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EMBASSY OF T HE 

UNITED STAT ES OF AMERICA 

Paris, Aueust 23 , 1938. 

The Honor able Henry Uorgenthau, Junior , 
Secretary of t he Treasury, 

Hotel de le Poste, 
Rouen . 

l':y dear l!.r. Secretary: 

In order that you may have some record or the 
recent conversations in France, I have pleasure in 
attaching hereto various draft memoranda which I 
have drawn up. These cover t he talk which you and 
I had with Covernor Fournier, t wo visits which I 
had with the Governor after your departure from 
Paris , end various talks by telephone, as well as financial 
and market developments . ,'lith in the immediate future 
I shal l address a letter to you in Washington com-
pleting this series which only goes through August 21. 

~th~t~ul~l~~~~~~ 
B. Carle ochran 

F. rst Secretary, of Embassy. 

!ll1C/ams 
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AdRICAN BI.IBABSY 

PARI.S 

July 26, 1938. 

At the Embaeey dinner last night Secretary 

t:orgenthau told me that he would like to have a t alk 

wi th Governor Fourni er of the Bank of France, so the 

three of us withdrew to a qui et room and had t he 

f ollowing discussion. 

The Secretary asked Governor Fournier what 

important maturities the French Treasury had t o race 

between now and the end of the calendar year. Fou.rnier 

recalled that there was an amount of one year 193? 

~ Treasury bonds to mature on August 5 to a total of 

2 billi on 2?8 mill i on francs, but of this 1 billi on 

650 million have been converted i nto new 3% bonds, 

thus l eaving around 625 million to pay off on August 5. 

He said t here was a second maturity in December or five 

year 1943 bonds, I have checked up this item this 

mor ning and find that it will amount to approximately 

1 billion 600 million francs . (Fournier did not mention 

that a heavy maturity comes on January 5, 1939, of five, 

ten and fifteen year bonds . ) 

The Secretary asked Fournier how the above maturities 

would be met. The Governor replied that a 3 l/2~ National 

Defenae Loan was now being subscribed to. Be i ndi cated, 

howe't'er . 

1 
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howeTer, t hat the tunds t or these maturities would 

likely come from the balance now being built up with 

the Bank or France by the Caisse des DepOts et 

Consignations as a result or the recent increases i.n 

deposits in savings banks which, in turn, are held 

with this Caisse . 

The Governor reminded us that approximately 16 

billion francs of capital had been repatriated into 

France in ~ay following the latest currency devaluation. 

He said much of this money had gone into three months 

Treasury bills . These will mature importantl y in 

August, which will consequently be a critical month. 

For this reason the authority was rushed through to 

give the Bank or France permi ss ion to operate on the 

open-market. The aim will be to have conditions such 

as to encourage the renewal ot subscri ption.s to these 

three months bills as they mature. 

·;;bi le the Governor thought that t he situation 

ot t he Treasury might be sufficiently easy to give no 

necessit y for borrowing from the Bank or France before 

November, this obviously depends upon certain conditions. 

That is, there must be sufficient faith in the Government 

and in the currency tor savings deposits to continue to 

increase . Heavy withdrawals ot funds from the savings 

banks would immediately cut down the amounts available 

to the Cai sse des DepOts et Consignations for invest­

ment in Government paper, and would involve cashing 

this as it tell due. Furthermore, the extent to which 

Treasury • • 
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Treasury bills and tlational. Det'enee bonds are renewed 

likewise depends upon the general. faith in the economic, 

monetary and political. situation. 

The question was not posed as to bow much fresh 

money the Government would need between now and the end 

of the year. I should interpose, therefore, the follow­

ing remarks . While increased taxes are now beginning 

to produce higher returns and estimates ror recent 

months have actual.ly been exceeded, the disbursements 

or the Govern.me.nt will from now until the end of the 

calendar year be around 20 billion francs in excess or 

normal receipts. 

The Secretary told Governor Fournier in strictest 

confidence that he bad an idee wbioh he wen"ea the 

Governor to think over the next few days end then discuss 

1t subsequently with rue it' he thought it might· contain 

some useful. elements as a basis for future consideration 

in monetary plene. Be asked that Fournier discuss this 

with no one else, end not let it be known that the idea 

bad come from the Secretary . It was recalled that the 

Secretary of the Treasury permits private banks to 

negotiate golo imports into the United states but t hat 

only the United states Stabilization Fund exports gold 

from the United States. The Secretary poi nted out that 

he has the authority to limit imports also to those 

opnduoted by the Stabilization Fu.nd, but bad so far 

r ound no real. excuse for establishing such restrictions 

on inward gold movements. 

He • • • 

7 . 
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He asked Fournier ir the latter t hought s peculation 

on the French rranc could be checked 1r the Prench 

authorities limited the selling ot gold and toreign 

exchange, to holders ot trance, t o t he Bank ot France 

i t eelt , acting tor the French Control. Governor 

Fournier's reply was that this would mean setting up 

a complete exchange control in France. He said t hat 

it a rule was establi shed which required every one in 

France desir ous ot toreign exchange coming to hi s Bank, 

certain private banks in Prance would undoubtedly 

establish transactions with pr ivate banks in other 

countries with a view t o procuring the toreign currencies 

desired. He recalled that when the Chautemps Government 

tell i n January 1938, he, as Governor ot the Bank, 

establ ished, in the absence ot a Government, a control 

along the above-mentioned linea which r equired all 

pur chasers ot toreign exchange to have their request s 

submitted to his Bank. For seven days this system 

worked successtully, but on the eighth two tranc markets 

had developed, one in Paris and one in London, with a 

di sparity ot about 1.5 pointe between the two markets. 

This had come trom dealings between private arbitrageurs. 

Attar discussing the settlement ot net international 

balances by movements ot gold between national monetery 

authori ties, the Secretary asked Fournier it the latter 

thought that private bankers in Prance would have the 

courage t o operate with private banks in England or 

America directly, and not through the control, ir they 

had • • Regraded Uclassified
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had no assurance that their ultimate balances would 

be settled in gold. Fournier admitted that French 

private bankers would probably not take this ohanoe 

it they could not have the aasurenoe ot t1nal settle­

ment on a gold basis. Secretary ~orgenthau wee conrident 

that American ba.nkers would not take such e. chenoa . 

Fournier said that he had always been e. liberal, but 

th.e.t his experiences with speculators since he came 

to bead the Bank ot France have been such as to oauee 

him to have no more reeling ot tenderness or sympathy 

tor currency s peculators then has the s ecre tary. Conse­

quently, it any means could be devised to obstruct 

currency speculation, this would please Fournier very 

much. His impression was that such e. scheme as the 

Secretary had suggested would not have e. chance ot 

success unless the complete cooperation ot other 

monetary authorities was sought end obtained, in 

order that French holders ot trance desirous ot 

dollar s, tor instance, could not evade the control 

method by operating through Belgium, the Nether lands, 

et cetera. The Secretary said this was just the puint 

he was getting at, that is , ot considering the etticaoy 

ot e. general arrangement between monetary authorities 

to limit both in and out gold movements to the centr4l 

authorities. Governor Fournier promised to give this 

quest i on hie ce.retul individual consideration and to 

talk to me attar the Secretary's departure it he has 

any observations to make in the premises. 

The . . . 

• 
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The seoretary, i nquired ot Governor Fournier as t o 

bow private business was raising tunde on the French 

market . The Governor replied that this wee practically 

impossible since the Government wee absorbing all ot 

the money available. When the Secretary insisted that 

the private industries must do some sort ot borrowing, 

Fournier stressed the small extent t o which i ssues ot 

private concerns had been floated on the Paris market 

and explained that even operating cash was ditticult 

to obtain trom the financial institutions because ot 

the shrinkage ot tranc deposits and general tightness 

ot the money market. The Credit National was accom­

modating certain borrowers , but the i nterest rate ot 

7.15 was quite high and thi s institution is l imited 

to making comparatively small loans. 

The Governor s tated that 1t was highly important 

t hat the French money marke t should be eased . This had 

been accomplished temporari ly to a certain extent by 

the repatriation ot 16 billion trance in May, 1938. 

Unfortunately, however, this repatriat i on has not 

continued. The other method ot giving an easier money 

situati on is that ot the centr al Bank making tunde 

avai .lable to the market . The Governor remarked, how­

ever , that trom 1V35 through 1937 the amount ot advances 

trom the Bank ot France to the French Treasury, which 

tunds eventuall y came onto the Market, have appr oxi­

mately equalled the amount ot gold lost by the Bank ot 

France duri ng the eame per iod. Thi s showed the futility 

ot the 

7 
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ot the Bank providing funds tor the GOvernment and the 

market so long as the currency is so unstable and the 

confidence in the finances ot the Government so weak 

that those people who obtain the newly created francs 

convert them shortly into gold or foreign exchange. 

The Secretary referred to the recent rumors in 

regard to negotiations between the British end ourselves 

with respect to fixing a rete between the dollar and 

sterling at 4.66. He said that this was purely a 

rumor, just as t here was nothing to the gossip in 

Mar ch 1937 about lowering the price or gold, and in 

May, 1938, about raising the pries or gold in the 

United States . Fournier reminded the Secretary that 

the question or lowering the price or gold in 1937 

really went beyond the rumor stage. He recalled that 

the Bank or England had actually taken notice or this 

question and that be had been questioned on this point 

by GOvernor Norman or t he Bank or England at Basel. 

I told the s ecretary later that I would check up in 

my B.I .S . cablegr ams about this interview. The Secretary 

stated that we had no intention or giving up our 

r ight to devalue the dollar further. He said there 

was no intention to use this further power or devalu­

ation as a stimulant but that it afforded a good club. 

Fournier said yes, he understood it was a sort or sword 

d Oamocles. The Secretary was ot the opinion that it he 

bad not retained this power further to devalue, the 

Japanese might long before now have entered upon a 

competition . . . 

• 
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competition in depreciation of currencies. 

~~en this point in our conversation had been 

reached, Minist er of Finance Mar chandeau and Rueff 

Joined us . No reference whatever was made to t he 

preceding conversation. 

We talked about the American experience with 

silver, the Secretary pointing out t hat oureilver 

purchases were at least p~viding China•s principal 

source of gold and foreign exchange with which to 

defend herself. Not to be partial, the Treasury wae 

also buying Japan•s gol d. There was also a little 

joke over Fournier's diff i cultiee with Spanish gold, 

and America • s troubles over purchases of Spanish 

silver. ~!inister Marcbe.ndeeu was particularly curi ous 

as to American Tr easury methods of floating loans, both 

t hrough bonds and bills, as to the rates thereon, and 

as to whether there was any tendency to decrease the 

exemption of Government securities f r om ta.xation . 

At t he Secrstary•s request I verbally summarized 

t o Mr. Butterworth this morning t be conversation bad 

between t he secretary, Governor Fournier and myself. 

It i s understood by Kr . Butterworth that this infor­

mation is solely tor t he two of us. 

HMCfwGS-ama 
Regraded Uclassified



Paris, August 5, 1938, 

By appointment 1 called on Governor Fournier at 

the Bank ot France yesterday evening at 7 o' clock. We 

discussed the situation on the international exchange 

market the last taw days. The Governor was ot the 

opinion that the primary causes tor the uneasiness 

this week were the international political complications. 

He r ecalled that these tew days had witnessed an acute 

crisis between the Russians and the Japanese; that 

this had apparently caused Hitler to become quite 

nervous; t hat hlussolini had announced the necessity 

ot increasing Italian armed forces; that the Spanish 

civil war was by no means ended; that Runciman ' s 

undertaking in Czechoslovakia might turn out satis­

factorily, but that the Germans were already indicating 

their scenticism; and t hat Palestine caused one more 

worry tor Great Britain. He telt that the rush into 

gold resulted trom a lack ot faith in practically all 

currencies. The reeling was growing 1n Europe that 

it the tendency is more and more towards war with 

consequent spending tor armaments, no currency ot the 

countries i nvolved can stand the strain. He spoke 

particularly ot the weakness ot sterling and said that 

most French observers were convinced t hat the cross-

rate with tbe dollar would certainly reach 4.86, and 

m&Qy ot them were speaking ot a rete ot 4,71, and even 

________________ 4.50 ••• 
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Stil'tll 50 

Doubts as to the ability ot the B itisb to bold 

sterling above 4.86 arise trom several tactorA. the 

""' most serious ot these is the strain on the British 

budget involved in the armament program. Then comes 

the growing trade deticit, augmented by the diversion 

ot much ot Bri tish industry to war purposes , trom the 

usual export trade . JUst now i s the season in which 

Great Britain is paying tor agricultural products 

ordered trom abroad, which each year places a certain 

strain on sterling. Unfortunately, t his s easonal 

strain coincides With the other factors above- mentioned 

to work a very heavy pressure on s terling. 

The Governor said that t he demand tor gold had 

come trom many countries ot the Continent and admitted 

that there bad been a considerable movement trom France, 

as evidenced by t he tact that t he tranc had weakened 

vis-a- vis most currencies. He remarked, in t hi s 

connection, however, that the Dutch tlorin, really tor 

the tirst time since the Tripartite Agreement, was 

beginning to show a certain weakenss, undoubtedly in 

sympathy with the British pound to which it is more or 

less attached. Fournier stated, with respect to the 

French situation , that a short time ago he had instituted 

the newly authorized open-market operations, choo&il18 

to start with one year bonds , and had been making some 

progress •. 
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progress towards lowering interest rates and ra1aing 

quotations. Wben the rush or this past week developed, 

however, he was raced with such quantities or French 

Treasury paper which holders thereof desired to sell 

in or der that they might procure foreign exchange, or 

preferably gold, that he had to withdraw from the market. 

This upset or a few days has more than wiped out the 

improvement which be had effected painstakingly and 

graduall y through open-market operations. 

Governor Fournier is or the opinion that res trictions 

upon gold movements are not the remedy to the present 

situation. He reels that t he world has been convinced 

or the inetreotiveness or barriers to the flight or 

nervous capital and he thinks it would be an ineffective 

and improper approach to this problem, in so rar as 

France is concerned, it new restrictions were nar imposed. 

He reels that t he prime requisite is to achieve greater 

stability or the important currencies. He said that he 

was constantly being approached by foreign banking 

interests seeking to make investments in Franoe,who 

would be quite willing to come into the country it they 

could be given some gu.arantee as to the stability or 

the French tranc. 

Fournier believes that inevitably it will be necessary 

tor the three members to the Tripartite Agreement to 

agree upon a reestabl ishment or their currencies to 

rates which can be held within fairly narrow limits, 

and that this new Tripartite Agreement must involve 

s ems Regraded Uclassified
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some sort ot joint responsibility tor the three 

currencies. While Fournier was brought up to respect 

al.l ot the classic rules ot the gold standard, he 

is convinced that th.e stability which we must now 

seek will not entail all ot the rules formerly 

observed, but will presumably envisage the functioning 

ot stabilization funds in cooperation one with the 

other and perhaps the limiti.ng ot gold movements among 

such funds. He is anxious to cooperate 1n &n7 

measur e checking t he flight ot capital but he believes 

that prime ettort must be made to solve the basic 

problem ot floating currencies. He admitted that 

the Tripartite Agreement, as originally conceived, 

had come to be looked upon as a facade, rather than 

a solid structure, s ince the machinery thereof had 

not beansutticient to check the successive depreciations 

ot the franc. Should sterling now go below 4.86 he 

believes the prestige or the Tripartite Agreement 

would be irreparably injured . He stressed the conviction 

ot various continental markets that sterling is over­

valued and that a readjustment in rates between the 

three major currencies is inevitable. 

Wben I asked the GOvernor as to t .he extent to 

which Treasury bill s were being renewed, he said 

that the flair- up of last week had naturally worked 

against renewals. On the other hand, the s ituation 

was not bad and subscriptions were coming in fairly 

well • 
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well in reaponae to the orrer or 16 months National 

t>etenae Bonde. 

At 11 . 20 thia forenoon while dictating the aboTe, 

I receiTed a call rrom GoTernor Fourn1er•a ott1ce to 

the errect that he desired t o aee me at the Bank or 

France at S o•clook tb1a afternoon . 

!DlC/ ama 

l'f 
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Pa.riB, August 6, 1936. 11' 

ME MORANDUM ----------

As requested by Governor Fournier, r called at 

the Bank ot France at 3 o •clock yesterday atternoon. 

