
235 

Paris, Februar7 24. 

After consideration of your telegraa UDder raference, the llinistry 
of Colonies and tbe llinietry of Forel.p A !fairs be•e coae to the co~~elu­
eion that instead of attempting 1'urtber to agree upon the proposed defini­
tion, it i s preferable to abaDdon the proposal to abrogate the presant 
booding eyetea. In other worda, they now propose to le&Ye the Decr ee 
of April 9, 1935, regarding the bondin& ayatea for the exportation of 
alcohol froa St. Pierre in full force and effect. 

In addition, the lliniatry of Foreign Affairs states that 1t there 
should be e.I>:¥ continuance of am~g&l1nc they dll be prepared to reexu.ine 
the situation. P'urtbe%'111ore, tbat the Administration or St. Pierre will 
receive spacial instructions fro:. the :Unistry of Colonies to supervise 
t he i.aportation of alcohol into the Islands so tbet, if oeceaaery, measures 
11&7 be taken to prevent the bu1ld1ng up of new atocka. 

'Ia baY& attempted, rlth the support of tbe llinistry ot Fore~ Affairs, 
to obte.in in addition to the reteotioo or the Decree of April 9, 193S, a new 
Decree prohibitinc the aportation of foreign alcobol into the Ialandn. 
We have pointed out that the Ad:llinistrati•e Council bas subllitted for the 
approTal of the llinistry of Col ooies a resolutioo or September 29, 1936, pro­
hibiting the importation of foreign alcohol , and that all that would be 
necessary would be for the llinistry of Colonies to giTe its conaont. The 
llinistry of Colonies, boweTer, states tbat at tbe same time as the foregoing 
resolution was aubllitted, it was understood by tha AdministratiTe Council 
and the Ad.ainiatrator of St. Pierre that tbe present bonding systea would 
be suppressed. The lliniatry of Colonies, therefore, takes tbe position 
that it they are now to aaintain in effect the present bonding system they 
can not, in rtew of the foregoing understanding, approYe the resolution 
which would prohibit the i.aportation of foreiCD alcobol . The llinietr)-
of Colonies, turthenoore, states that so lone as the Decree of J.pril 9, 
1935, goTerning exportations is in effect, there is no neceaaitJ f or 
prohibiting the ill porta t1on of foreign alcobola. 

Ina8E1Cb as the preeent bonding syste:D ia to reme.in in force, the 
lrenab GOTernment, instead of i ssuing a decree probibl. ting the manufacture 
of alcohol in the I alaads, renews to us t brou&b the Foreign Office ita 
assurances that the aaanufacture of alcohol in the Islands, in fict, 
rlll not be pel'!li t ted . 

I sbeuld appreciate a reply at your earliest convenieDee. 

JULLITr. 
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1 . More pr~ .....t ..,..., e<~uitable cleteJ"'IiJJ&tiOD 
ot in....e tax 11ab111tJ. 

a . A si.Jopler 1noo• tax ... turn. 

b. Better reYWue agents • report a. ) 

(1) More acle<~~ate intonatiOD for 
the Bureau 

(2) re.er uafounclecl or poorly 
cletarainecl 4et1oiencieo 

o . Acle<~uate oettle•nt aohinery va4~ally 
Z~DYecl to the field: pn the taxpayer 
a real opportunitJ to oettle hio Ua­
b1litJ promptl7 1n his oc looalitJ • 
'IIi th a Treao ury JIIU1 who kno1111 hh 
buoineos . ) 

4. A ouperviaory flying eq~aclron, 

(1) To oheok rnenue agents• ·~­
tiona a ncl oettl ... nto 

(2) To Lnotruot agents ancl help pr ... 
aerTe oonoiotency 1n praothe 

• · Large oaoeo 1n general to be dealt with 

1n ••hl.ncton· 

(1) Drive to aettle beolc yearo wll.1oh 
are holding up oettlemento or 
ourrent years 

f . Colle.rl:oro ooorclinated w1. th revenue agent a 1 
and their otaffa under Civil Servioe 

Both (a) and (b) 
to be aoooapliohecl 
by cletailin& ,oocl 
oonter eeo and at­
to~o to the looal 
internal revenue 
agent•' otfioee. 

2 . I.proteaaato 1n diopoo1tian ot litigated oaaeo. 

a . Claritioation ot relatiano bet- tbe 
Geaeral Counael'• ottioe and !eohnioal 
Stott. 

(1) General Counoel to be ohar,acl with 
tull reoponoibilitJ of oettling or 
cletencline; oao .. broue;ht to the Boarcl 
ot Tu J.ppealo 

(2) !eolmioal S1at't to aiel "" teolmloal 
oicle 1 qiDeer 1n&, &I.Jd1t, vallatiOD • 
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b. Settle .. nts and refunds to be dhpoeed 

or -re proaptly. 

o . Rerleion of prooedure ot Board of hx 

Appeala. 

(1) Can w get the Chairan to dedpte 

a Colllnittee to etlldy the •tter and report . 

d. ReYhiOZI ot statutory prorldone 'llhloh now per­

lllit three tax euite (Board or hx Appeall , 

Federal Dietriot Oourt, Court of Claima) where 

one h enOU&)t. 

(1) 

(2) 

Elilll.inate euita againet Colleotora 
(a ) The prooedure 11 o011plioated and no 

u .. tul purpoee ia oerYed. 

Eliainate ouite tor refunde in Federal 

Dietriot Courte. and Court or Cle.ilca . 

(a) If thio io done, the Board of Tax Appeale 

will be g11'811 jur1adiotion inote&d. Hence 

the Board Dlst be induoed to perreot ito 

prooedure rirst. 

1 . Can .... el1m1nate the ta.x-exelllption or future looUII 

ot State and Federal banda. 

(a) So long aa tal<-sxemption .note, Federal taxa-

tion baaed on ability to pay ia largely otylllied. 

2. Board to tormule.te plana tor State-Federal coordination. 

a . Coordination should be w1th.in reaoh U the 'l'reaaury 

Jakel up ih oc lllind aa to ..mat the Mjor sourcoa 

of Federal rennueo are to be. 

a. Economic and legal ataff to prepare ideal Federal revenue 

syat- thil S....,_r and Fall. 

a . Greater proportion of reftnueo to c.,.. from ta.xaa 

lnied on beeh of ability to pay. (e . g . inooao , 

eetete and girt taxeo) 

b , Further eq~aUaation or taxing ayate• ao ~n 

oorporationo and indirldualo. 

o , Caretul re-•neaJnaticm ot aolae tane, leading to 

elilll.ination or ~· 
d , Cod.U'1oati01l ot -re pe......,.nt prorloiOJUO ot r.-... le.wa 

rerlaed otatutea, prior aote , ourrent lawa. 

t . Rnidoa of oourt prooediU'tl prorldOD&, 1n d1reotioa of greater 

eillpl1o1 ty, 
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( L!a!ORANDUW 

To: Secretary Morsenthau 

From: Dr. Burgees 

February 25, 1937. 

,:::,~ 
23S 

Government bonds were higber today, having moved up 

ebarply in tbe forenoon on the Secretary' s announcement. There 

'11'08 a brief period ot fairly act1 ve trading w1. th good demand 

tor long bonds and "rights•; tradln.:; was rather quiet there­

after. Quotations advanced further in the final hour, Treaeury 

bonds closing general!¥ 3/32 to 7/32, and Guaranteed bonds 3/32 

to 6/32 above yesterday. The 2 3/4s ot 1951- 54, n 7/Be ot 

( 1955-60 and 2 3/4s ot 11156-59 reached new highs. In the note 

marke t the April 1937 3e rose 4/32; the rest ot t he list wae 

generally 1/32 higher on the d.ay, with two ieeuee 2/32 better. 

Second grade domestic bonds made gains ot up to l point 

during the forenoon i n a fairly active market . Sooe selling 

appeared toward the close, rails and industrials finishing 

small tractions above yesterday and utilities mixed. In the 

high grade market the low coupon refunding iesuee finished 

slightly be tter on the day; others were approximately unchanged. 

Foreig ns were quiet and eteady in the forenoon but 

rether irreguler thereafter 1n moderately active trading. 

The decline in Pol1ah bonds continued, w1th loesee ot tro• 

4, to 6 pointe. Canadian bond• were sllgbtly lower; Italian• 

liU.xed; Germane were al1gbtly higher. 

No purchaaea tor Treaa~ todaY. 
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Dntod February 25, 1937. 

Received 12. 20 p .m • 

Se cr e t ary of St~to , 

Washington . 

96, Fobrunry 25, 1 p.m. 

FOR TR"'-'SURY. FROM BUTT1>,R\VORTH. 

London press t his morning carries agency r eport 

~dcr Washingt on da t e line t o tho offoct that other echomes 

for s t opping t ho intluA of foreign cnpit~l into tho United 

Stat e s have boon dropped as unworknblo in favor of n gont -

Q loman' s ngroomont with Britnin; "under this agreement it 

is s uggested tho British Government would discourage Brit ­

ish i nvestors from purchllsing :llllerican securitie s . It 1s 

poia t ed out t hat such a ction would help to keep British 

credit fluid f or armnment needs" , 

c: 

FU!.J'C:&:.L NJ'!IVS quotes Professor Sprnguo ns ex­

pressi~g doubt whether fore i gn funds will bo withdrawn 

from t he Unltod Sta t e s n-d nttnchoa aignlficnnco to tho 

f act th~t Spr~gue ba s just snllod for ~gland on tho q~~ 

IL .RY. 

:.t the nnnunl mooting of tho National Mutual 

Li!'o .. asuranco Company of which ho 18 chairman Maynard 

Key~oa referred to his remarks of last yenr (my 67, Fob­

runry 20, 6 P•• • > and expressed tho epinion that tho pro­

pos~d rorrmnmont borrow!~ waa well withln this country1s 
capnclty 
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cnp~ctty, citing that tho sinking funds of publio boards 

and locnl outhorittoo, collcctiono of building sociotioe, 

post offi ce deposit s and i~dustrial rosorvos nlono should 

cmo~t to 400, 000, 000 pounds each yonr. Ho concluded . 
thcrcforo it was thin tho powor of tho Tronsury to got 

its money wi~hout producing conditions of inflation nnd 

added that tho question of tho rate of inter e st "is entire­

ly ~ matt~.; r of mr.nngomont ond how tho task 1s handled" . 

He nlso omphrsizod that tt is n popul"~ error to auppoeo 

that tho r~to of 1.ntur ost today ia exceptionally low; 

"thoro was not a single fivo yoor por~·bctwoon 1837 o:ld ..... " 
1914 when tho nvor ago ytold ~·long t~~·~ilt edge eocur -

'1"' 
i ttos woo a a high ns it is toct~~Yw'!' · .. 

' . 
In this genor~l connoct iou o R ~bson commonta 

-<:;t\ 1 ' 
short of a drastic credit rnt1~ sysbem it i s lmpoe-

s1blc to postpone cnp1t~l oxpcndituro other than by tho 

naturnl mo~ns of allowingg tho r nto of interest tor now 

borrowing to rlso "and short of dollbornte inflation of 

cr edit I Cor one believe that tho rnto of interest will 

rise ; even with tnfloti on tt will ultlmntoly r1so for i n­

fl~t1on monns higher c~odity prices and higher commodity 

prices menn that both the Government and othor borrower• 

must borrow moro thn.n thoy would othorwlsc have hnd to do•. 

Koynoa also made t ho following comparison or tho 

t och:liquoa or tho British :md :.moricon Troasuriou "In our 

own coso by tor the granter part of tho • obt (apart from 

Treasury billa) has no f1Aod doto of repayment within tho 
no:~t 

., 
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- 2- 96, Fob . 25, 1 p .m. London. 

nox t twenty fivo yu~rs-in round numbers five billion 

pou-'ds 18 lo:1g dat e:d in this sonso and onl.y r.bout ono 

billie~ pounds of i nt ermedi nt o d~to . Mor eover , no~rly 

h~lf of tho securities of intor=odint o dotb stand nbovo 

prr ~d oro t horof are i nconveni ent holdi ngs to many i nves ­

t ors for tioi- or othor re~sons , In tho United St:~ tos on 

tho oth"r hand practicnlly tho wholo of the debt 1a r opnyr.ble 

wi ~hi= 25 years ; t ndoed ther e is nothi ng b~yond 30 yo~rs . 

-~d withir the next 25 yoc r s thoro nro notes or bonds f:tl ­

ling duo for rvp~ymvnt 13 almost every yor~. Thus every 

t~sto is suited, n r~tc of 1nt~rost rising slowly as tho 

da t u of maturity becomes lntor; f or oxnmplo tho tox~froo 

r~tos ~ro nbout one qu~rtcr por cent for ono ye~r, ono ~ 

p~r cLnt f or two yo~rs , o~c and ouo ~unrter por cvr.t for 

four ycrrs , ono and three quarters per cent f or six yon~s , 

$Wo per cunt for t on years, rising to two and ono half por 

ec~t for f iftoon yo~~s . Those rnt os do not grontly differ 

from tho not rodompt1on yiel ds on British Government so-

curitioe tor compar able periods; b (, but the nrrongo-

mo:lt of tho maturities allows tho .\mor 1cnn Tr oneury to borrow 

a t n m~tcrinlly l owor average r a t e , It is to bo romcmborcd 

th~t m~ny holders of gilt edged socurltios or o prim~rily 

t ntvrosto• i n security of capitol : nnd whilst thoro are 

othLrs who or o attract ed by security of income over n long 

period it ia unlikely th: t t hose lnttor oro five times aa 

~umLroua 01 tho f ormer. It is thorofare oxponsivo far 

ths 
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96 from London -~ 

tho Tror.sury to keep tho longest d~ted ~~~arkot in rol1tivo 

overdr~w supply. They should profit from tho ~iotioa or 
tho public ,nd savo int~r~st by supplying them with tho 

potvr.ti r.l liquidity which they domnnd. " 
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Secretary of ~tate 

·vaahing ton . 

273, February 25, 3 p . m. 

FROll COCHRAN. 

GRAY 

Paris 

Dated Febr uary 251 1937 

Rec'd 3: 05 p. m. 

?aris exchange market today featured by strong demand 

for dollars . ldarket operators say New York began selling 

sterling last night and British control gave up important 

amount of dollars in unsuccessful effort to hol d rate at 

4. 89. Dealing in sterling at Bank cf Frao~e today not 

very important, forward franc weak as end of mo.nth 

approaches . Rentas down. Internationals better . Swedish 

crown exceptionally strong following talk of r evaluation 

upwards·. 

Bank of France sta te1nent as of March 19 showed 

no change in gold stock or in advances t o dtate . 

European financial press carries report of Professor 

s, rague •a departure f or ~urope . Some wr i ters suggest 

connection between his visit and American study of c~pital 

influx problem . Press impression today is that United 

States will not place a penalty tax on foreign capital 
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.~ - 2-#273, February 251 3 p . m. from 
Paris 

but will resort to "gentlemen 1 s agreements" with other 

governments to place a check on funds moving toward New 

York . French press prints extracts from Runciman's remarke 

upon his American visit with particular attention to 

possibility or Anglo- American trade pact (FJID SECTION Ot~) 

BULL ITT 

HPD 

- -·~ u. t ~ 
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10. : 373, Section Two 

rROil: .lae:rioan Jmb&eQ', PariB 

DA'l'J:: February 25, 193 7, 3 p.m. 

'l'hie aorning I tall:ed ri th Preeident Trip of the 

Jetherlande Bank at Allleterdalll over the telephone, I 

intoraed h1a that when I wae in the Oni ted Statee, whence 

246 

I had returned a :tew daye ago, we had tried to take stepe 

whioh would f~ilitate the 8IIIOOth working of the reoiprooa1 

gold arrang1111ent between olub aembera, To thie Trip replied 

that hie relatione were entirely agreeable and that his 

gold dea11nge through the Jew York J'e4era1 Reserve Bank 

were moving 8111oothly. It wae hie opinion that we should 

not worry too auoh about developin.g the mechanioe of the 

operations involved until after t he iamediate problea is 

eettled of the finanoee of one of the three original olub 

a8111bere. The J'renoh outlook wae giVing Trip oonsider&ble 

oonoern, The J'renoh, he told ae aoet confidentially, had 

tried to secure a oredit of five billion frano• on the 

Dutoh market but had been refused. Pre1ident Trip doll 

not believe that J'ranoe would really be helped if doa11t1o 

oontidenoe is 88t&blilhed. 11Dless there is -e politioal 

obanp in t he oountry, he does not think that euoh oonti­

denoe ia likely to be .. t&bliBhed. Ra peroeivea no early 

lill:eliboocl that a raal ohange rill ooour. 
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TREASURY-FEDERAL BESERVE-S. E.C. GROUP February 25, l9J7 
J:l5 P.M. 011 RESTRICTION OF FOREIGN CAPITAL INFLOW 

Present: 

a .M. Jr: 

Eccles : 

H.!.I. Jr: 

lfr . Magill 
Mr . Oliphant 
Mr . Goldenweiser 
Mr . Bryan 
lfr . Gardner 
Mr . Eccles 
llr. Upham 
Mr. Haas 
Mr. Gaston 
Mr. Francis Green (S. E.C.) 

Well, let's start. The bond market went up four or 
five thirty-seconds on the announcement. 

or no new money? 

Yes. Had a s trong bond market. 

Eccles : Yes . 

a .M.Jr: 

Eccles : 

H.M.Jr: 

Magill: 

Oliphant: 

And righ t a t t he end i t Jus t gave a "phwit.n I mean 
the last five or ten minutes. 

Well , it's working all right, just like planned so far. 

So far. All r ight, gentlemen, let •s go. 

Well, I believe the order of business as agreed upon 
at either the last session or some intervening one, 
was that we prepare memoranda with respect to the 
suggestion which tbe President made that we might 
be able to modify tbese withholding r ates in the case 
of persons who had held the i nvestments for a long 
time, providing a lower withholding r a te for foreigners 
who had held the investments for some years, as dis­
tinguished from a hi gher rate for peopl e who had jus t 
bought 'in. 

I think I might as well read this memorandum. Or 
shall I speak it? It doesn' t make any particular 
difference . Whichever goes easier. 

That ' s t he memorandum that you (H. M.Jr) wanted in 
such shape that it could be shown around. 
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B . it. Jr: 

Magill : 

B.M.Jr: 

Magill: 

Gardner: 

Eccles: 

!.lagill : 

Oliphant: 

B. lt. Jr: 

llagill: 

B. ll.Jr: 

Magill: 

- 2 -

I haven ' t seen this, so ••.• 

Well , we went into it. I think I ' ll speak it. 

Bave you got a copy for Eccles? 

Do they have a copy over there? 

le'd like another one over here. 

Oh, this is the withholding. 

248 

The withholding tax at a graduated rate, depending 
upon the length of time held . 

It you got a copy of that yesterday, I completely 
rewrote that, so don't ••• 

This starts off •At a conference on February 17 .•.• • 

Well, who took the one I just gave to somebody? 
I don ' t have but this other copy. 

Well , why don ' t you read that? Then ·.ve 1 ll make sure 
we're reading the same thing. 

•At a conference on February 17, there was submitted 
to you a plan for increasing the withholding r a te 
of tax on income received by non-resident aliens and 
foreign corporations. You suggested further study 
ot this plan with a view to avoiding an increase in 
the rate of tax on income from long-term investments . 
This further study has been made and the conclusion 
is that the plan, modified in this fashion, cannot be 
made administratively feasible because, unlike a trans­
fer tax, it would require the determination of the 
identity of the foreigner , the nature of his interest 
and the length of time he had held the securities in 
question. These facts could not be s a tisfactorily 
determined for the followi ng reasons : 

•1. In the case of stock, the records ot its ownership 
in the United States are not sufficient because a 
considerable amount or stock has been hel d abroad for 
maD1 years in the name of banks, brokers, or other 
fidu.ciaries, with no reliable records in this country 
and available to the Treasury indicating the actual 
owners or such stock . 
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"The great mass of bonds are unregistered bearer 
bonds and debtor corporations in this country have 
no records of the ac tual owner of such bonds other 
than the name disclosed on ownership certificates 
presented a t the time of interest payments. These 
certificates cannot be wholly relied upon because 
transfers of ownership can take place wi t hout any 
corresponding change in these certificates of 
ownership. 

"2 . The Bureau could not depend upon statements of 
identity , interest and period of ownership made by 
foreign investors because of the danger of their 
being self-serving. The Bureau would be unable to 
verify such statements by actual inspection of the 
foreign investor's records, and the Government would 
have no control over the person of a foreign investor 
enabling it to set up penalties effectiveto prevent 
the making of false statements . 

"3. In the absence of reliable records as pointed 
out above, it would not be feasible to adopt arbi­
trary rules as to ownership, such as a rule treating 
record ownership as actual ownership, or arbitrary 
rules as to period of ownership . Such arbitrar y rules 
would have to be made so narrow in the process of pre­
venting evasion that they would give relief to only a 
small class of long-term investors. 

"In the case of stock, to accept record owner ship as 
actual ownership would place a premium on stock held 
abroad for a period of years especially by banks or 
brokers because foreign investors would seek to ac­
quire stock so held without transferring record owner­
ship since dividends on such stock would escape the 
h1gher tax rates . It would create in many cases two 
prices for the same security . Again, a rule that 
ownership remains unchanged until record ownership 
is ch&nged would permit and encourage dealing in 
stocks neld by banks and brokers. 

"4· Finally, any plan imposing two widely divergent 
rates of tax operating simultaneously would create 
seri ous administrative difficulties if the lower rat e 
of tax was to be confined in actual operation to t he 
class of foreign investors entitled theret o . 

" (a) The attempt to apply different rates of 
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H.U. Jr: 

llagill : 

B. !.I.Jr: 

Eccles: 
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withholding a t the source would impose upon 
withholding agents the additional burdensome 
obligation of ascertaining the facts necessary 
to determine in the case of each interest or 
d ividend payment the proper rate of withholding . 

" (b) To require withholding at the maximum rates 
in all cases and ad justment thereafter by the 
Commissioner would entail a severe administra­
tive burden upon the Bureau of Internal Revenue 
and require additi onal appropria tions to ma.ke 
such r efunds . In such cases also the Bureau 
would be confronted with the problem of securing 
adequate proof of the foreigner ' s i dentity, his 
actual int erest in the securities in question 
and the length of time he had held them. 

"Not e : The great mass of the foregoing difficulties 
would not be present in the case of a transfer tax 
because, in the latt er case, it would be necessary 
to det ermine merely one fact, viz . , that a particular 
transaction involved a foreigner . His identity would 
not have to be determined, the character of hi s interes t 
would not heve to be ascertained, and the length of 
time he had held his securities would not have to be 
considered ." 

I n other words, the substance of it, I take it, is 
that the record ownership in case of securities 
would not in reality be any indication of tbe real 
ownership of such securities, ~nd i t would be diffi­
cult or impossible for us to ascertain wnat the 
real ownership is . 

There's a l ot of people missing here today . (On 
phone~ Ask Mr . Taylor if he ' s coming into my office, 
a nd Mr . Haas whether he's coming into my office. 
And L!r . Gaston. 

Now, do you want to discuss that or shall we go on 
with the alternative proposal? 

Well, how about Yr . Eccles? Do you want to discuss 
this? 

*ell, I don ' t want t o discuss this . It seems to me 
that - I have been opposed to this approach to it 
anywa7 . I mean it seemed to me that the withholding 

tax in itself was • •• 
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H. I>I .Jr: 

Eccles: 

B. li .Jr : 

Eccles : 

H.M.Jr: 

Eccles : 

B. I&.Jr : 

Eccles : 

I:I . M.Jr: 

Magill : 

Eccles : 

H.K.Jr: 

Eccl es : 
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Excuse me a minute, Marriner . (On phone) Bello? 
Yes . O.K. Taylor ' s over a t Far m Cr edit. 

I'm glad that this is the finding , the conclusion. 

Nell , I mean do you want to - if it's agreeable to 
you the t I send it, I 111 send it over lilY om signa­
ture - but I mean •• •• 

Yes , you can say as fa r as I •m concerned that • •• 

You don •t - I mean you don ' t want to t ake time to 
analyze it. You're willing t o take our crowd ' s 
word for it? 

Yes , certainly . If you had some other conclusions, 
we might want t o, but the conclusions are what I 
had hoped and expected. 

Inasmuch as it says no, you won ' t object ? 

That's r ight . 

All r ight. 

(Haas and Caston come in) 

(On phone) Hello? Is Mr. Francis Green on the 
wire? May I speak to him? (Has short conversa­
tion, unrecorded, with Green) 

Said Yr . ~andis spoke to him yesterday, but inas­
much as he didn't talk to him again he didn't know 
he was supposed to come . 

Takes two to make an appointment, I guess . 

Well , is ~andis away? 

Landis went up to Harvard and is going to be gone 
for the r est of the week . But I simply felt that -
he felt tha t i f he had this thing . .. I wanted to 
clear this particular thing, so - I mean the Presi­
dent sort of put this hurdle up and I thought the 
thing to do was to say whether we could handle it 
or not, and the answer was • •• 

••. • no. 
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The answer was no . I 1ll Jus t send it over , unless 
you (Oliphant) want t o have another chance to look 
at it. 

I want to retype that first page . 

I 1ll have it done . 

(Reporter leaves on errand for 
Secretary; r eturns) 

••• • ••. • .• foreigner is involved, who he is, what his 
interest is , a nd either how long he's held it in case 
you want to g ive relief t o the long term investor, or 
what he gave for it in case you ' ve got a capit a l gains 
tax . It really boils down to the administrative 
feasibility or lack of administrative feasibili ty; 
boils ~oNn to the fact that you have to a scertain 
three or f our facts in or der to apply tnose t·"o or 
three taxes . 

Well, except in the capital gains - the market 
value as of the effect ive date of the tax. 

You' ve got to ascertain who he is, got to get his 
identity, ascertain what his interest is, whether 
he owns it or somebody else or.ns i t , ascer t ain what 
he gave for it. 

Not tha t necessarily . 

To get his capital gai n, what he gave for it and 
what he sold it ~or . 

Not i f it is a flat capital gains. A flat capita l 
gain applies not at the basis of his eost . If he 
acquired it at a certain date, I don ' t think you 
can go back on a capital gains tax and tax the profit 
that has accrued up to a given date; your capital 
gai ns would apply to profit. t hat accrues after the 
effective d a te of t he law, which of course would be 
a d eterrent so far as new capital coming over . In 
other words, the prospect of capital coming in in the 
future, buying securities, getting appreciati on, 
would be of course hit tor a ll earnings that t hey 
make. But earnings made up to this time - in other 
words , profits on stocks -of course I don• t think 
tha t you could figure on a capital gains tax that 
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would be retroact i ve so f a r as • •• 

Oh yes, you could . It's common. In fact we •ve 
always done that, haven ' t we? That is •. • 

I think it could be, but not practically . 

tlow wait a minut e . This suggestion to the President 
is Just going to wipe that t o one side . 

Yes , it isn ' t feasible . That ' s the r eason I tried 
to summarize . 

What are you going to take up next? We ' re not 
going too fast now, are we? 

I merely raised t his 4uesti on when Berman mentioned 
the capital gains tax, an ob jection to it, a nd I 
ques tioned that particular objection, was all. I 
don ' t t hink we should discuss the capital gains 
t ax . 

Let ' s dispose of this . 

Any way thot you people want t o dispose of this is 
agreeable to us as long as the answer is no • 

.'/ell, I• m just going to s end it over. " lly dear Ur . 
Presic ent: For your information I am sending you 
herewith t he enclosed memor and um. • I'll just sign 
it and don ' t have to bother you with it . 

That! s fine. 

I mean so a s to keep the thing moving, tha t ' s all . 

Where do we go from here? That ' s what I want to know. 

Well , we have prepared one other document. Now, you 
see, we ' ve got two alternatives at this point . If 
the Pres i dent agrees with us t hat i t is not feasible to 
make this adjustment which he talked about, then he 
might either think that the proposed increase in the 
withholdi ng r ates ought not t o be done and that we 
ought to suggest some other a lternative to tha t , or 
else that the pr oposad i ncrease i n wi thholdi ng rates 
that we suggested is all r ight; i n other words, go 
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t hrough with the plan as we originally suggested 
it to him, or he might say, "Is there any alterna­
tive?" 

Vlell, have we an alternative? 

And that 1 s the next thing. 

Next thing . O.K. 

(Francis Green comes in) 

So sorry to be late, sir. 

That's all right. Why don't you take a minute, 
Magill, and tell Ur . Green ebout this memorandum. 
Have you got an extra copy for b.im? 

Have you any more carbons of it, Berman? I'll give 
you my O'An copy if ... 

Or - what I suggest, Ur. Green, is - if you don ' t 
mind, if you'll stay afterward and talk with l!r. 
Magill , he ' ll explain about tha t , because I ' m a 
little pressed for time today . That memorandum 
is going to the President in answer to a question • • •• 

Yes, sir . 

••• which he raised. 

Yes . 

He made the suggestion could you do this thing in a 
certa in way, a nd the people felt you couldn' t. And 
that's the formal document which I'm signing. 

~es, sir . 

But I ' d like you to keep up with it, and if you'd 
stop afterwards and drop into Yr . Magill's office, 
you can read it in there, and if t here's anything 
you don ' t understand he ' ll explain, and we won't 
have lost any time . 

Well then, the other memorandum which we have pre­
par ed is on this assumption : assuming that the 
President doesn't like our original proposal on 

Regraded Uclassified



H.ll.Jr: 

Magill : 

255 
- 9 -

the basis which we have submitted in the previous 
memorandum; namely, that this adjustment in t he 
case of long term invest ors cannot be made ; a nd 
that he •ants an alternative . This i s the alterna­
tive. Shall I read this too? 

Please . 

"If t he proposal for an incr ease in the rates of 
withholding t ax, as originally submitted, is not 
acceptable, then the following substitute or sup­
plementary plan is submitted for consideration: 

"Impose a t ax on the transfer of corporate securi­
t i es by or to a foreigner a t a r ate based upon a 
percentage of the sales or purchase price . To 
acaieve flexibility , a minimum and maximum r ate should 
be prescribed and the power given to the President, 
on the basis of designated finding and proclamation, 
to fix the effective rate. The operation of the t ax 
will be subs t antially the same as in the case of the 
present transfer tax on corporate securities . 

"The broker, agent, or other person a ct ing for the 
buying or selling foreigner in the execution of t he 
purchase or sal e Nould be r esponsible for the col­
lection of the tax. Within the United States on the 
established exchanges, where the bulk of the trans­
actions will take place, t he t ax would be effective. 
Tr ansactions occurring outside of the e xchanges, how­
ever, would present diff icult problems (particularly 
in the case of bearer certificates or certif i cates 
in •street • names). The tax would tend to increase 
the number or the latter transactions but t his would 
perhaps not endanger the ob j ective since most of the 
business i s and would remain i n the hands of respon­
sible brokers who would not seek the avenue of evasion 
with its prospective penalti es . 

"The operation of the tax within the United States 
will tend to create a premium on American securities 
availabl e for sale abroad without the payment of the 
tax. The tendency would be for citizens and res ident 
aliens to attempt t o obtain the benefits of this 
advantageous market by sending their securities to 
Canada or abroad . The following steps may be taken 
to check a ny such flow of securit ies from the United 
States to Canada and Europe: 
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"(1) The Amer ican citizen or resident alien who 
sells or purchases securi ties of a domestic cor­
poration outside of the United States would be 
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made liable for the tax wi th heavy penalti es for 
nonpayment. There would be a presumpti on in such 
case that the other party t o the transaction was a 
nonresident alien. Di scovery of the transaction 
would not be certain but the ever pr esent possibility 
of detection, t hrough examinations in connection with 
the income tax and r eturns of information filed by 
t hird persons , would be a powerful deterrent . 

"( 2) Penalties would be provided for any domes tic 
corporati on (or its registrar) which recorded on i t s 
books the transfer of any securi t y from or into the 
name of an alien, unless the tax thereon had been 
fully paid . 

"In the adminis tration of the tax, the principal 
fact to be det er mined will be whether the purchaser 
or seller is a foreigner . The i dentity of the par­
ticular foreigner will not be in question. Bence, 
the operation of the tax will not be impeded by the 
prohibiti on placed upon origi nating forei gn brokers 
who are usually subject to laws or usages prohibiting 
d isclosure of t he identity of t he principal . " 

Well, briefly, on that, as you know, we now have a 
tax on transfers of securities based - well, it is 
four cents a share in case of par value stock, end 
also in the case of no par unless the stock sells 
for more than $20 a share, in which case it i s five 
cents 11 share . 

Now, our thought, I think, as we have it in mind in 
a rough way, for purposes of having something specific 
to t hink of, would be tho t it would be desirable anyhow 
to revise our pr esent stock transfer taxes, which, as 
you can see from my s t atement, have nothing whatever 
to do with the value of the security . Your r ate of 
tax i s very l ow in case the security ls s old, and it 
may be very high in some oases where t he price of 
the security is low. 

Bence , it would seem advisable - I may add to that 
that the tax is one which will be cut i n two on 
July first anyway unless action is taken, so tha t 
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we'll have to take some action with respect to 
the domestic tax in any event. 

That expires July first , does it? 
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It doesn't expire; it ' s cut in two on July firs t. 

I see . 

So we had tenta tively in mind that wha t we might 
do i s this: change that tax so that it is imposed 
a t some fraction or one percent upon the value of the 
security transferred, fixing that fraction to yield 
us the same amount of money which we now get, which 
would be about one tenth or one percent of the value 
of the security trans ferred. It is now based on 
par or no par and a very rough affair . 

Yes . 

And t hen 'lie thougnt we would impose the same rate of 
t ax upon transfers to or from aliens, but provide 
tha t the President may increa se it or decrease it 
in the event of certain findings of f act . 

In other words, the deterrent, of course , to foreign 
buying of American securities would be the extent 
of the discretionary power •••• 

Right. 

•• • vested in the President . 

Right. 

Now, if tha t is high enough, it should be - it seems 
to me that it ought to be high enough to make it a 
real l y effective instrument . 

Well , the information llr. Haas has given me - be 
can check me on this - is, as I understand it, that 
if the rate of tax were about one percent of the 
purchase price, speculative transactions would Just 
about be stopped . Isn' t that right? 

No, three percent, so you' d want it three percent . 

I thought you thought one would do it. 
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No, three percent, on the basis of the turnover now 
of the securities in this market held by foreigners -
about a three percent would take such a slice of 
their capital away that it Just abo ut makes it pro­
hibitive for a s peculator. But one percent wouldn 't 
do it, because you have one percent or about tha t 
in k.ngland . 

Yes. 

Say you bought a hundred dollar security - I mean 
in-and-out trading - speculating in and out, and 
paid three dollars tax. If he turns over t en times, 
he ' s lost thirty percent. 

He •d pay a three dollar t ax, pay his commission, 
and pay his carrying charges . 

Three dollars would be plenty. 

Yes , I think so . We were talking about one in 
another connecti on. 

Would three percent be enough? I can understand 
that with the trader, with a man that is buying 
and selling as traders do . But as I understand it, 
a large portion, the great bulk of our securities 
that are bel ng purchased today are not purchased 
by traders so much as by instituti ons and individual 
investors with an ideo tha t they'll hold them for an 
indefinite perJod . They too are af t er the speculative 
profit t hat is l ikely to oc~ to them as a r esult of 
an appreciation in these values , but not in the same 
way as is the American trader wh~ i s in and out all 
the time; he ' s constantly scalping the market; of 
course, this would exclude that type of a foreign 
operator. 

I want to point out that for a foreigner to go 1n 
and get this profit that you say he i s after, he ' d 
have t o pay two commissions, s ix dollars in tax. 

Tha t's both ways . 

Oh, both ways . Well, I see . 

And he ' d have to pay his carrying charges. 
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\'lell then, a six dollar tax - that is, six dollars 
on the hundred - and the commissions, would certainly -
if he disposed of them within a year ' s period, even 
in many instances a two years' period, he would receive 
no earning whatever on his investment while he held 
it. And of course tha t would be a deterrent because 
I think foreigners buying stocks now don't want to 
be in the position where they may have to bold them 
for t hree or four or five years in order to get any 
return on them . They want to be in a position, cer­
tainly, within a year or two years, to dispose of 
them. Wouldn't you think that that certainly is i n 
the back of their mind? 

Yes. 

We looked up the transfer tax, just as a matter of 
background, in t .be neighboring countries, or the 
countries which are doing the principal investing 
in this country . In England I believe it works out 
to be about one percent of the value throughout; 
they ' ve got a graduated scale, but that ' s about what 
it amounts to . In Canada the r at e of tax is about 
the some a s our present tax. There is both a pro­
vincial t ax and a Dominion tax, and they seem to 
r ange between about one fifth or one percent on some 
transactions down to about one fif teenth of one percent, 
or thereabouts, on others - on the larger transactions. 
France is a little better than half of one percent. 
Switzerland is a tenth of one percent . 

What's Germany? 

Germany is - I think it's - let 's see, Germany is 
fifteen hundredths of one percent; that's about one 
sixth or one seventh of one percent. 

We haven 't bad an opportunity to study this •••• 

Neither have I. 

••• this thing, so t hat our ••• 

Neither have I . And this technical background, of 
course, is available to both organizations . I mean 
they Just finished this at noon today . 

There ' s one or two, it seems to me, .•••. 
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Wel l look, why don ' t - 1£ you feel that way, 
Marriner , why don 1 ~ we do this? Why don ' t both 
the Federal Reserve and S. E.C. let the technical 
s t affs get together and pick this up, what we've 
got, and study this thing, and then meet early next 
week . 

Th~t would suit me all right . 

hither organization can give birth to something. 
And what we touch upon in this thing certainly 
interests S. E.C . - what we 're t alking about. 

Mr . Landis ••• 

He 111 be back Monday morning . 

Be favors something of this sort. 

I don't know . 

I mean what I understood here - he had in the dis­
cussions here referred to a transfer t ax as a desir­
able a nd effective means of getting at speculative 
activity on the part of for eigners . 

I just want to say this, tha t duri ng the week I have 
changed to this extent, and I' d like you to know about 
it . I don ' t know how you feel, but I don't want to 
march up to the Hill with a reco~endation whicn we 
~now beforehand isn' t going to reach the people we 
are after, namely, the fellow who does use "hot" 
money , see? - and jus t have them say, "Well , all 
you're doing is reaching the permanent investors. 
The suggestion you make is all right as a r evenue 
measure or measure of equity, but if you are really 
after hot money, wha t you are suggesting is a joke.• 

Well , I 'm glad you' ve come to that conclusion. 

I mean over - we haven ' t me t in a week, since we 
had that long talk with Mr . Bull, and I 'd just 
l ike you to know that my thinking has changed to 
that extent. I mean a fter all , I •• •• You (Green) 
tell that to Mr . Landis. 

Yes. 
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My positi on bas shifted to that extent . If I ' m 
going to march up on the Hil~ ther e , I think we 
ought to have something Nhich we think has a t 
least got a 75 percent chance of being e ffective . 
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••ell, I 1m glad that you 1 ve come to that conclusion. 
I ~eel exactly tbe same way about it . I was w~ling 
to go along with t he withholding tax as a - I wasn •t 
hopeful of it being effective in doing the thing that 
it seems is going to be necessary to do . And in pro­
posing it at all, it was expected of course tha t we 
would say tha t this is merely the first step and that 
it was looked upon as a minor s t ep, and so on. Now, 
I believe that it is much better strategy to defer 
action - to defer aey definite proposal until we feel 
l'easonsbly satisfied that what ;te do propose will 
have a t least a fifty-fifty or a seventy-five - or 
I 1d say it ought to have a t l east a fifty-fifty 
chance of doing what we are trying to accomplish . 
I'd just as soon do nothing until we ~ave reached 
that. 

Well then, we - I mean I ' d go further . I ' d like to 
feel , if I am making a r ecommendation to Congress 
and asking them to burry it through, t hat in my 
own mind 6nd in the minds of my associates in the 
Treasury a t least, we can say , "flell, we ' ve got a 
75 percent chance of being right . " 

Up to now - after a week and all that • • • And then 
jus t simply have - as on effect of that, have any 
other country that has any decent-sized stock excnange 
slap on the same thing; aau find tha t we haven ' t kept 
t he funds from -they ' r e rol ling in just the same . 
I ' d feel awful sick over it . 

Yes . 

What? 

I think it would make us look pretty foolish . 

l.lr. Secretary, may I stick out my neck by telling 
my reaction to the t ransfer tax at t his time? 

Oh, you• ve got such a nice neck, ao l t . 

IVell , my feel ing about it is that i t would no t 
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materially diminish the net inflow of capital 
and it would drive business from American brokers 
to foreign brokers . It would be a tax whose inci­
dence would be on the business of hmerican business 
men engaged 1n the legitimate business of stock 
brokerage . 

If that is legitimate. 

Well , it is so far recognized as legitimate . 

You forgot who w_as sitting here . 

We suppose it is l egitimate, see . 

I said ••• 

\'/ell, they ' re supposed to have legitimatized it. 

That's right. 

~/ell , it ' s going to make them lose business to 
foreign brokers and it isn ' t going to stop the 
flow of money . i ha t is my impression of tha t tax . 

Well now, I want to know - due to press of business, 
my people weren ' t able to give me this until now, 
so I'd like the week-end to digest this t hing. And 
I think t his is particularly so~etbing that S. E. C. 
wonts to find out about, because if t hey put their 
name to it and the result is what Dr. Ooldenweiser 
says, that you are driving business to Canada, London, 
and Amsterdam, you ' ve got to be prepared to defend it . 

That is, of course, the danger about which the S. E. C. 
is worried; that is, we may transfer the real market 
in American issues to foreign markets if we precluded 
trading in those securities 1n American markets . 

But you•ll notice someone said this suggestion of 
increasing the tra.nsfer tex was - they thought was 
Wr . Landis's suggesti on. 

Well , I should think that i t could be coupled with 
other r estrictions designed to prevent the export 
either of American securities or of European shares 
for American securities, which they would have to 
have in order to run any substanti al market in London 
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or in continental cities; 

I made tua t s t atement, but I didn • t mean this par­
ticular proposal . But isn•t that true, Bryan, tnat 
Ur . Landis had a progr am of t his sort? 

Well, I think llr . Landis has spoken 
a couple of times . I don ' t believe 
direct memoranda they have outlined 
proposal . 

of transfer tax 
in any of their 

a specific 

Well , Marriner, personally I don ' t t hink t hat we 
can go a ny f ar ther than we have today . I think 
certainly I c ouldn' t, and I'm sure llr. Landis and 
S. E.C. generally want a chance to look at this new 
idea . And then someti me early next week let's get 
together again . 

Fine . 

Now, 1f I may say something, stick my neck out , which 
is not beautiful. I wish you two groups would go at it 
in the way that we have been trying to go at i t here 
in the last week; that is, not merely to shoot hol es 
in this proposal, which is not too di fficult t o do, 
but to suggest other ways and means 'A'hich may occur 
to you to implement this one. Or, for instance, 
your (Green) suggestion about the export of American 
securities . llaybe we 'll have to amend your Act; 
maybe it isn' t simply a taxing proposition. 

1-nd the other thing which I... are you through? 

Substantially , yes . 

If you 're not •.. 

Go ahead , that ' s all right . 

'• he other thing I want to say , in strictest confidence, 
so that you know what we are doing - we are IIIBking a 
very, very confidential study here of what we should 
do in case a major war should break out in hurope in 
regard to this eight billion dollars here, and when 
we get along a .little further on t hat we ' d like to 
show it to you. But that has nothing to do ••• • 
I mean going the whole way ; I mean the idea of possibly 
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having a custodian f or securiti es owned by ali ens. 
But we •ve just started. But Senator Nye said he 
couldn't handle it, that it was too much for him; 
and be was down here . And the President asked us 
to do it. But I just want to tell you in stri c test 
confidence t ha t we are doing it, and after we get 
somewhere we ' d like to show it to you, to both of 
tne organizations . But we ' re going the whole way . 
I mean in case a major war should break out, what 
would we do? But I'd like- I 'm saying that in 
strictest of confidence. 

I think that we'd better defer action until we can 
think this thing all the wa~ through in connection 
with its ramifications . We ve got to at least see 
far enough in advance so that we know what our ob­
jectives are . Otherwise, we - i t seems to me we 
may mnke proposals t hat make us look ridiculous . 

True . 

And I think the thing you•re doing is certainly an 
essential part of t his whole problem, and to be 
forearmed , it seems t o me, i s the hei ght of wi sdom. 

I think so . 

So far as our approach to this is concerned, Magill , 
we realize that it is one t hing to cake constructive 
suggestions and it is a nother thing to come along 
and simply criticize and have nothing to offer . Now, 
I t alked to our people about this several times and 
have said to t hem, "Assume that we alone, see, had 
this responsibility . Now let ' s approach it from 
tha t standpoint . Vlhat woul d we do? We ' re not trying 
t o find reasons why ther e isn't anyt hing we can do 
about it - why you can't do this or why you can't do 
that . there is a problem that must be met . Let 1s 
start from that premise. Now, what are the vari ous 
ways that we think we can meet it?" And that is t he 
way we are approaching it, and certainly it i s the 
way we want to. 

That ' s right . 

For instance, just consider this . Suppose we went 
through with our fir st proposal, with this modi f i­
cation: that we simply provided that the President 
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might increase the withholding r ates or later 
decrease them, based upon the application of 
certain standards, but left withholding r ates 
at the present just exactly where tney now are. 
Secondly, suppose tha t we modified the transfer 
tax along the lines we hove indicated here this 
afternoon; same tax on ali ens that is on our 
domestic people but at a percentage of the value, 
with the power in the President to make changes. 

And then, if you wanted to consider a third thing 
in the chain, suppose we took out the exemption 
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of capital gains in the case of non-resident aliens 
and put in a flat ten percent tax . 

Yes . 

Didn' t do a ny more . 

Capital gains , you mean? 

Yes . 

With the necessary machinery? 

llo machinery . 

Machinery t o ••• 

Well - and the fourth possibility , machinery. 

\VI .ich machinery would s erve in the case of a war 
pr ogram . 

Yes , t hat ' s another thing. 

l'.'ha t I • d like to do is simplify my own work by 
getting clear on the t erms of r eference . What is 
the problem we are studying? I understood we 
started out to study the problem of putting a 
damper on the type of funds - speculative funds -
going into our stocks here that is creating this 
movement or gold . Now, are we a lso now undertaking 
the problem of regulating the trading in American 
securities abroad, which doesn ' t affect the flow 
of funds? If we are going to do both, it is a 
different problem . 
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The latter problem is one which has been advanced 
by the technical people of the S. E.C. And if 
American money is going abr oad to be used for 
speculation on foreign exchanges, it seems to me 
that is a little different ma tter than the one 
that Yr. tccles has just • •• 

nell, American money going abroad to be used on 
specula tive exchanges abroad - that is the opposite 
of foreign money coming here for speculation. I just 
want to be sure of our objective . 

