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9: ~0 group meeting. 

Present: 

llr. Hanes 
!Jr. Gaston 
lolr. Foley 
Dr. Haas 
Dr. 'lh1te 
llr. Harr1e 
Dr. Viner 
lolr. Stewart 
r.sr. Bell 
lolr. ThOII!Pson 
11r. Graves 
11r. Cotton 
llr. Coohran 
Ur. Duffield 
IJrs. J:lotz 

November 9, 19~9 

HU Jr: I have to do my homework here, if 70U 
don't minA. I 1ll read this now. (Memo from 11r. Fol ey 
to Hll,Jr, letter from HY,Jr to President and propo .. d 
message to Congress separating FCA troo Agriculture and 
restoring it as an i ndependent agency.) 

Do I have to read your memorandum, EdT 

Mr. Foley: No, sir. 

HK,Jr: What does your memo say? 

llr. Foley: It d1aouasee the agencies involved. 

HK,Jr: Should 1t go with this to the President? 

Mr. Foley: No. The message that aooompanlee the 
letter eXl)laina the plan of reorganization. 

llao haa been over there • It ' s a.ll right with llao. 

. Rit,Jr: a-dl 

1 
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Mr. Folea: And it has been cleared with Peyton 
Evans over at F A. 

HM,Jr: I am seeing you (Hanes) at eleven. 

Mr. Hanes: Is t he Chineee fellow coming in? 

HN Jr: Yes . He made hi e speech a nd got half 
way t hrough. Told him to talk to Cochran; that it 
was in his backyard. Getti ng around to borrowing some 
cash t o help their exchange. Told him it was useless. 
Would give them all we could trom Export-Import, that ' s 
all we could. Had a very satisfactory talk with White . 
White had promised $100,000,000 to stab1li~e their ex­
change . I said it wasn't enough. 

Herbert, all set? 

Mr. Gaston: Almost. Do my homework today. 

~~ Alsop and Kintner comi ng at 2 : 15? 

Mr. Duttield: Yes. 

RM. Jr: You ( G~ston ) mi ght be here at 2 :15 
too, because I don't want to tell them what you did on 
the BREMEN; much rather have you tell them. 

l!r. Gaston: I have forgotten; can't tell them 
very accurately. 

r •Jf: Ed, did )'OU come baolt to the Ot t1ce atter 
you let me 

Ur. Foley: Yes, sir. 

HM , Jr: I was afraid you d i d t hat. 

Mr. Cochran: Sterling went down to 3 . 91 in New 
York yeet eraAy. It's 3 . 87t in Amsterdam. 

· rtl!l£1 I have lett and that 1 s Hanes ' and Wh1 te' s 
respons t y. 

Dr. White: Got to have an understanding on that 
matter before you go. 

2 
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Hr.! Jr: Is that so! 
t 1~~~e ta~ I am gone. I am tull of 

Or. White: I will wait u.nt11 i t comes around to 
my turn. 

Mr. Cochran : I won ' t start anything else! 

lll! , Jr: Cot ton7 

Mr. Cotton: Nothing. 

HK~r: Do you (Viner) want to bring up t his mat-
ter of pool7 

Dr . Viner: I a m not going to speculate any core. 
Besides i t sounds too risky. 

Ill! Jr: Viner said I would be on the phone twice 
a day a~told hi m if he was a fair aport to take up a 
bat pool and I bet I won't call up ten t i mes. 

aide. 
Dr. White: On the latter part I will take your 

JF·{r: All right. 
Sounds er. 

I think I will manage it. 

r ,Jfu I know 1f l!cReynolda was here he would take the who ng. 

Or . Vi ner: In any case, if Harry insists on get­
ting an understandi ng I wi ll t ake it. 

Ill! Jr: You 
legal i~ York, 
wi t h two chances. 

Dr. Viner: 
you phoned or not . 

work it out on the pari-mutuel. It'e 
I am sure Ura, Klot~ will come 1n 

She has to or we won't know whether 

HM ,Jr: She has to make up her mind which aide 
ehe 1s on. 

George? 

3 
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Dr. Haas: Nothing. 

~ Jr: George , don't send ne any more memoran­
dums to~least ten days on how t he bond marltet 18. 

(To Mr. Karr1e) You aight, I thinlt 1t wou1d be 
ni ce inasmuch as I thinlt you have the only Treasury 
authority down there in Nogales who r anks --does Customs 
rank the Border Patrol or v1oe versa? -- there is a tellow, 
they tell me, at Nogales by the name ot Captain Edwards. 
I don ' t know whether he's the top tallow. He might like 
to knor. I get in a t 6 something , 6:29, tomorrow morning 
at Tucson. But you have the only tel l ow down there, 
whether it1 s border pat rol or customs or whoever it is. 
God being willing! 

Ur. Harris: 0. X. 

RJ.I,Jr: You all straightened out on your shi?s; your twenty ships? 

!.!r. Harris: (Laughs) Why that indue try has been 
kicked around so, they can stand a tew more. 

R11.Jr: I t alked t o Huntington Oairne last night 
about ten and he said he and the Attorney General are 
drawing up -- he and Judge Townsend are drawing up a 
memorandum. Has that gene over to State? 

Ur. Foley: Reall y, Mr. Secretary, it isn't readY 
yet. We are still working on it. 

Mr. Gaston: I think the regulation has to come 
out under the authority ot the State Department. 

Dr. llhite: That industry has more money per capita 
than any industry 1n the United States. 

Ur. Harria: I am on your (Hm,Jr) eide. gang him. 
a 

Let's 

l!r. Hanes: I have been in i1/long tide and never 
saw anybody get anything out. 

IDI ,Jr: All right , children. Kow were we were? 

Dr. White: We were 3 , 8?, Sterling. 

4 
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HY,Jr: What do you want to know? 

(To Harris ) It's movi ng , isn't it? 

Mr . lln.rris: 
State Department. 
pass on i t in t he 

Yes. We all a~reed it ' s up to the 
I t hink the Attorney General will 

next five or six months. 

HU.Jr: Which way is he going to pass? 

Ur . Harris: Agai nst it, undoubtedly. 

Dr. White: Trouble about Sterling. 

Hll,Jr: You want to stand up7 

Dr. White: I may have to. The amount of trans­
actions which are bein& conducted are tar i n excess of 
what t he co~rcial needs might be, so that i t is possible 

5 

~e don ' t know, without further information. It i s pos ­
sible that all commercial transactions are being conducted at 
the unoffici al rate whi ch mean s -- ~n other words, so far 
as we are concerned, t he signifi cant rate i s dropping and 
while you are away it may go - - don 't know, and we would 
like to know ahead (a) how far we want t o let it go wi t h­
out saying someth ing; (b) I would like to suggest we ask 
for i nforJ:Iation right away, to i ndicate our interest and also 
to get some further information. 

lfll Jr: All right. Tel l you what t o do. You, 
Viner, stJwart, .get i nto a huddle and come back here at 
three o'clock today and see Ha nes and I will be here a t 
three o'clock . White (1), (2 ) Stewart, and(~) Cochran 
and come back , I hope with a program, but if not, anal­
t ernate program and Hanes and I will see the four of •you 
and I think you might consider inviting Feis in , or at 
least be here at 3 o ' clock. Have him up to date e nd I 
think it might be a good i dea to br ing him into the pic­
ture . 

Dr. Whit e: Also the Legal Division, did you say? 

HM Jr: Oh, absolutely! How can we live without 
them! ~e need any publicity, Gene Duffield will 
handle it. Butterworth 1:181 even be here by that. 
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And you are going to talk with these two gentle­men not only what we can do about Colombia and Ur. Hanes 
will onll a meeting if and when you f ellows need one or 
be feele it is neceeeary. 

Dr. White: There ie a meeti ng at 11 o ' clock. 

IDI Jr• These two gentlemen are available for consult~: 
Harold? 

Mr. Graves: Nothing to eay except that I have not been able to think et an~one better qualified than the 
man you called me about last ni~ht. 

IDI Jr: [ansae City, that is. You have not been able to~nk of anyone better qualified than he? 

Ur. Graves : Xo. 

r,Jr: Well, you have ten daye to still think about i • 

Ur. Graves: I have a great deal of respect and admiration for that man. 

HK Jr: lrho wee our man who actually worked with him? ~e the Treasury fellow? 

Kr. Graves: Hartmann, special agent, St. Louilo 

HK Jr: I would bring him here. He worked with 
them. ~nk it 1 s a great advantage to have the fel­low who worked with the Treasury people. 

Nr. Graves: It occurred to me that this man's 
availability might be affected by the venue of the case. 

Mr. FoleSi He would have to get out, and this ia big enough tor m to reeign. 

HK.Jr: Ie itT 

Mr. Foley: Sure! Or maybe a satisfactory leave 

6 
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of absence could be arranged whereby at the end of s1x 
months or a year he would go back to that Job, but if 
that could not be arranged, if he's the right fellow, 
i t 1 s big enough for h1m to want to reai.gn and handle 
thla. Cert ainly can be paid more and make a bigger 
reputation. 

know. 

!ll.l ,Jr: But you are very much a old on h1m? 

Mr. Graves: Yes,indeed! 

HU,Jr: D1d he build up a good etaff around h1m? 

Ur. Graves: You mean in h1s own office? I don't 

!ll.l Jr: Be certainly was under terrific pressure politic~ 

~· Graves: Yea, he was. And of oourae he had 
done a good de81 on election fraud cases in lansas City, 
apart from t his ease,that were very well done. 

IW,Jr: M1l l1ken is the man we are talking about. 
He d1~ narcotio eases subsequently. 

Mr. Graves: I did not know about the narcotic 
caaea in kansas, but if t here were he did. 

Mr. Gaston: Two or t hree newspaper men here know 
W1111ken very well. 

!ll.I,Jr: DenT 

Mr. Bell: I have nothing. 

, .Jr You ready to deflnd yourself against 
the Comp ler General at ten o 1 clockT 

Ur. Bell: Oh, I guess ao. 

!ll.I ,Jr: What do you mean you gueaa ao? 

Mr. Bell: Ed and I have not been together. 

HW. Jr: Well, for gosh aakel get together. You 

7 
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have ten minutes. 

Mr. Bell: You knew the rederal sold about 
seven or eight hundred thousand yesterday eo the market 
went up pretty fast and aa soon as they sold a few blocks 
stocks went off a little. 

HK,Jr: Net sales? 

l!r. Bell: Yes. 

HY Jr: Are they selling particular securities? 
Any gre~mand or Just sell ad lib? 

Mr. Bell: The Federal Reserve Bank in New Yor k 
has a lot of flexib8lity in their operation an~ only sell 
where there i s great de~d. I think they are operating all right as long as they~eave it in their hands. 

HK.Jr: !lorman? 

l!r. Thompson, I have nothing. 

r·t:: For the benefit of the gold pl ayers , I expect back a week from Monday morning. 

Could that fellow that we had at the bouse from 
Commerce -- after all th1a is buei ness;we have never done 
this be tore -- be helpful on the Sterling thing? 

Dr. White: Domeratzky? Not he , but they have 
a man who coUld be, New man. Just took him from Harvey Gilbert. 

:::tyJr: For team play, if be' e a good man and you agree , ot bring Commerce in on this? 

Dr. White: I think we will have to bring h1s Chief , who is Thorpe, 

HK,ir: I am leaving it in your banda. 
f or tea p ay it's a good move. 

I think 

Dr. White: · I think it 1a important and you ought 
to act through the Aoting Secretary. 

8 
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1!1Lh-t Well, Ranee will take oare of· it, but 
I thinltliii'i ie Sterling and the queetion of oo-.roe, 
I mean I like 111 idea of bringing eomebod7 in. If 7011 
want eomebod7 he will oall up Noble and 1&7 we han th11 
idea-- it'• new, .,. idea-- we want to work oloeelr with 
thea and eend somebody over. 

oOo-oOo 

: 

... 

.. 
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•oYember 9, 1939 
2:03 p.a. 

!IMJr: Hello. 

Operator: Go ahead. 

BHJr: Hello. 

Jeeee 
Jones: Rov are you' 

HMJr: Jeese' 

J: Yeah. 

J: 

IG!Jr: 

J: 

HMJr: 

J: 

l!MJr: 

J: 

IG!Jr: 

J: 

IIMJr: 

J: 

IO(Jr: 

J: 

IIMJr: 

J: 

I vant to add a ving to ay oov barn. Can I borrow 3 thousand dollaret 

You bet you can. 

o. x. 
Where are you going' I underetand you're going away. 

Yeah. ! 1 m going out tonight to a place called 
Tucson, Arizona. 

Good. 

Where they tell ae it -- the aail is only deliTered three times a veek. 

Yea, sir. Well, are you going to -be gone some time' 
Ten daye. 

Well , you'll haTe a nioe time. 

I think eo. ETerybody eaya it 1 e nice. 

Yeah. 

the people are nioe, good weather. 

Are you going on a ranch or are you going to a ho,elt 

No, ve 're going to a ranch. 

Going to a ranoh. 

!O 
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HI!Jr: 

J: 

HMJr: 

J : 

HJ(Jr: 

J: 

P.MJr: 

J: 

ll).!Jr: 

J: 

J: 

H!4Jr: 

J: 

IIKJr: 

J: 

Hl!Jr: 

J: 

HJ(Jr: 

J: 

IIJ(Jr: 

J: 

IIMJr: 

- 2 -

Yeah. l!ra. anc! I. 

Who ' s going with yout 

M:y wite. 

I eee. Where' a :your bo:yt 

M:y bo:yt 

Yeah. 

Henr:yt 

Yeah. 

I ' ve got one boy in Chioago with Louie Brownlow. 
I eee. 

And I 1 Ye got one bo:y at Amherst. 

I eee. Vall the bo:y t hat I knew then 18 with Brownlow 
ian ' t bet 

That 1 a right. 

Yeah. 

Vben are :you going to go awa:yt 

Vall, I'• going along about the last or T~ag1Y1ng, not the t1rat. 

I eee. 

I 1 a due 1n !exae tor that 
)Otb da:r ot llon11ber. 

tlh- huh. 

f ootball on the 

And I want to go down there tor about ten da:ye then. 
B.l.Sbt. 

I vae in llev York :reeterda:y and 

Oh, did :rout 
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J: 

HMJr: 

J: 

HMJr: 

J : 

HMJr: 

J : 

HMJr: 

J: 

HMJ r : 

J: 

HMJr: 

J : 

HMJr: 

J : 

ID!Jr: 

J: 

- J - 12 

And tried to make a little New Deal medicine . 

Uh- huh. 

Talked about t he good thinge that have happened, and 
eo fort h and so on. 

Good. 

And they are numerous. 

Good. 

Well , I Just hear d you are goi ng away and I wanted t o 
call you up and say • ••••• 

Well that's nice, Jesse. Everything-- I t hink th ings 
will be quiet tor a week or ten days. 

Oh, 1 1 m sure they will, Henry. 

And • • •••• 

I don 't t hink you could have pioked a better time. 

I -- I know I'm tired. 

Yeah. 

Well , be good. 

All right , and have a nloe time. 

Thank you tor call1ng. 

Goodbye . 
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November 9, 1939 
J:JS p.m. 

Operator: Go ahead. 

HUJr: Hello. 

James 
Parley: Have you got anything to report as to what happened 

t o Hitle~ 

HMJr: (Laugha) Listen, can' t you -- couldn't you fix the 
time bomb so it went orr right' 

f': 'liell , they d1dn' t tip llle in advance. 

I see. 

What are you vaoation1ng !or? I see in t he paper s 
wher e you ' re going vacationing. You know, you're 
not tired or anything l1.ke that are you, brother? 

(Laughs) I ' m-- I 1m • •• ..• 

You ' r e not celebra ting the result of Ducheee County, are yout (Hearty laughter) 

(Heart y laughter) You go to bell. I aaw that the 
Preei dent had a f ireside pa rade. 

I called b.1m up and I said , •Well now don ' t t alk to 
me about t he Supervisor , what about the Sheri!tt 
You were going to elect a Sheritt.• 

Yeah. 

Well , he aa1d he ooul.dn't give Cle •uch or en explana­tion on that one , aeet He waa talking about the 
Supervieor in t he Highway CoCUDiasion, I said , "The hell with that; those are only oheap ott1oera. 1 

Yeah. How are you, Jimt 

Well , l'• all right. When are - - When are you going away, l!enryt 

Tonight. 

Well, how long are you going to be away! 

13 
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HMJr: 

F: 

IDIJr: 

F: 

HJ(Jr: 

F: 

!!liJr: 

F: 

HMJr: 

F: 

l!l.fJr: 

F: 

HMJr: 

F: 

HMJr: 

F: 

HKJr: 

r: 

HKJr: 

- 2 -

Just ten days - I ' ll be back a weak trom Sunday. 
That don ' t eound long, does it? 

Well, I think that ' s all right, I t hink-- mean­
'llh1le I 111 try to hold the linea tor you. ,. 

Nov Listen, 'llhat I vant to knov, vh1oh aida ia 
Wallace on? 

Well, he 1 e coming in in the morning and I'm going 
to try to tind out. 

Whatt 

(Laughs) In t he morning I ' m going to try to tind 
out. I'm - - I Juat picked up 1 Neva Week' coming 
dovn 1n the train. According to Lindley I • m again at 
the third term. 

You ' re against it' 

According to the 1 Newe Week', yea. I'm turning ••... 

Well, t1nd out Where Wallace ia. 

I'm t rying to get everybody to come out against it 
according to Lindley. 

I see. 

He -- he hae a candidate, 
your tr1end, Kr. McNutt . 
knov that or not. 

No I 

Oh, yea , that's Lindley's. 

I e that Lindley ' •' 

you know, in' t he person ot 
I don't kncv Whether you 

Oh, yea. or course, he 'a tor the boee, but attar 
that he'e tor McNutt. 

Your old pa1 McNutt. 

Jly old pa1 JloNutt. 

Right. 

!he old captain aan. 

14 
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HY.Jr: 

F: 

HMJr: 

F: 

F: 

HMJr: 

F: 

HMJr: 

F: 

!IMJr: 

r': 

P: 

!IMJr: 

F: 

HMJr: 

1": 

- 3-

Vhat did you do With h1at Did you give h1a the 
to ott 

(Laughs) I don't t h1nk the President could stand 
a combination ct MoNutt and Carmody. 

Apparently not. Apparently not . Jesee -- Jesse had 
to sutter because ot t hat . 

Right. 

o. K. Well, take -- take oare ot yourself. 

Thank you, Jio. 

Say by the vay, you didn ' t Just-- I'm not concerned 
at t he moment but Just out ot ou.roaity nov, I'm Just 
going t o - - did you do anything on t hat other th ing 
I talked to you about about •••••• 

The report on -- 'llbat• a hie name, Foley! 

Flynn - - Fl ynn. 

I lett vord t hat when i t oame t o eend 1t over to the 
President. It vill be terrible. 

Sure. 

On Flynn. 

Oh, it • e bound to be. 

Aod I'm Just sending it over to the President. 

Yeah, the tb1ng t o do ie hold t he Vhole t h1ng until 
the Urat ot the year anyway, I th1nk. 

Well, I -- ia -- that 's what-- that' a an appraiser, 
is it? 

Yea. 

Well ...... 

It you made any move at all I think the thing to do 
would be to move Foley up and then it you have to 
move somebody in that •• ••• • 
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F: 

IG!Jr: 

F: 

H!.!Jr: 

F: 

~Jr: 

F: 

Hl·!Jr: 

P: 

IDIJr: 

P: 

lr. !Jr: 

F: 

HMJr: 

F: 

HMJr: 

F: 

l!l(Jr: 

P: 

HJ.!Jr: 

- 4-

I ' l l talk to Basil Harris about it. 

Beg pardont 

I ' ll talk wi th Basil Harri s. 

0 . IC. 

And Gaston. 

O. K. 

Rightot 

'l'he smart -- the &!!lart th1ng to do le to do nothing 
until the first or the year. 

\'/ell , i! 11e put Foley 1n there could we abolish t he 
other pos1 t1ont 

As tar as I'm concer ned you could. 

As t or a s you ' re eoneernedt 

16 

Sure. I don' t want to know anything abou t 1t but it's 
all right wi th me . 

Well , 1! we put Foley-- there ' s ODI position up 
there too much. 

It you put Foley i n, it you want to aboli sh, t hat'• 
your business. 

And then abolish the position or whate ver the 
surveyor, I gueaa • .•••.• 

I don 1 t g1 ve a damn. 

Whatt 

I don't care. I wouldn't be concerned. 

All right. 

o. lC. , H.enr:r . 

'!'hank you. 
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TREASURY DEPARTMENT 17 

INTER OFFICE COMMUNICATION 

"''"' 11:r. Oocllru 

ll:l'. bob tolopboae4 .. at 10105 ' \hla .....uac aaa-u .... 4 \be ~ 
4rop wbioll ba4 taloo1l plaoe ill at ... uac. .lt tlat hoar ba aa14 \be ra\e •• 

_,.. ... Mha• }.12 .. a 3. 79, att ... olaaiac laat a1clot at 3.91. a. aa14 
\hat ot tba or- ci•ea hl• ,..oter«q \7 tho Jlt.alt or a-ala to .. u 
10612,000, he ba4 aolA ,..oter4q 1.211o,ooo, retal.Jalac tha 'baJ.aaae wbioh ha 
will •DA••or to alaPOII ot \o«q. 

-I aU:eabaloolo opla1oa Uo'llt thla aooratac'• arloot, ba rep•te4 
to - hlo perao-.1 oplal ......... a ·- tiM aco \hat 'llltlMte:Qo, attar 
the au, oterU., wlll M omclo l owr thaa lt lo aow, IAaloo 'blllenA, ho.­

ewr \hat attR" tba pn-t -J.U Mlllac lo - the rate ~ niac llaolt 
towuo<l or aroaal ~.oo. !he ePaoi.U oelltas he ret ...... 4 to •• \hat \7 
Japaa- It ...... acra•4 with .. that pa.rt ot tba -·· to4q .. 
po,.oholocioal:Qo nnltlac tr0111 (1) the realbatloD U.t with the lwtral 1t7 
Aot haYlac - paaeea Ale'INro-Dh b)' the ll'ltlell Oon.-..t Oil thlo 1111'­

ltet wlll 1DOreaoe ...a •"P•t \he otralu ou otR'liiiC aaa (2) \be o. ..... 
\brat of -.r:Qo attul<, POIIlb:Qo thro"Ch ~lc11111 aa4 the lletherl...ae, bob 
told •• that he """14 \a epealr:lac wlth JoltOD later lD the .. ntac • 

. U 10115 I .. , wlth the IOODoalote ID4 the .... otlOit. of oterl1Jis •• 
4liO'Ill .. a, ....., I ret'llnaa to ~ ottloe at 101~5 I Ulephoa.e4 baloo. Be 
•14 that he -. to plio ... Joltoa at 111~. I talA hla U.t w wre aao.d.ou 
to lta.ow \be .. alta at hlo ocmnr•Uoa, 'lll&t otfere4 a.o oacceoUou theM­
tor. It •• .. .- \hat he '11'0'1ll4 .. tar'llll7 pt eat latonaUoa troa 
JoltoD 1M oo'lll4 ill repr4 to oterUac'• _......,, aa.4 lrlUell POllOT ill re­
latloa tloooreto, baloo wlll oall • 'llaok at\ ... \be oo..-.... uoa, 

baloo let • I<Do• that \he Ohaee Jlt.alt ba4 ... oeln4 laat alclot IIDO\her 
order to ••11 ~.ooo tor -a. !he ObatiJaalr: otah4 \hie 110niac \hat 
Uo .. u tac or4ero a eterliac emee4a4 lte ~~~~ order 117 lolloo,ooo. Ia­
oldeDt:Qo \he Ollaao -uoaed that the -liD llinioter ba4 rleUe4 \hat 
'boollk r-t:Qo aa4 la11Mte4 that hio OO'IlDU, -u have to O.JIIIt. larp •­
IOOI'Olal oreAlte ill the Ua1te4 It&t••• !he 'blUet •• \hat oilt.oe .,_,.,. 
ba4 ollt alM<l "5,000,000 ill oraAlt trOll Or1at lrltaill to GOYer p~rabaaoo "" 
tba lrltlell arloot, tba oitaliOD ba4 eo c11uce4 that -or thlao paroba••• 
..,'lllA-.. toM-.., tba .lMri- .... loot, wlth • oo .... q'llat ~' 
tor 4ollara, .lt \he hO'Illr IAaloo a]llloo 'll'ith •· J_. .. aalao ot aterU., 
.... 4rT1ac ... 

It •• -·· opWoa U.\ \!Ia cr~ator ]lll't or lr1Uah o1110rh to tho 
Olt.Uo4 Statoa -. llt.Yoloe4 a 4ollaro ...a Mot ot •:o-1UM Ulp>rta troa 'ba 
11111to4 lta\eo 1aYo1oe4 la n ... ltac. Wo I<Dow til&\ poa1a 11114 oo\toa 11111• are 
ill o\orltac. ot ocro.rao, \!Ia lr1Uoh ooatrol ciYoa 6ollaro -.w• •••rUac 

OD plrUt\14 Oll'OJr\a, ~~~ 
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TREASURY DEPARTMENT 18 
INTER OFF1CE COMMUNICATION 

•AOI4 llr. Ooohru 

.A.~ llrli5 ""lonall ... 7, ~u a.cre\aiT telopho•4 .. tr• t» tara \ba\ ho baA 41ealu .. 4 wHh \U P:r .. 14en\ a\ lUDOh \U quoUon ot ooUIIIC "QP a o,..ittoo wUh ropn oonUUT .. fro• \lao Azw~T, la"7 anA 'frao011r7 Dopar-ah to report t o \U Proo14eat, throllcb llr. lloae7aol4e, 1a ropr4 to \U plaao ./ of forolp CVftJ'DMilh for w.r •torialo parohaooo 1a t» 17a1to4 ltatoo, 
tho Sooro\aiT tol4 .. tba\ » woul4 Abeuao \1111 "QPOn hb rot~~n> \U follo­lllg aoraiiiC all4 that WI woul4 4raw up a •110rall4mo for truoalooion to tho Prea14eat . Ia &Dower to _, report tbat llotb Pillo111t allcl Llro;r-B~ieu 4e­Glre4 .., appoint-\ tor loToabor 8 to proo•t llr. PurTio allcl llr. Bloob Loin6, r oopectl•ol.T, tu SooroUry inotrnotacl .. u ~•11 tbe• tbat » woulcl. be cla4 to recoin t be two tinallcial cov.uoloro a\ 3 otcloolr oa t» S\11, 
but tbet tbey ob011lcl - llD&OCOIIIJI&D114. 'l'bet io, u 4eo1ro4 to ••• only tbo uwal ropreoontaU.Too until \llio •ttor baA boon Aefinl tilT otralcbtllle4 011\, 

By tole~ at 5 o'oloolr, I tole!. W.oaro. PiAoont anA B~i.,. t»t tu SooreUry wolll4 reooiTI tbe two ot thea tbe followiiiC afhrnooa at throe o 'oloclr. 

.A.t ~be atatf -•tiiiC oa lonaber S, t be SecreUr7 11lo\nacto4 llr. Grano ..,4 ., .. u to _ , \Ut afternoon wUb Oaptalll ColliAt •4 llr. liobJM14• 111 bia ott1101, .A.t \U aftornoOD -•UDC, tbe SaorotarT tolcl u \hi plaa wllicb be ba4 410Cilooe4 with tho Proo14ont in repr4 t o a liaboa a .. nuo. l!o aalro4 u to 4raw up a -r&D41111 aa4 lll'biiU 1\ ~o b1a ill t1nhbe4 fora thio aorniiiC tor 4el1TirT porooaalq '117 hi• to tbe Proolcla\ at 11 otcloolr. 

.A.tt ... \U -U.JIC, \U four ot u rmo•A 0111' COII'f&roaUon wi\11 tho Secretary, anA llr, Grano 4rattecl a paracrapb \boreoa. I preparo4 two o ther pai'JICrapbo all4 tben worlre4 onr llr. OraToo ' paracraJ~b anA oonoollclatocl tboa !.11\o ono _.......,. *icb, after approYal by llr, Grano, •• ou11111Ue4 'by ao to tbo SlcreUry tbio aoraiJIC anA rocoln4 bio olpatnre. 'l'be Secrt\aiT 4ol1nro4 It t o tu P:reo14eat \bio forenoon, 
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TREASURY DEPARTMENT 

INTER OFf'ICE COMMUNICATION 

Secretary Nor&ent~ 

l!r. Ir1£0)'0II, formerl)' 71D&Dcial Counulor of the Az-&ctine J:llbaoor 
thia c1t:r, called .. fro• lluenoa Airoa at 12145 noon t~. Be he4 no 

tc take up vith ua, but eoucl>t into,...Uon vith reepect tc tho 
~~··~~:·11~~~·~torl1n&, the outlook for that curre~>q, and the pnoral o1tuat1011 ~ Statu , vith particular retaroDce tc 1D4uatr'1al actirttieo, 
~o=.o,ii.J.I;:r prieeo Nl4 Oll1te4 Statu oeourtt;:r l '"ala, I p n auch intorutioD 

I he4 in vbat I thoucht .,. eppropriatel)' auar4e4 aanner. 
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TREASURY DEPARTMENT 20 
INTER OFI'ICE COMMUNICATION 

DAT& JoT-be~ 9, 1939 

TO 

'""" 
Mr.CocllreA 

!bo oto~li.Df; ~ate vao .,.U UD4n preo..,... vl.\11 1lle tolrDDn~ 1A a-­
~Uoao oxeHCUll,f \lie reool'4 ootabl1m.4 ;reowr4q. la Jao\oM&a •'-~lillc vao 
quo\04 a~ 3•9~1/11. !bot opeDl.JIC quotaUoa 1A hv York vao 3•~3/4• Sbo~\JT 
U..reatw~, u vao ~r\ocl \~oat 11>ere vao .... D&ll. ocatw....S. .. us,... 1D 
o441Uoa to the oo1li.Df; repor\04, 1lle lo4eral Ba""" :BaDlt ot hv York hoo4 
~367,000 repreoootlDC U.o ,.... .. outed. b~ ot 1lle llwoaDl&D ord.or reooi'rod. oa 
llonabor a. !!>a Chue laDlt aloo ropor\ocl \~oat tho7 reoo1nd. &D ord.or to .. u 
~.ooo at beot troa lluu1a. !!>a raw 4eolilled. r'IP141T d a!>out au;.;..,l'D1DC 
V&O quoted. at Jo77 o 1he low for the 4q, J.t\ft \~oat COod. o.-reljl ~ 
· - 1Ato tboo ..nat d u.. rate otaeiUJT -rec1a\ocl to 3·115 a)oolt u.,;.;..rwl'IIOOo. 
1\ oloood. at 3-SlW/2.. 

!!>a cUocGUDt oa torvol'4 otorUDC vtuM<l aDd. vao quo \04 ao tollowoa 

aoat.b - ~1/IIJ J>U pOIUid., cUooGUDt • ,.:,l/2/. ~r -
DOD thO ~ '4-1/2/ por po'OJI4, cl1000QD\ • ~J{qlf; per ......... 

'"''"'" hao ool4 1A th1o llal'kllt 'JPPro:d&atol.T io:!,lloo,ooo oiaoo Jro••ber 3· 
It U..lr 41epooal ot owrllDC ohould. DOV be coooplotod. aDd. DO larp oolUDC ortoro 
oro ~ooolTod., otftllDC, 1D all p~bol>111t7, will repla - of tho loao vblch it 
ouotalaeil ilW"iDC th1o week. 

Sal•• of otftllDC b7 the ~rtlDC b&Dka 1D hv York aDd. tho rau~al .... ,.. 
ot hv tori< toWed. ~.:521,000 froa \lie tol.lov1Dc OOIU'<Mol 

eo...rc1a1 coacerna •• •••• • ••••• ••••••• •••• • • • •• •• ••••••••••• 142,000 
roreip b&Dko (~Qrope, ror laot ...,. Soa.th JMr1ca) ..... . ... ~ 
led.le•~ ot I.T. (r or aa..aia) •••••••• • ••• ••••••••••••• 

!l'oW 

Purchaoeo ot ow~UDC -'-4 to ~,264,000, ao lacUca\04 bolova 

J7 c~rc1al ooaceraa •••••• •••••• ••••••••••••••••••••••• • ,, 
117 torelp b&Dka (llazoopo, ror lao\ aDd. South JMrlca) ••••• 

!oW 

!!>a b&Dka aloo ~~- \~oat 1lle Br1Hob Ooatro1 pvolluod. oto~UDC -~ 
1DC to ~.ooo a\ the ott1o1al ~•to ot 11.02. .AU ot th1o owrl1DC roopre-\04 oottoa 
blllo. 

CONFIDENTIA l 
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!» heaoll tr...., u4 \bit balca .,..a cl8o11M4. ~ p114ar .a4 llwiaa traDe vera fairlJ awedT• J'or co-poraUn pupoooa, \bit olooiJic qao .. u ... ot "'- ~r'-"~ CNrre1141u oa •ueihr 2 u4 to4q are llaWf. Mlowl 

swr11Jic 
J'roaoll frABCa 
a.u4ara 
Sri .. tr-• 
llolcae 
OAN4a 

10'1 2 .,, ... , 
MIUJII oA lllev.aoUou racelft4 troa \bit lo\bitrlu4e :lalllt, - hllaral l!.eaorn Buk ot low York coA~I.JIIac1 ~ III'U'Obaoo c<t114aro for 1\ a\ a oar\al.a rate. 

~ ChlMOO ;raan, 41>rlat; \bit }laat tow a.,., racallat froa ita reoaa.\ lllcb of .~1/'4 ~ .~/16 \o<lq. 

We parcha8ot froa \bit IaUollal Buk ot Balci- $;!,575.000 1A IIIJI. troa lb O&ZII&l'loot _,, 

!» lo\llerlaala Buk .AY1M4 uo tllat U wielto .. ~ ooll plt ~ at ,5()0,000 oa •-r 10 u4 .u,6oo,ooo oa lot -.: ]J, U.. pl4 w '- re1a....a. lw oanarloot -'· tlotoo t~u..,. will be reporWf. oa tM tatoo t11.q co-wa.. t1ot lo-rlaalo Buk baa be.,. a ooa.alowa.\ oollor tlf .. lt ~ uo -·• OJ>oraUou are ~ pronto tol.lara 1A coa.»oUoa. wi~ U..lr at.)1llsdloa 
~· c<t114ar, 

We raoelft4 , ~ U.. J'a4aral • •• Buk ot low York, a req~W~d U.. C.D\ral Bult of .ArpDtlAa ~ piU'CbUe $;!,000,000 of p1t ~ be llll4et to their O&l'llaJ'Ioot ACOO'IlD.t, CioiL req~W~ot waa IIHFOnl. 

!» J'allaralllaoarn Buk ot low Yol'lt latonoo4 -u ot U.. follow1llc colt oh1p8ntll 

lD low Yol'k wa ..,.. nn parollaooo ot a11nr to\al1JII JOO,OOO -·• 1l1lii.Or Sllnr """"- .Mt. 

/-~-1 C ONFIDENTIAL 
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B.&lllt OP' DGL.&II D. 

I caU.ed Mr. Bolton at l2a4.0 tod17. We had had a .... ,. 
hectic anltet, I told h1a, with sterling o pminc at &.88, droppillc 
to :..77 and biD reooTarln$ t o the pra .. ot rate or 8.82. Sellin& 
tor Bullmlan account had oontiJIUed with about £700,000 1n the 
a arltet th1a aomiac, which were lett OTar from ,. .. tarda;r• s orders. 
I.D addition, aellloc order s • -ed to haTe bean receiTed rro~~ 
South Aaer1ca a d fro11 the Far llastJ Japaneee eell1n« •••ed to 
be dr;rinc up . BQ;;r1nc had u-st b- abaent t or a~le. Bolton 
inquired llblltber there had b- en;r aell1ac from Brazil. I replied 
.. ot to WIT ltnodedce, • but Wb7 di d he ulc. Be replied that t h .,. 
undarlltood thst the Bralliliaoa had coa e into pou .. st oo or sterling 
rac.Otl;r. •I don't ltnow wi>ethar we can do anything INch about the 
a arl<et, • Bolton oocttnued. .A s n~~:ards the flwlani an selling, t b .,. 
aera co1Dc to taka the a atter up with Bumania. I su&geatad ""'"• ---" 
this aell111c ai&bt hne to do with t h e Br1tilh credit or Mq or 
this 1•ar but Bolton retlued to th1nll: eo. I stated t hat the auket 
hare certalD}r ... d1wt11rbed and - pletel;r upset; t hat 1n a nontal 
aarlcat tod~T' a aell1Dc would hATe been absorbed bUt in prwa1l1ag 
cir-wtmoaa the reiU.lt had b - a break in t h e rate. ! h1a •••ad 
to me UDtortwute b-•• I wtill bellwed that the aelllag wu 
or a t•poraJT cbaraoter 11Dd that with a little bllTinl the situation 
oou;J.d hne be• corrected lD a MarJT. Boltoa aall:ed bow IAich aterl1111 
1n WIT opinloa, ... wtill batciiiC ower the asrtcet and I auccawted that 
ai&ht be 1n the n.S.bborbood or uoo,ooo. lloltoa aiapl;r tbiDlted •• 
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CORRESPONDENCE DATY IOY-bv 9• 19!8. 

sua;c:cn~T::-=BL::IPil:=-:-:O~I=Z~CXl:-:-:IV-:::RB=SAt=I:.:O=I-JTf.::.:.:::B:.._ 
B.t.lllt OF IIIOL.tJID • 

• 
tor the intonaat1oa. Be oould tell ae nothin& nn at ali u to 

condl tion s in !ilropeJ Bolland •-ed to be cettinc .orse. Rt~ arc!.­

in& BelriWI• th117 bad no 1ntonaat1on todq • not haYing been able 

t o reaab Bru .. als CJD the talepbolle. // 

I referred to Bmk or fnclmd' a cable to. 10'74 or 

lloyeaber II 'llbicb• • • reccYed b)' us. aade no aese. We as.med• 

I aaid, t hat it conta ined adY1ce to t he effect t hat our ac001111t to. 

with t h e B.alt or fncland bad bee credited £8l.2•1i00 b7 o rder or 

the Bao<lll• lat1onale de flo-lillie in Bucareat. Bolton. attar looltinc 

into the aatter. contiraed t hat our aasua pt1on was correct and I 

requested that tbq a.nd us a new cable eorrectinc tbelr to. 10'74. 

'lbll he protli s ed to do. 

Llltal'lf 
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• 

3tcrrtary or Stott, 

Waabingtcn. 

2318, NOVEmbtr 9 . 

Fa\ TREASIJRY. 

PLAIN 

London 

Datrd Novtmbtr 9 , 1939 

Rtc 1d 1 1? • m • 

One. AnothEr small 1ncrtaee in thE note circulation 

by •406,000 is shown in today's Bank of England return 

which also rtvtals a hEavy switch rrom bnnktrs' deposits 

which declined from •12.9 million into publi c deposits 

which inortastd by ~10.7 million whilE othEr accounts 

dtolintd by •1. 5 million. Govtrnmrnt ucuritits 1n thE 

banking DtpartiiiEnt dcortaSEd by ~.1 1111ll1on and othtr 

scouritiu including discounts aa1 advancu by );292, 000. 

Two. The dullness or the gilt-edged aa1 othEr stoolc 

marietta ycetcrday and today is attributed to thE 1mpl1-

cationa or tht BElgium-Dutch peace plta rather than to 

any crrrcts of tbt national loans bill announcement 

reported in DIY No. 2305, Jlovtmbtr e. War loo.n olostd 
~ 

today at 91-3/4 having bttn over 92 two days ago. 

!EIOIEDY' 

24 

Regraded Unclassified



PARAPIIRASE OF TElZGIUM RECIIVZD 

mox: Alaerioan Elllbaeey I Rome, Ital:r 

DATE: NoTember 9, 1939, 7 p.m. 

NO.I 600 

Reference is made to telegram ot June 30, No. 243, 

trom the Embaasy. 

