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Copy 

October 1, 1938 

Dear Ros : 

Now that the world crisis has passed, I 
hasten to answer your letter or September 1. · 

I wish to take this opportunity to express 
to you ~ deep appreciation ot the great assist­
ance that you rendered me as Onder-secretary ot 
the Treasury. You and I both know how ditticult 
the last tew yea.rs have been and it bas always 
been a source ot comfort to me to have you at ~ 
side to advise and guide me on tax matters . 

It is mo~t unfortunate that public service 
cannot be made sufficiently attractive tor a man 
or your caliber to remain permanently with the 
Government. We need men like you. 

~ regret at seeing you go is tempered by 
the tact that I teel that I can call on you when­
ever necessary to come down and advise me on un­
usual and ditticult problems. 

Wishing you all kinds of continued success 
at Columbia University, I remain, as ever 

Dr. Roswell Magill, 
35 Claremont Avenue, 
New York, N. Y. 

Yours s incerely , 

(Signed) H. J&orgenthau, Jr. (?) 

1 

Regraded Uclassified



CoP7 

The Onder Seoreta17 ot the Treasury 

Washington 

1st Septe~er 1938 

Dear 8enl'7: 

While I still have two weeks in the Treasu17, 

I want to write you a personal word regarding t he 

pleasure and satisfaction I have bad trom our close 

association during t he past two years . We have both 

worked under heavy pressure, you more than I; and 

there have been plenty ot difficult dec 1s ions to make. 

I do not see how you could have done more t o give me 

the best working conditions , and the best advice, 

assistance, and support. llore than these, I have 

particularly valued your faith and conridance. I wish 

we lllight ha• e accoiiJ)lished more or a general over hauling 

ot the tax laws, as we planned; and I still hope that it 

may be accomplished 1n your ad111n1stration. I think we 

have made a decided advance 1n the decantralization or 

the Bureau; I shall be greatly disappointed 1t that doea 

not work out t o be the mst ~ortant retol'll in adJiinis­

tration wh i ch has b ean accoiiJ)lished 1n .any years. 

I need hardly ·~ that I wish you the b est as 

an official and as a MD. It I can gi't'e you any usetul 

2 
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serY1ce at aJ17 ts-, I hope you will let M lmow. 

Faithfully your s -

(Si&ned) Roswell llag111 

Regraded Uclassified
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Copy 

THIRTY THREE LIBERT! STREET 

HEW YORK 

Sept. 13 , 1938 

Deor Henry 

As I leave the Federal Reserve Bank today I 

wish I could say to you more precisely in wr i ting 

what I have tr1ed to say rather incoherently in person: 

that one of my keenest regrets 1n leaving t his post 1s 

the interrupt1on of the relationship you and I have en­

joyed. To share with you 1n some degree in the public 

duty of f1nancing the Government has been a responsibility, 

but it has also been an opportun1ty wh1ch I have welcomed. 

When such a service may be carried through, as it has been, 

in the atmosphere of mutual respect and regard it becomes 

one of the fine things of 11fe . 

JiV only hope is that I uy continue from t1me to 

t !me to part1c i pate in this service and continue our 

personal fr1endship . 

Very s incerely yours, 

(S1gned) W. Randolph Burgess 

5 
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Copy 

October 1, 1938. 

Dear Cy; 

I have received your letter of October 1 1 subai tting 
your resignation as Special Assistant to the Secretary as of 
t hat date, because of your appointment as First Deputy Co.-p­
troller of t he Currency . 

8 

I am happy to accept your resignation only because the 
appointment t hat makes it necessary is evidence of my faith 1n 
you and my confidence 1n your capacity to do even more d iffi­
cult tasks than any I have heretofore called on you to do. 

The new appointment is not a reward for your loyalty . 
For that , of which I am always conscious, I can only express 
my thanks and affectionate appreciation. 

Sincerely yours, 

(Signed) B. Yorgenthau, Jr. 

Secretary of the Treasury. 

Ur . Cyril B . Opbam, 
Acting Comptroller of the Cur rency, 
Treasury Department . 

Initialed WB!X)W 
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Copy 

TRJUSURI DIPARTIIIIIT 
Washington 

October 1, 19.38 

My dear Mr. Secretary: 

In submitting II¥ resignation as Special 
Assistant to the Secretary ot the Treasury to 
accept the position ot First Depucy Colq)troller 
ot the Currency, to which you have appointed ae, 
I want to express II¥ grat1tication tor having 
been privileged to work d1rect!r tor you in the 
tor.ar capacity since 1934. 

You know 110' high opinion ot you and of the 
caliber of your publi c service. I count it a 
rar e pr1v~ege to have been associ ated, upon ay 
entrance into Governaent service, with a man of 
your ab111cy and character. I am happy that ay 
change of work does not involve leaving the 
Treasury . 

I adopt for ay own the words inscribed to 
you by Roswell Magill: "There 1.s no one with 
whoa I would rather keep step." 

With loyalty and affection, 

/s/ Cy Ophaa 

Cyrll B. Upham 

Honorable Henry Morgenthau, Jr., 

Secretary of the Treasury. 

9 
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Dear Mr. Bellt 

C. B. llaGuiN 
c-• Chab 
'1~, D.C. 

October 1, 1938. 

I waited a !8ft d1911 before writi.Jig to you ebout tile propoeal -.td.oll 

I aade at lmcbaon ten dqe aco, end -tdch I !iret tcnnl.ated tift aontba 

ago, when the National Soc1al1at pereecution 1n what wae tor.r~ Auatria 

10 

becaao a noal terror. I wanted to be aare tilet w wculd not ba.,. a ll&jor 

war raging 1n !urope 1n tho next tftrl weeka. liT tba aorniJig ot S.pt•ber 'n 1 

wben I read the BpMCh of the German Cbanc.llor ot the night before 1 I na 

convinced that no war waa juat ahead. 'l'ha Beer Ball Swuhbncklar wae 

uppermost 1n that apeoch, and whil.e theno bad -ad t o be scee rlak ot a 

coll1a1on tor t,)le precedU, ten days, 1t was endant to ae trca that speech 

that the Genoan Cbaccallor was ooee more- going to content M-nU with 

•no~ inciting aaeasa1nat1an and rapina 1 rather than taking the honorable 

chances ot war. On Yedneaday, I not1!1ad thoN who conault • to tbat ef-

!oct. 

Tha renewal of racial and religious peraecution aay now be expected 

1n Paleatina, and tbu Cl'bau_,. adroit~ tlle Br1t18h lllpire'a nrtual 

olaia to be the Proteotreaa ot Ialaa. '!'be Munich Autoptgo attcmled ... oUJd. 

a chance to uke ~ 1n toroing &lglaDd to - to ten. with Ida. 811\ 

,_~, w aq aa wll npeot a abarp ~le ot tile roblla17 IIIII 

aaltrea~t of tboae oi' J..ula blood, 'llllatber 01r DOt....,_ ... \M lie.._ 
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Faith. 1be tntemal eoon•1o and t1D&D01al dborder ot Oel'UII;T h nob 

tbat tbe Gangeterdoa of tbe Paehrerilllu Will f H l tbe aeed of aore ..S 

11or. oanfiecatioe to PIO" all the ~·. 

11 

1fT propC188l is that t.be ~·-t ot tbe 11D1ted s ;:atee otter a nb­

etantial reduetioe to the Oo'ftrmente of P'ranoe and Great Britain 1n tbe 

aggregate lllllO'IIDta of their reepectin 1Jidebtedneu to our ~~nt, 1n 

conet.deration of thdr reltnquietaent of 80'ftrei111t7 over their ooloaiee 

ot French and British OuiaDa, and that a further raductioo be granted to 

tMa, u well as a raduetion on tbe dabta of Ba~-, ltalJ'~ Poland, 

Greece , and otber Statee to tb1a country, 1n coll81deratioe of a caab pq­

eent to be made by all of them to the Go'ftniiii8Dt of the 'Netherland•, tor 

the relinquie~nt of Dutch IO'ftreignt7 o ... r Dutch Guiana (kncnrn offic1all.7 

ae Surinam). 

I euggeet tbat tbe three coloniee then be constituted into a ein&lA 

State, the territorial 1ntegr1t7 and inrlolabillt7 of whi ch abOIUd be 

eolcnl;r guaranteed by the principal. Republic• of tbie baiapbare, either 

at the ti&bth International Conference of Alllarican States, which Will ... t 

11t Lima on December 9 , Me\ tor a month or two thereafter, or subeequentq 

1n a epeo1al meettna. 

!'or ten ,.are, I nueat that the New State be goqrMCI by an tnte~ 

national ~11111011 eoapriatna delegatee of the oeeaionar,r ~re, aDd 

ot BraeU, VeDSsuela, Arsenttna, ChUe, Peru, ColOIIbia, aDd of tbe Ollited 

state e. 

Tbia lin State would be t hrolrn open to ret'Qpee of J..ub blood 

troa all o011Dtr1ea, ae wll u otllere ot Jftiah -t.IT, 'llbetber or DO\ 

ot tbe Be'llnor Faith, troa Pale.U. or ell rtwre. 
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'lbe three coloniel caopriM en area greater then tlult of Great 

Britain and France, nth other countries t l.r-. in, all. tccetber. There 

is a coastline o! a th011S&ftd aile a. 'lbe eeaboard ie low, ot course, ll1d 

tbere i.e a coaetal etrip o! !1'0111 1'11't7 to a hundred llilee in width. &t 

most of the territory ie much higber, end there · are broad areas where 

Europeans accuetorr.ed onl7 to the telperate sones, could live 1'airl7 wll. 

'!'here are many natural resources, abundant water . 'lbere ie ~ gold, 

llll1Ch fine timber, good conditions !or cultivating n1bber; the bauxite de­

posits of British Guiana are t he cbiet souroe of our allllllin\8. 'lbe 

present population ie exceedi.ngl7 thin, particul.arl7 in the French and 

Br1 tim colonies. It is negroid on the coast, and ape.reel7 Indian and 

mixed on the interior highlands . 

i2 

It is not to be euppoeed that the Guianae cooetitute a genuine Parediee. 

There would be much el-ntary worl< to do, clearing out malaria and i ts 

f oci, eetting up reservoirs, bospi tele, good roads, l!Tdroeleetric inetal­

lations, and the like. But the Jewish comnunities of the world would 

no doubt facilitate the tuJ.1'1ll..,t or this task. 'lbat i t c.n be done 

will be belined by anyone who has l!een what the Dutch haw dme in 

Surinal:, Curacao, and elenhere in Tropical countries. 'lbe Dutch coloQ7 

lies bet.een the other two, and !or this reason would be indispensable. 

l!ut its incluaion 110uld be desirable , in erq caee, for it ia the aoet 

advanced area or the three. llo small part of the p}\yeical eqa:ipment o! 

the MW State could be turn1ebed ill goode traa Belci•, Ital71 PoleDd, 

Czechoalovald.a, Finland, Greece, and other debtor Statee not t~hee 

poeeeeeing lends in tbat part or the worl.d to be capable of ceeeic.a, qain, 

ill c01111iderat1c.a of m rata !'!!l!!!Jlatios o1' their iDdebtedneee to the 

United State~. 
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ConceiYabl,y, tbe Gonmment of the Oe~ Rdoh could be illYited to 

grU>t reucmabla ~hta ot nportatim of goode for, and on beheU of, 

llligrating pol.itie&l rel'ugHa, in coneidaration of tbe C«DDellation ot tbe 

Gennan indebtedneea on account of occupation costa, and in ooneideration 

13 

of the Austrian 1ndebtedne1111 to this c0111lt17. Eftn t he National Socialist 

regi.Jne coul.d not euceeeatull,y reject such a JD'Opoeal., which woul.d effactivel,y 

sUance ite 1eedera 1 slurs that the Democratic countries talk about tbe 

horrors of Ganol.ll718 expel.J.i.nB the J.,., but do nothing thamealYea about 

it. Germany woul.d havoe to concede the right of the ret'ogeea to take with 

th811\ at least halt their capital, and all of it, it it be less than, say, 

four t housand dollars, f ree of taxation or plunder. 

I feel certain that all Latin Allerica woul.d welcome t be eatabllem.nt 

of INCh a State. I believe tbet Great Britain woul.d be glad to promote 1117 

solution of the Pa1est1nian struggle. France would welec.e the rellet to 

her harraaaed credit, and the Netberlande, having a large Jewish cCimlllllli~, 

woul.d not be a't'erM to a transaction of this sort. 

I need ~ nothing ae to the uttar illposlli.billty of oar collecting 

anything from the debtor countriee. Since I gave Secretary 1/cAdoo, a fft 

weeks after the tlnitad States entered the War, a -..orandua setting forth 

wb;y I felt that the inat!'lllllent whereby the Tar woul.d be brought to a close 

should contain a COI!Jlrehens1w financial edjuatmant 1t wor ld trade were 

not to be dastro,.cl for a ga,.r&tillD thereafter , I bave never ee .. ed to 

regard the Tar ]4bte ae in no aoea an aaeat. 11:r ~r on tba Dr Debte, 

read at New York, Febru&!'T 3, 1921, waa the firlt formal publlcatiClll of 

the CouneU OD Porai&n Relat.1011a, and tM j&ecur_. ot Pomp AU!ir!• 
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In 1931-32, I d1aouNCI, 111t~ ot Hllr'H1 a\ Loadoo, Paria, 814 

Rc.a, tbe daairabili\.7 ot a nduott• ill a= IR ...,- U\an, 5 ~ 

cent ·per 8DDIUI for t.n JWtrt, b7 .U. dab\or ooa\riaa, wi\h • oorraapaad­

iqf reduOtiCII iJ1 the DebWJ end Saator llanb pr-1Nd \o indDM lfr. Boo•WI 

to teka auch an initiatin, but faUed \o do eo. I UDtiCII theM &11\a­

cedanta to re.1Dd ;rou that I ha~ alWIIJW held tha n.w that quite 0111' 

beat policy would be to tm- owrboard the 11hole dao¢11g aaaa ot war 

dabta, and tree our 01111 and the world'• atrocture ot obli«atiODa rr- 'he 

risk of further cMtaa>inatiCD. 

If the Preaidant would take the 1nitiat1Ya iJI propoaillg thia to tha 

world, I aiDoerely teal that the whole nation would back hi& up. '1bt 

people ot this coQJJtq han ne"Nr bean told the t ruth about the 1'ar Debta, 

n&Ml;r, that they cannot be peid unlaaa this cOUDtr:r will teka enough 

foreign goode to enahla the debtors to IM<nlJ"e the dollars to pq the 

debts, and that foreign btlanoea bare oanoot be contieoa\ad bT foraicn 

go..,.r~nta to pq gawwnment dabtll, without at once d1a1n1ah1Jic tha 

purchae1Jia ~r ot tore~ "b!Qwrt1 of oar cCBloditiae. !be people of 

thia country are baaioall;r decent, and they will accept an 1Dtal.lJ4a' 

ar.,aent treat U.. Preaidant. 'ftlay are 1de•11at1c, too, - - now, attar 

all that has happanec!J lllld taldJic tha obauoa to eolw the :laropNn rali­

Jioua paMoutt. b7 a peat ad nata-11Jre daoia~ nald be appzmed 

by t'-· 
!be reaatablU._\ ot collft.__ 1a the wll.ditr fill iJitalnlatiolllll 

fi.Jianoial ~\a weald DO\ be \he leu\ ct \he """~• ct \be 

aHw1•\t.cm ct U. wr debt&, wboaa •s r!cm w aa; """1• -'ltlataa 

a hen7 bUcta' apa .U. t;rpn ct pwh]ic obl.ica\1-. 
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Benjamin l"ranncli.n waa one of the fo~oet artificers of our w ... 

pendance, - bia praoti'~ atate-sbip and adroit dipl.a.aq etancl.i.Qc 

beside that •jeetic -ep of J effereonian politi~ thec>r7, end the -

n1nebing dauntlesmeas of lfasbiJigtoo. "l'ranklin", as a subetanti'fa , 

is derived fr<lft the Anglo Sl!l<on term for a tree citiHn, a borpsa ~vi.n& 

property and engaged in honest production. The name Franklin coul.d 

' readil)- be used as the bade for the name of the New State, for it could 

be Latinized very eaeil;y into •Franclinia•, ~bolliing thus tbe great 

Quaker atetesman wbo courageousl;r labored for the freedol!l of the ~eetem 

World, and the Preeident wbo had the courage to call into being a t.ru. 

~~~ State, of tree citizens, at the same tiM Wlaful..l3 and expeditiouel;r 

get ting rid of an incubus of !'ro&en cl.aime. 

I have onl)- a einoere desire to see thie idea taken up and pl'OI!Ioted 

b.7 t hoee in a position to deal with it. I am not able to undertake ita 

inteneive procotion. I • t!'7ing to c.-pl.ete - eoientitic woric, and 

at the same tiM carry on rq consultathe woric; end there 18 hardl,y tiM 

f or more . I have given a lerp part of If¥ tile for three yeara to balpi.JW 

refugees , and have been eager to 8ee "" .. thing eat going 'll!!ich would bid 

f air to deal with the whole probl• compreheneiwl)-. I seek no glory, and 

do not expect to ba lcnown aa the source of tb1e llllgfll&tion. 

Honorable Daniel Bell, 

Wa.eh1ngton. 

Yours 81neerel;r, 

(S~) Constantine l'cOuira 

!5 
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GUN WII )"BJN'rT AT 

0-2/26117-U-90 

. ;~:· October 1 , 1938, 

mtORANOOil NO, 26 lOR '1m: CJliD 0~ STAn: 

Subject: The preMnt European situation to 
10:00 1..11. , October 1 , 1938. 

G-2 
1111 

General. Situation. l:xcept t or the pereaptory dfllll&nda 
ot Poland tor the cession ot ~achen and t he .ore restrained irre­
dentis t ClellOl'S Ot Hungary 0 the peat twenty-tour hours haTe w1 t­
neaaed delirious popular celebretiona oTer t he aToldance ot war, 
The apontanei ty and depth ot f eeling ot theM Celebre. tiona axpreaa 
TiTidly the terrific strain under 11bl.ch Burope has liTed tor a 
IIIDnth . People eTerywhere epea.lc ot peace haTing came, and, in tact , 
Europe has emerged trom a bloodleu war. This time, by potential 
torce ot arms , Ge~ hea been not orious. There should be no 
illusion about that tact, 

Czeohoalonlrla, as a ~graphic abnormality, 18 about 
to disappear . She alone haa :paid the coat ot defeat 1n terri tory 
and &l.ie.n populations , but Czeohoalonlda ia not tho onl:r detaated 
Dation. Britain and ~oe haT8 paid 1n prestige and, at tho 
-nt, ... to con~ider it a -u. priC41 tor haTing a..-oided the 
penal. tie a or t .ho1r own 11111 t&%7 1nC011petenC41. 

The Czech OoTe.--.nt, and the A.rrf, haYe accepted the 
tenu forced upon t~ with tregio dignity. The preae haa just 
announced that the Polish tenu &lao ha.,.. been eccepted. 

What the future holds 1n the 11117 of poaaibilltiea of a 
general settl-nt ot J:uropean questions, no one can say. It 
Oermaey' a long- range peace tel'lla to be exacted tl'OIIl Buropa attar 
her bloodless but notorious • r are wise and restrained, a long 
period ot peaceful reconstruction 1n Burope may be expected, It 
Germaey conti nues to nurM her delusions of peraeoution, and her 
exaggerated sanae or deatiey, then peace in Burope remains a tenu­
ous thing, It tho grou inequaU ty in the statue ot a...-nt ot 
aajor powrs 1n Burope ia pamltted to continue, part1cularl7 that 
between Great Britain and Oermaey, there ca.n ba oD17 a craT8n 
peaoe. 

' 
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CONEWENTIA.L 

Grw.~ Bri ta1Jl • 
rroa ·~· # lA" don. Beoei YeC1 
12a49 Poll., a.~. 3(1. 

1o - -.una. Det-he -.urea a1rw.q 
uaolert;abn oeti- l~Dnal"-4. 

a-ral tMliac ot alaon llpWrioal reliet 
1.zt. .Ui1:&r7 oirolea oa.b1ne4 with upreu..S. dewiWl­
D&tiOD DOt W be tOUD4 1111pf'&parecl apia. 

It h i.Jatia~ 1.zt. ottioial qoaarten that 
l.aJoce oontrsrla will be plaoed. with 1Ja1~ St&wa 
airono.tt ... uta.crturen aa a reaul~ ot oriaia. 

rr- the Preu - lhla0Dt1.--.t. 

It 1a rel1abl7 reported ~hat tou Cluarda 
IUI4 two liM illt&Atry ba~~iou, ~lac &boat 
5,000 -· will be een~ w Oaeohoelqnld.a w pertona 
polioe dutiee dutac the plebiaoitea. 

PraDo• -
rr- Preu - 'OaoODtinaed. 

Pro&re••i~ ~biliaa~ion ot reeerTiew 
oall..S. ~o aoti~ dutz 1a ~ be etarWd at -· 

Gel'aJ!IT -
rr- the Preu - IJDOoDti.--4. 

!boo tin~ Ge~ troope oro .. ..s. the Oaeoh 
'border t,._ J.u1;ria a~ - o'oloolc to-dq (7a00 Poll., 
a.pt. 30. K.s.r.). Lar&e •-lltratiou .. ,.... -a. 
tor the tllrtber oooupation. !hoe Illte~~i..-1 0.-18-
aion bep.n aeuiona 1.zt. Berl1.zt. OD the aT&Oua~ica IUI4 
allooation ot t&rri~ry. 

!erriwry Io. 1, wbioh 1a ~ be ooo11piad tire~. 
ia a nre~h ro~hl7 70 ldl-wra lq IUI4 15 lcilo­
•wra deep at ita widut po1.zt.t. It 1a north ot L1DI 
adjaoent w the Al&atriaD trontbr IUI4 oollta1.zt.a •1 tber 
Oaeoh troop• nor Caeoh tort1tioat1.,... 

It&lz - Io o~oup. 

CaeohoalOftlda -
rr- tale Preu - 1111oea1ot1..-. • 
.._ t1u1a at 8a35 A.L, on. 1 

CaeohoalOftlda ._. aeoepted. tale PII11U 111ti-

·2· 

OONFIDBNTlAL 
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OONE'IDENTIAL 

-tim resa~ the Teooban area. o .. oh troopo 
11'111 ake a tobn naouation thh atterDOOD. 

Oeneral lrejoi. Oeeoh Cbiet ot Statt 
n:borted the &l'IQ' b)' radio to obe;r ordere. 

Polud-
Prca Waraaw thr\l State Dept •• 
ollllt 9 •00 P.x •• Sept. ,o. 

Polud bao to.-rcl.d to J'ncUe a DOte d-nA­

ill& taTOrable repl:r b)' 11.0021 Saturcla:r to tollowiJI& a 
(1) OOO"P)' TeoobeA b;r S~t (2) oooup:r other dia­
trloto 11'1tb1n 10 da;raJ (:~) plebiaoite in other 
Po1hh population areu. 

Frca ll.A •• Polud. Sent 1•09 .l.ll •• 
Ootobor 1. 1938• 

lJDleu Poland reoeiTu a t aYOrablo repl;r to 
her ults-t ... b)' 11.0021 Ootober lot. ohe threateno to 
ooouw Teoohen on Ootobor 2 . Ruoaiano are dh­
oountod b;r Pol••• 

amerz-
Froa Bwlapoot thr\l State Dept . 
Sent 10,00 P.w •• Sept. 30. 

l!lmpr;r h prepared to -.lee a two-point de­
~ tor oeuiono traa O&eohoolonlc1.a. 

General Fiooher • Chief ot General Statt • re­
aisned and h euooeeded b)' General Worth. It ..... 
to ban b .. n duo to differeDOioo in ailit&r;r polio;r • 

- 3 -

OONEWENTIAL 

.. 

• 
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HMJr : 

Jesse 
Jones: 

IU&Jr: 

J: 

HJ&Jr: 

J: 

HMJr: 

J : 

HliJr: 

J: 

HMJ'r : 

J: 

HIIJ'r: 

J: 

Hr.tJr: 

J: 

HMJr: 

J : 

RliJr: 

Hel.lo, J esse. 

Hello 1 ReiU7 . 

Row are you? 

All right. 

Good. 

Saturdq 
October l, 1938 
101.54 . .... 

Henry, I wanted to talk with you - ah - before 
you settle a definite plan about the approach 
to this California situation. 

Yeah. 

And, 1t I may, I 111 come whenever I ma:r. 
Why I thought it was au settled yesterday 

Well, I know, but -this fellow•s · - we1ve 
got t o sort of hold t h is fellow's hand a l i ttle 
bit and I want t o talk with you before I talk to 
him. F1eishhacker. 

Oh. 

And then ther e are some things about i t that I 
want to explain to you. 

Uh hub. 
I 

That I have not -/haven't had an opportuni ty . 

I see . Ah - where are you now? 

I'm at ~ office. Be's fixing to go this after­
noon to - to California . 

!S 

Yeah. He dropped in here 11ben W'8 were all ~~eating 
and -

Yeah. 

And came Jr. and said he was going. 
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HJ&J'r: 

J: 

BI&J'r: 

J: 

H'IIJr I 

Bl&Jrl 

J: 
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So that ah - I thought I'd like to go over it 
with you. 

o. Jt . 

- before we - so I could - 11• supposed to 
see the President at ah - tor five •tnutes at 
eleven twenty-five. I could coM b7 there the 
1t that would suit. 

You aean coae now? 

I guess - I'd need a little more time than 
that 1 Henry, I th:lnk.. 

Well, pertect]J' trllilkly, I'm waiting - I'• 
expecting a message from the White Bouse end 
the minute I get it I want to leave town. 

Oh, you're going to leave town? 

The minute I get ·it. 

Well then I'll come over there now, suppose I 
do that? 

o. Jt. 
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James 
Farley a 

BIIJr: 

P: 

m&.Tr: 

F: 

Bl&.Jr l 

F: 

R.w.Tr : 

F: 

F: 

F: 

RIIJr : 

SaturdaT 
Octobar 1, 1938 
11121 a ••• 

I'• a l ittle bit peeYed with you. 

What? 

l' m a l i ttle bit paned with 70u, 

Why? 

I thought y ou' d at least wire me of whet 
happened in Rochester. 

Do 70u aean congratulating you? 

I ' m only kidding, but what did you thinlt of it? 

Well, I owe you a package or gua, don ' t I? 
No, you owe mel 

What d i d I bet? 

Why you bet me a package that you'd get Wagner 
to run for governor , 

Did I? Well I'll lose t hat package. 

Yeah. 

With a great deal of pleasure. 

Well, I congratulate. you. 

lla1"be - maybe you won't IIB.ke ae pay that because 
Wagner' s name was never mentioned. 

(Laughs) I won't make you pay i t . 
gratulate you; you did a swell job l 

Well, ah -

But I con-

And I don't know how much help you got tro• down 
here -

Bone at all. 

Well, that 

18 

.u a •tter or tact, to 7ou, jn the .,st ut.,at 
confidence, that •• tbe one tbiq that would ltlll it. 
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811Jr: 
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HI!Jr : 

F: 

F: 

HWr: 

F: 

HMJra 

F: 

HMJ'r: 
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I see. 

That's only for you, brother. 

I get you. Hello. 

Yes. 

I - I get you. 
I 

I don't - I didn't know; 

In other words, between you and me we were 
afraid that even a telephone call would co11e 

19 

in. I - I couldn't - there isn't a~boey 
else in Washington I'd tell that story to but 
you, because you and I understand that situation. 

Yes, we do. - I think you did a swell Job. 
I wa s terr!bl.1 worried. 

Well, you 111 never lmow, Henry. When I see- you 
I'll talk to you about it. 

Yes. 

She - I rea11Y feel terribly sorry tor Mrs. 
Lehman. 

You do? 

Now I S!V that honestly . 

Yeah. 

Now no -
there tor 
felt . 

Yeah. 

she certainly l ived a terrible lite 
those few days because I know how she 

And it 1 s hard to argue when the personal ele11ent 
1s involved to the extent that it was there. 

That ' s right. 

But -be was all right and he1 s Just u overJoyed 
and happ,y as he could be and he1 s a1l set} he'• 
llllde a good speech ot acceptance - anl¥ about 
eight ainutes but he carta1nly l&7ed that other 
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HIIJr : 
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F: 

JD&Jr: 
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fel low low . As Charli e McCarthy would saJ, 
he mowed t hem down. 

That's r ight . He ' s got -

He made a hell of a speech and h~1 s Jus t as 
enthusiasti c as he ever was 1n hu life. 

Yeah. 

So that means that we ' ll have a good campai gn 
and our troubl es are over here and i t will have 
a wholesome effect on t he party in t he nat i on . 

That's right. 

Because i t mi ght look as if this fellow here -
this Gallahad was just going to walk awa1 with 
things . 

That's r i ght . 

Well, all right, young man, 1' 11 be seeing you 
soon. 

Ylell , I congratulate you • 
. 

By the way, I see that you' re having some moves 
around your establishment . 

(Laughingly) Yeah. Well, I t h ink we are and -
ah - this !$ just for you, see? 

Yeah. 

I went to see t he President Wednesday night . 

Yes . 

And told hi m - hello? 

Yes . 

- what I wanted to do in regard to Diggs and 
in regard to Oppegard. 

Yes . 

20 

And I t old him llhy I wanted t o do it - on account 
of that serious s i tuati on out there and that 
Delano had asked IH to do it. 
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Yes. 

So I said, "Jiow, this is what I want to do on 
Saturd&7·" So, the Preaident said - he 
questioned me and he said, "All right, go 
ahead." So Thursd&7 I got Leo Crowl~ to haYe 
a board meeting of himSelf and one of his other 
fellows and they decided they can take Diggs 
and Oppegard until the first of January. 

Yes. 

So that the two fellows would haYe a chance to 
turn around . 

Yes. 

I wanted to be t a ir. 

That ' s right. 

'21 

Last night I get a call from Steve Early - what 
was all t his about Diggs - the President never 
heard about i t. So I sai d, "VIell, wait a minute, 
I'll come over." Well1 by the time I 1d try to 
get over there they ciU.led me not to. I got 
over there and they said, "Oh, yes, the President 
remembered." 

Yes . 

So ah - but that situation, as I told you before, 
is even worse than I thought i t was. 

Really? 

Oh, yes . Yeah. 

Well! I 1 11 glad you got on top of it before i t was 
too ate. 

And - ah - God, we don' t want ~ really maJor 
scandal in this Adllin18trat1onJ And ah -

Well, I•d hate to see it happen around ~bing 
that you ' d have anything to do - realizing your 
sincerit;r. 

Yeah. And 70u can' t .-Jte a 110ve in t he Col1Ptroller1a 
offi ce without it leaking out. 
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22 
- 5 -

I see. 

And it•a just like a aie•e. And it -

Wel~, when a situation like that presents itsel~ 
a ll&jor operation 1a al'WlQ'a necessary. 

Well that ' a what I sa14. And I - I went o•er 
every itea Wednesday night with the Pres14ent 
and he approved everything. So I'm just sitting 
here. I was going to go home last n ight and here 
I am s itting - he's going - he was going to see 
Diggs at eleven, see? 

Yes. 

And l'a s i tting here waiting. 

I see. 

So - ah-

Well, good luck to you. Br the way, I think 
what's happened abroad will temporarily at 
least - bridge the situation. 

Yeah. 

Whan we' re down to the 
~or t he moaent -

AU right. 

to speak politically 

It will go down to our President's position and 
popularity in the country and it won't be detri­
•ental to the Democratic ~ause. 

You're getting to be quite a apeecher. 

Beg pardon? 

That's quite a speech. 

Well, I sit along s14e o~ Ickes at the Cabmet 
meetings and I get t'hose thoughts troa hia. 

{Lauch•) Well, Jim, the ~1rat tlae 7ou're coamg 
down gi•e ae twent)'-~our boura notice end we'll 
have a little banquet. 
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I'll try and do that, because I do want to tell 
you some - there were really some - I'll give 
you one line that's priceless . 

Yeah. 

Of cou.rse there were a11 kinds of arsu-ents -

Yeah. 

23 

- offered to Lehman as to why he should take it -
and many of them sincere and many of them probably 
were boys who were putting on an act. 

Yeah. 

But the prize one to me was Ed O'ConneJ.l telling 
Lehman -

Yes. 

- that he couldn't prevent his delegation from 
going to Lehman no matter what effort he put forth . • 

Yes. 

All said in a serious way . And I went out - and 
when he lett the room t hat night and went outside 
I said, "Ed, I'm amazed at the statement you made 
in there." And I tried to be serious, see? 

Yes. 

And he said, "What statement did I make?• -
"Why, the statement that you couldn' t control 
your delegat ion. Are you getting soft and are 
you slipping to the point •• ·" 

Yeah. 

• ••• that you don' t put anybody- that you put 
anybody on the delegation that would run off 
with you?• 

Yeah. 

And he looked at me and with a twinkle in his 
eye. •Jill, • be said, • That conditi on could 
happen with Lehaan despite the tact that we 
don ' t put anybody on that delegation tar -
been re110ved tar b!!fond Couzens. 
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BJIJr: 

F: 

Bli.Tr: 

F 1 

HIIJr I 

P': 

H.IIJr: 

F: 

I• that richt? 

(Laughs) 

- 7 -

!hat's yer,y a.ustng. 

It was very !lmll7. 

Wel l , I'm anxious to see you. 

I'll tell r ou all about it. 

Congratulations . 

Thank you. Goodbye . 
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BKJ'r: 

Opera tort 

HIIJr : 

Joseph 
Alsop: 

HIIJr: 

A: 

HI&Jr : 

A: 

.BliJr: 

A: 

HMJr: 

A: 

A: 

Bello. 

llr. Alsop. 

Hello . 

' 

Saturdq 
October 1, 19.38 
11:28 a .m. 

Go ahead, please. 

Bello, llr. Secretary. I hate to b other you, 

sir, but there are two or three things in thia 

spending business that - that I have to - I'd 
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like very much to clear up before I get ~ article -

ah - finished. 

I'll do the best I can. 

Uh huh. And the first or them in this, sir. Ah -

I hate to bother you about it except that it' s in 

the middle or the Eu.r opean cr1818 I can hardly 

bother hilll. And that is the - the - ah - as I 
understand it, Secretary Bull - ah - had something 

to do - llr. - ah - Berle said that he and Secretary 

Bull had something to do with spending •easage and 

the fireside chat as they were finally written . 

Bow I have heard from various people that he was -

(coughs) ah - so to speak, working with you in a 

mild way through the earlier peri od . And I wondered 

it it we.re safe to say that. 

Who, llr . Bull? 

Yes. 

Ho. I had no direct contact with him on that . 

Ah - as I understood it he was advising the Presi­

dent against either a very radical resort to 

spending or a - or a - any other very violent 

move during that depression period. 

How, wait a lllinute. I - I've got to be very careful. 

Yeah. 

Ah - I said I had no oootact with -

I understand that 7ou might not have had aDT 

oootaot with him but I wondered -
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BIIJrs 

A: 

BII.Jr: 

A: 

BJIJr: 

A: 

HIIJr: 

A : 

EULTr: 

A: 

!II.!Jr: 

A: 

B.M.Jr: 

A: 

RIIJr: 

A: 

m&.Tr: 

A: 

BIIJr: 

. - 2 -

lifo - no -

- whether I'd be right m sqing that he was 
advising the President along that lme. 

be 
lifow wait a •1nute. I want to/ very caretul. 
I want t o withdraw that raark, see? 

Yeah. 

But, what I want to say - what he was advising 
the President I don't know and I'll tell you why. 

Uh huh. 

The wee:; before that his •essage went up I was 
down at Sea Island, see? 

Yes. 

And I only returned on that Monday night. Bow 
I know I've heard that the State Department had 
•essages snd all that, you see? 

Yes. 

But, what they said or what th&f d i d or what was 
written was, as tar as I'• concerned, all hearsay . 

Yes . 

Do I aake .,-selt clear? 

I see. Well, ah - that hearsay -

I - I don't - I understand that they 
were working on things tor the President but I 
never got it direct. 

Yes. That hearsay would, however, contir• ar 
iapression, wouldn't i t, sir? 

It - it would cont1r• it as tar as what llr . Bull 
.ay or aay not have done. 

Yes . 

But I can't tell you what he did or didn't do. 
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HMJr: 

A: 

!IJ&Jr: 

A: 

IUIJr: 

A: 

ID&Jr: 

A: 

!IJ&Jr: 

A: 

ID&Jr: 

A: 

A: 

BlLTr: 

AI 

- .) -

I see. I understand perfectly. 

Does that - does that make it clear? 

Yeah. I understand perfectly, air, that you 
have no direct knowledge of it but that your 
understanding by hears~ is about the sa~~~~ 
as mine. 

Ah - that he was interested. 

Yes. 

But just how far or what form it took, I don ' t 
know. 
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Well, I understood - I understood particularly 
that he was responsible for the remark which I 
think was 1D the Fireside Chat - that ah - that 
everyone has .ade mistakes - to be r ather con­
cUiatory - and -

Well I - I can't help you out on that, sir . 
I don't know. I never saw - it there was a 
Bull memorandum I never saw it. 

Ub huh . Well, that was - that was, however, 
the least of ~ troubles. (Laughs) 

Ub huh. 

Ah - then -

I was being scrupulously careful . 

Ah - Well, that ' s just what I wish everyone 
that we ask questions would be. (Spoken laughingly) 
(Laughs) 

(Laughs) I llaven't got ,_, - ah - diary 

And it's a great deal more than most of thea are . 

I guess Bob Kintner told you I re - I used 
-r diary when be was here. 

Ah - then, another thing, sir . I found it in 
Bob ' s - ah - in the me110randua that Bob .ada 
for me of his talk with you. 

' 
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81&Jr: 

A: 

B1LTra 

A: 

HIIJr: 

A: 

BIIJr: 

A: 

Bl&Jr: 

A: 

BJIJr: 
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Yes. 

Ab - a mention of conferences in Pebruary .nd 
llarch when the question or p1111p priming -

Yes . 

- first began to be raised in a seri ous way. 

Yes. 

How, I wondered just what those conferences were 
and where and who participated 1n them. 

Oh, gosh, I gave tha t to Kintner in the greatest 
detail, and t old him all about - I haven't got 
i t here. I mean I gave him the dates and the 
place and every - and the names and everything . 

Well, the only conferences that you gave h1m1 sir, 
I think, were talks tha t you had with Aubrey 
Williams about addJ.tlonal money tor relief. 

Yeah. 

And I rather g a thered from his language; perhaps 
I'• wrong, tha t there were at the same time, oh -
White Bouse conferences which were 1118Jltioned 1n 
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a general way, 1n which you - you pressed the 
point that dJ.rect pump priming through public 
works was not the b est way to do the thing because 
it was like}¥ to throw the recovery 1 1t there was 
one, out of kilter. And I wondered just when those 
started and -

Well I couldn't do it over the phone. It took me 
an hour and a halt t o dig that up for Bob Kintner 
and he took - he asked me could he take notes and 
he did. 

I don't think he - I don't think be got t hose 
particula.r conferences because he 1s a r ather 

. carefUl memorandum writer and he- he mere}¥­
he merely got your s tand at t hat time. 

Well, l'a sorry- I couldn't co :Into that oTer the 
phone because I haven 1 t got the -terial and 
frankly I couldn't do it this .orn1ng. 
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BI&Jrl 
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BliJr: 

A: 

IDIJ'r: 

A: 

HI&Jr: 

A: 

Bl&..Tr: 

BJI.Jra 

- s -

IJh buh. 

But I - I spct an hour and a halt with Bob 
and gave hill enryth:ln& I bad. 

tJh huh. But - but - just as 7ou ra.ellber it, 
sir, were there - were there White Bouse con­
ferences at that time? 

Listen, I gave him everything that I bad. 

Well, (Laughs) I'm mre he wouldn't have lett 
out 8J11thing, sir, and I wondered 1t )'OU just 
reHmbered. 

lo, I -

IJh buh. 

I can't reaellber thia 110rning. 

_. aeaory 1s very weak this 110rn1Dg. 

(Laughs) Well, ah - it 1 s awtul.ly illportant 
to 1118, s ir. I - I aean, 70u J1!!! surely re­
•~mber whether there were -

lo, I can't this morn:tn,. 

(Laughs) 

I'• very sorry. 
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(Laughs) And there was one other tb1ng, air, 
that - ah - there were two other things that 
interested me. One was - ah - we had a atory 
given us b7 someone else - ah - one or the peopla 
who waa there incidentally. That on the 31st or 
llarch - ah - W~Q"De Taylor, whom we've tried to 
get hold or and who hasn't bean here, and Berle 
and Ronald Ransom aet aa the representative• or 
7ourselt and ah - and ah - l:r. Bct.:les; and I 
suppose Berle was just tbere as a sort ot a -
an addend11a - ah - and then decided - that •• 
ot oo~~rae attar the R.P'.C. lending bill had cone 
to the HUl - ah - then 4ec14ed that pu.1111 pr11l1ng 
was inevitable and that it ws no lancer to be 
opposed. And - ah - it sounded pretty tisl:f'to 
ae, trankl7. 

Well, WIJD.e tqlor 1a back in his ott ice r jpt now. 
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A: 

BIIJr : 

A: 
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BIIJr : 

A: 

B.I&Jr: 

AI 

B.MJr: 

A: 

AI 

BIIJ'r : 

A: 

- 6 -

Be i s? 

Yes, he is. 

Oh. Well, I ' ll give him a ring about it. 

And -
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But - but that would repre - that would have 
represented, you see, a very marked change 1n 
your attitude before the President 1 s return from 
Warm Springs . 

Yes. 

And I wanted to check i t part icularly with you 
because it would have meant that when the Presi­
dent returned from War111 Springs you had changed 
your view on pu.p priming . 

No. No, I - No -
I thougnt -

I-I- DIY- as to how 

Your feeling was quite consistent from first 
first to last . 

From first to last. And I gave what ' s his nall8 
all the references and everything else, and DIY 
public uterances on that. 

Yes. And - and then, another thing, s o that -

There i s a memorandum on that meeting which you 
11entioned. 

Wbat 1 s that, sir? 

Wayne Taylor has a me111orandum on that meeting. 

On that meeting of Berle and Ronald Ransoa. 

and hi iii.Self. 

Yeah. 

Be wrote a aemorandua on that . 

All right. Well, I'll call up Wayne about it then. 
And then, one other thing, sir. Ah - as I under-
stand it, when the Pres:ldent got back troll Wara 
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KMJr: 

AI 

BAIJr: 
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HIIJr : 

A: 

BAIJr I 

A: 

B11Jr 1 
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Springs t hen - ah - he was pretty well de­
terlllined to spend and - ah - ah - I've been 
told that he - ah - asked you to - and this 
is the part of the story I don ' t think you got 
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to wi.th Bob - that he asked you - a h to stra1.ghten 
the sort of general ptogr&lll - the deta Us or the 
program - out wi.th Mr . Wall ace and Mr . Hopkins. 
And as I understand 1.t there were talks between 
the thr ee or you at that time. Mr. Wallace and 
his subordinates had prepar ed a r ather dashing 
k ind of spending program with several new kinds 
or projects. And Mr. Hopkins, or course, wanted -
preferred, as I understand i t, P.W. A. and W.P.A. 
spending t o any new departures . And you were 
in the mi ddle straightening the thing out . And 
I' ve been told that those talks went on for five 
or six days there. 

Well , I - I' m being honest now, as I try usually 
to be -

(Laughs) I know you do. 

:t\h - w1. thout looking up lilY diary I - I just 
couldn ' t tell you. I - I don ' t it isn' t clear . 
I mean, these things that - there's so much 
happens m a day I - I just can 1t remember. 
I don't remember . 

You don ' t -

I - I remember that Wallace had a program. 

You remember that Wallace had a program? 

Oh, yeah. Be showed it to me . I remember that. 

And that program did not go through, of course? 

No. 

And - ah -

I know Wallace bad a program. 

The - the - the questioo in 1111nd was whether ah -
I was t old that you were comai.ss1ooed by t he 
Pr es i dent on hi.s return from Warm Springs -

Wel l, I can't reme~er that . I mean I honestl7 
don ' t r emember. 

Regraded Uclassified



AI 

1D1Jr1 

A: 

IDIJrl 

A: 
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AI 

1D1Jr1 

AI 
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(La\llh8) 

low look, the White Bouae 1a oallinc • -

.ll.l rilbt, air. Well, I won't bother )'OU 

IIDT -

I'• aorr)'. But it' a prett)' bard to do that 011 

the phone. 

I won't bother ;rou UIT further. I thQUcht )'OU 

aicht reMJDber ao11e ot those thine• ott hand. 

lo, I don't. 

ThiiJlk )'OU. 

I'• -
Goodbye. 

I'm aorey to botlaer 7ou. Ooodb7e. 
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1\C 

SEcretary of 3 tatE 

I 'as~in :;ton 

1112, Octobe r 1 , 1 p . m. 

G'lAY 

LON~N 

DatEd OctobEr 1 , 1~58 

:lEc 1d 9:30 a . m. 

FO:-: '_':":C.S"JRY ?.1011 B'J'I'TE!l K :-;-_':" :. 

One . Tl~ dollar opEnEd at ~.82~ bid and wEnt to 
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4. 81 5/~ P.t uhich point arbitra~Eurs cam£ in to bUy dollars 

bEforE c old fixing and thE rat7 tovtd to 4 . 82 3/8. It 

is now closin:; sttady at IJ. . e2?t. As compe.rEd with prtvio\lll 

da:rs of t:\i3 11E El< tll£ velum£ of' t l•Qding was small, only 

120 bars nErE sold at 60ld fi~inu at 144 s~~llings , 

1~ ryEnny. ApparEntly son£ arbitra~turs arE s~ppi~ 

witlX>U'& '.>ot2!:rin3: to covEr t hE ria!< for thE ;>ricE is at 

ti'-E old parity shipping ratE 34. 77 excludin:; th£ risk 

inst~rancE c:~rgts . 

ThE franc is btin~ fai rly ~.:Ea\•ily sold anti. th£ t··~EE 

tnonths re.t£ :~s movEd out to ~. m.:\1 ~li~h lE vEl of 7 5/C. 

ilEports fran ::>aris rEach tb.£ C,.t'y tl:ct tl~E Frt noh fund l!a8 

only sanE fivE milliards of' ~oJ.<". am th:'.t DaJ.aciit:.• m:~y 

havE to facE anothEr Parl1amtnta:,7 criois arisin3 out of 

both hiS f OI'Ei$Il and hio f1n&ncial poliCiES o 

T\70o 
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l!C - 2- .:11112 from Joondon, Ootoi>tr 1 , 1938 1 p . m. 

'c'\'10
0 

T::F. Ltost rEli ablE EOt :..I.IO.tE availablE placEs 

thE co~t t o t hE 3riti~h GovErnmEnt end thE l ocal authoritiEs 

for air reid -grEcautiona tolctn :('Ol' thE civil population 

d\ll'ln:; t' E ~ot tno WEEk:J a t ab·1Ut pounds siXtEEn milli on. 

"o rE) :..cbl~ :7i.:;urEs erE avail c.bJ.c for t !'E nnvy, army or 

:11r forcE o·:t t !lE current co t iLW.t£ of en cdditioncl po\:nd3 

t e n ~:~.llion to :>ounds fourtEEn ;dH i on i s t houSht by t l:.l: 

EMbacn~ .. s .'.::"P"; cn•1 Na v!' nttno~co •. s not far from thE r.~erk . 

~Tot ell of t 2 in E:r.prmi t\·.r E "ill , of c curSE , be a d EC.d 

looo c.l1(1. no ,\ou~)t aoot of !l.t oc.n b e aboorbtd in thE currEnt 

~~~'""-· . .A~'¥;: J:n t!1E C<'l'o.ll'tl E of. t. cC.O\\C. l convEroc.tion, 

thE c.ct:..n:; ~~·Ench finc.ncinl c.ttno!\E E:tl;)rEG:It c'. thE opini on 

thc.t t:~ co:~:clponding l"l'Enc:: E ::.ltn ditw•ts "' O\•~d b E 

ooi'IC~:::.:·~ l Eon alti:ou~ thE t ::t tnt oi' t l!E prtpc.ra tiono ci~t 

have bee!' ::;reat£1' b ut hE c.dclEd t:.r.t c o much &tpEndEd on t h E 

b oo!:ktepin :; Ju:t!:lorl of canput~.t~. on. 

I \ 

\ 
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PAJUPIRAU OJ !KLIIIWl UOIIYD 

ft01l1 Aller1oaa ....._ •• ,., fa:rh, rraaoe 

DA!ZI October 1, 1938, llOOII 

IO.I 1811 

ntca COOIIl.U. 
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!hh aorn1ng ~here 1e a repoH 1a .a.oao• KOO.OiliQB 

~hd 1t h bel1ne4 ~ll&' 11hen ne rrenclt. .Parl1.._, coa••ee 

next !Uea4&y 1n special aeaa1on ~o paaa upon the po11o1ea 

which ~e Go<rernaen~ followe4 in ~he in~ernaUoaal cr1a1a, 

~ere will be pu~ before . 1~ fiuDoial propoaala 11h1ch 

are neceaa1~a,ed br the reperouaaiona of recent nenta Upon 

t he f iD&AOea of the ooua•rr· !lt.e repor~ a~a~•• 'hat ~he 

Fillance 1111n1a~er will present ~he prepoaala ~o ~e Oab1aet 

at half-paat nine on !Uea4&y aornillg, and ther will be 

depoaUed with t he Cbaaber after the Council of Jlillliatera 

haa appro<red th•. 

In the aaae 1uue of AGDOJ: J:COIOJII~UJ: U 1a ••aud 

that <baing the aeooDCl half of Sept•ber or41J!.a1'1 aa<rillp 

banlta withdrew hoa the Oaiaae dea Depoa1 ta at OCDaigD&UOIII 

oue billion hanoa, and depoaUed wi~h U f1fi,-.ip~ 

a1111oa naaoa. 

DD IKO!IOI OD. 

BULLift. 

IA:Ln· 
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aJOtiOI no. 

!!lia •n1•& I talkH _,. hl_..o w1 n Raeff of ~o 

naanoo K1AlatrJ'. I aake4 hia uou tu t1rat of tho 

3S 

u .. a.t1oae4 a-OYo. Jlo r~~pl1e4 that u ,.n JIUohud••• 

Kiaiater of naaaoo, hal. uot told h1a nat plaaa U.t 'b .. 

4eo1de4 111p01a; Jllaetf pr.-1ae4 that aa aooa aa lt.o ..-ld, 

ho w01Jl.4 1afora ao &'bout th•. 

I &lao hal. a tau: w1 til .,. fll:1a4 1a tho But of h'uoo 

at twel•o ao.a. J11 tried. •tt that aoUher lt.o uor tile 

Gonrur taow of u:r fiaanoial Mcl1a1oa haTiiiC 'bMD takea. 

If U hal. 'bMD aeooo.UJ' te U.To .... :ral h'eaolt. ao'b111aa­

Uoa, ho aaid that th.,. would h&To pr-,u,. lavaolt.H 

a 'b1& pUblio lou. 

liD a~Gtior no. 
BULLift 

' 
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P.Ul.UBU.SI OF TILDW.! RJ:OIIVJ:D 
SEO'l' ION THREE, 10. 1- OF OC!GBa 1, 19!1, noll PAJlU 

xr 1%1.-4 thiate tb&' 1a ~ ob•nc•• eitua•taa 

publlo u:peaeee au oal.J 'De an bf u.e l'ate draw1ac oa 

ne 8aDk of J'raaoe. n 1a hie belief tb&• ParUe•n• 

•1 be aatecl t o enlarce authorur for euo.ll. drawiq. 

I repe:r•ecl 1D ., teles:ru lo. liM ef Septeaber !0 

~a• u of Septeabl:r 88 the aa-i for 11h1o tU State 

ooul4 draw oa the BaJI.k of J'r&DOe .11&4 belli. rlduoecl •• 

37 

'f 1/8 b1ll1ea truoe. liaoe the 88D4 of Sepiaber e:~p•eea 

la&Ye beta • cr•• u4 rill eo ooatiaae while euoh a larp 

n111ber of •• ie \lllder arae. !11.1 fruo will D&~llJ 

beY I to b~ aore pr11n.r1 W'1 ~ the OOTer••t eMH8C 

euthorttr for f11r•ber borroria& at the Jlaak of J'ralloe. 

The Briiiell. ooDtrol by Dooe. tocSar ... laad 'Doqll.' 

:ao aillloa traaoe offerecl 1D Lolldoa froa 81tUaerlaa4, 

operatia& for •b• :rreao ooatrol. 

DJ) IIBUQI, 

BULLIU. 

' r . 

-

' 
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REB 

Stcrttary of Statt, 

Washington. 

751 Octobtr 1, 11 a . m. 

GRAY 

BErn 

DatEd OctobEr 1 1 19S8 

Rto'd 12:51 P• m. 

Dtpartmtnt 1 a 52 1 SEptonb tr 28 1 2 p . m. 