The Governor told me that be bad spoken. to no one on 

the subj ect, but bad been turning over in this mind 

constantly since our conversation ot the preceding day 

the questions which we bad brought up with r espect to 

internation.al monetary problems . Be added that he bad 

received word trom Minister ot Finance Marcbandeau, 

who is at present absent on a briet holiday, that the 

latter would be back in Paris tor a short time on 

Monday and desired to see the Governor at an early 

hour that day. Fournier said t hat be realizes t hat 

international cooperation could not be depended upon 

to achieve everything, and that it was the duty ot each 

country to put its own bouse in order insotar as possible. 

He intended, tberetore, to emphasize to the Minister 

ot Finance the degree to which the current weaknesa ot 

the t r anc results trom the French budgetary situation, 

and to recommend drastic steps towards relieving this 

situation. Tba Governor was not at all sure what the 

Minister's reaction would be, but promised to get in 

touch with me again attar Monday, it there were interesting 

results to report. 

The GoVernor stated that the tranc was again having 
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.7 
a bad day yexterclay. Losee a 1n exchange by t be French 

Stabilization FUnd would be about one- halt the very 

heavy day or Wednesday. The loaaee on Thursday had 

been two-thirds those on Wednesday. (From cariguel•e 

substitute and from my market contacts I would fix 

Wednesday's figure at 2 million pounds . ) 

Fournier was very much diecouraged over the 

developments or the past few days. He said that he 

would not be perturbed merely by occasional tlu.rries 

ot the trano. He had, however, looked forward to two 

calmmonths tor the Stabilization Fund as well as tor 

the Treasury namely, July and Auguet. July had witneseed 

an almost steady outward flow ot gold trom the 

Stabilization Fund and the first rew days or August 

have seen the pressure on the rranc considerably 

augmented. Tlle present tou.riet eeason is the best 

that has been experienced tor years, even better than 

that or 19~7, when the Paris Exposition was held. The 

t ourists this year are principally British and there 

are fewer Americans than last season. The next two 

weeks will have witnessed the beigllth or the tourist 

season. Notwithstanding the gain in foreign exchange 

from this business, the balance has been constantly 

against France, as evidenced by the extent to which 

the Control has been obliged to yield gold and foreign 

exchange througllout the summer. 

Fournier admitted that it a further devaluation 

or the Prench f r anc would help to solve the situation 

/1. 
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he would not hesitat e to recommend it. He f elt vary 

strongly, however, that a further depreciation in the 

currency would be or no more lasting benefit than the 

recent cute in the tranc and mi ght only serve to prolong 

t he lite ot a Oover~ent by a tew months. Consequently, 

he sought other remedies tor existing conditions. As 

suggested to me the previous day, he is or the opi nion 

that tesrof the French franc can only be over cqme by 

giving the money a practically fixed value , and t hat 

this could be achieved only through the solid coo,eration 

of the three original Tripartite countries. 

Fournier had been struck by the latest reports 

from the United States i ndicating that our favorable 

balance or trade had exceeded $100,000,000 per month 

the past one-halt year; that our monetary gold reserves 

have passed 13 billion dollars; a.nd t hat we continue 

to frown unon foreign loans. He did not see how the 

United States could contribute much to world monetary 

stability while these poli cies were continuing. I 

defended our trade policy by poi nting out Secr etary 

Hull ' s efforts to increase imports through reciprocal 

trade agreements, and suggested that our gllin on the 

credit side in international trade has resulted par tly 

from the drying up or the purchasing power ot the 

United States which necessitated the cutting down ot 

imports, The Governor was not convinced, however, 

that we bad gone a long way in reducing our tariff 

barr ier, and he stated that if we as a creditor nation 

did . . . 

ll 
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did not accept payment tor our goode th~ugh exports 

or commodities or services we would continue to 

accumulate the world's gold. With respect to rore1gn 

landing, he said we were unwilling to lend to those 

who had not paid their War Debts, but that these 

happened to be Just the countries which required tunde 

to improve their tinances and to assist in achieving 

monetary stability . The Governor wae more concerned 

over the recent !light into gold than he was over the 
. 

pressure on the rranc. He rears that the tendency 

will be, at least intermittently it not constantly, 

to !lee rrom all currencies into gold eo long as no 

more constructive steps ar e taken to acquire a convincing 

stability or the principal currencies. As currencies 

are sold tor gold with an increasing premium t hereon, 

there must result a decline in commodity prices, which 

may mean a world wide detlation . 

Discussing the part which the United States might 

play in the direction or world monetary stability, the 

Governor did not recommend a detinite stabilization or 

the dollar a.nd a surrendering or the authority to 

devalue it ae an isolated step . It the dollar should 

be given such stability by unilateral action, ita 

strength on the worl4market would be immediately 

increased and the ruah to dollar augmented at the 

expense or other currencies . He hopes , thererore , that 

any steps toward greater stability with respect to the 

Ollited States currency will be taken in uniaon with 
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measures by Great Britain and Il'l·ance. He remarked in 

thie connection that the market seemed more convinced 

that ever that a realignment or the currencies would 

come thie autumn and that the r ate or sterling against 

the dollar would be at least ae low ae 4 ,86 and that 

or the franc veraua starling at 200. He was not 

arguing in ravor or such realignment but was simply 

stating the conviction or the market, which ia un­

doubtedly contributing to the preaant pressure against 

the franc. Incidently, Fournier mentioned tbe un­

satisfactory economic s ituation in t he Netherlands and 

was emphatic in hie insistence that currency depreciation 

is only a stimulant, the errect wnereor quickly passes 

orr leaving the patient in a worse state than before. 

Fournier had received some rather caustic remarks 

from his friends in Paris, in regard to the communique 

given out by the r.; i nistry of Finance at the time of 

secretary Mor genthau•s visit in regard to the happy 

functioning of the Tripartite Agreement. The point wae 

that, however successfully this Agreement may be going, 

the franc is steadily going down. Fournier insisted 

t hat the Tripartite Agreement will be a complete rarce 

from now on unless it may be given mora strength and 

substance. I defended the original Agreement by stating 

that if the French Government which had been a party 

thereto bad followed an economic policy which would 

have made possible the maintenance of the franc at 

the level undertaken in the Agreement, the latter woul4 

have •• 

11 

' 
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have been a lasting auccese . 

Fournier doubted the willingneee or the Britieh 

monetary authcritiee to advance very positively towarde 

the stabilization or ste.rling in present c1rcumatances, 

but he thought that the British might be worried enough 

about certain developments to seek a new Tripartite 

ar rangement. He had not seen Cobbold or London since 

our meeting at Basel on July 11. He would not exchange 

any views with the British on this subject at present. 

He would first speak with his Minister or Finance and 

then talk things over with us. In this connection he 

remarked upon the frankness with whioh European central 

Bank Governors have oome to excha.nge views at Basel, 

always protecting their colleagues from publicity and 

from diplomatic involvments. 

HMC/ams 
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Paris, August 9, 1938. ,{ / 

MEMORANDUM ----------

At 10.45 tbia morning Mr. Carry called me trom 

the National City Bank. He told me that bis bank 

was noticing the general uncertainty which was 

developing in France as a result or the international 

political s ituation and the French financial outlook. 

He said t hat demands trom the provinces were now 

beginning to coma i n tor gold, whereas purchasers 

beratotore bave largely been the big tella.,s in Paris. 

Mr. st. Germain called me at 11.50 a.m. and let 

me know that the rate bad gone to 178 .90; that the 

forward tranc had reached a discount or 5 trancs 

against ~ months sterling; and that the British 

Contr ol bad been obliged to otter 826 bars at fixi ng. 

When I talked with ~o:r. st. Germain at 3 . 15 

~ .m . , h3 emphasized the nervousness ot the situation, 

with much talk or exchange control as various cabinet 

members are being called back to Paris . He said 

Lazards were continuing to spread propaganda to the 

ef fect that sterling would go down and tbat gold 

woulc1 go up . 

At 3.30 p .m. Cariguel tel ephoned me that he had 

been called into town tor consultation and asked me 

to come to the Bank. I immediately went out and fou.nd 

him quite nervous over the outlook. Hie !rank belie! 

was that the failure or the Daladier Government to 

take . . . 
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take more ettectiYe measures when it enJoyed tu1l 

powers ineYitably beaded the country tor another 

monetary and financial crisis, and that this bad been 

advanced trom Autumn to August by rumors accentuated 

by Mr. Morgentbau•s visit to l!'r anoe . 

Ceriguel gave me some pertinent data wbicb I 

inoerporated in cablegram 1240 or August 9, 5 p .m. 

\'then I returned trom t he Bank at 4.30 I round 

that Wayne Taylor was calling me trom Washington. 

When I got the communication with b1m I gave him the 

information contained in my No . 1240. He mentioned 

a telegram trom London in which Butterworth had sum­

marized the reasons t or the weakness or sterling. I 

gave b1m my view as set tortb in my letter or August 

5 to the Secretary. Taylor said t hat the Treasury had 

been in constant touch with the British end that there 

was no complaint ot the latter's tactics. He felt 

that the weakness ot sterling was partly due to the 

P'rencb situation and furthermore t o a real movement 

out ot eterli.ng into gold. In answer to my inquiry 

be said that considerable amounts ot gold had been 

shi pped from London to New York the preceding few 

days, but the connection was so bad I oould not get 

the figure. He suggested that I telephone Secretary 

Morgenthau and give him the above information. At 5 .30 

p .m. I got Secretary ~orgentbau on the phone and relayed 

Mr. Taylor's message as well as the substance ot my 

cablegram 1240. He told me to oall b1m again it the 

tr&Do • • • 
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franc sterling rate passed 179. 

The Secretary said he mi ght go to Annecy on 

next W.onday or Wednesday and remain there until sailing 

time. It he did thi s, he said he might want me to 

come down ther e to see bi.lr.. He added that Butterworth 

was due to come to Antibes tomorrow. In answer to bis 

i nquiry as to whether I knew anything or Butterworth' s 

plans, I answered in the negative . I told the Secretary 

that I bad seeh Fournier twice lately and that we 

had talked over the general situation . I had not reported 

these conversationeto Washington but desired to f amiliarize 

the secretary with them before hie departure. He asked 

it I had seen Rue~. and reminded me that a t the time 

ot the last deprBciation the French bad told us that 

it bad come about ao quickly that they did not have 

ample time to notify us . I remi nded the Secretary, in 

tur n , t hat I bad been constantly in touch with the 

French, by day and by night, the two weeks prior t o 

the decision tor devaluation. I explained again to 1he 

Secretary that France could not put on exchange control 

except through Parliamentary action. The Secretal·y asked 

it in our conversations Fournier bad touched upon 

the sub ject which we bad discussed at the Embassy 

residence. I said be bad spoken ot this only lightly 

but that I thought the Governor wanted to see me 

again attar he had talked tuxther with Me.rchandeau 

and prior to the Secretary's sailing. 

m.IC/ame 

• 
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Peria, August 10, 1938, 1 r 
W:IMORANDU!.I ----------

At 10.30 this morning Monsieur Weil-Rabaud ot 
the cabinet ot the ~iniaterot Finance telephoned 
me that Mons ieur Marchandeau would like to see me. 
I went over to the Ministry ot Finance at once, and 
was received by the Minister alone at 10.45. An 
account ot the interview was set forth in my 1246, 
August 10, 3 p .m. which also provided a translation 
ct accounts of ~resa summaries given by Daladier and 
Uarchandeau the preceding evening, The Minister waa 
entirely cordial and put up his request tor a • 
communique from Secretary Morgenthau in a manner to 
which I could not take exception. I gave the Minister 
no promise except to communicate hie request promptly 
to the Secretary and to report an answer as soon as 
received . In my own mind I did make a reservation 
with respect to the Minister's statement that when 
he had pledged to hold the franc at 179 to the pound 
he had anticipated no such depreciation ot the pound 
as has recently taken place. I did not, however , 
argue with the minister on the point. Without any 
collmitments or expression ot opi .nion on my side, I 
accepted his request to pass on his message to Secretary 
Morgenthau. 

Upon my return to the l!mbaasy I immediately put 
in a long distanue cal1 tor the Secretary whom I 
reached between 11 and 12 l'clock. 

• 
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When I gave the Secretary the message from uarchandeau, 

be inquired as to whether I thought notice was being 

ser ved on him by the French. I replied negatively, 

stating that while I had not yet had time to think 

the matter over thoroughly, I was disposed to favor 

the issuance of a statement. He told me that the 

communique given out at the French Ministry or Finance , 

which perhaps started some of the current gossip, 

had been entirely at French responsibility. I stated 

that I was not present when the collllllunique was dis­

cussed and prepar ed but that the Secretary had told 

me thereof when he came into the luncheon at the 

l.~inistry of Finance. I told him that even though this 

communique had been unfortunate, I thought it dif­

ficult to refuse Mar chandeeu•s request for e statement, 

considering the difficulties the French are facing. 

I added that they might put some blame on us it a 

crash came after our refusal to give a statement. 

The Secretary asked if I had spoken to the 

Ambassador. I told him that I had not seen him since 

Friday . At the Secretary • s r equeet I enquired and 

round that the Ambassador had not been in th.e office 

this morning and that Offie had just lett . The 

Secretary requested me to get in touch with the 

Ambassador;'to discuss with him Marchandeau•s request; 

to prepare a communique tor issuance by the Secretary; 

and to call the latter between 4 and 4.30 if we 

agreed here that a communique ehould be gotten out . 
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When the Secretary mentioned the possibility or giving 

out a communique from the Embassy i n Paris, I expreiaed 

a preference tor a personal statement from him at 

Antibes . 

Atter this conversation I spoke with Mr. Mac­

Arthur who tol d me that the Ambassador was g iving e 

luncheon at Chantilly but would be in during the 

afternoon especially since he hoped to s ee Minister 

1~e.rcbandeau. I called Cha.nt1lly at 12 .15 , but was 

told that the Ambassador was in hi s beth and could 

not come to the phone. I latt word tor him to let 

me know es soon a s he arrived at the Chancery in the 

afternoon. I then spoke personally with Mr. !.lee­

Arthur who promi s ed to cell orri s at Chantilly shortly 

after one o'clock so that the Ambassador would be 

definitely informed t hat I bad t alked with ~a.rcbendeau 

and Mor gentbau during the morning. Thi s precaution 

lest wires mi ght be crossed. 

When the Ambassador came to the Embassy ~· celled 

me in at 4 .15 p.m. I gave him a complete ecco6nt or 

my talk with Y.erchandeeu and or my conversation with 

Secretary !:or genthau. The Ambassadcr opposed the idea 

or the communique. He told me to get Secretary 

Morgent beu on the telephone and that be would speak 

to him from his office. At my request, he agreed 

t hat I should be present during the conversation. I 

returned to my own office since the Acbassador bad 

visitors • • • 
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visitors waiting to sss him, and got Secretary 

Uorgenthau on my line about 4.45. I told him or my 

conversation with the Ambassador and that the latter 

woul~ s peak to him directly s etting f orth his ob­

jections to a communique . The Secretary tol~ me that 

since talking with me at noon he bed discussed the 

question or a communique with Ambassador Kennedy who 

had recommends~ against it. I tol~ him that I still 

t hought a communi que might be belptul it he issued 

it promptly at Anti bes and I suggested something along 

the following lines: 

" I am having a tine time. I intend to 

remain in France until I sail from Havre. Betore 

I lett the United States, I denied rumors of 

devaluation ot the dollar. Since coming to 

France I beve bad no negotiations in regard to 

modifying currencies under the Tripartite 

Agreement and anticipate none." 

I told the Secretary this was purely my personal 

idea and t hat I would connect hi.m with the Ambassador 

who would give him hi s own objections personally . 

Betore closing the conversation t be Secretary told me 

that he he~ not been able to ge t any accommodations at 

Annecy but that the American Express people had, how­

ever, told him they could reserve rooms tor him in 

Geneva, end he thought he might go there next week . 

I • • • 

l? 

• 
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I mentioned the Hotel des Bergues aa the moat desirable 

one. He said t his was the hotel the American E xpreu 

had suggested. He asked me what places 1n switzerland 

I could recommend to visit. I told b1m that I bad written 

b1m 1n regard to Lake Tbun. He asked about Basel and 

zurich. I enquirei1. i.n turn, it' be \ ould not be uneasy 

as to new r umors if he were to visit the site or the 

B. I .S . He replied negatively. I told b1m that Berne was 

very beautiful at this time or the year and that there 

waw a ni ce drive from Geneva to Berne and thence to Basel 

without going through mountains on dangerous roads. He 

thought this would fit nicely into his plans since be 

bad been advised to go from Switzerland to s trasburg a~d 

then to Paris . He said that he would probably want me • 

to come to Geneva if h~ went there. After these remar ks 

I went into the Ambassador• s room where l.lr. Bu.lli tt ,in 

the presence of ~r . Pasvolsky and myself, gave to 

Secretary ~orgentbau his very posi t ive 1~asons for 

objecting to a communique . He volunteered to see the 

lr. inister or Finance on the subject. 