Today announcement wae made that the exchange guarantee 

ot the Italian GoTernment covering trade between German:r and 

I taly w111 again be available to exportere atter the twelfth 

ot November; this guarantee hnd been suspended the t1ret ot 

The f ollowing ie confidential! Thie action meane that 

the debit merchandise balance hae been reduced, and that 

t he clearing between Germany and Italy will function as it 

did before. On the first ot September, Italy reportedly 

had an aoti,e balance ot ae much ae two billion 11re. The 

clearing balance made up about five hundred million ot this 

total. Evldentl:r Italy thought, when Germ'llJl7 vent to war, 

that it would be wise to reetriot export• to German:r until 

there had been a reduction in the pa:rment balance by German:r; 

they had been demanding cash tor their exports since that 

time. 

In view ot the above-mentioned announcement, it would 

seem that Germany has found a way ot reducing ite adverae 

balance. That Germa.n:r hu been exporting conaiderable quan­

t1t1ea ot coal to Italy ia known; 3001 000 tone, calculated 

at 
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at a Y&lue of about 40, 000, 000 lire, h&e been exported to 

It&l:r in the lut two montbe , The tranater of the German 

popul.ation out of the Upper Ad1ge baa probabl;r brought about 

26 

a eubetantial reduction in their debit balance; Italian authori­

ties take oYer the propert:r and goode of theee Germane when 

tbe:r lea•• the region, and the Y&lue ot aucb propert:r and 

geode 1a applied to the cred1 t of Germ&n7. It i8 eetillated 

by a r eliable 1ntoraant that to date about 300,000,000 lire 

haYe al.r8ad;r accrued to German:r troa tbS.a aource, 

The reopening of the clearing wtll t o 8011e extent et1a­

ulate trade between German:r and It&l:r, 1 t ma7 b e taken tor 

granted; nevertheless, there baa not beea an:r change i .n the 

baeic tactor8, because the operation ot the British control 

ia lllalting it d1tftcu1t tor Italian• to aupply eubetanti&l 

quantitiea to Ge~ eyen when cub pa;raent in tree exchange 

ie Ja&da. 

PtiiLLIPI. 

&A1LW 

• 
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Storttary of StatE 

Washington 

2004, Novcnbtr 9 , 4 p.m. 

POR TREASURY 

PLAIN 

Berlin 

Dattd Novtmbtr 9 , 1939 

Rto ld 9 !30 p .m. 

In placE of thE usual dtclinE in tht bill 

portfolio which occurs thE first wttk of tht month 

thE Rtichsbank rEport for NovEmbEr 7 shows bill 

holdings of 9625 million marks as comparEd with 

9358 million marks on OctobEr 31 . Tht incrta~t is 

assulntd to bE tht rtsult of banl<s taking advantagE 

of thEir rediscount facilitiEs in order to providE 

funds tor thE 500 million mark Statt railways loan 

subscriptions which opEnEd and closed on NovembEr 3 . 

Contrasting with thE incrEasE in tht bill port­

folio tbt Rtichsbank's hold i ngs or tllgiblt stcuri­

tlts dtcrEastd from 1440 million marks on OctobEr 31 

to 1218 milli on on NovEJnbEr 7 . As is usual thE first 

l'lttk of thE month thE i tcn "mise tllantoua ass tta" 

dtol1nEd1 from 1874 million m4rka to 1628 million 

l!ID.rks , 

27 
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marks , nnd thE RE1chsbnnk nott circulati on fE ll 

from 10819 million marks on OctobEr 31 to 10583 

mi lli on on Novsnb rr ? . 

Tht bnnk 1 s hoard of si lvEr coin which has 

bttn 1nortns1ng d~E to thE rEpl~ccmrnt of silvEr 

coi n in circulation by onr , t wo and fivE Mark 

notts of thE rEntEnbank incrtnstd by 12 million 

11111rks to a nE<~ rECOr d figurE Of 344 o8 milli on 

KIRK 

ROW 

• .. 

,. 
1 
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Starctary of Stat£ 

Washington 

2707 1 NovEmbEr 9 , 7 p . m. 

FOR THE TREASURY • 

GRAY 

Pari s 

Dated NovembEr 9, 1939 

ffra ' d 6 : 22 p. m. 

Rtynaud dElivErEd his addrEss bEforE a largE 

and Enthusiastic audiEncE which inaludtd sEvEral 

othEr cabinEt ministErs , our ~assador, the 

Oov&rnor ot thE Bank of FrancE, tto . Tht spEEch 

was more pol i tical than financial in nature and 

WE pres •~£ it ia bEing covErEd fairly tully in 

tht AmErican prEss . HE began by rEfErring to thE 

WEll known progrEss cad£ by ?ranot in tht year sincE 

hE last addressEd thE club, progrEss mad£ ntctssary 

by thE mEnacE ot war. "In tact• ht aaid "it ' s a 

long timE sincE wE wErt rEally at pcacE" o HE thcn 

passed to thE causEs of tht war - Germany' s "rtturn 

to thE law of thE junglt" - and rEfErred to the 

EvEnts ot thE past scvtrnl years bEginni ng with thE 

assassination or Dol ltus and Ending with thE dt struc-

t1on 
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dratruot1on ot Pol and. H1tlrr 1s rEqutst for a 

brtnthing spnc t to digtst his victims ht snid 

to (?) tht FrEnch arm1 n fEw months tram now to 

ll aurprist llttack which poss1bl1 ltllVE tht Nazis 

llbsolutt masttrs of EuropE oould not bt ncotpt t d . 

(END SECTION ONE) 

BULLIT'l' 

NPL 

30 

.. 
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Stcrttary of StatE 

Wash~ngton 

GRAY 

Paris 

Dattd Novtmbtr 9, 1939 

Rrc ' d 6 :29p. m. 

270'7, llovwbcr 9, 7 p . m. (SECTION T7/0) 

War 1s a t cst ot s trcngth and Franc£ was 

prcpo.rcd t o ttnkt thc sacrificEs rcquircd. Ht 

said ht doubtcd if WE i n tht UnitEd Statts rEalizcd 

thc txtent of thesE sacrificEs : f ivc million mcn 

takEn tram thEir homEs to fight 1 thousands of 

families forcEd to scck rEfuge in othcr provlnccs 

or Francc, thE cconomi o lift ot thc country passing 

from a rcg1mc or pcacc to that ot war, the i mposi­

tion ot heavy nEW tax£S 0 "Many or you will b£ 

surprisEd 1t I tEll you that thE wagc or a FrEnch 

s oldi er ia onE and a halt Amcrioan ocnts pcr day 

and cvtn in thE front linc it i a lua than a 

quarter ot a dollnr. ThE wit£ ot thE Frtnoh soldi Er 

with thrEE chlldrtn rcccivta on thE avtragc f i fty 

CEnts n day. Franc E knows tbnt ncw Efforts arc 

rcqu1rtd 
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rEquired t o replact htr f i vt . .1illlon soldiers nnd 

to revivE thE t conot.tic 11ft of the country to n 

mc.xirtUln , This w 1llingnEss to saorific e is the 

oertr.inty of victory , Tht recovery or ytst trdny 

in tln:e of peace is the mcnsurtrnent of tomorrow's 

recovery in ti~e of uor• , hs an cxnnple of this 

reco,·ery lle g"ve the f:~ct tmt the return of 

c:~pitel since the ~c.r i n spite or "gigc.ntic pay­

mEnts" has resulted in on increese in reserves 

of foreign cxcl~ngc of one billion francs (our 

tclqtr'U!l llo , 2587 1 October 26 , 7 p .m. ) 

( END SECTION T';O) 

BULLITT 

IIPL 

Regraded Unclassified



Lt\3 GRAY 
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Dattd llovcmbtr 9 , 1939 

REc'd 6 : 12 p . m. 

Stcrctary of Statc , 

Vlaahin;;ton . 

2707 , Novcmbcr 9 , 7 p . m. (SECTIOU THREE ) 

Aft tr paying bricf tr i butE (lip sErvi ct) to thc mutual 

coopEration and the pooling of rtaourcrs bEtweEn 

Britain and FrancE, he turnEd to thc UnitEd Statcs . 

11Amcrica has dEclarEd hcrsElf ncut rnl . All of you 

who ar t here at lEast know that 1f AmErican nEutrality 

i s Evtr compromisEd, it will not bE dUE to FrancE or 

htr allies . You know that it is not mtn that thE 

Prtnch Rcpublic and the Brit i sh EmpirE nccd, it is 

a rms , raw matcr1al, ~achinEry. This poses a problem, 

that of ExchangE bEtwccn our countriEs ." Ht rccalltd 

our policy, of which thE tripartitE agrEEment was an 

EVid Ence , of i ncrcasing the EXChangE of flt alth bctwcEn 

nations -- "on£ of thE aspEcts of libErty" . "What 

truE btforr the war i s all tht mort truE today . LEt 

us not f orgEt thE rcecnt lEssons of tht last war, thE 

Economi c 
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economic crisis without prEcEdEnt in history which it 

Eng£nd£rEd , If in tht prtatnt war we commit tht crror 

of allowing ships which havE comE full from tht United 

~tatts to return empty, wt shall sow th£ sttds of a 

ntw post-war crisis , It is by French labor that sup­

pliEs from Ameri ca must ln largE part bt paid. It is 

nrotssary for tbr well-bring of both countriEs, It 1a 

not sutf1c1rnt just to think of tht war, wt must also 

think of after the war. 

(END SECTION THREE) 

BULLITT 

NK:NPL 
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Stcrttary of Statt, 

Washington. 

GRAY 

Paris 
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Dated Novtmbtr 9, 1939 

Rtc ld 7!22 p , m. 

2707, Novtmbtr 9 , 7 p . m. (SECTION FOUR) 

\Yhen peace comes , the l egitimate economic needs of 

peoples must bE takEn into consideration. In thE 

work of reconstruct i on, the role of your country will 

bt great . I think that when we have real pEace , re­

construction Vl i ll be much mort rapid than is general ly 

bt litvtd, For the collapsE of EuropE ' s finances 

btfort t he "ar -- with Germany at thE head -- was duE 

to enormous mi litary expenditures , That and nothing 

tlst is why Gtrmany economy was about to d ie when the 

war struck, Think of what would bt possible for thE 

wtll-bting and health of peoples 1r the f ormidablE 

mass of milit ary credits could bE t urned to living 

works or to extend the social rtoonoiliation of today." 

In conclusion he r e iterated tha t France in the 

words of Daladitr and Chamberlain i e at war today 

"bcoaust the aggressor, rather than give up his 

enterprisE , 
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LUS 2- Ho. 2707, Hovtmbtr 9, 7 p . m. , Sec . 4, from Paris . 

tntcrpriat , prtftrrtd to rtnounoc his own idtal afttr 

having rtnounctd ours . France will not carry on tht 

war imposed upon her by half-way mtaaurta . Our tntmy 

has wishtd a total war . ¥~at WE want and what wt art 

dttcrmintd to obtain is a total ptac t.• 

(END SECTION FOUR) 

BULL ITT 

HK:HPL 

• 

Regraded Unclassified



PARAPIIIWlE OF SECTIONS FIVE AND 8IX, TELI:GRA.'I NO. ?:707 
OF NOVEMBER 9 , 19:59 FllOH TilE AMERICAN EHBA.BSY, PARIS 

A.t the lunch our Bank of Franoe friend wae cur gueat. 

37 

In atriot confidence he told ua that at an early date it ia 

p lanned to ahip considerable gold to the United State• by 

the method deaoribad in telegram No. 2660 of November 6, the aao­

ond paragrallh• The eteamahipa ueed in th1a W&7 will con-

stitute an important part of the oonvoy protaoting &1rpl&Da 

ah1paanta on the Y&7 back, In atriotaet confidence we 

l innocantl.7 learned that the Bank of Franoe hae been aakad by 

the second countrT mentioned in the eighth paragraph of 

atriotly confidential te.l agram No. 2:516 of October 5 to 

reoaiva the aubJact matter thereof - which ia a highly aignifi­

cant reversal of the position of th1a oountrT aa set forth 

in that telegram. 

The aaoothar operation of the axoh&nga control system 

seemed to pleaae our friend, ae well aa the easing up of the 

phraical preaaure with aoae of the personnel having bean 

returned. During aaTeral d&71 recently the fund had lost on 

balance, but 1t b&8 continued to gain onoa aore. A.tter 

the fifteenth of NoTaaber - the date on wh1oh are to be 

baaed the declaration• of hold1nga abroad - be e2pacta that 

the return of capital will 4rT liP• Our tr1and rell&l'ked that 

aterl1ng 1e untllrtunataly what is oom1ng in tor the moat part. 

Next to ua at the lunch wae Fournier. He told ua 

aubacript1ona to the armament bonda are collling in at a verT 

aat1afactorT pace nov, In th1a regard rou.rn1ar th1nka that 

there 

Regraded Unclassified



38 
- 2 -

theM will be e•e help troa tlle publ1o1 t)' oupa1p wh1oh 

will be undertaken bJ the reoentlJ organ1&ed national o~ttee. 

One of tbe elogane of th1e oo8alttee 1e that 1an araaaent 

bond 1e a bank note Wh1oh p&Je 1ntereet•. With reierenoe to 

our telegraa of Jooreaber II, lo. 2ee<11 J'ournier oonf1raed 

what we had been told b7 our friend u well u Ruff and 

Oov.e de Xur<r1lle - that there 1e not 11ke1J to be aDJ 
?~ 

1JIM41ate ~ard bound 1JI.4P&JIMII.h for war pirohane. He 

ea1d tbat t here woUld be a <rer, gradual 1aoreue 111. P&JaeDte, 

1n Y1ev of the t1ae lag between the plao1ng of t he ordere, 

the II&Dufaotur1ng and eo on, and 4el1orer, r.A.s. port of 

eabarkat1oa, J'ourn1er ea1d that u Jet 1t 1e not poee1ble 

to make e<ren a general eet1aate of bow auab 1e 1n<rol<red 

or the rate of 1noreaee, e1noe there are eo aaDT unknown 

· faotore 4epen41ng on the tnpo an4 the nature of the war, 

et cetera. 

Dill UO!IOJS J'In AJI) SIX. 

BULLift. 
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PAP 

Secretary of State 

•,.no hington 

GRAY 

PARIS 

Oo.ted November 9, 1939 

Reo•d 7 :2 7 p. m. 

2707, llovember 9, 7 p . m. (SECTION SEVE:;) . 

The publi c 1s reoindod by a communique iss~ed t~day 

39 

b" the Bank of France that tho bank directly as well as 

throu"'h approved interr.tedi arios for transacting 6Xchance 

operations is a lone qualified to purchase gold in bars, 

ingots, etcetera, and French anrt foreign !!Old currencies , 

tha t the purchase price is 47 , 608 francs per kilogram for 

fine gold and that th e value or coi ns Vlill bo calculated 

upon the sar.o basis . I t i s also recalled that gold held 

sbroad ~ay be repatriated an1 thot th~ services of the Bank 

of France n.sy be utilized for t'11s purpose . 

(E:;o SECTio:; SEV:::;) . 

BULLITT 
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PAP 

Secretary of State 

Washington 

GRAY 

PARIS 

Dated November 9 , 1939 

Rec 1 d 7 :30p. m. 

2707, llovember 9, 7 p. m. (SECTIOI1 EIGHT) . 

I}Q 

Further, the public i s informed that in order to facili­

tate exports of French products so urgently desired the Bank 

of France is i tself prepared directly to discount or to 

accept for collecti on, b i lls of exchange and checks made ou• 

in foreign currencies; the public is informed that the branche: 

of the bank will furnish all necessary information as con­

cerns the currencies and the countries regarding which dis-

count in foreign currencies is authorized, The communique 

adds that:discount of bills of exchange in foreign currencies 

wi ll be definitely calculated in francs baaed on the of­

ficial rate of the day of negotiation, 

Finally it is pointed out that the discount of bills 

of exchange expressed in foreign currencies will release ex­

porters from all forma l ities wi t h t ho Foreign Exchange Offi ce, 

as the Bank de France will tako the necessary s teps to se­

cure the passage of the re l e vant documents through the 
• '1 

BUU.ITT 

NPL 
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Secretary of State , 

Washington, 

GRAY 

Paris 

Datca Novcmbcr P, 1939 

Reo ' d 8 :10 p ,m. 

2707 , November 9, 7 p , m, (SECTION NINE) 

An arretE publ i shed i n the Journal Off i c ial or 

today providEs for thE insti tution of a fund f or the 

equali zati on of the prices of lcad, ~ino, antimony and 

cadmium, Tht stated objcct of this mcasurc is to reduc t 

important diffcrcncc bctween (a) pri ce of vari ous i mports 

of these metals and (b) the price of thc some metals 

producEd by l ocal foundr i cs selling on the basis of the 

pri cc fixed by the Minister of Public Works . The valuE 

of imported mEtals will bE based on the billa prcscntcd 

to this cquali~ation fund and on rElEvant contracts . 

The statcmcnt of the Bank of Francc dated November 2 

published t odoy shows the usual monthcnd changcs , It 

also rcvcals howcvcr that thE statE has drawn on i ts 

authorized 251 000, 0001 000 franc advancE for a further 

2,300,ooo,ooo to a t otal of 7,30o,ooo,ooo. Commercial 

41 

discounts arc down 11 461, 000,000 france t o 6, 855, 000, 000, 

Advances aga i nst a ecuritics 1noreaecd 87 10001 000 and thirty 

MY 
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-2- #2707, llov EmbEr 9, 7 p . m. (SECTIOtl NI NE) f r om Par1a . 

day advancEs wErt up 309, 000 1000. Nott c i rculat i on 

1nor£aSEd 2
1
213

1
000, 000 to a total of 147 1 000, 0001 000 . 

Current and dtpost accounts dtortaatd 6701 000, 000. Tbt 

Treasury account was up 14, 0001 000 to a total of 121, 000, 000 

Open market operations showed a dtortaae or 35, 000, 000. 

The rat1o of gold covtr was 59 . 90 as against 60 . 35 ptr 

otnt . 

BULLITT 

RR 
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Depoa1ta 1n Paris savlnga banlta duri.ng the week ending 

November 4 totaled 12,790,000 tranoa and withdrawals 

3,166,000. 

Yeeterday1 s weaker tendenor on the securities market vae 

evident again today. Rente issues were down from 50 centimee 

to one tranc and variable revenue securities showed moderate 

loReee. 'l'bere is a general feeling here, shared br those with 

whom we talked today, that the invasion of Holland (and possibly 

Belgiua though the feeling in t b1a respect 1s somewhat divided) 

l a but a matter of a r ev days. 'l'b1a feeling seems to be partly 

vindicated by what we learn oonfidentially of identified 

German troop concentrations - in partdcular the fact that 

Germany haa concentr ated her shock troops and main motoriud 

divisions near the trontiere of Belgium, Luxemburg and the 

lletherlande. 'l'bere 1a general bel1et here l1kew1ee that laet 

ni ght 1 e Munich explosion waa engineered by the Gestapo ae a 

meana of inciting <Urman opinion aga1net England. 

'l'he only cJl.an8e in otfic1al exchange rates vas a further 

vealtenlng ot the belga to 724 - 730 as against the 

prartoua 728 - 724. 

END MESSAGE. 

BULLI'l"l' . 

EA:LW 
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' ' 'OIMIIJI ro• Ul tp;ut•p or D ' zegeupa 

ODe of •• obataolea t o tho propor -avl,_t of owo 

oouat1'7 tor aaUaaal 4otaaa b \be dlaparl\7 bah - t be 

rate ot proctllfts- of •Upl•• •wu •ct t ba\ of t ba alr­

pla .. \b-•1•... 'fhta ••t b o 0711oh1'011 laeel •• a ooe •• 

pou&1a. 
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:rou are bar otly dlraa\eel to wr& 01.1\ a poU.q of dapnala­

Uoe au ...... b7 wblob \be almoi'Ml lllnataa\ 1D plaDt 

aspaatoe tllat W11l be raquueel of tho alrplaDa •tan aanu­

tanurar a •W 'lla *•"eel o.-ar aaa llta of tba -trana or 

durt.aa tho _,., • .,. period. 

tau ua IIana.. dlrMteel to aoeavlt wltb \be appropriate 

-tua .. of tba CaavMa ttlr \be pupo .. at ._.lailll • 

._., ..-.r- 'llbU'ob7 \ba taou tu .. ••• ., .. ,eel •111 

'11..-a a ,. __ , ,.n of tala aats.al .. t•••• 

( lftlUaleel) p D II. 
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•onllber if. 19'9 

To I Tba ruu 

rroaa Ill'. Hanaa 

Maetina 1n the ott1oa ot Aaaiatant Secret ry ot War Louie 
Johnaon troa 11100 to 12130. Praaent ware1 0 dar Secretary of 
t ba Treaaury Haaea, Onder Secretary of eo .. ar a •oblaL Aaa1atant 
Secr etary of ~ar Jobnaon, A4a1rala Star~, !ow ra and rurlona, 
Colonala Byrnaa, Rutherford .nd lcb~lta, Oen@ al Arnold, and Mr. 
Green of State Department. 

! he t1rat problaa brollabt before th" •• t 1ng wa. the recoll­
aende t ion ot the .let tna Secretary of 8a't'}' Cjd tba .t.u1atant 
Secretary ot War t hat the 1Unit1ona Cont r o: f Board be .ucaented 
by r eprasantatiYea troa State, Treaaury and co .. erce. Mr. ~obnaon 
sa id that tbia recC::aandet1on had not haen/' approved by lla'f)' 
Departaent Ea ;yet, bllt when it 1a ba plana to aend it to tbt 
President and reque•t that the Co .. i t tea ~e enlarced to fiYe 
ee.,bera, 1nolud1na Hanea, ~ohnaon, Ediaon( Koble aDd Green. 

!he aecond itea bro~&abt llP for d1a0liaaion waa tba terrific 
lo.ck or aoord1notion between the Britbh and P'rencb in the 
aatter nr p~arebaaaa. The Brit1ah haY& retrained troa placing 
ord•r• 1n t b1a co~~ntry durinc tbe pertoi1 ot debat e on the 
Neutrality Act, wheraaa the •ranch haY' been aak1nl enoraoua 
order • tor airplane ana1naa with the ~rtiaa-Wriaht and the 
Pratt BAd 'lbitnay Coapaniea. we ware 1t old that our praunt 
oapacltJ to produce airplane& 1n tbill / countn aao~~nta to a t otal 
or 18,000 pl&Dea per year, and t i~t o,Ur production of engine• 
stil l tella abort of t b ill ti&Qra by ~bout 6 1 000 motora a year. 
The t aak, therefore, 1a to gat the aptor aan~&tacturara to incre••• 
t heir oapaoity to produoa by a min~ ot 6,000 aotora annu~lly. 

I allcaaatad that the problea a~aaad to ae to be relat1Yal;y 
aillple beoauae ill t he laat a.nelyai• the aotor II&DUfacturera would 
not 1noreaaa their 1nYeatiHDt 1n plant aeoollDt and aachtnery ror 
war purpoa .. without baY1nl aoae a'aallranca that t h ta added ln­
YeataeDt oould ba wr1tt&D off eo.qletely tbrouch depreciation 
durillc tha life of the oontraet o duriDC tba per wd of eaeraenay. 
I, therefore, avcaeated to Aallat t Secretary ~obnaon that the 
firat atep would be to baYe the ea1dent autbor1 .. tbt Treaaury 
to eonalllde oloainc acreeaanta th tbaaa aanutaoturar1 ou the 
bast bub poaaible. 

On the aorn1na of loYallber h the Prea1dent •11n•d a aaaor­
&ncSila, copy ot llbioh 1a attached hereto~ whieh I prapuad and 
bro~&cbt to hie 1111tborhlna the Traaaury to prooead alouc the 
linea •• •ucaeetad aboYe. 
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Neutral1tJ Act, Att1 Oenl deo1dee oontro.ere1 
between State and Treae ae to appl1oab111t1 
or Neutrality Act 1n favor or Treae; telegram• 
t obe sent to all Collectors or Cuatome 
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IConllber 9, 19:59 

weaorandum to Pres recommending eetting up 
of co• of repressntatives troa Treas,War 
and Navy, to report to Pre a thrugh llol\eynolde, 
9n purchase of war materials by foreign ~oTt• 

l.~ ~ ''1 dl,~ <:'o.....e • ) 
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I!OVlE CASI!'S 

(1) llel>orandua to Seoretax;r llorgentbau from llr . Foley, 
dated Noveaber 7, 1939, outlining " 1\IIOID&l'Y of 
the procedure recomended by llr. Foley 1 baaed upon 
reporte sul>llitted to the Secretax;r by the epecial 
ad'fiaero in the IIOVie cases . 

ANIIENBERG INV!STIG.lTIOH 

(2) llel>orandua to Seoretax;r l!orgenthau fro• ;:. H. Foley, 
Jr. , dated AprU 14, 1939, inforlling the Secretax;r 
that Nationwide Hewa Ser'fice is planning to sell its 
assets to a new corporation for the purpose of 
divorcing Nationwide News Ser'fice from the Cecelia 
CompanJ to avoid possible anti -trust liti&etion by 
tba Department of Justice . 

(3) Letter to Secretary llorgenthau from W1111am J. 
Callj)bell, United Statee Attorney, Chic1110 1 dated 
Angust )11 1939, requesting that the eer'ficea ot 
Jlr . Selllel !O.&ue 1n the ADnenborc inneUcation 
be extended until atter the trial ot the caeee. 

TilE BAliK OF AMERICA 

(4) Memorandum to Secr etary Korgentb&u from Herman 
Oliphant, Oenera.l Counsel , dated lie¥ 26, 1938, 
1n reference to an attached IIUCCeBted draft of e 
JMDOrandUIO fr011 tho Secretary to the Acting 
Comptroller of the Currency 1 and an attached sug­
gested draft ot a letter to the uaminer or· the 
National Labor Relations Board ad'fiaing him that 
confidential intonation can o~ be turnJ.ohed by 
direction or the Pre&ident, 1n replJ' to • request 
for infol'lllltion on itelos relating to the Bank ot 
.l.llerico • 

(5) A letter to Secretax;r llorgent.hau from 11. S. Eccles, 
Chairc>an, Board of Governors ot the Federal Reserve 
Syetem, dated December 22 , 19)8, enclo&ing tor the 
Secretax;r'e oonfidential infonoation a copy ot tho 
attached •eoiart.ll4ulll, which -• oent to the Preei dent 
tor hie co..,.t. The _.mua reletee to reaovsl 
ot the reetrioUon or the bank holiclq. 

(6) ._,randua to Secretary llorganthau froa llr. Foley, 
Acting General Counsel, dated January 18, 1939, 
outlining, tor hia inton:ation, the ciat or the 
Compl.ail1t 1n the Bank of .berico eui t apinat the 
SEC. 

.• u 
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(7) Letter to the Secretary of the Treat1UJ7 troll 
'lilliaa 0 . DoucJ.aa , Cbairman, SeciU'ithe and 
Exchance Co.teaion, dated Jan11U7 20, 19.39, 
re<jueetiJI& oop1 .. of the rules and reculf.t1one 
which n.rioue Seoret&ries of the 'l'reaaury ban 
~eted with reapect to diacloeure of 1n­
to.-t1on contained 1n the fllee of the '1'reat1UJ7, 
and attidan t concerniJI& the preallllt and put 
pollq of the !r118UJ'7 w1 th r eapect to turniabin& 
such intorMtion to gonn•ental agenci11 1 such 
as discloa1nc intOrMtion cont.ained 1n the report& 
of an examination of a national bank. 

(8) Letter to the Secretary ot the Treaeury troa 
'lill14lll o. Douella, Obairlllan1 SeCIU'itill and 
Ex•hengo Cou1u1nn, dated J&IIWil'Y 20, 19.391 re­
queating an otfidavi t of the Comptroller of the 
Currency to the effect that he do .. not regard 
hiaselt as authorbed b:y law to preocribe the 
aceounUnc .. thode and practicoo to be followed 
b:y national ben!dng aesoci&tiono and the Min­
tenanco ot their own boola and rocorde 1 tor uae 
1n the suit instituted by the Balik of Aaerica 
llational Trust and Se'dnga Association to enjoin 
the Cou1ooion. •Request approftd B. llorcenthou, 
Jr. J&DUIZ')' 21 , 19.39. • 

(9) Letter to the Secretary of the 'l'reaaury trOll 
liilliaa o. Douc1ae, Cbairman, SeCIU'itioa and 
Exchange c.-iaaion, dated J&IIWil'Y 27, 19.39, 
re<jueoUnc certified eopiea of the rul .. and 
reculf.Uou w1 th reepect to the diecloeure of 
departMntal intor-tion 11h1eh b&Ye been pro­
IIIIJ.&ated by n.rioua Secretaries ot the '1'reaolA'3'. 

!jlliPPEA!I liAR Sl'I'O.lTIO!S 

(10) llaorandllll to Secretary llorgentb&u troa Beraan 
Oliphant, dated September 16, 19.38, outlining 
the thins• which aigbt be neceaeary for the 
'1'reallA'3' to do t.aediat~ 1t a seneral European 
war breako out. 

(ll) W...Orand\81 to Sooretary llorgantb&u troll z:. B. 
Fol«7, Jr., .lotinc General Counsel, dated 
llarch 21, 19.391 1n r.farllllce to the power of 
the Secretary of the '1'r11t1UJ'7, under Section 1 
of the Eep1onace .let ot June 1Sr 1917, 40 Stat. 
220 (u.s.c., title so, oec. 1911, with the ep­
proYel of the Preoident, to aka rul11 and r....­
letiona coverniJI& the ancborage and aovuento of 
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a:11:1 Yeaael, toreip or ~auc, in the terri­
torial waters ot the United States. It ia 
stated tllat tba proalaatioll and tbe rel\ll&Uone 
han b..., clratted and can be po1t before tba 
PreaidoiDt at fUJ7 tiM. 

(12) ~ to Secretary Jlorcentbau trc. !. H. 
l'al.,., Jr. , clate4 Sept.i>er 4, 19.39, ~tine 
hie ~ ot tba - elate, OUCP•tillc tUt 
aa an elterati.,.. to the .... ot the AMI'ican 
Preaiclallt Linea, IDe. there Jli&ht be aooplCJ7acl in 
the lloraDdl.a tranaactioll aa parcbaaer tba '*­
Railroad CollpeJ:Il'. A ~·11 tten caw ot tba charter 
and b;y-l&we ot tbe CCIIJl&llil' 1s attached. 

(1.3) Letter to the S.cratary ot tba Trea8UX')' trca 
Georce L. ll&rrieoll, Prelident, Federal R.aarYa 
Jlanlt ot Bew Iorlt, clate4 Sept.-her 16, 19.39, 
ackDDwled&ine rac~pt ot tbe Secretary' • lett.r 
ot Septe.l>er 15, reterrinc to hia eerli.r latter 
ot Septeaber 6, req.,..trllc tbe beDlt to ..U aftil­
able to eza'11nera o! the Securitiea &D4 babenge 
Coaieoion certain d-to tiled, abow1nc the 
UIOUllto ot abort-ten. aaaeto in ClerwaJ:Il'. 

(14) llellor&lld>a to Secretary llorgentbau trca llr. Foh:r, 
dated October 301 1939, in reference to tba atete­
Milt ude b;y Senator Pittun Oil Octob.r 'n thet 
the penct<nc neutraUv hill prohib1te4 tba Mld.nc 
ot loano to bel.li«.rent gonn>881lta b7 co.......,­
-tol corpora tiona, ll1ldh aa a.r .c. aDd tba !l<port­
IIIport Jlanlt. Cow ot .ta~t trc. Concreoaionel 
s.cord ot Octob.r 'Z7, 19.39, p. 1655, attacbacl. 

(15) Contidentiel ...,J'Uidla to Secretary llorcantbau 
trca r .D.R. otatillc •To epealt to .. about and in 
tbe MallU.. do what :ron cen• . Pllotootatic cow 
ot a _...m... tor tbe President trc. •o.a.•, 
tba Secretary ot State, re prealllt and proepacti'I'O 
attitDda ot tha Oo•~-t ot Itel:r toward tbo 
propoHd illpoaitioll ot OO'IIIlterft1linl dutiao b;y 
the !raaaar7. aD4 ~tootetic cow ot w...-
to Secretary ot State trc. Pll1l.lipo, cia teet l=e 1, 
~9.)9. 

(16) ~ to Secratar)' Jlorcctbau trc. ...._., 
Ollpballt, clate4 lo~ 23, 19311, ra CO'IIIlterft1lhc 
411tiao oil a-n illporta. Attaabad 1o proposed 
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letter t.o the Secrete.ry of Stat&; letter eddreoaed 
t.o the Secrete.ry of State h'()oa the Secrete.ry or the 
Treasury , dated Oct.ober 31, 19.38, together with 
1118110randWD of law r e ferred to therei.D; proposed 
letter to the President; cow of Secrete.ry llllll 1 a 
letter to the Secrete.ry of the Treaeury , dated 
No•ember 19, 1938 ; propoaed Troaeury Decieion. 

STA8II·IZATION FUND 

(17) llcorandum to Secrete.ry llorgenthau froa l.!r. Foley, 
Acting General Counaal, dated February 6, 1939, 
11\lbmitting an attached dra.ft of a letter in t he 
ennt that SeD&tor Reroo1da follows up his last 
requeat for information about the atabUization 
twJd, 

i:ICONOl!IC ASSISTANCE '!0 LATIN AIIEIUCAN OO!!ljTRIJS 

(18) llemrand\111 to Secretary llorgenthau tl-oa E. B. 
Foley, Jr., Acting General Counaal, dated 
!larch 8, 1939, in reference t.o the attached 
material relative t.o economic asaiet&nce to 
Lati.D .American countriea. Attached ia cow 
of letter to t he Preaident tl-om the Secrete.ry 
of t he Treasury, dated June 7, 19.38, enclosing 
a cop)' of draft of bill; photoet.otic cow of 
meJl>Orandum to the Secretory of the Trenaury tl-om 
F. D. R. , dated June 10, 1938, eent tl-om Mr. 
Oliphant to the Secretory, concerning t he 
Pr~aident 1 s 1temre.ndum of J une 101 cow of 
memre.ndum de ted November 3 b-oa lle .. ra . 
Oliphant and lihite; cow ot proposed letter 
to the President for the Secretory'• tigneture. 

PRIVATE CAfiTAL m PUBLIC IIDOSING P!!OGRAII 

(19) Letter to the Secrete.ry tl-011 !Iathan Straua, 
Administrator, United St&tee Boueinc Authority, 
dated Dec$ber 2, 19.38, in rege.r<l to propoaal 
for enlisting priTIIte t'wlda in the public 
housing program. At tached 1e memrendWII to 
Administrator , United Statee Houeing Authority. 

R.F ,C, BQRJ!Q!!ING 

(20) lle1110randum to Secretory llorgenthau tl-om E. H. 
Fo1q, Jr., Acting General Counsel, dated 
Je.~>~~ary 17, 1939, outlining ""'terial with refer­
ence to borroll'ing by the R.P . C. 

Sl 
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!!!IIP!)RII !!AIIDLII!G or IDI'JPI'IC.AL pm.t 

(2l) Letter to the Secretary ot the Treuury h<la 
Robert H. Jackson, Actin& Attorne)' Cener&l, 
dated Februa.ry Z11 1939, tranal.ttiDC a ra'rlaed 
dratt of the proposed "Plan tor Unitono J!ndll ~ 
or Identical B1da tor all Depart!Mnte• • 

.y?VISOI« OOMIII'I"l'EE ON ADJ(OOSTRATIVE Pl!QC!!)!!RE 

(22) Letter to the Secretary ot the Treasury 
trom Frank llurpll;r, Attorney Ganarol., dated 
llarch 16, 19391 requesting that be dee1pate 
a repreeantetin aa a 11eabar ot the Ad'rloory 
ec-l.tteo for ee.ch adJdniatrotiva board, aganey, 
or cOIIIIl.saion under bis author1 1;y. 

(23) Letter to Jho. l!anee, Actin& Secretary ot the 
Treeoury , .rro. Frank Jlurpl:lf, Attorney Cener&l, 
dated April 4, 1939, acltnowledainc racaipt ot 
bio letter of llarch 29, 1939, 1n wbicb it •• 
ad'rlaed that Jho. E. 8. foley bad bean deoic­
nated to represent tho Treasury Deportaent on 
the Ad'rloory eo-ittee 1n tbe stud7 or adainis-
trat.ive procedure. · 

YO!!l!T R!!S!l!!:)RE NATIOIIAL IIEII)RlAL COIG!ISS1011 

(24) Letter to the Secretary from Gutzon Borglua, 
Director, lit. Ruabmore National. IIOJOOr1ol. 
Coo::al.ss1on1 dated lls,y 22, 19391 coamendinc 
the work ot llr. Herman Oliphant, and lll&k1nc 
an appeal. that bis interest 1n the M110r1al 
be continued. 

THE !!lAD BILL 

(25) IIMorandUII to Secretary llorc•t.b&u troa Jlr. 
Foley, dated JUDe 5, 1939, d1-•1nc the 
'rlne of llarr1ner s. Eeclee, c::ll&1.--n nt the 
Bo4rd or Goven>ors ot the Fedarol. Reoerve 
9yota, with respect to the Mead 8111, as 
expressed bet ore a Subco-.1 ttea or the Senate 
Coao1ttee on l!enJdng and Currency. 

EjXJ!C!ITIVE Rl'llRGA!IIZATION BILL 

(26) Letter to Jho. llorcanthau troa s- Gerard, 
dated llercb 11, 1938, urg1nc deteet or Eucutin 
Reorpnisa tion B111. 

rn RmSIO! 
(Z7) 11Morlllld1a to Secretary llorc..,t.b&u fro• Hanoan 

Oliphant I dated J_..,- 7 I 19)81 uld.nc llllethar the 

52 

Regraded Unclassified



-6-

s.ar.tal7 -:14 wua\ la1a w appMI' 1D -
1M 1e oaU.a 'b.r.,... - or 1lcnll <11 tile 
~a-1 ~tte. ooco taiJIC tez 
lec111lat1011. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATa November 91 1939 

SocNtf.rr llorgentbau 

11r. Fole:y 

Bued upon tba reports oubld.tt.e<l to ;ycu by the opec1&1 adrlsers in the 
eorle cues and for the purpoee of ~ out their Me nd&tions, the 
!ollollina 1e a o.-ry of the procedure llhich I recODIOOII'Id • 

.AS TO ZAI«JCIC 

.L. Cirl1 .Lcticp. 

1.. The c-issioner ilsue a notice of deficienc:y tor illoo.., tax, 
with traud penalt;y1 due by .....on ot the receipt by Z&nuck in 1935 of 
the 10 per cent excess stock in Twent.ieth Cectury-FOJt Fila Corporat1011 
pu.nuant to the 1111rpr. 

2. It Z&nuck petitiona the Board of Tax .Lppeala Ngarding the 
assesament recommended aboYe on the theory he received 30 per cent of 
Century's outatanding stock in 1934 (llb.n be adld.ta barlng received a 
20 per cent inteNst in Century (20 abarea) onwbich he paid a de!icionc:r 
1n 1936), and i! tho Board should believe Z&nuclc, then the Commissioner 
should issue a notice of deficiency for incou tax, with fraud penalt:y, 
dllo llpoll the 10 per cent of stock (10 sbares) reco1Yed by Z&nuck 1n 1934. 

