nt'l i t nnd let you }:no~; • 

But I'd feel much more comfortable , Bob , if you ' d 
nut a lit tle time on lt y~ureelf. 

l·lell , I' ll try to do i t . 

!ecPuBe it rerll y BOI1Pthin~ isn' t clickin~ . 

Yt>r.h . '.!ell , ttE' ' \1 set i t r-o l..n'r · 

And i t ' s i~•ortf'n t en~u"h , I t hink, for bot h or 
us t o Vo ''e 1t a little time. 

Yes. All ri ght , ~enry . 

Do you went a a ood lau~h? 

Yes . 

Th rnks ~or cal1 i nv . 

J immy Roosevelt come s in yesterday just to shake 
hands l·li th me , see? 

Um- hm . 

"ot h ing at all. 

No t h i ng . 

224 

Regraded Uclassified



H!'Jr: 

J: 

F.' 'Jr: 

J : 

m~Jr : 

J : 

'l''Jr: 

.. 
v . 

'-""~Jr: 

J : 

H!'Jr: 

J : 

~·Jr : 

J: 

!ll'Jr: 

J : 

- 5 -

Nothing . 

No more l1p1 

No. And as he gets up he says , 
Henry , does J oe Schenck et1nk' " 
t hat t ae t . I oa1d, •wnat? • He 
Schenck stink?" 

(Laughs) 

1 0h, by the way, 
Now, try to say 

aa1d, 1 Doee Joe 

5o I enid, 1 \·Tell , what do you mean , Jimr.~y1 1 

1 \fell , " he sai d , "I' m do1nP' business w1th t hem 
and I don ' t want to do bus1neso with him if he 
s tinks . 1 

(LaU!!'hS again . ) 

So ! said, 1 Well, J1rnny, I 've never met h1m.• 
·~Tell , do you think I ou~t to do business l'T1th 
him'l " So I said, •vrell, t i me will tel l , Jimmy. 
It ' s in the hands ot t he court and unt11 the man 
1s proven gu1l t:v he's innocent . So my advice to 
you 1B just to sit by-- back and wait . • 

I sn 't that 1nterest1ng1 

Yes . (Lnu~hin~ly.) 

\ihaU 

Yeo . 

I t hought you ' d be amused by i t. 

'rhe.t • a good. 

It ' s t aken-- t ook me a ·long while to say it 
quickly - - does Joe Schenck stink • .. 
•hat ' s a good one . 

o. ~. Well now, I' ll hear trom you on what day 
Nolan is goi ng to be in. 

Yes , 

• 
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And then I ' ll have Holan - - then I ' ll have our -­
Ireyt e agent here the same day. 

Yes. All r i ght . 

Thank you eo much. 

I 1 11 let you know. 

Thank you. 

Goodbye. 
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!-!!'Jr: Hello . 

<m~rrttor : All right . Go ahead. 

w•Jr : Fello . 

Rllbcrt 
Do•·.,.hton : !!r . Secretary? 

~"'·:r : :iello , Bob. 

::> : \:hen did you ge t back? 

·~·Jr : Oh, a fe~1 days 820. 

February 29, 19~0 
lO:o4 a . m. 

P: I hone you had 8 fine tri~ Pnc a ?Ood r est and arc 
feeling good. 

·~ ·Jr: Yeah , I'm all fine ~tnd r eady for e. tax bill. 

D: Ready for a tax bi ' .1? You ' ve ~rot so ouch 111oney 
you ,.;ouldn 1 t kno~l what to do ~~i th it 1f you hnd 
1t . You want to lo~tn money, don 't you? 

t!''Jr: liell , not if :vou look at my deficit. 

D: Is that so? \I ell , you ' r e not t h inking e~riouely 
about a new t ax bil l, are you? 

'"'Jr: l~o , but I ' m thinking . 

::> : If you are you ~~ow we ' d have to get after i t - ­
begin to consider 1t nretty soon. They are fi~~n~ 
to get away f r om here, a nd I understand the Presi­
dent has -- said he had no more legislat ion and 
wanted us out of here about t he firs t of Hay. 

H1'Jr: Uh-hub. 

D: What about that? 

!"!Jr : 

D: 

Well , I -- that ' s news t o oe . It ~1ould be ~ood news. 

Yeah. Of course , 1f we were going t o consider any 
tax b111 a t all it would have to be -- or become 

Regraded Uclassified



~·Jr: 

D: 

!"'Jr: 

D: 

U''Jr: 

D: 

D: 

D: 

D: 

!!l 'Jr: 

D: 

ll''Jr: 

- 2 -

our duty to do 1t, why we ought to beR1n to -- t o 
lav the ~relio1nary f oundations pretty soon. 

\Tell , he ' ll be back Sunday and all I wae th1nk1ng 
about was what he said in hie message. 
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Yeah. Thet' s easy, of couroe now, but if ~~e have 
to have a tax bill I've exryreeeed oy o~inion about 
it that tre all our,ht to ~~;et together before we ever 
etnrt. 

I'n with you a hundred ryeroent on thpt, Bob. 

Yes . Well now then , whAt I oallPd you about this 
ti~e is : I don 't know whether t here has been any­
t h!n" broucmt to your at t ention or not, but it hae 
been brought t o oy attention several t!~es . That 
there is sooe trouble down here in this processin~ 
t ax Board of Reviews. 

Yes . 

About t he -- among the -- disagreement among the 
meMbers. There 's a very serious disagreement down 
there. Do you know nnythin~ obout it? 

Yes. It 1 e about thie fello~: from North Carolina. 

Yes . 

Hat hoook. 

Yeah, and then the Chai~ or the Board, too. 

Yea . I mean -- I have heard about it and I eu~ested 
to ·;r. Sullivan two -- yesterday or the day before 
t hat he go up and talk to you about it , but I'm 
available . 

Talk to me about 1t? 

Yeah. 

\·/ell , I tell you what I ' d like tor him to do . 

Yeah. 
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I ' m looking into a lot of t h ings that oo~e to my 
attention about lt and trying t o ~et -- dl~est 
them and get dolrn t o the base of 1 t . I think t his 
f r om whet I see : I think t h at both -- Hat hcock 
nrobably -- he ' s a fine fello\·r and very oanable 
and I thinl~ one of the mont useful men you • ve 
got . But I th1nlt - - he ma:v someti11es be a little 
t oo -- have too muoh tem'Oer, and I thin!< the Board 
-- t h e Chairman of t he Board -- is a very arbitrPry 
Board. I t h ink t hey are bot h doi ng ~rrong from whit t 
I ' ve -- what li~ht I ' ve ~ot on it so far . 

In other words , t he Boa rd -- t he Chairoan of t he 
Foard is tentative . !lo r.mn has ever been a.,oointed 
on t hat Board in an election - - eX?Oein~ him in the 
nr esenoe of t he Board end ~~vin~ hio t he devil right 
in t he .,rcsenoe of t he Board. 

l•iell , I o.on•t kno~r anvth1n"' about that, but 1f 
Hathcock did what they said he did , and t here is 
doournentt>r:v eviitence t hl't h e wrote t~relve differ ent 
t axpayers and tel11n~ t hem - - cooDlain1n~ to t hese 
t axpPyer s about ~ction of the Board • • ••.•• 

"'eah. 

-- if h e did t he t , t he t •s ree lly inexcusable . 

Uell , suppose this - - oun:>ase t h e C!!air::mn of the 
Board had ac t ed on t heo case of t he ta>'?llYers and 
dismissed t heir n~neal and ei~ed it a s by t he 
Board when t he Board hrd nothln~ to do w1th ·1 t ­
did 1 t a ll hi:tself . Do you t h ink t hen t hat the 
ta:~ronver u ould fee l when t h e Board hac done t hat, 
as a Soard, t hat there wns no •Jse t a::in'\ u'J an 
anneal , but if only one me~ber had done it -- t he 
others had no -- never con~ idered it a t ~11 , t hp t 
they mi ght nrobably reel l.l.ke t h ey' d have a chi' nee 
to t Rke an a~peal1 

\tel l ... . . . 

As I understand , in t hese oases t hat the Chairman , 
with~ut ~ny action whPtever of t he Board, t ook 
the action and s1Rned it pe the a ction of t he Board, 
When the Board had done nothing or t he kir.d. 
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\lell now, Bob • ••..• 

Yeah . 

•••.. • this is something which I ' d l i ke to handle 
f a ir to everybody. See? 

I know that. That ' s the reason I ' m talking to you 
nbout i t . 

!Jow • ••••• 

So do I . 
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•..•• • supposing we have a mePtine on t his t hing, s ee? 
11111 you be around -- say, •onday? 

Yes , 1 ' 11 be here Monday . I have a meet1n~ of my 
Co~~ittee at ten thirty and t hen I ' ll have -- V.onday 
nftprnoon I'll be free entirely, 

~lell , is three o ' clock a good t1Me for you? 

It Will be fine for me . Anywhere , anyplace t ha t 
you sey. 

·iell , supposing we say at a C"uarter of three -- t hree 
o'clock. 

All right. 

And I ' ll have everything lined up at that time and I 
may have Hathcock here. 

You may have who? 

Hat hcock. 

That would be a good idea. 

I think I ' ll have him here. 

Yeah, that will be fine. 

~1ell , at least I'll talk it over and I ' 11 have all 
of the facts from our etandpo1nt and do you think 
we ought to have Hethooolt here? 
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I think 1 t trould be a t!"OOd idea. 

You do? 
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It trould be a pood ideA., end it wouldn • t hurt if 
you had the Chairmnn there as f ar as I ' m concerned. 

llell , ve •ll have thc"l both here . 

T"•r> t uoul d be a ~ood idea , I think . 

1 •11 ~~ve the~ both here . 

! think thet wo•t1d b e find . Not; , do you tmnt l'ny­
bodv else t here beaiden oe? 

Unless ~rou t:ant to brinr- oo~ebody . 

Fro, tt'l here? 

'Jnleos ~·ou tlant to br1n~ somebody • 

I'Ie l l, 1f I ,,ranted to RA:t somebody 1t would be some 
Me~ber of the Boar d -- some ne,ber of t he - - I 
~touldn • t \tant to nslt anybody unless it vtould be 
some '11e~ber of t he J oint Corn~ttee . 

~iell , tha t 1 s u-, t o you. You brin<> eny'oocly you 
fe e l you ' d l1~e to . 

·.:ell , t hat 1 s 1'1ne . Ancl when d td vou B P y, a cuPrtf'r 
t o three? 

·~o , three o 1 clock . 

Three o • c l ock a t :rour office . 

That ' s ri~ht . 

I ' ll be r t crht there. 

On l'onday. 

YE'tlh . I' 11 be right there !!onday, and ! t hink we 
just want to ~ot t he t r uth about 1t. 

I -- I ' c aled to , a nd I' ll be de!1~hted to sit 
down w1 th · you. 
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llell, thllt 1 e tine. Thank -- dter ve hear them 
why then you and I can talk. 

'1'ba t 1 s right . 

Fine; thank you, Henry. 

Pine. 
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Hello. 

The Attorney General . 

Thank you. 

Go ahead. 

Hello. 

Hello . 

Henr y . 

Th1s 1e Bob. 

Hello, Bob. 

February 29 , 194o 
ll:Jg a.m. 

This delay out t her e wa s ap~arently due t o t he 
f act that l!ol an wanted t o roter t he oetit1on 
whioh your people preoared and handed to him 
here before he would t ake t he responsibi l ity 
of fil i ng tt , e nd 1t~s oone to my at tenti on 
thi e 'llorn1ng . And I th1nlt t here is a gr eat 
question whether t he -- whet her your Depar tment 
wants, and I ' m very sure ours doe sn' t want , t o 
t'1le that in the t om t hat it' s in . 

I see • 
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:•o11, here' s ~lhat i t does: It Kill be ver y sensa­
tional if i t' s filed i n t h is way and i t r nlses - ­
i n it are questions that wer e asked by -- in t he 
testimony t hat' s or onos ed to be tiled • • ••••. 

Yes . 

• •••.• questions tha t aro asked about l!oNut t ' s 
Presidential oampa1gn Wh1oh will certainly ~ive 
color t o t he theory t ha t he 's being pursued be­
oause of that. Another ouestion is about the 
gif t of a r1oh - - of a wrist watch to Senetor 
!!1nton; another 1s about the -- ..mat' s referred 
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to by the Agent no the oo"ll..nP out "lP!'ty or ''oNutt, 

l!h- huh. 

And I think l..t does r l..ve color t o the t heor y that 
i t ' s -- t hat there ' s n little nol1 t1oal directi on 
t o 1t . 

I see . 

t'ou I t hin.lc t ha t t hi ng ou~ht t o be c~>re:ully revised 
so thl' t it l oolt s ll..ke a nure , leral -.r ?ceedl.. nf" 
n~P inst t hi s one ~~~ who ~as r efused to tes ti!v 
r nt her t han •••.. • 

':bat• a Bo~r.:e.n Elder. 

• ...•. l i ke -- vee . ~ther t~an llke e. -.oli tloal 
blA st et so"lebody eloe . As you know, I have no 
t1'1e for 'l i n p.nd ! • m -- he ~muldn • t be even "lY 
sixt e enth candidate . 

Yee.h. 

Rut I think we ou~ht t o be -- lean be.c~tarda to 
avoid the 1nnr e ssion t hat we ' re t r yinf" t o -.er seoute 
h1~ . 

·.:ell , t he.t' s t "t e last t'~l..n,:r l..n t!~e worl d . I haven't 
nerseouted anybody einoe I 've been here end I ' ~ not 
~lnG to do it • • • •.. 

'fo , end I . .... . 

• •.... now. 

And I t h ink t hi s 1e onen -- ~te nus t rene.,ber t hat 
t h e uress wi l l exaf"~ernte t~e t h1nP treoendously 
because 1f t hey o~ mPke 1t look t hat we ' re aft er 
h1m 1t will hurt both hl..m and us . They ' ll be 
del i ghted to do 1t. 

Well , I don't-- I haven't seen 1t and I didn ' t 
know what was 1n 1 t , but I d1d ~:ant you, ee I t ol d 
)~U t b1B morni ng, I thOU8ht l..t was 1~-.ortant enoU8h 
for you to t ake a look a t the whole ~tter . 
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Yea, I ' m glad you called me and I was glad 1t 
came to my a ttent1on. And what I th ink should 
be done is that somebody from Ed ' s shop or from 
the Bureau , and somebody from here should eit 
down and wor k out of it the -- the things t hat 
might cause difficulty i mmediately and t hen get 
tt filed. 

\•Tell , I 1m going to aalt Ed to do 1t himself. 

All right , fine. 

.~d t ake 1t -- now, Who would be see over ther e? 

Clark. 

Well, I ' m going to ask Ed to do i t hi mself. 

Fine. and I ' ve asked Clar k t o give it personal 
attention. 

And t hen, I t 'alte it , after t hey've fixed it up 
you'll take a l ook a t it again, won't vou? 

Take a look a t it again and we' ll put 1t r i ght 
through . 

That ' ll be fine. 

Fine. 

Thank you so much. 

All right. 

Goodbye . 

Goodbye. 
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TREASURY DEPARTMENT 236 

INTER..OFF'ICE COMMUNICATION 

DATa le'oruar7 29, l91Jo 

ro Secrei&r7 llorpntbau 

llr. Coohrall 
FROM STR ICTLY CONFIDENTIAL 

11r. Ptnaellt t&llced to ae b)" telephou thia II01"1liJic at ll o ' olook. Be atehd 

~bat a repl7 b&d now b"" rece1Ted fro• hie GoTermaet to tba 1llqul17 •4e at 

our requee~ ill regard to the eon of B. B. Iwlg. 'rhia 1ndh1dual. •• r eported to 

ban been eoDneete4 ill aoae •:v with the diaeonr;v ill llollg :long l&at Sephaber 

ot an tlleal tre.naaiiting aet beloJid.ug to the Central !ruat. There were 

arreots in October, followed b;v the t.poo1Uon of finu upon aeTeral 1n41T1dual.o, 

InD.t bJJiaelt eTidentl;v •• not broucbt to tri&l. Be left Boug l:oug, boweTer, 

UDder eireumet&neeo which Pillaent •1d were 1 .110t to hie cre41t1 • Pinset could 

not a tate, from the meaeage wbicb be b&4 receiTed, tb&t Iwlg •• actuall;v er­

pelled. Ra eaid be aigbt at.pl;v' baTe be., aalced to le&Te. Pinaent lalew uoth1DC 

about ~he ident1t7 o! t he 1C811t ral !ruat•. 
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0 N F I D E NT I~YloBPAllTIIBNT 
... ......, ................. ... ...... ~ .................. ... _ ... -...... 