ConsultEd National Bank authoritiEs at first 

38 

opportunity. Ltarn that Swiss stock ExchangEs would 

bE closEd immEdiatEly in Evtnt of gEnEral war; that 

Switztrland would avoid taking initiati vE i n imposing 

grotral EXchangE rEstrictions in viEW of importancE 

of rEsourcEs abroad and dEsirE of authoritiEs hErE to 

maintain libEral monEtary policy and avoid risk of 

provoking or Encouraging rEstrictions by othtr 

countriEs , EspEcially UnitEd Statts . It was enid 

that Notional Bank could losE thrEE hundrtd to fivt 

hundrEd million france forEign EXchangE bEforE bdng 

~acEd with nEcEssity of rEstrtottone. 

No oonsidtration givro to any plans or liquidati on 

Swiss holdings of AmErican BEOuritiEB for thE rt&BOD 

that any ntoEeeity thErEfor might ariet only after 

ytar at ltaat or war. Thdr aaount ia utiaatld to 
aoud 
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REB 

2-#75, From Btrn, Oot . l , lla. m. 

cxottd fivt billion Swtss franos txol~ivt of non-Swiss 

oapital in holdings Swiss banks and invEstmEnt trusts. 

Swiss National Bnnk rteouroEe in thE UnitEd StatEs 

approximsttly onE billion Swiss franos including sEvEn 

hundrEd million francs in gold and thrEE hundrEd million 

in dollar txohnngt. Banks policy is to maintain its 

holdings in thE Uni tEd Statts at about this lEVElo 

ThEsE funds considErEd sufficiEnt in thE EvEnt of war. 

AuthoritiEs nlso btlitvE thErE would bE littlE diffi­

culty in floating Swiss loan in thE UnitEd Statts 

aftEr outbrEak of hostilitiEs if suoh coursE wtrE 

dEsirablE in viEW of Swiss GovErnment ' s high crEdit 

standing. 

HARRISON 

RR 

• 
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PARTUL PARAPHRASE 01 Tli:LiGIWI RIOEIVED 

J'l!Oll: American Emba.esy , Berl i n 

DATE: October 1, l p .m. 

NO. t 15 

FOR THE TREASURY J'JlOY HEATH. 

Information is a.s yet lacking to measure the hea-.y 

strain put on the government finances, monetary and for­

eign exchange reserves by the military preparations of 

the last weeks and days. ·There wa.e undoubtedly oredi t 

and monetary inflation as indicated by the Reiohsba.nk 

statement for September 23 which showed an increase in 

total ourrenoy circulation to S,7S6 million reiobsmarks, 

as compared with 8 ,117 million reichemarks on Auguat 23 

and 6,564 million reichsmarks 1937. Ths Reiobsba.nk bill 

and check portfolio stood at 6,547 million reichsmarks, 

40 

as compared with 5, 790 million reicbsmarks August 23 and 

4,762 million reiohsmarks a year ago. For the first three 

weeks of September only 13~ of chargeable Reiohebank credits 

were repaid, as compared with 66~ for the first three weeks 

of August and 91~ for the first three weeks of September 

1937. 

In August the excess of imports over BXPorta was 64 

million reicbemarke, whereas i n July the deficit was l ese 

than three milli on rei ohamarka. 
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-a-

It is not denied at the Reiohsbank that a decrease in 

foreign exchange reser.es occurred, but it is insisted 

that their position is not a dangerous one . 

The question of the extension of German monetary and 

banking syst1111 to the Sudeten territory which Will be taken 

over ie being aotively studied by the Reiohsbank . As yet 

no decision has been reached ae to the rate at which reiohe­

m~rke will be exchanged for Czech ourrenoy to the population. 

However , it wae indicated to me that an arbitrarily h igh 

rate will be fixed to bring the low prices at present pre­

vailing in the area in line with the artificial German 

price level, and • for so dial reasons•. Whe t her to try to 

arrange for Czech banks to maintain their branches in the 

Sudeten territory or have them taken over by German banks 

is a question which is being debated. It is thought that 

branches of the purely Czech banks might be taken over, 

whereas certain so-called "international" Praha banks 

would be encouraged to maintain their branches. It ie to 

be noted that an .Ueatian bank still maintains a branch 
a rrangs for 

in the saar . TO/continuance of banking and credit in the 

SUdeten area will be IIIUoh more diffioul t than 11; wu for 

Austria after the ansohlua. This is because the osntral. 

offices of the banks now ser.iiig the Sudet en area will 

have their location in a foreign oountry. 

The taking OYer of the area Will also cause a new 

Regraded Uclassified



. . 

42 

-3-

•standat1ll1 probl• einoe the tenile and other induetriee 

have foreign oredi t linea. The Reiohabank ia of t he opinion 

that these are mainly Iuropean but stated t here ma,y be some 

American orec11ta for cotton. 

It is admitted that taking over thie area meana an in­

tensification for eoM tiae to oome of the Reiohe f ieoal, 

monetary and foreign exchange problema . The export indu&­

t riee in the dietriot fail i ng large subsidies will han 

to raise their prices once they are geared into the Reioha 

pr ice system. J. large part of the ealee of SUdeten induet ry 

was to other parte of Czechoslovakia. I t will be admittedly 

difficult fo r Germany to incr ease its impor t s from Ozeoho­

elovakia and if t he Sudeten faotoriea keep up their ahipmenta 

to that oountry there will be a wrplu a of German blooll:ed 

funda in Ozeohoelovakia. 

\'lhile the new area haa only half the population of 

Austria, the Reioh is f aoad with relatively greater capital 

and relief eXPendi turee . I t ia eta ted that the general 

economic conditions are worae than that of .Austria. lvm 

during the .&ustrian :&mpire the district ,... not favored 

as regardB Government eXPendi turee nor baa it been under 

Ozeoh rule. J. large pan of the 1D4uatr1al equipment i s 

out of date and the oharaoter of produoUon IIIUBt be changed 

to meet the requ1rBIIIente of the German market . 

'IIL801. 
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EvidEntly timEd to takt advantagE of thE popular fttling 

following thE SEttl Em tnt of thE Sudtttn qutstion thE 

O<.rman GovtrnmEnt announcEd on OctobEr lst a 4~ long 

tErm loan of 15, 000 million rEicbmarks at 98 3/~, thE 

largEst pEacE t1mt loan announctd in Gtrman financial 

history. ThE April loan was Evtntually float td in thE 

amount of 16, 000 million rEichmarks but thE ori ginal 

offEring was only 1 billion rEiohmarks wi th 600 ~illion 

bEing substqutntly issuEd in viEW of ovEr- subscription. 

Unsptcif1Ed financial i nttrtsts arE statEd alrta.dy to 

havt takEn 550 million rticbmarks of tht loan (i n April 

tht advancE subscription 250 mill ion) ltaving thE consor­

tium organizEd by tht nEichsbank to disposE of 950 million 

rEichmarks, Tht nEW bonds art trusttt stcuri tiEs and art 

collattral for Rti ohabanks , ThEy havt 20 ytara maximum 

and 
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EDA ~ 2 ~ #525, OctobEr 3 , 1 p . m. f rom BErlin 

and 17 yEars avEragE maturi ty. 

PaymEnts for thE nEw bonds arE 4~ on OctobEr 26 

(notE : On OctobEr 20 a s&ritS of short ttrm TrEasury .notts 

falls dut).and 2~ tach on Novtmbtr 5 , 21 and DECEmbEr 5 . 

ThE succEss of thE ntw loan in this authoritarian stat£ 

ia assumEd in advancE although tht monty markEt is lESS 

liquid that it was last spring. Thus during 1938 tht Rt1oh 

will havE issuEd 4
1
8651 0001 000 rEichmarks of long tErm 

bonds as comparEd with 2 , 3501 000, 000 rt1ohmarks in 1937 . 

ThE total consolidation loans of thE Third Rtich will 

total thErEfor£ 12 , 000, 000, 000 rt1ohmarks . 

WILSON 

GW:WWC 

• 

\ 
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lHD ........ -'11ale4 ~- rr ••• ba4 aut'tere4 • ••rF ••rt•• 
41plCM1aUo 4efH\ at llllaiabJ that abe h ad loa\ tho Polea, the CMtb1 

md \he ••at•• aa h1•41 IDd ~t rrenee wu to4q ill a plaoo ot 

110laUOD. It wu ~\11\ 1apoaa1ble to IM how \hia lOft of t.h1q 

oo\114 bo worked out. IMD'IIIIile tho ottect wu appar•t to the 

aoh .. IO •arlllta. l bo trmot • wnllDoaa bad illrtihblJ' S..pane4 

1\aolt to tho poa4 norlilll• Bo had been t171ac hU'4 to lit tho 

•arkot, tt poutblo, IM\lo doe 1la\ 10 tu ho had aot b- able 

to do t hat larcol7 booauao or \h11 ren.,e4 woakeilll ot tho rrenc 

a1tuaUoa. l aturUl)-, aoboqta ID&11D4 felt YOI7 bappr nor thll 

11tuauon bUt there waa a Y017' croot aenao or roltor. Wae there 

anr talk to • ., Iork about tho tne nlue of nwliqf I roplt .. 

t h at l haciDtt eo• t.hle probl• 41a01111e4 ill qutte a 'llllilo dlao 

probablr t o tho tan t hat tho aelt••t or tho len r ... "'*' ha4 

•orr •uch rolecete4 t.hle poillt to t ho baolcci'OWid. fbq woro pro­

pared, Bolt. ooa\1Aile4, tor 41atlWbiDOOI tor at lout a wolk tool• 

1a1 that 1t would tako that loa& at er rate tor tho «nhan10 aarklt 

t o e n do• to -• baate wba-e tt ~d oporoU aoiSI117• 

l rotene4 to hh oabl.o Hto .. 4 1111118\ .. that 1\ woa14 

be aab ooater tor •• 1t be ~d taat.nn Ill to .....n tho ,.u 
1D aHOIJIIt fl 11b1oh wsl4 aakl 1\ aDIIOIIIJ7' for 81 \1 nlll all 
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SEcrEtary of State, 

Washington, 

RUSH 

lll9, octobtr 3, 6 p.m. 

FOR TR£i,S"BRY FROl: BU'h'ER' IORTH , 

PLAIN 

London 

Dated OctobEr 3, 1938 

Rtc 1d 3 : 56p. m. 

OnE , British TrEasury confirmed the receipt of a 

49 

second appEal from Czechoslovakia for financial assistancE 

(thE first onE btin£ reportEd in rey 986 , SEptEmbEr 21, 6 p.m. ) 

and that thE Bank or England has bten requEstEd to make the 

advancE ~bich ~111 later bE reimbursed by act of Pnrli~Ent . 

In rcferrin3 to this thE PrimE ~inisttr stated in tht Houet 

of Commons this arttrnoon: 

"WE must rEcognizE that CzEchoslovakia br-s bEEn put in 

a position whErE shE has got to rEconstruct hEr own Economy. 
\ 

In doing so shE must encountEr difficulties which it ~uld 

bE practically i.mpoes1blE for hEr to aolvt alonE. 'Yt havE 

receivEd from thE Czechoslovakian CovErnmcnt tnrou&n their 

MinistEr in London nn npptal to help thtm to r aise a ~0 

million loan by a British GovErnmEnt euarantte (at thie point 

many 
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many mem~Ers or Parliament chEEred). I beli EVE that thE 

HousE will feel wl th the Oovcrnmrnt t ha t this i s on appeal 

which should bE met with n symp• thEtic ond ~vEn g EnErous 

rtsponst , So for aa wE have yet bttn ablE t~ osccrtn in 

th£ Cr.Echoslovak GovErnmEnt has not oo yet c•ddrEssEd any 

similar rEquEst t o any othEr Governmcnt and it i s Evident 

that thE terms and condit i ons of n guar antEEd lo~n and 

so 

what govErnmEnts should participate in it cannot bE dEcidEd 

i.mmtdiatcly. EvidEntly this is onE cf thOSE casts where t h£ 

Old prOVErb appliES 1 HE WhO t;i VE 8 quickly g1 VES twicE. I tli ~ 

1\ojcsty' s GovernmEnt ar£ inforr.lin: the Czechoslovakian Govern­

mEnt that we arc prtpnrtd i~Edinttly to nrrnngt for an 

advancE of LlO million to bE ot thot GovernmEnt's disposal 

for thEir urgEnt nEEds . ( At t~is point many supportErs of the 

Go vErnmEnt chtt rtd) , How this acvonct will be relc ttd to thE 

fina l fieurc thAt ~oy bE d tcidtd upon later is for futurt 

considtr a t ion . !!nnift stly all this dtptnds upon many 

fac t ors ••hich cannot new bE dtttn'lincd." 

Two. The mood of profound rEliEf a t thE avoid:lncE 

of o Europcnn war at this timE h~s no~ bEEn supplantEd in 

tht city today by n qucstioninz consciousnEss of thE problema, 

Economic 
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tconor.U.c , financial ond politic:> l , nhich lit nhtad of 

Great Britain . An npproisEmEn~ is beginning of thE 

tconcmic outlook and thE financinl outlook ~ith particular 

rEftrtnce to thE Effect of incre ~std nrmnmtnt txpEnditur t ; 

thE possibility Of a etntr'll tlE~tlOn whiCh a lways indUCES 

51 

on tlEI:IEnt of uncErtr.inty, as :~ Ell c• s th£ lon:;; r angE Europum 

political situation . ConsequEntly 3ritish sEcurity o~rktte 

havt btcn hE!litont \lith a tEnt' tncy to wtaknEss and thE 

dolla r has n"oin btEn bid . ThE dollar opEnEd at 4. 81 3/1, 

tht prEsnurt bEccmc vEry htavy just beforE fixin? with t hE 

'3r 1tish ~l'thoritits eivi ng c'ollr-.r a frtcly ot 3/B . ThE 

r atE has : r ftdua lly movEd to 79 1/4 dcspl tt dttErmintd but 

sporadic support by tht British ~uthoritiEs and in the l at t 

aftErnoon the prESSUrE \V:;s aznin t::traordino.rily he ~vy . C-old 

fixing of 340 bars at l44s , B l/2d 1 wan again at parity 

without war risk covEr. The wr. r r i sk rat£ on ~old bullion 

t o thE Unit.l'd Sta tEo re=ins :. t lo . 3d , pEr 1>100 and ap­

parEntl7 ~ ~EE tine at Lloyds thi~ ~ rttrnoon too~ no ntw 

decision in thi s rtsptct. 
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P.AJW>••n or "''·-·• UOJnD 

no•: .&aa:r1oaa :Dib&a&J, Pari•, J"raaoa 

DAfK: October S, 19S8, 8 p.a. 

JO.a 18'79 

fttCil OOOJIIWI • 
• 

.l tr•a4o'u illc:reaea in nota oiroulai1on 4uriq 

reoci csa,.. b rn-.l.e4 ill illa ••lJ publ1alle4 nat•cta 

of 't'a:rioue Kuropean o•tral belike. fila l"reoll Oo't'a:raa•t 

ai1ll ta.oaa all of tile aooacaio aDil f1D&Do1al. probleaa 

wh1cll U lla4 before tile aouta war aoua, ill ad4.1Uon w 

tile !laa't'J •211••• ii uacla:nrct inoidani thereto. fcaorrow 

t!lara will b8 a apacial aaaalon of Parll-i to aillAJ 

aaaauraa io aaai the fraaaurJ atraill. n ia i!larafora 

feared tllai i!lare will be fv.rtll• borrowiq at iha Balik 

of rranoa bJ ille fre&a\ll'J, and ihara are aa well f'era of' 

f'rano clapreo1ai1on c:r oonirol of a~hansa. lboal• Paru..-
tv.n!l• borrow1Jli 

(ca1aa1CIIl - noU) apprna/iha aonaiary problea will ~• 

nc aora uu.ta, aD4 1i will uoru,. be \ll'IIIDi to lla't'a a 

daoiaioa 1a fa't'Or of i!la aaxt aiap. fhare !laa b- liiUa 

rai\ll'a of clepoalh aooorcl1a1 io belike whio!l I 't'iaUe4 iocl&J. 

na bi& rediaooai ponfol1o of t!la Balik of J"rance oanaot 

be iaporianily rHilce4 alaaa rai'llnl of clapoaiia cloaa taka 

plaoe. ll ..... e fia&D01&1 ancl parllapa _,UJ' cleoiaieaa 

bJ ParU•an are 1aa1a•t, 1i 1a -e llkalJ illai ille 

reoeUJ areatM truoa will be eca.,.•te4 late fareip 

azo~~&qa tllaa raiUaM te tM llaak of J"raaoa. 
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-·-
fodaJ t.ko •uta oxc ..... .utn .u ....... a •-"eaiae 

of ~-. fnllo; no J'r-* na~111s&Uoa t-.4 pn nn11al 

to Ml4 .,., rato at ua..... no ooa~ro1 .-.. ,.._ .. .._ 

atorllq to briac tllat rate dowa troa I S/ f. to T S/1. 

Londoa wao quoua, apot trano at 178 1/11 1a ~ho aoaaU•. 

At aix o'o1oot I bad a ~alt wi~ ~._ Baat ot J'raaoo. 

f~o Br1t1~ ooatrol bJ ~t hoar M4 J10l4 ... &boat 

tao,ooo,ooo tcw uo tar, ne with 1nuac at.rllq toollao 

~o f..TI 1/f.. Ia order to ho14 tho truo ~.be rr-a ooa~rol 

Md J1olde4 no oquin.l.od of about tllo .... aaoat. 

fhoro 1• quito a poaaialaUo ataoaph.ro oa tho Parh oxoua,a 

' aarll:o~, &Dd dluoltUoa ot •uu..-t 1• na apot• aboat. 

DD ¥liMa. 

BULLm. 
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"""PUDUII 01 GJ:IIIWI IWI!D .l.~'l' 

'l'he 0...... Barter Au-t -• oonol11decl l>et.oa CbiM 

&114 o..._. at the elld of 19M, 1&Dder &iob ~ 11te u14e a 

ore41t of .. 1oUarko 100 111111oa act.!Aat wlliob ChiD& ou ..,._to 

pw'obt.11 lleran ,oo4,, -~ ..,_ &114 ..-l.t10D1. !b. vecl1t 

b rnolTillf; 1l1 ll&tllre, replenl.ebt.ble tro ti:M to tiM by ob1~to 

ot r- -ter1ale troa Obill&. ~1ns ou be orderecl by Ob1na tr­

~ up to the uoowrt of tbe orecl1t &114 no oaob pqaont olall bo 

requirecl up to 100 al.ll1on lie1o~ka. 

'l'be tenoe of tho eaid .lqe_,t prort4 .. 

1. 'l'bt.t a rnolTillt; orecl1t ot le1e>blaJ'ko aball be eltebl1obecl, 

2. 'l'bt.t 1ntereat of e)C per ........, obt.ll bo paid by tho Ob1nooe 

Gon...,..nt on UIOWlh drawn 1&Dder tb1o ore41t. 

~ . 'l'bt.t the Ob1neae Gonrm.nt obt.ll eupp~ tho ller111t.11 Gonrn­

aat euob asr1cultw-t.l produoto and al.nert.l or .. ao requ1recl 

by the a. ...... Gon~. 
~. 'l'bt.t pr1oeo ot Ob1n11e prod~aoto obt.ll be CjQOtecl 1l1 Cb1n11e 

Wat1o..U Ourr .. .,. &e>oor41.nf; to ~ket &114 be oo""'rtecl 1l1to 

leioh_,.ko bu1J1s on tho oft1o1&1 rate ot 'l'be Central But 

ot Ob1nt.. 

5. 'l'bt.t o......, Oon...,..nt lht.ll •ppe>l.:lt an acoat 1l1 Ob111& who 

aball be &llthorbecl to e.ooept Cb1ne11 produoto • belot.lt ot 

tbe Geran ~t. 

I. !bat - 1r;Jlt &114 &ll&l:fo11 ot &004• U..U be uoertaiu4 at 

port ot ob1paat by ato.all;r appolatecl ..,......,.. or OM];rn 

'llbo11 cl••b1oa olall be ooaddorecl t1nal . 

1 . !bat la the ....... t that Cb1no11 Clcrft....,.t -• to dip 
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uoounto drawn UD4er the ou<li t ahall be repa1<1 w1 thin 

three yeara tosether with interest thereon t.!'ter a 

lapae ot two years. 

The ore<lit was actually opene<l with Deutae.be Gol<l<lillkoDto 

Bank on appranl ot a.,., llinister ot Pinance in the Daile ot The 

Central Bank of China aoting aa ar;ant tor the Cbinese GaYernment 

in July 19S6. At this time Bapro - Han4elar;eaellaohatt tur 

In<lustrielle Pro<luokte which was tormerly a priTate enterprise and 

ia now un<ler ocntrol ot the Be>onomio Department of the Ge,.,., 

Kiniatry ot Defense, was appointe<! aa the Purohaainr; Ar;ent i n China 

and Sell inr; Ar;ent in Ge~. 

Chi ne sol r;oo<ls shipped are aaainly llineral orea auoh aa 

5S 

wolfram, tin, antill>oey and agricultural produC>to China graoa , ground , 

nut kernels and oil, woodoil, sesamum seeds, cotton seed oil, pig 

lard, goatskins, eggs, bide, silk, eto. 

Orders which were pl a ce<! ~ the Chinese Government up to 

present amount t o approximately SOO ailli on Reiobsmarka but to date 

actual deliTery amount to 156 million Reie>hsmarks compriaing or 

Tarioua good a, mostly ~ and ........ni tiona. 

We understand that ainoe the recall of the Geraan military 

adTiaere, the Gerlll&n Gonrnment baa oeaaed to make ahip..,nta to China. 

WASHiliG'rON, D.C. 
October S, 19S8 
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1WIHIIOTOI, D.c . 

Ootober •tb, 1938 

Supp1-t to llemort.ll4wl on 
Ge.--n Barter J.ve-nt 

rhe outot.Ddins b&lo.noe due to Oo1dd.ialconto Bo.nlc 

ao ot tbe end ot Septe.ber 1938 ..ounto to Reiob.aarlco 

U,127 ,000. 

59 

!be .t.u•-t 1e et111 lepllT operathe. linoe 

o.........,. hao reoentlT oe ... ed. ohipMnto to China , the aotirltieo 

Wider tbe .t.sree~~ent ha,.. a~oh ourtailed. and ito tl:lture depiDdo 

upon Oe~·· reiWiption ot ehi~to. 
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CQ!ifiDOOIAL 

TREASURY DEPARTMENT 

WASHINGTON 
October ), 19)8 

~UIO!IJ.MDUII TO THE SECRETA!IX: 

Re: Attorney General ' s Speci&l Coa:dttee as to wbat 
could or should be done to control prices under 
absolute neutrality of our own country in evant 
of disturbance in Europe . . 

The above Co,.itt.ae was culled to .aeet in Department of Justi ce ot 3a00 P. ll. 

and adjourned at 6 :00 this afternoon. 

Pre•ent: JMes II , Morrie Justice l.lr . L!eeken Coom:erce 
Alexander Holtzhoff • ur. Ever ett • 
Colden Bell • 0 . $ , Cox Treesu.r;y 
Dr . fzelciel Agriculture C. J . Peoples Procurement Liv1a1on 
l.lr . Ap])leb;y • 

In response to request of the ChB.irtoan for eub-colllmi ttee report s the 
Dir ector of Procurement oubmitted the e.ccompllll;ying report entitled "Peace time 
Price Control" numbered one . 

comcerce suhnitted the accompenying r eport numbered two . 

Agriculture submitted t he accom~ reoort numbered three. 

Each report was read and discussed in turn , and n.a submitted tor t.ntathe 
C>neideration onl;y. SUch a rldo divergence of opinion developed , particolarl;y 
u between procurement and Agriculture , as to the utbods to be followecl that it 
waa decided to continue the studies further. 

The Director of Procurement was 
ln tho sugr estions from Agriculture . 
matter of price control• 

opposed to ~tany of the features brought out 
The principal obj e ct i ons being in t hla 

(e) To .ake any aub-agenc;y of the federal covernment the purcbaa1ng 
agenc;y for belligerent or neutral countries 

(b) To 11et au. own conrna:ent up in buaineae 1o the utt er ot buTinC 
surplus industrial coCIIIC>dities rlth a view tonrd resale in the 

event of skyrocketing of pricea. 
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.· 
.!1 .Q.U S6 

DD' AR'I'IlEBf OP' COIW:RC! 
Bureau of P'oreisn and Doaestic eo .... rce 

wa.shington 

lrn.IORA!lDUII 

A search has been made for any authority for directly controlling the 
~rices of soecific cOI!I:IOditica outside the field of agriculture, and , except 
for l&olated instances, such as bituminous coal, oil , gas and electricity 
~oving in •ntarstate or foreign c6mmerce, no means consonant with existing 
legislation has been found . 

The BU€Geat1on &dvanced that a corporatJ.on to deal in the specific 
c~mmodtty might be organized under the Export Trade Act (Webb-Pomerene Law) 

end financed by an existing agency such as the Reconstruction Finance 
Corporntion i s deemed unsntiafuctory, s ince a principal provision of the Act 

is thc.t such corporation 

• • •• does not, either in the United States or elsewhere, enter 
into tmy aereement, understanding , or conspiracy, or oo any 

act which artifically or intentionally enhances or depresses 
prices within the United States of commodities of the clnas · 
exported by such sa~ociation or which substantially lessens 
co~petitJ.on within the United States or otherwise restrains 
t rade therein.• 

Any scheme to use trade associations or special comm~ttees of industry 
as meAns to fnflu~nce prices would appear to suffer the same defect , and could 

o~rate only in case enforcement of the law should be suspended. 

On the foregoing ore~ae, it is apparent that additional legislation is 

re~uired . The scope of such legislation ie a question admitting a wide ranre of 
su~F~&tions . Tho three most procticable of these, i n the absence of the ability 

to ~redict what specific co~odities it will be neceseary to control, so a s to 
subject thea to soeciel legielation siailar to that co•ering coal, oil, eaa and 

"JOTer, auoear to be 

1. Provision for the establishment of central purchasing agencies for 
belligerent powers with authority to establish and modify quot aat 

' · Legislation to persit allocation or chipping apace in vessels under 
Federal subsic!Jr. (There is here a re110ta possib111 ty that new contracts co'rSr ing 

the opareting differential subsidy could c&rry a clause SAving this pri...Uega 

the Government . ) 

) . EatebUshment of a system of export Ucenaea , wit)! authority to 

deteraine when the continued ""J)!)rtation or specific coOIIOdities is detricental 
to our f oreign rel.&tions,nationill defeMe and general well'are. 

\ 

4. Acceleration, in time of low prices , of the procurement prograg of the 

Government, purticulorly in military requirements, i n order to toroatall the affect 

of adding, during the esergency period, a new impetus to the general price leYe) 
and oarticularly tc tbe price ot special war ti.Jie co..adity requirnents. This 

' wnuld require a new sctedule of apprcpriationa, tmd it could be coupled with an 
extenaion of the experiaent of • trial orders• II&Cie by the l.&st seaeion of Congraas. 

October 3, 19.38. 
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' 72 ~<... 
TREASURY DEPARTMENT 

PMX:U"IMEHT DIVISION 

WASHINGTON 

Ocrtober ~ , 19~8 

11D1 ORANDUII FOR TilE Sl!ORETARr 

The .. tter of t....Sing or exohan&inr; ourplua wheat tor ori tioal and otratete!.o 
commoditiel hal been explored with the tollowiD& reoulto . 

Ao The Seoret t.JT of War and the S..,retuy of the lla"l' heft r.o-c!M 
durinr; the paat oeftral yearo that reoerw otooke or oerta.in otnt.­
r;1o aaterialo be oeoured up to a Tt.lue or f95,ooo, ooo. The lluy hal 
alread;y obta.ined appropriatiane or $~ , 500,000 and 1o proouJ'in& reoerw 
otooke to thio •ount• 

B. The Federal SUrpluo C<llmodi ty CorporatiOD baa indicated thet there 
11 a ourplua of wheat whioh it 1o duired be dilpooed or throur;h 
export oMimell . 

c. It 11 t'urther delired that euoh disposition be effected through 
barter or exohange with oountrie• having wheat defioienoiee for 
material• of a etrategio and or itical nature . 

o. Suoh wheat 1a to be diepoeed of at a fair lllarket Tt.lue, the dif­
ference between auoh value and the prioe at whioh the wheat had 
been aoquired to be borne by the Depo.rt.ent or Ar;rioul ture. 

B. Preliainuy t.rran!Cento tor a loan by the Federal SUrplus c_. 
aoditiea CorporetiOD fi'CD the RleoODatrueticm Finmoe Corporatioa 
haft b- .ada in order that the Federal Surplua CCI:IIloditiee Co,. 
poration IUY be reiabuned for the Tt.lue ot wheat traded for 
et rater;io and oritioal war aateriala , 

P • Suoh materiall , the t1 tle to whioh will reat in the Federal Surplua 
COIIIDoditiee Corporat1011 , will be atored at th.e United Stat .. llaftl 
Ordnanoe Plant at Charleston, ll'eot Vircinia, under the ouatody ot 
the Prooureaent Diviaion. In order to prepare the Ordnmoe Plant 
tor euoh atorar;e, repairs and o.lteretiODe to the extent ot $<&0 ,000 
will be neoeeeary, and it ie reoaanended that a WPA project to effect 
thh be obtained md that euoh llloney be allooated to the lla"l'• 
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Go Ettorts will be JUde b)' both the Ant:~ IIDd tbe lfa")' to obta1D an 
appropriation tor tlw estal>lielaent ot a stool< ot oritioal W&1' 
uterialso Suoh approprlatiCI1 will be used to rei.llbune the 
Federal Surplus C<8aodit1ee CorporatiOD tor ocaaod1t1ee prooured 
under this proposed prooeclureo The lom tl'(8 the ReOCI1struot10A 
J!'inanoe Corporation will be silllilarq l1qu1clatedo 

J!o It 1a understood that the Agrioulture Department 1a olearil1g with 
the state Department tlw queati011 ot the export ot this wheat. 

73 

The attaohed list, whioh -s presented b)' lllr. W1loox, Vioe Preaidet ot the 
Federal Surplus COmmoditieo Corporation, 1ndioates quantities IIDd oOUDtries haTiDS 
a lfheat shortage trco whiob a'ftilable otrater;io W&1' aaterials might be obta1M4e 
These quantit1eo -re diaouned at a oCiltereDoe held on Se~er 5oth betacom the 
Proourell8nt Dh1.a1on md reprecentatiws ot the War and !fa")' Deparlaents, and it 
waa developed that they are not 1n exoeu of the requ1..-enta of the II&")' aloD .. 

I t is proposed to prepare tomal propooalo for the quutit1eo 1Dd1oated, ualns 
apeoitioatione whioh are uniform 1n both the Anq and the If&")', aDd proTidlns 1n 
suoh speoitioati one that ~ent tor the materials asked tor will be JUde 1n tei'IIS 
ot bushels ot wheat. ID isouing ouoh propooale ooneideration will ha.e to be 
giwn to the oupply of these oa.nod1t1eo whioh is readiq a'ftilable 1n order that 
there m~ be no disruption ot the marlcete oonoemed whioh would tend to result 1n 
unreasonably high prioeoo 

It 1a urgently reocmmended that the foregoing proposed prooedure be appro.edo 
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~te Ooa1a tor Ou•Tear Prouaa tor lblob&np ot m..t Ill Order to Seoure Dea1rable stratepo ... teriale 
F1aoal Tear 18S8- S9 
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~ 
11n1Mrlu4a u4 

I Climua ~ I ;iP"M I fli I ~ I f01iiii 1 Poa- oCJroaa iQUU\Itiio Poa- • n oQIWitl\io Poa- oOron ,QIWitlt;, Poe- liili$iUiU1io PiMi- edi'Oia odble oVal• oot -..t&lodbla oVal• oot lfetalu1ble oValue oot -..taledble oVal,.. oot -..taledble el'al• o'llleat , or 1 to be ol!Mat 1 or , to be oWheat , or 1 to be ol!Mat 1 or 1 to be ollhea' 1 or ollxporto LoaA 1 Solei. oBxportotoaA 1 Sold oBxportotoaA 1 Sold ol:&portoto&A 1 Sold. e~or-oBaaia 1 oBaaia 1 oBaaia 1 oBaeb 1 eiiUia Z I i 5 i 1 8 i 10 ll D ii 11 ill. ill. ill. 1111. Jill . 1111. ;n. ill. ill. 
~ tou ~ ~· tou ~ dola . to,.. ~ ~· .!!!!!;! ~ ~· 

1.6 1.1 52,SOO 1.8 1.1 z.o 1 . 5 8T,SOO z.o 1. 1 o., o.a 11,000 o., o.a 
JlftMrlu4 IDdia u .o 8 . 9 11,100 12.0 ••• 

fetal 5 
o-a-1 .. o., o.s 11,000 S. 6 2. 6 118, 600 12.0 8 . 9 11, 100 18.0 11.1 

u.s.s.L'L a.o lei Br1t1ah treL! 10. 0 '·' fO'UL 21.1 IO.T 

!
/!• CUba 1a a aouroa ot -...~a• and ohreaiua o:dde. It 1e beli .... d tha t acldit1aaal auppliaa ot 2 a1111.., J>.lwle are all tut -:r be anticipated. Conaequentl:y tha expenditure a!.sht be •de tor aithar -.npnee• or obr<>aiua o:dda. /1• Poa&HIU1tiaa hare han not been tull:y explored . The U. S. S. R. baa bean a oouroe ot auppl:y tor ...,,...... •• (II par ~ ot UD1ted Statea 19S6 t.porta) , and ohroooi,. (16 par oent ot thlitad Statea l9S6 iaporto) . The u.s.s.a. 1a - aport• 1JI& 1• qual11;y wheat but •:r poooibl:y be 1ntereotad in ao.e iaporto of lJnited State• wboat. L!• I M ten. !'ha Br1t1ah Dlpire 1a a principal oupplier ot tin, MJ:I&&neae, ohr.-1•, and Tun&oten. !'hi a.reaa pro"n"'•c auppl iao probebl:y do not require lJnited Stetea wheat, b ........ r , the thlited lt1ngd011 lllisl>t poeeibl:y be 1nduoed to t.aoo.. a ~robaoer ot 10 million buobele ot wheat in oonnaotion with ealee or tbeoe material a. 

Oct . 3, 1938 
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TREASURY CEPAftTMENT 

CONFIDENTIAL 
IHTC'"' Orr'ICC CONNUNICATION 

.... October 3, 193g 

TO 

r•ow 

Subject: 

Seoretar'f~r;nthau 

Kr.~ 

The Business Situation, 
Week endi ng October 1 1 193g 

Conoluaiona 

(1) The peacef ul settlement ot the c~eohoslovakian 
dispute has improved the business picture by removing a de­
pressi ng factor which tor a period ot months had been a 
recurring threat to our business reooverr. To the extent 
that business has been retarded by t he tear ot war, the 
elimination ot war tears ahould remove this brake on the 
recovery movement. The etteot ot European developments trom • 
here on is not known, since other disturbing problems may later 
arise. It sutti oiently serious to retard our business recovery, 
such developments would doubtless reflect themselves in weakening 
f orei gn currencies and deolining commodity prices. 

(2) It, as some writers believe, the Kunioh conference 
has paved the way tor a general European understanding, it 
would have a strong bearing on busineee proeperi ty in thie 
countrr. Such an understanding would go tar toward restoring 
internal contidenoe in European countries, leading to a 
repatriation ot capital, an i111provement in the financial con­
di tions ot central governments, and a removal ot deflationary 
pressure on commodity pri ces. Even though such a goal may 
not be tully achieved, ita parti al reali~ation should strengthen 
the world economic outlook. 

(3) Business news during the past week appeare somewhat 
more favorable, particularly with respect to new orders. lhile 
t he r a te ot steel activity has declined slightly, new steel 
orders have illproved further under increased buying troca the 
automobile manutaoturers. J. large vol\lllle or new financing, 
expected to be released shortly, aay result in some increase 
in private buying ot materials. J. ooneiderable degree ot 
business uncertainty still exists, however, due to the uneatie­
t aotory trend or commodity prices, an uncertain textile outlook, 
and other factors. 
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The genera1 eituat1op 

A definite i .mprovement in the budneee outlook haa been 
the net result ot thie week1e develo~enta, re110rtng aoae, 
though not all, ot the uncertainties which had been acoumu­
l atlllg in recent weeke . The peaceful eettlement or the 
Ozecholalovak!an orieia should leave bus1neee tree to pursue 
whatever trend had previously been developlllg. It is poaeible 
that the sudden relief trom. a war tension such as the world hae 
probably never before experienced, accompanied by sensational 
upturns in security prices here and abroad, may itself provide 
oome temporar:y et1mulus to business. 

The prospect, mentioned by some writers, that a general 
sett lement ot many ot the po11tioal d1tt1oulties w.ntch have 
threatened the peace ot Europe may grow out ot this week' e oon­
t erences, it realized, would be highly important in the world 
economic outlook. A general peace agreement would tend to 
strengthen ~nternal oon.tidenoe in Europe, lead to a repatria­
tion ot capital, and improve foreign currencies . I ta moat 
important intluenoe on business in th1a country would probably 
oome about through a removal ot the detlationar.r pressure on 
commod1 ty pri ces, which, during the past two months, has become 
a serious threat to our recovery program. 

On the other hand, no one doubts that serious international 
d1t ticultiee aside from the Czechoslovakian a1tuation continue 
t o exist, making it !mpoaeible to predict the trend which 
European developments may take from here on. Such developments, 
however, are likely to be reflected in foreign currenoiee and 

7S 

• 

in commodity pri ces, which may provide an early indication ot 
the trend which ie under way. Sterling exchange, though 
sharply higher than at the time ot the war oriaie, ie still at 
the level reached at the time or the first Chamberlain- Hitler 
conference, and the f r anc remains aim1l.arly weak. 

Current business indioee 

The New York Tiaee bueineee index tor the week ended 
September 24 decl ined 1.~ pointe to ~4.2 . The decline was due 
in l arge part, however, to the flood and hurricane in New J:neland, 
which seriously affected electric power production in that 
area, and had some etteot on cotton a!ll activity. Both ot 
these indexes showed aore than a aeaeonal deolins, the power 
output figure being tentative. These were partly otteet by a 
greater than seasonal riee in autoaobile production, While 
other seriea in the index showed little change. 
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Basic demand i mproves 

A moderate i mprovement in estimated basic demand tor 
manufactured products occurred during August, with each of 
the major industrial group s sharing to some extent in the 
increase . (See Chart 1) Industrial production, however, 
has increased more rapidly than basic demand, and again ex­
ceeds demand in some industries. This is particularly true 
of textile production, next in i~ortance to steel in the 
FRB index, which increased in August to about g percent above 
the estimated demand level. Crude petroleum production is 
likewise running above the level of basic demand, after a 
drastic control pr9grsm earlier in the year had brought about 
a downward adjustment. The same is true of petroleum refining 
activity. 

Textile production is already starting to decline, follow­
ing its excessive summer upturn, judging from the New York 
Times index of cotton mill activity. This seasonally-adjusted 
index (See Chart 2) has tended downward since the middle of August . 

The automobile industry occupies the most favored position 
with respect to basic demand, which is materially above the 
current level of production. This may be taken as foreshadow­
i ng a strong improvement in automobile production during the 
1939 model year, which in turn would be influential i n raising 
the level of basic demand in the steel industry. The improving 
demand for cement and lumber reflects the rising t rend or con­
struction , both tor heavy construction projects and for home 
building. 

New orders incr~asing 

A further increase in new orders during the past week 
(See Chart f) strengthens the immediate business outlook, 
though the ncrease is largely of a seasonal nature. Most 
important i s a further increase in steel orders, resulting 
from an imorovement in demand for steel from the automobile 
industry and from shovel manufacturers. Orders re-
ported by the U. s. Steel Corporation have increased to 
the equivalent of 53 percent of capacity, as compared with 
4g percent during t he previous week. Steel activi~, in the 
meantime, has declineito 46.7 percent ot capacity, as compared 
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with 47. 3 percent last week. Steel trade observers attribute 
the decline to the fact that et,el makers have accumulated 
sufficient inventories for the time being, and will await an 
expansion ot orders before increasing production further . 

78 

Orders tor cotton textiles have also increased seasonally, 
t hough apparently not reaching tho current levels of pr oduc­
tion. Operations of cotton mille tor about two months have 
been in excess or new orders, partly because or heavy orders 
booked earlier in the summer. In recent weeks it appears 
that mille have been accumulating inventories or finished 
goode, which lends considerable uncertainty to the fall out­
look for this important industry. 

The stook market situation 

Considerir~ the imminence or actual war, and the collapse 
in European security markets , the markete in this country held 
remarkably well during the crisie. In retrospect, this ap­
nenre to have been due in large part to (1) the lack or any 
imnortRnt volume or foreign liquidation: (2) a relatively small 
volu.me of margin holdings; (3) currant optimism regarding the 
business nrospect in this country; (4) prohibition ot short 
selling except at rising prices. 

The relatively small volume or margin speculation in the 
stock market is indicated by the tact that brokere ' loans of 
member banks on September 14 totalled $723 millions, not 
greatly above the figure or $5~7 millions tor t he last weak of 
Uay, Just oreceding the rise in stook prices . In contrast, the 
figure tor the first weak or August l ast year, preceding the 
long deoline in the market , was $l,J87 millions. While etook 
prices now are about 33 percent lower than at that time, 
brokers ' loans have declined 48 percent. 

Followi ng the Munich peace agreement, foreigners have 
rushed into the market to buy American etocks on a scale 
not seen tor some time . This was a factor in the sharp 
upturn in stock prices at the end or the week, which r ecovered 
in tour daye the ground lost over nearly a month. (See Chart 4) 
Similar sensational recoveries occurred in the markets abroad. 
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One ealutarr effect of the peace agreement bas been 
the release of new corporate security flotations , wh1oh 
had been held up because of the war situation. New bond 
issues totalling over $4oo millions, Which are looked for 
within the next f ew weeks, include: 

$ 55,000,000 Ohio Power 
80,000,000 PUblic SerTioe ot Northern Illinois 
37,500,000 V1rg1ll1a Eleotr1o and Power 
~2,000,000 K1oh1gan Consolidated Gae 
50,000,000 Firestone Tire and Rubber 
69,500,000 Wisconsin Electric 
50,000,000 Public SerT1oe of Colorado 
25.000,000 Republic of Argentina 

$1W9, 000,000 
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:&'ROll: Rio de Janeiro 

DATE: Ootober 4, 1 p .m. 

NO.: 333. 

MY 333, October 3, 3 P.·•· 
The Bank o! Bn.z1l· announced todlt.y the allocation 

of uob&nge !or Auguat 35th. I.Ooording to the Director 

of Exolwl8e, the bank Will try to grant additional ex­

change thie nell: . The Bank hae not re&UIIed the purobue 

of oompeneation marka aa yet. 

In oommenting on the ~~ eoaroity of exchange, ~h•n 

Director again expreeaed strong hope that the Export­

Import Bank would grant the abort term ored1 t which ie 

now under consideration and atated that par-ent for 

American merohandiae could then be e!!eoted at once . 

Pl eaae ~orm eo-eroe. 
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OONF'IDENTIAL 
WAR IIEPAft'TM£NT 

Ootober 4, 1938. 

liUiOJWIDlll 10, 'Zl PQR TIIB CIIIEF OF S'l'.u'F 1 

Subjeot1 'I'M prueDt iW'opMD attuation to 
10,00 A.X., Ootober 4. 1938· 

a.m.re.J. SitUAtion, Sl.Doe t~ laat -nndua -a aub- ' 
altted, ~ ll\iiiloh asre-iita reapeot1Jic Caeohoalan.lda baTe be• 
laple-.nted with ailltaey preoloion in aooorda!loe with a~ule. 
T~ Polloh ultiuotua alao baa reaulted 11l t~ partial oooupati on 
ot Teaohen without l.Jloidenta. 'I'M Caeoh OoYerument haa itaelt 
propoaad Zle&otie.tiono to Budapeat lookiJI& to-rd e. aettl-Dt ot 
thia ainority queation, 

'!'he lluzlv.riana han aooopted ~ propoeal, but e.re -
urg1Jic tbat the •tter ... t be aattled with apeod, and aloac bro&d 
linea. lluuollll1 1a aotinl;r aponaonac the amp.ne.n d-nda. 
Bia augseationa -:r be aoun4 rr- the pol.Jlt ot rt ... ot the s.­
tereat a ot Caeohoal an.lda, IIUnt;ar':r and Ital;r alib, ailloe it a 
negotle.ted aettl-Dt 1o not quiokl7 reaobed, tba probabUit;r 1a 
great that a l eoa tole!'&llt llasi regta. will oUDoeed tba preo...t 
lllmprle.n OoYe..-t. 

'I'M qu.otion tao1Jic iW'ope to-4q 1o 11bether ~ Jllmioll 
Conte......,e etteoted an era ot peaoe or •nl7 e. reapita, .1. ,..._ 
rtew ot the apeolal e.rtioleo ot the beot .&Mrloan oorreapondenta 
abroad ind.ioateo tb&t all han withheld their judganto in thie 
•ttar. lihUe •acaglllc in apeoulationo ao to ~ tuture, the;r 
s•nerel.ly besin or end with an adaiooion ot tbair oontuaion in tba 
te.oe ot r-t oeneat1~ enDto, 'I'M •jorlty are traDkl;r peo­
oi.JUatio regard1Jic any 1'•nAo!MJltal •hiD«• in the oitw.tion. 

'I'M preponderant opiDion 1o that 'llbile C~rlal.Jl 
anrte<i u ' Uata ~ e.nd ita tarrlf711ls oonaeqot-ea, ba d14 
oo onl;r UDder the tllreat ot aoq~erlor torM and at the aaorltioe 
ot prilloiplea e.nd polioiea 'llbioll •rel;r poatt>- the ultt.ta de­
obi•• tile slorltioation ot tba ideala ot peaoe, tori>eaniDH 
and iDteUig_. in "-n relatlou wbioll han been a4411oec1 1a 
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clefenoe ot Cb&aber lt.in' o oaoaproaioeo ban ocmaiotently b<oell cl.ericled 
u •re oentiaeat&lioa by the leacl.ero ot lui Oe~. Ret.lietio 
jourllllioto who ban toll"'"'d the <k'Yelopoe11t ot Bad lcleolog .,..._ 
DOt o.coept the theoio that tollowiJI& tba lo.at 1e111at1-'. Yioto17 
atte.llled by undio&uioed force the Oerw.n l~&clero will o.bruptly 
adopt • .... et re&o011&ble111oo• o.o the wupo11 tor att&1nlll& tuture 
De&otio.ted oettl.mento. 

Ao the truthe o.re brought out ill the brutal o&llieo 111 
the Britioh P&rliaa.nt, it b<oo01111e olo&r that Chllllberla.111 pn.&r ily 
baa attempted to lll&lce o. Yirtue ot nooeooity. Brita111 lllld Fr&lloo 
phyoic&lly 8.lld 110r&ll7 unprepared to t&oe the "-d1o.tely o.n1lo.ble 
lllilit&ry otr.!~Cth ot Ge~, &&reed to o.ooept toru dictated by 
Bitler. It O&nDOt yet be known whether Cho.llborlt.in 1o o. oellt1-
...ntaliot o>q>eotln& an oro ot peaoe dopeadent upon Bitler' • IIOdor&­
tion or o. re&liot who avoided 1111ti&l d1ao.otor 111 & war tor which 
Brit&in -• unprepared, thio will b4o known oaly when hio prooal.ooo 
reg&rdln& rea~nt o.re materi&li&ed. 

1'he populo.r bol1ot 111 tho obarply oo11tro.otod polioieo ot 
Eden e.nd Chllmborla111 io unfortunate and not 111 keeping with to.oto , 
Eden, it 1o true , wao violently &ntegoniotio to the Diotetoro, 
oftioially lllld poroonally. Be h&d rendered hiaeelt 1notfoot1ve 111 
negotiating with th""' even 011 reuonablo baooo . But he wao never 
the milit&nt oonaorntive, o.o he 1o """ pictured, 111tent on defend­
in& interno.tiono.l 111tegrity &nd Britain' a 111tereoto by oure 8.lld 
dependable •tboda• Be wao &II ide&lilt who tor too lo11g bued 
Brite111'a oeourity upon the collective oyotea. Be e.ooopted the 
principle ot reo.l'll&ll$llt loo.thln&ly when hie own o.vow.d polloi .. 
1'&1led. It Chllmborla111 is e. oentiaent&liot expecting oeourity tor 
tho Empire lllld illterno.tion&l juatioe 1'roa Bitle r ' • volition, Edell 
tor oeverol yearo depended tor tho o&ae reoulto 011 tho to.ltoring 
ayatom or col lective aoourity. They h&ve both booll guil ty ot the 
oame error, namely, or hoplllg th&t the Empire lllight &ooure ito 
own ooour1ty &lid o.ooert ito 1ntorne.t1oll&l will tor good or bad 
without o.ooumillg the obligationa ot being militaril7 otrong. 

It the only reoul to 1n Groat Bri teln &nd Fro.noe ot the 
reoellt orioia o.re reorbdnationa UIOII& the politic&l oppooitiOII 
ag&inat the leo.clero who o.ooepted the leooer ot two erllo , the 
tuture ot ~pe 1o i lldeod d&rk. It tho two d01100ro.o1ea o&nDOt 
oocape troa the enernting orreoto ot 1ntorll&l contrcrreroy, they 
Will taoe a ori tio&l tuturo o.t the banda ot thooo otat .. which 
doolaredly enterto.ln no 1lluoiona Ill to the tate ot' tho w&k. 

- 2 -
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Military Situati on. Followin£ ia the aubatanoa ot preaa 
raporta oovel"lns -•=•• ot 11111tary•pol1tioe.l intereat. 

Patriotic volWiteera llbo ..,uated at the bei&ht 
ot the oriaio .. re gi'nlll the option ot diocharto with a 
••11 bomaa. There o.re no reporta ot further relaxation 
ot mea•urea ot 4e tenae. 

A loo.n ot 50 million dollara hoe been m&de to 
Ccechoalova.lda. 

Chamberlain told Parliament that the rearmament 
prot; ram 110uld not be relaxed at preaent. He aaid 1 

"For a long period now .. have been anr;esed 
1n thia coWitry 1n a sreat prosraa of rearm&nent 
111>1oh 1o daily inoreuins 1n pace and volume. 

0 Let no one th1nk bec&uae we have ai£Md 
th1a &£re-nt bet..en the four powera at llu.nioh we 
oan afford to relax our ettorta or call a halt 1n 
our arma.menta at thio moment. 

"Dia&rmo.ment on the part ot t h1a country 
will nenr be unilateral atain. We hove tried that 
once and we very nearly brought ouraelvea into 
dio&ater. • 

P'rance -

O..Ob1lic&tion ot reaerviata ia prooeedin£, older 
...., and thou with to.al.U .. bein£ first rel-sed. Within 
10 daya or two ween the a~y 1o expected to ranrt to ita 
a pproximate normal atren£th. Her partial 1110b1lication (ao .. 
6oo,OOO reaervis~: o&ll ed ) and other detenaive meaaurea have 
coat France at least 10 million dollars. 

Daladier, it is bel ieved, 1n detendint; the MUnich 
aooord be tore the Chamber, will aay that France -s naTer 
definitely aaaured at any tiM ot tull and unconditional 
auiat&noe troa Great Britain and Rllaoia it aha had •d• • r 
on Germ&ny 1n aupport ot CaeohoaloT&Ic1a . 

The .,.. roreisn policy ot the country 1o reported 
to i110luda, (1) o.ppr oval ot prosraa ot ... tual diaarm&Mnt 
.... uurea UIOn£ the .,..jor powara, (2) estabUs!IIOent ot friendly 
rela tione with Italy, (~) proapt aettl-nt of Spania.h oiTil 
• r· 

Italy -

.An ott1ci&l dipl-tio oo_.ru.que urt;ad the proapt 
aettl-nt ot the ol'ita. or the I!Unt;eri&n al.DOri t7 1n 

+ 
OONBWENTLAL 
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CONF'IDENTIAL 

o .. choolow.lda. !'M pruo obowood Noon- onr otat-to 
in FJ-a.Doe that lillluolW euueeted tho lilllDioh oontorenco 
becauoe the Italian people '"" oppoeed to r;oin« to •r -
partioularl7 ar;ainot Franco. 

Genaey-

Occupation or Sudeten areae by UD1 te ot Gen.~~ 
~ proceeds aocor~ to ~ch ar;re ... nt without ooriouo 
iDoident. It io reported Gonaan do .. bilisation will not 
ber;iD until attar October 10, tollowinp; COIIpletion or the 
occupation ot Sudetan tarri to..,.. 

hula -

AD UDcoDti,...d report troa London ••7" that 
llaroht.l Blueoher, Chiot or So'riot Far lll.atom ~, bao 
been deprind ot hio c-...1 and oonti,..d to hio quartero . 
It 1o nuoored that he baa been "liquidated. • 

Poland -

Polioh troopo bop;an oooupation ot the Teochen 
area or Caeohoolo.,.Jda on October 2 and are ocheduled to 
ooaplete occupation by October 10. J. a111ta..,. rer;iao hu 
been iapooed. Tho area oonro }20 oq~~&re lllileo with a popu­
lation ot 260,000 (1Dolud1Dr; 169,000 Poloo). It contaiDo 
ainu producill« o.mmall7 two a1111on tone ot coal and three 
a1111on tone ot coldnr;- coal, aloo oteel aillo and a 60-ailo 
.... u.7 11ne. 

