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Minneapolie ~ 1 
April 1, 1939 ., ( 

FOR THE SECRETARY: 

Since yesterday's conversations indicated an 

overwhelming lnterest in Europe and since there vas much dis­

cussion or Hitler's reply to Chamberlain today, I t ried 

especially to find out what the bueiness men and bankers 

thought we ought to do ln the event or a European war. 

The opinion was almost unanimous that t he United States 

should stay out or t he war, but should sell anything any 

country wants to buy. In additi on, meet or the people 

expressed a ratalistio ballet that, try as we might to avoid 

it, ve would eventually be dragged into a war abroad. Other 

outstanding bits or the day's conversations were: 

Several people expressed ama~ement at reports that 

t he President ls planning to appoint former Governor Elmer 

Benson to the ICC or the Federal Reserve Board. They say 

two or Benson's aides are 1n Jall tor graft, that Benson may 

be in jail himself eventually, and that even politically he 

hae nothing to recommend him. 

Local politics, in whloh the farmers seem to have 

turned very anti- labor union and in which the 32-year- old 

Republican governor outs quite a figure , excited more interest 

than Vashlngton affairs. 

The banks all object to the Federal Savings and Loan • 

Associations which they accuse of dishonest practices and bad 

mana.gement. 

• 
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Many people remember Kr. Ranee ' visit of last year 

and approve his line of action since coming into the Treasury. 

Nash and Finch, wholesale grocers - - Mr. E. L. Nash, 

one of the younger members of the firm was the only officer 

in when I called . He sai d their firm had made lese money last 

year than in 193?. Earnings in the first two months of this 

year were better than a year ago, but a shade below expectations. 

His company is especially interested in the 

Government's free food distribution. Very often, he said, 

t his distribution might be the deciding factor in pushing 

a wholesale grocery house from a small profit i nto a loss. 

He cited numerous instances of excessive food distribution 

by the Surplus Commodities Corporation and was of the opinion 

t hnt, when more than a usable supply of rice or grapefruit 

was given to relie f c l ients, the excess food found its way 

onto the tables of the relief clients' friends who otherwise 

mi ght have bought the goode from stores. Managers of hie 

company's stores had returned home to find orates of oranges 

left on their doorstep by the Surplus Commodities Corporation, 

he said. He had no advance opinion on the orange-and- blue­

ticket distribution system, but said h is company was going 

to watch it closely and hopeful~y. 

Europe, Hr. Nash t hought, was t he chief disturbing 

factor for business , causing peopl~ to wonder about future 

prices and business activity. The pre sident of their company, 

2 
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he said, had been very much upset by a KipH.nger letter 

outlining t he var-t1me tax proposals pending i n the Senate. 

Farmers and business men in the Northwest would be very irate 

at any legislation preventing them from selling t heir wheat 

or other products to belligerents, Mr. Nash thought. 

Another uncertainty in the business men's minds is 

doubt over what is going to oome out of Washington, accordi ng 

to Mr. Nash. One day •appeasement• seems to be the keynote 

and the next day the left- wing New Dealers seem to be in the 

saddle, he said. 

Wells . Dickey and Company, local investment banker s 

~~. Purdy, vice pr esident i n charge of sales , described him­

self as a Democrat who vent along on almost all of the 

Administration's program. He said he personally favored 

a change in the neutrality act to give t he Presi dent more 

discretion, but he indicated that most ot his friends die­

agreed. Regardless of what the President actually told the 

Senate Military Attairs Committee, our frontiers really are 

•over there•, and supporting the democracies is the cheapest 

way ot defending ourselves, Mr. Purdy feels. He hopes 

3 

America can stay out ot a war. He accounts tor t he isolationist 

feeling locally, but saying t he Swedes and Norwegians are 

paoit1sts and afrai d of the Germans, but a.re anxious to sell 

• 
to anyone who will buy, i ncluding belligerents. European neva 

reaches t he )~ddle West slower than it does the East, but haa 

t he sallis depressing effect on business, he said. 
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Business is pretty good, and the outlook is good in 

his opinion. On the other hand, he doesn't believe that 

there will be a great amount ot tinanoing by looal industries 

whi ch will result in expanding their plant or equipment. 

Some suob financing is in eight, but not much is needed, he 

said. One ot the Reserve Bank vioe presidents bad remarked 

yesterday that many concerns had invested more in plant in 

1936-1937 than they nov proved to need. 

Mr. Purdy believes that business can get all the 

credit and capital it needs and deserves through existing 

institutions. His f i rm bas a reputation ot being willing t o 

underwrite securities tor small local companies, and he says 

the firm's experience wi t h t hese small underwritinge has 

been good. He thinks private enterprise could do more in 

this field and is not disturbed by the competition banks 

are giving hie company through •term-loans•. 

He vas, however, somewhat provoked at a minority 

opini on written by Federal Power Commi ssioner Jack Scott 

on a $1,200,000 bond issue which Welle, Dickey had under­

written tor a small North Dakota power company. Commissioner 

Scott evidently took t he poeition that the price at wh ich the 

bonds were offered to the public ($99) vas too low. Mr. Purdy 

thought t hat, it any suoh view ever became the maJority 

opinion in Washington, t he public would never get an attrao­

tively-prioed issue. He argued that there are two sides to 

the prioe question and that an opi nion which looked only at 

4 
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the advantages aooruing to the issuing company overlooked the 

public's interest in attractive prioee !or securities. 

Mr. Purdy approves o! both the SEC and FPO . 

Privat e i nvestors i n t h is area, according t o 

Mr. Purdy, are chiefly intere st ed in tax-exempt securiti es 

and secondly i n high-grade cor por at e bonds . For t h is reason, 

he looks !or very little change in the prices !or auoh bonds 

it the war soars continues or increases, but second-grade 

bonds and stocks will drop, he believes. The interest in 

common etooks •as a hedge agai nst infla tion• has d i ed out, 

Mr. Purdy says, but adds thst common stocks are still regarded 

by his f irm ae an i mportant part o! any proper portfolio. 

Northwest Banoorporation and Northwestern National 

~ -- Officers ot t he se two companies , about ten in number, 

i nvited Sedlacek, who has Just arrived !rom the Coast to 

become chief national bank examiner here, the head o! t he 

local RFC office, and mysel f t o lunch. The officers were an 

int erest ing group, disagr eei ng among themselves on almost 

every point. 

They were unani mous, however, in asserting t hat , 

it was broke out i n Europe, the United States should sell 

anythi ng any country wanted to buy. They argued thst we are 

a trading nation and should sell where we can. Hr. Thompson, 

president o! the Banoorporation, said that he thought the 

Soandanavian f armers in the region were very selfish and, 

l n spite o! t heir pacifism, would i ns i st on selling t o bell1S­

erente it belliger ent• offered good prioee. 

5 

• 
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On t he other hand, everyone i n t he group t hought 

we ought not to become involved in a military way. One 

of ficer r emarked that any such attitude simply meant t hat 

America didn't know what it wanted to do because trading with 

belligerents and staying out of war were incompatible. Thi s 

remark br ought a f ew admissions that probably the United 

States would •get dragged into• any gener al European war. 

(After the l uncheon some other members of the group, evidently 

much i nterested, came up to me to expreee the same fatalistic 

view.) 

Mr. Thompson and Mr. McGregor , both of whom are 

Canadi an- born, criticized England, saying she vas calculating 

and cold-bl ooded and would persuade us t o fight for ideals 

when no ideals were involved . Thi s brought much loud di ssent 

from t he rest of t he group who were all American-born. 

Mr. Wold, chairman and senior officer, who is 

a rugged individualism Republ i can, spoke up to~efend foreign 

lending (incident al ly, he also praised the SEC) and said that 

America should l end to sti mulate the international exchange 

of goode. Healthy trade, be said, vee the mutual exchange of 

goode, not t he exchange of goode f or gold. In maki ng fore ign 

loans, he sai d wu should not worry too much about the paet 

r ecord of t he borrowers, and Mr. Thompson concurred. 

Mr. McGregor disagreed saying a bad borrower vas a l waye a 

bad borrower . Mr . Wold repli ed t hat peat defaults ot many 

nations like Brazil coul d be blamed on American investment 

banker s who f ostered a ny t ype of unsound bond i eeue to get 

the commi ssi on. 

6 

• 
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When I asked about t he lack of interest in the 

Government spending issue, Mr. Wold replied, 1 It depends on 

whose ox ie gored, 1 explaining that nobody wanted to see his 

type of spending out. No further remarks were made, and the 

group seemed not to care at all about t he spending issue except 

to agree that Congress would not economize of its own volition. 

They turned to a discussion of local politics in wh i ch the 

farmers are forci ng through stringent anti- union legi slation. 

One offi cer t ook occasion aft er the luncheon to 

prai se your position on t he social security program . Also 

~~ . Thompson remarked that he expected the Comptroller ' s 

Office to be aboli shed under the reorgani~ation bill and t hat 

Senator Glass had a ssured him there would be no bank holding 

company bill. l{r. Thompson and another officer, like the 

First National of St. Paul officers yesterday, spoke bitterly 

ot Gi annini because of the disrepute he had br ought on group 

banking. 

Mr. Thompson said he had heard t hat small banks had 

bad bond portfolios and that they were wors e i n Wisconsin 

t han anywhere else . 

Mi nnesot a Bankers Assooiation -- Mr. Duncan, 

s ecretary, agreed that small banks were getting into trouble 

by buying speculative, high-yield bonds . He had reports trom 

hal t t he state banks showing that they had susta ined almost 

$1 million ot losses on bond transactions lest year. Speo1&l 

efforts by the state university to help the bankers with 

7 
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their bond portfolios have had little erreot. When I asked why 

some big banks said that t he l i ttle banks had no bond trouble, 

he said t he big banks never see the bad banks' portfolios. 

8 

Mr. Duncan had collected many examples or what he 

consi ders dishonest advertising by Federal Savings and Loan 

Associat ions end reels that Washington ie letting t hem get awar 

with something. He approves o! ~her types or Federal activities 

wh ich bankers have critioi~ed such as production credit aseccia­

ticne· and t .he CCC. Hr. Duncan eays t hat , in spite or bankers' 

ccoplai nts, he would l i ke to see the PCA work continued because 

it would be essential i n a depression and because in hie 

opinion a vide-awake energetic banker can get hie share or the 

at1ay !rom the PCA. The same, he said, is true or the 

and ~~. Maynard, head or the RFC office, said that banks 

increasingly willing to make commodity loans (with the 

RFC standing back or them) since the ceo had shown it could 

be done. This year the local CCC had had to make very rev 

direct loans on corn and expected t hat next year it would 

have to make r ew wheat loans. The banks are anxious to make 

the loans with assurance that t he RFC will take them over 

when neceeearr. 

ESD 
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intht<!:itpofl'lrtuJ2ork • 

S CH OOL O F" L AW 

April 1, 1939 

r 
I 

. , 

In liM vith our conTera&tion thie JIO%'D1Jig there are c~t1TelJ' 

tev u.Jor oluulpe vh1oh it ..... to u need to be ude in the 

ata~t vbich ve c11eou.uecl rlth the ~dclent on October 29, 

1937. The principal oluulpe to be aa4e are the obrtou one a 

ot br1nein6 the fi&UN• clown to elAte Uld clieouuina the belancina 

ot the budaet u a •tter to be acca.pliehecl in a tlltUM 7HZ 

(ve hope not too d.ietant) rather than an expectation tor the 

current JB&r· 

I oa 11at1na below the part1cu.lare in vbieh ehaDpe &16ht vell be 

.lll&c1e in the atatDant, rl th reterenoea to the paaee ot the or181n&l 

-renc11111· 

1. [paae 3.] In ~ Juclaunt the tax reTBnuee ousht corta1nlJ' to 

be uintainecl 11114 1t pou1ble increaeecl, eince it ..... reuonablJ' 

clear that the 7eclerel budaet cannot be }l"lencecl at &D1 figure 

unclor aenn b1ll1ona ot clollare. ProbablJ' unclor proaant o1rcua­

atancee it vou.lcl be unrlee to atteii!Pt too eharp an increaae, but 

eince chana&• ucla thie Je&r in the inec.e tax an4 theettate tax 

vill not produce new roYenne to-r 10&117 *"'the to cc.e, I ehoulc1 

think 70u a1sht t&1rlJ' aia at a roneecl ronnuo •1•t• that vou.lcl 

procluce at leut a billion dollar• 110re than the preaent •1•tea 

1e proclucina, on the bade ot about the preaent nat10Dal inc .... 

2. [paae 3 1 it.ea 1 (a)] liletereDCe ehou.lcl be ucla to the tact 

that the recent c1ecie1on ot the Supreae Court in Crena ,.. 

O' laato nov peralta t&%At1on ot the aa1ar1aa ot 7ecleral ottioiale 

b7 atate 80TenDOnta an4 ot atate otticiale' a&lariea b7 the 

7eclera1 eonn.ent. Do 7ou not nnt to wgeet that taxea on the 

atate e&lariea ehou.ld nov be iapoaecl b7 the 7eclonJ. 801'8nDOnt, 

but that in the interoat ot t&irneee, the tax ehou.lcl not be 

collected u to 7a&H back ot aq W8. I 110u.lc1 reattira the 

rec.-nclet1on that the preeent exe~~~Ption ot tha intereet on atate 11114 

llllll1o1pal boncle ehou.ld be eH••netecl u to tllture ieauu. 

3. [paae ' and paae 12] I pra•- that 70U o&IIIIOt ft%'1 vell attord to 

el1a1naw &n1 100re nuieance tax•• at thia tiae. You vill recall that 

we al1w1neted the 1008t unprocluOtift Ul4 •dpfnhtrat1nlJ' uncleeirel>la 

nuieance taxea in 1938. 
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' · [,._a 5, 6) I c1o AOt teal quite 110 etro~ about the 

IIOditication ot tlla deduction prondou aa I tid 1n 19371 lnat 

the pneral idea ia all r18bt· 

s . [,._. 8) I aa DOt aure that it 1e dee1rable tc aake &Q1 

couideral>le allazlae 1n the earned ln.,... credit except 

ponibl,r an 1ncreaae 1n the lla1tat1on on earoed 1ncc.e trca 

$1,,000 to ~ $20,000. 

6 . [page 8) The capital stock tax and exceae prot1te tax abould 

be repealed and the loet re'nlmle -.de up bJ an iAOreaae ot 

aro\ID4 ~ 1n the corporation 1neau tax rata. U 1"" villll, it 

1a eutirel,r poeaible tc rotaln lower ratae tor • .a11• corpora­

t1ou tll&D tor • 1arae' corporatiou, but I certa1.Dl.J lllloul4 DOt 

adnae JOU tc rocc.aelld a graduated .. t ot rataa tor corporat1ou 

ot uttereut ai&ea, e1&1lar tc tlloae AOv 1n effect t or 1Ddinduala. 

The lover rate on .all corporat1ou aD4 tile el1•1netion ot the 

noraal tax on corporate d1Y1deDd d1atribut1ou vill couideral>l,r 

aaee the burden on the atcckbolder vitll a .all 1nc..e. 

7. [paae 9 I The Wl41atributed proti ta tax llllould 1>e repealed. 

It 1a 110 .all aa tc produce little rennue; it 11 reall,r an 

undesirable add1 t1onal tax v1 til roapect tc the .all 1nc..e 

ttocltholder; aD4 the tr1ct1on it cauaea ia entirel,r out ot 

proportion to 1 ta roYBnue a1gn1t1c:ance. 

e. [p86e 11) The eetate aD4 gitt taxee aboul4 be coordinated aD4 

the rates alloul4 1>e urkedl,r 1ncroaaed it aero reYenue ia to be 

obtalned trca the :rederal tax &Jat.a. 

10 

I aa Wrt glad to know that 10u tll1nk there 1a - pou11>1l1 t7 70u 

can iaaue a ata~nt ot tll1a k1Dd. I sa &'111'0 that our old ata-nt 

can be drafted to haTe a greater popular appeal but I tll.1nt the 

aeat ot the ata~nt 1a al.Jaoat u good toda7 aa it vaa 1D 1937. 

Be aura to call .., 1t I can g1'"' JOU &Q1 turthar aaa1atance aD4 1t 

J OU want.., tc c..e to \leeb1ngton to talk vitll JOll let .., tnov. I 

haTe claeaee on Tuead~ aD4 lledneed&J ot next vest but not on 

Mond&J. I ha.-e a apeekiDg ensea-ent at Collllll>ua, Ollio on Thurad&J, 

the 13th. 

With varw. rogar<U and all good viahaa, I aa 

Bon. llenrt Moraenthau, Jr. 

The Cloiatara 
Sea Ial&Dd Be110ll, Qe., 

81Dcerol,r 7ovra, 

e " .ui..AII. • '#"­
Jloavell lfagill 
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STATEJIEN'J: OF THE SECRETARY OF Tit.: TREASURY 
BEFORE THE COMUIT TEE ON WAYB AND MEANS 

I am pleased to respond to your 1nrttation and disoi.Ws 

with you t~ question of what changes, if any, in our tax 

laws are shown by study and e:xperienoe to be needed at th11 

time. To approach th1e question intelligently we need to 

have i .n mind the background of our present system. 

11 

In your oapaoitiee as members of this Committee and or 

Co~rees, you have during the past few years been largely 

instrumental in the making ot numerous ohangee 1n the etruoture 

ot t~ Federal tax system. These changes were made primarily 

to meet revenue needs growing out ot the depression. 

I n the fieoal year 1930, the revenue oolleotione amounted 

t o slightly leae than $4, 200,000,000. Ae the dt!preeeion 

deepened, the revenue tell ott sharply so the. t by t~ tie cal 

year 1932, the yield was only $2 , 000,000,000, or lese than 

halt the 1930 collections. Expenditures meanwhile were rising 

aa the government aoted to meet the problema created by the 

depression. 

Confronted with tb1e s ituation , Co~resa in 1932 

radically revised the tax sya tem, and in most ot the yeare 

since then has further strengthened the power or tbe eystem 

to produce revenue. As eoonomio conditions improved and the 

Regraded Unclassified



- 2 -

tax changes became effective, revenues increased from the 

low point of $2,000,000,000 in l 9J2 to $6,2~,000,000 in 

1938 under conditions of incomplete recovery. 

Tbe increase in the revenue- producing power of the tax 

system was accomplished principally: 

By lowering exemptions am ino reaeing the 

rates and degree of progression of the individual 

income tax, and d1eallow1ng deductions that 

reduced the yield; 

By increasing the corporation taxes t hrrugh 

raising the rates of the income tax, disallowing 

type e of deduotions that reduoed the yields ani 

providing an inducement f or the distribution of 

prot1ts, and by imposing a capital 1took and an 

excess profits tax; 

By 1mposing an undlstrl buted profits tax to 

compensate the gover nment f or the loa s of r evenue 

that r esults when oorporatlons w1 thhold ear nings 

from their stockholders; 

By lowering exempt1<ns and inoreae1ng the 

rates and degree of progression of tbe estate 

taxes and enacting a gi ft tax to make t he estate 

tax more effective; 

By enacti ng l iquor taxes f ollowing repeal of 

prohibition; 

12 

• 
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By enacting various exoiee taxes and inoreaa­

~ the rates or others ; and 

By levyi ng payroll taxes to aJd 1n :t'1nanoing 

the sooial security program. • 

• Specifically, during this period the personal exempti ons 
under t he individual income tax have been lowered !rom 

13 

$3, 500 to $2 , 500 !or a married couple or head or fami ly and 
from $1, 500 to $1, 000 !or a single person. The uaXimum tax 
rates, normal and surtax combined, have been increased !rom 
25 peroent to 79 percent. Not only were the top rates 
i ncreased, but the increase was general throughout the range 
o r incomes. For example , on the braoltet or income iauned1ately 
ove r $100,000, tha rate has been increased from 25 percent to 
62 percent. During the same period in oome from dividend a has 
t or the f i rst time been subjected to the normal rates of the 
individual inoome tax. 

The cor poration income tax has been increased from a 
flat r ate of 12 percent to graduated rates of from 1~ to 
16 percent for s mall corporations and from 16t to 19 percent 
t or large corporations. Whereas previously the entire amount 
of dividends received by corporations had been exenpt from 
the corporation inoome tax, during this period we have made 
15 percent of the amount ot suoh dividends taxable at the 
same rates as corporate income. The privilege of filing con­
solidated returns has been a bolished for all corporations 
except r a ilroads, eaoh corporation be11"6 treated as a separate 
entity tor tax purposes. Personal holding companies have bean 
subj ected to additional apeoial taxes, and the administration 
o t the spacial taxes on other types of corporations improperly 
aocumulatil"6 surplus has been S!'eatly strengthened. Further, 
a cap ital stock tax o f $1 per ~1,000 of declared value baa 
been enacted and impleme.nted by an axoeaa profi ts tax designed 
to prevent undervaluation of thacorporate capital atook. 

The role or daa th taxes in tl:e Federal revenue aye tem 
has been greatly increased. Thi s was accomplis hed by lowering 
the exemption for the estate tax from $100, 000 to $40 , 000, by 
increasing the rates , and by enacting a gift tax. The maximum 
rates of t he estate tax were increased from 20 per cent to 
10 percent. The increases were general througha.t t the scala, 

Regraded Unclassified



- 4. -

These r evia1one have produced a tax system capable of 

y1eldi~ adequate revenue under oondi tia111 of full reooTery. 

Receipts for the fiscal :rear ending th1e June will amount 

to approximately $5,6oo,ooo,ooo, a decline of about 

U6oo,ooo,ooo from the last f1soal year due to the business 

recession . The receipts for th1s year w111 thus fall short 

of expenditures by nearly $4-,ooo,ooo,ooo but, ae the 

President stated in h1s budget message: 

•sound progress toward a budget that is 

formally balanced i' not to be made by heavily 

slashing expenditures or drastically increasing 

taxes. On the contrary, it 1B to be sought by 

the bracket rate on the amount of net estate immediately 
above $1,000,000, f or example, being incre ased from 8 percent 
to 32 percent. 

The repeal of prohibition has added approximately half 
a billion dollars a year to Federal revenues. New manufac­
turers ' excise and other mieoellaneoue taxes have been 
enacted and the rates of certain others increased, which, 
together , have added approx1ms tely another half billion 
dollars annually. 

Finally, during tb1e period we he. Te enacted payroll 
taxes whl.ch in the fiscal year 1938 yielded approxi1111. tely 
three- quarters of a bi llion dollars , in order to help 
finance our compreheneiTe social security program. 

14 
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employing every erteotive deYioe we may have at 

our oommand tor promoting a eteady recovery, 

whioh means steady progress toward the goal or 

tull utilization ot our reeouroes. We oan 

contribute very material ly toward that end by a 

wise tax program.• 

15 

The revenue system now 1n existence 1B capable or eupply­

ing the revenue requirements ot the Federal Government it a 

reasonable increase in economio activity and national inoome 

takes place. For instance, when our national income reachee 

$gQ,ooo,ooo,ooo, Federal receipts under the ex1st1ng tax 

system will probably amount t o $8,000,000,000. The same 

conditions Which will have produced this increase in r eceipts 

will also make possible a considerable reduction 1n Federal 

expend1 tures. 

An adequate revenue yield is not, however, the only 

t est or a good tax syetem. Suoh a system should have the 

least possible deterring effects on the operation or the 

eoonomy; it should dis tribute the ta.x burden ta1rly in 

accordance w1 th the principle ot ability to pay; it should 

be as inexpsnsive ae possible to administer, both tor the 

government and ror the taxpayer; it ehould, i nsofar ae 

possible, impose its burdene directly on the persona finally 

exp ected to pay in order to give them a proper consciousness 
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ot the oost ot governaent; and it should be luitable tor 

our Federal system. No tax system can be perfect in all 

these respects, or, indeed, in any ot them, but we can 

strive to make it approach the beet possible. 

It was to be expected that the rapid increase in the 

revenue-producing power ot the tax system would be at the 

expense o t some or all o t these other considerations. 

Ettorts were made, ot oourse, to adjust tbe eyetem as 

deteots were disoloeed !rom year to year. The time has now 

come to examine our tax system i n a more comprehensive 

taehion to see what ad justments can be made, which, wbila 

preserving the revenue-yielding power, will remove inequities 

and deterrents to business recovery. 

We in the Treasury are constantly investi>gating the 

problem ot reduoing the burdeneomeness ot taxation without 

sacrificing revenue. Our tax studies indicate that in some 

instattoes pre sent taxes interfere with the emooth and 

etticient operation ot business and discourage enterprise . 

Without successful bueinese operation, without business 

optimism and initiative, recovery and a permanently h.igh 

level or national income and employment cannot be attained. 

I believe that our primary aim in revising our tax system 

at this time should be to promote these objectives. More­

over, I believe that these objectives are tully ocapatible 

with a turther enhancement or the equity or the tax eyetea. 

1o 
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A number or features or our taxes are both inequi table 

and diecouraging to the healthy development or bue1nees. 

Business ie now taxed on an annua l basis. The profits 

of one year are treated without regard tor the losses ot 

another. The r esul t is inequitable since business concerns 

wi th fluctuating incomes and losses must pay higher taxes 

than do concerns with stable incomes . Some business 1noomes 

fluctuate more than others because they are more susceptible 

to changes in t he general business situation, others more 

causes peculiar t o t h e particular industry. 

In the interest of fairness, it would be desirable to 

the tax on a f irm's average income over several years 

instead or on its income 1n a single year. Administrative 

difficulties have prevented the averaging or income. The 

effect of averaging can be largely achieved, however, by 

allowing ne t losses or one year to reduce incomes or future 

years. This was the practice before the depression. 

Failure to provide tor the carry-over of losses tends 

to discourage per eons from d eveloping new enterprises, eince 

such enterprises usually sutter losses in t heir early years. 

The allowance or a loss carry-over would be particularly 

beneficial t o the depressed capital goods industries . 

Concerns engaged in these industries suffer heavY losses in 

some years and enjoy large profit& in others. Since a large 

1{ 
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proportion of the unemploy.ent is traceable to these 

industriu, removal of ine~table elements in the tax 

structure 'llhich tend to depress 1he11 is upec1allJ' 

important. 

There are other features of business taxation in need 

of revillion. Among these are the inter-dependent corpora­

tion capital etook and excess profits taxes. These are 

really taxes on the amount of profits and the businessman's 

ab111 t:r to predict them rather than on the actual value of 

capital a took and exoeee profi h. To minimize OCIIIbined 

capital &took and excess protite taxes, the t&J~Pa:rer -t 

estimate his business profits accurately. Since, however, 

profits are h18hly unpredictable, most busineumen are 

l ikely to make errors in declaring the value of their 

capital ltook -- errore 'llhioh may result in dieproportimate 

tax burdens. New enterprises as well as other oonoerns with 

widel;r fluctuating earnings are particularlJ' vulnerable in 

this guess ing cmtest. For these reasons, I believe it 

would be desirable to repeal the capital stock and excess 

prot1t1 t&xee and replace the revenues thw lost b;r other 

fora. of corpora t1 on taxa t1 on • 

The capital losses of corpora tions are now deductible 

from other eources of corporate income onl:r to the extent 

of $2,000. Under thie proVision a corporation w1th a 

28 
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deficit may be required to pay a tax. Suoh a situation 

would arise when the capital losses exceeded the income 

from other eouroee. While th1e limitation does not impose 

a serious hardship on most corporations, it may neverthe­

less be detrimental to financial corporatiau. These 

corporations in rears of severe depression may sutter 

serious capi tal losses. The limitation on the deduction 

of suoh lose~& may radically interfere with their proper 

function in the investment market. I recommend , therefore, 

tmt the limitation upon the capital losses of oorporaticns 

be r emoved and that the deduction be allowed in full 

again et other sources of income as was the praoti oe before 

the depression. 

There is gen eral agreement the. t the tax burden should 

be distributed equit ably in accordance with indi vi dual tax­

payi ng abili ty. That prinoipl-. found effective application 

in the selection of income as a major basis tor taxaticn 

a quarter of a oentury ago. Despite almost universal 

acceptance of t he individual income tax as the most 

generally sati sfactory source of Federal revenue, it still 

playa an i nadequate role in the Federal tax eye tem. In 

tr~ fiscal year 1938 it yielded only $1, 300,000,000. 

Although this amount exceeded 1930 oolleotione by almost 
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$150 million, the proportion ot total revenues whioh it 

represented declined trom 27 percent in 1930 to 20 percent 

in 1938. 

The present Federal individual inoo11111 tax reaches 

comparatively tew i nd1viduah. For the calendar year 1936 

scarcely more than two million individuals paid Federal 

income taxes. In other words , substantially more than 90 

percent or the gainfully employed had n~ liability under 

the major progressive element in the Federal tax structure. 

Tb1e oireuiiiBtanoe, coupled with the quantitative importance 

ot consumption taxes, has produced an anomalous 81tuation. 

TI::D ee in the very lowest income groupe are heavily burdened 

by consumpti on taxes; those in the highest income gro~e 

pa.y relatively high income taxes; while a large middle 

1noome· group ie lightly taxed in comparison. 

To make the tax eyete• •or e equitable and to pave the 

way tor the future el1mina t1on ot lees acceptable revenue 

eourcee, the role ot the indiVidual 1noo11e tax eb::luld be 

increased. Tb::lee with m1ddle-e1zed incoaee abou.ld be 

brought w1 thin its eoope. With th1e objective in •ind, 

I recommend that the personal exemption• tor both 111J\gle 

and married i .ndividuale be reduced .-.1 tba t b rates upOil 

20 
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the middle inoo• e t ax braoketa be inoreaaed. In th1e 

manner, and in 12111 taanner alone, oan the princip le ot 

ability to pa;r be extended to a substantia 1 segment ot 

our people. 

In addit i on to tbe need t or broadening tbe ind1Tidual 

income tax, I oall your attentim to the upper rates ot 

the ind1Tidua l income tax. The present re.te ot 79 psroent 

exceeds the maximum rate during the War period. The 

inoentiTe remaining to h1gh income classes t o utilize their 

eaTings by inTesti~ them in new ble.!neiiB or risking them 

21 

the expansion ot old business has been unduly 11Dpa1red 

these high rates. These rates ot tax naturally encourage 

resort to ultra-sat e 1nTestmente 

or to cruder rorme o r hoa.rd1ng. The t11111 has probably 

we muet reexamine the r eperoiiBsiooa or theee 

very high rates upon businees .!ncentiTes and the growUl 

the national i ncome. 

Taxee upon property transtere trom generati on to 

present another opportunity 1br Ule appl1cat1on 

or ability to pay and tbe advance~~ent or equity in taxation. 

Although the rates ot estate taxation wer e i ncreased during 

the past tew ;rears, its yield today 111 not as great as it 

might well be . This is due in part to a laok or coord1na t ion 
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between the estate tax and the girt tax. Individuals of 

substantial wealth oan reduoe their prospective death tax 

11ab1li ty markedly through the trans ter ot property during 

lite. The gift taxes applicable on euoh transfers r e sult 

1n sutt1oient savings to make that oourse extremely 

profitable. I be:j.ieve that the solutioo to the problem 

lies 1n combin~ the estate and gift t a xes so that gifts 

will be treated simply as an ee.rly partial distribution of 

the estate. I recommend that Congres s examine the possi­

bilities ot such a comb1n a t1on. I t thl.s were accompanied 

by a lowering ot exemption and an 1norease 1n the re.tes 

applicable to the middle estate braokete, the role of the 

es t ate tax 1n the Federal tax system oould be substantially 

i ncreased. 

While the national government has been obliged to 

strengthen 1 ts revenue s ystem, the states have been taoed 

with a s1m1la.r problem. They too have experienced drastic 

decl1 nee 1n revenue and incre as1ng demands tor expend! ture. 

To meet their r evenue needs, they have r eaohsd out for new 

tax sources. The simultaneous expansion in tre revenue 

system of both the states and the Federal Govemment has 

enlarged greatly the confl1ots between national and State 

t axes. The r esults are increasingly unsatisfactory to 

everyone. The governments 1'1n4 their revenues adversely 

a f fected by ccmpet1ng taxes or other govem111ents. '!'be 
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coste ot collecting aupl1oate taxes haTe increased. Tbe 

t a.xpaye r is ott en subject to seYeral taxee on the ••e 

income or the same transaction. He must prepare numerous 

reports 11b1o h 11\18 t be compiled d1t terently to eat ill t y the 

many requirement• ot the different taxing autlxul tiu. 

Alt~ugh in a Federal system the tax structure ~st 

inevitably be coa plex, there 1e eYery reason to belleYe 

that existing ocntueion and oontllct 01111 be d1m1mahed. 

It ie high t illle to consider seriouely bow the national and 

State goYernaente oan coordinate their taxes 1n auoh a 

manner as to a1n111ir;e duplications and contllcte, to reduce 

the taxpayer's cost i n complyin g with the tax laws and to 

assure adequate reYenues to all goYerlllllents. The ex1 e t ence 

and seriousness ot the problem hae been widely reoognlr;ed 

an~ there has been a good deal ot talk aoolt 1t. To date, 

howeYer, l i ttle has been aoooapl1ehed. A collllieeian , 

composed ot h1ghl:r qual1t1ed representatives ot the Federal, 

State and looal unite ot govern~~~ent, as well as tmee ot 

the public , holds promise ot contributing to a solution . 

I recommend that Congress provide tor a oommission with 

Federal, State and local representation to inYestigate 

the problem ot oontli cting taxation and to 11&D reooamenda­

tions t o the Congress . 

23 
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.. 
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TRIPLICA 'I'E 

)fO, 1M 

Bert *• ...... , .4PU 1, ltat, 

StRIQILT OcplDiftltL 

TBI BOKORABLE 

SIR I 

TBS SmRBTARY Oil ST.U'.I, 

IUSHINGTO:N, D.O. 

i!\1. .. 

I haTe Gae hcmor \o rerer \o aT deapahh no, 16f 

ot Woroh I, 1939, 011 the eubJeot ot " .... riun petrole~a 

produota tor Ch1na" , and to ropon tbot a a1 tuaUon hu 

doYal.opod hero whioh ma;r proTIIIlt \he ah ip!llont ot 8117 ot 

thoaa produoh throu6h BUDlla. It illTOlne the poaaible 

aoaaaamant ot tho tul.l iaport dut)' w1 thout the 1111Uo1-

pate4 r.a1ee1on ot at loaet t1ttaen-a1xteenthe ot that 

4u t;r oo re-export. U011 troa IIUl'Wa to Oh1.lul. 

J.a the -uer DOW otaa4a, 110\or apirU (&&Ml.1na ) 

and lteroeane produoad 111 BIIDI8 are e:ampt traa the ex­

oiae dut:r whm 'boll&llt b;r the SOilthnat 'J'rm.eport.Uca 

Oaapan:r an4 exported onrland to China. 'ftle exeiM 

du t:r Cll1 4-aue aotor "l)irit 1a exaoU;r the - u 

the u.pon 4ut:r 011 toroisn saeoJ.ille , or U a1maa (ebollt 

$0. M at pr•ant exolwlaal an illperial. plJ.011. 'lbe 

exoiae 4~at;r oa ar- 1e 1 anau ~ pi .. (about iC),OM) 

on illpvial sauoo, and \he iaport dutr, 3 81111ea 9 pi• 

(a'bOilt tQ, 0,6 ) . Bowenr. otttelal aoUOIIl 1e requirod 

\o &he tora18n petrolawa, aotor apirit, an4 ltcroaana 

tile ~u ot tho preaGilt ~aaioa, or draboolt, ot 
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t1t~a-auM&-.. ot tu s.pan a.u .. • -tenala pv­

ua ... liJ CDWaa u4 uippet Sa v.uu 11J1Joat:P -.-, 
ln&\ auoh aoUIIIl baa ao\ ,., 'Me \alta. Pol.Uleal -.t­
uuon haa rN\IlW rr- the --.uOIIl tr• uaiH 4\l'J' 

ot 4-U• petrol- pro4u\a llcNP\ tor Ob.taa, 011 ~· 

growl4 1ibo\ U Ueorialaa\ee ac•'••i -• ra 1A ~ 

OJid la 4aVS..\al w tu ~ ot .._., u4 U 1a 

said ~' ~· :au-~' healtawe, 1A ·-~·•• 
to 1iake 8J17 tl&r~er a1iep tno:ll'iD& Oh1Aa 1A -neoUaa 

• Ub auoh pro4uo u. 

It 1ibo pre-\ a11iu.aUOD 1a pel'II1Uo4 1iO OOD1ilaw1 

U wUl. M pooa1'bl.o tor 1iJle Ch1DNO Oo~1i 1io pv­

oheae 90CWI4Wto~ tor ablJ1H111i 1illrauall Juaa OlllJ pe-

1irol81111l pro4uo1ia trca manutao1ior1oe 1A BIU'IU. 'l!le 

41ttoronoo 1D \ho ooo1i ot norr ail.llon imperial gal.lone 

ot s aaol1Do woul4 lie, lleoauao ar \ho 41l1iJ on 1ibe tore1p 

produo1i , ~MO,OOO . It hae MilD e:Q001io4 t o ablp ~· 

sreo1ior pan or 1ibe SU0).1De aDd o1ibor peUole• pro-

4uou r ooonilJ piU'OJlue4 ll;y China 1D 1ibe IJil1 1ie4 s tatee 

1ibroiiCb Bania. 

F!!'•• 1on or Du1i1oa l!ppell. 

zn ~· ott1o1al IKiliU GAZ.Jn"l'J: ot Kuoh 4, uae, 

1itle Depu-.at or LGII4a and a..- ot 1iJle Ooft .,, 

o:t 81lnla pW»l1oho4 NY1ae4 prorta1ona sonninC ~ re­

a1aa1on or 4rn'baolt ot t1tw--a1z1ieoll~o ot ~· U;lort 

4ut1ea oa -'-i&U ~ w ~ ~ ..._, 
Tho 001lOOU10D fODUl'lJ 1D ettoo1; WilD Oll.l)' DOYOD-oi8tl~ 

ot \he duUN. 'But prcrt181Gil8 1AIIlwlo4 a l1at ot -­

M41 Ueo aa 11111oh no naiaalaa o:ll' 4rmrbaolt _, or41Aa­

r11J M allon4, 11114 1A ibie l1o1i \here IIPp&lll'ed tor 
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.. tln' ,,_ "110\or epizit" Ulll •aro...•. .,_ 
JMr• ~~· !lao Mea -. or ~ o-'U1u ea­
olllll... h'Ga t.llo ~1' ot Ulo prorto1ou tor r..U­

dOA or 4rabaok, aA4 uea alliuoo 1n~rooh ~~are, 1a 

Y1ow ot Ulo ~o4 ilqlonaUoa 1nt;o 11114 llh1Jo m' 

\lu'ouell Bla.a ot largo Cl'&UUUoo or Aaar1oan FQ4uob, 

1nqu1ro4 oonoorn1ua tho ro~ooua tor \bo 1noluo1oR 1n 

\he 11U ot "110\0r epuU• aDA "kel'OHJie", u 1o oo14 

\hat; tho.r wore \014 \he' appv•\17 1n Co :rertaioR or 

\lao proY1e10D.O 1n \lao 4opartlloa' 1 t; wqo &CliU14oro4 -., 

tho poroon 1n eharse or \lao work Cat •• lOA& ae topo­

trolo-• waa 11.ot;o4 Ulo pr1no~ peuol- p:raduu 

ahoul4 ol.oo be opeo1t1o4. n 111 alao oaU tba' .. 
Ch1nooe were g1'Ril 'o URAoro\aAA C at otf1o1al aouoa 

woul4 be token to r-.dy tho utter, 11114 that U wu 

1nd1ooto4 \ha\ U Ulo Bllmaoo I.U.zl1otr)" 414 ROt ••' Ul& 

GoYornor ot Ilurlaa woul4. It 111 r oporto4 \bat on \Ia. 

atrODSUl or tbD ooiN1'1Uiooo reoo1Yo4, \lao Clhiuae Y1oo 

ll1Jl1otor for Faro1p .Att'e1re, now 1a JlallaoCIIl, ~ 

grepllo4 h1a 4ep111'11Md 1a Clumgktac \hot oll1puaw 

troa Nn YCD'k to B.IIR&OCIIl ooul4 llo •-oo4. 

Ch1neae A!ked 1'•1•• I!!!P!1op. 
OR Yaroh ll, 183t, before u.r ott1o1&1 aoUOD wu 

tolten to exwn4 \lao pi'O'f'1a10D.O tor Ulo rtaialliaa fir 

Arawbaok or Ulport 4uUao to petrol.e- pro4uota tflr 

Clliaa, Ulo mHU IUD'l'D p~1111M4 ea or4ar ~Uq 

t%'GIII oxoiae 4uUee _,or epuU u4 ltoro•- boll£h' 
trca aaRIItaotor1oo 1a ~-., Ulo so.&--.ot Tnlla­

porut1on OOIQIUIJ" U4 exported O"NrlaDA t o Cll11no. 'Die 

appl1oaUOD tor \hie .-pUca woo llllllo 1n .1Ul)", ltZIIl, 
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_ ... 
l.e ... 7 tr. tale tta-• Oolrtt•w .. -t, Ull Ulta wu 4ee'eA 

by K1A1a~ ot tile CoalJ.Uca Goft,._..t, 1IIID ..U tut 

thaT W op:poaad U. la wrUIJIC ot tM U.aw 111 a. 
HouH, B.UIDOOI.A, t.be 0788R ot Dootor Ba K_, t­

Pr•1ar ot Bw:ma, aeaarW4 tllat Q"elwa aa4e by Ba Ka 

IID4 tba t~ O~• u 1111awr lla4 • touobacl tile ~~go. 

pean natad 1Dte raata to tlle quiolt", 8114 ea14: 

•.u a aattar ot taot, petrol- 1a tile lite 
bloo4 ot Bll.Dia , 8114 the la&ropea oapUaliata luln 
been auoldn6 1 t. Noll U will not be WTOJ16 t o aay 
that with tll1a lite 'bloo4 V Pla ' a OotWWIIlt ba.l 
'bellll prol011&111a 1 t:J ape ot 11.ta, ll-• a. 
OoY-•t ba.l pl-ead the EuTopMA np1taliata 
'by .., ot the ~u- sinD to peuol.a1a &1 ._ 
portad to Ob111a, &Ue retaiAIJIC tile 41lt7 1D suaa, 
the pi'04u.o!Da eOillltl'f. D1 llhort, by allllll a oMar 
8\ll'lla'a l'IYallU wUl IJilttor to the -'•t ot al>Oilt 
n~ l.alcha (900,000) ot 1'Qplea, whc.u tba Jrllu'o­
pea eap1tal1ata wUl s e1D aora tba that. l>a 
~N&SUt tbat an 1Dqu11'f llho\&14 bo aa4a to -
wll1oll CloYenaent 1a raaponaibla tor tbd ax-.pU011 
or4ar. " 

New Rood Called o Menaoa. 

1fD .ooJUU, told 1 t o readoro \hat booouaa oU ba.l 

boooao ~ano ot tlla raoat e aaentiol t oatora 1D tba l:IQ)ar1-

al ochcaa ot tb1Jisll•, \he oil OGI:l,pAiliaa •'both 1D IIIUa8 

elld 1n otbor countr1e a • are toldn8 aroat pa1.na to brill& 

preoaura on GoTeZIDODta to salta 111q)ortant oonoeaa1Am8 

to tb-. rt a4ded : 

"'.thea B\lrlla•l\1Dn81\ road, 1natoo4 ot opan1JI& 
a.. aTanua tor the people ot Bwoaa towar4 prt>­
sroao ODd prospor1ty1 bao baoaaa a menaoa to tba 
oo1111try. If the road 1a \ha 11Dit betam BIIZIIA 
lll1d Ch lna, 1 t 11 al ao tlla lite belt ot the OQ1-
ill1ata and illpcriallata. 'DI.a roll4 tbrowa opeD 
to ~ - 1'1al4a \0 u;plAra ...& u;p1o1 t. '11M 
1D41genoua people wUl llllttW' all •• Mn u 
tha11' a~lo1 tatton beo-• 1101'8 1Dtauit1a4 u4 
ntblua. 'Bla Dplo1~ OrcNp ba.l - Voll~Jlt 
prunra to bear ca tale allk-lt:uad U Pll Ootw­
JMAt to ..U -•N10118 to the 1DaaaMI1t •e....Oa 
ot tho sraadT an4 eJIPlo1tin6 oU aasaataa. " 

'l!lo Dn:DOK aaid \hat U oould not protoat too 

a tro!l6ll Regraded Unclassified
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•• , \o hi..... liMn h ...... , ... ,.u .. ., 

tn~' t• Cll1Aa .. •• •••r•a, Ul4 •• ..... ,. ~ 

\lie n•a nU1n17 w ~ b ""Z'7 lJalW, 

Attl!!4e of Dalea\1a Og-pentea. 

AIIC'looa peU'ol.Atua 1nkreata llere exp:n .. \1M 

op1n1oa \hat tlle BlallaJl OU Oollp&ft7 and \1M otllu 

Br1 U ah produ&1116 oOIIlpanloa 1n JIQnae CU'O not aa ••..-

17 ln'-r•'-' .. a.lght ~ INPJIOH4 ill 1;bo \ra4a 114-

, ... wh1ah •• present a1tuation sine \heir pro4Me'­

o~f. wi\11 foreip oUa gea.orelly, 11114, ..ur t.a. 

oire~~aa\anou, wUh -r1e011 oila partioulG'lT. t114r 

po1nt out that \lie 11u1ma ac.,pan1 .. now han lUI .. u­

blhbDd 11111r1tet 1n bl41a tor pr aotia.U., llll u..r ...­

du" in oxooo11 of \he dcaeaUa 4-.4a , IID4 tlaat while 

pr04uot1ou lliSbt be 1uerooao4, ~ would :nqlllft U• 

and ooneiderablo o:rpanditun. In CINar \o ••t tile 

Chln- 4-and, lllbiab micbt lut olll7 • abol'\ u .. , 

exportetiaa t o bl41a, a ~ent .arltet, would lwN 

to bo ounaUa4, Wid trade loat ~ IIJ&ht aot M 

l'M4U7 rega1na4, 

Ma Uer !'!!Ill I! Taken to 1.0!!49!!\. 

!be Oh1noao V1ao M1n1ater tor rare isn Atfalzw, 

T. K. Toong, hoo anka4 tlle Oo'ronDODt or DllraA1 tor • 

doflnlto anner to the quNUOil ot ~ r.Uadon or 

SQort 41lUN ca t'Ol'elp JJebol- Jl'el.•te lin pt M 

Banaoca tar llhi,.ut 'lJrouab Bl8'llft to alUM. •• hu 

U ate4 \hot 1n \he e..-t ot an untnanble ..... r hoe 

wUl flT t o LC!!!\4011 \o 00118ult \be Ohln- .Ua.oaa4or 

tharo Regraded Unclassified
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TREASURY DEPARTMENT 

INTER Ofl'lCE COMMUNICATION 

DATI: April 1, 19)9, 

TO llr. White ~ 
'"oN Mr. Gaaa 

Two French studies of gold and prices 

Ch. Rist , Sor.te Observations on t he Relation Between the Rate of Inorease 
in the Produotion of Gold and the lloveaents of Prioep 

L. Baudin , Sooe Observations Relative to the Influence of the Variat10!1§ 
in the Production of Gold and the Long Period IIOYements of 
Prices 

(Both in the Revue d'Econanie Politiaue, Septeober-October 19J8.) 

• 
Significance of these studies. 

Neither of these s tudies oontributes to the economic analysis of 
any issue relating to gold or prices. 

Their si(llificance is: (1) Tbey recall the exaggerated and mis­
placed importance assigned to gold by largo sections of French opinion. 
(2) They ~d us again of the ab)"SSilally low state of understanding of 
all economic questions which prevails in Fr1111ce. 

llr. Rist•s article. 

llr . Rist• s st atel:!ents are of speoial interest because be is widely 
regarded as the dean of French econanists and since he served as adviser 
to the Bank of France. In these ciroUI!Istances, 1t is particularly 
unfortunate that his article defends ~any f allacies and that it never 
advocates a good cause except for bad reasons . 

Hie key contention is that long period prosperity is impossible 
unless there 1a, ( l) a steadily increasing production of gold and, 
( 2) the new gold is allowed to have ita :f'ull. •natural• effect on the 
quantity or money. All efforts to limit f!Old produotion are bad, and 
110ld "sterilization" is particularly pemicioua, Society needs an 
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1•r. White - 2 

increaaing quantity of hard money ao that there mq be an increaae 1n 
credit ond an "increaae 1n the rapidity of exchanges.• Neithe r bank 
deposits nor paper money can be substituted for gold; these others 
are only auxiliaries to g old, 

l!r . rdst does not distinguish between an incr ease in the quantity 
of money and an increase in expenditure , but he assigns to the former 
consequences whi ch can only result froo the latter. He would no doubt 
be shocked by the contention that the greatest advantage of gold 
production i s the same as that derived f:roa the bu.:.lding of pyramids . 
His article i a a characteristic production ot the school which passes 
popularly for financialJ.y.sound- reckless in its handline ot facta 
and puerile in its causal analysis. 

"r. Baudin' s article. 

There is no point in ~si.ving an extended analysis of l,;r. Baudin•s 
article . It is longer, less <io{1>1atic and haa a greater display of 
loarnina , but it comes to much the same conclualons as Mr. Rist•s . 
Two quotations will se rve to indicate its tone . 

"i.lan tonds to intervene more and more between gold and prices." 

11lt.an alone is enilty: it i s he who has deliberately falsified 
tne r e£Ulatory mechanism constituted by the metal . Gold is not dying ; 
H is beinr assassinated. " 

33 
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JJ,IEMB,',SSY 

P!.fl!S (FRAI!CE) 

221 

TELEGRAM SENT 

GRAY 

l P• m. 

FOR CCC:nfu\1! F~OU TRE:.SURY. 

REfErEnCE ::J·.~tttl'l':orth ' s ca"'llc to SEcrEtar y 1!.28 , 

AscErtain from FrEnch TrEaGury what stEps t.hEY contEmplatE 

in similar circumstancEs and CllblE not l atEr than Monday 

EVEning, 

Ei. :HP :IXI'.V 

HULL 
(HF) 

24 
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RFP 

Secreta ry of Stntc 

'ilr.ahington 

432, Anril l , l p . m. 

GRAY 

London 

DatEd April l , 1939 

Rec 'd 11: 07 n , m, 

FOR TR:AS'n~ F:lO.i BUT"'ER'IO::tTH 

- ---

One . The 3r i tiah Tr eaoury refe rred to ito not£ 

on the dcap~tch n3 of gold baro by pnrccl peat reported 

in my 402 , :lnrclf 27 , ll n .n . c.nd at~. ted it ·:1ould most 

appreciate an early reply. 

Two . ThE Britioh nc.tionc.l r.ccount for thE fiaco.l 

yec r ~Jhich ended ye.otcrdny clooed ~1i th a surplua of 

ordinary revenue over ordinary expenditure of pounds 

505 , 000 before cllonin3 for oinking fund provision , 

After providing ?Oundo 13 . 2 million for sinking funds 

therE io a realized deficit of pounda 12 , 7 million. 

Ylhen the expenditure of borro11ed fundo under the Nr.t1oncl 

Defenoe Lonns Act of 1937 or pounda 128 mi l lion 

io incl•ldtd , the " true deficit" io poundo 127,5 million, 

or if ainkin3 fund pr ovision io included i n expenditurE , 

nounds 141 million, 

The ordinr.ry revenu£ totr.ltd poundo 927, 3 million, 

which wr.s pound:J 54 , 7 million oore then the tota l in 

1937- 38. 

• 

Regraded Unclassified



RFP - 2- #432, hpril l , l p . M. from London 

1937-36 . The principa l OMJl3ES in r eceipts ~.s oomp(II'Ed 

with the previ ous year v1cr c nn 1ncrcaoc of poundo 37 , 9 

million from income tax and nn increase of pounds 20 , 5 

million from the national defcnoc contribu tion, a dc­

crcr.oc of poundo 11. 5 mill1.0n in rccdpto f r om esta te 

duties ~nd a dccrraoc of pounds 3 , 5 mill i on from stnmpo , 

while cus tomo rc~cipt~ were up b y pourulo 4 . 7 million . 

1'/hr.t i o mo:'E si3nificant is tlr.t moot of the recdpt 

items \" ErE cmn1. lcr th~.n the cotinr tco; income tax by 

poundo 5 . 3 mill 'on , e.J t t. t £ dut it:o by poundo 10 . 6 

mil , ion, stc-.n1ps by poundo 3 mHlion, ouotoms and excioE 

by pounda 3 . 5 mlllion. On the other ht'.nd , the nr. tiont.l 

defence contribution yielded nearly pounds 2 million 

more than thE cotimcte a nd ourtox brought in pounds 

530, 000 more than the cstinr.tco . In all, r evenuE fell 

short of cstimatco by ~oundo 17 . 4 Million. 

Tota l ordina ry expenditure , cxcludin1 sinki~ fund , 

amounted to poundo 936 . 6 or 93 , 4 cillion more the n in 

1937-36 . The pr incipt'.l incrEC'.o co i n c;pendi t urc were 

for civil auppl y ocrvi cr o which rou e by pounds 33 . 5 

million c o coopl!rEd with l r.o t yea r r.nd ::.rmy, navy e nd 

a ir for ce \'lbich m r e up by poundo 57 . 2 million. The 

totc.l for "defence" n t poundo 254 , 5 o il:Uon does not 

include pounds 128 . 1 million met from borrowed funds 

under 
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RFP - 3- #432, April 1 , 1 p . m. from London 

undEr thE DEfEDCE Loc.no Act SO thnt thE total EXpEndi­

turE ror t h e f i ghting forcco wr.o pounds 3 82 . 5 million 

as compr.rcd wi th p ounds 262 . 1 million in the prcviouo 

ycar . 

ThE achiEvoncnt of a smc.ll "aurplus" in the ordinary 

budget apart r~om sinkin3 fund provision wcs due to the 

fact thnt cstimr.tes for civil tApcndi turE acrE evidently 

libcrc l t~hen thE yccr's budge t r~r.s n ndc uv end to thE 

f eet that m~ch of tl:r incrtC'.st in defence expend! turc 

a rioing out of the Se ptember crioio r.nd the ncctlErr.tcd 

r.rma pro3rrm wr.a mEt roy borrol'led funds , the o :oendi ture 

of which c t poundo .128 million w .n aomc pounds 38 million 

morE thnn originclly r.nticipc tcd . 

Three . Th£ city ~nxiously auni to Hitler's speech 

pending which the foreign exchcng£ mc rket ~~s not btEn 

very cctivt . Agcin thE forwc rd dollar hnd c tendency to 

move out . or thE 130 bora oold a t 30ld fixing 68 wert 

m:-.rried and the Britioh fund suvnlied cbout 50. 

KENNEDY 

PE:G : RGC 
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EG 

SEcrEtary of StatE, 

Washington. 

220, April 1 , 11 a .m. 

GRAY 

BErlin 

DatEd April 1 1 1939 

REc 1d 9 : 55 a .m. 

38 

Tht GErcan f i nancial and daily prEss havE fEatur Ed 

Funk' s spEEch bEforE thE REichsbank dirEctoratE Thursday. 

Funk startEd hi s spEECh by dEclari ng - apparEntly 

forgEtting thE UnitEd StatEs - that GErnany was now thE 

"grto.tEst industrial country of thE world" and that thE 

"closE poli t ical and spiritual uni on" bEtwEEn Italy and 

GErmany must lEad also to an toonooic union (vErbund­

wirtsohaft) . HE dEfEndEd thE GErnan- Rumanian TradE 

AgrE~Ent as b Eing of outual bEnEfit to both countriEs . 

HE admittEd that it conftrrtd a "privilEgEd status" on 

GErmany but ass Erttd that Gtrmany had no i ntEnti on of 

EndEavoring to obtain a ·~.1onopoly position" . HE 

followEd with an attacl< on fortign crEdits and loans 

stating that "thE nations poor in capital" would not 

allow thEmSElvEs to bE dEpEndEnt through fortign loans 

at opprEssivE i ntErEst ratEs . 
Ht 
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-2- #220, Ap~il l , ll a . n . from BErlin 

HE fUrthEr assErtEd t hst thE pri nci plEs in world 

Econo~y hsd changEd and thE " nationalistic strEngthEnEd 

statEs rrould not agai n bE involved in tht shscklts of 

an o.utonntic international gol d standard or internati onal 

d ebt tntanglmEnts" . HE insis tEd tho.t the stopping of 

tht t cononi c conversations wi th England and FrancE follow­

i ng thE taking ovEr of Bohtnia and Moravia was only an 

intErruption bEcausE aftEr "th E crEation of a nEW ordEr 

of thi ngs in thE CEntral EuropE arEa tht nECEssi ty for 

thE continuation of thtsE convErsations had b ecomE not 

ltss but gr Eater" . HE said that if Engl.and in thE last 

ftw days ho.d proCEEdEd to n " tEmporar y sEquestration of 

privatE crEdits" of o. "protEctoratE of thE GErnnn REi ch" 

th:\ t ht rrgo.rdtd this only as . a toJporary mEnsurE vrhich 

ho.d occurred undtr thE influEncE of o. gEntral uncErtain­

ty and a nisapprthEnsion of thE " rEal conditions" o.nd 

fElt surE that "wi th a calning of spiri ts and clnrifica­

tion of facts" this r.Easur t :·:ould automat1cnlly bE Endtd. 

RE followed this statE!lEnt with o. rEfErEnCE to thE forth-

coming standstill credi t nEgotiations sta t i ng that GErman 

proposals hnd conttnplat Ed n nEvr basi s vrhich had b tEn 

Ext r EmEl y WEll rECEiVEd by thE English s1dEo 

(END SECTION o;•:E) 

GEIS'l' 

HPD 

• 
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AC 

SEcrEtary of StatE 

Washln:a;ton 

GRAY 

BErlin 

DatEd April 1 , 1939 

REc ld 9:30a . m. 

220, April 1 , 11 a . m. (SEction tt1o} 

40 

ThESE rEfErEncEs arE locally intErprE t Ed as a warning 

that unlEss Enr;land indicat Es a rEnrr;al of thE tradE t allt:s 

and thE frE£in3 of CzEchoslovak crt d its GEl~~ny may rEfusE 

to continuE thE standstill crEdit s a .:;rEEm<:nts . 

Fnn k :J t. atEd that undt r thE l.ZII status of thE Rtichsbanlc 

thE fOl'Ei.)·~ stocl:holdErs of t hE institution would havE to 

sEll thEir ntocl• but l nsis t Ed that Gcrr~any would trtat thE 

forEign s tockhol<lErs "honEstly" , It is undErstood t hat 

forEi3n intE rEsts main1y in En3l and ~old somE 21% or thE 

Rtich ' s forEi30 capital of 150 ,000, 000 ~~rks , 

rlE dEftneEd thE dEstruction of thE sEmi- indEpEndEnt 

status of til£ Rtichs'bank and asstrttd t hat by H1tlEr 1s 

ordtrs t hE v::lu£ of thE cut·l·tncy 110\~lc~ ·_, £ maintainEd and 

that pricts and ·:1asts would bE "'E l ei a ·~n;;,lE . VlaeEs could ;,£ 

incrtasEd only as n rE sult of incrEaSEd individual pro­

duction , Rtftrr~ng to th£ nEW financial plan of which t hE 

main fEaturE is thE stopping of thE lo:1g ttr'ID GovErnmEnt 

borrowing 
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AC - 2 - :)220 , April l , 11 a .rr .• (Section t wo) from Berlin 

borrowi n::; n1:d 3:,ort term Treasury no·.;cs and thttr replace­

ment by i::ouu··ct t o i ndus ~ry of tax certificates for forty 

per c en t of t;~:E nt·to:mt of all Govcr m.:cnt ordErs , ht assertEd 

tha t thE '.musual t a s lcs dEvolving on t hE Reich rEquired 

"unuaual : ·.;; t b.odo" . Ht assErted that a 11 reasono.bl t relations" 

•vould b t ::~o.into.in cd bt t ··ttn "produc tS.on and consumotion 

good s " . 

HE '"Eclart d t1tat it wa s not ntct::::ory for tht StatE to 

ctast f i::=.r.c ' n~ ito dtfic j '; s t~rm .:;h p~:blic borrowing since 

the c :..pi ~c:l r:~:r::f:t was ntt-:ded f ol' pri·~otc industrial re­

pl :lcn1ent ur.o c ::~en:: lens o.:1d :~ 1;.1 t t:1:: c on tinuance of or­

din:::~r~· ::.o:""'r:i:1:_ r.o..t:!.d !J l '!ce on i::crt~oins i ;:ttrcst burden 

on tht Go'!:rr_:1z .. t rthich t vcnt uaJ. l y :1o·. l( bt intolc r !lblt . 

Whi lE the c~.' it:o.l :r.al'ktt i n t:l E f1:turc (*) b E reserved 

for • >riv~ :;c Lnntc it h od recently 'J ttn so strongly drmm 

upon by !;!1E S ~::-.t c bha.t there mu:;t ·n a pause for recovery 

before it cc.ul:l ::.r,::in f unc t ion . :•or1tver hE expected 

t hc t o" t ;:,n:ao::1 r..ar k s of inclu:;tric:l Cl:>li:;::. t i ons nould b e 

floo t cd "-••.r:·.:1::; :;.g39 •>lus i nert: J EC i-:;:.l:t o of reortgo.:;t bonda 

a a YEll ::.:: :: p::rt of the ca!Jit'!l r.tc<.lo of t he Gtrmo.n State 

Roil\'IC:ya n:·.~.c11 .~n l)l'lr.nin~ a rcpl~.c ~~·cnt ~. nd extension pro­

Br:lm or ~: ,rcE ::•1c'. o:\E holr ... i.lU.o;·: !r.". r !:o for the next four 

YE Cll":J . TTl ;.CC:.:;.::icn to 1:1:tEd 1'1&El'C::t Gtcurit1EO it :7.:10 

cxpcct EC: t;_~ t. •;;,E c~ . .>i~:- 1 m:. r k c t 7.'CU).C :. l a o flo:J.t n Ell otock 

iOSUES 
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AC - 3 - ;;1220 , April 1, 11 a . m. (Section two) from BErlin 

issu£s . H£ pointEd out thnt th£r£ hnd nlnoys bE£n a 

difftrtnCE in thE intErEot ratts btti'IEtn GovErnmEnt o.nd 

industrinl and mortgagE bonds . Thin is inttrprtttd ht rE 

ao o.n indicction of an incrEa SE in intE rEst ratEs on pri­

v:l tE fixEd intErESt SECUritiES ~thich in thE l n3t yt:lr hcVE 

bEEn but littlE cbovE thE GovErnmEnt bond intErEst r a tE of 

4~ . 

OUST 

HPD 

(~) A::>pCrEnt omiocion 
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RFP 

Secr etory of Stcte 

W:-.ohin3ton 

220, Anril 1 , 10 a . m. 

GRAY 

Berlin 

Dntcd April 1 , 1939 

Rcc 'd 11 n . m. 

(Section Three) Presumr.bly to enooura3e the 

flota tion of indu~tr\nl ahcres he announced that thE 

Anleibe::~tock 1~.1'1 •ahich limi ta di vi dend !)C'.yments to 6% 

(in certc.i n cnoen to 9)~ ) would b e r epealed: moat stock 

compcni es would 'oE Cltempt ed from this lS.mi to tion i n 

1939 nnd the r em.'\S.ndcr 1940. HE pointed out thnt t hE: 

dividend lini t c tion 1.::: w no long~r IT.d nuch menDing since 

dividend pnyt'lcnto \/Ere now c.u tomct icclly re::~tricted by 

the obligc.tions of compr.ni e o to oontri bute to t he 

wrlfnre of their cmployc eo and other ooci nl purposes, 

by the i ncre coc l ro t yecr of thE corporntion t ax to 4~ 

e nd by the increc:Jr.d efficiency of tnx ca oeaomrnt a nd 

collection. lle did no t mention ca c further l1mitntion 

on net ear nings the recent ourtnx of 3q% on incrEC:lE of 

enr ni113o . 

He ended hi3 t c lk b1 c::~~ertin3 t hat the economic 

"progrc::~s" to thE Reich \'lOUld continue otcting "thE 

gree t world cround us hcs ito heavy oreoks e nd financi a l 

cores . 