I should add that at 11 . 40 this morning Cariguel 

telephoned t o let me know he was back in Paris, having 

definitely terminated his holidays. He said t bet the 

market was e little more quiet but that the undertone 

was still nervous. 

I should further add that when I talked with the 

s ecretarJ at noon be instructed me to cable a full repor t 

or my .•• 
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ot my talk with Marchandeau to washing ton so that 

Wayne Taylor would be informed. The statements ot 

Daladier and ~archandeau reported 1n this cablegram 

were having a good ettect today and I t hought it 

entirely wise that any statement which the Secretary 

saw tit to issue should come at once, to prolong and 

sustain the recovery, and to help prevent a recurrence 

ot the ~ttaok on the franc. 

m1c/ams 
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Paris, August 11, 1938, 

Secretary Morgentbau telepbons!.me rrom Antibea 

at 5.30 p .m. Be asked bow the market bad been today, 

I gave him the substance or my 1255, August 11, 5 p .m. 

I told him that the market was full or gossip and that 

the situation was quite unsatisfactory. He asked 

the sterling rate, which I gave as 4 .88 5/8. I added 

that 618 bars ot gold bad been ottered in London at 

the rtxing thie morning, with a price equivalent to 

34. 77, but that the demand tor gold had lessened some­

what and no impor tant premium bad developed attar 

ttxing. I corrected the Secretary ' s impression that 

no gold has been shipped trom London to the United 

States. I told him that I did bot have the figure, 

but that a considerable amount bad been exported to 

!lew York trom London the past 10 days. 

The Secretary asked i t I bad beard the latest 

suggestions which had been made in conversations between 

himself and the Ambassador with respect .to a communique. 

I told him that I had known nothing about the 

Ambassador's conversations with him and with uarchandeau 

until Ottie brought in memoranda tbereor at 4. 30 

o • clock t bie evening which I was, ae requested by t be 

Ambassador through otrie, cabling in tull tor the 

Treasury Department. 

stood rrom the final 

I told the Secretary I under­

memor andum and from my conver sation 

with • • • 
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with Ottie at • .30 that the ).!1nister 9! Finance had 

taken up the questi on or the simultaneous oommuniqu's 

with London and had promised to 1Dtora the Ambassador 

ot the result tbereot, but had given no r eport by 5 

o' clock. This was news to the Secretary. 

I told the Secretary that I bad forwarded bia 

steamship tickets and tags today • • In answer to lilY 

inquiry, be stated that be bad received the cable­

gram 1n regard to his i nsurance which I had forwarded 

to him by mail. He had not , however, received my 

cablegram or yesterday which I told him bad been tor~ 

warded by regi stered mail last night. The Secretary 

said that his son, Henry, desired to spend two or 

three days 1n Paris betore sailing 1n order to see 

certain pictures which be bed missed lest time. I~ 

answer to the Secretary ' S inquiry as to whether the 

museums wou.ld be open on Sunday, August 21, and Lion day, 

August 22 , I oontirmed that they would be open on 

sunday but that on t.:onday they were mostly closed, 

and the Louvre 1n particular, where lectures are 

given on Monday but pictures are not generally on 

view. In response to the secretary's request tor 

a hotel tor Henry I suggested the La Perouse, rue 

la Perouse, but ottered to put him up with us it he 

oared to stay. 

The Secretary told me that he would be 1D his 

hotel all evening and that 1t I heard anytlhing or the 

result •• • 

jl 
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result or Marohandeau•a inquiry at London, I should 

telephone him. I re.marked that thb wae unlikely einoe 

Uarohanneau presumably would communicate directly with 

the Ambassador at Chantilly. 
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Paris, August 11, 1936. 

At 5.50 p . m., just attar I bed finished talking 

with Secretary ~orgentbau this evening, Assistant 

Secretary or t he Treasury WeYDe Taylor called me. 

I gave him the i nformation cinteined in my 1255 of 

August 11 , 5 p .m., and the other news, together with 

a report or my conversation with Secretary Morgenthau. 

Taylor ref erred to my cablegram of yesterday. 

I told him t hat t he Secretary had asked me to consult 

with the hmbesaador i n regard t o t he wisdom of t he 

Secretary issuing a communi que at Ant i bes. I told 

him that the Ambassador and I both spoke with the 

Secr etary after the Ambassador came into town at 

4 o•clock yesterday afternoon . I reco~ended the 

issuance of t he cocmunique, . think ing t ha t someth i ng 

could be got ten out which would be ba~ess upon our 

side and which mi ght conceivably help the French end 

mi ght relieve us of any blame if things did go wrong . 

I mentioned thi s ott the r ecord. I explained that 

the Ambassador vigorously O?posad any communique from 

the Secretary ; t hat Ambassador Kennedy did likewise; 

end that the 3ecretary had agreed not to make any 

statement. 

I told Taylor further of the memoranda which 

I bad rtret seen this evening at 4.30 end which 

I wee cabling on to the Treasury Department at once 

in accordence with instructions r eceived from the 

Ambassador • 
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Ambassador through Mr. orrie, Which reported a 

conversation which the Ambassador bad bad on a visit 

to Minister or P1nance Warcbandeau, a conversation 

by telephone be tween the Ambassador and Secretary 

Korgentbau thh morning, and or a turther t elep.h.one 

conversation between the Ambassador and Marchandeau. 

I told him that Marchandeau was sounding out London 

on the suggestion or a simultaneous i ssuance or 

co111111uni ques rrom Pa.ris, London and Washi ngton, but 

that no response bad been r eceived rrom Marchandeau 

by 5 o'clock. 

Mr. Taylor told me that the Treasury Department 

had sent a message to t he Secretary to the errect that 

no objection was seen in Washington to the issuance 

or such a statement as Marchandeau had requested through 

me, provided no ob j ection ther eto was round by the 

Secretary on this aide. I .told Taylor that this had 

been my pereonal reeling but that my op1nion had not 

prevailed and that I thought it was now too late ror 

a statement t o do much good. I told him that the 

principal gossip tbie evening was toward exchange 

control. Mr. Taylor thought that Tarious rumors bad 

inJured the rranc, but that the upset world political 

situation wae at the basis or eTerything and that 

currency stability could not be achieTed until this 

eituetion was righted. I agreed there 'IIIla this un­

raTorable back ground but emphasized the extent to 

whi ch the Prencb tranc was 8lUIIPitlc aa compared with 

other • . . 
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other monetary un1ta. He sa id that t.!n •· the circWIUitancea 

the rrench coul d not guarantee to hold any rate, any more 

than they could bold i t at 17g , Itwas underatood 

that he would await the messages which were be ing cabled 

this evening giving the three memoranda above mentioned . 

He said he wanted me to know, however, about the message 

which be had sent directly to Ant1bea. 

m£c/ama 
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Paris, August 13, 1938 . 

When I arrived at the Embassy this morning I 

went to the Code Room to enquire aa to whether any 

cablegrams bad gone out or been received on matter• of 

interest to me. I was confidentially informed that 

a cablegram had been drafted but had not been sent; 

that the Ambassador had asked that it be held in a 

sealed enveloped tor release only to Offie . 

In the rtorning mail a let t er had been re"ceived 

from Sec • y h:or genthau • s sister-in-lew in regard to 

sbip~ing her automobile . I had this matter taken up 

et once, indicating the interest ·or Secretary ~:orgenthau 

and or the Embassy therein . I was p r omised that every­

thing possible would be done end that a definite reply 

would be g iven on TUesday corning . 

Offie did not come in until after 11 o'clock. 

When I learned be was here I went to see him and he 

showed me e copy ot the note which had been delivered by 

Bonnet to the Amb8Ssador the preceding evening and 

then told me the circumstances ot cancelling the 

cablegram. Be asked me if cr. Wilson, with whom the 

Ambassador bad left the note yesterday svening after 

receiving it from Bonne~had not told me about the 

affair yesterday evening or this morning . I told Oft.ie 

that I had known nothing Of the wetter except through 

the lntormation given me from Antibes when Secretary 
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bad called me last night after he had heard from t be 

Ambassador. I complained that I should have been informed 

in the premises by the Embassy officers. orris told me 

that he bad tried to get me up until 12 o •clock. I told 

him that I had been in the bouse all evening and that the 

phone bad been in use only when I was speaking with the 

secretary around 11 o'clock. I asked orris whether the 

communication from Bonnet was going to be acted upon by 

the Ambassador. He referred me to a cablegram which 

the Ambassador had dictated and which was being typed 

by his stenographer. He said the Ambassador's idea was 

to do nothing further, waiting word from the French. 

About noon L(r. Wllson came in and explained the 

developments or the preceding evening, He said that 

tne Ambassador had dumped the note on him and that he 

had translated it and bad a Code clerk come up to hie 

house to receive it with an introduction prepared by 

him so that it could be despatched as a cablegram. Mr. 

V/llson had then gone to the theatre and did not know the 

cablegram had not been sent until the middle of this 

forenoon. I compl~ined to him about not having been 

informed or the matter the preceding evening and be 

agreed to keep in touch with me 1n the future. 

\Vhile I was at home tor lunch today Mr. Wilson 

called me at 1.45 stating that Bonnet's office had 

just telephoned the Ambassador that the French Govern­

ment bad again onanged its mind and wanted the 

d~cument delivered the preceding evening to the Aa-..aador 
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by Bonnet to be considered a ro~al note and to be 

transmitted to the United States Government . ",'lilson 

asked me to communicate this information at once by 

telephone to Secretary Morgenthau at Ant ibes and to 

meet him at t he Embassy at 2.45 for t he preparation 

of a message sending the translation or -the text or 

38 

the note, which translation be had given n:e in the 

forenoon and which I held in my pocket . I at once 

call ed Antibes from my home and spoke with the s ecretary 

abo~2 . 15. I told him of the developments or the day. 

The Secretary asked what we were supposed to do 

about t he Note. I told him that nothing had been done 

t o f ind out what the Fr ench expected of us . I t hought 

t hat I shoul d at once get in touch with the French 

l!. in 1str y of Finance directly. "If they wanted a con:mun1que 

i ssued by the three Governments , they shoul d take the 

initiative 1n i ts preparation and should get a draft 

in ample time for careful consideration, and not 

expect us to agree to it on the same day t hey hand it 

to us. 
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He told he that he wanted me to go ahead and 

get in touch with Marchandeau or hi s assistants at 

once . I told him that since t he Ambassador had taken 

over the handl i ng or th i s matter with the French 

orricials when he visited N.archandeau in regard to 

37 

' 
the latter ' s request ror s communique on the part or 

the Secretary , I could not very well go to the Ministry 

without a clearance through the Ambassador . The 

s ecretary sai d he would telephone Mr . Bullitt at once. 

I came down to the Embassy wbere ~r. Wilson met 

me a t 5 o'clock and cablegram 1271 was drawn up and 

despatched. I told V.r . Wilson that I had communi cated 

with Secretary Morgenthau and that be thought I should 

get in touch with the !l:ini stry or Finance. I explained 

that I bad sai d this should come through the Ambassador. 

flilson said that be W!lB sure the Ambassador's position 

would be that we should sit tight and do nothi ng until 

we heard rrom the French. He said be was going t o 

Chantilly to play tennis wi th the Ambassador about 

5 .50 and would telephone me at the Embassy 1t the 

Ambassador had any message ror me. 

A little past 4 o•clock the Ambassador telephoned 

me at the Embassy rrom Chantilly saying t hat while he 

thought this wee all foolishness, I might get in touch 

with the Ministry or Finance and see what they had in 

mind. Be said the Secretary or the Treasury was sitti ug 

down at Antibee worrying his head about what was going 

on here. I at once telephoned L!archandaau and round 
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that he had lett town tor Le Touquet an hour earliar. 

I then tried both Rueff ' s home and office and found that 

he had left tor the country a few minutes earlier. I 

succeeded in reaching Couve de Uurville by telephone 

shortly before 5 o•clock. He was taking a 5.25 train 

to the country. He was familiar with the Bonnet note 

et cetera. I asked him what they expected ot us. He 

said t hey wanted our agreement, i n principle, to the 

i ssuance of a common statement and our approval or such 

a statement for giving out on TUesday . I told him t hat 

the Secretary or the Treasur y would be t raveling on 

ll:onday and TUesday and that if t hey vtanted any agreement 

from us either to the principle or text of a communi que 

for TUesday t hey would have to get a draft thereof to us 

by Sunday noon: I told him that since the French bad 

in their note revealed their uneasiness about holding 

the franc, any communique would have t o be ca.refully 

considered. He promised to get in touch with Rueff and 

endeavor to have a draft telephoned to me on Sunday 

morning. 

I put in a call for the Secretary at Antibes from 

t he Embassy at 5.10; got him at 7.45 O'clock from my 

home, and reported the foregoing . He told me to get 

ott a cablegram to Wayne Ts,ylor yet this evening so 

that the latter could be kept directly informed. 

(This I di d in my No. 12?2, August 13, 8 p .m.~. 

I read ~1m the Embassy translation of the Note. This 

was taken down by Butterworth who wee with the 

• 
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Secretary at Antibee . The Secre t ary aeked what I 

thought or the Note, be reeling that there was a 

contradiction therein. I told him that I t elt we 

should be cautious about par ticipating in a statement 

denying rumors or change unless we knew definitely 

that the French were going ahead to bold their currency 

while the communique was being issued and then attar 

its issuance. The Secretary said I bad put my finger 

on the spot . 

~ The Se cretar y said Butterworth would telephone 

~bilippa. I t was understood that I would call the 

Secretary again at Anti bea on sunday as soon as I 

bad a~word rrom t he French Uiniatry ot Finance . 

• m.:c/au 

'f( 
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Paris, August 13, 1938. 

The weekly meeting or t he starr was held a t 12 

noon yes t erday. As we came out from the meeting the 

Ambassador asked me into his private of f ice and referred 

to the conversations which had been made the subject 

or his memoranda of t he previous day. I told him of 

my talks with Secretary ~:orgenthau and Assistant 

Secr etary Taylor by phone on t he eveni.ng or the 11th. 

The Ambassador t old me that be had talked again with the 

Secretary in the f orenoon and that he had dictated a 

memorandum of the conversation . He call ed Off1e in 

who handed me the following memorandum of this con­

versati on. 

"Par is, Au~st 12, 19~ . 

• 
"The Secretary of the Treasury telephoned to me 

thismorning to say that Butterworth had telephoned 

last ni ght to Phillips or the Treasury in London 

and t hat Phillips 'bad said t hat be personally 

would support the idee of a s1.mu.ltaneous de­

claration in Londo~, Paris and washington. Be 

added that be had beard nothi ng or t he matter 

before Mr. Butterworth bad epoken to him· Mr. 

uor gen thau asked me to inform Marchsndeau with 

regard to this conversation between Butterworth 

and Phillips and I did so this morning at 11 :45. 

W. C • BULLITT" 
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The Ambassador told me that in hie talk with 

Marchendeau the latter had been quite nervous. He 

asked me what the program or the 

a long-term basis actually was. 

French Treasury on 
t.:archandeau•s 

I replied that even I 
own offioialedid not ~retend that there was any 

comprehensive long-term policy rormula.ted as yet . 

When asked as to my opinion ae to what the French 

should have for such a program, I said that the situat i on 

was changing so quickly just at ?resent that it was 

difficult to answer. 

I talked with St. Germain at 10.40 yesterday 

morning and again at 3.25 p .m. I then spoke by long 

distance with President Trip or the Netherlands ~ank 

at Amsterdam. Shortly thereafter at 4 p. m. the Paris 

representative or the Bank or Italy called on me. At 

4.30 ~essrs. Gerry and Rudick or the National City Benk 

or Paris and London, respectively, came to see me. At 

5.50 p .m. I telephoned with cariguel at the Bank or 

France. The information gained through the above-

mentioned conversations was set forth in my cablegram 1265, 

August 12, 6 p .m. 