B. Crh1naJ. Prosecution. 

1.. Z&nuck be proeocuted tor ll8k1n& ~. atataomta or &ffiderlto 
knowins the - to contain traudlllent or fictitiolll atata>ents in c-. 
nection with the 1nveat1pt1on of bis tax lilbUit)'• 

2. Z&nllck be proooclltod !or c&llling Kadia, an Interoal Ravenll8 
Agent, to be bribed. 

AS TO scmg 

.L. Civil .Lcti<!lo 

54 

1.. Tbe ec-ilaioner ilauo a notice of defici.,c;y tor ~ tax, 
with tr..ud l*>&lty, elM trca Sclleock tor the 7M1' 1935 !or told.D& a 1alao 
deduct1011 ot aboat $1.75,000 bued 011 a 1oea reaultin& .froC8 a ahlla ealo of 
etock 1n a Maioan corporeti011 1n Doc-"r, 1935 to Roland 11'11t (U... bald 
011 suspicion of the ......Ser of Tbelaa Todd), Scbonck &Z'Z'Ull1n& !or a loan 
to ll'oat of $50,000 to lliQ' the otock llhich bad paid over $33,000 di.rldande 
1n 1935, and later diaoh&rcinc W.et' • debt. 
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2. !'be Ccold&oiOMr ialu a noti.oe of detioieDq tor 1Dc,_ tax, 
witob fraud peooJ.t7, d,.. boca Scbenck tor the ,_.... 1935, 1936 aDd 1937 
tor cleduct1Dg lara• it- u bu.I1Du• ape1111 wbicb......., cl...-:Q- pez-. 
1CNl. llrl.D& or bouMbo1 d upeaaN. 

l. Scbenck be prooeecutecl tor w1.l.U'all;r att.ptin& to nade or defeat 
1M,_ t&Dao 

2. Schenclt be prooeecuted tor lllldn& tala• ata~te or attidartte 
1cnow1.n£ the - to conta1D traudul.Amt or tiotitiowo atat..nta 1D -
nection llith tbe 1Dnat1gat1on ot Zanucl<' a tax Hab111ty aDd the •rear of 
c .. tucy llitb ro:a:. 

3. Scbanck be ~ecuted tor cawo.1Dg lt&cl1o, u Internal~~. 

to be bribed. 

JStoMm 

.t.. C1'!il Act.icc. 

hither of~ opeoial adYieers t1nd ~ oi'!il l1ab1l1t7 oo the part 
ot Golta or on the part of the 111,-Br FaaU¥ Truot, I agree tllll;r. 

B, Cr1Ja1Dal Pro!eoi!Uopo 

llaither of the opeoial adYieBI'II IIAkee aq d1et1Dct1on betnen the 
or1lldnal cu4>abll1t y o! Ooeta :md Zanuck. I acree tllll;r. Caaaequent:Q-, 
the d1ecuss1on above coccel'lling the crimn&l ~ecut1on ot Zanuck appliu 
to Ooeta. It 1e a:pected 117 tboose tae1"ar nth Ooeta, b<Me"rar, tbet be 
'll1ll tutUy tor the Got'......nt ultiak:Q-. 

• • C1'fil ActiC!!l. 

l o oi'fil action 11 oonte.pl.Ated againat lt&cl1a at th1l time. 

l. lt&cl1a abould be prooeacuted tor collnd' na to cletraud the Oa1 tiel 
Stat.., 1l1lltul:Q- nealectiD& to pertora b1l dutill, do1D& or cmtt1D& to 
do acta with 1DtoDt to .-ble othoor per80IIol to debud tM Oaited Sta-, 
aDd accept1ng at1111q tor ac1,tut1.cc au pd rtola u- ot ln aDd relatlcl 
ott ...... 

2. Jt&cl1a aboulcl be pi'OIIIcuted for 1d.l.lhlJ.,J &MiltiD& 1D tM pNJI&N­
t101l aDd ........,tation of tal.ae atticlartte 1A - otion with t.M rupeotift 
atookbnldl np of z.mo~c, s..._.. aDd GMt&. 
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AS 'ro A G!WiD JURI DIV:I!STICIATIQ!! 

ut.r being requested by :you to r-xaaine the ao-<21 1 e<i 1101'ie C&Bea, 
I euboitted to you a •statOJDent o! Facta• on November 1, 1939, in llbich 
the onl,y aruument made was to the effect that there ought to be a Grand 
Jury invostisation !or the purpose of detecting the true tacts. 

I n01'1 nab to renew t his recol!ll!lendation, with the fUrther suggestion 
tbnt it be conducted by the United States Attomey tor the Southern D1a­
trict o! New Iork • . 

llr. Knollenberg is in accord with this ree0lllllendat1on. 

Kr. !lreenbaws is also in accord with thia recooaeadation. 

It is not the !unction o! the TNasury Departant to 113J<e ds.tinite 
and certain that J*rt1cular peraons have coeaitted particular cril:les ag.U..t 
the Gove""""'t ~ a Grard Jury 1nvestipt1on is made. In our legal 
ayatelt, en"' m tion or witnesses by a Grand Jury need not be preceded by 
rormal. char&es apinat particular 1nd1v1duala. 

It 1e 11111 recommendation to proceed in accordance with this ......, ... _ 
andwn <IS soon as the Department ot Justice returns the C&Ses to us. 
Aosistant Attorney General Sam Clark has indicated he expects to do this 
i n the noar future . When the casea are returned, our next move would be 
to r-epl;y outlinins our proposed course of action and ma.ld.ng recommendation& 
eoncorning the aul:mission of the cri.m1n.:l.l pllaaea of the eases to the 
Un1tod States lliatrict Attorney in the Southern lliatriet or New York !or a 
Grand JIU'"/ 1nvast1s&t1on. 

;:.N#. 

Approved a 

.. 
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THE BECO'.IIIEIIDATIONS OF 

Foley 
Greenbaum 
Kuollenberg 

ON TilE o!OVIE CASES 
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I OY..ber 8, 1111 

t'• • or COI!l'lft8 

Jol«r'• Re~4at1aa. in \be !oyie Ca•• •••••••• • ••••••• • • 1 

()I'HIIb!!!a'• llao~aUou lla: •J"oaapb II, Sabcol<, IlarzTl 
r. Z...uol<, '11111• Oon&, '11Ulaa B. DoYer 
aa4 Barr7 1&41a.•........... ................... I 

Qolh!!lt•!l't Reoo-cSauou lle : "Poaailtle Cr1a1D&l 
Uablll\7 o~ J"oHph 11. Soh&ol<, DaJTrl r. 
Z...uol<, WU11a OO.h, 11111• B. Donr u.4 
BarrJ 1&41a.•. ...... .. ............ ............. s 

••••••• 

... 
• 
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T REASURY DEPARTMENT 

INTER OFl"'CE COMMUNICATION 

Secretary Morpntlw.u 

llr. Foley 

Baaed upon the report.e aubod.tted to you by the epeo1.al adriaers ill the 

aorto cues and tor the purpoee of c:.arr;r1ni out their re-nd&tions, t.be 

tol.low1n& procedure 1a rec-oarrdeda 

J.. C1!1l Action. 

l.. Tbe c-l.aaicner issue a !>Otic. of deticioocy for incaM tax, 

with b-aud penalty, due by reason of the receipt by Z&nuck 1n 1935 of 

the 10 per cent emese etoolc ill Twentieth Century-Fox Fila CorporatiOD 

pursuant to the •rger. 

es-ypt. Mr. Greenbaua1a 11e110r&Ddua ot NOTuber 81 

19)91 on pap 31 53, after ref•rrina to t.be dieparit7 1n 
the proportion of etoolc recei...cl by Z&nwok, otateu •EYoa 
1n the abeeooe of poaitin proof at tbe preeeot tilM, I 
feel tbet 'Glider the pecul1ar &Dd UDUIIJ8l OiroUMtlnCIS ill 
th1a oaee tbe BarMu abould HQd z...uct a DOtice of cletio­
:1_,- (90 dq letter) 1n reprd to Ide 1935 retan~.• • 

llr. IMJl•berg'• ....,r&Ddua ot 11...-ber s, 19)9, em 
pace 6, tl, .taW. a . •I tb1n1< t.bet t.bere 1a cround for tbe 
rl• t.bet tbl- Fu etook aa ~i...cl by Zamlclc u 
additiOII&l O'Wp""Mticm for tbe 11r't'icn to be reDclered by 
b1a to rox 'Glider tbe a.plo,._t ocmtraot eotared into 111 th 
ru. ~re, U tbl attida't'it • • • aa t.ru, there 
11 etrcmcirow>d for the ..S.ew t.bet t.be em111 fox otool< .., 
ciTIIll to Zaalllll< 1n liquicleticm ot an cfol'OMble ola1a tor 
additional Century etook 11111.ch be bad asainet SchenClc &Dd 
Ooeta, 1n 11111.ch -t tbe emea1 rox otook.., reoeiTed by 
Zaouolc DOt 1n e:zctwnge tor Ide Century otook, but for 
II'AA!rtl• 1. • • • Ide ola1a ap.in8t SobeDol< &Dd Qoeta. 

€0 
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•I tiWIIt that a ~tic<.,,. a~ be aaeerted. ~ 
Z...IIOk tor l9.3S buacl OD tbe ftl.v.e ot ih1a -• lf~X etock. 
t'be ftl.ue ot th1e etook dollbtleee ucMCiecl 2S peroeDt~a ot 
tba &IIDUDt ot IP'ON inOCIM u etatacl in ZaDuclc1e 193S retarD, 
aD<l tberetore .., &dditiODIIl. tax om be •-•eel, or a lli.Det7 

dq letter ·- out, IZI:T t.1me up to Jluoch 25, 1941- ..,.. 
tiJou&b DO traud obarp OlD be ~· 

Statute ot t.1p1t!t12ft• t'be .3 ,...... etatute ot lJ.aita­
t i CII8 110\lld ban expl.racli,R.C. 127S(a) 1 1IIR tor a -.inr 
11hicb uteocled untU llaroll lS, 1940, tha tiM tor uee.-t. 
[I. R.C, f276(b)) 'l'bia ue- the ret~~n~ iteelt ._. DOt 
m•"'"' en~ in *icb oue the etatute DnV ..-, [La.c. 
f276(a)) 

uoeoo111011t rec-Ddacl above on tba theory be reoeiYacl )0 per cent ot 

CeDtl!rT'• outetend<ns atoclc in 19.34 (JibeD be adld.te barlq reoaind a 

20 per o..t ~ in c..t9r7 (20 abaree) 011 1lb1cb be p&14 a detio­

iencv in 1936), aD<l it the Boarc1 aboul4 beline Z...uclc, tben tbe c.­

llialiOIIAir abould ieeua a 110t1oe ot ~tioiencv tor in....a tax, with 

traud ~t7, tiDe !!pOll the lD per cent ot etock (lD ebaree) .-inc! 

by Z...uok in 19.34. 

9 nt. Vr. ONcba~a'e _...andlllll ot ~ 8, 1939, 
OD pep 4, at tt.. ...d ot tbe let p&l'&gr&pb etateaa • It it be 
a tact tbet ZaDuclc cli.cl - )0 per oent ot the e\ook prior to 
the ~t1on, there Eat ban beaD a tuabl.e pill to Ida 
at the tiM .,._ hie intereet ._. inoreuacl trca 20 per oent 
to .30 per Olllt. llo eoaoh gain bu been reported liT Ida aD<l IWo 

tax l1ab11.1t7 tor tha pin 11 ol.Mr.• 
Vr. rgoJJ.U.rc•• ...,l'Uidua ot llo..-ber s, 1939, 011 

pace 7, n, eta tee a •rt 11 0011011-.abll that ZaDuclc ~ -
teDd that tbe allecacl r1cbt to reoeift the additioaU lD 
percent. ot Cent!!r7 etook oout.it.lltecl additi.-1 ~ at the 
tiM tbet Sob=•k aD<l ao.te praieacllda the &dd1t1~ lD 
percent. It the ~· ... ..s. in 19.34, the etatate ~ 
et1ll be ope (tor .... ..,. ezpl•'nacl alloft 1a -oticm with 
19.3S) withoat reter.M to the qaeetion ot treGil. It tbe allel­

acl pl'GCM ._. &:1"" before 19.34, additional taxee OC>IIl4 be 
ool.lAotacl calT it it 1e poeeibl.e to Mtebl1-" tbet z...ck-
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m\ld1>lAot 1n flo"'n& to report ~ oa aecouat ot the 
receipt of the prom.. for addJ.tiCMJ. etool<1 1n the TMZ' 1A 
w!zl.ch tbt Jll'(ll1ae -... p_...,, • 

StatllH ot f4w1t&t10!!!• rile t.brM 7'MZ' etatute of lllli.­
taticna baa ·~ and no 'RiTer bae bean ueeutecl b7 Zan11olq 
but, ......, in tbe absence ot mild 1n -..tioo with the 1934 
tax ret11n1, en aaeu-t a:r etill be ~ beoallH Zamaclt 
..J.ttecl .trcoa &rON ~ en aov.nt PI'OPel'lT 111cllldibla there-
111 1n eXCNe ot 25 per ceat of the UCNDt of crce• in~ 
etatecl 1n bia ret lll'llo - .... ot tb1e tbt atatllte 1l1ll. DOt 
el!plre wrt.U 5 7'MZ'8 atter the 1934 retarD -.. ru.d w!zl.ala 
110v.l.d allo• 11a mrt.1l the opl"i.Dc of 1940. (t.a.c. 127S(c)] 

l. Zamlck be proe8C11tecl for -.Jc1n& flol.oe ata~s or attJ.d&Tite 

lmow1na tbe .- to cootain .!ftllduleftt or tictitiou eta-te 1n -

naetioo witb tbe inveetiptioo of b1a tax " • M.lit7• [a.s. 55438, en.. 

Coda 535, &a AMD!ed, l8 u.s.c. 580] 

2. Zanuolc be pa'OMOiltecl for o&lllin& ladia 1 an Internal. I!ArftnUII 

.&iont, to be bribed. [R.s. SS4Sl, en.. Co<M 139, l8 u.s.c. 5911 

C "t. llr'. Or-e""••'• -NIIdua ot ~ 81 1939, 
oo ~ 21 n, etateaa •.Utbeuajl tbt•• and the ot1>er 1a1o1111 
hcta, a.- of 1lbich are referred to 111 llr'. Ji>oUenJ>era'• 
-reDC!ua, are 1Dntt1ciat to eatabliab the pUt ot puUea 
ctber then ladia, t1>e7 do f'clrD1ah apl.e bu11 for a Qrud ll1r7 
inve.U.tioo, 1a 1lbich hrtber m.S..ee llhoul4 be ~ 
.blpUoatina tbeee-... pTe the bribeP, and, 11P1n ... ~ 41 
f 41 atateaa • I t 11 rec !&! tbtt ' orild.DII1 proeecntti.OD be 
1Dit11tecl 111 the Soatbenl D1.at.rict ot ..... lark and it 11 1a 
c-uoo witb ncb a Qrud 111r7 ~tioo -s.r 135 tbet 
I fMl tb&t f'artber eTidence oan be cknl.oped ... the bribc7 
obarpa ap.1nat lad1a and otbtre refarrecl to aboft,• 

llr', JnoJ'onJ>ers'• ~ ot ~a, 1939, ... 
pace 61 t 3, etat.a ·~ to ·the ~tieD ot proeeclltiOD 
of ~. I tb1Ak tbere 11 DOt autticict IJ"NDDl for or1a1Dal 
PI'Ooea4'"11' baaed ... tbe Tin tbet be t1le4 a l&lM and~ 
laDt retvo for 1935. I .. ..,. jMl!Md to tb1Ak tb&t tbare 
11 DOt ...rtloiet cro-1 fl1r ......uac ciT1.l llr&lld. Tbe -...11 
ClDNtiOD of ~ etoo1< re.iftd lo' &A .-pl.o:J'M aa to be 

G2 
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rep.roMd u taahl• iDCOM at toe tiae recdnd or at toe 
U.. oold _, ot.Ul 1D toe fi.eld o! doubt 1D lfarch 1936, 
and it 1a -~ c~~ tbat Zanl&Ck _, DOt act1D& 
in t.d faith 1D havin& .ta1lec1 tc retW'D IID;f tuable l.Do.-e 
co account o! the receipt o! tlw e»oeeo rox et ock', tort 
soeo ca to I&J' CD paae 9, tl. • •!hare 1a conoiclerable 
erldence that ODe or all o! SWnclc, Ooeto and Zanl&Ck -re 
iDatrwental through rox or Donr or clireotl,y 1D bribl.Ds 
llr. Kad1a 1D 1971 aDd 1938. It ••- tc M b1iblJ' &d'rl..oable 
that tll:rtber m4ence be .ouabt on tbio pol.Dt witob a Yielr tc 
proiiCiltion, probeblr 1D CalifonUao 0 

Statu.to o! ymtatiw. .l three 7Mr otatuto of 11111..­
tatiCDO applies tc both the a boYe criMe, (ll.s . fl044, 18 
u.s.c. 5S82l The otatat.e wUl J'\liD CD or abollt llonllber u, 
19)9, ao to the elleged bribe"7 in the Walclor&..Utoria 1D 
llaw Ioric Cit7J hoolner, there 1a m4ence Jtad1.o -.. &lao 
bribed in Loe ADaalle 1D 1938. The tall• a!ti.dart to o! 
Zanl&Ck were &lao tiled 1D 1938. I! a Gre.Dd ;trzrr inft~ 
tiCD 1a ccaducted a.o herein re~ in the Soo.tbern 
Diatrict o! lin Ioric, it i o beliend that outfi.cient 
in!o.-tion wUl be aecured trcm that in'rMtipt.ion to...-... 
rant the proaantation before a Gre.Dd JU%7 1D Sou.thern CaJJ.. 
tornia, and there 11 autfi.cient t.iae !or auoh an 1Dn atip­
tion, 

loS TO SCKD!CJ 

.lo Cb1l .lctiop. 

l. '1'be c-s .. iCDer ila1>e a not.i .. ot defi.CitDC1 tor ~ tax, 

with mud penaltr, d1>8 trcm Scbencl< !or the ,...... 19.35 tor tald.Qg a 

talle deductico ct abollt $1751000 baaed ca a 1o .. reauUi.n& trcm a 

•• ..a or otoclc 1D a Jfexican corporatica 1D Dece.ber, 19.35 tc 

Rol.and w .. t (then held on ouapicion ot tbe IIUl'der or 'rhdM Todd), 

Scbenok arranstna tor a 1oen tc •••t ot tso,ooo tc 'bu;r the atcck 11bicll 

bad paid onr t33,000 clirtdalldo 1D 1935, and letar clilchars1Di West'• 

debt, 
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llith mud p1111Al.t7, .m. fl'C<l s.._. tor tiM ;rearw 1935, 1936 ad 1917 

tor "**l>ctiDa J.&rce itaa u buineae ·~· 1lb:l.ch nr. cleerl1 JMI%'­

aonal li'rillg or boueellold ~·•· 

Q pt. llr. GrHDh&ua' a M110l'8114111l ot ........... 81 

19.39, ca page 5, 'llllder po1Dt 51 etataa t •In rq opiDian, tMre 
••- aple jllat1tic&tica tor lA addit1coal ..... ...,t aga1J>at 
b1a [Scbeoclr:) bJ reaaca ot tiM allel*l loN ot at.ool< 1D 193.5 
and taleo dedDcticae tor 193.5, 19)6 and 1917. I l.1.laoor1eo teel. 
that tiM ~ 'alTIUlt a tr.wl piiiiAl.tJ &JJi c~ proe­
tica.• 

Statute ot L:I.JOit&tiO!!f• .l -.inr •xtendina thAI etatute 
ot lila1tat1cae until Dee-r 31, 19.39, hu been &Deuted llr 
ScbeDck tor the ,.ar 193.5. 'l'lle atatuta ot liJd.tati.caa tor 
the ,.are 1936 ad 1917 hu DOt ellpirecl ad -.inro could 
be aecnar.c!, it oece....,., betore an ..... ...t 1e - · 

a. Q!1!1 .... , Proeeoutica. 

1. Sobenak be proeeeuted tor w1.ll.tul.l7 attnptiD& to an<W or 

defeat iDe ... t.uee. (Reftnue Acta ot 1932 and 1934 Jl45(b), 26 tJ.S.C. 

Jl45(b) l 

c t. lD addit ioD to Kr. <ire.nbua' a reo 1a.-
t1GD that Scboack be pl'OMcutad tor iD- tax -ica (u 
q\lOtad 1D the C L DUt praoedln1)1 llr. lhollCiberc1& 

~ ot ~ 81 19391 C1D pace 91 •3, atataa that 
the - ap1Det ScbeDolt •- to be atrcQc.• 

Statute ot L1w!tati.S!I!• 'l'lle atatuta ot 1.1aitat1.,... 
tor ~ tax narlaa 1e ail< ;rearw hca the c-' •aiOD ot 
the ou-.. [a.-m. Act ot 1932 fU08, 18 u.s.c. sss.sl 
2. Scboack be proe&Ciltad tor ak1.Dc talee eta~ or atf1.. 

clnita kDcnoiJ11 the •- to cootaiD .t:ranc!n]ent or tictitioua eta~ 

1D OOM&ctioo llith the i.lrt'Mtiptica ot ZAmaak'a tax liabili\7 md the 

8U'IV ot CeDtarJ llith rem. (ll.s. 1.5438, Cria. Coda 135, u •erded, 

18 u.s. c. 1801 
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3. Schenck be prosecut-ed tor cauain& ICad1a, an Int.e.rn&l IIA!nnue 

Aaent, to be bribed. (R.S . $5451, Crim. Code $39, l8 O.S. C. §91) 

C-t. Schenck •- to be the ch1er .aletactor. 
Schenck (with Zanuck ando.eta) bad a written agreuont to 
indemD1fY Fox for tax liability rcsult1ns trcm tbe merser. 
He lll&Y also have bad a sWl.ar secret arrans-nt to 
iJ>d....ufy Zanuck !or arr;y tax ll&bUity resultl.ns trom tbe 
excess sb&rcs of stock received b)" Zanuclc. Schenck may 
also be IIOti'r.lted b)" tbe desire to oocceal ~ Zanuck tbe 
tact that Zanuck did not recoin 1n reality 30 per cent ot 
the preferred stock in ,_,ti.atb Century~ox. 

Statute of L1:dt.atio!!!h Tbe :st.a-..t 0!! tb1o point 
1n conneet.i011 witb tbe discu.ssicn ot Zanuck'£ cri.Jd.nal 
c:ulpabllity (B, 2 as to Zanuck above) also applies here. 

ASTOGOE!Z 

A. Civil Aoticn. 

Neither of the special advisers t1nd arr;y civil liability on the 

part or Oooh or en the part of tho ~er Fam1ly Trust. I agree tully. 

n. C!1Jn1p4 Prosecution. 

Neither or the special advisers makes arr;y d1at1neticn bet'lleen the 

c:iJdnal culpabllity or Goetz and Zanuek. I aa;ree tully. Ooneequently 

t he diacuaaion above concerning the c:r1A1nal proaeeutioo of Zanuck 

tbet be will testilY for tbe Oove..-nt ult1Ntel3'• 

A. Ciyil Action. 

No c1Yil action 1s CQ!!templ&ted aga1nat Kad1a at this time. 

B. Crilo1nal Prosecut ion. 

l. ladi.e should be proeecuted for collud.ing to ddreud tbe 1JD1ted 
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StatM, w1.l.J.tll)..q necJ,eotinl: to pertom ld.a dutiee, dDiJic or ..S.ttin& 

to cSo acta with i.Dteat to ~ other pere..,. to cletre.ud. the lbd.ted 

StatM, ud accept.1D&...,.,. tor adJaat1.n& all.ep1 'ri.olatiana or~ ud 

related ottenaee. (ll.s. J)l69, 26 u.s.c. 's 1828(•) l 

c -t. llr. Clreenb&la1e -.raMa ot ~ s, 
19.391 011 pace 21 .:!1 etetee tat the adrtaabUit)' ot proou~ 
1n& under the Mot1cn c1t«< aboYe agaiMt 1tad1a witb a -
apiraey abarae eo tar aa otllere are conoamecl llhoal.4 be -
aid.ered becauae, aa llr. Greenbala cleolareat •.u etat«< 1.n a 
-.....m. ot BJ..r Ire7 cleted October 301 19391 the pere..,. 
reepoMibla tor the 'bribery and. the conapU'sey eboul.cl Dot 
eboul4 not •cape pmi.et..nt.• 11r. fnollenberc' e ~ 
of lloY..ber s, 19.39, oa peae 9, n, &leo po1.nta oort the ~ 
rlaaMlltT "tbet tartbe:r ~be eaucbt CID tb1e pc1Dt 
'lll.tb a n• to proaecutioa, probeh1;f 1.n C&litornd.a." , 

Tbe app&Nnt fUl.ure of the preaeot Orand JVZT ilrreet1... 
pt1on to dn.lcp e'rideftce ot bribery can not be cinn IIUCb 
ftigbt. Ill h1a ~ or ~ s, 19.39, 11r. are..-, 
011 pace 21 f 31 pate the atter bluntl.J' aa fo.llont 

• 'l'be ori&i»J. rec-rrlat10D ot the !Iareau 1.n tld.a 
.... peat 1e 1'llll;r ~ b7 the mo.. 1t.ote. .Utbou&:b 
t111a taa1c will be ada ......., d1tt1eult b7 reaaon or the 
rather pertlmctorT Orul<l hr7 i.D'reatiptioa alnad7 .ada, 
the aituation 1e eult1c:1eDtJ;r eeriollll to ....,...t tartbe:r 
&et10D. Tbe GnDd. l'IJ:rT ilrreet1pt10D ..,q toot .... boiU' 

aa1 tw.rtT 111nutaa, aod ~ ot ""'"or - ~ 
w1toeeaee 1lboee te~ mpt ta,..,.... balpllll, bat 
11bo •ra ci..., the OJiPOl tllll1t7 to e .. the GooezwL1e 
hl.rad aDd to prt 111b1t• - eb1nl dejel e ill tbe ncord. Ill 
apite ot tld.a1 it 1e rec •w!ecl tbet tvtl>er aotioa be 
ta~<s, and. it 1e belUncl tJ:at th1a can be cSooe 1.n cao-

. DeCt1ot1 111. tb the proaecut101111 ller.lter ra_..s.d. • 
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1939 on the briber:r allepd t.o h&Te oec-arred 111 tbe 11'&l.dort­
.Utor1& 1n lfeor !ol'lc: City an or about Jlon.ber 11, 1936, IAid1a 
is at1ll subject to proeecutian 011 the briber:r :In X.O. AD&eJ.ee 
allece<l to beve ooc-arred 1n llro Ooeta 1 oftioe 1ll 1938, and 
for h1e other lllllaJrM aota u a~-~. 

2. IAid1a ahoald be pro.ecute<l tor 1l1llNl:r aeaiatin& 1n tbe p:.­

paration and preaentati011 ot false attidavita 1ll eoMeoti011 with the 

respective et«khold1nge ot Zanuck, Schenck aDCl Ooets, [Rnenue .t.ct of 

1926 SllJ..4(o), 26 u.s.c. llh93(b)} 

C nt, llr. C!reecbe~a1 a -randua of JIOY.-ber 8, 1939, 
on pace 2, atateea • ltodie aetiT~ participate<l 1ll tbe p:.­
paration of [tbllee) attidartta• which ll&re 1ntend.e<l to llieleed 

the Oove..-nt, an<l indicates that DoYer (then Zanuck'a buei.­
neaa &pot) wu a participant. In ad<l1t1on1 lia;J'nok (a ne~ 
ot ScbeDclc 'IIIIo 1e also a law:yer 1n New York} also participate<l 
1n tbe preparation of tbe ta1ae attidartta and both ot t'­
ebollld also be proeeeuted an tide cbarce. 

[JI, Bo There are other minor tigurea 111 ad<l1t1on to Donr 
and Na.ytack 'IIIlo are illTolved 1n one or 110re of the alleged 
cri>oee but their ori.loinal culpability bu oot been .....qsed by 

111 since they are onlJ' paid u.tall1tee of Schanck and Zanuck. 
A cenaral cberge of c01111pl.raq t.o de.traud the Unite<l States 
oat ot itlC(IDI taxes 110\lld appear 1IILI'1'&Zlted againet Schenck, 
Zanuck, Ooets, DoYer, ~ck, IAid1a and lloakcnrita ('IIIIo prep.red 
Scbenok 1a retun>a) and Would bring 1A these other participants . 

(R.s. 15440, Cr1mo Code §3'7, 18 u.s.c. fB!(J 

Statute of LiaitatiO!!!o The atatuta of 1.1Jd.tat1ane tor 
aid1zl& 1A the preparation or p-eeentation ot false attidartta 
does oot run uniD au ;,wars attar the attidart t 1a t1le<l and 
the tiM cluritlg 'llbicb the person 'IIIIo c.-l.ta aucb ottenae 1a 

absent troa the lll.etriot wherein the - 1e c.-d.ttecl 1a DOt. 
inoluded u part of the tae. [Revenue .t.ct ot 1932 lllDB, 18 

u.s.c. §585) The - 1a true ot otfeneee imolTinc cletraud.­
itls or attaa;rtillg t.o datraud the United Statea, whether by 

coaapiraq or DOt, &Del ~tq there 1a no probla ~ 
tin to the statute of l.1111taticae 011 tide pilue ot tbe oue. 

AS TO .t. 9!W!D JURI llfVlSTIGA1'Iotl 

.t.ttar bein& requeate<l by ,..,. to ...,...l!Uii.M tbe so-called IICirle -•, 

Regraded Unclassified



I aw.itted to ,.,.. a •sta~ oL Feet&" ca lloYaber 1, 19)9, 1a whicb 

tbe ~ ..,..._t ade ..a to tbe e.Uect tbot there oq11t to be a Grand 
J>:tey iDveat1ption Lor tbo purpoee ot @taotina tbo tn1e tacta. 'l'lle 

third J*l"'U&pb oL paae 4 oL euch Stata.ut M7W, 

"lfore it DOt tor tbe d1aprop0rti<llata cliatrlbution, tbo IICilt&Jiab1l1t)' ot tbo reorp.Diaat1ca ~ pro~ DOt be queatiooecl.. &It t.h1a !llct • CCDeidel'$1 1n tbo J.1cbt oL aucb .... eutB u the '111 tbo1ding ot E:l:b1b1t !l traa tbo plan ot •reer auhml.tted for a ruling by tbo ec-1ae1oner ot lDt.n>al !Wnnue, the &ttcpte to OCllceal the hl.ep-apbic C ml MtiCDe bet'lotOD 
Zazlucl< &D! S~ck •ba'llin& tbo tn1e D&ture ot tbo t.raDaaot1ca, tbe aw.Lee1oo ot appareotJ.:v !lllee &l>d 1111111eadina att1dav1ta to the Bureau ot Internal Revenue • the obvioua ...,...1Yelleas ot Zanuck &ncl Scbonck wben questioned at tbo DopartMI>t ot J ... tice, the evidence oL tbo bribeey by Zamack'a t-r bua1ne&a a.geat or tbo Intan>al Rnenue .&pnt wbo tirat towxl tbot Zanuck bad. tailed to repOrt h18 19.34 ino~ properl,y1 and eia1lar 1nclica­t1ona ot intent to cooceal, .,....,.ta a grand Juey imeetigation tor the JNZ'POM ot vw!dlns .ore ligbt ca tbo crUd.n&l aapecta ot the caae.• 

that it be ccaclucted b7 the lh>1ted Statae .lttomey tor tbo Soatl>em m.­
trict or 11e1r York. 

llr'. IIIOll•n'berg 11 in accord '!11th t.h1a re•o•--'la .. ·tica. In h18 _... 

&lldwo or November s. 19)9, on paee 9. ' 4· be &&iclt 

•.lltbouah I 1101W! wiab to pve tbo Mttar !llrtbor cCDel,.,..,.. tica before ao1c1na a L1nal rec ... tion 1IOY preeeut view 11 that tbo ....., apinat Schenck for 1935 an acoount or 1- otbor tbon the Fox etock 1s ao at.rcma tbot tbo cue oucbt to be preeeatacl to tbo GraD! J!Jl')' in..., Iortc, wbore ScboDcl<'• inC.- tax ...-.. tor 193~ ..a L1led. 'l'llere 11 • bclwner • DO occuica to .ake an ia­Mcl1ata clec111CD co th1a point eince tbe statute 'll1ll DOt run Lor a&Terel ,....... In tbo courae ot the GraD! J>:tey inveatiption co tbo 1935 rwtam I bel1.ve tbat a sreet cleel ot otber ~ •ttar ~ .U be broacJ>t out, lnci!M<na ev1d8>ce to a1!ppCII"t oar belie! tbat ladilo boa been bribed by Scbenck, et alo0 
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11r. Creenbt.ua 11 al.eo in accord with th1o re•cc--n4111,.t1on. lD h1o 

_tlll>d .... or llcn-.ber 8, 1939, oo ~ 4, f2, be aa14a 

..., • • lllziT ot tbeoe acta oecarred in """ York, tbe 
place wbere SebeDck aDCl tbe Corporation ru.cl ta1r retlln18. 
It ia ree W tbet ~ proeeeutioo be 1D1t11tecl in 
the SOilthern Diotrlet ot Jln York, IIDd it 11 in CODDect1cm 
witb euch a Ci1'e.n4 JQZT prueotatioo UDder 8eot1011 35 tbet I 
ted tbet rurtber ...-idence ...., be dneloped on tbe briber7 
chart:ee qaiJlat ICadia an4 othera referred to aboye.• 

And on paae 6, n, be al.eo &&ida 

•.UU>oll&b I clo not aaree tbet tbe knom tact& bear out 
the -u u to ita oontention that tax liab1lU7 l'M\Ilted 
to lleeare. ScheDok an4 Goeta b7 reuon ot tbe reorpnioatico, 
I c1o agree tul.lJo with tbe ree uueo~ ot tbe -~~ bor.­
totore -. that the tact& called tar cr1a1Dal proaeeuticn. 
IDdeed, it ··- to .. tbet Cll the bo.e11 or tbe -11

1
1 

iunatigation, it 1101lld ban been dolreliot in ito dllt7 U it 
bed not - a rec ndation tor oot1m b7 the O.p&rtMnt ot 
JUstice.• 

It ia not the !Unction or the TreaaQZT Departunt to .alee detini te 

an4 certain that particular peraona have e<>alitted partiOillar criM1 

egainet tbe G<rremment before a 0rsnc1 JurT inftatigatioo 11 .-de. ID­

ov.r lepl .,ne., e.liUiiJ>atioo or witneaaee b7 a Or&n4 Jllr)' need not be 

moed!cl b7 t...-1 cberpa aga1nat particular 1Ddivid~. 

Tbo Clnnd JQZT bee al~ been, u tbe Supn.a Court ot the 11nitecl 

Statea bee deolarecla 

"* • • a gnnd :l.nqllllt, a body with ~ra ot 1Jinlt1ptioa 
an4 1nquioitioo, the acope ot 1lbDH inq!lirUa 11 not to be 
l1od ted ........,.17 b7 quoat1eo1 ot propt'Ut7 or toncaate or 
the problble reolllt ot tbe invutt&atioo, or b)' dollbta -tber 
&n:f partiA:'ol&r 1Ddividllal will be tcomd propel)' nbject to -
&cCillltiCD or criMe AI bo.e been aa1.d before, the iiiiDUt)' 
or the orten<ler, an4 the preciaa nature ot the ott_, U 

;; be nomallT are ~~~~~joiiiieili>Wii miiAI'I J 
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&D<!Wa .. - .. u. ~ of olutioe m- u. ..... to •• 

.ueat.ct .t.ttonaq OIDeNJ. Sa Clark bu 1Jid1oated M u;eot~ to c1o 

th1l in the DMr Mure. 'lblll U. - an l'etllirMd, _. nut .,.. 

......:Lei be to NpJ.;r ,...,."'"& _. PI'OJIOIICl OO'Gl'll of AGt1oD &114 ..t1nc 

rec 4at1ooa _..mnc tile .W.Ueion of tM Ol'1la1ml pbuu ot 

t1>e ..... to tM t1111W stat. m.tnn .t.ttono.J ill t~w Sooltbem m.­

t~ ol ..,. Tori< for a OrUid Jw:r 1mNt.ipt.icD. 

f.,,.;-, 

.lppoteclt 
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Mr. lid- 8 . Grocba.,;.•o 
~ua ot N01? rSauou 

28:1 lladhon .f.Ycuo, 
lin Yom, Jew rom . 

' 

,-
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·~8,11311 

D: 10SE!'11 II. SCI!IJIOI:, DAl!lm. 7. ZAI!!JCI:• 11J!ITOII OOI!'Z, !IU:IA!! B, 

DQVD! Allll !!AI!l!l[ JCADIS, 

I concur 1.D llr, ltnollcbor~• a _l'Cid.,. dah<l 'lloTOUft jl, 19M 

but \lti.Dk 1t 1181 1>e helpfUl to INllllit ne tl>llo'lr1lls oo-u 1a 

upli ti cati 0101 

1, fto l>riborz Of R ........ Ac!9t l[edta 1a .OT .... er, 19341, 

As atata<l b:r llr. Xilollcbors , tlta Dape.nmot ltaa oot auttta1•t 

ortdcco at tho proo•t tU. to 1rarraot an laUe~ tor no ut of 

brtbor:r e.Ueced to haTe occurred iD liOTOIIlber, 19M. Bownr, thla doea 

not =-on that no crill1llal aot101> altou.ld be Wl<& 1a ooDDoe\101> 11'1 tit tho 

bribeey Ch&r&l, iocl.u411lc thia apooific alt. fto facta 1.D41cato oloarl)' 

that Aaant lta41a 1IU bribed and .........,, proa•tation to a Gl:'8Dd lur:r. 

Suc.b proaentaUOI> ahould be aa part of an ioTOat1aat1oo into other re­

lated aat\ora, ao horeottor iod1cata<l, IUld oot u an iaolated tan, 

'rho tollowiDC are .,_ ot thol lalo- taota proocU:r ouoooptillo 

ot prootz Special Acct Jta41a aooopted IUhotanUal tuora and aratutUtl 

troa the te.zpa:rera, 1Dclud111C the ..... ot a l.iJiouaiDe •tC80b1lo at e coot 

to 'rwmtieth Cctur;r-:rox 71la Corporatioa of ~t ta, IIOO; Ito aiOU'a<l 

t bo •pl-t ~ tlt1a oo>!pOIIT ot a TO!!Dfl lAd)' of hie a~taeo at 

a CCIIpC10&UOD ot poo a -1<, Cioh .:pl.,.ct laated tor oeTiral :rear• 

up to Olld 1Dolsd111C 7obNIU')', 19M; he _. a .. tpa<l to a t!!rtber tiol4 

1noaUpUoo 1a 1938 and pro11ptl)' aoUt1a<l Dour ot th1a ua~t, 
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~. Doftr .-blA4 s...t,-. we t.a.. ill Pario, t.llat lot t.4 ~....S 

a t.elepbolll oell trOll~. "oar t&z..., 1 .. IOI'k•, -. aplo•....s t.llat 

he he4 - u.dped to t.lla oue and felt t.llat t.b1o ... .., ·~ cooct 

breAk tal.l.l.Da 1Dt.o hie baDda iutMd ot ot!oon•J Doftr, 'llbo ... Deitloor 

on atto..,.,. or t&z expert -eel a poooor ot atton>q trOll llr. and lire. 

Ooeta, wbo bad their """ OOUDMl, and proooeded to In Iori< tor the 

prepe.rtUoD or t.tt14arttoJ &Dd ~ aot.iYeq put.icipatecl 1A the prepa.. 

ration or theeo att1dartta • 

.lltbouch tlleeo &Dd tile other me- taote, IOM of wllich are 

referred to 1A llr. ltDollllllbera ' e 118180l'8Ddla1 are Wutt'ici8nt to elt&hlUh 

tho CUUt or parties otber tbUl lta41e, tbq do t'll:rDieh uple ho.a1a tor 

a Gzud lU%1' iAftatiaation, 1A wllich turtber srld.eDOe ahoW.d he Ullooftred 

iapllcating tboee who ,.,.. tile bri~. 

('.ono1derat1on ahould ol.ao he ci1'8D to tloo adrteabUJ.t7 ot 

proceeciJ.n& ....S.r I.R.C. S.otion .4047(e) , R.S. 31521 ao tar u lta41a 1a 

conoeroed, &Dd with a conapi.raoT char~• ao tar u otlooro are oonoerned. 