43 
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RFP - 2- #220, April 1, 10 c .m. rrom Berlin 

ccrtll . Gol d i!l fl£El.ne c-.T>':!CrEntly irrtllistc.bly into 

tht clrtady over- fill ed trtcsury of the United Stotts 

cmd t l\r old norld dtnudtd of \7orld gold stEs thE sround 

discpprnring under ito gold stc ndc rd currEnciEs nnd its 

pa yment bnlc.nc t o h tovily oh~.k(n. Io onE to oncrifict to 

thE AmEri c c n ' moloch'? Tht ~~orld ot r. tts otond a t thE 

pr-.rt1113 of tbt 11cyo . Ei thtr one ourrtndrro to thE: 

power of Amtric~n 30ld or ncccpto tht ntn mtthodo of thE 

young, s tron~, uymc.rd o tr i ving nc. tiono . Our economic 

c.nd fina ncir'.l mr thodo offer ouffj.cient poosi bili tiES of 

:~uccroaful coopcr r.tion on thE ¥1orld DIC'.rkc to for thE dE­

mnnd of tbt world for e conomic good11 1o without limit . 

1/£ hcvt nEvr r r rfltotd to ccccpt tht hand (of cooprr~tion) 

r1h1ch i a offr r td to ua cmd r~ t :1ill not r Efu3t it i n the 

futurE ev en 1 E!IO ~o beer.~£ •."£ t'. rE now otrongtr . 11 

GEIST 

:ffi :KLP 
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Parapbraaa of SeoUc:n J'our, Telagr- •o. 230 
of April l, 1939 , fro. the American Babaaay, Berlin, 

The speech which J'unk aade haa not had the effect 

of dilpelling the i111preaaion of increased atrain on and 

deterioration of GoYernaent !inanosa, and the monetary 

syatem ar1aing froa certain eoonoaio d&Yelopaenta and 

the inausuration of the Reioh'a new financing plan whioh 

these deYalopmenta brought out. Time limit feature of 

the new plan ia that it diaoontinuea the long-tara 

consolidation loana and the dltrt-term Treasury billa of 

Schacht t s financial plan of a year ago in fayor of the 

isauanoa of tax certificates to be uaed in payaent of 

40 percent of all GoYernac t order a, ao percent of 

Government ordera to be paid in tax oertificatea of 

claaa one which may be uaed in payaent of all Reich 

t axes 7 montha after their ilaue date and ao percent 

of claaa two usable 37 montha after iaauance. (Sea 

Jmbaaayta t elegram 302, Karch 25 , l p.m.) . In certain 

reapeota the oertifioatea of both olaaaea repreaant 

a aupplementary currency aDd thoae of olaaa one are in 

fact referred to officially a a a •mea.na of payment 1 thia 

character of currency and eTen thol13h to a liaited extant 

of legal tender attaohea to both olaaaea of certtffoatea 

ainoa aubcontraotora and aubauppliara are obliged to 

accept th8111 fro• firma which haY& direct dealinga wi th 

the GoYernaent. In order to 1 ater1l1 ze• the inflationary 

etfeoii 

' 
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effeo~ of oer~1f1oat1on of olaea one 'he reo1p1en~ 1a 

enU~le4 'o re~a1n th• aa 1nTeat•en~• allowillg h1a to 

wr1 te off t&x free •depreo1a~able• equis-ent 1D exoe .. 

of 'he noraal depreo1at1on allo-oe. 'fh1e enra write 

off 1e d1reotly propor~1onate to the aaount of tax 

cert1f1oatea held by the taxpayer 1rr eepeot1ve of 

whether he aoquired 'he oert1f1oatea direoUy froa 'he 

Governaeut or froa a bank or pr1T&'e f1ra. 

GZIB'f. 

.. 
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REB 

Stcrttary of St~tt, 

Washington. 

GRAY 

BErlin 

DatEd April 1 , _ 19~9 

Rtc ld 11:43 a . m. 

220, April 1 , 10 a . m. (SECTION FIVE ) 

Th.E pErcEntagE for tax frEE writing off is fixEd at 

20% of thE nmount of cErtificatEs htld during thE first 

47 

yEar but is incrtastd to 25 , 30 anu 35~ rts~tctivtly for 

tach adGitional ytar thE cErtificatEs havE bEEn un­

intErruptEdly in thE possEssion of thE tax payEr. To promotE 

txport tradE this Extra apprEciation allowancE will bE in­

crEasEd by 1~ it Export businEss const itutEs at lEast 25% 

of thE turnovEr. 

Class onE cErtificatEs art non-inttrtst btaring but 

thE class two cErtificatEs art usablE at maturity at 112% 

of thEir fact valuE thus having an EffEctivE inttrtst ratE 

of slizhtly undt.r 4%. Th.E class tno ctrtificatts arE not 

rtdiscountablt but art "liquidatablt" at thE Rtichsbank at 

PrEsumably to covEr t hE ttmporary loss of rEVEnuE rE­

sulting from thE writE off privilEgEs aboVE dEscribEd thE 

law of llarch 20 providing tor tht tax cErtificatEs also 
SEts 
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2- #220, From Berlin, April l,lOa.m. 

(SEc. FiVE) 

seta up a surtax of 30 per cent on an~ increasE in 

income over that of thE prEcEding year. AnothEr object 

of this surtax is to tax "pr?fitEtring" occurring from 

thE arms and industrial boom. ThErE will also b£ a 

relatively small increase of revenue undEr thE law or 

February 17 which raisEd thE rates of incoDU: tax on 

cErtain unmarriEd persons and cErtain othEr classes of tax 

payErs . 

GEIST 

HPD 

4S 

• 
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Paraphraae of Seo~1on aix, Telegram •o. 230 ot 
April 1, 1939, fraa the Aaerican labaaay, Berlin. 

It ia too early to aay whatber there will be an 

inflationary eft~ froa the new plan, and how auob there 

might be, It wOUld aeem that eaae in!lation of price& 

cannot be &Toided, although control of price& will 

preeumably be euooeeatul in keeping the price of worker•' 

neoeseitoua goode froa riaing too muoh. 

During the fi.Jo&l year which ended yeeterday, the 

Go•ernaent publiclx borrowed eaae lO ,ooo,ooo,ooo aarke, 

P'Urther111ore, reliable report• are to the etf eot that 

during the laat few month& there hae been an inoreaae 

in the normal delay in malting payment& tor GoTernaent 

goode and aer.toea, and thia extra delay repreunta an 

inoreaae in faotor(aio.), Certain ainiatriee, it ia 

known, haTe giT& certain lllaDUfaoturera who a~fere4 

delay in obtaining ~aenta •debt recognition oertif­

ioatee• . The preaent rate of Go•ernaent expenditure• 

doea not seen to be deoreaaing; on the contrary, 

an increase i1 generally expeote4. There are eubatan­

tial inducement& to Go•ernaent auppl1efa to hold tax 

certiticatea tor the purpoae of pining greater write­

off pr!Tilegea, Howner , Ger•n in4uatry haa eo loat 

ita liquidity that it doee not ae .. poeeible that aany 

of theae certificates can be held by i~. Expenditure• 

for goode and aerTicea by the Go•ernaent, not counting 

aalariea 
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aa.lart:•• of OoTernaent e~~ployeea which will be paid in 

oaah, will preau•bly amoUD.t at the preaent rate to 

betwea twaty and twenty-the ~lllon urkaJ therefore 

it 1a pre.uae4 that tax oerUfioat .. will be i .. uecl in 

the amount of aoaething Uke ta billion aarka. In 

addition to financing the deficit of the Oovernaent, 

!:0 

it 1e indioatecl in the apeeoh which J'uD.k gave that during 

the next 12 aontha induatry and the railread.a will be 

permitted to float two ar 3 ,000,000 ,000 aarka of bond and 

share iuuea. Long-tera boD4a to the aaount of OD..ly 

157,000,000 aarlta were floated by induatry during 1938. 

It would appear that the preaent aoale of Toluntary 

eaTing by the German people would be greatly exceeded 

by the proapeotiTe deficit financing of the OoTernaent 

and oonteaplatecl indunrial inTeatasant • 
• 

The OoTernaent on the pther hand haa ooiBJ)lete 

•-thority over a diaoiplined people, and ao far prioea 

and wage• have been aubatantially auooeaafully controlled. 

It 1a poaaible that tb.e Governaat c ould put through 

s oase inoreaae in aaTinge at the e:q>enae of the atand&rd 

of 11Ting. There 1a furtheraore ecae autoutio oheolt 

i n the laolt of aTailable labor aD4 •teriala on the 

illlllligrant prograaa of the GoTernaent and the deaire to 

1noreaae plant and production for i nduatry. 

Pleaae tranamU the foregoing to the Treaaury aa 

a telegraa !rca Baath, •o. 8. 

GJ:I8'f • 
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PA!W'III-'81 OF TILIQUM REOZIVJ:D 

J'ROII: Allerioan lllbassy, Berlin, Germany 

DiTI: ipril 1, 1939, • p.m. 

IO.: aa• 
FCII TREASURY J'RO)( ~TH. Io, 9. 

Sl 

It has not been posaible for me to get reliable 

information as to the amount of gold and foreign exchange 

which the Reich &cquired in Kor&via and Boh•ia. It h 

eatimated locally that the amount ranged froa eighty to 

one hundred million dollars. It is stated at the Reioba­

b&nk that only one-third of the Oaecb Wation&l Bank's 

gold and exchange cover is being taken to Germany. This 

amount is being taken in order to redeem the Czech 

crowns which the annexation of the Sudetenland involved. 

Of course there 1a no doubt that the Reich will haYs 

placed &t its dhpoal the entire resources. it the 

Economics llinistry no secret is .ads of the fact that 

the Czech crown will eventU&lly be withdrawn and within 

the •protectorate• German marks alone will be circulated; 

it is also said that a customa union is being elaborated 

but that unification of customa and currency will taka 

some time. The Oaech exchange cootrol at the preaent ti• 

baa a aolliDal autono.r. Hownu, repreeentatiYes of the 

Reichsbank and Reiche exchange authority, who brought 

a 
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a etaff of e.ployeee to Praba, are in faot foll011'1J1« a4 

dire~ting ite opcratione. 

Gill!, 

IA:LW'I 

Regraded Unclassified



RED 

TELEGRAM SEHT 

C-RAY 

April 3 , 1939 . 

3 P• m. 

Al.'JEi .BIISSY 

LON"DON ( El!GLAND) 

230 

?Or. auTTER'.'iOiiTH FROtl TREASUR""i. 

~Eference your 432 . 

3ritish TrEasury note r EportEd in your 402 has 

been di scussEd with Post Office Dr.partmcnt ~nd early 

decision n:pcctcd. Y/111 keep you in!'onncd . 

E A : HP : L\"1\"1 

HULL 
(HF) 
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SEct•ctary of St~tE , 

Wash.1ngton. 

• 

435, A~ril 3 , 6 P • m. 

GRAY 

London ' 
DatEd April 3 , 1939 

REc ' d 2:35 P • mo 

FOR T:tE!.SURY FROM BOTTER\VORTH. 

'!he city has found no rEal comfort in HitlEr 's 

spEECh but as usual has intErprEtEd th£ absEnCE of an 

immediatE specific thrEat as a hopEful sign. Con­

sEquently, the London stool{ D!B.rlctt was firmer today but 

thE volumE of t r ading remainEd small. LikEwisE, thErE 

':I ErE two-r1:1.7 dtalings in thE forE i (ln ExchangE DIB.rkEt but 

thE movt~tnts in thE givEn circumstances wErE without 

particular sicnificancE . 180 bars werE sold at gold 

fixing of v1hich 66 wErE marri ed and ltss than 20 wEre 

supplied by thE British fund . Th£rt wErE no substantial 

dealings after fixing . 

PEG 

CSB 

;~NHEDY 
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PAR!liL PARAPBIUSJ: OJ' TELDUK RJ:OJ:rv.D 

P'ROih Alller ioan J:mbaeey, Berlin, Ger-.ny 

DATE: April 3, 1939 , 5 p.m. 

}!0.: 237 

J'OR TREASURY P'ROM HU'fH. IO, 10, 

Under the •atandatill agreement• American bankere 

are obliged to keep alive open linea of credit previously 

granted German banks. One Berlin representative of an 

American bank estimates that euoh linea of credit are in 

the order of $10,000 ,OOd. Until the announcement of the 

imposition of countervailing dutiee German cotton importe 

were not financed thr ough etandetill lines of credit 

but were made on a basi e of oompenaation. Now, however, 

these standetill credit linea are being availed of to 

finance imports of American cotton. The American b&nke 

cannot retuee under the standetill agreement to keep open 

their credit linea. Some fear existe lest when these 

credi ta mature Germany will break the etandstill agreement, 

refuse to give exchange for repaying credit linea, and 

seize the cotton which is in Bremen held in bond. 

GEIST. 

:U:Ln 
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Philadelphia Record 
April 3, 1939 

W~SHINGTON MERRY-GO-ROUND 

U.S. Ready to Act on Arms Shipments to Third Reich 

• • * * • • 

Washington, April 2 

The state Department at last is do ing something about permits 

1esued for arms shipments to Germany in violation or the law. 

That t here was violation of the law was charged in this column, 

and subsequently by members or Congress, in ~ of last year. I t 

was pointed out that Article 170 of t he 1921 Treaty or Peace with 

Germany provides that "importation into Germany of arms, munitions 

and wer materials or every kind shall be strictly prohibited.• 

Secretary Hull t ook issue with this charge, and at a press con­

f er ence suggested to the Merry-Go-Round authors they •study further 

t he legal aspects or the ques tion.• He ins i s t ed that a s Germany wa s 

importing the arms, she and not the United States wae breaking the 

law. 

NATI:>NAL ISSUE 

A month later, atter the matter had become a national issue and 

was being debated by authorities on internati onal law, this column 

addressed a letter t~ Hull, suggesting he ask the Attorney General 

tor an op1nt on on the legality or licensi ng arms shipments t o Geraany. 

Hull made no reply. But now- - 10 months later--comes a complete 

r ever sal. The State Department has secretly asked the Attorney 

General for an opi nion. 
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In the int ervening 10 months t her e have been a number or world­

shaking crises in Europe--Sudetenla.nd, the s11·allowi ng or Czecho­

Slovakia , Kemel, and the fall or loyali st Spain. The State Department 

has i ssued two s eethi.ng attacks agains t Hitler's repeci~s policies. 

But on the all-important question or arms shipments to Nazi Germany, 

t he Department said and did nothing. 

The Bureau or Munitions Control conti nued to i s sue licenses to 

U.S. manufacturers to export war mat erials to Germany. Now, with 

publi c opinion at high pitch over Nazi aggressions, Secretary Hull 

has started the ball rolling t o end raw violation by his department. 

CAGEY WRPHY 

An ol d band Rt dealing with report ers , Attorney General Fr ank 

Murphy always waits for them to start shooting questions at his press 

conferences . But r ecently the newsmen decided t o walt him out and 

see what ha?pened. 

After t hey were all seated , they remained silent, l ooking stead14' 

at Uurphy. He sti rred uneasily in hi s chair and cleared his throat. 

Not a word was spoken. Finally, someone i n the rear remarked, 1 0ood 

... Jl :11118, Mr. Attorney General . • 

Uu.rpby grinned g enially, replied 1 Good morning• and then went 

back t o his wa tchful wa i ting. Another l ong s i lence ensued, broken 

finally by a reporter inquiri ng, •Haven't you a quest i on you would l ike 

us to ask? • 

"Not hing doi ng , • shot back Uurphy, laughing, •not me . I'm not 

PUtting m,y neck i n the noose tha t way . If you folks have anythi ng on 

YOur minds, you do the talki ng. This is~ pres s conference.• 
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UNO ER THE DO!.IE 

Mystery surrounds a lady listed as employed in the office of 

Repr esentative Wi lliam P. Ls~mbertson , of Kansas. She 1s 1.!1es 

Virginia Cox , who i s down on the rolls a t $2900 a year, yet never 

bas been seen in Lambertson 's office. Last year Lambertson listed 

a clerk a t $2900 who actually worked i n a private offi ce downtown. 

Congressman Graham A. Barden, of North Carolina, i s a staunoh, hard­

hlt ting Democrat, while Congr essmen Bruce Barton, of New York, is a 

Republican possibility f or President, but according t o Barden, 

just got to be friends. We get t oo many phone calls meant for the 

other fellow, and know t oo much about each aber no t to get along 

,.ell. • . . . Ed BirmJ.nsham, Iowa Democratic State Chairman, 1s 

anr.ious to land the vacant Commissionership of Fisheries, but hie 

chances of getting the plum are zero . Birmi ngham doesn't r a te high 

in the inner circle, wher e hie support ot Senator Guy Gillette 1n 

l ast year's purge campai gn 1e still remembered . .. At a party 

given by the Dominican Legation, a t i psy out-ot- town guest called 

t o genial Ecuadorian Ambassador Alfaro, "Hey, boy, bring me a 

glaae ot beer. • 

THREE VOTES 

Adminietrationites privately clai m they have a three-vote 

majority ln the Senate to restore t he $50, 000, 000 slashed from the 

W.P.A. bill by the House. The White House lost out in the Senate 

on the original 8875 , 000,000 fund by one vote. Whether the con­

verts are actuAlly sewed up remains t o be seen, but there are tell­

tale signs that some of the previous antis may flop . 
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senator Jim Davie, of Pennsylvania, told a Joint eeaeion of 

hie State Legislature laet week he would vote for 1150,000,000, 

and Senator J. Warren Barbour, of New Jersey, has been worriedly 

t elling colleagues hie last ballot ega1net W.P.A. had a very eour 

kickback. 

If the Senate should vote to restore the cut, the House will 

either have to back down the whole way or compromise on $125 , 000,000 

--which a lot of Representatives priva tely would like to do. 

BUSI!lESS APPEASEllENT 

TiP-off on what Roosevelt thinks of business appeaeement ie 

tbe tact that one decisive influence in making up hie mind to name 

Douglas was the s .E.C. chairman 's sizzling retort to the Wall 

Street moguls, who planned to cut the heart out of the S .E.C.'a 

regulatory powers. The S.E .C. is one o f Roosevelt's prized pete 

and Douglas' tlghting defense of 1t made a b1g hit. 

He called up Douglas and congratulated him. Then he i nquired 

jocularly, "Bill, what are you doing to a ppease bueineee7 1 

"I'm enforcing the law, Mr. President,• Douglas replied. 

"Thataboy !• a pproved the President. 

--DREW PEARS~N and 

ROBERT S. ALLEN. 
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April 3, 1939 

FOR THE 8ECR£'1'ARY: 

81noe thie town hae a comparatively simple bue1neee 

atructure, I have tried to cover it pretty completely, talk­

l.ng to two manuf acturers, hardware and furniture dealers, 

bankers, newspaper editor, printing plant manager and a coal 

dealer. 

Renotions are very different at several points from 

those I encountered in Minneapolis. Here business is admittedly 

good and is expected to get better in spite of two temporarily 

dlacour aging factors: curtailed state expenditures and low 

prloes tor the mllk and cheese produced by surrounding farmers. 

Balancing of the Federal budget by hlgh taxes , if necessary, 

i s suggested vlth surpr ising unanimi ty. Washington is 

cr1t1c1zed tor contusing, contradictory statements of policy 

vhioh lead to business uncertainty. War scares are con-

s idered less or a buelness f actor her e than they were ln 

}!lnneapolls, r-

At a dinner t his evening openlng a t wo- day meeting 

of the Wisconsi n Bankers ' Assoo1at1on, I learned from a vislt-

1ng officer or t he Chicago Federal Reserve Bank that the 

Federal Reserve Board haa had the 12 Banke aalte a oheok or 

the bond portfolios or t heir member banks. In the Ch.i oago 

area, according to this officer, the eurvey shoved t hat banks 

are selling corporate bonds a.nd buying Government•, especially 

long- term Governmente. Their reaeon t or doing eo, according 
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to Mr. Young ot the ReeerYe Bank, ie that bank exaaUiere have 

been requiring b&nlte to eat up depreciation reserves against 

corporate bonds, and banlte are getting tired ot the coat and 

the trouble. Mr . Young ' s guess ie that banks will be on the 

buying ai de ot the l ong-term Government market during the near 

ruture although he bad juet talked to a Detroit banker who 

had decided he ehould sell h is because the New York banka have 

r ecently bought $500,000,000 ot long-tara Government• which 

they don ' t like and which the Detroit banker t hought they 

would sell at the t1rst opportunity, breaking the market. 

Farmers have turned very anti-labor attar CIO 

attempts to unionize oN:~UDer1es and canneriea. 

G1aholt Machine Tool Company -- Mr. George Johnson, 

a young man who is stepping into the posi tion ot operating 

head ot this tam1ly-owned company, says business il good and 

even 1s aboTe expeotat1ons,·a tact vb1oh he attributes to the 

suooesstul introduction ot two new products. He expects 

a good year. Hie company last year apent more money on plant 

replacement and enlargement than 1n any recent year and 

evidently is nov reaping the r esults or expaneion through 

sales or tha1r new products. In epite ot this eucceeetul 

ventura, Mr. Johnson believea that t here is a peycholog1cal 

resistance among business men against expansion because or 

uncertainty over the riaka involTed . 

Much ot the OOmP&ny 1 a bua1nsee baa b-.un to tall 

ott el1ghtly, but domeetio ordera haTe incrsaeed to taka up 
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the elaok, giving the company a good backlog of unfi lled 

orders. Kr. Johnson says be believes that his company baa bad 

exceptional success v1th domestic orders beoause of its new 

products and that other companies have not experi enced 

a similar increase. 

Exchange conditione play a big part in t he company' s 

trade, Mr. Johnson says, but t he availability of exchange is 

more i mportant than its pri ce. He knows, tor instance , that 

additional Japanese orders are waiting tor hie company in 

New Yor k and will be placed when exchange is avai lable. In 

spite of the large amount of semi- barter trade vhioh h i e 

company does, Mr. Johnson feels barter is not t he r ight way 

to trade . 

The wage-hour law is causi ng this company some 

1noonvenienoe. To get an order completed by the May 1 deadline, 

the company is having to work some high-salaried engineers -­

who are willing to do the overtime and who are regular employees 

more than 44-hours a week. Mr. Johnson reels that the law vas 

not meant to benefit such employees and that other compani es 

in a s i milar situation have violated the law. He suggests 

every regular employee r eceivi ng more t han $150 a month be 

exempt. 

~w. Johnson thinks t hat the Tr easury's tax revis i on 

suggestions, eo far as knows t hem, are tine . A mor e generous 

lose-carryover would greatly help hi s company vhlch i s in 

e •teast or facine • busi ness, he said. The state income tax 

law has a three-year loes-carr yover which the company found 

helpful when 1t vas emerging from five years of losses . 
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'!'he undistributed prot'lte tax hurt hh oompan:r'e 

bueineee becauee new mach1ner:r, he bel ie•ee, is bought out ot 

earnings. H1e salesmen constantly met the argument that, it 

a customer were to use its earnings to buy machinery, t he un­

distributed profits tax on t he earnings made the machine cost 

up to 30% more t han the actual sale price. 

Mr . Johnson believes t he Government econom:r ie be­

coming of more public concern. '!'he plant colllll11ttee ot worker& 

recently expressed doubt about continuall:r 1 l i•i.ng on borrowed 

money, • he says. He personall:r t h i nks the budget should be 

balanced -- by higher taxes it neoeeear:r. This view vas eut­

fioiently general here to make me euspeot that it must have 

eome looal origin, perhaps LaFollette preaching. 

Mr. Johnson is against Government loans to small 

bueineee, believing they would be ueelese or wasteful . 

More than anything else, Ur. Johnson bel1ens the 

Government should have a program, one which le clear and ie 

adhered to. Talk ot •appeasement • aide-by-side with un­

appeaeing tactics is contusing, he eaye. 

War soares, i .nstead ot deterring this compan:r'e 

business, help it. 

RaY-o-vac Battery CompanY .- Mr. Cargill, head ot 

the company , announced that he ie no New Dealer. He thinks 

uncertainty about the policy ot the Government ie a more 

powerful business deterrent than the threat ot war abroad. 

CJ 
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Instabil ity ie t he order ot the day at home and abroad, and 

8 business aan must try t o forget Vaehington with ite conflict­
ing statements vben be 11 planning h11 course, Mr. Cargill saye. 

Unless the Government balances the budget -- by 

high taxes it neceeaary ve are headed t or rui nous i nf lation, 
~~ . Cargi ll aeserta and he otters a novel vay ot bringing about 
the balance. Unemployment, he beli eves, is the moat pressing 
industrial and budget problem. A great deal could be dona to 
solve it by the following eoheme: Assuming that the Government 
pays $50 a month to support a man on WPA, Mr. Cargill suggests 
t hat t he Government otter to reduce any company ' s i ncome tax 
by $10 a month (Just tor example) t or each addit i onal employee 
hired over and above those employed at some base date like 
t he preeent. The tax r eduction would last aa long ae t he 
employment , but not longer t han two yeare. The r esult would 
be a net reduction in the deficit. 

Hi e own company ' s busi ness is good due to radio 
orders, ie better than last year and 1 i a no oauee tor complaint,• 
Mr. Cargi ll saye . 

Firat National Bank ot Madison - Mr . Thomas Hetty, 
presi dent, and Mr. Will i am Spohn, one ot t he moat active 

di rectors, bad a good many complaints against t he t r ouble and 
l ack of remuneration on t he unemployment insurance account ot 
$1 million carried with t hem and 1w1ll throw 1t out ot the 
bank • 1! the oomplai nte are not adjusted. 
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Bueinese in this region i s good and the outlook tor 

the year is good, they say. The leading department store, 

hardware store and manufacturers all report to the bank that 

busi ness is above last year ' s levels. The looal Sears Roebuck 

store has t he same to report exoept in ite rural sales. 

Farmers are angry over the low prices tor milk, butter and 

cheese, and their poeition may oauee trouble eventually. 

The only other deter~ent to retail business is uncertainty 

among the numerous state employees over their f uture i ncomes 

under the new Republican administration. 

Government bonds, Mr. Hetty and Mr. Spohn feel, 

aro too high. The Federal reserve system should and oould 

have intervened to keep the market trom going so high by 

letting its portfolio run ott, they t hink. They regard 

a break in the market as inevitable. Mr. Spohn as trustee 

ror eome truate recently eold out several thousand dollars 

worth ot Governmente which he had bought at par and vhich 

had appreciated 6 pointe. To have done otherwise would have 

been negligent as a trustee, he teels and he believes others 

1n t he same position teel the same way. He is now holding 

cash instead ot investments. 

Mr. Hetty, whose bank holds $6 million ot Govern­

mente, •would be in the market tomorrow morning with $3 million 

worth• it he saw any signs ot a break i n prices, and he believes 

everybody would try to beat e veryone else out ot the market ae 

t hey did in March, 1937. 
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Mr. Spohn bel1ena the Gonl'IUiant should try to 

place mora of the debt i n priTate banda -- he doesn't know 

exactly how -- rather than to continue ' borrowing in the 

commer cial money market.• 

Taxes probably must stay high, but the type of 

taxation could be improved by changes like loss-carryovers, 

and business won't mind taxes if i t oan make money, accord­

ing to Mr. Hefty. He th1nka the Gonrnmant should adopt 

a policy and stiok to it. 

J'rauteohi Furniture Company - Busineea 1a lower 

than a year ago due to the uncertainty aaong state employees 

and to war fears, according t o t he manager . Aa a result the 

store instead of ordering furniture from manufacturers in 

advance ia buying only as it sella to ouatomera. 

He regards a sales tax in Wisconsin aa inevitable. 

Economy in government ia popular in thie region, but no one 

knows how to achieve it, ha thinke. One of the great 

mistakes of the New Deal baa been not to pay ite way regard­

lese of t he ooet, and a payroll tax on workers to pay 

general expenses and to make them r eallte that Government 

must have revenue would not be obJectionable if the budget 

required it, he felt . 

66 

Loans to small busineee he regarded ae unneoeseary. 

M1eoallaneous - !he hardware company is enJoying 

good bueineee, ia optimistic and ie remodeling ite etoree. 

The pri nting firm is having leu luok, and the banker epolte 
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ot "haYing to pull in i ta linea ot oredit 0 ; the oompanr, vhioh 

ie tamilr- ovned, paid out ita earnings 1n t he rear ot the un­

distri buted prot1ta tax, the principal owner bought a new plant 

site with his ahara ot the moner , and now t he plant can not be 

built and t he oompanr instead ot haYing a reserve has a t1xed 

asset on whi ch i t oan not raise t he cash it needs. The coal 

and oi l dealer is showing slightlr better business than a rear 

ago, but is vehemently ot the opinion that Government ehould 

leave business alone. The newspaper has a serious advertising 

dump. 

State politics are very absorbi ng -- mor e than 

Washingt on -- but, unlike Minnesota, Wisconsin is tast turning 

asa1nst t he Republican administration because ot the personality 

and actions ot t he governor. 

ESD 
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PA!W'BIUSJ: OF TJ:1.J:(I'AM UOII'QD 

JROM: Aaer1oe.n ll:llbuer, Rio de Janeiro 

DATI:: April 3 , 19S9, 10 a.a. 

10.: 101 

Referenoe 1a made to my telegram Jo. 82 of 

Marob 22. 

£8 

!be order of the Banlt of Brazil datecl March 22 

.u.pending the purob&ee of ooapan.ation aarlte for exporta­

tion of northern cotton to Geraanr ne cancele4 b)' the 

Banlt todar. 

Infora Oomaerce. 

SOO'l'TD 

EA::Lft 
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PARAPIIIASI or TILI<IUX RIOIIVED 

IROK: J.aer1oan laba .. y, Berlin, GeriiNI.y 

DlTI: J.pril 3, 1939, 7 p.a, 

IO.: 329 

Felt 'l'RDSURJ J'R(I( HEATH. I o. 11. 

With referenoe t o the trip whi oh the Secretary 

of the Treasury reque.ted Heath to lll&ke through three 

oountriea, would appreoiate 1nd1oat1on of the time when 

he should start. 

GEIST. 

IJ.:Ln 

£9 
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Chengtu, April 3, 1939 • 

.o secretary !.lorgenthau trom J . Loaaing Buck: 

Extension ot Burma Railway to Chinese Border 

Since writ i ng on this topic in my last report I learn 

i'l'Otll the American Consulate , and a lso from the director or the 

•·w" tint$ Ilurma Railway, that o.n a greement h as been reached where­

~;, t!.o uurma Railway people ttill r api d ly extend their l i ne to t h e 

~~1neae oorder . 

• 

' 
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Chengtu, April 3 , 1939 

•o s ecretary ll.orgentho.u from J . Lossing Buck: 

Bombing Apprehension i n West China 

Upon w;y re t urn t o Chungki n g ~tnd Chongtu I f i nd people 

~ • .o r up::;e t because of the insistence of the g overnment t hat 

72 

oo >l<l nove out of these cit ies . Chunglci ng is t err ibly crowded 

lf indiscrim1nant b ombing did occur consider able los s of life 

r e sult , n ot onl y f rom the di r e c t bombing but a lso from the 

• ~ • .J ~ • .... t cic:,ht be incident there too. Irr Chungkin.g , t herefore , 

Pt •o ia u. s c a t tering of institut ions i nt o the surround i ng count ry . 

_n -: .. ~r.t;tu tu1ddle school s a r e beginning t o move out . Chengtu 

c oos not have t h e natura l cond i t ions for clugout shelters t hat is 

• ound in Chungk ing, thet•e f ore , much of Cheng t u i s without thllt 

• • . ,c of J;rotect ion . 

• 
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Cbengtu , April 3, 1939 

To secretary Morgentbau from J. Lossing Buck: 

Tsao Ba Reclamation Project . Yunnan 

Upon the request of Y. T. Miao I visited the Tsao Ba 

Reclamation Project , which is be i ng carried out by the Yunnan 

Economic Council. The area is comparatively level , surrounded 

by mounta i ns and comprises about 160 ,000 acres of land , which 

heretof ore has been flo oded each summer dur ing the rainy season . 

The drainage outlet was a sink hole i n the l i mestone rocks , which 

has gradually become filled up , so during heavy rains the land 

Invariably becomes f looded . A cut has been made between two 

~~untalns t o carry the water i nto another stream bed. The area 

l s also irrigated by a new irriga tion canal from a la~e on the 

on'lns i te side • 

The total investment f or irrigati on and drainage is 

73 

nbcu t 2, 000 ,000 yuan . Unfortunately the soil is not very good . 

The original idea wee to gr ow r ice entirely and market it at the 

tin mines nsar by . Later promoters for growing the mu l berry in 

Yunn·~l'l were up against 1t for land and they asked f or 100, 000 acres 

of thi~ reclaimed land . The mulberrs industry is a new industry 

!n thi s section and cnn only be started with considerable difficulty, 

~ut the promoters are enthus ias tic and determined. The reclamation 

, ~., 'C>r t oppear r t o have posai b111 ties of economic success . 

I me t Mr . Ko, who is in charge of the mul berry work and 

~n Is full of enthusiasm for produci ng high c lass cocoons end a 

hlfh vrada or raw ~ilk the latter f or the American market , i n order - ' 
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Tsao Ba Reclamat ion ProJect - 2 

to provide f oreign u:chanse and t o cQIIIpete with Japane se raw aUk. 

Silkworm eggs will be suppl i ed by the eericult ure stat i on at 

Kunmtng , re ferred to i n a previous r eport . The mulberry pr o j ect 

1s financed by Bank of China (T.V. Soong) and the New Futlen Bank 

(Y. T . !1!1ao) • 

• 
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Secretary of State , 

Washington . 

631 , A~ril 4, 5 p .m. 

C<' ' :PlOCNTIAL . 

GRAY 

Paris 

Dated Apr ' l 4,1939 

Rcc 'd 2:53 p . m. 

75 

l o.s la:d Ps.ul Reynaud in the l)r £s£nc£ of Dalad1cr 

toda~ ''~a'; r xt:-a orc! tr.&ry measu r es i f any t~£ FrErx:il 

Oov'1'nmcnt woulC. takE in thE evl nt of the •'lUt b:;.•cak of 

gcn cr&.l Euro-pean war., Reynaud r c pl_i ed thao at the out ­

sE t thE FrEnch &cvernment wo·•ld take no c ;traordinary 

measures whatsoEvEr . Hc was convinc ed t~at t hE franc 

i n casE of war wonld r e ma i n the strongest currency in 

Eurooc and that quantities of money would com£ to Franc£ 

from various European countri es . No mtasurEs would be 

decided unon until events should prove thE necess i ty for 

new decisions . Dalad1cr agrccd. 

KLP 
BULL ITT 

• 
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DEPARTMENT OF STATE 
WASH INGTON 

April 5 , 1939. 

Ky dear Kr. Seoretary: 

I encloae f or your confidential information 

a copy of a telegram from J.Jabauador Bullitt, re­

porting on a convera&tion he had with Kr. Paul 

Reynaud , t he J'renoh Kinieter of J'in&noe. 

Sinoerely your a , 

Enoloaure: 

l o. 631 of April 4 
from Paria . 

The Honorable 

Herbert Feie, 
J.dviaer on International 

loonomic J.ffaira . 

Henry Korgenthau, Jr., 

Secretary of t he Treaaury. 

16 

• 
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PARAPHRASE OF TELIDR.lll RICOEIVJ:D 

FROM: American Embaaay, Paris, France 

DATE: April 4 , 1939 , 9 a.m. 

10.: 62!5 

FROR COCHRU • 

This morning I returned from Basel where over the 

weekend the BIS directors held their meeting. 

At the informal meeting on Sunday it was diaoloaed 

t hat before Germany took posaeasion of Czechoslovakia 

77 

BIS investment& in Czechoslovakia had all been repaid with 

the exception of one item which is scheduled f or liquida­

tion on the fifteenth of April. Bachmann tendered hie 

resignation f rom the BIS Board, which will take effect 

after the May annual meeting; he retired in March aa 

Preaident of the Board of J.lanagement of the Swiaa National 

Bank. His aucoeaaor on the BIB Board will probably be 

Weber or Schnorf. I h.ave heard only t wo names mentioned 

as succesaor for Beyen, those of an American private 

banker in London and a Dutch private banker in the 

Nether land&; the banker& seem agreed that they should 

not have a profeaaor aa President of the BIS, but that 

they should coot inue t o bave a banker. 

At the meeting on Monday an acco1mt of hie observa­

tions 1~ the United states was given by Kano, the Japaneaa 

Director, wbo recently viaited there and waa much pleaaed 

with the reception accorded hia i n America. 

At the Monday meeting the director& decided to 
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rec01111111nd to the general shareholders' aeeting in Jla)' 

the continuation for the fieoal year ended March 1939 of 

the regular six percent dividend. 

During the recent or1eia Switzerland haa been par­

ticularly nervous. Consideration ie being given by the 

Swiaa National Bank to sending Pfenninger to Stockhol.a 

shortly for the purpose of studying the linancial plana 

f or .f inancial and eooncaic meaeurea in the event of war 

which the 81tediah would follow. I had a talk w1 th 

Governor Rooth of the Sverigeerika Bank, who eaid that 

they had not yet put in final form the details of the 

plan for eubmiaaion to Parliament, but he will keep me 

i nformed of the progreea made. 

78 

I talked with Bachmann , who was much perturbed because 

after he turned aver the presidency to Weber in March, 

the Swiaa Jrational Bank permitt ed the Swhe franc to 

uepreoiate to around 3() . 90 perc ent a e compared to the 

va l ue before the signing of the Tripartite Agreement. 

Bachmann mentioned that t he Swiaa had given the undertaking 

that their buying and selling prices Of gold would not 

axceed a range covered by a depreciat ion between 29. 25 

and 30 . 75 percent in the docuaent which they aigned for 

me when the)' adhered to the Tripartite on Sept•ber 25, 

1936. Of course, Bach••nn said, the action of the Swiaa 

might 
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might be excusable on the grOUD4 that other Governaenta 

belonging t o the Tripartite, particularly the rrench 

and lately the British, had permitted t heir currencies 

to depreciate much beyond any values anticipated in 

September 1936 and tb.a t the Swiss, who were the only 

ones to undertake voluntarily t he fixing of new gold 

pointe, should not be condemned for the preeent action. 

However, he expressed concern lest Weber had incurred the 

ill will of the United States and he wondered whether 

auch annoyance was evidenced by the rederal Reeuve Bank 

of New Torlt purchasing Swiss france a f ew days ago 

wi t hout inetructione from the Swiss National Bank . 

It h the expectation of the Swiss Central bankers that 

there will be launched wi thin the next week or two, if 

nothing further goes wrong in J:urope, the eix-year loan 

to Fraoo, by which BwiBB and Dut ch banks will consolidate 

outstanding French l oans on their markets i nto six-year 

notes. In my telegram Bo. 473 of Karch 14 I announced 

such a plan, but it was suspended beoauee of the recent 

crisis. 

A few weeke ago a SWiss bank gave a commercial 

credit t o the Burgos Governaent. The approval of the 

Swiss authorities waa not necessary far this credit, 

since 

• 
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since it was for le" tban ten ailllon Swi" france. 

Consequently the details are not mown to the Swis s 

l ational Bank. 

A fi.rst approach to priTate bankers who usually 

participate i n Swi .. -Dutoh lending was ma4e by t wo 

Franco agents with the view to obtaining a loan for 

Spain frora a syndicate of banks in the lfetherlands, 

Switserland, Sweden, Great Britain and France. The 

question or security was raised by the bankers, and 

laet week the agents returned to Burgos to discuss the 

matter . 

I had a talk with Galopin , the Belgian industrialist 
~ , , , 

director, who is e.leo head of the Societe Generals. 

He said that their textile plants in Spain haTe their 

machinery left intaot, but do not have on hand any wool 

or cotton at all, and he s tressed the fact that raw 

materials are needed by Spain. 

The Belgian lational Bank GoTernor, Jan .. en, thought 

there had been an i llproT•ent in the outlook for hh 

country in Tin of the resignaUon of Kaertcs fr011 

eo 

the Aoad .. y and because of the results of Sunday' • election, 

all of which made f or political peace and a stronger 

governm1111t. He again told me that his GoTernact does 

not oont•pl&te any changes in aonetary pol107. Janssen 

asked 

Regraded Unclassified



81 
- 5 -

aaked ae eaae general queationa about the Jobnaon law and 

J:xport-I11port Bank f1nanoi~, but added that hie people 

did not have anything immediately in mind in regard 

thereto. He told me about hia gold operations with the 

United Statea up to the preaent. 

GoYernor Janaaen doea not think that GerJD&Dy will 

undertake any aggreaaion againet Belgiua. SeTeral of 

111y frienda, including Governor Jan11en, think that 

the general outlook for peace would be much improved 

i n the near future if the French could only be eupPle 

enough t o meet reasonable cla~ma fro. the Italiana 

on Suez, Djibouti and Tuniaia through diploll&tio nego-

t1ationa. They are all glad to han eaen J'rance 

eo atrengthened and conaolidated internally through 

the threat a fraa the totalitarian eta tea. BoweTer, they 

t hink that i f Dal.a4ier were now a 11 ttle yielding, 

i n view of hia unqueationed poait1on, it would do much 

to rel1eYe the tenaeneae of the aituat1on. In the end, 

they aay, it would coat France a comparatively amall 

&~~~ount compared to what a war would coat ehould it 

eventually oaae if Italy doea not baYa more apace. 

Ky frienda fraa t he Bank of Italy were glad that 

during the recent cr1a1a )lu aaolini acted with comparative 

calaneaa. The growing atre~h of Gerll&lly ll&kea t h• 

genuinely 

• 
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genuinely unhappy. They look on 1~ aa a menace t o their 

own prestige and marketa in the Danubian area and there 

is a pos eibility of it extending to the Kedi~erranean. 

No chance of breaking t he .axia 1e foreaeen by them, but 

th ey would be immenaely pleaaed if the French would be 

reasonable enough to bring about enough rapproch•ent 

between France and Italy to give Germany a cause to 

worry ewer and even doubt whether the southern end of 

the a x1e would hold. These friende insist that Italy 

doea not want a war and as l ong ae there is any hope 

of help in improving Italy'e economic status, t hey 

wi ll keep the peace. However, they do not think the 

period ie indefinite , and Italy cannot wait too long 

before eome move becomee inevi~able si mply from pressure 

of popula~ion and deterioration of the etandard of living 

in that country. 

' Obaervere at the BIB aaid they would like to see 

some improvement in the aituation in Italy while such 

conservative financial and economic leaders as Azsolini, 

Guarneri and Beneduoe are still 1n the Government. 

Tbey do not believe that theee leadera can continue 

i ndefi nitely to juggle Italian resource• eufficiently 

adeptly eo that a balance of pa)'lllente ie achieved. 

Ky 
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Ky trie114e heei•te to oont•pla te what dhorcler aig)lt 

reault in Italy if the effort. of the .. leadere fail 

83 

and mare aggre .. iTe mil1 tar hh probably take their 

plaoe. Mention wae made in thie oonneotion of the 

current financial cleterioration in Germany that hae been 

quiolt to follow the oueting of Sobaoht anc1 hie tra1nec1 

assi etante, who were replaoec1 by •ash who are inexper­

ienced, It 1e beooming eoanhat generally underetooc1 

tbat new d•le , whether totalitarian or liberal, function 

better with the eupport of the old hirecl hands than when 

their own new-born deToteee entirely oontrol their 

deetiniee. 

END SEOTI OJJ:S OB TO S~lll, INOLUSIVJ: , 

BULLITT. 

EA :Lft 

• 
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Paraphraae of SeoUCDa eigh~ to fourteen, tnoluaiYe, 
of teleg:raa •o. 625 of April •, 1939, frca Pari a 

84 

The •etherlande Bam: Preaidant, Trip, tol4 •• that 

his country had not been eo nerYoua about itaelf aa 

other countriea .bad been. lie doaa not expeot the Germane 

to lll&lte an aggreaaiYe aove apinet their country. 

Of couree if Germany and Great Britain got into a 

war, the probability would increaae, but he feele that 

~Yen Germany woul.d find U t o her a4Yantage now aa aha 

did in 191• to haYI some neutral neigbbora 'IIIlich would 

act aa buf fera and proTide food.atuffa. During the recent 

ori1i1, Trip said, he bad lost about $170,000,000 of 

gold; thie n.e mostly bot money, a:a4 belonged to Jew• 

J'urtbermore, large amounts of seouri-

till left for aafekeeping with Dutch 'bank a by foreigner a 

had been r•o•edf certain aeouritiea depodted in Dutch 

b&nlte by French blnke for their national• ha•e now been 

t r anaferred to •ew York where they are held in the naae 

of the Dutch banka. 

Trip aeked Fournier in ay preeence whether t he 

Sp&niah gold which the Bank of rrance h&e been holding 

would now be releaaed, Fournier replied tha~ the 

litigation bad not yet bean deoided, and of courae 

new faotora ha4 ccae up. !here ia a growing impreaaion 

that the Freooh -Y try . w retain aoae of thie gold 

in pa,am~ for ~&king oare of retua••• !rca Spain, and 

eo 
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so on. 

Fournier obJ ectad to Chairu.n Niemeyer in this connec­

tion becauae recently the BIS permitted the transfer of 

certain gold which the National Bank of Ozeohoalovakia 

had held with it, An international i nstitution like the 

BIS should not participate in this contentious question 

of Ozecboalovak asaeta, in Niemeyer 1 a opinion. The BIS 

would not desire retaliation from Germany , anyway, aa 

it baa important i uveatmente in t hat country, Incidentally, 

now that the ~ritieh have passed a law to block Czechoalovak 

holdings, Jl~eyer doea not know just what they will do 

with t hem. 

BIS obeervera did not entirely understand American 

commercial policy, They did not understand the i dea of 

wheat and cotton export subeidiea and possibly import 

quotas on cotton textiles bei ng developed at the same 

time t hat c O}IlltervaUing duties on i mports from Ger many 

were imposed. I n the Netherland• Premier Colljn ie having 

to countenance an economic program involving increased 

customs duties and possibly new export subaidiea , and 

in the United Statea Secretary Hull is !acing a dilemma, 

which a ffaire are causing concern to European admirer• 

of these t wo gr eat leaden in liberal trade policiea. 

It would seem much more logi cal , if ootton planters muet 

be Lelped by the GoYernaent, that exporta ahould not 

be 
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be subaidized, aa auoh aubaidy might bring foreign retalia­

tion and would peg the world prioe of ootton. It would 

seem better to giYe benef ita to American ootton produoera 

regardl eaa of the destination of their cotton and foroe the 

world price down to a leYel that would put out of buaineas 

cotton producing countr iea which haYe become competitor• 

of the United States since the world price of cotton was 

raised by the United Statea. 

Eccles ' attack on the United States silver policy was 

commended by my Basel trienda . Their only regret was that 

oritioiam of this policy by American monetary authoritiea 

had not come sooner. These fri ends marvel at t he aotiYity 

of the United States in for eign affairs , including w1twrt• 

giving short or medium term Oovermaent loans to backward 

oountriea to aasiet in their development. They only wiah 

that suoh interest were matched by auoceae in restoring 

the domestic econoay of the United Statee . 

Funk did not attend the Basel meeting, being represented 

by Publ of the Reichsbank. Pending a deoiaion of mental 

experts a e to whether Vice President Brinkmann may ever 

be able to reeume his poat , Puhl i a J.oting Vice President. 

Brinkmann 1a at preaent in an i nsane aaylum. December 16 

waa the date of the maeUng at which the J'rench preaa 

allegea Brinkmann -de a apeeoh leading to hia ejection 

from the Ba:D.k and being placed in an i naane ..,.1u -
or 

• 
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or about a month before Brinkaann waa even given a 

Reichsbank poet. 

I had a good visi t with Puhl, who asked t o ee~me. 

C7 
v . 

Puhl is the last one left of the old group of higb ranking 

officials in the Reichsbank, and apparently will have 

heavy responsibilities now. He eaid he would like to 

have me tell him ae an old friend what I thought of the 

latest move made by Germany. Wy answer was that the 

American reaction had been so unanimous and tremendous 

t hat everyone must know it . I mentioned that by t his 

action Germany had fright ened off t r ade negotiator s 

1r om ·Great Britain and France . I also mentioned t hat in 

Great Britain it had aroused sentiment against giving 

aid to Germany t h.rough financial or economic measures 

in continuing her aggression. I t had made it almost 

impossible for any of us who have genuinely believed that 

peace through extending trade - and particularly to Germany -

could be achieved to say a word in defense of Germany. 

Puhl assured me that t he need for trade wae appreciated 

by t he Reichebank. Even now, he said, any criticism of 

blocking of Czech balances l!'e.s being auppreseed. The 

Reiobebank he aaid wanta to lmprove t he atmoaphere and 
' ' 

not contribute to the exiating bad f eeling. I criticiz~ 

the Steuergutecbein eyetem and told Puhl that by st opping 

aggreeaion 
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aggrenion and turniDa to hon .. t t rade -• the OD.ly -Y 

to avert a financial debacle; they would have to ahow an 

inclination t o talk fairly with other trading nations 

and r eeatablieb f&i ~ in the word of Germe y. Publ 

seemed to appreciate my r emar ks rather than take offense 

at tha, I repeatedly Uphaeir;ed that ay v1ewa were 

purely personal and unofficia l and I -de th• known 

to him only beoauae he bad questioned me. 

I ga.ined the following 1nformat1 on or i~~preaaiona 

partly f r om my own conversations with Publ and Hechler 

and partly f rom my Basel f riende who al• o talked with 

them' 

J\lrther direct loan a of the Gerlll&D Government · could 

not be absorbed, therefore the Steuergut achein eyatem 

wae resorted to. That thia h on1y a atop-gap 1e realised 

by t he Reiohabank offioiale theuel vea . They know it 

cannot fUnction for more than a year at the longest 

wi thout br inging about auoh an alteration in the percentage 

of oaeh payment a that Gel'lllan eo onoay would beoome :tr o sen. 

Inflation i e i nevitable if Governaent military expendi­

turee are not reduoed. Sufficient inflation haa already 

oome about to inYolYe d011eatio oon.uJ~PUon of more German 

product ion than _. foraerly the oaae. There ia • ore of 

a b&ndioap to export trade fr011 Geraan induetry'a inability 

to 
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to manufacture 1ati1faotory gooc11 for acceptable delivery 

datea than f rom foreign barrier• to good• from Gerany. 

At present the late1t additions to Germany ' • territory 

are economic liabilities , and to develop them wil l require 

t~ucb t ime and expen1e . 

As f or the monetary regime in Prague, Germany hae 

not yet reached a.ny definite deci sions . The Reich1bank 

aces not have officials competent in the Czech language, 

therefore it is difficult for them to aupplant the 

Nati anal Bank of Czechoslovakia. Complete German exchange 

control would be required in order to supplant the crown 

by t he Reichamark, and such a system could not be entrusted 

t o Czechs, They have not yet settled the question of 

whether t he Nat i onal Bank of Czecho1lovakia will be rep­

resented at the BIS shareholder s meeting May 8, or 

~hether some one will vote ita share1 . 

It is the opinion of those friend • in whose judgment 

I have most confidence that progress towards a balance 

of power i n Europe bas been accelerated by the receat; 

German move. They think that the armament. raoe should 

ease once t hi a bal ance of power 11 achieved. They do 

not think that Hitler hal yet ao lo1t his aenae of touoh 

and t iming that be will try. 

itably bring on a world war. 

END OF WESSAGJ:. 

anything that will inev-

BULLl!'f . 
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April 4, 1939 

Douglas oalled me up to aay to me that in his 
whole publ1o and private life hie association with me 
stood out above everything else. (This was just after 
he was confirmed.) And that he wanted to let me know 
that the understanding that he and I had with regard to 
Transameri oa , he had explained it all to Jerome Frank 
and Wr. £1ohner and that they were ready to oarry on. 
He was on.ly sorry tor one thing and t hat was he bad hoped 
to be a ble to get out the Court Order ~airost this man, 
Wahaney, whom they employed in the Ban Franc isco office 
and who subsequent ly proved t o be an informer or spy for 
Oi.annini, and he al so bad hoped to get out the indictment 
against Time trust and that those two things were going. 

I said t ha t I hoped I would be able to go to him 
t'rom time t o t ime for advice and he so.1d absolutely, and 
he hoped our friendshi p would continue. He repeated 
several t i mes how much he enjoyed working wi t h me. 

91 

• 

Regraded Unclassified



, 
April 11, 1939 

To: '!he Secretat7 

From: llr, l!aneo 

; went UJ) to eee llr. Doucbton tbie 110rni"8 and he told ,.., t hat he 

wAs yery much confused about the pr eeent cta tua or t he tax eituation. 
Ee asked me whether or not t he Secretar:y had decided not to puraue hil 

rocoiJCendationa ae outlined in hie Preee conference of 7ebruar:y 2Jd. 
1 told llr. Doughten that I waa ao11ewhat ocnfueed JOY•elf ar.d that we would 

114•• to wait until t he r eturn of the Secretar:y before anewering hie 
q:.•oUono. He then told me that he had called upon t he Presiden t at the 

1h1te Eouu cot f or t he purpoee of diaeuaaint; taxeo or the tax prosru 
hlt rat l:.er t o diaeuss w1 th him oome appoi ntments whi ch he was deairoua 
of t aving 0111de. He told me that Juet before he left the lhi te !!oun, the 

Pre•lden t had written i n hiA own handwriti ng hio thought concerning the 
tax progr81:1 ao follon: (l) renew t he exche taxee; (2) dela:y the etep 

up ln p8)'1'0ll t&X from l to 1~ percent ; ( J) pan a bill tuing i nt~uat 

fl'<lc fut\.re tax-exeJ:Jpt bonde. llr. DoUllhton aaid t hat be was no t ael<ed 

whether or not he agreed with thi• prosru, but was told b:y the Proddent 

tbt l n hie opinion thie 1a all that ought to be done at thio t il.,, 
Vr. ~ugtton told me t hat he had to ld t he Preoident t hl!t he we.a eo out 

?~ touch wl th t hing• , having been aws:t eo 10118 that he had not given 
'ufficent otudy t o the eHuat1on to be able to talk intelligentl:y about it, 

I then wont over t o eee Senator Harrleon, havi ng been r equested b:y 

bl" to coce b:y hie offi ce . He was ••r:r pleased about the l etter he h&d 

rece~Ted f roa t he President i n answer t o hie letter of llarch 24th. The 

Iotter which Senator Rarriaon ehowed me ft i gned b:y the President wee t he 

ldentielll letter which we eent to :you to be forwarded to t he Preoident 

rl t b your l etter about the Pat Barrieon i ncident. 

I then called on CoDQn.-.. Soaere and found out t he dela,y on the 

St4'bllhatlon lund .let ""' eaueed b7 Conqeu&&D So .. re DOt having hie 
report reedy t o ghe t he CoDCeu . Be t hen told ze that it would be a 

vee< to ton d.4o• befor e he would have it read)' and be eufficientl;r prepared 

to present tho matter on t he noor. J.t that time he anticipated no trouble 

In ceeting a rule to bring t he bill t o the tloor of t he !lou••· 
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y.1 file !IHI'e'-'7 

'""' .... a.a •• 

1 _, .., w - .... ...._._ tilt• .. ns.,. -' he tou .. \bat ._ 
- .,..., .-oh ooaheetl a\ft\ \ale Pl'"•t e\abo of \ 1\o \ax .t.,..Uaa. 
I t aoko<l M w~~e--.r or ao\ \he ._...,. W botto<l M\ to,..._ 1111 
, _ _.Uoao •• .. utut la 111• '-• ooator-• of PaWaar7 23'· 
J toU Nr. DDqll\oa \bat I •• uanlta\ ooaheo4 .,.elf an4 \!Ia\ • ll'all. 
haft w wat \ ua\ll t ho rohra of \llo heN'-'7 'lief oro ...,.rla& 1111 
.,a.tUODio lie th• to14 •• \hat he ha4 oallo4 apoa \he Prool4oa\ a\ \he 
Whitt llouoo 110\ fOJ' \he JI'U'POIO Of 41-lll .. \ulo OJ' \he \ax p.....-
)11\ rather \o 4locuoo .t\h hla - IPpola"""h wbleh he- 4oal-
ot hart ~~~: ..to. lie toll\ •• \1\a\ Jlloi Mforo he lot\ \he llll\o llieuo, \he 
Prool4t n\ h..t wri\\• la 111• oa hano&wri\la& hlo \lloacb\ ooaooftla& \he 
\u prucna u followat ( 1) ...,... tho noho "'-•1 (2) Ael&J \he • ._. 
.,, Ia JI&Tl'Oll tu tJooa 1 w l t ,..._,, (J) puo a -..u \ui-a lat•••• 
fro• tla\w'o \&z-oaap\ 'llo84e. WI'. Dltqlltoa oaU iha\ he ... 110\ aatH 
wbetbtr or not he ._.... .t\la \hlo propo•, w\ ... toll~ tho hoolh&\ 
\ha\ I n hlo oplatoa \hh h all \ba\ ncb\ \o 'Ill do1M a\ tllto U•• 
Mr. Dou,tll\oa \olcl .. \ ha\ be 1...t tol4 tho Prool4oa\ \hat he ... eo ••• 
of w11oh wUh \hlnco, han-a ll<t.,. awq eo l .. c \ha\ he h..t 110\ , .... 

outtlo8\ otuo!T \o \Ill olhaUoa to 1Ht a'lllo to talk la\olllpa\17 a'llo'll\ l\, 

J thea_, onr \o eM kaa\or llal'rtooa, ha.t81 , _ Hl('lleo\14 'lit 
hlo \o - ~ 111• oftlM. He ... ...., plo .. o4 a'llo1l\ \he lo\t. he W 
'"t l'rt<l frua \he PI'Mt._\ la • ...,.,. to 111• letter of llaroll 2._\la. n. 
ltntr wbtoh Soaator llurlooa o!lowo4 .. otpo4 ~ \he PrHlMa\ - the 
14oaU cal lett. *le " ••• to 7ft to 'Ill tonu«o4 to t ho PI'Hlha\ 
rl \11 rov lo\\11' Moll\ ~ Pa\ lWrlooa laet4•\• 

J thea oallot •• O.acn•- ._.... -' tOilM ••• the Aolat oa \he 
1\t,llha\loa J'u4 Aft ... -• ~ 0.811'11- .... " 110\ hM'lBI hle 
ropor\ ra4T to &In t h o O.II&J'III• lie \!Ia wl4 M \ha\ l\ woal4 1>1 • 
WMk to \Ia dqo 'lloforo he wwtt.....,. l\ naq-' 'Ill nftlot .. UT preparot 
\o pr"en\ \he -\\or oa \he noor. A\ \1\a\ UM be aaUolpotot ao \ro•'llll 
Ia ... ull« • rule to 'H181 \he -..u w \lao noor ot tho ..... 

oll!hee 
orl r, . t o Secr•t~y 

I n pouch - 4-h-39 
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G>.f&ct .o:f .tlft~hru~re <l.mttal 
~J.Qt . 

April 4, 1959 

The Honorable, 
The Acting Secretary of the Treasury . 

lq dear l.lr. Hanes: 

I acknowledge receipt of your lett er 
of March 29, 1939, in which you advi se that you 
hove designated Ur. E. H. Foley, Acting Ceneral 
Counsel, t o represent the Treasury Department 
on the Advisory Commit tee in the atuoy of adminis­
trative procedure. 

I wi sh to t hank you for your cooperati on 
in t his important mat t er and to eseure you t hat I 
!'ull,y appreciate t het a succees!'ul study of tl.is 
problem can only be ~ccomplished b,r the whole- hearted 
cooperation of the agencies 6nd commissions which are 
so vitally inter ested. 

Very sincerely yours , 

r 
~u--~-"-'-----:.. 

At torney Ceneral. 
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To: '%he lilea 

rro=: llr. Ban•• 

Jl~ Rooae't"alt a<M to aee ae at 3::!0 P.ll. on April 3rd. Be 
~old =~ t hat he waa on hh wa;r to .Europe an4 wu atoppin« t o dlacu .. 
bh tel~phone conTereaU on with 1M fro• C.Ultornla. Be told me that 
blo only lntereot in the Giannini matter waa \bat in hie opinion 
1!1'. GiiUlllini waa an honorable IliaD and wanted t o do whatner wu 
nec6aoary ln or<ler to e.d.Juat hh difference• wl\h the Co~rptroller'• 
Office Md the Securi tie a and Exchange Co11111hoion. l!or e llerticul.Arl ;r 
t te Secur1 t1eo and Exch,_.nge Co""'iaaion u 1 t we.o J1'=7' a thought t hat 
dlfferencea with the Co111ptroller1 a Office were well on their way to 
btlng Ironed out. Be aeid t hat he waa adTlal ng Giannini t o atipul.ate 
rt;rtement t o certdn chart;ea bl' the Securltlea and Exchange Co•1 .. 1on 
Md ~bat he wu on hh way t o ••• ae<lbera ot t he Securities &nd El<c:han«e 
Co::mluion to aee if t here was not aome .,• an• b7 which t he present 
dl ! !erea eea could be adjuoted . 

I r epea ted to Jlmy pr &ct1ce.ll;r what 1 had aold to hi• onr \be 
lelephon~. namel7, tha t a good d eal of feeling e~i ated in certain 
quert era In ITashlngtonj thp t he wee Interfering with a metter thnt wee 
none of his bueineaa, &nd 1 &d•iaed him to wa tch ble atep and be cautioue 
about being too ._.ctiTa in t he matter . Jl~ ae id that be r ecognized 
~hat tact but t hat alnce hie only intereat wee in aeeing t hat Juatice 
• •• done t o eTer;r cl\ban, be telt t ha t 1t wna hie obligation to do 
•~tever be could to get the matter adJuated . I t old hin t hat t be 
Co=ptroller'a Office wae getting along nieel:r with~. Gie.nnlnl; tbot 
he bad "U"ed to do certai n things which were demanded b;r the Co8p\roller, 
tnd that untll he had f P.lled to do tbeae \bin«•, which he bad .,greed to 
do , t be Coartroller'• Ot!ice hAd no quarrel wl tb him. Jim=y we e •ery 
pl easant .,bout the whole ..,tier end aald be appreciated our attitude. 

Before be left he oald there waa one other matter be hnd been 
uked to mention, and that wae the t~ altua tlon ot one Joaepb Schenck. 
0 8 laid t hat ~r. Schenck bad told bl• that he bad a \~ dlf!ieult 7 wltb 
t he Bureau of 1nhr=-l. Rnenue, an4 that be bad r ece1Yed a hint to t he 
effoct t hAt be al«bt be ehe.rged with tr8u4. Jl•e:y made the auec1tic 
request t hat lf we were suing to charge Schenck w1 tb !r&wl that •• at 
hut ~;lTe hla t he opportunit;r to coae ln an4 preaent hie alde of the 
cue. before a fraud charte h llllbllllhed agalnat him. I waa not tu111er 
wi t h t be Schanck eaea and t herefor e elllled Commlaaioner HalTering to 
find out whAt the att~tua of t bh cal8 h. 1 wae ad•iled b;r the Coui11lonar 
t hat we did baTe a r ather lmportent c81e agalnet Schenck, end that t here 
W&t a posaibl li t;r thnt fraud mlgbt be lnYolYad altbo~ no declalon baa 
been reached on tbla point . I told Ji.ar that if lt waa In keeping wl tb 
the policy of tjle Bura&u e.nd the Secretary of t he Treaaur;r •• that we would 
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p n Scllnak weFT oppor'-1t7 to apWa lah .... 'lle!ore cllai'CliiiC 
Ilia wlih traDA. !llie •- to M to \e perteot17 ta.lr , aliho'OIIIl 1 
4o DO\ lmow lf U h 1a aooor4aaoe wUII. tile po11q of \lie :hre•· 

'T .v-J -~. 
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FOR THE SECRETARY: 

Voodetooki Illinoie 
Ap•11 <, 939 9']---

This town of less than 6,000 persons Just outside 

the Chicago commuting fringe is dependent upon its two 

rectories and upon the surrounding dairy farmers. Like the 

factories in Madison, Wisconsin, the Woodstock plants are 

enjoying good business, but the dairy farmers are complaining 

about the price of milk. The situation is well summed up by 

the local Montgomery , Ward etore which, with other linea of 

business holding up well, ie beginning to have trouble with 

rural sales. One ot the factories complained much about the 

NLRB. The local bank is a.ggresei vely interested 1n the 

far mers 'round about and has $7~0,000 of loans compared with 

$60,000 of Governments. rear of war is much less talked of 

here than in Minneapolis or Madison and i s said to be ot no 

business importance. 

Alemite Die Casting Company -- ~~. Drummond, general 

manager, eaid the company's business 1e almost double that or 

a year ago, having recovered nicely from a January lull. It is 

not yet up to 1937 levels, and no boom is in progress, but 

Mr. Drummond said the outlook is good and he 1e nry optim1et1o. 

When I asked about t he possibi lity ot plant expansion, he 

seemed never to have ooneidered it seriously, eayi~ that the 

local labor market vas already exhaueted and that the 
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co~pany 'did not want to get too big beoause, it it did, it 

vould be attacked 1 • He was ret erring to labor attacks primarily. 