8 U RBAU OP 5UPPLIB8 AND ACCOUNTS 

... UBl"OTO"· D. c. 
29 Pebruar7 1940. 

!I'W!Ral!J!!!! lOR m BPWFPW Ol m maSIJl!I. 

S1JilJF£Ta Foreip a&l.e ot llillt&r7 &ircratt b7 Ilouglea Aircraft Corporat10D. 

!ha .lerOD&utical Board record i.Ddicetu tha .follooriJI& ealea b7 the 

Douglas Aircra.ft Corporeti011 o.f llillt&r7 aircraft: 

To the French 1 

Between W38 and 9/S/39 
Between 9/S/39 and 1/31/40 

to t!te ~~ 
Since 9 6/39 

To Cep•1 • t 

Since 9/6/39 

To Irng a 
SincelW39 

To the Neth~•l 
Since 9 39 

100 - nrn and fBIA. 
2'10 - Ill7 and DB7A. 

1 - Douglee Transport. 

20 - Douglee Boabera (08280}. 

15- SA-4. 

18 - SA-311. 

Relative to the Dft8 1tta appeariDg in )'eeterdq 80l'D.1Dg1a prNa 

to the effect that the Brit1ah had placed a :iPBilll011 dollar order with the 

Dou&las people, I aa intoned that thia recent order O«~liltll ot 150 Douclu 

Boobere 1 t7P' BB-78, power..S with two lfricht 1400 to 1500 hora.-powar eacine•· 

1'beee boabara are aia1lar to the P'renoh tn>e, but han approx;1ll&te]¥ twi.oe the 

gasoline cepac1t7. !hq are to bt coaplatal7 equipped with Britilb tn>e 

radio , ordnance and other euz111!17 equi~t. The Vice President ot the 

Dou&les ~ ad'lihd • 7Ntcode7 rt'eoiDg that oecot1ati0111 tor thie order 

have extended ~er a o011aiderehle period ot U. and prior to the .forMtica 

or the Preaideot' e L1.a1- ec-ittM. Howeter, it ill poeeihle that Captain 

Collins had lau•1ed&e ot thie COG t.apla ted order. 

I aa .further int~ that each o.f the t7Pe• llated aboTe had bteD 

preVious]¥ releaeed through the State Dtpartact. 

CCI Capta.in B.I.ColliDa, ~. 

Praaidct'a Lta.i- ec-tttM, 

~t DirtaiOD, 
~IIUIIrT Dtparbmt, 
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February 29 , 1940 

I tried to phone Mr. PurTie, but found he wae 
in Ottawa. I -e going to read to h im the attached 

Dow-Jones tiolter and tell h1m tbat at the preu con­

terence th1e morning the newepaper men went after the 

Secretary hard and inasmuch ae there were eo uny 
runore, HM,Jr felt that it would-be to their' IIUtual 

advantage for HK,Jr to give the attached story. I 
,.as going to add that the Secretary gave them this story 

tor background and that he only gave it to them because 

they pressed h1.m very hard and that Kll,Jr hoped Mr. Pur­

vis would be pleased with the etatement as it came over 

the ticker and that HM,Jr also hoped the results would 

be beneficial. 

R. S. notz 

240 
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ALLIED AIR PROCUREMENT 

WASHN - BR ITI SH AND FRENCH GOVTS HAVE NOT 

YET DEC I DED ON DETAILS OF THE IR CONTEMPLATED 

B I LL ION DOLLAR AIRCRAFT PROCUREMENT PROGRAM 

IN TH I S COUNTRY IT WAS LEARNED AUTHORITAT IVEL Y 

TODAY 

241 

NEGOTIATIONS ON NUMB ERS AND TYPES OF PLANEb 

WILL BE UNDERTAKEN AS SOON AS MEMB ERS OF 

THE ALL I ED AIR MISSI ON NOW IN EUROPE RET URN 

TO TH I S COUNTRY I r WAS FURTHER LEARNED - IN 

MEANT IME IT WAS STATED ON HI GH AUTHORITY NO 

DEF INI TE PLAN IS IN EX ISTENCE AND THE ONLY 

DEF IN ITE DECISION THAT HAS BEEN RE ACHED 

WAS TH~T ANNOUNCED BY THE AL L I ED PURCH ASING 

MI SS I ON IN NEW YORK LAST WE EK TO EFFECT 

THAT -VERY GREAT- QUANTI T I ES OF PL ANES 

WOULD BE PURCHASED IN TH I S COUNTRY 

I T WAS FURTHER LEARNED THAT HE MUCH 

DI SCUSSED PL AN TO PURCHASE ONLY THREE TYPES 

OF AIRPL ANES IN THI S COUNTRY WAS WORKED OUT 

TE NTAT I VEL Y BETWE~ N TH ALLIED MISSION AND 

COMPANIES INVOLVED AND EST IMATES WERE OBTA INED 

ON P RI CE AND DELIVERY SCHEDULES - THIS 

SCHEME HAS BEEN LA ID BEFORE ALLIED SUPREME WAR 

COUNC IL AND WHILE IT CANNOT BE SA ID THAT IT 

HAS BEEN REJECTED DEF I NI TELY THE DATE FOR 

PLACEMENT OF ORDERS UNDER THE T£ NTA7 1VE 

OPT IONS GRANTED BY THE COM PANI ES HAS PAb ED 

AUTHORI TAT IVE QUARTERS HAVE TAKEN 

TH IS TO MEAN THAT THE PLAN DI D NOT MEET 

WITH AP PROVAL OF ALL I ED WAR COU NC IL 
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WHETHER IT MIGHT BE REVIVED IN FUTURE IS 

OPEN TO QUEST ION BUT A HI GH GOVERNMENT OFF IC IAL 

I NSISTED TODAY TH AT NO PL AN HAS BEEN DEC I DED 

UP ON AND SA ID IT WAS HIS UNDERST AND I NG TH AT 

NEGOT I ATIO NS WOULD BEGI N ANEW AFTER THE RETURN 

OF THE AIR MISSI ON WHICH IS EXPECTED IN NEAR 

FUTURE 

UNDER THE TENTATIVE THREE-TYPE PLAN THE 

ENT I RE PROCUREME NT PROGRAM WHICH INVOLVES PUR­

CHASE OF APP ROXIMAT ELY 6 000 BOMB ING PL ANES 

AND UPWARDS OF 2 500 PURSUIT SH IPS WOULD 

HAVE BEEN PLACED WITH THREE COMPA NI ES - -

MARTI N DOUGLAS AND CURT IS$-WR I GHT- THESE~ 
COM PANI ES WOULD THEN HAVE LET SUB-CONTRACTS ?i-­
TO OTHER MANUFACTURERS TO TURN OUT ONE OF TH E 

THREE TYPES BE ING P URCHASED 

MAIN OBJECT IVE OF TH IS PROGRAM WAS SPEED 

OF PRODUCT ION AS RESU LT OF STANDARD IZAT ION ­

THE SCHEME HOWEVER DRt W STRO NG OBJECTIONS 

FROM SMALLER SEGMENTS OF THE INDUSTRY AND 

FROM CERTAIN ADMINISTRATION QUARTERS - AMONG 

COMPLAINTS RAISED WERE THE CONTENT IONS TH AT 

THE PROPOSED PROGRAM WOULD HAVE A DETERRENT 

EFFECT ON RESEARCH AND IM PROV EME NT AND WOULD 

J EOPARD IZE US BUSINESS WI TH LATIN AME RICAN AND 

OTHER FOREIGN PURC HASE RS OF BOTH MILITARY AND 

COMME RC I AL TYPES OF PL ANES 

-~ 
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GROUP IIEETING 

Pre a en t : ' Mr. Bell 
Mr. Gaston 

R. II! .Jr: 

White: 

R.M. Jr: 

White : 

H. M. Jr: 

Whi te: 

S,!I,Jr: 

'lih1 te I 

H. M. Jr: 

11h1te: 

Mr, Graves 
Kr, Schwarz 
Kr, Sullivan 
Kr. Thompson 
Mr. H&aa 
lolr, Cotton 
Mr. Cochran 
Mr. White 
Mr. Pole,-
Mra. Klotz 

Tlere you aick yea t erd&y , Harry! 

Well, I had a col d and was sneezing all over 

t he lot. 

How are you today? 

I am not sneezing, 

I knew you didn't have any minor vices. 

That ia a compliment. My chief vice ia that I 

can't stand temptation. 

Harry, remember when I went to Scandinavia, a 

memo on d ifferent oountriea? Do bring the Pin­

land one up to date • . I want to give it to 

Nra. Roosevelt. I would like to have it b7 

llonda,-. You aee, all ot these young 1outh 

people are doing everything they can to atop 

giving aid to Finland and I would like to give 

ber tactual intoNation to prove tb&t Finland 

ia a d~craoy and aend it down. All or thil 

CoiiiiiUnie t propaganda 1e going on about Finland 

and a bout the Putsch of Mannerhe1m, and ao on. 

Then you won't care about the recent eventat 

No, I 110uld like to know wlw.t kind ot man he 

1a and what kind ot -.n R7ti and Tanner are. 

R7ti ian't a Faac1at. They have got tbh thill« 

all aroUDd. 

M&nnerbe1m, tbef b&Ye got a good eaae on, but 

we can leave him out. 
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lfuo baa got a good case Wbicb way' 

They are right, he waa - -

\/ell , he killed a lot of Commun18ts 1n Finland. 

Oh, yea , years ago . 

Yeo, during their revol ution. 

Yea , we can have that for you. 

It i s amazi ng, the propaganda which is noing 
arotmd . 
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':'be o t her thing which I had this morning, 'llhicb ia 
i n t he office here , I have asked the Attorney 
General to br ing u. s. Distri ct Attorney Nolan 
to \lash1ngton for a conference , which he has 
agreed to do , Ho is ao1ng to let me know t he 
day he i s coming and we will have our man in, 
but I thought we had better have No l an down and 
Give me a chnnce to t a lk to hi m, too. Jackson 
fe l t that i f any tr ouble is there , the mix-up 
is i n his office. I asked hi m to pl ease got 
llolan in, Which he has agreed to do now. I t hink 
tl'IO t 18 90 od, don 1 t yout 

Very much ao . 

But he didn ' t have the stuff. 

I think somebody out there 1a talking. 

I tol d hi e I thought it waa inporto.nt • 

Mr. Uarri s ' br other is s t ill alive , although 
there 1e little hope for him. 

Thi s i dea of burying the man whil e he is stil l 
al ive 1e very nice. 

You s aid he was dead. 

The t wae tho report. 

lie d1dn • t d ie. 
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\,hat else? 

I have nothing else . 

I am still wa1t1nc , young fello¥~ (Mr . Bell) f or 
that r e port on the debt limi t , 

I brought i t i n . 

r~ere i s the •~it ten r eport? 

I have c ot it. I have got a statement showing 
each date. 

Is i t typed? 

Yes . It is all ready. It has bee n ready for three 
days . 

It wasn't - Vlell , Ylhat day Ylere Cu:-ri e and Harol d 
Smith 1n here? 

Tuesday . It was r eady that evening . I v:ent right 
back to the office and worked on it. 

Well, d o you v1ant to see me about it today? 

A:ny t 1me you say , 

Well , you haven 1 t ask ed. 

I thought I to l d you yesterday that I was ready 
any time that you ¥~ere, d i dn ' t I , yesterday morn1ne;? 

~ell , t hat happens every day. Bell and Baas, I want 
t h is afte rnoon a t 4 : 00 o ' clock . 

Fine , I can get away from that Federal Fa rm r.:o rtgage 
meeti ng at 2 : 30. 

That 1s jus t a poli t1cnl meeting. You come back 
here at 4:00 o ' clock and I Ymnt suggestions on 
how to refund and don ' t , for Ood ' s sake , George , 
give me , " i t, and, and but. " I •1ant your opinion, 
sec. Don' t g i ve me alternatives. Put yo~rself 
on the record, "'!his is wha t I r e commend. 

I d idn't want to appear biased. I wi ll be biased 

t oday . · 
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And that goes for you, too, Bell, I don ' t want 
to read ten pages - if you do i t this way and if 
you do it that way. "This is What I recommend " 
please. I don't say write it , but cone 1n and ' 
say , "This is what I recoDJDend, ,. . I will put my­
self on record, too. All rightT 

Sure. 

Harold T 

Nothing. 

Harry? 

There was a no t o in last weok 1 a report from the 
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New York bank which you :may have seen that Ruasia 
bas es t ablished s ooe credits, sana portion of the 
25 millic:n dollar sum v.hich ,..as transferred and 
they didn 1 t indicate whether it was half or minor. 
They said they were going to look it up, but I 
think it might be followed. I don't know who is 
establishing credits here for Russia. Did you hear 
anything fUrther? 

Not a 110rd. 

Llerle, did youT 

No. I can ask about i t . 

'You are going to find out? 

I talk to Knoke usually once a week on that. I 
can find out . 

Don • t you think we ought to know 'flho is establishing 

it. 

Yes, d efini tely, and I wish t hose aem1- nonthly re­
ports on Amtors that I get - I don't get them any 
more . 

We have a whole accumulation in Irey' s office. 
They come weekly. 

Could I see them weeklyT 
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Yes, you can see them weekl y , 

Can I see the last one? 

Yes . 

Please. 

I will get it in to you right away. 

Then a fter t hat, can I see them weekly! 

Yes , indeed . 
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There is a cable t.htlt came in this morlli.Jl8 dated 

Febl, \ary 28 from ButterYiorth , which you may have 

noticed, in whi ch he quotes Chamberlain, Chancell or 

of the Exchequer , in making some reference to 

depreciation and I would like to call your atten­

tion to one or t•:o significant points in conne ction 

with it, One is, he sai d in response to a question 

f rom the floor that h e could a s sure the honorabl e 

member t hat currency depreciation ~:ill not be re­

sorted to as a means of stimulating exports . Then, 

however, be coes on to s ay s omething t ha t i s rather 

interesting - tv:o t hin&s . One is , he said tha t when 

the Ylar broke O\\t it •ras felt t hat s terli ns was 

over- valued, ~ou remember they said they couldn't 

stop the rall or t he pound, i t v:as me rely conse­

quences . He now says that because it •:as over­

valued then, they felt it was wise to pe rmit the 

pound to f al l to a rate which would represent the 

true ecooomic level, This is in support of what 

I was holding at the t ime, that they thoUS)lt 1t 

should be l ower. 

A !'urther s igni ficant fact i s that he coes on to 

say - he doesn't say this , But t erwo1•th says 1t , 

He says there i s a good deal of comment that the 

price movements, since pr esumably t he pound fell 

to represen t what they cal l the true economic 

level, have negated, have nullifi ed most of the 

e.rrects of the original de cline , I am not saying 

that he i sn r t sincere i n say 1ng he 1s not goi ng 

to let it r all , but the point to be raised is when 

he thouent there was a l ower l evel represented 

the t rue economic l evel and that t he f i rst chance 

the y had they l et i t go , they thought i t was 

desirable to let i t go , which was contrary t o 
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'llhat we were led to believe and what many around 
here thought . 

Secondly, be will not use that method to promote 
exports and thirdly, that a new economic level 
is being established which should call for a 
lower - still lower rate . Those three points, I 
think , can be deduced from that cable. 
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Either in a l a ter cable or in a French cabl e , 
there is a statement - I dm 1 t know 'lbich - that 
they have not used up their advantage due to the 
fall of the pound. Did you see thatf 

There were two messages last night. 

Yes , and that was rather unusual. Harry, I just 
want to say this in passing, as a side remark. 
It was very well for lo!r. Chamberlain four mont hs 
later to say 'llhat he did i n September. His hind­
sight may be very much better than his foresight , 
but I am not convinced, even with his remarks on 
the floor of the House that he deliberately at 
that time let the thing fall, because if I ever 
saw a demonstration of unpreparedness and not 
knowing what they were going to do , I was con­
vinced that 1t was in September. 