,\ayne Taylor telephoned me at the Embassy at &.10 

p .m. I gave him t he information contained in the abOve­

mentioned cablegram end supp~emented this with some 

personal observations. I told him that nothing new had 

been received from Secretary Uorgenthau, beyond t he 

telephone call to the Ambassador ebove-quoted,and 

likewise . . . 
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likewise nothing rrom Marchandeau or the British up 

until one- half hour previously when I had last spoken 

with Ofrie. ~- Taylor suggested that I inform the 

Secretary of the Treasury of the dey•s developments on 

the Paris market at the first available opportunity. 

He told me that he would be in Washington on Saturday 

and Sunday and that I should send a cablegram today if 

anythi ng of interest developed. Before leaving the 

Embassy at ? O'clock I looked into the offices of the 

Ambassador and Cffie but neither was present. 

At 8 .40 yesterday evening , while I was out or the 

house ror one- half hour on an errand, the telephone 

central said that Secretary !!.orp;enthau desired to speak 

to me from Ant i bes and would call at 10.15 p .m. At 

9.15 I called the long distance central and accepted 

the call .which finally came throu8h at ll p . m. 

The Secretary said he had tried to get me earlier; 

then the Ambassador had been attempting to talk with 

him; and that they bad been cut off three times. The 

seeretary told me that the Ambassador had received 

personally from Bonnet just before dinner last night 

a letter giving us notice on the Tripartite. -,ihen the 

Ambassador had returned to Chantilly they had telephoned 

him saying that Oaladier wanted the letter withdrawn . 

The pl an bad been t o deliver the letter to the British 

on saturday morning. ·;;hen I asked for more details as 

to t he character of the notice, the Secretary r epli ed 

that be bed bad no f acil ities tor making notes during 

• • • 

• 
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the conversation. He instructed me to gat in toucb 

with the Ambassador on Saturday monring and see this 

communication . 

I told the S"'crE'.tll,ry of LQ)' talk with the Ambassadcr 
~ 

at noon and with Warne Ta,ylor ;resterda,y evening and gave 

hi m t he substance of m,y 1265. The Secretary said that 

the French Authorities bad stressed to Ambassador Bul~itt 

t he extent of the losses b)' t he French and British 

Stabilization !Unds during Friday, those of tb~ British 

having reached 8 million pounds . I told the Secretar;r 

that the idea of a Tripartite statement worried me since 

I was convinced from m;r talks with Fournier last week 

that the French would ask a stronger Tripartite Agreement 

if the crisis broke. This would i nvolve certain new 

obligations and undertakings on our part if we agreed 

t hereto. The Secretary said he thought only a denial 

of rumors would be involved. I replied t hat my belief 

was t hat t he French had a more s erious plan for s 

really effective Tripartite Agreement in mind. The 

Secretary could make no pledges while over here . Be 

said be had his own ideas as t o how the situation should 

be handled. I eaid,yes, I understood this, but that 

he should give sbsolutel;r no advice on this side. He 

agreed . Be told me to call him on Saturday or Sunday 

at Antibes if anything of interest developed. 

The Secretar;r asked t h at I have instructions issued 

at the Embassy to f orward on Saturda;r and ~onday all 

of hie mail to "Hotel des Berguee , Geneva". He sai d 
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the 
that he wanted me to come to Geneva on/Tuesday night 

train, arriving there Wednesday morning and st ay one 

or two days with him at Geneva or possibly r.:ontreux~ 

I told him I would make tentative reservat i ons this 

corning to be confirmed depending on later developments 

and instructions from him. 

The Secretary said that his sister-in- law at 

Annecy was having some difficulty about shippi ng her 

automobile and that he had asked bar t o communicate 

directly with me. I told him that I woul d do 1matever 

was possible upon receipt or her letter . 

l!l.!C/ama 

46 
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Paris , August 14, 1938 . 

MEMORANDUM ---- ------

At 1 . 45 p. m. today Rueff telephoned me from the 

Hotel du Go~t . St . Briac, Ile et Vilaine, near Dinerd . 

He told me that Couve de llurville had passed on to 

him my telephone message or the preceding evening . 

He said that he had drawn up a provisional draft text 

ot a common statement . lie had, however, talked by 

telephone wi th Uini ster ~archandeau. Since t hey bad 

received no reaction from the Brit i sh , t he ~inister 

thought no tentative draft should be passed on to us. 

I t was cons idered preferable that the draft be considered 

after the French Treasury Officials bad all returned to 

Paris on Tuesday morning, and had per haps consulted 

wi t h t he Pr ime Kinister and other members of the 

Government . I told Ruett tbat in t he circumstances 

they could not expect any approval from us in time 

tor the issuance of the communique on Tuesday . He 

understood this, and let me understand that they had 

given up the idea or getting out the communique on 

Tuesday. He recalled that the ori gi.nal French i dea 

had been t or Secretary Morgentheu to give out a personal 

s tatement at Ant i bes but since this idee bed not bean 

accepted the plan for a common Tripartite declaration 

bad been developed. I explained to Rueff as I bed t o 

Couve de Murvile the delicacy ot adhering to a common 
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statement while there was doubt ae to what the French 

Government might do toward holding the tranc du.ring 

t he preparation ot and immediately attar the issuance 

ot a statement . 

Ruett promised to call me on Monday it he had 

any news to give me but was quite sure that there would 

be nothing available until Tuesday. I insisted that 

he get directly in touch with me when the Minister had 

anything turther to di scuss on th i s subject . 

Atter talking with Rueff, I put in a call tor 

Secretary Mor genthau at Antibes and talked with hilll 

at about 4 p ·•• •, I reported to hi.m my conversation 

with Rueff . He asked that I report this by cablegram to 

the Treasury which I did in my Number 1274, August 14, 

5 p.m. 

The Secretary remarked that the note from Bonnet had 

evidently put the ~atter in channels other than 

customary, that is •Treasury to Treasury•, I talked with 

Butterworth letting him know that the British control 

had sold 300, 000 pc-unds sterling tor the F'rench control 

on Saturday forenoon to hold the rate at 178 . 90 in 

London. I also gave him figures to show the weakness 

ot the American stock market on Saturday. The s ecretary 

told me that he would leave Antibes at 8 o•clock on the 

morning of llonday ot August 15. I should telephone 

h1m at 8 o •cloclc that night at the Hotel Terminus at 

Brian90D· He would be at the Hotel lee Berguee, 

-GeneTs, . . . Regraded Uclassified



- ~ -

Geneva, aroaDd 8 O' clock on TUesday evening. I should 

still be prepared to come to Geneva on the TUesday night 

train it cir cumstances permit . He asked me to beve hie 

mail torwarded to Geneva on sunday and Monday. I told 

him tbet I had taken up the matter ot his sister -in­

law's automobile; had obtained ths promise that every­

thing possible would be done ; and that a detinite 

answer was to be given me TUesday torenoon. 
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Paris, August 15, 1938 . 1'0 

l.lEt:ORANDUM ------ ----
Taylor 

Ass i stant Secretary or tba Treasury/called me 

at the Embassy at 4 . 15 this afternoon. P.e had me 

exulain the negotiations, conversations and cir cumstances 

1n which the cablegrams of Saturday and Sunday bad been 

despatched. he said that message 12?1 particularly 
matter 

hac intticatea that this currency/bad gotten out or the 

usual inter Treasury channels a.nd haQ become a matter 

of negotiation between the French Foreign Office and 

t he Department or State. He said that this was so 

being considered in Washington and the the British 

Charge d'Affaires was thinking or e reply , in principle, 

to the note from the French which bad been sent to 

the British ae well as handed to Ambassador Bullitt. 

I told !!r. Taylor that while the note bad been 

actually handed by Bonnet to my Ambassador, I was 

convinced that it had been drafted in the l•;inistry or 

Finance. In ansVIer to his question, I tol d Mr . Taylor 

that I did not think any formal acknowledgment should 

be made or this communication pending receipt from the French 

or a draft or a communique. I told him that I was to 

soeak to secretary ~orgentbau at 8 o'clock this evening 

at Brian9on . He said that be would try to get me back 

yet this evening before roy call went through. I explained 

that I had made tentative ar rangements, at the Secretary' s 

request, to go to Geneva on the Tuesday night train a.nd 

visit • • • 
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visit with the Secretary on Wednesday. I thought i t 

might be a good idea tor me to get the draft communiqu• 

trom t he French Ministry ot Finance tomorrow& take it 

to ceneva with me; get the Secretary' s reaction thereto; 

and then the two or us talk trom tbere to washi ngton, 

Par is and London as might be necessary. Taylor thought 

t hi s might be a good idea. 

.tPHif 
I 

m!C/&.11.1 

f/ 
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Paris, August 15, 1938. 

ME!!ORANDU!.! ----------
Wayne Taylor telephoned me again at the Embassy 

at 6 p . m. Referr i ng to our earlier conversation or 

this afternoon, he said that this present mat ter should 

be kept entirely "Treasury to Treasury• . He said he 

baa discussed this again with the Department or State 

and t hat t he latter was entirely agreeable to this 

idea. It was understood, therefore, that the Department 

or State had acted merely as a messenger, and that 

no acknowledgment or the French communication should 

be made prior to the receipt of a draft text of a 

common statement from the French . The matter would 

then be considered . I told Mr. Taylor that I would 

try to see that communications here come to me directly 

from the Uinistr y of Finance. 

When I asked t~r. Taylor whether be thought I should 

take to Geneva TUesday night any draft of a text which 

I might have from the French tomorrow and then handle 

the question with the Secretary from ther e, be said 

that the Secretary was the one primarily concerned 

in this matter and that I should be governed by his 

desiree. As for the Treasury, r: r. Taylor thought the 

idea satisfactory. I told him I would carry out my 

?len to talk with the Secretary at 8 O'clock and would 

cable to washington anything t hat I got fro~ the 
/ 

French tomorrow. 
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Paris, Augus t 1 6, 1938 . J;; 

At 8 p . m. August 15, I called ~ecretsry Morgenthau 

at BrisnQon, aotel Terminus, from my apartment. I 

told him thet I had talked with the Bank of France 

official late in the evening end had learned that the 

dollar re te in London had been 4.8? 1/2 . The franc 

had been held between 1 ?8 .89 and .90 with en expenditure 

of only 100, 000 pounds by the French Control, es 

compar ed with 300,000 pounds on Saturday mor ning . 

The London market \'tes quiet t her efore both es regards 

t he dollar end the franc. 

I gave the Secretary a full account of my two 

conversations earlier i n the evening with Wayne Taylor 

ss set forth in my two memoranda or August 15th. The 

Secretary was satisfied with the manner in which our 

conversations had been conducted during the day end 

was in entire agreement wi th the ides that the present 

negotiations should be strictly "Treasury to Treasury•. 

\'/hen I told the Secretar y that Tayl or bed stated that 

the Department of state felt strongly in favor of 

th i s plan, he suggested that I ask Taylor to have en 

instruction sent to the Ambassador to this effect, or 

perh&pe to him the s ecretary of the Treasury, in 

care of t he Embassy . It was decided, however, not 

to make this request but for me tc endeavor to have 

the Ministry of Finance inform me directly when they. 

had their communique ready. 
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The Secretary told me that be had reported 

directly to Washi ngton the conversation which Butter­

worth had had with Pbili pps.trom Antibes. The Secretary 

said it had been suggested that tbe British Financial 

counselor acquaint me with the text or the communique 

which the Br itish would d.rart. I thought this would 

probably not be carried out since Rowe-Dutton is now 

i n Ireland on his holiday. The Secretary suggested, 

t herefore, that I get 1n touch with Butterworth at the 

Embassy in London to which city be bas now returned 

sometime before Butterworth leaves tbe office this 

evening and learn trom him what information he has in 

regard to the draft. If I obtain the French draft today 

the Secretary desires that I proceed to Geneva on the 

Tuesday night train as originally planned. If I do not 

have the draft I am not to leave Paris. In any event 

I am to telephone tbe Secretary at t be Hotel les Bergues 

at 8 p.m. on Tuesday night. 

The Secretary d e sires that no acknowledgment of 

the French note be made from washington at present and 

that no action whatever on this note or on the draft 

that may be r eceived from the French be taken 1n 

1'/aehington before he baa had a obance to study i t and 

communicate with washington . 

The Secretary asked whether I bad kept tbe Ambassador 

i nformed duri ng tbe boliday as to my action. I told 

him I bad not communicated with the Amba ssador directly. 

The • 

• 
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The coae room had, however, given Mr. ortie who wae 

with the Ambassador throughout the week-end, the 

substance ot my telegr~to Washington, thus ex­

plaining what action I had taken. 

At 6.45 this morning I telephoned to Mr. Ruetr 

rrom my home and the latter agreed t hat they would 

t ry to get a communique directly to me today whioh 

I could cable to Washington and take to Geneva tonight. 

!D!C/ame 

• 
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Paris, August 16, 1938, 

t~ Et:ORAtlDUU ----------
At 12.15 I took Dr. Goldenweiser and tt.r. M')rria 

ot the Federal Reserve Bank in to meet the Ambassador . 

After a short visit, the Ambassador called me back into 

his office . He mentione.d the tel egrams I had sent, and 

asked it there had been any message subsequent to that 

prepared on Sunday evening, August 14 . I told him there 

had been no further message, but that I had talked by 

telephone with Wayne Taylor at Washington and with 

Secretary t:orgenthau at Brian\)on, both l.:onday evening . 

I told him that it was understood that no ackn~Nledgment 

of the note should be made ; that a draft of the communicp e 

was to be awaited and then considered before any reply 

was g iven; that Secretary Morgenthau desired to be kept 

constantly i nformed ; that he wanted me to bring a draft 

of the communique to him in Switzerland before any 

action was taken on it in ~ashington ; and that he 

desired the matter to be kept be~1een Treasuries. 

The Ambassador asked me if Mar cbandeau was in 

town. I told him that I knew Rueff was here, since I 

bad been in touch with him, and I said that ~archandeau 

was supposed to be back this morni.ng. I said I was 

doing nothing until I beard from the French Ministry 

of Finance with resoect to the cotllllunique. He stated 

that be likewise would do nothing; that it was up to 

the French. As I left his office , he also departed 

taking • 

Jb 
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taking Clarence Streit with him to lunch. At 4 .15 

the Ambassador called me in to show me a cablegram 

which he said would amuse me. Be had just drafted 

it reporting his conversat ion with Marcbandeau whom 

be had "met at lunch" •. The Ambassador said that 

var chandeau bad stated that I bad told Rueff that we 

wanted a text of a cowmunique from them as soon as 

~ossible . I corrected this, to the effect that I 

had told Rueff simply if they wanted a co~unique at 

en early date it shoul d be g iVen to me so that I 

coul d get Secretary Mogenthau•s opinion thereon. 

couve de t~urville had origi nally i ndicated that they 

wanted to i ssue the statement on TUesday . consequently 

I had e'xpla1ned t he need for s peed in getting a 

t ext to me . I emphasized that I bad not discussed the 

advisability of a communique a.nd bad not in any sense 

ur ged t he French along the idee. of t he issuance of 

a common statement. I told the Ambassador, however, 
a little' 

that the market was/bet t er today and that if the 

French eX9ected to issue a triangular statement at 

any time , tbiscallmrperiod would be propitious. The 

4mbassador understood this. 

I s poke agai n of Secretary Morgenthau•s desire 

t hat I should come to Geneva i f I had a text of the 

communi que. I told the Ambas sador that I would 

telephone Rueff before goi ng home to dinner tonight 

t o s ee if any text was to be prepared today or tomorrow. 

The • •• 
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The Ambassador agreed to this . It wes understood 

that I would telephone Secretary ~orgenthau at 8 

o'clock , giving whet information I might have from 

Rueff end also transmitting to the Secretary the 

substance of the Ambessedor •s telegram of this after­

noon in regard to his conversation with ~erchandeeu. 

I told the Ambassador t he t QY departure woul d then 

depend on the Secretery •e instructions. The hMbessedor 

said he woul.d have contacts with none of the French 

Government people the next dey or so. 

The Ambssedor told e1e that he had let ur . Msrchande~>u 

know that the Secretary was traveling through Rheims . 

ll.r . Merchandeau said he would like to entertain !.lr . 

Mor gentheu in his home town . Consequently the Ambassador 

wanted to know whether the Secr etary woul.d be available 

for such entertainment in Rhe1me or whether he is coming 

throu~h ?aria and if so, w~en, so that the Ambassador 

may make arrangements to take cere of him at the ~bessy 

residence. 