'llell, llr . Green gets 1 t and I think that • •• 

• •• that we are trying to do two Jobs at once . 

I wonder if any other agencies are interested, 
a t least to some extent, in American m.oney going 
abroad to be used for specula tive purposes over 
there. 

I can s ay t hat after all that is your responsibility. 

Yes 

I know what Mr. Oliphant is getting 
.it i s really part of this study. 

Not our responsibility. 

It ' s your (Green) responsibility. 

I agree with you, but I can~ say so officially. 

Well, I • 11 say so for you. 

Right . 

Your proposition for a three percent transfer tax 
means tnat i~ costs three percent to get your 
American security over to the London exchange. 
After you ' ve got i t there, t hen there are no more 
transfer taxes to pay. If you had to keep trading 
on the American market this three percent tax would 
mount up and up and up. Now, the Englishman who 
looks for a hundred percent or fifty percent profit 
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what will stop hi m in a three percent transfer 
tax if he can do his trading in the London market 
and not pay the tax? 

Well, his trading in the London market camot 
cause gold to flow here . l.nd that problem of 
initiating additional foreign speculation abroad 
is dealt with in the latter part of the memorandum . 

Well , may I Just - if you want to stop it, we know 
how to stop it, because we stopped silver trading 
in America; but. we just sent it to r.lontrelll and 
hngland, that 1 s all . I mean the fe l low who was will­
ing - if be made a profit he knew be had to pay a 
fifty percent tax. He bought his silver 1n London 
or Uontreal . But we closed the silver exchange i n 
New York just by that law. 

Air . Secretary, may I just say one other word . 14r. 
Oliphant ' s formulation of the problem is that the 
problem was to prevent the speculative flow of funds 
to America . Now, I think tha t word "speculative• 
tones down wha t I a lways thought was the problem. 
The problem was the capital movement to this country 
and a large gold inflow, speculati ve or otherwise . 
If you .runt to discrimillllte as between di fferent 
flows , we'd probably be prepared to be harder on 
the specul&tive than on the non- speculati ve; but 
the problem as it was presented and the problem that 
we h&ve tried to tackle is the problem of the i nflow 
of foreign capital a t the r ate of a billion or more 
a year to this country , which i s bringing in a l ot 
of gold and complicating our economic - our whole 
financial s tructure and raising the issue of wha t's 
going to happen when i t is .•• 

That isn' t what your boss said when he walked out 
of t he White Rouse . 

Isn't it? 

No, he didn't say that? 

That i s , the problem that we•ve got to deal with -
now, the speculative aspect takes this pl ace, that 
the greater part of capital today is coming over 
her e and going into the speculative market; that 
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part of foreign capital tnat lies idle in the 
banks as a deposit aoos no harm because it i s 
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just lying ther e , and that part of foreign capital 
that comes - except to the extent that the gold is 
bought and there is an inter est charge against t he 
purchase; but t he deposit is not getti ng i nto our 
cir culation, it isn' t responsible for inflationary 
prices, and it does very little harm . And the capi­
t al that comes over here that buys our commodities 
is of course giving employ•ent . The capital that 
buys our securities - tha t is, our bonds, our 
mortgages - is of a particularly small proportion. 
So tha t you get a t the r eal evil at the moment, at 
least, when you get at the speculative aspect. 

Uow, I don't say tha t if you deal with the specula­
tive inducement of f oreign capital - wnen you take 
tha t away, that capital may not continue to come 
over here in an amount which, although great ly 
reduced, is sti ll an amount much mo r e than we 
desir e , and at some l a ter date we may have to do 
something about that . 

Welf , trying to fina out what the problem is, .•. 

That ' s what Oliphant ' s trying and I • • • 

.... I would accept Dr . Ooldenweiser • s statement of 
the problem, and then say that for practical pur­
poses, in ~ o~n mind, that problem ~d been deleted 
by our discussion at the White Bouse which, for prac­
tical purposes, eliminated this long term investment 
stuff. So that I understand that the problem for us 
now ••. 

That is, present long term investmeqts that are here . 

The problem now is to deal with this type of qui ck 
in- and- out stuff in such a fashion that 1we will 
change t hi s pi cture whereby now Europe i s buying on 
balance ever y day, so that when we get thr ough oper­
ating on it Europe will be ei ther not buyi ng on 
balance or may be selling on balance, and that when 
we have done t ha t j ob we have accomplished t he job 
we have set out to do . 

Way I put it a l i ttle bit differently? May I just 
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put it a little bit - I mean this isn' t what -
I'm not stating wnat I think the problem i s, but 
wnat I think the problem i s that the President bas 
in his mind 1 see? - that he gave us t o s tudy 1 see? 
I mean that doesn ' t mean that I say i t is. But 
I'm going to try to Just restate • •• 

What he had in mi.nd. 

• • • more or less what you said and see if we • re 
together on that . As I understood it , •ll'hat he 
asked us to study was the so-called - what some 
people call "hot• money, "bad" money, and various 
kinds of money, which flows from one country to 
another in times of stress, either for safety or 
for profit. ~ell, it 1 s •••• 

Or current income . 

Or current income . But 1 t 1 s that money which 
moves quickly ••• 

It's " times-of-stress• money . 

••• in times of stress . 

Well, tbat •s different from speculative . That 
isn't the speculative element . It is the money 
t .bat runs - owing to the present economic set-up 
of the world, is seeking r efuge in America . 
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Well·, it ' s that thing . Some people call it "hot• 
money, some people something else . But it's money 
coming here at this time because they think it 
is - the London stock market has passed its peak 
and they can make more money over here, or they are 
afraid of the European situation. 

There is an exchange speculation too in the case 
of ••• 

orell, not so much. At any rate it 1 s bei ng driven 
here because it's in times of stress. As I get it, 
be wanted us to study whether we could slow down 
that movement, and that is the problem as I saw it, 
see? 
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That ' s the way I see it too, Mr . Secretary . 

I don't say that that - but that is what he asked 
us to study . Isn' t that the way you would put it, 
Marriner? 

That ' s what be asked us to study, that ' s right. 

And the further I go into the thing, talking now 
for myself, the more difficult I think 1t is to 
nandle that kind of money without handling all 
the money t hat comes here . I mean I jus t don ' t 
see how you can take that kind of money unless you 
hit 1t all . 

It is difficult to classify it. You've got a twi­
light zone in there that you just can' t define . 

And then when you talk about 1t and other people 
r aise t he question of ~cottish trusts and all that 
kind of stuff - but when you're going to level the 
wall and t ry to single out t hat money that comes 
here in times of stress , it is awful bard not to 
have a brush which is so big that it paints the 
whol e canvas . And that, I guess, is why this is 
the fourth month we 've been at it and haven' t got 
anywhere . 

Well, of coursef a transfer t ax, if we limited it 
to that, wouldn t necessarily deter money that is 
placed here for safekeeping; that is, d~stress money 
that is just put here as a safe place to put it 
because of the present ~uropean situation. They ' d 
put it in a stable bond and forget about it until 
they needed 1t . 

Well, of course, llr. Green, the great trouble is 
that a lot of the suggestions that have been made 
here by, i f I may say so, the people outside the 
Treasury, have overlooked the administrative diffi­
culties of enforcing it . Just the way I can sit 
her e and make suggestions to you; I haven't made a 
study of exchanges and you can say, "Well, it ' s 
very nice , llr . llorgentbau, but unfortunately you ' re 
Just going to close the New York stock exchange if 
you do t ha t , and you ' re just going to transfer the 
business t o London ." And I th1nk we ' ve each got to 
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give the other fellow a chance to say , •Well, 1f 
you suggest that, can it be enforced?" 

I'm sup~osed to have a conference in there, so 
if you'll excuse me .•• 
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Let's wind 1t up; I won't let you go. Wr. Bell 
has a conference - I mean ¥ou (Magill) have a con­
ference, so - I mean haven t we gone es far as we 
can? And take Magill ' s suggestion; just don 1 t tear 
his memorandum apart, but see whether anybody else 
can come back with something which is as good or 
better. 

And don ' t necessarily make it a tax. 

All right, can we adjourn so ~r . Magill can go 
to his next conference? 
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T H E & ECRET ARY OF" T H E TR EA SU RY 
WASHIHOTON 

It the proposal tor an increesa in the rates or withhold!~ 

tex, as originalJ.T aublaitted, is not ncceptable, then the following 

substitute or supplomontary plan is submitted tor consideration: 

Impose a tax on the transfer or corporate eecuritiee b)' or 
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to a foreigner at a rate baaed npon a percentage or the sales or purcbasa 

price, To achieve Oex!.billty, a atns.,. and •xl••• rete should ba 

prescribed and the powar given to the President, on the basis of dealg­

nated finding and prool8JMtion, to fix the effective rate. The opera­

tion of the tax will be subatant~ the 881118 as in the eese of the 

present transfer tax on corporate securities. 

The broker, agent, or other person actin& tor the b~ or 

ullin& forei&ner in the execution of the purehoee or S&le •ould be re­

sponsible for the collection of the tax. Within the United States on 

the established exehongos, 'l'bere the bulk of tho trnnsactions w1l1 take 

place, the tr .. would be effective. Transactions occurring outaide or the 

exch4naes, honvar , would present. difficult proble•s (pe.rtieularl.T in 

the esse of bearer certificates or certificates in •street• oa&OS). 

The tax would tend to increue the nUIIber or tha latter tranaactiona but 

this would perhaps not endanger the objective since moat or the buainasa 

ie and would relll8.in in the hands of responsible brokers who would not eeek 

the avenue or e..aaion with ita proepectiYe penaltiea. 
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'lbe opera_tion or the te.x within the United Stetea 1l1ll tend to 

croate a premium on American securities available tor sale abroad without 

the pnJment of the tax. The tendency would be tor oitizene and resident 

al.iena to attellpt to obtein the benefits of this adYaDtageoua l!llU'ket by 

aendi!lll their securities to Ce.nad& or abroad. The following atepe uy be 

taken to check 8.111 such fl.01r or securities tr011 the United Stetea t.o 
Canada and Dlrope: 

(1) The AaeriCflll citizen or resident al.ien who aal.le or puz-­

cheeea securities or e. do~~~&atic corporation outside or the United Stetea 

would be made liable tor the tax with he&Yy penal.ties tor non~ent. 

There would be a presumption in eucb esse thst the other party to the 

transaction was a nonresident alien. Discovery or the transaction would 

not be certain but the ever preuent possibility of detection, through 

eXAJ!li.nationa in connection with the income tax and returns of inton:~Ation 

filed by third persona, would be a power !Ill dete=ent. 

(2) Penal.tiea •ould be provided tor 8.111 do~~estic corporation 

(or its regi.strar) which recorded on its boolca the transfer of 8.111 security 

tro• or into the name of an alien, unless the tax thereon had been ~ 

paid. 

In the administration of the tax, the principal. tact to be d .. 

termined will be whether the purchaser or seller is a foreigner . The 

identity of the particular foreigner 1l1ll n~t be in question. HellCe, the 

operation or the tax will not be illpeded b7 the prohibition placed upon 

orisinatin& foreign brokers who are u.euall7 subject to lan or uaeaea 

prohibiting disclosure or the identity or the principal. 
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INTtlt O I'PIC& CONN U N ICAT10N 

...... 
FebruAry 25, 19S7. 

Seoretaly llorgentbau 

HeiW.n Oliphant 

For your information -

Control of Foreign Capital - Goldenweiser, Gardner, Bryan, and Green 

caae on into 11\Y rooa for a further discuaaion. llhen they lett, thq 

S!!eDed to be screed. on the followi.n&• 

1 . That the 1101187 we want to reach 1a not so mch the daiJ,T 

traders' 11011871 lo~~&-tera investors ' 111011871 or panicq 1101181,; but 

what we agreed to call, for purposes of discussion, •recent wise 

moll87" colllini here for a number of reasons includillg relatbe 

aatet;r and selli lo~~&-tera profits . 

2 . That we did not want to reach all of this 1001187 but onl,y 

so llll1Ch of it aa would be necess8.1'7 to atop or reverse the aold 

- n ow. 
• ) . That the onl,y questi on remainiD& open wns not whethor there 

should be a trana.t'er tax~ as opposed to sotoe other kind of t4x1 but 

how h1cb tbe •rl11111 rate to which the President could ro.iae thll~t"' 

tax should be in order to enable the Preeidant br ~ reia-

ing it to atop tbe a110unt of • reoent wise 110nq" neoes88.1'7 to 

stop or re .. eree the gold n ow. 
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February 25 , 1937 

Excerpt from Mr. Magill ' s memorandum to the 
Secretary, "Memorandum of the Day ' s Activities 
February 25th:" 

2. Non-resident aliens 

Mr. Oliphant and I worked over the memoranda to 
the President regarding the proposed transfer tax. I 
also have memoranda from Mr . Haas, showing the character 
or the foreign investments in the United States (a very 
attractive colored picture) &ld the rates of transfer 
taxation in the principal foreign countries which are 
making investments here . 
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Mr. Wayne Taylor ' s friend , Mr . Raffalovi ch, spent a 
half-hour with me this morning, pointing out the dangers 
of retaliation by foreign countries if we should decrease 
the price of gold to foreigners or increase r ates of taxa­
tion. Be mildly suggested the imposition of a capital 
gains tax upon foreigners,- I suspect because he felt 
reasonably sure that such a tax would not be very effective. 
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Studies in Arithmetic 

1. Tho Pt'imor 

2. A &oond Primer 

3. "llot Money" vs. Frozen Funds. 

hnrn:D r." u. a A. 

Fu:av..aY, 1137 

FOREWORD 
To the People of the Ut1ited Slalc8 of America: 

The Chemical Foundation was founded by 
President Wilson for tho "Promotion of Chem­
istry and Allied Sciences." 

Eighteen years of our oxpcrionco have demon­
strated to us that arithmetic is tho first of the 
sciences and the ally-in fact, the foundation­
of all the sciences. 

Our ezperience hu al8o demonstrated that 
arithmetic is the most neglected seienoo in Amer­
ica and that the effect or that neglect has been, 
is, and will be dis88lrous. 

At long lut, therefore, wo are carrying on a 
campaign-in the grammar schools, secondary 
schools and colleges, and omong our people in 
general-to repair this neglect. 

The first and greatest nogleot is tho nbsolute 
failure to apply arithmetic to our international 
relations--and it is nccessnry to repair the leaks 
ot a house before tho family within can properly 
conduct its domestic nft'airs. 

We are therefore sending to you an arithmetical 
study of our investments abroad, authorized by 
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us and wade up for U8 by PMiey & Conroy, a firm 
or American accountants or the highest standing. 
It is tbe best that the inadequacy of government 
eollootion of data affords. Wherever possible 
tho govermnont's inadequate Jignres have been 
supplemented, chcclced and corrected. 

Wo invito comments and criticism, friendly or 
unfriendly, pnrticularly on tho subject-What ie 
tho real value of these foreign investments, in 
view of conditions in the world today f 

This repo rt slates that our foreign invostmonta 
oro esthnulod at some Eight Billion Eight Hun. 
dred hlillioo Dollars, using market values whore 
they can be obtained and book values in all other 
CMOS. 

This is tbe estimate of what is remaining of a 
FiCleen Billion Dollar in\'estment (excluding war 
debts). What is its realizable valuof What it 
its " hot money" valne t 

Some Two Billions represent the remains or 
our unhappy venture into foreign government 
lonna. What . will we eventually realize t 

Wo huvo n billion dollars invested in pubUo 
utilities. Cnn we object to confiscatory logisla· 
lion by fo•·eign governments in the face of our 
own government's nttitude toward private utili· 
tics f What is the real value of these invest.. 
mentsf 

We have a billion dollars in oil. The record of 
recent foreign legislation affecting this invest.. 

went is discnaaed in lhi4 report. Spread out all 
over the world, subject to tho legislation of manv 
go\"ermnents, what is it worth f What would ~ 
the cost to the nation o! proloetion against con­
fiscation f 

We have a billion dollars in mining. This too . , , 
•s scattered throughout the world, subject to the 
same perils as our oil investments. What is it 
worthf 

What is the value of investments in war-torn 
Spain, in Germany, and other continental Euro­
pean countries, now figured at book value where 
there are no market values available! 

We have a ball billion dollars invested abroad 
in agricultural and paper and pulp ventures. Is 
it more expensive for ue, aa a nation, to legislate 
benefits to Cuban sugar and Canadian paper-to 
protect our investments in these induatries-<>r 
would it be cheaper for us, u a nation, to build 
up home industries f 

Take these foreign investments to your banker 
and ask him bow much any sound bank would loan 
on them. 

These are but a f ew ot the questioua to be con­
sidered in placing tho real value on our invest­
ments abroad. 

Let us now look at the other side of the Balance 
Sheet. Foreign investments in this country, 
aocording to an official statement issued l!Y 

\ 
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Secretary Wallace on February 8, 1937, amounted 
to Seven Billion Dollars. Thill undoubtedly is 
bru;cd on all figures available to tbe govemmcnt 
nt tl10 present time. 

Tho government bases its figures on infonna. 
li on furnisl1ed volunta rily in answer to question. 
nui•·es sent to all those who it thinks might hnve 
inforumtion. Under tb~ system, t\ sub•tnnti&l 
uu•ouni of its information must como voluutnl"ily 
f•·om tho agents of the foreign investors. Its 
estimntc, therefore, is dependent on what iufor. 
motion foreign agents wish it to have. 

This is u wretched metbod. My experience as 
in,·estigntor or concealed German property dur. 
iug tho \\'orld Wnr and as Alien Property Cu~~o 
todinn from 1919 to 192:1. amply jUBtlfies me in 
saying tl1nt the figures gathered in this manner 
c.mnot represent more tban 75% of lbc foreign 
ilwestment here. 

J, therefore, mn confident tbnt it amounts to 
over l\ino Billions of Dollars. But wo hn\'C no 
right to go on doing business on this basis. 

1\ll s tudies of our iuicrnationnl bahtnccs will be 
hopelessly inndequnte and incomplete, und poli· 
cics bused on our present figures will be ncccs· 
Anl'ily unsound, until a law is passed compell ing 
the contcmpornncous rcJ>Ort, under onth, ol' pres· 
cnt foreign investments and thereafter or every 
foreign transaction, contract or ag reement, and 

until business machines make these truo fit,'UreS 
available to our people by U1e fiflcentb of tbe 
ensuing month. Until that lime, we will do tbe 
best we ean and ask the help of every one. 

However, it is not merely a question of match­
ing dollar values. Must wo not nl~o consider tho 
value to tbo foreign 1mlions of tho power---<Jco­
nomic and politicul- wicldcd over us by their 
l'oreign investment herof Do they not control our 
s tock markctsf Do not their agents here control 
our banksf How far nrc Lord Rothcrmcro and 
Lord Beaverbrook, in command of tbe price of 
DC\\"Sprint, able to control the trend of popular 
opinion by tbe threat to our press of a return to 
$120 a ton for newsprinlf What is the value of 
the JlOWCr of control o,·cr our ncccssitie&-rnbber, 
tin, coffee, tea, nickel, and mangnnesof What is 
the value of tbc power of England over the gald 
supply of the world f What was tbe power of tbe 
Gennan control O\•er us, exercised by l1er invest­
ments here, on the chcmi<:ld, drug ancl dye indus­
tries from which, hnppily, after twenty years' 
effort, we are now frcof 

What Americ1u1 would not g lndly oxchnngc the 
Eight Billion Eight Hundred Million Dolla~s that 
we have scattered all over tho wol'ld, subJect to 
tho lcgislath•e whims--not of one government­
but of aU the governments of the worlcl, sub­
ject eten1atly to revolution, dictnlorships, wars, 
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national animosities, special taxation, manipll­
laled currencies, etc., for the Nine Billions of 
foreign i.nveetmente in America f 

Are we not, in truth and in fact, a debtor 
nation? 

Respectfully submitted, 

'ftrr. 0>UMJC4L ~'OUNDA'IIOll, !NO. 

By 

~ 
J>resid~ 
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Ex.utatT ' '.\'• 

An Estimate of American Long-Term Invest­
m ents Abroad as at December 31, 1936 

}'Qrtll[rl govenanu:.ut. a.ncl pvt!rnmctnt•gua.ranteed 
bo1ub-, afttr e~Umat«MM repatt-iation.,_...t mtrllcL 
vaht.C!• ••• , •. , •• •.. • • • • •• · · • • · • • • • • • • · • • · • • • ,,....A,8ti0,000 

}'o~ill'l eorporatlo...-.toeU and 
bond.-pubUeJy owl'led: 

Stot......,.l marbl nl\18 ... .. t l,t77,343,000 
Bott.d..,....l -.rket ni~~N . . . . . 071,, 8!,000 21103.,8~ 

A-.ritea c.~tlou., all or aut.tut.i.all)' all of 
wW.. ..-w ud artiYitlft a.N abtwcl. Seeu.rl· 
''- s-ed alld .... e:a•li•c pritecl at -.rkft . . t,s.ao,t.t,GOO 

h.,.._.... of A~ ~tiODI abroad, 
, .. .....p . -..n;r....ud. or majority-4W'II~-aad· 
nM~trol.., tof'tlJII nbPdiatlel. Book ql'* aa 
at Dl!ftll;bef II, 1JJ.5 (SM Note 1) • . . • . . • • . . I ,O.S.S,7!!,000 

Tntor V•l"• o/ .4fiW'ri<W• Lf,ag.'/'~ larutiiW'IIfl 
A~rHct Ol l)~btr 3 1, 19JB , , ... . .... ..• , , • • 8,81!,646.G00 

Non I. ~ •t..ted abo"~ no market "aluee were ob• 
lalnab1e for hwettn~enu ln tbe amount of $3,0S:J,. 
722t000' Doole value. u at. December 81, U135, aro ·-· Dot lO laclc: of httormation no eelimtt.e lt made 
of U1 appretlatlon or depredatioa in their nlue for 
thf JtAr 103$, It ll beUend that new lnYNliM:IIlf 
nd Hlnfftted n.et eamht.p •nbstutia.ll1 oflte.t -.k!s. 