-~ 

CONFIDENTIAL 
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TR~ DEPARTMINT 85 ·-----
... ,.. Ootobuo ... 19)1 

To S.cre'-7 llo...-\lla 

,.otl ~ Loebb•' 

London -
Purchased ep!ll•• we ot 4ollan • • •••• 0 • .191,000,000 

hrebuecl ep!Det e\erllDC acquired. 
1D In York • •...•..•.......• • •• • .... • • ~.111110. 000 

f2ii5, ii06. 000 

l!ollan4 

Purcbaee4 epillet ea1 .. ot 4ollan • •• 0 ••• 

' 
Total purcba .. • abroa4 • • • • . • • • • •267 ,000,000 

New York 

Purebue4 tree hue• to prortde 4ollan.. • .. ,goo,ooo 

hrebue4 troa Boll&4 I 
I I 

Purcbue4 troa lwUserlaD4 1 I ,.6oO.ooo 

'l'o tal pu.rehaee<l ill .... Torlt •• • •••••••• ••• • IIO,goo,ooo 
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RAVI 

Srcrttnry of Stott, 

Washington. 

11231 OctobEr 4, 6 p. m. 

PLAIN 

London 

DotEd OctobEr 41 1938. 

Rtc ' d 3:20 p. m. 

FOR TREASURY PROl\ <lt1rTC: .-.iORTH. 

Tht city 's mood of appraisontnt rtftrrtd t o in para­

graph two of 1119 October 3 1 6 p .m., continued today and 

thE i r.mintnc t of n possiblE monEtary crisis in Fronct has 

also hod n sobEring effEct . Tht thought is currEnt that 

if FrancE cannot set its house in ordEr by its own Efforts 

8S 

Crtat Britain may again ~vt to arrangE for somE form of crtdit . 

FurthErmorE the city is rEcEiving ttltphont inquiries froo 

the continEnt regarding sterli ng and for tbt momtnt the bt-

litf appEars to bt growing that thE pound is not yEt a buy; 

many of thosE who moved thEir balnnots to New York as a form 

of insurancE stEm pr tpnrtd to stay out for tht moment . 

In thes E circumstances Brittsh security mar kets havE 

bEEn somEwhat YIEnk today and thE dollar has on bnlnnct bttn 

in considErablE d tmond. IncidEntally d tnl trs r eport con­

sidtrnbl£ numbEr of snall ordErs for dollars . Tht dollar 

Optntd at 4.78 3/4 bid and irrntdint£ly moved t o 3/8 nt vh1oh 

poi nt 
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-2- 1123, October 4, 6 p . m., from London. 

point a lorgc acount of business was don£ with thE British 

authorities giving the dollar freely . The rate was held at 

that point until the afternoon flhtn thE dE!!land dried up and 

the dollar came on offer . The rate moved to 4. 79 1/4. The 

Bank of £~gland hnd to absorb some of the 340 bars offered at 

gold fixing at 145s 3 l/2d. 

Although the franc has been htld in Paris at around 

178.94, the London r otc has fluctuated around 179 1/8 since 

none of the French bonks is orbi troglng ~ith London. The 

thrEc-~onths ' franc is quoted in a nominal market at 8 5/8 

discount . The city is inclined to believe that Daladicr 

will get financial powers or elsE force on election. 

KENNEDY 

CSB 
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P.tJW>IIIU.81 OF TILIIDWl RIOIIUD 

F'ROII: Aaerloan lllba .. y, Berl1D , Gern&lly 

DAfl: Oo,eber 4, 1938, 5 p.a. 

10~: 53f 

Jo. ·u ral !'RIASllRT J'ROII HIATB. 

The Reiohebanlt •'at•eat for 8ep,•ber 3:> hnecl 

yest~d&-l Jl~owillg a U~ illoreaee ia currency oiroulatioll 
~ . 

and a ~ illoraa .. in Reiohebanlt ore41 h during the 

laet a oll'h ie a chief 'op1o of 41eouae1oll ill fi.llallo1al 

cir cle• here. !he total ourrccy in o1r culai1oll on Sep, __ 

ber 30 etoOd at 10,154 a1ll1oll re1ohea&rke ae agaiae' 

8,935 a1llion re1ohsaarke at the encl of A~et ancl 

7,265 a1ll1on re1oheaarke a year ago. The bill portfolio 

during Sept•ber inoreaeed by 1,638 a1ll 1on reicheaarke 

io a total of s,us aUlioll r eiobaarke. On Sept•ber 30, 

1937 t h e bill holdinge were 5,5!58 llillioll re1oh.-rke . 

A s er1oue i nfiaUon of currency and credU 1e Ulldoub,ed­

ly represen'ecl by \hie i noreaee. The huge a111tary prepara­

tions during Sep,•ber are the aain oauee. Thie obY1oue 

and aajor oauee 1e, 1i 1e amua1ng 'o note, not Pllll aellUOIUd 

in official expl anaUolls of the iaoreaee ill orediie eacl 

aoDeiary o1roulai1ca. Other reaaODe are g1Ya for the 

increase, IIUOh ae the lleM of Gera&D buaille .. for tuAde 

t o aeet payaellia for tha end of t he quarter , the faoi ibai 

the encl of lept•ber, last J'r1day, waa a pay day, ancl 

the 

ea 
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tho :taot nat prepuaUoJt.• :tor noau-a tho .... R•tn 

lou are bo1q .... ll7 tile Nak•• 

AJt. 1A11ore•U-c tiWic b .. "'• 1e nat 1Jl tu •1a1e11r7 
of loOJlo.to•' ••--.r 18~ o:t tu :tov ,_ plu. 111 

h &da1Uo4 1111at 4ur1q lopt•be a _. ll'•te 't'Ol_. 

of trea8Ul'J doll't'UJ oe111:t1oat .. wer• h•Uo4 tb.U llal. 

b88Jl til• plea. 

WILIQI. 

C9 
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P.AIW'a!U OJ' m .-AM UO:IIVD 

ftlOKI Aller1oaa •••111, Pa:rh, J'J.'uoe 

DATE: Ootober '• 1938, I p.a. 

JO.a 1181 

no• COCDAI. 

90 

todar u wae --•· after a aenas of t!le COUIIOU 
'IID&n1llou 

ot Jl1111e~ere, ~!ld/cleo111oa !1&4 bee reao!le4 br ~)ae Gonrza-

llent ~o aak Parl1aaen• for euff1o1a• power •o peraU •u 

achin-• of 1•141••• illprn••• of •!I• t1aano1a1 ud. 

eooaoaio 11'-Uoa of J'J.'aaoe, wtaio!a acnioa ,.,. aa4e aeoeeearr 

b7 ~he ucepUou.1 o1rGQanaacee lun n per1eoe4 br .ae 

coUD~rf• .b. ft'14e•lr illep1re4 oo••• eppeare 1A ~!le pre11 

to t he effeot •ha~ noh tul1 powcre lhould not be uae4 for 

t ur•her deYaluaUoa of ~h• fraao nor for i apoein& exoh.anp 

con~ro1. the r epor• ill ~he pre11 antioipa•ea •1nlr •!a• 

iane of a lO&Il wUla emban&e Bl&l'&D.•••• aa4 -n.rioua •••eur• 
of an eooaoaic aa4 f 1nano1a1 k1a4. 

Requ••• • • •cle of t !le Ch&llber'• J'1aano1al Coa.1Uee 

t o aen luat after t!ae GoTerna at 4e1bere4 Ue •••eas• 
to Parl1&~~eJ~.t ia ord.er to ooae14er tu f1aano1al propoeal 

w1~)1 a rtft • o ue be1a& debate4 ill t!le ee11iOD toa1p • • 

.u a quarter ot au •tai• eYaill& I ~e1epllODe4 ~u 

Jl1111atrr of J'iJl&Jioe, u4 fO'III!.d ~h.at Rueff ,.,. aUac11q 

~he parl1-urr deb&••; )aowft'er, I ~alked with CoaTe de 

Jllln1lll 
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Jlllnille 1lllo otatet Uat lllaolll4 Patli.._t put the 

epeoial powon the caw-• 414 llllt iat•4 to illpooe 

exo~ ~tnl, 110r h:rthu ~ the tzuo, Mr 

reYalue tu Bu.k of ~oe• a cold .-.-. aer fl•t a 

loaD wi tla aa uollallp ~&atM. 

At aiz o1oloot t)l.ia eYaiq I talko4 with ., fria4 

at the Bu.k of J'ra110e. Bo aaid tbat ui ther u Dar U.e 

Bank• o OoYonar laaon the ill t aU• of tho Jliaioter of 

lin&Doo ill oue tho Jliainer 1a paatet apeoi&l powero. 

Ho told .. that na Rlloff late thia afterll- 414 DOt 

mow. Jlarabudaau, it ~~ppoaro, llao booll •khl )l.io plau 

witbo•t tu ~~aual ooonl.aUODo with )l.io teohllioal a4Yiaoro. 

hotlaer ba4 da)' ... OJIPUiDOM b)' tu J'r•oh OOilt.nl. 

Ill ardu to held the rate wit)l.ia l'Pt it )'iollle4 approz-

1•tol)' 15,000,000 poa... !u ratoo far fo~ 41-t• 

apillot oterlial raaohet l5 u4 9 tft.lloo fer ooo ud thrH 

aontho roapeotiYelJ • wt tbeoe ratoo aro 11Ule 110ro thOil 

noaiaal oiaoo t)lere wero Dot -...,. tr&Doaot1-.. rar the 

daJ tho BriUu oootrol wa uow.t n•. 

BOI.La!. 
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To 

l'oooo 

~ a.p/UiiWINT 

_,.. ......_ DIIIIIUI II:'~ 

Cloee OCt, II, 19)4 

GOLD KILl) 1• tmDCW 
PJ,QIO,ooo 

Sbipaeata ~ 

FD:ek 

lalllJ!C 

Oct , 7 

Oct. 111 

92 

$10,000, 000 

15,000,000 

$25,000,000 
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P.AlW'JilAU or !"J'"•• ucmnu 
ntOJh Aaer1MD .. _••:r. Parle. rruoo 

Df.!li Oohller I, 1931, IIOCia 

•o.a liN 

ftOJl ooann. 
Thlo acmuq at half-paot flYO tho O.b.oa'b«r Yoto4 

93 

tho full t1D&Do1al aD4 oooaoalo powero wh1oh tho GoYerD­

aont aoko4 f~n. •cw•ller 115 non •• tllo upl:rauoa .. to 

fi:l:ocl f~n thooo powero. .t.t nlno o'olook tll.lo aiq 

tho Sonato hal4 a aootlac to Yoto oa t.lt.o 11111 u4 h 

oUll 1n oooo1oa at tile p:roo•t Uao. 

Do'•41or told tho Ollaallor, in oxpla1&1JI4l tho 8J)irit 

in wbioh tho GoYorna•t p:ropoooo to uoo tho powero :ro­

qu.eoto4, that tho Qneraaoat' o f1JI.&do1al oaloul&Uou 

had bo• upon ll:r t.lt.o pol1t1oal or1o1o • 

.liD UO!'IOJf on. 
BULLlY!. 
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Section two of telegram lfo. 1693, Ootober 5, noon, froa 

Paris . 

The Government would haYs been in a position to keep all 

of the financial undertakings which it had made before 

Parliament, if the crisis had not arisen. Daladier re-

minded the Chamber that he had kept hie proaiee to aaintain 

t he rate of the franc within 179 to the pound. and announced 

that since Parliament had recessed for the summer more 

than 19 ,000 ,000 ,000 trance had been repatriated. Since 

demobilization had not yet been carried out, he was not 

able to enter into details as to how much money the Qoy­

ernment would need. The Premier assured the deputies that 

there would be no exobange control; hie conviction wae that 

two different exchange ratee would mean the ruination of 

the French induatry . .Uno, there would be no forced oonYereion 

of rentes . However , Daladier let it be understood that the 

social reforms would have to be made •self-supporting' and 

that revaluation of the gol d reserves may be undertaken. 

Beotion three. 

The efforts made to restore the finances of france 

up to the present time were traced by ~inister of Finance 

llarohandeau. l:le eaid that all bills had been met and that 

t he volume of ordinary treaaury bonde had inoreaeed from 

eleven to nineteen billion trance. The situation waa 

normal at the beailming of Sept•ber and it ha4 been 

UDJ\80e88&Z)' 
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unnecessal')' to touoh the advance aooount at the Bank ot 

France. International dnelopal8ntl bad upset the situation, 

however. The alleged etat8111ent that the advance aooount 

at t he bank had been overdrawn n.a untrue . On the other 

h&nd 1t was true that, due to the uncertainty ot the 

i.nternational ei tuation, the bank bad placed at the diapoeal. 

of the Government an instalment on account ot adva.nc .. whioh 

the bank would have granted in case ot general mobilisation, 

rut tbis account waa not touched by the Government . 

END or SIOTIOI TSRII. 

EA: DJI' 

< 

• 
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Section four of telegraa Io. 1893, October 5, noon, !roe 
Paris. 

The situation was that, of the 11,950 millions whioh 

were available when the government took office, 10,490 

millions had been Withdrawn from the advance aoccunt bf 

the Treasury; leaving 1~60 millions still in the account. 

The Minister went en to say that the international orisis 

bad led to important w1 thdraw&ls from banks and from ea..­

ings accounts and had caused a halt 1n subscriptions to 

ordinary treasury bonds. Neverthel ess, the Government had 

refused to consider a moratorium. from September 10 

Treasury payments suddenly increased . The Treasury bad 

to find 12 ,SOO mill ions instead of having to pay out 4,275 

millions normally expected for September. 

In conclusion lo!arohandeau atessed the point that pro­

vision must be made to meet the situation but not measures 

of f&oll ity which would once more compromise the currency 

which still lacked stability and strength. J.ny methods 

adopted must make budgetary balance possible and guarantee 

the future. The above is based on pr ess reports . 

This morning the Paris exchange market baa been in­

ac t ive with operators dis posed to await final action of 

and some more definite indication aa to what government 

would do With its special powers. E5D OJ KJSSjG&. 

BULLITT 

9S 
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TREASURY DEPARTMENT 

INTER OI'FlCE COMMUNICATION 

CAT& October 4 , 1938 

ro Secret&rJ llorpntlau 

,RO.. llr. Ollpbant 

Re : Control or Prie!P 1n the !!!nt of liar. 

At the requaat ot J ... a W. Morri e , Aaaiatant lttorn.y Gen.ral, 
I sent r.ox of 11111 abop to attend a eonterenoe ~aterday afternoon on the 
control of prieea 1n the event of war. Cox ... porte tbe eonterenoe u 
follows: 

TillE ARD PLI.CB OF COIFEIWiCB: October 3, 1938 tro. 3 to 
6:15 P.M. a t the office of 1 ... a 11. llorria, laaietant 
Attorney Ge....ral, 1n Rooto 4141 ot tbll 1uat1ee J!b1ld1ng. 

PI!ES!liT .AT THE COIIt tJ\EhCB: Proc:ure•pt: .Ada1ral c. 1. 
People a; ll!ltict: laaiatact Attorney General 1....,a 11. 
llorria, Aaaiatant Solicitor General Golden 11. Bell, and 
Special laelatant to the Attorney General Alexander 
lloltsott; Ap'1cultul'!: Peul B. Appleby , uaiatact to 
the Secret&rJ, and llordecai !seidel, Econoaie .ld..Uer; 
eo-roe: ~rra EYerett, Chief of Dlrtelon of Coolllerclal 
Ian, and Joeeph IIHJ..n, Chief, D1rta1on or a>atneaa 
Review; and !V"l.t (0. S . Cox, Uaiatant to the General 
Counael, treuury Depe.rt.ent). 

GEII1IIW. SUB.T!lCT or COIIP!'B!IICB: eon trol or eo-od1 ty Prices 
1>7 the Federal Go't'erllll8nt During llara !lot Involving the 
United States u a Belllgerent. 

BRIEF SUIIIW!I Ot COIIFERENCE: 

I •t Mra~ aa an observer . 

All or .the conferees agreed ~ "" .,... point: fo co 
ahead w1 th their 110rk even tbcn1lh tbe llludch agree..ut bad 
reiiOTed the ~te poaslhlllty ot war. 

Tbe others expreaaed their run •11 rollon: 

liiiiRAL PEOPLre. Be aubodtted a MIIOr&nd\lll and orall7 
aapl.ifiad hia Tina aa follon : 
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(l) '!'be oeDtral id• ot b.1a plan to OODtrol prie .. 
u br ~ of ~letary -peration between 
buaiDNa u4 the Go-t. 

(2) To ueoute th1a idM ot ~luntary COOperation, 
Jdlo1.ral Peopae Ml&&'e•ted the Mttinc up br 
!ltecuti .... Ord.er ot a •Central Price CoDtrol 
.lllthorit7" to be orpJI.ised ADd to t'uzletion u 
tollont 

(a) The ~ ot the Central Price Control 
1utbor1t7 ia to be •a repreMntati .... ot 
1Ddwltr7-one who Ullderatellda buaiDeaa 
thorougblJ, bolt who baa no poll tical 
aabitiona, whose be.elcgro11Jld ia broad, 
aDd who baa no direct atrUution with 
azq particular 1Dduatr7"· Ada1ral Peoplea 
orall7 ..plitied th1a thouaht b7 atating 
that Ia! bad 1JI ai!!d 110!!01!8 l1.!ce Bernerd 
J!arucb tor the !!!!IIi tion of C!lal.ran of 
the Central Price Control Autborib. 

(b) The Price Control .lllthor1t7 wu alao to 
bav~ a representative tor public eerrlcea 
aDd repreaantat1vea of the 111, the 
Bitwoinoue Coal eo-taa1on, the State 
Dopertllent aDd the '!'re&BU%'7. 

(c) '!'be .lllthoritr iB alao to haft a repreaenta-
u .... ot Labor - •one who c rwla the reapect 
of labor, 1Ddwltr7, the eo .... rnaent aDd the 
public at large.• 

(.3) To usiat the Central &ice Control eo-itt.., 
.Ada1ral People• cODtaapated the Mtting up of 
Coaoditr Coaoitteea. 

(a) .Ada1ral Peoplea a.clviaea •that theae eo-x1tt7 
Coaaitteea 'tiOilld parallal 1D orpniat1011, 
ud work 1D eloM eooperation with, the 
exi.U.C tracla aaaooiatiana of 1Dduatr7, 
who re~t .aber ru- aDd tbrou&h -'­
the ~llmtary oooperation of 1Dd1vidual 
tiru can beat be obteiJied.• 

(4) Ill the net that the IJDited State• nre drawn into 
war, it wa Ada1ral Peoplea vi" that •the MCbu.iaa 
aet up 'tiOilld be read1l7 adaptabla for conTeraioa to 
a wrtiM Price Control apnCJ. For uuple, the 
Tre4e uaociatiou could be UM4 u the wr Mrvice 
~tt..a- projected 1D the DldutrialiiObilisa-

98 

Regraded Uclassified



- 3 -

tion planJ the CoMo<IJ.tt Caaitte .. could be 
npl07'14 in identical capaciti., u a part of 
the projected War Jlepourc., Ma1 n1atrat1on; 
* * * • etc. 

(5) When the repreHnt&tift! or c-roe and Agri­
culture Ptrongly objected to the Tolunt&q 
cooperation plan on the double poound that the 
Chairlml of the Central. Price Cootrol eo.dttee 
abould not be a non-I:OTel'DIMnt&l repre~~entatiw 
&lid that buaineaa could not reduce prices YOl­
unterlly when they aaw a chance to alee .., .... 
..,.,.,, by Jd&her prices in a tiM of increued 
de-.nd, AdJdral Peopl.,, anawer _. (a) Dur:lng 
the last ar the YOlunt&q cooparati011 •thod 
had Ml'T8d a uaetul pu-poae in keeping prioea 
down before we entered tha war; &lid (b) Coupled 
with the TOluntary cooperation the Federal GoT­
ern.ent would be able to wbJect bwlineae to 
iDdirect •thode ot price oontrol wch aa 
publicity, extenaion or it! credit racilitiee, 
etc. 

(6) 

(7) 

In connection with the eo.merce Department•• 
propoaal for the .. tabliahllent or central. 
pu-chu:lng agenoi .. for bel.l.igernt powers 
with authority to est&bliah &lid IIOdU'y quotu, 
.l4a1ral Peoplu expr.eHd the new that (a) 
GoT8rn.ant apnci .. ahould not be uaed to 
participate in such central. purchasing agencies, 
&lid (b) the GoY!%'!1Mnt Pbould be ca.pletelz 
1l!p!rt1el. and not giYe uei!tanoe to the 
d-.ocraciu that it would pot &iT8 to the 
dict&tonbipe. 

em the c-rce Depart.ent•a prcpo!&l to accel­
erate, in u- or low prices, the procrureant 
prograa or the GoYel'IIJNUt1 in order to foreat&ll 
the effect or adding, durin& the eJNrpnq period, 
a uw t..petua to the pneral price lewl, Adairal 
People• _. or the opinion that this could not 
be done unless the ProoureMnt DJ. rteion had a 
raYOlYing fund and could alee ooonit.Mnt! which 
would nm a ero!! fi!oel ,.are. He pointed out 
that in the ab,.noe or additional legUlation 
the Proc:ureMilt DJ.d!ion could not alee eo!~Bt­
•nte which ran across fi!cal JMZ"•. 
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(8) .lt tbe conclwJlOD of the oooference, Ullutant 
.lttorne7 Gellolr&l. llorria wggeated tm.t he u a 
laW78r ... not qualltied to atteapt to integrate 
the 't'ina of the different ••bera of tbe eo.­
alttae u he bad prnloua]J done attar their 
flrat conterencea. AdalriU r.oplea volunteered 
and aaid that he would prepare a •IIOl'&ndua­
~g the different 't'iewa of the various c..­
alttee • a bers . 

llmWt aDd BVI!RE'1'T (of c.-roe). Tbeae two ec-rce 
representatives were nt the oplnlon that nothing effective 
could be done to control prl cea in the event or w.r without 
additional enabling legt.latlon. !'bey aucgeated the fCIUr 
foll.owing fields tor legt.latlve a ction: 

(l) Tbe estebliei!Ent of central purchuing agencies 
for belligerent power s with au.thority to eatebllah 
and IIIOd1t)" quotes. 

'(2) Legislation to peralt a llocation of shipping apace 
in vessels under Yederal aubeidy. 

(3) Establlabaent of a ayataa or export licenses. 

(4) Acceleration, in tiJ1I8 of l ow pri ces, of the procure-
aent prograt> of the Oovernaent. 

EZOOEL and APPLEBY (or Agricu.ltur.) . Briefly ~!zed, 
they auggested the follow1ng aethoda for controlllng prices 
in the event of war: 

(l) Tbe use of a govarnMnt-owud or controlled reaern 
auJIP17 to be releaaed to the -.rlcet in tiaea of 
adT&Dcing pricea. 

(2) Pooling orders throuill a aingla 0 . s. governaont 
agency to act aa broker. 

(3) Clusitioatlon of prices under Neutrality Act. 

( 4) '!he woe of conaolid& tad blqlng power or Fedexal 
goverru~ent tor no.-1 and -rseno,. operationa. 

(5) '!he woe of control over rolllng_.tock and otber 
trauport facUlties. 

(6) Control or resu.latiOD or prioe incrJOUea, liT ,ard­
atiok plant&. 
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TREASUIItY DEPARTMENT z" 

TO 

'NTP Of'"C& GOWWU N ICATION 

Seoretal7 llorpotbau 

Hel'll&ll OlillheDt 

lor !P9f 1Afo1Mt.'• -

.... October '· l9S8 

I ettellded a conference thie .,mill& 'lbich Leon BeDd.ereon oelled a t 

bia oftioe ill the Federal. 'frade Co~eaion &•1Jd1ng, 

It s-s tJlat atter the Prui dellt had ubd ftl'iou8 people to 110rk 

on war-t.iJie OODtrol of Aasrie&ll prices aDd the Allerie&ll eeoJIOIIIT he eaw 

Henderson with llany Bopld.na present. Henderson told the President tJlat 

be bad auftioi.ent powers, and tJlat the onl;r questions he had to decide 

wer e whether he wanted to use th• and, it eo, whether he would 1'Wl the 

thing b.ieaelt by wsing his 01111 people 1101r ill tJle Go't'8~ent or would turn 

it o't'8r to tJle people ill the bn.eilless world who ba't'8 seen the PreeiJ.\eot 

about it or whose MAes ba't'8 been ..,ntiolled to hia. '!he President said ' 

be proposed to 1'Wl it hiAulelt, and wanted to wse hie own people. He 

turned O't'8r to Henderson all the reports aDd 1181110randa which ba had had 

froa variows soureu, aDd Henderson is enpged ill world.Dg out a propoaa 

tor wse ill tlle e....nt of an -genq. 
At tlle conference this .,mill& were llany Hcl))d.na, Bob Jacltaon, Ben 

Cohen IUld Bill Douglas . HoJllcins etayed oD:cy a abort t.1Jie, spendillg -.,et 

of it t..Jking politics. After he left, tlle time was eolliiUiled by HenderSOD 

telling tlle group all tJlat had happened up to data. 

'!here was general. agromant tJlat it tlle job had to be doae, it ebould 

be done by the Go'f'8riiii8Jlt'e 01111 personnel., expert and otllerwiae . .&a tJle 

Mtter now rests , it ill ill Henderson' s hands for turtller aDd ..,re delib-

er ate stud;r. 
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Paris, Ootober 6, leSS. 

J>ear Kr. SeoretaJT: 

With retarenoe to., letter 4ate4 sept-.ber 1e, 

1938, with W'bioh I enolosed a tran8lat1on ot a 

memorandua prepared by Baumcartnor upon the cr•dit 

National, I now haTe pleasure in attaching a ~rana­

lation ot a note submitted by Ruett with reapeot to 

the -popular Banka•. 

With Tery ldndeat regard a , I 8111, 

The Honorable Henry MOrgenth&u, JUnior, 

Secretary ot the 1'reuury, 

Washington, D. C. 

:lnoloaure: 

1. Bote oil "PopU:..ar BIUib •. 

rn !rJpUeate. 
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• <* 'l'HB OB!U!!!J'JAU91f Ol 2Vf'" 0 9P!!?IJ D '!''?', 

'l!he Popular Banh areate« by the 1- o~ Karoh lS, 

1917 (pr1Tate orsanisatiaaa enjoyiDs -tinanoial en­

oour~nt" ot the state ) , are llll1 to« oOIQaniea ot 

.uiab1"0 oap1tal (ln' ot July u, 1867, rel.!tUD8 to 

001q10D1ea) wb1oh O&rrT out or«inary banting operaUoaa 

(opon1J18 ~ ourront aoooanta an« o~ ahort t.ra a«­

T&noo acoount., an« 41aoount ot oamaeroial paper, 

eto) but thaT ODlT «eal With buaineaa people, ~u­

tacrturara, an« artiaana 1ll tho exero1ae o~ their 

protosa1on. 'l!hOT .. ,. roooiTe 4epoa1ts ot tun«s traa 

non-aa.aoroial peraons, but OT&r4r~a are not 

permitte«. FUrther.ore, at t he requeat ot olienta, 

t heao banta oarr,. out· or«ora to bUT, ae1l aeeur1t1ee 

and other ourront b•nt1ng operations . 

'l!ho Popular a-no, wbioll n...tlar aboQt oinT aD4 

exerolae their aetiT1tT on JTenoh -.rr1tor,r b7 11atriota, 

'ftrO pocapeC b7 the lAW ot ~ 14, 1919, into a 

8Tnd1oal c-lttee. !he lattU" eanlaea aMnhtratlTO, 

hol1Jl1oal an« tlnanoial nporrtoioa. o.er lta -•na 

an .. a Gon~nt c-taa1on.r hu ••• attaobe« to 

thla oentral orp.aiaaUoa. 

n aJaoaU " ~o« .._,, u .u u...-,. .r -.. 
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bank is limite4 by the a~erYiaion ot the STndloal 

COIIIIIIittee, this does not JUan that then b solidarity 

between all the inatituti011e and then oan be no 

question ot puralf and a~ly oompenaating 1oaa .. ot 

one bT the protita ot the others. 

A Central Credit Board has been eatabliahe4 with 

the ST~tdical Committee to the prior approTal ot Which 

are submitted t he opening ot oredita ucee41n« a 

certain tigure Which the attiliated banks conte~late. 

FUrthermore, a spacial organization, the •central 

Fund ot t he Popular Bank»•, operates aide by aide with 

the STJldical Committee. Thh Central Fund is itselt • 

constituted as a Popular Bank, and in addition it aots 

as a • clearing• tor the purpose or cantrallzing all 

t he c0111111.ercie.l paper ot the atti11ated banks, an4 

di stribut ing this paper between the ool laoti ng ottices. 

Thi s Fund also tills the roll ot executiTS agent ot 

t he ST~tdical Com.ittee, notably tor the disposal ot 

traasurT surpluses which the attillated banks .nat 

PST onr to the central organization, and to the 

gran~ing to these banks ot discount credit and 

treasury tacilitiea. 

The tutelage ot t he STn41ea1 Cmaittee, Whhh ... 

at tirat rather limited, was atrengthene4 by the lan 

ot March 17, 19~, and August 13, 1931, throuah a 

series ot aeaaurea such •• a rat i tication ot .oalnat16aa 

oot a41111l1atratora and ot directors, the illteriietloa 

to ••• 
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to srant onr4rarta to a4a1Alatratora Without the 

agreament or t he Centzoal CrectU Council, an4 the 

constitution of a gaaranty oo1leotin tun4. 

The noraal resour"a of each Popul.ar Bank com­

prises ita capital an4 the tun4a 4eposite4 by ita 

client s , either at sight , or tixe4 4epoaits. 

J.ocor41~ to i ta requirements , and aubjeot to 

reillburoement , each banlt aay dispose or a part or the 

resource a Which tor t he ensemble of the Popul.ar Crectit , 

are at the 41opooal ot t he Syndical Comaittee. 'l'heae 

resources are derind, in a441t ion to the aid which aay 

be a ccordect 1n rtrtue ot special lawo, troa a comaon 

fund ot t he institution, prillarily oonetituted by 

periodic adT8lloea granted by t he State fran a part ot 

tho royalties ot the Bank ot France and continuing 

to be pr oTided tor by yearly payaents ( an4 reillbura•onta ) 

ot affiliated banks . 

• • 
• 

After a period ot about twenty yeara ot application 

ot the law or ganid.ng Popul.ar Ore41t 1.n Prance, and 

i n epite ot the ditt1oult1ea Which thia new un4er­

ta.ldng naturally encountered, the 1JI.portant poaition 

taken 1ll the country by the Popul.ar BanD 1a ert4ent, 

eapec1all7 'ldlen acoount 1a t.Un ot the tact t:taat 

4uri.nc the •- pcoio& eoa..io o1ro-.Ruoea le4 to 

tiL• ••• 
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the diaappaaranoa ot a larp awabar ot looel. aad 

regioaal ll&llb ftioh Vat1t1oaall7 lid lleea at the 

aenioa ot -u &ad ..Uua tra4era, aacl alllutaoturera. 

'!'be orgaa1zat1on would have obtained .,r• ta't'Orable 

result a it the danlo:s-ent ot IIUtual. 0Urant7 CG~Qaniea, 

instituted b7 the •- law ot llaroh 18, 11117, &ad ftioh 

oonatitutad the 11l1t1al gro'U) ot the Popular Oredlt, 

ha4 not Q to now traquantl7 run oounter to the 

indiTidualiatio tandenoiaa ot the ... 11 Prenoh trader 

and manutaoturar. 

NaTOrthelaaa, 1t the question ot abort tara 

oredit haa been settled , at least partiall7, tor the 

-11 and mediua enterprises, b7 the eraat1on ot 

Popular Banks, the question ' ot long tara an4 .. diua 

term oradit to suoh oonoerna remains antirel7 open, 

It wu onl7 at the beginning ot 1938 that a Paris 

Popul.ar BaDk, alraad7 apao1ali:nd in hotel oredit 

oper ations , and henoatorth known aa Central lUild ot 

Hotal, Comaaroial and Industrial Credit ("'Caisse 

Centrale de cr441t Rdtellar, 0-roial at Industrial•) 

r eoeived an end-nt troa the State permitting it to 

undertake a pra4ant and Judioioua distribution ot .-«iua 

tara oradit b7 the poant1ng, an4er appropriate 

guaranties, ot aclT&noea not ezaeading 100,000 traaoa 

eaoh, tor a duration ot tan ,.aara •x1-. 

fte l'op'Glar a-eta, tartb~, 'D4er the a'QG'­

~aion ot their a,..Ueal e-ittH, haft an4enaDa .... . . . 
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1"j·F _..., _ 
the reception and the pre11ainary •xamtnat1on of 

demands tor such adT&nces. This new system baa only 

just commenced to operate . 

In oono1usion it is recalled that with respect 

to operations in excess ot 150 ,000 tranca, longer 

term credit oould already be granted to commercial 

and industrial enterprises, and continues to be by 

another establishment , namely the Or6dit National 

the attributions ot which , however, are distinct trom 

the Popular Oredit. 

September 10, 1938. 
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Wln nton ... w _, leu• &ate& se,t.-..u, 

1918, wit~ ••• 1 .,, .. ,. • , ..... letl• ot • 

.-raa•• ,...,..... ._,. Ba-.nHI' _,.. tM CNUt 

Katloaal, I ... ._ .. ploao.,.. la ••••••lac • t..ae­

laUoa of • ••• •'-lUe& ._,. ... rr wu~ .,..,.., w 

·~· "PoJ'&l&l' Baaa·. 
lfltll .. ,.,. kl ...... .....,..., I aa, 

hltllhllJ' ,.... • 

•· llol'lo Ooo~a 
Flnt • ..,..,_,. ot IIIMeq 

fte loMnUo ._,.,. ...,......_., ,..lor, 

S-.\ai'J' of tM ,...._,., 

. ......... , D. O. 

'''l!IMII 

::.. -... oa ..,.,.,._ Jezh•. 

It Vh''""· 
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\ 
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~lleaa , .... ....., .a ........ M '-.,• aall M~VlUaa 
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'I'M .. palar Jeaka 1 elM a >.r aM'I' alnr aa4 
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............ " ... ~ ., ~ ... ltlt, la ... 

.,..leal o-1,.... ft• ldtaw nl ... ·ttatnnU'". 

•••llal•al ... tlaaaelal .. ,...tal .. ..-r lta •••••• 

Ul. a Ootw nt o-~ .. 1- ua Mea ., ... , .... 

.. h ..n.n1 -..u-·1-. 
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~-- u UalW "J \M ••••l.U. af Uo apUeal 

a-lUM, Wo ..._ •• _.. _.., .un lo •Uurl\r 

"'-• &11 .-. lanUas-. ... ,._. ... . ._ • 

,..nloa of JU'Olf ul eh .. lJ I 3 18M\l .. 1 ..... U 

... ~ \lie potlta ot \M nMro. 

J. cea\ral Ore4l\ .....,. ua ~ ... ,.~u .... wtua 

uo s ra41Ml o-1u .. w uo ,rlo~r aJPNftl of ftlolt. 

are ••tatUM Uo opeal .. el II'Ml\o .... u .. a 

oonala fSc- wta1alt. U. attSUa\M 'MaD ....... la\oo 

FVtborMn, a qMlal or .. alaa\loa, \bo •coa\ral 

rut of Uo Po,UU 8Mb•, .,_., •• alto ~ ol4o wl\11. 

\be s ,...Soal a-lUM. fth ooaval ,_. 1o l\Mlf 

ooao\1\•\oA •• o Popalor Boat, ... la atA1\loa l\ ao\o 

u a •o1ou1 .. • tor \bo ,_,... ot ooa\ral1a1 .. all 

\llo •-n1al , ... r ot \Ao attlUa\M MU:o, ... 

41o\rl~v\l .. \blo paper 118\wooa \bo oolloo\1 .. ottlooo. 

ftlo FUAA oleo tlllo \bo roll ot •~•••1•• .... , at 

\bo s pUoal o-lu .. , •ta~lr tor uo 4l .... ol ot 

t roao.rr o.r,l ... o wklolt. \lao attllla\M ~· ... , 

pq o.,.r \o Uo oooval eraaat•Uoo, ... \o \M 

.... u .. .. ua- .... ot 4loo-' ...... , ... 

\r ... wrr t&~lll\loo. 

fto \a\Olap ot \110 s ptioal o-lttoo, ..Soa wu 

a\ tlro\ n\Mr Ual\M, wu ""....._.. "J \M ~­

of lllrolt. u, ltl6, u& .~. ... , 11, ltM, nn p • 

~"2 -I 

-to• ot ... .,. •• .- u a · ... un••to• ot a·• au.o 

ot .... alovaHro ... et tli';MIIS, \M lfta'tl-'a-..... 
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all•••• oStllor o\ ·~• er flaM ..,..u •. 
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en a\ na tlo,.aa.l of tllo Sptlaal o-1\.... ft .. 

.... u ... an terlftt, la ... sun .. \llle eSt atu •:r 

11e a oaort .. Sa 'fin• of .,..sal bwo, rr- • • •• 

hal of tbo laaU\11\loD, prS.Ull:r .. uU\n .. IIJ 

pedotll ........ _.... .. 111 \bl nu1 tl'la a ,.n ot 

\Ill n;ralUio of ... JIUk ot ,.,... .. ad ... ualll .. 

\o lie ,.....u .. for ~~~ f'MI'lJ ,.,.. • ._ ( ... nlallwr-ata) 

of atfllla\ .. ~. 

• • 
• 

4ft01' o ,...1 .. of Uoa ·-\J ,.... If .,1101\l­

ot \M lew 01'11''•1-..., )er antS• 1a ....... , ... 

1a DJlM of \lao Uttl.-!Uoo .Slit \Ilia .- _...... 

•ut .... , .. !U ....... ne, .._ illfoi'Md ,..su• 
•u.a 1a \llO 1o•wr ~ \lao tepJ.U ...... ta mton, 

.. ,..s~ -.. eaoe-' le •• a of Ule tan ._, 

&.S., \M - ,.net .. '1 dn rt·•• W M 

• • • 

• 
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RAW 

Stcrttary of Statt, 

Washington, 

OctobEr 5 , 

FOR D£PARTHENT OF COi!I.IERCE. 

PLAIN 
~ 

Hong Kong ~a~.R. 

DatEd OctobEr 51 1938. 

Rtc ' d 8 a .~.; 7th. 

Salts rEprEsEntativEs ot Kwangsi GovernmEnt had no 

stock of tung oil on StptonbEr 30, 19~8. PrEsEnt local 

priot pEr 133 - '1/3 pounds packEd in drums is hk 47 point 

25 to 48 or Unittd Statts 14 point 06 to 14 point 28 

UnitEd Statts . Convtrsions into UnitEd Statts dollars 

madE at tht currEnt ratE of exohangt of Un1 t td Statts 0 

point 2975 to ont Hong Kong dollar. 

Otalcrs tstimatt total prtetnt stock in Hong Kong 

tram 1200 to 2000 tons . About 500 tons art EXptcttd to 

arrivE from Hankow during tht nExt ttn days , SEllers ~rt 

holding off in EXpEctation of h1ghtr prieta . 

SOUTHARD 

RR 

103 

Regraded Uclassified



TO 

Present: 

TREASURY DEPARTMENT 101ft 
INT£" 01'1'1CIE COMMUNICATlON 

DATit October 5, 1938 

Secretarr~~nthau 

llr . ~~ 
~eeting in Kr. Haas' office, Wednesday, Oot. 5, 1938, 
3:30 P . lol . 

Jesse Tapp, President, Federal Surplus Commodities Corp, 
F. R. Wilcox, Vice-Preeident, Federal Surplus Comaod1-

t1ee Corp. 
Chinese Delegation: 

Kr. Chen 
Kr. Ren 
Mr. Te- Kou 

!Jr. Haas 

This meeting was called at Kr. Tapp1 e request, to die­
cuss with t he Chinese delegation the poeaibility ot exchanging 
wheat or wheat f lour tor some products ot China, preferably those 
t hll t might be ueed to build up reserves in t he Unt ted Sta tu ot 
strategic materiale. 

lilr. Tapp explained t o the Chinese delegation the barter 
arrangement outl1.ned above, 1nd1oat1ng that he was exploring t he 
possib1lit1es ot an arrangement that might be made with China. 
Several commod1tiee whioh are available in China were mentioned, 
euoh as tungsten, antimony, wood oil, and tin. The Chinese aleo 
mentioned tea and eilk. 

Kr. Chen informed Kr. Tapp that a propoettion with regard 

to wood oll was already in the hands ot the Treasurr, and that he 
was securing information wi t b regard t o the other commod1 t1ea and 
expected to have a report on them i n a short time. 

The meeting oloeed with the understanding that another 
meeting woul d be arranged as soon ae the Chineee group received 
more detailed information with regard w the oo111110d1tiee under 
d1ecuesi on. 

After the meeting, Kr . Tapp told ae that Seoretarr 
l'lallace, upon hie return, wae auoh disturbed about the propoeal 
t o &ell 70 million bushele ot wheat to Ohtna on oredtt. Be eatd 
that the more Secretarr Wallace thought about it the leu be liked 

t he proposal. 

\ 
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Secretary ~orgenthau - 2-

I asked Kr. Tapp what feature eee11ed to d1eturb 
Secret ary Wallace moet. Jlr. 'l'app eaid he thought it wae the 
r eaction which would oo11e troll Auetralia, Argentina, and 
Canada it the wheat were eold in thi1 manner. 

!Jr. Tapp also told 118 that Jlr. Bryant, one ot the 
reporters tor the Wall Street Journal, laid he heard a rumor 
that the United States wae going to l oan 11one:r to China to b\17 
wheat, and asked Jlr. Tapp tor his ooU~ent. Jlr. Tapp said he 
r eplied that t h ere was nothing to it. He asked Jlr. Bryant the 
source ot the rumor, and he aa1d it was a ru110r he had heard 
•a.round the State Department•. !Jr. 'l'app said Jlr. Bryant wa1 
no more definite than that. 

105 

Jlr . Tapp said he was qu1 te concerned about an:r public i t7 
being g1ven any such rumor because of the etteot he felt 1t would 
undoubtedly have on the world wheat market • 

• 
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Kon . Henry ~rgontho.u, Jr., 
Socroto.ry of the Treaoury, 
l u hinston, D· c. 

Dear llmry• 

l OS 

Bllco, N.,o.clo. 
OGtobeJ' ' • 19~· 

I recoivecl o. wire f'roca lolr. lhlte of' It' office convoying the ••••as• 
that you would lilce if' I could be in •uhlngt.on during the next week to 
dlocuo o Chinese •ttera. I wired you toclay thro\l&b llr. lhlte that owl~~& t o 
Important official enso.geCDento here in Nevacla I would be unable to leave 
here aoon. 

I prosUlllo that you wish to la,y bef'ore me certain plo.ns with r o,ard 
to ru rther purchases of' eilver tro~ China. I am very ~oh in favor of' aiding 
Chino in every legal way that we can. I lcnow of' no wa,y in whi ch thio can be 
accomplis hed except through the purchase of' ollver. Our Government •Y have 
.. rol obligations to ito own citizens with r ogarcl to eilver thet are ouperior 
to our desire to elcl the Chin••• · 

I have in aind not only the protection of' the aining induotry but 
tho exporters or tho Unit ecl states , particularly t ho exporter • of' cotton o.ncl 
•heat. I discuseecl in tho proo s recently a pooeiblo plan as a possible oub­
ot1tute f'or tho preeent plan tor tho relief' or both cotton and wheat f'araero . 
I directed my secretary to oond you a copy of' thto article. It he hu not 
done oo , I hope that you will requeet him tor a copy. 

It hao olwa,yt oeemecl to ~e to be unjuet that our Gov ernaent ohoul4 
make large ooigniorago prof'itt out ot the producort of' oilvor. Oal l it by 
fJ1ll naco t hat you ••• tit, it to i .n the lor>& run an extortionate tax. It h 
abturd ror the Governaent to •lc• a prof'U. out of' the coinage of' e ither tiber 
or gol cl . The Governaent do .. not attoiiJ>t to Mice a profit out of' oonvorting 
&old into aonoy. It thould not atteapt to •lc• o. prof'it out of' eorrrortiD& 
oUvor into t ho oo.ae lcind of' h&al tender aoney• I have t.r&Uecl thio • ttar 
t or yeo.ro but ht.ve rocoivocl no oy.po.thy troa the Preticlenta or the 'h'oaoury 
llopart1110nto under the variouo Adainietrt.Uono booauoo they ht.Ye treatecl &olcl 
•• money o.ncl silver u a oo ... clity. Both are oo-.Utieo o.ncl r~n •-clitleo 
Until ~hoy o.ro convertecl into aoney . Under our exhtill& law when .. oh •eto.l 
it converted into aoney it to legal tender aon-r, ot equal Yalue ao .. ..., . 
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don . U..nry llorgentb&u , Jr . - 2 - October 5, 1938· 

In the article I apeak of I have demonatrated I believe to the 
' I ' 

cotton and wheat producer• that foreign i11portera or cotton could 1>11y our 

cotton it we recelYed their allver at the , .... value at wbiob we pq our 

:;overMent debte when coitu~d into -ney. I bo.Ye aho att•pted to d-natrah 

that tbe Go••rn•ent would l o .. hoe -.ey thro\J&)l euoll a pr ogru than throuS)I 

the preaent abaurd plan. Ancl more than thll the pree.,t plan h deatroyins 

our foreign market and 1111at l oon pro•• an utter failure. Thh h but a 

starter of the n i dence that I intend to produce bearins not only on theae 

coacercial queotlono, but upon our -netary ayata. 

107 

Now, it we deeire to h.elp China and to ettecti•ely help China, then 

•• ohould give China our par~ty rice tor eilver. In euoh 8Yant our Qoyern~~ent 

would looe a l arge profit in orm ot oeigniorag• upon the puroha•• of euoh 

oi lver. Our GoverM ent woul ooe aa llllloh how8Yer throug)l euoll action ae 

it would loee in .any way a itAJapan obould' ulti .. t eiy conquer t he whole ot 

Chino. Peroonally 1t it were legal and not unneut.ral, I would be willing to 

loan Chine outficlent 1110ney to win t h e war . That, of couree, h i•pooeible. 

If it h not tho purpooe of our GOY arD!Ient to effect1Yely aid China in d efeat­

ing the Japan• ••, then we ohould not buy any lilver rr-o• th• at all. 

There are plenty or Ulel under the Silver Purobaee Act that will be 

of benefit to thll Oovernaent and we ehould u .. 1t only tor benefit or t h e 

Government. Jhen I la!J "GOY erJW&nt 0 I do not mean the Depart-ntll I • •an the 

people ot the country. I would be glad it the Prooeident would purohaoe 

200 000 000 ounce• or eil•er tro• tho Chin••• at $1.29 an ounce, the Chin••• 

to to given credit in the United State• tor ouch purollaee price . I would like 

to oeo , o.t couree, the ,Chineoe , i t poeeible, purchue Aloerican product • with 

•~•h credit . There would be no looa to tho people or th1a country in tb&t 

event even t hough Oh1na wer e ultt .. t ely conquered. It .tgnt be called, and 

erronoouoly called, the granting ot a bonue to our exportero. Evan th1a tor• 
of pur ollaoo .tgnt pouibly reUevo both the producer• and t h e Gover nment fro• 

t he dhutr ou• or toct ot tho pre oent agricultural pollcy. 

I t i o inevita ble, of couree, that 1t we accept ollver in purcbaae of 

our export• at the parit y price or $1 ·29 an ounce, •• 1111at aleo accept the 

American production at the • ., .. pr ice. I contended while the Pro .. uent had 

un~er coneideration the queeticn Whether he would iaou• another prool ... tion 

for t ho pur chue ot American produced ailYer that it we did not Mke euch pur­

cbaeee ~erican production would thrown upon the .arket or the wor ld and t he 

pr ice w..a4.-loe beaten down to ~ an OWIOII• I u -re CODYinced than ..,.,. tb&t 

ouch wouli'"be•the reeult. I a leo contended at the u .. t het reduo1~ the pr1ea 

of Alr.oricok produced ather would reeult in a r•duotion i n t he produotion ot 
all metala with which eilYer h aaeociated in the orea and _. .. i nor .... ed 

un""'pio,..m. '!'be r .. ulte h&'f8 pr0\'811 that ..,. latter ooat..tion wu true. 
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::as 
!!on. Henry llorgenth&u, J r . - ~ -

Tho Govorna:ent by euoh r eduction ho.e • d• a pr ot1t in the to"' ot oeiploroae 

of poooibly $8, 000, 000. It ha e loet -~ ti .. e t llo.t i n the loaa ot other 

form• of taxation end 1n tho p&Jil..,t tor inorao.eed rallet 4-...ta. 

Congrou dll be be ohged by d•and• tor inthtion by the h-noe 

of f ! ot money· It 1o poeoiblo that o. aUght intlatlon ot our cur rency t hrCJ\I&)o 

o!lvor certifico.too and through tho uoe ot tho Silver Aot to f acilitate u por. e 

and oliltl.nato bonue oo tor tho reduction ot acreage end loeno above export 

pricoo ~ overcome t h o d emand tor inflation by the ieeuo.nce ot f l at aoney. 

Ulver wi ll at loaet at all timeo hove 10110 intrlno!e va lue even • • a eo_,dt·.y. 

In f act India end ' Chin& whenever they uo abl e will continue to b~ other . 

ll"nile China will never agal.n go back on the oilvor otondard , l.t will &lweye 

conti nuo to uae o1lvor for moneto.ry purpoooo. In fact, under lhe 110netary 

~rogrom that you agreed upon with China, China had oommenoed to uee aora o!lv tr 

!n ito currency o.r.d would have continued to do eo except tor the J e penaoe 

invalion . 