As stated 1A a -...nd• of Elaer Irq dated October 30, 19391 the panou 

respoD01ble tor tbe brihe1r7 and tbe oonapiraq llhould DOt eaeape punia-. 
!ha or1c1.-J. rN ... tioll ot the llurMn 1A tb1a reapect 1a 

1'ull7 .........m.ed b,r tbe laKml taot.e. .lltboup this tut will he ..0. 

110re ditticaJ.t b,r reuoa or the ratloor ~ Gre.Dd lU%7 iAftotic&tioll 

al.reaclr ..de, the o:lt•Uoll 1a llltticielrtq ..no... to .........t tDrt1oor 

action. !he Gzud lU%7 1A1'810tic&tioll 01lJ,r took ODe hour &Dd w.1;r m.t.H, 

&Dd OOnaiot.ed ot eolU'II too hoat1le witae ... a ....... taotJ.aolr Jdcll' .... 
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been bolptiU , but 'IIIIo nre giTen tho opponu111t7 to aM the Oonrnaent • a 

hBn4 an4 t o Jlllt Wbite- waohills d..Uela in tho rooor4. Ill opite ot tllio, 

it io rooaa.nde4 tbet tunbor aotioll be hkm, 11.114 it 18 bel1ned that 

tbie cu be done 1D connection ldth the proeeoutione hereafter rtcoawmde4. 

2. J'ailu.re to report tmble profit op, txotpye ot Os~w 

etoot tor 7ox tto•k 1B 1935. 

I apee wit li Mr. KDoll1111bers that tho reorpllizaUon 414 

not rollllt in taxable profit to Koaara. Sob.colc and Oooh. The cr1a1na1 

lie bill ty ot Ko .. ra. Schanck, Goetz an4 Zanuolc will be 418cuaae4 in 

it• 4. Tho t ax liability ot Zenuclc will be 41acuaae4 in point 3. 

:s.. J'ailure ot_ Ze.nuck to report aa taxable isOOJD.t the !!lue ot 

conein or tho lox otock rocoiTed by hi! 111 1935, 

M po1nte4 out by Mr. Kllollenborc, Zonuok woul4 ban no 

hxoblo gaill 1t t be otoolc be roceiTed in tho now oompany """ in Jlll"IIWlCO 

ot t ho pl en ot reorpllization "solel:f for• b1a Century otoolc. (Section 

lll(b)(:l)) . 'l'be do~Gr)' nidcoe aa to • tllu pen of thi& etoclc 

1IU utu6lly rooo1Te4 in return for other bonefi ta, auoh u a a>ro 

foYOnble •PlOJ'IlC>t oontraot, ia not ret aftiloblo for our oXIIIIino.Uon. 

Dieprtty in tho propon1on of etoclc roceiTe4 ia in41oat1n t hat tb1a 

!!10¥ be t ho t oot and, if oetabliobe4, woul4 """""'' tho BurMu in aoeoninc 

0 4et1o1enoy t.aainat Zanuolc tor 1935. 11-..D in tho Ob081100 of pooitiTO 

proor ot the preoent t ime, I t ool that UD4or tho peculiar and unueual 

oircwutenooo 1n tb1a cuo tho Bureau ahoul4 oon4 Zanuolr: a notice ot 
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dot1CiO!lCJ (90-dq letter) in re&o.rd to 1111 19;,5 retum. 

It \hie OBmlOt be W.tialtely ouataiood, nOTerlhellll, effic!a'rttl 

l'llnliahed b7 llo11r1. Zanuck, Sobcclt aD4 Oooh l'llnlilb bull tor aaseaa­

meot in 1934. In tbese attidant a dated Deoodler 23, 1938, they ateh, 

u.oder oatb, tbat Zanuclt o""od 30 per cent or tho old Caotury etoot (I 

ban not seen theae ettidt'rtta, but u.,_ that the excorpto l'llnliallod 

are oorrect17 quoted). It 1t 'bo a tact that Zanuct did om :50 per comt 

ot tho otock prior to the roor&anization, tbere .... t ban bee a ta:mblo 

goill to bill at tbo t ime .:ben b.ia interest wu increesed from 20 per cant 

76 

t o llO per cant. No such &ain bal been reported b7 b1.ll md 1111 tu: 11abil1 t7 

tor tbe gein 11 clear. 

4. M•'Sns a. talse atat!!lls't ip a.N'i4artta filed il:l lp3§. 

I scree that Section 35 of the Cr1&1Aal Code 11 applicable 

but doubt llhather cony1ction could be o)ltainod 1t there wu no originel 

tax liability. 'lor tho raaeon atatad abon, bowner, I teal that oucb 

11ebillt:r en Zanuot• s pert exine and 1t tbu be a tact then I reooaend 

presentation to a Grand 1ur:r ot tbe o'rtdmco ooncomln& tho aoh or lleaara. 

Schenck, Ooeu and Zanuolt end o\bor per80111 llhooe acta 'fWI ban nol.ated 

the prona1ou ot Section 35. .11an7 ot theoo aou occurred 1D Now York, 

the place >bore Sobeck and tho Corporation tiled tbeir rotumo. It 

11 ra-dod tbat cr1J11nal proaowUon be 1n1 tie t ed 1o tbo Soutboft 

Diotrict ot li01f York, and it 11 in connection wUh auob a Grand 1Vor7 

preaontat1on under Section 35 thet I t ool that further on4coo con bo 

donloped on tbo bribery obara .. ap111.ot Xadio and otboro referred t o abon. 
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5. Scheock' a liability on bi• 19~~ . 1936 and 19~7 returna. 

All pointed out by lh-. KnoUaDberg , there ia atrons evidence, 

•tollY a)l<lrt trom the r eorgenlzatioo question, tbnt ~beck tiled troudu­

lect 1n<COH tax rotun>a tor 19~5, 1936 ud 1937. Tbie ia tbe subject 

IMtter ot o letter trom tbo Burenu to the Dopol"tment ot J ustice dated 

11lll' U, 19!!9. Altbougb n bnn bad no oppor1oln1ty to go into tbia 

matter tlllly, my oxominotlon or the available papore indicates that 

1n 1935 Schanck took a telae deduction or $17:1, 228. !!3 on an allesed 

loss reaultill8 rrom the aelo or stock in o llaxioan oorpol"ation. Tbia 

etocll: no alle&ed to have been aolc! b7 hia in Dec""'bar , 19:15 tor 

t:50 ,000, althougb in t hat year he received dividands or $:13 ,8~ on 

tb• t stock. Tho alleged pUrCbnaer ot the stock apparenUr waa w1 thout 

tllocl.e end Schanok provided b1m w1 tb J.'Unda to uko the eo-celled payment 

or t50 ,000. In tbie 1936 return , Schanck took <!eduction• tor e~omaoa 

of >J11eb oYOr t28, 000 ao..:ed t o be olaarly telae. Altb.ough bia eontrbot 

~1~h t he corporation ent11Sed him to relmbul:St'CIDt tor • rea.aonable 

trueling and Uvln& o~enns -.bile aqy. troa baae• bo r.ado daductiono 

in his pol"oonal uturn , tor what bo called buainoaa e~onoea and tor 

such. it~ as an aut ocohilo purobaeod ro,. a lady trioDd, tlo~oro , salary 

or his valot , poroonal be.rbel", etc. In bia l"etun>s tor 1936 end 1937 

11&1ler 4adu.ct1ou &Pl*U'· In lilY opinicn, there seou cpla ju.ati fioaucn 

tor ao additioDill uaaumtnt a&ainatb.llo b)' roaaon ot ~be allo&o4 loaa 

ot atock in 19~ and t alaa 4aduot10Da to,. 1938, 19:!6 oll4 19:51. I llke­

'<ioo tool tha~ tho t aoto .........,t a traud pooalt7 ao4 czoillillal prose­

cution. 
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Ostral Oq•ent a 

Al~hough I do DO~ acroo that the lalov:n facta bear out t h o 

!W'oau ae to ih oont aDUOD that tu llabUity r<osolted to lleooro, 

Sc~eook M d Goetz by rueon of t he NOrglllUzaUon, I do SCNO t'Dll;t' 

wtlb the reo.-..ndationa of tho Bureau heretofore •do that tho 

recta called for orilll1nal prouollUon. Indeed, it eoeu to me tha t 

en tho baeis or the llllreau' e innet1gation, it would hen bean derelict 

111 111 dllt)' 1t it hed not made a rocollillendat1on for action by tho 

D.pll.l'taant of J"usUco. 

Although it aq bo beyond tho scope of th1a ....,randua, 

no .. rt'llol oao , I am tal<in& the Uberty or mld.ng a fllnher aucgoetion. 

H is 1f1 fooling that ><here t 'llo Bureau makeo a roco .... ndaUon tor 

criminal action arising out of a tax aituation , it 8hould aend notice 

or deriohnoy against the taxpayer prior to tho 1Dat1tution or cr1llll.nal 

procet41nge. Slloh a ction should, of oourse, not bo tal< an 111 tllout oon­

Sill.t>tlon 111th those oftioialo 1D tho DoparbaDt or 1uot1oo -.o will 

bo chnrsod 111th the responoibllity ot cooducttng tho oriAlnal procoed­

iago , 

I am cognizant or the dittieultiea in oonneolion 111 til tho 

adoption or ellCh a now proooduro and ll!ldoratand the roaaone wby it 

boo bo011 lons eotahllehed :pol107 to :poetpone such aoUon lllltil attar 

tho or121nal procooding. Rownar, I t ool that the Suprcu Court• a 

deota1a 1D the Mitchell Cyt o•tl'l'\Ll..iJ:aa tbe Cottg C&.M tU•-•·~•• 
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- of t ho objeoUono tha' hal"Mofor• exiated. ProaeouUcm wHbDu"\ 

0 prior aaaorUoo or t ax ll&b1l1ty tlu'llial>oo ~· t &XP'Q't:r with on 

opportW11tY to o:ry • pereocuUon• b:r alle&i:A& ~at he 1a be1D& cr1m1Dall;r 

proaocuted Without oatabliahMnt ot auoh llab1l1ty ond opportunity 

to po:. Suoh an araument lllight pron & welghty ono htoro a Jurt 1A 

a prosecution under 8ectlon $5. It io bolined t hat it t he tecto 

warrant an aaaeeaent, auoh an aaaeaemont ahoul4 bo mdo not onl7 to 

r_,.,. tht W or..,oo ret erred to &boTe but &lao t o Ml<o aT&ilable t ho 

1aplicot1o:>o -.hich would etrengthon a proaoout1on UDiler Section ~. and, 

indood , .,.. proaocut.ion arising out or a tax trau4 . 

Roapecttull:r oublllitted, 
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llr. Be~ ll.aolleDNrg'o 
__,...,""' ot ... oo-<!atlcmo 

Yale UDlnrllitJ 
Llbru"J (L1brarunl 
!law BaT•, Cozul. 
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••• atR a, 1939. 

n~SmLE TII!I.L =LIABILHX or mJIPR •· pgcr. Pt!B!L r. 7.AIICI. 
mr.TAM oom. !T!.f.IAJ B. nona Mp HARRY WII 

!llroucbout tho day or lovember 2, 1939, ......... Clro811baa, 

laolleabq, ud ........ • J'ol.,., W•cbol, Ir.,., O.tt.d.ol ud Iad•, 
coa!arrecl OIXloenoiJ>c the pouiblo cr1a1D.ol li&bll1t:r or uq, or ell, 

or •-•· lcboack, Coote, Zamck, Don.r ed Iadia, with rapeet ~ 

tbo tollow1.11c quoat.iouo 

1. lrli>W7 or B.n11111e Jc•t lad1a 1A l on.ber, 19)6. 

2. J'aUure or Sch•ck, Coots and fanuck to r eport 

taxable profit .., """"•nee ot ,._tioth Ceturr Pictures 

OorporatiOil (boreiAatter oollod •oeturr•) atock tor 

'fwontioth Octur;r~ox I'UII Oorporat11Xl (beroinatter 

oollod arox•) a tock 1A 1935· 

). J'aUure or Zalmclt to report u taxable 1Accao tho 

nJ.ue or certain ,._tieth c ... turr~ox I'UII CorporatiCII 

atock .-.coi•od b7 Ida 1A 1935· 

4· llalr:1Jic a ru.. .tat4a•t u attidan ta tuod u 
1938 b7 lcb.-cl<, Goots 8Dd Zallw:lt 1a a aa$tar ""tb1A the 

~un.dioti• or the !r.._,. Doporla•t, Daal7 the u.....UCe­

ti• or their 1Ae<ae tax li&b1lit7 tor 1935· 

'l'ho81 po1Ata will be d1a01111aod 1A the order DUod. 
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1. ljrihm ot llrwwt Acmt ''"'' ' J.p. loywbs= 1936· 

Prior to~ 22, 19351 • eaara. Soh•ck, O...ts aD4 ZaDuclc .,.,e4 

all ot the otock ot Ctotllr7 1A the tollowiA& -tel 

ooeu 

Illlul,r, 1935 urq•cte ...-e Mode tor a •tat..to.,. •C'Ier 

ot CCituey with rox, an4 OD or about ....,....t 22, 1935 Soh•ck, 

Goetz ID4 ZaDuck recei n4 tor their Cmtury stock the tollowiA& 

ab.or• ot rox •tock• 

Prtfemd g-. 

Sob•ck ,,,000 2.14,000 

Ooeta S5,000 2.14,000 

ZaDuclc 22,000 1.1.3,000 

It U COilce4e4 tbat the ftl.ue ot the 10% preferred u4 -

otock receiftd by eoob ot the Cctuzy atocltbol4era _. tar 1A GlCeao 

ot the coot l>o.aU ot hio c .. tury stock, u4 thet, theretare, it the 

ncbenp _. not a tax .u.pt .,.......,.., e larce tazable profit. _. 

---------------------- ------------
• - !but were the record bol41DI•• u bl'OIICht. Ollt. later, 8cb•ck, 
Ooeu ID4 z..:aac~t fil.e4 attid&wite cth the .,..._ ot Illt.erllal ~ 
ill19.31 •t&U.C thet. the beat1c1&l .-..-.ldp ot the C.tolrT­
lt.ock 1A .....,..t, 1935 .. 3~3~30 -- .-peot.i~· 
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profit 011 the acbuc• 1D their~ tax retaru tor 193S ca the 

theory that the """"en1e wu a tax ~t czcbqa \IDe!..- aect1011 ll2(b) (3) 

ot tb• lleYmue !ct or 19.34 which wu iD foro• iD 19)S. 

In 1936, ltadia, e llnaue Jc""t attached to tho Upper DUtrict ot 

I•• York, audited tho 1935 iDccae tax r et.lnla ot Octury aDd Pox, which 

waro, I tbiDk, I• York carporatiCDa1 aDd, iD - -.7 not 71t 

ucort.oJaMt>, ~ u lliclle4 the d:u.t;y ot awlit.lq the rotan. of llcheck 

'lbo tiled Ida 193S retura i.a the Upper lli.atrict of I• York, ud U.., 

tho roturu of Ooeto ....S z..mcJ< eo tUe4 their roturna iD tho Lee..._., .. 
D1atrict. 

0.. l>ec•b..- 1, 19.36 ICad.U ..-!t te4 hia report 011 his audit of 

04 

Mob of tho illdirtdual UX!>a71%111 iD *ich ho ae1do 

"'n J.ucuat 22, 193S tho ~ exolwlce4 all of his atock 
ill tho 'l'wctioth C.,tllry Picturoa, lac. , &ich ~~~ae -. 
obaJI&e4 to tho 8. G. z. Corporation, tor atock i.a tho 
fwtctiath c .. tur7-l'ox rua Corporetla iD piii'8Uallca to • 
plm Of r&OrfleJii&atiOD which tho lurMU bold. to be llOD­

tazable . ...... • 

lr. ICad.U M4a ao ..,tica ot tho atn.ordillar7 tact, &iob bi.a ~ 

""t.i&atia ...,t laaTO diacl.oead, that Zuaclt laa4 recaiTecl a coaaiclanl>l7 

larcor proport1011 ot the total J'ox atock ia"'*' to the Cactllry atockbol dore 

tbac -. r•-•tatift ot bi.a proporti-ta atock bol.tl.iDI 1D C.tllry. 

-------------- --- -------------- --- ---
• - J. o-.pl.eta •torT &ooald ba "tai.ae4 aa to bow ICad.U bappoeed to 
ba,.. u.Jcned to Ilia the awlit ot Mob of til- ratama, 1Dol""4•1 
the rex lad C•tarT ratoan~a. 

Regraded Unclassified



It is b.U..-4 that ~ada ude ao ••ti• ot thU tact Mcauloe bo bocl 

bee bribed bT Donr to ulco a tt.wrablo report .., or obollt ••nabor 

65 

11, 1936, wba la41.8 1a laloa to haft boc ol.oao with Doftr ia tho latter'• 

rocoa a t tho 'laldort-Aatoria ia low York Oit7. Doftr b Zaml.clt!e bwoiaea 

11&11J1&81' &lld atteo4a to hie tbwlcial att&Jra. 

!hare ie DO direct ... idcco wbateo.Tor that Donr 11an Eadie &DT 

IICIDe,' ar proportT ia l o...-ber, 1936, or at arq otl:a• tiae. !hera are 

YUioua illd1catione that 8ohcclt, Ooots, md ZaDUCik, tbroUCb lox, or Donr 

ar both, bribed Eadie ia 19)7 &lld 1~38, lout INCh brlbG7 probabl7 took 

place iD Oalifomit. rather tht.D ia In York. 'l'ho illmodiato queotion 

11 o:ilothor the Deporta•t ot luatico llb011l4 bo ukocl to ban the lhUt.ed 

Stotea Diatrict .lttorae:y ia l ew York so<Nro .., iadictaent ot Donr t.Dd la41.8 

(&lld pouihl:y ZaDuck, Scboaclt ad Oooto • tho .uppoaltioo that Donr 

wu actiJli u their qeat) .., the p-<n~~~d that Donr paid, ad lt.dia 

receiTOd a bribe at tbo l t.ldort-.letoria .., or ol>out Jlonabor 11, 1936· 

Thoro ia a throe ;rwar atotuto ot liaitotiotle OD tho Clriao ot br1loey 80 

that lllll ... tho 1Ddl.c:ta•t 1a 80CNl'Od botoro ••nabor 11, 1939, i t would 

bo iapooelb1o to ladict Donr or la41.8 - thouch 1 t 11 dotial tol7 

u c:artolDocl t.ttor .. Tallber 11, 1939, that Donr bribed lt.die iD tha ooureo 

or lt.dla' Tlalt to Donr at tho lal4ort-Aatorlo. 

It •- to •• boJ'aood tho poeaihilltT ot dc.llt that tho tr.uu.rT 

Dopo.rtact doee Dot ban wtriol•t orldeco ot bribG7 iD lonab ... , 

1936 to aquet .. 1Ddl.t.tact - that ~· 

I ad .... toad that .U at tho o....r....,co qrood with thle Tl ... 
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2. lallU£! tco F!'Q9I] tcpN • profit • •JMB'• ot C.tprr 

,teH ror lox •tock 1a u». 
s.cuoa 112('11)(3) et tbo Be,_."'' ot 1934 prorld•• 

"Stock tar aWok oa r ecqaaisaUOII • - lo piA or 

1oaa aball 'llo raoopiaed U atook or a-n tioa 1ll a 

corporetioa a ~ to a rear&aaiatlaa ..... , 1ll ~·· 
ot tbo plan ot recqaa1Kt1on, ""'"'"Cod •olel7 tor atook 

or eocur1 tiea 1ll 1r11ch corporation or 1ll uotbor oorpora­

tioa a party to tbo recqaa1at.1oll. • 

leaare . 8ab&ok, Ooet.s Uld Zalm4k -.iat.aill .. , tbo IIX'abal!co et 

tbe1r C..,tm7 atoct tor roo a tool< ta.Ua ~~q~~arel.T wi tb1ll tbo naptioa 

pro't'idod tor '117 Sect1011 112('11)(3). '!laey cont tlld tbat. tbore 1a 

110thinc 1ll wb-aectioa (3) (..uko .W....oou- (S)) 'lllh1ab .u .. tbo 

enaptioc c011d1 tioaal oc tbe atooli:l>oldera reco1"rinc a took ot tbo nw 

corporatiOD 1ll proporUOD to tbair boldlnc• 1ll tbo old. 

It. appe&ra to •• tbot tbia poai Uon 1a nU token, aad tbot no 

tuab1o profit ... roal1sed '117 ........ Scbonol<, Ooota 8114 Zomlek oe 

Uno ••mblo profit aa ,..Used, it 1a obftou tbot tboro .u 

no cr1a1nal ott- 1ll ba"rinc tailed to r eport 1ll tbair rotllrna tor 

1935 tbot tbe rax atool< bad boOD rocolnd. 

) . !t1l'Z' ot hppgt k npst y tenlt1• iaqw the Dlut ot 

os}''• o.t th• roZ •)OK nclind v b'r ia 19)5. 

It baa bee noW tbot z.,.ck r oceind roo stool< 1ll nooaa ot tbo 

11UIIbor ot abaroa rotlootinc h1a propartiocato iatoreet. 1ll C._,.. 

OS 
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D>o "'.._.,. Dopar1aet ll&lat.oiu that t.ba ..u... or tb•o ..,_. -...... 

a t.osahlo OD tbo IJ'o.d that thq w.ro r~oiftCI aot 1a -ohen p for 

Zuucl<'a C•tury s tock but aa ca~tiooa tor aoni0011 or 111 aallaac• 

taz JZ'opertT • 

I tb1Jilt tbat thoro 18 cro-4 for tbo '11• tb&t tbo .., ... hx atook 

wu reoob o4 b7 Zuuolt aa a441Uoaal c~timo fer tbe loni(IOII tc bo 

rendered b7 hill tc Fo>: UD4or tho •plo,. .. t oaa.traot •terod 1atc llitb 

rox. J'UrthC'IIOro, 1t tbo ott14a'lit roforro4 tc 1llldor tbo nat h...U.C 

.... true, tboro 111 atroac crcuad for tbe 'lin tbat tbo ....... hx atook 

wu gi..., tc Zuuolt 1D liquic!atJ.aa. of • ...tore•bl• ola1a for .sdit.1caal 

C..tuey •toclt whioh ho bad aca1ut 8ch•olt ... 4 Ooota, 1D m ich -t tba 
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ac ... Fo>: IJtcdl: -. roeoift4 1>7 Zuuolt not 1D "Tl'h'"l• tor hie C•tarT .took, 

but tor wopsrty. 1. • · , h1l ola1a aca1ut 8oh•cl: ad Goot•• 

I tb1Jilt that a 41Jtio1•o7 lhoul4 be aaaorto4 acaiD•t z-olt for 19.3' 

bued .., tbo ftlae or th1l a.c .. roz atock. !he ftlae of th11 atoclt 

cloubU• • aooe4o4 25 por c•t.a of tbo aa ...... t ot crcaa in.,... aa atato4 

1D Zanucl<11 193' rotuno, ad tborotoro c a441t.1caal tax oaa be ...... o4, 

or o D1Dot7 4aT letter act out, C7 t1ao llP tc llarch 25, 1941 .: ..., 

tboueb DO trt1lll oherio om be -.1nta1Do4, 

!lmi1D& tc tha qGUUe of I* aont.1• or z-ct, I tb1Jilt tboro i a 

11ot autt1o1ct cr-4 tor ar1a1aa1 JZ'O•oediD&• bued 011 tbo 'lin that 

he t1lo4 o falao - tradlalct rotunl for 19.3'· I c o't'C 1Dol1•o4 tc 

tb1Dl< that thoro 1a aot INtt'iei•t ~ tor ~ ei..U fnlol, 
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!he wbale CJI'dU.Clll <d W.thr Aock reeein4 '117.., ~ aa to 

be recarded u t&Db1o ia- at tM tiao reoeiTed or at tho U... 801.4 

..., aUU 1a tho field ot cloWit 1a llarob 19.36, aDd it 1a .. u.r.q cOD­

c.tftblo that Z&mldt aa Dot actlJic 1a ba4 hJ.tl> 1a ba~ hJ.l..S to 

rotan> uq t&Dbl.o ia- .., accoaD1. ot tM receipt <d tho .,..,_hot 
stock. 

It 1a ooncoiftb1o tMt Zauck ~ ooetelld that tho ellec..S rl.Pt 

to rocei.,. tl>e addiU.tuJ. 10 per cet ot c .. t....,. Aock ooutitut..s 

odditiooal ine<ae at tl>o tiao that Soh.,at ad Goet.a pr<abed h1a 1M 

odditiCII&llO per -t. U tho F<a!•• aa u4o in 19)4, the at.atnto 

1IOUld sU.U be ope (tor ,.._. ercpl•ia• abon 1a OOilllOOU.Clll with 19)5) 

llithout rat.,...c• to tl>o qu .. u ... <d tr.ud. u tM eJ.leced F<a1ae 

""" gi,.., betoro 19)41 addiU.tuJ. - -u be oolleoW ~ it it 

ie possible to eotobliab tMt Zelmck aa tra~t 1a tail111& to report 

incaae '"' accOUDt <d tl>o recllipt <d tl>e F<aia• tor add1 tituJ. stoat, 

4· le)jpg • (ale• •t.at.est ia eW4tyit.e til.t4 1a 14]8. 

Oa Dec.-bar 23, 19;!1, Sohcat, Goeta aDd z-1< cauaed to be 4.Unred 

to the orr_....,. Departact'• iaftlt.i&&tl.Dc ac•ta at. r.o. Aacel .. attid&"rita 

a1.otiac U..tt 

'!he - aDd pratwrec! atoct <d tho .._..used o<apaT 

wbiob thq receinot..,.. tho • tn1• <d thair - stoat 
ot tho old fwetioU. O.tarJ l'ioWr .. , Iao. , aa oa U.o -t. 
pro rew bNia <d thair aciltal. -orUip <d - atoct at 
-.u ol4 twetieUI 0.'-"7 no-.., Iac., to wit, -"" to 
Sohaat, ~ to Clooto -s "" to Saaak." 
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It 11 bolle..-..d that the atateact 1.D the atfidl'lit ud the other 

siallar atateoeDta ware untrue and that Zanuck 1a. tact 1w1 01117 a 20 

per emt 1D the Centu:ey c..,.on atocl<. 'l'ha pria.cipal &rOUD<I tor tb1a 

rtew 11 tbat ca lla7 s, 193S, Zalmclc talacrapbaci ~ B. lla;yer1 

"'ur preact. di'liaiooo ot ~~20 1a ota,. now bacauae 
loo turn1ehac1 releaaJ.nc or&ADb&tioa and Blll7 tllrniehaci 
fin1111oe and I produoaci picturea . Jut now that 11 all 
o.,..r and 1 t. aeaa onl7 tair that 1.D the new deal we 
lhould all lhare &Cluall¥ ea corta1Al.)' 1Q' job ud Dft 
reapcaaibilit,. entit.lea ae to at loeat. a•t 'lllbat tho7 
cot.• 

Jo dirtdenda '1111'& paid on the c ... on stock ot Contur,', eo that 

this important 1a.dicat1on ot atocl< ownerahip 11 not a...U.bla. 

Jr. Wanchel auggeota that. the action of • •ssra. Schenck, Ooets an4 

Zanuck i a aiarepreeent.i.D£ the tact.a ccace>:'IWII the atockholdin&• 1D 

Centucy waa in itoelt a era• under Section 3S ot the Cri.a1W Code, 

u oaendaci (u.s. o. 'fit.lo 181 See. 88), *iell pro'lid• tbatl 

"lbo..,... oball ... uke ... &n7 ... attidartt ... 
knowin& the ... o to - taia. &n7 traudulent or tiotitiOIII 
at.at •ent ....., 1a. &n7 -~tc witldn tho ju:riadiotiOD 
or &n7 dopartact ... ot the Ua1t.ac1 Stateo ... oball be 
tinaci not mora than $101 000, or iaprioonaci not aoro than 

lO yeara, or both. • 

'l'ho c011t..rl ot the langU&£• quotaci ai£bt led aoaa llllpport to tho 

cont.a>tica tbat Saotica 3S appliea 01>17 to the 1llld..DI ot claiaa qa1a.at 

the Unitaci Statea, but ottband, I qree with Jr. WeDchel that Section 3S 

1o applicable to attidartta tUaci with tho tr......,. Departact in tho 

courao ot aD 1a..,...ti£atica b7 tho Departact ot tax liabilit,.. It 

eo, tho tact that no tax liabilit 7 _. aTOidaci becaua• """• actuall.T 

exiatl doll not, 1a. • 7 op1A1CII, render tho atatata iDapplioabl.&, ad 

( 9 
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this rlow io auataillocl b7 tho decision ot the 111li ted St.&tu Cl..rou1 t 

Court o! .lppe&J.. ill tho ..._ C1.rouit illlblit!d 8t,at01 ... ~. et al. , 

96 r. (211) 462 (1938)1 evt. dtal.e<l 304 11. 8 . 586. 

Other fointf lpt hllx PiaCUI•"'· 

'!hero u cone14erable ertdence that ono or all ot Sch ... ck, Goats 

ODd Zalwck wro illltrua&tal throuch l'ox or Donr or diroctJ,,- ill 

bribillg ll:r. '-d1a ill 1937 aD<i 1938· I t ••- to • • hichl7 adrlaab1o 

that t\Arthor orld&eo be aoucht "" thia poillt with • rtft to proa8<Nt1CIIl, 

probabl7 ill Call!ornio. 

'!hare ia ltr""i orld&eo ill INJ>port o! tho rtn that Sch&ck filocl 

treudlll&t illcoao t.&x returna tor 19351 1936 aD<i 1937 (wboU,. apart b-oa 

tbo Fox otock u.tt.r). 

Wo did not co into tho dot&U.a ot thoao ad4itioaal poillta &lid I 

ahal.l, thoro!oro, not dil o\1 .. th• at thia tiao be)'QDd atatinc that tho 

case acaillat Sch&ck tor ad4itiaa.al tsxu, cJ.TU trow! ad prol>U>q 

criaillal liobllit,- - pertielllerl,- tor tho ,.. .... 1935 ill coanoctiCIIl with 

a loaa cla1aocl 011 on &PJlU'Oiltl¥ .f'ioti tioua ealo ot a took - ••- to bo 

atrq • 

.Uth""Cb I -'-.4 w1ah to pn tho •tter t\Jrther COGiidloration 

bo!oro uJdac a t1llal r-end&tiOil rq pre-t rln u that the cuo 

&caillat Sch•ck tor 1935 oo aocount ot it .. other th&ll tho Fox atook 

ia ao •trOilc that tha cuo oucht to bo prunte<l to the Grand l arr ill 

l ew York, 'IIbera 8ch&ck' a illcoao t.&x rot:llrll t or l93S .. tiled. 
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!11.- a, bo...,..., ao ocouioe te .a u l ulhte •ecta.• • 
tiiU poiat aiaca the .tewte 1l1ll Dot na tOll' aeftl'Oil TMH• Ill 

tbo couraa ot the Orad lvrr ia.,..tJcat1aa oD the 1935 retam I 

ball .... that a p-.. t 4aal. ot other iapGrtat .. ,ter ..., wall M 

broucbt .... t , iaclllll1Da ...Ucca to &llpport our ballet that IAdU bu 

b- llribed b7 Soh• ct, at al. 
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KoT .. bor 9, 1939 

!o: Tho rn .. 

lrom1 llr, Han eo 

Conference botwoon tbe Preoident, tho Secretary of tho !reaour7 and tho 
Under Secretary of tho Treaaurz at llt 30 A. 11. toc!y 

!bt Prtaldant ws. in a splen414 aoo4 when we entered. !be Seeret&rJ 
told hb that • • bad. coao 11&11117 to dheuoo tho '1>1.14ot and tax prcbl•o, 
011t o&ld thl\t bo bad. aolted tho Under Socretar)' to coat i n order to ..n 
o cosplott report and to poot tho Preoidont on what bad happened oineo 
th.r,lr laat aetUnc on tax queatlona i n June. ftt Under Secret&rJ -.d.e 
tho followi D« report to t he Preoidont on tho chronolopcal order of nuto 
1lnce that tlatl 

l. Bob Douct>ton and Jere Cooper bad. aolttd tho Onder SecretAr)' to 
o.,t tho• in Do\141hton ' o office at 8:30 on llonabor 4th. !ht7 bad a loD« 
eonveuatlon about the progru tor coaUnuia« the atudlet on the t.ax 
etructuro and llr. Haneo outlined hio poo1 t 1on t o thea ao followo: 

2. Tho Houoo of Heprooentat1Too paooed a rooolution las t oummor 
au thor! ling tho 'fO¥o and Ileana Com1 \teo to ll&l<o a thorouch otudy of tho 
adldnlatratl•t and ltaial&tt•• teaturea of tbe Re•enue Law. 

3· Tho 'fO¥o and lloano eo-1 tteo d1rocto4 I to oubcomli ttoe to coap17 
w1 th t hat reool uUon. 

4, 4o a rooult, Cbairaan Jere Cooper t o t ho lut t wo wooko of tba 
laat Concrto• conducted a aerie a of .. ounce w1 tb tho otaff of tho !r.......,. 
and tho otaff ot tho J oint Co-t ttoe of tho 'fa7o and lltano and of tho 
St!lAtt Pltlance. 

5· 4o a rooult of thooo •••UD«t tho tubco-ittto 1utructod tho 
Joint Co=t tttt otaff to worlc w1 th t ho otaff of tho !roaaurT In tho otud¥ 
and propora\loo of data upon eo•• 75 specific H•o of tho !lnoauo Law. 

6, Tho Under Socrotar)' of tho !roaourT wao authorised to conduct 
on bthftlf of tho oubco-1 the of tbe Wa;to and lloano eo-1 t he lntoraal 
htarln&t htrt Ia 'faobiagton or eleowhtrt wi t h \a>paYoro and tbe public 
&entrally, with a Ti"' ot go\t1JIC troa all &rOUPI 1nttrootod ... aucb 
lnto,..,uoa ao poot1 blt on tbo practical approach of tho tu law and I t o 
tfftct upon t l!o ocoDOIIf 1 a pnoral. 
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7• Following thooo lnotructlono tho Under Secretary of t ho Troaour,r 

11nt a latter to approxiaatol)' 1500 people, reprottnt1nt; labor, IIC!'i­
eu\ture , 1nduetr.r, the proteaelona. &D4 aa well. tbe ceneral public. 

8, !111 reepcn10 to thh appeal tor UOhtaz!CO WU 1D1tantaneou 
an4 tho cood wi ll donloped thoreb)' baa 'becou lncreulnclJ apparent. 
Wore than 2S} lnd!Tidualo bau appeared In peroon at a oerho ot lntorul 
hoorlnt;o conducted In tho Troa1Dr)' and wo ha~o collected a aa11 of ~•TJ 
.,.luablo data which I hope will fora tho nuclouo tor a poraanont record 
for the futuro . I algM add that tho Trouury atatt hat 4ona a -lfi­
cent Job In their oyapathotlc approach t o tho indl~lduala who ha~o violtod 
the Troaoury during tho p~at 6o daY•· It baa boon a todlouo took and I 
bell ••• hao doflnitoly created tho lapreaolon thro~out tho ontlro 
country that t ho Troaaury h tr)'lnc to 4o a tlncor a and oarnoot Job. 

9· I told llooari. Do~ton and Cooper that In ., opinion tho 
.., ... thing t hat could pottlbl)' happen troD our Yleepolnt wu for tho 
t1lbco1Dl ttoo to put oYer t hl a cooporat1n effort lll!>tlJ ao It wo1lld 
,...., that tho \'rouury wo\lld nonr bo takon aorloual)' ap.in b)' tbo11 
who baTt chen 10 will lngl)' o! thal r t1•• · 

10. Thlo brlngo eo to a concreto rocoamondatlo n that tho aubco .. lttao 
meet next week In accordance with tholr ochodulo and that tho Joint Coa­
ml ttto 1t&!f and tho TrtMW7 otatt aubai t to t b011 ouch data ao hat boon 
compiled. Tho Tre~eury lo not in a pooltlon nor i1 it our do1lro at thia 
tt•e to make •pecifie reco.aendatlona for chance ln the tftX etructure. 
lo aro, howonr , prep&rod to laY before tho Joint Coaalttoo a coaplotol)' 
laportlal 1tudy or all tho itoao aoo1t;nod to uo b7 th•· 

11, I told lloooro. DoUjlbton and Cooper, when aaked tor ., por1onal 
opinion , I wu not at al·l ouro tbat it wo1lld 'be doolrablt to opm up 

the tAX '!1loo.Uon at thl1 U•e , t hat I felt do!laitol:Y that thla • ao • 
qu•otlon to bo wlcboll ••TT carof1lll7 bot-.eon tho laacloro 1a both l!ouoo1, 
tO«Ither with thO Socrot&r)' o f tho Trouury and tho Prooldont of tho 
Uni ted Stat•• · Bowe~ar, at thia tl•e it ia not neceeaar.y to c~aa that 
brld&o, olneo tho atudy which the)' ha ... boon authorlud to ael<o ~ 
continuo tor an Indefinite period. 

12. At no tt.o durlat; thla contoreaco nor 4urinc &D7 other conteronco 
hat the fr ... ury ner aade reference to .-pec1t1c reco•edaUone for 
cba.'>Cu o! &D)' ld.ad. 1Jo haYO not boon eDtborl•ed to do 10 and oball 
not 4o oo Wltll we ba ... been authorhed or 1Dotructa4 b)' tbo Socrotary 
or tho TreaiUr)' on aaeb and o•or)' atop. 

Tho Under S.crotar)' wu Cal'of\ll to point out to tho Proo1dont that 
tho otudy now being conducted b¥ tho \'rOUUJ7 11 on an Wlblaoed and i,... 
P&rtlal plane, ud th&t fLO conclue1ona ba•• 'been d..r..-a t'l'OII t beae etucUee 
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ror cho bon oft t of tho ou'bco-.1 Uee of tho lrqo and lloano Co..t tteo. 
fho Prooldont oald tb&t he """ pleased with tho report and tb&t ho 
ba4 boon cl•l•8 "lot or tboutbt to tho oubJoct or doflclto which ho 
oao cotnc to try to work doe to a !!cure of $2,800 allllon . 'l'bo 
Prooldont otated thAt at tho prooont tlae the Dlroctor of the !udgot bad 
Info rmed hla t hAt t ho doflclt flsuro !or 19111 rutod nt $3,200 llilllon 
and that he had lnetructod the Director to roduco that !lgu.ro to a 
maxl .um of $2 ,800 mllllon. Ire reported to tho Prooldont preliminary 
revlu cl ost1JMtea t ·rom t he Treaeu.ry on Internal Re•enue 1ncreaee4 troa 
$5,500 allllon to $6 ,JOO llillion. 'l'booo !lcuroo ohould oeno to roduco 
tho 4orlclt otlll further. 

fho President t bon outlined hie thinklnc for tho aoaont to be ao 
follooo: t hat b& 110uld CO before the country on t ho r..Uo end otate 
t~.at 'b7 ~.ard 110rk we ba ... re4nco4 tho doflcl t fro• opprozill&toly 
Sb billion to $2, 800 a1111on, thot ootlaatod r o•onuo lo lncroao1n& and 
opproprlotlon o f or t hinco like poot of!lceo , rhoro end b&rbo.re, etc., 
• t-rt belnc eUrdr.ated. Bo....,er. it would b1 neceea&r-7 to spend aore 
cona1 1cne41attl7 for nation&l de:tenae and arJ¥ ln.ereatK expend! t urea 
for l\1\tlonal dofonoo obould be paid for out or lncroaood tu ... 

