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Returning to LoadooJ IIIIJr aol'l')' - 1/28/37....... ... • .. .. • 246 
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See aleo Book XXII, PAll• 46 
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2) Yihitaa "AD error tor the Seoreta17 ot the 

Treaaur,y to talce the position that hie adYioe 
and interest are ciroiBaoribed by tiecal 
oonaiderat1ona1 Secretary of Treaeur,y should 
be riibt on top ot aoneta17 and credit 
ait uatico• 

3 ) Bella "The law doee not put bia there• 
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Federal Reaana Baud 1e reed;r to appJ.7 bralcaa 
still aDotber notob CD a thrMtanin& cnclit b­
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Sea Appoint1111nts aod ReaiiJllStione 

Federal Reserve Board 
Sea !:xceae Reserves 
HMJr desires to cbannelise all infor.atioo botb ways 

bct::en Fede.rel P.e:erve Boerd and Tre!l~u..-y t l-..rou;!:. 
Upbaa- 1/28/37• •••••••••• • • •• •••••• •• ••••••••••••• •• • LIII 

Financing, Government 
Sea alao Excess Reaervu 
Ball , Taylor, Loehbead, lloReyoolda, and llailll cooter 

with RMJr- l/28/)7 •• ••• •••••••••••••••••••••••••••••• 
a) HMJra •I IJl disturbed about the bond aarket 
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b) Pr•ll•toary report on financing gino IIIL1r by 
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c) III&Jra •I would like to pick up $200 aillioo 
worth of billa to fall due in June•; Taylor 
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Bu. a 111emoraodwa on Preliainary Financing Poasibill ties -
1/29/37 •• ••••••• • •••• • ••• • ••• ••• • •••• ••• ••• ••• •• ••• ••• 
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aooa Tiait fiooded arae.; I!MJ'r tells Parran be tmderstaoda 
•Jiay• Roosevelt al.ao wishes to go &lone - 1/28/37 • ••••• 
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tuod- 1/29/37 • •• •••• ••••••• •••• • •••••• • •• •• ••• • •••••• • •• 
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Boae Owoera' x-A Corporaticm 
Saoator lapar (law York) wlla o •coo.nor, •Ou.r c-.ittee 

contMplawa &1• 111& Coaptroller ot the Curre1107 
Uquidaticm ot all B- Oomera1 x-A CorporaU011 loana•1 
o•coanor eo iDtoraa BMlr- 1/28/37 •• •• ••• •••••••••• •• •• • 
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Intaratate O~aroa eo-iaeioa 
See TaxaUoaa Ubd1atr1buWd protita tax 
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Japan 
Bewle7 calla 011 IIIIJr witil a -•aaea tro. tile Cbanoellora 

wlagraa troa Japan atawa tbat JapanaM Goft..-t 
will not allow tile 7e11 to dapr.oiaw - 1/28/37 .. . ..... . 

----·--
Ma&ill, Roawell 

Sea alao .t.ppointunta and Resi&llationa 
IIIIJr aaka II&&W and Kelnrill& to aeet with bill ao that 

1&&111'• dut1ea &«¥ ba outlinad- 1/28/37 •• • • •• • ••• • •• • 
ll1nt, BurNU or 

SU•ar Dlpolitorya ltra. Rosa endenorill& to eat a 
ccmfareooa ritil People• and llolle)'nolda ooacarnillc a.1taJ 
IIIIJr aa1• th1a •tter 1a between l'DR and billaalt -
1/28/3? ••••• • •• •• ••••••••••• • •• •• • •••• • ••••••• • •• •• ••••• 

-·-
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Book 

LIII 

24S 

212 

20S 

llioplOJMilt ot a lagro &irl troa bar ChU Serrloe papara 
b7 Coeptrollar•a Oft1oe (later rajaoWd -.beD 1t •• 
dboOYarad abe wa colored) d1aoull8ed at 9a30 -till& 
b7 lllllr, ltiaa Roche, lloRe711olda, at oewra - 1/21/37. ... 203 
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Railroad RetirMeot Pro!IJ'UI 
J:xtauioo of period tor 11h1ch taxea will ba ~la to 

be utaadad to 2/28/)8, aa raom•toded bT .t.ttorna7 
Geaeral at Cabta.t ... t iac - 1/29/17•• •••••••••••••••••• 
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Silver Depoaltor,y 
See !lint, Bureau of 

StabUiSD.tion 
Earmarked golda second cocfer anee on question of transfer 

between account& of foreign Central Banks baTin& gold 
ear-..ri..U • l Ul P'ad.~-a.l Renrva D.ank ot :e. Ycr!;; 
present• IWr, Oliphant, Opper, Ulliaaa, Ta7lor, 
Knoke, Cochran, Sprague, Ba.as, White , Lochhead, UJ>bam, 
Ball, !l&rTiaon, LiTOse7, and Goldan .. isar - 1/26/37 • • LIII 

a) Proraal apprOTed b7 FDR- 1/27/37••••••• • •••• • • 
1 Taylor told to call in fiYe Tripartite 

countriaa to whotl agreeaent ..Ul ba 
presented and who will ba asked for t heir 
anawere 

2) Re!Z'e&&ntatins of llatllerlanda, SWitzerland, 
Great Britain, hance, and Belgiua, 
to&atber w1tb Lheaay (State Departaent), 
aeet w1tb Taylor and Lochhead - l/27/)7 • • •• 

Excba.nga arkat IIOY-ts reawul (Paris) -
l/26/37 . ..•.•..• •. . . . . . ........•.. . ..•.. .. •. . .. . ..... 
l/'2:7/37 ••••. • . • •. ••••• •• ••••••• .. •...•••.. •••••• . .•• . 
l/28/37 . •• . . ....•••• ..• •. • ........ • . . . ... • -• . .. . . ..... 
l/29/37 •• • • ••• •••••••••••• • ••••••• •••••. •• •• ••• • ••• •. 

Franca& 
Cable of disappointaent at Ruaff 1 1 SUII&Stioo sent 

to Bul11tt1 •nona of BUII&Stiona racontl,y -de 
fall wltbin the spirit of Tripartite .Agre-t 
or tbe !Z'Oper field of StabWNtion l"'md'a 
operatioaa•- 1/26/J? ...•... . •• • . • •• •• ••• •••••• ••• • 

a) SUll'• reaction ••••••• •• • • • •• • ••• • ••••••••• ••• 
b) Cow Mnt to FDR 
c) Bullltt reports Ruet!'e reaotiona neither 

diaappointment nor surprise- l/27/ 36 •••••••••• 
Rentschler aaka RMlr'e adYice concarnin& participation 

tbrough Lond011 branch in • $50 a1ll1on sterlin& loan 
e1tbar to Bank of France aeourad by sold or to tba 
GonrnMDt cuarantaed by tbe Bank of Franca -
l/26/37 •• •• ••• • •••••• •••• •••••••• ••• .• ••••• ••••. •• •• 

a) IIILTr talle Rent;sc;u.r; •x think you'd bet ter 
DOt a•k ... • • •• • •••••••• •• • • • • • • ••••••• •• ••••• 

b) IIILTr intor.e Barria011 of tba •orr the record• 
inquiry ot tbe lfatiooal Ci t7 Bank ••• • • ••••• •• •• 

Cont•platad P'ranch fi.nancing on tba Lond011 ~ket 
reported b7 Bu~t.rworth- 1/27/37• ••• •••• • • •••• • • •• • 

Feb (State Depart:lant) tell• !Wr State Departllent 
baa raoahad Cbaee lfatioaal Bank inqllir,y raprdin& 
part1oi pation by Lond011 office in loan De&Otiated 
in London ~kat eitber b7 French Goftnmmt or 
French ra1lwar ooapaniee- l/28/37• •• •••• ••• •• ••• •• • 

1 
93 

96 

6) 
ll9 
230-239 
308 

106 

Regraded Uclassified



( 
- S - {Continued) 

Stal>llir.atioo (Continued) , 
France ( CCiltinued)l 

Bewle7 oalla oo lllllr with a ..... ea rr .. the 
Ch&noellora fruce ia ~asing throup c11tticult 
transitional. period but SiiJ18 or ,..., • ..,tel 
iaprov~Ma.UtJ Fr..ucli Cuw~~ut andaavor!ni -tv 
raiae a loaD in Load<la, pratnabq tor tbt 
rallrot.da anc1 uot tbe GoYeruMDt J Cb&aabarl&in baa 
privataq intoraed Bank or I!Dgl&nd tbat he will be 
glad it thia cau be arranged privateq anc1 not by 
Bank of Anglaod- l/28/3? •• • •• •• • . ••.•• •• . ••• •• .• • LIII 

a) !IIIJr infol"lll& FDR or Chaaberlain ' a meaaageJ -
thinlta it tbe firet time he has raoollllended 
pr1Tat. loan- l/28/37 • •• •• .• •• ••• . • . • ••• •• •• • 

b) !IIIJr alao intonoa Bull 
!IIIJr talla 9•.30 group that french rallrot.c1a got their 

lO&D- ~29/37·· · · · ···· · ·· ·~~( · ············ · · ··· · 
Hull intonoe Aaericau Elobaa&J, thli.t two !lew York 

b•nk1ng inatitutiona have been contactad with regard 
to part1oi~t1on 1o sterling lot.n to french railway•-
l /'29/37 • .......•• • ••..•.. •. • . • .• . •••••.• • . . • . •. • . •. •• 
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Taxation 
Real property taxes: 

Conterenoe with repreaentativea or Deparbent ot Juatica-

248 

:n6 

)17 

1/:zt:J/37. • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • • • • . • • • • • . • • • 281. 
Undiatributad proti ta tax: 

Interatate C-ree C..-1sa1CI1 (Joaeph B. Eaataau) 
traneaita to TreaSIUT propoaed draft or latter to 
PDR- 1/26/37•• •••••• ••••••••·••••• • •••• •••••• •••••••• 66 

a) FDR tall a llol!eJDolda before letter ie eent , 
Carroll Millar should aee him (FOR) ... . . . .. . .. .. . 6S 

-·-
J1111ngba•, Barrla 1. 

See AppointuDta aud l!ee1gnati0128 
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Present: 

B.M. Jr: 

Taylor: 

H.K.Jr: 

Taylor: 

H.loi . Jr: 

Taylor : 

H.M. Jr: 

Sprague: 

H. li.Jr: 

Conference on Question of Transfer of 
Earmarked Gold Between Acoqunts of 
Foreign Central Banks Having Gold 
Earmarked with Federal Reserve Bank or lew York 

. · ' 
January 26, 19.37 
10:00 A. li . 

1 

Kr. Oliphant 
llr. Opper 
Dr. Williams 
Kr. Taylor 
Mr . Knoke 
Mr. Cochran 

I f ' 

Dr . o. lol. W. Sprague 
Mr . Haas 
Mr . White 
Kr . Lochhead 
llr . Upham 
Mr . Bell 
lolr. Harrison 
!lr. Livesey 
Dr . Goldenweiser 

• 

• 

Well , Wayne, can you tell me what ground you covered 
yesterday? 

Well , I wouldn 1 t dare t o a ttempt to tell you that.· 

Couldn ' t you fellows come closer? I'm not going to 
bite anybody. 

There were two general conclusi ons reached. First, ·· 
that it was desirable to continue earmarking for 
members and non-members. 

For members ••• 

••• and non-members. 

(Asb tray is banded to Dr . Spr&gue) 

It ' s silver f r om China and I don ' t know bow you' d 
feel about it. 

• 
Wbat •s t hat? 

It 1 s Chinese silver - tbe aab tray . 
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Sprague: 

a. l,.r,., 

Taylor: 

a .!! . Jr: 

Taylor: 

H. U.Jr: 

Lochhead: 

"'ocnran: 

H.M.Jr: 

Cochran: 

H.II. Jr: 

Taylor : 

B. M. Jr: 

Livesey : 

-· 
- 2 -

On well, I' ve long been urging the silver people 
to devise means of maki ng more use for silver . 

Well, now you 1 re contributing to it . Go ahead , 
Wayne . 

~econd, that transfer of earmarks as applied to 
members of the group ••• • 

Well, you better start over again. What wo.s the 
first thing? 

That earmarking for members and non-members is 
desir able ; in other words, a continuation of the 
situation which now exists. Second, that transfers 
of earmarks between members of the group is desir­
able . As to the det ails of how tbat shall be handled, 
there is not agreement. 

Now, di d Dr. Feis send over a memorandum? Does 
anybody lmow? 

I haven' t seen any memorandum from him. Left 
yesterday a fternoon and Mr . Livesey came over . 
We haven 1 t seen him since noon. 

Livesey is coming . 

This morning? Is be coming t'Us morning? 

Yes . Feis couldn' t . 

The recommendation is continue the earmarking as is. 
I s that r i ght? And then the second is that we per­
mit tripartit e members to transfer earmarked gold in 
America between themsel ves . Is that it? 

As t o the me thod, there is not agreement, ant! as to 
cases like Sweden, the B. I. S., there is also not 
agreement. 

(Livesey comes in) 

Do you have a memorandum from Dr . Fei s? 

A memorandum addressed to the Secr et ary, Just 
r eviewi ng these proceedings . 
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!i. Y. Jr : 

Livesey: 

. 
li . li.Jr: 

Taylor: 

H. ll . Jr: 

Cochran: 

B.K. Jr : 

Cochran: 

- J -

Any suggestions? 

Merely on the neutrality question. Tha t is, it 
ought to be kept out of this discussion here, but 
pQrhops it wight be ~d~~:~blc if ~e coul~ get thi! 
group to consider the financial phases, the mone­
tary question, within the framework of the Secretary 
of State handling the matter with the President, etc . 
But nothing on this direct question, except with 
r eference to neutr ality. I can show you what he 
said. (Bands memo to Secretary) The rest is a 
summar y • 

Thank you. (Reads memo) Well. ••• 

Excuse me. That doesn't mean t hat these various 
other aspects were not di scussed, but there waa 
no progress between the two points which I mentioned. 

Well, let's go on to one which we didn't discuss 
yesterday as far as I was concerned. Let ' s take 
up this question QL .tht: B.IA\· Who can present 
wha t they want? •. -:-:. , .... · 

I have a whole list of quest ions . 

Will you please? 

Yes, sir . This is a memorandum that Beyen sent the 
morning I left. I told him I was coming over and 
I had been there about a week before I came, and 
t hey had raised some of these questions at that 
time that I ment ioned in my c ablegram, and they 
have summarized t hem all here. 

He said: "Questions of Principle Which Can Arise 
Concerning the Future Gold Operat ions of the B. I . S. 
in New York. 

"With a view to simplifying the presentation of 
the problems that can arise in the administration 
of the gold accounts held by the B. I . S. in New York, 
details of the operations are set forth below 1n 
their logical sequence . 

"I . Constituti on at the Feder al Reserve Bank of New 

3 
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York of deposits of gold earmarked 1n the name of 
the B.I.S . 

"A. Ownership of the gold . There are t hree 
possible 1-.yvvth"s~s . Tht: gvlU WJ:r."f be~ 

1 . The proper ty of the B. I.S.; 

2 . The property or a central bank which is 
a member of or adheres to the tripartite 
agreement; 

J . The proper ty of another central bank or 
an official institution with which the 
B. I . S. is authorized to deal . 

"B . Possible means of depositing the gold i n 
questi on: 

1. By actual shipment to the United St ates; 

2. By transfer to the B. I . S. of gold already 
earmarked by the Federal Reserve Bank for 
account of a third party. 

nwe would point out that this t hird party could 
be either a central bank which is a member of 
or adheres to t he t r ipartite agreement, or 
another central bank or an officia l institution 
of the type referred to above . 

"II. Employment or these accounts. 

"1 . Movements within the accounts of gold deposi­
tors in the books of the B. I.S. 

A. The B.I . S. effects purchases and sales, 
between the various owners, of the gold 
earmarked in its name in New York, either 
of the whole or part of their deposita . 

B. A central bank, owner of gold earmarked in 
the name of t he B.I.S., sells the whole or 
part of the gol d in question to another 
owner of gold deposited on the same condi­
tions . Bere again it should be noted that 
the l a tter could be a centr al bank, which ie 

4 
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a member of or adheres to the tripartite 
agreement, another central bank, or an 
official institution of the type referred 
to above . 

•It may be observed that in such transactions, 
since the gold in question is in any case ear­
marked at the Federal Reserve Bank in the name 
of the B.I.S., the transfers of ownership 
between customers of the B. I . S. do not neces­
sarily entail actual changes in the deposit 
of gold a ppearing in the books of the Federal 
Reserve Bank· in the name of the B. I.S. 

"2 . Kovements outside these accounts. The gold 
held by the Federal Reserve Bank in the name of 
t he B.I . S. may be withdrawn by the l a tter for the 
f ol lowing purposes: 

A. Transfer on the books of the Federal Reserve 
Bank from t he account of the B. I.S. to that 
o~ another central bank or institution for 
its own account. 

5 

(a) Kembers of or adherents to the tripartite 
agreement. 

(b) Oth~r central banks or official institu­
tions. 

B. Sale to the American Treasury. 

C. Export from the territory of the United States 
of America . 

"In all these different hypotheses the B. I . S. , as 
center of cooperation between central banks, would 
wish to be treated on the same footing as the 
central banks or equalization funds of the various 
countries adhering to the tripartite agreement. 
We understand, however , that a special permit or 
license would have to be obtained from the American 
Treasury for each type of transaction. The time 
required for obtaining the licenses might prove a 
drawback to such a system. In this connection the 
following example may be cited. 
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•On 24 December 1936, the National Bank of Belgium 
had approximately 500 kilograms of gold earmarked 
at the Federal Reserve Bank of New York, New York, 
in our name. The National Bank having requested 

6 

us on tha'& date to tra.nsfer this gold from our 
account to its own account with the Federal Re~erve 
Bank of New York, we transmitted this order to the 
latter, by whom an application for the necessary 
authorization was presented to the American Treasury . 

"Although in the case in point the gold belonged to 
a central bank which was an adherent to the tri­
partite agreement and i t was merely a question of 
placing the said gold under the name of its owner 
without moving it from New York, eight days elapsed 
between the application for authorization and the 
execution of the operation.• 

I think that was marvelous . Only eight days elapsed. 
That ' s a record, isn't it, Knoke? 

For speed . 

"It is obvious that such conditions not only preclude 
the possibility of employing the gold for exchange 
arbitrage operations, undertaken by the central banks 
for the purpose of defending the rates of their 
respective currencies, but are also calculated to 
deter central banks from making use of the B.I . S. 
as intermediary for their gold operations in New 
York. 

•we have not yet touched upon the question of the 
admission of the B.I . S. as purchaser of gold from 
the American Treasury. The attitude adopted up to 
the present by the American Treasury in this con­
nection seems to be based upon the fact that the 
B. I. s., having no currency of its own, bas no need 
to acquire gold for the defense of its rate of 
exchange. 

"ln this connection it ma7 be observed that for 
several years the B.I . S. has been a center for gold 
operations for the account of central banks, par­
ticularly those of the smaller European countries. 
These operations include the purchase, the deposit, 
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the transfer and the sale of gold which, in all 
these different cases, are employed for the defense 
of the exchange rates of tbe curren~ies of the 
central banks concerned . 

"In the f ace of the impossibility of acquiri ng gold 
in New York, the B.I . S. is at present compelled to 
divert these operations artificially to other mar­
kets, converting dollars i nto another currency against 
which it is possible to acqui re gold and then trans­
ferring such gol d to New York. This met hod of pro­
cedure, however, seems to be in d irect opposition 
to t he measures contemplated in the United States 
for checking fresh imports of gold from Europe or 
for "steri l i zing" them in order to prevent their 
repercussions upon t he credit and price structure 
of the United States of America . 

~t i s unnecessary to add that, if the B. I . S. were 
admitted i n principle ss a purchaser of gold from 
the American Treasury, opera tions would be effected 
solely for monetary purposes and only at the request 
of central banks , whose names would be mentioned in 
each case . " 

Suppose those who are in f avor of our doing it speak 
first, those who want it, and then t he opponents 
can argue . 

I think there are two questions that have to be con­
sidered : fi rst, the transfer of earmarks, and 
secondly, the acquiri ng of gold. I tbi.nk those are 
two distinct questions . 

~~ich do you think we should do first? 

The transfer or gold. That is, the •.•• 

nhat do you mean "transfer"? 

The transfer of earmarked gold on the books of the 
Federal Reserve Ba.nk. 

Well , t hey have the right to earmark. 

The question would be whether or not they would be 
allowed to transfer from the B.I . S. to or from other 
banks or institutions . 
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If you don't mind, I think there is a much bigger 
question than that, and tbat is the question of 
wbat will the United States Treasury' s attitude be 
toward the B. I . S. as an institution. If you don ' t 
mind, I think that - I mean I ' ve never given it 
great study because, as f ar as we are concerned, 
it bas never real ly been a f actor. 

I think the thing we should discuss, if you don ' t 
mind, is, firs t, should we recognize B.I . S. for 
what they want to be - an intermediar y in Europe 
on the handling of gold as between c antral banks . 
Should we recognize them as such and encourage 
them and build them up in t hat purpose, or should 
we simply say that we don' t recognize them? 

Of course, we already have recognized them in the 
l icense tbat's been granted. You see, they are 
all - it1 s not a question of whether we will recog­
nize them. 

But I mean they want - they lay down a philosophy 
here which I think Cochran ' s entitled to have the 
answer when be goes back, as to should we - don ' t 
you (Cochran) think? · 

8 

Of course, you can divide that into separate s t ages . 

I mean es to whether •••• 

ibey have the privilege now of earmarking for their 
own account. Then if t hey can continue to act in 
behalf of these other banks in the gr oup. I mean at 
l east two of them work with the B. I . S. as their 
fiscal agent. 

l'fuicb two? 

Switzerland and Belgium - and the Netherlands to a 
certain extent . 

&r . Secretary, may I make a suggestion? 

Surely . 

I wonder whether you couldn' t drop the B.I . S. tor a 
moment i n the consi deration and go t o the question 
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of principle whether you are going to - I under­
stand that this question of principle was not 
decided yesterday. 

This hasn ' t been . Wnat principle, George? 

Whether you are going to allow shifts of earmarks 
between instituti ons that are not members of the 
group. Because if you are not going to allow that 
directly, then very clearly you are not going to 
allow it to be done through the coverage of the 
B. I . S. 

True. 

So we might a s well get to the principle first, 
and if you accept the principle then it becomes 
much simpler to settle the B.I.S. specifically, I 
should think. 

9 

Well , if it is - what I heard here up to yesterday -
and I haven't talked to arw or this group in between; 
nobody bas "horse-sbedded• me so I'm not - I mean it ' s 
just where I left it yesterday at 12:30. I mean I 
don ' t know what's developed . 

I can just tell you my state of mind today. l(y 
state of mi.nd today is that we permit shifting of 
gold between the tripartite members but don ' t go 
any further at this stage. So we' ll look into this 
thing still further. But I'm ready to go that far. 

Then I think it would become clear that you would 
not allow the B.I.S. through earmarks of gold with 
the Federal Reserve Bank to do indirectly what you 
are not going to do directly. So I think tha t would 
be settled f or the moment, until you settle the other 
quest ion. Then you can spread it down into a subor­
dinat e topic: that we allow the B.I . S. to make shi fts 
between members of the group for whom you are ready 
to make shifts directly; and that becomes, I think, 
a much simpler question. 

Well, before we get that • •• I have asked these people 
to come in to a dvise me. Now, I am more than wil l ing -
I invite open arguments from anybody who takes the 
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opposite viewpoint . I haven ' t decided that I ' m 
leaning towards that: members of the tripartite 
can shift gold between t hemselves. Now, ~no thinks 
t hat t ha t is a mistake, to make that step? I mean 
I ask people to come in and aovise me . Wno thinks 
that tha t is a false step? 

Apparently we all agreed tha t that was desirable, 
as f ar as I am aware, in the discussion yesterday. 

10 . 

'Nell, if there is no - of course, this has to be 
decided finally when I present it to the President, 
but l mean - but I can' t see any danger in giving 
that privilege, provided of course we put it up to 
these people and say we want the same privilege from 
them . I mean that goes without saying, that we want 
tha t same privilege extended to us. 

And I also can' t see at this time - take the sugges­
t ion \'/alter Stewart threw out that a t this time we 
should cancel the privilege of central banks - the 
rlght to earmark; I mean I can ' t - I mean I think 
that t hat might be - it might be misunderstood . 

Well , he eliminated that in the later discussion. 

I mean as f ar as we have gone now any central bank 
can e ar mark and that includes the B.I.S. Then we 
have gone a step further, which is new, and we say 
tha t the five countries in the tripartite agreement 
can shift gold between themselves in New York, pro­
vided they give us thet same privilege in their 
countries. 

We raised one question which was new yesterday. 

Please. 

Rather for future examination. And that has to do 
with the possibility of an excessive amount of 
earmarkings because of a desire for safety, or for 
other r easons. A vast amount - an amount be ina 
vastly in excess of any conceivable commercial 
requirements. 

I see . 
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Tha t if, for example, we'll say, three billions 
were lodged here, it would only be tor safekeeping -
whether that is a desirable situation. VIe didn' t 
decide t hat it wasn' t desirable, but we thought it 
was somet.lllng t;ha t; mlgn t; be exaJIIlned by the author ­
i t ies, including per haps the State Department, be­
cause it rela tes more to a contingency of wor than 
to any immediate practical commercial or exchange 
problem . 

Well, couldn' t we dr op t hat hint at the time that 
we made this agreement verbally - that we make that 
verbal - what ' s the technical word? 

We could say "in reasonable amounts.• 

"In r easonable amounts ." 

Well, you would have to, it seems to me, form some 
Judgment of - now, it seems to me in a case of a 
country like Switzerland, surrounded by - I said 
yesterday by bandits •• ••• 

By what? 

•••• bandits, that I should feel more disposed to go 
pretty f ar with them, further than I would with 
Grea t Britain or France, in the matter or accepting 
a considerable part of their basic gold reserve for 
safekeeping . 

Well, I think ~t is a very good point, because if 
there. is a rush of severa l billion dollars over here 
we ' ve got to borrow money to pay interest on it -
for the gold we st erilize . 

Well , they might earmark it and they ' d sti ll have 
title to it. But still, three billion dollars of 
gold belonging to France, Great Britain and other 
countries, and then it t hey were at war - it would 
be a problem of gr eater magnitude t han if t hey bad 
a couple of hundred millions of earmarked gold. 

In ell or our arr angements with all of the central 
banks, the Feder al Reserve Bank prot ects itself, 
reserves the right to place a limit on t he amount 
of any transactions to be per formed for the other 
banks . 
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Ther e is no reason why you shouldn't make the same 
l imita tion if you want to . That is so well .under­
stood as between central banks t ha t i t wouldn ' t 
surprise anybody to know that the Bank would earmark 
but necessarily have some limita tions. 

But there won ' t be any question a s f ar as - to intro­
duce the word •reasonable" or drop a hint or something . 
In t his thing, if we do t his, does this become a 
written document? 

I shouldn't think so. It mi ght be a s between the 
Treasury and the Reserve Bank, certainly, because 
we don ' t want t o do anything that we haven' t got 
specifi c authority to do; and the ~Ti tten document 
between us would make clear wha t character of trans­
actions we can perform wi thout specific approval in 
every case . 

But I mean i nasmuch as this would be the tripartite, 
wouldn't this t ake toe form of a communication from 
me to the f ive Uinisters of Finance? 

I don't know . 

And then tell them to inform their fiscal agent to 
take it up with our fiscal agent. 

I think that's all right. 

What? 

I should think t hat would be quite all right. 

I s hould think that it makes it a little - r a ther a 
more formal matter than might be prudent. I should 
think most of the central banks would sort of take 
it for granted that earmarking included transfers 
of earmarking, and t hat t ha t might be a prudent basis 
upon which to keep it, because some day you might 
want to decline, rather then bave a binding agreement . 
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lYell , 1f I simply sent this by word of mouth to 
their diplomatic repr esentatives here, si mply calling 
in tneir diplomatic representatives and saying, "Will 
you please collllllunicate to your government that we are 
prepared t o do this, provided that you are willing to 
reciprocate. " .. ...• 

And have no written document . 

We have nothing. I have one letter from the Uinister 
of Finance in Belgium. Tha t ' s t he only written 
thing, except the written documents between the 
Treasury a nd the Federal Reserve of tlew York; there 
is nothing else. I can 't see any harm, and it Just 
continues the s ame method of communicat ion whi ch we 
have established . I mean we have started that met hod 
and then we have simply said, "Well, we are in agree­
ment and when we have anything else, then take it up 
nith your fiscal agent and we will instruct our f iscal 
agent to ac t and we will answer it." I mean that 1 s a 
very simple piece of machinery. I mean i f Cochran 
was in Paris he ' d get word from me "Please call on 
M.r . Auriol and t ell him we are prepared to do so and 
so" and Auriol would say 11Yes" or 11 No" and Cochran 
would call back to me and then I 1d instruct him what 
to ao . Isn't that t he way? Isn' t that the way 
you ' d do it, ~ochran1 

It is much better than to have any other statements 
or communications . 

I t hink that would be comparatively simple . 

Mr. Oli phant , i sn't it true that the existing license 
to the Reserve Bank to hold t he earmarks for other 
central banks and the B.I.S. is a published formal 
license approved by the President? 

Has it been published? I don't recall its having 
been published . Uaybe Opper - do you know? 

No, I don't think i t 's been publi shed. 

It • s pretty well known, because we have to tell every, 
central bank that we would do it . 

Well now, Just before we say - certainly what we are 
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talking about, Mr . Livesey, can in no way enter 
into your neutrality . 

lin , 

Can you see any possible • • • • 

Of course, that is more or less from the point of 
view Professor Sprague suggested, and that remains 
•Hithin your oontrol. That is , you are not going to 
allow an accumulation of gold here which would be 
excessive; so I don ' t see the neutrality • .•• 

I mean up to the present point do you want to raise 
any objection? 

No. 

Sure? 

No. 

You might be intereste~ to know that that license 
to earmark is revocable a t any time . 

For instance , the other day France was converting 
its balances to gold and taking the gold home. They 
at times earmarked in sums with us which we t hought 
were unduly large, and we told them either that we 
d id not want them to e armark in that amount or prefer 
to have them take it home a s long as it was their 
gold. We, as custodians, don ' t want it . Unless 
required by some super authority we would not ear­
mark unduly large amounts for any customer. It is 
not prudent business . 

And you ' d be constantly on the lookout to see that 
they are not building up something . 

How much vault space have you got? 

Well, having no gold of our own at the moment, we 
have quite adequate space t o ear mark considerable 
sums . 

Be ' s got r oom enough. We ' re taki ng practically all 
the gold out of there to Kentucky . 
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That gold is all going now from the Assay Offi ce, 
is it not, Mr . Knoke? 

That ' s right . 

Oh, it's not coming from your place . 

No. 

Dut I mean there's room . 

We have plenty of room. 

For gold . 

Xou don't charge them for that s t orage. 

No, .ve do not. 

And they don't charge us. 

' 

No . 
the 
But 

That is, with one qualificati on, 
few cases where we have earmarked 
that isn't up now. 

that we do in 
for governments . 

No . Vlell then, we come back to Sweden, then, don 1 t 
we? 

It seems to me, Yr . Secretary, there is one aspect 
of this B.I.S. that comes up logically at this 
stage: whether the B. I . S. can act as fiscal agent 
for the members of the agreement; you having decided 
that transfers of earmarks among the group are allow­
able, the question is can they do that indirectly as 
well as directly . That is, can they do it through 
the B.I . S. if that is their inclination? 

Well , or course, here is - do you mind - well, I 
might as well talk r rankly it you are going to be 
able to advise me frankly. We are on a certain path 
here, and the path at present that we are on i s that 
the government decides what the fiscal monetary 
policy should be . Then we designate Federal Reserve 
of New Xork as our fiscal agent and they execute 
these fiscal polici es . Now, that ' s been accepted 
by five other countries in principle . Now, along 
comes the B. I . S. , who isn't responsible to any 

' 

Regraded Uclassified



Golden. : 

li . Y. Jr: 

Oliphant: 

H. il.Jr: 

Taylor: 

H. !I.Jr: 

Cochran: 

lS 

- 16 -

government, and they want to s ay, •we want to a lso 
have this function.• And I frankly - as I say, I'm 
going to talk very frankly - I Just don ' t see, with 
this present trend which is going on now of the 
governments deciding the fiscal policy - I just 
don•t see where the B. I . S. enters into the picture. 
I just don ' t see where they enter into the picture . 
1 mean to whom are they responsible? They are not 
responsible to any elected officers, they are not 
responsible to any cabinet ministers, not respon­
sible to any prime ministers, Presidents; they a re 
not responsible to a nybody . And here is an insti­
tution that i s r esponsi ble to no one, and wby - I ' m 
not saying that this i s the r ight pat h, but a t l east 
we a re on this pa th; we are treading very slowly, 
makirig progress very slowly. But we have chosen 
this path; f ive other countries have agreed to go 
along on the same path . A.nd I - I am open to - I 
want to listen, but I don ' t see where the B. I . S. , -
as far as r 1m concerned, they just don't exi s t. 

You do permit it to earmark . 

True . Maybe we should cancel that . 

In that connection, I should like to • ••• 

Maybe we should cancel it . People that see me every 
day know that I talk and I want to be talked at . 
That 's why I ask you people to come and that ' s why 
you come back t o see me . I mean I just want to s ee 
t hat - maybe I was brought up wrong on this. 

I think it would be useful to define the function 
of the B.I . S. I think that might clarify it a little 
bit . 

Would you, Cochran, do that? 

Of course, one of the ,purposes for which they have 
been s triving in the B.I . S. i s to make t hat sort 
of a clearing house for gold, to eliminate shipments. 
As, the other day, when Switzerland was actually 
shipping gold here to be placed under earmark, and 
the Bank of the Netherlands, under t he equalization 
fund , was acquiring gold here to be shipped across -
I mean they found they could make a swap and 11hip gold 
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to Amsterdam instead of shipping it across the 
seas . If our policy is toward - working to•Nard 
a more general use of gold and return to a mone­
tary base on some sort of an international stan­
dard, .1 nate to see an ins titution <iiscouragea 
which the most important central banks, except 
f or our own, have taken up. And this is the one 
phase of the B. I . S. work which has been develop­
ing the last year particularly . 

Well , l et me ask you a question. Does England 
clear through the B. I . S. ? 

It does not. The smaller countries do. 

Does France clear through the B.I.S.? 

17 

Well, I can• t say that they clear through it . They 
hold different funds t here on deposit, so that there 
is a swapping through the B.I.S. 

Well , if you've got . . . Vlha t we have agreed on, sub­
ject to the President ' s approval, is t hat six 
different countries can swap earmarked gold freely 
between themselves, in six different places. Well, 
that ' s going to loosen the thing up. 

As f ar as the B. I . S. oper&tes, i t discourages any­
body else - there is no incentive for anybody else 
to Join the team . 

Well , the B. I . S. can perform its clearing functions -
I should say just offhand they could s till be a clear­
ing house for information and t hey could facilitat& 
the swapping tha t they a re i nterested in, without 
actually having it go in t heir name. I mean if all 
these banks wish to have the benefit of keeping in 
touch and i f Bolland wants to get gold from here and 
Switzerland wants to send gold here, they can find 
it out and make the swap direct wi thout doing it 
through the B. I . S. 

They try to encourage that, to have each bank keep 
the B. I . S. informed of the place where they have 
the gold and of the transactions they may desire . 
They haven ' t perfect ed tha t . 
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If they do that, then it is none of our business, 
so to speak. I mean if they want to keep the 
B. I . S. informed and inform each other through the 
B.I . S. , that is something in which the United States 
bas no par~1cuiar 1n~eres~ or objection. 

No . 

It seems to me we have a very substantial i nterest . 
1 think one of the important things in this tripartite 
arrangement, this club, is the frequency with which 
the governments communicate with e ach other; and any 
other a gency that comes in and eliminates that fre­
quency of direct contact is looking 1n the other 
direction. 

But how do the governments talk direct with each 
other? They talk tnrough the men at Basle who 
represent the fiscal agents or your stabilization 
fund. That is the only direct contact where you 
have more than two or t hree. 

But you don 1 t -Cochran, you don ' t , when you go there­
you are very careful not to tell them this. 

1 don•t mean that I am involved . 

And when Governor Norman comes there be is very 
careful . Now, ai'ter all, as Professor Sprague 
knows, the Bank of England - I mean surround them­
selves with the greatest secrecy. And the idea of -
if I told Sprague or anybody else that between 11 
and 12 o 1 clock every morning they call up and tell 
us what they have done that morning - it' s unheard 
of, isn' t it, Professor Sprague, that the Bank ot 
l:.ngland tells us what t hey have done that day . 

May I ask, for my information, if they tell you the 
changes in foreign balances 1n the loan market? 

No, t hey do not. 

Just wanted to know how f ar that went . 

But they are speaking more freely about t he nature 
of the foreign balances, not about the amounts . 

But they do tell us bow much gold they bought or sold, 
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and what their position is that day, which •••• 

Spr ague : •••• is something . 

B.M.Jr: Is something. And they will indicate to us •Now, 
tnis i s the situation, and we have done so much 1n 
francs , so much 1n dollars, a nd when we turn it over 
to you a t 12 o'clock, if you'd continue to do so and 
so ••••• •- see what I mean? Now, that kind of infor­
mation we never received and never gave. We give them 
the same thing when we get t hrough at night. But 
tha t kind of information isn 't exchanged at Basle 
becaulle it is an hourly thing. 

Harrison: . We never have told them Nhat the foreign ba l ancell 
were in our market . We never did until the Secre­
tary of the Treasury made the compilation which has 
been published . 

Sprague: 

B .M. Jr: 

Golden.: 

B.M.Jr: 

Well , I didn't suppose that they had, but I wondered . 
I'm Just using that to determine just how far this 
exchange of information had gone since my time . 

Well, at least the i ce is broken, and they give us 
enough to work with and we give them enough to work 
with, so we can work together . 

Ur. Secretary , since I sai d a word about this B.I.S., 
I wanted to make it clear tha t I was not using this 
as an argument for admitting the B. I . S., but rather 
the other way. But that, in so f ar as they choose 
to communicate through the B.I.S. •dth each other, 
there isn't anrthing that we can do about it, or 
that we need to do. But if they want to use the 
B. I . S. as a medium, then it becomes a matter of our 
concern~ and they deal in this market. I am inclined 
personally to feel the same way that you do, that in 
the line that you a re pursuing it would be a distinct 
departure and one that would probably be premature, to 
recognize the B.I.S. as a holder for other countries . 
hnd I think that the quest ion whether the B. I.S. ought 
to be allowed to earmark for itself is one that ought 
to be given careful consideration. 

Now, may I ask you, do you feel that the pa th that 
we have taken - that we are on the right path? 
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Yes, I think so . 

Have you any reservations? 

iiell , t.h" only r~survtd.1uu I iu& vu i::s t.hbl. I huv.:uft 
I must confess that I Haven't got all of the facts 
in~ m.ind. I have been a little peripatetic about 
t.his . I hear .it every two or three weeks and then 
in between I don' t, so I don ' t feel I am in posses­
sion of the whole picture. But in so far as I see 
it, it seems all right to me. 

Yes. Now, let me ask you this. As I take it, what 
you have in your mind 1s that, as long as we are 
going along this path, the B. I . S. might become 
like the International Labor Bureau. 

Yes. 

As I understand it, i t is a bureau which we go to -
have people there, and we exchange labor s t atistics, 
unemployment statistics. 

¥es. 

A bureau for exchange of information. 

Yes . 

But certainly not as an operating .••. I thi nk we 
are inconsistent - if we take the position that 
only these countries can e a rmark gold here and 
exchange earmarked gold, then I think we are incon­
sistent in permitting the B. I . S. to continue to 
have that privilege . 

I think that ' s right. 

You haven't yet disposed of the question as to whether 
you are going to permit the swaps of earmark between 
other than the club. 

Well , I have taken it • •• • 

And if you do that, then there might be some question 
of logic as to whether you should permit those swaps 
to go on through the B.I.S., as lllr. Cochran pointed 
out . 
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Well now, wait a minute. We have gone Jus t this 
f ar . Club members can s wap gol d in America; that 
we have all agreed to . Then a eybody tha t wants to 
use B.I.S., that ' s their business, that ' s not ours. 
If they want to use the B. I . S. , t hat's their business . 
I mean we can't say t o England, France, Ital y, 
Germany, what they can or cannot do; we can only tell 
the B.I.S. what they c an do in the Uni ted Sta t es . 
Isn' t t hat right? 

Yes , but what I meant, you have gone this f ar a you 
have agreed tha t club members can swap gold in the 
Uni ted States . 

Yes 

You have not yet sai d , however, a s I under stand it, 
that you will not perai t Norway or Sweden to swap 
gold in the United St ates . That hasn' t been disposed 
of yet, as I unders tand it . 

Well , ~ feeling on t ha t was t he group here fe l t that 
we weren ' t ready to cross the bridge, and, not being 
ready , we better Just postpone it f or a couple weeks 
and t hink about i t and t ake it up again . 

I d idn' t understand . I t hought that they had not 
yet reached an agreement about i t . 

That is so. 

Well t hen, let 's talk about should we permit •••••• 

That ' s what I meant earl i er in the day: tha t 1 s the 
thing to decide next, end •• • 

Well t hen, let's t alk about Sweden. 

I understood th.at you did decide you would 
change in the present policy of per mi tting 
banks and foreign governments to earmark. 
includes the B. I. S. as I under s t and it . 

make no 
centr al 
Now, that 

Now, there is a~ important question 1 111 have to 
raise on that a littl e l ater . 

Well, it does include the B. I.S. at the pr esent time . 
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The B. I . S. at th~ present time is considered like 
any other central bank. Now, what George Harrison 
says is let ' s Just leave the B. I . S. for a moment 
and concentrate on Sweden. 

As a sample . 

Because you think if we settle Sweden, then we can 
settle B. I.S. easier. 

I think this is much easier to settle - B.I . S. - if 
you settle Sweden. Certainly if you say Sweden 
cannot make S\vaps of earmarked gold, you wouldn ' t 
permit her to do it through the B. I . S. - if not 
directly. 

We discussed that yesterday. In the first place, 
there are a large number of countries that we can 1 t 
imagine entering the club e~how, that might well 
find the facility of transfer serviceable; end we 
can't make a distinction between those who might 
either now or a l1 ttle later become members of the 
club and the group of countries that we Just can't 
imagine at any time being desirable members. So 
that Ne•ve got to adopt a policy that is unsatis­
factory, perhaps, from the point of view of Guate­
mala or Colombia and so on, if we adopt a policy 
with reference to Sweden simply for the purpose 
of perhaps inducing Sweden to come into t he club. 
That's one disadvantage of the policy . 
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Now, I ~uestion very much whether the refusal of the 
transfer right would be a large factor in inducing 
Sweden to come in; and in any event I question whether 
it is particularly desirable to bring in additional 
members . You say that the Greet ~owers have the r eal 
voice in the determination of this policy; but if 
you get a number of minor po11ers in, you can either 
form a minor bloc or the minor group can associate 
themselves With one of the Great Powers . 

As a whole, it seems t o me that it is preferable to 
develop the monetary policy - make it seem - in the 
hope that it will prove to be stable and effective, 
and that then in the course of time other countri es 
will associate themselves, ofter there i s a bit more 
experience in working these arrangements . 
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Well, do I gather from that, Professor Sprague, that 
you are arguing we should give this privilege of 
transfer to Sweden and countries like her? 

Yes. 

You are arguing for it? 

Yes . I see no unfavorable result on the working of 
the tripartite arrangement and , as I say, I see no 
particular advantage of bringing in more members 
at the moment, and I question whether the refusal 
of the transfer privilege would be a large factor 
in inducing them to come in a nyway . I t hink that 
in substance is my position. 

I had much t he same view yesterday morning ~bout 
the wisaom of trying to get everybody into the club. 
Wouldn 1 t .,,ent some, in other words . 

Well , of course, on the l ast three, we sort of call 
t hem associate members . 

May I ask whether in discussing these other countries 
it is on the basis of automatic earmark or automatic 
transfer, or autocatic so far a s the members of the 
club are concerned and then the policy of passing 
freely on special applications for earmark and trens­
fer of eermark for the non-members . 

Well , the question of autometic earmark has been 
decided . 

I beg pardon, Knoke . 

The question of automatic earmark . 

You mean transfer of earma.rk. 

No, automatic earmark . 

Well, we haven't decided in the case of members to 
whom this privilege - we agreed to exte.nd it - shall 
be given this privilege under a general blenket license 
or a specific license for each transaction. Now, if 
we grented the bla.nket license to the members, we 
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might in the case of non-members keep it on the 
special specific l icense basis. There is a pos­
sible distinction between the members and the 
non-members there. 

Is that the point you wanted to raise? 

Yes, I wanted to raise that point. 

Let ' s see if I get it. Uembers to have the blanket 
automatic privilege to earmark and transfer - tha t 
we have all agreed on • 

That was in discussion yesterday afternoon. 

I mean that ' s wha t we were t a lking about yesterday . 

I thought we agreed on that this morning anyway . 

Well , not the automatic part of it. 

There was some ~uestion yesterday afternoon. I think 
it should be clarified . 

That 's what I thought ~e•d agreed to . 

llr . Secretary , may I recall that Mr. Taylor suggested 
that we were agreed on giving the privilege to club 
members but that the method had not been agreed upon, 
and the question of method still open was whether it 
woultl be a generally unders tood policy between the 
Treasury and the Federal Reserve Bank that those 
transfers would. be permitted, but that there would be 
no general license, so that in each case the specific 
facts and the specific transaction would be authorized 
to the Federal Reserve Bank, but in such a way that it 
would be done without any delay. 

No - oh no - I'm not going to vote for that. I 1m not 
going t o go tnrough that. I mean the t makes it impos­
sible for these fellows, and they haven't got anything. 
I mean I'm not going to go through this over and over 
again. 

'.'le •re merely reporting on what had been agreed on. 

I understand . I ' m glad you brought it up . Let me 
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clear the atmosphere. Not being in the room the 
other afternoon, I couldn't know just what you meant. 
When you said method I didn' t know what you referred 
to. But if we •re going to do this thing, let ' s do it 
so that it means something. 

And ~ith that I ' d say to the club members - we ' d say 
to first notify their governments what we're talking 
about nnd we ' d say to those members, "You can come in 
here and earmark gold and transfer between yourselves 
as you desire, always remembering that this whole 
thing is still on a 24-hour basis . 'He always reserve 
that right." Huh? 

(Nods yes) 

Now, does that clear up as to method? 

That decides the ma tter tha t was still left open. 

I mean if we•re going to do this thing, let ' s do it 
so that Lochhead and Knoke can operate . I mean 
they 1 ve got to be able to operate . Otherwise, they 're 
both going to begin to lose weight; jus t now they look 
fairly healthy . 

Now, the other t ning that Yr. Oliphant brings up, or 
Professor Sprague, I think is a very interesting i dea : 
the a lternative on central b anks who are non-club 
members - should Re extend them this privilege on 
request but taking each request under special con­
sj,deration? Now, that is possible. What? 

That ' s the next question. May I say just a word, Mr . 
Secretary '/ I ' ve got t his Open llarket meeting. 

Well , haven't you settled that question yet? 

It ' s just started . 

It seems to me you're afraid t hey may catch their 
breath. 

He ' s afraid they'll put something over on him. 

All right, go ahead . 
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I think it is a big question of national policy that 
you•ve got to decide now. Admitting that the group 
recommended yesterday favorably that all central 
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banks should be al~owed to earmark, the question now 
is, a s I understand it, wnether they should be allowed 
to make shifts of earmarks one to the other, or from 
out the group to in the group, or vice versa. Leaving 
for a moment the Question whether you get specific 
approval in each case or not, discussing the general 
principle, it does seem to me that from the point of 
view of the United States, which now owns pretty 
nearly half the monetary gold in the world, it's got 
the opportunity it never had before to become the 
principal gold market and the principal influence on 
gold of any market in the world. It seems to me that 
you will grasp that opportunity most firmly end make 
best use of it if, having authorized any bank to 
earmark gold her e, you will authorize them to make 
transfers of earmarks; in other words , coming as near 
to a free gold market in the handling of gold in this 
country as you can. 

If I could see the possibility of harm to you or the 
possibility of harm to the national policy, or the 
possibility of r etarding the development of any plans 
that you may have, I would recommend against it. I 
can't see myself any argument against permitting those 
earmarks and transfers of earmarks, except the one that 
has been mentioned here; that is, that perhaps refus­
ing the privilege might be an inducement to some of 
those banks to come in the club that are not now in. 
However, I am rather inclined to agree with Sprague 
that perhaps you don't want that preferred club to 
become too large anyway , and if the t is so 1 the t one 
argument , as an inducement to force them, loses some 
of its force. 

I thi.nk that if you permit free ear marks between 
central banks who are - I mean transfers of earmarks 
between central banks who are permitted to earmark 
here in the first instance, you are doing as much as 
you can to convince the world that you mean to be a 
gold market here and that you mean to give them the 
freedom of ownership of gol d that you recognize when 
you allow them to earmark here. 

Frankly, it would be another way of providing a 
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facility for smaller countries that are not now 

in the club to manage t heir own currencies much 

better than if they have to ship gold all over the 

world. You take little countries - as Mr . Cochran 

points out, some or 'them are no L .i.u c. position to 

hold too large an amount of gold in their own coun­

try . There are certain risks incident to the ship­

ment of gold back and forth. It is an expensive, 

uneconomical way of handling gold anyway, to the 

extent that you can avoid it. bnd i t seems to me 

that you lose nothing and gain much by permitting 

the f ree shifts of earmarks between any central 

bank. 

Now, if you feel that there is some risk there, then 

I think that the most you should do is to require 

special permission in each case, though frankly I 

don't yet myself see the force of the argument of 

even doing that if you accept the fact that this is 

a 24-hour t hing anyway and any country tha t is abusing 

the privilege , you can stop them. 

Now I want to ask you a very important question. 

Let's say we go the whole way and permit free ear­

marking by all central banks in our market, with or 

without special request. Let ' s say we go the whole 

way . 

Yes . 

Then what do you think we should do about the B.I.S.? 

If you permit the free earmarks a nd the free shifts, 

I think it i s a met ter - it is almost immaterial to 

you •whether you permit the B. I. S. to make the shifts 

or not, because t hat is just a convenient mechanism 

whereby some of the small banks, rather than hold 

gold themselves, have kept their balances in the 

B. I. S. , have converted them from time to time into 

gold, then back into cash againi and the B.I.S., not 

itself wanting to hold gold in ~witzerland - I don ' t 

believe they do hold ••••• 

They haven' t anything there. 

I don ' t think they bold any. They have to hold 1 t 
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in England or Paris or in this country, and it ' s 
just a custody account and a great convenience, a 
necessary convenience to them, and I don ' t t hink 
from your viewpoint of any hurt t o you. However, 
if you allo~ the fraa ear~rks here, then I t~ink 
it is much less important to the world t hat you 
perm.it it for the B.I.S., frankly , because then you 
will be doing much for the res t of the world that 
the B. I.S. is now in a position to do for the 
smaller banks . 

Who owns the stock in the B. I . S.? 

It is owned by - the better part of it is owned by 
seven or eight of t he central banks who are in it, 
reduced by the amount they nave sol d to their own 
mhrkets . In our case, there was a block of s tock 
sold under a syndicate headed by the Fi rs t llati onal 
Bank of New York . 

Can I own stock 1n that? 

Yes . 

I can own stock in t hat? 

You have no voting privilege as an individual . 

nao does the voting? 

The original subscr ibers. 

The only vote that the stockholders of the B. I . S. 
have, as I understand t he law, is the right in Kay 
of each year to approve the annual statement. They 
have no other authority. 

Have they the right to disapprove it? 
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I suppose they have that right . They can' t elect 
d.i rectors, t hey can't fix dividends, they ca.n ' t 
f ire offi cers, they can' t do a blessed thing except 
approve of the annual statement in Kay of each year. 

You want to go over to the other meeting? 

I'd appreciate it if you will excuse me . 
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I must go too, lir . Secretary. 

(Harrison and Goldenweiser leave; 
Secretary leaves room £or few 
minutes and returns) 

I think I got a temporary answer to this thing. 
Just see if it hits you people right. Why don ' t 
we do this? Let ' s talk to our five partners and 
put this pr oposition up to them: tha t we are ready 
if they are to give them the privilege to earmark 
and exchange freely in our market , if they do the 
same £or us. Let ' s get their reaction. They may 
have some suggestions . Let ' s see how they react 
to it, see what they have to suggest, and then s it 
back and just take a look a t this thing for two, 
three weeks, a month . I can see this step clearly ; 
I mean I think this is all right . ~ngland or 
France - they may have some suggesti ons. They may 
bring up t he question of the B. I . S., they may bring 
up the question of other countries. They may not 
like th~s . They may not want to do this at all. 
But let s just put this up to them; if they say yes, 
put it in force , sit back, watch i t for a month and 
see what happens; not try to di gest the whole gold 
world at one time. 

You are speaking of the second group now, of a ll 
banks? 

Just t he five countries, just the tripartite, just 
club members . and then, on the others, they can 
continue to e armark but tha t ' s a11. And you ' l l 
have to simply tell them that the Treasury hasn ' t 
decided the policy beyond that . 

I ' m sorry, I'm not quite clear. 
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I ' ll do it again, Knoke, I 111 do it again. We will 
call in here the representatives of Great Britain, 
France, Switzerland, Bolland, and Belgium, and say, 
"Gentlemen, we wish you to communicate to your 
Yinister of Finance that the United States Government 
is ready to extend to your fiscal agent the privilege 
of earmarking gold in the United States and transferring 
this earmarked gol d between these different countries 
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at will, provided each of you gives us the same 
privilege 1n your ovm country.• Period . Paragraph. 
No paragr aph, just period. 

May I jus t say one t hing? 

Yes. 

If you bring in the questi on of earmark there, every­
body will wonder why. It was understood heretofore 
the t earmarking was - we wouldn't bring up, but just 
the question of transfer. Now •••• 

You a r e quite right. Just the question of transfer. 
lie won 't bring up earmark . 

All right . 

And t hen say , •We 1 d like to know what you think of 
it and what suggest ions have you got?• And t hat -
until they answer - until Llr . Chamberlain gets back 
from his week-end and one thing and another - it will 
take a week or ten days till we get tha t answer. 

And then in the meantime if any of the outsi de 
i nquiries come i n , we won't tell them t hat we r efuse 
to transfer, but simply we haven't made up our mind, 
and they will have to continue - if they have a 
specific important t hing a t the moment, if they will 
make a - in other words , we won't t ell t hem that 
we won't , but simply t hat we are not fully decided 
on it. 

I would say if we get a general question that the 
answer would be simply that this thing is under 
discussion, but on a specific inquiry the Treasury 
would gr ant the license. 

At least look it over. 

We ' d take a look at i t . Vle 1d give you our usual 
12-hour service . 

Now let 's just - now, have I made -Wayne, we ' ll 
start with you . 

I think t hat's all right . 
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Vlhat ? 

I think that's all. right. I wouldn't wait too long 
before I a ttempted to answer the other questions . 

;1e11, I 1m r ead,y - I mean one of these f1 ve countries 
may have a very usefUl suggestion to make. 

I think that's all right . 

What? 

I think that's all right . 

Archie? 

I agree on it . 

I agree everything is to be gained by talking to them 
about it. 

Opper? 

Still to be qualified by the 24-hour basis. 

Oh yes. The whole agreement is. 

And •reasonable amounts . • 

I should pr efer not to have aey mention made of 
reason<bl eness or unreasonableness. It raises cer­
tain questions, certain other a spects, and I think 
it i sn ' t a matter that ba s to be decided now. 
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In f act, it • s covered by the Federal Reserve right now. 
We can depend upon the Federal for that . 

What ' s that other definition of the law? I mean just 
something we are always stumbling on. I mean the word 
•reasonable" would be awfully bard to define . I 
d1d.n' t know when I brought that up, Livesey, that the 
Federal Reserve already reserves the right to question 
aey amount. Don't you think it might be a mistake to 
raise it specially? 

~es . You have the thing under your control anyway . 

I mean t hey might think, •What do they mean by 
' reasonable amounts•?• 
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Very small amounts; 135 million is the total e armark. 

There may be reasons wby - which we can point out -
why a t certain times :you might want to a lter • ••• 

{To Livesey) We'll write up a memorandum to these 
countries which I ' ll show :you before we present it 
to them. See? We ' ll draft a memorandum which I 
will read to these five countries verbally. See? 
I 111 read it out loud the way they do to us. And 
that memorandum - before we ' l l do it :you people will 
have a crack a t it. How ' s that? 

All right. 

What? 

All right. 

Whet do :you think, Professor Sprague? 

I think tha t is a feasible way of treating the 
subject. And I think you ' ve got all of the views 
that Stewart and I are likely to have in regard 
to the second stage, if :you reach that stage. I 
wouldn't want to come down here a couple weeks 
hence on t he problem of this second - the non­
members. I tblnk I've definitely expressed ~ 
views on tha t problem. And I can see no objection 
to deferring the other questions until you bnve 
settled ma tters with members. 

No, I think that the other thing will sort of solve 
itself. I mean I think it will -but I just don ' t 
feel tha t I want to answer all of those questions 
today . Would :you? 

No, I think that is a very reasonable attitude. 

George? 

I think it ' s O.K. 

Well , let ' s go the other way . Bell? 

I think it ' s all right. I raise the question as to 
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whether these banks that a re now permitted to earmark 
feel t ha t they have a right to transfer. Do they 
know t hey do not have the right to transfer? 

Well, I'll tell you, it ' s been brought up because 
when they have asked the question so-and-so, we say, 
•We will refer this to the Treasury." I think up to 
that time they thought they had the right to transfer. 
Generally they feel - 1 t ' s always been accepted -
they have the right to transfer . 

I just wondered if this might not be a shock to them 
t o hear tha t we have agreed upon this; they thought it 
was agreed upon. 

They have already had the shock, I think. 

The important thing is t hnt some have r a ised it . 

The question has been r aised now. 

And they have been tol d that "in this case the 
Treasury has granted the license," so I think the 
shock is a part of the past . 

\'/ell, Knoke, a fter all you ' re in the trenches tor us 
on this t hing . Do you feel tha t you can handle your 
telephone conversations and so forth tor a week or 
ten d ays without too much embarrassment? 

Yes and no. Hundred percent as f ar as these so-called 
members are concerned . I don 1 t know yet what you 
decide on the Swedish case . 

I don ' t either. 

But I know that we'll have to send some kind of a 
cable. 

Yes, but I meant, seeing the directi on we are moving •• • 

I ' c entirely satisfied, as t ar as it goes. 

Well, who isn1 t? 

There is Just one point I'd like to 
consideration, and in order to give 
have to go back to something else . 

raise tor your 
point to it, I 'll 
The quest i on as 
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to getting further adherence to the agr eement as 
to general principle, I think, i s a 11 ttle more 
i mportant than Kr . Harrison indi cated, because 
the exte9t to which you can g et additional sig­
nificant members to subscrlb~ Lo the principles, 
which, if you wil~ remember, a re such that they 
co~d so do and add to t he general world confi­
dence of stability and go toward the goal that I 
t hink we'd all l ike to go toward - now, assuming 
tha t that i s a desirable addition, then it may 
a lso be a f act or which wo~d hasten additions 
of certain countries t o subscribe to t hose 
principles , which t hey well can do, many of them, 
without any changes in their str ucture at all, if 
they were deprived of a privilege that meant some­
thing . 

34 

Now the question is, Does the transfer mean some­
t hing? It means - I agree with Ur. Sprague - it 
means not a great deal. It wo~d mean more if the 
privilege of transfer and earmark were tied together. 
Consequently, you may decide t hat you m.i ght wish to 
deprive the countries that haven ' t subscribed to 
these principles of the per mi ssi on to earmark . That 
is not nearly so serious in the ca se of the small 
countries as has been made a pparent, because, t hough 
there are many small countri es that avail themselves 
of that privilege, the amounts involved are small . 
They always have the al t ernative, at a sli ghtly hi gher 
cost, of making those changes in dollars rather t han 
in gold here, or in transferring the gold elsewhere . 
Granted it wo~d be at a smaller cost; but so little 
is involved in their case that I am not sure I wo~d 
let that weigh very much in the larger decision. 

And this is wha t I'm leading up to. If that is so, 
then you might want to mention at this time what you 
initially said ; namely, ear marking and transfer be 
f r eely permitted among these club countries, without 
ma.king any s t ateiDent a t all a s to the non- club coun­
tries. That ' s a possibility which I just thought 
wo~d be up f or consider ati on. 

Well , I t hink we'll simply get t hem excited. They 
won' t know wha t we ' re getting at , and we couldn ' t 
tell theiD . And I don ' t believe in exci t i ng countries 

Regraded Uclassified



White: 

B.II.Jr: 

Oliphant: 

B. M.Jr: 

Oliphant: 

ILK. Jr: 

Oliphant: 

li .III.Jr: 

Knoke: 

Oliphant : 

H. II.Jr: 

Knoke: 

35 

- 35 -

unnecessarily . Simply get them - "What ' s the United 
States getting at?n 

Well , that's ••••• 

Glad you raised the point. Well now, Taylor, will 
you get your people together and see if you can 
draft me something? I'd li.ke to be able to show it -
I have an appointment in the morning with the Presi­
dent and I ' d like to have something to t ake ove~ 

May I mention two things that we'll have to decide 
when we go t o work on wha t you want Taylor to draft 
for you. One is, when we talk about club members, 
do we mean that earmark and transfer - earmark and 
transfer gold belonging to the governments for tbe 
governments • account, and also gold belonging to the 
central banks of those five countries; or, for the 
central banks? 

Now wait a minute . You fellows always make it hard. 
I 1 m ••••• 

I 'm sorry, but I think • • •• 

As fa r as we know... We 111 use E.ngland. The request 
comes, does it, Knoke, from the Bsnk of England, to 
earmark 10 million dollars of gold? 

Of its gold. 

Of its gold. 

Did you say "of its gold"? 

Of its gold . That is, there are two questions there, 
aren't there? That is, its gold and its government ' s 
gold, two di f ferent kinds of gold . 

Who ' s ever raised that point? What country? 

Take France, for instance, waich has t hree million 
nine hundred of gold acquired and earmarked under the 
tripartite agreement; they also have 44 million dollars 
which they shipped over here for securit y , as a security 
measure when the franc looked very sick and they were 
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afraid that the dollar market might close up some 
day in Paris; they wouldn ' t be in a position to 
suppor t the franc and they wanted to have gold 
here . 

Yes , but do we know who that gold belongs to? 

Well yes , because we have insisted that gold under 
the tripartite agr eement be earmarked in a special 
a ccount and we•d be so notifi ed. 

If the Government of France asks us directly to 
earmark gold, the answer would be no, but as long 
as they clear through their fiscal agent, we ' ll do 
business with their fiscal agent. Now, does that 
make it clear? 

You' ll do business through their fiscal agent on 
their gold. 

On their gold. 

Whether the gold belongs to the Government or the 
Bank of France. 

But I think I know what you ' re getting at. If we've 
got a request directly from the French Government 
to earmark - if the French Government sent thei r 
Ambassador, Mr . Laboulaye , and he sai d, "Mr . Mor­
genthau, will you earmark ten mill ion dollars worth 
of gold for us?• the answer would be no . 

The answer would be •see you agent. • 

Yes, •see your agent. • 

But you would earmark gold the title of which was in 
the French Government provided i t went through the 
central bank. 

Ri ght. 

Taen you would also earmark gold the t1tle of wh1ch 
is in the centr al bank. 

Sure . That ' s what we' r e doi ng now, aren't we? 

3S 

• 
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Yes, earmark and transfer. 

Provided that t hey always pay Archie the one quarter 
of OPR percent. - - I always get a nice smile on 
that . 

I ' m glad you mentioned that, because Cochran in one 
of his cables spoke of the Federal Reserve Bank' s 
charge of one quarter of one percent . 
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Now, the other thing I ' d like to menti on, if I may: 
that gold belonging to - use as an example, the title 
of which is either in the French Government or in 
the Bank of France, can be earmarked and transferred, 
provided it is all done through fiscal agents. I take 
it we want to make it clear tha t there can't be any 
hidden - that it can' t be held in trust for anybody 
on the outside. We will only do business on gold 
really owned by a party, and there can't be any 
hidden beneficiary of that gold . 

Our regulations provide for that . We stipulate that 
we will earmark gold which is the property - "which 
is your property," addressing ourselves to a foreign 
central bank. 

Oliphant: nor which you are the sole beneficial owner . • 

Knoke: Those words are also in the agreement . 

H. II .Jr: 

Oliphant: 

H.II.Jr: 

Opper: 

Oliphant: 

What else, Herman? This is important. 

That's all there is. I don' t want non-club members 
getting in by way of trusteeships or anything else. 
No, that's a:ll . 

Have you (Opper) anything? 

(Nods no) 

I think the latter thing is very important in terms 
of - if I may say so, Dr . Sprague, in terms of the 
future development of the earmark institution. I am 
very hopeful that it will be built up - it is a very 
recent thing - but I hope it will be built up to a 
point where it will ride up above wars and stresses 
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as a sacred institution thot will be respected; 
and the surest way to break that down is to ollow 
people to use it for secret and hidden purposes. 

Yes . 

Anybody anything else? 

Wey were you including the - if I understood it -
the right of a government a s such to earmark gold? 

Now listen - t ake him outside, I mean. 

I didn't incl ude it. 

Oh, you didn 1 t? I thought ••• 
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No, it's clear t hat gold owned by a government 
may be earmarked and transferred provided it is done 
through the fiscal agent . 

All right . 

How about the - my - that institution of the B. I . S.? 
Can it function in any way as agent for these partners? 

!lay I point out, llr . Secretary, that r raised that 
latter point because of a paragraph in this memorandum 
that Cochran read. Here it is: "lt may be observed 
that in such transactions, since the gold in question 
is in any case earmarked a t the Federal Reserve Bank 
in the name of the B.I.S., the transfers of ownership 
between customers ot the B.I . S. do not necessarily 
entail actual changes in the deposit of gold appearing 
in the books of the Federal Reserve Bank in the name of 
the B.I . S. " And that would be one type of transaction 
which would violate, it seems to me, the essential 
quality of earmarking, tha t there should be no undis-
closed interests . 

I think that we are notified by the B. I . S. whose 
gold it is, even t hough it i s earmarked in the name 
of the B. I.S . , and furthermore the gold in all cases 
is the gold belonging to foreign central banks, as 
they state in Cochran' s memorandum. 
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Well, if I understand what l.lr . Oliphant is saying, 
and if I understand hi m completely, I am in complete 
accord - that if the B. I.S . earmarks, t hey must dis­
close wh oAver the ultimate owner is , and can only 
earmark for that person, and they can' t be used as a 
blind. 

Tnat•s routine . 

That ' s right, and I would hold, if the legal question 
would come up, that i f they do disclose the owner, 
then it ceases t o be an earmark for the account of 
B. I . S. and becomes an e armark for the account or the 
foreign central bank. They are just nothing but a 
fiscal agent there . 

Supposing that's what they claim t hey are . 

Suppose toey earmark gold f or foreign central banks, 
then they earmark gold on their own account . The 
gold which they are earmar king happens to be built 
up of earmarks of foreign c entral banks . 

It ' s the same t hing . 

I think the title is with t he B. I . S. It is like a 
gold settlement fund . 

I f I was pushed on this thing today, I ' d just rule the 
B.I.S. out of the whole pi cture. I'd cancel the 
privilege to e a rmark and everything else. But I'd 
answer Cochran as to the way his pet child comes in 
that I ' d like to leave the B. I . S. alone until the 
thing i s set tled . 

But you have had transfers so far whi ch will involve •••• 

Well , not you, but if the S. I . S. pushes I 'd simply 
have t o suspend t heir privilege to e ar mark here unt il 
we can take up the question of the other countri es . 
I mean 111if advice would be to let the B.I.S. stay i n 
status quo until we can clear up what ever the next 
step i s goi ng to be. But if they push us , then I 
simply say, •Well gentlemen, if you' re going to push 
us , I ' m sorry, we ' l l have to cancel your privilege 
here.• 
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No, they're not going to push you. 

Well then, I would simply let that thing rest as is 
until we can see what the next thing is . 

Each member would have to deal in his own name 
directly. 

Say that again. 

Each club member would be obliged to deal directly 
in his own name. 

And not through the B. I . S. 

That 's right. 

I mean if that isn' t agreeable to them, we 111 siaply 
have to take the privilege away, because after all 
these five club members have desi gnated who their 
fiscal agent is, and their fiscal agent is not the 
s .r . s . 

No . 

Their fiscal a gent is their own bank 1n each case. 
Now, Berman, so that - I mean so that this memoran­
dum will flow freely, is there anything else? 

No . 

I mean I don't want - I mean I'd much r ather settle 
the argument here so that this memorandum ought to 
be a very simple one and ought to be drawn up very 
quickly . But if there is anything •• ... Knoke? 

No, I have nothing. 

On the B.I.S. ? 

No . B. r . s. is not as close to my heart as others. 

But you will permit that in your memorandum that you 
are reading to your r epresentatives . 

About the B. I.S.? 
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At least make it understood . 

On yes, it must be - that they've got to earmark 
through t heir n~ benks and not through the B.I . S . 

I made a note of that. 

Is neutrality still virtuous? 

I think so. 

What? 

I think so . As a matter of fact, I wasn ' t around 
when that wa s brought up and discussed and put 
under Fei s 1 s observation. 

All right. 

41 
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January 26 , 1937 

The Seere~ary call~d Sooretcu~· H~l~ on t~e 
telephone this morning and aaid, 1 I nave drafted 
a replY to Bull1tt•a t elegram which I received today, 
(This waa Cable 101.) wher ein he makes another sug­
gestion on the French financing. I consider it eo 
important that I would like you personallY to paaa 
on the draft of the reply. I will send it to you 
personallY . I have wored this a little bit stronger 
than usual because ! want to g ive Bullitt and Rueff 
a ' poke in t he nose•. This eort of proposition 
shakes~ confidence in the French Government. • 
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P~P~8E OF TnE~K Smft 

TO: Alller1oan Ellbasay, pari a , France 

DATE: January 28, 1937, 8 p .m. 

!fO. : 38 

PROW SECRETARY KORGE!iTHA U. 

STRICTLY COKFIDIRTIAL. 

The auggeat1ons contained i n your telegram Wo. 101 

haYs f rankly disappointed ae, as they raiae many doubts 

44 

in my mind. Rueff1a suggestion , which you t elephoned to 

me on Thu.reclay, appeared not only unsOWld and i n faot 

unreasonable, but I find no aatiefaotory explanation f or 

the suggestions 1n your t elegram of today. The UDited 

States baa made the efforts wi th which you are familiar 

to cooperate with the French GOYernaent in i te dee t re 

to aohie't'e stability of exchangee , and t his GOYerDllent 

will continue t o cooperate i n this r egard , but I do not 

feel that any of the suggestions recently aade fall within 

t he spi ri t of the Tr ipartite Agreement or the proper field 

of the Stabilization J'llnd 1 o oper ations. Even thougll some 

mention might be aade of the discussions in Congress at 

the t tme the Johnson Aot was paeeed, it is clearly not 

this GOYernaent 1 a polic y to extend t o GOYernaente of 

countriee in default on their obligaticas t o tbie GOYern­

ment any unsecured cr edits f or currency stabilization or 

other purpcsee. 
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January 26, 1937 

A~tached le~ter troo Secretary Hull contain• 
his reac~ion to ~he drat~ or cable to Bullitt which 
HU,Jr. euboitted to h1m tor comment. 

45 
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DK~A"TMII:NT OP' STATE 
..,.... 01' ,_ -=--t'NW 

W~INCITON 

Jan=ry 

Dear Yr. Secretary:-

Answering your note of t he 22d enclosing copy of 

draft to Ambassador Bulli tt f or my examination and 

comment , I would say that t he statecent seems to be in 

acoord with t he general conditione with which you seek 

to deal . . I might add, however, witb reference to t he 

last sentence of f our linea, that I have not undertaken 

t o examine the technical law of t he J ohnson Act in ita 

application to t he matters ~eferred to. 

am sure, had this done. 

SincerelY yours, 

'l'he Honorable 

Henry Korgentbau, J r ., 
' Secretary of t he 'l'reaaury. 