Mr. Drummond oritioi~ed the NLRB saying that 

e=ployer s reel 1 t hey are licked before the oaee starts • . 

He said outside agitators had been working among the employees 

who are primarily from local farm f amilies, and the oompa.ny 

evidently rears some labor trouble. Mr. Drummond asked about 

the possi bility or amending the labor relatione aot and said 

be believed some responsibility should be placed on persons 

who endanger lite and property. 

Otherwise Mr. Drummond said he approved or the 

Mm1nistra tion and what it had done . The WPA, he telt, had 

pr evented a revolution in this country. He is very aura, 

vitbout seeming to be alarmed, that Government spending will 

end with a breakdown and a capital tax to pay the debt. 

He said he works closely with t he local employment and relief 

offices. He also praised the tax exempt security, social 

security and FHA programs. Because the ractoriee have grown 

faster than the town, housing is badly needed and the company 

invited t he FHA people to address an employees' mass meeting; 

l o or 20 employees undertook houses, but, according to 

Mr. Drummond, the local landowners choked ott development by 

raising r eal estate prices. The wage-hour law caused the 

company no trouble. High taxes he seemed to accept as 

necessary. 

War threats are or no business signitioanoe, 

Mr. Drummond said, although people are worried about war 

P0&81b11itiea . 
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Woodstock Trpewriter Company -- This old, small 

t~writsr company is owned by the Beare estate and is run by 

one of the Sears sons aa a minor pastime. His assistant, 

who waa in charge, said the c ompany bad recently increased 

1u working week from 3t to 5 da)'s and that the compan)' 

couldn 't complain about business, although it saw no concrete 

1nd1ost1on of improvement in t he future. The recent pick up 

was attributable to school buy ing which recovered aft er some 

years or i nactivity, but the manager complained that "there 

1s no money in it" because of t he special price given schools. 

The companr dose a small export business, shipping 

about 200 machi nes abroad each month. To supply some of this 

business, the company haa to buy German-character type from 

Oe~any . They had noticed the Treasury's countervailing 

duties on German i mports, but said the duties woul d not 

affect their buying because t h ey need the type and can not 

afford to make euch a emall amount of it. Bl ocked balances 

and similar exohange restrictions did not worry t he manager, 

who had been a foreign representat ive of Royal Typewriter 

Coopany moat of his life . He eaid that he had observed that 

the pendulum usually swung back in moat major countries and 

that over a period of 10 years an i mporter could get his 

money out at full value. 

He was very emphatically of the opinion that ve 

ahould let Hitler swallow what he wanted to and that Europe 

1a none of our busin~ss. (Two men coming down on the train 

~8 
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expressed the same opinion with many skeptical remarks about 

Britai n and France. l War scares are or minor business !mpor­

~ance, he thought. 

The Woodstock manager sai d he approved much that 

the President has done, especially soci al seourity, but that 

he had bad advisers, particularly lUes Perkins. Federsl 

taxes, he said, are no great trouble and he seemed resigned 

to hi gh taxes, but he was very criti cal or t be local tax laws. 

First National Bank or Woodstock -- The preeident 

of t his bank demonetratee that an aggressive banker can actually 

cake money on the Government program i nstead ot being hurt by 

its competition. Out or resources totalling $1,400,000, t his 

bank has loans amounting to $750, 000 ot which about $400,000 

is to local tarmers and t arm dealers. He makee CCC corn loans, 

chattel mortgage and real estate mortgage loans, a small 

aoount ot automobile rinanoing loans, and commercial loans to 

local merchants. He bas only $60,000 ot Government bonds 

and $230, 000 ot other bonds ot wbioh only three are sub­

standard. Against bond depreciation ot $1,300 he has are­

serve ot $10,500 . His oaeh on band, at the reserve bank 

and with correspondents is between $400,000 and $450,000. 

He pays no attention to tbe Government bond market. 

He likes the CCC corn loan prograa and makes money 

on it. He has no complaint against tbe production ored1t 

association, aeeert1ng that any active banker oan take h1e 

*nar·e · ot t he bue1neee away trom the PeA:·· He eaye he hae hie 
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piok or t he local farm loans in spite of the PCA. 'l'he 

association advertiaee a 41~ interest charge, and the bank rate 

18 7~. but this is on a deterred payment plan which the banker 

bas been able to convince the farmers makes the actual interest 

charge 3.4%. He t h inks the PCA would be bad it, tor competitive 

reasons only and Just to maintain itself, it out interest rates. 

The PCA should fade out when a local institution ia taking oare 

ot the farmers' needs; banks might be given the right to die­

count loans with the Federal Intermediate Credit Banke. 

Local farmers, according to the bank president, are 

complaining about milk and butter prices. He eays the only 

solut ion ia AAA quota control and parity payments on milk; 

be has made one trip to Washington to urge t his solution and 

has attended local maaa meetings in f avor of it. (A similar 

solution va s urged by a resolution adopted at a dairy farmers' 

meet ing in Madison, Wisconsin, yesterday.) A part or t his 

tara sentiment i s anti-union and is especially directed against 

the Chicago milk drivers who are getting $48 a week. 

In sp ite ot the unsatisfactory milk and butter prices 

t he farmers still are meeting their payments at the bank, which 

run about i5,000 a month, pretty well, and only a few aeked for 

o.ore t 1a.e on the Jl.aroh 15 payment date. Also in a pi te of the 

termers' troubles the retail buaineee of the town hal held up 

vell because ot the two taotoriea' operation•. 'l'he hardware 

and clothing stores are doing better than a year ago, and the 

tendency of chain stores to push in ie taken aa an indication 
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tbat theY oon81der t he town a good bet . 'l'be recent t r end in 

~he r:ontgomery, Ward rura1 sales 18 t he only sour note. 

Tbe bank president complained about the tardineee 

ot Rura l Rehabilitation oheoks which be said do not arrive 

untll 6 weeks a:tter approval . In many instances, be says, 

the farmers t~rs sitting on the :tarms with no money to buy 

eeed and equipment although their loan wa e appr oved in 

February. Plowing time is now upon t hem. 

Local, not Federa1, taxes worry t his banker. Be 

wants all tax exemptions abolished. He is against Feder a1 

loans to small business as unnecessary. 

ESD 

!01 

• 
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Sccret~ry of Stott, 

'Jo.~h1neton . 

230, April 41 3 p.~. 

GRAY 

Berlin 

Dated April 41 1939 

Rcc 1d 12 :55 p . m. 

No. 12 FOR TREASURY FRO!! HEATH. 

iC2 

\li th o figur ~ of 101 4881 000 1 000 nt.'lrks totnl German 

currency c1rcul11 t1on at the end or i:orch rc::~ched n record 

ooint nr.or ly 1001 000 1 000 m..~rks hi3htr than on Deconbtr 31 

:·1hich i s normally the hi gh ooint or yc:~r . In por-t this 

incre11oe in due tn t!'E f nct of t11: Lnd of the quo.rter 

falli ng on Fri~oy n day of g r cnt dEmand for currency for 

U'\GC D~~Lnta :~nd in port bo increased dtmond for marks 

i n Bohemia 'lnd Mor a via ~ihtrc the m.~rk now circulates in 

f ixed relr tion to t he Czech croTm. It ·.1ould scon, howcvqo 1 

that the increase is onl y partly attributable to t h es e 

c-.uscs . The rnonthmd fi gur E l. s ovr.r four hnndrtd million 

m·1rks hir;heP th.'\n ot the end of :o'cbrunry 1md neCirly thrEE 
billion 

/ m".rks hic;hc:r t hnn on 'l::rch 31 1 1938. 

Total inv c::t!'l£nt3 bill~ r.nd cl er):s s court ty loons 

'\nd secur1t1 : s stood nt £1 2071 0001 000 mnrks or 1 , 209, 000, 000 

m~rks high er than on 2 cbruary 28 and some 63, 000, 000 marks 

higher even than on Dcconbcr 31 . 

ThE 

• 
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April 4, 3 p 4m., f r om BErlin. 

ThE Rt ichsbank st!lt EmEnt conta ins fur t her cv i dEnc E 

or t h e financial stringEncy of thE REi chsbonk s incE i t 

indica tEs that thE opErat i ng crEdi t of thE Rtich 

Treasury vri th thE REichsbo.nk i s bEing f'ully a v a ilEd.of. 

103 

Thtr t v1o.s no imlic -:~ tion or open markEt optro.tions by 

tht Rtichsbank during the l c.st thrEE wEEks s i ne£ holdi ngs 

of t l igi b lt sEcuri tiES conti nuE to stnnd a t 677 1 000 1 000 

m~rks o During t.hE l~s t thrEE months ho\'/E't £r thESE 

hol GJ.:'Igs ~v£ i '1crEn3td by 120,000,~00 mo.r ks . 

GEIST 

CSB 
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Secretary of Stat e, 

Washington , 

442 , April 4, 7 p,m, 

PI,.\IN 

London 

DatEd 4prtl 4~ 1939 
I 

' Rto!d 3f20 Pflll' 

FOR TREAS'GRY FROO BUT'I'ERWORTHf 

1 , ApprEhEnsion i n the ci ty has bEen rEViv Ed by 

t he shooting of the King of Iraq, thE murder of thE 

Brit.ish Consul at Hosul and thE report;~ tha t Italy is 

preparing to extend i t s control over Albanial London 

security markets wer t consequently weak, LikewisE thE 

foreign exchangE market i n thE late afternoon b coamc 

activE and thE dollar was fa irly heavi ly bid, Of the , 
274 bars sold at gold f i xi ngt 146 •ErE marr i ed and 

something less than 20 suppli ed by thE Brit~ah fund , 

TherE wErE some dealings after f i xi ng 

::.04 

2 . Incidentally thE March unemployment f i gures 

published today arE as of thE 13th two days befor E thE 

Germans marched into Cz echoslovakia so t ha t thE r eduction 

1n unemployment sinCE February of ~701000 whi ch was well 
' spread geographically and ov er all in~ustri cs exc ept 

shipbui~ding reflects a continuati on VP to thE day of thE 

count i n thE gen eral rEcovery indicot~d 1n thE February 

figures . 

KLP 

• 
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SecrEtary of StatE, 

1"/a;:hington. 

446, April 5 , 6 p . m. 

GRAY 

London 

DatEd Apr i l 5 1 1939 

REc 1d 1 :56 p . m. 

!."OR TREASliRY FROM BUTTERWORTH. 

ThE Exc:umgc markEt was very quiEt today with much 

thE samE at:noophErE as yceterdP~, thE incident of the 

Fi rst Lord o{' the Admiralty ' s sPEECh bc1ug not taken 

vEI'Y su•iously i n t h e city. ThE dolls' was slightly 

bi d but Lhe Rr1t1sh fund sold a nEClig1blt amount. 

On the 117 gold bars dealt in 95 wert married and thE 

m'rkct was vroratcn on a 14% basia . Stock market 

or1cts wErt ~ostly down but ~htrt wae little selling, 

KENHDY 

RR :CSB 

.::.os 
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PAIUPHRJ.SI OF TELIGRJJi RJ:OIIVED 

FROM: A.merioan :&:mbaaey, Paris , France 

DATE: April 5 , 1939, 5 p . m. 

NO. : 641 

I had a talk 'll'i th Governor Rooth of the Sveriges Rike­

bank , 'tl'hO said t hat the Government of Finland had just 

been gr anted a thirty million Swedish oro'ti'D loan jointly 

by the Stockholm Senek1lda Bank , the Bank of Finland and 

the Sveriges Rike~. The bonds are to be delivered 

to t he three banks in equal amounte, at 99 , and the 

loan is to r ..m for three years. The foreign exchange hold­

ings of the Bank of Finland '11'111 be drawn on far ita 

share. The loan proceeds 'll'hich are denominated in 

Swedish crowns '11'111 actually be t r ans f erred half in 

dollars and half in sterling. Such act ion will prevent 

any great easing on the S'tl'edish money market • hicb a 

conversion into fo reign exchange of ~.ooo ,ooo of 

Swedieb exchange on that market might bring about . 

The meaning of this operation is that the Swedish 

Riksbanll: reduces ita dollar and sterl ing holdings by 

10 million or O'II'ns, and takes a t hree year risk 'll'i tb the 

Finnish Government in S'tl'edi eh crowns in ita place. 

This loan '11'&8 decided on by Finland so that it could buy 

l=mediately a large part of the material pr incipally for 

ar mamentl 'll'hioh bad been planned for over a tbre~year 

pr ogram, and tax measures have already been instit uted 

to 
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to cover theae expenditurea. 

Yeaterday evening Iano or the Yokohama Specia Bank 

came through Paria. He waa on hie -Y to London !rOll 

Basel. He called on me and we were able to have a longer 

talk than was poaaible when we were in Baael. The paat 

few years Xano haa regularly talked with me regarding the 

opportunitiea !or bueinee~men and particularly ban.kere 

to keep their governments in!oraed through their central 

banks ae to the actual state of national sentiment in 

the countries where they are stationed or wi th which they 

are cloaely related. The military aggresaion in Ohina 

on the part of Japan has been coneistently opposed by 

Kano ae well aa Yanaglta of the Central Bank of Japan. 

I am t old that the t wo of!iciala have repeatedly urged 

t heir !rienda in Japan , particularly former and present 

governors or the central Bank , to do what they could 

to persuade that country to be more conciliatory, 

eiPecially in dealinga with Americana and Britlah. 

The friendly reception which Kano received in Karch 

in the United State• pleaaed him very much. I think 

he waa 1nfiuenoed partly beoauae of thh to talk wi th 

t he Japanese Ambaeaador in Washington in line with the 

above. Iano aa1d that the Japaneae people had been much 

touched by the action of the American Government in 

uaing one or ita war veaaela to take baok to Japan the 

remaina 
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r elll&ine of the foraer Japanese .lmba81ador to the United 

statee. !hie warshi p 1B expected to arrh'e in Japan on 

the seTentesnth of April. Iano said he had recommended 

to hie .lmbassado r in Wa shington that this date would 

be a gooi time tar Japan to make aome reciprocal gesture 

toward the United States and also toward the British, 

t hat it wae much easier for Japan to deal with some 

quest i ons in this way than to baTe compulsion brought t o 

bear to malce them admit them. He bad recommended t o 

hie Ambaseador, he said , that with the opening of the 

Tsingtao port suoh concrete meaeuree be taken as the 

opening of the Yangtze River and the factory district 

of Shanghai , and permitt ing foreign interests to take 

baok their misaions and achoole, Kano expresaed opt imism 

t hat at least some of theae step1 will be undertaken 

dur i ng the next month or eo, and that hereafter and 

effort will be made by Japan to puraue a more agreeable 

policy toward our country. 

BULLI'f!. 

• 
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pjRAPH!WJII: Or 810!101 riVI. Telegram Jo. SU of 
.tpril 5 , 19:59 , f r o• Paria. 

There are reporh ill the preaa that leghl.ation baa 

been 1ntro4uoed to red1.10e by 20 percent the value of the 

Iceland kroner. Theee reporta agree with infor mation 

I got in Baael. When I wee there I waa alao informed that 

a viai t wae made recently to I c eland by one man claiming 

to represent intereeta in Kanchukuo and another intereata 

1n Hondurae , behind the f r ont of an Englishman naaed 

Wright . .tn option to extend to the Go1'ernment a loan of 

f ;.,...ro o, o t> o 
•zto,eee 1aaa waa sought. Thia offer bas not come to 

anything eo far. Ky informant believes that it will not 

be aucceaetul, ai noe the promotera were euapected of 

being German a gent e who wer e looking for aubmarine· and 

ai r baaee • 

.t report oomea fr om Amsterdam that a Dutch combine 

by the name of Saiopa baa been foraed , the head office 

being in Ro-e with a branch in .tddia .tbaba. The purpose 

of the combine ia to culti&ata in Ethiopia the production 

of coffee, palm oil, taa and oinobona. I t i a said that 

the Dutch aupplied moat of the capital of 2 ,000,000 !lor ina 

with the Italiana partioipati n.g to a amall extent. 

Very quiet Paria exchange marltet. .t fair amount of 

sterling baa been gained by the Banlt of rranoe. s ome 

presaure still on the bel ga. ' 

DD or KISS.tGI. 
BOLLI!!. 

U : Lft 
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S'I'U'IHD'I' 0" '1'HI SICI!ft.i!!T 0? '1'HI 'lli!AStmY 

R?OII.I '1'HI COMMI!'fD OK U YS JlU) MUlfS 

J.prll 5, 1939 
tTPed 9:30 a .a . 

I am phased to reapond to 7our iftYi tat1on and dheu.oo with 7ou 

certain changee In our tax lave vblcb, In my opinion, vould otimulate 

econo~lc reeoveJ'7 and bring about a aore equitable diotrlbution of 

tax burdeno. 

In your capacit ies ao membero or thlo Committee and of Congreoe, 

you !:.ave during the pas t f ev 7earo been largelr lnotll'llllental In tha 

aeklng of numeroue changeo in t he structure of t he Pederal tax 07otea. 

T~eoe ehangeo vera made primarily to meet re•enue needo grovlng out of 

t he depreulon. In t he !heal 7ear 1930, the rnenue colleetlono 

&aounted to sl1ghtl7 l e oo than $4,200,000,000. J.o t he depression 

deeoened, t he revenue fell off oharpl7 oo that by t he !local 7ear 1932 

the 7leld vao onl7 $2,000,000,000, or lees than half tho 1930 collec-

tiona . !xpendltures meanwhi l e ver e rioing as the goyerrunent acted to 

~•et the problema created b7 the depreoolon. Confronted with thlo 

situation, Congreoe In 1932 radlcall7 rnloed the tax e;yatem, and 1ll 

coot of the 7l&rt olnca then baa fUrther otrengtbened tho power of the 

eyetem to produce re•enue. J.s economic conditione lmpro•ed and t he 

tax •haDe•• beeaae effectiYe, raYenuea lncreaood fro• the law ~lnt 

or $2, 000,000,000 ln 1932 to $6, 240,000,000 In 1938 under conditione 

or Incomplete recoYeJ'7. If the national lneo .. ohould rloe to 

$80,000,000,000, t he 17otom would probabl7 produce $8,000,000,000 

ln re.Yeaue . 

110 
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'!'he lncreaae ln the r ... enue-produelnc power of the tax 171t 811 

vao aecomplilhed prl110ipall7t 

B7 l owerlnc exeapt1o111 &114 i~~ereaolnc tbe raho a11d 

degree of pr ocreooion of the lndlvlduel i ncome taz, &114 

dl ealloving de4uct i ono that reduced the yield; 

l!y inereaolnc the corporetion taxu through raiainc 

the rateo of the incose tax, dilalloving t ype1 of deductiono 

that reduced the 7ieldo and pr ovidi ng an inducement for t he 

di1tributlon of profito, and b7 impoli iiC a capital 1tock 

ond an exce1e proflta tax; 

l!y impoaing an undiat ributed prof it• t&X to eoapenaate 

the government for t he loa1 of revenue that reeulta when 

corporation• withhold earnings f rom their 1tockholdora; 

l!y lowering exemptiona and i~~ereaaing t be rat1o and 

degree of pr ogreosion of tho eatate taxe1 and enacting a 

gift tax to aeke tho eotate tax aoro effective ! 

!7 enacting l i quor taxea following repeal of prohibition; 

l!y enacting varioua 1xciaa taxoo and inc reaoi ng t ho 

rateo of other1; and 

!7 loV)'lng pATroll taxea t o aid ln fin&ncinc tho 

eocial tecurity program.• 

' Speclfieall,;v, durinc thia period the poroonal exemption• under the 

lodlvldual income tax have been lowered fro• $3,500 to $2,500 for • 

ll&rrlod couple or head of tam117 and froa $1,500 to $1 ,000 for a 

ologlo oaraon. '!'he u.xUNa tax ratee, norsal and aurtu combined, 

have boon inerea .. d froa 26 percent to 79 percent. lfot onl)' were 

111 
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the top rates inereued, but the i ncrease vao «fnard thr oll&hout 

the ran;:• of ineomee. ...., r example, on the bracket of income 

tc::odletoly over $100,000, t he rate hao been increaoed froa 25 percent 

10 62 percent. llll.rin,; the e""'e p eriod income fro• d ividendo baa for 

the nrat time been subjected t o t he normal ra tee of the individual 

Sncc~~ tttJ'. 

Th• cor<>oration income tax bee been inereaeed from a flat rete 

.~ 12 !>Oreent tO graduated ratee Of fro" 12~ to 16 percent for awl 

eorooratione and fro11 16! to 19 percent for large corporations . 

, ~2 --

·:horoas provloualy the entire amount of d ividendo r eceived by corporations 

had boon exoopt from the corporation income tax, dur ing thi s period ve 

~A•t ~de 1e ~ercont of the amount of ouch dividendo taxable at the aame 

rate • ao corporate income . The p rivilege of !!lin& consol i dated returna 

ha• been aboli shed for !Ill corcorationo excent reilroada , each corporation 

bel,.; tr•ated ao a eeparltte ent it:y fo r tB.l: purpoeea. Peroonal holding 

eoono.n t• • ben bean eubjected to add1 t1onal apeei..Al taxes , and t he ad•in­

!ttratlon of t he opecial tazeo on other t ypeo of corporat ions i~~properl:r 

oe<w:r.1latin;: aurplua bet been greatly atrencthened. '!'urther, a capital 

aloe~ tes or $1 per $1,000 of declared value baa boon ena cted and i~~ple­

: ented by an ucuo p r ofits tax designed to prnent un~ervaluation of t he 

eornorete capitl\l s t ock. 

!he role of dea t h taxeo in ~~e • eceral re•enue sy1te: hao been 

greatly increased. ~hie v as aecompliohed by l owering the esempt i on for 

th• • •ta te tax from $100,000 t o $40,000, by lncrea1ing t he rat ea , and 

by enac ting a g ift taJ. The maxiaum rateo of t~o e ot ate t&J vere 

t nere•s•d fr,_, 20 nercent t o 70 percent. '!'he tncreuet vere general 

\hr~~\out the aeale , the b r acke t r~te on t he amount of not estate 

!:o::odlatoll' aboYe $1,000 ,000 , for ell&l:lple, betn& increased froo 8 percent 

to ~2 percent. 

The reoeal of prohibition hae added anprox~ntely half a billion 

!)~lsrl e year to Federal re•enues. New ~ufacturera' e2clee and other 

~hcelleneous t~xee have 'been enacted Md the rat.!l of eertaitt j)thers 

\ocr.aud, wleh, together , have added app1•oximately another hnl.f billion 

tollars ano~lll'. 

?!n~lly, durlng ~~l• period ve have enacted payr oll taxea vblch In 

t~o !heal year 19;t8 l'i&lded s pproxiutely throe-quartera of a billion 

~·Uere , in order t o help finMce our cocpr ehenohe oocial oecurltl' 

orogrsm. 
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All adequate reTenue :rhld h not, hovner, the onl,:r hat of a 