PASLEY & C O NRO Y 
CERTIFIED PUBLIC ACCOUNTANTS 
.,._ .. ,. ... ......... __... ··· ~""'.,. .... _ .. , ...... 

~~~···1" •• PAM.U. 0.1' " • .. - .. ···--·Ci-"' .. - ·• .__....__, e,_.. ..... 

O'f W A-LL anu tCT 
NIW YO'IK 

·- · •· •••-. c.•.a 

J.'cbrunry 5, 1.937 

MB. FRANCIS P. OA.RVAN, Prcsideut 
The Chemical Fom1dation, lnc. 
654 Madison Avenue 
X ow York, N. Y. 

Sir: 
Pursuant to your request we ha,•e made an in­

,·estigation and study of American Long Tenn 
Im·estments Abroad and in connection therewith 
submit the following: 

Exloibi! A An Estimate of American Long 
Term Investments Abroad as at 
December 31, 1936. 

Exhibit B An Estimato ot American Long 
Term l nvcslmonts Abroad as nt 
December 81, 1935, with nine 
scbeduJes. 

Exhibit C An Estimate of American Long 
Term Investments Abroad as at 
December 31, 1935, distributed 
geographically. 
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The estimates submitted herewith hAve beta 
prepared by us from data accumulated from 
sources 6Cl forth below, and the method and valu. 
nliona used are slated hereinunder. 

Sources of Data 

In t11o propnrntion of the ijtatistic.q furnished 
herewith tbcro was compiled a record of all known 
corporations and iodividuals that may have bad 
foreign interests at one time or anoU1er. Thia 
list was obtained by combiog all known aourocs 
of data and the data so oocnmulated wore brou~hl 
up to date by reference to the latest published 
records. There ia submitted below a partial liat 
of publications examined. In addition, consider· 
able information waa obtained through conversa· 
lions with and inquiries mAde of corporation of. 
ficials, trade auooinlions, bankers, brokers and 
orgnnizntions having special knowledge regard· 
ing aomo particular industry or company engaged 
in foreign operations. 

Tioldiogs of individuals or close corpornliona, 
not oll10rwi80 obtainable, have been provided for 
by omission estimnles. The portfolios of .Amori· 
can investment trusts nnd other financial inslitu· 
tiona wore flCrutinized and any foreign holdings 
not nlready provided for were extracted and in· 
scrted in their proper iodostriallocation. 

[ 2] 

Sources of Data 

• Woodr'• Kuaals 
·~rJ• )laau.ll 
• Corpora tioa tfPCirla to etockholdtn 
• Rq;atntioa atatei!MIItl A)ocl wllb lbe Yaru.u etotk txeb~tCH 

under the Sec:oritie. ucl EJ&thnro Couunlaloa ~latloaa 
• American Und~rwritlng of Foreltn Seeurltltw-U. 8 . .DepL of 

Comntel'U 
• Amrriean Dirt<Cl lnveebnenta i.n Portlrn Oountrlo.-V. f1 Dept. 

of Comme«e 
• Dalante of lnterutionaJ Paym~nt:.-U. 8. Dept. of Oommereo 

Ca....U.n·Ar:neritaa ladutt.l')'-lllar.J~&II, SoutMrd 6 Tt.rlor 
• DomlnJo. Buruu of Stati.Jtlea 
• 8u"ey of Corporate B«uritJ__.ll"'qef:W J'o.L 
• Co11uDtJ'daJ and Fiund.al Cluonlrle 
• Tile Eeoaomli~Lo•doa 
• Ytarbook-~ Bare .. of llelal St•U."* 
• Poll'f'ip Po!i(y ~ 
• World Pecro~Na .l>i.rtdofy 
• Tlte ht:rokam JtechiB 

illueal ot Squ c-~~ " c.. 
• Fortip Dollar ~~te. Weld A Co. 
• •·•mea Donu s.u-~w.n. • c.. 
• X .B.A. "potU 
• Report of C.he Sn-peri.amwlnt of Juu,.n~Do.nii.Aioa of Cauda 

Copper-National bdwt:lrlal Oonfe,_et Board 
• Oatario Burtu: of MleM 

Philippine GO\'entJ~~ent. Boadt-0. J. Den"t • Co. 
• Fortwe 
• "'e~lera1 Reeenoe 8'uJJeth11 
• PederaJ Trade Comml.aeion Rel)Orta 

Varloua U. 8. SenAte documtnta 
Ml!K'eltueous ft:undal ma_gadnet 
Varioua De'W'1'pllptr Tt-portl 
lllsoi':Uueoo. publltadoas of ON U. 8. DepL of OoD~Jntrte 

!' Varlo• ft'POrW of ft.tlou ,..,..... 
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Method of Valuation 

1t nppenrs to us that an accurate appraioal of 
our foreign inveelmcnts should be based where•·tr 
possible on market values; that an estimate ba-ed 
on par vnlues or ncqoisition costs eonve~ a mis­
leading impression und is not ropresentath·c of 
true vuluo. Tt is obvious that any estimate which 
vulned lmpcriul Russian Government bonds or 
) loxican Nutionul llailway bonds at their originnl 
cost to us would be misleading. True, estimntes 
mudo in tho past bn,·e provided for cortnin innc­
curacic~, such as these, resulting from tho usc of 
book vulues but ronny other overstatements hn•·e 
gone on without adjustment.. Tho fact that we 
nrc eousidcring bore in,·estmeuts of tho entire na. 
lion docs not change the besie truth, that a true 
statement must be based, wherever possible, on 
market •·nlues. 

Estimates of our foreign investments, in the 
past, have been di"ided between those clas.itied 
us "Portfolio" and "Direct." The line of de· 
marcution is very fine and ser,·es no prnctical)Jllr· 
pose. As tho Depnrtmcnt of Commerce obscn·e..l 
in ils 1929 survey: 

'' 'Direet iuvestments' and 'portfolio im·e,t. 
ments ' overlap. Americnn corporations often 
finance their direct investments by the public ~ale 
or securities.,. 

Tho dh·ision made here disregards the dM•ilica· 

[ 4 1 

lions "Portfolio" and " Direct" used by the De­
partment of Commerce, and more closely follows 
the divisions u!!ed by Sir Robert Kinderoloy in his 
survey of British "overseas" inveatments. 

Accumulation and P resentation of Data 

Tho entir e field was divided into the eight most 
significant and relntecl types of industrialnetivity. 
'l'his grouping is very similar to that used in esti­
mates prepared by the Department or Commerce. 
A departure, bowe••er, has been made in the case 
or holdings of forcib"'' corporation bends which 
nre included, in tho statements submitted here­
with, in the proper industrial clauifiealion, and 
not with forcign government bond issues, usually · 
termed ''portfolio~" 
. Alter completing tho industrial allocations, the 
m•·estments were then divided into four distinct 
classifications: 

1. American holdings or the bends or foreign 
governments, their political subdivisions, and 
government-guaranioed issues. 

2. Foreign corpora tions, publicly owned in 
which Americans (individuals or eorP<>ra­
lions) have an interest. Such interest in­
cludes stock and bond owncrshi p either of a 
minority or majority ehnrncter. 

3. American corporations, all or substantially 
all of whoso assets and activities are abroad. 
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4. Investments abroad of American corpora. 
tiona throu~h wholly o"..,ed or (51%) eoo. 
trolled fore•gn subsidiaries. 

No deduction bas been made for foreign bold. 
ings of securities of American oorporntions, all or 
substant ially all of whose assets are abroad, •• 
foreign holdinj,'1! of these securities aro cuatolll· 
arily considered as foreign investments in Amcri. 
can sccnrlties. 

We comment on the items comprised by Ex. 
bibits "A" lllld "B" and supporting schedules u 
rollows: 

An Estimate of American Long-Tenn 
Investments Abroad 

Tho bMic data accumulated in this study "·ere 
as of December 31, 1935. Detailed information 
os of the end of 1936 particularly with respeet to 
in,·eatmcnts by American corporations in foreign 
subsidiaries "~II not be available for some months. 

As sot forth on Exhibit "A" submitted here­
with, tho value of our long-term in\•Ostmcnts 
abroad at Dccomber 31, 1936, was cstimntcd at 
$8,813,000,000. or this total, $5,759,000,000 rop­
roscnta mnrkot values. It is pointed out hero 
thnt tho principal market for the great majority 
of our foreign investments is in thls country, and, 
therefore, as to most of these securities, market 
valuos represent values placed on these securities 
by Amcrican&-not foreigners. The remnindor-
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$3,004,000,000-rcprescnta book values or invest­
ments in companies whose securities aro closely 
owned and for whlcb no market quotations were 
avsilable. These book values are as of December 
31, 1935, as sufficient data are not &\•ailablc t.o com· 
pile an estimate of book values at Deoomber 31, 
1936. From such information ns is at hand, how. 
ever, we believe that no substnntinl change bas OC­

curred the rein during tho your 1936. 
During the year 1936 m~~rkot ' 'nines or those in­

vestments abroad for whicl• market prices were 
obtainable increased in tho substnntiol amount ot 
$780,000,000. Net receipts from further liquida­
tion of our holdings of foreign government and 
go.-ernment-guaranteed bonds and foreign cor­
poration stocks and bonds resulted in an inflow 
of fonds estimated at $196,000,000, resulting in aU 
in a net increase during tho yenr 1936 in the 
''aloe of those investments abroad for which 
market values were obtainnblc in tho amount of 
$584,000,000. 

There is set Corth on Exhibit "B" a statement 
of the value or our long-term investments abroad 
at December 31, 1935, which at tl1al dnle were 
plnced at $8,228,000,000. The Deportment of 
Commerce in its Bulletin "'l'hc Unlnnee of Inter­
national Payments of tho United Stutes in 1935" 
estimated our investments obrond at Deecmbor 31, 
1935, at $12,630,000,000. Tho discrepancy be­
t"·een the two estimntes is prinrit"'ll)' due to the 
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following: 
M.arbt ValOM UN! b1 u u •bltitatioa lor 

- v.-o ................ .. ............ fi,!88,GGO,t~t 
Di6 ft'.-. la NCl•te of Pat Valoa of H Port.­

follo'' I•VNt-CM~~t.an~, aM tbe aJDOut 
thert'Of Ia A•rW-)Ia ta .. dt a.lt.n dedlldlac MU· 
u tt ot ttpllrt.bU8 b7 tompu~ . . . .. . ... . . 8C7,000,oot 

J)UI'trt:IM't lis BGok Value of HDlreet" l.a.Yflllt.· 
meuta r•rl"f:lpally due to optratlaa: leek~~, writ.e­
dowM throuah reorganiaatlont, bl,ak:rupkiM, 
e1e. durlnK depN!Mion; •'- d.Urerenee due to 
d('lf{hltl In Market VfiiUM of fo·reign •tocltt, dl•· 
eu.ed ll(lu'!lnafltr .. . . . •• . . . . • . . •• . . •. . .. . . 1,!07,000,000 

T'oUII , , ..•• • • ..••... • •.. • • • • .•..... •• , t4, .. 08,000,()00 

Tho Department of Commerce estimated "Port­
folio lm•estments" outstanding at par value of 
$5,895,000,000 before repurchases, Rlld at $4,795,. 
000,000 after repurchases. The comparable 6g. 
urea entering into our study, as fu ftS we ran 
ascertain from data published, are $5,770,000,000 
before repurchases and $3,948,000,000 after re­
purehases. I o a study "America's E~rienoe 
as a Creditor Nation" by Messrs. Madden, Nadler 
und Sauvnin, they estimated American holdings 
of foreign dollar bends at the end of 1935 (Table 
39, Jlllge 198) at $4,129,957,000 and staled: 

"'!'his compares with the Commerce Deport­
mont's estimAte of $4,795,000,000 for total Amcri· 
can J>Ortfolio investments abroad." 
In our s tudy, we have excluded, in so far 811 pos­
sible, those foreign bond investments of United 
States life insurance companies held by the Re· 
ceiver General or Ctmada to CO\"Or the aduariol 
liability of tho•e companies to Canadian polio~· 
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holders. Tbe total of such inveslmonts approxi­
mates $400,000,000. 

The DeJl8rlm.ent of Commerce bas qualified its 
December 31, 1935 estimate of "Direct" invest. 
ments abroad by stating that such estimate "can 
be considered as only approximate until a new de· 
toiled study bas been made." Its last complete 
reported study of direct investmonh wns as of 
the end of 1929. The huge losses in book values 
resulting from the many bankruptcies, reorgani­
zations a.nd write-downs during the depression 
vears do not appear to have been fully reOectcd in 
ihe adjusted estimates of tbe Department of Com· 
mcrce in recent years. These estim3tes, as will 
be noted from the following table, indicate that 
I he losses in excess of reinvested earnings, based 
on· the 1929 survey, were $111,000,000, and, as 
based on its 1930 "Ne"' Estimate," $351,000,000. 

Dopt. of a......... lt!l -~ juted to Ud!Jde o..u.ioa Gf 
000 000 t'apital ... • , ......••• , ... , . • . . tf~, • 

!\'tt dclitloul ia'"C!flmtJ~t.. 1130-1115 
intluin (BolleUa No. W, Table 
XVTI) • • • • • • • • . • • • • • • • • • • • • • • <OMOOIJOO 

Tota1 inY'tl'lmtnl •.....•... ..•.• · • · · • • · · ·~·=·~·::: 
New e.timatt •••••. .• • • · · • • • • • • · • · · • • · · P ''""'' 

])itr~DC'le • • • • • ,,,,,, ,,,, ,,,,,, , ,,, , t 111.000,000 
Dept. of Com.me:«e 1030 ertl.,ale .. . t7Jifl8,000,000 
Nd. addltioul ill..-.trdUtl 19)1-193.$ 

l~~e-b.ltiff (Btallctia No. 8331 T•ble 
XVII) • . • • • • • . . • • • • • • • • • • • • • • !!0,000,000 

Total ia--· · · · • · · • · • • · · • • • • · ·" .... -~=~ Nf'W" fttlml.te ... ... · · · · · • • • • · • • · · • • • · · ·' .....;1 __ .-~ 
.•• • J$1,000 .... 

Di8'~e ....•.... •••·•· • •• 
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Our study develops that in agricultural invest. 
menta alone book values have sbnmk $400,000,000 
since 19-29. The reduced volume of export trade 
has also brought about a substantial decline in the 
number of soles agencies abroad. Manufacturing 
plonts and other industrial investments have suf. 
fcrod greatly in countries with blocked oxellongCi. 
Our study has indicated that these losses, since 
1929, have toto led over a billion dollars. The~ 
is a lso to be considered the decline in morkct 
Jl rices sinoo 1929 where such basis wns used by the 
Dopnrtmont of Commerce in its 1929 survey. Tc 
quote from Bulletin No. 731, page 4: 

"Where tl•o investment was one of partial 
o•-nership or tho stock or the foreign company, 
the market value of the holcling waa requested­
on the assumption that the market value would, 
to some extent, reReet the surplus or deficit poai. 
!ion or the company more clearly than tbe psr 
,·alue of the stock. Although some companies re­
portecl the market value as or September, 192<J, 
this value was not accepted, because for many 
stocks it reprcsentecl !be highest vnluo reached 
by a ' 'cry speculative market. .All such returns 
wore changed to tho market values ns of U1e end 
or Deccmoor, 1929. Where the stock of tho for­
eign subsidiary or corporation was closely held, 
or for some other reason not listed on any stock 
cxchnnge, it was necessary to use its par value." 

The decline in market value of our investment 
in Canadian Pacific stock ( ,·aluecl at market by 
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Dept. or Commerce) IJince 1929 amountecl t.o ap. 
pro:timately $150,000,000. 

There are many other factors wbicb have tended 
to recluce our foreign investments. Briefly they 
are : 

(1) The constantly diminishing percentage of 
American ownership in Canadian enterprises. 
Tnternntional Nickel, Bell 'felophonc of Canada, 
Ctuwdian Pacific Railwoy arc some.of the lo~gur 
companies iuvolved. (Sec "Canad10n Amcncnn 
·Industry," p. 326, by Mnrshall, Southard&Taylor 
for list of smaller companies repatriated.) 

(2) Tbe almost complete repurchase by Euro­
peans of the "American shares" of European 
corporations or which large amounts were float~ 
bore in the years 1926 to 19-29. T_he most ~roiiii· 
nent instances are Belgian National ~]waJ$ 
Pfd., Carreras, Ltd., Sweclish Ball Bonnng ~-· 
A lr. Credit A.natalt, Bsnca Commermale us laD . S . B k Hun ltaliOlla Hnngarian (;Jenera\ avlugs an • . 

• D• • t & Ex•bange Bank, Mercurl~mk gartan ISCODD ~ • S · 
or Vienna Mortgage Bonk of Colomb•&, ma 
Viscosa isotta Frascbini, Rolls Royce, ~ldd, 
Pirelli Co. of Italy, Fiat Co., North Gorman Loy ' 
and Holland American Liuo. . 

(a) Tb diminishing number of o•~lstnnd•ng 
bonds bel~ by .Amerienus in tboso for~•gn enterf 
prises which have been considered by tho Dept. 0 

Commerce as "Direct., investments. 
[ ll] 
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Biatory of Direct Investments Abroad Duri~ 
Recent Years and Statua by Industrial 

Divisions at Decem.ber 31, 1935 

Thoro uro submitted, in tho foUowing chnplcrs, 
statistical dot.~ und observations gnlbercd during 
the course of this study. 'fbese comments are 
mudo by industrial g roupings. 

Railroads 

American investments in foreign railroads at 
Doccmbor 31, 1935, are estiomted al $466,188,000 
nt book values, and $312,568,000, subl!tituling lllllr· 
kel \'&lues where obt&inahle (sec Exhibit "B," 
Sehedule 2). Only steam railroads are included 
in this classification. Electric and street railways 
aro ineluded under "Public Utilities." A small 
amount of steamship company holdings whorc\'er 
they Clut be construed as baing of the transports. 
lion typo nrc also included. 

Amtrlean Corporations, All or Subotantially All or 
Whose Aasets Are Abroad 

'!'here ore only n few companies included in this 
classiRcntion, the largest baing International nuil. 
ways of Central America, Cuba Company, Ounrt· 
tnuamo & Western, Philippine Railway, and Mcx· 
iMn Northern Railway. 

[ 12] 
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Our in"eatment in Cuban railroads is confined 
principaUy to the Cuba Company. The sugar 
plantations held by tho Cuba Company, through 
its subsidiary Compania Cubana, have been ex­
eluded and have been valued in the agricultural 
sect ion of this report. Tho Cuba Company is in 
reorganization, and its socuritics were selling at 
December 31, 1935, at nbout26% of the book value 
of the company. Its revenue is principally de· 
rh·ed !rom the sugar industry, directly or indi· 
rectly. There is a largo foreign interest in this 
company. 

It is interesting to note thnt with respoct to cer­
tain of our railroad investments abrcad, the pay­
ment of interest and dividends on oul&tanding 
securities held by Americans need in"ol~e no 
transfer prcblem. For example, the International 
Railway of Central America receives a large 
part of its income frcm the business of freight­
ing bananas for the United Fruit Co., another 
American-owned and controlled enterprise. It 
may be possible that, if desired, paymenl& for 
such services could be effected in the United 
States as both comt>anics have their bead offices 
bere. The identical problem is prcsnntcd by the 
Cuba Company which docs n Iorge business with 
American sugar companies operating in Cuba. 
This company nlao bas its bend office in New York. 

The total book value of our in,·estment in 
American-owned railroad · comp3nies operating 
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entirely abroad is estimated at December 31 IJ) .. 
' ""• at $187,772,000; market values at $52,416,000. 

American Corporations Having Wholly-Owned or 
(51%) Controlled Foreign Subsidiaries 

Tho total value of these investments is csti. 
muted at $82,294,000, representing book values. 
'l'hcro nrc no market valnatioDB ohtainoblo. llow. 
ever, it OflJJeors that the book val ues of these 
properties are far in excess of their octunl vnlucs. 

l'hc largest in\•eslment in this category is the 
Mexican branch of the Southern Pacific Rnilrond 
opcrnting about 1,500 miles of trackage in Mexico: 
This investment has experienced the same general 
decline 118 otb•r American investments in Mexico 
such as oil and copper. What its actual value -u' 
from an income or liquidating basis, is mereJy con: 
jcctu!e. ll is cxtTemely doubtful that this prop­
erty IS worth the value of approximately $35,000,. 
000 stated on the company's balance sheet (using 
tho 3.00 rate of com·ersion, which is tho rotc used 
by tho parent company in consolidating tho peso 
nccounts). 

AnoUte•· Iorge investment in this section is that 
of tho New York Central Railroad in Cru1ndn. 
Approximately 1,026 miles of road are operated 
in the provinces of Quebec (90) and Ontario (936). 
Tho largest s ingle item included hero is tbnt of 
lbe Canad11 Southern Railway Co. which has been 
lensed to the Michigan Central Railroad for 999 
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~·ears, dating from 190-l, and now subleased to 
the New York Central. The rental oonaists of a 
bond interest guarantee and a 3\{t dividend rate 
tor the common stock, which in turn is portly 
owned (55\{t) by tho Now York Central Railroad. 
'£be outstanding bonds or tho Cnnndn Southern, 
estimated in Americtm hands, tot.nling $17,500,· 
000, a re included with AmoriClln holdings of for­
eign corporation bonds. 

Other holdings include those of lbe Great 
Northern Railway, DohLwtLro & Hudson, Northern 
Pacific oud tho Pcre Mnrquotlo Rttilro•.ul. They 
ore aU located in Cmmdn. 

Foreign Corporations Publicly Owned in Wbicb 
Americans (Individuals or Corporations) Have 
an Interest 

Tbe amount ot tbau investments is estimated 
at December 31, 1935, as follows: stocl'JI, at JruLr· 
ket, $38,045,000; bonds, race \•alue, $158,07i ,000, 
market value, $139,813,000. 

The principal holding here is our investment 
in Canadian Pacific. '£he onnunl report of lbe 
Canadian Pacific Bail rood (1936) stntcs thnt 24% 
of the common stock nnd ubout onc.hulf of I% 
of the p referred is lJCid in ll1o United Stutes. Our · 
holdings of bonds in this company t<re far greuter 
in value and have been estimnted by us at $86,-
800,000 face value; at market value, $88,000,000. 
The next largest investment is in bonds of the 
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Canad& Southern amounting to $17,500,000 at 
race value, and $19,600,000 at market. The ~ 
ltulinder consillts mainly or holdings in Belgian 
National Railways, various French railways 
North German Lloyd, Canada S. S. Lines, and in: 
vestments, some of o. private nature, in certain 
South .American railroads. 

Our investment in bonds of Canadian N0 • 

tionnl Railways is included under "Foroi!,'ll Oov. 
crnment and Government-guumntood l saucs." 
'rhcso bonds are guaranteed by tho Canadian gov. 
crnment. 

Public Utilities 

Our total im·estments abroad in public utilitie8, 
at December 31, 1935, are estimated, at book val. 
ues (as sbo•m by Exhibit "B," Scbcdnle 3), at 
$1,1i18,286,000. In..-estments having a book value 
of $1,375,860,000 bad a market value of $11!il,Oi2,· 
000 indicating 11 loss, at market, of $588,7881000. 
ln,·estments for which market vnlues wore not 
obtainable, representing investments of .American 
eorporntions in wholly O\vned or 51% owned and 
controlled foreign subsiiliaries, totaled $142,426,· 
000. 

Our greatest losses as measured by tho differ· 
em."C between book values and mnrket values have 
been incurred in public utilities. It is important 
to note that with rcspeet to these companies, llteir 
activities do not interrelate with our domestic 
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economy. They neither produce here and sell 
abroad nor produce abroad and sell here. The 
resnlt bas been that they are particnlarly affeded 
by transfer problems. 

This is borne out by the experiences or two 
American corporations representing a substantial 
amount of our public utility investment abroad­
the American & Foreign Power Corp. nnd Inter· 
national Telephone & Telegrnph Co. Bused on a 
comparison of book values with market values 
(adjusted for value of assets in the United 
Slates) our loss as to these two investments 
amounted, at Deeembcr 31, 1935, to more than 
$400,000,000. Tho deelino in value of these in· 
,·estments bas been duo not only to loss of re..-e­
nue, because of Ute general world-wide depres· 
sion, but also to various reslricliona imposed on 
the companies by certain foreign governments. 
In Chile, for example, where the American & 
Foreign Power Corp. h88 hugo invc;'tment"! the 
control of the properties bns passed lllto Chilean 
bands. This was done in &ettlemcnt of certai,n 
Lnrge fines imposed on tho company for violatio~ 
of the Chilean exchange control lnws. In add•· 
tion two-thirds of the ent·nings of the property go 
to the Chilean government, one-half of whi~h. is 
applied to the reduction of lhc cost of electrunty 
to consumers. One of the major problems of tho 
American & Foreign Power Corp. is that of rc· 
stricted dollar income due to exchange embargoes 

[ 17 I 

Regraded Uclassified



nod the Ouctuating and unstable currencies or the 
count rica in which ita subsidiaries operate. 

An adverso factor arising during 1936, affecting 
the International Telephone & Telegraph Co., is 
the civil war in Spain, where tho company hftl! ap. 
r>roximately $67,000,000 invested. R-cgnrdleas or 
proteatntions of both warring factions regarding 
tho inviolability of fo reign prope•·ties, there is no 
doubt that tho llltornational Tolophouo & 'fclc. 
g raph Co. investment in Spain is not worth $G7,. 
000,000 today. Current news items tell tho slo•'Y 
graphicnlly. It mny be years before tho Inter­
national Telephone & Telegraph Co. can show 
earnings received in tho United States from il3 
Spanish subsidiary. This company also hu 
110111e $14,000,000 invested in Oerm8lly. Aa mal· 
ters stand today, all of our German investments 
are really nationalized. OermBlly enjoys the 
6<-nefit of our capital investments there, but at 
present we receive no return on them. 

Another unfortunate foreign investment is thnt 
or tho lntorcontineots Power Corp. in Argentine, 
B•·nzil, and Chile. This company bas been ruined 
~y cur•·oncy rcstl'ictions !llld cunency doprccia· 
lion. .At Deccmoor 31, 1935, tho company's tiC· 
cul'itics wero valueless. 

American Corporations Having Wholly-Owned or 
($1 %) Controlled Foreign Subsidiaries 

Tho total book ,-aluation of these investments is 
estimated, at December 31, 1935, at $142,426,000. 
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Tbe majority of tbe110 i11veatmcnl$ are located in 
Canada-approxin>atcl y $75,000,000. Tbe largest 
Canadian investments aro those of the Interna­
tional Hydro Electric System, International Utili­
ties, Cities Servioe, Middle \Vest Utilities and 
Niagara Bndson Power. In Europe, onr only 
sir.eablo investment til Dccombcr 31, 1935, was the 
Utilities Power & Light in England, which was 
disposed of by ijli(O during 1936. In tho Far East, 
our investments nro found mostly in tho Philip­
pines, in comp1u1ics such 88 ~.laniln Electric, 
Islands Gas & Electric, and Man•ln Oas. 

Foreign Corporations Publicly Owned In Which 
Americans (Individuals or Corporatiooo) Have 
an Interest 

The total of our investments in this section is 
estimated at market prices December 31, 1935, at 
$427 ,292,00o; $86,028,000 in atccks, $341,264,000 in 
bonds (face value of tho bonds! $426,972,<XJ?)· It 
is interesting to note that our •nvestments m for­
ci"n controlled public utilillcs have fared n1uch 
better than thoso foreign investments which arc 
controlled by Americans or American corpora­
tions. This is partially duo to tho preponderance 
of Canadian corporations in foreign-contr~Ued 
un·estmcnts whereas, with respect to Amencan 
corporation~ operali11g nbroad,. tho invc.stments 
are !cealed pri11cipal1y iu l.atm Amenca and 
Europe. 
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Our largest investment in Canada is in the &ll 
Telephone Co. of Canada. Approximately 295'­
of tho common stock of that company is owned 
by Americans or American corporations. The 
American Telephone & Telegraph Co. has a one. 
fourth interest in tho company. Bowo,•or, our 
holdings of Bell Telephone of Canada bonds are 
even larger in value, being estimated at.. $31,. 
750,000 face value, and $36,470,000 market. Hold. 
ings in other large Canadian public utilities are 
found principally in tho form of bonds. Approxi. 
ml\toly $132,000,000 nt taco value aro investc<l in 
Gatinenu Power, Sngucnay Power, and Shnwini. 
gan Water & Power Co., Ltd. Other Canadian 
enterprises that have attracted American in,·es­
tors nro Montreal Tramways, Montreal L. H. & P. 
Cons., Power Corporation of Cannd.n, and Mani· 
toba Power. Our investments in tbeso eom. 
pRnies, ru1d as a general rule in all Canadian pub. 
Lie utility companies, have fared about the saroe 
as investments in similar domestic securities. 
There have been very few defaults. 

Our investments in European public utility 
bonds have been unprofltnble. This is duo to the 
preponderance of German public utility bonds. 
All Gorman bonds are in complete default and are 
selling at about 20 cents on the dollar. The out. 
look is dark for any future resumption of interest 
and ns these bonds have been and tire ~ing 
repatriated in considornble amounts, !be oppor· 
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tunlty to rooover part of our l011s is very limited. 
Other large European bond investments are in 
Italy and tho ScandinaviAn countries. They aro 
being serviced in full Certain Italian stock in· 
vestments, however, show a large depreciation in 
value ami return very little i11 the way of divi. 
dends. Tho ltulian currency transfer restrictions 
have had a serious effect on the earnings and cash 
position of the United States parent companies, 
notably Italian Superpower and International 
Power Securities. 

In tho Fur Eust, American funds nrc invested 
principully in corporate bonds of tho NiplJOn 
Electric Co., Great Consolidated Electric Power, 
Tokyo Electric, Toho Electric Po,.·er, Shineytsu 
Electric Power, and Ujigawa Electric Power. 
Our investment in bonds of Taiwan Electric 
Power is ineluded under "Foreign Government 
and Govornment.gnaranteod Issues." 

WiU1 respect to public utility investmonU., it 
would appear that tbe expansion of public utili· 
ties in many countries baa been too far ahead of 
the economic development of aueh countries. 

Agriculture 

(:&.cll>diAc Rubber Plantatioa>) 

American investments in agriculture aro con· 
fined principally to our holdings in the fruit and 
sugar industry spread throughout Latin and 
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Sou!b America. 'rho decline in tho vulue or our 
iu,·estmonts in UJis field bus been proporlionatclv 
greater than in any other field or inveslmeni. 
This is especially true of tho sugar invClltments 
in Cuba and tho West Indies. Praetieally all or 
the companies involved have gone through reor. 
ganizations and some bavo been permanently dis. 
solved. 

At December 31, 192!>, the Department of Com. 
meree estimated ull ogrieolturnl investments (ex­
cludiJ!g rubber) at $831,860,000 which, at the end 
of 1935, had shrunk to $431,059,000 book value. 
E,·en this does no~ present the true picture of the 
decline in such investments for, of $260,856,000 of 
such book vnlues, the market value was enl)• 
$63,469,000. As to the remainder, the market 
value was unobtniunble. At December 31, 1935, 
our investments in sugar companies showed a de­
cline in book value, from December 31, 1929, of 
approximately fifty percent (5091> ). 

It is importAnt to note that tho successful op­
eration or thoso companies is predicated to a great 
extent on tho market afforded by ourselves for 
foreign products wbieb compote with our O~'ll 
home-grown ngriculturnl products. It is onlr 
since tho recent to rill' concessions, granted by the 
United Stales in the reciprocal trade treaty with 
Cuba, have been in effect that the Cuban sugar 
industry has staged a eome-bnck. T n l!IM Cuban 
sugar supplied 25% of all the sugar consumed in 
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the United Stutes, und Phllippino sugar 18%, 
dose to one-half of our total sugar requirements. 
In 1936 approx imately 2,000,000 tons of Cuban 
sugar were marketed in the United Stales out of 

11 total production of 2,600,000 tons. Tl1o bolanoo 
is sold in other foreign ports at a distinct loss. 
Recently the Now York market for Cuban sugar 
wus quoted ut 2.8.') cents a pound before dut)•, 
against Jess than 11 cent a pound in London ut the 
•nme date. .Amoricull8 have invested J>robably 
close te three-quarters of a billion dollars in 
Cuban sugar enterprises and at l~mber 31, 
1935, tbis three-quarters of a billion had shrunk 
to less than $100,000,000, a loss of O\'Cr s.;rc. 

From the slnudpoint of tho lluhmoo or loler­
nntional Payments of the United Stntcs, certain 
observations cnn be mnde. Sugar exports to the 
Uuited States by companies that ore American 
o1mcd and controlled do not necessarily invoh·c 
transfer of tho full import value to Cuba by the 
importer in the United States. Dollar balance• 
built np from the sale of the sugar in the United 
Stales need be dra\\•l on only for payments in 
Cuba of operating expenses uJcurred in lh~ con­
duct of tho company's business there. Any mtcr­
cst or dividends paid out to Americans holding se­
curities in these companies would likewise be p.~id 
out of tbCllo funds. Therefore, these eompnrues 
are not faced wiU1 an exchange problem when 
paying interest and dh;dcnds on their sernritie•-
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This is also true of the activities or the fruit rom. 
panice. The United Fruit imports bananas from 
its own plantations in Central America and sella 
them in tbo United States. Tho amount of fonda 
nctuolly remitted to Central America need not 
bcur any relation to the value stntcd in tho import 
slntistiCfl. The same situation arises with respect 
to those Americon companies which hove augur 
prOJ>Crtios in Cuba, wbich properties merely net 
as feeders of raw materials needed in tho mnnu­
fnctu re of their products in tho United States. 

Included among our agricultural investmcnte 
abroad are certain Canadian sugar corpornlion1, 
operating in Cuba, in which Americans appear u 
either directors or officers. Such investments 
btwe been ' 'nlued at the market prices or the 
shares estimated to be American owned. Tbelle 
invcstmente are estimated at a little over tbrte 
million dollars. The investment of Borden and 
other dairy companies in Canada, while their ac­
tivities are pnrlly manufacturing, have been in­
r luded ns agricultural Certain small boud llold· 
ings of American investors in Crumdinn groin 
grower companies have been included. Jloldings 
in Philippine sugar companies (notably tho On· 
Iomba Sugar Estates) have been provided for. II 
is understood that a good portion of the Philip­
pine sugar industry is owned by English capitol 
Certain small Hawaiian sugar companies ";tb 
Pl1ilippine holdings have been ineluded. An 
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omissio? estima~e for unknown private holdings 
mostly lll Canadian farms hu been provided (or. 

Our agricultttral investments in Mexico, for­
merly quite extensive, and consisting mostly of 
cattle ranches, are rapidly disappearing. Under 
the new Mexican agrarian program, all foreign 
agricultural properties nrc being confiscated as 
rnpiclly as possible, and payment is being made 
in Mexican ·bonds of doubtful vlllne. 

Summed up, bebvoon December 31, 1929, and 
December 31, 1935, thoro has been a loss in our 
agricultural im·estments obrond of over $400,· 
000,000 in book values and, aubstituting actual 
market ..-aluations wherever poasiblc, a total loss 
or over $600,000,000. 

Rubber Plantations 

American investments iu foreign rubber planta­
tions are confined to a few companies. 

At December 31, 1929, the United Slates De­
partment of Commerce est imoted these invest­
ments at $50,000,000. Thoro has been \•ery little 
change since tbot date. At Decllmher 31, 1935, 
our investment in rubber plnnlntions is estimated 
at $40,945,000. Tho valuations included therein 
are all book figures except with respect to one 
small investment-a company operating in Mex­
ico. The stock or said company is selling at about 
25% of its book va.lue. 
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Practically aU or our iR\·estments in rubber 
plautations nrc in British M.alaya and the Xcth­
erlnnds 1-:ast Indies. As stated above, there is a 
~mnll Mexican enterprise, now practically out of 
operation. Another plantation is in Liborin, Af, 
•·icn, tho development of the Firestone Tiro & 
!lubber Co. Tho Ford Motor Co. has nn CXJlCri. 
mcntnl s tation for rubber on the Amn~on ri\'er. 
:-<o cstimnte hns been made for such dovolopmcnt 
nt December 31, 1935, as no data with respcet 
thereto were available. The Goodyear Ti•·o & 
!lubber Co. started rubber experiments in Panama 
in 1\ ugust, 1935, ha,•ing acquired 3,000 ncrcs for 
that purpose. 

Jn,·cstments in rubber plantations by the Iorge 
American lire manufacturers wero instituted witb 
11 ,·iew to pro,·iding them ";tb a source or raw 
mAterial and to free them from dependence on 
foreign-tontrollcd rubber cartels. Howe,·er, less 
thnn 10% of our entire crude rubber imporls are 
produced by American-owned or controlled rom­
pnnies. In 1935, l,O-l5,000,000 ponnds of rnhhcr 
were imported nt a value of $119,0Rl,OOO. We nre 
Atill mninly dependent on foreigners for our rub· 
her. The recent development of synthetic •·uhhcr 
in tho United Stutes may some day free uA from 
Auch dependence, as has happened in the c11•c ol 
nitrntes. 

With respect to imports of rubber produced by 
~ubsidinries or American COrJ>Orations, the •ame 
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,iluntion exists with rc;!J>CCI to declared import 
\':tlue and transfer of funds as that <fueussed in 
the pre,;ou.s chapter with regard to sugar. The 
import value does not neocssarily represent the 
,11nonnt paid. To quote from Poor's1936 volume, 
page 1344, detailing tho bookkeeping operations 
of the U. S. nubbor Plunu•tions, Inc.: 

"Rubber received f1·om tho plnntatious is taken 
into account by the U. S. Rubber Co. at current 
market prices nud the plnntation companies arc 
rrediled iu open account. J'lle pla11tolioll com· 
pa11ies draw against lllis opc11 accoJmt for C11rre11t 
t::0$11 requirem.et~ls. u • 

Paper and Pulp 

011r foreign in\'estmenla in the paper and pulp 
industry ba,·c been centered almost eutirclr in 
Canada and ba,·e largely been actuated by the 
necessity of supplying as chen ply as JIOSsiblc the 
tremendous demand for Ibis product in I he United 
Slates. The growlh or tho pnper nnd pulp in· 
dustry Lll Canndn hns boen in line with !he 
tlccline of our own forests mul our u•c•·Msing 
tlcmand for pulp nnd pnpe1·. 'l'ho prol1ibilion on 
<!.~ports or pulpwood from crown lnnds hastc>ucd 
the erection or paper mills in Cnnndu. 'l'hc (JTC• 

dominating impulse throughout hns bee? the n~ 
of a new source or supply lo offset the 111crea£mg 

• J Win oan. 
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cost of paper from onr own d"-iodling fore11t re-
serves in the north. . 

u enn bo said tbat tbe bulk or these mvestment• 
were made beeause of the market afforded in the 
United States for tbe sale of pulp and pulpwood 
Tho reeenl development of our southern slash pine 
may net liS n deterrent on any future oxpnn. 
sion northward. In additioo certnin restrictions 
plaOO<l on American paper concerns by the Ca. 
nndinn government may also buvo an ndverso of. 
feel on nny new investments ill Canada. 

As at December 31, 1935, our total investments 
in paper and pulp are estimated, using mnrkct 
,·aloes where obtainable, at $207,422,000, and 
$314,172,000 at book values. 

American Corporations, AU or Substantially AU ol 
Whose Aueta Are Abroad 

The total value of these companies is estimated 
at $130,653,000 at book ..-alue, ~d $57,101,000 at 
mnrkcl. The loss in value at thts dato cannot be 
uttribnted to any adverse political actions. Tbe 
price of pulp is the detormining factor ill tho su~· 
cessfnl operation of any pulp concert~. Proch· 
Cltlly a ll pulp mills in Canada and t~o Umted S~nl~s 
bn vo been forced into reorganizations or reeetvor· 
ships during tho past six years ?~c to th? abnor· 
mully low price for pulp prevailing durmg th_at 
time. Recent rising prices for pulp and the rts· 
ing demand clue to tbe general economic impro,·e· 
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ment dori~ 1936 are refleeted in the greaUy in· 
creased market prices or the outstanding S«uri· 
ties or these companie&, which securities, during 
the year 1936, practically doubled in market 
,·aloes. 

American Corporationt Having Wholly·Owntd or 
(51%) ConttoUtd Foreign Subsidiaries 

The tofnl book vuluc or these subsidinries is CS· 
timated nt $U0,39L,OOO. No doubt, ir the actual 
murke values of these foreign prO[>erties bad 
been 'btainablc:..they would have roAccted some. 
what • be ~experience as those companies for 
who -.. ~ritics market values were a,·aiJnble. 
How <er, some of these investments appear to 
ha\"e been made solely to provide a source of raw 
material to the parent companies and, therefore, 
were not as greatly affected by the Ooctuating 
price of raw pulp or paper 83 companies selling 
their production in the open market. Examples 
of this type of investment oro the holdings or the 
New York Tilllcs in tho Spruce Falls Paper & 
Power Co., and the Cllica.qo Tribrme ownership 
of the Ontario Paper Co., Ltd. 

Foreign Corporations Publicly Owned in Which Am<r· 
icans (lndividuala or Corporations) Have an In· 
terest 

The market value of American ownership of 
shares at December 31, 1935, is estimated at 
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approximotely$3,156,000, and bonds•~$69,972,00) 
face value worth $36,774,000 at lllllt'ket values. 
Tho largo ~lepreciation again evidenced here bu, 

88 
s tated before, been due to the g~neral economic ' 

depression inftueneing both the prtoo and demoud 
for paper and pulp. • 

O ils 

'l'ho United States O<!Cnpies a domimu 
in world pel rolcum affairs, doe not Oil to our 
own great petroleum development but. uls to our 

• 1 oal 1 remcndous investment~ in for~ '::"w , urcea 
und distribution agene1es. In this~ t ' fin~ 
that comparatively few companies do ~~~~-- f tbe 
business. The smaller companies engng<- prin­
cipall)• in de,·elopment work and leave the pro­
duction, relining, allll distribution to-,t~e Ia~ 
eomt>anies. Some of the smaller eomJ1!lnies clo 
t>rodnee oil, but sell their production to tho larger. 

companies. 

American Corporations, All or Substantially All of 
Whose Asset• Are Abroad 

. ~ 

Tho book volne of those investments at Decem· 
her :11, 1935, is estimated at $120,544,000 nnd their 
market vnluo $51,'!92,000 or less than bnlf. •rhe 
large decline in voluation thus reflected. is due 
principally to n few development companaes, no­
tably the Andes Petroleum, Leonard Oil ~evclo?' 
ment, Carib Srndicate, American Mnrncnabo Oal, 
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Pantepee Oil, and Venezuelan Petroleum Co. 
Development companies usually place an arbi­
trary valu!l on their acreage far in excess of its 
actual value. There aro a number or possible 
reasons for such over-valuation: stook promotion 
potential value, taxes, ct<!. Tho IDJlrkct price~ 
of tho s.ecurities or these companies provide a far 
more accurate valuation than tho ovcr-enpitalized 
values as shown ou tho companies' hooks. There 
is included be. ~in only ono produoiJlg company oi 
importance, the market vuluo ot which company's 
shares are in excess of hook value. This is the 
CreoliP4!'troleum Corp. which is controlled by the 
Sta1l<iard Oil Co. (N.J.). Standard 's holdingll in 
this t;Ompany (75%) arc not included under this 
beadin'g as they are included aa part of that .om­
pany 's foreign im·estment. 

Americ:8n Corporations HaYinc WboDy·Owned or 
(SI%) Controlled Foreip Subsidiaries 

Included herein are l11o holdings or the Stand­
ard Oil Co. (N .. J.), our lnrgest foreign investor. 
While its bpldings of Imperial Oil, Ltd., Creole 
Petroleum, ,Internotionnl Petroleum, and a few 
others, ao permit or morkot valuation• the ma­
jority of Stnudord's foreign investments are in 
compnnies for which no market values are obtain· 
able. We have, therefore, used book ,·olue in 
estiJnating foreign iMestmcnts of Standard Oil 
(N. J .). 
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The recent r;ale of the Standard's Argt!ntine 
boldlngsto tho government of Argentine beeau.e 
"the go,•ernment 's action made it impoesiblc to 
opernto on a commercial bosis," shows ~lca~ly 
the unecrtaiJtties surrounding these forClgn tn­
,·cstmonts. Other recent items indlcating a simi. 
lor trend nrc: (1) The wide-spread ugitulion in 
Vonc

7
.uela against foreign oil companies, in wltielt 

~nbolngo and violence we re employed by tho ugi­
'tators. The oil concerns have reduced their stor· 
ugod oil supplies sor. in fear of confiscation. 
Further, the oil companies have informed their 
employees not to bring their wives ru1d children 
to Venezuela. Ame rieiUI comprulies have prob­
ably dO<Se lo $2()0,000,000 invested in Venezuela. 
Only tho most stringent measures by the Vene­
zuelan government, lll!Sisted by military mcal!uret, 
bn,·e pre,•ented the loss of this tremendous invest­
ment. What tho aeHon of any newly elected go,·. 
entmonl will be is problematieal in view of the 
temper of tho electorate. (2) The oil strikes in 
Mexico luwe hod a serious effect on foreign oom­
punics operating the re. (3) The marked incrcaso 
in taxes lovicd on oil companies in Colombia. (4) 
'rho action of the Japru~ese governmen t requiring 
nil oil companies to keep n six months supply of 
oil on hand, forcing construction or unneeded s tor-
age fncilities. 

There 11re other oil companies with large for· 
cign investments. While not comparable to the 
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Standard Oil Co. (N.J.) they arc, ne•ertbelcss or 
great size and are spread throughout every ~­
tion of the world. Among tho largest are Soeony 
Vacuum, Texas Corporation, Gulf Oil, Standard 
of California, Consolidated Oil, Union Oil of Cali­
fornia, Atlantic Refining, Scnbonrd Oil, Pore Oil 
Tidewater Associated Oil, nnd Continontol Oil. ' 

The total valuation of this section is estimated 
-at book vulue&-llt $986,557,000. 

Fo!eign Corporations Publicly Owned in Which 
Americans (lndividuala or Corporations) Have an 
Interest 

The total mMkct ' 'alue of thesn securities is 
estimated al $112,43S,OOO of which $83,644,000 is 
in stocks and $28,791,000 in bonds. The bond 
holdings are principt~lly in two companies, Royal 
Duteh and Colon Oil Corp. The Colon Oil com­
pany, while 8 domestic corporation, is a subsidiary 
of the Royal Duteh.Shcll group (foreign com­
ponies) and has been included as a foreign cor­
poration. Colon Oil is a company uteorporated 
in the United Slates, owned and opcroted by 8 

foreign company, ull of whoso properties are in 
South Amerie11, but whoso bonds wore sold in tho 
United States ($10,000,000) nt pur. These bonds 
defaulted July 1, 193S, and subscqu01ttly the Lit­
Corona Petrolemn Montselu•ppij, a member of the 
Royal Dutch-Shell group, offered lo purchase these 
debentures at 66%1o llal. It is not clear why this 
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American owned i68ne, bond& of a Royal Dutch 
.ubsidiary, should be in default and that another 
noyol Dolch sub6idiary should offar to buy lbem 
ot 

8 
33~ dii!COunt. The Colon Oil Corp. ill merely 

a component of lbc vast Royal Dutch oil empire. 
The bonds of the Royal DuiAlh company are sell­
ing fur above par, and have always boon serviced. 
'II would np1>ear that failure to insist on guarantee 
by tho pnrcnt company was ex"J)Onsive to the 
Amcricon investor. The dule of incorpornlion of 
the company in Delaware was Jtme 26, 1928, the 
issue dale of the bonds July 1, 1928. 

.l\mong the larger of our stock holdings in for­
oign corporulions are the publicly owned shares 
of two of the Standard Oil Co. (N. J.) foreign 
~ub6idiaries, namely Imperial Oil, Ltd., and Inter­
notional Petroleum Co~ Ltd. Smaller stock hold­
ings arc those in Royal Dutch, Shell Transport 
& Trading, Canadian Oil Companies, Ltd., and 

OtllCI'1!. 
In no other field of activity do American oom· 

t>nnies exercise such a world-wide inOucncc and 
oontrol as in the oil industry. Exclusive of 
Unitctl Stutes production, the world )l(ltroleum 
production in 1935 amounood to 652,894,000 bar· 
rela. llns~ian protloction amounted lo 178,000,000 
barrels. Of tho remainder probably 35?'• is pro­
duced by American-controlled companies. Com· 
bincd with our domestic protluction and arter 
eliminating the production of foreign companies 
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operating in the United States, "'e find that United 
Stales capital contrcl8 cl~ to 70~ or lbe world's 
petroleum production. In 1935 we bad an excess 
or exports, including sales of bunker oil to foreign 
vesscls, or so?'e .so ~illion barrels of oil (crude 