You have, I 
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January 26, 1937 

Gordon Rentschler telephoned t o the Secretary today 
shortlY after three o'cl ock and t he following i a record 
of their conversation. 
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a. tt .Jr: HelJo 

January 26, 1937. 
3 :13 p.m. 

Gordon 
Rentschler : Hello there, Henry Uorgenthau, how are you? 

n. •J . J r : 

P. : 

~: . ,~ . Jr : 

!l : 

H. H •. Tr : 

R: 

H. H. J r: 

T{ : 

H . !~ . Jr : 

R: 

H.H.Jr : 

R: 

R. li . Jr : 

R: 

Oh pretty well for an old man . 

Good. I want to ask you a question that's strictly 
off the record. 

Yes . 

l'ie 1 re being asked 1n London - and I don't know 
whether this is officially or not -

Yes . 

- whether we would like to participate t hrough our 
London branch in approximately a fif t y million 
dollar sterling loan. 

Yes - to whom. 

T~ be loaned- we can •t quite get it - one cable 
says to the Bank of France secured by gold. 

Yes . 

The other says to the government guaranteed by the 
Bank of Fr ance. 

Yes . 
If it•s the latter, of course, we 1re distinctly out 
under the Johnson Resolution. 

Yes . 
If it' s the former there i s possi bly an open question . 
Now heretofore we have always assumed that it may not 
be near enoueh to ask any questi on and we didn't want 
to ask a question and get a formal ruling •• • 

I understand • 

••• • • if, 1n any manner, it would be embarrassing to 

t o you. 
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- 2 -

Well now - now - which is the one that you think 
tbere may be a possibility? 

Well if it ' s- if it' s a question tbat they a sk 
us to l oan to the French gov~rnm~nt gUAT"Al'ltAed 
by the Bank of France, our answer will be "No". 

Yes . 

If they ask us - I mean without referring to 
anybody . If they ask us i f it ' s a loan to the 
Bank of France secured by gold deposited 1n London 
\vhy then, of course, we'd be very much interested. 
If it' s to be gold deposited in France we might be 
a littl e less interested. But1 1n any event, we 
might want to be interested and we don• t w~nt to • •.• 

Yes, now let me get this - this is import~t - I 
~ant to get it straight . The - the first one you 
don• t need any advice on. 

No - no we need nothing about that . We won 1 t 
answer anybody that is asking that question. 

The second one is a loan against French gold 
deposited in London. 

That's right . It would be a loan to the Bank 
of France secured by gold deposited 1n London, or 
a loan to the Bank of France secured by gold 
deposited 1n Paris . Now would that come under 
the Johnson Act . I don ' t even want to ask you 
that question. 

I understand. BO\Y - how much - how • ••• • 

But would it be embarrassing i f we asked ••.• 

I understand • 

•••• somebody in your Department or would you rather 
have us just remain quiet and keep this under 
advisement? 

Ah - how soon do you want an answer. 

Well I can be just as dilatory about i t as you want 
me to be . 
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- 3 -

But - no - well I imagine thut they're closin~ that 
up to-day a ren ' t they? 

They1 re probably- they'll be - the Un<ie<·,a·H.,l' ' S 
market over there •.vill probably close it to-day. 

I ' ll try to give you an answer in an hour . 

All right, that will be fine . 

I mean when I say answer I don't mean answer but I•ll 
try to let you kno~1 how we feel . 

Yes - ah 

Give me an hour on it . 

Yes, I'm going to be at the Roosevelt Hospital . 

Yes . 

At - between 4:30 and 5 end I 1ll come out to a 
telephone just - if you will just leave word that 
Llrs . Klotz is calli ng me . 

Mrs. who? 

Just s ay your Secretary - for her by name. Nobody 
lm0\1s her. 

I see. 

52 

But I will be at the Roosevelt Hospit!U tell Urs. Klotz . 

Yes, at what time? 

Well I ' ll be there- I'll get there at 4:30 end I ' ll 
be there from 4:30 to 5:30 at a Trustees' meeting . 

Well I ' ll - well I tell you what you do. I 1ll make 
it easier . When you cet there at 4: 30 you call me 
and I ' ll have the answer . 

I ' ll call you beck. How long will you be in your 
office? 

Well - I' 111 not sure but if you'll call me when you 
get there, say about 4 : 301 I tll have the answer for you. 
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All right, fine. 

And if you don't want to - you can reverse the 
charges and then they - you don ' t - that wi l l 
make it easier for you up there . 

Yes, well now that - that will be all right provided 
that you let me pay for it then. 

Ob no, t his is on the government. 

I ' m - I don• t want to do anything that is in any 
way going t o embarrass you fellows down there . 

Oh no, no, no , no . 
District 2626. 

You call me on this nucber -

Yes, now there•s one other thing that I just want 
you to know and that ' s also completely off the 
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record and that is as these various French Editors •••• 

As these what? 

The various French Editors . 

Yes . 

Now there ' s the Credit 

Yes 

the one that does the real estate loaning . 

Yes . 

And their- as they have come 1n and asked •• • •• 

Yes • 

•.• • whether we thought this market would be open •• • 

Yes • 

•••. and they have rather hoped that we mi~ht find 
out what the official attitude might be. 

Yes . 

Regraded Uclassified



R: 

!i . tt .Jr : 

R: 

H. t! . Jr : 

R: 

s .w.Jr: 
R: 

B..M.Jr: 

R: 

H.U.Jr : 

R: 

H. :.I . Jr : 

R: 

R.M.Jr: 

R: 

R. IJ . Jr : 

R: 

( R.ll .Jr: 

R: 

B.M.Jr: 

- 5 -

We have said back to them that we do not wish to 
sound the official attitude • ••.• 

Yes . 
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• ••• because the market here is entirely unreceptive ••••• 

I understand • 

• ••• • under present conditions and we've been saying 
that up until about two weeks ago which is the last 
time w~ were asked. I just want you to know that 
for your own informati~n ••••••• 

Right • 

• • ••• as we have no record of it here . 

I understand. I understand perfectly and I 
appreciate your cal ling me and if when you get 
there you cal~ me on that number ••• • • 

All right and remember this - we 1 re entirely -
if it 1 s a matter of foregoing some business to 
avoid embarra ssment why we 1ll be delighted to 
forego the business. 

Wel~ the one situation I have my finger on above 
everything else i s the French. 

Yes. 
And there' s been an awfUl lot going on 1n the last 
three days. 

I realize that . 

And they•ve made me two different propositions - ah -
ah - in the last forty-ei ght hours. 

Yes, the markets rather indicate that there's been 
some progress and that's what I imagine these fellows 
are getting ready for over there. 

&J.t by 4:30 I'll have an answer for you. 

All right and I thank you very much. 

Thank you. 

Right . 

Goodbye. 
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The Secretary spoke to the Pree1n ent 11t 4: ~0 
and said to him, "I have been asked , off the record , 
by the National City Bank whet her t hey should or should 
not participate in the loan i n London to either t he 
French Government or toe Bank of France agai net gold 
wni ch will be deposited either 1n London or Parle. 
Can you see any oojection t o that7 our pe ~ple say 
t nat, under t he law the Attorney General says t hey have 
• o consult their own attorneys; t nat we cannot advise 
t hem. It is Just a policy matter. Th i s is a comcer-
cial loan, a syndica t e of private bankers who are 
goi ng to make a loan to either t he French Government 
or t he Bank of France, and t he collateral is gold. • 

The Pr esid ent 1n substance said he felt that 
this would go against the spirit of the Johnson Act 
and that even though it was secured by gold, t hat a 
l oan to a nation that had not paid i te war debt would 
be againet t he sp i rit of t he Johnson Act . 

The Secretary t hen said to the President, ''I 
will not quote you. As a mat•er of fact, whether 
t his bank participa~es or not wi ll not make or break 
t oe Frenco situation." 

The Secretary, summing up f or the President, 
said , It it 1s a question of t he purcnaee or for eign 
excoange against the delivery of gold, 1t is O.K., 
and outside of that, 1t is a~ainst the spirit of the 
Johnoon Act. 

ur. Rentschler called the Secretary back at 
about a quarter to five to get t he Secretary 's reaction 
to t he •ott the record• inquiry , and in effect the 
Secretary's response was •oon't ask me.• Ur. Rentschl er 
t horoughlY understood the Seoretary ' s implied att i tude. 

Foll owing i s a record of their conversati on: 
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H.U.J r : Hello 

January 26, 1937. 
4;46 p. m. 
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Gordon 
Rentsohle1·: lio;llo Henry. 

B:LI .Jr : 

R: 

H. 4.J r : 

R: 

H. IJ .Jr : 

R: 

H.M.Jr : 

R: 

H . l~ .Jr : 

R: 

H. t' . Jr : 

R: 

1! . '4 .. Tr: 

R: 

H. l.t .Jr : 

R: 

R. I.! .Jr : 

R: 

R.M.Jr: 

Row are you? 

All right . 

This is what I want to say. I think you better 
not ask me . 

Very good. 

See? 

I understand completely and will not . 

Ah - we - we- it' s- we 've talked a lot- it's a ••• 

Both him and I think that •s a smart answer. 

Ah - I just want to say this. We go into the 
spirit of this particular Act, see? 

Yes . 

See ? 

Yes, and we both think that ' s ex~ctly the proper 
ans\1er . 

All right. 

So that 's it's- we' ll leave it on the basis of a 
question that was never asked . 

That ' s right. 

See, i t will bever be asked. 

Yes , now what I•ve done is - for your information -
I ' ve told George Harrison so in case he i s asked 
by any other banks in New York he'll t ell the same 
st ory . 

Yes. 

See? 
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R: 

H. II .Jr : 

R: 

R: 

!l . :.I . Jr : 

R: 

H.U. Jr : 

H: 

u. ·1. Jr : 

R: 

H . r~ . Jr : 

P. : 

H.U.Jr : 

!' : 

·l . ... . J~· : 

R: 

~.!.I.Jr : 

R: 

R.U.Jr : 

R: 

- 2 -

Yes . 

And - because normally those thing s clear t hr ough 
George . 

Yes . 

You unders t and. 

Well we di dn ' t ask George - I - ah ••• • 

No, but he ' s here. 

I see. Well I thought i t was such a procedure •••• 

No but it' s all in the family . 

Yes, that ' s right . 

He understands and •••• 

I was afrai d it would be entirely formalized if it 
went over t h ere. 

No - no - ah - he understan~ but I 1m jus t t elling 
hi m in case some of the other banks ask • ••• 

Yes • 

••••• you might say, •well gosh somebody • • ••• 

Yes 

- somebody - the Chase •• 

Al l I have t o do i f anybody asks us we 'll t ell 
them we t hought i t over and decided we didn ' t 
want t o do it . 

That ' s right. 

Well I'll send t he cabl es back toni ght that we ' r e 
not interested. 

llo , any more than I6 want to have it lmown that. · . 

tlo , no - all I ' 11 do i s just s ay that if the b&.llb 
offer us that we 're not interested. 
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a.w.Jr: That ' s all right . 

R: Yes, we'll do that . 

R. LI .Jr : All right. 

R: Everything else moving all right? 

R.LI .Jr : I think so . 

R: Good . 

B. LI .Jr : I think so . 

R: All right, fine. 

H.U.Jr : Thank you. 

R: Thank you very much. 

R.u .Jr: Goodbye . 

R: Goodbye. 
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The Secretary then instructed ur. Taylor to 
call George Harrison and 1n!orm him o! the •ott the 
r ecorci= inqu.iry ot th& ::a.ticnal C1t.:t Bn...'"lk. !!!"'. 
Taylor was also i nstructed to advise Mr. Harrison, tor 
his guidance in the event ot similar ' 1nqu1r1ea, to 
otter the same unofficial advice , t hat ie, that partici­
pation by American bankers in the loan would be against 
t he spirit o! t he J ohnson Act. 
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Januarj 26, 1937 

In the course ot h1c convere:lt1on '!lr!t-h the 
Pres1dent today r eport 1ng on the call rrom Gordon 
Rentschler, t he Secretary told t he President about 
oa~ 101 !rom Bullitt and or h1s replY. He also 
inf ormed the President that before sending his 
answer to Bull1tt he had cleared it with Secretary 
Hull. 
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CORRESPONDENCE DATE January 26 , 193.7 . 

suaJECTI- TELEPHONE CONYERSJ.'UON 

---..l'il:rlLlUi-CARIGOEL"' BAliK OF FRANCE 

Mr. Cariguel of t he Bank of France telephoned me at 12 

o•clock noon today. Be said he had nothing special to tell us, but 

wanted to let us know that they are still up aga.inst it and are daily 

losing heavily to the market . From a technical point of view, he 

said, he does not see what can be done to r everse the trend. I sug­

gest ed t hat their situation is now al.most wholly responsive to 

political and budgetary developments and he said that is right. 

Mr. Cariguel then said that, naturally, the Paris market has 

bem a big buyer of dollars and he wondered if we bad noticed anything 

speci al in connection with these transactions, such as for heavy French 

purchases of our securities. I told him that r ecently the transac­

t ions in s ecurities for foreign account i n our market have not been 

nearly so large as they were two or three months ago, and that I did 

not think net French purchases here had been very heavy. Be said t hat 

perhaps the movement away from the franc was now taking the form of 

purchases of commodities r ather than securities, and I agreed that 

this might be so as far as our market is concerned, in that foreign 

purchases of our securities have been retarded both be cause of the 

st ate of the market itself and because of soma uncertainty about 

Whet her steps might not be taken ltere to make foreign investments in 

our securities less attractive . I then told Mr. Cari guel that the 

~~ors were increasing ot a turther depreci at ion of the t ranc to the 

lower limit of the range ptrmitted by the preaeot law, perhaps within 

the next taw days. He said that he did not know wbat his people ara 

to do, that he ia now only an execut or ot order s; but be r epeated 
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CORRESPONDENCE 

CON f'IOENTIAL...EIL.ES... 

_lu_~e 

I'I:DIERAL RESERVE BANK 

0' NEW YORK 

DATLJ.anull.l')! 26 1_19.3,.7. 

SUBJECT..l'.ELEPBONE COJi..V.ERSAUOtLWI.l'fl 

Kfi. CARIGOEL , ~ANK OF WNCE. 

- 2-

that he did not see what could be done from the technical point of 

view. I told him also that stories about new French short term 

borrowing in London were becoming pretty specific and that this 

S2 

had been somewhat disquieting to the market , as it could not see how 

such borrowing would do anything but temporarily patch up e bed situa­

tion . Mr. Ceriguel said that he thought conversations wer e still 

going on and t hat, unfortunately, he thought the market was right 

in its view of such e loan. 

I told him that I thought this was a time when perhaps e 

political gesture might be helpful, but that there did not seem to 

be anything new to be done in the technical monetary sense. kr. Cariguel 

agreed. He then said be had Just wished to keep in touch with us, al­

though he had nothing special to say, and r epeated that his market is 

in bad shape. 

AS:R 
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UBD 

SecrEt ary of StatE 

''laohi n.:;ton 

109, Janunry 26, 1 p , m.· 

FOR TIU/.Su.IY, 

GRI.Y 

PI.RIS 

DatEd Jo.nuary 

RECEl.VEd 6 : 15 

• 

~· 1937 

p. m. 

Th£ EXc2a~E ror!n: t todD.y uca fairly quiEt but u E 

unde:ratand fran our rc.rkEt contact t hat tb£ Exchange: fund 

v1ao .callEd upon to pay out a c onoidErablE amount of 

otErlinz , ThE franc ro.lliEd oom£Yiho.t in r Elati on to 

dollo.ro and ia quotEd a t 21 014 o.nd n o al tEration. ThE 

Snioa f r o.nc iraprovEd followino intErvEntion by thE National 

Stliso Banlc. Th E forVIard ratEs again movEd ago.in:lt thE 

f ranc, thrEE months ratE f or dollars moviDG l;\P from 17 

to 53 cEntimEa nne for pounds fran 2 , 30 to 2 , 14 franco . 

ThE o Ecuri ty mo. ricE t wns irrEgul.or and uEo.k. ThErE 

l'l t:rE f£17 bu);'in3 ordEro apT)arEntly c o a rEsult of o.pproach­

:tng month e nd sEttl E!tEn t o.rd probability of carry- ovEr 

ro.teo , l!oot rEntEo sh ortEd loaoEa of nbout <!.0 cEntime:o . 

ThE radical socialist orgo.n, ERE NOUVELLE, sEVErly 

critic i oEo thE GovErnme:nt in connEction uith indications 

thtl t o. lo:rgE FrEnch loo.n ui th o. gold guarantEE is about 

to bE ?oncludEd in London. Thia papEr finds it d ,_fficult 

to 
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!IB D - 2 - ~'109, Januor:r ?.S , ~p.m. f'roo Po.r1B 

to bEliEVE that ~uch ~ o.rro.ngcme:nt is undEr considEration , 

clo.il dna for i noto.ncE tl•c.t it I'IOUld sEriously EndangEr the: 

gold re:oErvEo , o.nd t !1ua Fre:nch na tionnl dEfEnsE , not t o 

ope:o.lc of t :.1E ratio of sold to thE notE c i rculo.tion. ThiB 

'?C.!JEr pointo out the. t i f t l.\E ao.r.IE gt\ c.ro.ntEE u ErE offErEd 

to F'rEnch invEstors a liOrE oubotc..t·ltinl i s::~uE uoul d bE 

e: caily covErEd in Fr ance: , 0.1~ it is uncblE t o undErstand 

n~ n gold t;\-o::trnntEE io rEoErve:d for forEign lEndErs . 

SomE noticE ia otill b£il'l(5 ~vEn to thE sug,:;e: ::~tion 

of n "touriot f r c.nc " for the: Po.:•J.o IntErnational Expooition , 

but tlo.nY oboErvEro contEnd tliC\t i t r1ould b E a poycllolo­

gicc.l miot o.lcE c. t c. timE vd1En o.n c.ttEJ'Ipt io bE ill(> madE to 

c onoolidc.tE thE Exi oting curre:ncy on its nET/ baaio . It 

i o OU31;EOtEd thnt 11id£ UDE of thE 11 t ourist f r anc" T/Ould 

put n str ain on thE n1 arke:t for thE officicl .franc and 

thc.t Ol)EC...Uc. toro uoul<l probr.bly bE tEcptEd t o as sun£ t hat 

ooonEr or lc.tEr a dvantagE mi:;ht bE tnlcEn o.f' thE situation 

nr J.ol.n:; out of such o..'l arr ansnJe:nt to bring thE of.f'icic.l 

f'ranc into linE >lith it . 

s··s : i!PL 
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·- jj.f2r~A fS 
THE WHITE HOI• 1? 

W~INCITOH 

Januar7 28, 19~?. 

IWIOIWIDOII lOR MAC 

Tell Carroll Miller that 

I ha•e th1e draft of a propoeed 

letter to ae and I think before 

the lnteretate Coaaeroe Coaa1111on 

eende th11 to ae he had better 

ooae and eee ae. 

F. D. R, 

/' / 

0 
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Jntntlt.tt «:oauntm «:ommiMion 
II.Ufllqllln 

Honorable Henry Uorgentbau, ~ •• 
The secretar1 ot the Treaaur)', 

washington, D. c. 
MY dear l.!r. Secretary: 

When the abairman or the Commission talked with you 

r ecently in regard to certain commants which appea.red in 

our recant Annual Report w1 th respect to the und1etribute4 

earnings tax, imposed bf the ReYenue .t.ot ot 1935, he a«r•M 
that a represantatiYe ot the Commission would center with 

you in regard to this matter at an early date. subsequently, 

the Commission decided that I should be its repreeentatiYa 

t or this purpose, presumably because I am chairman ot ita 

LegielatiYe Committee. 

You were good enough to send to our chairman a oopy 

ot the letter which you wrote to the president upon this 
. 

subJect on •anuary 12, 1937, and we baYS studied it oaretully. 

Ne were also intormed that at a press oonterence the president 

indioated that he was expecting tram ua a replJ to that letter. 

Betore ooJDUDioating w1 th you in regard to the propoae4 ooll­

terenoe, theretore, I thoaght it well to prepare a dratt ot 

such a reply aa, on the 1nto~tion now aYSilable, it se ... 

to 111111 should be 11111148. I am eendina )'OU a oopy ot that draft 

herewith. It, attar reading it, you teal that a oonteranoe 
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Honorable Henr7 Yorpnthau, :r. - 2. 

would be dellirable, I am at your aenioe at an7 tilu 

this week that •1 be convenient to you, 1t you will 

advise me. However, with your pera1aa1on, I should 

11ke to bring COIIIIIl1aaioner Ulhattia with ae, beoauaa 

ot his great experience with these tinanoial matters. 

It you tael that a oont'arsnoe is unnecessary, please 

notit'T •• acoordingly, and we shall then send our 

reply to the President . 

Encl. 

li:- B 
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{draft) 

Honorable Frankl in o. Roosevelt , 
President ot the United States, 

The 'dhite House . 

Dear J.tr . President: 

The Secre tary ot the Treasury has been good enough to 

send me a copy ot the letter which he wrote to you on January 

12, 1937, in regard to certain comments which appeared in our 

recent Annual Heport with respect to the undistributed earninga 

tax, imposed by the Revenue Act ot 1936 . we have given this 

letter oaretul consideration, and it appears that the secretary 

is laboring under certain misunderstandings or wrong impressions 

in regard to this matter, as I shall now endeavor to ll&ke clear. 

The letter indicates that the secretary is under the 

impression that we have recommended ~ital and tar-reaching 

changes in the undistributed earnings tax, i=Posed by the Revenue 

Act ot 1936, as it a ttects railroad corporations coming within 

the Jurisdiction or the Commission", and also that this reoo~nd­

ation was ~repared and published without the courtesy ot con­

sultation with the Treasury Department". The taots are, we 

believe , quite otherwise . 

1'/e did not , as we see it, reoo-d "Vi tal aD4 tar-r eaohill& 

ohangea i n the undistributed earatngs tax•. 411 that we did waa 

to reoo!llllend that the aitust1o11 ot steaa railroads under the 

Revenue Act ot 1935 be gi.en turther oons14erat10D with a 
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Honorable Franklin D. Roosevelt - 2 . 

view to encouraging railroads with weak financial s tructures 

and those juat emerging trom banlcruptoy or receivership to 

use their earnings, to the e:rtant authorized and approved b7 
" and improve 

t he Commission , to build up/ their property, retire their 

tunded debt , and create corporate surpluses in amounts 

suttici ent t o meet emergency needs, support their borr owing 
• power, and attord 1nsura.nce against obsolescence. 

The Revenue Aot ot 1935, Section l4(d), speciticall7 

exempts tron the surtax certain corporations, including banks , 

insurance compani es , Joint stock land ba.Dks Ol'8'lllized under 

the ll'ederaJ. Farm LOaD Act, and corporat ions which tor any 

portion ot the taxable year are insolvent and in receivership. 

69 

The corporations exempted a re thoee having sam1- publio functions 

or those in ditticulty. The railroads are ~blic wervice cor­

porations, and those which the Commissi on suggests be given reliet 

trom the tull operation ot the surtax a re those chronically in 

distress because ot their poor tiDa.ncial structures or those 

Just emerging trom bankruptcy or receivership proceedings. 

The surtax is imposed on the undistributed net income. 

Ul:lder the provisions ot s ection l 4(a) ot the Revenue ACt, in 

arriviug at the undietribu.ted net income, certain de4uct1ou, 

includiug the ere4U provided in section 26 (c) , are allowe4. 

The credit provided i n s ection 26(c) is tor aaou.nta peid out or 

res erved tor retiriug tunded debt or withheld tr0111 stookholdera 

under written contracts ot a certain ki nd executed prior to ._, 

1 , 1936. Ye th1n.lc oou14arat1on ahoul4 be giT&D to the 4aa1r­

ab1l1t7 or e:rtandiug t bie provuion .t o uou.nta pe14 ou.t unller 
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Honorable Franklin D. RooseTelt - 3 . 

similar con• raot s execut ed after April 30 , 1936 , under r e­

quirements imposed by the Commi ssion. 

FUrther precedent ror what we suggested is round in the 

provisions or Section l4(a) (l )(C) and (D) or the ReTenue ~ct , 

under which there may be deducted rrom ne t income, in arriving 

at the undistributed net income, i n cese or a holding oompa.ny 

arriliate , the amount allowed as a credit under Section 26(d) , 

and in case or a Nat ional Kortgage ~esociat1on created under 

Title III or t he National Housing ~ct, the amount allowed as 

a credit under Section 26(e) . The credit allowed in case or a 

holding company affiliate is the amount or the earnings or 

prorits which t he Board or GoYernora or the Federal ReserTe 

Sys tem certifies to the Commissioner (or Internal Revenue ) has 

bee.n d evoted by such affiliate during the taxable year to the 

acquisi tion or readily marketable assets other than bank stock 

i n compliance with Section 5144 or the Revi sed s t atut es. The 

credit allowed in case or National Mortgage ~ssociations 

'70 

created under Titl e III or the National Housing ~ot is the amount 

or earnings or profits which the Federal Housing ~dministrator 

certifies to the Commissioner has been devoted by such •ssoc ia­

tions during the taxable year to the acquieition or such reserTea 

as t he .A.dminietrator may require under the provieions or Secti on 

303 or that .a.ot. This aeiiiiiS to us t o be a precedent ror the 

suggestion t hat the r a ilroads be encouraged to build up their 

surplus ror purposes consist ent with the public i nter est, to 

t he extent that we .. y aut horise . 
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Honorable P'riUlklin D. RooseTelt - "· 

In the light or the above , w do not reel that we 

suggested "Vital and tar-reaching changes in the undistributed 

earn1Dge tax•. Nor 1a it correct that the suggestion was made 

"Without the courtesy or consultation with the Treasury Depart­

ment•. !be duty or preparing tor the consideration or the com­

miseion a chapter tor the Annual Report on sinking tunda and 

other reaerTe tunds was delegated to c . E. Boles , assistant 

director or our Bureau or l'inanoe . Berore undertaking to prepare 

the d.ratt , he spoke i .ntormally to Ml'· King, special Deputy to 

the Commissioner or Internal Revenue, about the obJections rail­

roads were making to setting up sinking tunds beoauae or the 

erreots or the undistributed earnings tax. Mr. King suggested 

that Boles apeak to the head or the Legielat1Te Division or the 

General Counsel ' s Otrice , Bureau or Internal Revenue. BOles• 

account or what then transpired is ae rollows: 

Mter the d.ratt or the chapter on sinking tunda 
and other reeerTe runds was completed, I sub­
mitted it, under instructions rrom commtsaioner 
Meyer and the Director or this BUreau, ae eTidenoed 
by the attached copy or the Director•• memorandua 
or October 21

1 
1g35, to the Legielat1Te Div1a1on 

or the Genera counsel's ornoe, and 1t was checked 
by the assistant head or that DiTision and by other 
e.ployea who were called in to w.te part 1D our 
41souaaion. It was generally agreed by those with 
whca I conterred that there should be no obJect1oll 
to .U:ing such Clb&ngea ill the ReTenue Act as were 
auggeate4, as the proT1aioll8 necessary to rel1eTe 
weak carriere aDd those ... rgiDg rrom receiTerahip 
and ballkruptoy would be similar to those prov1a1ou 
to whioh I haTe called apecitio attentioll abOTe. 
Net,her they nor I oollBidered that the challgea 
neouaary to produoe the dea1red result woul.d lie 
111oou1atent w1 th the •Jor obJeotiTea or the 
Ull41atributed eUD1Dga tax or the pr1Doiplea upoll 
DJ.oh the Prea14ot•a uauge to consre•• UDder 
date ot Jaroh :s, 19:55, were baaed. 
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Honorable Franklin D. Roosevelt - 5. 

At their suggestion I inserted in the drart 
arter the word " encouraged" (page 19, line 5, or 
t he Commission ' s Annual Report) the words "to uae 
their earnings, to the extent authorized or approved 
by us" . As originally drawn, the chapter concluded: 
"lt lS recommended t hat such changes be made in the 
Revenue Act as will be conducive to that endw. 
Representatives o r the Bureau or Internal Revenue 
suggested no changes in t his language . The com­
mission, however, subst i tuted tor this conclusion 
the one used in the Annual Report, namely, wwe sugges t 
that the situation or the steam railroads under the 
Revenue Act or 1936 should have the further consider­
ation or Congress" • 

. There was certainl y no intent to make any reoom­
mend!tion cobtrary to the principles upon vhich the 
President ' s message to congress under date or L~cb 
3 , 1936, vas baaed, or to make recommendations tor 
any vital or tar-reaching changes i n the undistributed 
ear nings tax, or ror any changes contrary to the 
major objectives or the undistributed earnings tax, 
7fe were under the impression that we were taking the 
proper steps to see that our recommenda ttons would be 
in line with the major views or the J\dministrat ion 
on taxation. 

~e would , ot course , have been glad to consult the sec­

retary or the Treasury in regard to the matter also, but the 

need for such consultation was at no time suggested by t he 

Legi slative Division or the General counsel •s Office, aureau 

or Internal Revenue . In all or the circumstances it did not 

occur to us that we ought to bother the secretar y with such a 

consultation. 

The statements in the thir d paragraph or the secretary's 

letter to you summarize in substance what we said as t o the 

errect or t he provisions or the Revenue J.ct on railroads re­

quired to set up sinking tunde and other reserve r unde , with 

t his exception : Our report shows that the surtax .,uld appl7 
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adversely not only to weak roads reor~Dized subsequent to 

April 30 , 193&, but to all weak railroads required to set 

up sinking funds or other reserve funds subsequent to APril 

30, 193&, tor the purpose or retiring a part or their funded 

debt or improving their property. 

Beginning at the bott om or page 2 or the secretary•s 

letter, he sets torth some "important considerations" , numbered 

(1) t o (4) , which he says our report "does~ mention". The 

tirst or these appears to have no bearing on the questions that 

we discussed. The exemption referred to is provided in section 

14(d) or the Revenue Act, and has been mentioned above. rt 

applies only to corporations which tor any portion or the 

taxable year were in bankruptcy under the laws or the united 

States, or were insolYent end in receivership. All we understaud 

this exemption, it applies only to a corporation while it is in 

bankruptcy, or is insolvent and in receivership, and tor such 

portion or the taxable year as is unexpired when bankrUptcy 

or receivereh1p proceedings terminate. rt does not apply to 

such a corporation attar reorgan.1zat1on, except during the 

remaining portion or the tazable year in which 1t waa in 

bankruptcy, or insolYent and in raceiYership. EXCept tor t~ 

vary limited period stated, the corporation upon termination 

ot bankruptcy or receiYership is no longer entitled to ex .. pt10D. 

We are not interested in sinking tuude and reserve tuude tor 

oorporatloae in bankrUptcy or race1versh.1p. oar interest ie 1a 

the gradual. 1mpro'RIUJit or the tinanci&l struotur .. or such oqr-
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porations attar they emerge trom such proceedings,and in tho 

gradual improvement or the tinancial structure or weak ran­

roads that have barely a~ided them, in many instances only with 

the aid or the Reconstruction Finance Cbrporation. 

j ith reterence to the second consideration, which the 

Secretary states our report does not mention, we have been 
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unable to rind any provis i on in the Revenue Act exempting reserves 

tor improvement or property or retirement or debt, other than such 

reserves as were required to ~e set up under contracts entered into 

prior to Mlly l , 1936. The atte.ntion or J£r. Boles wa• not called 

to any such provisions during his conterence with representatives 

or t he Bureau or Internal Revenue. section 23 or the AOt does 

allow deductions tor obsolescence and depreciation, and tor that 

reason the reference to •insurance against obsolescence~ on page 

19 or our report should have been omitted, or limited to obsoles­

cence tor which no provision has been made in the past, as con­

trasted with currently accruing obsolescence . \Vith this possible 

exception, such allowances are 1n no way pertinent to the matters 

which we d1souaae4. They sarve merely to cable the carriere to 

eat aside part or their gross inoome to retleot the cost or 

property that is ourrently~e1ng warn out or othe~ise losing ita 

,value, end ree.J.4 are part or the operating expenses that IIIWit be 

considered 1n arriving at net inoo- tor tax purposes. 'l'be 

problem whi ch we were oonaidering was not ao mnch the proper 

maintenance or property ot the carriers, but rethu the iJil)rov-• 

or the1r financial atruoture, '!'hue neeclecl, through retir-t or 

Regraded Uclassified



Honorable Franklin D. RooseYelt - 8. 

a part or their tunded indebtedness or by building up property 

out or earnings without the iaaue or any securities , whether 

stocks or bonds. 
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~ith rererence to the third consideration, which the secretary 

~:~.enUona , this 1a to the ettect that carriers DillY reduce their 

tunded indebtedness through withholding their earnings tor that 

purpose and paying dividends in preferred stook to their common 

stockholders , or by using their earnings tor that purpose and 

reimbursing their treasury through the issue or securities otrered 

to common stockholders tor subscription. The Chesapeake & ohio 

Railway Compan.y resorted to a preterrell stock dirtdend to escape 

surtax, authority to issue $1~,315,~00 ot preferred stock having 

been authorized by the Caamission, Division 4, on Dec.aber 3 , 

1936, in :nnance Docket 11429. s11111lar action was authorized 

by Division 5 in the ossa or the Greyhound corporation. 

The requ1remmts or weak carriers tor retiring tunded debt 

cou1d seldom be met through the issue or stook to be sold stock­

holders , because stockholders o~ such companies are not likely 

to subscribe tor additi onal stock. The met hod suggested or with­

holding earnings and deo.laring preterred etook dividends, 

as was done by the Chesapeake & Ohio, one ot the strongest carriers 

in the Ul11ted states , would be objectionable in oaee of weak 

carr iere, tor two reasons. n .rat, III&DY ot the weak carriers are 

over capitalized, and aubstitution or stook tor tunded debt will 

not cure this deteot. ne only way to do 1t 1a to reduoe the 

total aaount or seourttiea outatand1JIC, preferably tunded debt 
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securities, or build up the property out ot earntnas ritbout 

i ssuing any securities. second, under well established princi ples 

rollowed by us during >he last 17 years , ~ailroads c.rc not per­

mitted to iSsue securities , whether atoolcs or bonds , in e xoeaa ot 

their total oapitaliza~e assets . It weak carriere, which as a 

rule have 11 ttle ir any surplus , aDd ma.ny ot which show detioi t a 

in their surplus accounts, are permitted to capitalize all their 

capi ta11zable a.sseta through the issue ot s took, no margi.n will 

be lett upon which they may base an issue or bonds in times ot 

trouble , and at suoh times it would be impossible tor them to 

issue stock ot any kind . 

The rourth consideration which the secretary states our 

report does not mention, namely, the tact that instead or a tlat 

rate or 15! percent, the present law admits corporati ons to a 

gradusl rate trom 8 peroent to 15 parcent, does not appear to 

have any appli cation to t he matters which we di scussed. ~ 

question under discussion i n our report was the applicability 

or the undistributed earnings tax, which may be avoided by certai.n 

carriers required to s et up sinking tunds, llll4 can not be avoi da4 

by other carriers requ ired to set them up. In passing , it should 

be noted that the 1!5 percent rate mentioned by the s ecretary 

applies to net incomes in excess ot $40, 000 per year. The benetits 

or the graduated rate would be a very small matter i.n most oases 

as compared w1 th the heavy burden 11lposed by the surtax, 11b iah 

etten would aaount t o about 21 paroent ot the undistributed net 

iooou. see s eoUon 13{b) llll4 s eot1o11 l•fb) ot the Revenue •ct. 
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~ith reference to the stat~ent in the first paragraph on 

~ge 4 or the secret aryta letter, that it is inaccurate to 

descr ibe the tax • s a penalty; 7/hateTer the corrAct description, 

the tax would in ettect throw a burden on financially weak raU­

roads r equired by us to set up sinking tu.Dds out ot their earnings , 

whereas t his burden cou.ld easily be avoided by the strong carriers. 

There is no reason why t hese corporations should not »eceive pre­

tarred treatment under the law, a s well a s corpora tions in receiver­

ship and benkruptcy, wh i ch do receive preferred treatment under 

t he law. It is merel y a mat t er or degree. In case ot corpora­

tions in bankruptcy and receivership, the bond!lolders are benet! t ted 

to the extant that earnings o r t he corporation are not subJect to 

t he surtax, ~hereas 1n case or weak carrier s, it t hey were 

exe.pted in certain ci rcumstances, as we suggested, stockholders 

as well ae bondholders would be benefitted. Furthermore, the 

corporation itself would not be t orced to pay a tax that strong-

er corporations may lawtul l y escape. 

Summarizing the matter, we are not persuaded, attar review­

ing the Secretary•• letter, t hat we er red in the euggestion which 

we made in our Annual Report . NOr do we reel that we can Justly 

be convicted or lack ot courtesy to the Treaeury oepart11111nt . It 

remains to consider one further general cri ticilllll tlla t the letter 

contains . That is to the ettect that we should have taken this 

question up with the National Baergency c ouncil before includtDa 

the suggestion in our Report . 

Section 2.1 ot Part I or the Interstate commerce .A.ot dirent 
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the commission to 1111ke aDd tranemit ~n annual report ~ 

consreas , which "shall contain such information and data collected 

by the Commission tiii my be cc:c::1:1::::-ed or '1"~ ue in ths determilla­

tion or questions connected witb the regulation or commerce , 

together with such recommendations as to additional legislation 

relating thereto as the Commission my deem necessarY"• The law 

contains no direction that we shall take such matters up with the 

National Emergency council before making this annual report, A• 

a matter or courtesy, we would have no objection to taking th-

up with the Council, but our a1111ual report is quite a bulky docu­

ment and we doubt the practicability or such procedure , NOr did 

we know that it was desired. 

Pinal.ly, we are unable to believe that the submission to 

Congress by the Commission or the views which the law directs it 

to subllli t can be prejudicial to the cause or good and etricient 

govel'lliiUIIIt . It' the views a re unsound, they wUl not lone s1and 

up undar attack. It' they are sound, they should be ot benetit to 

Congress. The t'ree expression or honest opinion by 1nt'orae4 

bodies is, it se..a to us, emi.nently desirable, 

Reape.ctt'Ully yours, 

Chairman or the Colllllieaion. 
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Eccles : 

H.ll .Jr : 

E: 

H. IJ •• Tr : 

E: 

H •. 4 . .. Tr : 

E: 

H.U.J r : 

F: 

E: 

H.M.Jr: 

.. , : 

R.ll .Jr : 

E: 

R. J.t . Jr : 

E: 

R.W.J r : 

E: 

B.U.Jr: 

Bello 

Marriner 

Yes, Henry . 

January 27, 1937. 
9t l2 a .m. 

How would 4 o ' clock suit you? 

Suit me fine . 

Well w:l.l.l you come here then? 

Yes. 

And then Will you just come to my door and tap 
on the door and I 111 - I'll - I ' ll have it opened 
for you. 

You mean the door off the elevator? 

Yes . 

All right, I •ll do that. 

Right • 

All right. 

Now - ah - are you going to give me a chance to 
have some memorandum or talk, if I want to, t o 
Goldenweiser or how am I going to get all the 
facts that you•ve got? 

Well what I t hought I •d do over there is bring 
you some charts that Goldenweiser bad prepared 
that just gave you a picture rather quickly. 

I see . 

\'/hat I wanted to talk to him besides just giving 
you the pict ure too is - ah - was the question of 
your plan on financing and then I wanted to talk 
to you about the matter or t iming this thing . 

Yes . 

As well as giving you the picture. 

Yes. 
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E: 

R. ILJr : 
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Now if you•d like me to bring Ooldenweiser over 
I•ll be glad to do it. 

We11 just let •s talk and if we want him I can send 
for him, if I want. to ask any questions, right? 

Yes . 

All r-ight . 

All right . 
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R.:.t.Jr : 

Eccles : 

!l. ll. Jr: 

E: 

R. '4. Jr : 

E: 

E: 

H. !LJr : 

E: 

R. 'A.Jr : 

J:. : 

f! . 'J . J r : 

E: 

H.M.Jr : 

E: 

R. IJ .Jr : 

E: 

R. t.I . J r : 

E: 

War riner . 

Yes 

January 27, 1937 . 
10:25 a .m. 

I just lef t the President . I went to see him 
this morning and he ' s going to have you and 
me in at 4 o ' clock. 

Oh at four. 

Yes . 

All right . 

Now i f you want • •• •• 

Then I •ll - I ' ll meet you over there. 

How about coming here at three and let ' s - let ' s 
t alk the thine out first hero . 

Well that r 11 - t hat 1 ll be fine . 

See? 

That would suit me better . 
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Well then let' s have - because -I - I - I want to 
clear it in my own mind . 

Vlell all right t hen I 1ll be there at thr ee . 

Righto . 

And t hen we ' ll go over t here at four . 

Righto . 

That • s fine . 

Thank you, !larriner. 

All right. 

Regraded Uclassified



Operator: 

H. l.! . Jr : 

•ccles : 

!l. loi .Jr : 

t : 

F. .::. .Jr: 

H. !J. Jr : 

E: 

H. 'J.Jr: 

E: 

H. '.! .Jr: 

E: 

H. !I.Jr: 

E: 

H. ?J . Jr: 

F: 

H.U.Jr : 

Rello 

Eccl es . 

Hello 

Hello . 

lolarriner . 

Yes . 

J anuary 27, 1937 . 
12: 35 p.m. 

On account of the time being so short I wonder if 
this program would be agreeable to you that when 
you come over - bello -

Yes . 

That when you come over that I have the peo~le in 
here who advised me so they can bear what you•ve 
got to say and we ' 11 all go along together because 
I won ' t have much time and they ' l l all hear the 
story and we ' ll chew it out right in front of you. 

\'/ell I - I don ' t -

I 111ean ••• 

Yes - who - who would you want? 

Well you - I 111ean - the r egular people - Baas and 
Taylor and Upham and Bell . 

Yes , that ' s all right . 

I mean the people that Raas has working wi th us. 

Ah-ha . 

I mean - ab ••• 

That ' s all right. Wel l now • •••• • 

The only reason - I mean 
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f : 

H . ~' .Jr: 

F. : 

K. Y.Jr : 

E: 

R.11. Jr : 

r : 

B. u.Jr : 

r : 

H.!I .Jr : 

E: 

R.M.Jr : · 

E: 

R. Ll .Jr : 

E: 
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What I would Hke to do is to merely give you 
the picture as we see it, see? 

Yes . 

Then I - I don ' t want to put you on the spot at 
all . I mean I wouldn ' t - it isn1 t for t he purpose 
of saying , "What •s your view and we ask you to take 
the responsibility•. I mean- we - we - we're 
willing to do that - take the responsibility of the 
thing but you naturally want to be in a position 
if the President - ah - asks you your opinion as to 
'llhat you think. 

Yes, nell the point is normally what wetd do i s - I -
I - I think he will ask me . 

Yes, sure he will. 

The normal thing would be that I 1 d talk to you 
and then I td come in ~nd ask these people to come 
in and I •d say this is what Eccl es said - what do 
you think. Now in order to short circuit that -
if you don ' t mind - after all you know all the boys 
here in the Tr easury . 

That• s all right - tha t - that would suit me fine. 

And you can - you can trust them. 

Yes . 

And then they can go along as we go along because 
we • ve only got an hour on this thing . 

That ' s right . 

Until I listened and then called them in I won ' t 
have time. 

That ' s o.K. with me . 

And on account of - is that all right? 

That's o.~. That•s - that•s all right. 

And on that basis you brinr. anybody who you want 
with you. 

Yes. 
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F. . " . J r : See? 

F. • • , . Jr : 

. . 
l1 . u .Jr : 

L: 

:! • •• Jr : 

. . . . 
R.". Jr : 

r : 

Well I , •••. . 

Tha t 's up to you. 

All right • 

I mean I don •t - i t • s entirely up to you but I - I 
just didn't ••.•• 

Well I won 't - I - I wouldn't bring mor e t han one 
or two . I'm pret ty familiar w1 th the whole thing 
myself . 

All right . Well it would make it much easier for 
me if you ' d be Willing t o work that way. 

I would . I would . That •s - that ' s perfectly 
agreeable . 

Thanlt you very much . 

All. right, thank you. 
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'lpPrator : 

H.M.J r : 

H. ti .Jr: 

Pet 
tlarrison : 

H.ll .Jr: 

H: 

!l. ll . Jr: 

R: 

H. l.! .Jr : 

H: 

R. !! . Jr : 

s: 

H. !t •• Tr : 

H: 

H. !A •• Tr : 

H: 

R. '! . Jr : 

Go ahead . 

Bello 

Bow ar e you Henry? 

Hello Pat . 

Ye s . 

January 27, 1937 . 
11 a . m. 

I got your message - that you called. 

Yes, I called you and they told me you were at the 
White Bouse and I had to so a conference ••• • 

Yes . 

•.••• and I was afr aid you would t hink I wasn' t able 
t o get you . 

Wel l no\1 • ••• • 

I told Oli phant I called up Parker and found he had 
the flu and he ' ll probably not be up this week, you 
see? 

Well he •••• • 

85 

~ell any confer ence I had without Parker why I 
couldn' t get very far because he ' s made an exhaustive 
study on this. 

Wel l here' s the thing . I 1 m going away for a week. 
Next week I ' m going to be away. 

You' ll be away all of next week? 

All of next week. back 
Ah-ha . Well this stuff - as soon as you come/then 
we •ll have a confer ence. 

All right . 
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H: 

ii . \I . J r : 

1: 

li . 'I , Jr: 

f! : 

!! , f.I , Jr : 

B: 

H. " •. Tr : 

R: 

H. :J •. Tr: 

H: 

l! . '' ,Jr : 

H: 
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I just don ' t want to get myself in a jam down here 
before my Joint Com::~ittee . I don't want any report 
to be made ••• ••• 

I understand . 

•••••• on this proposition until I get - have talked 
i t over to him . 

Well I want to make it - just explain to rou per­
sonally that 1 1 m going to be gone all of next week. 

You'll be back about Monday week . 

I•ll be back uondsy week. 

Well when you get back we' ll have the conference . 

All right Pat. 

Unless rou want - unless you want Oliphant and Magill 
just to have a conference with us and then we ' ll have 
a confer ence when you come back. 

I ' d a little rather be there for the f i rst one . 

All right, let•s put it off till the following week .. . .. 

All right . 

• •• •• • vmen you get back and then you have your 
Secretary notify me. 

I t ll do that Pat . 

All right, thank you. 
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January 27, 1937. 
12: 50 p . m. 

H. •t . Jr : I just wanted t o say I appreciated so much 
your coming d01·m and I 1m sorry I didn ' t have 
a chance to say goodbye . 

\'!alter \'lel l that ' s very nice of you. I wanted to 
Stewart : suy goodbye to you and we got separ ated . 

H. ·• . Jr : ·:/ell I' m sorry and I just - I really appreci ate 
it so much when you do come down . 

S : Well that ' s very nice of you to s ay it and I •m 
glad to coMe when you feel that I can be of any 
help. 

P. ' .Jr : J~d you a lways do make a real contribution . 

S: Thank you very much . 

H . ~I . Jr : Goodbye . 

S: Very nice of you to call . 

!l . !I ,Jr : Goodbye . 

S: Goodbye. 

(llote: Mr . \'/alter Stewart i s with Case Pomeroy) 
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Operator: 

n. t.! . Jr: 
Arthur B. 
lloore: 

B.ll.Jr: 

II: 

a.».Jr: 

ll: 

li .K.Jr: 

Y: 

a .M.Jr: 

!ol : 

8, /oi,Jr: 

1(: 

B.ll.Jr: 

II: 

R.M. Jr: 

ll: 

H.II.Jrl 

January 27, 1937. 
2:40 p.m. 

Senator lloore . Go ahead. 

Hello 

Hello 

Senator lloore? 

Yes sir. 

ilorgenthau 

Oh yes sir . 

Bow are you? 

Well I 'm pretty good . 

Since when do you need an Ambassador from South 
Carolina . 

(Laughs) Well Jim is my pal. 

(Laughs) I see. VIall he ' s a good pal to have . 
Be 1 s mine too, 

By God I thought nobody could get near you unless 
he 's in line to have 

No, you never called me before. 

r>y God it • s the 

What? 

So I thought it ' d be better for him because you 
might believe him and I'm Just a Hudson County 
Democrat. 

I see. Well I ' a just a Uutchess County Democrat. 
Senator, the President did s end that over to me 
and what we - we •re following the usual routine 
on the thing and haYing an investigation aade ot 
Bogan and until tbat's completed I won' t know 
where I •a at. 
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M: 

H.!i.Jr: 

Ill : 

!i.ll. Jr: 

1.1 : 

11 . 1~.Jr: 

.11: 

a .M. Jr: 

1.4: 

H.K. Jr: 

II: 

B.II.Jr: 

1.1 : 

i:I .U.Jr: 

K: 

fi .M.Jr: 

II: 

H.K.Jr a 

-2-

Well I only wanted to say this. We don ' t care 
whether it's Hogan. Any Democrat up there is 
good enough for us. 

Well now Senator •• •• 

There's a lot of ot her fellows and the only reason 
be said Hogan was that the first man i s Downey 
and Downey bad been there 25 years and Helvering 
said be was too old. 

Helvering did. 

Yes . Downey's been there 25 years . Downey lives 
in Paterson - be' s an organization man. 

Yes. 

And we 1 d like b.1.lll but b.e said be was 60 something • 

Well I didn't know . 
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So then we thought tha t well Bogan came from Kansas. 
In fact Hel vering was the same in his 
party . He ' s been there J4 years and but we don' t 
care. There are four or five other Democrats there. 

Wel l Senator, I asked Helvering over here yesterday. 
Ne t alked about it. 

Yes 

And be says it will take a little time but just as 
soon as it's ready and when we know I ' ll ask you 
whether you ' d drop in some morning on your way to 
the office •••• 

Yes • 

••••• and we •ll haven talk about it . 

Yes, well keep 1n mind that we don' t care about Boga.n . 

Ob good . 

It doesn't mean a thing . 

Well •.. . 
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s.:A.Jr: 

II: 

H.M. Jr: 

II : 

H.W. Jr: 

II: 

H.li.Jrl 

lol: 

H.II.Jr: 

1{: 

B.ll.Jr: 

Ill: 

B.M.Jr: 

II: 

H.M.Jr: 

Ill: 

B.l4. Jr: 

M: 

-3-

There are four or five other fellows that have been 
there 10 and 20 years . 

All right . 

Any one of them will do. 

All right. 

Our only point is that it looks awful bad when here's 
a Republican that Hoover put there and did all be could 
to hurt us and we can' t change it. 

Well '111.11 you be a little -give me - be a little 
patient and I'll - I'll do the best I can. 

That would be fine but understand we don' t care 
about Bogan; anybody. 

All right - all right. 

Just anybody ' s a Democrat, that's all . 

And - a nd just remember that anytime you want ma 
if you give me - oh n couple of hours' notice I 1m 
always available. 

That's fine. Thank you. 

Thank you. 

If we just get that- we don 't care who's 1n there . 

All right. 

Thank you. 

All right. 

I ' ll bear from you next week I suppose . 

Well no I'm going away tor a week ' s vacation. I 
stayed here while the Pr esident went to South America •• • 

(Laughs) 
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Ill : 

I! . II.Jr: 

II : 

II . U. Jr: 

!1 : 

1! . 1J .Jr: 

II : 

-4-

•••• • ,and while Yr . Hull was gone so it's~ 
turn and I 1 111 goi.ng away for a week. 

Well -

But as soon as I get back it will be the first 
order of business. 

Well that's fine . All right, thank you but bear 
in mind we don ' t care who you put in as long as he's 
a Democrat. 

Suits me. 

All right. 

Thank you. 

Thank you. 
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r . L' .Jr: 

H. 'J. Jr : 

!l. I.I . Jr: 

1:: 

F . ~• . Jr : 

... 
!l . !'. Jr: 

!J : 

R.M.Jr : 

II: 

P. :.: . Jr : 

IJ : 

R. " .J r : 

V: 

H.M.Jr : 

H.M.Jr : 

l! : 

IL II .Jr : 

1.1 : 

January 27, 1937. 
3 :04 p. m. 

Well you 1 re it Roswell. 

Well you certaL>Uy did a good job. 

They confirmed you at 2:25: 

Well that 1 s - that•s fine. 

So come on do'vn so I can go away now. 

(Laughs) Well I may. You know I ' m glad that you 
had some incentive like that . 

Ri ght . Well -

I •ll come down there. I •ll come down tonight a s 
we spoke of yesterday . 

All right . You'll be around here about 9 - 9: 1 5 
tomorrow. 

Yes I 'll be around anytime and place you say . 

About 9 :15 I •d say . 

All right, well I'll - I•ll get over about then. 

O.K. 

All right. Vlell tha t' s fine . I•m glad there was 
no trouble about i t anyway . 

No . All right, I ' ll look forwar d to seeing you. 

Anything you want me to do in the meantime? 

Just be a good boy. · 

(Laughs) \'/ell I think I can hold out that much 
longer. (Laughs) 

(Laughs) All right. 

Thank you very much. 

Goodbye . 

Goodbye. 
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January 27, 1937 

The President tod113 approved the fo llow.tng 
proposal: 

"Th e UnlLed States Treasury is prepared, on 
the basis of recipr ocity , to authorize transfers of 
earmarks of gol d between the t reasuries, exchange 
equalization or stabiUz.ation funds, or fiscal agencies, 
r eferred to in t he announcements of tne Secretary of 
t n e Treasury of Oct ?ber 13 and Uovclilber 24 , 1936, as 
well as the centra l banks of such countries . 

•T.~s aut hority would be revocable a t any time 
wlth respect t~ any transfer not f ully consummated at 
t nat time . Both with respect to earmark and to trans­
fers of earmarks, the authority would extend, in ac­
cordance with present regulations of the Feder al Reeerve 
Bank of New York, only to such go ld as is t he property 
of t ne institution for whose benefit the earmark is 
created. 

"Tne United States Tr easury would appreciate 
being advised as to t he attitude of t he governments 
and ins titutions concerned on tne foregoing proposal ." 

and I asked Taylor to call 1n t he five tripartite countries 
at four o 'clock t a1s afternoon and present ta1s agreement 
to t hem and ask for t neir answers . 
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The United States Treo.aury ill prepared, on the basis ot 

,_, ciproci ty , to authorize transfers Of enrmark& of gol d betiiCOD 

th< ~ranouries , exchnnge cqualizntion or stabilization funds , or 

fieo~l acencies, r Pfrrred to in tho announcements of the secre-

t"r; of t'lc Tr~~~urJ of October l3 and llovembor 21. , 1936, ~s ·ell 

u t~c c~n•ral ban'<s of such countri es . 

- is authority waul.d bt~ r•voe hle at cn;:r ti-"' with 

t' ~ct to Utf trsnsfer not ruU;, coceu;::or+.ed a' t!lat title- Both 

it! r .. P"Ct to e=rk and to transfers Of e&l'll<ll'kS1 the author­

ity 'oul~ extrnd, in accordance with present re&UJ..ations of the 

r-d~ral Peeerve Bank of New York, on~ to such GOl d as is t he 

pro~·rty or the institution Cor whose benefit the ear~k is 

The United States Tre~sury would ap,r ecicte being ad­

vised •s to the atti tude of the govcrm>ents and institution& con-

ct rned on the r oregoinc; proposal . 
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.TBllUBl'7 i!-7, 1937 

I n connec tion with the ' attc.cned r eport of meeting held i n 
Ur . Tu.y lv,· ts office , refer to entry of ~arch ~1, reportlng 
r eplies r eceived f r om foreign governments . 
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January 27, 1937 

The following representatives or roreign countries 
met with Ur. Taylor and Ur. LOchhead at ~he secre~ary's 
reques~ : 

Baron von Breugel Douglas, 
Netherlands . 

Ur. Eduard Feer, 
Switzerland, 

Ur. T. K. Bewley, 
Great Britain . 

Ur. Charles Saint, 
France. 

Ur. Leonard, 
Belgium. 

Ur. Livesey or the State Departmant was also present. 
The following 1s a s~enograph1c report of ~he 

meeting: 

Ur. T~lor: This is not ot major importance, 
but we are a~empting to inform al l the cooperating 
countries in the original tripartite agreement and 
~hen the subsequent additions later of the technical 
coves which we are making. It may be we are going 
out of oW' way a little too much 1n order to explain 
everything, but we would rat her do 1t t hat way, and 
so and so. 

This has to do with certain quest ions which 
have arleen 1n connection with transfers of earmarks. 
between Central Banks who are acting as fiscal agents 
tor the Treasuries. When our law was firs~ estab­
lished 1n 1934, 1n which we nationalized gold and 
established t his license system, and so and eo, we 
treated the ouestion of earmark -- 1t was extended 
to all central Banke and Governments, and eo and so, 
bu~ we did not ~ake into coneidera~ion , or we did 
not clarity the question or transfers, eo it became 
automat i c and acted always on the basis or special 
request. · 

As a matter or tact , until the last two or 
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t hree months since -- r~ally since the tripartite -- with 
I'll t hese countries, coop Brat ing co1mtT' ie8, t he question 
did not a rise because t he United States was not used, to 
any great extent - - well, either as custodian of gold 
particularly for t he Continent, except small amounts 
which hnd been left here. We had been used by certain 
Latin American countries and China to some extent and 
eo and eo, but we were to all extents comparativeiY an 
inactive custodian for monetary gold st ocks, so t hat it 
was perfectly simple to be able to act on any special 
request , and eo and eo, for transfer. 

The question has arisen several t i mes within 
t he las t month from members of what we will call •the 
meub ere of the Club,• for want of a better term, ee an 
a lmost automatic transfers . lfe realized with each 
one of your countries and various other countries 
t ha t has been automatic and a courtesy which had b een 
extended, and was pert of the custom, and so and so . 

Ur. Bewley: I don ' t exactly understand what. 
you mean by automatic t ransfer. 

ur. Taylor : we have to oper a te under license. 
I t s oes back to this Gold Act of 1934 and t he l icense 
which we give to t he Feder&l Reserve Bank -- it i s on 
t he basis of general license which we extend to them 
to hold gold f or varioue purposes, included 1n which 
is earmark, but the questi on ot transfer, which 1n 
y~ur country would be automatic because you don 't 
operate under that license system; 1n other words, 
if we requested you, or whatever central Bank it mi ght 
be , to transfer certain gold which we own under ear­
mark there trom, l et ' s say, Belgium to The Net herlands, 
why it would no t be any question . It would simply be 
handled t hrough t he Code . we say , on account of t he 
license provision of t he Gold Act , we have to have 
special permission t o be able to make a transfer, but 
t his action which we are taking now -- I t hink you 
can almost call ir, now, a housekeeping action, eo 
a s to b e able to make it easier to take care ot cer­
tain things. 

we have had some d iscus s i on on how to do it, 
and eo and eo, and have come to the conclusion that 
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at t his particular stage we were going to make it 
automatic -- equivalent of automaLic -- tor all the 
ceabers of t he six countries , you see, but at least 
temporarily we will continue t he other situation as 
it is, in which we will earuark for any Central 
3ank, etc., but at the risk of some slight incon­
venience . Also, awaiting any comments that your 
Tl'easuries may have as to the desirabil i ty of ex­
t ending that, and eo and so, we will "Just leave 
that es it is, because that does not bother us very 
much, or it has not been any greet inconvenience. 

And we also , 1n the light of past history, 
and so and so , recent history, wish to extend this 
to your countries on the basis of reciprocity. You 
remember, it's really a matter of confirming some­
t hing you already do , but we think it is sufficiently 
important, on account of our own problem, to Just con­
firm t hat. 

Baron Douglas : Would you expect an answer 
fnom t he Governmente7 A definite answer7 

llr . Taylor: Yee. 

Baron Douglas : Because , as you say, 1t goes 
automatically in our system. 

ur. T~lor: We are asking for an answer from 
t ne standpoin of simply confirming. 

Baron Douglas: That we hnve received this oom­
munication7 

ur. Taylor: That, and if you are glad to do 
1t, we would like to bear about it. 

aaron Douglas: All right. 

ur. Taylor: And if t here is any reason why 
you can ' t or you don ' t wish to do lt, of course we 
want to hear about that. 
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Baron Douglas: so it would only be f or t he 
countries who form 

~. Taylor: Who form t he club, so to speak. 
That 's a s far as we are going. 

Baron Douglas : And as for t he others , you 
will l eave it as ir-has been? 

! ~. Taylor: As it has been. But we would 
defini"ely appreciate any coDDents t nat you would 
like to give us as t o, !rankling 11' you t hink it 
woul d be generally helpful if we were t o extend t hat 
I t hi nk 11' you would Just g i ve us anything t.bat. you 
want on t.hat subJect. Our mind, frankl.y, is com­
pletely open on t hat. Occasional ly th ere is minor 
inconvenience . 

really 
I take 

.t.lr. Be\Yley : How much dif f erence does lt 
make, because you have never r efused a l icense, 
it? 

Ur. Lochhead : JJa,y I explain it.? From the 
operating st.andpoint, the way t ne t h ing happens .... 

Ur. Taylor: It's a question of delay .... 

ur. Lochhead: . .. at the present t ime. I f 
for instance , France bad some gold under earmark 
here and they wished to dispose of that gold, say to 
Belgium, they would cable over to the Federal Reserve 
Bank and say, 'We wish to t.ransfer that; will you do 
it?' The Federal Reserve says , 'All right· we can 
get an answer s hortly. ' But from an operating stand­
point, for t he man on the other side it would help 
h1a to know t .hat be doee not need to ask; that he has 
instructions; it means that they will know that all 
t.bey need is to give instructions to transfer whenever 
they have to transfer, instead of having to ask. 

Ur. Bewley : ln practice, when they have asked 
they have not been refused? 

S9 
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t rr. Lochhead: If they ask specifically, I 
don ' t know of any, but if they simply say, ' Can we 
as general practi ce? ', we ask 'What is it you want 
~o do? '. We haven ' t oomoit ted ourselves for future 
transacti ons , up to t he present time. 

Llr . Taylor: Frankly, there have been delays . 
The ansr.er has been yes, but d elays which were incon­
venient to someone who was operating on the other end. 
We desire to avoid any delays or that type. 

ur. Bewley: Yea, 

Llr. Taylor: For your convenience, these repreeent 
notes which I am giving you , instead or read1r~ them 
to you, and saying thi s is Just exactly what ~e would 
do, etc ., etc. I Just make i t tor your convenience 
it you would like to have it because it takes car e or 
sorae of the technical language. (Gave each a copy 
of the following : 

"The United States Treasury is prepared, 
on the basis of r eciprocity, to aut horize trans­
f ers of earcarks or gold between the treasuries, 
exchange equalization or stabilization funds, or 
fiscal agencies, referred to in t he announcemen t s 
ot t he Secretary or the Treasury or Oct ober 13 
and november 24, 1936, a& well as the central 
banks or such countries. 

This autnority would be revocable at 
any tice with respect to any transfer not tully 
consummated at that tice. Both wi t h respect to 
earmark and to transfers or earmarks, the author­
ity would extend , in accordance with present 
regulations or the Feder a l Reserve Bank or New 
Yor k , only to such gold as is the property or 

the institut ion for whose benefit t he earmark i s 
created. 

The United States Treasury would appre­
ciate being advised as to the atti tude or t he 
government& and 1nstituti one concerned on the 
foregoing propoaal.• 

Baron Doualae: we will Just transmi t this note 
and aak what t hey t ntnk or 1t ? 
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ur. Taylor: This is bo iled down and I wanted 
to give you background. 

Baron Douglas : This 1s enough for our Govern­
cents to be able to answer. 

Ur. Taylor: Oh, yes . 

Baron Douglas: We don't need to a id anything 
to to1e note? 

Ur. Taylor: No . 

ur . Saint : The only t.~ing that would hllve to 
be ~e! to t he note , didn't you say we could request 
M opinion of our Governments? 

ur . Taylor: Yea . Any comments. In effect, 
t his is what I have b een talking from . I haven 't 
talked very s traight to 1t . 

101 

ur . BewleY : This second sentence in the second 
paragraph , does it mean anytoing of importance? I 
un•t quite follow it . Is gold earcarked which 1e 
not the property of the institution for which it 1s 
earmarked? 

ur. T~vlor: Tnere are occasi ons where the 
B.I.S. does operate as agent, you see, and it depends; 
there m1ght be some particular situation in which 
there might be a question raised as to the actual 
ownersoip. 

Ur. Bewley: Yes. 

Ur. Taylor: I think the first paragraph actu­
a l ly takes care of that and where you speak ot the 
Treasuri es, fiscal agents , and so and so, and i n all 
t he countries, for inetance , of the group , •hY the 
Central Banks do act as the f iscal agents directly. 

Ur. Bewley: Yes. 

Ur. Taylor: Now, there are occa sions where 

-
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the B. I . S., ! thl~~, ~A8 ACt~~ ~A thP. Agent Of eome 
of t he participat i ng countries and it is si mply to 
clarity t hat s i tuation that t hat is put in. 

l.!r. Bewl ey : Yea. 

Ur. Lochhead: It's a question of clarifying 
all questions or earmark. We have no laws with re­
bard to earcark . It is quite recent . I t is under­
s tood that gol d earmarked belonbs to the country in 
wnose name it is, but if you are going to build up 
t ne sanctity of earcarked gold it anould not be used 
t or a thtrd party , not that I know of any time, but 
f or instance you w~~ld not want a Bank to be holding 
gold in their name which does not bel ong to them, as 
a convenience to evade regulations . 

llr BewleY : Yea . 

Ur. Taylor : It is perfectly clear t hat your 
Central Banks are specified fiscal agents and t he 
other situation just never had been clarified. As 
a matter of fact , we have had one transfer already. 

Ur. Lochhead: We have had. a couple of transfers. 

ur . T8llor: Of gold wnich bel oObed to one of 
t ne countries that was held in B.I.S. wasn't it held 
by B.I.S.T 

Ur. Lochhead: Part of it was.It's kind of 
comolicated going around transferring from one to 
the· other end, of course , it causes a little delay 
if you had to start in licensing every transfer back 
and forth . 

Mr. Taylor: Tnis is not a question or any 
public announcement or anything on your end. It's 
so much housekeeping. 

Baron Douglas: on, yea; of course. 

Ur . Bewley: Yes. 
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L!r. TR,vlor: But, as you w111 recall, the 
original agreements t hemselves were initiated and 
carried out by the Treasuries and we feel that 
this does affect Trea sury operaoions in various 
ways and, t herefore , we wish to kind or give you 
~oe inforcat ion and have t he comment back. 

Ur . Lochhead : And t hen i t we e agreed that 
if -- in pr inciple t his was agreed upon -- any de­
tai l s would be t aKen up by your fiscal agents with 
~ur fiscal agent; deta i ls would not have to go 
~hrougb t he Tr ea suries. Any wor king details can 
be arranged through your fiscal agents with the 
Feder a l Reserve Bank of ~1ew York . 

Ur. Tavlor: (To L!r . Livesey} Can you think 
of snyt a ing I have left out? 

Ur. Liveeey : No. I t hink you have covered 
it. 

-" L!r. Feer: You expect an nnswer? 

L!r . Taylor: Yes , we would. You Ifill notice 
the very first eentence is pr epared on t he basis of 
reciprocity . We would like t o have you confirm 
something t hat you probablY already do, but l,t was 
a r elationship wh ich wae reallY between fiscal agents 
and Central Banks which waa built up before we ever· 
discussed it and it is really a t oruality, but our 
practice was differ ent. 

Baron Douclas: ~he only cnange t nat takes 
place is here? 

Ur . Tavlor: It is simply a system of earoark. 
Transfers have been concentrnted in a certa1n area 
and maybe there have been changes in that practice 
that none of us know about. 

Unless t here is someth ing you want to ask, 
thank you very much tor coming down. I think 1t 
eaves everybody 1 s ti.me to do it this way. 

Baron Don eJA s: It oertainiiiJ doe a, because it 
helps a great deal to have the word thla way. 

oOo-oOo 
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RB 

London 

Dated January 27 , 1937 

Rec 'd 4 p. m. 

Soorotnr y of State 

Washington . 

30 , January 27 , 6 p . m. 

FOR TREASURY FROM BUTTER1VORTR. 

A me~ting will be held with the Drittah Tre&sury 

r llprosento.t i ves tomorrow o.nd I unders tanl that a personal 
the Chancellor of 

message f rom/tho Exchequer to t he Secret ary of t h e 

Trenaury will go forward today giv1.1g full details of 

contemplated French financing on th9 London market. 

There seems to be considerable skepticism 1n the 

oity regardi ng the French currency position: the pressure 

on the f r anc has been ao constant and racently increasingly 

eevere that many hold that it will have to go to at least 

its legal devaluation limit of about 112 to the pound. 

Preeoure at the end of laat weelc waa particularly severe , 

the French contr ol losing t o London for example , 7,ooo,ooo 
pounds of gold on Friday alone . 

Reginald ~JoKenna ' s address •t the annual meet ing of 

the Midland BLnk wae of an optimistic character . As the 

for emoat advocate among the banking community of a 

managed 
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managed currency and a managed exchange be expressed 

satisfaction with "the wise handling or our monetary 

system that we have had in the past five years" and with 

the continuance or it he f oresaw no reason to fear 11 a 

r eturn to the stringency to which our business life was 

formerly subjec t ed" under tho gold standard, 

HoKenna opposed the argument that cheap money 

engenders evils vmich oan be corrected only by making 

money dearer , namely, rising cost resulting from labor 

shortage , the growth or speculation and a possible adverse 

belanoe of international payments , Of these McKenna said 

shortage of labor was a threat only to a further advance 

of activity and need not bring about any set back; he 

denied that ther e was any sign of the growth of specula­

tion becoming excessive or dangerous; and he indicated 

that the balance of payments should not cause alarm for it 

was probablo that increased i mports of raw materials at 

rising prices would in due courao be balanced by greater 

exp<r ts . 

ATHERTON 

CSB 
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·' 
PAJUPRRASI OJ' TILmRAJI REOIITID 

JROJI: J.aerican llllb& .. y, Parie, France 

DATI: January 37, 1937, 6 p ,s, 

IOol 11& 

J'OR SIORITART WORG~BAU. 

STRICTLY COllFIDJ:IITUL. 

106 

I ccnYeyed to Rueff thie aorning the sanae of the 

last aentenoe of your ·telepo .. Jo. sa of January 36, 

6 p.a. Rueff ahowed no diaappointaent or aurpriee. 

Jlent1on wae ll&de by Ru.eff of reports publi llhed in 

t he foreign pre .. , ae in the WALL 8t'B.DT JOURI4L of 

yesterday, w1 th regard t o the neceeeity of dtrl'aluat1on 

of the franc t o the liait which existing law authorises. 

He a&id that their d1ffiou1tiee in P&rie were bein& 

added t o by euoh s tories, and that today there •• un­

UBU&l.lJ he&YJ preeaure on the f orward rate of the franc. 

Rueff t o1d •• that Auriol •• 1eeu1ng a atateaent t o the 

prase denying theee l'UIIIoree that further dtrl'a1uet1on 

1e iapending. He added that there wae slow but eau ... 
factory prosreee in the negotiations for the loan 1n 

J:ql.&lld. Be said that the TreallllrJ would oeUailllJ not 

be 111 the poei U011 of f i nd1118 i teelf w1 thout fWI4e, 

w1 tb the l08A tr- J:ngl.&Ad aD4 the three billion tr&DOe 

gold whioh the nabilisation fuD4 llad s old t o the Bank 

of rranoe aD4 which could be boqlt.t back. Be gaYe the 

iapreeeioa, n~ertbeleee, ot being dietiaotly UDhappJ 

wer tin&DCial attura. 

A rellallle ~o• 1t.aa 1Dfarae4 ue Yflr7 oollf168r 
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UallJ that ~e etraill of the p&et f .. day• upon ~• 

UCUuge eMbilbaUOD f\lllll hu been OOU14erable, 

espeo1allJ e1DOe ~e 1DfomaUoa publieheclrep:rdiJIC 

negoUaUou o! a oredi t 1D LoacloD, &Del tllat ~ere 

baa be• such &D 111portant outtlcnr of oap1 tal that 

unless there 1B &D early ohaDie 1D the e1 tuaUOD the 

discount rate of the B&Dit of France llight aoon baTe to 

be ra1ae4. 

BULLITT. 

IA;Lft 

~07 
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R!!l'Oil'.l OJ' SICU'VJ!r CO!!Ol!:!l':'!!.t.U 'S 
PRESS CO!lhlti.~C! . J.U.1JAR! 27, 1938: 

S.II.Jr .: Well , I 1m at y~ur aerviee. 