'!'be Prooidont further oald that he wao think1nc in hn:10 o! 
oorkl ns out a progam, which could not be oppoood by Conoonnt1voo , 
Llberall , and Rlld1calo , that would embrace ooeo plan olmll81' to tho 
La follette program or 'brca4en.1nc tho ba oo. He oald that he waa heartily 
In fe•or of tho 'reaoury'o poycbolog1ca1 aporoach t o the tax problamo, 
thot he thougbt lt had a cood effect on tho alndo or 'buolneoe • ••• 
but s t tho oamo tlae concurrentl7 with t he ellalnatlon of lnoquitloo 
ln the preaent t~ bill, he wa. anxtoua that we not o• erlook any loop­
boloo that alg)>t oxiot ln tho prooent otructuro . He soe .. d t o r eel 
rat her otron&l7 that thoro wore l oopboleo ln the prooent l ao whieb 
•holl14 be cloud "P• 'fo told hia thot the Troaourr 110uld ll&ko a co~~ploto 
ot\ldJ' or thi. phaoo. 

fhe Prooldant oa14 that when tho S.crotary roturno !roa A.rhona 
he 1101114 .....,t to &it clown wi th uo !or oo•e ltn&tb of U•o to diocu .. tbio 
• bolo probles and try to arriYo at a deflnlto pollcr. Be t'llrthor oald 
that ho 110uld want to 4.1ocuoo th.lo 110tter tboroujljlly wi th t he ltlldoro of 
both Rcuooo or Congeu and that ho wao not wilUnc at thlo Umo to arrln 
M any concluolon or ll&ko any otate•ont ao to pollcr· 

Arter r t nl ohln& tbo dlocuool on on tho tox pro'bloao, tho Secretary 
of tho Treaourr !landod t o t ho Pr 01ldont a aoaor&Ddua which he h84 dran 11-
up reco-ndinc a concreto .. t hod of procoduro 'botwoen t hlo Oonr1111ont 
and fortl8Q &QY01'1111tnto ln t he aattor of purchaooo. 'l'be Prooldant oald, 
"Thot ' o !lno. • 
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'l'ho Secrotar;r abo bende4 the Proo14ent a a ... ran4ua eolletl'llin& 
tho 7sta Cro41t .&i1111nlotraUon ud tho Preo14ont oa14 ho wculd road. 

'!'he laot it• takon up with tho Preo14ent •• tho roeoBmon4at1on 
by the Stcrotl\1"7 that wo be 1notructo4 to ui')Uato with airplane 
ootor IIMIIt&etW'oro a oatlofactoey arranc•ont on 4oprec1at1on an4 
obeoloooonce 1n order to induce th .. to incroate their production 1>7 
6ooO .. tore per year. 1'hio, boC<Woe of tho fact that we are equipped 
to r:ftlco 6ooo .. re a1rplaneo then the encino III&IIUtaeturoro are able to 
euppl7 aotoro therefor. '!'he Proo14ont o11')o4 tho .... ranclua of 
l••trucllono to tho Socrot&r)' to proceed ln accordanco with hlo roco-nde­
Uon, cop)' of thooo lllotrucUou 1o attacho4 boroto(,... f· - ) 
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llanol, 1114ochll>a., Jro .... bu 9, 1939 

! li )(.IJL 

SUBI!Cf1 ContoJIPla.t t4 lloa.ourea to ~co ... Conpotlon ot l'relpt 
at Halphoac· 

THE I!Ol!OWLI 

Slll1 

!I'I!E SICli!:T.Al!I or SUTJ: , 
Vi.SBUG!al. 

1 han the honor to refer to fliT doopa.tch no. 5 ot October 13, 1939, 
and to other deepatohoo aD4 to1ocruo, ln which reforonco lo udo to the 

con&eotlon of cuso at Halphonc and to tho ftl'i0118 pl&Do of the 1169Doieo 

o~d ll> tra.noporta.tlon of frei.cht t o Chll>a for tho clea.rlll& up ot 
thlo COCCOitlon. l n t hlo la.ttor CODDICtlon tho folloY1DC lDforoatiOD -.r 
be of •o• i ntereot to tha Doparbnt. 

Durlnc a CODYOroat1on with )(r. Chon rea. Chon, of tho Southvut 
TrMoportatlon Coop&D,T, aD4 Mr. Sha.o, Maucer of tho Bank of China at 
Hanoi, alluolon va.o ..ao to tho fact tlla.t recent arrhalo at lla.lphoac aD4 
other port o of 1114ochlna of trelpt doot lnt4 tor China a.pparentl7 approxl­

m tol.7 bala.nco tho aaouat ot frolcht boll>~; t ra.nolth4 to China, thu.o a111-

tatlnc apl.ut the cloartnc up of tho coJ~Ce•tlon of cars<> a.t lla.lphonc. 

Kr . Sha.o acroo4 tlla.t I'GCh vu tho ca.oo bnt potato4 out that 4nrlac tho 

l a ot aonth, Oct ober, an u:coptlona.l &aOUAt of frotpt had a.rrht4 aD4 t lla.t 

tho ID4oohlna-I'DDIWl Ha11WT had carrlo4 oD17 a. fraotlon of ito nona.l 

W•"'t7 ot ..!!:!.!cht , 4u.o to 1 •""•l14tf and other traffic lDterruptlolll ln 
Iuana.n. Intor alla. lt 11 'QDdorstoo4 that 110 ..., carp vao a.ccopto4 b7 that 

r&ll""T bot noll Soptoaha.r 29 and lroToabor 1 . 

Mr. Chaa t hea ouUlat4 tho '0&1'10118 ....,..., lD operation or cont~latt4 

which aro a.l.• e4 to epat4 up tra.noporta.tlon &114 t o rollo ... tho concootlon at 
l!a.lphocc. ~ ro..m4 that ho propoot4, a.o a flu'thor _.,...., to ourta.ll 

frol sht arrhal.o 4nrlac Docoabor and J&nll&rT. a44llll;, hovoTOr, tlla.t tho 

cnrta.lloant would 110t "PP17 t o petro1na producto • 

.U petrol._ pro411Cto COIII'rloo a. larce percllltace of arrlnlo at 
l!a.lphonc &114 at Salpa, I do 110t ooo how t hlo pl&D caa acenplloll a ,-t 
doal. llor 4o I ooo how Mr. Choa oaa brlac about thlo ourta.lloant witboU 

tho cooperation of :l'oroliD ohlppero aa4/or tho lrllloh authorltioo. !he 
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latter a!cht cooperate aa there 1a 110 doubt 'llll\ tb&t thq WO'Cild Ub 
to all BalphoJ~C claued or the acc1llllllatloll of fralP\. JeYOrtheleaa, 
t~ plOA ... t be accepted with a ce.na11l MIOUil\ of wo.tchtlal aceptlcioa, 
porbapo " ' wiahtu.l th111k1ng on the part of tho Ohiaooe wbo are !aced 
with t he trea eadoua tult or IIOTiJ~C tho f re1cht DOW at Balpholll, a •ttor 

_ o! IOrll~• 

Reepa<1ttull7 7ouro, 

Cll.ll!US S, RD1> II , 
J.aericao Colleol. 

Orip DAl &D4 2 copiaa t o the DepartMat 
Cop7 t o laba117, OIJwl&ldng; Coneolate O.noral, longkoJIC 
Copr t o bbaoor. Peiplng; Oonwlato , Salfl011 
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BY 
IIARRI1-IER S. u:cLES 

CHAIRIIA!I or T!!E BOA.'!D OF COVDlNORS 
OF T!!E 

FEDmft.L RF.:;l'll\'E ~'YS'I'l'll 

:'OR RELI'.WE m lo:llR!1lliG P..PillS OF 

fRID!.Y I l'OVDi3£R 10. 1939 
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I .,. glad tbot I could be here thie ennlns to join With you in 

obse" tng t ho 2~th annlverO&r'/ ot the astabltsbeoent or the Fodere.l Roee:-ve 

'leill< or s t. Louis. Tho quarter ot a century tbot hae paoood bas put the 

r~arel Reacrve Sya~em to the test ot war end or poaco, ot tho greatest boom 

ud t be worst daprooslon In our history. ThroUGhout t hi s porlod the ::>yat .. 

!lea ronder od an oaoonUol public sc:-vlco . Tboae l'lho boY" playod a part In 

a:.JdCS this public contribution hove reaaon to look beck o•er tho years W1 th 

1 ••nso of prldu ln W .... t boa boon 4ChiOYod, DOtW1 tbot 4ndiD6 tb.o .l!Aitotiono 

to our honl<tns lowo lind tho3o Inherent in th.e - oro ot 110netory authorities 

to achlcYo by t hCIISelYoa that stato o:t econcatc woltaro \O which we all 

llSplro . lie M y uc.y In tnlrnoss, I think, thot tho rocol'\1 ot the Federnl Re­

S\Ino Systc:a l8 o oro41ta.ble ono; its ahortcomingo . ao I aoo them, havo been 

lorKel)' rotloc tlone of tho tlmos ln ~thlch wo llvo. 

T~e Reoervo Syatu. ls no longer on experiment. It has justified 

tho oxpeo\atlona ot Ito creators. It Ia on oatabllehod 1natltutton thet iS 

vital lo the tunct1on1.ns ot our eeaoma;y. It it wore done away With, other 

""<hio•ry IIOuld bon to be croa~od to turniah t he oonlcoo end perrom the 

!'t:otl!ons or t ho pr .. ont Syat•· Throughout ito hlatory, tho Rooene Syst .. 

t:u beeo Cortunoto lo ettreetin6 to Its aerrtco Mil)' aen or outetandin6 

•~llHy 1111d a deolro to bo or public scrvtco. 'i'bll epplieo not olono to t he 

otneore lllld atetra or the t "nl• e Fodera! Resone banlr:a ond tholr branohoa 

and to tbo Board ln Wub1ngton , but to the '""" who boYO aor.ed and have ro­

~od It • • en honor to aorYo on the dl r ootorotes of tho bonlee and bronchoo 

._,d ea ~ ... bora or tho Federal Adnsory Counell. 

! 00 
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lnevltobly the Systeo has often been a target tor poltttcal attack 

teeoua.e it 111 o convt~nient scape-goat r:hen the oconomtr "\\Chino sets into 

trouble . 'l'hiS is in largo part because ot the perui,atont., but erroneous, be­

lief tlmt wo con protluoo ond mainta in pros pori ty &imply by pulling a r"'' 

,.,001ar1 ond cra41t l•vers . Tho Syst<m> bas sucooootully withstood r ecurrent 

.. .,•c• or poll tical assault, largely, I think, because or tho b1gh character 

or chd a:~!1 ttbo have been nssocl:1ted w1 tb 1 t in all pert a ot tho country, 

a:! ~c:uazo 1ntor~~~od opinion .as atmro or tho ll.altatlcma on 1 ta powers end 

'!11 oot o.cpcc:t tho tlq)Osslbl e . 

As tho ~orld hos changed, as n~ eondit.iona bovo crleon. the Re­

••rv< >Y&tOII I n6v1tobly b<.s roeotl nott probll'lll5 nnd hne boon obliged to do­

t l.1op nc-.t mor..na end to 03lc tor brocdtJr po1';ora in order to do::~l wt tb ehongod 

ro~~!l~ionB. It bo.u not rcm~J ned zto-e te in t. c:hanetn~ world ~nd it ccnnot do 

so ~n':! &ur\•1vo . I hovo round comfort in the t"utl!Jction th!.t. thoth> who resist 

c~.-w~ so often r.ot only become r econciled but approve once 1 t has come about . 

:11• error~ to ostabllah t he Reserve Sy&t<lll "os stoutly opposed W Influential 

~lna::olcl and buoin .. s groups that later beeaao 1 ta derend&ra. Senator C!A:ss 

:nc\m!l 1:1 hie book: , "'An Adventure 1n Constructive 11naneo•, that: •The 

t'lr;bt for better betnklng methode and ror an artectlYO currency systaa ns no 

holiday tray; 1 t \faa actually a savage contest. iD •b1ch entrenched power &nd 

prl•ll•s• r oslatod at evory point of attack." Tho bnttlo for bettor banking 

IIOtboio and 6 aoundt~r crodit end curroncy aystcm noos on. It can novcr bo 

P•l'1llnllrn:ly won in tbia changing world. But onUghtonotl moo can load tho 

'ln!l:f to eontlnuous 1JeproTcment. 
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Tbla llollll< In ~t . Louis, as a part ot tho Syatea, COlle l.nto belna 

00 ~he eve ot ~bo outb1·eak or war in Europe In 1914. It Ia a 8011lber fact 

,bot thiS 2~th anniversary ia be1na observed as another Europoao War costs 

114 ohodo11s • ••rooo the Atlantic. · Those who conatructod the Federal Resone 

Systea out or lone exporience and study could not toroeoo ~be changes that 

,, r to no eo quickly wrought attor 1914. They wore men whoso experience bad 

0,,0 wl th tho opcrut1one ot a gold standard world and with tho rise or in-

du.;tr!oll•• In tho ura or great expeDSioo in thla country. 

abllo tho Reserve Systc wac conceived ae a 110cba.nim clesigned 

~:b~rlly tor a poacol'u.l, sold StWlda;<!-ttorld, It proved capablo ot repld 

adJptrl";!or. to a •:orld s uddenly transformed troll pooco to wur, and trOJI e 

sol~ b:.s!s to n mentu;ed curroncy basis. Tbo Syat001 diaohcrsod ·•ltb grout 

erool t tho hoovy roapons1b1li tios t hat woro thro'.m upon 11, pnM:Iculnrly in 

co.mcotlon ~tHh Ununolng our own part1c1pnt1on In that atrugglo . But tho 

ty.,.,. baa never hod em opportunity t o opornto in ~ho kind ot universe tor 

•~lch It """ originally cre&ted. It 1a ~rue that during tho Twenties tho 

le.C1ug nsttons, ourael•ea included, undertook to roeatabll ab the econoaie 

~~·•• and procticoa ot pr.-.er conditions, ritbou~ approciet1cg thet tho 

<Ot:41tlona bad been radlcn.lly altered . Wo had •o.raed aa u oredHor nct1on, 

tvt .. , cont!nuecl to behove lllcc " debtor ru>t1on . Tbo gold • ~o.ndard """ re· 

storaa in nn~~o; it ,.GG ln otticu but: not in pcmor, and tt. 'tf\18 not end could 

r.ot bo tho pro .. vmr etando.rd. u "e d1scovorod too late ln tho Twont1aa, 1 t 

eoutd notthor an• o ua tram nor roscuo us oneo wo worv plung~d into oconomic 

4t:":ctcr. 
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tt oppcnrs to most or ua nO'rl thllt since the ara1Dt1co or 1918 

we bafO b84 l'fb&t. 1$ more & truoo tl\0.11 e peace. Wo cttnnot torenea nowJ any 

,.,.. than 110 could at the outbroak ot nr Ia 1914, whllt the tuture wi ll 

1"3 _,J 

l!rlnj; forth , bu~ 611 or us are necea34rll,y concerned WIth the otrecu or 

rordlll\ 011r upon our dome~ tic ocon.,.y . lie can sc~ tho brood Uno or dotccao 

tbrt wJ auat te~e to minimlzo tbo d13rupt1ve eonsoqucnco~ to our~ pcoplu. 

Wo oro already oxporlnnclng tho initial impact ot •mr conditions 

abrod . rn tbc forword movct~ont 111 ooonomic oct!vi ty tlult ho.o tekoa p1&co 

~~ntly, tb~ro is mueb that ropr~aonts anticipatory buyinB and the ~ccuau-

latioD or inYt:ntorics r.-1 thout a corrcapoc.dtng rapid 1ncroaoo tn consumption 

or ... uretAs lng pcncr. For~unc\ol.y, thoro oppoart: to be c. aoro wldo.aprcad 

r.:e:ognltlon tbot ca c o:1ttor ot eolt-1ntorest, restraint 1hould bu h:tposcd 

by buolnooo nnd labo~ lendership tt> provont a r ccurrenoo or tho prico dia­

tortlonu ond Inventory boom th!lt 1od to thu shnrp rolnpao bogion!ng in tho 

l\lddlc or 193?. 

To that ond, busino.a men appear .ore r&ady to cooperate 1n price 

restr41oto aod In aproadiD& out production. Even tho"6h thore a!f be a glut 

or ordvra in soae lines, tnclu41no the oteel i.ndustry, p~uec:ton and de­

lherloe ahoul4 bo evened out over longor periods thOD baa boon tbo cuso 

IIDdor poet pructice. Thoro Ia also a 100ro ratlOIUll policy ln rog."U"d to 

llqutdatloo or roroisn holdinsa or Alllorlonn socuritios ao tbnt It 1101 hnvo 

• ~>lolii\CI or disturbing orteeta upco our =k.,ts and to tho tlains o.nd 

IJ>t<l•g or rorotsn d<a<m<l with " vi.,. botb to .oro or<lor1Y production en4 

t!>e «oldOJ>eo eo ter as pcss!blo or cootllct between rorolgn nod .u.osuc 

tletta tor oaacntllll Mterlcla. 
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1<11 of thlo Ia to tho good, but in tl\o br1ot tt..e I lllive this 

., .. 1•8, I wont to cull att ention 1110re particularly to aomo or tho longer 

"'DIS• prob1omo ao I aoa tbem frDDI the attuldp<>int or tho bankers and tbe 

?'e:lf!rtil Renervo Syotom. 

I doubt whether thore are exact f'lguroa on tho Mount of cosh ro­

.Joureeo that. artl aveilClble to bolligoront govorn~~ontft tor e xpenditure in tho 

tbit~ States . Such ttguroa as I hay~ seen aro at b.lst oetiaa.tes . They 

tol!<A~te that tor tho Brit1ob Elopiro 8lld Franco alono dollar balances in 

~Is country a.ount to about ~1-1/4 bi llions, and roodlly aoloble eoeuritiea 

!.on., oaUutod arkct value of about $1- 1/2 billions. In edd1Uon, othor 

resour<oa ond l nvosta~cnta which oro not so rondUy IIIOU'kotoblo nggrogote 

o:tothor $1-1/2 bllllona. Beyond this, tho Britiah Dftplro nod l'r<mcc hove 

gold rooourcoo or clooo to $6 bllliona and tboy bavo liD ClMUnl gold pro­

duction or obout throo-qunrtor s of Q billion dollon . 

No one, ot oow•se, can foresee bow long tbo war will l.ast or ho~ 

I:U!b or t he3e reeourcea would be used tor purcb.aoco in our aa:-keta . We: 

:~d co~ delude oureelYea, howeYor, ~~o auppoa1n3 that ~h~tever the 

iOlU» D f au-cb expendt turo u,y be tn our =art eta, t t TYOUld be j u3t ao !INCh 

nln .. tor ua . Tbo tact te thb~ our ra.-orable trt~de balancn during the 

la:a. r~ )"!.Qra baa been susteiJled through our w1llln.gneaa to :tccollpt large 

~uontltleu or torolgn gold and ailvcr at blgb pricoo in axcbango for our 

~ode and sorvleoo . l!o hav~ been unlrllliDI! to oxohnaso soode for goods . 

fortwo•toly, wo boYO not oxtonded f oreign orodi U , as \10 did tbroU/l)lout 

tb~ Tlrcnttes, "blcll, vbilc tho.y BUBtained our roraltp\ trndo, \'toro lorgcly 

1 

104 

Looking to tho future, 117 poraonnl YIO\'!--apeakins unofficially--
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Is ttat our couMry 1<0\llc\ be tar better off It, ao tar •• poulblo , torelgll 

;~bOoeJ were to be pol4 for out of the sale of t bolr goods In this country 

.,d out or tbo procoo<la of tho llquldatl on In thlo country ot Alllor ican 

securltLoo hol,l by f oreigners rather than tbrough fiU•tbor &C<!Ill&ltlon• or 

torelgn gold and ailvor for which we have no preaont or prospective use, 

because thoy woul4 only lneroose tbe present unprocodonted voltno or unusod 

exees; rcscrvoe an4 deposits ot tbe banking uyatCMD. Evon the prc&ont volm o 

o~ Jxe ... &s r caoM cl, U' usod aa e bests tor crocltt o.xpanalon. would create e 

dq : !'Ous Lorletlonar; oltuaUon entir ely boyond the prenont powor& or tho 

?~o>dcrel P.c.:a rvo t o control . 1!fo do not noc4 a turtbor tacroaatt or our supply 

o~ bW d c.poelte or currency. lw.bat wa do need is o. JDOro uttoc Uvc uao or 

turnover of our oxiatin& mnoy supply. 

Ttlo hac un immodlato bearing upon our bonking and oconomic 

'~blcm$ gonorolty, an4 upon t ho question or i ntcroct rutos which ure of 

so !lllch concern to bv.nkors end investors. But I tind that. not man.y 01' my 

bt :.kar rrlond~ h.o'fo nnnlyzcd the r easons wby t ntoroat rates ho.vo bt."'D ::nd 

:O...""t Ulcl.:ly to continue to be at unprecedented )0\-: lo'fo.la . SOme, I have Jts­

tot al'ed , had u vague. but alstak:en~ notion thot. tho Foderal RcGene .3ystaa 

""' r osponolble an4 t bat I, in pe.rtlcular, .,. culpable bocaw;e I ban ad­

'~ted s tnce tbo 4opths or t he depress ion "bat, tor want or a bat ter o~e, 

!los be•n lnbolod aa en eall)' 1110ney policy. 

Th~ tecta ot tho caao, however , aro clonr on tho r ocord . Wo havo 

today lllON tban e~-1/2 billions of GXC089 roQorvoa OIIIOOg IIUIIbOr bankS. Tb!S 

Is' fl ~~· ftuYor botoro approncbod and tho prospoote aro that I t wlll con-
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,
1
,,. t.O ~· A credit O'I'P"Jl&lon or tully $30 to $40 blllloua could, 1u 

:beorY at 1oast, bo built upon this enonooua booe . Now, yuu co.nnot bove 

106 

•••h vast atoekl or potentially loanable tunda proaelna upon tho aarkot, and 

aucb 8 vol ll!IO or lnveotment tuncla as baa been and etill lo oco\IIDulotlD& IYitb­

out hllYIII(! lntoreot rates at extr<lllloly low levels . 

I want to empboslzo t he fact that the rleo In oxceco roservos in 

•~• peot ttr• yeer e ba• rceulted almost entirely rl'OIII tho vaet lntlow or gold 

cd to I ltiiOr degree t:rom silver purcbttses . A Ot.TODU0\1#, tho\16,b un.succ:ess­

tul, . rror\ ""' 104clo ,In the Baukin& Act or 1935 to obtain ror tho l'edersl 

3a~tne Syat.aa authorit-Y to absorb excess reoenea. ODder tho 1111it6d powers 

ec,ually cranud, tho lloard or Governors or tho Podcrsl Roaorvo System ab­

Jorb<4 cpprox!IDA)toly $2-1/2 billions . or excess rooe!"'OI . In other r:ords , 

t~ pruunt vol umu of oxeoss resorvo3, largo .ae 1t is, 11 $2-l/2 billions 

loac then 1 t ~iOuld hovo been if ihe Reserve Bonr4 bad not inoronaod ro3orvo 

ro•julrCI:l>nto by uol ns moot ot the authority ernntod In the &.nklns Act or 1935. 

Th1o action was not taken tor tho purpoec or cona~rlc tlns credit 

or revoret ns tho policy or monctnry case pill' SUed by the l!yotC8 . It wa 

token ror tho purpoeo or puttlns tho Syet .. In the poeltlon 1t bod traditionally 

O<<Upled aod ~be pall Uon 8Ull oecupled by •COIItrsl bolllclns OrGI'!'izatlons 1u 

o~b_er load.tna COUDtrloa, whurc, thrOugh opan-ao.rket oporetlonc Cllld diaeotmt 

policy, lt could oaoo credit conditions 1t tho alt\llltlon roq11lred or adopt a 

morae policy It nocoeoe.ry to rectraiu 1ntlat1onnry credit oxpanslon throusb 

tho bonks. Untortu.nately, tlli& poaltlon could not bo 11101ntulnod bccouoe tbe 

i)l'CCt Volume Of SOld nod SllTer tbot w:>S 8Ub8eQUCntl)' pol'llittod to f)OW IntO 

tho Olca•s reaer•ea again lltt&d thCIII t o l o•cls boyond rcnch of tho System's 

eout.;oo} , 
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1 do not wish to be understood ca ravorlng bisb lntoro•• ~tes 

e! the stogo of recovery so rer reached or ,.,bile wo have a le..rge volumiJ or 

t;tc::-plo~raen'- and W\UOed resources . I tavor relatively low tnteroat raton 

es e continu~d t"JncourtlgMiont to capital expend1turoo, tncludine housing, 

A!'C,. 0 ..aens or keeping down coste end stimulating conewuptlon. But I 

... cou!accd that H lo oseential for tho monotlll"/ autborltlca to be in o 

!'QS!:!on to !ofluonce tho availability nnd cost or cre<llt 1n ordor to dlo­

c!ore> tho!r proper rosponalb1lltics. 11bat purpoao do tboy eorve If they 

•r pcr...,rlcsa In th<llr particular rlold or roapon31 blllty? 

At tho present time investment funds aro acclllulatlnc In the 

M~s or tn:H vidual e.nd corpornto savers much taator then outle't& devel op 

for the protitnbl o cm:ploymcnt of these s.avlngs in no11 iovo~tmont. Tho re-

:!G7 

suit Is on lntonalticd competit ion for tbo oxlstlng supply or Investments--

t t\1pply oo Lnailoquot.o relative to t ho volW!lo ot funds 11cekinc tnvest11cnt 

th•.t . notvlthotondlng tho great lncreoso In tbo public debt during tho past 

Qe.: ... .! ... , t!:.e ~c:aond groatly exceeds the !>up ply. 

rorolgo wcr will not correct tbla situation, but Ia l ikoly to 

~' It ""roo. T!:o r<lledy """'t be round ot boao . It would be 1110st un­

~ortu:t•t• I t tbo &ntlclpatlon of protito troJo o ao-calle<l war boola ware to 

eb<=c tbla and ot her unbcl~>Dced rclntlo!Uihipa In tho <lc.oatlc picture. 

Tbcro twa been recently some 1 nel"OQSO in tbo 4CiliW.Dd to·r brulk 

lor.no ror coCll!lorclnl purposes . Tbls bso ginn enrnlnss to bnnka nnd eoonc­

'K1:ct leat~~enod tho1r nood to invest in lo.ng-term govorn~~~onts. Howovor, it 

I& not rcnconoblo t o oupposo th<lt tho d"""'nd rroa butJinoao nnd lnduotry tor 
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o.:.r<O"~ bcUilc credit ace~atlon will be sutrlelent to ubsorb &II;' sub­

.s~~ial 61110unt or excess reserves. For one t;b.1ng, 1104t ot the larger and 

C!!J.'I of tba smaller corputt.tion.s of the country haY& o.ccUIIulatod. large cash 

ranrves wblcb, in 801110 caooe, bave been i.nveated in OovOT'MU)Dt obligations 

•!nee t~oy could not bo prof I tt.bly uoed for lncreocod production o.nd pl ant 

, xpenotoo . In ~~:ouy Industrial lines which h11vo beon oporntlne fc.r below 

ct.r~cH~· o greot 1nc:-cu.ae in production coul4 tnlco plc.co 1dt.hout noceszitc..ting 

r>!!lJ to tho cupllc.l llllll'koU or to the b<lnl:< tor JDOr~ runds !'or plnnt or !or 

i;.;;.._r .. ~ict purposes . P:oduct.ion et.n bC stepped up srcat.l!l bocausc or the 

r:;.id tachcoloslcul LdYC.Dc\i!S \'rhicb req,uiro lufla plo.nt oxpo.nston ond less a.n 

F.;: th"..ft wns noo4cd uuder old mutbcds. 

For onothor thinz, under thu terms or tho noutrc.llty lcglslctlon 

'!d\")et.tod oven 'by th030 who oppoeod the sale of 4l"1U, 1t. is proposed thet 

o'lly oeo~ polymocts Shull be mo.de for such product• r,a aro purcb~sod by 

bdltg"r<nt buyorc . F.xton•lon of credit ls opoctr!cully bor1·cd . Thoro is 

:~us r.o proocnt. prospect of outlot for inves,;mont tunda in roro1gn loona . 

.;::on!bgl.y, I "" unr.ble to s oo tll.:lt through tho prospocUvo oper!lt!ons or 

~1c~3t ~cd induetry thoro will be a autricient absorption ot inYc&~t 

rt;:13 or or oxco•a ronorre~ to n.lter mterially the pr03cnt dlaproportionately 

hr&e "·'h a e ot .luch t\llda relQttvo to tho outlets tor t.b<a . Thereto!"'C, I 

rates to rise and ccintain 1evola that aro hiGher 

t!:An Ius bocn the no:.rago ovor the 1-<'riod In ~1\ich wo have hod tho combined 

••• ·~cet. or heavy oxoooa roaorvos and slo.c~ dome.ncl ·ror crodl t ond ror !'undo for 

neon 1nvuatrnont . \'lo ho.vc witnosaod, slnce the outbrolll: or •..mr 'lbroo.d, 

t r"tdJu.at.mcnt from tho low l<'vola that provt.ilad cc.rltor in the yo~r, but 

:le treed 1c na;otn ln tb~ opposite dircct1c;n . 
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All lrdlrotlona point to the continued pill~ up or cxcooa rc-

'ln 
.. •en 1ongur rJnr te contlnuud c.nd rorolgn c.ovorMonta nbt:..ln 

34-rt'' ' · !,1 • 

loU" e .. chwlgo tl\rOUIIh tho p>·occns of scndinfl UJ\ f.!;Ol<l , tho Cl'C' t or the 

"""" •Ill boc~m• · rr tho otfocts o r tbio wore murvlY to odd to ~ank 
-!u~3tt.:: , which tor n consi<leroble period now have boon gronto r than ever 

~roi"Q 1u our histOrJ , l t would 'be scrloug euough, but golQ Olid silver 

a:,·.J.,t~1ot~s o1t1o add to excess reserve3 which are a b.sei a t or a multiole 

u-,aulon or l>anl< cre<ll t anu bank deposits. 

Tto other principal racto~ in the growtb or bank deposita bas 

t~t. tbie pro!l4!SS r o:storud our money supply art or 1 t had obrunk by abovt 

on~.-third ac a ro~::ult or the deflation aftur 1929 1 t nas , to !IIY mind, de .. 

s! rtblt.! on•t, 1n ruct , csoontial for r ecovo:-y . 

Vlo m.'\y oa .,.oll roce the facts or thl& quoat lcn or 1ntorc!it r litcs 

e.tC lulu dcponHa frGnkly . I want to rop\lat that I do not rovor r c­

s· :tetln coney c:ondltlocs and high tntcroat rutea whllo wo :still httvc 

~Ute c.& or idle aen o.nd unuaod resources . TigbttJ-nlDG or 1110ncy retcs . !s 

e.:. a?p:-o~rtatc w~pon agutuct tmsouut!. cxpo.nstoo or bonk crvdl t t l'.at th.reutcn.a 

iC 1:trloUon. It 1a 'r.holly tnepproprict c. a t :h~J prt.aout bto.ge of' :-ec.'lt"Cr)" or 

~t ~ \. i a.1. o.s a ra~~odiy tor un&Ound Oo:vc.:lop:z:onto nt eon·.anotcry or1~1~. 

Whilo bro~nkera end i nvestors genen.llY 'r.Uttt bi l;.bnr r~tct> , it &b.,uld 

l>o ovidont thet t~o co.nnot go on indortnitely bnving sold r.nd silver purcbosos 

PiHnn up b\"Jth o.<.cooo r courvos und bank deposita e nd oxpoot lntc)r ost r ntcs to 

r lco. Tho orroctc or aucb o.dd! tions to tbo 1110nuy supply oro b<)und to be just 
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Opposite--the 010re oo 'llhen a t the .... tillo . bllllone or ln<UV14...U an.d 
~"'" 
co,...,...- s&Y IDSS are piling up annually , altho\lclh outl~t• tor the prot! table 

C!Qloj"aent ot t booo savings in new investaent, or in torotan loeu:s , ero much 

!es• than woo t ho •••• during the T11entice. 

Aro ~<o willing to dnnl mth tho factoro thot no eMing to the al-

rc.ttdr W!pl'ecodonto4 o.ccumulnt iona or oxceas roconoe and bank deposits, and 

I! • • or e oct willing to dnnl with theso t actore, ar e wo \11ll1ng to approach 

,ht problo.A f r<llll t ho othor aldo and take stops sdOQUIIte to put those t'unds 

w ....,,. ~reduct !Yo, prot! toblu use? My 01m oxporlonce , ln bolng unoblo 1J1 

,~;,. Bllckln& Act or 1935 to obtain &d"'!unto l!lM.IlO or deollng .. lth thu exces s 

.. ,,_ ... probl .. , ftlld three :roars ngo when I YODturo<l to polot out the 

e~ccu or ecntlnuo4 ccplt3l aectu1t:1t ions trom toroign aoureo:s, does not 

"'curogc 100 to think tbnt os n country we oro yet proporcd to doo.l. w1 th 

~h~ enuJoe or ctt'ooto or thla growth in oxcoaa roaorvoo end bnok dopoJits. 

Tlu-alng to the question or putting the supply to grcotor u~e, we 

!!&~ " t lold ot the gron t oot contusion ""d conflict ot opinion. I shnll UDdor­

t>J;o h<.r • only to out H no aga 1Jl whnt I bcllovo t o bo tho aoun~ "'tlY of get ting 

~ '1dtr, !"'..ro protStablo UGO of the UCCU!Iul.G":.iODS Of td.lo t'WUls that. ~ 

.,is;htng: d01m &.bo 1nc.oros-t rato structure Lnd proYonUn.a the bcla.ncins or tho 

;.'<1. ;-,1 huolg~'. 

In Ill> Judpent, the t!Jae tc hero , if It U not ovorduo, to tW<c 

ee-!1a1a stepo that will tncroose ctoaes~te eonamption, dhlllntab tb'J prus ;ruro ot 

Idl e runds on tho lnvostaont 1111U'kota , and bogin to cloao t ho gop botl7con Govorn­

ZUlnt lntOI!Io ond outgo. My longer object1vo nould bo to auc toln exiutlng 1nYost­

<<ot ned povo t ho l"ly tor •• much no" lnYest ,...nt oe cnn bo profitablY UDder-

'-'•• · Tb>t lo In tho 1 ntorost or the bankin;; syet.., , tho lnaurnnce eomponica col 
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sll o:b>t rtdueltll"'/ !notttutlons--lool<ing beyond th001, It Ia to tho Interest 

0~ :.11 tho:so who!lo tcv1ngs ll.ro ct st ake . 

We nro hc8rl ne <oday proposals tho.t tho Covonu•ont should reduce 

" ' "' 0;· tile pl·ooont cxpondl tures, part iculady to~ • ;v!culturol bencf1 to end 

ro: wor!• r PUer , in order that .t'unds tor ar. oxpo.nded armnment progro.m may b~ 

,royl:!t<l ·:ithout an lncr$8sCK1 deficit or an incrC!a:;c Jn taxcn . In ey opinion, 

l~ would ~e unratr, and unsound economically, to J*IS tnerooaed "'anr.enent co-!ts 

"' to :boo• or tho 101' lncOlle groups "ho would profit the h an out or rore!gn 

q; io.:..s:'c oxpcndtturos ~or ~nt, wbo are tho l euct able to boc.r the 

"'01'03 cmd rhoso tncreeeed purchaoing powor t c o:aonth.l to our econo:uic r.cl-

l natood, in I'!IY opinion, r;e should follo~t tho unpopular, but 

necusory, courno ot i.l'!lposing n.ddittonal t.o.xn101on in ordor to meet t.hc 6ddod 

cosa or our tlriiWn•"nt. progrum and to reduce tho dct't c1t , "'1 t hont :mcri1'tc tng 

· ?;, 10"" tnc0111.<t • roup' w1hoso susto.ined e.:1d increusln..; purchG8108 po':'t'O:" i s 

:l'C'ie~ t (; SU-1t 11 ln r.n::l 1ncroane production . AccoMlnclY. nddittoru.l tuetion 

~t.L bo· lw.vt~ . not elono upon r.ar profits , ::.ut. upoc thoso !nea:Jc r.roups 

;'J"t rdt:::h'vly undcrta.zod e..'II0-116 tshom !he- ~:ru.!..l:OCt p-t'I!)Ort.ion of S!.rl.o.gs tl.;.t. 

'-40(. t.;t.t.HCJ to rtnd prort toblc outlet t~y u.:-o nO' f uccUftU.l.t.t.ln.g . ...t t!lc 

&r.-':1. tl.b..t. I t~vrh• lncra:\siog doJOCstic purcho::~tng J)O":or by d0\:rot..£1ng .;(In-
--

It Is boyond dispute thot t ho groct mcjorlty o r our pooplo at the 

lA) t.t~ or tho 1 nc0111o scale would consu.'De r ur moro 1r thuy ru~d thh purchasi u.a 

~ ro. O~o ',fllY to inero.nao their purchasing vowor to by l t)\Ynrtng c•:maunapt1on 
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,.. ... such 11 sxciaa and lllea taxaa, Wblcb han been h .... u,. inereaned 

onr the put rew ycera. lie need to UDderstond 100ro cleerly jUDt where 

1410 runde acc..,.ulato , where our tu bul;len• tall, a.ntl bow they 1187 be 

beUOr dletrlbutod with a Tiorr. to increasing d011eat1o conau.ption and honea 

locroasl"<! a bomo market tor Alloriean business and industry, ao tbot thoy 

will not hen to r oly upon tho preeorious ci roUOIIItMOa or foreign mt.rs a.nd 

a:·:s:~u.o\- progreu ln ordor to utilize our resouroots nnd m n pcr.vor e.nd thus 

to a:ll::e profits . 

I ha't'o boon web intorestod in studies or tho National Resourecs 

c-tttoa which abow t hat in 1955-1936, 59 por cant or our te.a1lica had in­

,..,., of $1,2~ or loss . They bod no aninga, but Incurred dot lei ts or 

$1-l/2 bllliooa whlcb wcro portly mdc up by hundrod• or a1111ooa or dollars 

ot eontrlbuttone tr0111 othor private groupo and public •ourcee . lt Is on 

tb!s maJority group or our poople, e0111pr1£1Dg nearly 1\0 por cant or our 

populat ion, t bftt conet110Ption to.xes, including aoclal aoourlty csoosaonts 

•• tbo•o tortuooto enousl> to have Jobs l .n pri vnto industry, bonr t ·oo bo:.vUy 

til~ h.ve boon aubatontially inerew:od in roeeot yaora. 

'l'ha oa:rt bisbar lnc011e gl"'UP, that Ia, tl:lose re.a111ea w1 th incomes 

or r- t l .~ to ~.000 a :yeu and cc.prlslng ~ per cODt or 0111" popcl..atiou, 

1IU able to liVe t2.8 billions, The next blgbor IDCOU Sl'OUP with incomes 

or f'r'OII *5,000 u-p, but reprecentla.s l eaa t ba.n 3 par eoot or our tca1.11e3, 

,.,od ~.e 1>1111oos. 

Our lnoomo tax rates a pplying to theoe groupe with laoaoea or troD 

t5.000 to $50 ,000 ere mucb lowor tbon tbe rates, ann bororc tba "'&r, In 

~d. f'r>Mee e.nd mot othor countr1ee. KoreoYnr, 0\1%" i.oco-e tc..x atruoturo 

112 
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IllS 0 -h oorrowor bllso tban that 1n other oaUona. I aa In tl'for ot 

<;to•1!o,:: It out . Tbc tillo has arrived, I tblnlc, wbon thlo ohould no longer 

I>< de!eyod, wbon odd! tlonal revenue shpuld bo dorhod from tho lntnriiCdlsto 

100
.,.. group~ tbot 1 bOTO montione<l. Tbe effect will bo to offaot conUnue<l 

... ~-oceu.-:ulntlon or idle funds. to <ldd lose to - dopooito throueJ> the 

rro•••• ot dotlcl t flDIUicitlg, !!nd to help close tho <JilP botwoen Government 

:eeo!pta c.nd OX1>8nd1 turos. 

