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ﬂ.ﬂrﬂlhlhlml&lﬂi a ﬂ—l sl BEBEBRB A S
vyt meres mtﬂ: Payn /24/35 III 211
Appointments and Resignations
Johnston, Oscars
HMJr sesks that question of diverting United States
cotton trade from Japan to Bngland be studied
immediately after Johnston's eppointment to Treasury -
HE;EE““.‘I‘.II-IIIIIII-l--i-l ----- L R N Y Y Y 5?
Kemp, J. S. (Administrative Officer, Division of Disbursements):
Fletcher (Senator, Florida) 'phones to HWJr, recommending -
zmjjﬁl#it#ttiliiinillitl-l||-l-al----..-.;-.iiiin...---..i- 232
Whittemore, Jean (Collector of Customs, Puerto Rico):
HJr telles Ickes he has reason to believe story appearing
in Washington Merry-Go-Round "came from his shop" -
E‘fﬂfaﬁ'iilI'lll"i-i-l--l--t'-llIIJI-I!-I'I-I-I'-li---'!qpv""llill-
a) For actual article, see page 393
Architects
Overtime pay recommended to Admiral Peoples by HWr for those

employed on §4 billion 8 program - 1/14/35..c0c0ues R

Baby Bonds
See United States Savings Bonds
Banking Legislatiom
See Lending Agencies, Interdepartmental Committee of
HMJr suggests that Tom K, Smith (Boatmen's Bank - St. Louis,
Missouri) be invited to Washington to help on banking
legiglation - 1}"13}’35--c-------------------t-l---itbiitili
Buck, J. Lossing
S8ee Silver: China
Budget
HWJr and Bell at White House - 1/1/35.
a) Unexpended and uncbligated expenses of emergency
agencies discussed; FDR saves $937 million; agrees
to s0 notify agencies
1) For FDR's omm figures, see pages 9 and 10
b) HWr pleads for smaller deficit next fiscal year
Mers (Hew York Times), inm conference with HMJr and Bell,
stresses advantage of budget bealanced except for one ltem -
relief; HWr impressed; in conference with FDR, Bell, Ickes,
and Hopkins, HWr dramatiszes danger of paper inflatiom;
keeps FIR from capitulating to Ickes as he did in Executive
Order "affair® a year '.lu'l'----:i'------iiti-i-""l""‘"*"
2) Page entirely writtea by Mers entitled "The Flscal
Year of 1936" included in budget message
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Budget (Continued)
uniuim 'E: --"f-liillllilI‘Illlll'l"ll.-‘h---‘--l‘lii'l--l‘l---‘l.ili I-II
a) HWr feels fund for Civilian Conservation Corps
should come out of §4 billion 8
b) In conference with FDR, Hopkins, and Ickes,
AMJr states fund cannot be entirely aspent in one
year; Ickes and Hopkins dlsagree
c) Peoples explains Congressional reaction to HMJr:
¢4 billion lump sum is fine but $300 millionm for
p\ﬁlliﬁ worke is not so Eﬂ'ﬂd - 1;9;35i-iiiillilliliiirl
War Veterans: Coolidge suggests that total amount of
money spent by Government be shown separately in
b'l,lﬂgﬂtl. FDR considers it a Eﬂﬂd jdeB.cssssnssnnassnrrecasn
Bell urged to take vacation after third session ends;
HiJr thinks he may have passed worst financial crisis as
E-Eﬂrﬂt-l.'l."f.pp-.----.-----t--wr---tt-lmvv!--it-i-lnltillnn-i
Press conference at White House; Early asks HWJr to come in
about fifteen minutes after conference ptarts; HJr
conglders this very unfair = lfsjaﬁniiili;_naiitnucnntili
FDR secretly allots funds to Tugwell (Resettlement
Administration) and Hopkine (Works Progress Administration)}
HWr discouraged after discussing with FDR - 1/22/3500c000ss
Ruilding and Loan Assoclaticns
See Lending Agencies, Interdepartmental Committee of -
rﬁpﬂ]’t of = 1!15{35.--;-;: sEmsasssiEaaEssEERRERRERERR BN
Bullitt, William (Ambassador to U.S.5.R.)
See Stabilization

China
See also Sllver
Soong (T. V.) proposed visit discussed by Senator Fittman
H.ﬂ-l.'l E.J]." 3 1!9 35--l----il---t--lil---Iin-iil.-iilintlill-l-l--
Chrysler, Walter P.
HMJr shows FDR auto figures; FDR delighted that Chrysler is
.ﬂkmﬂ more CArs than Ford - 1fuf35liilililllill!ill!ll!
Civilian Comservation Corpse
See Budget: $4 Billion 8 Fund
Comnittee on Fconomic Security
See Economic Security, Committee on
Congress, Statements before, by HMWr
In connection with additional revenues as outlined by FDR
in budget message; appearsd 1/8/35cccsnssssenssnsnsancnssss
On emergency relief appropriation; ap 1/21/35000000ss
Second Liberty Bond Act -aménd'ts to; appeared 1/29/35+ 000"
a) For actusl bill, see page 230
Senste Committes on Agriculture; appeared 1,!31;35.....;...

a) Smith (Senator; Chairmen of Committee) asks HMJT
discuss decrease in United States revenues from imports..
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Cotton
See also Appointments and Resignatiomns: Johnston, Oscar
Johnston memorandum regerding markets for American
cotton - lli{waﬁiq1--1----------t-itiinnultinnqaannnriii
Crowley, Leo T.
HMJr, Coolidge, Bccles, Crowley, Oliphant, and O'Connor
confer - 2"’35"!Illlillll.."'iil-i--ll-l-“‘i.-ibi-lil‘
a) 0'Connor feels that informstion he has received
is sufficiently serious to force Crowley's
resignation
b) Crowley again presents resumd of his business
activities during past few years
EHJI‘ confers with Emtﬂr de!nb“g - 1}“2}'{35--!-1--'---
Statements by Coolidge and also by Crowley's lawyers,
-‘-t‘t‘lnh"drihiil--i--l-ill|1-i-|-1-i-i-i|-r--1-'|-|..-r.1|||--.
Farley transmits letter from James Coffey (Madison,
WipaonsIn] = 1/ I8, siiviistiiansasonsnnsinstbotntbssn
ulimt w = lf?faﬁ'.."."'l."....iii-‘.--iilli
O'Connor transmits to Coolidge, M. G. Ryan letter.eeesss
HMJr tells FDR about troubles with 0'Connor and Crowley;
FDR pays if either one comes to him, he will ask both
to ﬂﬂigﬂ - 1}&;35"'!!'!!'#ll-llll-tlllli'llﬂllliiilﬂbiiili
Crowley's own further statement - 1/15/35.cc0cuss
l} &mm Bnd mniniﬁilﬂlill!liill‘!lﬂlll‘illlil‘llilﬂl

-D =

Dollar Steamship Line
See Narcotics
Drisecoll Company
See New York City Post Office Annex

.

Eccles, Marriner 3.
See Federal Reserve Board
Economic Security, Committee omn
Haas memorandum on report of Committee — 1/5/35...00v00ese
l.] Comments h‘j’ HUJr . cscessssssssssssssasssssssnsnssnaansa
Committee meeting; present: HAMJr, Perkins, Wellsce,
Miss Roche, Witte, Altmeyer, Eliot, and Williams
I:“ ﬂmﬁnﬂ Hﬂm.ﬂl} -mfjﬁlilillliliilliiiliilfl!ll‘
J[NHH.}':"H comments on report considered
HMJr consulte Hopkins about FDR's plans to care for people
over 'htﬂ""ﬂ“ - lﬁfjﬁllqinlili--liilIiitlllll-l‘iiilii




Farley, Jameg A. (Postmaster General)
See New York City Post Office Annex
Federal Deposit Insursnce Corporation
See also Lending Agencies, Interdepertmental Committee of
Investigation discussed by Crowley and HMJr; HMJT suggeste
that Crowley consult Bell (Budget Bureau), who acte
directly under FDR's orders - 1/24/35.ccevssvsssnessses III
Federal Reserve Board
See also Lending Agencies, Interdepartmental Committee of
Eccles asked by HMJr whether he has done anything about
confirmation; Eccles saye "no"; HMIr asks Semator King
to "father and mother Eccleg® - 1;1&;35---'1------'---1
Outline of proposed legislation as proposed to FDR -
1;1?!35'[-.l""l.l-"‘-l‘-‘l‘.l- TEEEEE LA R E R RN R R N
Finsneing, Government
1/3/35 - Additional issue of 334 Treasury bonds of 1944-46,
=8 & result of the exchange of second call of Fourth
Liberty Loen bonds, equale $456,897,000, books for which
ﬂlﬂ-ﬂ-ﬂd lujufMJt--ilillliliillllililllllilll-l-lll-il-li!ll
Second Liberty Bond Act - amendments to
a) See Lending Agencies, Interdepartmental Committee of':
nhite House ﬂﬂﬂfﬂrﬁnﬂl - m’?f’ﬂﬁ-u-1-;-|-ii|i-r-¢-l-|-
b) See HWIr statement before Congress - 1/29/35000s0nsssn
Byrnes (Senator) asked by HMJr if "big Treasury balance" is
aver dilﬂ'ﬂﬂﬁlli on Hill - 2!1?}’35-lhll-|ll-iilllililt!ilil
Open Market Committee meets with HMIr to discuss Spring
financing -
2;2”;35--lill'llill'iililill'l'l-!lllIllilF!lilﬁlllll#IIIil
Efﬂf3ﬁliinil11li-ll-l-q-lnli----iiil--ili-lilitliiIt#lill
Burgess tells HWTr, Harrison end he inclined toward "the
Eﬂ—zﬁ JFEI!.‘H' - 2;23/35#‘l-l-llIIllliil‘lliil‘ll‘lIil‘l‘l‘lI-I'illlli
¢, Billion 8 Fund
See Budget
France
See Stabilization

Gilbert, S. Parker
See Stabilisation
Gold
See Stebilization

-_H'-

Harriman, Averill
See Universal Aviation Corporation

Housing
See Lending Agencles, Interdepertmental Committee of




Ickes, Harold (Secretary, Department of Interior)
See Appointmente and Resignations: Whittemore, Jean
(Collector of Customs, Puerto Rico)
See New York City Post Office Annex
Income Tax Returne
Publieity feature discussed with Speaker Byrnes - 2/26/35.. III
n n

n L Dﬂughtﬂn — Efzﬁfjﬁiliiti

-;ﬂ

Johnston, Oscar
See Appointments and Reaignatlons
" Seed and Crop Production Loan

*I-

Kemp, J. S.
See Appointments and Reslgnations

e

Lehman, Robert
See Universal Aviation Corporation
Lending Agencies, Interdepartmental Committee of
HWHEE subcommittee I".‘Pﬂ - Hgfgﬁ-ll!-u--u--------r---i---
L - 5---“.‘..".‘."““-.‘
" _ lfl&jﬂﬁll.1-.-;ii-iii|li+li
» - lflg;jﬁinl'nilpqnnlitillill
L

= lf:ﬂ 35'!..‘-#...‘!1"“*"
" " - 1/29/35 (at White House)...
Farm Credit legislation subcommittee report - 1/3/35..4.s
Rﬂpﬂ'ﬁ of Committee - 1!9}{35-1.«'1---11.;---i.lu;.qc-liucri
a) Farm Credit Administration proposals for legislaticn
cleared by Committee; HWr says, "Clear with Budget
Bureau also®
b) Purchase by national banks of stock in national
mortgage associations discussed
¢) Committee to back Home Owners' Loan Corporation on
"no more loans"
d) Extension of Export-Import Banks discussed
n; Reconstruction Finance Corporation expects to ask
for broader powers on railroad loans and om mortgage
loans
f) Leglislative recommendations in Comptroller's annual
now cleared

w ﬁf ﬂ_it-‘bll = lflﬁf’aS'iiqillllillllliiilllil-.lli-ii
a) Discussion of relation between reserve built up by a
building and loan association and its authorlity to

pay dividends
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Lending Agencies, Interdepartmental Committee of (Continued)
cu_itt“ “Et! "i't'h FDR i m'?fjs'*"-*llll-liii--tnni-ilih III
Agendat
1) Reconstruction Finance Corporation
2) Second Liberty Bond Act Amendment
3} Export-Import Banks
4) Federal Deposit Insurance Corporation
5) Farm Credit Administration
&) Comptroller of Currency
7) Home Owners' Loan Corporstion and Federal Home Loan
Bank Board
8) Federal Housing Administration
9) Federal Reserve System
Federal Reserve legislation subcommittee report - 1/14/35..
Banking legislation subcommittee reports - 1/15/35; 1/16/35..
a) Outline of salient points of Federasl Deposit Insurance
Corporation bill, dated 12/17/34, considered
b) Secretary of Treasury decides Federel Deposit Insurance
Corporation, when appointed as receiver for closed
nationel banks, should report to Comptroller
c) Secretary of Treasury decides termination of insurance
benefits of national banks of Federal Deposit Insurance
Corporation shall clear through Comptroller
d) Decided that, in chartering nationsl banks and so
automatically insuring them, Comptroller will secure
recommendation from Federal Deposit Insurance Corporetion
Banking legislation subcommittee report — 1/30/35.0sesssesnsss
Banking legislation subcommittee report — 2/4/35.ccacacusassss
a) Crowley and 0'Connor state Senator Glass wanted copy
of title relating to Federal Deposit Insurance Corporati.n
and they had given it to him
b) Eecclee challenges their action and says he refused Glase
copy of bill amending Federal Reserve Act, explaining to
him he (Eccles) would tell him (Glass) before anyone elee
outelde Administration
Crowley and O'Connor say Congressmen Steagsll has talked
to Glass and Steagall is fearful Glass will introduce
Federal Deposit Insurance Corporation bill today (2/4/35)
HMJr 'phones FDR and then suggests to Steagall FDR will
tphone him at two o'clock and asks Steagall to wait that
longs Steagall agrees
Suggests members of Federal Reserve Board be glven same
salary as Cebinet members and not as Associate Justices
of Supreme Court
f) Agreed two coples of completed bill would be at White
House not later tham 1:30 P.M.; this 1s done
Liberty Bonds

For amendments to Second Liberty Bond Act, see Financing, Government

See also Lending Agencies, Interdepartmental Committee of:
'lh:l.ti House ﬂﬂnf.ﬂ“. - m?fs;-‘l--lil.-ljl-l-lll-lll"-i TTTRr Y

168
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Liquor
Chicagos
Block to block check-up discussed by HMJr and
Governor Horner - 5!35'll--ibilil.i#liil!niililiil
l.} Graves 'phones progress - 2}"2‘0}’35--#111'1--1-----
New York Clty:
HMJr ‘phones Lehman and LaCuardia concerning three-
cornered drive on non-tax-paid liquor - 1/24/35:censs
l} Puhliﬂity discussed with EP“dilltlﬁiiiIIlilllIl
b) Lehman uukudzﬁi HiJr to "speed up" Commissioner
“u1rﬂﬂﬂ‘f - &faﬁiliiiililllliliIII'iI'--'llll
1) Mulrooney 'phones HMJr he has additional
funds and can now proceed - 2/19/35.sce00es
undland Government has established system of control
over exports (known as Bermuda system of landing
certificates) effective 2/16/35.ccesssacccsccascrsvnnns
Long, Huey
Moody to be appointed Special Assistant Attorney General
to handle case - Eflgfgﬁnllf--lil'iiliilllnfli!-iil-lil

McKee, John
Duffy, F. Ryan (Senator, Wisconsin), and HWr withdraw
Endﬂrﬂﬂmﬂntﬂ - 1!4;3ﬁ-IilIilliIlII-iiI!-ill-ll!lItlIlil

Mellon, Andrew W.

Jackson 'phones HMJr, Mellon signed income tax return in
Washington, D. CG., and it was then taken to Pittsburgh
and nﬂtﬁriiﬂd there - EjgﬂfﬂﬁilIhiIi-l!litiliillllllﬁll

Mexico
~ Bee Silver
Morgenthau, Henry, Senior
See Americen Red Cross

Narcoties
HMJr confers with Mr. Dollar concerning reports of oplum
carried on Dollar ships - 2/28/35.00ssnesarssaseasnasss
Hew York City Post Office Annex
In connection with Stewart apd Company contract, HWr tells
FDR he believes Ickes 18 having other Cabinet members
investigated; FDR says Cabinet members must get together;
AMJr ssks Ickes for appointment - 2/15/35000ssnnnnnnnsess
FOR tells HWr he understands Huey Long has paseed resolution
asking for information regarding Farley's relation with
Stewart and Company concerning contract for New York
Pnﬂt nfric- MIJI“l‘ilIlll-II-‘IIII#I-i-Il'.lilli"!il-llill
HMJr asks Ickes if Peoples, McReynolds, and Opper B&y look
at his files; tells White House since Farley ig away,
ed to rﬂprnslnt him, tOOsssesssnss
ing investigated just as much
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New York City Post Office Annex (Continued)
Further altercation at Cabinet meeting 2/15/35;
HMJr then asks Ickes and Farley to confer in Treasury -
Ickes to bl"iﬂg Glavis llﬂﬂg-.i-ill-ibl||n|-|t-||-|-|---------i I11
HMJr, Peoples, Oliphant, McReynolds, and Opper confer;
Opper tells HWr he has finally located files of
January lest to 15th in Robert's office; letter from
Vice-President of Stewart and Company to Farley
hclmﬂq-lIillllllll-llill-llIiIillilllIllI'IiIIiiiii‘lIillﬂll
a) Robert's connection investigated; "elean bill of
health™ - HMJr so informs Robert - 2/27/35..400e4s
Dresser (Assoclate Director of Housing, Chicago) memorandum
concerning conference in MMIr'e office in January, 1934 -
2!19;35.|-;|1.--.1---..;.-.--litlli| TEEEERETEEY LR N L]
a) Quotes Tydings as stating that McCooey was exerting
every influsnce to get comtract for Driscoll
b) Dresser inferred from Tydings' remarks that this
pressure in long run would react to the intereat of
Stewart and Com
HMJr 'phones Robinson (Senator) as to his understanding of
procedure mapped out at White House meeting - 2/26/354 004
Farley 'phones AMJr; FDR will not let him see letter which
{5 being sent to the Hill explaining case; HMJr advises
Farley to again approach FDR when he is making movie of

purchase of baby bond next day - 2/28/35 . seacnnnansnsnns
Hewfoundland
See Liquor

Open Market Committee
See Pinancing, Government

e

Prince, Mr.
In conference with AMJr, states it is generally kmown that

HMJr is only Csbinet member working with FDR; all others
are for themselves; HMJr depressed - 2/28/35. s 0ssnnsnnees

M

Recovery Agencies
As gﬂﬁl—ﬂp, HMJr suggests to FDR that medium-sized city be

pelected for m“ﬂﬂ“ Itlﬂfrtllatlt--lu----;--------1--:
Relief
HWIr zﬁ?nrn before Congress in comnection with appropriation -

5!!llil|-r-111lill|ilI-liIlll--iliblllnlthlillitil-q-t

Resettlement Administration
See Budget




5t. Plerre, Island of
See conversations between Crene (Federal Reserve Bank of
New York) and Cariguel (Bank of France) -

l}flﬂj"jﬁlillilililtiiiii----.-----........-............4........
1;22!35--;----11.'tl-|tl.*i.-qq;...p..;. ........ TEE
1;‘.23!35----"-.----“"."‘1"|l‘|.lﬁ-ﬁllIIlIillitlﬂllﬂili

1!24'!‘351-Il-illlllillill'llll--I---.--"Ii.il-il-l._j]-.;pl'-".".

Secret Service
Moran confers with HMJr about drinking while on duty;
HMJr puts entire matter up to Colonel Starling - 2/28/35..
Seed and Crop Production Loan
Johnston memorandum of conference; present: HWr, Marvin Jones
(Representative, Texas; Chalrman, Committee on Agriculture),
Myera (Farm Credit Administratiom), Werburton (Director of
Extension, Agriculture), and Johnston - 1/8/35.cesesesss sien
Silver
Ghi.nﬂﬂﬂ' nﬂgﬂtiﬂtimﬂ rmpitmt'dlilliiihuuliliiliiilllillill
a) Chinese Ambagsador informs AMJr, Kung cannot come
h'l.tt. Eﬂﬂng 'Hill mifﬂ iﬂ ?ﬂﬂﬂuﬂr Eﬁzfjﬁ'liilliilillilill
b) HWr and FDR confer concerning Pittman reaction to
Soong visit; FDR questions how much visit will
accomplish; Hull asked to contact Chinese Ambasgsador
and call visit off - 1;9;35*Iiill-l-l-ll-l-l'lIIllIIl!iIlllll'llll
Kung sends two memoranda explaining China's reaction to
United States silver pro = 1/30/35.casccscnccnssannansnsn
a) Hornbeck and McKay (State Department) discuss cables
with HWr; HWr tells them if situation 1s to be
handled as & diplomatic matter, well and good; when
they have decided it i1s a monetary matter, Treasury
is prﬂp&rud o Prﬂ'ﬂﬂﬂ‘d - Efw_aﬁaanrulf--it--tl-----ri-
Draft of State Department's answer — 2/14/35...ce0000s
mSituation, Problem and Suggested Solution®™ -
a memorandum prepared by State Department, Division
of Far Eastern AffalrBccssvsssevscsccssssssnsnonssnans
FDR finally tells Hull not to send note as drafted
to China; as & monetary matter it will be handled
by Treasury; HMJr still thinks Hull is not impressed...
Haas tells HMJr, Buck is conferring with Chinese Minister;
HMJr aske Buck not to do this - 2}"13"’35-r---ttn---i----iiirn
Bullitt tells FDR, Chinese Minister has shown him a very
confidential cable which he didn't want to show State
Department but wanted information in cable given to FIR
by Bullitt; next day (HMJr and Hull at luncheon), FDR tries
to get situation over to Hull very tactfully; indicates —
Treasury should discuss China's monetary difficulties w
her; Hull did not or would not get FDR'Ss polnbecesssesseeses
Mexic o ;
Bnnu; de Mexico asks Federal Rauar;;ug;gg of Hew York 362
chase of silver - b ok i s il
Ei:nuimhﬁ.] presents letter io HWr from Mexican H.;;::rnl
Association (Credito Minero Mercantil) authorizing Sinclalr
to contract for three to five million ounces of nﬂnr'p-r 2
ponth; HWr does not trust him; after interview, HWr !phone
Burgess (Federal Reserve Bank of New York) to tell Credito o
Minero Mercantil they need no middle-man - 2/26/35 cevnnansrs AL, 4

305
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Sinclair, John F.
See Silver: Mexico
Smith, Tom K. (Boatmen's Bank - St. Louis, Missouri)
See Banking Legislation
Stabilisation
Williams (Harvard) asked to prepare certain information
on gold, stabilization with other countries, relation
batwaen E‘ﬂlﬂ. and Friﬂﬂ'ﬂ, et cetera - 1;3!35----;-----
FDOR tells HWr and Attorney General he wants things
kept unsettled until Supreme Court hands down
Gold Decision; interview most unpleasant to HWJr -
lf‘laf..*}ﬁl"l--j-ﬁitl-llllIll'l.--i--i-il-llil‘liil"l‘l"l-l"'i
a) HWr asks Oliphant if he has talked to FDR or
Cummings; reply is "no"
b) FDR most conciliatory next morning
¢) At Garner dinner, FDR lets HWr know he has won
in Eﬂlﬂ COBB; sessssssisasssss pRsssisisss sl nasans
d) New York Times article on disadvantages if
decision is adverse — 1/15/35.ccscscvesccsasanss
e) Gilbert's (S. Parker) advice if decision 1s
adversa - lf’lifaﬁiiillil-l-l!l!-ll‘ilii!---l'--l'l-lil-ll
f) HMJr, Oliphant, Coolidge, Crene, and Lochhead
make plans if declslon is adverse - 1/21/35. 0000
g) Landis (Securities and Exchange Commission) agrees to
close all exchanges if decision is adverse - 1/21/35..
h) Special telephone connection in Cabinet Room arranged
by HMJr
i) HMJr shows FDR, at luncheon, reassuring statement he
plans to issue to cleer air; FDR ghows HMJr his own
statement and says Kennedy thinks it so strong
"oountry will burn Supreme Court in effigy" - 2/13/35++
Fraser (Bank for International Settlements) tells Crane
(Federal Reserve Bank of New York) Europe cannot understand
why Stabilization Fund does not go into action and bring
dollar within Eﬂl’d pf'i“ - lflﬁfs:f--ili!l.llllllilIIlilllIF
Decision handed down; HMJr, Oliphant, Lochhead, Mrs. Klotz,
and Miss Reynolds in Cabinet Room, White House; MclIntyre,
Early, end Miss LeHand in and out; FDR comes in - 2/15/35..
n; HMJr tells Lochhead to sell silver
b ﬂﬂp}" of decislion. p-t---tl-l--il-i----i--ttnar--i----il---t--
¢) Alternative agendae of immediate 8CtiON.ssesssssnsnsas
ﬂ} mmtiﬂn {H decision were ld'ﬂrﬂjiiilllli--tilnl
e) Message to Congress (1f declislon were adverse)ssseesss
r; Bill to amend Judicial Code (if decision were adverse)..
Crane 'phones HWJr on the Hill and tells him Govermor of Bank
of France had 'phoned that they had asked Lazard Freres to
take $8 million worth; Lagard Freres in Paris agreed to
§, million - Lazard Freres in New York refused to take their
§, million; HMJr tells FDR and FDR unhesitatingly says
"take it"; HMJr calls Frank Altschul and expresses his disgust
with the private bankers; Lochhead and Oliphent advise HMJr to

'Eﬂ “.n?‘.'li-|.|-l.-|il-l'l-'-.-II-II'!IIII---II-Iti.iIllll.iII‘Iliii 1ﬂ1
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Stebilization (Continued)

HMJr, after conferring with Coolidge and Lochhead,
decides to hu,r Enld in London market - lflﬁfjﬁiilliiI'l II1

Bullitt tells HMJr "he wishea France would go off goldj
result - Litvinoff, now getting strength from France,
could then be swung to United States™ — 1/24/35..cc0000

Gilbert (8. Parker) suggests that United States buy
$2,500,000 worth of British currency and “they would be
over on next boat? - 1;23!35lI“‘Flllllll'll"liiilllll

Switzerland is having national referendum on gold standard,
which they may sbandon — go HMWJr tells FDR - 1/23/35.....

Stewart and Company
See New York City Poet Office Annex

Switzerland
See Stabilization

AT

Townsend Plan
Harrison (Senator) asks Treasury to testify; Haas and

Oliphant edvise agalnst; HMJr consults Secretary Perkins,
who says both she and Witte testified and she feels

Treasury should not refuse Harrison; HMJr agrees and
} = E;zl.l"j}j---i----t---ttu

sends Reagh (Government Actuary

=1 =

Unemployment Relief
$, Billion 8 Fund: see Budget

United States Savings Bonds
HMJr announces sale through post offices on or about

3/1/45; ennouncement dated 2/18/35.0sasnssnsssnsssssannas
HMJr visits Bureau of Engraving and Printing to watch .

pri.nting of first bateh - EfEﬂfﬂﬁ...-....._--”--.-u-u-
-B.n]r advance orders - 2;25!35-li1l-ilililIllllli-llIl-ilIllilI'-lll-
H-Ei.'l.llﬂtiMH e 2;2?};35'11--l|-li-|--i-lri--i|iil1!!i-il--itiii"i

U.S5.5.R.
See Stebilization
Universal Aviation Corporation
Copy of 1attarut.ufﬂa1ming from Wideman (Assistant Attorney
G‘En‘rﬂl} - 21/35 s essasrsnsnnnsnnnnasnns s aEEEEEEEE R R R SRR
Jackson memorandum brings HMWJr up to date - 1/30/35.00cscsss
FDR 'phones HMJr case gshould be settled very sool; FDR
doesn't know much sbout case put does ¥now Averill

Harriman and Robert Lehman are involved;
discuss case in detail with him - 2/14/3500ssanssnnrnsnnss

N -
of Customs, Puerto Rico)

Whittemore, Jean (Collector
See Appointments and Resignations




In discussing the proposed visit of T. V. Soong
with Senator Plttman the Senator has pointed out to me:
(1) That it is important that he should come
on the invitation of the Treasury rather
than the Federal Reserve.

That i1t should be understood that he is not
coming here to discuss our silver policy but
rather forelgn exchange problems as it affects

commercial transactions between the two countries.

And, if possible, have it be understood he 1s
coming to this country to discuss reciprocal trade agreements

with the proper departments. If this is made clear 1t can

be given out in a formal statement after his arrival. Eenator

Pittman would be glad to see him come.




Note: H.M. Jr. gave the attached to the

President sometime the early part of 188L.




In order to check up on the varlous recovery agencies,

I suggest that we carefully select a medium-size city in

which to make an intensive study as to the activities of the

various recovery agencies,.

After this study has been made, my suggestion is that
you appoint one representative from each agency to go down
to this city and put on a recovery drive. Out of this drive
we will find which sgencies are doing thelr worlc well, which
are competing with each other amd which have fallen down on
thelr job. ZEvery large mamulfacturing company before it puts
a new product on the market first tests it out in a locality.
You did not have time to do this, I am, therefore, suggesting
that we now maoke this test announcing that whatever mistakes
are uncovered will be corrected., I think that we would learn
a 1ot and that a test of this kiné would give the public

ey
confidence in your sincere effort to not leave a stone unturned

7{

to re-establish good business conditions,




January 1, 1935

Wednesday, December 26th, Bell and I started to work
with the President at £ o'clock and continued through until after
five on the budget. It was the first time that the President had
really thought about how he was going to finance the fiscal year
beginning July 1, 1935. We started in by showing him the 1list of
the unobligated funds from the various emergency agencies. He
took out his pencil and went over the list himself and took money
away from the varlous agencles amounting to about nine hundred and
thirty seven million dollars. I wanted him to do this himself as
I felt he would feel much better about it than if we had plumked
down the list which Bell and I had done before lunch. By letting
the Presldent do it himself he got quite a kick out of it. I
then suggested that he immediately dictate letters to all the
agencles telling them to stop obligating funds until further
notice. Originally the Preslident sald he would only stop their
contracting until the 15th of January but in dictating the letter
he took my original suggestion and let it read until further notlce.
( Copy of one of these letters attached herewith).

He then told Bell that he should see these people and
between Wednesday afternoon and Friday at 12 o'clock they would
have an opportunity to explain why this money should not be taken
away from them.

I next pointed out what seemed to be most important
that the deficit for the next fiscal year should be less than
the deficit for the present fiscal year. I stressed this point
greatly because I told him I felt that if we could point out that
this year would be the peak of expenditures end that 1f next year
would be less we could then say we have broken the back of the
depression. I pointed out that if each year's deflclit continued
to increase that I did not see how we could stop Congress from
forcing us to use paper money with which to meet the deficit.

If, on the contrary, this year would be the peak of the expendi-
tures I thought that we had nothing to fear from Congress.

The President then took a pencil and paper and tried
to figure from every angle hLow we could mske 1t appear that this
year's expenditures would be the highest. After figuring it from
every angle he decided to take the departmental estimated figures
rather than Bell's figures which are much nearer to belng right,
and by taking the departmental estimates we could show a bigger

deficit.

When Bell and I left him Bell particularly was very

much upset at the thought of having to use the departmental
Esttmzias as he felt we would just be faking. When I left the

President after this meeting I was very much pleased because I




felt that I had made real headway and that T made the President
face the issue of financing as I told him in the course of the
conversatlion that I had waited for two months to get a plan from

Ickes and Hopkins on which I could base our financing for the
comlng year and of course I had never received such a plan, and
lacking that I felt that I had to have figures which would show
tnat we had passed the peak of our expenditures this year.

Thursday - December 27th I had Bell and Merz, of
the New York Times, for lunch and we went over the budget situ-
ation. Merz stressed the point that he thought that the most
important thing would be to be able to say that the budget was
balanced except for one item "Relief®, He stressed this so
strongly that it made a big impression on me so when Bell and I
went back to see the President at two I began to work on the
President along those lines, not forgetting of course my other
premises that this year should be the peak of the expenditures.

The first part of the meeting with the President
was spent with Ickes and Hopkins and I could not imagine at first
why the President had them there but as the meeting progressed I
got on to what he was trylng to do, namely, that he wanted to
placate Ickes and had not wanted to do it with him alone. The
President proceeded to sketch rather vaguely what our objectives
werej"‘mentioned the fauct that we needed nine hundred million
dollars to carry on relief and CCC camps from the 15th of
February, 1935, until June 30th, 1935. Ickes, not knowing anything
about the budget picture, naturally was in the dark and he started
to ask the President what would happen to his PWA projects. When
I thought that the President was weakening a little bit I made a
stump speech about balancing the buiget except for relief, my
fears of paper inflatioh and that thls was a much bigger problem
than any individual realized. I think I made it sound quite
dramatic and I know that I was very emphatic about it. Between
the President and myself we just swept Ickes off his feet and just
left him gurgling and murmuring to himself. After Hopkins and )
Ickes left the President turned to Bell grinning all over and sald:
"I made your job much easler" - meaning that when Bell had to
see Ickes and take the money away from him it would be less
difficult for Bell. But what I sald to myself was Franklin,
old boy, you had Bell and me here to help hold your hand wnilEng
you performed the most difficult operation on Ickes and thﬁnk
that I was there to back you up, otherwise we might have had a
repetition of what happened Just a year ago when you signed an
Executive Order for Lew Douglas bringing all of the inﬁepenﬂenﬁ
agencies under the Director of the Budget and Ickes ralsed §u§ .
hell that you withdrew your Executive Order. As a matter o ii
I am going to accomplish just-what Douglas wanted a year isﬂ it Y
I am going about it in a roundabout way and am sugar-coating
so that I hope they will not recognize 1t.
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I told him I didn't think he would have a chance
because the President had stressed his 500 million dollar
figure so often. As a matter of fact, when we first started
he had two 500 million dollars in mind - one for PWA and one
for Natural Resources. Just before we left, Bell brought up
this 500 million dollar figure and pointed out to the President
that the extra amount of money for Army and Navy was taken care
of in the regular budget and would not have to go into the
900 million dollar, so the President agreed to cut the 500 million
to 500 million provided that we pointed out that the extra figure
for Army and Navy would be taken care of out of the regular
budget. The President seemed very much pleased with the finsncial
setup. Went through the Message very carefully and accepted

the page which had been entirely written by Merz which 1s as
follows:

The Flscal Year 1936

"In the Pudget message of last year I sald, speaking
of the fiscal year 1936, that we should plan to have a definitely
balanced Budget for the third year of recovery and from that
time on to seek a continued reduction of the national debt.

hieved
Despite the substantial measure of recovery ac
large.
that statement was made, unemployment 1is still
%ﬁgcgtatea and local units nn; provide a smaller proportionate

t 1s
lief than a year ago and the Federal Governmen
gﬁzigfgiarzalled upon to contimue to aid in this necessary work.

r this reason it is evident that we have not yet
reached a ﬁggﬁt at which a complete balance of the Bugggﬁdczﬂ be
obtained. I am, however, submitting to the Congress di%uraa
for the fiscal year 1936 which balances except for a:g:g i
bl e e unemplgggdEougifgh:;lguggsgeisggh have the

f the Congress
:ggzg;:teuthat, with tha’aingle exception of this 1tez;?::g§rbr
current expenditure of whatever nature will beiiuiiruccurs i
our estimates of current recelpts. ©Such defic N
be due solely to this cause, and it may be EIPE e s ko
as rapidly ss private industry is able to reemploy

are now without work.™
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The President, Bell and I then settled down and
Bell had a new set of figures which were his figures and not
the departmental estimates, and using his figures we were
able to show:

1. A deficit less in 1938 than in 1935.

<« The possibility of balancing the budget except
for relief.