~· ~n you tell us something about today 1 a meetin& of the Interdepartm~ntel Sub­

com 1ttee7 

• • rhert ian• t going to be any. 

~. TodayT 

J.. llo, it woe put off until t omorrow. 

~· To:n?rrow morningT 

J., ~ey need a little core time . Tea, eleven o ' clock to~rrow. 

~· 1JllD t waa the reason T 

A. The:; needed a little m r e tl.me-- aomo of the people did-to do thei r homework. 

Q. Wltl Senator Glass be in thl.a ~eetl.ngt 

A. No, no . I mean - - • 

Q. Hnve you decided on your 11116&••tiona, llr. Secrotaryt 

A. llo , I ' "' goiog to listen. 

~. I a it !air to aaoume that out of this meeting ther e will come s ome eort of a 

l e j; llluthe proposalt 

A. Well , not neceaoarlly, but I don' t know what they are going to propo ... I 

don't know how--when you appoint a COiliOHtee to malro : hh st1li!T it'• up to 

me , aa chai rn:s.n , to listen, and I don ' t want to guees a t what will come out 

ot it--th1a isn't a rubber-at~ committee . 1 mean, these fellows are a l l - - . 

1 111 you diecuss any of t he billa alreo.dy propoaedt 

J.. Wel l , they will eo over the wholo t hine. They have bad plenty of time. 

I mean , these are inalU~nt people and there •111 be a full d1acu .. 1on 

~t the whole ~bJact. 

~. llr. Seere~..,.. around the ! lrat ot the ;year ;you aald you were JceeplJIC in 

c >na...,t touch wi th Kr. lloplc1na reprding the relief situation; baa that 
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.:.. You mean IllY keepl.llg in touch with t hemT 

, . •• o . at that time ~ou &aid aa a reoul t of thooe contacts - - • 

A. llo . 

(t. 'l'hore waa no change in the p icture at the moment . 

A. That 1a etill true . I have here thoir release a& of the week •nding 

January 15th and I get the advance figure. for the week of Je.nuary 22nd 

end there a till ien 1 t anything in tho p i cture but .:bat enn be taken ear• 

or b7 the r.one,. provided for in tho Bu.d&•t . 

~. ~?noy provided by whatT 

A. Itt the Budget , 

AnTthing new on this French altuntlon, Yr . WorgPnthauT I eee the fr~ne 

nlmoet touched an eleven-~enr low the other ~ • 

.A. No thing new that l can ·~ about 1t except thnt we are wat ching 1t ver~ 

cloeelr , but there' s nothing 1 can a~. 

la the Tripartite IDDnetary understandill6 &ti ll in effectT 

A. St ill In effect. 

lLr . Secretary, Reuters bai ooce report that the Van Zeeland report h 

coin& to be cade public in Washington at the ':TeaWUl'f or White !lou•• 

to:oorrow ooornl.ng. 

A. Al l I know is we won 't r elcnao lt . Wy gueas ia it would coce from tho 

State Deparune.nt . 

~. II thia Jl!!. Van Zeeland report from oll those trip& a round that ho madoT 

.A. lell, otrl.ct~ in the femi~ , it came h ere l ate last ni~t and it 1o about 

~ thick, and I have aaked eocebody to read it, now, and that •o,..body 

baen ' t boeau,se I gave 1t t o b l..a late laot night and I don ' t thl.nk t.hq 

hnYI waded through 1t ,..t . llolt I creat~ queotion that I will -.ko azq 

coa::ent on H . I ~ine i t will all be Sl&to Departaeot BAd I would b1 
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aurprise<i if the 'fhi t e Rou~e did e.n,ythi"' about it. But thh h J u.at 

amongst u s, but my ~eaa would be--a diplomatic document--it would come 

out of the State Dep&rtment. 

(o:. '!llere are go~ to be aome th1nga on money ln it , 1'111 you coteent 

on themT .lt leaot, &ccordtng to wb&t llr . Va" llcela:!.d !:S.id. 

A. I 'n got to wait until thlt fellow rPM& it. But you r emember , here a 

month a go, there wao n dispatch comint over what they are talkinc about 

doing with gold ond tf that is in tho report 1 think 1 laid th~t nne 

to rest, but •• long •• it's so b ig 1 IU~Ie the whol e report wi ll be 

released. 

l!r . Secretllry, hn ' t it rather WIUI\IAl in thh current ?rench treu>c 

crisis that there have been no actual phya1cel shipments at gold from 

Paris? 

.l. llo . 

Has i t been confined to enroerk1ngT 

.1.. :;a , Use this for background. '!be deaHnca ln franca 1n tbh count17 

are not very ht4"7 o •••--thh h f or bnclccround. .lnd the bi & vl.a¥ on that 

1a between London and Paris, and when a time llko this comet , what they 

do is mor e or leae Juat make , mor e or le88-- th1s is f or backgrouni!.--Ju.at 

make official trenanct1ona in franca the WAf it ia now. 1 menn, there 

1an 1 t a free play 1n the franc right now, you see, but the shock of H 

b :10stly on London .nd at;a1n and ot;a1n when the franc get• these aink1ng 

opella ,, which they have had three or tour timeo, we don 1 t cet the fUll 

brunt of 1 t end t hen they have alw&yo talcen extro. good CAl'e to treat the 

Unit ed Statea well and we are tully protected. 

~. But atlll 1t do"n ' t account, tbout;b, wh7 there ha'fe been no cold ahlp­

.....,._: I otlll thlalt • .,_ -tal aboulcl hen 'been ahipped. 
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}. . ~~ an ower 1o ~hey •ve go~ enouc:h hero ~o l.alce core of ~he preunt 

ait~tion--you can use this tor backcround--but they've got enough 

"'ld and dollars to amp}¥ take care of the very limited t ranoactiona 

•~lch are te.ldng p l ace , but t.he big brunt o! thia thill8 cotoea nther 

i n l. >ndon or on the Continent and we don ' t get it-- we never get H ; 

~· 

I u .n, there 1a Just na l1 t tle qa t ery nbout it as posai ble and 1 'm 

tolllnr you t.he whole atory; there'• noth1Il8 elae ~o H. 

!!f a tho rronch S~bilisa~ion F'und exhauated ita reaourceat You aec 

, ,na tant re}IOrh tha~ the Stabllhation :tund 18 not aupportlll8 the 

r r.nc or to e linited extent. 

111 

A. l ol l , that 1 can ' t answer beceuae it'• thoir operation , but I'm oimply 

tt l lln& you, as f a r as we are c oncerned, they arc ve ry small operation•. 

'!'hey have omple funds on depoe1t for them. Do you thl.!:k I ' m tr.llcing 

too CAleb , Herbert? 

llr . Oou t oru !lot f or background; tt ' • all ri&ht for background purpoan. 

~· Wr . Srcre~ry . if it's true that the french Stabiliz3tion Fund ian ' t 

.-~1-J -ortlng the franc , then the 'l'ri p&rti te o.onttar:f agree=ent hn •t 

wori:lq • 

.l. 1ho ar. .. e r is we do get " rate every day. It 1 a worklll8 every slllf:le 4A:! • 

~· lf.'l'\t do you meon by ratct 

.l. Dido ' t I expl .. ln that the other dayt They give ·~s " bll)'11l4!: rate !or tho 

franc lind they give uo that every day, &fter their ""'rket clooea , they 

inatruc~ us ploaao to take care of t he franc-buy at such and ouch a 

prlco and aell at auch a price, and when the dar is over they bave enoulb 

mntT or ~told or dollera hero that ~hq teke whAtever franca •• bo\l&ht 

or aoll!. off our banda . In other wordo, we •1aJ'l1 operate for th• IUl4 

WO neYtr &et otuck. We tea cla,rn 1100d care Of that. Jnt7 ~illf:le dq 

•• c•~ a race t or lnqioc-th\1 1o all !or beckgroiUld porpoau. 
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~· Mr . Secretary , what hoppvno when their balances here become oXhauatedT 

A. That is , a;nin , their worry. I n other worda, as far as the United Stateo 

'l'reaaury io concerned, we don 1 t take ~ rhk at all, y~u eec. I mean, 

juot as l ong ,.. ·~ have cold or cash we &rl JOOre than willing to operate 

for them at their riak and expenae. 

~· Do 'JOU check the amount Of l;Old they have bore beforft you et&rt W\1'111& 

or selling! 

A. I ~ a very carefu l fellow, And it gooe ! or all of these people . When 

l'c operating for the United Ste teo 'l'reaaury o r the United Ste tea Oovern­

""'nt I don ' t take o:tJ.Y chances at all. 

~o r~ber checka. 

A. 1;o , I 1m no t taking er.:y chances, whether H ' a !'ro.nce, or llexico , or Canada 

or~ other couotry. When the dAy ie throuen the United Stetea Treasury 

ia amp4' protected. 'l'hi s is all bacqround. And at the acme t i me , 

doing thie, wb7 do we do itT Yell, we a r e opera ting for them--it elimln•tos 

th e ~h:ll'ps!looter in the foret2n e7.changa OU'!'lret and he ca.'\ 1 t depreciate 

or inflate thh thir>~ c..'\d s t-art a run on the lblll< of :!'ranee. I t hat t.Uwa.;rs 

heretofore been handled by these ¥h&rpohootere and no flag mcane unytbiftb 

to the:n e.nd tf they con make a r-rof1 t and 1n that way start a run..- they 

have always done it. Thdt , r eally when you got down, is what ~he Tripartite 

hao done; 1t kee ps this thllll; regular in times like thio . When a country 

Uke France 1a trying to atraigl!ten out ita interncl. dif!icult iea and they 

know they don't have to worry and the .lmeric:an bus t nesll:lllll'· - if he hat franco 

due h.~he lalowa that he can get franca st a reasonable rate and th&t '• 

what it doee tor the importer or exporter . Now you go to ~ other countr,r 

outaide of, I U~>n, where they'Te got thil thing shut do....,_the ...._rican 

businuoiC&II can't ~t hie money ,.nd th>ot 1~ the <;reat difficulty and that'• 

Wh,y-U..,. 1a1ow what thq c:en contUSU.. to bllT and oell an4 Ulport aad uport-
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he ' o taken cue of and that ' a the aanica we are rendering hia. 

Q. l!ae the 'l'reatlllJ')' htued aey tort of de facto ordere aold.ng .&moriean bo.nka 

not ~~ ·~· cold in lr&Dce for peyebolocical reatonaf 

Q. Do :~ou Jcnow if ~he7 have aslr:adl 

A. I don 't Jcnow; that ' • their buaiDett. Ae far at I Jcnow, e111boq can b"3' 

or oell--olll" me..rlcet h open. I mee.n, if acy conrnment wnntt to .. u, 

we will bUf. They can take i t out or hUf it; there ' s no r eotrietion 

whateoever, as tar at the United Sta ~e• Government is concerned. !t 'a 

abaolute17 fre ... -that h acain tor bacl:4tround. llo" if the Jreneh w:u.t 

to do it tba~ h their buaineoo and I don ' t want to t<lllc about it . 

ll'nen you get all thro~ there' s no u;yeter:v about 1t as tar et • hat we 

o.re doing, other than I don t t we.nt to 1111¥ what I am doing !or another 

client - -tbat ' • h h butiness . I f be aay1 to me • I don •t want you to say 

bow 1101eh I •:o do inc" and be ho.s to keep ~he eecret. .And if he' 1 u;y client 

1 ohould, a11 a -tter of ethics, live up t o bh request and al long a1 

I do tbat he truth ue and I think they t ruet uo aa 1101eh aa an7bod7 el" 

i n ~be world, because we keep their eon!idenca; i t' s no aecret aa tar •• 

what I am doiDc, but J ust as tar '"' I am opera ting tor another conrnment . 

~. Purely off tha record, don •t you thinlc the 'l'r1p&rt1te Agreement tt~1 

allve on a pretty 111m bal&nc~ , if 1t dapendl on Jraneh bale.ncu in this 

CO':I.IItt)'l 

A. f all, yu and 110 . 'l'he !act that thq ha'fe tbb "l:J'e•ent haa enablad 

th .. to keep coina and to keep from alipping into exchange control-­

that ' • what they don ' t want e.nd that'• wey •• don ' t want . lf tbi t thing 

faill , as fu aa rreace co••· what bappeul ..... ,. r;o into exehangl control 

and th1a pruant pYe~t hat ._.in and acal-- thia craul' atarting wltll 

11-bae IICI&lD and IICI&1S aa14 tllq doll t t ..,t nehiDI" coDtrol. 
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~. Can we uee thie f or b~ckground7 

£ , ~ •• and tbat 1 e one of the eeon?mic foundations they atand for ; nnd 

t here's thi a other party cho wanto •xchanc• control; it ' a of tremendouo 

!Jiternt to thil co•ermlent to keep •• ma:ar countrin from &Oilljl on 

ucb=ge control. 'fliT? AI s oon •• they do it mal<ea 1t that mo.ch 1:10re 

diffi cul t for our bueineu men to do buG inell ·tn that country, and Juet 

as long as we can k"p France open and free it t118alla the chance f or 

world trade 1e thnt 111\\ch better. There ' a the whole etoey nnd if we Cl\11 

keep that 1t mkeo it that mu.ch enahr f or llr . Kull to keep hie trade 

treattea goi ng and. keep the world trade COI.nc• Ivery time a country 

alips back into exch4nce control 1t ' • thnt Clllch JDOre difficult to do 

'.>uelnen. Th\a thing , wben you get t\18 goi ng I There ' • an awtul good 

r eason for all of it. 

~· Can we aaT free exch4nae control i n your policy in the Treasury 1e · 

CiOential for £mer1o&n tJ'&de illatead Of for beckgroundf 

~. I wouldn 't say it wao eoae~tial, but 1t'o the haole. Herbert, 1e that 

too s tronct I think 1t' a t h e baaie for trade . lbatT 

~. Gaston 1 t ee. 

~. The absence of exehnnce control is the beole of aer1~~ trade policy? 

H. l.l • .1rt Tea. 

~. l e can qno te you on the tt 

A. lhy nott 

llr. Gao toni I thtnk that '• all rtp.t. 

H.!I. Jr: I f you .....,t eoaoething, let me ha.,. a minute. 

~ The abaence of exchange co11trol \a the baaio of the Mler i can trade 

policy? 
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A. Tnat'• a kind of~ double ne~tive, isn't it? If you want eomothing-­

let me juat think & minute. I put it eometh1ng like thiaa That the 

'l'r&a11Ul'Y is conatantly worlclng--1 can't t;in 1t to you oftluuld. lt'a 

t c:> l.lllportant. Let 1M think about it. I don 1t mind yrsn uoin& it tor 

bacqround, but Juat to give you eomethlr~& which would stand up around 

t he world-- it ' • too important--! can 1t do it. You get what our policy 

lllld our progrnm h - -it 1 a tremendousll' important that we keep aa IMJl¥ 

countries open, tremendoualy important, not only for ouraelvea but for 

the whole world, and I ""'¥ point out t hat one of. the reaaona that buo1neaa 

kept up a a •ell aa 1t had 1a on account of the very r e::arl<ablo vol,_ 

of our import and uport trade at the ond of '37. I don ' t th lnlt peop le 

yet appreciat~ the tremendous lncreane i n volume of our e:<port and import 

busi ness for the laat qunrter of '37 and the boai• of that whole thing 

i s that a man, if he s ell a a million dollars worth of m~rcbandiao, knowa 

that he can t;o t o hh bank and cash thllt thing-on the other lwtd, if he 

goee u~ 89intt a Clluntry t!lat haa exchan&• cont~ol he's r;ot to worry 

""d has to talco han::onl.caa in ex~ for oil, which they do, and has to 

send hia boat into a country to £0t it painted in order to get moner for 

his benanaa, which they do. That'e tho f1Cht I have made here . I trust 

you fellowa to uao 1t for baclc&Toun4. 

llr. Oes ton: It """ very careful.J..v stated in tho 'l'ripartite underattlndin& 

itself , in the last ~h of the 'l'rlpartlte understandi ng; it oaid 

these natl.ona (I don ' t r.,H!ber Juot the wordo uoed) expreuod tho hope 

for relaxntion of oxchnngo control and oth•~ reatrlctiona on trad•· 

H.Y.Jr.a Would you cet that for the boye and eend it down? 

Wr. Oaetonl Tee . 
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R.M.Jr ,a And th•t 1: why we burn the mtdnisht oil time and time ~in when 

aomething is happen1Dj; in another country, to otrein eveey point and 

otill stay within the opirit of the laP, which we do very carefully-­

to !lelping a countJ7 from alip:?ing into axc:l>aJip control, 

~. llhat otl:.er countriea, Mr. Secretary, h.:!.•" you );)r~vented, beoideo Prance, 

from slipping into exchange control! 

i, Tho moa t recent one ia Woxico; thnt ' a the moat recent one. 

~. How o'boDt Japan! 

i. lell, they have a aemi-formGl exchange c~ntrol now; there isn ' t a free 

!low. 

~. iny other countriaa beaidea Mexico! 

i, ~t 1a the moot recent one. 

-1,. Waa your policy towarda Ohine. OJith the o""'~ view in mindt 

i. Partly , yea. 

~. How about Bras 11 t 

;,.. lell, •c ~ve them an acrees;~ent last su..n.r on'. they never took advanta€0 

o! it and since Decegber lOth--! think the date iG sooething like that-­

they have had more or leu exchange control. Thh 1e all tor 'baclqround. 

~. It there any likelihood that Prance mny slip into exchange control! 

i, lell , that 1o th• fi!lht that'a going on r1£)lt DOW and I !lope that t~y 

can pull thl!l:ISelvea throu&)l again. I m~an. I aincerely hope that thq 

Ctln, but that's the big f1(;ht which la 410iN< on there now. .Ul t hlo h 

!or ba~, but 1 aincerely hope, and 1t ' • a 81&tter which on)T the 

frenchmen can decide . 

~· llr. Secretar,-, would it be accurate to explain, for be.elcground, that thh 

countr,- ie doinc wbatever it can to help PreAce a•oid ezchn&'l control! 
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.L. fell , that ' • the whole tripartite acr•-•nt, which h, a a lone •• thq 

are in it, Juat ... lo~ ... they can live up to the fr1part1ta acre ... ent, 

there won't 'be exeb&nga control, 

._. 'llle thing that hu troublPd all of ua 1a jUllt what are the qud1!1cet1ona 

for livi n.e: up to it; Just when do tbe;r &1:4 when don ' t thql 

)., f ell , they lhe "l' to lt Just aa loll& aa-sa;r you sell Prance $!1,000 worth 

of dolla rs and you a and 1t over there and you """ ll"t JXlld that ciau.te , 

•md Just ao long ao there hn 1 t 8ll¥ axe~ and 111 l ong ao thef don 't 

depreciate their currency in order to get ti4vantegea tbrougn thAt dftpreclation, 

thc.t i s one tl!i na . Because it dropa, and •• llre conv inced 1t dropa on 

account of lronch capital :oortng out , that ' • one thing, but Juat aa aoon 

ao they decide to depreciate for their adv&ntage , t~on teey wouldn ' t 'be 

liv ing up to that th i ng. fhr<>U&h that Trt!"'rtite at;reeoent we b&vo aot 

th1s princip le--here are three countrlea who aay we won't take rompotlt1ve 

advant"e<" by d..procictlng currencies . Ia bope the other countriea won •t 

el ther, Slnca that acree;oont, no country baa done that i n order to get 

t r ade advantagea. 

Does that apply to countries outalde of tho acre8111entl 

.L. Here e.re oi>< rountrlea who "ave laid down those prtnciploe 1nclu41~~& Holland, 

Switzerland. S1nce that agreement, no country has dPprec1ntod lte ourronclea 

ln order to get trading &dva.ntagee; they have all had their dlff1eultiee 

but no country baa depreciated in order to got trade adYanta&oa• f a b&Ta 

~<ccoapllsbed that, you eee. ~in, all thh for T~~ fellowe, 'but for 

haeJccround. 

~. ln the event that the rreneb Sta'bllloation lund metal reoervea ware ezhauate4 

and ita metal reaourcea of e&ZIIl&!"ked .. tal , o.nd acain the tripartite ..,..._ 

,..nt haDc8 ln the balance, what would happen to the efforta to cont1mae that 

frlpartlta .f.&T.-tl Tou. aaid 1t wu prettT ella. 
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J., lll'o, 1 didn ' t eaT it wae pretty alim. 1 eald t hey etill had plent:v ot tunde 

available w1 t h ua here . The:v can go quite a lo1141 time ao tar a a our marlcate 

are concerned.. 

~ 1n other words, :vou are not concerned about the aituation, llr. Seeret&ryT 

J.. llo, 1 dido 't eaT that . I 'ca not concerned aa tar aa their opera tiona 1n 

our market are concerned, but I also pointed out t hat their operation• 1n 

our me.rke t &re Yery l iml t ed. That '• one thiJ18, but what 1a goiJ18 on i n 

Fronee io entir ely dit terent. But I hope you don ' t write an:vthi1141 about 

how concerned I am with how lo1141 they can go. That would not be tair and 

would not exprell what I have e&id, but I have talked Yeey trankl7 in order 

to giYe this to :vou people and Juat let you reall:v know what we are t eyinc 

to do . 

~. Did ;you ~. llr. Secretary, tb&t the Tripartite Agreement wae an eoeential 

preliminary to trade negotiati ons , aa with Great Britain-it eta ted a poliq. 

J.. l ell, I thilllc thia, and I thinlt: that the State Department will acree with 

me, tb&t hevtnc concluded the !ripart1 te J.gre....,nt and ha•i"41 handled the 

worl< eo well and b&•i,_ brought the three countries that mc:b eloaer together, 

it mekes a trade acreement that much easier--it makes it much ealier , Yeey 

Dlllch easier . 

~. Paved the wa;yT 

J.. I don ' t th1nlt: there ' • &D7 questi on about i t. 

~. llr. 8ecret&r7, haclt on the record a miDUte, do :vou know ot &D7 plana bei"41 

developed to ban a J'ederal agency that would expend -n in4uatr1al loane 

or help the market t o r bond iesuea ot small buaineaaCl8DT 

J. . Teo , but I don ' t want to talk about that. I maan , untortunately, I alwa:va 

.., t ruthtv.l and 1t 1a ttttlbarra••i"41 at timu. I do , but I can' t diac:uu it. 

~· !baDic :vou, llr. SacretarT. 
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FOR Ta&AS<lRY. 

GRJ\:: 

PA.VJI 

DatEd Jc&.iuru.'y 271 19::;7 

RECEiVEd 7:15 p . m. 

ExchangE mar!rEt today 11as nErvous and agitatEd 

a nd thErE was a largE turnovEr in both dollars and 

pounds . ThE dollar strE~gthtnEd to 21 . 46i but is 

now sli(lhtly lOtiEr at 21 . 45 3/4. 
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Forward ratEs rEflEct tt£ EXtEnt of advErSE prEssurE , 

thE dollar bEl.ng quotEd at 32 c Enti.m:! s for onE me-nth 

and 66 cEntimEs for thrEE montl'!.s . ThE onE o onth ratE 

for t~E pound is 1 . 50 francs a nd thrEE francs for thrEE 

months . 

ThE s Ecurity tmrlcEt was irrEgular am g EnErally 

lowEr. REn tEs wErE do11n 25 to 85 cEntimEs . 

WE arE told that infor.ro.tion hErEtoforE mad£ 

availablE by FrEnch Customs rE.:;arding gold shipmEnts 

Will bE withhEld for thE timE bEing. 

FrEnch prESS rEfErEnCES tO thE impEnding crEdit 

to t h E TrEasury undEr nEGoti ation in London arE c~uEfly 

confinEd to rEfErEnCES mad E to ~ quEetion in thE 

Bri tioh prEss. ThE London pap:rs car%'1 cmsidtrablE 

cocmEnt 
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coLunent nostly favorablE o.nd clo.itl that no inslll'!.tount­

o.ble dJ.fficultiES Will bE me t 11ith although thE 

fo'UTA~:C:•Af, TII.fES conttndo tho.t mm•E t hnn one bank ho.d 

i ntimated ita inability to parti c i pate r1i tbout a aold 

!;UBrCJltEE o This papEr EXprESIJEB thE ViE\7 that any 

h itch nluch may havE o.r1oEn in thE loan negotiations 

nill doubtlEss provE tEI:Iporo.ry and obsErvEs that th£ 

nE£d for French cr£d1 t by Fro.ncE l:.o.s bEEn Enho.TCEd 

by rECEnt di~ficultiES EXpEriEnCEd in rEnEWing mo.turing 

ro.i lwo.y obligo.tions o.nd o.lso by thE fo.i lurE of :;old 

lloo.rdtrs to givE up t hEir holclingo in subscription 

to thE 11national d Ef EnoE 11 loon of DecembEr 17 • 

ThE LOUDOll FIIIAUCIAL N'EHS conoidEl'S that t hE 

concluoion of a French crEdit on thE London DDrket is 

bound to produc E a favoro.blE moral EffEct and to 

strEngthEn thE prEstigE of thE French GovErnnEnt both 

at homE and abroad. It conoidEro t hE gesturE itlpli Ed 

in t hE willingnt',s:J of thE Bri tl.oh TrEasury to waivE 

thE Embargo on for£i60 l oo.no in fo.vor of tr.1a tran s ­

action is not without oisnifico.no£ EithEr from a 
• 

financial or from a political point of vi ew. According 

to t h ia paper thE complEtl. on of t hE crtdi t arrang t L"lEnt 

i a b£~.ng h tld up owinG toJ (o.) divergencE of opinion 

in rEgard to a security; (b) ro.t£ of intErEst and (c) 

thE period of thE credit. ThE LONDON DAILY TB!BG:1APB 

understands 
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undErstnnds thnt thE proc EEda of thE l onn n111 go 

it sug3Eats b no b~En somcuhat ntnkEnEd by thE effort 

to ou~port thE frnnc . 

It is repor t ed in thE British prEoo thut customs 

otat istico sl~ov1 tho t f or thE four dnys Ending J nnunry 

251 41 254, 331 pounds gol d una importEd to Englund 

from FrancE , 11 pr£sUI:lllbly r eprEsenting cctnl acquirEd 
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't:Jy thE :Sritioh EXCilnn3£ fund in dEfEnsE of thE fro.no11 
0 

ThE 11FillA!lCIAL mns" commEnts that unlESil thE concluoion 

of tb.E cont£tnpl nt£d credit to FrMC£ i s nccompnni£d 

by othEr lll'rangtmEnts, c alcul ated t o re ctor£ confi­

dEncE, the lll:lount obt::.1n£d nill b £ o. mErE drop in thE 

OCEan. 

QuEstionEd n s to thE situation of thE TrEnsury, 

Auriol GtatEd to o. rEprEsEntativE of Havas Early this 

aftErnoon that hE would rEfro.,.n from tJo.king a stntentEnt 

in this rEspect before h is a !)p£aro.no£ bEfore thE Par­

linm.Entnry Pino.nc£ CoJ:Dj_ttEEO. Fi;,urEo publish£d in 

CErtain nEUilpllpE A'O TIEl'E O.bllolutEly fo.lsE hE ::J:Ud nnd 

that it UO.Il only nECESOilry to CODpllrE thEm trl.tb ti:OGE 

cnrEflllly cstnblillh£d by thE budgtt rEportEro of both 

houoEa . HE contEndEd thnt ouch otntEm£nts formEd part 

of n a yo tEDO.tic CQ::Ipo.ign to in juri: thE OovEI'IlLIEnt thl'OUlfh 

dioturbing public opinion o.t t ":.a: risk of undErmining 

pC11o 
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~:blic credit. Our mnrkEt contact told ua that Auriol ' s 

atotEoE~t no3 not taken VEr~ aEriouoly on thE BoursE . 

:lith rEape:ct to rEfErEnCe to nppco.rancE before: thr: 

FinanCE Comni ttEEa ( plensE see r:J:J ttlEgrllm 83, JanullJ7 

2lr ~ p . m., and to pagEs 8 to 12 Embo.ooy ' s dEspatch 

Ho. 2561 Jo:-m~ry 7) • 

Con3iderablt curiosity and spe:cu lation is evident 

i n ~2~ preso re:garding t h e p rogrEso of conversati ons 

going on in Wao:u n:ston bEtn EEn tJEc b Ero of the government 

and Runcillan ao cnbltd by Parlrer '>11llio to AGEt'CE 

ECONOUIQUE and UnitEd Pr7sa me: osagE a to PA.'{IS-

NE\'1 YORK HERALD TRIBUNAL. ParkEr rli ll13 rEfErs to thE 

vi sit of Ur . Cochrnn to ·:1aahin3ton and rumors thnt 

d iscuosion3 ct ~rEaaury havE notably concerned t h E 

tripartite cone:tnry arrangEmEnt but rEports no furthEr 

rumor3 in this rEspEct . ?.hE UnitEd Preas cablEs to 

PA!1IS- NEW YO:u< IIm!J\LD that thE rtEEktnd convErsotiona 

\71th ~\tnciman orE viEnEd b~ 3onc obscrvEro cs one link 

in thE sEries of intErnational t10VEO by OEans of n::.Uch 

norl~ otatEsce:n hope to avert ncr . United PrEss Qlso 

states that grEat L, portoncE 1s nttaohEd to the re­

constitution or thE Economc Col:!llittEE of the LEngu£ of 

Nations and t;; •e: appointment of a ouboomr.d.ttEE on ra.•1 

matErials . It io addEd t~t the ne:utral territory 

trend of t2£ prEoent intErnational political caneuverin3 

is 
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io bEliEvEd to bE dirEctEd t011ard th£ rt:distril:ntion 

or, and acc~:s s to tllE \10rld suppliEs of rau no.ttrialo 0 

BULLITT 

GIDI: P.PL 
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TREASURY DEPARTM ENT 

UNIT£0 8TATEI COA8T GUARD 

H£AOOUARTEA8 
WASHINGTON Zf .fiiii'G&Z7, 19)7 

ll!liiOIWIDlll JOa TBI SIC!!IUB! 01 TBI !l!l1lmlr: 

After a confaHnca with the Bed Crooo &lld J.:rrq anthor1t1 .. laot 
night, and due to the pooo1b111t)- of the 111oo1oo1ppl leneo breeltlq Which 
• ould probabl7 o..uaa the worot dloaater thll countr,. heo ner experienced, 
• • ban ordered ed41tlonal. 165-foot patrol boah, 125-!oot patrol boah, 
and 75-toot patrol boah froa the G~f cout &ll4 froa the .A.tlantlo Coaet 
at far north ao • .,. Torlt to procae4 to the llloollolppl B1Yar. Yh1la lt 
• 111 telr:• oo• of the" nooolo th 4qa to arrln at the aouth of the 
111ooloolppl , the fioo4 ill the llluluippl Toll•T will not wbo14o for olx 

""lea or aore. 

In a441Uon thereto, we hen otarted oh1pa111t of OIU" haaYT aotor 
lttoboah froa the Great Lakoo &lld the .A.tlantlc and Ol>lf coaah, 'bT rail, 
to St. Louie, ll.luouri, which 11 the neareot place that the" haaYT boah 
can be unloaded. 

!otol , .. oalo and Boah In A,r!a or :lnrouta 

6 
II 

....i 
!otol.. 23 

110 
Z75 

63 
...n 

'fetal .. 3119 

165-foot Patrol Boat• 
125-foot Patrol Boah 

1'5-foot Patrol Boat& 
MaJor IJA1h 
llotor Lifeboat& 
(approz.) Motor Burfboah and other Ooaat 

. Ouard aotor boah 
(appro:o:, ) kYT boat& 
Llchtboll .. S&rrtco and Cout .to Oeo4otlc 
Boah - llurwWT boat&. 

.All of the a'boH boat& are oh1ppe4 ill accordance with Cout Ouard 

1notNOtlono aD4 will operata 'GII4ar the Cout Guard ill the fioo4 area. 

Ad.41 Uonal Coaot Guard offlcan haY• bM11 ordarad to kaT cltiaa h 

telr:a charp ill the 1Mediata locall u ... 

124 

Ad.dltlonal. uphibl&ll planao are balDC prapara4 111 a ot aD4'bT atatu. 
Additional portable radlo aata and all c-..nlcatloa trw*& are balac 

aooeabled. 

Mora th&ll 2000 offl cara and •n are 
oparatlODo. 

Copy to .laolotant Sallftiarf G1bbou. 
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TREASURY DEPARTMENT 125 
IHTD OP111C& COIIIMUHICATJOH 

.... ,. Janwuy 2:1, 1937. 

TO 

P' IIOW Uiu Roche 
lie: ll00d l!!lle! 

Dr. Puran t l\lked with Dr. Olooen who Ia in Louil'fillo helpi!ll; tho St'lte Heal t h Departaent laot ni~ t. 'rne report !roa Loui ... llle ""' !bat •~• !lel d hoopital wbicb Dr. Puran felt migbt be needed when he w"a dit­ouasin& condi tiono with you ;reaterdq would prob&bly not be needed Wlleoo oooe•bing un!oreaoen h&ppaed to the CU7 Hoopl t&l in Louto.,< " • ~--· ""TT to t'Ul'IOra whi ch re&ched us 7eoterc16.T the Publlc HeAl • • . • ~a noopit&l &t Louiavtlle hea not yet been ev&cuatod. 

!'he doctor• report th&t the gener&l 
Loulovtlle Area 1a extr&orc1inlU'1ly e,ood, 
at the preoont tine. 

health olt~tion in and &bout the 
No addltlonol doctor• Are Deeded 

Dr. Ol in lest, Secret&r;r-U&n&ger of the Amerlc&n Public He&lth Aoao­c!ati on, h&o wi red the Proal dent offering the oervlcea o! the .ber le&D Yec11CA1 Aaooclatlon in •obilia1ng pbyaiciano oTor the country for aervtco I n t he flood area. Appreciation wao exproooed to Dr. lest !or bio offer or coope ration and he Wl\1 aooured thet adnnt&ge woulcl be tAken of hlo eervlc ea t! neceaear.r. 

l.U~Jror La0uarc11a offered to the !!eel Crooa & unit of 8 t""lned O&n1t&J'7 englnoora and be Ml been adTloed thet hl o offer would be acceptocl a 11n1e lAter on i f t he expected needo developed. 

Dr, John Sundw&ll, Proteooor of Public Health 8nd PrOTonthe Mec11clno a t the UniTeroi t y of Michigan, offered the oervlcea of &11 of the doctoro ... d nuroeo ln traillint; &t hlo ochool and a un1 t o! 10 doetoro and 10 nuroes .... oent b;o" buo l"ot nicht to Loullville to report to Dr, A. 'r, llcCoJ'IIack for a ootgnment t o duty in weotern Kentucky. 

Co&at Ouar4 plane• traneportod l e rs- quantltioo o! biologic product• f roo t ho alrporta at Nowo.rk, New Jeroey, Md Boo ton, lleoooehuoetto, to Lou tort lle, Kentucky, yeoterdq afternooa. !he coope,.,.tlon of tho Coaot OuArcl hes boon .oat cordial tu~d pro11pt and 1 ts serrlcll b&Te been IIJ'O&tl'T spproclated by the Public HeAlth SorTlce. 

A •hl~eat o! 30,000 cubic eenti .. tors of trpboid T&cclne weo seearocl ! rom tho Arrq lledlo&l Ce11ter loot night Mel tJ'!Uioportocl to Coluabuo, Ohio. 
!be Public llee.Hh hrrlce, thro1.lgb tto Uaioon o!!icero, lo cooper&tlng clooely v1 til the Bad Croll ud the IPA and relAtlonohlpo are .cot cordi&! and the work h&a be.., proceeding -thly. 
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Baradelle Case 

January 27 . 1937 

HM,Jr ' s telephone conversation with Senator Moore . Senator 
doesn't particularly want Hogan to be Internal Revenue Agent 
in Charge at Newark, but wants a Democrat . BM,Jr . said it 
would be his first order of business after his return f r om 
Sea Island . 

February 6 . 1937 

Ue~ from Russell to Commissioner Belver1ng . (Note: This 
i s an attachment t o diary entry of February 16. ) 

Februa ry 13. 1937 

Helvering transmits Irey' s report to which was attached the 
detailed r eport of Mr. Kack in regard to Ur . Rogan. 

February 13 , 1937 

Speci a l Agent Mack' s report t hat there is possibility that 
immediate cause of criticism against Mr. Bar radel i s fact 
that he is pr essing tax investi gation of Mayor Frank Hague. 

February 16 . 1937 

RY, Jr ' s conference with Helvering and Gibbons before Senator 
~oore • s appointment at 10 o ' clock. Helvering recommended 
removal of Barradelle, the Internal Revenue Agent in charge, 
and submitted names of possible successor. 

February 23 . 1937 

Hli,Jr 1 s telephone conversation with Senator l!oore. Bloi,Jr 
t old the Senat or he has decided t o move Barradelle and is 
waiting for recommendation from Helvering as to a successor. 

February 26. 1937 

Irey •s memo to the Secretary that McQuillan and Mack are 
making active investigation into income tax affairs of 
Mayor Frank Hague under direction of Barradelle. 

Russell confirmed this to Irey a nd al so said he was prepar­
ing a mea~orandWD r eco11111ending appointa~ent of an agent to 
succeed Barradelle. 
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l<'ebrAArv !i3 1 1937 

~.Jr told President thht Senator Moore was willing to lebve 
it t o us t o n&me successor since we were willing to move 
S;.:.rrudel. 

?larch 1 1 1937 

.. cting (;ommissioner nus sell's r eport thut in his opinion 
heuben o. Thornton is outstcmding mba in Newurk Division • 
.. tthcned i s full r eport on Thornton . 

)h>rch 10 , 1937 

Telepnone conversution between HW ,Jr ur~ Senutor Uoore • 
.-er.htor lloor e suid Helvering o.rrived bbck i n t o1m the d hy 
befor e . ~,Jr. promised Senutor Woore u decision t omorrow. 
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F. . 'l .J r : 

3enatcr 

Hello 

Hello 

Go ahead . 

January 27, 1937. 
2:40 p.m. 

H. '' . J r : Senator Moore? 
,.r thur H. 
·~ore : Yes sir • 

. Jr : lolorgenthau 

~ : Oh yes sir . 

P. . • .Jr : Bow are you? 

ll.: Vlell I ' n pretty good. 

H. l.! . J r : Since when do you need an Ambassador from Sout h 
Car olina . 

I ' 

:i . •t .Jr : 

H.:!.J r : 

:.l : 

H. JI . J r : 
,, : 

R . ~~ . Jr : 

(Lnughs) Well Jim is my pal . 

(Laughs) I see . Well he ' s a good pal to have. 
He ' s mine too . 
By God I thought nobody could get near you unless 
he ' s in line to h~ve 

llo , you never called me before. 

By God i t ' s the 

What? 
So I thought it' d be better for him because you 
might believe hi m and I'm just a Hudson County 
Democrat. 
I see. Well Itm just a Dutchess County Democrat. 
Senator, the President did send that over to me 
and what we - we•re roll owiDR the usual routine 
on the thing and having an investigation made of 
Bogan and until that •s completed I won't know 
wbere I'm at . 
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!.l : 

~~ . =.:. Jr : 

R.H.Jr : 

:1 : 

I!.I!. J r : 

!.1: 

l! . !l. Jr : 

1.1: 

H.l ' . Jr: 

M: 

R. tt .Jr: 

'J: 

H. I: .Jr: 

1.!: 

R. I.I . Jr : 

II: 

H. Y. J r : 

- 2 -

Well I only wanted to say this . VIe don ' t care 
whether it' s Rogan. Any Democr at up there i s 
good enough for us . 

Well now Senator ••• • 

There ' s a lot of other fell ows and t he only reason 
he said Hogan wa s that the first man is - Downey 
and Downey had been there 25 years and Relvering 
sai d he was too old . 

Relvering did. 

Yes . Downey' s been there 25 years . Downey•lives 
in Patterson -he ' s an organization man . 

Yes . 

And we ' d like him but he s aid he was 60 somet hing . 

Well I didn ' t know. 

129 

So then we thought that well !logan came from Kansas . 
In fact Relvering wa s t he same in his 
party . He ' s been there 34 years and but we don ' t 
car e: Ther e are four or five other Democrats t here. 

Well Senator, I asked Helvering over here yesterday. 
We t alked about 1t . 

Yes . 

And he says it will t ake a littl~ t ime but just as 
soon as it ' s ready and when we know I 1 l l ask you 
whether you' d drop 1n some morning on your way to 
the office • • • • • 

Yes • 

••••• and we ' ll have a talk about i t . 

Yes, well keep 1n mind that we don ' t care about Hogan . 

Oh good. 

It doesn ' t mean a thing. 

Well 
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II: 

a.u.Jr: 

F!.'I .Jr : 

P. .M.Jr : 

... 
~ · 

H.M.Jr: 

M: 

F .lJ.J r : 

... 
f! . !.!. Jr: 

!.1 : 

H. !.\ .Jr : 

U: 

". rJ . Jr : 

1!: 

H.U.Jr : 

M: 

• 

130. 
- 3 -

There are four or five other fellows that have been 
there 10 and 20 years . 

All right. 

Anyone of them will do . 

All right . 

Our only point is that it looks awful bad when here's 
a Republican that Hoover put there and did all he could 
to hurt us and we can't change it. 

Well will you be a 11 ttle - give me - be a 11 ttle 
patient and I'll - I'll do the best I can. 

That would be fine but understand we don't care 
about Hogan; anybody. 

All right - all right. 

Just anybody's q Democrat, that's all. 

And - Rnd just remember that anytime you v;ant me 
i f you give me - oh a couple of hours• notice I ' m 
always available • 

That ' s fine. Thank you. 

'Thank you. 

If we just get that - we don•t care who ' s in there. 

All right. 

Thank you. 

All right , 

I'll bear from you next week I suppose . 

Well no I ' m going away for a week' s vacation. I 
stayed here while the Presidant went b South American • • • 

(Laughs) 
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n.u .Jr: 

~!: 

H. t! . Jr : 

M: 

H. 'I . J r: 

:.!: 

H. '.LJr : 

!J: 

- 4 -

• • •••• and whil e Mr. Hull was gone so it ' s ~ 
turn and I r m going away for a week. 

Vlell -

But as s oon a s I get back it will be the first 
order of business. 

131 

Ylell that• s fine . All right, thank you but bear 
in mind we don't care who 70u put 1n a s long as he ' s 
a Democrat. 

Suits me . 

All right. 

Thank 70U. 

Thank you. 
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Present: 

Eccles : 

H.M. Jr: 

Eccles : 

ll.rs Klotz 
llr . Eccles 
Mr. Uph&JII 
Mr . Bell 
Mr . White 
Mr . Haas 
llr. Murphy 
Mr. Goldenweiser 
!.lr . Sel tzar 
llr . Taylor 

January 27, 19)7 
2:55 P.M. 
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As you know, the Board acted last summer and then 
gold continued to come in and with the sterilization 
froze the excess reserve picture at around two bill i on 
two. As was announced last November or December, the 
ma tter would be brought up for consideration after 
the first of the year. Shortly after the first of 
the year, the Secretary announced that - I don't 
remember just what you said, but a t least the effect 
was given t hat you were leaving a blank period. 

Clear the decks for the Federal Reserve to act if 
they wished . 

That • s right . Now, we have had the staff studying this 
whole c.uestion from every '"spect . VIe have had a good 
number of conferences during the l ast month. Every 
member of the staff is favorable to some action. We 
had a meeting of the Bank Presidents on Monday and 
we had Dr. Goldenweiser present the question, and 
John Williams, and then we gave ea ch of these men an 
opportunity to ask Ques tions or to express an opinion 
if they wanted to. ~nd, outside of two of the twelve, 
they were in favor of increasing reserve r equirements 
by the full amount . lbe two were in f avor of selling 
off our portfolio instead. They wanted to sell off a 
large volume of Government bonds and pass the earnings 
to the member banks, and that •s what it would do, you 
s ee. 

Now, the Board - no member of the Board has been a sked 
an opinion on it. We merely had all thi s preliminary 
discussion in order to give the Board an opportunity 
to determine what they want to do . We wanted to try 
to get all of the facts, get the complete picture for 
them . What they will do I don•t know. We expect to 
have a meeting very shortly and of course to deter~1ne 
it. 
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Now, if you will put that chart up, I'll • • ••• That•s 
right. The question of timing it is important. I 
don 1 t lmmr whether I ought to work or make Dr . 
~ol~enweiser b~ the t~aoher. I, think you (Colden. ) 
oe I. ""r ~:o ••het~u 11nu suuw l.hem wna t this chart means. 

This is Just an attempt to estimate the situation 
in regard to r eserves now. It shows the amount of 
reserve balances of the member banks and the amount 
of deposits of all t he banks, and currency outside 
of banks . It i s not only member banks, but non­
member banks as well. 

In 1922 we had 17 billion 80 of reserves, 39 billions 
of - say let's call it money for the time being. In 
1929 we had 2, 360 (millions) of reserves, no excess 
reserves , and 55 billions of money . Now, near the 
depth of the depression we had 2,200 (millions) reserves 
and 42 billions of money, and eight billions of possible 
expansion that di dn ' t occur - I mean there was some 
excess reserves on which this much would have been 
based . 

Now, at the present time we've got six billion eight 
hundred millions of reserves, on which there could be 
based 89 billions of deposits and currency. Now, you 
see, we ' ve got 57 (billions), which is more than what 
we had in •29 by about two billion, and we could build 
on top of that another 32 billions, if the ratio between 
time aDd demand deposits was as high as 1n 1929. This 
involves a considerable element of uncertainty, but the 
margins are so big that in effect the picture is qui te 
accurate and the two billion two hundred million ot 
excess reserves is the basis for that much more expan­
sion of money, if it was all used . 

If the Board takes out 33 1/3, raises their reserve 
requirements by another 33 1/3, which is all the 
legal power that is left, it would reduce the expan­
sion - the possible expansion, from 32 billions to 
seven billions . In other words , we would still have 
57 billions of money that we have now and there would 
be seven billions to go, which would give us a total 
of 64 billions of money, compared with 55 billions at 
the top of the boom. 

It would cut down the volume of possible inflationary 
money or injurious cr edit expansion which 32 billions 
obviously carries, to seven billions, whi ch may not 
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<.ccles : 

Golden.: 

H.U.Jr: 

Golden.: 

H.:.I . Jr : 

Golden .: 

Eccles : 

l!urphy : 

Eccles : 

Golden.: 

- ) -

include - which may be a reasonable estimate of 
possible growth . 

!34 

The amount of money that there is now is sufficient, 
a t t he nor mal turnover, to produce a national income 
of over - of about 90 billi ons, and this - if we had 
all this money, the amount of national income would 
be 240 bi llions . 

In other words, the total amount of money that is 
in existence, at the same t urnover as we had in ' 29, 
would support a national income of s ix billi on more 
than we had in 1 29 . All r ight . 

Just shows whl! t it would do . Shows 1 t would cut i t 
tto«n from ) 2 billions to seven; that we have now 
more than we had then, and that r.e would still have 
s consider able amount to gr ow even after the action. 

Now, Coldenweiser, if you did 16 2/J , would it be 
just half tha t much? 

It would be up to about here then (indicating on 
chart) . 

I mean it would Just come half way . 

Not quite half way, because the r atio of expansi on 
would change a little ; but for practical purposas, 
nalf way , let ' s say. Well, that's all on this chart. 

Yes, that's all. 

Do you want another chart, Dr. Coldenweiser? 

Take the one on deposits as it is related to that one. 

This shows the composition of deposits, shows tha t 
we have more deposit s than we had t hen, and shows 
how they were composed . Some growth in Postal Savings, 
mutual s avings. The time deposits in commercial banks 
are still considerably lower than they were. Adjusted 
demand deposits are very d ecidedly a t their highest 
point, and the total deposits are higher . And when you 
add curr ency t o it, it is five billions higher t han it 
was in 1929 . 
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Colden .: 

l:.ccles: 

Colden.: 
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I f you take adJusted demand deposits and currency 
alone, whi ch is the most available medium of payment 
more usually r eferred to as money, we•ve got five 
billions more than we had in 1929 . Wha t brings the 
total down to only two billions mor e i s the feet that 
time deposi ts are considerably lower . 

Take those other charts now, Dr . Golden~eiser, on 
the f actors of production, end the one shov:ing t he 
turn-up in credit . 

This, I think, is the production chart. This just 
simply shows that we 've got a volume of industrial 
production that is now pr actically as high - a little 
below the peak of 129. It is 21 now, as compared with 
the peak of 25 . It is higher than t he aver age for 
' 29 ; the level in i tself is not. There is nothing 
that calls for restraint in that level, b ecause I 
think we could well afford t o have a production of 
140 noVI , consideri ng the growth in population . But 
the f ac t that there has been an extraordinarily 
r api d increase for nine months and that this increa se 
has nevertheless not kept up - kept pace with the 
demand - that there are a whole lot of industries 
that have forward orders for a year or 18 months • • •• 

Show the price chart • 

• • • and as a consequence - I haven't a ny price 
chart in there on a large scale . But you are fairly 
familia r with the pri ce chart. I have a l i ttle price 
chart here that I t hink you con see . Here ' s your -
Mr. Secret ary, here ' s your price chart. You hove a 
whole lot of price charts in your shop, so you are 
familiar with that figure, and it ' s been going up. 
The prices have been going up very rapidly, and they 
haven't been only farm prices; t hey have been indus­
trial pri ces, semi- finished commodities that the 
demand - that the prices have gone up on partly because 
of armament demands and monopoly conditions in one or 
two industries, like copper . 

But this - we have a feeling in our shop that the 
rapid rise - a rise as rapid as that, when it is 
accompanied by repor ts of capacity and shortages of 
skilled labor and forward orders, and reflected in 
prices, carries in it an element of uncertainty, an 
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Ec~les : 
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H.M.Jr: 

Golden.: 

H.!.!. Jr : 

Golden.: 

Eccles : 

Golden.: 
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element that makes it more difficult to look for­
Nard to its being sustained. So the t Ne see from 
the industrial sitU£tion t hP.t some diminution of 
excess reserves and some slight t ightenings of 
short term m.oney rates might be an advantageous 
thing. 

~ight be an advantageous thing? 

Might be an advantageous thing to slow down this 
rate of advance, because we are all in f avor of 
an advance but we are afrsid that 1f the advance 
is too rapid it will - it creates ••• 

It will run away with prices . 

136 

••• and is accompanied by a rise in prices, it might 
result in a slump; that it is better to advance e 
little a t a time - not necessarily slowly, but not 
as rapidly as that, so as not to create a situation 
that might result in •••• 

Are you going to show other charts on prices? 

That's all I was going to say on prices. 

Are you worried by the rise in prices? 

I•m worried about the rate of rise, yes. I think the 
rise in prices in itself - but we•ve got a five point 
advance in a very short time, from 80 to 85 . 

You' re not worried about the price level . 

No , the price level - if the price level should go 
on up gradually, I wouldn't worr y about it. But when 
individual prices shoot up and the average goes up pretty 
rapidly, you begin to have a feeling that there is 
something unhealthY developing ; that i t might be very 
difficult to keep from slumping . All our worry in the 
matter is to prevent a slump. If we were sure that 
there was a constant growth of this sort all along 
the line, we ' d be perfectly s~tisfied. 

Di d you (Eccles) want to turn to the money rates? 

Eccles : Yes . 
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Well , of course you are more familiar with money 
r at es than we are. But t h.is shows the money r otes 
sho•:s your Tr easury bi lls, wh.ich have recently gon~ 
up some; ana the commercial paper, still considerably 
below one percent; and Treasury notes, a little over 
one ?ercent; Tr easury bonds, a little below 2i percent. 
It shows that we •ve got a very low level of interest 
r ates, particularly in the short money - very low 
money rates; that a rise in these money r a t es would 
not be damaging to anyt hing because it is an open 
market r ate and the r a t es t o customers are not par­
ticularl y low . And t her e is nothing inher ent in a 
rise in these r ates that 'IIOuld necessarily be re­
flected in a r eduction - in u rise in the long t i .me 
r ate ; that the long time r ate i s w&y out or Hs usual 
relationship to short time r a t es ; it i s usually right 
along here. I t is a little higher; usually it i s 
considerabl y l ower. 

The long time rate • ••• 

••• ought to be lower t han the short time r a te 
normal circ.umstances; so this would go up, we 
wi thout r eflecting a rise in long time r at es . 
posi t i on, a s I know the Chair man ' s • • •.• 

in 
feel , 
Our 

Excuse me Jus t a m.inute . Hello (On phone . Has 
conversati on w.ith Roswell l.lagill) . 

I was just going t o say tha t we all believe tha t a 
long time r bte should not go up - see no r ea son why 
it would go up, and •,ve do feel t hat pr obably there is 
no particular advantage in its getting any lower . In 
fact, the lower - if the long time r at e should continue 
to go lower, it mi ght r esult in f orcing people into 
speculative activ.ity rather than in fixed r eturn invest­
ments, and that would not be a desirable thing . And 
besi des , if i t should go still f urther, then the 
fiduciary institutions tha t buy a lot of long time 
stuff find later that they are - if the r a t e stiffens 
and t heir portfolios go down in value, they f ind them­
selves in financial difficulties . 

So we reel t hat this rate should probabl y be main­
tained ; not in favor of advancing, but we feel t hat 
probably i t ought not to go any lower , particularly 
for the corporate bonds, which in relation to the 
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Treasury bonds probably are a little over-priced. 
And so we think that if the net result of doing -
taking the excess reserves out of the oicture to a 
considerable extent would result in some slight 
stiffening of short time rates and maintenance of 
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the long time rate on a steady level, that that would 
be a desirable situation. That's all I have to say 
on it, 

Tne low rate tha t gets so low that 1t can ' t be main­
tained, stabilized - it will of course mean that as 
the rate advances then you have put your insurance 
compani es, mutual s avings banks, your trustees, in 
d ifficulty t hrough great depression . l'lhat I'd like 
to see is the long term rate down to a point that -
where there i s some assurance that it can be main­
tained and where people, investors in general, 
won't say that it is more of a speculation t o invest 
funds in a long term fixed interest security at the 
rate that is so lo~,, than it is to go into real 
estate commodities and securities . 

As living costs go up or as the price of money - as 
money buys less, there will be the tendency to, if 
rates on the long term securities - 'llell, they won 't 
go l ower , because I think you•ve reached the resis­
tance point pretty well now - ,fell, there will be a 
speculatio~ instead; you will see a drift into 
soeculation instead of into securities, and that 
~ould be unfortunate, undesirable . 

The long term rate, after you have created a volume 
of money sucn as we now ha ve created, as sho·RD on 
those charts, should be maintained, should depend 
very largely on the savings accumulations r a ther 
than upon a rate that is determined by the bank 
rete. 

You can of course continue excess reserves long 
enough and encourage an expansion of credit far 
enough to where, of course , you get an inflation; 
and it was desirable certainly, in a period of 
deflation when the volume of money was very small 
in relationship to our needs, to do deficit financing 
so as to increase the volume of money through spend­
ing· and all we have done I was very much in f avor 
or.' I think we are to a point now which is a very 
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different one than we have been in. We have 
gradu~lly got to a position of transition where 
it <:alls for an effort at stabilization of our 
position - balanced budget - and these are - this 
is all part of it to my mind: a program of attempt­
ing to bring about a general condition of s tability 
in the economy . 

With a continuous forward movement . 

Oh yes, and we will get some in the price level. I 
don't think - I think if we get pri ces going up too 
r apidly we get a speculation that is undesirable . 
You get an abnormal buying in anticipation ana you 
get buying beyond immedia te needs, and then you get 
your slump . 
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If reserve re4uirements are increased by the full 
amount , there would still be, of course, about 600 
mill ion of excess reserves, which are more excess 
r eserves than the System ever bad before the - even 
in 1 J2; it is jus t about where they were in ' 33, 
when the System quit buying Governments, when it wos 
felt that they had such a cheap money - puts you back 
just to that position. 

The Reser ve Board completely failed to exercise an1 
influence at all on the money morke t until you first 
tightened up the reins to a point where action taken 
by t hem influences the market. In other words, we 
are so deep under water with the huge excess of 
reserves that there is no possibilit y of the Reserve 
System influencing the money market rlth tb.at sort 
of a situation, or exer cising any control whatever 
over it. 

It hasn't been necessary to exercise any control 
over it, because everyone was willing to have the 
maximum amount of pressure to keep - force rates 
down, get them down just so as to stimulate in e very 
way that we could recovery, and to build up balances . 
But, as I say, we have now reached another peri od. 

Cen I interrupt you at that point? Supposing - after 
all, we are all human - Just supposing you increase 
them the full amount and, by doing tb.at, in three 
months, six months, or some time within the next 
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year you find that, having done that, it was t oo 
sharp a curb, and let ' s say yo~ production starts 
to fall off . 
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Carry out an cpen market operation. In other words, 
we •ve got a more flexible instrument there; we woul d 
increase the purchase of bills . That ' s what I was 
going . .. . . 

1\'ba t remedy would you use? 

We 1d buy bills . The reason for tha t is that tnis 
isn ' t a flexible instrument because it appl i es 
universa lly throughout the country . .t.nd that was 
another point I wanted to make : that at the present 
time t he excess r eserves are very widely distributed. 
The reason we couldn' t consider this problem before 
was that we didn ' t start to make the survey until the 
13th of January and di dn ' t get it completed until 
l a st Monday . Now, the reason we didn't start before 
the 13th was because we wanted to give the excess 
amount of currency an opportun.ity to f l ow back and 
to have 'Nhat would be considered a more near l y normal 
picture, before we started the survey . Ther efore, 
it wasn't until Monday that we r eally had the survey 
of where the r eserves were, just what effect it would 
have on certai n banks . 

Now we have that picture, and i t shows that the 
reserves are very widely distributed. The total 
number of banks tha t will be deficient is 197, out 
of over 15, 000 . The total amount of t heir deficiency 
is 122 million. However, there are other banks that 
•11111 have an excess of over 700 million, so, deducting 
the 122 from it , the System as a whole wills till have 
an excess of 600 million. But they are so wi dely dis­
tributed t hat only 197 banks will have a defici ency . 
The total def.iciency is 122 million. 

Now, of the country banks, the deficiency is only 
$2 ,249, 000, assuming that they use only one-half of 
t heir balances with city correspondents . 

Will you say tha t again? 

There is only $2, 249 , 000 defici ency i n what we call 
country banks . Those are t he ones that people do the 
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most hollering about. 

T"to;o o.r..d a hglf million? 

Yes, two and a half. It ' s nothing . 

I didn't get it because you've been talking in 
billions . 

Yes . 

Two and a half sounds awfully low . 

Vlell, there's two and a half million deficiency 
in country banks . Vlhat are the number of country 
banks? Do you remember, Dr . Goldenweiser? 

There a re about 5,600 - 5,60J about. 

Yes, about 5,600 . 

How many involved in this? 

168 is the number involved, out of 5,600, and the 
total amount or deficiency is ~2 , 249 , 000 . 

What are t he total banks involved? 

197. 

JJ banks then in city banks. 
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Well, the New York City banks - there ' s 12 of t hem 
with 100 million. But you see, there are other New 
York banks with an excess; the total in New York 
would still show some excess . 

About six percent . 

So that gives you a picture of bow universally these 
excess reserves are now distributed, which is impor­
tant. So we can increase reserve requi.rements today 
with less disturbance than you could if you waited 
until there was a situation where the distribution 
was not as widely diffused as it is now. 

And to meet the problem with open market operations, 
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of co~se, is a much more flexible means . You 
couldn't increa se reserves by 100 mi~lion or 200 
million. You 1 d have to do it by some percentage . 
And you wouldn ' t want t o increase it often; it is 
a very disturbing tiling to do, because 1t a ffect s 
every bank. Whereas you could buy or sell 100 
million of bills or 200 or )00, and i t could carry 
you over a period, and you could sell by the day 
and week to meet a money market situation, and it 
is a much more desirable and flexible instrument to 
use. But before it can be used effectively, we •ve 
got t o cut these reserves down to a point where 
ac t ion through open market operations will be 
effect.lve . And this seems to b e , from every indi­
cation, a desirable time certei~y to give some 
serious consi deration to the question. 

I miiht add right there, Governor, that one reason 
this is a better time is that up to now we have had 
no increase in bank cr edit other than through the 
purchase of Government securities, and in t he last 
eight or nine months there has been a very consid­
er able increase . 

Is it still over a billion? 

Over a billion? 

Well, the increase was a billion last year . What's 
t he total now? 

\'/ell •••• 

Bank o redi t. 
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lotal bank credit - 1f you count it, 1t is about 55 · 
billion. 

Commer cial loans . 

Commercial loans? I have a oommerci~ loans chart. 
Here it is. It is nearly siX billion. 

What's happened to it in the last couple weeks? 

In the last couple weeks it ' s gone orr. But you have 

Regraded Uclassified



H.M. Jr: 

Colden.: 

H.'' . Jr : 

Eccles : 

H.ll.Jr: 

<.ccles: 

H. :J .Jr: 

Eccles : 

- 12 -

had a bank credi t growth that was all Government 
securities up to the middle of last July. 

No , I had in mind commercial loans. 

Commercial loans, down a t t he bottom at the end of 
last year, gone up a billion since that. And this 
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is only irnportant banks, and if you had all banks 
it would be over a billion of increase; shows they 
are beginning to utilize those reserves in a way 
which IYould make it more difficult to restrict them 
without possibly starting a deflation, which we would 
want to a void. 

In considering this thing over there, you people 
weighed the possibility - the alternatives of doing 
it 16 and a fraction as against 33 and a fraction? 

Yes . Everyone unanimous for going the full distance, 
or never using the ba l ance. In other words, the very 
fact that you use half of it now - it doesn't ge t your 
r eserves reduced to a point where open market would 
have any effect at all; you s till haven't got them 
down to a point where your open market operation 
v;ould be flexible and where it would influence the 
picture . 

You' re sure of that? 

Yes, because, you see, we ' d still have a billion and 
a half excess reserves . 

You mean if you did 16 and a fraction? 

That ' s right, you' d still have a billion and a half 
excess . Now, there would still be the same uncer­
tainty. They would still wonder just when you were 
going to put the other 16 on, and they would - the 
wise banks would lfant to keep it locked up so that 
when you did - want to keep it available, so that 
when you did increase the reserve requirement he 
would be able t o meet it readily; the unwise bank 
would go out and get loaded up and then he ' d immed­
iat ely be forced to liquidate, which would be bad . 

So it seems to us tha t this i s desirable, and then 
to meet the problem by increasing or decreasing our 
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portfolio, based upon the money ~arket condition 
a t the time . 
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There is one - this, however, has got to be timed, 
and I ' d like to talk i n connection with the Treasury 
financing and the tax period, because it is a very, 
very important matter from your standpoint as well 
as ours . 

It is desir~ble that we should be able to give )0 
days ' notice whenever this may be done, for the 
rea son that - that it would possibly be desirable -
I•m not sure, but it i s my personal opinion as a 
practical matter tha t half of it be done in 15 and 
half in JO days, so t hat ••• 

aow do you mean, Marriner? 

I mean you ' d increase it 16 2/J - increase it the 
whole amount now - announce it now and say you moke 
half of it effective in 15 and half in )0. See? 
The reason for t ha t is because of this shortage in 
some banks and the exbess in others; there is a 
certain amount of ad jus ting , you see, and the more 
time that they are given to effect a complete dis­
ad justment, the more orderly the mar ket would be; 
whereas, the shorter the time, the more wide the 
fluctuati on and the greater the danger in making 
the ad justment - more oifficul t t o effect it. 

Speaking of your Ma rch pi c ture, as I see it, you 
will possibly collect on the 15th of Warch - just 
assume that this program was put into effect and the 
excess r eserves were reduced t o 600 million. Now, 
on March 15 you will have an abnormal - t hat is, 
abnormal compared with anything we •ve known in the 
past - tax income. 

Yes . 
About 800 million that you will expect to pull out or 
the money market into the Treasury . Is that about 
right, Dan? 

It is over several days . 
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But you don't put much of it out . You will pull 
in 800 million dollars . 

Put out 300 million . 

That gets to the 4uestion of financing , if you 
finance in March. 

No, we ' ve got Treasury bil ls maturing on t he 16th, 
17th, and 18th. 

I f you 
Yll'Ong . 
out of 

refund them .••• »aybe 
You bring 800 mill ion 

the market. 

~le pay off 300 mi lli on . 

I•ve got the picture 
in, and that pulls it 
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All r ight, you pay off 300 mi l lion and you possibly 
pay off 200 million 1n other payments, interest and 
other items . That ' s about 500 million that immediately 
would be put out. Is that right? 

That ' s right . 

If you don't do any financing . 

That's right. 

See? So t ha t you ' d sti ll t hen r educe the excess 
reserves down by at least 300 million. You' d get 
close erough .. . Now, that's a bad time to do financing, 
because your rate would be higher at that period, 
because you're pulling out of the money marke t all 
this money. It i s a good time to have Government 
bills mature . In fact, it is t he proper time to have 
as much - to have enough maturities to offset - tha t 
is, to be in a position to put back into the market 
almost enough to offset what you take out of the 
market. • 

So what I was going to suggest was t hat the financing -
if you pay off your 300 million in bills , if you don' t 
put any - well , don ' t do any f inancing in March; let it 
go until the first of April, 15th of April - i t certainly 
would be an easier tillle to finance than in the !larch 
peri od . If you financed 1n !larch and didn 1 t get any 
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new money, but merel y refunded your JOO milli on, 
or you sold bills equal t o JOO million, you sol d 
uut.as , you s old bond:; equal to the 300 :ti ll1on1 

it would mean, of course, that you would , instead 
of putting that JOO million back in the market -
you would offset it by the refunding, so that it 
would be a bad time to do it, because you'd have 
a period when excess reserves were at the very 
lowest ebb point due t o the t ax period . 

Now, I talked to Burgess about that last night 
before he went back. The thought occurred to me 
that I wanted to get nis view. And he agreed with 
me fully. And Dr . Goldenweiser may have somethi.ng 
to say on that - the money market effect of that . 

Haven't anything t o add, ~r . Chairman. 
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But just don't forget when I took this t hing, somebody 
l aid down t he rules . 1'1hen I c ame over here they had 
maturities - finnncing - about ei ght or t en times a 
yea r. They had t he market constantly upset. It's 
taken me t hree years to get the market 1n t he con­
dition it is in. And I don ' t know whether it was 
Burgess or who it was gave~ advice before, but 
certainl y they const antly were in the market every 
single month •11han I came here . I took the gr eat est 
care - only with the greatest care tha t we have been 
able to get this thing so we are doing i t four times 
a year, and all of the people, our customers, like it. 
Now, you've got something to sell and you•ve got to 
s ell it so that the fellows will buy it. And when I 
f irst came in here we had somet hing every single 
month . You no sooner get through one financing . • •• 

I t hink you' ve done a good job on that.-

! know I have . 

And I think if i t was a ques tion here such as you 
have had in the past, you ' d - you had to go to the 
market for a lot of new money in the past; you 
weren ' t collecting as much 1n taxes and you had 
huge excess reserves, so it was not a factor. 
You' ve got a different picture today. 

I lmow, but you•ve got - if you don't aind m:f ~ying, 
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you' re not all over on~ side, ~ responsibility. 
It's taken me three years to get it where it is and 
I ' m not going to - I•m not going to risk that a~d -
Burgess or anybody else . I mean when I first started 
in here - I mean if we ' d listened to the felloVts up 
in New York, this country would have gone broke· at 
least, that's the way they talked . ' 

Well, Burgess didn't mention it to me; I mentioned 
it to him. 

Wel~, they told me I couldn't do it, I was going to 
miss it by three billion dollars. .1hen I first came 
in here in the fall or 133, in the first two months 
of 1 34, t hey jus t said we couldn't do it. 

Well, I think by March 15 •.•• 

Couldn' t do whet? 

Couldn 't finance Mr . Roosevelt ' s administr ation. 
Just couldn' t )le done . I mean nobody who was a 
professional financier by training would admit that 
it could be done . Nobody. There wasn ' t a single 
person would admit tha t it could be done . 

I mean I don ' t think - I think tha t when you ' ve got 
a machine which is 'Norking, I think you \1ant to be 
very, very c arer~. I mean I think some of the other 
things better be adjusted to our program on timing 
rather than try t o have us upset our sales program. 

Well, even if we did nothing about excess reserves 
at all, I would still say that from the standpoint 
of your financing, when you• ve got this big amount 
of tax money coming in on that date, it would be 
much more favorable from a Treasury standpoint to 
finance at a time other then the time when that 
huge volume of tax money is coming out of the market . 

But the whole thing has been geared here to do our 
financing just at that period. Now, I haven't sai d 
and I'm not going to say that - if you ask~ advi ce, 
that you should have to stop end consider Treasury 
financing as to what you do in r egerd to excess 
reserves. But when you g at into the tillling of 
our selling securities , that' s something entirely 
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different. You' ll have to adjust yourselves, your 
timing , to this, because we ad justed ourselves and 
gave you two months and you• ve had your two months . 
And we made t hat anjustment once , but I'm not going 
to do i t again . We made that ad jus tment once . 

Well , as I understand, you want action on this by 
the 15th of February. 

I 1 d like to have i t. 

Well, if we could have the two months , that's all 
right. 

I gave the two to you . 

Well, I mean J anuary and February. 

'Nell , two months is all . 

That would be perfectly agreeable . I mean if we 
could give 30 days • ..• 

Wha t everybody thought you'd do was you' d announce 
on the 15th of January. 
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Well , we couldn ' t . lie just didn't have a survey of 
the picture and we couldn't get the survey until 
af ter - ·as I explained, ne got the survey on the 
13ta, which was really a week sooner than we would 
like to have tried tog et i t. .ve got it Just as 
soon as we could and got it just as fast as we could, 
so &s to give final considerati on to t his . It was 
practically impossi ble to do it until this week. 

•'lell look, you ' re sure you need 30 days? 

Well, it is ~ judgment. I certainly think i t is 
desirable to take 30 days . 

Because I ... • 

Give them 30 days after you announce it. 

Well, I think your people are ready, but • •• 

Well, New Yor k doesn ' t know how many balances they 
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are going t o lose . That' s the difficulty, you see . 

Vi ell, l et ' s say you do need JO days. Let ' s say you 
make an announcement February fir st . 

'1/ell, either on or before February f irst . 

All right; well , that's next Monday . 
before February first. Then you give 
You let me worry about the financing . 

I mean on or 
30 days . 

Yes, but I 1 m not attempting to advise you about 
financing . The point I ' m making is that I thought 
that you wanted action on this on the effective 
date; if 1ve are going to do anything, not later 
than the 15th of February . Now, if you say we can 
have the ful l month of February, then I haven't 
anything more to say . 

Ilo , I ' m not going to say that - if you feel that 
you need 30 days, t hen you tako the 30 days . 

Well, that's all I wanted you to say . 
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But I mean - I mean if you ~el you need 30 days, you 
take your 3Q. days and t hen let us worry whether we 
can get the money. Tha t ' s f a ir enough, isn' t it? 

Oh, sure . 

Nbat? 

On, sure. 

Tha t would be JO days - really 28. 

'Nell , a good time to put i t i s on the first of lolarch . 
I don't mean any number of days. 

Does t ha t mean there would be two ad justments, probably 
one the 15th of February and one t he first of March? 
Is t hat what you mean by JO days, or 30 days before the 

first? 
No, JO days clear . Then the question of adjustment: 
it is my personal view now that it would be better to 
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take two bites of it. 

Half the first and half the 15th? 

Half the 15th and ha lf the first. 

Be completely out of the way by the f irst . 

That's what I•m getting a t. 

In or der to give you 30 days - I mean what you•ra 
trying to do is very important, but we have a 
program of mor e than one tax date , and I don ' t 
11ant t o ge t off rrry financing on t ax dates in order 
to adjust ourselves to something that you are going 
to do once. 

Well, I think tha t's splendid. If it' s all right 
with you not t o have the - to have the effective 
date as late a s March first, why t hen I think that 
settles our difficulties . 

Well, I ' m not going t o .... 

That's right. 

I'm not going to 
got a job to do . 
humanly possible 

put you people i n the hole . You've 
Now, I•ve done everything that is 

to coop ere te. 'llha t? 

That ' s right. 

Everything humanly possible . You say that it will 
upset conditions too much to do it in 15 days? 

Well , I'm afraid it will. 

All right, you say you need JO . 

The banks need 30 after the announcement . 

All right, that ' s your end of it. 

