
-· 

Present: 

Raae: 

Lochhead: 

H.II.Jr: 

Lochhead: 

H.II. Jr: 

Lochhead: 

Harrh: 

H.II.Jr: 

Lochhead: 

H.II.Jr: 

Ge.at.on: 

R.U.Jr: 

Ge.eton: 

Mr. Lochhead 
Kr . Harrh 
Dr. Raae 
Kr. Gaet.on 
Kr. Bell 
Kr. Selt.ur 
Kr . Ranee 
Kr . 'l'a,ylor 

We could get. 2~/28. 

.. 
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' 

• 

Oh, yee. A little thin in oaee anything ehould 

happen. Would aake ••er7thing go 1nt.o the two per cent 

if JOU offered a 8t year. 

Forget the 8. It'e a g year. 
\ 

The faot we ha•e ad•anoed it -kee it • ore wlnerabl e . 

You •ean you would lea•• it at &O-e57 

I think eo. On the 2t I would be 1nol1ned t.o gin 

the• eo•ething. It'e a long bond and it '• the portion 

of the urket t hat we han not reall7 taken oare of. 

Do you haTe any obJection t o haTing Hadley 11eten1ng 

1n7 

I aa too nenoue t.c be bothered. Yea, I do. I w1ll 

Juet haTe to -- I can't. '!'he anewer ie no. 

Sterling hae 1a0nd up a little t.c 4. aat. Prance are 

holding eteady. 

Herbert, do you know the origin of that etor7, pleaeeT 

Yu, Mike F17nn of the Wall Street Journal - 1n 

and told • e that at the Federal ReeerTe he wae told 

Eoclee had euba1tted a •e•orand• t.o you on banking 

leg1elat1on . 

He wae t old where? 

At the Federal Rel8ne . I told ha it wae true. 
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R.II.Jr: 

G&ston: 

H.M .Jr: 

Bell: 

Harri s: 

R. II.Jr: 

Selt~er: 

H.J.! .Jr: 

Bell: 

H.II.Jr: 

Gaston: 

Bell: 

H.II.Jr: 

Lochhead: 

- 2 -

But he got the story troc the Pederal ReaerYet 

Originally . 

~e o 

Dan , I ' m just raising a point- whether possibl1 we 
should extend the long bond out another year. 

What ditt erenoe does it make in yield? 

Only about one point inoreaee, I gueee. 

(At t hie point H.K.Jr. called Kr. Sproul. A copy ot 
the conversation at l O:lQ a.m. is attached) 

What do you think, Larry? 

Well, that ie not bad. What you do there, ot couree, 
is take some chance on European developments. I t hink 
t hat some ot the optimise with respect to a long bond 
in New York would be due t o the tact that they expect 
t he short bond t o be eo popular. It, on the other 
hand, the long bond went over, it might be a little 
heavy. You might need a little more premium to carry 
it. I, personally, lean against extending the maturity 
ot the long bond. I think lt ls eater to keep it 
60- 65. 

I am just raising the question. Talked t o the Presi­
dent last night. He did a lot ot kidding; had a lot 
ot people sitting around - Bullitt, rrank Walker, and 
the r est. He thought that was a terribly sweet long 
bond a.nd be wanted me to subscribe $5, 000 tor the 
church and $5 , 000 t or h1mselt. I told him we don't 
take every $5, 000. 

It ' s $1,000. 

I will have to write him a l etter. 

Each one ot the elders is a vestryman and they could 
each subeoribe 11,000. 
Are you suggesting that the church do some padding! 

How do you teal , Arohiel 

I reel the sace as LarJ'1. I think the urket aa it 
stands now will support it but at the eace tlee I 
have the same reeling he bad. I t there is a heavy 
subscription or the 21, I think 1t wi ll be a little 
eater. 
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Deoe•ber ~. 1G38. 
lO:lQ •·•· 

f!)IJr: Hello. 

Operator: llr. Sproul. Oo ahead. 

RKJr : 
Allan 
Sproul: 

I!IIJr : 

S: 

RliJr : 

S: 

f!IIJr: 

S: 

llllJr: 

S: 

RliJr: 

S: 

llllJr: 

S: 

mtJr: 

S: 

Hello . 

Good aorn1na 11r. Secret.at7. 

Row are you? 

Fine t.hanke. 

I Juet. - have you got &n7 ideae th1a morning? 

Well , I 've thought about. it over t he night and talked 
t.o t he aarket a litt le thia aorning. 

Yea. 

They think that. and right.a yeeterday and 
atter the oloee wae baeed more largely on an expeotat.1o• 
ot convereion into the longe than into the ehort.e, 

I eee . 

Therefore that ra1eae eoae queet.1on in my mind ae 
between a nine and an eight. and a halt because I woul d 
et1ll be concerned about. gettin& t oo large a eupply of 
the long bond a into the ti8.J"kat. 

Yea. 

Particularly in view of - in view of recent. development• 
abroad that. factor ie emphae1r.ed 1n my mind. 

Yes . 

So that. I think the eateet 1eeue would ooab1ne an eight. 
and a halt with the two and three quartere, but. I 
at.1ll think the nina would go and that the e.ount. of 
riak would be •-11, but I think there '4 lHI ao.e l'lllt 
there of t oo great. a oonoent.rat1on 1n the long bond. 

Well, I've got a euggeet1on, I- I'~pretty well 
-48 UP rq aind that I want a nine, eee? 

I eee. 
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RJIJr: nat. about ext.end1ng the lont; bond by one yearl 

S: 

lll!Jr: 

S: 

I t.hlnk that'• quite a poeeible alt.ernat.1Te. It. would 
damp that. down Just. a little . 

Uh-huh. Well euppoeing you do a little ttguring on 
that and I'll call you baok aga1n about quarter ot 
eleven. 

All right.. F1ne. 

HUJr: lee? 

S: Rtght.. 

HIJJr: Suppoelnt; - I mean - I 1m pretty determtned that. I want 
to do a nine year. 

S: I eee . 

HJ!Jr: See? 

8: 

I!MJr: 

Yes. 
Now Just t.h1nk about the possibility ot extending the 
long bond one year. 

S: Yee. 

Hl!Jr: See? 

S: All right. 

HKJr: Thank you. 
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H.li . Jr: 

H.a .. : 

H.li.Jr: 

Seltur: 

Haae: 

H.II.Jr: 

183 
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'!'hie 110rn1D& I talltlld to llr. Sproul. He weakened· 

now he wante anSi ;year. I eaid how about utendifts 

the long bond a ;rear. He thouaht that would be all 

right. 

'!'he 8i 1e too eweet now. 

Ia that sweet eno\16hf What do ;you rellowe figure 
now on the Qf 

It h rioh. 

One and 6/."52 '• · 

Ie that. bottom? 

Haae: Yea. Well, we t1gured that'e about. the probable. 

Bell: 

Harrh: 

Bell: 

Harr1e: 

H.II.Jr: 

Harr1e: 

H.II. Jr: 

Selt.ur: 

Bell: 

Harrh: 

Bell: 

Harr1e: 

Harrh hae it ranging rroa one to 1/18. 

No, that'e the at. 
What han ;rou on the Q? 

One and 6/32 1 1. I can't eee it selling auoh higher 

t .han that. 

How about the 5 ;year? 

30/32 1 e. 

Ia an;ybod;y in the rooa here worried it we get. one 

billion dollara ot the long ones out? 

I t ;you had a quiet market e•eryth1ng would go nioel;y. 

It you bad dieturbing newe from abroad ;you aight haTe 

eome dWiping; prioe a1ght go down teaporaril;y but 

rapidl;y and unaettle the long end or your urtet 

generall;y. 

What did the aarket do in long term ieeuee the laet 

d1eturbanoe7 

The;r handled nioel;y. 

'l'he;r etood up better than the aediua? 

It waa the aiddle of the aarket whioh wae in a bad 

e1tuation. 
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!UI.Jr: 

F.arrie: 

Bell: 

H.l!.Jr: 

Seltzer: 

- . -
HaTe you got the eight and three-quarters? 

Yes, one andl2/~2 ' e. 

That would be September, 1947 . 

(Mr. T~lor came in at this point.) 

104 

We are ta1k1ng here of a poeeibility of either extend­

i ng the long bond one year or lll&k1ng it eight and 

three-quarters. They say the 9 year has one and 5/~2'e 

and the eight and three-quarter s would have one and 

12/~2' • . 

A month later than maturity. On eight and three­

quarters you would have a 4t callable in 1947 1n 

Oct ober. 

Bell: That's the one bi llion f our eo you would have two 

b1111on. 

Harrle: 

!!aaa: 

Lochhead: 

Bell: 

H.JI.Jr: 

61-66 would give you about exactly the premium t hat 

they now have on the r i ghts. They have two one 

hundred one ~0/~2 1 e bid now. 

There is one other angle to this and tbatis we are 

assuming largely that the subscriptions will come 1n 

on purely a price basis ; that it may be a bank will 

eay, "I want that 9 year and I can' t get it later 

and I am going to take it now at some disadvantage.• 

If it works out that w~ . that we don't know. 

George, anybody figuring on pri ce would go tor the 

long bonds? Your subscriptions will come from people 

who want the 9 year more than they want the extra 

5/32 18. 

It will come from banks who have already told us 

they want an i ntermediary bond. 

What I think -- I have seen thie happen eYery time 

eee if you people agree or disagree that a bond, 

intermediary bond of fixed maturity haying a certain 

premium 1e eometh1ng you can't figure. The 9 year 

is Just something ~hat ihtee fellows l ike a little 

more than it is worth on a mathematical basis. 
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R.II.Jr: 

Bell: 

H.ll.Jr: 

Bell: 

H.II.Jr: 

Selt.z.er: 

H.U.Jr: 

Bell: 

- 5 -

We have taken that. tnt.o account., that. part. or it., 

in our price calculation, the beet we can do because 

we baeed pri cee on those that had fixed .. turitise 

but there ie the other point., about. the eame thing 

you had, that thie maturity Just. tlte the require­

menta or certain banks and they are arraid by buying 

the long tiret. and arterwarde going into tho 9, that 

they can't get it eo, therefore, they will aubeoribe 

direct. at a eaori!ice or a little premium. It it 

worka out., it 1 e ewell. 

It we leave it the way it waa laat. night., aubtraot 

what they will take into the notee -- and then aome 

fellow wae here who -- I have changed. Leave it the 

way it ia. I think it wi ll go about !itty-!itt:. 

I have changed a little . 

How about your inauranoe companies with fifty million? 

They don't. like it but they will take t he 9 year. 

That 's what I aean. They've got to have right s 1n 

order to get the 9 year. 

So they will buY rights and take the 9 year. so arter 

thinking it over I think there are some chances ot 

even division on the 9 year and conversions. One 

aohool or thought. thinks it will Jump them all into 

the long. 

It eeeme t.o ae that in trading a ban.lt would take the 

l ong without queetion. 

I am eliminating the trading bank. 

(At this point H.II.Jr. epoke to llr. Sproul. A copy 

or the conversation a t 10:33 is attached.) 

Juet to give you Childs tor what it ie worth, laet 

night they called ao quite late and eaid that they 

telt that it wae rather tmpoesible t o ttgure the dtr­

rorenoe between an Si and a 9 tn thll market. 'l'hat 

they had a reel~ng that a 9 year bond would eell al­

aost down to 1.80 per cent baeia and would glve you 

anywhere rroa li to l 5/8 pre•tua. 'l'bat 'e l.a'gel' 

than any ot the other. They reel that all thta urket 

ie go ing up because or the reeling in the Street that 

you are goi ng to glve them a two per oent bond, but 

their advice is a 9 year will go and go very well. 
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Deoeaber ~ . 1Q~8. 
10:~ •.•. 

HJ,lJr: Hello. 

Operator: Vr. Sproul. Go ahead. 

HI!Jr: 
Allan 
sproul: 

!I!.!Jr: 

S: 

HU.Jr: 

S: 

HJJJr: 

S: 

HMJr: 

S: 

H:Ur: 

S: 

Hl!Jr: 

S: 

HJ.!Jr: 

S: 

H!.lJr: 

S: 

HJ.:Jr: 

S: 

Hello. 

Hello, Mr. Secretary. 

Spr oul, I'm throwing another one at you. 

Yea. 
Leave another - leave the l ongs where they are, 
66-65. 

Yea. 
And make an 8 and ~/4 bond wh ich our boys think 1a 
one and how much? 

They think what? 

One and twelve thirty seconds premium. 

Yea. It's very hard to f i gure those premiums on that 
fixed maturity bond without any cash offering. It 
might have a scarcity value whi ch should move the 
premium up so that -
Well I'm Just, I'm not wavering an awful lot but I'm 
sitting here and I'm t hinking as hard as I can. 

Yes. 

I 'm just throwing this stuff at you. 

One other question on an ei ght and three-quarter. 
There is a maturity in Ssp - in October '47 I t hink. 

Yes. True. 

But that would put it together. 

Yea. Well I'm Just throwing 1t at you. 

Yea. 
Ur. Ransom will be over here at eleven. 

I see . 

\ 
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HUJr: 

s: 
l{llJr: 

S: 

Hl<Jr: 

S: 

l!l.IJr: 

S: 

HllJr: 

S: 

HUJr: 

S: 

HUJr: 

S: 

Hl!Jr: 

- 2 - :1.87 

And I still like the thing the way it was laet night. 

Yea. 

And I still, I'm coming around more to the opinion t hat­

that conversion into the nine eo that the e1xty e1xty 

five will be about even. I think thoee people, I think 

a lot ot people want those nines. 

Well I also was ot that opinion until the market ot 

yesterday , ot late yesterday, when they turned 1n the 

rights and stated that they had eome preference tor 

the longs as a speculative transaction. Wouldn ' t you 

like to throw the convereions into the longe - higher 

than we thought, and putting that together the exchanges 

with the cash we'd have a pretty large iesue ot longe 

out. 

But Sproul isn't it also true that with a long, especially 

the t wo and seven eighths going uP yesterday, it looke 

as though the people made up their mind they were going 

to buy those and not wait to get the others? 

Well that's - that's a poss 1b111ty too. 

I mean the long ones went up as much ae anything 

yesterday. 

Yea, they did. 

What? 

Yes they did. 

So it looks as though the tellow, a t least I might put 

this interpretation which might be entirely wrong, they 

say , "Well we ' ll buy the long in the market now, not 

wa1t, buy the rights and convert those into the nine.• 

Now is that a talee interpreta tion? 

I don 1 t t hink they would - I don't think they would, 

they were doing that, no. 

You don 1 t think so. 

No, I think t he a ctivity ot the rights wae more on the 

baeh ot long bonde and goi ng into the aborts . 

Well I ' ll cal l you again sometime between now and 

eleven. 
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s: All r1gh~ . 

!1!£1r : Thank 70u. 
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l!.II.Jr: 

Rarr i e: 

Bell: 

Harris: 

Taylor: 

H.I.I .Jr: 

Bell: 

H. II.Jr: 

Lochhead: 

H.II.Jr: 

P.arr1a: 

H. II .Jr: 

Harris: 

H.LI.Jr : 

Harria : 

H.II.Jr : 

- 8 -

Well, even betore the market changed that's what 

Devine said, He 8&id, 'Don't think ot &nJth1ng but 

a Q 7ear bond. • 

(At thie point Harris got the latest t1oker report 

on the bond market.) 

We have a rise here ot 5/~21 &. 

Getting better. 

The t wo per oent 0 year w1th the bonds f ollowing where 

the o year would come are up 4 to 5/~2 'e . Therefore 

the premium on the two per cent becomes greater. 

Instead ot 1 .4, ae estimated at the close laet night , 

it ie possibly 1 and 5/32 1 s now. 

Typical ot t his thing that i e going on, Spaulding 

ot the Northern Trust ot Chicago-- he 's an awful ly 

good bond man - - he said he wanted to buy that too 

and s orer than hell because he didn't have righte 

and they wouldn 't be ottered t or cash. 1 I don ' t want 

any long bonds ; I have plent7 ot those. I am afraid 

I am going to have to go 1D and buy t hem because I 

have t o have that bond. • 

They tell me they haven ' t heard t rom the west coast 

th18 tilDe. 

They might take out some of the padding. 

How long aince you (Lochhead) tal ked to the market? 

Not since I caae in here, but they sent the prices in. 

Isn ' t 8t out ot the question now? 

It is a•reet. Pr obably by close it 18 one and 22/~a• a . 

Looks l ike I am awfully uncertain. 

My feeling ie eit t ight like you did last night. 

How much do I have 1n F.D.I.C.7 

One hundred tive a1ll1on . 

How auoh has Postal S&v1ng87 
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HarriS: 

R.II.Jr: 

Harris: 

H. II .Jr: 

Harris: 

Bell: 

H.II .J r: 

Gaston: 

190 
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Fifty-two llillion and one hundred five million in 

F.D.I.C. 

Government Lite? 

Three million eight. 
' 

Anybody else got any money to invest? 

No, sir. 

From tive to seven mil l ion , scattered around on llaroh 

maturities which will be exchanged. 

(At this point K.M.Jr. spoke to Walter Cummings. A 

copy ot the conversation at 10:50 a . m. is attached.) 

After listening to him I say g years. 

I t~lked t o my old pal Elli ott about this story and I 

told him what happened -- and 111ke Flynn told me he 

got it trom the Federal Reserve. 

•well , he said, "I J ust don't see how t hat can be, 

It's a mystery to me how these fellows ge t thie stutt. 

Certainly I wouldn't tell hill anything or the kind. 

I don't think the Board members even know about it. 

So t ar as I know there are only two copies i n exis­

tence; one that went t o the President and the one 

tbst went to Secretary llorgenthau.• And I told hill 

you were somewhat embarrassed, that you had not read 

t he thing yet and would like t o have hle suggestions 

what we should do about it. 

•well, Eccles ie out ot t own, • he said. He hadn 't 

much ot anything t o suggest . or course it wasn't a 

plan a t all . He wasn 't suggesting anything; he waa 

Just putti ng the problem and I told him well, I 

thought it was a plen, a suggestion ot a plan. I 

thought it may have been suggested aa tentative and 

there are other things that could be done, but I 

thought there was distinctly a plan t here. 

He eaid , •well, • be gueeeed that was right but it waa 

entirely tentative and the only t hing be could sug­

gest, it we were asked about it , we could say that 

llr. Eccles would submit eome thoughts on the subJ ect 

ot whether there should be banking legialation; that 

it was entirely tentative. 

• • • • • • • 

I 
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December 3, 1D38. 
10:50 a.•. 

!UlJr: Hello 

operator: IU". Walter Cumm1nge. Go ahead. 

l!l!Jr: Hello. 
Walter 
cummings: Hello . 

l!llJr: Walter? 

C: Yes , Henry. 

HUJr: How are you? 

C: Just tine, how have you been 1 

HUJr: Oh, still got my head above water, that's about all. 
How about you? 

c: Oh, I 'm tine Henry. I'm tine. 

~r: How do you reel on the Government bond market? \ 

C: Well I reel , I'm real optimistio on it? The etory that 
comes from your office 1e that you're going to be 
pretty liberal this time. 

l!!.IJr : 

C: 

!!IIJr: 

C: 

HJ.tJr: 

C: 

l!!lJr: 

C: 

HUJr: 

Uh-hub. What do you think we' re going to do? 

Well, of course the report is out that you're going to 
put 1n the ehort.A .. the abort time, the t1ve year, and 
eight and halt/ nxne year and then a long time bond. 

Yea. 

Whether that's correct or not, I don't know. 

Well, we gave it out officially yeeterday. We didn't 
eay whether it would be an eight and a halt or nine, 
and we didn't eay it'd be -

Well ot ·couree that'll, or couree you koow Henry , 
thoee will so tine. 

WhichT 

All or the•, the whole three. 

Will they? 
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C: 

HJJJr: 
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Oh, yea . 

Which way will moat ot the fellows convert? The banks -
will they convert into the - what will they convert 
into? 

c: What we're going to take, we're going to take your 
long time etutt because we th1nk that's where - we think 
that's where we ought to land, where all ct you people 
should land. 

~: You going to take all long? 

c: Yes. We'll take all that we can, yes. Ot course t he 
others won't do t hat , New York won't do that, they ' l l 
take the short time stutt. We' r e going to reeharge -
get th1e interest recharged, we need 1t. 

HI.!Jr: 

C: 

tn.1Jr: 

C: 

l"...IJr: 

C: 

Hl!Jr: 

C: 

HI~Jr: 

C: 

Hew long will you keep the long cnee Walter? 

We're going to put them - we'll keep them all the \ 
time. We don't diepoee ot them Henry. 

I see . 

You see NS!ftYork takes t hem and then gradually let 
them go, / fe don't do that. 

Uh-huh. 

We're holding them t or i nvestment. 

Well how about your tr1enda around the Chicago d1etr1ot1 
What do you t hink that they'll convert 1nto? 

What -what we've talked to are people, all that are 
here, 1a to go out and get th1e return. 

Do what? 
To go and get the return, to take the two and three 
quart ere. 

Uh-huh. 

We want them to have acme earninga, aeeT 

Uh-huh. 
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c: 

t!JlJr: 

0: 

tnJJr: 

C: 

HliJr: 

C: 

C: 

.:!.93 

- :s -

Now our Eaetern triende won't agree with ue 1n the 
IUddle W11t on that but ~ou oan be auured that thh 
whole thinS will go oYer 1n good ehape. 

Well I'm not worr~lng about it -

· That. 

But -

In fact it'e prett~ rioh thie time Henry. It'a all 
poee1ble for the banke to take it. 

Well, whioh - if ~ou were baok 1n the Treaeury, whioh 
would you make it, eight and a half or nine? 

Oh, that's immaterial. 

Uh-huh. 

It Just depends on what d~ it ' h1ta there. 
in front of you and what - eight and a half or nine 
1t doeen't make any difference. 

ID!Jr: Doeen 1 t make any d1ft'erenoe. 

C: Not a bit, no. 

HliJr: Uh-huh. But you think the boys are hungry th.1e t1mef 

C: 

HliJr: 

C: 

Hl!Jr: 

0 : 

Uh. They're hungry, oh yee, I should ·~· 

What? 

They 're- they're hungrY f or theee bOnde. 

They 

They 

are. 
going 

ar:e 1 over 1n good shape. 

HI!.Jr : Uh-huh. 

\ 

o: And we're going to - Henry we're going to do everything 
out here 1n the Middle Weat to get the long onea, boo1t 

!!I.IJr: 

0: 

the long onea. 

Booet the long onee. 

Oh, ~ea. 
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l!liJr: Ub-huh. 

C: 

HUJr: 

0: 

Hl!Jr: 

C: 

We want to do that. I thlnk 1t'e better tor the 
Treaeur;y too. 

Ub-huh. 

L1ke to have as many of thoee taken ae we poeeiblJ oan. 

Now what do you know that I ought to know? 

I think you've got all the newe . 

!U.IJr: Well anythlng else around? All;fth1ng eour7 

C: What ie it? 

HIIJr: Hear anything eour ae t ar ae the Treasury i s oonoerned7 

C: No, I should say not. I think it goes along 1n very 
ehape , and I think you 1 re a mart in talt1ng this money 
now. 

HJ.!Jr: Ub- huh. 

C: The beet possible time you could get. 

HI.!Jr: 

C: 

l!l.IJr: 

C: 

l!l!Jr: 

C: 

HUJr: 

C: 

RllJr: 

C: 

Fine. How- How'e -how big a deposit you got now? 

A b1ll1on two. 

How much? 

A billion two. 

Oh, tor heaven's eake. 

So you eee - eay, Henry, when you do that, ot couree you' 
not going to allot eight hundred thousand, are you? 
Eight hundred m1llionf In other words, you know you put 
i t up at - how much are you going to -

Seven. 

How muoh are you going to -

We ' ll keep it down- we'll keep it down to ten or below. 
Over - we won't - we 'll take -

You won't g1ve over ten per oent7 

Regraded Uclassified



)!UJr: 

0: 

KYJr: 

C: 

HUJr: 

C: 

H!JJr: 

C: 

HlLJr: 

0: 

HJAJr: 

C: 

llliJr: 

C: 

HIIJr: 

C: 

HliJr: 

C: 

HIUr: 

C: 

195 

No. A little more pe7oh1e thie time, a little bit 
lees. Because laet tims the boye -

I wieh you would beoauee then we're - eYerybody'e eure 
you know t hen . 

Well, we'll keep it below ten thie t1me. 

Yea. Well that 'e Juat ti.ne. 

Yee. 
Well we're going t.o haYe a good year out. here in 
Oh ioago, we're going t.o make a lot. ot money in our 
bank. 

Good tor you. 

So we're- we're teeling pretty happy about. it. 

Well, I'm glad t.o hear i t Walter. 

Th1nge out here are 1n pretty tair ehape. 

They are. 
Yea . We're - I t.h1nlt we're about ae good ae any part ot 
the oount.ry. 

I think you are too. 

All right Henry. 
Wal ter, Juet. a minute . Do you know t.hie young tellow 
Campbell? The new Diet.riot. At t orn_,. 

No . 

What? 
Yea , I know hi m, but I don't know h1m well. 

Do you know anything - do you Jtnow anything about hit 
reputation? 

He hae - yee, he hal a t1ne reputation. 

He baa . 
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Yee. 

Is he -

He 'e pretty young, but everybody that - people that 
~tngr,muoh better than I tell me that he's O. K. 

Is he mixed up with any ot the political !actions? 

No, no, that's one good thing. 

He ' s olean. 

He ' e absolutely clean. 

Well , that ' s good. 

Ot course there ' s - t he last. District Attorney was head 
over heels in the political !actions. 

You ' re telling me. 

It's a damned good thing they put him up in the Judgeship. 

HMJr : Yee. Kind ot touch on t he bench, but it's all right. 

C: 

HLIJr: 

C: 

Hi!Jr: 

C: 

HLIJr: 

C: 

Hl!Jr: 

C: 

well he can' t do anything up there. 

All right. 

But this tellow i e all right. 

Well now Walter, when you come to t own let ae see you. 

All right, I'll do that. I'll be down 1n a week or 
eo, Henry. 

All right. 

I'll drop ~n . 

All right. 

Goodbye. 
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l 
) Joined the gro~p 
l 

11: 00 A.M. 

Sorry , lo!r. Eooles ie still o~t ot town. 

:s? 

I am too. We will do the beet we can. Have yo~ 
people got the most recent tig~es t his morning? 

Based on last night 's closing. 

It's ~P ooneiderably in the last halt ho~. Row 
does it look to yo~, Ronald? 

I t hink it l ooks all right. I asked lo!r. Pieer to 

canvass the available Board members and Ur. Rarrieon'e 

ot tioe. He is not available himself, and lo!r. Sinclair 

will make a report which will represent the coneen•~• 

ot a ll these members. 

All or t his ie based on last n1ght'e closing. Nobody 

had this corning's market. lo!r . Spro~l said that he 

was acquiescing in lo!r. Harrison 's views. They tho~t 

1 1/8 note , together with a 60-65 two and three­

quarters, and as tar as the t wo per cent note was con­

cerned , their reeling was that June, 1947 would be 

ea teet and would 1ne~e the beet conversions by com­

mercial banks, but that they felt December, 1947 would 

be satisfactory and possibly would not overburden the 

long market too much. I talked with llr. Sinclair. He 

said he favored June, 1947. Rie views on the nat~e 

ot the long bond were the same. He also thought, bow­

ever, that either issue would be satisfactory but had 

a alight preference tor the June, 1947 issue. He made 

the further point that the two and three-quarters 

45-47, mat~ing in September, 1947, end that's a large 

iss~e - it i t abo~ be carrying over to mat~ity, that 

pl~e the tour and one quarter of Oct ober , 1947, might 

make a s ubstantial refunding problem at that time. 

He thought it wo~ld be wel l to get this partic~lar 

ise~e o~t ot the way before September, 1947. 

Therefore, he wanted whet? 

Tho~t June, 1947 might be a little better. 
to lo!r. Draper who t elt it would be d'eirable 
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about the eaae preaiua on the two per cent. He 

thought 1t would be desirable to give about the 

same premi um on the two per cent ae on the long 

bond and he had no opinion as to maturities. But 

that wae one point he wanted t o ~~&Ire in order to 

insure long convereione into the emall one. And 

Ur. S~ymo~alr. had the eaae opinion. Mr. Ooldenweieer 

had the same opinion. 

They all lean wb1ob way? 

Towards giving the same premium on the ieeuee. 

Those are the pereone I canvaeeed. 

As between last night and today, bow much Peeter 1e 

the two per oent? 

PoseibJ.s 4/32 1 &. 

So on the 8t it would be bow •uch? 

Around 22 or 23/32 1 &. 
\ 

Would you care t o sum up, in view of what is happening? 

I think, Mr. Secretary, that Just about expresses the 

views of our group so tar a s I have been able t o pick 

it up e1nce I eaw you last, yesterday. 

Would you repeat? I am a little bit contused with so 

111&01 opinions. 

The preference eeeme to be t or the June, 194?. As 

between June and December, definite preference tor 

June. As to the note, 5 year l l/8 and a at year 

two per cent. 

But do I gather that if I should make it full 9 years 

your people would not be d isturbed? 

No, that's my own opinion. 

Is that the opinion ot those you talked to on the 

phone th1e morning? 

I think that would be their opinion. There would 

a little aore risk, but not great. 
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1 '-'9 _ ..; 

There is still a chance \bat might not exiet 1n the 

others. I don ' t remember the distinction there. It 

seems to me it you want to make it tull Q years, 

Just about as good a chance as any ot the others. 

When you talk about risk? 

Perhaps there might be more o r a tendency t o go into 

a long bond instead ot a short. 

But no risk, as tar as success or the issue? 

I see none, and nothing in the opinion ot the men we 

t a lked to this morning. You might ge t your banks 

into more ot a long term than they would take on the 

other. Seems t o be the only distinction. 

It the Treasury should eay 5 year 1 l/8 and a 9 year 

two per cent 6Q-657 

I would not be concerned. 

Hae t here been any thought or making the long bond 

61- 66? 

Yes, we talked about it and we siAply felt -- I will 

sum up t or my own people - - that it we needed any 

sweetness we needed it in that place there, irres­

pective or how ~ny go in. I think that's the place 

we need t he extra margin or safety , because the way 

I reel on it, I would hate t o cut down, particularly 

i t we get a particularly heavy subsoription in there , 

then we need all the additional margin above par. 

I was thinking, 1t we made 1t 61-66, poe e1bly the 

December 1eeue would be a little more comparable in 

price. 

I put that up at 10:~0 to Sproul and told him to do 

a little figuring and cheolt1ng, and as soon ae I am 

through talki ng with you gentlemen I was going to call 

him up and ask him. we put. up ~neight and t hree­

quarters 6Q-65 and a 9 year 61-66. 

I would be interested 1n hie reaction to that 

suggestion. 

So we gave him both ot t hese at halt past. ten. 
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Has there been any different development from the 

point or view that you expressed y esterday aa to 
your atarr thinking there would be heavi er con­
version in one type than the other? I atitl don't 
understand how we got so tar apart. 

I t hink the question or conversions f rom our calcu­

lations and calculations or dealers, I understand, 
may be was tha t we were figuring 1t on purely paper 

basis, but there is a question on this type or lssue 
like the proposed 9 y ear i ssue that the banlta ~ 
not account on a purely paper price beals; that they 

may be willing to f orego a difference or a rew t hirty­
seconde and subeoribe directly t or the 9 year without 
thought or later, because or the few thirty-seconds 

advantage in the premium going back into the abort. 
They may calculate , unless they get the 9 year directly 

in the subscri ption, they won' t be able t o get them 

at all. 

I changed a little i n my opinion. I think -- this baa 

nothing to do with mathema tics -- I think after you 
deduct the amount that witl go into the notes , I 

thLnk that the aubsorlptiona i n the t wos, it i t is a 
9 year, will be about even. I mean, as to conver­
sions between the twos and the longs. I think there 

will be a big demand tor the twoe even with the 9 year. 

I t hink that is the opinion or most or the people we 

have talked to. 

I may be wrong. We talked t o Walter Cummings t h111 

morning and a e rar as he 's concerned, hie f riends 
are all going into the longs. I said , "What do you 

think about a 8t1 7 •Don ' t make a damn bit or 
difference . • Bot h IAr. E c lr. e r and Llr. Parkinson 
very much prefer -- not very much, but they have a 

preference t or the 9 year. So it t he insurance com­
panies are going i nto the 9 1s -- Parkinson sald be 
wi l l t ake some or the longs but he will talr.e twice 
as many ot the 9 1 a a s be will the long . I think the 

tellowe who want the twos are buying up the rlghta. 

We may be wrong. 

(At t hi s point H. M.Jr. epoke t o Karrin ' r Eccles . 
Copy ot conversation at 11:13 a.m. attached. ) 
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I don ' t think he haa been thinking about it. 

And I &on' t think he hae any fundamental views . 

It seems to me he wae getting it cold. I don ' t 
think he thought it through. I don't think he hae 
been studying it . 

One year, it really meane eo little to the Goverllllent 
and it's an ineurancy policy. We have quite a lot of 
money we can invest in the long, 1f neceesar.y. I'll 
tell you now, we have fifty million. 

That would help. 

I will tell you right now we are good tor fifty mil­
lion. Let's agree, if we can, it 111 going to be a 
Q year. 

I eee no objection. 

So we can get this thing out. 

Fine w1th me. 

Should we agree on the Q year? 

(All present agreed .) 

Suppose you pencil sharpeners all get together. P1aer, 
do you want to go with my gang? George, you go with 
t hea and come back at twelve o'clock. 
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Ch~1rman Ecolee ia call1ng t o h1e ott1oe trom New York. 
Would you 11ke to talk to h1m? 

Yss. 

All right.. 

Hel lo. 

Hello. 

Eccles? 

Go ahead. 

Oh, yes, Henry . 
I 1 ve got. my whole group here. Would you mind 1t I put. 
you on the l oud speaker? 

E: Go ahead. 

HI.!Jr : Is that. all right.? 

E: That's t1ne . 
HIJJr: All right. . Now Ronal d Ransom and P1ser are here, and 

the way the thing looks about now 1~ five year one and 

""· ~. 

P.l!Jr: 

Hltrr: 

E: 

HJ.IJr: 

E: 

HUJr: 

E: 

H:&Jr: 

an eighth. 

F1ve year one and an eighth. 

A. nine year two. 

Nine year two. 
And a e1xt.Y e1xt.y-t1ve two and t hree quarters. 

81xt.y-t1ve? 

81xty s1xt.y-t 1 ve. 

S1xt.y stxt.y- t1ve . 

Yea. 

Two and three quarter•. 

Yea. 
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Now -

You adopted a three- way programl 

Yea, that was in yeaterday morning paper. 

Yes. Well I saw that, I waa down to the Fed. yesterday 
and talked the thing over with George - yesterday 
afternoon. 

HJJ,Jr: Yee. 
E: And they bad thie information with the exception ot the 

maturitiee. 
I!J.IJr: Yea. Well this - we haven't fixed the matur1 ty. We're 

trying to do that now. 

E: 

Hlo!Jr: 

E: 

H!.IJr: 

E: 

HllJr: 

E: 

HUJr: 

E: 

HJUr: 

E: 

Yes. 

' That ' s what -

Th1s 1s the option. 

Well the only thing that we haven't really fixed is 
whether this thing is going to be an eight and a halt 
or a nine year two. Everybody alae ie pretty much 
i.n agreement. 
What- yes. Elght and a halt or nine year, what's 
the premium? 
Two per cent. Oh, the premium? Wel1 as ot thie 
morning, Just a minute, on the - on the nine year the 
premium is how much? It's about one point and nine 
thirty-seconds. 

That's pretty good. 
And on the eight and a halt , one point twenty-two 
thirty-seconds. 
One point and t wenty-two thirty-eaconda. 

Yea. 
That - that ought to be •weet enough. 
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Well we think it too sweet. 

1fh.Y do they- that'• wey t hey want t o out down on the 

ei ght and a halt. 

Yea, we think i t 's too awaet. 

Yes . Well eight and a halt, ot course, it reduces the 

premium on that abort bond. 

No, inoreaee it. 

It you out the - it you out the - what do you want -

what do they want t o out it to eight and a halt yeare 

tor ? 

Well -

And then I should say it would inoreaee the premium. 

Yes, increase the premium. 

And - and - you've got one and thirty-two hundreds, 

I mean one and n ine t hirty-two hundred premium now 

on a nine year bond. 

That 'a right. 

So wh.Y out it to eight and a halt. 

• I 

Well the reason that your people are arguing 1e that 

t hey're afraid that maybe you have too many aubeoriptiona 

to the long bond. That ' s what ' s bothering the Federal 

Reserve people that I've talked to. 

Wall I know, but it you get a higher premium on t he - on 

the nine year bond by dropping it to eight and a halt. 

Yea. 

You'd get more subscri ptions than aver lt you'd get it 

higher. I aae they want t o get it oloser. They want 

to get the premium oloser, don ' t they? 

Now what they want ia they - they don 't want t oo ll&n.Y 

long bonde. 

Yea, but I say , they want to get the prea1ua oloaer 

between the nine year bond and the long bond. 
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Well, all right, it locke to me like that that - that 
eet up ia all right and of course it takes oare, it 
taka a oars ot everyone by gi v1ng them the three way 
opportunity. 

That's what we thought. 

The-

We thought it was a nitty. 

For cash what do you expect t o do. 

HIIJr: Pardon me. 

E: 

HUJr: 

E: 

HUJr: 

E: 

l!l.IJr: 

E: 

Hl!Jr: 

il: : 

HldJr: 

E: 

KJ.IJr: 

What do you expect to do t or oaah? 

Oh, on the oaah? 

Yea. 

\ 

Well, we're offering tour hundred million of the longs, 
and three hundred mi llion of the notes. 

The eame - the eame long one and of course the aame 
notee. 

Yee. 

It locke all right to me. 

You're not worrying about too m&n7 longs? 

well, of course what I would have preferred ia to not 
have given the long bond i n the option. 

Yea. 

It waa ~ first ohoioe. 

Yee. 
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And not give the three way. 

Yes. 

Because the banks own eighty per oent or the notes . 

Let the banks take either the new notes or the nine 

year bonds, and merely 0onfine the l ong bond to the 

oaeh. 

Yes. 

206 

But I reali~e that ~arrieon and Sproul both felt that 

the long bond ought to be - ought to be also offered 

in the option . 

Yes. 

Because the insurance companies and investors had about 

twenty per cent or the n~tee. 

Yes. 

And they felt that there would be discrimination unleea -

that they should all be given the opport unity. Well 

I don't entirely agree and it would be, and as I said, 

the other day, my firs t choice was the option or the 

five-year, neither a nine year, ten year, an intermediate 

bond, tor the option. 

Yes. 

Leaving merely the long bond tor the caeh subscription 

and then there wouldn't be any trouble. Now this way , 

of course a lot of banks and others with these notes 

at this high premium are going t o take the long bond 

and then - and then we may have eome difficulty on a 

secondary market. 

Yes . Are you worried about it7 

Not worried, no. 

All right. 

I'm not worried. well of course you've announced the 

three way - you • ve announced t .hat now. 

Ob, that wae all in the papers. 
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Yea, :yesterda;r. 

sure. 

I saw that. 

Yea. 

So that the who~e question i s , this morning, is a 
matter of pricing. 

That's a~~. 

And i t's Just a question ot - tbls high premium here, 
ot course makes that prett.:y eweet and - and wh1 
should the:y take notes or even abort bonde if the:y 
can take ~ong bonds at t his premium and then eel~ 
them. 

Yes. 

The question 
increase the 
premium? 

is, can - can :you reduce - can :you 
maturi ty to a point where you reduce that 

\ 

!ruJr: Yes. We~~. I don't ltnow • 

.... 
~. 

IWJr: 

E: 

HIJJr: 

E: 

IWJr: 

E: 

HIJJr: 

.... -· 

E: 

Wel~ now, I mean, an;ytbing that you can do along that 
line I certainly wouldn't. object t.o. 

Well I mean you're satisfied wit.b a nine year twot 

What ie it? 

You'd be satisfied with a nine year twot 

Nine year two. 

Yea. 

Well I would. 
Yea. Wel~ , I 'm going to ta~k once ~ore to A~lan Sproul, 
and then we'll ulte up our mind, we ll all hope t or 

t he beat. 
Yea. Al~ r ight. Well tbanlil Rell1"1 tor calling • 

Tban.lt you. 

OOodb;ye. 
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HllJr: 

2C8 
December 3, 1Q38. 
ll:20 a .•. 

(aaide: I'm going to aek him what he'a going to do 
with his eighty tour million.) 

Hello. 

Operator: Ur. Sproul. Go ahead. 

f!IJJr : 
Allan 
Sproul: 

HUJr: 

S: 

i!l.:Jr: 

S: 

HJ.!Jr: 

S: 

HUJr: 

S: 

HUJr: 

S: 

H!.IJr: 

S: 

KlUr: 

S: 

Hello. Hello. 

Yea, Ur. Secretary. 

trow we 've all been kind of talking it over. Row doee 
it look to you now? 

Well the market ie very strong. 

Yee. 

The rights are now a htmdred and one, t wenty-two, twenty­
tour. 

Yea. \ 

And I think that oont1rma the opinion which had them 
yesterday afternoon's market that the market is in ita 
valuation ot rights 18 now goingmol'.s ot the long honda, 
they've already discounted any trade 1n on the notes 
or t he short bonds. 

Yea. 

And therefore having concerned myself about getting 
too many of the long honda out. 

Yee. 

And you hAve caah tor tour hundred ot the long bonds. 

Yea. 

I think you'd get two hundred million conversion no 
matter what you ' ve put out, that'd be at least aix 
hundred million and einoe I'd rather have the two 
issues somewhat evenly divided. 

Yes. 

1(7 t1rst choice would be tor an eight and a halt year 
t wo , plus the a1xty s1xty-tive two and three quarter. 
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~r: Yea. What's your second choice? 

s: My second choice would be tor the nine- year two plue 
the e1xt1 one e1xty tiYe two and three quarter. 

Jn!Jr: Sixty one e1Jtt:r tiYe, or e1Jtt1 one sixty e1x? You ea1d -

S: 

HL!Jr: 

S: 

KliJr: 

S: 

HI.!Jr: 

5: 

:Wr: 

S: 

HlJJr: 

S: 

Hl.IJr: 

S: 

KliJr: 

S: 

Hl.IJr: 

S: 

I think sixty one s1xt1 tiYe, I think you - I don't 
think it make• ~uoh d itterenoe however way you put 
that maturity date . I think the important thing there 
1s the call date . 

The call date? 

Yes. 
Well now, t he market's going up ao tast, let's eay 
this, and Just a moment, Just, I mean I want to make 
the thinking a little bit stapler. Will you -

Yes. 
Do you want me to call you back 1n minute, or will you' 
hold on? 

I'll hold on. 

Just hold on. Hello. 