Bell's figures were still sketchy because he
didn't know which year the 900 million dollar fund would
fall into. 4s a matter of fact the figures that Bell had
were still in pencil and had only been handed to him while
he, Merz and I were at lunch. I then stressed the fact how
important it was to have a balanced budget except for relief
and the President listened sympathetically and attentively.

During the conversation with Ickes and Hopkins
I mentioned the fact that the money for the CCC camps would
have to come out of the 4 billion dollar fund for relief.
Hopkins frowned at me. This is important because from that
time on I didn't mention it again because I was fearful that
the President might want to set up a separate fund for the
CCC camps and if he did we could not balance the budget, but
I felt that having mentioned it once I didn't have to rub the
President's nose in it and after all CCC is & hundred percent
relief work and should come out of the 4 billion dollar fund.
Also during our conversation with Ickes and Hopkins the Presi-
dent turned to me and sald do you think we could spend the
4 blllion on these various projects in one year and I said
emphatically no and he got quite annoyed at me. He sald why
let me send a message to Congress saying I can spend 4 billion
dollars 1f you do not think I can do it and I came back and
sald after all, Mr. President, you have asked me a question
and T am glving you an honest answer and whether that nmneirl
can be spent or not is not my job but is Ickes' and Hopkins
Job - so he turned to them and asked them and of course they
both said surely we can spend it - but I still do not belleve

it.

The President during these first two meetings had
read Bell's preparation of the President's Budget Message to
Congress. We went to see the President agaln on Saturday at
10:30 and stayed with him until one. At this meeting Bell had
his figures in good shape and allocated the 800 million dollars
where 1t belonged and the figures showed up the way I wanted
them. In walking over,Bell sald that he wished he could get
the President to cut the 500 million dollar filgure in the
regular budget for PWA to 300 million.
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I consider what Merz wrote is really about the
most important part of the message and ties up his message
of last year with this year on an understandable basis.
The President thanked Bell most heartily for what he hsd
done and Bell certainly deserved this thanks as he had done
a remarkably fine jJob. I whispered to the President that Bell
was on the verge of a break-down and I wished he would urge
him to go away. (I had already arranged for Bell's trip).

The President took my suggestion and urged Bell to EO on a
vacation.

Coolidge had made three suggestions - one of
which I did not show the President at all. The second one
Bell read and the President just brushed it aside. The
tnird suggestion - that we show separately the total amount
of money spent by the govermment for war veterans - the
President thought a good idea and told Bell to set them up
in that manner.

We have completed three sessions with the President
on his message. During the time that Bell and I were with him
alone he never raised his voice once, he never got irritated
and we were able to get everything over that we wanted. As
we left he sald to me well my Budget Message is so tory that
I will have to put in all of my radical suggestions in my
message to Congress. I left and told him to go as far as he

liked and to please remember my suggestion on taxing Holding
Companies and Corporations would most likely be as radical as
anything he might suggest. I also said Mr. President, you
have made me very happy and I want to tell you the reaction
your message has had on Coollidge who says enthusiastically

I can go out and refund 5 billion dollars worth of government
obligations as a result of this message.

I feel that I wlill most likely never again have to
face as serious a financial problem as the one I had just gone
through with the President and I now feel that I have mothing
to worry about from Congress as I do nqot believe that any
group would have the nerve or the backing to try to bust this
budget which is balanced except for relief. The future will
tell whether I have passed the worst financial crisis as
Secretary.
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January =2d

Coolldge, Eccles, Crowley, Oliphant and O'Connor
were called 1n to the Secretary's office. While the Secretary
was away Mr. O'Connor told Mr. Coolidge that he had received
information about Mr. Crowley which was serious enough to force
Mr. Crowley to resign. Mr. Coolidge suggested that all action
be withheld until the Secretary returned. This meeting to-day
was called so that Mr. O0'Connor could make directly to
Mr, Crowley what accusations he had to make.

Mr. O'Connor explained that when Crowley's name
went up to the Senate Vandenberg got in touch with him and
asked for a recent check-up of Crowley's loans because he felt
that Crowley's indebtedness was too great to permit him to
have anything to do with hational debts. O'Connor immediately
got in touch with Crowley and Crowley said he was dellghted to
have a check-up made and suggested a man by the name of Hopkins
who he sald was a good examiner and O0'Connor gave Hopkins per-
mission to go ahead with the examination. Vandenberg was not
quite satisfied with the facts and O'Connor told Vandenberg
to withdraw his objections, make no further check-up and con-
firm Crowley. This Vandenberg did and Crowley was confirmed.
O'Connor further explained that recently statements were made
a4t the Capitol that an investigatlon was golng to be made
about Crowley's activities. O'Connor immediately, after this
gossip was spllled, began to look into Hopkins' report and
found many facts and figures untrue.

Mr., Crowley was then called upon and gave the
following story about himself. (This is the same story that
he gave Secretary Morgenthzu on October 1llth when the Secretary
asked Crowley for a record of Crowley's activities for his flles.

"For your record, I am pleased to submit to you a
brief history of my activitles during the past few years.

For a great many years I have been assoclated in
many business activities in Wiscomsin largely with my four
brothers. I have never been assoclated with any promotion
development nor any corporation which offered stock to the
public. In the early part of 19268 two of our banks became
seriously involved, both of which were institutions that 1
was not in any way assoclated ni;.hi my connection always

being with other institutlons an had no financial interest
in these. I was drafted to try and save these institutions
and one of my first acts was to put in $600,000 with some of
my friends in one of these banks and sold 1t to another banﬁing
corporation with the understanding that I was to remain wit

while they were working out plans of a
:Eggag?r %ﬁghrfaﬁid. 1% completed this contract and withdrew

from the banking field at that time which was in 1932, and I
have never been associated actively with banking since.
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My self and brothers had very large interests in
paper, lumber, oll and other interests, and two of my brothers
were in the market quite heavily and had some heavy current
obligations. In order to avold any unnecessary loss to them
I offered to endorse their obligations, and it was arranged
for a long term extension and their notes are not due for
several years yet. I did this on account of our family pride
and my desire to see that they were given an opportunity to
meet these obligatlons in a perfectly normal way. My attorney
and the president of the bank both advised that it was not
necessary to endorse this paper, but I told them I much pre-
ferred to do that and when I endorsed these notes it was
with the understanding that I was not to put up any of my
personal collateral.

Personally, I was never in the market, have always
been extremely conservative and none of my connections in the
past or at present can be in any way embarrassing to me.
Neither my family nor myself own any bank stock or have any
connection with banks either directly or indirectly. I have
no bonded indebtedness, mortgage indebtedness nor current
indebtedness. The only obligation I have is this indirect
obligation.™
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Many questions and answers were flung back and forth between
Crowley and O'Connor. Finally Crowley broke down and cried.
He became quite hysterical. The Secretary then sent O'Connor
and Crowley out of the office and those present in the Secre-
tary's office declded that Coolidge would make a further
investigatlion and question O"Connor and Crowley at great
length. The Secretary had his doubts about Crowley's honesty
while the rest of us felt that Crowley was telling the truth
but it was impossible to get Crowley to make any definite
statements. He merely generalized.

On or about December 3lst Mr. Crowley gave the
Secretary a sworn affidavit showing his obligations. It is
as follows:

"Leo T. Crowley, belng first duly sworn, on oath
deposes and says:

l. That he does not own or control any stock or
have any proprietary lnterest whatsoever In any State or
National bank, mutual savings bank or trust company, or in
any company that owns or controls any such stock, and

2. That he does not own or control any stock or have
any proprletary Interest whatsoever In any company that elther
operates, manages or controls a public utility, and

_ 3. That he does not own or control any stock or have
any propriletary interest whatsoever in any corporation,
association or partnership the business or activities of which
would be incompatible with his duties as a public servant, and

4, That a written asgreement has been made whereby
his brothers have so arranged their bank obligations, to which
he was a party, that he 1s relieved of any liability, direct
or indirect, to any State or National bank, mutual savings bank
or trust company, and

5. That he is not otherwise indebted, directly or
indirectly, to any State or National bank, mutual savings bank
or trust company.

(Signed) Leo T. Crowley

Sworn to and subscribed before me this 31st day of December,
1934 in the city of Washingtom, D. C.

. Ire Notary
My commission expires Henry I ¥
August 10, 1939. Public
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Senator Vandenberg told Mr. Morgenthau when he went
to see him the afternoon of January 24 in regard to Leo Crowley
that the information which came out of 0'Connor's office was
given to him by Senator Couzens'! Secretary. Vandenberg told
¥r. Morgenthau that Crowley was not confirmed until O'Connor
cleared him and it was, therefore, understood that Crowley was
0fConnor's man. Vandenberg knows all about Crowley's hav
gone to see Senator Glass and Vandenberg also sald that Glass
thinks O'Connor 1= the only honest man in the Treasury. Mr. Mor-
genthau told Senator Vandenberg that in a matter of this kind he
had no friends and that he was goilng into this thing thoroughly.
Either O'Connor will have to substantlate hls statements or he
will have to withdraw them.
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On January Tth, Mr. Coolidge handed in a statement
to the Secretary in regard to the investigation on Leo Crowley.
This statement i=s attached herewith. I am also attachling a
statement prepared by Mr. Crowley's lawyers.

The information contained in Mr. Coolidge's
statement about Crowley do not agree with the facts contained
in the sworn affidavit given the Secretary by Crowley.

About a week later, I belleve,the GCecretary again
called in Mr. Crowley and Mr. O'Connor. Mr. O'Connor took
the statement prepared by Mr. Crowley's lawyers and sald that
he wanted to make & further investigation. &t this meeting
Mr. O'Connor accused Mr. Crowley of having a man in his organiza-
tion by the name of Owens who did the purchasing for the FDIC,
who accepted graft. Mr. O'Connor said that he had called this
to Mr. Crowley's attentlion and up to date Mr. Crowley had done
nothing about it - implying that Mr. Crowley shared 1n the graft
recelved by Owens.




MEMORANDUM RE: LFEO T. CROWLEY

In 1927, Mr. Leo T. Crowley and his four brothers
were prominent cltizens of Madison, Wisconsin; active in business
and in no sense forming a partnership, each having his own
interests. In 1928, Mr. Leo T. Crowley was asked to take charge
of the Wisconsln State Bank, one of the two large banks in the
city, as the bank was not in a satisfactory condition. From that

ime on he was closely ldentifled with the banking situation and
became interested in the Wisconsin Bank Shares, Inc., at a
period after 1ts formation.

He and his brothers owned together several companies
which might be termed as family companies. As the depression
deepened the individuals and the companies had difficulties in
meeting thelr obligations. In September 1932, a general reoganiza-
tion of the family affairs was arranged to the mutual satisfaction
of the famlly and the creditors as the best way out of the situation.
411 the exlsting short-term indebtedness was pald off and the
following obligations were 1lssued:

$510,000 - & per cent - dus December 31, 1938.

Note signed by . T. Crowley and endorsed by his four
brothers to the extent of $50,000 individually.

#100,000 - amount of Goodall Lumber Company 5 per cent, due 1937
$£75,000 - amount of General Paper Company 3-5 per cent, due 1937.

(The brothers continue to hold thelr real estate unpledged)

It would be difficult without an exhaustive analysis
to determine the value of the various securitles pledged, but a
list 1s attached. It is Mr., Crowley's belief that the companies
are good for considerably more than their indebtedness, and his
personal debts will be repald if business is fair and values improve.
It is probably impossible to judge fairly the value of the securitles
under present conditions.

The personal and company obligations are held by the
Wisconsin Bank Shares, Inc., or subsidiaries.

The Wisconsin Bank Shares, Inc., controlled banks
with deposits of about $200,000,000. In September 1934 the
Reconstruction Finance Corporation bought preferred stock in their
banks to the extent of $14,000,000 and has loaned the Wisconsin Bank
Shares, Inc. $4,000,000 on assets they withdrew from the banks.
$10,000,000 of the $14,000,000 was in the First Wisconsin National
Bank, a bank which at no time did Mr. Crowley have any interest 1in.




The amount of Leo T. Crowley's personal indebtedness
which was pald off at the time of the reorganization of the family
affairs amounted to $13£,000.

Mr, Crowley has $1,000,000 insurance of $50,000 to
$75,000 surrender value.

I wouléd say that events caused the formation of a close
business relationship between the five Crowley brothers; that they
owe the Wisconsin Bank Shares, Inc. and subsidiaries $510,000 directly
and that their holdlngs are pledged for this loan; that the companles

owned by this group owed another $375,000 to this Corporation and
subsidiaries.

It was entirely known that Mr. Crowley was Interested
in this Wisconsin banking situation. 4s far as hls affairs were
concerned they were definitely settled before he came to Washington.
Mr. Crowley took no part in the activitles of theReconstruction
Finance Corporation with the Wisconsin Bank Shares, Inc. and
subsidiaries. The family's Joint obligation 1s fixed for & perlod
af time and his brothers are taking care of the family interests.




18

At the time of my confirmation as Chairman of the
Federal Deposit Insurance Corporation a year ago, the relation
of my brothers, myself, and our company was the subject of a
speclal Investigation by the Comptroller's office, and the result
of such investigation was apparently satisfactory, but because of
& report made by another national bank examiner some two months
later a misunderstanding has arisen which I desire to explain.

For many years prior to 1928, my four brothers
and myself were actively engaged in business, first in the
operation of a Wlsconsin corporation known as the General Paper
and Supply Company (later known as General Paper and Crowley
Wholesale Grocery followlng acquisition of a wholesale grocery
business at Belolt, Wisconsin, and later on the Goodall Crowley
011 Company with some thirty-five service stations located in
the City of Beloit. These corporations asre what are commonly
called family companies as the common stock in both is exelu-
sively owned by us and we have at all times managed and operated
them.

In addition to the above named corporation, we
invested in Wlsconsin corporations located at Madison, Wisconsin,
which were engaged in owning, improving and developing real
estate in Madison and wvicinity. I was thus engaged until 1928
when I became President of the Bank of Wisconsin, Madison,
¥lsconsin.

This bank had been established some twenty years
prior to 198, and for reasons for which I was in no wise
responsible, it was in a very unsatisfactory condition, and at
the solicitation of the bank's stock-holders I accepted the
presidency and thereafter devoted most of my time to its affairs.
In order to strengthen the cash position of the bank, additionsl
stock was issued and sold with the approval of the State Banking
Commission, whereby the bank received $600,000 in cash and
approximately one-fourth of this sum was paid in directly or
indirectly by myself and brothers. In 1929 the bank was acquired
by the Wisconsin Bankshares Corporation, but I continued as
President until February 2, 1932, when the bank was taken over
by the First National Bank of Madison, Wisconsin, which was
another Bankshares' bank. Before this merger I was asked by
Bankshares to take the presidency following completion of the
merger but I declined. Immediately after leaving the bank 1n
the spring of 1932, I was appointed Chairmen of the Wisconsin
Heview Board by Governor LaFollette and assisted in organizing
the Board, represented the Banking Department in legislative
matters, and was active in banking affairs throughout the State
until I became Chairman of the Federal Deposit Insurance Corpora-
tion a year ago.

In the operation of our two companles it had been

our practice for years for us to borrow individually for the
benefit of the caipanies and likewise to borrow from tga companies

el e S
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in order to purchase property for thelr benefit. Thus in the
past property has been acquired by one of us and held for several
years and sold, or conveyed to the companies which had loaned the
purchase price.

Unfortunately, the depression found us indebted
as individuals and our companies as well. Our condition was the
subject of a special lnvestigatlion through the Comptroller's
office by Speclal Examiner Hopkins. Preceeding my appointment
25 Chairman of the F.,D. I. C. Hopkins reported to the Comptroller
on February 1z, 1934, and I am informed that on April 6th following
another bank examiner commented on our relations to the banks,
and without some explanation, these two reports might be deemed
at varlance.

In the Hopkins' report it 1s stated that on
February £, 1932, Leo T. Crowley was personally indebted to the
State Bank ofWisconsin in the sum of $99,966.60, and to First
Wisconsin National Bankaof Milwaukee in the sum of $32,500. This
report shows that between February £, 1932, and February 12, 134
(the date of the report) that $79,741.59 was paid on such indebted-
ness to State Bank of Wisnunﬂin.wﬂinh would have reduced the
amount personally owing by him to both banks to the sum of
$§52,725.01, but for the fact that in the meantime an agreement
was negotlated with the banks whereby Leo T. Crowley voluntarily
assumed the obligations of hls brothers, guaranteed by them,
amounting to $320,251.27 to State Bank of Wisconsin and $1£7,795.58
to First Wisconsin National Bank of Milwaukee. The foregolng facts
are set forth in detail in the Hopkins report to the Comptroller
and 1s a part of the Department's files. In the report made by
some national bank examiner on April 6, 1934, my indebtedness to
the First Wisconsin National Bank of Milwaukee, including that
which I voluntarily assumed, is stated to be $274,295.58, whereas
the Hopkins report shows the amount to be $160,295.58. The
discrepancy 1s accounted for by the inclusion in the first report
above mentioned of $108,500 evidenced by note to First Wisconsin
National Bank signed by myself and A. W. Schulkamp. This note
represents a balance on a note which we gave for money borred for
our banks as explained in the letter of Mr. Thomas hereto attached.
Neither of us received any benefit therefrom, and have since been
relezsed from all obligation thereon.

In view of the conditions accompanylng the depression,
although we had operated our companies on a small profit, I deemed
1t wise to obtain an extension of time for the payment of my
personsl as well as our company indebtedness in the hope that
business conditions would improve and values would again becuzg
normal, and with this idea in mind, negotlations were camgenc
in the spring of 1932 with the representatives of two cre itor
banks and an agreement was reached and became effective 5
September 8, 1932. Urder this agreement Leo T. Crowley parsgna y
sssumed the indebtedness above mentioned, giving his personal notes

i
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therefor, guaranteed by his brothers, dated March 1, 1933, at

of due on or before five years after date, payment Eaing secured
by certain stocks, bonds, and other collateral of some twenty-three
different corporations, all of which except six were Wisconsin
corporations .operating in Madison and wvicinity. Amongst other
collateral was a mechanics llen against an office bullding in
Madison for the sum of $78,277.59 which was subsequently taken
over by Wisconsin Bankshares at face and applied upon my note
indebtedness. I am advised that the examiner who made the
report on April 6, 1934, indicates that the only collateral

back of my notes consists of some common stock iIn the General
Paper and Supply Company and stock in a closed bank of Madison,
Wisconsin. This i1s evidently a mistake. Some of the collateral
consists of common stock in the General Paper and Supply Company,
but there has hever been any stock in any bank in Madison placed
as collateral to either of my notes. ©Some of the collateral
consisted of Bankshares stock which I ordered sold and the
proceeds applled on the notes.

Under the contract of September 6, 1932, the Goodall

Crowley 0il Company debt of $100,000 was extended five years

vable in annual installments ranging from §10,000 a year to
Egﬁ,ﬂﬁﬂ per year and the interest rate was reduced from 524 to
54, In consideration of this extension I pledged a life policy
in the principal sum of $100,000. Pursuant to this agreement
of September B8, 1932, Generai Paper and Supply Company was
granted an extension of five years on its obligations, with
Interest rate reduced from 5% to 3% the first year, 4% the
second year, and 5% thereafter. I also secured payment of
this compary's obligation with insurance on my life in the
aggregate principal sum of $275,000. In neither case was
the principal of any obligation in any wise reduced. The
only concession was in the interest rate and extension of
time of payment as above set forth which I feel was amply
compensated by posting collateral consisting of life insurance.

Apparently there is some statement in the report of
the examiner of April 6, 1934, to the effect that some four
year plan had been agreed upon between ourselves and the banks
which had falled and the result was the giving of my notes
dated March 1, 1933. There never was any four year plan.
These notes were given March 1, 1933, in accordance with the
terms of the contract of September 8, 1932.

teral
My personal notes, above mentioned, and the colla
securing the payment of Eﬂmﬂ: are now held by the First Wiscgﬂsin
Mortgage Company of Milwaukee, Wisconsin, whose stock 1s own
by the Wisconsin Bankshares Corporation.

he
Our two corporations have no indebtedness except to t
banks and there is no mortgage or other lien against thelr

properties. What the assets of these uu.ganies wlll be worth
at the end of the extension period in 1987 is, of course,

impossible of ascertainment, but I was somewhat encouraged by
an offer received since 1932 in excess of a little over $200,000
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for the property of Goodall Crowley 01l Company which property

we could have sold before the depression for nearly twice that
amount.

I am still carrying life insurance in the aggregate
principal amount of §

I am in no wise concerned with any loan obtalned
by either of these banks or by Wisconsin Bankshares from the
Reconstruction Finance Corporation and as far as the Federal
Deposit Insurance Corporation 1s concerned, neither of these
banks has ever sought a favor and nothing has ever developed
which indicates that I cannot act fairly and impartially in
my official contacts with them.




TREASURY DEPARTMENT

Washington

FOR IMMEDIATE RELEASE, Press Service
Thursday, January 3, 1935. No. 4-2

Secretary of the Treasury Morgenthau today announced that the additional

issue of 3-1/4 percent Treasury bonds of 1944-46, as a result of the exchange

of second-called Fourth Liberty Loan bonds, amounted to $456,897,300. The
subscription bnoks for this issue were closed on October 11, 1934. Subscriptions
and allotments were divided among the several Federal reserve districts and the
Treasury as follews:

Federal Reserve Total Subscriptions
Bistrict Received and Allotted

Boston $ 20,098,800
Hew York - 134,381,300
Philadelphia 24,179,600
Cleveland 62,271,500
Richmond 21,968,150
Atlanta 10,842,300
Chicago 65,578,400
Ste Louis EE,E‘?E,&Uﬂ
Minneapolis 12,235,400
Kansas City 25,946,550
Dallas 9,010,450
San Francisco 20,886,500
Treasury 21,125,560

Total $456,897,300
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2 Mr., Morgenthau called in Professor Williams of
Harvard and talked to him about hls golng to work on getting

together various information on gold. The following things
are troubling me:

Why should we let all of this gold pile up in
the United States? The answer that i1s given is that we have
to buy gold at $35 in order to stabllize the exchange. Sooner
or later we will have to make some decision unless by letting
rold come into this country we force the other countrles off

the gold standard. Is that good or bad for us? ©Should we try
to direct this thing?

I want an explanation of the Britlsh currency.
I want this set down in laymen's language.

Do we want to have the right to buy gold only when
we want to do so - the way we are doing with silver?

Professor Williams asked whether Mr. Morgenthau
wanted to explore the possibilities of stabilization with the
other countries. The answer was yes.

Should we review the relation between gold and
prices. The answer was yes.

Professor Williams also suggested exploring the
sentiment abroad.

Professor Williams said that he had heard that
England feels we ought to take a step forward and, of course,
we feel that it is up to England.

Mr. Morgenthau then told Profeasor Williams that
if he got all the facts together Mr. Morgenthau would then be
in a position to make recommendations to the President.

Mr. Morgenthau asked Professor Williams to review what
devaluation of gold has done. What were our reasons for doing
it and did we realize what we set out to accomplish? The
President had told Mr, Morgenthau that it had not worked and
Mr. Morgenthau does not agree with the President.

Professor Williams said he would get started on
gathering together all this information and will have a report
for Mr, Morgenthau before long.
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;ommittee met in the Federal Reserve iloard room at 2:15 P.M. 24

Ha mentioned specifically the problems of building and repsirincs urban

January 3, 1935. tif,

-
The sub-committee on Housing of the Interdepartmental Loan !

Those present were:

Mr. fahey, -hairman, FHLBB,

Mr. Lecles, Covernor,FRB,

Mr. Moffett, Administrator, FHA,

VMr. Jones, chairman, RFC,

Mr. Ickes, Secretary of Interior,

Col. Horatioc B. liackett, Division of Housing, PWA,
kr. Upham.

Mr. "ahey stated that the purpose of the sub-committee and of

e EW e T e e e —

the meeting was to develop ideas for a unified housing program to

-t

rresent to the Interdepartmental Loan Committee and to the President.

P e o
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rural home development, a2nd considerations now prevalent in the

nomes,
vaneral reacl estate field as a whole. Matters in which the HOLC, FHA,
Fi., and RPC are concerned should be taken into aceount.

. 30 far as the HOLC and the 7HA are conecerned, lr. Wahev said,
the broad problem is the que:tion of how much further they should be

rrovided with Covernment funds, and to what extent private institutions

(with aid) ean take over the burden.

The HOLC has $5,800,000,000 of applications, end $3,000,000,000 |

to meet them. $2 billion 4 has been peid out 2nd the rest of the $3 |

billion committed. This leaves $2 billion 8 of applications left over.
Ninety

Lendinz institutions will have received by March $3 billion.

per cent of them will be in shape to take their share of the hurden.

Jut there will be $1 billion 5 to §1 billion 8 of mortgages of the type

h the lending institution either can't

HOLC was intended to take whic

or won't take.
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. Members of the HLBS can take some. There are 3,000 members

gitn assets of §3 billion 5 and $90 million borrowings, The chief 25
harrier in getting them to borrow from the FHLBs and to lend the

rroceeds i1s the interest rate they have to pay, which is four per

Mr. Fahey suggested that the Joint-obligation debentures of
the FHLBs be made rediscountable at the FRBs at a low rate or that
the Government appropriate $500 million to buy these debenturas or
that the RFC buy $500 million. That is all the FHLBs can use 1in
the next year and & half and maybe then the member institutions caﬁ
take care of things themselves. It was suggested that there are
1ifficulties in the way of membership in the FRS for mortgage lend-
ins institutions, although some sort of assoclate membership might
bhe worked out or it might be accomplished through membership of
the FHLBs in the FRS. Even thenonly short-term rediscounts are

available. Mr. Eccles suggested that the problem is to refinance

existing mortgages and get some new construction. The banks have
plenty of funds, but they stress liguidity. If the FRB were civen
broad authority to determine eligibility of paper for rediscount,

the mortgages in the banks might Dbe given the liguidity needed.

The rate is the main difficulty, he seid, and added that if mort-
carpe institutions eould get funds at three per cent to loan at five
it would help.

Mr. Jones suggested that the B&LA's do not like to make new
loans until their old ones are in better shape.

Mr. Fahey responded that some of them are in good shape -but
those that are not spoil the whole community. He cited Dayton, Ohio

as an example. There are 18 assoclations in Dayton, with $160
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million of assets. Elvem of them were taken over by the State and
the community paralvzed. 26

There are 1000 Federal savings and loan associations in
operation, with $139 million of capital, only $11 million of which
is Government money.

Mr. Jones suggested that the sub-committee recommend that cheap
money be provided for the FHLBs and to ask Congress for Just as
little as possible.

Mr. Moffett said that such a program would put the national
mortgage associations out of business. Mr. Eceles answered that they
are not in business. Mr. Moffett said they could not start unless
the law was emended to permit banks to buy their stock. Mr. Eccles
stated that the banks wouldn't if they could, that Title III would
never work snd he had slways thought so. Mr. Moffett said that
he thousht the banks would buy stoek, and that Mr. Ardrey had told

him he had assurances from banks in New York Gity and elsewhere that

they would and that the chances were good for the establishment of
five or six national mortgage associations. Mr. Jones interposed
to suggest that that question De disregerded for the moment, and
asked if the committee should recommend that the FHLBs be permitted

to rediscount at the FRBs or that they be permitted to borrow from

the RFC.
Mr. Fahey then brought forward for consideration the Federal
savings and loan assoclations. $100 million has been authorized

for them. $50 million has been appropriated. §11 million has been

spent. $20 million more 1is committed. Where to get the other $50
Eocles

million whieh has been authorhized but not appropriated? Mr.
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b surgested that that problem would not be aecute for several months,

snd Congress would still be in session. 2?

Mr. Fahey said that he was interested in two other matters, one
s direct interest in possible action by Congress to give the HOLC
another $billion or so to spend; the other a contingent interest in
sction with respect to the FHA and the extent the insured mortgage
¢can be relied upon to take over the burden now resting nn the HOLC.

Mr. Ickes stated that he was depending on the PVA to take care
of the housing program in which he is ihterested. It will be con=-
fined to slum clearance and low price housins, some rural home
development and subsistence homestead development. He expected a
lump sum in the budget for these purposes, he sald.

Mr. Moffett reported that action under Title I of the Federal
Housing Act providing for renovization and modernization of houses
is rcetting under way. So far as Title II is concerned, providing
for mutual mortgage insurance, the chief difficulty is 1in getting state
laws changed to permit lending institutions to lend up 1o 80 per
cent of appraised values. Title II will funection only about 20 per

cent efficient, however, he said, unless Title III is cleared up by

letting financial institituions buy stock in the national mortgage
associations the same as they buy stock in the Federal Reserve banks.
If that is done, Mr. Moffett thinks, then mortgage associations will
be formed. He thinks the public should buy the debentures of the
national mortgage associations instead of buvingd the insured mort-
rages direetly. Mr. Jones asked about smending the National Bank Act
as suggested. Mr. Eccles said that it would be going counter to the

idea that national banks should have no gecurity affiliates and should
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not deal in securities. Mr. Jones asked what the Federal Haaarvallﬂt“u ]

Board would say, and Mr. Eeccles replied that it had not been 23

discussed in the _oard.

Mr. Eccles was of the opinion that banks will not engare in
the business of lending mecney, insuring the mortgages, anl then
selling them at a discount. He recards the National Mortgagce
desociatlions as an unnecessary link in the chain. They have to get
their funds from the public. The institutions with funds are the
ones that should lend. The Federal Reserve Act should be amended,
in his opinion, so that mortgages can be made eligsible for rediscount,
and thus the lending be done directly.

Mr. Moffett reported that the FHA has 2000 firms sigmed up for
insurine mortgages, but no National Mortgage Associations formed.

Mr. Jones suggested that Senators [fletcher and Glass be econsul-
ted before any legislation is agreed upon,

Mr. Ececles stated that smending the Banking Act to permit banks
to buy stock on National Mortgsare Associations will not do any good
and is unnecessary. If the stﬁuk is good enouzh for the benks with
lecislation it is good enough for the insurance companies and other
lending agencies without legislation, and they can buy without
legislation but have not done so. It will not mean a thing to amend
the National Bank Act.

Mr. Moffett said there must be a rediscount agency.

Mr. Jones was of the opinion that the banks would not buy, and
suggested a reduction in the capital requirement for National Mort-

gage assoclations.

Mr. Eccles remarked that there are no insured mortgages 1in
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existence, and Mr. Moffett repl;eﬂ that they are getting some and
that there are lots of applications. The FHA can't get started
overnizht, he said.

Mr. Eceles said that the regulations under Title II were too
strict and would have to be changed.

Mr. Moffett was of the opinion that they could market four
per cent 10-year debentures and two per cent short terms. He added
that publiclty with respect to a proposed provision of three per
cent money and a twenty per cent subsidy by the PWA had made it
next to impossible for FHA to do anything. Everyone is waiting to
see if it is true and what it is all about.

Mr. Jones suggested that Mr. Moffett visit letcher and
Stearall and "plow the ground”.

Mr. Moffett remarked that either the lNational Mortgage Assoclia-
tions must be set up as a rediscount arency or that some other
aFency must be set up.

Mr. Eccles stated the problem as one of getting costs down
and rents up end providing a subsidy for the gap in the meantime.,
It would be political suicide, he said, %O tell the homeowners and
#inancial institutions that values and rents must come down and
losses taken. That process has not stopped, he said, but HOLC 1s
carryving the burden. Old homes are & better buy than new ones, he
seid.

Mr. Moffett said he looked on it as the HOLC stopping fore-

closures, taking care of the distress, and giving "HA e change 10O

restore values, on a long Trange plan.

He suggested the continuance of the long range plan, giving

both Title II and Title III a trial. He asked that the door not be




-
shut on the "private enterprise" show. There must be a market for
the insured mortgage. The publie cannot buy them.

Mr. Jones stated the position of the RFC as being theot of
wanting to cooperate with all of the agencies as long &s they were
in operation. ‘Mr. Eccles suggested that the 3FC might buy stoek in
the Netlonal Mortgage Associations. Mr. Moffett replied that that
would be Government in private business, and that what the associa-
tions need 1s standing, not capital.