• 

Well it isn' t after it laps on to yours, and I 
wouldn't want to do it - I would sooner defer act i on 
altoget her, see, than put it in too short a space or 
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have you feel that it was interfering with your 
operati on. 

Well, Ne 1 re t alking -you' re t alking here . Give 
us - we ' ve got a little time . What do you think 
Dan? I mean do you think that if they - i f they' 
make the step, there i s a number of things that 
we can do; you gave me three different progr ams 
this morning . 

Well, I think that they ' ve got a progr am l ai d out 
and they need 30 days t o do it and if they announce 
it on Febr uary first the marke t will have adjusted 
itself before March first wi thout interfering very 
much with the market . 

I think that too; it will be out of the way by 
March fi r st. 

We could announce about the eighth for !iarch 15 
f inancing . 

This is the way I feel. Thi s is the only thing 
I'm going to say myself. I mean I want to make 
it so that nobody can misunderstand . If you say 
you need 30 days to do this thing ••• This is just 
going t o happen once . 

That ' s all . This i s the full amount - out of t he 
way . 

But I wish I didn't find tha t you were in the 
positi on of trying to get me to change t ax dates , 
which I've got to do four times a year, in order 
to accommoda te you once . Do you see what L mean? 

That' s a fa ir s tatement . 

I mean I don't want to throw my whole machine 
out of gear, because if I shift once then I •ve 
got to keep it up . I ' ll t ake my chances. I'll 
take my chances . And i f you say you need 30 days, 
I say God bless you and take 30 days . 

Well, I'd like to be able to say to the Board in 
considering this, see, that we ' ve got the Secretar y 
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willing to leave the whole month open . If I 
can say that and then if we can get by with 20 
or 15, if t hey decide that, O.K. But I didn ' t 
want t o go and say, "You 1ve got to do it i n 
15 days." 

Well , Saturday is the 27th of February . Clean 
i t up that week. 

Make it effective so it will actually - t he new 
reserve r equirements s tart on March first. 

Starts, yes . But they ' ll ha ve to clean it up. 
Will i~ be cleaned up by the 27th? And then 
we ' ll start Yonday the f irst of Karch. 

That 's the way I want to do 1t, because the first 
of the month •••• 

It will actually have to be out of the way before 
that - Saturday week-end . 

Well, I will say , until somebody r a ises hi s right 
hand, that as far as the Treasury is concerned, 
you can have the month of February to make your 
ad just ments, and we' ll t ake our chances about our 
financing . 

152 

Well , that will help, I t hink. That ' s better . 

There ' s a number of things - Bell came down with 
tnree different programs t his morning. We decided 
that we wouldn ' t make up our mind until Friday or 
Saturday, waiting to see wha t you were going to do. 
See? 

Yes. 

I mean there are three different - combination of 
f our or five different ways t o do this thing, and 
we simply thought we ' d wait, thinking that you most 
likely would do - be able to tell us what you were 
going to do by Friday or Saturday before I left . 

Well , we' ll be able - in a posi tion to help, if 
help is needed, in Uarch through an open market 
operation, if this i s done. 
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Well look, you needn ' t worry . It ' s a marvelous 
thing to be able to say about the Treasury being 
able to finance... You do what you think is 
right from a creait standpoint and you needn't 
worry about how the Treasury is going to do its 
financing . VIe •11 get by, see? 

Well, we worry about the money market and not alone 
from the Treasury standpoint, but from the money 
market generally. For inst ance .• 
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I mean what you normally would expect, the Secretar y 
of the Treasury would be worried that it's going to 
cost him a little more money and one thing and 
anotner. !low, tnat isn't one of the factors that 
you ' ve got to add to your worries in making up your 
mind on this . 

Well , I appreciate that . 
attitude . That •s a very 
and we appreciate it. 

I'm glad you take that 
f a ir attitude to take, 

Well , I don't see how it can be any fairer. 

I think it is splendid cooperation. 

Bow can it be any f airer? Now it just gets down 
to the merits, what you want to do. Do you mind -
we 've only got a few minutes - if some of~ boys 
ask you a few questions . 

Surely. 

On that chart which showed toe amount of credit 
expansion possible under various situations, Dr. 
Goldenweiser, I think you mentioned that in order 
to reemploy the unemployed - you made a rough es­
timate that the Federal Reserve Board index might 
have to get to 140 or thereabouts; or you put it 
a different way, on tho basis of increment in 
population, etc., to justify it. 

That's right. 

The question might be raised that is it advisable 
at this time to shrink this low. In other words, I 
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aon't think you should compare i t with 1 29 . I 
think you should compare it with ' 29 plus some­
thing in addition, beca use our situati on never 
a~tt lll will fit into a •2? ~:lttc~n .,,.. ,..., ,"' rl oti !"'ro t' .. .. , , . .... . .......... _ .. .... 

want to put all the people back to work. So 
that you would want over here to figure you 
might assume cert ain additions in ' 29 plus a 
business activity sufficient to reemploy all the 
people, and then shrink this (indicating excess 
r eserves on chart) probabl,y not to this extent, 
but have somet hing on this new estimate for 
reemploying all the people, and then give your­
self a 11 ttle margin on top of that . I thi.nk a 
good case could be made up that you might be 
cutting off t oo much by l ooking backwards r ather 
tnan f orward, and on the assumption that the 
mos t vital t hing that we have t o meet at this -
at some stage of this , is tha t .ve have to get 
these people back 1n employment. knd this will 
mean a much higher level of business activity 
than in 1929 . 

The other t hing is this . I am not particularly -
the curves have been going up r ather sharply . I 
have s een some things that have disturbed me . 
Because t hey have been going sharply, prices have 
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gone r a ther sharply. As far as you can make out 
by anal yses, 1>e have made out the s i tuat ion i s not 
unheal thy . But many times even in a fairly healthY 
situation you do get a reaction. And that wouldn ' t 
disturb me . I think that ' s the' way business makes 
pr ogress. And also in the general business situation 
there is nothing in t he situation tha t i s really dis­
turbing at the moment. It has been increasing r apidly , 
true; you have a plentiful supply of unfilled orders, 
which I t hink is healthY 1f 1ve are going to move 
ahead a t a fairly healt~rate . So I'm not a t ell 
disturbed about them . 

Then, yet you haven' t had any indication to amount 
to anything of any credit expansion . 

Another thing that disturbs me is that I 1m not at 
all sure that 17e couldn't, to the best interests of 
this country, have even lower int erest rates than 
the present level, and it is very difficult to make 
an a nalysis wllich would Justify f reezing 1t a t that 
level. And what disturbs me 1n that regard i s this: 
that interest rates are something you can't consider 
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in the aggregate. You have a r ate in one section 
or in New York, or in an industry . \'/here the ' 
i utts:res t rate iz of prime i:nportar.oe to t his count ry 
a t tnis time is in the cons truction i ndustry, where 
you haven 't had much r evival , and that industry 
holds hope of absorbing the unemployed . 

That ' s right . 

And the longer we keep - lock down the long term 
rete, the more it will absorb into t he cons truction 
field, the mortgage field . ~nd I'm not at ell sure 
tna t you c an t ake the relati onship between short t erm 
money r a tes now and long t era1 money r a tes and say 
t hey are abnormal, b ecause you hc.ve had a situation 
where you were bringing about a forced - somewhat 
forced decline, and tha t affected short term market , 
and t ha t pulled t he long t erm slowly down, see? 

You will note too - I notice this ma n Col t , who is 
President of the Bankers Trust - .he was commenting 
on the fact tha t some of the banks, b ecause these 
rates were so low - it was forcing them to go in 
the mortgage field, and that ' s the only way you can 
get a reduc t ion in t he mortgage rate of interest . 

The point which I am emphasi zing is that I don't 
think there - wel l , there i s one thing tha t has been 
demonstrated : we can stop a recovery, we can shock 
it, stop it, disturb it, on t he upsidei it is much 
more difficult to start i t upward; i t is easier to 
bring it on a decline than it is t o increase business 
activity . I ful l y appreciate the proposition of getting 
hold of this so you can control it 11 t certain s tages, 
but my apprehension would be to be careful and not 
bite off too much a t one time . I have a very seri ous 
apprehension ••• 

If we didn't have the open market operation t o meet 
any necessary expansion, what you say would be true, 
but we of course have that f acility . Now, i t is 
desirable, and I agree with you , to maintai n t he 
long ter m rate s o as to encourage refunding and 
mortgage financing. That is l argely done out of 
savings accumulations, whi ch - from funds of insur­
ance companies, mutual savings banks, and investors 
generally . That of course will show an increase as 
those f'unds begin to go out, in velocity of existing 
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deposits, which is unusually low. See? 

Yes, I see . 

hnd we 've got the deposits there. And the long -
if the long rate can continue .vhere it is by merely 
the turnover of deposits now that are turning over 
very slowly, the deposits, the excess funds of 
these trusts, mutual savings, the insurance com­
panies, a nd investors generally that have funds 
that are seeking investment just as r ap i dly as an 
opportunity affords - that will continue to be a 
pressure on the long term market . Whereas, to 
create more money - after once created, it is a very 
difficult thing to extinguish it, and it gets into 
velocity 11here the volume i s great, and you can get 
an infla tion beyond your control. You• ve got to 
anticipate the thing r ather t han wait for it tog et 
to you and then shock it . 

Well , there are schools of thought on that too. 
But the - Marriner, you probably haven't thought 
11.bout this: say you decide, your Board dec i des to 
go a head and puts this extra requirement on . Will 
there be - I t hink it is important- I ' m thinking 
in terms not of the Treasury; I'm thinking in terms 
of the whole general business picture - Would the 
public be given assurance of an easy money condition, 
that you would .•• 

Yes . The long term market , the mortgage market. 

You would use open market or such instruments 
available . 

Yes, sir . We had in mind giving out a statement 
that would say that 'lfe had the open market to meet 
any problem. And we also had in mind possibly e ven 
publishing or printing this sort of a chart, so as 
to actually give the picture and to show that there 
was room for this substantial expansion yet - that 
there was still a pressure of excess r eserves more 
than we had ever had even after this was done, see? 

Do you think you're tald.ng any risk? One of these 
thing·s tho t might work and yet • • • • 
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The longer you wai t, the greater the risk. 

The risk of not doing it is ;ro~ter than the risk 
of taking it . 

That was the .opinion of Williams , the opinion of 
everybody that we discussed the thing with. 

!Aight I ask if th.is thing - what do you think the 
immediate effect tYould be? Do you think the long 
term Governments would go up or down? 

I think they will not be affected . 
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I wouldn't be surprised personally temporarily to 
see them go up until this ad justment is coopleted. 

If they hadn't expected it, I ' d think that too . 
But they have expected it. 

The reason I asked, you1 ve had a sharp rise in 
long term Governments today. Here ' s some of them 
up five to eight thirty-seconds . 

I think s ome of this acti on has already been dis­
counted . 

I think in general it i s discounted. One of the things 
that was interesting, !lr. Secretary, was that -xe found 
that, with a little less excess reserves on January 
lJ, when our survey applies, than t here wer e 1n tlovember, 
when our previous survey was made, we had fewer banks 
that would be unable to meet i t, because there have 
been adjustments; especially in New York, where the 
survey shows that out of 22 banks, 11 are completely 
prepared . 

Well , thanks very much for coming . I think Mr . Eccles 
and I had .better go . 
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U.S. COAST CUAI!Il BV~tiAB'l'I!!RS 

Waahibgton, D. c. 

FLOOD R!lPORT 
(4:00P.M.) 

27 1&nUbry, 19~7. 

The United states Coast Gua rd flood relief force aa ot this date eon­

elat e of practically 589 floating unite, S5 communication unit e, end 1500 

officers end cen. Of this number, epproximetel:r 175 noaUng un1 te are active 

ln the flood area, together with all the communication unite. Tbe ev1Htion 

t oree, :perticipatiJ:8 1n the Uood nothitiea, eoneiste ot 9 planes, end 1D 

addition to this, a concentration ot Aclpbibian planes 1a taking place at the 

Biloxi , Mieeienippi, Air St ation in anticipation ot activity in the Mi&eieaip-

pl R1 ver Vall ey. 

Coeat Guard land planes VUIO end Vl5l, piloted b:r Lieutenants Ceorge 

Bowercan and R. L. Burke, delivered their loads of vaccine at Louisville this 

liDrning, end are returning to their bases at Washington, D. C. end Ce pe lolay, 

Nt'i Jersey. 

C~nder Henry Coyle end Lt . Commanders R. c. 1ewell and c. E. 

lloCebe heYe been ordered to duty on the st arr ot the Flood Relief Com!lander. 

Flood Relief C<I!ID8Dder reported thia date that teat COiist Gua rd picket 

boets ere now employed in distributing serum et various points in Kentucky. 

A Coaet Guard ccmmmication truck stationed et Paducah, Kentuclcy, re­

ported thia morning tha t the evacuation of 25,000 people na proceeding, end 

that the morale of the people was good ; that medical supplies were eYe1leble; 

that tho medical start present ...,8 talc1ng care ot those 1D need ot medical 

attention; that the water supply waa 11m1ted, but electrio1t:r W&e aY81lable, 

tbet the report of lou ot 14 11Yes due to over-turn1Dg of boat on 26 :Tanuery 

na 1n error. 'l'his report was the onl:r c....unlcetlon rece1Yed,b:r en:r qenc:r, 

fran Paducflb betore noon this date. 
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llood Relief Commender reports conditions at ~villa 

0111
cbanged. Very alight rise 1n ..,tar, with l nel about 54. teet. Cres t not 

eXJ>eeted bat ore Thursday or Friday. Current in r1Ter baa slacked. Food 1o 

sbort, and w11ter supply l imited. 

Arrangement s heve been made w1 th the United States Marino 

Col"P8 to furnish the flood relief tor<>e with 1 ,000 heavy lined coats, eo heavy 

oloth1118 1a badly needed . 

The Chier or starr , u.s. A:arq, announced this date t .hat plana 

nra being prepared and ..-ould be canpleted b7 29 January tor the encuet1on or 

the ~.ooo 1nbab1\anta or the ll1ss1ea1pp1 RiTer lowlands 1n evant that aTacuation 

obould become neceaasry . The J.rJrty Engineers reel that the levee system 1111g)lt not 

be equal to holding beck the tlood. 

The Ohio River has reached an apparent crest at Louisville 

this date , but ns still rising at Evans Tille. 

Red Cross and PUbl i c Health SarTica officiela are hopetul 

tb•t the worst of the d isaster is past in tba Ohio River Valley, and announced 

thet no mora TOluntear nurses and ph)'eic1ane '11'111 be needed · 

Worklng all night, the Engineers, with the assistance or 

2,000 .olunteere erected a ~toot bullcbead atop the 60-toot tlood ....U at Cairo. . . 
The St. Francie R1 yer in northeast Arkansas rose to a n .. 

level. A levee broke, 1aundeting Truman, Arl<aneaa • 

600 regular troops era now on duty in Louisrtlla, Kentucky 

aeai ati ng the police authorities. 

ott1c1ela of leading rsUroeda or Chicago offered to place 

all aTSileble care at the disposal or A%mJ authoritiea if eYacuation or the 

Wlaa1aa1pp1 Valley lowlands becomes naceeaerJ• 

- 2 -
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'!'he Red Crose SJmOUDCe4 ccllact1on of $1,222,000 or the 

$10,000,000 requested. 

Army orrieiala estimate the crest or tlooa is meTing trom 

so to 90 miles e day , end that it would not reach Cairo for at least 7 days, 

~tnd MBJDphie, Tennessee, tor possibly two weeks. The r1Ter fell to 58 teet at 

Cairo, a 4rop ot 0 . 6 teet, possibly due to dynamiting or levee below city. 

Weether torecests tor Ohio Valley precipitation general tor 

next 26 hours. 

Cc;>y to: 
Aae1etant Secretary Gibbons 
llr. B. '1!. Gaston 
llr. l'wJaell 
C<D:Iandant, u.s.c.G. 
Chief Operations orticer, U.s.C.G. 
llr. W7ers , u.s.c.G. 

G. B. OELLY 
Public Relations orticer 
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27 Januar,r, 1937 
4 p . ... 

OOIJir !!QA.!!!) OPI!W'lOliS ll J'LOO!) U!'CA 

Beeawoa of tbe increaaiJ18 peril in tba llhaiaaippi Velley, 

Coaet OUard fcrcea en route that region ban been aug~~ented to 

eix 165-toot patrol bcata, eight 125-foot patrol boata, lline 

75-foot patrol bcata , end 4o large 110tor Uteboah, tbe letter 

being deeUned to We~~phh and Cairo. 

Addit lonel of!icera are proceedi.ng to the more important 

centera cf diatreaa t o coordinate and auperYiae Coaat Guard 

aet1Tit1ee. 

Bequeeta reeei~ed at Headquartera fro• lleabera of Congreaa 

!or dhpateh of Coaat Ouard boats t o apeclfled locelltlea are 

nlle, Indiana. for attention. 

Coaat OUard planea t ranaported ten Bed Oroaa nuraea fro• 

ITallenlle to Paducah, and pleltet boata were 1118ecad i n dia­

tr1but1118 aei'Qil to ~ariou.a pointe in lentucq, 

Six eoaat Ouard pl-• are being concllltrate4 at Biloxi , 

Wieaieaippi , to .. ait 1nat~t1ona. 
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Swuar7 of Reaourc.. In .N'!& or lin JiOuta 

6 165-foot Patrol Boata 
8 125-foot Patrol Boate 

j 75-foot Patrol Boate 
'lotel 23 )UJor Unite 

Totel 39'1 

llotor Lifeboat. 
llotor nrfboah an4 othe.r Coaat Guard boah 
Wa'7 boah (undu wperrtaion of Coaat Ouard 
Lightbouae Serrtee and Coaat A ~tic Sun'.,. boah (under auperrlaion of Coaat 

Guard) 

.Approx1111atel.7 2000 otrieere and men with 
Coaat Ouard Relief Foree. 

7 Planu 
11 lla41o 'l'rucka 

J.pprox. II() Portable Radio Seta 

General Wat er Le•el Conditione 

Water reeedin& at Louiarllle and 01ncillllat1; elao at 

Cairo follorlllg openin& of lena; rhine elOII'l;r at ~anarllle . 

expected to reach creat 1ll da;r or t wo; riaing at lleolphh an4 

expected to reach not to exceed 50 f"t about Jebruar;r 5-7. 
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January 27, 1936 

J~dge Uoore or the State Department addressed 
a letter to ur. Taylo~ in connection with Narcotics. 

Since parts or this letter were objectionable 
rrom the Treas~y's etandpoint, Ur. Taylor asked the 
Secretary's permission to call on J~e Uoore and 
ask that the letter be recalled. 

16~ 
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January 27 , 1937 

I told Taylor today to ORll in the Chinese 
Ambassador and tell him t hat 1 am not sat i sfied with 
the inforl.'lat ion \?hich I received as to t he future of 
China and, t herefore, I wil l onlY extend t he privilege 
for t nem to borrow $20,000, 000 in exchange agai nst 
tneir 50 ,000,000 ounces of s i lver f or t ne month of 
February; t hat I will take the oatter up with t hem 
again on t.he 19th of February for Uarch. Also to 
t ell t ne Chinese Ambassador that I want General Chiang 
Ka l - shek to see Pro fessor Buck. 

(The following i s t ne cable which we r eceived 
from Buck wnich is responsible f or the decision of 
the secretary as outlined above l 

11 26 January 1937. 
From: Spagent, Shanghai, China 
To : Secretary of the Treasury 

Uessage from Professor Buck. High 
official close to Ch i ang considers now i s not 
a good time for me to see Chiang because ex­
act sit uation will not be clear until plenary 
session oeets in February . He stat.ed t hat hi s 
own predicti~n i s that eo called Comuuni ets 
wlll be represent ed on a speciallY created 
advisory board without exclusive power and 
t!lere will be no aooointments of eo=unists 
t o government positions . This snould be 
inter~reted in light of apparent real change 
in eocalled Comourtist program and as a method 
of stopoing civil war which neither s i de wants . 
same official also opines t hat external policY 
towards Japan will continue about same as 1n 
last few months . ThiS informat ion is prob­
ablY as good as could be obtained directlY from 
Chiang." 
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B.II.Jr: 

Haas: 

H.K.Jr: 

Baas: 

H.l4.Jr: 

B.1.1.Jr: 

Hans: 

H,IA,Jr: 

Haas: 

H. M. Jr: 

Baas: 

Mrs Klotz 
llr. Baas 
ilr . Seltzer 
llr. !lurohv 
Ur. White' 
Mr . Upham 
lir . Bell 
llr. Taylor 
ltr, Gaston 

January 27, 19)7 
12 Noon 

1S5 

Wayne Taylor here? (On phone) Tell lir. Taylor to 
come in. - I thought you s aid he was sick. 

Be just came in -

All right. 

- in time enough to dictate a short memorandum. 
(Hands Secretary a memorandum, copy of which is 
attached to this transcript) 

I haven' t got much voice again today . Can you give 
Bell a copy of that? 

(Taylor comes in) 

(Secretory reads memo) 

Now, may I ask - you teacher today, George? All 
right, well •• • • 

Vle •ve got a class; call on the class . 

Well, there is ••• . 

~aybe I better speak last. Call on the others. 

Well , I'll talk last, ~rs . Klotz next to last. 
Now let's do it this wny. Again, I can' t talk very 
loud. How would you wri te this memorandum, or would 
your conclusions be changed any if you had to lenve 
out reference to Treasury influence on cheap money 
and use of the Stabilization Fund? Now, how would 
70U ••• • • 

We debat ed that in there this morning, and lilY reel1nc, 
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if you must have an answer - I wouldn' t want to do 
anything. But here is the dilemma we ' re in; the 
situation is messed up a bit because they have made 
this - let out uu.s sem1-ol'l'ic1al leal!, and 1 think 
if Redo something we ' ll clear that a tmosphere. If 
we stop and do nothing, you take h firm position, won't 
do anything, that , I think, is - will probably be 
interpreted as some conflict in the Administration. 
I think it is desi r able if that can be avoided . One 
way of avoiding 1t is to do it this way but a t the 
same time announce you are going to insist upon easy 
money if you have to use these other forces . 

Now look, George, if I did it your way - after all, 
the publi c relation angle on this thing - what I 
want would be enti rely wrong . See what I mean? 
(On phone) Ask Ur . Gaston to come in. 

Here ' s the thing we•ve got to be terr ibly c areful 
about . Eccles will come over here a t three o'clock . 
We 1re going to go over and see the Presi dent at four . 
Now, he ' s going to tell me undoubtedly what he ' s 
heard and what he wants to do . Now, for me to take 
the position - "I think it1s all right for you to do 
16 2/J, but if the thing goes wrong , then I 1m going 
to step in and use the Treasury power• - I think that 
leaves me in a very weak position; th&t leaves the 
country in a very weak position. 

In other words - just give me a couple minutes to 
think out loud - I ought to be able to tell the 
President, •For the Federa l Reserve t o do nothing, 
to do 16 2/J, to do JJ 1/3" - I either think 1t is 
wi se or not; and certainly not say, •Well, if it 
goes wrong , the Treasury is going to s t ep i n . " I 
think that ' s L very weak position . 

What we had in mind, JAr . Secretary, is this. If 
you put yourself - say you are the President and 
then he looks over this whole field and he says, 
•First of ell •. • • • -his first consider btion would 
be this: that we can't take any chance on anything 
which would interfere with recover y ; there's t oo much 
at stake . 

Now, that ' s that. Let ' s start on that premise . 
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Then the next - then he ' s got to weigh tha t against 
the possibi l ity of an uncontrolled infla tion end 
along with that the f actor t h&t the Federal Reserve 
::t ,- - rd '"- s -··t -··• •"" -- s-- •e e • ~ -uu u.a. l""' v ... .. "u" ... o"" Q n"' , an"' evary . • . • 

Just bold everything a minute . (Leaves room to 
talk on phone with Mrs . Worgenthau and returns) 

All r ight now. I t hink the premises tha t you were 
s t arting on - here ' s the President of the United 
St ates; he wants the f acts . Now we ' ve given him 
the facts about commoditi es from Wallace; we can 
give him t his whole thing. Now, is this, from his 
standpoint - t he whole Administration, and r ecover y -
is this thing r i ght? Now, again, if you don ' t mind , 
I want to emphasize that he oughtn' t to m&ke thi s 
move feeling the minute he ' s going to make this 
move he ' s got to pr op it up l?ith something . This 
move ought to s tand on its own feet ; either it i s 
right or wrong . Oughtn' t to have to do it and -
l et ' s say , for example, it has an a dverse effect 
on cotton; he says, "Well , if it goes wrong, I'll 
tell Jesse Jones to st op selling cotton until the 
pricll adjusts itself . " I mean the thing ought to 
stand on its own feet and ought to be right because 
it is r i ght, not immediately to give it a shot in 
the arm from the St abilization Fund . Would you 
mi nd going on from there? 

I c an't go on from there, because you tie me up on 
that basis . To my way of thinking, these powers -
I aon•t think tha t you can i solate them. I think 
that you have to consider t hem jointly, and that 
many of these problems - tha t no man living can be 
positive whether it is right or wrong . Therefore, 
you take a move to counteract a certain disadvontage. 
Some people might think you are going toward uncon­
trolled inflation. But you mi&ht decide to take that 
move provided you can protect yourself on it . In 
othe~ words , you ar en' t going to go down a dark alley ; 
you say, "I won' t go down t here at all, but i f you 
give me a gun I ' ll take a chance .• 

George, d~ you mind i f somebody else • •• • 

Go ahead , Harry . 
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I possibly feel a little more strongly •••• 

You usually do • 

••• that we ought to recommend •••. 

(Hearty laughter) 

#hat did he say? 

Sort of takes the wind out of my sails . 

iss 

That's all right . He always come back . Just change 
of tactics . 

Now Barry lost his idea. 

Listen, I'll make you feel better; I'll tell a 
little story . What ' s-his-name , Taylor, has had a 
couple things he wants to s ee me about for several 
days . He comes in here very tense - you (Taylor) 
don' t mind my telling the story - and he says, "I've 
got to see you." 

"All right, Wayne, sit down ." 

He says, nsugar . " 

And I say, 11\~1 darling ••••• • 

You should have objected . 

Then be says, •I haven ' t got time to play.• 

All right, I Just wanted to make you feel better . 
I try my best to do the Treasury job and not let 
anybody get too tense, including myself first. 

I think from the point of vie1v of the President, 
the present si tuation contains elements, which I 
can enumerate very quickly ••• • 

• ve 've got from no1v till one o' clock. 

All right, the elements ore as follows: We have 
adjusted demand deposits which are considerably 1n 
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excess of 127- '28- 1 29 level . We have a price level 
t ha t is l ower - even t hough it i s rising , will no t 
reach the other for a couple or years , even at the 
same ra t..e. AW wiu:t t. l~ l.iu: mo:sl. ::U:!r iou5 chvr~u; l.ar l:s t.lc 
is tha t we 've got what we technically call an i ncome 
velocity of money, or sort of a r ate of turnover, if 
you like. That was in 127- 128- ' 29 about ) .1, end 
is now only about 2 . In other words, there are two 
separ ate sources from which you ce.n get increased 
purchasing power, increased demand for goods, increased 
money instruments . One is the amount of money and t he 
other is t he rate of turnover. Now, if a nd when t his 
r ate of turnover begins to increase from 2 to 2l to ) , 
you are having a t remendously potent fac tor and a 
factor that is very diffi cult t o control. Yle don 't 
know yet how to control the net volume . We have some 
measures of control over the Board; we don't know how 
to control tne income velocity . 

And therefor e , we already have enough money to get 
a v ery considerable degree of recovery, and a good 
deal more than a degree of recovery should you get 
that r apid i mpetus of increased velocity . So it is 
about time that we pause and look ahead a couple of 
years . I• m not thinking of this year, but - because 
I don't think tha t this measure will make any differ­
ence, will have a~ effect at all on checking recovery. 

This 16 2/J? You• re t alking to 16 2/J? 

Oh, I didn ' t know tha t was ment i oned . 

You' re t alking t o 16 2/J? 

Yes, both of us were talking that . 

Oh, I see; all right. And that therefore the position 
is that you have to take what reasonable measures you 
can now to protect yourself against a situation whi ch 
may arise a year or two years from now, in whi ch it is 
a little difficult - more difficult to do then than it 
is now. 

Now let me come t o the second part . However, I t hink 
that the recovery is so fundamental and so important 
that - and that we ought to do nothing that will in 
any way increase the obstacles t o that recover y - that 

• 
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I would hesit ate even to t ake that step, even though 
it may help us two or three years from now, if I 
thought I were left without any possibility of recov­
ering thnt move should events unfor t unately ci emend 
it, should events now or in the next year or two turn 
in the di rection of st11'fen1ng interest r ates before 
I think we a r e ready for that. So I ask myself , "What 
can I do if that does happen?" And the answer i s very 
simple . Yle have an instrument which we can apply to 
tha t. Not tha t I expect to bring it into play , because 
I quite agree if I expected to bring it into play rea­
sonably I wouldn't take this step, because the effect 
of this doesn ' t come until a couple of years . 

Uay I ask a questi on on t hat now? 

Sure . 

Why don't 
the move , 
reserves? 

you men tnink of some instr uments to correct 
think of reducing it - r educing the excess 
You increase them, vtny not lower them? 

That' s what we ' re doing. 

Oh, through the St abilization Fund. 

Well, t hat 's the instrument that we have in mind • 

But, as I get it, what you say i s do i t now, 16 2/J; 
if the t hing turns wrong , use the Stabilization as a 
shot in the arm to hold down the situation. Now, the 
point I raise is i f you increase 16 2/J , Nhy isn•t 
t he first t hing you think of to reverse yourself on 
the excess reserves? 

Oh, b ecause, I think •••• 

Rather than the Stabili zation. I oean if this instru­
ment brings a round a f aulty situati on, why not use the 
same instrument to correct it before you use the 
Stabilization Fund? 

I think there are two reasons . The first i s , the less 
that reserve requirement i s manipulated, the bett er, • 
because t hat is spectacular, it hits a lot of points 
at the same time . It is not nearly as f i ne an 
instrument, it is not near ly a s delicate an 
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instrument, as the other ones tha t are available, 
one of them being the use of the inactive gold -
both ways it is a more del i cate instrument; another 
one be1r~ the open ~~~ct opcr~ticn, ~ ~ ~i!fercnt 
direction being a more delicate instrument. There­
fore, the time to use the cruder instrument i s when 
it is most likely to have no effect, or a bullish 
effect . That' s the first rea son. 

The second reason is that, other things being 
equal as between the two instruments, the extent to 
which you use the inactive gold saves you some money 
a t a t ime when interest rates are stiffening . I'll 
grant the second r eason is less important . It is 
merely another reason. The first reason is important. 

I didn 't get the other day at luncheon, talking to 
Eccies - he talked about b~ing 203 million dollars 
worth of - was it short term notes, or something? 

U~ham : Yes . 

H.M.Jr : 

Uphllm: 

Taylor : 

H. :.t . Jr : 

Taylor: 

H. ii .Jr: 

Toy lor: 

Haas : 

Taylor: 

What was that thing t hat he said he'd do? I didn ' t 
quite understand it, he vtent so f ast . 

If they were to re- r aise t he r eserve requirements and 
there is a market difficul ty, they are prepared to 
step in and support the market t o en extent of 100 or 
200 mil l i on of short term capital. 

It gives them a bigger portfolio so they can be more 
effective in their open market policy to tha t extent 
later on, and it takes off the effect of the increase 
of the reserves . 

What are they going to buy? 

Securities , maybe bills. 

You mean 1ncrease that? 

Increase the1r portfolio, wh1ch, by the extent they 
increase it, offsets the •.. 

That •• • 

It gives them that much more effective portfoli o to 
utili~e in open market operat1ons. 
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Exactly the same t hing . If they had the Fund over 
in the Reserve Board, rather than here, it would be 
practically - t he portfolio thing would be merged 
I m~an as rar as t:nelr t;llougnt; wi tn r egard to the· 
marKet is concerned, it would be just exactly the 
same . You have a fund here and they have a fund 
over there . 

//ell now, are all of you fellows in favor of 
increasing this thing 16 2/3? 

I am. 

With that conditi on. 

But I feel that you•ve got to have something to the 
windward here, you 've got to be able to r etrace your 
steps if you find it doesn't take. 

Not so much if you f ind it doesn't take as if events 
between now and some time in t he f uture warrant. 

You must keep an easy money s itua tion, i t seems to me . 
This construction industry hasn ' t really got moving 
yet, and that is of fundament al importance . I notice 
in one of those art i cles this man Colt suggests the 
banks get int o real estate loans ; when they do , that 
eases the interest situati on in that field, whi ch is 
very i mportant. J..nd 1t takes a long time for the low 
i nteres t r a t es to work themselves back i nto t he 
mortgage field . 

May I jus t read this a mi nute . Well, •~rha t 
Wallace says - it a ll boils down to this : "As f ar 
as the immediate f uture is concerned, I am mor e 
di sturbed about a possibility of high prices than 
of low prices . Nevertheless, the situati on thus 
f ar seems to be a normal one, with no unusual evi­
dence of speculative excess.• That 's on the commodi ty 
situation. 

Well, I think - I don' t know. Do you want to say 
anything nbout this, Dan? 

Vlell, I don ' t see that there i s any obliga tion upon 
the Federal Reserve Board to t ake d efinite act ion t o 
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raise t he reserve r equirements, us stated in the 
first part of this memorandum. All they said was 
t ha t they ~·ere going t o consider 1t in the monthsof 
January and FebrW<ry; Lh~y u .i..lu It. Sa,1 tiac;y wer .. going 
to r aise them. I t hink ther e i s an obligation t o 
t ake some action, either to say, • we are not going 
to do anything now,• or otherwise, to relieve this 
strain on the market . 

I t hink the Tr easury would like to see easy money 
rates , but I don ' t think that it should be subor­
dinated, or t ha t everything el se should be subor dinated 
to that. I think it is the responsibility of the 
Federal Reserve Board to say whether or not reserve 
requir ements should be changed, and they should submit 
their reasons to you a nd t o t he President. I think 
you can make your statement as to how i t is goi ng to 
affec t the Tr e< sury . Now, 1f it is going to adversel y 
affect the bond market, I think you• ve got to advise 
~r . Eccles t ha t you e r e going t o support the bond 
market like you always have , a nd to the extent you 
support it , why , you counteract the action the Board 
i s taking . Tha t , I think, i s as f ar as you c an go. 

I think that expr ession of ellSY money maybe - when I 
was tninking of easy money, I 'llasn • t thinking e. t all 
of t he Tr easury - what t ne Treasury •.• • I t hink that ' s 
of minor importance . I was thinking of business 
recovery and the relation of easy money t o business 
recovery . 

Primar ily tha t is tne responsibili ty of the Feder al 
Reserve Board . 

I question whether the President should tBke the 
Treasury viewpoint on that at all. 

Well, we are out of t he woods ; I mean the Treasury 
is out of the woods. I mean we 've been fortunate 
enough and, if I may say, f or esighted enough to 
push the refinancing just as f as t as the country 
would take it, and now that is behind, so I can be 
very noble about this t hing . 

Uay I comment on that? I think it would be an error 
for the Secretary of the Treasury to take the position 
that his advice and his interes t is circumscribed by 
fiscal considerations. I think that the whole trend 
has been in all our operations - no, I mean in many 
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of the r ecent developments and in the general trend -
that he is interested in the monetary development, 
wh~ch of co~s! ~~vo~ves others; and, though it is 
QU1Le ~ru~ ~uo ~ ~ue cecr~t&ry of t he Treasury i s not 
directly responsible f or the control of the credit 
situation, I don't think that should be carried to 
the extent where his interest is merely one of 
saying, "Well, you make your proposals as to whot 
you t hink should be done with the credit situation 
and we will see how it affects the Treasury . " I am 
inclined to t hink he ought to go a little further 
than that, and he ought to be among those who 
recognize when the situation is suffici ently impor­
tant to warrant a step - a monetary step of major 
importance, even though it may not be hi s direct 
responsibility to initiate that step. It appears 
to me tha t he ought to be right on top of the 
credit and monetary situation. 

The law doesn' t put him there. 

•he l aw, you say , doesn't . 

No , sir. 

I agree with you that the l aw may not put him ther e, 
but everything else - I won't say everything else -
I mean the eeneral trend, the mere fact that a great 
deal of the interest tha t we have been taking in 
international monet ary affairs is important only in 
so f ar as they relate to the domestic monetary and 
credit situation. I think the notion that the Trea­
sury i s confined to fiscal operations, which was 
doubtless true in the past decades, has ceased to 
be nearly so true, and it is becoming quite other­
wise . The lreasury bas gone into the far more 
important field at the moment of credit and monetary 
control, which is in turn involved with recovery . 
And the Treasury 's direct interest is very simple, 
even f r om the legal point of view. 5e are interested 
in revenue· we are interested in expenditures. Both 

I ~h 
are directly related, dependent upon recovery . • ere-
fore he bas a vital interest . We 1 ve got JO-odd 
bi llion dollars of outstanding obligations, which is 
another reason why we're interested in the state of 
recovery . 
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I dislike to see the Secretary take any step which 
would seem to indicate to the President that he is 
concerned chiefly with f i scal operati ons and that 
credit metters er~ e concern of the Feder~l BP~Prv~ 
Board . 

But , as you say, the law ••• 

\'/ell , I should hate to see the Secretary of the 
Treasury take any steps or advise the President that 
if he personally, as a Treasury official, didn't like 
the effect that the a ction of the Federal Reserve 
Board had t aken on the mar ket or recovery, that he 
would step out on his own. 

Well , I should • • • 

Lis ten, you fellows ••• 

I won' t - I won' t express myself . 

:S:ou r ellows go out for lunch together . 

I Just think you' ve got to be careful on tha,t. 

Well, the t 1 s why I r a ised that point . 

I agree with you exact ly on what you said. 

That ~ c an't go to the President on that and- well, 
I know what these f ellows want and I think there is 
a happy medium . We went all through that with Eccles 
the two weeks when this Stabilization Fund and sterili­
zation was up; and after all we did accomplish not 
that l should exercise all control - but we did get 
Eccles to back-track on his position that he was the 
final authority, and Eccles - now his position i s tha t 
he doesn ' t want to make any move unless the Treasury 
is in accord with the Federal Reserve. And I feel 
the same and I reel the two bodies should move 
together . And wha t we accomplished was to have 
Eccles come down off his high mount , that he was 
sole authority on domestic money, the domestic 
economy . Now, you know, he takes the position that • .•• 

And that ' s what we have in mind here. 
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That 's exactly right. 

And we don ' t •••• 

176 

A different attitude is taken in the memorandum. 

Well , in f ac t I also felt tha t oughtn ' t to be the 
position, but I still think that in your advice 
you should have in mind certain things. 

Your legal position and then your active position. 
Now, when I was in Farm Credit, what business was 
it of mine to go see the President and advise hila 
what price he should pay for gold? But he asked 
my advice a t tha t time. It ' s the same no~; he asked 
me to come with Eccles to see him when he makes up 
his mind on this. Now, fortunatel y, over a period 
of two, three months - Taylor and Upham have been 
very helpful on these things - we have gotten to a 
point where I really think the relations between 
the Federal Reserve a nd the Trea sury are as nearly 
ideal a s they will ever be. 

But it seems to me - I don' t want this i dea to get 
lost - I mean this parti cular point you seem to 
wish to avoid , that we f eel, if it were myself , that 
I would not wish to recommend this increase unless I 
were ready later to use tha t power if necessary, 
obviously in conjunction with them •... 

Nell, the only pl ace where you and I differ is that 
I want them to t ake this as their responsibility, 
but feeling tha t if they made a mistake they would 
make use of their own i .nstruments that they have at 
their disposal under law to correct the mistake they 
made, a.nd we only come in as a very last resort. 

That may not be good for the country, Mr . Secretary . 

Well , only it would not be good for the country it 
they refused to use the instruments which they have. 

But t heir instrument may not be as good as the one 
that you have legally under your control . 

'II ell now, let me just.... Are you through, Bell? 
Wait, you haven't told me - do you want to express 
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an op~on as to what position you think I ought 
to take - I mean have you heard enough or do you 
think you can't do it until you hear wha t Eccles 
~ ... ... ~ ............ '""' .......... ... .., ..; .... , . 

177 

I think you ' ve got to find out what Eccles is going 
to do . He may s ay 16 2/3 percent, until these boys • •• • 

I didn ' t think the proposal ...• 

This is just ha lf the way, Dan, that ' s all . 

Yes . But he might say 16 2/3 percent as his figure , 
and then you are in perfect agreement . 

No, we are not, unless t aey are willing to use such 
powers that they have - if they will do this and 
i nsist on maintaining easy money and use i t for • • • 

Hello (On phone . Has conversa t ion with Marriner 
Eccles, record of which follows :) 

• 
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Hello 

Eccles . 

Hello 

Hello . 

l.larriner . 

Yes . 

January 27, 19)7. 
12:35 p.a . 

178 

On account of the time being so short I wonder if 
this progra.m would be agreeable to you: that when you 
come over - hello -

Yes . 

Tha t when you come over that I have the people in 
here who advised me so they can hear what you•ve 
got to say and we ' ll all go along together because 
I won't have much time and they ' ll al l hear the 
story and we ' ll che·.¥ it out right in front of you. 

Well I - I don't -

I mean •• • 

Yes - who - who would you want? 

Well you - I mean - the regular people - Haas and 
Taylor and Upham and Bell . 

Yes, that ' s all right. 

I mean the people that Haas has working with us. 

Ah-ha. 

I mean - ah •••• 

'!hat ' s all right. Well now •• • ••• 

The only reason - I aeen •••• 
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V•hat I would like to do is to merely give you 
the picture as we see it, see? 

Yes . 

179 

Then I - I don't want to put you on the spot at 
all . I mean I wouldn ' t - it isn' t for the purpose 
of saying, "What ' s your view and we ask you to take 
the responsibility . " I mean - we - we - we ' re 
willing to do that - take the responsibility of the 
thing but you naturally want to be in a position 
if the President - ah - asks you your opinion as to 
wha t you think. 

Yes, well the point is normally whht we'd do is - I -
I - I think he will a sk me . 

Yes , sure he will . 

The normal thing would be tha t I ' d talk to you 
and then I'd come in and a sk these people to come 
in and I' d say, 11Th is is what Eccles sa i d . What do 
you think?" Now, in order to short circuit tha t , 
if you don ' t mind -after all you know all the boys 
here in the Treasury. 

That ' s all right - tha t - tha t would suit me fine . 

And you can - you can trust them . 

Yes . 

And then they can go along as we go along because 
we 've only got an hour on this thing. 

That ' s right . 

Until I listened and then called t hem in I won't 
have time. 

That's O. K. with me. 

And on account of - is t hat all right? 

That's O. K. That ' s - that ' s all right . 

And on t b.at basis you bring anybody who you want 
with you . 

Yes. 
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I mean I don't - it ' s entirely up to you but I - I 
just didn ' t •••• • 

Nell I won't - I - I wouldn' t bring more than one 
or two. 1 1m pretty f amiliar Nith the whole thing 
myself. 

All right. Well 1t would make 1t much e a sier for 
me if you' d be wil l ing to work that way. 

I would . I would . That ' s - that ' s perfectly 
agreeable. 

Thank you very much. 

All right, thank you. 
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Makes it much easier . Well now, as I •.•• You (Upham) 
want t o say anything? 

Well , I think ~lr . Bell voiced my t houghts much better 
than I could myself , but perhaps with not so much heat . 
I feel very strongly tha t the mos t that you should do 
i s to s ay that a pr oposal of theirs is either accept­
able or unacceptable, and i f it is unacceptable only 
because of very strong reasons. 

Well , there 1 s no a rgument on t hat . 

All right . 

Wayne? 

I 1m s itting right on this si de here (with Bell and 
Upham) . The only position tha t I think we can take 
is that if this instrument is used, wha t will that 
possibly do to the cr edit re~uirements ~nd t he cheap 
money - I mean the credit availabil ity ond the cheap 
money, which is definitely in the national interest . 
It happens to be in the Treasury interest, let's say , 
to a minor degree; but I t hink it is fundamental that 
this country should continue a cheap money policy, 
let ' s s ay, indefinitely . All right, does this move, 
whether it is 16! or whether it is the full emount -
wha t position aoes that put the Federal Reserve Sys tem 
and the country in? Is there sufficient flexibility 
so taat i f your legitimate credit demands do increase 
so Lnd so, you can continue the cheap money poli cy? 
And would t hey go bac~Nords on this particular instru­
ment? In other words, having increased it to the full 
amount , would they use that same one again, e nd under 
what circumstances would they use it? 

But it happens to be the clumsies t method that there 
is, and that is one of the reasons they want to get i t 
out of the way, beca use a s long as tha t isn ' t used, 
why if some other method should be used, people will 
say; "W'ny di do • t you do tha t?" But it is only aft er 
it is utilized to t he full , which is what I assume they 
are going to do • ••• Wha t else have you got that t hey 
can do without our feeding the Stabilization Fund? 

Are you through? Murphy? 
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I would take the position of the broader interpre­
tation of the functions of the Tr easury . It seems 
to me , the Treasury ha ving been intrusted with the 
St abilization ~'und ana wltll other things or tllat 
kind, it can ' t make any decision Nithout reverting 
to the general national interest r a ther than t he 
peculiari t i es of the National Debt . 

I am sufficiently in favor of a 16 2/J percent rise 
so t hat I would r ather see the r isk, I believe, even 
of a statement, than not a t all. However, I would 
r ather not have a JJ 1/J percent rise without a state­
ment; that is, I• d r ather have no acti on than a 
JJ 1/J rise without a statement . 

I feel tha t a sta tement could be sufficientl y 
generally phra sed so tha t it would be both sa tis­
factory to the market and would not have any appear ­
ance o t· being a prop, as you put it. That is, the 
sta tement simply be to the effect tha t the Federal 
Reserve Board believed in t he continuation of the 
easy money policy; the t they did not believe that 
the l6t percent increase in reserve requirements 
would interfere with the easy money policy , and that 
1f there should be any hike in the money rates which 
t hey consider to be unwise , appropriate steps would 
be taken. 

I don ' t think that any reference need be made to the 
Stabilization Fund, but that if you were queried 
about it in press conference you could state t hat 
you would not hesi tate to use it i f in your judgment 
it seemed to be correct to do so . 

With respect to the ins trument which ought to be used 
if a further - if some effect in the direction of 
loosening the money market i s considered, it seems 
to me tha t a reduction in r eserve requirements would 
be very unwise, that we should consi der that as a 
one-way s treet. 

And I should like to add a reason 1n addition to the 
two given by llr. 1'/hite; tlu:t is, i t i s cumbersome 
and has a shock, affects all the banks; s econd, that 
using the St abiliza tion Fund is a positive good because 
it throws from the United St ates Treasury to the banks 

-
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the burden of hol di ng our excess gold. I would like 
t o add to that the effect on the psychology of the 
individual banker . If an individual banker finds 
t hat his legal reserve re'-uirements have been reduced 
but ne hasn't any more cash, he isn ' t likely to rush 
out and make ~ore investments; so I don ' t think the 
effect of reducing reserve re~uirements is so very 
potent . On the other hand, if the actual suppl y 
of excess reserves is increa sed so that the banker, 
confronted with the same legal situation, finds that 
he has more cash, I believe the effect of those 
additional excess r eserves would be tremendously 
potent . 

So I would ada to the virtue of delicacy claimed 
for the weapon in the hands of the Treasury the 
additional chara cteristic of potency . 

I think the discussion ~s very interesting . Knowing 
very little about i t , I am i nclined to agree witn 
these gentlemen over here on t his side; that if the 
Federal Reserve Board a sks for the advice of the 
Secretary of the Treasury, he ought to give i t freely; 
that he doesn't need to stand back and be diffident. 
I think t hat would be unfair to the Federal Reserve 
Board. 

And a lso, s peaking about the question of law, the 
President of the Corn Exchange Bank is not required 
by law to give his opinion either; it isn't his 
func tion . But I think he ' d be a dolt if he didn't 
speak his opinion freely if the Fede~al Reserve 
Board should ask his opinion on it . ~nd I think 
the Secr etary of the Treasury ' s positi on is even 
more - considerably more important. 

One final advantage of using s ome of the Treasury ' s 
funds to increa se reserves if the time snould come 
wnen you want them increased, rather than have the 
Reserve Board do it through open market purcheses, 
is that the Treasury saves interest instead of the 
Reserve Board gaining some . 

(Hearty laughter) 

At least I 'm glad to find out where everybody stands 
anyway . 
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The point is that the Federal Reserve people know 
perfectly well that you have thi s Stabili zation 
Fund power and at the proper time you can use i t . 

184 

Now look, "gents," if ~ou 1 ll come back at a quarter to 
three, I t hi nk - I don t thi nk there i s any use in 
continuing at this time until we hear •Nhat Eccles 
has to say . 

• 

Regraded Uclassified



185 

/&....,...,. 27. 1937 

Tho ,.,..,.<~~UT'• ~al \loft ...t \ b I'Otp410~ t.e t bh p~ul. eb81:1l4 ) o 
t be ;>~t or \ be ! oll09lll« th,_ """d den.Ue!tat 

(1) s-i .. fndal • \le .. bomt b- ~l?a OYOt' U. 
perted. o f \be pu~ f" -u.. \ hAt "" 1•- 1a U. 
"""""" ............ n ll 4ettll1\el.T h _.,o, ~,. .... u_ 
ba .. , _ .... w .. , f- ftl ... t-:r bUl<.,.. AJU! ou.. ... ""' 
""" OTM\e4 p...,.....te,. ... ul- t .. , • ...,. rho 1e 
ollo"-tora lzl~e\ ""'-•• ftlla IIIIMtU- \ ...tll M l be 
"".ted ucl tbe dr ol ... J'M aUl an l no!'O,.ae Lft I'Ot<l"'l 

N qv.1....,..h h otnolall;r -~. 11J1q tlarthor .,,..,_ 
\ I'M'-4 4elii.T o-r ""aa-aaJiftt o f olvul(to o t pol1117 'IIOIIld 
b e O!ltla\ftOJl a a anclllllCM of tfll'i eu.a e<>lllllot ot opl nl011 " " 
po11q 1P'l\bla tiM ...,.hh\l"&tloa, H "'Nld &ppa u , lbor.­
toro, \ 'Ita\ tho~ h alMt\ 00tlatl"&11'1e4 t.e a w nmo 
- 1Boi"MJJa i n """"" .--lr •IO!lh o\ thh u .... 

(2) Oft Ula othotr ~~~. \118 ealot~>UIOO ot u. ... h \e,._ 
oat 1'1l\ot la :t. ~~~ ala of Trot\fUr7 pollq All~ MO t lld 
tlmalcl Mt ) o Joopar41n4 ~ a 41"oatle L=.....,.• LD ,.. • .,..,.. 
- lr·--h. Ao )}-1/} J)<l1"00ftt 11141' .... 111 the ., ..... , 
I'O'I'll.-•h to "'" l'lall a\a t oa\8'7 ,.,., -tcl l_.. haa 
u- 16oo 1!1111..,• of - · ,.., ......,. ~lll1!f , u """""'' 
wh1oh ..al4 penU a tvU..r ~aaalOII 1ft .-11!11" 'lt..at 
hpoelh of .. 17 abaat $)} bl ll l iJIIt - oott hovt the lMoalaa 

col ac s.ato dlllt te '"" J'M- 1 "'""" baab. 

'l'l>a p,.._\ 1 .. al of 'koiaa•a aoUrtty h oubo\ofttl.all)' 
'b•t. ... 'ltle l-1 .... .a to 'brlac tho nl- t~f a-U1100ftt 
wtUala • «ea'bh U alh1 ~ n1- of _,w loJaa• h 
- 40 pero•t Mloor t b<o 1- 1~1 N\4 0'&1" aaea\roaotloo 
lacllaahlN 'llld• ••' ...... loY 11\\-\ ,.h• ha•• 'b- tbe 
... , 1ar.eaN Cf"'''IP lllll"l"f 1!V .....,.1'1, Ja orleoo Of \NM 
-•l'-Uoea, the Traan'7 ta..!JI wr:r den11Ud7 tpp:;>o• • 
U lDeNU8 af U. of'llar Of ) )-1/J , __ , la ........ 'llo.n 
l-eal NWI ;e ,..._.lt'OII•'•• 
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(:5) Aa tn 1 • •t ~/) ,__, •• We "• la \M 
,....s.- Nser- et Bllli a' 'llosah ~· 'lie -lew.\ wUil 
~ "' ._,,, r • w .. ,_u_, ,._ ... n - -
............. t .. ~le ... , •• , \ale ~·· ""'-
at..tla '- ... 1er Ue - _._.,. ,.._. *•••- -sa art-. &a .... " • ata'-la ..-u.. ,...,.n ... ,_ _. 
oleeUalac la'-\ ,. ... , ..... ....,u.t, tanllu, \Mt • .. u­
Ula ... ._, lr U.. .._. d ••= we elblaaW .., t.... 
tba\ • t'lllr\loer , ....... la .. _.... ~-.. ~· ec-ta 
~• ...S. •Uilla \ale .-l' f'l\u., 

... lf,..a/) ....... l- la .. _ ~..u..-. _,.. 
u. ... a-• ?'&Mrfttl of ""'-' t1,)6o atlll•s, nltlelpt 
fo" a t'lllr\_. ..,.u~el" ef ""'-' t9.la ~llllens la .....-r MJik 
U~peelts. ..- • 1-• • -1• ••1...,..~1¥ ~....,.. U.. 
pose1W1U1M et ....Ut cii\Nl -1U...t V..tle l...U. .. 
eft'eota ..,_ la .. net ..... , •• WODOJ.4 loaft • 'OWI"J' atWac 
eft'•"' ..- theM • ,_ -•116a lalh\loa. 

~ ..... utili • Nftnal la \ba _, ti'W4 .t 
111 .. "'' rates, "'""'-"~~« ,_ tile .... "" ~DeN's uti= 
ooul.4 lie u4 lillft14 \1 ..u..,.4 -,. a '"'-"' tllftt tba 
,._,..,. h ,.,....... te be"'" tba 'Ml- of .-lHJr 'loenlr 
...... ?"'WS ll7 u.. ,... et 1 ta !t,..ut ... u .. 7D4 s.M eu..r 
••\AFT ... _., lf IIWib .. u. - .....a .. a111\ala 
....uu- f'l'ftftllle to" lew late ..... t ...... 
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Flood IJOI!lorMdum No, 1 

'l!lt::ASURY IE?A."t'''l.£111' 

Washington 

Jnnuny 28, l!l37, 

While flood cond1tiono fii\I'rant 1t, thh momor1111dum will be dlntr ibutcd 

dally . Additi onal info~tion BG to flood relict ectivitiea of Treasury 

..,;cneico may be obt,.inod Pt Room 28:1 , !rca.311ry Ilt>T>ertacnt, National 6400, 

~xtonoionc 2679, 2040 or 2041. 

COAS".· GIJA.'lD 

Rooumo of Coaot GUI\rd op'):·Ationo: 

187 

Even<~vill<J , Ind., In field hcpdqut>rter o. !!oro Cr-nt . Leroy Rolnburl! hao 

officoo in tho VMd~rburch rou."!t ;y cour thou:>c . Abou t 225 Coao t Gurrd bonto ot 

rll ~~eo with crcr.o rS&rOI!atl~ Pboat 1800 con arc und~r ?.clnburg ' o direct ion , 

ln th" o.:·ctt fro~ P~trkoraburg . W. VP . to l!auphic , ':en: .• 

Four hundr~d Pnd coven bonto of a ll ~pes h~vo bc~n dls?atchod froo all 

ooetiono Including Greet LNtoo , Gulf end Atlantic CoPo t 0olnto an fnr diotPnt 

eo Booton. Tho3c include ~3 oor~olng Coast Gurrd crnft , these to bo oaclgnod 

to ll lnoiaol oni River c!uty ; >'3 llnvy boats , niM lifo anving bopto !rom tho Ll.t;ht­

houao ccrvlco nnd two fro~ tho Co~ot Pnd Goodotlc aurvoy . 

The fl ood &rca hao boon divided into eight dlotrlcto. Seven arc In chPr«e 

of P comclneioncd officor directly rceponoiblo t o Ev~noville headqUArtcro. 

Theoo dl•tricto Pnd their c~~•rndinr, officer• rro: 

llnrletta, Ohio, Lt . Comdr. H. T. Jewell ; l!untlnr.ton, W. Ve ,, Lt. Comdr . 

George WcCebc; Portcmouth, Ohio , Lt. ~.W. Bonnett: Louleville , Lt. L.P. Jonocn: 

Cai ro, Ill., Lt. Co.:cdr . R.C. J ewell , cnroute !roo Josten prcc, r nd Comdr. Henry 

Coyle , cnroute to U~obia !roc Richmond, Vp. Tb~ CinclonPtl dlatrlet l o In 

chs>rge of .BontowAin ll .:;;. ll•,eland. Lt. COI!ldr . 1 . 3 . Steele lo onroute from Booton 

ere" to Ceiro , Illinoic, 

Tho Corat Gurrd hRil Hi AirolPJteG on flood duty , Eight had been ualnc 

Evtnovlllc ps " b~oe , but boceuao of rioing w~toro s~ be using field &8 tar 

north ao Ind1A%11!p011o . Two ~~re ,.t WOOIJ)hh, TeDD, J two Are enroute f'rcrJ Cl'!l4 W.., , 

Regraded Uclassified



188 
r..J., o~., 1:; cr.rou:..c froo S.-lm, UP..ca., ono h,.a returned to I"P..sht~ton, ~rtor 

~ly ln~; aonn to the Louiav1llo rren, •nd anoth~r io ,.t c.,0 l!Py , ,.ftor , oicilrr 

crr, nd. 

T .. o rnor~ plAnco l't St . Potorob1.U'g , FlB., Md nno~hcr Pt llll'llli h.,v0 been 

ordcrc~ to ::t!"n-:i by for poteibl.., !lee~ d~t;·. 

3o,to In the flood rre,. w9r~ renortcd ~• !ollowo: 

Clnclnn-tl 10; PortGMouth 4; Huntington, W. Ve, 30; Louiovillc , Ky. 18; 

Lrwrcnccburg , Ind. 5; Hl':t:Olton, Ind. 2 ; Evt'lnovlll o, ?li ; Vinccnncn , Ind. 1: Cr•1ro , 

Ill . :10; l!con,hio 12; IJr riottl\ :H; Vicbburg 4 Md Now Orlol'no 1 . 

T~o Coe~t Guord mnlnt~ino Ito own coomunicrtlon o~rvicc thro~h tho CoPot 

Guer4 rrdio ntntion Pt Ft . Hunt , VP., ~cro~$ t~o PotocPc River free w~oh1n& ton . 

'l't.lo otr tlon a:ointrln~ CO<T.IunlCntlon 'l7i th the entl~e fiood ru-ea thro~ ,. ohort 

wrvo C~Pnnel . C~lc•tlon io ~lntoined thro~h throe NavP~ Rco~rvo Air 

Strt lono Pt Evanovillo , Cinclnnot l ,..nd II<'JO'Ohia , rcoooctlvoly ; fivo ... ntour rrdio 

ntrtlono rt Ev .. novlllo ""d l2 r"dio communlcetlon trucks by land , Md by 30 

,ort,.ble rlldio cete end 40 tlontlng r :uUo nato lno;•llod in vPrlouo flo,. tins unl tr .• 

:ho CoPrt GUPrd r ndlo octo l're oo9ecl~~ly cquiJ)J)Od to wlthat~nd wPter ~d continuo 

to op:erpte even P.fter lmo~rood 1n ,.,et.or. 

Chief developoent~ ThurcdP~ wore : 

Altho~> need for boe t3 nt Ken~vn, w. V• . wno moot ecuto , two llfoboAto ~nd 

crown wero oent to Cr.ttlotobur&, Ky. "her o "uthorltloo reported flood cond itione 

~ "v~ry a~ri~n". 

J.l,.rie t.tP., Ohio r o'?Orta !lood crest. J\t. throt point h"3 pA.S:lcd. 

s~v~rrl CoPat. Gu,.rd :ur·t bo,.ta we re ~ont trcn W:t.. Ve-rnon, Ill . thlo mornlr;& , 

.. I th docto.ro pnd nurooa, 100 mil eo down ctreCCll to ocot " bo•t of tho Ar:olt 

~~lnoor Corpo, th•t ot•rt~d from GolcondA, Ill,, c•rry1ng 30 bl\bleo nnd 30 

~dul to Ill wl th pnou:nonl,. , Co,.~t Gu•rd bo Pto '•Ill br1:1!1 them to !It, Vernon 

concontr,.t1on CAron. 
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Ca~t . Rolnburg ~ent ~overal boato fran J3hland t~ Greenup , Ky., where f 50 

~co?lo n.d !led the ir haoc3 !~r higner ground, 

Flt·~t of 2;5 ocP-&oing vc~oclo or d'>rod from AtlPntic and Gulf baoe: , reportc~. 

At Mio~looip~l pnintc . The 165 f~ot pPtrol boAt end throo 75 foot cuttoro nrr!vo~ 

at l'lckoburg , II icc., while tho 125 f oot cut tor Dlx , arrived et New Orloana. 

Ten of 20 omoll boot> at Cincinnoti , wcro trnnof~rrod to L?~icvillc whore 

cond1t\on3 3t111 nro acute . 

rRCl'i!li!OOIIT DIVI:;IrN 

Tr.c Branch ~r Suooly of the rr~curo~nt Qlviolon ~ Puthor izcd Procurc:cnt 

cfficcr3 in all flcod otntc~ to e:tabll:h ~rrgoney hondquartcr o ~t oointo ~cot 

G~tod !or coopornting with the ~orko Progrocc Admlnlrtratlon and Rod t rooo f~r 

~urchaoinJ~ , rl!colving and di~tributlng neodod oupnl1e3 , •.nd t~ maintain 24 hour 

oorvico. rrncuremont officec in Waohlngton pro cocuring infor~ation from 

mnnufncturer o nntl di~tributoro of r elief oumllec ao to ctocko nv•ilablc, ohinpin« 

fecllitloc , etc., And •sc rela1ing thio informotinn to tr~ Procurement officoo in 

tho flood ~t~teo, theca nfflcco then ordering n~odod rup, li6o di r ect . In additirn , 

e con•idor~blo number of mattr eooeo, tcxtiloo, otc. , havo been tran~ferrod from 

d~oto nutoidc tho fl~od area to do~tc in tho flrod are8. 

Generally e~ergency clothing needed for rcfu6cco io being provided by lrA 

cowing proJ~ctc in the flocd area. The Frocuro~ent officeo in Wa~ington ~• now 

mcking ~rrnngemant o for uur chaocc of toxtlloc to r onlonioh tho otocko of thcoo 

oowlng -pr cjecta. Today ' n chiJ)lllOn t o to tho flood orca included l OO,ClOC yard• of 

comforter cloth end 1~,000 vardo of flnnnol . 

L~uiovillo hoadT~rtcrs of tho rrn~ont D1vioion were flooded And new 

hcadquart?r: wcro ootabli:hed today in the hi&hland :rction of th~t :tty. Puroh8~c• 

of booto 11\d chlor ide of lteo were ~:ado tor thio area. 
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.P!Il!LIC F.B.U.'l'E SERVICE 

Federal medical offic~ro dotellod in the Ohio V~tlcr flood region , in their 

rc~ortc todar to Dr. Th0<118ft PorrM, Gurgcon Genorol of t.he u.s. Public Health 

Srrvico , o tat9d that no •~rioua epidemic hac occurred, although cold3 from 

eX'I'OturC nre widolr prevalent , snd n~X:~eroun caooa of pnc·~:~onia in oomc flood 

centor a o~ng evacuated pooulr tiona, arc receiving ~ttcntion of doctoro ~d 

nurnc o. 

Dr, Pf rran1 o ecrr~encr nrogr&~ , in coop-.ration with other agoncieo, Podornl , 

State .nd l ocal,embracoo thooo nrincinnl linoa of work: 

l - Tho Surgeon :lrne ral 1 a ~1f1ce bas b<lcooo P clcr;lng hou3e of lntormntion 

a• 'o biologic ro~ourco o of ~~ na~ion and of mnd icRl r oquiremcnta in All flood 

arcftc . Comnlctc inventory hac been made of r.ll ftVail nbl 1 biologic suo~lioa . 

Thoao i nclude typhoid vaccine , emsllpox vsccin ~ . omrllpox vAccination noodloo, 

pr ophrlnc tic doaoJ of diphtheria anti-toxin, nnd t otAnua anti-toxin. Cnrotul 

chock I a being kept of rll ordoro for theoc producto fr~~ medical officora to 

ovoid duplication, P.nd t o conoorvo the aup'>lf. 

2 - The U.S. Public l!•~ th Service Juo.s coordinfttod ito work with tho 

Jacr ican Red Crooo, Stet o De~~rtc~ntc of P.e~ th , the ~or~ ?regress Adminis trat ion 

end with other cooJWr At.in,') o{t('nc 1o3. 

3 - Twelve mcdicRl o! f\ccro •nd ten sanitarr n~lno~ro of tho U. S. Public 

Health Sorviee , have beon ~re.noforred from their r•I!Ular poets in v•r iouo pPrto 

of t he count>')' , and ero on dutr in the flood are~o . Tr.9ir work io . coordinotcd 

• ith tr~ St a t£ ~uthcr\ti~c , Red Crooo ocroonnel Pnd other ~ncioa. 

Dr. Perren said tod~ t hf t .,n requirementc for v8ccines, acMJDo Md onti­

tox1na ore being promptly mot through ohipmenta from all plll't s of the country. 

Somo of the oupuUen are being oont by Stet.c Bol':rdo of Jlerutb tu1d othero nro 

going direct into the flood Aroac from drug mMut..c turing houoco, Tho hoevieot 

Calla tor theoe aupolioa an fer have coa;e frOID l cntuck;J . 
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llodlcnl officer~ reported to the Surgeon Ooncr.U tl:>.at there vlll bo need for 

rdd ltlonel !oreoo of onnitAr 7 engincero In tho near future, eben tho w~tcro In tho 

Chlo v~lloy recede , ~~ eerloun probl ema of ••nlt~tion Arc confronted . SPnltpry 

cn.(inccr:J no-:: on d~.:.ty are g:i·iltJc< J>P.rt.i.culnr nttention to tho WAter ~un,lioe t" 

~rov~nt outbreAko nf Gyphold ~nd other dloenooo . 

Public Horlth Ser vice medical officer~ Pro on ogoc iP~ duty at Loulovlllo , 

Clnclnnrtl, Evrulcvllle , ~t . Loulo, Mcmphlo, ChPrleoton, ~. Va. Covington , 

A:hlend, r l'dUCoh nnd IIPyovllle , Ky . Snnltl\l"y cngtncer3 Pre on duty At Colun:buc, 

Chrrlc~ton, Indl~ollc , Cinc1nn•t1 , Loulovlllo, Jeffcrcon.City, ~o ., Naohvlllo 

rnd Little Rock. 

Total ohlpmonto of biologic oup'llloo from 1\ll oourceo htwo been: 688 , 276 

doooo of ~ntt-typhold vaccin&, 222 ,191 docoo of omAll rox vaccine , 52,140 doooo 

of dlphtherl~ Mti- toxin, 66 , 57(' dooco of diphtllorla toxoid, 6 , 851 , 870 unlto of 

1nfluon•n rnd 9noumon1e serum,. 10,655 doooo of totrnuo nnti-toxin Pnd 400 

pockrgc~ of vnrlouo preventive P~d thor npoutlc producto. 

ALCOHOL '!'AX U11.!! 

All Alcohol Tax ngento In flood Proro hPvo been instructed to dev~to thei r 

:crvicoo nnd uno their out~obilco in roll~~ work in coop~~Ption with tho Co••t 

Gurrd, Rod Cro oo end other P~enc1oG , In Loulovillc , Alcohol Tnx ngento hi'VO 

ocrvod with tho militnrJ 9ol1ee; in 5vAnov1llo, Ind . , they are corvlng oo .ideo 

t~ Cppt . Leroy Reinburg , Coll.tt Gurrd Conu>pndor , EnforcC!!lCnt 11ork heo been ouG­

pondcd gonornlly I n tho flood rrce . 

llUREAll OF liARCOTIC:l 

Tho Bureau or Nr r co t i eo hao conducted n ourvoy of ouopl ieo of codeine, 

required in the troebacnt of pneumonia • nd Allied dlooaoea . Sup~liea • oro round 

adoquPte . In ·~~ coceo on account of tho non-~vrilnbilit.y of r ecords In flood 

orceo It waa nocoool\ty to eX9ed1to ohi'COIOnts throuch ,.ctlon of the W"ohiacton 

offleo. 
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U. S . COAST GUARD 1!!/.DqUAJm~ 
28 ·~Wil'l'. 193?. 

FLOOD REI?OilT 
(4 : 00 P . M.) 

The Coast Guard Flood Relief Force this dat e he~ assi&ned to it 

E total or ~pproxl.m8tely 400 floating uni ta, ot >~hioh epproxl.metely 250 ore 

in the flood a.ree at th.e present time; 10 planes; 10 ccmuunic&tion t:rucke; 

25 local portable stations, which will shortly be augmented by 25 additional 

portable ete tione . 

eo tollowa: 

Se..-en (?) additional ebipM~~ta of boots were reported this date , 

From BUti'alo to St . Louie , J.lo ., 9 36-toot · lite boa te end 
32 men . 

F•·an Chicago to Ceiro, IJ.l1no1e , 5 motor boats end 9 men . 

From Mil~~ukee to St. Louis , 5 motor l ife boats , 20 men . 

Fran Muskegon , Michigan, to St . Louis, 5 motor lifo boats 
and 16 men. 

From Duluth, Minnesota to St . Louis, l lite boat, 4 men . 

From Norfolk, Virg i nia to St. Louie , 10 boets , 57 men. 

From Cel:veeton, Texas to l.lempbis , 6 boote and 55 men. 

AdYice received tram Cbicogo Divi s i on a t 1:32 p .m. indicated th~t 

ell boat shipments t or St. Louis ere baing rerouted to Cepe Gi rardeau , l&o. • 

on account or ice conditions at St . Louie . 

Weother Burea u has predicted t bat the flood crest will pass Evena­

'l'ille this da te . However, the l!'lood Relief Comnander reported at 1:45 p.m. 

this date that the water W8s then receding at EYenaYille . 

The probable flood cres t at ~ia ie predicted at 48 teet tram 

5 Febl'U6J'3' to ? l!'ebruarr , barring turther hee.y rain tell. 
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The SUrgeon General, U.S. Pu'bl1o Health Senice, ~drtsed Gonmor 

Lemtan of New York that it £ppeared enoU£h doctors ~ere mo'bolized for the 

Kentucky flood area. 

TLe MA~1t~ C~sslou ~uviaed it bad 40 l ife boats, ~ motor 

bonte end coneidero'ble equipment tor uae in the flood area by the Red Crose. 

The u. s. Army has coarnenced tekine cberee or eaatem Arkansea 

flood zone. 

Tbe W.P.A. announced it bed already 'becun•moppine up process• in 

the weke of the Ohio floods. 

Lt. Cooaander KeCe.he , 1n cherce of Coeat CUerd operations et Hunt-

193 

inston, West Virgi.nia, reported indications were tha t Coast CUerd "'Ork in that 

vicinity micht be completed within 48 boura. 

The Coast Cuerd unite ere giving epeciel attention to the outly1ns 

small communities. 

The American Red Cross reported contributions of ~2,851,361 in ita 

drbe 1br $10,000,000. 

Copy to: 

~:£-~ 
G. B. G!LLY 
Public Reletione Officer 

Aeaiatent Secretary Gibbons 
llr. Cleaton 
llr. J\leaell 
CiiiiiDandant , u.s.c.G. 
llr. Mrera, U.s.C. G. 
Cbie:!' Operations Officer, u.s.c.o. 
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COAST OUf.RD OPXR.\TIONS IN JLOOD AREA 

Tw'ltnty-eiS}lt boe.h and their or.wa troa Boaton Dh1aion 

arriTed at Ceiro yaaterday, 

.&ppro:d•tely 2!!0 Coaat Guard boats hue been landed tn 

tlood zone and are in tull operation. 

Two eommiaeioned ott1eere lett laab1ngton Jeeterday by 

plane to take cba.rge ot operat1ona at llell;lb1a and Cairo, reepec­

t1nly. 