· ~d refined), mdiooltng Uml our largo foreign oil 
m'•estments are not needed to moot any domestic 
dem.and, at least not up to tho present time. De­
pletion of our 0\\11 wells in lho futuro may force 
us to rely moro nnd more on our foreign oil re­
sonrces, especially lhoso in South America. 
. It is diJli?ult to obtain n division of our foreign 

oil .P.'?perties between production and marketing 
facilities. It 8e(lm8 definite, however, that the 
major portion lies in tho latter category. Prob­
ably over 80% of our foreign oil production comes 
from South America and these prcperti.es are 
valued at approximately $300,000,000. This 
would include the value of refineries, pipe lines 
and other equipment necessary to au oil produe­
ing unit. In tho Far Enst and Europe ncnrl)' all 
of our investments ore in the distribution and 
marketing divisions. 

Mining 

Included in this division nrc investments in 
those companies whose principal operations con­
sist of the mining and Amclting of minerals in for­
eign countries. Corporations whieb own mining 
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properties but whose .aeth·~~es are primarily 
in mAnnfoetoring, public utility or 80me other 
1ype of industry, are not ilt.eluded. Su~cient da~a 
were notovailnble to pernut a segregation of thetr 
mining properlics from other foreign properties. 

Inveslments in foreign copper mince by Ameri. 
con copper producers have been held by some 
economists to have been for tho purpose of con. 
serving onr own copper resources und to meet 
existing domestic deficiency duo to domestic de. 
mnud. 'l'his does not appea r to be borne out by 
actual condition. For example, in 1935 wo im­
ported 481 million pounds of copper, including op. 
J>roximatcly 27 million pounds of the refined prod­
uct, and exported 607 million P?unda, of which 522 
million wns refined. Meanwhile, tho seven larg· 
est United States copper companies operating 
abroad t>roduced over one billion pounds in 1935, 
proctically oll, so far as is known, being refined 
abrond, at lite source of supply. Tho copper im­
ports into tho United States seem to be confined 
to certain smaller companies operating in con· 
liguons territories, who do their refining in the 
United Slates. This would indicate thot the 
g •·entcr port of the copper produced by Americlln· 
owned foreign corporations is sold directly 
o brood, and tbnt, on balance, we also export whnl· 
ever foreign copper we import. These figures ap. 
pear to disprove the belief that the conservation 
or our domestic resources, to meet our own eon· 
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sumption need11, has been the molive Cor our large 
foreign copper holdinp. 

Americ;an Corporations, AU or SubotantiaUy AU ol 
W bose AIHta Are Abr""d 

The book values of these componies nt De.lem· 
ber 31, 1935, tunou.ntcd to $465,592,000 and the 
market valno of Uteir outslonding securities 
amounted to $393,035,000. 

The largest iltveslmcut included herein is the 
Anaconda Mining group whose foreign subsidinr· 
ies are tbe Andes Copper, Chile Copper, Greene 
Cananea, Silesian American and some ·other 
smoller or inactive companies. Their total book 
..-alne at the end. of 1935 was approximately $300,· 
000,000 and tbe~r market value $2-10,000,000. No 
deduction has been made for any asset& or these 
foreign companies located in the United Stales as 
the total involved ill rein lively insignificant. 1'..-o· 
thirds of Anaconda's copper sales arc lo foreign 
buyers. The copper supplying these foreign 
needs comes from Annconda 's foreign mines. 

The fact thntthe morkct valuation of lbo above 
Anaconda subsidinries is less thon the book value, 
is due mainly to the low price of copper al ])e. 
cember 31, 1935. Tbe rising price of coppor dnr· 
ing 1936 bas inerensed the corning power and 
hence the value of these investments. As at De· 
oomber 31, 1936, (heir market values were Cnr in 
excess of their compara.blc book values. 
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A• recited in discussing our foreign oil inve,t­
roents on important factor affecting lho ' 'aluo or 
our ;;vestments abroad is lho attitude of foreign 
go,·crnroenta. In recent yennl lbere bas been a 
tendency by foreign governments to incrcaso ln.xa­
tion on foreign-owned proportiea. Tho Chilean 
und Moxic11n governments are oxnmplos of this. 
Anncondn 's foreign subsidiaries are located 
principnlly in Chilo and Mexico. ln Mexico, a 
low forcing all mining companies to reinvest 2.1% 
of their proRts within the &public is being gh·cn 
serious consideration. All such factors affect tho 
, ,

8
1uc of our foreign holdings and aro reHectc<l in 

tho current market price of lhe shares and bonds. 
Among other companies included in this ela•si­

Ocation are the Cerro de P asco company, tho lar¢· 
est silver producer in the world, Rowe Sound, 
]>1\tino ~fines, Soulh American Gold & Platinum, 
S11n Toy Mining, Cusi Mexieann, and N. Y. Hon­
duras Rosario. The largest, Cerro do Pasco, has 
n mnrkcl valuation considerably in exce&s of iu 
book vnlue. This is true of practically oll of 1hc 
comp•u•i~•. tho only notable excoption being the 
Pntino Minos. Tlus Iotter company, o tin mining 
cnlcq}riso located in Bolivia, hns been at n tli•nd· 
vnn1nge beenuso of the lower opern\ing costs ol 
tho Mnlnyan lin producers. There is a large for· 
eign intorest in the Patino Mines company, bu~ 
for purposes of this study, lhe entire compnny hiU 
been included as American owned, any forrign 
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interest being considered as part of "foreign in­
,·eslmenla in the United States." The principal 
producla of lbese companies ore gold, sih·er, rop. 
per, precious stones, and tin. A majority are lo­
cated in Latin Americn, a few in Canada, the bal­
ance being scattered throughout tho Fnr East and 
Europe. A portion of tho products of certain of 
these complUlies is imt}Orlcd into the United 
States for smelting on<l refining before resole 
abroad. 

American Corporations Having Wholly-Owned or 
(51%) Controlled Fore! en Suboidiaries 

Among lhe largest United Stoles mininl!' cor­
porations wilb foreign subsidiaries (exclnsh·e of 
the Anaconda group dil!Cussed heretofore) are the 
American Smelling & lletining, United Stales 
Smelling, Kennecott Copper, Phelps Dodge, 
Ame rican Melnls, St. Joseph Lead, nnd Vanadium 
Corp. Wilh the exception of American Metals 
Co., lhe major part or their assets and operations 
are in tho United Stales. Tho procluets of lbeir 
foreign properties oro to n Iorge extent imported 
into lhe United Stal~s and sold here. This is 
especially true or the gold ond silver producers. 
The entire worl<l production of sii\'Cr in 1935 wna 
208 million ounces, of which 38 million w!UI pro­
cluecd in the Unitod Stutes. Our imporUI in lhat 
year reached tho hgo total of 521 million otLnees. 
A survey or all the compunies included in this 
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category indiC8les that. praetiC8U>: aU or their sil· 
,·er production was shipped to thts country. 

Tho copper produeti~n or Matahrunbro (Arne~· 
icon ~lctnls) in Cuba IS smelled and relined m 
their Corlcrcl, New Jersey, planL Tho. Moc.lo· 
zumn Mino in Mexico (Phelps Dodgo), mncli\'O 
due to gencrol operating conditions in Mexico, 
ro 

1
·morly rc6ncd and smelted their product in 

their Ari1.ona phmts. 
'fho total investment of Americon companies 

in wholly-owned or (51?'• ) controlled foreign sub­
sidinries is c•timated, at December 31, 1935, nt 
~1!!0,63'2,000 book values. 

Fortlcn Corporations Publicly O..,.ed in W bieh Amtr· 
icans (Individuals or Corporation~) Have an lo· 

ternt 
1'his is lbo largest type or AmeriC8D mining in. 

,·est men~ obrond. Tbe market value of this type 
of holding ot December 31, 1935, was $508,000,000 
of wbicl• over 50% was in the International Nickel 
Co. of Canada. Based on dnta obtained from 
vnrions sources of reliable information, it is esti· 
muted that nt December 31, 1935, 40?'• of tho st~k 
of tho Intcrnntionnl Nickel Co. wa.s American· 
owned. 

The great majority of our mining investments 
in foreign companies are in Canada. In mt~ny 
enses Americans exercise control of tho foretgn 
companies. However, it does not always follow 
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that control or the directorate means actual rna· 
jority ownership of the outatanding shares. 
American bankera have often insi.Jted on control 
or a company in order to safeguard their in· 
teresls. Atooricon citizens bold tho majority or 
outstanding securities of companies sucl• as Dome 
~ines, Ltd., Hudson Bay Mining & Smelling, Bur. 
fulo Ankerite Oold Minos, Wrigltt.Ilorgreaves 
~lines, Ltd., Nipissing Mines, Ron· Lake Mines, 
Ltd. (main office in New York), nnd many 61naller 
companies. 

Some or tho larger .Amerietm minority holdings 
in Canadion mining enterprises aro found in Hoi· 
linger Consol Mines, Ltd., Mcintyre Porcupine 
Mines, Lake Shore Mines, Ltd., and Teck Hughes, 
Ltd Also included in tbi.J subdivision a re esti· 
mates of individual holdings of mining companies 
which are subsidiaries or American corperations. 
An example or this is tho Premier Gold Mining 
Co., Ltd., conlTolled by AmcriC8n Smelting & 
Refining Co. and also publicly distributed. 

Outside of Conoda, tho elticf holdings in this 
class of in'•estmenl nre in Soul h America, the 
largest being our bond holdings of Anglo Chilean 
Nitrate and Lautnro Nitrnto. 

As stated before, tho portfolios of American 
investment trusts were studied, wherever avail· 
able ond this oxaroinntion revealed a surprising ' . list of South African mining company Ul\'esl· 
ments not elsewhere published. 
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lligher priees pre,·ailing in 1936 for moet tolD· 
moditieA resulted in higher market prices for out. 

8
t anding seeurities of mining companies. Wbtre 

8
uob prices were a\•ailable the upprecialion in 

1936 amounted to $368,000,000. 

Manufacturing and Merchandising 
Included in this group nrc tho entire fo1·cign 

investmants of companies whose foreign uetivitic1 

oro principaUy manufacturing. Merehandising 
investments have also been included, as, in many 
iMtnnces, such investments are merely scllinc 
agencies of domestic manufacturers. Foreign in· 
vestments of canneries, motion picture produetra, 
radio corporations, etc., are ineludod herein. It 
bus been found impractical, from tho data &\•ail­
able, to attempt the separation of mioing in,·Ht· 
mcnt, woodland holding'!, and agricultural prop. 
erty assets (rom tho strictly manufacturing prop. 
crties of corporations whose main aetivitieA are 
mnnnfoct uring. 

American Corporations Having Wholly-Owned or 
(51%) Controlled Foreign Subaidlarles 

'rhe IJulk of our foreign i•wcslmonts in mnnn· 
fncturing is in Americnn-owncd nnd controlled 
sub8idinries. The book value of these invest· 
menta is estimated, at December 31, 1935. nt $1,· 
239,39'2,000. No market ,-alue1! were &vnilable. 

[42) 

[n arriving a t this eAtimale, the records of over 
a thousand manufacturing corporationa ,.·ere 
st11died. This nwnber refers only tc parent com­
p!Ulies. If subsidiaries were counted tho resulting 
total would be several timet 1\8 large; for example 
some twenty of our large manufacturing systems 
nlone have over u thousand for~ign subsidiaries. 

Book valuations wcro u8ed exclusively us a 
basis of valuation. !JJ many cases individunl sub­
sidiary balance sheets wore not nvnilnblc and per­
bops tbe value as cxpre88ed in tho parent com­
pany balance sheet muy bovo been too high or 
too low. Where companies wore listed on & stock 
exchange tbe registration statements filed there­
with revealed many such ineorreet valuations and 
adjustments were rondo accordingly. The most 
frequent cnuse of dillerenee "'as due to the prac­
tice of certain parent corporations not including 
any surplus accwnulated abroad since purchase 
or formation of the subsidiary. 

There are certain adverso factors affecting 
mony of these investmenl8 which nrc not reflected 
in book valuations. ~·or example, properties 
domiciled in Gcrmnny bnvo a rather doubtful 
value today. Some of tho lnrgo investments in 
Germany are those of tho lnterMtionol Bor· 
vester, G.eneral Electric, General Motors, . Na­
tional Cash Register, EMlmnn Kodak, Libby 
Owens Ford, E. G.lludct, Remington Rand, Wool­
worth, Addreaaogrnph Multigraph, and American 
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Radiator. They probably compril!e over 50~ or 
all our German manufacturing establishments. 

Doubtful values can also be ascribed to our in. 
,.

08
tmcnt.l! in certnin other European and South 

American countries wh<>re tbe governments or 
these countries ha~e practically untionnlir.ed for. 
cign i rweshnents. 

Foreign Corporations Publicly Owned in Which A mer. 
icana (Individuals or Corporations) Have an ln.· 
terest 

Our holdings of stocks of foreign manufactur· 
ing and merchandising corporations are esti. 
mated at December 31, 1935, at $436,571,000 mar· 
ket vaiucs, and the bonds of foreign corpornli0111 
at $99,455,000 market ,·aloes. The bonds have a 
face \'alue of $266,312,000. 

Tire large im·estment in stocks is due princi· 
polly to the holdings of Woolworth, .Ltd., by the 
~'. W. Woolworth Co. At market these sham 
wcro worth, at December 31, 1935, $228,100,917. 
While these holdings are in tbe nnture or a con· 
trolling interest (o,·er 51%) the shares of the 
J>nglislr subsidiary are publicly owned and widely 
held both by Americans and Englishmen. '£bis 
investment (at market values) constitutes our 
greatest single foreign corporate stock ownership. 

Other large stock holdings are those in Elee­
trienl & Musical Industries, Ltd., DistHlers Sea· 
grams, Ltd., Hiram Walker 0. W., Aluminum, 
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Ltd., Imperial Tobacco (Canada), Imperial To­
bacco (Ltd.), Singer, Ltd., F'ord Motor, Ltd. 
(England), Ford Motor of Canada, Ltd., S"•irt In. 
ternational (considered as all Americnn-owned), 
and British .American Tobacco Co., Ltd. Sccuri· 
tics of these companies nrc tmded on .American 
stock exchanges nnd bnvo been publicly offered in 
Ibis country. 

In the bOild sectiou, we find tho much discussed 
International Mnhlb ond Kreuger & Toll holdings 
of .American investors IIJl tho largest included. 
ApprOJrimntcly $150,000,000 was invested in these 
two bond issues and, nl D~oocember 31, 1935, their 
market value was approximately $22,000,000. 
Also included are many German issues floated in 
this country that are now selling at approximately 
20 cents on the dollar and have been in default 
for a number of years. Clllladian and a few ltnl· 
ian corporate issues constitute the larger part of 
the remainder. 

The market ,.aJuc of our holdings of stocl.-s and 
bonds in foreign mnnufncturing nnd merchandis­
ing corporations increased from npproximatel~· 
$536,000,000 at December 31, 1935, to $706,000,000 
at December 31, 1936. 

Miscellaneous 

Included herein are all those foreign invest· 
ments which did not Ot into any of tho other fields 
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of iudu•try. Banks, fire IIJld Cllh~alty inaura~ 
..,.

0
ieo eon•truetion eompames, hotels, &IT rom."" , . . 

trnnsporllltion, real estate eompames, 80~0 IDII!-

eellnncouR investment trusts who~ fore•~ l!e· 
cu ritico were not identifiable as to 1ndustr•al n\. 
\ocotion, 

11
nd newspnpers arc so.~o of tho types 

of commercial enterprises compr•smg lbo total of 
our miscollnnoous investments obrond~ In nil, 
they nrc cstimntcd, nt December 31, 1935, ut book 

1 0 01
. $199 6"7 000 and market value of $145,. 

\lt\\l . ,-, t 

125,000. 

" merican Co.-porations. All or Substantially ... 11 of 
Wbooe ...... ,. Are "broad 

These amount to approximately $26,4$8,000 
book value, and $U,142,000 mark.ct. value. 

1
A 

number of Cuban enterprises, prme•pally No· 
tiona\ notels of Cuba and Havana Doeke, and two 
investment trusts whose holdings consist prind· 
pnllv of Ocrman internal mortgages, tho Gorman 
Cre;lit &, 1 ,,·estment Corp. and the InleTliOiionnl 
Mortgogo &, lu,·estmcnt Corp., arc included herein. 

American Corporations Having Wholly·Owned or 
(51 %) Controlled Foreign Subsidlariu 

The totul book vnluc of foreign investments of 
t beso com!»lllies, ul December 31, 1935, wl\8 csli· 
muted ol $98,682,000, no market value avoilnbl~. 
They eon.sist principally of the net invested CliP•· 
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tal of the foreign branebea of American brulh, 
notably Chase, National City, and Guarant\' 
T rust, the controlling interest of the Transame;. 
iea Corp. in the Banca D 'Amoriea and lWia, the 
net interest of American insurance companies 
(excluding life insurance) and other miscellaneous 
investments such M the boldi ngs of .American Ex­
(Jrcss, Ford Hotel~, Commercial I nveslmont Trust, 
Commercinl Orodit Co., Pun Americun Airways, 
and New York Herald Tribune. 

Foreign Co.-porationa Publiely Owned in Which "mer· 
icans (Inclividuall or Co.-pon~tiono) Have an In· 
terest 

Tbe market value of .American·O"'lled stocks at 
Deeembcr 31, 1935, was estimated at $9,607,000 
and bonds at approximately $25,694,000. Tbe 
face value of the bonds waa $64,850,000. Tbe 
stock holdings eonsisl for the most part of foreign 
shares held by American investment trusts. 

In the bond section nrc a largo number of Ger· 
man banks and miseellnneous orgnni•;ations which 
accollllt for the compurnli,•cly low market value. 
They include Gernlllll Central Bank of Agricul­
ture, Ruhr Hou6ing, CoromcMl & Privnt Bank, 
Deutsch l3011k, Protestant Church of Germany, 
Rom011 Catholic Welfare Institutions, Leipzig 
Trade Fair, etc. They nil soil al about 20 cents 
on the dollar. .A number of Canadian bui ldings 
that have bad their bonds sold in lbe Uniled 
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State8 arc nest in si%c 8lld are .alB? selling. al 
ronoidcrablc discounts (rom the•r 1811u.e pr•ee. 
Admiral Beatty Hotel, V8UCOUVer Georgut. Bole!, 
Pacific Conat Terminals, :Montreal Insu~anoo 1-:x. 
chnnge nrc a few. .A.bo.ut le~ Hungnrum ba•~ka 
nnd credit institutions, mcluding tho IIungnr~an 
Discount & Exchange Bank, Hungarian Lnnd & 
Mortgugo Institution, IIungarian Ilulion Lnnd 
Bunk ole., oro also showing a largo doprecinlion 
in m~rkel p•·icc. P rncticnUy all of tho inetilu. 
lions mentioned arc in complete default as lo in· 

tcrcst. 

Foreign Government and Government­
Guaranteed Bonds 

A pproximalel~· $9,000,000,000 (race amount) of 
foreign goven1ment and go':ernment-~arsnletd 
i~sues were publicly offered m the Umlcd Slateo 
in tho years 1914--1931. P rsctically aU bond issuca 
floated before 1914 have been eitber redeemed or 
•·dundcd, or are valueless due to complete dcfnull 
Of this sum l<>tal of $9,000,000,000 only $4,596,· 
000,000 nrc s till outstanding in their original 
rorlll- OA dollnr bonds-nod of thiS 1\IIIOUnt, \1'0 

t•slimulo tbnl, nl December 31, 1935, fi}ll)roxi· 

11
mtcly $1,415,000,000 were in the hands of foreign· 

~rs ond $3,180,637,000 held by Americans . Th.o 
market volue of these bonds, still held by Amer~· 
cans, at December 31, 1935, was $2,342,2"..8,000'. 
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The decline in total dollar bonds outstanding 
bas been due to both normal and abnormal aethi­
tics. Reductions would normally occur through 
redemptions and sinking fund aclh>ilies, as cou· 
tractcd. These operAtions nooounl for a con­
siderable part of tho reduction. In addition, 
howe,·er, many sinking funds hn~·e token ndnn­
tago of ra~ornblo market conditions pro,•ailing 
during recent yours nud lmve purchased in U1o 
open market, ol subslnntinl discouniA, large 
blocks of bonds which wore then retired. A great 
many bonds were I bus purchased during the years 
1932 to 1935 inclusive, o period of wholesale de­
faults and low mnrkct prices. We find here lbe 
curious 8llomaly of debtors pleading lack of dol­
lar exchange as the reai!On for their interest de­
fault, bot allhc same time using their dollar ool­
ances to repurchase these IllUDe defaulted bonds 
at bargain prices. During the four years !932 to 
1935 approximately $412,000,000 (face \'8lue) of 
foreign .doUar bonds were presented for cancella­
tion. These bonds were probably bough! nl 
prices averaging l~ss tllan hnlf of thei r face mloe 
and represented losses of hundreds of millions of 
dollnrs to Amoricnn ii•vestors. 

.A.nother item tending to lessen the outstanding 
amount of dollur bonds hns been the practioo of 
converting dollar bonds into internal currency is­
sues. This is done where sizeable nmouuts of 
dollar bonds ba''" been rept~trialcd by foreigners 
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(individuals or goyernments). These bonds are 
not presented for eanceUation to tbe United Slate8 

trustees of tbe dollar bond issues, but bold by the 
rorei!,'ll governments as collateral against the in. 
tcrnnl currency bonds issued. This p~aclioo re­
sults in n distorted fig11re of outstandmg dollar 
bonds nod we have deducted such items from the 
out st nnding omottnt wherever .the iuJormation 
wos obtninnble. Exnmples of th18 type of opc.-a. 

lion oro: 
ouutamllug Co•ne_rtfd Aetu•nr 12e Iuto 0\lllun.Cl• 

bte,._l tn1 al 
pernoou Loau ltJ3lfM 

,.lt ... a.{lt$!: .. .. . .. ... • ! .. ~()35.,500 1!1,114,600 t2,!8l'* 

a...o-t r A•tria HiflHO . . 1,518,500 
1,111,500 « T,oot 

111,.._ ,,~1m . . . . . . . . . . . :,tu~ ~= 
l!!t,Dit 

Gra• &./ t.$-& • • • • . . • • . • • . !:)4~i00 6!4,1tt 

TJrol Uydro Ekclrie 2$$,000 t,tu,eet '"'f,•m . . . . . . . . . . . . . ~.aoo 
Tyrol tf4ro EJt.ttrie !.,!U,OOO ue,ooo l,f5$.M 

i•Jlt$! ............ . . -
$35,!34-,!00 t!7,8U~ 17 ,5$4,1Gt 

1 n other words, on these six issues alone the out· 
~tnnding omonnts of bonds as shown by trustcta 
books nrc overstated to tho amount of $27,63'.),500. 
W o have deducted all such holdings from the 
omount of Dollar Bonds outstanding in arriving 
at our Agure of $4,596,000,000. 

As shttcd heretofore, we estimato that, at 1>&­
ccmber 31, 1935, the face amount of foreign bonds 
outstnnding held by Aroe rienns amounted to $3,· 
180,637,000 and tbe amount held by forcigoera 
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$1,415,000,000. Tbe Department of Commerte 
estimated foreign holdiugs of" Portfolio" in~est­
ments (includes foreign corporation issues pub­
licly offered in tbe United Stales) at $1,100,­
()()(),000. As explained enrlier in this report, we 
believe that part of U1c difference in tl1o two esti. 
mates lies in the fact Umt we have excluded from 
American holdings, Coundion investments of 
American lire insurance companies hold by the 
Canadian government 1\8 collnternl against actu­
arial liability of those companies to Canadian 
policyholders. 

In the course of our research we bnve found 
,-arions interesting examples or repatriations. 
~any of these oporations were of necessity con­
ducted under a cloak of secrecy and to lift this 
..-cil and let in the light is, in most eases, extremely 
difficult. Many times it is only after the redemp­
tion or refunding or an issue takes place that the 
small American holdings arc disclosed. This is 
illustrated in the ense of Province of Uppor A us· 
tria bonds-7sfl945 und G!h/1957 enllcd for re­
demption in Deecmber,1935. At time of redemp­
tion there were $10,149,000 bonds outstunclillg, b111 
as was disclosed to us, nil but npt>roximately 
$400,000 bonds wore held by tho issuer. In their 
Balance of Intcrnationnl Pnyments, 1935, tbc 
U. S. Dept. or Commerce included •• "Bond 
redemption payments re;:ei\•ed" the sum of $9,-
129,000 as paid by L\ustria. This naturally hns 
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n;.ulled ill an overstatement of "reooipla from 
bond redemptions" for 1935, and, follo .. ·ing 
through, will effect a distortion of other items in 
the Bnlru1oo of International Paymenla oompita. 
tion. These two bond issues wore originally is. 
•ucd hero in 1925 and 1927. 

While repatriations and repurchases bavo Iuken 
pluco in all foreign go''er11IDent bonds, it should 
bo pointed out tbnt some of these operations were 
entirely lcgitimute und within the bounds of inter­
nntionnl linuncinl honesty. The deciding foetor, 
of course is the status of the interest payments 
when surb purchases are made. If the interest 
is being serviced ill full and aU covenanla of tbt 
bond indenture are beiug met, a foreign debtor is 
clear!)' entitled to pick up any bargains existing 
in his own obligations. Financial panics in tred· 
itor countries {especially in the United Statee) 
can be and ba\'e been used by foreign nations and 
their citizens to pick up their own external bonde 
nt bargain prices. Japan, Australia, France, 
llollnnd, Canada, Belgium, and Sweden have con· 
8idcrnbly 1tud profitably lightened thoi r oxtcrool 
debt payments to the United States through the 
medium or repurchases during timos of flntmcint 
s tress in tbc Unit<.'C! States. In contrast to F:og· 
lund, where foreil,"' lending is practiced u1orc 
seiontilically, our foreign loans aro bought by the 
im,esling public ill small amonnts, tho average 
purchase boiug around $3,000. Wl1en financial 
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•trillgeneies occur, sueh M bappued in 1929 ta 
1935, ~Y holdel'l! are forced to aell and othecrs, 
not haVlng the knowledge and es:porie.nee Qetel!· 

sary to evaluate oorreelly the worth of tbeir 
foreign bond holding~~, arc eMily frightened and 
throw them overboard at •ocrifiee prices. The 
si tuation in England differs eonsidcrably from 
ours. Foreign loans aro usuolly held ill large 
blocks by tho va'rious bonks, investment houses 
and trusts, who are better Ol)uippod to hold on to 
the bonds and to deal collcclivcl>• wilb defaulting 
foreign governments. An institution known as 
the "Council of Foreign Bondholders" deals with 
all situations of this kind. Foreign debtors can· 
not default nod then buy up their defaulted bonds 
at bargain prioes. The bonds are simply not for 
sale. 

Another factor tending to reduce U1e amount of 
foreign bonds in American bands is the purchase 
by nationals of a third nation of foreign bonds 
held by United Stales citizens. Ourillg tbe years 
1930, 1931, 1932 large quantities of Arg<!nlinc dol· 
tar bonds were purchased by English inves tors, at 
very low prices. It is genernlly estimated that 
50% of our Argentine dollnr bond holdings were 
so acquired by the English. 

In summary, out of IL total or $.q,ooo,ooo,ooo or 
foreign go\•ernment nnd government.guarantced 
bonds issued and sold to American in,·eotors, we 
now hold bonds, at faoo \•olue, or $3,180,637,000 

[r>3) 
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11111
rket value or $2)42,228,000. Tho amount of 

dollars rcooived by American investors for lbe 
$6 000 000 000 (approximate) of bonda surren. 
d.'red '

11
nd' the amount of loss sustained upon their 

8111
•
1
-ender oro unknown. No estimate with rospeet 

thereto bus over been made by the government. 

Geographical Division of F oreign 
Investments· 

Tho division or investments by territ~ry as set 
forth on Exhibit " C" can only bo cons•dercd a. 
npproximntc. A_merican _citizens have io''~St· 
mcnts in Cnoad111n, Enghsh nod other foro•gn 
corporations whose activities nrc worldwide. 
The location of these in\"es tmcnts bas been deter­
mined br the country in -..·bich incorporated. 
America~ companies, while furnishing data 111 to 
the total amount invested abroad nod the foreign 
countries in which they operate, seldom divide 
their in,•estment by countries. • 

Tho following is n condensed summary of in· 
vestments divided geographicntly: 

/ 11 ucstmcllls by Tcrrit.ories at December 81, J9~ 
l)ctetnl•ct 

of total 

c .. usadl~ uti Newtouadbod . . ... , .•... *3,0<1:t,U!,OOO ~~; 
Y.uroJl* •.•••• , ... ••.. ,. . .••. . .• . . .. 2,017,t:D,OOO H 
Latl• Amerka . ... .. , . . . . . . . . . . . . . . !,146,201,000 11! 
Ah'k•, Atla alld Ottuia . . • .. .. •. . . . 1.,0~ 1,000,000 •·~ 

Total ...••.......•....••...•. . .• ts,%!.80:8!,000 

[54] 

Fotlowing is a comparison of our long-term 
debtor-<:reditor position at Deeember 31, 1935 
by geographical division, aubjeel to the abo,.; 
qualification and tho qualification stated by the 
Department of Commerce with respect to its di· 
,~isioo, to wit : · 

"It is important to note tlutt thG geographical 
distribution of foreign holdings of United States 
investments .. . docs not ncecssnrily reflect the 
true ultimate o""ocrsltip." 

Ovr IAtll•'l't.tm F(lrt.,gn lAng· Term 
liU'ti\Diot .. ll )IIVftiJIWI.ll i• 

Ab..-d U•ltedStatee • 
• Aut. o.c. 111 If)$ Aa at Dec. Sl, 193G 

Caaada aad Newfoucllucl . U ,O.U,!$!,000 t l,ooe,OOO,OOO 
'Eotopt: ..•• •...••••• , '''( ' t.Ol l,r.f,OOO 3,,.91,.000,000 
t... tia ...mea . . . . . . . . . . . . t, l<t,!O I ,000 <3,000,000 
Atrld, Aoia ud O..ala • . I,OSI,OOO,OOO -19~ 

T_. •••••••••• •••••• • U~,OOO OS,lll$,000,000 

As set forth abo,·e, at Deeember 31, 1935, ..-e 
were a debtor with Europe on long-term account, 
exclusive of war debts, in tho amount of $1,474,-
000,000. This debtor position hns been increased 
during the past year. Report of tho Treasury 
Department reveals purchases by Europeans of 
foreign and American securities between Decem· 
ber 31, 1935, and September 30, 1936, in the 
amount of $356,000,000. Further, appreciation 
in market value of European inves tments in 
Americno securities exceeded the appreciation in 
market values of our investments in Europe. 
• Dfope.rtme:al. of CcMuHrft e&hute. 

( S5 I 
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This net gain to J,;urope, at September 30, 1936, 
we estimated at approximately $200,000,000, lea.. 
ingour net long-term debtor positi?n with Europe, 
at September 30, 1936, at appronmately two bit. 
lion dollars-<lxclusive of war debts. 

Problem of Transfer of Earnings and Effect 
of American Investments Abroad on 

Import and Export Statistics 
11 is intercxt ing to observe the amount of cur 

investments nbrond as to which we need hnve no 
traMfcr difficulties in the payments to security 
holders of interest and dividends, due to the fact 
that these companies accumulate dollar balnncts 
in the United States through the sale of their 
products imJ>ortcd into this country. Tho total 
of such in~c•tmcuts arc estimated at approxi­
mately three billion dollars, representing princi· 
pally in,•cstmcnts in certain mining, oil, agrient. 
turnl, paper nnd pulp, and rubber companies. 

or nil our foreign im·estmente, it would appear 
thnt there ore ouly two groups, ns a wllole, which 
do not lie in with our domestic economy-our in· 
vestment in bonds of foreign governments and 
our public uti lity investments. Our grealc~t 
losses ha~c been in securities or these g roups- m 
enterprises which do not servo either ns feeders 
ol' imports or outlets for exporlll. 

Wberc,Americancorporations producing abroad 
sell part or all of their products in this country, 

[56] 

) 

their outstanding securities can be serviced out 
of dollar balances created hero through sale of 
goods. With respect to our railroad investmenlll 
abroad, those roads running through Canada, 
:.Jexico, Central America, and Cuba bandle 
freight shipped by American corporations, pny· 
ment for which, except where foreign legislation 
forbids, eouJd be mndc in the United Stutes, and 
outstanding securit ic• se•·viood out of those dollar 
bnlnnces. 

There bas been set forth heretofore the exteut 
or the dependence of our sugar investments in 
Cuba on the market for Cuban sugar in this conn­
try. The same is true of paper a'nd pulp nnd 
rubber investments. Other investments-in oil 
and mining-<lnter into our domestic affrurs 
tbrongb import, relining and re-export. Some of 
our foreign manufaeturers-thoogb proportion· 
ately few-sell their foreign manufactured prod· 
uct in the American mnrkeL Many of our for· 
eign railroad investments are brnneh lines of 
American systems, snell investments being made 
for economy of operntion. Other foreign rail· 
road investments nrc supported by American· 
owned companiCll engaged in J>roducing goods for 
the American market. Our investments in resort 
hotels in Cuba and Canndo. depend principally 
on the .American tottrist trade. 

With respect to our import statistics, it will 
be noted that where goods are exported from • 

[57] 
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foreign country to this c:ountry by an Amariea?­
owned foreign corporation, tbe v~ue alated tn 
our import statistics may not be eqwvalenl to the 
amount remitted abraad by tbe parent compAny in 
Amoricn. Tllo !alter company will be guided in 
its remittnnces abroad primarily by tho require­
ments of tho foreign subsidiaries, which rumit­
tanccs mny be more or less tbun tbe stated import 
valuation. An investigation rondo in England in 
recent years showed, for example, tbnt only 40~ 
of tho actunl export value of rubber from British. 
owned Mnlayon rubber plantations was actually 
remitted to Malaya, the balance being retained 
in London (or bead office expenses, taxes nnd 

dh•idenda. 
Likewise considerable of our exports ara 

shipped to' selling agencies abroad, which, in re­
mitting to tbe home office, will deduct from tbe 
amounts actually realized commisaioM, foreign 
taxes and sundry expenses. Consideration must 
nlso be given to the fact that, as in domestic busi· 
ness, many sales will never be paid for Olld oven· 
tunlly will be charged off to bad debts. Further· 
more, slow moving merchandise may be disposed 
of at prices considerably less than the vnluo nt the 
time or export. 

The reported earnings of our foreign sobsidi· 
nries it can readily be seen, arc subject to the • • accounting procedure o[ the parent company ID 

America. Foreign subsidiaries producing for the 
[58) 

) 

American market may abow no profits, tbe parent 
company in effect taking up the profit through 
tow cost of its impor\8. Similarly, selling agen· 
cies abroad, though profitable lo tbe parent oom­
pany in providing a sales outlet, may maintain 
aecounts in such a manner lUI to show only selling 
nnd otber expenses, tho profits on sales being 
taken up by tbe parent company in its selling 
price to the foreign subsidiary. 

Respectfully submilwd, 

(signed) 

Certified Public .dceo••lo•ls 
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ExonnT " 

American Long-Term Investments Abroad as at December 31, 1935 
( Ia T~ of Dollars) 

.......... .... A-=:r.: Portlc'a " 'f:'!tio.. pat.- ,~ .. 
pora~allor r"*tiOU laa ll& Hd7 . ..... • -~ .. "-tr- p •uldpol 
nbeiutla.U,. an wlaolf7>0'W1Md or ka.u (hMliY\duaLt or ~r· a..dP"f'I"'IIMWt.·pu· 
of wboet UMU (~IS) ~lrol· poratlou) baTe u iaw'M uu.d ._ 

are abroad ltd to.mp nb-
Stocllt ll<>odJ Boaa. TOTAL aidiaria ---· Markee Book llarkot. """ Marb.t Po<e Mazkl't. ·- t Karket 

Volwt Valoe Val11e Vallie Val11e Value Value Valt1e VaiU4 Vo!M 

•"'ortJaD Oo•era-
m ea t. Prorln· 
e,lal, Manldpu.l 
and Oovernm~nt· 

f,34!~~8 !ua.ranteed lu·ue~ - - - - - - 3, 180,037 s,I80,0S7 t,au,na 
Rill road• • • •• • • . . 187,772 32,41G 8~,!!g,4 38,0•5 11i8,011 180,813 - - '116,188 ILI,G68 
Publle. UtiHUtt . • • 862,860 ug,1so 142~426 30,028 4.2G,Q7! I 4J,!64 - - 1,618,1116 828,498 
AC'ri~uJLutt, lrKhad· 

1,!<4 5U SID 271,171 l"l! Rubbo• .. • 270,611 116,!0 203.1' 8 - - t77,&t7 
Paper u4 h:lp • . IS0,6.U 57,101 uo,ae1 I,U4 60,871 31,774 - - au.,na 207,d:l 
on. . . . . . . . . . . . . . t!O,Aif4 51,t92 8116,617 n,e.u n,m !8,7Sil - - l ,!!O,ItO 1,150,N4 
Klal~ • • • • • • • • • . ~~ 181,03$ 180,8!! Ul,ut 50,JJO 18,54! - - l,IN,IIt l,oti,MI 
liaao ~et..ort..c u4 m,au 1,14!,!11 1,f16,t18 lhnba•dliS•I • - - 1,!38,st! .. ,~,. 

"-- - -
~ ••.•• M,4.88 U,H.! N,SII! •~eo7 ...... ~.-. - - '" .. " J..S,l.ts 

---
t,D64.«0 ttl,73.$ 3,()5S.7!! 11Ut,7U l,Ot7.U:t eoo,ua 3,180,_f31 ~!~ 10 ......... 8,JU,%&! 

~ • 1..,1.._ t.....a•• .--b at ..a.t'kd. ..-J--. u ~ te A_....,. .... ~-bier. 
t IIM1.._ ta..--t. e.t ~- _"lM' ... ~ Ia _..,._, .,_..... •r (61•) -u.J.W tOI'tlp -tr..kla.riN 111 ........ ,..,. • • -
-"'"'- _,_ ,_ •- , • .,.__._ .,... ot:.aotaa..a... 
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.l!:smJJtt "B"-Scbedule 2 

A..v:ulc.L" LoNo-Tu.M lJCVIISTa<&ST& ABRoAD 

Railroads 

As AT DBQMBitlt 31, 1935 

( lD 'J"ho,..andt of Dollart) 

Amo.rtc:an Fordgn corporation• pubUclt eorporatlo11.e 
American c:orporatlont, hnh11 wholly• 

owned in WbJth Amerlt&U 

all or eu~tan• owned • • (51~) 
(lndlvid.uala or eorpomtl0111) 

tial11 all of whOM c:ontrolle!d torelr" have anlnte:rs~ 

use:t. a.ro abrOad tubtlldlarle. Sto<b Bondt 

Book ltarke& Book Value Mar'W"Valuo Fa•• )brUt 
VaJq Value 01111 01111 Val .. Val .. 

Ca ..... ········ ··· .s,m M,UO 1.!0,!58 IU,JN 
E•.opo .. .. •••.••• 1,895 18,t58 15,115 
lAtl.: Alllltriea , ••• , 183,70f SI,Jlt .. ..,.. 11,113 .... 
AM, A.trka 

"""Ocouia •••• 4,0M l ,.lt7 

1.87,171 U,.JI ~ ....... 1118,!177 Ut~tJ 

EnrmJT "B"-Sahedt•le 3 

AlaaiOAN LoNo·T&Blll INV£8Tlof8 NT& ABROAD 

P ublic Utilities 
As .AT Dzo&Mlllll 31, 1935 

(X. ~ ol Doll&n) 

8..0 -...,;v ......... --..., .... 
OILb' Valw Vahe 

Cuod• ........... 5,111 I ,tOt ,. .... ...... !U,Il5 tlt,OM 
l;o,..po~ • • .. .. • • • • • 1.!4.).tt 8J,184 ts,tOO ....... ....... 1t,ot0 
Lltl• AIHriea ... •• eo,l61 160_al 7 4,710 .,,. 1,100 1,100 
A1la, A frita 

aacl Oft&nla •••• 106,788 41,081 11,11:1 58,0UI ., .. ,. 
86!:,860 IG81780 H t,4!& 88,028 f!8,t11 14J.e:t• 
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E:uUBIT "B"-Scbedule ~ 

AwiBJC-"' LoNo-Tet>J ll<l'1l11Tx&Nnl .t\uoAD 

Agriculture 
(lnd..nna Rubbc< Plontatlo .. ) 

As AT Dec .. , a&o 31, 1935 
(fn 'fho\llflll(ll or Oollllrw) 

Amerltlln l"'ortlgo corporation• publldy 
cor])Otatlon• owned i.u whitb All'ltriet.l'll 

Ameriean ~rporatlon~, 111~\·lng wholly· 
owned or (01 ~) 

(indivld.W. or «>rpor~aUou) 
baYt lUI inten.'lit all or aubata11· 

tiall7 all of "''hOM eo11trol1ecl forelao 
asabl are al:lrMcl 1\lbtldlarlet 8t«b Bood• 

Book lla.tk~ Book VahM l4ar~ue r ... --llarkt'&. 

Vol .. Value Onlr Onl7 Val..e Valoe 

Cauda ··········· 
!1,711 S,%« 5!4 110 

J::w.ro,- ••••••••••. 
Latla~ ••··• !60,4.$1 M;,ttl Jtt1n t 
A.U, Af.W. -- JO,OSO 10,1$1 u.••• 

~,.At ...... ....... J~U ... • •• 

EumnT "B "-Schedulo 6 

AMEBICAN LoNo-'rEnM lNvESTMJ!NTS AsnoAD 

Paper and Pulp 

As AT Dzca>Js&R 31, 1935 

(Ta Thouud• of DoUan) 

A-"- Po~ earporatio• pt~bHrlJ 
corporaUou 

..-,._,...u..., """"'noDr· 
owHd Ia wmdl A..eri4'!1.U 

aD cw .. bl&&•· ....... . , (il4Jt) 
(l:M.iridaab or eorporat.iou) 

tiaU,. all olwkte ~troiWf.,.... 
.. ,.., .. iat:«reet 

A:IIWU .,.. ....... •Will. riM s ...... --- ........ _v .... ;w.,i;."'V' .... ,_ ........ 
v .... , ... , ... 0.17 ()oly ...... v .... 

Cauda ........... 1~.,-4-31 $4,370 IIO,Ul J).$0 fi9,frt M ,71 • 

E\&~ ·· ·······• • 
lA Un AIIIU'c• ••••• 
Alia, Afr~~ 

ad ~anlA ••.. ·-~-- !,m 
130;1S.:i3 07,101 110,3"1 $,156 60,t1: S8,71t 
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Exma1T "B"-SeheduJe 6 

Oils 

As AT DIIC&M au 31, 1935 

( Ja Tbou•nd• ot Dollan) 

Ame:riean eorporaUon•, 
all or •ubfiao• 

tiaUy all of wboet 
uae:t. are ab-rOad 
Book Market 
Value Vatu 

(lio.uda ··········· 
'h<OpO •••·••••••• 

1,010 $U 
!Alia A-n ..... lli,A< 01,468 
.... At-

.... O..Uia .... ....... . ..... 

Amerleaa 
eorporation• 

hn,.tna wbollr· 
ownodor (51~) 
eontroUtd iontp 

auNldlarle. 
Soot Value 

o.•r 
l!t,tM ::::= 
1<5,171 . ,.,.., 

Fortip «~tpOrt.tlou publld7 
o>Rtd in whleb Amtrteau 

(lodiridualt or eorporatloa• ) 
ha•e~aa lnteren 

8&«b Bo:adt ---- ----Warht VaJge .Fac. Marht 
()ely ValM VaiN 

11,'" <!0 . 11 
•.-s a ,on 11,664 

550 10,000 1,100 

83, ... !9,415 tt,m 

EXBlllrr "B "-Sehedulo 7 

.AMERICAN LoNO·Tt1llol lNVli8TMJ<NT8 AsBOAD 

Mining 
As .Ar D&e&M.BD 31, 1935 

(la Tllovaandt of Dolbt.n) 

"--""'~"'""-.._....._ ..... ... w\ .. wMU,.· an., .. .,..... ....... or(OlS) 
daiJ7allolw._. eeauolW lonlp 

Fotftp CIOrJ*Dtio• p~:blkl7 
........t Ia -~ A:aMntaM 

(ladi. 'ri4uala or wrpcm.U..) 
b'f'eub~ - -. .......... hroM. .......... 

Book - B..tlc \'alN )(a~- hw 
_ ... 
Valoo 

Valoo \ raJ• OolT 0.17 Valoo 

Cau4& t8,t>8 ao,._,. "t!PI ....... 
Eo:rop. ::::::::::: t.4iO .... , 1,7N 1100 

lAlla Anu!rlta , , ••. .:1,3U uv,Ht 164,ett 1,110 t.ff,llf lf,JJI 

All&, AtrieiL 
IUicl 0tcoao1a • • . . $1CI11 ..... 11,714 M,OS3 

·~.591: 8Si13,0S5 l~16St 48'&,49 60,tl0 18,041 
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ExnustT " B"-Sebedule 8 

Au:muec< Loso-Tuu.a Uc\"18TX1!ST8 Aa110AD 

Manufacturing 
As AT DECJ!)tB£11 31, 1935 

( hi Thou•od• "of Doua ... ) 

Ameri(a" corpora don•, 
au o r tubltatl· 

tisll7 aU of wlaollt 
~&.eta an a broad 

An~rlu.o 
cor·por•Liont 

Juu•tng whoUr­
OW•'ed or (&1~) 
controlled foreign 

aubldcU&riN 

Forrip eorporattou p~;~1)Ud7 
owned ln whicb A,merkant 

(U.div'ldualt; or c:orporatloraa) 
bav-e an lntel'N~ 

Stoeb Bonch 

Book )l'arllet 8ook Value 
0.11 

Martel- Va1ue Pt.ee :tdu\et 
VaJue Vatw Ont7 Value VahMl 

Cauda ........ .. . Too amall to 
treat •pa.raWy, 
illdaded a • d e r 
eapticnl 11 A~Mrl· 
eu. CIOrpt.. t.amc 
wt.oDy-ow'lled or 

4U,t50 ..•.. ., 
187,!00 

30,713 

£UJOpa ••••••••••• • 

X.tla ..-

(51~) -·­fo~ •Wdlu-
loo" ·­.......... ... ...... ... -

B.uorsrT "B"-Sehedule 9 

A>t1!JUCAN LoNo-TsR>t l NVESTMt<NTS ABROAD 

Miecellaneous 

As AT DcczMJI&R 31. 1935 

(la '"'"•* ot Dollln) 

~;:.::;:,.~~.~ 
(illlllhidull or COf'PO"IU..) 

... ..... lat.,...... 
A..lDtf'leu CIWPO"~ .u ....... 
tWiyallot~ 
...uareU,... 

Book Vahle 
0..11 

~ &.!• 
WarMl V.J. Fa.ee--War~ 

o..ty V.tM Val'M 

..... f 11H 1,010 
CanJWla 18,430 

EQropt ::::::::::: 3,187 1,188 ··~ ... 1,4!1 67,11M tt,70. 

lA tJn Abl!'rif'& ••••• !3,301 ..... 15,831 1t1 

A.Sa, Africa 
and Oetanl.a .... 11.eoo 300 

2(1;4-88 11,14-:! GS,&S: G.M1 o.c.Mo H.Ot-4 

Regraded Uclassified



ExnnuT ucu 

American Long-Tenn Investments A broad-Distributed Geographically-

as at December 31, 1935 
era 'r'llloaaaocb of Dttla.rs) 

ASIA, AFRICA, 

CANADA EUROPE LATIN At.fERICA AND OCEAN'L-\ TOTAL 

- Boo~ t Market • Book t Market ·- t Mnrket . -~ I M.uket ' Book t ll.,keL 

Value Value Value Vah1o Vah1e ValtM Value Value Valut Valut 

l!'orelgn Oo"trtll'llent, 
Pro•lnelnl, Mun1d· 
Pfll and. Oovero· 
u• o 1'l t-auarnteed 
l..uM ,,.,,,,,,, OIU,Ot19 1,008,784 866,38$ 1594~:na D3t,li7G 341,229 409,!1• :S07,0CI1 a,tso,oa7 e,au,tu 

Rallroacb • , ••••••• . 109,63! 195,374 20,8$$ 17.280 U1,GI7 D8,717 <.068 1,10'7 ~6,188 111,608 

Publle 'O'tiUtlN ••.• 1<1,1$7 338,28! 331,015 201,788 1537,066 !60,832 !0~10f8 128,11De l,G18.J" tte,UI 

A~tulta,._ loehadlft.l ...! <01,11!8 lt7,11110 <1,2"..5 U ,!De 477,8<7 171,171 
Rabbet ••••••..• 17t.w9 !7,{85 

Papu ~ Polp , , , , lll,t50 205,200 - 2~ 
!,JH 11<.171 107,<11 

OliO ............... lllt,88t 11lt,BIIt !53,11!8 !H,SSI 111,661 ~1,187 24.$,171 1,!10,%44 1,150,1N 

)(lala'L_·••••••••••· <D!,tSO <t<,U3 U,!M O,ltt eM ,liP 538,7<1 M,<SS $7,115 1,1N,tll l,otl .... 

Kaa• tarl., u4 8-W,otl 118,714 W,715 1!8,100 m,DOG 1,HI,J!I t,ru,ta ,..,....,u•l• .. 651,7~ 548,712 1,M!.r..5 
K!.•l1aJMou •..•.• !8 .... !l,l03 lit, <II 14,18 Jf,aJO ts,t33 11,100 11,100 ..... tf I<I,IU 

3-,043,!.3! ~.<6.57 !..011,!:!9 a,-n,ut 1,140,<01 J.lOi.JJO I ... I .... 10,01 ..... a.rss.u• 
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"Aid slighted truth, with thy persuasive strain 
Teach erring man to spurn the rage of gain; 
Teach him that states of native strength possat, 

Tho' very poor, may still be very blest ; 
That trade's proud empire bastes to swift dtay, 
As ocean sweeps the labour' d mole away; 
While self dependent power can time defy, 
As rocks resist the billow& and the &ky." 

Goldsmith- " The Deserted Villagt." 
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Ja£ETING ON FREllCH SI TUATION FebrUfrY 26, 1937 
9: 15 fl ·l'-

Pr esent: 

H. ll. Jr : 

Knoke: 

H. M. Jr : 

llrs Klot z 
Llr . Taylor ' 
Mr . Lochhead• 
Mr . 'Nhi t e, 
Mr . Knoke J 

Now, I tell you what 1 want . I ' ve come to t he con­
clusion that this French t hing is just about as bad 
as it can be, see? Can' t be any worse. And if the 
Frencn fai~, why , there goes our tripartite agree­
ment . And what are we going to do? See? 

I think that the French, talking in the room her e, 
have been kidded o little bit in thinking that they 
may get a loan. 

Here? 

Yes . We 1 ve got to talk very confi dentially . I 
think that Bull1t t 1 s cables and wha t Bul litt tells 
them don ' t check . I mean I ' ve got to talk very con­
fidentially . And I think thei r hopes have been sort 
of raised, tha t he ' s led Blum to believe that i f he 
makes some sort of gesture on t he debts, he can 
float a loan here . • Vell, that ' s perfectly asinine, 
a nd I think Bullitt - I mean Blum just doesn ' t 
realize . 

and then tne two cables came in that he wants - Tripp 
told Cochran that the Dutch turned them down flat on 
a five billion franc loan . And Bullltt told Blum 
that if they made a gesture on this debt business , 
they might get a loan here . And t hen Cochran sort 
of saw the papers afterwards and said there was no 
such thing , wouldn' t give the French any kind of 
loan . Everybody talking about the loan and a l l that 
kind of s t uff . 

Well , the only t hing tha t the French can do to s ave 
themselves would be an additional devaluati on, s ee, 
going tbe other ei ght percent, whi ch would g ive t hem 
s even hundred million. 
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Seven billion. 

Little more than seven billion francs . 

~est three oonths . 

262 

Taking it out of 
really a profit. 
that. 

the stabilization fund. Not 
But they ' re talking about using 

Well, I talked to Cochran for thirty minutes, and 
just get this - I mean I•ve played ~ hunches snd 
then I get all the facts I can about it. Let ' s 
see, of thirty million pounds sterling which they 
got from England - well , they got it in three 
ins tallments; there ' s one installment yet to come -
it's all gone but a million a nd a half . Just get 
that; it 1 s all gone. 

You say the thirty mill ion? 

Of the thirty million • ••• 

But t hat was for ty . 

That would be thirty million so far pai d . Everything 
is gone but a million and a half . 

Yes. 

~~ ~:i:~i~~ .~~~;rc!:nl:!~1!~~t~~rc~::•d:;st~~dr~~:n 
they 're through. See? I mean that 's worth coming 
down to Washington for , isn' t it? 

Yes . 
' I mean I like to bring you down for good news, but I 

didn't even know it was as bad as that. 

Now, I talked to the Pres ident last night about 
seven-thirty and gave him - for the first time I 
said, nwr . President, I 1 ve got a new idea, a new 
hunch . I think we 've got to tell the French that 
the only way they can save themselves is through 
devaluing t he limit." And he ' s interest ed and I' m 
to go over and see him this morning at 10: 10, see? 
He•s delaying his press conference in order to see 
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me . 

But again, I have my hunches and then I get my 
information. I spoke to Cochran and Cochran was 
very , very urgent in his request that I wait until 
tonight, because Blum and Flandin are going to have 
a debate this afternoon, and he said out of that 
may come something. So Cochran says we• ve got 
nothing to gain by moving this morning and every­
thing to gain - we have nothing to lose by - no, 
nothing to gain by moving this morning, everything 
to lose, and he strongly urged me to wait until he 
could get a summary of the debate . 

And then, he's made a very intensive study of the 
situation as to wha t can be done . That is, if we 
suggested this morning to the French that they 
devalue, it might Just fall on hard ground, a nd 
t hey are not ready; but they might be ready 
Monday . But he says certainly this debate this 
afternoon between Blum and Flandin is going to be 