Mr. Moffett suggested that both Rieffler and Harrison ware of
the opinion that the banks would buy stock in the National Mortgage
Associations. Mr. Jones said that they either did not know or they
were not frank. Mr. Pahey said that Rieffler d4id not know--they
tock him in. The Real Estate Board people wanted a place to sell
their wmortgages, not to borrow against them. Congress would not
stand for that. They insisted that it be done on a sound basis. The
builders get profits and commissions and want the Government to
insure and take the loss,

Mr. Eecles suggested that the legislation needed is for the

RFC to purchase stock in the National Mortgare Association and

the purchase of mortgage association stock by National banks and
the banks would not buy it anyway. The mortgage association would
he a security affiliate, which Congress has gone to great pains to
eliminate. The way toopen the mortgage field is to get cheap money

from the Federal Savings and Loan Associations and then et the

'
'r purchase debentures of the Home Loan Banks. Congress will not APprove
]

commerceial banks to use their excess funds in acquiring and holding

‘ mortgages.
Mr. Fahey said it is impossible to get out of the difficulty
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. unless the private lenders can be stimulated. Three per cent \

funds for slum clearance is alright, but it should be made clear 31 :
that there will be no three per cent money for individual homes.

Mr. Eceles said that rents are too low to bring private
capital in. Low cost housing pulls down the rent structure in

the whole area. He suggested that the Covernment clean the slum

out and then let the private interest build it up, with a subsidy.

short circuit the money from where it is to where it is needed,
without going through a Government bond, as is being done now. Make
the mortgaze in the banks as good as a Government bond in the bank.

It was agreed to meet again at 2:30 P.M. on.Monday, Jamuary 7.
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January 3, 1935,

mental Loan Committee met at 2:00 P.M. in the office of Under-

secretary Coolidge.
Those present were:

Mr. Coolidge, Undersecretary of the Treasury,

O
5 A sub-committee on Farm Credit legislation of the Interdepart-
i

’ Mr. Myers, Governor, farm Credit Administration,

i Mr. Hill, Deputy Governor, Farm Credit Administration,
i Mr. Hovey, General Counsel, Farm Credit idministration,

Mr. Talley, President, Commecdity Credit Corporation,

Mr. Buckles, Agricultural Adjustment administration,

Mr. Gaston, Assistant to the Secretary.

Mr. Upham.

4 summary of legislation proposed by the Farm Credit .dminis-
tration was presented. It was informally approved by the sub-
committee and Governor Myers was asked to prepare a more conclse
memorandum for submission to the 3ecretary and the main committee.

Later a digest of the .mendatory Sections was received.
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January 4th

Senator Duffy ecalled Mr. Morgenthau to-day
and said that he wanted to withdraw his endorsement of John
McKee. He told the Secretary that he was at a meeting and
could not tell him why but that the next time he saw him he
would. The Secretary then told Senator Duffy that he too
withdrew his endorsement of McK ee. e

:t l::-,_-llll.
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Honorable Henry Morgenthaa, Jr. |
Secretary of the Treasury |
Washington, D,C. |

|

1
‘ Dear Henry: I

!

L

The attached letter came to me today and I am
passing it along to you for whatever conmsideration you feel
it merits. So you will not misunderstand, Henry, I want you b
to kmow that it came to me wholly unsolicited; as a matter of !

fact, I do not know the Mr. Coffey who wrote the letter.

Sincerely,

l
L I |

JAF: MCD .
Enc. i




ﬂ) Madison, Wisconsin
: Dec. 31, 1934,

Hon. James A. Farley,
/aghington, D. C.

lear Genepal Farley;

Following is a report on Leo T. Jrowley-
l.re Crowley made his first money of any importance on a rising mar-
cet during war time, His succesa continued through the years until
the depression.

He acquired the General Paper Co. of this city, then oil stations
and other properties, finally taking over The State Bank of Wimsconsin
of this city of which he assumed the management in, I think, 1928 or r29,

About that time he was maiyly responsible for the election of
'+ &. Schmedeman to the office of Mayor of WMadison. Mr. Schmedeman Grow=
ing old and never a gtrong character, has been dominated by Mr, drowley
for FeAr8.

Because of Mr. Crowley's penchant for speculation he was always
consldered unsafe by careful bankers., With the depression money trouble
came to him from all sides. He then put his bank into The Wisconsin
Chain Bank System continuing as manager. He mlso travelled over this
territory and urged other banks to join the chain. Much success attend-
ed ed his efforts, and one lawsult that I recall at Portage, Wisconsin

Finallf late in 1931 he acted to save himself. He satisfied a
mortgage of 330,000, on his home, replacing it with a mortgage for
#60,000 out of the bank, Property in Wisconsin is asseased at 1007 by
state law. Mr. Crowley's home was assessed for §$32,850,.00, He also paid
two mortgages on his paper company building totalling 348,000, replac-
ing them with one to the Bank for $75,000, due $5000, in one year,
#6000, in two yerrs, and $65,000 in three years, Assessed value of this
property is $49,900. Public records show the above. I am informed, and
believe, he put . $n his unsecuredm note and took out another £75,000.

During 1932 his bank was forced to liguidate. The chain bank
people forced him to make a partial adjustment of the above at that time.

While matters were apparently 0.K. with Mr. Crowley,Phil La-
Follette made him a member of The State Banking Board of Review. Next
came Mayor Scdmedeman’'s election to the Governorship in the 1932
Roosevelt landslide. Mr. Crowley at once took control of that office
and was actually the Governor until a few months ago when he went to
Jashington.

He worked with the Conservative or Reactionary Republicans,
in fact the Wiscongin State Journal of this city, a Conservative Pﬂp;r'
has been and is his mouth-plece and advertising medium., He handled the
farmers milk strike with the State Militia. He issued scrip zg the
3tate Banks at an extraordinary political expense to the banks.




Mr, Farley No. 2

He forced the firat Democratic Assembly in forty years to vote
egainst the Initative and Referendum law. More than fifty of these asg-
semblymen were retired last lNovember. He even tried to issue every sa-
loon license in the 3tate from the State Capitol. He dominated the
3o i e and other rellief programa and appointed large numbers from fami-
lies of his friends, oausing much merited criticism, Finally he attract-
ed the favorable notice of lMr,. Morganthau and went to Washington.

In 3outh Dakota in 1914 as Democratic State Chairman, I initated
a Bank Guaranty Law almost a copy of the present law., I felt that the
man in charge of this new Guaranty Law could do muc h to make or break
i1ts I felt that Kr. Crowley would not be the proper man and for that
reagon filed objeotion to his confirmation with Senators Glass and Nor-
beck of the Banking Committee.

I aited only my personal experlence with Mr, Crowley which was
briefly as follows. Early in 1933 I examined a number of falled banka
for the State Public Funds Guaranty Department. My reporte reflected
on the men in charge of the 3tate Department, Gerald Maloney and Leon-
ard Wiloert, friends of Mr. Crowley. One item alone shows that they
overpaid ,5010,00., MNr. Crowley admitted my report was corrrect but he
left his friends undisturbed and replaced me with a relative of Mr.
Leonard Wilbert'a,

Finally, there continues %o be much criticism of Mr. Crowley
and his methods here. There still are threats of a John Doe investiga=-
tion of hia Btate Bank, Most of the blame for the Remctionary control
of the Democratic party in this State is sharged to him. A thorough
inquiry should be made, though the facts stated above and sustained by
the regord should prove Mr. Crowley unfit to hold any office of
PUBLIZ TRUST:

In conclusion I have gonfined this report to matters of record

or matters that may be easily established. If I can be of any service

to youm at any time plesage adviase me,.
Regpectfully,




TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

DATE: Jamary 5, 1935.

To Secretary Morgenthan
FROM Mr. Hass
Subject: Beport of the Committee on Ecopomic Securify

The recommendations and analyses embodied in the report of
the Committee on Economic Security are, on the whole, soundly con-
ceived, disciplined, and practicable. Though sufficlently concrete
in outlines to afford the basis for immediate leglslation, the re-
commendations are also sufficiently flexible to permit the Treasury
to devise and incorporate the machinery best suited to ite needs;
and to alter certain proposals without impairing their gemeral ob-
jectives.

The principal proposals made by the Committee are the follow-
ing:

1. The establishment of a Federal-State unemployment in-
surance system.

2. The establishment of a system of employment assurance,

only vaguely suggested, mainly through the provision of
jobe for able-bodied unemployed in public works projects,

The est2zblisiment of 2 national comtributory old-age
insurance scheme on & compulsory basis, applicable to
moet wage and salary workers.

The establighment of a Federal=State system of non-
contributory old-ege pensions for workers mow advanced
in years.

Federal appropriations of (a) an additional $10, 000,000
anmually for extending aid to local State health ser-
vices: (b) $25,000,000 to $50,000,000 for grants-in-ald

to States with mothers' pension laws and for tha develop-
ment of adequate child welfare services; and (e) $7,000,000
for the resumption of the nation-wlde maternal and child
health program undertalen by the Govermment between 1922
and 1929.
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1. UNEMPLCTMENT INSURANCE

&« Princin=l Recommendationg

1. The Federal Government shall levy a uniform payrell tax
of 3 percent on the wages or salaries of all workers employed by
enterprises having more than three employees.

2, TUp to 90 percent of the Federal tax shall be credited to
employers for payments they have made to State systems meetinz the
minimm standards to be prescribed by the Federal Govermment; and
the States may allow credits to employers who provide thelr own ap-
proved insurance systems or who contract out such insurance under
approved conditione.

3., The funds collected by the States, however, under State
schemes, as well as the remaining 10 percent of the Federal payroll
tax, shall be devosited in the Treasury in & trust account to the
eredit of the States, for administration by the Secretary of the
Treasury; and interest shall be credited periodically on the account
of each State at a rate ecual to the average yleld of all long-term
Government bonds.

4. The Federsl Government, from the proceeds of 10 percent
of the Federzl payroll tax, will pay all coats of administration of
the State unemployment insurance systemas.

5. Administration of the Federel act and general supervision
of the State systems, except with respect to financial administration,
ghall be by the United States Department of Labor, through & Soclal
Insurance Board.

6. States are free to provide more liberal benefits than the
minima to be prescribed by the Federal Goveroment, and, for such pur-
pose, may exact contributione from employees.

7 It is sstimated that a I percent payroll tax would permit
compensation of one-half the weekly wage up to & maximom of $15 a week
for a period of 10 to 15 weeks upon loss of a job, after & walting
period of 4 wealks.

8. TBenefits are to be administered by the Statee, preferably
at public employment exchanges; the seasonally unemployed are not
eligible in off-seasons. When unemployment benefits are exhausted,
worker is to be certified to suthorities in charge of Federal publie
works projects as eligible for public employment.
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9. It ls estimated that durins the decade of the Twentles,
contributions under such a plan would have excesded disbursements by
approximately $2,500,000,000; and that annual collections between 1922

and 1933 would have varied between $896,000,000 in 1929 and $452,000,000
in 1932.

B, Comments

1. The broad economic and finsncial aspects of the vroposals

would appear to offer no insuperable difficulties, particularly as they
follow the English practice in important respects.

2. Unlike the English system, however, the costs are not shared
by employers, employees, and the Treasury, but are levied immediately

againgt employers exclusively. The tendency, therefore, would be to
ralse business costs and nrices and/or to reduce wages.

S« The latitude to be allowed the several States should not be
too great becazuse a real pooling of risks 1s essential, and because
uniformity is recuired to prevent the States from engaging in a compe-
tition for loosenass at the behest of employers.

4. Collection exclusively by the Federsl Government, with
remissione to the States, would be far more effective administratively
than the proposed method of "ecredlts" arainst the Federal tax.

5. The advisability of permitting employers to obtaln further
credits by setting up thelr own systems or by contracting out thelr
insurance is extremely questionable, save, perhaps, under the moet
rigld safeguards.

6. The segregation of accounts for each State, as is proposed,
would raise serlous problems, as would the segregation within the States
by enterprises. The pooling of rieks, which is essential for the
eystem, would be impaired by such segregation. All States would be
encourazed to adopt systems that would exhaust at least 90 percent of
the contribtutions of their business enternrises: 2nd States with rela-
tively stable employment would contribute mothing to States with rela-
tively unstable employment.

If it be at all feasible politically, a uniform minimum national
eystem should be adopted, with & provieion that amy State might estad-
1igh supplementary systems. It may be noted that under the recommen-
dations of the Committee, no provision is included for the tranafer of
unemployment credits from ome State to another.
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I11. EMPLOYMENT ASSURANCE

In line with the President's opening messaze to the present
session of Congress, the Committee recommends & permanent system of
planned public works, conducted in conjunction with the unemploy-
ment insurance systems, This plan is proposed as & substitute for
the European eystem of providing extended cash relief bemefits to
workers who have exhausted their normal unemployment benefits.

It 18 obvious that this proposal may provide the basis for
an enormously important attecic upon the problem of stability of em-
ployment and business. It 1s llkewlse obvions that it has impor-
tant implications for the Treasary. But neither of these or other
problems involved in this general proposal are subjected to any
analysls nor are concrate recommendations made in connection there-
with.
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I111. National Contributory Old=-Age Insurance

From the standpoint of the Treasury, the recommendatlions in
this connection are by far the most lmportant and the most eig-
nificant for the future of all the proposals embodied in the renort.

& Principal Recomandations

1. All employees other than those of governmental units and
those under the Railroad Retirement Act are brounzht under the plan

on a compulsory basis.

2, Contributions will be levied jointly against employers
and employees in the form of a payroll tax on the first $50 per week
of all wazes and salaries. It is proposed that the rate of the tax
be 1 percent during the first 5 years of operation; and 2,3,4, and
5 percent during each of the next 4 succeeding S-jyear periods, respec-
tively, half of the tax to be deducted from the wages of employees,
and all of the tax to be remitted to the Federal Govermment by em=
ployers.

1. Adrinistration of the funde and reserves collected shall
be by the Seeretary of the Treasury; but in other respects the gystem
ehall be administered by the United States Department of Labor through
a Social Insursnce Board, which shall also have supervislon over the

unempl oyment insurance systems.
4, The Federal Govermment will guarantee payment of the benefits.

5. No benefit shall be pald until after the system has been in
operation for 5 years, nor to any person who has not made 200 weelkly
contributions, nor before the member has reached the age of 65 and been

retired from gainful employment.

6. The weekly retirement beneflt shall be 10 percent of the
average weelkly wages uoon which comtributions have been paid, plus an
additional 1 percent for each year of membership in the system after &
qualifying period of 5 years. More liberal provisions, with a maximmm
pension equal to 40 percent of the averaze weakly wages, Aare provided
for individuals who came into the system Aurinz the first 5 years.
Provision is also mads for joint survivorship benaefits and for the

retorn to individusls or their estates of not less than the actuarial

equivalent of thelr econtributions.

7. The reserves to be managed by the Treasury ‘hnllﬁh:thuilt
ap to & level of approximately $12,000,000,000, and retaine ap—

proximately that figure.

v ———
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B. Comments

1. TUnder the speciflc proposals made by the Committee, no
actual cash outlays would be reonired by the Federal Government for
aporoximetely 30 years, despite the fact that the system would be
far from gelf-supporting. The explanation is that, on the one hand,
the contributions to be exacted during the firet 2 decedes of the
gystem will f=11 far ehort of the emounte asctuarially required, but
that, on the other hand, the receipts during thie period will greatly
excoed the amounte actually required to be disbursed.

2, In an attempt to minimize the problem of managing large
reserves, the Committee has provosed actuarially inadequate rates
durirz the early years, thereby adding commensurately to the burdens
of future generatlons.

More particularly, by apolying these low rates to now middle-
aged and older workers, it contracts to give them far more than they
pay for, the Federal Govermment borrowine the difference, in effect,
from the current contributions of younger workers.

The result, after the passage of sufficlent time, is & very
large Federal outlay anmally for the system. Using the Committee's
own figures, which we have not yet had adequate opportunity to check,
we find thet the actual cash eontribution of the Federal Govermment
wonld rise rapidly from $124,000,000 in 1365 to $475,000,000 in 1970;
to $776,000,000 in 1975; and tc $1,109,000,000 in 1980.

3. 1t may be contended that it would be far more prudent, as
well as desirable on other grounds, to build up substantial reserves
in a ghorter time than that proposed by the Committee, and to face
the problems involved in unmansgeably large reserves when this problem
actuslly approaches.

(2) An increase of employees' contributions to 3 per=
ecant of their wazes, and of employers' econtributions to 3 per—
cent of their payrolls, within 10 yecrs, would be far sounder
actuarially than the rates proposed by the Committee.

(b) The reserves accumilated through this scale of
contributions could be invested in the public debt. Until a
large part or all of the Federal debt, and of the State and
manicipal debts, were acquired by the fund, no insuperable
investment problem would arise.
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(c) The tendency of such a scale of contributions
wonld be to socialize an important fraction of the country's
wealth. The burden upon the Tressury would be correspondingly
reduced, for part of the cost of the system would be carried
by interest on the public debt now pald to private bondhclders.
The interest now paid to the latter would be paid to the fund,
thereby reducing the net demands wpon the Treasury.

(d) The higher rates here suggested are particularly
deegirable ir view of the fact that they would exact & more
squitable contribution from persons now middle-aged or older.

(e) Whereas the Committee estimates the cost to the
Treasury of the insurtnce plan at $1,109,000,000 in 1980,
this coet would be substantially reduced if more adequate
contributions were exacted in the early years.

4. It is obvious that whatever scale of rates is adopted, &
comrulsory old-age imsurence system would cause large sums to flow
annually to the Treasury for many years , and would transform the
problem of the public debt. One of the future problems, indeed,
would be to meintaln a public debt large emough to absorb the re-
gerves actuarially required.

(a) Even under the Committee's proposed low rates,
the reserves would approximate 3.5 billions in 10 years;
9 billions im 20 years; and 11.5 billions in 30 years.

(b) If this volume of funds, or the larger volume
that is actually requlred, were invested in Govermment bonds,
private holdings of the public debt would shrink enormously.

(¢) The rapid reduction in the volume of Federal
oblizetions outstanding in the market, and later, in those of
States and cities, would operste powerfully to reduce interest
rates.
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1V. NON-CONTRIBUTORY OLD-AGE FENSIONS - OVER 65.

Po provide for the present lerge mumber of the dependent
azed, of whom 700,000 ere on the FERA relief lists alone, and who
wonld not qualify under a compulsory contributory old-age anmiity
system, the Committee proposes the establiehment of a Federal-State
gystem of old-age pensions.

A, Pripcipal Becommepdations

1. Statee which institute systeme approved by the FERA or
i{tg esuccessor for the assistance of the dependent aged shall be
sziven grants-in-aid by the Federal Govermment erual to one-half the
totel exvenditures for old-age pensions, including the administra-
tion expenses, with the Federal subsidy limited, however, to 315
per month for any individual, plus 5 percant of the States' adminis-
trative exvenses for old-age assistance.

2. Minimum standerds for Stete systems eligible for Federal
ald shall ineclude (a) eligibility for cltizene over 65 years of age
whose property does not exceed $5,000 in value and whose income is
inadequate for reasoncble subsistence; (b) residence requirement not
to exceed 5 years within the last 10 years preceding application;
(c) effective administration by & designated State department.

3. No Federal nid is to be extended for aged persons cared
for in institutlons.

4. The Comnittee estimates, at the outside, that the cost of
these grants-in-aid will be $136,600,000 in the first year of operation,
$412,000,000 4 years later, and that they will increase steadlly there-
after. By 1980 the annual cost is estimated at $1,300,000,000.

5. If the system of Federal grants-in-a2id be adopted in con=
junction with the contributory old-age anmuity syetem already die-
cuseed, however, the anmual cost after the first five years will in-
crease only slowly, reaching $701,000,000 by 1980.

B. Comuents

The proposal of the Committee appears to be entirely practicable
and to involve no substantially greater drain upon the public than
might be expected to occur with the mere paseage of time in the abeence
of well=considered legislation.
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In 1530 there were 6,500,000 people over 65 years of age in
thie country and the current prediction of vopulation experts is
that the nmumber of the aged will double in the next 25 to 30 years.
The FEFA expenditures, alcne, for the aged have been estimated at
$45,000,000 a year; and large mmbers of old persons &re receiving
relief from local funds. Approximetely 150,000 sged persons Bre now
in receipt of industriel and trade union pensions, the cost of which
is estimated to exceed $100,000,000 anmually.
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Y. OTHER FECOMMERDATIONS

A, Soclal Welfare

The recommendations of the Committes with respect to security
for children, risks arising out of 11l health, residual relief,
accident compensation, employment service, and educational and rehabil-
itation services, are very genersl in character, for the most part, and
with one or two exceptions are not incorporated in specific proposals.

This comment does mot anply to the Federal appropriations recom-
mended for the following: (a) An additionsl $10,000,000 for extending
aid to local and State health services; (b) $25,000,000 to $60,000,000
for grants-in-aid to States with mothers' pension laws and for the
development of adequate child welfare services; and (e) $7,000,000 for
the resumption of the nation-wide maternsl and child health progrem
undertalken by the Govermment between 1922 and 1929, Theee appropria-

ticns mppear to be eminently desirable.

B Voluntery Apmiitics

The Committee recommends the esteblishment of a Federal gystem
of deferred woluntary annuities to supplement the non-contributory and
compul sory contribtutory systems. The voluntary syetem ig to be wholly
self-gupporting, except that Federal contributions are recommended to
supplement the actuarial rights of members of the lower-income grouns

who subscribe.

Such a system would be designed particularly for professional
men, fermers, the self-employed gemerzlly, and for others who wigh to
supplement the anmuities obtaineble under the compulsory system.

erience of other countries and of American
{inesurance companies, we are of the opinion that a voluntary system of
deferred anmuities would be nmuch less attractive to the public generally
than a Federal system of immediate anmuities coupled with the szle of
discount bonds of various maturities, the proceeds of the latter being
employed upon retirement to purchase lmmediate 1ife snmuities. Such &n
anmity system should be administered exclusively by the Treasury.

Judging by thes exp

o e e |
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Y1. GENEEAL CONSIDERATIOHS

A

From the standpoint of the Treasury, the unemployment insurance
and compulsory old=-ege insurance proposals are of the greetest signi-

ficance.

Both of these systems would result in the accawmilation of very
large sums to be mansged by the Secretary of the Treasury.

Both systems might result in occasions when subetantial liquida-
tion of securities in the funds would be required.

It would be essentisl, therefore, that, through new banking and
currency legislation, the Treasury obtain the right to effect salee of
Government securities to the Federzl reserve syctem at will, and such

other powers as analysis may prove necessary.

B

The payroll texes employed in conjunction with both the insur-
ance proposals would have the effect of dlverting funds from current
consmmtion to saving. Temporarily it mey be true that the nacessary
legislation could now be sdopted only in this form. Later, however,
gerious attention should be glven to the problem of raleing the
required funds through taxes that would be less regressive in thelr

affects.

In order to avold the ill-effects of excessive saving, it may
prove desirable later to substitute income and profits taxes as sources
of funds for the insarence systems in plece of wege and payroll texes.

The inevitsble long-term effect of the old-age pension plan
would appear to be the buylng out of private Govermment bond=holders

by the mass of insured workers, with a consequent increase in the
volume of funds availeble for private investment and a fall in interest

rates.

o omm = LA
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Comments by the Secretary of the Treasury on the

Report submitted to the Committee on Economic Security.

1. QContact with the States, in the administration of funds as well
+a in other matters, should be through the Social Insurance Boerd. TWith
rezard both to Unamployment and 014 Age Insurance funds the Treasury 1is

prepared to act as banker and nothing more.

#. Tne rate paid by the Treasury should be set at the next one i

:ighth per cent below the average rate cald on all cutstandlng primary 1
bligations of the Federal Govermnent (and not the average rate pald on ﬂ
long-term :fnligg.ti:m-gL !'

5. Some percentage of the total contributien gshould be paid by the ?
ployee. E

4. The sliding scale proposed for the rate of tax to be levied in T
1835 should apply to the years 13937 and 1338 as wall. -ﬂ

0ld Age Ingurance.

1. The proposed plan of avoiding s large reserve by keeping contri-
butions too low (from an actuarial point of view) and paying out higher |
benafits than are earned in the early years of the scheme cbscures what
is really happening and is thus fundamentally ungound. If the Goverament i
wants to pay more to insured workers reaching the age of 65 in the next

ten or twenty yesrs than is actuarily justified it ghould explicitly

borrow the momey from current contributions to do so, lssuing its

i e

abligations to the Insurance Fund in retarn.




- 1

Yon-Contributory 013 Age Fenslong.

T™e money to finance grants-in-aid to States under this plan omast be

H

alged nut of new taxes.

Toluntary C1d jge Anvuities.
is already noted the Treasury can only act as banker for any of these

schemes and cannot undertake to administer tham either in whole or in 5
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Meeting of the Committee on Economic Security

January 7, 1935.

W

L3
Fresent: Secretary Ferkina, Secretary Morgenthau, Secretary
Wellade, Mr. Willisms (representing Mr. Hopkins),
Miss Hodhe, Mr. Witte, Mr. Altmeyer, Mr. Ellot.

™

A. The Committee considered at length the polnts ralsed by Secretary

Horgenthan in the attached memorandum.

1. There was unanimous agreement on points (1) and (2) under unemploy-

~ant ingurance. On point (4) reluctance was expresased by scme members of
the Comitt=a to see any delay in the collection of contributions and as
s compromise it was decided to have the sliding scale apply to 1937 but
to 1938, Opinions wers sharply divided on (3) and 1t was tentatively
' ded to gsattle the matter by including a footnote in the Report which
Secratary Morgenthau on recoerd as favoring the requirement of
» employee contritution.

2. There was general agreement on the necesslty for clarifying the
situation with regard to old sgo insurance. It was sugzgested that tals
should be done by (1) stating quite clearly in the report what is ‘nvolved
in the present plan and (2) requiring in the bill that the Soclal Iasurance
Board publish annually the smount by which benefits paid out duriag the

year have exceeded benefits actuarily Justified and how mach of
en eventuasl obligation to the Old Age Insurance Fund has thus been incurred
by the Federal Govermment. The revised text of the report and of the bill
on this point will be submitted to the members of the Committee for approval
23 soon as drawn up.

3. Cn the matter of -gcontriout old- ansi here was a

differeace of opinion in the Committee as to whether the money for the
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first year's grants under this and the child welfare and public health
proposals of the report had to be raised out of new taxes or could be
diverted from the four billion allocated in the budget estimates to work
relief. here was general understanding that after the first year the
money for the payment of grants-in-ald to states with old-age pension
chemes could, if it were thought desirable, be obtained by borrowing the
ontributions pald in under the 011 Age Insurance scheme.

B. Secretary Wallace then raised the following vpolnts:

1. The draft bill skould go to the Fresident with the report. It
ras gensrally agreed, however, thet the draft bill could nct be made public
w3 goon a8 the report since the Fresident would have to have time to consult
Jongreeslsnal leaders first.

2. Yo powers given to the statez should be irretrievable. Mr. Ellot
said that & requirement was being included in the bill that every provision

7 the state laws mast be subject to legislative repeal.
7. Insisted on the importance of safeguards if individual plant funds
are to be allowed.

4. TUrged the desirability of flnding sther scurces than the pay roll
tax of the necessary funde. Any move in this direction was, however, con-
sidered impracticable by the Committee at the present time.

C. Other points discussed briefly were:

1. The advisability of trying to collect old age insurance contributions

on the earnings of casual workers.

2. The question of & separate department of public welfare to verify

all non-insurance welfare activities of the Federal Government such as those

connected with old age and mothers' pensions and public health.
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3. The question of representation from other departments on the Social
Ingurance Board which according to present plans is to be a board within

the Department of Labor.
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Dictated January 6th -1

I sent for the Chinese Minister on December 18th
and gave him a week's notice that we would buy silver at above
55¢. A copy of the exact cable is attached hereto. The reason
for my doing thls was that over the week-end I kept thinking
that I had given my word to the silver Senators that if the
bill passed without including the quantity of silver to be
bought and a time 1imit, that I would carry out the purchase

of the silver enthusiastically. I made this statement 1n front
of them and the President. The President also made a similar
statement although I do not remember the exact words that he
used.

Having come to this conclusion entirely by myself
without anybody trying to influence me I caulled up 0liphant at
8:15 in the morning and told him that I wanted a short statement
to show to the President at 9:30 which I could get him to 0.K.
and then hand it to the Chinese Minister. On arriving at the
office they gave me the statement and I took 1t over to the
President and explained to him what I had in mind and without a
noment 's hesitation he said, "That is right. Give them a week's
notice".

For the record, it is interestling to note that the
President had agreed to our stabllization silver at 55¢ and
that I took the initiative at the end of two weeks to cancel
this agreement. I then sent for the Chinese Minister and handed
nim & letter containing this information, photostat copy of
which is attached herewith. He seemed quite upset and I explained
to him the reason. I told him that there is nothing left for
me to do but to carry out the will of Congress and if he wished
to change our silver purchasling program he should work on the
Senators and Congressmen who were responsible for having 1t
passed. The Chinese Minister said that they were delaying in
sending over a representative as we had suggested because they
could not make up their mind whom to send. He asked me whether
the President would indicate a cholce. T told him that I did
not know but if he didn't hear from me the inference would be
that the President did not wish to indicate.

it lunch I asked the President whether he would
care to suggest names and he sald"yes, tell them elther Kung,
Minister of Finance, or T. V. Soong". I asked the Chinese
Vinister to return in the afternoon and gave him this message.
He seemed a little surprised at the two names. The Chinese

h
Minister sald, "What would the Japanese if one or two suc
prominent men’wuuld come over here". I answered him bg g;gigg,
"I know nothing about World politics.” I was surprise 9
was the President when I repeated this to him that they seeme

worried what the Japanese might think.
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Monday, Dr. Sze kept urging me not to buy so
aggresively. So I said I cannot stop. 1 even have to buy
shortly between 5 and 10 million ounces of silver for Cuba
.nd if you wish to assist us maybe you would like to sell
us some silver for Cuba. He then said that they would sell
us either 5 or 10 million ounces of silver at the World price,
584, Naturally my eyebrows went up at the price because the
vorld price that day in London was .5471 and the London and
Shanghal price are about the same. When I saw him later in
the day I reminded him that our agreement not to buy silver
above 55¢ was still in effect and 1t was rather amusing that
the Chinese should be asking us to buy sllver at 3¢ above the
sgreed price. Either Sze has no sense of humor or else he
didn't think i1t was very funny.

The interesting thing about his message was that
they wished to have us earmark gold in the Federal Reserve 1n
New York as & credit against the sllver - or in other words
they wanted to exchange silver for gold. I told him that we
could not do this and if he wanted to buy gold he could take
the dollar that we gave him in payment for the silver and buy
gold anywhere in the World market. I then offered him 5434
for 5 million ounces of silver, to be shipped on the first
smerican ship leaving Shanghal, which turns out to be the
President Grant. &s he left S5ze sald nwould you make this
554", I told him that we were & one price house.

ifter the President's press conference I got an
opportunity to speak to him because the fact that he want ed
to exchange silver for gold seemed so important that I felt
I ought to tell the President about it. I did and quick as &
flash he sald, "Of course, let them have i1t that is fine".
He sald, "That is just what 1 want to do in the South American
countries, namely, t0o encourdage them to have both a gold and
silver reserve®.

I then asked the Chinese Yinister to come to my

house at 8 o'clock Saturday afternoon and told him that after

reconsidering the matter we decided we could earmark gold for

them and that if this transaction went through successfully that

we would be glad to undertake another one of a similar nature.

e then had & lot of discussion about the price and he showed

that he had been trying to check up all day as to whether we made
nding the fact that I had given my word

that the price I Then he sald

to me, "Can't you : 2 am SO thit it

Mr. Soong can be preparing himself”. I said quilte enthusiasgdca ¥s

"We have no program. Mr. Soong will have to explain to us & A

particularly the silver Senators why our program 1s injuring .




55 #F

I then sald, "I hope you will not mind my suggestils,
that Mr. Soong give out no statements until his arrival in
Washington"and Sze saild he would attend to that. I gave them
until 5 o'clock Monday to accept or reject my offer. They had
just left when the phone rang and it was Secretary Hull. (I had
told Oliphant to keep the State Department informed during the
day what we were doing and the only person being in was Herbert
Fels so he hud the whole story and he must have gotten 1t to Hull
-nd what happened over the phone 1s either the second or third
time that Fels has tried to stop me from taking any action on
anything with any foreign country). Fels' policy seemed to be -
if you do nothing you will insult nobody, will not hurt anybody's
feelings and you take no risks. Hull said on the phone, "My
people tell me that you are inviting Soong to come over here and
we are &frald that if no results come out of this conference
that the effect in the World will be bad" and he sald "I think we
vetter either call off or postpone the whole matter'. I was very
gentle and polite and saild, "Mr. Hull, I appreciate greatly yowr
culling me up and I have Just told Mr. Sze we have no program
sand 1t is up to them to come here and tell us why we should change
our silver buying policy". Mr. Hull then sald, "As long as you
tell them that,my objections are over-ruled.




January 6th

Late Friday afternoon, January 4th, I got word
that the Chinese Minister wanted to see me. I saw him at
11 o'clock Saturday. He saild that he received a cable from
Kung which says, "Convey my appreciation for the invitation
asking me to come over. I would gladly go personally but
present eritical situation here prevents me. If agreeable
to the President T. V. Soong will come on the Empress of
Russia which salls on the 18th,arriving Vancouver, February =zd.




January Tth

The Chinese Minister called me at my home last
night at a quarter to eleven and sald he recelved a cable
and that it was sort of garbled. However, his people were

willing to sell us silver for next September delivery and
T told him that 1 was not interested.

January 8th

H. M., Jr. told Oscar Johnston that commodlties
will not be his only job; that he will study the cost of
manufacturing in Japan; also whether we could not divert
our cotton trade from Japan to England.




H.M.Jr:

H:

H M. Jr:

H:

B.M.Jr:

I'm sorry to bother you. Miss Perkins has this maaﬁilh
at her house at 2:30. By the way are you feeling better.

Yes.

Let me ask you a gquestion. People over 85 years old.
Have you ever heard the President say how he expects
to take care of them?

01ld age pensions and old age insurance.
Well where is he going to get the funds from?

Well the old age pension 1= intaxable. The old age
insurance there will be a tax on - half of it on
peyroll and half of it as a contributory tax by the
employer.

It's the old age pension? Well they have figures here
1t's going to cost them over a billlon dollars.

A billion dollars - how long.
About 1980.