The TRITON, WOODBURY, and three 7:5-toot patrol boata 

arriTad at Vicksburg yesterday. 

Ooaet Guard ott1cer at Huntington reported conditione 

ill;lrortl18 and need tor Coaat Guard torcaa in that region would 

probably eeue in 48 hours. Cond1tiona 11110h U;>rond at C1nc11111&U 

a.nd pert ot torcu be1"6 IIIOTed tart her d01n1 r1 nr. 

Ooeat Guard baa utabllahed d1 rect ( rrom J'ort Hunt, Va. ) 

apecial e1D11rgenc7 radio atat1ona at Wheeling, P&rl<areburg, 

C1nc11111ati, ITanartlla and Kempb1a, with a aacondarJ ayete• from 

tbeae l<ay atat1ona to .... rgeney atationa thrOughout the area. 

fort Hunt atat1on to atat1ona w1 tb1n tlloa tlood area. 
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S~ ot boourcu 111 Area or In route. 

6 165-too\ Patrol Bodo 
8 1.25-toot Patrol Boato 
9 75-toot Patrol Boato 

fot•l 23 major unite 

46 ~otor litoboate (radio equipped) 
Approx. 284 L!otor eurtboah and otber Coaet Guard boato 

!16 !laY}' boata (Wider IUPerT11iOD ot Gout Guard) 
1.2 Lighthou.e Serrt~e and Coaot & Geodoti~ Sune:y boete 

(Wider SUPerTialOD ot \be Coaet Guard) 

Total "598 

ApproxiDatel:y 2000 otticero and MD w1 th Goaat Guard 
Rellet Force 

10 Pl&Dee 
10 Radio TrucJao 

Approx .• 50 Portable Radio Seta 

General Water LeTe1 Condition. 

R1eing o1owl:y at ITalloTille, oroot ot 5S' expected tonight . 

S1owl:y dropping in UPPer Ohio R1 Tar. Stationary at Cairo , creot 

60-61' expected about Sunday; alowl:y riotng at J.!emphio w1 tb croat ot 

49-50' expected :rebruar,- 6 . R1o1Dc elowl:y at Vicuburg, but etill 

1-l/2' below nood otace. 
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TREASURY DEPARTMENT 

INTI:ft OP'P'IC& CO .. N UN ICATION 

~··• Janwuy 28, 1937. 

To Secretary ~vrganthau 

,.ow l.li IC Roche 

Repo rt from 0 . S. Public Hel.\l t h Service Officer at Louiav1lle. Xentuc)ty: 
"Louiavllle a~parently adequat ely aupplled with medical aupplleo, 
food Md clothing. Local phyaic!Ma Md nurses abl e to handle 
:ec!!CI.\l care. Sl tuatlon otlll aertoua but feel 170rat 11 over. 
Steady lmprove~ent ahould follow.• 

Report froa 0. S. Public Hal.\lth Service Officer at Cinci nnati . Ohio: 
• a.ve a ealated haraonlzlng and asking ~re effect ive ~rganlzetlone 
participating In Public Heal t h Me! aed1cnl r elief in Cincinnati. 
Result• oromialng. Health conditione here excellent.• 

Renort fron U. S. Public Health Service Officer a t Little Rock. ArkRnoao: 
" No public water aupplleo In dAnger here yet. Proble= almoe t enti r ely 

ca re of refugeee from rural communltlea and ~11 but one concentration 
c~ located near public water aupply.• 

RellOrt fro~:~ V. S. Public Health Service Officer a t !I!!F!phta. 'rennnoee& 
"Sunplled blologlce to Ooceola Md l!olena, ArkRnsne , and Paducsh, 

Kentucky. Cooperating local hoopltal el t uat lon. Could Service 
auoply 500 hospital bode Md mnttreaaeo?• 

Report from V. s. Public Health Service Officer at Chicago , llllnota: 
Detailed report of efforto to p rotect wnter oupply in Illlnoll, n.,.r 
Cairo. 

PAport from V. s. Public Health Service Officer a t Jef£eraon CitY , Ulotourl l 
"No public water ouppllea out of co .. looton--oltuatlon well under 

c ontrol. • 
Renort from 0. s. Public Health Service Officer 1\t Aahland . Xentuclq: 

1 1.laJorl ty population liDIND1 .ad. Ll t tle d1ael\oe excspt lDfluenze 
~nd col do . 1"ater oupply good. • 

Report from 0. s. Public Health Service Officer at Covlneyon , Z:entuclq: 
•Surrounding counties leoo than nomal expectMC7 of contBG~oua 
dhoaoea, Refugee quertera all han Dedicl.\l ce.re . lfo eaergency 

foreaeen. • 
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GROUP llEETING January 28, 19)7 
9 : )0 A.M . 

Present: 

I 

H.:J. Jr: 

Bell: 

H.M.Jr : 

Bell : 

H, li.Jr: 

Upham: 

H.ll.J'r: 

Mr s Klotz 
llr. Gibbons 
!!r. Bell 
Mr . Uph8111 
Llr . Haas 
!Aiss Roche 
Mr . Lochhead 
!.l.r. Gaston 
!.lr. Oliphant 
l.Lr . !.lag ill 
!.lr . llcReynolds 

This is a bulletin - •Federal Reserve. 9: 20. Mr . 
Bell said that the Federal Reserve Board is ready 
to apply t he brakes still ano t her notch on a 
threatening credit boom whi ch Administration offi­
cials f ear may lead to a runaway stock market, the 
United Press says.• 

Hurrah! 

Why is Bel l talking about this stuff, huh? 

Everybody' s t alking about the Budget; I ' ve got to 
have somet hing to t alk about . Still, Tugwell ' s 
gone, though . 

They don't all know yet wha t happe.ned yesterday 
either, do they? I th.ink if Oliph.ant and 
!.lcReynolds will stay behind I'll have a l~ttle time 
to go over things with liagill and see whet's whet. 

I've got a f ew chor es . I think you (Upham) m~gh.t 
do this . It ' s a l i ttle out of your l i .ne . •Rixey 
Smith, secretary to Senator Glass , phoned that the 
Senator would like llr . llorgenthau's at tention called 
to Harris E. Willingham, Federal Alcohol Administra­
tion, whom he has r ecommended for reappoint ment. llr . 
Smith says the Senator wrote Mr. Morgenthau and thinks 
he also talked with him about the case.• 'Nell , he 
has neither written or t alked to me this year. Now, 
find out - I don't think that Willingham's term i s 
up. Bett er find out before you go . And will you 
also explain. .. . you know Rixey Smith? •.•• 

On yes . 

••• that if his tera is up - explain to him what' a 

Regraded Uclassified



- . -
138 

:. L. i :;n 1 t vn tr...r"''• • oi • t • ~. . n •. n r • 

.. . Jr : •. el~ , go; t tue t1.1n strr 1 nl. from Icc: . Ge t i t 
st.r Llgnt !'root cu . 

. Jr : • n .. t.1 n t.T,;l: - r::l s ~.;ll !Vt;: . i- t . . ft.cts , 
t . . t .i.:..t. • s in tt. 1..£cr ... •- ~tt ...... is , E ... £ .. '" :r.c 
:-;:ortLr.i<ct!.>n p1 , t .. L • t;Qrr· •• l~o.•ol ..,ont ;- :>1 i s 

vi:-:. ... t.;> t.t t ... c into .c · :-t :>- ~, .. c; _rt. .;;~t:.r., . 
1 .... t j u.::t t.s •. ell tel. hi , .... e;.t , ~ ... t t t;ot u 

l;>n. -t..C~ri.n..~.t.:c • !"I) t •'- t :· :>iueht tn• t : o; (Ol i p .. nt.) 
!: •• o...! o.r l • 1· t t on to t ." \. e ffoo:.:t . 

t. • Jr : .,ut ;pu :ai h1. ju t !I .... 11 t., l l ui Q. :> , • ou1u yo~; 
lD'..nd sc.ing .. 1,;cy tod· y tr. 1 t 'llt:: «:n.> ·? 

II .. ur~l, . 

.. '1~l.s : ... u J ..Jt. c. ut ... egi l!~.t.!. .... r. ut 1 , L~s.:.u:a us t.n~ t. 
c~n we ~on~ .-!tn~~t ~e~.rute lt.i31~ti~n 1! t ne 
rE"r :...r.!,:.. tion l .:.slt tion pt ... s€s"? 

.. ,.,l ... s : It C.tt •. s ;us~ .,) l tt ... n t1 .. t . 

. J~: Jus t 3.i't t:!n \.ig.tt , , " lon es tn.- Pre,i~Ent a o,.Jn1 t. 
-u: .. Ln <-o~p:>1ntmc.r. t . ( o ~rs .• l ot>) J:ou c t tnt 
c~mor-<.n.:.lu:l 1' r om tn rr~;:;id~nt so I c &n 11LVE 1 ;. N •• l.n­
e vEr I s e e ni;o t nl.i morning . ..e r o t tc L ,.,::~onnaUlll -
I tnitu .. e tud t o~nol.o~tut to Oliph<.n t . ! 1 11 picK. 
t,~h t u;: 1 . . en I ttO • 

• ~;r,u)nolds : hen ne &t: t s ni s ,·eo r·e : u.L • ution lt:g isl~:tion n~ cLn 
.JO tn:. t Wlch;r t m. t. 1 ~Vel·,thin0 ht: oiC<OtS to u O • 

. .. . J r : I wr nt to bt: t: xtn ctrclul to ..:eep St:!".L tor Gbss r.nd 
my s e ll' ... 

)liJ.l' nt: I ::~ight ;,oo tn. t. do. s t:~r in.ora:s oe tnt:re •s . uite" 
b1 t oi' eg1 t u tion d own on tat 611- c. bo-.t tiu> t r ec.erul 
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. .. Jr : 

• t •• Jr : 

- J -

,,lcollol AC1;t;in1str' tivn - .uite " stor :1 i~ t .. ~ring 
'bout 1 t . 

uell , men you (Upnum) c.:>ult; buck t; i ve ;ne t llttl~ 
v. ri tten ruemo ane1 toll •.. r . Olipnsnt too, l'li l l you? 

i..,s , ;;ir . 

dut ~ w~nt you p~rso~l!y, because you kno" nim • 

... ct ve? 

(dt.nc.s SE..:r.,;;srr 
111 be 15J ye~rs 
s~s~u1-CcD~£rillitl 

i. 1t.rs) In 19l.) ae voc.~t Gut.rc! 
olw , ·n. rcsche is ·roposing b 
.;t• np e c.tue s Ec o~mor1t l. 

199 

.! . . Jr : .. ,.~n is 1 t? 

G.l.bt.on!. : In lyL,J - cstr bUshed .i.n 179J . 

.• . • Jr : I . .Jc< n w .c.n uoes he;; .~..nt the s tr mp? 

Gibbons : .ell, tJE; 1 s just b rint" ing 1t to your attention . 

~ e;ll : four mot to - 1' /l,mys be preptred . " 

. . . vr : You t;e11 :cscnc to sttOjl out the f l oo- f irst . 

• • Jr : Is 1t all :-ieht? 

!' s ·'lot:: : ~;o t to:> bad . 

Gtbbons : 

tl . ~ . Jr : 

Gibbons : 

Gner11e ~hna CLlled up . ~hE United St a t es Lino is 
o11t .. ith thu1r bot ts - ,.:otor bob ls - one t nilll! und 
anotn er - out ror tne J'lood . 

I want to t all< to you some time ' bout King b ury , ll nd 
all tnat . 

Better make o nott for before I go (to tlrs Klotz) • 
~. 11 right? 

No rush, 1heneveT you ge t & cn£nce . 
. . 
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u . • Jr : 

dl: 

1 • • Jr : 

- . • Jr : 

.. . .. . Jr : 

. .. l t G: 

. . . Jr : 

.. t.6S : 

,J. •• Jr : 

o l1 pru.n t : 

d . .. . Jr : 

l:!r.as : 

.cReynolo s : 

200 
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All right . 

I h& ven • t &nything . 

L&n, would you bo tnilllt lng c. bout tni s flnt nclng 
tning? J.nJ Georce, could you h-.ve ret.dy for me 
tomorro .. L study showing - I me«n I tnink I .mow 
:;h:; t tht LnSWtr iS - fi,;uring 11hich i S l.he COOIIp­
eSt Kind or mon~:y ror us t o nire out j us t noiV 
see? I mean if ·.: • v~ rot ~o ,;et some money 1~ 
.:at·cn or J.pril. ..•. 

Just :i".'lat •••. 

On . 

I :llt~on is tilere ~r.y ~ntrt figuring tne tnin> - I 
"ltLn o.re bills still l.nt: cneapest or trf: bonds s t ill 
t11e cne< pest? .;nc t 1 s the cner·po=st kinJ 01 money thut 
I Cbn niro:o out? Hun'r 

.1.11 right . There mty bt scvtral tlterm t1ves end 
:.e can point out • ht ~uvantt t.eS ~no cii saavantcges 
of et.ch rlna • 

.. o~.ola you .-o tnLt? I ' o like sometning tomorro• . I 
may nave to make 1> decision bt~·ore I go . 

I 11 1 oo it . 

~nd o.fter you I ve got th~ t you can talk 1 t o ver .11 ttl 
bell - I me6n just wnetnEr tner e is any a a ventcge 
one ~ey or the otntr . 

Is nay nc s i ck? 

No , ne .•;en t t o c. n ine o I c l ock meeting . 

But I meant in vie:1 of the tre nd - you hear d t he 
discussion. 

I'll give y o u a s hort memor a ndum . 

I 've naa some s t uff on ~ desk, End fiOula you tLlk 
with ~i'ay lor 1n r egard to •... 
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116 t I 1 d li.t" to t.O i s I ' u lii<.; t.o ch;;nn~lizc 611 
t.llt info_:me.tion 1 ot.h w• ys bet :een tht ~ederal 
lieserve L>Of ra t no tno lreLsurl t •lrou<:n Goncm. . - . 

201 

c .• eynolus : •. e uuve t.J. re~.-uy given out. 1 .. ri tten order an th< t . 

.. Jr : l! .. ver !ltd c cht.ncc to t ulle a bout it . (To .Jrs ,,l ot..) 
iou t ive t.lOSE: or.~;ra to !.lac tcru t.,t nim tt lll. to 
.a. lor . If i t ' s Lll right •it.h ltjlor ..... . 

.. ·s .aot- : It "'"'' "" in tnt.·e (u~;~.t or· ~r) . 

.. . Jr: 

. .,~r : 

.. . J- : 

. ... . Jr : 

Lochhead : 

,~oo.>S l:. r·,: .. r- :l>lt. t< . r1.) I • v~o Jujt bttr ... olulr.. 
it t..,l . 

• nd s1o it t.:> Ge.:~:·gc . I!' ~ltntr ru v~ ot jtctions -
but sao. it to :;:"ylo:· l!•J l!n:; . t~t I s i mply 1 ,El -
:n..l-~11 - t~oc;:usc .,v~ry once in L ·uil ... ! n ,r of 
Slo)l .. l,.. t.lin nc.. t.lv t 1:> "t.>in bt .;l( ( nu l'.:;,rt.h . I t. i,ink 
·" :>ucht- to ~ht nndi;,c: so t11 t om. pc:-son kno.vs L ll 
i.lit in:ormt tion tn· 1. at ·• b ..:o< <:.nd forth . I ""' n J ~u 
(_ell) ciVt th .. m C<ertL tn ln."<J.·m: tion . 

'its , Lut i;,. i•n ' . nc. rl:: n t I ' ve bt<=n aoin l'or 
15 .1tt.:-s . . n ... t._·u:t·t. 1 j certr 1:. ir.l'o~wi.-tton thr t ,·ot:s 
b· ~~: r ~- r·orth .,. .. 1,;.} . 

~x.~t..'t 1 s .. h.:, i •ve .a.l ... .... 
te !..._{ ~o t. ver" l...J~, ... 10 
. .crtn bt:t . .-eer. ... r .... :!t.t: 
-.:!eLl, hun? .. 11 ;>Ou 

:~, ~rj.,r . L t ~cicynol~s 
\)e;..., !l<.r:u 1r...J,·or.:l4.. tion b~c...c. Ln ... 
n t..1 r · =l4ft.Csti~n is r'c­
o t.l' t ., .. c.~? 

, nu it i sn • t L r us u oru(;r . If ;;au r'lli V(; 1 t c lee red 
;nil£. I ' m gone ... Just so you Jon ' t get rusty ;-;nile 
I •m gone . 

No•il, s omeboay else . . Have you (Lochhead) sent any­
thing ove r to Federal Reserve? 

The only tning 11e neve for the Federal Re3erve i s 
just for the hour-to -nour ra tes, foreign oxcnange 
rates . 
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. .. . Jr : 

. : t !.1 : 

. . Jr : 
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uo ., ot. (a .. "s) h·ve t.nj'thln!l ':' 

I do . 

,,ell , :Jcc , iih.Y on 1 t .... 

. e me.et .:mce & 7;cc.c , you. .cno v • 

202 

.ny uon ' t; you gc t o.vcr, t., •. tul ~ .a.r · r . .l just fir.u 
JUt n:..t • :: EOine:; on ilac:< t n. for•n l; t se:1 ;;,,., 
... rla . .i~~ t.!"hl 't ... c J \.. t.u.:r 1 .. e~trve - \oo..A(; ~ ~t.r.S:.A..S . 

c . r.ol ::: : Yt:s , .zi:- . 

. J t: : 

.o•nc : 

.. . . Jr : 

.J .:w . .; : 

I rtr l.LJ - I ~t..;.'"'!. :t 1 s ~ t~l - .. vt"'"'' dt.. you hct.r 
o-~tair.g r.e.. . J!ss . ocnc? •• 

I ht Vt.. t. :}t;rsonu(.:l .~utter ta t I H""ve. tEttc n ..1 ) wlth 
-r . [<.; .E,-nol ds tht t I •o ll t ~ .o s,.erk to :ou t tout . 

Detter do it no .. . 

1.11 r igm;, sir . It 1nvo 1 Vt... tnt Co"~"trolhr • s 
office . It oilS bl'Ol..., tli to .~y ottc. tion by chcr 

n1 te, se:cr1... t~ r! to Dr . C •ine,;t. ir, 1 ~ o.· t,: r·nizc tion . 

T .. is J·vun.F ;;o_.£:r . .. r :1 curt.i .. it.: ~,. rl\;. or t .rte for • 
cJOS.Ltion Of J w.ln,.. :; ~-.; r.O rt.-. 1 Ut~ !n t.. t: vo.npt.l"Ol&.Lr 1 ~ 
o .... ice . .. 1.e J.O~tt res!Jcr. t · 3.t!Cd t~1t Et.:·.A : xt .a lr .. ,r 
to ~:1ec~ on ."lt. r 

1 
nJ I h. v.., :- o vt~ .... \o.r . She Ct!:l£: ... o .. rt • 

.. ~~.e,. a.~e got .... \):. t~ .u:r\! 1 t.,e; ui~covE::-e '-l sae At s 
colort.a . 2.1e .· s sent to t .. e R",;i ster ' s Jffict , 
sin.:c \.lt vO.:Jttr oller ' :: :>ff ic~ .1 S .:>:;£_'rete ~nit 
lor COlOI'E:il ,E.O;>l<- , t iiU .• 1 S .-1--cn r lo .. Er t rl (!C .. o r.L 
J<.r ~::.lery tu.~ n:>t ~s y,.t been r~:duced , cut: n:y .. c.. 
n .. r .• orK is r. very lo .• 6 N oe ot .o:•.c ~end o. cou:-se 
sne is very Ll!lht.J);•Y . r .. tnt to :;ee :J r . •cneynol a s , 
t no ne h&a some sugtres t.lons •. . 

:.J . t . Jr : iou •ve got E. sug17esti·n•, .Juc? 

JCt{CJnolus : .. ell , my s ugges t ion wus tlwt. , lls it ' s the Compt;r ol lor• s 
job , lt t nim do i t . I under stood toe~ meue thi s 
1-p;>oi nt!Jent f roo tn~ ;n pe.1·s . Tne> hro t .• e .omtn' s 
pi cture ; tney hro tneir l ocal man i nt er vie.v her . '•hey 
didn ' t .<no~ sne wt.s color co . ~nen >'.Jen s ilt r e;>or ted 
ner e tne y .;;.1J n ' t .tno• R: lt.t t o oo ni th ner . 1 st. : d , 
• .;ell , yo\:. •ve hired ner . Htve t.o j)Ut her t o wori! . 
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.;~111. seno n.,r b:.c,{; tO' 1. 1 3 o ... t of t · .• ~ tior n I f i 11 ·•-= , ~-=- ••• , nt. Y S""!btStt:u t nt t. , a s t: tt .. Jpo!"e: r:, .. l~t.s ur t. , 
t...... coul u aetr.il nur - ""'. ncr on tn~: roll &s 1 
... ~.oeuv r e-. ut::: .L' 1 ~vlat. luu.t.:. Lv t~~:t u~T ::.t~-1~ 1.·~ - uw~.o "Lt. l l 
·'"r to tne ."'-bi sto:r ' o Oft ice, just to 11 iv~ tu .. m~ L 
..:ht.nce to 1 in:.~ ' solution • 

.'.'ell, hav~; you t:.lkul to t ne .;o:nptroll<:r pLrsoru.lly? 

.111 y:>u pl e;&se , nn~ let .t .~n:> .. <;o_o:-r :>.-: .o!'r.int; . 

-~CL~~~ to~ j ob she h:t 1 n ' t::. stenog:-&yhic Jot , 
l:nd it ' s Ln ;;.nft.:!r .,itc.· t!on. 

ntv~ )~U tLl~~u io tn~ vv~~troll~~ u~~~ Georbe ' s 
S J~Ce? 

.: .eynJlu.; : ll• ven ' t t~o.lo{~;:i to niill . I .;tnt"" to ~lu.r ittt ~ou 
t.1iS corninb :bout tm t s.•t Ct: . I .-:>ul r t ttl<..r l.t lt~ 
to h im :.f t t r .-ou ~ '· t out. of to.:n t.l£>:. bt.'o!'e . I 
just .;&nted t o :lLVC you t ho!.Ot.che ; bectuse h~ ' ll 
.:ct "::.:iteo ov e:r it ~.>nu .n.nt to see rou, , nd I ' d 
!'C thc r ht ve :~o t t • e· I~lt O'J tle< ch so he ccn ··c t. 
over it be'ol't you ·~:t btcK. 

'rs .:lot:- : If j'OU ht. ve t o see •. 1 •... 

.. l:le;nol us : .• on ' t m;ve to s ee nic . 7ne tai"<c ou-ht to be done 
~n- tne cove ..:<'-'e btl'ore you i Et b.:.co{ . o tner .. ise 
ne • 11 be do,;n nc!'e Gnu b£ "ll eY.cited ~ bo:.~t bis sntce, 
bec£use nE gets toxcit"a t!LSily . tie ' s bee .. ;;wo or 
,;nree t;ioes excit.ec. Nith ~e c.bout it • 

.• . ..: . Jr : I don ' t care . 3ut I jus t ClUte tnis b::.rgt in ita 
you , tn~ t wnen I come b!CA Oeorgt is in toe spree . 
Uther ttise I' o rutncr uo it l>n.; fc.ce it myself . But 
if I h&. ve to r~ce i t wnen I come btck • •.. 

jc!1oynolds : I don ' t wunt you to !'ace it, because you ' ll go home 
~ith a heedacne . 

o1 . 0 Jr : Oh no, you •ve got m~ wrong ; t hese days I don ' t go 
11ome .:1 th allY needache . 

cneynolds : You aon• t .;o nom~: .. ito it;, but you mign;; get one . 
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I might ge t a nead1.cne over this colo r ea womt n , 
but not o ver th~ t space . You better do 1t tO'-lty , 
)'\<> l" •llqe 1'\T.nPr.•i <~r T ' 11 juqt, h• VP 1.1 · en I C"l!l'i' 
back • 

• c.lcynolas : I .. ,ent oown to s ee him but he w~s out yes ter day . 

, , J.Jr : I ' m not going to g Lt any het<cu:che over anybody . 
I meb n a s f &r ~s I ' m concernea I • ~ going to run 
tne ::: re~s.a-y t.nd ,ut the ~eople ttu.t · I need in 
tne proper space . If tne Cooptrolh:r doesn 1 t like 
it, be can get space in CLli;ornib &S far as I ' m 
concer ned • 

• c.,e;rnol~s : .. ell, I 1 ll. cove hio out 11 ne aoesn ' t mov E. 

n . .... . Jr : It ' s jus t t oo bad . It •s about time he found out 
.-mo .·;as Secreta r y of the Tretsury and wno .:as 
administrative officer too . "nd you might just 
L S •:;ell do i t today . 

•• c xeynol as : All right, I ' ll do it today . 

H • .I . Jr : Otherwise, you ca n jus t bet nint> ty-nine to 1. 

nunar ed it :till be on my des.< wnen I get back. 
Let him get s pace ove r in the new ~ederal Reserve 
build ing . 

~cneynolds : I ' ll ao it today all r ight . 

Hav e you come t o oe? 

~crteynolds : There 's another tning . 

<t . ! . J r: (To tiaas) Yes, wr-it 1: minut e . 

JcReynolds : Yrs . Ross ... • 

H. !.! . Jr : That ' s different . 

(Hear ty l aughter) 

Bell: Tha t is a neadache . 

204 

ACrleynolds : ~rs . Ross has been trying to get a conference with 
Peoples and myself a bout the location of the new 

• 
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silver depository , :.no I ntve held it up, .vc. it1ng 
to tal A to you :.bout it, b oc&use I had an i dea 
tm. t you 1 d have some d&1'ini1:e l1m1 u , tions you ' d 
,7unt tv put on the location . I dun' t thirtl! yo~J 
want us - Peopl us und .Irs . Ross e no myself - to 
~ick that loc &ti on, tnd th: t ' s the only purpose of 
tne meeting . I t h ink we ' ve got t.ll the: d~ta . 

This is ~> 11 ttle ~;c. me thot , 1f ~nybody i s sm~>rt, 
tney ' d kee,~ ou t , bect•use 1t 1 s between tne President 
of the United States t n~ myself , fad if enybouy is 
smart ••. 

·c.teynol~s : I refuseC. to hold a conferer:ce on it and select 
~ location a nd start aui'C in<; r oe!)ositorr :·or silver , 
.tnowing tha t you and tno President •.. 

, • . Jr : No.1, the President of tne tmi ted States Wl'nts to 
locate the s ilver cepository n~xt to him so as to 
.teep the records of the !logers Forest , '"'ich is the 
o l dest forest tnat a ny records show, so we ' ve got to 
put the silve r depository there , so he can have the 
records ?Ut under the forest . Thh t 1 s absolutely true . 
It 's been go i ng on b o,t.,een the Presi dent and myself . 
No.1, if Mrs . ;toss wants to get in on it, she ' s ,;el­
come . 

'~:.~e;~nolus : ;ell, I 1 11 :<eep the memor< nJu::t in my basket, woere 
it is now . 

- · . Jr : No, so fa r the President ena I heve had a g r&nd 
time ; but I dion 1 t o&nt to buy tne for est, c.nd .e 
can put toe s ilver some.ltlere E.lse t nd let .llillace 
buy toe r'orest . :but tell her she's welcome to go 
ond see the President. All rifht , Usc? 

:.lcRcynolds : 'Nell, she .von ' t e ven com~ end see you sbout it . All 
she' ll do i s heckle me • 

f!.~I. Jr : 

haas: 

.'/ell , i f you had t aken care of Mr s . Ross •s interests, 
she wouldn ' t bother you so much . 

(Hearty laughter) 

All right , Georgie . I nope you appreciate what 
Uac l s g oing th~ough for you . 

I do greatly . I h~vc socethi ng on t hLt questio~ you 
~s~ed me lost night . (Snows ~ecretary cnlirt) .nat i3 
i~ports ana this i s ~rouuction . 
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On, swell. 
President -
tnree times 

olell, Ln~t 1 s gnnd . .. n .. t he gave the 
the figures th•• t 'Re were imoortinp: -
tne wor ld ' s production. 

'layior ask you abou t t h is letter? 

On . 'I hat • s one of Lnc tnin~,s tlll't you turn over to 
:J~gill . 

J..tlo r.notner one, too, on tnis 111ll1gan tiling . 

,,ho r s tllr. t? 

lnis oun ~illi&bh thbt c~me in ~o see you t.bout this 
tt.x ;>roble!ll . 

Tn.~ to 3~gill about it . ~hr.t • s a t&x stuay th~t 
George has been nolu ing ana I told nim to t~lK to 
me e very day until ne got " decision . tnd the 
other thing, during the uay will you (Haas) get a 
list of var i ous t ax studies which you nave in t he 
pr ocess and then when :.tag ill ' s ready ,•:ill you talk 
to nim? And tne other tnin•• , ~~ac , wi ll you ge t 
together tnese vLrious stu..1ies which t hey ilave given 
~e , like the miscellaneous t~x study and the other 
tax studies wnich tney heve given oe and I have never 
~one anytninc Nith - particularly that miscellaneous 
one . 

. c rleynolJs : If ell, i)robnbly George .lbS to= t one - :::ost o! those . 

H.:.t. s : 

J . .. . Jr : 

H: l s : 

1.J.Jr : 

Ht.a3 : 

H. d. J r: 

tin~>s : 

~~11 , which one is tnst? 

'I:1e one tru;t rlelver.l,.ng mt.de . 

,,e .. s~ed him to m~JKe oh, tm.t' s it, toe one I have . 

Anytning else you•vo ot? 

That ' s all r bad . 

If you' d get together... v.-hot he wants to do 1'1rst -
ts t hLt r ignt? • is to get all the tax stu.1ies Nhicn 
a re in the s hop . G~e? 

Yes . 
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I h&ve on e otnor Ltx 4Ut-s t 1on. 1n1s Con~;rcssmon 
..Ict:ormick, 1·.ho 1 s on the ••I!YS ~>nci :.tet ns Com!!lt ttAA -
t.Jis mlln '-i.lrJ;is , .;no w ~s in to see you, nas ront. up 
1 nd seen him, < na ~oviaently ..:w·tL1 tol u hirn th~o t 11e 
•• ere making a stuoy on aporting goous , t nu ne called 
me up End !lS.I{ea rte to rnr kc u 1'fvonble repor t , 91 i d 
ne ,.,,.,s <>'rit1nt: you L lctt~o;r . 

1.rchie'? 

.ne ec.OA i>f . N.r.ce rGisea •.• ~olr ~iscoun~; rate from 
~ to 4 percent tnis mornl~ . Also, t~e r uaor is 

•·ett;, t«iO:K tnc t t!u t lohn !'lo.:o 6one t:\t'ough: notnlng 
hbs co.:::e out ol'.iciEll;; . rrLn::s m.ve stec.aieu c. 
little oit i>n the ne .. s . uut tne importont tning, 
tnt, 1 ve t .. en ru...or lr.0 ~ n bt< in tne u iscount r &te 
e>n ... tue, just !:.li>l. it ri ·nt. up; :~.lows <. ce;finite 
rnovt. t. .. c.;; frot.o th1 t t:L sy .aone; :lolicy they tr ted to 
1nitilte c.t t h£; tim .. tn,;y de vllue-.J . 

,. nytnin~ t:lse? 

'lne o~her m~orl{e;t l.3 ,uiet - t.nt: sterling lllu rket . 

uerbert . 

e ltLve ~o conl't.rcn~~; l t lJ: JJ , Sever al c.utstions 
~bout ·rr . ~gill • nd ~ r::.nce - excess r ese:-v-.s - .• oney . 

Is it 1J: 3J ~~e~s? 

_J : J J . - .. e ress .. o1..0lc " r:t~ .>~ r ,;~.,recit te 1 t 1f t..ae 
ne., \:r.~er :iE.cre:tt.r;~ :tor~ prbs~nt . 

I think he 1 J bl t ter "'' 1 t for tne actl:<-1 confin.: tion • 
I think it .voul b., c. mi sttke . 

all t'i gi1t . 

.. net? 

:'era~ops so, )<::S . 

1 thin.c so . I tJ~:on ne l s t:o t t o coo.t un;;il LOmor rO.\' , 
.. a uon 1 t A..o, ev"n t..bo~:<t toworro~ , but .• e nope 
~ollj;ress .. ill g._t it t nrough. 
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cacynolos : .. ell, Robinson .vill .aovt tJ\t t 11, be ~cairtely 
reporced first tilin., tomorro11 . 

Jli;>ru.nt : 

. . . Jr: 

. . Jr : 

•. ; . Jr : 

Oltpmnt: 

.. . . . Jr : 

Jli;>n~nt. : 

. . Jr : 

.. . . Jr : 

u m ..... : 

.• ell, destt.r ct llc.J tao up ~bout tn& t . He St•iC! 
it. .1oula definl \.ely b< aon~o;; nopea it \'iouldn' t be 
neccsst.r y to - becL usc .1oblnson m s to ;:~ot Lll th~; 
r.c:noc:-t ts to a;,rrce not to ob j .,.:t en" .Jcl;Lry h:.s to 
~t '11 tn~ .te 1.0hl1~· ns to tuee not to object . 

I t.ao~gnt it ,;c.s juwt. :1..to.Jatic . 

.ro, tnere c:-e t...r(.t l.r:i .. l<tiv" o:~::;s , en" tn<.t 
O~ldn 1 t b~ ~~tl nfXt e~r.tSuLJ tt t~t e~rlieSt . 

• l1e "m t'" u£s · too ... ~oetl o: 1 t~ling ~bout tn&.t r...l., , 
ccCI..USt: .:r .. ey a Jo ~"a it . ut· • foou oe~l of .,.:~b~rrt ss­
aaent, 'n .. :Jestt:.• .. o.,sn 1 t .tnt, unl .. ss , ou tuirut 1 t 
vt=r / Lll;,)or tt.nt •.. 

Ell , i'C 1 S just • tEll t.-t.. •• t.oi3: tnLt I 1 Jl _01116 
t .• t y < nu I ;; o'l:lJ c m.'l!acr 1 t t b!g . .. . 

'!hen I trlinK we ct.n OLY it is tmportt.nt . 

vh, why, 1 t is lmportnnt ana it' Hester •·1ants me to 
I ' ll cal l up Joe nJbinson . 

,;o, it .ron• t be ncc~sst.r:; for you to call up Joe 
J:tobinson . 

Tell them tn;..t tn" t'rtlsident .>ent a'~&l ~na :Jr . dull 
•. Ent a .c.;,- ~nu I • ve been - 1 ' "' soin:; £";t.Y • 

. cl:. , jus t tn~.; r. ct tnr t. y.>u [.!'(. goJ.no; 'o.>oty ...• 

1<0.1 wr:y I • ru oin• ~o.;~;, i !l t.he , nole time tn<. t the 
?rc::oic:.ent z..nd Jr . dull 11erE bone I've b&en ncrc . 

110 ct n n~ndl£ it . 

, nJ I .. :oula considGr 1 t t courtesy . but I :1. nt to 
exph. i n wuy . .ill you do thLt? 

Yes . 

• ney ,,c, i veu tne rule y~::ster ... L, for ..:r . Eaison. 
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UcReynolds: Not the same tbing - the day it was submitted. 

a. ii.Jr: Well, the Senate isn't in session todey? 

YcReynolds: No . 

a .M.Jr: 

Bell: 

B.ll.Jr: 

Upham: 

Isn' t that fiiJUlY? 
bill pending, they 
Dan? 

~ith tha t bill, with the deficiency 
didn't meet today. Why is that, 

There's a hearing this afternoon at 2 o'clock in the 
Appropriations Committee on that bill. 

Well then, also you can tell them that if not, why, 
Ur. Oliphant has to stay over and watch. 83' 11 be 
cont' 1rmed. 

Yes, he ' ll be confirmed. 

~cReynolds: It'll be done now. 

Oliphant: 

B.ll.Jr: 

Oliphant: 

Gaston: 

B. Y.Jr: 

Oliphant: 

B.li. Jr: 

Lochhead: 

Oliphant: 

B. ll.Jr: 

Bell: 

Like llac •s kitchen. 

This is a tough crowd around here . 

Well, I do want to report that the room was initiated 
yesterday and it's in fine shape and we had a fine 
lunch, and everybody was here . 

You know, the "Kitchen Cabinet." 

Well, I also got out of llac 1 s kitchen - I get surplus 
dishes, a couple of new sauces; so I ' m all for it. 

Some down in a cabinet that I inherited . 

Well, we ' re not proud; we take them. 

Help keep that ra t down there; I've seen b.J..m down 
there . 

We have a pet r at. 

Why is it you (Bell) didn' t raise the point to get 
the President to veto that reed loan thing? You're 
not going over? 

No . I heard the campaign speeches in the West last 
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year where be prom.ised them 60 million; I felt 
very good getting it cut to 50, with the promise 
of Bill !!;rcr:; to keep it below t.u .. t. in actual 
operation. Felt very good about it - and Senator 
Smith wanting it a hundred . 

210 

Well nmv, on this thing about Miss Durand, Mr . Knox •••• 

Well, I think you better l e t 1t settle for a while, 
see what develops . 

He talked two or three times t o Jimmy Roosevelt. 

The hint is there . 

And I might say so f ar it's all right, but if 
there are any r equests from the White Bouse for 
information • • • • 

• • •• raise the point . 

Because I think they Just don• t know how to get the 
informati on. 

I think I' d just l e t it develop for a while. 

I want to get it straight. Generally, if there is 
a request from the White Bouse, clear everything 
through Y:ac. 

Yes, isn ' t tha t t he way we do? 

Good . 

Through Mac. Except t ha t this is a particular thing . 
They did this all right. Jimmy Roosevelt ' s secret ary, 
~3 Durand, called up llrs. Klotz and asked for certain 
information. She asked me to whom it would go. It 
was budgetary and so it goes to Bell as Acting 
Uirector of the Budget, and not a s Special Assistant. 
I mean that 's - I mean if they ' d known the business 
it wouldn't have come through my office. 

It wasn't very effective and I have an i dea •••• 

Being budget information coming into my offi ce, I 
was terribly embarrassed. All right. 
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He may still go to Coast Guard . 

Well, he shoulcin•~. 

I still would let t ha t develop. 

If the request came to lilY shop for infor•tion, what 
I would do - I ' d refer the request first to Mac, to 
see who is to answer; and then, if the answer is to 
come out of my shop, then this answer Will go back 
to Mac. Clear it through him both incomins and 
outgoing. 

Yes, end then, you see - then we lmow. 

Then if Mac will come in to see me occasionally, I ' ll 
know. 

McReynolds: He still plays with t hat red light. 

H. t.I.Jr: 

Oliphant: 

H. M.Jr: 

All right . Doesn' t always stop you, though, Mac. 

I have someth.ing . Between six and seven last night 
Senator King cal led me up and talked about people 
being disturbed about the imports of gold and that 
he bad introduced a resolution for a Senate i.nvesti­
gati.on, sendi.ng me a copy of the resolution. To 
take a look. Sai.d he was very much interested to 
know what Dr . Sprague had to say, because he hoped 
the English wouldn ' t get the best of us . 

Anybody got anything.else? Then if Wac and Magill 
and Oli.phont wi.ll stay •••• 
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January 2<l , 1937 

The Secretary today asked Or. UaAill and Ur. 
Helver1ng to meet with him in his otfioe today so he 
could outline ~ Uagill ' s duties to the Commissi oner. 

All questions ot adcinist rative poli cy for 
I nterna l Revenue to be submitted to Lmsill. Tax legis­
letion , compromise agreements, olosing agreements, also 
t o I;agill. 

Legal questions snould be suomitted to Oliphant. 

Personnel oatter s to Helvering, who in turn 
will take tnem up with the Secretary. 

Tax legislati on is handled by Kent and Kent 
will work with Uagill. All o t her legislation is handled 
by Hester. 

The Secretary said he would like to reserve 
t he right to send for Irey when he is interested in 
some particular invest igation. He said he also uses 
Irey on investigation ot other t han Internal Revenue 
!lll\t.ter e . 

Hll,Jr . also <.old Dr. Uagill and Commissioner 
~elvering t ha t Bell feels t hat Internal Revenue gets 
t oo l arge an appropriat.ion and that he cannot understand 
what they do with a ll tne money t hat is appropriated tor 
t hem. HU,Jr. sai d he felt Uegill and Helvering ought 
to sell Bell on the Bureau. Tne Secretary said he teela 
t hat the Bureau is running its shop ver y well, but since 
Bell is the Budget Director, and will not always be t he 
Budget Director, t hat t hey ought to eliminate t hat th~ught 
from the mind of the Budget Director . 

212 

Regraded Uclassified



( 

Memorandum of Conference in the Seoretar,r•e Office 

at 10 " · m., 'l'huredq, .ranuar1 28, 1937. 

Preeent: Secret&%"/ Uor gentbau 
l.lr. lla«ill 
llr. OUphan t 
Ur, UeReTQ01da 

The Secret&ty pointed out that certain atudiea ban 
been made and are 1n proceea relatinc t o the adminiatration 
of the Bureau of InternAl Revenue with reopect to the 
t;eneral t&X pro~;nua, to which he baa been un&ble t o gin 
consideration. He directed that info~tion relatin« to 
the .. etudi .. be placed 1n llr. ~.~&!:ill ' a h&nda promptl;r. 
Ur. OUpban t and Wr. lleReTQolda both auured him th&t all 
avail abl e materi&l would be turned onr to l.lr. Magill at 
once. Ur. Oliphant atated that Ur. lent would be h i e contact 
m&n with Wr. Wagill on tax legialat ion and t&X problema. 
Tho Secretary inquired about Ur. Heater' a place 1n th& 
legialative pi cture and Wr. Oliphant atated that all legia­
lation except t ax lasialation went to llr. Heater, but that 
te.x le1:ialat1on would be h&ndled b;r Wr . Xe.nt and that llr. lent 
will deal directl;r with llr. Uagill on that aubJect. 

The Secretaty atated that Wr. llac1ll would aasume full 
r oaponaibili t7 for appaarinc before Concreaaion&l Co~tteea 
on t ax legialation and t hat llr. lont'e poai t ion would ba one of 
aaaiating Ur. Wagill . 

The Secretary etated that Ur. Sha!rot b would, of courae, 
repor t directlr t o Ur. Oliphant and the contact between the 
legal eta!! and Ur. ~~a«tll'• office would ba handled throu«h 
llr. Oliphant or ~ of bia atatf deaif:ll&ted b;r him; a:t1d that 
llr. Helnrin& will report directl;r to llr. *«ill. 

213 
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THI!: CO WPT .. OLLE" 0~ TH E CU""ENCY 

Januar1 28 , 19.37. 

Dear Be!U')'I 

Senator Wagner ot Hew York stopped .. as I was 
going through the Sborebea Hotel to 11\Y apart .. nt 8lld 
aaid, • Our committee is thinking of &i•in& to 10ur 
office the liquidation of all the Home Owners Loan 
Corporation loans. What do )'OU think about itt• 

This was the first tt.e I had ner heard t hia 
.. ntiooed aDd of couree it took .. co.plete]J' 117 surprise. 
I told the Senator it wee an 1Dtereat1n& ~~~~&&eation and 
of course I would be glad to diacuee it with hia. I de 
not know how tar the Mtter bee pr ogreued or fro• whet 
source the euggeation caM, certeinlJ' not fro• an;rooe 
1n t his office. 

This 1e aleo a Mtter of general poliO)' end would 
have to be decided 117 you, I will keep you edvieed. 

Cordially youre, / 

'· .~. 
Honorable Henry llorgenthsu, Jr. 
Secret.eey of the Tree81117 
Waeh1ngton, 0. c. 

aptrc.ller 
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January 28 , 1937 

At t he conclusion ot t he meeting in t he Secre­
tary ' s office today, at whi ch were present Eccles end 
Gol denweieer fnom the Federal Reserve end representatives 
ot the Treasury , t he Secretary and Ur. Eccles went over 
to the White House to keep a tour o'clock appointment. 

The President as4ed t he Secretary whet he 
t nought of Cha~rcan Eccles' plan of increasing excess 
reserves . ~.Jr. replied that he had not had a chance 
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to study t ne plan and, t herefore , could not make any 
recoumendation. He said it was ur. Eccles' reepons1b111ty. 
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January 28, 1937 

Ur, Bell, Mr. Taylor, Ur. Lochhead, Ur. McReynolds 
and Ur. Magill met with the Secretary today, 

Addressing the group , the Secretary said "I am 
disturbed about the bond market next week, because'! think 
the Federal Reserve Board will meet tomorrow. I am calling 
a meeting for Sunday and I nave already talked to Burgess and he 
and Governor Harrison will both be here. I want to appoint a 
Committee of three to handle the bond market for me while I am 
gone next week - - Taylor, Bell and Lochhead; Taylor to be t he 
Cnaircan of that Committee. I would 11le to have you meet 
t.aree times a ds,y , at about 9 : 30, 12:45 and 4:30. You can 
adjust the exact time to suit yourselves. I am going to tell 
the President that I am hol~ing you three responsiole. 

•r t hink the worst ie over on the French situation, 
but when t h e Federal Reserve makes an announcement, Uonday 
morning , on excess reserves, t here may be a little upset. 
I will be "mi nd-easy• if I know the three of you will handle 
the bond market f or me. That relieves l!agill of the ent.1re 
r eapone i bility.• 

Ur. Uagill and ur. UoReynolda l eft the Secretary 's 
offi ce and t he others remained t o t alk about financing. The 
Secretary said to the group, •At Cabinet the President said - ­
(and I want to make a note of this f or t he record) -- t here 
will be no new taxes for anyting, flood or no f lood.• Bell 
said'That answers t he Attorney General's question . • He had 
r eference to t he Attorney General's recommendation that an 
amendment be proposed to the railroad retirement program 
which ie now set up 1n two different pieces of legislation. 
His recommendation would extend the taxing law to February 28, 
1938 . 

Ur. Haas handed the Secretary a prelimi nary report 
on financing whi ch the secretary read and returned for revision. 

The Secretary said, "I would like to pick up 
$200 000 000 or bi lla next week. I do not think we should 
take' a chance and let our balance run down too low. If, 
when I do ~ Uarch f i nanci ng the f irst week 1n Karch, the 
market is had, I could postpone ~ Uarch financing unti l 
Apr il if I get thetaoo, ooo, ooo in billa now. What I am 
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t a lking about ls t hat I would like to pick up ~200,000,000 
of ollie to f all due in June. I want you fellows to think 
about it-- what effect lt wll lhave on the money market.• 

l.lr. Taylor's response was , "I don' t think that 
t his is t he tlme to go into t he market on bills. • Bell 
said, "I think that we ought to walt untn you get b,.clt 
troc your vacation to decide on offeri ng bills.• 

The Secretary then read a memorandum prepared by 
Bell, covering the financing tor the period February 1 to 
June 30. (It i s attached hereto.) He said that Bell's 
cecorandum was an excellent one and that we ought to wait 
until the Federal Reserve Board announcecent on increasing 
their excess reserves has had its effect on the market , 
which probablY would be by the time he, the Secretary, r eturns 
from his vacat i on. 
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TREASURY DEPARTM ENT 

WASHINGTON 

JAnuary 2.8 , 193? , 

'l'REASm'!' FINANCDlG FOR TFI!!: Pl!RICil ll'mJARr l TO JUNE 30, 1937 

~are are a t laaat three COW'au open to the Treasury to 
ralae additional 1\lnda tor the period •121111& 1\ule 30: (l) Raiaa no 
a dditional _.,. other tball thr<ll&h the aale at trnihd st~t•• S&Y11)8a 
boDLia and pel'llllt our balaDcea to run d01111, (2) Ralee $300 , 000, 000 
during Ula -tha at :February and l.!llrch by tha iaauance ot Treasury 
billa a t the r ate ot $50, 000,000 addit1CIII&l each nel< to ~:~&ture CD 
1\ula .1.5; 1111d CD JWae .1.5 han u 1a oue ot Treaaury notes cr Tr••IU'T 
boDLie in U.e UIIQWlt ot $300,000,000, (3) Han an additional iuua 
cr TreaGU%'7 not" cr Treu~.try be~~da 1n lila ...aunt or t3oo,ooo,ooo 
tor caah on .t.Prll 15 at 'ha tU. 1111d in connection with !tie ra1\ln<lil)8 
ot the $%100 , 000, 000 in orr.&aury not ee lDB tllrlJii on the. t c!& t e. 

{l) I t we han no t ioancins betwee n now alld June 30 tbr the 
purpoae ot ra1111na o.dditicoal caah othor than tba sale at Ullitec! Stotea 
S<!.'r11)8a bonda , the Treaaury balance ~n Janllllry 31 1a eet1JIIo.tad a t 
t913 , 000,000; on :rebruary ::s, $6~,000,000; on M->reh 31 , tesa,ooo , ooo ; 
on APril 30, $1i:lO , OOO, OOO; on JIAy 311 $288,000 ,000 (the low point ) ; and 
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on June :lO, ~.ooo,ooo. tll:lder thia plan w will pay ott the $300 ,000,000 
ot Treaaury billa mat1u'in8 on l.lt.rl:lh 16-18 Ollt ot inccx. taxea Pl!r&ble 
durlJii tha t period. our balancu 1n U.1a peri od would reach tha low 
point or $2811 ,000,000 "" }.ley 34 and 1t we had extraordinary expenditurea 
on acoount at t lood condltioo.a 1t aalf!Pt not be suttic1ct to carry thrcush 
to June 15, In ~ case , it would be IIAica aeary to raise o.dd1 ticoa.l 
1\lnda clur1ng lila ..:atha at JUly azul .&.usuat lilrcush lila 1•.....,• at Traaallry 
billa to nm to the ~W~n t1nanc1ns data CD saptcber 15, 

(2) rue plan would prortda tbr ralalng t300 ,000,000 thrOIII)I the 
iaau&nca ot Traaa\U'T billa c!ur1Jii the - U.e ot February &4 J.lolreh, which 
billa ~~~ llll1alre CD J'\ma 16, 1'1 and 18 and be rede.....cl out ot incOJOe 
taxea payable at t l». t t im. , Tbia procedure would put back into t he 1001117 
lDBrket eome ot the t unda taken out aa a re101lt ot the inCOII>I tax ~h, 
At tba t time we ehoUld ra1ee 0300,000 , 000 throuah Treaaury notea or 
Traaaury banda to rapl&Dieh the G&neral J'Ua4 balance . Oil .u>rU lll w 
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would oa.l)- r.tund ~· tll02,000,000 Treeaury »tea lllllw.rillg at tbat t1llle 
end re.1 .. no additioaal cull lhl'OQ@jl ~ie os-n.t1CIIl. 

(3) 'l!lia plan prondea tor no e.dditioaal tine.ncing thrcuall 
Treaaury billa but Pl'OYidea tar ~he reieing or taoo,ooo,ooo edd1t10Dal 
cub on APril 115 in COll.ll8ct1CIIl with lha retW14ing ~ two,ooo,ooo 
Tl'e&8\II'Y notes maturing at that time. Thia plan baa the ad'f!Uitage ot 
prodding onl7 Cllle !1De.DCing durina ~18 the -b.a' period -- that on 
APr1ll!5• It would DCt, b .. ner, proY1de &IQ' ~~~aturing Treuwy billa 
111 J\IDe in order to lnel ott Ule t\mda ba1JI& paid into tba 'l'reaw.ry 
on accOUilt ot income tax••· 

All. u. .. e plana ar. nexible aJI.OIIgll eo that they can 1><t ebitted 
trOll 111011~ to -~. The Clll8 \bat •-• to ba ..,.t daai.rabla tl'OOI tha 
etandpoint at tbe Tree.eury h llo. 3 , UDder wllicll ~ .... w>uld only be CDe 

tilwlcing and tba t in .t.pril. (Thia cou.l4 b<t eb1tte4 to lolo.rcb l!5 1t tOWIOl 
d .. irabla) . 1l'l'CIIl the ata.Ddpoint ot t ba -.y azl<et, No. 2 llligbt be .,.... 
duirabla , IID.der wbicb we raiee $300,ooo, ooo in Treaw.ry billa in tbe 
~diate tllture e.lld pay the .. bil.lla ~r 1n J'\ula tr011 inco- tax recelpte, 
and at the •- t1M re.1ae $300,000,000 additional. lhrcuall the 1aauance 
ot Treaaur,- note• ar bonds. The ret'uDding ot the t5oo,ooo,ooo in April 

witbout any add1t1011Al caeb 1t0uld b<t al.q)le and witbcut my dt.turbance 
to the IIIOlley 1111trl<et. 

Ot ccurae, no dat1n1ta dec1a1on Deed be z:ade on tbio matter 
IID.til your return tran Tacat1CIIl. It ~e Federal lleaene BOard ta.kloa o.oUon 
t be t irat ~ 7ebr1AXT to inon.aae n.aerTe 1'84l~h, I abou.ld! tb1Dk by 
It>. tiD you n.tum tba t act1 Oil • <lll<l baTe bad -t or i te attact "" tbe 
JOU!tat. Tou tb1111 can decide 111letbar it 1a decrabla to 1&.,. Tl'eeaury 
bUb to reiae tba $300,000,000 .,...uired, ar rat.e tbeae tllnde - in a 
d1 t terct CIUlD.n CD a latar date. 

J.!Y n.-Ddation 1a that tbare be no edd1t10Dal Tre&aury b1ll 
1awaa Wltil you retum, at 11111cb t1- y ou can NT1ew the a1 tuat1CIIl. 

219 

Regraded Uclassified



BalU- at Hsiui.Dc <:4 ~rlo.S. 
a.o.tp\8 -

O..n18ow-
tJ, S. Serlap 801161 
'!nuuJ' BlU. (atn) 
~~···ry h' .. 

'!'oUl 

Dpn41hree 
Cleunl 
..... 117 
lll'-l'M~ .., &.ll\ 
a.ct•pU.., or hll\ 
S,.ohl. -to. 
Oo14 paft .... 

btal 

BlllaDI•• ·~ od or pmo4o 

Rof'cmiUII& opon\1 ... -
~ ·=77 blUe-... ,,. 

Spoolal 
ftMwrJIIO\M 

1~ 27, l.i'J? ~ 
, 

119'1'~ Cit C.I.SB POSITl:<ll 
J' .IIIUA.Rr - J'DIB l9:W 

(Ill aUliona or doUare) 

J'au&r)' J'obl'lllt.r)' lllaroll. April 

1,~ 913 6:18 81!8 

1'10 27tl 1.,1ftl Ito 
to ~ tO 40 
ao 

1,1143 1,138 1,873 1,1.88 

190 180 2t0 lllO 
1811 100 100 aoo 

111 111 1116 eo 
so tO sa& 10 
111 111 111 111 
915 so 30 30 

'r.IO 1580 1,0115 Qili 

m 6:18 8118 ~ 

aoo aoo aao 100 
300 

1101 

100 8)0 15110 'I'Oa 

lfQ 1\llltt '!'oUl 

11$5 a;e 1,13:5 

sao 900 3.210 
40 40 sao 

110 

8'1ll 1,1m 4.79:1 

sao ~0 1,810 
1to uo l,II!G 
10 uo 416 
20 1:0 41111 
111 115 10 
30 :10 Ma · 

De YUI 4,110 .. DOll liDS 

200 eo l.liOO 
soo 
1501 

100 11:0 1,1o& ,... 
~ 

" Regraded Uclassified



BUu.a 111 bqilming ot perio4a 
Reoa1p'-o -

O.Deftl Reftlllla 
v. 8, Sarlnp Ball4s 
n.a.u1'J Billa 1 an:ra) 
'h'euur:J Ro\aa 

'rl)t.al 

Dpall41\uraa -
o.a:ral 
lllltlrPIICJ 
Da\aftat OD da~ 

~\ion ot dab\ 
SPaelal traneootiona 
GOld purohaaaa 

Total 

Balanoaa d -..4 ot periocla 

Batlmdiq opa:rationa -
'n'auur:J billa -

lle!PUar 
8Pae1al 

n.a.u17 notaa 

~ 
eau&r:J &?, 1937, 

~ 

119I'DUXII: OF CASH POSITION 
J A11UARY - JUNE 1937 

I In m1ll1ona o r d ollara) 

l&DUil1'7 :rebJlUUT' ,JIU'oh 41)ri1 

l,I!SI 96S 908 1 ,11:!8 

8'70 Zfti 1,1'7l5 Z90 
90 110 fO .a 

100 100 110 -
1,15115 1,.a& a. us 1,488 

290 280 Z90 310 
~ zoo 200 200 

1:1 1:1 lml 80 
S) fO 3211 20 
111 111 111 111 
115 st 30 30 

'P30 1180 1,tllb w - 908 1,1118 833 

1100 200 21!0 200 
:roo 

1102 

__.(3 zoo 5110 '702 

Ma7 Jim a Tot.l 

13$5 1188 1,2:1S 

:roo 900 3,110 
40 40 :roo 

SiO 
300 :roo 

1,17ll 1,828 0.39:5 

sao 330 1,8.10 
1!1() 180 1,11111 

10 l!lo:l" 4211 
zo 320 'PIICI 
111 lS 10 
30 30 11411 

11811 1,01115 4,1110 

1188 80C5 803 

100 2!1() 1,300 
30C) 800 

:10& 

800 ~) ci·4118 ~ 

~ ...... 
Regraded Uclassified



N 4··{~ N J'u.nuo !7-.J\me, :l937 
N 

-:Jfl-- (DI 111Ullo11a of dollera) 

;r ~iOA..'!r !~IJ!r m ~ !!!! .1'tlMI .rmk 
llalaftoe• at besiJuW~c ~ periocla 1,~ 913 6118 
Meettt•:-

858 03:5 588 1 , 233 

oeaer.l r.wtBua•·••••••••••• ·· 290 2'15 1, 1 '15 290 500 900 3 0 210 u. s. Sart ... .......... ...... 90 110 40 C) Cl 4.0 soc 
~ ... ~.e-n-) ... .... 110 - 50 
~r.r Botea. •• • •• •• • •• • • • •• - 300 !lOO 

TOrAL •• ••• ••• ••• ••• ••• • 1,64JS 1,2!11 1,873 1 , 488 1 , 1?3 1,sae 5 ,09! 

aq ' HIIH•: -
OeD«ral ••• •••••••• ••• •• .• ••••• 290 '180 290 310 320 3:!10 1. 820 
~16 • ., •• ••• •• . • •. • • • •• • . • . . - aoo 000 200 1~ 180 1,~ 
lDtereat oa deb~• · •• •• •·· ··· •• u 1.6 ~ 80 10 1110 ~ 
W~ion ot t•b'••• ••••• • ••• 50 4.0 325 20 00 00 ~5 ap.otal t l'lll Met \1 Olla • • •• • •••• • 11! 11! 11! 11! 111 11! 90 
Ool4 purcha8ee. •• • • •••••••• • •• 911 :!) :lO 50 !lO !lO Ul! 

!OfALe• • • • •••• • •• • ••••• • '130 ~ 1, Gl5 15:111 :583 '12:j 4,290 

Balaa•• at •4 ot perloda ••••• •• 913 6118 ~ 833 1588 803 8~ 

RetlmAiac operettoaa:-
TreU\II'Y JUlal '" · · • 
R~r . . • •• ••• ••• • . • ••• ••. 000 000 250 200 200 250 l 1SOO 
S»eetal . • •·•••• ••• •·•• •• •• • - :lOO , 1100 
~aury Wote••••••• • • •• • • •••• - - ISOI - ISOI 

10TAL·••• • • •••• ••• •••• aoo 200 550 ?08 :!00 250 2,102 

0 Regraded Uclassified



( 

TO 

... . Prepuoed 117 
B, D. llbite 

and 

223 
~ J . B. lloclker I Di•( •ion ot Research and ~atiotioa . 

, ,. , ... Ql"r ll...a \..UMIIII\,f"l-11\.#1 .. 

Secretary loloJ:J~)-u 

l:r . Hue~ 

DAR JIUl\llll')' 28 , 1957 o 

Subject: Review of capital movements tor the year 19~6. 

l . Hot reported capital inflow. 

1935 $1, 411 mill1ou 
1938 1 ,19~ million 

2 . !lot security transactions account tor 88 percent ot' 
total inflow 1n 1936. 

(o ) In 1935 oeourity tranaaotioua represented 28 percent 
ot the reported inflo~, and transfers of short-term banking 
funda ropreaontod 88 percent . 

(b) In 1938 the proporti ons were reTeraed; 66 percent of 
reported inflow consisted of aeourity transactions , and 33 per­
cent represented tranatero of short- t era banking funda. 

( o) lloT .. ent ot brokerage balance a 1n both y4ars was 
nogl1t;ib le , 

3. 'l'he relative importance ot t he causal tactora shifted in 1936 , 

Tho pr1mlll')' factors inducing forei11nera to transfer thoi.r t\lllda 
to thia market whioh were predaainant thro~out the two-year period 
were: 

(a ) Repeated rumors ot deTaluation 1n the 4old bloo oouatriee. 

'l'bia factor ...... particularly l.Japortant 1n the epring of 
1936, dur1.a.,: the French election orhia, and at;ain juat before 
the deT&luation 1n the gold bl oo countrise 1n Septcber • It 
ceaaed 1n the fourth quarter of 1936 due to the tripartite pro­
nounoement and de preoiation of t;Old bloc ourr enoies . Thus in 
the fourth quarter there .,.... a net outflow or over $100 million 
ot ahort- tena banki.ng tunda ocnpare'fWith a net !!!flow ot 
$470 million dW'ing the aeoond and third quartere. 
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4 . 

Althnu!h th~ E+ ... hi~p!.~ e:-1:1: cc;.:o~4 tv bu oi ia ortance 
in 1936, the occupation or the RhinelaDd by the a.,.,. .... :t the 
end ot X&rch, the French election crisis in ~ and June d 
the outbrealc ot the Spanish clrll war in July~ caused oil:cal 
conditione to r•ain unaatlataotcry. P 

(c) Cont i nued buoineas recovery in this country• 

The increasing iloportance of thia t aotor 1o shO\'I!I by the 
substantial increaoe in the purchaseo by torei&ners or our 
daueatle oeourltlea in 19~6 . 

VolUI!le ot aeourl t;r: tranaaotiona alaoat doubled in 19~6. 

~alllions ) 
.!!..! ~ 

Total tranoaotlona $:5, 486 t6,356 

Fore1cn purchases of: 
Domeatlo oecurlties 1,:503 2,684 
Foreign oeourities 661 890 

Foreign aalea of: 
Daaeatle aeeuritlea 986 2, 08:5 
Forei~ aeeuritiea 5l56 699 

OVer 60 percent or t he security tranaaotiona took pl ace in the 
u.,. York market. 

Tradinb in our domestic securities accounted tor three quarter• 
of the total tranat.ctione. Buying and oelline tor En&liah, Swiaa and 
Dutch accounts made up 70 percent of the total volUI:!o , while transac­
tions tor French account amounted to only 7 percent of the t otal . 

5. Geographical aourcea of capital ahow aaae ahitta . 

In both year• the larr;eat net inflow wu reported trca E~~&land1 
:59 percent or the inflo• in 19:55, and 2:5 peroaot in 1936. 'l'!le (Ol"DDr 
r;old bloc aa a whol e (F..ooe, Srltaerland, and Netherland•) aupplled 
t.bout one-third in both yoara (32 peroent of the inflow in 19:55 and 
35 percent in 19:56). There 'IFOre, ho•ner, aubatantial ohangea •0116 
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the three gold bloc countries . The reported l.nf'low f'ra:1 France which 
.... ounted to 16 p&roent or the total in 19:16 declined to 8 percent in 
1936; whereas the inflow tram Swit&erlo.nd rose f'roo 9 percent t o 
17 percent or t he total . Canada auppl 1~A 13 percent et the infl~ 
in 1936, whereas in 1935 abe aupplisd only a n egligibl e amount. 
The net capital inflow f'rCJII Germany end Italy rtlOeined small in 
both years, end the inflow fran Latin America rose f'ran 5 to 11 per­
cent of the total in 1936 . Infl ows f'rco• other Europe and t he Far 
East declined in 1936. 

and 
the 
the 

s. 

Theee are r eported t1gures . Since the residents of aau Europoo.n 
non-European countries frequently operate through other countriea , 
proportions cannot be regarded as reflecting the real orig ins or 
capital flaws accurately. 

Divergence between sources or ,old l.llports and ca)?ital fund a . 

The sources of gold imports into thia countr y do not correspond 
to the sources of cap ital primari l y due to the importance of tho 
London mar ket as a financial center . Ooid is shipped directly to the 
United States whereas a large percentage of capital funds aro re­
r outed throu~ t ho London market . 

7 . Not old exceeded 
increase 
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Durin:; 1936 tho ~old hold~a of the United States Trea.sury in­
oreaaed by $1,133 million (aa ccnpared with U , 885 million in 19:15) • 
!let gold imports plus newly 1:1ined dOCIUtio gold ll:IOunted to t l,268 •11-
lion. Part of tho $135 mil lion exceaa of gold importa oyer the in­
oroue in Treasury bold.in,;o 1a aoocunted tor by the increaae or $90 ail­
lion in gold held under eal'l:l&l'l< at the New York Federal Reaern Bank, 
which in effect 1a equivalent to an export . The remainder must he 
due to gold withdrawn for industrial u••• 

ForeiGP gold production (inol . U. S. S. R) 
Decrease in gold bo~d)ns• of torei/9' banl<a 

and goTornment s !f - - - - - - - - - -
Total o.n.ilable for aonetary u ae - - - - - -

!let iaports into tbe United State• - -
Eatimated gold oontnaed in arta in t orel.pl 

countr iea -
Gold unaoeouuted tor - - - - - - - - - -

ot 
of 

(million a) 
$1,658 

~41 

1,117 

l ,S99 

1,~52 
1 
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Amon aU ot the t 247 lllillion or r;old pl u s a portion of the 
~old derived frao private hoards was acquired b7 the British 
Equali&ation Account. 

1} It 11 estimated that gold production in t he u. s.s .R. amounted t o 
t24l million in 1936. As there wore no reported imports of r;old 
f r an tho U. S. S. R. , it may bo assumed that this amount wns added 
to the U. S. S. R. gold holdin~s. 

9. Not l..nfl ow of abort-ton:~ b &lllcinlj tunda dropped in 1936. 

Tho not l..nflow or ahort-te..,. b&lllcl.n& funds ooounted to $395 a il­
lion (a decline or $569 n il lion tr001 the 19S5 figure) . 

In contra.ti:lj; the year's l..nward aov .. ont or banlci:lg balance a 
with the intlow recor ded in 19S5 it 1e noteworthy that : (a ) vi rtually 
no not movs • ent of banlcin;; tunde wae reported f or the year a s a 
whole for ~land in 1936 , as a~;ainst an l..nflow ot $296 million in 
tho previous year: and (b) the net 1ntlow trao the former gol d bl oc 
countries tor the whole 1ear wns only $72 million compared with 
. sOl mill ion in 1935. 

22"6 

About one-third of the total intlow ot banking funds reflected: (a) 
the funding or rep~ent ot torei;n credi t a previously extended b7 

Aloerican banks, and (b) t he aootlllulaticn of foroi i!%1 balanees here to 
provi de funds for the redemption ot called securit ies . 
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Secretary of State, 

Washington . 

33, January 28, 6 p . m. 

PLAIN 

London 

Dated January 28, 1937 

Rec'd 4 p. m. 

FOR TREASURY PROM BUTTER IORTH . 

STRICTLY CONFIDENTIAL. 

At the meeting of the British Treasury today Sir 

Frederic Phillips and S . D. Woley expressed e,reat concern 

about the French situation; their attitude had undergone 

a marked change since our laD ~ discussion reported in my 

No . 591 , December 3 , 2 p . m. They frankly admitted that 

they were worried and could not hazard a prophecy as to 
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the outcome . While it was true that there had been some 

l.mprovement in French economic conditions it had been over­

shadowed by the deterioration in the currency position. 

In any event such improvement was not now reacting on the 

exchanges and even in the case of Great Britain, which 

had t aken all possible measures in 1931 to encourage the 

return of capital to London, it had been nine months before 

any effect of the economic improvement was felt tn the 

exchange posi tion . During the past two months the pressure 

on the 
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on the f ranc had been constant and funds had been coming 

to London in substantial quantit i es ; 1n the last two 

weeks the movement had decidedly increased . 

Speaking personally and confi dentially, Phillips 
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said that he bad become discouraged so frequent and 

blatant were the mistakes of the French authorit i es . In 

the firnt place it had been a grave error to attempt to 

penalize capi tal which had left Prance in a perfectly 

legal manner befor e the devaluation . Secondly he referred 

to Auriol ' s too frequent public pnonouncements and he 

particularly mentioned that Auriol at a recent interview 

had answered a question as to whe ther he meant that no 

further devaluation would take place within the present 

legal limits by denying that the rate would be changed 

at all . Phillips reiterated that the Chancellor of the 

Exchequer had given the French authorities permis sion 

to negotiate a credit on the London market: at the same 

time it had been made cl ear that the Treasury could not 

enter in any way into the matter or the terms of the 

credit ; that that was a question that lay entirely between 

the French authorities and the British syndicate . 

Phillips said that having obtained the Treasurer's per­

mission, the French bad taken so long to effect their 

arrangements 
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arrangements wi th the bankers that some part or the 

psychological effect O!' obtaining such a c r edit was 

being dtsaipated. 
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Since there were rumors ln the clty about the poss1-

b111ty of action on the part of the French authorities 

last week and since these rumors have r e- occurred this 

woek, I csked whether the British had any reason to ex­

pect i~~ediate developments . They said that the French 

hod given them no indtcotton that such could be expected: 

that unfortunately Rowe-Dutton, the British Fi nancial 

Attache , had had to go on an off1c1al mtsston to Tangier 

and would not be back ln Parts for about a month : but 

that they could charact!rl~e the French situation at the 

prosent time as "hopeless but not serious" . 

As I was about to leave Phillips sold "I do not 

suppose thllt it would be poas1blo tor you:·or us to give 

any advice to the French? However, I do hope that 1f 

they should by any chance ogk your advice you would be 

good enOI\gh t o consult us before t endering i t" . I sai d 

that I felt sure we would act in stri ct accord with the 

letter and spiri t of th~ tripartite arrangement . 

Phillips added thot it seemed to hlm highly desirable 

that the ?rcnch should tako steps to encourage confidence 

and the return of capital to thei r country : thot it 
was 
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wos for be tter to move tho rate within the l egal devalua­

tion limit now rather t han wait for thu forc es to collect 

which might eventually force another devaluation beyond 

the prvsent l egal limit , 

I understand from one or tho British bnnking syndicate 

that th~ credit arrangements bavo been practically com­

pleted and it i s entirely possible that an announcement 

to that effoet con be modo tonight . However, French bonk 

rat~ raised to 4 per cont . 

ATIU':RTON 

KPD 
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Li~S GRAY 

Paris 

Dated January 28, 1937 

kec'd 4: 07 p. m. 

Secr etary of State, 

Washington, 

120, January 28, 5 p . m. (SF.CTIOJII ONE) 

FOR TREASURY . 

While the exchange market was l ess agitated today 

there was e vident an undercurrent of uneasiness and un­

certa inty according to our market contact . The turnover 

in pounds and dollars was l ess substantial than yesterday : 

contr ol was called upon to furnish fairly large amounts 

of sterling at 105 . 15. The dollar closed f irm at 21 . 46 . 

The forward rate for the franc slightly improved. 

For the dollar the rate is 2&1 centlmea for one month and 

60 centimes for three months . For t he pound the rate 

for one month is 1 . 25 and for three months 2. 75 francs . 

The outstanding feature of the day was t he announce­

ment made this afternoon at the time Of the publi cation 

of the Bank of France s tatemejt dated January 21 of the 

deci sion of the board to increase t he rate of discount 

to 4_% , The rate on securities was advanced to 5~ .. and 

30-day advances to 4~ . No change is reported in the 
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L!.fS 2-~-o~ 120, January 28, 5 p . m., Sec. 1 , from Parts, 

gold r eserves . There was an increase of 784, 000,000 in 

the conmv>rc1R.l portfolio wh1ch 1s normal at th1:; period 

of the month . Advances to the Government under the ten 

billion franc authorization decreased 200, 000, 000 franca . 

This account therefore now stands at 7, 100, 000 , 000 . The 

note c1rculat1on 1s down 9401 000, 000. Deposits up 

1 , 225, 000 1 000 . The ratio of gold cover 1s 57 .42 compared 

with 57 . 57%. 