of terrific importance. We'll have a man present 
and he ' l l listen and they ' ll get it off tonight . 

But be says the trouble is that Blum insists on 
keeping the present people at the head of the 
Bank of Fr ance and they are technically unfit to 
administer it . So I s aid, "l'lell, how about Rist 
as t he head of the Bank?" He s aid it would be 
marvelous; he said he's equipped and all that. 
But he says that t hey have to have a change in 
personnel in order to gain the confidence there. 
He said just devaluation and a loan won't do the 
thing, but t hey'll have to have a change in 
personnel in the Bank of France and possibly the 
Treasury - but certainly the Bank of France. 

And now, t hat gives you a view of the political 
situation. Now, I a sked White to work through the 
night for me and tell me what - could we stand this . 

I t would affect us very little, so small - I'm 
speaking of France alone now, with the assumption 
that sterling will remain as it is. But France 
alone is so small that it is not a factor in your 
considerations. The other factors are far more 
important. 
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What obout Switzerland and Holland? 

I•m assuming that they don ' t change. The Netherlands 
wouldn ' t ; Switzerland might . 

lo what extent would devaluation to the lower level 
of four thirty-five in terms of the dollar affect t he 
tripartite agreement? 

ltell , as I understand it, they can do that 1'11thin the 
tripartite agreement. 

Yes, within the tripartite agreement . 

That was my feeling, but that ' s been questioned time 
and again. 

uell, the only question is outside, isn't it? 

That's right . 

I don ' t think there's any question about t hat . 

My interpretation is they passed this law saying 
that they could , and as I remember the thing - some­
body refresh my memory - they said they would go 
from such and such a point to - from 24 point •••• 
•wha t was it? 

From 24 t o 34 . 5. 

Yes 

And they mentioned that they were - they ment ioned 
at the beginning t hey were going to s tart at the 
middle . We thought they would vary . We never 
thought .they were going to peg it at the middle 
rate . When the tiling started out, I don't think 
anybody thought they were going to try to hold it 
right at t he middle rate. Then they did s t art and 
the people took it for granted that the middle r ate 
was to stick. 

That ' s what I asked Knoke to come down for . I want 
every brain on this I can get . 
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I have another question. Do we know how t he 
British would feel about it? 

285 

According to the tripartite agreement arrangement , 
the British shouldn' t t ake any more acti on than 
we should, because their understanding was based 
on the French statement ot 25 . 2 to 34. 3. 

I was going to send for the British today, but in 
view of what Cochran says , I think ••• As I get 
it , Blum has this deba te this aft ernoon and Blum 
is scheduled for another one of those Sunday 
speeches . By Monday morning we ' ll get the reaction 
to what happens today plus his Sunday speech, a nd I 
think it ' s time enough to talk to t he British 
Monday . No use talking to them today; they 're all 
on their week-ends . 

Monday 1 s plenty of time, better . 

I have changed . When I sent for you last night I 
thought I was going to do more today, but with all 
this goi ng on I think we better wait and see -
my second thought - what happens this evening, 
what Blum s ays Sunday , and then digest it; have a 
mee t ing Uonday a nd t hen get this thing, make up our 
mind llonda,y. 

lloreover, I don ' t think there ' s a ny doubt in the 
French mind that we will bgree. We couldn' t do other 
than agree. So that any such statement on our part 
now will not ai d them much, because t hey already 
expect that. Unless you contempla te doing beyond 
tha t as an assistance, it ' s another reason why 
t here is no necessity to move today . 

No, but the way I thought I was going to do this 
t hing - I mean I thought of doing something which 
I had never expected to do before, and t hat is to 
force the French hand. 

The danger of doing tha t, Mr. Secretary, is tha t 
the doubt in your mind and the doubt in all our 
minds is that tha t will be sufficient, and if you 
make a ny insistence upon somet hing unaccompanied 
by other factors which will insure its success, 
t hen I think there i s some reason why it shoul dn ' t 
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be done . If you had in mind some thought that 
in addition to t hat which would insure it •••• 

Well , what? 

lYell , what I would have to suggest, I suppose, 
is not practically feasible, but then I wouldn ' t 
suggest it . 

Well , go ahead, what? 

Vfuat would be in my mind - what would be a bold 
stroke, and I think a des~rable one, would be a 
fairly extensive long time loan coupled with cer­
tain conditions made by the Federal Government. 
Gold loan by the St abilization Fund. 

ouch as - what are the conditi ons? 

286 

Well, some reorganiza tion possibly of the !:lank; some 
question of technical matters which would insure 
not only - which would insure a restoration - partial 
restoration, at least, of confidence; possibly cer­
tain questions with r egard to their social legislation. 

Well. •• 

Lobbying in other nation's affairs . And, what is 
more, it is a - is it politicall y possible to make 
an advance to the Fr encn? 

Buying francs . A lonn, no . 

I say politicaUy. Take the Hearst campaign on ••• 

Yes, do you remember the thing they are - they keep 
talKing that we are financing the French Government. 

No, all I was thinking of was this . After all, I 
think i t is perfectly proper • •.. 

!lr. Morgenthau, I think •.• Excuse me . 

Will you hold your thought a minute? 

A~l I ' m thinking is this . You can take a 21 year old 
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boy and say, "Now look here, you' re of age, 
you• ve come into your income. You nave your 
own money. I can't a s your father any longer 
hold the purse strings. But r can say to you, 
my dear boy, even though you are twenty-one and 
you nave your own income and you are free , white 
and twenty-one, that I would conduct your finan­
cial affairs along these lines. llow, all I can 
do is point it out to you, but I can't make you 
do it." 

Now, all I can say to the French is - if I go 
that far is - Just the way Mr . Hoover refused to 
see that for two years he should get off gold 
and devalue, r efused to see it; it took a politi­
cal upheaval in this country to make Ameri ca see 
it- ~ow, here, all I 1m going to suggest to you is 
that the thing for you to do is to quickly devalue 
a nd then make corollary moves which you yourselves 
know are best . " Now, that•s all I nave in mind, 
and no one can object to that . Do you think so , 
Knoke? 

No, but I Just want to •.•• 

Here ' s the way I feel about this . I f eel thi s 
way ••• 

That ' s wholly gratuitous advice, Ur . Secretary, 
I t hink, for this reason: tha t t hey know they 
ca n do that. 

There ' s something on that •••. 

287 

Now wait a minute . Just let ' s get our New York -
you know, you ' ve got to tre&t the New York bankers 
with extra consideration. I mean don't let ' s get •• • 

I just want to say this, that you are - your 
suggestion is going farther than what, according 
to reports at least, a fellow like Baudouin has 
set forth as a program . 

Who ' s that? 
• 
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Baudouln, the General Manager of the Bank of 
Indo-China, who has been suggested as successor 
t o Labeyrie. 

And Labeyrie is the head of the Bank of Fr ance? 

288 

~es . Baudouin i s reported to have stated he would 
accept a n appointment under cert ain conditions . 
The first of t hem was immedia te stabilization a t 
present l evel, no further devaluation. Secondly, 
full payment for gold, even to those who have turned 
it in before at the lower price. And thirdly , 
lowering of the t ariff. Now, I should imagine - tha t 
looks to me like a progr am that has hand and foot . 
"hether i t is possible I don't know . 

But in that he says not hing about further deva luation? 

He cla ims - a t least, I assume that he f eels that 
prompt stabilization, toge ther ~~th the other two 
t hings , would turn the trick f or Fr ance. 

Well , he 's wr ong . 

Well, maybe he is . I don ' t know. 

Viell l ook, I compared the French situation very 
much to t he f a l l of 1 33 when ~. Roosevelt was in 
here. !<ow, the more you study the fall of ' JJ, the 
more you realize t ha t the feople that Ur . Roosevelt 
put in tae Treasury couldn t run t he finances of 
thi s country . They just couldn' t do it . I mean -
you know the first Liberty r efunding tha t we had 
was a failure • • You couldn't borrow any money. You 
couldn ' t borrow for more t han thirteen months. You 
paid two and a quarter percent for the t h irteen 
months . bnd Mr. Roosevelt was right up against it . 
He had this tremendous deflation after that rise 
and ae had to make a clean sweep of his Treasury. 

Now Mr . Blum has got his social legislation, which 
a t the distance - most of it I'm 1n favor of; but 
he hasn' t been able to handle his finances . Now 
that's his bi g problem . And - just one second­
the people often who are so terribly close to the 
thing ••• After a l l , when Blum came in, he went in 
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on a program - on a platform of no devaluation, 
and we here more or less had to show it to him, 
that it was a question not of internal policy 
but it was an international matter, and on that 
basis he switched. 

289 

knd all I am saying is that I think 1t is something 
that often - one doctor can't analyze himself, I 
mean. If a doctor is sick, he always gets another 
doctor. No good doctor ~ill prescribe for himself . 

Now I'll keep quiet for a few moments. 

I was going to say we are speaking here about 
devaluation; we said that under the tripartite 
France has a right to go down X rate percent. 

I wouldn't go that far. 

We'll say t hey can go down eight percent. 

~on ' t go beyond the eight percent . 

They can, under the tripartite agreement . 

If she gets our permission. 

If conditions are such • ••• 

No, you're wrong on that. 

We talked the tripartite on specific figures . 

What was it, from 24 to 34? 

That was the basis we agreed on. 

What? 

That was the basis we agreed on as a specific limit. 
But France did pick the middle rate to support and 
they have supported that middle rate and everybody 
has gotten used to that middle rate. Although they 
have the right to go down the eight percent, I don ' t 
think France feels free to go down that eight per­
cent after having set the middle rate a.nd held to it. 
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Now, I think the i deal approach would be that we 
and Great Britain would have no objection to them 
going down to the lower rate if they thought the 
time was right and they took other action which 
would fortify their decision to do so . I mean in 
other words, it is not a question of our telling 
them to go down, but say, "We feel that - we are 
not going to object if you wish to go down there . • 

Archie, you were right two weeks ago, see? Two 
weeks ago, they got that fresh forty million. 
You could talk about it that way. When I tell 
you that at the end of ten days they'll have 
nothing left, the time - to use the expression -
to be "mealy-mouthed" is gone . And I think the 
time bas come to say to these bozos, "If you're 
going to save yourselves - we can 1 t save you, 
nobody can save you - if you ' re going to save 
yourselves, you ' ve got to devalue the limit of 
the eight percent and then take certain steps 
which you know - which you know better than we 
do, to gain the confidence of the capitalistic 
system in France. Now, if you ' re going to stay 
on a capit alis tic basis you ' ve got to satisfy 
those people. I don't know what those things 
are . I don ' t know French politics. But there's 
certain things you 've got to do .• 

And I ' d say to them - I don ' t mind saying to them, 
"Sitting here, three thousand miles away, I consider 
your case hopeless . You1re through . You're abso­
lutely through ." And I have never said t~at about 
the French, and these people have come over here 
and I've said they're much too pessimistic . But 
the thing that's got me is these darn French sta­
tistics . I mean Belgium, their exports increase; 
Holland, their expor t s increase; Switzerland, their 
exports increase . France, down! China, their 
exports increase. Everybody ' s doing more business 
except France. lhey•ve got nothing out of thi s 
thing and their price •• • 

Well, there are also certain bright features. You 
will agree, for instance, that French revenues have 
picked up; mo~erately, it is true, but they have 
picked up. 
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Now, as regards giving advice to France, ~ per­
sonal feeling would be not to give - last of all 
to give it to a nation as proud as France. But 
I think aey other - what aey other government or 
outsider ca.n do, or in our case what we can with 
perfect propriety do, is to tell them that deval­
uation to a lower level, to the 35 percent level, 
will be perfectly all right with us. 

Listen, Mr . Knoke. I'm trying to think of some coun­
try, small country - I can' t just think of it . The 
Austrians are v ery proud - very proud people . So 
are the Persians . They are so proud that when their 
Minister is arrested and he beats up·a cop, they 
don ' t recognize it; they withdraw recognition of 
America . We don ' t have a Minister from Iran any 
longer, they are so proud . 

Yes, but • • • 

Now wait a second. If we hadn ' t time and again come 
to their rescue, then the French coul d say, •What 
right have you got to talk to us when all the time 
during the l ast two years you never would r a ise a 
little finger?" But I'm perfectly willing, if the 
President approves it - "I can talk to you like a 
Dutch uncle because I was always wi~ling to come 
and came quietly." Sup.i)Osing t hey beat the press 
and say, "You've insulted us." Now wait a minute. 
They say, "You•ve insulted our national pride." 
Well, as the expression goes, "And so what?• \'That 
of it? 

Well , except that in that case ••• 

They won• t s ay that. 

They won't say that? That's fine . 

"hat you•l~ do there - the minute you put yourself 
in that positi on, they ' ll say, "Well, we'll do that, 
but we've got to have something on the line to help 
us do it.• 

No, I disagree with you again. 
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I think that 's wha t t hey ' ll have to say . 

"All right, then t he tripartite agreement is busted. 
We consider you a bankrupt fourth class nation. We 
won ' t do business with you . We can ' t bother with 
you." 

Yes, but it won' t help us either, Mr . Secretary. 

Look, you1 ve got - somebody •s got to shock those 
people into reali zation to f ace this issue. Now, 
just as you s ay, the new Governor, the man who ' s 
mentioned for the new Governor of the Bank of 
France - in his pr ogram he doesn ' t mention further 
devaluation. 

Now, somebody asked me - we had a meeting the other 
night in preparation for lilY going up to Harvard. 
lhey said, "Bow did you a rrive at $35? " I said, 
"We >lere fortunate to strike tJ5 an ounce for gold 
and by God it 's worked." Now, after all, if i t 
hadn' t worked we would have had courage to go to ­
what was it, $41 .34 - is that what i t was? 

Yes . 

VIe would have had courage enough to go to $41.34 . 
The f act t ha t $35 pulled us out of t he depression 
is the seventh wonder of the world . And if the 
boys asked me the t es t - •Bow did you hit it?" -
I'd say, •It was Just Roosevelt and Uorgenthau 
luck that we hit $35, and for three years by God 
it ' s worked . " 

Now, they hit at six cents, or whatever the thing 
is, for France and i t hasn ' t worked, and somebody ' s 
got t o shock them into the r ealization that t hey 
didn ' t do - they haven' t got t he right combinati on. 

I keep saying to the people • •• I know enough about 
business . It ' s the rarest thing that a business 
pays, isn't it? There are very few corporations 
that make money. And when you do make money and you 
try t o break down WhY one corpor ati on makes money, 
it is the very delicate bala nces between profit and 
loss. Some have got it and some haven't . And we 
have this very delicate thing in America that Roosevelt 
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got the combination to, and America is going 
ahead better t han any other in the world. 

Incidentall y, you don ' t see any of the New York 
Anglified press publish the facts about the 
cheapness of our financing, but for two years 
they rubbed my nose - "Why can' t you finance as 
cheaply as ~ngland does?• Why do the New York 
papers - because they are all bngli fied and for 
two years they said, "Why can• t Uorgenthau 1'1nance 
as cheaply as the English do?• Now we•ve got the 
combination and the French haven't . 

Uay I r aise some ob j ections? 

You can raise three . 

One, that •s all I want. I am thoroughly in sympathy 
with you in regard to hurting French feelings . I 
don 1 t think that is a matter of any importance, by 
virtue of our relations. 

May I just interrupt you? I haven't - here three 
years and I haven't insulted anybody yet. But if 
I find • • • But just remember that in three years 
I haven' t insulted any nation yet . Co ahead . 

But I feel this way . I 1 m not at all certain, and 
as I said, I don't tllink you are, that a further 
devaluation of eight percent will correct the 
situation. There must be addi tiona! factors. I 
further feel t hat they know and they have no doubts 
that they can go down the eight percent . We can't 
do anything but agree. They may ~sk us, but there's 
no doubt in their mind t~t we'll agree to their 
going down, because that was the original under­
standing . Therefore, by our telling them we are 
not giving anything additi onal, though we may be 
very nice in telling them - but it: you say 1 •we 
advi se you to go down,• without having something 
in mind to come definitely to t heir assi stance, 
I don't tnink we are helping the situation. 

But I•m more interested in something beyond that . 
I think we ought to r egard that not es the franc 
situation, but as the dollar situation, and I think 
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we ' ve got something definitely a t stake in 
connection ••• 

What do you suppose I ' m worrying about? 

23'4 

Well, I don ' t think worrying is enough. I think 
we 've got to be prepared to take •• •• 

•lhat d o you think I ' m doing this for? My whole 
purpose is tha t I s ee right before my face t hat 
the triparti te agreement is busted . Now, Nhat can 
I do? 

Well, what ar e you prepared to l ay on the line? 
That' s what it comes do~n to. 

I feel we ought to be pr epared, for s everal reasons, 
to lay something down on t be line . Then, if you 
are prepared, you can say, 11We 1ll be prepared to 
cooperate if you do this and that as you ought to 
do this a nd that ." Then I think we would be t aking 
a bold position - along with England, if you like; 
without England, if you don ' t like . l'le1 d be taking 
a bold posi t i on, and that bol d stroke a t this 
moment, coupled wit h devaluation, I think, can 
save the day . 

I have an answer. 

That's what we ' ve got a fund for . 

Well, I have a n answer . 

You have an answer? 

Oh sure . 

Well, that has got to be part of it. Ot herwise, you 
can't make the first plans . 

I mean I ' ve got the answer, but •• • 

It seems to me this is no time, as has happened 
again and again and again in international r ela­
t ionships, to try t o approach this problem in a 
small way. There must be risks, there .ust be 
boldness, there must be courage . We•ve got the 
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funds to do it and we•ve got the power to do it . 
The occasion is ripe, and I think if it is approached 
in tha t way you can pull the chestnut right out of 
the fire. There ' s a risk, of course . 

There' s only one answer . There ' s only one answer 
on this whole thing, and t hat is for the President 
to call five or six of these countries here to 
Washingt on and lay down the law and have a disarma­
ment program . Now, that' s what's busting all these 
fellows and that ' s the whole answer . Lending these 
fellows fifty, a hundred, three hundred, a billion 
dollars, doesn't make a bit of difference as long as 
this armament race is on. If the President of the 
United St a tes would take the thing and say, "I'll 
call these bozos here and Just knock their heads 
together and make them quit this armament"···· 

Miss McCormick - what she says, the last paragraph, 
talking about Germany : "The other is to utilize 
a great part of this raw material for productive 
industry . If this was done 1 i t is promised by t hose 
who know that the C9~try i s in a position to increase 
its exports by a billion marks yearly." 
I mean it' s the whole thing . 

You put your finger on it. 

That ' s the wnole answer . Lendi ng these fellows a 
couple hundred mill i on dollars against gold, -
it would be gone i n a short while. The only answer 
to t his thing is if the President of t he United 
Stat es will call f ive or s ix of these f ellows to 
Washington and lock them 1n a r oom and say, "You 
fellows have got to <lui t arming . " 

Pardon me , but I think Mr. White ' s plan is not to 
lend againstgold but to lend against paper. 

If you can lend against gold, by all means . That 
you can do any t ime. Wha t I had in lllind is to 
lend against paper and take the risk. I said "pro­
viding ther e are conditi ons ." I don ' t say to lend 
without conditions. 

This whole thing goes back to one thl.ng, this racing 
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to arm, doesn't it? And that•s what ' s busting this 
world . And I 1 ve got to come to this point: the 
world is just going bankrupt, and this French thing 
is just- the French, strange as it may seem, may 
crack before the Germans do, and this whole thing 
gets back to this race . 

Nov1 1 I want to lay all my cards on the t able, and 
what I told the President was this: that through 
the French - getting them to devalue - 1t gives 
them another five or six months ' breathing spell 
until we can call this d isarmament conference, and 
that's wha t we need . We need a breathing spell ; 
otherwise, the French will crack. Two months - a 
month, two months, they ' re gone, Blum' s gone, God 
knows what kind of 8 government you get, and then 
it' s too late . 

Well, my point is if you want 8 breathing spell you 
might get one by devaluation; you prob8bly will . 
But I say you insure that breathing spell - there is 
so much at sta~e in this whole business that I don ' t 
think we ought to cavil a t the f ew hundred million 
dollars or possible loss of fifty or a hundred 
million dollars, and I think i f you could accompany 
that devaluation ••• 

You can't m8ke them a loan. Onder the law, you 
can't make them a loan against paper . 

Yes, you c an. Cert&inly , def1n1 tely . The St8b1li­
zation Fund definitely can. 

Well , if you can I wouldn't want to . 

That ' s why you have. to be careful . You say you 
won' t m8ke the loan; therefor e , you' ve got to be 
damn careful a bout what you say . 

Well , I wouldn' t make i t because it is just throwing 
money into the Atlantic Ocean. 

Sure, but that's what it comes down to . 

But to keep this French ship going for three months , 
six months - if they devalue, plus certain movea 
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which are very obvious - if they take this thing, 
I mean, and on t op of that if the President would 
call a Washington conference like 1n 1921, would 
call the different nations and have a disarmament 
conference, we•d get some place. And if he doesn ' t 
do it, as far as I can see - I mean you ' ve never heard 
me talk as blue as this, have you? 

I don ' t think you can talk too blue . 

I think we •re through - not we, they - Europe . 

When you speak of di sarmament, you also have in 
mind you are speaking of only one source of the 
trouble . There is a more fundamental diffi culty 
and that is the political one, which is coupled 
With armaments . So when you speak of a conference 
you are assuming, With considerable optimism, that 
you will be able to check the basic political 
dif.ferences . 

Li sten, you stop - I 1 m not even tal king about 
freezing the armaments, by any means ; I ' m talking 
of real disarmament . You stop these people f r om 
this armament race and put their money to peaceful 
purposes and a lot of these political things which 
loom so big today would not be nearly as important . 

I agree . 

Well, the natural question to that is: we call the 
disarmament conference; "All right, boys, t hat's 
.fine" - now what 1ll you do? 

I •ve had this up with tho President •• • • 

Just as we advi se the French here, "You•ve 
be prepared to go through With something . " 
would it be? 

got to 
Now, what 

Well , I'm telling you Just in this r oom I •ve had this 
di scussion now With the President for three ~eeks, 
and much to my surprise, e very time I b ring it up 
he ' s encouraged me . ~ mean I 1 ve felt that I was out 
of my line, i t was out of my backyar d, but he wanted 
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me to go ahead with this t hing and for the three 
weeks I 1 ve been pressing him along this line, tha t 
this is t he only hope, and he is not afra id of it . 

No, I think you're absolutely right, but ••• 

Of course he has t o have a plan, Wayne, but he ' s 
been t hinking about it and t he thing bas been 
crystallizing 1n his mind, and the more be thinks 
of i t the more he likes i t. 

But it may be either opening our markets or some 
other method of giving these boys raw ma t eri als. 

He ' s got a plan; he ' s got a plan. But see, he 
hasn 1 t got a plan as to t heir poli tical troubles . 
Those things they ' ll have to settle between them­
selves . But as to the economic-mon.e tary thing, 
he ' s got a pl an . 

Is his idea sufficiently crystallized that there 
might be a possibility at the time the French went 
down to t his deva l uation - that there might be some 
preliminary talk a bout this conference? 

That's what - I 1 m b eginning to think that t he thing 
should be hooked up with that. 

Then if you do that I wa s wondering - you could do 
this now and then arrange the other 1n the summertime. 

I think when t his t hing happens, he ought to hook 
this t hing up with an announcement that there is 
going to be such a thing. Then t ha t will tide the 
thing over for five or six months - tha t i s , i f he 
said , "A~l right , do this thing and we 111 get 
together in September." 

What would be toe procedure to make sure f irst that 
the fellows will sit in on a disarmament conference? 

I suppose he'd have to send out to three or four 
countries and say, "Now, if I ask the following 
countries, would you, Mr . Baldwin, be wil l ing to 
come to the United St at es? Would you, Mr . Mussolini? 
Would you, Mr . Hitler, come to the United St ates?" 
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Yes, I think that would be necessary as a first step . 

See? "Would you come?" 

Mr . Secretary, isn't it • •• 

"Would you, Wr . Blum, come to the United States?" 
And tnen - they keep shifting - Hyasbi - who's the 
fellow in Japan? Is it Hyasbi? They keep shifting . 

Isn't it evident that if that is enough to maintain 
them for five or six months, as you hope - if it i s 
enough and if you want it to be maintained until 
t nis conference, then I say there is no r isk in the 
extension or a loan. The only risk in the extension 
of a loan occurs if this condition breaks down . There­
fore, if you want the condition not to crack between 
now and when that conference can take place, then the 
loan can do only good because it will not involve any 
risk. 

Listen, Harry, if they got seven hundred million 
dollars plus an announcement of this conference -
seven hundred mil lion francs - the thing wi ll go . 
But I can' t help it; my whole upbr i nging, my whole 
background, rises up in protest against making a 
loan against French paper. I can' t do it; I Just 
can' t do it . 

beven billion. Seven to eight billion. 

I can' t do it . 

If you could combine the two things - the French 
going to the l ower limit and the announcement of the 
calling of a conference, that would do t he Job . Of 
course they shouldn' t be connected in the minds of 
the public . 

And they shouldn't be too far apart. 

They come out practically the same day, but they 
shouldn ' t be connected in the minds of the public . 

The public wi ll do their own connecting. I mean 
t ou' d have to have the time f igured out. 
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It could happen the same week. I f they could 
happen the same day, it would be ideal . 

Well now, I just want Knoke for a minute . Now, 
.Knoke, you don' t sit in her e every day . In the 
first place, am I too much alarmed? 

No, you can't be too much alarmed. 

I'm not too much alarmed? 

300 

All the informati on we have certainly bears you out • 

Now, whether - if Blum falls, whether the Socialisti'c 
government sti cks or whe ther it goes Ri ght doesn 't 
make much difference, does it, because if the Right 
government came in they couldn't get sufficient 
support to last a ~eek , could they? 

You' d have a series of conflicts . 

I don ' t know t hat I would go t hat far. I think to 
the extent that the trouble seems primarily political, 
much more than economic , it seems to me - furthermore, 
to the extent that the first thing t hat is necessary 
is the reestablishment of confidence, I wonder whether 
a change i n the government in France wouldn' t bring 
about t ha t confidence, just as you say the change of 
administra tion here in 1933 br ought it about in the 
United St at es . 

But they ' ve got their "New Deal" administra tion now . 
They 've got a real New Deal . 

Maybe they ' ve got too much of it; I don' t know • 
Maybe what they need i s infusion of new blood, but 
a little more conservative . 

No, the situation is much more unstable there, and 
a shift back will merely accentuate a good deal of 
the internal political diffi culties . 

What do you mean by a shift back? 

A shift pver to t he conservative side . 

No matter wha t government was in there, you ' d sti ll 
have your armament race, so I say a temporary shift 
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in the government over there just now might mean 
they could save themsel ves for a year instead of 
three months or something like t hat . But you 
haven' t got down to the bottom of the situation 
no matter wh&t government is in, under present 
conditions . 

No, I don 1 t quite agree with you, because I think 
France ' s struggle today is due, to a great extent, 
to the methods she has applied since last September . 
Last September , at the time of the tripartite agree­
ment, I think there was sound reason to assume t hat 
it would help France, but she seems to have - Auriol 
seems to have been successful in making every mistake 
that he could make as he went along. His whole 
method has been wrong, with the result today that 
their confidence, which was already shaken in 
September, is completely gone . I think a change, 
not necessarily -I don't mean a change from the 
radical to the extreme right, but a change, for 
instance, in the M.inistry of Finance, I think, 
would go a long way toward putting France back on 
somewhat more solid feet . 

You have to have, in order to answer the situation, 
however, the ceasing of this armament expenditure, 
because otherwise it is Just a question of time. 

Certainly . 

You (Taylor) agree with me on that? 

Yes. 

I mean you•re putting your finger on it . 

You can stall here, create a certain amount of con­
fidence , but you're not going to answer the question. 

Now let me Just shift a minute. Supposing nothing 
happens, Knoke . Supposing they don ' t devalue. 
Supposing they go goodbye and there is exchange 
control and chaos, and so forth and so on. How 
are we going to manage the pound and the dollar 
with the French out of tho picture, the French gone? 

It would • •• 

I 
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Just a second . Give Knoke a chance . 

Well , that ' s a - that wouldn' t perturb me particu­
larly, because I t hink the last six months have 
proved that there is willingness and desire between 
ourselves and Great Britain to cooperate . I think 
if thnt continues we could still keep on going, even 
wi th France out of it. 

Well , how would 
crystal-gazing . 
of the picture . 
it work? 

it work? I mean just do a little 
How would it work? France is out 
She ' s busted, finished . How would 

We • 11 probably limp along . 

I mean - I know, but I 1m just - would the pound go 
up, would the pound go down? What would happen? 

Mr . Secretary, you can' t -even with this thing 
continuing, you can ' t say tha t sterling will go up, 
sterling will go down . I think nobody 1 s wise enough 
to answer that even under present conditions, leave 
alone a compl ete change . 

I mean do you look with trepidation and fear towards 
trying to manage t he world ' s currency just between 
Englt.nd and ourselves? Do you think we can do it? 

Well , of course we can do it. France ' s contributi on 
has been comparatively - as a matter of fact, she 
has contributed nothing. She might have contri buted 
if the triparti t e agr eement had brought about what 
was hoped of i t, a restorati on of France. But 
France has cont ributed very little in the last six 
months; has been a liability. 

What do you (Lochhead) think? 

I certainly feel that if some emergency does happen 
with France, we should immediately get in t ouch with 
the British and say, •Well, we think it is very 
necessary to keep this, what is left of the tripar­
tite, going . Are you willin& to play along same as 
we are willing and not to try to force any rates, but 
to t ry to keep things steady, to use our stabilization 
funds to do so?" As I say , I certainly feel we 
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shouldn' t hesitate in getting in t ouch with the 
British even if they don ' t get in touch with us. 

303 

I think there shouldn' t be any delay . We simply 
say, "Here 1 s the r ate . We don 1 t s ee any reason 
why the pound-dollar rate should change materially, 
and if you are Willing to play ~long, we are willing 
to play . It should be beneficial to both of us ." 

Well , do you suppose - the French distress money 
has pretty well left France by now, hasn ' t it? 
I mean this thing that we are talking about - the 
French capitalists are certainly a great deal 
more frightened than I am, and this money which 
has been comi ng here in such large quantities -
a great deal of it is French money; and I ' ve noticed 
the last day or two this t hing has been sort of 
quieting down a bit , and certainly there can't be 
an awful lot more that is go1ng to come out. 

Vlell , I don ' t think it ' s entirely over, and I would 
say that is borne out by the way the French have 
gone; they are selling off . Who i s the primary 
holder of French francs? It 1 s the mi ddl emen in 
Fr ance . And the way the r ates go, to my mind, 
indicates that t he middleman is still selling . 

Well , sure . 

Al l right, that being so, he is taking fl i ght either 
into foreign currencies or possibly 1nto commodities . 
I think some two or three weeks ago we looked into 
that and f ound that, from all indica tions, the French 
were turning 1nto commodities rather t han into foreign 
exchanges at t hat time . 

You (White) haven ' t got - couldn 1 t l ay your hands 
quickly on the char t s which show ~nglish bonds, 
French bonds, and our commodities, could you? I 
could take it over with me. 

I was trying to think whether it was up-to-date; 
I don't know . 

Well , see if you can. I want ~ngl1sh bonds, French 
bonds, and American commoaities . 

If they went "caflooey," then they'd put on exchange 
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control and the Frenchman couldn' t get his money 
out . 

Taylor: He ' d be able to get some out . 

Knoke : !hat r eminds me of - who was it t he other day? -
oh, Niemeyer said, •Schacht's proved one thing; 
that is that exchange control cannot work.• There 's 
a greet deal of truth in thet, beceuse if the Germans , 
with all their discipline and all t heir r egula tions , 
can't make this thing watertight, there isn' t a nation 
in the world that can. And the French certainly can' t . 

Lochhead: The French would be the ~est ones to make a success 
of it . 

Knoke: lie would be the last ones, I think . 

B.U. Jr: Have the Germans - I thought they r egulated t heir 
foreign exchange pretty well. 

Knoke: Well, to all ••• • 

Taylor : Better t han anybody else , but ••• 

Knoke : Yes , better than anybody else by far , but still t he -
when this fellow from t he Rei chsbank a couple of 
months ago - he made what I thought was a very 
amusing remark in tal~ing about Germans going into 
Switzer land. He said, "l"le ' ve followed t his. Yle 
know about it every time a fellow goes . 1"/e say, 
1Well , he ' s going to visit his capital in Switzer­
land .'" 

Lochhead : · Well , you know what Cochran s aid, don ' t you, about 
the time the German hockey team was playing the 
English hockey team i n London . One of the cruise 
lines made special rates, but even then t hey were 
surprised at the number of Germans tha t made the 
trip. They never got out to the game. They dashed 
to the banks . It was the only chance they'd gotten 
to get out of Germany in a couple years. 

Knoke: You can't follow- have a policeman back of every 
citizen . 

H. U. Jr : They pretty near do. 
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All right, but even then it doesn't work . 

Well, at least you fellows know how I ' m thinking . 
I don't think anybody ' s in disagreement. Vlhat? 

No , I don't think so. The thing is if the French 
situation goes to the worst extreme, it will simply 
remove her from being a cooperating member in good 
standing in our group over into another gr oup. 
But there's no reason why the British and ourselves 
can' t continue to cooperate . 

Possibly Rolland and Belgium would stick in too . 

Oh yes. 

And Switzerland. 

Oh, Holland and Belgium ano Switzerland would stick. 
It just moves France over into Germany's class . 

V/hich won' t help .•• 

Won ' t help the world any . But as far as making our 
problem more difficul t , I don't think it makes •• • 

I think, as I said, there is no reason for us to 
throw the tripartite away . 

Well , it 1 s a two-party agreement . 

That's all it amounts to anyhow. 

Better, because it keeps the channel open for the 
exchange of opinions . 

I ' m going over, gentlemen, and if you1 ll be around ­
if you (Lochhead) will take over Mr . Knoke, and I 1ll 
be back . I've got a call in for Cochran ot eleven 
and I • d like to see you then, and everything will go 
by the board until then. 
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MEETING ON FRENCH SITUATION February 26, 1937 
11:00 ~. 11 . 

Present: 

H. M. Jr : 

!.lrs Klotz 
!4r. Taylor J 

llr. Lochhead' 
llr. WhiteJ 
l.lr • Knoke 1 

I 1 ve gone so far , I've got to go a little bit further . 
The President is Just about as pess~stic as I am, 
and the only suggestion he had to make is to send word 
to 14r. Chamberlain very, very quietly and secretly 
whether there is anything that Chamberlain and I 
might do together . So I've asked Sir Ronald ~indsay 
to be here . He 'll be here at 11:30. I'll ask that 
he send word to Nev~le Chamberlain - i s there any­
thing tha t he and I might do together . Huh? 

(On phone) Hello, Cochran. 
tion follows:) 

(Record of converse-
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Hr.!Jr: 

Cochran: 

H!JJr : 

C: 

IUIJr : 

C: 

liloiJr : 

C: 

HMJr: 

C: 

l:lllJr : 

C: 

m!Jr: 

C: 

HIJJr : 

C: 

HliJr : 

C: 

IU!Jr : 

Hello, Cochran? 

Yes, Mr. Morgenthau. 

Friday 
February 26, 19J7 
ll:OJ a .m. 

I have deci ded t hat - in view of this debate this 
afternoon -

Yes 

- that I'll wait now until we see what happens. 
And I understand Mr. Blum is going to talk Sunday? 

307 

I•m.not sure what time he ' ll talk . There's several 
speakers. Sometimes he lets them all fini sh before 
he speaks, s ee? 

11e11, we'll wait . And when you get it all - go into 
great detail and get it all . 

Fine 

And then, Saturday, s"end us an interprets tion of 
Vlhat the French and English papers say, see? 

Yes 

Both So turday a nd Sunday so I can have e verything, 
as much as possible, by Monday, see? 

All right. 

And - but I 1 11 sit tlght now, waiting for this 
deba te . 

a ll right . 

Have you got any more news since this morning? 

No, I ' ve dictated a lot of the telegram. I'll get 
1t off yet t onight. 

Well , you' d better tell it to me because I won't-

I have - there ' s nothing new on the market 
situation today at all . 

Nothing new? 
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No it's fairly quiet . 

All right. 

And the people - with whom I talked particularly, 
especially the under look for a clarifica-
tion of this thi ng in about two weeks. 

Yes 

Because that's at about the time this fund would be 
exhausted at the pr esent rate. 

I see. 

And I'm not sure t ha t I made it completely clear t his 
morning, the fact t na t this is a politi cal situation 
fundamentally, here now. 

I don• t get t hat. 

I mean, when you were put in there -

When what? 

I say, when you took office 

Yes 

I mean, your Chief knew tha t he was to be in for three 
more years. 

Yes 

And he could t ell you to go ahead on t he technical 
way that he thought t ha t you together thought it 
ought to be run. 

Yes 

lier e these people have to watch every step, you see? 

Yes 

Lest they be thrown out. 

Yes 

And it ' s Just that political desire to retain power -
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Yes 

- that ' s preventing certain things which ought 
technically to be done . 

Yes 

I mean, that's the difference. 

Yes 

But I 1ll try to explain everything in the cable 

All right . 

And follow up to~orrow a nd Sunday -

All right . 

- with an analysis of the debate. 

All right . 

I 1 ll try to make good comment . 

All right, thank you. 

You'll be back Wonday, will you? 

Pardon me? 

You'll be back in Washing ton on Wonday? 

Oh yes 

On Uonday? 

Oh yes - and your cables , I'll have them brought 
up to Boston to me . 

I see . 

ifhatever you send, I ' ll have them brought up to 
Boston so I have the~ . 

Well now, I'll get off this one tonight without tail . 

All right. 

And I hope you have a good trip. 

Thank you, - goodbye . 
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1'here' s no thought in your mind of indicating in 
any way to Chamberlain what you have in mind, 
but merely asking him ••• 

3!0 

I mean is there anythi ng be and I can do together? 
He doesn' t - we know from t he French that Chamber~ain 
doesn • t tell us everything that be does, because we 
get it from the French. Huh? 

Yes . 

He doesn ' t tell us everything he does . 

Mr. Secret ary, you made a statement of fact that 
l want you to be sure on. You s ai d t ha t French 
foreign trade has not increased . Did I understand ••• 

That exports •••. 

You must be thinking in terms of gold, because in 
francs it has . I'm making up a t able that will be 
here . 

I thought on that weekly chart it showed French 
exports falling . 

That may be true . 

Impor ts have increased more than exports. 

The balance of trade has gone against them . 

Their exports haven' t increased r elatively . 

No, I ' m thinking i n terms of balance of trade, a nd 
their balance of trade is worse off.· 

You' re correct in that . That ' s the significant 
t hing with reference t o t his exchange si tuati on . 

I 'm thinking the balance of trade is worse . 

That ' s right. 

You kno.v, the t hing that interestsrne is t he way our 
commodity price since the mont h of January has 
leveled off . Have you noticed that? 
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Yes 

'Hhat? 

What is it? 206? 

I can' t tell on this chart. It looks like 207. 
But it ' s between - it hit 210 about the 15th of 
January and since t hen it went down to 205 . It ' s 
between 205 and 210 for two months . But look at 
that rise . 

What month? 

Look at t hat rise t here from •.. 

What month is that? 

October first . 

November first . 

November first . Look what 's ha ppened; and then 
it 's leveled off . From August to October - November 
first - i t was f a irly steady. Then it took tha t 
sharp rise to the first of January; then it ' s leveled 
off again. 

Yes 

llha t ' s holding it down? 

I think tha t's good, don't you? 7lhat? 

I'm not a chart reader, but tha t ' s the way it 
affects me . 

Well , I don ' t want to see our prices go up. I 
mean certainlY, Whi te, while it was going up there 
we were losing ground in the world market. 

No question about it. We •ve lost ground ~ince July . 
But the loss came - we don 1 t have it in ~'ebruary, 
J anuary, so the loss came as a consequence of that 
rise . 

Now our prices have leveled off . 
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Then, other prices are rising. Probably the next 
figures will show an improvement in our positi on. 

An improvement in our position. 

Because t he other prices in other countries are 
rising. Our prices right now, I think, will show 
r ather well relative to British and French prices . 

But the interesting thing is that our prices and 
the Bri tish prices have been more or less moving 
the same way . 

That is because "we a r e very heavily weighted with 
international commodi ties . 

For the first time our pri ces and the British 
prices seem to be moving together . 

Not for the first time . 

Well , I wasn ' t conscious of it . 

Well , I r.lon 1 t see - what ' s today 1 s situation, the 
24-hour situation? 

It 1 s quiet. I 1ve just bePn discussing with Knoke 
in there - I mean any possibilities over this 
week-end and what we should be prepared to do. 
I think as far as we can see we are all set to take 
care of a~thing in the immediate future . I mean 
there are no further steps that we can t ake just 
now under the present situation . 

Wel l , the Secretary i s doing jus t what we were 
hop~ng he might do but were not too sure that he 
would . 

What ' s that? 

Rathtr than wait until the French bubble burst, to 
talk to the British before . I mean not be - 1t 
doesn ' t have to be today or tomorrow- Just rather 
than wait until the last moment; because I 'm always 
afraid we might miss a train at t he l ast moment; 
you have a 11i de fluctuation and nobody knows what 

3!2 
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to do in the I' ace of sudden developments . 

than - I mean I'm llell, I can't do anything more 
burning myself out physically . 
more than that. I mean by not 
turned . 

I can't do anything 
leaving e stone un-

By seeing the British Ambassador I think you are 
just doing what we were hoping. 

All right . 
right now . 

Well , I don ' t see anything else, Knoke, 
Thanks f or co!IUng down. 

So I'm through. 

You're through . You can catch th.e 12 o'clock if 
you want to . 

I think I ' ll fly down if it's a nice day. 
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Cochran: 
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BliJr: 
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lUIJ r : 