Yes. 

Yr. Ransom 1e here and Mr. Piaer. 

I eee. 
My own people. I Just talked to Eoolea but I don't 
thin.k he's bad a chance to study thie th1.ng. 

I see. 
Now, in t he room here, we've all agreed we want a nine. 

I eee. 
Now, we've got the thins eet, one and an eighth on a 

t1ve year. 

Yes. 
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~o per cent n1ne . Now l et's talk a little bit about 
t he long~> here. Do you want t;> refigure, or should 
I call you back again? 

Well , ! figure tha t the twenty-three yf'ar would have a 
~remium of about one an~ twenty-two thirty seconds . 

Wha t ? 

One a nd twenty-two thirty seconds . 

On the what• 

On the twenty-t~ree year, t hat's a sixty-one call day. 

SiYt)l- one. 

Yes . 

Yea . 
Tha t ' s about five thirty-eecon~s dor.n from a twenty-two 
year s ixty call da~e, and l think that a nine-year 
two tha t it would be better in the present state of the 
market t;) put out the s ixty one cal l date long bond, 
Jus t to dampen that down a little. 

~/ell now, that l e t oo important, I want to do a little 
walking, a little t hinki ng, and I t hink with the market 
Juoplng the way lt is I ' m goi ng to wa l t until she 
closes . 

Before you deci de? 

Yes , this i s t~o 1mportant. 

~ell I don't see any reason why you shouldn't, that ' s 
only thi~ty-five minut es orr. 
Yes , I thi nk I'll wai t until 1t c l oses. 
call you back right after it closes, but 
stands now t o clear your thinking. 

Yes. 

We'll make 1t nine years. 

Yes. 

And, I'll 
the way it 
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S: 

!lliJr: 

S: 

HUJr: 

S: 

!lliJr: 
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a little 
Then I '11 han the bo7• set out and do/t1gurt.ns with 
their peno11 on the - on whether we •hould do an7thing 
of a obange on the long• . 

R16ht. 

How' • thatT 

Right. 

0.1:7 

Fine. 

Thank you. 
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·~. December J, 1938 

11:30 a. m. 

By arrangement, Mr. Bewley brought Mr. Ball­

Patch, British Financial Attache to China, to call 

upon Mr. Wayne T&7lor, Mr . Butterworth was present. 

Jlr, Ball-Patch began by sa,ying t hat the atti­

tude and position of the Japanese in North China 

differed from that in Southern and Centra.l China. 

In North China the Japanese definitely intended to 

go through with their project of supplanting the ex­

isting Chinese currency by the i ssuance or the new 

Reserve Bank notes. In Morth China the Japanese 

militarists were in the saddle and all arguments of 

moderation or recitation of the real difficulties 

involved in such a drastic step carried little or no 

weight. It was the firm intention of the powers 

that be t o impose the new Reserve Bank currency by 

March 10, the anniversary of the establishment of 

the Bank. To this end, exports were being held up 

for the most part unless exporters were will ing to 

accept the new currency. Even Germany was receiving 

dif'f'erent treatment in North China from Manchoukuo . 

In Kanchoukuo, under the German-Manchoukuo trade 

agreement, Germany was beinc given preferential 

treatment, but in North China the J apanese were, in 

effect , saying to the Germans, .You are our friends; 

therefore, why should you press us for foreign ex­

change? It is only t hese Democratic countries whom 

we should bave to be bothered with and by," 

Although Ball-Patch did not underestimate the 

very real difficulties involved in imposing such a 

drastic measure in such a short time, be was impressed 

by the determination of the J apanese autborit:ies and 

be felt that due to the sectional feeling which has 

so long existed in North China, Japan bad a fair chance 

of getting aw&7 w:ith it. 

To undertake anY such step as regards Central 

and Southern China was an infinitely bigger problem 

and Ball- Patch belieTed that the Japanese would not 

now make th:is mistake. 

,. • 2 
' I 
- ~ 

Regraded Uclassified



-2-

Ball-Patch considered that the two persons 

whose influence had, to date, been responsible for 

a more moderate policy were Munakata and Kodama. 

Kodama in particular, had been a •hard nut• for 

the ;ilitarists •to crack•; formerly head of the 

Yokohama Specie Bank he had only come out ot re­

tirement on the conditi on that he be given a tree 

hand and he was using that tree hand with vigor and 

courage . Munakata, formerly the Bank of Japan rep­

resentative in London, had also played an important 

and courageous part, but his teeth had now been 

somewhat pulled by a maneuver of the militarists 

in having him attached t o them, thus curtailing his 

direct channel ot communication with Tokio. 

In this general connection, Hall-Patch em­

phasized how disorganized Japanese efforts were in 

Central Chine by reason of the lack ot cooperation 

between the military and civil groups: •Japan in 

Central China speaks with a dozen different voices.• 

Illustrative of this was the t act that although the 

militarists had not been able to have their way in 

supplanting the Chinese currency in Central China, 

they had nevertheless tumbled to the fact that 1f 

exports were held up they would have a powerful 

weapon and Hall-Patch considered that this was one 

of the reasons appealing to the militarists to keep 

the Yangtze closed. He also felt that the rapidity 

with which the J apanese were taking over the customs 

was cause for alarm and that the Chinese were making 

a mistake in playing for friction between Japan and 

the other foreign Powers, that should the customs be 

destroyed it would be next to impossible to recreate 

it. 

On the other hand, he expressed astonishment 

at the ease with which the Chinese currency had thus 

far been held. The Hong Kong-Shlrlghai Banking Cor­

poration was operating in Shanghai on behalf of the 

Chinese monetary authorities and Hall-Patch cited 

the tact that in the last three months or so they 

had only lost some 90, 000 Pounds in holding the rate. 

~ration rem.ittances, which played an important 

part, are still coming in remarkably well. For 

the most part they came to the Hong Kong-Shanghai 

Bank who, in turn, passed the credit to Chinese banks 

2:3 
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in Bong Kong who, in turn, credited particular 

amounts to up-country Chinese banks; despite the 

war and ensuing disorganization, the srstem was 

working effectively. However, Ball-Patch considered 

that the spread between the official end lllllrket rates 

was too great end 1t maintained indefinitely would 

result in the 1mm1gration remittances being sent 

through other channels. Be had, therefore, urged 

the Chinese authorities not to be too greedy and to 

diminish the spread in order not to lose their source 

of strength . 

Incidentally Hall-Patch mentioned that since 

K. P . Chen had been away the Foreign Trade Board had 

somewhat changed its character end the brother or 

T. V. Soong had obtained a virtual monopoly of the 

trucking business; doubtless he end others were per­

sonally taking advantage of this situation. 

Ball-Patch felt tha t the Japanese had been 

short-sighted about the manner in which they were ob­

ta.ln.lng Chinese produce, se1zing it on every occasion 

and paying with Japanese Armf bills. To date, the 

Chinese tor the most part still preferred their own 

currency . In tact , Chinese resistance in general 

had been remarkable and he emphas1zed that when be 

214 

"as in China in 1928 be would never have believed such 

an effort possible~ Be added that both the effect ive­

ness ot the Chinese exchange control and resistance 1n 

general to J apan were being maintained by reason of the 

strength of the national feeling and also by the fear 

engendered through chopping off the heads of those who 

got out of line. 

However, Hall-Patch did not underestimate the 

advantages which Japan had obtained 1n controlling 

almost all the natural entrances and exits to China 

and thought with the passage of time the advantages 

of their position would become more and more apparent. 

Incidentally with r'egard to the relllllining 

non-Japanese controiled entrances and exits, Hall-Patch 

said that be bad recently bad a man go over the Yunnan­

Burma Road who reported that it was not yet COJIPlete 

and that when the rains ca11e 1111ch ot the completed work 

would undoubtedly be washed awa;r and another gang of a 

couple hundred thousand Chinese coolie• would be needed 

to repair it. Co&IIIUDication between French Indo-China 

and Cb1na was, however, open. The French had given 

undertakings to the .Tapanese about restricting traffic, 

particularly as regards instrUilents of war, and the 

of~ial and public French attitude was that these under-

\ 
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takings were being honored, but in point of f act 
they were not . Ball-Patch had t alked with rep­

resentatives of the foreign armanent manufacturers 

mo told him that even be.t'ore the fall o.r Canton, 
Chiang Kai-Shek in order to obtain an alternate 

r oute bad been forcing the armanent exporters to 
send their shipments through French Indo-China 

and the French were prepared to let them through 
if too much fuss was not made about it. 

Before leaving the Far East, Hall-Patch had 
spent a mnth or more in J apan wbere he .round it 

was now full¥ realized that Chiang Kai-Shek i .s the 
cement making for Chinese resistance and unity. 

The J apaneRe, therefore, were taking the definite 
line that Chiang Kai- Shek 111.1st go. Furthermore, 

it seemed clear to Ball-Patch from both his conver­

sations in Tokio and the action of the Japanese 
themselves that s ince the fall of Bankow and Canton, 

which encouraged them greatly, they are determined 
to exploit China for Japan ' s benefit and that Western 

interests wU1 be allowed in China only on Japanese 
terms and to suit Japanes e interest . It was note­

worthy that in Japan itself there was I!X>re cooperation 

between t he various civU and military groups and more 

of an attempt was made t o arrive at collliDOn attitudes 

towards matters Chinese. 

In Ball- Patch's opinion there is no reason to 

believe that Japan wUl crack up in the short run 
although there are signs of stress and strain which 
may well become more apparent in ensuing JDOnths . Be 

felt that the foreign bankers, both in and out of 

Japan, and wandering economiSts who came to Japan, 
attach .t'ar too much signi.t'i cance to figUres and not 

enough to the di.t'ference between Japanese and Western 

standards of living and to t he capacity of the Japanese 

people to endure hardship and poverty. Furthermore, 

he was impressed by the improvement in the Japanese 
exchange control system. It had been chaotic in i ts 

earl¥ stages, but now delay had virtual:~¥ been eliminated. 

The Japanese importer knew within ten days whether or 

not he would be allotted a g iven amount of foreign ex­

change for a given purpose and, therefore, could make 
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his plans accordingly. Allocat i ons of foreign ex-

change were still uneven. Incidentally, Ba.ll-Patch 

mentioned tbat he had come upon three offi cials of 

the Rei ch Bank in Toki o and had ascertained that they 

were there to help the J apanese to improve the exchange 

control system. As illustr at ive of one type of stress 

and strain IIIlich might have unfavorable repercussions 

on Japan at any given time, Hall- Patch cited the fact 

that J apanese authorities had forbid Japanese insurance 

companies from re- insur ing risks abroad. As a result , 

foreign insurance companies were beginning to discrimi­

nate against Japanese insurance companies . Furthermore, 

should a large fire or important domestic: disaster occur, 

without the risk being spread through foreign re- insurance, 

the Japanese insurance companies might find themselves in 

grave difficulty. 

There was some discussion of Japanese gold exports, 

about which Hall-Patch s aid tbat we knew more than he 

did, because Americans were employed in the gold pro­

ducing areas as technicians, but Hall-Patch was very 

skeptical about the Japanese estimates, whic.h he felt 

were on the optimistic side, pa r t icularly as regards 

Wanchoukuo. Furthermore, he emphasized that Tokio 

might well experience great difficulty in obtaining 

Yanc:houkuo gold; that a spirit of "Manchoukuo tor Man­

choukuo" was growing up. This even appl i ed to the 

Japanese who as the Number 2 in all establishments and 

enterpri ses really ran the show. The reason was that 

after the establ ishment of llanchoukuo as a Kingdom, 

Tokio had pa id off the nu•erous Japanese Civil servants 

tha t it had s ent there and they now had to look to their 

new state t or salaries and pensions. Consequently, 

they were becoming more and more concerned about its 

interests which did not always coinci de wi th those of 

Japan proper. 

Hall-Pat ch expressed the opinion that united 

action on the part of Great Britain and the Onited 

States in , for example, denouncing commercial treaties 

..-ith Japan, was the only external development which 

the Japanese really feared. In this connec:tiont he 

mentioned that the Japanese had put forwar d to hlm 
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and to other Bri t ish officials a good many reelers 
for loans wi th the impli cation that if forthcoming 
then Briti sh interests in China would be respected 
by Japan. He said that Ambassador Craigie and he 
had both taken the line or r eferring t o Crai gie's 
five-point note and saying that they would beli eve 
t hat British rights and interests would be respected 
should loans be given, provided J apan took steps to 
implement i ts previou.s promises to Gr eat Britain and 
dealt without delay with the matters mentioned in 
Craigie' s note . 

' Hat~-Patch t alked about t he whole position 
with apparent frankness and his general esti mat e of 
the Far Eastern position seemed to be that there 
were no definite indicati ons that events were moving 
to force a change in the J apanese attitude; that the 
J apanese were making consi derable progress in con­
solidating their position and t hat they were deter­
mined to exploit China for their own benefit and 
without undue r egard for foreign r i ghts and interests; 
that by the sheer force of their effort and by reason 
of their control of the main entrances and exits to 
China they might well • pull it off" . 

'~ 7 l I .. _ 
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HUJr: Hello. 

• 

December ~. 1938. 
11:~1 a.a. 

Allan 
sproul: 

Hello Mr. Secretary, I want to correct one th1ng 
I aa1d. I ea1d e1xty-one e1xty-f1vs on that alternat1ve 
long bond. 

!ll!Jr: Yea . 

S: 
I should say sixty-one sixty-e1x working with the yield, 
probable y1eld figure and prem1um I wae working. 

HUJr: 

S: 

HJUr: 

S: 

HLIJr: 

Yea. Well now do you mind lett ing me ayitoh 70u over 
to George Haas, wherever he 1s and you oan tell h1m, 
beoauee the boys all left the rooa to do a l1ttle 
f1gur1ng. 

All r 1ght. F1ne. 

Just a second, please. 

Yea. 

Just a moment, please. 

Operator: Operator. 
HUJr: would you eee that Mr. Sproul 1e connected w1th 

George Haas, I don ' t know, he may be over with 
Lochhead. 

O: I'll f1nd him. 
HUJr: But he • e aome•here around , and l e t lLr. Sproul tallt to 

h1m please. 

0: All r1.ght. 

HUJr: Thank you. 

\ 
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R£ FINAIICIKG 

Present.: 

H.ll.Jr: 

Haas: 

Ransom: 

Haae : 

RAnaoa: 

Pi aer : 

H. K.Jr : 

Harr1a: 

H.lai .Jr: 

Haas: 

llr. Q&et.on 
llr. Harr1e 
llr. Hadley 
Dr. Hue 
llr. Bell 
llr. Seltzer 
11r, Lochhead 
llr. Hanee 
11r. Ronald Ransom 
llr . Pieer 

• 

Deceaber ~. 1D38. 
12:00 lfoon. 

George, bow does it look to JOU now? 

There ie some range. A different. yield baa1a they 
used, but. the difference between tboee two long 
iaauea on the basis of the present market ia about. 
5/32 18. 

That ' • on the 60-65T 

Yea, that's the one you had laet night, 61-66, one 
year longer, I have figured one hundred one 16/32 '• 
which a&kea about 5/~2'e difference. 

You figured the 5/321 a? 

I think t.hat.'a about right. 

You figured it Harrie7 

Yea, air. 
George , you had halt an hour with the fellows . Whioh 
do you recommend, the eo-est , 

I would at~ with that, yea, beoauee I think part of 
thie calculation ie on the baaia of the aarket which 
ie run up on expectation. I think they are expecting 
a eo-65 and you can' t figure t.hi.a atutf that oloee. 
It'• onl;r a queation of 5/~2'• and I think the pro­
blea aa between t.hoaa two iaauea il too aaall. l1 
own pereonal ops,p1on, I would eta;r with the eo-es. 
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Harr18: 

seltzer: 

P1eer: 

!lllnaom: 

P1eer: 

H.II.Jr: 

Lochhead: 

Bell: 

H. II .Jr: 

Bell: 

H.II.Jr: 

Hanee: 

Ransom: 

L20 
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One objecti on ia that it might giYe you a premium 
leu than your rights. 

I definitely hold tor e0-65. 

I etill Yote tor the 61- ee. 

The reaeon ia the premium ie a little oloeer in line 

with the t wo pe.r o ~nt bond and it you han too big a 

spread I am atraid a too large proportion ot the 

oonYeraion will be i nto the long bond and the 6l -e6 

would make t wo ieeuea ot about equal prioe eo that 

I think you would not get ae auoh preaaure on the 

longer bond it you have a longer maturity than it 

you have the eo-e5. 

Arohie7 

I would e t i ck to the 6o-e5. I don't like thie juap­

up in the laet day or two. It's trotby. I don't 

like to queation this 5/~2'• that haa been added on 

the laet day. Incidental ly, llr. Taylor eaid that he 

preferred the 60- 65. It, howeYer, you wanted to 

atretoh it a year, he would not make any eerioue 

objection. 

I don't believe by &hitting the ahort bond tor a year 

or the long bond a year that you are going to ahitt 

theae exobangee materi ally, a nd 1t t here ia a ohanoe 

now ot exchanges goi ng into longer bonde, I would 

rather haYe a higher premium ao aa to keep t he bond 

on a better market condition later on. 

So you are in tavor ot • .•... 

60-65 , eYen though it ie aweet. 

Do you want t o a~ anything, Kanea7 

I am impreaead by the 60-65. That ' e what I would 

vote t or . 

I would like to get the premium cloaer t ogether, but 

I am i mpreaead that i n the laet t aw daya we have had 

a run- up which a1ght not i .ndicate anythi ng except 

the market aituation and perhaps there ia not a a 
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!!.li.Jr: 

Ransom: 

Bell: 

H.ll.Jr: 

Reneo11: 

H.li. Jr: 

Ransom: 

H.li.Jr: 

Ransom: 

K.li.Jr: 

Ranao11: 

Pher: 

Ranaoa: 

H.ll.Jr: 

Ranaoa: 

Z21 
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great a dtrrerence ae we think. I would l ike 1t 
baaed on auoh a plan ae would keep b&nka out or the 
long aa much ae we can , but I don't bel1eTe th1e 
dtrrerence or 5/32 1 8 1e going to make anJ great 
dtrrerenoe and 1t ~ ease orr when the rtnal 
announcement comes out. 

It could move orr halt a point. 

So I don't think there 1a euoh an obvious edge oYer 
the 61-ee. 

It eeema to me 1t might have a little advantage rrom 
the etandpo1nt ot the Federal' s portrol1o to keep 
the OQ-115. You have a higher premium; stand up 
longer. 

Now, before we call up, 1t th1a 1a a ra1r question, 
what are you going t o do wi th your eo-odd million? 

That I can't answer because I beTa had no opportunity 
t o consult t7lth the people who have t o make that 
decision . I would be tremendously 1ntereeted 1n 
knowing the T1ewe or these people as to what we oould 
do to haTe the aoat etabil1z1ng 1ntluenoe on the 
market. That's the thing I am 110et interested ln. 

But you are not apt to go 1nto long bonde. 

I should not thlnk eo, but I would like to get the 

Judgment •.•. • • 

You can tell me Monday • 

...•.. ot these people what would be the moet 
etabil1z1ng procedure to follow. 

Still have them? 

Aa rar ae I know we haTe thea. 

83 m1ll1ona. 

It any ot your boys have any det1n1te opinion, I 
would be glad t o haTe them expre•• 1t. 

I thlnk we had better leaTe that t o you tallowa . 

All right. 
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!Ialli: 

11.11. Jr: 

Operat.or : 

!I.II.Jr: 

Operat.or: 

II. II.Jr: 
Allan 
Sproul: 

ll.ll.Jr: 

Sproul: 

II.I!.Jr: 

Sproul: 

H. II.Jr: 

Sproul: 

H.ll.Jr: 

Sproul: 

ll.ll.Jr: 

Sproul: 

H.II.Jr: 

222 

-.-
I aiaht. add that. at the olo .. , the -.rll:et." na 1A­

ol1ned to ahade ott troa it.e hiah. Dealera telt. 

pricee went up too h1gh on the aaount. ot bue1Deee 

done. 

(At t.hia poi nt H.K.Jr. epoke on the 'phone to 

Mr. Sproul ae tollowe: ) 

Hello. 

Sproul. 

Thank ,you. 

Go ahead . 

Hello. 

He llo. 

Well ! 

Yea . 

\ 

We' re all eitt1ng here wai ting to hear troa the oracle. 

Well, you auet haye the wrong man. 

Yee . 

I've thouaht it oyer and figured it oYer, coabination 

ot a nine ,year two and a twent,J-tbree t.went,y-eiaht 

two and three quarter. Looll:e all riaht to •e. I 

thlnk it would give a ohanoe - the beet chance ot a 

proper or an even d1etribut1on ot the t.wo bond iaeuee 

1n the •rltet. 

Well, the reaeon that the Treaeury 11 unaniaoue tor 

a eixt,y eixt,y-tiYe ••••.. 

Who ia7 

The Treaeur;r . 

Yea. 

Ie that the,y teal that. th11 run-up 1n the laet t.wo 

da,ye ie eort ot taet and kind ot tault,yT 
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sproul: 

K. II .Jr: 

sproul: 

H.II.Jr: 

Sproul: 

H.II.Jr: 

Sproul: 

H. ll . Jr: 

Ranaoa: 

H.II.Jr: 

Ranaom: 

H.II.Jr: 

Raneom: 

H.I.!.Jr: 

223 
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I tblnlt that ' s right. 

And lt a1ght perfect~ well eettle down. 

I tb1nlt there baa been eo•e coYer1ng or ebort poe1t1one 
aaong the dealers 1n the thin aarket tor 1netanoe, 
and that when that is oo•plated that the long bcnde 
might go orr a little. 

Bell point ed out to Ronald Ransom that 1r e0-65 1e a 
little r1ob, why 1t 1a Just that much more ot a 
cueh1on before you tallowe have to come 1n and eup­port 1t. 

Well, I think 1t is more a queet1on ot bow a&n1 or 
those long bends get out than ot the calculation or 
what the premlwa might be which can be ott on either 
side or tb1e point. 

It you'll Just walt a minute we 'll give you a dec1e1on. 
Juet walt a minute, will you? 

Yea. 

(H.M.Jr: talks aside to group ae tollowe:) 

I would like t o .ate lt ee-e5. 
I don't tb1nlt there 1e enough d1tterenoe to argue 
about. 

I aa going to be Yery tranlt . It we get a billion 
dollars worth ot bonds I am going to be rather proud 
or it. We will be there. We will help 1! neoaeeary. 
I am not worried. Pareonal1y, I wouldn't mind getting 
one billion dollars' worth ot these bonds. 

There 1en't anything about 1t that giYea •e concern. 

I wi ll be Yery much aurpr1eed 1r 1t doee, but 1t 
wouldn't bother e a bit. I would rather be bull1eh; 
that the United Statee OoYernaent can borrow that 
long -- g1Ye 1t that interpretation. 

I haye no argument. 

I want to tell you how I feel. I don ' t think 1t 
will go there. 
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Ransom: 

J! .II .Jr: 

Raneoa: 

J!.II.Jr: 

Ranaom: 

J!.II.Jr: 

Ransom: 

!I.U.Jr: 

Ransom: 

I! .II, Jr: 

Bell: 

H. II. Jr: 

Bell: 

H.II .Jr: 

Sproul: 

H.M.Jr: 

:::24 
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It eounde hish to ... 

Well, all rignt . I don't th.1nlt 1t will go there 
because I think there ie going to be a auch better 
demand tor the 2' s than &l\1bOd,y thlnlte . 

I am inclined to think you are right there. You 
w111 get a eurpr111ng deaa.nd tor that. 

I et1ll th1nlt there w111 be a '9'81')' healtb,y demand 
tor the 2 18. 

I th1nk eo. 

But 1t I am wrong and they go 1nto the longe, I, ae 
Seoretaey ot the Treasury, would not be a b1t oonoerned; 

ln taot, I would be rather proud. I want you to know 
1n tlme. I want to play ae ta1r ae I can. I don't 

tblnlt it ie go1ng to happen, but 1t it doee, it 1e 
aometh1ng to boast about. 

It wouldn 't be alarming to you? 

Not in the elighteet, and Just remember thie, that 1! 

anything happens, I don't have to do &111th1ng Karch 
15th. We could sit tight and elr.1p March. 

I don 1 t th1nlt you will have to, 

But I am 1n that poeition. Check, Dan? 

Uh-huh. 

Certainly i .n eix .onths you could absorb th1e th1ng. 
I could do nothing, or I could borrow .aney troa 
Jeeee on the three-year notes. We are 1n a vel')' 
n1oe poe1t1on. I don't th1nlt they w1ll go to a 
b1ll1on, but 1! they do, 1t won 't tother ae. 

0. IC. 

(~t thie point H.M.Jr: reeuaed h1• oonvereat1on w1th 

Mr. Sproul •• tollowe:) 

Hello. 

Yu. 

We' ll aalr.e l t eo-e5. 
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sproul: 

H.U.Jr: 

Sproul: 

i!.li.Jr: 

sproul: 

H.li.Jr: 

sproul: 

H.U.Jr: 

Sproul : 

H.JA.Jr: 

Sproul: 

H.li.Jr: 

Sproul: 

H.U.Jr: 

Sproul: 

H .l.!.Jr: 

Sproul : 

H.loi.Jr: 
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And a nine year. 

And a nine year twot 

Yes , and a five year one and one-eighth. 

And a five year one and one-eighth? 

Yea. 

All right.. 

" 2r; - ~ 

And thanks ror all t.ha help, a.nd I reel very oont1dent. 
on the whole picture . 

Wall, I have no question about. the whole thing going 
over well. 

Just as long aa something that. I can't. foresee happe~s 
between now and Wednesday night, I think we are eit.t.ing 
pretty. 

I think that. it will go very well, and the only ques­
tion I bad all along hae been the question or the 
distribution as between the long and the abort bond 
and not. wanting to get too many longs. out.. I have no 
serious concern about. the ueue at. al.l. 

I still think t hat something you can't. ttgure out. w1t.h 
a sli de rule 18 going t o make people buY nine year t wo. 

That's the poi nt.. You can't. rtgure that. the factor or 
ecarc1t.y, the ract.or about the cash, the ract.or or 
fil l ing 1n a fixed maturity in a desirable area. 

Ri ght ! Well, I 1 m ever eo much obliged tor all your 
help. Just. a minute, Just. a minute - - (pause) 
Mr . Ransom says when he gets back t o hie office be 
ie going to call you a e t o what. eyat.am will do. 

Yee. All right, I' l l expect. a call rrom him then . 

Thank you very much . 

Thank you. 

Good bye . 
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Operat or: Operator. 

KUJr: ur. Spro~l please. 

0 : R1ght. 

KUJr: Hello. 

0 : Sproul. 

HllJr: Thank you. 

0 : Go ahead. 

H!IJr: Hello . 

Allan 
Sproul: Hello. 

H!JJr: Well! 

S: 

HL!Jr: 

S: 

HllJr: 

S: 

HltJr: 

8: 

Hl4Jr: 

B: 

1114Jr: 

S: 

Yea. 

We're all s1tt1ng here wa1t1ng to hear 

We l l, you must have the wrong man. 

Yes. 

!rom the oraole~ 

I've thought 1t over and !1g~ed 1t over, combtnat1on ot 
a ntne year two and a twent;r-tbree twent;r-e1ght t wo 
and three quarter . Looks all r1ght to me. I th1nlt 1t 
would g1ve a ohance - the beet chance of a proper or an 
even d1atr1but1on ot t he two bond 1aeuee 1n the market. 

Well, the reason that t he Treasury 1a unanilloua tor 
a a1xty e1xty-t1ve -

Who 1af 

The Treasury. 

Yea. 
Ia that they teal that th11 run up 1n the laat two 
day1 1e sort ot taat and k1nd or tault;r . 

I think that ' • r1ght . 
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f(l.!Jr: And 1t mlgbt perfect}J well eettle down. 

5: 

l!JI.Jr: 

S: 

H!JJ'r: 

S: 

r!Wr: 

S: 

'!liJr: 

S: 

i'JJJ r: 

S: 

!!!l.J'r: 

S: 

HlJJr: 

S: 

~IJr: 

S: 

HHJr: 

I think there hae been some covering ot short poeitlone 

among the dealers 1n the thin market tor inetance, 

and that when that is completed that the long bonde 

might go ott a little', 

Bell pointed out to Ronald Ransom t hat it sixty e1xty­

f1ve 1a a little rich, wht it 1a Just that much more 

ot a cush1~n before you fellows have t o come in and 

support it. 

Well, I think it 1a more a question ot how many ot those 

long bonds get out than of the oaloulation of what the 

premium might be which can be ott on either side of this 

point. 

It you'll Just walt a minute we'll give you a decision. 

Just wait a minute , will you? 

Yeo. 

( HW'r. talks as~de t o gro1.1p) 
~~·-

Hello. 

Yes. 

We'll make it sixty sixty-five. 

Sixty siKty-fivs? 

And a nine year. 

And a nine year two? 

YeR , and a five year one and one-eighth. 

And a tlve year one and one-eightht 

Yea. 

A.lright. 

And thanks tor all the help, and I feel very confident 

on the whole picture . 

Well, I have no question about the whole thing going 

over well. 

Just ae long ae eomething that I can't toreeee happen• 

between now and Wedneeday night, I think we are eitting 

pretty . 
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P.Wr: 

S: 

'C!Jr: 

s: 
HUJr: 

S: 

Hl!Jr: 

228 

- 3 -

I t n1nk that 1t will s o very well, and tne only queet1on 
I nad all along hae been the queat1on of the d1etr1but1on 
as between the long and the snort bond and not wanting 
to get too many longs out. I nave no aar1oua concern 
about the issue at all. 

I et1ll think that something you oan't figure out w1tn 
a sli de rule 1s going to make peopl e buy nine year two. 

That's the point. You can't figure that the f act or of 
scarcity, the factor about the cash, the factor of 
filling 1n a fixed maturity in a desirable area. 

!Ug)lt ! Well, I 1 m ever eo muoh obliged for all your 
helf; Jus t a m1nute , just a m1nute -- (pause) 
Ur. Ransom says when he gets back t o hie off ice he 
18 go1ng t o c~ll you ae to what sys tem w1lldo . 

Yea. Alr1g)lt, I 1 11 expect a call from h1m then. 

Thank you very much. 

Thank you. 

Good bye. 
\ 
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December 3, 1938. 
12: 49 p.m. 

Operator: Governor Ransom. 

Ransom: Yea. 

Hl!Jr: Hello. 

Ransom: Turni ng this quest ion ot our own position over in ~ 
mind since I saw you, and speaking tor MYSelf alone 
because I won't have a chance to compare with the 
rest of them 1ntelli.gently until the tiret ot the 
week, it would be MY thought - let's put our position 
fifty-titty between the short-t1me bond and the note. 
I think we ought to stay out of the l ong-term bond. 

~r: That's alright. 

Ransoc: 

;,wr: 

R: 

HL!Jr: 

R: 

HUJr: 

H!.!Jr: 

R: 

HHJr: 

:\Ansom: 

ffi!Jr: 

R: 

Particularly in view or your thought that you are 
going to get a billion in it, why we want to keep 
as much reserve as we can on thRt one. 

Well, I said that was an outs ide possibi lity. 

Well , you might -- you might at that. 

Yes, I really don't think it will go there. 

Well, with the position you are in with the tunds you 
have, why - ah - and exoeee reserve position such as 
it is, I wouldn't anticipate any Secretary reaction, 
but I think we bad better stay out of it. You asked 
me and I hadn 't even crystal1zed my own thinking on 
it, but 

well -

That would be my own reeling about it. 

That'e what I thought you would do and I believe ita 
alright . 
We ' ll get together the very first part of next week ­
Monday or Tuesday at the latest. 

Fine! 

We' ll canvass t hat out and let you know. 

Thank you. 

0. lt. 

' 
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HJ!Jr: 

R: 

HL!Jr : 

R: 

~r: 

R: 

RI!Jr: 

R: 

HLIJr: 

Hello - Hello . 

Yut 

- a -
230 

Ah - after you lett t he Wall Street Journal t1oker 
oarr1ed a little statement on what we were talking 
about. 

They did? 

I don 't know whether you have seen it. It oame out 
at 11 :54. They just br ougbt it 1n now. On that 
thing about --

Yes. I'll try to cheok ours on it . I hadn ' t seen 
it. 

I think you will be interested 1n view or what you 
and I wer e talking about on the Dow Jonee. 

O.K. I'll get it right away. 

Thank you. 
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TREASURY DEPARTMENT 

INTER O F1'1CE CO MMUNICATIO N 

DATS lllC I -

ro Seereto.ry llorgenthau 

,~o" Ur. Oliphant 

for JOur in!Ol'lllllt10D: 

r.e hAve sent to the Acting Coaptroller Oenarlll a let ter, 
(oii:Jlecl by !Jr. WeRquolds) about the 'liP! rel.W workers , asking them 
to reconsider their deciJiion of Noveaber 22 to the CI>An-n of the 
Unit.ed States Elllployees Compensation Cocaisaion. In ita decision the 
General Accounting Office held that• 

(l) The Coarlasion f1111J;f not, \Dlder the provisions of 
See. 601 of the Ee<rQIIY Act of June 30, 1932, 
transfer to the United States Public Health Service 
from speeW i'lmds UDder its control such S\11118 as 
lillY be necessary for the cont inuation of medical 
serTices to injured relief workers J and 

(2) The appropriat ion lllllde to the Elllployees Compensa­
tion Comaission would not be available for payment 
of coapenaation of employees of the Public Health 
Service engaged in the work of f'urrliahing llledical 
services to relief workera if such employees 
actuall7 continue to perfora the aaaa eervice UDder 
the Publi c Health Service ae heretofore. 

231 
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Dec.Uer a, 1938. 

"M!'!I!!!! 

11r. -lor 1A1'1\e<l. .. 1a '-> a ... uac which \ook place uuo 

IIIOnUDC when he receind llr. ! "ley, Jinanc1al CoUD .. lor of t.he 

Brl ~1ah •'baaey 1a Waahiacton. .&lao pru ent were lleoara Loehhea4, 

lhlte and BII.Herworth. I UDdere tan4 llr. Bu.tterworth heo pl"ep&re<l. a 

aoaor&lldla for t he Tre&RrJ of Ulio conYere&tlon. Jor ., own iator­

Ditlon I record the follow1nc. 

llr. - l ey uplaiaed thet, in ruponse to the request conYqed 

throuch hla by Seore\ary llorgentheu, he had r ecehed f rom t.he !r1Uah 

Tr•.ur.v on the trip of t.he ~ llary which arrind 1a .._ Tolit 

Dee.ber l certaia do.,..ntation, lie ea1d Ulio wa o not aa COIII)lete 

•• the Secretary requao~ed, .,,, lllportanUy becauoe ouch detelled 

1Dto.-Uon aa the Secre\ary deolred wao not anllable '-> the !r1Uah 

~r .. oury, due 1D part t o the Brltloh r egard for the profeoo1onal 

atUtude of the 'banlr:a toward the coDt14enUal cheraeter of their 

clionto' traneact iona wi t.h them. 

B.-ley 41d pTe apecU1c flgnreo 1D regard '-> gold boldlJICI of 

tho uch&Dge eqnaUsaUon account. .lt the end ot llarch, 1938, the 

account hold 297 allUon poundo of gold. 111 Septa.ber 30, the accoUDt 

had loot 140 111ll1on poundo; by the and of •o••ber another 60 allllon 

poundo: &D4 40 111Won poUDde were required to coTer future operatlono 

D&turlJIC i n December. 'rhia let\ 1D t.he tund , t.heratore, appron-tely 

60 llllllon poWida or 300 ailllon dollaro. -ley o\at ld that t.he 

L32 

pr11an t plan waa t o iacreaoa toward t.he end of the y .. r t.he f1.tnc1ary 

houe of the BaDll: of Zngland by 60 ailllon pound• which would be about 

110 a1ll1on pounda at t.he currant rate or 6 lmlldred ailllon dollare, tlml 

chi ne the account a 'balance of appro:d-tlly 8 lmlldre4 111111on dollar• 

for the flrat of the year. 

Bewley atated thet the boarded gold on the !r1 tlah •Jicet wa e 

ootW&ted the loot weel< in •oT•ber at uporarde of 200 aillion poUDde. 

He could gin 110 f1gnru 1D r eprd t o fore!4D capital boldlJICI, 

parUeularly at abort tera, oA the london •lite\, II• felt that the 

capital which bad been leaYiJIC London recently had bean ctirely foreign. 

l!o tbo"Cht the figorea aboTe clte<l. proTed concluo11'el.Y that the 

Britioh official• had been taking eTer.r appropriat e aD4 poeolbl e aeaeure 

to stop the 4ecl1u of 1 t erl1nc· 'Diere waa ocnaiderable 41scusl1oa 

of the po .. ible atfeot on Aaerle&D price• of the 4eprec1at1on of 

S\erlinc, aD4 1t W&l IICl'IM that any fur ther \&111:1 Oil t.hia nl>J ect 

be betweeu lfeura. Bewley an4 Whi te, llr. Bewley r -rltld to llr. ~lor 
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111&1 1a \Ae oo.,.er.uoa whiela lftlq ha4 ha4 wi\ll heft~ lloJ'pll.._ 

eo .. daTa ap ~ la"ar lla4 r.arlca4 \ha\ \Ae J'ruolllla4 •• - fU 

w follow .Aau1ou .artc... lftlq aal<e4 ta;rlor if he Oftl4 pn Ilia 

a 1una 80H llpt 011. \Ae alca1f1-• of t.ll1a ~. parUealarlT 

tliUlt U waa ua1ra'ble 'IUidar the \ripar\Uo arraac-11.\ \ha\ \Ae \llrae 

par11 .. \hare \o -.a ooD.nn&D.t w1 \h pol1o1oa 41acuaa4 llawoa \Ae 

Tarlou .-)era. lfr, 'fla7lor \bo"acbt U wo10l4 'bo uct .. U7 for ll1a \o 

apaok tv\Aer w1 \h S.orotar)- llorpD.\hn. llofora he oo1014 ola)orat o •• 

thb po1Dt wi\h 11r. Bowl q, 
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P.A!W'liiUSI OJ' TILIGIWl RIOIIVID 

JROlll Alller1oan llaba .. y, Paria, J'ranoe 

D.t.t:l: Deo•ber 3, 1938, 1 p.a. 

•o.: 2044 

FOR THE TRUStltT DIPMtTII.U'f. 

234 

This morning t rading between banks Tery quiet and 

uneTentful, and the tendency rem&ined faTorable to the 

franc . Rate for sterling wae about the eame ae at closing 

l ast night . Preaeure again experienced by the hlga. 

The market appeare to be unmoved eo far by the 

Italian incident. 

Today 1e financ ial preee reports ruaore that a monetary 

union 1a enrteaged by Berlin and Praha; it 1e the Ti ew of 

financial writers, however, that it would be surprising 

if Germany would be euoceseful in persuading OzscboelOY&kia 

to accept an arrangeaent which would be so detrimental 

to ita inter ests. 

There are reports that on the tenth of Deo811ber 

converaatione of an eoonoaio oharaoter will begin in Parie 

betwec the French and German GoTernaente on two pointe -

renewal of exhting quota arrangeaente, and the e1tuat1CD 

reaulting troa Germany taking over Oseoh territory. The 

tranefer of this territory bringe up queetiona of cuet0111a, 

tariffa, quotae and finanoial truefer. It &I&Y be t hat thee 

will &leo be d1eouaeion of the participation of the Reich in 

tlle aerrtce of Ozeoh loane. 

EIID IIISBAGI, 
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PARTIAL PA!U.PBRASI or TELJnRA.K RIOIITID 

JROK: Aaarican lllbaeay, Berlln, Ger•DJ 

DATI: Deo .. ber 3, 1938, 1 p,a, 

10.: 684 

lo. 35 rat TRJ:ASURY J'llOil HEATH, 

235 

The Jinanoial Preaa (GoTernaen1 oon1rolled) baa 

predicted 1b&t the great inoreaaaa in ourrenoy circulation 

and Reiobab&Dk cred1 ta wbiob took place in Sept•ber would 

be reduced rapidly and aubatantially; boweTar, tbia predic­

tion baa not been fulfilled as ya1 . 

The Reicbab&Dk a1atesent f or loT .. ber 30 shows a 

total currency circulation of 9,8t~ million marke aa 

oo11pared w1 tb 9, 868 million mark a on October 30 , 

10 , 154 lllillion Sept•ber 30, and 7,180 lllillion on lllovembar 30, 

1937. Reiobabank orad1te (mainly billa red1aoounted) 

totaled 8,407 ail lion aark.a ae oOIIIp&red 8,43:5 million 

marlta at the end of October, 9,071 million marka at tba 

end of Sept•ber an4 7 .~31 aillion marks on August 31. 

The increase during t he last week of the month in credits 

was 923 million marlta wbioll. offset the remarkable repay-

l!lent of reichaaark cred1 t a durillg the first three weeks 

of loT•ber reported in ., lo. ~ for •OT•ber 30. 

Coincidently wi th tba increase of Reiohabank ored11a 

ooourred 
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J4L - 2- Btrlin Dtc. 31 1938 9 a . m. #684 

occurred o.n increasE in Rt ichabank dEposits of 99 million 

mnrks to a total of 1 , 141 million Llll.rko . 

":lith th£ stat tnmt thErE o.rE also publishEd fiZUI'E? 

of Rtichsbank ~ro cltnri~s nhich tor ~ovonbEr utrE 100 

billion T!lll'kS as COL!p9r£d r:ith 104 billion in OctobEr, 

103 billion in Stptnli:>cr no:! an o.vcrac;£ cf 81 billion 

!!'Arks for thE prtcEclinc; t1zht n1onths of 1938. 

Th£ r.tonE'J rn.o.rkE t which hO.d no usual stifftntd at tht \ 
month- End Ell:lEC' SOUE\·;l}o.'.; ycs·ttrday • Call &IO!IEY ·;tO.~ quotEd 

o.t th£ Novt~btr clooE . 

GIL.:£l~T 

DDU :" .WC 

Regraded Uclassified



C J.BLll 

7roa: B&D.kera Tr.aa \: Co. ot 1. T. 
London O!t1ee 

Date1 Deeeaber 3, 1938 
sa~ 

on lliWS STl!UlliD JJU..'fCO ITALUII POLITICJ.L SITUJ.TI Oll IW!XE'l On!IKD 

OFJ'3R:ID JOR FBAIICS J.liD lWITJW JOR DOLLJ.RS BUT 'Slllli!ICT 1VlDliD 111!1:11 

23 7 

J'REIICH CONTBJL EIITARED J.S SEI.I3ll OJ S!EJ!Llll(). BRifiSI! COliTliOL ST.t.R!ED 

JtiYIJI() DOLLJ.RS Ill1liBCTLT U 4.68 J.liD Ov:tR JOR1WIDS STXADT. DeCJ.STELL.U!E 

REPORTS J.()l'!J.TIO!I BT LH'l' m:FEliRZD TO OUR 36902 IIDTiliG SOliE SUCCISS 

Stn!!AL UliPL&&S.ll!T INCIIIIliTS J.liD J'ORTBXR STRIDS PBJVIN!aS. Bl!.LI!VES 

COliBI!IBD 7A.CTORS .AOOR3SSIVE LEFT I'!J.LIAN I NCIDENT J.liD IU.BBE!ITli)PS VISIT 

:'0 PJ.RIS ll.t.T roRII Ctii!RE!IT 'rll!:liD JOR 1!3P.lTRUTIOll J'WDS PABIS. 
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Dec. J, 19:311. 