The s e curity market wa s somewhat inactive and 

slightly lower . Rentas were generally down a few cen­

times . (END SECTION ONE ) 

BULLITT 

CSB 
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Secretary of State, 

Washington. 

GRAY 

Paris 

Dated January 28, 1937 

Rec ' d 3:50 p . m. 

1201 January 28, 5 p . m. (S~CTION T'YO) 

The opinion e~pressed in certain London financial 

sheets that France must either conclude a foreign loan 

or proceed to further devaluat ion for the reason that the 

Treasury had e~hausted its borrowing powers at the Bank 
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of France and that furthermore ordinary French Treasury 

bonds no longer found takers , has d19turbed opinion here, 

and resentment and annoyance at the suggestion is appar­

ent in the French press . Considerable bitterness is shown 

with respe ct to "daily vivisection" of the franc abroad and 

special allusion is made in this regard to the countries 

which form port of the tripartite monetary arrangement . 

London papers are attacked for publishing inforMDtion on 

tho French e~cbange fund , and tho suggestion made that the 

latter was in a bod way . On tho other band the '<:CONOMI(ttll!l 

~ FI~~'CI~ stresses that while Auriol appears to count 

on tho support of the tripartite arrangement i n keeping 

the franc afloat be should not forget that the agreement 

embodius no undertakinS r elating to the maintenance of 
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tho valuo of the difforont currencies concerned. 

SUPlll cmontlnp, tho first part of Auri ol 's conununiquo 

vmbodiod in my telegram 114 of yesterday tho full toxt as 

publiahod in tho press of laat ovanlng stressed that tho 

dvflcit of tho ordinary budget will be less this year ond 

that improv~d receipts would amort ize this deficit . He 

agr~~d t~t the special budget for notional defense woo 

high but thnt no one could cont~st th~ necessi ty thereof . 

( 1!1) S~C'l'II-:- T"'O) 

BULL ITT 

CJB 
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SEcrEtary of J tatE 

Haahin.:;ton . 

GRAY 

Paris 

DatEd 

REc 1d 

.TAn\ JAr!' 2:), 19~7 

3:55 p . m. 

120, January 28, 5 p. m. (SE!CTI ll TffiEEl .• 
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RE nas convincEd, h£ said, t~t thE railway 

dEficit l'10uld bE lowEr if Econonic rEcovEry cont:!.nuEd and 

addEd that hE 170\\ld sh011 thE ParliamEntary FinancE Committee 

that thE 9rogram Esta1Jl1sb:d for thE TrEas•\ry for thE 

currEnt yEar r1ould pErmit thE 30VEr!U\tEnt to covEr 1 ts 

rEquirEmEnts normally . ~AE GovErnmcn~ , bE continued, 

would defEat thE Efforts of thosE nho nErE at tcnuting to 

bring about furthEr devaluation of t~ franc and nas 

detErminEd to ovoid any dist\1rbancE llha tcvEr :en tbE 

EstablishEd rElations bEtwEEn C\1l'rEnciEa . llo one , hE 

insistEd, had any i ntErEst j.n s EEi115 thE rEturn to 

monEtary disordEr but that on thE contrary stability 

was to thE intErEst of all . As far as FrancE was con­

cernEd Evcrythins ?OssiblE would bE donE to this End and 

hE was convincEd that thE othEr GovErnmEnts signatory 

of thE tripart:L tc arrangtl:1Ent would do lil!Ewis E. BE 

COnClUdEd by stating ~~t hE ~OOOEOSEd EffectiVE mEanS 

of dEfEa ti.ng 
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of dEfEatill{l spEculation and that hE \70~\ld apply thEm. 

ThE financial press unders tands t hat nEgotia tiona 

for a ortdi t in !.ondon havE bEEn concludEd and tlla t signa­

t~-.r~s \lill bE E~cha~Ed todo.y . ThE 11CAPITAL11 undErstands 

that thE amount of thE crEdi t trill substantially E::cEEd 

thE sum wllich ~s latEly bEEn 'l\lt fOl'l'lard in t::U: prEss 

and that tl:lE conditions uill bE a1J:Iilnr to thosE attachEd 

239 

to thE crEc\it .:sran tEd by t'E r.ondon bankE::-3 in Ftbr-<lary lest. 

(END vF iiESSAGE) 

BULLITT 

CSB 
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In th• CO\n·•• o~" o.onT~&~t1on Htween Kr , h!.!, e! the !tAte Dop.Art­

ment, &114 s.creta17 llorgeDthG., Ill'. 7eh iatONe4 the s.crete17 that the 

State Deparinle:nt ba4 receinol tm l.llqll1J7 h-(1111 the Chue Jatt~ Buk repr4.­

ing a parUcipattOD b7 t he LoD4o:n Office of the Chue 1I&Dk 1D the lotm which 

wu bei ng :necoUate4 1D t h e Lo:n4o:n -ltet liT either the 7rench ao-r ..... t t11t 

the 7reoch ra1lwq cCDpaDl ... 

'l'he secret.., iDfONe4 llr. 7eh of t he pollq arrhe4 at the other 4-.r 

rMar4ing a elallar applleatto:n and Ill'. 7e1e II«J"ee4 to get in tOilch with the 

Cbaae lleDit of • .., York on 7ri4a,7 aorn.ing ao that thq w01ll4 be f•lliar w1 th 

the laahlngto:n feeltng on the wbJect. 
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January 28 , 1937 

The f ollowing is stenographic record or the 
conversation: 

Mr. Bewley: 
the Chancellor. one 
i s about J apan. 

I brought you two messages !rom 
is about France and t he other one 

The one about Frence i s or the more i mportance. 
He asked that t hi s should be treat ed as specially secr et. 
His view about France i s that it is passing through a 
diff icult transitional period, but fundamentally there 
are signs or its getting better underneath. The Yield 
ot some o! the taxes , savings bank figures , deposits and 
withdrawals, all point to some r ecovery , but pending that 
recovery t he technical financial position, he says , is 
definitely difficult. Demands on the Treasury are ex­
cep tionally heavy in connection with the Budget deficit . 
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HU,Jr: Excuse me. Tnis is the French Treasury? 

ur. BewleY : Yes . In connection with the Budget 
deficit , tne requirements or their rearcacent program and 
deficit on railways and Colonies and other organizations 
!or wnose finance t he State is responvible. And as re­
gards exchange, they certainlY have lost gold heavily. 

The Chancellor says t hat t he main difficulty, 
as he sees it, they have !ailed to restore enough con­
fidence among the peopl e who have exported gold and to 
persuade them t o bring it back. 

The French Governoent are trying t o raise a 
loan 1n London. They would prefer it not to be t or the 
Government , but t or the railrOads . At t he urgent re­
quest o! the French Government, ur. Chamberlain has 
pr ivately informed the Bank o! England that he will be 
glad i! a suitable operation could be devised and it 
could succeed. on the other hand, t he terms ~re entirelY 
a matter o! t he l enders and the Chancellor can t roreeee 
what that attitude will be; the amount necessarilY issued 
on the market, but private people and not the Government 
will put up the money. 
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HU,Jr: And not the BMk ot Ensland? 

"- De-le··· ,. .. _.. · "" B • # ,_ "" ..s '"' ....,. • " .r • nv... w..1e anA. o.. ~..g.~.anu.; vY such 
pr ivate lenders ae can be found. The Chancellor eaye 
hie anticipati on ie that the mar~et would not be willing 
to make a long loan; that it might onl,y want to lend to 
t he French Government; i t might not be wil l ing to lend 
to the railways, and that it might require bet~er security 
than bas been giv en i n t he past . He can ' t f oresee the 
details . 

Uore than that, he says t hat he has taken t hib 
exceptional step -- it is excep tional because if people 
loee their money t hey will come back on the Chancellor 
and blame h im tor having "Jacked t he t hing up• , -- he 
nas done it to assist France to maintain tne tripartite 
agreement in the face of t he present difficult situation. 
It would destroy t he agreement if devaluation would be 
necessary or if the French Government should resort to 
exchange control. He hopes wi th t his assistance -- it 
they get t his assistance -- in viow ot t he favorable 
underl,ying economic factor s mentioned in the beginning 
of the ~elegram, he hopes their subsequent position to 
pass t hrough all right. 

He wished you to know t hese facts. 

IQ.! ,Jr: I am going t o be f r ank. The onl.Y 
t •• ing which you have told me which I did not know is 
that be recommended this l oan. Everything else 1 know. 

Llr. Bewley: Yes. 

IQ.! , J r : But to tell you t he latest t hing, tbie 
thing I am talking to you now about, the hourlY t hing, 
the hourly t hing is gett1ng worse . Tell ur. Bewley what 
nappened t nie afternoon. 

242 

J,lr. LOchhead: The Bank ot Ensland said t hU 
afternoon that in their market there was heavy buY1nS of 
dol lars trom the Continent and that in order to keep the 
rate steady 1t was necessary t o supply about $12,000,000 
in dollars and t o get the dollars they had t o t ransfer 
$12,000 ,000 gold to us on the books of t he Bank of England. 
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Ur . Bewley: That would be French gold probably? 

ll.t-. LocnileaO.: 'FAat. nat.urally would be a tunQ&­
oental; 1n ot her words , it's J ust. passing through England 
as a funnel. 

Ur. Bewley : It is for France rather t han t he 
other Government ? 

H!.I , J r: We don't know. 

Ur. Lochhead : Except we know from cables t hat 
France has given up tremendous amounts or gol d to England 
and t his is a part. 

HU.Jr: But that.'s a very large transacti on. 

Ur . Lochhead: They have not. had to give up any 
gold t.o keep the rate steady for sometime. 

say s he 
he says 
amount.. 

L~. Bewlet: The Chancellor i n his telegram 
knows t heyave l ost a great amount or gold, but 
in another telegram t hey d id not know the exact 

Ur. Lochhead: 
been lost t o England. 
France . 

Fr ance has been losing, gold baa 
we haven't been t aking gold from 

L~. Bewley: But you have taken eome from ue? 

Ur . Lochhead: Thi s $12,000,000 is the first 
we have had for soceti me. 

ijU.J r : And it has Just happened this afternoon . 
The thing t.hat is aggravating the situation is t hat. t.he 
French now have been t r y ing to get a ra i lway loan, they 
call i t , almost a week; that they have been going t o 
London and they haven 1 t got i t. yet and , of course, you 
know how t hos e things are-- the l onger t hey don't get 
i t, t he more worried peopl e get. 

Mr· BewleY : Yes. 

HU.Jr : And they have been fooling around now, 
it i s fullY a week. 
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Ur. Bewley: This is all ~he information tbat 
we hRvc &bout 1t. 

llr. Taylor: Th&~'s alw'Ys ~rue wi~h ~he Frencn. 

HU,Jr: I want to explain that we have known tor 
about a week that ~hey have been ~rying to get t his loan 
actively and I guess lots of other people know it too. I~ 
isn 't like when you are negotiating a t r ipartite agreement 
t ne ~hing is absolutely secret -- this is pretty general 
information. R1ght this afternoon, I tnink it is safe to 
say that as far as ~he French currency is concerned, it's 
t he worst it hae been since our agreecen~. 

ur. Lpchhead: I should say tor ~he last two days. 

HU 1J r: And it's getting s teadily worse. 

Ur. Lochhead: You can 
cial methode t hey can 1t hold it. 
it is very uneasy. 

tell by the strong artifi­
Underneath the surface 

HU,Jr: I hope they are going to be able to 
straighten themselves out, but it's no child's play. 

ur. Bewley: Oh, no; surely;that ' s true. 

HU.Jr: All we can do is J us~ let this agreement 
work. That's all. Jus~ take ~oday. It you people 
could not turn right around and sell it ~o us and get the 
dollars , ~he thing might have blown up today . 

ur. Bewley : Yes; quite . 

Hl!,Jr: The tact tha~ you can get .dollars and 
cover in ~he same day all LOndon is right now ie a 
transfer s~ation tor ~e French gold. 

ur. Bewley: 
Government would lend 
ment. 

I can'~ imagine ~hat the British 
money directly to t he French Govern-

HK.Jr: I am not asking. 
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UJ•. Bewle~ : I ao only saying ~ priva~e opinion 
:l.."ld ! 1~s1.ne the c:a."lcell!)!" ee.."":- 1 t do !l~!"'e :.~~ !::.e: !-..n.e ~one 
in ~elling tne Bank of England of hi e desire tnat lt should 
succeed. 

. Hll , J r : 11ell, an:rway, in answering will you tell 
the Cnancellor I appreciate it very much and we will keep 
what he says absolutely confidential. 

Ann you have our l ast minute s ituation now, You 
s ee how I f eel. Of course , what I am say ing to you - - the 
fact t hat I am admitting to you how worried I am I wish you 
would keep i n s trictest confidence, because I don't want to 
l et anybody know I ac worried. 

Ur . Bewlev: Of course. No. 

HU,Jr: At my press conference t hey asked about 
t ne French discount rate. I said ' Pur ely internal'. What 
about French francs? And I gave t he boys a l i ttle lecture 
on how careful they shoul d be in writing thelr stories on 
my attitude on the French situation for rear it might ag­
gravate 1t and, ae far as I can tell, t hey kept that con­
fidence . I sai d I don 't want to be quoted and not to use 
' high Treasury' or 'official sources' , t h is , that or the 
other thing. But it's serious busines s. All I can do 
is hope for the best. 

stuck 
slow. 

Now, how about-- were you going t o say . . .. 

ur. Bewlet: The Brit ish lender has been r at ner 
in Parle in t e past and the Bri t ish lender 1e rather 

I am not s urprised it takes a week, rea lly. 

HU,Jr: I don't want to oomcent on t hat. I have 
never loaned t hem any money , eo I don ' t know. 

Ur. Bewley: W'oat he say e about Japan 1& really 
very much what you said. The t elegram is t hat t he situa­
tion is (I eent them a telegram) eubetantiall! what I sent. 
This 1e a telegram from Japan. They said tne situation 
was substantially as descr ibed, but t hat t hey did not t hi nk 
the Japanese Government would, i n f act , allow the yen to 
depreci ate. They t hink t hat they would make consi derable 
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sacrifices to support it and considerable prospects they 
would cucceed. if the.:.' could t!de over the ::1tu::.t1cn u..~t11 
Uay when the export season begins. They said they were 
obvious ly inacti ve months and no import or export permits 
had been issued since J anuary 8th and t he Japanese Treasury 
was clearlY playing for time. And then he ends up by say­
ing that the economic crisis is rather overshadowed by the 
political crisis and no use 1n making any further prophe­
cies a t the moment. He will telegraph again . 

f!li,Jr: When I talked to you before, 1t was before 
t he political crisis. 

ur. Bewley: Yes. 

flli.Jr : The information we got today was they were 
beginning to pay . 

J.!r. Lochhead: That the machinery was starting t o 
pay a little better; starting to pay on i t ems that are pend­
ing. No new permi t s . 

HU,Jr: Old oommittmente. It ' s j ust beginning 
to wor k , but of course the political situation seems to be 
very serious. 

ur. Bewley: Seems tobe very serious. Of course, 
yes. 

Hloi,Jr: Well, you can't paint a very rosy picture 
about world economic conditione. 

L1r B 1 No, not with those two countries. . ew ey: 

HU,J r: Got any good news? 

B 1 Lli"kt •ake a rosy view of the United l!r. ew ey : oe• • 
States of America. 

HJ,I ,Jr: 
called you back. 

I am terriblY sorry to hear they have 

ur. BewleY: I am too. I am terriblY sorry. I 
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have enjoyed ~self here and they say I am ur- ently needed 
in the Treasury and they are sending a good ~ to take ~ 
place. I hope you will like him. He comes from Newfound­
lwlu . 

I go. 

HU. Jr: I am slow in getting to know people. 

Ur. Bewley; I will introduce him to you before 
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HU,Jr: I hope we take to each other , but, rrankly, 
it will take quite a wh ile until I have t he confidence that 
I have in you. 

t hat. 
ur. Bewley: That's extr emely kind of you to sey 

I am very sorry to go, too, because . ... 

HU,Jr: Do you have a tour of duty ae we have in 
t ne tlavy7 

Mr. Bewley; Not exactly. There are only Finan­
c ial Attaches in tne four centers: here, Ch1na, Paris and 
Berl1n, so it is very difficult to arrange anything diff er­
ent, but they try to move us around. Three or four years 
i s the only desirable t1me to keep one in one place. 

HU,Jr: Will the new man be here before you go? 

Ur. Be~ley: They will try to have hi m here. He 
ie Trenton, the Finance Uinieter over in l<ewf oundland. When 
t1ewfoundland went bankrupt and turned into the crown, he waa 
t he man who waa sent out. There 18 really no Cabinet; he 
is more or less the financial dictator; more or less a small 
affa ir when they went bankrUpt. 

HU. Jr: 6,000 , 000 pounds, wasn't 1t, they went 
bankrupt? 

Mr. Bewley; OnlY a very small t ning. 

HU,Jr: Well, I want to say again I appreciate 
t he message . You need not worry about its being confiden­
tial. It isn't anything I want to spread around. 

ur B 1 · Oh no· of course ; quite. . ew ey. , , 

!Gi,Jr: Thank you for c0111ing down. 
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Januar:; 2c3 , 1937 

The Secretar~· called t ho Preo1dcn" ,. ,. ~. , ~ .--Any 
and said to hi m, '1Tner e ar e two t hings I w;nt" t;· ~;livy~u. 
Neville Chamberlain sent me a secret message that he hae 
done a very unusua l t hing - - reco1~1aend1ng to the private 
bnn.tere in London tna t t hey maKe a loan t o France . As 
far as ne knows, he has never done it befor e . The situa­
tion got worse t nis after noon and, tor t he first time, 
l.ne Britisn had to sup,:>lY $12 ,000,000 ot dollars to tne 
c~ntinent , They were selling franca and buyi ng dol lars 
and unner t he Tri,)artite Agreement they pay for t.hese 
dollars by selling us gold , so we got $12,000,000 of 
gold from the British toney . It ia pracl.ically a panic 
over t here and tne l onger t hey put ott g iving the French 
a loan, t ne worse i t will get. I t hink it is of tremendous 
importance. I f it was not fo r the Tri parti t e Agreement, 
t he vthole t hing would blow up . The important t hi ng 18 
saving Blum." 

The President , in substance , asked,Could you not 
do what you did befor e ; t hat is, ge t gol d for any franc s 
purcnnsed from the Bank of France on a 24- hour basis i n­
stead of a 48 hour basis? The Secretary • 8 replY "as, 
Uow tha t we have the Tri psrtite Agreecent we do not need 
that because ever ything flows freely . But it i 8 inter­
estin0 that c.~berlain is prkcticallY ordering the 
English ban.ter s to cake tnis loan. I n hi s ceesage he 
said tnat they cannot afford to see tne Fr encn 'blow up ' • 

"Th ey are showing soce sanity, • t ne ?resident 
remarked . Tne Presid ent also said , aocewoer e in t n: 
conversat i on , •It is ver y i mportant t o keep Blum ln. 

At t he concl usion of hi s t a l k with the President , 
Hl!,Jr. t elepooned secretary Hull and repeated to hi m what 
he had said to the president in the telephone conversation 
r eported above . 
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January 28, 1937. 
4 : 22 p.m. 
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Dr : Parran: Yes Ur . Secretary. 

f : 

fl •• • .Jr : 

P: 

n . =.~ . Jr : 

P: 

1!. !. J l' : 

P: 

ll . ti . Jr : 

P: 

.. . . . Jr : 

P: 

!l ." .Jr : 

P: 

P. I:. Jr : 

P: 

R • •• • Jr : 

P: 

B. ll .Jr : 

I thout;ht you • d like to come do·.·.n ::md :;co :::c \'then 
I wa s having my teeth fixed . 

I got your message just a s I was rushing over to 
this 12: 45 meeting . 

Oh. 

I heard tha t you were ther e but I assuoed you 
11ouldn 1 t •mnt to be bothered •••.• 

./ell -

•..••. when you were having th~t ordeal. 

Well I was sorry to •• . . 

I would have stopped in though had I not been 
on the way over to Admiral Gr ayson ' s . 

\'/ell I feel better now that I •ve got the t ooth filled . 

Vlell I'm awfullY gl ad • 

But I felt prett y miserable before I went over there . 

I ' m awfully sorry. 

But I ' ll be seei ng you soon. 

All right, sir. I shall be here right through 
tomor r6w. 

All right. 
Barry Hopkins i s suggesting that in a few days he 
and I s t art down this flooded ar ea t o see about the 
clean- up and make sur e that our forces ar e functioni~g 
right . 
Well JillllllY Roosevel t tol d me that there was such a 
party planned and he was coing t o go along . 

Is that so? 
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P: 

H. 'f .Jr : 

- 2 -

I hadn •t heard any details but I ' m standing by here 
working on pl&ns now to get engineers from many 
states into this areo. because that • s where the 
heavy load is going to f bll on us . 

! see . All right . 

Thank you, sir 
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R. l.l . Jr : 

Burgess : 

R.M.J r : 

B: 

n. :• . Jr : 

B: 

R. t!.Jr : 

B: 

B: 

!!. !' . Jr : 

B: 

I! . !! . Jr : 

"': 

H." .Jr : 

B: 

H. Y.Jr : 

J anuary 28, 1937. 
4: 35 p .m. 
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I ' m going away Sunday night r.nd that ' s why I' m 
calling you. 

Yes . 

\Vhen you go home tonight I •think you better bring 
a satchel with you to your office tomorrow - hello 

All right, yes . 

Because I may want a conference with you Saturday 
morning • •.•... 

Yes . 

• •.•••• in order to plan what we •re'going to do while 
I ' m gone •••• .• 

Yes • 

•••... and I don ' t want to do it over t he t el ephone . •. . 

Yes • 

••••• Ln case of cer t ain action , see? 

Yes . 

See Ythat I mean? 

I see, yes. 

And then I mean I' d like t o s it down ~th you 
Saturday morning and pl an out how we'll handle 
the situation •••••. 

Yes • 
• ••. and also at the same time I want to diseuse 
February 15th financing and April maturing notes . 

I ' ve got a wedding I •m supposed to be at Saturday 
morning - let•s see- • 

You' ve got a wedding when? 
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B: 

H.J•.J r : 

n: 
II . !J .Jr : 

r : 
n. ·•.Jr : 

B: 

H. 't , Jr : 

B: 

H. M.Jr : 

B: 

- 2 - 252 

Saturday morning - of my nephew. 

\'/ell I - I - I 111 accomr.~odate you - see you Sunday. 

\'/ell I hate to have you do tbat . 

Well it don ' t make much difference . I don ' t do 
anything these days but work anyway. 

It wouldn ' t work tomorrow, would it? 

Pardon me? 

Tomorrow wouldn't do, would it? 

No, because I don• t think we'll lmol? yet . 

{Laughs) I see, yes . 

Frankly, with Cabinet in the afternoon I don ' t 
have time . 

Well I' d - I' d bettor cut the wedding and come 
along . 

I tell you what to do - have your toothbrush with 
you tomorrow anyway . 

All right. Well I •m living in town now you know •.•.• 

H. u .Jr : Oh • 

B: 

P . I!. .Jr : 

B: 

H. f.I . Jr : 

B: 

!i. ll.Jr : 

D: 

R. LI . Jr : 

B: 

R. l.' . Jr: 

•••• • so that ' s easy. 

Oh, I didn ' t know that . 

Yes - yes . So I•m at your service . 

All right . \'/ell I just want ed to let you know and 
l et - let - let's see what happens, hub? 

O.K. 

All right . 

All right . 

Thank you. 

I•ll be ready. 

Tbanlt you. Goodbye. 
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Op<>r~>tnr : 

Eccles : 

H. IJ.Jr : 

E: 

!J , '' . Jr : 

!l : 

!!. 'I . Jr : 

E: 

H. M .. Jr : 

E: 

fL't . Jr : 

E: 

H.M.J r : 

E: 

H.M.Jr : 

F: : 

!! . ' . Jr: 

Go ahead . 

Hello . 

Bello Mar riner . 

J anuary 28, 1937. 
4: 39 p.m. 

Vle •re going to Meet 0:1 Sat urday on that matter . 

Yes. 
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One o~ the members wanted two days to do so~e 
checking and thinking and so I did!'l ' t want to press 1t. 

Yes . 

Told him I wanted it decided this week and so we 
would put i t over t ill Saturday morning . 

kh-ha . 

In the meantime we just had a - some informal di s­
cussion thi s morning ••..• 

Yes • 

• • .. and the gist of the discussion was this . The 
Board seemed to me to be unaniJDOusly in f avor of -
of making - what they like to do is make 25~ now 

and 25~ in the first of !ol~y . 

25% now? But t hey c·>r~ ' t go so.'. 
Yes - well I mean a third - half of i t now and half 
in the - they can go 33-1/3 . 

Yes but they do - you mean do 16- l/2 now . 

That • s right - that ' s right- there ' s l6- 2/3ds 
and 16- 2/ 3ds l a ter but announce i t now to elimi nate 
the uncertainty. 

Oh I coul dn ' t (laughs) r ead your mind on that . 

Well when I want t hat 5~ I can say I was t hinking 
we could go 10~ and we ' ve gone f ifty, see . 

I see . 
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E: 

H.H •. Jr : 

E: 

H. U. J.r : 

E: 

H. 'I. J r: 

E: 

R.U. J r : 
..,. , 

B. :&.Jr : 

E: 

R. IJ. Jr : 

E: 

R. •t.Jr: 

E: 

R . !~ .Jr : 

- 2 -

And I was thinking of the remai ning fif ty . 

Oh but you mean ... 

11hat I mean is is tha t - that 16- 2/3ds now and 
16- 2/3ds at - ei ther t he fi rst of April but I td 
think likely - say the firs t of !.lay. Now this 
i s the r ea son . Tha t,it occurs to me- in the 
fir st pl ace it makes it that much more orderly, 
see? 

Yes . 

Ah - that 16-1/2 now can very readily be met 
and adjusted and we ' d never '.mow it, see? 

Yes . 

Then - then in the month or Uarch you've got 
your tax money will be coming in and you have 
financing , etc . , nnd we would prefer to make t he 
other twenty-five l at er on in the spring so that 
everybody i s given plenty of time and pl enty of 
notice . 

Yes . 

Now - ah - the - the - t he r eason that we think 
we should suggest to do it all now i s thet it - I 
mer.n announce it all, see ? 

Yes . 

254 

Tha t it ge ts away from the uncert?~ty if we should 
say 16- 2/3ds now. 

I see . 

And leave the other up in the air •. • . 

Yes . 

•• • ••.. then they ' d 4ay, ~~'.'/ell gosh when - vthy 
ar e you only doing that now and when are you 
going to do the other• . 

I see. 
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E: 

A. •t .Jr : 

E: 

R. • Jr : 

'E : 

H . ~I . Jr : 
I 

V: 

!l. l:. Jr : 

E: 

ll . l.I . Jr : 

E: 

n.:l. Jr : 

E: 

n . ~• . Jr : 

E: 

H. l& .Jr : 

F: 

!i. loi . Jr: 

- 3 -

And I think that - and - and we•re all agreed -
Goldenwieser and - and - that that is the con­
servative t hing to ao; it1 s the best timing chain 
and we haven' t t aken action- there ' s been no 
votes put but I mean I ' m jus t giving you t he 
benefit of al l our formal discussions . 

I see . 

That would, in part, meet George Haas ' suggestion, 
you see? 

Yes • 

255 

But I just \Tanted to give thr.t to you. You don• t -
do you see any object t o that? 

None and - and then if you do do this thing I think 
you and I ought to gPt together Sunday and plan how 
we ' re going to handle the thing while I 1m gone . 

All right . 

See? See what Imean . 

That ' s all right . When- you 1re going Sunday night, 
aren ' t you? 

Yes, Sunday night at 6 o' clock. 

And you're going to bo gone : or a couple of weeks? 

One week. 

One \feek. 

From Sunday to Sunday. 

All right. You mean handle the market? 

Yes. 

Yes . 

We could get together Sunday. 

Regraded Uclassified



F: 

!l. IJ. Jr : 

... -· 

H . ~· . .:rr : 

E: 

H.n •. r r : 

E: 

q . :..! . Jr : 

E: 

H . '~ .Jr : 

E: 

H. IA. J r: 

E: 

H. IA .Jr : 

E: 

H. ll.Jr : 

E: 

H. ll.Jr: 

E: 

All right . 

Right? 

- 4 -

\'/ell I 1ll call you - I ' ll tell you what I'll do . 
I 1ll - I•ll call you Saturday after we - after t he 
matt er is- aft er we meet and •..•• 

All right . 

••• • • a~d - and the thing is decided • 

Yes . 

And unless something intervenes it's my belief 
that this is about the way it will go . 

All right, Uarriner. 

Of course I can' t tell till the Board all get s on 
record . 

It sounds all right . 

Yes, well I just wanted to report t o you . 

I 1ll bet you I know who ' s going to take two days 
too . I • ll make just one guess . 

(Laughter) All right, go ahead. 

Chester Davis . 

No. 

No? 

Mo . 

All right, I •m wrong . I won ' t guess any more . 

Well I ' ll tell you. 

Yes . 

McKee. 

Really? 

Yes . 

25~ 
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R. l'.Jr : 

~ : 

fl . '&.Jr : 

E: 

.! • . Jr : 

'l. :I.Jr : 

E: 

H.·i . Jr : 

E: 

257 
- 5 -

That surprises me. 

No , he ' s - he ' s the one- ah- he just wanted the 
time to do some thinking- he ' s - he's - well he 
looks at it more from a little country bank credit 
problem. 

I see . 

See? And his experience in the RFC has given him 
a certain aspect of it rather than the - the credit 
probl em a spect. 

11el l thanks very -:uch, !..arriner and I 1 11 hear f rom 
you Sunday . 

That's - that ' s the inside just between you and 
me . (Laughs) 

I understand . 

J<ll right . 

I •ll hear from you Sat urday . 

All right . 

Thank you. 

Goodbye. 
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TO 

o•n JMUa17 29, 1937 

~~.r~ 

I, Oaeh Requiramenta 

1. Oil the bade ot JC-, llall1e eeU .... tea of the prowect1Te chan::ea 

in t he l orld.ng Belence in the General J\md, 1t will be poieibh tor the 

Tree8Uey to coast along without rahing new 110ne,y until .April 15, pro­

vided .., e.re willing to allow t he lorlcl~~g Bal.Moe to run "' low ae aoae 

$650 W.ll1ona eerl,y 1n llaroh. 1'1 thout new 110ne,y, the 110nth-end World.~~~: 

Balance• are oet11D8.ted a a tollon to the end o! llarch1 

$ 913 allllone 
. 653 lllillione 

353 lllillione 

2. l1l1lea1 we cl.o ralee new 110ney between now end the middle ot 

.f.prll, the Working llalu•• at the end ot each ot the three last 110nthe 

ot the tiaeal yea.r 1a eetimated •• tollowu 

$ 533 lllillione 
233 1111111one 
503 allllone 

3• It the .arlcet ' • reepon .. to the IIIUIOUI10ement ot an increaae 

in raeene r equ.ir&IIMlh h not too unr .. ,..,rable, $200 llilllona could be 

rai aed by a44HioD&l bill 1awea ot $50 ailliona each on J'ebruary 17 and 

24, and )(&reb 3 and 10, the firat of these iaauee to be tor 119 de;ra, 

and the aucceeding i .. u.. tor 7 dlr• t .... r tn length, pro;!J'eae1Tel:y, eo 

that the M1t1ra extra uount ot $200 allllou would mature in the middle 

ot June . !hen, on either lle.rch 15 or .April 15, $300 allllona ot addi­

tloD&l - 11101117 could be ralaed b:y a note or bond h111e tbat coYerad 

aleo the t')o2 111ll1ona note •turU:y ot April 15 . A diatlnct adY&nte«e 

ot lOOM concentration ot bi ll h auea in al.d-.l'lme h tbat 1t would. coi n­

cide 'Ill th an inc011 ... tax ~t date and would therefore reduce the 

strain 011 lloulk raaanaa inci dent to the latter. 
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Secreta.r-.; llorcentbau - l/29/37 - 2 

4. I f th1a procedure ,..re adopted, and the 110tea or bonda ,..re 

sol d on A!>ril 15, our .onth...nd Caoh lJe'•neu would be ~ro:daatel;y 

&8 follOWS! 

hbl'W'ry 
Karch 
April 
lla,y 
.1\me 

$ 758 millions 
1 , 058 millions 
1,033 milllon.a 

788 mlliono 
803 mllliono 

'!he oddi t1onal $500 million a of n.,. 1110ney l"llieed in th1a period would 

juat COC!Pena&te for tbe retirement duri~~g the period of $500 m1ll1one 

of maturl~~g billo - $300 •llllona in the middle of Karch and $200 

c1ll1ons in the mlddle of JUne. 

5· I f the m&rket •a reop- to the Reserve Board'• a.:tlon h 

259 

very un!avol"llble , the rahi~~g of new .oney could be deferred &ltl)6ether 

unt il the middle of April , when $500 millions could be l"llioed in con­

Junction w1 tb the refllndiD,tt of the April note maturity by an hnue of 

notea or bonds . If thio p roceclnre were adopted, th e .ontb-end Caah 

Balances would be as followu 

$ 658 millions 
858 milllono 

1, 033 millions 
788 mlllono 

1 ,003 milliono 

This p lan would inTOlve a net increaoe of $200 ttllllona in outottllldo­

illl! debt houeo at JUne 30, unleaa four of tbe re(llll.&r .rune hlllles of 

t"?O milliona aacb "re replrld out of the Cash Balance tllld no nplace­

ment billa ,..re o f f ered, in 'll'h.lch ca .. the June 30 Bel•nce would be 

$803 millions . 

I I. Alternative Vethodo of Jinanoine 

1 . · cr e of milllono 1n k bill ioauea of each of 

the ten '11'8eka bM1,nnloo 7ebruarz 111 fbe tlrat milliono of t.heae 

billa could bt •de to aature on .rune 16, 17, or/ed 18, coinciding 

w1 th the quarterly 1neo.,e-tu 'P83"181lt period. '!/he tlrat of thue 

il8uaa would be for ll9 ~· and the 11\lcceading iooue 1 would be pro­

~reuivel.y for 7 ~· f8W8r 1n length. The ~~&turltlu of the r~ 
~ $300 millions of billa could be apllt betwen the middle of 

Sopt•ber and the middle of Deo•ber. lloth of these periods AN co,._ 

•enient for bill ~~&turitlea b8011111se tbeT co1nc1cl.e w1 th 1nco•• tu 
p~ent datu. .a. not a lollle of $817 million• ~~&turaa on Sept.,.ber 15; 

there 1a 110 tada tiDC 110te aaturity in Dec•ber. 
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Secretary Worgonthau- 1/29/37 - 3 

It h ili!Poaaible to eat1-.te a t all &ccurate~ the ratea at which 

our regular and add1 tional billa would aell in view of the dlaturbanoe 

t~ th~ money marketa that &aY bo occaaioned by Federnl Reserve action 

on required reserves. I t ia reaaonably certain, however, that the 

i w:=edlato abaolute coat of add1 tions.l 110noy ndaod thro,.;h bill hauea 

would be leu than the coat of raialng tbe a~me funds thro~ notes or 

bonde. lfevertheleaa, the raleing of the entire $500 millions of now 

nonoy throuch bill ieouee ~uld not necessarily bo the cheapeot method 

of finance fron a longer-tern viewpoint. lA1ch will depend upon the 

relative market bohavior of billa, notoa, ond bonde during the next 

aeveral woeiu , and poaalble changes in our eatil!l&teo of receip ts under 

the Social Security Act. Our previous experience has indicated, firet , 

tbot additional bill iasuee ralee the coat of our roeuLar bill iaouee , 

and, second, that additional bill iscuee of shorter maturity than the 

r~ bill ia~uea do not eell on a proportionately reduced yield 

baals. 

1'\lnd the J. r11 note ll&turit of millions: ~. method would 

brin& about a net reduction in the aggrll(!nte volume of outot&nU1116 

billa, the $200 millions of cdd1 tlonal bill issues in Febi'JC.l'Y and 

l.!nrch being more than offeet by the ratir81:lent of $300 millions of 

bill iaeuea on J.!arch 16, 17, and lS . 

llbile M open date exiote for a 3}-yee.r note iuue to ll&ture on 

September 15, 194<> , and while auch a maturity rM::/ be utilhod if miU'­

ket condl t iona beeome m:>re unaettled, it does not appear at thie til!le 

that a sufficient eavine in coat c:aD be effected by reducing the pro­

posed ""'tur1 ty hoD 5 years to Jt year a . 'lhe pricu Md yielda of 

outstanding notee me.turing on and e.fter J une 15. 194o were ae follows 

on JMuary 28, 19371 

Ieeue Jtaturit;r Price Yield 

l-l/2•s 6/15/4o 101-5~2 1.150 

1-1/2' • 12/15/4<> 101-5 32 1.194 

1- 1/2' • ~/15/41 101-5/32 1 .212 

1- 3/8 1• /15/41 lro-23/32 1.206 

1-+/4'• 12/15/41 10¢-8/32 1. 197 

!be for11g0ing figures indicate that a note maturing !larch 15, 1942 

ahould aell on virtually the - yield beala - about 1.20 - aa tho 

throe laet-hwed ouht&ndillf: notea. J. 5-:vear 1- 3/8 percent oote would 

aell at a price of lOQ-27/32 if it eolu on a 1. 20 yield baais. SUch a 

prenlum would be liberal . 
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Secre~ary Mor gentbau - 1/29/37 - 4 

J. great deal oa.n b& add for this method of financing. l'ive-;yea.r 
a~ne;y at & cost of 1- 3/8 percent 1a cheep 1110ne;y; and the 5-yee.r ae.turit;y 
1s aq>le compensation, in view of erlst i ng uncertainties with respect 
to short-ten> !!lODe)' rate a, for the somewhat bi«her coat of BUCb a note 
iuua over excluaive ral1e.nce upon billa. Whether the finaneillt; abould 
telce plue on llareb 15 or .&,prU 15 abould be cl4term1ned prim.r117 b7 tba 
state of tbe mar:C.t at the be«1nning of llareb, Yitb a alight pre8Uq)t1on 
i n favor of )larch 15 beeauu it repreoonta a recul&r quarterly f"in&nc1ng 
cl4te. 'lhe .&pr11 15 financing 110uld be juat as 11111 t able &a the II!U"ch 15 
fi~~N~cing from the aole atandpoint of tho Working Balance. 

(1) L1!tc lfo . 2 , it results in a not reduction rather 
than an increase in t be volume of bill i oaueot 

(2) It p rov144a for the retunding of the April notes 
i nto e medium-term bond; 

(3) I t reduoeo rather than adda to tbe vol111:1e of our 
outot&n.ding note loeuoe; 

(4) 'lhe coupon rate of 2~ percent for 17-ye&r lliOne;y 
repreeenta diatinotl;y low-cost financing; 

(5) An ill'roveaent 1a Mde over our p receding 2?;- P""" 
cent bond 1oaue by increeaing the call per i od t o 5 :years; 

and 

( 6) In the p resent market, t be isaue should command a 

liberal premium. 

'lhe 1110st coJ!I)arel>le outstanding iaau .. &re t be !ollowingl 

I I Yield to I Yield to 
Iuue I Prioe call date I -turit7 

2-1/2' • of 19~-5~ 101-14~2 2.~70 2 .396 

2-3/4•s of 19~-5 103-12 32 2. 70 2.~ 
3-1/8 1• of 19 -52 10&-9/32 2. 375 2. 0 
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Secretary Yorgentbau - 1/29/37 - 5 

The proposed issue 110uld be three :oontho longer in final •tUJ'oo 
1ty the.n the outatandin,e 2- l/2 •a, but would be callable nine montha 
eulier. If the propoaed iBauA w&l'"e ~ eell C:l t!::.o e=o j"'!acl! b&•1• 
to call date aa t he outotandi~>g 2-l/2•a - 2. 37 - 1t '.ftluld aell at 
about 101- 11/32. 

At the other extre11e , bowe•er, t he propoaod. iaoue J018ht aell on 
only a slightly better yield baaia than the outotanding 2-3/4'• of 
1~51-54 - 2 . 47 - 'llhicb 1Dature three montha later than the propooed 
houe and are Ol\llable two years and three mnthe later than the pro­
pooed iesuo. If the propooed isoue were to sell no b'ltter than t he 
outstanding 2- 3/4•a of 1951-51l·, it would coliiiMJld a. price of about 
1oo-10/32. 

It oeemo far core l1kel¥, howeTer, t hat tho proposed. issue 110uld 
oell nearer the outatanding 2-l/21a than the ~~tctanding 2- 3/4'•• 
baing far mre coaparable w1 th the fonaer. It the propoaad iaiUI wre 
to aall on a baeia epprox1-tel¥ in between thne t1:0 outatandiqo; 
iasuea - on a bad a of 2 . 42 percent - 1t 110uld. cocmand a price of 
approximately 1oo-27/32. 

In the p reaent market, therefore, it appeara tbot t he propoaad 
2- 1/2 percent 12-17 :rear bond. 'IIIOuld comllll!.lld an N~p1y aate preJ~~ium . 

4. If the Board of Governors of t he J'edaral Reserve ~atom ahould 
taka the action outlined by Chainnen Seclea on t'ednesdq, aerioua con­
eidaraticn ahould. be given to ~ermitti~~g payment for the Treaaur:r billa 
to be haued near the Diddle of ltareh to be ll84e by oredi t on -..-loan 
account . 

'L'heae add1 Uonal bill offeringa will be •de at a tl.Joe wh811 banlc 
reaarvea will be affected by both tho nw. reserve requireZ~enta ~d the 
very large JJarch incoDe- tax p8Jf111ente . \71lleco the J'edaral Reserve 
banks 'II'Ore disposed to eaae the teJ~¥~Or&r:f strain on the "'onay arkete 
incident to thia three-fold pressure ~on bAnk reserves, b)" open- market 
purcheeee, the rreasur;y would do well to accorpl11h much of the oeme 
result by permitting the )larch bill purchaoea to be paid b:r lfar-loan 
dopoai t credi ta . 'l'be lla.rch income-tax colleotiona will be sufficiently 
heaT)' to nend t ua to retrain from -.lcitiC cella ~on dapooi ter;y inati­
tut1ono dUriag U.e two or thJ"ee week• br1d61ng U.e middle o! that .onth, 
'l'lle i'reaeury, during the earl¥ montha or 1934, peraitted tuboeript1ona 
for '!raaGUl')' bills to be paid 1n thia faohion. 
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January 29 , 1937 

Governor Harrison called the Secretary today. (Trane­
soript ot their conversation is attached. ) 

The Secretary invited Governor Harri son, Dr. Burgees, 
ur. £coles and Dr. Goldenwesier t o meet with the Secretary and 
hi s Treasury statt on Sunday morning at 11 o'clock. 
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0 J>"l'lt tor : 

H.M. J r : 

!Jurrison: 

H. U.Jr : 

R: 

F' . '' . Jr : 

f! : 

H.M.Jr : 

H: 

H. 1! . J r : 

H: 

H.U.Jr : 

H: 

R. !4 .Jr : 

H: 

fi .M.Jr : 

H: 

R. I.! . J r : 

!! : 

Governor Harrison 

Hello 

Yes Henry . 

Hello Geor ge . 

Yes sir . 

Janu~ry 29, 1937 . 
11: 31 a . m. 

Ah - two things : I spoke to Burgess yesterday 
about having his toothbrush and washrag ready 
to come down here - hello 

Yes . 

And I will most likely ask him t o be down here 
Sunday . 

Ye s . 

Because I •m goi ng away Sunday . 

Yes . 

And in case the Board should decide to t ake some 
action tomorrow. 

Yes. 

2S4 

~nat I ' m asking him t o come down f or is so that we 
could come to an agreement as to how we ' l l handle 
the market Monday . 

Yes . 

Now wi ll t hat be agr eeabl e to you to have him 
come down? 

Oh sure, that' s quit e al l r i ght. 

Well will you t ell him that? 

Ah - I ' 11 t ell him - i t ' s on Sunday you want him 
ther e? 
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R. J.I . Jr : 

R: 

H. M.Jr : 

H: 

R. !J . Jr : 

!1 : 

B. !J.Jr : 

ll : 

H. !!.Jr : 

fl : 

li . I.I . Jr : 

H: 

H. !LJr : 

B: 

H.M. J r: 

H: 

H. lf.Jr: 

II: 

265 
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Well I - l et ' s leave it t his way - that if he 
doesn' t bear from me again I would suggest th~t 
be be at the Treasury 10 o •clock Sunday mor ning . 

All right sir . 

At my of f ice and if I •m not her e - I mean - well -
he ' ll come t o my office . 

10 o' clock Sunday morning unless he hears to the 
contr a ry. 

I t hink that ' s the easiest. 

First r ate, and I may be down myself. 

Oh will you? 

I •m coming down - ah - ah - I •m going to a dinner 
at t he White Bouse Tuesday night. 

Good . 

Then I •ve got some other things to do on Monday 
so I 'm goi ng to go dovm sometime before - over the 
week- end . 

Well if it' s anything I wish you ' d strain a point 
and be here because we ' re not only going to talk 
about that but I ' m going to t alk about my !.larch 
financing . 

All right, sir . 

See? 
All right, well I ' ll be t her e too then. 

Well I'd very much like you too. 

All right and 1f you would I 1 d like · • • • 

I wasn't going to ask you to come d01-m s peciallY 
but i f itT s a questi on of a half a day either way. 

Well I tm going to be there anyway· 
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K.U.Jr: 

H: 

H. hi.Jr : 

H: 

P. . r~ . Jr : 

H: 

II .M.Jr : 

H: 

!l . l.l . Jr : 

H: 

H. U. Jr: 

H: 

H. :.! . Jr : 

fl : 

H. !A.Jr : 

H: 

R. !A.Jr : 

II : 

- 3 -

Ylell then I' d very much like you to sit in. 

All right, I'll be there unless I hear to the 
contrary. 

And I ' ll - I'll tell Eccles and 1 •11 ask him to 
be here too. 

All right. First rate . 

See? 

Fine . 

But let •s see- now the other thing i s this . I 
don• t know bow this is done but I'd like to ask 
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you . You remember I talked to you about the 
informal conversation I had with tbe National City -
at l east I told Taylor to t el l you. 

Yes - yes . 

Well now l ate yesterday and only by accident the 
St ate Depar tment happened to tell me that they had 
had a similar conversation with the Chase •. ••. 

Yes . 

And they'd more or less indicated to the Chase it 
was all right . 

Ah- ba. 

/~d I told them that they ' d better correct it ••••• 

Ab-ha • 

• • • • • and they said they would . 

Ah-ba. 
And I wondered if in previous t hings - isn't - isn't 
it all right t o you to sort of informall y ask them 
whether any National Bank with an office i n London 
or Paris participated in this l oan? 

To ask others whether they have? 
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R.!J .Jr : 

H: 

H.U.Jr: 

H: 

H.M. Jr : 

H: 

H. l.t . Jr: 

!! : 

B.U.Jr : 

H: 

H. !.! . Jr : 

R.Y.Jr : 

11 : 

R. ll .Jr: 

H: 

H. IA .Jr: 

HI 
I - B. I( .Jr: 

- 4-

I s t ha t t he way it has been done 1n the past? 

Vlhat 1 s that? 

I s t hat t he way it has been done in the past? 

Yes , I 111 f ind out all right. 

Suppossing I - I' d like to know. 

Well the City no doubt di d not do it. 

What? 

I - I have no doubt tha t the City did not do it . 

Wel l I• m sure the City didn ' t but I ' d l ike to 
know about the Chase or any other bank. 

Yes. 

Just a minute Vlayne wants to say s omething . 

(Pause) Conver sat ion aside between H.U.Jr. 
and \'layne To.ylor. 

Oh Wayne says that Sherman and Sterling have 
given an opinion that this is not in viol ation 
of the Johnson Ac t . 

Ah- ha . 
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But - ah - notwit hstanding that I •m just curious 
to kno"N what our banks did - well l et ' s put it 
t his way - who were members of the Feder al Reserve 
whether t hey didn't parti cipate 1n it or not. 
You can do t hat wi t hout stirring up any t rouble, 
can 't you? 

Well l et me mull i t over a little and I'll see if 
I can. I don • t thinlt you want to stir up any 
trouble about it. 

No I don't - quite the contrary - but I would like 

to know. 

Yes. I'll make some inquiries around bere. llaybe 

some of my men know somet hing about it. 

All right. 
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H: 

II .M • .fr : 

R.M.Jr : 

F. ·• . J r : 

H: 

R . :~ . Jr : 

2sa 
- 5 -

Suppose - t he difficulty is going to be - suppossing 
I find out and then they ask what do I think - ah -
what posi tion you are t aking defini tely - may I ask 
that? 

Wel l. the only position I took was that I was only 
asked very informally by the National City •.... 

Yes . 

And I offered an opiniQ'\ that we thought it was a 
violati on of the spirit ••.•• 

Yes . 

• • • • • of the Johnson 1\C t . 

Yes . 

And that we couldn ' t give any legal opinion. 

fi : Yes. 

H~rr1son : Di d you say ot herwise there ' d be no objection to 

a.u .. rr : 

R: 

H. :L.Jr : 

H: 

H. !.I . Jr : 

H: 

H. Lt .Jr : 

H: 

R. !.!.Jr: 

B: 

our . ...... . 

WeU I - I didn ' t say it- they didn ' t ask me and 
I - I wouldn ' t say yes or no . 

Yes. 

I gave no opinion . 

I see . 

No . 
well then if they' ve gotten a f avorable opinion 
from their counsel they may go ahead. 

Ah - George 

Yes. 
Ah - why not let the thing go over for a couple 
of days . 

All right . 
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R.U.J r: 

H: 

H.J.I ,Jr: 

H: 

B.Lt , Jr : 

H: 

H . ~'.Jr : 

H: 

R." ,J r: 

H: 

H.M.Jr: 

H: 

( 

- 6 -

And it may come to your voluntarily . 

All right . 

Because then the question is, •If they did What 
am I going to do about it?" 

Yes. 

And the answer is, "I'm not going to do • •••• 

Yes, I - I think you ' d put yourself 1n the box 
1f I call up and find out anything a bout it right 
now. 

It d let it ride, 

\'<bat? 

If anything comes to you voluntarily you can give 
it to me Sunday . 

All right, 1 111 do it that way. I think it's a 
little better. 

O.K. 

All right, goodbye. 
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GROUP llBETING January 29, 1937 
9:30 A. ll. 

Present: 

H.ll. Jr: 

Olipha nt: 

Gibbons: 

B.M. Jr: 

Oliphant: 

Gibbons: 

H. loi .Jr: 

Gibbons: 

H. !.I.Jr: 

Gibbons: 

H.U.Jr: 

Oliphant: 

Ltrs Klotz 
M.r . McReynolds 
Mr. Haas 
Mr . Taylor 
Mr . Gaston 
ll.r . Gibbons 
Mr . Magill 
ll.r. Oliphant 
llr . Lochhead 

Why doesn' t Wai t do this? 

I imagine it's a question of sending a man over there 
who is thoroughly acquainted with all the evidence 
and so on. 

All they want - one other way to do it would be to 
ge t the cable company in New York to back-track. 

Before t hey get t hem to do tha t, why can•t Wait 
Just go there and get it? 

As I say, it 1 s an extensive case involving a lot of 
people and lot of evidence, and I t hink what you 
need on the thing, because it involves so many f irms, 
is somebody who is thoroughly acquainted with t he 
whole picture. 

Well, one of Keith ' s men may make an investigation 
for the United States Attor ney. 

Have you taken this up with Gorman? 

Yes, Gorman' s been talked to , and took it up wi th 
ll.r . Oliphant a nd he cleared up some things on i t. 

Well , it' s a matter of orderly procedure . Whoever 
it is will report to Wait . 

But I may just ask - llr . Oliphant says it ' s a matter 
of expediency to do • • •• 

But the fellow would report to Wait , wouldn't he? 

I 8Jil partly i .nfluenced by the fact that Lamar Hardy 
bas talked to me about 1 t and i s a ttaching great 
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H.M. Jr: 

Oliphant : 

Gibbons : 

Oliphant: 

Gibbons: 

H.M. Jr: 

Gibbons : 
( 

Oliphant: 

H.M.Jr: 

Oliphant: 

Gibbons : 

Taylor: 

McReynolds: 

- 2 -

importance to it, t hinks it' s one of the largest 
things they've had up there. 
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He ' s going to send an att orney over - Lamar Hardy? 

A fell ow named Murphy and a fellow named O' Keefe. 

In other words, it ' ll probably cost $ 1500 . knd 
liardy has been coopera ting with us and my personal 
feelings were that - with the grand jury b ringing 
pressure on him - if he wanted to do it, why, go 
ahead and do it. 

There ' s over a million dollars i n duties . 

Yes, we 'll get something out of this. I mean we'll 
get - we ' ve got over $200 1 000 worth of diamonds now. 

Well, did the original information come from Europe . 

No . A man in Customs picked up this bag with a 
false bottom in it. 

Well , that was • • • 

Well , I st111 s ay , Uac, as a matter of orderly 
procedure - certainly, Just sending out VIsit in 
charge to Europe - I mean I t hink we 'lfant to do 
everything in an orderly manner and see what •••• 
I think when these people come they should report 
to him. 

Well , they've turned down another request from 
.L.amar Hardy ' s offi ce on the general t heory that 
we have machinery already developed. 

~id you talk, Wayne~ 
Department about it~ 
isn't it? 

Yes . 

t o anybody in the State 
It's all right with them, 

On that he talked to me a number of times, and 
Steve spoke to me about it. I told him that it 
would be necessary to clear it through Wayne, of 
course, and we could take care of the contact with 
Nait. 
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In my Judgment, probably !t is something he ought 
to do, because he seems quite interested in it; 
Hardy wants to do tt, 

272 

I imagine they will get better and more complete 
informat ion by tying up the people who are familiar 
with it at this end with their European boys . 

I imagine they'd have to send him a transcript 
of everything that's happened to date and l'lait 1s 
people would have to study it over, lose about 
a couple weeks ' time . 

YcReynolds: Well , they've got this fellow over there and will 
probably be able to bring him back without any 
difficulty. He's ready to turn state's evidence 
on the whole crowd. 

H. M. Jr: Well, if I were in a burry - I don't want to bother , 
but if I was handling it I 1d send '1/ait up t o Belgium 
to see t his fellow and l et you know tomorrow if the 
fellow will come back, if you really wanted to save 
time . 

Gibbons: 'llell, they've got information from the fellow -
Hardy ' s office has - that he is willing to come 
back and turn state's evidence, and I don1 t know 
whether Hardy wants to dicker with Hardy ' s attorney 

H. !.!.Jr: 

Oliphant: 

H.M. Jr: 

Oliphant: 

or •• • 

#ell, I'm not going to - I mean if I - I mean a 
man is there and you've got a responsible agent 
there. It's just an overnight trip. He could 
simply send a man up there and see him. That is, 
if he really wants to save time. 

Well, i t isn' t a question of saving time . 

What? 

It isn't a question of saving time . It bas rami fi­
cations -and it' s a big thing over abroad. Be wants 
to get that whole picture . It isn' t a question of 
saving time. It is a question of developing a very 
complicated situation. 
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Vlell, it i sn't - I mean 1f it was a question of 
soving time, we could get the people over there to 
interview them and bring them back rr i t w•• 
that sort of thing, I 1d call up on.tb;-t;leph~ne 
and I could get the t hing if you ' d want some 
i nformation from these customs people at Havre. 
We could get it for you like tha t i f tha t ' s what 
you wanted . 

Well, I assume thot Hardy will direct a man to 
report to ·lai t and work under hi m. 

r.lcReynol ds : I haven't got a.nytbing. 

Upham: 

H. :.I.Jr: 

Upham: 

H.M. Jr: 

Upham: 

H.M. Jr: 

Upham: 

H. ll.Jr: 

Upham: 

H.K.Jr: 

I talked to •• •• 

Just tell the group what that is; just t ell them 
about your talking to Glass ' s secretary . 

Well, some friend of Willingham 's • • • .• 

I think Glass ' s secretary has got his nerve . 

Well, he exercises pretty wide discretion. Some 
friend of Willingham' s got in touch with Ri xey 
Smith, who i s Senator Glass ' s secr etary, and told 
him he under stood Secretary Uorgenthau was on the 
point of making r ecommendations to the President 
for members of this new Alcohol Control Commi ssion, 
and that it would probably be a good time to r emind 
the Secretary that Senator Glass was interested i n 
having Willingham on the ~ommission . ~nd so he, 
without menti oning 1t - 'Nithout bothering Senator 
Gl ass with it, phoned to Mr . Kieley and suggested 
that if this was about to be done, remember Wi llingham , 

ilell, I - next time llr. Rixey Smith calls ~p , llr. 
Hixey Smi th can go jump in the Potomac. I t hink 
it's impertinent. How old a man is Rixey Smi th? 

Oh, be 's probabl y around f ifty. 
the Senator for years and years 
runs the offi ce . He f eels that 

What friend of •'lillingham? 

He's been wi t h 
and he practically 
t he Senat or ••• 

I don ' t know. Rillingbam, I just suppose, • • •••·• 

Well , anyway, I'm tickled . 
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Upham: He feels very good a bout it. 

ti .M. Jr: Oh, Rixey does? 

Upham: '."/e pleased him. 

ti .M.Jr: Well , that's all right. 

Upham: A good many Senators ' secretaries do that. 

~cReynolds: You' ll find in the case of Senators ' secretaries, 
in dealing With personnel matters, v ery often the 
Senator knows nothing about the r ecommendation made . 
But you will find also that in 90 percent of the 
cases the Senator will back up llis secretary just 
as much as though ne di d know about it. That Ts 
their attitude . 

Upham: They call up, they say, "This is Joe Robinson ..... • 

~cReynolds: Three I 1ve heard about. 

Upham: 

H. !4. Jr: 

"oche: 

Roche : 

H.M. Jr: 

Roche : 

Nhere it wasn't the Senator? 

LVen backed up other persons ' secretaries . Miss 
Roche too . 

r didn ' t like it, s ir. 

To say nothing of backing up Assistant Secretary -
I mean Ass istant Secretari es ' secretaries. 

Terribly nice . Very much appreciated . 

Get a good laugh yesterday? 

I ' ll never get over not being t here a t exactly 
five minutes t o •• • 

Got anyt hing? 

I r d like to ask - probably I can get this from l4r • 
McReynolds - whether we can go beyond our appropria­
tion and create a deficiency in Public Heal t h by 
about $40 , 000 for Control of Communicable Di s eases . 
It's about used up. 
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McReynol ds : ~bat was the allotment for vontrol or Communicable 
Diseases on the regular appropriation? 

Roche: Well, it would create o deficiency. 

H.M. Jr: Well, do you mind - will you give him a chance? 

McReynolds : 1 111 check on it. 

Roche: 

H.U. Jr: 

Roche : 

H.M. Jr: 

Roche : 

H. M. Jr: 

Roche: 

li . IA .Jr: 

Haas: 

H.li.Jr: 

Haas: 

H. II! . J-r: 

Haas: 

H. M. Jr: 

Haas: 

B. M.Jr: 

All right, sir. 

If you and Dr . Parran will be here at 12 :30 today 
for a JO- minute lunch •••• 

Pleased to. Can speak for ~self7 sir. 

For a JO- minute l unch. Under the system, you will 
invite Dr . Parran. 

All right. 

Let them e at fish. 

Glass of milk . 

George? 

I'll have t ha t memorandum that you asked for on 
the financing. I had one but last night I got 
some other stuff and they{re copying e page or 
two over again. Probably ready now. 

Have you seen a memorandum that Bell bas - a 
three-way memorandum on the possibilities of 
what we might do? 

No . This is also a three-way. Maybe it ' s about 
the same thing. No, I haven ' t seen it. 

Well, do you want - do you want to show it to 
Taylor and Bell before tomorrow7 

(Nods yes) 

Taylor, will you • •• 

In other words, I'll give a copy of my me11orandU11 
to ... 

•• • • Taylor and Bell . 
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Taylor and Bell . 

You (Taylor) going to be here this week-end? 

Yes, sir. 

You (Lochhead) going to be here this week- end? 

Yes. 

Don't go to Baltimore this week-end, will you 
plea se; I may want you to come down Sunday morning . 
I mean you can go to Baltimore as long as you•re 
here Sunday . I mean I may want you here 10 o ' clock 
Sunday morning. 

I wasn't planning to go anyway . 

You (Taylor) be here Sunday? 

(Nods yes) 

George? 

I ' ll be here . 

I have nothing. 

Nell, those of you who may or may not know - France 
got her loan, supposedly. 

276 

Announced today or will i t be over the week-end? 

Announced, although we haven't got the figures . 
I think it ' s 250 mil l ion pounds, probably three, 
six, nine months at three and a half percent against 
gold or exchange on deposit with the London banks. 

Taylor: For the railroads or straight? 

Lochhead: It will be for the railroads . 

Mrs Klotz: Haas has a memorandum on what the Solicitor General 
is going to see you about . 

H.K. Jr : •nat' s the study, George? 
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Ob, some ti.me past, about a year ago, the President 
appointed you and the Attorney General and the 
Acting Director of the Budget to go into this 
question of state t axation of Federal-owned lands . 

irould you (Oliphant) care to bear about it? 

Vlell, I should think . .. . t axes? 

This i s a real tax question and there are some 
real legal questions . 

State taxation? All right. 

Nould you (Oliphant)? 

What time? 

Ten o ' clock. 

May I bring in one of my men who's been working on 
that for some time with Bel l 's men? 

But God, let ' s make this thing snappy, see? 

I won' t have anything to do with that . 

I don ' t know a thing about it. But Bell had it on 
his conscience and begged me to get rid of 1 t today. 

Do you want to talk about tha t King resolution any 
time today? 

Better let me take it to Cabinet - ask the President 
what he wants to do about it . 

All right. 

This is a resolution which Senator King bas introduced 
about gold. I think you better give it to me. 

I ' ll give it to you right after this. 

When you going over to see Judge lloore on narcotics? 

Tomorrow morning . 
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I mentioned something about it last night. 
Mr. Bull and said thet you were going over 
something. He said he didn't ~ow a thing 

Ten o'clock tomorrow. 

21a 

I saw 
today on 
about it. 

He said you people wouldn't even let me look at it
1 

because you were afr ai d of wha t I was going to do. 

That's right . 

I haven't seen it. Anything else, Wayne? 

Nothing . 

Herbert ? 

I have nothing . 

(Nods no) 

Steve? 

No . I wanted to speak to you about that one matter 
before you get away . 

Do it right after this meeting. 

Not hing . Leaving a t 2:55. Is that all right? 

Oh yes. Sure, sure. You (Kagill) want to see me 
about anything during the morning? 

Well •••• 

'•'ell, we can get together. l'fhat? 

All right . 
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Yes Mr . Secretary. 

How are you? 

First rate . 

January 29, 1937. 
9 : 30 a . m. 

I "ant to tell you I aporeciate your getting !.lagill 
con!'irmed. 

Yes . 

Md -

\'lell that was a ll richt . 

And is it going to be possible to notify the 
President to- day on that , do you think? 

Why I think so . I can ask him- I ' ll ask it i f 
you wish . 

I tell you Joe . I 1m going away Sunday for a week. 
You know while - while the President and Cordell 
were away I had to stay here ••... 

I see . 
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•••••• and I•m kind of tuckered out and I thought 
I ' d - I ' ve been planning to go away now for a month . 

Yes . 

Sunday ni ght and get back the follo:·;ing Sunday . 

All right I - I - I ' ll attend to that to- day, Henry . 

Yes . I •d appreciate it . 

That wa s Magill . 

Yes, Roswell "agill· 
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R: All right . Is that all? 

a.:!.Jr : Th!l.t 1 s all . 

R: All right . 

B . I.I.Jr: Thank you. 

R: Goodbye. 

H. !.! . J r : Goodbye. 
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Mr. Carl MacFarland , Sp . Asst . to t he Attorney General 
Dr. John G. Herndon, Jr. 
Dr. Louis Shere 
Mr . Harry Blair, Assistant Attorney General 

We have asked Procurement Division to get together 
a great deal of da ta showing where the property is 
located, and the amount and acreage; its value, 
assessed value, and the total assessed value of t he 
property i n the United States; the rela tion that it 
bear s to the total, and the amount of t axes we would 
pay if we paid the l ocal r ates . 

Now, all of tha t data isn't quite complete yet, but 
it will be within the next week or so . The matter 
before you this morning is the f irst draft of the 
report, up to the point where we have to arrive a t 
some conclusion on what shall be the poli cy of the 
Feder al Government with r espect to allowing it to 
be taxed for holdings of real estate t hroughout the 
country . 

llay I ask a question there? Do you have the i .nforma­
tion as to t he amount or percentage of this property 
1n the l ocal taxing area? 

We have it down t o tno counties , haven't we, Dr . 
"er ndon? 

We have t he assessed va lue of every county 1n the 
United States, and the assessed value of the Federal 
property in every county in the United States . 

That ' s what 1 meant, b ecause those real property t axes 
normally go to the local subdivisi on. 

Well t he question, as I understand Mr. Bell, 15 shall 
the Federal Government be will ing to have itself t axed 
on Federally-owned property? Is t hat the question? 

No, not quite. The question arose in this way. Or. 
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Morgan, of the TVA, said that certain injustice was 
being done to certain local communities because of 
thP. 1 Aree purchases of lo.no. b:· the Federal Covarnoent 
within counties , taking from the county the right to 
tax large a reas and throwing an unreasonable burden 
on the taxpayers that are left. 

(Messrs . Reed and Blair come in) 

Good morning, gentlemen . Sorry to be late, but 
some confusion about t he time. I thought it was 11. 

I t hink, Bell, you better state your case again for ••• 

I think you (Reed) are familiar •• • 
report . 

Yes, I'm familiar with it . 

He ' s had t his 

Well , because of that Tennessee Valley situation 
Or . Morgan thought tha t it might be that a similar 
sort of t hing existed in other places and that 
therefore a study should be made of the amount of 
land that the Goverrunent owns ana \¥hat the taxes 
on the land would be if it were subject to taxation; 
not with the i dea ths t the Government would permit 
the taxation of all of its lond , but thct some com­
pensation ought to be made for the withdrawal of 
private !and from t ax revenue within the county. 

or private l and? 

Yes, through withdr a.Yal of l and preViously privately 
owned . Threw the taxes on the rest of the county by 
reason of governmental purchases . 

In the Tennessee Valley area they have practically 
taken whole counties, in certain cases. 

Well, do you give any recommendation? 

Do we? 

Yes . 

No, sir . That ' s the purpose of this meeting, is to -
what the conclusion shall be . Now, there are several 
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courses that we probably could take . One is to 
let each inaividuol case come up and decide i t on 
its merits . 

Has the bond issue problem been submitted to the 
Secretary? 
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That i s not witnin the scope of our ter ms of reference . 
Ther e were three 'luestions presented; but this one was 
to be limited solely to the study of the valuation of 
the land, the acreage of tht l and, and t he taxes tha t 
would be due . 

You see, in many of these counties .<here we have t~ken 
a large part of the property , there are bond issues 
outst anding wnich throw on the remaining landowners 
tne entire duty to pv.y thLt bond issue. That Cltlkes 
an additional problem . 

Outstanding bond issue . 

I ' d like to ask, b efore you ... 

It ' s a complicated sub ject . I haven't r eed the report . 

I ' d like to ask about whether or not Mr . Haas has been 
over it, t hinks tha t t he facts are all before us on 
which the - on the basis of which a conclusion could 
be arrived at . 
I think I can answer that question. The facts are 
before us as to the particular thing t hat we are 
attempting to do in this particular report . The 
facts are not before us 11'1 tb regard to bond issues 
and related matters , which were also taken up s t the 
Nationsl Emergency Council meeting, but are not sup­
posed to be included in this report. 

~Y mind is running this way on it. There bas been 
assembled through the Procurement Divisi on a vas t 
amount of data which I think should be analyzed some­
what more thoroughly to serve as a basis for conclu­
sions . And I would just throw out t his suggestion -
I'm just thinking out loud - that one way of handling 
it - probably make progress os rapidly that way as 
any other - would be to appoint a committee of exper ts 
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from the various aepartments concerned and then get 
some outside tax expert to serve as chairman of that 
committee; then come back and make defin1te A\tPrn~­
tive suggestions, with the advantages and disadvantages 
of going either way . But I think the problem is such 
a large one tha t I doubt if in a week - t he Secretary 
probably coul d sit here a long time before he ' d come 
to something where you'd want to definitely make up 
your mind. 

It ' s interesting that tha t i s almost exactly, word 
for word , the statement Dr . r.lorgan made to me as what 
he hoped our concl~sion would be . He initiated this 
study. He hoped that woulu be ~hat we arrived a t a s 
our conclusion. 

Also, it may be told tha t in t he Department or Agri­
culture a study is being made ::ith regard to particu­
l ar communities and the detailed problems tha t arise 
because of t nese Federal purchases . 

As it relates to forests . 

As it relates to for ests. 
things that the Department 
but not with regard to the 

And all the different 
of Agriculture i s doing , 
other matters . 

Then you have the additional problem of the Resettle­
ment Administration, where they have taken c ertai.n 
properties. 

Not exactly, sir, for the reason that we have a 
s pecific law on that subject. 

\'/ell, it ties into this, just as the payments that 
are being made on forest lands tie into it. 

No, because in the Resettlement Administration Act 
it was provided that there should be negotiations 
entered into with the local communities and that the 
Federal Government should pay a sum of money not in 
excess of what the va lue of the services is. 

But it does tie in because you might decide that that 
soluti on was the one you ' d want to adopt gen.erally . 

Xou•ve got to examine the operati on of that. You've 

Regraded Uclassified



Bell: 

Oliphant: 

Dell: 

Reed: 

H . ~ . Jr: 

Reed : 

H. M. Jr: 

Haas : 

285 

- 5 -

got to know what is the effect of what they ' ve been 
doing. 

You have several like that, some a little different -
the R. F .C. and the Borne 01fners !.oans and others that 
are acquiring property through forclosure may be -
well now, the act setting up those organizations 
provides that on those properties acquired they may 
be taxed . And then you have the housing organization. 
It is somewhat similar to the Resettlement . An act 
went through last year providing for the • • • 

Farm Credit too . 

Farm Credit has a sim1ltr problem . 'o'lell, tha t might 
be one solution, to s&y t ha t the Government will pay 
some lump sum of money somewhat e~uivalent to taxes 
where the property is not used exclusively for Federal 
purposes. 

Then we have an additional question of whether it 
should be broad enough to cover personal property . 
In the R. F. C. you ' ve got large quantities of bank 
stock held by the R. F.C. hnd there has been litiga­
tion, and the Supreme Court t axed preferred stock 
held by the R.F.C . on the ground of the interpreta­
tion of the sta tute, but t he constitutional question 

'as to whether or not it should be taxed hasn't been 
settled . 

George, what . .•. 

I was just going to add that .:ongress, after the 
Supreme i.:ourt • s decision, amended the a.ct a no wi tharew 
it from taxation, and that ' s the second phase of i t. 

What's your suggestion again, George? 

My suggestion was this, Ur. Secretary: that the 
various deparUaents in the Government concerned with 
that matter - that each of them have experts that 
have been working on i t ; that a sub-committee be 
appointed including experts of the various depart­
ments concerned, but, as t he chairman, to bring all 
the departments together, to have an outside tax 
expert come i n to ~rve as chairman; and give that 
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person the responsibility of working up a report 
and making definite elternotive recommendations. 
It they come to one Sil".gle one, O.K. There's beeu 
a lot of groundwork done, material accumulated so 
I think a. committee of· tha t sort could make r ather 
rapid progress. 

Well then, I would see the Uirector of the Budget 
on it, whether he thinks t hat tha t would be all 
right; t hen if you could get sooe other expert to 
follow up what's been done •• • 
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71ell, s omething like t ha t lllight be done . The only 
thing I'm a fra i d of i n getting your experts from 
your departments and your outside people is that 
they are all for ~1ving these states Federal money . 
It increases their pres tige there and t hey get more 
property through t hat means . And f irst thing you 
know, we are Jus t paying every sta te 1n the Union 
a lot of money. VIe ar e already giving them o lot 
of money t hrough agricultural extensions, good ro~ds, 
and I think that some of it ought to be offset. Now, 
t hey will never sugges t that on a committee of that 
kind . That ' s my only objection to a departmental 
committee. 