Of couree, I will cencol all engagement• if you feel t hat ay return 

to Waoh!n~ton will be of material &id to you. In tho moentime, if you • • • fi ~ 

you con write ~ i n p erfect confidence by onclooing a letter morkod ' feroonal 

~~~Confid ential ' i n a n envelope which io enclos ed in another WYelope which 

io addreoood to me in cue ot your Colle ct or of Internal Revenue at Reno 

:• evada , L:r . Robert L . Oouglaao. Tllo.t letter would not be opened but would be 

delivored to me in per eon whenever I arrived in Reno. No one will know otthll 

letter except my contidonti&l oecroto.ry who i e with me and ho will never 

'' ioloto "'¥ confidence. · 

l i t h b e at wioheo, I &a, 

Sincerely, ' 

• 
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FS 

SECrEtary of StatE, 

Washington. 

1128, OctobEr 5 1 5 p . m. 

FOR TREASURY FROM BUTTERWORTH. 

PLAIN 

London 

Dnttd OctobEr 51 1938 

REo 1d 4 p . m. 

It may bE wEll at this point to takE stock of thE 

British outlook. 

ThE usual businEss indicEs for SEptonbEr whEn thEy 

arE all availablE will bE too distortEd by thE crisis to 

sErvE as clEar pointErs . It sEEms morE usEful thErEforE 

to study thE trEnd ovEr a longEr pEriod taking into account 

thE various indicEs up to thE End of August and to EndEavor 
I • 

to assEss thE EffEcts of thE nEW conditions arising out of 

thE crisis . Although it is too soon to prEdict thE con• 

crEtE rEsults of thE crisis and its stttlonEnt in tErms of 

businEss thErE is onE cErtainty, namEly, an accElEration ot 

arms EXpEnd1 turE• In his staten tnt in thE HousE ot CoDil!OIUI 

on OctobEr 3 ChambErlain said: "WhilE wE must rEnEW our 

dEtErmination to fill up thE dEficiEnciEs that yEt rEmain 

in our armamEnts and in our dEfEnsivE prEcautions so that 

WE may bE rEady to dEfEnd oursElvEs and makE our diplomacy 

EffEctivE (***) I do sEE trtsh opportunitiEs ot appr oaching 

th1e 
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ps 2• No. 11281 OctobEr s , 5 p.m. trom London 

', 

this subj cot of d1earmammt opming up bttor E ue and I 

beliEVE that thEJ art at lEast as hopttul today ae thtf 

havE bern at any prtv1ous timE" • This statODmt dots 

point to a possiblE EvEntual limitation or thE arms 

rae£ but in tfftct it mtans that therE will bE a considEr­

ablE period of uncertainty and a prolongation of the ntcts• 

slty for a wai t • and• stt policy which will tend to prEVEnt 

business EXpansion. 

As thE FINANCIAL NEWS states today: "LittlE impetus 

to the lEVEl of business activity may bt expected trom 

private initiative and thE Effect or GovErnment spEnding 

on a large soalt may not dEVElop vtry rapidly. For thE 

nEXt six months in fact thErE appears to bE littlE pros­

pect of any considerable advance in thE lEVEl of business 

activity" • 

At the tnd of August thtrt wert indications of a 

pausE in the downward trend of business activity. Employ­

mEnt, rEtail food salts and building activity WErE: holding 

at about thE: lEVEls of July and June but thESE pointErs 

showed no sign or actual improvonmt and thE question -• 

being asked whEther thEy indicatEd a coming upward turn or 

merely a tODporary pause in thE downward trend. Mtanwb1l £ 

tbcrt wert two major problEmS, (A) thE approaching bqtt 

problm and (B) thE probl Em or thE aport tradue ThE 

bud&Et 
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budgEt problem will bE dirEctly affEctEd by armamEnt 

aootltration, whil E thE Export probl£m will remai n of para­

mount importancE s i ncE thE Export tradEs art of kEy im­

portanc E to GrEat Bri tain not only as a mEans of paying for 

i mports which will bE morE Essmtial and grEatEr in vol umE 

with thE armsmtnt program intEnsifiEd, but also bEcausE 

tht great basic export · t r adEs normally onploy about 30 pEr 

ctnt of thE working populati on and now contributE ovEr 40 

pEr crnt of total un£mploymEnt. 

ThE half yEar ' s rEvEnUE rEturns show that rEcEipts 

from forms of taxation vThi ch comE in stEadily during thE 

yEar havE so far fall En considErably short of EstimatEs , 

and thE FINANCIAL NEWS EstimatES that EVEn if thE incomE­

t ax and surtax rECEipts which com£ i n largEly during thE 

last quartEr rEach thE Esticntts of this yEar ' s budgEt 

thErE will probably bE a short- fall of rEVEnUE bElow Esti­

matEs of somEthing likE '20 million to '25 million. MEan­

whilE ExpEnditurE was somE ESO million morE for thE half 

yEar whilE thE EstimatE for thE full yEar i s for an in­

crEas E of '24 mi l lion (ExclusivE of EXpEnditur E of borrow­

Ed funds) • Though thE gap may bE fillEd bEforE thE End of 

thE financial yEar by mani pulating postponements of pay­

mEnts and accElEration of tax collEctions, in thE absEnCE 

of a gEnuinE tradE r t covErJ t hE budgEt probl= as i t 

approachu 
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approacnES i n thE nEw yEar will assumE growing ioportancE 

and thE old quEstion will arisE as to how much of currEnt 

EXpEnditurE should bE mEt by borrowing. If a g EnEral 

ElEction is hEld thErE will pr obably bE a tEndEncy to hold 

borrowing within f a irly confinEd limits but if thErE i s no 

t r ad£ rEVival prEssurE f or public works EXpEndi turE and 

othEr forms of rtl i Ef of unccplo~Ent may havE a compElli ng 

forcE. 

ThE export tradEs arE admitttdly suffEri ng from cur• 

tailEd d~nd for Briti sh goods in thE principal markEts 

of th£ world as WEll as from th£ Far East Ern conflict and 

tradE rEstrictions. But as in th£ slump of 1930 and 1931 

Bri t ish txport pri cts rEma in high and costs havE shown 

littlE rEduction. ThE cost of living r=ins EvEn now 

hightr than a yEar ago i n spit£ of thE dEclinE in pricary 

foodstuff priots whilE viBgE rates show no sign of bEing 

rEduc Ed • ThE v1o.gE cost is howEvEr not thE onl y cost and it 

is my opinion that Bri tish i ndustry i s suffEring from a 

nalady unrEcognizEd hErE but in rEal i ty as fundBQEntal as 

thE nnlady which affl i cts FrancE o.s a rEsult of thE 40 hour 

WEEk and othEr sooi o.l lEgislati on. Th£ basic British 

Export industriES ho.VE all Endtavortd to solv£ thtir pEr­

plExing post- war mal ndjustmtnts of ovEr-capi talization and 

ovtr• capaoity 
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ovEr-capaci ty by mEans of production control and pricE fixi ng 

schEmEs and though thES E mEthods havE provEd fairly suocEss­

ful from thE sharEholdErs immEdiatE point of vitw, i n thE 

casE of thE i ndivi dual i ndustri Es thE rEpErcussi ons ot such 

a policy whEn appli Ed to basic matErials such as coal and 

stEEl arE manifEst . WhilE thE pricEs of primary products 

suppliEd by Bri tain's btst Export customErs havE dEclinEd 

si ncE thE pEak of Early 1937 by somE 30 ptrctnt, thE Board 

of TradE pri cE indEx of British coal has dEclinEd by lEss 

then 6 pErcEnt and thE pricE indEx for i ron and stEEl i s 

actually highEr than in thE third quar tEr of 1937 . Not 

only do thE pri cE polici Es of thE coal and stEEl industriEs 

affEct thE cost s of nEarly EV Ery manufacturing and con­

str ucti onal t radE but thESE t r adEs again arE i n many casts 

organizEd along similar lints with pricE rings dEsi gnEd 

to furnish o. prof1 t to thE 1 East Et'f1ci tnt t'irm and to 

curtail producti on and prEvtnt pricE cutting. 

A British mtroho.nt bankEr who bas rECEntly tour Ed somE 

of thE industrial di stricts ot' Grtat Britain and talkEd 

EXtEnsivEly with bank managErs and othErs in cloSE touch 

w1 th industrial condi t iona has EXprEssEd thE v1 £W that most 

British 
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REB 
6-#1128, From London, Oct 06 15p.m. 

British i ndustrialists havE lEt slip thE oppor tunitiEs 

affordEd by thE tariff and currEncy dEprEciation ot 19~1 

tor rEndEring thEmsElvEs powErful as compEtitors i n 

world markEts. InstEad o~ "manufacturing to a pricE" 

thEy havE contEnttd th~ElvEs with making what thEy could 

out or thE nEW protEctEd homE market and by no7 thE w1ndtall 

advantagE gainEd tram dEprEciation has bEEn complEtEly 

lost and thE high hopEs of thE ElEction spEEchEs of 19~1, 

in which cnphas1s was laid on thE nEEd tor tariffs to makE 

British industry ablE to compEtE in forEign markEts, havE 

vanishEd. Such rEliEf to thE EXport tradEs as will 

EVEntually comE from thE improvEmEnt in thE pur~haslng 

powEr of important British markEts which wi ll rEsult from 

a rEal 1mprovcnEnt in thE UnitEd StatEs or AmErica is not 

likEly to bE quick in any casE, bEcaUsE i t will bE largEly 

indirEct, and it will bE still furthEr dElayEd by thE 

factors that arE bEcoming i ncrEasi ngly apparEnt which makE 

tor high costs in Briti sh i ndustry. That stErling is OVEr­

valuEd is l i kEly to bE allEgEd so long as Bri t ish coste 

and EXpOrt pric Es rEmain artificially hEld at lEVEls which 

oan but wEakEn oompttitiYE powEr in world markEts. Even a 

sharp r iSE 1n thE pric E indEX ot primary products g1v1ns 

i ncreasEd 
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REB 

7-#1126, From London,Oct .5 15p~. 

incrEas Ed purchasi ng powEr i n important mar k ets could 

furnish but a limited cur£ i f Bri t i sh export Ers do not 

adjust their costs and thE pricEs at which t h Ey offEr 

thEir goods so as to compete successfully with producers 

in other industri al countrie s whtr£ thE cost structurE i s 

morE Elastic. 

British Export trades wErE faced with thE sam£ dil£mna 

in 1931. Dtprcoiation camE to thE rEscuE but tariffs 

wErE also introduced and Bri tish productra have tEndEd to 

pick the home-markEt plum.s and failEd in many important 

instances to takE tht oppor tunity to consolidate thEir 

nEW advantage in export markets . Today thE costs structurE 

is mort rigid than EVEr because tht tariff bas fostErEd 

tht pri ct ring and r EcoursE cannot bt had agai n to 

dtprcc1ation to thE samE Extent . Tht pound cannot gEt 

out of thE stErling arta, which is so EXtEnsivE and now 

i ncludEs EVEn FrancE. FurthermorE frEedom of action 

in currency mattErs is Vir tually ubiquitous. 

HPD , 

r 
JtENNEJ1.( 

.. .. .. . ' 
' 
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Srerctary of State, 

Waehi~gton, 

1129 , October 5 , 6 p . m, 

~ 

PLAIN 

London 

Dated 

Rtc ' d 

FOR TREASURY FROLI BUT'l'ER\VORTH, 

October 5 ~ 1938 

4 :02 p . m, 

TilE volumE of trading in Sritish securities rt~~ins 

smnll and thE attitude of wait-and-SEE continues . 

ThE dollar opened at 4 . 80 with thE British authorities 

offering dollars presumably in anticipation of considErablE 

de~and , ThE rate moved to 4 , 80 3/4 and then on market 

b1dd1nc to 4 , 79 7/8. At this point it was held by thE 

Br1 tish authori tits until gold fixing . The dollar rema inEd 

at a round 4 , 79 1/2 until Ntw York opened a sEllEr and 

shortly thereafter news of BEnts' rtsignr.tion sent it to 

4,80 1/2 . Exchange dealers again report considerable 

business in small amounts , 'l'hE British authoritiE s gavE 

some of thE 327 bar s at fixing at l44S . lOD. which was 

parity including tht lS , 3D, war risk rate . 

The franc has been under considerablE pressure but thE 

forward rates have moved i n presumably on official biddi ng. 

It 

llS 
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REB 
2-#1129 , Prom London, Oct ,5 , 6p. m. 

It is tcken for eranted that the Bank of France ' s gold 

supply will be re-valued at a rate to cove r the 30 milliards 

of ad vane es and it is a lso c.ssumed that exchange control 

will not be instituted. Aside from these two considera­

tions the city has no definite views or information on 

possible French developments , 

I<E tlllEDY 

CSB 
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PJ.JlAPSAII OJ' fJLPW•M UOirfiD 

ftOih .U.erioaa lllba&aJ , Paria, l'l'&DCIO 

DA'fll Orio'ba:r 15, l9S8, 8 p.a. 

JO.a lfOO 

nttw ooomwr . 
.t.i aiz o'clook I had a t&l.t wUh ., tried 1Ja the 

1 ~ 6 --

BUlk of l'l'anoo. After iho Sonaia paeaa4 tho bill granUJll 

i he Go~a:r•aa1: full finanoial powere ih1e afterDooll, iho 

Paril o:&Ohanp aarkft qu1aia4 tunher. 'rho J'ranoh atu11-

1aa,1oD tUDe!. for 1:he d&J loat oolla14arable fora11Jl ez­

ohaoga in order ic hold the fr&D.O; ihe fra~~o aa eYaa 

iapro~H. ao.wtl&t for payoholoc1oal raaaolle. BoweYar, 

tod&J •• llOt lla&rly eo bad a d&J aa yeaiarday for the 

balla f\&Dd.. U 1a at111 llOt lmOWil t o •J tr1c48 a1: the 

SUit wbaiher thoro will be an 1-e41a1:o reY&luaUOil of the 

cold atook, aa 1a aura1aa4 on tho marte1: • 

.lt a ~tor after eiz I laa4 a talk w1 ib Rueff, jut 

&ft«r a. "'' b&ok t:r• tho Sonata aen1q. Rueff 481lia4 

the aartoi ruaor ibat a r~luat1oD of 1:ho cold aioot 11'111 

be abo• oa tho atai•ent of 1:1lo BaDit of J'raaoo 1:•orrow. 

Be aa14 lila 414 1101: eqeot any Dew ••.urea wbateYer 

\o 'be iat• iho u:n d&J or in iD tho f1D&no1&1 f1el4 

wular illlo an auilllor1 iy of tho 04n'Uil8•'· 'lure _,. be 

a 418JHI&Uloa 1:0 ••oh cl.eYel.,.enh 'before taktq &AJ •• 

f1MDo1&1 aM.uroa, a1aoo el.opoa11:a are bec1an1q to oo.e 

b&ok 

• 
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baok to tile 'bake, u& .OoodpU ... to MUH&l clet-.e 
" 

bonu uo p1oklac 11p oiaoo •o.a7. 

Ual.o•• nero 1o a o1p1f1-t tva 1a ~ n_. ... 

a ropaiirlaUoa of oaplt..l one ta, 1oM otall111saUoa t~m• 

rill no .. roploatUtac aner a t .. da7•· 
I:ID or M'IIAGK. 

WILIO.. 
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...... Oowkr 6, 1931 

AMGA' 

.10,000,000 

15,000,000 

t25. 000,000 
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JI'ROK: Allert can llllbe.ssy, Berlin, Ger-.ny (Part J.ir) 

DJ.!Ii October 8, 1938. Reotd Oct. 7, 7;55 a.a. 

10.; . 631 

llo. 18. JI'ROll HJ:l!H F<:R !HI TREASURY. 

121 

It h not denied at the Reiobebant that the increase 

eben in the 8ept•be:r 30 stateasnt of the bank - reference, 

a y tel egraa llo. 17 - 1D 110netary circulation aDd oredUs 

wae eaeentially inflationary. Bownv, 11; was asserted that 

t he baDk -s assured that the GoYernaent would cooperate 

in bringing baolt to •noraal' the aonstary circulation of 

the coUDtry. One point brought out is that the monetary 

circulation will be iaportantly reduced by the sUbscription 

f or the new Reich loan of one thoueand fiye hlllldrsd aillion 

reidbuarlts. In addition, it ie stated that tax reYsnuse 

are auob greater th&Jl had been foreoaet. J.ccording to wt­

offioial figures for 8ept•ber, the Reich elljoyed rn811\les 

of 8.3 billion reioA.a&rks for the first six aonths of 

t he fieoal year ae cOIIJ)&red with 8.8 billion reiohsaarlte 

for the eaae period 1A 1937. It bad originally been fore­

out i.bat rnecuee for the current fhoal year would be 

16 billion reiobaaarke aa ooapared with 1• billion reiobs­

Mrlte for the period 1937-38. !be Kinhtry of Fill&lloe 

eetiatee, 011 the b&ais of aix 110nthe actual returns, that 

rnmuee 
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revenues for the current f i scal year will be 17 .3 billion 

reiohemarka. ( lote: the f~ee for .luatria are not in­

cluded in these figures). 

It was stated at the Reiahaba.nk that the monetary 

position at the end of July, when circulation st ood at 

8 .7 billion reiohsmarka, was about normal for t he full 

employment conditions in old Germany, but etated that 

t here would have to be increase - they thought about 

122 

400 or 500 million marks - over that figure to take oTer 

Ozeoh currency held. by the Sudeten Germans, and. some addi­

tional emission to matoh the employment and. production in 

Austria whi oh was still increasing. It is to be noted., 

with regard to the Reiohabank estimate of add.itional cur­

rency needed for Sudeten territory, that the Czech delegatee 

to the conference here estimate that there are only about 

two billion Oeeoh orowne in the poaaeaaion of t he Sudeten 

inhabitants which would mean something under 300 mi llion 

reiohsmarks at the present official rate of exchange . 

The question of the exchange rate for Sudeten- Czech 

currency holdin8e waa brought up i n the auboo-1ttee aet 

up by the conference here to decide on financial and. 

economic queetione arising from the oeeeion of the Sudeten 

territory. Ritter, the German member of this euboo-tttee, 

wb') is Reich Aab&eeador to Braeil and fo:naer ohi ef of the 

J:oonollio Beotion of tbe German J'oreign Office, y .. terdq 

took 
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t ook the stand that the m&tter of the exchange of ourrenoy 

was one purely for decision~ by the Gel'lll&llll. The Bri tieb 

end French contested this view and surprisingly the Italian 

member did too, and eventually Ritter agreed tentatively 

that German exports would consult w1 th Ozeoh experts in the 

matter. Peroutka. of the Czech Central Bonk is the C&eoh 

member of the subcommittee. 

In taking the above-mentioned stand Ritter stated that 

t he Reiobabanlt and the Czech Nation.al Bank had already had 

some disouas1on in the matter, but made the statement that 

the matter would be decided by the Reich Economic Kinietry 

r ather than by the Reiohsbank. It is not clear just wby 

t he statment was made. This statement is further evidence 

of the subordinate position occupied by Schacht and the 

Reiohsbank and that real authority in monetary matters ia 

vested in the Winiatry of Econcmios. 

COnfidential. .l British 1110111ber of the euboo111111i ttee 

said that he and the rrenoh me111ber, with the support of the 

Italian member, had endeavored to support and buck up the 

Czechs in the 1r ligi till!& to olaiiiiB. .lcoording to his state­

ment , the Czechs aeemed unwilling to take a firlll stand 

against German claims except on the one question of turni ng 

over the rolling stock to the Geman railwa,ye. Unleu there 

were a proportionate aee~tion of Osech railwa,y ind&bted­

neee by the Germane, the Oaeohe definitely retuaed to 

deli ver rolling etook. 
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The question of the rate of exchange at which Ozeoh 

currency held by Sudeten i nhabitants will be exchanged 

124 

tor miobsmarks is stUl bei.ng debe.ted by the German Gov­

ernment . I f t he Ozeoh crown is g iven an artifically high 

rate of exchange, it would satisfr t he Sudeten wage earners, 

but i t would also impose a heavy burden on Sudeten industry 

which is stated by the Re iohsbank to have tremendous (lver­

head costs i n comparison with German i ndustry costs . The 

German army is exobanglng et the rate of one mark to ten 

crowns instead of at 11.46 crowns (the Berlin bourse rate) , 

but it i s announced that this rate is purely a temporary 

one . According to reports, Ozeoh r epresentatives here are 

opposed to an artif ically high rate of e xchange for the 

Czech crowns in Sudeten possession on the ground that the 

subsidized and artificial banknotes whioh would aoorue 

to Sudeten wage earners from suoh a transaction might 

affect the voting in the districts subject to plebiscite . 

The limited butter rations of the Berlin householders 

were reduced twenty percenttbis week, apparently in soma 

connection with the food and fore i gn exchange problem 

caused by the accession of ths Sudeten Geru:ans. 

'lriLSOil 

' 
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OONE'illENTIAL G-2 
J)l 

Ootobn 6, 19,S 

ll!liOJW!roll 110. 28 FOR 1'BX CHI!JI' OF SUn' 1 

Subjooto !M p,..oent Europet.D oltuation to 
l OoOO A.ll., Ootober 6, 19,a. 

General Situation. llo t'lul4aJoontal o~o. 

llilita ry Situation. Exoept ao otMrwioo atated tM tol­
lowin& int'oro.tlon 1o bu<td ~:morally upon proao aooounto. 

Great Britain -

There i a no 1n1'ormat1on of ~ general de­
mobililation of tho military toroeo oalled out during 
the reoent or iaio. In thia aboenoe it muat be aaeumed 
that tM ooaot detenu unita and tho two antiairoratt 
dlTia ioDI of the Territorial Arrq, all naw.l ,..urrlata 
who aotually reported tor aotin duty, and the ObaerT­
era Corps, Royal Air Foroe, a,.. atlll on aotin duty. 

F'ranoo -

TM oonaoript ola11 ot 19,S, haTing oa.pleted 
ita two-yean' aerrloe with the oolora, wi ll be rel eued 
on Ootober 15. TM n- olua or ooDOoripta will be in­
corporated in the ano;r on llonaber } and 4. Eaoh of 
the11 olateea DIDibera abCNt 125, 000 •n· Thia prooedu... 
11 nol"JM.l . 

It 11 belio ... d that ,..oorrlato are pror;reo• 
oiToly heiDI: relined troa aoti'fo duty but tb. rete ot 
roller ia not know. Roaorrlota on the llo.fi:lnot line, 
with tho frontier unite a nd with tho t.Dtiairoratt de­
fenoo unito will probably ba ,..loa11d taat. 

llotor n hiol .. and aJliMla roquiaitioned 
troa ohiliane are beinr; ... turned to th•· In de­
IIObili sin!:, Frallo. il faoed with tho IMOOIIit)' of DOt 
~ODin!: horaelt unduly bato,.. a a till 110h1Used 
Ge~. At the - ti.M, the oritioal tlnanoial 
pUcJ>t of the Goft..-t alr:eo U boperat1 ... that de­
.ab!llaatioD praOII4 rap14~. 

OONB'LDENTIAL 

\ 
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J.a tar aa ~a~own. the order prohibitiJic 
la&na of abaa110a bu DOt y.t baall reTOioe<l.. 

OeraD,Y -

!he ailitary oooup&tiOil ot ZOila IJo. 3 ill 
water~> Su4etalll.....S -• completed Oil October 5 with 
perteot a110otlmeu. Zones IJo. 1 &lld lo. 2 han al­
ready baell tully oooupied. the oooupatioll ot zo,.. 
llo. 4 will o-110e t~. AooordiJic to the praaa. 
the Intematiollal COIIIlll.aaioll hu allotted all turther 
terri tory • OOiltaiJ1in& a 51% Ge.-n population to 
Zone 5. witholrt turtber delay. there ia a &rcnrin& 
desire on both aidaa to do ·~ with the plabiacitea 
.....S to ban the Illtel'll&tional C<Daiuion t1lC the n .. 
t'rcmtiera . 

the a. ...... prefer the quiobr •tbod ba­
eauae tbay wnt to brill& their troopa "- &lld ba&ill 
atter October 10 the daDobili&&tioll of reaerrea. 
The Czeoba wnt to have the GerMn J,nq ill pouea­
aiOil of the tnnai'arred areu pro.ptly aa thia will 
keep d0lll1 the Helllein Free Corp• and illllll'e tran­
quillity. 

Italy -

IJo detillita 1nto..-t101l Oil withdraw! of 
Itallan toroea rr.. Spaill. and Italy thlla tar bu 
w- no 1110111lat1on to abandoll her ailitary Tm­

t\U'a ill Spaill . Oo the contrary Itali&ll plane• ba ... 
been reported aa raapolllible tor boll))iJic of Ez>«liah 
ohipa on October 4. !hera are 110 a1£1UI or dnlobili­
sation of the raaerrlate oalled aa a precautionary 
meuure durillg the recent or1a11. 

!~!!pry -
F..- Bwlapeat tbru State Dept •• 
7 •00 P.X •• October 5. 1938· 

!be 111qar1an •u pre•• contizlwoa to 
=&a the s.-diata raturll of BJmc&r1all tarrl.to1'7• 
It 1a reliably reported tbat there are about s.ooo 
fairly wll UMd ...bera of the Jllm&ari&ll •a1 
Party. !he altuation 1a cOilaiderad or ollftioiant 
aeriouaneu aa to oa uae the Cabillet to d1raot the 
Bagent to order arw,y 0 ndara to d1ab&Dd the 
liad group a dllring the next three d&ya • 

- 2-

00Nli'tOENTIAlJ 
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CONlflDENTIAl· 

~-
lo - hae b .. n publilhed u to tile tate 

ot Mareh&l Bl111oher. tor..rly Coam&Dder ot tbe Far 
Eaatern Red Anlif• It ia belieTecl that be hae been ahot. 

'!'he SOTiet preu binte that tbe Sortet al­
li&DOe with Frlnoe will be eorapped u tha tailun ot 
tha la.tter to keep her pleqe to the Caeobe bu -.18 
the pa.ot wort.hle••• 

· •o troop ..,,_ta reported. 

Pol&nd l.nalata that Caeobollonki& oede ~ 
entire Prorlnoe ot Rutbenia. to Jllms&r1 in order to 
brl..nt: the border• ot Pol.&JI4 and Jhm&&l"7 tor;at.her and to 
tona • b&rric&de .. ,.tnat the ossa. 

Xo troop .oTI8ente or d...,biliaa.tion ot 
eolclier1 bee been reported. '1'be preaa eet"-tecl that 
tr- aoo.ooo to 2.ooo.ooo Pole• ...... IIJider -..-. 

!he oooupa.tioc ot tha r eaohan a.rea a.ppea.r• 
to be prooee41nt; without eeri0111 iDOidente and it i l 
belie?ed t hat pra.otioally a.ll ot thie area. hae now 
been oooupied by Poliah troope • 

• 

_,_ 
CONFIDENTIAL 
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I"':DERAL R£SERVE BANK 

OF NEW YORK 

OFFICE CORRESPONDENCE 

OQiftai!UL ru.• ro-

D ATE- ...... 1, 11 •• 

Su o.u:~OOilt 810111711 

r,.,.._h f, _.. ... _____ _ •·• ar •=et._ 

I ..Uet b, lelMa n 10100 e'ele• •• 8pelre te 

........ , leltN ........ ft.bc• lt.et aala .. -- ....... .,, 

• ••• Mlt. llt.a a aaet waa a fMallu •• at \he -••· .. ._. 

qlli\e aaw 11111Citl ,'lllllt' \lt.a .. , wu ,.~a, te 1-. •• ~..llk•4 toe. 

-*• 11p 11.11 11D4 -.uaer be ~• ,. lAic •• llllen 111 .... ,., 

QM•auoaa, \lt.er.ntn, 11.84 ll..., enaUa. Ia ba4 •14 •• ~· 

• UUle ea4 wee lAaJ .. ,0001000 • llal•M a a a n•U et wliqt a 

operaUoaa, fUll wea .., ..... M H a ..Uer at doll.an '~ 

proballltliM••• et fNflt tMSIIa 1114 p~ --•• It._,. te 

ndlaee Ue ~ paal\1• Ia "'eUan wlalell It felt •• toe ~. 

u ....... .-..u.., \lt.e f.-ltaa lD 1•"'- •• tllft It 

110111.4 10 ..... -· tit. ...... talk ., .... -· ~- ....... ,~~,. 

~·· tlt.h t.-ltnr ,... llaaall • tlt.e.fno.-J.e u.t at ~-. 
oa .,1•4'• •tnoM!a tnlle padU• •• tlaal17 • Uae s. ..... et 

oon ot r-••• • •• atlt.ar u.c .aa ... •• • 1da :&-. paalU• 

1A dollara Ia ~-· a1• .ate It at.pt H ,._. aftlaallla te 

...... lleton 1111• 
rill ,.... laM -.. .... _ .... ..,.. , .......... "" 

Culpel., ta tlt.a -•• Jaa4 _. W te ...,. .. tlt.a ..... . 

1M llelaa •• .uu n.a, pan!7 •• • ..-u et t11P' 

._.,. 11 , .. late la'atw .C panl7 •• a n.alt et ,_. nUN .. 

"-•• pwt.•a&r .... , ... hlll• ....... -· Uftlll -.. ..,, .. 

, .. '" ... 
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·oFFICE CORRESPONDENCE 

COiltUMl.AL ru.ll 
TO- \ 

DA~·· UJt. 
SUIUECTI ......... -· UtlOL_tg;la 

f""Y ~ •• raM• ... " .... ........,._ 

I 

the ,.14 aU'Iln .. , •* aue aolalll •d •d...n••• 
were dl•••dac a ... ltbedllle t.r war l'i* Sa•r.•• .... , .. , ..... 
l.olldoo ud ... to .. . 

I laq.atr .. aa \o Ule &old oa Ule ._era ad waa \eld 

' b-' 1\ had ,.. deU:nr .. • lloDtq, \Jia\ •• tu •• be llllw tale 

loeera bad left •4 •aa ... oa 1\a .., u 1 .. ton. 1 .... \be\ 

be ai're u dn.Ua oa .aae IIODolala •• .aae ._ .. , llbiJIIl_.• aa be 

b•4 dNe 1a the eaae et Ule nrn llbiJIIle\. 1 ll• ncp~ena4 .aan 

be 11•• •• Me lannOU.oaa u eu17 aa poalltlle oa \be ti'F 10001 000 

of bh aol4 Mlledlll .. \e Ul'lwa • .... ...., ed Ule t'ut.h .. 

tn,ooo,ooo HbMI&l .. wan b ... • .... N• ....-en, 1 

aplllae4, ...... e 1a ~· la\ereft •• -- .............. ~ ... 

" ha4 praUII1aU7 edft"' •• M Ule Uapea1Uoo ot ~~ cold 1\ 

~4 'be 111poa11llle tu •• w Ntb U Ul • p oa \lao tq et anlnlo 

..... p...taed •e be...,. ... ~·, .... 
le ne\ .. \aaa\ .... _.ua bad 'b .. 1a -· •*14 ... \Ill 

lnllldlh am• .. (Wa 1a ..nlaer oft1HI' e.t., a ... Hlaa M tile 

papera, w left ftUa•eJ,..te t.r .. 1184). I tol4 ~I bed • 

14• tN\ Ula\ I nUl• tbll'ilh' \be\ •• 1..a11 W DO -

lahraR 1a \ba\ -... 
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Secretary of State , 

•·lnshi ng ton . 

1136 , October 6 , 6 p. m. 

GRAY 

London 

DatEd 

ncc ' d 

FOR TREASURY FROII BUTI'C:R\YOP.TH. 

0.4--
OctobEr 6 , 1938 

2:20 p. m. 

British securities have been firmer today partly duE 

to thE comparativE moderati on of Hitler's speech, partly t o 

the adjournment of Parliame nt after a large vote in f avor 

! 28 

of thE Government am partly to the upward UlOVemEnt in 

American stocks and conunodi t ita ·1hich induced a slightly morE 

hopeful general atti tudE in thE ci ty . 

ThE dollar which openEd offered at 4 . 81 has moved 

irregul a rly within a r anee of 4 , 81- 3/4 . to 4 . 80 3/8 

wi t h thE British control opcra tinc.both ways from t i me to 

timE , 

ThE frArc ~s r~aincd steady but thE French fUnd has 

had to s ivt a fair amount of otErling . ThE forward franc 

at one time moved to one month ' s one and one- quarter , thrEe 

n1onths four a nd one-hal f and due probably to official 

intervention hns movEd out again t o tv10 and five and one-

quarte r respectively, 

KH'llEDY 
CSB 
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PAlW'IIIWIK OF TrTm!IAM UCKIQD 

J'1lCih Aac1oaa JriabaeaJ, Paria, rruoo 

ll&Hi Ooh'bor I, 1838, 5 p.a. 

10. a 1?06 

JllOR OOOIIJIAJ • 

The 8epiwbn 29 ait'G&Uoe of the BaDk of h'&.DOO 

&a shoWil on • .._,., • atatw8Jl1i waa that d.1aoo\lllta wco 

129 

up 8 b1lllon 33 aUllon franoa; 5 b1ll1oe 1500 a1ll1oe 

franoa had 'ba8Jl adnaood to the liate; there w.a u ta­

oreua of 16 billion 811 a1ll1on truoa 1a o1roul&t1oe0 

there waa an 1noraaaa of 1 'b11110D. 257 a1111oa fl'&Aoa 1a 

l.epoaUa; thua the raaul.Uag oOYcace waa 38. 3'7 •caua 

•3.01. It bad baa •liPoohd that t he atatwat wOilld 

be Wlfa•orabla, but 1ihe figuraa gi'Ya abo•• r"-.J.al. 

eo atrUiaglJ the ••1-••• of roo•t pra18ura on the 

BaD.lt of rruoa that at 110on todaJ t he apot fl'uo wM.kaod 

wha the B&D.Jt'• at&i-11 waa g1•• oat. naorou tatar­

.,SD.Uoa baa roduoad the d.1aoouni 011 tba forward fraao. 

loae ooaficlaaoo 1a the f1aano1&1 ud aoeat&rJ •1t­
t1oa baa bam raY1Yo4 throup tbe further brM.kiac up 

of the Popular Froat p&riJ w1 th the o-iata d.riYIIJl 

i nto the oppoa1Uoa, the GoYer-•'• preaiaea ••• 

nohanp ocatrol will 110t bo 1apoao4, aa well aa the 

Oo'Yca.n• a proaieaa to refraia tr• _.u .. of •-iarJ 

fao111iJ &D.4 forood oOil\'caioa, and, of oaul8, the 

&Yo1claaoo ot ~. !kta rw1ftl of ooaft•woo 1a tw1-

411loM 

Regraded Uclassified



130 

-a-

de oM '111 tu 1~~prn•at 1a tllo fllrWI'f. f'l'aao ratoo • 

le .. aillc of JII'OoiRN oa 1ollo epn f'l'aao nto. tn.. llaak 

dopodto lla•o otute4 to ooao 'llaok• aaf. tldll'o 1e 1aOI'oao• 

auba01'1pt1• to O.•u•.U oonz1U... U r-1ae to M 

eou. wllnllu tllo fa•orablo trau will 1nc ooat1auo. 

!ho arkot h to4&7 oa.nllat d1n.ppo1S o4 br throo 

otllu faotoro. 1a a441t1• to bo1JIC noot• _. no otat-t 

of 1oho 8Uk of J'raaoea (1) U 1o uduotoo4 ~1; .. 

date llao .. 701i b- f1xof. for tho aon1q of tllo Oab1an 

to d.eo1u upea aoaeuroo whioll uo to bo tat• -• tllo 

OoYornau.t•o aow a~hor1tr; (a) oot 1 .. 1ooo of oztroao1r 

1&1'10 OUI'I'U.io 0.YOI'Balll1o up01141tv .. &1'0 bOiAI aa4o 

unoff1o1allr • whioll up011411oul'oo will uot aoar1:r bo ooYOI' ... 

bJ U.Uo ea4 o~ .Ooor1pU- 1o4l !1'-7 oeour1-

Uoo; (s) tile ooaatorial e1oou .. fall • Ootobor as. •• 

11; h poa1ppM 1;)1at tile llOW plaao ., Jl01; OYID bo 

IUIDOIIIlOo4 UDUl &ftOI' 1;)1&1; d.at .. 

.l1; fin ololeok t.ll1a aftOI'IlO• I Yh1to4 &1; 1;ho luJt 

of rnaoo. !lie J'I'ODOia o•trol 'llf Uat U• ha4 loot appro .. 

1•t&lr ?OO.IOI po b. De otuW•U• hal_. tlloro­

foro loft ntll looo tUa &,ooo,eoe.ooo f'l'- ef pl4 _.. 

for01p ontoqo. Dllrillc tllo U• tllat I _. at tllo ..-• 

a ropon ... 1a f'l'• 1o11e 81'1 UM oaatrol .._, aftu 

aoqu11'1q ... ooe,IIO ~iq tu -.rtn. it .. tldll'aftu. 

1a tho .u.t• a••'•• leat .. ,..,.,eoe. 
J••tef 
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··-
I ultM 11J f%1 .... at tlao 1uat of rraaoo wtanhv t~a., 

}lacl UJ 14• u to lunr lluollu.._. pl&ao to uo lllio hll 

f1D&D01&1 ponn. n.,. Ait tb.oJ cl1cl DOt - oxo•t tla&t 

he hacl boqJit a rail_,. Uokot to Jlhoillo t or llliaoolt. 

!b.uotoro tlao Buk ot huoo OoYonor, Fovaiv, toelo 

t ree to go to Baool t0110nn aft- tor tlao B.I.I .... ._ 

i DC• It 1o 110t OJIPootM tut tlt.vo will }jo UJ do'l'olop­

•nh ia l'r•oll t i UDOo OYV thio ... lt .. t. 

auv•ua. 
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TREASURY DEPARTMENT .!32 

INTER OFI'lCE COI\41\4UNICAT10N 

DATil October 6, 1938. 

TO 8eoretar7 llorgenthau 
. 

'"'ow Kr . White 

Sub ject: Action recently taken by League ef Natione re 
Sino- Japanese hostilities. 

(No orri cial information ie yet aYailable to ua. The preaa ia 
the aole aouroe ef the follewing inron.a tien. ) 

1. On September 19 the Council of the League invited Japan, 
ln accordance with Article 17 or the Co•enant, to a eauae 
temporarily the obl1gat1one of League ~~eaberahip for t he · 
purpose of aettl1ng the diapute wi t b China. 

Article 17 - In the e?ent of a dispute between a 
member of the League and a Sta te which i s not a -em­
ber of the League, or between States not Members of 
the League, the State or Statea not Members ef the 
Leagu· shall be 1nY1ted to accept t he obl1gat1ona or 
membership 1n the League for t he purposes of auoh 
dispute, upon auoh conditions aa the Council aay deea 
just . I t auob invitation ia accepted, the proY1a1ona 
or Articles 12 to 16 1nolus1•e ehall be applied with 
such modification• as aay be deemed necessary by the 
Council Upon auoh invitation being g1Yen the Ceunci l 
shell i mmediately i nstitut e an inquiry i nto the cir­
cumstance• ef the dispute and raooamend auoh action 
as may aee 111 best and .oat effectual 1n the oircua­
s tanoee. 

It a State eo inrtted &hall ret'Uaa to accept the 
obligations or aemberahip in the League for t he pur­
poses ~! auoh dispute . and shall resort to war against 
a lleaber ef the League, the pro•iaiens of article 16 
shell be applicable ae aga1.nst the state t aking 1111.0h 
action . If both parties to the dlapute when so i nYited 
refuse to accept the obligation• ef aemberlbip 1n the 
League ter the purpoaes e t such dispute , the Oeuno1l 
may take s uch aeaeurea am aake euoh reoo-ndations 
as will prennt hoat111t1es and will result i n aettle­
lllen t er the dlspu te. 

Regraded Uclassified



!33 

secretary llorgenthau - 2 -

2. On September 22 Japan forwarded to the League its reJec­
tion of the proposal. 

J. On September 27 the League Couno1l agreed unaniJDOus1:r 
that beoause of Japan's refusal to settle her dispute with 
China throu~ the League Covenant Article 16 1e applicable 
against Japan. 

Article 16 - Should an:r Kember of the League resort 
to war in disregard of its covenants under Articles 
12, lJ or 15, it shall ipso facto be deemed to haTe 
co!llllll tted an act of war against all other llembsrs of 

jthe!i!l;!~!ii!:;i!!;i!iillilili:i!~~~t;e~~to~~:.,:/. 
I <?L.C-.&..;-
~A-v 

"'l'' d ·) 

the nationals ef 
any o ther State, whether a •11ber of the League or not. 
It shall be the dut:r of the council 1n such case to 
recoauDend to the seTer al Governments concerned wba t 
effective military, naval or air force the llembers 
of the League shall severally ocntril:u te t o the ariDed 
forces to be used to protect the oovenante ot the 
League. 

The llembera of the League agree, rur the r, that 
they will IIUtuall:r support one another in the financial 
and economic measures whloh are taken under this Article, 
in order to minimi ze the lose and inconvenience result-
ing from the above measures, and that they will mutuall:r 
support one ~nother i n resisting any special measures 
aimed at one of their number by the covenant-breald.ng 
State, and tba t the:r will take the necessary et eps to 
at ford passage t h rough their terri tor;y to the tcroee 
of any of the llembers of the League whloh are cooperat­
ing t o protect c ovenants of the League. An:r llember of 
the League which has violated any covenant of the 
League ma:r be declared to be no longer a llellber of the 
League by a 10 te of t he Ceunoil concurred in by the 
Representatives of all the ether llembere of the League 
represented thereon. 

4. On September 30 the Oeunc1l adopted a report ll&king the 
appl ication of eanotions and the oondeanation ef Japan a• an 
a ggressor dieoretionary with the individual aember statee. 
("lie have been u.nable to obtain a oop:r of the report.) 
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5· The Japaneee repl7. 

A epoltes-.n or the Foreign Ottice ot Japan issued a 
stats~ent on October 3, according to a despatch in the New 
York Time e , as t ollewe: 

1 The Japanese Government, haveing always taken 
the stand tm t the Chinese attair cannot be expected 
to r each a Just and adequate settlement by the pro­
cedur e envieaged by the League Covenant, had previouelJ 
declined to accept an invitation ot the League Council 
based on Paragraph 1 ot Article XVII. The Council 
adopted on Bepteaber 30 a report that League lleDbers 
IIBY indlvlduall7 appl J J.rtlole XVI to Japan b7 virtue 
ot Paragraph 3 or Article XVII. 

'By lnvolting this paragraph t he League recognizee 
the existence ot a state ot war between Japan and China, 
wbloh is lnconslatent with the attitude ot member 
States, which, with regard to t he que stion ot respect 
tor thelr interests in China, protees that no state ot 
war exists between the two countries. 

'The Japanese Government attaches great importance 
to this polnt. 

'Moreover, should any count ry resort to measures 
ot sanctions against Japan in accordance with the 
League declaration, the JaJ)anese Government would be 
ready to adopt counter-measures. 

•ror the ealte ot wor ld peace, Japan, attar her 
withdrawal trom the League, baa continued to cooperate 
with that body in soclal and techni cal tlelde. How­
ever, the League •e organs, eYen in these spheres, a1noe 
the outbreak. ot the present attalr, have gone beyond 
their proper duties and assumed a greatl7 deplorable 
attitude ot indulging ln polltioal discussions and 
slandering at every turn Japan ' s actions toward China. 

'Now the adoption ot the report oonoerning eano­
tlons agalnat Japan bas mads clear the irreconcilable 
difference between the poel tlone ot Japan and the 
League, ae reeult or which Japan cannot but find it 
dlttioult to aalntain the policy or cooperation that 
she baa hitherto pursued toward the League. 1 

.!34 
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The New York Time a went on to say tl:a t tbe Japanese state­
ID8nt •expreuee the hope that member states will gin tull con­
sideration to the poeeible ooneequenoee or the Oounoil ' e deoieion 
and govern themeelTee aooord1."1glr• • 

• • • • • • • • • • • ••••• 0 •• 0 ••••••••••••••• 

Belew are Article• 12, 13, 14 and 15 referred to in Articl es 
16 and 17. 

Artiole 12 - The members or the League agree that 1! tbere ehould 
arise between the11 any d1epute likely to lead to a rupture the7 
wlll submi t the matter either to arbitration or to inquirT b)' 
the Counoil, and the1 agree in no oaee to resort to war until 
three 110nthe after tbe award b)' the arbitrators or tbe report bT 
tile Couno1l . In an1 oaee under th1e article the award or the 
arbi t ra t ors shall be made within a reasonable time, and the re­
port or the Council shall be made wi thin e1x monthe after the 
submission or the d1epute. 

Article 13 - Tbe Kembere or the League agree that whenever an1 
dispute shall ar1Se between them which the1 reoognhe to be eu1t­
able tor eubll1eeion t o arbitration and which cannot be satiefao­
toril)' settl ed b)' diplemao1, theT will submit thll whole eubjeot­
matter to arbitration. Dieputes ae t o the interpretation or a 
Treat)', as to any ques t ion of international law, as to the exist­
ence o r any fact which 1t eetabliehed would conetitute a breach 
or any international obligation, or as t o the extent and nature 
ot the reparation to be ~~ade tor any such breach, are deolered 
to be among thoee which are generallT suitable f or subll1eeion 
to arbitration. For the c onsideration or an1 euoh diepute the 
court of arbi t ration to which tbe caee is referred shall be the 
Court agreed on b)' the par ties to the dispute or atipule ted in 
any convention ex1eting between tbem. The !iambere of tbe League 
agree that t h e)' will carry out in f ull good faith &D1 award tblt 
may be rendered, and that the)' will not r e sort to war a gainet a 
!.!embe.r or the League wh1oh ooapliee tbtrew1th. In the event of 
any failure t o carey out auoh an award, the Council shall propeee 
who. t steps should be tak en to giTe effect thereto. 

Article 14 - The Couno1l shall toriiiUlate and s\i>11i t to thll Members 
or the League t or adoption plane far the establishment ot a 
PerJDanent Court ot Intern& t1onal Juet1oe. The Court eball be 
competent t o bear and determine anr dispute of an international 
cho. raoter which thll part1ee thereto eubait to it. The Court mar 
also give an advisor)' opinion upon an)' diepute or que et1on re­
ferred to it by the Council or b)' the Aeeembl7. 

Article 15 - It there ebould ar18e between Kembere of the League 
an)' d1epute l111:el7 to lead to a rupture, -.h1oh 1e not eubialtted 
to arbitration in aooordano e with Article 13, the Keaibere of tbe 
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League agree that the;y w11l. aublll1 t the matter to the Council. 

AfiY par ty to the dl.llpute may etteot such submission by giving 

notice ot the existence ot the dl.llpute to th.e Secretary Genera1, 

who 1'11 11 make all neceaaarr arrangement e tor a tull inveetiglltion 

ard con aider a tion the reot. For this purpose the partie a to the 

dispute will COIDIIILinicate t o the Secretar;y General, as promptl:r 

aa possible, s tatements c t t heir case with a11 the rele.vant tacts 

and pnpers, and the Cou.ncil may torthwl th direct the publication 

Uereof. The Council sha11 e nde avor to etteot a settlement ot 

Ue dispute , and 1f such ettorta are succesatul., a statement 

shell be made public giVing such taote and explanat ions r egarding 

the dispute and the terms ot settlement thereot as the C.:>uncil 

u y deem appropriate. It the dl.llpute ie not thus settled, the 

Counc!l either unanimousl;y or by a majority vote sha11 aaJte and 

publish a report c ontaining a etate112nt ot the taota ot the dis­

pute and tbl recommenc11 t iona which are deemed Just and proper in 

regard thereto. An7 member ot the League r epresented on the 

Council may make public a stA.tement ot the taots Qt the dispute 

end of its oonol.usione regard1.ng the same. It a report by the 

Council is unanimouel:r agreed to by the members tbereot o ther 

then the Representathea ot one or more of the parties to the 

d1spute, the Members ot the League agree 1ha t they will. not go 

to .-ar wi t h any porty to the dispute which compliee with the 

recommenoa tiona ot the report. It the Council. tails to reach a 

report which is unanimously agreed to by the Meuilers thereo:r, 

other tl:.an the Representatives o:C one or more ot the partie a to 

the dispute, the Meabera ot the League reserYe to themeel.Yes 1he 

right to take auoh action as th ey shall. consider necessary :Cor 

ti-e maintenance or right and Jus tioe. It the dl.spute betwean the 

partie s 18 claimed by oro ot them, and le :round by the Council 

to arise ou t ot a na tter which by international law is solely 

Within the domestic Jurisdiction ot that party, the Council shall 

ao report, and shall. ll!lke no recoamenda tion ae to its settlement. 

The Counoil may in any oaee under this Article reter the dispute 

t o the Assembly. The dispute shall be eo referred at the request 

of either party to the dispute provided that eucb reque at be made 

Within fourteen daye after the edlaieeion ot the dlepute to the 

Counoil. In any case referred to the Aeeembly all the pr oYleione 

ot t h1e Article and ot Article l2 rel.s ting to the aotion and 

powers o:r the Council shall apply to t he action and powere of the 

Assembly, provided the t a rePort made b;r the Aesembly, it eon­

ourred in by the Repreaentati't'ee ot thou Members ot the League 

represented on the Council and ot a .. Jor1 t:r ot other Ileal:> ere ot 

the League, exclusive in eaob case or the Represen tatlvea ot the 

P&rt1ea to the diaput e shall have the sa me toroe ae a repor t by 

the Council c oncurred in b;r all the Keabere tbereot other tban 

the Representatlns or one or JDOre ot the parties to the dispute. 
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I enelo .. r~n• t:rped ~ note1 ,.,., • by Dr. Buolc 

tl'C8 T\UIII8Ilfll, 

RaapeoUully, 

-1(;~ ~A,,. . ..,. 

J:rl14 Sewl4•• 
Seoratary to Dr. Ducic 

.,. .. ,.o'lt ~'l\:"«'"_ ......... -
-an.,.\ · j\"fS·~ ......... . 
- -11.\.1 C 7 IW-
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IJIDIX 

l\uUIU Cl&rraaoy all4 Slher R .. erftl 1 

S11••r 1ll lUDilall 8 

llmllalltu-l!ulwa Railroad • 

lluuluotu-l!ulwa Motor Roe4 !I 

eottOil a TllllM!l 6 

'l'ralllportat101l w1th11l l\mllaJl 7 

Acr1cu1tura1 Project• 8 

Alller1calll in TlllllWl 9 

Local Coll41 Uolll 111 tbe City ot YUIIIluotu 10 

.. , . , • 
' : ,· . . . . • 
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To Secretary HeDr)' llorsentheu 

:rr ... 1. Loaalna Buck 

Septaaber 25th, 1939 

J.lr ..... s. Uiao. llllportent local tl.J>encler. buaa ... maanat•. cd 

conber or the proYinclal aovernment , stetea that he has &~reed to the replactna 

ot the l'utlen banlmotaa w1 th Central Bank ot China note a, wbeneYer the Central 

CoYernment has only one central bank note luue: in other worc:a, whenenr the 

note lsauee of the Farmere ' Benlc, the Benlc of China, aDd the Benlc or eo-mtca-

tlons are replaced by Central Bank notea. Re states that the silver reserve 

back or the !"ut ien notes 1a 30 ailllon J\111!1 0 ln the VSilta or the !"utien Benlc, 

aDd tbet 1n caae or need the Benlc .,uld be wtlllna to aell these r eaervu. He 

soya that aome allver la continually acquired , and that aome baa been aold on 

the Lolldon 1110rket, 

' 

He ateted that currenc7 cont rol i a betna mal.J>tsined in accordance wi th 

Central Covernment reiUlationa by cont rol of billa of exchange der1n4 frOIIl ex­

POrta, end that the Yunnan gover nment baa gone one s t ep further 1~ oontrollina 

illq)ort a alao. (Aa a matter or t act the Central Coyernment 1a slao exertlna • ._ 

control over 11DPorta), An effort l a beins made to Increase export•, and tin 

Product a are auba14ixed 1t pricea tell below e certain .aunt, b o order to lcaep 

up t l.J> producUOD. He aleo ortated that be ia interested in the trenaportatlon 

ot wood oil trca Szechuan an4 Northern YlllUI8ll via YIIIUI8Jlfu. 

Regraded Uclassified



I 
148 

They sre maintaining the exchange Talue ot the new 1utien uotea at 

a t!DCI ftlua ot t110 to one with the national aurrency, nen thoQ&h at tU.e 

the Fut!en notes actually haTe a higher Yalue. 

!Jr. Cbens, ot the Sbanshai eo-raial and SaTinge Bank, raporte 

that actually 1n the open ~arket there is a preiua ot one to t1IO dollars 

per thousand new Putien notea 1n exchansins Central Bank notee. Re aleo 

states that the' Import reatrictiona arc hampering trade, partly because ot the 

delaye 1n obtaining perm! ta. Be abo •nt1ona4 the dit't!aulty or 1111port1ng 

gOOds, becauae or the inadequate tac!lit!ee ot tbe '!lmnaD Rail111l;r. 

• 
lAr. Cheng, like eo lll8lQ" others , 1e auspictoua that the Putlen Bank 

does not haTe ailTer reaerYea , but baa turned th~ into toretgn currenc;r. Re 

alao statea that TUlUWI baa preet!call:r a 1110netar:r s:retem ot 1 te 01111. Tbh 1a 

borne out b;r all the intormetion I haYe obtained. 
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To Secretary Henry Morgentbau 

TrOll! 1. Louina Buol< 

Septetllber 23...S , 1938 

SILV:!R IN YllKNAN 

' 149 

T. s. lllao 18 alao a miltina enainaer , trained in tba Statea, 

apoal<e !ballab tluantly, ond ia Tery taalllar witb conditione aa be tra•ala 

a great deal. 

He atatea that s1l•er In Yu1111an 1a toUD4 in lead ora to t~e extent 

ot an enrage ot about 18 ounces per ton or lead ore. Lead depol1to ere 

found In m4111 pleeaa. 

The aotual extent ot mineral reaouroaa lo unknown, aa no thorouch 

st udy baa been m8de . 

\ 
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To Seoreta.ry ~nr:r llorgentba.u 

:rrom 1. Loaain& Buck 

4 150 

S.pt•ber Utll, 19~ 

I tal.Pd with Mr. Sel<, ba.e4 ot tba n .. 1\mD.alltU-'Bura Ra1lroa4. 

He bAa aix aurYeying parties out at work on tba. 'f&rioua aeeUona. At tba 

Tunnantu aD4 he expeeta actual construction to begin b:r Deceaber ot .tllia 

year, aD4 hopes to eo~~plete the railroad in two years. 
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To Secretary Henry Morgenthau 

l'rCCI 1. Loeains Buck 

Sept .. ber 2Srd, 1938 
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I talked with ilr. to, wbo hu aupenialJic charp ot the TutmalltU­

~ rood, aDd .mo returned oTer the roe4 by .,tor car about tb:ree weeki 

•so· !'.e etatu the road 1a cc.pletely peTed to the ~ border , but that ,..,.. 

bridge• beTa to be strengthened &Dd uee4 temporarily until the permanent bri4gee 

can bo built. He eeye the road will be reedy by 1anuary, 19:59, tor motor trudk 

transport. The earthwork -• ccnpleted in three months tl.JDe, with forced labor. 

The delay in the Burma section la due to unrnorable climatic cond1 tiona, cd 

tbe difficulty of securing Chinese labor until attar the baneet aeeeon. 

(Photo• encloeedl. 
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To Secret&1'7 !IU1'7 lolorpntball 

!'rOD 1 . LosaiD& Buck 

Tbere 1e one cottOil aill ill llmllantu, ot 15000 8J)ln4leo, wllloh -

to "oe tbe moot important tactory ln operation. It wu atarted tbree yearo aao. 

'!'he """"~!&r, Ur. liD&, 1e a Tary capable person, and le tborouchl:r aoctii&Ute4 

w1 t h local condl tiona. 

Yuooao 

lila aill la t o be eDlm-pd to 30,000 sp1n4lea. Cot ton pro4uct1CII ot , 

1s estimated at one million poUD4o. Impro•aments can be made 1D productl~ 
•bleb will lncreaae tbe yie)d , aDd w1tb increased pro4uct10D ill other cropa, tba 

area 1o cotton could be extended, 

While tba cbiet export ot YUDD81l le tin, tbe chlet import la cotton, 

lo Tart oue toru, trom B~ and trom Sbellsb81. Le.at year tln exporta -.uoted 

to 26 million yuan , wblle cottOD tmporta were 1!1 ailllon yuan, Clcarettee are 

second to cotton ln l~~~portance lD illlpOrte. Cotton purcbaee4 ln Bura la paid 

tor •Hh Bun. rupees ac<tU1re4 tbrousb nrloue exports to Burm.. 
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To Secretar7 lle11r7 Vorce tbau 

rroa 1. Lo••1Dc Buck 

7 153 

September 2'1 t h , l 9SII 

There h acr•-nt - local bualn• .. ~l· that lllterlor 

tranoportatlon h cheaper b7 cart , paok llllal, or nen by cUTT1DCo tllaa 

by t rucka. T. 1 . Jll.ao la takiDC atepa t o 1Jipron tbe tn>e of cert uae4. 

He 11 aleo conelderlDC orgaDizlDC pnp ot a thouai!Dd lieD each for trana-

portatloo b7 carrylna. 
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To Secretary Henry Uora-thau 

!'rom 1. Loaotnc 8uck 

8 

Septaber 2!!th, 1938 

A<EICULTURAL PROncTS 

154 

T. S, lliao ia COIIIMICted with a &OYe~t irripticn proJect tor 

tho reclamation ot 2!1 ,000 acrea ot 111114 near lletl8 Tz, Tbe canale and 4-

l!Avo been completed, end 1000 aeree ot rioe were grown eucceaatully thb 

7ear. Tbe plan ie to rent the land to ta.-ra, 1111d to penai t the t.noer to 

J)IU'Cbaaa the land with anne•, in 10 - 1!1 year a t~. Initial houa .. and 

equip.,..nt ere baing eupplied by the aovorlllll&nt. 

Agriculture 1a 11aited in 1\mnan by rough topocrapb7 , by poroue 

1011, by dry .,.ather in winter , and axcaaain water in .-. 
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To Secreta.ry Henry t.!orgenthau 

P'r01Il 1. Lo .. ius Buck 

September 27th, 1938 

ALI!IRI CANS Ill Y1JmAN 

lolr. s. Y. ChaD& or the Sh8Dl!hai c-rcial & SuiD&• Benl< 

r.aru: "There are practically no -..icene in '!\mlWl - chiefly 

155 

people or other nationalit1aa.• Ria iaplioetion was that more Amaricana 

would be welcomed. 
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To Secretary Rel>l'Y Vorpntbau 

TrOD 1. Loseill(! Buck 

10 

September 2lat/29th, 1938 

LOCAL CCNDITIClNS n1 TilE CITY OF 'lllNNAm'U 

156. 

The influx ot ciT111ane trOD the war ereee hu tncreeeed the 

populatiOn Of T\mnantu by tbree-folll"thl, a.nd the intlwt Of Central GoTern­

men t organ1zat1one , eapectally fsctoriee, has resulted in a great shortage 

or houeea and of bu114ill(! materiala. Ylmnantu has no large supply of 

brick, timber, ar lime, and the many tactortee and t he people buildinc 
' 

""" ruidancee are CC~~Pet1ng for the .. ..,tariah. Stone is ..,re planUtul , 

but requires a longer time ror butlding, and occupies more apace tor walla. 

Landlol"da hole! up would-be tenanta 111 T&rioue W1171, 111 ol"dar to obtain e:r­

tramaly exorbitant rente, 

There are Terioue new factories and projects, practtcell:r ell 111 

the stage ot erection. Voat ot these factories are bancliceppecl 111 the del117 

of shiJIIIIInt or equipMnt Tia tba 1\mnan ra1lwa:r. 

At the botele one finds quite a nunber or rore11111 erperta conneotecl 

W1 tb tbeee tactor1ee. I tranlled tram Hanoi wtth a llr. Blake or t ha 

llational Rl8ourcee Collla1aa1011, who baa come out ae repreectatin or • 

Britieh tirm , t o aae1et the eoa.ieaion with the Operation or a copper 

tine and cable rutor:r. He -• hurriecl out, only to find 011 hie arrinl 
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th•t t he nctor:r 1e rar rrc. ~lltad, cd tbat e0111 Mohinar;r -•t et111 be 

ordered. 

Two othar roreicnara are here 1D conn.otion with tha erection or a 

powerful Cent ral OoTerDIUDt radio etat1on. It ia looetad in th3 hille outllde 

the oi ty. The pO'IOIIr houee will be located in a narrow aorp, end will be boaab­

proofed aboYe . 

The large artat1on eohool 11 aleo located here, w1 th a pereonnel or 

about 2~ instructors and atu4enta. 

Tllo air raid warniDCI ban T1rtually oraate4 a pani~ amons the local 

ptople . The local government i• ursins people who can to le&Ye the city for the 

country , Schools h&Te been c loud, and are beins mond t o t he count%'7. I hne 

not ••en euch rear or a1r ra1 de a~~JWhere alee . Air preceut1one baTe DOt u :rat 

be .. .. u orsan12:ed. ~ wora..c etopped wor k yeeterd~ throuch rear of • raid . 

ll\abere or people were Nahins throuch the atH&h, bee•••• or wamiDC• chan out 

b:r t he police in CTIUICI or lUI:/ liren warniDC• The local ........... nt il urCiDC 

local people to leave partly with the idea or sivinc more room for outeid,re. 

loca.l people ban homee in tbe Till-• to which they o&Jl co, and at tbe - u .. 

the:r can rent tbe1r buildinp to the newc.-re . 

Sept.-bar 17th 

Toda:r I Tialtad a0111 t.-pl" in tha w .. tern Hille, and !011114 thea full 

or well-to-do people retuc .. tnc rrc. l'luiD&n1'u, ror tear ot ra148. I ..,. eneral 

lll'OUpl Of people IIOTlnc intO tbe OOUDtrJ w1 th their poa .. aaiona, 
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September lleth 

MI. air raid we.rnill8 thia mornina at about 9 o'clock sent p""J)la 

scur r yi ng t o the t1elde outside the cit7, where the7 are suppOsed to ao. 

About fifteen minutee later the aeeond slana aoWI4ed, aDd in I!IIOther tin 

minutea nine 1apaneae planes 111 perteet formation tlew directl7 onr ar 

hotel end releeeed b0111ba on the elr field. About t...,t7 1111lutee later a 

Red Crose ambulance dro-.e to the l'ren.o)l Hospital nan door w1 th a tore ian 

air mecbanle who bed reeeind three ebrapnel wounde tram the buratill8 bcaba 

at the aerodrome . 'l'hia raid will cbaoae the peycholo&Y ot the local people 

In t hat they will realize that Yuonan 1a not i111111111e trom the war . It will ' 

a leo make t he Central Oo-.erDment reel he that 1 te numeroue tactor1ea 1n the 

proessa ot building will not be immune either. 

There wee no etteet1Te reaiatance t o t he bOI!Ib1118 t h1e morntnc. 

A tew amell 22 cm ant1-a1reratt &Un• tired. llo pursui t planes wer e 1D 

eTtdeoca a ttack1n& t he bombers. All morn1118 trainln& plan .. were up, but 

disappeared at ttme ot bOI!Ib1118 and then returned . Whether or not the 

bombers were attacked on t heir return journe7 by the t1tteeo puraulta 

cannot be ascertained 1n YUnnaDtU at the preaant t~. 

The ln!lux ot 8011111 two bWI4re4 Amer ican retllrll atudenta 1a Y&rioua 

eapeci t lu la a teotor wh1oh will atlalleta 1'18117 cbe1181• 111 Tunoon. 
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GROUP UEETING 

Pre~ent: Ll1'. Oliphant 
Itt . Gaston 
Llr. Haas 
L!r. Taylor 
L!r . Hanes 
Mr . Gibbons 
JAr. l'lhite 
JAr. Lochhead 
!.!r . Upham 
Yr . Bell 
JAr . McReynolds 
L!rs . Klotz 

october 6 , 1938. 
11:30 A. J.l. 

l! . r& .Jr: l(r . llcReynolds, what have you got to say for 
yourself? 

159 

McReynolds : I •ve been wor king since M~nday morning, except 
for three hours day before yesterday afternoon 
when you tried to get me; I wasn' t here. 

!l. !!.Jr: I would. Have you and Upham been together ? 

UcReynolds : VIe have . 

H. :l .Jr: Now, I don' t have to get into that; if Delano 
and you want JlcReynolds •••• . 

'lcReynolds: That ' s been UIBde entirely clear. We•ve got the 
thing all set. 

Upham: :;' VIe do. Ackno!!l.J'dging what you r:anted done. -
H.:A.Jr : 

UcReynolds: 

Klotz: 

Right . 

And one thing that we •re doing as I told ey, 
I •ve designated an Accounting Committee •• • . 
(talking too low) • ••• • similar to the one that 
handled the audit or the stabilization fund. 
'they are going in first t hing • •• • • • 

Louder. 
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ucReynolds: 

'l .H.Jr: 

llcReynolds: 

• 
- 2 -

••• • they are going to make a complete audit. 

Of what? 

!60 

Of all t he financial operations of the Comptrol­
ler ' s Office , and set up an accounting system. 

Has there been no audit? 

McReynol ds : No. There has been • • ••• 

Upham: I don' t think there 1 s been any outside audit. 

:.tcReynolds : They 1 ve got an auditor down t here of their own, 
that audits their own accounts . 

H. !.Jr : Yac , you fellows do it; when you've got something, 
tell me about it. If you can put your teeth i n 
this thing and give tue t he ser vice, I am not go­
ing to worry about it. 

~lcReynolds : It ' s a lready underway . 

H. I.Jr : 

·1 . :: . Jr: 

o. K.; that • s all I want from Diggs . Take a 
can opener and take a look nt t he whole thing . 
Fine. 

(Mr. Hanes comes in. ) 

Hello. How are you? 

!Uot:: : Good morning. 

IL~nes : Good mor ning . 

UcReynolds : And we can make t he same arrangements, with 
respect to • . . •.• 

ii . . L Jr: If you give us a progr ess r eport, when you have 
something to report - o . k . Huh? 

McReynolds : Yes sir. 

H .~ .Jr : What else? 

UcReynolds : I got word • • •.• 

H.!L.Jr: A little louder. 
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U~Reynolds: I got word from the Department of t he Interior 
yesterday , the Administrator of Public Wor ks , 
that our garage allotment had been turned down. 

H. J! ,Jr : Why? Did you go to that Census Building? 

McReynolds: I don't know; but Ickes said that he r ecommended 
it and that it got turned down beyond him, and 
I said , ~How can I find out?• I t alked to Burlew. 
He says , "I don ' t knOw; I real ly can' t tell you 
anytb±ng more; .aaybe your boss could find out 
if he asked the President. 

R.!l .Jrl Let •s see . Well , I'll call Ickes first, don' t 
you think so? 

UcReynolds: Yeah. 

R.M.Jr: How much was it for ? 

McReynolds: About two hundr ed seven thousand dollars . 

H.M.Jr: How much? 
McReynolds : Two hundred seven t housnnd dollar s . They were 

all old allotments, already made to the Treasury. 

R. lol .Jr: What else? 

Bell : Under old !1 . R. A. money? 

McReynolds : Yes . 

R.U. Jr: 

LlcReynol ds : 

H. li .Jr: 

UcReynolds: 

White: 

llcReynolds : 

I 'll ask so I can have i t . What else, Usc? 

I have here a suggestion or our boys for author­
izatio~rrom the St abilization Fund, to fiX up 
Harry White •s office. 

What do you want to do, put murals on the wall? 

He•s got adequate space over there, but it just 
looks l ike • • • (hesita ting) 

Worse t han that. 

Worse than that, see; he has no rugs or anythin& 
or that Jd.nd . we•ve spent 1110st of our contingent 
appr opriation around t he Treasury; it' s all shot 
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after having fixed up some of the othe1· offices. 

H.U.Jr: How much will it cost? 

McReynolds : It will cost about one, two - about four hundred 
dollars, altogether. 

H.M.Jr: Has Lochhead been over it? 

WcRaynolds : He refuses to approve . 

H.il . Jr: Vlell, Lochhead' s .. . .. . 

'hite: This is new to me. 

H.:,, Jr: If it •s new to you Harry, llhite, Lochhead, and 
you (llr . licReynolds) get tot;ether on it . 

white: As long as I - Mac and I - t wo out or three •••• 

H. ll .Jr : Jlac hesn•t said he was for it. 

Klotz : 

McReynolds : 

~.bite : 

!I.U.Jr : 

Taylor: 

White: 

H.U.Jr: 

Well , he is . 

.I told the boys when they brought it to me I 
wouldn' t do anything at all without bringing 
it first to your attention, because of the fact 
the Stabilization Fund is involved, but t hat 
office is paid from, and all the personnel is 
under the Stabil~zation . 

I don't understand why the Stabil~zation Fund 
is involved, but maybe llr· WcReynolds can 
exPlain. 
Well , Mr . wac will conduct a bearing; will you, 
~ac? I personally don ' t think t he Stabilization 
Fund should go i nto i .nterior decorating. I 
think White's r oom should be fixed , but not from 
there . 
Could probably build that garage on t hat basis; 
maybe Harry could park his car down there . 

I am entirely in agreement, but I don't think 
it is under tha head or interior decorating. 

All right, Mac, I ref er it to White 's committee, 
and see that White gets it, but not out of the 
Stabilization Fund. 

• 
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McReynolds: Uight get it on credit. 

H.M.Jr: Well, lots of business being done that way. 
Al.l right. 

UcReynolds: That's all I've got . 

H. IJ.Jr: Dan? 

Bell: 

H. rl . Jr: 

Bell: 

H. f.I .Jr: 

Bell : 

H.U.Jr: 

Bell: 

R. ·i . Jr: 

Bell: 

H.M.Jr: . 