I think you are right to say that it wasn't a 
. controlled or pre-managed drop . 

He says - I made a statement and gave a definite 
reason why each day we raised the price o f e;old 
to 35, and all the rest of the stuff. 

I think there is much in what you say, yet one 
can't overlook this inherent fact . 

I am gl ad you pointed it out. There is an enor­
mously important cable came 1n seven sections 1n 
the moat confidential code last night and as soon 
as it come s in I want Harry - has it come , yett 

No , sir, it hasn ' t . 

Peie called me twice last night and noted to 
come up. I bad him fi nally read i t and then 
he summarized i t for me. It i s terrifically 
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confidential , all about gold , and you fellows 
better read the damn thing as soon as i t gets 
in. 

If the pound fell to its economic level which 
t hey claim is a round 3 . 96 or four dolla;s, it 
is not an e conomic leve l from their point of 
view. 

You mean it ought to go lowert 

Fran their point of view. That doesn ' t moan 1t 

will, but I say from their own evaluations or 
j udgments . 
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There was a statement in the report made by l>!adame 

Perkins in her annual report about unemployment. 
I don 't know .nether you h appened to no t1 ce it or 

not. There was qu i te a little d i scussion about 

it around the gr oup at which Lubin and others were 

present a couple of weeks ago and i t referred to 

the f a ct that - I am quoting from it now. "It is 
now probably true that between four and five million 

persone on any given date represent the normal turn­

over in industrial unemployment . " They should not 

be regarded ae part of the unemployment . t.:ost of 

ua were much upset over that remark. There is no 

basis for it. The factual material behind 1t 1a 
very dubious , to put it conservatively, and we 
felt it was a very unwise and unwarranted state­
ment. Lubin t s defense was that he was out of town 

when it was made and signed or be wouldn ' t have 
le t it go . I didn ' t know but somebody might call 

your attention to that remark sometime 1n talking 

of the \D'lemployment. 

You will have to go furth er, Harry. I don' t ge t 

the s i gnificance. 

They say f i ve million of the unemployed are the 
normal amount of \D'lemployed of men Who are just 

seasonal workers, are transferring f r om one job 
t o another, that e ven i f you bad prosperity they 

woul dn't be t a ken in unless you had sane inf lationary 

boom or war boom, but under normal prosperous con-

di tiona you could expect tba t this five mill i on 
would be unemployed. I think it 1a a vi ci ous and 

.unwarranted s t a tement. 
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\\bat do you think of the f a cts? 

I think the figures they use are twi ce as gr eat 
as they should be . 

What do you think it should bef 

Oh, between t wo and three million a t the very 
most , and that difference of a couple of million 
makes - when you say there ie five million that 
nonnally are unempl oyed and a l l you have got now 
is six or seven , vre are practi cally all fixed, 
we are al l right . In other words , r:e have no 
unemployment problem, a lmost, tha t i s the impli­
cati on 1n that s t a t ement. 

It i s a question of what they mean by nol'!l'.al , 
Harry , ~nether it is a historical sta tement or 
a statement of necessi ty. 

You raised a very significant poi nt , but tho 
i mpression --

1'/ha t was t hat? 

I say , it 1e a question of what they mean by 
normally, whet her it i s a h istorical sta tement, 
i f they are just meaning to say that in the 
past we always have had about tha t number, or 
whether they mean i t i s abs olutely necessary 
that vre have to have four or fi ve milllon un­
empl oyed, even under the beet conditi ons . 

The eas iest v.•ay I lmo<~ to get the President ' s 
goat is to quote some unemployment f i gur es . 

Look a t what this does to the President. Our 
unemployment figure is six or seven million 
now and t he President can shrug h i s shoulders 
and say , "We have pra ctically solved our unem­
ployment problem. " I don 1 t know whether he 
would, but this leads 1n that direction and I 
t hink i t i s bad . 

I am glad you menti oned it . I t just forewarns 
me. 

f.1'11te : Yes . 
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l'.'ha t else? 

Rowe , who is Director of the Pan J.meri can Union, 
to ~hom tho suggestion we ~de with respect to 
this Inter-Treasury bulletin - wh ich he thinks 
is a very good i dea and we think is an excellent 
idea to d evel op - came over to say that they 
TIOttl d very tnUch like to see it co in. They have 
no fUnds nor can they get any funds !'rom Pan 
American and we tal ked very tentativ e l y about 
costs , but befol'e he wants to c;o any fu pther, 
I an raisine the question with you now, how do 
you Vlllnt to proceed, It apparently - 1t a ppears 
as thou~;h either this Trea~ury will ~ve to fo~t 
all or most of the bill , not all, but IX>St of 
the bill, if it r:an t s to co forv.ard y;l. th it , un­
less y0\1 want to ge t sooe kiz1d of Congr essional 
action , and i t probably vtill cost - I don 1 t lmo,: , 
but he to.ll:ed in terms of around fi f ty thousand 
do l lars o. year . 

Why woulrln ' t tho. t be a perfoctly good t hing for 
t h is new bank to have a s its publication? 

2Su 

He rai~ed that point as one of the possibilitie s 
and 1t is one of the thint;s you want to t al k ovor 
1n connection with that . There are certain grave 
disadvantages , I think. One is , it is a cost on 
t he bank which they start out t~ith, but , seco:.C:l], 
and core i " portan t , I think it is sor.~et~inG that 
has g roat possibility for Tr easuries themselves 
to get together. 

Le t 1 s leavo 1 t thi s way . Some time r<hen I s c o you 
for some meetlnc, bring it up o.t that time . 

Yes . There is no immediate hurry . o. K. Th~t 
is all. 

George? 

I have nothing, l.!r . Seoretni7 , but t h i s report 
(handin g report to Secretary) . 

Do you ( Cotton} know all a bout the State Depart­
ment and this bill? 
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I know sanethi ng about it. 

Y/ould you sort of steep yourself with itt I 

would be curious. And then if you stay behind 

I want to talk _to you about this steel mill, ' 

I want to read the memorandum. 

I have nothi ng. 

John? 

The complaints that are arising out of a recent 

Treasury decision 1n rega.rd to rubbing alcohol 

are very, very extensive and t he best solution 
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of the problem W)Uld be that we oould find a 

denaturant that would be approved by Public Health 

Oh, go on. Do you know why I say that? I went 

all through this the f irst two years I was here. 

It is wood alcohol , i sn ' t i t? 

That is right, rubbing alcohol, but while you 

were in Ari zona you didn 1 t go through it and 

they are coming in with bushels of wires and 

t elegr ams and everything and the trade is very 

much di str acted. 

l'lhat did you do that distracted them! 

The Treasury Decision ruled that no one except 

the registered pharmacists can sell rubbing 

alcohol , and of course the dry goods stores and 

similar esta blishments , all the retail stores, 

put up quite a fuss . Now, VIe are working on 

denaturants and we sent t wo formulas to Publ1o 

Health. I think if you could talk with Dr . Parran 

and - -

Now, listen. I am not going to get down to rubbing 

alcohol. The person that worked on that with me 

originally - s Wollner, who i s here as Consulting 

Chemist to 1118 . He is working under Harold Graves. 

Wa s it you (Graves) or Mac went all through this 

alcohol with me? 

I did. 

There i s your expert. lle knows more about i t 

than anybody in t he Treasury. 
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It you will let me finish my sentence, I 
think I have got a good ideo. here . 

Yes . 

We send a formula over there and we don't 
hear from it for two or three months. If 
we could get permission from Parran to have 
one of our chemists go over there and work 
these formulas out with their men, I think 
we 110uld get sane action and be able to 
solve the problem. 

~lha t do you want me to do? 

If you could talk with Parran and - or if you 
could authorize me to talk with him for you. 

Sure you can, but I am no t go1n6 to get down 
to this thing. 

That is all right , if you want me to talk with 
him and say that you --

But before you do it, this man has been all 
through this thing. Has he been consulted? 

No. 

Well , he knows more about it than anybody in 
the Treasury and my suggestion is t hat you 
and Harold Graves handle it and you have got 
fUll authority. · · 

All right, fine. 

It is rumored that the original complaints came 
from the Coca Cola people . Is that true at 
all? They were using Coca Cola w1 th the rubbing 
alcohol and Coca Cola was getting a bad name . 
That is the story I heard. I wonder if there 
is any truth i n it . 

No , they do use Coca Cola --

With it? 
• 

That is put out by Pepsi Cola . 
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You can't tell these days . 

This fellow here {Gravee ) knows more about 
thi s business than I know. I have spent 
years on thi s , a ctuall y . I saw that wood 
alcohol got a case . I went a ll through 1t . 
Bob Jackson was interested 1n it , too, his 
mountaineer fellows up in that part of Penn­
sylvania . I lived with that thing . It i s 
just like old times , but this man here - and 

it you ever want to get - if you ever get 
stuck on the question of labels , you know 
the greatest living authority - do you want 
to know who the greatest authority 1st Mc­
Reynol ds. VIe had 20 different bottles here 
on my desk and llac had them all worked out, 
but on rubbing alcohol and wood alcohol , see 
Harold Graves . 

Do you want me to wean him\' 

When t hese things come back after all these 
years , you can ' t blame me for forgetting a 
little , but take t his fellow , he has l i ved 
with alcohol. 

This isn' t coming back , this is just breaking . 

I still say he is willing to give the time and 
he has. got all the background, but you have got 
ful l authority to use my name as Secretary of 
the Treasury any way you want to . 

Will you bring one of your samples? 

AU right\' 

Yes , sir. 

Call up Parran or anybody else. 

'l'hank you. 

You can even call up l!cNutt. 

Oh, you think he is going to need some , do 

yout 
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Either that or smelling salts. I don't think 
it v;ould be right to go to Parran v1ithout going 
through llcllutt , 

I didn't hear that sugge stion. I guess I will 
go direct to Parran. 

All right . Anything else important? 

That is all. rlait until 
delegations land on you. 
L"'tportant. 

you have one of these 
You ~ill think i t is 

I have been all through it. I have had these 
delegations . 

\'.hat is the matter, Ed? 

I \'lill see you arterv;ard . 

\!hat is that , juet o lapwormer? 

'rhi s is for John and thio is for you. I will 
£5ive it to you afterword. 
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\'le are holding a meeting on political conventions 
in a fe~ mLnutes, at 10 : 00 o'clock. I thir~ you 
oujtt to know that we at•e - as we anticipated, 
we are right now holdinE the bag on this Atlantic 
weather reports . Admiral Land find s that he 
can't go throU{lll with his part wi th callahan and 
tha t they \1ould provide ships , so I thLnk that 
I will get hold of CQllahlln and probably hol d a 
meeting of all the peopl e concerned. The arrange­
ment was this , that v1e "ould put the cutters on 
t his weather advice between the Azores and Ber­
muda temporarily contingent on Admiral Land try­
ing to find the money in his neTI aypropria t1 one 
to provide ships which would be put on those 
stations . Land now sa1s that his lawyers advise 
him that he can't use any of his runds for that 
purpose and that he didn't get enoueh money , so 
he is just sort of waiving responsibility , so I 
thLnk we will have to - -

The. t moans - -
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It means we are stuck with this weather patrol 

until we can t1nd some new arrangement, unless 

we llimpl;r give them a cut off <a.te and say-
that after that date we won' t provide it, but 

I think before we make any- such decision as 

that we need to get hold of Ca llahan and the 

other people concerned and see if we can ' t work 

out something, and that is what we are nropos1ng 
to do . -

'l'lell , 1n rq younger days when I used to be am­

bitious, the Coast Guard was very anxious that 

they have the supervision of radio and weather 
off shore . 

Still we have that 1n mind. 

I was wondering i f ;rou are go ing to have to do 

this , couldn't ;rou make that a condition, if 

that is what you want? 

I would like very much to do that, because I 

think you are going t o get into a serious situa­

tion of duplication if we have the Aeronautics 

Authority handling 11£)1t services and radio 
communication, beacon services for Transatlantic 

aircraft, and then you have a lighthouse system 

for ships . It is just going to be a duplication 

of service. 

Are ;rou on top of it? 

Yea , 

All right. 

Who is on my political committee! 

Helvering and Gaston and Foley and myself. 

I see. Well, these are just a lot of amateurs. 

we don ' t rate. 

Tiba t is the committee! 

The political committee. 

You may need another man to dissolve a tie 

here . 
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H.M. Jr : 

Gas ton : 

~l . rt . Jr : 

Gaston : 

: . ~ .. Jr : 

Go.s ton : 

~ . :.: . Jr : 

Gaston : 

· . ~ . . Jr: 

vllsto n : 

h. :· . Jr : 

\ill ite : 

Vihlte : 

Gaston : 

Cot~on : 

- 15 -

\lho 1s on that commit tee? 

l.!r. Foley , Mr. 'lbompson, Mr . Helve ring and 
myself . 

256 

Well , when you want a cou pl e o f pro fessionals 
John and I will get in on i t . Vihat e l se? ' 

I think perhaps you a r e advised t hat on reques t 
of the State Depar~en t all investigations of 
Italian coWltervailine duty matters were su s ­
pended. 

Pending Mr. Welles 1 r e turn? 

Yes . 

Well , he has l eft. 

But that haAn 1 t b~en released by t he State 
Department ye t . They are doing n o thi ng on 
Ital ian matters at the present. The orders 
to make so::1e l.nv estiea tions we:ra counterrw.ndod 

by v.'ire . 

By <lhom? 

Johnson . 

\/e l l , he has cone away. 

Yes , h e . has (;One . They :rushed t!'l rouc h an order 
indicating that the Italian attitude was satis­
f actory and they •:ould not a pply counter vaillnc 
duty . l ie didn 1 t know at the time , but th ey 
wanted it to c;et there r i gh t be fore 'iielles . 
Had t h ey to l d us --

All 
for 
Y/aS 

Mr. Hull asked me was not to do s o,et h i ng 
the day or t wo !.~r . 1'/elles was t he re , l'lhich 
a per fect l y courte ous thi ng, so I d i d it. 

That is t alc en care of. 

The y could so ahead, then? 

ile i s coming back to see l:u ssolini , isn 
1 
t he? 

You had bett er be careful. 
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H. lo! . Jrl 

H. M. Jr: 

oaston: 

u. u. Jr: 

- 16 -

Here i s a very interesting story I t hink 
everybody s hould read b:r Herbert Matthews 
on Welles ' visit in Rome . It is very in­
teresting and not one or these hand-outs . 

That is right, Welles i s coming back, but 

Mr. Hull only asked me to do 1 t 1n the two 
days he was there , so I would go ahead. 

We had a conference on opi'lllll reserve stocks 
and the CUstoms agreed to pr ovide space and 
a special r oom 1n the appraiser's stores t o 
handle the overflow. The old Sub- Treasury 
i s chock- a-block full and they had to pro­
vide addit i onal spa ce, so they are taking 
care or i t . 

o. K. Any arterthoughtst 
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n.uAU •• 1140 

.PIUOSIJID'I' IIAID S WOULD ID • ~ IIARGJI fllll~ .• 

APPMCL\ft 1! IP XOU WOULD ADn• Ml n 

ROW IWII niH DIJ) YOU GAftR. NIDAI\DI 

liDiU IIORGIIn'RAU JJ\ 

!restricted! 

(Sent to Mr. For ster at the White House tor despatch) 
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TREAsuRY DEPARTM.ENT 

TELEGRAM 
OFfiCIAL BUSINEl• 11&--GGOOVERNM ENT RATD 

e ;: 
OEUER.AL E K WATSON 
SECRETARY TO THE PRESIDENT 
AT SEA (VIA NAVAL COIWUNICATIONS) 

PRESIDENT .SAID HE WOOLD .SEE loiE ON MARCH THIRD. I WOULD 

APPRECIATE IT IF XOU WOULD ADVISE ME TIME OF APPOINTMENT, 

HOW WAN:i FISH DID XOU CATCH. REGARDS. 

HENRY IIOROENTHAU JR 

. . 

. ' 

... 
. .. ; • • • I , . . ~ ·. 