I think there is a lot to what Dan says . lie hove 
t aken the position in Justi ce thtt legally it i sn' t 
possible to tax a ny property of t he Government under 
any circumstances. !low, ~te are afr a i d of that posi­
tion, but we b&ve t aken t he extreme position. 4 nd 
in the TVA case the questi on erose a s to whether or 
not Government-o1111ed electric lines would not be 
subject to state t axation and ~e got the answer to 
that· said it wasn ' t in that . But there was a 
thre~-quarters statement about whether t he same 
r ule would apply - whether a s t ate could tax pro­
prietary property of the Federal Government. We 
say it wouldn't; t hat this being a government of 
delegated powers, everything is governmental, while 
in the s t ate everything i s not a governmental dele­
gated power. But tha t is going to be a ma Jor legal 
problem . 

That is, they can't t ax Federal property 1n the 
absence of Congressi onal consent. 

That's right. 
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But Congress could give consent? 

Congress could set up nn administrative board to 
make payments, as they have done in Resettlement . 

Well , Dan - I mean I set enough of this that it 
frightens me . 

Vlell, it's a big problem . 

It is one of the big problems of the Treasury . 

One of the whole Gover nment . 

Well , I ·•as thinking of fiscal ••. 
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It is very definitely fiscal polici es involved, st8rting 
off on a venture of this kind. 

\'/ell , I - you see - t ake Monday and Tuesday; I set 
as i de two whole days to study just one phase of our 
internati onal monetary thing. I mean for two days 
we had twenty people here ; we did nothi ng but that . 
I don ' t even know if two days would do for t his 
thing . 

No . Oh no . 

I mean for me - to educate me. As far as I ' m concerned -
I don't know how Mr. Reed feels - I 1 ll just have to say -
I ' m going away Sunday night fo r a week and when I come 
back we ' ll go into t nis thing, but I don•t went to be 
rushed . I don' t know how you f eel, Dan. 

Well , I don't think it ' s an urgent problem. I wanted 
to have this preliminary meeting so we could continue 
to study while you are away . Dr . Herndon' s time is 
up. His leave has expired and he ' s got to go back to 
teaching, and I wanted to ge t some sort of •• • 

Where do you teach? 

Haverford College . 

Haverford? 

Yes. 
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Let me give you some of t he p bl r o em •. .. 

You' ve given :nc enough, Dan. 

I mean just the figures. There are 1,903 ,000, 000 
acres in the United St ates , and 1ve own 372,000,000 
of them. 

'lie own almost exactly 20 percent, a little in excess 
of 20 percent when our compl ete f igures are in. That 
is equal to the entire area of al l the land east of 
the ~ississippi except for the states of Florida, 
Georgia , Alabcma , and Uississippi; includes every­
thing 1n all of llew l:.ngland over to 1'/isconsin and 
down through Tennessee and South Caroli na and all the 
intervening area . That is the amount of the Federally­
owned land if i t were contiguous. 

In terms of value it is much smaller. 

And you haven't got all the outstanding contracts, 
which amount to ~3 5, 0JO ,OJJ or more, which Resettle­
ment cla i m they have got under contract. 

~ut that doesn't incl ude any of the lands tha t have 
been taken into account by Presidential Executive 
Order since June 30, 1936, and I know of one Executive 
Order for seven million a cres, for example . 

In terms of value, how does it co~pare with the total 
land value? 

Four billion is the total of the Federal end 115 
bill ion for tae whole country. 

115 billion, and the assessed valuation of the 
United St ates holdings is two billion eight , or 
2 . 45 percent . The market value or the Federal real 
estate is four billion dollars . 

If we don't own all the marginal land, we soon will . 

I f we keep going . It is interesting to show 
that we o~n 82 percent of the acreage of the 
of llevada. 

here 
State 
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We own 100 percent of three different count ies. 

66 percent of the State of Ar17.nnR 44 rer oent of 
the St ate of Utah. ' 

(Mr. MacFar land comes in) 

Hello . 

~r . MacFarland, ~r . Secr e t ary . 
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Thei r records concerning our o..-nership are in a oess 
And I think, if for no other reason, this is a good • 
t hi ng that we have done here, just to compile some 
of the records . They are not yet complete . I tl:link 
tha t ' s the place they should be, and I thUlk tnat's 
one of the recommendations tna t should be made ; t ha t 
there be a constant inventory of the Federal o~~ership 
of property, and that should be lodged in t he Procure­
ment Division . 

Here is one of the interesting things in the report. 
After the Wa r of 1812 some land was given. to some 
soldiers and the lrmd was loca ted in Arkansas . 'l'he 
man to whom the land wa s given sold the l and to 
someone else, end then he in turn to someone else, 
the third man acquiring in al l 2, 200 acres located 
i n eight differ ent counties . You may re~ember tha t 
we then had a Federal direct tax on land. The ma n 
who owned i t was a man by the name of John UcFadon. 
He failed to pay hi s taxes . He didn' t have a nything 
but the land, and he deeded over to the Federal 
uovernment title to all his property in settlement 
of his taxes; said it would take everything the t he 
had in settlement of his entire death claim . The 
Dis trict Attorney was notified to set up in the 
different county offi ces of the St ate of Ar~ansas 
where the land was located a notice that this l ond 
belonged to the Federal Government . That Has not 
done by him, however , except in t wo cases ; even in 
those two it was overlooked , and in all ei gh t coun­
ties taxes continued t o be assessed against the l end 
for a period of about ten or twelve years. 

Ar ound about 1849 or thereabouts, t he St ate of 
Arkansas got tired of hnvlng no t axes pai d by 
YcFadon on his lsnd, e nd sold the land for .taxes. 
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The Federal Government made no protest agai nst it 
whatever. Someone bought it in at tax sale and 
the familY tha t OO""ht it in h~ - ~~~ • • • , _ t' o i• • ~ •u~ -~~ Y~ Y~C ~~ 

of its par t i cular t ype, e ver since then, and has 
sold it to other people, and they have been occu­
pying it and have been paying taxes on it now for 
almost one hundred years . Technically it belongs 
to the Government of the Uni t ed States . We have 
locat ed about 150 to 200 such pieces of property 
about which we previously knew nothing • 

Vlell, all you're going to do would be - when we 
discover things l ike tnat which have been out 
of our hands - about all you can do is oass a 
law giving those people a decent t itle . · I mean 
they're entitled to tha t. Not being a la*fer ••.• 
I mean i f t. fellow ' s occupied it for a hundr ed 
years , pai d taxes on i t, s bout all you can do is 
get an act through Congr ess giving him a clea r 
title . 

The Government has ve ry lmportant .... 

Limitation uoesn• t r un a gnins t t be Gover nment, 
though . 

Yay taxes on it for 8 hundred years, he mus t have 
some •• • 
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;/ell , the mos t important of all this is in the city 
of Chicago, where the property has become of ver y 
substantial value . 

The other question raised by t his is, in view of a ll 
these vas t holdings , shouldn 't some authority be given 
to Procurement Uiv1s1on to look into the sale of some 
of the se properties , putting them back into taxation, 
priva te owners? 

Well the stuff t.hat we •ve got - JO, 35 million 
doll~rs - t hat I ' m pressing Peoples to sell - Post 
Offices and things, Court Houses, alone amount to 
JO J 5 million dollars . They own the most valuable 
bl~ck in Newark, most valuable block in San Franci sco, 
r unning t o three or f our million dollars in San Fran-
cisco. 
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1nat ' s just Treasury holdings . Uust have a lot of 
other pieces of ground. 

lYell, when he last made a summary, it was between 
30 and 35 million dollars that we can sell. . 

There are several thousand tracts of land in 
cities throughout the Uni ted States the title to 
which was acquired by forfeiture during the 
Prohibition era . There is no money available to 
get abstr acts or to get any facts about those 
titles. That might be very valuable. 

Well , gentlemen, I allowed a half hour . It looks 
t o me as though you (Herndon) have done a swell 
job . But I want to say - I don' t know how the 
Attorney General's office feels , b~t I've just 
got to have time on this . Have you accompli shed •••. 

I want to get some sense of this meeting as to what 
kind of conclusion we are going to draw, so we can at 
least in the Budget Bureau draw up something for the 
next meeting . I ' d be glad to talk with George and 
Mr. Reed and try to draw up something for the next 
meeting. 

•hen let's have i t .••• Magill could get some recom­
mends tions from Dr. Herndon before he goes . 

Dr . Herndon will be available to come down, I believe, 
week- ends . 

Oh, I can come at any time . Philadelphia is not very 
far away . 

I think it is obvious you' ve got to go farther than 
the matter submitted t o Dr . Herndon. It's got to 
cover the whole tax problem in general . 

Can' t Mr . Reed designate somebody t hat you can contact? 

We ' ve been having Mr . Golden Bell on the committee . 

Well , l et's get a recommendation and in about a couple 

weeks meet again. 
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Friday 
January 29, 1937 
ll:JO a . c: . 
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!ll!Jr : Admiral? 
Admiral 
1'/aescbe: Yes, sir 

!UJJr : !Aorgenthau 

VI : 

!ll.IJr: 

.,. 
I, ! 

Hl!Jr: 

l" . ' . 
Hl!Jr: 

1' • ' . 

H!.ljr: 

W: 

llliJr: 

W: 

Yes, sir good morning, sir . 

This letter which some - you wrote asking the Navy 
t o let you have five scouting planes, see? 

Yes, sir 

Vlhich Taylor signed - If you don • t mind my saying 
it, it's a very stupid letter t o do - or send, because 
yesterday in Cabinet the Secretary Swanson brought it 
up and said the Secretary of the Treasury says he ' 11 
take five planes f or two cutters . And the President 
Jumped on me and he's darn near got t hose two cutters . 
Now, I 1 ve had to call up Sv;anson and Swanson says 
that Morgenthau wrote that letter and says he ' ll take 
five planes for two cutters . 

But, oh, they - of course the two cutters never 
ent ered anybody 1 s head. 

I lmow, but why -
for? 

what do you want those five planes 

Well , the idea was that we've had the crash of t hese 
amphibians . The Navy, we understood, informed that 
from the Navy - that those planes that they were not 
going to use - and they were right along they ' r e 
practi cally as hull planes, you see, the same that we 
are having built, except an older model -

Yes but why didn ' t you tell me about i t? Then :It comes 
up in Cabinet and the President said, "Well, t hat sounds 
like a good swap . " And he turns to me and says, "All 
right , give them the t wo cutters ." 

Wel l I probably should have put I - I felt that 
you ~ould sign the l etter, that was the reason that 
I didn ' t t ake it up with you ahead of tim~ and of cour se 
when i t came back signed by Ur. Taylor, W!lY I was very 
much surprised t oo . I should have 

Well, I wasn ' t 

- had it brought to your attenti on. 
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HMJr: 
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R!JJr : 

W: 

H/.tJ r : 

W: 

J.JUJr : 

1'1: 

HI.IJr: 

, ... ... 
m.tJr : 

W: 

H!.!J r : 

-2-

I wasn ' t prepared. And I said, " I don't know anr­
t h1ng about 1t . " And Swanson insisted t ba t I signed 
it and wrote it . And he said right there, "We ' ll 
give you the five planes ror t he t~o cutters ". 

Yes , we -
cutters . 

we wouldn ' t t aka t wen ty planes for two 

Well, it would be - i t ' s silly , but I mean, you 
on t his - I mean, if Coast Guard isn' t careful 
you ' re goi ng to lose those two cutters . And I can't 
defend Coast Guard in Cabi net if I don ' t know what ' s 
going on . 

And I can - I can 
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I can readily understand that. 
see the error now, t he mistake 
that you would sign t be letter 

t hat I made was t hinking 
when it went over there. 

rten 

And I 111 guard against that in the future . 

Will .you, Waesche? - Because 

Yes, sir, I will. 

Because I am doing my best to keep them from taking 
two of your darn old cutters and if I'm going to do 
i t I ' ve got to know what's going on . 

Yes, sir - yes, sir, I know it. 

And you s ee, Swanson was wrong, he t hought I 1d signed 
it fDd be left the impressi on wit h the President that this 
was7Part of a deal that we 've been talking about for a 
y ear. Now, I've Just called up Leahy and explained it 
t o him and he understands . 

Yes , well I ' m going to have -
Leany too. I' ve been meeting 
see him today anyway . 

Well -

I'll have a talk with 
with him every day. I 1l l 

Will it be all r ight for me t o mention it to him? 

Oh yes. I told Leahy that t his was a kidding match 
between Standley and myself. 
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I!MJr: 

VI : 

ll!!Jr : 

'
,, . •• 
BJ.!Jr: 

•r• • .. . 
lll.!J r: 

W: 

HMJr: 

W: 

!!llJr : 

Yf: 

Rl!Jr : 

W: 

llliJr: 

VI: 

HliJr: 

W: 

- J-
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I see. 

And t hat he ' s been kidding me for two years to get 
some cutters for some planes and that was a little 
Jukt: that ;;e had bet;.e.;,, us. 

Yes 

So he said he understood it. 

I see. 

And - then he very nicely said, •Well, if we can 
spare these planes we ' ll l et you have them.• 

Yes 

But I wanted to tell you t hat it left me in a very 
embarrassing position, because I didn't know about 
it and Swanson didn ' t quite tell t he truth - he left 
the impression f irst, that I 1d signed the letter and 
second, that I 1d said I 1d take the darn t hings . 

Yes 

- in exchange for t wo cutters . But, I - but, that's 
that. 

All right, sir . Well , now, I ' ll see that nothing like 
that occurs again. 

No, because otherwise you may lose your t~o cutters. 

Yes they're worth more planes than the Navy 
has to us right now. 

That ' s right . 

I see. 

And the other way - anyway, l et me give you a little 
advice - if I may 

Yes, sir, I'll be glad to. 

Don' t write any letters to Navy until you 've come t o 
an agreement 

- beforehand w1 t h you - or with the Navy • yes? 
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Hl.!Jr: 

l • • .. 
HMJr : 

W: 

RJ.!Jr: 

W: 

HIIJr: 

W: 

HIIJr: 

WI 
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Yes 

I understand. 

Get a gent lemen' s agreement and then put the t hing 
in writing - the confirmation. 

Yes 

Get it? 

Ye s , sir 

0 . K. 

All right . 

Thank you. 

Goodbye. 
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Operator: 

li.M. Jr: 

Harrison: 

H. lJ . Jr: 

8: 

H.lii . Jr: 

H: 

H.li . J r : 

H: 

a.M.Jr : 

H: 

H.M.Jr : 

H: 

a.M. Jr: 

8: 

H.I.I.Jr : 

8: 

B.K. Jr: 

H: 

Governor Harrison 

Bello 

Yes Henry. 

Hello George . 

Yes s i r. 

January 29, 19)7. 
ll:Jl a.m. 

Ah - two things: I spoke to Burgess yesterday 
about having his toothbrush and washrag ready 
to come down here - hello 

Yes . 

And I will most likely ask him to be down here 
Sunday . 

Yes . 

Because I ' m going away Sunday . 

Yes. 

2S6 

And 1n case the Board should decide to take some 
act ion t omorrow. 

Yes . 

What I'm a sking hi.me to come down for is so that we 
could come to an agreement as to how ~e 1 11 handle 
the market lolondey . 

Yes . 

Now wi ll that be ugreeable to you to have him 
come down? 

Oh sure, that ' s quite all right. 

Well will you t ell him that? 

Ah - I' l l t ell hill - it ' s on Sunday you want hia 
there? 
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i! . ~ . Jr : 

H: 

H. ,, • J'f": 

;I : 

. 1. . • Jr : 

d : 

1 • • • Jr : 

rl : 

H. · . Jr : 

H: 

d . • · Jr : 

il : 

u . ·t . Jr : 

H: 

H. :.! . Jr : 

H: 

U. l4 . Jr: 

B: 
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.. en I - let' s leave 1 t this wcy - t hat if he 
doesn ' t near f r om me again I would sugges t tha t 
he be a t t he Treasury 10 o • ~lock Sunday mo r ning . 

All right s ir . 

At my off ice and if I ' m not here - I mean - :ell -
he ' ll come to my office . 

10 o ' clock Sunday morning unless he hears to the 
contrary . 

I think t nat •s the e~3iest . 

First r a te, end I mLy be down ~self . 

Oh will you? 

I ' m com!~ do~- Lh - oh - I •m goi ng to a dinner 
at the White House Tuesdvy night . 

Good . 
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Then I ' ve go t some other things to do on ~Jonday 
so I •m going to go uoNn somet i me before - over the 
Neek-end . 

Well if it ' s any tning I .wish you ' d strain a point 
and be here because we •r e not only going t o t alk 
obout that but I ' m 60i ng to tal~ Lbout my ~arch 
financi ng . 

hll rigat , sir . 

See? 

All r i gnt, well I ' ll be there too then. 

Well I' d v ery much like you too . 

All right and if you woul d I ' d like . · • • · · 

I wasn ' t going to vsk you t o come dol\'n specially 
but if i t ' s a question of a ha l f a day either way . 

tlel l I • m going to be there aeyway • 
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H. ·a. Jr : 

d: 

H. :J. Jr: 

H: 

h . ... . Jr: 

!1: 

rl • .! . Jr: 

H: 

H.M. Jr: 

8 : 

I! . J . Jr : 

H: 

B. 'J.Jr: 

B: 

1:1. '4. Jr: 

H: 

R.M.Jr: 

B: 

- 3 -

l'iell t hen I 1 d very much lllte you to s1 t in . 

6 11 right, I' ll be there unless I hear to the 
contr ary . 

And I ' ll - I 111 t el l Eccles and I 'll ask him to 
be here t oo . 

All r i ght . First r &t e . 

See? 

Fine. 
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But let's see - now the other thing i s t his . I 
don't kno.v ho.v t his is done but I ' d like to ask 
you . You remember I talked to you ebout the 
1nformwl conversa tion I had 8itn the Nati onal Ci t y -
a t least I t old T&ylor t o tell you. 

Yes - yes . 

:,ell now l at e yest er day and only by accident the 
State Department happened to t ell me t na t they had 
h~d a similar conversation with t he Chase ••••. . . 

Yes . 

hOd they ' d more or less indicated to the Chase it 
was a ll right . 

And I t old t hem t hat tney ' a be tter correct it ••••• 

i<h -ha • 

• • • . • • and they said they would . 

"'h-ha . 
And I wo ndered if in previous t lrlngs- isn't- isn't 
it all right t o you to sort of informally r sk t hem 
wnether any National Bank wi t h an office in London 
or Paris parti cipated in this loan? 

To a sk others whether they have? 
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H •. LJr : 

i{ . 

H. i&. Jr: 

H: 

H.L Jr: 

H: 

H.J .Jr: 

i!: 

H. J. Jr: 

H: 

H.M. Jr : 

R. li . Jr: 

H: 

H.1J. Jr : 

H: 

H. !r! . Jr: 

H: 

H . :.t . Jr: 
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Is that the way it nos been done in iae pbst? 

Wh:: t 1 s t hat? 

Is tha t the Wh Y it has been done in t he past? 

Yes, I' ll find out all right , 

tiupposins I - I ' d like to \mow . 

•lell t he City no doubt did not do it . 

1/bat? 

I - I nave no doubt t hat t~e City did not oo it. 

Well I•m sure the City didn' t but I' d like t o 
know about the Chase or aey other bank . 

Yes . 

Just a minute , Voayne wants to s ay some t hing . 

( Pause) Conver sation uside between R •. ~ . Jr . 
and Wayne Taylor . 

Oh 1/ayne s ays that Snerman ana Sterling heve 
given an opinion tnot tnis is not in violati on 
of the Johnson Act. 

~<n-ha . 

~99 

But - ah - notwitnstanding tna t I ' m just curious 
to Know what our banks did - ;:ell let ' s put it 
inis way - who were members of the Federal Reserve 
whether t hey didn't participate in it or not . 
You can do t hht without stirring up any t r ouble, 
can' t you? 

Well let me mull it over a little and I' ll s ee if 
I c a n. I don' t think you wont to stir up a ey 
trouble about it . 

No I don ' t - quite t he contr ary - but I would like 
to \mow. 
Yes . I'll make some in~uiries ar ound here . llaybe 
s ome of ~ men know somet hing about it. 

All right. 
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II : 

H. !.I .Jr: 

H: 

K. A.Jr: 

il : 

!l . ! .Jr: 

H: 

H. J. Jr: 

H: 

Hart•ison: 

H: 

H. 'J,Jr: 

ii : 

H • .! . Jr : 

t! : 

ii . !J.Jr: 

B: 

B.l.Jr: 

8: 
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Suppose - tne difficulty i s going to be - supposing 
I find out and tnen they ask whbt do I think - ah -
what position you are takin& definitely - m&y I ask 
that? 

Well the only posi tion I took was that I was only 
asked very informally by the National City •• . • •• 

Yes . 

Ana I offered an opinion that we thought it was a 
viol&tion of the spirit ••••• 

Yes . 

• •••. of tne J ohnson Act. 

Yes . 

And tha t we couldn' t give uny l egal opinion. 

Yes . 

Di d you say otherw lse there ' d be no objection t o 
our ..... . 

//ell I - I didn ' t say it - tney didn' t ask me and 
I - I wouldn ' t say yes or no . 

Yes . 

I gave no opinion. 

I see . 

No • 

.. ell tnen if tney t ve got~en a f &vorable opinion 
from their counsel they may go ahead . 

Ah - George 

Yes . 
Ah _ ·.vhy not let the thin& go over for a couple 
of days . 

All right . 
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H •. J. Jr : 

"' ... 
H.!J. Jr : 

ll : 

H.ll . Jr : 

H: 

H. LI .Jr: 

H: 

H.:.l . Jr : 

H: 

tUJ . Jr : 

H: 

- 6 -

knd i t may come to you voluntar ily. 

AH right. 

~ecause t hen the question i s , "If t hey did wha t 
am I going to do about it?" 

Yes . 

And the ans~1er is, "I'm not going t o do ••• • • • • 

Yes, I - I tnink you 'd put yourself in the box 
if I c all up and f i nd out a nything about it right 
now. 

I'd l et it ride . 

~ohat? 

If anything comes to you voluntarily you can give 
it to me Sunday . 

All r i ght, I ' ll do it tha t way . I t hink it ' s a 
little bet ter . 

O.K. 

All right, goodbye . 
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Operator : 

H.I! .Jr : 

Eccles: 

... -· 
u . '~ . Jr : 

F: 

H.H.Jr : 

E: 

H . !1 .~Tr : 

r : 

H . ..• Jr : 

E: 

H. '.! .Jr: 

E: 

H. M.Jr: 

E: 

U. M,Jr : 

E: 

Go ahead. 

He.Llo 

Hello - Marriner. 

Yes sir. 

January 29, 1957 . 
11:40 a .m. 

On account of my going away Sunday night ••..• 

Yes • 

.•.... I 1d like to have a little meeting in my 
of fice Sunday ~orning and - ah - and two things -
~thether we want to do - r aise any new r::oney thru 
bills while I•m gone - the week I •m gone, see? 

Ah-ha . 

Hello 

Yes 

Or keep it on fifty m.illion or r ai se it and also 
how the Federal Reserve and the Treasury 1'1ill 
handle the market , see? 

Yes . 

And - ah - could you come over Sunday morn~~ 
t o the Treasury? 

Yes sir, be glad to. 

And then I talked to Georce Harrison and he ' s going 
to be here anyway. 

Yes . 

So I'd like to have • ••. 

Will Burgess be do1m? 

Yes he ' ll come down. 

Yes. 
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R . ~• . Jr : 

., . 
~ · 

H. ll.Jr : 

r : 

H . '~ . Jr : 

F: 

n.:· . Jr: 

F: 

H. I'. Jr : 

!:. : 

H. t.! . Jr : 

r · -· 
P. • •• J r : 

\ : 

H . ..- . Jr : 

H. tJ .Jr : 

E: 

E: 
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!lovr I took the liberty of talkino; to him about 
fis cal agent but he - he can't come down, see, 

Vlell I think thnt he oueht to be dol·m • 

\'/ell I - I think that if r1o get together . I 
think if you ' re here at the Treasury by eleven . 

All rieht . 

Ah - at my office it would be .•... 

Do you have - and Burgess and qarrison 1'ill be 
there? 

That ' s r ight . 

I was just wondering - sh~uld I brinz anyone 
else . 

Bring anybody you want . 

Yes l'lell then I ' ll think it over - see whether , 
I want to bring Goldenweiso:r or Peyser . 

\'iell I t hink Goldenweiser would be f!ne . 

Yes, well all right I ' ll - I ' ll - r•n . . . .. 

That ' s u p to you . 

1:en r. ... 
But let•s meet here at eleven. 

Eleven o • clocl: on Sunday QOrning . 

Ri ght . 

All right, I• ll be glad to do that . 

Thank you. 

AJ.l right. 
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11 . '\ •• Tr : 

•·dmlrul 
• uescho : 

I! . " .Jr : 

··. : 

Hello 

Janucry 29, 1937 . 
11: 42 a .m. 

Good morning , Mr . Secretary • 

I 1ve got good news for you Admiral. 

Yes . 
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. Jr : Hall Roosevelt, the President ' s brother- in- law, 

W: 

t! . '! . Jr : 

\., . .. 
H. ;J .Jr : 

. ': 
fl . I.' . Jr: 

!1 .M,Jr : 

W: 

just called me up that the President this morning 
woke up and thought he wanted to ~ind out how many 
boys the Coast Guard could t ake over from CCC - hello 

Yes sir . 

So I told them that you were ready and had been 
ready to take about 5, 000 • •• • • 

Yes sir . 

• ••.• and the other thing - he ' s now gotten into 
your plan on Merchant Marine . I don 't lmo>7 where 
Hall Roosevelt comes in on it but anyway the 
President is going to send for you ano what I want 
to tel l you i s i f he does while I •m gone just go to 
it, see? 

I see. 

And - but I ' m tickled too death he ' s at lest got 
interested . 

All right, sir, so am I . That ' s very good news . 

All right. 

Thanks . 
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il. L' .Jr : 

H.!'. Jr : 

u: 
!l .M.Jr : 

H .~ .Jr: 

l' . .. 
n . :.~ . Jr : 

J!: 

H. M.Jr : 

1.1 : 

R.:4.Jr : 

!l: 

H. :.I . Jr : 

M: 

H. M.Jr : 

U: 

R.U.Jr : 

Ll : 

I! . W. Jr : 

II : 

Harold Miller? 

Yes . 

Henry Uorgenthuu, J r. 

Yes , Mr . Morgenthau . 

January 29, 1937 . 
4:20 p. m. 

Now the President spoke to me about your being 
over - that you wanted t o t ake up the tax 
speeches with the Prezident . 

Yes . 

Well now whenever you people are ready - ah -
Dr . Llagill will be gl &.d to sit do\m w1 th Vlhoever 
it is . 

Yes • 

1'/ho is it going to be? 

VI ell I'll have to see . I t ll let you knm~ just 
as soon as I can 1.\r . Secretary . 

llell as I understand it you want to discuss the 
tax features . 
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That ' s what the Secretary - the President recom.·cnded . 

All right . 
Be said, •You better get your experts to discuss 
this thing and sec what the merits are• . 

\'/ell Ur . Magill you lmo\"1 i s our new Under Secr et ory 
and he ' s handline all kinds of matters and he ' s her~ 
when you ' re r eady . 
Yes, well then I ' ll take it up not l at er than 
Monday, Mr . Secretary. 

Well that suits - that ' s soon enough. 

That ' s soon enough . 

Sure. 

All right, t hank you for calling . 

Thank you. 
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Rep. 
Louis 
Ludlow: 

HUJr1 

L: 

HliJr: 

L: 

fll.!Jr: 

L: 

BLIJr : 

L: 

li!AJ'r: 

L: 

II!.IJr : 

L: 

HMJr: 

L: 

IDIJr: 

N.r . Secretary? 

Yes 

Friday 
January 29, 1937 
5:20 p.111, 

This is Congressman Ludlow, Ur . Secretary . 

Yes, Mr . Ludlow 

I wanted to ask you about this one t hing . Yesterday, 
at the request of flood sufferers out in our dis­
tressed section out there, I introduced a bill to 
make - to allow donors to the relief fund to be re­
lieved from 

What? 

- income taxation - they wouldn't have to pay income 
tax on the donations to this particular disaster . 

Yes 

306 

I talked to Mr. Doughten today about it, there ' s quite 
a strong sentiment for it up here . And he very properly 
suggested that I talk to you about how it would affect 
t he revenues and about what you thought about it. 

Well, Yr . Ludlow, I couldn't give a snap judgment like 
that over the telephone, it would be illlpossible. 

Yes 

I mean there ' s too II!Uch at stake, I mean the whole 
revenue - the seven billion dollar r evenue 

Well, I - well, I wondered - the only reason in 
calling you was if it coul d be done at all it ought 
to be done at once. I wondered 

Well -
I wondered if you could do me the favor to look into 
it so that I could call you again t omorrow sometime? 

Well, now no, I can' t do that, Mr. Ludlow, I •ean -
now I 've just - the Senate has just confirmed Mr. 
Magill as Onder Secretary and he i s going to handle 
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tax matters . 

Yes 

And ii you'll send the bill down here we'll be very 
glad to analyze it. But, the - this whole question, 
I mean, would have t o go up before Mr . Doughton ' s 
committee and we ' d have to have a hearing and every­
thing else. I mean, I want t o do all I can to 
cooperate in this terrific disaster, but when it 
come s to introducing new t ax legislation - -

It Just affects, Ur . Secretary, this one disaster, 
you understand? 

I know. 

Donations - and only donations t o the Red Cross . It 
would relieve them from income t axation. 

Well , I 
1f he 

Mr. Dought on will have to call a heari ng 

Well, he intended t o do t hat 1f you thought anything 
of it . Of course if you t hink it woul d impair the 
revenues too much why t hen he wouldn't 

\'/ell, I don't !mow, I mean, I haven't had time - I 
have 

Suppose I send you the bill, Wr. Secretary? 

Would you do that? 

Yes 

All right , thank you very much. 

I ' ll be glad to do it. 

Thank you very much. 

All right . 
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PAR'fllL PAR.t.PIIRABI or TILJQJW( RZCIIVID 

JROII: Allerlou lilbaaey, Parte, Franoe 

DA'fl: .January 29 , 1937, !5 p.a. 

•o. 1 138 J'OR !1\11'-48UR Y, 

The J:xob.ange JB&rlce' baa been very active today, 
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t b.e pound belDg dealt in at 105.06 to 105,12 tb.e present 

r ate. The dollar opene4 at 21.4!5 and 1a now !ira at 

2l.<i6 l / 4 w1 til London aelli.ug dollars according t o our 

111ar1tet oontaot. ronrard rates o ontiuu.e !ira, tb.e dollar 

21 oentiaee for one •onth and 46 oentiaee for three 

1110ntha . !he pOUDd 1e 95 oentilllea f or one •ontb. and 2.60 

franca for three aonthe. Day to day money today ia 

around ~. 

The security market today wae generally bet t er wi 'h 

r e ntea 20 to 30 oentiaea up. 

STRICTLY CONFIDII!IAL. We have been reliably inforaed, 

reprd1Dg the i~~prove•nt in the franc against ater lins 

las t eYening and today, tb.at tb.e u.noff1o1al sources are 

offerins s terl1Dg freely and atri v ins t o discourase speolll.a­

t iOil , aa well ae to aalte as favor able an iapr eui on as is 

possible wi t h the British c r edi t wb.iob. i a practically 

concluded, we understand. We b.ave reason t o believe, t b.oUSh, 

tba' there ia a continuati on of tb.e flisb.t of Frenob. ca pital 

tro. t he country at a rate wb.iob. is oauains tb.e Oournaent 

a 011e uneaaine ... 

CNr beet iD.tar•t1on at DOOil on the prosr .. • of credit 

trOll LOildoa wu that fO peroeat of a total of allollt fifty 
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-a-

million p OUDda bad been oarered an4 that during the day 

the balance will probably be arr&Dged for . The Tre&et•TY 

baa pro.iaed us that they will later on in the day gin ua 

definite infor .. tion in this regard. 

In strict c onfidence we baYe been 1nforaed tbat the 

bank statement of the s i t uation at January 27 , which is 

to be published next week , will probably show that there 

baa been a 1111batant1al loaa of the gold reserYe of the Bank 

because of the necessity to transfer aoae t o the exchange 

fund. 

Denying that the French GoYernaent intend• t o utilize 

the margin of deYaluation provided i n the monetary law 

and to a oYe up the parity of the frano 1n co~~pariaon wi th 

the pound f ro. iillli. to 113, an apparently inspired atate•nt 

published in the pre11 of today concludes as follows: 

'during t he laet few days the for ward ratee on the exchange 

market haYe reflected a certain tension. HoweYer , it ia 

belieYed 
that 
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l!BD - 3 - /.'126 , J O.l''IU.Cr. 29, 5 !h ill . from Po.ris 

that thE locns bEing nE30tictEd o.t thE momEnt in London, 

( ~lg!t\. billion 

o.l tog EthEr of which five on thE London nw.rk Et) will 

ohortly b E concludEd and t"nt by ctrengthEnin:; t hE Ex­

chc.nsE fund and by thE increaoe in thE fund s of thE 

Treaoury ~-,hich nill rEsult , speculation uill bE hnltEd. " 

"'ith rEapEct t o thE abovE referEncE to a poss~blE loan 

in Al'wtErdan ·.1E undEr::Jtnnd froc our BoursE contact that 

rumoro u ErE c i l'ct:lating t l'>io aftErnoon on thE Bour::JE that 

a c rEdit for 200, 000, 000 guildtro bc.s bEEn conc ~.udEd 

in AmotEl'daL'l ~n thE namE of thE Fr Ench Rm. lnay::J . 

A certain ~ount of :~pEculation i o EVident in t hE 

financial prEoo with r EopEct to thE l.mprovEnEnt in thE 

fr:rnc against sterling on thE onE hand and on thE othEr 

hAnd t h E firmnE::JS o f thE dollar ratE against t h E franc . 

mulE thE illlprovEmEnt in tilE Fre~h currEnc y has bEEn intEr 

p~EtEd co 1ndicatin3 thnt thE London loan had bEEn con­

cludEd and that spot ::JtErlina rno alrEady comins on thE 

mo.rltEt oa:tE o'lsErvEro thou j'l t 1:1-at aOiitE altEration in thE 

sterli ng - doll ar rotE wac indicat Ed o.rL. in thio rEopEct 

it ic SU3(5EatEd by ~E JOURIH!lC: IN!> lSTRIELLE thnt 

~uncimnn hnd pErhaps obto.i nEd thE agrtEn En t of thE 

Trto.oury to o. codification of t hE dollo.r pounda po.ri ty 

and that commErcial conpEnsationo nErE probably 

EIIVisDgEd 

Regraded Uclassified



311 

HED - 4 - >~126 , Januo.ry 29, 5 p , c , from Poria 

tnvioagtd to rnkE up for t!JE diondvontagt thnt uould 

rcoult for thE commEr cE of th~ UnitEd Stnt~3 . 

The London FINANCIAL NEVIS oanmento with oome 

pcoo1m1om on thE French financial ot tuat1on and rcfero 

to the 11 hnlf' heortcd11 dE nial of Auriol that thE 

Government had any intention to devaluate furthEr . 

Thio papEr p~s the 1mprtoo1on that nExt uEtk 1 s ototcmcnt 

of t h E 3onk of' FrancE tlill indicatE a transf'cr of gold 

fi'ou thE bank ' a gold rEoErvEo to thE otabilization fund, 

FollorJill,3 thE inorcaaE in thE intErEot ratEs of thE 

Bank of France yesterday a dEcr!c publ1ohEd 1n thE 

Journal Off~ciol tod.ay 1norcc.aeo the interest rate of 

75 to 105 days ordinary •.rrcaonry bondo from 1 7/8% to 

3 7/8</. . (END SECTIO!I ONE) 

BTJLLITT 

CSB 
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Stc~cta~J of StatE , 

l'faom.~ton. 

GRAY 

Pa rio 

DatEd January 29 , 1937 

Rcc 1d 6 : 50 p . o . 
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1~6 , J anuar!' 29, 5 p .o . -:sc~o:• roo 

The firnt annual :;Encral mr:r:l:in,s of o:n!'Eholdcra 

of tl\E Bonk o r PrancE \"C!n hEld ycotcr<c.;; I'.IldEr thE 

chai r m::mo:u.p of Oovcrnor LobEyrit and r.ccordin:o to prcoo 

accounto thE aEonion I'J a.~ atorm~·, many of tho::~c prcocnt 

jEEl'ing oncl hooting thif(lovcrno:o.• 1!hi.4E h E reed tb£ rEport 

of opcro t iono of tl'>.£ ban!c d\•.nn:; 1936 , '::ill. a E opEcia).ly 

:JE£nEd to IJE thE ca.oE nc~En h£ referred to thE cont:..nucd 

rEluctc.:lCE of FrE:lchntn to invcut noncy in thEir onn 

co~tr7 ~nt• n3En hE cophaniztd thE rcoult~D3 fina.ncial 

cl,.ff~cultica for the Govcrnr.tcnt . Sos£ of thE oharc­

ho1elcr o ohoPE <i otronc dioa:;rEEsEnt 11hm l\E rEfcrrEcl. to 

recent oigno of improvcmm'.: 1n buoincoo condi tiona here . 

The follovJin e; brief :JUI'VEY io provided of thE cootntial 

fcaturt:J of thE report : 

Uonctar;; a1i3llJ:IEn t: :ttftrril\3 to thE ncn goncy 

order rc:;iJ:lE in::titutcd b)' thE l a u of Oct ober 1 , 1936 , 

Regraded Uclassified



313 

ono :: - !io, 126, J~11-..u:ry ?.9 , 5 p .m. f'ro.1 Pario . SEction 2 . 

Britioh e::ccht.!1.3E rJ OO one: of th£ bEnEfici:~l re:oulto of 

thE collc.')orC\tior. inntiaating diff erEnt ExchanGE ot~bil­

ization funds , f ollorli.n:; thE COIU'!Or. clccl~.rc.tion of thE 

rove:rru:tmt :; of Gr e:c.t Britain ::mel thE t:m.t e:cl StatEo end 

Freno£ .,n SEptEnbEr 25, 19:;5, :•.at1 lc.tEr adhErEd to by 

Btl:;.o.11n, S1:it::e:rlc.nd , a nti. tl~£ !1Etl!tr1c.ndo , 

:~~£ op:crit or coopErotio!'l C.l"lnn::; thEOE nctiono h::.d , 

d1.1r1.n:.; the part f£17 mc·nt.!'!o , nad£ 1 t poooibl E to Ba!.nttlin , 

notllithotandi ng l ar(;E r.toV£r!Cl1t:J of cnpit:ll , a o.on£tc.l'~' 

ota",)iUt:r oini l.c.r t o that obt n111£d t>1.routY;l t hE norman 

me:chanior.t oi' thE c;o1d ::t~ndtn·l . The: Ge:ne: ••::~l Co1.u~c11 rJao 

gratErv.1 t o tC:lE Bri tiol~ :mel Ar:cricc.n c.utilo::'i tiEo fo1• 

1EVC.lUO~iO~ of zolcl ho1din&o : ThE profit r EOU1tin3 

J:'ro I clEVo.l\·.ation .o1i(;>t1y t::cEtrltd 17, 000, 000, 000 franco , 

Trio c:r. t•nt h.c.<l b EEil t\O E'l tn Cl'.l·~rtiz£ lo::~nc. of thE b:-.nk 

to tll£ ott:tE anr: 10 , 000, 000 , 000 !!:'.:1 bEEn t"rne:d ovtr to 

thE otnbi) i zntion runcl. , 

ThE f v.nd ht.d not r.mintc.:!. nEd c.l 1 or 1 t o rEoourcto 1:1 

(;Old , l)urjn:; thE 1cot quartEr Of 19:56 , t l:l£ b:m!< hr.d 

b e£:1 l t d to bu7 3 ol d f r o""l t!:lE j'\n" an<. to oEll ;:;nl d to 

it , ?CE~E "PE~:lt~ons invo1vEf Ef1£Ct~VE trt'.rl~fEr~ . 
'l't£ 
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T!1E rE:Jort rEviE'.IIJ the: dtvtlopnEnt 

port:~ olio , c.dvnnc£o nc.dE to th~ r.htnt 

or thE conmErcinl 

C(;Ency, to the 

314 

pOll\\J.~.l' bnnl!:n , end to a oo:lo tancE ~'urniohEd ;.n connEct:\.on 

n1 th O!JErc. tion of thE EXport crtdi t ln•· , ~JlC: otrEsotd 

thE intEntion 0!: thE bc.n!c to n::in~.in thE 10t1 discount 

retE no lon.:; ~-: thE <t<>nEtcr;,· oituction oErnittEd it to 

d, oo. P...zrt'•Err:'lrE , l:it:.l ~E col1cborotv>n d' thE lcrgE 

b:m'co, it r-ot•l'! ctto:npt to Eo~.i>Uo:1 c. bEttEr orgc.ni::ation 

RE ViE•.1in..; opEre•. tiona in aupryort or thE 1'rEa :mry, thE 

rE!)ort rccr.J.lo ';hE proviniona1 nc'.va:1oE o:i: 1o, ooo, ooo, ooo 

frCU1CO C.".ltltOI'l. ~Ed b:J lart Of June 21 1 1936 1 C.nd tl'.!'. t C. t 

fr~1co on thl.:J :. ~count . ::'--rthtmorc , ArticlE 'I'lurtEEn 

of thE bc.n!; l c.n or J>mE 24, 1935, 1:-i<l. ~o·m th::t :lll 

billu :.n<l notE:J of thE fi~X:.tin::; <' Ebi ta i:J:JI!Ed b!' thE 

p·•blic t.•£aoury, rEdEEtJ.'\blE j n t hrEE r·.onth:: tlo•.Uc1 bE 

n~ittEd 1~t~out li~it to rtdiocount by tl~ bnnk, E~-

CEpt for thE profit of th£ publiC trEr.:~ury . 

ThE Econonic eituntion he.( ohorm o1;:no of inprovE:.IEnt 

oinoe: thE cutunn; nholEoa lE !)ricEo ~.d rioEn 39 . 08 pErcEnt 

durtnc lS::i6 cnu rEtail pricEo 22. 50 percEnt; r~iln~y 

tcrru.n::;n hc.C: inprovEd r.nd unEr.:olo:;nm t lr.d dEerE!" oEd • 

..!oaEVEr, 

--

Regraded Uclassified



315 

4 - ''"· 12G, J :::nuc.ry 29 !'ron P:::rio . JEc'.;ion 'Cfh:l . 

· ·o·.1Evr:r, thE 1ll'lfc.vor~.bl£ br.lc.ncE of ro,.E:t :;;• t ... c.<1F 

l~d :i.nc:-EaoEd f~·ol! 5 , 478, 000, 000 franc o t" 9 , 9•Y,, ooo, ooo. 

OnE ": t ' l£ £no£ntinl conditiono of' rE•.ovEry 11ao t~lE 

rE£o1:~bli~br.:Ent:J of bud_;Et:.ry ba1c.n•.c en<' t ilE r !':oto;·~. tion 

or crEdit . ThE oolution of th£ r; •c1cicl :gro::>lr:n ::::~ 

11o•·ld bE ::;rEa t~:r fc.c i.li to t r:d if i '!Co tor- uo--ld i:\\ l .i'11 

Tl~£ rEport ~oncl ·<lEo th:o.~ oct -1 1~· ~.n £no::'n?uo Moo 

of c c.pit::-.1 •.:::to 1:-.clcin:; 1.1 Fr ancE . It bc•1 EJ.thr:r b ££:1 

t o circP.lr-. ti .,,, 11011ld not on1:; l"r.v £ t:1l£ ~f.v:o.nt:::,;E of 

c.cc £1Erct ing thE rhytlm of thE ciro·l1C.ti..,:l of n Ec1th c.nd 

incrE:::=i~~ tr:::nE but uo·\( c1oo creat E en ctundcnc£ or 

t:lE :· nEy ncrkEt, 11llich, in rcc11itntin.:; thE rE <hlcti"n 

of 'nt E:.·~ot on 1or.3 tErn lo::no , nould c.f!'ord prEcioi':J 

1 •· £ to thE Enl,it"t: £C"nl)j:_uc :ntuc.tion . c.oo :. ,;:::nc -

l!ll'D 01-' s;;:C·l'Im: T\'!0 

r:ut..L!TT 

01:10 
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SliO'l'IOJ THRD. •o. 116 fro• Paril, January 39. 

We are illforae4 by the Kiniatry of :rinanoe that the 

1renoh rai lway• ha"'e just conolude4 with a group of 

Bri t1 sh bank a, headed by L&sard Br others, and Morgan, 

Grenfell and Oa.pany, and Rotheohild and Bona, a credit 

operation of forty mi llion pound• for ten months at a rate 

of intereat of three and one half percent per aunua. 

STRICTLY OOIJIDKBTIAL. 

Rueff of the Kinidry of Finance hall abiled us t hat 

the security f or the credit ie simi lar t o that accorde4 

for laat rebruary'a credit. We ha"'e al&o been 1Dfo1'11ed that 

there 11 no f oundat ion for the rumor cicoulated of a credit 

arrangement at Aaaterd&m. 

J a nuary 39, lli dnight. 

DD or Ja:SSAGJ: . 

U:Lft 

BOLLin". 
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Thh telesraa 1a not oll&rgeable t o Treasury. 

PJ.R.U>IRABI OJ' TILEGJWI 811'1'. 

TO: .laerican Dlbaa-r, Paria, Franca 

DATI: Janwuy 29, 1937, 6 p .a • 
• 

• o. : •e 
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The f ollowing ia for your confidential 1nfonaation. 

The Departaent waa contaoted by two ••w York banking 

i nstitutions With regard to participation in the aterling 

loan t o the J'renoh r&ilwaya. They were at firat inforeed 

t hat the Department perceiYecl no ground of obJ eot1011 troa 

t he point of Yi ew of public policy except f or t he p081ible 

bearinge of the J ohnson J.ct on auch participation. one 

of the banlte (which waa consideri ng participation by ita 

branch in London) said that ita lawyer• held that t he trana­

aotion was OOIIIp&tible with the J ohnaon Act. An official 

of the Offic e of the At t or ney General waa oonaultecl by the 

State Departa ent, who said it waa contrary t o t h eir usual 

practice t o giYe adYance decieiona on such aattere, but 

that he waa not prepared t o aay t hat the aatter waa not 

within the f ield of the Act mentioned. The Department 

learned later on that another ••w York financial inatitution 

had been inforaecl by tbe Treaaury that it con sidered the 

traneaotion c ontrary t o the spirit of t.hie .t.ct. Then the 

State Department i nforaed the banker• wi th whoa it had been 

i n o~ioat101l of t h e opini ons which the other GoYernaent 

Depart .. nte •d expreued. 

Pleaae tranaait the aboYe intor•Uon t o LoDI1011 -

o011fi4•t1ally. 
BULL. 
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O'"tcC Of' 
(OW'I! ISJOI"[. OII~I(AHAI. R(.Vti'IUl 

,....... .. ~.,"9 
~ ... "~"4lf" own;;-. ...:y.­_..._ ..... ~.~ 

t.IDIOIW!Iml fOR: 

TREASURY DEPARTMENT 

WASHINGTON 

The Se4r.tary ot the Treasury. 

In re: W1rt o. ao-011 , 

!ahte ot Megdalena 1 . ao-. 
llogalN, ~izona. 

Theee cues deal with 1nd1'01dual 1D.Co.• tax l1ab111tiee ot 
l.!r. lUrt O. Bo- end hie rtte, Megdalena 1. - (deeeued) 
t or the calendar years 1926 end 1927. 84hedulea aholring the ~ 
ported end aueed net 111ocme, the reported end agreed 11ab1llt:r 
end the reaulting detieieneies determined by the Bu.relll are aa ' 
r ouowa: 

'.71rt Cl, Bo-... 

Tax 
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Nat IlloOIDI ~ IDCOII.e Under- Tax 

!!!!: Reported Corr.oted Stat•mt Paid Corrected De1'1c1enoiea0 

1926 
1927 

1926 
1927 

$24,160.64 • 83 , 8<69 . 115 $59 • 688. !11 $1 .~7.~ ~2,174.27 $10 , 826. 93 

"",703. 44 106,853.49 62 , 1!j(l. ()5 4,15!1.82 17. 755. "" 13,599.62 
$24. 426. S5 

Eatate or lla~alene 1. BoiiiiOil 

i!4,160.M • 83,849. 16 i59. 688. !j2 $1,347.~ $12,189.27 $10,841 . 93 

""· 703. 44 106,83:5.48 62,150.04 4,1!15.82 17,755.44 13, !199.62 
$24. 441. !1!1 

• Shwtory intaraet on the det1oiaD01N Jlll.lt or ccurae be added. 
Eaob or tbeaa .. t tera bee been dertnttel:r ooneluded aa to Uabill t:r 
to the ux: 

(l) In the 4ue or the 118tate or Mqdalena 1 . -· by the 
tt...l:r aoMpteoe or 1111 otter in eolll)rollioe, appr«ed by the .&Dti114 
Se4retar:r oa OOtobar 31, 19:1!1. The taxpayer wu DOtltied or the -
c~taaoe by Bu.rem letter dated N«•ber 23 , 19511. llr· _,., the 
executor or hie de4eued rtte•a eetate, eoqllt t o rtth4rn the otter 
by talear• cd l ett• ute4 DeO•• 5, 19!115 , boat thia att-t wu 
111ettecn1we etnoe the eeoapt-• oowrr.d prior to 110t1ce or witlloo 
drawal. Tha w1ra• a otter wu ia tba - or t:~&,4!19.86 (111el ... 1Ya or 

1nte raa t '"""""'ed to ~ 115, 19:14) • 
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~RANWU POR 
Tbe secretary or the Treasury. 

( 2) In tile case or 11irt a Bo7l1ll b 
iloar4 ot Tu: APPeals dated Dec~e Cl • y a Final Order by til e 
.u agreed atlpulat1ou or ~he partir 30,~936, entered on tbe basla or 
or the Board's Final Order was .,..d:•; e a aaa sament on tho baols enuary 15, 1937, aa tollowe: 

Total Tu 
!!!! ~ Interest end Intereat 

1926 $10 , 826.93 e 5, 101.12 e l5,92B.os 
1927 13,599.62 7,207 .so 20 ,807. 42 

$24,426.:;:; ~12 , :l08. 92 .,)36 ,7:J.5.47 

d 
4
In my o rtlee and in my praamca rarta ad otters in COJ:Illl"OIIIiaa 

ate J.!JaUIIt 15, 1935, were a1E;~>ad by wr. Bowman, one tor bimaalt 8lld 
the otllar as executor or the aat ata or bia clec eaaad wtte, o rterlng to 
PST the tull aasertecl. tuas plus intereet In lieu ot all liabW t 
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tor income tuea, penal ties ond 1nteraat tor the yeara 1926 anc1 1;27 
At t hat time no 111ent1on wee -.de or en alleged loan ot $150 ,000 trom• 
ex-President Calles or J.!e:rlco to J.!r, BoW'tlan. At tbat time be seemed 
entirely aaUatled with the propoaed dlapoal t l on or tbe case. Tbe 
otter of tba deceased wlte was appro•ed by the Acting secretory on 
October 31 , 1935. Furthermore , on Nonlll:>er 14 , 1935, L!r. So'l'lllan 
signed and submitted a s upplemental s tat ement increasing hl.o then pend­
Ing otter by a turtber sum or $3 ,053. 32 I n llsu or nasion ponaltlaa. 
In this supplemental a t atemmt be doee meko reference to tbe alleged 
loan to blm or $150, 000 trCIIl ur. Call... !!owner, on Oececber 5, 
1935, be aent notice or withdrawal. or the otter, 11blch wee erreet!Ya 
alnee the otter bad not tbell bean approYad. A statutory 90-dq lethr 
was thereupon 1saued; a petiti on tiled with tbe Boerd; and the matter 
stipulated by tlla parties 1n Deoecber, 1936, ror tbe tull tu and 
Interest , aa abOYe e;o:plo.ined. 

In the supplemental atatemCit algned by !Jr. Bo1<111C1 on Novoc:ber 
U, 1935, abo• • mentioned, be melees r eference to an al.lO£ed loc to 
him of tlOO ,000 trom ex-President CaUea or Uaxico. In tbe absence 
of raoor4a' Mr. ao .... on •• liabilit y (aa wall .. that or his wlto ) .... 
computed by reference to an inoreaee I n net worth. l.lr. BomDen cldJDOd 
t bat tlla item of $150,000 taken i nto eaaata, represented a loan , snd 
should be ottaet by a corres ponding liabili ty. Sines tbeae ID!Ittera 
ban been oonoluaiTalY deterlllinad as abOYa atated, the explanation o r 
tbia item at th.ia tU. is merelY academic. l.lr. CaUea admit• that tba 
&llaged loan was made without a request upon lolr. )loii1Un ' " part; that 
be (Callaa) was aware that Bomllllll wwaa in ursCit need or the money. • 
ur. Bowman baa denied tbet be • aa i n urgct need o.r tba money. Tbara 
lr no nota or other eYidenoe or 1114abtadnaaa ; DO 1ntareat wee proYidad 
t or ; ur. C&U• aD! ta "Per hap a I aball n.ner ban need or d• and1ll& 
payment . . D>4aad, no pa,..,..t or princ i pal or 1ntara.t ha.a \>MD •d• 
t o data . I bopa I aa not cyaioal; but , I waa unable tbm or DOw to 
peroai Ya under the adilllttad toota an;rtb1ns epproeolling tba creation 

Regraded Uclassified



lmollRANlXJM l!'OR 
The seoretary or the 'l'r&all\lry. 

ot a loan or the relat1ouh1p or debtor and cr..U tor reapectins 
~bla i~• ot illiO, OOO. .tYery -.p107ae or ~e BurMU llandlills 
the cuee reached tha eSDe eoDClua1oa. 'Dla 1oeue 1e .,....17 ona 
1nYOl't1.JI& a lllized conclud010 ot tact cd law. 11o pars011, dc..wtic 
or toreil!)l, co.n tat rl:r ~e ott mae at our IIDII'l l llnpesa to rec­
ogn1u ~e creation or a •loan• Ulldar eucb conditions. 

n..rtng the prior collaid..,ationa or tha oaee the question ot 
collect1b111t;r waa not raiaed b;r t he taxpe.yar. The otters in 
comprolliee were submitted on a bade of tha entire tax and statutory 
intereet beins pai d upon notice ot acceptance, and the s t i pulation 
bat ore the Board na on the aame baah. J.t the tt.J. ot the field 
inYeatigation there wu DO indication that a1 ther tupe:rer wu DOt 
able to pe:r the tuaa and 111tereat agreed upo.n ; ill fact, there 
wu eyery illdica tion t hat the;r had lliiiPle uaeta to l!lflet t be pa,..nu • 

.1.11y claim which Mr. Bo•an me.y now be llllllting baaed on inability 
t o P"7 wauld, ot couree, be eubjected to the usual field illYeat i ge.­
tion in such met tare. 

J.ttached: 
Co~~q>rolliae otter 

and statement. 
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January 2Q 1 1937 

The aubject matter of t he attached memorandum 
came up a t t he Cabinet meetlng t oday and t he Prealdent 
a~1d to go ahead with 1t 1n the manner recommended in 
t he memorandum. 
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TREASURY DEPARTMENT 

...... 

TO SACr Atary C:orgenthau 

••oN Herman OliphaDt 

I have just been a:.lvised that the Attome'/ General wlll 
take up ~t cabinet oeeting the following point : 

The railroad retire:~ent projlraa is set up in two di!"Cer~nt 
·ieees of lcl;ialstion. One of the:o levies a tax on l:oth ec1>loyera 
~nd @llj)l<:rJees. This tax el<!>irca , un 1er pre~ont law, on "eb"'=:r 
:n, l?J7. The other law authori:ea the ~-nt of benefits to 
railroad wor kers on retire::>ent , and t'tere ia no tL.·e lilrit for 
t:oesc ~enta. 

( 

The r esult or this is that , ns thin.;a """ stand, the 
Treaow-1 rl11 be obligated to make PG.i mrnts of l'encfits nft•r 
Fcbrua 28 bu A n o corr~ • ~ venue . re 

~ 
took up w Justice , because t hey arr hatldling litieation broueht 
by the railroads to enjoin the collection or the tax, the .u•stion 
or amending t he law so that we will continue to collect taxes. 

' I 1mderstsnd t hat t he Attorney Gc'lc"&l is prepered to 
rocoomend nt cabinet ceetin that an no•ni~rn to the 
tnxing l aw en g t!lc ox- w ch tueo 11111 be !)'~;'able 
for one year , that is to ?ebrubrY ?3, l~Jg , 

I t is o:v vie: t!:at t.'lia 11111 SU:fiei•ntly ta'<e care ot the 
eituation for the present, and 1t you •.;reo nn~ t .e "'~ter is &J)­

px-oved a t Cabinet =eeti:::; , I wUl i.:f'di•tel.y s:.a.rt sor=< on .,. 
~ the le;i slation. 
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29 JIUlU&!7o 1937 
4 p • • • 

COAST GUA!!D CIPEIW' lOllS Ill J'LOOl) 41!14 

Coaet Guard boate are be1ns sra4uall7 80nd down tbe rlnr 

w1t b t be 1mpro.-ement in cond1t1one 1n t he upper aeet1on ot tba 

Ob1o, 

!be a1tuat ion in tba Tic1n1t7 ot Calbo>m, lentucq h&a been 

el....-.4 up b7 tbe Coaat Ouari, ..,re than 1000 people baTinS eeen 

BeaT7 ..,tor l1feboah are now bas1nni ng to a.rr1n 1n tba 

'l'ba reeo~• >mder control of the Coeat Guard engaged i .n 

fiood relief total 23 ••asoins >mite, 10pprozlmetel7 4oo boata, 

10 planea, 10 ra41o trucl<e, 50 portable n41o .. ta, and a penon~ 

nel of app rorlmatel7 2000 oftleere and· .,.n, 

General Water LeTel Condition 

Rae reacbed pealt at ... ana.-111• - 5J.41 ; alowl7 rlolns at 

cairo - 51.1!•, cd at llnpbia, 1411,6 1
• Creat 50' •ZPeeted at 

11-.pbie, h'oruaq 6. 
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30 J&n\lar7, 1937 

OQMI! GUARD OPUA1'IOUS IN TH1 J'l,()()D 41!14 

At the Hquast of the Red CNaa, the Qoaot Guard h eatablhh-­

in& Md will operate a h111J10r&r7 radio station 1D the Red CNaa Bead-

quArte rs at St. Louh, IU .. ouri. This station will be Joined with 

the Coast OuArd coaaunieation &7stea which baa been organised t~ 

out tho nood ...,.., Ollbraein& approrlllllltely 52 Cout Guard, A!'II,T, llon•al 

Roaerre, and amateur tompor&r7 radio s tationo. A t otal of approxi­

lll&toly 145 Ooaet llue.rd radio equipped unite aH tied up with this o:ro­

tem. a.pid communication between our Waohington Station (Fort Bunt , Va.) 

and &11 important pointe throughout the flood ...,.a h a•ailabh, 

Oout Cluard forceo, inch>ding 110tor lifoboato, aoa.-eoin& .,.,_ 

oell, and alreratt, aH bain& concentrated and ~onted 1D the 

Uieoieoippi V&lle:r (Vieksbur«-Weaphla-QaiN) eector, and ...,. opernting 

\n collaborat ion with Lieut. Col. B. B. Gil lett , Corp• of Znglneera, 

llemphla, who baa boon dooignated aa Coordinator of reoev.e wort. 

The Oo~dor, Coaat Guard Relief Porco , report• aituotion well 

in hand in ci t1eo in upper Ohio Valley, and 1a now gi•in& particular 

attention to outlying diatricta. 
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Tbe Hoourcoe under control of tbe Ooaet Guard e~aged in 

flood Hlief total 25 oea.-going uni te , appro:dmatel7 4oo boe.to, 

10 pllllt .. , 10 radio t ruclte, 50 portable radio oeh , e.n4 a peroon­

nel of appro:d~~ateq 2000 offieere end ..,., 

General Water Le•el Condit ion 

Tlw Ohio B1 nr la fall1ng all tbe w~q to !Ten ovilla where 

there 11 a oreet of 53.6• ; Ce.iro 58. 8 ' elowl7 rioing; llempbis 44.9' 

alowlr riainc (15 feet aboTe flood otago~; Viekaburg 43.4•, leaa 

t han a toot aboTe flood ete.ge and olowlT r1o1ng. 
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January )0, 1937. 

l'xcPrpt from rPport. f' rom Deputy Co=i~sioner of 
Internal Revenue , Stemlrt Berkshire dat <>d January JO 
1937, entitled, "STATEMENT FOR THE SECRETft~Y FOR THE' 
) - \'lEEK PERIOD ENDED JAliUARY JO": ' 

l . Employees of the Alcohol Tax Unit are cooper~ting 
to the fU l lest extent wiht the Red Cross and ot her relief 
agencies in the f lood area , assi stlng i n whatever capaci­
ties they can to aid t he victims . The Suoervisors at 
K~nsas City , Chicago, Cleveland and Louisville r epor t that 
t heir forces have been pl aced at t he disposal of t he Red 
Cross . Boats and cars used in enforcement ~ork hcve also 
b"cn :nade available . In the Arkansas flood ::~rea , o:~r men 
were able to rescue some 200 persons who had t aken r erure 
on top of' houses . The New Post Office Building at Louis­
vill e , het.dquarters f or District 7 1 is under water and 
t daporary offices have been set up 1n the home of the 
Acting District Supervisor . Plunt operat ions in the 
s tricken section ar e vi r tually at a s t andstill. 1.\any dis­
tillery premi ses ar e being used f or relief stations , and 
pl nnts s till able to operate are manufactur i ng distill<>d 
water for hospit als and snnitat ion groups . One warehouse 
nt Louisville has collapsed . We have had r equests from 
distill ers f or authority t o dump mLterials in process of 
m:mufr•cture when high water forced suspension of activity . 
Conditions 1n Llwrenceburg, Indi anll , horne of some of the 
l a r ger pl ants , are very bad . The force of storekeeper­
guugers t here hos been or gani zed on o 24- hour b&si s t o pro­
t ect ~~e interests of the government at all times. Gaugers 
assi gned t o the Krogonn Di stillery at Tel l City , I ndiana , 
"'here the wuter is 9 f eet deep on the distillery and r.r. re­
house floors, are spending their t i me on l and a oile dis­
t en t and making f r equent trips to the pl ant by boat. The 
confusion and destruction within affected pl ants a fter the 
water recedes l'lill pl ace an e xtremely heavy burden upon th e 
supervisory pers onnel f or many ~eeks t o come. 

I 
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BOARD OF COVE.-~ORS 
Oi' THE 

FEDERAL P.i~ERVF. 1:"~S7EII 

St atement for the Preas 

( ., 
327 

For release i n morning newspapers 
of Sund~y , January 31, 1937 January 30, l9S7 

The Board of Governors of the Federal Rocervo S~stsm today increased 

re&erve requir ement s for membc.r banks by :55-1/5 percent, as f ollo,.s: On cleJ:IIllld 

deposits, at banks in central resorvo cities , from 19-l/2 to 26 percent; at btnka 

in reaorve eitios, from 15 to 20 percent; and a t •country" lx.nks, fro;a l<l-1/2 to 

l4 percent; on time deposits , at all bunks, from 4-l/2 t o 6 percent. For the pur­

pose of affording mombor banks ampl e time for orderly &djus~~nt to the chsngod 

•equircmont~ , ono half of t he increase wtll become effuctiN ns of tho opening of 

businuos on M&reh 1 , 19371 and tho r emaining half will become offeet ivo as of tho 

opening of business on Mny 1. 

Tho following table shows what the reserve requirements s.re at prosont, 

w!v.t they will be f r oa Yareh 1 through April 30, and what they will be co:enclng 

lilly 1: 

Class of bnnk 

Roserve Requi r o1110nta. 
(oercont of dopo<ita) 

.1.. __ _!10e'!!.!<"an~d~Da!!!-¥1l05!JS!!Jiut.se'-::-:-::- --1- Tillie Deoosito 
Present M&rch 1 : lilly 1 1 Proeont : !larch 1 

, Roqul.l·e- Uu-ougb : 4JICI : Roquir.,-: through 
mont§ April §91 attor m~nts April 30 

I 

Central roaorvo city& 19-1/2 22- S/4 26 

20 

4- l /2 

4-1/2 

4-l/2 

5-1/4 

5-l/4 

5-1/4 
Roscrve city 

•country" 

: 15 

l<l-1/2 

17-l/2 

12-l/4 14 

lla.Y 1 
and 

aftor 

G 

6 

6 
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I-9805 

-2-

This action complet~s the uso of the Boord's power under the law t o 

r!i~A reeorvo roqulroments to not moro tluin twico tho amount prescribed for IIIOmber 

banks in soction 19 of tho Federal Rosorvo Act . 

The cootion ot the law which authori zoc tho Soord to cr~ngo resorvo ro­

quir oments for member bonks swtes toot whon this powllr is uced it she.ll be •in 

order to provont injurious credit expcnsion 01· cont.rcction. • The signlficcnco of 

this langullgo 1a thl>t it places responslblllty on tho Boord to usa its po•<>r to 

cr.:.ngo rceorvo roqulre...,nts not only to countor .. ct (.n injurious credit expansion 

or contrcctlon cftcr it oos developed, but olao t o unticipcto 01ld provcnt auch .o.n 

exP""sion or controction. 

By ita prose.nt oction the Board el111inatce as a basis of possible credit 

an estimated $1,500, 000, 000 of excess reoorvos which ar e superfluous for 

the prosent or prospective needs of coomorco , induotry, ano agriculture nnd which , 

in the Board ' o judgmont, would r esult in e.n injurious credit expansion if per ­

llittcd to become t.bo basis ot a multiple oxpa11sion of benk credit . Tho Board 

ostll!lateS that, aftor the f'ull i.'ICrC4SO haS 1!000 intO effect, oeabor bulks dll 

hnvo excess roaorvcs of approxiootoly jSOO,OOO, OOO, an c.oount enple t:> nnnnce 

further reeovory nnJ to 1110intein cc.Gy IIIOIIu)' condi Uona. At the '""" t.i100 tho 

Fedornl Reoorvo System will bo placed in n position where such roduetton or 

expansion of member bonk resnrvos :>s ""'Y bo dccmL'<I i n tho public interest. roy bo 

effoctod through open-~~~:~rknt oper at ions , u more noxlble ins~rumcnt, batter 

adapted for ko~ping tho reserve position or nocber bonks current ly in close ad-

justment to cr edit neoda . 
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T- lll!OS 

As tho Boord stuted on July 15, 1936, in its announce~ent or t he pre­

vious increAse or reserve requirements, oxco~s reserves then held by meQbor bcnka 

hnd r esulted nlmoct entirely from tho inflo~ of gold from obr oud r <ther than from 

the Syst em' o credit policy, Since that time tho country' s gold stock hos been 

further incrcused by ll l arge inflow Of gold , III!Ounting to e600,000,000. Bot,oen 

the time of the bo.nking holidcy in 1933 end Decoabor 24, 1936, .:hen the United 

St.at.la Trcorury put into effect its progrr.ro t or prevent ing acquisitions of gold 

free &.<!ding t o tho country's b6.nldng roservea, tho gold inflow aggregcted approxi­

"'-tcly $4,000,000,000. This inflow of gold h.r.d tho ef fect of edding rut cqunl 

am urtt to the reserves of aember benks as well aa t o their deposits. The t -:>tal 

a1110unt of deposits in banks and the Postal Savings System, plus currency outeide 

of bonks , is now ,2,000, 000,000 larger than ln tho cummer of 1929. 

The present voluoe of' dep()eits, if util ited at e rnte of turnover 

comparable to pr o-depression levels , is aufficiont to sustain a vastly greater 

rate of business activit y then exist£ todo.y. In order to sustain and expand r e­

cover r , t he country ' s co=erco, industry, and agriculture, therefore , require a 

aQre ccmploto und productive utilization of existing deposits rather than further 

additions to tbo amount now nvailcblo. 

The oxcose reserves of c~ut ,1, 500, 000,000 e l iminntcd cs a base or 

further c redit expansion bY this nctioll could oupp<Jrt rut incr Mse in tho supply 

of m noy' in the f orm of bsnlc credit, which beyond oily doubt .. ould constitute an 

injurious credit oxpenaiun. 

The present is an opportune time t or action because , as w&s the case 

when tho Board cnnouncod its prior action lsat July, excess reserves are widely 

dictributed u ong ...,,.ber bonks, and balsncoa with correspondent bulks are twice 
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- 4-

as large as thoy have generally been in the pe.~t . All but n swl number of 

cember banks have more than sufficient excess rosurvos and surplus balances with 

other banks t o 11100t a 35-1/3 percent i ncr onso in rosorve requirements . As of 

JMunry 13, tho Board's survey indicates that only 197 .of tho 6, 367 I>Cillber bsn.ka 

lacked sufficient funds to meet such an incrceao in r osorvo requirements by 

utilizing their present oxcess balances with tho rusorv~ bonks and not core tban 

one-lullf or their balances w1 th correspondent bcnko. On this basis these 197 

banks, in order t.o uot tb.e fUll require~~~ante, wuuld have needed nn additional 

$123,000,000, of which $110, 0001000 would h4ve boon needed by banks in central 

reserve cttiec, •11,000, 000 by banks in other resorvo cities end only $2, 300,000 

by country banks . 

Another reason f or ncti on at this timu ls that , as stated by t ho Boord 

lLst July, "it is fnr better t o sterilize a part of those superfluous r eserves 

vhlie they o.re still unused than to permit a credit structure to bo erected upon 

them and thon t.o •ithdraw the foundation of tho structure. • 

The nveil.Dblc methods of absorbing oxcou reservils have been under con­

sideration. It haa been decided tbnt under proaont. cirCUIIst.nnces changes in re­

serve requirooonts should precede reduct i on in roaorvoa through open- IIISl'knt 

opcr~tlona, bocnuse cbongos i n requ i r ements affoot. all bonks , r ogtrdless of their 

r eserve positi on , dnd consequently should bo mado whilo reserves are 1tldely 

distributed . 

Thi s nction increases reserve requiro~>~nt.s to t he fUll extent euthor i aed 

by l aw . It 1a not the pr esent intention of tho Bonrd to reQuest f r oa Congresa 

'ldditional authorit y to nbsor b excess r eaervoa by ll<!nDS of r &l&iD& reserve ro-

quiroaenta. 
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It is the Board's expectation thnt, with npproxil:lbtely ~ao,ooo,ooo of 

excess reourves r el!\aining with tho bunks , c1·edit conditions will continuo to bo 

eusy . n e. position t o tako promptly At tho sume time tho Reserve Systoo will bo i 

331 

such action as may be desirable to ~ase or t lghtun cr~dit conditions through opon­

~ket ~nd rate policy. 

sud: 

In announcing tho previous lncroaao in reserve requlre110nts, the 8oti.rd 

"The prevailing level of l one-tiae interest rates, 
which bas been an i01portant factor in the revival or the 
capital market , bas been due principally to the large ae­
cumulo. tiona of idle funds in tho hand a of individual and 
insti tutional investors. The supplY ~f investment funds 
is in excess of the demand. The incro~se in re<erve re­
quirements of member banks will not diminiah tho volume of 
deposits hol d by these banks for their customers and will, 
therefore, not diminish tho volume of fUnds available for 
investment. The maintenance of on edoqunto supply of f unds 
at fovoruble rates f or capital purposcn, including QOrtg~ges, 
is on iopor~t r .. etor 1n bringing cbout t.nd susttlining u 
lasting recovery. • 

Tho soma considerations apply with eqUAl force nt the present t iQe. 

The Board's action does not reduc& the largo volume of existing ~~s available 

for investment by depositors, t.nd should not , therefore , occasion an advonce in 

long-torQ int erest rutes or a restrictive policy on the part of institut i onal 

and other invest ors in meeting tho nooda for cound business, industrial and 

agricult urcl credit. 
In view of all those considerations, tho Board believes that tho action 

taken at this time will operate to prevent an injurious credit expansion and at 

the a&JDe timo give assurance ! or continued progress toward fUll recovery. 
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PARTIAL P.A.lUPHR.lSJ: OJ' T!UOR.Ul R!CJ:IVED 

J'ROll.1 J.aerioan llabasay, Paria, J'ranoe 

J~·,. 30 10""' - # .... , _ _, .;;~ . , 

IO. : 133 J'at TRE.A.SDRT. 
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Considerable busineaa 4eoernaent traneaote4 on 

unofficial market this aorning an4 a certain nervousneae 

waa eYident. The exchange fun4 was supplying sterling 

at aroun4105.07 after opening at 105 .05. Dollar• were 

fi:na aa 21.46. ftile the preaiNre on the franc baa 

apparently eased acaewbat , the etfeot of the BriUab 

credit so far seeae to ae leaa aa rked than lllight baYe 

been expected. 