I don't lmow about that. As a matter of fact if we
y 50% of all of them this year 1t will Jjust cost us
20,000,000.

I ¥now but these figures - I think they come up to
over a billion dollars.

Well that is going to be expensive sSome day but in
those days it will be paid entirely by check and not

Well the figures - I thirka billion one hundred million
our figures show. Has he ever sald to you - I mean it's
never come up 1n any discussion l've ever had.

You mean about old age insurance?

Not only old age - I'm talking about the nonemployables_
and the people who are over 85.

Yes well he sald that he wants the old age insurance
t0-——==-=, Now there's an insurance to be pald for -
half by the employer and half by the employee.

Well I E'ﬂt that.




H.M,Jr:

H:
H. H--TI':

H:
H.M.Jr:

H.M,Jrs
Hs
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And secondly, until that becomes effective an
old age pﬁnﬂian for those people in need only.

Has he told you that?

Yes and that's 504 paid by the state and local finances
and 50% by the federal government and that's part
of that ninety odd million dollars talked about.

That's part ‘of the ninety million?

Yes.

But I asked him at 1:15 on Saturday and he said none
of this money was to come out of the four billion.

That'!s right.

Well we understand that but I don't think that anybody
realizes how much it will run tzh??er g period of years.
Well but after you get on Henry/a while it isn't a tax
on the Federal treasury because it's for employers and
employees - just like any other insurance fund and they
can't get back any more than they put into it.

The thing has got me and it's got Miss Foche - therels
no provision been made in the old age and the non-em-
ployables.

Well there is ninety odd million dollars which has been
applied for.
won't
Well they'll have a swell time - they / have to raise
the tax.
It's around one hundred million dollars.
Alright.
Alright Henry
Alright.

Listen Henry do you think I ought to get up and go
down there.

I wouldn't ever advise a person to get out of bed.
I'm telling you what I've done. I'm not arguing what
should be done but I'm just going to point out what
should not be done and I am afraid Francis 1s going to

have a bad time.
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Well I mean you don't think there will be any
difficulty about passing a bill for old age pension
that would cost the Treasury 25 to 35 million dollars
this year do you?

Not this year but it's the things that it runs into.
That's the thing. That's what scares me.

Well there are going to be twice as many old people
thirty years from now Henry than there are now.

Well I've gotten a very good analysis of this thing
and I'm going to lay it in her lap this afternoon,
I'm simply going to point out the danger spots and it's
up to somebody else to say whether they want to do it.
I'm not trying to say what they should do - I want to
show them the bad curves.

I wish I was going to be there.

I wish you were too.

That old age thing 1s a bad curve.

And I'm going to have an extra copy made of the
report I'm using and if you want to see it I'1ll

gsend it up to you.

Will you?

I'1]l do that.

I'd like it very much.

It isn't long - it's right to the point.

Alright, Henry.

How's the missus?

Oh fine. I say fine - she's better than she was
yesterday.

And the child?
Oh the baby is wonderful.
Fine.

Well we'll see you all soon Henry. Thanks a lot.
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January 7, 1935.

The sub-committee on Housing of the Interdepartmental Loan £]
committee met at 2:50 P,M. in the Federal Reserve Board room.

Those present were:

Mr. Fahey, Chairman, FHLHB

Mr. Eceles, Governor, FRB

Mr. Jones, Chairman, RFC

Mr. Hackett, PWA

Mr. Moffett, .dministrator, FHA

Mr. J. Howard Ardrey, Deputy Administrator, FHA

Mr. Upham

Mr. Fahey asked Mr. Hackett if he could gsive any indication of
the PWA housing program. Mr. Hackett replied that no final poliey
had been determined upon as to just what use would be made of their
money for housing, but intimated that the first 5200 million would
0 for slum clearance.

Mr. Eceles said that the committee should po ahead and consider
the leiislation needed on housinz irrespective of the PWA, which
must woit for budeet sussestions to be acted upon. The need is, he
said, for funds to be provided the Home Loan Banking 3ystem on £ low
enourh rate to enable them to take care of the demands of their mem-
ber institutions. The home loan banks should make five-year loans,
thus enabling member institutions to borrow up to 25 per cent of
their resources, which is enough to be sound.

Mr. fahey referred to the disinclination of the mortgarge insti-
tutions to borrow for a short term and lend for a long term. They
¢an borrow for tem vears now, but not cheaply enough == mist pay

four per cent. It would be a great aid to the home loan benks if
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they could borrow against their debentures at the RFC, or rediscount
at the reserve banks.

Mr. Eccles thought they might have access to the RFC now and
then let the reserve banks come into the picture when and 1if
necersary in recurrent times of depression and save the situation.
That would provide orderly, not forced, liquidation. If the Federal
neserve Board had power to decide what paper is eligible, the whole
situation would be cleared up. There would still be the necessity
for legislation authorizing the home loan banks to become members
of the FRS.

Mr. Jones asked how much the home loan banks would need in the
next twelve months, and Mr. Fahey replied that they could use $300
or $400 million if they could ge%t it cheap. Mr. Jones suggested
that the RFC be tiven authority to lend against or to buy say up
to $250 million of the home loan bank debentures, and buy up to ﬁﬁﬂ
million of the stock of the Federal Savings and Loan Associations.
¥r. fceles was of the opinion that this with a change in the eligi~-
bility rules of the Federal Reserve Banks, which the Federal Reserve
Joard will ask for, will take care of the situation. He suggested
that the question of membership of home loan banks in the FRS be
deferred for a year.

Mr. Fahey said that he would like to explore onée more possibility
with the sub-committee. He referred to the fact that home loan banks
can loan up to 90 per cent of the 80 per cent which member institu=
tions lend on mortgages. This is of no help so far as commercial

banks are concerned, he said, and wondered if there would be any

possibility of permitting commercial banks or other eligible mort-
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razees to horrow on some fair basis from the home loan banks without
hecoming members. The idea was not favored by the rest of the sub=
committee.

Mr. Moffett said that if Title IIT is to be abandoned, then the
regulations under Title II will have to be liberalized.

Mr. Fahey said that he would like the support of the sub-committee
that HOLC take no more applications. He will have final fifures at
the endi of the week on a survey of what other institutions will do
in the way of taking over the mortgase burden. He stated that he was
not sure yet whether Congress would be asked for an additional billion
for the HOLC.

Mr. Eccles was of the opinion that the home losn banks would not
need to concern themselves much further with creditor relief if the
rest of the picture is developed as it should be. Forget the mort-
cace associations, is his advice. They won't work anyway. The pur-
pose cf the national mortgage association is liquiditv. The banks
cet five per cent if they sell to national mortgagze associations.

30 they mﬁet lanﬁ at six, which is too high. The national mortgage
association is just another middleman agency for the original borrower
to pay for. The banks won't sell insured mortgages when they have
excess funds. In a decline there will be no market with the publie

for the debentures of the national mortgape &ssociations and so no

1iquidity. They will then be in the same situation as the home loan

banks. To get quick aetion, forget the national mortrage associat ions
and Title III. The banks will not buy national mortgace association
stock. The institutions which can have not.

Mr. Moffett said that the mortgage institutions will not lend

until the Federal Housing plan is fixed and known, and until State
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laws are changed to peérmit loans up to BO per cent of appraised

salue. Four things have stood in the way, he said, (1) Uncertainty
of the Government program, (2) the interest rate, (3) five million
capitalization requirement for mortgage associations, and (4) state
laws. Until there has been an effort to make Titles II and TII work
he thinks Title III should not be thrown out of the window.

Mr. Jones said that the FHA needs a source of money. Why not
devote time, he said, to getting the banks to make eighty per cent
1aans for 20 vears and insure the mortgages.

Mr. Moffett said that was alright, but fitla IIT can't be Just
forgotten.

Mr. Eccles said the rules and regulations are too severe, and
the insureance is not based on the risk. There should be flat five
per cent mortgages in his opinion, and less complexity in the rates
on various types of borrowers and mortgages. If the rerulations did
not have Title III in mind all the time, 1% would help, he thought.

Mr. Moffett asked that Title III be amended to reduce the
required capital from five million to two million,to permit the
{ssuance of debentures up to twenty times gapital rather than ten,
and to amend the National Bank Aect to permit national banks to buy
the stock of national mortgage assoclatlons. The first proposal was
agreed to, the second was left indeterminate, after =ome discussion
of fifteen times capitsl as a substitute for twenty, and the third
was disapproved by Mr. Jones and Mr. Eccles. It was suggested that
if the third was not secured, it might be possible to revise the rules
and regulations, and sell stock to the public.

Mr. Eccles said that "time is of the sssence™, and we can't

wait to try to make Title III work. What is needed first 18 relief
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to the existing mortgagors who are bringing pressure on the HOLC.
Relieve that pressure by permitting holders to refinance and insure
them where they are for twenty years at five per cent, with the
insurance based on the risk. That is whet the President and the
Treasury want. The thought behind the mortgage association is
liquidity. When you ﬁeeﬂ a market for alarge bloc of refunded mort-
rages, then there may be a place for the national mortgage associa-
tions.

Mr. Moffett said that the President did not talk that way to him.

Mr. Ececles said that that was the reason the HOLC got another
billion last yvear, sco that the situation might be cleared up by say
March, 1935, the rest of the program in motion, and the HOLC drop out

>f the picture. If we depend upon the national mortgage associations,

another year will be lost and then the associations will be futile

anvway. Make all mortgages at five per cent, have the insurence
hased on the risk at from one helf to one per cent, change eligibility
of Federal Heserve banks and get the liquidity that way that is
sousht but cannot be cotten though by the national mortgare assocla-
tions.

Mr. Moffett was of the opinbn that we will get liquidity and
new constructicn onlv when the public comes in.

Mr. Ardrey was of the opinion that the lending institutions
are ready to use the national mortgage associations, and that a four
per cent debenture will sell.

Mr. Moffett says that the banks can sell to the mortgage associa-
tions and then the associations in turn canget ten times that amount

from the public for new construction. It is a private enterprise

show. Let is succeed or fail on that basis. Have no RFC stock.
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The Job 18 to restore values through eighty per cent appraisal

and insurance. It would be a bad thing for a big construction

program to fet started too soon.

Mr. Jones ended the meeting by saying that the reduction in
the capitalization of mortgage associations from five million to
two seemed to have the approval of the sub-committee, and making
the suggestion that Mr. Mﬂfrﬂﬁt discuss the proposal with Senators

Metcher and Glass.




Crowley's general statements about the nature of his
obligations on the notes is 1lluminsted by his whole background.
He never merried, sll his brothers and sisters living in his

hmun}__and he has fathered them all for years, building houses

for them. A key to his character is found in his devoutness,
4 0 rJ
evidenced by substantial gifts to hospitals, Catholic charities

and that he goes to church every day on his way to work.

H 0.
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January Bth

Bteve Early called H. M, Jr. and asked him to
come in about 15 minutes after the President started his
Press Conference to-day at which time he was going to
explain his Budget Message to the Press. H. M. Jr. was
quiet upset by this request but did not let Steve Early
know that he was. He agreed to come in late. Steve Early
had the i1dea that H. M. Jr. would overshadow the President
and the Press might give H.M. Jr. the credit. This was very
unfair because H. M. Jr. had worked very very hard on this
for months.
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The President said to me at lunch to-day two
things which were of great interest. "For the first time
in my life during the last three months I believe that I
would sell England short. I think the next 10 years will
tell the story for England",

I showed him the automobile figures and when he
saw that Chrysler was making more cars than anybody else
he was simply delighted, particularly that Chrysler was
beating Ford. The President asked me what I thought would
happen 1f we had a war in Europe. He said he thought there
was only one chance in 5 that we would have a war. He said,
"Will everybody rush to buy dollars abroad" and I sald, "Yes
and they wlll convert it into gold and ship it over here".
He said, "Will that mean that our internal prices will go
up or down". I said, "I think they will go up" and he said,
"That 1s all I care to know. I agree with you". He said,
"I wanted to know whether I was thinking straight".




TREASURY DEPARTMENT
INTER OFFICE COMMUNICATION

paTe: Jenuary 8, 19855,
To  Secretary Morgemthau.

Frow Opcar Johnston.

MEMORANDUM on conference held at 9.50 a.m. in the office of the
Secretary of the Treasury:

Present at the Conference:

_~ Henry Morgenthau, Jr., Secretary of the
Treasury;

‘)cu-rj.n Jones, Member of Comgress from
Texas, and Chairmsn of the Committee

on Agriculture, House of Representatives;
v,lill:la.n 1. Myers, Governor of the Farm

Credit Administration;

~"C. W. Warburton, Director of Extension, Agriculture;
/0Oscar Johnston, Assistant to the Secretary.

Subject of Conferemce: ©Seed and Crop Production Loan.

Mr. Jones proposed snd urged the continuation of the policy
of making Seed and Crop Production loans, and urged that there

should be made available for this purpose $40,000,000.

The Secretary called attention to the fact that under the

present plan as outlined in the Presidemnt's Message to Congress on
Jamuary 7, 1955, the budget is balenced except with respect to loans
provided for relief work; that the budget as prepared did not include
funds for the continuation of the Seed and Crop Production loan
program; that if an appropriation is made for this object or any
other object not included in the budget submitted, it would be




necessary for Congress to provide funds by additional methods of

taxation.

After some more or less general discussion it was suggested

that since it was believed that the a:rt.ﬂ:djlgf credit under the Seed

and Crop Productiom loan program would greatly reduce the number

of families who otherwise would be cared for ocut of relief funds,
it might be possible and practicable to have Mr. Hopkins make
available to Farm Credit Administration the necessary funds to carry
on the Seed and Crop Production loans, Hopkins to draw these funds

from the generasl relief appropriation.

At the conclusion of the Conferemce it was understood that
Mr. Jones proposed to introduce a bill providing for the continuance
of the loan program, but that he (Jones) and Governor Myers would
confer with Hopkins with the idea of working out the arrangement of

having the money supplied from relief funds.




STATEMENT BY THE SECHETARY OF THE TREASURY
0 THE

WAYS AND MEANS COMMITTEE ON FROPOSED TAXES

I am glad to respond to the request of your Chairman, Mr. Robert L. Doughton,

that I appear and discuss briefly, from the Treasury's point of view, the principles
and policies for obtaining additional revemues which the President has outlined in
his message to the Congress.

Tha Chalrman of your Subcommittee on Taxation, Mr., Samuel B. Hill, sub-
mitted to the Treasury a number of hypothetical rate-schedules and requested the
Department to prepare for your Committee estimates of the probable amount of revenue
that would be produced by each of these rate-schedules. The Treasury le very glad
to furnish this statistical material for the use of your Committee and will be
happy to eupply any additional information which your Committee may desire for use

in the discharge of its responsibility for the formmlation of revemue leglslation.

D i s

In looking forward to balancing the budget and reducing the national debt,
the primary interest of the Treasury in the legislation which your Committee 1s
considering relates to the revenue which it may raise, although it is true that the
full consequences of tax laws are not limited to the revemues they produce. It has
to be recognized that taxation in any form has many collateral effects throughout
our whole economic and social life, and that, since taxes cannot be levied without
these collateral results and since they mst be levied, there is a mational duty

to avoid tax laws which produce undesirable social consequences and a like duty to
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correct evils produced by exlsting tax legislation as they become apparent. 1

think 1t will be generally recognized that our tax legislation has too often

neglected these considerations.

The sources of taxation proposed by the President in his Message to the
Congress of June 19, 1935 can De made to yleld substantial additions to the re=
celpts of the Federal Govermment. This is shown in our estimates of revenus based
upon the schedules of rates submitted by your Subcommittee to the Treasury for
calculation of probable yield. These proposed taxes rest on the principle of
ebility to pay. They are devised to draw on accumlations of weslth and income
wkich, for the most part, have been derived from nation-wide activities. In

congequence, thelr enactment should constitute an important step forward in re-

shaping our tax structure along sounder and falrer lines.

The Treasury's first concern is with the adequacy of the national revemue.
There are times of emergency when the Treasury must finance expenditures in excess
of income by borrowings which lncrease the public debt. But the national welfare
demends that, when such an emergency has passed, sufficient income be raised both
to meet current expenditures and to make substantial reductlons in the debt., The
time has come to move in this direction. It would, of course, be unwise to lmpose
tax burdens which would retard recovery. But it would be equally unwige not %o
call on sources of revenue which would reduce our borrowings and later reduce vhe
national debt wiihout interfering with recovery, and it is my belief that the
additional taxes which the President has now recommended fall within this latter

class.




Because of our common responsibility for safeguarding the national credit,

we are all vitally concerned in the use which is to be made of the revenus that

may be derived from the proposed taxes. As Secretary of the Treasury, it is my

conviction that it would be perilous to regard any part of these new revenues
ag available for new types of expenditures or as Juetifying any increase over
our carefully budgeted plans for Federsl outlays. The course which I feel sure
will appeal to all of you as the only sound procedure is that the revenue
derived from these new taxes shall be regarded as very definitely earmarked for
reducing future borrowing and paying off the public debt. We should set aside
the proceeds of these new taxes and safeguard them as carefully as was the
Stabllization Fund.

Some months ago in discussing monetary matters, 1l spoke of the increment
on gold resulting from revaluation as having been placed in a speclal drawer of
the Treasury's cash register, since it was being kept separate from other funds
and was not to be used for ordinary expenditures. Silver selgniorage resulting
from the Silver Purchase Act is belng similarly handled. In closing I should
like to repeat that I think it would be in the highest public intereat to regard
the proceeds of these taxes as cccupying a third speclal drawer in the Treasury,

available only to reduce our borrowings end later reduce the national debt.

-—-.—nuﬂu-u‘-




January 9, 1935,

The Interdepartmental Loan Committee met in the ofiice of the
Jecretary of the Treasury at 2:30 P.M.

Those present were:

Henry Morgenthau, Jr. Seeretary of the Treasury,

Col. Horatio B. Hackett, Division of Housing, PWA,

Leo T. Crowley, Chairman, FDIC,

James A. Moffet, Administrator, FHA,

Marriner S. Eceles, Governor, FRB,

Warren L. fierson, General Counsel, Export-Import Bank,

Lynn P. Talley, President CCC,

ward M. Buckles AAA,

Georze N. Peek, President, Export-Import Bank,

i.1l. Myers, Governor, FCA,

Scott Hovey, General Counsel, FCA,

F.F. Hill, Deputy Governor, PFCA,

T. Jefferson Coolidee, Undersecretary of the Treasury,

C.B. Upham,

Governor Myers was asked to present Farm Credit Administratinon
proposals for legislation, which he did, presenting the main features
in the form of a digest of the Act which has been prepared. The legis-
letion was cleared by the committee, and Mr. Morgenthau said that
it would also have to be cleared through the Budget Bureau, indicating
thet each bill would have included a sentence or a paragraph bringing
under the supervision of the Bureau of the Budget the administrative

expenses of the agency concerned. Mr. Morgenthau remarked that with

respect to all agencies, the answer would have to be NO on all items

'Gi not in the budhet.

Mr. Myers said that another bill relating to Puerto Rieoc only,
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and which failed of passage in the last session of Congress, would
be advanced separately and that he would be glad to present it to the
sub-committee on his bill, if they so desired. That was agreed to,

Mr. Morgenthau added to his previous statement that the President
now had no control over the expenses of the independent agencies, and
that their administrative expenses in the current fiscal year total
some $129 million. It was pointed out that the Farm Credit Administra-
tion 1s already under the supervision of the Bureau of the Budget with
respect to such expenses.

Mr. Crowley was asked as to FDIC legislation, and he explained
that it had been passed by the sub-committee and everything agreed to.
He suggested that perhaps 1t would be well to clear it formally with
the Comptroller of the Currency, and Mr. Coolidse was ssked to take
care of that.

Mr. Fahey was asked to report for the sub-committee on Housing.
Helerence was made to a conversation with Donald Richberg, Executive
Director of the Emergency Council, in which the point of view was
expressed that there was not enoush unifieation and coordination
of agencies in the housing field, and that they were not beingz drawn
together in a common program as they should. Mr. Fahey questioned
that his sub-committee was charged with that program, but agreed to
call Mr. Richberg, and discuss the matter. It was said that perhaps
Other agencies should be included. Mention was made of a "real

property inventory™ being made by the Department of Commerce.

Mr. Fahey reported that the sub-committee on Housing had agreed

that the RFC should be given authority to lemnd agzainst or buy
#3250 million of the debentures of the home loan banks and to buy $50
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million of the stock of the Federal Savings and Loan Associations,

b =

and that the capital atock of national mortgage mssoeciations be
reduced from the present $5 million minimum requirement to $2
million. He said that the approval of the sub-committee had been
registered for a proposal to be made by the FRS that eligibility
requirements be liberalized. The matter of additional lending
power for the HOLC had not been determined, he said.

Mr. Fahey added two matters upon which the sub-committee had
not reached an agreement, one, the purchase by national banks of
stock in national mortgage associations, and two, an increase in
the amount of debentures national mortgage aassociations may issue
from ten times capital to fifteen, or twenty times.

Mr. Moffett reported that he had seen Senator Glass but had
been given no commitment on either proposition.

Mr. Morgenthau commented that the RFC is limited in the Budget
in the amount of money they will have available after July, 1, and
that the Budget had "gone pretty heavy"™ on the RFC in the matter of
absorbing repayments. He susgested that it might not be possible
for them to go as far as suggested in the matter of finanecing the
HOLC. He suggested that the RFC be given the authority to buy theilr
obligations but in indefinite amount.

With respect to the $50 million for the savings and loan associa-
tions, Mr. Morgenthau reminded the committee that the Budget Bureau

had already said NO to this proposal, and he was of the opinion that

it should be forgottem unless the President agreed to it. He suggested

that it might go to the President with a footnote explaining the
situation for his final decision. He added that he would rather see

an inerease in borrowing power for HOLC and have the money come from




there.

Mr. Fahey was agreeable to having blanket authority for the

RFC to take an undetermined amount of nhliéatinns of either the

home loan banks or the savings and losn assoeciations, and to giving

the HOLC discretion to use some of its money in the same ways.

Mr. Fahey said he had one more matter to present, and asked
{f he could get the backing of the committee that the HILC should
take no more applications for loans.

Mr. Fahey moved that the Interdepartmental Loan Committee go
on record as looking with favor upon a continuance of the present
policy of the HOLC of not accepting further applications for loans,
The motion was agreed to.

There was & discussion of the issuance of debentures by
national mortgage associations, and Mr. HEccles and Mr. Jones signi-
fied their willingness to agree to an issue of 15 times capital.

Mr. Moffett wanted approval of the purchase by national banks
of stock in national mortgage associations. Mr. Cocolidge =said that
it is against the tendency of the times. He indicated that while
his mind i3 not closed on the proposal, his first reaction is nega-
tive. Mr. Ececles stated the position he had taken in the sub-
committee againsthe proposal, explaining his disbelief in the national
mortgage associations as such, stating that the financial institu-
tions which cen buv their stock are not doing so, and that national
hanks would not do so if they had the authority. He regards the
national mortgage essociations as an unnecessary l1ink in the lending
chain, for which the ultimate borrower must pay. Mr. Moffett restated
the pnaitihn he has maintained in the sub-committee, to the effect

thet representatives have been made to the 7HA that banks will buy




«-Se !!l
stock if permitted to do so. Mr. teceles and Mr. Coolidge were in

agreement that banks should make the mortgages and hold them.

Mr. Jones suggested that since it is a matter which related to
national banks, 1t be left to the Comptroller of the Currency. Mr.
Moffett said that he wants to recommend it. Mr. Morgenthau indicated
that Mr. Eceles and Mr. Jones and Mr. Coolidee all seemed to be
azainst it, and suggested that a footnote inform the President of
that situation, leaving it to him to determine. Mr. Jomes had
expressed the orinion that Mr. Moffett should have his "day in court"™
before the President. Mr. Moffett observed that FHA people were not
disposed to favor the idea of relying upon a broadening of the
elizibility of paper for rediscount with the reserve banks.

It was acreed that Mr. Coolidge would present the matter to
the Comptroller for his opinion.

The matter of enscting a statute to continue the life or the
ixport-Import banks, now operating under Executive Order, was
presented. Mr. Morgenthau made the comment that the President had
twice announced that the emergency lending agencies will taper off

as business rises. He referred to speeches by Secretary Wallace,

trade,and signified that the tenor of the Administration seemed to

be against active encouragement of export business. Mr. Jones
inguired if the present banks had any busilness. Mr. coolidee was

of the opinion that there was no great need or demand for credit.

He sugrested that perhaps there woud be opportunities for the banks
in conneetion with the trade agreements being arreanged. ¥r. Talley
explained the present hbusiness of the panks, and suggested that other

applications are pending and their determination will depend upon
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action taken at this session of Congress with respect to the banks.
™
Mr. Jones suggested that a joint resolution be introduced continuing

the life of the banks, and thut the HFC then ecould buy preferred

stock as needed. A sub-committee to work out this arrangement was
appointed, to consist of Mr. Talley, Mr. Jones, Mr. Coolidge and
Kr. Peek.

Mr. Jones sald that the RFC expected to ask for broader powers
on railroad loans and on mortgage loans. Mr. Gnélidra asked that
he consider asking broader power in the Eelliﬁg of preferred stock,
and the right to take over the rail securities now in the Treasury.
Mr. Jones and Mr. Coolidge agreed to6 get tosether and discuss that,

Mr. Myers asked that Mr. Jones get authority to continue for
another year to make loans to joint stock land banks.

Mr. Jones said that they might ask for a removal of the limit
of 4300,000 on lecans to industry in cases where employment in the
capital goods industries would be stimulated.

Mr. Coolidge reported that the Comptroller's annual report
had been cleared as to legislative recommendations.

Mr. Eeccles reported that he was ready to repaort on Federal
Reserve legislation at any time, but suggested that it was a2 matter
which was not of interest to the whole committee.

Mr. Crowley suzgested that the federal Reserve needs certain
legislation, and that putting it before the Consress at the present
time mirht be prejudicial. He suggested that the Federal ReseDve
legislation be held back and sent up at a later time.

It was agreed to hold another meetings on banking legislation.

It was agreed to follow the same procedure with the Commodity

Credit Corporation as with the Export-Import bank.
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Mr. Morgenthau informed the committee that QOscar Johnsaton
has been borrowed by the Treasury with the consent of Secretary

jallace to make a study of commodity loans. The Government now

has some $800 million of commodity loans, and it seems logical

to estimate the situation and try not to repeat the Federal Farm
Board experience of getting in too deep.. .
It was agreed that the next meeting of the committee will be

riesday, January 15, at 2:50 P.M.




"January 9th

H, M, Jr. spoke to the President and told him
what Key Plttman said about Boorgcoming over and the
President sald that the Monet, who was the former financial
adviser to the French Embassy in Washington and is now head
of the Chinese Development Corporation, told the President
that Soong. The President sald he thought it much better
that Soong did not come and that we ought to tell the
Chinese Minister that if the Chinese have a new program
we would be glad to discuss it by cable and it is not worth-
while for Soong to come over here. The President questions
how much we could accomplish by having him come over here.

H.M.Jr. called Secretary Hull and asked him to contact the
Chinese Minister.
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Peoples:
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Now the situation is this. They look upon the
$4,000,000,000 lump sum as perfectly fine. They

are behind that to a full 100% but on the $300,000,000
lump sum Public Works they don't like that at all.

They take this ground that those items of permanent
public works Congress has handled itself like roads,
public buildings and that sort of thing for years and
they are not at all disposed about it. Mr. Puchanan
had a talk with Garner already - also with Carl Vincent,
he's another leader, and they are very much very much
very very much up in the air over it. He wanted to
know from me 1f I happened to know the breakdown - it
was a natural question for him to ask., I said no I
didn't have the slightest idea as to what the President
had in mind or where that estimate came from. He
wanted to know who was going to handle the allotment

of the money to make the recommendation to the President.
I told him that I didn't know. He gave this suggestion.
He said "Admiral I feel sure that if we took that item
out on the floor of the House we would lose it because
the House would feel that the allotment of the money
would be handled by Mr. Ickes™,

By who?

By Mr. Ickes. You see?

Yes. Well now he told me all this Admiral, see?
Oh he dild.

And he also yesterday asked the Bureau of the Budget

to give him that item - the breakdown. Fulloway came
in to see me last night and asked what should he do
about it. I said there is only one thing to do and that
is to communicate with the White Eausai and if they care
to give it alright, but I said you can't give it. I
mean that's something which i1s up to the President.

oure.

8o I understand that he has commnicated with Buchanan
through his Clerk and said that 1f Mr. Puchanan wants

to get that information he'll have to get it from the
President direct, so he tried to get 1t out of me you see.

And he tried to get it out of me also.

d of course he's a little bit inconsistent in that
ﬁg told me that he doesn't want Ickes to handle that -

m.mﬂ,mﬂ EEE?

Yes.
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H. M.Jr:

But on the other hand he told me that he'd much
rather have Ickes handle the $4,000,000,000 than
he would to have Harry Hopkins handie it. The two
things don't quite G.

Well he discussed that very - the slant I got on that
was this sir. That they would prefer - he thought that
neither one of them should have the full say about it.
He said that Hopkins while he could handle rellef work
fine, he questioned the ability to do the

Which all boils down this; that the President 1s a
shrewd old top; he sald it's disrespectful in that
he isn't going to tell anybody whose golng to do 1t
until the bill 1s passed.

Yes.
See?
That's 1t exactly.

And he's going toplay those cards so close to his
chest and not let them know whose golng to do it until
he's got the money and then he's going to tell him.
Now he hasn't told me that but I take it that's what
his game is and these fellows are going to try out
every way they can to find out whose got the money.

Well I'm delighted you called me and what luck did you
have on getting the money for the two bulldings in
Washington?

Well that's included in the three hundred million.
el H;d ight off the bat he sald why he sald

Yes he sald rig e

his intention what he wanted to do and what Congress -
the House he said would want to do would be to break
down that three hundred million into say a Federal
building program - one he sald of probably fifty
millions which could include a couple of builr.lingnd
for the Treasury but it's all in that three hundre

million, Mr. Secretary.
But he's favorably inclined to those two buildings?

Oh very and he's very very uxnaadinglguinnlinnd

toward about a fifty million federal 1ding program.

Could you gather - I think he left me yesterday fairly
happy, didn't he?




He just says he's behind us to a full 100%.

Well that's fine.

But he's opposed to that three hundred million.
Well we've got to contact these fellows very close
to find out what they want and then sometimes we
can influence them and sometimes they can influence
us.

Well I'1l tell you what he's going to do sir.

Yes.

He's going to see Key and probably a couple more of
them and they are going to see the President about
a breskdown - that's what they are going to consider.
1 think the President will give it to them.

They're either going to do that or they are going
to make up their own itemization of it.

I think he'll give them the breakdown. No one else
ecan do 1t but the President and no one else should
do 1t.
That's exactly it. But he's exceedingly favorable.
Fine.

P: I had to be very exceedingly diplomatic,

HM.Jrs: I'm sure you were.

P: ind in other words as between Hopkins and ---- that's
a matter of local baseball.

H.M.Jr: How you feeling?

Ps Oh fine sir. Mr. Secretary - another thing - Carl

Vincent - I'm holding him back. He says that a
delegation is getting together on the protest of the
marble people in Georgla and about 8 or 10 other states
for us to loosen up & 1ittle bit in interior marble
particulerly and out of our sixty-five million projects
and he said he was ?ar{ insistent on it. He sald they
had a great deal of criticism on the Ireasury Department

method of economy followed - they understood how it was
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necessary under the PWA allotments and they sald they
were going stralght to the President about i1t. I sald
well now here Mr. Vincent don't do anything like that.
I said you leave that in my hands and I =said I'm sure
that we can find a reasonable way to meet thelr
objecticns and their criticism.

1 see.

And I think I'11 tell Barton to ease up & little bit,
within reason.

Well you better go over it with me.

Yes.

And let me kmow what you are golng to do.

Well it won't be more than about possibly 5 4.
Well when you get it let me look at it.

Yes I will. I'1l bring it to your special attentlon.
Before you do it bring 1t to my attention.

Yes I will.

Will you please?

Yes indeed, Mr. Secretary. T tell you this 1s a
very serious critlicism. They take this ground
that the Administration 1s doing the - has domne
pretty well on i1ts activities toward helping out
steel, lumber and cement and brick. Marble is the

only - the quarries are practically dead - all they
want 1s a little bilt.

Well get it down on paper S0 1 can see what it looks
like.

Yes.

You may have to do a 1ittle selling - & 1ittle work
Oon me.

Yes - well 1'1ll have & talk with Barton and see what ==

The two of you come OVer when you havé something.




January l4th

Admiral Peoples and Mr. Simon arranged for an
appointment for a group of architects who asked for a con-
ference with the Secretary. These men had been glven tempo-
rary employment and now that the work was completed and they
were lald off they came to make an appeal for more work.

H., ¥, Jr. explained that they were told that Just as soon

as the job that they were doing was finished they would have
to go home. The men explained that they had been asked to
work overtime and if they had not the work would have been
prolonged and they would have had more pay. H. M. Jr. then
asked Admiral Peoples end Mr. Simon to pay these men for thelr
overtime. They both argued and said that under the law it was
impossible but the Secretary sald that 1t was done over at
Farm Credit and that it was possible and he wanted it done.
The men were very grateful and H. M. Jr. explained that Jjust
as soon as any new project started under the 4 billion dollars
and more men were Leeded,they would be called upon agaln.




January 14, 1935,
4 Sub=-committee on Federal Reserve legislation of the Inter-
srtmental Loan Committee met in the oflice of the Secretarv of
Treasury at l1l0:350 A.M. Those present were:
Mr. Morgenthau, Secretary of the Treasury,
Mr. Coolldge, Undersecretary of the Treasury,
Oliphant, General Counsel to the Treasurv Department,
teceles, Lovernor, iederal Reserve Board,
C.B. Upham, Secretary of the Committee.
1t was agreed thit the presentation of Federal Reserve lersis-
m to Congress might perhaps best be deferred until confirma-
of Mr. Eccles as Covernor of the FTederal Reserve Hoard,
Mr. Eccles read an outline of the proposed lesislation.
first point had to do with combining the ofifices of the
of the Hoard and Covernor of a Pederal Reserve Bank.