J rig1n81 ot attached oent to the Pr~eident (in Georgia) 

, b7 opecial •••enger, train laavillg at 6:45 p.a. 

, 
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STRICTLY CCiriDEITIAL 

IEJIOIWIDUII rt'fl Tlil: P 'U:SIDUTa 

t u derataacl \ba~ a pl'Opooa l \0 1apoae all e-.rso oa 

gol d 1aoorte h&t beeo au~ee\ecl aa be1ag aa erraa\1we 

aea.ure \0 pro\aa\ \he poa1\1oa or the dollar aga1ae\ 

tu r \ he r depreo1at1oa ot aterl 1at ovrronolea. a.ah a e\ap, 

1n ., op1n1oa, •oald 1a \be aoraal ooarae or eweata ha•• 

an erteo\ on t he exchange ratea exaotl 7 oppoelte Co the 

one deelred, aft4 1o add1\1oa would hawe ooneaq .. aoae whteh 

would lncreaaa t he eaoaoalo 1na\ab111\J ~hl'oasboat \ba 

world. 

An eabarso on ~ld laporte would lncreaae t he preaaure 

agalnat rorelga oarreno1ea. Durlng the pea\ elewen aontha 

the da .. ml tor dollar exoNap exoe~ded \be aup~: lJ arta1ag 

rroa all 1nteraaUonal tr&naaaUona othe r than gold ahlP-

.. ot e b7 alaoat $1,500 a1ll1on. The aeane or aupol 7lng t he 

dollar exchan1a neaeaaePJ to eattarf th1a exoeaa deaand 

baa been the laportaUon ot gold . 80 tar t hh Jee r abou t 

tl, 500 a1ll1ota ot gold hu beell 1a7'0rhd.) It \be de .. nd 

fo r doll~r exohenge oont1nuee Co be ln exoeae or the aupplJ 

and 1t, tur~r. dollare could ao t be aoqulrecl b7 t he ~•le 

ot gold \0 the Un1 ted State a , euob dollar a a a are aYa1la ble 

on t he tore1ga , , ohange aa rket would beooae aore waluable. 

tn other wo l"4a, nu .. roua OW'renc1e a would deproola te • ~111 

further Yh- a-•1• the dollar. Slnoe there doae no t ••• • Co 

be an7 t .. ad1at• proapaot ot a auba tenttal ahltt ln t he 

de .. nd-auppl 7 relaUoaahlp tor clol l a ra an eabargo on the 

1aoorta or ~old a\ \hla u .. would be a a top ln t he d1raoUoa 

or eggr nwat1ng t he wer7 oondlttoa t he propoaal aeeke t o 

tlleY1a te. 

1'\artheraore, the eleele ra \ton or aa e.t>argo on aolct 

1aporta would-- quite a part rroa l t a poll\loal r eperoueelona 

>eth doaeat1o and t oralgn -- oolla \l ~u ta a ••r.r clla .. rbla' 

fao\or 1n ta,emaUoaal eeonoalo relaUoaa. TIM TrlparUta 

Aoeord algbt be teralaated a nd t he tno\ab1llt7 1& osahaa .. 

rt.too would ba •ah 1.ateaaltlo4. ora•• aaaer\aiaUoa •l'll 

~epeo\ t o lntemaUonal •ae\aPJ aad oo-relal •'tera 

• ould be 1ntroduea4, the tvll oonaequonooo ot ~lab aan .. , 

be eDtlrel7 t o reaooa. 

FILE COPY 
Regraded Uclassified



240 

-·-
., ...... ulllc .. ,...,.w _ _, ... a.na. ,.,.. .. a 

.. ., .... ...., ass' s1• Ia ua. Mtlleasat .,- aat. ... tasn 1 

-laiiMs, •• _,_. M .. ,.._ areeter rsu .... • ..._ 
eUtate asne... ftle ..-&•1sa sttHt ... , ,alt _._,, 

sun • u ' see Ntes _,_. M nlusl ..,. et&U 7Ift 

.... ,rtss -u ""•' te e1sarlaa ...,.._, • ..a t11s •rs 

... sslrs"le terll? et ..... ,. --'-'•1 t• uas ,..,.... et 
aarrslflq Uls tlii?W&U... a ......... Ntes. 

naallJ, as .-..... .. ,.u -u .. al a "~ te .. 

prssel&e st ,.u elu - "''• alll?l\ -.117 • "' •• 
•• aa la,s ... Ueeal ~- sf snhsp. As a • ._ 
poeMSTlal asrs tlllaa lilalf tilT .. rlt•s -.tai"J _."ITt, 
..... \hs atrt larps' ,.u .,.ot ............. ntal 
lattrss' 1ft Ulls ,.,_.. ot ,.1&. Ia e117 saM, .., •W. 
•Msb w011U -~ te t~Ms..s;as .. alltsass la ,.u est n'asp'P 
Ue ... as as lats ... U.-1 astlu st s..-ap lll..U -. 
\Usa salJ wl til Uls 1"7WI' rslastases. 
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TREASURY DEPARTMENT 

INTU OPFIC. eoMIIUHICA1'lON 

Secr etary Morgentbau 

l!eX!DOll Oliphant 

For your informat i on -

e.-n Dectaber 3, 1938 

Notl:llnt; occurred at the Monopol)' Hearing on lrida;r not empl)' 

reported in the preoa. 

Today , Leon Henderson held forth tor two hour a in what I con-

alder the beet general presentation or our current problema that I ha..e 

••• r hoerd or read . Since ho wa outlining the prognm ot the COIIIDitt ee, 

•tat he enid •na doubly important in mokint; it clear that the purpose 

or the Committee is not morel r eform , but the making of t hose tunctionel 

chaogeo necessary to r estor e our private competitive ~etam to operation 

et t hat increaee<l and eonatant ly accelerat ed rete neoeoaerr to ab sor b 

the unecployed. Hie t estimOny will appear i n printed tom Konda7. 
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W. B. lla41_, 

TREASURY DEPARTMENT 

IN'TD O I"PlCC COMMUNK:ATlON 
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Se\~\e4 Ia41oa\e4 

3-3/4f, treae . lloa4 11«J/ ta (33-ZI Jft• ) 

?M/41/o o o 1111/U ~- Jft•) 
?M/41/> 0 • ltaa/tn • 1"·) 
;;.3/*f. I I 1113/68 3&-10 Jft• ) 

~ 'l' ... rArJ lloD4 12/.16/ tn (I pare) 
~ 0 I 1/ 16/ tn (I 1/2 Jfto) 

1-1/ af, tr•R1'7 aow U / 16/ 43 (6 ,...-.) 

MarRS ltele Prei• 

a.u • a.ee 
2.M • 2.11 
a.e- 2.11 
2. 16- 2.68 

1 . 8&- 1.10 
1.10 - l.ia 

0.1'1 • O.H 

a •'•· - 1 6/ 1 ~··· 1 7/ 1 ..... 1 1/.2 .... 

1 at• ····- 1 1/1 •••• 
1 6/ 1 ..... 1 1/ 4 .... 

1 •'· 6/32 - 35/ 'la.4e 
1 •'· 11/ 13- 1 p\, 10/32 

:!0/ 32a4e • rt /S2AU 

!he fire\ preal• b a\ft\ \be •xt \!Ia\ ~~q M •l1Pec\e4• *lle 

u. eecoD4 •• 'fi- aa a co•enaU•• eet~w aa4 proloalll7 a'llool\ 
wbere \be h.,..• 'rill opea oa \be 4D7 of offerliiC• 
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••••••••• 1 .. 

MJ dear . ,.. ,,..11 ... ,, 

I ftnd \ bat WO 80 loJICOP l lft allo .. 

•n\1 11\ tull for Go~•' ftlilllft,Uou 

up \ o 015,000. 

tore, I \ holll(n' 1' •oal4 ao' lile worth Jo•r 

•h1le \o ba•o M Oarr)' 011, JOU' 01111HUOil• 

XOIU'I a11\00J'Il7 , 

'the Pru14o"', 

I ani 5pr1 M O, Ooors1a. 

243 
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To: 

From: 

December 3, 1938 

The Seoreta%'7 

Illes Lon1gan t: J... 

The total num~er or J?A workers on 

NoYember 26, 193g ie 3, 215, 564. 

The deoreaee dur ing the week f r om 

November 19 t o November 26 wae 27 , 991 

workere . Thie i e a total deoreaee or 

47,062 workers from November 5 to November 26. 

The total increaee r r om the low point or 

October 2, 1937 to the high point of 

Nove~ber 5, 193g wae l , gl4,215. 

245 
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WORKS PROGRESS ADMINISTRATION 

Number ot Worker s EaploJad - MonthlJ 

Un1 ted Statea 

1936 
Nuaber ot Workers 
(In thousands) 

January 2, 926 
February 3,036 
March 2,~72 

April 2 , 5~ 
Nay 2,3 
June 2, 256 

July 2,211.9 
Auguet 2 , ~6 
September 2, 2 

October 2 , ~1 
November 2, 2 
December 2,192 

1937 
Januar Y 2 , 1~ 
FebrullrY 2, 1 
March 2,115 

April 2,070 
May 1, 999 
June 1, $21 

July 1,a69 
August 1 , go 

September 1 , 11.51 

Oct ober 1,11.76 
November l , g20 
December 1, 29 

19~ 
January 1,901 
February 2,075 
March 2, 395 

April 
2, 5$2 

llay 
2,67$ 

June 
2, 767 

July 
2,967 

Auguet 
3,067 

September 
3,120 

October . 3,2~ !I 
NoYe•ber 

3, 21 

Source: lorke Progreee Ada1n1strat1on 
a/ Cont1~ent1al 
iiontbl: t1gu.res are weeklJ t1gu.ru tor the 

lateet week ot t he .onth. 
They 1nolude oert1t1ed and non-oert1t1ed 

workers. 

::47 

\ 
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WORKS PROGRESS ADMINISTRATION 

Number of Worker& Employed - Weekly 

United Statea 

Week ending 
1938 

llaroh 5 
llaroh 12 
llaroh 19 
Maroh 26 

April 2 
April 9

16 April 
April 23 
April 30 

::; r4 
llay 21 
liaY 28 

June 4 
June 11 
June 18 
June 25 

July 2 
July 9 
July 16 
July 23 
July 30 

August 6 
AUI!Uet 13 
August 20 
August 27 

September 3 
September 10 
September 17 
September 24 

Oct ober 1 
Ootober 8 
Ootober 15 
Ootober 22 
October 29 

Ncnmber 5 
No•rember 12 
Nonaber 19 
Nonaber 26 

Number of Worker • 
(In thoueande) 

2,167 
2,244 
2, 357 
2, 395 

2, 445 
2, 504 
2, 532 
2,545 
2,582 

2,608 
2,626 
2, 652 
2,678 

2, 695 
2, 711 
2, 736 
2, 7"67 

2,g07 
2, 853 
2, 899 
2, 938 
2,967 

2, 996 
3,017 
3,0369 
3,0 7 
3, 086 
3, 102 
3, 114 
3,120 

3,129 
3,136 
3, 167 
3,201 
3,245 

3, 263 
3, 257 
3,244 
3, 216 !I 

So\•roe 1 Worke Progre•• Adalnietration 
!I Confidential 

'A 8 .:.-. 
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\).·>·'>!:' hOtral llarplu• Co.ocu u u Corpora.u on 
lh.I.DU)' or COUI041U u Pl'oOW"t4 .. 

ruoal 'bar 19)6 &ftd. Phc.U x ... r 19)9 to ._.._ 

<n~~U"u 1ll tbGau&b) 

;o~lt.t Uftl\ 

-· n.~1 
"-lh•h 5. 5 3 UD '" Ill ....... 2.:190 

,,. 10 1 !1"0 

....... 56,!!00 
h.ebdl n 36 1 1 

,,,)0 
'··~ 

!let'' ~h'ub) lu.tlth 11 7~ • 2 • 3~ 65 11 .. 67 to 
l~kbtrr1ta (Canned) c .... .. , .. 

Ji\ 811\UJ' Po1,1ndt ''·~~ ~~ m ··m 3·m 5ol09 '·m 3-m '·m ·-~ 
.. 

''"1' lluhde ~~~ 
··m 92. ~~ '·7u 

18'l1l 
CIM 7rup Oallont 2)1 10 

)70 1)3 ., •. l 
)6 25 •5 . ' 

CUTIIU Dutb th 6) • 'i • 7 6 1 16 17 5 • 1 'f, 

\ill Ct:.tlltlo o~ .. r cr. tee '2 
• 

,,le.rr lu.nohu 1,174 149 • I ~ 5 
Cn•• (t'hc>h •bt .. l) :Saott 1;08 

11) 

c:bttlt Pounb , ,1;06 

laoh • 
I 

\H\ larrdt 
~ l .., .. • 1 s ~ 

tuc.w 1,1)} 6o 29 •• '" ' 22 1 22 15 16 

'""' ,,1to 

c •••• 210 \il' ....... '·~ Dan'tll •• 279 
179 

lox•• WI 
c ..... 552 •611 7 •• .,. 227 .,. 5 '' 1,1'!1 f5) 

fo.c• • Iii l.bdt - 15.5'0 'i:i~ 
hr4o 

2.~ 

Poundt u.~ 2,&81 5,96o w. 63i 
•• 

Qua.rh 12, 7 4, 709 509 515 ~15 53• 551 sao .,. ,9.1l7 11.,82) ),0~ '·"' ''·"1 
Pou.t~dt l•ooo ~~ 7 u ~~ 

Ill 78 ~~~ ~ J .r:m JJJ Box .. .932 , , 0~ 
6' 5" '' II 

•oc• 21, 82~ 1,22) • • 791 1,.7) ,,, I 
Pound• 2, 5)1 

t , )OO 
But hth 6 

P•ua (rrub~ loxe• ,,. ,, 96 7l 17 12 
11 ' 

.. , 
m1 Ptu taMed c •••• il62 

1tu OrltO.~ Pov.nta 6,000 
)11 

1tat Fwab habda ' • 2oll 122 ,. • 
Pota.to•• (hut) habela """ 
Po\&~•• (~\e) ~.~ 1.907 101 If .2 2)1 05 

,, t 
,,,,7 

!ill 
fo\&\o S\anh • fl.....- •• 
PnUie& \Of-1M\ 55 

tl 
rrun•• ,...._. ~ s ) 

.,, 
IIU.al-0-• u [ 

(IU1114l 

• 1 

• ~u~\J tl&W"U r e,orta4 'tiiJ •--.,.&~. ~l,u Co..a41Ua• Corpor•Uoo ar• ._.eel oa tal•~0 r.po:-ce .,.
4 

.,.. ...,., .. ut4. 
f\Mal Jea.r 19>' "'--'' uu ~-~~ ~he& lo 1Mlu4a all oontnot ..... u.uo .. ao4 oebU .a.:.aac-..te • 

• Regraded Uclassified



DECIMBER 3, 1938 

TBL!i.O.IUII (YIA WHITE 11008! WIRB) 

HEAR Al>lllRAL ROSS T. IICIIITIRE, D. s. N. 
SORGEOII OEDE.IUL OP TilE J.t.'YX 
WARii SPRDIOS GEORG U 

r.l'! \ ~~ DID.IGlll'ED TO LEIJUI OF YOUR APPO IIITIIl'll'f AS 

SOROEON O:::NERAL OF nu; IU VX A»D WE & ~SliD XOU OUR 

l!BART LEST COIIGRJ.TULAT IOIIS Oll XOUR PROIIOTIOI BES'f 

WISUES PRO!t US BOTH 

liEJIRY AIID ELDIOR IIORGI!21THAU 

250 
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IliCIIIBlR 3, 19)8 

fELEOR.lll ( VIA I 'IUTE 11008! WlRB) 

REAR JJ)IIIJUI. ROSS f. IICDITlRB, O. 6 . ll . 
SOROP.Oll o Ell !fW. or TilE JA. vr 
WJJIIl SPRDIOS GEXlRG U 

~t W&lK DILIOH1' tm TO LUBII or YOOR .lPPODITilPJIT AS 

SOROI!OII OZMK!W. or DiE IIAVY AND fiB S END :tOO OUR 

IIEARTI.EST COHOJU.l'ULAT 10116 ON :tOUR PROJI>TI OII BUT 

WISUI~S FROII US BOtH 

liUIRY AND .ELIII OR IIOROE21Tll.l0 
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DBCUBBJ\ '• 1938 

TELIO!Wl (YIA WU l'fE 11008! JIRB) 

IIEAII ADIIIlRAL ROSS T. .CDITlRE, 0 • s. 11. 
60NGI'JOI 0 PJI ERAL 0 f THE U ft 
J ARii 8PRIM08 GI'JORO U 

•s \l WtiS D!LIGHrSD TP L!WUI or ~OUR APPO DITME2rt .&8 

SURO!OII OE»SIUL or "nilS IIAVY .lJH> U !o l!liD 'LOO OUR 

UEARTl&ST COlORArULATIOII8 ON XOUR PROMOTI OI BEST 

JISUES PROII U6 BO'tB 
IIDI~ AJID EL DIOR loiORGBtiTIIAU 

252 
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• 

Rear AdaaJ.ral Roea ! • Molnt1re, u. 8. N. , 
lur&eon General of the NaYJ 

Wal'ID Springe, Georgia 

'ti!:'l w ' 
We werejF&efi(Eted to learn of ;rour appointaent aa 

Surgeon General of the NaYJ and we aend ;rou our heartieet 

congratulation• on :rour proaotion Be•t wi•he• from ~· 

bot h 

Benr:r and Elinor Korgenthau 

253 
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CABLE RECEIVED FROII ClltlliGHNG 

FROU• Dr . H.U.Kung 
TO: l.!r . K.P.Chen 

Datod Chun&klng, Oeo.4, 1938 
Rood. Washn .o .c . Doo.4, 1938 

(Oor . 3rd) Plee.se info= llr. t.fort;onthau Jarenes~ trying extensively 

to circulate Japan~se military notes end counterfeit of C~ese bank 

notes in occupied area in effort to pr ~vido themselves with fUnds and 

t o d•rc r~d it lawful currency (otop) Have protested to British Aobassador 

o"tcr l earninG that the British Authorities in Tientsin have passed ootion 

proposed to allow bogus gover~~nt Fodoratod Reserve Bank notes to bo 

Sincerely here Amorlonn Government wil l t ake s t eps 

t~ ~revont their banc~s and fi M:IS in North China from following ouit (stop) 

Wo are doint everything pr acticable to opnoso ouch 1'\easures which are 

contrary t o foreign as •ell as Chinese interests because such -i------?) 
ar• cortoin to involve exchanto aJ'd t r ade control to the serious detriment 

or other than Japanese interuts (stool 

W• •ould ap~reoiate any steps Aoftrican Government m&y be in position to 

tnk• to oppose such sehe~s . 

H.R.KUliG 

•, .... 
~ -

~ . '"; ,\.... . ~ 

~~ ... '· 

' 
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lOll RELl'ASE, IIORIIIIIC li!.'I'SPAPEBS, 

wc•m· l!ace.,ter 5 . 1938. 
12/3 38 

11ashincton 

Preaa Service 
!lo, 15-53 

?.ss A 

Secretary of the Treaeurt' llorgenthau t o""'-r annmm:od tho Dece:>ber 15 fi-

...,cing, of fer inc f or CAsh sub~cription , thro\J6h tho Federal Roaerve Banke, at 

F8l" and accrued 1nterett , 410C',OOO,OOO, or thereabou•e , cf 22-27 yea: 2-3/4 per­

cent Treaoury bonds cf 19>::{.\..65, and $300,000,000, or U>orea'.louta , of 5-;rear 

1-1/8 percent Treaeucy "'>;es of Series B-1943, and nt tne sam3 ~l.ce , otter~ the 

holden of 1-1/2 perc~nt 'ir saeur;y notoe of Series C-1!139 lt8.1.uring L!areh 15, 1939, 

the privilege or exehs.•>&ing such maturing no tea for addHio:lal amounta of either 

the 'i'roaeury bonds or tho Treasury notoa offerod !or caoh subserl.ption, or for a 

new oarioa of 9-yoar 2 perc<mt T:ec.su'7 bonds of 1947, tho oxeh:Lnge in ~ caao \ 

to be cado par for par, with an ad.,just:zlent of accrued int er est aa of Deoember 15, 

1938. 

Tbe 2-3/4 percent Treasury bonds of 1960-65, now offorod for caah and in 

exchange for Treasury notes maturing llarch 15, 1939, will bo d4tod December 15, 

1938, and will bear interest froa that date at the r ate of 2-3/4 pcr cont per 

Thoy will mature December 15, 1965, but thoy ~ be 

redeeoed at the option or the Unit ed States on And after December 15, 1960, 

The 2 percent Treneur~ bonds of 1947, now offered only in oxc~e for 

!reaeur;y notes 8atur~ llarch 15, 1939, vill be d4ted Doce:>'ber 15, 1938, and will 

boar interest f rom that data at the rate of 2 perecnt per annum pqab1e aeci-

They will l!IAture Deceaber 15, 1947, and will no~ ba wi>Jeot to cnll for 

redemption beforo ma turi tr. 

Both aoriea of bonds will be ieaued in two formal bMrer bond& , with in t or-

eat coupons attached, and bonda ragiatored both ae to principal and i nterest; 
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beth torms will be issued in denominations ot $50, $100, $500, $1 ,000, $5,000, 

$10,000 and $100, 000. 

The TreGsur~ notes of Series B-1943 also offered for coeh and in exchange 

fer TreasurY notes .,..turint; llarcb 15, 1939, will be dated DecOlllber 15, 1938, and 

rill boar in~orcst from that dn.te at tbe rate of l-1/8 porceut per nnnum, payable 

••~lonnually. They nill mature December 15, 1943, and will not be subJect to 

call !or r ode:ptlcn before aaturit1. Tbey »ill be issued in bearer tom onlY, vitb 

lntor eat coupons attf!oChed,in tho denominations of $100 , $500, $1 ,000, $5 ,000, 

$10 ,000 and $100, 000. 

Tho Tr easll.ry bonda and tho Treasury netes Ifill be accorded tho same exemJ>­

tlons from to.xo.tion as oro accorded other houes of Tr eaou17 bonds and Treo.aury 

ootes , respectively, now outctnnding, Tneoe proYiaions are specifically set forth 

Ill the official circular& issued toda,y. 

Subscriptiene ~ill be r eceived at the Federo.l Reaorvo banks and br anches, 

and at tbe froasury Department, l ashington. Banking institutions general ly may 

aub~lt subscriptions for account cf cuotocero , but only the Federal Reserve banks 

and the Trenaury Department are e.utborhed t o act ea official ot;enciea. Caeb 

subscriptions from banks and t rust ccnpeuiee for tbolr o~ account will be received 

without deposit but ~ill be r eetricted in each case end for each cash offer ing 

to an eccunt not exceedine; one-half of the combined cap1 to.l and surplua of tbe sub­

trust co~pany. Ceah subscription• from all others for either caoh 

offering must be ncccmpnnied by 10 percent of the amount of bonds or notes applied 

Exchange subocriptions for either series of bonds or for the notes sbnuld be 

acco~pnnied by a like fnco amount cf 1-l /2 percent Treaaury notes of Ser ies C-1939 

tendered In paycen t , to which final coupon d.'lted lbrch 15, 1939 ebnuld be attached, 

The right to r eserved to close tl· books aa to any or all subecriptiona or 

claaaoa of eubscriptione a t any time ·•ithout notice, for either aeries of the 
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TreasurY bonds or tor the Troaaury notes and 'ith respect to the caah offering or 

with respect to the exchange of tor1Qg thereof. SubJect to the reserYat1ono set 

rcrth in the official circulars, nll cash aubacriptions 10111 be received oubJect 

to allot:nant and exchange subocriptions flill be a.llotted in full. 

r~ent for any bonds cr notes a.llotted on cash subacriptions must be made 

or co:~pleted on or befor e llcceaber 15, 1938, or on lator allotment, Tren11117 

cotoa of Seriea 0-1939, maturing March 15, 1939 , with finc.l coupon due March 16, 

1939, attached , will be accepted at par in pc.yment for any bonds or notea aub­

acrlbed for and allotted, and c.ccrued intero't on the surrendered notes !rom 

Septeober 15 to Docenber 15, 1938 , (about $3. 77 per $1 ,000) flill be paid following 

their acceptance . 

Treasury notea of Series o-1939, aaturi:lg !larch 15, 1939, are nov outatanding 

In tho =ount of $941,613,750. The present o!ferin& vill be the only oppor tunity 

afforded the holders cf those oaturing n9tea to exchange t hee for other interest­

bearing obligations of the United States. Abcut $173, 000,000 inter es t on the 

public debt will be paynblo on Deeecber 15, 1938, 

The texts of the three official circulnra follov: 
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UNI'l'ED SUT!S OF Alm!IC4 

2-3/4 Pm!CENT 'l'!llW;URT :BONIS OJ' 1960-65 

intereat from December 15, 1938 J)J.e December 15, 1965 

lmJilliA3L! 1.'1 Til! OPTION Oi' T!IE UNITED SUTES A.T PA.ll A!ID A.CClWXD DlTER!'ST ON .IJlD 

.lFTEB ll!C!UBEB 15, 1960 

Interest ~able June 15 and December 15 

1938 
Circular No. 598 

Pllblle Debt Service 

TREASURY DEPAR'I'I!ENT , 
Office of the SecretarT, 
lraehinaton, Deceaber 5, 1938. 

I, OFJ'EBINC OF 30J!DS 

1. The Secretary of the Trenoury, pursuant to the authoritT of the Second 

Llt•tr''Y Bond Act, approved Septaber 24, 1917, aa amended, invites subecriptione, 

par and accrued interest, from the people of the United States for 2-3/4 percent 

or the United Statee, deeignatcd Treasury Bonds of 1960-65. Tbe amount of the 

is $400,000,oon, or thereabouts, with the right roeervod to the Secretnr,r 

lho 'l'rcenUI7 to incroaao the offerinl; by an amount sufficient to accept all rub­

for nhieh Tr eo.aurT Notes of Series c-1939 , maturing !Aill"ch 15, 1939, are 

in p<11111ent and accepted. 

II, DESCRIPTION OF BOiriS 

The bonds will be dated Dee8!!1bor 15, 1938, and will bMr interest fr001 that 

lhe rate of 2-3/4 percent per annum, pe.T4blo semiannually on Juno 15 and 

15 in each year until the principal amount beeomoa po33ble. !hoy will 

December 15, 1965, but moy be· redoomed at tho option of tho Unitod States on 

after Docamber 15, 1960, in whole or in part, at par and nccrued interest, on 

interest ~ or dnya, on 4 months' notice of redemption givon in such manner as 

Secret!lr)' of tho Treasury shall prescribe. In caao of po.rtiol red..,ption tho 

to be redeemed will be determined ~ such oothod no ~ be preecribod by the 
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socret:u7 of tho 'l'renSU%7 • .l'ro0> the date of red.c•pt1on deai~:J~~Lted in on:y euch 

interoa t on tho bonds cnllod for redoaption ahnll cease. 

2. ~he bonda ahall be exempt, both ns to principnl tlll4 intor est , fro111 ell ttuo­

at!on now or hereafte r imposed b;v the United Stntea, nny Stnte, or on:y of the 

~ssessions of the United St ntes , ·or by nny locnl taxing nuthor ity, except (a) es­

tate or inhori t o.nco tnxes, or gift taxes, nnd (b) grndunted nddi tionnl income taxes, 

co.,onl:r lmo\111 as surtaxoe, nnd excesa-profi ta nnd war-profits taxes, now or her&­

a!ter iaposod by tho United States, upon the incooto or profits of i,..dividuala, 

!>Utnenbipa, aaaocintions, or corporations, The intorost on nn acount of bonds 

ll'lthcriud by tho Second Liberty Bond Ac t, app.roved Soptoobor 24, 1917, na ncondsd , 

tlle principal of which does not exceed in tho "''DOS"te $5,000, ovned by ~ ind1-

v1muu, portnorehip, nssociation, or corporation, shnll be oxo~pt from the taxoo 

provided for in clauao (b) above. 

3. Tho banda will bo ncceptable to secure dopooits of public mon~a , but will 

not bear tho circulation }.r ivilege and will not be ont1 tlod to any privilege of 

conversion. 

~. Bearer bonds m th interest coupons nttachod , nnd bonds re;:istnred aa to 

principal nnd interoat, will be issued in denoninationa of $50, $100, $soo, $1,000, 

$5,000, $10,000 o.nd $100, 000. Provision "ill bo nade for the intercban&e of bonds 

of different denominations nnd of coupon and r egistered bonds, and for the transfer 

of regis t ered bonds , under rules and r ogulntiona proacribod by the Secretary ot the 

5, ~o bends will bo aubjoct to tho g.-noral regulations of the . Trenaury Do­

portmont, now or hereo.!ter prescri bed, governing United States banda , 

III• SUBSCRIPI'ION AND ALLO'l'WE!IT 

1, Subacrip tione will be recoivod at the :P'oder3l Reserve bNllca tlll4 brMehoo 

•M nt tho 1'roaaury Dopartao.nt, washington. Banldn& inst1 tutions genernll:r CJXf sub­

nit euboeriptiono !or account ot cuatooera, but onl,y the Jedernl Reaorve banko and 

\ 
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the Treeour: Dopartaont e.re authorized to act as officinl t'.genciea . Others than 

~'Ullc!Jli: 1nst1 tutiona vill not be pemi tted to ente.r subacriptiona except !or their 

c'l!l occount. 011sh subscriptions fron bo.nka and trust ooe~pnniea !or their ovn o.c­

count will be rnceived " 1 ~>,out depcait but vill be restricted in e:>eh caao to an 

a:>01L~t not oxcooding ona-hDJ.f ct the conbinod capi t,.,l and aurplua of the subacrib­

!ng W.k cr trus t COI'IlJ<Ul¥• Cnah subscriptions !roo All ethers rus t be acccopnnicd 

b,)' P:V"'e:tt of 10 parcont of the aocunt of bonde applied for . Tho Soeroto.cy ot the 

Troosury ros orvos t ho ric,ht to close tho becks na t9 ~ or nll subscriptions or 

cwsoa of aubacriptions at any tl.J:>e vithout a<"tice. 

2. Tho Socreta r:t of tho TrMINr;r reserves tho rig.'lt to rojoct nn:r subscrip­

tion, in 11hcle r r in part, to allot loss t!l.Dn ~':e n.:>cunt ef bondo applied for , to 

llllke allotCientu in fUll upon applir~tiono frr sr.mller Mounts Me\ to n'llce reduced 

allotoonts upon , or to r eject, applicntions fer l~gor ancunts , or to adopt llDf or \ 

all of s:>id cot..'loda or such other nethcde cf allotnent Nld claaaifiention of allot­

cents as ah:J.ll be deor~od b:r 1\io to be in the public iutorest; and his action in ~ 

or all of ~'leao respects s!l.l\ll be tinol. Subjoct t o ~'lese r oaervationo, aub-

ocr1ptiona in p.,yoont of which Troasury Nc t oa of Sorioa C-1939 ore t ondorod will 

be allotted in !ull, .Ulctcont neticee uUl be aent cut proCPt~ UJlOD allotcent, 

nnd t:oa bnaia ot the 1\llotl:lont \Till be J'"lbl1c~ announced. 

IV, PJ.YIILI!T 

1. ra;.rnent at po.r and nccrue~. i:ttereat, if tuey-, for bcnda allotted on cash 

subscriptions nuat be ondo or ccopleted on or before Deconbor 15, 1938, or en loter 

In over.1 case vhero pa3eent ia not eo coopleted, tbe pa:roont with appli­

cation up to 10 percent of the nnount of bonds applied for shnll, upon docln.ration 

the Secretary cf tho Tr caaur:r in bia discretion , be for fni ted to tbe United 

Any qualified depcaitn.ry ~ill be peroittod to onke pnynent b:r credit for 

bends allot ted to 1t tor ita elf and 1 ta oua toaore up to OZI:1 =ount for which it 

ahall be qualified in oxceao of exiating deposita, when ao notified by the Jedornl 
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Ro1erve b:ulk of ito diatr ict. i'r easucy Nctoa of Sor ioa C-1939, oaturin;; llnreh 15, 

1939, 111th eoupcn d.1.ted l&n.rch 15, 1939 , attached , "111 bo accept ed at pn.r i n poy­

nont for 1\ll/f bonds aubocribed for and nllctt od , an~. ahou1d acconl'..,.,.. t he aubaorit>-

lien, Accrued 1ntercat frcn Septe,ber 15, 1938 , to Doconber 15, 1938 , on the 

:~nturin.; uctoa ($3. 770718 per $1,000) "ill bn pn.id follo11in~; nccoptMce c! tho 

mtos . 

V, Gi!lll!RAL PROV IS IO:;s 

1, ..l. • f1aenl ot~o::ta cf U:o U:-oitod Sta t ea , Fcdor:U Roaorve banks nre author-

!zed 1\nd roquoated tr r ecoivo subacripticnn, to n:lke r\llotnonts on the bnsis nnd 

up to tho ucoun t a indiootod by U:e Secr etnry rf the i'ra·>aUt"/ to the Federlll Rcaerve 

bru:ko of t ho roapectivo diotricts , to iasuo nllotncnt nc ticou, to rece ive po.Ytlent 

for bonds allotted, to nake delher;· of b<·ndn on f\lll-pnid aubncr iptiuns all9ttod, 

and t.'loy !:Ia¥ isouo 1utorin r ocoi pta pending dolivory cf U:e definitive bonds. 

2. i'ho Secretary r;f t.'lo i'r easur:r =:r a t lll'.Y t ine , or f r on tit:;e t o tine , pro­

scribe suppl econtal or acondatory rules and ro1~tiona ~vorn~ the offer ing, 

V::ic!l 'Of!ll bo col:ll:Nllicated prr;nptl.v to the Federal Rca~rvo banks. 

!miRY ~!ORGENTHA!l , JR, , 
Secrot:>r:r of tho Treasur;. 
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VI!ITED STA'l'ES OF AWERIC.A. 

l-l/8 PJ:RCEli'l' 'l'RUstJRY liO'l'ES OJ' SBl!IIS B-1943 

Doted and bearinc intereat f r om December 15, 1938 Due December 15, 1943 

Interest payable June 15 and December 15 

1938 'l'RI.\SURY DEP AR!l'IIEN'l' , 

Deportcent Circular No. 600 Office of the Secretory, 
ll'aehington, December 5, 1938. 

PubliC:Debt Service 

I • Ol'FERINO OF IIOT3S 

1. The Secre tary of tho Treasury, puraucnt to the authority of the Second 

11borty Bond Act , nppr ovod Septoober 24. 191?, na amended , invites subscriptions, 

at prr end accrued interest, f r oc the people of the 11nHed States for 1- 1/8 pel'­

eent notes of tho 11n1tod Statoa, deaignated Treasury Notea of Sori ea B-1943. The 

er.ount of the offorinc h $300 ,000.000 , or thereabouts, w1 th the right reserved to 

the Secretnry of tho 'l'roaaury to increase the offering by en amount sufficient to 

accep t ell aubscrip tiona for which Treasury Notes of Sorios C-1939, maturins Wnrch 

15, 1939, arc tendered in pa~ent and accepted. 

II, DSSCRIPTION O.F liOTES 

1. The notoo will be dntod December 15, 1938, and will boar intoroot from 

that da te a t tho r a te of 1- l/8 percent por NUlU::>. payable acciannuall.7 on June 15 

a.'d Dacer:bor 15 in oach ye!ll" until tho pr1nc1;>al amount becomes payable. They will 

oature Decor.ber 15, 1943, and will not be subject to call for redemption prior to 

oaturl t;v. 

2. The notoa ahnll bo except. both as to principal &nd interest , from all 

taxation (except oatnte or inher itence taxea, or ctft tnxos) now or hereafter 

~oaed by tho 11n1tod States, any state, or any of the poaseations ot the United 

Statoa, or by aay local taxin& authority. 

3. The noteo will be accepted at par durins ouch tlae and under such rules 

and regulations aa ahall bo preocr1bad or ~proved by t he Secretary ot t ho Treaaur, 
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In pa;nnl)ltt of Income end prof! ta taxoa pa;rablo at the oaturity or tho not es , 

4 , '!'he notes will be accept able to aacuro depoaita of public ooneya, but 

.tll not bonr tho cl r oule.tion pr ivilege. 

s. Bcnor notoa wi tb Inter est coUpCna attached will bo ilaued in donoc.ina.­

llo•• of $100 , $500, $1 ,000, $5 ,000, $10 ,000 ond $100,000. Tho not es 1rlll not bo 

tuuod In registered fo ra . 

I II . Sl!llSCBIPTION AND ALLOTllENT 

1. SubsCl'ip t ions will be r ecehed at the Fodera! Roaerve banks and branches 

the Treasury Dopart r.ont, Washington. Banking inst itution• gener ally cay 

aubscriptions f or account of cust omers , but only tho Fedora! Re aorve banks 

a.'d tho Treasury Depart ment arc authorized to act as of'ficlal agencies. Ot hers 

than banking lna titutlons will not bo per mitted to ent er aubscrlptions oxcopt for 

their own account, Caah subecriptiona fro:o be.nks and truat coa:panles for the i r 

o•n account will be r occivcd wi t hout deposi t but will bo restri c t ed In each case 

to an amount not cxcooding ono- hel! of t ho combined capitol e.nd surplua of tha 

oubscr l blng bank or trust compeny. Cash subscr iptions from all others must bo 

accompanied by p~vmont of 10 percent of the amount of notes applied for. The 

Sec retar;t of tho Tr enaury reaorvos tho r ight to close tho books as to ~JJ¥ or all 

aubscrlpt1ons or cl asses of eubscrlpti~ns nt any time w1 t hout notice. 

2. The Secretary of t ho Troaour:r r eaorves tho rl .ght to r ojoct any oubscr1p­

tloo. In wholo or in part. t o allot losa than tho amount of notoa appl1od for , 

to meke allotments in full upon application& for omaller amounts and t o make ro­

duced aUotoento upon, or to r ojoct, appll catl on a for larger IIJDounta • or to adopt 

oaid moth?da or such other mo thoda of allot ment and cl aatif1cat1on 

of nllot::ente aa shall be deo:ood by him t o bo in tho public intoroat: and hia 

In any or all of theao respects shell be f inal . Subject t o t hoeo reserv&-

1Ubocr1p tiona 1n payment of which Treaaury Notes of Scr 1eo c-1939 are 

tendered will be allot t ed 1n t ull. Allotment not ices will bo sent out promptl7 
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and tho bas1a of tho allotm<nt will be publ1cl;v nnnouncod. 

IV. l'AYIIEIIT 

1. Pa,rmcnt at par end accrued interest, 1f M'To for notas allotted on caah 

subscriptions must be made or complet ed on or boforo December 15, 1938, or on later 

In ovary caao whoro peymen t 1a not eo cor.~plotod, t ho paymont 111 th eppl1-

caUon up to 10 percent of the amount of no t .,. epol1od for shall, \lPOII declaration 

cado by tho Secrot:u-y of tho Treasury 111 bis 41aer ot ion, bo forfeited t o tho United 

ot~t·•· ~ q=l.ified depositary w1ll bo po r mittod to Cllko :;>n.Vl!lent by credit for 

lotos nllo~tcd to it for ita,lf ond ita cuat ooera up to rny OCiount for which it 

shall be quo.llfied in oxcraa ~f exiatln& deposita , •hen so notified by tho Fodoral 

Reserve banlc of its diotrict. Treasury Notos of Sorioa C-1939, ne.turing March 15, 

1939, wi t h coupon dated March 15, 1939, otte.chod, •ill bo acc ept ed at par i n pay­

cent for any notes subecribod for end allotted, and ahould ncco"'PMT the subacrip-

Uon. Accrued lntcreat frco Soptoobcr 15, 1938, to Dococb or 15, 1938, on tho r.a.-
\ 

turlng no t oe ($3. 770718 per $1 ,000) will be pnid following accept rnce of t ho notoa , 

V. G.!:!fi'...J!AL PROVISIONS 

1. Ao fisC{'.). e&onta of tho United States , Fodoral Rosorvo banks arc o.uthorhod 

•~d r equested to receive subscri ptions, t o oriku allotccn t e on tho basi a end up to 

tho aoounta indicated by tho Socroto.ry of tho Treaourr to t ho Feder al Rosorve benko 

of tho r eapoctivo districts, to iaaue allot:>ont noticos, to r ocoivc pcy1:1ont for 

noto1 allottod , to urko· doli very of notoa an tull· paid subacrip t 1Qns allo t ted , and 

t hey on,v 1aauo 1nteric r ccoipte pending dolivor y of tbo dofinltivo not os. 

2. Tho Scorotnry of tho Troaaury ~v ot any tico , or fr'o tioo t o tioo , pre­

scr ibe supplouonte~ or acendat ory ruloa and r egulations governing tho offering, 

•hich will be co=ient ad pr oaptly to t ho Fede ral Roacrvo banks. 

I!ENRY IIORGEN'l'HAU, JR,, 
Socr a t&r'T of tho Trcnaury, 
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UNI 'UD STAn$ Ol .AIWUCA 

2 PiBOI!IT TRUSURY B>IIDS Ol 1~7 

intereat from December 15, 1938 Due December 15, 1947 

Interest p~bh June 15 and December 15 

599 
'l'BXASilRT DiP ARTKIIIT , 

Office of tho Secretory, 
l aahin&ton, December 5, 1938. 

Public Debt Sorvico 

I . OFFERING OF BONDS 

1. 'l'ho Sefrotary of tho 'l'roasury, pursuant to the authority of tho Second 

Bond Act, approved Soptomber 24, 1917, eo amended, i nvites subscri ptions, 

from tho people of tho United States for 2 percent honda of tho United 

designated Treasury Bonde of 1947, in payment of which only Treasury lOtos 

of Ser!oa 1>-1939, Clllturiog llarch 15, 1939, ma.v bo tendered. 'l'ho m:~ount of tho 

offer !nc under thi s ci r cular will be 111:11 tod to the amount of Troaoury Notes of 

Series C-1939 tender ed and accepted. 