I refer to ay telegram of l ast evening announcing 

the conclus ion of a cre41 t 1D the naae of the French 

rail-ya. 'fi tb regard to thi s c re41 t, Rueff aaid that 

of course the procee4a of the operat ion would be approp­

riated by the Treasury in partial r e iaburseaent of the 

amount owed the '!'reaiNrY by the ratlwaya . The general 

1mpresa1on waa that the pres ent arrangement& woul4 largely 

benefit the uoh.ange fund. 

J.GDOJ: J:OOIOli.I4tfK J:T FIIJ.JICURE publishes t he 

following 
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RB - 2 - ,''133, Januar" 30 3 ~ • , P• m, .rom 
Paris 

followtne, statement made by the liinister of Finance to its 

repr ... s entative last night !'ollol'l ine, the sie,nature of the 

credit arransement : 

"The loan has just been co!'cluded by the ro1lwaya . It 

ia t he first step of a plan established by the Treasury . 

The Treasury and the budget o' the state have in r eality 

to have r ecourse to the money marl:et which is not as o ma tter 

of fact v~.; ry well pro vtdorl , ::m1ovat•, a number of municipal­

ities and collective tics such oo tho City or raris , 

Morocco, Algeria , ut cc t ur u, . ~ certain services such as 

tho post1l administration dr aw on tho funds of tho state. 

I have askvd those collective ~ ies to r e imburse the Treasury 

whet they owe and . furthormoro to provide for their own nuads . 

I hnvo also r equested tho railways to unify thuir locn 

opur a tions abr oad instead of borrowing separate ly as they 

have; dono ao f ur . lly preoooupation during the first part of 

the yoar is to r olh.vo thu money market at a moment when 

oallG oro being made upon it by i ndustry in preparation for 

a r esumption of busi nuss . Purthormor o, I desire to call o 

halt t o odvancus from the bonk. I sholl explai n all th l s t~ 

tho ~arlixm~ntary commission. 

I am d1..lighted t hat t ho lo~ hos b~~u concluded . 

it will ease the s i tuation of the •rreasll17, i t will permit 

us 
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us to 9ut up a r esistance to those who, under the influence 

of inex l icable r umors which are li i rna c ous and inexact, 

hove borne down on the franc . 

I hope that those who have confidence in the recov~ry 

of our country and who desire with us that financial 

secur ity should accompany material security will aid us in 

OUl' taSk • 11 

The inter est rate of two year national defen se bonuses 

bas be .. n increased from 3 per cent to 4 .'10 per cent datins 

from today . 

''/hi le most financial oa \)C'rs profess to see Bl'ounds for 

satisfaction and encouragement in the satisfactory conclu­

sion of the credit operation, LE TF~S contends that the 

ex~lanation of the Government ' s financial difficulties lies 

ln the faLlure of the adminis t ration to r estore confidencu 

and that unless the administra tion profits by the r espite 

afforded by the British cr~di t to removo tho causes which 

have f orced it to borrow obrood only o few months after 

dvvaluot1on , it will again bv raced with tho same problum 

i n tho near future . 

SMS 

334 

Regraded Uclassified



335 

u GRAY 

London 

Dated January 30, 1g37 

Rec 'd 10 50 : n , m, 

Secr etary of State 

\\a~hing ton 

40, January 30, 1 p . m. 

FOR TREASURY PROIA BUTT"',;t'"ORTH. 

I understand from one of t he organizers of the British 

Banking Syndicate that they o~perience considerable diffi cul t y 

in marketing the paper; for e~amplo , one of the big joint 

stock bunks clearly unwilling to pa rticipate a t all . It i s 

for thiR reason t ha t the amount of the credit was r educod 

t o pounds 40 , 000, 000. 

Tho foll owing e~cerpt rrom today's Financial Ttmes 

moy be of i nterest in t his connection : ''There 

has not been the same keenness to absorb this credit 

as there wa s ~th its protot ype of 1936. It bas not 

been so much the s~curi ty-- thct is accepted a s sound 

enough and should be--but thoy doubt whether (o) it will 

be pos sible to secure finonotnl reh~billtation under e~isting 
conditions, and ( b) the f ear tha t uvon this effort will 

not survive mor e than a row weeks . It wns st~ted that t ho 

first tnst:lllment may be paid over on !Acn day to the :llllount 

ot 
0

ounds 10, 000, 000 and thot weekly lnsto1lments of stmil~r 
amounts will be transferred on 8th, 15th nnd 22nd PebruDr1 ·" 

ATBJ'!RTON 
W'9C IKLP 
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Saturday 
January 30, 1937 
11:20 a .m. 

U!.!J r : Hello 
Trens . 
Oper a tor: Go ahead . 

Hl.!J r : Hello 
Claude 
Swanson: Hello, Henry, how are you? 

H~Jr : I ' m all right, how are you? 

S: I found that you didn ' t write that letter. 

Bl.IJ r : 

S: 

I!!AJr: 

S: 

HMJr: 

s : 

HI!Jr: 

s: 
Hl.!Jr: 

S: 

HlAJr: 

S: 

UMJr : 

S: 

KKJr I 

S: 

Say , Claude, could you tell me something about 
what tha t letter was you were r eferring to - ? 

Yes, it was written by 

What? 

It Ylas written by your assistant - Assistant 
Secretary . 

I don ' t hear you. 

It was written by your Assis t ant Secretary, you 
didn't write it. 

I didn't write it? 

No 

Written by an .l.ssistnnt Secret ary? 
!mow when he wrote it? 

No he wanted - he 

What • s that? 

No - he wanted f ive of our planes. 

- You don ' t 

Well , could you have somebody let me know who wrote 
it and when it was written? 

I was .just ready to a minute ago, I 111 have Leal:\1 
to tell you . 

What ' s that ? 

I'll tell Admiral Leahy t o tell you. 
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8/AJ r : 

S: 

H~Jr : 

Hr.tJ r : 

S: 

B!.!Jr : 

S: 

-2-

Thank you . 

If you 'll wait just a minut e, I'll get him. 

Thanl!: you, C).An<'le, thAn\( yn11 , 

(Short Pause) (Clicking sound) 

Hell o? 

Hello, Mr. Secretary , hold your line just a second, 
please, sir. 

All right . 

(Short Pause) 

(Clicks the receive r hook) - llavy? - hello 
hello, Navy? - Bold - Just a ~inute , please . 
(Spoken t o messenger, probably : Go dovm and get 
Admiral Leahy to talk write a~ey , will you?) 
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Messenger : All right, if you ' ll wait up here a minute I'll get him. 

S: 

HUJr : 

S: 

S: 

HM.Jr: 

S: 

HJ.lJr: 

S: 

lniJr: 

I 111 get him. I ' l l talk to him, Mr . Secretary - 1 111 
handle i t . You can hanc up . I 'll get it in Just a 
moment . 

All r ight . 

I tried to Fet you on the extension but our Central 
don't answer . Admiral Leahy ,,e •re get ting right a r.ay . 

Well, o;e'll - Coast Guard will be glad to lend you 
a good telegraph oper ator if you want one. 

Oh , we'll have it now right 1n Just a moment . Just a 

minute 

All r ight , t hank you . (Laughs) 

I don • t see WhY in the world t hat Central wouldn 
1 
t 

answer up there. 

Who are you going to put on, LeahY? 

Yes, sir. 
WhY don ' t I hang up and you cnn call me right back? 
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All right, I'll get him to do that 
your branch number , Ur . Secret ar y? 

\'/ell, call me on District 2626 . 

Al l right , 2626? 

District -

338 

then. flha t ' s 

All right, s i r , Di strict 2626, all right , _ you hang 
up. 

Hangs up . 

Admiral Leahy calling you . 

Thank you . 

Go ahead . 

Hello -

This is Admiral Leahy speaking. 

This is the Secretary of the Tr easury . 

Good morning , Mr . Secr etary. 

Good morning - Do you know what i t' s about? 

tlo , sir 

( Laughs ) All right. -Yesterday, at Cabinet, 
Secretary Swanson was under the impressi on that I 
had written him a l etter asking him for five aero­
planes and he rather facetiouslY suggested that he 
take two of our new cutters in payment. Vlell, I 
protes ted vehemently that I had not ~IT1tten any 
such letter and in talking to him t his mor ning he 
said some Assistant Secretary of t he Treasury wrote 
such a let ter . Do you know anything about it? 

Yes , i t was written by Mr . Taylor , Acting Secret ary 
of the Treasury . 

Do you know the date of it? 

Why, I can get it - could you hold the line about 
two minutes? 
No, no - we'll find it, ~dmiral . ubat did he ask for? 
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He a sked t hat we transfer or loan t o th I think it i e Coas t Guard , was s x patrol pl anes 

Yes 

~~~!~~tt~=~ ~:r!v:~~i~~dsome patrol pl anes and they 
wor k of the Coast Guard. they needed t hem for the 

Oh -

And t his - t he idea about t he ship transfer was that 
Admiral Standley, before he left , -

Yes 

- t old us t hat he had had a conver sat ion with you and 
t hat there were s~e of the cutters 

Yes 

- that you were not going to use 

Yes 

- on account of lack of personnel or something and that 
you were pr epared to turn them over to the Navy Depart­

ment but that you would like to have some oatrol planes . 
That ' s the word t hat Admiral Standl~· l eft. here in a 
memorandum t o me. 

Well, l et me explain to you, Admiral , that - t his 
t hing has been going on in a joking manner bet'lo'een 
Standley and myself for about t wo years, see? 

Yes 
And he's been wanting - he ' s - every time he 'd see 
me - "Yfuen am I going to get t hose two cutters?" - seP.? 

I see. 

And then I'd say , •Well, when you give me some good 
planes." 

I see . 
And this has been going on back and forth and then, t o 
give you t h e background, the ti•e ~en a request came 
through to hurrY up and send some ships to Spain, 
somebody got the impression that when these - our new 
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cutter were built - that we di dn ' t have the 1 
to man them to send one t o Spain . Remember , ~:r~~~~ 
sent the Cayuga and then sent one of the new ones . 

Yes 

And that was erroneous , as you k:novt , because we sent 
them promptly and they did very good work over there . 

Yes 

And this whole t hi ng has been a sort of a kidding 
thing between Standley and myself . 

Yes, sir 

And, we have the cutters, ~e can man them, we have 
great use f or them . And, as I say, every time 
Standley would see me he ' d t ease me and say , •Now, 
when can I have those t wo cutters?" And he aloos t 
got them once . But , that ' s the whole thing. 

Yes, sir . Vlell, I tell you, Mr . Secret ary, I'll 
have Aeronautics look up and see if we have any 
patrol planes that can be spared and i f we can 
we ' 11 t ry to f ind them for the Coast Guard. 

Well, I guess that ans- - what t his is is we ' re 
getting some new pl anes for our cutters and I 
guess what they wanted was a loan of these planes, 
wasn't it, that we were to repl ace them subsequentlY? 

They asked either for a loan or for a transfer to 
the -Coast Guard . 
That ' s what i t was , but it said notaing about swapping 
f or cutters in the letter ? 

Nothing whatever, no sir. 

All right . Because, if it did I ' d fire the man who 
wrote the letter . 

(Laughs) All right . 
All right well thank you. That ' s what it is. And 
this has been a 1 sort of a ki dding t hing between 
Standley and I say, he almost kidded me out of them 
once, with the Fresident. 

I ' ll t U t he Secretary so he won ' t Yes , sir, we.ll, e 
be mixed up in it again. 

• 
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~tell , he knows, I think, because yesterday I mean 
the President teased ree about it and said i f swanson 
could trade me two cutters f or five planes he was a 
good Secretary of the Navy end 

(Laughs) 

341 

- and I 1d admit I was a rotten Secretary of the Treasury . 

Yes - it sounds as t hough he was trying to drive him 
pretty bard bargain 

I t hink a little hard. 

(Laughs) 

But , v;bet we want to do i s - ::nd I want to say t his 
while I have you, that in the l ast year we ' ve felt 
here that we 've gott en along splendidly with the !levy 
and I want t o do everything we can to cooperate . 

Well , that ' s f ine . And you oan depend upon us for 
full cooperation with your Department . 

Thank you, Admiral , thank you. 

All right , goodbye. 
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Sunday, Janun~y Jl, 1937 
11 :00 A. ll . 

Why not let' s go ahead? Let ' s start with the la~est 
figures . This has two purposes . First , we'l l give 
you the most r ecent figures on our money needs and 
the questi on of whether .te want to do anything i c.oed­
i ately or in Uarcb. 7/e want t o t ake a look at that, 
and then a fter that we'l l talk about how we ' ll handle 
the market together . So let •s get s t ar ted on our 
own stuff. 

If we don't do any new financing wha tever - the t i s , 
l mean r ai se nny new money to make your f inancing 
oper a tion, our balances will run do~~ to 913 million 
at the end of January, 658 million a t t he end of 
February •••• 

Just a minute. End of February, 650? 

.toell : 658 . 

H • ..! . Jr : 

Bell : 

H.!I. Jr: 

Bell: 

H.IJ.Jr: 

Bell: 

B. M.Jr: 

Bell : 

658, yes . 

858 a t the end of March . 

l:.nd of ).larch, how much? 

858 million. 

Yes 

53) million a t the end of April. 

Just a minute, I ' m writing . l:.nd of April ••• 

t h 2as million at the end of May , 
533 million en. ~ith about 500 million dol lars . 
and go out of June " 
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That ' s without raising any new money in June. 

Yes, and that proviaes for paying off the JOJ million 
in bills maturing on March 16 to 18 . That •.•ould indi­
cate that we ' d need a minimum of JOO million dollars 
additional money . If we did raise JOO million addi­
tional money, that would r aise those balances by that 
sum . So tha t the low point in that period would be 
the end of Uay, 288 million if you do not finance, Lnd 
588 million if you do raise JOJ million dollars addi­
tional money . 

Are those pretty liberal estimates on expenattures, 
relief, etc.? 

(Eccles comes in) 

Good morning . 

Ar e you bringing anybouy? 

Ooldenweiser was coming. He said he ' d be here . 
Isn't he here yet? 

(Looking under desk) I don't see him. 

He may be over at the office. I aon't suppose I was 
to meet him over there. 

(On phone) If Dr . Ooldenwei ser is over at the Federal 
Reserve Board, ask him to come over here, please . 
Thank you. 

hl do tha t again for Eccles, will you 
Just roug y, 
please? 

If we do not have any •••• 

Want to get this - I mean run over this thing. 

i in the next five months, our 
•• • new major f inandc ng to 913 million on January 31, 
balances will run own 858 million at 
658 million at thece3~d ~f1i~~r~~r~he end of April, 
the end of March, J J m nd about 500 mill ion 
288 million at the end of Kayrt!t would indicate tha t 
dollars at the end of June . 
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we'd need at least 300 million dollars of new money 
and if we get those 300 million those balances will

1 

be increased by tha t amount . 

(Goldenweiser comes in) 

In answering your question, Dr . Burgess, I think the 
emergency. expenditures are r at her liberal, and yet 
t hey contemplate some r eduction in the :1. P. A. expendi­
tures, as Harry Hopkins has indica ted to Congress, but 
not going quite as f ar as he hs s indicated . 

(On phone) Hello . ,'/ell, he just came in. Thank you . 

I apologi ze, but I found it took longer to park than 
I expected. 

Well, I'm sorry ebout t hat . 

The expenditures include about 30 mi l lion dollars a 
month for gold. That may be small . 

30 million a month for gold? 

Xes , sir. 

Well, you're way low on that . 

Well , it dropped off a little . 

!lot the last week, have they? 

\"/ell, private imports have been dropping off a little 
bit But of course you d.id get a junp; there was 
abo~t f ive or six mill i on miscellaneous stuff came 
in one day last week privately. As you say, it may 

be •• • • 

As an average . 
It is something tbot is pretty hard to figure on. 
Certainly will need a t least 30 mill ion. 

b i low Isn't it true that 
~~tt!~~~:so~ec!~it:l~both.for sec~~;Y0~c)gunt 
and balance, havendbeen runninslast resp~~f was 30 millions 
million a week, a our 
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of dollars for one week . 

Well, of course you' re getting about 100 mi llion 
dollars in J anuar y. of gold, but I didn't t hink 
t hat would keep up , 

I think you ' ve got t o f i gure on a hundred mill i on 
a month . 

Do you really? 

That ' s what I figure . 

34!) 

Until ther e is a little mor e change in the picture , 
I should think that would be a wise amount to figure 
on. 1'/ouldn ' t you, !.tar riner? 

Well, tha t lJ() mill i on in January covered the move­
ment of some of the gold that bad already been pur­
chased by the Fund, and was really a purchase from 
the Fund, and you couldn ' t consider i t a normal 
movement . 

Well , only about 20 of it , 

Well , about 80 would be the normal movement. I don ' t 
thi nk 30 i s enough . Of course, 1()0 - that v;ould be 
safe . 

The week before 
ra t her sharply . 
picki.ng up . 

l ast, the engagements dropped off 
Then they started against last week 

Well , we did 12 million one day there f or the Bank . 

Outside of t he private engagements . I t picked up 
becaus e Swi t zerland and Indi a bot h came in last 
week. 
It may well be t hat t he recent act i on of t he Board 
of Governors may slow up t he movemen t f or a securi t y 
account. I would hope so . 

Well, you mean i n t hi s fig ure of 658 throughout !.larch • • • 

858 
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••• you ar e only figuring on 30 million or gold? 

JO mtllion every month as an average of gold . 

This is the way I 've sort of divided the t hing . 
We ' re going t o do t he money f irst tha t the Trensury 
needs, Marriner, and then after t hat we ' ll t ake up 
how we 1 l l handl e the market. If tha t is agreeable 
to you • 

All right. 

On account of my going away tonight . The first ques­
tion is should we do anything between noN and March? 
'.'le have talked about it. Shoula •e, for ins t ance, 
sell any more bil ls for June, and - the talk we 
had Friday was t ha t - people here felt that we 
oughtn' t to do anything next week, Jaiting to see 
what effect t his mo ve had; not oo any t hing unt il I 
got back a week f r om Monday ond then take another 
look a t it. NoiV, i s tha t wise or isn' t i t 'lli se? 
I mean ough t we announce next .~ednesday that we're 
going to star t selling bil ls maturing the 15th of 
June or should we wei t 11 week and do nothi ng? 

In view of our pict ure that Bell figures 1~e • d go out 
of March - what ·~till we have ubout the 14th of March, 
Dan? 
We 'll have about 675 million, u l i ttle oore than you 
go in U&rch ~ith . 

About how much? 

675, and you go in wi th 658 . 

That 's the end of March? 

No, the middle. 

That 's befor e t axes. 

And before paying bills . 

That includes some t axes, whatever comes in between 

the f irst and 15th. 
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Those bills are what dotes? 

ThR 16t h, 17th, ~nd 18th. 

~ell, Burgess , supposing 1ve announced Vlednesday or 
lhursday Ne ar e going to sell ~nother bill . Do you 
think it wo\.lld be .vise or unwise? 

I ' d give the lllD.rket at least a week to settle down . 
I think that ' s wise . See where you're at . There 
would be some shift in r ates, I tnink . 

You' ve got plenty of balance so & week isn' t coing 
to c ake much difference, is it? 

No, I thougnt that you people might want to s ay , 
"We 11, you 111 announc€ the t you •11 sell bills to 
offset gold sterilization," ana I didn ' t ~ow 
whether you people might s ay , "Well, we 'd like you 
to go a head •it! th tho t progr am ." 

Nell , if you - it ' s 
for that purpose ... 
do? Row much would 

(Nods yes) 

a 4uestion of selling bills just 
I mebn if you - What would you 

you sell - 50 milli on? 

You NOuldn't earmark them for that purpose enyway . 

No . 

Hell , personally I don' t t hink it makes cuch differ­
ence, Randolph . I thiDA t hb t the fact th&t 25 percent 
is being effective at the end of the month and the 
other is 90 days off - I don ' t think it is going to 
make very much difference i~ediately on your market . 

'.'/ell, I did think 1t would make some the first week . 
I t hink the second week you 1d be perfectly safe . 

17th . '.'lai t for the 17th. 

Yes, I ' d give the market a chance to t ake i t for a 
week. 
I'd say, as far a s Reserve is concerned, •nether you 
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sold bills neAt week to sterilize gold or the 
follow i ng week wouldn't make much difference . 

\'/ell , I wanted to be sure of that . I di dn ' t know . 
Thought maybe you had some pr ogram in mind . 

No , it 'lfould n • t . 

You don ' t care? 

llo . 

ilell, we don ' t care he re . 

The gener al way it .aul d suit your o1m arrangement 
best . 

348 

oiell, unless the Trea sury veople t na t I tbll<ed to 
have changed, we all were in e greement •::e ought to 
do nothing other tha n just sta nd by for a fe .~ days . 
Have you cha nged, liayne? 

No , .reel so e ven more s trongly t han I did . 

George? 

I feel the sa me . 

(Nods yes) 

I feel the same way . 

I think the marke t wouldn ' t know just ho~ to bi d jus t 
for a few days, so it 1 s better to wa i t a weel< . 

You migh t establish E wholly artificial r a t e by push­
ing it this week . 

That's what our boys said . 

You would n ' t likel y get the lowes t r a te this week . 

'.'/ell, you might get a lowe r r a te next we ek tnan this. 

That's '"'hat I sai d . You ' d PliY more this week than you 
would next. 

Wayne? 
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I ' d also want to stay out for two Nee'·s it' i 
down t o t his . ~ t comes 

Well , ir we do that , then I ' d like to s t ay out until 
after tne 15th of March, because other wise we•re going 
to fi nd ourselves started and we 're not going to be 
able .·· If we •re going to sell bills we ' d at least 
want to sell 200 millions. ' 

It wouldn 't make much difference. I t hink 2JO would 
be bEtter t han 100 . 

I would think you ought to have more bills !:laturing 
i n June than you had in Yorch. That is, this new 
program will be effecti ve Uay first comple tely , and 
then we begin to work with the market wi th much 
narr ower margins, where you have to figure a l ittle 
more closely . So you really need in June a larger 
volume of maturity to take up your income t axes. 
JJO million in !larch will only take up, say , a third 
of your income t axes; I don ' t know just Nha t it ~ill 
be . But I think 1t would be better when you come to 
June to have four or five hundred million maturity . 
Then • . •. 

How you going t o do it? 

You can do it with Trensury bills of four hundred 
million. You can do t hot in two months ' issues, 
can't you? 

Yes, but you woulon' t ~ant me to start the first , 
let's say, the oidcUe of Febr uary and then nave this 
bill business running tnrougn March, in case we •re 
going to do financing in between the first and 15th 
of March, would you? 

I don't t hink tha t makes very much di f ference . Oon• t 
think so. 

You don ' t need that much. Without any financing what­
ever we only begin ·Nith 225 million in June; we only 
take 1 225 mi l lion out of the market. 

Dut you take - the week of the 15th you•re taking 500 
mill ion out of the market , a r~n • t you? 

Well, it levels off pr etty well . vte 1ve got 150 million 
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dollars worth of interest to be paid during th~ t 
first ten days there. 

Yes . 

Hut you ' d be getting in •••• 

35U 

200 would be all right, 300 would be fine . ::e only 
gain a l i ttle over 200 million dollars in the raonth 
of March; we 1ve got 300 million maturing . 

1/ell, t ha t ' s for the ~hole month . You' ve got a lot 
of expenditures during the month. If you t ake th~t 
single week, you ' re going to t~ke a lot of money out 
of the market . hna I think we've got to be able to 
figure this ~ore closely than we have heretofore. 

JJidn' t make any difference •11nen you nad very l:;rge 
excess r eserves, but •//hen you get down to t'No , three, 
four , fi ve nunured million tnd you take it ou~ of the 
market on the tax dates, if it is only for a few days -
and unless you have mLturities to put it back in, you 
create thereby a tight rnurket for maybe a week. 

But you might as well get it out of your head; we 
won ' t sell four or five hundred million dollars worth 
of bills into the 15th of June . I mean the progrnm 
Just doesn ' t call for it . 

I t may mean we nave t o go into the market a l ittle in 
June . 

I think that •s rignt. I tnink you're going to have 
to do that right a l ong . 

I mean you might Just as well get that ••• Between 
two and three hundred million •..• 

Three hundred mil l ion is what I .••. 

I don't think 300 is bad. 

#ell, wnen you were talking four or five hundred -
it's Just out of the picture. 

You mean you don• t need that much money? 
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No . 

Wellth' you do if you have a hundr ed million in vold a 
=n . -

Mr . Secretary, you snid a moment ago that other 
thitingh s being equal, perhaps you might go ~til March 
w out issuing any new bills . 

Yes . 

,lould t hat be consistent ... ith your announcement to 
sterilize imports of gold? 

No, it wouldn't, end t hbt i s why 
llo, i t wouldn ' t . It would not . 
tent with tne policy tha t I want 
balance of a bill i on dol lar s . 

That• s r ight. 

I r.anted this meeting . 
It is &lso inconsis­
to keep a working 

I mean normally I ' d go right ahead and start now. 
I would have s tarted n week or ten days ago . We had 
it all figured out that we were going to do this 
thing right through, get two or three hundr ed million 
and get it out of the way by the first of Uarch, bnd 
not have it interfere . But we ' ve sort of been sitting 
back and waiting for the Federa l Reserve Board . And 
now that we •ve waited this long, there is ~1e question 
of the advisability of doing anything next week. And 
then some other ~uthoritics would want this hundred 
million do1lars a week r unning t hrough the fi:rst and 
15th of March . Burgess has Sbi d so often you can' t 
watch more than two balls in the air a t the same time . 

VI ell, if i .n !.larch you are simply r efunding your 
April notes, it i s such a smnll oper a tion the t I 
think you could carry on your bills anyway. But if 
you have a financing in !larch, lfi th a billion and 
a ha lf or billion of new cosh, as ~1e have sometimes 
had it would be n problem, .vhere you have to give it 
lee~ay. But 1f you ar e not r aising any new money •.•• 

Well, we don ' t know . V• e haven' t said . We don't know. 
I mean we might want to pick up two or three hundred 
million dollars of money in March . 

We ll, even so, I don't t hink t hat is ••• 

Regraded Uclassified



Bell : 

1:1. M. J r: 

Bell : 

t.ccles: 

Bell : 

Eccles : 

Bell : 

l!.ccles : 

Bell: 

Eccles : 

Bell : 

H • .J . Jr: 

Boll: 

352 

- ll -

You' ve got t o pick up some money either ~arch, April , 
or June . 

In addi tion to the bi lls? 

Yes , the bills mn ture i n this year , so you• ve got t o 
pi ck up money to replace your General Fund bulence 1 
paying off t he bills. 

.Vhat do you figure on your bills falling due in 
March? Are you going to PuY those and not issue bills 
to offset? 

Going •o pay off the )JO ~illion out of tne Internal 
Revenue r eceipts, an.1 tne bills that 17e issue ln the 
next month we contemplatea having mature i n June, pLy 
those off out of the rtevenue receipts . But we ' ve 
got to repl~ce some of tha t money . 

But you wouldn ' t issue - you 'd hove JOO mill i on that 
you'd pay out of I nternal Revenue receipts, and you 
wouldn 1 t issue )00 million of bills between now and 
that time? 

Uight not . 

If you could, it would be ... 

That ' s what He contemplat ed doing . 

Yes . 

But • •• 

You fellows upset our progr am to the extent thnt 
we hr.ve sat b&ck and done nothing, and ~ 'm l etting ~~ 
balances r un down and I'm not going to oo •hat sa 
I ' d do about offsetting sterilization of gold . 

I think ou have done that up to date, Mr . secret ary . 
You haveybad 1 50 mi l l i on dollars i ssued of_TreLs~y 
bil ls and you have only sterilized 125 mi l i ion o 

N I recall your announcement, 
incoming gold . ow, a s obli ations Well , even 
you said you ' dsissiuesTBreonn~~;re Pu~lic Debt obli gations 
United States av ng 
and can be used for that purpose . 

Regraded Uclassified



Taylor: 

H. ld. Jr: 

Taylor: 

H. M. Jr: 

Taylor : 

H.!( . J r: 

Eccles : 

H. !A .Jr: 

Eccles : 

H. M. Jr: 

Bell: 

B . !J.Jr: 

Mrs Klotz : 

H. M. Jr: 

Burgess : 

B. " . Jr: 

- 12 -

It was particularly brought out that you 
going to do it in exact amounts acywey. 

How macy Treasury bonds •••• 

IYeren•t 

Savings Bonds, little over 90 million. Haven' t got 
the last two days on th~:tt yet. 

Well, that ' s triple what you did before . It was 
runnl ng about .30 million. 

353 

It will run off now. But. the ill b re w e some carry-over. 

Well , I - go ~head, ~arr1ner . 

I was going t o a sk you do you figure refunding your 
Uarch notes - I mean your Apri l notes - in March? 

No . 

You don•t. 

No . 

That depends largel y on what you do with your bills 
or how we • •• 

All we can decide today is will we do awthing next 
week, and does anybody here think we ought to sell 
an extra 50 million dollars worth of bills next week? 
All right, then that ' s - then we won•t . Then when I 
get back a week from !.londay we can talk a bout are we 
going to sell bills, end then we can again talk about 
the March financing and the April . See? And I think 
what we ought to do- we ought t o oake plans ·now .••• 
I keep getting confused; did I say I was going to Hew 
York Tuesday night? 

You said Monday night or Tuesday . 

I t hink it would be better Tuesday night . ~ouldn't 
we meet here Tuesday morning and have another talk? 

What Tuesday is that? 

That's the ninth. 
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I v;as Planning to spend the week in Bermuda from 
sixth to the 15th . That doesn ' t il 

t he 

Harrison, could you be here? 

I 111 be here . 

Could you be here? 

Yes, I'll be here . 

necessar y ..• 

All right with me; I expect to be here. 

i.'ell, why not say - put d01m 11 o 'clock Tuesday . 

You say you're going up to Hew York? 

I•ve got to go up ~nu testify a t a forgery trial at 
New York on Wednesday . This mon forged my name to 
that Red Cross contract - i250,000 contract - forged 
my name. I mean they can' t convict him unless I go, 
and I feel tha t it ' s important enough so I 'll go up, 
just long enough to testify ana come right back. 
Well then, don•t you think we could do it again 
Tuesday? 

Tuesday would be a good day for me . I have a regular 
meeting Tuesday, but it wouldn't be necessary for me 
to be there . Board has a reguler routine meeting 
Tuesday morning. But that's - Tuesday would be all 
right . Ne can put that up to tnother time if there 
is anything special; otherwise, go ahead Nithout me, 
which they often do . 

Yes . 1:o other Board member being. here, we ' ll take 
your word for it. 

(Points to Goldenweiser) 

I think we want t o be awfully sure bow ·11e do t his 
thing. Huh? 

Well, it' s a- this is a •••• 

You know, I'm surpri sed that Burgess is so slow on 
the trigger. I thought he 'd say, •Why don't you bol d 
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your meeting in Bermuda?" 

Hell , I 111 be glad to moke 
expense of the Treasury. 

That ' s something like it . 

the suggest ion, a t the 

At the expense of the Treasury, of course . 
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Well, at the expense of' the Federal Reserve Board of' 
Washington. 

I think the rest of us were slo·" on the trigger . 

VI e all need a week do.m there, don't we? 

You could postpone the meeting of the Board then, 
couldn't you? 

'Nouldn 1 t be a bit of trouble. 

They may have to go to Dermuda by next Tuesday . 

Now I can s ee why George has been on the side he has . 
He thought possibly he ' d get rid of the Board . I 
thougot he really had an interest .vhich - a public 
interest in this thing; but apparently i t is some­
thing else . 

I don' t admit that those two are inconsistent . 

(Hearty laughter) 

That just depends on your point of view. It depends 
on whether you live in New York or someNhere else . 

Get himself out of the country too. 

Toat 's right, depends on where you l ive . 

I hope this all doesn ' t go into the permanent record. 

What you 've got now, is it 
mean in view of what - we ' re 
you want to say • .• 

George, anything you got? 
good for next Tuesday? I 
not going to do anything, 

No . Just in case, I made these charts up, i f' anybody 
wants to take them along . 

No, 1 think we'll let it ride. Don't you think so? 
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I think so . 

!low, so you gentlemen will understend, the • et-up 
that we have here in the Treusury during my-absence 
is this : ~uestions of Government bonds foreign 
exchange, I 've informallY appointed a c~mmittee of 
three , of •.vhich Taylor i s the chairman Lochhead and 
Bell; and they're going to $eet t hree times a day 
9 : 30, 12 : .30 , and .t, : JO, wh!le I •m gone, end they •li 
be responsible a s f ar as the Treasury goes for Govern­
ment bond market and the foreign exchange mE.rket. I 
tnought that your people ... ould like to knO'A' t ha t in 
New York . 

May I ask again who the three are? 

Taylor , Bell and Lochhead . 

Taylor, Bell and Lochhead . 

They meet three times a day in Taylor ' s office and 
tney 'll be responsible for the Government - for the 
Treasury ' s end on Government bonds and fore i gn exchange. 
The r ea son I expla in that is because Magi l l will have 
nothing to do with thut end of it when I ' m gone . We ' ll 
run it in that manner . So a nything that Burgess w11nts 
or Knoke wants, or the Federal Reserve Board - if you'll 
aandle it through that committee f or me • • . they ' l l be 
the ones to contact \\nile I'm gone . I think it will 
.vork all right . 

No·n, Dr. Burgess, the floor is yours as to whet you 
are going to ao to bold up the hand of tne federal 
Reserve Board beginning Uonday . 

!/ell, i n the first place, I don't .• • 

~n what capacity are you speaking now? 

Observer of the market. As an observer of the market. 

I'd say as co-agent. 

Yes . 

Bow' s that? 
I don ' t think in the first place there ' s 

Yes, just so . 
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going to be very much disturbance this week . I think 
that this progr am makes i t so clear that there ' s 
plenty of time to ad just th:lt I thin!: the ad justment 
will be gradual - what there is . I suspect the market 
may be somewhat weak. I would suggest we ' d fol low 
just the s ame pr ocedure that we have been follo'Ning, 
Mr . Secretary , of having bids in t he market, of 
keeping it orderly; if it gets slidi ng very r api dly, 
to increase the size of the bids so that you have 
some resistance; that our function is t o maintain en 
orderly market r ather than to by to peg it . 

And I think ~e should buy Jointly . Now, whether we 
should do fifty-fifty on e£cb issue or whether you 
should indicate so:ne issues you ' d r ather hove - tha t' s 
a detail I think ••• 

\'/ell, I want t o r ai se the question about notes . Ho•A' 
do you people - bow does the Board feel - the System 
feel about that? 

You mean increasing their holdings of notes? 

Yes. 

Well of course we haven ' t changed the vol ume in the 
portfolio at all . It ' s been a questi on of shi fting . 
But we have given Burgess sufficient power that he can 
do shifting from notes to bonds and bonds to notes, or ••• 

Bills to notes, notes to bonds . 

de 's got a leeway there . 
situation is. It isn' t a 
in the por tfolio . 

Depends on what the market 
~uestion of what we 'd prefer 

1 d on•t know t hat I made myself clear. I think I 
h t B gess has in mind as far as we are concerned, 

know w. a urcounts from purely the investment stand­
from our ec ' d 1 b nds 
point; we are onl y intereste n o • 

Yes. 

See? N ., i f you say to us you ' d l i ke us to go f ifty-
o ' , 11 do it But from ll straight 

fifty on the notes, we 'trust funds, we are 
investment standpoint, from our 
not ~terested in notes . 
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Wel l, t ha t would be, from our standpoint, more than 
satisfactory. 

358 

Don't you think tha t it might more likely - thnt you 
will find two million bonds and eigat million notes , 
r a tae.r than t he other way? 

.. en, I think th£ t it might - ""e mi ght f ind they "ere 
about e4ual , notes end bonds . 

Notes have discount ed ~uite a bi t . Tn~y ' ve been 
going off f or a month. 

Yes, they have f or a whole month . They' ve been 
working . But I still f eel thLt just the scme pressure 
will be there - the pressure in the preliminary s t ages 
wi 1.1 be on your notes r ather than • . . 

But the bonds want to act all right . Don• t you think 
so? 
I was just mentioning 1t (Ould j)robebly be t he other 
way around . Fifty percent would not be in bonds . 
It would possibly be core notes than bonds, nnd t hen 
the Treasury would heve to take some notes also . 

You can divide your whole scale of operations . Here ' s 
the not es end the intermedi ates and the long terms . 
You can divide i t in the middle and give you the 
longer bonds and come do.m to a dividiDE line , wherever 
i t falls, to make half each way . Vle ' d be taking notes, 
shorter bonds, keep going up just es long a s necessary 
in order t o get our half . 

Well , don ' t let ' s ge t it too compl icated • 

Yes 
Don't let' s get it t oo complicated . WhY not stick to 
your first formula on the ten million? If you take 
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all the no tes as part of your half .••. If at the 
end of t he first aay i t doesn 't look wor kHble the 
boys can get me on the t elephone in th.irt:,. :Jc ~on::!: . 

I 1 d say - now t his i s what happens the first aay -
I mean I have a direct wire - "VIe have t a lked to 
Burgess and this doesn ' t look fair; we•ve go t to 
make an adjus tment·" But 1f it works out all right 
I think it is much simpler . Otherwise, you ' re going 
to have a lot of mathema tics . 

We can work i t pretty easily. We know what you want . 
You went the longest bonds Lnd the highest yields . 
•::e can .... !vide the purchases fifty- fifty for the total 
day ' s purchases Lnd give you just as fully whot you 
r.ant as possible; you may have to come into inter­
medi a te bonds some, but we can ~ive you the ~anger 
things and we can t end to t ake the shor ter things . 

'//ha t accounts would lYe buy the notes for i f r.e did 
buy them? 

Buy them for Postal Savings . But should you get rid 
of t hem in a short time ••. 

• • . you'd lose money on t hat , ond it wouldn' t be an 
invest ment . Better for us - even if we have t o 
take mor e than h~lf of the total, I ~auld think 
that if it is a weak no t e ma rket and you get far 
more notes t han bonds, we ought to take care of the 
notes . 

I think so . 

I f eel so very strongly . 

We ' d nave a devil of a time explaining t o anybody 
wha t 11e wanted with notes . 

'//ell I feel tha t way, but I wanted t ha t suggestion 
to c~me from you fellows . 

w 11 I think the Treasury i s investing funds end 
t~e ' are not buying; if they went into the note 

:!~~:~,a~~e~~~nb~o~~~t~~et~h~e;r~~ie~fa~~~nn~~eto 
bow you're going t o ge t out . 
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;~a~ ,ho~i~1t~at you people would make that suggestion 
m c e to death you did. So it ' s ell right ' 

and then I 'Nould suggest thr t you take care of the 
not~s . And why don ' t - 11b,y wouldn ' t this be - why 
don t we try it this way, so as not to ge t i t too 
complies ted; why no t f or this comi ng week - why don • t 
you take care of the notes and l et us take car e of tho 
bonds? Why i sn ' t tha t t he easi es t thing? 

That's all right . 

What? 

That ' s all right. 

And tha t can be changed &ny day . What do you (Harrison) 
think of that? 

I think that ' s infinitely b etter than any arrange!!lent 
which presupposes that the Treasury is buying as a 
part of s t abilizing the morket. You are buying for 
investment and I think the r ecord is a lot clearer 
if this progr am makes it certain tha t your purchases 
are f or investment and not as o pert of controlling 
the market . 

'!/ell , there is even - there is more significance in 
tnat. I think as timo goes on you peopl e certainly 
look ahead for thr ee, s i x months - will have to do 
more on the notes as a credit oper ation . 

'liell , particularly in the bills . 

I ' d say in the bills also . 

Vh yes . 
so ther e is a ll the more reason to establ ish this 
precedent tha t you fellows will oper ate in the no~es 
and bills and we • 11 do it in the bonds . lioN, if 1rom -
our motives from the Treasury standpoint can be easilY 
expl ained and sustained : we need bonds for investment ; 
we don't need notes and bills . 

Then you arrange your investments so as to stabilize 
the market a s much as possible . 
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Fr om e very s tandpoint I think 1t .1oula be much 
better . Certainly you can ~!ways chanae it 
dey Nnw T no o t ,_ . .., every · . - ., - - n r".:now who 1~ "Ut'O ~ ... ~n ... ris ..... 
~hethetr t here is going to be ;o~e ~:~;h~ther .. ;~u ' ll 

ave o buy more bills or more notes or mor e bonds 
But certainly, going into the th i ng tomorrow if w~ 
do buy the bonds and you fellows do the rest ' I 
think from ever y standpoint i t is the consistent 
thing to do . 

It i s the only logical arrangement I think, this 
week . ' 

Over a per iod you 1 11 buy more notes, I think; over 
the per iod of a month or so. You get days - you may 
get a period when you buy more bonos; but it would 
seem to me tha t certainly for the coming week this 
sort of an arrangement ought to be satisfactory . 
It ought to be the best arrangement . Then if we 
are going to mee t again next Tuesday, why , we can 
discuss and see whether or not we want t o conti nue 
11i th tha t ar rangement of us taking all the bills, 
the Tr easury take oll the bonds - I mean al l the 
notes and the Treasury the bonds . 

Y/ell , the whole point is , frankly , since the 15th 
of November, which is two and a half months, I ' ve 
worked harder than I have - my r esponsibilities 
have never been greeter ; I ' d like to go away feeling 
tha t this t hing is set and I don ' t have to worry 
about it, !ind that ' s wny I ~sked you gentlemen to 
come down o~ Sunday. And if the tning is UIU'a i r 
for either side, it can be cnan&ed any night . But 
I think it is - like I said before, I ' d rather , if 
possible, have the t hing stick for a week. But if 
it is unfair , it can be shifted any night. Huh? 

Unless somet hing ver y unusual happens , that ought to 
be good f or a week. 

I mean you' l l have time to look around f r om day to 
day and so and so, but I thi nk it i s certsinly 
desir able to sny

1 
nLet ' s do it t hat v:~y for s week 

and look ar ound and see where we are . 

Can 't be anythi ng very unexpected , very un~sual , or 
ver y drastic ; if it should happen during the course 
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of the week, we could get in touch with the SecrEtary 
even before next Tuesday, on the telephone . 

Do you contemplate increasing your portfolio? Or 
is this a shift? 

Yes, it is largely a shift . If we need to •Ne ' ve 
got authority to increase the por tfolio to 'six 
hundred million. But I - then we 've got enough 
contemplated, and i f the 50 percent reserve require­
ment had been made effective by the end of February, 
the first of Marco, all of i t, Ne Nould have had a 
question of increbsing the portfolio substanti ally 
during ~arch . But with the postponement of that 
~5 percent, there will be excess reserves of a billion 
and a quarter, billion three hundred million, in any 
case, so you will have sufficient excess reserves , 
I th1~~. so that I doubt if we •ll have to increase 
our portfolio for that. Of course, you may get a 
marke t situation where you can' t make snifts of 
enough to cover entirely . Do you think we will, 
Randolph? 

I don ' t think - I think we can cover it w1 th shifts . 

Of course, our shifts •11ould not be from bonds to 
notes if we ere sup.'orting the note market, if at 
the same time the bonds are weak, because then we 
would be worsening o bad situa tion; we would have to 
shift from bills to notes and not froo bonds to notes. 

Do you get the full effect .<hen you shift? 

Vh yes . You se~, for the short bills there is always 
a market. We ' ve go t aoturHies o_f bills running along 
t.velve fifteen million ll week . ~~e can first buy 
against our maturities and tnen tnere is a very good 
market always for tne shorter bills maturing w1 t hin 
the next couple of months . 

In long shifts , do you put in or t ake out any more 
money from the market? 

No . 
How can you get the full effect of it, then? 
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The market isn' t weak be , f 
in the market. You ' ll h~~~~ ~il~ishor~&ge of funds 
hunar ed million Ol excess funds i n ot?' wokor three 
the other 25 t ae mar e t until percen increased reserves goes into 
effect; you' ll have an abundance of' funds in the market . 

We may have to do wha t you want Mr Bell, af t er the 
second increase takes place in May.· 

I t hink that's different . 

But I thiDA with this f irst incre~se, as the Chairman 
points out, you s till hove such a large excess of 
funds in the market tha t the shif t ought to be 
adequate . 

Well , it i s t r ue , taking the m; rket as a whole there 
is plenty of funds; but the weakness of t he mrrket i s 
caused by ad justments lar gely and the people tha t 
ar e going to make the ad justments haven't got the 
funds . Isn ' t t hat right? 

Well. •• 

Yes, but there are other people a vailable . 

You won't have any trouble on your ad justment until 
af t er your ad justment in »ay , f i rst of ~ay . Then at 
t na t time we may have to increase our portfolio t em­
porarily. But I don ' t think i t will come until you 
get to that point . I t hink you' ll be able to see 
t hat·for a perioo of several years all the support 
has been given t hrough switcnes, End I think that ••. 

Yes, I realize that . 

•• • and I t hink it is possibl e to continue that as 
long as you have a billion or more excess reserves . 
When the other Z5 percent goes into effect and t he 
excess reserves drop down to four, five hundred 
million, then I think you may have to - i t may be 
difficult to support the market t hrough mer ely shifts . 

I raised t ha t question because I j us t wonder ed how 
f er we can go i n our operations. Our funds are 
limited; thet is, the funds available . We haven't 
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got these special securities tb t If t a we can redeem. 
you wan to do that ••• , 

Well , we 1 ve got tha t .... 

~0~~~~~ say we couldn' t r ake up more than 40 mi l l ion 

But if you cancel some of t hose notes, you break 
up • • • • 

I s ay unless you want to go into some of those 
no t es . 

Well , I give you people here aathority uo spend up 
to 100 million dollars cancelling that Postal Savings 
note . 

All right. 

I give you authority up to 100 million dol lars . No 
r eason why Postal.. . . What? 

That ' s al l right. 

Wayne, y.ou•ve got authority up t o 100 million can­
celling as much as necessary of that two percent note 
of Postal Savings . So you're all right . What? That 
gives you enough to keep the wolf away . 

I shouldn ' t think we need that much, but ·•e certainly 
will have to have a part of it . 

I ' m certain we won't need that, because I ' m thinking 
the long term market, the bond market, is the one 
tha t wants to act all right anyhow . 

I don ' t think you•re going to get very many bonds . 
I don' t think you're going to get ma ny. 

~ should think that this action has lar gely been 
discounted and when it comes in the form that it is 
coming I think ther •ll be pleased r ather than shocked . 
Don' t you (Burgess)? 
l(es, I think the adJustments will be slow and minor . 
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I think i t may prove to be 
conceivably might find b a great relief . You 
that it won ' t be wise foonds strong . You may find 
at al l and tha t the shiri ;~~lT~eafsury to buy bonds 
account to not M e r om bonds in our 
shi f ts should ~! 'fro~ ~!iiie~ statement that the 
on the assumption thc. t bot~ n~t~~t=~w~~n~~e~~~s;:~k 
But if by some strange circ~~stnnce the bonus are · 
~t~ong a~dthe notes are weak, then perh::ps the wise 

n ng wo be to have the Treasury out entirely . 

An~ sell Treasury the bonds? 

llo, I say have Tr ec.sury out enti::-ely W1d lu:ve us 
supply the bonds to the ~arket &nd take notes in 
our account . 

But you uouldn 1 t sell us any of our bonds? 

I f legally possible . You co~ld trust us , but .•. 

The only &nswcr to tht• t i s by looking s.t tne yi elds . 

You can buy bonds from us, but we can ' t buy bonds 
directly from the Trebsury . 

No, we can' t sell them bonds - purchase or sell . 

That ' s the reason, frankly , ~r . Secret ary , th&t I 
like this arrangement; th~ t i s , t h& t 7-e take no t es 
and you bonds . I don ' t t hink Burgess ~ver ought to 
be in the market for bonas for botn our occounts, 
the distribution to be determined at t he end of t he 
day . I think it ought t o be det ero.ined in advance, 
j ust to a void the possibilitY of any conflict of 
i n ter est on the record • 

.Yell, there can' t be nny conflict . 

Randol ph, haven ' t the bonds been advancing pretty 
rapidly in the l ast •.• 

Very . The New York banks in the past week h&ve rnnde 
a lot of adJustments . 
lle>f York 1s the only point wbere tbere i s any aeficiency 

at all. 
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Ho•N have they adjusted themselves? 1/hat have they 
done? 

They ' ve been selling a few Governments and calli ng 
a few loans and working up their reserves here and 
there . Of course, they 've been helped by the flow 
of funds; tha t is, the nutural increase in New York 
reserves brought it up from n little over seven 
hundred to ei ght hundred mi llion. 

The New York banks as & whole have ade- uate reserves 
to meet the 50 percent, but tnerc was a defic i ency 
of a hundred mi llion in the case of those thnt ~ere 
deficient; but there was an excess of more than a 
hundred with the rest of t.nem . So it is merely a 
question of - it ' s been a question of shifting, 
and it nasn ' t depressed t he market, because tnose 
with excess , of course, hnve merely been taki ng on 
tne notes and bills of t hose who were short . 

A lot of t his ad justment, too, Mr . Secretary, will 
take place in the call loans . Nott , these New York 
banks as a whole have over seven nundred millions 
of call loans and, as the Chairman points out, there 
being an excess of r eserves in the hands of a number 
of banks in New York, they would pr obably be gl ad to 
take over t hose call loons from those banks thet need 
to build up their reserve position. That would be 
particularly true 1f, es is likely, they increase the 
call loan r ate to~orrow, Gnich I Koulon ' t be surprised 
1f they did . 

Fr oc w~t to wbat? 

One to one and a half . 

What is it now? 

One. knd I don't think that would be bad, ~r. 
Chairman; I don ' t know hO'N you fee l about 1t · 

No, that wouldn' t hurt my feelings a bit. 

To whom do they lend the call loans? 

Brokers . 
Br okers and dealers woo were borrowing on security. 
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The Government deale~s borrow over a · now on call. nundred million 

It doesn't hurt the market env11ay to i th a little . ·v ra se ut rate 

No, it 's a good thing. 

J.here •s one thing before #e adjourn that I wLnt to 
bring up . Now, Wayne, hS far as I 'm concerned all 
I•d like to s ee Burgess do is deep an orderly ~ar­
ket, see, in all the bonds . I mean I don ' t want to 
see anything particulLrly - just keep this thing 
orderly . 

You want to keep under the market as usual? 

Spread it around wherever 1t looks li.:e it needs it . 

I'd leave it to Burgess - orders under the market , the 
way he always has . I mean I wouldn 1 t nandle i t any 
differently than we have before . I mean I personally 
don't look for ver y much disturbance a s f ar as the 
bonds go . I don't know enough about the positi ons i n 
notes t o know what they ' ll do, but certainly as fa r 
as the bonds are concerned • •• 

O'iel~ , we did all we could in tne stateoent to help 
the long term market. 

7iell , I think it was a great aavantage hliving the 
final ad just:~~ent at s dis t ant date so everybody 
would think of himself as having plenty of t~e to 
turn around; ttwt be ~<oulan 1 t go pusiling stuff out. 

Now, if 
matter . 
ilayne? 

this is clecr I want to talk on another 
Has anybody from Treasury got any ~ues tions? 

(Nods no) 

Dan? 

No , sir . 

Anybody? All right . 

I .,ant to tald nere a minute ~bout tnis 
Wel~ no.,, 
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French railroad loan d :;n tell jus t what nappened. 

I n a most infor mal conv ti 
by t he Na tional Ci ty ase~~& ju~~ ~~ w~~e ~ounded out 
f el t on t h e possibil i ty of thel Lw d e t ove rnment 
br anch partici pating in thut lo~n on ~~- o-P~ris 
fidentia lly , I felt like I do · h , ver y con-
~mportant things - thut r ough~nt~~s~ft~~e~~e~~~!~~ 
.vhich I did · /md his a nswer Y.as that he didn o t know' 
about wha t the legal situation was , but a s f ar as the 
spirit of the Johnson Act was concerned he wo~d 
interpr e t it that an American instituti~n to parti­
cipate in this loan - it wLs contra ry to the s~irit 
of the Jonnson J.ct . ,. 

.'1ell , a t 7 : 30 on- was it .. ednesday or Tnursaay, ao 
you remember·? - Fe is ... • 

Lochhead : Thursday . 

Mrs ,(lotz : I think Thursda;; , that ' s right . 

H. M.Jr: ••• Thursday , Feis called me a nd it wa s the first I ' d 
heard t hat the Chase hnd been doi ng the same thing over 
i n St ate Depart:nent, a nd they took a n entirely different 
a tti t ude . They said that they had asked tne Atto rney 
Genera l as a legal mutter and the J.ttorney General re­
fused t o give tnem a n opinion, a nd they sort of left 
1t as tnough they didn ' t heve any objections . '/ell 
then, I tola Fe is, said, •Tell the State - llr . null 

Taylor : 

li . M.Jr: 

Taylor: 

d . !l.Jr: 

a t once ~bat the President ' s view on it i s, th~t he 
f elt i t was contra ry to the s pirit . " nnd then in 
Cabine t yesterday the President bimself brought it 
up , ll nd he feels very - has - ho"ll shall I say? - a 
ve ry definite opinion thn t l"'O /.merican inStitution 
snould par t i cipa te i n this thing . Tnen I told him 
a bout tbis law f i rm thbt you (Taylor) mentioned . Wh~> t

1

s 
it ca lled? 

Sherman & Ster ling . 

And tha t didn't ma ke him feel any happier. 

I•ve got anot her chapter to add to t hat. 

He sai d , •You tell Way ne Taylor for me tna t be should 
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call back Sherman & St~rllng and remind theo tha t 
a man by the name of Mr . Cuse also got a l ega l 
opinion and t ho t t lul t dldn ' t do him very mn"h •oc:><l n 
And he says, "You leU Wayn~ to t ell Sherman & - • 
S t e r ling just that . n 

Now, this is one of the times the Presi dent re~lly 
feels c.uite upset ~;bout lt, and I .<now on account 
of t he St a t e Departoent not letting me know &ml - whu t 
they d id - because I csked Taylor to tell you 
(Harrison) and I just wonoered 1f any koerl can b~;nk 
did ;>articipa te . 

lihy , nere •s the cuapter tlwt finished the other one . 
·•:nis ma n called :110 up the other day . 1\esn' t tied 
in wi til Sherman & Sterling; he .-as ~on 6 ttorner Nho 
a lso consults - I mebn acts for this same bank . I 
gave him some background, so and so, ~bout the spi r it 
of the Act, tha t ne couldn ' t express - I me6n en 
opini on as t o the letter of the law, etc . , because 
nobody could, o nd the cri minal stetutes, etc . etc . 
And he was t hinking himself in j ust the same terms 
tha t the .President wus thinkint; , so th~t whe t it 
amounted to was checking . I didn ' t tell him where 
the s oirit - I mean the remark about the spirit 
c ame from . So be called up his bank in New Yor k 
and they stayed out of the business . 

ilhat bank was that? 

I a on ' t know . 

Well , somebody sai d thl t they were attorneys for 
three banks up there . 

Yes , t hey are . But t his particular cro.~d which was 
the one who c ame to me - ond I don ' t knor. whicn bank 
he 'NBS acting for, because he didn ' t tell me; 6nd 
they s t ayed out or the business . 

Do you (Harrison) know who they a re attorney tor? 

Who? 

Sherman • Sterling. 

C and the Chemical tha t I knOW or . 
Yes, they are the itY 

The Bank of Montreal also, I think. 
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i~1!a~~nk would nave been the Chemical . 

'.l'ne l.!nemical't 

! 1 m sure it was . 

I' m sure 

Now ' now can we find out Nhether 8"" '· · id •v .;mericen bank 
o. par t ici pate in tna t ? 

370 

r irst of all , on the weekly r eturns . I simply r sked 
Rc.ymond 1f he'd ne&rd :>f r..nj•bocy p&rticl;>nting 
in any for~ien lot ns . !lot so fa r, ne said . I \.old 
uim l _a i an t l'llint n i m to U:.ll(; r.ny 1n-.uir1 .. s , but I 
"an tea .1io to ,;a ten tncse IYee:tly reports for any 
changes in any of the banks ' investments abrotd and 
if necess&r: , t o b311 questions as to what cQnst t tuted 
tne incr~ased inves t ments . But I told nim l d i dn't 
1vant him to go out and osk a nybody if they h!id mude 
i nve stments . 

~lould t ha t s how up in his reports? 

Those Dre the total figure s t he banks woul d report 
on a n inc rease ln loBns in the London market , and 
that• s where the tning would prob~bly show . But I 
have told nim that I am csking him just simply to c ive 
very special attention to it, jus t try to de t ermine 
any r eports, i f tnythi ng hus come through. As I 
say, of course, you can always a sk, but I d i dn 't 
know wnether you ' d Ront ~ny thing to be done U.:e that . 

Of course, I can ao it through the Co~?troller ' s 
office, but I don ' t liDO " wh~ther I want to do it. 

>lell, you can do it under t he Gold Reserve Act. You 
c a n go into as much d et:.il a s )'OU ~ant in the r ei)orts . 
But I d i an' t ltnow whether you -... a nted to i)Ut a s pot­
light on anything by asking for tha t specially . 

Well when I t alked to l:!orrison a dey or two &go , I 
didn~ t f eel so keen about pr essing it, j us t hopi ng it 
would come to light through ordi nary channels · . But 
i na s much a s the President a oes f eel so, I no1f t eel 
t ha t .L do want to knoW because he wants to know. 

'lhe d iffi cul t y of course, !Jr . Secr etar)' , is thiS: 
tha t all these banks up the re ha ve r egarded i t a s 
their r esponsibility t o de t era1ne a s a matter of 
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}~~;~~t~~~ ~~en~~an:ndth~y made are within t he 
beceuse Wash1neton' b6 s lett~~: ~hat • ~ quite right, 
don 1 t want to rule 

0 
th . ·· - ·-'lOW •• er e tofore they 

ha ven' t felt n e question of law. They 
whether they ~~~ t~i~i~~i..,;o t~:k1e up thelr own minds 
t..ua r a t. T • .., aw or not . The n ) rust Company, under advice of its own 
~ttorneys , hcs from time to time in the past made 
oans on gold to the Bank of Fr ance . Some xuestion 

.vhether that might be within the Johnson Act or 
whetner it might not be wi thin the Johnson Ac t 
But tney nave t aken t he r esponsibility. · 

:tell , .'11 t n our lmo::ledge and our backing . 

Yes, really . 

I mean we s tood back of them on that . 

So that I tnink i f the Administration quite frankly 
feels str ongly that these lonns should not be mode, 
there ought to be some general indication to the 
banks in Ne11 York thnt , r egar dless of what local 
a ttorneys might say , r egurdless of whether they are 
technically l egally correct , the Administration 
would pref er t he loans not be made . Then tney ~mow 
where t hey are . But o t the moment they, I think, ore 
justified in assuming t hnt tnat i s a mat ter of i ndif­
ference to t he Administrotion fnd t hat t he responsi ­
bility bas been put on t he i ndividual b~nks . 

But you s ee wha t tney do . Tney call up different 
people; they don ' t pley fair with us . I oean nov.• 
t he Chase goes over t o the State Depert~ent,tbe 
!Ia tional City comes here, end tnen they have some 
attorneys r epresenting another bank call up . I 
mean ••• 
Well really thu t is a bout the only way t he:; could 
do . 'r mean there isn' t any central pl ace, because 
t hey don ' t rule on that kind of a statute and they 
can' t give an advance r uling on it. 

I think the explanation of the Chase going to the 
St ate Department i s clear : tha t for a gr ea t many 
years the State Department bus expected banks, before 
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making any kind of a~vance to any country ~broad 
whether .vithin the Johnson Act or not , to nc-.ual~t 
the St ate Department with the f acts - or i f ihere 
wer e some governmental reason, ,.,hether the Johnson 
Act or some other r eason - so t he Government •nould 
have an oppor tunity to let them know; and i f the 
State Departmeni shook i ts head negatively, that 
ended the loan regar dl ess of law . They 1ient to 
t he St ate Department on that t heory , I think, r a t her 
t han on the theory of the Johnson Act. 

i'.'ell, can you, in your capacity t s our f iscal agent, 
make inquiries under t he Gold Reserve Act? 

• 
Yes, if you ask us to . I think Ke could put lt ln 
our questionnE.ire, couldn ' t .,,e, llr. Lochhead? 

.1. t hink ><e ' d have to amke it pretty general. I mean 
what I'm afra i d of is starting to pick out the 
i ru"orma tion from .•• 

Wor d it so that it would apply to ~nything . 

Tha t t s what • meant . I think anything we do should 
be broad enough to cover any loans made to any coun­
tries in default. 

Why not make i t r etroLCtive to the first of January? 
~ee? Starting wi tl1 the first of Januzry . /nd cover 
it that way . Because I kno.1 the President 1 s going t o 
a sk oe •well wha t about that, • and I - ~hen I eo to 
see~. I like t o be r eady , t hat ' s all . 

I hope he hasn't got the feeling that there ' s been 
ny lack of coopera tion in New York about it, b~~use 

~ feel they have done everything t hey could ln 
circwnstaoces . 

t t know· he wants to 
No, he doesn •t, but he nan s o ' 
know. 

f 1 it houldn't be done, I 
And then, knowing f h~ ~e ~he N:w York banks to let 
think it i s onlyt ad r 1 ~ore directly toan we have 
them know a gr ea eu 
l e t them know. 

ou f ix up this ~uestion­
That ' s all right, but can Yfro~ the first of January, 
naire t o make it effective business wi11 show up? 
so t ha t par t icular kind of 
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I think it ' s just a ~uestion of r evising •.•• 

We c an r evi3e the: curL'.:ut "'a~kl,y report . 

Vlhich would cover l ast week . 

37J 

Which vtould cover last week . 
l ist on a separ ate r eport any 
vanced abroad since the first 

Anu they 7tould have to 
loans or credits ad­
of January . 

l•hat about acceptance credits? 

I s aid any kind . 

They ' d be lumped in right with the others . 

·:rno works that in lleov York? 

Duprey and Raymond, but liuprey is out right now . 
Raymond wor ks that, hnd I wculd say Raymond and Knoke 
together .•• 

I s i t agreeable to you th&t he works i t out with 
Knoke? 

~,; uite all right . We are acting as your agent . Any 
kind of questionDLire you w~nt. 

Have you (f.ccles) a tl,) obJection? 

No, no, none wh.b tever. 

rl'ba t? 

No obJection. 
The Exoort-Import Bank - v ery definitely asking them 
to make cotton loans . 
But they are exempted f r om the provisions of the John­
son Act. 
They are exempted from the provisions of the Johnson 
Act? 

The Expor t-Import Bank···· 
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Specifically . 

lhe last l oans t he Chase wus making - is thut tied in 
unaer the hxport - I mport? 

Pr obabl y the Chase ac ting as t he agent of the Export­
Import . 

But i f you are going t o ask these banks , a s a 
matter of cooperation, regardless of the strict 
construction of the law, which you are not prepared 
t o give, to coopera te and not cake these credits to 
the countries coming .vi thin the Johnson J.ct , t hen 
cle"'r ly, even though the ~port-Import Bank is ex­
empted under la«, I think t hey shoula be asked , b S a 
ma tter of policy, not to cake loans wnich the Adl:!in­
istra tion has indicbted they oo not wG nt banks to 
make . 

I t hink t hat ' s per fectly right . And that Nould go 
on t ha t Russian thing too . 

The Russian thing is another t hing which hasn ' t got 
a nything to do "i th •.• 

hxport-Import Bank doing business with Italy . 

lhey approved business with Itdy cer tainly · 

Italy as a government or private credit? 

Private credit, see? !low, t ha t thing also is true 
in the ~uestion of tnis railroad loan, because the 
relationship of the railro~us to the.governaent is a 
r a t her peculiar one . The r&ilroaas nave private 
stock ownership, but they . • •. 

tti~u goes back in the 
But the money t ha t t ney a re ge "<> 

Bank of Fr ance. 

Well the. t pr obably would be true . It event ually 
would get back into t he Bank of f rance . 

d then let ' s get al l 
I want to know all t he facts an the ? r esident' s 
the tbings, put th~i Vlbo~~tp!~~=~ngovernment agency 
table; not only t s , h keep track of all tbat? 
is doing . But how can e nd if ou s ay •ThiS is 
!low he ' s got an idea , see, a Y ight tJnd is doing 
so and s o, but you know that your r 
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this n • • • • • !low it ' s u t 
I've always do ' h P 0 us . The thing that 
can c~ g iv~ .~e~oe;~ is ~o get all the facts I 
nis mind . And"I" . a;~ "~11.1 lnen let nim make up 
picture He• aon t inK he ' s got the whole 
Now if.h s got an idea , ~nd he wants to know 

· ' e want.s to , ne is entitled to know . · 

;:y t~~ ~ame t~me , I think I agreE wi tn you .ve shouldn't 
t a 8 pr vete bank in New York can't do soc~tnl 
hat a government f inancial agency can . I don• t thi~ 

we should draw that di stinction. Are you (Taylor) 
in agreement? Do you agree with me on that? 

\'/ell , the distinction was drawn a t the time the 
Johnson Act was p~essed, so that Congress fully agreed 
with that position. 

I know, but supposing, r.ayne, tha t this is legal 6 nd 
this is the correct t bing, but the Pr esident or the 
United States draws this distinction. Nel l t hen, 
shouldn't he also draN the same di s tinction f or the 
Export-Import Bank? 

He ought to clarify the situ&tion. I entirely 
agree with Oeorge on that . 

!ir. Secretary , after getting the f acts, suppose 
thll t he finds certain credits have been given v.nich 
are possibly end probably legal, for one reason or 
ano t her , and if then he determines that he doesn' t 
went the loans !llade anyway, it see;:~s to me it is 
going to be a very difficult thing for the hdm1nis­
tretion to ask banks as a mat ter of cooper ation not 
to make certain types of lot.ns and to authorize them 
to make other s , because the lines of d i fferentiation 
are so difficult to determine that I think you may 
find the Administration gets into an almost impos-
sible position. 
But Oeorge, you wi ll cgree •ith me that the President 
i s entitled to have all the facts. 

Oh surely . 
All right then. Again, in this room, while he hasn't 
said so, unquestionabl y what he ' s got in his mind is a 
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much more difficult and bigger problem . Th&t is, 
what i s he going to do in ~urope in case Europe 
get!: into a ·.,ar ? t:c;; , th&t is W14 v.e:>t.ltulbbly "'hut. 
he's got in his mind . And he doesn ' t nent . .• The 
probl em he 's got to sett le on now far he i s going to 
let America go 1n selling r aN caterials to a country 
a t R&r &nd let American business people f i nance -
~merican banks fin&nce the sale of that, i s e much 
mor e Clifficul t one , and if he can settle this thing 
in advance, the question of selling r aw mr.te r i6ls 
to Luropean countries e t wn r will be t hat rouc h 
easi er . Now, tlu. t is undoubtedly what he 1 s got in 
mi nd . He 1 s go t that in mind . He •s very much worried, 
end he hasn ' t been able to see the thing tnrough . 
What &r e we going to do? ;/her e are we going to s top? 
1"he question of Europe going t o l"la r end the S<'h and 
financing of r aw msteriels . And that ' s why, knowi ng 
t hat he must have that in mind, I ' d l i ke to clear up 
this thing now . And I know tha t t hat t hing is worry­
ing him end it worries me . >nd that would 1mmed1Etely ­
I mean might just as well corral everything, R. F .c. , 
export- I mport, t he whole business, and l e t ' s ge t a 
pol icy . Be easier fo r us . 

Definit ely . 

1/ha t? 

t.lucn easier . 

And I think it would help over c t the State Cepart­
ment, because cer tainlY they nave no policy over there . 

I t ' s all ar t of a neutrality pr ogr am thDt you can' t -
couldn' t ~ossibly make a consistent progr am without 

it . 

1 suppose you•re i n the 
No, but you see, Marr ner , . call up the St ate 
bankins business. in New Yoi~' ~~~11 we refer r ed t he 
Department and tne answer • 1• _that ' s wnet they 
matter to t be ~;t~rn~~YO~~~~~al sent b&ck word they 
did - •end the t or til they ne in tbe 
don ' t give r ullbngs 0t~~a~:~l~ _ 1vell, ne just 
courts . " And t en 
doesn ' t know wher e he stands . 
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Well , after you get all t he f acts , then of course 
~o~ can d et~roine on wh~ot clar ifying legislation 
JOU n10ed , 1. &tly . So .it i sn ' t a quest i on 01 nuving -
in other words , 1t isn 1 t !'o ir for the banks - for 
t nem not t o know wha t they can do a nd what they c an • t 
do . 

And we would all help 1f we can do it before there 
is a serious .,uesti on of .•.• 

There is nothing simpler, tssuming they want to 
cooperate, a s I believe t ney do , than to determine 
as Iii matter of juogment what is cooper ation and 
what is not cooper ation. lc blld that s;:me diffi­
culty 1vhen t ne St a t e Departacnt issued a r eques t 
that American exporters comply with toe spirit of 
the Neutrality Act and not export things thet mi£h t 
be used in connection with war . And the ..,uestion 
came up ':li th the New York Banks : Shall we lend 
credit - give credit to ~ cot t on expor ter wno is 
ship!ling cotton? And some of the banks sai d , "~/ell , 
if the Government doesn 1 t want us t o do this thing, 
of course, we won ' t , but we wunt ~ r uli ng one way or 
the other that would be applic~ble to everybody ." 

I t hink the Administration has to clear up this 
thing • 

.l.bsolutely, which tiley h~oven ' t done . 

'lie haven't even got thr t one .,uestion ::le:.red up, 
as you ~ill r emember . 

I t hink - between the President and those .people 
who are here I think we can do a better .ob than 
the s t ate Department ckn, becLuse I think this is 
a purely fiscal mat t er . 

There was a time when these matters •:er~ laffeiy fo r 
di loma tic but todoy they are fi!Ul ncia . s 
mo~e than ~ St a t e Depar tment problem today . 

I ' d much r ather have it c l ear and then 
Quitbelfratnklyy, to the Federal Reserve of New York , 
be a e o sa 1 d if any banks call us 
"Now, t his is t he posit on an ou n I mean I don't 

~ike·~~~=eg~;~a~~ ~:f:~h~~:mc~~v~rs;tions. Thej bother 
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me a lot, and I don ' t like thee . I 
have p eople calling me up. don ' t like to 

Especially if banks up ther e a re going t og et dif 

a
ferent reactions from different departments of the­

ove rnment . 

Exact 4', and you know wha t they ' 11 say IU!longst 
themselves . 

I 've neard it . 

378 

Well , I think - I don 1 t think ocybe 1n this c<> se, 
but I think in s ooe ceses t aey do lt delibera tely too . 

'.'/ell, if you, Archie, a mi .tayne Taylor could sort of 
stimulate t his thing and ge t t his into a report 6nd 
a lso find out .vh~e t, if anything, ••e have done wlth 
any country commercially or other;nse; then l e t's 
get the thing toge ther . 'ii e can put it on the Presi­
d e nt ' s desk and s ay , 11Here 1 s the situation." 

That ' s Nhat the I:.xport-Import Bank hl!s done with a ny 
country . 

But it hasn ' t been brought to his a t tention. 

This Italic.n thing :IC. S supposed to have been . 

.'/ell, he's never done a tiling like that since I've 
been here tha t be ha sn ' t a sked me a bout it, told oe 
about it . Not once . I me~n I don' t kno~ that a ny­
thing like tb~t has ever happened - Heavens knows 
,<e get enough memorondUIDS which don ' t concern tbe 
Treasury - but anything like th~ t thEt comes over , 
we get it from tne 'lihite Rouse . So - I mean I 

1
d be 

surpri sed , very much surprised; it ' s possible . 
Anything • s possible, hub? Anything and everything is 
possible, but I 1d be surprised . 

tAarri ner, anything you 've got? Anybody at ell? 

It ' s all r igbt ; no trouble this mornil18· 

Yet . Well, thanks very much, e nd you can all go to 

church now. 
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