Mr. Morrenthau was of the opinion that there should be no
=zl interference by the [federal leserve Toard,

Mr. Coolidre sn2id that it would destroy the usefulness of
loczl Boards of Directors if they had no control over local manage-
ent of the bank. Mr. Zceles replied that without control over the
lpeal bunks the usefulness of the Federal Heserve Hoard would be
lestroved.,

Mr. QOliphant interposed to say that the conflict was right

there -- we must accept either the Feeles proposal or a central

Mr. Morsenthuau said that three things had been arreed to.

1. Control of open market operations by the Federal Reserve Board.

. “« Giving to the Federal Reserve Board veto power over appointment

of regional bank management. 3. A reorpanization of the Board by
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reducing its number to three and the addition of two Governors

as ex-officio members,. Mr. Morgenthau added that if the idea

was to establish a national eredit control through discount rates,
interest rates and open market operations and control of loeal
nanks, that he woiuld much rather see a central bzank.

Mr. Oliphant szid that is the iscue -= and we are moving
toward a central bank and we will be lucky if we fet no more tham
the Ececles proposal.

Mr. Morcrenthau said it was satisfactory with him to be
removed from membership on the Tederal Reserve BHBoard. He sald that
if the Tederal Reserve Board appoints the local manegement it will
be responsible for the operations of the banks. The situation
will be made worse. If they sre to appoint the local management,
the Tederal Heserve DBoard mirht as well take the banks over,

Mr. Oliphant stated his agreementto this. He surgested that
the transition to a central bank should be made as easy as possible.

Mr. Morgenthau said that the Federal Reserve Board as it 1s
today constituted should not have open market powers--that they
should be exercised by the President and one other person. M1 .
Eecles agreed to accept the prineiple of the veto rather than
appointing of local bank management.

Mr. Morgenthau said that it woull be politically impossible
to change the Act to permit the appointment of more than one

member of the Federal Reserve Board from the same Federal Heserve

district.
| Mr. Coolidge said that it had been agreed %o reduce the members

. of the Federal Reserve Board to three members, to which MNr. Leecles
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' replied that he could not recommend the elimination of his assauiatﬁs.

-3-

Mr. Morcenthau said that if the Board stayed as it is he was arainst
doing anything but that he thousht Mr. FEccles was put in as Governor
to do the Jjob of reorganizins the Board. He reminded the committee
that that 1s just what he had done with the Federal Farm Board.

Mr. Eccles ssid that he didn't feel as badly about the Federal
.eserve Board as Mr. Morgenthau d4id =- that he gets alons {ine with
them.

Mr. Morpenthau asked what single thing the Tederal Reserve Eoard
hius done to help recovery.

Mr. Zccles replied that the Board 1is impotent == it does not

sufricient power to do very much.

Mr. Coolidee said that three strone men could do something

with their present powers.

¥r. Morrentheu asked Mr. Oliphant how he would set up an
ideal Board. Mr. Oliphant replied that he would reduce the Board
to three members =-- a Covernor and two Deputy Governors and pay
them 3$20,000.

Mr. Lecles suscested that two Governors be added to the Board
to make up the open market committee. Mr. Coolidee supgested that
there be a Roard of 9 or 10 as a sort of advisory group to meet
teekly -- the 3 members to serve as an administrative or executive
committee, The others disarreed to Mr. Joolidge's sugcestion.

It was suggested that a letter from the President to Mr.

.eeles be arranced askine him to recommend the reduction of the

dJoard to 3 members.

Mr. Eccles second suggestion was agreed to. His 3rd, 4th, oth,
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6th, 7th, 8th, 9th and 10th suggestions were agreed to.
iith respect to his eleventh susgestion relating to real

estate loans, Mr. Coolidre said that he would prefer to permit

real estate loans against savings deposits up to 50% leaving out

other limitations such as appraised value and maturity.

Mr. Morgentheu said that he didn't like to see banks load
up with real estate end said that manv still are.

Mr. Oliphant said that someone must loan asainst real estate
and thet apparently we are not yvet ready to set up an intermediate
banking system.

Mr. Morgenthau sa2id that he wes orposed to permitting the
investment of 100% of savinss funds in real estate.

Mr. Tecles, Mr. Coolid. e, Mr. Oliphant and ¥r. Upham adjourned
to the office of the Undersecretary to discuss the technical
amendments included under point 12 in the Lecles memorandum.

At that adjourned meeting, Mr. icclesa indicated his desire
to surgest that National banks be permitted to establish hrznchéﬂ
throushout the territory of thelr Federal Reserve bank or 7edersal
RAesarve branch bank distriet. It was thought thet anvy such pro-
posal should be mede, if at all, in a separate measure,

The technical points in the 12th section of Nr. sccles

nemorandum were approved.
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January 14, 1935. <

The sub-committee on Housinz met in the federal Reserve lioard |
at 2:00 P.M. Those rresent were:
James a. Moffett, Administrator, Federal Housing .dgiinistration,
John H. Fahey, Chairman, federal Home Loan Bank Hoard,
T. Jefferson Coolidre, Undersecretary of the Treasury.

Marriner 5. Lecles, fGovernor, Federzl Reserve Hoard,

Lynn P. Talley, Fresident, Commodity Credit torporation,

H.B, Hackett, Housingz Division, Publie Yorks Administratton,

v+3. Upham, Zecretary of the Committee.

WMr. Pahey presented adralft of legislution for the PHLBB and
nllied agencies.

Section 3 of the bill substitutine 9 Directors for 11 for Home
Loan Hanks was agreed to. 3Section 4 wes agreed to. 3Section 5 was
zreer to, section & was agreed to and sectinn 7 was arreed to.

Jection 8 authorizinz an increase of 1.5 billion in the
borrowing authority of HOLC zave rise to a ~ood deal of discussion as
to whether it should be alloeated as between distressed mortgace
refinancing and priveote funds or Home Loan 3anks znd Pederal Savinges

Loan .Associations.,

Wr. Becles said that he would like to see a part of the asuthor-
ization set aside de?i:ﬁnly A5 a discount fund for Home Loan hanks.
le su-gested that alternative plans be put up to the Interdepart-
nental Loan Committee.

section 9 and section 10 were involved in section 8. 3eection
11 was agreed to.

| #ith respect to Seetion 12, it was suggested that lossec of

& insured Building & Loan associstions be charred to reserve up to

the point where the reserve is hot reduced below the minimum




=De
requirement of 1/2 of 1% per year.
wection 13 and section 14 were sgreed to.
Jection 2 was agreed to. The first section was arsreed to.

‘our points were advanced by Mr. Moffett for consideration.

1. The right of National banks to buy stocks in National Mortgage

associations. his was not szgreed to. 2, Heduetion of ecapitaliza-
tion of National Mortgage issociatinns From $5 million to 52
million. This was agreed to. 3. in increase in the amount of
debentures th=t Netional Mortgage associntions can issue from 10
times capital to 15 times capital. This was agreed to. 4. Amend-
ing Title I for modernization of apartment houses and department

stores.




January l4th

H. M, Jr. saw Eccles to-day. He asked him
whether he had done anything about his confirmation and
Eccles admitted that he had done nothing at all.

Mr. Morgenthau was quite surprised and called up

Senator King and asked him whether he would not "father
and mother" Eccles and take him around to meet the varlious
genators. King sald he would get started right away and
would be glad to do whatever he could.




January l4th

Lunched with the President. General discussion.
Told him about my troubles with O'Connor and Crowley. Told
him that both of them might file charges against each other
with him. The President sald if they do, rather than make
charges publie I will ask both of them to resign.

After lunch he had the Attorney General come in
and then started one of the most unpleasant hours I have had
since I have been in Washington, with the exception of the
time that the President gave me the works on the Mellon case.
The Preslident argued with me that he wanted me to keep things
on an unsettled basis until the Supreme Court handed down its
decision. He sald that he wanted this for Judicial and political
reasons. He sald the only way that the man in a taxicab can
become interested in the gold case 1is if we kept the story on
the front page. He sald I want bonds to move up and down and
Forelgn Exchange. He sald if we keep things in a constant turmoil
if the case should go agalnst us the man on the street will say
for God's sake, Mr. President, do something about it and, he said,
if I do everybody in the country will heave a sigh of relief and
say thank God. He would turn to the Attorney General as he made
his varlous polnts and he would always agree with him. The
Presldent conducted the entire argument and the Attorney General
would only Jjoin in the conversation when he was asked a
question. I argued harder &and more intensly than I have ever
before in my life. I sald the last time the three of us sat
down, Mr. President, in regard to the Mellon case, you sald
1t was a legal matter so the Attorney General's wlshes must
prevail. This is a financial matter so I say you should take
my advice. At this point Cummings said I would not think of
advising you on this matter. I argued that the Stabilization
Fund was given to me by Congress as a trust officer and in
that capacity my consclence told me that I must use every
effort to even out the difference in the exchange uand the
government bond market and I could not lend myself to sit
still and do nothing or even to encourage uncertainty. I told
him that when I came with him a year ago things were most
uncertain and chaotic and that step by step I have bullt up
the confidence of the community in myself and the Treasury
and I expected to keep that confidence; that the bond market
had gone up during the past year under my supervision. I sald:
"Mr. President, you know how difficult it 1s to get this country
out of a depression and if we let the finaneclzl markets of
this country become frightened for the next month 1t may take
us eight months to recover the lost ground." He continued to
press me very very hard, arguing all the time for the politiecal
effect
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Finally when I felt that I was not making any
headway and I sald to myself I do not want him to order me
to do this because I will have to refuse and if I refuse I
will have to simultaneously glve him my resignation. I,
therefore, pointed my finger at him dramatically and sald:
"Ur. President, don't ask me to do this" whereupon he
answered: "Henry, you have simply given this thing snap
Judgment™. Think it over™ and I answered: "Lets all three
of us think it over”. I rose to go and saild: "Is it agreeable .
to you that I go ahead now and buy several million dollars
worth of Francs 1in order to steady the market" and he answered
"Yes" so I felt that for the time belng he was going to le me
continue the course I feel I should.

I returned to the office and sent for Herman
Oliphant as I was suspilecious that he had sent word either
to the Presldent or the Attorney General and I was beling
given the works on account of that. I asked Oliphant pointblank
and he sald he had not communicated with elther man and to
prove his statement he showed me a statement which he had
gotten Gaston to give out which took the same position that
I was taking. Naturally Oliphant was terribly excited as
I was because I felt that the President was making a teriffic
mistake and that I did not know whether my adviee or influence
would prevall.
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The next morning when I called him I could feel
from his tone of voice that he was being particularly nice
as I felt that he must have slept over my discussion and my
advice was going to prevall. In talking to him at 9:15 I
pointed out that the price of gold in London was lower than
in Paris and I wanted to buy a couple of million dollars of
gold in London. He said "Fine, go ahead". A4s it turned out,
we were only able to buy a half a million dollars worth of
gold in London. During the next hour I got word from Crane,
of the Federal Heserve in New York, that Mr. Fraser, President
of the B18, had called up saying that people abroad could not
understand why the Stabllization Fund did not go into action
and bring the dollar within the gold price. The followlng 1is
the exact conversation between Mr. Crane and Mr., Fraser:

"Confirming my telephone call this morning,
Mr. Fraser, President of the B. I. 5., telephoned about
10 a. m. to say that there was much uncertainty and
nervousness in the principal markets abroad because of
the rapid rise in the dollar above the gold point resulting
from widespread comments in he press about the possibllity
of lowering of the gold price here in case the Supreme
Court should decide against the Government in the gold case.
Mr. Fraser added that the B. I. S. was recelving frequent
telephone calls from the principal European centers and 1t
was being asked on all sides why the United States stabiliza-
tion fund was not being used to prevent the dollar rising
to such a high level in view of the fact that Europe had
regarded the primary objective of the stabilization fund
to be the maintenance of a stable dollar exchange.
Mr, Fraser suggested that I should communicate to you
the substance of his telephone call.®
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Crane during the morning tried his best to get
me to Jump in and bring the dollar within the gold point. I
told him to keep his shirt on. Crane called me on the Hill
and told me that the Governor of the Bamk of France had phoned
him that they had asked Lazard-Freres in Paris and New York
to take 8 mlillion dollars worth of gold,that Lazard in Paris
had taken 4 million and that Lazard in New York had refused to
take thelr 4. They were very much disturbed and asked us as
& favor that we pick up the 4 million. I told him that I would
let him know in a few minutes. I called up the President, got
him at once, told him the circumstances particularly that Frank
Altschul had refused to take this 4 million and unhesitatingly
sald "Take 1t". I then called up Frank Altschul and had the
personal satisfactlon of getting off my chest all of the exclte-
ment which I had and undoubtedly sald a lot of foolish things.
However, in this conversation with Frank I made the statement
that I thought inasmuch as the governmment had to step 1n and
buy gold, that we could not rely on the private bankers to do
1t and that the government might as well take over the gold
bullion business. With this idez in my head I called in
Coolidge, Lochhead and Oliphant and discussed it with them
and then made the suggestion that we authorize the Bank of
France to buy gold for our account up to 5 million dollers
and up to 6.69. They all liked this idea and Coolidge and
Lochhead all through the afternoon kept advising me not to
try to Jump in and bring the Franc suddenly up to the gold
point, that they both felt it might cost too much money. If
the President had told me to go easy I was in such a state of
mind and instead of Jumping in and spending 50 million dollars
because I would have thought that his reasoning was based on
& political one but when Coolidge and Lochhead advised me to
go easy their advice was based on what they thought was best
from the standpoint of the Treasury.

#t the Vice-President's dinner the President sat
on Mrs. Garner's right and I on her left. He leaned back and
sald across her back "Well Henry I am glad to see that you are
smiling again". He said to Mrs. Garner "You know Henry was
very serious for an hour yesterday". He said "I was argulng
with him about the gold case and in arguing I often take the
side of the opposition in order to bring out the varlous points
but of course I didn't believé in these arguments" but he said
"Henry feels much happier to-night and I see he 1s smiling".
The President took this most unusual method of informing me that
he didn't mean what he said on the previous day. Of course the
interpretation that I give to these remarks 1s that he was
notifying me that I had won.

Every suggestion and every move that has been made
on the exchange situation, every single idea has been mine.
The President did not muke one single suggestion. I simply

told him what I was going to do and he approved.




Secretary Morgenthau.

Oscar Johnstone.

In line with our conversation this morning with
reference to certain markets for American cotton:-

I suggest the advisability of entering into
negotiations with India, Egypt and Brazil with the thought
of reaching an agreement the effect of which would be to
limit the export of cotton from these four countrles to
world markets in accordance with such arrangements as
might be thought mutually advantageous. Such conference
might also consider embodylng within the terms of the
agreement limitations upon the acreage to be planted by
each of the contracting parties during a period of filve
yvears. The agreement to be subject to such modification
as might be agreed upon by a Commission, Board or other
controlling agency established to effectuate the purposes
of the agreement.

America's normal acreage is approximately
40,000,000 acres, that of Egypt approximately 1,745,000
acres, that of India 23,935,000 acres. It can not be
said that there is a normal acreage for Brazll since
that country for the past four years has materially
inereased her acreage and because of this fact now
threatens to disrupt conditions with respect to Amerlca,
India and Egypt.

At this time Brazil is largely dependent upon
America as the principal market for her coffee. I think
that before a recliprocal trade agreement 1s concluded
between America and Brazil, serious consideration should
be given to the advisability of asking Brazil to enter
such an agreement as is above suggested in return for
having her coffee admitted to America duty free.

The charge is generally made that our efforts
to improve the price of cotton by curtailing production
are resulting in the development of the foreign growth of
cotton, and that America is losing her world position as
a cotton producer. I think the situation has been grossly
exaggerated, but it is undeniably true that Brazil 1is
rapldly increasing her acreage and becoming to that extent
each year more seriously a competitor with America in
world markets.
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If an agreement such as above suggested could be
had, the four countries would have it in their power very
largely to determine the trend of world cotton and textile
markets, and with that power each could probably improve

1ts position very much without at the same time injuring the
other.




I phoned the President to-day znd told him that
Francs huave dropped from 6.59 to 6.40. The export golé point
is 6.59. My thought 1s that we could step in at 6.40 and buy
Francs and convert them into gold. I would suggest limiting
it to $10,000,000. The President approved. I then telephoned
Burgess and told him to buy Francs immediately from 6.40 to
6.50 up to $10,000,000 with the understanding that we could
convert them into gold if we wanted to.

January 16th

Mr. Morgenthau talked with Coolidge and Lochhead
at 9 o'clock this morning and decided to buy gold in the
London market. They thought they could get it at about $34.50.

Mr. Morgenthau called the President at 9:15 and
called his attention to the article in the New York Times by
arthur Krock correeting a statement made in yesterday's New
York Times that "The possibility that a decision adverse to
the government in the gold-clause cases pending before the
Supreme Court might cause Congress to return to the dollar
i1ts original gold content and thus effectively prevent further
inflation by this route was belng discussed to-day among
Federal experts.”™

"Unlike certain Congressionsl leaders who, through
fear of finaneial chaos, declined even to consider what might
happen if the court rules against the govermment, the depart-
mental experts reached the opinion that such action would have
definite advantages."

Mr. Krock now states that "Gome Treasury officials
felt that the reading public conclude that the "departmental
experts" were Treasury men. The fact 1s that the experts whose
views were reflected in the dispatch to the New York Times are
in another department. Treasury opinion given to the preparation
of the Attorney General's argument was firmly behind his statements
that an adverse decision would be most disadvantageous to the
government.”
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At the time of my confirmation as Chairman of the Federgl
Depoait Insurenee Corporation a year ago, the relatiom of wy brothers,
ayself, and our compamy was the subjeet of a spesial investigatiom by
the Comptroller’s office, snd the result of sush investigation was
apparently satisfactary, but because of a report msde by another mational
bank examiner some two months later a misonderstanding heas arisea whish
I Jesire to explain.

For many years prior to 1928, ay four lrothers and smyselfl wers
actively engeged im busimess, first in the eperatiom of a Wisgonain corpo-
ration mown as the Gemersl Paper and Supply Company (later kmown as
General Paper and Crewley Wholesale Grogery following aequisition of a
wholesale grosery businese at Beloit, Wiscomsin, end later on the Good-
all Crowley 04l Company with scas thirty-five scrviee statioms loeated
in the City of Beleoit. These sorporations are what are coumonly called
fanily companies as the cosmon stoek ia both is exclusively owned by us
and we have at =ll times mapaged amnd operated them.

In saddition to the above named ocorporatics, we invested ia
Wisconsis sorporations leoeated at Hadiseam, Wiscemain, which were amgaged
in owning, improving snd developing real estate in Madison and viclaity.
I vas thas eagaged wmtil 1528 vhen I became President ef the Bamk of
Tisconsin, Medisom, Wisoomsin.

Thais bank hed beem established soms tweniy years prior to 1928,
and for ressoms for which I was in mo wise respemsible, it was ia & very
—ﬁm-ﬂiﬁmﬂﬂﬁpﬂ“ﬁﬂ—dﬂlhﬂ'nlﬂ-
hlhllm“ptdﬁlpm“dmmtﬂmtnfﬂ’“'
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to its affairs. TYn order to strengthen the cash position of the bank,
additional stock was issued and sold with the approval of the State
Banking Commission, whereby the bamk received $800,000 in cash and
approxinetely omse-~fourth of this sum was paid in direetly er indirest-
1y by myself and brothers. In 1929 the bank was acquired by the Wis-
consin Bankshares Corporation, btut I continued as Presidemt mtil FPebruary
2, 1952, when the bank was taken over by the Mrst National Bank of Madi-
son, Tisconsin, which was another Bankshares? bank. Before this merger I
was asked by Bankshares to take the presidency following eompletian of
the merger but I declined. Immediately after leaving the bamk in the
gspring of 1952, I was appointed Chairmam of the Wiscomsin Review Board
by Governor LaFollette amd assisted in organising the Board, represented
the Banking Pepartment in legiglative natters, and was active in bank-
ing affairs throoghout the State mtil T became Chairmen of the Federal
Deposit Insurance Corporation a year sgo.

In the operatiom of our two ceampanies it had been owr prustice
for years for us to berrow individually for the benefit of the companies
and likewise to borrow from the companies in order to purchase property
for thelr benefit. Thus in the past property has been acquired by ome
of us and held for several years mnd sold, or conveyed 6 the cempanies
which had loaned the purchase price.

Unfortunataly, the depression found us indebtsd as individeals
and our companies ab well, Our condition was the subjeet of = speeial
investigation through the Comptrollers office by Special Exsminer Hopkins.




- B
mmmwmmum-rmr.l.m.mw
to the Sempwroller on Felwraary 12, 1954, end I am informed that om
April 8th follewing amother bank examiner sommented om owr relatioms to
the banks, and without some explematien, thess two reports might be deemed
at variance,

hhﬁiﬂiﬂ'“t‘lh“ﬁihhﬁ#hﬂﬂ,
Leo T, Crowley was persunally indebted to the State Bank of Wisconsin
in the sua of $989,066,80, and to Piret Wisecnsin Naticnal Bank of B{lwss-
kntnth-mnflll,lilﬂ- This report shows that betwéen February 12,
lm,udhwrll.l;ll{m date of the report) that 979,741,580 was
paid on such indebtedness to State Bank of Wisconsin which would have re-
dused the amount personally owing by him to both banks to the sum of
$52,725.01) but for the faet that in the mesntime an agresment was negoti-
lHﬁﬂﬁhﬂMLﬂ!.HﬂMH_ﬂﬁm
tioms of his rothers, guarenteed by them, amounting %o $550,251.37 te
State Bank of Wiscomein snd $127,795.58 to Pirst Wiseonsin National Bank
of Milwaukos. The foregoing fasts are set forth in detail in the Hopkins
report to the Comptroller ond is a part of the Department's files. In
the repert made by sowe national bank éxaminer on April 6, 1934, my ine
debtedness to the First Wissousim Natiomsl Bank of Milwsukes, ineluding
that whish I volumtarily assumed, is stated to be §R74,295,58, whereas the
Hopkins repowrt shows the amowmt to be §180,205.58. The diserepensy is ae~
counted for by the imelusiom in the first report above mentioned of §108,500
awﬁnhmM-nu—xumwmﬂ
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As W, Sehmlkamp. This nsto represents a balange on a note whioh we gave
for money barrowed for our banks as explained in the letter of Mr. Thomas
heretc attashed, HNelther of us received amy benefit therefrom, and have
since been released frem all obligatiocn thereon.

In view of the conditions ageompenying the depressien, although
we had operated our companies om a small profit, I deemed it wise to ob-
tain an extemsion of time for the payment of my personal as well as our
coupany indebtedness in the hope that business conditions would improve
and values would sgain beecome mormal, and with this idea in mind, negoti-
ations were comsenced in the spring of 1852 with the representatives of
two ereditor banks and an agreesent wa: reached and became effective
September 8, 1932, Under this agresment Lec T, Crowley personally assumed
the indebtedness above mentioned, giving his personal notes therefer, go ¥
guarantesd by his brothers, dated Nerch 1, 1935, at 2% due on or before ¥
five years after date, payment being sequred by ecertain stooks, bonds, and
other collateral of some twenty-three different corporations, all of whieh
exoept six were Wisgonsin corporations operating in Madison and vieinity.
Azongst other eollateral was a mschenics lien against an offipe building
in Madison for the sum of 78,277,590 which was subsequently taken over by
Wisconsin Bankshares at fuee and applied upen my nete indebtedness, I a=
advised that the exanimer who made the report on April 6, 1954, indicates
that the emly eocllateral bask of my notes eonsists of some gommon stosk
in the Gemersl Paper sand Supply Oompany and stoek in a elosed bank of
Madison, Wiseonsin. This is evideatly a mistake. Some of the eollateral
sonsiste of common stosk in the General Paper and Supply Company, but there
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has never been any stoek in any bank in Madison plaged as collateral to
elther of my notes. Some of the collateral eonsisted of Bankshares
stock which I ordered sold and the procecds applied on the noteas.

Under the contract of September 8, 1952, the Goodall Crowley
011 Compamy debt of $100,000 was extended five years payable in annual
installments ranging from $10,000 a year to $55,000 per year and the
interest rate wns reduced from 5% to 52, In consideratlon of this ex-
tension I pledged a life poliey in the prinoipal sua of $100,200., Pur-
suant to this agrosuent of Sspteaber B, 1952, General Paper and Supply
Company was granted an extension of five years on its obligations, with
interest rate reduced from 5% to 5% the first year, 4% the second year,
aad 5% thereafter. I also secured payment of this company's obligation
with insurance on my life in the aggrezate prineipal sum of §275,000,

In neither case was the prineipal of any obligation in any wise redused,
The only concession was in the interest rate and extension of time of
payanent ap above set forth whiech I feel was amply compensated by posting
collatersl consifting of life insurance.

Apparently there is some statement in the report of the examiner
of April 6, 1984, to the effect that some four year plan had been agreed
upon between ourselves and the banks which had failed and the result was
the giving of my notes dated Mareh 1, 1935, There never was any four year
plan., These notes were given Merch 1, 1935, in accordance with the terus

of the contract of Septeaber 8, 1932,

My personal notes, above meationed, and the collateral securing
the paynent of same, are now held by the First Wiseonsin Mortgage Company
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of Milwaukee, Wisconsin, whose stoek is owned by the Wisconsin Bankshares
Corporation.

Our two corporations have no indebtedness except to the banks
and there is no mortgage or other lien against their properties. What
the assets of these companies will be worth at the end of the axtensiom
period in 1937 1s, of course, impossible of Ascertainment, but I was some-
what encouraged by an offer received since 195f in excess of a little over
$200,000 for the property of Goodall Crowley 0il Company which property
we could have sold before the depression for nearly twice that amoumt.

I am still Carrying life insurance in the aggregate principal
amount of §

I aa in no wise concerned with any loan obtained by either of
these banks or by Wisconsin Bankshares from the Reconstruction Finance
Corporation and as far as the Federal Deposit Insurance Corporation is
concerned, neither of these banks has ever sought & favor and nothing
has ever developed which indicates that I cannot act fairly and impartial-
1y in ay official contacts #th them.




A Summary and Analysis
of
Memorandum dated January 15, 1935

Re: Crowley Loans.
T EEE R

I - Bank Loans,

On January 15, 1935, the date of the examiner's memorandum,
Leo T. Crowley, companies in which he was interested, and his sister,
owed the First Wisconsin National Bank, Milwaukee, Wisconsin,
$458,795.58 and the State Bank of Wisconsin (the First National Bank
of Madison, Wisconsin, on February 2, 1932 took over the assets and
assumed the liabilities of the State Bank of Wiaconsin, which is now
in liquidation) $§707,209.44, a total indebtedness to both banks of
$1,166,055.02.

0f the amounts above mentioned, $165,795.58 in the First
Wisconsin National Bank and £350,476.38 in the State Bank of Wisconsin,
or a total of $516,271.96, include loans made to Mr. Crowlsy's brothers
and to the Four Lakes Investment Company, a substantial part of the
proceeds of which were received by or credited to Leo T. Crowley person-
ally. These, however, have now all been assumed by Mr. Crowley. During
the peried when practically all these loans were made, Leo T. Crowley
was President of the State Bank of Wisconsin (formerly the Bank of
Wisconsin) a state banking institution.

Thers 1s a so-called "standstlll" agreement, dated September
8, 1932, entered into by Mr. Crowley and his four brothers with Wis-
consin Bankshares, a holding company owning controlling interests in
the above mentioned banks. Pursuant to this agreement notes were given
to the banks in substitution of notes previously given in connectiom
with this indebtedness. These notes mature March 1, 1938 and carry
interest at the rate of 2% (this interest represents e substantial
reduction in the rate of interest which was payable on the pre-existing
notes). Under the agreement the obligor has the right to defer payment
of interest until maturity. This right has been exercised.

For further details in respect to the above mentloned
indebtedness see Exhibit "A", hereto annexed and pages 2-4 of the
examiner's memorandum, particularly the comment as to the character
and value of the collateral to the loans in question. For separate
analyses of borrowings at banks by four brothers and by Four Lakes




Investment Co., apparently to a very substantial extent for the
account and accommodation of Lec T. Crowley, see pages 33-40 of
examiner's memorandum.

II - Personal indebtedness of Mr. Crowley to so-called Crowley
companies.

A, To General Faper and Supply and Crowley Wholesale
Grocery Company.

According to the audited statement as of December 31, 1333,
by Elwell, Kiekhofer & Co., certified public accountants, Leo T.
Crowley was then indebted to this company to the extent of $327,500.
This indebtedness 1s evidenced by Mr. Crowley's note dated December
31, 1932, due December 31, 1937, with interest at the rate of 2% per
annum. For an analysis of this amount see pages 20-21 of the exam-
iner's report.

B. To Goodall-Crowley 0Oil Company.

According to copy of balance sheet of this company as of
December 31, 1933, a certified copy of which 1s in the credit files
of the First Wisconsin National Bank of Milwaukee, Wisconsin, Leo T.
Crowley was then indebted to this company in the amount of $127,600,
as evidenced by a note dated December 31, 1932, maturing December 31,
1937. For further details in respect to this indebtedness see pages
28-32 of the examiner's memorandum.

II1 - Florence Crowley indebtedness, secured by mortgage on Edgewood
Avenue property located in Madison, Wisconsin,

This property was originally conveyed to Leo T. Crowley
by St. Clara College and Mr. Crowley erected a residence thereon.
On November 21, 1931 Mr. Crowley deeded this property to his unmarried
sister, Florence Crowley, for a nominsl consideration and on the same
date Florence Crowley mortgaged the property to the State Bank of
Wisconsin, of which Mr., Crowley was then the President, for a loan of




860,000, During 1932 the notes evidencing this loan were sold to the
Central Wisconsin Trust Company, Madison, Wisconsin, but subsequently
found their way back into the State Bank of Wisconsin. Some time
during 1932 these notes were sold to the First Wisconsin National Bank,
Milwaukee, Wiisconsin. The notes were originally due as follows:

$10,000 —- November 21, 1932
10,000 -- November 21, 1933
40,000 -~ November 21, 1934

Maturity on these notes has been extended to October 31, 1937 and the
interest rate reduced to 5%. On the day that the loan on this property
was made by Mr. Crowley's bank it appears that a previous loan to Mr,
Crowley on the property by the National Guardian Life Insurance Com-
pany, in the amount of $30,000 was paid off and Mr. Crowley's

commercial checking account in the State Bank of Wisconsin was credited
with $60,000. The assessed value of the property for 1933 was —-

Land - #4,450; Building - $£38,400.

On January 15, 1935, the date of the examiner's memorandum,

the notes and the mortgage securing them were owned by the First Wis-
consin National Bank.

IV - Brief history of certain of the larger or more important loans.

A. Loans of Four Lakes Investment Company.

Included in the loans of Leo T. Crowley referred to in I
above, and in Exhibit "A" attached, are certain loans to Four Lakes
Investment Company by Mr. Crowley's bank, totaling $210,000, on which
the net balance due is §170,000. With respect to these loansa the
1liability ledger of the State Bank of Wisconsin shows the following:

Date of Loan Amount

December 21, 1929 $30,000.00
(Credited to checking account of Leo T. Crowley
at State Bank of Wisconsin.)
December 27, 1929 28 ,000.00
(Credited to checking account of Leo T. Crowley
at State Bank of Wisconsin.)
June 26, 1930 2,000,00
(Credited to checking account of Leo T. Crowley
at State Bank of Wisconsin.)
June 30, 1930 50,000.00
(Credited to checking account of Leo T. Crowley
at State Bank of Wisconsin
Sub-total 110,000.00




Date of loan
Sub-total (ecarried over)

December 31, 1931
(On same date the loan of the General Paper &

Supply and Crowley Wholeesale Grocery Co. at the
State Bank of Wisconsin was reduced $£100,000,)

Total Advance=s

Date of Credit Amount
January 13, 1932 $12,000.00
January 13, 1932 28,000.00
(On same date General Paper
& Supply and Crowley Whole-
sale Grocery Co. increased its
indebtedness §40,000. at the
State Bank of Wisconsin.) 0,000.00

Net Balance Due $170,000.00

At warious times portions of this company's loans were egold
by the State Bank of Wisconsir to the First Wisconsin National Bank
with the result that as of September 8, 1932, the date of the so-called
"etandstill®™ agreement with Wisconsin Banksharesg $82,000 of this
indebtedness was due to the First Wisconsin National Pank and $88,000
to the State Bank of Wiscongin.

As a part of the agreement of September, 1932 whereby Leo
T. Crowley assumed the debts of this company and those of his brothers,
is a schedule listing the vericus obligaticns of this company and of
his brothers, which includes this captlon:

"Four Lakes Investment Company

Motes owned by First Wisconsin National Bank, Milwaukee, Wis.:

Note dated July 8, 1932, demand, 2%, $82,000.;
collateral 1,000 shares General FPaper & Supply
and Crowley Wholesale Grocery Company preferred.

Notee owned by the State Bank of Fisconsin, Medison, Wis.:

Note dated June 30, 1932, demand, 2%, $88,000.;
collateral, 90 shares General Paper & Supply and
Crowley Wholesale Grocery Company preferred —
second issue.”

For some reason this collatersl has been returmed. Copy of collateral
records of the First Wisconsin National Bank, Milwaukee, Wis. shows
the following:
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Data

Deposited Ctf. No. Shares Description Hithdrawn

11-9-31 187 500 General Paper pfd. 6-23-33) Penciled
) notation:

11-9-31 120 500 " " " 6-23-33) "For collection
) receipt by
) Auditing Dept.
) First Wis.Natl,
} Bﬂ.ﬂki“

Apparently the collateral was first deposited on September 10,
1930 at the State Bank of Wisconsin, Madison, Wisconsin. This shows
1,000 shares of the General Paper &% Supply and Crowley Wholesale Grocery
Co. preferred stock, certificates numbers 187 and 120 for 500 shares
each, The audited statement as of December 31, 1931 of the General
Paper and Supply and Crowley Wholesale Grocery Company shows among
various certificates which were missing, and with their stubs blank, -
these two certificates. According to the same audit the authorized !
capital stock of the company, as of this date, consisted of 1,000 shares I
of $100 par value common stock, 2,000 shares 8% preferred stock, with '
par value of §100 a share and 2,000 shares of 7% preferred stock, with
par value of $100 a share,

In this comnection, it will be noted that the amendment of the

company's articles to provide for the 7% issue was not made until Decem- |
ber 31, 1931. Prior to that time only the issuance of the common stock
and of the 2,000 shares of 8% preferred apparently had been authorized.
The records of the bank do not show the issue of preferred stock which
was deposited as collateral on September 10, 1930 at the State Bank of
Wisconsin and it has not been otherwise identifed because of the absence
of any record in the books and accounts of the company.