II. DESCRIPTION OJ' B>ND8 

l . Tho bonds will be dated Deceober 15, 1938, and will boar !ntoreat !roo 

that dnto nt tho rote of 2 percent per annum, payable enCiiannunlly on Juno 15 and 

Dococbor 15 in oa.ch yoar until tho principal amount becomes payable. '!'hoy will 

15 , 1947, and will not bo subJect to call for rodeopt ion p r ior t o 

2. Tho honda shall be exeopt1 both ao t o principal and intoroot , froo all 

taxation now or horoo!ter iopoeod by tho United States, nn;v Stato, or an;v of tho 

poassaaions of tho United Statoa, or by an;v loc.U t11xin& authority, except (n) 

oatato or inhori te.noe taxos , or gift tnxoa, and (b) gro4unted nddi Uonl>l 1ncooo 

IIIXea, ooaconly l<nown aa ourtaxoa , and oxce oa-profits and war-prof! ta taxee • now 

\ 

or hereafter il:1poeod b;r the United Statea , upon the incooe or prof! ta of ind!Tidualo 
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1 •• ,,10,0r 11hl·po, aaaoeintiona, or corpor ations. Tho 1ntoreat on IIA ooount of bonds 

by tho Socond Liberty l!ond .let, oppr o .. od Septenbor 24, 1917, na roondod, 

tbo pr l ncipnl of which doos not oxcood in tho ou;roge.to $5, 000 , owned by nny in-

partnership, aaeociation, or corporAtion, shAll bo OXflept fro~ tho t axes 

or<'" '"'" for in clouae {b) above. 

3, Tho bond a llill bo nccopt t>blo t o secure depoal ta of public oonoys , but 

not boo;· tho circulAtion privi lege and will not be entitled to any privilo~o 

Bcrxcr bonda with int er est coupons a ttnchod, nnd b~nda registe r ed Qa t o 

ond Interest , will bo iaauod In dono11inntl~ns of $50 , $100 , $500, $1,000 , 

$10,000 and $100,000. Provision will bo o:>A!c for tho i ntorehrngo of bonds 

dl!forcnt denoclMtions end of coupon ond rogiat crod bonf.o , end for tho tren&­

for of r eglotcrod bon'• · undor rulon and r egulr tions prcscrlbod by tho Socr ot rxy 

of tho Treasury. 

5. 'i'!lo banda wHl bo subJect t c tho gener al r "6Ulat1ona of t he Trenaury Dc>­

horonttor p r oscribed , governing United Stntoa bonds. 

II I , SUBSCRIPTION AND ALLOTI.!EiiT 

1. Subscription• will be r cooivod at t ho J'odorAl Roaorvo brnks and brcnohos 

tho 'l'r onsury Dopnrt !lont, Wnshinst on . Bonking instltuthno gcnorolly cn:r 

subscr iption a for acoount of eust nn or s, but olll.)' tt.o Fodor nl Reserve bnnlcs 

nnd tho Troaaury DQPQrtoent tll'O nuthorizod t o nct na off lcinl lloicnclos. Tho 

Tronaury r eacrvoa tho riQbt to eloso t ho book a na to nny ar nll 

clossos of aubaor lptions at nny ti~o wit hout not ice. 

2. Tho Soer ottu•y of t be Troaoury resorvoo tho r ight t o r oJoet ..:ey subscrip­

tion, ln whole o r in part, to allot less than t ho ""'ount of bond a t>pplied f or, 

te ::ltll<o ollot::mta i n fUll upon applications t or SQ~llcr tlllount o nnd to Ctllco r o-

4uee4 nllotoents upon , o r t o r oJoet, applications for lt>rgor ~ounte. or t o adopt 
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or all o! oaid methods or such other methode of allotment and classification 

ohall be deemed by him to be in the public intereat : and hi a 

in any Ol' all of theee r espects shall be final . SubJect to these r eserv.,... 

all aubocrip tiona will bo allotted in full . Allotment notices will be aent 

promptly upon allotment . 

IV. PAY\I!!NT 

1. Pe)'llent o.t po.r !or bonds allotted her eunder muat be mnde or completed on 

before Deeecbor 15, 1938, or on later allotment, 1111d lll41 be made only in Treasury 

of Series C-1939, caturing March 15, 1939, which will be accepted at par , 

and should accompany tho subscription. Coupons dntod I!P.reh 15, 1939, must be at-

tachod to tho notoo when . surrende red, and accrued interoat from Sep tember 15, 1938, 

15, 1938 , ($3, 770718 per $1,000) , wil l bo po.id following acceptance of 

V, GENERAL PROVISIONS 

1. Aa !heal agents of tho United States, Fodoral Roacrvo banlcs are author-

hed and requeated to r ocei ve subaerlptiona, to make allotcen ta on the baaia and 

to tho a:>ounta indicated by the Secr etary of the Treasury to tho Federal Reaorvo 

or tho roepoetive di etriets, to iaaue allot cent noticoa , to receive poycont 

bonds allotted, to make delivery of bonda on full-paid aubaeriptions allotted, 

thoy cay iaauo intorim receipts pending delivery of the definitive bonds, 

z, Tho Secretary of tho Trea.sury cay at lillY timo, or froo time t o ti"'e • 

proacribe aupplomental or amendator y rules and reculo.tiona gover ning tho offering, 

•hieh wi ll be COIDI:lunica.tod procptly to tho Federal Roeervo bo.nko. 

II!!IRY 11)~1!21THAU, JR, 
Socreto.ry of the Treasury. 
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Translation of a cablegram received from 
Bureau of Highways, Ministry of Communications, 
ih~.Sk!.n.s . ____ _ _____________ _ 

Dated, Chungking, Dec . 5, 1938. 
Reed. , Washington, D.C., Dec.5,1938. 

?or llr . T. ~· Chao: 

Your wire inquiring condition of Yunnan-Burma Road 

received (Stop) Section between Paoshan and Lashio 

already opened to traffic (Stop) Passage with some 

difficulty (Stop) Strengthening of bridge over 

Lu-Kiang for heavy loading will be completed in January 

(Stop) Bridges and macadam surfacing in Lusi County 

progressing slowly and Ministry issued strict orders to 

complete the work before end of the year. 

- - - - - - - - - - - - - - - - - - -
Remarks: Kunming Paoshan Section of tbe road is in good 

condition, bus service being operated on the section 

between Kunming end Siakwan. Lu-Kiang 1e the upper section 

of Salwene River, the bridge is to be strengthened to 

ten-ton loading. 

' 
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Dec .. ber 6 , 1938, 

TO: Secretary L!orgonthdu 
FRO!! : l.!r. Gaston 

SUilJECT : Eccles bonk plan. 

Altrocl fl. (l.lilte) Fl)'!Ul dropped in to ooo • Pricl•y a.tternoon 
a:>cl tol4 .., tho.t he h o.d lounecl at tho Fodo ro.l Reaerve Boucl tbolt 
Chelt:IGD Eccloo bed subc:Uttod a 00:10ro.ndu:> on the subject of bADk­
inli lo;;J. alation to you. .t.!'tor oomo fencing I ad.D.l.ttecl that y ou heel 
a DO~oro.nduo on that general oubject from Eooloo, but I could not 
toll him onythin;; about tho contonta or mother it -• a coanunica­
tion from Eccles o r froo tho Boo.rd. Ho oaid that he knew aa o. 
::ltlttor or ro.ct thdt it wao not from the Boo.rd; thet thoro wao some 
difference of opinion on the port or tho Board and that it r opro-
oontod only Eoclo rl poroonal viewo. He wrote a story about i t, 
which appeo.red 1n the Wall Stroot Journal or Snturday morning and 
aubaequontly there wore brief eummarico on the Dow Jonoa and the 
U. P . tiokoro . You asked mo a bout it during the morning and I re­
ported 1n ,.. botanco tho above. 

At your requeot I called up Elliot Thurston, told hlm what bad 
hopponocl and aakod for his ouuu tiooa .. to hcor .... oboulcl .... t 
further quoationo on the oubjeot. Be oxpreued --.s-nt t hat the 
atory bad gotten out, thet ho hod not ginn it to Fl)'!Ul, that be bad 
not aeon h1l1 b anoral dqa and that he did not moor ot aeyono 
o.round tbe Deuel thet knew about it booidu Eooloo and !Wuolt. Be 
o.ddod that his onlv contact with tho Wall Stroot Journal within tho 
laat few d":f& bed bec with BarMy K1l j;oro , bead of tho Wall Stroot 
Journal Bureau hero , lfbo bad wanted to talk to Booloo and on being 
told thAt Scoles wao in !lew York hod oaid that he wculd call hlm up, 
I aoked Thurston ir he tho~t Eooloo might have told Kilr;qrc 1n 
their telephone conwrsation, but be oaid no thought that,..... un-
likely. He oxprooaed extromo oonoorn about now that eort of looli:a 
ooourrod and a aid be 110uld lot me know if he learned anything further. 

Lo.ter \ n tbe day thoro appeared on t he Dow J onoo ticker a 
denial on bob&lf or Cbal.raum Eoo.loa that he b&4 oubmitted any plan 
or le~blation to you. J.tt.r thio bad t.ppoarod ll1ke Fl ynn called • 
up and told mo tba t Tbl.lroton bad called up lil,;ora to try to r;ot hlm 
to doll)' their o tory and uked • t o oupport bl.o rooollectlon ot wbat 
bad paned bo-0111 uo, I rep-od tlw oonftrutioo u I roct.llod it , 
oubotantlally ao aboft, and tol4 hlm that or oouroo I _,ld not r;o 
beck on o.n)'tl>1n& I bad told b1a, at lflllc.b bo oxpraoood great plauuro, 

·· ··· ... .... ....... 
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t.ddin;; " It im't the tint time that that 10 aDd 10 anr there 
has tried to put me out on a l iab, • I al1o C>&l led up Xil&ore aDd /.' 

ropoTahted tto ~. a
1
xadotly "Wbatt tl 11a

11
d 1ai~ to Flynn. t.ter i n t he • . 

d~ u.ra on .,... e - up o • .,. w ... t he had dono. 

Today, llonday, tne Dew Jonoe tiolotr carried a story re­
affirming their as1ert1on ot Saturday that Eoolo1 bad submitted 
•ut15oat1ona on the 1ubjoot or be.nlcin& lo'ialation to you. Thuraton 
asain C>&lled ... up, arter leeing that an the tiolotr, aDd 1 told hia 
t hat they had called me baok and that I had oonti,.,..d what I had 
proviou1ly told Flynn as I had reported it to him, Thuraton. Be 
su~oated 1 t waa not worth bother~..n& about U>:f more md I agreed. 
Your reply to Brio l'riedheia' a quoation at the preaa <>onto renee t~ 
oont1l"J::I<l preoiaoly so cuoh ot the Wall Stroot Journal story as I 
had preor1oualy adm. tted was oorreot. 

--cOo--
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TOo SMJ'et&ry ICor~tba>a 

FIOih 11r. aa.tCII 

SUUJI!C'l' • looloa b.nl< plan. 

2£0 

Altr.cl f. (¥1loa ) Flynn 4roppad in to "" • Friday &ttarnocm 

and tolAI • that he had l o........t at the Fecleral .... ,.... 8oanl tb&t 

Cba l ....., lool .. bad eubaitted a .. 110rand1a Oil tbt oubjaot ot bUlk· 

in& l og1al at1on to you. .ltter .... tanoin& I adal.tted tbat you bad 

• ....,rand.,. on that £0naral oubjeot trca loolao. \.ut I oould not 

toll hla anything a bout the ooatanto or motlwr it aa a -llJdoa,. 

t1011 trca looleo or troa the Boar4. U. aa14 that be lr:Dew u a 

aat tor ot toot tb&t it aa not trca tho lloar4J that there -.. -

ditto....,oa ot opWcm on the part ot the Board and tlwt i t rapre­

oonted o.n ly looloa' peroonal '1'1-. a. wrote a a tory about it• 

whl.ob appeared 1n the W..ll StrMt J OW"Dal ot S..tur4a.Y saorDing an4 

aub"'f1•tly there wra brio! .-i .. em tho Dow Joo .. a.a1 tbe 

U.P. tiokera. You a &ked .. a bout it durin& t he QOJ'nins and I re­

pcrted 1n ., 'batanoe tile a boft. 

J.t your ,...,..at I oalle4 up Elliot 'flaan1:oD. told hill what bad 

happeDed and ulood tor hia . "" .. t i OGa •• to how •• abould -t 

turthor pot1011a Oil the .,b joot. 11a ospraue4 ••· t that the 

otory hll4 ,otteD out. that he he not ~.,.... it to FlyDD. that bo bad 

D<>t - h1a in M'ftral dqa IID4 thllt ho 414 not lmow ot ~ 

U'OWiil tbo Board tbat a- about 1 t be aiel .. Boola a and hlaMlt • lla 

a44e4 that hio only oont&ot with tho Woll St rMt .Journal within tbe 

lut r- dqo had bMD w1 th Boi"'IIIy Ulgora • baa4 ot tho Wall Stroot 

.Jou..-1 au ....... hera. who bad -ted to tall< to lool .. and ... bein& 

told that loo.lea -.. i n u- torl< 11811 aaicl thot he would oall h1a ap. 

I aalte4 !bw'atCil 1t be tboU&ht looloo algllt haft told U l,ore 1a 

tbolr tolopbono oon.,.ra&t1011o but be oo14 ha thou&)lt that-.. 1&110-

llloal;r. 11a apreooe4 at..- _,.about- that aort ot lMka 

ooourre4 and oo1d he wo:>ulAI a.t • .,._ it he liaiU'D04 •:rthiD& t'utbor. 

l&tor i n t.lae day there appeared em t.lae 0. J- tlaloor a 

.S..Uol em b obalt ot ~ ... 1 .. tb&t be llad •llmi*e4 •:r plea 

ot la~alat1on to JOU• .ltter tbla load appeared llu. FlyDD •lW • 

"P oat told •• tlat r1ant<a he4 oalW up li}&ore to tr)' to ,ot h1a 

to ci*I,T tbelr otor;r Ulll ulotd • to eupport hla reoollaott- ot -.t 

he4 pe.ooe4 bo- .... I ,....,..e4 the oon.,.nat1Cil u I ,.._11e4 ito 

nbot&Dtiall;r •• ..-. ad told h1a that ot oauroo I ..,..14 n at p 

baok Oil llD)'tbi"' I bad tolAI hiao at Wbi ob ho •xpre•oed poaat pl.euun. 
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tloat tha7 11M eallat • .... -' U.t I 11M ...n.... ,._ I 1M 
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.-fl .... pt"Mlee~ • -.ll ot tlol 'lall I'-' J~ u-,. M I 

w prerl-~ ... ~ ...... "'· 
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FnO!.la 
TO: 

'rrusl o.tion ot' Cablesr .... 

For~icn Trade Cornmisd. on 
Y. .P.Ch•n 

O..ted CmL~&k1ng, Dee .S, 1938 
Reed , Washn .DC, Doe . S, 1938 

h?n-·,1!)~ 1:; ""'Ui to ps;actic~bla . &xrcriem~ntal shi~ents haTe been 

0~ ohirmont ot 5C tons conta11'1ed in Kerosene 

tina ''"'" sent by junks to Suif\t tnd then Til\ motor r oad t o Kul'IMinc; thence 

by r~IJ t n HBirhone . This shipment h~ • Already arrived Hongkong . 

Another shi~mont or 50 tane was sent \n iron drums vi a motor roads 

to K"roiynn- . then t o Kun1nin,::, thence by rnil to Hoi phone . This 

shirmont has a lready r eached Kunminz . Four hundred motor t ruck• 

orr cxp~•ted to b e delivered T1i thin t .:o mcnths . \'lith the additionol 

""''i~ment and 1-rr oved road conditions it is possible to increase the 

t r "' &ht c .. rrying capacity to 60/100 tons ror day . 

' 
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llemorandua on Truck Selections. 

'IIASBIHGTOJ, D.C. 
Deoeoober 6, 19:!11 
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Aoting upon our deoiaion to purchase a floot of 1000 truoko for uao on 

tho Yunnan-Burma and other South-Western motor roads in China our engineers 

hold aOToral oonaultations with Capt .Collina and Nr. Freeman. Speoifioationa 

tor tho required trucks were then drawn up and appr oved by Capt.Coll1na. 

Thoy wore then sent out to all standard truok mauufaoturers on Jovo=bor 22od 

inTi t1ng them to a and 1n bids with one week' a time. llbereupon 110ot ot the 

....,uraoturors aubaicted their bida within tho apeoified tine and two ti,.,.a 

aaked tor one day'. extension whloh was uantod . rho oi&ht bide ne from 

tho following tirms:-

The Ylhite l.lotor Compaey, 
J.la<>k-Interna11 onsl J.lotor truok Corporation 
Chrysler Corpoeation 
Genoral l.lotor Oversea• Operations 
Diamond T. l.lotor Car Co. 
InternAtional Harvester Compt.ey 
The Studebaker Export Corporation 
The Ford Co~pany 

0\lr engineer• llessr• . T .ILOhao and T .G.Chang have studiod onr 

thou bida very carefullY' and prepved a detailed table of cxnaperison 

analysing o.ll factors u stated 1n tho various b ida . It ns discovored 

\ 

that there are three classes of truclco otrored: (1) rhor e that coma tully 

r.ithin our apeoificationo; (2) Tboa• that do not como within our opoeitioa­

t1ona1 and (3) Tbooe by oerta1n modifioationa and strengthening como near 

to our apecifioetiona . 

Of tho (1) olass thoro arot lle.ok, llbite, Dodge, (llodol fll<l7) 

Diamond T, o.nd 0.11.0. 

Ot the (2) claoo there ia Ford. 

Ot the (S) olaas thoro are• 

and Dodge (llodol US?)· 

Intarnational, CbeTrolot, Studobo.ker 
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In our t oner&! condderation of the Tarious t rucks offered it 

"'" &&r eed• tbot it 1e adTisable to coneider only regular standard llllt.lcea 

instead or those with 1110dificat1ona and strengthening to fit into our 

-.peoificationa and t 2) that heavy truoka are preferable than li~t truoka . 