I telephoned the Embassy at London at 3 .30 asking 

for w.r. Butterworth but wee told that he was still on 

his holiday. I then asked for l~r. Johnson and wee 

informed that he would not be in until 4.30 p .m. At 

5 o'clock I telephoned Rueff at the Cinistry of Finance . 

I mentioned the Al!lbessador• s talk with l.:inister t:archandeau. 

Rueff was not aware of ~his, having notseen the Ui nister 

since noon. I told Rueff that I ce1·tainly was not 

trying •• • Regraded Uclassified



- 4 -

trying to recommend or encourage the i seuanoe ot a 

joint statement. I let him know, bowe•er, that my 

plana tor going to Geneva depended somewhat on 

knwo1ng whether we were to upeot a dratt text today, 

tomorrow or in the near tuture. ae ·said they bad not 

determined in so tar as he knew, whe t her a dratt text 

would be drawn up but that be would get in touch with 

Minister Uarchendeau. 

I called the London Embassy at 5. 45 p.m. counselor 

Johnson told ms Butterworth bad not returned and was 

not expected back betore the end ot the month . He 

t hought Butterworth would visit c ent r al Europa a.tter 

leaving Antibes. I told Johnson I though Butterworth 

was perhaps returning now to London and asked that he 

telephone me at my home tonight betore 6 o•clock it he 

should show up. 

At 6 .10 I talked by telephone with Cariguel. He 

said he had experienced another bad dey, like last week, 

although the losses were not quite so large . The Control 

had yielded 1,400,000 pounds, to keep the rate at 1?6 .90. 

Three months sterling pr emiums had been reduced from 

? 3/6 to 6 l / 4 , but this was due to inte~ention and 

consequently de•oid ot an.y significance. 

At 6.35 Ruett , whom I bad called earlier in the 

atternoon, telephoned me trom the Ministry ot Finance . 

He said it wee not likely that t hey would continue to 

look tor a joi nt declaration. The British had been 

round • . . 
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round not very ravorable thereto. The original French 

idea had been tor a unilateral declaration by Secreta.ry 

tlorgentheu. Rueff did not thi nk they would proceed with 

the idee. or e. triangular statement. Uarche.ndeau will 

see the Prime Minister tonight and reach e. final decision 

on their plans. Rueff said that it I delayed my trip to 

ceneve. until ·:/ednesde.y night I could obtain rrom him 

rull information as to the French decision. If I 

tind it preferable to go to Geneva tonight, I am to 

telephone Rueff at his home arter speaking with 

s ecretary L:orgenthau at 8 p .m. end arrange for Rueff 

to inform me by telephone tomorrow as to developments. 

Jn:C/amll 

IP 
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Par is, August 17, 1938. 

IIEMORANDUK -- --------
From my apartment I put in a call tor Secretary 

Morgenthau at the Hotel lee Ber gues , Geneva, last 

night at 8 o'clock. He had not ye t arrived at the 

hotel. At 8.45 he telephoned me from A1x-les- Ba1ns 

saying that the trip had taken longer than he had 

anticipated. He would go on to Geneva later 1n the 

evening. He asked that I telephone Lieutenant UcKay 

at the Hotel les Bergues to l et the latter ~~ow that 

he would arrive between 10 and 11 in the evening and 

(.( 

that he desired that the manager or another representative 

of the American Express be at the hotel at that time 

to discuss plans. 

I gave the Secretary the developments of the day 

and paraphrased to him the Ambassador's cablegram 1280 

of August 16, 5 p . m. I told him that I bad not been 

able to get 1n touch with Butterworth. The Secretary 

told me that Butterworth should be back in London 

very soon. 

I told the secretary also or my conversation 

between 6 and 7 o'clock yesterday evening with Rueft. 

The Secret ary said that 1n the circumstances I remain 

in Paris today and s~e what the French had to say to ua. 

In reply to my questions , posed at the instance 

of the Ambassador , the Secretary told me to thank 

Kr. Bull1tttor his otter or hospitality, but that he 

• 
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did not intend t o peas through Paris on hie way t o 

Havre. '.Yith respect to the possibility ot visiting 

~:arche.ndeau wh1J,e •passing through Rhei ms , the secretary 

said he would let me know his decision when he next 

spoke with me and was surprised that his itinerary had 

appeared 1n the French press . Attar the above con­

versation was ended I called Lieutenant McKay at the 

Hotel las Bergues (Geneva 26-645) and gave him the 

Secretary's message. 

l then came to the Embassy and sent cablegram 1 283, 

Aur.ust 16, 9 p . m. reporting the dara market . At 10.30 

Butterworth celledme from London to let me know that he was 

back end to enquire as to my call · tor him earlier i n 

the day. He had been delayed since be could get no 

direct plane from southern France and had to travel 

via zurich. I let him know that t here ~~s considerable 

doubt as to whether the French would press tor a 

triangular statement. he said be bad, ot course, bed no 

time to get in t ouch With Phili pps since be had arrived 

in London only at 8 o •clock but that he would see 

him today end would telephone me this afternoon. 

The lest instruction which the Secretary gave me 

in the call or last n i ght with AiX-les- Bains was to be 

ready to rece i ve a cell trom him between ~ and 10 

o'clock this morning. The call came through at 9.45 . 

I told the Secretary there had been no word from 

Washington or trom the French Ministry or Finance . 

1n • • • 
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in regard to our question. It was still to ea.rly tor 

Ruett to call me. I told him the press had no news or 

particular interest this morning. 

The Secretary asked me to tell the Ambssador that 

he had no intention or seeing Marcbandeau in Rbeime, 

He will travel incognito rather than have any sort 

ot otticial contact there. The Secretary was most 

appreciative or the hospitality ortered by the ~linister 

or Finance in Paris but insisted that be is now simply 

traveling . The Secretary told me that his son, Henry III, 

would arrive i n Paris Thursday morning end asked me to 

reserve a single room for him at the Hotel La Perouse. 

I was instructed to call the secretary at the 

Hotel les Bergues at 12. 50 today noon to let him know 

if I bac1 recei ved any word from the ~!1nistry or Finance. 

The Secretary planned to go on to l!.ontreux this after­

noon and would have a busy day there tomorrow. He 

thought it y;ould -oerbaps be pretereble, therefore, 

tor me to meet him at Basal where he would be stoP~in~ 

at the Hotel Three Kings on Thursday night and Friday. 

I told him that I had considerable materiel to go over 

with him. He said he understood end pr eferred to see 

me on a quiet day such as Friday pr omised to be rather 

than while running a round Montreux. A final decision 

was to be made, however, when I talked with him at 

12.50 . He would t hen tell me whether to forward his 

mai l on to Basel on the ette1~oon t~ein. 

The s ecretary asked whether I thought be should 

If 
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gat in touch with any Swiss officials . I asked it he 

oeant Geneva. lie said no, he was thinking or Bach-

mann . I than asked if he planned to go to Zurich, He 

replied, no, that he had chanc ed to Basel. I recommended, 

therefore, that althoup;h Baclunann bad written me in­

dicating how much be would enjoy welcoming Mr. 

l~ortentbau if be came to Zurich, 1t would not be advisable 

t o ask the latter to coae to B~eel. This might g ive 

rise to mora rumors wbicb the Secretary said he desired 

to avoid. It was also understood t hat there would be 

no visits with B. I.S . officials . 

I called the Ministry or Finance et 10.15. Ruett 

was with the Y.inister but bis secretary promised to beve 

him call me as soon as he returned to his office. 

It i s observed that the train on which I had a 

ticket tor Geneva does not go through L:ontreux. 

At 11 o'clock Rueff celled ne to let me know that 

t here was absolutely nothing new decided at the 

!.:1nistry or Finance. He saw no reason wby I should not, 

t herefore, proceed to Switzerland this evening to visit 

with Secretary !{.orgenthau. I told hi m that I might delay 

until Thursday, since the Secretary would be traveling 

this afternoon and tomorrow morning . I t was understood, 

t heretore, that I should get in touch with Rueff before 

I lett . I offer ed to come over to see him but be said 

t here was absolutely no further developments in the 

s ituation and nothing t urther in regard to a co~unique. 

I did • • • 
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I did not, therefore, press ror an interview. 

At 11 .15 the Ambassador called me to his room. 

Be asked me whet was new. I told him that after 

peraphras1Dg to the Secretary or the Treasury the 

Ambassador's message 1D regard to his talk with 

uerohendeau, it was decided t hat I would no go to 

SWitzerland ror t he present. I had talked with the 

secretary or the Treasury t hi s morning end I com-

munioeted to t he Ambassador the Secretary's plans, 

that i s , not to return to Paris and preferably not to 

be received by l~archendeeu at Rheims. The Ambassador 

said he could ~endle this letter point elrieht since 

the Mini ster bed not yet actually brought it up. I 

t old t he Ambassador that I had checked with Rueff 

yes t erday evening but had received no word of any new 

developments . He agreed with me that we should not 

take the 1D1tietive now but leave the Ministry of 

Fi nance alone . It was planned, t herefore, that I 

should check again with Rueff before l eavi ng Par is, 

if it should be decided that I em to join the secretary 

later in the week in switzerland . 

~iss soelberg reserved a single room with bath 

tor Henry Morgent heu III at the Hotel le Perouse tar 

Thur sday morning. If the exact hour or his arr ival 

is uoerta1Ded the Hotel le i>erouse will be glad to 

m•c/em. 

• 
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Parle, August 17, 1938 . 

MEMORANDOU ----------
At 12.50 noon today I telephoned Secretary 

Morgenthau at the Hotel lea Bergues, ceneva, as 

instructed when I talked with him earlier in the 

forenoon. I told him or my conversations this 

rorenooo witb the Ambassador a.nd with Ruetr . 

The Secretary told me that he was going on to 

Uontreux this afternoon and desired that I have 

Butterworth call him at 10 o•clock sharp at the 

l~ontreux Palace. I had told the Secretary or my 

conversation with Butterworth late last night and 

or the latter' s promise to telephone me this after­

noon after he had s poken with Philipps . 

The Secretary instructed me t o stay in Paris 

until Thursday evenins, since he would be traveling 

around ~ontreux on Thursday and preferred to see me 

qu ietly at Basel on ?riday . I am to bU/ a ticket to 

Basel tor Thursday night and leave at 10.50 arter 

checking up with the Secretary by telephone on 

Thursday at the liotel Three Kings at 9 p . m. The 

Secretary asked it I did not think it really worth­

while for him to get in touch with Bachmann while 

at Basel. Be wanted to know it it woul d be 

necessary tor him to see the SWiss Uinieter or Finance 

at the sacs time. I told him that I could easily 

get Bachmann, as Head or the central Bank, to Basel 

tor a •• 

' 
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t or a conference ; but that s i nce he, t he Secret ary , 

had been insisting on me having con tact both with 

the :>wies Minister of Finance and the cent r a l Bank, 

it might not l ook right unless he also got in touch 

with the Swiss Min i ster of Finance in the circwr.s tances . 

I t old him that he would get very little out or either 

t he Swi ss officials; t ha t they were more likel y t o 

endeavor to pum~ him for i nf orma t ion. J t was decided 

not t o F:B t i n touch wi th e ith er Dachcann or the 

l' i nister of Fi nance . The Secre t ar y asked me t o forward 

hi s mail thi s a fternoon to the Eot el Three Kings, 

Easel. I told t he Secreter y ot the iteru in th i s 

mor ni nc •s London Ti mes in regard to a t tacks on t he 
talks 

nound end f r anc, end of Tripart i te/in Paris in which 

t he American Ambassador , the Br iti sh Char ge d'Affaires 

end Bonnet were involved. 

uessrs. Coldenwei ser and t·or s e ot· t he Federal 

Reoer ve Doard were i n rny office while the above con­

ver sation was goi ng on s ince they were coming home with 

me tor lunch. I told t he s ecretary they were here and 

he spoke tor a moment wit h Dr . Coldenweis er . 

At 3.2o p .m. Wayne Taylor told me that he hed 

~ us t talked Hith Butterworth end that the latter would 

s end me the text of en important messece setting tor th 

his conversat ion with Philippa . Taylor gained the 

i<lea from the remark s of Butterworth who did not f eel 

f ree to g ive ~etail s over t he telephone that t here wes 

somet hing serious going on end that t he week-end would 

SolS • 

l l 
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see a ma Jor development. I told Taylor t hat I was 

instructed to have Butterworth phone the Secretary 

at Montreux at 10 o•clock tonight. I stated further 

that I wee to talk with the Secretary at g o•clock 

tomorrow night at Basel, end then to proceed by the 

10 . 50 trbin to Basel, where I wee to visit with the 

s ecretary on Fr iday. I told Taylor t hat I thought I 

had i .n mind from talks or some days ego et·the Bank 

or France what the Frencli might have under ccnsld eration. 

Be t old he to check back ~itb him atter getting 

Butterworth 's message end prior to leaving t or Basel 

Thur sday n i gbt . I told him that I woul d ?robably cell 

him around 4 o'clock Thursday afternoon. In cenclusion 

I reoorted that t he Paris exchange mar ket was more 

quiet today although the i mprovement in t he forward 

trenc had not been held . 

At 3 . 55 Butter~orth celled oe troc London . He said 

t hat he had just talked with Taylor. I added I had like­

wise just finished a conver sation with him . ButterHortb 

s t ated that be had received materiel tor an important 

message trom Phili pps , that t h i s was being coded by 

t hree code clerks and that a copy was being sent by 

cablegram to Paris . He asked that I have arr angements 

made tor the prompt decoding or this message this 

evening . He thought I shoul d take it to the Secretary 

tonight. I told him or IDY i nstr uctions to remain in 

Paris until the Thursday night train when I was to n roceed 

to . . • 

• 
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to Basel. Butterworth thought this message so im~ortant 

that I might see tit to go earlier. , He did not t hink 

it should be transmitted by tele~bone to the s ecretary. 

I told him that I would stand by and do whatever was 

possible and seemed advisable erter the message ••as 

decoded. I told him that 1f I remained in Paris tomorrow 

I would check back with him by t elephone . I added that 

I mi ght even telephone the Secretary at ~ontreux tonight 

arter he, Butte~vorth, bad spoken to him. 

I:!L:C I am e 
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Paris, August 18, 1938. 

MEMORANDUM -- --------

At 5. 15 yesterday afternoon I celled upon cariguel 

at the Bank ot Yrance by appoi ntment. He told that be 

bed experienced another bad dey, having lost over one 

and one-half million pounds . The demand tor sterling 

was still continuing whilll I was at the Bank . I re-

~erked that traders were under the impression that the trend 

bed not been s o definitely against the franc yester-

day. He stated that the mar ket bed been more quiet 

in the morning, both in Paris and i n London, but 

that after t he official trading began the pressure 

both on the franc and sterling bad commenced . The 

British Control bad given both gold and dollars . 

I told my friend that I understood there was 

something in the air, but that I bed received no 

intimation from the French Ministr y ot Fi;::ence as to 

whet to ex,ect. He said that be likewise was unin­

t orned, but that the Governor himself wee i gnorant 

of what would happen . He mentioned the market gose i , 

which I bad not beard, to the effect that ~erchendeeu 

might resign. He even understood that the res i gnation 

bad been written out yesterday morning. Most confidentially 

be tqld me that t here wee t he usual undercutting in 

t he Cabinet end that Daledier had told t he Governor 

not to pay any attention to uercbandeau• s talks with 

London • 
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London. I~Y friend said that Daladier hac:. not attempted 

to conceal his poor opinion or his own Uiniater ot 

Finance. Cariguel thought that the public opinion 

was definitely against further devaluation or the 

franc. '.'/bile Daladier had in the past weakened 

occasionally toward exchange control, my ttiend did 

, not thi~ he was favoring it just now . ~private 

banker who eold the curr encies , tol d my friend that 

yesterday the countess who i s a very good friend 

of the Minister or Justice , Pa~ Reynaud, had pur­

chased 14 one hundred dollar bills. The foregoing 

information was incorporated in my cablegram 1287, 

August 17, 6 p.m. 

At !5 .45 I called on Rueff at the tJinistry of Finance , 

without having fixed an appointment. Rueff opened the 

conversation by stating that he supposed I had heard 

the market gossip . I asked if he meant in regard to 

the Cabinet , He replied, yes, but insisted he knew 

nothi ng about it , and should not be quoted in a metter 

which concerned his Chief. I told him that I 

appreciated his position but was anxious to have any 

word or communicat i on which the French des i red to give 

us to come directly for prompt transmission to 

Secretary Morgenthau . I told him how much better 

feeling and impression this made than for us to learn 

things in a round about way. I told him that I was 

leaving for Basel on Thursday night to meet secretary 

uor genthau 

7/ 
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corgentbau. He asked me to clear with him betore I 

lett, and promised again to give me anypertinent in­

formation that be might have on the situation. 