.. 

Regraded Uclassified



\ 261 

e coMMUNICATION .SERVICE ~ 
NAVY DEPARTMENT 

,... MILITARY All TO PIEIIDEIT 

TO IECII£TAIY • TIE TUAMY 

.arwDAT--
01-- DY •• - W 

rllESIJ)EIIT lAYS IF YOU EXHCT TO IE II IASHIIQTOI ME IUQCEITI 

FOUR 0 CLOCK IUIDAY AFTEIIOOI,OTMEIIIIE MOIDAY LUICNEOI 

IOULD BE .IUIT AI CIOOIIeF I liE TRIP, RECARDI, 

IRIGEI IATIOI 
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0 b '' . 

FROM MILITARY AID TO PREIIDENT 

TO SECRETARY OF THE TREASURY 

Sf;IIIBI~I~ Bg&~III& 

PRESIDENT SAYS IF YOU EXIECT TO BE IN WASHINGTON HE SUOGE&J8 

FOUR 0 CLOCK SUNDAY AFTERMOO.,OTHERIISE MONDAY LUNCHEON 
WOULD BE JUST AS COOD.FIME TRir,REGARDS, 

BRIGEN lATSON 

. , 

... 
. i.' , . 

.. ·. ·. 
' . 

.. 

.. 
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~ dMa' llarrtrwra 

I •• '"'17 cltld t.o n.!,. your \ott.or ot t'obruujr :n 
IIMauao !t. c;b u o.t lf1 0~11.1 t.o f1113 tc )® fl'llnltJ.T ..... t 1 

t.'Unk &boat. your let.t.ar ot IO~J ? tc llavid Iuan wbi.ch ... 

"'!" s ~ in tho U.. IQI1c :'1fM ot ~ • l'o'tw.a.ey :l, a oow 
o; 'llh1cll. tcuot.'l• with x-:-•a l ot.tor t.o yo~:~ c!&tod J'ebrullr;.' s 
j"'OI wro r;ood ~ t.o onolne.. • 

I d1d a:alce tl» • t.at.«.nt. o t. ='Ill' ,roc& co:-•terenco on Uon<!q 

t.'l&t ! tt-.oo~'" ! t would be • cood 1.dGa 1t bot.'l you and tuns 

wont t.o Nlld tha ~1c1ct.•• ~t l~o. Tho ~p!lnaUon o/ 

that ot.:.t.Gacut. 1~ 1 thl.nk, qo~t.a olqWI, x-r•e qucoUalo t10 

;tO:J Cl<l ~.r n.p, .. >•Ore dlrcctocl t.o toe' t.ore or bnt!.,"''t L~ tu<:*l 

;'Ol!.ol• r.. budcot. &ad !i8oal poUc;r ot ~ AdltiJU.. tratJ.m fer 

tho ourront. Cld o~ n-1 .)I'Oiln 'lftm! ou\horit.aU~ wt.li."\ed 

~ ttul .!b1:ot l~o for t.!10 t1acal )'ear l <}.4l. 

~ om oaooom with ClovGm!le.nt. tiaCill. pol.iC'J, I tMM ~ 

will ~. 1.1 u knodiat. u youre, but 1 ahoul.d tool 1t d.ia­

t.1.-.~ i ar"'opc tor me to att..pt to 1nd1.o:at.o publ~ waya ill 

which t.':o Prwldent'• n-1 pollcy OO'llld bo illfii"Oftd, You wq 

tl..at ya-~ l etter - CICIInn.d to ata~to o/ l.hct.. but Cieri 70U 

pa1at. wt bt. pr1tr &dalniatraU.C.. wvo ooot.oot. with 8mllor 

~bola- - m d 111\hout. IIIV' at~t. t.o ·~lain t.be ,._..,~ 

JueW1o&tioo twa ~ 1IOiid.nc ~oo- 1t. 11-. qldt.a erl­

dlat. to ae that yo~& .,.., tv in~renoo &~ ~t, ar1t'n'•l.ri4 cr 

IIIICgMt.in& -.dlllot ot \llll l'reoident.la t 1ac&l. policy. 1M •­

w...._ ia conVJ.neclin ywr U.Unc or ot.'tar !'1-.l --~ 

tla1. miGht be uuu...s. 

You ~· tl:lllt yw are &1. a looa t.o - "- 70U ooul4 lwft ,.._ 

"i""'ded t.o tl» lnqt.air)' at &ll •1 tbo\lt r;1 "fiDi u- l"ftl1 tectu&l 

--.. I/ yOI&'IIUl penlit M t.o a~t, 1 U11Dir tbat ';t:N Gibt 

'ld.tb ODtire plopdAI~ ~ ~ tJl&t t.'lll Cl&ttore O/ Clicb llro 

t · -'-&all em wh1Aib liAI aOQI:bt 1ntor-t.ion did oot tall ri\hio 

26J 

~ oalAI J'llr'S,adlotlan ot Uia IIOu'd ot Ocl9uncno Jlir, t rr•• lA~"­

a-•t ~",. u. 1q;; s. tbllt. be - 111 ...nh ot tao•. ,..t­

u.l _,. to the ~-u- liAI pa\ - ccnt&Sned ~ ~ pul>U­

oau- e4 h.1a 111\tw - to Sndioat.a \bat l• alrMd:r had the 

c we. .., be .,.,...n to '*'• ~ ~- to - tba -

llld cthcriq Ott a ~ p' 1 Oouwwt otn- 111 IIIRJII'\ ot 

b1.a .. :: s • rcr ,..._. ...u.t "'!'..:'!'.~~: .... ~,... ~.~ 
eUu .. tbSe &IfF ret ot ta• at'- ___ , 1 -JW. _. ,_ 

...... bee ...,..s...s tbn t.. ..se ~ letter publie. 
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1M s pt]e ....., le 2 
·)Mt 

.... ' ...... ., OWU'IMI'e et \1M ~ ....... .,....., 
~.D.c. 
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.o: ':11~ Secretary 

l'r . Bell 

2 - t 1 
i.. t our confer~ nee on 'i'ueaday with ll.eenre . s.,1 tl: and Curri e r~t~nr<! -

l r. t !;e rec:;.p ture of some $71J014 fron govcrnment n l corporations a nd crodi t 
"•ncl•o du rlnr ttc fisca l year 1941 a a con t em,lated In the 1941 ?.udcet , 
;ou •s%~d me to '!'rep;> r e & st.o. t emen t chowlnc t he estloetel!. i'lr.anclal 
~c•ltlon of the Gove r nment for the twclve-mor.t bo re rlod e ndln' ' ccembc r 31 , 
::::. Such a atat~aent Is c.ttached . 

ou will note t!l:ct E.Cc-ordlng to t hete eol\=ates th~ 7 reuur y wil l fO 
In o ~;, r ut !' l aeal :-ear (July 1, 1040) with 8 wor%1ng t alsnce of >l,l 
t t t trou ;mblic c!ebt vlll be >iiJ, II26ft; and t hat t !:e ~ance of t he 
>r ~•·lr.r &uthorl :at1on un<!er the Second Libe r t;.· :!lend :.c t .-111 be re~uccd 

~') 1, ; !1 "· ~~c se esliamtes i nclude t o r the nt>x t :11 x o:>nt h.s , nE"v c oney i n 
: fo:-· ol' the ~re~eury offe rl nF Of '500+1 On Jw;e 15t h ano <l;Cti f or 
.ec>uut of tn"! ?.econ!:.truction ?'inant:e Cor,ol'1' t1on in t.:Sy • 

• or t he follovlng six months endln~ Dece~bcr J l st , <ou wil l no te t hat 
~ •• ' re ~tu r, will end t hi! period with a workl nl' bsl~ nce of on l~ .i506M, 
·<1th" " 1')C 6 1)Ubl1c debt of ;1111 , 3591< end a 'bE l &n ce of borro·dnr nutho rl:e.­
:1on c f onl y .,211~ . The only new ato ney ra ised t\url n~ th is ?~rlod will lot 

1)·-"' in J•ll J f o r accoun t of t he Cotru:lod l t:t Credit Corpor .:ll !on an-i ;2Mll 
L, Je?t• ber f or accoun t of t he U. S. Housl nr J.u t l'o: rlty . 

-~j~co ea t 1 .. a l e n do co t include n.oy p3r t of' the :7., :· \:'!\ i :oh th<- l1ldtret 
eo: : ... ::J'la ~c a "'t-ca,?tu :-1 nf fro= t !':.t ,_,ovt-rn-:cntal ~o !'"".~oro. t!cns &nd. c redit 
~re,c!tt ; nor c~v ~rt of t~t ~lh2U b8 l rncc of pol d l ~cre=ent ~hl cb wat 
!:.ch:<!o~ In tt e worki ng 'b:>lance · o eetl;:.s t ed I n the lludr•t <loc=e:>t; nor 
~"'- uti:::: t~ of t.d' i t!or.al tiU'.U conte..,.,lc.tcd 'b;• th~ :?\!cget; no r any 
-:- . .:.e, i on !. ,.. e~ncU~uree: vhi c:. s::J :-f ault 1! C~l'\f"r~:.c conti nues to reduct 
..... t-:~"' r.:.,rio. tlon ee:tl :::l. tes. ! ven l f Con.creaa ahoul d reCucE t :.1e e.,!)ro-

11' ti?nt.by aa ~h ~&. or more thl..n , tl'.'l a.:aount 'Jf r.ev taxes r~ques t.ed , 
r. •• rc ~n.ction in ex-:Jt'nd1 tures C3.Ut(d therf''b;.t vould coJ!.e fo : the : ott 

rt "ft-. r J:_nu.ary i, 19li1. 

It Ia 1ru:>ortant t he. t some actio n be tS.::~n befo re Conero~• lel\veo t o 
C)·'\.~ l t th• f~~e rrunental eorpore t!ona a nd c rc-d1t agencies to r e t ur n t he 
7~ ;.; to t'lo ':r eanury befor e DeccolJc r J lPt . Ot hen-tlse , I cio not believe 

,.. c:;.n /fO t hroueh J<ll>uc.r:; vtth 8 b:llnn co of S242K b~r:-owlne r.utho r!ty , 
:'1,1, vouB no t ~ven take care of the II . S, Savlnf! ~ l!onds that we would 
n:~~illy sell during th&t oonth . rurthermor~ . t t e vorki nf bc.lence o! 
-5?(" ' oee not ~ffor~ ~ucb leewbY i n an -~~n41ture proe~ ouch as ~e 
~ re no~ c~r T}~nf on. 
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DllDI li!YQS 2C8 ('l:ttt.tr-• or.......- ,........., IIUle ... • lll'ct.al ..u.ou.. ta- .U...0\\7 .. ,,_ _ , 

(la lUl l - et llollne) 

--·--
IWICH IS JUII! lS SIM•U'I+. lS OO:f)(Q 15 'IOTA!. ----

1940 ..... ?6 ?)8 ?)? 1,904 - JS) 

llU - 1m "" XII. 2,?64 - SLS "' (8/11 

1142 All-- 426 )4.2 ~ 1,000 
I)I.J ..... 629 <21 2,90S ....... 4S4 l,W (10/l$) 

1144 ...... ru "' @.. ),7l0 Bclr\18 1,519 C</lsl 1,0)1 

11-'S w 8otrle 1,<14 SLl 1,,, 
·~ • • 481 819 2,)44 

1,0)6 

194'7 • ?S9 (10/lS) ?01 1,460 
1941 • • l ,Z::O - !: I f. .,.,. 4Sl s71 -lo: 2,24S 

1949 • 491 -J,., a,m 
1,786 .... <J 

1910 • • 1,186 - S""" 1,116 

m .-S ! 
I fo ~ } 

llll • 1,627 -S' i '""'- ~ ,,.4'7) 

19S2 

19S) 0 ·-
19SL 

!3SS • 2.,6U .,. (.. 0 2,611 

US6 • 9112 - $1 9112 

US? 

19S8 • • 919 -1.3 919 

19S9 

·~ • . . 1,48S .,., t.s' 1.4'' 

··- l , )l9 ?,J?) 9,29? ,,., 
CtrlC1 at - SICalftUt 

._..,.z ;w. l.W 
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STRICTLY CONFIDENTIAL 
269 TREAS URY DEPARTMENT 

INTER•OFFICE COM MUNICATION 

DATil Yebruar;y 29 , 194o 
ro Secretar;v }!orgentbau 

•AOM Mr. Cochran 

IU. Lero;v-l!eanlieu telephoned f'ro• l!ew York at 4s4o thla afternoon. l!e bad 
arrlYed tvo hours earlier b7 an Italian ateaoahlp. I!e bad been inatro.cted tele­
craphieally to lnfor.. the Secret&%7 o! the new arr&ngelll8nt betveen the Prench 
Treasury and the :Bank o! hanee, aa he had hoped to receiTe a message to be de­
l ivered t o him b7 Mr. PlaTen. The latter vaa aeheduled t o arrive i n the United 
Statu laat Tuaadq, but 11 atlll held at Llebon awai tl118 a plane, so Lero:r~eaulieu 
baa no mes sage !rom him. I told Lero;v..lleau11eu thnt ve bad reeeiTBd a collliiiUili ea.­
tlon !rom Hiniater Reynaud thro~ Matthew&. He preiUIIIed that thia ge.,.. more t han 
he hi111sel! could tell ua. Lero7~eaulieu lo coainc to 'lla ah1118ton tomorrow !ore­
noon , howeTer, to aee the :rrench J.al>asaador, and reqWiated an appoint•ent ! or the 
&fternoon to giTe Seeretar:r Morgentllau a personal M aaage t'ro::> :r1nance lUniater 
~ynawiin r egard to proapectln aalee o! dollar aeeuritlea b7 the French. In 
accordance with the Secretary' a inatro.ctlona, I told V.r. Lero;r-l!eaulin that he 
wuld be r ece1Ted t omorrow afternoon, but ahould telephone Lieutenant MeZa:r at 
2:15 t o ascertain the exact hour. 

In answer to ~ queation, Leroy..Jieau11eu atated that Professor Riat ahould 
nrrl n next week on the J.merican steamahip 'tfaah1Jl6ton. 
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270 
TREASU RY DEPARTMENT 

I NTER-oFFICE COMMUNICATION 

DATil l'ebraa.ry 29, 19llo 

TO Secretar,r Korcenthau 

FROM l.tr. Cochran COr\IF~DENT I A L 
1'he foreign exchange mar ke t became 110re actiTe toc!q ae a weak tone 

deTeloped in the quote.ticna !or •terlioc, J'reneh franca and Dutch guildera. 

Prior to the opeutoc of the Nav Tori: IIUket, aterlioc declined in .v .. terclu 
fro• 3. 94-1/2 to 3 · 93- 7/8. '!'he eaaier ten.den07 abroad wa• attributed to d1aquie t­
\og reportl reprdioc con.di tiona aloug t he Belcian and Dutch frontien bor41 r 1oc 
on Ger:>8Jl1. 

Shortly after the opeu1ng rate of 3 . 94 in New Tori:, an order to aell a 
l arge b loclr:: of aterl1ug vaa rece1Ted by one of the New Tori: banks froa the J'ar 
:::O.at . 'tlhen rece1Ted, this order carried a price 11a1t vh1ch waa above the marlaot 
and t he !lev Tori: ba.nlc adT1eed ita corraapondent that it wee lllll!.ble to execute the 
order, Although the order vae sgain aent to the !lev Yor k bank later in the dq, 
onl)f a amnll por tion of the s terliug va a aold . At about the time the order waa 
or1~1nall;y recaiTed, starling began to decline and reached 3 · 93- 1/2 in the earl;y 
forenoon, It remained a t that leTel until mid-afternoon, then eaaed fUrther to 
cloae a t a low of 3 · 92-l/2 on general selling. 