ln aocordanee with the o. b nve a5rood principles a seleetion wu 

modo IUid tho follO?ring trueks are ehoson•-

l . J.:io.ek 
2 . 1'1hlte 
:1. Dodge 
4. Di=ond T . 
5. G. !l .C. 

~~~ a tebl~ ot co~arison is then dr~Tn up to shaw their relstive merit' 

• "~ price ran_:o. Accor din:; to thia table it .,.s shcmn that Di"""'nd T &nd 

!hd•• " r e th" loTreot priced, Whit~ and losck 81"0 euporior in construction 

""~ G.'! .C. io intermediary in both ro•peot e . 

With tho • b ove materials ~nd tho va riouo bids a consultation w•a 

Aft~r thorough discussion 

\ 

•nd careful o.nalysio i t wu &•n~rPlly •creed th' t only tho heavy typo tn>ol·• 

~htNll'\ r ,.c,1vo considere.ticn t.n1 o!' the f'ivo ael~'eted G.t: .C . and White f'TO 

•ont!derod proferreble by car t.Colline and on aooo~t of t he Fiee differ ence 

b•in• considered out of proportion to difference i n eonotruction our ~ntineer s 

<"'•·eeted fu.-th~r M &ot1 at1ons should be conducted rlth all of them as to 

nrl•• reduction nnd service to b • furnished . It wao f'indly !lgr e•d to 

oonduot ouch further nogoti~tion and rinal decision to be oado with 

Capt .Colli no within three days . 
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aod ot a.- uo u• ave ot 11117 oUipUoa em t~ata 

•o 1awl'1'ore wi~ Ul1a ,.ns.~ ola .. ot 'N4• _.. I-· 
1li4M4, reau« U u MNlJ illoUaatal•. (DaepoHII 

no. aa ot .na. a, liM), 

A OOJT ot ~. pren o~tque, u pub1111b.o4, 1a 

botna uol.Qeo4 herod~. 

J.U1~o ot Millia,vo. 

AO reporhd •o ~· Depar1aon' (4 .. pUah a o, 118 

or llonabG' 11, 111:58) 1 a 4e1ol or roopODa1b11UT Clll 

~·per' or Jlb Oovc "' tor U.. llb.i~t or 'Ul' aata­

r1alo ~ouall BIUWa wu publlllb.H IIDOtt1o1all7 bJ' or. 

Bo wn, ~u or auaa, tollowtDc utua1To publ1o1-

tT ill OOIIUOUCIIl wiUl tu arr1n1 at tlalo pori o.r Ulo 

s.s . STAM!fUI w1Ul Ulo tirot ouso ot OQPpl1 .. tor Chiao. 

All or ~. Millbtoro 1nd1oawt a dodro h llno noUl-

inc w 4o wUII Ulo aauor, prlaarilJ bMov.ao ot Ulo 

pooo1blJ' uatoTGrablo pol1,1oal roao,lOA or U.. people 

or B1mla. BOIIo'tor, U woo !!l.ll4o plaill w Uln bJ' Ulo 

EXoouu.,. brllllah or Ulo Qo'IO~' Ulo' U wao !lolA 

UlU au-•o aouVol poa1UOD 4...ado4 \!lot pa.iallllll 

be sraawt tor u11110U llb.1~to ot war .. ,orlalo onr 

••'-bl111b.o4 ulldo l'Oilwo, D4 u.o• u wo\IU bo •­

nouVel w prohibU wllb. llb.lpMDh. .ua asre-• tor 

U.0 lsauo ot Ulo 0 nplqM toll011o4, 

ID -•ooUCIIl nUl propo..t •raau llb.ipMDto w 

Cll1ao U lo po1a'o4 .,., Ula' - ot taao lM4 produooA 

ill Ulo ·-Ul- SUn 8YW01 '1111111!1 UO 41""'17 a4-

a1nb'ared bT Ulo Ocr'f'OrDDI'1 h .....-w ,. Jllpn, PIN­

-blJ t«r wu pvpoooo, a4 Ula' u puooo ill vall• 

aU ~ .._ propv Clll Ulo wq w Uo loaUuUcm, 

}!!!II 
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kiAC~~z ••aa. 

D?"E or WlR !( !!ltu > 
Ill tllo ,noa • •t.o tllo ouww 'or.._ 

llllkOa nto:r "w a. -ootv or ootopU"liJic-. 

oOWitJT ~ •tile ,_.nle 4"1 a 111l1M MT r.u.. Sa 

G o tn1D or a'"'' v.u lnel.OJ!a•t, noll u a lo:rco 

11ltla or pep Ll•U• ~ alaiaa•. Ia ua u- fit ..,.._ 

11o:r 18th tho DW LIOJft o• miliA (luaoat IM=wo toU,) 

pr1DW u ot1tw1al ,ntoo.U. ... 1ut tho - •tv 

root 1D ~alit tile pao;oaat l'l •• ~~...._. HllftT • 

Go poiiJIIl at tau t~~at o sroat nTO ot OlliMoo •-sva­

UOD -u 1'0011lt trca ilopzoto4 v•aponaUOil tao111-

Uoo, 11114 tbot BUlla -u H ~ Gilt ot ala'-loo 

beno• IA41a 0114 Cla1aa. s ••no:r -.preaotou Jlaft apoo 

pouo4 1D otbo:r 7•1 - popo:ra 4villll tho lut tw 

M!ltu. Bao - MUPQ•, • Doo...._r lot, priaW 

• •'o'--' .. , .... U7 1Doreue4 tn'Nl trca OllLaa w 

or tb.lo MT k r...a 111 nporh t~~at U.Uoto or Ob'un 

-uoa an kiAC "~' w u•Mo to luatlo t1ao -

11Qpl1oo tut w1U bo Mka .n Oo r.URT tllr-o OD4 

1ootot s.w •wr uuu. aoaovo:r, a .. uUil o-r etti· 

.... 1lllo b fwUSp w1tll tlao ... 7 Olt,UII trcaU. 

aowav, toll • o tn ,.,. op Oat w1tllad a tu peat­

or r- Ulaa ._, - llftilo~ t. .-It oornoo U 

-a bo prMUO~ s.poeai~ to J&VOl •• •Un 

bofto:r, llllill .. , Ito ooultorll U pnu'tto tllot lap 

•• ....,.. at ""'•ooo l'atllpw, a..-, .. rna -. ~ 

.. , rna loMr ..... aaA o•- ...u 111111111 tllo11' w:t 

-- •o tnaUOJ' laW ..... 
.a 
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sr1 tiah P!!!!X' .Pnta .. s~~ 

lJ1 an edi torlal•page e\8~-~ 1JI 1 ta iaaut ot ~o­

det (Deoaber fl\ll) \he IUKOOON 0/i.ZX'l'TI , u adiJis BX'itiab 

do U;r, oal.la ~e Ooftl'lllllont o-iq\18 a •tllul)' etoto­

mont or polio;r• and deolaroe lt aurpX"1a1ng •that an:r­

one in poeaaaoion ot the r a ote oould honoa tl)' e~por\ 

tile oaoe t or .Japu 1JI thh war 

rollowe 1 

..... • 
• 'lho llUma Oo...enuaont•o o-.mique 011 trm e­

tronUor trade wi~ China ie a tiiiLal)' atat-t 

or pollo;r. l<bOD the etor;r ot the ourrent Chino­

.Japanoec WIIX' o0111ee to be wrl tton a lllllllll put 

wi ll be daTOtad ~o G»praoiatl on to%' t lloee r oapon­

e1ble tor doo1din8 that aoaroaly- Yeiled throato 

and aee1duOUD propasonda ahould not haYo been 

=do the oceao1on t or onothar ino t anoe or tho re­

ooaaion or moral pr1no1pla in intarnot1onal deal­

inS OJ.\d another oaso ot unholptul t rootmont or 

Chi na b;r tho ?aware. 1!ut ocxaunlqua dooo not 

t nke AQ7 ouoh attitude, ODd pUta the t raneit or 

11111D1 tiona in porepooti n 1JI relation to suvlll 

trade, but it is noYerthelooa not without ~ort­

anoe that thraat o or 111Lpl1ad thraot o ahould haYo 

beon eo 11.1\awered, A&Greaoi on growo with auoooao. 

It would haYo boon o ohorte1gbte4 polioy hod at­

tention been giYon to that eoot1on or pu.bl1o 

op1JI1on that oppoaoa the trane1t ot aunitiOJla , in 

eome ooeee , it 1a ehX"e'81!.17 bal1eYe4 , not alto­

go~ar inaonuoual;r. !hat auyone in poeeeoa1on 

or tho roota oould hanoat l;r ~part tho onoo tor 

Japan in thie war IUI4 oyerloolt euoh phoeaa na the 

tate or Nanltin6 , 8114 at proaan t or CGJlt on, 1e 

auttioiant l)' aurpr1ain8· .A44ed w th1a 1a the 

t a ilure or oame to undaretand that -• dll1 Chilla 

muet win, that ChiJia will inoreaee 1JI iz:lportanoe 

oa a powaX', end will X"Cif3ard trade with IUI4 Yia 

Bllllla a" o p1"11aar;r oonaS4oretion. we atvn Chino 

ia duo tor deYolep.a~~t, ud llUnU oan, to take 

t he pr a otioal ata.ndpaint , do good bueinees aooor4-

in8l)'. Ottiolal oplnlon hae not alwqe been aD• 

couraslna, bu~ t hia o-.UD1que o-.1 t e tho Jlllnle 

O<n'emmant to the tu tuX"a ot trana- bord.or trade. 

It ep oaka td dOYelopaonta . 'lhe wlohea or the 

Chluaae ue wall mom. They wlah trQDapOr\ ta­

c1l1t1ea to be pushed forward, inoludlna o rail­

WD:f, Laah1o 1a not ao to:r tram tho Chine eo 

trontlor, At tho aamo tilllo tho ll\U'IIle aonmmant 

1a wioaly -Uted t o aaotlna publio apprwuao­

oiOil r~iDS poeDlble population mo•••nt• ao 

t he tron U or. " 

Rcspoottully ;roura , 

AU.o U n C • B:rll41 
Allorioan Consul 

BnoloaUX'e 
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( Pllhl1alle4) 

!nOloiiU'e w 4 .. pdoh no. 111, 4Ue4 .Deo~er o li:IG 

troD1 4WIUD O. Bz'e47t •erioan Colu\11 U B~, lhfta, 

s ouroe: m:s B.Airooo• !'.D&.!S, YOl. LXXXTI, no. 1811, Deo­

bor '• lt~SS, pt~&e e. 

(CopJ' or vtiele) 

TIUDB BK'N:&af BUI1MA .ABD CHDU 

O?nCIAL !lTA1'!:tU:IT 07 POLICY 

~ Proeo oammuntquo etotoo:-

li'J'oquent roi'erenooe reoenU;r 1n ~o Preea, eVOII 

tllouah ~e;r han bee bue4 an 1noorreot intomeuon 

ea to t ooh, 1n41oote a l1Yel;r 1nur .. t t n tile eub­

Jeot oi' ~·-Cb1ne ud parUeulerl;r numa-'Y\liiWIIl 

trade, 1111d the GoTo:maant ot Burma ~1nk H opportw~e 

to aake an au~or1tat1Te otateaent oi' ~e taete aa4 of 

~etr poltoJ'. 

'!hare hu been tor Jallll:f 7enra an e etebl111he4 I1Dd 

rHogn1ee4 Uwle route pue1na trca BUDUI w l\1111181l. 

A conTention w1tll China oonolude4 on tar book oe 1886 

dealt wUb -hal 1ntueete 8114 w1~ ~. 1'oeter1ns ot 

tro.de rolei1one betwecm tllll'IUI and l\IDDM. 

Tho 'l'engvuah Route. 

'ftlat troAe, wh1oh tOUowod ma1nl;r ~· Bhe!4o-Tans-

7Ueh tre4e I'CNte, t101U'1abe4 1n eptw or 41tt1ouU1• 

ot u aneport tor mnuy yeara ao.4 1no1dontolly prOY1de4 

IIUJ'IIa wt~ a oono14arable part or raw eUJ[ tor Ue eUJ[ 

weoTiuG 1nduetr;r. In letor ;roore oon41t1one boo ... 

edTerae and the trade l-suiahe4J 'Dut u a ree\11 t of 

reo ant eTante 111 China, o01141 U on• haTe 118•1n ohanse4 

0114 the OoftiDimt of BUma hne 4eo1de4 that 1;bq 

llhou1ct hke -uure• w uoouraae tlla su.a-YIIIUIA 

trade 1n oono14erauan ot 1;be greet benati te Whioh \he 

deTalopaent ot a tlour111h1D8 trade muat brtna to ~e 

people 0114 HTelN.. of BuJaa, 

Rertftl !)ft!!ll s tar\!f. 

4 renftl or ~b tre4e hu alree47 a mee4, 

bu! the OoT~nt of Bama OllThese -rw ill;pOrtut 

denlopaenw 1n r.-.n. lhUe \he reporte tllat l.u&• 

:nqpliee of .aaJ.Uue of war oro alroa4;r on \heir 'ft.J 

to tile Ch1Deee troatlar ara v.ntounded, \hare to Uttla 

4oubt \ha! 1n P1'••t otre-..tano .. and •• lone u \he 

WlfOl't\UIUe 
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llllforwaaw uaUlUI.ea ••U.. MW.a GlUM .a 
Japaa \llo vaaaport ot ~Uaa ~Ollila aa.a MF 
.. - aGGa14vablo pUJi a uaaa. 

2tle onu-at ot BUlla are DOt ann Ott 8117 o._ 
llsoUOil Oil \ll8 to 1n'-!'fOH ri Ul \Ilia pvUol&lu 
ala .. ot trdo, 8114, ill4ao4l rapr4 it u Mrol7 iA· 
o14aatal. Their 1nwraot 1 •• not 1n tbia tratt1a 
but 1A •• 4rNlOJIMIIt ot s-ral trolle boW.• BUlla 
an4 Y\IDIUIIl 1Aolllll1Ag, 1n a44Uicm to Ulo Yalublo 
uanaU trata, a reoiprooal \rate 1a Ulo pi'041aaw Ott 
BUJILD a4 lWIIWl to \llo aox"- to wbiob noll t~ 
ollll lie 4onlopa4 Wll4or ooaUUoaa a.ooopteblo to auaa. 

Trade •!6oUaU••. 

!ha OOTo:na.nt at aJraa IIJIUoipato Ulet a esou­
au oaa tor an arr ongllllaat rogulo.Uns t rade w1\ll Ulo 
OOft-.nt ot ChJ.Aa wUJ. " '-lie plaee d aa evl7 Op~ 
tw\1\7 •• \lloy hno roooiYed \llrcugh Hie Uo. Jooty•o 
GOYornaan\ aoauranooo t:rca \llo Ch1neoo Oonna•t to 
~ai otroot. 

J'lnolly tJlo Oovomaont ot B\11'1!14 wlah to JUke 1\ 
olaar tAU 1A oono14ering all \beoe queaUona an4 
• •uu1uroo their tint anA ror-.t cona14oraUoo rill 
bo t heir arroot 011 Ulo 1ntareata or B\IJiaa aD4 \llo 
pooplo or B\ID&II, GD4 \lloy oro tully eonao lo\IA \llo\ 1 t 
will be •• aooooury \o aatesurd Ule OOIID\1'1 t:rca Ula 
poaolblo 4ongera whioh UF follow 1A Ule \ rain 11t a 
sroat \rll4e 401'al~•'· autlb u a lars• iatlu ot 
populoUon trOll China , as to be rtglloat 1n promt~t1DC 
Malll1'0a for Ulo Ollluulo•aa \ ot \lle oountry• • so-ral 
proaper1 ty. 

tlV I l3 3 1 . ... \ t: ' 
• • r:fil. 

IWT'IIIQII '\90t,JIIT . ""' ... ""'····--

. ... 
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December 5, 19~. 
8:58 a.m. 

H~r: Hello. 

Operator: Mr. Sproul - go &head. 

HUJr: Hello. 

Sproul: Hello, ur. Secretary. 

HUJr: How does it look, Sproul? 

S: It looks alright. There wae no bad news over the 
weekend that would intertere with the financing. 

!!l!Jr: Yee7 

S: The market opened up th18 morning a little off, but 
it caught itself and is now holding onto the gains of 
last week. 

Hl!Jr: How do you think they received it? 

S: I think they received it quite well. 

Hl.4Jr : Good ! 

S: I've heard no criticism of the terms of the offering. 
I think the feeling 1a in the market that the longer 
bonds will go better than the intermediates, but that's 
not said in a cynical way. 

:OOr: It will do what? 

S: I say that the longer bonds will probably go out better 
than the abort bonds, but that that is not said ln a 
cynical wa;y. 

HliJr: Alright, I'll talk to you around noon. 

S: Alright, fine. 

HIAJr: Oood bye. 
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GROUP llEE'l'ING 

Present: 

HlLJr: 

Oliphant : 

HUJr: 

Gaston: 

lir. Ol1pbant 
lir . Guton 
llr. Hanes 
Dr . White 
lir. Lochhead 
l.lr. Gibbons 
Mr . Bell 
Jir, lloRe;rnolde 
lir. Haas 
lir. Dut'tield 
lire. Ilotz 

I have nothing. 

Herbert? 

December 5, 1938. 
9:30 a . m. 

273 

I have thie letter t rom lir. lie" . (Seoret&rJ 
r ead the following letter trom Ur. Me": 

•Ur . Herbert Gaston, 
Aeeietant t o the Secretary, 
Treaeury Department , 
Washington, D. 0 . 

Dear Herbert : 

December 2, 193a 

-

Thank you tor sending me t he material on 
employment about which we talked over the t elephone . 
You may be aura that we shall etudy it with i nter­
eat in this ottioe . 

I regret t o report that I simply oan not get 
away trom New York next week, even though it meane 
missing an opportunity ot l unoh with the Secretary. 
Part ot t he d1ttioulty ie the taot that we are be­
ginning, the following week, publication ot a 
eeriee ot eeven ed1toriale on the whole question ot 
national defense, and I am deepl y involved 1n thie. 
But the main ditt1oulty ie that only a tew daye 
have pa eeed einoe my appointment ae Editor ot The 
f1.me s and I aa e1mply enowed under with detalla, both 
inside and outa1de the ott1ce, 1n wh1ob that 
appoi ntment hae involved me . All thie I hope will 
quiet down 1n a taw daye. Then I hope to get away 
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tor a ehort rest, eince I have been out or this 
ottioe only two weeke eince 1936. 

I hope you will take this letter to the 
Secretary so that he may understand t hat it is 
only these extraordinary circumstances (certain to 
occur only once in a lifetime eo tar as I am con­
cerned) that make it impoesible tor me at this 
moment to accept an invitation wh1oh I recogni&e to 
be an important one and tor which I am deeply 
grateful. 

Sincerely yours, 

(Signed) Charles Ker&. 

THE NEW 'XORit TIWEB • 

Let's wa1t until he aeke tor it. 

(Showed h1m the attached letter trom Kr. Schwer& \ 
Assistant to the Publisher ot Editor and then 
quoted letter.) 

• December l, 1938 
The Honorable Henry Morgenthau, 
Secretary or the Treasury, 
Washington, D. 0. 

Dear Kr. Secretary: 

Kr. Davenport has spoken to me about your re­
quest tor tear sheets or the tiret Treasury articl e. 
Unfortunately we have not been able to comply with 
your request tor 200 ae these are not 1n existence 
but I am having titty sent to you direct trom our 
Jersey City printing plant. 

These copies are what we call poor copies, and 
I would therefore greatly appreciate it it you would 
keep them within your own department. Though the 
December issue is almoet exhausted, I have discovered 
that there are about twenty-tive single oopiee lett 
(at $1.00 a copy) wbiob we could let you have were 
you interested. 

John Davenport ie etill away on vacation and 
hat not epoken to ae about the eeoond Treaeury etory • 
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G8aton: 

HMJr: 
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Oliphant: 
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It b7 eo.. ohanoe rou would oare to ba~e tittr 
dallar tear aheeta, would rou be good enough to 
let ae know aa then I oan be oerta1n or getting 
them tor rou. 

Sinoerelr roure, 

(Signed) J. K. Schwarz. 

Aesietant to the Publisher. 

FORTUNE. • 

I don't know who ordered the tear sheets . I didn' t , 
but I would like to ha~e 25 oopiee or Fortune. 

I am ordering 12 tor the Treaeurr. 

It rou w1ll talk to Urs. Klotz atter thia meeting 
and find out about the tear sheets too. 

.Ul right. 

I would like 25 oopiee or the magazine tor mreelt 
beoauee I want to give some to Cochran and aome 
to Butterworth to take baok to Europe. · It i a 
amazing bow tew people read Fortune e~en those who 
take 1t. 

I haven ' t anrthing elae. 

I might record that Dutrield did a good Job or 
d1geet1ng the opinion on traneterring the la.,.ere 
rrom the Comptroller'• cttioe to General Counsel'• 
ottice. 

It waa favorable to the lawrerat 

Onl7 one ooncluslon I eee to that. 

Herman, thie 1e Uondar morning. Inelde the Treaaurr, 
the aun ie ehlning. 

Prettr earlr! 

I wlll aar here Herman ie a r aet worker. Oh, 
Herman 1 .Ul right.! lfbat d1d rou do, eupport the 
lawreret 

I Just eU~~~D&rlzed tbe opinion. 
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I'm orr you ror l1tel 

Preferred stock tor the Anglo. 
over rrom RFC late 8aturda7 and 
cond1t1one they attached to 1t, 
came over eo late everybody had 

.Ul I have caae 
thaee are the 
BWIIID&r1ud. It 
gone. 

Those who are interested 1n the bank will stay 
behind. I will read it a.rter this meeting. 

Georget 

You might want this ohart ror the meeting at 10:15. 

It 1 e all right. Inoidentally, Herbert, the aeao 
we dug up which George wrote two years ago about 
national income at a certain point . Will you show 
it to Alsop and Kintner. 

I haven't shown it to them. 

Well I would show it to them and make aura that they 
alao get a ohance to talk to Bell. 

Yea . They have asked tor a chance to talk to Dan. 

I have a conference at twelve o'clock w1th Kintner. 

Oh, you dol Good! 

That 'e all I have. 

Giannini ie going to teatity todaJ I underetand 
instead or tomorrow. The taxation oommittee. 

I tb1nk Gene ought to go up to be there. 

We have had an observer dur1ng 
but th1e i e a epec1al oaee. I 
to have somebody elee. 

all the hearings. 
think you w1ll want 

I would like Gene to go especially. 

What time 1e 1tt 

They speak eoaet1ae dur1ng the afternoon, but 
nobody knows the exact time. 

Who is the eecretary to the committeet 
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I wil l tind out. 

lUke Fl111n will know. 

Yee . 

That 'a all. 

2.77 

Harry, 1t you would be outeide at 10: 15 and be 
patient with ae. 

Do you know it that message got ott. You didn't 
hear anything to the oontraryf 

lleaeaget 

Baturd&J or Sund&J. 

He had ten minutes to make his train. 

He ' s back. 

Then he made it and he had leea than ten minutee 
and it was raining oats and dogs and he couldn't 

get a taxi. 

That 1 e all right. It the Coast Guard nuee an 
aide t or me he wil l make hie train. He ie a good 

boy. 

He had a minute and a halt at the station and when 
he came back at Atlanta he had tive minut es on the 

other end. 

lloiay ie a good boy. But he r an all the w&Jt 

I saw h1a running goi.ng and coming. 

Di d you hold him up on the typi ng. 

He oouldn' t get a taxi and tinally bad to take hie 

own oar. 

He bad no doubts. He ea1d, 1 I 111 make it• . 

He 'e a good boy. 

He never eud a word. 

\ 
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He was here this morning and neTer said a word• 
Just said everything went along beautifully. ' 

He said, 1 I get eervice when I ' m down there. I 
get service.T 

Sterling ie ~.69f and tranoa are quite atrong. 
Quite a lot ot gains to the French Fund this 
morning despite newspaper stories. 

Will you tell my tr1end to call up. 

Why didn't they use a Coaet Guard cutter with 
all that tuning and everything tor Cardinal 
Jol.undele1nt 

He was taken down on a Coast Guard cutter. 

They went down on one ot Koran's tugs. 

The:r took him ott and ..•....... 

It was one ot Koran's tugs. All this tussing -­
you might ask tho Collector. 

The Collector ot Customs went down. It ma:r ban 
been ~ ~ug was more suited tor more people. 

That 1 s what Harry hat dono in other caeee, han 
Koran take care ot it in the case ot church 
dignitaries. 

Well, I would torget it . 

There was quite a crowd. He called me on Sat\U"daJ'. 
The BiShop troa out tbere was fi;ring trom Chicago 
and everybod:r had to wait until he arrind and 
tog was coming down and Harry was atraid that he 
woul dn't get there atter all tho tuss. 

What did he want :rou to do, diSpel the togt 

Just wanted you to ltnow the:r wore doing 
tha:r oould. 

See :rou later in the day with llac. 

Oh :res. Little dirty work. Cuatome. 
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You saw t h1s morning' a lolerr1-Go-Roundt 

Yea. Yea . 

279 

Shall I put in a eubeoripti on today tor the new 
long term bonde tor FDIC Postal Savings and 
Government litet 

Oh, Government Lite! I wi sh I had thought or it 
betore. We couldn 1t do i t now, could we, put i n 
the actual amount we want and announce thatt We 
ought to give t hem one hundred per cent allotment. 
I suppose that ehould have been in today' e announce­
ment . Has t hat ever been donet 

No. 

Then I don't want to do it. 

Give everybody the eame chance, Government truet 
tunds as well as individuals . 

I would put Postal Savings 1n . Fitty millions. 

Government Lite tor t our and a halt millions . 
Won't get very muoh. 

All right. All right. Nothing tor FDIC . 

They have a 105 milli on, 2 per cent. 

I know. I think I want to eave t hat but I would 
put Postal i n tor titty m1ll1one. They have 
t1tty-tive millione. 

F1tty- t wo. 

Well, titty millions. O.K. 

Yes, and put 1n the Government lite too. 

Yea. Think about it another time that we announce 
in advance, that we give Government Lite - tt~t 
we will eet aside Government Lite funds tor invest­
ment in the new ieeue. 

That can be r ound under the law. It Just never 
hae been done. 

I won't do it now, but I would want i t 1n the 
announcement. AnJth1.ng elaet 
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!hat'• ell. 

I underatand that Bullitt ia going to call you 
about th1a tallow Robbins. Tbat'a Oliphant'• 
report (banda the Secretary Mr. Oliphant • • 
report) . 8a1d he had fiunlted out in law aohool: 
not auoh ot a lawyer. 

Ia that the tellow Bullitt wae interested int 

That other report tor me, on how much leas Taylor 
can e1gn. 

Oliphant prom1eed to report on that th1a morning. 

Yea, but I do bueinaea with you and I'a looking 
at you. 

I'm still looking at b1a. 

I asked you on Saturday should I apeak to Herman 
Oliphant and you aaid no. 

We will have it today. 

11hent 

Well, say three o'clock to Kaot 

All right, three o'clock to Llac and Uac to me. 

Three o'clock to ilao. Two torty-tive to Mao. 

You oan have it at two torty-aix then. 

All right. 

(Handed Mr. Llorgenthau a memo trcm Ur. Oliphant.) 

Public Health came to me two montha ago with a 
request tor reallotment ot Public Health tunda to 
carry on trom regular Public Health appropriation, 
the care ot WP.l patients going to Public Health 
hoapitale. We got tour hundred thousand directly 
alloted in the laat reliet appropriation bill to 
pay the ooat ot handling thoae patients. We aaked 
tor eight hundred millions, aa a matter ot tact, 
but they out it down. They aaked tor well OTer a 
alllion but I out it down to 800,000,000. Congreu 
out it in belt and gan thea tour hundred thouaand 
dollara. They came to ae a couple ot aontha ago 
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with a etatement that that .. ount will have 
disappeared by the t1ret ot January. Ther wanted 
to reallot Public Health regular appropriation• eo 
ae to oarry them tor the two months over that, 
January and Februarr, until WPA oould get additional 
tunde to allot to ue to make it up. What I ea1d 
to them was, •It we do that and Oongreee doee not 
authorize further money from WPA to pay tor thie 
hospitalization, you 111 be in a hOle. You'll have 
to go back and aek tor a deficiency appropriation 
in violation ot l aw . • On Frida)' or Saturda)' ther 
oame in with a preeentation ot the oase and I 
elgned another requeet reopening the thing at our 
own instance and the Comptroller General's ottioe, 
atter I went to them dlrectlr, have promised to 
consider it and we mar get it, but I thought I 
would tell you. I have eaved a epot with reepeot 
to our own tinanoee eo that, it you deoide, we can 
take oare ot it it they tinall7 turn thle down. 
But I thought we ought to do everything we can and 
go to the last ditch with t hem to get them to 
have it that way but that's the eituat1on. 
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I[EE'!I NG OF FISCAL AND JIONE~ 
ALlVISORY BOARD 

December 51 1938. 
10: 30 a.m. 

Present: 

1! . 1J. Jr: 

Rwnl : 

B.!!.Jr: 

dwnl : 

B. li . Jr : 

B.:.l.Jr : 

Rwnl : 

Delano: 

llr . Eccles 
lolr . Delano 
llr . Bell 
Mr. Currie 
llr . "uml 
llr . Taylor 
Wr . iihite 
llr . Haas 
~r. Sanford, FR Bank of NY (for part of meeting) 
Mr . McReynolds 

All right, teacher . 

I •m going to need some very large charts, and do you 
t hink the best place is that end of the room? I've 
got the charts here . I Just wondered where ••• 

I think if you put them 

At that end of the room? 

Yes . 

. . . . - yes • 

Uoes that order of business su.it you? 

All r ight w.ith a~e, i f it's all right Wi th Mr . Delano . 

(Hands a genda to llr . Delano) 

(Bccles and Currie come in) 

hSk Mr. Eccles if that • ~ all r ight. 

I've changed the order, because the first topic will 
take quite a lot of time . 

Mr. Ruml , I believe t hose charts are so big, I tbink 
you ' ll have to bring those t h.is side of the table. 

(Messengers move obarts .into position) 
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Now, if I may, let me put before you these pictures 
thet you've already seen, simply for this reason: 
that this gives E somewhat simple idea of where we're 

going in the larger charts, and it's so simple here 
that I think it will be helpfu1 to do it t hi s way . 

(Refers t o charts entitled "Income and Disburse­
ments~ in which numeric velocity indicators 
are identified with classes of income and 
of disbursements to indicate effect on 
national income") 

Now, you remember that when these were first pre­
sented, the general observa tiommade on them were 
t hese . This is a classification of income; this is 
a classii'ication of income; this is a classification 

of income; this is a classification of disbursement; 
this is a classification of disbursement . And our 
problem is to determine what the effect on national 
incoge is of the different classifications in the 
budge t . 

'rhe figures which we have used here were presented -
what we in the first meeting called velocity numbers, 
•ovil.Lch we no"' call multipliers, and which we wou1d be 
very glad to call nothing at all. There is a great 
deal of difference of opinion as to the nature of 
these numbers, not as to their magnitude so much, 
but as to their character. And for that reason I 
want to point out that the way these numbers are 
arrived at is by considerations of the relative 
amount that goes to consumption as compared to 
investment as compared to s twings . l'iha t lYe do know 
is that there are <iifferences, urnl we also know that 

witnin the llmits of reasonacle probability these 
things cannot glve us any gross errors within terms 
of the magnitude of the whole problem that we•re 

dealing with. 

Now, the observati ons we made on these charts in 

\ 

our first meeting were these. In the first place, 
since our first meeting I have - it occurred to me 
that it would be helpfu1 to refer to this as the 
visible budget, that is, t he budget that we now know 
about; we can talk about this as being the invisible 
budget the budget that rela tes itself to national 
income' and purchasing power . By using that terminology 
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we can have a way of t alking about these things. 

Now, t he observation tha t we made the last time ~s 

that, although the visible and the invisible budget 

a re related, there is not necessarily a one-to- one 

relationship between t hem; that it is possible t o 

have a balanced visible budget with either a posi­
tive or a negative invisi ble bUdget. And by that 
lfe simply meant that this balanced bUdget (indicat­

ing) adds to purchasing power, this balanced 
budget detracts f r om it. 

We observed that tller efor e ther e ar e two separ a te 
problems in considering a budget, one a financial 

problem, the other a producti on problem; tbat tbe 
issues relating to the financial problem are ques­

tions of whether or not the budget can be financed, 

tbe questions rela clng to tbe production problem are 

wllether production can give tbe goods and services 
tllat the addit i onal i ncome wil l demand; that the 

inflationary problem and deflationary problem binges \ 

around this par ticular budget, that the confidence 

problem hinges around the visible budget. We saw, 
in s eeing t hat there are two problems there, t hat 
it is possibl e tog et a consistent approach t o t he 

financial and production problem. 

Now, we decided two meetings ago tha t the next step 

was to move f r om this abs tract ari thmetical analysis 

to a study of some concret e problems in t er ms of the 

budget as 1t really is . And what we did was this: 

we t ook the various budget items and asked the 
Treasury, the Federal Reserve Board, and the Federal 

Reserve Bank of New Xork independently to classify 

these vsr~ous items in five classes as to t heir rela­

tive effec t on purchasing power . These classifica­

tions were made independently ; they wer e then t aken 

togetner end any gross errors were eli.mtnated . Kr. 

Sanford , or the New Xork Bank, helped me on that; he 

came t o washing t on, worked wi th one or Wr. Bell ' s 

men on the accounting side to clear up any points 

there. 

Having done tha t, we tben appl1ad this analysis to 
tbe 1937 and the 1938 budgets, because we bad tbose 

figures. Now if I get mixed up on detailed questions 

tbere, 1o1r . Sanford kindly caJDe down f'rom New Xork and 
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I can step out to the other room and ask him any 
questions you ask me. 

285 

I think at this point, Mr. Secretary, I should like 
to show the 1937 budget, broken down in this form. 

Mr. Bell said he thinks it's all right to bring 
Sanford in. 

If you want to. 

1/ould it help you? 

I'd feel a little better about it, because be 
might ••• • 

(To Kieley) Ask~. Sanford to c ome in. Be' s outsi de. 
~anford -he ' s outside . 

(Sanford comes in) 

Mr . Sanford, do you know Secretary Morgenthau? 

How do you do, Yr. Secretary. 

(Sanford is introduced to other conferees) 

Go ahead, professor. 

Well nos, what you see before you, ladies and 
gentlemen, is the 1937 budget. And whether these 
items are in the order with which you are fa.miliar, 
I don't &now, but this is the budget, excluding 
debt retirement and excluding trust funds. Is that 
correct, Mr. Sanford? 

Tbat• s right. 

I want to point out right now that this is made up 
for you for purposes of illustration. Being limited 
as it is to simply the - this budget - it does not 
give a complete picture of the effect of Federal 
operations. The trust fU.nds ought to be taken into 
account, obviously, if we were making an economic 
analysis. But wba t I am trying to do now is to 
simply show you bow the application of the arith­
metic works when applied to a concrete problea of 

\ 
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the budget itself . 

These, then, are the items in dollar amounts on the 
receipt side, and this is on the expenditure side. 
When you take considerations into account of the 
effect of these various items on national income we 
secure these figures , indicating that while a reduc­
tion of some 13 billion was taking place as a result 
of taxation, an addition of - oh, of 22 billion was 
being made in expenditures in 1937; so that on the 
visible balance we nave a deficit of three billion 148, 
&nd an i .nvisible balance or an income effect of plus 
nine billion 044. 

No11 then, it is possible to, then, s ee here the 
figures tha t we took to get that r esult . 

lfow, 1t would be entirely possible, l.lr. Currie tells 
me, to approach this thing from the other point of 
view, come t o these multipliers, if you please, by \ 
direct considerations of spending , investment, and 
saving; that this particular terminology is old­
fashioned and out of date . But nevertheless, I want 
to present this for what it is and llr. Currie will set 
one up in the other f orm. But be assures me tha t the 
logic and the whole picture is not substantially 
different. 

Now, Ruml, how do you get your multipliers? 

You get them this way, llr. Secretary. You get them 
by giving considerati on to the question of , in any 
par t icular classificat i on of expenditure, what pro­
portional amount of the money spent - of money put 
out by the Governmeat is spent on consumption goods, 
what pr oportional amount is invested, and what pro­
portion 1S saved . Now, by knowing tbat it is possible 
to determine, or to approximate, how many times per 
year or what the purchasing power effect of that 
particular activity is. 

No•11 the thing that I want to point out over and 
ove~ again is that these figures bere give an undue 
impression of precision from the standpoint of any 
knowledge we have about them; tbat our original class­
ifications, llr. Secretary, were made qualitativel y; 
i n other words, these five classi fications - we simply 
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t alked about high, high middle, middle, low middle, 
and so forth; that in these three independent class­
ifications we made there were no substantial differ­
ences of opinion; and f inally that all the issues 
of policy with r espect t o budgetary policy both on 
t he income and expenditure side - all tha t we can 
deal with t oday can b e dealt with in qualitative 
t erms if we must; in other words, you might debate 
on this point whether you wanted to use a multiplier 
of one, one and a half , or two, but it would have no 
pr actical effect, b ecause anyone would agree that 
it's not tnree or tnree a nd a half. The same with 
anything on tnis side. de r e ' s an item of one and a 
nalf - interest on public debt. It might be two, it 
might be one, but it certainly isn' t three and a half 
and it certainly isn' t three . 

And for that reason, you see, you can have confidence 
in the analys is, provided you know always tha t the 
a rithmetical figure gives an impression of undue , 
accuracy . Now, you t ake a number, for example, such I 

as J .4; it looks there as if you had e slide rule and 
went out and measured the thing precisely . That isn't 
Nhat happened at all. It means that's a composition 
of a number of different f actor s that have taese 
r ough figures that >. e used; namely, we used three and 
a half, three, two and a half, 6nd one. 

Dut the desirability of using the thing quantitatively 
comes out in getting your aggr egate e ffect , because 
a lthough t his (invisible balance) might be a billion 
dollars plus or minus, for practical purposes it 
doesn't make any difference; toe important t hing 
wa s t hat i t was nine, that it was no t four, as it 
was in 1928. And the 1928 budget t ha t I have here 
is analyzed in the same wa~ shoHs t he thing a r ound 
f our billion instead of nine . 

Four billion? 

Four billion on the invisible balance. 

You mean minus? 

Plus . 

You mean it produced f our billion. 

~ our billion in 1938. 
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He said ' 28 but be meant ' )8. 

I think you - here 's the 19J8 on a comparable basis 
(showing small band chart). There are only two 
copies ~n tbat form. 

Just to show you how important it is to take the 
trust accounts into effect, we have an analysis here 
of the trust account s which shows that in l9J8 
al though you bad a visible - I mean a.n invisibie 
ba lance in income effect - it' s tour billion s ix 
isn't lt, ~r. Secretar y, there over ' J8? - •. • ' 

Yes. · 

• • • when you take the trust accounts into account, 
i t' s dropped t o three billion seven. 

When you say trust accounts, you mean the Social 
i:lecurity . . 

Yes. 

I don 't know what be means . 

You•ve got those trust accounts in there . you're 
t alking about unemployment trust accounts . 

What do I mean, »r. Sanford? 

That's right, unemployment trust fund, and the falling 
off in the payments to soldiers, cash bonus, between 
tne 'J7 and the 1 38. 
.Yell, t he point is very important, because it shows 
that in terms of realistic pictures you have to t ake 
both into account and not merely this. But this is 
simply drawn up to g ! ve an indication as to how you 
would proceed under this type of analysis toz if you 
please, draw a program, because what you woUld do 
would be to make some estima t es with respect to what 
you want here (invisible balance); that is, what 
invisible balance do you want ? You1d det ermine tbat 
by making some examillllt ion as to what is physically 
possible, and you would then deteraine wbat you nave 
to do as a going concern bare. You would tben 
determine on what t entative tax polio)" you wanted 
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t o adopt . You would then find out how far you are 

from t het, and then you would make gross changes as 

you needed them. And you wouldn1 t expect it to come 
out within a billion or two dollars, and you wouldn't 
care very much; the errors we ' ve been deal ing with 

are errors of five , six, and eight billion r a ther 
than errors of one and two billion. 

Mr . Ruml, that invisi ble balance - t ha t ' s the 
additions t o national income over a 12-montb 
ptlr i od? 

Over a 12-month period, of ••• • 

Out of t his particular expendi ture . And therefore, 
when you say you 1d fi rst find out how much you' d l i ke 

t o increase it by, you mer ely s ay it' s a very distant 
goal to shoot at, t hat there is no possibili ty or 
getting that amount within your budget - no pol i tical 

possibility. \ 

o~ell , obviously not; and t her e is no physical possi­
bility in one year of getting there, becau se youbave 

bottlenecks of one form or another; you' d disrupt your 
Khole e conomic organization. But you can make a 
deter mination as t o what is practical this year in 
view of what we know about items outside t he budget, 
what we know about the securit ies market a.nd the 
disposi t ion of private business, wha t we know s s t o 
various capit al shor tages that might be t aken up. 
"nd tnen you can determine what is conservative with 

respect t o the budget itself. 

Moreover, Mr. Ruml, you ' d say that's not - the 
aggregate quantity - that that ' s so significant as 
the change fr om the preceding year, whether it's 

nine billion .••• 

I would today say tnnt, Lauch, but I thi~ as we 
learn more about these things what we're go1ng to 
find out some day 1s that as an est1mate of what 
private enterprise i s doing all by i tself. Do you 

seo? In other words, if you t ake - if tnat figure 
were as good as it ought to be, and if our fig ures 
on national income were as good as they ought to be, 
we'd say that in 19J S nine out - i n 19J7 nine out ot 
our 70 was produced; therefore, private enter pr i se 
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was doing 61. It could do 90; you've got a JO 
margin. 

290 

lolr. Rum.l, i t would be very interesting if that were 
accompanied, not no·K but later, by an analysis of the 
budget f or 1928, in which i t would very clearly indi­
cate the varying relati onships between expenditures 
and national income . t.nd you might come out l'or 
example, witn a minus additi on, a net r eduction on the 
national i ncome, due t o fiscal activities in 1928 . 

Or you ' d run i nto different multipliers . 

hs a consequence of your different multipliers . 

\'/ell, Harry White, I thirut you might be surprised; 
ns long as you have an income t ax s tructure that ' s· 
on a graduated basis~ you're ~oing to get low multi­
pliers on this side ~receipts) and you might f i nd 
that even in 1928 the operation of the Federal 
Covernment was adding something • 

I t hink you're right. But there "as a l arge debt 
reduction. 

aut it was r einvested i mmediately , practically . 

There is an element i n tha t multi plier which isn1 t 
taken into consideration. The actual expenditure, 
actual increase on na tional income on the way up, 
tha t is, has 1n itself a generative capacity on 
business conditions that ' s not included in that 
mul tiplier figure . 

hnd for tha t reason, if your total potential there 
is, let ' s say, 20, you wouldn't expect your budget 
t o take care of up to more than 8 to 10 of it, be­
cause you • ould expect that sort of thing t o 
nap pen. 

That ' s right. That ' s why you can make a very large 
allowance a t once for t he generative effect, pr ovid­
ing it 's large enough. 

Exactly . Furthermore, since you can't predict i t in 
advance, it becomes very impor t ant indeed to have 
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flexibility with respect to your high velocity 
income and high velocity expenditure. 

::9.1 

Well, nwnl , is this deduction right? This is one 
thi ng t hat ' s very interesting out of this thing 
Tuking ' 38 ana t he cri ticism of the fiscal poli~y -
we almos t had a visible balance, ·ne missed it by 
a billion three; and t he criticism so many people 
made is t hat we shut off spending . Well , according 
t o tnis, our expenditures, roughly multiplied by two 
and a half , gave us- added t o our national income by 
19 billion. hCCordi.ng to this, i t ~asn1 t on the 
expenditure side at all - I mean following the 
tneory of so many people, t hat t his r ecent depression 
came because we stopped spending - but tne trouble 
was on the revenue side . 

Par t icularly in the trust funds. 

Well , that ' s never been pointed out . The thing t bey 
keep saying a l l the time - people talk about it and 
write about it - is tha t the trouble in 137 was we 
tried to shut off expenditures too f ast. Well, tha t 
doesn't show up in this tning a t all. 

That' s right. Doesn ' t show up. You see, t his ends , 
however, in J uly ' 37 ; now, I don 1 t ttnon •••• 

But this doesn't show it. 

Op to J uly ' 37 there is no evidence. 

but if this theory is r ight, the deflationary effect 
'NBS in the kind of money that we collected. 

'.l.'ha t' s right. Up to tl:U< t time •• • • 

'llell , tha t ' s never been )lointed out, bas i t? 

Not clearly enough. It needs to be pointed out. 

Has it ever been pointed out? 

I 've pointed it out s everal times. In t hat speech 
I made up 1n New J ersey, I referred t o it and said 
tha t the d ifference between the Government ' s contri­
bution to com.:~unitY spending between the calendar 
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years 136 and '37 was three billion 200 million. 
And I ~xplained it in this way: that in •J6 the 
bonus was paid, in 1 37 there was no bonus paid 
therefore the spending was less by the bonus ' 
entering the picture. But in ' 37 we collected 
a substantial amount of taxes on old-age pensions 
and unemployment insurance, which wasn ' t disbursed. 

High velocity. 

High velocity. 
didn 1 t d1m1.n1sh 
the bonus. 

The Government's spending in ' J7 
as against 1 J6 except in the case of 

I t hink t his is true, Ur. Secret ary: all the d.is­
cussion of the fiscal policy as a spending policy 
or not-spend.ing policy i s entirely beside the point. 
You nave to take the aggrega t e budget into account. 

That is, as I say, what this- that's the interprets- , 
tion tha t I give this, that 1f you take - well, we 
spent seven billion six in '38 and in that year we 
spent eight billion four, which is eight hundred 
million dollars more; but the difference is as 
between nine billion and f our billion six. Is that 
right? 
Yes. ;;nd if you tall:e the other thing into account, 
three billion seven. 

'llel l, of course, the next thing tha t I ' m asking - I'm 
getting this all col d ; you f ellows have had a d.ress 
rehearsal. I ask you the very obvious question - I 
mean on the receipt side again - I mean I'm not 
arguing about the theory tor today, although I want 
you t o know that I'm going to tes t it very har d -
is it a fair c;.uestion- I ·•ant to be fair-: can we 
do much 4bout the receipt side? 

Well, I don't know. This - if I were - if I were 
king I would look at these things first to see what 
can be done, this sort of thing, estate and gift 
taxes where you get visible budget with no invisible 
budget t o speak of. I would be awfully chary about 
this kind of thing (tax on employees - multiplier 3i) 
where you have a very high multiplier. I would have 
a darn good social purpose in mind if I began to do 
an7tbing about this sort of thing (excise and 
miscellaneous taxes - multiplier Ji) I wouldn' t do 

Regraded Uclassified



Wllite : 

llUJ:Il : 

White : 

Ruml : 

s .U.Jr: 

-12-

i t for revenue purposes, because for every dollar 
you t ake in on this kind of thing you have to spend 
a dollar over here on this kind of a thing (AAA 
pr ogra.m). In other words , all you do i s get into a 
c ircle of building up nigher and higher expendi­
tures, because you're gett ing into higher expenditures 