A: ~t ot e national policy or encouraging coneuaptlon, I haYe, 

o•~r a lon.g period, U!'gecJ rertc1on ot our ayatea or old-e.se and w:;en_pJo~t 

~csu."'(.Oee, •!lien a!. t.be present tU:e is increesing Tnthor than dlainlshin,g 

'~' "'1'""' ~t tunda that must rtnd lnnst:aeut ouUeto. lt "" are to oecu:llu-

lo;e rtsorvot tor old-ege pensions, tbsy shOuld bo built up In good ttr.ocs 

•he:n their collect ion thro\Jr6h taxes will tend to ooderate unsound boom 

tendenelcw end will not have on adverse 6ttoet upon coaaumpt i on . Wo have 

:!de tho !IIUtako, in my jud.eJDont, or accunrulating a va3t rocervo in t1mo3 

o: l&r&o W\t.Dilploy~~cnt, ttixins 1 t not out ot thoso boat ablo to pay or those 

ll!:os> ~•l:lo• uo ldlo, but out or payrolls 110lnl:; or those "he othol"''lloe 

loubt!ess would ha•o kept tho funds moviJ>& 1n tho lnc:oao atrOUI. Tho 100rc 

Q bal\.: ~flk~n 0\..t.. Of COUI\Mption by \bi& pl'OC8&8 ,t. thO t.lat Mbt C lK" need 

t~ote el! 1.0 lr.c:roaso con8UIIp~1.on. the greeter the nco4 boG been to tm· 

hi.,. the budget still further in order to lneroa.o cone\llllpUon. Other 

<Oil!itr!ee have built up ooelsl soeurlty progrum.s end bn .. LdjWited tholr 

1"'1n;; lind tlnanctng methoda to tbo eountrioo ' oeonnmio need• lr/ paying out 

!n SO<Ial ••••u·1ty benortte OWlS mueh lnrger than they curronUy take in 
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The volumo ol' taxes on con:ampt.lon, tr.cludlng aoctcl socur1~~~ te.xes 

.~.s ell aD ,al e& t ftX(II , oxctac taxes and tnrtrtc 1 lG nt pre:)ent. much hlg.~er 

ttJ.n ct. e.ny provt OUil ttmo . We ohoul.d Wldot'tb.k& n rnr-rtUlChlng r CV1G1.on or 

mll' . c! ... r•1l 1.nd •• tnto tn:c: etructures so ae to c ut dOY.'n thooo consumpt ion 

;:.x~.\ <$d t o tuc r tturo toxes on funds 'I'Jh.lch would othorwloa r emain ldln. 

;.lao 01 tl port of the generol progra.m, ! \tOuld fovor t.pplyl~ toxf•e 

·o · .tll hov• ~ho orruct of dtseourcging ovcr-a ccUIIIIlntloo of eo-enlled 

~!:..., ..!'-) r 6.s•·r'7C:S ~·Ltch nre bolng set m~lde in excoaalTc..ly lcrgc amounts, 

;-~i"'u!".rly ty th1o. lr-.rgcl" corporotlocs . Tbcao e\11!: coaCI out or tho iocoaa 

.: :~:..."':: t:l W'l .-. t:!lft put bc.ck into th~ strotu'! through bo lng pcld out ln dlvi-

~ :.!. to .;tc.:khol.i\l't'D o r cpcr.t for plr.nt :r.oJc rnl z.:n ton or oxpnnsion t•rO bou."'ld 

:., e.t~1r.t'!:h coranuap d r.m , t bctl eclplO¥'lri.CJDt t.nJ. flnc.lly r1rodueUon . It nC'u . .ld bo 

~r·1' !· .t:l~ l r thuo,,~ oxco:;Givo accumulotione 1·:or6 c.voidod. in tho ftrst in&t:tneo 

~7 r ·~~.;clrh' J)rict:n to cousumor.;.! O!' by incret".it:lng tho wagec of tho lo\:or in-

•:t· Ol'<.Up~ or ·.:orkcor o . If this 12 not dono , then lt is not logio:cl to oppo:lo 

::.x:ti":. · ~~t ttHl kcnp thece funds th.ct nru unusod tor plant or l'or 01-.•idcnd 

;1:r, ·s: s :'lniDcl tn -:.bo 1ncom,., a~tre.nc. They Ct\1\!l O t bo tl\.kcn out or th.:: i !leODe 

=::-.u ... fttout r ... duc tng t t nod thus Ndues~ cx:ploymcmt. r'nd prod'uetlnn . 

: oppo~oJ ct tbe tlaw a.nd vould .:outlnuo to op~oao c ppli ea • .. i oo o!-• 

.:"': p;o t !I'U:-plua t.cxc,c to tho smn11 buslno!tsns wnlcb do n:)t constitut:: the 