Since, according to the audit above referred to, no other issue
of preferred stock had been authorized on or before September 10, 1930
it is apparent that if this collateral consisted of authorized preferred
stock it must have been a part of the issue of 8% preferred. However,
the auditor's statement as of December 31, 1931 shows the amount of
preferred stock outstanding to be 1954 shares and lists the recorded
owners thereof and the respective certificate numbers. This list does
not show certificates numbers 120 and 187, nor does it show that the
Four Lakes Investment Company was the owner of any preferred or other
stock of the company.

There is little information in the report in respect to the
business and assets of the Four Lakes Investment Company. It appears,
howsver, from the records of the Secretary of the State of Fisconsin
that this company has never operated since its organizetion in October,
1929,

-
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B. William P. Crowley loan, secured by mortgage on Madison
Brick Warehouse.

On November 25, 1931, the General Paper and Supply and
Crowley Wholesale Grocery Company deeded its Madison Brick Warshousse
to William P. Crowley for $1 and other good and wvaluable considerations,
On December 31, 1931, this property is still shown as an asset of the
company, although the company did not have title to the property on
that date, nor had 1t received anything for it. The facts are: On
December 5, 1931, a mortgage of §75,000 on this property was given by
Willlam P. Crowley to the State Bank of Wisconsin, Medison, Wisconsin,
of which Mr. Leo T. Crowley was then President. On the same date,
the checking account of Leo T. Crowley at the State Bank of Wisconsin
was credited $75,000. Mr. Crowley apparen.ly used the proceeds of this
loan to his brother to reduce his personal obligations at the State
Bank of Wisconsin by $68,316.29, the balance being used to reduce his
overdraft at the State Bank of Wisconsin by $5,600.

As above stated, the General Paper and Supply and Crowley
Wholesale Grocery Company, of which Mr, Leo T. Crowley was also Presi-
dent at thistime, did not receive the proceeds from the loan made on
the securlty of this mortgage and on March 10, 1932 title was still in
William P. Crowley. However, the property had not been taken off the
company's books and the mortgage liability had not been entered on the
books of the company as of the date of the December 31, 1931 audit.
The auditor's report for 1932, however, includes the property among the
fixed assets in the balance sheet for December, 1932. The property:
w38 deeded back to the company some time in 1932 after the 1931 audit.
The note of William P, Crowley was retired, and the mortgage lifted by
& note of Leo T. Crowley given to the State Bank of Wisconsin, Medison,
Wisconsin, on June 29, 1932.

At or about the time of the above mentioned transaction,
there was outstanding, sccording to this company's stock book,
$195,400 of 8% preferred stock owned by 61 different shareholders.

Of the recorded owners of these shares only 35 shares appeared in the
name of the Crowley brothers and none in the name of Leo T. Crowley.
In this connection, attention is invited to the provisions and
restrictions of this issue of preferred stock, reading in part as
foilows:

(A) "Corporation shall not dispose of all, or substantially all,
or encumber its property and assets, except by and with the
consent of holders of three-fourths of preferred stock out-
standing.

nPreferred stockholders have equal voting rights with common
stockholders only in case of 60 days default.

(1) "# # % # % or in other provisions specified for
protsction of the preferred stockholders.” :




V - Financial statements of Crowley companies furnished State and
National Banks.

A. General Paper and Supply and Crowley Wholesale Grocery Co.

The report contains copies of financial statements of the
General Paper and Supply and Crowley Wholesale Grocery Company as of
December 30, 1928, December 30, 1929 and December 30, 1930. These
statemente are coples of originsls In the files of the First Natiomal
Bank, Madison, Wisconsin, which as above stated has taken over the
assets and assumed the liabilities of Mr. Crowley's bank, the State
Bank of Wisconsin. The statement as of December 20, 1928 reflects
obligations of $131,500., However, it is known that the company was
then obligated to three banks in the amount of #£162,500,

The statement as of December 30, 1929 reflects obligations
of §124,500. It is known that on this date the company was obligated
to six banks in a total amount of $192,500.

The statement as of December 30, 1930 ghows notes payable of
$129,500. On that date, it i1s known that the company was obligated
to aix banks in a total amount of $236,500.

For further particulars in respect to the above statements,
ses coples thereof appearing on pages 22, 23 and 24 of the examiner's
report. Also see examiner's comments on pages 19-21, which indicate
that in other respects these statements may not have reflected the
true financial condition of the company on the dates in question.

B Goodall-Crowley 0il Company.

In the credit flles .of the First ¥isconsin National Bank,
Milwoukee, Wisconsin, is a copy of statement of this company dated
November 30, 1930, with & notation - "Copy State Bank of Wisconsin,
Madison, Wisconsin, received November 30, 1931." (See page 31 of
examiner's reportf.

This statement shows notes payable in the amount of $59,000.
However, the liability ledger of the State Bank of Wisconsin on
November 30, 1930 shows that the Goodall-Crowley 01l Company was
indebted to it in the amount of $11,500 on its own books and 375,000
on those of its branch. (See page 32 of examiner's report).

VI - Financial condition of Crowley companies.

The examiner's report shows no equity for common or preferred
stockholders of the General Paper and Supply and Crowley Wholesale
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Grocery Company by an analysis of the company's statement as of
December 31, 1933. (See pages 5-8 of examiner's report).

The report also shows the net worth of the Goodall-Crowley
0il Company to be $14,147.26 by an analysis of the company's state-
ment as of December 31, 1933. (See pages 23-29 of examiner's report).

VII —— Leo T. Crowley overdrafts at State Bank of Wisconsin, Madison,
Wisconsin.

Mr. Crowley became President of the State Bank of Wisconsin
on September 1, 1928 and continued in active charge of the bank until
it was taken over by the First Natlonal Bank of Madison, Wisconsin, on
February 2, 1932,

An inspection made of the deposit account of Leo T. Crowley
with the State Bank of Wisconsin, Medison, Wisconsin, shows that over-
drafts were more common than credit balances. In 1928 overdrafts ran
as high as $44,060.81l; in 1929 they ran as high as $22,459; 4in 1930
they ran as high as §17,383; in 1931 they ran as high as 232,805
and in January, 1932 they ran as high as $3,305.

Immediately before examinations were started of the bank by
the auditors for the Wisconsin Bankshares and/or the State Banking
authorlties during the years, 1929, 1930 and 1931 these overdrafts
were covered temporarily, largely by placing notes in the bank. For
further detalls see pages 56-57 of the examiner's report.

VIII - Losses sustained by Wisconsin Bankshares in connection with
the taking over of the State Bank of Wisconsin by the
First National Bank of Madison.

The report shows that the assets of the State Bank of Wisconsin
were gusranteed by the Wisconsin Bankshares Corporation at the time the
bank was taken over by the First Naticnal Bank of Madison on February 2,
1932 and further shows that to the date of the examiner's report,
January 15, 1935, the Wisconsin Bankshares suffered a loss of approxi-
mately $4,500,000 and that the acquisition of the State Bank of Wis-
consin, Madison, played no small part in msking 1t necessary that
Wisconsin Bankshares be rehabilitated through a sizeable loan received
from the Reconstruction Finance Corporation. (For further detalls
see page 58 of examiner's report).
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IX -- General statement and examiner's conclusions.

For a general statement in respect to the scope of the
report and the examiner's conclusions see the first and last pages
of the report. (Pages 1 and 60).




Firast Wisconsin
National Bank,

Milwaukee, Wis.

State Bank
of Wisconsin,
Madlison, Wis.

$350,476.38

Totel

Leo T. Crowley $516,271.96

General Paper & Supply
and Crowley Wholesale

ETQEETT ﬂnlpan}' lﬂ,ﬁﬂﬂ-m 155,[125-33 2‘331525-33

Goodall-Crowley 01l Company 100,000,00 100,000.00

Amount involved in agree-

ments dated 9-8-32 #

606,501.71 896,797.29

Florence Crowley mortgage 60,000,00

Shorewood Hille Company 100,707.73 100,707.73

Leo T. Crowley and A. W.

Schul kamp 108, 500.00 108,500,00

Amount not invelwed in
9-8-32 agreements 168, 500.00 100,707.73 269,207.73

$458,795.58 $707,209.44 $1,166,005.02

# The standetill agreement dated September 8, 1932, covering the
loans of Leo T. Crowley in an original amount of $£587,513.55, ls signed by
the five Crowley brothers and by Vice President Louls Schriber for the
Fisconsin Bankshares. The agreement covers the following loans, all of which
were assumed by Leo T. Crowley; such notes mature March 1, 1938, at 2%
interest, but under the agreement the obligor has the right to defer any
payment of interest until maturity. He has exercised thie right.

Grand Total

State Bank
of Wisconsin

Madison, Wis.

$52,800,00
50,770.00

First Wisconsin
Netional Bank,

Milwaukee, Wis.

E. E. Crowley
J. H. Crowley

oylvester Crowley

¥Wm. P. Crowley

Lec T. Crowley

Four Lakes Investment

Company

$25,795.58
20,000,00

32,500.00
82,000.00

Borrowing as of
9-8-32

Ad justed figures as
of 1-15=35

$160,295.58
$165,795.58%

33,473.57
20,782.80
181,391.60

88,000.00

§,27,217.97
$350,476.38%% Total

Totel, $587,513.55

$516,271.96
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# This figure takes into consideration a note of Leo T. Crowley dated
November 21, 1932, due on demand, interest endorsed to Jamuary 25, 1933; and
principal payments on Crowley notes amounting to $500.

#* The $350,475.38 takes into consideration a loan of James P. Dean in
the amount of §2,500., assumed by Leo T. Crowley; a $500. new advence; and
e §78,277.59 reduction through transfer of collatersl to the Tenney Building
Claim Account on the bocks of the State Bank of Wisconsin, Madison, Wisconsin;
and other reductions by principal payments of $1,464. (Explanstion; the
£78,277.59 represents mechanics' liens acquired by Leo T. Crowley sgeinst
the Tenney Bullding Compsny. From whom acquired, or amount paid for same,
is unknown to your Examiner. The stetus of the mechanicse' liens was not
determined until June 30, 1934, when the Court fixed it as being a fifth claim
subject to prior claims as follows:

lgt Claim $550,000, —  First bond issue

2nd Claim 12,000, - Architect's fees

3rd Claim 150,000. - Second mortgage bond issue, of
which the State Bank of Wis-
congin, Medison, Wis. holds
£100,000.

4th Claim 30,000. (approx.) Third mortgage held by State Bank
of Wisconsin, Madison, Wis.)




Excerpts from The Banking Law and Other Laws
Relating to and Governing the Organization of
Banks and Conduct of the Banking Business,
revised to March 1, 1934 and preparsd under
the direction of the Banking Commissioner of
the State of Wisconsin.

#* W W H W W W

221.31., LOANS TO BANK OFFICIALS; PENALTY. (1) No bank or mutual
savings bank shall loan more than one thousand dollars in the aggregate
to any director, officer or employe, except under the following con-
ditions:

(a) The loan must previcusly be approved by resolution of the
board of directors recorded in its minutes.

(b) The entire line of loans mede to such director, officer or
employe, including those previously made, must be secured to their
full amount by indorsements or collateral security, the sufficiency
of which shall have been approved by resolution of the boerd of
dirsctors recorded in its minutes.

(¢) In no event shall the indorsement of any director or directors
be accepted as sufficient security for a loan to another director.

(2) Every officer, diresctor or employe of any bank or mutual

savings bank who in violation of this section, directly or indirectly,
borrows or otherwlse procures for his use money, funds or property of
such bank or mmtual savings bank in excess of one thousand dollars

in amount or walue upon his credit or through use of his credit or
accommodation of another person, firm or corporation or by acceptance

for discount at said bank or mutual savings bank of any note, bond or
evidence of debt which he knows or has reason to know is worth less

than the price at which it is accepted as an asset, shall be punished

by imprisonment in the state prison not exceeding ten years. (1931 c. 252)

221.39 EMBEZZLEMENT, HOW PUNISHED. Every president, director,
cashier, offiesr, teller, clerk or agent of any bank or mutual savings
bank who embaszzles, abstracts or wilfully misapplies any of the moneys,
funds, credits, or property of the bank or mutual savings bank, whether
owned by it or held in trust, or who, without authority of the directors,
issues or puts forth any certificate of deposit, draws amy order or bill
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Page 2 (Excerpts, etc.)...

of exchange, makes any acceptance, assigns any note, bond, draft, bill

of exchange, mortgage, judgment or decree; or who makes any false entry

in any book, report or statement of the bank with intent in either case to
injure or defraud the bank or mutual savings bank or any person or
corporation, or to deceive any officer of the bank or mutual savings

bank, or any other person, or any agent appointed to examine the affairs

of such bank or mutual savings bank; or any person who, with like intent,
aids, or abets any officer, clerk or agent in the wvioclation of this section,
upon conviction thereof shall be imprisconed in the stat2 prison not to
exceed twenty years.

221,17 MAKING FALSE STATEMENTS MADE A FELONY. Any benker, officer, direc-
tor or employe of any bank who shall wilfully and knowingly subscribe to or
meke, or cause to be made, any false statement or false entry In the bookes
of any bank, or mutuel savings bank, or shall knowingly subscribe to or
exhibit false papers, with the intent toc deceive any person or persons
suthorized to examine into the affairs of said bank, or mutusl savings bank,
or shall knowingly make, state, or publieh any false report or statement of
any such bank, or mutual savings bank, shall be deemed gullty of a felony,
end upon conviction thereof shall be punished by a fine or not less than

one thousand dollers and not more than five thousand dollers, or by imprison-
ment in the state penitentiery not less than one year nor mere than ten
yeers, or by both such fine and imprisonment in the discretion of the court,

(Note: A banker who repeatedly by colorable transactions, reduced
the amount of bllls payable shortly before the call of the banking
commissioner for & statement of the bank's condition wes expected,
and who restored the account of bills receivable to their true
condition directly after the statement of the benk'e conditicn
had been made to the commissioner was guilty of meking a false
statement and punishable under this section. Rosenberg v. Etate,
249 NW.)
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January 15, 1935, i
The Interdepartmental Loan Committee met in the office of th;x“

C

Secretary of the Treasury, at 2:00 P.M. Those present were: 1.}¢
]

Henry Morgenthau, Jr. Secretary of the Treasury,
T. Jefferson Coolidze, Undersecretsry of the Treasury,
darren L. Pierson, General Counsel, Export-Import Bank,

J.".T. O'Connor, Comptroller of the Currency,

f.F. Hill, Deputy Governor, [farm Credit Administration,

George N. Peek, President, Export-Import Bank,

Jesse Jones, Chairman, Reconstruction Finance Corporation,

Lynn P. Talley, President, Commodity Credit Corporation,

Harold Russell, General Counsel, Home Owners®' Loan Corporation,

Marriner 5. Eecles, (Governor, Feder=zl Reserve Board,

Herman Oliphant, General Counsel, Treasury Department,

whester Davis, Administrator, Agrienltural Adjustment Admini-

stration,

Stewart McDenald, Deputy aAdministrator, Federal Housing

Administration,

John H. Fahey, Chairman, Federal Home Loan Bank Board,

Leo T. Crowley, Chairman, Federal Deposit Insurance Corpora=-

tion,

H.B3. Hackett, Housing Division, Public¢ Works Administration,

C.B. Upham, Secretary of the Committees.

Mr. Russell gave eﬁ explanation of the bill proposed for
enactment by the HOLC. With respect to the increased borrowing
authorization of the Corporation asked for, Mr. Russell said that
it might be better to merely ask for $1.5 billion increased

authorization and leave it to the Corporation and the Home Loan
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Dank BDoard as to how it should be asllocated.

Mr. kecles suggested that the increase include $1 billion for
loans to clean up applications which the Corporation already has,
+100 million for modernization and 3400 million for the combined
purpose of purchasing debentures of Home Loan Sanks and stock of
Federal Savings & Loan Associations.

Mr. Goolidece made the point that the euthorization for mort-
cage refunding operations provides no new money and so is no strain
on the market but that the {400 million for the two agencies super-
vised by the Home Loan Bank Board are a market factor.

There was some discussion of the relationship between the
reserve built up by a Building & Loan .issociation and its authority
to pay dividends in connection with what Mr. fahey described as a
technical smendment of the ict.

It was finolly agreed that insured Building & Loans might be
permitted to waive for one year the disability against paving
dividends while their reserve was deficient.

kr. Lccles made the point that it was desirable to encourage
building up of a reserve. On the other hand, Mr. Crowley suggest=-
@ed that perhaps the Buildine & Loans were being asked to build up
% Teserve at a time when & dividend might be better for the pro-
tection of the inaurancaﬂcnrpﬁratian .

kr. Moffett sugzgested amendments to the National Bank Aet
and federal Reserve Aict whereby National banks and member banks

would be permitted to buy stock in National Mortgape Associations.

Mr. Eccles, Mr. Coolidge, Mr. Jones and Mr. 0'Connor all rejected

this proposal.
The FDIC legislation was brought up for consideration and upon
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certain objections by Mr. O'Connor it was decided to refer the bill

?
S

to a banking sub-committee.

Mr. Morgenthau suggested that Congress be asked ['or no more
than o000 million for HOLC. He was of the opinion that thev would
increase the amount of their own volition. He sugrasted that
applications should have been shut off earlier. Mr. Fahev said
that had that been done the situation would be worse MOWw == that
the quicker they ean clean up distress and stop loaning, the
petter. Mr. Morgenthau recalled that = vear aco HOLC had indica=-
ted that ir they got their additional ¥1 billlion then, one half
billion now would be suffiecient.

Mr. Jones was of the cpinion that the HOLC is asking for 3400
million which it doesn't necd, but Mr. Fahey was of contrary
opinion.

Mr. Marcentﬁau said that he had understood avear aFo that
the FHA would relieve the HOLC of the mortFage burden. Mr. Eeccles
said they could if the Federal Housing .ict were amended. It wes
agreed that there would be another meeting of the Housines sub-
committee to consider what FHA can do to take over the l1oad now
being carried by the HOLC.

Mr. Morgenthau s2id that he éauldn't see any hope of “HA
taking up the load and Mr. McDonald said under their present set up
they could not. Mr. Fahey pointed out thest the THA cannot take
distressed mortgages. Mr. Morgenthau asked why good mortgarces
5hould be insured. Mr. Morgenthau said he wiuld like to see a

solution of where the HOLC should stop and FHA begin.




.y
12¥
Jamuary 15, 1935,

L
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( following the meeting of the Interdepartmental Loan

Committea, a sub-committee on banking legislation met in the off'ice
of the Undersecretary of the Treasury. Those present were:

T. Jefferson Coolidpe, Undersecretary of the Treasury,

Lea T. CGrowley, “hairman, Federal Deposit Insurance Corporation,

Jasse Jones, Chairman, HReconstruction Finance cGorporation,

J.7.T. O'Gonnor, Comptroller of the Currency,

Marriner 5. Ecﬁles, Governor, Federal Reserve Board,

Lynn F. Talley, President, Commodity Credit Corporation,

C.B. Upham, Secretary of the Committee.

The outline of salient points of the FDIC bill dated December
17, 1954 was considered. PFoint 1 was agreed to - Mr. Coolidre
expressing a preference for the omission of mutual savinegs banks
but not insisting. The second and third points were arreed to.

Nith respect to 4 (a) it was agreed that the FDIC should have
the right to examine insured banks only with the permission of the
-omptroller of the Jurrency.

#ith respect to 4 (b) it was agreed that the rirht of the
'DIC to require reports would be limited to non-member State banks.
In conneetion with this point, Mr. Crowley had said that it had
been made to apply to all banks in order to avoid the criticism
of the states that there was an attempt to repulate state banks
only.

Mr. O'Connor had objected to the duplication of requiring
banks to report to him and to the Corporation.

With respect to 4 (c¢) dealing with the right of the Corporation

to terminate insurance benefits, it was agreed that this should apply
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to hon-member State banks only.

Aith respect to 4 (4] dealing with the right of the Corporation
to control new admissions, it was agreed to leave for decision of
the Secretary of the Treasury whether the right should apply to
non-member State banks only or member State banks and National banks.

With respect to 4 (e) relating to approval of the Corporation
bafore merger or consolidation, or reduction of" capital, it was
aereed that it should apply only to the mersger of a non-insured
bank with one that is insured.

Point number 5 was arreed to with the suggestion that one
vears' withdrawal notice would be sufficient.

Point number 6 was agreed to. Point number 7 was agreed to.
Foint number 8 was agreed to. PFPoint number 9 was agreed to.

Paint number 10 (a) was arreed to.

/ith respect to noint 10 (b) having to do with the liguidation
of elosed banks by either the Comptroller or the Corporation, 1t
ras agreed that decision should be left for the Secretary of the
Treasury.

Mr. O'Connor read a memorandum which he h2d preparsd comment-
in® on the provisions of the FDIC bill. Most of his points had
either been taken cars of by the drafters, Mr. Crowley said, or
¢ould be agreed upon without difrfficulty.

The committee adjourned leaving it up to Mr. Coolidge to ret
7 decision from Mr. Morgenthau om (1) the control of new admis-
sions to the Deposit Insurance system, (2) control the termination

of insurance benefits, and (3) handle liquidation of closed banks.
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January 16, 1935, 7

The sub-committee on banking legislation met again the \

followings mornings in the office of the Undersecretarv of the

IreasiuryY.

The decision of the Secretary of the Treasury that the FDIC,

when appointed as receiver for closed National banks, should report
to the Comptroller, was accepted.

The decislon of the 3Secretary of the Treasury in connection
#ith terminating the insurance benefits of national banks of
the FDIC would work through the Comptroller was accepted.

Upon the sugrestion of Mr. Awalt and agreement by Mr. Morsenthau
1t was decided that in chartering National banks =2nd so automa-

tically insurings them, the Comptroller would secure recommendstion

from the FDIC.
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January 16, 1935. 7

Thalsub-unmmittaa on Housins met in the Federal Reserve Board
at 2:00 P.M. Those present were:
T. Jefferson uoolidge, Undersecretary of the Treasury,

Marriner 5. Zecles, Governor, Federal Reserve Boerd,

John H. Fahey, vhairman, federal Home Loan Bank Joard,

H.B. Hackett, Housing Division, Public Jorks .dministration,

c«H. Upham, Secretary of the Committee.

Nr. Coolidge sugpgested that MNational Mortrace Assoclietions
“ill be unable to get cheap enough money by sellin- their deben-
tures to compete on & sound basis with savinis banks. He is
inelined to abandon National lorteage issocistions, but objects to
wational banks buying stock in Weational lortgase .ssocistions when
ythers are not doing so. If they 4o buy, he said, it will be for
the purpose of puttins in mortgagses that they don't like or mort-

a7es of their friends or to sell bonds at a profit.

Mr. Eccles surgested that the Federal Reserve Act znd the
Mational Bank Act be amended to make mortgages insured under the
"Hia eligible collateral for borrowine from Federsl Reserve banks,
He suggested second that the FHA regulations be amended to permit
mortgagess to sell mortgares to individual investors, trust funds,
ete. without going to Nationsl Mortgace Associations. Let an

insured and accepted mortgacee make and service and rell mortgafes.

e suggested third, that the FYHA adopt a uniform maximum 5% rate

and a gradusted scale of insurance premiums. He suggested fourth,
that the "HA eliminate population and capitelization limits on
mortgares and that they make all members of the "DIC eligible

ortcageas.

Mr. Moffett said thathe thought that there had been no slackness
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in the FHA and that the fundamental point made by Mr. Eccles is

not velid. The slowness in getting the FHA to work has been due

to eonfusion as to & Governmeht subsidy snd 3% money, and to the

inability of State institutions to lend on an 80% basis and to

the difficulties in getting National Mortgage Assoclations organized.
Mr. Eccles added two points to his statement of chances

to be made. Number 5,simplify the regulations of the FHA to

permit approved mortgarees to pass on the credit of mortgagors:

to permit reliance of mortgagee as to appraisel; and to permit

semi-annual or cguarterly amortization payments as well as monthly.

'fumbar 6, Mr. Eccles suggested that Title III of the FHA be
suspended for study.

Mr. Moffett was apainst too much rete cutting and said thet
perhaps putting the rate up would attract private capital. Mr.
sccles replied that debtors can't support hicher rate.

Mr. Fehey said that Mr. Rieffler wants a recommendation on
the real property inventory and survey of urban housings conducted
by the Department of Commerce. He said thest their money has all
been spent and they need about ;10,000. The inguiry was mhether
the FHA, the HOLC and the P.W.A. would econtribute 33500 each to

complete the study.




MEAORAND UM

In connection with the following items referred to in
"L Sunmery end inslysis of Memorendum doted Jenusry 15, 1955
Re: Crowley Loens®, the fects suggest & possibility of wiolations
of the penzl provicions of Visconsln statutes relating to Stete
benks on which the statute of limitsztions aoperently hes not rum,
(See Chapter 221.17 (false entries), £21.%0(losns to bank officicls),

201,59 (embezzlement.,)

IIT - Floreunce Crowley Indebitedness, secured by mortzsge

on Fdrewood Avenue oroperty loeceted in Hedison, Viisconsin.

On Februnry 21, 1991, Miss Florence Crowley received &

loan of $€0,000 from the State Bank of Wisconsin, and on the same
day ir. Crowley's commercicl accowmt in the bank wes credited

with 260,000.

IV - L. Loens of Four Liokes Investment Company,

On Jume 26, 1950 snd Jume 30, 1950, loans were made to
thig compuny in the emownt of IP,000 and {50,000, respectively,
which were credited to the sccoumt of Leo T. Crowley et the State
Bank of Tisconsin. On December 31, 1951, a further lotn was mede
in the smownt of £100,000, the proceeds of which spparently went to
reduce the loan of the Generzl Prper and Supply end Crowley Thole-
sule Grocery Company at the same bank.

The 1,000 shares of preferred stock posted us collateral

egeinst these loens apparently was first deposited ot the Ctate
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Benk of Wisconsin on Septeamber 10, 1380, Facts have been mentioned

in the exsminer'z report which ezll into cuestion the legelity of

thies stock.

IV - B. ¥illism P, Crﬂ-'['.'ll'_‘:_::,l' ll'_'ﬂ,_n‘ .'_'-I:IEL'I.'L'EH.‘] 1:,'1" mﬂ_rt-'.'alre on

Hedison Brick Tarehouse,

On December 5, 1981, & lozn of £75,000 on & mortgage was
aede to Tilliam P, Crowley =t the State Bank of Wisconsin, and on
the same date Mr. Leo T. Crowley's checking sccownt at the bank was
eredited with £75,000.

V - Finaneisl stastements of Crowley componies Drnished

Stote end Hetionel banke,

t. Genersl Peper and Swp ly snd Crowley Tholescle Grocery

Comnany.

The stetement of Decenber 50, 1370, shows notes payable
of 2173,500. On thet date, it iz known that the company wae olbligated
to gix benks in & totel smowmt of F P56 ,500,

B. Goodcoll-Crowlev 0il Comoony.

The stetement of this compény of Hovenbor 50, 1950, apperently
Furiished first to State Benk of Wisconsin, chows noted payekle in
the cmownt of £59,000, whereas records of benk and its brench shows
indebtedness of this compeny in cmownt of $c6,500.

VII - Leo T, Crowley overdrafts at State Benk of Visconsin,

ledicon, Visconsine.

________‘.——-'—'—"'__

In 1951 overdrafts off Mr. Lec T, Crovwley's depoell account
et the State Bunk of Tisconsin ren as high as £52,806, and 1in Jenuary,

1932, they ran &8 high &8 $<,506.
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For perticulars of provisions of Wisconsin statutes

sbove referred to gee excerpts attached to "L Sumuery end Analysis

of llemorandum deted Januery 15, 1955 Ret Crowley Loans", For
excerpts of State statutes relating to the running of statute of
limitations on criminal offenses us well &s civil suits, see

ntteched,
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January 16, 1835.

To Secretary Morgenthau

From J. E. Crane

Referring to our telephone conversation this afternocon,
this will confirm that Mr. Cariguel of the Bank of France advised
me by telephone this afternoon that Lazard Freres (Paris) had been
unable to finance $4,000,000 of & consignment of gold aggregating
about §8,000,000 which they had arranged this morning to purchase
from the Bank of France, value January 18, 1935. Mr. Cariguel said
that at his suggestion Lazard Freres (Paris) had sold today in
Paris about $8,000,000 in anticipation of shipping a corresponding
amount of gold to New York and that their operastions had been a most
important influence in steadying the dollar-franc rate. ©Since they
had been operating at his suggestion, Mr., Cariguel felt morally
obligated to see that they obtained the §4,000,000 which they had
been unable to finance themselves. Mr. Cariguel said that the Eank
of France would like to buy from us $4,000,000 at 6.571943, value
January 18, 1935, on which day they would earmark an equivalent
amount of gold for us in Paris, 1t being understood that the expense
of shipping the gold to New York would be for our account.

Mr. Cariguel said it would be greatly appreclated if we would accom-
modate the Bank of France in supplylng these dollars.

Following your advice to me by telephone that you would
sell $4,000,000 to the Bank of France at the above-mentioned rate,

value January 18, 1825, buying from the Bank of France an equivalent

amount of gold to be earmarked in Paris, I telephoned to Mr. Cariguel

and advised him sccordingly. He asked me to tell you how grateful he
Was for your having accommodated him in this manner.
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January 16, 19Z5.
MEMORANDUM

To cecretary Morgenthsasu

From J. E. Crane

This will confirm my telephone call this morning regard-
ing the information which I received by telephone today from
ir. Cariguel of the Bank of France. He told me that the ex-
chenge markets sbroad were greatly disturbed owing to the sudden
rise of the dollar and that he had this morning induced Lazard
Freres (Paris) to sell dollers zgeinst francs for the purpose of
shipping gold. He added that Lazard had zlresdy sold today abamt
+5,000,000 egnd that they were the only important factor in the
market. He said thet Lazard Freres would soon reach their limit
end that if the New York banks continued to refuse to ship gold
from Parls to New Iork and if our stabilizetion fund did not
intervene vigorously, he was fearful that there would be a panic.

I told bir. Cariguel that I would pass along the informa-
tion to you and 1 also advised him that we had bought about £8,000,000
francs yesterday afternoon. He said that he would convert the francs
which were purchased into gold immediately upon their delivery tc the
Bank of France and thet he would require no notice from us such as is
asked of the Parlis market when they take gold from the Bank of France.

I alsc informed Mr. Cariguel of our orders in the London

market for the purchase of gold.




Crane:
H.MJr:

H.M.Jrs

Is that what you got 6.57%

Yes. Now I gave you 6.57. Now our thought is to
buy & 1little gold in London.

Buy gold in London?

Yes.

Well now can I Just talk to you for two minutes?

You can have two and one half.

I've been thinking about this thing overnight and
I've come very strongly to the conclusion that we
ought to keep the dollar within the gold point.

I think that yesterday was a very good example of
what happens when the dollar goes up too high above
the gold point - they had very weak commodities -
the securities all declined - the whole market was
upset and I think for a thing like that to happen -
seems to me to hurt things all around and my thought
1s that last September we took action to support the
dollar to keep 1t from going down . I think that we
have jJust as much - we ought to have just as much
responsibility to keep 1t now from going too high
and my very strong recommendation to you 1= that we
uuggt to put the Franc rate to 8.59 and hold it there,
see

Well now let me talk to you see Just like a Dutch
uncle,

Yes.,

The conversation which you had with the bankers
yesterday which was on the front page of last night's
New York Sun. Now you emphasized to the bank that
we couldn't give them a commitment in advance - is
what scared those fellows. Now they've never railsed
the point before - no they never raised the point
before fince January 31 but we —-=-=

n't
I have/talked to the papers.

No, no, no, no but I mean the dealers in foreigh
exchange,

Oh.

I mean it's not in the New York Sun to you.|

No one ever ralsed the point before since January 31
when we buy gold a week or a month from South Africa,

from Bombay - it's come here and no
that point before, one has ever raised

I see,

!
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H. M. I

H.M.Jrs

C1

H .M. Jr:

got any
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But I mean ----

I think they've raised i1t now on account of the
Supreme Court.

But my dear Crane I'm talking excitedly but
not in an unfriendly matter to get this straightened.

I understand.

what
I mean I'm excited but not unfrlendly. Now/the hell
hﬂi the Supreme Court got to do with the price of
gold?

Well I agree with you - I don't think 1t has anything
but the banlks here don't feel that way.

I don't care what the Supreme Court says. The Supreme
Court can't tell the United States Treasury what
they can pay for the price of gold.

I agree - regardless of all of that I feel very

strongly that no matter what attitude the New York

banks - no matter what attitude anybody in the country

takes, I feel that it's our Job and our dut¥ to keep

E?E gﬂllar within the gold point - now that's my point
V1iew,

When you mean our job and our duty you mean the duty
of the United States Treasury.

Right.

And thls demonstrates to me that when the Unlited
States Government 1s in difficulty the international
speculator sells it's government short in order to
make a permy and when there's a little doubt and they
Just don't know - they're scared and they're yellow.
If I had my way I'd take thé full question of dealing
with international speculators and put it right in :
the hands of the United States Treasury. They haven t
guts, they haven't got any backbone and they haven't
got any flag that they follow.

ts all true. I'm not upholding the New York
E::;sf I think they're takfgg a foolish and narrow
attitude on this thing. I don't think there 1s any
risk of the Treasury lowkring the gold price. My

omn feeling --——--

—




HM.Jr:

Cz
H.M.Jr:
(84

H.M.Jr:

My dear Crane there's no relationship between

the price of gold and the Supreme Court decision

and the whole trouble was yesterday's story in the
New York Times when they quoted departmental experts
and that they thought the thing to do was to lower
the price of gold. Now I refer you to the first
column of page 2 in the New York Times in which 1t
sald that the experts whose views were reflected in
the dlspatch to the New York Times are in another
department, see? Now you bring that to the attention
of some of those fellows down there.