on the high veloci ty classificati ons . 

You would increase the taxes where they are lower 
t han the average multipl,ier . Where you have t he 
zeros and the ones in the fi rst column is «here you 
would , if it were politicall y possible, i ncrease; 
and reduce the higb ones . 

I Nould reduce tbem if I felt the fiscal thing 
~ould stand it . You've got a double point, a pro­
duction problem and a fiscal pr oblem . 

But you' d replace, if you could, • ..• 

I f I c oul d mDke a switch out of this into t his - I ' m 
not even looki ng at t he names here- tha t's a yues tion 
again of prudential consideration ; I don't know wha t 
you can do . 

(Taylor comes in) 

~xcuse me a minute; I th~. Wayne , it ~ould be 
helpful to you if j'OU let HarrY talk to you for five 
minutes and bring you up to date , because I lay great 
stress on this . I'm having al l I can do to absorb it . 
I thi~ if you take f ive minutes, it would help you 
like hell. 

(Taylor and V:hi te go out) 

Now, the other thing, ' of course, that can be done 
about it is to s ee what is possible in terms of getting 
some flexibility in the high velocity t axes , becau:le 
obviously 18 months ~head there or e a lot of th.ings 
that can happen. Now, the place that you can r eally 
affect your .invisi ble balance i·s through manipulation 
of high velocity t axes and high velocity expendi tures . 
So that flexibility should be sought there and there 
and there (&lcohol t axes , excise taxes, and t ax on 
empl oyees) . Politi callY end every other way, you 
can' t have inequali ty of t reatment under the tncoa~e 
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t ax law, so that t nat• s out or the picture. If 
you get flexibility on the income t ax, you have t o 
t ake it down the whole row, nnd for the sake of 
getting flexibility for 700 million, you lose 1t 
in this bunch. So for the fir s t time in this thing 
I 've seen clearly whut some of my friends have told

1 

me: that tilere is no use ~aldng ~bout flexibility 
i n income tax r ates . 

Uay I again i nter rupt you? This one th ing there, 
te~ing y~ur in~ome over il50,0JO - th~ t • s qui te con­
trary to • nat ;eople ~eep telling us, and people who 
h&ve a gross t ax , who live in New York St a te, of 79 
percent; th&t is, if we ' d only r educe that, it would 
be ver y helpf~, so forth end so on. On that char t 
you ' d increase it from 79 per cent, or a t least you 
wouldn't reduce it . 

I wouldn't r educe it, and my onl y r eason for not 
increa sing it is because I ' m not sure the r evenue 
consequences would be important enough for the grief 
you ' d have to have . 

'!hat 1 s right. 

As a matter of f act, if you Wbnted to make a gestur e 
on some r eduction, I dun•t think it ' s important enough 
t o the whole pi cture to make any diff erence ther e . In 
other \Tor ds , you come to this par adoxi cal situation, 
lir . s ecretary: th&t r. t 1. tioe w.1en you need to have 
a large invisible balance, t nat ' s tbe tice to do what 
tax refor!!l you need t o do, because thtit ' s the time you 
can risk not getting t he revenue . Now that's a ver y 
curious generalization, but nevertneless it ' s correct, 
I ' m sure . 
\'/ell , again ques tion!ng you, taking off a billion 
dollars of exyenditures on thct s i de , .•. 

Yes, s ir • 
• . • on the visible, Nouion' t it be very important 
if you made an ad justment over ~n the left (receipts) . 
I mean if for instance, Bell and the President and 
mys elf co~d find a way of cutting a billion off, if 
this ad just ment could be made so t ha t we would sbow, 
say , an increase of three billion 1n t he i nvisible . 

(Taylor bnd 11h1t e return) 
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In other words , what I get out of this thing is 
that - 1 mean that the place to concentrate is 
on the collection side - I mean, thbt is , more 
than the other . Ri ght? 

No, I don 1 t think that• s -I think th«t might lead 
you astray, because there are so many~her pr oblems . 
ror ex,;;mple , Mr . Secretar:;, you've got much more 
1'lexibility on the expenditure side than you ' ve got 
on the income side; therefore, in th&t respect you 
n&ve to pa;r attention to thr: expenditure side and 
tais other thing is t erribly important. What we 
11ant to do is to arrive a t a belenced budget a t 
some nigher inco:ne . No1v then, if you begin to 
get Ln aggregate th~t 1 s too loR here, you w~n • t h&ve 
tne t ax structure thh t ,..ill produce that balence 
snort of & much higher nutionQl . ncome than seems 
probuble in the near future. And so you have to 
t t ke tha t consideration into account loS Nell. In 
other Hords, the lower this figure (total r eceipts) 
the less influence your opera t1ons will nave on the 
national income, ~nd therefore the more dependent 
you are on forces that you can' t h~ve any thing to 
do with . Is th~t right, Kerry? Would you egree 
t o tha t? 

'uite right. You coulu taka 1 simple case, any 
one item there, and illus trate hox you could by, 
let ' s say , substituting tnis t ex nere - for example, 
this number two t &X for tnis number three ~ nd a 
half, let ' s say, e ven of:<.>..> million :iollars; as a 
conse4uence of tha t you would e&rn - by tnc t very 
act alone you would increase national income, .vlthout 
another s tep you would increase nbtionol income by 
several hundr ed million dollars . 

That's right. 

Just that . 
uell I think t ne suggestion that liarry made was very 
impo;tant: that if we could t ake the budget - would 1t 
be •28, the peak year? 

The peak year wnen we were on the upswing. 

hod make en analysis of that. 
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It •.vould demonstrate the varying relationships which 
i t i s important to a lways keep in mind 1n this' because 
it indicates that you ' d have t o constantly w at~h t hi s 
and constantly r evamp it in the light of whether you're 
goi ng up or down. The importance of each item increeses 
or decreases a s you •re going up or down • 

• Vell, you don't mean from month t o montn. From 
phase t o phase. 

From phase t o phase. 

bomething you want t o ask, Eccles? 

I•c particular l y interes ted in t he a ccuracy of t hose 
multipl i ers . We could get very f ar ufield if we 
might miss t oem half a point here . I understand 
t he gener a l pr inciple; but now, f or instance, we t ake 
this question over her e of net income between five 
thousand and twenty-five, ond between twent y- five and ' 
fifty, It would appear that it wouldn't be advisable 
t o increase the t axes in that r ange of , we'd say , from 
fi ve t o fifty because it' s a pretty good multiplier 
in here. 

Well, t hat ' s on the aver age . I malin you've got an 
aver age 1n there of near l y three times, and three and 
e half is the highest multipli er you' ve got. 

So if you should increase t axes i n t h1t r ange, t hen 
you would - you're t axing income which has an effect 
of a turnover of three times ; and if you1 re pulling it 
out in t axes, then you' ve got t o put back in expendi­
t ures the same ty~e of income t o t ake its place. For 
instunce, if you lncr e&se t axes on t he i ncome of from 
f ive t o twenty- five ana you spend a like amount over 
ber e on public works , you actually l ose a aa lf, you 
are actually pulling out more money in t axes than a 
l ike amount spent over here on public wor ks . 

I don't know, I just doubt that. I Just don't • •• • 

No I think you're cutting the thing too thin there. 
I ~hould say you don't know about that; but what you 
do know is th~>t you c an't finance the public works 
program with a sales tax • 
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on yes. 

But tha t• s just because there it' s broad enough so 
you can talk policy without getting too fine . 

There ' s nothing new i n that - I mean you see on 
that statement there's nothing new. ' ' 

There ' s nothing new in any one of these . It's 
merely an effective way • • ••. 

Just a question of how accurate we can get . If ther e ' s 
a half of a point - i n other words , i f tha t f ive t o 
t wenty-five should r eally be t wo and a half and ~ublic 
buildings and highways over here three, it woula make 
a dif ference . 

Marriner , I wouldn ' t make a decision of poli cy on a 
discr imination of halt' 1 point . I think the big 
thing that .ve can do is t o make discriminations as 
between zer o and two end a half and so f orth and so \ 
on . 

And another t hing: I would never make a decision of 
policy on this al one, because there ar e many other 
things tha t have to be t aken into account. 

Well, you take over b.er e this point tb.at you make -
150 thousand and over, where t he multiplier is one -
you see toe amount involved is smal l ; tb.a t • s the thing 
you've got to take into account. It's small compared 
with - that ' s 337, whereas tne one item of 25 to 50 
is 687 million, twice as great , you see. 

You want this as low a s possibl e and tb.is as higb. as 
possible. This is high and this is low. This is low 
and this is b.igh. So tha t's a very good s1 tuation. 

The point I s ee i n an e.d justm~nt here would be , of 
course , this tax on employees cer te.inly shouldn't 
be increased any, and i f possible reduced . That 
shouldn't be increased. The other item, that 
manufacturers ' t ax - that accounts for a very large 
multiplier: three and a half times. 

l:.xcises . 
~bere is a ~lace t o - certainlY you know those t axes 
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shouldn' t be i ncreased; 1f anything, in that range 
you should reduce them, increasing them in these 
other - in these other fields where the multiplier 
is smaller . 

And we also learn, i t seems to me, that on this side 
(ex~enditures), if 'He want to get quick results, 'llhy, 
we want to spend the money where you get three to 
three and a half times. 

\/ell, let me make another - give you another example. 

Just a minute. I want t o see now my market's going . 
Lxcuse me a minute. Go ahead 6nd talk. 

(!l . t.l. Jr goes out) 

There's another point, ~arriner, tha t I want to bring 
up about t his situation up here . You might want to do 
tn&t anyway, and f or this reason: you might want t o \ 
create a tax s t r ucture with flexible expenditures on 
that side tha t would give you a balance of your budget , 
let ' s say, around 80 billion instead of a round 85 
billion. Do you see? r r aise that to show that 
there are other considerati ons of policy that lie 
outside this ana can't be answered from this . It is 
only that th.is is hel pful insofar as it goes and 
provided you d on't try to cut it t oo thin. 

llr . Eccles, I think there is something that must be 
pointed out here; tha t possibly we snould avoid 
attempting to place too much importance on the magni­
tude. Or let me put it this way, rather: that the 
magnitudes we are dealing with within the range of 
political fl6xibility are not very great; that if 
you establish a tax structure one year and you are 
on the upswing, you can't al t er it easily the next 
year, and you can't alter a great many of these 
t axes very much in any case, because of historical 
rea sons and because of politi cal reasons, and so on. 
So that where t his sort of thing, it appears to me, 
is subject to the severest critici sm is that it 
might give the impression tha t you1 re capable of 
creating variations in magn! tude in excess of wha t 
is actually possible . That ' s one poi.nt . 

Tne second is that I think' it would be a little mor e 
iaapressive if these figures were rounded off by a 
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great deal mo r e than they are, much mor e appr oxi­
ma ted than they are, which would avoid t he appear­
ance of accuracy which t hey don•t possess . 

but now we• ve got a practi cal problem, looking ahead 
f or the balance of this fiscal year and t he following 
fiscal year. And it seems to me that the query is : 
in the balance of the f i scal year , if we expect to 
m~intain the present rate of recovery- it seems to 
me v;e must try to do that until such time a s we get 
a national income up very much closer to our capacity 
of employment and production - then we are confr onted 
Nith a very practical problem of asking Congr ess to 
make a vailable certain funds for relief, for instance . 
You 've got tbbt; that ' s the one part of the budget t ha t 
isn' t t~en c a re of. The bal ance is already fixed , 
but you 've got the one item, the adjustable item of 
relief for the l ast five months . The question is, 
what is actually likely t o be needed in the picture: 
50J , 750 or a billion? Jus t what is likely to be 
needed? Now, ;ve know what the multiplier - we know 
the effect of t hat, and that ' s the one flexible item 
you•ve got . 

Now, l ooking a t the f uture , the following year, from 
July until the following Ju].y , we >< now tha t ther e are 
cert&in definite expenditures that are unavoidable: 
interest, Veterans, ~>nd al l t he r egulvr f i xed expendi­
tures . And then you have other items of expenditure 
s~ch a s the increased expendi t ure f or military pur­
~oses, what you're going to use for roads, wn& t 
you're going to use f or C.C.C. camps, ~nd all t nose 
various items where there i s flexibility . lind it 
seems t o me i f we 're t o a ovise on this question, then 
we' ve got to consider the types of expenditure t ha t 
shoula be made, wi thin the political r ange of possi­
bility 

1 
of course . I r ecognize tha t we• ve got 

certain f ac t ors t hat you can' t control . You might 
advi se very strongly agains t public works, any 
f urther a ppropriation for public wor ks, a t this 
time and more on W.P.A., or vice versa . Or, you•ve 
got the Army and Navy expenditures coming in, s 1~ 
you know tha t i.t i sn•t - it isn't a -.uestion of 
saying, •Well, we •re going to spend a l~t or w~'re 
not because of the need for employment. That s 
going to be spent for otber purposes , and it's 
somet hing t bat can't be varied . 
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Hut we ' ve got to t ake , i t seems t o me, t hose f ac­
t ors i nt o consi derat i on ln the prepar a t i on of the 
budge t , and t her e is only a very small degr ee of 
flexi bility. 

2CO 

Now, you get over on the t ax side and the question 
is - after you fix up the expenditure side, l eaving 
tnose items wher e there i s flexibility to be deter ­
mined, then you get over on the t ax side and you 
de t e rmine on that s ide where the flexibility comes 
and whether or not you should pr opose a change i n 
t he t ax structure: for ins tance, t he Social Security 
t ax and t he income t ax· and if so, in wbat r ange in 
the income t ax e r ea? 6r in the consll!Dption taxes such 
as your miscellaneous, alcohol, m~nufactur1ng, and 
excise taxes . 

NoN that seems t o me to be just exactly what our 
pr actical pr obl em i s i f we ' r e going t o be of any 
assistance i n the pr epara t ion of t he budget wi th \ 
tne idea of t ending t o keep a balance in t ne 
economy - I mean keep v degr ee of stubility i n the 
economy and a t the same t ime continue the process 
of increasing t he national income . Other .vi se, I 
can see o1ow we may ge t u t ax structure - I mean may 
get an expenaiture s tructure in this picture Nhere 
the national i ncome may set out on a pla teau and 
maybe t urn over or we may get a ver y - whEre the thing 
t akes a shot up t oo rapidly for ~ snort period of time 
and then down. Our job i s to t cke into acco=t just 
all tnese r ectors snd try t o project int o the future 
in such a manner cs to assure a continuance of a 
rise in the national income end a t the s~me time 
not get t oo much of a r i se in prices . Of course, 
t hut 1 s . .. . 

!Aarriner , look; see what it does t o have - if you get 
868 on the negative side here, wi th no addition 
whatever (poi nting to "'!ronsfers .to trust accounts, 
etc .•) 

(B. U. Jr returns) 

There' s another interesting observation 1n connection 
wl t h this . When one considers the SJilOUDt of study 
and the amount of fighting which is done over ~n 
expenditure of - more or less of helf a billion 
dollars, you see, tben one r ealizes that the amount 
of study and work that would be justified 1n ge t ting 
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the best kind of a relationship in this is 
consi derable, when you' re dealing with at least 
a billion or two or three . So even if you' re 
not dealing witn ma,ni tudes of five or ten 
billion, even if it s only two billion, even a 
billion, i t's worth every possible study from 
tha t point of view. 

Oh yes, I'm sure that's true. 

3Cl 

llell, I think the thing that shows, Uarriner, is 
this - excuse me - there is tbis observation that 
occurred t o me toe other dey : the question isn't 
Mhetner you've got a compensa tory budget or not; 
t he 4uestion is wnether you ~ow it or not . 

Thnt ' s right • 

That really is true . I was just saying, Mr. Secretar1, 
tne question isn' t whether you1 ve got a compensator y \ 
budget or not; the question is whether you know it or 
no t . 

It ' s important to know it . 

·::ell, that ' s what I mean . I meo.n this thing doesn ' t 
change the r eality any . It simply states it. 

Now, what I ' d like to do- I don ' t know how the 
rest - when they're ready to move, what 1

1m going to 
do is to invite a group of economists whom you ~ow, 
if they can come down here Friday and Saturday, and 
I want them and you (Ruml) t o get into a rooa and 
see if you can sell tois t o them fresh, you see -
people you know - because tnis is too important . 
And lf' you' d be willing to do that r1hen they come 
down •• • • 

Can' t do it this week . 

Can 't do it this week? 

~ut there ' s a lot of fellows here who can. 

If be can't, we can present hiS point of view, pr o­
vidi ng we have your perlllssion to modify tbis 
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SOJie Nhat . 

Oh sure . I t' s not m.y point of view . Harry can do 
it perfectly. Lauch can do it . I mean i t .. . Can 
you (Sanford) come down Friday? 

Yes . 

I don't know whether I can get the~ together but 
l ' u like to get a n outside viewpoint . ' 

I thi DA thtre would be no difficulty in presenting 
Lhis position to whatever group you have. "! here a re 
e nough oere woo are ~uite f&~1i16r with it, though 
tney might not be in agreement. 

See , I' d like to ha ve plenty of time to go b ~;cl{ -
in back of these multit>liers and ever ything. 

Why don 1 t you do this, .!r . Secr e tary? Le t t hem come 
down, work on this stuff befor ehand, r a ise all sor ts 
of question s a nd dig into it, then ha ve a mee t ing and 
state a ny points on Nhicll there is disagreement , find 
out what the logic of the difference is ; because, I 
mean, t <1ey could s pend a couple days on this, I'm 
sure . 

If tney ' d be Hilling to . 

uo~ld they come down una get into 1 t be fore presenting 
this? 

It should be presented to tnem, but I aon•t think 
it nould need to be pr esented by me . 

This week is a bad Neek . One coulon ' t come do.vn 
whom yo.- •d lli<e to nuve see it - ne said so - unless 
you absolutely ••• 

I ' d likt~ them- as 1 s ay , some people that have not 
been worki ng Nith the Na tional Resources Board, fro~ 
the outside wno are not in this school of thought , to 
take a l ook ' a t t his thing, but who are i nte:lectually 
honest .• • •• -I mean as well LS the National Resources 
Boar d . 1 mean people - Just not ... gr oup of - not the 
g r oup of people who ar e working wi t h t he Nati on&l 
Resources; b ecause t ais is too important, a t l east 
from m.y standpoint. 
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- .... 3 Jv 

Obviously, if there is any difference in logic 

'llell, White and Curr ie are available, and they 
coul d present this. 

Sure, they could do it. They could take all day 
there and give these people as much - if they come 
down - I don't think it's necessary for Beardsley to 
come down if he ' s tied up there. 

hell, as f a r as I ' m concerned, I'm ready to go on 
t o t he next thing . 

Uay I a sk one question, Wr. Secre t ary? 

I ' m sorry that Banes i sn't here, because he's got 
t he t ax program. 

If you like, I'll give him ..... 
Shal l I just leave this s tuff with you, Barry? Then 
you can .. . 

:ies. Vie haven't got an awful lot of time on this , 
have we? 
No; I personally think it's out of the question for 
1940 budget. 
Well, it would be a little t oo bad, if you were con­
vinced of the soundness o r the underlying principle. 
And it doesn't mean it bas to be presented in this 
way. There are other ways of presenting it. If you 
were convinced of the underlyi ng principle, it would 
be too bad if there weren' t any time, because what 
t hey ' re - we•re saying, in o ther words, is tha t it ' s 
too late to increase the nationa l i ncome by several 
hundred million dollars. I mean if we put it in tbose 
terms, the thing is important enough so if there is 
time we could • • • • 
The time isn't available. I 'm getting right in a 
bottleneck every day. 
I say if it were possible t o lll&ke time, the thing 
is important enough. 

If you. could get it ready by tonight • • • • • 
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Isn't there time to do this? ~fter all, there are 
certain flexible items in your budget, the question 
particularly - for instance, in your 1940 budget 
you' ve got tl1e question of what expenditures are 
going j;o be made outside of the definite expendi­
tures that can't be varied. Your roads, C.C .C., your 
P. W. A. - now, isn't tha t - can't tha t be flexible in 
the budget? 

hell , 1 think your 1940 picture won't change mater­
i a lly from what you ' ve got there. You certainly will 
have a W. ? .k . program. 

llut hoN much? 

Rave a sizable amount. 

Roll much? 

hna you'll nave a substantial increase in your national 
defense, which after all has a high velocity - 2.8 \ 
tney • ve got there , which isn' t n lot different from 
the 3 .5. 

That ' s right. 

hnd your public works might come down a little, 
e. lthough the cash outgo will probably be as large 
in 194J as it is in 1939. Now, on the other side, 
you've got t o determine what you' r e going to do 
there anyhow after Congress oeets and you have an 
opportunitY of studying that. The budget will go 
up ~s a deficit, and bow much you r educe that 
aeficit by additional t oX8tion h as got to co:ne as 
a subsequent study &Jl)'<lOW. 

There would be opportunities for that before it was 
passed by Congress. 

'l'here are plenty of them. 
\Vell, Mr. Bell, I would not be so ambitious as to 
expect that this budget could be drawn up on thiS 
set of principles. I th1nk we'd be awfully luckY 
to have them applied to the budge~ a year from now. 
A•fuily luCkY· Wbat I do tbinlt, nowever, as Barry 
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points out , is that it may be possible to t ake 
certa in hedges in c ase there are things you want 
t o do now in t erms of this type of analysis. For 
oxomple , if i t could be written into the l aw tha t 
the President in J a nua r y , 1940, mi ght have some 
discre tion with r espect to the t ux on employees, 
that would be a good t hing to do . Now, ther e may 
be a number of o ther good thincs to do t ha t don't 
re4uire complete accep t ance or application of this 
ty.,e of thing . I t hink lt' s too much to ask . We 
sta rted tnis whole business, really g etttng i nto it, 
in the middle of October. This thing is of the most 
~~ense importLnce bS far as the whole national wel­
fare is concerped . You can't go too f ast . 

,/ell, .vhat I ' d like to do, it' the President .-:111 do 
it anti <>e 1 re r eaay, ,;ould be to ask hllll for an 
a fternoon either ~onday or Tuesdby , Mr . Delano, to 
snow n1m this , you s ee , so tho t he could have this 
in nis m1na when he s its down and writes his budge t 
message . hnd I t hi rut tho t this is important enough 
thb t he s hould give us an afternovn L!ondsy or Tuesany 
a nd I 1 m going to ask him f or i t . 

I thirut this ou ght to b e modified somewnat , but 
ne ' 1 t heve time to do 1t. 'there a r e some points ..• -
want to r emove all possible :nc jor ;>oints of dis-
agreement . 

Hut I t hink tois is too important; certainly as 
Secr etary of the Trea sury I will do everything I 
cen t o get him to give us a couple hours so be can 
take a look at this . 

for me '1uesd~y w~uld Le 01uch better then llonday , 
because that Fortune dinner is ~onuay night . 

Listen, yoll!l6 fellotl , tt.ke it •::hdn the President 
gives it t o us . 

I know, b ut I ' m j us t giving •. • . 

I'll do it but I'm going to ask him for t he f irst 
afternoon t hat' s a vailable next week and I ' 11 t ake 
t he first after noon cheerfully. I meen • ·• 
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I mean I 1ll put it tha t way . 

I appreci ate it. 

3os 

Because you can' t get many aft er noons . ::e• ll ask 
him for two hours . See wba t I mean? I mean I • m 
going to ask him to give us the first two-hour 
period t ha t he can . I ' m going t o t ell hi m it takes 
t 1vo hours . 

Kr . Ruml, l e t me ask you a 4uestion on the chart, 
.:>n the r evenue s i de . Of course, there is a mls slng 
link, whi ch is t he d efi cit and which means r eceipts 
to the Treasury ln the for m of b orr owed money. On 
that s i de , in e ach case, 1 37 and 138, it ' s jus t 
about - the addition to nati onal income is jus t 
about three t imes your deficit. Now, t he conclu­
sion that one m!6ht d r aw f r om t ha t 1s t hat , adding 
eaco side and getting an a ver age and a ultiplying 
the def i ci t gives you your addition to national 
income, Lnd ther ef or e ~hat would be the situati on \ 
if you had an absolutely b al anced budget ? - mi ght 
it not come out even? 

~ith no addi tion to national income . 

Yes . I'm wonaer ing if people, just look~ at this 
th.lng , won ' t t hink of it a s a mathemat i cal t hing : 
addi t ion to one s i de , getting your averages, and 
multiplying . 

That would be terrible, because r eally the hopeful 
thing in this whole tb i ng, Mr . Bell , is thLt it i s 
possible after we ge t a balanced budget to s till go 
on adding to nat i onal income . I n other wor ds , we 
can have a balanced budget and not freeze t he 
economy by the proper arrangement of recei pt s and 

expenditures . 

\'/ell , if you couldn' t do that, I wouldn't be 
int erested . 

ther e wouldn't be anything to t he whole thing unless 
tha t were possible . 

1he budget i s jus t as impor tant a fter 1 t • s balanced 
as bef ore it ' s balanced . 
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That ' s right . 

Because you may have a balanced budget temporarily 
and then lose the darn thing by an i mproper type of 
t ax or expenditure based upon a given situation. 

Then you also, ~r . Ruml , on your deficit - some 
kind of a multiplier or something should be attached 
t o thet, because it depends on where you borrow that 
money from . 

Very important thing whether it •s bills, notes or 
bonds . 

It• s im~orta nt wnether the banKs buy it or ~hether 
i t ' s b~~ht by i nves tment trusts or investors . If 
it ' s bought by the banks, you create new money; if 
it ' s bought by investor s, a l l you do is take idle 
mo ney r nd ~ut it into circula tion. That's awfully 
i mportant on the 4uest1on of t he lnflotionary or 
deflationary side of the picture . 

••nich that doesn ' t bring up . 

You want to bring up something else? 

No, that 's all. 

:;o.l', couldn ' t 11e just go on t o the next thing, 
because I've got a s much as I can absorb on tn1s, 
numl. 

Way I then go on to the last one? 

What I •11 do - I 111 try to £ e t o clearnnce - I don't 
know hOlt much more t1Cle l.:r . Eccles wo.nts to s pend 
on this but if I • m successful in getting these 
people down I •11 r.sk Mr . Delano and Mr . Eccles, 1f 
they' r e here, if they ' d like to sit with me , when I 
hear from the other people . I mean if t ney re here • 

Well I'd like to spend some time, whether it's then 
or i~ betv1een - but I •d like to - befor e the question 
of a Nbite Bouse conference, I ' d like to spend some 
time· I • ve got a fe" doubts ebout a fefl things and 
I'd iike to go into it a little more thoroughly with 
Currie or White here and =yself. 
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I •d be gl ad to glve you what I nave here . 

I think inasmuch as tha t ' s that- I think we' ll 
excuse you (Sanford) . You might wait, because 
maybe somebody would like to s ee you afterwar ds . 

All right . ( St.nfor d len ves) 

308 

:.ty position on t he conference is tha t I don't think 
Ne should go any f arther than we al l agree we•ve had 
enough progress. 

'l'he r eas.:m , :.lr . Secret ary, I asked to go to the l&st 
voint is that you mentioned the Whi t e House confer­
ence ~na you s aid a t the l as t meeting it was desir­
able to nave some sor t of a memorandum to put before 

. the President if such a conference were had . I 
ha ven't tried to draw such a memor andum, but if the 
j!rou;> wol4ld tske fifte en minutes t o consider some 
questions that I have writ ten down to put into the 
memorandum, it might be nelpful; because I don't think 
that tha t thing standing alone is the basis for a 
fiscal policy; t here are some other things . 

1hese are the questions: How much national income 
per year can we produce with reasonably full 
employment? How much national income must we nave 
t o creat e a demand for subs t antial private invest­
ment? Wi ll the present revenue system produce enough 
income to the Federal Government to take care of the 
expenditures t o which we are committed f or normal 
times? llha t na t1ona l income is necessary to pr oduce 
this result? How can Federcl fi scal and monetary 
policies contribute t o fuller employment end larger 
pr oduc t ion? How does the buuge t affect nati onal 
income? lloN, i t• s just thnt one subjec t we• re 
discussing . How do fi scal operotions outsi de the 
budget affect natioru;l 1nco111e? What should be the 
immediate ob jectives or fiscal end monetary pol icy? 
What action needs to be t aken? 

Now, I've just jotted these things down. 
the scope of the type of paper you ·Nant? 
complete? Is it too much? 

I think lt's too much. 

Is that 
Is it 

Too much. Thls more or less ~nps the whole problem. 
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Th11t is the whole problem . 

Huh? 

That is the whole problem. 

As I s ee it, that' s the whole pr obl em. 

I say no g r oup of men could take this in by just 
having it read to t hem . They' d hove to have it 
before them. 

You mean t hat memor andum, or ••• 

I mean tnose questions. They ' r e t oo searching . 

Ur . Delano, I had i n mind t hat - are these the 
questions, or others , wh1ch should be answered in 
a memorandum? That ' s all . 

I think they snould be posed anyway . 

Well, they can be . You can answer tnem . 

I think a repor t should be prepared attempting t o 
answer t nem . •~'ha t portion of that you wish to use 
for the President, say, is another matter. 

But here ' s the thing . You' ve got one thing where 
we're looking ahead fi ve or ten year s a s to what 
this committee - which is what thi s committee should 
be doing . Then, on the other hand, two members of 
this committee, Kr. Bell and myself , have got a 
t hing which is on an hourly b asis . And , talking for 
myself, I •d li.ke to - after I 've digested this t hingi 
tog et a s much of this , if we decide that t his is al 
right and will stand up, into the President ' s message -
some indication, you see , that he is thinking in 
terms of national i ncome; and that ' s t he impor tant 
thing - and then get li S much of that in the mes-
sage •• • On the revenue side, I doubt if he ' ll 
recommend any definite new forms of taxes , because 
he never bas, has he? 

No. 

What? 
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No , he has not. Be ' s given suggestions. 

But he could say t ha t t axes should be considered 
in the l ight of t heir influence on the economy. 

That ' s exactly it . 

Point that out , leave it up to Congress . 

1hat •s all right, Marriner, I agree with you there. 
bnd t hen if he ' s going to- and t hen in terms of what 
be does on the expenditure side, he could bring that 
philosophY in. 

1hat • s right, he could l eave that somewha t open and 
point out t his, couldn't he? 

Now, if you and I and the rest of us can digest 
this thing, be thoroughly sold on it, go t o the 
t'resident wi th a r ecommendation a s to the phi l osophy, , 
I think we're r eally making some progr ess . 

Put somet hing in his message along that line . 

Yes . But I don't - to answer Ruml , I think that 
a nything anybody can do t o study how Wol can increase 
the national income should be done; but as to how 
much we can get the President to say in a ·week, I 
don't think 11e can g e t much mor e than what's before 
us . 

>I el l , the thing I 1 m wondering, !Jr. Secretary, 
whether this- yes, I think that ' s all right . 
r ather inclined - it would be just 6 S well if 
not go to the White House with you. 

Well, we can think about tho t . 

is 
I'm 

I did 

The thing I' m thinking about is t his: that when you 
and Mr . eccles and Mr . Delano and Mr . Bell come t o 
the point that ' s ns f a r a s you think you c un go in 
view of your own convictions, that probably is as 
far as the President ought to go, and he probably 
ought not to be over-persuaded by any l anguage t ha t 
I would use or might use in that conr.ection. But 
let• s think about t hat . 

Yes, that ' s something to come . 
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~he important thing, as I see it, at this time is 
i f we can get t he President in his message to raise 
the question and get Congress to consider taxes and 
consi der expenditures i n t he light of their i nfluence 
on national income; so tha t when you gat up there in 
connection wit h hear ings on expenditures and on 
t axes , you then have the opportunity t o consider 
t hem i n the light of their effect on national income 
which is entirely a new approach, isn' t it? ' 

No, I think the President has expressed this under ­
lying philosophy time and time again • 

Be hasn 1 t s aid it in quite the right way , George. 

Well, be Just s aia in his speeches - the Pittsburgh 
speech - n·;le unbalanced the f ederal budget t o balance 
your national budget, 11 which i s the underlying 
philosophy, a nd so on. 

IVha t I ' m speaking of i s in his message to Congress , 
the budge t message; tha t ' s the place t o put it. 

Go ahead , Wayne, please . 

It seems to me the best we're going to get out of 
this a t this stage is possibly two par agraphs for 
inclusion in the President ' s buuget message, and I 
think we're ell pr etty clear in our mind tha t two 
such par agraphs, r egardless of how far they go in 
expressing t hese t houghts, will have to b e written. 
I would really suggest t hat we direct ourselves to 
trying to wri te two paragr apns . All this other 
stuff can go along on t he s i de . 

You mean the small part of the message; but t wo 
paragr aphs - they might - may be big ones or little 
ones; may t ake a page or two . 

i'ihat you' re hoping is that t here will be a mention 
of this t heory, if you want to call i t that, in the 
message at l east calling the attention of Congress 
t o this' thing . That' s as f a r as you're going to be 
able to go a t t his time. 

' 

Well I would like some time i n the course of the 
next' six months tog e t this across to the public 
mind: tha t the crucia l i ssue i s not a spending-lending 
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program, that it isn't a deficit program· that the 
crucial issue is the compensatory progra~ about 
which we can do something . !low, t her e ' s my two 
paragraphs. 

'Xhat 1 s right . 

Nell now, is it agreeable to you we go ahead, 
Marriner? 

Yes . 

Yr. Delano, agreeable? 

Yes . 

Now, what ' s the next thing? 

Let me ask something which isn't on there. I'd like 
to ask Mr . Eccles whether be wants to r eport on this 
question of rail~ay equipment . 

We have one . 

That ' s in the operations outside the budget . 

That ' s one ot ·t hem . And we 1 ve got a lot of s t uff 
here. I don't know just how extensively you want 
to go i nto it. Currie, can you - you don 't want 
to t ake too much time , I &uess - can you give 
the high spots? 

I can s tate what I have on t his overla pping problem -
budget bottlenec~s ond toe agencies outside the 
budget . 
We've got a rather complete repor t ther e - the ques­
tion of type of legislation and the wnole thing . You 
don ' t want to go into t hat •••. 

Just the high spots. 

••• but we 've got the whole thi ng. 

I have a statement or the proposal, the arguments tor 

\ 

Regraded Uclassified



Taylor: 

Currie : 

H. IJ . Jr: 

Currie: 

-)2-

it, the ob jections that can be raised agains t it 
and the alternatives. I have also the proposal in _ 
draft of it in bill form, which I sent to Mr Ta 1 
in order to ta.ke up the points you (Taylor) ~en-Y or, 
tioned as to some of the legal points. 

I think it's unimportant, but we don ' t quite agree 
in the approach t here. In other words, you took one 
form , we would have chosen another . 

'Hell, I'm perfect ly Nilling to change it. I just 
wanted t o get your guidance on that problem . ADd 
then I have a technical memor andum, which r will 
not read, on the potential inadequacy of freight 
c&rs . We have done very much more intensive work 
on that of a statistical !Uiture - by the experts. 

Tnen, f ourth, a note on that question you a sked me 
about the railroads' and automobiles • demand for steel . 

Now, the memor andum on the - would you c&re, Mr. 
Secretary, f or me t o run over the arguments for the 
proposal and the ob j ections to it? 

Yes, I would, please . 

\ 

"Proposal : to establish a railroad equipment authority, 
with capit&.l stock owned by the Treasury, empo1Yered to 
issue guaranteed debentures for the purpose of con­
tracting for the purchase of ne·11 r uilroad rolling 
s tock to be rented or leased to r ailroads . • 

The urguments for the proposal ar e as follows : 

•1 . 1he stimulation of r ecovery . Expenditures of some 
$500 mill ion on r ailroad equipment could be assured 
i n the first year of operation. Apart from the stimu­
lation this would affor d the economy i n general, it 
would pr ovide work for the r ailroads ' O\m car shops 
and increased traffic for the roods themselves. 

" 2 . The removal of future bottlenecks. Preliminary 
estimates indica te that in order to handle the volume 
of traffic consequent upon the continuance of r ecovery 
at o desirable rate, yearly expenditures on rolling 
stock of o.bout $800 million at present prices would 
have to be incurred in tbe period 19)9- 41 · From the 
standpoint of tbe na t1onal economy it would obviously 
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be to our int erest to utilize idle plant and l abor 
in the i~ediate f uture in or der t o relieve the 
short ages, stoppages , and bottlenecks tha t will 
arise in f r eight t r af fic , the railroad equipment 
indust ry and i n the steel lnuustry wltb the con­
tinuance of r ecover y . 

"J . J. contr ibution to futur e stability . The 
r &llroad e~uipmtnt field n&s traditional l y a feast 
and famine cnar act er and is consequently an important 
source of economic instLbility . A federal authority 
not pressed by financial considerations or immediate ' 
~rofi t considerations, could l evel off the peaks and 
valleys of railro&d equl~ment buying . 

"In adoition, variati on in rental rates for equipment 
woulo offer a nighly desirable alter nat i ve to var i a ­
tions in f r eight r a tes as a means of bringing about 
greater s t ability i n railroad net earnings . 

"4 . National defense . A modernized supply of rolling 
stock ade'<ua te to lumdlc the volume of t r af fic inci­
dent Uvon war uppears to be nn indispensabl e element 
in any comprehensive program of national defense. 
Joreover, exper ience in the handling of a national 
car pool will be l nvalWJble in t be event of war . 

"5 · Bet terment of tn~ financial structure of rail­
r oads . The gradual substitution of r ented and leased 
rolling s tock for o'med ectui pment would permit a 
reduction in the debt of railro~cs ~na a substit~tion 
oJ' variable f or fixed charges . :Joreover, the pr oposal 
offers a means whcreb~· tne OoverDl.llent coulo stimulate 
priva te expenditures witnout ge tting deeper involved 
in the complicated financ iLl structure of the reil­
rouds . 

"6 . Impr oved efficiency . The proposul , through 
makiOS possibl e continuous buying, g r eater standardi­
zation, and more liberol provisions f or r esearch, 
should per mi t v ery substantial r educt ions l n costs 
to be achieved . It should also permit mor e effi cient 
utilization of r olling stock in the handling of 
empties, etc . 

"7 . Relat ion to tbe •Railroad Problem• . The 
proposal could be adopted independently and without 
preJudice to any comprehensive program of. reorganiza­
tion and consoliaetion of tbe ra i l r oads, which may 
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take a long time to accomplish.~ 

Now we list the objections t o the proposal. 

"l. Government ownership. The proposal does of 
course , involve a degree of Government ownership, 
so far as rolling stock is concerned It may be 
pointed out here, however, that • 

(a) it is only a degree removed from the 
present practice of making loans to 
financi ally s haky roads, 

(b) it is far reooved from the actual 
Government operation of r ailroads as is 
practiced in certain other democratic 
countries such as ~anada and Sweden, 

(c) it is proposed that the Government 
operations be confined t o research and 
ordering, renting or leasing equipment 
and that no construction or repair be 
undertaken i n Government shops . 

"2. Loss to the government. It may be objected 
that the Authority ' s equipment vtill be used only 
during peak periods and years of exceptionally 
high traffic volume and tha t for the rest •the 
Government will be left holding the bag . ' This 
objection can easily be disposed of by pointing 
out that this all depends on the terms of leasing 
or daily rent&~s. If they are set sufficiently 
low, it wil~ pay the r ail roads to use the 
Author! ty • s equipment, and r ely on old high- r epair­
cost equipment for peak requirements. Low rental 
rates will also consti tute an inducement to r etire 
old equipment. 

"This way out, however, raises another objection. 
If rentals are set too low, the r evenues of the 
Autnority will be inadequate to service its obli­
gations and keep its equipment in good repair. It 
should, however, for the following reasons, prove 
possible for the authority t o set sufficiently low 
rentals to induce the railroads to use its equipment 
and yet not suffer a loss: 
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(a} it will nave the advantage of borrowing at 
lower interest rates tnan t ile r ailroads ca 
secure; n 

(b) being a very large and continuous buyer of 
standardized equipment it should be e.ble to 
secure greater price concessi ons tnan any 
individual road could obt ain; 

(c) there should be economies consequent upon 
tne growth of a na t i onal car pool; 

(d) it will be in a position t o cnarge higher 
rentals in good years to r ecoup any losses sus­
t ained in bad years . 

216 

"Finally, it must be kept in mind thut even t hough 
the Authority should actually show a loss, this 
would not be i acoapatible with a large net national 
gain i n more stable and higher national income, pro- \ 
duction and employment. 

"3 . Technical diff iculties . The proposal bas been 
examined by a number of operating r ailroad men and 
al though problems have been pointed out i n connection 
with repairs , zoning, stor age, etc . , it appeared to 
be the general consensus that the problems would be 
similar t o tnose now encountered in connection with 
•foreign' cars• -cars of other roads- •and the 