cood tax oyetu. Such a •:r•te• t)>CN.ld han the leaet pouible 

dettrrl:>g etrecte on the o~rat1on of the econoa;r; 1 t ah01ll4 

dlatrlbute the tax burden fa1rl:r in accordance with the principle 

or eb1U ty to pay; 1t ahould be aa 1ne:rpendn ae poeeible to 

~~~l•ter, both for the goTernaent and for the ta:rpayer; It ahould, 

lot ofar e• pooaibl e, 1mpoae ita burdena directly on the peraona 

finally expec ted to pay in order to giTe thea a proper eonociauaneaa 

or t he burden of government; and 1t ehauld be ou1 table for our l'ederal 

~yate:a of gonrnment. Jro ta.z 171tett can be perfect i1> all theae 

rtspec to, or indeed, in an:r of thea, but ve can atriva to mete it 

opprosell &e eloeely a a pout ble. 

It vaa t o be expected that the rapid increaaa in the reveaue-

produelog pover of the tax 17ate• voald be at the expenu of ooce 

or all of theee other cone1derat1ona. Jfforto were made, of couraa, 

to adjust t he 17otea aa defec t• vere dieclooed from :rear to year. 

' 13 --

!ht t!"e bat nov coma to euaina our tax a:ratem 1n a more coaprehe~>eiore 

fethlon t o tee vbat adJuat manta can be aade, which, while preaerTing 

the r evenue-yielding power, will remove 1nequit1ea and deterrent• to 

but ln .. a roconr,.. 

'!"no eet o f cireuaatancu v1 th vhich we are nov confronted 1nd1ceta 

t hat our need today ia not for new and hea•ier t axea , but r a ther for 

van and maane of llllltillg exhting tuea more prodnetin . J.o the 

Pre otdent etated in hie annual •••sac• of Januar7 3 , 19::!9, the 
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Internal rovenue oyot ea nov in exiotence i o believed to be capable of 

ouoolyi~ t he rnenue requiroaento of the l'e4oral OovtMlll&nt i f • 

resoonable incr•aee in economic activity and notionol income takeo 

place. 

1e In the Trea~ are conotantly inveotisatinc tho problem of 

locreaol~ revenues without increaoiug t ho over-all burdenoononeoo 

of texatlon. OUr tax otudieo indicate thot in oome inotanceo preoent 

t axes Interfere wit h t he omooth and efficient operation of buaineoe 

and el ocour~o enterprioe. Without oucceooful buolnooe operation, 

vlthout buoiceoo optimitm and initiative, recovery and a penoanently 

high level or federal revenue• cannot be attained. Government need• 

addltl~nal reunue. Thil need can be mo t with the loaet harmful 

o!focts thr oU&h increaeed buoineoe activi ty and a larcor nattonol 

Income. It io a ~orthvhil e taok, then, t o pro~oto bet ter buo1neea 

by re~ovin& featureo o~ currently impoaed t axea which interfere with 

t his obJ•et lvo, eepeclally if in thio manner the equity of the tax 

•r•t•~ can be enhanced. 

(Continue with bu•ineao tax proposalo and other 
propooalo.) 

I I ~ 44 
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!!1U draft '11&1 OODi io t.he llecH\az7 
In Gee re:la , 1D ibe Mil po'GCil - Aprll 5\b 

• 
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STA~ Of f1ll SliCII!TART OJ' '1'1IJ TRUSUilT 
lltJ'OR'! '1'!l:!l COIOII'l"''D OW VATS Aim 1!1US 

AprU 5, 1939 
3:30 'P· • • 

1 ..., t>leued to rupond t o ;rour 1nv1tatlon and diseu .. 

vlth 1ou the queotlon or vhat changes, I f ao;r, In our taz 

lave ar~ ahovn b;r etudy and exoerlence to be neaded at thle 

t l=e. To &t>t>roaeh thle question lntelligentl;r we need to 

hDve In mind the bae~round of our present o;rotea. 

In your capaeltleo ea membe rs of thl o Cocmlttee end of 

Co~rea• , you have during the pao t few ;rearo been targel;r 

lnotrumental In the mAking or numerous ehangeo In the structure 

or the Yederol tax e;retem. These changee were made prlmarll;r 

to mePt revenue needs &roving out of the deore1•1on. 

In t he floc&l ;rear 1930, the revenue colleetlono amounted 

to ollghtly l eu than $4,200,000,000. Ao the deoreeelon 

deeoened , t !le rnenue fell off sharply so that by the flsc.al 

year 19~2. t he ;rleld wee onl;r $2,000,000,000, or l eoa then 

hal r t he 1930 colteetlono. lxpendlturea meanwhile were r lolng 

•• the government ac ted to meet the pr oblem• created by the 

depre .. lon. 

Confronted wi th thlo eltu&tlon, Congr~• • In 19~2 

radlcall;r revleecl the tax 1 ;retem, encl In moet of t he ;rear• 

ol~ce t hen haa fUrther etroogthened the oover of t he o;ratem 

to pr oduce revenue . At economic conditione Improved end the 

• 
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tax ch&Dee• 'boeaao efftcUn, NYowoo increaood froa the 

l ow poi~t of S2, 000,000,000 ill 1932 to $6,240,000,000 ill 

1938 under conditione of inco~lote recoTer,r. 

The increaoo in the reTellUO-~roducin& ~over Of the t&Z 

17ttem "aa accoaplhhed ~rincipal\71 

117 lowerinc e:o:uptiono 0114 inereao1nc tho 

ratee and de,ree of pro«roooion of the indiTidual 

income tax, and dioallovinc deduction• that 

reduced the 7ield; 

117 incroaoiJl! tho corporation ta:o:eo thrauch 

raioiQ! tho ratee of the income tax, dioallovinc 

type• or doductione that reduced the 7ielde and 

nrovidin« an inducement for tho diotri'bution of 

profit•, and b7 i~ooinc a capital otoclr: and an 

exeeoo profito tax; 

117 impooin« an undiotri'butod profito tax to 

eompenoato the !OTern.ent for the looo of ro•~nuo 

that roeulto vhon corporation• withhold oarnin«o 

from their otoclr:holdero; 

117 lovorin« e:o:uptiono and increao10« tho rateo 

and de,roe of prn«ronion of tho oetate taxoo an~ 

onactinc a cift tax to aelr:o tho eotate tax aoro 

effeetho; 

liT onact1nc liquor taxu follovill! repeal of 

prohibition: 

117 
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B7 enactiag variouo exeioa taxee and increao­

iD& the ratee of otharo; and 

!7 lnyiag P&TTOll taxeo to ald in finaneinc 

t he ooclal eeeuri t7 progr111. • 

• S~ec ifically, during tbio period the per aon&a axecptiona 
unter t he i ndividual incoae tax have been lowered froa 
~3 ,5~ t o $2,600 f or a married couple or head of family and 
from $1, 500 to $1,000 f or a eiagl e poreon. The maxlmua tax 
ratea, normal and eurtax combined, ha•e been incresaed tro• 
25 ~ercent to 79 percent. !lot only vera the t op ratea increuod, 
but t he l ncreaee vae general throuchout the r ange of incoaea. Por 
e:ucple, on the br acket of lncoce i ... ediately onr $100,000, the 
rate hao been i ncreaoed from 25 per cent t o 62 percent. Durinc 
the same period i ncoae from dividendo bao for the flrat tiae 
been oubjected to the no1'11la1 rates of the individual income tax. 

The corporation incoae tax bee been increaoed froa a flat 
rate of 12 percent to graduated rat .. of fro• 12t to 16 percent 
tor small corporation• and fron 1st to 19 pucent f or large 
corporationo . Whereao previously tho enti re amount of d ividendo 
r eceived by corporation• had been exempt from the corporat ion 
Income t ax, during thie period va have made 15 percent of t he 

• amount of euch dividendi taxable at the oame rateo ao corporate 
!ocoee. ~he privilace of filing conoolid-ted return• bee been 
abollohed f or all corporation• except railroad• , each corporati on 
being treated ao a oeparate enti t y f or t ax purpoooo. Poroonal 
hold ing companieo hav~ been subjected to additional opoclal 
t axoo, and the adl!inietration of tho opecial taxeo on other 
tyPoo or cornoratione improperly accumulating ourplue hao boon 
greatly otrongthened. 1Urthor, a capital etock t ax of $1 per 
!1,000 or declared value hao been enacted and imploaented by 
liD u ce11 profi to tax d .. igned to prevent undervaluation of tho 
corporate capi tal otock. 

The role of death tax•• 1n the Pederal reveaue eyotea 
hao bean greatly 1nereaeed. ~1• vae accompliehed by levering 
t he execptlon for the eotate tax fro• $100,000 to $40,000, by 
l neraaoiDI t he ratea, and. by enactlnc a cift tax . ~e MXI.IIWI 
rates of the .. tate tax vore lnc reeaed froa 20 percent to 
?0 percent . ~e 1ncrea111 vera goneral t~out t he eeale, 

- ~ a --
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Thtte reo1o1ont ha•e prodnced a tax ayatea capable ot 

1ielding adequate rtYtnut under conditione ot full reco•er,r. 

Receiptt tor the !heal 7ear endiq thia June vill uount 

to approziaatel7 $5,&00,000,000, a decline of about $600,000,000 

from tht latt fiec&l 7ear due to the butinete recet tion. The 

receipto for this 7ear vill tbua toll abort of ezptnditurea b7 

aearl7 $4,000,000,000 but, at t he Pretident stated in bit 

budget me to ace: 

•sound progreaa tovard a budget that it 

foroal17 balanced it not to be aade b7 beaYilJ 

alathiDC expenditure• or draeticall7 1ncreat1DC 

t~••· On the contrar,r, it it to be eought b7 

the bracket rate on the .. ount of net eetata i .. ediatel7 
obove $1,000,000, tor ex.-plt, being increaoed from 8 percent 
to 32 percent. 

The repeal of prohibition hat added epproxi .. tt17 half 
a billion dolla.rt a 7ear to :Federal rennuea. !lev ...,urac­
turere• exc ite and other aiecelleneout taxeo ba•e been enacted 
and the rates of certain othere increaeed, which, together, 
heve added approxiaatel7 another halt billion dollar• annu&ll7. 

1in&l17, during thit period vt ba•e enacted paJroll taxet 
vhic~ iQ t he fitcal 7tar 1938 Jielded epproxi .. telJ three­
ouertert of a bUUon dollart, in order t o help finance our 
eo~rehenoi•e oocial aecurit7 progr ... 

# # 9 ..!. .!. 
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e~~~plo7int; eney •rteot1n device ve 11187 ha'fe at 

our comaard for proaottGc a ata&47 raco'ferr, vbich 

meeno ateadf procHaa tovard the coal of full 

utlli•ation of our reoourcea. We can contribute 

ver,r mAteriall7 tovard that end b7 a viae tax 

procraa. 1 

The re'fenue •TStee nov in exiatence io capable of ouppl7-

lng the re•anue requirement• of the federal Go'fernment if a 

rea•oneble increaae in economic acti'fity and national income 

ta~ee place . for instance. when our national i ncome reachea 

$80,000,000, 000, federal receipt• under the exietinc tax 

oyot"" vill probably uount to $8,000 ,000,000. The oame 

condit i one vhich vil l ha'fe produced thia increase in receipt• 

vlll aloo lll&ke poeeible a conaiderable reduction in federal 

expend! turea . 

An adequate re•enue yield ia not, hove'fer, t he only 

teat or a cood tax 171tem. SUch a ayat .. abould han the 

least poaoibla deterrinc effect• on the operation of the 

econo&T; it ahould diatribute the tax burden fairl7 in 

accordance vith the principle of abi l ity t o pa7; it ehould 

be ae inexpenll'fe ae poeaible to admlnleter, both for the 

government and for the taxpayer ; lt ehould , lntofar • • 

pouible, impoee ita burdena cHrectl)" on the persona finally 

expected to pay in order t o ci•e thea a proper conacioua!llat 

!20 
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o! the coat of co•ernaent: and it ahould be suitable for 

Oil!' !edoral •1•te•. lfo tu •1•te• can be perfect in all 

these roepacta, or, LDdeed, in~ of thea, bnt we can etri•e 

to ~~· it approach tho beat poeaiblo. 

It vat to be ozpectod that tho rapid incroaoa in tho 

re•enua-produeinc power of the tax oyataa would ba at the 

u:ponoa of aoao or all of these other conoiderationa . ltforta 

were mode, of couree, to adJust the 17ttea ao defacta were 

disclosed from JO&r to J O&r. 'rho time haa nov co1110 to 

oxa:!no our tu •1•tom in a aoro coaprehensin taohlon to 

••• vhat adJustments can be made, wh ich, while preeer.lnc 

the re•enue-ylel4inc power, will remove !nequitleo and 

det.errente to bueineae reeo"Ye%7. 

Yo In the Trea8UJ'7 are eonstant l7 ln•eoticatinc the 

prob~ez of redueinc the burdeneomenaet of taxation without 

aaer!fieinc reveaue. OUr tax otu41eo indicate that in oome 

lnotaneea preoent taxee interfere with the oaooth and efficient 

operation of buo!neoe and diecouraco antorpriee . Without 

oueceutul bueineeo operation, v1 thollt buoineu optimita and 

lnitlat!Te, recon!'J and a pe!'IIIIU1ent17 hich level o! a.at1o11al 

1nco3e and eaplo111ent cannot be attained. I belie•• that our 

prllllt\!'J 8110 in revloinc our tax t7ata01 at thit u .. ehould be 

to pro•ote t heta objacti•••· ~orao•ar, I belie•• that theta 

obJeeti•e• ara tull7 compatible with a turther enbancaaont of 

t he aqui t7 of the tu t7ttaa. 

.:21 
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A aumber of features of our taxeo are both Inequitable 

and d lecoura«lfll: t o the health,y deYelopment of buo1neu, 

lludneoo 1s noy te.xed on an annual baoh. The protito 

of one yeftr are treated without regard for t he loaeea of 

~other. The result is inequitable alnce buolnaaa concerno 

vl th fluctuating income• and loaaea muot Pl7 higher t&Xea than 

do coocerno with atable incomeo. Some bullnou lncoceo 

fluct uate more than other • becauoe the7 aro core ruacepti~e 

to c~ngeo In t he general bualneoo oituat ion, ot her• more !roa 

ceuoeo peculiar to t he particular induetrT. 

In the intere• t of !airneea, it would be desirable to 

b~ae the t8X on a firm's average tneome over aeveral yeare 

Instead of on ita Income in a tingle year. Adminiatrative 

~ lf!lcultlea han prevented the anra«ing of i ncome. '!'he 

e!f•ct or aTera«l ng can be largely achie•ed, hoveTer, b7 allov­

\n, net lostea of one 7ear to reduce lnco••• of tu~re y~ar•-

1'hlo vao the pract i ce bef ore the depruolon. 

Yallure t o provide for the eerrT•OYOr or lo•••• tendo 

to dlocourage pereons from developing new enterprloeo, since 

ouch enterprloes urually ouffer lone• In their early yearo. 

~~e ellowanco ot a looo carry-oYer would bo partieularl7 

beneficial to the depreo•ed cap ital goodo !nduotrteo. Concerno 

•ncaged i n t heoe i nduatrlea ouffer heayY loooeo in ooae y~r• 

An~ •nJo1 l arge pro!lto In othero. Since a large proportion 

:.22 
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of the unemplo,.ent io traceabl e t o t heoe in4uotr1eo, remoYal 

of toeQU1table eleMnte in the tax otru.cture >lb1ch tend to 

dopreao t halli 1o eopeclal 'l7 important. 

There a re other featureo of buo1neee taxation In need 

of revlelon. Among these ar e t he inter-dependent corporation 

eanltal otock and exceoo proflto taxeo. Theoo are reall7 

teJet on the .. ount of prof ite and the bueinoeoaan'o abilit7 

to predict thea rather t han on the actual nlue of capital 

otoe< and exceoo proflto. To a1n1ai&e coabined capi t al otoek 

and ~••••• profits taxeo, the taxparer mutt eetlaate hlo 

butlnett profito aeeuratel7. Since, hoveYer, profit• are 

highly unpredictable , moat buoineoemen are likel7 to make 

errore in declaring the value of their cap i tal ot ock --

errore which..,. reoult in dioproportionate tax burdeno. New 

••terorheo ao well aa other coneerno wi th widel7 fluctuating 

eernlngo are put1cularl7 vulnerable in thio gueosing contest. 

l or theee reaoone, 1 bel i eYe it would be deoirable to repeal 

the cepitel etock and exeeao proflto taxeo and replace the 

rovenuee thuo lost b7 other fonoo of corporat ion taxation. 

The cepital loeeee of corporation• are now deduct ible 

from other eourcee of corporate income onl7 to the ext ent 

of !~ , 000. Under tbie proYioion a corporat ion with a 

• 
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~eficit mA7 be r equired top~ a tax. Such a oltuatlon 

voul~ arlee vhen the capital loooea exceeded t he income 

from other eourceo. Whi l e t hio llm1tat1on do eo not impose 

~ .erlouo hardohip on moot corporations, it me:r ne•erthe­

leas be detrimental to flnenclal corporationa. These 

corporation• ln ;rears of seve r e depression ma;r .uffer 

oor!ous capital loeaee. The limitation on the deduct ion 

of ouch loseeo me;r radically interfere with t heir proper 

runctlon ln the ln•eet~ent market. I reco~end, therefore, 

that the llmltat l on upon t he caoitel losses o! corporat ions 

bo rem~ved end that the deduction be allowed ln tull 

egeinst o ther sources of income eo woo t~e practice before 

th depruelon. 

There it cenerel agreement t~.at t he tax burden should 

be dist ributed equitabl y in accordence with individual tax­

ooying ability. That principl e found effective eppllcotion 

in the •election of income ae e major basil f or taxation 

• ouarte r of a centur:r ago. D.,.pite almost uninroel 

ecceptence of t he ind i vidual income tax as the co t t 

generally eeti afector:r eouree of Federal revenue, lt et l ll 

nleys an inadequate r ole in the Federal t ax eyotec. In 

t he flacal :rear 1938 lt yielded only $1, 300,000,000. 

Altb~~ thle amount exc eeded 19~ collection• by slaoat 

: 24 
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$150 ~illlon, the proportion of total revenueo which it 

ropreoented declined fr)• 27 percent in 1930 to 20 percent 

ill 19:!8. 

The preoent federal individual income tax roacheo 

eompar~tivel;y few individuale . Jor tho calendar ;year 1936 

&careel;y more than t wo aillion 1ndivtdualo paid Pederal 

tneo~e texeo. In other worda, eubotantiall7 more than 90 

percent of the ,;ainfull7 employed had no 11ab1ltt:r under 

t he major pro,;reeeive element in t he federal tax otructure. 

This elrcWDotance, coupled with t he quantl tatin lcportanee 

of eonoumptton taxee, hae produced an ano.alouo oituation. 

Those ln the very lowoot incoee ,;roupo are heavll:r burdened 

b)' CODIWDptiOD taxee; t hooe in tha hichllt income croups 

psy relattnl;y hip inco•e taxes; while a lar,;e eiddle 

!nco~• group ie lichtl;y taxed in comparioon. 

'ro lleke the tu o:retec 1110re equitable and to pan the 

" &¥ tor t he future el1a1natlon of l e11 acceptabl e rneaue 

ooureeo, t he role of the individual income tax ohould be 

lncreaeed. 'rboee with middle-sited income• ohould be 

broncht within ito ocopo. Yith thie obJective in ai nd, 

I recommend that the peroonal exemption• for both oincle 

and married individualo be reduced and that t he rateo upon 

::. 25 
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the middle Income tax bracket be lncreeeed. I n thio 

oanner. and In thlo manner alone, cen t he principle of 

abllltr to par be eztended to a aubotantlal oe~ent ot 

our people . 

In additi on to t he need for broadening t he Individual 

!nco~• tax, I call your attention to the upper ratee of 

the Individual Income tax. !he preoent rate of ?9 percent 

oxceedo the maximum rate during the War per iod. The 

lnceothe remaini.ng t o high Income elauaa to utilize their 

oavl~o by Inves ting t hem In nev buolneoo or rle~l ng them 

In t he expaneion of old bus lneu hat been unduly lmp&lr·ed 

b)' thete high ratee . !heoe rate• of t ax naturally encourage 

tne uoper lneo~e claeaeo to resort to ultra-•at• loveot~eoto 

or to cruder forms or hoarding. The time hao probebly 

ar rived when we muet reezamine the repercuoel on& of theoe 

very high rates upon buolnese Incentive• and t he grovth 

of the nat ional Income. 

Taxeo upon property tranafera from genoratlon to 

gene ration present another opportunity t or t he application 

of ebllltr to pay and the advane e~ent of equity I n taxation. 

Although the ratee of eotate taxat ion vere lncreaood during 

the paot few yearo, Ito yield t oday lo not a o greet ao It 

'-lght well be. 'lhlo 1o due In part to a lack of ooordlnatlon 
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between the aetata tax and the citt tax. IndiYiduale ot 

1Ubttant1al ,.alth can reduce their proepacUn death tax 

l1ab11U7 urked.l7 throacb the tranetu ot propart7 durillc 

Ute. The gift taxu ~Ueabla on eu.ch tranofan reiiUlt 

in eu!ticient ea•ince t o &aka that caoree extremel7 profitable. 

I bel1en that the eol uU on to the probl .. l1u in eoabinin( 

tho ••tate and gift tax•• eo that c1fte will be treated 

oimpl y ae an earl7 partial dietribution of the eetate. 

I recoaeend that Concrete exezioe tha poeoibiliti•• of 

tuch a co1Dbioat1oo . It t hia ,.re acco~~paoied b7 a loverioe 

of exemption and an inereaee in the rateo applicable to 

the aiddlo eetate bracke to , t he role ot t he eota ta tax in 

the !'e4u al tu: OJ&teiD could be eu.botantiallJ i11Craa10d. 

While the national co•emment hal been obliged to 

atrengthen ito re•anua oyoteiD, the eta tae ha•• been faced 

v1th a ei ailar pr oblea. '.l'he7 t oo he•• n periOAcad draet1c 

dec11oae in raYenue and inereaoiiiC deaande t or e.q>enditure . 

To IDaet their reYenua neado, the7 haYe reached out tor new 

tax ooureao . The oiaultanaouo e.q>anolon in the rana.ue 

oyotoa ot bot h the otatao alld the ra4aral Oonra.aeot baa 

enlarged greatlJ the conflict• between national and State 

taxeo. The reeu.lto are increaoi11Cl7 unoatiafaotolT to 

enlTOoe. The co.arnaeoto f1114 their rannuao adnroalT 

affected b7 colll)atiiiC taxu of other conrnaeoh. !he 
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coots of colleetiog duplicat e taxea ba•e inereaaed. !he 

taxpayer i• often eubject to eeveral taxeo on the tame 

!nco~e or the aame tranaaction. He MQa t prepare numerouo 

rtpor ts vhich muot be compiled differently to oatiofy the 

:any requirement& of the different taxing euthor!tiea. 

Although in a rederal ayateo t he tax atructuro =uot 

Inevitably be complex, there ie e•ery reaeon to believe 

that exioting contusion and conflict can be diminlahed. 

It is high tice to consider aerlouoly hov the national end 

Stete govern~enta can coordinate thei r taxes in ouch a 

mann•r as to minimize duplication• end confl i cto , to reduce 

the t~ayer' a coe t in complying vitb t he tax lave and to 

euure adeoua h rennues to all go.,.rn,enh. The ex!etence 

and aer!oueneee of t he pr oblem baa been v1dely rocogni•ed 

and t here has been a good deal of talk about ! t. To date , 

however , lit t le baa been accompl lohed. A commioolon, 

cogpooed of hichl7 qualified rapreoentativea of the 1ederal, 

State and local unite of govercaent, ao vell ao thooe of 

the publ ic, holds promiee of contributing to a oolution. 

I reeo~end that Congreee provide f or a commioolon v!th 

l'edual. State and loc"al r epreoentation to 1nveot1cate the 

probleo of conflictiog taxation and to cake recoaaendat!ono 

to the Congreoo. 
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TREASURY DEPARTMENT 

INTER OFI'lCE COIIINUNICATlON 

DATa April 5, 19J9 

ro SecrPtary Morgenthau 

,...,w ~lr • Wh 1 t e 

subject : " roposal to Tax I dl e Deposit s 

A~) -~ ~eRlgn ed t o f orce i dle savings and idle funds 
!ntc ~ctiv~ u~e rae been floating ar ound for some time. 
(;. '>~ok entitl ed "'llhen Ceoital Goes on St r i ke• advocating 
t~e ~ronoeal a~meared l ast year ) . Should busi ne ss fall to 
~-rove the i dea ~ay at t r act popular a t t ention, eo you 

::.29 

::1:ht be tnt er es t ed in the essence of t !1o ol en and its merits . 

?~Ol'lOSr.l 

1. A mo~thly t~~ to be pl a ced on demand deposits (with 
•c~.· exem'lt i ons ). Time denos it s would be he.ndled di f ferently : 
t~.c tpx would be icposed upon the bank i n nroportion t o its • 
un1nvPsted asse t n ( also w1 th some exemption). 

2. The t ax would be i ncreased or decr eased aocordlng 
·s t he r 'lte of s nendlng and investi ng W'\ll t o be apeeded up 
~r rcti'I•J od. 

~l:P ••vr., ~:-see claimed for the olan are: 

1. By f or ci ng large portions~ot iGle runes i nto ir.ves t ­
~·· t nr e~endlture, full busine ss recovery ~uld very soon 
be et:'\lned. 

~ . ~h e tax would orovide an additi onal source of 
r~venue tor the Federal- Government , between ~1 t o $2 bill ion 
a YPnr . The tax would be s i mole to administ er and easy to 
collect . · 

3. I t would permit the Government to borrow at lower 
1ntPrest ratea and would even provide a oubatantial premi um 
on ~~le of Tr easury bills or not es. 

4. The tax would grea~ly reduce the inflow of f oreign 
~i!·~~cs tor deoosit . It woul d also nr obably dis~ourage 
•Urth~r f or ei gn i nvestment in t he Unit ed States since both 
r1:r.fd interest- bee r ing secuz·i t i r e and equ1t1ee " auld be t or 
c t~e ' t least worth more t o t he American t hRn t o the fore1gnrr. 
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secretarY ¥orgenthau - 2 

Col!l!llent 

Reducti on of "hoarding• is much to b e de sired but the 
d1frtcul tie s of succes!'t'ul admi nistre t1on of a tax on idl e 
runds are e l ,nos t insuper able. 

• '>Q 
- ~ 

l. To a vo i d t he tax people would t NJ.nsfer t~ deuosits 
t·.P:-' did n,1t need 1n to ca sh a nd p l ace t he cash in de>osi t 
vaul t s or P lse~here. To s t op t ha t c hanne l ot evasion wou ld 
be r mns t d i ff1 cul t and troub l e s ome t ask. It would be essen­
t1111 t o have a curr ency which t :1 rough one 1~ay or ano th e r 
-ould be subJec t to a r educt i on o f its va l ue every month to 
an aM'u~t almos t e qu ivalen t t c th e t a x . Cu~rency t hAt auto-
•t1~•11Y i s r educed i n va l u e each mont~ obv1 ~usly ~ould b e 

·t•!'.ve i nconvenie nce. All sorts o f tr'lubl esome c onse c uences 
·ould e:1sue in day to dPY bus ine:s t "a nsactions . · 

2 . A t ax of 1/2 percen t or 1/~ percen t a month on de­
~os1ta wo.l c\ be a ruffic i ent ince ntive to dr i ve s o:ne funds 
' Ut ot the United St ate s ; how much woul d depend, of course, 
on t e he t e;h t of the tax and t h e e x ten t of politica l d is­
tu roRnc e abr oa d . At t he mome nt, t he pol l t ica l insecurity 
abr oad e.nd t h e exchan1 e r l sk wou l d doubtless deter some 
funds from l r a vin g t h e United St a t e s , despite o. t ax o f 1/l!. 
to 1/2 pe r c en t a month, out whe t he r it v:o ul d be enou(.dl t o 
'~reven t a subs tRn t i a l exodus ( ei t ber in to f reign currencie s , 
->r , old \tcpt abroad) ie uncertl' i n . Fund s co·:ld so easily 
be sen t e broa d , ( to Canada f or e :·a mple) t~" at it proba:oly 
'"Ould be neces sa r y t o ad opt e xchl\n i.B controls 1n order t o 
' eep the fliqh t from t h e dolla r \~n r easonable 1\~its. 

J . There ~~uld occur a Ehs r p r ise i n t he marke t va l ue 
ot ! ll. securities, but especially tor governrrent obligations 
•nd 1t ll r;rade b ond s . The value of t hose s pc ur1t1 e s "'ou l d 
~e subject to wide swings in r e sponse t o an t i cipated changes 
in t e penal ty t a x r a te. Shar p f l uctua t i ons i n business 
activity mi gh t accomp~ny adJustments in the r a te of t he tax 
pennl ty . 

4 . The p l an att Rcks onlyone of t he numerous mPlsd­
Jus t~e nts which contribute to successive depr essions . It 
1e no t even r emo t ely certa in t~~t a h i gh level of r ec overy 
coul:l. be sus talned by use o f t hat t a x even were 1t sdmin1s ­
t:-ett•tely rn d politically f easible -- v:hich i s ve ry doub t ful . 
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toR THE SECRETARY: 

Newton, Iowa 
April c, 1939 

_J l 

(The Army's drive as reported in the attached clipping 

rrom t he front pnge of the Des Moines Tribune i s disturbing 

~ople. A broadcast similar to the one mentioned in the cli p­

n1nf caused two women in J.!ndison, Wisconsin, to call t he local 

bank and ask if t h is meant mobilization. The drive suggests to 

the:t t !lat we are getting ready for m1li ta.ry activity.) 

Newton is a small town almost completely owned by the 

~Aytag family. The Maytag washi ng machine factory, which netted 

$7,000,000 in 1929 and $2,800,000 in 1937, domi nates the town's 

economic life. The town is just beginning to recover farm 

retail business d1 verted by l ast year ' a Haytag stri ke. 

In Newton the outlook is Just the opposite of that in Woodstock : 

tere the farmers apparently will do well while t he local 

industry has recently suffered a slump i n busi ness. However, 

there i s general agreement that t he CCC corn loan pri ce was too 

h1fh end may cause trouble lat er. One of t he local bankers was 

muc!l incensed over the Treasury offering securities at a premi um 

•nd sai d that he had suggested t o a Des Moines banker that all 

Iowa banlts sell t heir Governments as a gest~f protest. Tho 

other banker, whose banlt is owned by the Maytags , pays almost 

no atte~tion to Governments and has an extraordinarily large 

~ount of loans outstanding. 

There is cri ticism of •conflicting' Government 

statements and actions on business appeasement. 

-------
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PLEA TO FORMER SOLDIERS 

Urged to Join 
\ , . . I 

' ' 

'·Miljl.ute Men., 
J . - ' I , 

Ask Recruits 
For Reser.ve 

WASHINOTOI<. D. C. CA'I-'l'bo 
war depe.rt.mtnt appealed to t• 
mer eokUtrt Wt¢nNdl,7 to jciiDlt. 
new en!~ .....,..... a ""mlml\e 
ma.n .. force~ tor q\lk.k etr"'t''l» ·~a 
U.. net of wu. 

C)ttldolo - ... ....,. -...,..._., __ 
'roc 1 .... .....,... to .... 

nc:n!IU:af ..... - two ...... 
___ ..,._ lo _ 
•p· tbetr qotiN. 

1 The anny Nt out Jut year u 
~ulld up a force ot 'liSoOOO to be 
reerult.ct In tour yura from for· 

~ 
101dltt1 u.Mil' at yurt1 Of &l"t. 

ey are pateS $24 a year. but d< 
drlll. 

(len. W&llll ~. <bW ol ...... 
porto<~ lO _... tb&t dllat­

matt wue llow at tll'll but --" 
l.nc:rei'Pn& by ... .,. u4 bowldL"' 
lA J&IUW'Y, 6.100 bad bMft ell• 

ron..s ...s -~ ~ - & total ol almoot 1 000 rocruilo -
exp<Ct<d b)' JUIJ:..;._· _ _ _ 

_J2 
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Maxtag Company -- !his OOJIP&Il)' 1 s bue1nan bae 

~~ently driad up arter run.ning vall ahead or laet yaar through­

out the first quarter. Fred L. Maytag II, who is the ria1ng 

yo~g man in t his family company, axplains that, having out 

prices early in 1939, the company in Deoembar announoad a par­

tial restoration or the higher prioee arreotive January 15. 

!be result was a large amount or what he called •more or lase 

1~culat1ve buying1 by dealers in advance or the price 1ncraasa, 

Md t he factory has Just tinishsd tilling these orders. Nov 

the wholesalers are well stocked up, and retail sales show n.o 

evidence ot absorbing these stocks rapidly. Consequently nav 

raetory orders are small. This is the only heavy inventory 

situation I have round thus tar. Mr. Humbrsit, the treasurer ' 

Md general manager, is inclined to blame the slow r etail 

aalea on uncertainty arising out ot t he European situation. 

~verncent spending never hae helped his company 's sales as 

tar as he can tell, he says. 

Mr. Humbrai t bad several suggastions tor tax law 

c~gea . He very much ravors a lo~arry-over provision 

aay1ng it would help the company's dealers who are not vell 

financed, through lean years like 1939, when 1 t hey tell flat 

on t heir races• attar two years or prot1ts. Ha bel1aves 

companies should be allowed to deduct loeees sustained when 

they Junk ebeolescent machinery and buy new equipment· 

I~bility to do eo causes companies to retain outmoded aqu1p-

tent until they can gradUAll;r deduct itl ooets through 

depreciation allowances. Mr. Higden, tha ooapany auditor, 
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1811 the ooopany has some useless machinery sitting 1n a shed 

Just so t hey oan continue their depreciation deductions whereas 

theY would have liked to c harge ott the loss on t he machi nery 

1n the year t hey replaced it ; t he continuing depreciation charge 

ralsHlee t heir profit and lose statement, he says. 

~. Humbreit also criticized t he undistributed profits tax f or 

its effect on machi nery purchases, sayi ng that they always 

t1gured t he tax as an added cost to plant i mprovement . He 

ravors combi ning t he capital s tock, excess profits and corpor ate 

1ncooe taxes. The company 1 s total t axes last year were 

2~ cents per ma.n hour. 

Although he f avors old age benefits, Mr. Humbreit 

believes t hey should start now at the maximum amount. His 

COI:lpany, he says, is carrying old employees who are keeping 

yo~ people out of jobs. The company would r etire the older 

¥Orkers if they had an adequate pension, and t he ooopany would 

~ Villing to pay taxes sufficient to f inance such a progr ao, 

be says. 

Both Mr. Higden and lolr . Humbrei t wore disgusted at 

the way t he unemployment benefit payments are working out. 

~me of the examples they cited were: a girl quite to get 

MMrled and draws 16 weeks unemployment benefits, t he local 

country club golf pr of essional and hi s wife are employed only 

during t he summer and live all winter on unemployment benefits, 

a can who was tired tor cause was drawing unemployment benefits 

and running a fil l ing station at t he same time. On the ot her 

hand, a worker haa to quit because of tuberculosis and gets no 
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@e~ployment benefits beoauae he can not register for re­

e~ployment. Both men thought the unemployment eyetem should 

be rechecked, and Mr. Higden suggested greater Federal super­

ddon in the interest of uniformi t)', saying t hat hie company 

~e t o fill out 32 unemployments returns for various s t ates 

and they are all different. 

Their relationship with rederal i nternal revenue men 

11nce 1936 have been ver)' good, and t he agents are 'h high t rpe 

ot man, • t hey ea)' . 

Mr. Maytag was vsrr measured but very t horough in 

hie criticism of the Labor Board ae a biased group. The 

~~·s employees, he believes, regard t hemselves aa designated 

to further t he cause of unionism and do not give the employers • 

an honestly even break. He was particularly critical of t he 

Bo~ using t he large high school aseembly ball for its hear-

ing during t he height of last year ' a strike tension and for 

allowing the- audience of 1, 100 to boo the oompan,y 's counsel 

and cheer the NLRB counsel, 

Newton National Bank -- Mr. Iarstene, t he vice 

Preudent who rune the bank. - Ule a ost outspoken or1tio of 

the Treasury March offering that I have met. He referred to 

the orrering at a premium as •a racket• and says the country 

banks would all be helped if it were stopped. He said that 

he had suggested to a Dee Moines bank that the Iowa banks sell 

their Government securities ae a protest against t he prea ium 

ottering, The Dee Moines bank obJected to the premium also, 

Mr • Karstens said, 
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Mr. Karstens eaid that he tried to keep to short 

~twr1t iae, preterrably t hose before 1940 because he did not 

1~e to carry Governments over an election year. He has 

boug)lt the 194? bonds, however. Banke like h i s can not keep 

~ll enough informed to trade s uccessfully in t he Government 

:Js 

bond market and should not do so although a big bank l ilte 

Continental Illinois in Chicago "with Mr. Cummings, a government 

un, at t he head or it" can make a lot ot money trading in 

Governcents. Nevertheless, Hr . Karstens is of the opinion that 

all banks will try to eell out their bonds at once 1f the prices 

appear to weaken. 

J.lr . Karst ens i s opposed to the Gover nment spending 

program. He believes f armers in t h is r egi on are worried 

about t he long-term outcome ot t he spending although, naturally, 

they are willing to accept Gover nment money as long as it i s 

being handed out. For instance, E. E. Haytag, a wealthy meMber 

?! the washing machine tall!ily, is Joining t he soil conservation 

program this year tor t he first time although he does not 

really need t he money. Mr. )laytag t1gures that Joining will 

ne t him $4,000 annually on hi s farm, according to llr. Karstens. 

The 000 cor n loans are heartily approved by 

Y.r. ~aretens who beli eves t hat 1 t hey help purchasi ng power 

and that i s what the community needs . 1 The loaning rate vas 

too high t his year, however, and has backed up a lot of oorn 

~h1ch would otherwi se have been used, he said. His bank has 

c:ade a good many corn loans . 

• 
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Product ion oredit associ at i ons worr y Mr. Xaratene . 

A customer o! the bank to whom the bank had made a mortgage 

loan at 4t% and an additiona1 $500 unsecured loan at 6:' had 

~cently gone to the PCA to borrow $1,100 on some cattle. 

~ch competition where t he local bank ia taking care or the 

credit needs o! an old customer should not be allowed in 

!lr. Karstens' opi ni on. 

Farmers in t h is area, unli ke those in the Northwest 

~1ry belt, are pretty well satisfied, and looal retai l trade 

1s about up to last year, according to ~lr. Karstens. Business, 

t.ovever, is upset, he reels, by contradictory statements and 

actions from Washington. The local community was much int er­

ested in Secretary Hopkins ' Des J.loines speech, but, according 

to l·lr. Kars tens, waited in vain !or any concrete demonstration 

or ' appeasecent• and then wao shocked by t he Pres i dent's state­

t:ent that more taxes would be needed. ( I think ~lr. Karstens 

c1sunder stood the President' a •no taxes • statement.) 

Mr. Karstens , like moat people, was very emphatic 

in saying thAt t he United States should stay out of any war 

1n Europe, but he seemed to reel that t he President probably 

hPd pl edf ed this country's aid t o Britain and France; he asked 

=e i t t he President had not already committed the country. 

l'ovever, l!r . Karstens also thought that we should sell to 

belligerents at their own risk. He vas the only person 

1 ~et who f avor ed barter trading by t he Uni ted St ates, sayi ng 

• 
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tbat it should be used to bold our world market s against vbat be 

appeared to believe was an overwhelming attack by Germany . 

~read of the barter system will make our gold useless, he 

thinks . 

Jasper County State Bank -- l•lr. Bailey runs the bank 

ror t he Hayt ag family . It -... furnished a good example, as did 

the bank in Woodstock, or how a local banker can serve hi s 

co~unity i n spi te of all the talk about banks refusing to make 

loans . The bank has t otal l oans a.nd discounts of more than 

$2, 400 ,000 out of total deposits amounting to sli ghtly lese 

than $4, 000,000. These loans include CCC corn loans, r eal 

estat e mortgage loans, chatt el mor tgage loans, loans to local 

merchants, and automobile f i nancing loans . ~lr. Ba iley i s 

~tlcularly interested in automobile loans of which he hoe 

~200, 000 because they are good earners with little loss and 

in corn l oans. He 1s not much i nt erested in Government bonds, 

saj' lng t hat he would r ather have a f ive year mortgage than 

a Governoent bond, but he has gradually i ncrea sed the prcpor-

d 
tlon~ Governments i n the rather small bond portfoli o ot 

$500,000, and 1s gradually worki ng ott a $300,000 bond 1088 

vcl ch wee 1n t he bank when he took over. 

Hr. Bailey is not act i vely critical ot the pr oduc­

tion credi t asSJ ela t ions but relat ed t he tollov1ng 1.ncident 
• 

which he t hought mi ght be symptomatic ot forthcom i ng trouble 

between his bank and t he local PCA. 'l'he bank has loaned 

~31, 000 at 6% to a local cattle reeder who now ~s angling 

• 
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!or another loan. The feeder reported that he oould get the 

loan ror 5,% and the bank agreed to this interest rate. 

A rew days later the feeder oame in to remark that interest 

rates were st ill going down and that he could get the loan for 

~~- ~!r. Bailey suspects that the POA i e underbidding the bank 

del iberately and t h inks euoh a practi ce might lead to trouble. 

~nerally speaking, however, he thinks most of the blame is on 

the bankers and not on the POA because the bankers ar e not 

trying to make loans. 

Incidentally, J.lr. Bailey feels that farm interest 

ratea are really not very flexible and oe.n actually only be 

changed dovnvard, therefore, he questions t he outcome when 

banks in hard times try t o raise the rates whioh they are 

chargi ng farmers. 

COO corn loans are being made at too high a price, 

according to Mr. Bailey . Farmers are sealing corn which t hey 

normally would feed and are buying· corn from t heir non-

compl ying neighbors 
tl,..r 

h f e great deal or 

who can not get a COO loan. The result 

oorn is being backed up on t he farms and 

'v~en it starts to move, vatoh out, • according to V~. Bailey. 

Local farmers are doing pretty well and their 

loan repayments to h i e bank are good, 1~. Balley says. 

He anticipates good farm mach inery sales in thie territor y 

this year if cattle and hog prices etay at their present 

Bat1at actory levels. Local retail merohante, however, are 

Just beginning to recover farm business which they lost last 

• 

Regraded Unclassified



:~o 

- 9 -

rear vben t he tarmere went elsewhere to trade during the Maytag 

Co:npany 'a strike. 

Mr. Bailey, like Mr. Karstens, questioned the viedom 

ot Government spending, said that he believes benefit payments 

are higher than t hey need to be to assure compliance and 

expressed t he opini on t hat farmers r eel that 1ome day in some 

vay t hey vill have to repay the money they are getting nov. 

Ee b1mselt is going i nto t he soil conservation program with his 

240 acre t arm because compliance will mean an additional $1,000 

annually tor him . 

Dee Moines banks and some country banke are actively 

trading in t he Government bond market, "sitting at the end or 

the wire all day, • and will all t ry t o J~p 1t t he market sottere, 

according to l4r. Bailey. 

ESD 
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H . D . SWIHART lk Co. 

Sl NASeA U STfti:KT 

NIW YOfiK 

11!1ITED SUTES OOVERIIIIBNT SECURITIES 

llhat this market needs is more speeches , EYery ti=e one ot the big 

!<I'Jl' • Chl!lllberlain , Dalt.dier , lluosolini and Hitler - start pitching, Oovern­

:ento ClOVe upwards anywhere frCill 3/8 to 1 point, depending on how much they 

<•n't eay - vh: Hitler 1 s harangue around the end of January put a point on 

tlte urkot , and his latest effort behind MUIIOred shatter-proof ,;lase added 

&r.other ~/8'•· Previous to both his orations the market w>:lerwent a bad caee 

.r tile ahekes and didn •t act aa it i t could bold anything. 

The past two week& has seen tho four spokesmen for their respective 

r.atlo:>s toe the rubber , and thanka to thel!l they pretty well managed to hold 

;rices to a 1/2- point range. So Let's hope the boys keep talking • no matter 

h .. dull their speeches, because as long as ·they take the trouble to answer 

... o.nothor there won't be war . We don't want to be arow>d when Hitler ro­

!lau to rise to Ch8mberlain1 o admonitions. 

'Nith e.ll the nervous JU.rkoto we still don ' t see anY move to shorten­

~ uturity, The trend from notes to bonda, while it slowed up peroeptibly, 

stil l shows for member banka: Notes down $2,000,000 and bonds up $8 ,000 ,000. 

l'l.lle the current mr.rket, especially on the down aide , prohibits any wholesale 

:I'!'Jidation , the larger institutions - although thsy may be sitting on a hot 

seat , r.nd they know it , are kept from selling beoause {1) they nsed the inc010s, 

an4 (2) they would knock the bottom out of tho market if they let go their 

l-<:>da on weakness. 

Cu h in June 

Rumor has it that because the rise in the Social Security tax from 

~ to 1-1/2" will be thrown out by Col\greao this session, the Treasury will be 

••reed to enter the market sooner than September. It' 1 quite far away to bo 

.. rrying about that now , what with Europe aetillfi aa it ia. Tie up Hitler and 

tllen let 1 s worry about caoh in Juno . Better yet , let llr. llor&enthau worry 

>ko-Jt lt tor you, He ' s much more on the spot than you aro. All you have to 

doh to buy the new bonds if you want to. R-ber, llr. llorr;onthau haa r;ot 

to toll •em, He'll dreu •em up plenty if neoesnry. Whi ch reminds ua -why 

~ot let llr , llorgenthau handle our cotton eituationT He oan•t do any worse 

~the rest who have tried to handle it, and to start with , he ' • an affluent 

r.,... himoelt. llr . llorgenthau haa done .. first- rate job with the OoTer.-nt 

:""ktt, He ' a aohooled it to a onatfle, whoreaa before he t ook the r eins it 

"'tdld • curb and bar bit and even than he 1fU tooaed arow>:l. He •de inoti • 

l>ltlons bond hungry and h;a created a d811l&nd wbieh ae•• ins atiable , lltaybe 

be 0
"' do tho same for oottonT 

~ Q\aarterly Bank St a teento 

tHo Always or interest are the instituti onal quarter ly sta teaonte . But 

· t!::te we had more than a good idea what they would show. Proa the weekly 
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te=-111ts or the reporting b-.nlao lt wu wall known that the larger banka had been 

'•u.r. henilY to their Governments . two l ocal institutions show over a 

"~Joo,OOO tnorease in thelr bond aeoounta , one or whioh had been ve.ry backward 

~of. dd~ Governmente to ita portfolio; in fact , this institution had sold on 

l alt.r••• during 1938. llos.t ot the banlca ohCM an increase in cash and deposits. 

,.,,;;.er they care for this situation or not , it has been with thom now for the past 

:" • ..,., with inereasi.ng ... bo.rraesment . This quart er, however, the local banlul 

;=/determined ateps to do sceethinr; about it, U gold hadn't been cOIIling into 

t:o wka rester than they oould b-uy Governments , they would have shown a much 

,;,.ur Froportiona.l increase in Treuury iesues than thoy non do in relation t o 

ttd: present posi tion. 

3o:! 2-1/4' . . 1944/42 

tr y as the Homo 2- l/41 a do , they don't sec able to break through 105, 

;we oust be plenty for sale at a price just below the even dollar prioe , Slur;gish 

"t~ at t!.me s , beoauso of tho conversion of the Home 3 1 s and Home 2- S/4'• into 

"' Eau 2-1/4' • • they pull themaelvos togother now and then , and l7ark alowly 

,_ds, only to bump thoir heads against the 105 ceiling, whenoe they drop down to 

r~;~at tho performance. They are currently solling around 104-28/32nde, 

llhen tho Home 2-3/ 4's are rotunded , as is r=orod, it will stop more 

cctnrsions to the Heme 2-l/ 4 1 s from thet aource, The mo.rket action on these 

bcr:.o!l should bo r olativoly strongthenod , Tho Corporation can still, of course , 

tomrt the 3 ' a , but theso bonds are harder to pry l oose from their holders. Since 

last October ht only t26 ,000, 000 Home 3 1 s heve been converted ar;o.inst approximate­

ly 175,000 ,000 Home 2- 3/4' s. 

ru: to Buy 

Arly of the l aat bondo if the market will move down to a point where you 

ue wil ling to tako a chance on Europe , They will naturally show the greatest 

·-~mQnt or any on the list. But added to that haphazard bu,ying , here•• a 

!>Jrtl!er idea: Pick a hi gh coupon bend. They will go up as fast as any, depending 

en tt.e length of maturity chosen, and if by some odd chance the mar ket turns down­

liN, you wUl be sitting with a h i gh current return. For ex0111ple , 3 '•• 1965/61 

"-12-?/a•a, 1960/55. u you prater a shorter maturity - 3-1/8 ' • • 1952/49. 

lf you wMt to take a few profit• in tho long bonds but still keep in the 

::arket, the shortest bonds , namely, 3-3/8 ' a , 1943/40, 3-3/8 ' •, 1943(41, and 

<-:/4•s, 1941 , present an opportunity tor a tenpora.-y hedge . During tho recent 

'4rbt decline or two weeks ago the 3-3/8 ' • • 1943/40, lost only a 1/4 or a point 

to over 3/4•s of a poi nt on the ' longest maturities . The next time tho l ong bonds 

:Uo new highs don't over look the poaaibility of this move . 

Telephone or write us , Investigate our reputations and service, if you 

~l!, And next time you visit ilall Str eet, visit our otfiee. Let's t alk about 

-u !l&rket and your investment pr oblema. 

H. D, Swihart & Co, 

Afril 5, 1939, 
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p,lRAPBRASI OP 'fXI.Jii!AM SD'f 

TOI Aaerican llibaaay, Berlin, Germany 

DJ.TZ: April 5 , 1939 , noon 

liOol 79 

FROl4 THZ SZORITARY or TRZ TRJ:ASURY. 

FOR HEA.TH. 

Reference is made t o t elegrno llo . 239 of J.pril 3 

! rom t be Zm~ey . 

In vi ew of the present ci rcumotancea it i a believed 

advisable that you postpone tbe proposed t rip and remain 

i n Berlin tor tbe time being. 

HULL . 

t.t.: LWI 

~ ~3 -· 
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April 5 , 19~9 

over the phone today from Sea leland, HK,Jr told 
MoReynolde that laat Fr1da1 he eent to t he President the 
dratt ot a l etter that he suggested t he President write 
to Pat Harrieon, and that the Pree1dent signed 1t and 
sent it to Pat on Tue~~· 

~ -

• 
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I """rMlato tt>o aoNt.J. ._ .. ot ,rov hner at 

llaroll 25•· 
I ~~ .. 4aalre \a oeat.eo the r-rcl oa \be a&\\al' 

of " INJI&-.1• tar •• ' ta\ at \M ao.,.ra\1 \ax atftnan, 

.tlloh epp- \a '-"a-t... a nrhy at ••••• ot 

01are1 , I _.,, -.u, ,..,. 1\a\-\ \111.\ \he ...... u .. 
fer a llllll• eorpara\1 \ax \a ..,lMI ftrtna nh\t .. ..-. 

dl4 ao\ ortollaa\1 wttll JW • 

11ha\ 1 ua wtab \a .-. plat& ta ,_., .. ,... tbe 

tr..-,•, ""•'" ot U. ""'"' et - .., ot wrtrs .. 
ou\ \hh .,....uoa ... tt>a\ \be7 ....., _.17 lat0114.a ao a 

\uh ter oW, aM ua .. , taM¥-" aon•ttwh r•co•••oo­
Uau. 

I 1\lll 11an rM..,..,aUau '-\b .. \o tile praoU-.1 etfM\ 

.at u \o \he ..,.Sy af *o=«-• la \be oorpora\e \ax .,...., •• 

alene \haea Uua, ""' I ...,... \ hat tile 11bole n'ltJeo\ ll wr\b 

IUI'Mroflll l'*¥• 

I bopo \a llaoro \ha .-,pen-1\7 \a ate .. •• \be -"• 

fv\ber wltll JW• 

no. Boaor&ne Pa\ llllrrt-, 
Cllat..-, 
S.aete Pl._ eo-t."ao, 
l uhl...._, D, C. 

...... 1¥. 

originAl eont to Socr et &r y a~ a 
pr opooed letter t o P~rioon 
froc t ho Preeident - eoe l•t ter 
of }/29/}9 t o t he S ocro ~ArY from 
t he Under Secretary . which lo 

eelf-expl llll&t ory ';) 
\' ~ 
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"·-·· ··-,(,.. ( • y 

j {J., (Jr; 

1 ban reeoh• .. ,..... -r••••• or llaroll 25\ll, aooo1111~ac a 

loUer \o row. trw ll ... wr Pat larrt••· .. , .. tllo 211\ll. 

1 aa llloo Sa 4ftll\ u \o ~. ,._ obral4 aa ... r s ... tor Jlarrtaoa•1 

loUer . H MJ' M llolptlll \o rena Sa propanac a roplJ st 1 rm .. 

\he tach u I aew "'-• 0.. ,,.......,. 17\h, llbllo,... .. ,, alltart 

\be epeotlll \rata a\ le7 ... ,, '" tolt Qo Prole Sa nllt\aaoo tlaa\ 

"'•hell aa4 tMul\1'7 a ..... , f- .., ..... ~ .. at w. u... "' 
ar Preeo ooaforiROI •• Pollrwar,r 2}1, tbo ftr ot ooator.aao I llo14 otter 

.,nr \u ou t••• •• ..,_, ,.lluo, I tolt \llo Prooe \bat I -

plllo .. -., ,..... otAt-a\ aM \bat for .., part I .boslt Ullto w 100 

Ule co•S \to .. of eo,.... .. , look taw tlla \u 1 .. for tbo pvpeoo of 

u_ ... , .. llbo\bor thore ..,. • .., •• ,err ... to llutaOII llbtolo ooslt 

'" •-•o4· fto follntac tar at DM •taoo, J1a1'1'7 llopktao ..... , .. 

al• the 1'-Ysl of ~ 41\ 11'1'18\1 to llaotaooo. 0a the ·- hJ1 \be 

2kU., Joll Dn&btoo s...- a , .. ,_, ..,-pro..Sac 11h&t 1 W ..S4 aa4 

etfll'tac \o _,...ato. 

I lall4 aet Uo-11 .. t'h -uer wt\ll llaniooo up t o t llat potat, 

lilt I hool -t 111• a _,. of 11h&t I eatd at tbo Pn11 coofereaoo. 

!e ooao \o '" .. tlla follnlR« -lit aa4 be aa4 J:lnCbto• oa llarob 34 
IOD\ Rl a Jolat lottol' IIIPl'MiiiiC IIP'PrDYIIl Of J OW' ~ t b \•oot, R7 

e\a-•t, ... \bat of ..,.Uo aa4 oft.,.tac eeoperaUoa. 

Jolla a-o _. I ... ,... oa llaroll 11\ll ... proe•to4 nr tu 

ldou aa4,... .,... ...... for a aoot-•o wttll larrtooa aa4 Jere Ooopor 

(Dncl>\oa llwtac ....,) t11o followtac hr· ov .r---ttou w r•• 
hclo4o4 \'h nllltMM of t'h •tortlll lotor tloraiobo4 t o BarrS••• 

At tbo •at••••• •• llarell 9\ll, llan't- rot.,.. \o a propoool 

to ropool tho •-•• profth, ...,sw otoolt, 1184 ..,..htrtlltto4 protUo 

tu11 aa4 to nllt\Uah a rmo .. eor,orato ~ oohatalo, aot u 111• 

"'CC;oeUoa llat ao ••• \bat be 11a4 -.-.. h ,..... .,..ottoa 11h&\bor Uoo 

Pl'llea \ r" 1 -.14 lit proo..,.. .at• ..-a rmotoa, be ..SII that 

be thoqlt.t u e.lt .... 
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Ja wl" at *• h '& a 0, 1 .. •• ** U.\ w - nunaa 

MlJ eala\ala U. ,..,.eut .. U.\ Uoaee ,._ ertct .. , .. wl\ll 
....... a.ntaa•· I ebftlt •• ....U -· w &'lilt n.,uauUI&UtF 
ftr tal\ta\1 .. tM ......... U.\ tlloe .. .,....,, \u ,..,..._. '-
rtl'lt .. • 1\ ........... , •• , &arrt-·· ....... o.. 1\ - ., -"-1 • ..tali .. -..r..t\ll ., 1._ ef a le\\lr la •- w 
-tor llarrtae•'• le\\11' at llanlll ~· 

flit hetlba\, 

!be lbl\e Sou••· 

lllh ee-
3-29-39 loth r recopied. after na 

talked. w1 \ll h e 17 oa 3-3()-39-
leo';r aelte4 tbat paracr_,lo II 
ot 29\ll letter 'M '*- "' 
r~lM 3-3()-39 

orlglD&l «t•en to Dletrleb - 1110 

3-J0-39 l D broWD oeale4 
on•olope - to be eont lD 
pouch to Secre tary -
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...... -. ,..... .... , 
I ...._ NMlftt ,._ et ...._ ~tla. al I ,.... a 

let._ • ,.. ,_ ._.._ Pat -...s-... ,., u.. Mtla. 

I • el• la ... -. u .. lin,.. ••1•- ._._ -...s-•• 
letter. J\ .., '- tlel.,hl • ,.. la pl'.,.nac a ,...11' lt t ..nw 
t~~e toot• .. 1 ... u... oa r.-.-,. 17Ua, aste ,.. ........ _. 
Uoo opeatel Vela a\ '-r ••n, JW •11 \lla ,_ Sa .-. ..... tala\ 

.... lMII ... 1 .... \_,- .... _, f- _, - \uH a\ tlda "- A\ 

• '"-• _., __ .. ,.___,. ,., .... ''"' ..., __ t lieU ., .. 

,_ \u a\aMM&\ - .... .,.usa. I .. u \lie ,_ \lla\ t -

pl_ .. 'w ,_ nat-\ _. \bal r ..... ,..... I aloftl« UIEa .. -

• --su- •' OHcr••• 1oe1r tate u.. \u taw t•• t1ae ,...,. .. at 

u_...ortac ••"• '"- "" _, ... ,..._,. • -.... .. " 1tldell ant& 

'M raa.N. the fell..tac ,_ at he ....... a.r., &o,lltaa _._,_. 

al• \be P-.1 of \u ... ...,..._ \a llul-. Oa t1ae - ,_, \lla 

M\la, .. , ~-- h-' a a\a\-\ .,....'ftac wlla\ I lwl ealtl ... 

ottortac • ~ .. , •• 

J w ..... _ .... ,,.. ... ell' 'fttla llu7l- ..... \loa\,. •••• 

W\ J W _, IIIla a ~ af ....,, I aat• a\ \lie ,._ aeatw•ee• 

.. - \a ..... \lie tell..tac ..- aM he _. JIR&b\ea oa llarell ,. 

_, .. a Jola\ ln..,. upi'Molac 811PNY&l of ,_ \u oh\-\, 'IF 

ota\IMa\, ..,. \lie\ at a.,rdM ... ett.tac ..,.rau ... 

hila ._ _. t - JW ea llanll ltla _. prH•\., - \u 

••- _.. ,.. arr ,..,. fer a .. .,.,._ 'ft\tl ~- _. Jere C..,.• 

(~tea Wac -.r) \'M felle'lflac -.... Ov r--atlatl .. • \e ,.. 

lMl,... \bo •""- at \M ••-'el later t'aratat.ott to Harrt-• 

.l\ \he •at••• 11 .. .._.. '*• ..,...._ raterntl \o a pnpe.-1 

.. ~ \be •-• praflta, ...,t\al ..... _. _.h\rl'-W ,..ttte 

............. -. ....... ..,. ..... ..,. .. ,. \u • .,......,.., ..... tlh 

..... u .. -· .. - \ba\ "" ~ ....... ,. ,_ , ... u .......... .... 
Prt-\ .._._ ..ttl '- !N'MW<., 11Mw ... a rl'fld-. he eat• tlao\ 

he ""'"""' u -.1« -.. 

I W -.. .....r.1 .. , te lift wt \a \M w . ; ·- _, Wla 

•tooor u \e ...,., 1 ._...... .. taa ... ,.,...., •• • .....,..1_, U 

- wt4alT -.... \ba\ .,..,.._ '-l- al'l I Mtl-~ lll&MW 

thancoa at \llh ot.raet•• _. •-'•"" la tile ,.... at\W .,. ,._ 

ooator- of re-...,. ,,. _. a.r., a..,lltu' .,,,,. _._.. ...... 

Poe. pld'\ta.lar -""-· fth ...ttl ~ atfw ""'P •• 

...,.. tar s..rtao•'• ••••-• \11&\ 111 bad bear« .-.. tid ... ......... 
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Ia .t .. et *• '=*e ', 1 ... , w• tlla\ .. - -·• 

r-11¥ ..ta\ela tile ,_....su.a .._,\a.... l._ Ol'ICIM\ .. wUia 

._wr llarrt-. I ... u •' ....U _, \e -•• ru; d'Mlttr 
fer laUla\tJW tile ••••U• \Ita\ tile • .,.... .. \u ''".._.. '­

rmt-'s t\ •• •t -.. a\ l'a\ llllftot-'• ....-uaa. 1\ - 111F _, .... 
Ae \e coa\t-\toa at Ult r t\ fill \lit uAh\ri'IM\..S pretl\t 

tu. I • • ' flll(f ~ _., I 'Mllllft Ula ltaa\t r1- o..l"M 

~·- .,... ••• lt ., .... ,. ==· eJ;,, ....... u . t\ .......... 
\ t.a\ "'' pr_, .,.,... h • ..U _., the \u hu lot\ _, wl• 
~\ l\ '11/q lla<r•""" M a.,...,_ .... \u tv 4lri4eMt wl\lllleU 
... "'-' t\ 11M lt\Ue l.t _, 'Nl• la t\t..latl .. 4lri .. e4 Alt\rl._ 

U••· oa "'' ....... -..., .. ,... a .,..., ,..,1_ ot ,,_..._. \lit\ 
1\1 thltf t.,.r-.. lt tlla\ tilt • lrrl\ea\. It •••• w .. Ula\ l\t 

• ...ao-' ..,.. - .... tv. \ hA\ 'Oft14 - s-1••17 -.atlelal. 

1 • oulad~~~; ,...._.\lliiiJ lfaa of a ltUtr u afttwr \e 

w.awr JluortOta ' • hUar or llarell ~·~· 

,.,. p .......... 

fte 'lllll\e .... , 

or1~1n8l eent to Secretary 81 8 
propooed r eply t o the Pre•1dent -
1ee letter Under Seer~tary ••n~ 
t o Secr~tery on }/29/}9. • h1ch 1e 
ael f-txplenAtory 

Secret&rY called JYI! 3/)0/39 A. ll . and 
aoked tha t 8t t. paragraph of thio 
l etter be deleted 
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THE UNDER SECRETARY Or THE TREASURY 

WA8H I NOT ON 

IIAreh 29, 1939 

Oear Henry: 

I hAve atudi cd the Preeiden t 1a letter to Pat Rarrl•on of 

~nrrh 21st, Pat B.qrriaon ' e letter to t he Preaident of the 24th , and 

th Freold.cnt ' a 'lleiDOrandum to you dated IIN'ch 25th, w1 th great care. 

7he fundamental weaknees in the Preeident'a noaition wi t h 

Se'\Ator l!arr llon io t hat none of the facta will b-,ar out hio conten­

tion tblt this progr..., origineted rl t h Senator llarrhon. You and I 

know full well t ha t neither of us ever dheuued t he t., progra.o with 

F• t P~:r l •io~ prior to our meeting a t t he White House on llarch 9th. 

This fac t Pat atated emphatically aeYeral times to t he Pr otident , but 

•pr.rently the President hna fi xed ln hi s min~ the t hough t that 

Senator Harrieon hao eet a trap and that t hese euggeationa are hl a 

!' • t end of ours . In the firot pl r.ce , t here h no thing unueual about 

the aur.geat i ona of r epeal of t he corporate taxeo and the aubstitut ion 

tl:ereror of a fla t corporation t ax. 'l'hh r eco=endatlon 1134 been 

~onimously mAde by OYery buoinees or ganization calling on t he Treaoury 

lurl r~ tho psot eight mont h•• To mention only a few, we hAve written 

reeon::end, tiono f r om the llational ChaMber of Colll<lorce , tl:e National 

Alrocl ~ tion of llanufu t urere , and Harry Hopki n& 1 advisory council , plua 

"'v' n~ber of i ndividual ta.~ experts , ouch aa former Und• r Secretary 

~~II and the unanimous opinion of t he Treasury staff, Fu:thor, all 

of t~es• auggeationo had been widely dhcuosed in t he Pros• prior to 

.:. !:u 

th• U10e of our zeetil\€ rl t h t he President . So tl:ere is nothir.e unuoual 

In t~e f act t hAt Pat would have heard of t hese r ecommendation•. 

I quote to you the follow!~ frol!l t l':e firot paragraph of tl:a 

Preeldent ' • macorandum t o you: "The point of t he whole thing io t hat 

.-.:r,:t• tio=s for t~.o repeal of ' deterrent taxes 1 were 11\Bde by Senator 

F..,rrloon. These, ao I rel!lember, antedated any ttate:oent b)' you that 

th• tubJect wa8 beinc otud1cd.• So tar ao I know the facto, thio state­

::•nt Is abool uuly incorrect. Senator Rarrhon Dade no et .. te=~ent about 

det•rrent t axes either publicly, or oo far ao I know, pri•ately. !he 

.. 'l">tcce of nenta .,._ as !ollowo: (l) the Preaident '• statement to 

t"• Frtss on February 17th at Key Weat; (2) your stateQent at your Preoa 

co".f•r ence on :!'ebruney 23d about encouraging businelt by r U>0-.1116 

~eterren to froo t he tax atructure: followed b7 (J) P.arry Hopkin•' otato­

••nt on February 24th call ing f or a remo•al of deterrent taxes; and 

!4) 3ob Dougbton ' a statecont on t he aame day promising cooperation 

en behalf of t he Ways and Ileana CoiClit tee rl t h t l:e Secretary of t he 

Tre~oury in hi a objective of removing taxeo wbieh were deterrent s to 

busiaes& recover.y. 
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You will re&eaber that about t.hia Uaa I cue back troa the Hill 

•~• ..tterDoon &Dd told .YOU that SaD&tor llarriaon waa upaet about t ha 

proposal to raiu the Oowal"llllent debt liait troa 45 to 50 billion 

c!.ollara. I told 7ou further that Senator llarriaon ha4 pl&DD.e4 to aalta 

a public atatement which •••e4 to aa would. not 4o t he Mainh\raUo11 

llfl good.. I told. .rou that I ha4 pha4e4 w1 th Senator llarriaon not to 

do &QYthill& haatil7 but to 41acuaa tbe aattar with you before COlD& 

aheAd. Tlll.e Senator llarrhon a,;ree4 to 4o and. you inn ted. hia to 

lucheon the next 4a;y. He firat accept.d but t hen aa14 he would. be 

1111able to co,.e to lUAcheon but would. lllce to coae to 41ecuae the aathr 

ri th you &t f our o 1 clock i n the afternoon. He CN!Ie &D4 you pereua4e4 

hi" t > "!'Proach t he aatter eautiouly. He 414 not ea;y what he -.. 

going t o do but I certainl7 got the 1apreu1oD that 7011 had auccee4e4 

In gettlD& him to hl:lper t he etatement he ha4 in ai nd. aaltiD&• Ji~Uall7, 

he did. "'alee a etahaent which I thiDlc appeared. 1D the Preaa OD 

Tburada¥, Jebru&r.Y 2Jd.. That wao hia eo-called. eeonoar blast, and. it 

is poasible that the Prellclant aq be contuai~~& th&t otataaent with 

tha tax matter. 

The !irst word. troa SeD&tor llarriaon on tuea, ao far u I lalow, 

wu a&de public on llarch 3c1 and that waa a 'Plenclicl atateaent aad.e 

Jointly with CoDgrea- Doughten, ill which ha ofterecl .,.er7 cooper,... 

tioo to the A4ain1str at1on ill ite obJectiwe of 1 raia1a& &4c1itioD&l 

re•enuoo b7 reaowin& d.eterrenta and. encouragin« 'buaineao enterprlae.• 

Right here, at t.hia Uae, Hell aeeaed. to break looae 1D the 

Ad!alnhtratioll circlea, and. we found the tax prouaa upon which wa had 

been world~~& conocient1oual7 tor aore th&D eight .:onthe right ill the 

center of thia thin« called. 1 a:ppeauaent. 1 You and. I lalow th&t we 

ha•e beell aotiwated. by one purpoae, &Dd. thtlt baa beon econoaic reco ... r)' 

for our colllltr)' ancl that we h&we wanhd. to 4o nar.Ythlll& poaai ble to 

help the A4ailliatratioll b.Y ad.wancinc reeower.y. Doubtleaa the Prea id.ant 

•a• told. th&t we were a part of the acOilOIIT bloc in Concreu, and abo 

a Pftl't.Y to Harry Hopldlla ' aoT .. ellt towarcl busilleaa appeaa•ent. 

lhet her wa were .,-.pathetic to theaa ao•ementa or not ia beaid.a the 

poi nt, the fact rel:laina that we h&wa eonaiatently aailltained. our poliey 

of "lnding our on buaillua ancl aot coin« outaid.e t he !reullr)' 'lllltt1D& 

Int o t he buaineoa of othero. 

It ia, therefore. •or7 clear to me th&t in all fair~>o aa t o 

Senator Harrleon and t o the facta, :rou and. I ahDuld. be williD& to .. .,., 

•hattYer reeponaib111t7 reate upon ua. 

I aa encloal~ harewi th a propooe4 letter clrattad b7 Herbert Gaaton 

._ · I al lo • 11..-bart'• idea 
&nd " " for you to aend. to the Prooid.ent. ao enc • 

ore pooaible clratt of l etter troa the Preaidellt to Senator Harriaon. 
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.Athr rou ban reiiA tM .. , I will tall< to 1011 on the ielepbone 1t 

rou .ritbo 

II)' lon to 701& and ntaor. 

UtecUoaatel.J", 

J ~~· ........... Q.Q<o• 

!ho l!o110ra 'ble 

!be Secretar7 of the !reaeurT• 
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l baYe ..... , .. \he l'rHlteat'• le\\er \o Pat llanieoa of 
llereh 2h\, Pat lloonieoa'o h\\w \o the Pr .. tte\ of \he :!lith ... 
\he Pr .. tbll\ ' e •-....._ \o ,.._ 4ated llaroh ~5\h, with -t· ..,.,, 

""' fl•w'w•\al _ ... , .. la \he PrHt4oot•a poetUea witaa 

- = .. J 

,...\or llal'rteoa h that .. ,.. et Ule faote will ......,. ou t hh eoet­
U ea t hat t hh 'P...,... ol'tl!laat., wi\11 Seaa\or J!arrtMa. '" aa4 1 
....... flall ... u that llet\h.or et ... .... 8r u-.... \ ha tu provw wi\aa 
P•t ltarrhlea pl'ter \o 0\1!' ••UIIC a\ the ~'• Booaae oa llueh 9\h. ,h tao\ Pat o\atood e.phaUcal17 IWII'al Uaea \o Ule Preet .. at, -.at ..,..,. .. u, \he Preel .. ost baa fllt14 ta liSe alllil t ho \hou411t t hat 
Se~~ater Hanteo11 baa Ht a v.., ... t hat t h .. e wueaUoao are Me 
t aet...t of ..,.,, Ia t he ftret pl-, \hel'l te ao\htac u 1!1al aloo,.at 
t be """"" .. ' et rlplal ef \he oorperate teua all4 tlte ft\e\1 tuUoa 
therefor ., • n .t oorperattoa ta.a. ,te .._ ..... u oa baa -.. 
-s-17 _.. ll7 llftl7 llulao" orpa1 aatton oalll~~ot oa the ,.......,., 
4ai'SIIC tho put oleht ••tho. 'I'll -uoa oD17 a '"• ... """• wl't ttea 
reeoa r .. d•tloaa tr.a the Jatloaal ~- of Ooaaoroe, tho ~ttoaal 
AoeoolAUoa of II....,M\ar"t'o, &114 llan7 llopk1osa 1 lldwho17 -•n, pluo 
UT _...,. of tw'lwlnal ta.a n:par\1, IIUah .. toNer Uos<lor S.cret&rJ 
11111111 aat tho -l•u• eplalon of \he !r-7 aWt. Jl\uothar, all 
of \hale .._..uno lla4 \eea w1 .. 17 4teou.ooood ta t ha , ,..... prior \o 
tll.e ,,._ ~...,. -tliiC with the PI'"''"''· So \hll'e h ao\111~ lllllllnal 
ta the , ... that Pat wul4 baYI .._,. of \hoH n-"""tlou. 

I .. ,, \e 70'D \he f ollowtiiC tna t.'>e tli'Ot 'P""IlCI'-..h of the 
P,...t4eat'e _,....... to ,..., ~. potat of t he 'Oholt tlllrac h \ hot 
IUCII'Ietleae fer the repeal ot 1hhi'!'Mt tuea1 wore .... ll7 S.Oter 
Rarl'teoa. 'lbeeo, ao I ,.....-..,., aateda t ed U¥ a\At-\ lir 70W. that 
tho ft\JM\ ..., \oliiC otwlted. • So t..r •• I ll:aow \llo ,.,. .. , Wo otete­
_, te a\oohta\7 ,_,.,...,, S.Oter llan1eoa alldo ao •"''-' a'lrft\ 
,,,.,.,._, tano otU..r J"llillo17, er eo tar ae I ll:aow, 'Prlftt•l7· fto 
·~- of -" -.. ao follow! (1 ) tM h'ool .. D\ '• a tat-a\ \e 
tho Preee on Jol1Nar7 17UI a\ ll4:f ... tl (~) 70UI' etat•trnt at "f'IV Pr­
Mafor- o• r ow...,. :?34 a'lrft\ - uradrac lEad- lir ,....... .. 
.. -.r r•h tl'oa \he \u a\na...,..l tollowot l!r (3) P.aft7 Hoplr:he' eta\e­
... , oa ro~7 2~\h ealllftl tor a raaowal at ••terroat tazoea aa& 
(It) .. \ o...t~atoa'• -'• '-' oa \he - .._, ,_..,,.. •operattaa 
n ~ of t he 'l'qw aa4 lloana Ooaal "" wt tal \he hol'o\UJ et taao 
!r-14'7 ta kh o\J,.otho of r-nrac -... .. ola!M _,.. .. ,.,.. .. ,, \e 
..... ta_ 1'-••"7· 
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, .. nu , _ _,. ._, ••• *• u.. 1 - '-'* ,_ ~ ant 
... .,,_ •• - .. u ,.. .... , ....... w.rn- - .... , ...,, \he 

,.,.Ml w ,.,.. .. .u ...,. •• .. "' llld\ ,_ 115 w , "u•• 
.. u..... 1 \o14 ,.. ,..~ .... , --- llaftot- w ,.t-........ 
• ,.uto •'*'-' *'* u••• .. • ..t& eo\ .. \ho ~•\I'•U• 
.., .... 1 \aU ,_ Ula\ l 111M .,1..,.. wl .. S..\or ftanot- M\ \a 

~ ..,w .. hM\111' "-' \o u-•• ''- •"• wl .. ,.. Ware ..... 
o11ae4. 'l'blt S-\or llalrrt- ..,.,,, \o &a IUI4 ,.. tnt w 111• w 
t.ebto• \ !It au\ tq, lie ttn\ _.,._. "-' '"- .. u 111 wnl& ~ 

-"'• to c .. a \a l•chaa "-' -.1& lUra w - \o ••-• ..... , ... 

ot\lltou a\ four o'ot•• ta \he at\-a. R. -..,.. 1001 ,.......,... 

111• to appro&Oh , .,. -u ... -.u ... !J'. lla au ao\ ._, wlla\ ba -. 

ptiW! \o .. w\ 1 oorWal.F ce\ \he liiPI"Oadaa \ 11&\ ,_ ,_ ......... .. 

1a contac hl• w ,...,.,. ~ ... ,_, he 11&4 ta atll4 Mlrtq. 'la•117, 

ht 414 u1<a a 1\a\-\ 81U. l Wlllr ....,..,. .. ta \ be h .. a ea 

na.to4.,, , • .........., 2)4. 'l'ba\ wao 111• __,_la4 t OOIMit¥ 'lao\, _. U 

II potttUa \11&\ \he,......._,, M!f ~ •at.ot .. \bat a\a\-\ wl\1> 

tbo \ax u\\11'. 

Tbo ttn\ .,,.. ,.,_ 11-\or l!ai'J't .. a oa \alee , eo tu u 1 lalaw, 

.. , wo ~M~'Uo oa 11are11 J4 aa4 \ha\ wao a 11Plea414 .,.,_, .... 

Jola\11 wl\1> eo..,. •• _ n..cts\oa, t o whtU. be otfora4 ... ...., ..,... ... 

\loa to \bo Aaltah\r"'toa ta 1\t •'Jeo\tft of 'l'aloliiC .&41\loul 

.,._, • ._, •-nac &ohrr.h ................. "« ........ ,, ... ,...,.,.. ••• • 

Rlp\ bOI"o, a\ \bh UM, Rall . ...... \o wMl< loooo la \be 

.w.tah\ rA\toa otrot .. , aaol •• t..U \lla \ax procr- a DOa *lob •• hM 

..._ -ontq ooaaeha\1.,..17 fer eora \"- otcM ••\he rlcb\ la \ha 

eon\or or Uoh \1>1 .. Mlla4 • .,,. ... _.,. • Tou aad I Jaoo• \11&\ •• 

ban 'oaa 80\ha\a4 "' OM porpaaa, IIJI4 \ bo.\ W -..a _ _.0 I'ICOYUJ 

for ov _,.,. ...a t ha\ .. "-• -w \o do na'7Wac ,.. .. nta \o 

btlp \ bo All81ah\J'a\taa lip ...... ot.,. ,._.,.....,. Dra .. laat \be Pnoll•\ 

.... \ol4 ""'' .......... par\ of \be _..,.,. 'loo 1a eo ............. alea 

• """' \o llai'J'r llal*l••' __ , ........ -.ut .... 111'1'--·'· 
1bo\h.,. .,.. -e .,_,.\be\lo \o \bee• ao.-\e or ao\ h beeih \be 

"lol, U.. tao\ .--tao "'-' .. 1wre oaaate\•\17 ala\&11114 av polllf' 

or ala4l "'! ...,. - wotaeo• ... ao\ ..... oahl4e \ he 77-'7 '111&\Uac 

lato \ ho lluolaaM of e\bo.n. 

1\ h, tbereiOI'e, .,._., el- \o M \be\ 1a all falraaOI \o 

!-""' Earrl•a ... \o \be ,.., •• ,_ ... 1 ,.... " n u tac w .. -
•hu enr reepoaol'lll\r rH\e ..,.a U • 

I • • oleo! .. borewl .. a .,...,.. ... ta\\olr ....,._. lr lai'MJ'\ Oeetaa 

..... for 7ft \o ..... \o \be PrMlUa'· r aloe oMla ...... , •• t•• 
of & POHI'l e 4J'al\ of le\Mr ,.,_ \be , ........ , W ........ llaJ'rlMa. 
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,..,.. ............... will ................. D '" ~·• e 

., s.... .. ,.. - •• •• 

......... .. ... ,....,..,...... .. 

,..., 

., ....... .a,. 
/of Jolwlh 

orieinal ;eat to Sec17 at 
Cloi;ter Rotel, Sea l eland J e;eh , O;. 
Cl p'fe to llcllu&h }:25 P.'IA. -}/29/39-
Sie 'r'• uJd wea to curT t hh 
aaterial to t ho Secreter7 -

Attacbaeato: propooed letter to 
PAt Barriaoa t o 'be 
oiseed bz Preoideat 
propoaed letter to 
Pre;ideat t o 'be ;lifted 
bz \!!.a Secret&J7 

Secr etiU'1 called JIB 3/30/39 A.llo u4 
;~ked that S\b par'il";ph of propotet 
utter t o \hi PreildiDt (t o " 1110-' 
b7 bia) 'be del ated• 
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carb~n copy to ~anea Uarcb 27, 1939. 

'!QI' : 

~::.rr : 

'J : 

~:J r: 

~ : 

~- Jr: 

'..' : 

!.!arch 27, 1939 . 
10 : 20 a.m. 

This i s - - I mean what I ' m going t o eay to you now 
i en 't ~hy I ' m calling. ! got a t errifically impor­
t ant letter froc the President I want to read you. 

Right. 

But bef:we tha t I Just r.anted to ee.y the.t I di~ tal.t 
to Preston Delano Just to give him a little 0at on 
t he back, you know. 

~ea . 

t'ow, here ' e a let ter froL, Pat "ar rison to the Pres i dent, 
~nd a long Jle tJorandwn from the Pr esident , see? 

Ves . 

~nd I ' ll r eed t his to you -- tnls i s the ~u1ckeet way 
I c~uld Fet it t o you , eee? 

v e s . 

This 1s date-t t l1e twenty- f'lurth , roceived a t the 
'Vhite ;rouGe the twenty-fifth . It is frorJ ?at ~e.rrison : 

''Uy 6"!\r i r . Pres !dent: 

"I am in r .. ceipt of yJur letter o f :.:arch 2let 
and t'lle Pnclosed <iata _>r epar ed by t.i':e ":'reerury 
DepartcPnt . ?nly because infer ences eight be 
dral'lrt in certa in )arts J f y~ur letter that t he 
enclosed data 9r epared by t he Tr easury De~r.rt­
ment was bAeecl on my suggestion and my r eiterat­
i ng what ! told you at Jur lart CJnferencP; 
nemPly , th• t I had not oeen and bad no definite 
knowledge until our c~nferPnc~ If t he suggAPtion 
Rnd r evenue estimates based thereon, both ,r ~h1ch 
were 9r P9Rren by the Treasury Department for t hP 
our Jo~e of d1~cuss1on and study . I d l ' not know 
until I received a 9bot :>etat1c co~y ~f the ~ro­
"'lOsale 11nd erti:na t es that the suggestion, 'a 
cetline ~1th two th~usand dollar llmi t atlons on 
t h e deduction of net los~ee f~r ~ther inc~me ' 
Pn~ ' allJwing the three-year carry Jver of net 
l:> esee ' h~•d been made or vrere under coneider~~oti~n . 
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•r had read in sever~l of thP ne~soaoers rumors 
th~t t he Treasury Department intended t o euggest 
that t~e repeal of the cap1tPl stock t ax, excess­
profits tax and the undistributed 9rofita t ax, 
and the eubetitution t herefore of a flat cor?orate 
t ax . I did not know definitely - - definit ely 
t ha t t hese suge eeted changes were Treasury pro­
posa ls unt il our confer ence on :larch 9th when we 
exchanged vi ews , at which time we were all agreed 
t hat regar~lesr of wha t e i ght be finally evolved 
1md r ecommended t.he scRller cor >:>r~tlons woul d con­
tinue t.o receive t bP sFce f a ir and b eneficia l 
treatcent. t ha t t.hey have received in ?rior t ex 
l:t!'E , and t hat the total of taxes paid by cor por a ­
tions t o t~e Treasury should be not l owered by any 
change in t he lar s . 

"At our conference I ar.ted t he Trea sury' s proposals 
and t he r evenue esti~ates b~sed t her eon becauFe 
of m..v desire t o know exl\ctly '"h< t they were and 
lr. order t ha t I might s tuds t he sugg~et. ions with 
a v1ev: t.o cooper~<ting ir. the formul l' ti )n~~i• 
any f air progr !lm of tax l P.f:ie l a t1on t hat might be 
eug!'-ested by t he Treasury Dep!\rtment . 

''I a ??rec1s. te ~Dur oencllng me t hi s dP.te mC! I show 
you my l'inoere desir e t o co0per 1< te who1eheP~rted ly 
in effeotuat.1ng t he pur posee announced by the 
Secret~ry o f the Trt>~sury t o aid buFinesFJ YTith 
the ood1ficP.t1on or elim1nPt1~n ?f any ~roviet Jn " 
of our tsx lawE w~lch act ae deterrenLs to bue 1nees . 

? ! t. :O.:Prr1son. 11 

"ello? 

Yeah. 

Now comee t hP. Pl'esi dent 1 e. 

Yeah . 

It • e a memorandum -- 1 t • s dated uarch 25th , !!emor !lndum 
t o the secret.e r y of t he Tr easury: 
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"I don 't quite know how this l etter from Pat 
Harrison should be answered . 

, :::a 
-~ 

"The point ot the ~hole thing i s that suggestions 
t or the r epeal of 'deterrent taxes ' were cade by 
Senator ~arrlsoo . These, as I r emernber, antedated 
any statement by you that the subject was being 
st•ldied. Thinll:l.ng b~cl'. I know you will r emember 
t eat the repeal ?f excess-orofits and ca?ital stock 
tax was eeriously considered both a year.sgo and 
t~o y ear s ago v:ithout any ;>articular obJection on 
t ne p11.rt of either youreel1' or myself . Thi s was 
b9eed , of course, on some aeeurence that the amount 
of the ir yield be made u.i) to tht Tr eReut-y i n some 
other way . Theref ore , there can ben~ serious 
objection to t ne statement on your part to the 
above effect, but I hesi t ate to have you or Hanes 
~ropose a substit~"e t ax f or t hese tr.? because of 
the dif ficulty of getting a ft<ir eubstitute t ax 
•·1t.hout revamping tr.c wnole t~x structure. 

"When •·e come t-:> the change in t.he ' sor ead the 
t ax , I am not r eady t o t Al'.!> t he _>?s iti.on becPuee 
I h!+.ve no information liS to which cor ])oratlon 
would be hel.ped or hur t by it , 11nC. •··e muet be 
very c!'rta in that any ection ?n this ..-ould not 

merely to the benefit of t.he very large 
corpora t i ?ns . 

"In r egard t? the four ?ropoeed cilbnges , horever, 
the elimina tion of what is left of the undistri but ed 
e~rninr:s t ax, I do not see how ~·ou and I could f'>r­
ge t or bury the t a ct that tro years ago one ?f the 
nr 1nciple reeeons for ~ovoort ing the undistr i buted 
orofite t ax was to orevent very r i ch oeople from 
leaving their eprned inco~e in cor,or~ ~ions 
toll e<". by them , t he effect Jf avo1-l. 1ns bJth 
~nd income tRX payments. 

"This ie a matter of fu.ndacental ?rinciple. 

·~or t his reason I hate to s ee you put in the hole 
?f propos1n& thesP ~hangee . It s eeos to me ?er­
frctly clear t hat tne origin of t he pr oposed changes 

was Sent< tor <;arr1Son hi mself. ~ran.tly , the pol ttical 
m1atnke made while I was with the fleet waE falling 
into Senator Harr1eon ' e trap . ?bviouely he tried, 
and tried with some suocese , t o make 1t a;>_;ear that 
t he Treasury was listi ng taxes wh1oh he believed to 
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be deterrent or r ecommending their r e?eal or 
r ecomcend ing a substitute ~r substitutes for 
them. 

"In regard t o these substitutes , it i s all very 
well to say, ' add t he necee~ary amount to the 
state percentage corporati~n t axes . But if you 
do t hi s you and I know that you will ettl".er step 
~n the t oes of the hundred 9nd fifty- three 
t housand small cor?or Pttona or you wi l l s t ep on 
the t oes ~f thP one t.houe9ntl ver y big cor;>':lr a­
tions . ~ny put your hP&d into that noose? 

~e eoe~n ' t c~mplete t oe t cuote. I don't know ~here 
he get& that q~ote from. That quote is left open . 

"The mistake cede wPs that 1n the first instance 
••e die n'lt 9 i n tr. i~ t l". ing on Senator "Prr1eon. 
Offer ever y k inrt 'l f ase1stance end in good fB1th 
give h im our 09i nion on wh.- t v·ould be the r esult 
of any cha nEe wh ich he had a~ked us to s tudy. 

"The last analysi e, the emount i nvo lved and the 
proposed chRnEes ie nee;l i gl.ble . '.'le are al l 
agreed that the cor pot'l\ttons as a whole continue 
to o ay the ssme amount of mon Ry t~ the TreReury . 
We cannot ~>.l loVI t he Adm1nistrk t ion to get behi nd 
any chane:e which ,.,ill v·U.M raw old abuees . 

(Signed) F.D.R. " 

'"ell , now, tl:e first t t. 1ng 1& - ther e s;,e i s , and I 
don ' t want t ? do anything for ~·enty-four hours . 

llo . 

:c;e1lo1 

Yes . 

You can gPt it typed and look a t i t. 

Yes . 

And I ' d be terribly ce reful 
limi ted number or peo~le in 

a 
to show 1t to/very 
the Treasury onlY. 

Well , I don't ~e ' ll ehow it to anybody tor t wenty­
f our hours . I t t1nk I ' ll talk to you ega1n aft er 
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I ' ve s een it stretched out. 

~:Jr : I 've got a perfectly good reason I ' m down here and -­
I -- as ! say , I can't remember who eai d what first . 
See? 

~::Jr : 

~_ .Jr : 

' :.Jr: 

f Jr : 

Well, Henry, I t t ink -- I honestly t hink the ?resident 
is -- i s m1e i nforced or i s hot -- be i s not in oosses-
~ion of all the f acts.. .. . · 

Yeah . 

As I - - ~e ! he~r it . I can ' t see it a t t he moment, 
e.nd .••.. 

r:o, you've got t'l see it and then you can -- when I 
t alk t o you tomo~row r efresh your memory, an~ ! can 't 
l:ll" cemory is -- J. ' m Jus t t. i r ed out. 

Yeah . "lell ••.... 

And . .. . . 

~e ' s -- he ' s wrons as to t he hl\ .,peni n5f as t hey ol'me 
ab')Ut and -- and, in my opinion, ! -- I don 't bell f" ve 
? a t "'ar rieon ever mRde any statement about taxes 
prior t o t he time t hP-t ::arry "opk1ne m<J.de hie ... ~e ech. 
I don 1 t think that -- I don 1 t t hink "~>rt·i<on cade any 
statement ~<bout taxes . Yo•J r ect':tber he sounded off 
when he came down her e t o t.al& t o us about t he f'orty­
f1 ve billion dollar debt 11m it. 

Yeah . 

~e sounded off on economy . 

Yeah. 

And t~~t had no t hing t o do with t axes whatsoever. 

Yeah. 
~d he didn't say anythtne about taxes until both t he 
~~ both you-- bot h t he President and you and ~arry 
Hopkins hlld all made etll ternents, end .voure . .1er..bcr 
Daughton made hie statement and Pat told ue t.he 
mor ning he came down her~ t o t a l k about the forty­
five billion dollar debt thl.ng, that he had made 
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no sta t ement, I r ather upbraided him for tha f act 
tha t he hadn ' t come in line and offer ed t o cooperate 
v;lth us ; so I think t he ? r esident hss got hie - - I 
t hi nk he ' s got his f acts a litt.le bit t~lsted there. 

~ell, I think t he t hing • ~ do f d i ·~ -- or y?u t o o e --
!F to sort. of Jot down, and use your own confidential 
secretary . . ... 

Yeah • 

. . .. ... and mRkA out a kind ?f a timetable vrha t d i d 
heooen. 

~ell , I ' ve go t that, ~enry. I ' ve kept i t nay by day . 

:vell, I. . ... 

And I ! •ve got .. ... 

I ' m gl&d you have i t . 

Yeah . Well , I ' ve go t t.hRt and I can give you -- ln 
chronolo,;ical order on t he datee and the time of day . 

·7el l, ••hy don 1 t you put t hat l n I. he ai r oail t.onlght. 
;;'lnd out at tthe l. t.!me the alr :::e ll let>veE for her e . 

I will. 

.~d 9ut it. -- I hhve not 00 1. lt. -- I ~een , thln~e 
a r !! ha;>) eni nto s" f&st t h1<t. I "n1<1 d!ctal.ed once w'len 
ve came back , y:>u r emember. 

Yeah . 

And I have not kept lt in chronol ogical ?r der. 

~ell, I ' ve got it . 

3ut a ft. er sll , ~hen you get all washed up 
lea~ ing ?ut t he difference bP.t~e~n t he ?res ident and 
?at., whi ch I can't remember, th~ interest!~ thin~ i s 
•,e says here - - he ' e all right on the - - h P. d?een t. 
?bject. t ? t.he r epeal . 

·-:e • s al l right on everyth ing exce;>t the und 1etr1but ed 
pr of its t ax. 
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That's - - that ' s what 1t amount~ t o . 

Yeah. 

See? 

Yeah. Well ••... 

And ..... 

~62 

Henry , we 1 re - - we 1 re awfully f ortuna te in one t hi ng 
a~d t ha t is t ha t wh~ t Pat says ~bout not knowing any~ 
tni ns about the ~rograc 1s absolut el y true. 

Yeah, 

And Ps I told you .. . . 

Yeah . 

I h~d never diecueeed ritb ?at any of t he detai~ 
nor any of tr.e tntnge that ~e wer e studyi ng here et 
ell . 

YP.ah . 

And so Pa t 1s absolutely telling the t r uth Phen he saye 
t ha t he kner nothing until he camP t? the ~1te House 
conference. 

Of couree, I can't agree w1 t h the President thPt Pa t 
is a s deep- dyed villain as he tries t o paint him. 

!lo . (Laughter ) No , I can 1 t myself, because I think, 
unless Pat is deceiving you, which I don't believe be 

" ould do • • .. 

Yeah. 

He hae been as fair and a s open about the thing es anyQ 
body could ,oss ibly be. 

Because if he was such a deeP-dyed villain , he could 
ha ve jumped on the President with bot h feet the o t her 

day. 

Yes. Yes , and be could have made t his letter that he 
has written the ?resi dent public t oo .••. 

Yeah. Which he he £n't done. 
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Which he ' s no t going t o do , I I'm sure . Pa t woulc\n ' t 
do tha t because he -- he wouldn ' t be keeo1ng f a i th 
with us if he d id . · 

:o~o .. , you se e, wher e t he ?resident, I t hink, l e ft hi m­
self unnecessar ily open was he never gave us a chance 
t o go over t he l etter he rr~te to Pet 1n advance. 

::o . 

so r•e hac\ not h1n6 to do v•l t.h 1t. 

That ' s right . 

And now he ' s 50t en ans~er from ?at end ha wants me 
~o h~l; al~ answer 1t. 

~"ell , ! don 't see -- ~-t the Cl')Oent -- r e '.l, I' l l ¥11\lt 
until I Bel' the letter IUld t hen - - then I 1 il get u.' 
f or you tonl~ht -- 1n t he mal l ton15ht I' l l senri you 
t he -- ~he order of events ac -- I'S the:' are j ot ted 
down i n my calennar. 

And s enr:'l 1 t a 1r oa il. 

I wi ll. 

~r. I tel l you whPt we 'd bptter rio - - just - - ! t hink, 
'""' h•we a •·e..v ,r !'l'ncHng lt <! o..n b;; s:oeclal ;>ouch . 
~ell LcReyno l ds to eend ! t down by pouch by Seab~ard, 
~ee? 

Yes . 

And t o t e l Pgr eoh my oust, , .. men !:er e a t Brunewl ck , eee ? 
::ac ;mows hOI" t o ch i t . Jus t tell hl m th~ t you wan t 
a S.JeCil'l l pouch t o cone <l o1·•n on t hat six- t v•ent y tra in . 

~eah . 

Oke . 

Yeah . 

And t ha t -- because sometioPs the a irplane do~sn' t 
C·:> me t. hr ougll .. .. 

Yesth . 
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And ~ha~ llac ~h?uld ~elephone my two customs oen down 
there . I have t wo men standi ng by - - that they should 
? i ck up ~hat pouch in the morning, s ee? 

Yeah , righ~ . 

Because I've had the a i r mall go through an~ some• 
~imes not ge t it. This is importent. They had better 
send it s?ec1al pouch do.n on the tra in 

Right. 

Let -- l et LcReynolds arr ang e t he details. 

Right. 

Ancl I 1 ll £>:!'t 1 t i n the morn in!' t hen , you see? 

Right . I ' l l get it ell tn t he mail to you this 
a fter noon. 

•.V'nat ' e t hat? 

I say , I ' ll eet 1t all i n the mail to yott t hls £1f t er­
noon . 

You mi ght t ell ~iss Chauncey s pouch i s comine no lf 
she has anything r'r :~s. L'rgentheu or oe, t ha t lt 
could come nown . You see? 

All right. 

Well, I ' m -- I ' m going to put t.hi e in the drawor . 
After a ll, t he President t ook tpn days to answer hle , 
I ' d be entitled t o fi ve days on t hat bais . 

I r ould t h ink so . 

It doesn 't bot her me, Johnny . 

No , I think -- Henr y , I think our-- I t hink our nose 
1c clPen . I oon ' t see a s anybody can -- anybody oan 
or itlclze Rny st~p we ' ve made . We 've been do i ng our 
work and doing it honestly end , I t hink , i ntelligently, 
so I ' m not going t o worry about lt, and ~on't you. 

I '~ not going t o worry about it, an~ I think you wer e 
smart th i s mor ning when you sa i d you wer E>n ' t goi ng t o 
have any pres~ conferences and l'v l ow. 
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Yes. 

This ie a dual between the President and Pat qarrlaon, 
and I'm not going to get caught i n the cross-flre. 

Rlght. 

0 . K. 

Well, thank you, sir. Good bye . 

Good bye. 

. . 
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THE SECRIETARY 0~ THE TREASURY 

WASHINGTON 

ll)t dear )lr. Preddentt 

I have r ecel.'ud your .-.randull of llarch 25th, aceollpallJ'i.Jl« a 
letter to you froa Senator Pat Harrison, deted the 24t h. 

I am aleo in doubt aa to how you ehould an ewer SeMtor Barr loon ', 
letter. It ~ be helpful to you i n pr ep..ri nt; e. reply 1C I review 
the fret • as I know them. On February 17th, while you were aboard 
th~ special train 1'\t ltey 1'eat, you told t he Pre10 in oubetance t hat 
bllaineae and induetey need DOt fear any new tuea at thie time . At 
cy Proe• conference on February 23d, t he firet conference I held after 
your tax statement Wfta BAde public, I t old t he Preea that I waa 
ple!lnd by your atRte.,ont and that for e:t part I abould like to eee 
the eoamittees of Congre~• look into t he tax lftw t or t he purpose of 
diteover ing whether there were any deterrent • to buaineae which could 
bt renoved. The following de)' at Dee l!oinea, Barr)' Bopkice adTocated 
alto the removal ot tax det errtmto to bueineeo. On t he oMe day, t be 
24th, Bob Dougbton ieeued a stat ement appro•in& what I bad eald and 
offerint to cooperate . 

I bed not diecusaed the matter with Harrieon un to the.t point, 
but I had sent him a aummar:r of what I eaid at the Preae conference. 
Fe Cl\Jlle to see ae the followi ng week and he and Doughton on llo.reh 3d 
aent ae a joint letter expreaaing approval of your tax atatement , m)' 

etate;ent, and that of Hopkins and offer ing cooperation. 

John Hanes e.nd I aaw you on l!arch Sth and proaeotad our tax 
Idea& and you arre.~ed for a eonfere~ce wi t h Barrlton and Je r e Cooper 
(Dou,;hton bei ng away) tha followin& de)'. Our recolll!lendationa to you 
l neluded the substance of the material later furniobed to Barrioon. 

At t he conference on March 9th, Harrioon r eferred to a propoaal 
to repeal the exceo& profi t a, capital stock, and undistributed proflta 
taxem and t o subs titute a re•iaed corporat e te.x aehedule, not a• hia 
ouggeotion but 

88 
one that be had heard · To rour question whether t he 

~re•ent reYenue could be preaerved under .uch 8 revioi on, be oaid thftt 

ht th~\l&ht it could be. 

I had been careful not to g1 ve out to t he nowopapera aDY detalll 
~~~tever a~ to what I r egarded eo te.x "det errente.• Vevertheleao, i t 
• • • • idoly known that Yari oua bueineaa orgnnicationt had auggeeted 
c~~·• of t bia character and apeculetion in the Pres • af ter m1 Pre•• 
eon!oronce of 7ebruaey 23d and Barry Hopkins' opeech centered around 
thtoe oarticular auueotiona. 'l'hil would certainlY otter adequat e 
tround. for Harrison ' • etatemont that he had hoard those thingt 

•uuoeted . 

'"7 - C 
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In Yie• of' \hie ~4, I do not th1Dk U..t •• can wee .. •­
full7 aa1nta1n the propod tlon bt th .. e u. ... oriclneted w1 th 
s-tor l!tlrrhon. I ebould not 8Taelt wut to a wid reapocal 'blllt7 
Cor icl UatlDC the ra&&eatlon that the oorporate tas etl'lleture 'be 

rerltecl• It waa not done at Pat !!arriaon'a wuaaUon. It wu _, 

om idta• 

.U to continuation of' t he r.....,t of t he Wldhtrl'buhd ~ro ita 
tax, 1 wet aq fraaklr that I 'belien the Senate l iJI&Dea Co ttee 
would be &.oat, if 110t qldte -!.Jioue~, aplnat u . It is arpe4 
that tho preaent epread h eo aaall U..t the tax }'u loat &Jl1 T&lue 

that it aq han had ae a ~eneattnc tas for J.1Yi~en4a wi~ld 
and that 1t1 hae little ~&ll1 nlue in atlaalaUng 4hi4tn4j 4iatri'bu­

Uo••• On the otbzr-:r d, •• haYe .. creattum• of teatl..,Dt that 
ito chief hoportane • that of &D irrlt&Dt It eee•• to ae that i te 
cbo.ndoDlllent would a geeture that would e genuinel)' 'beneficial. 

I aa enelo.tng berewi th 8T idea of a let ter in anewer to 
Senator Barri eon'a letter of Karch 24th. 

ra1 tb!ull 1 roure , 

Tho Preoident , 

!he 'lhl te Bouae. 

:sa 
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NE..IORAN OUII POR H.!l. Jr. 

oea r Henry • 

Here is a copy of ~ letter 

t o pat . 

F. D. R. 

• 
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llarch 21, 13~9. 

ooar Pat: 

In pursuance of our t wo recent conversations , I am 

sendiag you, os I prollised, a copy of the Treasury Depart.llent 

8gt~tes on •bat would be the results 1t' certain cha..,gee were 
mnde in the corporat i on tax l.au. 

I think 1t is only fair to both you and me that the 
situ•tion should be made definitely clear as follo~s: 

(1) Tbat you and I are i.., definite agreeaent 
Uw t the total of taxes ;>aid tu corpora tiona to the 
Tre&aur; should not be lowered by e.ey change t n the 
laws. 

(2) That at your sugges tlon we have had certain 
studies made or •bat ..-ould happen 11' the corporation 
ca~ltal stock and excess profits taxes were repealed . 

(3) That if the capit<u stoclc anrl excess profits 
t axes were repealed, bow would the aaount or taxes 
thus lost to the Treasury be made up tu an increase 
in the existing cor~oration income tax rates? 

The enclosed ;>hotostat copy received fro:o the Treastu1 
sho•s •hat • ould happen under your sugges tions , including an 
esti~te of u new schedule of percentage corporation i~come t ax 

r aLes . 

These estimates D.l.so take into nccount too other re~eal 
it~.-s •bien you spoke of (a) repealing the ~2,cnD 11rdtetion on 
tne ~e3uct1~n of net capital losses fro~ other inco=e and (b) 

dlo• ing a three year carry over of net loases . 

:73 

You will see f ro"O these figures that they present an 
additi onal }lroblem as 1 stated to you the other day . If you in­
cre~se t!te ;>ercentage of the income tux rate on slll4ll corporations , 

a verJ large number of t be:o "ill have to oe:y 1110re in ta.xea than 

thO"/ ?"¥ now. Incidentally , there are l5S,OOO of these very allall 

cor,orstiona , earning leas than $10 , 000 a year. 

On the otner aida of the picture , if you ~, not ralea 
the ">e~centage of income taxes on tbe alll&ll corporll tiona, you d ll 
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ban to iapose practl~ the 11hole ot the burden on the nrr 
large corporations - and 1t ..... to be a tact that 110at ot the 
d-..d tor re?iaiOil CONS troe the same V8r'f large COrporationa. 
!{ow will they like that? 

Honorable Pa t Barrieon, 
United States Senate, 
~asb1ngton , D. C. 

Enclosure . 

• 

Al w-.ra sincerely :yours, 

Regraded Unclassified



( 

JetlMW .. , lift_.• at ' •e;ue& •-... la 74 ............... -
(,.U,.. .... - ....... , eJ a ,_ 1"' -l-1~) 

11111'*77 • ftM a 

(1)..,..,. tale -.,lu.l oteelr Ml I 1111 pntUo '-1 

(t) lopMl tale t2,000 lblta'la- tllle • .._\loa ot •• upltlll ~ 

,... ..... 1•-• 
(3 ) .Wev a ~- .. ,.,.,.,.., __ of •• ~ ( laolM.lac la .. , looMe \Ito 

.. , •l'l~ la-h 
(- ) leplll U!oo ra• 1dar of tile ...... , llrgefttl- h II I kz (to 'M 

NPlMN -,. .., Ata U 1a ( 5))1 · 

(5) lalpl• a fla\ nta of 21 ~· ( iaol1J41ac .., • ., ( 2) ..a (J) .-..) • 

., ...... 
ot BNpNatloao ..._ lJI \U li.UlllU.., tall 

-·~~~~~-
tiD=pOla' ... 

1 I C.lW 1 1 

1 
!otal 

1 1- 1 . ..... 1 -· Per-t 
I I .. 1 - 1 

~~ ''·' 15.0 ~ 1.9 ~ 1~:1 
~·-

J,l &.g 
6o.J •• J:2 - ,,, - li.l 

~.o 11).11 - 5·5 - 2.1 

~·z UJ.T 21.1 - , .. - 1.1 

IJ§t. VJ.,\ ~.z I 51.9 I 9.1 

1,\32.2 1.011.) 120.9 llll.g I "·' 
- '·' - lll1tll ll!a9 zJ -,..,, -
l,lf5.) ~-5 155·• 1 111.0 I l.t 

leU•tot tea ...,_, r.r l- ._. paU • ~ _.,.._ -' u. •· 

,.._•'-· 
•u.,M _. pelt "»' _. tenaU arpewatu-. 
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f H E W H I T E H 0 U S E 

Washington 

March 21, 19~11 

liEliORANDUiol FOR H.)(, JR. 