Well now don't you agree with me, Mr. Secretary?
I do - I do.

When commodities drop - securities drop and the whole
market ---

My dear Crane --

Well all I'm recommending is I'd like to see you go
into action to-day and keep it within the gold price
the same as any other day.

I'm not going to do that and let these New York
bankers sit there and make a turn on it.

But 1t won't let them make a turn on it if you do 1it.
Alright let's start in by doing it my way.
Alright.

And my way 1s this - I'm giving you orders now to
start to buy $2,000,000 worth of gold in London.

Yes,

See? And let's go in and buy $2,000,000 worth of
gold in London.

Up to what?
Up to $35.60.
$25,.60.

Now you see on the opening of the fixed rate there
this morning gold 1s 141.8 - working out $34 - $38.45

which 1s much lowepr than the Paris rate but Sterling




is 4.86 at the fixed rate and has now gone up I
understand to about 4.88 so I think we'll have to
give a little leeway on 1it.

Now you want us to buy $2,000,000 worth of gold in
London at not over $35.60. -

That's right on the dollar basis - we guarantee to
buy the gold In London on the same basis as we are
buying silver now. on the dollar basis.

Yes I see, Now is the Seeretary still on?

Yes I'm still on,

Well now Mr. Secretary will you give some further
thought to what I said.

Yes I. haven't thought about anything else.

I think we ought to go into the bank market and
hold the rate at 6.589.

Well 1 haven't thought of anything else but your New
York bankers just turn my stomach.

I don't think you ought to think about the New York
bankers M'E?nﬂt thinking anything about them at all.
I'm jus the standpoint of the Treasury and the
country as a whole and I think it's our job.

Well I've taken the responsibility and I'm taking
the leadership.

I don't care what the New York banks say. I think
we ought to disregard them entirely.

Well now let's start in with the London gold thing
and let's see by if buying gold in London we can't
equalize this thing and bring it up to the gold point.
Yes.

And I'11 follow this thing very closely myself.

Alright.

And as I said my emphasis is interest emough --




Yes well I know you want me to tell you how I feel.
I feel very strongly on this thing.

Well I always want you to tell me what you feel
and then---

I know you told me that once,

That's your Job and put in that order and let's
see whaet happens.

We'll get after it right away.
OK.
OK

January 16, 1935,
Wednesday - A.M.
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No Change
In Gold Price

|| Prow Tae WaLL BTREET JOURNAL Waoshingion Huretu

WASHINGTON—Inquiries at the Treasury
regarding requests to guarantee that it will pur-
chase gold, and if so, at a fixed price, ares be-
ing answered as all such requests have besn
answered since the BSecretary of Treasury's
statement of January 31, 1084, that until further
notice he would buy gold at $35 an ounce. It
wis pointed gut there has been no statement
from the Treasury to indicate that revaluation
upword, that s, increasing the gaold content of
the dollar, is even being considered. Indeed,
examination of the government's briefs in the
gold case indicates that such a course would be
contrary to the whole government policy.

Devaluation was effected by the President in
compliance with permissive legislation limiting

‘the devaluation to a range of 50 to 80 cents.

This action, once teken, becama irrevocable

without Congressional actlon, and in section 2|

of the Philippine currency act of June 19, 1834
was in effect ratified by Congress. Now, with
the dollar devalued to 58.08, it would be im-
possible for any power gther than Congress to
increase the gold content by more than §4-100ths
of one cent. Any such action by Congress

| seems highly improbable. The power of Con-

to devalus the dollar is oot contested in
the pending goid cases.




I went by Jack's room and didn't get home until
3 o'clock.

What?

1 went by Garner's room and didn't get home until
o o'elock, =o you can imagine how I feel. I was
talking to the President on the phone last night
about the advisabllity of possibly suggesting
initlal bond power and he suggested that if you
and I and Bell would get there ten minutes to two
for the meeting. Does that sult you?

0.K.

Fine I'11l be there then at ten minutes to two.
I'1ll leave my check book home though.

You'll leave your check book home?

Yes.

Fine. Alright.

Thank you.

January 17, 1835.
Thursday.




January 17, 1935.

dia In the event of an adverse declsion by the
Supreme Court in the gold cases, 1t willl be of the utmoat
importance that the Treasury be prepared to announce, without
more than a few minutes' delay, its program for dealling with
the situation, Otherwise there willl be danger of severe panic,
and of seriocus setback to recovery.

2. The program wlll necessarlly have to be adaptable
to whatever terms the Court's declslon may teke. It 1s imposslble,
therefore, to plan in advance wlth any preclsion, but the
Treasury can chart out even now the general course 1t would
follow, subject to final revision in the light of the actual
decision. It seems reasonable to presume, - and 1t ls of major
tmnortance - that the Court even in the event of an adverse
decision would do nothing to question the government's power
to impose embargoes and other restrictions on imports and exports
and internal payments of gold.,

De From the standpoint of recovery, and of the
zeneral welfare, 1t 1s absolutely fundamental that the measures
to be taken should not be deflationary in their effects, The i
decision might make 1t neceasary to change monetary technlque |
in some respects, - and such changes could be kept relatively
unimportant. But the essentlals of monetary policy must be
preserved, and renewed attention given to other measures in the

field of Federal Reserve and general economie polley to



rromote increased business activity and higher prices. To
avold deflationary pressure, the measures to be taken should
carefully be protected from belng interpreted as a return to
the old gold basis at this time,

4, From the legal standpoint, 1t seems probable
that in case of an adverse declision the chief point will be to
eliminate for practlcal purposes any diatinction between the
dollar currently in use and the so-called gold dollar whieh,
nnder the declsion, might have to be paid to satlsfy the gold
elause. In legal language, the objJect would be to make 1t
{mrossible for claimantas or bondholders to prove any real damage,
end to deprive them of any measure of damages. The chief trouble
with the present dollar - with a gold content equivalent %o
50.06 cents of the old dollar, 1s that it gives a ready-made
measure of damages. The same 1s true, substantlally, of any
f1xed readiness to buy gold at a fixed price of $35 an ounce.

T take 1t to be unthinkable that anyone in this country would
be allowed to get $1.69 for each dollar, by means of a gold
clause bond,

S, From both the legal and the economlc standpoints,
I believe that the situation could be met by the following
measures, the object of which 1s to give full freedom of action
to the government while at the same time making the gold content

of the dollar utterly immaterial for present practical purposes:




First, immediate repeal of the actlion flxing the

gold content of the dollar at the 59,06 rate and of those
provisiona of the Gold Reserve Act of 1934 which fixed the
1imits of the dollaer's gold content. Strlctly speaking, thils
would probably have the effect of reinstating the old gold
content of the dollar, but this would be deprived of any current
practical importance by the remalning steps to be taken.

Second, impose embargoes not only on exports but
also on imports of gold (subject only, of course, to llcense
by the Secretary of the Treasury)

Third, allow exports of newly-mined gold to move
freely - so that the mining industry may get advantage of the

world price of gold, whatever it mey be. This would have the

additional advantege of perhaps encouraging some gold exports

—

(of newly-mined gold) from thils country.

Fourth, continue (and if necessary impose additional)
restrictions on gold payments within the country. If necessary,
make gold practiecally contraband, so that even in the mmnlikely
event that the Supreme Court granted specific performance 1in
gold of & gold clause obligation, the gold pald out could be
simmlteaneously selzed and returned to the Treasury. ;

Fifth, glve to the Seoretary of the Treasury (if

L AT
existing legislation is not sufficlent for the purpose) power

to buy and sell gold freely (primarily for export or import)




at such price as he may determine from time to time. Thils would
be substantially the English situatlion, and such powers would be
necessary to deal with the exchanges. A statutory fixed price
(or even administrative fixed price) would presumably have to

te avolded, for the reasons already glven.

Sixth, give to the Secretary of the Treasury (unless

already sufficlently covered by existing legislation) power to
buy and sell foreign exchange. This might reguire a new
appropriation for the Stabilization or Equalization Fund, 1f

the repeal of the 59,06 dollar had the effect of eliminating the
existing fund (as 1t apparently would).

Tt is impossible, of course, to forecast everything
that may have to be done, but the foregoling general measures
would seem to give the Treasury the necessary freedom and powers
to meet the situation as 1t develops., The Treasury's own lawyers
will ¥mow best, of course, what the legal situation requires,

6. Tt is implieit in the problem, I believe, that
the Treasury may have to think in terms of purchases and sales
of foreign exchange rather than of gold itself in order to meet
the requirements of the sltuation, Purchases of gold and the
emphasis on the gold price have thelr disadvantages anyway, A8
they tend to suck gold out of the rest of the world (as we have
seen during the past year), and thus to deflate world prices,

with consequent deflationary effects on our own prices.




Purchases of exchange would be subject to some disadvantages

- 8+ E+ possible risk of loas through depreclation, but thils
risk could be minimized by Joint account transactlons and to
some extent by the government's own monetary polliecy. Even 1if
the Supreme Court's decislon should be favorable, consideratlon
will have to be gilven, 1t would seem, to exchange purchases and
sales as distinguished from gold alone. There are manifest
limitations, already apparent from the experience of the past year,
in reliance on gold purchases to deal with the exchanges, as the
underlying effect 1s deflationary on world prices which 1s just
the reverse of what our monetary policy seeks to accomplish,

s Higher commodity prices internally and inereasing
business activity would remain the principal objectlives of
covernment monetary and economic polley, and should be fully
atressed in connection with any measures to be taken. These
objectives, in proportion as they can be attalned, would act
as an important corrective on the exchanges, and I belleve that
they could be attained in substantlal measure through Federal
Reserve and Treasury poliecy and by facilltating the early opening
of the capital markets. At best, however, 1t takes time for
these things to operate, and the Treasury would want to be in a
position to deal with the immediate and perhaps temporary sltu-
aetion that would arise in the forelgn exchanges 1n conseguence
of an mdverse Court decision, by intervening freely and with

assurance in the forelgn exchanges themselves, lnatead of




concentrating on the price of gold.

B The foregoing outllne has been jotted down far
consideration, - not as a definite program but as a chart for
discussion. Manifestly, 1t would need toc be filled out wherever
there are gaps in the practical steps to be taken, and checked

and eross-checked in the light of existing leglslation and

reneral objectlves of polilcy.




January 17th

H. ¥. Jr. blew up at Hull to-day because Feils
asked Hull to call up H. M, Jr. and use his influence to
get Crane to come to Washington on some matters relating
to foreign exchange with Brazil. George Harrison not
being on the Jjob, H. M. Jr. felt it was important for
Crane to be in New York and, therefore, refused. H. M. Jr.
was quite annoyed with Hull and Feis. He later telephoned
Hull and told him he was sorry for blowing up.

I do not remember the date, but I was present
when H. M. Jr. telephoned the President and told E%ﬁﬁtggt
lnasmuch &s there was so much eriticism sbout e
wanted the President to know that he had done a swell job

co-operating with Bell and Peoples on the construction
program and the budget.

H. M. Jr. also told Ickes how pleased_ he wgs.
Gossip later came back that Ickes had tnld-ﬂa&i&ﬂ“ﬁhﬁ%
H. M. Jr. had told the President that it was Flemming who
did such & good job and not he.
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OUTLINE OF PROPOSED FEDERAL RESERVE LEGISLATION

Federal Reserve Banks., = 1. Combine offices of Chairman of the Eoard
of Directors and Governor at the twelve Federal Reserve banks, appointments
to be made annually by the directors of the banks, after nomination to and
approval by the Federal Reserve Board. Frovide for Vice-Govermor and Deputy
Chairman to be selected in the same manner,

2+ lo members of the Board of a Federal Reserve bank, except Governor
and Viee-Governmor, shall hold office for more than six consecutive years.

Federal reserve Board. - 3. Change qualifications for future appointive
members of the Federal Reserve Board by providing that they shall be persons
well qualified by education or experience or both to participate in the
formulation of national economic and mometary policies, and that the gemeral
poliey should be that at least two of them shall have had experience as
executive officers of Federal Reserve banks. Present geographicel limitatiom
shall not apply to selection of future Governors. The CGovernmor's membership
on the Doard shall expire when he is no longer designated as Govermor by
the Preslident,

4. Increase the salaries of future appointive members to 320,000 per
annum, with compulsory retirecment at 70 on §12,000 pension. Present members
to be eligible for retirement at 70, FProvide for proportionate pensions for
service of less than twelve years.

S5« The Uoard shall be empowered to delezate specific powers and duties
not involving the determination of national or System policies to individual
members of the Doard and/or its representatives.

Credit Control.-6. Change Section 12A of the Federal Reserve Act so
as %o provide for an open-market committee to consist of the Governor snd two
members of the Doard elected annually by the Doard, snd two govermors of
Federal Heserve banks elected annually by the governors of the Federal Re-
serve banks. This committee shall make recommendations about discount rate
policlies and formulate the System's open market policies whisch, when approved
by the Federal Reserve Board, shall be bindinz on the Federal Reserve banks.

Eligibility and Collateral Requirements.- Te. Any sound asset of a
member bank shall be eliglble for discount at s Reserve bank, subject to
regulations of the Federal Reserve Board, and the Board shall also have
authority to preseribe limitations on maturity of advances to member banks.,

8. Collateral requirements for Federal Reserve notes shall he repealed,
end the office of Federal Heserve Agent shall be abolished.

Feserve Requirements of Member Banks. = 9, In order to prevent injurious
eredit expanslon or contraction, the Federal Reserve Board may change reserve
requirements as to any or all Federal Regserve distriots and/or any or all




-

elasses of clties, and as to time unifnr demand deposits.

Suspension of Capital Requirements for Membership. - 10. At any time prior
to July 1, 1937, the Federal Reserve Poard may admit any insured nonmember bank
to membership in the lederal Reserve System; and may waive the legal capital
requirements for admission: Frovided, That such bank shall comply with all of

the regular requirements of members within such time as the Federal Reserve
Foard shall prescribe.

Real Estate Loans, = 1l. Amend Section 24 of the Federal leserwve Act so
as to eliminate the restriction regarding the limitation of real estate loans
as to maturity and as to percentage of the wvalus of the property.

Branch Banking. = 12, Permit national banks to establish branches within
Federal Reserve branch territories, but provide that no branch shall be opened

in a community of 50,000 people or less, except by taking over an existing bank,
or with the consent of existing banks,

Miscellansous Provisions of a Technical Nature. = 13. These provisions are
largely non-eontroversial and are chiafly for the purpose of improving the op=-

eratinz efficiency of the System and removing inequalities and ambiguities from
existing law,
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FEDERAL RESERVE BAMEK
UF MEW YORK

=~ CORRESPONDENCE pateJanuary 17, 1935.
CONFIDENTIAL FILES sussect: TELEPHONE CONVERSATION WITH
J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE.

Mr. Cariguel of the Bank of France telephoned at 1:15 p. m.
today after the closing of the Farls exchange market to advise us that
he had sold a total of $3,644,000 at an average rate of about 6.57.

He added that up until about 3 p. m. Paris time he had sold less than
+2,000,000 but that between 3 and 6 p. m. he had sold about $2,000,000.
I asked Mr. Cariguel whether any of the large banks, who normally ship
gold from Paris, were doing anything today in the exchange market and
making preparations to ship gold again to New York. He said that they
were not and that he did not think we could expect any support from the
big banks tomorrow. That being true, he said, the franc market would
probably be without support tomorrow unless we gave him another order
to sell dollars as we had done today. I told Mr, Cariguel that I

would send him a cable later today to let him know whether we wanted

gl him to do anything in the exchange market tomorrow morning.

I advised Mr. Cariguel that for the moment we did not want

him to ship any of the gold which we acquired as a result of our ex-

change operations, that 1s to say, no gold other than the $4,000,000

which 1s coming on the 88. President Harding.
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FEDERAL RESERVE BANK
OF NEW YORK

CE CORRESPONDENCE pate January 17, 1885.

CONFIDENTIAL FILES supsecr TELEPHONE CONVERSATION WITH
J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE.

Mr. Cariguel of the Bank of France telephoned at noon today
to report that he had sold for our account approximately $2,874,000
at an average rate in the neighborhood of 6.57. He sald that the
dollar rate in the market now was 15.20 (6.5789) and that New York
appeared to be seller of both sterling and dollars. Mr. Cariguel
said that he had arranged to ship to us $4,000,000 gold on the S885.
President Harding sailing from Havre on January 24, He inquired whether
we wanted him to ship immediately the gold to be acquired by us as a
result of our purchases of francs and his sales of deollars for our ac-

count. I told him I would let hlm know later about that and in response

to his guestion authorized him to contlnue sales of dollars for us up to

6 o'eclock Paris time.
I telephoned the foregoilng to Secretary Morgenthau who auth-
orized me to advise Mr. Cariguel that for the present we would not ship

to New York the gold acquired as the result of our exchange operations.

-, N A i e T
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FEDERAL RESERVE BAMNK
OF MEW YORK

FFICE CORRESPONDENCE pate. January 17, 1985.

CONFIDENTIAL FILES sussecr. TELEPHONE CONVERSATION WITH
J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE,

I telephoned to Mr. Cariguel at the Bank of France about
9 a. m. today to ingquire sbout the exchange market in Paris.
Mr. Cariguel said that things were going very well and that 1t was
fortunate that he had had our order in hand this morning as there ap-
peared to be meny bids for dollars in the Paris market at thelr opening.
He added that he had been able to keep the dollar market steady at
sbout 6.57 and had so far sold only about §1,000,000. He sald that the

market was much gquieter than it had been yesterday and the day before.




H.M,JIr:
Cz
H.M.Jr:
Ct
H M. Jr!

Cs

158

Hello Mr. Eecretary.
Lochhead'!s on the wire with me. Go ahead.

Cariguel called me about a quarter after one
I think it was and said that their market was closed
now that the total he got was $3,644,000.

Three millien six.
Three million six and the average rate was about 6.57.
6.57.

Yes. I asked him about the - whether he was selling
any gold or whether any of the blg banks were at the
exchenge market getting ready for gold shipments.

I wanted to find out whether the Chase or the Guaranty
or the City or any of these fellows are doing anything.
He said no that they weren't and he said he didn't
think we could expect any support from the big banks

to borrow and that unless we had an order in the market
tomorrow there won't be any support.

1 see.

In other words, he sSays
See? /J we can't rely on the big banks now. I
mention that because I think you ought to take that
into consideration for tomorrow morning.
Well thet's alright. Now we'll start all over agailn.
Yes.
I'11 give them another authorization of $5,000,000.
Yes.
See?

Now what about this afternoon? Will you give
nd two or three million here?

Whet if 1t dees break your on the other
side.

What 1f 1t breaks?
Yes.

Well if it breaks Mr. gsecretary you'll have all
over again the disturbance that you had a few days
BR0.




EM,.Jr:
Cs
H.M.Jr:
e
HoM,Jrs
Cs

G

H.M.J>3

C:
H.M.Jr:
C:
H.M.Jrs
C:

Well what difference does it make what price
banks sell at in New York?

Well two or three days ago here you had a break
in your commodity prices, you had a weak securlity
market and everybody was upset and exclted and 1t
all mppened because the bank

Well what are they now?

What?

What are they now?

What are what?

What are Francs?

About 3.57 - 58. As I said the other day, I feel
very strongly that we ought to keep the dollar
within the gold point. I don't think you ought
to let it get outside.

Well wait 2 minute. Coolidge says the $5,000,000
that I'm giving you - hello?

Yes.

How much have you got left - you got a Million four
left.

That's right.

Well I'11 give you that.

Give me that too?
Yes. I'1l give you that.

Yes.

Vhen I come back from the White House welll talk
about what we'll give to Paris, depending on what
happens here.

Yes. Well then you don't want to try to plck the
rate up at all.

No, no no.

. | L T P e




Well now I think you ought to.

Well now listen will you let me run that please?
Yes. You said you wanted our recommendation.
That's right.

Alright.

: And after all if the Bank of
France don't want us to go up to the gold point, why
should we worry.

Well I think they do want it to go up a point.
Why don't they put it up a point?

Well we told them yesterday that we wanted to be
very sparingly.

Now I say the same thing to you - as a matter of fact -
Just a minute.

Hello
Hello.

I'm sitting here with Coolidge and we say not to buy
very much until 1t gets down to 55.

Yes 1 see

And - because what I'd like to do 1s have them close
at the same price as they closed in London - I mean
in Paris.

Youd 1ike to close it around 6.57.

58 if possible.

Yes but you don't authorize us to go any more than a
million four.

That's rizht.

A million four and you don't want us to do any heavy

That'!s right. If you're out of money and things look
bad I'm with the President from 2 o'clock on and you
can call me over there,




Ciz Yes - alright fine.
H.M,Jre See?

o Yes.

H.M.Jr: We've got certain things which I ecan't explain ©
you over the telephone - I mean you have no idea
what I've been through to be able to do what I
am doing and Mr. Coolidge knows and if you knew the
difficulties under which I've been working the last
two days you'd appreciate.why I'm
That's alripght I don't mind
I mean I' ve been under the most teriffic handieap
down here and if I say so myself I've had to use all
my influence to do what I have.

That's fine.

And 1t's been very very difficult.
Well it's a good job.

Alright.

Goodby sir.

Goodby.

January 17, 1935.
Thursday.




Cs
H.M.Jrs
Cs
H. M. Jr3

Cs

H.M.JD
C

Hello - hello Crane.

Yes sir.

I hear it hasn't cost you mach.
No not a cent.

Well that's

8.57 1s the last I have andKnoke says he hasn't
bought any Francs.

Well now do you want to talk to the French?
Well I hope that they don't come at us around 5 o'clock.

Did you say - no but I say how about talking to the
Bank of France?

Well I think I'1l send them 2 cable.

A ecable. You want to give them an authorization for
$5,000,000.

$5,000,000.

Yes.

Ves. T think I can do that by cable.

well I'd give them an authorization for ¢5,000,000.
6.597

Yes - the same.

The same as yesterday.

Just the same.

Well I won't call them on the phone unless you want
me to.

1 don't care how you do it.
Alright.

T hear - Lochhead tells me that City 1s
bringing over $10,000,000 from London.

Well I think that's gold they've had in London.

L]




Yes. Well that's alright. The banks haven't stepped
In yet have they?

No they haven't., I'm a little bit surprised that
they're holding off like this. j

Well I've got Aldrich in the next room.
Have you?
Yes.

Well I understand they're about - as more nervous
than anybody else.

H. M.J 22 Yes,
Csz Well maybe you can find out something from him.

H.M.Jr: Well T think we'll carry it ourselves until next
week - see 1f we can tell him a thing or two.

That's 0.K. with me

Yes I told Aldrich - he was just sitting here - as
long as I'm Secretary of the Treasury I'm not going
to ask a bank to do anything.

Yes. Oh I wouldn't., I don't think you ought to
ask them.

H.M.Jr: We can do it. We're getting along very nicely.
If you haven't had to buy any Franes this afternoon
I think that's awfully good - shows that they're not
selling in New York. I made a prophecy yesterday
that by Friday, which is tomorrow, this thing will
all be ironed out.
Yes.,
I hope s0.

Cs Well I do to but I think we ought to continue to
watch 1t.

H.M.Jr: Oh yes. I guess - another $5,000,000.
Cs Alright sir thank you.

H.M,Jr: Thank you.

January 17, 1935 - Thursday,




HoM.Jr3

Cs

HoM.Jr2

8
H. M, Jr:
Cs

HoM.Jrs

Cs
H.M.Jr2
Cs
HoeM,Jr3
Ci
H M. Jr:
C:

Zou've got four million @55.

1 see.

We didn't do very much after that last call.

The market was qulet at the close - the average

rate on all of that was 6.58 -20.

Alright.

And - that's about all - he sald things were a little
quieter. Now do you want to glve us anything for the
afternoon here?

Well now I'1l tell you what I'1ll do -~ I'll give you
from now until tomorrow, see? 1I'll give you another
$5,000,000.

From now untll what?

From now until noon tomorrow.

Oh from now untll noon tomorrow.

Yes.

That'!s fine.

See? And the reason I'm doing 1t thls way - I'm
going to leave here at half past three. I'm flying
to Atlantie City - I'm all in, see?

Yes.

And I'm staylng at the Hotel Trayborn.

Trayborn

And I'11l call up once tomorrow - I'1ll call up
Lochhead about half past nine?

Yes., That's alright.

Then I can be put thru to you you see?

Yes. That's $5,000,000 from now till noon tomorrow?

Yes.

That'!s fine.
That ought to take care of you.

Yes that's very good.




Now have you talked to them about my smuggling?

Oh yes I did. I mentlioned that thing to the
and he said he would be glad to talk to Dr. Cannier (%)

about 1it. b P }(
Who's he?

He's the new Covernor of the Bank of France.
Yes.

And he's quite close to the government officials
so he may be able to do something.

By golly if were were as helpful as they say we
were 1t's better to ask.

Oh no doubt we were very helpful.
Yes.

Cs Now about the rate.

H.HM,.Jr3 Yes.

Cs The rate 1s now 6.58% to 3/Bths and I would propose
to try and keep 1t right there - I'm not golng to
push 1t up.

H.M.Jr: What's that.

Cs I propose to keep it about 6.58}. I won't push it
up any.

H M. JIr: No that's right.

Ct Unless you want me to.

H.M.Jr: No. Now I think looking back over the last three
days the people that don't know me don't think we
handled it well but I think we handled it very well.

C: Under the conditions that you get --

H. M, Jr: Well nobody will ever know - I've never been talked
about




People on the outside don't know that.

I can't talk about the troubles I've had at
but I've had plenty.

Yes.

All T can tell you 1s that —---mmmme e

That's pretty good.
Yes.

Now listen, Mr. Secretary, I'm planning to be in
Washington Monday.

That's 0.K.
But I don't think we'll have any trouble.
Iz the Governor going to be back?
Well I don't know - I think he is but I'm not sure.
H.M.JTs: Well I think the worst 1s over now.
Cs So do 1.
HeMoJ12 Well don't get lost over there.
Cs No I won't.
Ho.M,Jr: I want to see you while you're down anyway.
Yes I'1l come 1in.

Well that takes care of you and then I'll be on the
wire tomorrow and then we'll see how things go.

Yes. . alright, thank you.

H.M.Jr: Coodby.

January 18, 19305.
Friday.




Good morning Mr. Secretary.
Good morning. What have you heard?

I haven't been able to get Cariguel yet. I've
got a call in for him,

Yes.

But the rates - the bank rate is at 6.58 and 5/18ths.

Yes.

And the Guaranty Trust has a cable from thelr Paris
office saying that the market opened in Paris at
8.57 - that the Bank of France 1s a buyer of Francs
and put the rate up to 6.58 and 5/16ths - that's
where 1t 1s now.

But you don't know how much it cost us?

No but I'll probably know that within five or ten
minutes and then I'11l call you.

Will you?

I put the call in about 15 or 20 minutes ago.
Fine - the minute you get it call me.
Alright

Thank you.

Goodby

January 18, 1835.
Friday.
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January 17, 1935.

The Interdepartmental Loan Committee met with the President of
the United States in the Executive 0ffices at the White House at
2:00 P.M. Those present were:

Franklin D. Roosevelt, FPresident of the United States,

Henry Morgenthau, Jr., Jecretary of the Treasury and Chairman of

the Committee,

Harold L. Ickes, Secretary of the Interior,

. F. Hill, Deputy fovernor, Farm Credit Administration,

3cott Hovey, General Counsel farm Credit Adminlstration,

John H. Fahey, Chairman of the Federal Home Loan Bank Board,

Chester C. Davis, Administrator of the Agricultural Adjustment

Administration,

jsrren L. Pierson, General Counsel, Export-Import Bank,

Lynn P. Talley, President,Commodity Credit Corporation,

Leo T. Crowley, Chairman, Federzl Deposit Insurance Corporation,

Jesse H. Jones, Cheirman, Reconstruction Finance Corporation,

Marriner 5. lecles, Governor, Federal Reserve Board,

James A. Moffett, Administrator, Federal Housing Administration,

7. Jefferson Coolidege, Undersecretary of the Treasury,

JF.T. O'Connor, Comptroller of the Currency,

Herman Oliphant, General Counsel for the Treasury Denartment,

D. T. Bell, Acting ‘irector of the Bureau of the Budget,

C.B. Upham, Secretary, Interdepartmental Loan Committee.

The followingz agenda of legislative proposals for consideration
at the meeting was presented to the President, and followed by him.

1. Reconstruction Finance Corporation.

o, 3econd Liberty Bond Act Amendment.

3. Export-Import Banks.
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Federal Deposit Insurance Corporation.
Farm Credit Administration.

«omptroller of the Currency.

Home Uwners' Loan Corporation and Federal Home Loan Bank
Hoard.

8. Federal Housing Administration.

9. ['ederal Reserve System.

The synopsis of draft bill extending the funetions of the
ieconstruction finance Jorporation and for other purposes, dated
January 16, 19595, was considered and apreed to.

The explanation of the bill proposing further amendments to
the Second Liberty Bond \ct was considered and agreed to.

The legislative recommendztion for the Ixport-Import banks was

( considered, and, after discussion, it was agreed that the provision
for an extension of the banks should be incorporated in the RFC bill.

It was agreed thzt the power of the banks to act as guarantor
would be omitted, that the ten per cent limitation on loans to any
me borrower would be omitted, and that rediscountins would only be
rermitted with the approval of the Secretary of the Treasury.

The outline of bill proposed by Federal Deposit Insurance
corporation to amend Section 12B of the Federal Reserve fAct as
amended (Qutline of 3Salient Points) dzted Janusaryv 17, and marked
4th Hev,, was considered. The President remarked that the officers
ol the largest banks were obJjecting to the assessment of one-eighth
of one per cent on all deposits, uninsured es well as insured, and

sald he understood they had a compromise to offer, and were plan-

{ ning to see Mr. Morgenthau and Mr. Crowley a2t an esarly date on that.
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Mr. vrowley indicated that the proposal might be a little unfair to
the larrer banks, and pointed -ut that the asses=ment in the case
of the “irst National Bank of New York, the deposits of which will
be only one per cent insured, will jump from $14,000 to $9450,000.
The Fresident remarked that that would be Just "too bad™. Mr.
Coolidre was of the opinion that the assessment should be one-
eighth of one per cent on net deposits. He pointed out that the
larger banks, with larse portions of their assets in tax-exempt
securities, are especially favored in s me ways with respect to
their support of the Government, and that this assessment, running
about one-tenth ol earnings, is perhaps not excessive,

The Fresident was of the opinion thet the bill could be rassed.
He asked if it contained provisions to tie in with Senator Class?
ldeas about duplication of examination, and Nr. Crowley replied
that it did not take care of thet situation very ef't'ectively.

“r. J'Connor remarked that there real!y is no duplication.

The PDIC bill was agreed to.

The legislative profram for the Farm Credit .dministration was
considered and agreed to.

The brief abstract of vomptroller's recommendations to Consre:s,
Janiary, 1935, was considered.

The President asked if this lerislaetion could not he combined
with the ¥DIC bill, and stated that he was worried about the multi-
rlicity of bills. Kr. O'Connor was of the opinion that thev were
Guite different 1in cha}auter, and on wholly unrelated matters.

Ur. Uoolidee pointed out that the 1933 proposels of the comptroller

of the Jurrency, referred to in the abstract, had not been checked
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by the Interdepartmental Loan Jomuittee, to which Mr. O'Connor

replied that the President nnd the Secretary had agreed to it a
vaar ago. It was decided that they should be recheaked. The
rresident suggested that Mr. 0'Connor check with Mr. Morrenthau

and Mr. Eccles on any other proposals to be added to the bill, =and
perhaps & method of amendin- bills now in the Congress, instead of

pushing this one. The President indic:ated that the Comptroller's
ill should be combined with that of the 'DIC.

Mr. Joolldge surrested that the ninth proposal, with respect
to double liability on bank stock, would be very difficult to work
yut and suggested thut it be eliminated. This was arreed to.

‘he memorandum of proposed legislation aflectins the Pederal
liome Loan Bunk Board and its apencies, and the summary of amend-
ments to the National Housing Aet, the National Bank et and the
‘ederal [Heserve J.ct recommended by the federal Housins sidministra- -
tian were cnmsidered.

There was some discussion of the parsgrevh to be inserted in
this and other bills rivines the Sureau of the Sudget control over
the administrative expenses of the emergency agencies and otHers.
Mr. Fahey indicnted that their Counsel reparded it as an involved
snd ambiguous statement, and they would like an opvmortunity to
thrash out changes in the language. He stated that it gave the
wudret an aboolute veto with no appenl to Congress or anvone el=se.,
Mr. Morgenthau pointed out that there is an appeal to the President,
and that it will pive the Budget the same control as it now has
over the repular departments.

Speaking in reference to the proposal to increase the authorized
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borrowing power of the Corporation from $3 billion to 24.5 billion,
Mr. Fahey said that there had been s difference of opinion as to
now to do this, and the committee had decided to put it in this

way [or discussion. The proposal is a billion for new leans to

take care of applications now in, $100 million for modernization

iand repairs, and 3400 million for purchase of debentures of Home

Loan Panks and stoek of Federal Savings and Loan Associations.

Mr. Coolidge said that he had taken the position that the
200 million for mew loans was competinsg with the FHA.

Mr. Morgenthau commented that ha had understood the function
of the HOLC to be loaning on existing murtrnces; and that of the
"lIa to arrange for new construction financing.

Mr. Fahey made the point that by furnishines funds for the
{iome Loan Banks and the Federal Savingss & Loan associations, a
multipled result will be achieved.

Mr. Zcecles pointed out that the Home Loan ‘anks are mortrare
diseount banks, and that 2iving them monev will help them to help
their member institutions. TIf it is not done in this wav, he soid
conslderation should be given to lettine the Home Loan Hanks hecome
nembers of the Federal Reserve Svstem and ret liquidity that way,
or let them cet the money from the RFC.