You asked me some time ago about the new 
Hackensack airport. That came over 1n August 
while I was away, and had on the application 
eighty-tour per cent or the money to go to 
non-relief labor, and supplies, materials, and 
things of that kind . It was sent back and jus t 
came back this morning, and it's ti.fty-tour per 
cent . Ordinarily it would be objected to, but ...... 
I am not - the airport is good 
don•t know WhY they need that. 
care, personally. 

Don't you? 

No, I don•t . 

enough now. I 
I mean, I don't 

Well , the application is back - thirty-two 
thousand dollars. 

As far as I am concerned , I am negative on 
that; I won't take an1 position. 

. I see . 
So you can just treat it as any other air port, 
will you? 

(Nods nyes.•) That's all I have . 

I have one thing. Tomorrow, I ' d lDte to have -
before noo~if it iS possible , I ' d like to know, 
in the various credit agencies or the United 
States - use Home Owner ' s Loan as an example -
how many people have they got doing examinations; 
examinations of their credit agenci es - how maey 
people are there doing examinations similar to 
the Comptroller's Office, other than national 
banks, but where Federal 110neY is directly 
involved, or we guarantee it. 
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(Brief interruption by Dano, 
B.M. Jr •s. Great Dane . ) 
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Bell : You wanted all the Federal agencies? 

li. N.Jr: All. 

Bell: Whether we have any kind of an interest, stock 
purchase, or •• • . • 

!l. tJ . Jr : Anyt hing where we i n any way have activities 
which would all paral l e l t he Comptroller's 
Office. Let the peopl e go i n that are checking 
up. 

Taylor : Ther e are two bi g on.es - onlY ones - t he Home 
Loan Bank System, and t he other i s t he farm 
agencies t hat come under the Foreign Credit 
Administra tion. 

Upham : And t he F . D. I. c., of cours e. 

Boll: F. D. I . c. 
Taylor : I think that was mentioned bef ore. 

H. ti.Jr: And R. F . c.; I wasn't t hinkin.: o f that . 

UcReynol ds : And Farm Credit - t hey are all members of this 
examining f orce . 

Bell: 

H. U. Jr: 

Bell : 

H. t4.Jr: 

Bell: 

H. I.I . J r: 

(Mr. Gaston, Mr. Oliphant, and Mr . llcReynolds 
all talking at t he same t ime.} 

You didn ' t have that in mind? 

No. 

It would be the Home owner's Loan, Home Loan 
Bank System, Federal Savings Loan Associations -
just the number or people . 

Yeah, and what it costs - I want that information 
tomorrow noon, please. 

O. K. 
Is that pushing you too hard? 
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a.u .Jr: 

Bell : 

H. IL Jr: 

White: 

H. I.I.Jr I 

\Vhite: 

H. Jl . Jr: 

\'Illite: 

Klotz : 

H. I<! • • Jr: 

Bell: 

H. r4.Jr: 

'llhite: 

H. U.Jr: 

Bell : 

H. M.Jr: 

Upham: 

H.ll. Jr: 
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I don•t think so . Way I ask t he people for it? 

Yes, sure; sure. Wight as well do it openly; 
they'll find out sooner or later, through t he 
columnists anyway. All right? 

Yes sir. 

Sow many peopl e did you invite to have lunch 
with me tomorrow, Harry? 

There are four, to m,y understanding, coming . 

Have you given llrs. Klotz a list? 

She has t he names. 

Bas she the names? 

I think so . 

(Nods •Yes . •) 

I want you tomorrow, Bell . 
me back that memo on fiscal 
(speaking too low . ) 

Wil l you please give 
policy • •• • 

Yes, I have been holding it to talk to you about . 

(Speaks in low tone to Urs . Klotz. ) 

I •d like to see you for about five mi.nutes 
before then . 

Sure . You can stay right after this meeting, 
Barry. 

Dan? 

(Nods •Yes.•) 

(Nods to IU'. Upham.) 

One matter developed t his morning which makes 
it see~ advisable to have this little banking 
advisory grouP meet tor f ive mi.nutes, if 
possible . 
Well, let•s say, if it is convenient to the 
peopl e , at two thirty. All right? Anybody 

' 
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B. lA.Jr: 

Gaston: 

llcReynolds : 

H. t.~.Jr : 

White: 

B.Jl . Jr : 

White: 

H.!.I . Jr: 

White : 

a . u . Jr: 

White: 

a . u .Jr: 
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got an appointaent at two thirty? 

I think llr. Oliphant and I would like to have 
this before the meetiDC in San Francisco, which 
is at one o'clock. 

Well, it will push me some . 

One o 1clock, our time? 

Same thine . 

All right, r ight atter this meeting . Harry, you 
come 1D at two thirty . 

I have a meet inC at two thirty . I can break it, 
but • • •• • 

Where is your meeting? 

It's in the Interior Building . 

Can you be here at two titteen? 

Fine. 

What? 

Fine. 

Well , you may bave to break that meeting. When 
you come I'll explain it to you. 

(Nods to llr . Lochhead.) 

16& 

Lochhead: one thing rather interesting, notwithstanding 
t he slight improvement in the r ate abroad, better-

(," 1ng conditions, gold 1S still !lowing here. our 
~~) - (1: WOI:d) are getting gold and br ingiDC it over, 

so apparently the move bas not altogether stopped. 

B.Y.Jr: 

Vihite : 

H.ll. Jr: 

(SpeakS in low tone to lira . Klotz. ) 

(Nods to l(r , White.) 

Here is the me.o here you asked tor about Japan 
and GenaDT. and they •• •• • 

Will you see it goes to the bouse? Give it to 

llrs . ll.otz. 
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H.M.Jr: 
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Taylor: 
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Taylor: 
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Taylor: 

White : 

B.!l.Jr: 
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Then there ' s a memo on Brazil that Mr. Smith 
prepa.red some t ime •• • •• 

Let them all go up to the house. 

16,7 

Then this report which was received from the 
Import-Export Bank; I don' t know what you want 
to do with these from now, on their act ivities. 

Well , I'd like to read them, and then we can 
circulate them. I take it that Mr . Taylor 
wants to see them as he ' s a Director. If it 
goes up, I won' t keep it more than tonight, and 
then we 111 circulate it . 

This Portuguese is not included. 

Are you familiar with what I wanted on that? 

I think so. 

See, Jesse shoots these things a t me and I 
don't know what he ' s talking about , and I want 
to be prepared, so during your absence, you see, 
we phoned you - no one seemed to have it. Do 
you \7ant to see that or do you know what it is. 

I thinlt I know what it is. 

Supposing you show it to Mr . Taylor first and 
ask him if it's just for me - then give it to me -
just what he wants to do with it . 

That's that weekly report of ... . 

• •• • decisions made. 

Mr . Dye, Department of Commerce, called up and 
said he understood some negotiations are going 
forward with the Chinese and that pressure is 
being brought to bear with respect to flour 1n 
China . He said hers been following the si tua 
rather closely and they are interested in it, 
and he said - well , I ' ll tell you about it. 

What I want to do is get together wit h you 
people and have you bring me up to date on China, 
because at ten thirty tomorr ow Mr . Parker, who is 
the head or the Soeony-VaCUUII wUl be bare, and 

• 
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V:hi te : 

11 ... 1.Jr: 

v:hite : 

H •• i.Jr: 

H. I. Jr : 

Oliphant: 

\"hi te: 

:1 . ·t . Jr : 

Vlbi t e : 

H. rl .. Tr: 

Yihi te : 

ti . J.I . Jr: 
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so w~11 - representing Socony-Vacuum - and so 
wil1 wr. Jimmy Moffett, representing Standard 
on of California and Texas. Now that is all tl'e 
interests in China, and I want to prepare myse1f 
(misunderstood one word). I r;ant to know a11 
about this , so how important is your meeting? 

Oh no, no, no , no , no. 

I 1d 1ike, if you fe11ows are reedy, I'd like to 
do this at two thirty. 

Perfect1y al1 right . 

An~ then if it is convenient for Chen to be 
around the Treasury from a quarter of three on, 
I might want to ask hUB, you see, and I told 
these gent1emen - and it' s very interesting; 
Socony-Vac have already started this on an 
experimental basis, of taking oil up and 
bringing tung on beck. They have a1ready 
started it; they are exper i .menting on it. 

Mr . Chen, I gather, didn ' t know that. 

They are doing it in a smal1 way . Jimmy Moffett 
is bringing his opera ting man, too. If it 1 s 
agreeable to everybody we could do China at 
two thirty. You all right? 

(Nods nyes . n) 

!G8 

wr. uay is here, the Treasury Attache !roc Ber1in. 
I don' t knor. whether you happen to know it or 
not, and he ' s going to be here - my understanding 
is he ' s leaving tonight. I don't know but what 
you might like t o talk with him. 

I can't do any more than I am. 

I imagine he cou1d stay, I don ' t know, if you 
were interested in talking to him. 

Where is he going? 

I don't knOw. 
llaC tell him to stick ar ound t111 I get around 
t o it. I can't do it this week, but be may be 
around Monday. 
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He may be going up to New York. 

To New York, and be back Konday, 

Wf , Ruml called up, in response to a request 
you made of him some time ago that anything 
unusual , would he please let you know. He did, 
and I passed it on to George. I am checking up 
to see whether the situation is the same else­
wher e . Briefly, he said t hey had expected 
business to snap back after the .sharp decline 
which took pl ace, owing to the acute political 
crisis abroad , and business has not snapped back. 

George, on that, will you take t his (news clip­
ping)? Call up on the phone and get the day 
delivery since t he first of October , on t he day 
basis . I mean, Uacy•s may be an isolated case. 

He said it is possi bl e . 

That concern delivers packages for three hundred 
stores in New York. Ruml could get t hat; they 
use t hem. I'd like it on a day basis. In 

I 
another chain store in that city, on Friday snd 
Saturday, business was just wonderful, 

He said Macy's might be isol ated . 

As soon a s this thing was over , customers began 
t o come i n and buy the way they hadn't bought in 
a long time. That t akes care of three bwXired 
stores in Greater New York. Ruml has been get­
ting it on the phone; if he can• t , ask the 
Federal of New York to do i t for me. 

Yes. 

I 
Incidentally, clear that through Goldenweiser. 
Eccles said if we wanted anything like that • •• • 

Wouldn' t it be better to call the Federal first? 

Just get it; I •d like to have it by noon tomorrow. 
I just wanted to let you know t hey ' d like us to 
clear through them. 
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That's rather peculiar to all ot • etropolitan 
New York, according to figures . This w1l1 show 
it. 

This (clipping) is dated this week. 

This week? 

And 'that w:l.ll give the answer to this week. The 
st ock market says he ' s wrong, but we'll see. 

That sub-committee on supplemental measures t o 
promote foreign t r ade has been formed. I spoke 
to Wayne about it; they esked me to serve on it . 
They have just distributed an agenda. It cer­
tainly covers everything - monetary matters, and 
so on. 

You'd better take more than five minutes; you can 
have fifteen minutes, from two fift een to two 
thirty; I'd like to see that . 

Yes . And are you interested in merely t his bit 
of information? The revaluation of the gold 
stock of France is apparently being contemplated 
seriously, and it will result i n a profit of 
t hirty-three billion francs , which will make • •• •• 

I read that . 
Oh. And then there was a couple of cables from 
Buck. One of them I thought you might wish to 
read before the Chinese came. 

Can we do it at two thirty? 

You have those cables. 

Where? 
Those came in about two - three days ago. 

Tell us verballY what's in them at two thirty. 
1ibat else, Barry? 

That ' s all. 

You're coming in at two thirty. 

(Wods to Mr· Gibbons . ) 
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The Comptroller General has rendered an opinion 
to go ahead and buy those airplanes - bid came 
in yesterday. 

In 1936 when I was on vacation you signed a 
telegr am to Saul Haas, the Collector of Customs 
in Seattle, to take a lonve of absence , without 
pay, and to manage , I think Schwellenbach's 
campaign. He 's asking for it again now, for 
Bone. I don't think we should do it . Jim 
Farley called and spoke - gave his advice on it . 
I don't think he wants to do it because he tele­
phoned me and asked me t o s end h1lll a tdegram to 
take care of his duties; then he called me back 
day before yesterday and apparently Bone was 
sitting at his elbow and putting h1lll on the spot, 
and he asked for it again. 

I'd do it. I 'd do it. 

You mean you'd refuse it? 

No, I'd tell Senator Bone he could do it -
same a s •36 . Let Bone and Haas figure i t out 
between themselves. 

I don't know wby we did it in 1 36 . 

Farley called yesterday - Helver ing si tting at 
his side - aDi wanted to know could our 
Collector of Internal Revenue in Wisconsin 
t ake a leave of absence to run for an office; 
I said yes . 

To run for an office, that is different. 

I mean, I have gone all through the thing w1 th 
Bone; he put a terrific pressure on me . Certain 
things aren't worth fighting for, and t hat 
isn•t . I mean, if a fellow wants to t ake a 
leave of absence without pay, we established the 
px·ecedent; we ' ll have to do it again. 

What would you say to sending a letter of con­
gratulations to this fellow , Jim Mead, on this 
Reorganization plan. 

Want me to do it? 
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It ' s not political. 

(To Krs . Klotz:) Send him the same card I sent 

Pollett!, except don't include Mrs. llorgenthau. 

They' re awfully touchy up in New York. My God, 

I was asked three times if I congratulated 

Lehman; I did it the same day. Gee, the people 

are t ouchy up there. It's all right . 

The judge has heard about the conver sation we 

had; somebody told Ballinger the other day, and 

he asked him why; Ballinger said, "You have 

lapses of memory, " and he admitted it. He put 

it up to Ray directly, first, "Does t he Department 

think I am falling down on the job, n and second, 

"Do you think I am? Is anything happening t hat 

shows I am not able to carry on?" Ray told him, 

yes, the Department thought he was falling down on 

his job, and the t he t hought he was retrograding 

because of his age . The old man is pitiful; Ray 

told him, "If you have lapses of memory you can' t 

concentrate . " The old man said, "Yes, that is a 

sign; I ' ve noticed that myself; that's a sign." 

I - well , I read t he telegram and report you 

wrote me of your t alk with Senator Thomas of Utah. 

In view of that, it would be sli ghtly impractical; 

I think we'd better skip it until after ele~tion. 

There is as much chance for that as I have i"or 

the Administration to come out with an economic 

program between now and election. 

The Pres ident ' s going to see you, (Kr. Bell) and 

you (Kr . Hanes1 and me, on the budget and taxes, 

and I am putti.ng you two gentlecen down on llonday 

morning for ten thirty, for an hour - from ten 

thirty to twelve as far as I am concerned, and 

then if Bell will come in with what bethinks it 1 s 

going to be, and you will come in with the answer 

on how to raise it, dependin4 on what Bell says -

it will probably take an hour or an hour and a 

half Monday morning. 

Good; I think the Pr esident will see us . 

The President? 

No, I want to do my home work here and the 

President will see us - he said he will see us. 
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You mean, you want to see what it looks like 
tor 1940? 

Yes . 

I don ' t know whether I 1ll be r eady or not . 

Well, let' s start anrway. 

I thought you were going to see hill on what ' s 
being done in the present program. 

Well , letts see h1A - let' s see what we should 
see hill about. I want to get ~ teeth 1n this 
thing . Bo, let' s take a look at it. 

All r ight; will you have something, George, 
tomorrow? Revenue in? 

Yes , they have tentative figures. You see, we 
have to make a brand new thing . It will be a 
ver,y tentative figure - give you something to 
work on. 

ill right. 

Should George be here- does he • •• • ? 

On the Revenue side. 

173 

o. K., George; all r ight, you be here too, George. 

When is that Monday? 

Ten thirty . 

(To Kr . Gibbons : ) Through? 

(Nods "Yes. n) 

(Nods t o Kr. Banes . ) 

I haven ' t a~thing; I 'd l i ke to see you about 
five or ten aiDUtes sometime today; I have aoae 
aat ters on the Inter nal Revenue . 

w ll ah would you leave it this way? When 
.:,r~ t~ough on the Chinese aatter, that you 
do it t hen. 
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This afternoon or tomorrow morning, either one . 

This afternoon. 

This af ternoon, after the Chinese . 

All right. 

Chinese thing won't take too long. Is that 
all right? 

Yeah. 

Wayne? 

The only things I had, you have covered a.ll 
right in these. 

All right . Nothing special? 

Except banks. 

Yeah. George? 

I ' ve got some material on t hat question you 
raised about the effect of P. W. A. expenditures, 
you know, and prices . 

I ' ll take you tomorrow, George, on that; at ten 
thirty tomorrow morning, unless you llant a press 
conference. Do you? No, I can't at ten thirty; 
we're having those people. 

Y/ha t people? 

Tbe Socony- Vac people. Eleven thirty, George, 
tomorrow. 
In addition, I have had that meeting yesterday 

. written up. Nothing happened there . I think 
you should r ead from here on down (hands B.M. Jr. 
memo) . Perhaps the discussion after t he meeting, 
• •• .. . which is interesting . 

(Reads memo) Uh hub. 

' 

(To wrs . Klotz:) Will you take that do•n , please. 

That's all I have. 
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I 1d just as soon let the pr ess conference ride 
until Monday - not have aey. 

Sol d . 

Fortune Magazine is asking for a couple phot o­
graphs; one, they 1d like to take the nine-thirty 
group; two, they 1d like to take Lochhead ' s shop. 

It 1s all right. 

0 . K. 

Nine thirty tomorrow morning. 

They submitted an outline - sample draft or 
the operational set-up of the Stabilization Fund, 
that we all thought was pretty sad. I had a 
talk withAl Moran about it yesterday, wi t h the 
result be put it in his pocket and took it 
away again. What he would like would be a log 
or a typical day•s operations, or hour by hour . , 

You and White and Lochhead had better talk to me 
about it sometime . The idea or them sending a 
third-rate man down here to do a thing like that. 

There' s nothing to change my first impression 
t hat he ' s not - hasn't the economic background 
to handle t hat thing. 

But I'll just bave to work it 1n sometime . You 
(Mrs . Xlotz) keep it 1n mind to see Gaston, White, 

·and Lochhead on Fortune. 

That ' s all, but a little matter of twelve-cent 
stamps or three-cent stamps. 

I haven't talked to him about that. 

You haven' t t alked to him about that . 

Oh no. 

(Words inaudible.) 

Spent so much, there' s such a little difference, 
I think I •• • •• (inaudible . ) 
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Twelve cents . What else? 

Nothing; that's all. 

Herman? 

(Nods "No.") 

Say, I hear Zabaga - whatever his name is -made 
a swell witness - very good . 

(Nods "Yes.n) 

What's his name? 

Zabala . 

Zabala. All right. 

Well now, let's see, on the banking business, 
you know who to stay; will you stay? I think 
Uac, you'd better sit on this thing, as you are 
going to reorganize the Comptroller's Office . 

176 
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nL ~JSSIBL~ CHINESE hG~NT Oct ober 6, 1938. 
2: 35 p .o . 

! resent : 

tl .• Jr : 

~ac:nner.d : 

i! . ... Jr: 

:tn1 t e: 

uOChilead : 

:lhite: 

H.Ll . Jr : 

t.oc!Lile~<d: 

ll . . Jr : 

illivhant : 

d .~ . Jr: 

oo hlte: 

Yr . Hanes 
!.lr . Taylor 
t.tr . Oliphant 
Yr. Lochhead 
!Jr . White 
!Jr. liaas 
lolr . Cllen (for 
Mr . Mau n 
Mr .. Ren n 
NON, tung oil? 

brief peri od) 
" " 
" " 

Tills is tile cable from Buck ~bout the railroad line . 
'rllose are general, snowing tne conditions of "transport 
a own south. 

Shr.ll I r eao thee first? 

Ra t her complica ted . I think you 'll have to r ead 
them at your leisure . 

You•ve (VIhite) seen t hose . 

Yes . 

Just a par agraph . 

rleport of r ailrot.o conditions . 

Let me just glance at tha t - r. t them ~ second . -
Nell , I can take those to the house t onight. 

You nave to r e&d t.ne.u over to couple times t o get tne 
sense f ro:n 1 t. 

There ' s another cuble nere - I don ' t ~ow whether you 
read lt, but it contains one sentence a t the end -
but I thin.< you ougnt to r ead this cable tonigh~; i t 
merely indicates t.ne importance of getting some assis­
tance early if they 1 r e going to get a ny . 

See t ney g o t o the house tonight . 

Send me a copy? 

(Nons yes) 
Give you very briefly - the legal d epartment has 
li statement of now i t could op~rate , a siaple sta•e•nert~ 
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of the outlines . 

Give it t o me verbally. 

There would be, as you suggested, a company - a Chinese 
company set up here which would have a monopoly of all 
the Chinese exports of tung oil . They in turn would 
contract with t he individual concern in such a way as 
to insure to each user a fair share of the output, 
because it is expected that the total output of China 
in the next few years will be much less than the 
~erican consumption has been in the past. Ther efore, 
it will be necessary to see that everybody gets a 
pr oportionate share or whatever there is avail able . 

I t is Wr . Chen' s idea , f ollowing your suggestion -
he s ays be hopes that if this organization is set up 
it will be the organization which would likeWise 
h6ndle all the Chinese business . 

The amount or t ung oil 

¥ou mean of all kinds, Harry . 

The import and export with the United St ates, patterned 
somewha t after t he Amtorg. And he seems t o be very 
enthusi astic about establishing an organization. 

I made t ha t suggestion • •• • 

I t h.ink it's a swell suggestion • 

• • • that ·the~ duplicate an Amtorg, and applied not too 
gently, if they'l l run it honestly, which the Amtorg 
was . The Amtorg was run honestly - no commissions. 

Now, the American industry, as represented in part 
at least by Mr. Grace's man, llr . Austin, who came 
down •• • • 

Who? 

llr . Austin. 

A-u-s- • •• 

A-u-s-t-i-n. Mr . Banes suagested he co•e down. Se .. ed 
very interes ted 1n the possibility or obtaining tunc 
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oil under conditions which would assure tnem 
s t ability of price a nd possibly stability of 
supply . 

:.lay I int e rrupt you to just get tne picture: wno 
noes Austi n r epresent? 

He r epr esents W. R. Grace and Company . 

They 're the biggest .... 

179 

Tney •re tile smallest of the three largest importers 
of tung oil i n t his country. 

Gr~oce a nd Ninfield . 

No, ·· • R. Gr~ce . 

Oh, .• • R. Gr ace . I t hought you St>id GrEoce snd 111nf1el d . 
Oh, Gruce - 'II . R . Grace and Comi)BllY· 

Yes . 

I d 1dn' t under s t and . I itnO<I t nec . 

~nct t ney 1 r e tne smallest of t he tnrce lt.rgest 1m~~rt~r 
of t WJg oil in t his country, tn~ othH t .. o being , r:n~~. 
D~or.lel3 , 111u1Wl<I .:;o:npbny bnJ :>j>encer, Kellogg , aoc- .;.;m . 

Jonnny end 1 f 1rst ta!Ae~ wltn t he l~r6e usc~s, ~ rA 
tney suggestt~J we ou,;nt to talll l tn t ne l~rit. 
mldule'llon ; ~nd tnen 11e tlil.te<l dtn t hree , tnc.u.:11ng 
J•US tin from // , R. Grace l nJ COIIIIH ny. 

ThH r eusJn J9 bS~ied ~ustln to cone b tck •es b~c~use 
ne seemed t o be tne one most u .mlliar "1 tn tl.e 
transit pr oble<'! . 

¥os t f ssllia r anJ c~st ,essl~l~tic . 

Yes . 

Tluct •s right. "na taer .. is t.• .. rea r ~t t.-t' £~"-"t 
o i' t ung o ll wn iell 11111 .;om .. >Ut ~r .;n.i.a& rlll tE r t n.u 
sm~:.ll in the event Rtnko• 1 ~ t t Ltn. 

exCUSU me . ~ 0 set toE XC~~· ,t~t~~~ l.t
1

S CCYt ~~?r;e 
P.~:."s slt 1!1. {On ,>h~r:e) , ~" ;;~ o r,;;~ ::iul! t.> 

4 

,. !.:1. 
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Tney seemed t o b e mucb more interested in the 
~ossibilities of some kind of ~ deal . And it 
1.lso gi ves :.n u-range:nent of tnis kind, i f it 
pr oves successful , ~n aspect wai ch woula look 
li~e b pr etty smart deal on t he part of hmerica 
if it goes t arough, because it would mean t ha t 
hmericen users would nave a monopoly, ~ compl e t e 
\Yorld moaopoly of the use - of t he consum~tion of 
tung o ll, because China pr oduces mor e than nine­
t ent hs of the t ung oil, and t he nmount t hey pro­
uuce would be l ess t hon the ~o mount t hey would 
gu&r ant ce t o d el iver her e . Ther efor e, they would 
have t o deliver all they pr oduced , assuming t hi s 
«ent t hr ough, Hnd 

llo.t , .mat ' s !n it -I ' m b Chinaman - waat•s ! n !t 
f or ae? 

Tne ~~ymont i s made of 5v per cent - t ha t was a 
flbure - Na sn 1 t suggest ed t o them, merely one '"e 
useo 11er e - 50 percent of the t ot al value of -
.me tner thr ee ot· fo ur yeor s 1 deliver y of t ung oU , 
spEci fied a t a r ut e whicn is pr obabl y doubtless in 
cxces:. v f Mhu t tney coulo deliver; but you could 
.;.ove tht. t dowu. 

•ell, usE f l.,ures 3 0 I could r emelllbcr t he:n. 

: ncre ' s - ? ; , JJJ t ons llE.S t.•C f i gure tha t was used , 
~ut t or t nree yeL r s . 

7 5, JJJ t Jil~ L YEE. r ? 

:~e r yet. t" . 
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• !:.e: : 8 .Jr t ... r ee .., ea. r ~ , h t - Ae u eJ f ~C.J i. ti)D . flow , the 
~~u:~ J f ?51 J)J t J ns l s : ucu t oo nigh • 

•. : e : 

.. . . J: : : st.~ . 

a!:.ti : llr . I..Ut i:l S8 W 1f t .lrJ C.>uld t e I..U. r &nt ced L J tllble 
SOl 1.7 a t L s t. t l e ,;r1ce, t.:tey fel t f liirly c ertain t ha t 
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he could push up the consumption in this country 
t o a hundred t housand t ons . 

Well , what could the Chinese develop? 

181 

!f Hankow falls , after thoy get rid of some of the 
surplus stock Mr . Chen felt that JO, OJD t ons - JO to 
J5 - would be more reasonable. Vr . Austin felt very 
skeptical about their ability to export that much, 
though he says the Chinese have virtuallY per formed 
miracl es, and he 1ould not be c~eU!y surprised . 

On, coula t ney do 25,JJO? 

,".ell, :.!r . Chen 1' ould probably s&y he woald hope so 
and thirut so, ;>roviaing ne can get org~;nized this 
tr&nsport~:tion - this fleet of trucks ~>hicn hE> hopes 
to go i nto •;1ith you here . 

nnd YOU Ire figUring 220? 

220 , which is probabl y too low, because t heir expense 
of transportation will be much higher than it has been, 
a nd t he 11- cent price •night be too low . 

.;hen sai d 111 . 

li is merely what we used here. ~r. Austin said tha t 
if tne price 60es ubove 12 cents substitutes begin 
t o compete pr etty heavily. l?oether t ha t ' s true or 
not, 1 oon 1 t know • 

.>aid 12 cents is the turning point . 

'lhut would !llc.ke it ~24J a t on instelld ol' the 22v il'hi ch 
11e used . Now, t he "hinese ure vo.1 ry i nterested .• . • 

Tha t ' s only six million doltors . Wha t would be toe 
down payment of 25 mt Ulan dollars? 

.tf you used the 75, 01)\l flgure . 

•lell, the t' s a ,JllOny . 

Yes . 11ell, it is - v ery true. 'ltw t 1 s 'A'by you aight 
Nent to r euuce t hbt to 5~JJJ or 4J, JJJ . And t hen if 

' 
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you wanteu to oake the amount n little larger, y~u 
could make it a four-year contract instead of three. 
And in this i nstance alone - I don ' t think there ' s 
11 com,mr ~;ble instance - the monopoly of t hat stuff 
woultl be a good thing for American itldustry . Tha t 
1~ould not be true of tin, not be true of antimony, 
uo t be true of t ungsten. 

Do you have the f i gures of the amounts they have 
sni~ped to us tne l est three yeLrs? 

L~st year I thin.t t ney shipped 7 5,0JO t ons, but 
they 

uell , .mo ' s going t o '"finance t hls? You s~y 50 percent 
o f .. .. . . 

'the way i t' s financeo, accor<.ling to the 7;a,y it was 
1;orkea Jut nere in the legal di vision, is t hat the 
~xport-Imvort Bank will finLnce the contr ac t of pur­
cha se from tnis trading company . 

Tm.t was Teylor ' s original i dea , wnsn•t it? 

(Nods yes) 

Xes , .l.nd tna t the com~~;ny ••• • • 

~he way we hLd it was, you hao the Surplus Commodities 
a nd Ll l tne other ~eople in there in one plece or 
:..nother. 

~xcept t hat Surplus Commodities doesn ' t appear in this 
bec~use t ner e isn't presumably going to be a surplus .. 
,he Sur plus Commodities picture appeared ~hen it was 
thought the Army and tlavy •.vould take over some of it, 
a nd the> lier ... go in~ t o ilola 1t until the t.rmy L nd !Juvy 
1VOUlQ t S lee it • 

But j)l' 1 VIi til indus try i s t.uKing the place . . .. . 

'//no • s t aking tne vl" ce? 

Private industry ls r eally t aking the place of Army 
and Navy . 
And the collateral ~oula be the notes of t his coapeny 
cuarsnteed by the Chinese Government, plus t be1r 

' 
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inventory and other assets, wherever located . 
Now, the State Depart~ent Might have so~ething to 
say about that, because that would mean that part 
of the collateral l'lould be inventories in Bankow 
and elsewhere . 

183 

And they would pay ~llJ for every ton they sold 
here, ~rov1ding' they sold it at 220 - hulf, in other 
words . They would pay on the ori ginLl loan half of 
tneir proceeds . 

You mean as t hey sold it *e'd get halt? 

Yes, quarterly payments . ~uarterly payments. So 
that if t hey were to deliver, le~ a ssume, 25 1 000 
tons the first year, bul! of the proceeds of that 
25 , JJJ tons would go as payment on the original 
extension of credit. 

How would t ha t work, Harry? You mean you pay them -
you pay them half in advance? 

That ' s right . 

vh . So that you - tha t means you don't get any 
payment a t &11. 

Uon't get any payment until they've sold the tung oil . 

l mean after they've sold the tung oil, the way you 
aescribed it it doesn't ada up. 

You pay them 25 Million dollars . You extend them 
credit . They get tung oil. They sell it to private 
producers . They get the $220 a ton. That belongs 
to the h . C. Company or Chinese Company . They take 
llJ of that 220 to use it to pay back - to make pay­
ments on the notes nh!ch tney hold of the 25 million, 
so that they get some proceeds from t he sale . 

Mr. Taylor, the original advance was not meant to be 
a hundred percent of their whole crop, but only 50 
percent. Isn' t that it? 

The original is 50. You do wash out that 50. 

You wash out tha t 50 each quarter . 

Regraded Uclassified



( 

1aylor : 

Yfuite: 

s . .o~ . Jr: 

:;utlor : 

:! •• Jr: 

!1 • •• Jr: 

!<ylor : 

Oli,lhc. nt: 

H ••• J r: 

hylor : 

ll • • . Jr: 

-8-

You do in advance . It didn 't sound t hat way . 

dell , that• s t he way I meant it . 

Nell, of course, I don ' t - I t ake it you h~>ven • t 
claured any of t nis with Export - Import Bank. 

No, we haven't gone outsioe the Tr easury . Some 
of tne vaguer outlines have been pr esent ed to Ur • 
.:uen, ana ne 1 s g ot t his . 

ucll , f;.S far as these gentle:Den t.re concerned 
t ooorrow, these fellows - I t hought .ve ' d have them 
in her e first , let tnem - LS long us toe Standar d 
Oil cro.ta n .. ve been doing this, I t hougat I'd asK 
t aem .mat do t aey .rno.v about tn1s, you see? They 
SLY they 've been trying to tell us . And t hen we 
tell tnem what we have in mind, Nithout going into 
any of this fin£.ncing stuff 1 b ecause '"e haven't 
clear ed any of it. .hnd t hen simply say, "If tne 
(;hinese Government wer e uble t o enter i nto a con­
truct, which we would f a t her or mother, and the 
t ot al - all t ilt. t tung oil 110uld come to the United 
::it~> tes , :mat could you people do to hel p move it?" 
Isn' t tna t what it is? 

No, t nese ar e com~eti tors . 

1;0 I nO , 

Ar en 1 t t hey? 

No, I'm not talking Lbout t nem 6 S user s , but as f ar 
as the ga taering ana so on . 

If the Chinese ~overnment undertvkes t o gatner it 
11.11, Ncty, tnen you uon ' t .vent tnese other boys in. 

No , it isn't that way . White doesn ' t quite state it 
rigot . ~hat you s ay ••• 

lllay I & SK which boys you ' r e t al :< ing about? 

relking about the St andard Oil boys. 

Toe Stand&ra Oil boys . This ls t he picture, os I•ve 
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got i t. Get me str a ight. What Yr . Chen sai d t o 
me originally was that they ' ve got this t hing, the 
Chinese Government wi ll collect i t , but t hey have 
no way of moving it from t he place of product i on t o 
the se&board, and if t hey could get some help to 
or ganize a transport ati on company to move this stuff, 
it would be very nelpful, because that i s something 
that t hey don't KnOW. 

And· t hen he sai d , "Now f or instance, i f we could take 
gasoline up-country in t hese trucks, t hen these same 
trucks - tonk trucks , i f t t1ey were t ank trucks, could 
take tung oil back. 'Ihe only problem •o.ould be the 
question of cleaning tnem b et.:een each time . • 

l;;o then 1 saicl, "\'/ell, I know the Standard crowd, and 
r don't suppose anybody knows China better . • He said, 
•That woula be marvelous . If they would nandle the 
transportation end, that would be marvelous . " 

~n asking - I always f eel frankness is the best .- I 
said to Mr . P&rker, "VIhat other American i nter ests 
are t nere in China besides yourself , b ecause I want 
everybody r epresented . " 

"Hell , you knoN Jimmy Moffet~ . " 

•sure . n 

"Be' s the only other interest• in China, and if 
you 've got him and me, you' ve got everybody. • So 
we •re not playing -he said, 1'You• ve got everybody . 
If you have Jimmy Mof fe tt come doNn, t hen everybody ' s 
r epr esented ." 

As I understond i t f r om Chen, there is no competition 
between tnese two groups . 1ney divide the business, 
tney don' t compet e 1n China . 

•lhat I was wor rying about: er e they going t o own the 
tung oil or ere they simpl y acting as tbe transpor t 
agent ? 

J ust t he transpor t agent . 

Just the transport agent . The r eason I 'm bei ng •• • • 
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\/ell, I •m away for three days and you (Oliphant) 
ask me t o wri t e & speech for Mr . Foley in JO 
minutes; t akes my breath away . 

106 

All these boys are goi ng t o ao is organize a 
transportati on compahy and these· people will use 
tnem on up-country trip for gasoline . Down-country 
~uey ' ll take tung oil , which the Chinese Government 
is selling to American-~h1nco . 

Mr . Uorgentnau, I spoke to Chen on Tuesday and I 
NOS rather interes ted innis • •• 

~ill>. t .fOI1l d be a good ru.me, .1ouldn' t it : Chinco? 

••• slant on this pr oblem. I think he '3 looking 
c t it as a little bit Rider thbn Just wood oil . 
rle says he is reconciled to the loss of Bankow; 
Just a ~11estion how many weeks it t akes . He says , 
•If Hankow is c11t of f , we h11ve already lost our 
ocean outlet, tha t ' s in the llunds of the Japanese . 
No .. they come in and take the r ailroads . I'm not 
fooling myself. Then China consists - what we huve 
of China is an interior p1·ovince . If we 're going 
to live , have any c onnection .Yith the outsi de world, 
we must organize some kind of a transportation 
system . " Be says, "We can t &lk about getting back 
the r a i lro&ds or opening up the ports, but the feet 
re:natns we haven' t got anything . "Dd so," be said, 
"I ' m interested in tnis t11ng oil transportation, but 
blSo from the broader belief that it's the only 
outlet, it ' s going to c arry everyt hing . .follldn' t 
only be tung oil, but any of o11r outlets, any of 
011r exports, woula m.ve to be b111lt up on this 
tra nsportbtion system. " And he says it ' s not only 
a ques tion of transportlng t11ng oil but he thinks 
they ' ll probably have t o hLve a s urvey of tha t 
interior point by s omebody - an American f 1rm t hat 
knows the bus iness . 

1/ell, these two organizations - they can 't get any 
better organizations to do it . 

Right . And tha t was his point, that he ' s very m11ch 
interested in transporta tion of other things besides 
wood oil. 

:iou got the best brains in t.tle country whe.n you get 
t hese four companies . 
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Another taing he empht.s ized i s 

t.!y God, if t hey don ' t know hOI'/ to truck gasoline, 
nobouy does, huh? 

ue •s very e ager that he doesn ' t make any a rrangements 
in tills country which ho ctcnnot - - .1hich the Chinese 
Government cannot deliver and perform, because he 
regar as this as t.n opening Redge or as a pr ecedent 
for the establishment of t his l arger co!Dpany HCiicll 
ne no pes will, U.ong .vi th wbo t Y v U said, ;>r ovide the 
ch~onnel for· lhl"ger tr&de; e nd therefor e he wants t o 
c ~onvt.ss tae .. aole sitU&tion befor e he co=its aimself 
t~ a ;>rograc •31~a you may feel i n toe future he IlLs 
f al l en dovm on. 

He ' s got t hat arrengea - tile ~hinese Governm~nt has 
got it a rranged for the collection of taese nuts, ~nd 
11h1. t a r e taey going to use for money t o pay for it? 

'l'ney use local currency for tha t . 

I ' d like to speak on th:. t just a m~nute . 

'J.hey use tin. 

About t bis possible competition. You do nave t o 
face it . - we t end to oversim;>lify - because act ually 
t ne producti on of t his tung oil is in the heads of 
private - th~usands of individutls end t housands of 
cotl~nies . 

l.t~yne didn' t mean that, did :tou? 

No I ' m co!Ding t o his point . Now, instead of China 
undertaking t o sell t his tung oil to us- t hat isn' t 
the 'I&Y it' s going to be set up a t all. What China 
does' - it enters into an agreement with this Chinco . 

Fir st t hing you k.now, it ' s going to be Chi nco . 

'l'ha t • s Hhat i t ' s going to be called . It ' s as good 
~< S down . 

NoN taey promise Chinco to emb~rgo toe export of tung 
oil f r om China except f or sale to Chinco - no t for 
sele by the Chinese Government, but f or sale by everybody 
to Cbinco . <>o if St &hiard Oil does own soce oil up 
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t11ere, she doesn't C~< re wnere sne sells 1t if she 
can sell it to Chinco a t 11} or 12 cents a pound, 
you see? 

"ell look, I don ' t want t o get into too many •• , • 
What I thought I would do i s this . I want ed to 
know 1f anything had 1110 ppened since I' d been away 
on this so I c ould explain to these t wo gentlemen 
t otnorrow. 'lhought Ne 1d have a little t alk nnd then 
I ' d turn them over to the Chinese and l et them go 
in a r oom tnere and some of you f ellows sit there, 
listen, l et them h&ve it out . I f tney want to tal~ 
t o me again in the afternoon, I ' ll be avail~ble . 
but let Chen tal~ to tnem nnd tell tnem .. ,hat he has 
-ln n!s IA!nd . 

• hey hope to b e able t o buy this l ar ge fleet of trucks 
whicn they will need with the funds which they may be 
~ble to get here . So ther e will be a very large order 
of trucks ; they t a l k i n t er ms of a thousand or t wo 
t housand trucks . \ 

They may f ind tha t Standar d Oi l has got a lot of 
trc.cks t hn t t hey ' r e not ~blc to use . 

knd t hey 're very e ager t o use an American tecnnical 
s tLff over there . 

.. el~, thl.t ' s hll r ight. 

I •a l!~e in a qy of your t ul ks wi th them for you to 
11et - yo -.~ Non' t W'. Ve IJ ch1.nce t o t d.A .vita them egllin 
before you s ee t hem, Nill you? 

Yes , I thought I'd talk t o K. P. ~hen nere . He ' s her e . 

! • d li~e to b e sure 1•;e see tne outline of ·.~!Ul t this 
ls, the t entative plan . I n this cow1try we ' ve got 
the big users and t11e middlemen in between, and both 
can have a ver y bea heartburn, can make a lot of 
trouble for us . Now, this pl an cont empl a t es t bet 
Cnina agrees, as l s a i d before, to embargo the export 
ol' tung oil t o the United St ates except for sale t .> 
Chlnco . 

This isn' t China . 
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What? 

This is the Chinese . 

The ~hinese Government . 

Jus t dec l are a Government monopoly . 

No, it isn ' t . 

I t• s a Government export •••• 

Tr1ey don't 01m t he tung oil, you see, and t ney refuse 
t o allow anybody to s ell it . 

I aon 1 t like theemb&rgo, I don ' t lhe toe ;;or d 
•e~burgo .• I don 't like tne wor d •embargo . • 

It ' s an export monopoly . 

It ' s an export monopoly . Would you mind calling it 
that? 

No . ._ui te a differ ence between nn export monopoly 
and .... 

He doesn 1 t like t he •.vor d "monopoly . n 

I t ' s t he di1'ference bet11een our 
builu1ng and our not o1•;nlng it . 
tne t ung on. 

Oll>'lling this Tr easury 
!low, they don't own 

.Yell, 1 t ' s an export It ' s a Government - t he 
Gover nment can have a monopoly . 

But thEt .vould involve their t aking i t b; - it ' s 
not going to happen at all . 

uhy worry about how they do i t? 

\ 

That ' s the point . Now, I ' d like to go on f r om that 
point . Chinco has this contract, so t hey ' re going t o 
ge t from Chine all t he tung oil tha t comes out of 
Chinu . Now, they enter into contracts, Chinco does, 
d irectly with the big paint manufacturers, and apportion 
t o them the percentages they have had, say, dur ing the 
lr.st year . 
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1'ha t 1 s Chlnco ' s business . 

Tha t ' s Chinco • s business , dealing wit a Sher wood­
Williams . Now then, what about t his mi ddleman 
.v. R. Grace and the other big fellows , '!tho can' 
have the big heartburn und make n lot of trouble? 
They agree t o employ those men and their r eguls r 
channels of a istribution, their t ank cars, loading 
f acilities, ano so f ort h, but on payment commission. 

On what? 

Flat uniform co~ission . 

Well, are t oe middlemen agreeable t o that? 

Tney haven't hear d i t yet , but the middlemen - Yr. 
Austin indica ted t ney were considerably concerned 
and Norried over the possibility th~may be squeezed 
out by s ome Government monopoly. 

Well , again, I ' d have t ime to cross that bridge . 
Uf course , I ' ll ha ve t o consul t Thurman Arnold t o 
make sure that we• re all right on this thing • 

ole ' ve been into thn t . 

Is it a ll r ight? 

(Nods yes) 

but I want t o s ay t his, and I 've been a little 
f ace t i ous but ! want t o be seri ous now: I have nt ver 
invit ed any g r oup of business men do1m ner e to con­
sult with the Treasury as long a s I 've been here 

·oo _.., 

tha t they've ever been hurt by it, and that ' s why 
l ca n ask any business man t o come down and ne 1ll 
ll lwuy s come . nnd if you people hLve been consulting 
wi th these middlemen- I haven' t, but I want to keep. 
my r eputa tion for f air deal ing. I ' m not implying that 
anybody isn' t being f air . As a r esult of picking t heir 
br ains I don' t went to s queeze t hem out . 

Mr . Oliphant was very insistent on that po~nt, and 
I think that the pl an takes care of them aamirably, 
8l t hough it may not be as good as t hey have now· 
but t hey ' ll be t aken care of. 

Regraded Uclassified



n ....• Jr: 

~bite : 

:! . :.: . Jr: 

Olipn< nt: 

H .. . J r: 

••nl t e : 

H . .!.Jr : 

-15-

Gives t hem r oom to t alk i t over with them a t the 
pr oper time . 

191 

'Nell, I ' d l ike to be tho;re, because I have never 
invited uny business men down und picked their 
br a ins and then in any way ~s u r esult of that that -
t hu t. t ney in any way wer t: tn jured . 

But nothing ha s been sai d t o tllem yet. 

Well, before it's t oo lat e I Just want to run up a 
r ed light . 

:/ell, t ha t's tile r elison - t hat' s wlla t I'm get ting 
tcross t o you nov. 

See? Because I .. ent t ttrougn t ne same t hing vti th the 
.:ement people, if' you r emember, and I tol d t hem and I 
told Stettinius t ha t a s fa r as I WliS concerned, in the 
deul on cement, i f he was serving a useful purpose 
ther e ' s no r eason vmy he shouldn• t c ontinue . But • 
! a sked him whether, lf t holr e was a mill up the Hudson 
th~t wanted t o ship cement f or delivery alongside the 
dock where t iley'rE< building & t •JJ , OOJ , OOO tunnel in New 
York, t her e 1 s any rea son why they should use a dea l er. 
Ho sai d t here N~sn•t any r eEson. - shipper . But I 
mel'n I s a tisfied hi m a s to tna t. I mea n th&t was the 
illu" t ration ;we used, tnt t. 11' ~<e had a tJJ, JJJ , )O) 
tunnel on t ne Hudson, "N IIY shouldn't ; 1e be able tog et 
b&rges coming do:vn delivering tnat , .vner e t he oealer 
aid notning? I mean he Naso •t entitled t o his com­
mission . hna St et t ini us agr eed to t nat, so - be did , 
but his ~em~nt ~an dlun•t . 

But I ' m jus t using t hn t, lind I'm terribl y c o.r eful -
I mean I want to be - well , I d on' t have t o s ay :.ny­
t hing more . 

Yes . llr. Hanes thought t hnt since they don' t have the 
risk t hey 're saved & portion uf t he risk t hey undergo 
now,' t heir commission could be f lat t ened . 

I t ' s a l l rignt but bbfor e we go t oo f ar - I don' t wa nt 
t o be over-sma~t on the t hing, because it isn' t neces­
S&r y . ~~at we're trying t o do is to hel p the Chinese, 
and we ' r e not trying t o chansc t he distribution 
systt~m of tne paint and varnish trade . 
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Well no.t, tht. t•s whe re we bega n - t o s r.y tha t tne thing 
we 're trying to do is to do this wi t hout changing the 
d istribution system; we don ' t went the Government to go 
into business a ny more the n it has to : just l e t things 
flow t hroug h or<line ry channels . 

The Government won ' t be in the business ' t all . 

! went ove r t his pl a n a ga in to bring to your a ttention 
jus t the thing y ou ' r e ment i oning . 

r inc . S.vell . Lelignted . 

See? nna don't you (Banes) agree the re's no otncr • ••• 

Oh, the feeling i s splenoid the re. Tney're Lbsolutely 
t icidea to dea th N1 th it ana would be pleased if they 
coula st8bilize t nis mur~et . Be ve ry pleased . 

,•.en, ! ' m reaCly to t t lk with / OU people t .)morrow -
tlave yo u present t t 10 : JJ , th ll people in the room , 
novt - t o t olk a nd o utl tn.; it to tnese g e ntlemen 
without going into tonnage or uo.Uars or a nything; 
Lo~orro~ it ' s jus t & ~uestion of t r nnsport&tion; a nd 
turn these boys over t o the ~ninese and l e t them 
j, r !<pple .vi tn it, tncn when tuEoy 're r e~dy come ba ck 
~nd t"ltt to us again. But u.Ll I we nt these two oil 
comp~nies in tne Far Erst t o t Eltt ~bout is tr&nspor­
t a tion . nnd tn~n I •m particul~rly interested also to 
sec now ~een taey are t o do it. 

Ta er e is some ~uesti n, even in Chen ' s mind , a s t o 
lneir r e l a tions with Je pt.n LOu so vn. 

~eU - true - ·.vell, we ' ll t ive them a chance t o talk 
11bout tha t . No.~ , i s th~;re o nytni nt; else on this? 

r thought I might communicate to you wha t ~!r . Dye, 
who said he Wli' S tnl~inl! to the Assistant Secreta r y 
of '-ommerce wi snea t o ~1o ve communice ted with r espect 
t o t ne impo;t a ut) on flour which DO•'' exists • He sllid 
ne • s been fol lo11ing the situation. 

C.xcuse me - import auty fro:n wuich c ountry to which? 

Im~ort duty on flour into Cnina . 
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On American flour . 

IV ell, it applies to all •• • •• 

.And who is Dye? 

Dye is an Assistant t o the Secretary •••. 

Director of the Bureau of 1-'oreign and Domestic 
Commerce . 

Go ahead . 

1S3 

~e said ne ' d been following the situati on ver y 
closely, and t hey ' r e interested in seeing, if any 
nego tiations ere made, c ould the duty be r educed so 
as to permit American flour t o go into China ..••• 

And that 1 s his message . 

That's his message . 

!Joy I get a report, please, f rom our flour expert? 

On tha t meeting? 

Yes, sir . 

Tepp called me up 2nd sai d tha t as long as the Chinese 
were her e tney 1 d like to talk to them, make a little 
exploration end see if t her e is any possibil ity of 
excnanglng wheat w1 th some product tha t China pro­
duced, prefer ably some stra t egic moterinl of which 
reserves might be built up in the Onited St ates . Sort 
of an offshoot from tha t commit tee that Peoples is 
serving on with some people over in Agriculture. 

I talked to the Secretary about it, and so we had -
I had them over in my ofi'ice and Tapp came over, and 
IV1lcox. 

May X interrupt? I thought the thing to do was to 
keep the Chinese, so to speak, under our wing, not 
huve t hem running al l over these departments , so I 
Tapp asked end l said to let them come over her e, we'd 
have t he Chinese here . 
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So yes t erday a fternoon at 3: 30 they came over end 
they r eviewed these different pr oducts, 11ent over 
tungsten, antimony, tung oil and silk ~nd t ea and 
so on . And t he Chinese explained t ha t •• . . 

1
Tapp 

or V/ilcox didn't have any d efinite thing in mind 
~t all, and the> got to . tut~ oil ana they showed a 
11 t tle interest in that, and Chen said , " A proposi­
tion 1~i til r egar a to tU!l:Oil is before the Treasury 
now ." I didn't comment on it; neither did Tapp . Ne 
went off t o another subject . But e 6ch of the questions 
wnich tney &skea ~bout these different pr oducts - Chen 
said, •I am no~ securing informati on on it. I don ' t -
can' t answer your question . But after I get t hese 
do t E> , co~e on in . " I ceLn we could have t hem come 
together again. 

:>o Tail? says, •well , thut •s all I•ve got t o say ." 
He says, "By the way, I've got another ~uestion I'd 
like t o r Lise." Be s aia, "Xou •r e buying flour from 
Austral i a " - ana he wanted to know what t hey could 
uo if a nything t o increase t he amount of American 
f lour . It i s very Lnalogous to the question Dye 
r a ised . 

//ell, r efer Dye to Haas . Le t Baas car ry that on. 
l'ell Dye to get in touch t. itb Geor ge • 

Yes , I ' ll do tha t. 

~nen didn't give t hem very much hope on that. In 
fact , he wasn ' t interestea in a thing like t ha t . Be 
11as interested J.n getting some money to buy sooetbing 
.dth. Said he woula olso look into tnat . Be' s going 
to look into that one too . 

So the meeti.ng adjourned until Ur . Chen has some 
mo r e infor mati on on the points which Te pp r aised . 
But Tapp felt very well s a tis fied . They evidently 
>~:new little or nothing of the Chinese situati on. 

• 

"ell , Mr . Chen came in to see me s ubsequent to t ha t 
ano he was a little concerned. Be di dn't quite under­
s t and wnether - he said you s ni d it was outside of the 
other arrangements, but he said it seemed to cover 
the s ame gr ound; so he said he wa s waiting f or informa-
tion because he didn ' t want t o •• • •• 
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••ell, expl ain to him, if you can, Wasbington . 

I s aid thatnwhen t he Secretary comes beck that will 
be cleared up . " 

r don't - I expl ained t o Chen not t o get this 
confused ••• . 

One of you boys explain i t to him. 

Now the other thing, a little pi ece about how 
Voall6Ce feels . 

.:ss 

~&s : Jn, on tais ~uestion Tapp told me after tbe Cbinese 
aad l ef t - he said since l'lallace r e turned be was 
very much disturbed about the possibilities of sell­
ing whea t t o China on credit, particularly this 70 
million bushels, &nd he said also the more Wall ace 
thougllt " bout it the mor e disturbed he became. And 
I asked him what feotures of it disturbed him the 
most, and he said - bnd he said tha t it would cause • 
great react i on, unfavorable reaction, from the Argentine 
and Austra lia and Canada , and thRt was the element ' 

ll . .! . Jr : 

T~ylor : 

H.t.! .Jr: 

H . ..! . Jr: 

liaas: 

which disturbed him most . 

The other thing he sai d - shall r t ell &bout the 
'•'•a ll Street J ourn&l? 

I didn't get tha t f ar, but he- I mean Just- this 
is all i n the f&mily - I just want to dr aw Barry ' s 
a t tention to a few t hingJ tha t I've learned in tbe 
l ast five years . I mean t he shell game is easy . 

You don•t mind if I have difficulty keeping t hat 
eye open, ao you? 

0 . 1(. 

All right , go ahead . 

The other t hing •.•• 

tlba t about the \'/all Street Journal? 

lie sai d that r.u- . Bryant - I don't know him - of the 
'/all Street Journal - r eporter t hat caybe covers 
agriculture, maybe not; but anyway, be ' s a Wall 
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Street reporter - went over to see Tapp or called him 
up, and said, "You know, there ' s a rumo~ around you ' re 
going to make a l oan to China so they can buy American 
wheat,• and Tapp said, "There ' s nothing to it . " 

And ne asked Bryant where he got the i nformation. Re 
says, "That ' s the rumor around the State Depart ment. • 

Re said, "Yfuat do you mean around the Stat e Depart­
ment?" Well, Tapp said that's as definite a s he 
Nould be. 

But Tepp said, "I don •t t hink he ' d put anything i n 
the paper, because I 1 ve &lways told the truth.• 

That1 s been around town everywhere for three days 
now, and it finally came out under •••• 

Here 's the U. P., 9:27 this morning. 

"Informed sources say tha t China is negotiating 
for the purchase of huge quantities of surplus cotton 
and wheat held by the Federal Government and is seeking 
private credit here for purcha se of war materials, 
a ccording to the United Press. 

"The Chinese hope t o obtain loans from American 
banking interests to establish credit for purchase 
of much-needed supplies. The Chinese financial 
mission which recently arrived in this country 
reportedly is discussing with Treasury officials 
methods of financing ~heat end cotton purchases . 

•Treasury officials will not discuss the nature of 
the negotiation but tney admit tne conversati ons 
involve a broader program than that in effect 
between China and the United States in the past .• 

Which means that somebody decided t hey ' d send up a 
trial balloon, that ' s all. 

Well, Tapp felt greatly distressed over i t . He 
said •You know if that thing gets out it wil l 
knock the botto~ out of the wheat market . • ~ell, 
it would have t o get out in detail - to know 
there was 70 million bushels involved - to affect 
the market. 
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I t• s just •~ashington . No use to get excited about 
it . 

To add t o that picture , Floyd Blair, National City 
Bank, down here - he came down here to find out about 
t his, among other tbir~s, and be says t ha t they ' ve got 
their i nformati on from Shanghai, so it's •••. • 

Well, there ' s more t han one way - I never pl ayec. the 
game that way, and never wil l play it, es long as I'm 
here, tha t way . But you know, if we get a f avorable 
reaction and people say, "Let' s nelp China,• maybe t oe 
St ate Department will be surprised. 

There's no doubt t hat stuff goes back, because there ' s 
other ones; there was Aung; Rogers, bank of hngland; 
t here was Lynch and Young, the t wo Americans - they ' re 
playing very bard, all of them, with all outs i de 
sources . 

Let me just - does tha t finish your story? 

Yes . 

Has he heard about the Russian barter - I mean not the 
Russian, the German barter ? 

He bas given us s ome material, one important port ion 
of the mat erial ~nich rela t es to how much t hey 've got 
outstanding . Tney haven' t got - they said they ' ve 
cabled f or information and they ' ve indicated some 
oifficulty about getting the informa tion. And there's 
a very peculiar cable here from Kwu - from one of those -
who says that that information has gone forward from 
the Treasury &nd he muy be 10 ble t og et it for us . So 
probably it will come here . There ' s sometb.ing a 
little funny about tbHt aspect of it. But we haven' t 
the i nfor mation about it. 

Of course, the funniest thing of all - I get a great 
kick out of it - for some rea son or other, I don' t 
get wby, General Chi ang Kai -sbek and WadameChiang 
Kai-shek - fir st t hey told Buck and they told McHugh, 
this Navy lieutenant - I may have done a foolish thing 
by sending him a message of prai s e; you ~o~ he lives 
right in the pouse with Madame Chiang Kai- sbek; I guess 
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wherever t hey go he goes - par t of the household 
of the Generalissimo, and he keeps pouring this stuff 
in ull the time and I foolishly sent a word of •Thank 
you" through official cha nnels, and they ' re aski.ng, 
"What? J)oes he send you infol'mntion?• • • , • and -
but tney keep sending me infol'mation that Ambassador 
'1/r.ng double-crosseo me, and I don• t know how he 
double- crosseJ me . hvery time they - then he saw this 
Captain Ca!'lson, lllal'ine officer, who ' s been with the 
~ighth rloute Army t~ice, and told him how Wang 
double-crossed me . And I ' m getting kind of curious 
as t o just what he did; I don't know. 

but the three boys that a !'e getting the stuff are 
Captain Carlson of the Uarines, Lieutenant McHugh, 
end Buck . ~hose are the three boys t hat are getting 
t oe s tuff, aren't they? 

(Nods yes) 

Carlson made only thut one report. 

Yes, but look a t the report he did on the military. 

I say that was t hat one report. 

That was a magnificent report. 

Well , supposing I see Chen now. Everybody know what 
everybody else did? All right. I ' ll have him come 
in -you all sit here - and tell hie Rhat I•m going 
t o do and see if there • s nny thing he wants to ask me 
about t omorrow. All right? 

And I don ' t think at this particular stage there's 
a ny use of informing any other department that I can 
see right now, except that I thought I ' d ask the .State 
Department, so there would be no question, to have 
Hamilton here tomorrow mor ning at lO : JO . I want him 
to sit here. 

Yes, because there ' s an important question with r egard 
to this tung oil . If American consumers have a 
monopoly it means that British consumers and others 
will not'be able tog et any except through American 
sales. 
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To play safe, I'm going t o have Hamilton sit here 
t omorrow at lO:JO, listen to the whole thing . There's 
no <,uestion then. 'lhere' s no question. If Feis wants 
t o coo1e, be can come. But I • ll a sk Bami~ ton· be • s 
the bead of the Far East. ' 

Do you want to g et them? 

LochneBd : Right. 

daas : One thing I forgot - Tapp osked oe if they could use 
some rice. I s a i d , "Wha t? Go t rice t oo?• 

8.- . Jr: Who 1 s got rice? 

Ol1pht.nt : ole have - Texas . 

Taylor : 

H. ! . Jr : 

•'le have . I'll say we have. 

(The Chinese come in) 

Vlell , I took a l1 ttle holiday. 

Chen: I understand . You have good holiday? 

H. >l . Jr: 

Cnen: 

H •• , . J r: 

Cnen: 

H • .I! .Jr: 

Cnen: 

Very good . And very good weather - wonderful weatner . 

Mr . Chen, I kept i n t ouch with the office and t bey 
told me that our discussion dtb you about tung oil .•• 

Yes. 

••• had progressed f a r enough t ha t Ke could t ake up 
wnat you and I had t alked about the first time, the 
~uestion of t~ansportation. 

Yes. 

And, naving tbat i n mind, I invited down here for 
t omorrow morning Mr . Parker, wbo is the head of tAe 
Standard Oil Vacuum Export Company, plus Mr . Moffett, 

who is the head of the Standard Oil of California 
and the Texas - those two, which, as I underst and 1.t, 
a re the o~y American companies doing busi~ess - I mean 
those two companies . 

Yes. 
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~ was pleased to learn tha t tho so-called - r think 
they call it Socony Vacuum - ha ve already been doing 
a li ttle experimenting in the transportation of tung 
')il. 

Oh-nuh . • 
They seem t o know something about it . 

So t ney 're coming 1n a t lJ : JJ and I wanted a lit tle 
chance t o t alk t o taem fir s t, and i f you c ould be 
nere m&ybe by~ ~Ubrter of 11 .. • • 

~r.en : J.ll right . 

a. •. Jr : 

,1 . ... . Jr : 

r. .... Jr : 

~,;nen: 

H .... . Jr: 

kna I t hought I would explai n t o them simply this, 
tha t wna t t oe ~hlnese Government ls interested in i s , 
c.JulJ some ~<rrangement be l'tOrked out witb t bese two 
oil companies - tnis is whlJt I t old t hem - to move oil 
up- count ry and bring br.ck gus - bring back t ung oil . 

Yes . 

!low, thu t ' s a l l I s ui d to them . Now, this vlhole ques­
tion of the bringing and t he merchandising of it in 
tais country - tna t J oesn1 t concern them . But I 
ex~lained to t hem tha t you wunted t o t alk t o them 
obout the trans~ortation question of moving tung oil 
to t oe seaboar d . 

Yes . 

Is that right? 

• hat ' s correct . 

.t.nd what I t hought I woul d do , if it was agreeable 
t o you .••. 

Very a greeable • 

• • • was t o have a little t ol k nere and t hen simply 
give you an office here in the Treasury and t hen 
you ~eople can go in there and t alk it over with t hem. 
And Mr . Haa s and Ur . ~hite can go with you. 

' 
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Yes . 

l•nd then you c an go into greater detail . 
you want to see 