Dear Henry : 

Here ie a copy ot _, letter to Pat. 

F.D.R. 

{copy we ) 
original i n Di ary {made ) 

co - McReynolds - Secretary called 
McReynolds and McHugh ~/~1/~11 
and told them that JWH had 
promised to aend b.im a copy­
has not been received . 
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Karch 31, 1~~ 

~pursuance of our two recent converea tione, I a• eending you, 

I proet.ed, a cow ot t he 'l'reaeury Depart•ent eeu .. tee on what 

~uld be the reaulta if certain ollangea wer e llllde in the corporetion 

Ul 1•••· 
I think it 1B only fair t o both you and M that the ettuaUon 

{bDuld be ude definitely clear as follow a: 

(1) 

(2) 

(3) 

Tbat you and I are in definite agreement that the total ot 

t.axae paid by corporation• to the 'l'reaeury should not be 

lowered by any change 1n the laws. 

Tbat at your euggestion we have had certain studies aade of 

what would happen if the corporation capital stock and axcea 

profits ta.xss were repealed. 

Tbat if the capital stock and exceea protite taxee were re­

pealed, how would the amount of taxes thus loet to the 

Treasury be made up by an increase 1n the existing corporation 

income tax ratee? 

The enclosed photostat oopy reoeived f rom the 'l'reaslll')' shows what 

"uld happen under your suggestions, including an estimate of a new 

,,eo.eat••• or percentage corporation i nco•e tax rates . 

These estimates alao take into account two other repeal items whioh 

pu spoke of (a) repealing the 12,000 l1•1tat1on on the deduction or 

oet capital loues f r om other income and (b) allowing a three year 

e&rr1 oYer or net losses. 

You will eee from theee figures that they present an additional 

problea aa I eta ted to you the other da,y. If you 1noreaae the per cent­

~~ of the income tax rate on emall corporations, a very large number 

' r them will have to pay 110re in texee than they pay now. Incidentally, 

lhere are 153,000 oC these very a818ll corporatlona, earning leu than 

I!O,ooo a year. 

On the other aide of the picture , if you do not raise the per cent­

~· ot income taxes on the emall cor porations, you will have to impoee 

Pl'•ctlcalq the whole of the burden on the very large corporations --

~ lt seems to be a teet that most of the deund tor revision oomee 

• · O~ the same very large corporation•. How w1ll they Ulr.e t hat? 

~'norable Pat Harrison, 
~lted Statee Senate, 
&ahlngton, D. c. 

Al ways einoerel)' yours, 
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llaroh 31, 1!139 • 

IIIIIOUDII :roa B .v. n . 

Here h a oop7 of q lethr to Pat . 

J.l).ll . 
• 
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lfarch 21, 1939. 

Doar Pat: 

In pUl'oU&IIce ot Out' two recent oon-reroaUono, I ..., oendlnc 

r ou, &I I proaioed • a COPT ot the 'l'reaour;r Dopartaent eoUMtU 

on what would be t he raoul to it certain change a were udo 111 

the corpor ation tax lawo. 

I think it 1a 01117 t&ir t o both 70u an4 me that the oi tution 

ahould be M4e definitely clear ao tollowo: 

(1) '!bat ynu and I are in definite agoeaent that the 

total ot taxee paid b7 eorporationo to tho 'l'ra&•UZ'7 

obould not be lowered b7 &117 chanco in the lawo. 

(2) 'l'hat at TOV •ucceaUon we ban bad certain otudiu 

made ot what would happen it the corporation capital 

s t ock and exceoo protito t axoo wero repealed. 

(3) 'l'hat if the capi tal otock and exoeoa protlte taxoa 

wore r epealed , bow would t ho ...,.unt of taxeo tbwo 

loot t o the 'l'roaour;r be .ade up b7 an lnoreau ln 

t ho axhUag corporation inoo""' tax rateoT 

The anelooed pbotootat cop7 recel 'fWd f roa the !reaour.r obowo 

what would happen under fOUl' ouc,;eatlono, inol\¥linc an eoUuto of 

a now ochedule of percentage corporation lnco• t ax ratee. 

'l'bese ootimateo aloo take lnto account t wo othor repeal iteae 

• bleb you opoke ot (a) repealinc the $2,000 llaltatlon on the 

4oduetlon ot net capital loeaeo t 'rOm other lncoDO &114 (b) allowlnc 

a throe year carr,y o-rer ot net loeoeo . 

You will oee from t heoe tlcureo that the7 prooent an additional 

problea ao I etated to 70u t he ether 4&7· It 70u inerea .. the 

porcentage of the incc• e tax rata on oll&ll corporation•, a YIJ'T 

large nuaber of thea will b&Yt t o p&T aore i n taseo than the)' p&1 

now· I ncidentall7, there are 153,000 ot t heu -roey o-.11 corpora-

Uono . earning leu thaD $10,000 a 7e&r• 

On the other oide ot tha picture, if JOU do not raiu the 

percentage ot incoae taxeo on t he llllall corporatlono , JOU will haYe 

t o lmpcoe p l'l<cticallt t he whole of the burden on the ... rT larce 

COrpcraUono - and 1t oeemo t o be a tact t het aoat of the 4-"' t or 

reYllion coau from the eue -reey larce ccrporatlono. Bow will the7 

like tlaU 

lion. PAt Barrioon, 
Cblted Statao S&DAte. 

_78 
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JR 

Secretary of State, 

'.lashin3toh . 

103 , April 5 , 2 p . m. 

i!y 88, l.larch 24, l p .m. 

GRAY 

Rio dt Jo.ntiro 

DatEd April 5 , 1939 

Rcc ' d 2:08 p . m. 

Tht nc-·1 Dirtctor of thE Exchange 1nfcrms mt that the 

Bank of !:lraz1l vrill clost cxctan;s t today for maturitiEs 

ancl daily q11otas for FEbruary 14 , Ht statts t hat ht 

will endeavor to allocate txchangc daily pEnding 

~romulgo.t1on o f the new exchange legi slati on. Please 

inform DEpa~tmcnt of CommercE . 

SCOTTEN 

CSB 

:.. 79 
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M'URE ~ Of 'l'B! PRJSllliiiT 
Rnieed to ~ril 6, 19M 

ll 10 - ll:l!j a ... Arri n Un1011 station, Washil18toa• 
.:t1 12:00 noon, greet Easter egs rollere tl'OIII South Portico, 

l.PrU u - 11:00 a ... Pan .Am8rie~m Dey Speech (natio~~&l ho~) 
2::l0 p.m. ldt . Vernon addreaa (national ho~) 

15 - Gridiron Dillller 

17 - Open ball gDIDe, Washington , 3:00 p . L 
6:00 p.111o Address to National Parole Conterence , 
Eaat Room (national hookup) 

20 - 8 ::30 p .m. Am&riean Soci ety ot Newapnper Editore . 

26 - 10:00 a .m. Address llhite House . Conterence on Children in a 
OeiiOCrac:r. 

28 - At Hyde Parle - Rsceives NorwegiOll Crown Prince and Princess. 

!80 

30 - Nonregi ans leave in a .m. The President motors to Fair - speech -
return to Byde Park by 6:00 p ,m, 
6:00 p.m. - Crown Prince & Princess ot Denmark at Hyde Parle. 

1:o1 1 - Danes lean. 
Dedicate new Post ottice at Rhinebeck. 

3 - Return to Washington. 

(?) 4 - Cbmober ot COCIDBrce Dinner. 

5 - Pr$sident ot Nicaragua at llhite Bouse , 

6- • • • leaves llhite Houae . 

7 - Pr11De Wl11ster de Valera a t llhi te Bouse. 

8 - • • • • leaves White Houae . 

lO - 10:00 p .m. Rndio broadcast dedicating new building ot the 
loluaeum ot Wodern Art, N. y , 
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!V'l'URI Elf0+!!8C!!ftS " '1m PBISIJar 
RBVlBID 'rO qril 6, lllllll 

Jtat 8 - i!lJIS 11114 Qlle ell at bgl end a1; 'lb,1 ~· Bov.aa 

9 • JUAg oD4 ~an ot ltnglend la&Ta White Bov.aa 
'!'he Predda.t leaT .. 'lb.1ta Bov.aa tar a,da Parle 

10 - ltiDS 11111d ~an ot Engl.e.lld a1; HJd• Pal'll: 

u - lt1llg ad ~an ot !!ngl e!!!l l ean a,da Peril: 

28 • Coa.tereD.Oa ot ao..rnore - lUD.CllaCD at a,da Peril: 
(Wra. Rooeanlt t o act 1t the Preaidant not there) 

Jof, U - V1rg1Di& W.l1tar, IDatituh - apaacll. 

181 
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.April 6, 1939 

To: !he Secreta>7 

rroa: llr. llaDea 

Dr. ller bert J'eh called me 011 the telepbo111 to eay that t he 

Vene:uelan GoYel'llllellt h preui"& hia to ban the 'l're"1ur7 1end o11e 

or teo aon 4ow there to help the11 w1 th eu1t0111 and to &dYi ae on 

1110netery problema. 'l'be '1'reaaU1'7 hAd euggeated t o Fail the naaeo of 

teo :oen, Schmidt and Splogel, but be tb1nk1 that neither one of thee 

baa the oxperienee or the b&elq:round. However, he beltene thnt 

282 

S:r~idt eight do as t he a ecoDd a&n• Dr. J'eia aaid thAt the VeneauelAD 

!.option bad told b1a thAt if we could not help the11 the)' would probabl7 

aok the OerJIIMO to do eo . J'eh abo eta ted that he thought 1 t ney 

lapor t311t that the !rea8Ul'7 Department deYelop a Latln-Jaerlean eection 

and that t he State Department would be glad t o b8lp us tlnd the right 

e on. I dheuafted tbh setter at the 9:30 mutln& today and llerey 'lbite 

1\lg?etted the name of Dr. Wernette of the l!aMerd Buaineoo School a s • 

])O IB1bi U ty t o undertslce tb1o work. I t hlnk .Areb1e Lochhead bat been 

In oozcunieation with Kr. !ricgo of the st ... te Deportment on thia 

nntter. I baYe t old Dr. J'e ia that we would try to get an anawer for 

him Juot ae 10011 ae JOU return. 
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April 6, 19:59 

D•&l' ~~ 

JWFT JY.u Jla•' ealle4 .. uld.• for a -u• -.._ 
. t he ..-s .. • .Sp\ lie oe.....,.e4 wUh ~ ooaUINe4 ~ 

ta \1M •'-* IIIIJ'b\, Ia h ...Sa .....-.u .. th• poaH!Iue of 

uovl u... l ...S• Nler to ., -•1'11&\Soa wUh Jft u& 

re-oo•eM \!Ia\ ,. W* ..Soul¥ alft\ \w Wap wllllell 

!001&14 M .-.ra117 Mlpl'lllt (1) ..._ .. \he foret.p llqt• 

10114 eelll• - ~ pS... la \M IMII1ret. J'or lae\aaM, 

41&1'1• ~ JIM\ r .. '-"" ttl \ha llreald• llal'lt•\, ferllp-

ba.,. M\Mll.J "- '-Jlac n llalUMI (2) l Wu U alill\ \e 

ad'lhallle fer \!Ia 1'Meral .. ....,. \o uplere ~ po""llllll-, 

of lewertac -&1• r...,.&-'- ... aaJt• II'Uh ··-o••• ' a\ 

\hh \1M -.tab .-14 allwla\e \ h• fean of a crea\ ..., poople 

•.., o" .. -. oa e..vlu ... l\ le IUI4ou11\e417 -sac • 

pea\ hAl II MGriflM •t e..ri\lM la th• Mrk•t a\ \ha 

pr•e•\ u... Jfii'FI fNIIIr or .... ...., tra• \h• no will p \ 

la '"* wl\h ,... •• ....._,, 

/of J ohn H"""" 

'lila lleaorallle, 

he ·-·\ar)' ., th• Yl'-=>r7· 

or! g. t o Sec1y In pouch - 4-6-}9 
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John 
Hanee: 

HliJr: 

R: 

I!IIJr: 

R: 

HJIJr: 

H: 

HIIJr: 

H: 

HliJr: 

H: 

HIIJr: 

H: 

f!IIJr: 

carbon COP.J to Kr. Ranee on April a lft•ft "• ......... 

Yeah. You want that. onl 

Yeah. 

All right. . 

All eetl 

All eet. . 

April e, 19~9 . 
10: 21 •.•• 

You'Ye got -- who is all there? 

:84 

There'• KoReynolds , Ed Foley , Herbert Gaston, and ae . 

Fine . The reason I asked you t o get together ie 1t'e 
easier tor ae and t h1e is ta1rl,y a port.ant. I -- can 
they hear me? 

Yes. 

I talked t o the President laet night and he'd read all 
tour lettere. See? 

Yeah. 

And he a eked me what I thought, and I started to ex­
plain t o h1a that under the ci rcumstances that we -­
that there wasn' t aueb elee t or ·ae to do, eYer.ybcdy 
being 1n taYor o t doing the stock 1n th1e way; although 
that. -- .;, understanding wee not the regular way it 
was done . Well, he didn' t. let me get halt through .;, 
sentence, eee ? • 

Yeah. 

And he said -- well, thie 11 the way -- he kept eaying, 
1It'e up to ae, ien ' t. it l Up t o the President to 
decide"? And I said, "Yee.• So he eaid, •well, thie 
ia what I'd like thea to do . • He eaid, 1 I don't care 
whether t.went.y-tiYe a1llion or thirty ailli on, or --
or what t he figures --• He eaid -- I tried to explain 
it to hi&. He said, "Ko,• he eaid, •the leee I know 
about. it the better. The leee I know about the detailef 
But -- and I wrote down atterwarde, he said, 1 I think 
that we should get a letter troa Giannini saying that 
either i t the Coaptroller'e ottioe or F.D.I.O . , or 
Federal ReserYe, or any other agenoy that has the 
authority oyer bank exaaination, should think in the 
future that the Banlt ot AJier i ca , who are payi.ng out 
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H: 

HUJr: 

H: 

HIIJr: 

R: 

HIIJr: 

H: 

HIIJr : 

- 2 -

diYidende, ie i~airing ite oapital, that the Bank will aar•• to withhold the pay•ent ot euoh diYidend•. • 

Now I -- eeYeral times I 8aid, •well now, don't you 
want to hear why Jone1, the Comptroller, and Ranee 
teel that - - that thie i1 a good thing"? And he 8aid, 
1No,• he 8aid, •won't you plea1e do 1t -r war ' ? And 
he 8aid that t wo or three time•. And I eaid, ' Yee , 
I'd be delighted to do it your w~, but don't you want 
to know wh7 they'Ye oome t o thie oonolueion1 ? And he 
eaid, "No. 1 He said, "I want the• to write you euoh 
a letter 80 that your requeet that -- or rather the 
Coaptroller'e request ot laet tall that they do not pay 
the diyidende, .••.• • I don ' t r .. ember what the word 
wa8 he mentioned -- but -- I don't know whether he u1ed 
the word "plausible" -- he didn ' t uee that word, but -­
oh, •eeem reaeonable 1 - - I don't know, he ueed eo•e 
other word. At least -- I'll have to put_, interpre­
tation that -- that auoh a letter-- I'll h&Ye t o put 
my interpretation on it - - would 1 ave taoe•, you •••? 
Yea. 

So -- I tried to explain that it would eeea -- that it 
would be ditticult to get euoh a letter and ae I eay 
he kept interrupting. He'd eay, •won't you please do 
it ray way"? So I said I ' d be glad to and I'd be glad 
to transmit it to theae people and that -- to you, and 
through you to the Comptroller and the Federal ReeeMe, 
R.F.C., and F.D.I .C. He was thoroughlJ 1nei8tent that 
he wants euoh a letter. 

Now, let •• see it I •• • ••. 

He 8aid •It's up to the President to decide.• And I 
eaid, •Yee. • He •aid, •well , I want eucha letter. • 

Let me ••• it I understand . Now, that letter -- he 
wants -- he wants Giannini to eay 1n a letter to the 
Comptroller that i t in the tuture he ' s about to PAY a 
diYidend and the -- and the Comptroller think• 1t ' e an 
un8ate and uneound praotioe • • •.•• 

Right • 

•. ...• that he will not pay 1uoh a diY1dend. 
want 

That's rigllt . And be doeen'tfta to put any money into 
the banks until we get euoh a letter. 
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H: 

lQIJr: 

H: 

lQIJr: 

H: 

!OIJr: 

H: 

HIIJr: 

H: 

HMJr: 

H: 

HllJr: 

H: 

::. 86 

- :5 -

Wow, another thing -- ~ou aentioned F.D.I .O. and -­
a.nd Federal Re .. rYe. 

Well, he eald thle. He eaid, 1 I don't know the de­
taile,• but he eaid, ·~Federal ageno~ that would 
have the right or the authorit~ . · 

I eee. Well, that'• the Ooaptroller and the Federal 

ReaerYe. or oouree, the Federal ReeerYe ooming in 
under section 30 to -- to try the oase arter the Comp-

troller has built the case againet thea, that '• where 
the Federal ReeerYe ooaee in. 

Well, he said -- he aaid to me - - he eaid •r don't 
know tb"e details, but• be eaid, ·~ agen~~ that would 

have the right to 8&3 that their -- that their capital 
wae impaired through payment or diVidende • •••. 

Right. 

••• •.• should be included. • Now, would that be the 
Ooaptroller • ••.. . 

That'll Juet be the -- that'll Juat be the Comptroller 

and the JI' .D.I.C. 

Well , he - - he eaid, 1 1 don 't know the details. I 
don't know the practices, but whatever Federal agency 

would have the right t o say t o the Banlt or Aaerica 
that through the payment or the dividende your capital 

wae being i~aired and that ir tbie agency reels that 

-- that by either withholding the dividend , or reduc­

tion or the dividend, that be, Giannini, would agree 

to it. • 
can 

Wall, I tblnlt w~ get h1• t o eign euob a letter ae that. 

What1 

I think we can get h1• t o aign euoh a l atter ae that. 

Well. •. .•. 

I don't - - I don't eae wby not, because the Coaptroller 

bae got the authority to atop him rroa paying a divi­

dend theoretically . It' • a damn hard thing to 
but theoretioallY be'• got the right to etoP h1m 

and the r.D.I . C. hal got the right t o rerusa to 

guarantee depoeite. 
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JDIJr: 

H: 

:nur: 

H: 

: a1 

Well, tlw President -- I oan't put it too et.ro1161Jr 
that -- tll&t this ie wll&t he wanted and tbat he woul4n 't 
ann -- \1'7 - - let .. explain~ 

Yeah. Well, HeQr7, I don't think that's eo bad. I 
think that's all right . I think that we ol.l8ht to be 
protected and f ortified. I think he • e right that ~. 
I -- I agree with hia, and I thinlt we oan get it. 

Well, of course , I -- I think it would be wonderful 
it we oould get it. 

Yes. Well, I • .... 

HIIJr: I think it would be wonderful. 

H: I believe we can get it. 

H: I 1ay, I believe we oan get it. I don't eee anything 
bad about that at all. 

HIIJr: I would eay that he wae adamant about it . 

H: Yee. Well, that'e -- tbat 1 e the answer. We ' ve got to 
-- we 've got to get it it we -- it we want to do the 
Job 7ou've got to get it, t hat's all. He wants to 
be won't sign it any other • •••• 

HMJr: He 1aid, •well, tbat'e -- then that aaltes what 70u 
people try to do 1n the tall consistent. • !bat wae 
what he aaid. 

n: All right. !bat's true. 

HIIJr: What 1 

H: I eay , I thinlt that' e true. 

HIIJr: See? 

H: That's what we were tr71ng t o do 1n the tall. !bat'• 
right. 

HMJr: That -• what he said. I wae tr7ing to grope tor the 
word. 

H: Yah W.ll, I th1nlt that ' • all right . Ot cour••··· · ·· • • 
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H: 
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H: 

IOIJr: 

H: 

HKJr: 

H: 

HWJr: 

R: 

!OOr: 

H: 

HIIJr: 

H: 

- IS- :sa 

Ae I eay, he - - I wae trying t o give hia the viewpoint 
ae I undaratood it of you people, you eee? 

Sure . 

'l'o try to be fair. 

Sure. 

But he wouldn't even let me do that . 

Yelh 

And he eaid, "The leee I know about the detaile, the 
better.• 

Right. 

Now -- which-- if I wae writing a let ter I 'd eay, 
•Paragraph -- which hae happened - -what 's happened 
111 Jue t what I prophesy what would happen t o you. 
That by J~ Roosevelt sticking hie neck into thia 
thing, the President hae gotten tough on it. 

Yeah. 

You remember my eaying that? 

Yeah. I do, yes. 

Wbatf 

I do remember, yes. 

I said, 'If Ji~ pute --what will happen ie,• I 
eaid, •the Preeident ie going to get tough on thia 
thing. I 

Yeah. 

Remembar a:t eaying that? 

I do, yea. 

Well that' • now that'• Juat what'• happened. 

Well now, I I understand that all right. And 
wait a •tnute, let .. ask theee other people. 

(Pauee) 
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We 1Ye got that all r ight, Renrr. 

Now what I thought was thi e. In order to aake it eo 
there '• no queet1.on, I thought t hat eomebody - - that 
you and Foley ought to 4raf t such a l etter and then 
eay, "Thie i s what the Prest dent wante . • And giYe it 
to the Comptroll er , and ~o Crowley to O. K. , and t hen 
send it out ther e. 

R1.ght. 

!lliJr: Now, I don ' t t .hi nk that -- in th18 case that -- that 
Jones really gets in on it, al though he'd better be 
informed, or course. 

a: Yea, I tb1n.lt we ' ll -- we ought t o 1ntorm b1m and keep 
him posted on it, because •••••• 

HIIJr: By all means, be should be informed, but I th1nlt that 
i t you agree with me, I think it's up to the Co~troller 
and to Crowley to get the letter. It should be written 
to them. 

H: Do you under stand that t hat letter should be writt en to 
either the Comptroller or the --or the F.D.I.C. , or to 
both? joint 

HIIJr: Well, I I - - again, of course I ' m -- a/letter to 
both or them. 

H: Uh- bub. 

HIIJr: Or separate letters. 

H· All r ight. Well, we'll - - we'll figure it out and then 
we'll r ead the l etter t o you, after we get it prepared . 
We oan read it t o you the next time we talk to you on 

HIIJr: 

Hl&rr: 

H: 

the phone. 

Yeah. Now, Johnnie, to go back -- eome week or ten day• 
ago I asked you to have the history of the Bank of 
America brought up to date tor me. 

Yea, air. · 

Ie that being done? 

Yee , air. It'e gotten - - I'Ye got it down in chrono­
l ogi cal order now. It 1e in pretty .uob outline fora, 
Renry; 1t'e -- it'e a aaee of docuaente. 
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- 7 -

I know. 

And 1t'a pretty auch in outline form. I took it troa 
the po int that Herman Oliphant brought 1t, and took it 
from that point on in outline f orm just about ae it 
we e given to you . 

Well, in case I should need it when I get back, will 
you leave it with McReynolds? 

I tell you who's got it . Preston Delano has got it, 
but I ' ll have a copy in your files. See? 

Well, I'd give it -- put it into McReynolds' hands. 

0. JC. 

So if I wanted it sunday, he 'd have it . 

0. K. 

What? 

I'll do that. 

Now, what was I going to saY? (Pause) And then also 
put into KcReynoldd bands, because you'll be gone t or 
& couple of daya, a summary of the last Comptroller's 
report of the Bank which I have never seen. 

Well, I-- you-- wait & minute-- (talks aside). 
You mean the - - you aean the report of examination? 

' 
Yea. 

o. JC. I knOW it. 

I mean, the criticism which would -- I take it goes - ­
I take it the criticism was sent to the d1rsctore under 
our -- the program which you suggested, I think we 
fo llowed, as I remember. 

Righto. 
We now sent the criticism t o each director, don't we? 

Well, I -- the examination 1taelt goes to the Board of 
Directors. I don ' t know if 1t goes to each director. 
I don't know if they've changed the way of going back 
there or not. We &eked t hem to eend to each director, 

Regraded Unclassified



H)IJ'r: 

H: 

}!IIJr: 

H: 

::.91 

- 8-

I reaeaber, but whether they'ye done it or not, I don't 
know. But I'll check up and find out. 

Well, will you find out? 

Yee, e1r. 

And in any case, a summary of the oritioiem of the Bank 
be left with McReynolds eo 1n case the President should 
aek tor it while you•re gone I'd have it, and I'd like 
to read it anyway. 

R1ghto. I • 11 get all tba t in McReynolds • hands. 

IDUr: And you think this ie a good euggestion? 

H: Yeah, I don't see any obJsotion to it. I think it's 
all right, and I th1.nk it's perfectly logical. I don't 
and I think we can get it. 

!!1/Jr: 0 . K. 

H: Now, are you through now with that? 

lWJr: Entirely. 

H: All right, then can I tell you -- I Just want to put 
this on the record. I won't be here when you get baok. 
Berle called me up -- you know, Adolph Berle? 

r~r: Yeah. A.A. 

H: Yeah. And said that the President bad asked him to get 
in touch with ae and I went and had lunch with hl.ll and 
Berle eaid that he bad been diecuseing with the Preei­
dent this aatter of finanoing those proJects whloh were 
eslf-liqu1dat1ng. 

ffiUr: Yeah. 

H: You know the things which we worked on a good deal at - ­
hello? 

lWJr: Y ee. 

H: And whi ch-Frederic Delano wrote a l etter asking the 
President •••••••• 

(Woieee due to bad connection.) 
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!!IIJr : 

H: 
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H: 

!IJIJr: 

H: 

HlUr: 

H: 

fWr: 

H: 
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B: 

F.liJr: 

H: 

- Q -

Wait a •1nute, let ae get thla wire cleared. 

All r i ght. 

lfUl you wait a a1nuteT 

Yeah. 

Hello - can you hear ae now? 

Yeah. 

All right . 

~92 

You remember, we worked on that thing and drew a bill •••• 

Yeah. 

And then Frederic Delano wrote the Preaident a letter •.• 

Yeah. 

The Preeident wrote you a little aeaorandua •. 

Yeah. 

And on tba t memorandum he a aid, "I think that we bad 
be tter proceed along simpler lines in a ccordance with 

Delano'a auggeation and Juat prepare a bill, or 
l egialation which would provide tor financing ot aucb 

proJects as Boulder Dam and one other•-- the name I've 

forgotten right now - - Panama Canal, that's r~ght -­
and then you aaid in one or your morning aeetinga here 

that you were not going to do &nJthing further about it. 

Now, how Berle gets into it or why, I don't know, ex­
cept that be told ae that the Preeident had asked hl.ll 
to talk t o me and aee it he couldn't get the treaaur,y 

to aot or tor hill to oarry the ball, or aoaetbing or 
t he kind , I didn't quite get what. 

For Berle to oarry the ball? 

For Berle, yea. 

Well, that'a ridiculous. 

( Laughter) Well, it struck me eo, but ••••• 

F.liJr: Well, I'll tell you how Berle got into it I aean, 
a little i nformation and a little goaaip. For aoa e 
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reason or other last year, Serle had somebody down at 
T.V.A. studying t he whole quest i on tor himselt. I 
don't know why, eee? 

Yeah . 

And t hen, when the President mentioned something about 
Berle , he sai d, "Oh yes, you know, Berle made a great 
success in tinanci ng tor the city, • I don't know 
whether it was the Holland Tunnel, or -- one ot these 
things. 

Yeah. 

And I couldn't help but laugh. I mean, the President 
seemed t o think that Berle made a great s uccess ot 
tlnanc i ng one project and doesn't realize that we are 
doing it every day in the week, and -- but I neTer go 
over and say, •Look, wha t a smart boy I am. Look what 
I 've done.• 

Yeah . 

And -- ot course , Serle hasn ' t got much to do over 
at the State Department, and he ' s one ot these t allows 
that's always working on the outside. He's a smart 
fellow. 

Yeah. 

And we 've wor ked this whole thing up, and whet I would 
do is that I'd have Foley prepare the bill a long the 
line the President says; have it cleared thrOugh the 
Budget in tormal manner, a.nd send it over to the 
President. 

Well the bil l i s , I think, in pret ty good shape. The 
bill' bas been pr epared and you know we· had a hellieh 
long meeting here about it one day in whi ch about 21 
people were here. 

I know. 

And it •s - - t hey all -- every Department o! Government 
that was represented here except the ArmY sounded on it, 
included Mr . Delano. I think the r est o! them were all 
more or leee opposed to it, but I think Delano was the 
one who r eally -- really unsold the President on the -­
the main idea ot putt i ng the bill into Congress at 
that time. 

Regraded Unclassified



: 94 
- 11 -

Well, I've had Berle before try to get in on Treaeury 
bueiness. I ' ve always been very polite, but I -- I 
have Juet kept hi~ out, you eee? 

H: Yee, 

mur: And you can do it •••••• 

H: Well, I got the - - I got the -- this inference ie what 
I drew trom what Serle told ~e and not by di rect word 
ot mouth, but by implication. I drew the impreeeion 
that the President had told Serle or had -- that Serle 
bad gotten the impreaeion from the Preaident that we 
had stopped tbe thing here in the Treasury. · 

HJAJr: Well •••. ,. 

H: Now, I told Serle, I eaid, "I don't know where you got 
tha t impression, but, • I eaid, 1 I Just want to t ell you 
the tacte. That as tar as we are concerned, we've got 
a bill drawn, which I think is 1n eubstantia lly good 
ehape, and we are ready to go ahead, We have never 
stopped it at all. My impression ie that it was 
stopped by somebody on the outside.• 

~r: Well, ae a matter ot tact, when the Pree1dent wrote me 
a letter, sending me the Frederic Delano stutf, I 
wrote him back a letter saying that I wouldn't --
this is the tenure ot it-- I wouldn't take •no• tor 
an answer. It wae too important, and before he threw 
it in the aeh can, I wanted to talk to hi~ again. Now, 
that'e the laet torm/oommunioation I ' ve bad with him 
on it. a 

H: I see. 

HIIJr: You can loo~ up that letter . And I sent him that 
letter, I don 't know -- when he was away on one of 

hie trips. See? 

!! : 

!!l!Jr: 

!!: 

Yeah. 

And then -- becauee - - Berle t or some reason or other, 
worked hie way in on T.V.A. and because be eold eome 
Holland Tunnel bonds , he ' e a great financial expert. 
Now, I think the thing to do is to leave it there and 
- - the bill-- and I think ••••• 

Well, Serle hae asked me the direct question, if be 
can have a look at tb1e bill. Now, I •••• • . 
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Well, wh1 notf 

I eaid, I eaw no obJection to it ae tar ae I wae 
concerned, but I didn't want t o let it go without 
diecuee1ng it with you. 

Why eure . And then -- but wh7 not gin 1t to the 
Director of the Budget and aek hlll to forward 1t t o 
the Pruident 1 

The bill? 

Yeah. 

0 . Jr. 

What? 

0 . Jr. 

Ask Mao if that isn't the t oraal • ••••. 

(Through inadvertency the balance of th1a converaat1oft 
was not recorded.) 
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THE UNDER SECRETARY Or THE TREASURY (\\\ / . 

WASH I NGTON I '1'. 

April 6, 1939 

!lear Henry: 

Jerry lTAnk just called me aoklng for a aeoting between 
the econcies " bo rolght be concerned wltb the continued brule 
i n t ho otock aarket . Be h ~n auu;eotlng the purchase of 
eecoritiea. I again r~fer t~ a7 converoation with you and 
recos:mend that we th1lllc aeri~uoly about two thingo which 
would be generally helpful: (1) Announce the forei£11 buting 
nnd telling now taking place in the market. 7or inetance, 
during the past few days o! the brel\lc1"6 I!IMket, foreigner• 
have actually been buying on balance: (2) I think lt mis)lt be 
ndvieable for the Federal Reoerve to explore the pottibility 
of lowering margin requirement• and make eueh nnnouncemont at 
t his time which would alleviate the feara of a great marlf people 
who may owe money on eecuritioo. It 1o undoubtedly cauolng a 
groat doal or eacrlf1ce of oecur1t1et 1n the oarket at the 
preaont timoo Jerry Frank or tomebody f rom tho SEC will s et 
in t ouch with you on Konday. 

But regards. 

The l!onorable , 

Tho Secretar y of the Troaoury. 

::..96 
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GI\J.... .ll:.l.TI NG ( COtiDUCTED BY 
lili:,_i\ .>:..:RET nin' HA IllS) 

A,>rU 6 , l9J9 . 
~ : JJ a . m. 

Gt .. t ... ,: 

Gt St Jn : 

Mr . Ha nes 
:Ar . !.!cneynol ds 
:Jr . Uas t on 
•! r . l•hlte 
.ar . Lochhead 
:4r . Graves 
:.! 1• . bell 
Mr . U.tbbons 
~r . h>ley 

'loose Jerry-uo-n.,.m~ oo, s trteu to g ,; t me <>n t:1e 
puo ne last night. ~ don't .mo.1 l'ihy . ... hey c1dn1 t 
6~ t :ne . T:U. t is , tn~::y Cbll"ci me • .,,11le I was "t 
1.1 tnner . •·ried to get ::~c in the afte rnoon, then 
c:..lleci ~t ei gnt o ' cloc~ ~no ! hilon ' t gottEn nome 
froo ~inner yet . •ney J1Jn•t leuve cny telephone 
numb er, 3o I d i a n • t csll t nem bock; 11ouldn 1 t h< ve 
~ulled tnem b~ck u nyhow. 

Ll i J tney JI!' Ve a story this ta .. wnlng? 

I don ' t know. 

( • o G:..st .m) i..i.; t ney ? 

I alan•t se e t:1eir ~ol~n . i r~~~ Arthur ~r<>C~ 1 s 
""-.un .1: to iret t tntere:~t this 'DJrnillb · 

Gibbons c oues .~.n) 

nello, Jonn. 

dello , :,teve . 

" ith some sho ck . 

duh? 

,, i th some shock . 

Go t unytbin;; else, any news o f any interest? 

... uon • t believe so . I con' t think of ~nytning. 
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u:st n : 

v· .- t.>n : 

" ol t t. : 

. . 
J ........ •• • 

C·~t.,n : 
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..:., c , you ll o t ll ny t hlng off t he golf course? 

Not hing off t h e golf cour:>e, J ohnny . 

%r.:>lu? 

(Noes notn1ng) 

Hr rry? 

... es • 

:sa 

. • • ~o oc ~to:.t t:> tn€ 'ireot sury b.l ll" tin r.~;oiline 
l i s t , if t.1~re i s ~ m~ iltne lis~ - : !l-:>ut 1: t•I ~UStnd . 

ie~ . 

i~o .• , ll' tnr• t ' s u.Jne there .vi ll be some a uplic6tlon . 
I s ug t_; .. s t tm t •;._ ge t vnb vf tne b oy s t o c ross <Jut 
t .. J~b tn~.t · r" ;n butn list.:;, bu.:: USt' it ' ll b., .dna 
,J f .... 

: ...... t. ' t. Lr..ll~Vt. tole:.;. !.s ..!w.:ll '-U:JliC\..tiJr. .! t i.l \..rUst 
J.i St. )' .)U g ( V\. r.t. 

uell, 1!' there ~sn ' t 

Tnt t ·~r <J• s ur~· uul,.et~n lis~ is :. Lw->~ t .. r.Jlly b> MS, 

r•H&l ruoo lior Lri•s - thert mty b ... some collLgLS 
.Jn t h<tt , but tt ' s mostly flmnclLl insti t utions , 
b&nAe r s , bJ'o«~<rs , so o n . 

I ~n.). tnLru ' s a ft.• cullL~L~ , but th!t ' s only 
oecause tne:,· 1 v t LSAt:O t v au \it; tu .... ir t'l: tJ.eS t.:\lutd • 

"" coulu e uJ1ly chectt tn~>t; if tnt:-,; t.:- t .:;:ollee!e 
,..eoo:e on tn~ t , ira ct:n cne.::.< th.:.J ~oo;.:ins t t n;. t 
li.sL 'l•I .>SL ot:1er lettct' S ht.Ve t.ll gone out . 

uell, w;; l ll tt.ke Ch r e Of tOe lett" r if yOu t hinK 
Uny l e t ter Of tr<..nSmi tt!. t h 116CCSSV ry • 

l d on ' t bblleve so . 
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d:nes : 

ur\~tc: : 

L.J..:.~ .• ~ ..... : 

- .,; - J. : 

IL .• <. : 

'9Q - .... 
-.)-

Ar chie, how ' s t he m~ rKo:t? 

l ol t:! excnenge market i s Jus t b~J ing uel u f airly 
,,ult!t . They d1an 1 t lose v t:~ ry much yeste rday • 
.r r .,nce nts been guining on bul ;mce tnis IDst 
:eek , cont i nuous l y ! l!inlne . .:t:n., wur situation 
s~oems t o .Ia ve go tten ov t:~r in ;, pt rt of tile coun­
tr)' ,.uer ~< the r t; ure IJOre S ' s tr1a n ;;: 1 s on the 
nunes - in <::en t nl l:.urO,Jc; ~eems to b L g etting 
~ r ? U!JJ i.lbr.n),&. 

'l n~> t ' s ::nere toe tr..,uble :J t Lr t eJ lust ti::~e . 

it ... , t.Jl.:.o 't ' .., ::oto.re tnt::: tt .. J.Jblc st:.-rt~:a l ast tl:1e . 
I• ... c.l'r;.l~ ,.; ton.;. 1.~ t t. 1 s ! t t L, t~ t • s int"rtsteu -
L tro ..1 u:::t t.t lli ~ c_,untr., hon ' t n; ve i: \>~io r .lve r 
..... .,; t t: r vun~:::.i . 'l11rt- 1 ~' ft~ t . • ou .;en ' t t;t= t the 
...J-l~ U l. .. t l..,ln ar J i.l;i.€.""' Vt. ry mu..:n OVt.L" i· .::o""" n.Jlluu) . 

" " ' til t: . . >.Jul• ti .>1 . :;vn 1t b ., • .c'" t. gova ti:ne to 
JJ..i.,> 11. O Vtt• , t:1 JQbh, l f t .. cy ' r t. ~~lig!ous . 

•· l 1.n tn .. ::L.rket u,> : l itt.lt bi t )' ~ s t ... : · u~.Jy t he 
I' or e l;;n .. .r s ·:ent .. n thr su i~ s lue t bout L mi U l .>n 
h n u ta tU .. tf uoll~ rn . 

wp~cul~ •or ~~ r~et . 

Lli-. tue _,.:ke t: bell· vc i.ll r 1~:1t j'€l1tt'r-:::; ·! 

I dio.:• 't notice tne .:~: I'K t:t yeste raLY · 

!t .1:.. 3 '..iil tL..>ut :.. •. :.lf , o!r.t . .1in.i ~fL. st. t tling 
;,r i va with t:1e .to liar ys <:v:oing i n - ~ .1.0t of 

~v~ntnf: up . It .wsn • t u .,ues tlo n o f a ny r Ecovt;:t•y, 
Just ;. li ttl;, s t op,>t.ile: l n l.ht 3tlling • 

Jo hn , whe t ao yo u thiM o f tho possib~llty o f 
exu1oining t ne Ji U y nt:~ t J~o veJaents of 1 or dgn 
,~w·u""' ses r. n.;i s<J l es .11th tne - t s compa r el.l n i t n 
tne ~ps an~ ctouns ~n tne ~t rket , s ee ~r t it 

• 

J. <.hMJ li,, e xi ta t. ~ou,Jt~ curves? J.f you f ind , 
1.n.o• is 11 .., r el;,t i.:>n t- t. r. ll - a.; ~in t o r .,peLt 1.no t 
- • 1" · 't r ··· i ,.>nJt'r .. nether tm. t infor::llltion -

..&. ~<.. ..l t;: S t: ~c J - ) . I r · I 1 
• t 1 . 1 · tu'~ ln 101.:n Nt. <1 . i na t tere s no 

t n .. ~ .Jr ~e-. ..:> u J • 
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ll~gu co rrel&tion - might not b e useful tn 
:n1nirui.dng f e10 rs, e xpecta tions . 

1 _suggesttd thut to t ne Sec~ettry yesterany 

200 

" 1. ter ••e noo. t&l.!:eJ &b e>ut 1t h ero:. I suggested 
t:- n l:n t~t t .t mi~nt be s ... vlst Ll., t o th!.n .• ,.be>ut 
tnt ,J.>s,;.blll t> .J• ,.-..b.d::.n!n!. d til€!' .. ,;e<tly ot· 
.,v._,., tn:-,;c ) I' f .JUl' d1:•3 .J!' ::.0-"~ni.lt; .>f tne Kind 
:_~:cu.~ult tou to t ul'=> .Jl n.:.t s:...ltJ .., , . .,urchtse:; by 
1 JrLA.Bnt..r !: , tnJ ne .;;ee.:teY t o s .1:,.· b:ot.y fr.Jill i t t 

little bi t . He s• iJ , "Well , le t ' s thin~ a bout lt 
!. lit ~le ui t . • t o ien t be tnr t H snows no thinG 
.u<. t ... r.c 1 r.o:1, but lt :~igh;; Dt s ~:Je future ti'llC 
':'"vc.l .> ,.> to tne ;.Jo~nt >~nere it :::i.;h t be ver>' r.~c. tcr-
!.'-L . Y:'lU 1i:,;nt. n.>t. .-.~t:lt t :> ~nv .. - lt, f.:>r some 
rec.. S.):-: . t1 

'inen yJu c.>ulon ' t .. _uit. _. ... bllsntn.: it . 

lhE:!! , .> u ~ou!Jn 1 t ., ~.:l.t ,>t..Lll~nlflt. it . 

'ln~ t. wv u L.4 bt: tnc. Ltt V'-tlt:.. '" t '->f t~Jt ublisnlnb tne 
,u. t:... .JI' nJt e vtn lncti C< ting - bu t ... ~.tin;: ' hBt"·t­
ctl s tu<Jj' t n<J letting it :;ct out so·~e,«tere if .. e 
first Silt. i.nt L it S •<O .IS tiut . 

1 ' d lil<e to S tlt: tbr t , btCt-US~ I ..Jon ' t believt t..u. t 
c 7 

4 
,-.,:-cent ;.v~r: _c :> f to~ v.Jlu..e :>f tilt. •·e:; York 

Stoc~ LXCh~ng" - 7. ,er.:Ent ! d .m' t btl:.eve •111 
m_ve ~;r.y v .. r;, gre<.t lr.f.~.u~r.ct -JV<:r til~ vol;~:.t€ of 
the llc .: York ..;t.Jc.r -~:~h<c: . .:e - I .n(;: n over th~ pr icc 
level; bcc~us~ in - • ui<.~ 7 1 percent o f tnt E t. Jck 
<-xcm.ngu bustne..;s myse l f i n .:>nt. f it·•·' m tnt ~ve t· tgt 
J V .OI' f'ivu ~etrs - 7" p~ r.: e 1t of th~o vol\l!:le I <iid 
hJY~l:lf , a:r.u l .-i.I•.J'' v ~ .. 1n .:e.. l l I n:;u n..> inf lut:nce 
.> ve r· tne .:tt.r.<~ t . i :uHn in ... y fit'ta . ~y f i r m liJ 
7 .i pe:"'cent uf tn~ t.. c..> Lc.l VJlU..db .,)r. ;...r: i: ve:-c.~t. .)V'-r 

t11.;. 1"1Vt. .t-..: 6. ., .. -<~ , •. t.: ..!i" 1-b\,;Ut o ,.:ot .. rctnt of t.ne t o to! 
v o!lWt.: , :.,.~ .:.. ttt:" _,r f t..=.t. . 

v 1· ..: ..Jut· ~ .._ 
1 

.• t ~o ,JU:;ll3h tn~ f'it;Urc ::>f tile- i"ort..l£n 
,.,cr..::nt ~ .... s t n"' ~~les - tn\..c ,zc:ett L> - in tat: Ju!letin 

no .. · . 

.~. t • s :Dt ,uitu tile ,.~:ne . -'-he toought tn~t some.ttmes 
n:...s been e xjlt' t-ssea !'nJ .':e •oulu li.<e t.o get int ot·m~­
ti.m ;.>n - t. hi:l .,uestlon m.:: b.o&n ruisea severel times 

• 
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r "1 - '-

i n the ll-Z t tnr t:t;. ~·t:... r .: - 1 ~ w:lf t.lt.. !" _r no t tht:' 
fv:~~;..:.zn b 1.¢' !.n£ o ru s~lll :-.:: l :, I.!·Jt.~t.ntr~ te:c in 
: t..-~ t i ve L;, fo,t ::. toc~s "n i:u art :> rt:Jl4"1t:.b l~r t oe 
- Ec u(:; r s , ..> r l f tu c. r c ._ ~~ ,.;r,y s ucn t.u .iJ . .:::. FS 
l~u~E l~ ~ . Le t !':lt r~ l s '"' t n : $ . llc_.t.~-'t., !.\) t.. r . .n~ 
t n t: . ... t..~i: b~ l >ur- ~ .• n iaf...~r~~ t.lJ t. : .:: : s nt i t be 
. J rt...t ..v n ~lt. t.J .>t. .. r .:i L e t n.:. t stw~Y t.J f i ::o J Ut • .• ru t 
S l; c r-;; , t .... l:- ou,lu.; · :~ci Jcl-:t. •? 

- .... .... . I to..h.~ .1 1 t. .t t~ ,., .. n t:. t~.u .. r ttlJ~\,. 1 ig L:!" I.. ;' ~ rtil evt: r 
l:P j.tt::ll ~o .n la t v inulv i uu t l J. S :.. u~ .:~ . 

;: .., , ·~c: ' V'"' ,•l L:,tv t ilt t .ues t .i;n .,~.;. v _ r~ 1 t l 1lle !:l tr.u 
.. ... ' v r.;. ut Vc.. r _, ~..~. .,utJ i t f urt.llLl" b ut. .... tu tru; .-c JUgut 

t..> : ' . •. n • .; t .,Jo J l' w ~ ttln£ Ei to t~ :'l!J r e l nfo r:u .. t i :-n 
f :- J_.. t .lt. ~-..:L..t'" :t._, 1.1 )U$i;..:: v !" c...\. t..t._.,, t.ll E:- u . _ . ; . t .J 
~t;. t t nc ... :. 1" .. . ·..-t-ti.)n, .. ._._\!.1 .H ... ~ l· ... t.l t l~b! ...:tl 

t.1- n..:::: t .J ... v . Z v r.uL :" 1 · n · .. J.l ~'>l--..ln 1 t ~rrtnt;c. 

i t . 

.... u rt 1 .. t tlLt...: t .1L.;' . • i_.ll t Oto. • ~ L .... t J ,:t. L lt . I t 
J L.o.i.t. b 1... u1t"' ~ 1.. ;...~:< f\ ... r t1 .. t..: i : a.~i viuu ... l u .,.~ u3e t, 

<,;. ~V L r.: V ... r)· L n.tlVi""...:.~ _ l :: ... u.t.:.: , Out tt. :Jllent 

..Jnl,/ f .:> !"' : _\.1~iv~ ..;; :. 1..~1: t.. l, l~ t ' .. .3 ... .,~ • I .:lt } O 

- --t. ' .j ."! t.. t. .·. n~ t. t n\;' .. ""t __ !l 1. t , t . .l t! 1: c: f l nu 
1..!1: t. t:h ... · •. , vt...I.l:"' 11. d l- t.,..·l .. ~l . , ... t: .: < l..z.: ~ ~ ~ 
~.r::'-- .· \. :.._ .. _ L1.1 .·...~ ... ~oo.:.Jn . - .. , •:. t.. .... ~.1c.. .... . ::: ... , .~t:. 

t. ~:~.~ t t.rh LH.H ..• _,l ttl~ tr" •.. "''"--·· .. f~ : ~ .: .. ""~, 
..... _c;t s l ..; ... .. ra ... __ - ·· t. .... ~ ... n t .• . r~t. ·- t .. J.:~ ~., .. '" .... 

"t . t. .:.,! _ _.·:;':.!"".~t.. .. u l.Ot' 

•t.. ' ""' ··1:. . _) tt"'t.a:r.'- • 
_t.. .; _: .. - •• ~ v:, .... ;. -"'~' It,. -

._.1.. •• -: ... L ... ~ • ..:: ... .;Vt.. .. .n .. ut., • t .o ,,.-\ 
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ne re , - you never do ~ny b uslness o uts i de of 
those stoc~s which are li s t ed ln Lonaon . so 
yo u ~an ta~e a list of t nose ato~ks a na be 
p retty sure 

.o.he Britis h list i s pretty l one now. 

202 

Vh, they 1 v e b een s t er•l i ng our business right &nd 
l ef t, t a king eve ry thi ng t ney coul d t ake over to ere 
tna t wasn 't m '1led oo wn . 

••ell, if yo u thinA that somebody in tne S . E. C • 
:nigat m&k e - you kn:>.1 , we re t the aaily figures 
fr:>m tneo . 

.1. KO..ll~ )'.JU dO . nnu they get tntm fro:n f orty 
nluses that h& ve f vrei gn conn~ctlons . 

'lht.t 1 s r l.;nt . They .n lgnt be .o:Ullng t o ;:,<Jte a 
3t ua.r .>v er a ,>.;rl:>u ..>f o uontn .vner ~ tne~ would 
uu t l l tte t o <>O .l t c.:mttnu.>u.,ly t nu .<eep curre nt 
UL. t~t • 

I thlnK i t wo ulu b., vary lnt.,r~stlng . ..ho does 
th< t. ove. r tiler;; no .t? O..>urrlcll use<l t o . 

Go las::a.niu t - .. e :.orKeu this u,.. wlth Goldsch.nid t . 

I •ll ct l l Golu.:;cn,ai ... t on tilt ttlej·hone , see if ·'E 
c&n oSk t !le:J to b!"o=<k th~>t <.:>un t. little b.!. t, ;:lvo= 
~.;.; ""~c h .E<- vf st..oc.<:. f.Jr Ltout t ui r t) cc.y s . 

'ih;.. t >;otold be very nel,>I' oJl . 

1 · t o s •. .f.f t n' r c <" ' !·.•· -' l' .:sitl o: 
i . nlst.:Jr1=c stua) ~- ~ · - - ' r 

t• el;, t ion . · 

'lhtt t woulu be v£r-y int~ res tinc . 

I notice the r e l eDsesof Lehmn n Dr oth;,rs :..nd Generf,l 
L nvu~tment Trus t t nis mornlng ; they bo th lighte ned 
thelr common s t ocK nola i n~:s v r t tty he&vily t uis 
lbot ~unrter, t o U6rch ) 1 • 

... no tic€ t hey went i n t o uo ve rnment bonos E na Cb sn 
very lt r gely . 

• 
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• h<.t ' s ri~>bt. I t i1ln~ 1 g .. somct ::a.s t !tt:St< inv~stmen t 
trusts hn ve mor e of •n f f - c e.:t .m the :n~rket th~r: 
t nc f o r e i gn peoplt> . 

:3tC'Vil. ? 

J. 11t.Vl· no thin~; . 

nicht . l ;:.u ' r t r.c>i r.l! 
'"' ecr~ tt r . ...•• 

'•lt~t· L 1 ~ .mE furth~r ft.:~ Ln ~.:mn(; C t l:r. ,·:ith t llis . 
You nll.:; lli. h~Vt !'<.( ... J OE: J f t .• l. c : llt. Lnr t r-rcnl€ 
t.u .. u l.tu. t.. u t.::: .. U:l.JI'al:.. ti n tht• t .. ~.'ul~..~. b ~;. v c:;r~ C' t.~L s!lur­
J.l1L t .> tn t ~o •.• c~ u~ sto..:« 11 r~< t iu t11E: e vent of 
u.~s1..1lit1t-3 . ! 1 ::1 ,vonut.J"i.Ot,. H lh .. tO\.r .tt') \l .: • .:..;r1 t l!.JJ.r!.­
,l .._.r tht t-·o s ~iblltt~ J f lt..ttir.t: t:lt t 4nfor ..• c t1 ~r. 
. ... .:..4 ... ll..J.j iei .: \JU't t l' tt. r • ' u :ot.; t nt t. 1 t is . 

~n~ t 1 s th~ :>ne- 1 3:: . - tn\. ...:-. .. _" • s ~ . fr ..>:t Lor.~on .. 

l .>u !lle<n c.b.>~t r.<> t ... ! .. J.JC i~ ! t t.:, t , :!:-s . l'..: t o n 
l:lt vt.h~r . to.~. - , t .• t. \.!'\ t 1'- Ct ... t over V t r~ t:.:.tn .:."!c..~ n-
t : : U y . I to l!lk '; .J o u_nt t o b ~ c : r~..f.;l ;l;ot.t l < tl1ne 
ti Lt."': A ..; Ut . ... n :>t.l!" iL ~ tnt ..; . ... .. .:: . ~ut Vt.; r: Ur j . 

.-.: ..:0t•Et. r v f t..!'lc ncr: Lc 'J. r l bL.Ll.. s~ ·~ ue yes ttr~,..ty j 
• .:. ' .. t.~,. .... tJ ,vrite < ~\.l!'! .. t y st.,.~ r. ·lOUt .. rut ·,·.uul..-
. t tl-. u t.~ t.a~;;; i'"ln: l.\.!t.:;, cnu !.i t. ·~ n JL :-~:tt in .! L.:Si: o f 
.l J~ Lil L tiL 3 . ~ c ..>u lu n 1 l t.~..l l a\.:..u Vc;ry ::tul.!n; t~lu 
:lL~ 11d co~lu sy~cult t.t tb)UL lS lotll ES I c~~l~ 

1. ~u c t,t:n,: . Eut I t ..>lu h~m tn" S e..: :-t!t~r) Md 
..;.a:. iu tu .... t. HC. n .J ~i. ..... l..I..J i.hJUUt oJn Uh .. l!1(.. tt l''j ~nt. t tt;!rS 
~· L..> v3nfr~S9 f~r :dd lt1JnL l instru~tions in SUCh 
, . l L~: ti _.n . but ~ b:>J t tnt~ tl.l int• :>f toe ..: um;>ing 

f S ~ .l..!;: S , i st l~ i t St:.t!:it.;C t <J LlU thCi ~ i t lt Oull1 i ' e 
Jll inl:; in ti.~oi r intt.r., t 1 .) t t.o h 1 ve :.ny r e ::kless 
SLl t v~ s tO~~S :.nd l tnOU(ht it. rtth~r f~olish t o 
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su;~pose there woulu be uny r e.:.cles: s&le of stoc.<s , 
bo:c.::_u5E tne:~ ' a Ccrtlluly t ~K~ c .;>wu;.nJ .;> f Lilt: stoc:< 
s ltu..tion &s t o t h& l r uc.luin,;5 by tnelr nhtionb 1S . 

ut:rh.-l· t , yc.u•r., " u i t.e righ t ; ... ug r et> . No t with-
~ t l nuing , .l. r emetubtr •· cteetlng : yet r ;.eo of 
bl!.Ktl'S ~DU !llt:D l•t LD(' S"Cr.,t.ury 1 S llv!ll€ .men t. nis 
VLl') -.uestion .. :.:; r<-l~t:u, "n" I tn i!Lt tnere .verc 
.. ml) t<~.:> or tar"e uf U!l .;nu L.:>ult th~ t ..,osition ~nu 
.eV•!'! 1 .·.n.> t o:>::..< tne o tntr .JU~lti·>nj :na the o en 
... w t .J.lt:: tn" othe!' u. l ti.m h; 1.. r.uch ::IOrc Jl';.l!tlct 1 
t.:Jt. L:-.:.t:n~e torn t n~S t.: :.t . .:> t -><J.< :, ~w· ,vsit!0n . Sv 
tv .. ne t t::Attr,t. t~elr ~·o.::.tt.:Ju r e;. flt..:cted the gt..n ... rtl 
.-:..~t:1;t • 3 ,.·v ~iti .JJ. 1 .~.. .... Jr, ' t. ..n.J.". , but if it \lOeS t ut-1. 
11 : »tt tt:!.l.,nt Jf tal~ r<:n_ ~.>t.:_ :e:o; out it wo1..la 
, rlvt:nt :_ ;-;,· " it . .,;;o.,r .. t ~ - tt wo~.: r educe the e x t ent 
Of t1L. E: Syr€C. I.... Se l lin~ trlt.\.. .\o...o!Y. ti ~e :JlC...!E i n tOt; 

e vt:r.t .!.>s tllitlt:~ br.J.<t .;ut . 

I t utn~ i ~ .. 1s ..:r t J c r""t. l.t.. tu~ iut) r t;;~s ivn t tl .. t 
~\. 1:- u w· vic•· tm t tncn :.oului. ' t bt: <>n:; r eckle5S 
~u.Lling . 

I t. hlrL{ t u:. t. i s :.. l so : gouw ide; . 

.Ji cour;r; , I ,·;E-s tniM1nv o f Lnls circu.lst< nee: 
t ht t some :>f ttl &:>~ forel.~n :.:>1 1~ r ~ wight w1 r.t t .> 
ru:.; u t :> C.JVC!" fro:;; tnt 1 r.:>bt IJle •. Otili z~ t~on 
by th~o f:>rei.t:n ,;.Jv~r r.":lt:J.t.s - th.oy :o:t;ht •. ;.nt t o 
.,..\...!.< tu:...'t br ; 1 u1. ..:r< s:. _(; , l :.- tn~ t ..... !.c;nt. n&V.;. 
;.J_e Efl'ect . 
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,;.Jr f ... rence . 

··~1~. , J ,nu, .: ~ th~rt; su~r. ~ t n...:. r,g • £ • h t ~ i 1u l r tl t. 
\..': L:. r: .... :.· : .... o_tn "l r t.~~..r: lt.:'- ... t.-1' ~ .u : ch s <. t. ~he. t v t:<.. 
! : ~a~ ~~ ~~t t , ~r i~ t.1· ~ 

·"- : ' • •• ;,. ' .... J_..,. n:...t · .... '.: ~~.: .. :.tt. • r. t. .• ol_ d ;. : ·:;.· , .. l::• 
._, , .J.,' \. ~\,.l. .. in..,. i_- ~nrt t.rt lnt:.,. ; :...,. !h.,;:"& :u t (:- v:00 1 V 

i. I \.:t- 1 1. l'to: ... !" r:. : .,..il. ! .;:> ( oC..l-- o\.rl..) n t c.~:. :.~ , : 
;. e; _ _ .; .. :.L <\: ~o.~tn ~-:lt t .. 1 w 1--u juu t .·. ce; .~vW1""inE: , 
u ~:. lng ne.\ Lo .. 3 t Vt. r~: ':t l nut. ~ •Jn ::- t .)t.!tts l lA ..... .. r J"' l~,. r 

\. U\.. vttel, .r-1~ -..: .l .. ).., _ ._., ,.;'- t tt. ~~.;J ~ !'C 1 !1J t . .iQ 

.UL ... t.. l •n ~Z..J\..1.. trU. t , t..a~ ., uCJLl' .. UiJSt.. t t!lt: ~( 1.4:-r"~ 1 
~.l.;t . .c~ t .... n.lt.;iS i..:h. tl..11 .. t.J t_Jlu~ 1.Lth ulm 1.& 
· ,,. ~...:..: ' t .. •~':.. .;r~.n b l L ... 1 ~..; ,~ , LL..!:..~.ost. t. tc. l!.s t 

., .J'J 1 ... r t· · "" · ... ,..: c" :. n. cr t.l ' 1l 1. L' in i.· U::~: u v ..- 1-r t.. iw-... . 
i.t H \. .. av~ ... t o~c.il.L::c. t alz,t..- w:.. \.••• '-"•.,'- r; t '-'"" : l:..r~ t.lz, . 
•lhL ..:. .Jt • ..:L td .. r~ tl r. J ~· b "-'t r r · l i r. ·,:s nvt ~ .\: f~ · r : Lto·Y i 
t u:. t .~!:- ~ v1~~ u~ ,.:-,; !.-..c , ·r. tnt. f:.! ~ ttu. t J 0t:. 

.;:. ! .. • t l.... O t.H t: t.. •• , _ .> ~"" ~ :. ,, 11 ..~1 "- .. ~· ..; tl .:t.l "1"1 1r, 
... n~ _;..r '-: .... t . 

.... .. r t..' • Ut.r. t.lt .; :; r.. '"- .. l .. :: t t:h. :"r: € t .. ,.. .. .: .. "'"r-
..... t~ .. ._:,< Lh ... t,....,..; . .. ~:. .. v· •. t .. :t..: Jf it . 

r., • ln· t ' ..; ='-t.·ul , . r. .... . L-.. . t . . \..,. _.,.t- tJ •. :.Vc. ~ .. t ..:\..!~.loo::.-
t.i r. ~!· s~ ... t· .... ct· .-, ~~..~t.. -!1 .... t. r t ;lC :.H ~k c; t - .. ~ : i: L 

t.-...,
1 

t ...... : V c;; • t.n .h .... ~ ...... ::iCU t' t. .' ..; Jnc~.;n t!' t tc..i. .>n '"' t .>,J 
J:' -\.;'._ . L . .. H'..l L : ' t ..; ,;t ~ UUnl:i t .J t ; .i, t 1 j JU .1 i t nt 
•ll v •. t•..t s ell t1 J .• n to t.nr Ct; J .. lut ... · - t.v t t J t 11f t 
st.>, .) r -..o;r, ..::u tr > .J U t;.:> t i t <J.:> .. !. t :> th<t . ) int, 
t,,·u:r. t ru. t ~l. ..: <: Jit :. .. 'lt. r·K.et. .l r \..iL r, t tl~ t t e r. t hJ~st nc 
,, t .> , ur~ ~ ~· 1 t tnt t ,_, uin\. wouh: be c .:>r.tc :. :n• r !<,c t . 
H ".< r, an;: two f,; lla.• '·"" s a lc. tr.••t ::oulo.. u . .tc it 
~ 11 0, cK fror.1 tai.; :; ~"J.l .J r~" '" . "" .• o ulc b ~ "e r e ful 
r, ... t. t u s vl l !ll.:> re- tnt n .nl l t. Al s c J llCf:'l . trE t.ec ~lt tn~ 
b?o.t . 'Iil:.t r e •. ul r ., ... to~ f~ll "' .mo w<s runn l nl t ne 
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booat t o be in c~onoots wt~h tnc f e llo 11 trying t o 
,,rae.< the m&rke t . Th&t s o rt .:J f t a1 ng wcs ' ust _ 
it IVl. S Ju~t nighwty r obbe ry ; tu. d i cln • t no. v~ e 
g un , thu t s the only u i fl'e r ence . 

Ht Ul!ll e r 1 t down t o t here s t t nu unuer it a nd pick 
it ·Up . 

1 

.Su t y ou can't do t hu t < r.y m.>r c . "'Ln't ao it . 
Fir3 t plo.ce , sto~ " r Jcr s rre ll~i teu o.nd second 
~11 ce, ) ou c;.n ' t sell do.~n - :rou e m ~nly sell 
~ t ..... : Ks uo1' afte r " r~.olly of t n e i ghtn of ., point . 
l ou c o.n 1 t ..cee,J mt•Kin., st.ccessive n e v l ows . 

~ate? 

I d on ' t ho.ve ~Y~11nr , J " nn . 