priva te leasing companies, such as Pacific Frui t 
Express , and various ways of meeting these problems 
\'ere at hand . 

"In connection with the determination of the volume 
of new equipment of various types, it would appear 
feasible t o make far better national estimates of 
the number of different types of freight cars and 
locomotives that a certain volume of traffic will 
re4uire than could possibly be arrived at as the sum 
of individua l estimates made independently by the 
various roads. 

"4· Inequities as between r oads . Some companies 
have normally an excess of cars and others a defi­
ciency. Some companies , therefore, would be 1n a 
better position to take advantage of low rentals on 
new equipment whi le other s m.ight suffer e loss of 
r evenue now derived fro~ the use of their cars by 

other lines. 
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"Again, many roads now build a substantial amount 
or equipment in their own shoj)s and !nc!iVldual 
hardships might result from the inevi table changes 
in tne l oca t ion or work conse~uent upon national 
bidding for a s ingle buyer . These changes might 
be tempered by policies of tt1e Authority in distri­
buting new equ.ij)ment, repair and r econditioning work. n 

That 1 s the advantages and the ob jections as I have 
been able t o uncover t h.:m so fur . !low, '.;he thing I 
run _nto immediately is the ~lternutive which is 
allrays ;>r oposed . 

"The a lternatives appec.r to be either to do nothing 
or to s timulhte rllilrot.d equipment ;~urchase~hrough 
loans to r ~>.ilroac!.s from the R. F.C. , on favor able 
t erws . It .is said that if the R. F.C. should announce 
tn&t Lt was ;>re;>ared to j)Urchase equipment trust cer­
tifi<;ates (b) up ~o lJJ vercent of tile cost of new 
e<;ulvutent, (b) at a 2} percent r::.t., , (c) for compara­
tlv.:ly long maturities , (d) the offer to be bV&ilcble 
for a limited I)El"iod vnly , a very large amount of 
braticlpa tory rail rouu e.,ulpnu.nt buying would be 
i nduced . 

"'.'/hlle this cltern .. t1ve ls far better tnen doing 
nothing a t a ll, it appears inferior on various counts 
t o the proposal under dlscussi~n . 

"1 . It l acks flexibility . The cnlef objection, froo 
the compensatory f.iscal policy viewpoint, is thLt an 
e~ergency lo~n operation does not provi de a oechanlso 
through which the Government could operate continuously , 
and outside the budget, to smooth out fluctuations in 
expenditures in an important field . 

"With r ef erence to the 1mme11e t~ situation, i ~ is 
almost i mpossible to forecast tne extent to wni ch a 
favorable loan offer woul d be t aken up . Once an­
nounced it would be difficult to change the terms . 
If a big r ush of orders ensued, deliveries would have 
to b e spread over a future period, or else aiteo~~~ary 
bottleneck would occur. It" few or ders came _n , 
terms could not be lowered further or the ofter e~­
tended without arousing a sense of grievance1on t ~ 
part of those ~no bad already a veiled tnemse ves o 
the of fer . 
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"2 . 1'here are defin1 te obstacles in the way of 
offering ter ms tnat will renlly be effective . 

"The R. F. C. must consider the soundness of each 
inoividual loan and canno t explicitly r ely upon 
a veraging and upon higher interest re t urns in good 
years offsetting low r e turns in bud, a s could the 
proposed Aut hority . The most favorable terms offered 
to date by the R. F. C. were in connection with the 
purchase of equipment trust certificates of the 
Southern Railro~d f or lvJ percent of tne cost or 
freignt cars, a t 4 per cent, and for fifteen years. 

"In b&d years, when on na tional economic grounds 
ex~enditures ~n r ailroad e~uip~ent are cost desir­
abl e, the credit of t he railroads is 'Keakest and, 
confr onted witn surplus e~ulpment on the one hand 
and financial difficulties on the other, thEY would 
be most reluctant to borroN and purchase new e4uip­
ment even on t he most favorc.ble terms . 

" ,3 . /, loo n opera tion does not offer a good possi­
bility for securing cost rClductions ~>no efficiencies . 

"~ach loan bei ng an individua l loan, there does not 
exist t he same opportunity to derive t he economi es 
arising from large, continuous orders of stanasrdized 
e4uipment, or from r esenrch, or from car pooling . 

"4 · Other imolications. Further large loans to the 
railroads wouid involve the Government still more in 
tile complex financial structure of railroads, and 
Houla result in a further increase in railroed debt 
and fixed char ges . Moreover, it would be difficult 
to r efuse to other borro1'1ers the particularly ; , vorable 
t erms th&t would h~o ve to be offered to the r&ilroads .• 

Well , wha t I 1 d li.ke t o do is this . Do you h~:.ve a 
copy for Ur . Delano? 

~es . 

or course you have one for Mr . Eccles. 

l•nd it•s a question of time s nd if you're svaileble 
Wednesday night, Currie, I ' d like you to come to the 
house at a :JJ; I'd like to sit do'Nn and go over tha t 
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s tuff with you. I take it that the other people _ 
if they want you, they cltn send for you . Is that 
all right wlth you, Mr . Delano? 

Yes . I ' m v ery much inter ested in it. 

I think it 1 s interesting. But I • d like to spend an 
evening just on t his, like t o go to school on this . 
In this l ittle time I can ' t absorb it . 

I r eulize t his - it 1 s like everything else; you 've 
got to sor t of live with it. .1e spent a lot of t ime 
l ast year on it . · 

I 1d like to spend 'ifednesday evening with Currie, 
if he can come at 8 : )0 . 

In the meant ime you can take that memorandum tbat 
he just read - if he ' d leave you a copy of that , then 
r thinA you might have some 4uestions . \ 

Now, do you (Uelano) have a copy? 

hs I s ay, ~ossibly you ' d find it very he l pful because 
th~t covers , as I see it, pr etty generally t he pr oblem. 

Are there other things you' d like me to do that even­
ing , ~1hich you have tnere now? 

I think not . 

J ust tais . 

lhis is the only one . 

I have two or three other things to repor t on. You 
may not be - I t hink you need not be bothered with 
the ac tus 1 bill, which I •11 t ake up with !lr . Taylor· 

Don 't you think, Currie, if you get time on Wednesday 
night it might be advisable to be prepar ed to present 
to the Secret ary some of the other i t ems that might 
be handl ed outsiae the budget ? That ' s part of this 
whole picture . If you' ve go t time •••• 

I •ll give t he evening to Currie - shoot anything be 
wants at me . 
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It occurs to me he should b e ready, and if you have 
the time that would be a good field for discussion. 

I Just can't take it in this - on tht~ short notice 
but I do want to get it. Go ahead, Currie. ' 

Then there is tha t further question you asked me 
about the r ailroads ' and automobiles• demand for 
steel. A memorand~ has been prepared on that . 
Two conclusions appear. Just taking them very 
briefly, they are: 

•1. The demands of r ailrobdS and automobiles for 
finished steel products are largely non-com~eti tive . 
The r a ilroads require mainly plates, shapes, rails 
and track accessories . The automobile industry's 
demand is mainly for bars, sheets and strip . The 
demands are, of course, competitive so far as steel 
ingots, from which finished products are made, are 
concerned . 

" 2 . Railroad demands for steel a t the 1922-26 
aver age rate, would absorb 16 percent of present 
ingot capacity. To meet Ule ruilroao steel require­
ments necesSbry to avoid bottlenecks should full 
recovery be a ttained in three years, would absorb 
considerably more of present ingot capacity." 

I haven't been able to convert all these t hings 
beck yet, but it would be over 20 percent steel 
c&paci ty. 

Have you got a copy for llr . Bell too? And can 
you give me a copy of chis, because this would 
go with the railroad tning, wouldn' t i t? 

Yes . I would like to do 11 little bit of l'lork on 
this, Mr. Secretary. 

••hy not bring it in Wednesday night? 

I much prefer that. 
You don't mean on the copy of the one you gave to 
the Secretary. 
He's talking about the one he just read. 

Just got one for lolr . Bell, the same one you gave to 

the Secretary . 
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l thought on the technical memorandum I'd turn that 
over to Ur. Baas and he could work with his people . 

Fine. 

Tha t covers the bottlenecks of the agencies outside 
of the Government. 

I•m sorry to push, but I .•• • 

~here is nothing more. 

Yes, there is one other, the timing . 

Oh, the timing . 

You asked Mr . Eccles two weeks ago i f he would have 
prepared an estima t e of the national income in 19J9. 

Yes . 

So the Uivision has been working on th£t. We can 
tell you now what the national income will be in 
19J9 . (Laughs) 

Nonderful. Are you i n agreement? 

Yes. 

Underwrite it? 

Calendar yee:-. 
It•s a guess, but i t seemed t o be about the best 
guess. 

Calendar yea.r? 

Calendar year. 

All right. 

\ 
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"It is estimated tba t the national income produced will 
be approximately $68 billion in 19J9 . • 

How much? 

68. 

Not enough, 

No, it isn1t, but 

Can't you boys go back -and make a better guess? 

It's very impOrtant to"lmow what is the rate in 
December going to be as 'compared~ the r ate in 
January . The r ate will be over 70, you see. 

What r a te? 

You see , this is the average for the year , so at 
the end of the year i t 1 ll be running at a much 
higher aver age than 68 . 

"This compares with an indicated $62 bi llion in 1938 
(on the basis of data available for ten months only) 
and $70 billion in 19)7 . On this basis approximately 
tbree-fo.urths of the loss from 1937 to 1938 should be 
reoovered in 19J9 ." 

This was based generally on index averages - Federal 
deserve board index of 106 f or next yea.r. 

That's off. Just put it in your envelope, will you? 
~ut it in your vest pocket: I say you 1re low. What? 

I hope so . That ' s going to depend a good deal, though, 
on this picture right here. 

Tnat• s Just what • was going to say. It's on the 
assumption we can't do anything about it. 

Re.member this, llr . Secretary, that that may be l ow 
or it may be high, all depending upon • • • • 

Rell , !'11 -bet anybody a dille that you're five percent 
off, Ran out of nickels tbe other day. You said 
106 ror the year; you're five percent low at least. 
All right. 
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It doesn• t look so good f or the t t hr 
Ur . Secretary. nex ee months, 

All r ight . 

You have t o average it, you know. 

You1 re at 100 now. 

But you may not go up from here on . May go back in 
our tracks a bit; that ' s a possibility. 

Oh yes . 

'lhere is al.voys a 11 ttle bit of confusion when you 
talk of nat i onal income, because 11e use two different 
senses . When we talk about nati onal inco~:~e, we mean 
value of goods and s ervices produced; that's what we 
call na tional income produced . The monthly service 
we get from Commerce deals with monthly payments , \ 
~tllich may no t coincide with income produced . This 
year we expect that income payments will be two 
billion higher than income pr oduced , because there 
are t wo billion losses tha t hvve t o be deducted 
from tha t. 

Ma.~e tha t clear, though : business losses after divi­
dends are paid and depreciation ~ond ever}"tning taken 
off • 

That ' s rignt. 

I n other ~lords , there is more money paid out in 
dividends end depreciat i on and so f orth, by about 
t wo billion dollars - that ' s by individual businesses , 
rar~:~ers and ever ybody - t han is ac tual ly taken i n ond 
earned . So you pay out t wo bill ion more than you toke 
in because you've been in a deflatiunsry period . I 
t hink tha t ' s correct . 

"The e s t imated rise in national income produced from 
i62 billion to $68 bill i on is apvroxima tely t en per­
cent, which r eflects in par t the improved position 
•d th reference to business savings. This item, after 
payments of di vidends and •dthdralnls by entr epr eneurs , 
is expect ed to show only a small net loss in 19391 as 
compared with an estimated net loss or more than ~2 
bil lion 1n 19)8. Na tional income pai d out is expected 
to rise approximately six percent from $64 bill i on in 
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19)8 to $68 billion in 19)9. Since income payments 
a re running a t about an annual rate of $o6 billion 
a t the present time, it will be necessary f or them 
to increase to an estimated rate of approximately 
$71 bill ion a t the end of 19)9 in order t hat the 
estimated average for the year can be attained ." 

Now !.lr . Secretary , we have also a ttempted, in t be 
case of the income pai d out, to break that dovm 
according t o compensation of employees and various 
fields such as dividends and interest, with the 
iaea that it might possibly be helpful ln your 
budget estimates, because you ' d li.ke t o have them 
set up in t ha t Wby . 

Bbve you s een this, George? 

No . fle•ve made an estimate t oo, but I 'll give it t o 
you as soon as we get t hrough with it. 

I ' m f inished now. 

You going t o give us each a copy of that? 

I ' d like to have those . 

Think that 's very conservutive? 

I •m afrai d t o g ive mine now . 

You ' re above that, aren't you? 

I t hink Currie a nd Baas should e~change ~otes . 
mean not here- do it .••• 

uo you want to hear mine? 

Row long will it t ake you, George? 

It ' s 4 uite a t variance with his . 

Where is it? I mean will it take long? 

I 

'i But I think the 
No . It 's Just a coupl~ ~ f~~:sg.o t here is that -
i mportant difference toe h ha t 1 
you can tell e asier by .Looking nt t e c r . 
wonder if I coula hold t bi s •••• 
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Can I hold it f or you, Ceorge? 

I tnlnk I 1 d better nold 1t it 1 s so small. This black 
line is the na tional ••. • ' 

"ette r stand b&cit so .ve cun all see it . 

This black line is nwtional income for 1929 right 
on tnrough to d a te, and this finer line is the 
Federal Reserve BoLrd index of intiustrial produc­
tion; bna tn1s dotted line is &n estimated basis 
Hnicll we put on hero to sho.v no'" i t oper ated or how 
.vell it ·•or ked dur~ng this period. NoR this FRB 
industrial production, you Nill note here , goes up -
;>recedes the up·,;ard movement of national income pay­
ments . 1hese are nationul income payments . And 
up here we ~roJected it u~ into 1?39, with this 
snarp rise of the FRB; I took lJ4, I thought, so 
.'le 1 d be on the s ame basis; !Jr . Eccles sai d 104 the 
other day uhen he was over here . 

Well, you 1r& only one percent off, 

Ail r lght . .nnci th;..t .vas t11e nverc.ge of a group 
th~t \ve haci. aown here toning 'bout it; so for 
convenience 1 t ook th::t . "nd then t his estimated 
ror:.ula was based upon tne relatl:msni ;> bet11een 
tne Feaer;..l Reservt Bo&rd index of industrial 
,>ro-.~uction, the Burenu ot' L;.bor Statistics index 
of wholesale prices - Lnd t hen we took a third 
factor, which is the n tio of J urLble gooas to 
otner goods in the FRB index, tecause t~eir index 
many tiaoes runs up sharpl y aue t o t ne increcsed 
prO)ortion of dur~ble s oods, t nd in those instances 
it run:> above the &enerul l evel of production, r.aich 
is so gre~t - it bus c. hifh~r correl ation ~ith 
m. tional income . The ;JOint ls that down here 1;e -
then ,,e lagged those three f <Jctors s ix months dth 
ne tional i ncome, , nd we go t this type of e stim,;. tes , 
which r an v ery close . 

Now, it shows f or 1939 tht•t. the estimate will be 
about Eos it i s t his ye~or, bec u.use the outs tanding 
factor is t hat the average ~rice situation has 
just about compensa ted for toe increase in the 
Federal Reserve index . 

~o you arrive a t ~hat? 
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Currie : 

liaas : 

B. :l . J r: 
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I a rrive at - if the Department or Commerce is 
estimating 64 or 65, I ' d say the - this study 
shows that the na tional income for 1939 will be 
about tha t figure . There is only one out in it· 
the t is t ha t labor policies might have changed ' 
this l ag. But if you ' r e f i guring on something 
higher than that, it seems t o me that it's on that 
sit uation that you•re basing your forecast: that 
t he usual lag will no t t ake pl ace for next year. 

About what f igure , Ur. Haas, f or 1939? 

About toe same f igure as this year. 

'!'his year t aey es timated 62 billion. 

Income payments out t his year, somewhere bet ween 
64 and 65. 

No i ncrea se? 

Pr actically none . I 1d SoY a bi lli on and a half, 
t wo billion, on either side i s the error. 

I ncome receipt s will be the same as income payments 
t pis coming year . That ' s what you're esti.mating. 
I ncome r eceipts and payments will about balance out, 
wner eas l ast year ther e was t he t wo bill i on dollar 
difference. 

I made mine on t he bas i s of i ncome payments, t hat's 
right. One t hing we have t o r ealize is that the 
price l evel is still going down. It's down to about 
76 ; was about 88 - the high i n 137, you'll notice on 
t nis curve here; and we assumed a gr adual increase 
Ylhi ch we may not get. It hasn• t t urned yet, you see, 
so ••• • 

Mr. Haas, you ' re a ssuming that with the index of 
production of this year averaging 86, next year 104, 
no change i n income. 

\'I ell, the • • •• • 

Lis t en won't you boys get t ogether? You fellows 
get t ogether with those two memoranda, then come end 
see us because this is important - the two organi%8-
tions,' i r that ' s agreeable to you, Eccles. Is it? 
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.t:.ccles : 

a.w.Jr: 

Eccles : 

dass : 

Oll sure • 

ilba t? 

Sure . 
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I did t .llis Saturday. I tbougbt maybe you wanted 
independent estimates . 

\ 
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1. Tbe 4-.aDds or ra1l:roa4a 8114 au~b1lee tor t1111sbe4 steel 

products are largely non- c.,.peti t1 ve . Tile railroads require .a!Dly 

plates, ebapee , rails nDd track acceeeoriaa. The automobil e i ndust ry' s 

dealllld 1a llllilllY tor bars, sheets and strip. Tbe d~e are, or 

course, cOJIIPatl ti ve eo tar ae steal illgOte, tro• wbicb t1D1 abed products 

are 11111da, are concerned. 

2 . Reilroad d~s tor n eal at the 1922-2& average rate, 110uld 

abeorb 1& percent or present illgOt ospscUy. To aeat the railroad 

steel requi..-nts ~~eceasary to avoid bot tlenecks lhould tull recovery 

be ett eiDed in three years, would abeorb considerably .wre ot preaent 

1np,o t capccity~ 
I t appoare trom tbe tollowlng tabl e that tbe steel mill products 

used by railroads and tbe automobile indua t r)' ditrer considerably and 

ccneaquently that al.lls equipped t o product t1D1abed products tor one 

1nduatry would not be greatly influenced by d01118Jl<l or lack or d...,.t 

trcm tbe other. 

\ 
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"tle I 

Product 

Plato a 19 l 
SUp .. u .. 
Bare 8 II 

I!II.Mie II Q 

StriP 2 :!10 

Raile Sl .. 
Traok acooa.or1oa !.L ..._ 

91 ,. 
Other ..L ...L 

Total 100 100 

IOwa: !Blo peroeaie8•• ahowa are be .. 4 oa toll-
-s• nguraa, u .. tl.aate4 b7 m IllOiil ~ 

~ -~_..ta1'7 tabl .. are attaolled, OM a1101ra ~t 

'IIQ1ld1D«<, or uaol<. 'fto othar ... .,. the ~ ot 

total output ot prlUipal p~uota that were allippecl to 

tho railroad Uduilti'J IUI4 to the au~bile 1aduilti'J 1Jl 
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UliLI II 
DISTRIIIOTIC* OF CJIIT.lD STiiZL MILL PBODOC!S 

laST 

Product 

Plate a 
Shape a 
Bar• 
Sheet a 
Strip 
Ralls 
Track accessories 
Other 

To tel 

Peroct ot totel 
taC&R 

2. ll 
18 l 

8 u 
s 52 
2 57 

87 0 
sa 0 
2S 1& 

12 17 

llotea The percentages ahOWD are b.,ed 011 tonnage 
figures, &8 eetiaated b7 TilE IROII AGK. 

'!'ABLE III 
PRDICIPAL STEEL lliLL PRODUCTS TAICEII Bt THE RAIIBOADS 

1957 

p.;..,.t ot totel a tor 

Product Cars an4 RaUl &Dd Buildings .I 
accaaaoriee aDd bridR8 loc...,tiYel 

Plates ll8 l 18 

Shape a 17 .. 5& 

Bar a 1. 1 l2 

Sheets l2 •• 5 

Strip s •• 1 

RaUa 87 • • • 
Track accesaoriee J ...1i J 

as aa 95 

Other 17 J. ~ 
Total 100 100 

333 

Total 

19 
u 

8 
6 
2 

51 
.Ji 

a1 
_! 
100 

Jotea-Tbe peroeotagea lh.,.., are baaed 011 tolu:lai• naur••· •• eati-

• tad b7 'tHE I:R1:W .lGE. 

' 

Regraded Uclassified



334 
-I-

std~ta of ate.l ldll prodlaota to tha r&Uroada iA 18151 wr. 

about halt tha peal< lenl of tbe ear~ H20• a, 1lh1le ahl~ta to the 

mt..oblle 1Dduatr7- -~eo percent gr.atar tbu at Ulat U.., 

Data tor aalacted ,....,.. ar. ahOtm iD tho tollowiJic tabla, !baaa tic-

urea rapraaant ah1~e11ta trOll eteel llilla, not oOIIIUIIptiOil of ateal 

for which data are not an.J.lable. In tha put three reara actual oon­

suaptioD ot eteel probab~ ditterecl cOilaidara~ trca ahi~ta, owiA& 

to the accuwlatioe ot atoolul iA l ate 19S8 and the tirat three quartera 

of 19117 eDd. the recluction or etoclul aubaaqu~~ntlY, 

UBL! IV 
blilriDIS OF STEIL MILL PliOOOCTS 

(In thoueande of croaa told) 

~r~ 
To 

Total !uto.obUa 
1Ddu8k,l 

1922-1828 (anraga) 110,6110 T,seo s,eoo 

1829 .a,eoo &,800 7,500 

111152 10,500 1,2Ji0 1, 7110 

19S8 52,000 s,500 1,500 

1957 52,1500 5,8110 5,160 

SOIU'ca t THE IBOi ill 
In teru ot ~t iqot oapaoJ.ty ahi~ta to U1a railroad• 

at the 1822-1828 anrqa rate -u requU. abaoat 18 ~t ot iAeot 

capaoityJ the ~t _. aboat u ~t or the oapacit7 at Ulat 

tiM. In 18151 aM~ta to t1u1 railroU 1.lldllltr7 requ1n4 &boat 
8 par­

c•t ot ovrat 1apt oapaoJ.ty. !'be aat•"'dla s.dutiT requ1n4 ll 

perc.at ot s.pt oepeeity 1a asT, aa a ; rail ri.th 10 ~t 1a Uoa 

Regraded Uclassified



335 

z • eea··r &'' '* •n 

' 7 
11 

... 1\ll ...... , ............. , -·~~·-· ... 

-.&tal ... _ .. "' .-. heuvr. 61 .... l- .,..._ 

.,_.. .. ___ ter \M ~·· ot --UIIt fer ._. ,........_ 

ot - nllNMI Rlll .. _. to 'lie _ .,. n ~ to ftUN h 

..... _or- teoo aUUM- nUJ'Hd ~JIIQt MQJ.4 

" .,._.. 1a U.. tlnt ,..,. or .,.,.u... Apart r.. tllo ata.le­

~lM ~· wwt« ~ u.. _...., s.a emal'lll, u ~· "'"' .. 

•* ,., u.. ftllftoU' - .... ...,, • u ..... - u•m• ,.., 

a. '" r mA ,, ,. .. '""..., 

... •'U• d JWII U JWlMo • llld llno ' • 'lie liMIU'I'Od la Oo 

... nM 11111-tlo ._ U.. .....,., .. Of \M •UODal Ill IDI' lt 

.u• ohi•elr .... to - la--' • .. w .. Sell• Jlaa' ... loiiW 

Ia .. tr Uato lltwro Ia • ....., w ...Uew \M _,......, " $1 I •• 

• ..... _ _., t H UJ ... Ia .. lleooL ........., w1• .. -t•m 
•rs 
., ..• , ... 

.. • ns•=·· • n r r"• 
.u...,. .... - .. , ,. .... ..,.. -..au-"r • '-' =« 

I 

Regraded Uclassified



336 

lMta"li'»'• A 'd ol ••Ill_., Mt ~ 117 t'-1111 -.& .... 

ott ... v S..Uata ... ,tt _, .. nuou, eol&lc 1-..1 oN -. ,..ara 

&lid ..Uor• ot nlU..C eqlll .... t ltii!Jlaa. 

la .. dltln, ftrloUoa la Natal nt .. tor OqlllJIIMt -.lC 

otter • lll~:r clolllnlth alt ... uw to ftl'lotlaaa u ,._., ntao 

•• • -• et ~ ..... , PM tor etaltlll 17 la nU.ro.C •• Mllll .... 

A _. ___ ~:r ot nlllJoc ewolc adoqoao\o ta ILudlo -. 

ftl- ot tftttlo balba\.,... 1IU' QPOUO ta Ito u lacll.,._ltlo 

ol_, la.., ~" f"Pia ot M\lolilll doteuo. •reowr, 
••rl- la 11oo llaadllas ot • •U•Ml .. r fOOl wlll bo lllftl.Ulllo 

la tu awat ot -· .. "'" 'tt .. "=··•tl ""'"" ,, !all.EO!f! 

.., .,.. .. ol •"-'lwUoa or ... ,.c ...s loued rolUac otoolc 

ter _.. ..,u,...., .ale,..., • ,_oun la 11oo doU ot roUJooCa 

&lid a •"-'lwUa ot ftrlo'Uo tor tl- •O.•"V•• ·-~er, \U ,.... 

JOool olton 0 - .._11)' \U _...,....., ool&ld otu.loto photo 

•llf-twoo wltii!Nt settiJII •••'" 1-lnd la to.o _,puoot.c n­

olol nne- ot -. lrOUn.C.. 

'" 7 *'"" wn• a 
.._ fllftrl, ~ "• ,..alii• eoatl u ....,..., PM'-

n , .a. ..... , _. •" uw .,......_ tolr ... , """ ....uc ,_ 

., ..., a ...Uol ......... U -- W Ito .al..... It ....U 

ol• ,._., - offtlllat .UU•U• ot I'OlUIII ftMir la tM .,... 

U.ot ... 1' ....... 

Regraded Uclassified



( ... 
"P?d 

•••cava _.. ... , • .,.. 21 r ~&r ..... ..., 

J1NJ1rMM to IIIIF a n r<• ,..... et •-• 'atta ... 

.. .-ll .. U• et 111M ~. *!.sa .... ..a • 1vre ,._ te .. ....,, ... 

• 

331 

Regraded Uclassified



·'MMt• • - 7 ,, 
1. .. ,. e a n ,,, 
llao ,..,oMl 6oeo, or --· 1-h• a a • .,.. ot Gnaa ••• 

-l'llllp, YO tu •• ftU1q .... t o oo,.oenod, It_,. llo 

,o1ated "'" lllere, lila nu tllat 

(a) U U olll7 a depM ,_,,.. ,._ tU ,_, ,,..._ 

u .. ot ....,"' u... .. n-1.u1 ....,. IO&Ih, 

(~) U 1• tar.._,_..,_ tU Mwal Gcwo:-m.at ..-

338 

~1• at """oMa u h ,.....u ... la o-1• o\luor 'm'ontla 

oo•trtoo oooll u OaMda .ad .... .._ 

( •I 1' 1tt ,,.,..,.. \laat tU ao.,.....aa, opei'Ulou llo 

ooatlAod te _. ODd o~mq, nau"' or lauliiS eqw.1P­

_, .ad *' oo .... u..auoa n ropatr llo Wl(lo~•l<•• 1a ... ,, ...... 
.. lapp...... ' 
It MJ' w ooJ..-. *'\lao •-.on~• oc;ou,...., w1ll 11o 

... e.l7 ...U. ,.. pcrloMY ... para at aaop\loaaUJ' ~ 

wu .......... . 
.. ~ .... - - ouUJ .... .,. ... ot. ,.Utldl ... 

... ... .u ...... - .. -- ot 1 ...... - ~-tala. 
It ~ - oot ..rftd•\17 ~. 1t wU1 .., .. Pd

1 
I ., • 

- tM I I t-'• ... .,.._, ... 11'&1)'-oU .._. ~ _. 

....... _. ..- -'' ua. 1.aoo .-tal .. - wt.U a1.-

Regraded Uclassified



I 

\ 

.-
r 339 

......... • ~:~a•n _._._ • ... " eu ,.... -. 

tMe .., ••• llassoa, •-..-. a'Jen&ea. U .-ue 

- ...... ~ ...... , .. ., ' " • .-....rt•7 will lie .... P' .. 

to -.1M "• MUcett ... ..s • .., lte "u,_., la ..- ..,.l.., 

It ~· ............... rau.wu. --· """JNIII'b -

tM •tllftt ~ to ... .rf'lel-~ ~ -w. .. &.-.. .. ...u.-

-·· • - , .. eotlll ........ ,., ... ..,_ • ~ 

(•) ,, wUl lane ...... _ .... , 'lloiil ~~ • • ~ 

bteftet N- ..... NUJoeea- -· 

(-.) Mlac e -. 1up ..S ....u-a -- et .......,.,.. 

, ... eqe,..t U ...u• M ellle .. _. ....,, er ,n .. -

........... .., l&lllwia.l _. -.1. •*lal 
C•t .... ...ut ... II ..... • LA•t-• .... D *• ..... 

., . •"-' -.... 
. (tJ &t Will M ta e JN&tlH to ..,... ~d' 1 Ullolr 

ta .... ,... ...... ~ .......... la .... )'OtONo 

~.u_.-._.ta_. .. ,_.._.,.,.. ... 
a.alt ... "' ...... ~ *- .-1. -· ... 1:15 3 t&lll• "'* 
• au. .............. - lltall&e esoS ~ •--' 1:1 • 

• 
,. ••• ~- •• a: Is 

._ ' n 2 s? •mdrr 
•••••• ._..._ , 1• •·-"'• ntfN~ ,.. . 1-. . ... _. __ eA .. .,. ,._ ....... 

" .. .......... ... •• 0 , .......... . 

Regraded Uclassified



' 

-·••• t!Lat ._ JJMl- -.1.4 !141 a&IIUar to ..,. - -

... la -0\lft WUII -r-Nl ... oopa ... •• Jl'i'fth l oaal .. 

~.aloe, -a. u .. ottlo l'rla1 t lapNoo, t.D4 •utouo .. 7• or 

-\lJIC tM• JNlll- WN at ..._., 

h o.maeou on wl\11 \lao dotomlauton or \lao -~ or -

~,..., ot ....,., ... """• U _,14 a~u t oaallllo to -a ft7 

'MttH MtloMl o.U..seo or tiLe _ ... ,. or 41tt-• ' " .. ot 

t'NI.~t ean aM ~\hoe \hat • oM'\ata '101.- or trattto wU1 

NqUro tiLae -.14 ,...11117 llo ant.,.. •• u ~- ot iadh tdwal 

•• Iltpl1181 " ' ............ 

.... -pealoo laa'ft Maally aa o:r-• ot euo aDil ot loln 

a deftet-r. .... .-,pealoo, \laarotero, WOUld 'bo 1a • bettor 

,aet U• • tan _, __ or low natt.l• •• uw o'!UlpMat wllilo 

..._,.. ldcllt -.tfor o ~ ot ,...,.... • .., dOl'\.,.. tJoa the uao 

of tlaalr oan 111 e\bol' 11-. 
AeatA. 8UO' ,....,. - llollld e ... bn u U al ....,..,., or •~'111,... 

-· ia \IIAoU-~ .... ladl'fltlul hardet,.ld'!bt PONlt 

,_ Ulo ianttolllo a.apo 1a \lao loootlOD or wJtt .. ,......., 

.... MUOMl 111441118 tor a ot.alo ~r. ft- ·-· ldpt 

'M t2iii4 r;A 117 poUoloo of .. _...1'1\7 t.a dUtl't'Mtlal-

... ,...,, ..,ur dd -•dltlftilll...,.. 

340 

Regraded Uclassified



' 
( 

..... 

.. U..._\1_ II ..................... .. 

au.lda ftUNM "''lliJIIIM Ja • 1111 tills• ~ 10 1'111~ 

,_ .... al '· o., .. '*-"1• ·-· 
l\ le Al4 tU\ it tU .. ), 0, ~MW.• tii--.JUAO- 111e\ 1t -

1'1'1f$M<l \o ...... aqU .... \ ~ ""11'1 ..... 

(s) ,.. • lliO .. ._, at -. 141\ et - aq'ld-, 

(II) a\ a Jt ~~ ,. .. , 

(a) tw -.-ra\1ftl7 lallc .. -..ua .. , 

(•) tU ettn to lie •...U•"'• tw • ltlll-.. .. rlo4 .a,, 

I WJ7 l~ _. Of U\111 .. \oJ7 NllJoeet "1111 .... \ ~ ~· 

... llldlu ... 

au. \llla Utanau ... 11 ru lle"or ..._ .,laS •'-'~till at .u, 

1t .,.... lid'...., .. .vt•• -• \o tile ,..,.Ill Ullar 41-

1-. 

1. 11 h 5 I D•J!)al11, 

,...., 11 ... , -

1a ......... '*'* 111e Cllm 1 1 ..u• .,_,, ooa\lau •17, ... 

.... ., till ...._.., • -* "' n.a-u.aaa lJa •.,...U- 1a • 

•• • ft.U. 

•• .., .... to .. 1 s••to ,..,\1ft, 1t '' ..-" ..., .. _.. 

.. """I lit - ...... to ..al. I ,.MaMa a.. elM -.1• M SliM 

........ ,,,,.... .. amctto._..-.-. llr 

·~---···· -··· ..u~ .. --· ............... -..... ,...,, ...... I as MtS' • -.14 -. lt ,_ 

341 

\ 

Regraded Uclassified



... 342 

-- - U. ... '- -.14 IIOt be 1-.t tlU I• er -. otrw 

..-.. .. •Uilooa\ .-t., • -- or .n-. .. -. l)o)"\ or lllo• 

w!all 1184 al,...4J anUM 'il-.1••• or tllo ottq, 

a. JMn m dtiJ.aiM •\!J!tlte 1a !M ey ot '""1" .,.. 

\bk' !ill !!''!!" ttftt!lJie 

ratal1la 1Jl ..,.,., J •ar. ott•nlal! l o-.. ... - 1Jl bad , u coul~ u.. 

,...poao4 Aa\AorUJ, t'llo .,., to...,nobl.o ,_,. ortol'e<l ta data b;r 

\lie a. 7, C, _.,. u eoAAMtlou W1 \II \llo P'U'OilaM ot oqul,...t n<ut 

MnU'tea, .. o r tho Sool\lileft Rt.tUooo4 tor 100 peraeat or \ U con at 

tftlclat .are, a\ 4 ,.r oaat, t\lld tol' tine~ JOtro, 

Ia ~u ,....,., ...._ • aauooel -' 'c III'OUJid• , e:r:pelldl-

.. NU:Nod o....U,...\ are 1100~ dolli'O'blo, \lao ora4U or \lao r aUI'Oa40 

h -lreft aM, •JihoOatM wl\11 wrplu• oqul,..nt oa tho ODe llu4 

&a4 ~al •ttn1111Uoo .. \lao otller, t1>•1 -.l d be .. ,, ral .. -

\0 -- aM ,.,...... - eQUlJIIIOID\ ._ OD \be *'" tuorebll ,.,.._ 

a. I'M" tnn)te 4ftt at t lf!l e. ... JONlblll\7 t or 

••err •n ' a e»w ,,. .-m••••'''· 
..... -'- Ml .. q bll19iaal ,_., there Oool 11<1\ nilt till 

- oppe:l-'r to deft" .. --'M ariel .. ,_ la1'11to OOD\~ 

- ..... ., ..... ...a .. .,..a,..,, U' ,_ ........... 01' ,_ -...... 
""'_ .... 
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U la ..U.W "-' Mu-1. '- .......... wU1 h ~Pftdateir 

.. lalUt• &a ltll. ftla _,.,_ "'" u lMitd .. 111 bllltoa tau. 

(oa ~~ bub ot data tftUallb hr \R -\be ozll:rl all4 Sfo lolllloa lll 

1m. 011 \bia but t appi'Old.,.\aly tl!r. .. tollnu or \h l••• tr. ltSf to lta 

.--.u 'lot naonn4 ta ltllt. 

fU t.'llon •U- ta lt '11"14 ouoo tll&l.Jth ot a4•lrUc aoii41Uou _. 

-.rru\ tnA4a. fth aaalrau 1Mltttt4 a ~· , • ...,. at 1.01 tu -. 

Ntnl ....... 1a4u ot r.Mutt• ta ua. 1a ~- o1 lta, •• 

tetu lt ..... , .. to lot ta tlt 1M1c»tnoot or 100 ... attu • leftlll .. 

"'• • ,.....,_ naa • ..U •..u.a, 1a \lie tull ,...., at ltM, .. u. ...... 

I&"~ la tile lato flrl If tllot JMl'o 

fte ..-..w riM ta alltMl 1- ,.,... ... tiM Ill lolllita tt Ill 

lalUt• 11 ...,.,..Ml7 \a ,_..,, 'lllllola rel'lttt. la pert \be lapiOY• 

,..tuoa ..... ,,_. .. llutAtN tt¥111&•· 'Ala U•, at~er f1111••• ot 

tl't'14aU ... wlilll' a•lt 'IIJ •• ,.,_..,.. , it ~ott4 to MOW nlJ 0. 

..U, 11ft~ ia lla, tt ....... 'Ill* U ttU.\t4 tt\lott elf Mft­

.. 'llill.t.ta ta 1111. autMl 1- ,u• "' ta • .,.., .. to n .. •fPIOSl· 

•ttlJ- 11a ,., .... ,_ ... '111U1• ta aa to ... lllllt .. ta uw. lllMe 

·-- u ... -··· •• ....,, .. ~ .... at .. 'lUll• ., .. ...._,., 
....... U.., t1 tiUl 'It MIIIOI'F fW ..... tw - .. - IIU!MW 

,.~··•·WF en .a!ua .. •• •• ., ua u .... .. , •• -
.... tl •45 

Regraded Uclassified



345 

.,. , c •»r,, .. '??? .. 
.. ••me IIIII -..J.e __._ U. ...._ •UaHe _. --.,. 

...... ~. "·- , .. 1"' ... 1 .. , •• """ kiq JlrUJ' .......... 

al ... 

Mil ._ ,,. 
*".-1 ,,_, .. , ..... .. .. .... .. . 

.......... n ... · ~ .. ~· ~· 
.. ,s-1 181111 Nt .. , .... ..... ... 
-.-u.a·t~ .... &1 .... 
~ ........... ··-"- 11.1 U.t 11.1 
,_.,.,_ __ •• •tWtl• ... ••• ... ,.... ... ~ .. ,,1 '·' ,,1 

\. .. , ••• tem••· oo .. 11.0 16.1 11.1 
Wlolll lallet 1.1 ••• 1.1 

lln .... .ulaterMt ••• ••• 1.1 

....... l'lal .... I• lO.t 1.1 10,1 

... ..... ullilraltl .. ••• ••• .. . 
e.etel -..ulilr OlnltMtl_,, •••• 1.1 1.1 lol 

Regraded Uclassified



( 

346 

-.a.~ ... , a 

brn•W •• 

...u._, Wet et \M rv ....... lltwUtca e1 \M Maw D.,..n. 

_t, Moll nJ.Hd tile ~taaUoa wba\bor \M PftJ ,., ~t Ill~ 

rete .... \o to.~ oll, ew. wollld 'lliolaw ov rr-v wua. Cld.a et Ul4 

ud t'-e IaWruU..-1. hwat;r -m.c CldM of 1922. I .......... U.\ 

II'. llellaa \old laU'- \<> \ah \!Ia M\Wr 1IP wl \Ia \bo frMnl7 _. -
•bat • • aalc! •1- » -w \o \ate U ap wUb \bo h'Mi._. oa • t ,.,. 

•• '-'" lonlref tato \M ct-u- • bleb .... lloail'- raJ....S ... 

b&ft ~-ec! \!Itt \Mre 1a 100\lllJic to bia olll..Uoaa. I p\ 1a to-* 

with llull'- a\ -. ao ec!'lli•ec! ld.ll, aad A~CHtcc! tlld" woaU » 
1l.ac! to 41-• \bo q-Uoa Ill til ..., ot tbe la.,..-. in \bo Stew Depan.­

-\ 11a ..., c!e~w. a. 1a ••Jid.ial ., .. , •• on= " t 10 •·•· toaorraa. 

oo to LM»·af _,..,­
llla1W v--­
fll:rler ..... 
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TREASURY DEPARTMENT 

INTER orncE COMMUNICATION 

DATK ••• -

TO S.cretu)' llorgentbau 

,ROM Heru.n Ollpbent 

For 70\Jr 1Dtorwat4.op 

llu.l.l ton, Cbiet ot the Far r.a.tem Di rlsion of the State O.part­

!Dent, bad raised the question whetber the proposed &rranceaent rlth 

refe rence to tunc oil, ate. would rlolate our '!'ruty w1 th Cbil>& ot 1844 

and the Internatioaal Treacy concernitli China ot 1922. I UDderutar>d that 

!.!r. Walles told llu.l.l toa to take the attar up with t he Treaeucy and aee 

•be t •·e said si..Dce be ....,ted to take it up w1 th tba President on 'lledne~. 

We bave looked into tbe questiOilS which llr. llamiltcn raised and 

ho.ve concluded that there ia notbitli tc bia obj ections. I got in touch 

w1 tb lla.m1lton at once, so adrlsed hilo, and sugges ted that we would be 

glad to discuss the question w1 th &n7 ot the l a'll)'ers in the State llepert­

aent be -a:~ designate . lie 1a aendlnc aOMOue ovor at 10 a.m. toJDOrrow. 

34 7 
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111 .. Jacob1011, 
llr, I1cllol .. ll, 

01oi1DC •zchaDC• r&\11 to4&7 1e11 U, s. 4ol1ar at 11xt..., 
0111 1ixtaaDth &114 buJ at 11&ti&D three ll&ta&Dthl, 

S1lnr .ale Jlroceldl bald 'b)' Jldar&l le11"• JaDk el oae ot 
llll.aluaa :o.e.ber }, . 6.152, 711.}}. Cballc• dluiac weir, 4ebU, 
$5.000.000 w!. th4ra•. 
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December 5, 1938 

After reading the attached article by 
Alsop a nd ~intner, the Secretary decided not 
t o aay anything to Hanes until he a pproached 
h1m on it . 

Hanes oame in on Saturday morning and 
lll&de some reference to the article, whereupon 
llr. Korgenthau took the oprortunity or oaution-
ing llr. Hanes . He 8aid, I want you to know 
that Arthur ~rook hates the Preeldent and be and 
h1a group will do eTeryth1ng they posllbl)' can 
to build you up i n order to ahow that you are 
the .. n who hae the buai neaeman1 a point or Tiew, 
and they will reaoh the point where t hey will 
haTe you on one 8ide and t he Preeident on the 
other-- you, saying 'this ie what bueineae 
wants ; t h1s i8 what the oopntry wants and 
Hanee ia the fellow to put it t hrougb, lbut wi th 
the President on the other aide directly oppoe­
i ng you.' He sa1d, ' John, you oan't t1ndyour­
self in that position. They will use every oon­
oeiva ble method t o bring this about and you haTe 
got to watoh your step. When the Pre8ident'e 
maoh1ne goes to work on a fellow, God help h1m! 
They are going to use Ol1phanti. t hey will use 
me; they will use anybodY · l'ow, that 's too 
un1sportant . l don' t oare what they 88)' a bout 
Oliphant or what the7 aay a bout me, but their 
whole idea 1e to proTe t hat you are going to 
use you aa a ayabol wbloh the President ia 
opposing. 
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-The Capital Parade 
It--~ 

Trtosury S..11 Adopti111 laiMM Poi11t of View 

Oft Tna Under Ha- lllflMilce 
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:Noted -
A. Locbivd 
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FEDERAL RESERVE BANK 

01" NlllWYORK 

Deoeaber ), 1938. 

Por the firat t1 .. a1nce October ac .. corporate aaour1tJ 

1uuea were offered 1n tha open aarket th1a weak, Three ut1llt7 ooap&D,T 

hauea, of which two 'ftra honda and one a ...... r 4 .-- arra atock, wra proaptly 

bid up to h1&h praaiuu, r&.a&ini .f'roa 2 to S 1/2 points. .1. tonrth laaue • 
• .,. Ill quo ..... at tbe an 1ftduetr1al connrt1h1a pratarred atock la at1ll ~~ ·-~ 

ayftdicata ottarina price. The tour puhlicly-aarkatad taauea waret 

tl3, 780,000 Union lleotric Coap&DT or 111eeour1 
., prafarred stock at 106, tor ra-

4,000,000 

2,800,000 

6,000,000 

fi6.go.QOO 

tllftd1118J 

Blaokatone Yalle7 Gu and llectrlc 
0~ aortgage and collateral trust 
3 l/2a or 1968 at 104 3/4, tor ra­
t'laDUDCI 

11ch1aan .l.aaoolatad Telephone CQIIP&l!T 
tirat aortaage ~. ot 1968 at 102, all 
hut t 200,000 for ratllftdln&, and 

laUonal Q:rpaUII Coap&IIT t4.SO con­
.,..rtible preferred atook at par, about 
thr .. -quartera tor rat'wldinl· 
Total 

T~ra wra a1ao two ...U. ortarinaa or apa<Nlatln c­
atooka and ~ priftta pla-t or a t1,000,000 aUllt.T hoftd 1•-· 

3~3 

~ lar,.at flotation darial the weak wu the award and nooaa.­

M raaala ot 140,000,000 or hoM& or the Clt7 or law York. .1. Chaaa lational 

1laDk a7Dd1oata - the award at an utaraat coat to the 01t7 of 2.883 par 

-t. ~ 1-.. di'f14e4 uto .,_,,ooo,ooo 3• •tarllll 19'J'r7l and p,,ooo,ooo 

2 1/~ •tarllll 1940-44· !baT ,..... reertaHd to 71•14 o.50 to ).1, par oeatJ 
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I .... , .... ?tw, 

., par -t wre uol4 tile ftNt • -.. tM .. ,_ • -. tlr M1wf•· tiU 1a 

t.De Qlliololot dlovt'llat1• ot a -.. .. tan ottr ~ 1a - u., _. - --

111boro:r 11111t1oot1• 1a u. tatr~- ,..... ,. ottr o1a p1aou4 111,ooo,ooo., 

"- l>1lU buv1lll 0.50 to o., pur .-1; ~ ... 1a, to 12 ...... 

Ia ooatraut to tbe aula of tbe low !an ~. tile 125,000,000 ftatu ot 

ColiiMiotlout 1- reportud 1uto weir 1o oUll -1.4 w tM .neat .t .-. tJ,J,eao,ooo. 

'l'bo Jiulda at ~ob Ulu 01 otiGiat ~ wu ott.....S wre ubutat M1t ~ • tile 

ocn"npoavunl •tu:ritbo ot tba .. tan 'llolld8. 

!o tbe U.t of f.tlu ''II ~. nparW 1uto weir **1.4 be ....,. 

t55,000,000 of Pllblio lenioe Onpu_, 81 Ool.orado 'llolld8, debeat-u, ud pn1'wn4 

atoot. n..:r wen ~ lan J'ridq ...t ue 8llc1bh to _... 0... 

Deouber lS, wldob -u pat u- 1D tbe .... a t u tb8 ~~e• !Naar:r ~Uoo .... 

goiDc illto dllrt.riiii&U.. 1e Mriou -ntot or 1Dt.ereot b iadiollW, be •-· tile 

ntuatiOil beiftl a: 4 ra'ble to tllot of lopte.bu' l!IU., •• a ~.ooo,ooo 1•- ot 

.l.tlanti c Bet1Diftl 0 1 S*V deNaWa 3o ot 1" ) .. ott.....S at 99 uad .. re'1°:r IIOl.d 

de1pitu tbe ..n.t•u puna u U.. wlUI !ro&iuJ7 t!DeMiftl• 

Oorporatu 1•-• diJrt.ai iloftabu' -w to about. tl7,,000,ooo, ~ 

balt of tb8 b1P total 1a O.tobur. Dc11'7-t1110 pur oeat of tllo '"-bel' tlotuU­

"" bJ pl'hato uole. ,_ .,,000,000 wo fOI' - .-pitol. Do ~bel' tutul 

11.,., Jll'OCM ot ..._ • u.tu. ~ ta.a p.,,ooo,ooo, wt~ ....,., * - -' 
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ru raw• tw U. tift_. -t.nu.. ot ...utpal 11o.s ~ •t d_, tll8 

taailiar pout tbat, ada' JWIF ' ....u.u-, tll8 t.c-t.ra s.aer.n rat. 18 

predoai ... tl7 a obarp fw tbe Jsp' •rl •• ''II tile rut at tlao_tl_ ill 

anort-Wl'll illwr .. t rawa. IMII tba llorrowr 18 wUliJic t o - tbet nat, 

the ourrent awr .. t ooat ia .ell lowr. 

Hon. HaiU7 llorpntbau, lr., 
S.oretU')' of tba Tna&Ur7, 
Treawr7 »-part.Mat, 
l aahington, D.C. 

Youra tai thtl&l..lT, 
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HKJ'r: 

Operator: 

Hli.Tr: 

Harr1aon: 

HYJr: 

Harr1eon: 

HW'r: 

HarrieOn: 

HYJ'r: 

Harr11on: 

HKJr: 

Harrieon: 

HW'r: 

Harri aon: 

RI&Jr: 

Harr1et:m: 

HliJr: 

Hello, 

Qoyernor Harr1e~ Go ahead. 

Hello, 

Hello, Renr)' . 

Hello, George. 

356 
Dece~er 5, lD38. 
12:15 p ••• 

Firat of all I want to tell you I wae sorrr I 111111d 
you Saturday, but a friend of m1ne wae quite 111 with 
pneumonia 1n the hoap1tal and wanted to eee me eo I 
had to go up. 

That '• alright. 

And eeoondly, I th1nlt ;you - - frlnltl1, I think ;you 1Ye 
done Juet the right thing. Aa ;you Jtnow, troa what I 
aa1d down there that day, I th1nlt th1a 11 the beet 
poaeible offering ;you could haTe made. 

I th1nk from what I gather the way the market ie tak1 
that 1t hae worked out beautifully . 

It 1e fine because 1t 1e going to make a real deaand 
tor thoee iwoe rather than toroing the boldere of r1ghtl 
into the longs which otherwUe they would han gone 1nto 
and then resold. 

I am trying to cony!noe thell that t here waa e deaand t or 
a ehort-tera bond of a fixed date which the pencil and 
paper Juet wouldn 1 t 1nd1oate. 

Well, that'• what happened. 

Yea. That's what I told thea. 

With peno1l and paper I th1nlt your men paid Juet about 
one hundred and one tweln. We figured about. one hun­
dred and one e1xteen up here. 

Yea. 
'!'hat • 

8 
around the market 'e talking 1n t.eru of one hun­

dred and one twenty-one. If that 1e true, I think that 
;you will find that the ta1r proportion of the oennn~one 
1nto the two percente. 

That'• alr1ght. 
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H: 

;n&Jr: 

H: 

Hl&Jr: 

H: 

HltTr: 

H: 

. 
HlJJP: 

H: 

HUJr: 

H: 

I!I.!Jr: 

H: 

HIJJ'r: 

H: 

!!l.IJr: 

H: 

Hl.IJr: 

- 2 -

Wh1oh 1e what -e t w wan . 

That ' s alright. 

And yet the other one _ the long one _ ie priced 
well enough. 

Yea. 

To make over your past suooeee. 

It looke awfully good, George. 

357 

So I think you did just the right thing and I ' m very 
happy about it . 

Thank you eo much. I appreciate your saying eo. 

And I don't think there ia anything wrong a t all in 
the three-way thing this time. 

Thank you, George. 

Fine! And on our old conversion I don't know -- have ' 
you got Just a minute? 

Alway a. 

Last night, or Saturday night, when I went home I wae 
thinking ot -- this is Just between you andme, beoauee 
I haven't t alked to the other fellows yet-- or con­
verting halt into notes and halt toto the short bond• 
on the theory that we eight then be able to pick up 
aome long ones later on if necessary. 

Yes. 
I'm rather ot the reeling that we had better get a tew 
ot the long ones anyway in oaae we have to have eome­
thing t o dispose ot. I mean, it insurance compantee 
and others don't get all the twos and three-quarter• 
they want. They u:J make an artitloial market unle18 
aomebod.Y ia able to provide them. 

Can you take a little Joking? 

Wb&t'a that? 
Oh I juat couldn't think 1t that the Federal Reeerve 
ey~tem aubacribe to a sixty eixty-tive bond. I oouldn't 
take it, oeorge. The shook would be too great! O. IC. 
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Harri aon: Tha~'• alr16h~. Bu~ I don't know that they will, but 
I ~hinlt I would l11te to. A amall amount ot thea. 

!!UJr: I don ' t know whether I could at&Dd the ahcolt! The t1rat 
thing I know W1ntrop Aldrich will take aome ao1 then 
I will be aunlt ! 

Harrieon: Well, it ia eepecially true it there is a yery heayY 
eubeoription in the twoa, which I th1nlt we ought to 
get a majority ot. 

HUJr: Well, I'll be int erested what you make up your mind to 
do. 

Harrison: Alright. Well , I rather thlnlt we better wait until 
tomorrow, it we are going to haye tomorrow tor exchanges. 

HYJr: Oh yee , I'll giYe you until Wednesday night. 

Harrison: Just eo ae t o see where the pressure is. 

HUJr: I'll give you until Wedneeday night. 

Harr i son: You thi nk you will? 
\ 

HIJJr: Yes, beoause when I put out 1 not ice ot oloae 
l1ketwo-day notice. 

I alweye 

Harrison: 

HUJr: 

Harrison: 

l!l.IJr: 

Harr1eon: 

HI&Jr: 

Harriaon: 

I th1nlt that is yery wi ... 

I thi nk because there ie a b1g tum-over you haYe t o le~ 
those bond tellows malta a little aone7. 

Yee Then we haTe t o thinlt ot aome way we can put a 
~ittle money back 1nto the marltet over the !1tteenth. 

Oh, really? 
~oi~~ t o take out an awful wad. 

Well, I think you're o ·~ 

Well, 1t 70U are worried, tallt to ae about 1\, 

Don't worT7 about. 1t until 
Yee, we' ll work on that. 
I call 70u baclt on 1t. 

HI&Jr: Alright, George. 

Harr1aon: Firat rate. 

HI&Jr: 1'UJIIt you. 
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Raneom: 