avai l able again 
glad t o t alk. 

Then 1f 
me in the afternoon, why, I ' ll be 
i n the af t ernoon. But they're very 

Ye s . 

No.v , I see no reason why we can 1 t talk to t hem a bout 
it . 

Yes . 

"nd inasmuch a s I nave invited t nem to come ~own here 
and told t hem tha t it was confidential , I'm quite sure 
tnat t hey will not give out &ny inforoati on ••••• 

Yes . 

t o a nybody . So it• s just -I mean you could 
give lt t o them much bet t er about wha t you have in 
mind and wha t country you're going to cover. You 
hoven ' t go t any maps prepared to show t hem appr oxi­
co~J t ely •• • 

oVe nave not a ma p Just for this, but we can make a 
sket ch tonight . 

Could you? 

~es, we can do t hat. 

Jus t snowing where, approxi mately, you collect the 
tung oil, and t hen the possible r outes tnot you'd 
li~e to us e. If you could make two - and if Mr . 
Haas 's people coula nel p you- he ltas artists who can 
dr aw this if you want t hem to. I mean our drafting 
r oom - we have a big dr afting room here, and his 
people - if you make one, he could copy it a dozen 
times. I f you give him one - if you give him one -
if you get it here the first thing t omorrow morning, 
why, you (Haas) could have it copied, couldn' t you? 

Oh yes, we can make duplicates or them. 

If you just give us one, Mr. Haas can copy it. 

Regraded Uclassified



( 

Cnen: 

u . ..: . Jr: 

~1.1en : 

H. • · Jr: 

Cnen: 

b . .. . Jr : 

:utn: 

H .... Jr: 

:nbn: 

H • ..~ . Jr : 

( 
Cnen: 

H.:J . Jr: 

Cnen: 

li .!I. Jr: 

Chen: 

-26-

Yes, we can do that. 

!1' you get it here ear ly enough. 

'!tes , we can. 

Lu2 

But t he t hing is to show .vner e t he tung oil is and 
tnen what the possible r outes would be . 

Yes, yes. 

.'/here you want taem t o transpor t it, you see . 

Yes , yes . They have ••••• 

Ho11 does tnt. t sound to you? l•ll right ? 

Tnat 1 s very good . 

xnu t hat ' s, a s I under stund - excuse me - as I under­
s t and, tha t repr esents everybody of Americans who ar e 
i n China - t hose two people; nnd these ar e the head 
people . • 

I wa s going t o say they have a very good t r ansporta­
tion system, Standard Oil Company . Why , before t he 
war t hey have large fleet of t ank bo&t s teamers and 
also t hey have t ank ccr s on the Government r ail11ays; 
tnty have a very good system of transporta tion. Now, 
I &Ill sure these t .v :> gent lemen .vill be able to gi ve us 
advice and • e shall feel free to ask for the advice. 
l<nd 11e want to me.ke it as efficient as possible, be­
cause once ~e have that tr&nsportation tner e it is 
no t only a ques tion of moving gasoline and tung oil 
f or export, but tha t wil l give us a Kind of service, 
1. t r ansporta tions ervice, after tht fall of Bankow 
which is mos t important for us to have . So I ' m sure 
t his wil l give us gr eat help, their suggestions and 
ideas, and once we 've got that organized and properly 
managed we ' ll have a free flow of these commodities . 

Well, it's very important, isn ' t it? 

.Ve have nothing just now, we 've got nothing. 

IV ell, I don ' t know anybody better .... 

On, tney ' re t he best; t his Standard OU Company is 
the best people. 
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And t be Texas . 

Texas, yes . They have t ank curs r nd tanks for 
s torage of gasoline and other fuel oils . And this 
gasoline and the f uel oils will also be required 
f or our need - great needs . 

Now, is there any t hing else today besides t hat 
that you ' d like t o tell me obout? Anything else? 

I ' ve received a telegrum from Ur . Kung . I ' d like 
t o present it t o you. 

Please . 

(O.:hen nand3 a ttached telegrac 
t o H. :.! . Jr) 

Tbunk you. Sit down . 

(Reuds in silence) 

Is this for me? 

For you, yes . 

'I his is for me . 

. ."ell, on this whe~ot loan we 're working v ery hard, 
and toe f ac t thE.t I've been a way - the people in the 
Treasury work even when I'm gone . At leas t they tell 
me toey no anyway ; I don't know. 

I appreciate it. 

They tell me t ney ii'Ork. And we ' re having some d iffi­
culties of our own. /tnd somebody ' s given it out now. 
But we're going aheGd just a s f est as we can . But it's 
not going to be so easy . But I explained to you a bout 
it . But we 'll keep this thing moving . Now, ·~ e ' ll do 
this thing about the tung oil and we ' 11 keep working 
on the whea t . And when the President gets back 
Monday - you s ee, everybody bas j ust been a ll played 
out; we've had this question of whether we would or 
woulan ' t nave a 1oVorld liar i n Europe, as you kno:~ , 
and it' s •• • But I understand our people here have 
helpeo 1n .. or«i~ out the .. uestlon of distribution of 
tung oil in this country . 
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.tes, sir . 

And tha t ' s going further along . 

Now, is anybody t ~lkine to Mr . Chen - this other 
gr oup tha t wants - this 4uestion of barter on 
any of these - anything more on tungst en or any -
let •s see, there was another •t• . 

Tungsten? 

" Ot imony? 

No . 

Tin • 

Tin, yes . Any .... ? 

204 

.Ve had a discussion with Mr . Hens yester day, and f or 
fear that the figures for tin and tungsten ar e not • 
sufficient ~e have c~bled again l ast night. The 
,.uestion i s how mucn we cun d eliver, what is the 
c. v!!ilable stock we hhve on hand just now. 

I see . 

lo ad :.e •r e WE.iting f or t hose l'illures . 

On. Ana I unaerstan~ the figures on the German 
deal - we ' 11 g e t t.na t t oo, wha t you di d with the 
Germans , the barter ~itb the Germans . 

1 buve socetaing - L mcmor onduc on the Ger~an barter . 

Do you (White) nav;, thot? 

Yes , but there wer e some more figures which he was 
going t o get which will complet e the s t a tement . As 
it is , we only have some of the i nformat i on . 

All right . \'/he t else is ther a? 

Nothing . 

Anybody else went to - E. nybody? 

B.o . 
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Wayne? 

(Nods nothing) 

'//el l , i t 1 s always a pleasure to see you. 

(Chinese leove) 

I want to read you what be handed me. 

"Dated Chungking , October 1 , 19)8. 

"From Dr . H. d . Aung t o Kr . K. P. Chen 

"Referring to your telegram September 29 glad 
United States Government willing consider wheat 
loan. Stop. Please accept and tender my sincere 
appreciation to Secret ary Morgenthau and ot her 
officials for taeir timely help . Stop. Wish you 
discuss best means effecting quick sales in order 
to convert into cash. " 

205 
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Dated Ollw>&l<in&. Oot. l, 19M 1.10 .fJI 
Rood , Waah,D,C,, Sept,&O, 1938 

J'roa 
Dr, B.B. lunc 

to 
Ill'. l.P .Chen 

Rof..-rin& to 70ur teleuaa 8ept , t8 glad U.S.Oo:'"'~ 

'11'111111& oonaider .moat loan otop Pleaoe aooept and 

tender ~ einoere appreo1at1on to 8eoretar,. Morgentbau 

and other off1o1ale tor their timely help otop Wish 

you dieouee best means effecting quiok oaleo 1n order 

to oonTert into oaab. 
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HI/Jr: 
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H11Jr: 

Bello. 

Thurada,y 
October 6 , 1938 
3:53 p. m. 

Jlr . Hamilton will be there 1n about five 
111nutes. His assisti!Ilt is there now if you •d 
like him. 

No. I only want Ha11ilton. 

All ri8ht . 

Thank you. 

Do you want to speak to bill? 

When be comes 1n I want t o talk to hill. 

All r18ht. 

4: 08 p. m. 

Go ahead, 

Bello . 

Bello. Hamil ton speaking, Jlr . Secretary. 

Bow are you? 

207 

I ' ve been down meeting the new Chinese Ambassador. 
That ' s -

What? 

I've been down at the train meeting the new Chinese 
Aailassador, 

Oh, Good. 

Who Just arrived this afternoon. 

Did you know him before? 

Ob yes, I •ve known him for a nuailer of years, 

Good. All - what I' • eallin& you up about 1s this. 
I ' m having a r epresentati.e of the Standard 011 
Vacuum bare tomorrow, llr. Parker. -
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Oh :res , 

And llr. Ji~~~V llotfett on the Texas Standard or 
California to meet with K. P. Chen - Bello. 

Yes. 

208 

The idea being that they 've raised the question 
that - ah - in case they set up a new organiza­
tion to market tung oU, how are they going to 
transport it, see? 

Yes. 

Now, I ' d like very much t o have you here. 

(Jh huh. 

Bello? 

Yes . 

At ten- thirty t omor row morning . 

Ten-thirty tomorrow morning? 

But , I want to ask you, in t a lking with these 
people who I hardly know at all - ah - for the 
sake of t he Chinese can we be fairly frank wit h 
them or will they f eel t hat t hey ' ll have to go 
and tell the Japanese about it? 

You mean these Americans? 

Yeah, 

Well -

I mean Parker and Jimlq lloftett. 

Ah - Parker I think would - I know him; I 
don ' t know Mr . Moffett. 

Well, I know Moffett and I don't know Parker . 

I think Parker would pla:r ball all right with us . 

Be would? 
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I!IIJr: 
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HIIJr : 

a: 
HJIJr: 

R: 

HJIJr : 

B: 

BUJ'r : 

a: 
HIIJr : 

B: 

HIIJr: 

H: 

BIIJr : 

8 : 

HIIJr: 

A: 
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Yes. 

Oh huh. 

»offett I don ' t know. 

Well, the point is, sh - sh - wha t they ' re 
talking about is - they have no transportation 
system, you see? 

Yes . 

After they lose Hangkow. 

Yes . 

!low the question 1s can they move oil up in 
these trucks and move tung oil dom. 

Yes . 

And I want t o simply ask these people and intro­
duce them to Chen and then turn them - let them 
go and talk things over. 

Yes . 

And see whether they can help the Chinese organize 
this transportation system. 

Well., did you think i t woul.d really be a dvisabl e 
that I be t here? 

Well , tha t - I want to tell you what I 1 m doing 
and that • s up to you. 

Oh hub. Well let me th1n.k it over and consul.t 
with maybe 1o1r . Hornbeck and then I 1ll call your 
Secretary back 1f it - 1f -

. You call her back tomorrow 1110rn in&. 

Yes. 

llrs. notz. 

And 1f - 1f I'm not there you ' ll understand why -
and that we do appreciate your keeping us informed 
and giving us an opportunity to be there. 

' 
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H: 

H!IJr: 

u: 
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H: 
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Well, why shouldn't you be there? 

Well, soaetimes on these - we ' ve been in 
a very good position. These - these news 
reporters and people who come in end make 
inquiries of us 1n reference to what ' s going 
on over there and we've Just consistently said 
that the Treasury Department - any comments are 
t o be made by the Treasury Department. 

Well now, look, 1! you're going to talk to some-
body wby don't you t alk - why don't - why 
don't I tell Mr . Welles that I'm asking you this? 

Ob, that i sn' t - that isn ' t - I don't think 
t hat - I think that ' s all right. I 1ll speak 
to Herbert Feis and Stanley Hornbeck -

Well , if you ' re going to - maybe I' d better 
tell Kr. Welles that l' ve asked you and then there 
won't be any question. But- I think maybe I'd 
better; be ' s act 1ng Secretary . 

Yes, yes ; surely. 

Well , I think I' ll call him up and tell him and 
then ah - meybe he can send f <?r you and decide. 

Yes. All right . Well , thank you, Mr • . secretary. 

All right. 

Thank you. 

21 
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HIIJ'r l 

Operator: 

HIIJ'r : 

0 : 

I!M.Jr: 

Sumer 
Welles: 

IIIIJr: 

W: 

HIIJ'r: 

\\': 

HMJr: 

If: 

HIIJ'r : 

W: 

HMJr: 

W: 

HIIJ'r: 

W: 

Bello, 

Sumer Welles . 

Thank you . 

Oo ahead. 

HeUo. 

Ben17, how are you? 

Thursday 
October 6 , 19:38 
4zl4 p.a. 

I'm fine. Bow are you? 

I 'm fine, thanks. 

I hope to see you soon, 

I certainly hope so. I had hoped to get a 
glimpse or you on the other side but you were 
leaving just a s I was arriving . 
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Yeah - I think we missed each other. Sumner I 
just called up Mot'tat of - not Moffat, Hamilton 
ot the Far East Division and then after I did it 
I thought I'd better tell you. I should have 
told you in the first place but t here ' s still 
plenty of time. At ten-thirty to1110rrow morning 
I've got K. P, Chen here and I asked down J~ 
Mottet of the Texas - Standa rd OU of California -

Yes. 

And Parker or the Socony Vee -

Yes, 

To discuss with Chen the question of organizing 
a transportation system 1n China. 

Yes 

Because we' re working with them to get - to bUT -
help them sell their tung oil, you see? 

Yes , 
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BI!Jr: 

W: 

Bii.Tr : 

W: 

JlMJ'r: 

Yi: 

I!MJ'r: 

W: 

llliJ'r: 

•.. ... 
f!liJ'r: 

1.,. '. 
IUIJr: 

W: 

BIIJr: 
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- which 1s easy, but the di!'!iculty is to get 
it out. 

Yes . 

Then I thought - ah - 1!' in doing that the State 
Department would like t o poss ibly know what I was 
doing so I called up BamUton and asked him to 
sit in. 

Yes. 

Well, he had some doubts . So I said, ftWell now, 
1! you 've got any doubts I' m going to talk to 
Sumner Welles and let h im decide whether you 
should or shouldn't. ~ only motive was, l ike 
any t hing that I do in a fore ign field, I want 
you people to know what I'm doing. 

I appreciate t hat f ully . 

And you people can decide whether you do or don't 
want a representative here. 

Thanks a lot, Henry, for calling me up. 

See? 

I'll send for him and find out what his feelings 
are. 

Bas be time t o - ah - but the point is , 
you see we ' ve just got to the point - they ' re 
figuring after Bangkow what are they going to do • 

Yes • 

See? 

Yeah. 

And they have -
very very .frank 
system. 

Yes . 

they ' ve been very very honest, 
- th-.y have no transportation 

And they said they ' ve got to buy oU and why 
couldn' t t hese people transport the oU up and 
in t hese same tank cars and IDOtor trucks br ing 
back tung oU. 

')" 2 ... .1. 
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RloLTr: 

W: 

HIIJr: 
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BI.IJr: 

W: 

BJIJr: 
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HIIJr: 

W: 

BIIJr: 

W: 

BIIJr: 
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Yeah. 

So I 1 • siapl.y bJ1n81ng these people down and I'• going to put them 1n a room and let them 
talk 1t over. 

All r ight . Thanks a lot. I ' ll send tor him 
and find out - and it there's aeything that 
seems to be of importance I'll speak to you 
again per sonally. 

Right . 

I want very 1111ch to see you. I was planning 
to ask 1t I could come over today but I•a so 
tied up with -

Well -

- engagements toda,y and tomorrow that' I can' t 
do it . Are you going away for the weekend? 

I am not . 

Well, perhaps Saturday morning if you 're going 
to be on hand I might have a chance to come 
over 1t you're t r ee. 

Well , I - well, I don't think I 1ll come in 
Saturday morning. 

I see. 

But - ah - ah -

213 · 

Well , I'll get m t ouch with your offi ce sometill8 
tomorrow and find out what your plans are. 

All right. I ' m not very busy tomorrow afternoon 
because there ' s no cabinet . 

Yeah. All right. Thanks very 1111ch. 

o. lt. 

Goodb)<e. 

OoodlJTe. 
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TO 

Sub ject: 

TREASURY DEPARTMENT 

INTER OFFICE COMMU NICATION 

Secretary !4orgenthau 

Mr. Whit e 

OAT& October 6, 1938 

Chronology of Aot1on Relati~ to D1Bcr1mim.t1on by 
Germany agai ne t the Cortme roe of the United Sta tes. 

1. The United States had a ten-yea r treat y w1th Germany 
beginni ng in October 1925 whldl g ranted Germany most-favored­
n~tion trea tment in respect to customs duties on German prod­
ucts i mpor ted i nto the United States . 

2. In October 193~. whloh, acoordi~ to the terms of 
th~ trraty of 1925, Ylas the ea rlie s t opportunity, Germany de­
nounced lts moot- favored-na tion trea t y w1 th t".e United Sta t ea . 

3. In Novemb e r 193~. t he Trade Agreement Committee o f 
t itle Government recogni zed that the German sys tem of e xchange 
control devices i naugurated as of Sept ember 2~, 1934 repre­
sented d1scr1m!na t 1on a~ainet United States trade . 

4. On Jul y 8, 1935 the President addressed a letter to 
the Seor e tary or t he Treasury i nforming hlm tha t the duti ee 
r>roclaimed under the Trade Agr eement Act would not be extended 
to Germany thlrty days after the date on whldl this country 
would cease to be bound by the pro visions o f a most - favored­
na tion treaty. Thle action was taken under the sutbor1ty of 
the Trade Agreecen 1.s Act (Section 350 of the Tariff Act) whloh 
.,rovided tm t trade agreement rates should not be made avail­
able to t hird countries wh i ch disorimi ra'e agains t t h e co~ roe 
of the United Ststes . 

5. On October 15, 1935, with the expiration of the 
United States-German most- favored-nn tion treaty, a Treas ury 
Deo teion became effective 1n which the reduced rates of duti es 
provi ded in trade agr eements were not extended to products of 
Germany. 
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6. Each t i me subsequently that a new trade agr eement was proclaimed (15 euoh proclamations m ve been i ssued eub­
seouent to October 15, 1935, t he l ates t or woicb was on Seot ember 23, 193~ - the Ecuador agreement} the pr oclaimed r ates were specifically not ext ended to Germany on t he grounds 
that Germany di scriminat es against the commerce or the United St!ltee. 

The pertinent clsuee appearing i n t he press release 
i ssued is as follows: "Because I f ind ae a fact tmt t he treatment or American cGmmerce by Germany ie d1e cr 1m1no.to ry, I d1reGt t hat such proclaimed dut i es smll net be applied to yroductc or Ge rmany (including Au s tria} . • 

1. On Aug .3~} you presented to the Presi dent a statement i n which you i ndicated tha t it was possi ble ror the Preeident to i mpoee addi tional duties on t he produots Gf Germany under section 33g or tl'e Tariff Act or 1930. . 

(A copy or tha t statemen t ie anpended. The ori~ nal 1s ln 1Jr. Ol i phant's sere. Evi dently you did no t l eave it with the Presid ent.} 
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T>IE S ECRt:TARY OF' THE TREA SURY 

WA8 HINOTOH 

216 

You ean fortblritb proclair.l the !.!position or additional duties 

of 5ot ad v&lorem on the products of Carmany and on articles imported 

in German vessel s . These addit ional duties would go into effect in 

tld r ty days . You have &lready repeatedly proclaiJoed tba fact on which 

this act would rest. The law and the situation are a11 follows• 

Soction JJS of t he Tariff Act of 1930 (o.s.o. title 19 , eec . 

UJ8) provides that , whenever t he President shall find as a fact that 

any rorei~ country diseriminatae 8f!a1mot the coo:oerce of the t:nitad 

States , he shall, When he finds that the public interest will be t'8rved 

thereby, impose additional dutie& not to exceed 50% ad val.orem, or its 

equh'al.ent , on any product<! of t'lllch dilleriminatirur country or on articles 

imported i n a veuel of such country . Such additional duties will be ap-

plied thirty days after the date or t he proclamation . 

I r the for e ian d i ecrimination continues after the issuance of a 

proclrat.ion l.mposing additional duties, the President 1UJ¥ isarue a tu:r­

the r proclmr.ati on prohibiting the importation after thirty days tram t he 

data of the proe~ation of pr oducts of the dieortminating country or 

arti cles imported in its vessels. 

The Trade Agreeoent s Act of 1934 (O.S.C. t itle 19 , sec . 1351) 

provides that r ates of duty established pursuant to trade agreements 

shall app:cy to product., of all torei~ countries , but that the President 

U<f suepend their application to the products of any country b eeawoe ot 
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its discr11111natory treatment ot American CCIIIIIerce. Pursu.ant to ttus 

proVision of law, you repeatedl¥ adVised me tbat you found aa a tact 

that Germany diecrilllinates against the canrnerce of the United States, 

and that t he trade-agreement rates, t herefore, should be applied to 

the product& ot Gei"IDIJIY. Such repeated ed'ri.ce was in let ters dated 

October 7, Decc ber 3, and December 30, 193S; January 13, !'ebruary 3 , 

April 20, llay 18, September 3, and October S, 1936; liay 3 and July 6, 

1937; and 1/arch lS , 1938. 

21 7 

Under pra£ent condi tiona, it would be CCI!Ipetant for you to d ... 

t em ine it to be in tt.e public interest, in new of the alreadY ascel'­

tal ned die criminatory trea tment of American COI!lT.erce bY Germany, to 

impose the addi tional duties provided f or i n section 338 ot the Tariff 

~ct or 1930 mentioned above . 
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X..On.z•!•ca Ot LlmoheoG CollfeNIIOe 

Otttae ot the Secretary, l P·•·• October 7, 1938. 

Preoent 1 S.oretar,r llorgenth&u 
llr. Del&Go 
Dr. llerrlaa 
llr • .au-1 
llr. D. 1 . :Bell 
llr. llarry lh1 te 
llr. llclleJDOlda 

1?--, - >c 

Seeret11.r7 llorgentbau ataie4 that tbe Prea1deGt bad turned onr 
to b1a a letter ot jugut 12th, 1938, he be4 reaehed troa llr. Del&Do. 
ae Oba1.-n ot tbe llational l!eaourcea Coed ttee, and the accol~JMU~Tin« 
11eaorandua propodn« a :Piecal and lloGet&r)" .AA'I'ieor.r :Board. !he 
Secretary atated that pureuant to the Pr .. ident ' • 1natruai1ona to 
dhcuu the utter with hia, he had aitii!Jited 011 UTero.l occaelou to 
do 10 but up to the preeent time bad been unable to got' the Pret1dent 
to glTo the matter attention. 

The Socretaey propoaed that 1n lieu ot the toraal. creation ot 
euch a :Board at the preoent tlae, he 'II'Ould be glad to UDdertae., it 
tho Pretident 'be will1Dg, to call 1n tor oontultation and a.d'l'ice . 
lntoriD&llT, troa tiae to tiM during the period betweeG now and 
Jan~~~<r,r, the peraone auggee t ed 1n llr. Del&Do 1e .. aoran4ua aa -bore 
ot the propoaed J'bcal and llonet&r7 .AA'I'ieor.r :Board, w1 th the ucepiioa 
ot the OheiruA ot the Securltlee It lzch&nce Coaai01ion, 1lbo ehould be 
lett out ot the group tor the praeent, and with the UDderat&DdiQg that 
tho repretentatiTe ot the lational l!eeourcee Oolllittee would be eeleote4 
troa tho aubera ot the .AA'I'ieor.r ColaittM ot tbe llatioD&l l!eeo'IU'C<Ie 
Coai ttoe. Mr. Del&Do, Dr. llerr1aa and llr. ~1 all three agreed. 
t hat eney 1-di•te purpoee be4 in alnd b7 thea when thq aue« .. ted 
tho c raatioG ot the :Board 1n ~ .. uon would be eerTOd b;y tollowiag 
the Secrotaey'e ~etioa. It wae uaderatood that the Secret&r7 would 
diecuu tbe attar with the Preaident and it agreaable to h1a, tha 
pl&G ae outlined would 'be carried. out. 

Soae d1eou .. 1on waa carried. oa, part1oularl7 between the 
Seoretaey and Dr. llerrl•, with reepeot to 181lero.l pro'bl- ot 
reorganl&atioG. Tha Seeretaey ealle~ to Dr. llerrt .. •e attention the 
obTioua deeira'bilit7 ot coneol1d&t1ag and etandardialn« the tUGctioG 
ot exaail11ac banD and tiG&Dcial agenclee in eo tar aa such euaiD&tioG 
h aade b7 tbe J'edaro.l gon......,t . lla au'baitted u an 1lluatration the 
attached. -......tl:a lhowiag thet ouch exaailliac tUilotlou are IIOW 
C&rrie4 out Ullder tift ditterai Jurladictiou . 

0 0 0 0 0 0 
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llo.o! 
itulsin-

7,343 

7, 986 

24 

2, 109 

10,642 

r f ,I o oJ 

s-r,. or Oore:maent Agencies 
makin,g Bank Exain&tions 

;o - 7 

219 

(l'isures based on actual. 1938 expenditures) 

Salaries or Chief and 

234 671, 308 222,278 893, 586 Chief 8, 500 
Asst. (2) 6, 300 

590 1,462,301 61.9, 974 2,082,275 Chief 9, 500 
Supervisors-12- 7,840 

13 40, 86o 13,000 57,86o Chief 6,000 
Asst. 

193 443, 020 180,000 623,020 Chief 7, 500 
Asst. 4,600 

815 2,222, 456 851,296 3,073,752 Chief 
Asst. (11) 

... .f( ~~~{ ).1-~ 
' -~- ~,. ~~ · .... ~ 

I~ '\~ 
~. 

lncludu emmination or 2, 225 Federal Credit Unions at estiAatsd )'earl,}' eost of 
~6,012 .25 and miseellaneous examinations of non-banldng actirltiee of $)0, 244.32. 
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lf:rde Park, N. Y. , 
Auguet 20, 19~. 

'rHE SS:CRE'fA.Rr or !HE !RU8URr 

POR PREPARA!IOK or REPLY 

FOR IIY 8IGNA!URE, 

P . D. R. 

. ' 
" II ~(: 

' . A 

Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



232 

GROUP WEETING October 7, 1938. 
9:30 A. M. 

Present: 

R.14. Jr: 

Gaston: 

ll . !4. Jr : 

Gaston: 

H. J.I .Jr: 

Gas ton: 

R.U.Jr: 

Gaston: 

H.M.Jr: 

Gaston: 

H.N.Jr: 

Mr . Ollphant 
Mr. Gaston 
Mr. Haas 
Mr . Taylor 
Mr . Ranes 
llr • Wh1 te (briefly) 
Hr . Gibbons 
Mr. Upham 
Mr . Lochhead 
llr. McReynolds 
llrs. !O.otz 

(llr . White speaks t o B.II. Jr . and starts to lean. ) 

Listen, wait a second, young fe1low; I got a 
call here f r om Davenport, or Fortune . What 
shou1d I say? 

Be tal ked to me this morning. 

Yes . 

He wants to ta1k to Harry White, Archie Lochhead, 
and myself today; I thought probably we'd better 
have a little conference ourselves, on it . 

You mean before you see me? 

Before we see him . 

He called yesterday. I think you can handle 
that, cantt you? 

I think so , yes; yes. 

What? 

I think so . 

I mean, does he want to talk to the three or you 
on the phone? 
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Gaston: 

H. Jl . Jr: 

Gaston: 

B.U.Jr: 

Gaston : 

R. ll.Jr : 

R.M.Jr: 

Gi bbons : 

H. li .Jr: 

Oliphant : 

H.!J.Jr: 

Gaston: 

R.rJ.J: 

Upham: 

H.U, Jr: 

YcReynolds: 

Upham: 

233 
- 2 -

No, no; he ' s here; he•s in ~own. 

I could see him Saturday, if you people wanted 
me to, with you three people. So you can be 
excused, Barry. 

(Mr . White leaves . ) 

But not today, 

Well, not this forenoon. 

Well , I'll check with you this afternoon. 

What 1 s on your mind, Berman? 

(Mr. Gibbons comes in.) 

Bello, Steve. 

Good morning. 

Huh? 

Nothing. 

HUh? Herbert? 

A story about the Comptroller's Office - a little 
piece of it in the Herald-Tribune, and more of 
it in t he Washington Herald- u. P. copyright . ­
but it's nothing to cause uneasiness. It 1s from 
the point of view of those who think t hat the 
Comptroller's Office is a wholly independent 
agency. 

Well , I had the pleasure of calling up Cy and 
keeping him from sleeping last night, and tell­
ing him all about it . 

I slept very soundly. 

(LaughS) What? All right. • 

Hot during the conference? 

No, no· ' DOt in there. 
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All right, what else? 

I haven • t anything else . 

I hope they take me up on the Bill and ask me 
all about it; it will be swell. 

234 

Incidentally, Mac, just for my information, 
could you v~ite me a lit tle memo about the visit 
of Mr . Magruder to t his office, and who he saw, 
and everything else? I never asked any questions -
I mean, who he saw and who passed on his speech 
and who told h1m it was all right to give it -
just so, when I go up on the Senat e • •• •• (talking 
low to Mr . McReynolds.) 

l.!cReynolds: With the help of Ur . Gibbons and Kr . Gaston, he 
got the story. Primarily his confer ence VIas 
with Gaston; he did come to see me first, and I 
took h1m in to see Gaston. 

ll . r{.Jr: Just let•s have a litt le - just one time he was 
here? 

McReynol ds : Just one . 

H. !I.Jr : 

Gibbons : 

!! . U.Jr: 

Gibbons : 

H • .• t. Jr: 

Gibbons : 

H. L! . Jr: 

Oliphant: 

Supposing the three of you give me a memorandum, 
say Monday, Will you, so when I go up on the Rill 
I w111 •...• 

Yeah. 

I didn't let you do•n so far. 

Well , that•s • • •• 

\Vhile it 's fresh, I'll have to go up on the 
HHl • 

. We didn't go beyond your five-eighteen. 

You saw 
paper? 
Gaston; 

what they did this morning, in the 
I never asked - I knew he saw you and 
I didn't let my two politicians down. 

I think it • s another move he made . 
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Oliphant: 

H.M.Jr: 
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You think there is another move? 

(Inaudible- low. ) 

Well , all right, let•s - give me something on 
Monday, I don 1 t want to say anything, but I 'd 
like to know what happened in the office. 

McReynolds : Herman wants to take the offensive. 

Oliphant: (Words jumbled.) - No, I think it's whatever he 
makes of it - arxl turn the whole thinc; ar ound . 

R. :!.Jr: I think - an right . Well, any way, anybody 
that's got any ideas , br ing them to me Monday, 
because •• .• • Were you in on this, Wayne? 

Taylor : (Nods rNo.n) 

Gibbons : No, Wayne wasn't . 

235 

R.M. Jr: All right . 0. K. VI ell, it ' s all a f amily affair; ' 
we •re all together . 

Gibbons : As a mat ter of !'act, I think Mr . Magruder I'II'ote 
a letter to Senator Sheppard, and practically told 
him what was done; hOYI he called on me arxl !lr . 
Gaston. I think he gave it to him. 

R.Y.Jr: Well, it ' s just to get our stuff ready; that ' s 
an. 

Oliphant : Well , ~~ we have a meeting on Uonday? 

R.M.Jr: Yeah. Ueet before then. Or Tuesday - Konday 
or Tuesday; you fellows advise Ur . Magruder and 
me. 14r . Oliphant want to get in on it as a 
liar.ylaDder? 

Oliphant : (Nods "Yes .") 

R. lt . Jr: Fine . Give me something Uonday or Tuesday. 

Oliphant : Well, I don't like to take this thing laying 
down; I don't think it's necessary. 

H.M.Jr: O. K. 
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Gibbons: 

H. I.Jr: 

Oliphant: 

H. H. Jr : 

Oliphant : 

n. :!.Jr : 

Oliphant: 

' · ·1 . Jr : 

Haas: 

H . ~~ . . rr : 

Haas : 

H.:t.Jr: 

Haas: 

!I. i! • . Tr: 

Hanes : 

H. :.J.Jr: 

Hanes : 

H.:J. Jr: 

Rimes : 

- 5 -

I ' d like to get your ideas, Herman. 

All right, you are declared in. What else? 

Not a t hing in the world . 

All right . 

236 

Except I want to know when Foley•s coming back. 

Ed Foley, coming back? Coming back? 1'/here is 
he? 

Ed Foley is 1n San Franci~co, or Los Angeles . 

Oh, r.e 1ll come ar ound to that; you mean Jl- -
Gas- - Upham's assistant? All right; o. K. 

George, you look sort ~f satisfied r.ith your­
self; you got anything to do? 

Plenty . 

You l ook so damned healthy t hese days, George. 

I hope I can stay that way. 
of balloon charts; I' ll hove 
the October figures on them, 
actual results . 

I have the new set 
them l!onday v:ith 
and three months • 

You are coming in on the ten thirty meeting. 

You want me to bring those in then? 

Yeah, bring those in then, because t hese fellows 
won• t have anything then, so you•ll have to have 
something. (To Mr . Ranes:) Am I wrong? 

You are wrong as f ar as I am concerned. 

You got a tax program? 

I Vlon•t be here. 

llonday? 

Oh Wondayl I thought you :;aeant today; I 111 be 
here . 

' 
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It will be a bali' hour meeting? 

No, an hour and a half llleeting , You•re declared 
in, l.lr . Taylor, 

Yes sir. 

In t hose figures you asked for yesterday, on 
Maryland 's deliver y :: New York City - you asked 
for t hat •• • 

You got them? 

No, I don•t have them, and it may be - I may not 
be able to make t he grade . Those three hundred 
stores - they are going to have to make separate 
co~pilations, the Federal Reserve tells me , on it, 
and t hey think they will have it by this noon, 
but if you are planning specifically on anything .•••• 

How about it t his afternoon? 

I •ve got t hem working dead-heat to get t hem by 
noon. 

' 

I said at noon, I ' d like to have them; if I can 
l~ve t hem this afternoon . . .. What' s t he trouble? 
They don't do it on a daily basis? 

No, they don ' t do it on n daily basis; t hey 
Will have to compile them separately . They 
wondered what it meant; it' s not comparable to 
a nything t hey ' ve done before . 

I am not interested in any other way; I am 
interested in this way . I want to see, in three 
hundred stores , what ' s hnppening, day by day; 
t hat ' s a.ll. 

I told them what you want ed; it may be in by noon. 
The other thing • ••• 

That hou.sing t hing? 

Yeah. At eleven thir ty. 

Is that at el even thirty? 
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.That 1 s what you said . 

Good . Anything else? 

I have nothing. 

Wayne, Jesse Jones is on the wire; I ' ll call him 
i n a minute - I'll call him and see wha t he wants . 

Uight have s omething t o do with Ur . Upham ' s business . 

That ' s what I t hought . 

I understand l.fr . Lambert, with whom you had t hat 
conference on the housing p~ogram, has seen the 
President and he says he •s got clear ance on 
most of his ideas, so wtr don ' t we have a conference 
r:ith him on llonday? 

Says who? 

To find out - with him and Daiger - to f i nd out 
what the President ' s ideas ar e . He said he had 
a new plan, not exactly on the tax exempt feature . 

Are you going to see him? 

Sometime dur ing t he day. I wanted him, if pos­
sible, to have a few mi nutes with you on llorday, 
i f he could. 

No, you see him first . The President s poke to 
me about it after he had lunch wi t h me, so I said 
to the President , "You know what t he nigger-in­
the-woodpile is?" He saidi "No, it sourds all 
r i ght to me ." I said, •we 1 , this is a progr am 
whereby communities will be able to sell totally 
tax exempt bonds , and it seems to me t hat is 
contrary to your sta t ement t hat you don•t - you 
want - don't want to permit a continuance of 
issues of totally tax exempt bords.n He said, 
"Gee , I didn' t get tha t . " 

They didn ' t put it to him that way; t hey didn ' t 
tell him the s ame t hing they tol d us . They 
have wor ked it out on a brand new basis, which 
doesn't call it tax exempt, alt hough, cut strai ght 
t hrough i t , there i s a tax exempt ••• • • 
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Vlell , will you go throush it if you don't mind? 
I like llr. Lambert; he • s a ;;ice fellow. Re t a.1<es 
a lot of time to get down to a thing . I f you 
will cut through t he cobwebs - because the 
President said he ' s goi ng ' to see Lambert, you, 
and me on his return. 

I think he wanted both of us to go up. I •ll go 
up t.londay night with him and spend t he night; I 
think that ' s probably the best thing to do . 

If you don' t mind, he •s an awfully nice fellow, 
but he takes a little t oo much t ime . If you 
want to spend some time with him,. I think it 
would be very nice, because the President expects 
to see you end me. All I am interested in is, 
has he changed his case? I s it a four per. cent 
bond, eighteen years, totally tax exempt . If 
it is • • •.•• 

• • • Nothing doill6 . 

' I am going to put it to the President - say, no. K., 
~~ . Pres ident, you decide .• Let •s you and I be 
the popular gu:y. See? I mean, I ' d l ike to know. 
The sooner the Treasury knows it, whether t he 
President 's still sticking to that position about 
totally tax exempts , we ' ll know where we are, 
because Bell arxl I turned Straus dmm on a bigger 
proposition than that. Straus came up to Bell 
and put up a proposal where he could sell all his 
bonds locally and wouldn 1 t have to sell any 
through t he United States Government. It was 
marvelous , and Straus had me for an evening, see, 
so we went on, "Fine, fine . • And when he came 
back, I said, •Dan, what ' s the matter?• He said, 
"Only one thing is tho matter: Under t he law, 
if t he local administrations sell these bonds, 
they a1•e totally tax exempt." He said, • Ras t he 
Administration changed t heir policy?" I said, 
"No. Turn them down. • 

If we sell them - it must be the same t hing 
Lambert ' s working under , isn't it? So 8ell and 
I t urned Straus down on a billion dollars worth 
of bonds - eight hundr ed million dollars worth of 
bonds - on exact l y the same thing. 
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What 1 s his plan, higher capital •. • • 

Sure ; trute the New York Housing Authori ty - let •s 
say they need fifty million dollars. The New 
Yor k Housing Authority would sell them to the 
XYZ Banking Syroicat e ; they ' d pl ace them, and 
sell every one, becnuse they are totally t ax exempt . 
A.nd Bell and I turned Straus down. . 

Now gosh - I mean, if it ' s eood for Lamb-_it• s 
good for Straus . Straus can - he could let 
every local housing authority grab them up. I 
could buy those myself, per sonally; Oliphant 
woulcn•t let me buy any Goverru:~cnt bonds - baby 
bonds - for my children 11nd gr andchildren, but 
I ' d buy al~ those I could, and so would you -
four per cent, totally t ax exempt bonds, at par . 
Babyl I mean, ju~t grab them. Huh? 

Re knows he couldn' t get eway with it - on his 
first plan. I mean, the first tllne he t alked to 
you, you told him that, perfectly plain . 

He ' s a nice gentleman, and I like him, and all 
that, but if you will just have the first session, 
and after you•ve got it, if you want to bring him 
in, then we •ll give hlln a fifteen minute appoint­
ment . And you say, "This is the plan; I missed 
a SVIell dinner, but here is t he plan. " See? 

0 . K. 

.knd then r;e will be ready for the President. 
All right? 

Yes sir . 

Wha t ever goes for him goes for Straus. Is he 
operating - do they operate under the same l aw 
Str aus does, as far as local authorities are 
concerned? 

Yeah. 

He ' s operating in a different fiel d . 

It • s the same thing; a local housin{; authority 
is a litt~e finger in ther e that can sell a 
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totally exempt bond, If they sell it, it is 
tax exempt; if we sell it, it is subject to tax. 

Personally, see, I think it is too great a price 
to pay to give these fellows a totalJ.y tax 
exempt bond, and I am not goillb to change my 
position unless the President overrules me , 
That is only in the case or the note issues in 
totally tax exempt bonds . I am opposed to it, 
and I think the President is too . I think it is 
a mistake. I think it is too great a price to 
pay to get out a couple billion dollars of totally 
tax exempt bonds, where we are already, in the 
case of Straus , paying a hundred percent, practically. 
We are giving ninety per cent of the money, and 
then t\YO thirds or the interest, aren ' t we? 

Yes sir . 

Huh? Something like that, isn't it? Roughly 
like that? Ruh? It's about that, isn•t it, 
George? Ninety per cent of t he money and two 
thirds of the interest? \ 

(Words misunderstood - two or three talking at once.) 

Isn•t it roughly like that? 

Yes, that's so. 

VIall, I think that's enough. But you go out -
you get a good dinner, and come back and tell me 
all about it. You have some Chateau Yquem, 1923, 
or soaething like that. 

Don' t take too much, so you'll understand it. 

No, he'll understand it bett er if he takes more 
of the Chateau Yquem. 

Yeah, he'll come back with a report in favor of 
the thirty-dollar-a-week pension plan. 

And a little Napolean brandy. (Following words 
not understood because Kr. Gaston and Ur . Gibbons 
talking to each other. H. Jl .Jr. saying soUlething 
about a dinner Ambassador Bullitt gave Mr. Jesse 
Jones . ) 
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He 1 s still talking about lending the Chinese two 
hundred million dollars , with regard to t he 
dinner Bullitt gave him. 

(Nods to Ur . Gibbons . ) 

Nothing. 

What have you got, "H. B.?• 

Ur . Foley' s asking instr uctions on two points: 
A - Ur . Kortimer Flei shhacker asked to see him 
this morning, and he wonders ir, arter the 
committee' s been appointed , he should call on 
lolortimer. 

t~t• s your answer t o that? 

l.ly ans~ter is that I prefer he didn 1 t . 

All right. Anybody object to •H. Bls,n 
recommendation? 

I haven' t been abl e to reach Mr. Delano yet . 

All right . 

May I ask why, Cy, you don•t want him to call on 
him. 

l.ly idea is, now that the committee bas been 
appointed, we should deal with that committ ee 
r ather t han the Chaircan or the Board. 

(Mr . Oliphant and Wr . Banes talking together . ) 

He i s not on t he committee . 

You know who tha committee is? 

Three individuals not connected with t he bank, 
and reported to be the best possible committee . 

Rave you told the boys that? 

I told 1.1r. Oliphant and Taylor; I have not bad 
time to tell Ur. Banes and Gaston. 
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Tel l t hem . 

The three men are Mr . Kahn, who is the President 
of t he Street Railway Company t her e and who i s a 
man of personal means and good repute . The only 
thing in connection with him is t ha t there have 
been attempts t o smear him a l i ttle bit because 
of the attempts to sell the Street Rail ways to 
the ci ty of San Fr ancisco - a l i ttle political 
stuff . 

Sounds like a smart deal. 

A man named Reis , who ~s President of t he Eldorado 
Oil Company. A man by t he name of Ylaymann, 
President of an insurance company, a good firm 
and a good man. 

Insurance - in the business of selling insurance; 
it 1 s not an insurance company? I s t ha t r i ght . 

As a matter of 
(tal king low) 
him s i t in and 

courtesy, do you thi~~ it is •• . •• . • 
I thinlc it would be good to h:~ve 
listen . 

So do I; I think there i s no reason i n the worl d 
why he shouldn ' t talk to the Chairman of the Boar d , 
and be might find out somethi~ . 

Of course, r.e have given Mr . Fl eisbhacker full 
opportunity to talk to everybody . I don ' t t hink 
there is anything t~e don ' t knot~ . 

But keep t he doors wide open. 

Put your self in the position of l.!r . Kahn; assuming 
this i s a committee, he ' s being great ly disturbed 
about tlus ver y bad situation, and you 1 ve been 
told of this situation, put it up t o the Board. 
Do you t hink it is so good for our man, particul nr l y 
a l awyer , goi ng around, lulving pr i vate conver sa­
tions with f ellov:s l eft off the commi t t ee . I ' d 
rather he ' d come b~ck. 

I don't t hink it has the slightest har m; I think 
it is better, t hat way, you 1ve always got t he 
door open for any of t hese mugs that want to come 
in and talk. 
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I have no grea t feel ing in the mat t er . I just •• ••• 

I think he ought to report then to t he committee 
of three what he ' s talked to Fleishhacker about. 

If he wants to. 

Kay I make a suggestion? - But I •ll wai t until 
everybody's through. 

l(y thought is, he shouldn't do any talking but 
just listen. Fleishhacker said he wanted t o talk 
to him. I 1d say, "Go sit and listen and be 
courteous and nice." You' d do the same thin& 
here; if he walked in here and asked to see the 
Comptroller, you ' d see Fleishhacker, wouldn't 
you? 

Surely . I saw him yest erday. 

I wouldn't be afraid to see him. He doesn't 
have t o commit you to anything . 

I wouldn't go to his bank and visit him. 

You wouldn 1t? I wouldn' t mind visiting him 
anywher e . 

Who ' s Fleishhacker t alki ng to out there? 

What I would sugtiest i s this: I would sugges t 
that l.tr •••••• 

Foley • 

• ••• Foley get a ticket on t he first plane east; 
he •s completed his mission. If, whil e he •s wait­
ing, Mr . Fleishhacker want s t o drop over .and 
see Mr. Foley at his hotel, Foley having somebody 
else t here, t here is no objection, but I 1d 
have Foley get t he first ticket he can get . I 
wasn ' t crazy about having Foley go out t here any­
way. Foley ' s gone out to deliver t hese papers; 
let him get the first pl ane he can back. If 
Fleishhacker wants to drop over and see Foley, 
as far as we are concerned with Mr . Fleisbhacker, 
ther e is no reason why he shouldn' t see him. I ' d 
have Fol ey get the fir st t icket on the first plane 
he could get back. 
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Let Fl eishhacker come to see him? Or, it doesn•t 
matter . 

It doesn ' t mat ter, but rather t han have Mortimer 
Fleishhecker be able to say the Treasur y repr esenta­
tive refused to see him, I ' d l et him see him. 
I don1 t want them, from now on - it seems to 
me the representative of the Comptroller's 
Office ther e , Foley, has carried out his mission. 
I t• s fortunate t hey a ppointed three high class 
rnen as they did; I t hink it' s a swell break, but 
let Foley come back . 

That suits ae fine . 

I just want 
committee . 
between the 

to· avoid 
They are 
Tr easury 

assuming that is a good 
t.ondering what • s goillb on 
and Fleishhacker. 

That ' s all right, but I mean - it ' s unimportant 
but I' d l et somebody be v;1th Foley when he sees 
Fleishhacker . 

Now, what else? You said two po!nts . 

\'.ell , the second one -- should he come back? 

The answer is "Yes ." Before we go, does anybody 
object to his comi~ back? John? 

No. 

Cy - ah - ah - Wayne? 

(Nods "No.n) 

!.lr. Jones will , I suspect. 

Well , we •ll call him now . I want Foley back here . 
As I said t he other day, I didn ' t like him going, 
but he went ther e; he ' s carried out his mission; 
now l et • s have him come baclt . 

(Over telephone: ) Jesse Jones , please. 

Tom Smith called t his morning f r om New York. He 
had been t here at a m~etinc of the A. B. A., and 
he said he had an opportunity· to tell the banker s 
f r om all over t he country t he. t lb' . Delano is tops · 
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And llr. Upham too. 

ll'bat? 

And L!r . Upham too . 

246 

Yes , but he said the banker s all knew me, and I 
couldn' t put anything over on them, as far as he 
was concerned. 

I vtonder. 

For your information, a bank call l':ent out today 
for reports of condition as of September 28. 

There was one went out? 

Remember, r.e discussed that some time ago Qnd you 
said you didn't care, one way or t he other? 

Didn't that go a long t ime ago? 

No sir. 

That was always done by whispering in my ear -
alvtays very secret, and all that sort of stuff. 

I am sorry if I overlooked any of the infinitives . ? 

llo, that ' s all right . You want me to write on a 
piece of paper - want me to write the man 1 s name 
on it, who wrote you? 

Yes . 

(Writes name, and holds it out for l!r . Upham.) 

I can tell that's correct, from here. 

(Too low t o bear . ) 

Have I got a good system? 

You must have. 

Have that fellow come back; he 'll tell you a lot . 
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(Telephone : ) Hello. 

Operator : Mr . J ones is tn king on a long 
distance call. 

H.M.Jr : 0 , K. 

Operator: I ' ll get him in jus t a minute , 

He didn ' t come out of the Tx·easury, and he didn ' t 
come out of your office . I kno1. \\hat 's it i n . 

lYe don ' t MU1t him back, though. Did you say 
h:lve him co:ne beck. 

I just ~.ant to let you knoYi I knew the man ' s 
name and I kno1 l.hat •s in the lettt:r . 

There ' s tr.o letter s . 

I knew he was sent C.own to investigate somebody . 

(Laughs) I give up. 

And nobody in the Treasury tol d me - nobody 
connected with the Tr easury. 

You 're pret t y near as good as I ac. 

(Laugr~) That's cute. 

Archie, i s t~re a fr&nc? 

There is a frank, still; it ' s rather still th1s 
morninb, thank goodness . Sterling i s not terribly 
robust though; it ' s about ) . 79t. In fact , the 
only curr ency that • s been abl e to gai n any of its 
losses is Holland . 

(Tel ephone conversation with Mr. J esse Jones at 
9: 59 A. M. , attached . ) 

• 
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Hello. 

Friday 
October 7, 19!8 
9:58 a . m. 

111'. Jones is talking on a long distance call. 

0. K. 

I ' ll get him in just a minute. 

Hello. 

111'. Jones . 

0. K. 

Go ahead. 

Hello. 

Hello. 

How are you? 

I 1 m final 

9:59 a.m. 

Good. I t 1 s tine weather. 

Yes, i t was. It' s 

Wel l , I thought that whenever you are ready I'd 
like to talk a little bit about some financing; 
the market seems to be pretty good. 

Well -

I believe you've put us down tor October. 

Ye ah. 

And ah -

I'll - I'll explain it to JOU - ah - I'll talk 
to JOU about i t. Do you want it - ah -

248 
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Well, becausei don't see how we ' re ev(jr going 
to get a bet ter aarket t han we've got now is 
what I was t h:lnking. 

Yeah. 

So 1! you'll put that on your calendar there 
and we'll have a little visit. 

Do you want to do it this afternoon? 

I ' d be delighted. 

How i s - ah -

Does one o'clock suit you? 

No, I've got seven - six fellows tor lunch. 
(Laughingly) 

(Laughs) Well , ah - you don't m.ind DIY sug­
gesting do you? (Laughingly) 

I'd be very angry 1! you didn't. 

(Laughs) 

How would three o'clock str ike you? 

It •d be tine. 

I 'll be delighted. 

I'll come over. 

Thank you: 
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I am going to tell Jesse I don't want him to do 
any financing . We've got too much money; we ' re 
lousy with money, He isn•t going to like it. 

Vlhat he ' s got in mind is the October business. 

2!;0 

I know. I'm going to tell him, with our funds 
I think it would be misunderstood, to pile up , 
that money. We are charging one and a half per 
cent; I ' ll explain the whole picture; he ought to 
ll'ide along am wait until our balances are down 
and then we 1ll borrow in June, or sometime. With 
our balances up t he 11ay t hey are, I don' t see how 
we can explain borrowing money now. 

It would be very difficult . 

You agree with me? 

It•s all right 11ith me . 

I mean, that ' s what I am going to tell him. I 
think he 'd better wait . That 's an ace in t he 
hole which we can use. It's all out of the same 
pocket any way. 

Holland, in addition to regaining eight million 
dollars at the end of l ast weelt, has , in various 
installments, gained about six million more, with 
which they ar& buying gola from us tomorrow. But 
t hey are t he only country that's really had a ny 
flow of capital back again. 

The other interesting thing on the securities 
purchased yesterday is t hat England turned around 
fast •••• (words jumbled) •• •• and that explains, 
in sorDe way, the weakness of sterling, because the 
security dealers we~e selling sterling yesterday 
afternoon, after some of these purchases . 

I may be all wrong, but I am going to do what I 
do very rarely - make a little forecast s I 1 ve 
decided that if I was in Europe and I had anY money, 
at best I'd want to invest it in American property, 
using t he all inclusive ~ord, and I am Just think­
ing that money is goiJll! to keep right on coming 
over here, because it ' s the only place for it. 
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Ur. Oliphant and I had a little discussion in the 
hall t h.is morning, t hat the picture looks that YJay. 

I thought of that while I was shaving; I mean, if 
I had any money and I was a European, aft er what ' s 
happened, th.is is t he place I •d want to invest 
it, and, therefore, I think gold will continue to move this way. 

I t•s i nter esting to note t hat the bank of England 
still has a hundred million dollars on the water, 
on the lfay over here. 

Is that exclusive of my own little accord? When 
does the second shipment come in? 

The second Shi:>ment is due in about Wednesday 
morning . 

There wasn•t a peep in the paper. 

Not a word . 1'/e used one of the smaller trucking 
men, so it was not too much of an organization. 
If we get it fixed up now, some way or other, so 
we are not goi ng to arrest them all for being 
criminals • ••• • but it is ••.• 

Just tell them Great Britain' s done it, and it ' s 
all right with thee . 

The Bank of England did it. 

That•s what I •ve been telling them. Just say the 
Bank of England did it. 

Yr . Bernstein tells me he's getting to a stage 
where he thinks he •s having to give a letter of 
guar ant ee . to the Federals; they'd s till like us to 
g~ve a guarantee. 
Plus the form l etter? 

Plus t he form letter. 

Anything else? 

No, t hat ' s all . 
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Incidentally, you 1re leaving here tonight, and I 
don1 t want t o see hide nor hair of you until 
Wednesday morning . 

0 . K. , I 111 check with Ur. Gaston Qn Ur. Davenport 
and go ahead . 

Do i t t oday, but toni(lht - until Wednesday morning -
and don't go up to thu Federal Reserve . What do 
you want to mix up • ••• • • 

I ' ll have to be 1n New York, but t hey are not look­
ing for me, so let it go a t that. It was explained 
to these gentlemen that Tuesday is a holiday in 
New Yor k. I had to tell that to Mrs . !Uotz this 
morning. 

I forgot it. 

0. K. l(ac? 

The Bureau of Engraving Building has never been 
formally opened, down there. 

Got that bottle of ink ready for me to break? 
Br 1ng it up Monday. Bring it up Monday. 

You•ve got to give them about t hree weeks notice, 
in order to get it ready. (Speaking low - next 
few words not ·heard.) 

All right. 

I haven't got anything else. 

o. K. , gentlemen. 

\ 
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JOR Ill'ZI>IA1'E R3LUSE, 
)!ondey , Octo ~>er 10, 1938. 

l aabincton 

Presa Service 
No. 14-86 
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Secrotnry ~orgenthAu todey made public hie reply, dated Monday, October 

10, to n lottor doted October 7 from Senutor Morrie Shopnnrd, Chairman of the 

Spoc1nl Oommittoc of the Sennte to Invoetigoto Onmpn1.gn Jxpcnd1turoo. Oop1oe 

of both l ott<>re ere a ttnchod: 
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11aahin&ton, D. C. , 
Octobor 7, 1938. 

I .. directed by tho Spcelnl Cctt.mitteo to I,.,oatl&" tc Sonntorilll Oampnl.cn 

txpondi turoe =d Usc of Oovor~~~:~ontf'.l J'uDda to l:l(l)co r opl7 to your let t or of 
Sopt ocbor 9 , 1938, in which you propounded tho following thrco quoational 

•(l) Is it your view that tho Treasury rccul~tione , copies of which have 
boon sent to you, pormit acta which nrc repugnant to tho lottor or 
spirit of tho lnw7 

"(2) Do rou contend tbc.t 1t is a violation of tho law for a l odornl 
om,loyoo to mnko a voluntary contribution to tho campaign fund or 
to tho general funds of e poll tical partyl 

• (3) Is it rour poll tion that it 1 s n violation of the law for ouch tiD 

o:oployco to cu~lco n voluntary contribution to a fund which io to be 
used for tho purpose of advocr.ting a p<\rticul£.r condida to for 
Fcder nl oftico in a p rimcry CezlPI\ignl" 

:255 

In answer to your first quoetion , tho Committee ia of the opinion that tho 
~reoaury r egulations nrc not ropugn~t to tho letter or spirit of tho law, but 
that they do no t cover tho oubjoct . Thoso r e6Ulntione do not cell attention to 
Section 211, Title 18, u.s. Coda (Criminal Coda, Section 121) which apecit1colly 
forbid a ovory offi cor, clerk, or other person in tho eorvicc of tho United 
Stntea, •directly or indirec t ly , to givo o r hcnd ovor to ony other officer , clark, 
or peraon in t ho ecrvico of tho United Stntoe , or to ony Senator, or llombor of , 
or Dolognt c to Congroea, or !toaidcnt Cct.:>iasionor , tulY ganey or other •llluablo 
thing• for a politicnl purpoao. It is the opini on of the Cc=itteo t hat t hio 
ooction apccifictU.ly p rohibita 1\llY ocoloyoe of t ho United States !roo oolclng any 
contribution, directly or indircct17, to any Sonnt or, or lle:::~bor of, or Delocnto 
to Congress , or Roeidont Coc::>ieeicncr, for my politiCl'l purpose. 

In nnswor to tho eocond quostion, it is tho opinion of the Coooittoo that 
it ia net n viol a tion of tho lnw for n Fedornl or.ployoe to :aka n voluntary con­
t ribution to "political pr~ty. Tho p rohibition of Section 211, to wb1ch oll~ 
oi on baa just been nndo , r olatoe to voluntnry contributions to individual oogbora 
or tho Sonata or Bouao o f Roproaontntivos , nnd , in tho opinion of tho Coccittoo, 
thia pr ob1bition includoo contributions to nny apociol co=itteea, or&N\hod tor 
tbo purpose o f proootill6 tho cccpnign of n SoMtor o r Roprcacntr.ti..-o. 

In nnovor to the t~~rt quoation , it ia tho opinion of tho Co~ittoo that no 
Poderol ODployco cay logr~ly contributol, voluntarily or o t heMo-iso , dircctl)' or 
indirectly, to tho c nopniJ n of any Senator , or llocbor of, or Delcget o to Con­
gr oaa , or Roai dont Coroiuionor , r;hothor in tbo p rinnry or in t be ganernl election. 

Ibn. Honey llorgonthou, Jr., 
Socretnry of t:m Troaoury, 
l nahington, D.C. 

Yours vary trul7, 
( a) llorria Shoppnr4 

Ohairoan 
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October 10, 1938. 

II¥ 4onr Son.'\ tor SboptJard 1 

I hcvo r ccolvod ;your lottor of October 7, 1938 In cnawor to ey lot tor of 
Scpto:lbcr 9 , 1938 nnd I npproclnto .y our r oaponao t o ~ roquoat for )''lUI' obaor­
•ationo on tho spirit 118 well n a tbo let t or of t ho 18• ltovornin,; poll ticnl 
contr l butiona by J'odorol O:.."J)l o;voo a. 

Roforrin.;; to yeur l'.nawor to ey first question, I oo gratified to loam 
th:lt your Co01'ittco Ia of tho opinion tlll'.t tho 'l'ronaury ro.;ulntiona oro not 
ropusnnnt to ol thor tho lottor or t bo apirlt of tho law. Concerning your 
turthor ·~c:ostion in t hio oonnoction tbnt tho Dopc. rtnont ' a r ogulntlc na ahould 
onko apocific rcforonco to Section 211 , Tltlo 18, U.S. Code , I coy eoy that 
Uni tod Stntoa Civil S~rvico Co~laalon Porn No. 1982, warninG ngainat politicnl. 
netlvi t1 ca , contnins 11 apoeit1e rofor onco to, o.nd 11 !'l'r<1phr11ao of, So~tion 211 
(aoo copies ottnchod) . Tho Trcnaury Dcpnrtccnt on JUno 5, 1934, end AUUUOt 
23 , 1938, clrculntod t hia J'orc t o all t ho ecployooo of t.bo Dopartcont . 

I m further g rnt1t1od to note thnt ycur vio•e i n r oepor.,e to ey aceond 
question co:tncldo w1 th t ho opinion In t bo Tronaury Dopart :oont thnt It 1e not 
n violation of tho law t or n J'odorcl or.p1oyoo to '\oko n vo1untnr:r contribution 
to n politlcnl party. Conoernl r.g :;our furthe r obtorvat ion thnt contrlbutlone 
by Pedorol O::l!>1oyooa t o nny epocinl cotr.:littoo prouoti OB tho conpnlan ot n 
Sonetor or Roproscntotlvo would vio1~to Sect ion 211, thnt nl.so hoe boon tho 
poa111on of tho Trol\eury. In nddi tion , I au euro you will ce;r oe r~lth 010 that 
:rcur r oforonco to ouch opocinl ooO!littoo is n rofol'o~co to but ono of :lDJ\Y 
pouiblo devices proh1b1 tod by tho torn •directly or indi r ectly" in Section 211. 
'l'ho lnatructlona t.ivon to Tronaury Oilp10yooo by t ho elrculntlon of r oro 1982 
ccnUonod nbo.-o oer o not lllll ted t o ll.!l,V al n,;le device • 

.t.g.-.1n I oo p lonood to obaorvo thnt your CoroHtoo1a roeponeo to ~ t hird 
nnd tinnl question ooroly atn tea »h.!lt, In of!cct, tho 'l'roeaury Dopnrtcont atntod 
to nll Ito <L!ployoos on SO)'ltOilbc r 10, 1934 in tho undorllnod portion of parer 
graph 2 of tho !l'r oMury ' a r o,;ulntlona of thnt dntol 

"The inetruotlon contained in enid eirculnr should not 
bo construed: • • • 

•2. To pr ovont ~:n.v such o:p1oyoo free voluntnrily 
contributi ns to tho CIXlPnl{l;n fund of tho J>Qrty of his chcico, 
It auch contribution 1e cnde frl'ely and wltl'.out coercion or 
it:pro;>cr solicitation, and Ia not :a<!o to n T>Greon in tho 
aorviee of tho Unl tod Stn toa. • 

I op;>r oci,to your coopera tion bccnuoo tho oubJect lo , as I hnvo odviacd 
:rou, ono in wl:ich I hnve t nkon n groat donl of intoroat over since I 111SUDOd 

n:r !lrooont duties, 

Bcnorablo l!orria Shoppo.rd 
Ohnln:an , Special Cocclttoo to 

Innatlgate CD.Upal€!1 Sxpendi turoa 
United Stntoa Sonnte. 

Ver y truly youre. 
( a) lllliRY 10 BOINTIIAU, JR. 

Socrotnry. 
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_, 4ear lell&tor lblpp&No 

I "- reoei~ JWr letter of Ootober T, 18111 u -r 

to -.:1 t.tter ot lep-.'ber II, 11138 11114 I eppreolato your roo,..... 

to 'Ill/ roqldot t or your oboorratlou on tho oplrlt ao wall u tbl 

l ottor of tho law CO'Nl'lliD& polltloal oontrlbut1ou by h<laral 

.-plo,.oo. 

•to~ to 'YOGI' aarar to-.:~ f1ro t 'l"U tion, I a poat.1t1o4 

to leam tbat your C~ttoo 1o of tho opinlon that tbl !reUQey 

roplot1ono are not ropupant to o1tboor tho letter or tho "l' irlt of 

tboo low. Conoornbc ,our tllrtlwr Ollf>goot1on i n th1o ooumot1on tbat 

t~ Dopart..nt • o roplat 1ou oh01114 aka opoo1t1o referenoe t o loet1on 

211, U tle 18, u.a. Co4e , I -..;r •• that Unlto4 ltatoo Cirtl lerrtoo 

C~ooiOD 'Pom • o . 11111, w.rD.1.q apiut polltioal aot1'1"1t1oo, -

ta1Do a opooit1o retolWlM to, ad a paraplu'ue of, leot1Gil Ill <­
oopieo attaobl4). !bl !reuury l)epartlo&t on .JIJJIO 15, UN •4 

.t.upot 23, 11138, oirouloto4 thio Pono to all tbl aployoeo o f tbl Dope.rt-

.. nt . 

I • turtller crat lt1e4 to noto that ywr rten 1D r••-• w 

-.:1 oeoond 'l"•otlca oobo14e 'llllth tho opinlon ill t bl !rMney Do,.,..... 

that it 1e not a rlolatlOD of tbl l&w tor a J'Meral o_,loJeo w ako 

a TOl uDtaey ooDtrlbut1ca to a polltloal ,....,.. c-l'lliD& JOfiiZ 

tl&rtblr oboorn.tlca tbat ooatrlbllt101l0 by hderal oaplo,e .. to .a)' 

opooW o~ttM pr.otb& tbl ooapaip ot a lnator or .. ,..._tauw 

• 
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wo~ld Tiole.te lntlCIIl 111. that aloo baa b- tbe poalt1CIIl of tbt 

, ... ....,.. Ill a441 t101l• I • .,.... you wUl •P'M with • tllat ,....,. 

ref•..,... to auoh •PM1al o..UttM 1a a rofarc .. to 'bat - o f 

::sa 

.:q ponlblo 4ert .. a p roh1b1te4 by tlw tara •41netly or bo41reetlt' 

in leotlon au. !he lnatn&otloma sinD to !nuury oaplo,. .. by tho 

olroulr.tlCIII of rora lV81 •ntlonecl abon won not Ua1ta4 to any alacla 

4ertoa. 