Sale• of 1pot ster ling by the aix raporti uc ba.Dka totaled • 707.000, f r o• 
the following aourcaa: 

By commercial concerns ••••..•••••..•.....•••.•• • •.•..••...••.•. , 29;,000 
By f oreign ba.nlca (Europe, South Aile r ica and l'ar Zaat) . .......... 412,000 

~otal • 707,000 

Purchases o! apo t ster ling amounted to '554,000, ae indica ted below: 

By co==ere1al concerns •••••••••••.••••••••.•••• • •••.••.••• ••••• , 347,000 
By foreign banlco (Europe , J'ar Eut and South J.Mrica) .. . .. . . • ··• 204,000 

Total :1. 55 ,000 

The !ollov inc reporting baoke sold cotton billa totaling • 38,000 to the 
British Control on the beaia of the official rata of 4 , 02- l/2: 

:1. 35, 000 by t he Owt.re.nty Tru1t Co111J>&111 
3 , 000 bl' the Ohaae National Bank 

• 38, 000 Total 

The diaeouot on ate rl1ng !or on._ an.d thrla-aontha forvarddaliftr,r v idan.d 
today to 1-l/~ an.c1 3-)/~ per poUlld rupecti,..l7• a a coapared vi th yeaterda7' • 
cloae or 7/81 an.d 3-l/~. 
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- 2-

!he other 1Jipor\&ll~ CW'T811Clea elo.-4 aa followa: 

J'rench fl'&Doa 
Ou.ildara 
sw1 .. franca 
Be lea• 
CaDA41u dollar• 
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J.a ehovn in the lie t abo••, the J'reDCh fruo declined b. •JIIP& tq vi th the "'-ar4 
:;o• e:oent in aterlinc. OWinc to the dhturbine poli ileal ...,., the Dutch ,;v.ildar 

also ahove4 a weak taD4ene;r all 4&7• '!ha quotaiioa for the be)4a reached a low of 

. 168~1/2 ,juat before noontt. bd then reoehed wpport fro• u order vhioh waa 

sent to a !lev York bank froa Bolland to po.rcha" 500,000 be)4aa, 

Rneraing i h tendency of the past few 4a;ya, the dhcount for tbe Oolbaa peao 

videned. toda;r to F-3/ lfJ/.. ~· Muieaa peao vaa u.nohanced a t .1672. 

The !'ed.eral Ruane Bank purehaaed 50,000 belgaa for the Baak of Latrta . 

There vere no gold. tranaactiona con8WII:D&ted b;r ue toda;r. 

!he :Federal Ruane l!anlt of Bev York reported the follovinc ahipMDh of 

eold froa hglan4: 

$ 2,252,000 ahipped b7 the Bank of EJ14!:le.Dd. to the federal Reeene Bank of !lev York 

for account of the SViea Rational Bank, the diepoeition of vhich ia 

Wlkllown at the pr .. aa t tiae. 
757,000 ahi~d b7 SUUel M011tat;ll & Co~~p&DT to the l!ankera !nat Colllp&JIJ, lev 

York, for eale to the tJ, s. J.aM7 attica. 
54,000 ahipped b;r Samuel Hoatacu & Coapa117 to the Ov.arant;r !ruet CoiiP&JlT, llaw 

.-:;-:::r.:-="' York, tor aale to the tJ. s. J.aM7 attica. 
$ },063,000 !otal 

!be Stata Dapartaant forwarded to wo eabl .. ataU114!: t hat the follow1114!: gold 

ahi pmenh vould. be aada: 

$ lJ,3ll,OOO fro• SVadan, rapre .. nt1114!: three ahip•nta by the Bank of SVedaa to 
the iadaral !! .. ana Bank of !lev York for account of the Bank ot 

SVade11, the cUepoaHion of which h unkllovn at the praaa11t tt.. 

2,251,000 froa h.glan4, ah1ppa4 b7 tba Baak ot tnsJa"" to the :raural h .. n• 

Bank of Jaw York to be aarM.ra.l for the account of the SViaa IaUoaal 

Banko 
419, 000 fro• SWaden, ah1ppe4 b7 tba Bol14eJl.8Cl"lY jktiebolac to tba ..., York 

tru.t Co~~p&DT for aala t o the u. a. J.aM7 otfica. 
163 ,000 froa Bone lone, abippa4 b7 the Chartered Baak ot In41a, jutralia u4 

China, Bone ro111, to the Bank of California •·~ , Sail J'raDcieco, for 

&ale to the u. a. Mint. 
147,000 fro• lzl&lan4, abipped b;r a.-1 Montacu and Ooapu;r to the Cba" Iatioaal 

rrr-=,....,.,.,. Bank, law York, for &ala to the tJ. S. J.aM7 Otficao 

$ 16,29!,600 total 
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!II& BollbaT tiber qv.o\aUon vorDcl out to the aqul.nlent of 41.12~, a 
pta of 5/l~. 

We MA• two pv.rcbaa .. ot ether to~1DC 200,000 ouncea UDder the Sllftr 
Pu.rcbaaa .A.ct, Ot thh UIOUD\, 150,000 OlUIICea repr .. antecl a &ale troa illftntor.r 
b )' one ot the rat1n1nt; coapaniea, aD4 the other 50,000 OWIC .. vera nav pro4ucUon 
troa fora1p countriea, tor torvardclel1nJ7. 

We elao purchaaacl 45,000 ounc .. ot a1lnr troa the Bank ot Cen•4e, vhloh 
rataaa the to~ boucht troa Canada duriDC !'ebra&r)' to the acreect l1a1t ot 
1, 200,000 O'QJ!Dea. 

Dllr1Dg the aonth ot J'&bl"G&1'7, we pv.rchaaac1 a to~ of 12,992,700 OUJIC .. of 
oiber UDder the S11ftr Purollaaa .&.ct. !be aoure41a ot t hh eU•er were aa follova: 

nPI: 0!' SIL'BB. 
l!ev Produ.cUon troa J.broa4 

1. J'roa Canada UDder •greement 
2. J'roa tore1cn oountr1ea 

Secondar,r Material• 
In•entor.r S11Ter 
~rad1DC Silftr 

!otal 

OOICIS 

1,200,000 
6,0J0,700 

66,.()()0 
4,848,000 

848,000 
12,992.700 
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TREASURY DEPARTMENT 

INTER OFl"'CE COMMU NICATION 

DATil 
?0 

• • 
TO 

, It() .. 

Report• ot the York Projeote Ada1n1et r at 1on ehow 
2 ,306 ,000 eaplo7e1 tor the week ended Februar7 14 , 1940, 
an 1noreaee ot 19,000 pereone oTer t he 2,2~7.000 reported 
t or the preT10UI week. 

Atta!)hJDente 

t 
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Week Ending 
1939-~0 

July 5 
July 12 
July 19 
July 2li 

August 2 
August 9 
August 16 
August 23 
August 30 

Septe11ber 6 
Septe11ber 13 
Septe11ber 20 
Septe11ber 27 

October 4 
October 11 
October 18 
October 25 

Nol'ember 1 
Nol'ember 8 
November 15 
Nonmber 22 
NOl'BIIber 29 

Deceaber 6 
Deoeaber 13 
Deoeaber 20 
Deoember 27 

January 3 
January 10 
January 17 
January 24 
January 31 

February 1 
February 14 

WORJ: PROJECTS ADKINI8'rRATION 
Kuaber of Worker• Eap1oye4 - W••klr 

Un1 ted 8tatea 

Nuaber ot Workers 
(In thoueandl) 

2,388 
2,290 
2,250 
2,200 

2,082 
2,054 
1,977 
1,897 
1,8~2 

1,662 
1,696 
1,735 
1,790 

1,834 
1,875 
1,898 
1,901 

1,901 
1.9~ 
1,961 
1,987 
2,024 

2,075 
2,123 
2,1411-
2,152 

2,160 
2 ,189 
2,222 
2,2114 
2,265 

2,287 
2,3o6 

Souroe: Work Projeote Adaln1•trat1on 
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1937 
Ju17 
August 
September 
Oct ober 
November 
December 

19311 
January 
February 
March 
Apr1l 
May 
June 
Jul7 
Auguet 
September 
October 
November 
December 

1939 
January 
February 
March 
Apr1l 
Ma7 
June 
July 
Auguat 
Septeaber 
October 
November 
December 

1940 
Januar7 

YORI PROJECTS ADMINISTRATION 
Nuaber of Yorker• ~plo7ed - Monthly 

United Statea · 

Nuaber of Worker• 
(In thcueande) 

1,569 
1,480 
1,451 
1,476 
1,520 
1,629 

1,901 
2,075 
2,395 
2,582 
2,678 
2,767 
3,053 
3,153 
3, 219 
3,346 
3.319 
3,094 

2,986 
3.043 
2,9M 
2,751 
2, 600 
2,551 
2,200 
1,842 

. l, 790 
1 ,901 
2,024 
2,152 

2, 265 

Souroe: York Projecte Ada1n1etrat1on. 

Monthl7 f1gurea are veek17 f1guree f or the lateet 
week of the aonth. 

The7 1nolude oert1f1ed and nonoert1f1ed vorkere . 

27!> 

Regraded Uclassified



I t J) I t~. . ' • . . -­• • -· 
'·' t-

,. 

'·' 

•• • 

'·' 

• 

.. 

• . 

. ' 

~ 
\ 1\ 

\ 

. . . . 
I j J. 

....... , ........... ~. ,, ,, 
' . . ..._ • ' . . ' . . 

' 
. 

. ' 

1\ 

( ' 

I 
~ I 

\ 
1/ 

\..../ 

_L " 
I i' J 1 

l OI I I PIOO.I I I AO.IN I 871Af1 0~ 
,...., ot . . ..... _ • .,.. 

. . • • 

. ' ' 

h 
~ 

\i 

.L 
I ~ J j 

111111ed l t.t• 

-· • • _ ...... -
• 

~~ ••• 
J 

... 
'·' 

J •• .. I 
... 

J .. 
'· • 

I - ' •• I. 7 1-1-
I. •t-

I .. .. • 
•• J 

I •• 
I. l 

> ·' .. 
l •• v 
•• 

- •• I ·' 

.. 

• •• 

It) a -· ~· -· 

I 

IL 
1/ 

'9Ja 

276 

........ ' ·'·' · _ ,.,..t ,., ,.,. I t • . -·· -· -· -· -· -· ~. "" "" 

r. I· 
1\ t-I 1 

••• 
••• ... 

1\ 
" ••• 

.. 1- 1.0 

l "t- I" 
1\ 

1.1 

I 
1.> 

'·' 1\ 1.1 

iL:( 1.• 
... 

1\ '/ I 1.0 

1.0 

If_ l ••• 
1 olw~ 

..,~ ........ lA 

Regraded Uclassified



TREASURY DEPARTMENT 277 
INTER.OFFIC£ COMMUNICAnON 

0
",.. J'a'bruey 29 , 1940 

TO Soarataey llorcaAu.-

~ROM '. H. lla4le,< 

M!R9Jl FI WCI!!G 

II)' reca.sondaUon for the rafl>.ll4inc operation ill 

(1) Reopen tha Sept.lll" 1~ noteo a t 101 or 101-1/8, 

aA4, (2) Offer a ,..,. 3-1/4/f> 13-16 7ear bond.. 

Reopen September 1944 notaa: 

.Am01Uit 
eut~t&Adinc 

Coupon I!!!!. (million•> 

Reopen 1~ Sept.1944'• 283 

!1.., Bond hiN!I 

Coupop I!!!!. I1!!! 

'C-1/.,. 13-16 1"· 2.13 
2.15 

Prooont 
Offarinc llarltet 
Ptlc• Prlee PrOOliU!! 

101 102. 4 1 pt. 4/32 
101-1/8 102. 4 1 poi nt 

lotimatad 
Oftarlnc llarlcot 

P£1•• Price Preiy 

100 101.12 1 pt. 12/32 

100 101.4 1 pt. 4/32 

.ln al t a r 111 tiT& rac.,..endation, i f &A un .. ttled market should den1op , 

would baa 

( 1 ) !!&open tha Septabar 1~ ootao a t a price, 

aAcl , (2) Baopall tha ~ 194&-60 boodl at a prlea. 
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'PWP'Wilt" 

11.\UI 
hU..\et 

OfferlaC IW'a\ 
Crtptl %!a Ill1l Ptl• b1.H l'nl1w 

3/.,. 15 7Mn 0.111 100 100.30 30/32 
0 .10 100 100.3!1 Zl/32 

7/af. 15 ,-eva O.M 100 101.17 1 p\, 17/32 
o.eo 100 101.11 1 p\, 11/32 

bUll 

';:!. 1<>-12 -rr•. 1.82 100 101.aJ 1 pt. aJ/32 
1.84 100 101.14 1 p\. 14/32 

1<>-13 7'"· 1.111 100 101.8 1 pt. 8/32 
1.88 100 101.2 1 pt. 2/32 

3-1/8f, 13-H 7'"• 2.01 100 101.7 1 p\, 7/32 
2.03 100 101. 1 poid 

3-1/41(. 13-15 7r8o .a.Ot 100 101.26 1 pt. 26/32 
.2.11 100 101.18 1 pt. 18/32 

"' 13-16 'fr•· 2..13 100 101.12 1 p\, 12/32~ 
2.115 100 101.4 1 pt. 4/32 

131--l~ .,ra. 2.12 100 101.115 1 pt. 1.5/32 

2.14 100 101.8 1 pt. 8/32 

B'Pli!Ifi Ql' OLJ) IISQJI 

...... , Preaa\ 

Oah\ ... 41111 Offanac Jlara\ 

Cqpta Zla <•n&••> Pri•• P£lM Prel• 

fr.htea 1f, t.pt.44'• :au 101 102.4 1 •'· 4/12 
101-1/1 102.4 1 pela\ -----+ 

!r,lea .. - 19611 110'• 1.01-J/4 
1.02 

103.4 1 •'· !%32 
103.4 1 •'· • 32 

!'r,JeA .. ~ ltl5loolll'. 1,10'1' 1.01-1/2 102.30 1 p\. 14/U 

1.01-1/4 102.30 1 •'· 1/12 
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TO: 
moo: 

I 111 attaching report& ot the Aatorg general and 

paJrOll ~~ecounts tor the weeks end:lng February lOth and 

FebNar7 17th. There 1e also attached a lUt by Comander 

Thoapson, taken troa the tr111scripts ot 1he bonk accoomt, 

wlllch shows pe;yments to the Whipple & Cboata Company tor 

mol.ytx!enUIIl. llr. Cochran bas given ,.ou memoranda on this au~ 
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ject. Another lllhiOrandUIIl attached deale with induatrial. diamcnda. 

CUatoiiS reported today that there is no more 1101;ybclenw:1 

1n storage at Loa Angeles. 2, 3213,971 pouDds were exported en 

llorwegian Sw..llip Tll!«lSIIA, Decesber 211 and 442,789 pow\da on 

the Russian S_ta.-hip VUijaR liU.UCOVSKI on Febrwu')' 8. 
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toa ._..tarT llorc•U.. 
JIOlh ltr. Qutoc 

I • attach.lnc repcirU oL the Aatora e-ral and 

pa.JrOll ao-.1te for t he WHiaa endina l"•bi'IW7 lOth &l1d 

h'bftlr7 l7Ul. 

Tb-, -., taka Ira the trmKrtpta or Cle benk aceom t, 

'llhillb eb- p~ta to the 'lh1pple It Cboata ~tar 

~ ltr. Coabna -.. giYen JOU -l"'lllda on tMA au~ 

C..._ reponed todq tbat there 1e no aore ~ 

1n ._..... .~ s.- ..,.,,-. 2,)31,m pounda ..... uporta<~ oo 

h a•• atr '1p !UIIOS!!A, Dn her 21, uxl 442,7~ pouiW oo 

tba llvee1M at=r+tp YJ.IJIITY llllliO'fSli an Febnu7 8. 

28U 
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TREASURY DEPARTMENT 

WAIHIHGTON 

J'abrw-17 29 , 194.0. 