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C: 

HllJr : 

C: 

lUIJr: 

C: 

ffiiJr ; 

C: 

BltJr: 

C: 

EIIIJr : 

Hello, Cochran? 

Yes , Mr. Korgentbau 

Friday 
February 26, 1937 
11: 03 a . l!. 

I have decided that , - i n vi ew of thi s deba~e this 
afternoon 

Yes 

- that I 111 wait now until we see what happens . 
And I understand J.lr. Blwa is going to t alk Sunday? 

I 1a not sure what time he ' l l t alk. There ' s several 
speakers. SoDietillles be lets them al~ finish before 
be speaks, see? 

We~, we'l l wait. And when you get it al~ through 
go into great detail and get it all. 

Fine 

And then, Saturday, send us an interpretation of 
what the Fr ench and English papers say , see? 

Yes 

Both Saturday and Sunday so I can have everything, 
as much as possible, by Uonday , see? 

AU r ight . 

And - but, I'~ sit tight now, waiting for thi& 
debate . 

ul r ight. 

Have you go~ any more news since \ his morning? 

No, I 've dictated a lot of the t elegra.. 
it off yet tonight . 

I'~ get 

Well, you'd bet ter tell it to me because I won't 

I have - there's not hing new on the market 
s ituation today at all. 

Nothing new? 

314 
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lo it's f airly quiet . 

All right . 

And the peopl• -
especially the under 

with whom I talked particularly, 

tion of this thing in about two 

Yes 

look for a clari!ica­
weeks . 

Because that ' s at about the time this fUnd would be 
exhausted at the present r ate. 

I see. 

And I'm not sure that I made it completely clear this 
morning, the fact that this is a pol~tical situation 
fundllJI.entally, here now. 

I don 't get that . 

I mean, when you were put in there -

Vlhen what ? 

When you took office 

Yes 

I mean, your Chief knew that he was to be in for three 
more years. 

Yes 

And he could tell you t o go ahead on the technical 
way that he thought - that you together thought it 
ought to be run. 

Yes 

Here these people have to watch ever.r step, you see? 

Yes 

Lest they be thrown out . 

Yes 

And 1t ' s just that political desire to retain power -
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Yes 

- that 1 s preventing certain things which ought 
techn1ca~ly t o be done. 

Yes 

I mean, that ' s the difference. 

Yes 

But I ' 11 try to exp~a1n everything 1n the cab~e 

All right. 

And fo11owup t omorrow and Sunday 

Al~ right. 

- with an ana~ysis of the debate. 

All right . 

All right, thank you. 

You 1 ~l be back Monday , wi~l you? 

Pardon me? 

You 1 ~1 be back 1n Washington on Monday? 

Oh yes 

On Uonday? 

Oh yes and your cables, I 1~1 have them brought 
up to Boston to me . 

I see . 

Whatever you send, I·~~ have them brought up to 
Boston so I have them. 
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WeU now, 1'11 get off this one tonight without fail . 

All right. 

And I hope you have a good trip. 

Thank you, goodbye. 
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Februory ~6, 1937 

The Dritish •·..;bass"dor CU!IIe in a t 11:30 . Feis 
&nd T&ylor ~ere blso present . 

Q:, 1< ';)" b 

3!7 

HM .Jr: For the fir st time I feel that the French 
situation, financially , looks a lmost hopeless. Of the 
40 , 000 , 000 pounds which you have adv~ced them and of 
which they have already r eceived 30, 000, 000 pounds, al l 
of it is gone except 1, 5001 000 pounds so that i n anot her 
t en days or t~Yo weeks t he rest of it will be gone. We 
have t o f ace the sitUAtion. If the French areunable t o 
do somet hing they will drop out of the tri~tite agr ee­
ment. Then what will your Qovernment and ours do under 
t hose circumstances? 

Vlhat I would like -- and t he re~o.son I a sked you 
to come -- t his is a message from me to Chamberla i n bOd 
it i s with t he knowledge and approval of the President 
of t he Uni t ed ~t&tes: Has Ur. Chamberla in any suggestion 
of something that he and I might do together at this time, 
working together, to help this situation. Up to now I 
huve "lways been sort of keeping my wind up, but frunkly 
I um very, very pessimistic ubout t his situation. 

The n~~~bussbdor : The last message we had from 
Chumberla i n, which I think was communi cuted to you, he 
auticipa ted cle&.rly t hbt they would go down to a system 
of exchange control . 

ljM,Jr: You might tell this to Chamberla i n : t hat 
my i nt erpretation of the tripurtite &.gr eement i s t ha t 
t he Fr ench could dev~ue anot her 8 per cent. 

The nmbassador: Yes . 

§K. Jr: We would be perf ectly will i ng to have them 
do thut. That would give them anot her 7,ooo ,ooo,ooo 
fruncs gold . That, in itself , would not tide over the 
sit uation unless they make other i nt ernal changes, but 
as f ur us the United btates Government is concerned we 
would be willing to see them go t he other 8 percent . I 
have not a s yet told this to the l''rench. 

The umbussador : This is telling Kr. Chamberlai n 
your own view on that particular point , but a lso you do 
no t think it would be very effective unless it was supple­
mented by considerable measures on their own part? 
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§K.Jr : Is there something th~t Mr . ~hamberlain und 
I toget her might do . 

The "mbassador : Yes. Yes . 

HK ,Jr: That i s my sad story. 

The nmbassador: That is a very sad story, i ndeed . 
a t 

flK ,Jr: You se!f the rate t hat t hey are goi ng, when 
they get this last 10 , 000, 000 pounds it will last them 
two weeks a t t he best . These fi&ures t hat I have gotten 
were gi ven to me in t he utmost secrecy. Your Government 
may know t hem. I do not know. 

The nmbassador: This i s their bt abilization Fund? 

gM.Jr: This 40 , 000, 000 pounds advance which you 
mude t hem went right i nto their Fund . J ust to make 
the picture completely blLck, Holland defi nitely t urned 
them down on a loun. 

The umbassador: &ve you anything in mind to suggest? 

HY ,Jr: No. It i s Just that we do not get a s good 
information us you do on account of your being so close . 

The nmbassador: From t he general tone of Mr. Chamber­
l ain ' s lust message to you I should i ni'erred that ut t ha t 
time be had not hing defi nite t o say. 

Dr . Fe is: The budgetary requirements or t he amount 
of finuncing they would have to do between now and t he end 
of the year would be 30, 000, 000, 000 francs . 

The hmbassador : Make your calculations as you l ike, 
I saw some calcula tions the other day which came to 
450,ooo, ooo pounds, that is ~~.ooo, ooo,ooo. 

HK. Jr: This is the way I sum up. Possibly Mr. 
Chamberla i n may know of somethi ng. Lacking that, I think 
t he wise thing is for your Government and ourselves to get 
r eady and not wait until we wake up one morning and find 

Regraded Uclassified



• 

-3-

t h&t the ~rench have put on exchange cont r ol , scr a t ch our 
heads and say, tl ow whot slu.l.l we do l Possibly, we c&n 
get ready now. It is up to your Government and ours t o 
keep the curr encies from going complet ely smash. I do 
not feel comrortable sitting here knowing thht this thing 
is comi ng and muking no prep&rutions . ns we used to say, 
uc •est l a guerre" . 

Thank you very much for comi ng i n . 

The nmbussador left and the Secretar.r said, "Herber t , 
c&n I add anything more?" 

Mr . Feis : No, I do not think so. 
to cable this i nformation over to Engl and? 
such an unsatisfactory instrument. 

Hll .Jr: To whom? 

.Mr . Feis: To ntherton . 

Do you want me 
This fellow is 

BK ,Jr: No . I think Sir Honald is not so dumb. 
lly hunch is not to send it to .. thert on. Be once befor e 
bungled up a very impor tant message . However , if you say 
I ought to do it, I wi ll agree. 

Mr. Fe is: I have no clear purpose i n lllind other 
t~n that i n t he event t hat Mr. Chumberlai n would want t o 
discuss it wi~h nt herton, he would huve the infor~tion. 

HM . Jr: Ky hunch i s not to send i t to him. 

Ylh!it hoppened here tod~<y I only want you to tell 
Mr . Bull &nd nobody else. 

oOo-oOo 
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Paraphrase or strictly confidential telegram 283
1 

from Ooohran, the American Embassy, Paris , February 26
1 

7 p. m. 

The Secretary of the Treasury requested me by tele­

phone Thursday after noon to telegraph today a summary or 

the French situation having particular reference to any 

possibili ty for the present Government to overcome present 

financial dift'iculties . 

I called on Labeyrie 1 Fournier. tnd Cariguel at the 

Ban:c or Prance this afternoon. It will be remembered that 

the last installment or the ster l ing credi t or approxi­

mately 8 1 00()000 pounds which was o')'.;ein'ld at the er.d o.r 

January from :.:.(lndon bankers is to 0.. paid over today. I 
. 

was told 1n the s trio test seoreoy \:!:!at only one and one 1'>1/ t 
million pounds remained in the French stabilization 1'und 

yesterday out or the 32,0001 000 pounds uhich have been paid 

in the four preceding installments . Tho procedure with 

respect to tho a terling obtained from London has beon 

.for the Treasury to turn tho sterling over to tho stabiliza­

tion fund, which orodi t4d tho treasury's account vrl. th t ho 

equivalent amount or Fr ench francs . The stabilization fund 

has paid the sterling out to sellers or French francs and 

thus has kept tho rate approximately at 105.15. French 

concerns and individuala have drawn on their bank a ccounts 

to obtain the t'ranos with lfhioh to buy sterling. In 

to 
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- 2 - Paraphrase of tologrrun 933
1 

February 26, 7 p .m. 

to reconsti tute thoir seriously declining deposits , 

tho banks have boon oash1ng their holdings ot treasury bills 

and national defense bonds os they matured, Then tho 

Treasury has boon obliged to spend an important part 

ot tho ~anos obtained throuGh the sterling credit in 

reimbursing the bills and bonds thus presented . 

A general idoa of tho disposition ~~do of the British 

orodit nill be had ~om the forogoin~ The credit did not 

ohoo~ the run on tho franc and it has therefore been 

nooossary to pay sterling out in the market almost as 

rapidly as it has been roooivod . Th.-:-oo days this wook havo 

boon fairly eady although there rms ~ heavy demand for 

storlins !londay, and the market was "Pening as an active 

purchaser of sterling this morning nhon I ttas at tho bank. 

So the sterling obtained from London has not brought 

about a recovery in tbe frano but bas merely modo it 

possible . ~or the stabilization fUnd to hold the rate 

approximately whero it \7!ls boforo tho sterling was 

acquired, Furthermore 1 tho orodi t has boo11 of no roal 

va~uo t o tho Treasury sinoo ita proooods have been used 

toward reimbursing the maturing securities as indioatod 

above , The market lmot1s that tho payment today is the 

last installment ot the British orodit and it is entirely 

oonoeivablo therefore that t horo may bo a ser ious reno~l 

ot 
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- 3 - Po.raphraso of Tologram /1283, February 26, 7 p.m. 

of pressuro on tho franc nor1 or 17ithin the next fo17 

days . It is said that tho reason for tho lot- up 

during throo days of this wook hns been tho fact that 

francs havo boon noodod for the ond of tho month com­

mercial requirements . 

322 

I \"IUS also told that as of yostorday, February 25
1 

thoro 17cro in tho Prone~ stabilization ~d only 783, 000, 000 

t'ran"!l of gold. It Will bo romomboz- . · t:U t in a public 

OOllr1! mique February 4 tho Bank of Franc•c. explained that 

it had yioldod throe billion francs of gold to tho 

stabilizo. bion !'nnd. The Spanish, I :mow•1, havo la t oly 

boon oorll o.c t i : o than usunl in send 1.ng g·>:ld to tho Bank 

of Franco , Novortholoss , tho only ~nld ~oldings of the 

French stabilization fund aro tho 783, 000, 000 f'ranos tota~. 

mentioned above. Tho foreign oxohango holdings of tho 

fund consist of tho abovo-montionod ono and a half 

million _::,ounds , to 1mioh should bo added the a,ooo , 000 

pounds to be rocoivod from London today. It can thoro-

foro bo caloul atod that, at tho prosont rato of decline , 

the gold and fore ign oxohango reserves of tho stabiliza-

tion fund rtill be exhausted rtithin approximately two 

TIOOka . 

Replying today to tho inquiries of Governor 

Laboyrio and Under Governor Pournior, I told tbom that 

thoro 
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' 
- 4- Pnr"-phraso or Tologro.m #283, Fobr\tary 26, 7 p . m. 

thoro rras no possibility or Franco obtaining a loan i n tho 

United States , Fournier asl{od if it would not bo possible 

to nogotiato a short term credit . I ropliod in tho nogativo , 

and gave tho samo typo or oxplatuLtion I gave the Hinistor 

or Finance February 15 as roportod 1n my tologram No. 211 , 

or tha t dato. I told thom tho only possibility on our 

mnrkot wns to obtain a short torm oo~croial banking orodit. 

-: hn vo told you rceont~.y or tho . . l.J't'o of tho Fl'onoh 

to obtain a. credit of a billion franc1 ~~. drritzorland and 

a credit of 5 billion francs in tho Netherlands . It is woll 

lmotm tho t both tho British Treasury ... nd !:.no Banlc of' l':ngland 

woro oppo1od tc- ··,ho orodi t uhich tho FrcJ:ch Govorn.11ont 

obtained in London in Ja~unry in tho ~amo of tho French 

railrrays and that tho city bn:-:Jcors rrot•o r clucta.nt to givo 

this credit and did so only boonuso they felt thnt after 

gran~ing a similar credit to tho proood1ng French Govern­

mont , which tho prosont French Govor nmont has repaid , they 

could not r ofuso tho latter . Evon so, tho London marke t 

gcvo only fo rty million pounds instead of t ho 50
1
000

1
000 

sought by Franco . 

Personally I om oonvinood that in prosont French 

c iroumstanoos no further funds could possibly bo obt.ninod 

f r om tho British Govornmont or from tho London mnrkot by tho 

Pronoh Government or in tho nnmo or ono of its independent 

bodies . As tho fnot that tho French havo tried to borr ow 
1 
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on t ho S~7iss a nd llothorland mar kets is booomincr knorm in 

financ i al oirol os , tho !hiluro of tho Government t o obtain 

oven tho small amounts sought has naturally hurt its 

orodit fur t her , Thorotor o , I s oo no opportunity for tho 

French Govor nmont to obtain foreign fino.noial aid, 

To date tho Treasury has drann on tho l!cmlc of Pro.noo 

for 7,soo,ooo,ooo fro.nos undor itom throo or tho monetary 

lau c.·' Juno 181 1936, This total i s \ . ·, :rlghor tho.'l I had 

oalo.l.atod could bo dra,-m under tho auth~r.J.zation to 

borro:-1 ton billion francs from tho Bani: of Fr anco 
1 

,.,hen one 

cronsidors tho a::~ount of treasury bond~ wh~.ub aro out.;tandinp: 

undor tbi, sam, ~· Uthorizat!on, It S·Joms to bo dofir.ito 

that tho Gover nment can obtain no fQ~~hor advo.noos in this 

category fl'om tho bo.nk o.nd th.."lt nou legislation nould bo 

roquil'od to authorize o.ny further borromlll: fro~:~ tho bank. 

Thoro is Ol:lpl o authority for tho Tr easury to borron 

at medium t ol'l:ls and long terms and to convert short tol'm 

obli gations into medi um or long term obligations, HOI'Tovor, 

such transactions aro not no~1 foasiblo on tho Paris 

market . (~'lhilo outstandinc Fronoh Government socuritios 

r emain at thoir prosont lovols , any idoa or forcibly 

oonvo~ting thorn o.ppoars Qn8ound. ) 

Tho other possible r ooourso is t o issuo short t ol'm 

papor , for 11hioh I understand thoro is still sano nutboriza.-

t i on. 
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tion. Ho~ovcr , I have r eported rooontly, and again 

hor oinabovo , tho roluotanoo of Paris banks to take any 

more of this papor and tho tendency to cash it as it 
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matures in vior1 of their nood for funds as their doposits 

doolino. Of ccn~rso tho stabilization fund has pc\7or to buy 

GOld f r om tho Bank of Franco nith francs tihioh tho fund has . 

If r ecourse is had t o this process after tho above onumoratod 

r os ou,·oos of gold and ster l i ng have boon e:thaustod, tho 

transaction rrould s ho~ up in tho Bank of Franco statement 

and this ovidonoo of oxhnustod resources rrould oauso ovon 

hoavior pressure on tho frnno . It is likoly that as tho 

Banlt of F:oancc ,sold \"lent lo:·1or 1 thor <: t7ould bo a protest 

from tho oonsorvativo and military o ~!'clos against tho do­

plotion of tho gold 111'/ar chest '1• However 
1 

so long as no 

l ocislation might bo enacted to stop tho fund from acquirine 

cold fr~ tho bank, tho fund could continuo to hold tho franc 

at its pr es ent l e vel until 1 of course, tho ~old stock of tho 

Bank of Franco might itself be exhausted. 

At tho present time , horro vor, tho treasury situation 

seems to point to an early crisis trhioh cannot await be ttor 

r eturns from tho non obvious improvement in tho oconomicf.Lifo 

and from tho oxpootod influx of tourists. It has boon 
-~~----~------------

sucgostod that usc could bo modo of various expedients such 

as having Algeria and independent bodies in Franco borrow 

in their onn name and make tho proooods available to tho 

French treasury. This is OJtactly rlhat has recently boon 

Regraded Uclassified



326 

- 7 - Pnra~hraso of Tologram #293, February 26, 7 p,m, 

on for oie;n marlcots and h.:ls failed , Tho Ministry of l"inanoo 

h.:ls constantly modo tho point that thoso units uould h.:lvo 

to do thoir oun financing, but it must bo romcmborod that 

practically all thoso units carry tho guarantoo of tho 

Govornmont , all obtain their funds from tho samo common 

marlcot , and ntost of them oro already in dobt to tho 
Govornruont , 

r:t . .' l o Blum and Auriol havo boon t ryin;; through their 

spooch~s to rostoro oonfidonoo, Jouhaux nnd other Labor and 

Extrc~o Loft l oaders have boon talking about nationaliza­

tion ot bar.lcs , e>l' 1nsuro.nco compo.nioc: ;, t oc.tcra, o.ntl somo 

ho.vo ovon bcon tcltci ne of a onpitnl l Cl:J, -~ t is ,booominc 

gonorally foarod that in case tho Govorn.nont •Jnnnot obtain 

funds through normal methods it may shortly resort to oon­

fisoation of funds , requisition of foreign oxohango holdings 

and per haps nationaliza tion of banks and other c• tablishmonts, 

Thoro una o. tondoncy aomo days ago to boliovo that tho 

Government would mort o. rovorao.l of its policy and display 

a more gon?rous oonsidoratj.on of holders of gold and exporters 

if capital. I t uo.s also rumored for somo days that Blum 

might drop Uinistor of Fino.nco Auriol o.nd Lo.boyrio , Governor 

of tho Bank of Franco , and givo thoso koy positions t o man 

commanding moro influence from tho capitalists and tho saving 

pooplo of Franco . Blum's sto.tomonts einoo that timo, 

particularly 
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particul arly t hose of l as t Sunday, havo for tho prooont 

oxoludod o.ny li!<olihood that Auriol rdll bo dropped o.nd havo 

turthor indioatod tho.t tho "po.uao" pr omisod by Blum in 

spending moasuroa ~ill bo only a tempor ary lot- up o.nd t ho.t 

tho Popular Fr ont program ~11 then bo resumed on o. porho.ps 

mor e activo soo.lo tho.n horotoforo . Instoo.d of frooing tho 

gold mo.rkot , inoroasod penalties ho.vo boon ostablishod o.go.inst 

exporter.• of gold , sinoo a dooroo datod February 17 ho.s 

mndo the contr aband laPs apply to them, 

It was boli ovod o. fortnight o.go in cortain oiroloa 

that thoro micht ~o some dogroo of restoration of oonf1donoo 

if t ho o.bovo indio., tod ohongos l'toro mad ' in tho Troosury 

and tho Bo.nk of Fr anco and if stops wor-.:> tak0:1 to r omovo 

penalties 1nfl1otod upon holders of gold, to aocopt gold ot 

tho pr es ent markot value nithout ponnlti os o.s to t o.xos, ot 

ootoro, and t o r omovo from tho banks , Inspectors of Pinanoo 

l'lho 1n r ooont \'lOOks ho.vo boon going into accounts for tho 

post five yoaro of exporters of gold o.nd funds , but thoro 

is non gr oo.t doubt tthothor oven those ohangos o.nd moo.suros 

\70Uld bo offootivo , 

Blum soomo SPOr n to oo.rry out his social progro.m, Its 

cost t o industry o.nd tho resultant riso in Fronoh prioos make 

for gonoral f oo.r tho.t o. program too hoo.vy for Pr onoh fino.noo 

to boo.r is involved. Blum insisto that ho cannot roduco his 

milito.ry oxpondituros and his progro.m nould bo oomplotoly 

r ovorsod 
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rovorsod of public works noro to bo stoppod. 

Abovo nll, i t must bo borno in mind that tho ontiro 

situntion is boing doolt with by tho Fronoh os o politiool 

mottor end thoy or o not guided by toohniool finonoiol reason­

ing . President Roosovolt in 1933 wos oblo to corr y through 

moosuros to which tho b:mkors rtoro ontogonisti o and woe 

oblo to mol:o o. oomploto ronrrnngomont in Tronsury nhieh brought • 

. offootivu l•csults . Tho situntion in Frnnoo is entirely 'iiffor ­

ont. ThJ hood of tho govornmont is not in pouor for o f our­

yoor t orm, but is judgod by his ovary net and his government 

mny :fell '.Ullosr, eve".'" stop moots with tho approval of 
Porliornont. 

Tho Popular Fr ont Oovornmont , in po· •'.r :f·n· tho :first 

timo , is oxooodingly anxious to stay in authority. It is 

proud of tho progr ess which it hos mo.do i n l egislation during 

its tonuro of offioo nnd Blum' s ottitudo nt prosont sooms not 

t o bo ono o:f eonciliotion. Should ho roploeo Auriol by o 

Minister likely to commend groot or oon:fidonoo , this successor 

\YOuld hovo to como from further to tho Right , 11h1ch would 

moon o~nging tho complexion of tho govornmont to just that 
dogroo~ 

Flondin is i ntor polloting Bl um this afternoon on tho 

Oovornmont t s ooonomie pol icies . Blum' s roply moy clari fy tho 

situation end indieoto in which dirootton t ho trond of tho 

government may bo, i . o ., vhothor tonords pursuing its 

doolorod 
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doolo.rod policies or to~nrds ottocting a compromise ~th French 

invootora , A report on this doboto \tlll bo tologrnphod as soon 

as possible , 

Thoro rms indication yostordoy that tho Radical 

Socialists \'lho constitute tho OfjJneorvotivo part of tho 

Popular Front aro boooming rostivo ovor tho Government ' s 

social legislation and may mthdrow their support if Blum 

insists on noro hastily oonooivod social moasuros , It is tho 

hopo of m1 roro cons..,rvotivo Fronoh contacts t :....t tho Rndiool 

Socialists will ~vontually foroo tho Government into policies 

moro likolj to restore public oonfidonoo . 
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Fournier tal~ mo at tho Bn~k of Franco thiH morning 

l;l:.nt hu thouc;ht tho next tuo t/OOkll 170Ulcl. oont·~nu.o t;.o J>o a 

period or hcuita~'on but t hAt tho hor1zon mi~t bQ .oLonpod 

';}>.oroa.N:or , Ho oc.id that the. Government 1s .!l!;iJ~ ppposc.d 
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';o ox"hang.> oontX'ol . Lc.boyrio 1 as I ht\vo 1nt1matc 4 O?!OJ.'O , 

is U!ldOrStOil~. tO bC in fO.VOr Of CI7.0Ml)/50 OOntr o). , _!~ j;.n;!.~ipg 

'.7i t h nl(l , Fournio1• edJnittod -.:!:at oxohnli!';O c O!f);ro:l ,.,o,q,c;t go 

prc.o t.; • 117 ilrpo:Js iblo or nt la..1• t t/ou~.d be qv.Ho i p · ':'1'c ot~y<' 

1L Ft'. ~~.:> . f.oJ r"c.a.l l?C. ho':7 poor rt11ul..:s lnu boon pb~t1!.l'Od 

by t~c ottun~t co control Fronoh oapltrl exports n!tor ~ho 

l10.r . 

;,: mua·, < .X~·. 'n tha t o. bittol· !au ~ oxir·•s Clt pro•·m. t 

tuhnc.ln La,.,,•yri o c.nd " uc! I' . Sinoo t h .. :· Clr" t lfo ot"ficiul.s 

illlpo.t';:c.rt l)' t·osnur.eib:..o for tho t"ino.r-c'co.l tllld "JIOnotnry poli ­

cies t>f Franco, 1r.olud1ng ·;t.o cont rol of tho stelbilizo.tion 

,"und1 tt5<t ~s oxtromo:!.y ~ortunnto . Ruoff fo.vors ltboral 

c.oonu:llio po~ iolos o.nd or.o of t.1c.. firs t a tors o.ftor ho O.llaum<•d 

o!f1c n r'ls tc h u vo t!l<J Bo.1.k e>! rro.no.:~ l1f'~ o.l l r ostrictions 

uron tl:a oxrort of oLLpita."t . 1'.1., o:mtrcl had boon mild but 

i t h.o.d 1:-oon o! foctivo pr1ndpally i .n ono.bl1r.g bo.nlcs to g i ve 

soma < XO..I'O for ro~ir\g t ht applioat\ ons of oust omoro tor 

for.)ign o:tcho.nt;o . !.nboyrio h.o.s ros ont od Ruof'f l s dooision on 

this mnttor and fools tha t ho doos not ho.vo tho oonfidonoo 

of businoss man tnd is not ind1.f£oront to 1nfluonoo vtith tho 

Minis t or 
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'lini.ator or Finnnoo . 

Wo .. light protor more B'Ylnpo.thotio individunla in ono 

or tr:o t:oy positions but it must bo r omomborod t hat tho dis­

t r ibution of important oftioos i s lnrgoly on n political 

basis . !'or oxar..plo , Bo.umcartnor, rlhom -;ro .found a mos t 

honoat :md dir ect noeotio.tor ~rhon ho rms Chie f or tho i.!ovo-

a:ont cf "'unds c. t tho tim.J "·'0 •:llldo tho tripnrti t o o.rr ango-

"'Ont 1 ; Fall , uas rc>:JO"Od t ro!:l t hllt positi?n and pro~otod 

t o o.n ! -w.o t ivo post silllply buonuso politiciQits of tho Popular 

Front objootod to him on tho cround that ho r oprosontod 

oapital: s t i~r.orcJr.s sinoo his n ifo ~olongs ~o n pro~inont 

l.nuustr.i.ali'lt anj :.anlcing fru·11ly, It :·>ems ··mlikoly ~h:tt 

ho :1oul'l bo rostorJd to his ol d post '· mo.i-> tho head of th. 

Ba:c1!: o.f l•'r anco dur~.nc tllo present sot-~n. 

·ost r:oll- r.ishor s of Prance ·:10uld liko to soo Pro.fossor 

Rist given o. wor o no t1vo part in tho control of Pronoh 1'1-

nancos at tho present lino . I havo not sounded him out latel y 

but on o. soconho.t similur occasion nhon Fr0 nch finnnooa 

r1oro ~o.d and tho covornm ... nt rros in dnn~or, ho t old mo vory 

oxplioit) y thc.t ho rms only an advisor nnd that ho nas .not 

f it for an oxocutivo position in tho c ovornmont and \'.Ould 

not nt c.ny time aooopt ono . Ho rras , it is true , a t ono 

timo Undor Governor o.f tho Bank of Franco but his sorvicos 

then uoro principally thoso Of a oonsultQnt en tho t echnica l 

quosticn 
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question or revaluation or tho franc . 

Tho public official most generally condemned, aside 

from Lnboyrio , i s Auri ol ~ho in tho past hns proved sueh 

a sympnthotio friond of ours . I 1lill admit thnt my rooont 

interviews with him particularly the one just befor e I 

l oft for the United State~ and the one upon my return 

reported in detail on Feb~uary 1~, have done much to 

convin3e me that Auri ol is not the man to right French 

f1n£r.~~s . ne believes that the ri{;bt and t .he capitalist 

olass are persecuting his Government. He is ill- advised 

in his public stat ements and unfortunately his pers onal 

devotion to Blum is so unreserved tr l t he would not v~n-

ture to. suggest or carry out a finan~tal ~olicy vmich 

Blum mi ght think hurtful to his own political life . He 

is not a real i st when it comes to understanding foreign 

sentiment t owards France 's financial problems bub is 

disposed to believe that i~ some mystie manner these 

pr obl ems may be over come by cooperation or the three 

great demooraeie~. 

Aurio~ in hie eonversa tioas with me on two occasions 

bas talked of definite s t a bilization of the franc at its 

present level, i . e •. , midway between the extremes -provided 

for by the monetary law of Oct ober l . ·ne has also made 

statements in public that have led to anticipation that 

stp.bilization 

• 
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sta~ilization mny be made at this level. He has prae­

tioally implied in his statements that the franc would 

not be reduced to the lower limit permitted by tho 

uonet~ry law. Should the franc now be moved to that 

level , this would no doubt be interpreted as a further 

instance of his disregarding former promises . 

So long as there remains a margin of possible further 

depr~c iation of.the franc , there is likely to be ju3t that 

:nuoh •·troneer tondency for Frenchmen to leeve their i'unds 

abroad and for speculators to attack the franc . Were the 

franc to be def~nitely stabilized at; pres <~t:t , I fbrould 

str ongly reoo1nmr.nd puttine it at tho lowe~t level 

possible under the monetary laVI s1 no1 the L·enefit of 
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such devaluation is certainly needed by France consider­

ing its debt and price structure , This would oUminate the 

doubt as to eventually moving down to this mimimum valuo . 

A devaluation at the lowest rate has practically already 

been discounted by the mnrket , Definite f ixing of the 

franc at that rate no,·: vtould therefore lack some or the 

good effects which ordinarily accompany definite stabili­

sati on. 

It is not my belief that this is a propi tious moment 

for stabilizing t ho French franc definitely at any lovol. 

In 

Regraded Uclassified



- 15 - Paraphrase of Telegram #2831 February 26, 7 p .m. 
334 

In ~lost instances sucoess.t'ul stabilization bas takon plaoe 

whon actual conditions indicated that a level had been 

reached and was being maintained easily. This is certainly 

not the case with regard to the French rrano at tho pro­

sent time , A fair repatriation of French capital might 

result from stabilization, particularly at the lowest 

legal level . However, I do not believe there WOUld be 

any ru~~ of aJch capital back to France, even thougt 

some "!:.:>lders need use of their capital and normally n.os t 

Fronohmen WOUld rather have their resources closer home 

than have t~em u~produotively on foreign ma~kets . 
Aooorc!tnt; tc '·.rtiolo Two of the n;.) ·aeta~y law, the 

new gold content of the franc should :>e fixed later by 

dooree of the Cabinet Council; tho weight of the frano 

might not be more than 49 m1ligrams or less than 43 mili­

grame of fino gold, Thora was a prot'it or slightly in 

exooss of 17 billion francs from devaluation at the 

maximum values of 49 miligrams for each franc . Reduction 

to the mimimum of 43 miligrams ~rould provide about eight 

and one half billions and would also release ten billion 

franos from the stabi lization fund if the latter wore 

abolished, or a total of eighteen and one half billion 

but this amount rtould be ·liberated onl,- if stabilization 

is declared at the mimimum figure . The convention between 

the 
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tho Tr easury and the Bank of Franco provided that suoh 

proceeds , namely the eighteen and one half bi llion franoa , 

could be applied only to amortization of the public debt . 

Therefore , if France should now decree stabilization and 

take all possible proceeds into the Treasury, these under 

existing legislation could only be aoplied to the amorti­

zation of the public debt. 

I <; seems to me that certain teoh.nioal measures vti:l 

have to be taken before confidence in the French franc 

and French financial administration oan be restored. 

These shou~.d inclui e revision or the gold regulation£~ and 

r~moval of f3 nel t 1es on gold hoarders ~nd ospi tal exporters. 

It will be necessary to stop the inspection of accounts 1n 

banks by special agents nor. engaged therein and of whoso 

activities clients have been confidentially informed by 

t heir banks , before such clients will again have sufficient 

confidence to bring funds baok to the banks~ Such is 

the pr esent state of mind thD.t avon were these technical 

steps taken, the investilig public Ytould still be reluctant 

to act, f earing that the gover~ont, in view of the strong 

oommundstio influence within it, might simply be leading 

them on and v~uld still take punitive measures against them. 

While there certainly is need for a price control in 

Franco , suoh a control i s almost impossible in a country 

which has an exceptionally large number of merchants who 
are 
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are of more than average greed and who oro acoustomod to 

adroit evasion or tax and other govornrr.ontal laws and 

r egulations at every turn, 

DevaluAtibn has not been follortod by the expeotod 

lever ing of trade barriers , Strong political opposition 
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is no\7 directed against efforts t o g<>t in raw materials at 

lowor rates of duty 1 the argumont bo ~.ng that farmers should 

profit f'P om tho price rise as vtell as do the merchants 

and man:ll'ao turors, 

The reorganization of Fronoh railY~ys , nnioh is'muoh 

needed 11nd witich ~ns already been plan:10d , o:mnot poss ibly 

take pl&oe "l nd s 'll'7 savings to tho gov !1•nment for mavl monthe, 

Tho tripartite arrangement mado pr·>·•isi.m for oonsultaticr 

botvreon tho three governments and their authorized ogon-

oies , The exohango of correspcndonoe r~ported in my telegram 

No, 249 , dated February 20, 7 p . m., sho~ed that the British 

and the French treasuries have boon in oonsu~tation by 

corresponcl:llnoe, Orally when I was in Was hington nnd by 

gelegrom since my return, L hnvo trnnsmil; t 'ed to the 

Treasury tho ' in'quiries and suggestions of the Fronoh 

Llinistry of Finonoo -on •hioh the latter desired N:torioa.n 

opinion and possi ble cooperation. Tho French have never 

t old me that thoy consider ed this as oonsti~ting the 

"~ onsultation" 
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"consultation" envisaged in tho tripartite arrangement. 

I fool dooply that any consultation wo havo Ylith tho 

French should dofinitoly be upon toohnioal matters and 

should not touoh upon governmental personalities or po­

litical i ssuos . I think also that in caso tho question of 

giving advice to tho French ar ises , tho British and Amorioan 

monetary authorities should consult oaoh other boforo ad­

vising ?~~noe . I boliove this in spite of tho fact that 

thoro l~s already boon an oxohango of oorro&pondonoo betwoon 

the Br itish and Fronoh in tho promises . In this oorrospon­

donoe tho British ltmitod thoir advioo m~stly to pointi~g 

out that the P\'01::10 ' 3 confronting Prano:> app~•1rs tundllmontally 

domestic , As I rocall it from tho oorrc~pon~onoo tho only 

oftor by tho ll:ritish tras to remind tho French or tho 

facilities for consultation undor tho tripartite arrangomont 

and to say that they would bo ¥~lling, if the United Statos 

did lik:ov~so, to stato publicly that thoro vtas no objootion 

on thoir. part to devaluation or tho franc to tho lovtor limi t 

provided: tor by tho Pronoh monetary law of Ootobor 1 , I 

havo not yot boon told by tho !Unistry or Finance 'flbat 

consideration thoy havo boon givon to tho British views 

reooivod a wook ago. 

I may ropoat that fundamentally tho situati on is po­

litical and that it is baing doalt with principally as 

a political ond not a financ ial problom, I t appears that 

tho 
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tho Radical Socialists aro l otting tho Government determine 

its onn fato . In coso tho Govornmont has a finanoial 

crisis within tho next foTt wool<s, it is oonooivablo tha t 
tho Radical Socialists might vrork toYrards a Government 

noaror tho oont or , Ylhioh ttould bo disposod to make tho 

adjustments in toohnioal policies and in public officials 

l'lhich oro consider ed best fitted to inspire a r eturn of 

oenfide3cq , Tho norki ng out of tho situation might 

possibly i nvolve as a first atop tho definite fixing of 

tho value of the franc by tho present government , Tho se­

cond stop, i !' this !.s not of f oeti vo , \'IOU) d J)t'•'Sumably 1)0 

exchange oon'~·.·ol , l' ossibly tho govornmn:•t i:. its prosont 

form might stand until oxohanuo contr ol moy b~ proved a 

fo.iluro . Howovor, thor o is tho possibility tho.t tho 

gover nment , in order to avoid oxohango control, may taka 

drastic measures such as tho capital l evy or nationalization 
of banks or other i nstitutions , 

Franco , I th i nk, should be loft t o take those decisions 
indopondontly oxcopt f or such technical advice 0.3 e ight bo 

sought by its monetary authorities under tho tripartite 
nrro.ngomont . I think it imprudent, hc1·rovor sympathetic 

110 :nay bo with tho o.ims of tho French Government, to 

assume any responsibility beyond tho tripartite agroomont 

for advice to tho Fronoh. Possibly anything further than 

this 

338 

Regraded Uclassified



. . 
- 20 - Paraphrase of Tolo~4m ~~. February 26, 7 p .m. 

this might bo publi cly announood by tho French Govornmont 

on its taking any stops in accordance with our suggestion or, 

moro probably, at tho showdown in casc such step proved a 

failure . Tho.tr i partitc agroomont gavo the cloak Franco 

dosirod for a nooossary devaluation . Tho two other 

powers did not assume to guarantoo tho franc's futuro re­

gardless of tho policies followed in Franco. We can corroot­

l y oontt~uo to oooporato with any Pronch Government but 

it is c.n '>thor matter to sustain a government when the 

capital holders of that country have insufficient faith 

in its e~ono~io mo~quros and financial ~dmin1Jtrat1on. 

WILSON 

c 
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l.lesere. McQuillan and Mack ot th111 Sen ice 
adviae me t hat an a c t ive inveat1sat1on 1• bei ng 
made ot the income t ax a ttaira ot Jranlc Hague , 
under the direction ot Revenue Agent in Charge 
Baradel. wr. nuuell, in a oonveraation 1 had 
wHh billl :yeaterda)' , contimecl thie and eta ted 
turtbar that be 1a now preparing a reoCI:IIlenda­
Uon to :you t or the appo1nZ8nt ot a n agent to 
auoceed ur. Baradel as Revenue Agent in Charge 
at !lnark, New 1eraey. l!e 1a ranewtns the 
recorda ot t he outet an.ding men ot the Newark 
Oh 1eion, tllld expect s to have t h ie oo=plata 
"Hbin " day or two and will brin& hie recaa­
mendaUon to :your ott1ce, with tha a~geation 
tbat i t be r ef erred to thia ot tica tor t1a l4 
,,.,,,, ... ,... ~ 
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February 26th 

H.M.Jr. went over to see the President at 10: 20 . Wilen 
he returned he asked me to call the St ate Department , Mr . Hull ' s 
Secretary, and tell b1m to call up the British Ambassador a nd 
ask whether he per sonally and the new Fi nanci al Attache could 
come right over . 

·lt******* 

I saw the Pr esident and told him that the Fr ench have 
pract ically exhausted a ll of t he 30 mill i on pounds t hat they got 
on t heir r a ilroad loan recently and t he additi~nal t en million 
coming to them would only last another t en days or two weeks; 
that the s ituation was desperate; that if they devalued another 
a% it would give them another 7 billi on francs gold profit but 
that this would not help them any unless the President would call 
a Disarmament Confer ence. 

The President said th&t he thought it was useless to 
call it as the countries would not play ball; t hat they were up 
against a stone wall; that the British and French have tried 
this twice during January and had gotten nowher e even though 
they had intimat ed that such a conference would be acceptable 
to Washington and could be hel d here. 

He then said somet hing which did not make sense to me 
as he was in a gre&t hurry, namely, tluit the Germans we.r e count­
ing on stabilization rather than disarmament. The next time I 
see b1m I will ask him what he meant. 

I told him that since I had spoken to him last night a t 
7: 30 I had changed bec'a use I had learned from Cochran this morn­
i ng that Blum and Flandin were going to have a debate about t he 
French financial situati on this afternoon in the Chamber and 
t lu!t we might as well wait until we got the reaction to this 
debate. He said , "Why don ' t the French seize all the gold t he 
way we did - that that might help" . I di d not know the answer 
but will get it. Be said, "The only suggestion I have to make 
is that you get immedi ate word to Chamberlain asking whet her 
there is anything that you and~ could do working together • . Be 
said, 11hfter all, we know that Chamberlain has been doi ng t hings 
with the French Without keeping us i nformed" . de said, "You need 
not let Chamberlbin know this r.t t his time but possibly he might 
have some suggestion to make" . 1 reminded the Pres ident t hat I 
hud sent Bewley secretly on j us t such a mission and he said, "I 
know but let ' s put a burr under his tail~ He sa id if he , the 
President, made any move on calling a world peace conference it 
would l eak i mmediately. The President s eemed to feel that it was 
hopeless to call a worl d Disarmament Conference at this time but 
t hat there might be some possibility of C~berlain a nd myself 
working something out t ogether . 
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I sai d , "VIhile I am terribly blue about the European 
s ituation I wish to report , Mr. President, that our own 
financial house is 1n excellent order. • He sai d, •What would 
happen 1f the French colla psed" and I sa id, "Well they would 
fall into the· same kind of position t hat Poland is in to-day 
financially and we would just b.&ve to forget about them, and 
the British a nd ourselves would have to carry the ball alone • . 

• • * * • • * • * 

Jimmy Roosevelt told me, and for some Teason since 
yesterday he has t aken to calling me the boss, that he has 
postponed, at my request , the conference With Senator Wagner 
from 11 Monday to ll Tuesday and Jimmy and I are to see the 
President a t 9 :15 Tuesday morning . 

Certainly on the European situation I am doing every­
thing mentally and physically that my person will permit. In 
other words, I am burning mysel f out trying to help and if the 
French collapse and , as I pointed out to the President, the 
reason I think the Germans have been so quiet recently i s thht 
they are counting on the French collapsing - to which he agreed, 
I certainly will not have anything to blame myself for for not 
having done everything humanly possible within my power to help 
France and t o try to stave off a European war . The President ' s 
atti t ude is one of complete hopelessness about the European 
situation. 
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OENII.RAL eOUN8CL 

T .. IEASU,.Y DI:~A .. TMCNT 

WASHINGTON 

FEB 2 6 1937 

•y dear llr. Secretar;yz 

I ea now ill a poaiUon to discuea with ;you the proposed aetUe­
a ent of the Goldberg C4ae. The &IIOUilt of loaa of revenue lllltfarecl 
by the Govermoent baa bec011e iamaterial. aa the proposed setUnent 
is based solely upon the ability of the Governaent to collect. Tbe 
lose of revenue which hea been c011putecl by liaoning is over $1,100,000. 
Tbis wee dettll'lllinecl by a c011pariaon of the coamercial ill voices with 
the pro forma invoices upon which entries were made. Goldberg ie 
not tinnnciall;y able to pay eny amount epproxillating this es t1Jneted 
lose, and for this reeaon it bas been felt that it wollld be a uaeleea 
task to ccepute the fllll amount of loaa. 

There ere two el.e.1Jna againat Goldberg and hie corporaUons -

344 

that of Custou and that of I nternal Revenue . In view of the fact 
that there is a cortaill 8\111 of money to be avaUable tor the coa~ae 
of both cla.imo I think the better manner of baodling the matter ia 
to subait the principle of the eetUement to ;you, and if you approve 
to Tlork out w1 th the Bureau of Internal Revenue the proportion to be 
allocated to 1 t . Tbo terms of the offer whicb has been made ere 
as follows• 

(1) The total. amount of the otter 1a $l.J2, 786.79. 

(2) 'l'be sua of $25,000 thereof ia to be paid in caah, and to 
be applied in payment of the fine aaaoaaecl against Goldberg in the 
District Court for the Southern District ot llew York. 

(J) The sum of $7, 786.79 is to be paid by Goldberg , releasing 
to the Government CuetOIIa refunds due hiA in thnt u0\Dlt1 end "hich 
bnve been withheld by llanning pending tho outcome of the inveatigaUon. 

(4) The bal.ence of UOO, OOO 1a to be paid as tollowat 

The book value of the inventor;y ot I. Goldberg & Bona, Inc., ia 
$177, 960.87. Goldberg has placed a aerket val.ue upon tbi.a inventor;y 
of approximately 25 cents on tho dollar, or t44,000. Be has offered, 
subject to our elecUon, to pay on deferred papenta this $44,000 aa 
part of hie total. otter, or to turn the whole illventor;y over to ua , 
ill lihich ease be would be credited upon the total. aO\Dlt of bi.a otter 
wi.th the sua of $441000, the val.ue which he baa placed upon the in­
ventor;y. 
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(5) '!'he bU&nce or $56,000 to ~ paid in annual. inatel.JJiente 
ot $8, 000 each tor seven years . 

Ka nn1 ng baa had th1e inventory eppraieecl by three exnd nus 
ot the Appraisers Starea in Jlew York, end they place a liquidation 
nlue upon the eeme ot $99, 000. Be.aecl upon tills appraiaa1, it 1e 
quite apparent that we should elect to take the merchandise as it 
in reality increases the otter to $187,786, 79, The tollow1ng 
security haa been offered by Goldberg• 

(1) The anignaent ot insurance policies on his lite totaJ.l1ng 
approximately $520,000 to stand as security in case of his death 
before the coaplation of the peyaente to be made by bi.a. 
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(2) '!'he deterrecl p&)'llents will be erldenced by notes ai&necl by 
Isidore Goldberg personally and by I. Goldberg & Sons, Inc. , I • Goldberg 1 

Inc. , and I. G. IU.l.linery Corporation. '!'he pey~~ent ot these notea 
will be guaranteed by Eurasia lllport Company, Inc. 'l'hia corporation 
is a going solvent concern , the stock of which is 01med by • .,.bars ot 
Goldberg' s familY• It was formed in 1935 after the investigation 
started, and while the capital stock 1nvestm&nt was made by membors 
ot Goldberg' s family 1 end while we have no legal proof that the stock 
ownership is otherwise, -.e believe that the coapeny ia owned by 
Goldberg hiaaelt, 

'!'he toll owing 1e the condition in connection 'IIi th the ab11.1 ty 
of the Government to collect ita claiat 

It rauat be raa•bered that Goldberg ia now serv1ng a prison 
sentence tor these frauds, and, except tor the effect a voluntary 
settlement might have upon his application tor pardon, or hie pro­
posed application for parole, there is no induceaent tor Goldberg 
to offer in coraprOtliae any more than the Govornment can collect 
by suit, judpant, and execution. The audJ.t made by GUraan & Hirsch, 
who ere r eputable accountants, ebowe a net 1r0rth ot I , Goldberg & 
Sons, Inc., ot $203, :399.18. Part ot the assets eb011D 1n the audit 
is a 1.1ab11.1 ty ot Iaidore Goldberg pereonal17 to the corporation ot 
$24,423.81, This is warthless and reduces the actual net worth ot 
the corporation to $178, 975. ;35. '!'hie includes the inventory at 
book value of $177,960.87, hereinbefore referred to . For our purpose, 
therefore, r1e can say that the sole aaeet ot the corporation 18 ita 
inventory. Isidore Goldberg personall:y has no aaseta , but 1e 1n 
tact indebted to the Standard Bank of South Africa, Ltd. , tor ap­
proxi&ately $25,000, upon which judgaent bee been entered, 
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the pl'opoaed aettl.eaent conteapl.atea the turning onr or thia 
whole inventory to ua. 1'h1B BIIOUDt 1a the ....n.u. which could be 
prima recie reconred 117 the Governaent in an action in the Diatrict 
Court . 

In addition to the inventory a.nd r efund a Goldberg baa agreed 
to pay the 81lll or $81,000. 

This additional aua is to be paid through the earnings or Eurasia 
Iaport Co., Inc . Prima facie it ie an additional pe.)'llent over and 
above any uount 'lrhich the Govel'tllllent can collect t'rom Isidore Goldberg 
personally or rrca I . Goldberg & Sons, Inc. 

Euraaia :U.por t Co., Inc. , as audited 117 the aaae account..nta, 
ahon a net worth or $100, 259.07. It rlll be seen, thererore, that 
the proposed aetUeaent contEmplates the t.ald.q or o• er 80 per cent 
or the net worth of thia corporetion. It ie apparent t'rom the 
atate.ent or the corporation that it ia able to make money, and it 
is based upon thia a bill ty that the additional aua 1a being otrered 
in comproaise, and for thia reason the p&)'llent thereof 1a spread over 
a period of years . 