t;!..:'t cr t !:.t s problt.:lll or idle tun".ls . But """' olloul~ (ll:Jo cor.eidcr incrolt'.Sing 

~~~ norr..cal tnconu tcx or corpor~tions t:.nd r ov1r.1on or thu 1nhor1 t.onct• tt".x , 

;q.~a('.!lnrly ~ 2•oduct1nn of tho prose.nt oxaovti onn , t o holp p.'l.Y f nr ;u: in-
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The broad effect or the tax pollcied I ban outllne4 would be 

,
1 

only ~o reduoo the doflcl t and ul t 111ately balance the budget as nutionel 

lot .. , reecbes tho loYels we should and can bave to th1o country, but to 

..,1110 and lncr...,se purchaSing pcmer and reduce the preaeureo or ruadG 

,u1 cannot tlnd adequate prot! table outlets In """ lnnataeot at this 

,,.,. In our national develoJIIIant . Such a ta:r prograa would do 11uch to 

t,.P othcrwlao atagnunt funds IDOVID8 In tho income otroem 1D a way t!Uir­

w\11 a~oot conoumptlon and thus not only ouatoin oxlstlng lnvcotmont but 

opca tho lfDY ror naw 1nvea·tznent. 

Ir wo are unwilllne to doo.l wt th tho undorlylne ractore that 118kc 

ror • <011tloulnc; p111D8 up or our 1110ooy supply, now boyood tho powers or 

the Rasonc Syatoa to control, wo should at least dcel wl th tho problOII of 

!dlo !lmdo ond th• stllgDatloo In tho turnover of existing dopoSIU. In ey 

Jul!;llont, we uhould deal with tho problOM or money s upply au woll a a Its 

uu, but, in e.ny ovcnt. we C4IlnOt tpore both aides ot tbo pic ture. The 

hoM Ina ond lnvoataeot CC>I!m1Di ty cannot oxpect to do oothlag about tho 

~!lite up or ldlo tundo on tho ono band and, on the otbar lland, bavo the 

1•terost rates and cnrDiop which they eo auch desire . It is tho ole! atory-­

l'OU <lll 't bavo your cake ond eat it too. 

I have aougbt to Indicate In o general wny what l beH ove t o be a 

P~ctlcal approach to some or thoae questions. I bopo that none or us will 

bt deluded Into 11110$1D1ns that t ha tracic accident or n.ropeen llor will In 

tbt lo~~& Mm eohe or evan O&allorat a our t'uodaam~tel d ... atlc probl-· 

Ia:- eennot cure, but may llflke worse, tbe unbalaneed relattoa.a.btpa be'\"een 

t~rttt-proteeted industrial prices on tbe onb a1de and, oo the other, agri-

1~5 
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:oJt.,.! prices and Incomes tba\ are detonal.nod by toro!sn deund and 

roreiSC JM.rtcta. War cannot cure, but 1114Y make wor ao, tho monetary and 

ero!!t problCJ115 orU!ng from tb.e cont!nuod swelling or bnllk dopos! ts and 

ue~ss roaorvo!l wb1ch, in turn, are a V'ital rnetor in tho lovol ot 

t11u.rcst ro.tca . 

we cannot profit fl'Qm di84Btor to other pee plea. Wo can be alert, 

!JaWCfer , to protect our ecOnOI!IY to the oxtont ot our abllities trcm the 

~lsloca\106 ortects or lnternotlonal chaos and deatru~tlon. We can, lt wa 

~u tho porccptlOD and. t he c::ouragG, put our oT.U boueo in bot tor order and 

koep It t'u:lct!onln& eo that It will produce ond diatr!buto a JUX!Jilum or 

good.• and aervieoa, under our poli tical and economi c oystcm, tor tho benefit 

or all or o11r c! t1zoos. 
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fti.JC!I.t OOPIIIDILU. 

tel tlot PJ>otl-t. 
"'""' fU ...... w, of tbe ~-7· 

fM foll ... lac ,.......pile ._1 ri~ \IIHo oa\-rl .. ot kaS...oo 
rtlallou \It-• \be 1llllt .. S\aho aa4 torolp onatrlool 

..... f 

( 1) t'be CbeutU.r ot \be lii'Uloll l•h~ llao lat-• t he 
s-o\&1'7 at \be tl'oa-"7 tllat be r.Ul7 ... .,h \loa la\tor•o 
propoM1 lllat a opoelal ...... , \o ..- wUil U.. ,.._1 
I•""• - ot 1 .. tort. ..,. -· tllat \loa ...... \&1'7 ot \be 
f7•nl'7 porM.t\7 aa4 oeatlclaaUa117 t.n ._ •• ~·••· 
No aeo- •• r_l.,... till'.._ U.. lii'Uloll loollaoq tou.-

111( "'"""'""··· la wldoll u -· latl .. , .. tllot, . . ..... ... 
of ..._ahtnu .. poUq, u.. ~~ ~· \o ~1•_.. t o -
tho lwlUoll o.w-t•o ...... , tor_,_.-••• la \be 
liiUN S\aho ......... wUil \lot J.....U looerwo - at low Y..-11:, 
\7 u4 la .tbe - at ~ II&U: at S.Clao4, lato *loll __ , 
tuto ot \lot lwlUoll O.W•wa\ -14 \e topooUo4 u4 tr .. tddoll 
MOOU\ attlolol ~h -14 M oa4e. 1\ •o oUJN].a\14 \hot 
-~~ Mo-t olwo14 \o ••l•tl••l7 t or tbe poorollaoo of oar 
Mhrlalo. t'be 4etlra\Ul\7 •• ...,. .... ot llaYlO( a lwlUoll 
offhlal la tUo onatrr 4eotpat .. to 4rao ·- apiao\ tllh 
- Mtorlalo -•· !U lll'lUoll O.Wor-a\ hoo ol....., _... 
• \J'aooUorr .,......_., wl\ll "'" hWal .. .....,. - at low 
Tort -ro\7 -~• at \be lii'Uloll PvehatlO( -•oloa..., 
la tlllo • ._,.., oro oa_h .. to 4lroot llaH .. ~h troa 
\M r"C'&lar _, ot \be II&U: at S.Claa4 wl\h \be h4eral 
a • .....,. - at ,.., torlt. t'be tlMl aa4 4ottaUln ..........,. .. 
tor \lot .-otal _, -'-' " ooa-\04 olotrt\7. -
,_ O.Woawa\ 11aa .. _..... .U a plat la prbelplo u 4 h 

I'OI'f"'lac tM 4e\allo tor lh •• •-lal -•· 

(2) t'be C._..U. of tllo bollo.,.... h -'104 to tlot 
IJaU .. 1\a\oo o la ... a-..-.. to ooolot \be llrlUollAIIIIao_...r 
la """"Ct .. 4eM11o ....... u .. tho a'llon -u•• ...... ,, 
oa4 alM to oot oo tllo lrUhll -Ur i-' ta 41-•10( 
wl\11. ,.,. hwoW, at tlot troo~ aa4 tM -artuoo u4 I,... 
Ob&O(o c-t.ooloa tbe , .... uoa at \be 4topooal of llrlUoll •-' 
tollar -lUoa oa \lllo -.rat. No O.Wo,..at - lat.,.... 
\llo .. lUoll GoY•-• at lh tootro \bet \be froo0'&1'7 u4 tM 
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a)lo to\aU, oot 11a tap\ lato,.., of -oooUn plaao, wt~ 
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TREASURY DEPARTMENT 
.!19 

INTER OFFICE COMMUNICATION 

OAU Jlonaber 9, 19)9, 

10 SocretuT llorsentbau 

,,.... !. K. FoleT, 1r, 

lor 7 0111' infonati(!ol 

I tbouallt 70U would lilte to blow tbat tba .lttoz'Dq Cle,...U 

w Juot doeo14ed tba contro'f'81'117 betw.D stat. eDd oiiZMl ... a u 

t.o tht applioat.l.oD ot tba leutral.it;r Act 1A ol1l' t&YOr. tal.evua 

ue bo1Jic pnopared oot.i1)'i.ac all Collaeton ot tbla raliDc· 

Regraded Unclassified



HOV 8 1931 

( 

Ill' . ............... 14•\1 

t.,.. .nu re.U that ,.,.. -"" o.co ... 41•-... ~ 
o4noob! U t.T of ,...,w.bl1eb1D& \ba ru. Cred1 t Aolld.aleuaUoa 

u .. , 1...S•P•"cle~~t azenor aacl coaaoUciiUq la u .U acrlo~ 
\oral onocllt •et\v1Uoe of till Clo,..,_t. Till oltJHU" 

... to ootalll11h a ol..,._ llftll1ac laiU\~&Uoa to ftlllo till 

! 20 

oari•llltll.-1 1.J>tor11ta ot \boo oo~at>7 oo..U co t or ere41\, 

G ... uaUJ OI&Ch &D ~~oJ>OJ al( ll\ be deftiope<l to a po1at wllll'l a 

.. .w be • • u .... uppor\1"1· It 11 WI reooUee~Uoa that r ou "" 

1• oriPI~l17 n tb oueh a .,a... 
It no• Ju:•t o.,.. to WI a t tonUoa that leo,..tl>7 l&l.U.• 

1111 .. 'ild Oo,..rnor llill Cor hi• ,..,ipa\ioa. 1 ....Sentu4 

tbat t ho 15ureto>7'• p~~rpo.,. in tlk1Jll e1111h aoUoa 11 \0 pro­

n4o tu al-r la\lci'IUoa of tba ,_cuoaa of \bl ,.,. Credit 

AA!aiouaUoa trUil tbe ot»r octlYiUoo of ttte Depe,.-t ot 

'crliOil"""• I\ appeue \0 • \Mt tbo a.Uoa of lloii'I\U1 

lllll••· u \04, alcllt 1'1>7 ...u ........ ~·tal.J bef-

CM\011 till poarpo~M _..rl.JUC till propooed ,... ..... toaUca trlololt 

( 
.. 411 ....... 

Utor ov \Ol.k, 1 toot till UlHtMr of pro,..UC a d,.r\ 

or a roo ..... 1oaUoa p1aa ~ ., e~~~&••U- u to till 
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Draft o! October 24, 1939. 

Jmiiii.IIU'I'IOII PLd .,. -

~ '11117 • ......u.at ... tna..itW "' tM a-w ... 
....,. of -..-•u .... a Ooncn•• •• ..-w, ~~ ·-
1940, ~\ to tM Pft"llliou of t.bo Jlaooopalu.Uoa An 

of 19)9, • PP' ow .. April ) , 19)9. 

JIOIGlll:IA!IOI or IMTftii,flaAL Clll11' HE* I I M 

AID I UMJIIOE 

SIC. 1. IM*!t11 M \at "n Qa41\ '*'M•tre»et •• M 

rue J1ortcaP Corpol'aUoe ud all o\llu ac-t .. , oo.t'pOI'&W or otkrwt .. , 

'llllor \be jvb41oUoa or •~~P•"ia101l of t.ba ru. Cred.l.\ Abln1ainU..., 

1o \ba _, t.bd t.1oe7 are -.MI' noob jaria41oUoD or .,....u.J.oa) ud 

Ill 1\w ~. toe"*• wU II 1w pcra-.1, ~aDd pro~ (1&­

ll..U..C ottloe eq>U~) 1o lo_.., -...terM "'- t.ba Dtpan..t o! 

1o hl:r 1, 1m, t~~a ett..un 4aw of ~u- naa Jo. I u.­

-~"'-t.ba pi'Ortal.ona of tiM '1 rs MaaUoa Ao\ of 19)9. All r-­

UoDa of \loa Seorwt&r7 of Acftwl toin or of .., ot.bcr ottlccr or ~Of .. 

"'ac-. of t.ba ~\of Al;rlwltoln .. ~ \ftft8t_.... by W a­

U..., 1lldoh ~Uou l'alaw \o t.ba aalJdatnUoD of \be J'an CIH41\ 

Mldaiatrau., 1w r..u-..,. uun.u. .. , are.......,. w-r_... 

lo, 0114 ._'~all M --..1 .... "'' ._ ~ of \boa J'ana Credit .klalal•tn­

U... 

IIC. 2 . tr ,(r sf ...... Pe'ftAM\1" tfntn'•tn''" te rga 

Wit '*1n'•"'t1··-a. a....1 llMtlfit1•U. ·ttrdetnUoa ... all 

1\w r..u.o""• tos•~ with 1w pcr.-1, r_.to ud pro~ Clkl.U.C 
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--..v.u•"' tM ·w,. ... ._elf tM w ~.._,.. 

....,.a.\1 ......... ~ ......... d .... ., .. Oe•=- elf 

.. IWIIONU\ ....... .._ 

I!IC. '• t 'C e( st= tn'rl .W ..... C'w$'t M ,_ 

wu tMefc!rtMe -(a) ,._ t.1.l.eorUic ~- et tM ~ 

., ~--- ... ~"""-'., Acrteoal ............. v , ... 
tt\loehn~\~U..-...U~~la .. ,M­

~u. _._.,.~ .. lUllS ...,......u1a et tiM Oeuw- elf-. 
... Orotl,~U... 

l. AU~ ot tM S..t w\al7 at A&rf,al.,._ lUllS.,. 

JIU-•' ._. o.e,.nu.,. -... ftUe I elf \be I..,Mt t ,_, 

,.,. ,_.,""' (V.8.c., uu.. "• -· :1.(~006). 
2. AU ~ ot tao. l oa a..,. et .lpf.elil-. _. 

• ,._, ... Ow;cw"• _._ ftU.. D ot tM .,._ 

....... cv.-.c., uu.. "• -· ~>. 
). AU..._,_ et ... ~ et ApUoal-. ..s ... 

... ...... ..... ... liM._.., l'8l.de "'·..... ... J 

te ... ...,.....- _,, ._ ,._.._-... tlU... I ... D 

., .............. ......, ........... 
4. AU~l _ _, .. , 

... '-ltlr ?t'pt ... ._ et ._I; t 'ot AcrtRl._. 
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TREASURY DEPARTMENT 

INTER OFI'ICE COMMUNICATION 

DATI II- ~ 3 ~ 

10 
s.cretarr llorsentbau 

- Jlr. Folq 

!t Jlr. llcRqllo1ds1 requaet we baYe tor 11001e U.. been worldna on a 

prcJICSod reorganioation plan which would conaollclato in a n.w independent 

l(eo<1 all r..,.,. credit act h1.t1ea ot tbe GoTumoent. '!he obJactin, aa out­

Uoed by Mr. J!cfta7Do1ds, io tc eot&bllah a ainc1e 1.ad1nc in.titution, tc 

tildcl> tllo agricultural eection ot Uta Ulll.ted States cac go tor ite credit, 

f!lich oc\ll4 greduall1 be de .... 1oped tc a point wbara it will be aelt-11upport1nc. 

1t llr. llcll8ynolds 1 requeet • • baYe worked rl t.h Pqton Enns, GaneroJ. 

Coanael or tho Fara Credit .A481:niatration, on tAla •ttar. lllr. !lftne i a tba 

•ell person outside ot tba DtopllrtMnt w1 t.h whoa tho Mtter baa been diacuaaod. 

Attached tor )"our cono1deration are (.f.) a drdt ot aw:h a reorpni.&ation 

plan 4lld (B) a draft ot a aeaeqe tc accoapa~~~,T Uta plan. Bot.h have been 

cleond ai til and approved 1>7 111r. z.u.. Tb.ia Plan (1) roeetobliahea the 

r., Cr.dit Adminiotration 110w ~ pe.rt ot t.he Dapertllent ot .&ar1cultura ao tho 

l.oolr,lood.,t agonc:;r which 1t waa prior tc JUl1 1 , 1939, - a.organ1aat1on 

~ lo. I ~errinc '1t tc .&cr1oultura be- attoct1ve1 (2) tranotaro 

~ ~ Elactr1t1cat1on ldwh>!atratiOil (&DOthar 1Jidepealent ag&D07 which 

"' tranarorred tc .&crioultura by l*>rpll1slt1on Plan lo. II) tcsethar rl th 

Ill Us &CUTitiea, tc the -'""'I •...t rara Credit .klll1ldatrat1on; and • 
(l) tronotora the 1fAdinc tlmct1ono ot the rara Sacur1t;y .klll1ldotrat1on ot 

~35 

Ia Dt~nt ot .&cricultura tc tba - !nd F 1dant Fara Credit •••1n!etrat1on. 
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!!lOS• co:Fi.. the tara acq.ur-nt l.oall tunctio"" UDder T1 tle I ot the 

~-Jonea Fano Tenant Act, the rebab1lltat1on loan tunctioNI UDder 

T!~le II of the - Act, and the Farm SecuritJr A4adniet.-at1on lendiiJi tunc­

uoaa out.'>orlaed and appropriAted tor b1 section 3 ot the EIDergency Relief 

l~ation Act of 19)9. 

I rleh to raioa several quaetione of policy 1n connection with the 

attochod Plan !or your oone1deret1on. 

(1) Set.-up ot new agencz. There ere two •Jor po11ib1llt1es rlth 

:oopoc:t t o t.'>e eet-up ot tha uew Farm Credit agency. A brand ,... agency, 

0<!: • • :!:e Federal f.oru Agenq or the Federal Secur1 1;J Agency eatabllehecl 

l!;r P.ocrganiution Plall Ho. I , could be eatabllehed and the Farm Credit !d­

!!lnlotrotio~ e.nd the other agene1ea and tunctiona within the ccope ot the PlAn 

u.n.rorrcd to it. The other altarnatin 1a the one adopted by the attached 

l'l!n, ~t h, to r eeatobliah the Farm Credit Adm:l.n1etrnt ion aa en independent 

agooey and then transfer t he Rural El.ectr1tication Adm:l.nietretion And the 

otllu tunc tiona to 1t. The Farm Cred1 t Adm:l.n1atre tion 1 t ealt wu or1g1nally 

tOitblillhed by conaolldating a mmbar of independent boarda and agencies. 

b ereote a new independent agency with an adain1atrotor aDd other new otti­

o:\&4 at t.~e heed, aDd t.ronatar the l"arrl Credit Adm:l.niatrotion to i t, wonld 

!'isolt in crooting three stope ot otticialdoa (i. a., the original board and 

'6toi:Y hoada ot the Fara Credit J.dJdnietretion, the covarnor, and the " ... 

l4o!nia~tor and hie uaiatonte); would create a groat deal or contusion es 

to ohere ropone1b1llty ~~ an4 would be ada1n1etrat1ve1Y oUIIbareo•· 

(2) &xclwtion or Co!pod1tY Credit Corporat1oa. !he Co,...,.Uty Credit 

Corporot1on hoe not beon inol..s.d 1n the attachecl dr&tt aaonc the agencies 

to be tronoterrad. It appears tbat ita tunct1oNI are eecenu.ai:IJ. price 
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sllhUi•lnC and not crecli t tuDe tiona and would 110t therero ... proper~· tit into 

e!J roor&aniution picture . Jloreo•er, it is doullttul wbethor the nn agenq 

.,uJ4 ,.,, be eel!-supportin& 1! it bed the Co!llt!IOdity Clre<Ut Corporation under 

!tt roof • 

(3) OnlY J.•ndil1!! functions of Farm SeciU'ity AdAI.nittrntion trans ferred . 

:-.:,, ,.0-lendi!!i 1\metions of the Farm SeCIU'ity J.dain!atr11t1on aDd other branches 

,r t.':e De;ert.ment ot AViculture are not tranarerred b:y the atteehed Plan. 

:-:!s .Ul lean 1n the Depert::,ent ot Agricul tiU'e the relief functions ot the 

r.:::. S«url~· 1.4111nietretion, all wori< in connection with land conaenation 

a! l.&l:id utuiJation, and the r eaettle:>eDt projects which it adainiatera. 

:-:!s 1:oo boen ~ne beenw:e it baa been thought that the essentially agri-

clturel credit character of the newly raor~tanized ll(lenc)' would be obscured 

!! relief end other non-crcdi t !'unctions were transferred t o 1 t . 

[JJ.1t 
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IW>o1 , ID4och1Da, 1fonmber 10, 1939· 

SubJect: 'l'raneH o! Co...,od1t1 .. to Cb.iDA dur1DC 
October, 1939• 

l'bo Honorable ,.j 
I 

!Ito Socrotar7 o! State, 

I ~L 
I 

·~~n. 

H r: 

I h&ve the honor to e.cla>ovle~ tho receipt of the 
»epe.rtment' • tolecrophic inatruction, " paraphre.oo of 
which vao raceiTad under ooTor of a letter froa the 
Con.W.ah General a t lioJICkoD6 dated llova~'ber 7, 1939, 
in rognrd to tho wbaiui on o! a reoort on the tlrot of 
oach aonth u to (1) the emo'Qllt of froil:ht at ll&lpi>Dac 
.,.e.ltl.Dc tranott to Chine, (2) t.11e .....,t of froit;bt 
tranoHted to Cb.ina duriDC the preceed.iq month, (3 ) 
the pe.rcentap o! thlo freisbt which h dootined for tbe 
Chl.neoo GoTe..,...nt, tJid ( 4) the cenoral cooditiono 
obte.lnilll: a t llaiphonco 

So far u I h&TO boon able to aocortal.D thoro voro 
at tho beeinn1D& o! Ootobor, 1939, a t lout 220 thouo&Dd 
tono of froit:ht at lla1phonc and in other parte o! 
Indochina avaHinc trOJial t to ChiD&. l!7 the end of 
October , em. to tho IMaS\lrlo mentioned in >q doepatchu 
noe. 5 and 10 of October 13 and 27, 1939, thh total hll4 
boon reduced oo....,h&t i11oofar aa l!aiphonc i holt vaa 
coDCerned. llut tho total for all Indochina h&O rolle.lnod 
lj)pro~tel.J' the - · 111 other vordo , arriYalo a t 
l!aiphol)6 and ill IDI!ochlne of f rolD>t deotiDid for 
UDOccupled China appro:da&tll.J' equalled ohipall>h of 
froisbt to China. 

I 

It 1a ootlll&tod , there boiD6 no aYe.ll.able aourcoa nf 
ac=ate 111formatlon, that between 13 and 14 thaua&Dd t ono 
of froisbt were tranalttod to China dur1D6 October. Of 
thla about 85 per oont vao doatined dlroot l7 for the 
Chinuo ao ........ nt or would 'llltlllatel.J' be diYortod to 
the Ull of the Cb.i1101e CloTO ..... Dt or qnaal.-j;oftruontal 
orcanlsatlono, !!he Departaont ~ be l.Dteroated in the 
eotillato th&t o! the 13 or 111 thav.aond tona at leaat 1 
or 8 thou&IJid couhted of ahipMnto o! petro1-
producta, chl&fl.J' peo11.De. Of thlo -t abollt 3 
thouoand tono are bellrrod to repro .. nt ohipMnh under 
the trninroal ho41Dc Co11po>q loan. 

Inao!ar 

' '8 --

I 
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Iaoofar u eondi tioao at ll&iphoDC ~ eo...,..,...,., 
~orence h -..I.e to "T cl.eapatobe o DOl o 5 aa4 9 of 
OctoMr 1} aa4 22, 1939• Lit tle c1w1ce b&a M., 110~ 
1D col>dt Uono at ll&iphoac d .ace \U ll&lllDC of u.o .. 
roporto, a&To \hat \U coaceot1oa of fre1cbt 1o lo.a­
Vbat 1u1 coaop1c:-oou than prenou1l7 reported, 
e1 tho"oeb thh effect hao MOD obt&lned II&!.DlT b:y .orlnc 
a part of the fre1cbt to plaooo looo 1D \U pUblic 878• 
!he o1 tuatlon at BalphOJIC h 1t1ll charaotor1to4 by a 
lack of efficient orsan1sat1on, &114 ooDtuo1on &D4 
41oorcl.er are otlll ln eT14once. J. oor1ouo offort h 
bolD& m&cl.e to bring orcl.er out of coDtuoion &D4 to opoed 
up \U trano1 t of fre14bt to China. But moh rcaino 
to be 4o,. - an4 there h DO doubt but \hat oOIIO of 
tho freiGht at ll&iphonc h 110 bettor for MiDC 1tored 
l a tho open &114 uncl.er uat .. orablo cllaat1c coDdit1ono. 

!ho 1nfol"'laU on .. t forth al>on hu MOD obt&lned 
throueh conTeroationo With Tar1ouo rep11to41J w ll-
1nforM4 ......,...,, an4 Without siViac plbl1c1t:y to the 
I.Atoreot of \U 11n1to4 Statio OoTor-nt 111 oach 
111fo=e.Uoa. la thia eonnacUon, I -1t 1117 that thoro 
~ no roa<UlJ .. ailable 1ourcu of otaU1t1ca.l cl.eta, 
u MnUonod 111 the DopartMnt' 1 tlllt;r~c 1111truct1on, 
&114 \hat an .. t~me.to 1o arr1T04 at froa entlrel;r unr11.,Ltod 
&114 of ten 1ncoaohtont aoureoa. !ho DCat aceurato 
u t1ooato 1a \hat perta1n1nc to \U ah1paont of 
potrollua prodDct1. 

CILIJilZS S. IID:D 11, 
.Aiolr1ean Connl. 

Or1c111al aa4 2 ecp1ea to tho Dopartaoat 
Cow to Eal>au:y, (!hnnsJd nc 
CopT to lallau:y, !'91plac 
Copy to Coaoul&to Clenor&l , llone;la>IIC 
CopT to Conoul.Lto, Saigon 

: 39 
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Paraphrue of Telegraa Recabed 

FROM: Amer1oan Embassy, Parle, Franca 

DATE: NoTember 10, 1939, noon. 

NO.: 2712 

The following is personal tor Secretary Morgenthau: 

Reference is made to your telegram of Ootober 21, 

llo . 1289 and to telegram of NoTember 2 , No. 2634 ! rom the 

Emba& ll,l'. 

).40 

The French have not yet straightened out aa the Finance 

Ministry had hoped the question ot the suggested procedure 

for handli .ng war purchases 1n the United States. Yesterday 

our Bank or Fr ance friend talked !rankly vi th ua about t .he 

position ot the Bank. He said that the Bank had unwittingly 

been caused some embarrassment by the procedure which you 

desired worked out. Unfortunately the Bank ot France could 

not spare a responsible officer to sand to the United States 

to be responsible tor drawing on the account or accounts 

to be carried in ita name with the Federal Reserve Bank or 

!lew York - in this connection the Br1 tieh were more fortunate 

in that a responsible officer vas on a mission in Canada 

and could be given this task. 

Our friend explained that the relatione between the 

Bank or Franoe and tha French Finance Ministry have not 

always bean or the beet, although at present they are excellent 

Through the yeare, an excellent reputation t or integrity, 

reeponeib111ty and independence na. been built up by the Bank 

quite tree troa aD7 of the political coloring or changing 

a1n1etr1ea 
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m1nietriee ot tinanoe or the eYidenoe ot irreeponeibility 

or oorruptlon whioh baYe crept into the Finance Xinietry 

at timee. It ie beoauee ot thia that the Bank ct Franoe 

1e extremely reluctant to make the 'unprecedented' aoye ot 

permitting a Finance Ministry repreeentatiYe or repreaenta­

tina to draw on the account ot the Bank v1th the Federal 

Reeern Bank ot lew York. 

Our triend told ue that he hiaeelt bae been able to 

atop p&Jaent on queetionable contraote in t our or tiYe 

caeee. He oited one example ot a ei&eable order tor ehoee 

trom the United Stat•• aoae tiae ago. The appropriate 

m1n1etriee bad approYed the order, and a relatiYely unknown 

Frenoh intermediary waa handling it. .lt the t1me the 

intermediary oue 1n to d1aouee the order v1 th our trhnd, 

the latter euggeeted that p&JIIInt be handled through the 

bank ot the t oraer. The 1ntlraed1ary replied that he hae 

no bank nor aDJ oonneotion with a bank; th1e plue the 

aan 1 • bad oredi t rat1Dg, produced by our trhnd, and the 

taot that in large part the thoua&nde ot .laer1oan eurplua 

ehoee whioh had been ordered tor the rrenoh .lraJ were 

women'• ei&ee, enabled h1a to etop the traneaotlon. 

Our friend indicated that the Bank ot rranoe would prefer 

to handle important aaounte it11lt direotlJ, although he 

laid the Bank a1gbt be willing to pera.lt an ottioial troa 

the 
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the M1n1et%'7 of Finance to draw on t he Bank' • account tor 

suma ear up to $&0, 000, Be added that the Bank could 

hnndle the iiiPortant aaounh without dela;r, and admitted 

f rankly that the Bank teared the poeaibilitT ot being unvitt 

involved in eoae eoandal on purobaeee on a l arge ecale, 

or oour .. be r ealized, he ea1d0 that the Federal Reeern 

Bank felt it could not O&rrT a checking account for the 

Min1atrr ot Finance d1reo t lT. 

We bad a tallt with Couve de Murv1lle laet evening, who 

contiraed to ue t he Jealoue anxietT ot the Bank to guard 

ita independent poeition, and 1te tear that i t would be a 

"dengeroue precedent • and openi ng wedge t or the Xin1atJ'T 

ot Finance to be permitted t o draw on the Bank1 a account. 

From Couve de Murville we gathered that the Min1et%'7 t eele 

the Bank ot France i a being over-ooneervat i ve and unreaeonablT 

ao 1n the preeent var orilie, and that the M1n1atl'T 1e atill 

hopeful that a eolution can be worked out . 

END 8!0'1'!0118 OR '1'0 J'IVJ: DICLUSIVJ:. 

BULLI'1"1'. 

EA:LVW ~' · : l 
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CEPARTMDfT ~ STAn: 

WAIHIHGTON 

M7 dear Kr. Beoret&rJ: 

I eno1oee three oop1ee ot parephreee ot eeot1one 

one to t1Ye, 1.no1ue1Ye, ot te1egr .. No. 2712 ot 

NoYeaber 10 troa Par1e, trane.ttt1ng • pereonel 

••••es• tor rou. 

B1noere1r roure, 

Herbert J'd1 
Mrt1er .on Internet1one1 

Eoonoa1o Atte1re 

!nolo1ur111 

3 oop1ee, paraphraee, · 
eeot1ooe 1-6, lo. 2?12 
ot lneaber 10. 

The Ronoreble 

Renrr Jlorpnthlu, .Jr. , 

Beoretarr ot the !re••urr· RECEIV ED 

,,1\1 10 -

ntASUIIY D£l'l'IITIIEIIf 
~loo tltllo SocntiiJ --....... 

!43 
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P.&JW>I!RA8E or ftl&GIW! 8EN'I' 

'1'01 American Embaaar, Paria ' ,,_ ~ ~ i..,, __ ').() 
1.Jr1· 11 - _ NO. : 13'78 . "' 

'l> ~ 0 - ,, - ~ ~ 
~.$. .. , - "~ '-~.. _ 
~ " 1- i.. .. '\ - "\.J 

DATE: November 10, 19~9 

8TRIC'l'LY CONFIDENTIAL FOR THE AMBASSADOR, .,_ .,. , '- r I 

I have been r equested bf the President to "inform rou 

that according to h1a Judgment, the problem V1th which 

th1a oountrr ia faced is aa followa: At the aame t~e 

that t he French and Br1tiah Governments are attempting 

to purchase goode in th1a oountrr, it V1ll be neceaearr 

for the United State& Government to purchase similar 

goode , It ia his opinion that separate (emphasize separate) 

purohaaing agencies should ba established b7 France and 

Great Britain but t hat those two Governments should make 

plana for the reapona1ble heada of t heir respective pur­

chasing ageno1ea to have oont1nu1ng contact and coordina­

tion V1 th each other eo that the purchases made b7 the 

two ageno1ea V111 be aatiafaotorilJ arnohronized, and 

above all, he bel1evea that there ahould be effective 

arnohroni&ation of the purehaaea which thaaa two agenciea 

V1ll make V1 th the purohaeea which the Uni tad States 

Treaaurr Department V1ll be making. 

HULL 
(CWO) 
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11311 PU.IN 

London 

Dated llovtnlbt r 10, 1939 

~to ' d 12:50 , . m. 

3ccr ctary or 3tat£, 

'lias hi ng ton. 

2327, November 10 . 

FCI~ TREAS!lRY . 

1. Vlith rtftrtnc£ to tht third !>9ra.;ranh of my 

.,.o . 2305 or NovonbEr 8, it is announced t oday that thE 

~·,.necllor of tht ExchequEr will broadcast on !la tional 

savings on November 22 at 9:15 , . m. Grrcnvnch time . 

2 . Press COillllltnts tbis mornin:; on ytsttrday ' s i'>ank 

of England return rEported in my No . 2318 or NovembEr 9 

at tribute tht dEclinE in bankErs' depos i ts t o thE excess 

ot ,.~Ents or new TrEasury bills over mat~itits and also 

note that an incrEasE in , ublic deposits dur{ns Novccbtr 

is usual in prE~at1on for tht Drce~btr 1 war loan 1ntEr-

r. t !laymtnts . 

3 . Mtanwhllr thE Oc tobEr clearing bank s tatEmEnts havE 

become avai lablE showing an increase in bill portfolios of 

L53 million and in monty at call and notice of Ll3-l/2 

m'llion, while cash is down by Ll2 million and thE cash 

r atio rtductd from 11. 74 percEnt to 10.98 , crccnt • . Dt?Os i ts 

have increased by anothEr Ll32 million; i nvestmrnts show 
littlE 
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hsm -2- No. 2327, Novrmor.r 10, f rom London 

li ttlE chang£ , incrEasing by ltaa than b3 million, wh1lt 

ndvancta r oat by about tht SIUII£ amount . The 1 ncrcast of 

WSb. 3 mill i on 1n tht cornbintd figurr of bi lls an1 call 

r.1onry bE1nS in t xctss of the Expo.no i on i n the Trtesvry 

bill issU£ which ros r by ~55 million i n thE mont h ttnds 

to confirm the suspicion thtl t tht banks havt bEEn ftd 

with tap bills trom official qunrttra in rtctnt wetks . 

4 . At today 1 e Trtasury bill allotment the syndicntE 

obt cintd 61 p<rctnt of itD applicntiono end the avtragt 

rott ror the t tndtr ~as opproximnttly ~1 .3s . l-l/2d . as 

comnartd wi th Ll . 3s . 4 . 39d . last wctk. 

5 . Tht furthEr dEcline of sttrling in Ntw Yor k 

ytatErdny still r tc t1 vts no commtnt in thE TI 7~S whilt 

in thE FINANCIAL TI MES it is attr ibutEd to "thE nrrvouo­

nua of thE markEt i n NEI'I York". ThE FIIIANCIAL N£7/S writEr 

Einzig rtntws his olte for the t1ghtEn1na of loopholes 

ts,tciclly tht obil1ty of 1mportrrs t o pcy tor goods 1n 

sttrling which i s thtn transftrcblt by the ·ro~tign holdtr . 

6 . Thougl: thE off1cicl r etE for thE Dutch guilder has 

not novtd t he bElgo continuEs to wroktn , thE r ntt bEing 

fixtd at 24. 05- 25 . 00 yr strrdoy ond 24 . 20-50 today . Th£ 

Ar , tnt i nE rctt wcs f1xtd 17. 00-17. 60 tod.Lr bav1ns · otoo4 a t 

15. 00-17 .40 o1nc t Octobt r 11 . Othtr of'fioi cl ly f i xEd r ntEs 

c~e unchon~td . Hnny of thE f r EE rctEa ho ve movt d adversE­

ly to s trrling t oday. Th£ Dnniah end Finni sh r atEs btlrdtned 

slight l y 
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sligbtly to 20-1/4 bid and 216 bid rcapcotivcly, and the 

Itai ian l1ra continues to apprtciatc bring quoted today 

75-76having been 77-1/2-78-1/2 on Monday . Tht yen baa 

also appreciated to ls .2-5/8d .-21/~2d. aa oompartd with 

ls . 2-3/l6d. -7/32d. on Monday. 

!41 

7 . The Stock Exchange reflected the uncertainties of 

the intErnational situation with both gilt-edged and 

1n4uatrial markc ts weak . War loan_. down 5/8 at 91- 1/8 

at the clos t . 

KENNEDY 

RR 

pr 
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FROM: American Dnbaaa;y, Parle 

NO. : 2714 

DATE: November 10, 1939, 2 p .m. 

SECTIONS ONE, TWO, THREE AND FOUR. 

FOR THE TREASURY 

• ·1 8 _., 

Yeaterda;r we talked v1 th the Manager ct the B. I . S., 

P.oger AUbcin, who came back trom Baeel cnl;y a taw da;re 

ago. Mr. Aubcin said that an arrangement had bean worked 

cut b;y President Beyen and hl.m b;y which he v111 keep hls 

titl e ae Manager ot the B. I.s. ao that he can maintain a 

certain 1 control 1 over the aot1v1t1ee ot the bank; he 

said that in practice, however, a •neutral" v111 perform 

hls duties. (It ie our understanding that v~ . Auboin 

will hold an important poet in the eat-up tor France ' s 

var purchases. He seems pleased that he ia to get awa;r 

troa the relative 1nact1v1t;y ot t he B. I.S. i n wartime.) 

He told ua that the position ot the bank 1a not auoh a 

d1tt1oult one as is generall;y supposed. General op1nlon 

hare 1a that the Bank will not be able to meet i" operating 

expenaea it Germany oeasas to pa;y interest on the invest­

menta ot the Bank. He atated that thla wa.e an exaggerated 

statement ot the situation and that the Bank would be able 

to continue but that it would have to reduce ita personnel 

greatl;r 
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' great}J' . Be a&1d that the Bank vu avare that einoe the 

beg1nn1ng ot the var ite poeition vae a delicate one. Ot 
b:y t h1e t1me 

oourae/J'ranoe and Bri t&1n had v1 tbdravn all the tunda the:r 

could. J'or the purpoae ot aTOid1ng ae IDUch orit1oiea u 

poea1ble, the Bank had TOluntar1l:r agreed thet 1t would 

not oonduot an:r operations tor the central ~ ot 

belligerent oountriea, Be aleo aa1d that alt hough th1e 

reetriotion wh1oh the B.I.s. had impoeed on iteelt vae 

1 t eohn1oall:r neutral1 , in practice it worked one-eidedlJ' 

because 1 t vae scaroel:r l1ltel:r that the Bank ot England 

vould deeire to oarr:r on traneaotiona in Re1ohemarka 

but th ere vaa a poeaibillt:r t hat 1n certain oae .. the 
oert&1n traneaot1ona i n eterl1.ng , 

Re1chebank might oare to oarr:r out through the B,I,I/ 

Auboin aa1d that eo tezo the attt'tude hadl_...,.._ 

been taken b:r h1a Gersan au1atant and aleo b:r the 

authoritiee ot the Reiohebank that a real var d1d not 

exiet, that the atta1r vu Juat an occurrence in Poland, 

and that buaine11 ahould be carried on in the uaual va:r. 

Ot oourae Auboin vu not able to aubeor1be t<1 t h11 attitude 

and an eYeD ti~r poa1t1on wu taken b:r the Brit1ah; 

hovenr, it vu 110re d1tt1oult to arrange a ocmpletel:r 

neutral aanner ot tuDot1on1ns tor the B.I.I. beoauee ot 

the Ge- poe1t1on. !he CleNana are DOW llaking pWIOtaal 

Pa:t~~enta on the 1nYeatllente 'llbloh the Bank hal ll&de 1n 
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Germ&n7i we aalted Auboin how long he tho~t the:r would 

keep on doing eo. He etated that it wae dlttioult tor 

h1m to eay but he telt that tor reaeone ot a peraonal 

nature the personnel ot the Reiohebanlt Y11hed to cooperate 

with the B.I.S. aa long aa the leadera ot the Na.zi part:r 

would perm1 t them to do ao. He added that aany ot the 

personnel ot the Reiohebanlt were atra1d that there would 

be eventuall:r a turnoTer 1D the Reich and the:r conaldered 

that their aaeooiationa in the B.I.s. were eomevbat ot 

an 1aoe in the hola 1 tor the tuture and that the:r ooneti­

tuted a eateguard aga1net complete ieolation. 

Auboin intor!Ded ua that the new Pree1dent, Mr. 

MoKittriclt, would arrive at Ba~al b:r way ot Genoa around 

the 20th ot NoTember (you have probabl:r been informed ot 

th1a) but theoretically he Val not eoheduled to take 

ottioe until January. 

Ve inquired ot .t.uboin wbAither he ha4 an:r detin1 te 

idea Y1th reference to German eoonomio conditione. He 

made anaver that there vae great d1tt1oulty 1n terming 

an opinion that Val reall:r well baaed but he ea1d he did 

not belieTe that conditione in Geraan:r were aa bad aa 

vaa generall:r pictured in Great Britain and France. He 

aatd that one veakn••• in the German poeition vaa that 

althou(lh it 11 euppoeed thlt ooneiderable atoolta ot aup-

pl1ee 
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pllee neoeeearr tor OarTT1ng on the war are owned b7 the 

Government, there 1e an extremel7 aaal.l amount of etoct. 

i n the hande ot 1nduetr1ee, tlrme and 1nd1'V1duale. Ot 

oouree, the holding• ot the German Oonrnment would be 

aomewbat otteet b7 th1e faot. 

EAU:B 
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(PARTIAL) 
pAIW'JDWI): or 810TIOHS riVE, SIX Alii> BEVEl! or TELE<JIW( 
NO. 2'714 OF HOVI:MBIR 10; 193{1, 2 P.K., J'ROK TilE AMJ:RIOAII 
EMBASSY, PARIS, rRAHOII 

He re1181"lted to the Xlniater for Alr, OuT la OllaJibre, in 

th1e regard, that, upon hie return from a neutral nation 

that 1a subject to rather rigid rationing, ._ wae ehoolted 

to d.11ooTer that Frano• , one ot the belligarente, does not 

haTe true rationing; nor doae t he public realize that it 

1e iiiiJlortant that waate ahould be aToided, GQ;r la OllaJibre 

aa1d he wae oompletelr in aooord; he himself wae eurprieed 

and also concerned at the etream of motor tratt1o, espeoi­

ally on Sundays, on roads wh1oh lead out of the oitr of 

Paris. 'lh1a trattio ie alsoet 11lta the weelt-end pleuure 

and tour traffic of normal peacetime. The M1n1ater tor 

Air want on to ear that the waete ot gasoline muet be re­

duced drast1oallr trom the point of Tiew of both needed 

aT1at1on etoolta and wuted raeouroee of foreign exoh&nge; 

furthermore, while he reobgnizee it to be desirable that 

the matter of rationing abould proceed graduallr, he will 

1ne1st that unneoeuarr allowanou in gaaol1n.a be greatlr 

reduced. Reterr1na to telegram no. 2148 of the ~d ot 

September, 19;,9, 1 p.m.:- fbera hun1 t been anr real pinoh 

on the publlo hare euoh u that which ex1ete i .n IISimK 

belligerent and neutral countr1ee elaewhere, although, u 

you know, gaeol1ne oarda baTe been required here einoa 

HoTe!lber 1. In the aatter of reduction in non-eeaantial 

guollu 
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gasoline allowanoaa, ~ la Cbaabre atated that one plan 

tor ita aooompliebaent , vhioh aoma faTor, would be to 

lS3 

raise tho prioe ot gaeoline bJ extra taxea; hoveTer, he 

beliend that were th1a put i .nto etteot, the legitimate 

commercial ~aere ot gaaoline would be too heaTilJ penalized 

and that the wealth1 people lllho dr1Te tor pleaeure would 

not feel the pinoh. In thia reepeot we aa1d we belieTed 

that J"renoh nevepapere and the J"ranoh information center 

vere mcatl1 reeponaible tor the attitude ot the public 

tovarde waate, beoauae ther are oonatantl7 etreaaing the 

1glaw1ng 1 contrast between French abundance and the pr1Ta­

t1ona in Ge~ .in food and other th1nga , Both ot them 

agreed regarding th1a matter. We were informed JeaterdaJ 

by Reynaud'• Directeur de Cabinet, Paleveki, that the 

French public ahould be brought to realize t he importance 

of making greater aaorit icee and reducing vaate; and great 

efforte ahould be aade to oonTinoe the J"renoh people in 

th1a reapeot. .t. requ1r111ent that, troa nov on, bread 

mua t contain r,e nour to the extent of - vu publiahed 

in the iourn•, OtUo1al thia mrn1.ng. 

'l'oaorrov 1\aJD&Ud, together v1 th hie atatf of expert a , 

Vill proceed to London tor the purpoaa of diaouuing the 

whole queation of t1nano1al cooperation in the var bJ 

Great Br1 ta1n and J"ranoe, v1 t b 81.r John 8iaon and aoma 

other Br1t1ab authoritiea; var purohaaea and oredita to 

trhndlf 
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triendlY natlone and al11ed natione will be 1noluded 1n 

thie diaoueaion. 

The 8viaa National Bank atatement tor the weed ended 

November 7 ehows a reduction in gold reeervea ot 41.2 

million tranoa to 2,253. 3 millions. Foreign exchange 

holdings are up 26.2 m1llione t o 316.4 mil1iona. Note o1r­

oulation ie down 34.7 m111iona to 2,001.6 m1111ona. Sight 

obl1gat 1ona are up 17.6 millions to 852.3 millions. Gold 

coverage "la 82.46 percent as compared w1 tb 83. 40 percent. 

BULLITT 
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p~ or m~oau••• JWJ&ItD 

r110111 Aaert.- llilbu•r, !loa•, Ital7 

DATI: •oY•ab•r 10, 19119, noon 

•o. a 102 

.:.ss 

Oont1dent1al 1ntor.at1on baa ooae to .. that ~~ a 

t ev d&J• there will be a ohanse 1n the oonTer •lon rate 

tor realttuo .. tJ'oa Ital1&a ealgrut• to ItalJ; the new 

rde vlll be ... 01 per hlllldre« lire, W.r e toraerl7 u 

vu tf.lll. It b a -uer of oonJeoture Wether thl• aoUon 

pruag .. a ful"ther deYaluatlon of tile ordln&rJ rate tor 

dollar exobaqe. 

EA:LW 

PIIILLIPI. 

03 vt.i33fl 

~· [ 
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TREASURY DEPARTME T 

IToPoC! 
CM 

REPORT FOR SECRETARY IIORGE!ITIWJ 1 

MoY .. bor 10, 19S9. 

111 r111.rd to oloein,& agreemente wb1oh h&YI bttD reque 1·ted, 
the followi~~& appl1e11 

Colt•o Pet ent Firo Araa Jlanutaoturinc Caap~o 

!'hit y ·reeMnt baa be•n ca.pleted and the oontraotor • 1 oopy 
wao .ailed to the o~ on lfOY..l>er 8, l9S9. 

The contractor tiled application with the Naoy Departaent 
tor a oertitioato. Action bJ ouoh dopartaont io awaited . 

The llidvalo Coap~. Philadelphia , PonnoylY&nia a 

There ha.Yt been no turtber devolopaenta . Aot1o.o by N&yY 
Ooportaont (ro oortitioation) h awaited. 

LDquirioo t or intoro&tion re&ord!Jl& Prool Roloaoe 18-79 
h&~• bttD rooe1Ytd t roa Borth ~rican AY~at1on ~ aad 
.boerloan Optioal C011po.ey and han boon anpned (ora lly) . 
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4 ,_ • t ~ II 
1'00 •raca T'IU;DWIG COR~TION 

SU M SOH GA aD&Jf 

CRUMGKlMG 

lOth Novo~•r 1939. 

Secre tory l!onry Morgenthnu, Jr., 
Trosaury Department, 
.v.nh1ngton, D.C . 
u.s .A. 

Door Wr. Morgenth&u, 

The Br1t1~h Anb~uor, ~\r Ar~hlbald 
Kerr Clark Kerr , asked to ooo me r ecently . 
During tho 1ntorv1ew, he mon~loned his ln t Rrost 
in wood oil pa•31ng throu~ RAn~oon and or!ered 
tO foo111tnte SUch Sh1 jll1ents if nny pr olllO"'S 
oros o. liB is very sympothet1c to .:hina's c•use 
•nu states thnt he hop~• to •oe every Ja panese 
•oldle:o off l.)h~nese soll . uo " "" vary pleAsed 
w1 th Amb••••a:>r Or.,w' • s pe•ch in Tokyo oncl 
atnted thnt actions of thnt kind on tho pnrt of 
America greatly stiffened tho Url tlsh bockhone 
snd thn t Bri tnin wo••ld follow Amorlo• l n nny 
steps cur tailing Jap~n . 

' 

JLB:MC 

'.Uth best p<)r•onel regArds , 

Sincerely y~urs, 

/.~::::;:~ 

........... ...-..:, , ............ ~-----
£2 ... ··-~-r sc- r-
all:lllftl •• • • • -
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-----------------~ 
t,.>as1nf -uol< • 

;~ ..,h. u( !t-:ut1n b "'Or pora t1 on , 
• $•CJ ~.._, liard• na , ChW>gklng . 

. . 

.see r • tnry Hon-y r.tore;en thau , Jr . 
'It· •nslp'Y Dopart<>~•n t, 
.lashJ ngton , lJ .C. 
u.s.A. 

.. 

. . 
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THIE U MDIER SIECRIETARY O~THIE TRIEASU RY 

WAaH I NOTON 

l!oY .. bor 10, 1939 

Dear l!enr:yo 

1 ••~d you clippings froa to~'• newopaparo . I 

vondor It It vould ~ot be pooal ble t o eat IODOO~e t o 

tell l{r. lecle• to oand hla own cia= bual nou. 

Bott roc~ . 

Sincorol:y, 

Tho l!onoroble Henry J.!or jlent ho.u , Jr. 

The Secretary of the Tr&A~ury. 
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liiJ TOIUC 'llliiS 

IIOY 1 0 ,_ 

~ON SMALL MAN ~ 
1 

SOUGHT BY ECCLES 

He AIIO Proposes Bigger levy 
.., Large Corporatioftl to 

Hdp Balance Budotl 

SEES WAR NO HELP IN END 

Asks LUS Exemption lorSingla 
Man Under $1,000 and lor 
Family Head Under $2,500 

• 
• • • • 1111 /llo 4'\.,A,. .... """"" ... 

\ . 
' 
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-

-. .... ~. , . •· . 

--~ 

h ,r 

NSMALLW 
SOUGHT BY ECCLES 

... ........ ,...,.. . ... ...,.. tMt 
~ .. _.. .., an"/' Nwtnlb.Y Act 
.,..,. -.ur-n.te tiM ,......_ .., 

ll1q tt ..-.rY ~- s:.... .. 
.. ...... ..... lltn. I*Y , • ..... 
.._..., Wk .-y ee.a '" ,.. 
... W ...._.b •"-r-J ll-. Mr . .. .. w...,,..s Ow.~ 0.. ~t 
lu•• ot we'-~ coulod ~ 

)O&Uy M Ul• bUt. tor PJ,OOO,OOO.-
to JtOJIOO,QOG,OOO h1 1~ 

nfi&Uoa abo\lt wblc:la t)MI F~ 
Mrtt lloar4 h&e w wnt;d fl)l' M 'flo 

r::tt:;-k lu .. ad 1lO tad ftpHl 
t. bow 11111d• monoe:t J"r.11ct ao4 
fllt..l\d CO\IW t-p4-ftd l.fl tl'lt Ufllt~ 
tat•. Wr. E«Ju ~tlm•ted tlltY 

abi)Qt SI,ZO,OOO.OOO of (Ub clt• 
ltt4 Ill tbl• to~~alr)'. owne6 &bolil 

--

\ 

\ 
' 

• 

• 

'! 

\ 

• 
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Reserve H ead Urges 
Curb on Corporate 
'Oversaving,' New Levies 

Asks War Profit Impost. 
Broader Income Base, Re­

vival of Profits Surtax 

U. S. Must Pay for A1maments 

, ,...., Tn W.ou.ln•ll' JHU•t. If. £,t11l1 .lltt:o• 
81', L.OUlt-A d:ruUc rt•lalor~ of \.M ftd-o 

~r61 taJI t \.nl(t\IH:, d .. lptd to tncr.ue eo:n.-­
t umplloD. rectuc• "O¥tt .. vtl'\l'" and to ft&ITOW 
\bt .. ,.P be\Wet:ft, pvtnt.IAtllt t.Moi'De and out­
r'" ... a.dYoc:&ttd "11'41 lut ftlllill b)' lol&triDU 
& Ecc:lu. ~•• 01 the S.O.rd oC Oovemon 
or Ute redu&l ilt~Mn• l,at ... 

Kr. J:cda tpob at U.. ~tlt. uat•tra&t:J' 
ot t11e opca1Aa ot u.. ,.,..,. '""'"'' Bull or 

·-~ .,.. _ .................. .,. "'· 
E<:du ..... 0111 t~: 

1. Addluo..J t.&PUoa. ~~ k'Wtu 00 
W'&l' pniii.W. t.o 1*1 tor tncnUeet ~t .... 
pu~~~--. wi\MII\ ~ e1111U.7 tor q;:rt.. 
eu)wnl .....eu. wert~ niW .... .tanu aocia1 
upud&tu,_ 

1. l\eod.'latUCJe .. ~pUOI tax-. \Jo~ 
ata\1 lAd teckrtJ.. Uld """*"' of ol(l.q:e &a4 

· e~~~p~nt tMUrMO.. afl*"OUJ ta lbe 4treoo 
uon ot red~ ~ tuM ud lDC:ruaM 
bendl\&. ---a. Brot.<kt'IJIII lht lneomt ta.x bUI Aad r..t•• 
kif lU rt.lM on tDOOIII .. of bltWtln f6,000 and 
100,000. 

4. lnc:rtulnJ t.bt normal corpOr&Uon ll:leome 
t u and nGudq ptt .. Dt ex.mpUou ot1. tb• ltl­
hultaou tu .. to btlp pay tor aA tDCI'e'&Md 
ana!U.1ltal p~" 

a. Revt•al ot ta,uUO. tt.mtt.u to U.• Wldbo­
ll'lbUltdi ptolt. fl&tWC 1a otdtr to d.lteoURJI 
-ow~lll&UOlll ot .o--caPICl nl!\1 4&1 ,... 
111-rf'U wllld .,.. """- .. t. ...0. Ia tacutl:nlJ 
,.,. • ..,...."' ~ by 1M l&J"PI' cor­
porau.a.. * · KcdU .,_.4. laaft'I'U. UJ..e 

~ ..,l:kAu. ., .... la;llM to -...11 llJ 1 ., 

\~0. ... 
Kr. SlCdN ............ to \k wp 0.. ..... ............... .- .......... ....... 

fRt.tf111tJ t<W . ,..,... 410\k-U t• ~ a!l4 
h.t.PU _.., .-.t ... ,..udl ' taa ~would 40 audl \0 U«P 
oUMt'W'IM ,u.pat.e ~ ~ bl lM ~ 
•tn.ua 'n a • .., u.at. wW ~t coawapo 
UOII &114 \b~ 1104. 01111 ~ ub\J.al tuvetl"' 
m'-'"• ~t o,.,. the ••1 tor .,... bi.,...UD'-"t.. .. . 
ht o.e:tand. "'ftl& blhldll( &04 ta..,.taiPt co.Do> 
m~,~oi'IU,J' CUM't •,.Ct t.e 4o l'lOUdnl about Ule 
p!UDI up 01 14M Mdl Oft lM • Mild and. 
on lhe otMI' M.JWI. ba¥1 Ule ltlt.arelt rattt atl4 
e&.J"~Wl&l wl\Kb UMI)' N 11\\Kb <klh't. It t. Ute 
Old ttol'1-J'OU can't uye ,our c• .,ad •t It ..... 

Mt. Xcc.l .. predkted Ulat latan~l nte. Ill 
ruuare ..W Mt ePN4 tM &1'ttal'l 

.,.. • ._,., ••• "'\~~ W'Nch •• ,.. .. , bd the 
r.- ........ ~-~ .... ..,. de ... ~ alld creel&\ ud tor t\n'ldl for MW 

toniP wu, 1M ..-tata!Md. 
eornc:t ~~ lltu&Uoa ....... l:iltd1 to --.......,. •uaJl ¥ fOGIId at. ~ '* .. 
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~- :a...._ fill •• a ... 

"'""" ..,.... •• ,..., • a 
1114 JAn tor ~ • a *"' so .. ..- to =·· •• Ia .._ • = ::.!. -:u~ ..=::::.':.':I 
u.. . ,, .-. . 

.. .. a.. 
bl-*' ..... , 

... I ..... ~. 
UOI lt.U-.1 1'Nee .. ""IIC• 
~.~~. .. 
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JOSEPH ALSOP AND ROBERT KINTNER 

Tlx Capital Parade 

162 

• toe ""TI<IIH.A.L ,...... IM.m.ou .. 
....... ,....,.,., D. e. 

llove~~ber 9, 1939 

Henry llorsentbau, Jr. , Esquire, 
S.creteey or tho Treasury. 
o.r-r-ot or tbe Treasury, 
lulllQBton, D. C. 

llo&r llr. S.crel.o.ry, 

T'll..a"MMHC• N.A n Of!IIA&. a.M4 

Arter ow- loag and ra thor w.-rlag tall, 