IIIIIOWIJCII J'Oil ll!l . lDt: 

A cbeolt--11P of the bltorc •Her rnaala the p&111enh !lade to the 
fh1pple & Choate Collllp&DT aa fo11owa: 

11/13/39 
ll/13/39 
11/?JJ/39 
12/?J&/39 
12/?J&/39 
12/30/39 

1/6/4.0 
1/6/4.0 
1/6/4.0 

1/13/4.0 
1/13/4.0 
1/13/4.0 
1/13/4.0 
1/13/4.0 
1/13/4.0 
1/13/4.0 
1/?JJ/ 4.0 
1/?JJ/4.0 

2/3/4.0 
2/3/4.0 

2/10/4.0 

total 

• 57 ,438.13 
58. ?/J2. 315 
79 ,6ti.IIO 
17,496.23 
7,174.30 

43,352. '10 
35,810.06 
14,900.08 
59,484.02 
14,367.47 

116,482. 47 
28,335.06 
28,8111.72 
21,283.411 
11,818.116 
21,575. 47 
21,163.711 
37,825.11 
28 . 8111.11'7 
16,579.81 
38 §72.32 

$675,988.14 

The 1aa t p&TMDt to the 011.az llo1y'odanum Co111P8DJ', for the week 

endl.n& I onllber 20, 1939, •• t&46,1116.08. 

I: 
J, II· ~n. 
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TREASURY D EPARTMENT 

WAS HINGTON 

Februa.ry 28, 1940, 

).!EMORANIJ(JM FOR Jal. G.\STON, 

Commander Thompson in looking over the 
Amtorg accounts yesterday found two items of 
purchases by Amtorg from t he Mogor Industri al 
Diamond Corporation in t he amounts of $33 , 350. 73 
and $8 , 010, 00 , or a total of $41 , 350. ?3 . These 
purchases appear i n the statement for t he week 
ended November 13, 1939 , As I told you t his 
morning, we have not been doing anythin& further 
on t he commercial diamond matter s i nce you re­
ferred it to t!r . ',/hite, but I am to-day communi­
cating with New York to learn of any further 
developments in the matt er of the sales which 
were under consideration at t he time of our last 
inquiry. Upon the receipt of a reply, you 
be promptly advised. 
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BSM 

Srcrctary of Statr, 

Washington . 

495, FEbruary 29. 

PLAIN 

London 

DatEd FEbruary 29, 1940 

Rtc 1d ll a, m. 

FOR TREASURY FROM BUTTERWORTH. 

l , REfErEncE my 4861 _Prbruary 28 . Asktd in thE 

HousE of Commons whrthrr hr was awarE that thr i nadrquatE 

rEsponsE of thE holdErs of thE 4t prrcEnt loan to thE 

rEcEnt 2 prrcrnt convErsion offEr (SEE paragraph l, my 

378, FEbruary 13) was largEly duE to thE widrsprrad brlitf 

that thE TrEasury is unablE or unwilling to Enforcr a 

thorough-going policy of chEap monty and whrthtr hr is 1n 

a pos ition to assurE thE House of Commons that thr GovEm­

mrnt will takE timEly stEps to rEstorE confidrncE i n t hE 

chEap monty policy bEforE issu ing any big loan, thr Chan­

cEllor of thE ExchEquEr rEpliEd: 
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"So far from bEing rEgardEd aa bring inadrquatr , the 

rrsponsr to thr convErsion offer was in fact rxtrEmEly 

sati sfactory having rEgard to thE grrat rEduction madE in 

thE intErEst ratr . I do not think that thE HousE nEEda any 

furthEr rEasaurancE from mE that thE policy of Ria llajntr'• 
GovEmmmt 
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hsm - 2- No. 495, FEbruary 29, from London 

GovernmEnt continuEs to bE onE of favouring the lowest 

possiblE intErEst ratEs ," 

2 . Although the details arE not yE t available on 

the South African Govtrnmtnt 's budget proposal to cease 

preEmpti ng thE amount abov e 150 shilli ngs an ounce on 

295 

gold and to 1 Evy a nEw tax on p r ofi ts , gold mining stocks 

in London havE apprEciatEd c ons i derably, part1culo.rly 

thosE of marginal or low gradE orE produc ers , For i t 

SEEJ:lS clEar that by abandoning what was i n Effect a hEavy 

dirEct lEvy on gross revenues gold production will be 

increasEd, From a markEt point of view gold min i ng stocks 

likewis e arE now thought to havE some u.tility as a hedge 

again st inflation , 

3 , That such an amount as thE ~18 mi l lion Austr al i an 

Gover nment loan could bE easily raised in thE Austra lian 

mark£ t i s regarded hErE as bring duE to thE easier money 

conditions creatEd (a) by tht recent p urt paymtnt by the 

Bri t ish Government for the Australian wool c lip and (b) 

to thE fact t h!l t thE l ost loan of 1.12 million wa s tokEn 

up d irectly by thE Colllllonwto.l th Bank snd thE opEration 

thus bad thE tfftc t of rEl rasing crtd1 t • 

JOHliSOO 

CSB 
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HSM 

SEcretary of State, 

Wash i ngton. 

496 , FEbruary 29 . 

PlAIN 

London 

DatEd FEbruary 29, 1940 

Rcc'd 11 :25 a , m. 

FOR TREASURY FROM BUTTERWORTH , 

Last ni ght Maynard Keynes addressed in thE HousE 

of Commons ·onE of thE largest private mE Etings evEr held 
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of members of Parli ament on his latest schEmE for financing 

thE war (SEE paragraph 2, my 432, FEbruary 21 , 5 p , m. ) 

~opits of which wi ll go forward by pouch as soon as printEd, 

His elucidation of his proposals cvo!red sufficirnt response 

from thE 250 mEmbErs of all parties to result in a rEquESt 

for anothEr mEEting. WhethEr thtsE discussions end those 

being conducted in Parliamm t, the press and in private 

wi ll lead to th E acceptance of Keynes' or somE other con­

certed plan of action remains to bt scm . But the very 

improvcm en t of popular economi c knat<l Edgt whi ch would 

make it easier to apply a comprehensivE f inancial policy 

ia also dEpriving this country of bhat protEctive cover 

of i gnorance which su&c EssfullY carriEd 1t through tht 

crisis of 1931 . Inci dED tally 
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ham -2- No. 496, Ftbruary 29, trom London 

Ino1dmtally Lord Hankty, sptak1ng on bEhalf or tht 

Govtrnmrnt , in a dtbatt in tht Houst of Lords on wagta and 

prieta statEd : "I will only say in rtply to thE sptclfic 

quEstion put by tht noblt Lord that Mr. KEynEs t schEmE 

haa bEEn carEfully studiEd and that it has not bErn 

rtjtcttd." 

In tht samt dtbatt Lord Stamp, tht adv1s£r to thE 

Govtrnmtnt on tconomic coordination (my 219, January 24, 

7 P• m. ) mad£ official stattmrnta rEgarding thE problEm 

of inflation which arE worth quoting: 

"It is important that wt should watch thE total pay­

roll, as our AmErican friEnds call it, and thE way in which 

i t i s bting dispEnsEd, bEcausE i t is at that point that wt 

rtach thE vital situatfon rEttrrEd to by thE noblE Lord 

who initiatEd this discussion--thE vital point as to whEthEr 

wE art taking Enough tra11 currrn t consumption to gtt r id 

of tht compt t it1on bttwttn thE two grtat using s idEs , thE 

SErvicEs and thE civilian a i d£, in 'IIIlich liES thE gErm or 

inflation. As I said b Efort, and I think I can r Epta t i t 

now, thtrE arE no vEry cltar signs of inflation at thE 

prEsEnt timE, but I think wE may say that pos81bly SallE 

of thE attds of int'la tion havE bun eown and that 1f thE 

tEJDptraturE 1s too high thty wUl vtry rasUy spring into 

tull tlowtr; but at thE momtn t wt art not suffEring troa 

i nflation . Wt think of i nflation as a tixtd quantity of 
good• 
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goods with an increased amount of purchasing power appl i ed 

to them, but thE problem we have to face is a diminished 

quantity of goods against an undiminished quantity of 

money . Now wh e thEr that is inflation or not is largely 

a mo.ttcr of defin i tion b u t t mt is thE situation that we 

arE likE ly to bE facEd wi th and tho.t together with thE 

competi t i on between the two purchasing sidEs (i. E. t hE 

fighting servi cES and ci vi11an requirEments) is the situa­

tion to which wE wish to apply our correctives and those 

correctiv es , as has beEn s o. id i n this Hous e, arc scarci ty 

and because of i t and rightly, thE system of rationing. 

But to apply thesE correctivEs to pretty wel l every class 

of rnErchandis E is almos t an i mposs i ble adminis trativE task. 

Vic may have a scarcity and , outs idE the particular cost 

of living ittr~s , allow prices to r i s e. You only havE to 

realisE a l l that to sEE that tbat 18 not a solution of thE 

problem of payi ng for thE war. What we want to do is to 

apply to scarcity automat i cally reduced spmding power 

in order that thErE should b£ no pricE risE benefit i ng 

people abroad, but that thE transfer of spending power to 

thE GovernmEnt shall b£ canplcte . When I rEfer to no pricE 

ria c I wo uld rtmi nd your Lordships that we Jll\lst hav c pric t 

rises which corrEspond to really i ncreasEd costs , otherwiSe 

1 j b It is thE priCE riS E 
thE wbolc "cconomic mach nE am s . 

beyond that figurE ..Oich we have to rear. 
Thi s is a problem 

which 
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which should be studied by itself before th e quEStion of 

shipping r esourc ts and befor e thE maxi mum we can buy art 

brought i nto the picture. If we start with the maximum 

that we can possibly get from abroad and tbtn leave it to 

find its level afterwards we may find ourselves i mpelled 

to inflation by means which we cannot avo id . But 1f wt 

budget ourselves upon a clear idea of thE total that we 

ought to spend as civi lians--and that, I takE it, is tht 

real purpos t of t his drba tt- - thm I think that thc shipping 

problem and t hE exchange problem can br dealt with mort 

rationally . But thE foremost probl rm is compr t1 tion betwEEn 

thE purchasing servicEs and civilians for a l i mited amount 

of commoditiEs, compell i ng an unhealthy dislocation of 

our prior system and ultimately thE vicious spiral" . 

JOHNSON 

v.wc 
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DEPARTMENT OF STATE 
WMHING'T'Ot4 

300 

rebruary 29, 1940. 

!1&• lleoretary ot State presents hie ooii))Uaente 

to the Honorable the S.oretary ot the 'l'reaeUl"T, and 

enoloaea tor hie oont1dent1al 1nforaat1on one oop7 

ot parapbJ'aae ot telegru lo. 272 ot rabru&r7 29 

troa Par1a trane!Utt1ng a epeo1al aeuage troa lr. 

Jlatthfta • 

... 

.... .... 
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J'!lCill 

DATI: 

10.1 

RUSH. 

her1oan bbaeer, Parle, J'ranoe 

February 29, 1940, noon 

272 

301 

PERSONAL AND STRIC'l'LY COIIJ'IDEN'I'IAL FOR THZ 8ZCRJ!'I'AI\Y 

OF THE '!'REASURY PROM MA'I''l'HEVS. 

I refer to telegram ot February 28, No. 270 troa 

the bbaeer, uoonl paragraph. 

I Just reoe1Ted a telephone oall trom CouTe de 

MurT1lle, who tells •e that t he)' haTe definitely fixed 

at th1rtr b1111on trance the amount ot gold which ie to 

be oeded to the Treaeur.r by the Sank ot France, 

At thie aoaent, he ea1d, a meeting ot the Cabinet 

1e oone1der1ng the whole progr ... 

)(UJIPHI, 

) 

U.:LW 
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SEcrEtary of StatE, 

Washington . 

302 

GRAY 

Poria 

DatEd FEbruar y 29, 1940 

Rtc 1d 3 p , m, 

273, FEbruary 29 , 6 P • m, (SEC'IlO!I Ol!E) , 

FOR 'l'HE TREASURY F'R(J( llA TTHEWS. 

Today 's Journal OfticiEl publishEs a. dEcrEE sttting 

forth in gEnEral thE formalitiEs to bt obsErvEd by 

Frmcp importErs w1 th rEspEct to thE sEttlEmEnt of 

mtroha.ndisE importEd from thE "stErling countriEs" and 

tErritor i Es includEd 1n list A of thE Ministry of Com­

mErct1s announcEmEnt--my tEltgra.m No. 267, FEbruary 28, 

6 P• m. Prior to thE Entry of such mErchandisE thE 

importEr is mErEly rEquirEd to submit to an "approvEd 

intErmEdiary" of thE ForEign E·xohsngE OfficE, a dEclar ... 

tion dEecribing thE tEnDS or SEttlEmEnt or thE dESirEd 

import . AftEr i mpor tatioo, thE 1mporttr must furnish 

all nEcESsary proofs rEgarding thE us£ mad£ of thE mtana 

of paymmt placEd at hiS disposal and thE origin, sourcE 

and pricE or th£ mErcha.nd18£ importEd. BE is r E~irEd 

to rEturn to th£ ForEi gn Exohang£ OfficE any ExchangE 

dEl i vErEd to him th£ dUburatmEnt of which could not be: 

warrant rd. 
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Sccrctary o r State, 

Washi ngton . 

303 

GRAY 

Paris 

Dated February 29, 1940 

Rcc 1d 3:07 P • m. 

273 , February 29, 6 p . m. (SECTION T\'10) 

IncidEntal costs (.frEight insurance, et cetera) in stcr­

ling relating to French exports to sterling countries 

may be s cttled merely through the submi ssionfby the exporter 

to an approv ed i ntermediary of a request for the necessary 

otcrli ng e xchang e . 

An additi on to ins true tion relati ng to the se ttlc-. 

ment of i mports into and exports from the metropoli tan 

area in timE of war (my ttl cgran No . 2887, December 2 , 

5 P• m., and despatches numbers 5386, December 6, and 

5508, Decmbcr 26, 1939) brings 1t into line with thE 

new arrangcmm t s and sets f orth !:'n detail thE pr ovi s i on a 

outlined in thE above mentioned decree . The only exchange 

formality required of an importer (begi n underlin ing) 

unwi lli ng to authorize ( end underlining) i mporting 

mcrcl".andiat o rigi na ting in and coming from a ·~tcrling 
country" 1a the submission t o an approved i ntermediary 

of a declaration i n chlplicatc (form number 2/4S) descri b­

i ng thE mcans of payment to be empl oyed {pounds, f ranco 
or 
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hom - 2- No. 273, FEbruary 29, 6 p . m. (SEcti oo 2) from Pari s 

or a statEmm t to thE Efftot that thE i mportation d o Es 

not invo lvE any paymm t) . A copy of this dEclarat1oo 

shal l bE forwardEd b y thE intErmEdiary to thE ForEi gn 

OffiCE o 

MURPHY 

CSB 
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S~orEtary of Statt , 

Washington. 

GRAY 

Parle 

Dattd FEbruary 29, 1940 

Rto 1d 3 :23 p. m. 

305 

273, Ftbruary 29, 6 P• m, (SECTIQI THREE) 

Imports must bt Efftcttd within thrtt months afttr 

dEclaration if originating i n a "sterling count.ry" 

i n EuropE or four months if coming from a "stErling 

country" out sidt of Europt . As an additional subst­

qutnt ohtck on thE bona fidts of an import transaction, 

thE oustans officE through which thE mtrchandist has 

bEEn clEarEd fills 1n two additional copiEs of thE 

various customs forms connEctEd w1 tb thE opEration 

and subm1 ts on£ of tach to thE For dgn ExchangE Of fie E. 

Paymmts for mtrohandist i ::tporttd from "sttrl1ng 

oountri ts " may only bE madE in stErling or francs . 

AftEr f111ng dEclaration form No . 2/4S, thE importers 

may immEdi atEly bt furnished thE nEcEssary stErli ng 

EXchangt fran an approvEd intErmEdiary or obt ai n a 

ctrtifioatt fran thE intErmEdiary to thE tfftct that 

francs may bE utili zEd 1n thE stttltmtnt of thE imports 

and tnot 1f nEtd bE such tranos may bE crEditEd to 
• 

a fort1gn franc account, 

(END OF SECTl C»> THREE) 

PEG 
lflJRPHY 
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StcrttBry of Statt, 

Washington, 

GRAY 

PARIS 

306 

DatEd Ftbruary 29 , 1940 

Rtc 1d 4133 p,m, 

273, FEbruary 29, 6 p , m, (SECTION POUR) 

ArrEtEs of thE Ministry of FinancE and thE Ministry for 

ColoniEs providE for ~hE changta nEcEssitatEd by thE fort­

going in thE wording of thE arrttts of NovEmbEr 30, 1939 

rElating to prohibitEd or authorizEd opErations in forEign 

EXchangE affEcting approvEd intErmEdiariEs , 

ThE JOURNAL OFFICIEL also publishEs a noticE of thE 

ForEign ExchangE OfficE to approvEd intErmEdiariEs rEgarding 

thE rEcEnt changEs madE i n thE tExt of ArticlE V1B of thE 

arrEtE of NovEmbEr 30 defining prohibitEd or authorizEd 

optrations (my tElEgram No, 259, FEbruary 26, 6 p, m, ). 