~~~ I • plaua4 to oboe..,. that ywr C.-tttea•a UapCIIIM 

to • th1r4 c4 t1Dal 'flOetlCIIl •nl;r at&tea 11hat. in oftoot. tho 

!,.......ry Data"->t atota4 to all lh o.plo,. .. on S.ptaber 10. liM 

in tbe uWrllne4 portion of pancnph I of tlw !nuury•a 1'0£\llatlona 

of that 4&teo 

Wfho lutn&otlCIIl oontalne4 1n oa14 olroul&r ahould not 
be -tn&a4o • • • 

•z. ! o P'neAt an;r .... h e.pl07M hca •ol=taril;r 
OO!JI;rllNtl.Dc to tho .-pdp tlm4 o f tho part)< of hie ohoi ... 
it nab ooDtrllNtion ie a.a4e treal7 &4 without -n1CIIl or 
t.propar aolloltotlCIII• ..,. h not ...Se to a penon 1D tho 
HrTioo of tho 11Dl t a4 li&tie. • 

I &pP'eolate ywr oooparatlon ho ... uu the eubjeot 1•• u I Ia..,.. 

a4Tiea4 you. 0110 lD whl.oh I haw taken a sreat 4eal ot lnileroat e.,..r 

ainoe I u8WM4 • proNDt 4utl ... 

llonorable llorria lbappar4 
OhaliMa 
lpaoi&l C..UttH to Ia.,..etipw 

Capa.ip b;pn41turea 
11Dlte4 ltotee ._ • 

.,, • •tJpa4 10/10/11 

laeretoly. 
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~ae~a.c., 
0.\ohr 7, 1~ • 

:'59 

I u tUrect.e4 'bJ \lw llpetial eo.tU•• \o laYctUpte a..torlAl Cupalp 
~H•u•• aod u .. ot GonrMen\&1 I'IIDda \n .Ua rwpq \o yov lot.ter of ..._ 
weber 9, 19)8, 11> a hlall you propo...Sed tile tollowiac tllrwo ., .... u-1 

1(1) h 1\ JOUr '11 .. tba\ \be f'rea~ reiUlat.lou, oop181 ot Wll1.tl ll&w 
lleea aeo\ \o JO'IIo pani\ acta whl.tl are rep p•et t. tile letter or 
ap1rl \ of \lw lawt 

"(2) Do rou _...., \bat U 11 a 'tiola\loa of \be law tor a , .. oral 
• ploree \o ..U a ,.,l•taJ7 -\rlk\13 \o \lw .....,..,. r.. or to 
tile ,.urnl f.-de ot a pol.U.i oel puVt 

• ()) 11 1\ 70 V pod Uoe \11&\ 1t 1a a YlolatJ.oa of tha law for auall u 
teplo7M \o ..U a ,.,1•\az7 -\rlkt.loa \o a tiM wbl..tl 1e \o lie 
.. .., tor \lw pc&rpoe• or acf'f'ooat.lQI a par\10\llu oudiclate t or ,...ral 
ottt .. 1a a prlPAI7 ""P"' pT0 

X.. aae•r \o 7our fire\ ,.-uoe, tile c-u.wa 11 of the opialoe \lw\ \II& 
TroUIIJ'7 repl.oUoM are ao\ re,....,, \<> tile lett.ar or apirl\ or the law, 'llol\ \be' 
t.be)' do eo\ oowr \lw .OJM\. TIINol re1>1at1- do oot ..U at.\HUoe \o IM\loe 
2ll1 T1U. lJI, o. a. We (CrU!Ml Code, ... \loa Ul.) llld.eb ~cdtl•llT f o""­
.nrr ottieer, ~It, • e\llllr ,.,_ 1a tile eemee ot tile Ue1t.e4 lt.atee, 
'41rwa\1T or 1~, to Ji" er beDt Dftr \o &liT o \llolr oftl .. r, elan, or 
pon oo lo \llol Hr'f'iee et \1111 1Je1t.e4 ltewe, or \o .q a...tor, or ...... , of, or 
Colocate \o eo.,re.e, o r lte1..,.\ c-teai-r, aT _,. or otller wl•ble \II1JIIA 
t or a poUUaAl. pU'pa... I\ 11 \1111 opWoe of \be o.-1\toa \lla\ \hla eM\ioe 
•raalr1oaJ.lT proi!lll1tl &liT ...,_..,.. of \1111 Ulli._. hatooa t li'OII .utac &PT -~ 
blaUoa1 d1reriq or t..U.reriq, "'.q &eoa\or1_or .... ._of~ or ~aca\a w 
Coacrwea, or ... l.dea\ a-leel-r, fer .q poU\1•1 pvpoee. 

Ia .... r to tt. ....... , •• u oe, 1\ 1• tile opWoe of tile e-1\\ee \lla\ 

it le not e rloleUoe ot \1111 lea tor a r•rel a.plo~Joe \o .U. • ..W.W17 -
trilletloe \a e poUUeel parv. Tile prolllii1Uoe of le.Uoa ZU. to •111* .u..ioa 
llaa j ett .._ .... , rela\ae to moe\az7 -trllN\1- to latU'f'ld!Ml ~ ot 
U~e Senate or 11<1- of llepn-\aUne, *• b tile oplaloe et \llol o.-1\tee, W. 
problllltloe l.Mluclel -\rlk\1- to.., epe1lel -.1'\eel• o~ ... f or \be 
,...,. •• or ~U,.. t.t. 178fdca of e &eoa\or or ltp ••t.ettw. 

Ia auwer \o \t. \ bird ct••Uoa, 1\ 11 \t. eptei• or \he o.-1\\ee \be\ ,. 
rodon l 811plo7M 11/11.:1 lacallT -\rla..to1 m•tullT or o\llllmee, dli'M\ll or 
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,,..~, w u. s •• e~.., · ._, • e~, -;.::::rw w a , .. ,, 
er a.etMd 0 'eef A r, .. , la tale ........ • la U. eltftl•o 

... ~ ... \1 .~ .... 

...... .., el \MI'I .. .,, ............. 

,_.,..v.a,, 
/1/ .. •u • so .. 

0 0 
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co~ ot note 1n ll:lss Cba&mcq • a 
handn1tlng: ~61 

llrs. Herbert: 

Th.e Secretarh s~ed the 

letter and sent it by registered 

ma il trom Poughkeepsi e. 
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ICy ...., a-toru 

t • writbi to Mlmawle4£9 ,...111' ot 7ouz lotter or 
lopt.bor lfth. G.th •tell 7ou OM1ooe4 a NV/ ot a prooe r.. 
1- 1 .. .....s liT 7"U c:-1\tlee, a_,~ u lll'tida'l'lt, u4 
•pporti.Q& cl-'o, liT 111, llo ~. Collo ..... ~ Ilsten.l ••=• at llalt.s..r., lluyl.u4, dll a . 007/ ot a pu~pbltut 1..,e4 
'II)' tilt 11n1te4 natoo Ch'il Serrt• e~ .. hn .. uu..~. •JOoutioal 
Mtl'l'lty mol PollUoel J.o•-to ot V.S.ral otrloeb41Un u4 
... lo1'"•·· 

:.->C2 

I t im ~ ~ .,.bftanoo ~ yow- pnu n l - 111 tbt 
•miA& paporw or llopWebor 11th, Wbleh -. the 4a¥ prua'lnc 
prlauy •*'1• dq 1A * 1\ato or lliuylaDcl. llotlng ilbat * 
c-lttoe1a et&--..t, -...unc \o -IIJM'J)V -....-. ori,lohM 
.n1- or ...,~ tl \he fro&aal')' Dos-~ dll -'illc aloe -. ••-at 1a tbe •wpapon \Ill* \be c..lttoo•a t1au.,... _. 0.1-
loftor ~· &tt14aYlt 11114 b- au.itW '- tilt hac~ ~ 
\be tr.ar)'o 1 d - I.MUWW ID illql&ll')' to 41111UC ~ ,lit .. 
4o· M 11M aot S Uatol;r "-- llllal.tto4 to 'lilt •~ 1 
touA \W 'be atnant la4 not~ rewlw4. Tooar J.twr ~ 
lcpt.ber au.. elell- ....t ..... 111 Uah ~tl-- r I I~· kit 
'=r U.. \be .., an... • IIUyldll ~ cl.ec\1-. t1J'ft bi'Cia.,_ 
U.. \itt 1llir at'-''•• 

1 .... -... .,.M ..,.. o1 tilt tt""Snc ~ ~ c-1-. ...,. 
llr. •crdrr•a oftl•- 1A 'l'lolaU• ol .._ aplrlt of...,..,...~~, • 
ot a..uc. I ~ tilt C1Y11 lonl• ...... • 

llro ~·· na'-' 111 lt.la attlAia'l'lt tat tilt .,, ' 
be ..... w tbe ...C1Y11 .. m ... .,1~ at 1t.1o oltl• w ~·:a, '**" 1ppt'V'f'04 liT lt.lo aupcri ... 1a \be fnanrr ~ llll:a, _,.. 

wlU. '"* ,..... 1Ift ~ • ·- '· ,., tilt - u .... ol 1\, .... 
.. ~ .. pnn.l. 

:Da ~ to 7=ur ,...._n t• a IV t u to-.. a.U• 
t 111-.. to iooa. 1a illlla _.._, tl- M llltri ... tllat t - .ablo to 
clluarea Ullf "'- tw.., ,.,.... ..... ..U. • '1111 ,..._ &a"' U. 
attlW. o1 tlla fnuar7 Da;u wilt wlU. noJM' to ,.Utlal aotlY1'sr 
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• ...,.twe.sa,_ ' ,• ..__....._.__w ••• 
- oar 2 a' "• -... ~ ,,. 1.._ _. ,,. •I&* ~ ,,. • 

:.. ~~·=-~:-;-a: [":•-: ~!''a: :z:.*_. .:_ 
• ; 

0 tla.-., ................ _ .......... .... 

w w a 'd•lMd• el ._ • Ia ..U ...... • a.- ...n ,. .. 
_.. u "-7 -· w,... c*- .._ lw • dn LJ!"pot ,he 

- - )law •• ----·· ... 1an..tA ... .., "' ... 

Jllllfi- -··· ... • • 

.,.. ... Mle ....u • " ... 
Cllal-. It 1 7•1 o.-l._ W Ia ..... I ,.,w 

.e .. .,... ,, ..... r u •• z a ,___ 
~ ........ . 

• 
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272 
UNITED STATES SEtlATE 

Washington, Sept ember 16, 1938. 

Dear Mr. Morganthau: 

Following up 'filii wire of September 12th, ac.lmowledging 
receipt of and thanking you tor your letter of September 
12th, I am reply ing further at 'filii first opportunity. 

I observe t hat in the course of your discussion of the 
political activity of Trea sury employees, you stat e that 
you are seeking all authoritative gu1clance . Inasmuch as 
the Special Commit tee t o Investigate Senatorial Campaicn 
Expend itures and Use of Governaental Funds i s not now 1n 
sessi on, I feel that the most aut horitative results will be 
accompli shed, so tar as this Commit tee i s concer ned, by the 
submi ssi on or your letter t o the Committee at its next 
meeting for an authorized answer . 

The next meeting of the Committee will occur in about 
twelve or fifteen days, and I shall be gl ad to subm.it your 
lett er to the Committee at that time. 

I desi re to express ~ appreciati on or t he spirit 1n 
which you write. 

Wi th highest regard, I am, 

Very sincerely, 

/s/ »orris Sheppard. 

Bon . Henry Worgantbau, Jr. , 

Secretary of the Treasury, 

Washington, D. C. 
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TREASURY DEPARTMENT 

TELEGRAPH OFF ICE 

1938 Sep 12 A» 10 49 

SN WASHINGTON, D. C. 1038A SEPT 12 38 

BON BENRY »>ROENTBAU JR. 

TH.ANKS FOR YOUR LETTER SEPTEMBER NINE, WHICH WAS IXJLY 
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RECE IVED. I BAVB BEEN PREVENTED FROIA ANSWERING BY FACT 

THAT COIOUTTEE BAS BEEN CONTINUOUSLY IN SESSION SINCE 

SEPTEMBER EI GHTH AND IS IN SESSION TODAY . I WILL REPLY IN 

DAY OR TWO . 

JIORRIS SHEPPARD CHAI.RliAN 

l049A 

{Initialed) "lim" 

• 
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carbon copy o! letter ot Sept. 9/38 to the 

--Senator troa Secretary K. was given to lliss Chauncey 

some time ago !or the d1ary. 

ID8S 11/4/38 
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August 30, 1938. 

ICY dear Senator; 

The newspapers report that the investigations 
of your Committee into primary campaign contributions 
and expanditures have r aised quest ions as to the 
attitude or the Treasury Depart~nt with respect to 
poli tical contributions and the political activity or 
Treasury employees. 

Similar questions arose early in 11tif experience 
as Secretary or the Treasury and at various times in 
the year 1934 I directed communications to all Treasury 
employees on the subJect of political activity. Think­
ing that they 11ey be interesting and possibly useful to 
you 1n connection with the word or your Committee, I 
am sending you herewith a set ot these coauamications. 

Sincerely yours, 

(Signed) H. llorgenthau Jr. 

Secretary or the Treasury. 
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' 

The Honorable Morris Sheppard, 
Chairman, Special Coamtttee to Investigate Campaign Expenditur 
United States Senate. 

BEG/mah 

•sent by Speci al Messenger 12: 15 P·•· 8/30/38 MAR• 
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BNJ'r: 

Operator: 

BMJr: 

Sullller 
Welles: 

H!AJr: 

W: 

HMJr: 

W: 

BIIJr: 

VI : 

BIIJr : 

W: 

BIIJr : 

'II: 

BIIJr : 

W: 

BliJr: 

W: 

BIIJr: 

. . 
I I ' 

Bello. 

P'r1d8)' 
October 7, 19.38 
10:19 a.m. 
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llr. Welles. Go ahead. 

Bello . 

Good moming, Henry . 

Bello, Su-ter . 

I tr i ed t o reach you a r ew minutes ago b~t 
you were t i ed up . 

That ' s right. 

I t alked to Hamilton arter speaking with you 
y esterday - I hadn ' t underst ood tullY the facts -

Yes . 

I don' t see that there ' s anything to be gained 
by his being present. 

0 . K. 
We know exactly what the matter i s -that you' re 
taking up. 

Well , I just wanted t o do the State Department 
the courtesy or asking thea. 

I appreciate that very auch, as you know. 

And ah - no feelings ir they're not here. 

Ri ght. Will you let me know what decisions you 
reach? 
Yes . Well, I won' t reach al)7 decision today 
but - ah - I'll - we' ll keep you posted 1t -
I'll put it this wa;y - 1t and when we reach a 
decision we - we ' ll - we' ll let you know. 

All right, tine. 

Bow' s t hat? 
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that's rtne. 

I want to talk to ;you sometime about this whole 
quution or China in a larger phase. 

I 1d like vecy llllCh to bava the opportunit;y. 

Because - and when -

I was hoping that I could get over to see ;you 
this afternoon but I ' ve tound I am tied up untU 
seven. 

Well -

And ;you sa.id you wouldn 1 t be in the ott1ce 
tomorrow. 

That ' s right. 

Well, how about llonda;y sometime? 

Ah - I'm all right. 

All right. Ah -

You'd better I'd better - 1t you want to do 
it I'd better tell you now because ab - ab - I 1a 
booked up also. 

Yes. 

Do ;you want to come at ab - ? 

Would the aoming earl;y be all right? 

Ho, I've got - I'm working on the budget llonda;y 
morning. 

I see . 

I could do it in the atternoon. 

Whet t ime would sui t ;you? 

Ah - three o' clock. 

.Ul r i ght, tine. Three o 1 clock llonda;y I'll be 
O'f81". 
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O. K. 

Thanks vecy atch. 

Goodbye. 

Goodbye. 
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.u. POSSIBLE CHI!~ESE AGREEMB!lT October 7, 1938 . 
10:30 a . m. 

r r csent: 

I!. '' . Jr: 

r.lr . Taylor 
r.!r . Lochhead 
11r. White 
Mr. Haas 
Ur . James Moffett, California-Texas Oil Company 
~r . Phi lip LeFevre, n n n n 
!4r . Philo 'II . Par ker, Socony Vacuum Export Company 
Mr. Chen (le tter half of meeting) 
lilr . !.!au n n n n 
lilr . Ren " " " n 
The proposal that I asked you gentlemen to come down 
on was very much what 1 told you over the telephone . 
J.n<i our people here have been work.lng .vi th llr . Chen 
and his a ssociat es on what they could sell, oDd tbey •ve 
30rked out a kind of propos~t wnich lsn•t - hasn't' 
Jelled yet, you see . 

(Lochhe8d comes in) 

Th ls is Ur . Lochhead - ~r . Parker . Uoffett. LeFevre . 

I mean it ' s still in kina of the flux . They 've seen'­
we •ve ~een the Po!nt a nd varnish people, we ' ve seen 
dis tributors of' this, a nd they ' re all very much 
interested in :. stable naarket f or tung oil, if they 
can get it. hnd whnt t hey ' re tal~ing about - but 
none of t he t hlng nas jelled yet - possibly, s ey, a 
three-year contract with a corporati on 1~hlch the 
Ch.lnese Government may for m in the United St ates t o 
do tneir ,.urchasing, wl1ich they haven' t had before, 
wh.lch for want of ~ better name I•ve nicknaced t he 
"Chinco"; but I meon on toe order of Amtorg, you see, 
which t hey haven't got. hnd t ha t thing tney •re ell 
working on now, and ••• • • 

But this m~ Chen - I don ' t know whether you people 
know him or not - he ' s a very frank ~no very honest 
fellow and he doesn ' t hide ceything, and he ' s a 
pleasure to do business with. And he really tells you 
the facts . He doesn ' t do the way s ome ot these other 
people do they 've had ove r here: tell you a lot of 
fairy tal es. And he says quit e f r ankly, •We ' ve got 
the tung oil, we want to s el l it, but we ' ve got no way 
ot transporting it, " and ha says, • Can you oelp us 
organize a t r ansporta tion system?" 

And I• ve asked you people down. I ' m soing to be very 
frank, because 1 know as f a r as your {Parker ) coMpanr 
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Purker : 
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l'a rker: 
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P~orKer : 

H. M.Jr: 

LeFevre: 
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i.eFevre: 
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is concerned that you •ve got l arge interests in 
Japan. Ana I 1m not a s f amili ar - I non•t know 
Nhether you (Moffett) do too . 

Not to t he extent they do • 
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I' m going to ask you, if you sit in on it, in fair­
ness to them - wnatever we discuss here, let's say, 
is United States Government business. Is that fair 
enough? 'flha t? 

Very gratifying 

Nhat? 

Very gratifying t o have it put in that way . 

Let's say it' s United Stntes Government business, in 
fairness to Ur . Chen, because natural l y he ' s terribly 
nervous and he ' s put himself so compl etely in my hands 
the t it llOuld be alrnos t like hitting a child to do h:bn 
a disservice . And I wanted - that's the whole story . 