~~e vr.ly thing I h: v<. is t he t l)r:>bletJJ the ? r ... s i Jen t · 
~nru .•. bo. ..:Y.: in the 1: ps ,,r t he "' Cc r eto.r y o f the 
'1r ,~ts ur:t, "e<.:re i t r y vi' J..,;r~~ .. l t ure , r t r rn "ecurl~>, 
Ft r m vr "ui t , cnu the uuu., ... ~ , .lt h r "spect to t htl Lee 
uill - J. fiSUl'tu 110!' \.~C !!~.; HI r, ... ,,3 . You r em;;mb cr he 
~:.. tu tar. t he 1 a ll.<c to 01 v~ t VJ)o>ni.nvu:. r ec :J:na:<:ndf­
ti.Jn .. Jl, l :orJJt . .r tt n~ t.er. t n . ..Lll , we cc..n get c.. ununi­
••vUS r "coili!utnJ::. t.~"'t' ~~~~ t t ue " '"' oil l isn 1 t e >.o.c t l y 
ric:n t, :...nt:. .:e l!ct .. ft;t l ~..>rt. v f u.ncn!..ue>u.s recommen.:!t. ­
tlvn t ua t ..;.r t ue t r~".l,..,(.n t .a r.t .. t..> do SO::le t uing a long 
t ni" lin<! , ,,uy , WE ctn .. ~r.-. ..>IJ.t b ,. :-o.;rc.m; t Jl& t ls , 
.:c cc..n SLY tru.t \\C ' ll lt"'.:rc;...Je t.1~ ~,.·yropr ic_t i~z. unuer 
t ne F" r JJ T.:,r.r.r.t Dill - L>I>IAIIE:t u-.. onEs r.ct - or you 
.:t r. put lnt v t..: t.lvtJ op<:r t t.ion tnt. r Lrm.rs noa:e " •-n<. r s 
'-u r ,nr o. tlc n c r tL tea unaer t u:. t ;. .;:t bL:t .mlcn n~s neve r 
n:.."' ~< nY :nvney :Jn .mio.! n t <J .. per t. t ~ , ' net le t t llf::ll iss ue 
t.. l.ol. rt•nt.,.,u obli.;u t.iun s , n~ve tn ~ .•,Jni sE l o f it E. Vt:l'Y 
ye& r a na lt t '-ung t•ess appropria t e the a ei'icit . But 
::e ull bgr ee, J-.g t•ic ultur e r e luc t antly agreeing , thn t 
the r e u ueht t o be & limit vn i t, not mor e thr.n 35J 
mi.l. l i on dollo.rs , t no tn~;. u ut<~ority to issue s ec ur -
1 ties ougn t t o e nd no t lLter t 11an J une 30, 1942 , a nd 
preft:r ubly J une 3J , 1941, s o a s to tie in ~itn a ll 
t he o ther emergency c orpor h tions ' ex pi rction d10 t e • 

.. e • 11 ho. ve a memorcndll:ll vn it pr obabl y t o::lorro,· , end 
! don't .<nOW wh e the r .;e c~on sell the Sec r e t a ry on the t 
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o t· not • 

.. e .:o1..l ... E. lso nave insurr.ncc U,1 to J5,J c i ll i on 
f or < t nrt!t -yet-1' period, t .tla F~ rm tit curi t y h«s 
Lt! t'et.u tha t tnere ougt1t to be v t leas t E. h<• l f 
;>ercent ,Jrernium Cll<l'ge in 'l r<i~ r t o r.u ke it h<ve 

,.. " 7 _ l, 

~omt.. ;;~;mblance ol' r.n ln:;ur.,ncc schc:.t . But 1 t 1ink 
tl' .e st:.rt t h:. t lnsur~o r.cc scuE.r.le 1;1, 1 !'t l ost . But I 
" tniz..r. if " " st< rt t ne cvr,Jorr U ;,n < nu ht ve Con­
t: rtw ~, t >..te e loo.t ut it eve r> yerr thr.,ugh t oe 
-.~ l'icib ~nu ,)Ut :;. lir~it .m tnL ti WJt durir.g wnich 
: t =t 1: i:l ~rro •;, sc t .. ~ t tn~> n; vc. t o t LKt ::n., t h;:; r 
1 .><.>.: : t .C t ::-. I J.;. J l' 14. 1 ... < , !.~ •L .!Lil S tJp it t . tt'!l . 

'lnt.. .:.\Jt~ :.:; t o s t. t 1 t U; a., t :-.:p.;_ r;_ t.~; c.Jr a-~.J rt tiv .,, 
t t '"''"'l tJ t nt.. •r~:t~ ... r·, f o!' it:; defici t b-t 

t. ' ~ t. _ \::: .. t.£=rf;.;~ 1 tl\.! ~ c: t t.ch .. t• . :-' .. o}r i c... t.i on uir t:..: t 
il' v \, .JlJbt' ~! S? 

¥ <l¥ ' b Ul r< l"lttt- vli Lit.< tlon: .• 

th v~ to o>C..te .;1• th,.i!' lo :. t.o:~ I j d :rtct <'P.' !"o,,rl< ti.:>n . 

~Ill t' .> t•,;,t:nt - jUS\. 11,{" till. ¥ J ••• v~ity ~r~.;;.t . 

• . .. Ll
1 

y;.>u m.d them tll! s J CI r • 

I t b t i '• in I J4 I ; . , I J ' 1 a..W f ~) , tlhSn t t t s een n s. W<• ) , ,~ 1 "' 

it. , Dt. n? 
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been extended thro~gh ~lretJy . They go to d if­
f e rent .vommittees , gener~lly s;e6King, so i t isn 't 
tOUc h o1 a problem . And ! don • t think 1t woul a hurt 
,.nytnlng lf s ome u i' th&m f1>lle.:~ ~o be extende d . 
'liJ ulun 1 t nurt the ouu!!et '- i rac.: ~.:>r • s r ce ling s ve ry 
.nu-.:h , L t leas t the preJent. one; I don ' t know ebout 
tne ne>.t one . 

Y.-u s ty y ::Ju1 re i::>lrltl to n:.v<- : r.temo nnuum re~dy 
t u;.tO r !'ON? 

l tn.J.M .e 1ll n~> v., u memor1 ndw.1 , yes . I tnought 
11E. 1d get. e ve :-ybooy ~;h1 t 1 :~ in tne pi c ture 2 t the 
o>re.;unt ti;;.e ~ .; re"~ to it ~"" tnen try t o s ell it 
t.o tnc Secret~ry or, ..lu11ut y . uon 1 t .<no.,; .mt ther 
•·lll:.cc 1·.il.!. ~grte to it, but oenny o~ldw!n, as I 
lit~ 1 r eluct<.ntl; • f>r .. tv t hto L ''" coulu do tn& t . 
'.l'hey 1 11 t <>.<e ,. Tl) tnin,: o:~ r :. ny scneroe unuet· ·,;n . ch 
t.ney cc-n &"t mo r e noney; uoes n • t uu.ke an)· diffe r­
~or.ce t~J tne:n ,,_,,,. thty g c t 1 t . 

~•hu tole tne Sec r et:.ry or 
fo r buying com:non s t ocks'/ 
tbout t n::.t? 

who nee r a t.bout t his pbn 
uic yo u (Lochiletd) hefl' 

•. ny yes , ;;hen I s;>.,o<t tu Fr: n« on it - let ' s see, 
1 t. ' .., s lt.. s t Fr icc.~ tlu. t c> blc Ct•.:le l.n - he brouch t 
U)) th£ "iues tion ~Jlu. S~io 1 n,,e, a.l , •. n~n. n E S:JO&:E: 
:.. b 0ut tnis ::r.c" be f or .. • tn: t nr., F:-:..r...t, 11<- s~.:;g ~; s tcc! 
th~ t ~n toe .;vent _f IJO:' t t·o~blt t.a" t t ile stock 
.~: r.<e,t b.; :>l.i~ p;, rt.,J; .. .,r;utrto .:h.:to<>r •;e 1d ;; iV£ 

~V.t.s iUt!ri. ti v. r. t .J t.hi:- t Dt~lr . . 

;. ~11 , :.c o:...v.;- t oe- ,n .. pe;rs !,ol l d:~t. ,·;r .. l o cre:~ r.t ;:;.. 
~orp~r:..tion t o su~v~r t. tnu mtr~;,t . 

But the Secr~ tr ry m.s not v trY entnl.isi~ stic abou t 
tlw ice;.. . 

'Ih(. r e&son I asK i s b<:ctu~e - l'.t>re there ~<ny of 
J U U tn~re st t he Sec:- t:tl..ry 1s- 1 1 Vd forgotten 'lfhO 
,
1
,_:. the re _ St rry , w._re yu u thure the nit;ht, w; were 

tul.tiU, t o t~&ll&..:e &nu ,,aen ublloce ti~S t &;Ki..g LbOUt 
-is cotton pl on tnd t ne co tton txport pl£n. 
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.1. wes tnere . You .-..ean Ju:;t r t:cently • 

.1. es . l.ou r e:nemb er " lllhct: bruugnt u,J t ha t s!'me 
tho ught , es t o whethe r or no t we ought t o buy 
<.:onunon stocks in the even t of trouble . I woncle r.,ll 
.t~uthe t· o r not y ou ' ll gott&n tha t f r oo ilallace or 
.. nert: you•u go t t,;n th11 t . lne .:.t:crei bl')' .nent1oned 
lhtJ t . 

.1.t .. Ls Lll u, in St.,tf::lbt.r :.nl.l :.t tlu t time the 
a r ;, f t of the .,&,?t:r!> t» c rtt te t'na t ,cor ,>o:-r. tion , 
)" )U l't::lt:l!Der .•. 

ll es . 

l tnl.M • e probt.bly t: ot lt f r·o:n ~~t:.<iel. I ::no.v 
1 w: .3 ,>r esent : t one wet. tiq; b t .• nica Fr~nh w&s 
.H'e:;tnt - some inform~ l '!leeting in which this 
'luestion of t<h! wi 3aom anu de~ir~bi lity of c oming 
t o ~ rle a iu of t b" s tock lllt.r·ke t. ln the event o!' &ny 
.l~l'iJ U:J ::m::>unt .>f Stlliflj! oil~ t t•:ten up, and (.5 £ 

c Jn3a-•• uence of the n,.;.Jt t • ou~ 1nfor.5:· 1 c..i<;cuss i ons 
ttl" l"e"l a ep~;rtment ,.. r ep~ re<i , F pe r• s in t ne E vront 
tm t ~..,o~. .. t:~ing .l!· t m t sol't . .,,i.,ut b~ c ons Ldc.rctJ , 
Et..t I i::c..::,_., thr..t "l: 1 1: ct. ~Jt it t hert, b~c::use 
t..~1..;. .; ,,,:...;,j ~ l:.>ng ti ... e a t).> - ..>n . s i x , eieht :nonths 
t '0 . 'l"t1~rt- .-.i" s r..;, ...:u;.~lu,i ... l. or u.ecisiJn ::JCol)e 
, i. toe t l-e, th J ufn I r .,;.~~ml.o.~ th~ t Fl'< r:.t f e lt t hf.t 
!. t 'H s t- ..:.es i!"t b :t ta ~ n..; t d J - t.;, ~xL .. : .:c. nr..! 
tJ I' E,i)~ r<: f or !.t . 

vsE rederrl Rese rve Btn.t'~ tuthor·tty <!l po.rt or tne 
<.: t' th.ri t v;:>tr<. tivr. . 

•· ell , tn<oy felt t n"y til. t o utHi:c - t nc)o t rtougn t 
, c.Jnv,;nient in5 tru'11tr:t w 'ulu l.lo. t he ~tabili:<.< U on 
~ unu, t nc tnt! '> t t blli~t tLm F ~onu aces pos:.,ss t 1u. 
, ower s , I t aiO:< t hf:rt. ' s rt(ldoubt of tha t . 

ies • 

.. ell , t ne capitrl f .>r tuis cor ,>or e ti .>n would come 
o u t .Jf tae S t ab1lizction Funu . 
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now uo "oU -'e t "Utn·~rtty t · t h b • " - v ou ot e ::it& Uiu:. tl ->n 
f"una? 

F~r the purp..:>se of st<.lJilLlng tne e xclu:.~e v<. l ue 
vi t n " dqll&r, yo u c 1.n buy t•TIY kinu of sect..r·i (.1 ~;:; 
tl' it 1 s f or t nL l ,JUt' pos~ , tt the Sc c o. t o.r y d eer.•s 
it ' s f or t h~ l pt.rpose . 

I ' u iu. te li.te tnt.. dLvil to s~:<e tuL Sccrc-t~ r 1Ju>1nf 
..: ommun s toc,;.:; •itn tm. tittlJllh~>tim F..tnd . 

'n.., tn..:n e>.,>:c.ln it tv t .... :m ... i t tee in C:>n&:-ess . 

utll , o:· c ours .. . t nerc • '\ ~ u l s tinc ti:m b~t ... een 
ut.t. i.s ,.o..,litL!t L ;; 'Ll s1bl l : II·• ;.h:. t is lEfElly 

,.'JSSlble . 

hL St i ..1. it 't .. i,...; Jnt::: tnio_ t \) l l l V t. t:tt; .-•7h'i€1"S c f jC 

~ u •t.ntc t. J ru. v f; tnc cot..,..~n :l~;;oh::'- to dec l wi th 
L1 Lrc_ : . 

If I ' .n u..;t. llt!"i:: , i> le<~H .. V.Jt~; 1iV i ol~ me . 

~ w: r.t t o sit c:.c.~ in t•le c orm r -:>f the " <>OlJcl ttee 
ue~''-.. i.Lt,; ·~¥ntn 1H. r:J t'i1:1LnS t.. u: L '' ·'t: l't. ti• >h . 

J. du•: ' t .tno1: - t.ne le~el d e)t r1.J'It'~>t in .' !' ~Pf ri!Ji: 
tne .t~'r>~:-s ~ o :n. 1 t tnlr.,t ut o! ~\).=i....:t..ntlng on the 
f ee ::; iOilitv o r tn~ w..i.;,..,. •. ""' · · n'-Y '" ';.t•c; ...tt rcl) 
.::...>n:>i ... c;.!':t,~ c;tttil.~ r(t...J~ t hE. l t.. ic : & ~rec i .)r i t. . 

.. at..n We (0 b c:fvrl; tut. _-::\l::1.wltL ... t 1 lZ .. ..:>""1'"" ~~ 
... ; r r l ' ., ,.,r~b l..::l to ~..:., lt lt• tht t . 

! t n t1o..< i1; ~ou!c b., uon" so t ilt.J .: ::>ul..:.n 1 t ~nder­
.> t:.:J.J , It ' s t.n~< e~sie~ l tn int: in tnc n'o:-lc . 

! •u tt . .t~:< tac: CU,.,pet• sui,) f .)r tilt <'t.cific "bout 
tha t time . 

I t ho ut;ht so.nehody up ther e on tnt Hil l ~<u tn;ro­
u I..Ct..d u ~!':>;>OS<- 1 t :> 1. ;>flr v ,JI'i:. t1: r hundr «a t h ou~&nd 
uoll:.r.> io ~c t rid <> f ~zeki~l ovt r the re • 

... d .:. .... n • t set: t;OI' t . " On • t pin tbll t 0:1 <.zekiel . I 

..,..,,1 ' t. -<n:>w 1-;ht thtr th· t 1 s nis i deo o r not . 
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If .. e ' v e got time, I might give c story ~:.bout the 
Pendergas t c e se . <'etc <>r~ono t of tne Pos t -"isoa tch 
CLlled me up a nd wt s ve r y unx i ous t o s ee me t>igh t 
&'llt•Y yesterd~<y aft ernoon . He c~rne ov er ~: nd t old 
1hl tuat wh &t he wes pe rticult rly worr·ied about 
ll!lS ~neJ< c t tht. t the s t o !'y wr-:; being circuli' t ed 
'>Ut H• .. issour 1 thu t Gu;; •-el ver i n£ h; d r:ego t i 11 ted 
•ltu_ !'cnuer!:;<_s t onu tney ntu J ix t..<.i U,J;; ..:ivll 
~«tL ... e,.tn1.. o1 tnE' <'enutrt;;t :; t C! .~c , but bel'ort it 
..:.>l.:lu 0:' t~..r .> wi;:n t he :.hl.tL 11 •U.t. "'" ~t.>ppGC it . 

.. tlt 1 • gvt u.Jll.l .Jf ... t. .. lr I.t~.:~ t.nu ue tvlt.: ... e t.u£t, 
.H course, as I .. tnt . - 1 n;... t lo)_..c ret(: Brr. r.C t t nF t 
.)f ..::>U:-5(;; tn: t .:: !' f.JO.UlJe, l':.v ~ 6 .)t h.:>l0.: o f ~loer 
ln., a nu UG tolll :J& 1 ill t.l~l f :r:.t ;>hce, t here ' s 
z.ever betn a~· lL<bil1t:; t .. ~er.:t....! , anJ ln the 
s-..:con .... !).!..L..t..:t: Guy hi:; 1.evcr s.:~n rny rcprtser.te:tl ve 
o t' thi~ f tllo·. , a ru .. i n tnc t hiN ,Jl::ce Gu:; h:cs 
~l .. 'i.. ! ~ t;i ven the ·rs. . .t!:t :lnJlen~tr-tt'u sU)rOrt , ht.s 
.wpt his n~r.us cO.OIJLtltely c ff loJlY crimir.c! inves­
Lig>tions Gxce,t to .ncvurt," tnum, and s,:ecific:.lly 
n .., n:.c avnc t he. t in thi~ c: ,,.;. . .1. t n La t h:.t t .:> 
.. c tt JJrt 11\.l t. 

He c:.. llecJ ~l-' nis office tnu ~ ~!'ured tnem th> t the r e 
.:~s n :> th.ing in the stvr y . 'l.ll•Y .ltu b.,l1Ev e.~ it 
b nJ tnt!y ·•E t'E .:,uin,t; t o ,•rint it, < nu tney :er;, 
SLtist'ieu <' lld aiun • t , r inl. tn" story . 

"ut ne tole. :ne t ls:> tht t he h• u t1> l .<eu to - .. e 
at.u been at r rt.r•.:C :.lut· ,..ny 1 ~ .•r• "s conferer.ce lEes t 
Tnursat·Y ~no. so~e .uestt•>n h: u been ~s~<t;a <>f F~;.nk 
"'urpny <bout t his invesi.16L tion vut 1n r.,.r.ses .tty, 
•na it oil'S CO::I:llCfl .tn<> . ltc.t:~ i n t he U"•SP~!,)E I'S tnLt 
l.h€':''-' ;ns Ln 1nvest1 t;t.. t1 <Jn of PenJerf<.st gotnr: on 
'Ihlen wo ulu · ~:>b~.<bl) le: u t o :.n in::~ictment; ttu. t 
tn~.:y n:.:.. ,. r i;, t eu t;nt t , :.nu they a Sk€d Murvhy ;·bout 
till t . "" s~ id y._., , he l<llu.l th<. invts t i g> tion wts 
••otne on rnu tne oJe;>~ rtmen t u l' Justice cert~inly 
~·JUlJ never be detcrr e<J by 1 ny poli tict 1 cvnsi uer r.­
tl ms a r.o they were going r1[;ilt through .11th it, 
l ~:t t~c cu.l.~s fn ll ·.vhcre tilL Y :nt y - the De;Je rtme nt 
o f Justice ·vf s . 

,.nJ til en ue ~<Sked .r'ctc .b r r.nu t Lna 
s t ey benind an <J n.: tt·l~<eu t o taell 
on t he c:.sc, >nti ~~"~ thL tnin&s 

'-'am J lflet 1 t o 
confidentially 
n~o- tole t .1e:1 .vc.s 
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tn;. t they we r e ell prep~ red t o g o r ight c. heed 
'n~.o r.~thlng wEs going t o hol~ thtm back, but 
L•lCr<. '" s ~ne ~ther d tpt. rt>1en t o f t he Go vernment 
th: t . :;:;.s holaing thine ~ b1 ck . And of ~uurse t..ey 
<.: .>..tlun ' t under s t :..n-1 tnr:. t o me<m tnything else 
o>xctlpt "th:. t the 'i r ePsury llepr rtment wt.~ inte r ,h>Slng 
J "~ tacl ~:s . 

~ ' •n ~lLJ ;e ' v .. got~ r~cOr~ on i t . ln~identLlly , 
l.L y .Ju t:v" r ,;.,nt t.1:.t r ecor u .Jf tn~; first ti:nc .·.c 
~· .:a; Lnt .J it, I ' v .. iPt I .nlnutt-b_, - JJinutc r c t.:o r J of 
t; VI:l"J tnin;; t m. t t ..>:>ct ,>lt c._ , sv •••• 

"e t.J)r..>veu ol t..'ltir l .)ln ... t ner.l tJ htnaver tner '«t:.re 
ru~ou;- l:nc. gett lr.;; .>ur , ... ople r~;.dy f or the [r&nd 
jur:r, . •. Vco tilou£.1 t1\e :nv~;;t1 gtt1_or. >lt"dn ' t been 
.~r~!:. .... t"' ... 

,;tl ''" r "n' t re:u;r t J c;o; ne: u , but; t least t:leir 
~.:olr.t: ~ hera . . . . 

.._ ilt:l\1 Of c0urse1 nc t olU :nt tllt<t cv, ryb.Jay l'i&S 

- " ugnin3 ou L tne r e ~ bout '"'" rrr n~ tnd J . J.. jgur 
!'lev Jut t !t .. r e to be Jll Ln.._ t; r J.!m .. ;hen ~om .. t ni nf 
:l:')t•cnet , ,bvi .> ~sly t 1 £r l b tht [ l~ry , rs tl e srw 
it , ·nd . • .. 

- !..; tn.,y =~ :>ut tn tr'o:? 

~n ~ -~ , tnty fl~ . - ~L t~e~~ , nr~ iv~; .·cs~~r~~) - J . 
- ;w • .- .. nvt..»V ~ :" t. :: .. Fr· ~.t Wur,.,n.} - t:- ..... · n s:.-.; "'"" !.ty . 

- • . t • . l " ' ,_ n.1 l .~ s· 1..: ilt- .. 1C . .. :\f. "" 1le a n .. :..u .. t'lr ...... - "'" .. 

eBIIO.~o.~- 1.1.., .... .: '"" n ' t "\( . .>( . Uu t tn:..; c· ::to. - ts 1/ .Jto. rctnt 
Inttri~L J. ·'• tVen~t. ;.r . .! t ttt. l. ... . - ..1!:.•-r c':""'l'"' v .. lj" :e t 
in t. ) i t.. ;.Jt: tn._ ;\" t~ :t1; SJ.t Vt -..r . .,: _ ... , wn:..:.1 ~::.E l ver) 
tu ..... -r .. .:.fi..:tnt f ~.;; turb or tnt- .:;. s e . --
, ell tnen I t o lJ nto son .. thtn• -' 1~; rneJ f rJr.J 
' I 11 • fi ' t < "h• t ._ L1er It•uy, tm. t - this ts 1 - C•>n, a en -~ - " ~ 

.t..l m ~.or h<·d jus t got t~ l a ttot· f t"oOI nis mLn out t !"u. r e 
in w~tica n" sc. iu thLt t n~y WC.t'<;; laying be t s t n~ ::-. 
J ._Jc;c.r ti.JoV<.r .:oulu b .. on tnu gr ouna ;,s soon .. ~ 
t t;in ·s ber:~n t o "~t no t; tnu this letter "Hs .ri tten 
t C.>~ple of d E s" ; !J ..J , t. nd J • .._001Jr ~ rrive.J OUt t h ere 
) ts teru~;;y . 

• taer . · 5 s o:ll.e - ... d Jn ' t .tno.l .:mere tnEy 1 r e 
u e.LJ. , c.: '' '" 
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trylns t o ;Jllt tne ne•~, but t .t(, t.;>li<::. tion Clr.le 

frJ~a. tne uovern..:>r tnrougn t nc ::rt!.t..::t ~~ ou.s~ t')~~ t 

;:13 

tn" "' "'P~rt!ilent o f Jus th:!t ./d''- tm: ;nc~ tnot .. o;rtl 
l:o tl J. ling tho:. c~::e , 1-.nJ t. lll/ Nbl' ~ l!~llin[ t ne •:;h Lte 
oJ. O U !.:lc.! . 

J. t l.l l u ~' o;te tn~.- t , u1te con!'l•JtHU< lly . 1 .!idn ' t 
"\l.i•· .:.-b .. Jut t~.1e c:ln ver-;ct l nl b t..t••t:en · .... t(r:<: ~ nu t..u­
.. h~tt: n.Ju::;e ·oel ~ r .... t. 1u t , o\o4t. .... t{n.).·, 'N!It t St.: r:t 
~.:.~l ~v ~ nerc l J r . 

"l. t,;U t t·J ;: :-t i. t: -~1.:: t~1., - • d ld - t v t.~!J.. .... tz. r A 
t.t:. t t..ht-.. ;. i,.S : n err Jn ... ou~ .: u:~r-.~.>i...,n, t..-1~ t he ht d. 
~ ;:'le t g r .;~.- t ir.Jury t;, t \< De.• rLl:nt vf Jus Uce; 
J.. t fL u~,t t it .::. · not ! .J,..,\-4 h :· .. or- :'\; tl .. n th:.. t "lt: a "',, . 
•. r ........ ~- 2.~ t.1· t .tt!; ir.!"•lr.t: r.t, .& Ji:. Vt"r t.:1: t .o~s -
• u~.;~t- .Li ~ : .f!J_.,, !tl .•• , ... ~r'' :-\o '"'n t .) f Just!~.:~... 

:·l . ~n- l u,;; .;c_. l ... 11l ~ Lt .. l" ·,,·nt. 11t1 t..>l..: hl:l tht t 
L.ut.' ... L t,.z' rt .t:.t 1;' Ju ... tt•:t. .Jt"l <.. ' ' t. ~ t:.. t::nr: ,n 
l:l~ ..;· ~ t n d'< tr. : .. ~ l.J l; l :.: it . d1 J r t ..>l:l 
11.. ... : t.u t. I J: 1 . . • t t..1 :,1.< t.lt; t .·1· • tr tAj N~;.. u .. l t Lr: 
.... .;_. . u.J . ~.: tidn .. :t.n t.tL.1 ; u .. t.H~/ Ut ~..o !1 i Vt:.l1 eve ry 
..; ,h .• t" tl :: : r.. o o o 

... 1 · .. · •U ..,t:t;. l_ t.t. t!'J Ht rl.>t..!~t , l'r• ;. '.'.!.ncncll':' 

vn a; t ? 

" * lt. .... :' u.::--0 .; ,!_L .. . 

, .b .t · .;.>;:t;, r ••.. 

• S l N .>n t n ... t.ict<c!' 
~ >~t:b<).::y < b r1b"' f ,) r 

J t. • ... ~ ~ .. . 
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uar.es: 

;;, s t~n : 

.. Lb. Hi- • 

G: ~ 1.: 

•""- I 

G:.; t ~n : 

- ;.\ ; 

"1 4 ._ _ 

- lc3-

:lou .mow t hat stl.tement t hot t ou - I guess I 
signed w:li~e you 1:ere r. m .. y . I • 11 get-that tning 
fo r y::>u . '-ame out on t he t icker tha t I h~:u issued 
~ :.>t:.tement t nt.t the 'rrc~sury ·''""' goina to oay f or 
infurm.- tion from inform~snts . " · 

->r course , .1e do pay for lnfor::~u tl-:>n . 

l A:-,.>.: . ~ b~.-.:.3S tn:.s .·.'t 3 so::.-.. f or ,. 1 s t ::. itme!'lt 
.. 1 -~rJ ..,tc;.ve ' s ... t~"l:.~l.l£..t. !lt- :s.;ue..! . 

:Jt~·bt lt ' s ::.o.t.>l. atr,:.i • .; t;ot so:> •etnir.g on tn~ t . 

I ju:; t st.o it l~:.st n1,;nt . 

Tn~ ' ,::st- -i~:n tl.!a \o!,")r\'o i r-~ n t •tt.. ltv~l enj t ney ' r e 
·•u r· frl.tn~s , a nu ~ t h .JU!:ht lt 1ouU blf; : gQoc lucr 
t .J h t • .ote ,{!10•1 tne .mvlt. bLCd!:l' c>und . He h1JJ o:tost 
.>f :.t ~-:lym .. ,, <(f\c.l 11 bout vtt rlt 1 s cull. ~h6~ 1 rt 
t.l->t'OL!i!l • t :. r£eli! ole . I' ; t.~. 1:-. 1 tnJ •'::>U;,<1ly honor·vbl" 
":.n . I t u lc. .. t... C Hil' i urnt:•L/ tll I n:e .. :-bout t.:1e 
t11 lng • 

.. t;:ll, .:r n~ t '"' 3 . a .. ;> . l.:'h:.:u .>ui l ut: .1' t. .!.n the. .!t s~? 

I u."'utrl>t:.::lC. tnc, 1 rt goinl t o i :.o.~i;: t .:itni:: · fc:: 

Jtj'S • 

.., ia .,ur :aWl :.:>~err - l.t.rri t:t. ., .J.~ \ .1~ t~vt:: :- u.!..: :u.. . .tt 
.!.5? 

Ht r· t.ut nn . 

l.lnuer tne ne11 systc.n l'' u i<n.>n , he 1 s f':.trnisn tng 
ills info r•n<. tion oirt!~t to l.lilllg~n , the, DiztrH t 
At.t .>rney th.:r·e , a .;r i nst t oe rccom.1len..::· t ~Jns ~f 
,, : s >till .. t n !.ior r i : .>vu~ tncrc . It' s "n unus u& 1 
..,t· oct..:u r~; . J.nd n :> :l -•urpny nuu noovor eo t <.>Ut 

t.u<r" .>n tne job .• • • 

I a on 1 t '"n'""' • • • 
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.(don ' t ".now •na t l ~ gol.n:; t o !l:.I),Htn. " he. los t 
I •h~l.t'J "' ~s ~ill.t the OntLc<.~ Ztt. t es •·tt orney vu t 
t..nt rL • ._'- s b"lng be. cl't - ~o:.Je .tn:.. t ~oubtful . 

"iu tni.; e< l l cotJe vut o.,f.:>n. t<h l ~rtn<.i jury , the 
•«1.:1 lc t n lng? 

... t : ... t. I O\..t.r~, t.ner .lt.ulJ ' t ~one bt..:l'.>r t: t.nc gr;.r*d' 
jUt'./ · ~o ~·,_,J. ur:..v~.,.:,J uo\:! 

'·ftl. r tnty got n . ,:>r :>v:. 1. on tnts~r in~truct.Lon f or 
• ... tJ.1' • ev1,lt- to c;...J?~t r .. th:.nt v~r t.;tc-) cc._lltv. , t hen 
ttl'. bt!J'"!l t.:, Se '- ..! .)l,.a l't. t t ~~' it, ~t:C("USe t ney 
·.c:r-t r, • t l'" t.hJY . 

I t ni.tut WU<> t c.ll!le.r !'tot r~1. >:t:; tn<. t t ttis fellow 
.-: llic;~ n .. ~ <> 60inb t v S11.>"t Lt.;f .Jrt h~ 'R C. s r e<s.!y . 

'-' l:u.E:r $c.l,1 ne '•'- 1.! b<.€:n w •. >r· .:Ln.; J!l t 111.. L~l'.lr::lt tit) n, 
t;t~ ttllli it , ,io.:kln!l t 1.1. tn tng u:.> t nu goint ove r it, 
Lllu uc. n;.:: s no.m tnL Ll ~ t llf Jr .a~ tLm ne mcd . ·•h:t. 
.:t.s <. f e.: J&ys • LV ·.htn .1~ t: l~.:j t;, me . The Unitea 
U t,.~. tc~ /~t t.J rney flt ...:!11 t :l~!. ... ~t. t..01 1113 uelnJ. to {;0 uheLO 
J!i. l t, S0 t tltt Jlt ./bt: 

u" tola :De yestc>t·uq• iut t .11 t.1 .u._:1t l.f. ·.<cs boing 
t-> t r) t v get'" ..... _~.; t.mLnt .itn~n t.1<> next f c .. 
_ :,_, 5 . 

J •• , . u.: _:"""? 

• .t.t.; ...;.r• ... :: .... t : :.tiJ . . n~ .• ;a'-'t ..... tne 
J.O J ~r c~st.. a~t i:LJt tnt 1 11 t.uut 
t .:tiJll t n• t tO.:)t'. iJL< ~" ~n ~nlc<.,_J . 
t.il>- \. . 

No • 

!>ri..~ :k :-~:..1 cvunt 
:~i..$ .:.rt n..:t trcns­
He :He •• >. l>out 

.~. ::.t :-. br·an•.J. t .... nt ., r. bOJUt t. fto, t . ne A.nc ·• &..b:>ut t !lB 
t..nin: 'tn :.. t is ~n~ ~1· ..JUl" tr.C(.. cvr~s i n th\. cc-se; 
ne &~e1 &11 ub.:)Ut it . 

Regraded Unclassified



•1~:lCS: 

Gt.S\..)!J ! 

nt.nes : 

Gibo:>nJ : 

•·U.:tCS : 

• C.\ : 

dtnes: 

v•st.m: 

'16 .... _ 

- 2J-

On, ta;y ' ve been f ollJ .. tn;: Ute tnlng tnr..>u,;h, u 1d 
I tnirn< -~~ey g;.ve SJ;~o: lnfor..1"'t1on 1.J doer ,:.n t he 
t.n1ng . laey ' ve been wor.tlng .m it !'or <,uite f 

l ont: wnile . 

tk \ ' tl 1 s t .11s ticK~r tn1ng . 

"i.c t l.ng St!cret£ ry or' tnc TreL sur y th,ncs toaay asked 
Cont:;r.;ss to ;>l'OViuc L secr e t ' tl,.> r'.m:: ' for tne 
t:u:;t;ows officer:- t:> ,Jt.rcu:.s\l l.nf oru:. tion on m.rc.>tics 
rings . 

11 nt. C.S J:ed tnat; tnt Disbut·se ... cnt uivision of the TreL­
sury uepart:nent be a~.otnori~c::. t.:> extend ftillas t o 
~gent.s for ?Urcn&~e of 1nfor..1~tl.>n, t.na t~t it be 
chae secret. Such r; fun:~ is :-ovlded for t.1c F , Jj , I., 
11e ,•ointcd .lllt . 

11tlt..~o;)S :J.uded t h-. t it i s fre,u~ntly im)oss i blc t o 
,. ro.;:ure lnfor mc tlon 'nd LVidence r c l : ting to n>1rco Ucs 
:~muggline ..:nless tne inform• tl.m is "<. io for • 11 

Is tnr. t tne .dnc! of s tuff tiu. t you ( "' ibt>ons) tcD!ltl~e 
in oown in your aepartment? 

I • t .. .:. l.l;.CtCJ' ;;uy . l Nt.!J awu,/ t .u t day . 

i.es. yo-.~ wer" :;lln'j . 

.te l.l. , there n ust b., su.::n 
just •w t t.'ley 're a<>lng . 

1' ..:nc no·.v , becc-use t..na t ' s 

ue CO .l t in l<&rCO tiCS 1 .e d .> it in "l::onol • 1 X • 

•• e do it in the Incom., T:lx :>ur~olcc. , too . 

•iorc. llb ~.r;; l in ..:us to., s . 

.. 0 u ld t nt. t co:ne under the closslflci tion ~f >- bribe, 
c,uid ,> ro q uo , anu i s Ulti p1yer of 1 bribe cbove tnc 
ms.n 11ho r eceives i t ? 

osw:au u a rrison villl..rd .v1lt 11rite " nt<.-. s er,ics "of 
<~ r ticl~s ·.vo1en he r ttus tn1s . H~ was _g re~otl: ex...ited 
Lb.>ut t he filet tnnt ~e snoo.t do•n s ~ol:l~l !lG!l~O Polly 
ndler in New Yor.<, A'OO ,,L s .tl':t<,>ing brotoels, I or income 
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t ux. 111 t 1 s f i lthy money and the vni ted St a tes 
is o partner i n tue businesa ." 

r'artner in business 11' we collect t axes . 

'l'tl:..t 1 s a n i dea . 

217 
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FEDERAl. RESERVE B ANK 

Of" NEW YORK 

I!( a) 

CORRESPONDENCE 0A~.~_8_. l9fa 

Lo J . Jtnolr 

SUBJE= Ul.IPBQNI aliJWATIOI JI!IL 

---_j;.JU OF I!IOL.UD. 

I called Mr. Bolton at 10180 a.a. I m~t1onad t hat t hine • 

,.,. extr1111el7 quiet bare 1n the toreicn exchqe aarket , llb1oh, in 

•tt• or the approacbi.ng !aliter hoU\1qs wa a, or oour1e, l1kel7 to 

eoat toue until Tuesda,y momin&. Th e on l y two places to be ope t o110rrow, 

Saturday end 14on\1q 1 1 t aaemed to me, were Tolc1o an\1 • .., Io11c. Bolton 

1Uted t hat he had ~uat cotte read)' to aen\1 me a oabla and t h .t he 

•as now ret<uellting ua alao oralb to bol\1 the sterl1nc rate tor hie 

account e.t 4,88 1/8 Wltil our opeo1nc on Tu esday moming. There waa 

t he 1111101111t we wer e to purcha se. It anything atartlinc 

the international picture he would ring me up from h1a 

auch o cue al.ao try to get i n t ouch with him 'b7 

telepbo11e, Thla, ot oouraa, I prooilad (hl• prh'at e t elephone 1e 

Popu GroTe 2588). 

Bolt on apolce or the bilateral guarantee ot indep~denoe 

to be a1gnltd a wealc heoe betwet~~ Great Britain and Poland m nounoe­

! lnt ot 'llhich had bamma4a 'b7 the Prime M1.n1 ster 1n the Bous e. The 

oalr other nent or the da,y concerned t h e A<1riat1o. Th e belie! pre-

tail ed t hat the Italian& ware goinc to seize Albanian ports u a 

!Ort or counter to thia Anglo-Poli lh altair. Pareonally he did not 

that wa.r or &D7 crisia wa• an7 nearer todat than it had now 

tor many day1• The lallt and tinal step, h e thoucht, wu goina 

take e. long tiae, •-111h1la th&)' were 11'11nc 1n a aort or ataoe­

or war wit h p .. oe-U• • aoti"f1t1aa practically •u•p•ded. The 
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FED~RAL. R£S&.RVC BANK 

0,. NEW YOJUC 

CORRESPONDENCE DATE April 8 1 l!i!ZA. 

~ .. 9 --

L, ·~~~._ ________ _ 
S UBJECT> Ul.!PBQKJ Q;)IJQSj%101 W1tJI 

BAliK Of BIIGL ll!a 
I 

urlctt WRI under "fU'T 1'1114 control and there waa no alsn or speoul .. 

uon. f he dri rt or capl tal to ••• York continued and it was worth 

U'ltioni nt: t hat a sreat deal or Swlaa and Dutch ~r.on.,. was so1ns to 

A sreat n1111ber or aeourlt:r accounts were beiJII opened b7 

auoopeans in t hat eount17 and Barcla:r' a lank (Cmada) , bel.ng closel:r 

111oo1ated with one or the bisgeat London cleartns banks, was at ita 

tits end because o r the nood or reque1ta made or 1t for the openlna 

or such accounta. I •entured the t housht t hat capital mo••ent to 

Canada had alwlfS ee•ed to me a logical thine to denlop and that 

o1111 111on t hs ago I had expressed t hla opinion to GoYetnor Towera. 

low It would be 1ntereat1ns to obeene the erteet t hat this 110uld 

h&n on Canadian eeon011:7. 

• 
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PAJUPIIRUI Or HLmlWI RIOIIVJ:D 

J'llOK: Aaerioan Dlbaeey, Pari a, J'ranoe 

DATI: April 6, 1939 , 6 p,a, 

10.' 657 

J'llOII OOOB!WI. 

.. 
~ -

The Parie aarket wae quiet , the J'renoh contr ol getting 

a fair amount of eterling, Pre .. ure continuee on the 

belga and on the floriD.. The Iuter holidaya begin 

t omorrow, and in Tift of the ner'loueneee of the inter­

national political atmo.phere , the market ia heeitant to 

make oommitaente. 

Karch 30 etatemeDt of the Bank of rrance showed 

an increaee in circulation of about 4 ,000 ,000,000 france. 

CoTerage wae 62.15 Tereue . 50. 

BULLift . 
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REB 

SEcretary of ~t~tE , 

Wo.ahington . 

452 , April 6 , 7 p . m. 

PLAIN 

London 

Dattd April 6, 1939 

REo 'd 3 :53 P• m. 

POR Tf.EASUHY FROM BIJTTER''IO RTH. 

1 . Tht City is now bting dESErtEd for tht EastEr 

holiday. ThE bullion markEt and stock EXchangE will 

not rEopEn until TuEsday. ThE forEign exchangE markEt 

will be opEn Saturday morning but closEd tomorrow and 

!.londay. 

ThE forEign EXchangE markEt i s again vEry quiEt 

with thE dollar bid and thE British Fund stll~ng small 

quantit iES of dollars. Gold was fiXEd at parity with 

159 bar3 dEalt in. 79 bars wErE married and thE Brit ish 

Fund so.vc a fEw . ThE marktt was ae;ain pro-rated, buyers 

recE iving about ~ pEr cEnt . ThE dollar forward rate 

was sliGhtly tasTEr, thE thrEE months ' at 2- 3/16 . 

IncidEntally, thE forward BElga movEd out to 30 cEnt i mEs 

for thE onE month and 60 for thE thrEE months . 

ThE gEnEral atmospherE rEmains one of ntrvous waiting 

for somEthing to happEn. 
2 . ThE 

• 
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2 , ThE Bank of En gland rE1.urn for this wEEk shows 

~n incrEaSE in thE natE c i rculation at ;r. 9 , 4 million duE 

larsElY to ·quartEr - End . and holidr.y dEm~nd , Public 

dEposits tiErE _do-:~n I. 5 , 7 million and banltEra' dEposits 

~ 6 , 5 ~1ll1on, ThE TrEasury bill r atE movEd _up to 

about ;r. l , 5 . 3D, 3 S comparEd with I. l , 5 . 6 , 72D. a wEEk ago. 

KEHl!EDY 

ALC 

Z22 
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~R THE SECRETARY: 

St. Lou1a, Mo. 
April 6-7, 1939 

My primary interest i n St . Louie was t he "light " 

~23 

industries euoh as clothing and shoes which are centered her e ; 

elSewher e I had not talked to companies in t hese t1elde . 

St. Louis presented an old picture of relatively 

~od busi ness side by side with very gloomy business sentiment. 

For tnstance, a cloth ing manufac t urer started by saying that 

business wa s bad, but later revealed with a smile t hat hi e 

business wa s 15% above a year a60 . War jitters play an im­

portant part in conversations here, as t hey did in lUnneapolis. 

On t he other hand, business men here were critical of Govern­

Dent spending whereas those in ~linneapolis were apathetic ; 

there i s a good deal of pessimism about t he necessi ty for con-

t inuing relief indefinitely . 
Reta ilers and persona producing for retai l were 

unanimous in saying t hat t he social securitY tax can not be 

passed on to t he consumer; t hey insist that they are having to 

~bsorb t h i s tax t hemselves a s an added production cost and have 

sooc interesting reasons to support t heir argument. One of t he 

r.,ost suooeee ful local bus iness men t hought your soci al 

security suggestion was exactly the correct one for thi s 

' experimental period. • 
The bond man at t he First National Bank (very 

Republican) praised the way i n wh ich you have handled the 
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~vernment financing, even agreeing with the pre~ium offering 

!n ~~rch. He was critical or t he Federal Reserve tor the way 

tn which it hae insisted on replacing bill maturities with bills 

or notes when t he market ie eo high. 

While I was in Tom Smit h's bank on April 6, Ronald 

~nsom called h im from Washington and talked with hi~ a half 

~om• ar guing that the way for the national bankers to beat t he 

Ero~n Bill i s t o support the Federal Reserve' s general banking 

snli oonetar y study. Tom 1 s reply was that Congress will never 

arree to a general rewT1ting or the banking l aws as long as the 

CongreGsional feeling against J.!r. Eooles is as strong as it i e . 

!cr. Ransom said J.!r. Eccles is only one of t ho six board members. 

To!ll sai d the public does not look at it t hat way. 

The following day Tom told me some unnamed national 

bankers had asked him t o call l·lr. Delano and w•ge hi m not to 

Jeopardize the Comptroller 's Office by complaini ng to Senator 

'lass about a l ack of i ndependence. Too had called l4r. Delano 

~~ convey the bankers' feeling and bed been told t het 

:~. Deleno would see Senator ~lase the following day. 

- - - - -
!E:!!dl:i,!!B.QO.!]n~B~r.QO~t.!]h,!!e!r.J!S_j;!S,l!.t£O!:r.!!.e ... , _:.I!.!,nO!!:O~r!:.pti.!o:!:r~a~t!.:e~d -- This company 

hns hnd a phenomenal growth with its woreC year being 1929 

Md each subsequent year showing an improvement. During this 

!)erl od t he company ' s net sales had increased from lese than 

~Dillion dollars 1n 1929 to more t han $24,200,000 1n 1938. 

Regraded Unclassified



£25 
- 3 -

!heir sales are conti.nu1ng to rise this )'ear, but the compan)' is 

tollowing a conservative inventor)' poli o)'. The oompan)' operates 

tour chaine ot shoe stores. It is continuing to expand in spite 

ot what l-!r. Harry Edison, the president, describes as 1 bogg)'1 

oue1ness conditions. New stores are being opened at t his time 

in at least two cities. Mr. Edison says the compan1 •must keep 

ita capital employed" by continuing its expansion. He is rely­

i~ on what he describes as an aggressive organi%ation to con­

tinue to overcome adverse business oonditions. In other words, 

h1s company is an example of a business expanding in spite ot 

business uncertainties. Mr. Harry Edison said t hat he really 

s~ould not complain about the Government or its activities 

since he and his tour brothers have enJoyed steadily increas-

Ing business. However, he went on to say that he would rather 

~~ve lese Government spending and smaller profits it the 

country could thereby be put on e. more sound basis. He regrets 

that people are learning to l ook to the Government tor support. 

lie ea:;s he is willing to pay h.igh taxes U' necessary to care 

tor t he unemployed provided they are required to do an honest 

day ' s work and are encouraged to return to privat e employment. 

He does not beli eve t hat Government spending has ever in!luenoed 

the sales ot hie comnany. The sort ot purchasing power which 

helps comes trom heavy industry payrolls and good !arm crops, 

r.e says , Low pri ces have built this company 's business and t he 

social security tax bas proved t o be an added cost to t he 
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co=pany because it can not raise the prices which it hae eo 

l0!\6 advertised to the public, l!r. Edison says. However, he 

a?proves ot the social security objectives , He thinks t he only 

&llswer is to "go slow during t his experi mental stage . • 

Tnercfore , he approves very much ot your suggestion t o the Ways 

and J.!eans Committee. His only r eal object ion to the Administra­

tion ' s , rcgr am was against the wages and hours law and t he labor 

;>olicy . 
T 

Marx. Haas, Koj!rekt Clothing Co:'lpany -- !(r. Irving 

8ettmann, president ot the cocpany, started out by saying that 

business is bad, but then disclosed that h is company's sales 

are 15% over last year in dollar volume and even higher in 

physical volume. He then justified t his discrepancy by sayi ng 

that business was nervous and uncertain about many things, of 

vhlch war and Government policy were only two. He told of a 

radio jobber who was worried over h i s inventory and over sets 

so!:i on an installment basis because televis ion t~ould soon !!lake 

the~ obsolete. Salesmen for t h e co~pany report t hat business 

is espeo1~ly slow in small t owns (10,000 or less), especially 

in t he south where in some places sales are running 25% under 

l pst year .. J.tr. Bettmann attributes this small t01m situation 

to invasion by chain stores, a shift in consumer buying from 

suP.ll towns to nearby big cities, and to a hangover i n the .small 

towns of t he high pri ced inventories l eft in t he stor es at the 

end of 193?, Inventories generally, he says, are well worked 

down~ this bas been true more of the big cities where t here iB 

better advertising end selling than in t he acell country towns. 
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Mr. Bettmann said that social security taxes had 

been an added cost to him and that he has found t hem i mpossi ble 

to pas s on to consumers. He obj ects to the basi s on whloh the 

t&X is levied and insists t hat all taxes should be on abi l ity 

to pay, that i&, on prot1ts . He also bsl1eves that social 

securit y benef its should be on t he basi s of need only and was 

soce~that .surprised to learn that he !a going to get a $280 

old age pensi on which he does not need. 

Government spending was cr1t1c1sed by Mr. Bett mann 

but he was very pesei m1et1c about any decrease in unemployme~ 

tnd believes t hat the Government must take care ot the un-

e~ployed through a well-planned public works prograc. Some 

new industrial development ie necessary to pull the country 

out of i ts present condition, in his opinion. War will t ake 

U':l tt.e unemployed and keep his company busy turning out war 

clothes , J.[r. Bettmann says, but he very much would rather have 

present conditi ons t han involvement in war. However, he has 

a fatalistic f eeling that the United Stat es will ~et into 

n wcr in Europe. Heanwhile, he thinks we should sell 

belliger ents what t hey can come and get and pay tor . 

Copper Refining Company-- I n Tom Smith's bank 

: tal~ted bristly with t he head ot a copper ret1ning company 

which, l ike the Edison Brother s Company, has had a very suc­

cessful hist ory and which 1s now spending halt a mi llion 

dollars to bui ld a new rolling mill tor t he manufacture ot 

copper pipe. I nci dentally, t his expansi on 1e being financed 

by a term bank loan. 

• 
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The pr esi dent of the company is an interesting 

person beoause contrary to my expectations he vas ver y 

pessimistic over the effect of war on t he copper indust ry and 

hie company. He said the war scare made him indifferent to 

t1he ther he ever finielied h i s new rolling mill. War, of course, 

woul d mean t hat h i s company operated furiously and either made 

a lot of money or wa s t aken over by the Government. But, in 

the end, t he pl ant would be worn out and would be f a cing an 

upset economy, Therefore, he eai d th~t he would r ather oake 

less money turning out copper pi pe s for cottages t han b make 

more noney tempor arily in a ttar. 

He hns not increa sed his buying of ral~ copper because 

of t he t;ar s careo a nd is hedging every purcha se he does make . 

Onl y speculators will buy copper on t he war scores. He said 

he ~ould be willing to see copper go to five cents, alt hough 

i t t·ould cost him $250,000 on hi s inventory i f at the :;>resent 

t ime he could see the end of t he war scares . He does not 

obJect to the Treasury's method of valuing i nventories for 

t ax purposes . 

Harri s Langendorf Hat Comnany -- Mr. J . W. Harris, 

presi dent of the company wae t he most opt imistic business man 

! met in St. Louis . He said his business is good, i s running 

'way ahead of l ast year, and that a small reoent decl i ne was 

no more than nor mal seasonal r eact ion . He agreed with t he 

&ener ally expressed view t hat social seourity taxes have 
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proven to be an added production cost. They are not passed on 

to t he consurner. He recently had a good many negotiations with 

the Internal Revenue service over a corporate reorganization 

and says that his contacts with the service have been uniformly 

good. 

Ely a nd Wal :ter Dry Goode Company -- Mr. Walter Lorch, 

>ice ~resident, was both pessimistic and h i ghly critical or t he 

~1n1strntion . He said t here is too much Governoent meddling 

vit!l business, so much t .hat the business ::1an has decided tha t 
""'....:.<. 

he 1·111 do as little a s possible in an e!'fort to PSIIM"<i Govern-

oent meddllng. He was particul~trly disturbed over t he ~lage-Hour 

Act because he h~td asked for an exemption 

on Octobor 22 and never r ecei ved a reply . 

of certain >~orkers 
<f~ 

The result is~the 

t:orkers have been l aid off. He al so cr1tioized the cotton loan 

:>lPn, saying t hnt with 11 million bal es of Government cotton 

r~n;inB over the mar ket hie company is uncertain ~~d conserva­

th·e i n its textile buying progr am . Generally speaking, he 

bplieves that business men are not buying but are wait1~& to 

see w;.ich ltay prices will cove . They are delAying buying 

because of f ear t hat war may force them t o close down 

tempor arily. 

The payroll tax costs his company $200,000 

a year , according to J.lr. Loroh. He also criticized the un­

distributed profits tax, saying that American business had 

alwaye grown by plowi ng back its profits. For instance, 

he cited ~ Philadelphi a Hosiery l!i11, e st ablished by his 
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coopany in 1922, with $100, 000 capital or which $40, 000 was 

invested in machinery. During t he next ten years t he mill 

bought $450, 000 of new machinery out or ita earnings which it 

could not have retained i f an und1etri buted profits t ax had 

been i n effect. 

230 

J.lr . Lorch said Government spending 1a undermi ning the 

national virtues of thrift, l i berty, and honesty, on wh ich he 

?l aces n ereat deal or stress . 

The business of hi s company 1e about equal with that 

of lPst year -- whi ch , he says, was bad . 

Boatmen ' s National Bank -- Tho officers of t hi s bank 

thin}; buaineso ie in an uncertain period, out or which it could 

move in either direction. Although t he officers of the bank 

said t hey believe most banks are trAding i n Governments and 

11111 try to get out i n a hurry if t he price weakens, Tom Smith 

says t hnt t he b£'.~8 own bond portfolio has been set up i n such 

a ~ay t hat t he b ank will hold its Governments for the incooe 

on thea regnrdleas of what happens in the market. 

The bank i s a ctively maki ng CCC corn and cotton loans 

and business loans whenever t he opportunity presents itself. 

Rankine officers wer e very emphati cally of t he opinion t hat 

there is no need for Government loans to business. They knew 

of an interesting case in whi ch a company with a good standing 

needed ~100 , 000 which, in view of the company ' s position, should 

rAve been raised by sale of equity securities . The company had 

• 
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an opportunity to obtai n such f i nancing, but did not viah t o 

do so because t he pr esent ovrier vould then have to shar e tuture 

profit s wi th the new seouri t:y holder s . Instead, the company 

arranged to borrow t he money for five :years at a low rate of 

interest. 

First National Bank -- Most of t he conversation here 

dth J.!r . Smi t h, the president, and l·!r. Chase, t he bond man, con­

cerned Governc ent financing plus criticism of Chairman Eccles 

of whom 1-!r. Smith has a very low opinion. The bond man was 

very complimentary about the manner in which you have handled 

Oovernoent financing . The bank has an unrealized profit of 
a 

~4 Qillion on/Government bond account of $90 million and has 

amortized most of its pr emiums on Government securiti es. The 

bond man said he is under constant pressure from some directors 

to sell out t he Governments and realize t he pro~it, but has 

so far successfully argued t hat the result ant losa of incoce 

~rould more t han offset the pr ofit . He has kept most of his 

:portfolio i n short end intermedi ate term maturities and is very 

critical of the Federal Reserve System for insisting on ~ 

replncing ~ its ~ maturit ies with ei ther a or not es. 

Bot h 11r. Chase and 1·1r. Smith were disturbed over a story i n the 

Wall Street Journal this morning, saying that t he Adoinistration 

supports t he Brown Bill to eliminat e t he Comptroller ' s Office. 

ESD 

• 
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..,en-• "nlae" • - ... l•-'1• a\ \lata u... Oa ,.....,. 23, 

19)9, I •'-'-' at • haaa ...,_ 0 tba\ W.taa .. a!oft14 1q ulb 

\!Ia aulW• at ••t'• \lie .... _. ta '"" ot \be I" ... •U•t'• 

,,,.,_., of ao ....... ellooll4 ecal• ••eue aol'Ml atlaell rhlrl, 

aa4 \ lu\\ " !l!lo1a14 \alee a ..,.etlal. look a\ \llo \&z 1a ... to ... ll 

there are ell¥ 4ehl'1'fth ,..ch are llol4lR« llaot lllleiMII u4 'llulMaa 

••• rr .. Mlrlac ,...,., -su.ta. • 

Oa re'W!aar7 211th, a\ 11M Rola11, s.o ... \APJ' Bopldae e\a\e4 tba\ 

he •e la q~tpa\IIJ' wl \II \be n..,..ta\ at •-nag \u btorreah te 

.... ,110... Oa •• ...,. 24th, Clbalrua ~to· or \he Wqe ..... _ 

at \he .._,,..,. of \be ~_,.,. • • lll't'l ,.. \he ~e&ftl7 to OOO'perah 

wl\h \he W.,e ..,. II-• eo-tu ... la a OOIIPle\e ,,_, et \he \&z 

t\netve. Oa......, J4, s-wr llarrhoa u4 CbatrNa llM.Ib\aa ta a 

Jolat a\a\ ... a\ effar.t \he hll cooperatloa of \be Fluace Co-.1\\ .. 

all4 \ h e W.,a ..- •-• o.-1\\ae la well a p....,.... 

1\ h ~ ~hf tba\ --lc ._ .. .,. la \ho ooah\u4la« o._ 

Jeo\ha Mfera aa \odar• 1 'Mll ... t'o.nber that an ooa4Ulou ,_... 

• .,. r .. e41H ..- that the ,._.,u of ._, the -.Jon \7 at ._, ... e -

coaet4u \o4ar """'lM•• b\err•h' 't'l \lata the \&z e\no"""• will .. 

tv b ~actac a'tnt ra_,la,....\ • --'o ._..,.,., 

fta - total of re4era1 rat "" to 'M oollMW - ~ar 'M 

MJ., tahl'lltM4 -, tM t .... l\toa of \u .. , ... , er \aJt _.... 

'"tpe4" p\llar \he ht&IIM\ ..,..enh , .. JlaU. ... ..,.stallle 
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,...,.. h af a\""' s.,. • ._, \a \ha _..., of \lie -VF· 
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t nll..,. ,.._ tlll,ooo,ooo,ooo ta 1929 te '""' •}l,ooo,ooo,ooo ta 1,7. 

1114er •n •nal alr-'-" plaa\ au a\ Po11lt -.. pow 'r a\ 

1-• ft,ooo,ooo.ooo ,.. - tvt .. \!Ia\ 1teriot or to a taW at, 

..,S\al .......... aa b•d., lldld.l .. , .... ,...,, a\c. , le r..,.Sra4 

M ,., a - ta WHfl, Ia ..... ..,nd•\&17 6oo,OOO ...,la,.'lll H ....... 

ta\a .... -.1..-\ ,..,_ 1-~· ftu, " pod \ba" 6oo,OOO ,..,1a 
\a wft• " ....Sn - ,_ .... , ta ... l\al ..... a\ a lll.al- at 

t11,100,000.ooo n.,. It h W• .,.. at ••...,rt• ...SW *'* 
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...,..1" of __..,. " ,.aerate a •Utplc or 4ollu• la aplll4la& 

po""r for ..,..., &ollar of profU• 11 a cull\J ablol> hac 'bccll ~:oeonllr 
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E. n. r ley, Jr . 

For your 1n!orsat1on 

!.ll roc&r<S t -> the ltucitiona EoaJ11 annual n;>e>rt f or 19JS. ':lzl ~· 2 

rlth Solic i tor r..&ler• l J aCUOO CM<:ernille :.he l•&· lil: of the 101\W>Ce 

,f l1caoaee for er=a exports to '-Ol'll4ll.Y. 

111 recollection 11 that t..r . 'l'•Ylol' ll.lbOe<!•Cnt.l)' i :Uoraed .,. 

t.lult Ill . Groen ' s expl.a!lat1on .,... tb L he h. d t t.ll<cd • ith Judge 

Tow aend in Solicitor Gene ral J ackson ' • office c.ntl wu n-on& •hen 

~· s.~id t.b .. t be bed t&llced 1.0 Solicitor Genal . J&ci<ooo ~ersoMll)' • 
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le1 llwU t.iOIU Boar\! Ar.nual 1\a ;>or t 
tor l 9)ll 

' t ..ka:c ~-11L.t1 :1 " ew daya aftor tha r<Ja• i pt of thgt1•~ .t~r 1>! teee~;;ber 17 , 
19) 5 L'ld 1..;0 d~": t uf put. o1 U•• Wuuit10I\S Lot.rd ' s J.r.nwol l 0;'~: . , l..'le 
;.."Unit .l . .;~ne <.t~u·u e•ll ftd the T•-.•aury t.o usc:ort.t.in •·hot..hc•· tht~ ·rr~nnury 
ap·,rov~ Uul l'ttport. . Th·, r~j)Qrl. had boou ueht t.o :...e t.:lU I i e.lt t.j'!ere 
•OJfl aov .. r~. !.oi.~ l J "n whic~~ \.hl' rrol'sttry a.ioU ... \.. r"n&i~OJ u," ..J.:.iti u 
VI• \. \ t. Bh0U.J.4.o t.l•k• . I o.d,·i:s.d ~1' . r luy o>f \.\I.,. ut.t.ir~ ai t.\~&l~i..:: ~ &n.d 
0:1 l t 1.~t1¥ 1 ~CttJ;.h•r ~; , iu ru.!""'h&• t..o ,.. .h~~" c ... _.l !r ;1:. -:..·~c. !lun1.tion~ 
"""74

0 
he c:<.llO<: ~:%- . l->~t of t.~O !.un it.ic" 8 llctLl'C: ;...d Gaid " 0 • ero 

st..Jo-)'U~ th e cat. •• • !:.ha l 1;o CO"..Llt!. not. ..,;-x.,,lu!.~.o oar :r:.Jh"J ur.~u wo n ... a. 
. eoi ¥. 4 C"'-,>lot.o<J CO~ie S ? f •h e 1\!\1\U..l r~;ort; l.'lv ~Q";' ~6L <.&<! t .. cn 

,· .J!"'\l.t' 'l-.1 :,.0) .14 ~1c.i lhlt. :\o~ h e .S\..hW".llt~ 0:' ~10 : W :.!. s t.ica,! 1ru:'o.rrA t.i':m • 
\oh.icfl •• d•A!.r~ t.o see . :.:-· . l o:\t :"• :,y, "* ·Y :n ... t.' a t:t hie tu.!o ph.cn.o . 
eonver!h•it:~ ~~'!t t'":e BoOJ"'d ~J.l..a nnt. be ttl·)•, w ~~-~~~ • ... '\o ! COOl t c.o&.?l • tocS 
.:.:. .._!':. ~~ r i..ly be:fon: ·.he ~ec 1..-lat:. .n J~t :'HUh .r -zr- '•h • t. t. 'le ou.-C like to 
~•Y•o~ \•lO ':rr.~•S'Iolrl ' J. _,..c,e~ Of t U-: re,lOr\. beJ u:-u t.i.eH. :i\l .,.-._so So~od \..itA 
unt il.~! t o s~ r>W us the schedules, e Lc , , that. woul~ eo j~.t.c t.~e rc~r t.. 
V1r-y ~on U1e r • flor , i-"ol.fY o.nt.l I '.tore C&\ l ~ ou \.t> :.u· • .. ~(\y ..... r• :; _,;'! !CQ1 ~. 
:"eylo1· t.o•1n,, rac•i•rDd ~ t:.:ll.i. !rOt. t.or""" •'· \,, o ~'.lll-~io;>L !J.~:·c . I 
ar. .. in o:r.r .twi ne u our pos it.i.._,n in .. he a t.;.•· . WJ . 't'uy l or ,.s r:od nhy •• 
could n ·~ t e. • ·rove th• ~ l!'.lport t..d ouW1t.t,vd , oul,j c ct. t..., .it\:'!.!. ::ht~c'lc ~utn 
wo reoei ved lhe eeni!JC.Ul.d~ a.nd •Jt.!ler l rlL\.,rt:t 1.1\.'n . : Jo>O;t. Wd JUt t.h1 
Yii !.mJ.~t..1ee invol ._... . 1il . •ta:.ylo!' :.h"r1 cnl ... o~ C1·ett:a ad ~a.id t.'11.t 
Bern•t~1n .. ould get in touch .. i t.h hll .,.. ru~sJily ~0 bo llho• n the udJi­
t1 ·n-. l l nf >r~&tion ..W.e!l s.ruet.oio wiohw to eo' . .Ja t;;oa.:a>· • : toh­
pt .ln d kt' . llr~cn a nd wa s r 4fe l· .,a r.u I • . ~ - <!n . l • . t. _.vo• t..,;, ::10• 
11 em ·ul h e N\•'twed :z.e t...~e c p •• ... ttt.cd sc .eJu.:.o:t . 1 ,..,. :oa . ... :: hac ,:.r~­
lAr ttJ • o ei-ta {'ltor • ....n ~Ckl1.n.i: ._i 1~'--U04l euu ;a~ .ea 'u t-."16:.. '-''· c..'1• t)t.e.r s 
~e • ,, 1' At ,..d b"J t.he :;~'\! .;.1 :-::. ~ •!· , t-\\: t:h3e~ 1$ c: n . c er.:.i: t'l:' by 
.;Jsdce &.""'.d U1 t. ~· 1 llea •f 1.-"le ~·u.n. tio,,~ uoer..: u ".uJ -c; . .. 1:;o c~o~•• 
~r• wt t.·nc~le\.8 . 