ApprovEd i ntErmEdiariES arE instructEd to advist th£1r ol1mh 

of thE importancE of thESE changEs and of thE dEsirability of 

cashing as soon as possiblE all coupons which havE fallEn 

duE on thE forEign sEcuritiEs htld by thEJI, ThE noticE 

points out, howEvEr, that intErmEdi ar iEs sbould not rtfuet 

to oaeh coupons prESEntEd aftEr thE Expiration of thE thrEE 

month timE limit. 

MURPHY 

NPL 
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SEcrEtary of State, 

Washington • 

GRAY 

PARIS 

' ·Dat£d FEbruary 29, 1940 

Rro 'd 5:56 p . m. 

273, February 291 6 p . m. (SECTION FIVE) 

307 

Finally thE JOURNAL OFFICIEL publhhea a resume of tht ttrma 

of the Franco- Hungarian commercial paymrnta accord 1Wh1ch was 

signed O!l_ February 12 md which will bt 1n force from March 

ll to SeptEmbEr 12, 1940. Payments for the settlemEnt of 

FrEnch 1mporta of Hungarian products will bE madE through 

deposita of franca in a spEcial account opened in the name of 

thE National Bank of Hungary with thE Bank of Franc£ for thE 

account of thE FrEnch CompEnsation Office. This account will 

bt drawn again at (*) for thE s cttltmtnt 1n francs of Hungarian 

imp~ta of French products . Presume a similar account will bE 

maintained in Utt namE of thE Bank of France with tht 

National Bank of Hungary for thE uttlEmDit 1n pEngota in 

Hungary of import• from and exports to France. 

(END OF MESSAGE) 

(•) Apparent om1aaion 

NPLJfliB 

MURPHY 
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PARAPHRASE OF TELEQ!W.! RECEIVED 

FROM: 

DATE: 

10.: 

American Embassy, Paris, France 

February 29, 1940, s p.ta. 

274 

FOR THE TREASURY FROM MATTHEWS. 

Th1s afternoon I visited the Under Governor ot the 

Bank ot France, Mr. Ruett . He had been in London tor 

tour days oonterring tri th ott1ciale ot the Bank ot England 

and ·~ly• such Briti sh Treasury otticiale as the Bank 

desired him to see, and returned to Paris a tev days ago, -

he remarked that he vae a central banker now, and that 

the Bank ot England is quite suspicious ot the Treasury 

just nov, 

Ruett said that one result ot hie visit to London was 

the relaxation ot t he exchange reetr1otione on the tranc 

and sterling which is now appearing; references - telegracs 

ot February 28, No. 26? and ot February 29, No. 27~, troca 

the Embassy, He appreciated the real spirit ot collaboration 

between the tinano1al authorities ot France and Great 

Britain, and spoke ot the s urpr ising lack ot trlotion 

between thea, He expressed the hope that the United 

States would understand that the reason tor the progressive 

elimination ot exchange tormalit1ea between the Frenoh 

and the British ie so that in war t hey. can tollov as liberal 

a polioT as is possible. He emphasized that the December 

agreement on tinanoial mattere between France and Great 
Britain 
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Br1 ta.1n ga·n the J'renoh tr ee aooe11 to aoet of the Britilh 

Empire • 'fh'lle tor tile duration of the war' &111 gold or 

exoUn~e worr111 about eterling purohaeee were reao~ed. 

Sa~ he added that 011. the eaae ooll.41 uou thq would be 

onJJ too happf to !lake a e1a1lar agree .. D.t With the United 

Statee. 

I aeked about the gold operat1one and reetr1ot1Te 

aeaeuree wh1oh are now be1Dg adopted. Rueff 12Presaed the 

eaae OODT10t10D ae d1d Co\ITe de XIIJ'Tille 1 that 111 J'ra110e 

ther would be well reoeiTed - reterenoe , telegr .. of 

Februal'J 28, lfo. f!lO, troa the bb&ll1· 'fh1e enn1Dg a 

radio addreee to make appropriate e2Plan&tioll. of the aeaaurea 

18 to be udl b1 ReJD.&ud. He ea1d thet aoet people are 

woD.dering wb;r J'ranoe hal not adopted t h ea before now. 

He ea.1d that l'ranoe could oarrr on for a loDg t1ae through 

the gol.d replell.11bae11.t of the 1tab1lizat1on fUnd, and that 

the etep ,.. a w1 ... o11.e, a441Dg that the1 ~m~t hovenr do 

al.l that thl1 oould to out indet111.1 tel1 their dollar pur-
. -

I 
ohaa11, &11.4 that the tial would ooae when the1 would 1111pl1 

~ to get ere41 t1 to oa!TL op, t hough this would not 'be 

tor another rear. Jotel Ill. th11 ooD.Dsot1on, I oareflll.l1 

refra111.14 troa CiTiDC h1a &11.1 eii.OO'IU'ale&ent. 

Rueff 1a14 tbat atel'll.&l oo11.41UODI are .. aat11faotorr 

a1 ooul4 be npeotea 1n rtew of the war. H1 .-pbal1&14 that 

ot the traDO a4T&D.Oe troa tt.- Balik et J'r&IIOI 111. tbe aaoat 
of 
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ot 2& b1ll1one wh1oh he had arranged when he waa etlll 

D1reotor ot the XoYeaent General dee ronde, near17 7 billion 

had not been ut1lhed, 'llhereu, he ea1d, the whole 10 had 

been dee1gned t o Oal'l'J' the GonrDMnt through onl7 the 

f 1ret month of hoet111t1ee • 

. le· tor oond1 t1one atter the war, he spoke aore 

op t1.Dl1et1oal17 than d1d othere Y1 th whoa I han talked 

reoentl7 - reterenoee, the T1eve of R1et, tranea1tted in 

telegraae ot r ebru&r7 16, Mo. 226 and ot rebl'll&l'7 21, Jo. 247 

troa the J:abaee7 . Ruett ea1d in etteot that he hoped we 

realize that one of the main war a1me ther look forward to 

ie to produce a Europe 'llhere1n people will oeue t hinkilli 

in tel'IU of Yi tal epaoee. The7 want to get aw&1 froa •reteme 

of quotu, h1sh tar1tte, oontrol of exch&IJie, and all the 

other eYUe vhloh preTaUed before the preeent war broke 

out. Be ea1d he thought it could be mana~d it the r i SM 

t7Pe ot leadere were 1n power 1n the .. Yerll ooua~r1ee. 

He real1ze4 it would require great ettort, and etrong neted 

i ntereeta tor defending autaroh1o praoticee would be 

oreate4 b7 the ooll41t1ou neoe .. aril7 18poee4 b7 the war, 

but it thl7 had the wUl and leadereh1p thq could return 

to a liberal eoon-.r, aa4 IIUOh woald d~$1d on the atti tu4e 

ot the UD1te4 ltatee. Be eaid that a great role ooald be 

pl.qe4 b7 the UD1 te4 I tate•. 

JD or rauCJC. 
Jl1ll1'll!. 
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'!'he Seont&l")' of the 'l'reaaurr would appreo1ate 

reoe1T1ft8 an a1r 11&11 report Oil po,.1b111Uee tor 

traneporUng goode froa Rangoon to China b:r u11ng 

Irrawad~ R1Tn. Pllae• report pre1ent state of r1nr 

tratf1o, 1nd1oat1ng To1uae ot trade, dtaor1b1q tao111t1ee 

at upper head of RaT1gat1on~ etat1Dg oapao1t:r ot Teeae1t 

nov 1.Jl the een1oe and eat1aat1Dg opportunit:r tor 1n­

oreue4 uae of thia aean• of tranaportat1on. 

EA:Llflr 

... 
0 ... 

.... 
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Rarper: 

SulliVII\: 

llarper: 

Sullivan: 

l!arper: 

Sullivan: 

Telephone ConvereatiOil February 29 at 4:05 p .m. 

Ia. Sullivan c.l.led Fowler Harper. 

llello John 

Hello Fowler. I bad that diacuaeion this a!'temoon 

and it 1e apparent that nothing ia to be gained by 
• 

~ Elder caaa in to talk to aeybod;y. You ~ 

yee~ that I 811ggested to yoo the ~ for 7011 

to do ia to drop the JStter and coneider it cloeed. 

In all .fio1anc!J 1 nne 1 I repeat that adYice todq. I 

tb.1JIIc it 1n enz-J;r doubtful that you could be belptul 1 

and oonaidering tbe poaition you occupy, I think )'011 

lligbt be llllld ng a serious IIIia take. 

~ courM 1 tbl idea of biJII comng to Weahington was 

specifical.l,y to tind out what you thought be owed on 

tb! bade of aey figures. 

I underetood that and r eported it. Just take thie ae 

a friendly tip-- won't you Fowler? 

You r.ean that as you just expreaeed it? 

Right. 

This conversation occurred while lo!r. l!elnrill{r, wae 
in !Jr. Sullivan '• ottioe. 

312 
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STR\ CTLY CO NFIDEN TIAL 
TREASURY DEPARTMENT 

I NTER-OFFICE COMMU NICI'.TION 

D ATE February 29, 1940 

TD Secretary Horgentbau 

FIIO"' Mr. Cochr&n 

At 4 p.c. tod.aT the Secretary received t!r Chen 'b 
thAnked the Secretary coat «raclousl;v tort~ ~aahtan~ea::i;:~:!;...,.V.~,Chen 
rendered in foat ering and proaotin" the idea of Chi~· bt i • 
h E rt I """ - o a . tunt; a loan froD 

t o xpo - mport Bank &gainat tin. ~:r . Chen gan Secretary Jl.or enthau the 
~roa?ective terms of the credit , and stated that he vaa vorkine; ~ov with 
!·.r. rlarren Pi erson on drawing up the contract . The 40,000 tons of tin are t o 
be dellvered over a per iod of seven yeare. J.fr. Chen stated that U' it 1e 
~oeable to the Secretary. he plans to l eave the Unit ed States In Anr ll to 
vlai t b ia country, vith the principal purpose of vialting the tin =inea 
~odernl:ing the production of tin, and looking into transportation fnciiltiea. 
ne atated that Mr. Sheahan and Mr. Buc:: vlll 'be bore abortl.7 t o renort t o hi, 
on the transporta tion eit uat1on 1!1 China. Secretary Mort;enthau indi ca ted hla 
interea t in eeeing theae tvo .,.n, particularly J!r . Sheahan. 

l!r . Chen vas elated over the prospects tor hl~r prices tor tin, ao a 
result of the reduction ot t he quota fixed two ~· ago by the British cartel. 
He was olao able to roport a marked incr ease in the price of the Chin~•• t ung 
oil which he is now marketine in t his country. 

In connection vith his pl&nned return t o Cbi DA, Secretary l·!orgentill'.u "'"ed 
vho vould 'be in charge ot tbe Universal Trading Corpora tion in his aboence, and 

·~• informed that there would be a board, il!Cludine; J!uara. ?.en end Lochhead. 
':'he Secretar.t then stated that he bad not pl&nned to bring u;> the ou.bject , 'but 
In vlev of !:.r. Chen ' s conte~~plllted departure. be t boucht he ahoulc! nentlon it 
!'r&~~c'<J.y. He then spoke ot the raport that Ds..-ld XU~~& bad been in dliflc:ulty In 
China and was coming to thia count17. He report ed the turther gossip that XU~~& 
would occupy a position in t hil country vith tbe Universal Trading Corporntlon. 
!!r. Chon wo.a avare t hat XU~~& bad gotten into dU'ticultlea In Hong Kong in con­
nection with operntlone ot a radio station, had left Chill& for Hanilla and veuld 
be c~Jr.ine; on to this country to atudy. He >re.l nwnr e turther that David waa n 
"'bad boy", 'but thougbt n little more schooling night help hio. The Secretary 
indicAted hla concern leat t hil cnn vould be auociated vith the Unlnraal Trad­
inG Corporation vith which ve han direct contact. V.r. Chen inalated they had no 
veri troa Mr. H. H. Kung in racard to h19 eon, and had not the slighteat lnt t.atlon 
that he vas to enter Unlveraal Trading. IJ.r. Chan 11 defb1tel7 and poaltl\'811 

ot the opinion that thio la not ao. 

In anaver to the Seor etar;v ' • quest ion aa to the identit y or the Cent~ 
Trust Hr Chen r eplied t hat t hle -• a 'branch o! the Central Bank vhie 
a ttenda t ~ tung oil ahipmento, et c, at Hong Kong. He t hought Da..-ld KUII& waa 
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aboat 22 7ean old 11114 that h1a ou brother 1a 70U11Cer. 

!be SecretUT broucht up the nbJect of the poulb1llt7 of t~ortlQC 
goode, 1Dcllldl1141: part of tboae now atored at ll&ipboJ141:, b7 utUblq the 
Irrawa44T lllnr froa BaAcoon to China. Mr. Chen proal .. d to look lnto thla 
quutlon, 11114 Mr. Cocllfta waa lnatracted t o aand a oablesr- to the Aaoerlou 
con.W. at lla1141:oon raquaUDC a report thereon. Mr. Chell vlll ra•ln ln Yub­
loc\011 onr the WMkn4 11114 vlll be an.ilable lf the Secrat&r7 dealr .. to 
speak to hla. 
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RE INDIANA DIVESTIGATIOUS February 29 1940• 
3 :00 p. m. 

1 

Present : Mr. Sullivan 
Mr. Helver1ng 
Mr. Irey 
Mrs Klotz 

I asked you people to come here but t he thi 
moved so fast that unless you s~t in my offi~~ 
you couldn ' t keep up with me , ntis mo min _ 
I do n 1 t knoYI whether John Sullivan told yo~ about 
his talk yesterday. Are you up on that with 
Harper? ' 

Helvering : Yes, I got a memorandum from --

Irey: 

H . t ~ . Jr : 

Irey: 

H. ll . Jr: 

Sullivan: 

H. M, Jr: 

I made copie~ of that memorandum and th e secretary 
has got it. 

'lhen you are up on that? Vlell , this morning I 
called up the Attorney General and I bad a talk 
w1 th him and I said, "You know, Eob, I would 
like to get in on t his thing , " and so forth and 
so on, "and I v:ish you tlould bring Nolan on here 
and talk to me, 11 and so f orth and so on, the 
United Sta tea Attorney . Well , he didn 1 t know 
much about it and he said he would look into it 
and before lunch he tried to get me and couldn ' t 
and he got hold of Foley and then Foley and I 
both talked to h 1m and h e said the t he felt the 
way this - you call 1 t peti t1on , is t hat what 
you call it? 

Yes , 

• ••• was drawn was entirely too political, that it 
mentioned things in there which he sug&ested didn't 
belong in the position at all and he said that 
the t h ing had got to be re-drawn and be wanted 
Foley to send somebody over there. I don't know 
whether you know about this . 

I had lunch with Ed and he told me about it. 

So I asked Ed and he said this was a legal matter 
and would fall i n his shop and I felt this im­
portant enough tha t Ed himself ought to do it, 
because we want t h is thing done right , so I 
spoke to the AttomeJ General dth Ed s1 tting 
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• 
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h ere and I take it he i s over there now. 

Yes , 

I don't - oh yes ' the moat important thin 
a ll wa a that Jackson sai d after we had S of 
~t!:~di~tandthe ,dJackson, would read ~~-once 

ou e.n see that this thing waa 
presented to the judge at once . 

Yea . 