You rlll note that I have used the words •priaa raeie• in 
connection rlth the atat111ent that tbe inventory or I . Goldberg & 
Sons, Inc. , ia ita aole aaaet. In the ro....,Uon of Euruia lJoport 
Co., Inc ., through a IIAllipuletion o! inventory end stock holdings, 
approximately $501000 or assets or I. Goldberg & Sons, Inc. , round 
their way into Euraaia aport Co. , Inc. It 1a possible that i n a 
auit "8ainat I. Goldberg & Sons, Inc. , and in the appointaent o! a 
receiver, an action aight aucceastull;y be aaintained by this receiver 
against Eurasia Import Co. , Inc., ror the return or this $501000 
as being a t'reud upon creditors. However, the amount of'!ered in 
eompraaise i .s considerably in excess or thia Sllll and we are reaching 
a better result than 1t such action waa brought. lh1le the uount 
orfered in cocproodse tares badly when ccapared with the loaa o! 
revenue , it 1e apparent that thia ia Juat another case or a IIAD in 
the f inal analysis haYing los t all hie i ll-cottan gaina in the course 
of ordinary buainau. However, there rlll be an ul.thate reeoYary by 
the Governaent in the 1118 of $231, 786. 79 aa !ollowa: 

Otrer in ecaprcaiee and retunda 
Mullen forfeited bribe money 
Homeyer fine 
Mullen and Hcaeyar pension t'unda 

$187,786.79 
25,000.00 
15,000. 00 
4.00Q.OO 

Total • • • • • • , • • • . • • . . . . • $231,786.79 
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The real result of the investigation end the conviction of 
Goldberg tr0111 a money standpoint can be seen in whn t the Govern~~ent 
baa saved itselt by stopping the practices being co.mitted by Goldberg. 
It 18 reasonable to presuae that since the trnuda bad been going on 
tor fin years that they would have continued if the investigation 
bad not taken place. A comparison of the figures for the years 
1933-1934, during which the traud w&a going on, and the figures of 
1935-19)6, which •u dter the investi gation started, dll llhow the 
preventive dtect ot the investigation. For the years 19.33~1934 
duties paid by Goldberg were ~504, 747. For the years 1935 to 
1936, and including only up to Septeaber 19, 1936, while the voluae 
ot iaportationa "" alJaost the saae &a the 1933~1934 period, Goldbera 
paid duties to the Government of $1, 258, 514.00. ( 

It ill .:rr opinion thnt the proposed otter ill 110re \ben the 
Goverlllllent could collect ll it proceeded by action in the District 
Court a&ainat Goldberg , end for thia reason I think thnt the aaee 
llhould be accepted. In view of the reaul ta of the appraisal of the 
merchandise, I believe that the inventory should be taken over by ua 
end given to Procurement tor liquidation. The offers end the varioue 
supporting docuaents have been prepared and have been sent to Goldberg 
tor execution, end as soon u they are returned tb.ey will be foraally 
aullodtted . 

llnnn1ng 1.s negotiating this settlement not as representatin 
ot the fioeaaury, but as Special Aaaiatant Attorney General. The 
c0111proodse will, therefore, have to be approved by the Attorney 
General. 

General Counsel. 

The Honorable 

The Secretary of the fi'ea.aury. 
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• 

• 

Tr ess . 
Operat or: 

ID!Jr: 

T .0 . : 

l'riday 
Pebruary 26, 1937 
4:05 P• m. 

~ss Roche is not there; her secretary has a 
message for you. 

All right . 

Go ahead. 

1!11Jr: Hello -
lliss Roche 1s 
Secy : lliss Roche asked me to give a message to Secretary 

llorgenthau 

iUIJr: Yes 

Miss R•s S:She had t o go over to Baltimore 

H14Jr : 
Miss R1 s 
Secy : 

l:ll!Jr : 

14iss R1 s 
.Secy : 

HllJr : 
14iss R1 s 
Secy : 

IDIJr : 
Miss R1 s 
Secy : 

H!.!Jr : 

All right. 

- and won•t be back. She expects to be at her 
apartment at seven-thirty. 

Well, just t el l her t he message on sugar is going 
up J.!onday . 

Going up 14onday? 

Yes 

I Will tell her. 

Thank you . 

Thank you very much, sir. 

Goodbye . 
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Treas . 

Frid~ 
Februa.ey 26, 19.37 
4: 08 p . m. 

Operator: Go ahead. 

BWJr: Bello, Wayne? 
w. c. 
Taylor: Yes , Henry 

BMJr: I thought you ' d be interes ted to know - I think 
we 've just been beautifUlly double-crosse~. 
Wallace evidently got his message on sugar over 
to the President - i t ' s going up Monday. Walla ce 
tried to get me to br ing it u~ in Cabinet and I 
wouldn' t . Either he or the President brought it 
up, and sai d they were going to send it up . And 
then Wall ace s aid Sumner Welles had approved of 
it and the Treasuey hadn't done anything . So the 
Pres ident said, "Wel l , it' s been around for a year." 
And I sai d , "Well, i t hasn't been in the Treasury 
for a year . " So t he President s aid, r ather crossly, 
"Well, it ' s going up Monday and if you want to do 
anyt hing about it you ' d better hurey . " So I sai d, 

"No, Mr . President, just . count the Treasury out ." 
And I SB:id, "We won ' t take any part in it one way 
or the other . • And Ickes spoke up and he said, 
"Well, I haven ' t s een it and I 'm vitally interested 
on account of Puerto Rico . " So - he said, "I'd 
like to • The President s ai d, "Oh, don't worey , 
Har old , Puerto Rico ' s t aken care of." So, m7 posi­
t ion is, we didn ' t - we don 1t know anythi.ng about 
it , we ' r e not f or it , we're not against it . 

T: Well, when we're - when we ' re asked t o comment on 
it, as we will be a sked t o do 

IDIJr: Yes 

T: I mean, see, the Chairaan of that Commit t ee will -
just as a matter of form- why, send us a letter 
asking if we have an opinion on it. 

HMJr: Well, t he answer is that we weren ' t given an op- -
we didn't have t ime to study it and they ' ll have t o 
t alk t o lb- . V/allace . I'll write the l etter . 

T: 

llllJr: 

Well , I t hink it's t oo bad. But I agree with you 
that that 

Well , what are you going to do when Wallace double­
crosses you? 
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T: 

.BIIJr: 

T: 

HIIJr : 

T: 

BUJr: 

T: 

H.ILJr: 

T: 

HM.Tr : 

T: 

.BliJ'r: 

T: 

BII.Jr: 

T: 

.EDIJ'r: 

Ti 

m&Jra 

T: 

I don't know. 

Yea 

- 2-

Ho , he - no question about it, he didn ' t wait 
on that. 

Oh no, no - We11, I 1m just - I '• just coing to -
I'd like to ask Wallace - well, or course, he must 
have prepared the message tor the President. 

Oh, sure. I ' ve got a copy or the last draft of it. 

Yes 

- which was given me the - well, when I went over 
there that day . 

Yes Wel1, I just thought I ' d te11 you. 

Well, it' s interestinc . 

Well, there's just -
think about it and if 
going to - I can say 

Yes 

All richt, Wa;rne • 

when it goes up why we don't 
we like it why I'm certain1y 
anything I want about it. 

When are you going up, tonight? 

Yes 

You won ' t be coming back here then? 

lo 

Right, wel1, cood luck to you. 

Thank you, thank you. 

Goodbye. 
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H.UJr: 
Dan 
Bell: 

HMJr : 

B: 

BJ4Jr: 

B: 

H!.LJr : 

B: 

I s that you, Dan? 

Yes 

Who? 

P'ridq 
February 26, 1937 
4:15 p . lll . 

Mrs . Klotz said you wanted to talk to me? I s this 
Dan Bell? 

Yes, but I- let' s see, did I call you? 

I don' t know. 

I didn ' t call you. 
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HIIJ'r: 

B: 

Yes - twelve twenty-one - we have a t icker system. 

Oh - (Laughs) I guess I di d . I had 1n here Harry 
Hopkins ' request f or mon81 . 

mtJr: 

B: 

mtJr: 

B: 

Yes 

It ' s only inf'ormal . 

Yes 

With what he's already got t en 1n sort or driblets 
and what he's get tiDg - now, he 1 s showing so111e 
reduction 

BliJr: Hello? 
Treas . 
Operator: Secretary Wallace 

Hl4Jr: Hello 
Henry 
Wallace: Hello 

HUJr: Henry -

IV: Yes 

mtJr: I Just want t o sq , you lalow, on that sugar tax thin I -

W: Yes 
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IDIJl' l 

WI 

HM.Jr: 

W: 

HIAJr: 

W: 

mtJr : 

W: 

B!.!Jr: 

W: 

HM.Tr : 

W: 

HIIJ'r : 

l'l : 

Blt.Jr: 

W: 

mtJr: 

W: 

HliJr: 

\'1 : 

-2-

Certainly the President didn ' t write that message 
hi11se11'? 

No, no 

And, as f ar as I 111 concerned, I ' d much rather the 
Treasury wasn ' t asked to sit in on these t hings at 
all in the fUture . 

Ah 

Because what ' s the sense? 
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Well, I 111 tell you, Henry, about that . In the fir st 
place 

Yes 

The first draft of that went oYer to hia, ob, quite a 
while ago . 

Yes 

And be told me at that time to clear with Welles. 

Yes 

And that was his only instruction at that t ime. 

Yes 

Then later, when i t came up in Cabinet meeting and 
you said you wanted t o be in on it 

Yes 

Well then, we proceeded as we did. 

Yes Well, when tbe bill comes down, the W"f I'a 
s ituated now, - I mean I 1ve Just been talking to Taylor, 
I mean, we 're free to write aey memorandum that we 
tb1nk is for the best financi al interest of the 
Couatry and we're going to do that. 

Yes 

And I don 't know what that ' ll be . 

Yes 
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HMJrl 

W: 

HIIJ r: 

Yl : 

HltJr: 

\7 : 

lnlJr: 

W: 

mtJr: 

1'1 : 

ffiiJr : 

W: 

BJIJr: 

IV: 

I:!MJr : 

-3-

And I just W&.llted to t ell you that. 

That ' s perfectly all right, Henry. 

And - but I - when matters go into fifty and 
a hundred aillion dollars and you try to collect 
t he t axes , th& money just doesn ' t grow on trees . 

I - I wish you'd look into it yourself with a 
completely open mind, however. 
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But I am going to tell our people, I mean, if we 
can ' t do these t hings in a thorough, studious 
manner, I'd want - I 'm not going to have our 
people waste their time by sitting in a committee 
meeting and then when t he thing comes down we ' ll 
just make our independent study, that's all. 

Yes 

And then it Con~ess wants to ask the opinion ot 
the Treasury we 11 give it to them. 

The only point I want to make to you, Henry, and 
make it very plainly, i s that that the Presi-
dent had a proposed message before the matter came 
up in the last Cabinet meeting, that is all . 

Yes - well , I can't I cannot be rushed and 
do these things in a happy-go-luclcy mannJ~r and I 
I 1d r ather not do t hem at all. 

Yes 

And I haven t t got enough people in the Treasu.ry, 
I mean, to do these everything in a rush. And 
I think the emergency is pas s ed and I 1m not goinc 
to take any more chances . 

You know I think - I think, Henry, that 1n thil 
particular matter, the reason, as I told W~e 
Teylor, the last time I saw h1a 

Yes 

I thirik the reason the President wants t o puaa it 
along 

Yes 
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c 

1h 

HIIJr: 

W: 

HIIJr 1 

lh 

IUIJr : 

If: 

HllJr : 

W: 

HIIJr : 

-4-

I don 't know whether you were present at the last 
Cabinet or not . 

I was not . 

354 

I think it was the last one, where be indicated 
that he wanted to send up the crop insurance bill, 
he wanted to send up a tenancy bill, be wanted to 
any,th ing else - I said, "Why, yes, the sugar. 
yes , I 1d like to send up a sugar bill. " Appareatly 
there are a lot of things he wanted to send up that 
I think he felt would strengthen the - his court 
proposal with the farm people. 

I see . 

I think that 1 s r eall7 what it gets around t o. He 
wanted to file a lot of thea in . or course, so tar 
as sugar is concerned, there is a very real time 
f actor on its own account, although no~ quite the 
same as the President indicated, I mean, i t ' s 
the thing doesn ' t expire next April . 

Yes, well - as I say , I don't know anything about 
sugar and I don't know the financial aspect. And 
maybe when we get to it we'll be for it, I don't 
know. But I just didn ' t want any misunderstanding 
with you . 

Yea 

Yea 

Well, I'm awfully glad you called on that . 

By the way 1 on this other matter , this housing 
matter, I agree with you tully that it's/as important 

just 
to bolster up the purchasing power or the of 
the working population 1n the ci ties as it is the 
farm population ; and the two are exactly one and 
the same thing as far as that goes. But with re­
gard to the tia1ng of the thing I do think that 
unl.ess we do keep the purchas1n.g power for con­
sumers • goods steadily advancing now that there 1a 
danger of the - the so-called producers' goods 
getting out of step. 

Yea but the agricultural block h going to take 
t he position that you can 1 t build 8IIY low- cost houses 
for the city . 
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( 
W: 

HliJr: 

Yl : 

HllJr : 

W: 

HMJr : 

( W: 

BllJr: 

W: 

BLIJr: 

W: 
( 

BJA.Tr: 

- 5-

Why, Henry, there's no - there ' s not the slightest 
shadow of a foundation for a statement that the 
agricultural block is going to take any stand like 
that . I have never heard any of them mention it. 

Well, I mean, I was just duabfounded to hear you 
say that we should wait two years for low cost 
housing. 

No, I don ' t think that would be quite the right 
wq to put it. I do think that it is important 
that we don't have consuaers' goods getting out 
producers ' goods getting out of line with con­
sumers' goods . 

Well, whst does that mean? 

Why, this is what it means specifically, Henry, 
t hat - tha t when we say you get steel and housing 
and these heavy goods up beyond a certain point 

Yes 

- take an index over a period of fifteen years -
the relationship between the consumers ' goods, the 
t hings that have to do with food, the light things , 
you know - and the producers ' goods , the heavy 
things ; take a hundred for each of them over the 
peri od or the l ast fifteen years. And when the 
producer's good thing passes beyond the consumer s ' 
goods and stays beyond for a year, why there ' s 
trouble ahead and the t hing has caught up to our 
step now the first time in the last four or five 
years . ft doesn 't mean there's trouble h?re yet, 
but it does mean that the - see, what we ve been 
pushing on, what Eccles and all the rest have been 
talking about ever since 1933, was to get the old -
who was the old Director or the Budget? - he was 
a lso keen on that . 

Douglas is the name. 

Dougla s - our old friend Douglas - all those boys 
were keen on getting the producers ' goods going. 

Yes 

VIe picked up prosperity until we got them going . 

You mean the hea vy industries? 
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The heavy industries, yes . And they've been 
they ' ve justcaught ~now, tor the first time, 
just the l ast few months , with the consumers ' 
goods . And it means that the - just speaking 
in general terms , not referring to l ow- cost 
housing as contrasted with battleships, you've 
got battleships belonging in the same category, 
t hey ' re heavy industries also . I was j ust t hink­
ing about the t h ing as a whole; it ' s tiae - it ' s 
time to ease off on the heavy industry push. 

Well, then , 
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- or to put more steam i nto the consumers ' goods . 

Well , then, wby don't t hey let up on road buildi ng, 
for instance? 

Yes , I t hink if we - I think tha t ' s a very good 
point, you could l et up on road building, you could 
or you could let up on i f we hit- battleships 
heavily i t means that you ought to do less r oad 
building , we ' ll say , or less bridges, at any rate, 
because that' s more on the same style of thing. 

Or less irrigation and building of baths . 

That ' s right , yes, I ' ll agree; on that side of it, 
Henry, I'll agree fully t hat - that really low-cost 
housing is perha ps t he best type of heavy industry 
you can have . 

Well , t hat' s what shocked me so , I mean , -

Well, that 

- t o have you say, "Yiell , let 1 s wait on low- cost 
housing for a couple of years . " 

Wel l , as I - put it away in cold storage -
(Laughs) but, a s a matter of fact , I am glad you 
called because I want t o get my full positi on before 
you. 

I mean, you look over the last four years and we've 
done nothing. for the people in the densely populated 
sections . Everything has been done for the people 
outside of the city. And we 've got a very acute 
situation in these dense centers . And, for one reason 
or another, there are lots of excuses given, nothing 
has been done for these people, and the situation is 

Regraded Uclassified



( 

W: 

HldJr : 

W: 

HUJr: 

W: 

H.KJr : 

c W: 

HldJr : 

W: 

BMJr : 

VI: 

HMJr: 

W: 

mur: 

c W: 

- 7-

as acute there certainly, as it is in the share­
croppers . 

Well 

Only t hey haven ' t got as good an advocate. 

I'll agree with you absolutely fully, Henry , that 
it ' s as important to go in on - to help on that 
side as it is on t he share- croppe.rs. 

But I think, I think it ' s the thing, I mean, I 
think we ought to make a start and try to provide 
decent housing for these people who are living in 
absolutely unAmerican conditions . 

Well, but if we do that, we should ease off on the 
other end on the other end of pushing the 
heavy industries . 

Oh, it should come out of the five huadred million 
dollar pot, for Public Works , the President has 

Yes 
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And it ' s just a ques- he has a five hundred million 
dollar pot for Public Works and he should take it out 
of that . 

You will note that in the course of the discussion 
I did say that I thought we ought to have more of the -
less of the architects - high-priced architect kind 
of thing and more of the really - really cheap stuff. 

Oh, tn the country I don ' t think there i s any question 
about it . But, the little I've studied the city 
hou(ling, the important thing is to get the design 
correct; that ' s where a lot of these people have gone 
wrong . 

Yes 

I mean they've bad such poor designs. 

Yes 

And when I I •ean designs and I don't mean 
decorations. 

Oh, I don ' t I think on that thing, Henry, it 
we talked it out tor f i tteen ~utes we'd find 
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ourselves in very substantial accord. 

Good ! 

I 

But , certainly, the time has come, I think, that 
this administration has got to recognize the slums 
in the densely populated sections of the cities -
and possibly do a little less for the people outside 
of those sections. 

Yes 

I don ' t say they should do any more but , I mean, I 
don ' t want to see them spend any more money , but I'd 
like to see it distributed a little more fairly . 
And especially 

Of course, I think- I think it 1 s also rather im­
portant there , Henry , that we not freeze population 
in the wrong places, I mean, freeze them into a 
position of ownership in the wrong places where 
they can ' t maintain themselves. 

No, I mean, they ' re intelligent people, I mean that 
do city plann.ing and all that sort of thing. The 
thing i s available but it ' s Just that they haven ' t 
been smart enough to get it across . 

Yes 

And I ' m studying the Wagner Bill, I don ' t know 
whether it ' s right or wrong, but I think it ' s time 

t his administration thought a l ittle bit about the 
densely populated areas , except from the standpoint 
of social 1velfare. 

Yes 

I mean, that's where your crime comes from , and 
diseases and everything else . 

This matter that Wadam Secretary brought up, of a 
shortage of labor, however, would seem to come into 
it to some extent , wouldn ' t it, if t here is a shortage 
of the - ? 

Well , she ' s got some figures which, if she ' l l release, 
that Just prove the opposite . 
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Is that so? (Laughs) 

Oh sure , she ' s got them and she' s had them for 
two weeks . 

Hm 

And she hasn't released her figures. 

Hm 
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But it ' s something which-! think it will go forward . 
It ' s just that these people haven't got a - haven 't 
got the political backing, that 1 s all. But - well, 
that ' s that . Discussions are always good and I guess 
everybody learns by them. 

Well, I think it's part of the Democratic process. 

I hope so . 

(Laughs) All righ t , Henry . 

All right, .Henry . 

Goodbye 

Goodbye . 
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OU'i'I..IIIC OF I.!OI!ETARY OBVELOP!.lEIITS AIID POLICIES OF TUE UlllTED STAXES, 
tlo.r oh, 1933, to February, 1937, presented by Secretary of 
tho Treo.sury Ltorgenthau in opening a round te.ble discussion 
at the llarvard-Yo.le- Princetnn Conference on Public Ai'fo.l.re 
at Harve.rd University, February 27 , 1937. 

I . ln:AT ARE 11!!: GOAlS OF UOlr.:uJ!Y rOLICY? 

A. In the d0130stie field our goals are: 

(l) To attain o.nd , once attained, t o aaintain reasonably equit&ble 

and stable incoce relationships 1101ong the d1 N'erent groups: workers, 

re.nnors , businese men, investors , etc . 

(2) To prevent mar!:ed fluctU&tiona ~r slvlrp trends in wbolesale 

price levels . 

(3) To aainte.in e. aodere.toly stable cost of living. 

(4) To foster steadily 1ncroe.sing enploynont , rising incomes , 

o.nd an orderly expe.naion of bus1noss o.ctivity. 

B. In the international field our &<>als are: 

{l) To m&inte1n that position of tlvl dolle.r with reference te 

other currencies that will "ncourags e.n increasing domestic and foreign 

trade , and thereby help raise tlm standard of living and pr<:r.10te 

peo.ee . 

(2) To e liminate broad fluotu&tiono in exchange rateo without 

sacrificing sovereignty aver our c 8netary p8licy. 

(3) To racilite.te the smooth and e&sy adjustc>ent of international 

payments and foster stebility of foreir;n aonetary oyste1011. 

(4) To avoid eor:q>&titive depreciation or currencies. 

3SO 
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II . TiC:SE ARE Tl!E OBJ::CTIVES. 'l'11EY Al$ JIOT 'l'O n:: EASILY OR QUICKLY 

J,'l'Tt.l!r.lD. m: AilE l!OT ..:v:::Jr CGRTAIII TJ!C'{ ct.J: llC CLOSllLY APPROJ.C:!ED. 

lfhe.tovol' its rcrits in theory, thD old pottorn of monotory 

systoc, 'nth ih pros=od rolinneo on outount1o oporotion, con 

hordly bo soid to hn•1e pr0o:1otod tho foro&oing objuotivos. Tho 

no" pottorn uhich is evolving plocoa ita 01:1phosis on •control" or 

·~<n:IOnt , • 'llo do not yot lcnO\'t exactly tho finol pattern thot 

will cmor co . :Thotbcr with it '1'10 shall bo bettor nblo to approach 

tho goo.ll I hnvc just ncntio:lCc! r.o=in.s to bo oocn. ITo thL"l!t tro 

sho.ll. 

III , Ill DBVELOPUIG TilE 11?11 PATTERJI HE ltt.'IE TO l'ZEL mm liAY CAREFULLY. 

Wo o.ro , in o. sonso , on unoho.rtod soo.o , one! wo must p rocood 

oo.utiouoly; rro hove to tost o.nd vorit'y oo.oh atop, ond go only so 

foot na wo cnn soc clcnrly ohond , 

ThD nUDOrous nonoto.ry nooauroa ond ro~;ulntion.s oAoptod in 

tho po.at four yonrs , thouch doaip1od to ~S>ot' probloca os they · 

ariao , oro not o collection of hophotord dovicos . ThDy fit iqto o. 

pottorn, into o. soquonco thot -- >nth possibly ono exception - - ia 

lOIIdin& us in tho direction of tho objootivos I onumor e.tcd o.bavo. 

I o.r.1 cure thnt t ho nonot11ry eho.nr;os tho.t hr.vo occurred o.ro 

fllml.linr to you. llovortholoss , o. brief rooumo of tho evolution 
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Of tho 1>0\T pott orn OS it O.ppoo.rs to ono whO hos po.rticipotod in its 

o.ot ual fomulotion o.nd i a r ospon.siblo for ita prnotical od:Unistrntion 

co.y bo of 1nt~rost. In o:zq onao , it will provide 11 good ato.rtin& 

point ror tho discussion. 
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IV. TilE OW PATTE. .. !!!, PA'rCI;Eil UP AFT:R TEE \TAR, 

BRO!:t !Xl\nl UliDiilt THE IJ.lPACT OF TID> DBPRI:SSIOII. 

Juot whon tho old pattern bego.n to woalcon is c!ifficult to oay , 

Tho oruubling boonmo nppnront to moat obsorvors in 1931, 

You doubtless recall the outstanding ovonts which acoompaniod 

the spootaculcu- collo.pse in that yeo.r . Tho fo.iluro of the Credit 

Anatdlt Ba:ll: in Austrio. was follOITod, o.o you rOT.l<lnber, by a run 

on banks in Go=o.ny which, in turn, locl to a droin of gold frac 

the Roiohsbonk and the Dank of Ent;lo.ncl . Deforo tho yenr t'llls over 

So.t;le.nd, Japcn, o..nd t ho Scandino.vio.n bloc had loft the gold otcndard 

end aovoro.l countries had l.Liposod oxcho.ngo restrictions. By the 

ond of 1932 six nor a countri3& hod t;ono off gold !llld a half dozen 

othore had adopted exchanGe oontrolo , 

In Uo.rch 1933 wo joined that lo.rgo group of countries which 

woro dotorninod to begin tho prooosa of r ooO"rory with tho oid of o. 

nort conoto.ry {'attorn. 

V. 1!1 !.!AI¥: :I 1933 'i'i~ !JHITE!l STI.':'llS D!:OiU: AllAY P(IOli T:JE S::;{,CJCU:S 

OP T!!E OW Or.DI!l! JJlO TliO 1E I PAT'>:::J: DEGA:l '(0 FU:RGC: . 

Tho first atop wns for tho Govorncont to to.ko control 

Of internAl GOld holdinGS• 

(1) On !lnrch G tho bonks r~a•·o prohibited, by Prosidcntiol 

proolomo.tion, and Govornnont offices l70ro prohibited, by order 

of tho Socrotnry of t ho Troo.surJ, frao pa;rin& out cold , Tho in­

croo.so in gol<! honrdin& -.m.s thus L-u>Odie.toly stopped. 
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(2) Successive notions boglnning 1Ti th tho Exocutivo Order or 

April 5 roqui rod gold nnd sol<! oortlfiontos to be aurron4orod, and 

thus complete control of c.ll monotc.ry gol<l in tho Uni tod States 

wna nohiovcd . 
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(3) On June 5 Congr oso doolc.rod " c;old olnuses" invulid, thoroby 

severing dollar trnnsactions froc gold . 

Tho socon4 and ovorlc.ppiJl6 stop ""s for tho GovcrntlDnt 

to tal:o control of the cxtorn.o.l tlcm or gold , 

(1) Tho Presidential proclncc.tion of Uarch 6 end the Exeoutivo 

Ordor of t~nrch 10 prohibited tho export of gold oxcopt un4or r ot;Uln -

tiona or licenses. 

(2) On April 20 o.n Exooutivo Orde r defined tho nuthority of tho 

Soorotary of the Tronsury to ieouo lioonsos to export or oc.rmnrl: (;Old, 

for trnnanotiona in foreign oxohc.nr;o , transfers of credit abroo.d, and 

exports of currency f!Ild coin. 

T:::: UlllTl:D STA1'I:S GOVJlRH:!E:iT TIJ.S Tl:Eil 111 A POSITIO!I TO 

Dl!CLA.IlE TO ':HE I ()IUJ) I'1'S L:OliETARY I!IDEPE!!ilE!:CE. 

\Vhilo tho Tlorld Economic Confol'O!'lCO ""'" in session in Lon4on 

wc.iting for tho United States to diotributo lar~osso in tho form 

of generous dobt romiaaiono , c.dcUtionc.l orodita , tariff roduotiono , 

c.n ovor- valuc.tion of t!w dollar , o.nd a return to tho .!'otters of 

tho o.utCI':lll.~io gold stnndard, tho Proaiclont sent a r.tcssago which 

uncqui voco.lly stated our monoto.ry in4opon4one>o o.n4 our nt:1ft t>Onotary 
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obJectina. 

I can do no better than quote hom that hiatoric •nac- ot 

July 2, 19331 

• • • • • • old tettisheo of eo-called international banker• 

are being replaced by efforts to plan national currenciea 

with the obJective of giving to thoee currencies a continu­

ing purchasing power which doee not ,veatlT vary in teraa 

of the co=modities and need ot modern civilization. Let 

ae be frank in sa_ving that the United States aeeke the lcind 

of a dollar which a generat ion henoe will have the same 

purchasing and debt paving power (LI the dollar value we 

hope to attain i n the near future . That obJective meana 

more to the good of other nationa than a fixed ratio for 

a month or two in terms of the pound or f ranc . Our broad 

purpose is the permanent atabilization of every nation'• 

currency. • 

'1'IU OOVEBiilfl'li'l' 1f.LS 1:01' COlmlOH'1'Eil 1Jl'l'll T3lC 'USl!C Ol' 

DEVELOPIJ!G .l IQJCEABISJI OF COll'!I!OL TO Gin EFFmT TO 

aJR liE7 POLICY. 

(l) "n ~st 29 &&lea to induat%7 and abro~ of nnlT-mined 

domes t ic gold were authorized by Executive Order. 

(2) On October 25 the Reconatrue t i on Finance Corporation waa 

author ized by Executive Order to acquire newly"mined domeatic gold, 

The rate at which gold we.a acquired wna e.nnounced fro• time ~o 

u .. , &nd ve.ried frClll an amount ~v&lent to $29,00 to $34.45 per 
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ounce durin« the period. or aequhi Uon. 

(3) 011 Janu&rT 30, 1934, the Gold. Reaerv' Act amplified. and 

consolidated. the essential inetruments of control. 

(a) Title to all cold. of the Federal. reserve banko waa 

transferred. to the United. States, 

(b) The Act of W.., 12, 1933, had. already authorized. the 

Preaid.ant b;r proclamation tc fix the wei~t or the 

dollar and. had. placed. the lower liait at not leu 

thaD 50 porcent. Thh Act provided. thet the woi~t 

of tho gold. dollar was not to be fixed. at more than 

60 percent of its existing weight. 

(c) A Stabilization Fund of two billion d.ollare waa 

ea t&blished. 

(d) Previoual;r existing provisiona of law relating to the 

power of the Seer,tar;r of the Treasur;r to bu;r and. aell 

gold. were reviaed.. 

(4) On Januar;r 31, 1934, the veight of the gold. dollar wu 

fixed b;r proclamat ion o! the Preeidant at 15-5/21 grains of cold 

9/lOth fine . On the same d.a;r JUrch&ae of gold. was authorized. a t 

$35 per ounce, l ese l/4th of one percent, and. it wee announced that 

gold would. be sold. for export to foreign central banks whenevor our 

exchange rates '!'ith cold. atandard. currencies reached. the cold. oxport 

pointe oo fixed.. · 
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VI , 'mE PERIOD 0!' AO'l'IVE I!l'l'ER!I.l'l'I~ COOPl'J!J.'l'ION 

llm&ll n'l'R 'l'l!B 'l'RIP.AR'l'ITB .lR!WIGDO:N'l' , 

Confronted vith an acute Europoan monetary situation that not 

onlJ' threatened to dnelop into e. period of disastrous c011petitin 

depreciation but , &oro aer:oualT, bold graTe possibilities of 

international political break-down, tho governments of the Unitod 

States, Groat llrita·n, and France made, on September 26, 193&, an 

&.IUlOUl>eement which conatituted_a major step torrard international 

cooperation in monotary policy, 

These throe govorm:>onts stated, N:IOJI& other thi"&S, that they 

proposodl 

'!'akin& into full account the roquiromcnts of intorne.l 

prosperity, to maintain tho groatost possible equi~rium 

in the system of international exehanee and to avoid to 

the utmost extont the creation of arJ3 diaburbanees of that 

system by internal monetary action. 

'!'he three governments invited the cooperation of other nations to 

realize the policy laid down in tho declaration, 

'l'o 1\u'ther implement this atatocent, the Secretar~ of the 

Treasury announced, on October 14th, thet gold vould be aold to 

the exehan$e equilization or stabilization fUnds of those countries 

whose funde likniee 11ore offerin& to toll. gold to tho Un1 ted S tatee 

on terms advantaceoua to the United States, 

J'ranco and Groot llritain t1ere named aa complTin& wJ th the con.­

di tiona, for the purchase of gold from the United Statea, 
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On llovCIIlber 24, 1936, Belciua, tho llether land.a, and Svi berland 

1ndicotod their adherence t o the principles contained in the tri­

portito announcement, and t hoae countries ~ore added t o. the liat 

of countrioa t o which tho United Stotos woul~ sel l gold. 

VII . TO P&OTIDT Tltl DOiolliSTIC B:IONOIIY l1!014 D'F!I::TS OF UNCIIIUL 

!NTE!INATIONAL GOLD MOVlllmi'.I'S 'riB TRUSURT, ON DJO]I!;li!li 24 , 1936, 

Bm.l..'l A POLI\:Y 0'!' "STlllliL!ZiliG0 GOLD .ACQUISITIONS :tl!EIIEVJilll COF­

DITIONS JUSTIFY, 

To dato about 190 ~:~1ll1cn dolll!.ra vorth of gold has been 

placed in tho iunctive account. 

ooOoo 
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TREASURY DEPARTMENT 

WASHINGTON 

Februar7 27, 1937. 

Jm!QlW!!1lJll FOR THB S!!ljR!TW 1 

Tbe folloring tel.egraa baa been reeeh'ed troa the •est 

CO&at, with further reference to the Lew lU.a Iuen caaea 

"T&letype WorsatiOD Portlaad &ew lU.a I uen 
failed to appe&r 1n court ~and bond tift 
thoua&Dd dollars ordered torfei ted liT luclge Fee. 
Bench warrant issued. !:Yery etfort being made 
to appreband Lew lU.a I ue who baa been indicted 
with others on conapira07 to •iolate narcotic 
illlport and export act. BaU fixed liT court tor 
Lew lim Iuen Twent;r-f'in thousand dollars on 
aecrot indictment returned Feb~ twentieth.• 

lleedleea to aq, nary attort will be ~~~ade to appre-

bend this tugitift. 

GR.t.VES. 
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1Taehington 

OUTLIJIC OF L!OJ!ETARY DBVELOPl:EIITS JJlll POLICIES OF TliE U!IITED STATES , 
Unroh, 1933, to February , 19371 prosontod by Secretary of 
tho Trouury Uor gentho.u in opening a. ro\U\d table discussion 
at tho llllrvard-Yale- Princoton Contoronce on Public Atfairs 
at Harvard University, February 27 , 1937. 

I . lll'.AT ARB 'r.lE GOAlS OF UO!m"i'A.'l'! POL1CY7 

A. In t he do::~eatic field ou.r t;oala are• 

(1) To e.ttain and, once e.ttuned, to lil&intain ree.sonnbly equite.b1e 

e.nd ate.blo incoce relationships among tho difterent groups: Ttorkera , 

tarmera, businoss nen, investors, etc . 

(2) To prevent mar~od fluotuntiona or ahnrp trends in WUoloaale 

price levels . 

(3) To oe.intain e. noderately a table cost or living, 

(4) To foster stee.dily increasing omploY"'ent, rising inoOCICa, 

t.nd e.n orderly expansion or bus1neea activity. 

B. In tho internationo.l field our &e&la are: 

(1) To l!l&i ntain t hat position or the dollar with reference t" 

other currencies that will encoura&e an increasing dCZ~estic e.n4 foreign 

trade, and thereby help raise the ate.ndard of living and pranoto 

peo.ce . 

(2) To ell.Unate broe.d nuctU&ticna in exchange ro.tea without 

aacrificing sovereignty aver our eonote.ry policy, 

(3) To fe.cilitete the SI'Ooth and oe.ay e.djustcent of internaticne.l 

~nta e.nd foster ste.billty of toroign1:10nete.ry ayatel:la . 

(4) To avoid e.apetitin deprecie.tion or currencies. 
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JI , T:CSS ARE T::E ODJ::x:TIVES. TI!EY A."!: HOT ':0 t:: CASILY OR QUICf.LY 

!Sl'J.llr.3D. m: /.JlZ t:OT l:Vml CB.'lTAlll ':'12" C:J. ::t: CLOS:!LY llPPP.O/.C"lL'D . 

l'llultovor its uorits in theory, tho olil po.ttorn of nonoto.ry 

syoton, >lith its prcsuttod rolinnoo on cmt oontio opontion, oc.n 

ho.rdly bo anid to hnvo promoted tho foro&oing objootivos , Tho 

now pnttorn lYhich is evolving plo.coa i t a Ol:lphoaio on "contr ol" or 

"IOIUIO.l>ooont , • We do r.ot yot know oxa.ctly tho find _ po.ttorn thnt 

will CtlOrc;o . ilhothcr with it \'100 shall bo better c.blo to appronoh 

tho goo.la 1 hAve just montio:tctl roCD.ins to bo soon. l7c t.'link no 

aho.ll . 

lll . Ill DBVELOPII:G TilE NE.'i! PA!TZJlll liE !!AVE TO FEEL OUR lfAY CJJlEFIJLLY, 

rio o.ro , in o. sonso, on Wloho.rtod oo~o , o.nd t'IO must pro oood 

oo.utiouslyl rro hove to tost 1.\nil vorif!{ oo.ch step, o.nd go only so 

to.Bt o.a vro cnn sco oloc.rly nhoc.c:l , 

Tho numerous eonott\1"}' uoo.aur oa o.nd r o~;ulations adopted in 

tho paat tour 7oc.rs, thollO> doai&nccl to mot problc::>a o.s tboy 

e>riao , o.ro not o. collection or hophoto.rd dovicos , Thoy fit into o. 

pnttorn, into a soquonco tho.t -- •.ti t h posdbl7 ono exception -- ia 

l ot.ding us in tho c:liroction of tho objootivoa I onumoro.tcd nbovo , 

I am sure thc.t the nonotnry changes thnt ho.vo occurred nro 

f<>milio.r to you. l!ovcrthol osa, o. brie f rooumu ... f tho evolution 

of tho now pnttorn ns it npponra to ono rlho ho.s pnrti cipntod in ita 

o.ctuo.l formulntion o.nd is r ooponeiblo for its pro.ctionl ndci.niatro.tion 

r.Ay bo of intoroat , In c:rq 0<180 , it r:ill provide n good atnrti"' 

point for t ho discuaeion. 
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IV , TilE OLD PAT'l'll:UI, PATCOlD UP Ar'TER TilE ',fAR, 

BRO!:C D0\01 UliDD! THE Il.!PaCT OF TilE DBPRI:SSIOli, 

Juet when tho old pQttern began to woakon is difficult to •~y . 

Tho orunbling beon.'llo npparont to ooet obaorvor a in 1931, 

You doubtless recall the outeto.n41.ng oventa which acoompnniod 

the apeotacular collnpae in that ye~r . Tho failure of the Credit 

Anatolt Bt.nl: in Austria -• follCI!Tod, o.a you re:>enber, by a run 

on banks in Oon:IQllY which, in tun:, lod to a droJ.n of ::;old from 

the Roichsbo.nk anc! the Do.nk of Ent;lo.nd . Boforo the yeo.r <tns o'"'r 

Enslo.nd, J~po.n, o.n4 tho Sco.n4ino.vio.n bloc Md loft the r;old standard 

A-"ld oovornl countrioo Md it>poaod oxohJulGo rootrictions , By tho 

ond of 1932 oix nor c countrioa ho.d GOI\O off gold o.nd e. Mlf doton 

others ho.d o.dopted o:<cho.nga controlo. 

In UAreh 1933 wo joined that largo group of countries which 

wore dotorninod to begin t!-.o prOOOII of TGOOVOTy with the aid Of t. 

now aonotary ~c.ttcrn .• 

V, IN l.!AJI:H 1933 'l'i!E Ulll'i'ED S'I'J\TSS Ol!OKC AllAY FRO:l T:;E SLACKLCS 

OF 'l'!!B OLD Ol:DBR AI:Il TilE !'E'.I PA'!"<' ;;"!!, DI>GAll TO E<:ERGZ. 

Tho first atop \'tns for tho Govo """"nt to t ako control 

of intorno.l gold holc!in~;a . 

(l) On llo.rch G tho blllll:a woro prohibited, by Presidential 

proolo.mo.tion, o.n4 Govornr.tont offioGe YIOro prohibited, by order 

of tho Socroto.ry of thG Troo.eury, trom pQyin& out gold , Tho 1n­

croo.ao in f.)OlA! hoarding ""'" thus IJ:nodio.toly s t oppGd. 
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(2) Suecoosive actions bo(inning Ttith tho Executive Or der of 

April 5 requi rod gold o.nd ~;old cortifico.toa to bo aurrondored , and 

thus complete control of all oonct&ry gold i n tho Oni ted States 

ns c.chiovcd. 

(3) On Juno 5 Concross doclnrod " ~;old olc.ueoa" in~lid, thoroby 

savoring dollc.r tr .. nec.otions froa gold . 

Tho second and ovorlc.pping atop """ for tho Govornuont 

to to.!:o control of tho oxtor:u>.l flO'If of gold . 

(1) The l'rosidont1nl proclonation of !lArch 6 o.nd tho 8-<ocutive 

Order of l.!arch 10 prohibited tho export of gold oxeopt under ro~;Ula ­

tiona or licenses . 

( 2) On April 20 nn Exoeuti w Order defined tho authority of tho 

Soorotary of tho Treasury to issue Ucenaoa to export or camark cold, 

for transactions in foroic;n oxc~o, transfers of credit abroad, and 

exports of currency and coin, 

T:::: UNIT:D :>T!.T!;s t;OV'..:mr!I:liT W/.S TilE~! Ill A I'OSITIOII 'i.'O 

DECI..ARC TO Tr.E ':IORLD ITS ltO!ir:T/JlY I l:Dl:!PE!IDENCZ, 

While tho l'lorld Economic Conforonoo waa in aosaion in London 

waiting for tho United States to distribu~ largouo 1n tho fom 

of generous d obt ro::Ueoions, additional orod.ita, tariff rcductinna, 

an OV()r- ve.luation of t:.O dollar, and a return to tho fetters of 

tho nutaoatie gold otnndard, tho Prosi~ont sent a ncasago which 

uz>oquivoeally ato.tod our monotnry indopondonoo nnd our ru:n7 monotc.ry 

372 

Regraded Uclassified



objectives. 

I can do no better than quote from that historic meaaQ&O of 

Jul,;- 2, 1933: 

"·~··• old fottisbes of so-called international b&nkera 

are bei"8 replaced b7 efforts to plan national currenciea 

with the objective of giving to those currencies a conti~ 

ing p.ll'Chaaing power wbich doee not greatly var7 i n ter111s 

of the commoditiea and need of modern civilization. Let 

me be frank in aa_ving that the United Statea seeks the kiDd 

of a dollar whi ch a generation honea will have the same 

p.ll'chasing and debt paving power f.l the dollar value we 

hope to attain in tho near fUture. That objective means 

more to the good of other nationa than a fixed ratio for 

a month or two in terms of the pound or franc. OUr broad 

p.lrposs is the penaanent stabilization of every nation'• 

THE GOVE!INI.!ENT 'I'AS !!OW CO:miONTED "11'1'!1 TBll 'USK OJ' 

• 
DEVELOPING J. IQX)IWIISM OF COilTROL TO GIVJII IFFJXlT TO 

OUR N:n POLICY. 

(1) On August 29 aalea to induat.rT and abre&d of newly-<olined 

domestic gold were authorized bT Executive Order. 

(2) On October 25 the Reconstruction J'i.nance Corporation waa 

authorized bT hecut1ve Order to acquire newl7....,.inod domeatic cold. 

The rate at 17hich gold was acquired wn1 announced from time ~o 

ti.me, a:ocl. voried from an amount equivalent to $29.00 to $34.45 per 
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ounce during the period of acquisi t ion. 

(3) On January 30, 1934, the Gold Reserve Act amplified and 

consolidated the eaaential instrument• of control. 

(a) !itle to all g9ld of the Yederal.reserTe bonka waa 

tranaferred to the United States. 

374 

(b) The Act of llay 12 , 1933 , bad alread,v authorized the 

President by proclamation tc fix the weignt of the 

dollar nnd had J;laced tho lowe.r limit at not leaa 

thrul 50 percent. Tb1a Act provided that the wois!>t 

of the gold dollar was not to be fll:od at 110re than 

60 percent of its exiating weight. 

(c) A Stabilization FUnd of two billion dollar• waa 

established. 

(d) Previously existing provisions of law relat iD« to the 

powar of tho Secr\)tar)' of the !reaSUI7 to buy and oell 

gold vere revised. 

(4) On JanJNT 31, 1934, the 11oignt of the gold dollar -• 

fixod by proclamAtion of the Prosidont at 15-5/21 grains of gold 

9/lOth fine. ~ tho same daT purchnao of gold was authorized at 

$35 per ounco, lon l/4th of one percent, and i t was announced that 

gold would be aold for export to. !oroiCD central bonka whone•or our 

cxc~ ro.tea '!'ith gold standard currencio~ reached tho gold OX]lOr t 

points eo fixed. 
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VI . 'l'l!E PERIOD OJ .ACTIVE IRTEI!N.lTI~ OOOPJll!ATION 

JIEG.Uf 'II'ITH 'ME TRIPARTITE ARJ!.\NGlilo!M. 

Confronted vi th on acute ».u-opoan aonotary situation that not 

only threatened to dovolop into a period of d18&8traua eoapet1t1Ye 

depreciation but, aoro ser ~ously, hold gr~ve poasibilitioe of 

international political break-down, tho ~vernaents of t he Unitod 

States, Great Brita' n , and France aade , on September 26, 1936, an 

announcement which constituted, a aajor atop to,.ard international 

cooperation in monotar7 policy. 

'l:heae throe govornmonta stated, ~~:~ong other thin,"&, that thaT 

proposed: 

Taking into f\1.11 account the roquiromonta of internal 

prosperity, to aaiutain the groatoat possibl e O<l'.lilbriua 

in the ayatiSI:I of international exchange and to avoid to 

the utmost extent tho creation of aDT dialnlrbancea of that 

systeoo b,y inhrl:al monetary action. 

The three governaonta 1~v1ted the cooperation of other nat ion• to 

realize the policy laid down in tho declarat ion, 

To further implement this atatoment , tne Secretor~ of the 

Tre&SU1'7 annOUlleed, on netober 14th, that gold would \ e eold to 

the exchnnl• equilization or stabilization runda of t hoao cauntriea 

whose f\lnda likeviae ver e offering t o aoll,gold t o the United Statea 

on ter11a advantocooua to the United Statu. 

J'rance <Uld Groat Britain tlere naaod a a coaplJ'ing ·~ t h tho con-

41 tiona , for t ho J'U'Ch&ae of gold fi'CIII t ha Uni t ed S ta t ee . 
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On Novombor 24, 1936, Belgium, tho Notherlanda, ~d Switzerland 

indicated thoir adhorence to the princ1ploa contained 11o the tr1-

J"U't1te M.!'lOUDCo:Dent, .an<! those countr1oa 11oro added to, the list 

of cow:trioa to 'll'h1ch tho United St'ltoa Yould aell gold. 

VII . TO PROTJ!IJT T!lll DQI.!ESTIC l!XlOIICilY NO!! Dl'l!XlTS CJf U!Cl!ILlL 

IIITt:RNATIO!aL GOLD MOVDIENTS '1'l!E 'l'REASIJRT, Oll lllXll!liBER 24 , 1936, 

BEGA!f .A. POLICY OF "STERILIZlllv" GOLD ACQUISITIONS ~ CON­

DITIONS JUSTIFY. 

'l!o dato about 190 million do1wa vorth of gold hu boon 

plo.ced in the inactive account. 
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I. 1IHA.T A1!ll fliE GO.WI OJ WO!IE'URY POL I OTT 

.l. In the doa•utie field our goall are: 

(l) 'lo att&ill and, once attailled, to ... 1llta1ll ree.aombl,y 

equitable nnd ata.ble income relationehipe 8111011« the different 

groupe: workers, f&rmera , busineas men , investors , etc . 

(2) 'l'o prevent me.r:Cad fiuctuationa or &harp trends in 'llilol&­

aale price lnels. 

(3) 'fa ... 1llta1n a moderatel.7 stable east of UTillg. 

{4) ~ foater stea~ illerealinc empl07D8J1t , rising 

1ncomea, and an orderly e:r;pe.naion of business act1rtty. 

:a. In the 1nterMt1aMl field our coah are: 

(l) 'l'o 1111).1nt&1ll thnt position of the dollar with reference 

to other curreD4iel that will 8llCOIU'&4!e an illereaainc dol:oestie and 

foreign t rade, and thereby helP raise the standard of lirtng and 

p romote peace. 

(2) 'l'o el1m1Mte broad fluctuatione in exchanee ratee without 

sacrificing sovereignty over our monetary poll~. 

(3) 'lo facilitate the smooth and easy adJustment of illter­

national pa;ymenh, .ad fos\er stablli\T of foreigll 110net&r1 .,.t-. 

(4) 'fa avoid ooapatitive depreciation of currencies. 
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II. 'l'li!S! .tR! !!0 OIIJEC!IYIS. 'l'Hit .&llllliO! !0 D Kll!ILY OR 

Q.UlCILJ .l'J'UID!l. D .&llll 1IOT :IYD Cl!21!UII' 'l'Hit CAB D CLOULJ 

APPROI.CRKD, 

ltlahnr ita Mrlia 1A tbeo17 , ~ old pattena of -\&17 

o;yat.,..., witb 1t1 pre~ rel1Ail0e on aut-tlo operation, oan 

hardl.7 be eald to baYe pr0110ted the forecolng obJectlne. !he 

new pattern which 1e eYol•1ng pl&oee 1te aaqlh&da on 1 oontrol1 or 

·~t.• 1'1 do DOt 71t know uactq tbe f1Dal pattern that 

will -rce. lhether w1t.h it n aball be better able to approaelb 

the gaale I ba'YI Jut MDtioned r-h• to be •-· l'e th1llk n 

ahall. 

III. Ill IllnLOPIW !HI Dl P.f.!DRIJ !I RlJlj !0 DS!· 0!1R Y.I gen= 

l!!l.ll· 
l'e are, 1A a eeue, on =charted eeaa, and w ..ut prooaed 

oauUoueq; w han to teet and nr1fT each atep, and co oJil¥ 10 

faet ae n can IH clearq ahl&d, 

!he DIDUOU mnetar,. --=e• and repl&Uone adopted 1D 

the past foar 7ear1, th~ deliped to ••t probl- &I tbe:r 

arlee, are DOt a colleciion of haphasard derloee. !beT fit into a 

pattern, into a eeqaaoe that - witb poalibq ODI uet~PUOD - 1a 

leadinc ua 1A tbe direction of tbe obJeoUna I .-rated abon. 

I aa aure that tbe ,.,ne\&17 chanpa that han oooaned an 

t&lliliar to ,.-. •enrtbeleaa, a brlet r....., ef the uol1liion 
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ot the new pattern aa 1t ~ears to one wbo baa participated in 

ih actual torwlation and 1a reapouible t or ita practical ad­

ainiatration ll8¥ be ot interut. In 8ZJ3 ease, it will prorlde a 

good atarti"« point tor t he c!l.eeuaaton. 

IV. TilE OLD PA1'rEI!l!, PATCHED UP .Al'1'li:R Till WAR, 

lll!OXE DOTIN Ul1D.IIl 1'HII IliPJ.OT UP ml: D:I:PBESSIOU. 

Juet when the old pattern begNl to wealaln 1a ditticult to 

aq. !he cnmbli"« became apparent to 110at obaerTere in 1931· 

You doubtleaa r e<:l'll the outatandinc events which accompanied 

the spectacular collapae in that ;year. The tailu.re of the Credit 

Anetalt :Bank in J.u.tria wu followed , aa ;you remOillber, b;y a run 

on banks in Oerman;y which, in turn, led to a drain of gold !roa 

t he Reichabank and the :Bank of lngland. lle!ore t he ;year waa over 

En&lan-1. Japan , and the Seandinarlan bloc had lett the gold atandard 

and several eountrha had imposed exch0D4e restrictions. ll;y the 

end of 1932 aix more countries had gone ott sold and a halt docen 

others had adopted exc~e eontrola. 

In Llarch 1933 we joined t hat large &ro~ of countriea which 

were determined to becin the proceea c! recover.; with t he aid c! a 

new acnetar;y pattern. 
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V. IN IWICH 1933 'l!D 'On'l'ID S!ADS BROIC!l AWAY J'I!OM THE SlllOILES 

or m oLD OI!IJJ:R J.lll) m DW P.H'l.'Dlf BJ:QUI TO :amaas. 

!be fin~ etep •• tor the OoTerDDent to alee control 

of internal cold hol~. 

(1) On »arch 6 the banka ""re prohibited, b;r Presidential 

procla!:lation , ud Oover11121ent office• were prohibited, b,y order 

of t he secreta.ry of the Treasury, from pi!V'ill& out gold. The i n­

crease in gold hOIU'dill& · ,... thus t.nedia tel;r a topped. 

(2) SlleceiBiVe actions beginnill& with the 'beeutive Order of 

.l:Pril 5 reqllired cold ud gold certi:tica tee t o be surrendered, &~ 

thua COIIIPlete control of all moneta.ry col d in the United St3tee 

waa achieved. 

(3) On June 5 Oo~~&reee declared •cold c lauses• invalid, 

thareb,y eeverinc dollar transaction. from gold. 

'l"a.e aeeand lUI4 overl&pplug atep •• :tor the (lovernoent 

to take control of the external now ot cold. 

(1) !be Prelidenti&l procl.am<\Uon ot ~t>rch 6 and the b:eoutive 