I
"' • f- .. •

1 
• • ~1 n&~ ,. • ··• \t •.1,,, , ... _ W\ .. ~1:r.r t;,:,:u . .:.·· ... D.crd 

.. o ·.ex • "?m ..... ,, - · ll l1oJ•l:• - v ur t.> • • t.~. ,., C0'1i e! vf •,o \)(.;li.L.Ot.eo c.jo:n.c: "uo:t.a.i:U:, .: <l 
t.:'H! ':!1'!\,ed•l \ e $ e t.t· . ,.~J ; .. ·64 t":r. t. I t.et the ;. v:i t.i,,.~n!' f'ClA--d .:r.o • u:a!.. 

t ' _ ·• • • _ -·..o.' l'i t ..--o--.u .1 
~· tf·t a • 'J.e 1"ro&"!Hry ' f' .ualt.i ?n " "' ,n """'lit r.a .. ,e. • l "" . .. 
te .. e·~\ onod Al a. an o:~G a av: sOO ~.L':I 1 ••= uuablo "'' CJnclu6e tht.~ • x~ta:.~lr..a t.lon 
)f :Jle ~.~ l~,r . {AU'1rol! t'>e iollowint: day l " ;o(lr ou " LeOlOr "I'\G"" !
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"'. 

r' ·... • t~• S<>cretar• s~•.tt•w ,,,t 1.1\ru~ ·>Oint• t.<> be c<>ns1cerod . 1 >107 
, " J I . ..,; t 1. n th' t it C.LOe " t..ltl"O~ 

s1 :.1·e • V1• c e:tCT"-nO\Ul end aC,}'ftCd .. 1 th gy ~uv.t•u'- ~~ ... " • 
'Aes1r"' · ""'tt.e and l'a.:,r'tor. 
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Oil ~~7• DM•bv Tl, f oley told M \b&t Itt-. Taylor • • t.o -
GrHII a t l . o clocll: ....S 1 -.a t <> be pra a.r.t a t ;.he con!eranca. 

1 diacuu~ vit.b Fola)' 'llb&t abould be \be Trnaury ' • a ti.Hude 00 
the M tiAr and the d .. ir&bllit)' ol dh~ .. ing 1t •1th llr . 1~~¥lor before 
•peeltin<~ t.o Gran. f oley • nd I vent i n t o see Mr. Taylor. l!r. ra7l or 
cdlacl. Gr .. n i n lJ.>Qocl.i.&t ol y ther ... ttol· tuld ro~t.d lo hl" point.~ 1 ancl 2 
of tho OO&IlOT&UdUII which I hac! pr •>p&rod Croll ro~oy w f.be S.Orat&ry. Io 
r.,ponoe w po.l.ut 11 Gre~n said tba L t.:lil j>Oin ~ !u.<l been f <U.I.y con oicl.arocl, 
Ulat t.ho ..:port$ to Gara&Jl7 ·· er~ enll, .,l ;r log~l 1\lld thGt he h6C! diacu .. acl. 
t.'la ,.a uer • 1 t h So~ icHor G.,r.aral J oe.cson who add t ha t ·.ne arguaont tha t 
Ulo u port' we l'C not lc&:>l ware "l"KAl rubbieb • . llr. Taylor oald lD Tiow 
or t..""t !:e 'lloulil no t press t.h e ;>ocn1. f.:rtller . 1t1tb r •spect ~0 polDt 2 
1 wu uUcl. t.o point o•! t coc.e of the objec L1onablt at.ateeents whlcb I did. 
;,;, • Ta7l01 aald t.h&t, W1l h•ving <:a<!e w ell 1\l;..F~ SLior.e t.o J..r . Graon, we 
~uld l MYe 1 t u;> to 1:. . GNen to dociol~ • hcther or cot t.o ellaiJiatAI the 
aYt.e:.Mt . llr . To.ylor aul:ed Gr eeu .. !o&UioJ the che;>t.a:r O!l .,.odin& Uti­
f&tion , ote . bad beo .. t&Jcen up wit:\ :.!\" llo ... r :.L<!nt of J\tOliCe and Green 
eaid ~1.- t aTOI :r toord in be cha;>tt, <lllC"r~ • few " "n!t !:ad beaG written 
\(> t..'>a llevartaen~ ;,f J uslice. l!r . Te.rlot- ·-lso ukacl. Green llhe t.ber he 
thoU!J)\ t t O,e ch .ptc r on heliua •houlJ b~ 1hown to Seer~ le-y Ickes and 
Green add ~hat t he c:,.-.p~er ho.d boou boilacl. oJoom to 1 ~: hear •• ·.,nt iala , 
t.htt t. th• r • ••• nothi ng c lnt.r vvera! a l l.n 1 t. b.ild that. t.:uu -. was no '!Oint 
in a'>o• .!.n:: i t to I n t r ior les t t..'>o c~o t~u~ bu a U 1-red up nt;Qi:': . 

Thu ccJJ\/•r Gnc.a e nded a.roun ... .1; o ' <.l oc lc . Ur . 7ttyl or tol d Gr c•n th•t 
i e wou\.d l et. Oroon 'mow by -'n• ;:, 1 ..:l.,cJL .. ~lat. .. hu .ro-a• U"./ 1 ~ ~.:si· .. i on ••• 
in the .,.,tlor . A.fter llr. Green .en , I a:.1 8•3 ~"- to t >l t; :J:•t he c• ll 
Jac~son • nd '"eo a r r :eed • • d id l'll . T.tylor . F l\.y t.l.iet! t.v :le;. JflC!t S<\n .-h-o 
.-aa .. Jt. o!' town . Jackson coaldn ' t t:. r vach.cl -.mt.1l a . h ·t ! o ' cl ock.. J ol oy 
:.ol d ::e ' .bat Jeelt.an eaid he had M l luld "'IY <.. :UOJ .nco toi•l: :>rocr. , Utat 
the t~n .. • \.i.J:e h• hc.d &et. Green ...._, c..nce , socially t.l:c..t '\e '1~.! nevez told 

Gt"e1. J,a L the ex;»ortfl • ere i ea&l ; t.."lat. J ac•.ao.1 ""'* ~c~u!..J.t.;:-= -.111', U\e 
:--ob:om ~hc t. :m rucb l'.n i.afiOr-t.ant. re:l lea r.a oal'"" nut. ~a.,·e- i v..tr a 

m\A'l nnew~ r , r:1d v,,. t,. ~1 !' io.:l.i.ob~on e, • • 1 0 i n t: e G!t~oe~.:..:.n of ho~na 
t.'la expor~a to hano bean l .leg• 1 . Fol ey t ol. "" t.b• ~ t.o 'w! o.l:o ao..•1sad .r. Ta7 l or of hla con.,er&atioo with II~ . Ja~~~ n r:•d t..'lo.t !.: . T•yl or ~~ 
told Gr uun >f t.he aa&e . Aroun ~ < JO Fola; c.n<• l a.nt l.r. :.:> : eo .or . Taylor 
and &..&;sin ""'· d1a "'a l oed tne £&tt.6r &.nd 1 i~i:t.ed "'a t. " Dl,li:ilA-r of re$! On l 
why I thout)\ t t.haot beforo ~he Treoeury okoho<l ~ho re port 50M e ' an«M u1 
-t:oa:W 1:4! uua 1n Lh e ohr.p~er• on r•r.,~intt l.H 1gtt1on IUid n aho~ i~~ ~~ 
~~ ·~18 3 t<o.t a De'>llrto>ent 115 t r. • h ether 1t had an oploioo Oil t.'le • • 11• :r t 
a, ports t o Oer~ny . Mr . Taylor · hen telephoned lolr . Or~en t.bat 1\e r epor 

wa s o'r.eh . 
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0. K. Now go ahead. 

Johnny, laat night late I talked to both Delano and 
Upham to poet ~self on th1e bank bue1neee, aee? 

Yeah. 

Now. what I 1d l1.lte to aelt - I hnven • t got it clear 
yet - either you or Foley, by giving me some inf orma­
tion, could make it very simple tor ae, I think, to 
interpret wha t the President had in mind. When we 
wrote tha t letter, was i t in September or October, 
t he Bank of America telli ng them not t o pay a dividend? 

That wae a telegram, Henry, that was sent on -- some­
time i n September. 

Right. Well now ••..•• 

Around the middle of September. 

All right . Now, t hl e 1e wha t I want either you or 
Foley to answer me: When we did that, did we have in 
mind one -- t o keep them from impairing their capital 
stock or, t wo, did we tell them not to do it becauee 
we thought it was an unsafe or unsound banking pr act1cet 
Which one of t hose t wo things d id we have 1n mind? 

Ed aa:ra trom an unsafe -- keep them from doi ng an act 
that wae unsafe and unsound banking practice . 

That •a what we had in mind? 

Well, but that -- that was because , however, ae I 
understand lt, Henry, -- it was because, by paying 
the dividends they would lower the ratio of capital 
to depoeite, eo l t was really -- it was really -­
the f undamenta l part about it wae that they were re­
ducing their capital, or impairing their capit al by 
paying a d ividend, and that became the unsafe and 
unsound pr actice. 

But that wa e what we had in mind? 

Now walt a minute. Now, Ed eaye I 'm not right. 

Could I talk to EdT 

Regraded Unclassified



H: 

FA 
roley: 

HMJr: 

r: 

iCIJr: 

r: 

HIIJr: 

F: 

!i!JJ'r: 

F: 

:OJIJr: 

F: 

P: 

-

- 2 -
~ 41 

Yeah, Yeah, Just a minute, 

(Brief pause while Ed Foley takes over conversation,) 

Yes, Mr. Secretary. 

Would you interpret tor me what was the purpose or 
sending that telegram last September or October --
I mean, ae tar ae the banks were concerned. What -­
what did the Comptroller have in mind? 

Well, the Comptroller bad in mind, as I remember it 
the deolarat1on or a dividend..... ' 

Yes. 

•..•• • which, in hie opinion, yould constitute an uneate 
and unsound banking practice . 

I see. Well, then to try to interpret what the Preei­
dent had in mind , because be said he wanted to Justify 
our position or last tall, then I would say that this 
part ot the letter~ould constitute uneare or unsound 
banking practice1 ehould be included in the letter. 

Absolutely. I don't think the letter means anything 
unless you include that, because I understand you want 
to be ooneietent with the poeition which you took lest 
September. 

That 's what the President said. 

Yes. That ' s what the President ' s posi tion i e. 

That we should be consietent with what took place last 
tall. 

That was what I understood trom t he conversation yester­
day morning. 

Well then - - then would you have aleo -- would it read, 
"declaration ot such dividend would impair t he capital 
stock or the banks, all would oonetitute an uneate •... • 
would you leave that 1all1 in? 

No I would -- I - - I included both things, Mr. Secre­
ta~y , because I understood both things to be mentioned. 
In =Y mind the two are quite different, and it I were 
doing i t , i would leave out the impairment or the 
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;~~!~~l :~~O:'r!nly he~ , "the declaration or the 41-
th • • t e opi nion or the -- any one or 

e &genciee i nYclYed, would conetitute an unaar 
and uneound banlt1ng practice. • 

8 

Well , let'e leave the question or -- ot 
t or a moment. the agenoiea 

Yes, sir. 

But 1t - - !rom what you t.ell me and -- I u at a 
coneiderable disadvantage ••..•. ' 

Yes. 

. • .... at thi s end. 
a1nd. He wanted to 
consistent. 

That's right. 

I got what the President had in 
make our position or last tall 

Now, !rom what you t.ell me, in order t.o make it con­
sistent - - hello? 

Yes. 

That the beet. way to cut t.he dividends -- the letter 
ought to read, "The beet way t.o out. the div1dende , 
would conetltut.e an unsafe, unsound banking praot.ioe. • 

That•e right. You eee it's - - it ' e illegal tor a bank 
t o impair its capital by the declaration or a dividend. 
That ' s against the law. • 

Yeah. 

so if you merely eay that , you're aelt1ng thea to do 
what. t.he law requ1ree the• to do. 

Yeah. 

Now, the Comptroller believes that a ratio or net 
sound capital to depoeit.e or one t.o t.en i s eound 
banking, and 1t they declare a diYidend that would 
be in Yiolation or that ratio, it would constitute 
an unsafe and uneound banking practice 1n t.he -- 1n 
the Ju~ent or the Co•ptroller . But it might not 
be an impairment or capital euoh ae would conet1tute 
a violation of criminal law. 
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What I aaid Yeeterda1 I 
mean, what the Preeide~t mean , thinking baok -- I 
conaietent to what we did •~i\ -r h1e1 wanted th1e thill6 aa a • • •••. 

Yea , e1r. 

• • ···.so how would you write the 1 t mind? e ter with that in 

Well , if it was -- it 1t -- with that 1n mind I'd 
~~Yth"T~ 1!, in the determination or the co~ptroller 
th te rency , the deolaration or the dividend in 

e uture would conetitute an unsafe and unsound bank­
ing practice, the Board or D1rectore should agree that 
that dividend would not be declared.' 

Well now, eaw without - - I'll discues which agenciee 
are involved in a minute. 

Yea. 

But that makes sense to me now. Let me see whether 
that makes sense to Hanes. 

Yea. 

{Brief pause while John Hanes t akes over conversation.) 

Hello. 

Hello. 

Henry, ~position on that is that I don ' t think it'• 
or very great 1mportanoe in the first place, becauae 
ot the tact that an unsafe and uneound practice could 
only be unsafe and unaound, in ~ opinion, if it were 
- - if, by paying a dividend , it did impair the capital. 

Yeah. 

Now, I can ' t conceive or our entering into the buaineee 
or any organi~ation to the extent of determining t he 
policy to the extent that we aay , "You shan't pay a 
dividend, even though your capital ie perfectly eound, 
and your ratio is perfectly good.• So, an unsafe and 
unsound practice, to ~ mind, a18ple as it is, eeema 
to me to constitute a question or whether or not , by 
the payaent or the dividend, you i8p&ir your capital 
thereby. That'• -- that '• all~ position. I don ' t 
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th1nk 1t'a or vary great importance how you say it in 
th1a letter, because I th1nk it'e go1ng to -- I t hink 
I think what Gianni ni hae agreed to in his letter to 
us, constitutes a contract on his part that he is not 
go ing to impair hie cap1tal by paying a dividend and 
it he -- it, by paying a dividend, he woul d impair hle 
capital, he ' s goi ng t o make arrangements to get new 
capital in the bank. 

Well, it you don't mind, I d1tfer with you. 

Well , I don't mL~d a bit in the world. I just -- I 
just don ' t -- I don ' t see t he difference -- the dts-
tinction between unsafe and unsound banking practice. 
We have no right to tell a man when he can pay a 
dividend, as I eee it, except -- and if he pays t he 
dividend he impaire hie capital. 

Well, don 't we have a right t o tell a man that he 
shouldn ' t pay a dividend it we think it's unsafe and 
unsound banking practice? 

~: Well, what would constitute unsafe and unsound practice 
about paying a dividend it his capital rat i o was per­
fectly good? What could possibly do it? I just don 't 
see that. 

HUJr: We ll, or course, I think that that's just what he's 
been doing. 

" : Well , I do too. I do too. I agree with you -- I agree 
with it, but 1f I say t o you .••• .. 

::1/Jr: It I may - - if I may fin1sh a minute. 

H: Yeah. 

H¥Jr: I think what he's been practi cing is unsafe and unsound 
bank1ng. 

H: Because what? 

¥.1.!Jr : What 7 

H: I say, because or what? Because, by paying a dividend, 
he 'e tmpair1ng his cap1tal7 

·.~' 'r·. he ' s risking t he depositors ' -- hie 
~ Well, by paying --

depositors' money. 
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That'e r i ght , because hi e capital ia not - - not at 
the ratio that we have eet down, or one to ten. 

No, hie capital might theoret i cally be ten to one but 
it mi ght be so frozen that he couldn ' t pay i t out: 

That • e -- that ' s perfectly true. In that · case we would 
olaeeif y thoee aeeete and move them aside in a olaeei­
fied group and write them out ot his capital, so it 
would reduce hie c.apital. 

But that ' s what we 've been unable to do, i n his case. 

Well, we-- we've been unable to do up until now, but 
ae it is now - - as it stands now, we are not unable to 
do it beoauee we've got a good record t o go bef ore the 
Federal Reserve in the section 30 case now ..... 

We have now. 

We have now, whereas in September we did not have . 

Well, of course, that's the t hing that has always 
bothered me, you eee? 

Yes. 

But if you don ' t think it' s important ..•. •• 

I don't, and I -- and I'm not -- I'm not arguing 
against your putting it in t here ..... 

We 11 • ••••• 

t or any other r eason except that I -- I want t o 
g~t · :: I want to get him to agree that~- I think the 
crux of thi s whole situat ion i e to get Giannini to 
agree to put capital in the bank which will bring hie 
ratio up to one to ten. I think that ' s the important 
thi ng and I think anything we do which 1e goi ng to 
handicap us getting to that goal ie Jus t going to 
make our task about ten times more d i fficult than 
than is necessary. 

Well, now Johnny ••. • •. 

Yes, e1r • 

• 
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You a-.y you don It. tbinlt it I a aportant. 

Yea , air. 

I haven't raised lt. I've never beard the Preaident 
more 1ne1etent, and all I ' m tryi ng to do 1s, as I 
remember lt , he said he wanted to make thls thing 
consistent wlth what we tried to do last ! all. 

All right. 

Now, !rom what Foley tells me, in order to make th1e 
thing consistent, I think we ought to put 1n the worda, 
•would constit ut e unsafe and unsound banking practice.• 

Well, I -- I thinlt that -- I -- t hat's perfect ly all 
right with me. I ' d like t o ~o on record tb~ugh ae 
Just being opposed to putting it 1n because I th1nlt 
it wi ll stop him from signing it. That -- that'a the 
reason I 'm - - I ' m opposed t o putting it in, because 
I don ' t think he'll sign it on that basis. 

This is-- this le my poe1t1on •.••. 

Yeah. 

I want to -- to the beet or my ab1l1ty and 1ntell1genoe 
i nterpret what the Prea1dent wanted. 

That ' e right. 

And so do you. 

That's r lgbt . 
h t ay The President will be Now, let's do it t a w . 

back Monday. 

Yes, sir. 
k Kr Gianni ni balks and so rort.h 

I! , during the weebr,ing.it. over to the President, put 
and eo on, we can h 
i t on hi e desk and see what he says t en. 

All rlgbt. 

But I don ' t want t o find myself in a position to 
the President say, •well, I told you ~~ee timea 
I wanted; whY didn ' t you do it 11'1 way 

have 
what 
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Right.. 

And I'm sure you don't want. t.o either. 

I am sure I do not, no. 

:: 47 

And this has been goina t whRt I wae tr i ·~ on now or months anyway, and 
thing, wae toym!~et~td~h:aso-d not hiaving followed the 
what h t d w r cons etent, and that's 
find t:a~~h:y· ca~~~ · ;~w:1~e~~h the point, and they 
etreet th 

1 
' ue can s o acrose the -- e peop e in•olved -- and out ~he case to 

b
the President . I tried M7 beat to put the case to him 
ut I ween 1 t given an opportunity. ' 

I understand that, yeah. 

I tried my best. to explain the difficulties and what. 
was involved, and eo forth, and I appreciat~ also that 
it -- what it means to Preston Delano in order to do 
this and accomplish it when Yr. O'Connor couldn't., and 
I want. to hold up Preston Delano's hand all I can you 
see? ' 

Sure. 

But, I'd much rather have the President recede than 
have him say, •well, Henry, you didn't carry out t hlB 
affair t.o what I asked you to do.• 

Well, certainly I -- you know I don't want to do that . 

Now, are you in accord with that? You don't want to 
protest against. that, do you? 

No, and I don 1 t 
Just want t.o 
about 1t. 

want. to pr otest against anything. 
I was Juet trying to be practical 

I 

I -- I think that -- I -- I understand tully. I under­
stand what you've been through. I know how difficult 
t his man is and everything else. I -- I was prepared 
to accept it. I didn't like it, ; but I was prepared to 
accept it because I telt. that att.er months t hat thie 
wae the beet. that you rellowe oould get.. But now we've 
got something new. 
Right.. Well, Henry , I tell you, I wouldn 't reel -- I 
wouldn' t. even make a etatement about it. 1n one way or 
the other, because I really don't think it' s i mportant. 
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and I ~hink we could have gotten yesterday -- we could 
have gotten Giannini to eign anything, because he waa 
comi ng good. Today I don 't think you oan get him to 
sign &nY~i.ng beoauae he's sore as hell about the 
B. E. C. 'a latest a~tack on him. 

Oh ! 

They've attacked him from two fronts now, again, and 
I ~hink ~ha~ ' e made him aore as hell, and I ' m not sure 
he isn ' t going to back uP on us all the way along the 
l i ne. 

Well •• • •. 

And they say - - then -- he's now threatening to take 
hie bank and make a State Bank out or it which would 
give the Comp~roller'a office a hell of a black eye . 

Well, all you'll have to-- I've asked you to handle 
it wlth these people. I haven 't tried to interfere 
in the negotiations, have It 

No~ a blt ln the world, no. 

And I tried my beet to explain it and I wa sn't given a 
chanoe. 

Right. 

Now •• ••.• 

Well now you've got'- - you've got my support a hun­
dred per'oen~ i n trying to get what the President 
wants, and if this is what he wants , I'll go and try 
like hell to get it, but •••..• 

This __ this is what I would understand what he wanted 
to make ~he thi ng consistent with what we tried to do 
last ran. 

Ri ght. 

Now you know I ' ve kept hi• poated right along eo the 
~hi~ __ he has ~he thing in hie mind. 

Right. 

And ao if you would -- do you have to !end it down to 
me again, or • ••••. 
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No , no. I don't think we ' ll have to send it I 
unders t and nowwe 'll Just -- everything you'v~ decided 
now -- ever ything except which one of t he agencies you 
want to put i n the letter. 

Well now, thi s was my thought. Thi s is again -- I 
mean , I don't feel-- I'm not at all sure on my ground 
on t his ; I was on the other - - try i ng t o i nterpret 
what he had , see? 

Yes. 

lAy thought was the Comptt'O ller and F. D. I. c. , but I 
don't feel at all -- I don 't know - - I w~uldn't know 
how to interpret what he wants. 

Well I -- I t hink -- ! don 't know how Ed f eels about 
that. I'll abide by h i s Judgment on that , and tha t 
there again, I don 't reel very strongly ab~ut it, 
since -- again the practical side or it is, as I 
understand it, t he Comptrol l er'e office makes the 
examination. The o ther t~o agenci es are then furni shed 
a report of the CQmptroller. 

Yes . 

If they had any complaint to make about the report , 
either f rom the guarant ee 's side or from the Federal 
Reserve a i de , they come t o t he Cj mptroller and say, 
• Here's our complaint ; here's our trouble. Let's go 
a rter t h i s fe llow on this point, or that point, or 
the other point.• So it 's really, in the last an­
a lysis, the Comptroller of t he Currency who examines 
the bank. 

Yeah, but don't forget , it was the F.D.I.C. that 
s t arted this whole t hing because they were bothered 
about - - what wa s it? 

'Ne l l . .. .•. 

Half or their capital , or •• .. • • 

Oh yes, I guess ther e ' s a good deal of i t -- i e at 
s take. 

Was insured. 

Now I haven't any r eeli ng about t hat. If you want 
t o ieave the l e t ter Just exact~ ~i~~ !~ti~im1~08~t~~ 
me perfectly, and I'll try mY es 
i t . As I say, I .••.•. 
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Well, I don ' t think -- I don ' t think the Board 
Governors of Federal Reserve should be in it. of 

You don't? 

No. Because they themselves said when thi t hi 
to come before them that they'd only act a;ter ~twas 
happened. 

Ed says be wauld like to talk with you tor just a 
seoond. 

Please. 

(Brief pause while Ur. Foley gets on the wire.) 

Wr. Secretary, I -- I'd just 
Feder al Reserve Board also . 
like to know why •••• ... 

Yes. 

•....•. we i ncluded the Fed. 

Yes. 

ae e~on leave out the 
I t hought maybe you 'd 

We included the three agenoies that bad powers of 
examination of the Bank. 

Yes. 

And if , 1n the opinion of any one of the three agencies 
after an exam1nation of t he Bank, they f~und things 
that they didn't 11ke, t hey could take diaciplina.ry 
action. Now, i n order f or a National Bank to become 
a member of t he Fede ral Reserve System, the -- t he bank 
has to agree to comply with the National Banking lawe, 
and one of the prov18 i one of the tlat1onlll Banlt1ng lawe 
is tha t the capital of a National Bank may not be 
impaired by the declaration of dividends. 

Yes. 

So, I assume if, after examination of the bank bY tbe 
Fed, that they round that the dividend policy was 
impairing the capital of the bank, they could kick 
them out of the system. And that was the only reason 
that I included them. Now, I think the two i mportant 
agencies are F .D . I. C., wh i ch can withdraw 1nsurence, 
a nd the comptroller of the Currency ••••• 
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The President •••••• 

•••••• which can close them up. 

The Preeident mentioned all three. 

Yeah. Well I -- I Just -- Just explained the -- the 
reasoning that I was following 1n including the three 
supervi sory agencies. 

Well, under the oiroumstanoee, I t hink your reasoning 
is good, and I'd leave all three. 

All right, sir. 

Well then, 1t you leave all three, then you'll leave 
in the words, "declaration ot such dividend would 
1mpa1r the capital a ll would constitute --• you'd 
leave all that in there , wouldn't you? 

Well, yes . I'd leave 1t all ln. I think that-- that 
the important thing is the •uneare and unsound bankin& 
practice.• 

Yes , but 1t the ~eclaration of euoh dividend would 
impair the capital --,• t hat•e the part where the 
Federal Reserve comee 1n. 

That's right. 

Then I would leave it ln. 

It doesn't do any hara. 

Well then-- I mean •••••. 

I mean, that ' s why I have 1t 1n there, you see? 
in the first place, but the important thing is •would 
constitute uneate and unsound banking practice.• 
Because that's the -- that -- that deals with the 
Jurisdiction ot the agency -- supervisory agencies 
ineotar as taking disciplinary action 1e concerned. 
That 'e the - - that ' e over and above act u a 1 com­
pliance with law. 

Well, I -- what I - - thie 1e ~ euggest l on. I would 
leave the letter ae it was written, taking the brack­
ets out, but 1n view ot the fact that both the Ped. 
and the co•ptroller are mentioned, I think the letter 
should be shown to them by Mr. Hanes, and that both 
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!~tF~.w~dt~!ep~omptroller should be posted as to 
then let them see ~;d~~~twantedtbia accepted, and 
their attorneys eee the er an let them -- le t 
any euggestiona to make.letter and see it they have 

I think that' s a good suggestion. 

What? 

I think that's a good suggestion. 

Andd I ' d rather take an extra day and let them see it, 
an so f orth and so on. 

Yes. 

Now -- what do you think ot t hat? 

That - - I thlnk that's the way to do it, air. 

All rlght. Now, may I talk to Hanes again? 

Yes. 

(Hanes takes over the oonversation. 

Hello. 

Johnny •... 

Yea , e1r. 

Now, I want to sort ot skip trom this, you eee? 

Yea, e1r. 

I J uat wonder wb:et.ber 1n euggeetlns these three agenolea, 
the President doesn ' t go baok to the suggestion wbiob 
be hae in mind that there should be a board compoeed 
ot t hese three agenoiee, with an assistant seoretary 
ot the Treasury elt.ting on it who would be i n charge 
ot bank examination. And that's one ot the -- I mean, 
I was asking the Comptroller laet night about t.hie eo-
called Brown Bill. 

Yee. 
I mean, I wondered it be didn't maybe have that 1n 
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Well I -- I don ' t know. You remember sometime aao you 
told me that the President had made some statement to 
you about his idsae on t hie subject or -- of consoli­
dating the functions or some or these agencies. 

Yeah. 

Now, I don't know whether that's what he's got in mind 
or whether he's for the Brown Bill or whether he even 
knows the Brown Bill is in or not. We have no inclina­
tion here at all on it, as far as I know. 

Well, t he way that this thing now stands, with the 
suggestion I made, I wonder whether Gaston or UoRey­
nolds have any suggestions . 

Hello. 

Hello . 

. (Slight Pause) 

I -- I agree to the form in which the letter is drafted. 
I think it's an excellent idea t o show it to the other 
agencies, but it seems to me that it's a very desirable 
t hing to -- t o get it signed, if 1t can be done. 

Yes, I -- I don't -- I don 't -- I have no opinion 
whether he will or won ' t sign it; all I'm trying to do 
ie to be a good soldi er. 

Yeah. Yeah. 

And I realize that the Bank or America is i mportant, 
but I don't reel tha t this is-- well, I Just don ' t -­
well, in this case I -- I want to do whet the President 
wants. 
Right. Yeah. Well, I -- =1 reeling is that what the 
President wants is the right thing to do. I am very 
much afraid that this man will just slip entirely out 
of our hands unless something of this sort is -- is 
incorporated in it. 

Yeah. Well, I'm -- I'm afraid you're right, but the 
other people don't think eo. 

u hm well that'• Just a - - that ' s Just a gueea. 
~~; n~t __ r i m not intimately r .. 111ar wi th it. 
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I'm j ust going on previous experiences, and ma7be I ' m 
wrong. 

Yeah. Yeah. 

I eay, I've never met the people, eo I don't know what ..• 

No . 

• • •..• whet they're like. 

Nor have I . 

While I have you on the phone -- anything alee? 

No , I I don ' t think or anything else at all. 

!lliJr: How does lo!ac feel about it? 

McReynolds: Well, I don't -- I haven't got much opinion on this 
Giannini end or it. I don't know what can be done. 

H'.JJr: 

14c: 

H!AJr: 

UC: 

Gaston: 

H~!Jr: 

I don ' t know what ie practical. On the organization 
end of it I ' m definit ely opposed to consolidating, or 
taking the National Bank examination out or the present 
Comptroller's office and consolidating it with the 
F.D.I.O. organization. I think t hat 's illogical; it's 
a different eyetem; it couldn ' t - - I don't think there 
would be any, either econo~ or advantage, or any eenee 
of it. 

• Well, t hat 'a that. Anything you went to tell me? 

No , no. Nothing. 

0. K. then, Mao. Can I have ..•.•.. . 

All right, wait; Herbert's got something else he wants 
to tell you. 

{Slight pause) 

Ott ot t his subject entirely, did you have any auggee-
t1one . . .. . . 

Turn off t hat light, there's no use making a r ecord. 
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tEDERAL RES ERV E BAN K 

OF N t:wYoR K 

April 7, 19.39 

Deer ·1r. Secretary: 

The vol ume of offer ingG i n the market for new corporate securities 

increased during the past week, as t he fi rst two or the ~everal large iseuea 

oc!lcduled to reach t he marl<:et during April 1<ere advertised. On lfedneada;y 

t 24,000, 000 of Comoonwealth Edison Coopany J 1/2 per cent convertible deben­

tures of 1958 wer e offered at par. These debentures , the proceede of which 

-.rill be used for r efunding purposes , 1f6re rated A by bloody' s . Although the 

offer1!1f is subject to prior sale t.'trough the exercise of rights, offered to 

stockholders aa of r ecord i.larch 24, ban'ca were reported to be Clllld.ng co:al.t­

menta , should any of the debentures remain after the subscripti on rights expire 

April 28. I t is doubtful, however , that there will be any remainder, si nce t he 

bonds offered at par are identical ~th outstanding obligations sell ing between 

106 an;i 107. Later in the week Eastman Kodak Co:IP!lllY stockholders, as of record 

April 6, received r ights t o subscribe to 225,092 shares of co~~on stock a t 

t-127 . 50 a ehare . (The common stock of this company is presently selling at 

about $145.00 per share. ) The net pr oceeds of the issue, rights to which 

expire April 27, will be used for plant iaprov~ent and for additional working 

e&J)ital to be used gradUAlly over an indefinite period. A $505,000 preferred 

~tock issue or a shoe company for new capital purposes brought total corporate 

financing during the past week to $5.3 1 200,000. 

Unless the r epercussions of European conditions on our markets becoce 

so ser ious as to make advisable postponement of scheduled offerings, new cor por­

ate rtnsncing should assume even larger proportions during the coming t~eek . 

7coe ~40,000,000 issue of Texas Corporation 3s of 1959 and the $22, 300, 000 

Consolidated Gas Electric Light, and Power Company of Ba.ltimore preferred 

stock should app~ar early in the 1<eek, and should be followed by the $62, 500,000 

G•tineou Power Companv issue of 3 J/4e of 1969. Ae mentioned previously, eor­

"X>rate 15sues echedul~d for the entire 110nth of April are likely to 11111ount to 

at leaat e250,ooo, ooo, of which $70,000, 000 will represent the raising of new 

capital . 

New IIIUllicipal bond awards this week totaled about t\,3 , 400 ,000, of which 

~~,800, 000 wae for new capital. Next week $17, 500,000 Port of New York Authority 

bonds are expected. 

Hon . Henry Uorgenthau, J r., 
Secretary of tha Treasury, 
~ashington, o.c. 

Yours 
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C!U!!GES I!! CCl'l"roll HOLDI!!GS liY PE!!IODS 

Commodity Credit 
Corporation 

to J\llle 29, 1936 •••• ••••• •• • 3.556.921 $240,155.429 
Jul¥ throueh Dece!>ber 1936 "• - 536,497 - 36.261,626 
January through JUne 1937 .. .. - 1,315,964 - 88,6ilo,898 
Jill¥ t hrough Dece!>ber 1937 ... 4,o68,424 181, 235,152 

JSD:U8.17 • • • • • • • • • 720,ll6 30, 883,663 
Febtua.ey • • • • , , • , 172,470 7.302,367 
Uarch • •••• • • • •• • 43.778 1,891,566 
April ••• • • •••• •• 145,087 ·6,267,108 
l~ey • • . • . • . • . •.•• 21,674 878,577 
June • •• • •• •• •• • • 47,428 2,140,382 
J\l.l.y • • • •••••• ••• 40,838 1,817.381 
jugust •• • •• •••• • - 2,630 2,987,196 
Septetiher • •••••• 13,278 647,~ 
Oct. 1 •••..••• 97.771 11,~, 

s ········ 4o9.915 19, .556 
15 . •• ••.• . ~,033 20,019,599 
22 ••• •••• • .359 20 ,9~.238 
29 • •. ..•• • 407,258 18,7 ,603 

Nov. 5 ••• •••• • 321.532 14, 779,06o 
12 ••• ••• •• 211,112 9.735.400 
19 ••. . .. •. 280,616 12,913,940 
26 ••• ••••• 26o,866 12,193.291 

Dec. 3 • ...••• • 181,876 8,469,011 
10 • •••• •• • 176,007 7. 957,448 
17 •••• •• •• 131,472 5.993,824 
23 • ••• . .. . 87,816 3.952.1~ 
Jl ••• . . .. • 171.743 8,15~.2 

J tm. 7 ••..... • 101,)6~ 4,67 ,091 
14 •. . ..... 114,01 ~, 10~,770 
2l • •••... • 104,287 ,83 ,198 
28 •• • • • • •• 74,13a 3,470,1a?i 

Feb. 4 . •. . . ... 1~6 , 35 7,385,9 
11 ••• •••• • 3,130 2,072,533 
l S •••••••• 36.756 1 , 708,~30 
2~ ••. . .• • . 29.876 1 ,~, 38 

!.!=. ········ 22,901 1, ·~~ 
11 •• • •••• • 

16,330 

18 • •••·••• 
l2,6o7 647 

25 •••• •••• 
443 144 

'I'D SICIII!.UT :_ 5 7 

155,o67 118,100 
-155.o67 -118,100 

,.,o.~.,.. to April l, 1939 ••• •••• •• •• • ..2;~~~?-_;~~~~---=------:::---; 
by COCir.lOd1ty Credit Corporation .. 
by bnnke •••• •••·• •• • •••• •• • •• ••• 

til 7, 1939. 

1f)-UJ-~t3 
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TREASURY DEPARTMENT 
:sa 

INTER OFFICE COMMUNICATION 

DATE April 7, 19)9, 

to Secretary Uorgentbau 

FROM E. !1 . l"ole:y, Jr. 

For :your information 

Attached is a copy of liir. l!ernatein' a a:emorandwo for the file 

in recerd to the llunitions Board annual report for 19)8. On psge 2 

i s contained the reference b;y llr. Green to his alleged conference 

with Solicitor General Jackson concerning the l eglllity of the issuance 

of licenses for arms exports to Germany. 

M,y recollection is that 1t1r. Taylor subsequently infon:>ed me 

thn t lob· . Green's explanation was thu t he bud talked with Judge 

Townsend in Solicitor General Jackson ' s office end was wrong when 

he aaid that he bad talked to Solicitor Genert~ l Jackson personally. 

Attachment 
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!ffiM?!W!OOI! 

Re: llunitiona Board J.nnual Report 
for 1938 

:ss 

~•1thin n feYI dcys after the r e ceipt of t~cember 17 
J 931; •~r>d tho dr«ft of part of the l4uni t iona Boer~' s AnnUDl P.eport t he ' 
'Jun lt.i onn llos.rd called t he Treasury t o ascertain whether the Trea~ur/ 
~.,p·ovcd t he r e port. The r e,>ort had been "ent to m~ and I f elt there 
. e re sever <ol points on rchlch t !le Tr&a• or-J sho .1ld cons i der t he '<>Sit ton 
th t l t s hould t a ke . I advised :Jr . Folcj· of the on t ir& situation end 
on rride,y , Decemb"r 23 , in r e spon se t o a ,>hone C>ll fr~g t !te !Ounitions 
!!cord , It• call ed 'lr . Yos t of t he !.luni t inns .9o::.rd :md aai d we .-er e 
sttld;,·'.ng t he J:at t.er; the.t ;:;e could r.ot co::ole t e our tudy t.tlt il r.e had 
r~coiv6d co .pl e t e d co 9ies of t he AnnUfl r~port.. The co~ ~~t h~d been 

. :·..~rn!r'ted to us cUd not hr.ve ~'te schedul e of t.he statlsticl inf oM>Etion 
•~ic~ ~e de s ired t o see . ~~ - Yost r: .&~tcdly s t · ted i n hie telephone 
e nvoc-sl\ tton t •,.,.t t he !lou-d would not be obl e to h~ve the ra;>ort co~.)>leted 
un til .:,ortly befor e t he mee t lrt<; on Janu· r-1 S and tha t he would U..:o to 
!uw v t'le Trea~u.ry ' s okeh of t he r e port bsfore then . He o.l!o see .. ed ou.it e 
\1'\d l l l n.; t o a hott us the schedules , e tc., that >.a uld go l •1lo the re:>Or t . 
Very a oon thcr~>After, ro~j' 6Jld I v:er e celled t o :.:r. T• yl or' " office , '.!r , 
1'e, ·J.or h,.v ll1.; r e ce i ved Wlrcall fror.~ Gr een of t he !ltm tti ons 6o<rd . I 
> ' ln OJC?l a lned our pos iti on in the ma t t er . 1.\1' , T< ylor asked roh;r t•;e 
co.llri .tot P-.'PI'ove the r o,art ns eubr>l.tted , zut.; ect to fln>l ch.•ck '.'.hen 

' :· c&l vod th~ schedules Wtd oth<'r infor•:u.t ion . I poilltcd out t he 
lf£ic u.Lt1oe i nvolved . :.:r. T:.ylor then C6116'1 Gr een nnd c<• i O. t 'u.t 
r:.:toln t.ould g~t i n touch wit h hi:ll on Tuccday to oe !ho~m t he nddi­

t.>·,·l i n."or OD.tion 1\hicb B<>rn st e in - i:;hcd t o see . On T.1e sdo.y, I t el t ­
.·,~:-;.\.:d .:- . :;re:en and ~az referreo t o ~r . Allt n. I •ent ovCtr b see 
Hen "" " 'te choo.ed ::te t :•e co-o'Ol e t ed schcdul03 . I ~ s:.:cd >ho !u.c pr e­
~.d t ho ch~pters on ?Bndin& l i t i gation nnd he sai d ~'t:t the c?•?t • r s 

.. e:-e r enru-ed b) t he Yuniti~:>s Botrd, t lte c~-eo r c h :nole<l ent~:-el.y by 

.uc 'lc~ ~no ~'t.:. t t'te r ues of t!te ''u:!tl?!B !loo.rd on t ho fEndtn. c6scs 
re not c .J_>l e t e . 

Tho next morning .Jr . !lames of t he !lntlonal 'luni t ions Control ~onr<i 
~r~u ht ovor to ce the co? i es of t 'te co=pl c t.ed chApt er contain ln& all. 
t'l~ :chcdulc s I etc . ' :m:l nsked t ha t I lot t !tc Munitions Boer<! mow t '" t 
or.. .. r.hnt t he Treas w -y•3 oositi on was on t he lltll t t er . That aft ern,·on I 
t •.lc ·,honod Allon a nd aav i.sed hi m I •• a s unablo to co:tcl uda t ho _examl not i on 
o! t he mnt tur . Durin& the follo:.lng dny I ;>r cpvr ed 8 meJ\Or~aUll\ f'r o.m 
'ol ~· t o t he Secret c r y ' setting out t hroe points t o be consiDer ed . t oley 
_: -ned t h e meo:>r nnc!u:n and agreed ~ith ~ Guggectlon t hct it clear t hrough 

csrr s . ,,bite o.nd Tcyl or . 
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On ':'ue::d:ly , Deeeober Z'l, Foley told me t!:t.t .u-. Tc.ylor .-as to see 

~rccn at 11 o ' clock end [~as t o be present a t the conference. 

I discussed with Foley what should be tho Trea&ury ' s attitude on 

26U 

the r.1ntter and the desirability of discussing it ~lth !U-. Taylor before 
$~oadng to Green . Foley and I went in to see l.lr . Taylor . llr . Tnylor 
called Green in i~edi~tely thereafter and read to hiz points 1 and 2 
of' the meCIOrcmdum which I had prepued f rom Foley to the Secre tary . In 
ree >onae to point l , Green said that this point had been tully considered , 
th• t. the export s to Ger:naey- r:ere entirely l egal and that he had discussed 
tho r.1~ ttor with Solicitor General Jackson ITho sllid that the ~~rgu:nentl th<lt 
the exports were not legal were "le&&l rubbish" . l!r . Taylor said ln view 
o: 1.111~~ he ~auld not press the :;x>int f urther. l>ith resocct to ooint 2 
: ~~a u1k~d to point out so~ of the obJection~ble state~nts ~hie~ I did . 
'r . T1ylor suJ.d that, "" ~vint; de suell s~eostions to ;z.. Green , ~ • 

':>.1la l eave it up to :Jr . Green to decide t:het'>cr or :~ot to ell:nin,.te the 
.t ~o~cn t. ~. Taylor a&ked Green ~hether the chkpt<r on ?fndin~ 11t1-
.. tlon , "te . 'tad been t:lken Up •ith the ~~ru-toent of Justice a nd Green 
·• id tlu.t evor:t •ord in the ch&;>ter except " few -.ords had been nit ten 

b> t he te!)o.rt:lcnt of Juttice. ..r . Toylor aleo a !ked Green r.'>et.'>er he 
tbu,;ht t'>c cl>,.nter on hdiUJI should be shown to fecretal')· Ickes <:nd 
jrecn s~id t'>Qt t~e chapter ben been boiled down to its bear essentials , 
•'1•t there wa.~ not!l i n;; controvc rsltl l n tt >nd thc.t t here .-as no ooint 
l'1 ~hawing l t to Interior lest the metter be ot lrred U;> egain . 

Tho conference cndod around 12 o ' clock . llr . TA,Ylor told Green thnt 
io \Vould let Green know by one o 'clock <-hot tho Trensur.f ' S position was 
ln the mat ter . J..fter :41' . Green l eft, I su;:eo:~ed to Foley thrt be call 
J>c<con :md '>e ogreud a~ did • .r. Tn.vlor. folc-· tried t:> get Jackson who 
~~ ·>Ut. or t.ot:n . Jnc'<.s:>n couldn I t be :reached until ~ ftcr 1 o ' clock. Foley 

t.old ":lb t.hat J nck:Eon said he had not hc.d • IIY conterence ~rith Crecn , th£t 
t.c onl.l tl.r.e he had :et .:.reen oaS once , .ocially; that be hb~ n~ver told 
•.. n tltat the ex>orts tre:-e le;nl: th~t J3c'<:on wa.~ acouninteo iLth the 
~able:>; t.hat on such an upo:rtant r>rol:.1oiD he " ould not have fiv~n " 
•n·~ ~ewer &nti tha t his inclinations •~re in tho directio~ cf nold ina 

· ' _ , F 1 t l d ~ ·~, t he hsa also ac!vtted 
t.'t& ex-.l0rt3 to have been Ule6 ,... . o cy o •~ ·· · · 
:.r "'eylor of h13 conversation t.' l th r.lr. Jac,con and th&t Jr . 'l'cylor had 
toid Creon of tho sll!lle . ~.round 2 :JO f olc;,· ond I went in to see .:.r . Ts,ylor 

d I tnt • t a number of ~easons 
•nd n-a ln <e discussed the ~tter an po eo ou · 
• r.. • h d th t so:ne chon- es 
• >. .. I t 'nouvht that before the Treaoury o!to e • r e,ar · - .. t 
"" ..., l it' tt d ·•e should i ilC'U re 
•hould bo ~de in t he ch£pter s on ' ending •C• on an the le ullty of 
or • ho et a te Depurt:ne~t as .to .-hethertilt h~d ~ ~:.~n~;~e~n t3a t t h: report 
exports to CermW>Y . ,,fr , Teylor then e ep one 
.. a~ okoh. 
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s.cre\A.r7 llor &•thall 

s. 11 . r le7, Jr . 

For ,our information 

261 

.lprU 7 , 19)9. 

.ltteche4 il • copy of .... Bernstein's ::lftiOr..ndua for the ru. 

1JI re&ard to t.be lluiDiUons .Board ann\1&1 roport tor 1<))8. On pqe 2 

1.a eonta1.ne4 t.be reference by !o';r . Groen t.0 hie alleged conter<a~ee 

rlt.b Solicitor Qeaar< l J acltaon eoncernln& t.h e leg• Uty of the issuance 

of 11eeo1eo tor arso exports to Cor~. 

111 recol lection ia t.bat llr. Taylor suboequently Wormed .,. 

t.bat llr. llreeo's explan&tion ••• t.ht. ~ he h~d t elked •i.th J udge 

Townaeod in So;Licitor General Jackson ' a office and wu n-ong wbeA 

be 11&14 ~t be bad tell<ed to SoUcitor Genet • J&clcoon ;>e:->onal l)' . 
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FEDERAL RESERVE DANK 

OF NEW VORK 
262 

oFFICE CORRESPONDENCE 

coanomuL rn• 
r~-

L. w. ID •. o~k~•~-----------FRON--- - -

DATE Ap1"1l. 't t liM....!_ 

SUBJECT! !ILIPBOI& C:OITUJ.I!IOI WI!B 

BAli or J'We&. 

llr. Car1cUol Oalled ae fi'Om bla COUDtJ7' hOIIO IIH1' Paril 

at llal& th.h aomlnc to find out whether we had boucht fll17 h'.noa 

t or hi ro. 1 replied .... m d added that there •u 'felT little coinc 

o11 1n our •arlcet. Would I phone hi m if .nytblo~ apec1al drnlopod 

(his ouaber 1o lloret l'tO)t Be wo~t\ be awq f'l'OII Pari• until lloodq 

a1gbt. 

L~'!( altW 
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PAJUPBRAU or TKI.Sa!Wi RIOIInD 

J'ROII:: herioa.n llabaeey, Paria, JTance 

DATE: April?, 1939, l p.m. 

10.' 6?1 

J'ROII: OOCIItJ.N . 

This morning unofficial exchange trading here was 

nerToua, A considerable amou.nt of dollars as well as 

ster ling had t o be g1Tc up by the French control due 

to reports on the news ticker that Italy had moved 

against Albania. At noon when word was rec e1Ted that 

an economic coamittee was en route f r om Tirana to 

Duraz zo to consult with the Italians, t he pressure 

tightened. 

BULLITT. 

EA: Lft 

:63 
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®ffut nf tftr fhtgtmwt (f)rnrraJ 
lllul}ingtan. i.\l:. 

:.64 

Aprll 8, 1939. 
- I ,J 

I 

The Honorable 

The Secrete.:y of tbe TnaSUI'1• 

II¥ dear Mr. Secretaeyo 

Reference is made to your letter of March 29, trans­
lllttin& copy or a cable note recelYed tr011 tbe British 
Tni&SUI'1 on tbe •Despatch of Gold Bars by Post•. 

Upon caretul consideration of tbe repreaentatioDB made 
b,y the British Treasury and or tbooe made by representatives 
of your Office in conference, I hove promulgated a regulation 
of this Department, 'prohibiting the transportation in the 
regular maila or parcel post troa ~ foreign country into 
the Oni ted States of SIJ;1 consignment of gold coin, gold 
bullion, or gold duat , baTing a value in excess of $50.; 
A copy of the relative order is enclosed. 

This Department will advis e the Bureau of Cu:ltoM of 
t.be noticea ginn t.be foreign countries of tbe prohibition. 

Very trulY yours , 

Enclosure. 

\ ' 

\ 
J 

l ' 
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Aprll 8 , 19)9. 

OP.DIJl NO. li?'ZQ 

Seatica 22.)) or t.be l'oa\d I.e•• M<f Jlejl\lllltiOM ia ~eel, 

etrec\in UpQD U.. &i'rinc or clue notico t o the reepec:tin c'JU.Dt.rlea, 

ao u to e.dd poncnpll 3, u roll"""' 

" ' · !be t1'uaaportet1on 1o the resular ~aae O'l' ;>&Tce l ,x>&t rToca 

•IV t orei.-n oOUDt.l7 i nto the Un1tA<I St . ta~ <lf r ny conoii!II'Mnt or 

110ld 001JI, pJ.d bull.ion, <>'I' IOOld duet, haVUtcl ll "'' l\W i n exa&ae Of 

50, 1• pnbi'biWd.' 

(SiiPled). .t..abTOee O' Connell 
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J!!!!•• 

lo1 Jlr, Fole 

,... ... to•b)'• .. 

.... ...,. 

llaoh1DChD 

AprU II, 1939· 

'""oa 2'2l3 of U.. Poo\al X.. ..... lec-lo\lou 1o ....uA, 
etfiD\lft ...- U.. ct•tac of &• ao\loo \ o \bo ,. .. peoun OO'IIftW1oo, 
oo u \o _.. pencrapll J , ao f oll .. al 

":3· t1ae \:raaepor\a\loa la U.. J'ICill ll' •ll• or pdOol ~·' ,_ 
~ fen'- ooawr uto U.. Ulal W 8\a\oo of .-, ooao...,..a\ of coU 
IDia, co14 n l\l oa, or 101& 4\lo\, hAYiac o n l• la .,...,, of $50, lo 

p i'OIIil1Uo&. 1 

( llpo&) ... ,,. .. o•o-u 

.&.ouac Peo-.aotor .... n1.1 
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-·-
,all ... ,... - ....... "' ... ,.,, Olflw ,..,II"' ..... 

- &a .. .-1 ... ,. ftla ............ Ute f/1 , ..... ., ... 
entftl ill Ulh ••t.r• aAift' '\M •1• MU• et WI 
......... -- , ............ "' t , ... Olft .. "' 1191\1& ...... 
,.,, Olft ... • 
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., 4.., 11r. o•o...u.a 

ca llellalt of ~ a.. • .., I - ... 
Jr:aowl..,illl! JOV leUer .r Aprtl 1\h, 
la!ondaii hla of the • 'caUoa .r a 
rt«''l"U oa • .,_ lis; • 1 \ PNblW\lac 
'ht traAaDOrbU• ia ~ , .. hp •Us or 
par .. l !Hit \ troa ~tore ... _..,. lA\o 
l bt IAl\~ ~~-- .t .., -•a a\ .r 
colt! cola, ~lt! '111&111•, or .,.U lllu\, 
harlJII( .. .. 1 .. ia ·-0 ot teo. .. ..... 
ortell\lo \be aeuoa ,.,.a -.,.. \ADa ..a 
JOV proeuen ia Wondq u• ot u. 

Sl&eore17 ,..n, 

v 
H. s. no••• 

l'riw\e Sovs\uy. 

•ollonlbh AIIINses 010...11, 
•oUn,: l'oo .... \er On5'MI1, 
•uhllll';&oa, tl. 0. 
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~••re•ar7 • ors enthav 

Ur. \lh Ue 

SubJect : r rel•-•--, • .. ~. repor. on the ooealb111t1~a of deprl.Ylftl 
the &&~••or oovntr1 ~• of nee4e4 atretevlo war 
.. terl.ala, 

b"'" er r 

1hat are the poaal.ble ••••ur~• ahort of coaplate allltarJ 

t l •cuda •bJ.oh oc\114 pn·uot the ccuat r l ('l h'oa obhlnb& 

neoeeaar 7 at~teclo ~atar1ala7 

You haYa auggeeted two poaa1b111t1~• for r r•l1a1 .. rt 

lliUllla t lOll I 

1 . ~uro~ee ane aoc..ala t1on br laa~lna non-eagreaaor 

natlona of atnteclo aatar1al a. 
2. - rob1blt1on b y 1nternat1onal acr1emen t of export• 

~r oer t 81n or tbeae at rateg1c ~~ter 1~l• t o aosrea~or r~ t 1ona. 

The • i ereator oovntr \ QB nn~ th11r ~111et (GI~~nJ, 

l.uatrl.t. , CtiC.hoaloYI\kl e., itklJ, l lbaala , Jar i\A o 3 p d n , 

Hun~arJ, Uaaa~, psr ta ot Chl na) .ould, 1n the IYIDt 

ot ~•Jor oontl1ot, 11114 1aport a ot r cugh17 $100 allllon 

oer oocth ot ~ following etrateg1o m~ttr1nla: 

ltaacnn••• 
Copper 
1'1• 

l'ub:.•r 
"etroltua 
N1ote1 

ll&nlla rtber 
'l'une eten 
con oa 

(ThPrl are •••erlll otbrr \ te•s 1m~ortnnt ~ t..,.t•g 1ot.ll 7 

bat aot 1.-pCII't""'' q .. at1U tl.YelJ. 8 0M of \bea ..tll 

~.taken • P l~tor. ) 

•- or the•• -"'ltl u lowl4 llo o~tabe4 la adequate 

aaounta tor th• gr0111p ot• • .tlole eJ<e~t t1'081 -atrlP• ou\­

~ lde thoae ~a .. aret.e abo••· 

t a .. r eop1a1oe u. .. • 1•1U'• - 1r o .. btllo4 -t'h tho rrl~ 

e l ple er the flret ~repotal -- 1~ orroctt••• ~r•etltobll, on4 

rel a tl•el J taoxo0ft•1•e. fhe real t•••• 1• .tlother lt la JOt 

~o11t10#Jl7 re, slblo. 

4/lf'/J9 - Ori .<1r.al to Secretar-; - :ianded to ' r esident by SecretBl":"­

Carbon t o L iss Chauncey. 
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s.cre \ar-7 llorpll\hau - 2 - '4/8/)9 

l. The t1ra\ propotal la tor U. Uftlted s t a tea, al\ber 

alone or toe-\her •1 \h Grea\ Brl taia a nd r ranoe eod poulblJ 

eo• t<Uller oountr1.ea, t o aeouiiUl.llt t l e_r ge ett1~lte et f thaat · 

M ttrlalt and UlenbJ re4lloe th e • <>r l d .upplJ " .allr ble t o 

;he a!graa aor a a \lofta. 

A aurYaJ or the oonaequtnoe ot auoh a • tap lead a u a to 

the te , tatlYe oona l ualon \hat lf taken alone lta efrtcaoJ 

l le a f • r ::w~re ln ita pnl1 t1cAl l a :-Uo,.U •lna t h11n t n Ha eoo­

noalc or a1 ~ 1 tar1 erroota. It dooa n~t ap~; r t hn t t hl a 

u t hod •111 eithe r preYant \be agpoeuor oouatrlaa froa ob­

telntng ade, uate ~t ertal1 t ? o "ndue t a ~ar n~r wtll 1\ 

r e t ee t he c oat o f t he aate r 1ala t o the 8gcreero r countrtee 

enough to t mbarraaa t hea aorloualJ. 

'l'ht ;>oll tl.osl lal'ortance or . auoh & ttep u tha t t he 

~nltad St a tea wo ul d be t t ltlng ooaaon aeaaurea •ltb the deao­

oraclea o f ':1'• stern Eu rope ~ 111na; a cgreuton . Gotr~PDJ te~ra
 

gr u t l J t t.a lnduatrla l and econo~le •1 : b t or the United ~;atea 

aot1YelT p laced on the sid e of U.e f:.u ropea n deaoorulea . 

The pr opoasl t•~•n b1 itsel f has t he fol l owi ng dlaad· 

vantagaa : 

( a ) Tha a.!&ro uor coWltr1~a .. eul d ' tlll be nble to 

ob tain tDOIIt.h Of t he 1110at laportan t &trattglO •tarlal t 

to carrJ on a Yar. l'be 1no r •aae4 1\et» 'ld ro r ~hou 

c o.uOd 1 Ua a • oul d be t ore l e n£ e ll f orth l rw:reaaa4 

aupplha an~ a t the I UIO'! ~ tw our~all or neuaptlon tor 

1nduatr1&1 uae a. Tha pr1ea or tho•e " t a rl• la, 'ltOUld, 

lt l t true, \norea~• subetantlal l J, yet not eno11gh 

to roduoa t heir f oreign n:et> .. nf11 r~aouroea euttloltntly 

t o 1ntertere aerlryusl y wi th t~elr ~urcha•~
•· 

(b) SOYeral ot t be a ggronor oo11ntrlea doubtlau h• •• 

ouhtand lnf c ontraota • :11ch >'Ould !)r OYlde ac!c!1 tlonal 

a t oo Ita o t curren t J) r1. ce •· 

(c) tte pro graa •o Jld ':If' expand<re t ., desocr!lt1c eoWI-

trle 1 In order to ha•e 1nedaqua te aupplle • t or \he 

a e~•or n ttone t haT •ould probablJ baYI t o •v.rehaae 

.~cf' • l thhold troa th& :~~t rltat a t l east $100 all ' lon ot 

.,8 ter la l " a onth and poaalblJ tdoe that aaoun t . 

( d ) l t ~ould d\arupt earltete t or poacet\ae ocnauap t1oa 

IW)(1 u1 tn P U at th& •• ""' ter1&ltl the 

~!d~~~~a!
011101 ar:•ra r aora lapOrtaft\ ~uantltat\YtlT 

t han a111\arJ u••• · 
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Tboulb ' he•e 41aa4Yantaaea welsh heav11J against the 
proooaal 10lel7 aa a davtoa \ o deprive a gs re••or net1on1 
ot nae4e4 aa\ar1ala IIJ'\oua oone141rat1on ebould be ctvan 
, .., \M aocu aulaUon of a\ra \egto Mterhla by t he 11nt\e4 
S\ s tea on o ther gr ound1. In t he evant ot wAr abroad, ex­
poru t o the UnUe4 !! \ 11 \111 ot oertaln v1ta l r•• • • tarlah 
troa .\1111 ZlltiJ e\ the r be •topped or made aubjeot to \~a 
• 11\ ot J npnn. Aooumulntion ot oer t a\n vi\al raw ~terial1 
ahould be undertaken not onl 1 to 1naure t ba aaount ot ~atar­
lale ~e o~asarJ t or ade1ua te defenae, but t o prevent our eoo­
noay troa be ing dtsorg~ntzed by tt~ ou tttng orr ot the 
a¢uroe or suppl J or needed raw ~t1rta t• •• a ocnaequ~noe 
or a a.a j or •sr . 

Tha u tertala wh1cll we auet have an!. • htdl •• aus \ 
obta\n t roa a reaa vulnerabl-. t o tore\~ naval tntar te renoe 
tno: uda ttn, t"'lbber, liUlll (!l'• ll te, tungeten, Mnl h 811 111, 

~1oa a nJ r aw atlk. 

A cne or t wo 1• r auppl y or the ~• ~ot •r\ale coul d be 
o'b a 1no4 • 1th an e xpenditure or t bout aaveral hundred aU­
lion dol lera . I nctdent allJ, tnoreaaed puroha aea ot tba\ 
~agnituda would he l p ~t\aul~t e our exr or\a. Theae purohe •~• 
could be t t nanoed l n s nr ot uvera l waya whloh •ould no t 
1n'fol 'fe • n 1noreaae tn tl:ti derto lt. 

2 , The eeooo4 propoul you ••1 llh ~" t o ha v~ ll :x&llllned 11 
an a ttea" \ t o aeourfl ~n Af:r'll" 'nnt aaollf' aa a.any or the non­
•ecree eo~ nr tlona ar poae1bl e t o prohibit t he exyorte t o aa­
greuor n•• otle ait 'he r dtreetl 7 or \nd\reotlr ot ae aanJ ot 
t~ e tapor tant •treteste a attrta l ' u " ould bf' r eadble, 

A prelia1n4r J Jurve7 \ndtoa tea t hnt th1~ pror oaRl 11 
teutble. 

( ) The eouree• ot rup-plJ ot nt l e ast el gM ot the 
v~t&l s trQ\eg1o a ater \ ale w~ioh t t e aegree&or oountr1ea 
( taltan together ) ,.,.,, iaport are alaost ooaple tal7 h 
under tl-oe c ontrol or t !'!l' Un1\ed !ltfl t u , t he llr HUr 

A ot a. llethe r landn an!. Be lgtua. or 
E~p1r~ f r enoe, - e • lt••• t he t ne l uaton ot one 
eo'fl!ral a ddi tlonatlrt~J~~u lei <ll&kl! t he oontrol co lll"leu. 
or t -o !DOl'" eoun eo • 

t the tapor\1 b7 \ha ·~p.aaor naU ona 
('D) !be value o · 1 u t o :uke 1\ ta-
ot ~oee ~ter1ale \ a z:inaono!~!~iJ'O••or oountrlea \o 
p raoU oable t or t~ ble -"en '\ nc t den\ to euob a prograa. 
bear tilt eJil)en" or U na 
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•e\bof.e of eo~aoaUoa I'Oba 
whith will eliaiaa\e opp:!i~oa t~'' e~ be dtYleof. 
en4 prlYa\e e orpora\loae baeo4 on'f'aa l eo~ntr1oe 
le ••· oa re of eeoaoale 

(e) 'ftle IIIJ'OIIOJ' ft f .Oftl wo l d 'o co wba\ would Y1r~llJ aaou~\ \o• ox \roaol7 ~lnera'ole 
u Urll.le . T! oee eoun\ 1 a n ••barco of Yltal 
quan \1\lee of tho r '' a uat 1aport •Ubetantlal 
a 1l 1\ar7 etron(\h':u;·~~r~:;:,~~t 08~7 t o .. 1nta1n t ht lr 
1n their oeonoaT. a • arp 4eterlorat1on 

I d ) l n \he cue of nlekol, Un a nd oll ( 1f Runlan and 
Mox1ce n oll coul d be \ake n care o f ) roll tlY017 a few 
corpor at1ou oon\rol the lnte rna U onal aerket and ef­
fec\lYe eooperat1oa co~ld 'oe e aell 7 o'ot a lned. 

Tbe dlttleu 1 u.. of the plaD ere 1 

(a) 1\ would ba euenUal t o baYt t he onthuetaeuc 
eupport of t be Br l t \ eh iap1ro a nd of Rueela. 

( 'b) Encllnd, rra 1111o and llue ela 11111 t be wllllng to glu 
aUUarJ paranten t o t be eaelltr count.rlee eooperat-
1n,. 1'h11 11 pertlou l arl:r true of t he Nethe r l and• lllld 
'Riaaanla. 

( e) 'l'h o p ea t aaJorl\7 o f tho people of the Unl ted 
S\a\ee auet ba ln faYor o f t ha t 4ogr" of A• rloaD 
part1e1pa\1oa 1n f or olgn affaire lnYO l Yod 1n t he plea . 

( d ) 'l'ha prlDelpal arguaent t he t wlll be uaed egalnet 
\l.le aaanro 11 t.hst. lt.e adopU oa would preelpUato war. 

( e ) To 'lllo offoeun, tl:» atepa blten auat be neb u 
wl l l pro•ont ab l p .. ate o f et.ra t111o .. t.erla l e fro• non­
oooper~> UBI countrle • fro• r eaohlag t ho aggrouor M tlona . 

(f) The perlod of no 10\ 11.t1one abo~ld not. be lon1 
enough to poraU t he ag,;reno r nat.lone t.o acouaull to 
auob larrr a toolte. 

Cono l ul1oa1 

lD oa.r op1n1oa tbe aaa•~ -- lf eoaltln .. w1 VI \ be prla­
c lple 1ft the nret propeeal -- u effllt1To, praeUeable, •• 
rela tlTtlf 1aexpeae1ft . U U a Ma~• • b lah eo••• ~••r 
t he • quaranUae-tbe-agiJ"'Uo r" prlno1ple at the Pree1cSellt 

1 

1 
Ch leap ep"ela. Tbl real 1111~• 11 whethe r 1t le 71t pol1Utall7 

feu\'ole . 
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MJ n ap 1n ~he d1reeUo11 ot \hh propoaal "'- 11 ban 
a po~tertul pol U1 oal affaa~ 1ft r a1a1118 \he 110rale an4 
enool&l'aghg the 4aiiOaraUa ooantrie1 ~o ... ke nra 1~an4 
again•~ tllr~be r anreealoa. E.,.n dll011111o11 -- i f oft1o1a l 
of ~he propoul wo11ld 'be a help ln \boll ~ d1raoUoa. 