HliJr: 

Raneoa: 

HIUr: 

Ransom: 

HUJr: 

Ransom: 

KMJr: 

Ra.naom: 

Hli.Tr: 

Ransom: 

HMJr: 

Raneoa: 

RMJr: 

R.an1o11: 

HUJr: 

Deoeaber 5, 1838. 
1.2:90 p.a. 
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!o be lure \hat I had the D 
referred \o Sat\11'1\q I oo:l~ 't 1Jonee itiiD that you 
Wae it the 0 • n ocate 1t Saturd~,J 

stated t~ :: :~~ ~~eOhaFedieral ERe1e1rve ottioial1 • raan oc eel 

'fba t 1 e rl&h\. 

With no bankina law aaendaente? 

That' 1 r18ht. 

That' a the one you referred to? 

Yea . 

Well, you think that 1a helpful, I take 1t. You didn't 
aalte 8.ll,J oo11111ent on 1t Sa turde.J • 

No, and I 111 not go1D6 t o, it you don • t mind. 

Surel,r. 

No , because there's another one came out todi,J which 
waa juat handed to me. It aa.ye, •Despite Reserve 
Board denial on behalf ot ChairMan Eoolee Saturday 
it inaieta in well-informed oirolee - - it ie reported 

that I did reoein the aemorandua.• I don't know where 
that ooae1 troa. No, I juet ehowed it to ~ou. It you 
don ' t a1nd, I don' t want to aalte any couent, beoauee --

Let me tell you the history ot it, 1t I mq, beoauee I 
think alwaye taote help in a 11tuat1on of th11 lt1nd. 
Gaston talked to Thureton and Thurston called Kilgore 
and talked to him, and I1lgore said, •well, 1n Yiew ot 
your etatement I think I ehould put a correction on the 
tiolter•, and thie resulted troll that. I just tell you 
that 10 you 11&1 knOW the origin. 

You aean the one that ie out tode.JT 

Wo, the one that wae out satlll'daJ. 

Oh, I 111. 
wow the one tode.J -- o! oouree, I take lt we 'Ye heard 
noth1D& about. I h&Yen•t. 

wo. Well, I got eYBryth1D6 ott 111 oheet when you were 

eittin& there. 
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Ransom: 

HJ,!Jr : 

RBneom: 

HI.!Jr: 

Ransom: 

HloiJr: 

!\ansoaa: 

HI.!Jr: 

Ransom: 

HUJr: 

- 2 - 360 

We 11, 11' I oan aerve to talte eo me things ort :you.r 
troubled cheat at times, I'm very glad to do eo. 

Well, :you d1d Saturda,y, and I appreciate it, and, oh -

Let me aelt 70u thh -- I aa 1n the process ot prepar1D4 
a 11 ttle meiDOr&ndwa t or ll7 ow 1Dtor~~&tion, aerel)'. It 
when I haTe t1nhhed that I aight have an opportun1t7 
to sit down with :you. 

I'd love it! 

G1ve it to you, and before I give it to an;rbody else. 
It 1 t 1en' t going to anybody e lee -

I ' d love it! 

I'd 11lte t o do that. 

You Juet call me and we'll tix it up. 

Alright, tine . 

Thanlt :you. 

\ 
\ 
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~e~8ember 5, 1P38 . 
.. : .. p.m. 

Operator: Hello. 

HWr: 

Sproul: 

HUJr: 

S: 

HIIJ'r: 

S: 

HKJr: 

S: 

HUJr: 

S: 

Hl.!Jr: 

S: 

HliJr: 

S: 

lll!Jr: 

S: 

HVJr: 

S: 

HHJr : 

s: 

Hello . 

Hello, Mr. Secretary. 

Yee, how doee 1t look to 

It et1ll locke alright. 

Good. 

you? 

The oaeh offerings are out the concerned. window as tar ae we are 

Really? What are the tigurea? 

Well, at 2:~ we had eeven hundred and two mill ion o 
!~hi~~ ~nndththree-quartera; t our hundred and forty-etc 

e one and one-eighth. 

Two and three-quarters, how much? 

Seven hundred and two. m1ll1on. 

Seven hundred and t wo million, yes. 

And on the one and one-eighth we had t our hundred and 
forty-siX million. 

Four hundred and bow much? 

Four hundred and rorty-six million. 

I see. Well that locke good, doesn't 1t? 

Yee. 

Yee. 
Very good. And on the exchans• otrerinS they are atill 
working with eharP penc1la. There 1a not auch coatng 1n 

on that yet . 

I eee. 
But the market etill thinka they are goi ng more beavilJ 
t or the two a and tor the t wo and three-quarter•, and the 
quotation• tor r1gbte wh1oh ataye around one hundred one 
twenty-two indicates that that might well be the oaae. 
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c 
HW'r: 

8: 

RUJr: 

S: 

HWr: 

S: 

HllJr: 

S: 

HUJr: 

c S: 

HW'r: 

S: 

!Wr: 

S: 

- 8 -

Well, I thought I'd leave the exobange open until 
Wedneeday midnight. 

Ye~. 

Don't 70u thi nk eol 

362 

Well tbat'e the -- 70u uauall7 give them about that 
much tiae, don ' t youl 

Yea, the only-- last time we didn't becauee it wae in 
the middle or the week, you know. 

Yea , 70u were a little rushed tor time there. 

Yea, and the European thing. I think we'll announce 
Wedneeday nigbe. 

Close the other tonight and announce the cloU.ng or the 
exchange tor Wednesday night? 

That'• right. 

I think that makes a good program. 

Fine l Alright, 

I'll let you know later 1t anything rurther develope. 

Thank 70u very much. 

Good bye. 
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c 
Operator: 

H:.!Jr: 

0 : 

HMJr: 

Bell: 

HUJr : 

B: 

Hl!Jr: 

B: 

H'JJ'r: 

( 
liMJr: 

B: 

HloiJr: 

B: 

h1!Jr: 

B: 

~r: 

B: 

l!L!Jr: 

B: 

:nur: 

December 5, lG38. 
2:55 p.a. 

Alright, Ur. Bell i s calling you. 

Alright. 

Go ahead. 

Hello. 

Bell. 

l.lorgenthau. 

Did you get t.he two o ' clock report? 

Well, I got t.he t.wo-th1rty . 

That's tine. 

363 

Two and three quarters, a even hundred and two m1llion; 
one and one- eighth, t our rorty-s1x. 

·vell, 1t' e nine torty long. 

Nine torty7 

Yes. Five seventy notes. 

Walt a minute - how much long? 

Nine torty. 

Nine torty , yes. 

Five seventy. 

And the short is how much? 

Five seventy notes. 

Alright. 
And twenty-one is on the short notes. 
in there to amount to anything. 

well, I ' d get out tbe telegrams. 
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B: 

HUJr: 

B: 

HlJJr: 

B: 

HWr: 

B: 

- a-

We'll h.aYe them all ready when we get the tour o 1 oloolt 
report.. 

We'll announoe tonight we'll g1ve them until Wedne1da7 
n16ht on the exchanSee. 

Yee, thlt ' e right . 

Cash ot ter1nge cloeed t on1ght. 

Alr1ght. 

Go1ng very well , 1sn't 1t? 

Goi ng tine. 
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( 
Farley: 

Hl!Jr: 

Farley: 

lll.IJ'r: 

Farley: 

lll!Jr: 

Farley: 

ilt!Jr: 

Farley: 

HI.IJr: 

( Farley: 

HUJr: 

Farley: 

JDJJr: 

Farley: 

HIJJr: 

Farley: 

HW'l': 

Farley: 

( lOUr: 

December 5, 1938, 
4: 30 p.m. 

Keep everything under control with Eccles and al l the 
other boys until I get down there. 

No! 

You oan 1t? 

No, I need you badly. 

How badly? 

Oh, very badly. 

I'll send you a couple ot brain trusters. 

Gee, don't Ju. 

How are you? 

Well , I ' m alright, and some ot these fellows sre kind 
ot talking themselves almost out or a job. 

Well , I would imagine eo. I've been up here trying 
to relax and trying to get a proper prospective on 
things . Trying to catch up with my telephone calls 
and letters and I am trying t o get a little rest: I 
haven 't had very much or 1t but I ' m alright, I want you 
t o know that. 

\ 

Yes, well, I mise you. I really do, I'd like t o see you. 

Well, I tell you, when I get down there I'll give you a 
bu~~ and we'll get together. I thought maybe I might 
need a little assistance these days. 

We do. 
Any candidates you want me to promote? I'd be glad to 
be ot service to you. 

Well , eome or these fellows are sitting eo high about the 
only way you could promot e them is out into the vacuum. 

Bad ae that, eh? 

Yee. 
How do you teel about things generslly, Henr,T 

well, I tell you, Jia, I thinlt that things generally are 
alright, but I t h1nlr. it U terribly aportant 'fhat the 
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- 2 -

President' s attitude is going to be after Cona~ees aeta 
here. ...,. <> 

Farley: 

:n.!Jr: 

Farley: 

HJ.!Jr: 

Farley: 

Hlo!Jr: 

Farley: 

HL!Jr: 

Farley: 

HI.IJr: 

so do 11. 

And I haven't got the el1ghteat idea what i t ie goina 
to be. .. 

Well, neither have I. I epent an evening with them 
before he went away. He wae over there tor a r ew hours. 
I wae tired; he was tired, and I waen ' t even able to 
argue. I was so damn tired. We Just chatted a bit and 
I made many observations with the distinct understanding 
tha t I wae too tired to even argue in favor or the~ it 
he d isagreed with me, but I told him that -- I gave him 
some views. I don't know whether he liked them or not. 
He probably didn't, but they were honest -- the t hi ngs 
I t old him. I thought i n the tirat place be shouldn't 
continue th1B attitude ot a purse and trying to knock 
over every f ellow who didn't agree with him. I said 
that these tellowe are going t o be back in Congreaa and 
in the Senate and there i e Just no sense in getting in 
a tight over appointments and trying to force appoint­
mente or men they won't confirm • There i e Just no 
sense in that. Ot course, he still has hie views on 
Carter Glass , Tydings, and a lot ot other tellowe, and 
as I told you I was too tired to argue wi th him, but, 
or course, I don't see any eenee in having e tight in 
thie section or the country. I think that the conditions 
or the country and the betterment of the country ie more 
important than whether you or I bold a Job. 

Uuch more! And we've got t o get things going a good deal 
better than they are now or they ever have been before. 
I mean, we' ve got t o get busineee going. 

Tbat'e right. I don't think we oan etart kicking people 
around. I t i s Just not going to get us anywhere. 

Well , I think the next two yeare, -­
concerned, t her e i s Just one t hing I 
to make this country more prosperous 
been betore . 

Tbat'e right. 

as t ar as I am 
am interested 1n 
tbe.n it baa enr 

And in order to do that -- I mean, we've got t o etop 
doing a lot or things we are doing now. 

Tbat'a right . 

Unleee we do tbat 
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rarle;r: 

l!loiJr: 

Farle;r: 

HMJr: 

Farle;r: 

HMJr: 

Farle;r: 

HliJr: 

Farle;r: 

H11Jr: 

Farle;r: 

!GIJr: 

Farle;r: 

Hli.Jr: 

Farle;r: 

HUJ'r: 

l'arle;r: 

HliJr: 

l'arle;r: 

- ~-
You didn't. go down belci'W at. all? 

No, eir! 

Good! 

3S7 

No, a1r. I talked to h111 a ooUJ)le tUea, but it waa 
alway& lUte thlnge on -:r t1nano1ng or the pound eterl1ng 
or eomething li.ke tba t. ' 

Between ;rou and me, I didn't even bother to do ~at.. 

Ot couree, I didn't. have an;rtbing worth while to bother 
eo I didn't. ' 

Well, I had to epeak --

He bed a couple notes that I eent to bu, and a couple 
ae11orand1.111e, and I beard troll bill, but I didn't botbar 
be;rond that. 

Well, I had a couple calle, all ver.r tr1endl;r, but it 
wae on th1e financing, you eee. 

Yee. 

Or on the Engliah eituation, but outside ot that, notb1ng. 

I kidded h111 about hie Ambassador over there. 

lfhl.ch one! 

Joe. 

OH! He doesn't mind be1n& kidded about it ei~er. 

No, he ie quite annoyed with that. 

Because Bullitt waa eitohti~.!!t~ie~k~w.~~.h:A:•~:na 
t.o me, •How ie the nan ' it w1ll be alript•. 
ae ;you oan keep B~li ou~dot,~c:oae tor Joe lenned1 t.~. 
He loved tb&t

1
, and it eaHe'repeated it all to Bill and he 

and be Juat ove · t 
Juet howled and be thou6ht that ne grea • 

h Ot O
ouree be u t.erribl;r peeved with Joe, 

Yee, e -- • 
)'OU ltDOW that? 

Yea, well, I aean he'• not. - -

I t.h1Dk when Joe ooaee back that 
the be&1nn1n& ot the eDd. 

that will probabl;r be 
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HIJJr: 

Farley: 

HUJr: 
I 
Farley: 

HUJr: 

Farley: 

!ll!Jr: 

Far ley: 

~r: 

Farley: 

Hlo!Jr: 

Farley : 

HL!Jr: 

Farley: 

368 
- 4-

Don't m1aunderatand me. I have no critio1em ot Bullitt, 
but I wae Juet kiddins, but he does seem t o be peeved on 
Joe. 

Terribly. 

He's got reason to be. 

Yes , ot course he hae. Are you going in the motion pic­
ture bue1neee? 
Say listen, you're good ! 

I ' m alright t oday. 

You're alright ! 

Take it easy. Have you read Farl ey ae an author? 

No, but I enjoyed your inscription. 

Well, I meant every word ot that. 

Well , I finally got my p1oture taken and I ' m sending 
you one. 

O.K. Well, thanks a million, Henry, and ·I'll eee you 
when I get down there. 

Alright. 

Thank you. 

\ 

Regraded Uclassified



orne.• or Tin~; 
¥'11tK •• .._.1.,-

UNITED STATES LINES CO~IPANY 
ONK UH:OAD,VA~ 

NR'\-VYORK 

December 5, 19)8 

My dear Mr . Secretary : 

I find it a most difficult matter to 
try to condense in a f ew paragraohs the many thoughts 
that you and I discussed, and further thoughts which 
I have had since my talk with you but ! am putting 
these down on a separate sheet of

1
paper making them 

just as brief as ! can. ' 

J (,f 

I cannot get 1t out of II1Y mind that the 
real ul timate goal can only be arrived at by a very 
close working arrangement between industry, the rail-
roads , and American shipping, and over and above that, \ 
the paternal assistance of the Government in regard to 
foreign credits. This is a matter which cannot be 
dealt very well i n a letter and really requires a great 
deal of explanation. 

I have an appointoent this afternoon with 
Mr . Charles Hook, President of The American Rolling 
lUlls Company, and also President of the American l.tanu­
facturers Association. After talking with him, and 
without disclosing just what I have in mind, I hope to 
have a much clearer picture . I have already qui etly 
sounded out some of the railroad people without conceal-
ing my hand,and I know what can be done dth American 

shipping. 
I think you are proceeding on absolutely 

the right li.nes, although, as I said to you, I am not 
sure that you have the r ight man. However, that is 
something that perhaps can be decided a little later. 
There are a number of people that I would like to con­
sult but I cannot very well do it without Violating 
your confidence, and as soon as you feel that this i s a 
matter that can be discussed in quiet confidence with 
three or four people I would like your per mission. 

Hon. genry Morgenthau,Jr. , 
Secretary of t he Treasury, 
washington, D.C. 

Sini[:ours, 

~L. 
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1. Trade Ship 

This is a mos t excellent idea and undoubtedly 
one of the Wunson ships, recently taken over 
b.Y the Wariti.me Commission, would be ideal for 
your purposes. 

2. State Dinner s 

J. 

4· 

6 . 

7. 

8 . 

9. 

10. 

11 . 

At least one or two should be given along the 
lines which I outlined to you. 

If serLous penetration is to be made in South 
America it is absolutely necessary that a wider 
knowledge of Spanish and Portuguese be obtained. 
Therefore, the question of making this part of 
the curriculum in State universities should be 
explored. 

Close cooperation with motion picture industry 
most essential for the purpose of showing the 
high-lights of South America and thi s country, 
and vice versa. 

A systematic exploration and educational pro­
gr am followed to break down present general 
American f eeling or looking down on South 
American republics. 

Cooper ati on or all Federal purchases and possibly 
establishment of a preferr ed list of bidders, 
based on their willingness to give firs t pre­
fer ence to American ships on all exports . 

The det ermi nation of cardinal trade routes . 

Establishment or a speakers ' bureau to furnish 
competent orators t o various dinners , trade meet-
ings, etc. 

The question of f or eign credits. 

Joint committee or shipping, railroads and in­
dustry for the purpose of being able to quote 
promptlY through export freight rates. 

Indirect trade Routes 
To discov•r so•e method or preventing Japanese 
ships r or e~ple, destroying ratde stru~~~· 
betw ~ New york and U.K. ports an pou "' 
esta:lishinl differential favoring national flags 
between respective countries. 

370 
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TR.EASURY DEPARTMENT 

INTER OFI"'CE COMMUNICATION 

DATE 

CONJ'IDI:NTUL 

Deoeaber 5, 1938 

TO Seoreta~entbau 

Mr. H?Yar_ 
The Bueineee Situation, 
~eek ending December 3 , 1938. 

PAOM 

Subj ect : 

Conoluaiona 

(l) 

Induatrial production appears to be approaching the 
end ot ita initial rebound fro• the 1938 depreae1on lowe. 
A moderate eetbaok m&J occur during the earlJ part of 1939 
while underlJing faotora develop atrength for a fur ther 
advance in buaineaa aotivitJ. 

(2) 

National income in 1939 aeeme likel J to prove d1ean­
po1nting in oompar1aon with the trend of i ndustrial produc­
tion, and IQ.J ehow no material change froa the 1938 figure . 
Th1e ia due to t he oonaiderable lAS between industrial pro­
duction and national income paJmenta , and to the tendency 
tor lower oo111110dltJ pr1oaa to otteet the effect of bue1neu 

improveMnt . 

Both the New York Time• index and Barron ' • index, 
eeaaonallJ adJusted, declined traotionallJ during the week 
ending November 26. !he poaaibilitJ of aoae further aetbaok 
1e indicated bJ a droP of about lj. pointe i n the New York 
T1mu adJusted automobile index and 2 poi nte 1n the ateel 
index during the week ending Deoeaber J. 

(lj.) 

Our index of ooneuaer buJ1ng tor October eugg .. ta that 
production ourrentlJ u el1gbtl1 i n exo~u ~f ;h:a~~::i 
' offtake' of sooda. A well-aa~tain;t ;:: i:dax of baaio 
income, and a r1e1ng trend in !.!~-n~" factor• in the 
de~~a~~d, are etabili r.iDI and atre_.... ._ 
general buaine•• outlook. 
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The eteel e1tuation 

Steel operation• are beliend in .oat quarter• to han 
paned their eeaeonal peak, though the decline froa now until 
the end of the year 11 expected to be leee than eeaeonal. In 
line with the belief that eteel aotiY1ty will decline during 
the next few weeks, new orders reported by the u. 8. Steel 
Corporation haTe fallen ott tor the third week in .uooeeeion, 
reaching a figure equ1Talent to about 39 per cent of oapao1 ty 
during the week ending Nonmber 24. Steel operation• thie 
week were reduced fUrther to 60.7 per cent of oanaoity, whioh 
compares w1th a rate of 61.9 per cent laet week. · 

Prioee on all eteel produote haYe been reaffirmed at 
nreeent leTela for t he first quarter of 1939 by the U. s. Steel 
Corporation, with other eteel makero expected to fol low eult. 
Since the poeeibility of eome inoreaee in prices had been 
rumored, the present announcement should haYe l ittle or no 
effect in etimulating buying. New steel purchases are con­
tinuing to taper ott, aooording to trade reports, with many 
i~rtant oonaumera foll owing the ueual eeaeonal procedure of 
working down etooka for year-end inYentorr purposee. 

The automobile induetry continues to take eteel in heaTY 
volume ae production expands. Automobile output thie week 
inoreaeed to 98 ,695 units , a new high tor the year, which com­
pares with 84,930 in the precedi ng bolida7 week. The out put 
was l ees than generally expected, howeYer, due to the curtail­
ment of production by a etr1ke at the Plymouth plant. Operation• 
at the Buiok and Nash plants , and at seYeral plants making auto 
bodiu and parte, haTe been curtailed thU week by labor troublee. 

Not ..uoh change 1n national 1noome in 1939 

A leTel of national income not eubetant1ally different 

from this year ' • figure , which ia ~n~t~ci~lhi~~~~t~l~~!~' 
Department of Co-roe to be aroun b 1 ~f a recent atudy •• 
appear• indicated for 1939 onb~hl tn!~ ~939 _,. oron an exoep­
han ... de . Whi,le 1t ie poee1 8 

1 increaeed •aa•• 
tion to preTioua rulee, due to euoh tao;:r:.: the queetion 
under reoent labor polioiear th~i'!:l41income which aeeuae a 
whether current eatiaatee 0 na 0 not be too optimiet1c. 
eubetantial inoreaee next year aaJ 

d t ial production during 1939 
Deapite the tact that in u~ ~han in 193g, two taotore will 

ie expected to be ebarPlY h1f:'national inooae next 7ear: 
operate againet an inorea•~1t prioee · and (2) the ueual lag 
(l) A lower leTel of oommo Y • 
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in the effeot ot buaineaa activity and prioea on national 
income. National inooae waa held up in 1938 by the con­
tinuing affect of the high bueinaea lavela of 1937. It 
will aim1larly be held down in 1939 by the influence of the 
low buaineae levels in 1938. 

313 

The an&lye.ie we have made of the factors oaueing year­
to-year ohangea i .n national income ehowe it to be strongly 
affected by both bueineea aotiv1ty and commodity prices, but 
with a considerable lag. Over the period from 1922 to date, 
the l evel of national income has been oloaely related to the 
levele of industrial production and commodity prioee six 
montha previous , the lag being due to various delays in the 
adJustment of wagea , employment, farm incomes, d1v1dende, 
etc., to changes in business trends. A third factor of lese 
importance during th1e 16- year period haa been the extant to 
which induetr~al production wae concentrated in durable goode. 
lfhen indue trial aoti v1 ty 1e featured by a high proportion ot 
durable goode production, ite influence ie leae etrongly re­
flected 1n national income than when production ie more evenly 
balanced. 

On the bal1e of this analysis, the national income III8J 
be estimated with a reasonable degree of accuracy trom three 
f actors: (l) The rRB index tor the year ending aix months 
previoua · ( 2) the BLS index of whole~ale price a with a similar 
lag; (3)' the ratio of durable goods production to the produc-
tion of non-durable goode. 

In the upper eeotion of Chart 1 we show the national 
inooma by years ainoe 1929 in comp~r1eo~h:i::r::ti~~~;.o~ited, 
national income that we have made rolll the eriod 
based on average relationehipa exUt1~ ~~~~end 0~ the F!IB 
einoe 1922. On the aame ohart ia sho illustrate the noint 
index during the eame oalen~r yea~~y ~~llow the concurrent 
that national income dell no exac 0 1933 tor examole, the 
variations i n industrial aotivithiy.la ~ation~ income showed 
FRB index ahowad a aharP riae, w 
a substantial declina. 

Chart 1 we oo~are the national 
In the lower section of which we have tound to be 

incoa figure• with the two facto~: in national inooM: 
moat innuential in caue1ng obang r1cll during the year 
induatrial production and 00~~~~P chart the reuon tor the 
ending aix aontha previoua. nt aince both prices and 
decline i n 1933 11 clearlY aPP-r-ag were lower than in the 
production, attar alloWing t or r ~1umate of national income 
previoua year. Sia1larly , ~to~ha decline in oommod1t7 pri:!' 
for 1939 it will be noted ~ved busine••• leaving the nation 
ofteeta the efteet ott !~ aaae ae in 1938. 
inooae eat1aate abou • 
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Baaio demand 1!proYea turtner 

A further riae in ba1io dall&lld 11 iruUoated by our 11ti­
matee tor October, wbioh lhow a rile 1n the coabined index 
paralleling the rise in induatrial production (See Chart 2). 
Thh wae largal,- due to an 11t1aated inorea .. in baeio deaand 
for 1teel, textiles and lumber. We baYe extended the aet1aate• 
of basic demand tentatiYelT through November tor eteel and 
automobilee, •• ahown on the indiyidual charta tor tbeee two 
group• in the lower aect1on ot Chart 2. A 1barp upturn in 
Ncnmber 11 indicated tor auto110bUee and a el1gbt downturn 
for eteel. 

Confirming our belief that a eecond adYanoe in the pro­
duction of non-durable oon1umere 1 goode &aT become a IUpport­
i ng bua1neu tao tor duri.ng the next few 110nth1, the baaio 
demand tor textile• and leather product• continued to rill 
during October, oontrar,. to the trende of production in tboee 

induatriee. 

Ooneumer buying inoreaeing 

Our ooabined index of oone11111r buJ'ing (in pb7aioal Yolume, 
eeaeonallT adJulted) inoreaeed 2 pointe to 96 in October 
(preliminar,.), continuing the rise which began in Augu1t. (See 
Chart 3.) It baa not increased ae rapidl)' a• production, bow­
ever, and induetrial production in Noyeaber ie apparentlT at a 
higher leYel than the leYel represented bJ' the moveaent of 
goode into ooneumpt1on during October. 

In paet reare, ae indicated on the ohart, industrial pro­
duction baa ueuallJ' turned down shortlJ atter exceeding the 
leYel of coneumar bu)'ing, and bee renewed ite rise onl)' attar 
production bad been brought into adJustment ~t~o;h~u~c:~et 
• offtake" ot goode. 'l'bie prortdes eo me groun t 
that induetrial production ie approaching the end ot i 1 

initial rebound trom the 1938 depreeaion lowe. 

Whlla a IIOderate eatb .. clt in production 118.1 t~~~o: ~~~r 
in 1939. the underlrin& e1tuation oonti~::eo~ol939· National 
reconr,., probabl)' atter t~: t~r:!r q~t1on ot Chart l) re•in 
income par-ante (shOwn in1 ie r!lation to the present rate of 
at a relat1nlJ' high leY:i ~ d trend of bade de•nd, u pre-
ooneuaer bu)'in&· . The " aa e higher tban production. 
Y1ouel,- .. ntioned, l1ltew11e re•!:' olt 1n indue trial production 
Then would indicate that asq •e a rarr nature. a11ua1J18 
11 l1ltel)' to be 110derata and of 1

8 ::::d and national 1noo• 
that nothing oooura to tu~ ba:acble daYelo~nt a1gbt oonoeiY­
trende downward. 'l'h11 un ore• :Odar the influence or the un­
ablJ ar1H 1t oo_,ditJ' prioe:.;uld continue to daollna. 
taYOrabla a1tuatioD abroad, 1 
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( Secretary Morgentbau - 5 

New orders deolint 

Our weekly index of new orders (S 0 , sharply during the fourth week 0 ee bart ~> declined 
of downturns in eteel ordere andft=~~~~ber~iargely beoauee 
1ntluenoea, and a tendency in acme ind 't

0
1 ere. Holid&J 

orders at th1e period of the ear ue r ee to postpone 
inventories at a low le•el w!re P;~bo~er to keep year-end 
large part for the decline' in new ord:ray r;~pone1ble in 
optimistic bueineee sentiment recently ~hioheieo~e;~t leee 
by (and reflected in) the declining tr~nd ot et~oknn~enoed 
mar aleo ba•e been a factor. . oee, 

375 

The Bueineee Su~ey Committee of the influential National 
Association of Purohaeing Agents oontinuee to reoomaend a 
oonae~ati•e buying policy on t he beeie of its analyeia of 
the bueineaa outlook. It reports that •there ia insufficient 
demand in many cirolee and too auoh lethargy in others, to 
bring about anY marked quickening in the industrial price 
structure•. Inventories at the coming year-end are expected 
to be at the lowest point in ee•eral years , and no ettorte 
are being made to increase auppliee on band, according to 
t his report, owing to the stable price outlook. \ 

NeeklY bueinesa indexes lower 

Some tendency tor business to turn downward from present 
levels ie euggeeted by a tractional decline in the New York 
Times index and in Barron'• index tor the week ended November 
26, and the prospect of a turther decline the following week. 
The New York Timee index of 92.7 t or that week represented a 
loee ot .4- point arising tro• substantial deol1nee 1n the 
aeaeonally adJusted tigurea tor lumber production and m1ecel­
laneoue oarloadinga, which were not entirely ofteet by improved 
figures for eteal production, automobile production, and 'all 
otbar' oarload1nge. It ie worthY ot note that cotton mill 
actirtty held ita gain of the previous week, which bad carried 
the adJusted index to the b1gbeet figure since AUgust. 

ror the weak ending December 3• a decline of about 4 pointe 
in the adJusted index of automobile production and 2 pointe 1n 
the eeti118.ted at eel production figure tente,ti vely point to the 
poeeibilitY of a turther downturn 1n the New York T1mee 
collbined index. 
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m•mu!I!!M 

At t wel•e DOon to~ 1 telkecl., at the requeet of the SecreteJT of 

the fr ... ro.J7, w1 th 11. C&r1&Ul of the 1l&nk of J'ruce '117 loDC cl.htuce 

coll'fer•Uon 'llith Parh. C&ri~l told .. tb&t eillee 1 bad ee.,. h1a 

laot, which wa e Jonaber 26, he h&cl. doubled the -llllt of Cl)lcl. &Jlcl. 

foreip uc:h&zlce ill the Prench St&biliO&Uon l'lmcl.. '!'he -llllt which 

C&ri~l had at the tt.e I lan a w h1a wao ollcJ>tlT o•er fln blllioa 

franco, ealcul.&tecl. on the bade of the lateot reTal"G&Uon of the &Old 

otoelr:o of the bulk of Prance . '!'he r rnch 8teb1110&Uon J'a.llcl. h&cl., 

therefore, aequ1re4 &IIOther fin blllion fr!lllCo olllce lfoTember 25, 

or 110re prechelT, oillce the arket ~eel. with the faTorable out COIN 

of the .uppreooion of the ceneral otrike a ttempted on JoTember 30. 

1A acl.cl.Hion , C&ri~l told .., tb&t he h&cl. aequirecl. onr four allllon 

po'allcl. oterllllc oo far to~. J)ec.-l>er 5. !he rate wao 1'77. 52, 1 aoltecl. 

C&riguel ao to the II& tu.ro of the tra.naactiono which Tilldecl. hial ao -ch 

foreip exc:h&zlce. lie aiel. tb&t at the bec11l111Q8 of the moT•oat there 

bacl. bMn the v..wal conriAC of ehcrt poe1t1ono &llcl. epeculatin operaUou. 

'lnere had DOW eet ill, hcweTer, a bona fide repatriation 117 baDlciDC cll111h. 

Both eterlinc and dollar• were offered, trat the latter ill PBll qaaat1t1u. 

The etrilce eituation h&cl. been awkward ln!.t wao 110t e~~claagerinc procrue. 

C&ri~l •id the public wae p~~lll& DO a\teation to t he Itoliaa bl'lllf 

lll reprcl. to flmhia, etc. He aiel tb&t ialportaat d-ele for fra.neo 

bad coae troa Loncl.on, Zurich &llcl. Aaeterd.em. lbon I aU:ecl. cariguel about 

•l•• ot dollar• to the tllacl. , he aaicl. theae b&cl. nct been ialportut &llcl. 

that h e had Dim con•ertlll& nell dollar• iato &Old on the Loncl.on •rtc.t. 

He took particul.&r paine to uplaia thie feel1J1C, 1 lllliP"'tecl., that we 

alcJ>t be a little llllhaPPT beeau11 be he4 DOt been worll:inc directq with 

ue on hie dollar acooUDt . lie Mid tb&t Bolton of the JlaDlc of lllglaacl. 

waa TeJ7 baPPT to baTe h1a operate thie wq eiace it rellend the 

preuure on eterllll& eOMwhat. It thie poliCT bad DOt ltHD followed, 

Cariguel aaicl. Bolton hacl. upreuecl. the opWon that the eterlinc dollar 

rate would han cteclinecl. to 4.80. 1 auurecl. Carlcuel tb&t we were 4._ 

lllbted to lalow of hie .....,cuo ancl. tb&t hie Mthocl. of operatiJIC onr 

lolldon 1n dollar• wae entirelT MtiefactoJT to ,.., 
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'EOI:RAL. R~SERVE BANK 

OP' NCW YORK 

381 
ll(t) 

-ICE CORRESPONDEN CE 

COI~.._i.UAio n1.11_ --­

L. l, _laokL 

DATE O..•ber 61 111180 

SUBJCCT-~1 C!DI't'aiAfiOI 11'11 

BAll~ or •ouaD. 

llr, Bolua oallecl M 11140 t"-f', tba at.olphere 111 Parh 

wu aUU "'"' 1004 •• then waa • ••17 011tb INahr 11111111 at -

114tnll, \he pabllc appar•t17 hlda1 lUUe or 110 11oUoe ot the nrtte 

att uat1o11, the ltallu 4•ea4e were trMttd With -pleh oont•pt. 

Quite obYiCNa17 the fl'IDtb •••e ao~q Ollcdl aore faith in th••lloree 

lll c! IIIOl"e OOAtid•tt 1a tba IIDII'Il d\uatioa, .ll 1 r11uU Of t bil 

chmce, 11011• •u 101n1 to Pert• 111 ta1rl1 bll quuUt1e1. Cert,ull 

had aoqairecl aa,ooo,ooo todq, 'lbd •e •ere wUnauiDI toe!.,. •u reel 

r epetriatloa, no 1011111" ~" a liiOY••t ot protauio11al aon•• !111\ 

wu proor• 'bT the tan t hat the 41100\IDt 011 torwel'd tranot wu andalll7 

narroWl.lla de• •• the preal- 011 torllan 10lc! ooi11 d.ropplllc, Por once 

rrence ..... to lie alalt t o tllte a oer\aS.n UIOWit ot trouble 111 her 

•tric!e without •nnaa \oo •cb. P.ople were bt~1Mtnc to teal t hat 

Pr1110e bad 4ef1at\tl7 tSI'Ilt4 \he OOrDel'o 

the .twlia& -.aMM 1a the Lolldoll marll:et n1 not lho.U., 

ao aoh 1a the terwar4 rate• btNDII wba\ tht1 were cett1nc aow n1 

11quid.atloa. .. tar be bad tu• ill .. ,ooo,ooo bin of ooar .. loet 

u to Canptl to ._he bad to 11"' .. 14 .. wn the ae,ooe,ooo ,..... 

cbuecl bJ' tilt 1n••• ne prt.aa ot torwal'4 10ld. bad ~bopped. ,_ M 

tor \bra. .. ..,, to 1 "" ter UlrM _\It,. "• ttl\ \bat th• ~•U 

be eblt to • .., \!111 ap tb....,h the "" ot the _..., n the btr•'., 

ot the lift pNI' the pell.\10.1 bowwar, w.ld •""•bll ha'fe " " 

Regraded Uclassified



" EDE RAL. R£SERV& BANK 

OF' NE;Y YORK 

382 

OFFICE CORRESPONDENCE DATL.ile.Hr •• liM. 

SUBJECT· !&Piftl!l COif UTIOI 1111 

--_J-~~~ or •m•e. _ 
I 

rHODd4•... liae •• pMa!l~ 1a Uleir fuer •4 Ule 10111er \blf' 

coal4 111.., ,.ial Ul• hUer. the lttli• llltaaUoa bad -•• -• 

1UlMI11leaa 1ll poUUeal einlea 1ll Loetloa llllt PU'la 1 .. 14 " Ul1aal 

u wu lal'lel:r • 1•1ate4 aeUoa dlle \0 t be FMDeb 1111Uapeaa \a 

atn .Jntlll ..tarah t1w l\el:r l'rae a.u .. lbtp Sa hala, taa 

thl'OwiDC "' of bal••• the alaia \bat !ail h pi'Sau1.17 •10D1 ... 

'117 ltall••• lt ftl. pn"PlT aate to eq \bat eat the Ullt•• 

rNllJ' weate4 •• to l'ftaia their -.~ .... •a1••• 

L11tt~l 
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EDA 

SecrEtary of StatE 

Washington 

13951 
DEcEmbEr 5 1 6 p0 m0 

FOR TREASURY. 

383 

DatEd DecEmber 5, 19~8 

Received 3al5 p~. 

Tht dollar bas bEEn otftrt:d all day opmlng 4. 68 l/(•l 

and moving gradually to 1ts prumt ratE of around.~4 .69 1/2 

with thE Br1 t1sh authori t1 u Eaeing thE movEmmt and buying 

a fair amount of dollars . An uobangt mar kEt sourcE re­

ports signs of fairly hEavy liquidation of dollars from 

SwitzErland. ThE ratE was 4. 69 l/8 at thE forming whm 

only 49 bars wErE sold at 148 shillings 3 1/2 pmcE giving 

about onE pEnn,y prEmium. 

ThE franc was bid fairly hEavily all day w1 th thE Bank 

ot FrancE buying stErling starting at 177.76 and moving 

gradually to .so. A fEaturE of thE day has bEtn thE 

wEaknEss of thE bElga duE to rumors ot BElgium joining 

thE attrling arEa and probably also influEncEd by thE 

limitation of arbitragE opcrationl rEsulting trom thE 

FrEnch shipping strikEo 
ThE stock market closEd weak with British Govtrnmmt 

uourit1ES gtntrallY down, war loan :5 l/2'/. being down 
3/8 
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EDA - 2 - #1395, Dto£mbtr 5, 6 p,m, from London 

3/8 to 98 11/16 and Br itish industrials gEnErally lowtr, 

KENNEDY 

CSB 

{-ct) Omissi on , 
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P.ARAPBRASJ: Or DLimWl RICJ:InD 

:ntOJh .laerioan J:abauy, Part., J'ranoe 

IaTJ:: Deo•ber s, 1938, 5 p .a • 

• o., 3051 

F<Jt TRJ:.18tlllY. 

Today on the excban8e aarket in Pari& t here wae 

385 

again a Tery eubetantial demand !or !ranoe. It is belieTed 

that during the day t be :tund acquired about !inad.llion 

pOWI4e at rahe T&rying between 177. 73 and 177. 63. One 

aonth eterlin& rate ie between !1Te and ten centtaee· !or • 
three montbe it 1a about eixty cenUaee. OUr u.rtet con-

t act telle u s that today substantial amounts o! dollar• 

were bougllt by the Bri tiah control. Moderate pressure again 

on t he belg&; aoae gold was lost to both London and Parte. 

Soae 1rr88Ulariiy on tbe s ecurity aarket in rente a 

and other French eecuriUea. 

The Oh&llbere are to reaBB•ble on the eighth o! 

Deoeaber, but ae yet the parliuentary groups haTe not 

reached an agreement regarding the order of diacuaeion !or 

i mportant queetiona on the agenda. Certain o! the groupe 

it appeare d.-and preoe4moe !or t he elect oral r e!ora law; 

t.aediate dieou .. ioa of the buqet i e deaended by othen . 

'rhe Ollaa'bere ooul d expreee their rt .. e 011 the decree lan 

1! tbe bu.qet were d1eoueee4. Ia naanoial oirol 88 the 

1~~preee1on pr&T&ile tllat if the GoTeruent will agree t o 

aodify oertain of th•, partio\lUrlJ the *J>eoial tax on 

earniJI&e of two peroct, there wo\&ld be l eiB oppoeiUOD 

• 
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~o ~heae l&wa. Tlt.ere are ruaora ~hat ~he OoYertllleD~ 1a 

prepared ~o con1ider auch aod1f1oa~1ou. 

386 

There hal be• 1uoh illpro't'•eu~ in con41~iona on the 

money aarlte~ ~ha~ ~be Ocrferuaen~ baa been able to reduce 

t he iutcrea~ ra~e ou ordinary Treasury bonda onoe aore. 

Begiuuiug 1f1 ~h ~he fifth of Deo•ber, inetea4 of be1D.J 

2.35 perceu~ ~he iutereat rate of 75 ~o 105 ·day ordinary 

Treaaury bolide will be 3 perced. The new ra~e h one­

half poiu~ below the official rate of d1acouut. 

Teaterday'• BEl YORI H!RlLD carried a telegra~~~ under 

a Wa1hi~on date line ~o the ef fect ~bat secretary Korgeu­

thau had a~arte4 au exteuai't'e exaatnation of the fiuaucial 

ei~uatiou of Europe with the first of a aer1ea of 

couferencea with Kr. Ooobrau and Kr. Butterworth; the tsle­

g:faa 1aid ~hat off1o1ala of the Treasury had emphasized 

that the aeetinge do not indicate that any changea in the 

11011etary pact are being oODtuplated. The Jew Torlt offioe 

of .lGDOI IOOHOMIQUI telegraphed a aillilar repor~ to Peril. 

So far ~here hal uo~ been any preee o~nt here. 

DD 81CTI'lJ8 OD, TWO , TllllD · 

1fiL80J 

IA:Lft 

\ 
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PAIW'Jil.UI or SIC'riOI ros or n:LioJWl 10. 2051 
of Deo.aber !, 19S8, fro. Parie 

387 

Todaf' • riiUOUL TilliS gh'ee ea.e notice to the 

1 elaeUc• pOliO)' which the J"rench fund adopted iA recent 

acY•ente, Tb.e TilliS eugseeh that the J"renoh alrthcri­

tiee apparentl:r haTe :riel4e4 to tb.e argu .. nt of thole who 

haTe in1iated that elaet1o1t:r ie better calculated than 

etabilit:r to atiaal.ete and eu•tain the 1n'II'IU'd acw•ent 

of oapita.l and pr0110te a general aone:r cheapc1q. U 

1a not cona1dce4. llkal:r, howeYer , that there will be nry 

coneidsrable appreciation of t he franc •ereua eterliq, 

The TIKIS pointe out certain objections to a polio:r of 

pa:ring atea4il:r lela tor eter ling. One objection mentioned 

wae that the fund doee not buy dollare and that 1 t tal:ea 

gold trca the Bri Ueh fund wbeneYer 1 t aelle trance. It 

olaiae that the praotioe aleo hae a tendency to encourage 

epeoulaUon. 

Dll JIDSAOI . 
'IIILSOII. 

Regraded Uclassified



388 

lro• t Jultere fru\ Co~~pUT, J. T. 
Loll4oa 0!!1oe 

Da\e t Dec .. ber 5, 1931, 

Llq_UID.t.!ICII ~ liULL POSI!ICII II DOLL.IJIS COI!lii7IIO. 

PB.IJCIP.ll. m .t;ps Jll.UCI jJII) snrmuwn. COJI!IOL l!tlfllt . 
A! I.ISIIG PI!IC:IS. JOI!WjJII)S S!IADT. SPO'l JBJJCS liAII'!ID 

' 

coNFIDENTIAL 
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h'o•: laabra flou\ Co. , 1. T. 
Loll4oD Offloa 

Da\a l Dao .. bar 5, 1938 

lll C~J.+D RIPai!S COJ!IOL RICIInD !OIUf P01IIDS 

'EllUl KII.LICIJ B01JR9 .AC!Ift VI!B SIU.LL CIUIIBS SOIII 

PllRCIIJ.DS BOliDS .AliD SIW!IS IIUI~II'G .Ali!IOJD Liq_UID.&!ICIJ 

MOStLY lR<* COKKmCUL JD!lCS IRDITIDOJ.LS STILL BISI'U!IA. 

CALL KOBIT VDT :ust !lAD !IIII.S'OIIT BILLS .&OJ.II UD"OaD. 

coNFIDENTIAL 
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MEllO. TO MR. MC REIJIOLDS1 

REASURY DEPARTMENT 

PROCUREMENT DIVISION 

WASHINGTON 
Dec .. ber 61 1938 

SUbject& Public beari.D& of TMJ)Or&ey lational 
Econollic Co.aitt.ee 

The third public heAring of the 114t1on&l Econollic Colllll.ttee wa.a 

held ill the Sena.te Caucus Room a.t 10&30 A.M. Satu.rcla.:y. Mr. !Aon 
&anderson, Executive Secrataey, addraaaed the ... tine on a.n &DAl:yaia 

ot aubjecta pertainin& to oation&l eeonoot;1 as part ot the croWIII work 
ot subj ects tor the co.aittae'a consideration. 

Tha fourth public hearin& was held on Vonda:y, December 5 at 

10&30 A.M. con~lm•1ng aeeeion until about 4&45 P.M. 

The subject ot thia aeeting was the use or pet.enta ill tha aut.o­
• obile IIADU!'acturing induatr:y, and following a canera.l ata.tuant by 

Mr. Tburaan Arnold, the followin& sitneases were ca.lled in turn to tbe 

eta.nd& 

Mr. !ldsel B. Ford, President Ford MOtor Co•pan:y 

Mr. Joseph Farley 1 Patent Counsel,ford Motor ColiP&n7 

Mr. Alfred Reaves, Vice Preeident - Oeneral Ka.na.gar 
ot tha Automobile Manufa.cturera Aaaociatlon 

Mr. A1 va.n Ma.caula7, PreaidiiDt Paclta.rcl Motor car Cooopan7 

The coaittae wa.a a.ga.in ca.lled to •eat at 10&30 A.M. tor the tilth 

hearinc tomorrow, TUesday, December 6. 

Regraded Uclassified



~ ..... Ill, A. llarrlo 
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!lloe •=••uac tatl.-co 1A liM ...... , oodtaH to "MJu'-•'­

of porU'o11oo liT aahtu tanoloro •• ...U aa P•-•' ~'7 u.loro 

(aH flp.roo 'bolow for U.C•• 1D. u.lera• llol4111p) te uUoipaUoe of 

tiM frMoU7 turM1'17 a.-uc projfna. •• a ronU of p rella1M17 · 

-••w oa WMul4q u4 7r14q li...UC \1M _, of an oaall aa4 

tiM \;rpoa of o..rt\101 to llo offoro4 roepoc:Unl;r, tiM -.ru\ ... uta 

to a4,taa\ Uoolt rat:Mr -o~. :ror 1101\ of \1M -11: tro4iae ... ro\Mr 

w14ooproa£ au-..p oa par\loal&r dqe 11u11:o aa4 -• iuolr'aDC• 

appoarod lo lie \1M prboipal par\lol paa\e, 

I •'•• 

lo4Mo4q'o -••' of $?00 aUlioe...., oaall ba4 ao aawnal 

ettoo\ .. tiM -.rlao\ wbloll ollowM oV..C~ at \1M \lao. Oa 7r1.., ~· 

aarb\ Wrao& o\a., all4 tairlJ aoU•• i a roopauo \o ··- 1 t ~t 

\Uro W'lllol llo offoro4 a V;-3/~ lo .. wm lloa4 aa4 a &-7 .. r aoto fer oaall 

( $400 a1111u •4 poo atl11oa roepoc:U't'al7) aa4 ie a44U1oa a 2'f. lllorlar 

\om ~~e..a w 11o ottnel. •lilT ta _.,.,I" for -~ lllardl. lNt fru•l7 

110\oo. tllo luc 11o..a aa4 - troa.ftiT •" "" a110 \o "iiiAlMM 1e 

\1M -lw•P oftort ... tM .arb\ oea\1..., acop\loeall7 e\reDC aa4 

IIOUa\olJ .. u ... ,. \e \llo olooe> oa -~· 
.... nUl \llo .._n \rea£ wbloll e\arlOol \llo laal WMI< ia Oo\ollor, 

prt- of all triU!I'Zh-•• ...,, tor \llo loel"•' h- ( \M ~~-of 

\ 
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liM/A, ftlela ... u..a 1/DM) ;.... 1/ la.& "' lJJ/ Iaob for \lao WMk 

ao a 'llbole. !1M poeaho\ ..,._ wro b \1111 ll•t•41•H )pp4 tegu 

w1 \b cal1allle &a\u fra 1146 ~ 11111 wbl.cla -~-~ .....,._ ... a'YOI'IIP rlH 

of 10/33Au. !lila pia 1a 1aloNo41a\o ..__. 1 -- pr ooa -:r 11e aUr1nSM 1a 

\U .ala "' \be taoi \US U.. 'fi'Mft17 offoruc 414 DO\ taolde a 3-1/ 'J{. 

1aiomo41ai0 lloD4, wb1cla •- o..,.ah of tiM • rloo\ 11a4 "-' apocUac. 

'l'roapn a o\u obowe4 plao 11p So 6/3:tlllh for \lao loacea\ 1uu. !be 

lltrM• 10? "r'slt\o0 &lao p1ae4 1/33AU, ol oolal \lao WMlt 10l.za/3311U 

1114, 10l,:M/3aa4a offftM. 9!NM\t!4 h!Mo wor e 11p a So ? / 33Ado. 

-'• a :real\ of \hoM ~·•· \lao &YOI'IIP prtoo of all 'f:reoaq boll4a 

ro oo ?/3at~U to l 0'1, 13{33Ddo, o~ 1/ • po1a\ llelow \bo :N0011\ Oo\o'Mr b1cl> 

pob\. !he f in lODCeol lloll4o ollowod a pill of 10/33114o, doepi\o \llo ,._ 

cUu of l /33A4 'b7 \lao 3-3/u of 1968/63, u4 clooe4 ~· .-I< o~ H /32AU \ 

llel ow \ho Oo tollor ~ 

P'!'•rat PorVoliot 

Doelon laa~M \bo1r por U olioo $30.3 e4ll101l dDr1ac \llo - It 11 

p Hpal'a\1oa tor \be qoaarW11'17 f~l~~e. Ia COAirul \ o \llo p ronoaa wHit, 

wlla bol41ac• of •rtpso• nro IM,.. aMoo\ .. allUOil , ae\ pod U oa 11 

1-JOOI' ao\oo wu 1ac~o4 ~~ •a:~ a U 11oll. !bio claaiiP _. _, .... 

ll&laaood la par\ 'b7 a t\'7 . 15 a111101l p4aoUoa l a !NOnrJ lloll4 llol4111C0o 

ilaul P"iac a ao\ elaorl pool \loa 1a boab of tl-3.8 alllloll, qp&Nil\17 la 

... uolpa\1oa of ol!Ob-•CIII& \lao •r1p\a• for .., llollll.o. Bo141JI&O of 1-8 ,_.. 

'l'f'008U7 
110

wo, •• \be o\bor bal4. _. uo:reue4 ~~ taa a111101l f-

a stat 
poia\ of $1.1 a1Uloa a\ \1111 o1ooo of lao\ wool<. !hlo l.a\Wr 

o11aac0 wn1A •- .. 1D41•\0 \hoi UaJ.or• .. •• p1U aa cobenc!IIC..., 

of \bolr •riP'•" for \1111 - .... aaA are -.uuac wp \lllltr 10111 .. ,. 
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(ta atUtau at cloUan) 

'l'rMft17 ~ 
,,_....,. .... (1 -,r. ) 

'l!r'eUU7 110too (1• & J!'•.) 
trea...,. ~u. 
B. 0 . L. 0. loalo 
l. l . II. O. 'lln4e 

Bo1411111 
Joy, M 

&.o 
&2.? 
1.1 

12.8 
-1 .4 
-L! 

?3,6 

1ft' rttz Ieen 

-13.11 
?2.4 
aa.t 
16. 2 
1.4 
3.1 

103,9 

'h·a 
- 1?.11 
• 1t.? 
• 11 •• 
• 3.4 
• a.• 
• 0.1 
• 30,3 
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Corporate •eaviv f~iJI& \hio 1rMk ooaohu.l. of oftorsl ..u 

hi'!Wo to'-lia& $28,1100,000, all ot IIIlich ware well ....:ehe4. 01o17 

$3 ,1100,000 wu tor uw oaah. llwliclpel 'boa4 a-.r4o .......,.,. to $M,OOO,OOO 

u4 IIDlllol.pal t.-poi'U7 lorrowiJIC to $30,1100,000, 

Oomont• •• Marb' 

!141> cra4a corporate 'boalo roftroe4 tholr 4o-r4 ,..., of the 

prnicro.a ""' 1rMko w1 th plao wblch broDC)>t lloo47'• .&.U aftftCW 'llack to 

tba bleb polat of the TMr raocbed l'o•wber 12. Hon.,.r, •-a4 pea. 

bolll.o ooatbae4 to teclUa w1tlllloo47'• B.U aftr&&e to.lllllll/4 polat to 

olooa tba 1rMk 1 polat Mlow lo.aber 12. tb.ore "" ao lA41caUoa of • 

4af111Ha trw4 111 the Uat ao a wbole. 'l'b.ore "" a allpt ~ of 

o\raJIIth 1a the rail C%0'111'• towarl \be clooa of the -lr:; v.tUt Ueo ~ 

1111.utr1o.lo ohowe4 lrMC'Qlar ,.,.. •• t .. , 111111• Uou.l. t oretca h-

ohowe4 u eorc .. o of plM oYer lou••· 

lt4trfl, "''"' Ira'• t •' 

Boa aa17 '-tioa 111 tb.o ~Teta Op& llarlaot .a.c-t mnac the 

poet nek ao \M reple=wnt of tu.an.ooo •tvlJIC traoov7 ~· 'lllr 

tb.o pucllaoe 1a tba .arlao\ of a ltlao por _, ot the - 'l'rMIIV7 ~Wo 

... ~ 1, 1tlt. 

' 
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'IMn - • Jl'lftllue• .r .a1 .. ..U l.a .._ I• terk ..,.., lu\ 

WMk. •w•w ... 1 ....... , et .-.ooo 1.a "' llpNlal ~ '' , 

.. , .. - _.. fer tM uaR&\ et U.. 1J, 1. loew n\ We fa• -• 

hal.. 1!11• n 1 a\ - MlU t',lOO,OOO ef U...e .,..u.l - ..... 
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