I thi nk that I have told everybody eve-thing 
that I lmow. • • 

There may have been one or two questions , Mr . 
Secretary, in that petition, the basis of the 
peti t i on, I mean. It m1S}lt be const rued that 
way , but those wouldn't necessarily have to be 
a part of the petition unless they were - I 
don ' t know, I haven't seen that. 
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To be perfectly f r ank, I have never seen a pe­
t i t i on i n my life , I don 1 t even know llha t one i a, 
but if the Attorney Genernl says there are a 
couple of things in there which he doesn't like , 
and I don't think it can cake any difference it 
you leave out the fact that ao~ebody was supposed 
to g i ve Senator L!inton a wriat wa tch and that 
so~ebody else mentions - talks about Mr. ~ciNtt 's 
coming out part7. Those were the two things that 
the Attorney General objected to . I have never 
s een a petition and I don ' t know how one is 
writ t en and I coul dn ' t write one . I wouldn' t 
know. hoi\' to pr esent it. 

I cal led Sullivan a fter I left your office to 
find out j ua t 'llhat the situation was and they 
were ques tioning that - they bad asked Elder 
1n for an interview and he submitt ed a trans cript 
of that intervi ew to the United States , but that 
transcript of the interview ian' t neceasary to 
file with the petit i on and doesn ' t become public, 
eo t hey can do what they want with the petition, 
work 1 t any way they want. They don't need to 

write those questi ons i n . 

Those questions don't need to be enter ed into 
the pet1t1one at all, but 1f Nolan included 
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H,M,Jr: 

P.olvoring : 

I roy: 

- ~ -
reference to those QUestions in the pett t1on 
to the court , Jackson is absolutely right. 

I don ' t know, but all I know is Ed is over 
there nov1, He 1s working •11th sam Clark . I 
teke i t he is over there now. l'lhen it i s done 
IJr, Jackson is going to look at i t and he 1s ' 
SPi ng to send it out and tell Nolan to present 
it to the court and tbat 1a what you gentlemen 
want . 

Yes. 

That is right. 

31 ( 

f:elvering: I bad a talk with Jackson jus t before I left and 
his attitude was entirely cooperative on the 
matter. 

H. M. Jr : 

!lelvoring: 

Irey: 

H. !l . Jr: 

!roy: 

H. M. Jr: 

Sullivan: 

Let me ask the advice of you three g entlemen to 
this e x tent : Do you think , with this go i ng on 
and with instructions from the Attorney Cenoral 
to Nolan to present 1 t to the court , do you 
think 1t is necessary to bring Nolan to Washing ­
ton? The t i s what I a eked this morning . Do you 
think I ought to press for that? 

Well , I don't see any need of it , Mr. Secretary , 
if Jackson g i ves him instructions. 

If these instructions are as s pec i fic as they 
undoubtedl y will b e and because of the shortness 
of time, I think it would be bet t er to wait and 
see i f Kol an goes through with it. If be weakens, 
then I think you migllt bring h1m o.n , but if he 
follows his instructions and goes through with 
i t , we wUl just lose time . 

The purpose I had i n asking him to come •l&s I 
was a fra i d he wasn' t going to present the peti-

tion . 

I belie ve i t would be bettor to l eave him out 

there. 

What do you think? 

I think so. 
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The ny things developed thi 
the views we had ye 3 terda" t! morning, I think 
eomellhat . • ve sort of changed 

The Whol e thing has changed. 

How a bout Harper •e offer to have anybody? Elder talk Ylith 

The r~ 1s only one man for h im to t a lk to and t"'·t 
woula be Sullivan. "" 

Do you want 11:8 to tell Harper to tell Elder to re t 
1n touch with Sullivan? 

0 

They have been 1n touch w1 th each other for months 
It is just t h e last week he has this list o f ques-' 
tions . 

Just 1n the last week? 

In the preparati on of this petition. 

VIas thi s ·during the last week? 

Well, mayb e last Tuesday , see , preparing for t h is 
pe t i tion. I don ' t kno-.r Ylhat date it was. 

Wha t do you think , Guy? 

tlell , now that Tre have had two interviews .,.ith 
Elder , one by Mr. Leming and one by !l'.r. Sullivan, 
both interviews were evasive and soce questions 
he refUsed to answer, and everything like that, 
and I don 1 t think i t 1a wise procedure to con­
tinue to have interviews with a fel low ~no baa 
had t"fiO opportunities to tell the truth about 
it. I think the thing 1a to get him under a 
court or der and then he · is in contempt of court 
if he doe an ' t a nswer the questions , whether he 
tel l s the truth or not you can' t tell , of course, 
but if he r efuses to anewer the questions he can 
be put in c<n tempt of court . 

Let me just think. I am thinking out loud. 
Supposing I call up wr. Harper and say, "Mr. P~rper , 
Mr. Sullivan has reported to me his conversation 
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;~hna~u odf yeste~ay, Let me give you a little 
e Y a vice, Keep out of this . If the 

Treasury Department wants to ge t in touch witb 
Llr . Elder or Elder v:ants to get in touch nth 
the Treasury Department , he knows hor. to do it . • 

I don 1 t think that answers it. I mean, I assume 
you are invitin6 comment on that , 

I am asking you. 

Now, I don 1 t knOYI v1he thor Mr . Hel veri n g under­
stands wha t has h a ppened or not , but yesterday 
morning !.:r. Ha rper came to sec me and in the 
course of hi~ conversation he rather casually 
said if - he sai d , "I know that none of L:cllutt's 
friends have done anything dishonest . If they 
have, maybe it i s unfair , but he will have to 
pay t ho penalty for t hat, loss of prestige and 
public disfavor for associating with that type 
of person. " He said, non the other hand , some 
of them may have b~en careless , may have been 
sloppy in the way they r eported and i f anybody, 
Bo Elder or anybody, fa iled to report things 
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he should have reported , v:hy , he shoul d pay all 
he or.es , together v;'i th all penal t ies and inte r est , " 
and he said , "He would b e Ylillin~; to do 1 t . " 
"11hy, " he said , "I r.ould make him do it , even if 
i t broke him, " and then later on in the conversa­
t ion he came back to that again. He expressed 
the del'ire yesterrlny n10rninc; to t alk •:ith the 
Secretary and I said I didn't know ~nether the 
secretary would care to sec him or not , but that 
I would notify him and when evidently the Secre­
tary d i dn 't want to talk to him, I so adviood 
him a nd he seemed very much disappointed . 

About an hour later I was paged over at t he hotel , 
went upstairs i nto the lobby , and here r.as Fowler 
Harper and he said "I ha te to bother you , but 
did yo~ get the ru1i significance of ~at I caid 

a bout Ha rper?" 

You don ' t mean a bout Harper. 

About Elder, and I said, "Yes , I think 
stood 't!lha t you meant . " I mean, he put 

I under­
it s o 
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;:eually that he wae afraid I didn't get what 
wae driving at . Of course , the purport of 

~~emarke"was, why don't we settle this whole 
ee s . You tell us what you want Elder to 

pay and that ends the investigation " and I 
eaid, "Yes, I understand," and then

1
he wanted 

to know if I would submit that to the Secretar y . 

What I want to do, unless you people think I am 
wrong, I want to cut off Harper acting as a 
messenger. I don't want Harper in this picture. 
I want h1m out of the picture. 

Well , excuse me. Isn't What you reallT want to 
end negotiations? 

I want. Harper out or this pi cture. I don't want 
h1m sticking hill nose into something which 1s 
none or his bueineee . 

Tlell then, somebody else will come l:n wben he 
gets out . 

No, Mr . Bo Slder has his chance and has had h18 
chance and will have h i s chance when the United 
States District Attorney presents h is petiti on 
and then he bas to appear before the jud.ge and 
answer these questions and that is the time he 
should do the talking, and as far as I am con­
cemed, any other opportunity 1s out. 

That is What I say, what you want is to end &n)'­

body negotiating, not· neceaaarily --
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He is a Government ·officer doing this negotiating. 

That is highly i ii!Proper on the part of Harper. 
I want to get Harper out or thie picture. 

That is all r i gbt , then. 

The reason I am saying i t is, Mr. El de r can 
retain ooi.Dleel and we can 1 t refuse to see hie 
co\Dlsel. I am sticking just to my one thing, 
I want to get Harper , who i a on the payroll aa 
counsel tor t h is organ1~at1on. I want to get 
b1m out of thia picture. 
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I see. 

I mean, I know what I am saying, but a fter having 
said it, I will now sit back and you can argue 
or anybody else can argue why he should stay in 
the picture , but I want to make plain flhllt I have 
got in my mind . 

My comments were made because I thoucht that this 
was really a half measure when what you wanted 
to do ~as to end all negotiations . 

I want to get Harper out of this pi cture . 
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That is the way to do it then, just as you suggested. 
Or, if you would rather bave me -

No, I am perfectly willine to call hi m. 

Of cour se , Harper doesn ' t know vrhat it is all 
about . 

I am per fe ct l y vd.llin& to call up if it .:ere 
jus t one t hing - I don 't - just. stop and think 
a minute , I don 1 t want it to look i n any way 
as though I was us ing that to slap you down. 

Jlo , that wouldn 't l ook tha t •:ay. 

Be sure. 

Don't you t hink i t would accomplish the same thing 
if someone else tells him be is a Government offi ­
cial, to stay out of this? 

Yes . What do you think, Guy? 

\'/ell, there is a direct request to see you on 
thi s thing, isn ' t there? 

Yes. 

And you refused to see him? 

Yes . 
why vou ehouldn • t ca l l him 

Oh that is one reason • 
up' and tel l him, tben. 
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The meesage I sent said this was an inappropriate _ 
What di d I say, time? 

You thouGht i t would be inadvisable. 

Inadv1eable . I tbi.nk that 1f you would call him 
up, John, and tell him that you had 24 hours and 
you talked i t over with me, and that you would 
like to point out to him that he is a Government 
off1 cial , and 80 forth and so on, or any othe1• 
way you want to put it, and leave - close the 
door once and for all. He is out or it. 

Have you (Irey) got my memorandum? I haven't 
a copy. 

I want to get him out of this thing. He has 
nothing to do with any other representation 
that Bo El der might want to send as counsel for 
anybody el se, but just thill fellow, I flant to 
ge t him out. 

I agree with you, but I v~uldn ' t do it yourself. 
You refUsed to see him. 

I did, yesterday. I didn't know what Sullivan 
wanted to do. 

I believe the way, Mr. Secretary, is to assume 
the attitude t hat a s far as you know he has aSked 
to see you and you have refUsed to see him and 
as far a8 you know he is out of it. 

I said i t just like that yesterday . But he didn 't 
take that and be went after Sullivan again at noon, 
you see, after I told him. I am right on that , 
John, am I notT 

'l'ha t ill right. 

And he ie wai ting to hear from you, John, ie bet 

Oh es he called thie forenoon and wanted to 
y what had happened and I said the matter was 

~o:e diecueeed thi s afternoon and t bat I would 
call bim after thi e bad been discussed. 
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As I remember 1t _ you ch 1 
t he morning I sa" Sulliva~c~~\; ~~~~t1m\hdu1r1ng 
I said, "I don 't want t me s . 
door firmly but gently ~ns~~sh~:c:~~ clos e the 

And I did that, 

And he did that and he comes back a t h im at noon 
a gain , you see, and then - wha t I am trying t 
do is ge t this ~ellow out and have h1o stay o~t 
and have h i m stopped bein£ used as an approach. 

I hate to see you go into i t as l o"L a s you have 
kept out of it . 

All right , is that vmat you thi nk? 

Yes . 

I advised him t~~t h i s r epeated inqui ries, al­
though prompted by his personal rec;ard for lir. 
!\cllutt , mi&}lt well be construed a s e. disfavor 
to him. I said I t hought he t~hould cortsid er 
tha t f rom now on the door was closed and that 
he should make no furthe r inquiri e s fro:~ :no or 
from J.l r, Foley. 

'!ben, i t see::ts to bo the W'lnnioous opinion , i f 
you concur, t hat you cal;t. and .:hat will you t ell 
him? 

I am g oing to tell h1rt that we discussed this 
matter, that nothing 1a to be gained ~ h is 
coming - from El der 's talkinr; with anybody any 
more , that he has t wice been interrogated , and 
t hat , as I have tol d him yesterday , he was do ing 
!.!cllutt a distinc t disservice by ru~.king fUrthe r 
inquiries . He is an offi cial of the Government 
and that he had bet ter take the advice ! gave 
him yesterda y and drop t h is matte r . 

And may I add one t h ing , and as a f r iendl y tip , 
p rofit himself. But just re::~ember t:hose payroll 
he is on, just as a friendl; t i p . 

Yes , I will tell him that. Do you want me to 

call b1m now'? 
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No. When it gets to that John, that is a bad 
thing for both of ua. ' 

Oh no , I didn't mean that you distrusted me , I 
didn 1 t know but you would vtan t to know villa t he 
had to say. 

Oh, no . All right? 

Helvering : Yes . 
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B. M. Jr: Now, two other things. I have got this reporter, 
to be a little facetious, and I always like to 
give Colonel Knox's reporters a litt le extra break 
on a ccount of the fact that John's father repre­
sented them. 

Sullivan : Bow about me? 

H. M. Jr: And he is outsi de and he is asking me some ques­
tions whi ch are perfectly silly and he knows that 
he can' t be answered, but his editor is crowding 
him so when he is through I have asked him to 
come in . He is a terri bl7, nice fellow and he 
can Sf~¥ , "I saw them all, ' and he can send the 
word back. VIe will have him 1n in a minute . 

Sullivan: 

H, M, Jr: 

Sullivan: 

H. M. Jr: 

Sullivan: 

But after tha t - before that - you talk to me 
about Guy He.lver1ng 1s pal from North Carolina 
who is on the Board of Processing Taxes. 

Hathcock. 

Have you had a chance to see Dou;;htonT 

No . You recall in our conversation early yester­
day morning that we said we would consider for 
24 hours whether or not there was to be a hear­
ing and if so, before whom. 

Right . 

And I asked Mr. Foley to cansi,der that and I do 
not yet have a report from him. 

Well , time moves and Mr. - -
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Time marches on. 

And Mr . Doughton called me up t h is morn1 and 
he 1s very much exoroi 8ed about i t , and ~ forth 
and so on, and he wants to s ee me and he wants 
Schwarz and this fel low h ere so I sa i d f rom 
3 : 00 to 4 : 00 on l~onday to se~ !.lr. Doughten 
hlr. Schwarz and ~~r . Hat hcock. ' 

Spl e ndid . That can be the hearing. 

Sa ys you. 

I didn 't bear that . 

He says, "Spl endid, that can be the henr1ng ." 
So 1 f you t wo gentlemen would be here and talk 
1t over be tween you - I mean, so that you have 
the stuff at :fOUl' fingertip s , and 50 f orth and 
so on . You don ' t cet 1n on th1:~, Irey, but 1f 
you two fellows woul d ccxr.e 1n. He is making a 
lot of statements about Schwarz back and forth 
and all the r est of the stuff , see . This thing 
of Hathcock ' s - I am going to come in a nd say , 
"Doughten, what is all the sho'ot1ng for?" And I 
think we will let Doughten talk first and then -
but one or the other of you will have to b e pre­
pared to - or both o f you - -

Of course, the Chie f Counsel of the Bureau ouGht 
to be here, although - because !~ . Sa thcock was 
associated up in h i s Bureau. 

Yiell, will you tv;o gent l emen --

Not on this , but he used to be . 

Will the two of you ge t toge the r and be prepared 
to handle this meeting for me and I will act 
as Chairman and I vrill ask , "Now, Mr . Doughten, 
you have asked for a h earing before th ese peopl e 
and we are here . Now, what i s the trouble?" 
And that will start the thing going. 

I hQve memoranda on what be did and what Edward 
did. 'l'lley just CSJDe 1n and you ( Helver ing) can 
take thell1 back and be familiar w1 th thell1 by 

lolonday mornlna• 

I 
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H. lii. Jr l Would 'fOU t wo fellows be ready to be 1n 1111 office 
at ~tOO o 1 cl ock Kondayf And 1f rou want your 
Couneel - what 1a hh name? 

Helver1ng l Wenchel. 

H. M. Jrl Br1ng anybody you want . Doughten ea1d could he 
br1ng anybody he wanta . He said he might bring 
some other members of the committee; eo that 
111 that . I th1nk we are going to get sanewhere . 

Irey1 The objection he raises can be met very eaa1lJ. 

H. )(. Jr t O. K. 
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