The foll owing brlaflJ ou\ l lnea tha e1tue t1on wl~h ra­
apeot t o l:he aore laporhnt ooaaod 1t 1e 11 

A pral1alnar7 lllrY&J of the re 1ouroaa and needs of \be 
a~gree eor ne t l one lndl cate1 t hat none of thea produoe1 ade­
quate aaounte of ... 1\'1 of tbe laportant 1tr&teglo .. tartal a . 

Oeraan7, man tull 7 or ganba4 t or • a r, .-n a1 ~bar 
lapor~. baY& 1ubatltutea t o r , o r hA •e 1~ook1 ot t he tollow­
l ng ea1en t al ra• ae~er1all : 

t ino 751> of •ool 

:73 

95~ of a~ t ural petrol eua l ()f. o f 
75f. o f copper lOC1> ot rubber 701- ot pbo1pb&&11 

50~ of l ead 95f. of aanganeae 1.001 ot Ua 

25~ of wlpbur 1~ o t n1okll l oOf. of antlaonJ 

10~ of oo~toa 10~ o t ohroalte l Oo;' Of aeraui'J 

95~ of baulll~a 95~ or tunga~an 10~ ot a1oa 

ItalJ, Japan ( and the lr all l ee) oan 1uppl7 Oeraan7 oalJ 
•ltb 1ul pbur, tlno, l ead, aerour7 and 10111 copper. 

The 11tuat1oa 1ltb rupaot ~o I talJ 11 ann wur .. an4 
Y1 th Japan, equal l J bad. J apan aue t laport : 

151-' of ba r lroa 100~ of her bauxl t a 1ooft o f bar wool 

55~ or har oll 501! o f he r &lao 75'l or he r potaah 

5~ of bel' aopper 100~ of her rubber 751 of he r p.boepba\11 

so t of he r l ead ~of her ungane aa 9<>-1 ot her anUaonJ 

S01. o t bar OOUOII 100~ o t ht r n l okel 751- o f her Ull 
9M ot hPr aerour7 

o r t he la 1~1111 her all l ee oould 1uppl7 J apan ~ltb nl trata, 
pot a 1h, a\no, l ead and aerourJ. 

Tha ee flgurea ln410 a te t ha t • naur u wtl\cb would be 1a­
a ttaat1Ya agalnl~ t he Br1 tUb F.: .. plre, t he United S~~tee or 
~u111a are faae1bl e agalna~ t he praaent aggraaao• 

00
• 

be fl 117 dran wltb reaPII' 
Bef ore a nJ oona lua\OIII -r •• nan:d .ora 111foraat1oa wlth 

t o t he eff1eal7 or 887 pro~_:·1~ ~he agcreeaor aat\oaa and 
reap••• \o ~he atoeka oa .. , o f a .. Jor war. lie haY& aa.e 
t hal r need• 4ur1ng tbe aoe .. uo 
lntoru.Uoa on till •• polnta, 'tNt no~ enoup. 
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( a ) N1ell:el 

The BrUhb lapll'tl prod'IIC .. 95 percen\ ot t he total 
Japan owna nlekel ore alne a ln Jew Ca l edon1« but H ' 
Oa l edonla h uMer Prenah oontrol. 'l'bfl reto~. 1t ..!:let 
aeea to be rel~tlvel7 •••1 t o prevent the dlreo\ ex rt 
ot t h1s 11ete.l t o t he &ggre ~eore . po 

(b) »ansane ea ore 

Tt 11 ( r.ccordlng t o t h e llltn 1n \:he N• 't'J oepa r\Mnt 
w1th -.hoa I 11 po1te) h one ot U\01 t hr ee aoat laportaat 
ot all t he e tra\~&to ABt er1Ale. The oblet eoureea of 
11anganeee are ~elite (11 lon~ tlw! Blaoll: sea), t he Brltllh 
E ... pt re, Braxl l an~ Cub&. The be at quoll t7 aangane .. 
ooeea t roa ~aela. N•aeroue oountrlea ( see Appendix) 
produce small quant\tl ea. 

Ot \heae • el l er oount r14't, Ru t~n1a, liungarJ, 
aulga.rla , produce e.ppr ox1aatel J ao,ooo t one, and J apan 
produoee 70 , 000 , l tbly 25 ,000, mall:lng a total at approx­
l~t elJ 200 , 000 t one th~ t would be ~vell8ble t o the ag­
grea eor ooun·t rle ll f ro• " it hln t he 1r own group. ~<bet her 
200,000 t one a yenr " ould be enough t o l!.eep t he aggreuor 
power• adequatelJ euppll td \ s doubtful but we need aore 
tntol'!ll.'< t1oa on thle polnt. Judgln@' rroa the r aot that 
t he e\oolt plle r eooacendfl4 to r t ill! United Sts\ .. b7 our 
al l ltnrJ authori\l el 11 1 a1 l l1on t one of ore, and tha\ 
Oeraan laporte eere around 40\, 000 tent 1n l 9JS, •n aa­
nual 1uppl7 of 200, 000 t on• t or s ll \ be &g@reuor nt t11'nl 
Aee~l lnadaquate. 

( o) Copp!r 

Lea41ag copper pr oducer• are Un\ ted St s te a, the 
arl t 18b £aplre, Chi le, Bll~tan Congo, Ru111a. Theil 
fln group& tc @:ether produce 90 ~roent ot total world 
output. Ja~n, Yugosl evl a, 8p1ln tnd OeraaDJ t ogether 
produoe ro~hlJ 200, 000 ton1 a 1•• r . 'l'o.,- t hu•, J&pen, 
l ta l t and Ger manJ \~ported dnubl R ths t aaoan\ 1n l 9J7 . 

(d) 011 -The United s t a t u , Rulal&j Venesuela, together pro­
duce 75 percent ot to tAl oll outp~~\. The llri t 11h Eap11'tt, 
r r an t he Nether land• E••t lnd \81, Mex1oo, Coloabla, pro­
duc e ' en ed41 u onal lO peroent . l t el7 producu vlrtuall 7 
none · oeraenJ aDd Jepan toce t her, about g a1ll1on b s rrele, 
or 1~ 11 than l/2 percent o t t he wo r ld output, Polen4, ~ all­
l i on b~rre la and Ar~ t1na, 17 allll on barrel e. 

HD11' :lr1 
4/10/39 
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OeNMJ, howe.,.r frod tuel wh ich ia repor\e4 -
7 
~ea • high grade IJD~he\ie 

plJ two-\h11'4a of her ea • Wa r Dep~\ .. nt) to euP­
oontinued 1Roreaae 1n Pl~~~!u:•~dl . ,To Judge f ros t~ 
193$ \ nie il doub\tul Ja n • por 

8 
fi'OI l9J5 t h i'U 

p roduce only ""'Up;tbie qu:u ~~~~~ 1!!1!;.n~::~r:rru ·~ fu 
though t beJ &rll liiCI'e8.11lftg \t.111r 0 · p a Ol Uee It II 

1 

~~t Oer lllany Mnnot au pplJ hereelf end oe rt~lnly :~r~~! 
er aggre n or eoontrha . Oe rman7 1e reported t o ha-

l e r ge s t oolts on h o.nd. ·• 

In order t o bar enou gh e~orta t o th~ aggreaaore 
t h e ol l f roa P.u88nl l' , 'laxloo, vene&ue ._~ , Ool oabls and' 
1ull l1 ft "0Uld IUW~ t n bf' 1nol uded l n the 861'11flM n,, 

In t he o~ .. or o1l there 1A anot her po11lbl.ll tJ tha' 
're~en ta lt@f' - f, It tVJ be poeei ble t o opera te throu~ 
o •ntrol l 1ng oca pan1ea . It ~ould probabl7 be f ound the \ 
a few l a r ge oil oom~Anl~e co ntrol ~he su~ol7 of oil •••n 
out1!1de the United St • te a , Dr 1t1 sh i:api re nnd Ru ella . 
The r ef ore the eppro&ch tal fob t b e t l r ough U>~ c o!IIPanlee 
1n thou• c oun t r ies out aide or t ' e tl> r ee me ntioned. 

(~) Tune •te n ore 

The bulk of tun£e ten ore 1e produced oy China, 
~r1t1sh £ap1re e. nd t he llnlted ~tt tec . But Portugal 
pr oduoea ~ aill t on t on s ( nl.oet aa ~ch a e t h e Unlttd 
s u .tee) end Ger ::.BnT 1 & rer or \ e<1 (by t he •~ r Df'J'r rtaent l 
t o h~ •• accQ~Ula\ed en en orm~u• s t ock ptle equ1•alen\ 
t o 60 peroen\ of Ult "orld Dt ocl!. o r t unga t en ore •r"t.\oh 
eht obtained troa Oh1na. IAort 1 n1'or..,. Uon • oul <' be neoee­
e a r y befO~ JOu ce n o onc l u <1t •hether &nyt h1ng c n be ao­
oo apl1a hed b T ti e p roh \bl tton of tunaaten fron e ~port. 

( f ) fin -The a t sreenor n ( t\~ne pr oduce ver7 11ttle \ln . The 
'ir1t1 t! b Enrp1re , Bo\ 1Y 1a , t< n!l t ht Dutch Eae t ln(Uee, 
S1a~ . China, p roduce 95 peroent of t h e t otal t1n output . 
C'o~trunJ, JtalJ an<1 Japan \llpcrted. 20 pereent of the 19"58 
output, and a laoe t t ha t 1n e • r l itr Je are. If t heJ do no\ 
have ad equate etoolte on baad M4 if \he enu• r a ted eoua­
trlee would •E:r te \ o prohibit exportl or t1n we ha,• here 
a coa~od1t7 • tch s1&bt •ell . e nd lteel f t o euoh agr eeatn\, 
r.ccord1n« to U• 'J11r oe partMnt 1 t 1e of nret rank 1-
po rtanoe t or nuaerou • ue•• 1n s1lita r7 purpo••• · 
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Seere b r)' Wor(;enthau - 1 _ 'll/:)9 

( 1> R\abMr 

Oei'MDJ, Ital 7 and Japan prodlaO 
Their laporte 1D 19)7 oons tttuted . ~ no n • tural rubber, 

the t o tal world outpu t or nature l b~t 18 percent ot 
£m··1r ., , the French Empire and the :;u t h eri T'lla BrUt all 

together account t or 94 rcen t 0 
8 •r ands taplre 

pul., t h e onlJ t.,.o count~es outtid;':r t~al ·~ld ou\­

eap1re • \hll t produce aubahnUal Quant\ t1t~ 
1~r r!::.r 

e r e sum, •h1oh producee 4 percent, and Bru1l • h leh 
pro~ucea .l percen t. It 11 reported t~ t oerma~J w1ll 

be 25 j:e rcent r elt -a1.: tt1o 1ent by aeane or IJDtheUe 

Nbber ' t t he r.nd or 1939 t lld 50 -pereent ult-euttlelln\ 

" t tt• end o r l Sb.l. 

(h) Cotton 

Cotton l 1nter e e r r e&eent18 l 1n t he aanur~cture 

or powder . For JepGn, Gern~& ny •. nd It11l1 cotton would 

~lao b '! eaet~nthl t o r t h ,.lr " " ror t 1ndustrler tM hOM 

oona ua~ tlon. Theee thnoe countrhe liiJ:'(Irhd 4o pereen\ 

ot t h e t otal wor ld 1aporte ln 19)7. Tb United !\ t t< tee 
thtJ Drl t. l eh 1: ,ai; l re &nd R\l n ~ l ~!. produce t hNe-r ourth e ' 

o r t11e • or l d r >-.t. co tton. Chln• <!ld produce •bout 10 P" l'­

cen t An~ n ~>orUon or th• t nutr ut ie ln 8reas under 
Japanes e con t r ol. Rr Pzl l produeea ebout 7 percent. 1 ~ 

1& very doub ttul • h f' the r ,Jpp en or Italr h~ vfl l"rge etocka 

o f co Uon on hand, thout)l 1 t 1e r f'ported th • t th~ re were 

~ubstenti6. l etecko in Gei'IJianr. 

'i'he re are nuMroue other etr~> tegtc •ttr <18ter• ale ,bu t 

etther t · e7 art f roduoed i n lld f' QUII te 'JU&nt1t7 ~ttiOn~ the a g-

6reaeor na tion• e. g. , ra• a1lk, sulphur, bauxi te, opt\cal 

61&11) o r ~hey a re •ery uni~~ortant ln to t ~l value (e.~., 

.,uar\& or1• t &l, ao l ybdenu•, e te.). In a a ore c o• , nth tnelve 

report 1t •oultl be neceeel' r1 t o • t.u dy nua~rout or t he t ll • l nor 

couod 1 the ( t or ena;>l t, c;uar t r, o ryeU.l, 1s ueen\ld ln 

radi o e .,u1 Oll'nt 1\nd i r Nund "nlr ln 8r at1l; 1nnll• tlbe r 

ha e n o sub&Utute, h l'brolutwlJ e ~&en tl al ln Nrcha.n t M rine 

And 1~; r r.u nd <'n l y ln t l'e r hlllfr l nu end 5uutr• l a lee ha t 

no ea tlefactorr eub £t 1tu t e r c r important e leo~r1o~l u•••• 

·>nly lt.no'~<n 1 curcea I ndio · nd 1Jadaf a1C ft l'l hlclee and .. oo l a re 

ea ent1 1 t aporunt and co1tlY lteaa • hloh the a gva uor 

C<'unt rle • laport ln l crae aaounu. 

(Appende d are 10~~ tabl e t ot eou rce ot eupply ~nd of 

laporta or leedl n , ~tr .. teglc • • r ;;;ater 11' le.) 

KDW: lra 
4/10/39 
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'""•' ,.,.,,.. Pn!!"' 1\oalle 

(Ley toae) 

-

Lea 41a l £l'04•c•n o t 

1•\ha r lud I 111tlea 

Pranoh t n4o Ohl .. 

5 \aa 

Bru1l 

,J "!lll lrl 
"V10/, 

,.,1,~ 

·--. ~' 
)5.551 
l'j , 576 

rubber la 12ll 
81'1 \\ ab Eaplra 

ualara 
cerloll 
! flr 1nlr. 

llor'h llor nt o 
t n4la 
81.1r aa 

ApparH~ c:o.­
aupU•w 
l!p!rU \! 12 p 

··~ .9 
70, ' " 25, 922 

lJ, U-, 
9, 777 
7. 2., 
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Copnr m 
PNMft\ PN._U .. ~pparoa\ Ooaau~\loa or 

••• Iapor\a l .a 19ll (Ja -\rl! !c!!t) 

oer• lll' ta,ooo 
I U1J ~17 

Japaft 100,000 

L .. 4111i £ 1"04UC!OU Of 

Unlh4 S' a wo l6o,ooo 
Ch1lo 1),000 
811! r;lan OoftiO 1~,000 
U . R . S .~t. U:~ llu:loo 
Yu&Oola'lla .. 2,000 

PIN ,6,000 
Spall\ ,o,ooo ,.,. •. , 2,, 000 
C~a'bo 1),000 
rtnl a a4 l2 ,000 
I!W040ft S, OOO 

26.,, 000 

80,000 

210 , 000 

eoee!r oro ta 121Z 

8r \ U * llap1ro 
Oaaau 
Jor\he r11 !Uio4oo1& 
Allo\rolla 

CIIPNI 
OnlOft ot IJ Atrloo 
llrl Uoh I nel la 

20,000 

17,000 
12,000 
11,000 

278 
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• :79 

m 
,,.. ... , Proa.euea 
(Ja 1!!1 M4aa) 

Appa rea' COUlla;lU .. or 
Ia!?!t'a lJI 19]] 

oe ..... , 100 1I},IICO 

Ua17 "' .,618 

J apan 2,UO 11,000 

~aAlaa pro4ueara of '1" ta 19ll 

8ol1da 25,371 BrUleh laplre -~ llaSbel'l ...._a ••laJ• c. tnu .. 21,001 l l,.rla 7,"!05 
tlba 1.,,,16 8UrM '·~ Chlaa 11, 25(? A,a.,ra1la .,, 
6a1a taa Ooa&e 7,,16 Uall 111 A Unt,4oa 2 , 000 

Polall4 1,819 Unloa of S.Atl'loa 5r; r reaeb In&e U&an4& 
Ohlaa l,S75 Sou,~ra Rh04aala ~'~ .r. r aanUna 1, l55 Tanpn1711ta 

Por'\l&a1 800 &. , .Afrtoa 169 
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... ,. 
.._,.., rntu!ua 

Ua p!rM' e) 

Oe...., )00 

l\alr • 

Japaa -

LedlDI 2roQI:I£! Of B!!ltel l! 1Uia 

I•• Ca1Moala 6,1)0 l rU\ab hpln 10, ,11, 

U. l!.l.ll. 2,000 o ..... 1.01,,,, ..... ., 1,505 l rlUih I .. la 1,110 

Oft eM 1,155 

• 
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TIM''•'" 

aeraaft)' 

lh17 

Japan 

l'r•••• Pr.,dlw 

2, 000 

Apparen' ooneuap\loa 
or Mpor!t 

(In •.trlo tone) 

L1ea&a1 irod~I!EI gt tu~1~1n 2£• &n 12lZ 
Cb lna 17,805 nr lUtb r.aplre 7,675 

Untte4 'Jtatu 3,175 l!rltltb In11.& 5. )00 

Pot'\v.glll 1, ,-s l.'a laJ !\btu 1 ,200 

l!ollYl& 1,1102 Auatrllllil 900 

Ar1entlna 702 qout~ern ~hodtt1a 275 

281 

-
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...... '" 

, ...• 
•l lOIJIJ 

Jftled AP1)1U"Ift IIII._U. 
Pntttl• tr ''Pir!• ~!17 

"' 25,000 

70,000 

(Ia ••'r1e 'on•) 

Ltlf1M pntann of ''I'M''' on la 1!17 

u. a. s .A. ) , 000, 000 Clllle 5,000 
Sradl 25),661 .. l.U'la ) ,000 
C'llba 1)1,299 8r1Uill EllplN 

z.lll.at 
11.01'010 1f·~i 5 .,, llrlUeb In.Ua 826,.,. 

50. Unlon of 
Goa"' Afrloa 6~1,1~ 

Valte& stat•• .. , ,ooo Gold Coa•' 5 5,1)8 

;:m:lae. ~.ooo 1)11,972 12, 206 ~' ll~llern 

Jetberlaa4 IJielu f•6o0 IUIOdiiU 2,)7, . , .... ,ooo Au,ralu 2,000 

hrk•J 5,200 
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,.. .• , 
,. bel\• 

o. .... , 
lta11 

lapaa 

(X. tho .. an4 ..,."1') 

4,)00 ~.ooo 

109 17,500 
, ,,14 :55,000 

J.ta42er pr14111r1 of Cncl! M!nl!M 1n 1911 

ISH IIIIa 
4/10/)t 

uat.te4 nat .. 
u. s . s .a. 
vaaaauala 

!I'll II 
Ha,herl aA4 S.at Ia41el 
Raaa1a 

Pen 
Pel aM 
Pl Uab Dlpll'• 

trlat4at 
•ut.e!l ladle 
.. t\ntllt hlan4 

CIA lid& 

283 
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Rt! tdiW 

Oei'IIUIJ 

IhlJ 

Ja-paa 

, .... , 
'""'''• 

) 

Ap,_,..t ........ 1 .. 
tr 1!1 1ztnt 11 ltU 

-
( Ia tboaeut bate•) 

1,500 

20 

21, ~.200 

t.ta1 'M ratl••• or oo!!w ln 1!11 

lhtUe4 S\ a t .. 18,= 
mu.. '· u.s·"·"· 3. '-a 
!INIU 2,2~ ,.,. 112 
!foloo ' 
ArcenUaa 281 
'hJ'ItiJ 15l 
Iraa 15 

l!elclu conco 1111 
11'1Uab laplH t:m 81'Ulals Indl.a 

l i1P' 2,212 
~Jtaada )111 
'IIJ'liUIIft Sudaa 

,,_ 

284 
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I"'EDEftAI. R&.SCRVE OA NK 

01' NEW YORK 

~ 8' ... ' 

Api'U .. 19)9 
oF'FICE C ORRES PONDENCE 

C~Sfll>dTUl. 71r.ga 
TO 

D AlT£. ____ _ 

SVB.JECT TEL!PBOI B COMTER..A'!l~ll-'ftl 
o. J. c ... roo 8A}h,O! 0! P'JWI~ 12 F 

l&r. loi!An ot tbe BAn .. ue dt Prllllct called a t U .. 

D>nd 1n~u1.rtd abou~ tbe aarlttt. I W oraed b1.:a ~t tbt 

c3rlte t wu .;.uiet witb aterlina ot 468 1/8 Ul4 ti'IUloa 

, 110t ed ~o t 264 lJ/ 16, wb1ob la tbe r ate r.t which .. can 

but r or hia1 out t hJ t no franca had LOt~7 beeo ottered 

1n t lw zt.rket. Be n 1d tbt PArb llll!r£e t wu nrt :.U 

"nd ttv t t he7 b<:d done noth1n ... t hia IIOI'nillCJ tbe tecl.iJIC 

1n gener~l waa a little be ttur than yeoterd67· Be aent1onod 

th~t hia or der t o but r r onca -•G dOod tor today cod Won~cy , 

~ad aa111 b e would c c.U WI a La1n on l&ondlly ~> t noon. Bowtnr 

1r :soc:Mt.bin& abould b:., ,en, be wo u.l.d l 11t• WI t o <:all the 

ll~ue de rr= o• eny tiae on Mt•nd• f on4 ~,,el>k rltb 111a 

or J&r. C&1'1&utl. 

DJC1DOC 
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Sft!IOTI.J 0<117!!l!'TUI, 

SUli.TJKl 'll 

!IIX B<II<IU.BI.:I 

SIR: 

tiiX SJ:CRJIT:&RY OY STAB, 

WASHDIGTOII, D.O. 

I ll.aYo tho hanw to repwt that about 3,600 tcma 

ot war aater1ala tor Oh1Da han now been ah1ppe4 trca 

He,naoon to Lallhio, aooordin& w a statement aa4a bJ' an 

ott1oar ot the s outhw .. t 'l'ranaportat1on CCIIIPIID7. 

Vreight ohargo.a oolleote4 b:r the BU1'1118 Hallw87• 

on war aator1al.e truaporte4 trca HQII800D w Laah1o 

4ur1n& tho aonth or MarOh •ounte4 t o H\lpaea 183,000 

(fM ,OOO at pr .. ut uohaJI&e ). 

'lU -~' b;r aotor truolt ot ~pliea troa 

Laah1o w Cll.atua, U aUa• aoro .. ~e Oh1noaa tronUar, 

&114 trca Cllotana onnrol, 1a 1n procre••· but rapre­

untaUn e ot Jaer1oan 1111Wr-Yeb1ole oonoerna who ra­

oantlJ' y1a1to4 Lallhio aD4 Chetens •••art ~at ~ob 

tU.. 1a bo1n& loet at both plaoea tbrOU8ll apparent 

laolt ot orgaA1sat1on an4 ooor41nlt1on. 

Roe4 Truaport J.rrenf!M.!lt•. 
'11M aaac-~ a•treawr mo 1a 4oUC aoat 

ot uae trueport wam trca Leeb1o to obetens now llU 

186 Ob..,.rolet trueltB 1n aarrtoe. s cae ot ~e 1>048• 

trueu rooo1n4 trca BOll& Jt0118 wUl probelllT be plaoe4 
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' 
Clll ~ tuJiio-Gile~uc Mdloa l17 t.ha 8oaUanat orra..-
por\&Ucm oc.p_,, 1'J'u.epor\ Clll'ftM 1'l'oa c~tcs u 

.. 14 \o lie l17 Do48• \ruka, U la reported t.het t.ha 

J'OM 1'l'oa LUhio W '!IIIIIWih wUl lie 41Tl4e4 into t.hrea 

or liiOJ'a aeaUoaa tar t.ha traeport ot nr aaterla le, 

IUI4er ~ llellet t.hat, in t.ha oaaa ot truoka, 1e .. 

wear Ul4 tear will nallU troa llhortar oontiaoua 

JO\U'Def8, aJI4 t.hat 4J'lTin6 attloianOJ wlll lie inoreue4 

t.hrol~Sk 4J'1Tera lleo-ug t..tliar wUh t.halr raepeoUn 

etratohaa ot ~4. 

'l'lla Soat.h .. at 'l'raaportaUOil C<*PallJ hu inoreaae4 

t.ha atoraa• oapaoitJ at LUhio to abwt &,000 to1111, bJ 

the araotlon ot llhe4a tor non-4csero~~a aoteriala . 

s toraae tao1l1t1ea tor 4angarolla materials wero prov14-

e4 b7 the 8llma Railw•r• aca.o Uma aao. 

Diraot Shlpaanta .nd Tranahlpeenta. 

The S1re4lllh ateaahip KUDIIBV.&l.L, trca GOthenb\U'g 

an4 llr'mahanaan, whioh arr1Te4 hera on waroh 27th; the 

Oaraan ate•ar WILDliiD'.ILS , tr<* 11-.b\IZ'K T1a Aaaterd• 

a4 ADtlrarp, whiah arr1Te4 on Aprll 14, .nd the GelDOD 

ataaaar CLADS RICDlii!S, trca Baabvg via .Antwerp, ciah 

arr1n4 on AprU 6th, all oarrle4 acae war a\lppllea tor 

China, 'llllt not Ml oargoea . Tile OLAIJS RICJDillRS • an 

rollh to s 1J18apore .nd wonUa, ha4 a tu.l.l oar so ot erma 

an4 ...uD1t1on, but onlJ 36S tone ot it was t or this 

part, \he ahlp leaTin8 hare wlt.h &,SOO tone on boar4· 

war •terlala tor China oontinlle t o reeah Rangoon 

Tla s i.llcapore D4 Colca'IIO, wllera t.heJ are UaDJih1pped. 

'l'lleae ahis-eata are relaUnl7 ..U, an4 tile llhipa 

oarrrin8 t.h- trta JIIU'Ope&n porta are llDwiUlng to 
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nu 
repor\ect \lla\ 1' hu -•c tcnm4 'hat tranaiU.PIMJI\ u.-

p~aea - be rectuoect aeuq 110 paroent by uatng 

Colcabo lnawect ot S1ngapore, and \bat ruturo Burop
01111 

and 11117 .Aaor1oan OODalsaash not routed direot to Ra.u­

soon will 'be tr811ahippa4 at Colcabo. 
Sc:ao 8uPpliea 

are a tlll reaoh1ng RangoQD by way ot trca HOD& .KOJ18 

Slnsaporo. 

DaaaD4 Slllp!!llt ot H1!!h !zJ?loa1n, 

llo turther ahipacta ot h~ exploaln han been 

JUdo troa Rmgoon t o Laahio, end Uao oona14orablo 

quantUy atlll atorad 1n tho R0J18oon R1Tor anerol 

m1lea below 'he port hoe beoc:ae a worry to the port 

autbor1t1oa, who are eager t o set rid ot 1t. They 

llaYo now not1t1ed \be s outhwest Tra.uaportot1on C001pon;r 

that unloee it ia shipped any Teasel orr1T1na with od­

ditionol supplies ot ezploaiTC may bo held end rerueod 

pormieaion to diaohorge. Tbe Chinoao interes ts haTe 

eto\ad that the principal need 1n China at present 1a 

tor aaohiDe-guna and -un1t1on, and \bet ant1- airoratt 

sune and 8111111WI1 Uon are alao wanted, end that priori 17 

1n ah1paanta 1e bolng g1Yall to auob auppllaa. Tho high 

oxploai't'e at1ll at thia port inoludea aome tetryl aa 

wall aa TilT. 

Secret SorTioo Man in Chareo. 

Tll.e nn loool aanage.r ot tho s outhwest Tranaporto­

U on Ca.p11J17 1a a Chineaa 11-..4 wons- PinS, who 1e aleo 

~ ~-- It 1a reliably atoted \bat he ia AMOWU a a C. P. o~. 

a ~or ot \he Chineao s~oret Sor...1oe. He o- here 

trom SlJI8apora, where he woe atationed tor aomo tiae. 
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....... , ... 

' '" 
,. ~ ... ttl, ............. o ••• Ollila, 

at vr n~ cthlal, 'llle lllu .-.to SlllpJore, 

U11 ,._ .., laW .. te Gel_., to leok attar v.­
,Mreu at wu •tatalll • 

.MelliUJI& to ll'ljA t• tna till ....... ~ "­

,_uuoa o.,....,., ,..,. an Mille '*- te ute& 
Yital peiatl oa till !'DPD•IIUIII Hd, ant •ld,paeU 

puaiAI - tM rod, -cailllt -1al. at\Uka, liT tile 

pi'OrtliGa ot aU-ainn1't llattlll'ill e4 -.Jt lllaltan. 

.. ... 

··••thlll' ,.. .... 

TlllW~IO 'IIIVA<IIT 
tt.tm:-.1 ~1 .. •)l .O ....., ........... ,~ 

. ' ,. 

• 
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Ba&oca, llllma, .q,ru 8, 1939. 

SUBllllT: AMZ1ou IIQWJo Vl&alta for OIWI&. 

'!B:S: BOHOIUBL:I 

S IR: 

'DIX SBORE.AliT 07 STJ.U, 

WASBIJII)TC., D. O, 

1 han t.lle hOBO!' w repor~ ~at .uaar1oBA aotor 

truolte tor Oh1.Da are arr1T1DC 1n Rencoao. rou.r bUII4re4 

Dodge Vuolt oha .. ie or1CiJlallY &hipped to HODS KOD& 

baTa boon dol1Tore4 bora, and 2111 ooa .. or J)Odgo truolt 

onaaaia and parts, wo1ah1na 7211 ~on a, wore dho!IAl'ged 

o t ~18 port b7 tho .Aaer1oan atoaah1p I'II CHlTA, wb1oh 

arr1 Ted lwre oa Karoh 17, 111!19. J.4d1 tiooal Dodge and 

lUII1)' Oooeral Kotora (aMC) truolt obe .. ie wlll reaob 

RD.ngOan trc:a ~e Ull1 te4 s htoa durin8 the pres GDt 

.on~. on ~e .-r1oBA ·~-r• PR.&SmENT I.IOIIROE 

(April 10~) , s 'l'fiL T!W>IIR ( .q,ril 14th ), and CI1'Y 07 

RATVILL:I (.q,rU 86~). 

!he truolta diaobar&od b7 the s . s . WICiiiTJ. and 

thoM tho~ will arrin ~is aon~ are inoludod i n the 

tlrat ~an4 purohaled 1n ~· united s tates under 

~· oro41 ~ au~ori&ed b;r ~· D;por~:lllport Banlt to 

the Ull1•oreal. ft'o4iJI& o~raUOD ot •n York CU7· 

n 18 ata~ ~at ~.,. are tor ~· 11.10 ot ~· scu~­
... ~ ~toUon Oaapan7 1n a ortna war aater1ala. 

It 18 alao ato~od ~at o aooond th~ ••r1oan 
ttuolta 

Regraded Unclassified



-a-

'neb Uft Hell JIU'eh'DIA, 1M. ~., l' h oU:plll.a, .. 

tlla' tllau are 'o 'M •• ,,_ o~lal vaupor' 

purpoooa, parUeular17 tn ~~tor OhllloH 

oxpar' pro4uou. U 4oao no' apJ)Ml' 'o M ;rei lmon 

wha~or ~· aoo0114 ~ouaand .AIIer1oan truolto wlll be 

dol1Torod a\ RUI&QOil or at llalpllona, Indoollllla, or 

whe\b.or del1nr1eo will be d1T1de4 baW.c \lie no 

porto. 

ac1oan Sl!l!pllora PrOTide s gorrto1on. 

RopreHil\aUno ot ~e Ollr7ol.er .llq)art Oorpora­

\1Cil, or Detroit , and ~e Oolleral lolo\ore OTerae .. 

o,.rauana, ot Nn York our, han arr1nd 1n Rangoon 

\o oupCT1oo \he work or ••••bllllg \lie Alllor1oen 

\ruolta purohaaed tor \lie Oh1neee oonrlllllont. 'Die 

Ollr1olor reproaen\aUTO 1a 11. J., Rll1ncillor, a eer­

T1oo engineer, and ~e Ooneral Hotora roproeentat1n 

1a 0. o. BQ88, wllo ••• toraerl,J w1 \II tllat organization 

lJl In41a. Jtt, Bhi:D•tllar ••• aooCIIIpOilied to R8Jl60CI1 

bJ 11. A. 'll'l& .. eu, an engheer ot \lie D14101l o1rta1on 

ot \he Ollr7alc Corporat101l, oliO ue now returned to 

In41a, a.a4 s . Kaloolaaon, produouon aaJu•sor tor \he 

OOnoral Kot,_• organ1aaUon at IIC*b&J, Illd1a, sd 

H. J.. uollaoonJ, an eqtneor traa \b. a General wotora 

pllln' a t BCDbOJ, oa.a here w1 \II wr . Bogs. 

The Dodge 'ruolta reoh1ppo4 to Rangoon tram Hong 

Jeong were puroha .. d •~ UIIO ago ~r0U811 Dodnll and 

C•pall7• a .. u-Jai.OWil BrU1all ti.Dl oparat1ne 1n Ch1llA 

1.114 BOll& KOII&, 1.114 haft boon brou8)lt \o n1a port bJ 

tlla' oa11oe:rn, wb1oh now llao an <dt1oa hare. J.e prert­

oualJ reported, \110 t1ret reo111paent ooneUted ot 80 
truolta 

Z.S l 
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iruka, u4 A1AM ~ir lln'lYal Olaia- Melwaioa a4 

euptll\era lr.an Mtll •-.bUac -.. u4 equ1pp1JI& tha 

with lieU•, lese~ ~ '-t. n 1a aa14 tha' all. ot 

the Uv.ella ~ca llOIIC ltaa an tar the 11M ot ~ south­

... , 'l'l'UaporbUOil Ocwpe•F· 

PrOJ!O•al io M-llle '' HaMo. 

918 ,_uoa ot .. ~11.11& Uv.w tar OIWla, and 

buU41A& 'b041ta tor tha, ai Luhlo, the hmillua ot 

the Blaftla BtUW~Ft 1Jl the •orth- She Sia~a, iAatoad 

ot 1Jl R-aOOD, hu liMn 11114er oonaideraUon tor •­

"·• b7 'lle OlliJloae iJlterNte oonoerntd, and r•enil)' 

11la'l'lloi1ana ware raoe1~ b7 the looal ott1oera ot the 

s outhwan tr1111aporiaU.oa 0(Wl)el11 rr- the head ottioee 

ot 11lai oanoel'll ill Bona 11:011& 'o prOTide tao1l1 ues tor 

on•b17 and bo47-lnlU41.11& ai tullio. .&.o0Gl'41JI.Sl:r, a 

iraot ot 'an aoroa ot led about halt •117 bttwellll the 

LUh1o raUwq auUon aDA tho ~1Uon 4\aiP, a 1/4 

aUaa 41atant, Ilea Men 1aaaa4 u4 oloara4, 11114 arranse­

M nia han ~ IUilt w1111 the BIUIU RaU• •:r• t o bu1l4 

reqllil'td aid~· BOIIeTer, the loeal otnoera are ot 

\be op1A1on Uld u.e work oan lie 4ane .oro a4nnil&t01la-

1:r ill Bus-, tll4 ille ropr-iaUTaa ot 1be .taer1oan 

oa.pan1• now ure acree nth 111•· JJ.lllllior1al a re­

quired, 1n t44U1on w 1bo bou4 ollaaeh, would han 

iO lie traaapowted iO I.Uhlo. A tlnal 4eo1S10n hU noi 

bota raeell.e4. '1'. L. sooq, Ja0114 ot t.a. SOiltlalt•i 

'l'renapOZ"UUoa Qa.pa:r, 1a apooie4 ill R.a&- '' • 

earl)' u\t, 
ae .,._ a.u..,-. un JU4e a rate ot 10 l'lqlt• 

(tU. to) tor the tranaporteUon ot an ue.Ulo4 ir1lolt 

!!:!!!! 

::.92 
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n. auc- '0 LUllio, a Ua'-a ot D61 ..u • • 'lila 

rda 111d114aa \ha 4r1Ter•a tare 1t ~ 1 • a .. r nr 1s act 

tl'<llll .R eJI&OCII.• 

BrUbh TnUen tor Tanlta, 

U h reported \hat lOO ot t he CllO ohaaah to be 

4el1nre4 here will lie tor operaUOD wUh UIIOred-tanlt 

t raUera \ha t will lie auppl1e4 b:r a Br1 Uah 00110ern 

\hat 1a rvn1ah1.D8 a1a1lar tra Uaro t o \he BrU1Jil 

Oonnment. 'Dla U'a ilara era aa14 w ba ot \he 4..o1111\­

·a b1e-wheel \Jpe ODW whloh \anltll Cell b o 4r1Tell wha 1\ 

1a 4811re4 t o t r anaport t.b• trcm p1aoo to pl ace by road, 

and t o be oap eb1a ot carr:r1ns t anka ot 15 t ona. 

'lha Dodge aqu1paant ah1ppa4 t o Ransoon on \ha s .s . 

WICHITA 1nolu4oa atake bodies 8114 oabe tor acne or \he 

truok ohaaab. It appears \hat oaba a11d bodies were 

ordered t or about 11 t 1t\h ot t ba 1500 ohaeah purohaaad. 

It 1a UD4eretoo4 hera \hat t.be Chr)'alor corpora­

tion will ~1117 at leut halt ot \ho eaoon4 \houao.nd 

ot - loan truoka purohuad t or \ha Ob1neao OOTanDDent . 

General Motor• v ay Bahbl1ab Plant. 

General Motor• uter aeta are asa1n g1T1ns conaidar­

a Uon t o tile quea\1011 ot aahbl1ah1ns an asa•bl:r plant 

tor oara an4 truoka 1n RansoOD (4eapat oh no. 124 or 

IIOTember 1'1, 19:38, IUI4 4eepatoh no. 129 or December 1, 

1938), ,_ B\ll'll8 JUrkat , wh1oh 1a rdot1nl:r -.all, 

1a now aupp11e4 by ablp&Ut• !rca tile aa-bl:r plant 

a\ Balla:r, J)l41a , but u \110Q81lt tllat war-ttme eel•• 
w Clh1Jia J1141b.t be hel ped b:r b.IIT1ns a pl ant hera, IUI4 

\hat aoutllwaataru Chlna ai&ht l a t er 4an 1op int o a 

urkat or ..... importance wb.1ob oollld be a4T&nt aaaoual:r 
auppl1e4 Regraded Unclassified



n,nlW baa lAP'*• ..U.O, Ulo ..._ ao--.at 1a 

....U .. UJI& UonU~UUCIIl O'fU' \U r .. t ~t 1t -

4er1no no n•'- :re-• .,_ Mtor nh1o1 .. u-­

'1o4 1n :billa 0114 illpol'to4 11lto Buaa, hoouo ot ~· 

r:reo-tra4o aczo•-• w1~ IJI41o wh1oll. , .. _ at'tNUTO 

OD oep.raUoa, t'or a par1o4 ot u 1o .. \ Croo ;rear•, 

ucl. a :readJuta&n paraU\iJI& Blmaa to 1"7 111;part 

c~.uu .. appavo 11ltol7. 'Bio Croe-J'oar par1o4 OD4o on 

Maroll 11, 1t60, 'lnl\ IIJil.aoo owpo tor obrosaUoo 0114 

roT1•1CIIl are \alton '•taro ~at tiao, ~e t'roe-tre4o 

asra-\ w111 oon\1nue 1n ott'eot, nbJeot t o tol'll1Da­

Uon Oil \Wo1n a011\ll.o • n.ot1oo. 

.,., 0, 1'11" 

Tnlt""'"" ~rulll 
""- .... '" •.:110 """"" ... --

800 
JJJ.;., 

aoopoottlll.lJ' :ro~~ro, 

;:94 
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- . 
lleoph1s , Tenn. 
Apr11 8, 1939 

FOR THE SECRETARY: 

The cotton sh i ppers, warehousemen and benkers in 

thi s city have nothing good to say about the Government 's cotton 

procr nn or about the pr oposed export subsidy. Althou&h most of 

them guess that cot ton ltould sell for five cents without' t l:ie 

procr am, t hey have no alternative. Only a few are willi~ to 

a~1t thot t hey prefer five cent cotton to t he program. As to t he 

carryover, most of t hem ~rould like to see 1t worked off gradUAlly 

as the trade r equires it in the same way t hat it tras sold in 

1935 ; without oome Gover nment sales they foresee a cotton famine 

befor e the end of t he crop year. They dislike any subs!dy plan 

w:11ch would dump all the cotton at once. 

The i mpression t he Hemphis people ~<ould ll!<e to leave 

1s t hat busi ne ss (lfh ich is good) would be very bae. 1f i ndustries 

were not movillb into Hemphis and build1ne new plents, such a s 

:~e $5 o i lli on dollar Firestone plant and a new Continental 

Can plant . 'l'!tese i ndustrial expnnsions are e;..-plained locally 

on the basis of a cheaper l abor supply and good transportat1~n . 

Cotton, cottonseed , textiles and lunber ~re very dead, t hey 

ins i s t. 

The l ocal example of business ' ability to go ahead 

i n spite of uncert a i nty 1s a local Ford dealer who sold more 

cars i n !-larch t han any Ford dealer anywher e i n the country· 

He netted $14,000 i n the month through hard, dr1v1ng salesoan-

- - - -

-
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Kensinger llotor Cot!!Pany -- Hr. Kensinc-er has moat of 

the to~m tlll'king about h1.rn because he sold 301 new Fords in 

r~rch to lead all Ford dea l ers in the country. He told oe that 

he hnd also oold 36? used c nrs during the same oont h and t hat 

he hrd not ted $14, 000 for t he month. He does not t hin!• business 

·enerP.lly in llemphis 1s esp~c1P.lly ~r,ood and ascribes his record 
a 

to/hnr d drivin& sales caopaign 1~hich Gives the custo!'lers a rood 

?rice but -- he adnits -- not~ cood a p rice as the custooers 

t hin:: . He told me ,· for instance, of n snle closed on t he basis 

of a trade-in value for a used cnr .or $440 and tl!en, by one 

ruse or !>.nother, the salesnan l(orlted the trnde-1n value do•:n 

to J4l0 . He has three meetincs of h1e salesmen er ch day 

(the l nA t one at 9 o 'eloolc at n1£jht ) and has t auc;ht them t o 

learn to trade c11.~s rather than to tal': about t heir oechnnicnl 

features . He says he believes tha t h1o coopnny ' s sellinG 

:C.!•ivP r.h1ch bPgan i n Deeenber is na!:in(." t he to~·-n ;;enerp_lly 

buyin~ conscious. He was one of t he most interesting persona 

I cot on the trip . 

C. w. Butler Cotton Brol:erace ConnanY -- Hr. Butler 

is an old cotton brol:er ~.·ho ltno11s a grcGt many people in 

t h is r eg i on, but who has had h1S troubles with the Government 

cotton prorrram. He says the compress and warehouse people ar e 

.,r.'"ing money on Government loan cotton, that the cottonseed 

oil oills have been hurt by substitutes and t hat the textile 

~ills are not currently oak1ng much money. Tne soil conserva­

tion ::>rosr :1rn he praises very highlY for 1mprov1.ng the quality 

of the force locallY, but he points out t tree by-p~oducts: 
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(l) due t o incr ea sed fer til i ty f armers are raisi ng al most as 

much cott on on hal f thei r land as they formerly r a i sed on all 

of it, (2) local planters are l earning to r a i se alfalfa and 

cattl e on t he r etired portion of t heir land and will eventually 

cocpete with northern farmer~ and (3) t he bi~ plantors are 

cettlne large benefit checks ran(!i ng u:;> to $30,000, w~ereas 

tho sht>.recroppera are beinB let out eo t hat the program helps 

the ~trone p eople. F!'.r mere t his year at•e tna-'<ine money on 

t ileir cnttl e, which they bought at s i x cento and ~ have 

been selli ng a t ten and a half cents. One large local 

olnnter sold $22, 000 ~~rth of alfalfa oeal l not year in 

addition to gettinG a soil conser vat i on chec!~ of $10,000. 

l·lr . Butler waa very i nsistent t hnt t he cotton 

loan and proposed cotton subsidy pr ogr am is unsound. He 

tlli nl:s thl\t wi t h a free oarket the United States could re­

Gain i ta world outlets and gredu~lly work of f its carryover 

~dt~out any t rouble. He is very bitter over t he loss of 

!orel~;n mar:tet s and points out thl\t one local shi pper has 

sent only 400 bal es of cotton t o Liver pool t his yee.r ar ai ns t 

20, 000 bales in 1937, which wne a bad year . Liverpool ls 

t ~'; lng only 600, 000 bl\les of Anerican cotton against a noroal 

conou~ption of 1, 000,000 bales, he says. He is very per-

?lexed over Secr etary Wallace's refusal to listen to the 

cotton trade . 
Firs t Nat i onal Bank -- J(r. Turner, executive 

vice president, lays a great deal of stress on t he poor 
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cot t on situation compared with the good industrial situation . 

Wi t hout t he industrial expansion of t he Firestone and Cont i nental 

Cnn companies , Memphis would be ver y badly ott, he says . 

!n t he cotton t r ade, only the warehouse people are making money 
f"O!"'- .....&u...~, 

and t hey are unoel't a in over t he tuture, ~ t he r'ederal 

Compress Company has spent $300, 000 buildin~ new sheds to 

ato1•e 1933 CCC cotton, t hereby us i ng up all their pr ofit s on 

sheds which may be of use for only a snort time. He bel i eves 

t r.e Gover nment "should l et cotton alone •, admit ting t hat it 

Jl~ht go to five cents. He says he believes it will have to 

s o there sometime anyway to set r i d of t he surplus. He pre­

dicts tha t cot t onseed wi ll go to $15 n ton against t he $25 

at present , there~ hurting 

usual l y ar e given seed . 
• 

t he local sharecroppers who 

Local business is good and war i e no f actor i n 

business planni ng, he says . Consi dereblo home building is 

go1~ on , but hi s bank has not been inter es t ed in FHA conctl'Uc­

t1on loans . Hi s banl• is not much i nterested in Gover nment 

bonds of which t hey have only $6, 200,000 oompar ed wi t h t otal 

depos i t s of over $43, 500,000 . He very ~uch beli eves t hat t he 

Conptroll er ' s Offi ce should be continued. 

National Bo.nk of Co:nnerce - - 1-lr. Willi am R, Kl :Jg, 

prosldent of t h e bank, is also pr esident of t he Will iam ~. 

h 18 the largest whol esal e dry 
l·!oor e Dry Goods Company, whi c 

H P i nts a ver y gloomy 
eoods company in t h i s seotion. e a 

picture of retail busi ness outsi de of !lemphU. Sales , he 
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says, are about equal to those ot l ast year, whi ch were poor . 

The spurt in t he last quart er ot 1938 'dropped like a shot• 

299 

after J anuary 10 tor some reason h e Cllnnot explain. The business 

s1t ulltion would be much worse without t he AAA cotton subsidy 

checks which he admi·ts aro the only t hing to s t> ve t he pitullt1on 

1n many localities . However, he s ays he would rather try to 

do t~1thout them 1f by s o doing Government spendi ng could be 

stopped . Busi ness would be hurt, but people f ear that they will 

be hurt some time anyway and the spendi ng must stop or taxes 

~ust i ncrea se. Not knowing wha t t he out come or t his si tuation 

would be, business men do not want to mA!:e commitments in 

advance, in J.lr. King ' s opi nion. Dry goods s t or es, for instance, 

~re keeping only one month ' s sales ahead in t heir inventories. 

This bonk, unlike t he Fi rst National, is trying 

to r.IP.:;e FHA loans . Hr. King says that banks 1 in this country 

Arc not much for bonds.• They l i ke to ·keep t o short oaturities 

or to buy State and l ocnl bonds which yield 7 or a per cent . 

!:c seemed interest ed in trying to find out f r om me "·he.t atti­

t ude llew York banks are t aking 4 n l ong-ter m Treasury bonds. 

H1• . !looney, vice pre si dent, criticized t he Federal Deposit 

Insura.nce Corpora tion, eayi ng it ie unsound and its r ates =e 

too hi gh even though he admit s t hat baruter s are t hankful it has 

1n existence duri ng t h is period of nervousness. 

ESD 
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TREASURY DEPARTMENT 
, 
'I.. -

INTER O FI"'C£ COMMUNICATION 

DAn .lprll S, 1939. 

TO Secretary Korgenthau 

l'ltOM llr. 'llhi t e 

SubJect: Mexican exports or oi l. 

1. 
are f or 
eJtPorts 

The latest data available on Mexi can exports or oil 
July 193S. The appended table gives t he monthly 
to vari ous c ountriPs of oil from Wexloo. 

(The Department or Commerce pr omi sed t o ge t later 
f i gures fro~ t heir consular a gent in Mexico and we have 
telephoned them several times but they eay they have not ye t 
received a reply t o t he ir cabled reques t . I n r e suonse t o 
our sur prise at t he delay, the answer wa s t hnt llr~ Locket t 
i s a "peculiar f ell ow in answering cabl ed r equests".) 

2 . The figures availabl e show only t ha t Mexican exports 
of oil dropped sharply after expr opria tion measures had been 
taken. 

The figure s or t otal Mexi can expor ts or oil ! or 
the mon t hs April t o J uly, l93S -- t he fir st f our months after 
expropriati on -- amount ed to $3. 6 milli on, as compared with 
Appr oximately $16 mi l lion f or a compar able peri od ln 1937. 

Exports to Germany during those f our month s were 
about $6oO,OOO, in contras t with $lt mi l l i on ln the same 
months or 1937· The exports to Italy and Japan were not 
i mportant enough t o be l isted separa tely in t he compilati ons. 

Exports t o t he United States during tha t four-month 
period wer e about $)00, 000, as compared wi th $Jt mil l i on t or 
t he same mont h s i n 1937· 

The arrangements which 1nvol ve barter dealings 
Germany t ook nlace af ter Jul y 19JS and t herefore do not 
appear in t he- f i gures we now have avai l able . 

Attachment 

1<1 t h 
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lluioo - :bporh of Potrolna &114 Proallo\o \o Prlaolpal Coutrloo, 
Moa\bl.7, Jutoar7 1937 \o Da\o 

(Talu. 1D \boll..Uo of tollaro) 

!oial Go nuT 
I tianot Oroo\ :Wo\berl&ll4ot JJ.1 O\ber 
I Bio\oo Jrl\ola :Woo\ I..Uoo: 

!ill 
Ju. 5.4115 ))Is 1, 199 1, 210 1,163 1,7~ 

leb, 2, 91!2 208 56\ 1!17 957 1136 
liar, s,o61t 350 1,1.11 1,11211 SIS 1,211 

.Apr. 3,736 112 991 1135 1,~ S05 

~ 4,1194 lt71 1,051 1,262 1, 171 939 
J\I.M 1,96o l!ol 1137 122 161 1132 

Jv.l7 5,0711 567 569 1,1151 1,273 1,211 ... 2,791 151! 756 696 1195 6s5 

Sept. 2,1!21 251 22S 7olt 9llo 691 

Oct. 2,557 99 531 :no 972 51!6 

JOY, 3,1152 141 32S 1,551 970 s62 

~c. 3,1172 224 66s 1,342 1!79 759 

!2.l! 
J .... 2, 1135 137 75 1172 761! 91!3 

lob, 3.375 110 31lt no 1,022 1,129 

l!ar. 1, 700 23 127 6411 610 291 

.Apr, 3o6 n 10 67 156 

llo7 1,o:n 279 Its 510 199 

JUM 1,024 151 175 Jl!ll - 3111 

Jlll7 9S 111 51!2 - 527 
1, 317 
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TRIPLlCAT.lli 

NO, lal 

·-·-....... u 8 , lta 

S'lJIIOJLI O!lllJDi!'EI!L 

8UB.1liOTI 

'l'BB HOMOIUBL.I 

SIR I 

T!m SECRJifARY OW 9~.11 

WASHDIGTOB, D.C. 

I llaft ~ honor \0 report \ha t o Cb1n- 11.-4 

O. Ohm, who snyo that he ill a Yale ~aduata, arri.-4 

hero \hia yeak trom s in(lopore to roprceeut the ll'ooeh1n8 

Trod1ns Corporot1on of New l'orlt City, wh1oh, he u­

p ldno, h O'Poratill(S 1n oOIIUOotlon with \he S1no­

AIIIer1oan Ullivoreal Trodill(S Corporation, also ot 11• 

YOl'k City. He oalled a t \he CODeulot e on AprU •tta, 
ODd lett w1 th - the tollowill(S oopy ot a ooblegna 

whiah llo eaid he ho4 Juet r ooel.-4 trom K. p , Chc, 

ot tho un1TOrea1 Trad iDS CorporoUOD. 

"Bow aboUt tirot ehip~ont truolte to s outh­
woetG'Il CcapeDT• S\OP• JI.NP ~.~a poeted re un­
loading a .. dablinG eto ot \hie ahiptent. s top. 
Ooutaot wi\h .-.rioo.n CODINl 1ntorm.1Da hill about 
rour DIJ.ea1on. s top . XNP hbl pooted abOilt our 
general worJa, s \Op. s end report t o Teau. IIJI4 
Buolt Cllun6k1Dg oon.oern1n8 daliftrY of truolt• \0 
s outh-wee tam OQIIIPO.ll7. s top. llaa _ Ollenod Lot tor 
of credit 1n JOIU' fa"nlld' tor u . s . poo.oo, 1i0 
to• ~ cqmaN. laop. Oen • oouUnue 
ab.ip U'UOlta to a..socm 1n Yin ar roW .. -. 
Tel ogropb repl.T. • 

sht••a'• ~ 'l!'!' oU . 
JO', Chan told .. \hat he lled f oDtarl.T bee with 

Uae r ar oisD Trade c~aaion of Oll1Da an4 its a1'fill­

Ued oonoom, the i'll Hl.la Trii41D8 CogpOUT, an4 abO 

w1\h -

.0? 
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wlO tM ~ 'fnftl M8MlaU.-. .. eaU ••' lla 

IUI4 pft'f'loul7 ~ wUil IU', Jt, 1'. 011& in CIWia, 

u4 ~' tbe laUer hod aali:e4 ll1.1a \ o - w llaDs­

\o loak a1'ter lllportoUana rram tho unl \e4 Shiea tor 

China, aJld export abl:~~Bant. or t\1118 oil and otber Olll­

neae products \o tbe united St otee. He deaorlbod \he 

oredi t authorized by tho Bxport-D:Iport Dank u a re­

~1Tin6 tlmd to be diaburaod as neecled, vUb repq­

IUII.t. onr a plll'ioc1 or tin yoaro trou tho prooecda or 

au• ot Chinese exporu. 

Ur. Chen said lle '11114eratood t hat an effort woull. 

bo aade \ o ahip to tbe Ull1te4 S t otoa d\U'l.o4 tbe tin\ 

JBII'I ::10,000 tone or t\1118 oil, 8114 to incraaao tbe 

,;QJ 

llmOI.Ult each auoooeding year durinS tho t in-year period. 

Ho uoo aaid tlln t it was atipulatod in tho oredi t 

egre-t that the aooOD4 tllouoand Anorioan trualca 

purobaood tor Oblna .shoul.4 bo doToted t o oaamer oilll. 

ahipaonto , partioul.arl.)' export ahipaonh. 

Rollins s toolt J'l'Q:1 DJibOut!. 

'ilith rotorenoo to tho rronoh r ollwoy tr<lm tbe 

pert ot Hoipb.on6 t o 1\IIUlontu, Ur. Chen usorted tbd 

the JlalUIIlS Oilt expected t o set aoae 11441 Uonal roll~ 

stoolc tor the line traa the OJibouU-AAia .Ababa rail­

road , wbiob ie liltOWi"o or motor so~o. He oatilll.ated 

tho rroisht awa UlDS ebi:pment at Uo lphoDS at 60,000 

tona, a1111 plaood. tho pr•ct oo.peo1 tJ or the liJle at 

6,000 ~e 0 nonth (rotoronoo deap otoh no. 162 ot u erob 

l H. 0
--•eed tho opinion that the oapaoi t1 M, 19:59 • _,__ 

ot tM Ra111fll1 coul.d b e doubled. 

llr· Chill hAD taken ottloo apace 1n \he qulll'tera 

ooroie4 

• 
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..... w \J o e soc• •• ~--•uoe o·~..., ·-OWl• 

PH et •gmy t 5 ou . 

xa eon .,,loa w1Q poea1\lo abi,..a'• ot Ch'msss 

l\111& oU tm-CIIIIP Raase-, U 1s n•bor1\a UTe17 a'a\54 

• at •• BWIIIA Ra1~•JS were reoaaU)- ull:ed l17 Chin•• 

inter• ts U .,_. oU 4e11nra4 at Laahio o01114 be 

traAspor \114 1n petroleua tllllll: oara, IIJI4 1t no\, 1t ~· 

B\11'1&7 Ra1lwqs would buUd apaoial t a nk 0111'8 tor •• 

tWI&s OU uat~1o . ~ Chi.Doaa int aro•ta ware \1114 b7 

•• rallwq .aD86_ , Q a' pot r olouz:t tiUID ooQl.d uo' 

be usod t or \1m& oll, Ul4 •a\ 1n T1ow or t ho posaibla 

t•por • lT uture ot tile tratne , sp ao icll cera would be 

bu1U onl:r 11114or a tiluulo1al guaran\ee. It wns DU660Pts 

74 by ~~ aal\116•011t u a pruUoablo •thod ot b.!ln4s 

111141 \ 1111&•011 shi~\s OTV roed• and ro1lwn7 thet 

1teel. drla.l or tonka t o tU ao\o~truolt bodi os, and 

whiab oould be l ittod tram Ulo t rucalta 1111d plaood 011 

r a1lrood oara a \ x.aabio, be oonatzouot 74 b7 \bo Chin•••· 

U 1o said \ha\ \his ae\bod 1a bltna oonatdered. 

·~ !II C • 
.AUs tin o • nrndy 
.-r 1oWl OOIIIIul 
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TREASURY DEPARTMENT 

INTER OFI'ICE COMMUNICATION 

DAn .lprll 8, 1939 

The Secretary 

,.,.oM Miss Lonlganc ( . 

The total number of WP.l workers on April 1 , 1939 

18 2 , 976, lllo. 

The decrease from ~reb 25 to .lpr11 1 wae 31,071 

worker•. 
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WORKS PP.OGRESS ADYINISTRATION 
Number ot Workers EID1)loyed - l'eekly 

United Stat•s 

·.•eek ending 
1'PIS 

Number ot Workers 
( In thousan1 ~) 

June l.j. 

June 11 
June 18 
J une 25 
July 2 
July i6 J uly 
Jul y 23 
J uly 30 
August 

, 
";) 

Aueu11 t 13 
AU""U"t 20 
Aupu~t 27 
Sc• t e;nber 3 
Seotccober 10 
Se,tembPr 1

2
7 

Sept e; .. ber 4 
October l 
Oct ober S 
Oct o'be •· 15 
OctobE' r 22 . 
o~ tober 29 

:lovemher 5 
;;.,vembor 12 
~l.,vembe-r 1 q 
l'ovember 21> 
De~em'ber 3 
December 10 
December 17 
i)cc!'JLber 24 
December 31 

1°39 
J anuory 
J11 nu• ry 
January 
Ja nuary 

i4 
21 
28 

Februa ry 
Februa ry 
Febru8"Y 
February 

!larch 4 
!larch 11 
!.larch 1S 
!Jarch 25 
April 1 
Source: 

!I 

l.j. 
11 
18 
25 

Works Progress Adm1n1str•t1on. 
c ont1dent1a1. 

2,69'3 
2,712 
2, 736 
2, 767 
2, 807 
2 , g~; 
2, g99 
2, 9)S 
2,967 

2 , 993 
3,017 
z.o~9 
) , 0o7 

3, 0S6 
3,102 
3,114 
:; ,120 
3,129 
3.1637 
3,1 7 
3, 201 
~ 245 . , 
3, 263 
3 , 2~S 
3, 2 4 
' , 216 
3, 185 
3,139 
3, 0S3 
3, 021 
2, 986 

2, 967 
2, 927 
2, 89S 
2, 80 
2, 966 
2, 964 
3, 010 
3, 043 
3,034 
}, 009 
3, 012 
3, 007 
2, 976 1}/ 
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WORKS PROGRES 
Number ot 1forker=· ~WfNISTRATION 

Unit d mp oyed - Monthly 
e States 

1936 Number or workers 
(In thousands) Januar7 

February 2, 926 
Maroh 3, 036 

2, 872 
April 
May 2 , 5~ 
June 2,3 

2,256 
July 
August 

2, 249 

September 2,an 
2, 82 

Oct ober 
November 2,~81 

Decembe r 
2, S3 

1937 
2,192 

January 
Februa ry 

2,1as 

lola rch 
2,1 6 
2,115 

April 2,0?0 
May 
June 

1, 999 
1, g21 

July 
Augus t 

1,469 

September 
1, go 
1, 451 

October 
November 

1,476 

December 
1, 520 
1, 629 

193g 
Ja.nuar:y 1, 901 
February 2, 075 
llarch 2, 395 

April 2, 5S2 
!Jay 2, 67S 
June 2, 767 

July 2, 967 
August 

},067 

Sept ember 
3,120 

October 3,24g 
November 

3,21 

December 
2, 986 

1939 
January 

2,S83 

February 
3, 043 

!Jaroh 
}, 007 !I 

Souroe: works Progress Admi nistra tion 
a/ Confidential · 

ldontb!'y figures are weekly figures tor the 
latest week ot the month. 

They incluae cert1fieQ arid non- oert1fied workers. 
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TREASURY DEPARTMENT 

INTER OP'FICR: C0114 tr.I UHIC.AT ION 

o • . ,.. 

April S, 1939. 

TO SECRETARY II.ORGENTHAU 

••ow W. R. JOHNSON: 

In co~liance with your inotruct lona o! 4&rcb 24 , 1939, I 
l~ddiately i nst i tuted an inveatlgntlon t o nocortain--

(1) ~bother oil Is bein; e~led into re>aa froa Uex!co . 
and 

(2) The oources o~ ruoors th.~t such s~l!Qg !a ccourrlng. 

An lntensi?e Investigation perticl~a ted !o by tte CUstoms 
~ency Sorvic e. the Custocs Dorder P:1t.rol , o.nc\ the Coaat Gu.&rd 
heo failed to develop any baa is wha taoevor for the •~<:lin;: 
rumo re. The i nvestigation cove red the bor~er n~d coastline f rom 
Loa An5eleo, Calif. t o Uoblle , Ala . 

The only hado f or nn.v rumor with roapec t to smu.,..,led o il 

UDCOVdrOd by the invest1'5&t1 :~t o!fieera MO tal~ ))y one H.~rol d 
John Uc.Ardl& , alias Jack Ke:Lrney , who atated t.h-..t. a o.ermac 1:1 
Uaxico City named Gutchrit controls corrupt Uexicnn o!f l c!nls 
who are e teali~ and bootleg~!n3 oil. V.eArdle also stated that 
he had heard thAt such oil hnd been oou-·led into the U~ited 
StHtea by ne&.ns of bar~e2 toJ:ed into eoutbern portl!l ·oy tugs 
ttfl1ch aMe off - :J.ho re con tee ts with t.:ulkere fr~g :O:exico . 

UcA.rd!.e: 1:-J\s a bad re:?u~at1on for verac1t;r lmt~ is co• under 
o.rreat ror a=u:to:-ling jelf'elry in-:.o the Un!tod Stt.tea !'r-on :.!exi:o . 
ho~ever , wear; contin~ng the in~ul~· t? eee whe t c~~ be learned 
about lutehr1 t o.nc\ ,.h,.tner any other l•IUI• cll!l be disco,;e red . 

America.n oil inter ests have colll!'ln!ned about i o:po rtatl nno 
o! Uexican oil a t Houston. Texas. by the £atte~n Sta t es Petrol~ 
Cor.roaey Md at New Orleans . l ouiaiann . by one .• . R. 1><\vh . Tt,e 
1nm0rte at Houston are proces sed fo:- export , and those a t rlew 
Or i enne n r e otored i n bond and exported. These transaction• a~e 
hnndled i n accordance with the cue tooo law a • but tho:; ~.ay be t 8 

bnoio for tho omugeli ng rumo~• · 

• 
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