Betore leaving the Embassy I ar1·anged with Mr . 

~urray, Chiet Code Clerk, to be on the lookout tor any 

messagestrom London. I told him clerks should be kept 

constantly on duty until the messages were received 

and decoded and that I should be informed as soon as 

the messages arrived. At 8 o'clock Mr. Bastiennello, 

or t he Code Room, telephoned me at my home that a 

message trom London had Just been received and that 

he and Falvey would decode it at once and would try to 

bring the message to my apartment within an hour. I 

told him not to delay on account or garbles and to bring 

the message written in pencil as decoded . 

A tew minutes later ~~ . Bastiennello telephonedme 

t het a second message bad come tor me trom London. I 

t old him to work it out and then handle the two together. 

At 9 . 05 p. m. Butterworth called me trom London. Just as 

our converaation ~egan , ~r. Bastiennello arrived with 

Butterworth's two messages. I bad him hold on while 

1 glanced . through t hese. Butterworth was insistent 

that I take the 10.20 train tor lr.ontreux and deliver 

these meesageeto the secretary at ~ontreux this mornin&. 

Without giving precise information I said 1 had been 

in touch with the Fr ench last evening and had cabled 

th~t there were dttricultiea within the Cabinet whi ch 

might • • • 

-
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might lead toe dlae•~and/or res i gnation or ~arcbandeau . 

I explained to Butterwotb that I thus bed the basis 

from which his cablegrams arose and that since Paris 

was the center or interest I t hought I should remai n 
I 

here today and see whet/ei ght receive from the French 

offi cial s. I insisted that I should not lea•e Paris 

without clearlng with the secsr etary . Furthermore, any 

Franco pr oposition should come dlrectly to us and t he 

French knew I planned to be i n town today and I felt 

it my duty to stay here and give them an opportunity 

of approaching us before I lett tor Basel as scheduled. 

I explained that t he Secretary had a touring schedule 

arranged for today but bad planned Friday tor a quiet 

day of rest and s t udy . I thought that the Secretary 

ough t not to be rushed by a proposition coming in­

dir ectly, and I was not ~~lling to take these messages 

down to Switzerland and try to tulk with t he s ecretary 

while drivi ng around the country . Butterworth thought 

tte Secretary should cancel his tours end perhaps be 

r eady to come to Paris. I d i sagreed with him. I told 

Butterworth t hat the French know that once we have been 

approached by them we must have time to make up our 

minds on whatever ie submitted. Butterworth sugges ted 

as an alternative that be telegraph the messages which 

he had given to me to the Consul at Geneva and ask the 

latter to aecode thvm _ye t last night and get them to 

the Secretary before the latt er lett uontreux this 

mo rning • •• 

. . 
• 

' 

Regraded Uclassified



- 5 -

mor ning. I advised Butterworth to taka no action 

along this line until he had ~alked with the s ecretary 

at Montreux, as the Secretary had requested him through 

me to 4o. I doubted the willingDass ot the Secretary 

to have this under t aken . 

At 10 . 15 ~ .m . I put 1n a call tor the Secretary 

at L~ontreux and ~ot communication at 10.40 p.m. I 

told him that I hoped he approved of my decision in 

not complying with Butterworth's suggestion t hat I 

leave Paris hurriedly last night , without having a 

clearance with t he Secreta.ry, to take Butterworth's 

~essages to ~ontraux. The Secretar y said that Butter­

worth in h is conversation a few minutes earlier had not 

mentioned this suggestion but had the idea of tele­

graphing ~he messages to Geneva. The Secretary 

had disappr oved this and thoroughly approved my decision 

to stay in Paris and to receive dire~y from the 

French such pr opositions or into~ation as they 

might care to submi t to us prior to my scheduled 

departure, known to Rueff as tor Friday evening. The 

Secretary told me that he bad not known that I had 

Butterworth ' s massages and that he had approved the 

i dea ot the latter coming to Basel by airplane on 

Friday eva~ing t o discuss t he British proposition, 

provided conditions permitted Butterworth to leave 

London. When I arplained that I had the meseagas 

under reference, the Secretary seid that the 

inetructioua • 
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instructions should stand since it would be bett er 

tor the three or us to get together tor a talk at 

Basel than to continue to try to handle the matter bT 

telephone. He told me to follow my plans; to telephone 

hi m at t he Hotel Three Kings at 9 o'clock tonigbt; 

and definitely to proceed to Basel on the Friday 

nipht train. I gave him the developments of the day 

end told him ct my conversation with Wayne ~eylor. 

J told him that the French situation was acute, but 

had been bad for several days, and that I thought the 

schedule which the Secretary had worked out was 

satisfactory . It was understood that I would 2romptly 

inform the Ambassador this morning of the messages from 

London, of our conversation ot last night, and seek 

any message which the Ambassador mi ght desire me to 

carry to the Secretary tonight . 

The Secretary asked me to endeavor to find out 

at the Embassy today where Herbert f eis is, so that 

he could be found if necessary. The Secretary said thet 

Henry III had lett Switzerland tor Paris on l ast nigbt•s 

train and was slightly indisposed. He had told Henry 

to get in touch with me and I assured the Secretary 

that I would be glad to do anything necessary aJXI 

arrange for my doctor to see his son. 

When I arrived at the Embassy this morning I 

turned over the draft copies ot Butterworth's two 

cablegrtlllll ot last night to the Code Clerk' and asked 

that • . . 
Regraded Uclassified
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t hat t hey be put 1n torm at onoe t or showing to the 

Ambassador and to Mr. Wi lson. A message was coming i n 

tor me trom Wayne Tayl or wh1oh I asked them to decode 

tor me as quickly as possible and get to me. At 10 

o•clock i t was arranged t hat w.r . Wilson should see 

ms to discuss the situation. 

HMC/au 

,, -
7/, 
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Paris, August 18, 1938 . 

ll l!! M 0 R A N D U ll ------ -- --

~o:r. \Vilson came in to see me at 10.15 a.m. I 

went over with him the developments of yesterday 

ana told him fully of my conver sations wit h Butterworth 

and Secretary r.:or genthau. ::r. \"Tilson s creed that it 

would have been wrong for me to have proceeded to 

t'ontreux last ni ght . He thought we should see whether 

t he French had anything to offer us directly today. 

While I was talkins with t.:r. liilson, ~:r. Offie said 

said the Ambassador was coming i n to keep an appoint­

JLent which he had sought with t.:onsieur Bonnet. I 
a 

told Offie later t hat I had given r.:r. ~ilson/full 

account or the situation t o date but that I should 

like to see the Ambassador to lear n whe t her he 

baa any message tor me t o take to the secretary. 

This forenoon there was decoded the confidential 

mes s age 5?1 from !lr. Taylor to me. I do not see 

t hat t his changes anything done or said so far. I 

ac at a loss, however, to know what the J.:ollliick­

Daladier statements are to which this cablegr am 

refers . 

At two o•clock I telephoned the Hotel La ? erouse 

but was informed that Henry III had go~e out. I 

baked that word should be lef t tor him to call my 

home •• 

T7 
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home after 7 o'clock. 

At 3 p .m. t he Ambassador called me to his office . 

t:r. :ilson was then. The Ambassador said be bad gone 

over the various telegrams . I asked hiJD it Ur. Wilson 

bad recounted to biJD my conversations with Butterworth 

end t he Secretary. He r eplied affirmatively. He 

expressed t he opi nion t hat t he present problem was a 

French one and t hat neither the British nor the Americans 
any 

should take/initiative . .1e Americans should retrain 

from taking any lead. It we started something which 

oay not wor k out entirely satisfactori ly tor the French 

we would be the ones blamed. Kr. Wilson referred in 

this connect i on to the article in the London Times or 

today vthich bl ames somewhat Secret ary L:or genthau•s 

visit to Europe ror the weakness or the trenc and the 

rush to gol d . 

The Ambassador seemed or t he opinion that Parliament 

would either be called to consider exchange control 

or t he present Gover~~ent would let the franc slide 

which would cause a cabinet cris is and involve the 

calling or Parliament in special session. I asked 

t he Ambassador it he knew anytbi.ng about the Dalaelier­

t:onn1Ck statements referred to 1n ~layne Taylor• s 

telegram, since I knew nothing thereof . He replied 

negatively. 

I told the Ambassador that I was carrying out 

~ schedule to go to Basel this evening end that the 

Secretary 

• 
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secretary wanted me to bring any message that the 

;.mbeaaedor cared to send. The Ambassador bed nothing 

further the.n the above to convey to the Secretary, 

except to tell him to keep cool. The Ambas~~~r was 

seeing Bonnet at 4. . 30 end promised to let me know it 

he bed any additional word to s end .the Secretary. The 

Ambassador did ask me to remind the Secretary that one 

road trom Rheims to Havre goes by his country home at 

Che~t illy and that the other passes only 10 miles 

diste.nt. It' the .Secretary desires to talk with the 

Ambassador again before leaving France, the Ambassador 

hopes the secretary will arrange to stop in quietly on 

him at Chantilly. 

At 3 . 50 !l · m. l!.r. l.:illard of the London Embassy 

telephoned me that Butterworth had left at one o'cl ock 

by airplane tor Sasel and would be et the hotel Three 

Kings . 

Assistant Secretary ·:layne Taylor called ce from 

riasb i ngton at 4 p .m. lie said t he news ticker was carry­

ing two stories today: The first to the errect that 

Secretary end !f.rs. ~:orgentheu were beck in Paris for 

e visit nrior to departing to the United states, end 

second that Prime l.linister Deledier had i ssued e 

co~munique denying any intention or devaluing tbe French 

franc or or nutt ing on exchange control . I told ~.r . 

Taylor that the first report was entirely incorrect. 

Henry III bad coce to Paris this morntnc , but t:r. and 

l:ra. ~:orgenthau were in Basel where I am ,;>rcceeding 

tonight 

rr 
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toni£bt. As to the Daledier statement, I tol d him 

I had not yet seen i t but would pr obably find it in 

this evenin~•s pr ess and would communicate the text 

t hereof . ~r. Taylor thought this tended to confirm 

the correctness or the reasoning upon which hi s 

oeblsgre.m t o me of last ni ght was based . I tol d Mr . 

Taylor I had received no word from the French Uinistry 

or Finance today but would check vtith Rueff before 

leaving town tonight . I told hie that the Ambassador 

bed requested an intervi ew with Bonnet for 4 .30 th i s 

after noon and that a cablegr~ or some interest might 

be based thereon. I gave !Lr. Taylor the day•s market 

news and !? rO<n issd to · ca). l him back yet this after noon • 

if anything startling should develop . I telephoned 

Rueff's office at 4.15. I was informed that he was in 

a conference end probably could not call me back before 

another hour. 

In the Paris soir Deladier•s statement appears. 

I em having it translated end incorpor ated in my 

cablegram of this evening. 

At 5 .30 I talked with cariguel by telephone. He 

told me he bad los t over 3 million pounds and that 

Deledier•s sta tement bed helped ne i ther in Par is nor 

in London . He sai d that neither be nor the GOvernor 

knew what the Prime Kiniater had in mind tor the 

br oadcas t on sunday which the communiqu6 or today 

anti c i pated. He said t ha t s i nce t he Prime Mi nister 

woul d approve nei ther devaluation nor cont rol he 

.mi ght • • • Regraded Uclassified
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might have the idea ot appreciating the franc. He let 

me know that efforts in this direction today bed been 

both vein end costly. He stated that the Governor 

bad been pressing the Prime Miniater strongly tor 

drastic action by the Government toward improving the 

economic and budgetary s~tuation. 

Since I was unable to get Ruett at 6 o•clock by 

telephone, I te~ked with couve de ~urville. He said 

Ruett was with the ;·inister where they were working on 

Oalac1er•s broadcast statement, but had not yet come 

to agreement even on the general l ines thereof . He 

interpreted today•s communique as i ndicating t hat the 

Government was a?peal1ng to tbe French people and that 

no approach to the United States Government was likely 

in the immediate tuture. 

R!lC/ama 

91 
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Paris, Augus t 20, 1938 . 

MEMO RANDU M ---- --- ---
In accordance with instructions given ne last 

night while visiting s ecretary L:orgenthau at s trasbourg, 

I have th i s morning informed Kessrs. ~acArthur and 

Offie that the trunks and other baggage of the 

Secr etar y and his party now held at the Embassy should 

be forwarded at once to Havre by the most reasonable 

method which would ensure their being placed on the 

s . s . Normandie Augus t 24t h . 

I am forwarding t his mor ni ng , Sat urday , ell 

mail in the Embassy frr Secretary L:orgentheu to him 

in care of the Or and Hotel, Ami ens. !.:onday• s mail 

shoul d be forwarded to the Hotel de la Paste , Rauen . 

Thereafter any r.ail should be held for tre.nmission 

by some one on the Korcandie boat train for delivery 

t o the secretary on the ship . 

The Secretary asked me to call him Sunday morninG 

at 9 o' clock at the Orand Hotel, ~snoy, t o give him 

any current news. His hotel at Rheims is the Lion d•or . 

A5 requested by the Secretary, I have asked ~r. 

Offie to express ~r. ~orgenthau • s thanks to the 

Ambsssadnr for hi s kind invitation, but to say that 

side tr~ps to various points of interest out from 

Rbe ims and Rauen will make it impossible for the 

Sacretary to visit Chantilly en r oute to Le Havre. 

:/! .:Jf/.-( 
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Paris, Au~st 21 , 1938. fJ 

LlE!lORANDUI.I --- -------
After concluding my final memorandum of ~ugust 18 , 

the Arobassador called me to his office between 6 and 

7 p.m., and permitted me to read a dr aft of a telegram 

which he has based upon hie interview shortl y before 

witl ~r. Bonnet . This was cablegram 1303, r.ugust l E, 

7 p .n . ~. Bonnet had insisted that the ? r ime ~i.nister 

bad no intention or letting t he franc be devalued 

further or of imposing exchant~e contr ol . his week-end 

speech would suggest modification in the 40 hour lew. 

Furthermore , Daladier had no i ntention of resigni ng . 

The Ambassador had asked me to tell Secret ar y !{.orgenthau 

that he thought the Secretary should "sit tight" am 

let the French worry out their problem. He was of the 

Oll inion that the Gover nment would have to resign when 

t he franc started to slide, as he thinks it ·-•111, or 

'Kill have to cell a sneoial session of Parliament to 

consider exchange control, which likewise ·Nould IJ:esn 

the end of the Delsdi er Government. 

Befor e leaving the Embassy I arranged for the 

Code Room to make a copy of the Cablegram No. 1303, 

which was del ivered to n.e at my apartment shortly 

before 9 o 'clock by !{.r. Falvey or the Code Room. 

At 9 o'clock I t elephoned Secretary ~orgenthau 

at the Hotel Three Kings , Geneva, as had been arranged. 

I again r eferred to Deladier•s communique and the 

Secretary . . . 

• 
• 
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secretary took down the important passages therein. 