tor wb1cb JOU oo generouslJ gave o! ;rour U.e, there ere 
two tb1ago I ahould like to 007 OD paper eo that tbe7 '1147 
be coarpletel;r clear. l'i.rat, Bob aDd I are now ver;r eo"7 
that we wore ao vehement . Baine: a ay•pathet.ic peraon, I am 
sure you will realize 111>.7 we felt b&dlJ treat..S. Equ..llJ, 
we reolizo tbnt tho d1fficult7 between you and ua arose 
alarost whollJ from mutual incomprohone1oa. 

Second, now tbnt ;rou know wbat we want and 
•• know what you are williag to give, m;r undereteading of our 
agre .. ent 1e aa follows . 111 tb tbe exception of one or t wo 
ltcret ... ttera 1011 will lllllko tho record or tbe i ncidents in 
!lbJch we are 1Dtereoted full7 available to 111 on a peraoool 
&ad etrictly cooridootial baoia. le will than prerare a 
prlcls of tho roeo~ exercioios our """ aoet ceratu1 editoriB.l 
diacreUon. The precis will ohoor ;rou what we would Y.Y to 
print . It rlll be ad>aittod to ;rou, &ad it our ed1Uag se .. a 
~ere loadequo.te, ;rou will edit it fre&l77oureelt. 
Oral7 • ben rou have laid uide rour blue pencil, will •• be 
free to llle tbe r..UIIill6 caterid t or our propoo..S c:&p&iOl! 
arUclea . 

This &rr&agellent eeoae tn me ..J.nentl7 
fair and practica.l. It will a~o=t the ditf1cult7 preoenlod 
1>7 the otbe~'l of Jour bavios to aalect .. ter1a1, except in 
• broad •O¥,~v1ng ua accosa to 1 t . At tbe 0&118 Ume, 
1t will assure JOU of tbe aroat complete e&tog111rd1 agunat 
the publlcaUon of &01 et&tement which you llishj think dangerous • 
I Should odd , tbat &tter 1ou beve edited tbe procie , it ie Clf 
purpooo to bnve it copied orf iD ita final fora, Ud to return 
tn 7ou tho original version " nd &ll other notoe • 
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JOSEPH ALSOP AND ROBERT KINTNER 

The Capital PartUit 

• toe MAT'1C111141. ~ eu"-DMa 
....... ~ .. c. 
~c, NAnoMAI. .... 

I cannot close without apolo&illiai tor 
t&ld.IIS 10 INCh ot 7<lW' tiAe aDd for treapuaill& 110 loQi: ..-11.. 
70ur &Oc<! will aad helpi'U.l.Dess. .la ahaJa, TOU hA'I'a bee.: J 
-t ldad to Bob aDd to M . 
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ISO 'ur Joe.-
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x- 1....- ~ .. ,: : r • 
-- &ner II l...,l:is&S _.len tor~ .. a 1 .. .. ,....,. .. __ .. .._ . 
.- ... x.-u ".:!': 1' .. -... ,_leUu .. ..._ u.aa-.t ..... 

.., " ....... 

• • ,_,. AlM!P. 
UOI laUOIIAl ....... .,.,,., 
IMIWII'Ga. D. c. 
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llo•-~r 10, 1939 

''" Tho PUoo 

,_, llr. l!anoo 

c,.bln•t aootly - 2t00 P. II. 

! he following peraont were pr eeent: The Pr•e14ent, Wetara. Hull, 
fo.Uinc, llurpl\7, &Hoon, Ickoa, Wallace, Noblo, llanoo, ll&daa Porlcint. 

fho Prooldont opono4 t ho aooti D& by ota tlnc that ho had boon In 
cloot touch w:l th tho State llepartaont an4 tho Bole! All and I other lando 
!ltbuolu, that ha bolloYod tho next ao•o contaplated by tho o.......,, 
O&J to !nude l!ollan4, occuP71D4 a otrip of lan4 ao a corridor to the 
S.., botoun tho lroot bank of tho Rbtuo and tho Scholdt B!nr. l!o &&14 
lbt obJect of couroo In dolD& tblo wao to ootablhh au'baal'!no, na•al 
d air basu 6o a! leo froa tho h&lloh Coaot. l!o oal4 tho boot Into,..... 
lion he had wu to tho effect that thoro 1&1 a 4004 4oal of oonUaont 
I• !loll and to oubal t to tho Goraan 4......,4o w:l tbout tlllhUD&; that 
thoro oat no lndlcaUon tb&t Get"11a117 would Yiolato Bolc!an neutrality 
at tbio tho. Secretary l!ull 41ocuoood tblo oaao probln and oald that 
udoubtodly tho Oe...,ano bad tuldo other doctando upon tho Dutch which 
lwl not bun ma4o clear u ;rot to tho State Depart aont. 

Tho Prooldont aokod ao what tho Troeeur;r'o plano woro for flnanclnc 
behoen now and oprlng. I told hla that I did not think tho Secretary 
hod 4oflnltoly 10114o up hit llll.n4, but that In gonoral tho 14oa • ao to 
cot •• web of tho financing behind hi• ao pood blo at tho flrot opportuno 
80•ent 'before &tiT further crista a&T upeet &tntral ae..rket con.4.1tlo·ne, 
ohlcb at tblo Uao oo• fawrable. I reported to bla that hartnc 
ouectoofull7 concl\14ed rofun41ng of tho Doc•bor notoo and tho 1110 
fleanclns, tbot I thought tho Secrot..-7 would llko to tllko tho flrot 
ao!• .. tocoouo aoDOnt to rofand the $1 ,}00 allllon llarch Mturitloo an4 
probobl7 aok for $500 allllon &441 Uonal caoh, o!\ich would. laan tho 
oarkot ontlroly f 'roo In 19llo for oorporato flnanclnc. Tho Prooidoot 
0lftlt4 to lod.!c"t• a doolro to let tbo Troaour)' caoh pool U oD J'\1ll <loon, 
-tlootns a flcuro of $1100 odlUo• ao an aaount which he oould do• 
ooioquatt. Tho root of the ... uD& .... ohort, tho Prot! dent toldng up 
>'l th tacb Dopartaont boad. detailed aattero upon which thor had ooaotb!Dg 
to report. 

Socrotary WOodring dlocuooed airplane do•olopaonto, Socrotary lditoD 
lalko4 about lfa"7 poroonnol, lloooro. llurpbT, Parler, and. Ickoo bad no! b!D& 
to report, llnd.or Socrotary Woblo reported on tho tllport o!tWltlon an 
ka4oo Porklno opokt tor • f .. odDutoo OD t ho labor oltuatlon. lrben there 
rouuno aatter o had boon diopontad. w:ltb tho Proold.ont doYoted about 15 
&IDutu to tho oubJoct of chango of flag troa Aaorlca to Panaaa in 
co:~ntctloD wt th t he rectueat of the 0. s. Line•• 
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!bo Prul4.,t o\&to4 U..t \be - ttor ... f l rot 'broa&l>l to bh 
attoAtlon oD flloo4q OYealDC, Jo••l>er 7tll, after tbo ~~pproecll bo4 
btoD ao40 to tbo ..... ! tl .. Co.ai .. IOD all4 IIIJ'Oo4 to lo' tbe8. lo oa14 

167 

tb&l oo fuooda7 onalDc bo bo4 opont ho or tbroo bow'o on tbo tolophoao 
rroallld• Parle wt tb llocrota17 lkll - Adalrol Wn4 \bet be 11o4 co .. toto tbo altuaU on col4 'll'l tbout ~ Bo oa14 tbo Secretary of 
Stott wu ouetlT rlsllt Ill blo otat-t to tbo offoet \bet tbh wao 
1 c!rCIIWftRtlon of tbo l'outrall\7 Law, tMt bo ,..... co local obotaolo 
11 tho •a¥ of 4ol"' """' tbo U. 8. Llnoo ,.,,o4 to 4o. Ho 414 cot NT 41roc\lt tbot he would not "PPZ'OVI 1\, lolt fro. tbo coDnroaUoa I 
p thoro4 bo bo4 aa4o 'll' blo ala4 aot to 4o oo. Ho opoko at ooao loDCtb about boo he 1otu4o4 taldac caro of tbo SOOO •-•a wbo wou14 be 
' bMcbo41 4uo to tho ..... ,.al froa tho Jort b .l.tlutlo of GO to 30 ••••olo. 
Tile Proo14ont ookod t bo l'ar an4 1'&"7 to fl,uro out ao a&n7 w,. ao 
poadblt that thq cou14 'lltq froa 4latant OOW>trloo for tbo 1 otock pUo• 
la oN tr that • • alcbt oaa4 thooo Yeooola lato uutral • tore -
pick up ouch ear&Qoo an4 rotura til• to -~- !bo aHtlJ>C oa4o4 at ) :115. 

T~. 
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TREASURY DEPARTMENT :ca 
INTER OI"'''CE COMMUNICATION 

DATI< llo'ftmbor 10, 1939. 

to Secretary Morsonthau 

toOM l.r. Cochr on 

Jeforo dec141JI« upon t he 4ratt and 1n1t1al1q toclq1 o to1osr.., to tho 
Tti<rll R05ono Jonk of nov Yor k ln regard t o the lliS - Turkloh o.rrangement 
00 fOld, I t elephoned •1r. ICnolto at 3 r30 p.m. I dheuosed vith h lm the p~~eral 
q~~ullon of loano apinot sol4 hold un4e.r eumarlc vi th the 7oderal Reaeno 
Jaol: of llov York. lie referred to the point r &hod e. fev dqo ose b;yl!olton 1n 
:opord tc ":Br1Uoh comereial bonk lll8lc1nt: tho Central l!onk of Oru- e. l oon ""wt told held un4or ea.no.orlr: with the 7e4e.ral . J.t th&t tlllo vo h&4 both 
ou .. 4 t!:at " tr.,..octlon 1nTol'f"1nc be.nlr:ll othe.r th&n a Ce.ntral :Bonk or the 
!IS., hoT1>& a lion ~ot sol4 oo.rmorkod vlth t ho 7e4., ohould not be count .. 
l\lllted. Ve hed t oken t hia """'" poa1t1on 1n Sopt ombor vben tho l!atlollal Cit;y 
!>Ilk of Uev York deolred to uoo 6014 eo.rmorkod vi t h the Federal b7 t he Royal 
~r<&l'.ll')' of ~.niland ao collateral for •· loM by the lle.t1ona1 OUr l!onk to 
:!:&1la:~d. 

l:::oke contln:ed that hlo l!&nk did roalce loMo of 90 clqo, ranovahle Moo 
for oloUer 1ler1o4o, t o Central Banko ac;e.inot sold under earmark v l tb the 
Ft!erol , llft er opoe1t1c apprcTal b;y the 41rectoro of the !lev York Bonk ""d the 
B'J:d of Governors or the hderal Reaerve Syatec . Such a l oan 11 actually ou.t­
otud~nt: to the Centr al Blmk: o! the Republic of rtlrkq, 

lno<o at.v no r oaoon vh&tne.r Wb;y the BIS oheuld DO t be pentlttod to ho'ft 
pU e&n:erted with tho f ederal vhlch vaa plo4od to the JIS u eollate.ral tor 
• l00:1 b7 it to tho Central :Bonk of Turkq, 2h&t lo, h e , .., no rouon vh;y t ho 
1<\lo" rc~oated b;y t ho BIS oheuld not bo eo.rr1od out . Xnoke oaid thet he &nil. 
Xr. Cll:!eron hn4 41ocuooed tho me.ttor and that 1t h&4 aloo boon re!orrod to J:r. Tiebou.t, who could be reached by our l&W)"erl . ~&-. !ernate1n came to rq 
otflce c-t th tho dra.!t, which had boon cono14e.rod b;y l!ooe.ro, 7olo;y &nil. Pohle, 
&:4 vb1le he voo hero l!r. Dietrich telepllonod l!r. o-.e.ron. !be latter COD­
n,.et tbat ICnolco , ho and !iobout voro all 1n -cro-nt that tho trouactioll vu a proper one. 

h fore tolkiot; vl th lnolr:o, u aboTo ~tod, I h&4 ukod Dr. llhlte to •••t Vltb !;r, Bernotoin and IO)'oolt, Dr. White offered no objection to tho 
lr11>uct1on 1f our counool aov DO local roaoon tor don;ylns it. 

Sioee thio ea.oo conoUtutoo o..-at of a procodont, &nil. put1cularl1 
•!<:t It "<>neerno the BIS I took p&W to ob\ain &4rtco troa tho oOTe.ral 
""'""'" ahovo 1Dd1catod b~oro t&lr:l.nc t ho 4eo1o1on. It v1ll bo roc&lled tho\ 1 lltotlcned tho rw,ttor to tho Sooro\111'7 ohortl;y boforo he vu le&rtll4 Voobhl'" 1'"• IZld tho SoerotU7 loft the 4oo1o1on to 110. Mhr cono1br1"4 all a1doo ;!. the C!oltation, I ., eon'f'incod the.\ tho ~....,..,. runo abooluhl7 no rlok: the.\ 

P>•••de:lt h not l1kol7 to bo .,. .-...rraooi.JIC ou: end the.\ a chonc8 1D IOllqo 
~ CoUld be ..,.117 _... 1.t ch&llce4 ca-toDcoo voonuk4 U, On the ot.hor 

I tUm: vo &ro dol.nc & uaatul oorrtce 1D 1otti.JIC tho uonoacUoa he e&rr1o4 
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• QJJ~ !0 l tv OJ JklfDID SIGII!Il ftal SII JIQIIIIfiJkl fll.&lllrD at GCD 

IIIII JIS .&COOOI! #2 !0 SIS ~ A ID' II !III call toV .. IIII8T 

• -o ~I 

mm:mzm to IUD !II SJJSnR uqpw;&> .AID to m:u 111 ocu ._ s•••• 
l'tUU.IJ! !0 LIOIUI 1111111111 It SIGII!al D.UII 011 Ull8 It !III DIP ........ 

ftCit miS DIOISIC. IIIOUm •ot II DtiiPDfll) .AI A R'D*'· 11JLIR OJ !Ill 

1111' JII!ICU!. 

(Sic-4) Jolm r. llaMt 
.AoUIIC le«N\al7 ot \M !reUIIJ'7• 

11Palfc\ 11/9/}'J 
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hat tor lahruUOMl le\\~h 
,. .. 1 

Plloaet \o •. Dlo\riu 
t ... '*· .. Mr 

•• A II .. 1'"· 
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..._, Ll.l., lad8, Mt 'rf 

•• ~I ,..,_fii ... T.a 
........ An I, :a,m 

"- .-w. u ...... ....,_... d-~ 1.-.,.. a­
pl.& tna- ......_,II te • ....,_,A_.,.,,,.. .. a-' 'r 
...... he~ &elal »I'll'" ......... 2 3 .... , ..... Ia 

tvf.,.r te-
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........ Jil 7 .. .. ~·~-?-
._ ..,_ ... I MI.& .. IIU 7 "" ...... h ' II' •••••• ...... 

.. 

, -3 - ( 

= -:r.: ~= i' • ':..~.: :Wt'1,;";•· 6 s: •... .... ... ft II ..a~ tiWia ' 11- rla, ,...~, 
H ..... ,_-. .. ....... - ... 1M ....... ·-.......... ~-. ............. "' ...... h., .• ._ .. .... 
..... s, ..,... ... .:.&:11 9 I a. I PI ........ Ill - ... I 9 ··-· ........... ~~..... us...., ...... _ .. , ¢2 (QIIIM ,.... .. ?lloe 'II • ..,.-·- IIU ... ltlw OPe M ....... Ia ... ,..., ........ .,.,. .. -.... •. ... -... ,..... .... • ... .... .... • ............. ,... ... '2• ............ . _..,. I W .aa I WliiiU up .. ..._ .. ,_. 
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!. 74 
TREASURY DEPARTMENT 

INTER OFFICI: COMMUNICATION 

w..-.• 1o _.. w .., --•-tmtm elf hv hr ~ lddu '-lt 111\lo u. 
_.. .. Ia oterllaco 

h rill 'llo ruoU.o4 U.O\ 1 -uou4 \loe .... ~-.. at \Ill otaff 
-IIIIC JOI\Il'dq 10114 \loa\ lllr, .1\1 1'-10\M \loa\ \bot ..... \U7 cln 11a 

lulroolloao Oil U.. poliOJ' *loll ... Uoftl( par- n....f,..no \Ill JrUhll 
4lr'IIIC lll.o •'~~•-· !bot -·t&a7 r.q .... , .. tnr ot ... \o .... wce\loer, 
lloun. •H•, llotlor, fiMr at ~, - \o Hpori 'llaoll: to lll.a at 3 
o'elook, 'WI:Aci:Ac ill llr. J'rio elf tile 1\a\o Depor-t, IIIII. a repno•t&Un 
tt .. Ilia »oper-a\ ot c-oo, U w llicll\ -olU.. \loio li>Uor .. aira'lllo, 

Oar CI'O'IP elf fnr botlt ho •ottap, - 'lleforo •• ut tbot -
.. niT 'before_,._. 111U. tbot -t&a7 a\ 3110 p.a. lllr. 01ao .... -. 
sn-1 ol U.o ooooa4 .... ._.. llr. J'oio Jo1M4,.. ollor\17 Moforo w ..... 
Ilia Slcro\11'7' o ottlce. 

llr . lh1 h t..,orot u.o ita ot a ... _. t o our •"e • ., 1.a :r..toa .­
'"' oor\ltn lotorMUOil tr• U.. Jr1UIIl -\loo1'1U11 1a .. ..,..., \o tbtlr 
oltrlllc poUo7, If u.to laUI.al la.,.U7 414 ao\ woloo hll aa4 •Uotao­
ler7 lotonatloll, oa4 St tile otorU.ac rate 414 ao\ plaoo u 111\lll.a \lot 
un too 4&7o, Mr ... , ... oirot \lie\ tllr\loor -oUOilo "e aoDt elf \Ill 

lrilloh. It •• -., tnak opl.aioa \loa\ ao\llt.c Uonl4 'Ill .... at -· I 
- u.s. polo\ ., \boo ....... _,._. ..... Mr. - .... oall --
ot locloM vOIUid. aooa _. ~\ alt..U fll' ,.. - lat-Uea ot la\oroot. 
41 Ilia oocoo4 ••tt.c, I lot tile ~ - -~ I.Dt-\U. Mr. IMioo -
clno II 11 12155 wi\b ro-t to lllo oall at.oll- ,.., 'llooa -\14. 

... Iooa -. \oda¥ pron4a4 .. 111\lo • _ip, (ta\M •··- ~> elf -
·-... u ... , tr .. -.s.o~~ I .._ • ._ u. ,.n...,., _..,.., 

'1 oallo4 lllr, Jel\ea a \ 121llo \odq, WI - - a ftZ'7 lleoUO 
-lr:tt, I \ol4 lll.a, witt> otorlt.c opoat.c a\ 3,86, ... opplac to ), T1 
&a4 U.Oa .. .....,._. w \Ill 1'"-• rat• elf 3.12. lolltac tor _,_ 

.. ..,.., - ••ts-4 wUIL ...._. •100,000 Ia \loo -•• tlllo - •ac. 
* toll ...... W\ - A-• ,. ... ..., •• ...-.. Ia &441Uoa, oollUc 

....... ·-'" lilln -- ..... l ... trOll ~ -1'1- ... t.- .. 
,., lutt .r..,. .. •111ac __. .. 'Ill ...,._. .... ,.,..... a.& u..n 
'llooo all_, t ... .au.. Jel-~ --- \lolrl - lila -
•otUac th.lr1lall. I NP11"' ... , w.., wll114.. .... ' ._,., ua • 
&Ilk. .. ropllot \loa\ \loiiJ' ...._ ..... ..,.. u.o ... u1a.o - -
la\o poooooot• of n•lt.c ...... ~. '1 -·· - --- - -
(o I&J\Iolac - .... \loo --··I Jel\• -\~ ,U ......... \loio 
....... llllUc, \loiJ' '001'1 PUc M \aD \Ill-- ... 111\lo I !&. 

Regraded Unclassified
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I _.1\e& tllat \Iillo oelliq .,.., llooro \o 4o wUil tlla lriUell 

.,.41\ ot - ot W1 - W\ Jel\oa ntuM \o Ua1ak ... I 1\a\M 
I»' lllo ..... , -. -~ .. u.-~-. c~alT -•1 t.~aU 
a 1 ~ _. .. , ..._,.,. oellhc -a.~aan ..._~-.."*Sa-
.,.ut.ar ot...-a-ooo \1M ronl\ ._. '- a - Sa \1M row. 11111 
-' w eo .to...-. 'M·1woe I nSU 'MU-.M U.\ \1M oel llac aa 
ot o l_.-ar7 Mano\11' ae& \lila\ wl\ll a UUlo ~\1M aS-Uoa 
oo'lll4 11an booa oorroa\e& Sa a banT· Jel\oa aU:84 llow llllllll 1\vU.C, 

lA ~ oplaloa, •1 1\Sll ""•CSac - \lao PPl'Dt ae& I ....,.1\M U.\ 
atp\ " Sa \blo us.fl\wllooo4 ot lolloo,ooo. Jelha •U!PlT • ., .. ..., eo tor 
\M I.JitorMUoa. J.o ooal4 \ell M eo\lltq eow at all •• \1 ooe41Uoao 
lA llaropll B81lae4 -4 ,. k p\\tq ....... letNf.S.ec Jelcl- \llq 
W .. s..tonaUoa ,.._,, eo\ M1rtq ..._ a'olo \o -. Jlruoel1 oa \Ill 
U lopMMo0 

!'VUnl&rlT Sa n .. ot \Ill t..,, ,.,., I IIA4 l"'Io1Yo4 \Ill aMt'• -•soeot 
llfo- Hoa rr .. \blo roMHJ. I.OIIl'ft Joal<, n:r tSooal ace••• 11bio'o - ap= 
proprta\oq1aqv.1ro4 of \Ill leal< ot ._., ••• I \lloiiP\ ao\lltq tv\llor ollo11U 
'- .... tor \Ill ,PN1oa\, I hU oar .,._ \'oat I ~ till Jirsu• .,.... 
odll oollfiH4 -11'11 Sa ~ M oa o='onp JOU07o oa4 \loa\ W _. CS.,.. 

lac 111ooo tat-uoa Sa ro_.n •• \Ill - torll: - w » l:p .- tiiWil&\o lllllr 
pollor. SHlac .-Ia t ... kl'l aa \Ill J_.oe oeJuac ( t ollowtq t11a _, ... s . 
o!• ot ""- w u\aall \lao ,_ tr. n•U.C ae& \o porc'oaaa &olloro) oa& \blo 
Mo>7 oaiA ot o\ll'U.C lir- •• ( h OIIII!Pll\• \Mlr M«<iai.Uoa ot &oller1 .ot• 

tlol• \ \ o ftT pl4 l'lqul\14 tr. -> oa4 \1M - t..,._.. ot a -·-....., 
ai!Mk \ 'oro1IIIL \lao Io\llorleaU, I -114 ,.u-. !lw rah '-.,."' Sa \M 
w q ot\..._, lt a c1M111oe olural4 \o \alate \o p\ - eo1oaco 1101'011 w 
1M 171Uib, I \~one~~\ \lila\ \Ill 111.1411\ ollaaaol '10'1114 \o \Mt 1111.1ell 111 lla4 al· 
....., f ollooo4, -J.T, ~ t11a h4olltJ. lalll'Yo 1ee11:. rM ...n olloSAie 11111114 

M lllrnct> a -•Uoa ..S\Il 71eaoa\. I 414 .. , .a\ w 4o MTWac ;prtv w 
-.olV.U oa 111\ll lloa\'-rtll - oao .,. \o arrlYI Sa \M Plill.lo ot - at._., -

•• u. eol\tac 111\ll ..,. -\arT. w ...... Sea-'"' •• lloaUil'Wl'\ll
1
o 

ani'lll o'oo1114 be ...Stool, 1t \lao o1.-..1oa- oarroe\14 u, w *-1IU eoot 
tl~ llr . ..... 1 aa4 4ao14o .... 1 ... 1 oM11U 'M ....... - ...... tarT ...... 
l'll llac \o CSYO \llo le1tnouoao roquo\14 )T Mr. asw tor a Ueo ot aoUoa Sa 
1M ltort\oz7'• ... _ •• 

U\or htkrwrtll Pl'l'11'14 oa4 \allot& 111\ll \llo toorot&r7. \M lat\ll' -­
t lfto( 'oh 4oola1• \o ..a .... u. ..... fterllac .... tw\llll' ~"' .....,.. 
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TREASURY DEPARTMENT :rs 
IN TER OF'FICE COMMUNICATION 

OAT& .......... 10, 1939 

TO 

..... 11r. Coollr• 

!lui torolp eqbup .rite\ ... col> t'Aloter wUh ~ .. ~ ..-.,. ftl.DM 1a 
olorUoc tr-aoUoM, la .Aaot-.., oterllac ., .. tuo\ot 'loot-• ) ,12-1/2 11114 
J.r6-7/16. Ia lw Tori< U opeaot at 3.15. AorU7 after the opeaiac, thero wao 
,,. oull ooaUoro4 oollf.ac .-4 at -t 10 o'o1oolt U wao tuo- at 3.rl-3/l, 
lllo low tor "'" ~. After that, a - tor oterllac ~ 11114 the rato 
~17 t opron4 to tho hlp ot J,U-1/2 at _, 1114-af'-•• :r.to la -
et&onOO• tboro wao - ••111-. b7 1...-oo ........, •• the rate olooot at 3 .~3,_, 

W u of otorllac 1>7 the ttiV reporUac \aD la low Tori< totolo4 &.1127 ,000 
noa tbo toUowtac ooa.roo11 

l'l>.tcbu11 ol oterllac _., .. to 1.626,000, ao laUoato4 llolow l 

)J co .. rotal ooaoeru • ••• ••• . • •• •••• •• ••• ••• •• •• • ••••••• ••• II 
Jr forolp llaolta (lu.ropo, hr :laot •• South .Aaorloa) ...... 

t.tal • •.• 

!lui bOAI<o aloo reporto4 that tho Jrl Uoh O.atro1 purobuo4 otorUac -tf.ac 
1o 1.57,000 al tho ottlolal rate or 4,02, All at thlo otorUac ropraoalo4 ooltoa 
uu.. . 

lloo bole& vao uaoler ~·' prooovo W., 11114 o1ooo4 al lhe low at .Uiol ao 
00'!>01'14 to 711l"""-7' • olooo or .16113. 

lloo clootac tuo\a\lou at the other bpor\aat Cl!ltt-loo tor TO•t"""-711114 
todq aroo l hlo4 'loo1M tor ooll(lorl-• · 

rr.aa tr.ao 
Oa114oro 
lhrho tr11110o 
Oeao4a 

·53011 
.2242 
11-1/ zf. 41o • 13-1/zf. Uo. 

CONFIDE N T r • 
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.. ,....aliMWN .a r..S'Nlw ::!·~ t15,ooo tar tiM rr ••' et 
Jut ot Jraoll. Boo lndU.. ._... ........... ._, ~.- M --W 

::' .. ,.u ..-... t» .,.., 'et hiT 15, 1ffl, •• llaft- .. u to -..u a 
total ol t6,()15,000 la .,u """-' w. .... '· 

,. JIG •·" u. tau.wt.c -- et .,u t.... tile -ww _._ ot ta.e 
)lob INS .. t"l 

,.,..~,ll'llU tnoo tiM Julo et ,.._ 
,..,,_.,.., tnoo t~~e •u.-1 :a.K et Jelcl• 

tnoo - • .._t.A8 .a 
t.W 

111o ,...i leu •• :..11: ...., ...... u u a •h'JIPPU et tl)5,ooo t.... ..,_., 
_,.,.. to t» •uoul 01tr :..11: et .., r.ft, tar ea1a u tile v. 1 • .&a..., Otnaa 
oi ... Ttrt. 

I t.1D4 w!.\llllr. laob \Ilia to..--' .,.ta ~. roa•ac 1a r_.,.t to \lla 
MJp. !bo Joteral ••- :..11: ot .., Torlt 11M ua., raoal'Nl hoa ilia •uoaa1 
lloolt ot hJ.c11111 a CIM1a4 ~I'J' la l'8pr4 la -1•'-e tnoo \lla Ja4aral la 

...Poe tHIII>l-' ~-- u •-9-' 10 .susaa tou.ro at .,u, t» 
,.u to"._. hM Jr1Uu pen. .- ilia •••rae• u -. la v. 1. uuan. 
a. l"-el 1o wzkiac •• ~ •• 

"" I(Uftlal ot '*'-r'• Iatloa opal ollftl' prlaa - Ito.~ -' the t...wM 
prloo, ~.~. &oaq 1111!1 ~·• pi'Ue t•r tol'81p allftl' reooolaa4 •-h•P" al 

;'4-)(4;, !bo ~·· prloa - aleo wo),np1 al 351• 

la .., York w -'* •• plll'ollaoM ot ollnr leWlac 1,,000 -• ....... 
._ lllftr l'llrelo&M .&al. Ya &1M Jllll'ollao*'- 120,000 - ot ellftl' hoa Ooaoll& 
114er oar rttplar --.w.,- ac:r•• a 1 t. 

F\oENT\A\... 
coN 

Regraded Unclassified



TREASURY DEPARTMENT :78 
INTER OFI'ICE COioiNUNICA TlON 

DAn Jneber 13, 1939 

TO 

, ... 
~· foroitn ox~ 8&l'ltat vu eull vitb ~a ratu for .. nrel GIU"ronc1oo 

~~ l.,..•ll'lent . 011 h1clq, oter11llc c.lo .. d 1..11 thh -.rltet at } . 86-}{11, &114 011 
sor!l'4q 1t vu quoted 111 Auter4a at }. !]-1/2. !hh ...... 1DC ~ • .&ao­
(JOI&tlon vao 3. 65-5/16. .f.t the opel11llc hera , the rata vaa }.85-1/81 u -
p11 ocattered ~ appear84. U cr•""•ll7 l.J:pro.,.d to }.~1/2 at ohout 110on 
:b • .l!lcr tk&t , ~ara vu T&r7 Httl.a 111\aroot 111 atar11llc &114 the rate reee4e4 
:o eloaa at J.~}-1/S. 

Salu of atarll.Dc b7 the four r•rt l.Dc 'ballli:a 111 Jw York totaled ~.ooo 
!fa !ha follov1AC aourc••• • 

Ey eo:cerclal coaceru.• • ••••••••••••••••••••••••••••• •••••• • ~.ooo 
By forelt;l1 'bOlll<a (lllrope, :rar :lut aD4 Sou~ .&aor1ca) ....... ~~1000 

Total. .. .. ,ooo 

l'\l.rc~J\aeo of otorl1DC amoUDtod to io627 , 000, aa 1114.1cahd 'ba1ov: 

By OOI::lercl,al CODC)ern.a • ••••••• • • •• • •••• • •••• , • • ••• • • • • • ••••• ' 301,000 
By fore1en 'b&Dlto (Jklropa, South .&aar1ca aD4 :rar :lut) . .. .... 1.}26, 000 

!'o tal • • • • • 1.627 '000 

\'!ha blllllto eloo r•rtad thet the :Br1Uoh Co11tro1 purcbo.ood ohrliDC 8DOUD'­

~ to ~8,000 at t ho official rate of 4. 02. .f.ll of ~io ohrll.Dc rapreco11ted 
tl\\on bill e . 

:'to noz:cb fr&DC aD4 \he C•Mdj an dollar 'bo~ HDOT&rad 10M Of the lo .. 
COI&i:led b7 ~•• curroDOiao lut vaalt. ~ belp, which vaa UDdar baa.)' 
1=<1"""' tho latter part of lut welt, rocoTerad to .J>out the 8pl'l'O~t• &Old 
!z:;.ort point. !l!bio recoTV7 probal>l7 vu ...,. to 1Dorauad pvchaol.Dc of 'belpa 'b7 
~ l!altton Control, 

• Sooo ldao of the tra-..a praoouro 011 the &Ulllln oc 'bo ptherad troa 
:he l:lolmt of told rolauad toclq 'b7 the Jlo~arlal14o JeJI)i: 111 order to proTide 
!ollars 1n wwort of the Du.iob uch'"P• 

, \'!he clooiDC quote.Uou for t be aportu\ aurrono1oo, oxoluo1n of ohrll.Dc, 
·'> lio.,::bor 10 and t oclq are u follovo1 
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:rrench frenco 
OuU~ro 
Svita franco 
Bolsu 
Ceu.41AA clollar 

- 2-

lfonuor 10 
.02l~lfll 
· 5308 
. 2242 
.l6os 
l>-lfll" 41oc. 

lrOY.Uor lJ 

. 022>-lfll 
·5310 
.224} 
.1637 
12.-5/S" 41oe. 

- -~ 
-·~ 

!ftlo Btulk tor Internatioi>M Settle:nenh o&bled to tho Jo~ral lleoern BaD!< 
,1 sev York to 11ppl:r tor licen .. a to tr&~ofer opprox!Joatol:r $562,000 in $Old 
,,.. !h J.ccOIUlt llo. 2 to ito Account llo. 4 , 1Z14 $985,000 fro• ito Account &o. 3 
1o ih J.ecount No. 2. AecoUDt lo. 2 11 t.he J .I.I. 1e own acc.ount, Acc.OUAt :ro. 3 
rr.;ruOJ>h told ovnod 'b7 the llllt1onal Bank of llw>pr:r AAd Account lo . II 11 eold 
""e4 ~ t.bo Central B&DI< of !1\lrkq. Per=iuion to - tho trautero roquoote4 
;.. UO"Ie4. ~o tro.Dofer of $562,000 to Account lro . II reprooenh tho oalo b7 
~ J, J,S. to fllrko:r ot ~~>ld which 11, in turn, held '1>7 tho J . I . s . oo coU.torol 
~" =•rcial cre41h CZ"311hd b7 it to the Control J&DI< of !llrkq. 1be tranoter 
:! $985,000 lA oll pro'bal>Uit:y, reproaenh the oalo of ~~>14 'b7 tho laUoi>M J&DI< 
o! !!aprT to the J.I . s., or flQ be plllliiOnt in l1quidot1on of o'bl1t;at1ono owed 
t,. tb ~b.D 'b&Dk to the J . I .I. 

Ye j:W'cho.ud t he tollovinc amounh of cold troa tho Uftlll'lte4 aeccunto of 
ue bo:ke 1A41cato~ 

$211, 50Q,OOO fro• the letherlando Jank 
10, 000,000 from the l!atioi>M Bank of MtaerlaAd 
l , 785 ,000 from the llat1ow Bank of Jol£1WI 

350,000 from the Bank or the Republic, Colombia 

$}6, 6}5,000 !'otal 

Yo rtcoiYod, thro\ICb tho J'odoral ReaerYo J&DI< of llov York, a roquoat fro• 
:le Iat1ooal BIUik of -· to purcheoo $5 ,688,000 in cold to 'be ~d to ito 
..,....arkld account, which r•'l'loot vu apprond. 

!!!e Jodaral Reter'JO - of l'ev Yo:d< intoraod ... of the followillc eold 
Ill~ hi 

~.21;3,(100 trca :tnclao4, cono1D>e4 to tho J'odoral Reoorn Jalt of lov Yorlt, for 
&ccOWit of the l atloDil Jal>lt o~ Mberlaad, tho 41~a1Uoll of which 
h unltno"" a t the preo•t u ... 

50,000 froa :tncl&114, cono1Cile4 t o Brow Jroo. 6 Ce . , lov York, for oalo to 

:----- tho 11. 1. Aaoq Office at lev Yo:d<. 
1<,29s,ooo 

Ye ho'Jo rooo1Ye4 oal>le adrtco troa the .AMrioAA Coa.11 at 111'du7, Alutralia, 
\lot t~ toUoviDC 0110unta of eol4 han 'b- inYolood for ohipeeont to thlo oountrra 

,, ,100,000 ah1ppe4 b7 the ee_,....al th JaD1< of Auotralla, f1'4Dq, conoipe4 to 
tho h~rol Reo- 1e111< of 1aa J'rlmcloco. 

}89,(100 ahippe4 'b7 tho JaM: of lev Iouth Waloo, oonolcM4 to the .AMrlcaa ~ot 
iS;"~ eo..r .... :rr....1-• • coo !ot.al 
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II It aa-A ~bat ~111 ohl,._k ot pll. wU1 h 11U k ~ U, 1. lila\ •' s..-1-· 
!bo ofliftlct ot to4q1o LoD6oa opot oUTer prloo wu 111,0}1 11114 tho 

, .-4 prtco, 110.521. ......, 11114 Ban.&'• prloo tor torol.p 111Ter r-h"' 
~at "Yl-3/~. !he tr_,-•o prloo Will al.oo nnch•np4 at 351· 

h row Tork, we 11aAa ~~~ poorohaaoo ot oUTer iotallac 250,000 -~~ 
u4tr lht IUYar J'\IZCbaal Aot, 
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November 1:1, 1909 

Welles ' ltr adv1s1ng HM,Jr of message from Colombia 
that Dr. Jaramillo has been designated ae repreeentative 
or Colombian government and 1a due to arr1Te in NY today. 
Jaramillo told American Amb that upon his arrival in DO 
he would try to reach settlement of Colombia's foreign · 
debt held iN US on basis of ~ interest payments wi~h 
proviR1on that euoh payments will be inoreaeed to ~ over 
period of yeare 

'I'HISLLE'fttR IS FILED .US OF 11/22/~9 1 lO:tall, date of 
ceeting 1n HM,Jr's office and ie attachment to trans­
cript of that meet1.ng 
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3ecre tal'! or s ta tc • 

Waeb1nstcn. 

2355, Novceber ~ . 4 P• m. 

PO!I TREASmY. 

162 

Lordcn 

Dated November 1~, 1939 

Reo'd 11:05 a , m, 

1 . '!11th rEference to para:voph <& ot my 2~2'7 ot 

Rovt.tltr 10 the o.otua1 rate or the Friday tender w.a 

~6d, Applications toto.llEd io96,5 million indi­

cating o. aUgbt t all1n3 oft in outside dcmand. Though 

dlll'ing the lo.at war doubtless h1gh£r totals or billa 

wert e o1d in a week over tht counter (wt ckly tcndtra 

wErE d1aoont1nutd between 1915 and 1921), nrxt wctk'a 

ofrEr tor '-65 million or billa rcprracnta o. record tor 

a wttkly tmdcr orterlng and will be 1.35 million 1n cxot ee 

or nt.tur1t1ra bringing the total tender bill 1aaut to 

a&:IO milli on on Jlovmbtr 18. 
2, Exorpt tor a turtbtr dt:prto1at1on of thE bclsa 

•h1oh waa turd 2<& , 60- 80 on SaturdaY there bo.ve bttn no 

cbo.nau 1n the ott1o1al rt. tu a1not m:J 2~2'7 or NovEmber 10. 

!tNIIE:'In 

ltLP 

.... 
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1!511 GRAY 

London 

- "3 _ t;; 

Do t rd Nov cnbcr 13, 1939 

3t or< tt.ry or sta tt, 
l'laalungt on . 

2342, Tbirtrrnth, 

FOR TREASURY. 

Rtc ' d 1102 p . m, 

Invo i cEs orrtifitd ttnth and t hirtcrnth covering 

108, 702 fine ouncEs gold, valuE 91310~ pounds as follows : 

National City i3ank , London, to aamt New York 23 , 725 finE 

ounces pri ot 168 ahillin3s fint ounct; Bank of Engl and , 

London , to FEdEral REsErVE Bank, NEw Yorlc , 8(1, 977 f i nE 

o'mcu sam£ pricE, by P"tESIDEN'l' l!ARDINO fif trtnt h , 

K~!lli£UY 

D!>K 

:J: '7 

n ' ; 

. . 
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J'ROMI American EIDbaaaJ, Parle 

NO. : 2736 

DATE: November 13, 1939, 3 p.m. 

FOR TREASURY 

Laet enning we had dinner alone w1 til our triend, 

Proteeaor Riat. Be told ue tllnt the rranoo-Br1t1ab 

blockade is working in a smooth and sat1ataoto17 llalUler. 

He confirmed reports Yhiob ban been current recentlJ 

that t he blockade will be extended to German exports u 

vell as imports into OermanJ. He ea1d that although it 

YIIB his teel1ng tllnt in rea11 ty the only thing which 

t he neutrale would be giving up would be their protite 

184 

ae 1ntermed1ar1ee, the meoban1oa ot putting into opera­

t ion a blockade ot th1e kind on exports would be rather 

' delicate• . Be ea1d that 1 t vae extremelJ illportant , on 

the ot ller band, that all possible eourou ot foreign 

exchange be abut ott troa OeraanJ and that tiler prennt 

any ohano .. troa being ottered which would enable Oere.an:r 

to 1noreaee her laporte, through exporte, troa countr1ee 

on the continent vbioh are et1ll open to her, tor which 

1mporta Gel'lllaDJ 'II'Ould not otherw1ee be able to malta Par-
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He eta ted ~t tl'aDkl.7 u vu not opt1111et1o 1r1 th 

reterenoe to Prenoh exporta. Be .-phaa1&e4, u haa ben 

done 1n reoant talegrama trom ua, ~t a :Ua?)" burden 

baa tallen on tU J'renoh eoonoa;r aa a raeult ot the ge~ 

eral mob111&at1on and b7 reuon ot the taot that the 

m111tarr euthor1t1ee are loath to releaee o1t1zens to 

supply the daaande tor labor and 1n particular taohn1oal 

end exeoutiYe peraonnel, vhioh are eo neoeuarr to t:u 

tunot1on1ng ot t:u export 1nduetr1u ot Prance. The 

preeent d.1eoouraged attitude ot 1101t ot the exportera 

1a alao ooou1one4 b7 d1tt1oult1ee and length)" delays 

in obtaining parmi h tor raw 11ater1a1 illporte, and the 

l aok ot traneport tao111t1es. 

Protaeeor R1at aaid that tor the preeent he 1a not 

greatl7 worried regarding P17Jaente tor rranoh purohl8ea 

abroad. Be bellena, honYer, ~t 1t 1a Yl1'7 111p0rtant 

to ltaap t:u trano troa alld1ng; u taall that thie oan 

be 1'1&4117 done. It t:u trano ware to tall., laolt ot OOD­

t1denoa and exoe .. 1ft 1ntlat1on would be the raault, 11b1oh 

1n turn would oauee t:u t1D&D01ng ot the war to be 1111oh 

aore d1tt1oul.t, wuld, ot oouree, 1noraaae the ooet ot 

war euppl1u troa abroad, wuld oauae lealte 1n the oJ.o•·-~ 

capital o1rouU vh1oh would be Yl1'7 hard to al1111nate • 

.U thoup he eta ted tl'aDkl.y that he had been too auoh 

oooup1e4 
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occupied vUb b1a ft1l -n: to •'-1 1a olo .. touob vUb 

f1nano1a1 queaUou, u toreaav no atr1ou trouble 1a 

f1Dano1JII tu var 1atU'Il&ll7. LUte our Bult-of-Pruoe 

friend, bt ._11.., .. tu treat111"7 b1llt ud bonb to be 

a great deal aoundtr tball a4Yano .. 41reotl7 troa the 

Banlt of Pranoe to tile soYtl'llatnt: ot oour .. , too, the7 
nearl7 u 

are not/~t to be 1ntlated exoeat1Yt17; 1n tb1e oonneo-

16G 

t1on, and reten1ns to oar trhn4 at tilt Bank or Pranoe, 

eee t elesraa 1780 ot llepttalle.r • · 1939, 7 p .a. !he et­

feot 11n 1 t 1ntlat1oD&J'7 .. r1oul7, to the extent or 

araasent bonb, u vall u other SOYernaent 1uuee, bt1118 

aotuallT taken up out ot taY1JIIt b7 the publ1o--tb1e 1a 

a 41et1not1on troa OoYernaent loau wh.1oh art t1n&Dotd 

by banltt througn loan• t~ ouatoaere tither 41reotl.7 or 

1n41reotl7. 

The Br1t1th, he oont1aued, art t1'7illl 1n tnl'7 VAT 

pou1ble to pq in eterUns, ratur tball 1n 4ollare, tor 

llak1J11 their var purohuet an4 bU7iJII their 1aportel tb1e 

1e bt1J11 done tither throush oltarins arrans-nte or 

thro\18b 41Ytrttns true; vhtreYer pou1blt, to the eter­

l1ns area. .U.tlloap u 41d aot queeUon the eoundneu 

ot the po11o7 ht aadt a etate .. nt to the etteot that 

mol'e than &n7 other thins the Br1 Ueb art atra1d or 

betns put 1n the eaae poe1t1on, vhioh tht7 vert in atter 

tbe World Var, in reepeot to tU U. 8. 

Ve 
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I n anner to our 1nqu11'J aa to Whether he bad tholJ8bt 

muob re t about war ~ and reoonatruot1on attar th1a war, 

he atated tranklr thd he hae bad hard.lr AD1 U•• to 

think about ADJth1ng other than hie blooltade problema, 
Cll'eat 

be has been eo buar with thea. Hov eYer, tba1tBr1ta1n 

and France agree completel7 u 1e pouible on their var 

a1ma before th1a war enda 1e ot the sreateat tmportanee . 

It i a b1a op1.n1on that pol1t1oal and eoonomtc queat1ona 

ahould be aeparated ae tar ae 1• pou1ble. He ie !n 

taYor ot a Y81'J liberal treat•ent to a defeated O.rll&l1 

nation in re1&1"4 to the eoonollio aide; ot couree, be 

aoawaad that t he war aille ot the .Ul1u are ot no con-

aequence, 1n a praotioal var, if th8f are defeated. 

In hie ovn tboughte he haen ' t ooae to any oonclueion 

rego.rd1ng t he anever to the political e1de. Ae do othere, 

he bal1nu that no eolut1on to the Oeraan proble• can be 

found 1n epUtt1118 up t heir count17 and eeparating t hea; 

nor doee h e bel1eYe that there v1ll be a euttioient eYolu­

tion in their oh&raoter oYer a Yia1ble f uture era to ohange 

thea into ne182lbora thet oan b e truatvor~ and tr1endl7. 

He baa not ret co•e to a oonclua1on ae to vbether or not 

he taYore the Prenoh frontier to be eat on the Rhine R1Yer. 

Many French o1rolee appear to be toraing a t1ra oonY1ot1on 

that France ehould 1ne1Bt on a Rhine frontier t or their 

f uture aeour1tJ . Proteaaor R1at ea1d aYente in recent 

r ear• 
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7eare bad shaken hie toraer oppoeition to euoh a trontter. 

He does, boveTer, tear that the Ka~i ruee ot calling on 

alliee to help preTent BolaheTization ot Ger.an, and 

lurope may be euooeestul eTentuallJ. Certain quarters, 

particularly in Great Britain, and eTen in l'ranoe might 

rally in the tuture to an appeal ot this nature, he belieTse. 

Ve are paeeing on, tor vhateTer consideration it ma7 

be worth, an interesting etorr vhich he told ue about the 

last interTiev in Moscow ot the Foreign Minister ot Turkey: 

hi a patience be1ng exhausted attar his verr long and inaot1 Te 

aoJourn in Hoeoov, the Foreign Minieter ot Turkey requested 

Mol otov tor a tarevell 1nterTi8VJ Stalin entered t he room 

during the Minister's interTiev with MolotoT and gaTe a 

piece ot paper to SaraJoglou; on t he sheet ot paper t he 

tollowtng sentence was written: Turke7 must cloee the 

Straits to warahipe ot France and Great Britain. (Prot. 

Riet was told this stoey b7 one ot his associate• in the 

Oboman Bank, vho ie a personal triend ot the Turkish 

Foreign Minister; he had personally heard this account 

troa SaraJ oglou him• elt. ) The Turkish Foreign Minist er 

replied M to Stalin ney t1raly. Then Stalin handed him 

nnother paper etating that Turk87 auet be an all7 to Rue 

and Germany, to which SaraJoglou replied M again. At 

that Stalin tore up both ot the papere whiob he had handed 

to SaraJoglou; and, turning to leaTe the room, Stalin 

smiled 
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1a1ltd at BaraJosloll u4 ••14 the tollow1nc IIW4a 1 You 

ar• right; a lonc- •tu41nc tr1•114•h'p 1• ot •N woMil 

tbAA a fn tol"D p1H•• ot pqw. 

IIULLift 

l 

169 
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PAlW'HIIASI or 'l'ILIXHWl liiU&ItliD 

rROH: 

DAD: 

10. : 

Aaer10&D Jl:llbuq, Pane 

l oTnber 13, 11138, '1 p.a. 

2'1~. 

PEil.SOIIAL AIID 8'1'1U0'1'LY OOllriDEIITUL r'OR '1'IIJ: 

SECRETARY AIID '1'IIJ: BCRft.ARr or '1'IIJ: '1'R&A8tJJir, 

Our no. I'IM, loTeaber 13, 3 p ,a, 

Mattheva vaa inrormed laat enning b7 R1at that 

there waa one 1'\ll.nerable apot 1n the Gel'llall armor-­

molJ'bdenua. R1at aa1d b8 underetood mol7bdenua to 

be essential to tha aanuraoture of araaaente and 

ehelle. Be alao underatood that although 1t h to 

be preiiUlUd that Ger11an7 hae auff1o1ent etoolt to 

metS preeent nteda 1t oannot laet f oreTer. He aa1d 

that the United Stat .. produoea far aore than aDT 

other oount1'7 1n tha world (approx1aatal7 92. 8 peroent 

or world production for 111111; 88 peroent of thia 

waa produced b7 ( t) aol7bdenua OOIIPaDT -- X1nerala 

lear Book, 1939). 

!he rrenob blockade aut bor1t1ea baTe bad reoent 

l.ntonoauon that Blua1a u a•k•ng preparation• f or 

nell'-tuture purobuea troa u of aubatant1al aaounte 

t or tranub1p~~ent to hraaDT (aooording to the Year 

Book we export troa 110 to '18 peroent of produot1on 

annuall7, although there 1e no eeparate ol.aaa1t1oat1on 

tor thla 1n our hw1e etat1et1oe). Be voactare4 

whether the United State• needa of ~ tor 
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national deten .. purpoaea ware sr-at anouch to 

require aabargo1Dg a:a:porh ot thb ut&lj ot oouraa 

be greatl:r hoped that thh would be the oaaa. ) 

::91 

Riat added that Pranoa llight &lao be 1n need ot 

euppl1u ot aol;rbdenllll vb1oh llight poadbl;r be purohued 

i mmed1atel;r troa ua; (1'he other aaJor produoara are 

llexioo, Xoroooo and •orvq ill the order ot their 

appearance . ) He etated that ill an:r eTent 1t would be 

i mpoaaible tor h1a to o•eraettaate the iaportanoe 

troe the atandpoillt or the allha ot preYent1Dg arriY&l ot 

col;rbdenua in Ge~; He further atated (aa in 

t elegraa 21171, Ootober 24, 6 p.a.) that tate, oila 

Md forage 11kev1ae are reoognhad veaknua .. 1n the 

war eoono1117 of Ge1'11W11 and he hoped onl;r Pl&ll 

amounta ot the .. aatari&la would raaoh 0.1'11&111; EIID HESBAG• 

BULLift 

1 

El:)(. 
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!be Pruldent, 
!be Illite House, 
fuhl.ngton, D. c. 

L O RD, DAY 5o LO RD 
2!5 BROADWA Y 

N II!:W YORK 
CUNA .. I) euH .. O I NO 

WASMINO'tON o,-riCC 

.OU't'MCJUol e UI\.OINO 

November 1~, 19~9. 

1:7 dear Jlr. President: 

In response to your recent request tor information 

on the subject of possible tax changes which would aee1et ln 

the production of increased revenue, I lUll enclosing herewith 

a memorandum, marked A, discussing a number of discriminations 

the ollminat1on ot which would result in substantial addi t1onal 

revenue. How much add! t tonal r even us would be forthoomlng can 

te clatermlned onl.y by expert Treasury c0111putat1one. If! th the 

thoQght that ;rou mA;r wish these co!lputat1ons, I am taltlng the 

Uberty ot encloelng a suggested memorandWil trom ;rou to the 

'l'roaaU!l' with an attached list ot questions marked A.-1 ke;red to 

XeDOrandum A. 

In view ot the time pressure upon ;rou, I haYe prepared 

a abol.'ter memorandWil marked c SWIIIIIar1dng llemorandllll A point b;r 

l'Olnt. 

llemorand1111 A doee not att •s& an;r d1eouu1on of t h& 

Obrioual;r adYhable expedient ot ra1e1ng (a) t he inOOM surtax 
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t'l!t presided; 2 

braell:eta on incomes between ts, ooo 8J11 $110,000, and (b) the es­

tate tu brackets on medium-eir;ed estatu. Nor does it deal 

with sollle other suggestions which have been made to llle, as tor 

instance, (1) the suggestion that the earned income credit 

1S3 

be discontinued tor incomes over t1o,ooo (which m1ght reasonably 

yield M additional 7.5 million ot r evenue) and (2) the suggee­

Uon th&t the tax on 11te insurance eoarpanlee must be too 

low because ln recent ;years such corporations have paid less 

than halt a million dollars 1n Federal income taxes. Both 

t."eae suggeatlona need further oonaideration. 

lhlle the matter ot estimated yield can be finallY 

estimated only by Treasury s tatistiotans, I have been advised 

ti'At an annual :yield ot 90 million dollars may be expected 

from suggestion 1 in lolemorandUIIl A and 40 m1111on from sugges tion 

25. I have been told that suggestion 13 should yield over 30 

D1U1on dollars. Many ot the remaining suggestions would 

Produce add1tiona1 revenue auttioient, 1n oombinatlon with a 

reasorable exoeaa profits tax and increase ot lower surtax 

am a edium estate tax brackets, tn raae the additional revenue 

rou h&ve in mind w!thout the necessity ot i mposing any socalled 

luxury or sales tax. 

I am proceeding with the preparation ot a aemorandllll 

on an excess prot1te tax which wi ll incorpdrate the eaeent1al 

details ot ;your general plan tor such a tax. You will receive 

th1e lleiiiOl'andw:~ in a ~ or eo. 

Regraded Unclassified



'l'l» president 

'l'be ex.1st1ng re•anue statutes 111Yol•a a n~aber ot 

uneound pro•ielona resulting ln bardllhlp upon taxpqere, and 

I tl11nk that any general. modit1oat1on ahould ~ a •two-way 

street' 1n that it should seek also to eliminate tlieee detects. 

In une with thle thought I &leo enclose a separate memoraoium, 

marked B, itemizing some, but by no means all, ot these 

pointe ot taxpayer d1esat1ataot1on whidl you may want to 

rorward to the Treasury in order to eeoure an author! tat lYe 

ut!mte of the lose of reyenue which may be involYed there-

in. J. co•erill!; ID8morandum to the 'l'reaeury is enoloaed aa a 

111tter ot oan•enienoe it you should desire to secure thie 

1ntorcat1on: to thls memorandum 1a attached a llst or ques­

tions ~>arked B-1 keyed to Me1110randum B. 

I am 801TT that the encloaed 118110randa could not 

ha•e been oont1ned to fewer pages. But t&ll8 1 seam an 1n-

1Yitably oompllcated subject, and lt seems inadYiaable to 

attenpt to deal. w1 th the pointe involYed w1 tbout ooverlng 

the retlnemente reflected ln the enclosed ae11oranda. It 

llhould alec be added that al.l figln'ee ueed tor proposed 

rates and limitations an entirely tentatiYe. 

It aay be that 'freuury oftiolala ahould ~ 

ad•taed by you at an early date that you oontellplate the poa­

tlbUit, or chall!;ea in the tax laws eo that they will not 

1n.d•ertently emb&Joraaa your plana by preaature atat-nta 

on the l!J.ll or to the publ1o. 
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!ht prea14 ent 

I shall be only too happy to sene :rou turther in 

sn:r wa:r :rou dee1re . 

Reapeot tull.y :roure, 

R£P:.TI 

::.ss 
• 

Regraded Unclassified



!0: 

IIEIIORAHD1lll OF 'IRANSIIITT,Y. ot 1 INb :X:1 

Honorable Henry Morgenthau 
secretary or the Treasury 

rea!: The White Houee 

I tranemi t to you herewith a copy ot a m1111orand1111 

carked J. prepared by llr. Randolph E. Paul, whoa I have 

~n~tad with reepect to poseibilitiee ot eecuring addi­

tional. rnenue by Ute elimination ot varioue d1ecl'11Dina­

t1ona contained in the statutes covel'ing the taxation 

or income, estates and gitte as now enacted. I would 

l1ke to have trom you an es timate ot the revenues which 

rould l'eaRonably be derived !rom ~lr. Paul ' s euggest1ons. 

For 10ur convenience I enclose a memorMdum ot speoitio 

questions keyed to Yr. Paul's memorandum, marked A-1. 

I realize that some ot theee questions will be 

d1tt1eul t to answer in categorical ter111s. lhel'e the ques­

Uon deale with suggestions or a tentative nature , I will 

be obliged it you wil l make your answers as definite ae 

~ be poaalble under the olro\Dstaneea. 

.· 
19G 

Regraded Unclassified



!'P!Ol!JJ!D!!H OF POSSIBLE CHANGES IN TilE TAX 

LAW TiHICH WOULD INCREASE MVJS!Q§ BY THE 

ELIMINATION OF DISCRIMINATIONS 

INCOME TAX 

1. Person
0
al Exemp

4
t i ons 

2. stock i vi den s 
3, ~t Income 
4• Unreasonable ~ccumul;tions tot Surplus 
s. Ch8ri table Gi ts in orm o Property 
6. Je~~-~sine ss Casualty Losses 
1. Interest on lion-Business Loans 
s. ~uetion ot Interest Paid or Accrued 
9. Je~~-lbsiness S.d Debts 

Boo-~siness Taxes 
Basis llhere Opti onal VaJ.uation Privilege Is Chosen 
Tustion ot Husband and Wita 
Taxation ot Interest trom State Obligati ons 
Taxation or Capital Gains 
Corporate Distributions ot !larch 1 , 1913 Protita 
Life Insurance Proceeds Paid in Installments 
Double Loss Deductions 
Property Transmitted at Deeth 

.· 
:97 

Doeestic Building and Loan Associations 
llutual Casualty and Fire Insurance Companies 
Employers ' Contributions to Pension Trusts 
Discovery Value and Percentage Depletion 
Development Expense 
Taxation of lion-Resident Alien Indi viduaJ.s and Foroign Corporations 

ESTATE TAX 
' 

Estat e Tax Exemptio~ 
Taxation or Lite Insurance 
Property Passing under Powers or Appointment 
P.ever ter I nterests 
Girts in Contemplation or Death 
EU111ination or Estate Tax Against Insurance Proceeds by 

Reason or Uncollectible Claims 

GIFT TAX 

Gtrt TBJC Exemptions 
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