Order of ~t>rch 10 prohibited the export ot gold e"cept under regula­

t iona or l icenaea. 

(2) On April 20 u 'becutive Order defined the authorit;r of 

the Secretary ot the TraalNZ7 to iuue licenaea to pPOrt or ~ 

~~<~.rk gold, t or tnr.naacttona in toreip e:o:c:han&e, trua:ters of 

credit abroad, and u;porh ot eurraney ud coin. 
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'tzll UJII~ll St.t'l'AS GOVEi!llllili'l WAS !Ill Ill J. POSil'IOII TO 

!lllULA.RE 'l'O 'l'IIE 1JOBLD la'S MONETW I!!1l!.VIIDEI!CE· 

While the World Economic Confe rence wne in session 1n London 

~iting for the United Statea to distribute 

lar£8••• in the form of generoua dlbt ramiaaiona, addi t ional credi<a , 

.ar11f raductione, an ovet'-1'10l'lll!oUon of <he dolla r, and a re= 

to the fe<ters of the automa•ic gold e<andard, the President aent 

a aaeaaage which unequi• ocall7 etated our moneta1"7 independence and 

our new moneter, object ivea. 

I ean do no better than quote from tbat historic .,..ssage of 

Jul)' 2 , 1933: 

• ••••• old fetish•• of so-cnlled international banker• 

a r e being replaced by etforta to plan national currenciee 

wi<h the ooJec<i' e of giTing to thoee currencies a conti~ 
i~ purcbas ing power whicn doll no~ greatl7 var:r in ter1111 

of the col80d1tiea and need of 1110dern ciorilimtion. Let 

..., be f.enk 1n aa)'ing that the United States seeks the ldD4 

of a &>liar which a £8neration hence wUl bave tile -

purchasing and debt ~ing power u t he dollar Talue n 

hope to a t tain i n t he nenr future. That objective aaeane 

more to the good of other natioDII tbon a f ixed ratio for 

a month or two in terme of the pound or tranc. Oo.r broad 

purpoee 11 the pe~nt atabiliaation of en%'7 D&tion
1
1 

c:urreO.C.7·· 
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till!: GOfl::RIOO>li'f 'lAS NO'I COifl'BOll~ '11 'rH 'l.'IB 'l!ASX OJ 

]l:!f.::!LOPI!iG A l!ECWUUSJ.{ Oll' CO!ttllOL 'l'O Gl Ill E!'3'ECT TO 

OUR 1001 POLl CY. 

(1) On August 29 sales to incluetry and abr<llld of newl~minod 

domee tie gold were authorized b1 "Executive Order. 

(2) On October 25 the Heconetructlon Ptnance Corporation was 

autho rised by Executive Order to acquire newl~mlned domestic gold. 

fn,e rate at which gol d was acquired we.a announced fi'Ol3 tilDe to 

t ice , and varied from a.n amount equivalent to !i29. 00 to :,~34. 41> per 

ounce during t he period of acqu11H1on. 

(3) On Jan~ry 30, 1934 , the Gold Reservs Act ~lifted and 

conaol idnt ed the essential instruments of control . 

(a) Title to all gold of tho !edoral reaerve banks waa 

transfer red to the United S ta tea . 

( b) '!'be .A.ct of 1181 12 , 1933, bad already authorised the 

President b1 procl~U:~&tion t o fix t he weil;ilt of the 

dollar and Jnd placed the lower Umit at not le .. 

than 50 percent. 'l'hh .A.ct provided that the wei,sbt 

of the gold dollar waa not to be nxed at more than 

60 per cent of its exiating weignt. 

( e) .A. Stabilitation !und of two billi on dolla rs waa 

established. 
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(d) p rertoualy exbtii>C proviotone of law relating t o the 

power of the secrew.r1 of the ~aurr t o bnT and • •11 

gol d were r evieed. 
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(') Oil Jan'IIU'J 31, 1934, the .. icl>t of the COld 4ollar •• 

f1xe4 b7 ProclaaUOil of the Pr11id..,i at 15-5/21 crains of cold 

9/ l Oth fins. Oil the - ~ PQrcb&ae of cold •• authori .. d ai 

$35 PBJ" cnmce, le11 1/ •th of one percent, and H ._. -c.d that 

gold would be aold for elQ?Ort to foreip c..,tral blab whcner our 

exclwlge ratea wUh cold etalldard currenoiea re&che4 the cold export 

points so fixed. 

VI. m& PDIOD 07 .t.O!In I!l'll!IIIA!lOIIAL COOP!:!I.U'IOIJ 

B!GU I'I'll! '1'!!1 !l!Il.U!Ifl .lli!WIQ!IIIIft, 

Confronted with an acute :Du'op..., 1a0netar:y 11\ulUon that not 

o~ threatened to de?elop into a period of diaaetroua ooapeiitive 

depreciation but, laOrl llrioua]Jo, held era?• pollibil1t111 of 

interatlonal political break-down, the &O.,.rDmeDb of the thli\ 14 

Statea, Great :aruau, and 7rance •41, Oil s.pt..ber 26, 1936, an 

auno=-t which conaUtuted a .aJor etap to-.rd international 

eo operation 1a 100neta.,. poliq. 

!ilele three COY~nh otated, amonc other th1zlc8 , tha thq 

propooed: 

'faldllc uto t'llll -.-t t he requir-h of lateral 

prooperitT, to •latai..D the createet poooibll eqa1l1br1-

11l the qote. of 1JltenaUcmal e:robenl'l 11114 to a?oid to 

the ut..oat ext..,t the creatloll of alliT 41ai'a:rballc.a of that 

• J•t• 11¥ 1Jlternal -tarT a ction, 
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~e three l')'fertlalellh ill'fited the cooper&tlon of other MtiollS to 

reBlhe the pol1ey laid down 1ll the decle.r&tlon. 

fo fUrther lJIG!lement thls etatet~ent. the Secre\.'\1'7 of the 

'c!'reat1UJ7 &DDouneed, en October 14th, that gold would be sold to 

t he exchange equalization or stabilization fundi of those COUDtriee 

whoee tunde 11lanriae were offerinc to ~ell aold to the Onited State• 

on terms nd'falltageoua to the United States~ 

rrance and ~eat Britain were """'ed aa coapqillc with the con­

ditione, tor the pureh&ee of gold from the United States. 

On No•ember 24, 1936 , Belgium, the Betherlande, and Switzerland 

1nd1eo.ted their adherence to t he prilleiplel contained in t he trl­

parti te annowcelllent, and these countries were added to the lht 

of countries to which the united State• would eell aold. 

VII. 

Ill'.i.'E!UilTIO!W. GOLD llO~ THE 'liiEASllln, OB lll!lCEl!BER 24, 1936, 

BEGAl'l .A. POLICY OJ 1 S!I.'IRILIZI!fO" OOLD J.CQlnSlfiOBS liiil'!!ttfEi C~ 

DI!IOCS JUS!IJT. 

To dete about 190 million dollara worth of gold 1181 been 

placed ill the t....ct1'f8 account. 
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(1) to atbla, aa4 onoe attained t o u 1Dtaln1 

rea~oaa~ •~table aa4 etable 1nooae relat1oneh1~1 

1n 111101eeale Prill 1 ... 1 •• 

(l) tO Mla\&111 a IIOcleNttlJ ltab11 OOi t ot 11Ylqo 

a. 1a a.. lahndlW' t1e14 ov coal• area 

(1) to Mla\&111 Ulal poa1Uoa ot tilt 4ol1ar wUb 

.. 1 .. , .... 

\ 
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(2) to ellldaau broad nuotuaUone 1a • ......,. .. .._ 

1aternatloaal ~t• .nd toeter etablllt7 ot torel .. 

(~) To aYol d o~t1t1Te depree1at1on ot oarreael••• 

n:. tDIC AU 'niE car&OTlftS. T!U!I AJU: lor '!'0 BE CMU:t 

Oft ~IOitl.Y AT'I'.UIC. WE AJU l or !!YP O£MAIN '!'RU OA.I II 

OLOBli:t.r APPROAQREI) . 

lbatenr lU •rUe 1a UworJ, Uw old pattel'll ot 

opeNUoa, ... bardlJ be laid to baYI p J'OIIOtotd the tore-

pl ... • 1u Miph•e&e ,. •ooat1'011 or •· n•pMat•. We 4o 

DOt ,.t Do. ~~ Ule tlaal patteN tbat will a•ZIIio 
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prooeed oautlOQilJJ ft baft t o teat and Yerifr oaob atep 0 

and go onl7 ao f'aat •• .. oan ... oloaJ'lf at.ad. 

1A \ho put t our reare0 thOQ&tl 4eaipe4 t o - t probl•• ao 

thor arlH , are not a oolloot10ft or bapbas&J'd 4ertooa. 

Tb07 flt lntO a pattel'l\ 1 1nto a HQIIeftOO Chat - wltb 

poaalbl.J OGO oxeepUoa - 1a loa41118 u 111 the d1reouoa 

are taalllaJo t o TOll• • .,..rtbelo .. , a 'bl'lot ,...... or tbe 

u ..... 
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ta1111N tit the CN41' Aaetal' a.u. 1a A..VU ... ton a nl, 

•• ,.. •• • •••• tq .... Clll ~ 1a o.r.n.t tbleb, 1a 

IMJt tit ,.., mi. letore tbe ,.. ..... ...., hCI_.., 1...-, 

uc1 u. ·sa1n•tu'llu ~ .. left - p1a .W ..a 

' 
.... ftl ....-l'lee Jaa4 •sroMI eutesp .. avt.au ... 17 

Mlt 6D1• II", 11 z1 ,, .. •• I Ill'* 1 .. 

Regraded Uclassified



,... 3SO .. _,_ 

w JOiMcl U. pr:nN .t uaoe. -Vlwl 11110...,.. ...... I I 

Y • I I IWICII lffl flU Ull\'C ITA'I'i:S BftOU AliA! PRC* 

f8C SKA(JIUt 01 ~U OLD QIUID AD THE ll:W PA!TDII 

BCG.\11 ~ PV llo 

!be n... ..., .. tor \be Oo,., '"' t o ~ 

-ti'Ol ., ll••=pl 1014 holu.p. 
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1D'fal14, \be"b7 M'fal"lac 1Dtena1 -•'U7 , ....... u•• 
tl"'OI taw 111\e .... uOIIal .... ,U7 nu4ar4. 

'ftla 11Uit4 aa4 onr)App1Jii 1\eJI wu for U. aonn rn\ 

to tab _ ,1'111 of u. muvt now of pl4. 

( 1) OD llarob 6 alt4 10 , la•tl.,. OrMre ..,. 11.-4 

prob1b1Uq \be oxpo1' ot p 14 onept ..Or replaUou 01' 

llMftMio 

llooaMe to oxpol"l 01' e-..k p1d , to? ti"Uleaotloae 1D 

to .. lp •~·••Po ti"Ullton ot -au, aa4 •liP.,..• ot 

!111 UIIDID M'Aftl ~11' WAI 'l'RU JJ A P08Ifla. '1'0 

D&Ol.AM to '1'8 W(IW) I T! MC*S!W llpiP''!""f• 

..U. u.e ... 14 •••• tll o.tanaoo _. 111 Mlll.aa 
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tolten fll 11M _. .. uo pl4 ••m'"''4, u. Pr .. 1._, ..n 

,'nl'lla4.JlLJ6 ouut. 0111' ... _...,.,. 

•J..u .... 

r .. «e eo bettor tllaa q110to t?oa a.t bJ.otOJ'J.o 

...... 1 

• ••••• o14 toU ohu ot o~od 1D~U"e' 

~ ... be1llc N pu.a b7 otto"'• to p1aa 

uuoul • s •ou• wU b tho obJoou.,. ot 111'1111 to 

a.... tNlcsaale• a ""''"''II puW• •'• po •• wldllla 

.... .n .,..u, ..., aa ._ o~ * 1 r 11tJ.eo 

..a .... fit 1 r In• •nuaauaa. .., • • ""'* 
1a ..,_ -· 11M aat.'-1 ........... - ... fit 

•••• , •• ,, .... .,....u. tl • wUl ...... 
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Ulall a n.4 NUo tor a -"' 01' two la ._ ... et 

t!» p • or tnno. 0111' broa4 p!U'JlOII 1 1 "'-

pea 1 ' etab1UzaUOil ot eftl7 u'101l1 1 = •=t~r·• 
ftl CIOfiH I WAS JKJr OC.PR<W!D 'llftl 'I'BE fAK or 

Dn&LOPut A a:GIIAil• or OSCM " o1n UPEC'I' ro 
OUft 11&11 I'OLICJio 

o.ter. 

(2) Oil Ol'eMP 25 11M RHOila,PIIftlOJJ , .. ,., Gorpoaa 

.sui ....ue ,.u. ftll .. ._ •' ~~Mill ..U .a ;u a 11 a 

Regraded Uclassified



394 .,. 

(a) 7Ule ,. all pl4 ot Ule hlesal Reeuu• 

.,.'- .. \r&Uhrrt& , ... Ud'-4 ...... . 

('Ill) 1M ...... , flit .. pU 6oUar .. _, .. .... 

• , .. l••• .... ,0 ,. •••••• 
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u ... eMI 1 nil tlult 1014-.14 be eolcl fwo .,.., to 

tonlp ... tral bMka +ta 1 fwl' OIU' •••RII' rate• wUb .-14 

TRJ: Pi:RIOO at AO!'Ift I ITJ:RJI}.flOIW. OOOPDAH 01 

BmU Wlfll f1JJ fiUPAR'l'Ift AaOOADo 

that .ot oal7 t!l.l'wateaed. to a..tlop lato a pwrlo4 ot 

btl4 .,.. .. pote1blllt1wt ot 1ataaat1onal poUUwal brtM-
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... u. 011 .., 411ta* =·I ot .. , .,. .... -

llltll'nal -tar)' .. , .. 

!U UINi PftPI I U 18Yltecl \M .ODpeNtlOil of .... 

aaUOM W nell .. tbl S*lieJ' lal& 6IMa 1a tbl &MJU'atla. 

oro twrtbllr '-Pl• .,,, t:1a11 au u a, a. ..... ...,. ot 

the ts n.aPJ" an• uul, Oft OftobiP l~th, that pl& t1111Ql4 

be eol& \ o u .. 1 1 1 nnp eqr 1 haUoa OP 1'-bUluUOft ""r-•• 

ot \boN -•Pln ¢211 t .. UUft .. - otferllls .. 

.. u pl& w .. -.al'-4 ... .... 
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'l'lul c.o ... na•t Securit7 Karat 

Week eDded J'ebraa17 'i!1, 193'7 

• 

The 4«"0ral l e•el of tba Mrket f or fr' .. IIUI7 bcndt at t he el on 

or the past 11'Mll: 11'&1 about the a-e Ill 1t -e At the bac1nn1JJ& c f t ho 

"eek. 'l'he Seeretnr1 ' • announe•eDt on the !larch 15th f1Juulelng 

Tbu.rada7 r<>oul ted ln a coed d.-nd and prtce a dnneet on that daf 

nbout offaet i r re«u\orl7 lower p rleea on the othor r011:- t radlng dafa, 

Vol=• eontilltlea t o be aCI&ll and tre.dinc na altocather in .. u lota 

...., tb t he lone -turit~u aUll in the Mat d-.,.d, Ho,.....er, abort 

end Intermedia t e maturlt1oa Yare ateadier than f or acme time and 

da;v-tO"'da7 prtce chan&•• for the .. were ccnrinod t o fllllllll fractiont, 

( !let cb4ngac for t.he week thew gnina of l to 3/32ndt b7 the three 

longest satnri ties •hila all other houu •ere eanarcll7 unehanced to 

2/3~• lower. In t h e anraga, OQarantaad houea tinlahed l/'J2nd 

l . 

lower. 

In the 'l'rea1U17 note urkllt the April 1ri~ta1 l>dYenced to 

101. & bid on Thursday bv.t aubaeqnent17 eaaed to clooe at 101.3 bid, 

up 2/32nda. At tbh prtce tlul current pr_t_ placed on the rl&htl 

110 a bout 3/~e of a point. Tlulre -• a -11 ...,""t of aellinc in tile 

lo~ noho and thh, ri th a fair Ecunt of 111'1 tch1Dt; ou.t or th•, 

raoul ted 1D loaaea or :1 t o f./32Dila b)' tboae iaau .. M\u.rillf: attar 

JUJie 15, 1939, In tha short iuuea t.ba s.ptea~ber 193'7 •tur1 V 

advanced 1/32114, while all others lost 1/32114. 

338 
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?·j~·~f);;t~'~~ 
fJt~ ~t{ 1-(~· f Vi\ll .- tl 
~ PARAPBRASJ: or T!LJ:GIWl R:a:onvn / 1 

FROK: American J:aba111y, Tokyo, J~an 

DATJ:: February 27, 1937, 6 p .a . 

10.: M 

Reference is made to t elesram Jo. 59 of February 19, 

5 p .a., paragraph tbr ee, !rca the J:abaell)' . 

FOR Til! SJ:ORB:URY OJ' Til! TREASURY. 

Firat. A report wae recently published in the 

Japaneee preee that the Government intended to ship gold 

f r o• the specie reserve t o the United Statee in early 

March to the value of 10 million yen. It was atated that 

throughout the year it intended t o ship newly rained gold 

purchased by the Government either to London or Jew York. 

It was eatiaated that t he t otal ebipamts during the year 

would probably amount to 130 million yen at the present 

exchange value of the yen. 
, 

Second. The Oo.aeroial Attache of the J:abaeey wae 

i nforaed tbia morning by Tauebiaa that the above report 

1& a newspaper fabrication. Teuahiaa aaid that the Oov­

ernaant ae yet hae aade no definite plane ae to the tiaee, 

destination• or uounte of any abipamte of gold they 

may aate. He particularly wanted it to be ltno.rn that the 
not 

shipments when and if aade need/be a cauee for uneaeineee 

a s to t he specie reeena of Japan, 

reserve ie exceeeive. J:Yentually, 

ae at present thie 
indicated 

he/~, Japan doee 

intend to eh1p gold to the United Statee, beoauee he 

399 

' 

aaltecl tile o-c1al Utaoha if he thought ehich gold eh1p-

Regraded Uclassified



c 

( 

40tJ 

-a -

aen1ia would interfere wi til the pol1oy of the Treawry of 

dilloour~ing b.eaTJ infiux of 1014 into tba tJnihcl 8ta1i ... 
• • 

The reply of the Co•eroial Attache waa tb.at be did not 

think there would be any trouble from eaall eb1paenta. 

Third. 'fe aa111111e tba1i Secretary Jl.orgentb.au wanU u 

to continue telegraphic report• a1i interTals on iapor1ia 

f1aoal deYelop~~enta in Japan; please inatruct if tbia 

aa111111ption is not correct. 

GRII· 

... ,. ... ~ .. 

U:Lft • I 

IJ t lt. D 
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WORKS PROGRESS ADMINISTRATION 
W~ I C I~ I 

17M IC'W VOAIC AYIEH\M NW. 
WMHI....,-oM, D. C:. 

!'ebru&rT 'n, 1937 

Dear BeD%7• 

You will recall tb&t -tiae aco I osaid we 

hoped to get 25,000 DOD-relief &Dd •dwlnlstratl.e 

•ployees transferred out. ot t.be WP.t. prior to .TanU&rT 1 . 

I aa encloai.Dg cow ot the record on tbet.. It. abon 

tb&t. n dropped 6 ,000 ada1n1at.rat.1n •p1oyeu troll 

August. 31 to JanUB17 31, &nd nearl,y 29 ,000 non-relief 

workers duri.Dg t.be - period. I aa conrlnced t.ble 

wUl show & rurtber drop 1D t.be 80nt.he or !'ebrUUT and 

Ve%7 alncerel,r 7oura, 

.t.dalniet.retor. 

The Secret.&:l7 , 
The TH&SU%7 Dep&rt.llent, 
1l&ah1nctoD, 1).0. 

40l 
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!!Q1!!!! STATES 

Augwot 54,189 

Sept .. ber !!15,518 

October 15!1,271 

llov0111ber !12,071 

( December 29,445 

Janual')' 28,522 

c 
Feb. 20, 11117 

llullber or Adainutrati .... and llon-Re1iltt 
!lap1oye .. b7 llontha 

Augwot 19156 - lanual')' 19&7 

CEIITJUL 
omg ElM! 11011-RELIEP 

2,&81 156,5'10 122,924 

2, 272 !15,790 126, 974 

2, le2 !15,4!1!1 lS1,276 

2,1!19 !14,210 1l'O,I5915 

2,02!1 151,468 U6,689 

2,0U !!0,5&15 100,1579 
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159,4114 

le2, 784 

188,709 

184, 60!1 

148,157 

1!0,912 
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I ll!~ O:UY 

PARIS 

DatEd FEb. 27 1 1937 

!tec 1d . lO:lOao. 

28-~ , FtbrtU". ry 'Z7 , noon. (SBC~!Oil Oi"E) . 

~ ,, .;-
403 

In thE dEbt".tE on gEnEral pol!.cy 11!1ioh toolc plcce: yestErday 

cftErnoon end lcot n:g~t ~::> t :u: Chni')Er , t h E GovErnmEnt rEcEivEd 

c votE of c onficlEnc£ Wi t h i ts ousto:"l:lry = jori ty of cppro::imntEly 

150 votEo . 

T"~ f).n.·mcinl c spEcto of t ::£ dEb.:.tE nill bE rEportEd in 

dEtcil in Coo:Jrcn 1 o tElE3rrun for the '!'rEaa•.;ry. For bcc!q~round 

pi.'.I'pOSES y01.~ DC:." bE 1.ntErEotEd l.O t llE follOWing: thErE he a 

for sOI:IE t,.I:!E bEE:n r. srowii'-S t'.llEcoinl!lls rEgcrd:cng GovErru.1Ent 

fin.--.nc Es r.l'.d t:1E p1•o'Jlm of :.-c!)idly r inng co:~to . Spe: a!dng 

t 11o "'EE!.:s C'.:;o to GovErn.."'Ent En!_)loyu: o \Tho uErE dmanding o~lary 

incrEcsEs 81UI:I sta tEd thE nECE~o :l. ty of C\ " pcusE 11 ns rr:scrdo thE 

rEcliz at5. on of thE GovErn::lEnt 1 o oocicl t'.nd Econor.ti.c pro;;rt'm. 

llE rEpEotE<l. t' •: o warn ng th£ f oJ.lom11,1 '\ny to thE ilcttoncl 

Co·mcil o~ t.~E Socialist Pc rty. Flr.ndi:l thErEUpon ::mnouncEd :U.s 

i ntEntio:l of intErpEllntl.Dg thE GovernmEnt cs to t.~E r:xaot 

oignific=o£ of t~r: "!.'C\u:JE .. stntina t lw.t ~E fElt a n:::ttr:r 

involVi !l$ t ::t ECOOOtU.C prograu Of t h E GovErnDEilt UC".S Of 0\\Ch 

inpol'tnnce t~ll\ t 1 t a hot\lt1. bE dEbe tEd bEforE thE Ch:mbcr tmd a 

i'ull E~plcnation 5!-vEn . (El'D SEC'~!~i' Oi-!E) . 
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3ecretary of State 

·7ashill8 t 'ln 

GRAY 

Paris 

Dated February 27, 1937 

Rec'd 11 : 40 a.m , 

284, February 27, noon ( S":C'l'IOI~ T'YO ) 

404 

by 3lum as to what he had in mind . At t his time indice­

tions appeared that Blum wa, perhaps considering a mo1lfica­

tio~ o~ policy in an e~fort to restore confidence involving 

!IIIIO.t:g other things the replacement of the Minis ter or ;o1nance 

and of the GovernDr of the Bank Of France . 1'/ha tever f ounda­

t i on t her e may have been at onQ ~ time for the report3 that 

these cha.nges were under consideration Blum's speech at 

::t. Nazaire and Nantes a week ago made it clear that he 

~ad definitely decided aga i nst any modification of the 

Gove~~ent • s progr!llll or an~ cha.nges i n tho personnel of 

his Government. He also ma~ e it clear i n these speeches 

that the "pause" meant me ely factional breathing spell 

to co~solidate the gains already made in the economic and 

~octal f i eld whereupon t he Government would resume 

mnasures to realize its full program. In other words , in 

these 3pe~chea nt St . }Tazaire and ~·antes, Blum effectively 

answe>:-ed in advance Flaudin' s interpellation . 

Ap~ rt from the purely financial aspects t he debate 

yesterday 
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U -2 - 6284, Feb. 27, noon (~~C . 2) from Parts 

yesterday was of interes t t n thAt 1t drew from Blum the 

statement t hat after the "pause" the program which the 

Government intends to complete 1s the program approved 

by all the parties concerned composing the Popular 

Front and thet any e~tens1on of t h1a program would require 

similar appro val by these ptr ties, including the Radi cal 

Sociali3ts . This statement would s eem to be a 

dtsavowol of recent speeches by Jouhaux, Faure and Thore~ 

onnouncing an advanced 3oc1oltat program incl uding 

"not tonnlizatton" of bonks and insurance companies . 

WILSON 

HI'D 

Regraded Uclassified
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Jo. aM of rebrua:ry 3'7, 

The position of the Radical socialists ia difficult 

at present. A •eeting waa held by tbe parliamentary group 

of tile Radical Sooialiet Party on the day before the 

cna.be:r debate in whicb the financial and eoono•1c policiee 

of tbe Goveruaent were swrerely criticized. Decision waa 

reached by tile party, bowwrer, to Tote in faT or of the 

GOTerDIIent. Tbie was not so 11\lcb - according to sa.e Party 

membere - because tbey had confidence in the Go...ernaent, but 

at thia tiae they did not want to ae.uae the reaponaibility 

of oTarthrowing tbe GoTernaent. Tbey prefered to let the 

GoTarnaent bring about 1 ta own downfall. 

I had a conTaraation wi th one of the leaders of the 

Radical Socialht Party. He was outepoken in hie condem:na­

tion of the financial and econoaic policies of the Govern­

ment. lll that would be needed for restoration of tile 

neoeeaary confidence be said would be for Blum to discard 

the C011111unista, make two or three Cabinet changes, and 

ll&ke reduotiona in gOTerlliBental expendi turea f or the tiae 
either 

being at least. RowaTer, Blum waa/not willing to do these 

things because of doctrinal reasons, or he waa not able 

to do tbaa beoauae of past political coaaitaente. My iD­

formant aaid that under these oirouaetanoea he aaw no 

solution and that the couatry was aCTing towards an in-

Teaterdar 
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Teater4ay while Bla. ••• apealt1a& 1ll the Cb&aber I wu 

present. I na iatereatecl ill obaarT1q that an 1111portant 

traot101l ot the Bad1oal Soo1alhta refrailled fr011 all)' 

applauae or 1n41oat1oll ot approYal of the atateMilta aade 

by Blua. 

DD Jo:Stwl&. 

lfiLSOI. 

U:Lft 
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S£orEtnr :r of Stc tE 

Wcohington, D. C. 

G.'UY 

PA."US 

DatEd FEb, 27, 1937 

n r:o 1d. 11:50an. 

2C6 , FEbru~.ry 27, lpc. (sac~ . on Ol!Bl . 

i .... dEbatE lest EVEni ru ~.n thE Ch.nnbEr of DEputiEo on 

t h E fina:tcinl and E c ono:lic P"l i.e y of thE GovErnoEnt EndEd in c. 

vot£ of c i'Jntid£nc£ of 360 to 209 fol lo,n.nn thE intErpEllation 

by Flcndi n on thE gEnEral polby of thE adcin i strati on e nd oEVEr£ 

cri t:toi ott by ;tqrnn-..td who ncrnEd thr: Gov Ernr.:LEnt notabl y the t ito 

pol i cy riokEd to isolct~ FrancE Eoonouically and financially 

froJ:t tht iJn~.tEd Stotts and GrEnt Brl. tain. 

At thE outsEt of hio i ntErptlln t : on Flondin rEftrrr:d to 

rr:cmt dEclarations of Blurt o.nd ru:::1ors c ircu1o.t£d of no::lino.tion 

of c. ntn GovErnor of thE Bank of PrnncE, n ntu UinistEr of 

FinancE o.nd a.:t E:tttnoion of t'~E GovErnnEnt 1 s oajority tor1ards 

o£ntr:r . IIE thought 1 t nao hi..;ll tinE to mlig.'l.tEn public opinion 

i n this rtspEct nnd also ao to uhat \IC.S ttEant by thE "pauo£
11 

annot\nctd by BlUJ;t . As to tht lattEr, Jouhaux had stat£d thcl t 

io:-lEdic.tEly a fttr thE opEn~.ng o f thE Paris Exposition thE 

Gov r:rnntnt should procEEd uith thE txEcution of thE plan of thE 

ge:nEral confEd Eration of lc.bcr . Flo.ndin thought this Di3)lt 

rEa lly ~~ thE situation as C~~at lEadEr ThorEz had said 
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on 286, Fe:b. 27, lp:t . SEction One , fro;:, Pr.ris - 2-

t hat t !u: Socir.list dEfinEd Cm~ t\·.nio t partiE a unity of action 

paot ~1ould at t• ct ti:;E llavE EndEd ~.n a t.mi te:cl l abor partr 

ht!:cciEd br Blur.t . ThE Ch.l:.ubEr and thE country :-.nai te:d a de:n1.al 

or c onf,.l¥.-"tl tion in t~uo re: ope:ct . Fland1 n pointEd 01.'t t hat thE 

Popul o. r Front proc;ran in Effe:ct oEEn e:d to ~ve: be:En re:a).:t. ze:d 

anve: t •u: nati<mc.l e:upl OJTlEnt f\md , csaurcnce: c.gcinat 

agrlcultur e: ~scate:ro and old age: pe:ns~~no . 

l?).('.ndin thEn dEvElopEd :l•.o i nte:rpe:llo.t;.on as follono. 

(SliD S~C"'Otl OrE) . 

i"I!L.SO!' 

:a..P 
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StorEtarr of StatE 

\7ashington, D~C . 

PJ'.:U S 

DatEd FEb. 27 , 1937 

::lEo 1d . l l:55an. 

2E:G, PEbr"®I7 27 , lpn. (SECTIOI' T'iO) . 

Bl= illld cm-riEd out !::io pr<J6ran in such o. 11ay no to 

diooipctE nny d~~bts c.s t o prEa:nt or futurE . !IE had 

410 

c.nnouncEd t:m t i t only rEprEOEntr:d a :JtEp 11dEait;nEd to facili­

tatE thE pt~tting into prc.ctic E and t"1E :JUccEsa of thE Socialiot 

progro.n" . ThE "pausE" Ylao to prEparE t h E countr y for tl~i o 

( nE\1 stEp. 

ThE dEbatE uno of a gravt and sErious charactEr but hE 

l 

(Flu.ndin) had pEr siatEd in raio ~.ng it in spitE of adVicE of 

cr:rtc.~.n fr~Ends "to rEfrain w1t i l EVEnts tlould prtcipi tatE 1 t" , 

:~ucll c.s tat ann=ncE:J£nt of an ErJpt}" trEc.oury , a rEquEst for 
' 

a ddi t i.onnl c.dvo.ncEs .froo thE Banl: of PrancE, or thE publica­

t ion of a otatEnEnt of thE lattEr shCI\"Jins GOld lossEs . 

ThE GovErnoEnt clainEd that not only nould it avoi d a 

ontaotrophE bl!t 11\"101.\ld lEad dtnooraoy t o a tJO.gnii'ioEnt 

futurE" . Ho>I EV Er , Flandin and h;.o fri Ends wEr E oonvl.nce:d tho t 

Bl= "woo lEading tl~E country to a catastrophE and tbnt tilE 

REpublioc.n rEginE nould pErish ~.f Blue pErsistEd in 

follOI'Iing hio prEoEnt polio;" . (Blr.:l SBCTICIN 'l'l10) 

VIILSOH 
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Flandln predicted t ha t events would not permit delay 

in deciding upo~ future 90licy. The financial and monetary 

situation would make this impossible. The Treasury wae 

in a serious situation and this was known to all. Govern­

ment employees were not being paid nnd he was relin'bly 

informed that orders had gone out to the different ministries 

to halt ex :enditures . Furthermore the Government waa tryin~ 

t o arrange another loan abroad. 

r o Government had ever possessed such large authoriza -

tions to borro• , The Government bad a ms.rgin of issue of 

Treasury bonds 'but what was serious was that they could not 

f ind any takers . The Government had never tried to iasue 

a long term loan although this type of l oan appeal ed to 

the small man who the Government claimed had confidence in 

the Popular Front . 25% ol' holders of "Oriol" bonds had 

refused to renew them in spite or premium offered of torty 

pe::' cent . 
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per cent . Subscri ptions in gold to the "n., tional defense" 

loa:t only amounted to one hundred and seventy-two million 

f r a:tcs gold according to Oriol's own statement to the 

f inance Committee . Although the rate of interest on 

ireasury bonds had been raised to 3 7/8 % the Treasury 

could only place t he t otal with diffi culty if a t all . 

:'urthermore , it was ,,ublic knowledge tha t two l a r ge 

Br ittah banks hod r efused to participate i n recent arttiah 

credit in spite of gold guoroptee . While all other 

currencies which had been devaluated were sought on the 

London market .;he franc was not . D!.d the Goverlllllel11' 

contend that a "money bloc" existed in London against 

th.., franc? 

\YILSON 

HPD 

Regraded Uclassified



( 

c 

( 

RB 

&ecretary of State 

·,lashing ton. 

ORAY 

Paris 

Dated February 27, 1937 

Rec'd 12:20 p . m. 

286, February 27, 1 P• m, {SY.CTION FOUR) . 

412 

Blum had claimed improvement in savings accounts but 

this had always been the ccse in January . Furthermore, 

since !dey 1936 savings had decreased by four billion 

francs . Devaluation and higher prices accounted for the 

increase in tax revenue . Increase !n railway reven~e 

was due chiefly to transport or British coal imported . 

~ven if railway revenue increased during 1937 by 1 and 

l/2 billions Blum had him~elf stated that 40 hour law 

would increase expenditures by l ,eoo, ooo, ooo. 

Therefore under present conditions no improvement in 

treasury or railways could be hoped for . On the contrary 

prospects were for on opposite result . Unemployment coats 

were far above estimates , the general rise of prices would 

' automatically load to revision ef contracts pa~sed with 

public administrations . Increase or pay of civil servants 

was inevit able. 
Increased 
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Increased buying power was basis ot government ' s policy 

but increased pr i ces would "absorb or f r eeze " capitol 

wil i ch could be thus made available tor Treasury.. 

Deposits i n the baruta in spi te of devaluation have 

boe~ increased . The country wns not in o condition to 

provide the money neceas,ry tor the Treasury in 1937. £he 

Gove~nment would soon have to have direct or indirect 

recourse to the Bonk ot ~>r 'nce to meet Treasury outlays . 

If Government counted upon profit from devaluat i on 

to minimum of 43 milligr~m a new convention would be 

(~! J SFCTION FOUR) 

"IILSON 

··:we 
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nEotsaary with thE Eank of ~once (to this Auriol said hE 

would not reply. ) 
Tht LlOnEtary si~~ation nas a s sErious es thE financ-

i al s i t=tion . ThE E:::cllnnG£ tund bo.d on Januar;r 29 cxb.auat­

td its gold at thE banlc rESulting from rEvaluation ot t:!:I.E 

gold rEoErvEs . It was true: that the tund could continuE to 

~akE gold from bank but this \IOulc'. dim'lnish gold rEsErves 

of 12. t'.;Er , 
:rnc'\ Er such circumstnnc EO thE unEqsinEss nbout thE 

franc \IOt>.ld bE substantially incrEasEd Especially as thE 

nublio had bEEn assurEd that franc at nEu parity aftEr 

dEvaluation, "uas in fact guorantEEd by thE tripartitE 

arr anzEmEnt ubich I do not bEliEVE is t:::act. " UnEasine:so 

about franc uno reflEcted in fo~ard ratEs of dollar and 

pO\~d. Lack of confidEncE futurE of franc nos duE to 

pl,)yohi.ological rcaoono and it would bt erronEous to claim 

otherwisE, SpEculation should not bE blamEd, Very real 

reasons existed , ouch, for instancE , as dctioit in tvEr 

increas;~g coomcrcial balancE . Ex?orts should bEnEfit by 

devaluation bUt dogutic pr icEO alrtad;r e:xctEdEd world 
pricEs , 
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pricEs. na~ matErials nEcEaeory for Franc£ will continuE 

to incrEasE commErcial dEficit . 

If GovErnmEnt fights pricE incrtasE by manipulating 

customs , tariffs and quotas, thE d£~icit Will bE aggravatEd 

os it nill lEad to incrEasE ot imports of forEign mErbhandisr 

ThE influx of visi tors count Ed on may not comE up to ExpEct­

ations . EvEn if thErE arE 2, 000, 000 visi tors and Each 

lEavEs 2, 000 francs , thE ~, OOO, OOQ, OOO trance thus rtcup­

Er~tEd nill bE lEss t~n rEquirEd to rEpay British crEdit 

in NovEmbEr ntxt. 

\1ILSON 
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41S 

Fvents ere leadtng up to an almost s~ulteneoua 

monet~ry and Treasury criais . The only method of financing 

req\:l rements will be by in.t' la tion and defense of the frnnc 

by exchange control although the Government bas solemnly 

re~udiated intentions . However, i t would have no cboico . 

L war out was offered by a return to a real liberty 

of movement of capital within the framework of a general 

policy of price, liberty and social order. 

He, Pland1n, bad at one moment thought Blum inten1ed 

to adopt such a policy es~eciolly in connection with Blum's 

search for peace guarantees in ~rope and elsewhere. But if 

the Government established exchange control it would 

"alienate the cooperatio:.l of the two democracies upon whose 

suppor t you have based guarantees of peace". Flandin con­

tinued; "I om not sure , but I think I con guess the under­

takings you hove entered into in this respect with London 

'lnd with Washington". 

If the Government wishes to restore confidence and 

induce 
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induce the return of French and toco1gn capitr.l 1t must 

urse union , xnd 1t must cease, "bove all systemati cally to 

o(l.lOse copi t nl and l rbor, as 1£ the one without the other 

were r:ot totally powerle~ . . (l'l'ID ~~CTIO!' SIX) 

IIJ:LSO}.I 
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SEcrEtary Of StatE , 

'"'aehington. 

286, February 27, 1 p . m. (SBCTIO .. SEVEN) 

ThE advisErs of thE Gover nmEnt imprudEntly proclaimEd 

without cEasing thllt rEvolution uould soon crush capitalism. 

~lE Jouhaux announcEd ~ 5rEat program of nationalization 

of crEdit , of insurancE of roilnays and thE kEy industriEs , 

M1nistEr FaurE callEd for consolidations and mobilization 

of fortunEs . SEvErac atrESoEd that thE rolE of thE Social­

ists wao to dEmolish thE rEgimE of capitalism, and Clommun­

l.st ThorEz announcEd a fen days nco that it \Jas possiblE to 

SEt up thE SoviEt rEgiBE i .n France at an Early datr: and 

claimEd that hE \Jould soon bt at thE hEad of thE country. 

AddrEssing Blum, Flandin askEd thE PrEmiEr how ht 

could allotl such languagE by hi a llinistErs; if thEy did 

not intErprEt Blum's own thoughts , Flandin doubtEd that 

:3l='s EXplanation of thE announcEd "pausE" could restore 

domEatio and inttrnation:l confidEncE and that hE would 

finally br: inducEd by his "EntouragE• to procEEd to 

constraint . Such mEthods hE predictEd \Jould not bt spec­

i fically Socialist . ThEy would omaclt of Hitl Er and Uueao­

lini , not to apr:alt of LEnin, and Stalin. 

Turning to Blum's satisfaction at his formation of 

thE "block of 
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11bJ.oc't of dmocrMiEo in op'looition to totnlitnriom 

otcte:o" FlC'.nc1in otrEsoe:tl. vi£11 "thnt t l1e: UnitEd SUitEO and 

Gl:'Ect :C:>:'itnin rro'..lld tul oome: re:!)Ulsion tor StnHnion 

totnli tc.rioo. " 

El:D SB:iTIOll SEV~;: . 
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Flandin was followed at the Tribune by Fernsnd 

Laurent who invited attention to the serious outward 

movement of gold, "at the rate of one billion franca" 

420 

( weekly and quoted LONDON TIMRS that between l a st week 

( 

of January and February 15 about twenty-three and a 

half mill i on pounds had gone to England, from February 18 

to 22, four million pounds and daily since February 22 
'• I 

at thl! average rate of two hundred m1111on franca dally • 
• • ' ! 

Auriol interrupted t o say this was ine~act and ela1med 
' o•• • l ,. ! . . 

that f~gurea had been furnished Fernand Laurent "by a 
I • • • 

high off icial of the Bank of Franee" . Auriol proteated 

that the e~chanse fund operations were secret·, He rape:~ ted, 

however , that the Deputy's information was false , 

The ·a! tua t1on had i..nprove<l du'rins' the la~t few days , 

huriol claimed, 'and he retuded to admit a reque'st ' for a 

co=1ss1on ot' 1bqu1rt. At thta pchut the debate be <lame ., colltuaed 

• J. 

Regraded Uclassified



( 

( 

RB 

421 

- 2-1;286, February 27, 1 p . m. from 
Paris ( S'!CTION JP.IGIIT) 

confused and asserti ons were made that the Government in 

r eality represented Moscow, Fernand Laurent denied t hat 

he had been in communicat ion with an official of the bank, 

Fernand Laur ent recalled that Plandin had warned the 

Government that it must change its policy before May, but 

the ~overnment well knew t hat an immediate change was 

imperative if the financial and economic situation was 

t o bb saved , Technical remedi es in his view could not 

save the day. The remedy was poll tical, "by an immediate 

and profound paychi ological shock'' • He pointed to the 

collapse of prices on the Bour se which followed Blum's 

speech at St. t'azeire 1n1dcating that he would not change 

his policy . He quoted s t a t istics t o show that the economi c 

situation had not in reality improved, save f or certain 

industries engaged in supplying armaments and thot the 

reduction in 

WILSON 

sus 
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unEmploymEnt was duE to thE nEn a11ny servicE law, 

422 

~ynaud dwElt notably on thE failurE of thE 

policy of incrEasEd purchasing power and insisted that 

thE dEcision to "pausE" was thE proof, ThE financial 

proble:w, in hi.s viE*• was s e:oondary . ThE troublE 

naa intErnal and profound . Rtyna\td pointEd out that 

in PI\Ymsnt of' thE largt qu.o.ntitiu of ran material 

imported, the foreigD supplitr had the choice of tno 

methods of paym£nt , If Frtnch merchandisE nas ohCi pEr 

t han gold, h E took French merchandisE, but if gold 

nas chEaper, that it to say if it had greatEr pur-
,gold 

bhaatna po11er abroo.d, llE tookt in paymmt. This nas 

in subotanc £ thE 11holE problEm. If' mErchandisE no.s too 

dur r.nd on thE othe:r hand it nas impEratiVE to hold 

gold on account or national dtf'enae requirQntnts , 

diotator'ial liE thods remainEd • But if' those werE 

r esorted 
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r!oort£cl to, thE patrimony of FrancE wov~d bE wastEd 

in a fE\1 months . ThErEfor! , it uas only b}' FrEnch 

labor that Franc£ could pay for ito imports . 

423 

RE}'nll.V.d t::J£n proc!EdEd to rEfEr to thE triparti te: 

monEtary agrEEmEnt mich hE rtcallEd that hE had favorEd 

and rteardEd as bEing important . In principlE it su')­

~oJEd that thE thrEE dtmocraOiEo nould follm1 a policy 

of pEacE . HE t h m said tEl'tually: 

11I lcnofl all that mi,:;ht bE said about thE inti­

matt sEntimmt of thE rnt~no of AmErical11 as concerna 

distancE from Europt ; but it is ExtrEmEly (#) on o. 

docU!l1Ent nhich btars thE signaturE of thEsE thr££ 

countriEs that they dEolare:d thEIIISElvts ll1 agrEEmEnt 

to fallon thrEE purpoote , nnmtly, to 

((i) ApparEnt Omioo1cn 

SDI8 
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:'!86, FEbrtu:w~- 27 , l p .: 1. SECTIOi: TEH 

or.fE:;t'.."-~·d pE~CE, t o f~ or thE Eotr.bliahn mt of condi­

t1. ma tllC'.t W<·t•.ld bEat o..,nt 1•ibl.ttE t o rE atorE ordEr in 

intErJ.'l:'.ti ::m:-.1 Econonic re:lc.t ~.ono , c. rd '.;<"> follow a 

policy tEndin~ to dEvel op pr~opEr~ty in t hE u orld c~d 

to ;~?rOVE thE lEVEl Of liVinG of pEOplEs . u 

nothing bEttEr could bE. oc.id , bE conti~"Ed, c.nd 

424 

in c :-....r;in.:; out thEsE ltr~.ti:tn nao'd!l tbE FrEnch C!overnu&n t 

b.r.d :;_vEn undErt:±ins·• · It h::d undEr.tr.kEn to follou a 

ce:rtd.il p~licy and h EO'E ~1.r: q'lOtEd thE docunEnt . FrancE 

,·,::o b l)l\l'!d by tbEoE p~"<>v1.rr."no · c. txl hE cqtud not 1.L1n::;int: 

t:rn-.t c.n;- French Governnent u m,lcl tc.kE tbE rEoponaibility 

of dEotroyil'l{; thE a rrc.zx;E: tEnt oi31'1Ed b y Blun. HE (;?} 

thc.t uhEn B:!.m:J oc.:'.d :-. t :lt. llr. za irE tb.r. t hE inte.ndtc', to 

~ot '.!:..t:l rE:JpE-;t tn tr iCE0 1 tQ cct;nd quota.o , onr.'. to 

r acili t~ tE thE El. ':ry or :1E~·c~nd1o E i nk P rnncE t!l.at b.r: 

bad t::Uo in ::.ind. 
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if 
REynaud was not surf/it was not too latE to 

do thi s . DEvaluation should hav£ beEn followed with 

rEduction of French pr ices to ltv£1 of world pricEs 

425 

so that quotas could havE bEEn supprEssEd without 

dangEr to French economy. Today pricEs abroad WErE 

rising and thE opportunity would haVE been magnificent 

for PrancE to recOVEr its economic Equilibrium. ThE 

pity of it all was that thE opportunity bad bEEn lost 

and today thErE was a dEbtor balancE . 

HEithEr thE monEtary systEm nor thE budgEt 

mattErEd if t hE EnsemblE of thE GovErnmEnt's policy 

did not rEestabli sh the economic equilibrium of Prance. 

As it was , French '!ll'oducers demandEd thE strength­

EninG of customs barriErs although today customs 

protEction 
WILSOK 
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\lc-.o h i.:;h£1' txn rn t hE EVE or dtva1U:lti on. '.lbo.t 

h ..¥1 ~!l!lEnEd n n o t hc-.t t h E Govtrnntnt hnd oupprEasEd 

OEVErn l h\mdrEtl quotcto d\:i.Oh 11uErE ct1rto.dy uoE1Eaa
11 

426 

nne~ t:~En rE~uc Ed tl'.riff1 by t;\IEnt:r pErcEnt . An nr t :!.olE 

purc:J.c.oEd i n Eng1o.nc:1. beS:orE dtvctlunt:!.on nt a coot or 

n~.nEty-f'i VE :rr:mco n on c oot on E hundrEd and tntnty- on £ 

:t'rC'.n00
1 

c.nd yEt FrEnCh p:'OdUOErS ati 1l dEnC.ndEd ~.::;ht:r 
-pr:>tEc'~:-.on i n ordEr t o c ont :!.nuE t o do businEaa . 

;.~ond FrC'.nCE \IC ~ rt:;nrdr:d :1 11 ~ si tn tj.ns bEtnu:n 

tr.E 1ibEl~11an of dtrl?crr.c i EO a nd thE c1oaEd .EconODY -
of dic'.;c turE:l nnd thE LC;'DOl! ~II' 23 hcd juot mpbD.oi,r:d 

tht".t FrctnCE n nuJ.d coon r ;.nd ~.taE1f oncE norE icolnt£d 

Eoononicn11Y un1Eoo it cl~.n~ed GovE;:>noEnt policy. 

:lEynnud n otEd the.~; r.1rE~.dy~rs b.c.d rt:c£i VEd 

or cl inatructicn to tn~r: cttpa to rEducE purohcoEat of 

t orEig;t currEnciEo by indi vid\cls lJ1 spitE of r£ c£nt 
co.tccorio 
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c r.tEgoric dEclarc.tion of thE llinisttr nf FrinancE . 

Exo!lc.t'I(;E control \7ould hindEr th£ outflou of co. pi t::tl 

to :. on::tll c:ttnt but it rJO·.~ld rcdioc.lly hnl t th£ 

inflo\7 ::-.n<! tlli:J uo..Ud bE c.bo\U'd in vieu of thE f ::tct 

thO.t ;1thE OClgE VEErll 11
o 

427 

ThErEforE , thErE utre: t uo policiEs . On thE one: 

bend , thE tripc.rt~t£. CGrEE~Ent, c.nd, nn t~E othEr hand, 

th£ p ol i cy of hi5ll prioEo . The: 11 pausE 11 could not 

poooi bly atop thE intvit~.blE c onaequEncto nf such ::t 

contr~.ui.o ti"n . 

Blu::t, iu thE n~nE of th£ tl •niater of Finnnce: , 

t hen br1.Ef1~ rtplitd by c. socEu~t diaconnEct£d rEDindEr 

of E r rorto :-_lrtcdy nc.d t to rtorG:mizE d Eparto£ntnl 

end c(X:ll:lUll:!.l txpE!lii turE o, t~pl::n~. tion rtgo.rding n 

c~plnint thct thE 

1 /ILSON 
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2C6 
1 

l?Ebrunry 'in 1 l p . ll. S~CT!OH TI7BLVB 

GovErnuEnt uns rEsponsiblE tor l~iting t hE Emplo~£nt 
of labor on thE Exposition to mEQbErs of thE ConfEdEra­

tion of Labor . Fl.nndt n llo.d oaid tl:n t thE GovErnmEnt 

wo.o lEadi ng thE c ountry to a oo.taotroph£ o.nd R£yno.ud 

hnd saiC'. thE cO'.mtry 17tiD bEing lEd to ruin. HowEvEr, 

nEi thE!' hcd pointEd thE way to sol vc. tion. 

Blum, howtVE~, confin~d himoElf o.lnost EntirEly 

to s to.ti 113 tl:ult tb£ ori&in of thE GovEl'nmtnt , t hE 

uol'!l: it had o.ccom!)liohEd, and its rEpEatEd · dEclo.rn tiona 

providEd GovErnmEnt ' B rEpl J • \'lhEn hE hnd spokm of a 

11pousE 11 hE did not by any mu.ns intEnd to l!llkE a gutilrt 

of c ontrition and hE ~id not intEnd to rEcognizE c.a 

justifiEd thE bittEr criticism of thE administration 

L~C.dt: by Flandin. He: 11ould not adr.lit thnt thE Govunme:nt 

ho.d tailEd, on thE contrary, "hE and hio ministtro hnd 

thE ri~t t o affirm t hat thE oituation today waa bEtter . • 

'l'hE 
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ThE oov.ntry uas 3rodunlJ.y rEcovEring Econoni.cally. 

It uould not bE difficuJ.t for h:!.L1 to rEfutE figure:o 

quoted to thE contrary. 

Bllm insisted tbt:t unm-,lo-yne:nt h::>.d rEcEdEd nnd 

th::>.t savingo u ErE :!.norEao~.n.; . I f it is truE that 

Br:!.t:l.sll coc.l 'o;rnnoport W::d :.norEa~Ed raiJ.':Iayo Earn­

in.:;o , it shonEcl. tl1."1t mduotry rtllll L'lOrE activE . If 

gold E;:ports rtErE oonoidEl'tlblE , the:y wErE clao oub­

otantial nl1En i~lanc.lin anCI Laval ntrE in officE . Ho 

OllE c '> ~d dEny that an : 1JnprOVe:raEn t h::>.d tnlcEn placE 

:l.n thE c ountry, Thio 11a0 obviouo by a uc.llc throuah 
(country?) 

Pn~io o~ thE contra!2· ~lE trcnofor~t~rn wt~o p~r-

42S 

~po uorE 'i:!Or:-.1 tb:'.n 1lltl tErio.l "no pEoplE llc.d rEoove:rtd 

COnfidEnCE in tllfDOElVE0
11

o 

::;E D£o.nt 

t~.r1E it nco nEcEoor.r:r to :i.n'.;:..•e<'\ucE into thE Gove:rn­

mtnt ' o prog:..•::u.t c. oe:rtr:.~.:..1 opi :..•it of prudEncE anCI c r.rt 

that thE rhytbr.l 

\1IU!ON 

npl 
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i'tEc 1d 4:20 p .m. 

28 6 , F Ebrua:<oy 27 , 1 p . m. . SECTION TJllRTEKN 

s!lO~cld b E slOVltd up and tbnt pErhnps cErtain mEasurEs 

t h EY ho.d in mind should bE ddtrrtd. " 

As to pricE a , hE ,,,.a 1 es s pr toccupi Ed ,'11th thE 

Ext;~ort pric~s tron w1 th dOiilEstic prieta . HE was con­

v~nctd that i n many costs pr1.c£s rEflEctEd too much 

grEEd. WhilE soci sl rdt'lrms had undoubtEdly affEctEd 

prieta , thEsE rEforms couba not havE bEEn put or! as 

thE s ocisl dnngEr wao too g rttat . 

TrEasury difficult1EO would not cEasE until 

430 

ExportEd end boardEd tunda hOd bEEn rEturnEd to cir­

culation . Public crEdi t nnd privatE Economy nEEdEd a 

re:lativEly tranquil brt~.tll:l.nc; spEll to rEcovEr . HE 

bEliEvEd that tbEoE ttxplanat:l.ons ntrE clEsr and logical . 

7fuilE thEY werE not ao abort as hE mi3bt hoVE dEs i r£4 , 

bE could not oo.y lESS "ithout lock of ruptct f or hie 

i nttrpEllo.tors and thE Cbambtr i taE1t o 
.t.a to 

Regraded Uclassified
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As to thE politioo.1 o1de: of the: d£br.te: c.nd thl 

que:otion of future: J?Olioy, the: po.uoe: 11ou ld not in­

tEl'ru.pt t3!: "o)";llphon'J• . T'• e: Oovr:rno£nt ' a poliO'J 

m•·~d b e: re::nme:d \1h£n o1r ounoto.nce:o pr:mitt£d. ( Y) 

tut-.:re: r.o conce:=e:d thr: GoVtl'nofllt th£ rEplY wo.o 

431 
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11ThE Gove:mmmt \'10\~ld procEEd to th£ samE Ends 

to\:art:.s thE achiEVEmEnt of thE nlini s t e:ri al program 

432 

which uo.s t!lE p~.•ogram of thE Popular Front . Furth Er­

morE , t l:Ey wo1.\ld not lEaVE t llis , r c:;ro.m co;.uplEt£ly 

susp EndEd . ThE ChambEr 'IO'~ld not bE se:nt on a vnca tion. 

~JE SEnatE bad b Efore: it thE law on t h e: trad E and on 

t h E a=Est y , aoo th£ ChambEr would pursuE thE d i scussion 

of the: a :;ricultural lalla , o.nd thE nati onal unml>loyme:nt 

tund pr o je:ct wo~lld foll o r soon. 

AftEl' thE pausE thE OovEr=tn t wo·.:ld tn!::E up 

t h E r £forl>ls Emboc: te:d z.n tb.E Pop1.~lnr Front progr&LI but 

as concErns n£cEasa ry ontlays t :!e:y 1'10'.•.ld tl'k£ into 

consi~e:ration thE pre:scnt s tat £ of Economy and public 

ore:di t . 
ThEy bad no rca ::~ on n'-late:v e:r to cM.n3e: thor purpose 

nn<. t!lis purposE vas tbat of t :>u: Popular Front. Tbia 

program 
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sms 2 - No. 286, Fe:bruary 27, trom Paris. SEctS. on 14 ,.. 
•• ' proc;ram v1as thE only on£ in re:gnrd to Vlhich an undr:r­

t a1dng Ex1ste:d bEt nEEn partiEs, It was thE only onE to 

which th£ majo'l'ity was t ie:C. to vis-a-vis thE co~·.ntry . 

It;h:us t h E onl.y onE to u!lic l:!. thE GovErnmEnt was tiEd 

to as concErnEd t h E ma jor i ty. " 

Bluo dEfinit Ely s tat e:C. t~t hE had no i ntEntion 

of ~ransforming t h E Po~ulor Front GovErnntnt i nto a 

National GovE•"r..mtn t nni thll. t h E hll.d no intEntion of 

,, ;_thdrnuins . HE vi suauzr:d t h E p Erils to tb£ dtmo­

o~ntic instit~tiono of FrancE if thE prEsEnt ndmi nis-

trntion s h ould fall • 

.LID OF tmSSAGE 

\"TILSON 

ems 

npl 
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Dat~d Fe:b, 27, 1937. 

Re:cd 5 :20 p;m. 

285, FEbrunry 27, l p, m. F1011 COCHRAll 

In cornnEnting Editorially upon ChambEr dEbatE of 

last night thE AGEl C~ &CO!IOUIQUB E'1' FI11ANCIBRB soya this 

• 

dld nothing to clarity the importcnt problEm, thnt ia as to 

tlho 1a going to put Prance: br.c lc i nto t hE big circle: of 

11orld rEcovEry. Thin papEr oonoi dErEd thttt thE Pr;nte: !Unis­

ter r1c. s adroit in httndling thE political· sidE of tht· eituot·· 

i on but f ailEd to g:tvE o.ny i ndic a tion of mEasurES toward 

lifvins thE rEstraint now holding back FrEnch rEcovEry, 

ThE Editor of t hE LA J OU'lliEE I i!DUST:li KLLE says doubts arE 

bEcoming ~orE gEne:rnl as t o me:rits of thE Gove:rnme:nt'o 

pol i ciEs . RE hints that presEnt poli tical stratEgy mny lEad 

to a nEl1 push, touard a !lorxist dictatorship. Bri tish finc.:l•l ­

i al prEsa t his mornins giVE de:tailEd account of dEbate 

strEoaing aEVE~ity of ~ttr.ok on thE GovErnmEnt , It is too 

Early for Edi torial o~.mtEnt . Unofficial ExchangE trading 

t his forEnoon rEvEalEd ahArp unEasinEss causEd by Blum' s 

a ttitudE in last night's 

( EliD SBCT!Ol: OHB. ) 

' /ILSON 

S! ~S :'PL 
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P.AlUPHIUSl (P.ARTUL) OF 8l0TION TWO, :ao. 285 

:froa Paris. 

435 

debate. There waa a :fairly good demand :far dollars and 

Bank of France 1s said t o have y1elde4 i~~portant amount of 

sterling . Some big Paris banks which wanted sterling but 

hesitated to apply therefore at Bank of rrance endeavored 

to get a paris American bank to b~ :for them. rorward :frano 

more offered. Other European curbings stronger agains t the 

:franc. 

Press reports :from stockholm that at annual meeting o:f 

Svenska Handela Banken the Kanaging Director strongly warned 

ag1Linet idea o:f increasing value of crown in relation to the 

sterling. 

(?) Wail yesterday invoiced Baker and ca.pany 487,000 

francs; bar silver, and COIIJ)tOir Ly11Dalem and to Ouaranty 

1,230 ,000 france gold bare both ILE Ill nu.liOl. I beline 

gold ehipaent represented proceeds of gold coins exported 

f rom Germany :for refining in rranoe • 
• 

At 12:30 p.m. today I had a talk with Oariguel. He 

told me that the aarket had not been helped by the debate. 

END OF W:SSAGB. 

WILSON. 

U:Lft 
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