I told him of the i nformation contained in my cable­

gram of Thursday and of my t-.lk with Assistant Secretary 

of the Treasury Taylor. I summarized aeea!riiBS~!'f the 

message on the Bonnet conversation. In view or the 

~~~~~t~ I had obtained directly from Cariguel 
A 

at t he Bank of France and from Couve de ~urville at the 

:.inistry of Finance, I felt t hat I could assure the 

Secretary that no action was required on his part over 

the ~~ek-end and certainly none was expected by the 

French . ~verybody ~as awaiting t he Daladier broadcast 

to see if any new policy was envisaged and how it mi ght 

be received . As i nstructen by the Secretary, ! left 

Paris at 10 .50 p . m. Thursday nieht August 18 , taking 

with me mail for the Secretary and all of my recent 

co:munications end memoranda pertinent to the French 

financial situation . I arrived at Basel at 6. 22 ?riday 

norni ng. Shortly after 9 o ' clock the Secretary re­

ceived c;e alone with Lr. Butterworth, in his a;>artmert;. 

t utterworth reviewed his tile of cables and gave a 

sun~~ry of t he Br itish Treasury opinion upon the present a,,...._.,._,.,. f ,v-, / 
French situation . I read the Daladie:o: 11i81!18J'IIl~<l·~ end ,.., 
the Bonnet telegxB.Ll which convinced the s ecretary t bet 

t here was nothing r equired of blm over the week-end . 

He ~~ sent a cablegram to ~ashington tp this effect • 

.. a toured Basel the rell'ainder of t he forenoon and then 

the s ecretary end hi s f amily had Butterworth and me to 

lunch • 

' 

. . 
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lunch with them . 3utter~orth returned by airplane to 

London at 2 . 50 p .m. s hortly after ~ o•clock the ~ec­

retary and I talked alone for a short time, concerning 

rty work in ?aris and the French situation . Since it was 

1ecesaary to terminate the conversation before it was 

concluded , in order not to miss certain sights in colmar, 

t ue :::.ecretery ast:ed that I proceed to Strasbourg by 

t rain, alone with his nide , \~bile he ar:d his fBL1ly 

traveled by ~otor car. ~erore leavine easel I went t o 

t t e J .I.S . and celled on General l:anacer Auboin. Re 

and Ven Zeeland and P1lotti or the B. I .S . bed lett their 

cards on the Secretary shortly before his departure . 

I told I' . Auboin how much the ~eoretary epnrecieted this 

courtesy , and explained that as a tourist he had made 

no cells in Swi tzerl£md, on ei tl:.er ..J~ericen or roreien 

officials, end had elre~dy departed for Strasbourg • 

nuboin understood the situation ,errectly. 

.. 
I • • 

Lieutenant t:ac!:ay bDd I lett. Easel at 5 . 16 P ·"- • and 

arrived in Stresbourg at 1} . 5<. p .•~ . The Secrets ry ana hi s 

f ar.ily arrived shortly efter .• ards IIDd we ell dined tocether • 

.. rter dinner I had onoortunHy for a good talk alone with 

tl.e Secretary and then took the 11.15 treU'\ tor Paris , 

arriving here at • • 55 Saturday mor ning. I attended to 

va.rious col.liilissions tor the l;ecrete.ry aur1ng the forenoon . 

I also ta.l ked with cariguel by telephone at the Eank or 

France who told me t hat intervention on Friday bed cost 

1 ~/4 million pounds on Friday and 200 ,000 pounds in London 

on • • • 
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on Saturday forenoon. ue bad been able to bring the spot 

rate down to 178 .75 and bad i mproved three months sterling 

preoiums to 4 . 75. \'/hile part or t he improvement had been 

natural following Daladier •s speech, it had still cost the 

control quite a bit to give the speech t he proper setting 

t hrough a~improvement i n the r ate. In so far as Dal adier•s 

week-end speech i s concerned, cariguel thought it would 

· ~ntion a 45 hour week . I tal~ed with Rueff after 12 o'clock . 

He said that the t erms of t he Daldier broadcast bad not 

yet been com11leted and that t he text would not be available 

hefore del ivery of the speech at 8 o•clock on Sunday 

avenine . Rueff understood that the Secretary was to 

arrive at Rheims on Sunday and asked if I knew how the 

Secr etary desired his visit to be considered. I said 

t hat l:e hoped to visit Hbeims purely as a tourist wi thout 

any official welcome . or vis its. Rueff understood this 

entirely but S?parently had not boen previously informed 

in the netter. 

at 9 o'clock this morning I telephoned secretary 

: .orgent hau at the Grand Hotel, t!ency, as agreed. The 

cou~unication was very bad , b• t I succeeded in giving 

t he development s of Saturday above ruent ioned . I men tioned 

to the s ecretary t he ~em i n the London Times of August 

l S, i n regard to his Fr ench visit , which article Buttarworth 

bad told him would be corrected in t h• issue or the 19th. 

The Secretary had alr eady seen the issu of the 19th which 

contained no correction but another article on the protection 

or the 

• 
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ot the French tranc which revealed that contrary to 

earlier expectations no joint Tripartite declaration 

ot the maintenance or the pr es ent franc-sterling-dol lar 

relationship was to be issued. This article also 

mentioned that t he Ambassador had been received by M. 

Bonnet . I told t he s ecretary tha t the London Times 

ot the 20t h carried no correction and nothing or 

icportance on the French situation. I mentioned, turther, 

that the Financial News or August 19th stressed the 

need tor a ronnel denial by Tripartite authorities. I 

told the Secreta.ry t hat the Ambassador through Ottie had 

requested details or hi s itinerary so t hat he might 

get in touch with him by telephone. I added that Jesse • 

Jones lunched with the Ambassador et Chantilly. The 

Secretary requested me to telephone him again et 10 

p .m. : onday night at the Grand Hotel, Amiens . 

I!!.!C/ama 
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EMBASSY OF THE 

UNITEO STATES OF AMERICA 

Paris, August 23, 1938 . 

The Honorabl e Henry ! .. orgen t hau , Junior , 
Secretar;: of t he Treosury, 

Kotel de la Poste, 
~ouen . 

!:Y dear :.:r. Secret ary : 

U8 

Si nce dictatine on hU£ USt 20 the general l ine or 
t~e uonetar y ylan which I su{;ges ted t o you at Stresbourg 
t~e preceding nich t, you have told me that you have 
t S:;en this matter U? an d have se. ined the approval of 
your ·.:ashington friends to tte basic plan. In 
accordance wi t h your further ins tructions , I have this 
n ornint; discussed the matter secretl y with :.:essrs . 
: .archandeau and Rueff and have round t h em keenly 
i n t erested t i1er ein . I an. l ea vine s hortly for Rouen 
t o moet you and your other vis itors . 

Due to t he lack of tin.e , I have not been a ble 
carefully to revise ruy draft dictation. ? r om my 
discussion t his morning with we French I have noted 
several :>oints which I have not touched upon in my 
letter of t he 20th or which require very definite 
clarification. Similar !)Oints \Till of cours e be dis­
covere d in our conversations with t he British. Tl:e 
technical phases will, of cours e, have to be considered 
car efully betv:een thos e res oonsibl e for the actual 
o~erations under the sever~l Stabilization ?unds . 
: ·evertl:ioless, I submi t att a ch ed hereto my lett er of 
~u~ust 20, g iving my general thoughts in the pr emi ses . 
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PERSONAL AJ:D STRICTLY CO~<!'IDEJ:TIAL 

Paris, August 20, 1 938 . 

!:.Y dear l!r . Se~reta.ry: 

In our ~onversation at Strasbourg last night you 

asked me to ?Ut into a l etter to rea~h you on board the 

l:ormandie the pl an which I had suggested in outline 

tor meeting the immediate monetary situation of ?ranee 

and for strengthening the Tripartite Agreement . I 

now have pleasure in pr esenting t he following: 

The Tr ipartite Agreement of September 25, 19~6, 

which was subsequently adhered to by Belgium, the 

Netherlands and Swit zerland, re~eived a mos t favorable 

welcome throughout the world and was considered an 

important step in international ooo~eration and toward 

a~hieving monetary stability . The s oirit or cooperation 

has continued, but France has tailed to pr event its 

currency from depreciating tar below tha level envisaged 

at t he time the ~reement was made . It will be recalled 

that on September 25, 19~6 , the franc was around ?5 to 

the pound sterling . This ~sst week it has been ve~· 

close to 179 to the pound . In spite or this further 

The Honorable Eenry Korgenthau, JUnior , 

Secretary or the Treasury, 

s. s . Normandie, 

depreciation 
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depreciation, which baa taken place by successive steps, 

pressure has been very heavY on the tranc the pest two 

weeks and the usual crisis is now being taced. Prime 

Kinister Daladier issued a statement on August 18, to 

t he effect that t he franc will not be further devalued ; 

that exchange control will not be imposed; that the 

Government is not divided; and that be will appeal to 

t he people ot France in a broadcast tomorrow night, 

setting torth recommendations tor defending the country 

end its currency. 

Speeches by Premiers and their Finance Linisters 

promising defense of the franc have been made repeatedly 

at various levels, end have come to be l ooked upon as 

preludes to furthe r depreciation. It is entirely 

lilcely t hat Daladier• s speech ot tomorrow night will 

not succeed in definitely end permanently turning the 

tide which is now against t he tranc. The proble~ may 

have to be faced, t herefore, as to whether the other 

partners in the Tripartite 4rrangeoent will consent to 

France's continuing as a member ot the group if the 

tranc depreciates beyond 179, or it this or a successor 

Government institutes exchange control. It the French 

Government is not strong enough itself to avoid one or 

t he other of these alternatives, are the partners to 

the Agreement willi ng to provide r eally concrete 

assistance to suppleoent \be e~ressions of good will 

and friendliness which have heretofore been issued at 

various 
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va.rioue intervale? 

\Vhen the Tripartite Agreement was conceived and 

announced to the world, full details of its technical 

arrangements were not revealed. The first impression 

was that the members of t he group would jointly defend 

t heir curr encies. The successive and successful attacks 

on the French franc have disclosed to market operators 

as well as t o an important part of t he public that each 

currency is defended only by t he resources of its own 

country . The basic idea of t he Tripartite Agre~ent, 

t hat is , t hat t here should be no competitive depreciation 

or currencies , but cooper ation and consultation between 

countries to mai ntain their monies stable , cannot be 

questioned as a sound and laudable princi ple. If 

France should in the next tew months permit the franc 

to depreciate further it would be almost ridiculous 

tor the ot her members of the group t o state that the 

Tripartite Agreement i s still working satisfactorily 

ana t hat France continues t o be a member in gpod st andi ng. 

The Swiss and Dutch monetary author i ties were definitely 

of t he opinion that the French directly violated the 

terms of t he Agreement when they devalued in May, 1938. 

They recognlzed that the Br itish and Americans excused 

t hi s deviation t rom the Agreement principally tor 

international political reasons. If France should put 

on exchanse control this would so grossly violate 

Paragraph 4 of the Tripartite Agreement, in regard to 

relaxing . 
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rel~1ng "progressively the present system ot quotas 

and exchange controls witli a view to their abolition" 

t hat t he Tripartite would by most people be considered 

dead. 

Successive Gover nments in France have been refus ed 

authority by Parliament, and particularly by the s enate, 

which might permit t hem in ~ emergency to put on exchange 

control 1rlthout specific legislation. The present 

Government is pledged against exchange control . 

Considering: that most liquid capital bas already 

lett France ; that the French people are experts in 

evading taxes and various fiscal regulations ; that t here 

is lacking in this country any strong and unified system 

which could now, or wit hin many months , effect ively 

control exchange O? erations; t hat exchange control, even 

it atte:?ted, 110uld not prevent a further depreciation 

ot the franc vis-~-vis foreign currencies in the long 

run; and that at least one party to t he Agr eement, 

namely, Great Britain, appar ently favors droppi ng France 

from the group it exchange control should be imposed ; 

--- it definitely appears that this alternative should 

be discarded. It circumstances should become so critical 

t hat such a step appeared inevitable, the initiat ive 

s hould come entirely tram the French side. Certainly 

no other pa.rty to the Tripartite Agreement should 

recommend it , 

The successive devaluations or the franc since 

s eptember 
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September 25, 19~6 , have brought it to a level where 

it is no longer overvalued, but even undervalued • 
vi s-a- vie the principal currencies, and it should be 

economically possible to maintain t his level. It is 

not easy even to jueti~y the extensive depreciation 

t hat bas taken place. one ot tho principal causes 

tbere~or has been that the ~iret Blum Government 

instituted a series ot social re~orma which, no matter 

bow much some o~ the!!! may have been needed and bow 

laudable the aims and inspirations o~ those who con­

ceived t hem may have been, raised costs o~ production 

to such a height , and lowered industrial activity to 

such a depth, that France reaped practically no advantage 

in foreign trade or domestic recovery f r om t ho various 

outs in the franc . It is very well to plan social 

reforms, but in a country where everybody has ordinarily 

been obliged to work hard and long to make a modest 

living, it is being foolhar dy to attewpt to change 

labor's habits overnight, especially during a world­

wide economic depr ession, and particularly in a land 

s till liquidating one expensive war and now preparing 

for a possi ble new war . 

It is only since the last depreciation in kay that 

the French situation has begun to offer some real hope. 

~any vital problems re~ain to be solved. Conditions 

are not yet perfect; if t hey were, t he franc vtould 

take care of itse~ without need for international 

collaboration . . . 

• 
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collabor ation. As it ie, the pr ice situation seems 

to havo become adjusted; foreign trade figures of 

France for June and July reveal some slight improvement; 

t~xee are exceeaing estimates and are surpassing last 

year's receipts; the Treasury has not been obliged to 

drew on its credit with the Bank of France since the 

nevt devaluation ; t he country 1s experiencing an 

exceptionally good tourist season; in spite of the 

dockers• strike at L:arseille, relations between em­

ployers and labor are much better than they have been 

• 

tor years ; the unem)loyment figure or 340, 000 constitutes • 

no real problem; production indices are tardily but 

actually progressing modestly in some l ines ; crops are 

good; the country i s fundamentally sound . 

In spite of t he above mentioned factors, the 

pressure on the franc continues, and has been particularly 

acute t he past three weeks . ?or several months the 

rumor had circulated in France t hat a further devaluation 

ot t he tranc was inevitable in the autumn, most people 

meationing October or November as the fatal month. The 

point was made that Daladier had not used his full 

p0':1ers to effect a real economic and financial recovery 

in France ; that he would have to borrow f r om the Bank 

ot J'rance to meet his requirements in the tall; ~t 

this lo'Ould increase flight from the franc; and that 

by t he time Parliament reconvened in November a real 

crisis • . . 
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crisis would be faced. As has frequently been observed 

i n the past, when a crisis is scheduled tor a certain 

t1me in this country, speculators become active and 

advance the date by a few weeks through their operations . 

In t he present instance t hey have taken advantage of 

t he (act that Daladier has not achieved such recover y 

as had been hoped for, and t hat continuing civil war 

in Spain, acutely strained relations betvteen Germany 

end Czechoslovakia, and a t hreatened conflict between 

Japan and Soviet Russia made a good setting for a 

formidable attack . In my opinion, the international 

political factors have been incidental and not basic 

reasons for the franc weakness . Just as Fr ench 

speculators expected the franc to go to 175 in Uay, 

they have now tor some weeks been anticipating 200 

francs to t he pound in t he autumn. L:any of them, 

t hi nking back to t he time of ?oincare, are convinced 

t hat t he franc ·rdll slip t o 250 to the l'ound before 

its descent is stopped. 

The French authorities , considering t he pos sibilities 

of war, are relu.ctant to s ee their gold resources much 

further depleted in an effort to bold the franc . 

Reali zing this, and tullY aware of the tact that France 

is not receiving material assistance trom her Tripartite 

colleagues, the speculators continue their attacks on 

t he currency in t .he bel ief that they will win again, 

as they have on every occasion since the Tripartite 

Agreement 
Regraded Uclassified
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Agreement was instituted. Some of our friends and 

associates in Washington, as well as i n London, are 

inclined t o blame the weakness of the franc onto 

international pol i tical developments, to t hrow up 

their hands and hopelessly s ay that t here i s nothing 

we can do about it. 

~ contention is that speculation, fed by t he 

many rumors of a possible revaluation of the Tr ipartite 

currencies in the autumn, and not international politics, 

is the basic cause for the present weakness of the 

franc. I i nsist that by defeating the speculators 

we can strengthen the currency . Once France has a 

strong franc, t he country can face its foreign political 

opponents with a bolder front and sound finances vrill 

strengthen her national defense immeasurably. To se,y 

t hat Fr ance cannot bold a currency while arming is 

absurd when it is seen what other countries with 

l esser r esources t han France are doing along t his line . 

Minister of Finance Marcbandeau has positively informed 

me that the ordinary 1939 budget which he is now pre­

paring will be absolutely and honestl y in balance. 

This will leave only the extraordinary budget for 

armaments to be met by borrowing, and France is 

capable of raising such funds. This is a measure which 

Pr ofessor Rist has urged tor some time . 

The e~erience of the last few years bas shown 
I 

t hat foreign exchange cont rol s can be· evaded and that 
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you cannot l egislate or r egulate speculator s out ot 

action. The way t o stop currency speculators is t o 

operate against them with suoh comparatively greater 

resources as the Stabilizat i on Funds possess and make 

them lose their bet s . It thi s i s done, ourrenoy rates 