Now, he ' s going to show us - you s ee, what they ' re 
doing - the reason I want to keep it confidential 
is, be ' s t aking it for granted that Bankow is going 
to fall and what he wants to do is, what can they do 
af t er Hbnkow falls? See? I mean he wants to look 
ahead . J.nd he • s t a lking that he ' s going to show us 
possible r outes that tney might use aft er the f all 
of Hankow . That ' s ~thy I sai d he's so honest . Huh? 

hnd you (Parker) said over the phone tha t you have 
already done a little experimenting with this . 

Purely experilllentd, I think to the extent of only 
t wo trucks, e nd I d on't know to what extent they 've 
been put into service. 

Have you (LeFevre) got any people operating • •. • 

oVith tung oil? 

Yes . 

!lo. Got oil. 
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Of course, we ha ven ' t experimented ~ith tung oil. 

You ~ean trucks i n China . 

Fro1o Kuang-Bsi . 

Oh, from Kuang-Bsi . 

vf course , I j on ' t kno··· t o wha t e xtent you want me 
t o t a lk ~bout v~rious r outes . 

.. tu. t I w~nt t o do i s t <.l« fir s t Lemong ourselves . 
Tn en I ' ve go t ~r . Chen in the b uilding; I ' m fOing 
t o ask h im in. ~hen n e 1 s goin~ t o t e ll us wha t the 
r outes a re . I thought i f you people baa toe time -
.. e rucv,; ~n offic e t oo t :.!r . ll&.g i ll us ea to occupy -
l Et you peopl e go do·.m i n the r i! , get down t o br ass 
t&c~ts ; t nen i f you wo nt t o see !DC t his a fternoon , 
I 1 m a v~ilable , s ee·? But I t hought it ' s a big s ubject 
( Oa certc inly worthy of one u&y 1 s time, nuh? 

• 
:ie ll, I t illtllt tnls , J r . Secre t or y - &nd !Ar. ;Joffett 
IHW Mr . LeFevre , I don ' t •mow wha t t heir views ore , 
I h~ven 1 t t nL<ed t o t hem - but I ~oink t his s cherne 
i s ,..ossibl e only o, Go ve rnmen t oper c.tion , a nd fot· 
this rea s on : do ; ou r e~o lize t hu t llllen you • ve got • 
c&se of g&sol i ne , say, to go t o CnUfibking by t his 
m-> t or tr<.nsport , WI! e s tim&t e i t wo ula cost '>JJ to 
~35 u c :;se of ten g ;.l l ons ; so thii. t t. e r e is no -
tner e !SO I t ClUCn !lOpe Of COmmer c i al bus iness li t 
t hose orices . uo you (LeFevre) - NoU:d n ' t you ••. 

I shoula tnink so . 

.roulon ' t y i>u c be c.t with thL t? J.nd I thin."' thb t' s 
tow, if any t hing . 

.. ell, l e t me help F littl e bit in t h is Nay . You suy 
now much money? 

11ell , i n Cnines e curr ency, f r om $JJ to $35 and up . 

A c a se . 

h case of t en gallons . In Chinese currency thti t•s 
tnree o nd a balf d olla r s ••••• 

Delive r ed wnere? 

Regraded Uclassified



I'~ rlter: 

H. :.t . Jr: 

~ocnhead : 

u . •• Jr: 

Parker : 

H. J. Jr: 

282 

-4-

In Chungking; I assume tha t ' s probhbly ;vhere t hey ' d 
want it. 

Is tha t where i t i s? 

That would be the cent r al point where they ' ll have 
t o pull out the tung oil - from around Chungking. 

What they want , in or de r to help guide you, give you 
t his as far a s I 've gone - t uey , I would say, want 
o rganized a tr"nsportat1on system, but t hey want 
Ame r ican technical advice . llo• , I think you can find 
tha t he ' 11 do almos t anything we suggest. That's why 
I want to be so terribly car eful . I mean, for instance, 
they 1 11 t ake the oil - gasoline - ana in handling i t 
t hey need technical a avice desper ately . He says the 
only thing they' ve got is - he keeps t elling me t he 
Minister of Transportation is & very honest f ellow 
and has done a good job . 

So I under stand . 

The Minister of Tr ansportation . And if he says to 
you, •Well now, the Government wants to buy a thousand 
trucks" - waatever they use, whatever is necessary . 
But what t ney want is for you people to give them 
technica l advice now t o do it. 

Now, was t are you people going to ge t out of it? 
You ' r e going to get a one- - the up-trip will be 
American oil products . That ' s why I'm inter ested 
t o have you people down here, and t ha t ' s what I 
should tnlnk you people would be int erested in. 

You see , what t hey ' r e doing - just t o t ake a li t tle 
time - if this thing goes t hr ough, t he United States 
business men are going to ge t a complete monopoly on 
Chi nese t ung oil; it will all come here f or r edis t r i ­
bution t o the v.orld . If this t hing goes t hr ough, I 
don't think it ' s too much to s ay that you peopl e , 
with the situation t hey have, will pr et t y near ge t 
a monopoly of the United States on the oi l business . 
I think that ' s within the possibility . 

I mean because this fellow Rogers, who is r epresenting 
Great Britain, and everybodY - I mean • e ' re talking 
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very plainly, and I 1m willing to state the probl em. 
The Stat e Department doesn' t want to have anything 
to do wi th this, but I ' m willing to do this. I think 
i f we help them at this st 11ge tha t you people can 
pr actically get a monopoly f or American oil products, 
and we 're going to get all the tung oil to come here 
be distributed to the world . ' 

Now, that ' s something worth wbile . I mean talking it 
from your s tandpoint, is that worth wnile to take a 
gamble on? 

Ob,surely worth considering going into . 

Huh, Ji!JUI)y? 

Surely . Tne closer we con get • • . • . 

What oo you fellows risk on this? 

Well , I don' t see an,y tbing - if they built a lot of 
new roads in t here - what i s it, a t housand miles, 
military road? - I don' t see why two-way t raffic: 
can' t work out, why it can' t be done prett y reasonably 
if the road is there to let a truck go over. 

lie ' 11 tell us • 
Ob yes . There ' s a very good system of roads throughout 
Kuang- Bsi and into Yun-nan. 

Drand new road, I understand . 

lney •ve been v ery well kept. And also from the Fr ench 
border . And of course , the Chinese Government is 
operating a ••. • 

Thousand trucks • 

• • • and nave been for some month& . 

Tank trucks? 
No, no, package trucks. 1 think tank trucks er e 
impracticable for many reasons . 

There has been a lot of independent trucking going 
on. I don't know whether i t ' s gone t o the Government 
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ri . · . Jr: 

P~rKer: 

H • ..!. " r : 

i'arker: 

ll . ' .Jr: 

PnrKer: 

H. ;L.Jr : 

Parker: 

LeFevre : 

ll . !.!.Jr : 

LeFevre : 

now, but the independent trucking •••. 

I think mos t of those trucks have been taken over 
by the Government. That ' s our information. 

I don't Know. There ' s a l ot of information tha t 
we have been given, but it doesn't check with what 
Chen gives us . And Chen has never lied to us. The 
so-c~lled Yun- nan- Burmu road - it i sn't near 
finished, an d ~bassador Wang t old me it was 
finished tnree months ago . 

Thr.t's not r ight. 

But ne did tell us - and tnings like t hat where fleng 
Just lied . 

Well , Yr . Secretary, I' d like to ask this question. 
Of course, from t he c o r poration - my o~~ cor por a tion ' s 
point of view, and I assume Mr. "offett feels the seme 
way, these trucks would have to be oper a ted by the 
Government . 

That ' s right. 

I can ' t see t ha t we could be in the position of 
oper ating trucks for the Chinese Government, because 
our - tha t might become v ery embarr assing, for 
vur lous r easons . 

But there ' s no re~son why your engineers can't 
advise tuem how t o set this tblfi6 up and supervise 
it. 

I don't see any r eason f o r ••• 

L mean tha t you give them a technicel supervision . 

· I see no reason why that can't be done . Do you? 

(Nods no) 

I t uke it Yr. LeFevre knows Ch.ina . 

I lived there, Yr. Secretary, • .•• 
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I know you (Parker) lived there 20 years. 

Th& t's r ight. 

l1nd you (LeFevre) l1vea there .•• , 
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17 years . I ' m just bnck on home leave . My regular 
s t a tion is China . 

So tha t ' s your territory . 

Yes , sir. 

So t nen you ~now it . 

I woulJn't suggest tha t . 

But 11ll they w&n t is t ho t echnical supervision t o 
set tillS t hing up, und - in r eturn for llhich I think 
we ca n get - I •m 4uite sure thut .ve ce.n get exclu­
sively - I t nink tbut they ' ll buy American pr oduct s . 
I think so: cer t uinly the ~y the r est of the coun­
tries ar e b ehb ving now, not t aking uny inter est in 
them . Except the President and myself, nobody else 
is t alting any inter est. Th11t' s t he game . 

'llhut other doubts have you got? 

.~ell , 1 nave no doubtll so long as lilY co111pbny i sn' t 
plc.cea in toe vosition of oper11ting any equipment 
for the Chinese Government. 

No, you won 't be . 
1 thin& that ' s t he fUnclru:lentt:.l - wouldn't you i!el 
tha t way, Mr. lllot'fett? 

Yes . 
•r o the extent tha t we can ossist them in furnishing 
technical a dvice and matters of that kind, furnishing 
them products - my own view i s , Yr . Secretary , that 
except f or Gover nment supplies , tbBt when you get 
into the figur es t here is nothing practical about it. 

hxcept f or • • .• 
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ixcept for Government war supplies, because the cost 
is pr ollibitive . 

You mean that nobody but the Government can pay the 
cost of transportation. 

Tna t• s right. You get s uch transportation costs at 
the point of destination that you wouldn't be able 
t o sell it t o individua l consumer s-ei ther kerosene 
or g nsoline. 

Well .... 

~ell, wouldn't it be possible if the road was t here, 
if it's t he only w~y t he oil can come in? And it would 
be the proper and only wey f or us t o put 1n supplies 
up-country - the cheapest point of supply . 

Tha t ' s true, but when you get prices up that higll, the 
difference bet.,een ker osene nod gasoline, s ay, is very 
little - might be a dollar & unit . 

But with the double huul , two-way haul, bringing 
hauls down and up, and with it being expedited by 
the Government, I would thi nk you could get costs 
down t o a pretty r e8sonr. ble figure . 

we haven't gone a t all it.\.o tin, for instance . 

hll s ubJect t o t he r oad . If the r oad is there you 
can make a two-way haul and get it down pretty cheap, 
I would think. 
Ac t ually, Philo, prices in China have been v ery high. 

I t' s a difference between $10 and $12 a case and $)0 
or $40; t here ' s a point beyond which you can't do 
business. 
Well , I sb.ould think, if they went to, you people could 
recommend or tell them where they could get a capable 
manager of a fleet of trucks. 

We can do that. 
And repair people. And help them set up a garage 
and way sta tions to prepare t he stuff and all that, 
t o 1<eep tb.e s tuff moving - to l(eep the stuff moving. 
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I s ee no reason a t ell why that can't be done. 

I mean the thing that attracts me is that here's 
a situation where we can g&t in on the ground floor, 
do them e: service and help the American business man 
at the same time . And I think - personally I ' m very, 
very ~nxious t o hel p t hem . I mean I •ll go Just as 
far as the President will l et me go, and be knows 
everything that I ' m doing, and he hasn't s t opped me 
yet on this thing . I mean ne •s entirely f a.Ul i a r with 
what I ' m doing and so fa r, why , he ' s urged me t o go 
on. 

bo - but I want ::ou to know, LS f 11r a s the State 
Depa rtment, I keep them informed but they don ' t want 
to nave any pert in it . Which is their business . 
Wuich is all r ight also . But I mean they know, we 
keep them informed, but offic1 Ylly they know nothing 
about i t. But tney I< now the meeting is taking ;lloce . 
:>umner •lelles knoVIS the t you people ar e here right 
now . I want you to know everybody knows ; t here is 
nothing secret . l:lut the President is encouraging 
me t o go on and the State uepartment official ly 
never hear d of it . So the t •s the status . 

But as I say, if ne could give t hese people 

We ' d be delightea to sit down with them end do 
everything we can t o try end work it out. 

Recommeoo h!Dericsns to toem to manage trucks, set 
u~ repair stations ano ell that kind of stuff, huh? 
Put them on their payroll . Put these people on t heir 
payroll, huh? 

Right. 

I'/ ell, supposing we have Chen come in. '.'l e 1 11 do a 
11 ttle talking . Where is he? 

I ' ll look and see i f he ' s in the other r oom. 

Have him come in and we ' ll •••• 

(Lochhe~d brings in Chinese) 
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~r . ParKer, Ur. Chen. StLndar d Oil . 

tlo1v do you ao , Mr . Chen. 

~r . Mau. Mr . Ren . 

~nd t his is ~r. Moffett, of thu Texus, and Mr . 
LeFevre . 

Gbu t o see you . ~/hen aid you come back? 
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I ceme bacK the end of Uay, but r •ve been having a 
v~oca tion. 

~£nt t o sit aown nere, Ur . Chen, next t o me? 

Ur . Cocn, 1 1 m t~lling these gentlemen something of 
your ;~roblems . I 1 ~ ;> t al.k.,d to them v ery fr ankly 
and I t ol d t hem t hey • ere down here as aoviser s to 
the Americon Governmc~t end in t ha t capacity any­
t hing we discuss here belongs t o t he American 
Government, and they s a i d they ' r e very del i ghted 
t o meet in tha t capncity . So I f eet tha t you con 
t e l ,.; fr eely t o them . Ana ns I soy , they ' r e ac ting 
~s advisers t o me, nnd ln thut wty - they 're v ery 
gl~d t o a c t in th&t w&y . And so vthat you t ell thee 
or whLt lfe "tell t hem hore will be as a deptirtment 
tlero: of toe Govern.-nent , so - t !il~t-n they 're ver y 
Jlad t~ cooper ate on t hat ba sts . 

Noli, 11 i til out - I ex,.,laln.,a to th!.ID th" t we 1 re ,,or«int 
d th ) ou to a~:lp the Chtnese Government mer cnanJise 
tneir tung oil, ana .. e h~>V•m ' t ,,..,r,.;eo out toe det~<ils . 
but tnt: first question is, you "~nt trensportction, 
eno ! ~o.skea tnel>f: gentlemen wnetntr t iltY 1d be willing 
to ,,a vise t he Chinese GoverMent how to organize a 
trcnsporta tion sys t em . !hey suy tha t they •a be glad 
t o aavise now to ao thnt, how to find you the people 
necessary t o run e trcnspor t o tion system . I s that 
whut - tha t ' s right? 

(Nods yes) 

(Nous yes) 

NoH, possibly - v.nat I 
bit here, t hen go into 
and t alk some ~ore ••• 

tnougnt, if you ' d telk e little 
Wr . Uagill ' s room and sit down 

But I wasn't able to t ell them 
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I haven't seen the ~ap, jus t whs t routes you were 
l ooking t or to be using in case that Hanltow should 
f a ll, you see. And they wer e asking me - inasmuch 
e;s llr. Parker a nd llr. LeFevre were both pa rtners in 
~nina f or t wenty years, tney 1 r e 11ay beyond me, so 
maybe you c ould jus t t alk o little bit here because 
I •m so much interes t ed, then go in the other r oom 
and t al k some ~ore , huh? 

(Cnen unfolds map) 

Yaybe t nese gent lemen are already f amiliar with these 
highways. 

Nell, let' s go on t he assumpt ion t hs t t hey're not. 
Let' s go on the assumption tha t t hey ' re not. I 
s t &rt at zer o . 

(Severa l copies of map are passed out) 

We had ttem photost at ed . 

Do you went t o a c t as teacher , Mr. Cnen? 

I was jus t thinking of now to explain t his r oad . We 
f i rst pr opose t o havt! motor traffic fro~ Chungking •••• 

No'll, wher e 1 s Chungking? 

(Chen points out wi t h pencil) 

Cnungking , :;es • 
••••• (names points in proposeo route ending a t: ) ••• t o 
i:longkong . That's t he ro~d t~t ne nave in view just 
now, because pa rtially we can use wa t erway from t here. 

(Reporter's not e : Discussion of r outes from here 
on will be presented only fr agmenterily. Di s ­
cussion t ook place under ver y adverse r eporting 
conditions, and the use of unidentifiable Chinese 
names was very conf using.) 

~o those heaVY lines represent, Ur. Chen, the r oads 
toot a re in existence now? 

Yes, they are a lready in use. 
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Ana t hese shaded a reas ere where the tung oil is . 

Yes . 

Where there is tung oil. 

l'•e don 1 t know whether it would be feasible to have 
impor t a tion of gasoline, kerosene, oil by t hese 
trucks, see, a.nd exporting we ' d have t his tung oil 
by r eturn trip . /md on tnis point we f ind the 
c os ts - a nd I understand they a re experimenting on 
ttu>.t; so if the cost is no t v er y h igh, can be 
economized by these t wo r ound trips , that would 
nelp us in the exporta~ion of wood o il . We have 
prepared 1n a very r ough WilY a figure, but t hat 
fig u.r e is r a ther expensive because there is only 
one-wa y t r a ffic . But if there ' s both ways, t her e ' s 
two-way tra ffic , I t h i nk that cos t can be grea tly 
r educed . 

:lo be freight bet.veen Chungking, o~~e r' igure out, 
througn is something - do you ( Re n) hBve 
tht< t ? 

(Ren bands .:hen a pa per) 

A s hipment by Hankow t o -------

Picot-up . The t • s froo H:mkow t o Hongkong? 

• o Hongkong, yes . Shipment of a picul.* t o Yun-nan 
bnd tnen t o - - ----- costs iJ8. )0. That's yen . 

Na t i o nal currency? 

National currency . 

(To Pa rker) High or low? What? 

I should think t he t. mi ght be low. I 1d have to l ook 
a t my figures . I •ve got gold f i g ures, United Sta tes 
fig ures , in my mind . 

And the shipment of b picul t o Yun-nan and t hen by 
r a ilroad - t he fr eight will cost $55.10 . 

* Ueasure of weight: 14J l bs . 

' 
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Ttwt• s pick- up . 

That ' s pick-up . That's plus other charges -be 
total $66 . )9 

Al l figures are na tionnl currency . 

i'es . 
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Now we figure tnat tnis figure i s very r ough figure; 
it ' s quite high. So probably you gentlemen can help 
us t o checK that and fino out whether this figure is 
right or not, ana if it' s right, in what way we can 
reduce t hat by these t"o ways of traffic . 

Ur . Chen, wha t are your views as t o the availabili ty 
of the \'lu-chou-Canton r oute? 

Canton isn ' t in it . 

!/ell, llu-chou . Wtwt do you figure the - our informa­
tion ls that they expect very serious trouble in 
Canton, in which event the West River will be closed . 

That ' s newspaper reports . Just now they 're open. 
We don •t know anything . Thnt •s o gamble, you see. 

Well, of course, there' s another r oute from 
Liang-sung (?),French bor der, which - Liang- sung 
is 6 border point Jus t bef or e you go into the 
i'un-nan pr ovi nce . i'ou•re building L r a ilway from 

- • Bow near finishea i s thet? 

Not 
4
utte finishea. Railroad between Hankow 

and - --- --- • 
i'ou c ould e ventuslly bring that up to the French 
border , can' t you? 

lr'e pl6n to, but how soon we don 1 t know. 

I understand t he stretch from ------ -- to the French 
border ••• • 

That ' s wor:LiOS· 
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It' s within possibility of completion within a few 
months . 

Thot road is already completed . 

but the r ailroad, no. I understand that. 
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Archie, what ' s the port that Buck said they had so 
much stuff backed up and waiting a t1 The message we 
got the other day . 

Hoi - f ong . 

Ho l. - f ong . 

Two thousand tons of gcsoline there waiting . They 
coulon• t move it. 

Just a narrow gauge r a ilwuy there, ~r. Secretary. 

He reported two thouscnd t ons of gasoline there. 

I have no doubt. Don' t ~now the exact route . Know 
they 've been buying s upplies • ••••• 

Where wo\)ld that be? 

That ' s et Boi-fong . And thls r ailway goes up 540 
miles . 
#ell, isn't - am I right, Ur. Chen - I mean what you 
want is additional tr .. nsportatio~for your r ailroads •• • 

VIe have the r ailroad, but we wt.nt e<;uipment and 
management on the highways so we are assured the 
proper delivery of other - gasoline or tung oil . 

Now, if you were going t o do that, would you - I mean 
I ' m- I know so little, but woulon• t it be better to 
disregard Hongkong, which they tell me is so cboked 
now, if you•re going t o s tart this thing, and start 
maybe from t his point? 

This is also a possible road, because this is so 
near t o Bongkong, this is connected. 

Is that possible? 
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I t is one of the possibili~ies . 

Talking a bout t ha t ro~td down there. 

Tha t ' s been in opera tion for a long time . 

"hicn is tha t? 

KuDng-chou-wan . 

No repair snops a l ong there . Tha t ' s what they need . 

And efficient mana gement , so we ' re sure we ca n run 
o n schedule , s ome sort of schedule . 

I think tha t from h er e , i f the r oad goes rieht 
tnrough, a s agbinst the r a ilroad , ..• : 

I t hinl< t h e point, l.!r . Moff e tt, Is if tha t "/le s t River 
route ts shut off I t n!nk this r oute is shut o ff . 
The J ap&nese a lre:.dy be ve an olr bbse here . Our 

• 

geogle l n Hons~ong - t CLbled ~he~ , ~ . Secr e t &r y , 
a fter a!)" talK \11 th you on Wednesday , ami they said 
th" s;;me t h~ng . I t hlM if t he J apanese should t .. lte 
~anton - I thiDA ~ ou•u fin~ the port by our r oute ~ould 
be cut off . l a e n toe next al t c r nntlve ts through 
i:!oi-fong t o Yun- ru.n ot· possibly froo t ne b::>r der nere . 
out thls i s toe s urest r oute . 

do.~ woulJ taey go? vo up t his ·.vey? 

'Ih<. t ' s t tti.S French r il ilrOfltl - 54J miles , me t er guuee . 

.!:hen they ' d go up to he r e . 

Yun-m-.n . 

7 25 lll iles fN!!I there to l.:hungklng . 

Hovt ma ny miles? 

725 -
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Wouldn't that be the f irst one to organize? - without 
committing anybody . 

I should t hlnk so . This would be the logical one . 

'.!:nat • s t he l ongest but probably the safest , Mr . 
Secret a ry . It's the longest . 

Of course, you r eallze that rrom this place, Liang-sung -
I believe that ' s the Yun-non bor der - I believe there 
nave been bombings already in Yun-nan, have there not? 

Once . Once . 

This r ailroad up here in Yun-nan, you know - 168 
tunnels - be just hune r ight on the side of the road . 
oo that I would certainly think you should want the 
al terllli ti ve motor road t o th¥ t r ailroad . I believe 
tha t once any considerable amount of supplies go in t hHt 
way, you ' ll find the Japanese bombing that railway, 
and it would be much e asier to interrupt, considering 
the bridges and tunnels , than the Canton line . 

It runs through French t orrt t o t•y for •••• 

I ' m t alking about - Li ang-sung is the border . 

llo, sir, Wai-kai (?) i s the border . 

Tha t ' s right . Liang-sune is the bor der on the North . 

From nere up it' s Chinese . 

And if they put pressure on t hem, they might hSve 
to stop . 

Well tha t ' s possible. If t hey stop that, well, 
tile-r~ ' s no a ccess a t all, r.lr. Secreta r y, anywhere • 

You people, either company, have any motion picture 
showing tilis kind of territory, what 1t looks like? 

'lie 11aven•t ; probably bave in Shanghai, but not here . 

I mean none of the people nave t aken pictures? 

J ust for tbeir oKn plbasure; but I ' m afr aid we 
haven ' t put anything together . 
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.l.be only ti.Jne I was thtl r e wu in 1919 . I Nasn •t 
operating a movie that year . '1/e hnve no pictures 
th~t would show that . 

Well , this isn't somethi ng that can be settled in 
r. minute, but i f' I couhl offer o little advice: if 
you're going to put down repair shops rnd have the 
t ning, I ' d want t o look aheati six months and take 
something t hat ' s going t o be good six months from 
now, because it Pill t ake you six months t o organize 
it . I mean you don't wunt t o do something which 
three months from now i s going t o be out of the 
picture . hnd I should think, from wh&t I have read 
a nd s tudied, tha t if you're going to build i t by 
Hon&kong , it' s only a ~uestion how l ong before you ' re 
going to lose taat . 

Or K~ang-chou-wan . 

'J.'hts would certainly b e the best, if you c ould flark 
it, put your shops a nd wh~t not her e, go either way . 

Well , if .... 

hnd you c ould divert either way . You could s t art 
her e , put your motor headqubr t er s somewhere up there, 
but go either way ; if this :ws closed orr, then you 
could use this road . 

!IOif boN about - HUC.t ;:.bout t his ro£d? Ther e ' s been 
so much publicity about aoYm tnrough 

!he bridge is bein& built tnere . 

Half long will tllll t be'! 

DUt s nortly it will be ftnl~bed . hnri the Bur~ 
government i s l'ushing the r ailway there to meet t his 
highway . 

Is thi s s t ill a mntter of months? 

I should believe it will be through soon. 

Ur . Cben, have you a~ fi gures on the days that it 
would take to run a ny trucks through? 

~'ro!ll Chungking t o Kuang-llsi, t ake seven days · 

• 
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oo e figured t.;elve . 

-18-

" e ' d like v er y much t o have those figures . · 

" e fit;ured i::b~ki~ t o Fort Bayard , fifteen . 

-.aung.ting to -------- , eleven d e.y s . 

ole e s tima te fifte .. n. 
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• 
Why i s tha t? . On account of militar y congestion, or 
r oad impassable in pl aces , or ct vine or l andsl i des? 

rirst place, our c~rs ar e bad . 

Is t he r oad fair? 

We ' ve got .. .. 

~ome parts it ' s a rock bottom, s ome parts &r e very -
need repair , t o put mor e earta on i t • 

~cain as an a~a teur , Koulon• t it be pr actical- I 
mean if, f~r instance - I mecn jus t sugges ting this 
if they had a c~o.torpillar tra.: tor .vita f our or five 
trailers r ather taan trucks? oouldn' t t hat move -
a t hing like ""a t could move, well, 15J !Diles a day? 

noises hell .vi th toe r oad . 

Not if the trucks have c~terpillor tread instead of 
r ound wheels . I mean you •ve seen the trucks equipped 
with cater pillar . 
I tnink it does -1 1 m not o r oad expert, but •••• 
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No, I'm - I have two caterpillar tractors on m 
farm, and the pressure is much less on t he thi~ 
than it is •• •• 
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'Ne 1 re using them in II rabia ond pulling a train of 
sleeping c ars , office trailers, electric light plant 
and everything. 

\o i th a caterpillar? 

Yes . 

Just throwing it out . And are t he trailers e~uipped 
with c a ter;:>Ular? 

'Yie go a.cross the deser t with big broad wheels. 

Yes. 

You figure here 15 aays . Great guns l that's -
on a 12-hour day that ' s less than six miles an 
hour, 72 miles a day . 

You don't know the ~hinese roads . 

but we go a cross the desert in Arabia ••• 0 • • 

Initial cost is a l i ttle bit more . But you see, 
~r. Chen, tha t's the advantage of getting people -
he says t hey 're dolng that in tbe Ar abian desert: 
what we call this caterpillar; it ' s a big caoin, 
and manufac tured very successfully. Tbe engine 
pulls; then you have f our or five wagons behind 
equipped the same woy. hnd those things - I s hould 
think that they ' d move, oh, a t least 10 miles an 
hour. 
~hey • ve moved this camp over a hundred-odd miles 
right across sand dunes, desert , pulling about five 
trailers . 
And t hey don ' t tear the roads down. 1 mean the 
pressure is so distributed tha t it doesn't tear it. 
And they go through mud just the same . And 1 won­
dered if, r ather than having motor trucks with 
wheels and everything else, whether a thing like 
that, equipped with caterpillar by National Harvester, 
these people who make thia thing, ••••• 
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We could go into it. 

Well , I' m throwing it out, because instead of Jus t 
taking the old i dee - this is Just as far ahead in 
the method of transportation as a truck is over an 
ox- cart, huh? 

Seems t o me this taing bere must be congest ion, 
military conges tion. 

No . Bridges and ferries; not many bridges - ell 
tbe ·principal rivers you nave to take by ferry; 
have to wait, you know. 

2S8 

I think, Mr. Secret ar y, they 've got roads - oy 
informa tion from our people, and we had our Wu-chou 
manager in; bappe.ned to be i n New Yor k - that ' s 
Wu- chou up here in Kuang- Hsi provi nce - and be ' s 
been all over these roads within the last 18 months . 
Be came home in May and he says that the roads ere in 
very good shape in Kuang- Bsi and in Kuei- chou, to 
t his plcce Kuei-yang . 

Yes , t o Kuei-yang . 

They 're stone roads. 

Crusned s t one ana gravel t nat•s been rolled in . So 
t ney 're passable . In wet weatner , of course, most 
of t he roods in China -they're very good dry featner 
r oads, but as soon as it gets we t - t her e nasn t been 
much surfacing done; that ' s true in lots of pltlces . 

Well , all tbe roaas in --------- ore stone foundation . 
They ' r e all-weather r oads -bad surface, but t hey ' ll 
pass . 

I want you to take a look at the caterpillar method 
of transpor~atioa . 

I think a fleet of those tractors at i ntervals along 
the way as trouble-shooter s is wo.at you•d want, because 
I really think fr om what I unders t and tbat tbe reods 
are in such shape that you can make good time with 
trucks. It ' s only the bridges and the waterways ••••• 

lf you expedite it there on your ferries and control 
1 t •• •• 
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That' s right . 

lhe bridges are very •••• 

!.!r . Secr etar y , tne r oods are comp,..roble t o most of 
the r011ds in this country )J y ears ago . 

Th&t ' s ;; v.,ry goo\l descrliJt1on . 

Thb t >I:.Sn ' t very good . 

!II> . 

But I get it . 

.. ell , wny aon• t )'OU- •tould fOU ll:te to tt 1.< sooe 
more? 

.tro<or : Yes . 

H • •• Jr : 

.. . . Jr : 

il •• Jr: 

Cnen: 

t>&r :ter: 

~<nu I c ould see you ~eople llgvtn <J ith<J• ~ : JO or ) : ):J 
tie)Jtmdi~ on which ls more convenient to you . You 
(\!offett) ,•,ant to tuke the four o 1 clock tra in? 

llo , I think I' ll stay OV<rnignt . 

,!ell, I • .. 

You w&nt tQ t &ke tne f)ur o ' clock ~rhin? 

r •ra .-nxi.:>US tu get bhC.! on ~Ill first train I cl'n . 

.1e11, ge t bpck at :C : )v. 

:;o.7, I t ol o tnese peoiJle 'l. ithout "r;ving talKed t o 
y .:>u (Chen) - t:u:y •re going ~o work very na r d ; you 
.1oulun ' t "'ant t o insult tne ir feelin&s .. nd move 
Lnglish gasolln~ over tnls system . 1 mea n if eft~r 
it • s all .;or ked out und tley nelp you organize a 
tra nsporta tion system- you ' re not going to hurt 
tneir feelint; s . They ' r & very sensi tive , you know. 

I J<no·R. ~•at.t a little bus i ness . I •ve done - the se 
t wo friends a r e roy custoQer s . Did a good yea r's 
business ~>i 1:h tnem. 

Yes, sir . 
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Well , I also said this is a time that people -
Chi na won' t forget her friends, and her trieDda 
now . Is that right? 

:l:hat •s right • 
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Well, supposing you go in the room there, and then 
I can see you again at 2:)0. But I t hick that - and 
I t hink you'll want t o sit down and get down to more 
detail with them. 
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HliJr: 

Operator : 

HIIJr: 

0 : 

I!I.IJr: 

Gordon 
Rent schler: 

HI.IJr: 

R: 

Hl!Jr: 

R: 

RMJr: 

R: 

Rli.Tr: 

R: 

HIIJr: 

R: 

lll&Jr: 

Hello. 

P'rida;r 
October 7, 1938 
11:59 a . m. 

It'll take about five minutes to get Kr. 
Rentschler. 

0. K. 

All right. 

Hello. 

Hello 1 Henry . 

How are you? 

12:09 p. m. 

I 1m all right . I just - ah - didn ' t want to 
bother you; I wanted to oall you up and tell 
you we liked our new depositor. 

Oh. (Laughs) 

That ' s very nice or you and we all appreciate 
it, Henry. 

Well, that 

very nice it you did - tor you to do 
that tor Randolph. 

Well, I did i t - ah - only t or Randolph 1n a 
sence that - ah -

Well, that was very nice. 

That - ah-

Well, you were his tirst account. 

Really? 
Yeah, yeah. You were Randolph'S tirst account 
so that you've got a special place. 
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R: 
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- 2 -

(Laughs) 

But i t was~ n ice for you to do it, Henry. 

Well, lots of people write pretty letters but 
t hi s wa s a little more tangible. 

Ah the - ab - other t hing I wanted to tell 
you is that dur ing t he time that t he brake was 
on -

Yeah. 
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- we came out pretty well . We ' ve spent about 
a hundred and twenty-million dollars in your 
Governments and got a pretty n i ce position back. 

Well, i sn ' t that fine. 

And I t hink we were the only buyers al ong with 
the Feder als. 

Well, you got a nice profit then. 

But 1f you not ice our - yes, we have. If you 
noticed our f igures went up !rom about 525 to 
around 650 and that ' s what happened. 

And your deposi ts are up, aren 1 t they? 

Yes, deposi ts are up. Yes, we were up at all 
time h igh on deposits . 

You - bad you been above two billi on before? 

Ah - we had been up to two bill i on 1n t otal but 
that was because of a lot of things. See, we 
used to have 200 millions of acceptances that 
came in. 
But it • s nice to be a two billion dollar bank'l · 

But this is the first time we ' ve had - see, this 
time we had a bi llion eight hundred and thirty-two 
millions 1n deposit . 

Well - but I mean your - the total -
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HMJr: 

R: 

HJ,i.Jr: 

R: 

HMJ'r : 

R: 

RMJr: 

R: 

HI.!Jr: 

R: 

IIIIJ'r: 

R: 

HYJr: 

R: 

HliJr: 

R: 

IUIJr: 
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Yeah. And then the totals - our totals went 
over two b11l1ons, you see. 

Very n i ce . 

But this gave us a chance to get b a ck up and it ' s -
it ' s worked out pretty darn well because we were 
all ready for this; as you remember I told you t he 
first part of September -

Yeah. 

- we'd - during the high market in /.ugust we had 
gotten ourselves :In pretty good shape and we put 
this whole hundred and twenty-five ai.llion we had 
left back :In . 

1 see. 

And now it 1 s worked out very nicely . 

Well, I congratulate you . 

Yeah, it worked out very well. Ah - everything 
else go:lng all right, He.nry 1 is it? 

Ah - I think so. Ah - I'm :Interested to see what 
business does this week, now that they can take 
their mind orr &lrope and put their -

Yes. 

- mind on their own business. 

Yes. Well, of course the calmness that ' s settled 
down over here i s unbelievable. 

Yeah. 

With the tact that &!rope is out or everybody 1 s 
m:lnd, why people are either not thinking or ~lse 
they are thinking about their own bus:lness . 

Yes . 

But industrial business is com:lng along a little 
bit better especiallY out through the middle west . 

Fine. 

\ 
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I!IIJr: 

R: 

BIIJr: 

R: 
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I think the figurea that - the stuff we ' ve been 
g i ving you is just - is proving to be just exactly 
right . 

Well I hope we have a good P'al.l. 

Yes . I think we're moving along - not too briskly 
but we ' re moving along pretty well . 

Good. 

We11, a1l right, Henry , it was nice to chat with 
you and thanks very auch for what you did for 
Randolph because he appreciatedit and all the 
rest of us are delighted t o have you in. 

Thank you so much. 

Byebye. 

Goodbye. 
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it.. i'JSSIBLI:. CHitiESE AOREEJ.!LNT October 7 , 1938 . 
2:55 p. m. 

!'rest!nt : 

v.ltn: 

H. • Jr : 

offe tt : 

r! •. 1!. J I': 

!Ar . Taylor 
lol r . Haas 
Mr s Klotz 
Mr . Whl te 
Mr . James Moffet t 
~Jr. Chen 
!Jr . Mau 
~r . Hen 

"e ' ll nave toe fig11res very soon . :.lr . :.!offett 
suggest ed, in order t o t a&e up t nis question He ' d 
have to get in touca. ·dtn some mecbanic~> l engineers 
t o go into . the trucking , and tt •s probhbl y best to 
go t o Ne,; YorK ana nave & very quiet meeting and 
excmu1ge views further on this c.uesti on of manage­
ment a nd equipment . 

VI ell, I thin& that Nould be fine , because ~lr . 
*Offett ' s going to see tha t you get full value 
and ne says he ' s ready to put the entir e purch~ s-
.Lng pov1er of his company behind you, so tha t you' ll 
get jus t a s good a price as tney can get for them­
selves ; I mean by putting a U of t he i r purchasing 
power behind you, t hey 1 11 do the best to ge t the 
trucKS for you jus t as near cost as possible, which 
will mLke ~ lot of difference. xnd he ' s going to 
do everything he can t o help you . And I ' m sure tha t 
.Lr. - the Standar d 011 of !le.1 YorK will do the same; 
tney ' ll ao the sume tni ng . And with those t wo people 
nelping you, wby, I don't set noR you could be in 
bet t er nanas . 

And from wha t Ur . Moffett t ells me I t hinK it would 
be a gooa idee if you did go up and spena a day or 
two !n New York a na tnen maybe s pend - if they spent 
Monday and Tuesday up there ••• • • 

Yes , I ' ll get t his crowd for lunch, or some thing . 
Probably take i t up and t alk it over, t hen bave a 
second mee t ing af t er t he aut omobile people have bad 
~ cha nce t o work on i t next doy and boil i t down i n 
block and waite and give them a plan. 

f ine . Is tha t making •••• 
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Caen: 

H.!J.Jr: 

Chen: 

f! . M.Jr: 

Cnen: 

H. :.I.Jr: 

.:nen: 

H. I>I .Jr: 

Ren: 

£! . '4 . Jr: 

Ren: 

lloffett: 

R. :.i.Jr: 

:.loffett: 

H. 'J.Jr: 

Ren: 

H. IA . Jr: 

Cben: 

H. lii .Jr: 

307 

-2-

Yes, that will be all right. 

That's going ahead a bout as fast as we can. 

Yes, yes. 

I think we may get the transportation company going 
before you've got the tung oil reedy . 

I'm thinking to c able to Dr. Kung today to purchase 
all the oil he can and prepare tor this serVice . We 
have some trucks Just now t hey can make use of and 
we will neve this oil moved as f as t es we can to the 
seaboard . 

Get 1 t s t arted . 

Get 1 t s t art ed • 

What time of year do they collect these nuts? What 
time of year do they collect them? 

Right now. 

Right now? This is the right time. 

Yes, right time. 

I understand that t hese trees l ook a good deal like 
an apple tree. 

Oh, do they? 

And they leave in the fall, bear nuts , and they're 
not an evergreen. 

So they're doing it right now. 

Tne dry nuts. Now they're gradually crushing them, 
turning them into oil. 

Well, then, they ought t o be getting busy, oughtn't 
they? 

Oh yes . 

What? 
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Chen: 

li . :J. Jr: 

~toffet t : 
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~ ine . 

Can you think of anything else, :Jr . lloffett? 

Just the 4uestion of detivery of trucks and al l 
tha t - we can nelp expedite . I IUean maybe some 
of t ne oil companies nave got H lot of orders ln 
tt1t<t tney can slow up on and give them the 
right-of-way - Ford or \:hrysler or wnoever's got 
anything - General Motors, or ~11 of them - to 
ge t quick delivery . 

308 

If tnese gentlemen are coming up there on Wooday -
wny, if we can consider tnat fixed •.••• 

ri . ~ . Jr: Yes . 

Joffet t : 

1..nen: 

Jofl"e t t: 

~hen : 

"offett : 

B. J. Jr : 

.Joffett : 

H. :A.Jr : 

:.!offett: 

il . 1! .Jr: 

lorrett: 

••• • I•ll give a 1W1cheon ana g"t t11ese gentlemen 
from the aut ooobi le compLnies and we 'll have o~r 
oil opera tive in ~nd sit down and go to wor~ right 
off . 

l•e •11 try to leave nere a bout eight o ' clock ~nd 
reach t here about 12 : JO . 

All right, we ' ll figure on lunch about one o ' clock. 
••here will you s t op? 

I d on't ~o_. . 

If you can call me •·hen you 
where to meet us for lunch . 
building . 

get in, I 'll tell ;;ou 
I ' m in tne Carysler 

They ' 11 most likely w11n t to shy maybe &. t the 
Commodor e or somewhere whtch is right near t he 
Cb;ysler Building . 

Well , I thought I ' d try t o get a room a t the 
Rac4uet Club - pr i vate r oom wher e we can get 
lunch or something. 

Have you given them your uddress? 

No . I wil l. ('1:::-ites it down) 

All right . 

Just cell me. 
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H. IJ . Jr: 

Chen: 

H. IJ .Jr: 

309 

-4-

Fine. 

'Nell , I think what we'll do is, 1f llr . Chen wants 
somebody from the Treasury t o go up, we ' ll be glad 
t o have somebody go up with you. Would you like 
somebody t o go up? Huh? 

(Nods no) 

You're ell right. hll right, fine . 
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Cont1dant1e..l 

!: ! !!!!:!!.RASE ----
A telegram (No. 608) of October 7, 1938, f rom the 

American Embassy at Peiping reads substantially as follows: 

Refe r ence is made to the Embassy ' s telegr am No. 605 

ot October 6, in regard to t he annoUllcament by the Pr esi­

dent ot the Federal Reserve Bank of a revolving t or eign 

oxchall8e rund. 

Apparently it is the general intention to force the 

actue.l rate of the new bank's issue and other local cur­

rency toward the official rate ot the yen waich is one 

shilling t wo pence. It is likely that from the beginning 

the bank has not had i n mind selling (?) excha.nge against 

its notes upon demand and t he Japanese authorities proba­

bly do not intend to put a system into effect unl ess that 

system becomes coordinated with the one in e:d.stence in 

Manchuria and Japan at t he present time. The plan is 

presumably to force the above mentioned rete in the dirac-
rate 

tion ot the official yen/by the time the new currency is 

to become the only medium ot financial control in Nor th 

China which is March 10, 1939 . As t he clients of the for­

eign bankS eventually will tind it necessary to carry on 

thei r t inenclal affairs i n t erms ot the new currency the 

result or the withdr awal trom circulation (which i s pro­

ceedill8 in the Peiping area) of the notes ot the National 

GoTer lllllllnt will naturallY have the et tect of inclinina 

the bankS t o cooperate to a certain extent with t he plan 

ot t he Japanese. It ie probable t hat the Japanese will 
be 
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be ready to accomplish their foreign exchange control 

plans by exercising t heir control ot the customs, or in 

other words, ot torei6n trade, 

311 

Today ' s bank rates tor United States dollars are 

selling 590, buying 561 . An American banker states that 

t his return to approXimately the preVious level reflects 

the general belief in banking circles that t he new move 

by the FedAral Reserve Bank has no immediate significance 

tor foreign exchange operations. He said that no noti­

fication had been sent by the local authorities to the 

several interested banks and that the action would remain 

without real. significance until such time as the Nor th 

China authorities took concrete steps to cause all ex­

change transactions to be effected through the Feder al 

Reserve Bank. He believed that the tendency would be 

toward development ot a situation s11111lar to that preva.11-

ing in Shanghai , where official foreign exchange allot­

ments are on the basis ot one rate but most deals are 

ettected in the open market. 

893, 5Hil/514 

">" 
, ':I , ., 

">\ 
() 
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I!IIJr: 

Operator: 

HliJr: 

Bomer 
Cummings' 

BIIJr: 

C: 

BIIJr: 

C: 

BJIJr: 

C: 

BI!Jr: 

C: 

Bl&Jr: 

C: 

B.14Jr: 

C: 

C: 

llli.Jrl 

• 
Bello. 

lf'r1day 
October 7, 1938 
)l49 p. a • 

The Attorney General. 

Hello . Bello. 

Bello, Henry. 

Bow are you? 

Grand . What can I do tor you? 

It 1 s 1n regard to this fellow Boyd - ah - that 
La~ Hardy brought t o our attention 

Yeah. 

Are you tamU1ar with this? 

Well, I heard a little about it. 

312 

Well, the point is we've started an investigation; 
the fellow used to be with us , you see? 

I knew he did. 

And now he's over with you. And I understand 
that it's your wish t hat we continue the investi-
gation and complete it. 

Yeah. 
Now, that - I'm more than wU11ng to do that but 
our boys a.re - wanted to be double sure on account 
ot the unfortunate experience we bad once before -
that this is entirely agreeable to you personallY• 

Oh yes. Ah - in a waY I'd prefer it. 

Well. -
And ah - ah - .r thought however was that it 
should be done very cautiouslY tor the tirst -
until we got aoae additional tacts. 

All right. 
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C: 
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C: 

HliiJr: 

C: 

BIIJr: 

C: 

RII.Tr I 
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And I would be glad it your man - whoever has 
charge or it, lrey or whoever is running it -

Elmer lr ey • 

- would ah - would ah - be in contact with Jim 
Morris over here -

All r i ght. 

- so that they could each know what the other is 
doing and all about it . 

Well, llorris was over here this morning. 

Yeah, that 1 s right; I asked him to go over and 
talk to you. 

Fine. Well , I didn't see him, but McReynolds 
did - I was busy , -

Yeah. 

- with the Chinese. But I will tell Irey to 
continue and to keep Morris informed. 

And - yes. And also, I think on the question 
or how far they should go along certain lines -

Yes. 

Ah - he ' d better talk with ~rris because Morris 
has got some stuff from Hardy that ' s a little -
I guess a little fresher than he had. at t~at time. 

Well, I 11l -
along -

Yeah. 

I ' l l tell Irey that he should work 

- but consult with Morris. 

O. K. 

Is that agreeable? 

Pinel Perrect l 

All right. That ' s the~ i t'll be. 

\ 
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C: All r i ght . 

!lliJ r : Thank you. 

c : Goodbye. 
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Stcrctary of State, 

Washinston. 

1139, October 7 , 5 p. m. 

315 

* 
GRAY 

London 

DatEd Ootobtr 7 1 1938 

Rcc ' d 3:39 P• m. 

FOR TREASURY FROM BUTTERWORTH. 

The manner in whioh the crisis was met by the banking 

systElll is rEflect ed in Wednesday ' s Bank of Engl and return 

and to a lesser extent in the SeptEmber weekly average 

s t attmEnt of thE clearing banks . As thE Chanctllor of the 

ExchequEr put i t in his spEECh at the Guildhall ban.quEt 

to thE banking community the city had "a piECE of pre-war" 

in meeti ng an tmcrgmcy. TherE was contrast i n thE 

prtparednEss of the banking systcn in tht past weEks and 

in August 1914 in exis t encE of a highly organized foreign 

ExchangE market and thE exchangE Equalizati on account addEd 

to the smoothness with which the situation was met. 

(END SECTION ON£) 
KENNEDY' 

CSB 
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SEcrttary of StatE, 

Washington. 

PLAIN 

London 

Dat Ed OctobEr 7 1 1938 

Rto 'd 3:55 p . m. 

1139, OctobEr 7 , 5 P• m. (SECTION TWO) 

Tht Bank of England rtturn showEd anothEr increasE of 

a 4. 9 million in thE notE circulation af ttr tht ~1 oillion 

i ncrEasE i n tht crisis wEtk bringing thE total to a 505. 7 

mill ion which is a wholly excEptional ltvtl exc Ept for 

Christmas wttk. This withdrawal was largely tht result 

of tht deposits banks' precautions in placing additi onal 

currency in tht tills of thtir branches in cast of di sorgan­

i zed transport facilities and to mttt txptctEd incrtastd 

~ithdrawals by thEir customtrs . 

To mttt thE EmErgEncy dtmands for cash tht Bank of 

Engl and was ablE to incrEase ways and mtans advances to 

thE Treasury in connEction wi th thE distribution of 

1nttrtst payments on 2 1/ 2 and 3 1/2% oonvtrsion loan 

whil t Government stcur1t1ts in thE banking dtpartmtnt 

wtr E up by a9 . 1 million and othtr atcuritiES wtrE up by 

~ 1/2 mi llion rEflecting thE incrtast i n discounts and 

advancEs . 
Bankers ' dEposi t s wtrt actually hightr by a9 . 7 

million. ThE 

' 
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2-#1139, From London, Oct. 7 , sp. m. 
(Sto . Two) 

ThE average WEEkly statEment of the clearing banks 

for Stptcnbcr rEflects the Exodus of capital to New York, 

deposits being down by e29 mill i on. A drop of 815. 8 

million in bills rEflects the extent to which the banks 

317 

~adt good thE withdrawals of their customers by stayi ng out 

or thE bill market . Cash holdings for the month showed a 

dEcl i nE or 87 million but the ratio to depos i ts was down 

only to 10 . 3% as compared wi th thE rathEr higher than 

usual 10. 5% or the pr evious month. In spi te of dimini shed 

business activity advances were reduced by only el million. 

InvEstments continued to show an incrEase as in both July 

~nd August and now stand abovE the lEVEl of a year ago. 

Several British merchant banking firms give the same 

rEport to thE tfftct that i n thEir telephone conversa­

tions with the conti nent they gather that the sentiment is 

becoming widespr ead (a) that values will ris e on Wall 

Street and (b ) th~t t hE pound i s by no means undervalued 

terms of dol lar s at the prESent level . Thes e v1 El'ts 

art i n general shared by thE city. Tht city also i s 

i nclined to beliEVE that the French authori t ies do not 

rcally know yet how to employ the financial powers obtained 
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REB 

3-#1139, From London, Oct . 7, 5p. m. 
(Stc . Two) 

but art dttErmintd not to ptrmit t heir rtmaining war 

chest of gold to bE reduced apprEciably. 

The ExchangE marktt was rElatively quitt today. 

The dollar optntd offErEd at 4.80 l/2. A two-way market 

dtvtloptd for a whilE but ncar tht closE thE dollar btcant 

bid and thE British authoritiEs gavt support to stErling 

"at 4 . 79 l/2 . Gold fixi ng on 497 bars as at l D. proni um 

indicating thE tmtrgtnct of a hoarding demand. Gold coi n 

likEwisE was in demand. Tht franc has r £11lnintd steady 

but under pressurE . Tht forward rates havt bttn nominal 

at 2 and 5 rtsptctivEly . In terms of tht rtctnt past 

today ' s volumE of forEign exchangE trading hss btEn vtry 

small. 

(END MESSAGE) 
ICENNEDY 

CSB \ 
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PARAPHRASE of Telegr~ Received 

FROio!: American Embassy, Paris 

DATE: October 7, 4 p.m. 

NO.: 1715 

FROIJ COCHRAN. 

319 

Despite some recurrence of worry over the German 

situation, tho Paris exchange market seems quieter today. 

Rente& a.ro weaker and the French stabilization fund con­

tinues to have to meet a fairly steady demand for sterling . 

An evidently inspired report was carried by . L 1 INFO~ 

MATION that the next Bank of France statement will show 

a diminution -of almost three billion franos in note 

circulation. An unfavorable balance of 881 million france 

for September was shown by the French foreign trade, mak­

ing an unfavorable balance of 12 billion, 613 millions for 

ni ne mont hs compared with 13 billion, 332 millions for 

the same period in 1937 . 

END OF SE:OTIOll ONE. 

Regraded Uclassified



( 

, 320 

IIMIOJ !110- PJJW>JIUU. 
Jo. 1715 of one 'Iter 7, 1938 fro. Puie 

A C-..iq1la llaa bHD in .. bT Priae KiDider 

Dalad.ier ill which the public 1e ftrllad. ap1Dat bel1n1DC 

ourreDt ruaora aboQt what aotioD the GoYernaeDt illteDda 

to 1oalta UDder ita Daw au.thorit)'. !he o-D'"'' 1nd.1oahe 

that ill ord.ar to haYa u.. for thorouah atuc~T, oouid.erable 

d.elar ehov.ld. be axpaotaf. before pl&ae ue &DDouacad.. 

!llie aftemoon I -• 1Dforaa4 b)' Ru•ff that our tha 

waalted. DO aoUon .U.l be take. I haYe ginll Ruaff •1 

ad.d.ren where I will be i n Ba .. l. I u goillg to Baael 

tcnipt, ae the BIS d.irectora meet there this nelted.. 

EIID Of KISS.AGJ:. • 
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~reanr:r~, 

D1Y1e1on ot Bl-.&reb and S\a\te\loe 

Da\e ... 1§. 19l9 
! o: •••• 
rroe: 

4tt-.l two c._r\a wn ortctaall:r 
•eat \o llr. llaMa troa Mr. Baaa u 
attao'-" to a 'bu4cet •tu47 •-1'&114-. 
datect Oot . 7, 19311 (oop7 ot .. .o to 
Mr. I!Mea at \aohe4) • 

-
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