, should become more stable, hot money should cool down, 

and a country such as Fr ance, r eally offering sDlendid . -
investment opportunities, should have a repatriation ot 

ex-ported capital and consequent)¥ an easier money market 

and greater facilities tor industrial activity and 

general recovery. ~l ot t his would be conducive to 

lowering t he Government' s heavy debt-carr ying char ges . 

Should t he tranc be allowed to deteriorate further 

no·u, French credit 110uld be seriously injured ; the cost 

of arming would increase; a do~estic crisis would 

likel y oome in the near future; and i f t here are any 

nations which are disposed to star t a big war in 

Europe, t hey would be sorely tempted to t ake advantage 

ot disrupted monetary conditions ot t hi s country. 

It t he franc should be depr eciated now there i s 

little question but t hat the hel ga would have to follow . 

The Belgian currency barely escaped such a fate in 

97 

~ay. 1938. AS you are aware, there is considerable 

otfioial senticent in Belgium toward detaching the 

currency trom gol d at some quiet opportunity and letting 

it tloat with sterling . This i sol ated step should be 

avoided. A8 you have noted this summer, France bas 
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the major share of the European tourist traffic, gaining 

at the expense of all her neighbor s . This has hit 

Italy, Switzerland and Germany particularly hard . If the 

frono should be lowered and t he bel sa followed , it would 

be almost a ce~tainty that SWitzerland and Italy would 

alter t heir currencies. This would leave t he Netherlands, 

which could hold out alone no better t han ~~s possible 

in 1936 . 

11h1le the franc has been having its weak period 

t his summer, s terling has also depreciated almost to 

its old level of 4 .86 , and t here bas been a flight into 

both gold and dollars. I believe sterling at this l evel 

is not overvalued, considering t he various factor s in 

the United States which have increased costs of pro­

duction, and taking into account t he social reforms 

i n France which have had a similar effect . It may be 

t hat Great Britain has t hought t he pres ent a propi tious 

t ime t o get t he sterling-dollar r ate back around its 

old level. As arguments in favor of t his, it can cite 

the British unfavorable trade balance , the t r emendous 

burden of armament, the favorable trade balance of the 

united states amounting to over 100 million dol lars 

each of t he past 6 months , and t he upset political 

conditions of the world which have frightened capital 

from this side of t he Atlantic int o gold and dollars. 

NaturallY Bngland must face a loss in her foreign trade 

while devoting such an important part or her industry 

to • • • Regraded Uclassified
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to rearmament . The strain on the budget w11~ continue 

to be sever e whi1e preparations tor war ere pursued 

as aotively . So tar as our own favorable trade balance 

ot the f irst ha1f year i s concerned , it has come trom 

our exceptionall y 1ow purchasing power due to our 

second depr ession and from special import requirements 

ot Great Britain and other customers which have been 

tilled by the United States replacing Argentina and 

other norma1 suppliers of raw materia1s vmioh were not 

in position to meet demands . Thi s s ituation, so f ar 

as we are concerned, is, t herefore, abnormal and would 

not be expected to continue once recovery starts at 

home or even i f the depression lasts and foreigners, 

no longer able t o export their own goodsto the United 

States, decrease their purchases from that country. 

Shou1Q the continental currencies succumb to the chain 

ot devaluations suggested above, it wou1d be almost 

inevitable that the Br itish wou1d find reason therein 

f or an important out in sterling below 4 .86 . Then 

t here wou.ld be a really serious pr oblem tor the dollar. 

My argument then i n favor of intervening to stop t he 

above series of devaluations at the source of the 

movement , namely, in France, is based upon the view 

t hat i t is u1t1mately very much to America ' s O\VD 

interest to avoid a return to ohoatio exchange conditions, 

which wou1d neoessar11y affect us. 

My immediate observations are the tollo·Ring: 

Daladier •s • • • 
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Daladier•s speech of tomorrow night may succed in 

checking the attacks against the franc tor a while or 

to a certain extent. The French Stabilization Fund 

ha.s at least 10 billion francs of gold end between 3 

and 4 billion French f ranca at the present date . It 

has facilities for converting its francs into gold at 

the Bank of France . This central i nstitution still 

hold appr oximately 56 billion francs of gold. The 

Tr easury has credit facilities already authorized 

which would permit it to draw over 12 billion francs 

from the Bank of France. There is, therefore, no 

immediate crisis so far as the Treasury i s concerned: 

a.nd the French control has ample means to meet any 

possible attack which might be continued over some 

weeks . Naturally the nervousness would be greatly 

augmented if an acute attack on the franc should recur 

and t he public realized that the Stabilization Fund 

was obliged to spend important amounts of its 

diminishing gold to hold the rate. uY point is, however, 

that we have at least. a few days in which to plan tor 

meeting the important franc situation. 

When you were on the Riviera, and Finance Minister 

~archandeau suggested en informal statement by you, with 

the hope that it might help overcome gossip of Tripartite 

negotiations , I favored such a statement, although I 

am tully aware of the reasons which caused you to 

decline. I have not been in favor of a Tri partite 

declaration 
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declaration in the present situation unless the parties 

t hereto bad definitely agreed as to what concrete steps 

they might take afterwards it such a declaration by 

itself tailed t o sustain the franc . Incidentally, 

denials by t he British and American official s have 

been required so often, that t heir effectiveness bee 

not been much greater t han that or the periodic state­

ments or the French Government officials. I n the 

pr esent or in the near future I see no need or reason 

for a Tripartite statement . I believe that our plan 

should be guarded cost secretly and should be put into 

/ 01 

operation so skillfully that speculators would be set • 

back before they bad time to realize what was actually 

taking place . 

The advice tor t he French, it it should be re­

quested from the British and ourselves, should be to 

holQ the franc tirQ!y at 179 . You will have a chance 

to consider this plan as you travel toward home and, 

if you may see tit , to discuee it with your llasbington 

advisor s . The plan is entirely American, no for eigner 

having approached me 1n the premises. It should, 1n 

my mind, be developed as an American plan. It you a re 

agreeable to it, with such am~lificatione and specifi­

cations as your technical advisors may require t herein, 

t he British and French should be consulted thereon as 

early as possible. Since the franc i s the r eally weak 

currency, and since it appears that much of the weakness 

Regraded Uclassified



- 14-

ot sterling has come :from French holders thereof now 

buying gola on the belief that bot h the pound end the 

:franc will be devalued again in t he autumn, first 

assistance should be extended the :franc. 

102 

?or t he account ot the United States Stabilization 

FUnd, francs should be purchased against dollars in 

Paris, London and !lew Yor k , in case of weslrness . There 

would have to be fixed e r ange within which the f r anc 

would be held, perhaps bet· .. :een 175 end 1?9 : Coordination 

ot' O!)erations would he.ve to be t hrouGh t l:e French 

Stabilization Fund , in order that ~1ere would be no 

cont'licting deals and t he.t rates would not be moved 

too quickly or too far. ~~essrs. Fournier and Car icuel 

mi ght prefer to use their own traders to do this buyi ng 

in Paris. If the s :;>eech of Daladier of touorrow nigbt 

:r.a l:es a really good ir.l)ression hila im.l)roves t ile situation, 

our assistance, i:f and "hen needed, mis,ht best be used 

inconspicuousl y throubh l:r. Csrisuel t o supplement his 

ovm moves. The speech ~Y conceivably lead to labor 

outbreaks or cabinet or political di~sensions. If there 

should t hen be a t hreatened pani c, or a sharp drive on 

t he franc should recur, s good ~syohologicel shock mi ght 

be given the market by t he traders ot Paris and London 

American b~s boldly appearing as buyers of :francs. 

The wain thing is to let t he French know that they can 

have the benefit of our cooperation through buying and 

holding :francs at such times as the pressure is too heavy 
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for them to meet, or when the control officials feel 

that it is in the interest or s tability that t hey 

should resort to our aid rather than have further 

immediate gold losses . 

Prior to the above operations t here would be 

consuromated en agreement between the French and the 

AUerican authorities whereby t he former would pro~se 

~o redeem, at their own option in gold or in the s~e 

number of dol lars a~ pai d t herefor, t he francs pur chased 

by the United s tates s tabilization FUnd. The contract 

should envisage redemption of such funds on demand , 

after not less t han three months from date of purchase . 

I sucsest this period of three months as a common 

limit f or central banking operations , and tor t r ial . 

If t he system could be put i nto effect the last , ,eek 

in August, three months ' operations would see ~ranee 

t hrough the present period of uncertainty and the 

r econvening of Parliament in November. c:e rmany• s 

manoeuvers and the American elections would l ikewise 

be passed during t hese ninety days . 

The British would have an arrans ement with the 

French and ourselves similar to our arrangement wit h 

t he French. It is my belief, however, that the mar ket 

could be turned in tevor of the tranc , end t he sentiment 

for s terling itself improved , if t he united states 

definitely purchased t rance and bettered the r,te. 

There 
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There would be no formal ities i nvolved in this experiment 

as above outlined beyond the contracts and the consulting 

bet-;;een the usual repr esentatives ot Treasuries, the 

Stabilization Funds, and t heir respective agents . 

The gold resources of France, as set forth above, 

and its dollar holdings in the United s tates , are 

certainly ample to ; ermit us to risk O?era tions in 

fr&ncs of the pro, ortion t hat mi ght be requir ed in the 

circumstances . .. e should dez:.and the guaranty ot the 

French Treasury, as the monetary authority cont r oll ing 

the St abilization Fund, and or t he Bank or France , as 

the holder ot t~e gold reserves covering the franc, to 

redeem the francs which we purchase . 

It t he scheDe workJ successi'ully, the trsnc would 

be hel d a t 1?9 or even iuproveo . It \~uld be essential 

that t here be no leaks \/hereby speculators gained the 

i dea that three r:.onths• oper ations were involved . This 

knowledge of maturity dateshas in the past helped 

rencer 3ritish l oans to the French Treasury of l i ttle 

avail in holeing t he currency, since pr e ssur e always 

incr eased as the due dates ap?rcached and capital 

movements out or Fr ance at least equalled the sums 

borr owed abroad . 

It the sit uation may not have im?r oved sufficientl y 

at the end of the three months for t he French author ities 

to repay without embarrassment the sums invested in 

francs by the roreign Controls , t hese operations could 

be • 
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be extended by mutual agreement and a liquidation ar­

ranged which would not weaken the franc. The partners 

would have to be convinced, however, that Fr ance had 

made genuine efforts in self-help and was acting entirely 

in good faith . It pressure seemed hopelessly heavy at 

t he end of the t hree months , t he Tripartite countries 

could t hen consult as to whether t hey t hought the franc 

really needed a further devaluation. If so, commitments 

would be repaid and the franc devalued. I am strongly 

of the opinion, however, t hat this last s ituation would 

.. 

not arise. :U war involving tbe leading Buropean countries, 

and Fr ance in particular, should break out , naturally 

war-time regulations would have to be imposed. Neverthe­

less, France would have t be above mentioned contract 

with us which she should be anxious to fulfill in tbe 

circumstances . 

The above plan mi ght, of course, necessitate some 

support of sterling by us. I believe our authorities 

would have little worry as to tbe honoring of tbe 

obligations incurred by the British monetary authorities 

in t he preois es . 

If the system works satisfactorily to hold the franc 

end sterling, t here could be envisaged a permanent 

revision of the Tripartite Agreement, with t his principle 

extende~ to the other t h.ree countries: Belgium, t he 

Netherlands end Switzerland . They should be made partners 

and not adherents i n this new arrangement. It is only 
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after the syste= may have succeeded in Fr~nce and it 

has been decided t o give i t a perma1lent character t hat 

any &nnounceoent should be considereo . _ven t hen i t 

might not be advisable , unl ess t he laws or regulations 

/d L 

of one or ~ore member countries might have to be ~ended , 

end a BOneral s t at ement by tl.e group woul<> be used to 

cover this . The o 1erations which I have SuH;ested would 

appear to come fully withi n the au thority gr ant ed by 

t i.e Cold Reserve Act of 19j4 , Section 10 (a) \'thereof 

reads : 

"For t he ~urpose or stabilizing t he exchange 
value or t he doll a r , t he s ecretar y ot' the Treasury, 
with the ap~rovcl of the Pr esident , dir ectly or 
t hrouGh such a6encies aa he 1 .. ay desienate , is 
authorized, f or t he account of t ee fund estiDlished 
i n th i s section , to deal i n r•ol d t.lld forei~ 
exchante and such other instrwent s ol' cre<rt and 
securJ. i es e.s he n.ay deet.. necessary to carry out 

the pur l)ose of tt.is section. " 

Ml'i~ would, I believe , pe!T1it t ile Stabilization Fund to 

deposit with the :: . ! . .; . t:irou-.h the Feder al ::te::erve Lank 

o1' ;·ev: Yor k, sucll forei@.n currency holdin~s as it mi._;h t 

care to put out at intere~t . 

In det erl1in1ng t he willin01ess ot' countries to fit 

into this new systen , ·~hich it woul d be oo..)ed t o carr y 

forward as t~e basis tor a ~ermanent international monetary 

association, each country shoul d be asked to rix the 

conditions under and prices at ·.th ich it would sell and 

buy gold to and from the other member s . The United 

St ates and 3elgium alreed.· Lave aefined their pos itions 

clearly • 
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clearly, and Switzerland gave an undertaking along this 

line when tha t country adhered t o t he Tri partite Agreement. 

Special rules would have to be agreed upon as concerns 

Great Britain and t he Ketherlande and any other countries 

v1hich mif!llt subsequently enter. It is my belief that it 

is better to discuss a range n~v with Great Britain than 

to risk seeing 4 .86 passed. Should the rate decline 

below t his level, I am convinced t hat there would be 

tremendous specul a tion to beer down toward 4 . 50 . 

The foregoing would effect a certain binding or 

the currencies to gold vdthout goi.ng beck to the rig i d 

sys·c.em of 1 9:30 . By ileving the operating contracts permit 

optional redemption in t he currency or the purchaser, 

t he monies would thereby be bound together, one to 

another. Thi.e should provide e very definite argument 

against any country starting currency depr eciation . The 

arrangement would envisage consultation between countries 

i f any rete proved unbearable. That is , no country 

should change the rate of its currency in r elation to 

other currencies of the group or to gold, beyond the 

11m1U! agreed u, on, without t he consultation and approval 

or the "other members of the group . It approval was not 

given, the country shoul d be dropped from t he organization 

i f it proceeded uni l aterally to carr y out its intention. 

In ruture announcements , r ef erence to any 24 hour policy 

should be omitted . 

The advantages of this association should be a real 
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incentive to other countries to seel< membership t herein. 

In the paet most countries have bad t o have foreign loans 

or credits to percit t hem to stabilize . AnY outside 

country which t hought that it bad its currency established 

within economically proper l imits, and capable of meeting 

t he rules of t he g roup, could apply i'or admission. It 

accepted, the facilities hereinabove described would 

serve to pr otect t he currency rrom the us ual attacks that 

meet a ne·Hly s t abilized ooney. Thia sboul.d help importantly 

in t r eeing countries from exchange control . 

If any country outside t he group raised its gol d 

buying !)rice to an unfair limit and tha t act was of 

sufficient importance to affect seriously t he cl ub members , 

t hey have the weapon of ell altering t heir gold prices 

s~teneously to meet t he situat ion. Thi s , it is ho, ed , 

woul.d be a potential rather than a utilized weapon . 

The immediate idea is that the time has come in 

France ror ' stopping the depr eci ation of the currency. 

France is not able alone , by her own r~sources, in the 

race of heaVY speculation and armament necessities, t o 

take ertective measures. It we can save t he franc, we •• 
can save t he other currencies t hat count. Rather t han 

l e t the international political situation r eallY upset 

our currencies as some ar e resigned to do, we shall so 

strengthen those currencies and t heir possessing countries 

that t he latter wlll be stronger vis- 11.-vis t heir rore1gn 

political 

• 
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political opponents and danger from aggression from the 

latter vnll fade. The idea of the scheme i s not political 

b~t monetary. However t he scheme may be interpreted, there 

should be no reference in any announcement to a union of 

t he democracies against the t otalitarian states. I t 

should be hoped eventually to make this t he world•e 

monetary association. The idea is not to perpetuate 

the pres ent oovernment in France . The system should 

be useful to any Government in France . I n our own 

country, I cannot but think that a move proving that 

Tripartite cooperation is working successfull y i n the 

dir ection of monetary stability abroad as well as at 

home would redound to the credit of the Auministrat ion. 

Faithfully yours , 

ocbran 
of Embassy 

• 
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Embassy of the 
Uwked S&ates of America. 

.. o. AMERICAN EMBASSY, PAIIII 

The Honorable Henry ~orgenthau, Junior, 

Secretary ot the Treasury, 

s . s. Normand1e, 

Le f!AVRE • 

..... --,..- .-... 
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