Mr. Coolidge said th«t what troubles him is that there is plenty
of 2 and 2~1/2 per cent money in the banks, and that this will be
an attempt to do business with dearer money. He would like to see
insured mortgages in the savings banks rather than in the National
Nortgage Associantions. Mr. Fahey indicated that the savings banks
41d not reach many of the smaller loans made by members of the Home

Loan Banks. ‘




The President asked how it would be to insist upon borrowers

‘olng to FHA first, then to their loecal savings banks, and then to
HOLG as a last resort. Mr. Fahey was of the opinion that FHA and
HOLG could eontrol that, working together.

Mr. Eccles and Mr. Coolidre pointed out the added eost of
making use of the MNational Mortgarce Associations, and suggested
modifications of the regulations under Title IT of the Housing Lect,

The President asked why Title III of the Housing ..ct could
not be forgotten and said he had never had mueh enthusiasm for
National Mortrage Assoclations anvway. He sugsgested giving the
asked for all.cation to HOLC with the proviso that borrowers exhaust
211 other remedies before coming there.

Mr. Moffett said that if Title TIII can be torn up, the
regulations under Title II can be liberalized. He thouszht, however,
that the Title should be given a chance, as a method of permitting
private industry to take care of new finaneinr. He surgested that
mortgages should not be sold direet to the public, and mentioned
the difficulty in getting $5 million eapital for National Mortgage
a«880ciations. He believed that if national banks could buy their
stock, they could be formed. This proposal was definitely re jected.

The President sugrested that the Housing sub-committee meet
aFaln and agree upon some program for HOLC and FHA, and to combine
the two sets of legislaetive recommendations in one hill.

Mr. Morgenthau sazid that he though perhaps $500 million
additional authorization was enough for HOLC, and suerested a little
more home work on the cleavage between the functions to be
exerelsed by HOLC and FHA. The President sugcested that perhaps it
#ould be well to do a little more spade work on that section of the

recommendations.
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Mr. Ececles referred to the excess funds in banks, stated
that there 1s no liguidity in National Mortgage Associations
vhen really needed, susgested that the eligibility requirements
of the Federal Reserve System be ehanged to permit borrowing
arainst mortgages. He would like to see the #14 billion of savings
funds in banks go directly into the mortgage market. He would like
2 five per cent rate on mortgages, and no service charge, and
quarterly or semi-annual payments instead of maonthly. He would
like to see any institution made an approved mortcagee and
National Mortgzage Associations forrotten for the tiue being,

The Fresident referred the matter back to Mr. Moffett,
lr. Fahey, Mr Eccles and Mr. Coolidce with instructions to put
the legislative proposals of HOLC and WHA into one bill.

It was arreed that consideration of Federal Reserve lerisla-
tion would be postroned and that Nr. Morgenthau, Mr. Eccles and
V“r. Coolidge would agree upon that and brinc it to the President
when ready.

The meetings ended =2t 4:00 o'elock.
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SUMMARY OF ACTION

Interdepartmental Loan Committee

fhite House
January 17, 1935.

l. The Reconstruction Finance Gorporation Bill was approved. It
will ineclude the Export-Import Bank extension.

2. The bill amending the Seeond Liberty Bond Act was approved
for separate introduction into the Gongress.

5. The Comptroller's bill and the FDIC bill are to be combined,
1f possible. Mr. O0'Connor is to check with the Secretary
and the Undersecretary and Mr. Crowley on that, and with
the Secretary and Mr. Zceles on combinine his hili with one
that has already been introduced on the Hill. The bankers
want to be consulted on this and on the feature of the ™DIC
bill providing for hasinc the assessment on total deposits.

4. The Farm Credit Administration bill was approved for separate
introduction.

. The HOLC and FHA proposals were referred back to Mr. Fahey,
Mr. Moffett, Mr. Eccles and Mr. Coolidge for development of
8 program to take the load from HOLC, and to draw a line
of distinction between the fields of the two agencies, 1if
possible. The two sets of proposals should be in one bill.

5. The President will see the Jecretary, the Undersecretary and
Governor ZLeccles separately on federal Heserve legislation

within the next few deys.




January 1l8th

H. M. Jr. sald that the flurry in exchanges are
pretty well stralghtened out.

He had a good meeting with the President yesterday
on the various Lending Agencies who were all present at the
White House.

H. M. Jr. told Coolidge to ask Tom Emith to come
to Washington to help on the banking legislation.

H. M. Jdr. told Oliphant to get to him before
anything else his study on the first and second districts in
New York and Chicago as the Judges were not co-operating on
sentences with the 11lliclit ligquor problem. He sald that we
must get co-operation from the Judges or we will never be
able to lick this thing.
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FEDERAL RESERVE BAMK
OF NEW YORK

FICE CORRESPONDENCE pate January 18, 1935.

CONFIDENTIAL FILES sussecT-TELEPHONE CONVERSATION WITH
J. BE. Crane MR. CARIGUEL OF THE BANK OF FRANCE.

Mr. Cariguel of the Bank of France telephoned at 12:50 p. m.
today to report that he had sold for us an aggregate of $4,855,000 at
an average rate of 15.1929+ (8.5820+). He said that the demand for
dollars had quleted down a good deal as the Parls exchange market
closed at about 8 p. m. their time. He said that he felt the market
would need support again tomorrow and he asked me to send him a cable
tonight if we wanted him to do anything for us.

I told Mr. Cariguel what Secretary Morgenthau asked me to

pass along to him regarding the island of 8t. Plerre.
I telephoned to Secretary Morgenthau at 1:45 p. m. and advised

him of the foregoing information received from Mr. Cariguel. The Secretary

sald that he would authorize us to use up to $5,000,000 from now to to- i
morrow noon. He agreed that weshould try to keep the franc rate here

this afternoon about 6.58 1/4 and should not try to push it any higher.
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OF NEW YORK

/(CE CORRESPONDENCE Date. January 18, 19&5.
CONFIDENTIAL FILES sussecT. TELEPHONE CONVERSATION WITH

J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE

Mr Cariguel of the Bank of France telephoned to me at
10:05 a. m. today to report that his sales of dollars for our ac-
count had inereased to an aggregate of $4,090,000 at 3 p. m. Paris
time. The dollar rate, he said, had remained at about 6.5840 and
the demand for dollars had increased both on account of short cover-
ing and also for commercial purposes. Mr. Cariguel said he was afraid
our order of $5,000,000 might not be sufficient to last him until the
closing of the Paris market. I told him that I would telephone to
him in a short time to let him know whether he could go beyond
$5,000,000 today.

I telephoned the foregolng to Secretary Morgenthau who

authorized me to let Mr. Cariguel sell the unused balance amounting

to 1,300,000 on our $5,000,000 order of yesterday. I thereupon

called Mr. Cariguel and told him that he could sell today for us a

total of $6,300,000.

JEC: KMC
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‘E CORRESPONDENCE Date. January 18, 1935,
CONFIDENTIAL FILES Supsect: TELEPHONE CONVERSATION WITH

J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE.

I telephoned to Mr. Cariguel of the Bank of France at 9:10
a. m. today to inquire about the exchange market. Mr. Cariguel said
that up to noon Paris time, he had sold only $370,000 for our account
but by two o'clock their time, total sales of dollars for us had amounted
to $2,270,000. He said he was holding the market at 8.5840 and that
the dollars sold for us had been done at that rate orp better.
Mr. Cariguel stated that the exchange market was a little more active
than yesterday and that the demand for dollars seemed to be coming
from London. I told him that he should continue until six o'clock his
time and that we would do nothing here for the present. Mr. Cariguel
sald that he thought it was important that the franc rate should not
drop in New York to a lower level than the closing rate in Paris.

I telephoned the foregoing to Secretary Morgenthau shortly

after I had finished with Mr. Cariguel.




Jamuary 19, 1935,

The sub-committee on Housing of the Intarﬂeﬁartmantal Loan

Committee met at 2:30 P.M. in the office of the Governor of the l
h federal Reserve Board, Those present were: 80

John H. Fehey, Chairman, Home Owners' Loan Corporation,

James A. Moffett, aAdministrator, Federal Housing Administration,

Marriner S. Ececles, Covernor, Federal Heserve Board,

T. Jefferson Coolidge, Undersecretary of the Treasurvy,

H.B. Hackett, Division of Housing, Publiec #Works Administration,

Horace Russell, General Counsel, Home Owners' Loan worporation,

+« Bs Upham.

Mr. FPahey stated that the question before the meeting was how
tar the 'HA through the insurance route could take the burden from the
HOLC, and to what extent the HOL, should attempt to work through mem-
bers of the FHLBS and F3&LA's. The extent of the help to HOLC turns
largely in his opinion upon what is to be done with Mutual Mortgage

Insurance fund, what type of mortgages they are to insure, and also

L
upon the extent to which privete institutions will be willing to take

the HOLC type of mortgaces.

Mr. Coolidge stated that another problem involved is the question
28 to whether selling guaranteed bonds isn't merely ereating that mach
bigper deficit in the budget. The one half billion asked for for the
HOBS members and for the "S&LA's is new money. Tt isn't substituting
bonds for morteeges but selling them for cash =-- just the same as
selling Covernment bonds. Mr. Coolidge placed before the committee
? memorandum which he had prepared, containing four points upon which
he thought & vote micht be taken and possible agreement reached.

1 Mr. Fahey was of the opinion that all could check on the first
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point in the Uoolidge memorandum --- that HOLC should cease taking
mortgages unless the holder can show real need for eash, and that
private institutions should hold their mortgages and make new ones.
‘r. “ahey referred to the fact that HOLC is taking no new anplica=-
tions. Unless the door is closed to new applications, HOLC 1is in
00d. There are 26 bills in Congress for extending the powers
of the HOLC, including the making of direct loana, loans to take
up taxes, etc. Congressmen sayv the private institutions are not
coming back into the rfield. Advices are in hand from the Mortzage
ankers Assoeiution, the life insurance companies, the merican
JanXers aissociation, the savinss banks organization, the U.3. League
of Bullding and Loan Associations that their institutions are willing
to make reasonable loans. 'he Frudential is makine firteen vaer
five per cent loashs, but on a much more conservative basis than the
dOLC, of course. They are larger loans, 66-2/3 appraisal value,

selective risks, ete. Mr. Faheyv said that he repards it as unwise

not to make sufficlent provision to clean up the distress this year

once and for all on the applications now in hand. There WAS no
disagreement on that but Mr. Coolidge said the money should be put
in institutions that will use the funds, not Just in those that want
to et rid of their mortgages.

There has been an increase in the foreclosures since the HOLC
closed the door to new applications, Mr. Fahey said,

Mr. Russell said that the pumber of necessitous cases will

depend upon what is done to help the normal mortgages market. If

P B e e R ]

1othing 1s done, the HOLC problem never ends. The HOLC is asking

i
( for $400 million to help the normal mortgage market. If FHA takes
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a billion off the morteare market in the next twelve months, that
" will help.

Mr. Coolidge observed that the regular institutions should take
some of the mortgages. They have money and they are not alarmed as
they were a year ago.

Mr. Ru-sell said that some rhases of private mortgace lending are

not coming back. The $400 million will not do much alene. The FHA

may do a opillion but cannot do all. The insurance eompanies may do a
half billion but ecan't do much alone. There will have to be two or

three methods of lending if there is a reasonable expectation of bring-

ing back Tifty or sixty per cent of the normel mortgace market. If any
me is neglected, the HOLC will be permanent. He was unable to see any
substantial difference as far as the budget is concerned between bonds
to be exchanged for mortgzages and bonds to be exchanced for debentures
of" HLB's or stock of F3&LA's,

Mr. Coolidge said that he enuld see a difference. He fears tha.
unbalanced budget and inflation. It is one thing, he said, to
uarantee an o0ld mortgage, where no new funds are involved, and enother
t2 put out money for new construction, or for banks to lend. New monev
is 8 budget matter,

Mr. Fahey indicated thut the HOLC has on hand 32.8 billion of

applications. Of this $1.5 billion the private institutions will not

take. They are not insursble. They must be refinanced. At the time
the door was closed to new applications, they were being received at
vie rate of 8,000 and for 90,000,000 a month.

Mr. Moffett supgested a gradual foreclosure policy and liquidation
|

{ S0 the mortgages can he nicked uvp by new mortgagors on an insurable
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hasis. Mr. Fahey sa£id that is being done. Mr. Eccles was of the

-4~

>pinion that without new construction, there is no hope. Mr. Russell
said thet there is no hope for new construction unless there is a

reasonable adjustment of the present debt structure. Mr. Coolidge

made the point that there is lots of cheap money avallable.

Mr. Eccles said that if the Home Loan Bank sy=tem would announce
th:t they would rediscount at three per cent mortgages made by
their members at not over five per cent, either new or old, that the
members WDuld"mﬂkﬁ some loans. This would induce the members to
adjust their retes and make new loans too. Today the Home Loan
lanks have no funds to give them this asturance-- that they can
so rediscount. HOLC 1s asking funds for that purpose (they may
ﬁ:t even be used) but they will enable the poliey to be adopted.
The money must come from the RFC, the HOLC or the FRS.

Mr. Coolidze said he thousht the repgular institutions should
#o in. If commercisl banks can't take mortcapes, they should not be
permitted to take sevings.

Mr. Eccles remerked that the Home Loan Bank members make many
small loans that other institutions will not bother with. He favors
mitting the $14 billion of savings in the banks at work in the

nortrage field, through the facilities of the FHA and the insured

mortrares. Forget the Hationel Mortpage Assocliations for the time
being.
Create marketability through eligibility. Mr. Eccles said.

The banks will make and hold mortgages if they have a potential

narket. Fix it so there c¢an be ro excuse for financial institutions

C to> brin  pressure unless in case of extreme distress. Rates will
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comeé down if there is a threas per cent discount rate. That takes
care of one c¢lass. Then say to the banks that they can get their
mertgages insured if they are not over Five per cent and that they
are eligible for rediscount at Federal Reserve banks. They will

not hesitate to put their idle funds in insured mortcages. Then

permit the sale of insured mortseges to individuals, trust funds,

institutions generally. They ecan be sold elsewhers than at home
because the FHA will service them. Later, perhaps when there is

2 supply of insured mortgages, there may be a place for the National
Mortgage Associations. All nationsl bank and Federsl Reserve
examiners should be imstructed to not make classification of mort-
£ages as slow, and they would not be slow if thev were eligible for
rediscount. This would chanre the whole psycholoey of the pieture
for the publie, especially if insurance and eliribility are given
encugh publicity.

Mr. Russell referred to the attitude which preveils in Congress.
He said 1t would be necessary to ask for enought to take care of
distress and tn‘;huw that there are two or three plens for new mort-
“ares. They will not accept one plan alone,

Mr. Fahey agreed to the nece-sity for getting interest rates -
down in the Home Losn Bank system. They now charge four and four and
2 half per ecent and are making money. They cannot market their deben=-
‘ures at less than four and then they are in competition with the
ioney market. The people who get our bonds sell them and pay off
losins. 1If there were a three per cent discount rate, this would be

corrected. Referring to the budget aspect of the situation, Mr. Fahey

. SUzgested that a Home Loan Bank debenture (with no risk of loss) was
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an even better security than a HOLC bond (with some sure loss).

Mr. sccles said that if the market could be rotten down, the
debentures would sell at three per cent and then the funds beling
asked for would not he needed.

Mr. Coolidre said that he would like to see the Home Loan Banks
horrow from the publi:, but not from the Government.

Mr. Eccles asked if the Covernment wanted to take the risk of
suaranteeing HOLC bonds much above the 1 billion or use a lesser
amount through the Home Loan Bank's and F3&LA's to et private
institutions to funetioning.

Mr. Fahev said HOLC needs a billion and a halfl to make loans,
but he thought it would be much better to use a half billion of it
in the indireet method.

Mr. Eecles suggested a compromise plan for a vote. It had three-
polnts.

1. The HOLC is suthorized to clean up present applications with

repsect to mortzages in distress.
The minimum smount needed to take up existing applications

is $1 billion, of which ;100 million can be used for

modernization.

Give $200 million to the Home Loan Tanks and 350 million
to the federal Savincs and Loan Associatiors, reducing the
Home Loan Dank rediseount rate to three per cent to apply

to morteares made at not exceeding five per cent OT

possibly six.

11 this on the assumption that FHA will cooperate by amendine its

proposals and forget Netional Morteage Assoclstions for the time
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beingy, and that insured mortgages will be made eligible for

rediscount at Ffederal Reserve Banks, and that FHA will adopt

rules and regulations to permit s=le of mortgages to private per-

sons and institutions, and continue to service them, the rate on
insured mortgeges to be five per cent. Place no bar in the way
of the organization of National llortgasge Associations of g2
million capital or even 31 million. Do not abandon the National
Mortesace Associatiorns altogether, but fix it so that the insured
worteage can work without them.

Mr. Moffett made the point that the committee was to deal with
legislation only and not repgulations and rules of FHi. Moreover,
he could not see how $900 million was going to take care of Jl.5
billion of distress mortgages. He sugprested that resort be had to
foreclosure and junking of properties in default. The FHA 1is not
an emergency institution, but a long term proposition and they
should be left free to educate the public and build it up. The

state legislatures are passing law permittine 80 per cent loans,

the uncertainty about Publiec Works operations will be cleared up.
People say the National Mortgage Associations are essential. The
widow in Bansor, Maine does not want to have her insured mortgage
turn into a debenture and a certifiecate in a few yearz. MNr. Moffett

said that he had seen the President in the morning snd that he

certainly favors the National Mortgage route, and that he feels
the debenture route to the public better and sounder than the
insured mortgage direct route.

Mr. Moffett said that he would like to present one new suggest-

fon, a liberalization of Title I of FHA to make loans Tor industrizl
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modernization loans. There is $1.5 :-illion of that kind of work
t> be done. He thought the RPC should set up a corporation for the
larger loans, say up to 3$50,000.

Mr. Eccles thought the FHA should do- it itself, rather than
letting RFC.

r. Coolidre, before leavine, said that he favored civine to
the HOLC a certain amount of funds for loens and repairs, but that he
wanted his vote recorded against monev for the Home Loan Ranks and
federal Cavings and Loan Associations. He favored cetting the FHA
under way quickly. He thinks the National Mortgare Assoeciations
ineffective, and has no great feXth in meking mortrares elirible for
borrowing at Federazl Reserve Banks.,

Mr. Russell said that such a program wiuld mean several more
billions for HOLC eventually. Mr. Coolidge replied that he could not
answer that argument, that it was for the Zeecretary and the President
to decide that. Mr. Coolidge said he had a fundament=l feelins thut
the forces of the depression have been spent, and that 2 little
laissez faire will not hurt now,

.sked by Mr. Eeceles if he would object to the one billion two
hundred rifty million compromise, Mr. Coolidge replied that he would
put in a plea for no Government funds for the Home Loan Banks and
'ederal Zavinss and Loan Associations. Mr. Coolidse suggested that

Mr. Fahey and Mr. Moffett draw up their recommendations, and others

maKe suggestions, and put it up to the 3ecretary and the President

for deeision. Mr. Eccles was of the opinion that the committee had
been given a job to do and asked to make definite recommendations,

and that there should be a vote, and the majority vote prevail.
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The meetling cortinued for some time in the form of two

conversations, one between Mr. Coolidsze and Mr. Russell, and one

between Mr. Eocles and Mr. Moffett. Later, it developed that
Mr. Eccles, Mr. Moffett and Mr. Fahev were ngreaable to the

feccles compromise proposition,




Japuary 21lst

Mr. Morgenthau called in Oliphant, Coolidge,
Cprane and Lochhead this morning and decided that should
the Supreme Court render an adverse opinion, Mr. Morgenthau
would give out the following statement to the newspapers:

"I will buy or sell any quantity of gold of
spot or future delivery at $35 per fine ounce.®

Mr. Crane then called Mr. Charles Cariguel in France.
Cariguel told him that the market was wild and that there

was a demand for dollars from all over the world and that the
French Franc was down to 6.54-7/8.

. Mr., Morgenthau then called the President and gave
him this information. He also told him that we have already
supported the French market with $17,000,000. H., M, Jr. told

the President that we were goling to Buy Francs to the equivalent
of $3,000,000 here to-day.

While we were discussing jJust what statement
I would give to the newspapers, one would think that Oliphant
agreed entirely with me,whereas yesterday he trled his best
to get me to put the price of gold up to 35.24 to impress
the people that we were going ahead. What I really think he
wanted was to begin to move upward to get gold to 4<. T

y o




January 21lst

Marvin Jones telephoned Mr. Morgenthapn and said:
"In regard to that bill of mine of $40,000,000icrop 1“5":
ou better say 0.K. otherwise it will be $inﬂ,ﬂﬂﬂ,ﬂﬂﬂ".

H. M. Jr. told him what the President had said
Eﬁat anything outside of the budget wlill have to be raised
y taxes.

Mr. Jones then said: "Very well then I will
introduce the bill",

Mr. Morgenthau told Mr. Jones that he would have
to stick by the President's budget and that anything outside
he could not approve.

H.M. Jr. suggested that he talk to Colonel McIntyre
before he did anything.

H. M. Jr. immediately telephoned Marvin H. McIntyre
at the White House before Congressman Jones could get him and
told him the entire conversation.

O ¥ N W ¥ OF O O EHEERE

Mr. Morgenthau telephoned Commissioner Landis and
asked whether he would cooperate with him in closing all the
exchanges should the Supreme Court render an adverse opinion
and, therefore, the stock market go to pleces.

As I understand it, Mr. Morgenthau also telephoned
Joe Kennedy in California and asked him to fly to Washington
but weather conditions were very unfavorable and Mr. Kennedy
could not fly.

Mr. Landis promised to cooperate in every way with
Mr. Morgenthau.

Mr. Morgenthau then telephoned the operator at the
White House and made arrangements to install an addltional
telephone in the Cabinet Room so that he could have direct
contact with Commissioner Landis' office during the time that
the exchanges were closed, 1f that were necessary.

About an hour later Colonel McIntyre telephoned
and was very disagreeable and resented the fact that Mr. Mor-
genthau gave the White House operator an order directly instead




of doing it through him.

Mr. Morgenthau instead of resenting this bit of
impertinence, when one of the most important events of the
administration was taking place, simply said: "Well, Mae,
you know I always work heautifuily with you. It is Jjust

simply a case of having to work under such teriffic pressure
that it didn'"t occur to me to call you on such a small matter™.




EMERGENCY RELIEF APPROPRIATION

HEARINGS CONDUCTED BY THE SUEBCOMMITTEE OF THE OCON-
MITTEE ON APPROPRIATIONS, HOUSE OF REPRESENTATIVES,
IN CHARGE OF DEFICIENCY APPROPRIATIONS, ON THE DAYS
FOLLOWING, NAMELY:

Moxpary, Janvary 21, 19385,
APPROPRIATIONS FOR PUBLIC WORKS AND RELIEF

STATEMENTS OF HON. HENRY MORGENTHAU, JR.,, SECRETARY
OF THE TREEASURY; REAR ADMIRAL CHRISTIAN J. FEOFLES,
DIRECTOR, PROCUREMENT DIVISION; D. W. BELL, COMMIS-
SIONER OF ACCOUNTS AND DEPOSITS (ACTING DIRECTOR OF
THE BUDGET BUREAT)

The Cuoaesman, We have before us a House joint resolution pro-
viding for the appropriation of $4.000,000000 for work relief, to
continue available until June 30, 1937, and, also, providing for the
reappropriation of unexpended balances in various departments
aggregating SR80 000,000,

Secretary Morgenthau, Admiral Peoples, Director of the Procure-
ment Division, and Mr. Bell, Acting Director of the Budget Burean,
are present.  As the Secretary has some very important business, we
will hear from him first. We will allow each witness to complete
his statement, after which any member of the committee may ask
such questions as he desires.

First, we will include in the record at this point the House joint
resolution.

(The House joint resolution referred to is as follows:)

[H. X, Hes, 117, Tdth Cong, 180 sess, |

JUNT RBREBOLIFTION Making approprintions for relief porpodes

Reswlved by the Seonafe amd Howse of Representatives of the Ualled Sioles
\'.ri" Amerien in Comgress aagem bled, That in orvder to proteet and to promote e
genernl woelfare, by (1) proviling relief from the hardzhips attributable to wide-
gpread anemployivent and condiiions resulting therefrom, (2) relieving eco-
paprnide muiladjustments, (35 allevinting Jdistress, amilfor (d4) improving livime
and working conditions, there iz herely appropriated, out of any money in
the Treasury not otherwise approprioted, to be osed in the dsoretion aml
umnder the directlon of the Preesident in such oaoner, and for soeh Purposes
indsor soch projects  (including, bnt not Hmited to, sium clearanee, roral
housing, rural electrification, reforestation, =oll erosion, bighted area and anh-
mn il i reclamation, mprovement of exi=ting road systems and eonsirge-
tiom of naticnal highways, grode-crossing elimination, Civilinn Conservation
Corps work, and other useful Federnl or non-Federal work) as shall be wdapied
fo the aecomplishment of any one or more of the oblectives specifisd In elpuse
(1p, (20, (3). or (4), to be immediately available and to remain avallable until
dune G0, 1937, the sum of $4,000,000,000, together with the separate funds estab-
lishedd Tor particular aress by preclamation of the President pursuant to sec-
tiom 15 (f) of the Agriculiural Adjostment Aet (but any amounts thersof
ghall b avallable for use ooly for the area for which the fund was eatah-
Highed ) § not exceeding $300,000,000 In the aggregate of any savings or unex.

1
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2 EMERGENCY HELIEF APPROPRIATION

]
"

T
pendied balanews In funds of the Reeonsiruction Finanee Corporstion ; amdl
not exeesding o total of LA L TR L]] af suell upexpends] balancs as the
President moy determing are not required fior the purpeeses for which ae-
thorizsl, of the following approprintlons, nmmely: The appropriation of
£ 00 00000 for national Industrial recovery cobtilpml o the Fourth De-
ficlency Act, fisenl year 1L approved June 16, 15K (48 Stal, 2T4) 5 1he ap-
proprintion of EOG0MKNG Tor ciergeney pellef amd elvll works eontoined
in the wmet approved Fehroary 15, 1084 (48 Btat. #al) | the appropriatlon
of EROGAETGOM for crergency neliel amd publle works, amd the spproprintion
of 5% 1o mieet Th CREEFEETATY anil mecesslty for rellel in strlcken agrl-
nltaral s, pomibiined o the EinergeEney .'I..[Ijll'll-rlr'.ll.‘l-lﬂl'l A, flaeal yenr TS,
approved June 19, 1084 (48 St 1055) and any reemaimber of the woebliznred
ircbers telorral to I seetlon 4 of thie wet approvidd Morech 81, 1R (48 S,
s e apeclfle powers herelnofier vested b the President shnll not
consirmisl ps Umiting the peneral  powers abal igcretlon veste] in hilm |._||~
T R LT

2o 2 The appripelatbnn madie herein shall be peailable for use o the United
Buptes mnil It Territorics nml possessions, inclnding the Philtppine [=bonds,
The provishms of the acl of Februnry 156, 1884 (45 Siab, E. relatiog 1o dis-
ability or death compensation and benefits shall apply to those persoms v vl
froin the apprapriation mmile herein, for servites repileored ng pmployees of Dhe
Uniti] Bintes, seeurdly paxments in accordonee with sehedules established by
s Prrestdent @ Frocided, Thit so muach of plde s herein appraprinted G (he
Uit Sintes Bmployees’ Compeisation Commiss=ion, with the appreoval of e
Preeshlont, estimntes and certifies to the Becretary of thi Treasury will bha
pecesspry for the payment of such compensntion nmil mlminlstrative #Xpenses
whall be sot aeile T specinl fund to be adininigtered by the Commission foe
guch porpses; mod affer Jone 30, 1160 et specinl foml shall be availnbe
for these purposss anomnlly 1o soch nmednis 68 mey e eperified therefor in
the monual appropriation Actx. The provisions of sectlon 3308 of the Ravizcd
Btiutibes (1. 8. ., e 41, see, B shall oot apply Do amy purchase mivle or
gerviee procured o cartying sut the provisions of this Jelot pedgolntion when e
aprregnte nmoint myvolved s less than KM,

e, 3. In enreying oot (he peovigions of this jolnt pesolution (he President
miy (@b mutharize pxpendiinres for contrnel stenographic reperting sEEVices ;
gupplies and equipment ; porehase anl exchinge of liw books, books of refer-
e, directories, periodicals, pewspapers pnd press clippings; travel cxpmses,
melnding the expense of atiendance at mectings when specifically suthorized ;
remin]l mt thee =eaf of government mnd elaewhens: tlltlt‘h—lt!‘ll. 1:IIH‘!HL|Z|:I1II-. anid
mintenanee of motor-propelled passenger-carrying vehicles; printing aml tlnd-
ing : and such other expenses as he may determine necessary to the accomplish-
ment of the ohjectives of this joint resolution: and (b) aecept and otillze such
voluntury snd oncompensated services, appoint, without regard to the provi-
giona of the civil-serviee laws, such officers nnd employees, and utilize such
Fodieral offtcers and eaployees, and, with the consen of the State, sach SEnte
] loenl offleers am) employees, ns may [ neceHdspry, preseribe thelr author-
Ities, duties, responsibilities, aml tenure, and, withoot regard to the Clasaificn-
tlon Act of 1928 ns amended, ix the compensatlon of any officers nnd employees
sir appednbed,

S 4, In enrrying out the provisions of this Joint reselution the President
e smthorized, to such extent ond §n sueh manner a8 he finds and prescribes
e neces=ary e the effclent and coopillnnted administeation of the powers
capreisalile nniler this jolnt resolution, be—

(o Fstablish and preseribe the dotles and fopctions of governmental agen-
eles {Inelmling corporations with corporate nuthority only as approved by the
Preslifent am] within the scope of this jolnt resolution) |

ibi Uiilize and preseribe the dutles and fonetlons of any governmentnl ngency
finclmding n eorporation) ;

(i} Consolidate, redisiribote, abolish, or transfer the funetions and/for duties
of, ol trmpsfer the property andfor personoel of, any governmental ageney
linloding n corporaton) ; nond opon the tranafer to another ngency amdlfor
{1 mhedition of all the fonetions and duties of any agency, such pgency shall
gese to oaxisl
lr_|r:|:'| |"||l|-'!|rT|m~, hut ik 1I-|'~;l.'1il-r||l June 30, 1037, the termination of the exlstence

i ny existing governmenta reney | e [ +
wtllbeed wnder this sect lon a::-:irmj Safing @ Guperabion) AECONR A

{ed Delegnre the powers conferred on him onder this Jolnt resolution (o pny
goverpimeninl pgency (lneloding a corporation). I
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@pe. 0. In carrying out the provisions of this jolnt peapluilon e Proslient
ji muthorkssl {(wlthin the Hmits of the appropriation made in gpctlon 11—

(n) To guarsnbee limns (6, oF payienis of, miscdy Individuals;

b to make gronts andfor loans and/for contracts ; il

{c) he may also acquire, by purchnse or by the power of eminen doma i,
any rel or personnl property oF any jnterest thereln, and lmprove, b lon,
mimlntain, grant, gedl, lease (with or without the privilege of purchaslngh, o
othorwise dlgpose of any such property or interest therein ; Procided, That any
renl property of Interest therein noguired bereunder shinll o peserved for the
purposes of the project or projects for which it |5 scquired and shall not be
ineludid within the anreserved portion of the public damain,

o 6 The Presldent s authorizesd (o presetibe such rales nmd regulations
48 miay be pecessary o carry out this jolot resolution, and any vielntion of any
sl rule or rogulatlon shall e punishable by floe of not to excesd 600 or
Imprisonment for not fo execed TWo yoars, or Lt .

Spn T. A report of the obligntions Incarred woder this appropristion shodl
b gubamilibed to ench of the next theee regulnr sessions of Congress befors Fhe
(LITHHT |E|;|_'|' of Jangary.

see, B This joint resoluton may be clied as the " Emergency Hollef Appro-
printion Act of 185"

The Cramsax. Now, Mr. Secretary, if yvou will proceed, we will
be glad to hear you,

GENFHRAL STATEMEXNT (F SECHRETARY MOBGENTIIAL

Secretary Mopoexraav. Mr, Chairman and members of the com-
mittee. as the Trensury is vitally concerned with any program in-
volving the large expenditure of public funds, 1 have been present
at all the conferences held by the ]i’r'-u~.~=ie||!1ll for the purpose nfl fixing
the amount of funds to be requested of Congress for relief and
recovery operations during the period beginning February 1, 1535,
and ending June 30, 1836. It was necessary o give eareful consid-
eration to the amount fixed for this purpese with respeet to its effect
upon the Budget and upon the Government's eredit.

The Budget for the fiscal year 1936 shows a much improved posi-
tion over the fiscal year 1935, It is believed that the funds requested
for recovery amd relief, as set forth in the 1936 Budget, will be
sufficient to accomplish the purposes set out in the President’s annual
message, 1 am reasonably certain, in view of the favorable reaction
of the bond market to the Budget message, that the fumnds required
to finaned this relief and recovery program can be aised upon res-
congble terins without interfering with the present ma rleet Eul' Liny-
ernment seenrities,

Every ast foprunrd will be thrown around the 1-.'-.||n|u||t1|r|~ uf this
fund. " Ti is hoped it will not be necessary to expend the entire
AT TRLAT Y] e j|.r|.|| ] cam pEre Yol that fio o will baee n.!n-ui than is
necessury to nceomplish the purposes intended.  To the extent that
business continmes (o improve il |.ll.'i||I|'.' are taken from the relief
volls for employment, the requirement of funds for relief purposes
will be reduced.

The fact that representatives of the Treasury are here before your
comuiittee Turnishing it informaiion on the joint resolution under
consideration. shonld not be taken as an indication that the Treasury
s to administer the fund. As previously explained, this Depart.
ment is vitally interested both from a budgetary and financing
standpoint and is here to furnish you such information as it has.
Insofar as the actual expenditure of the funds is concerned, it is not
possible for me to give you detailed information as to cost and the

= N ~L
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Pparticular projects that will be mvolved in this program. Those,
A8 yet, are Hlljl'll.'l'lll.i!"‘*l.l. Adlmiral |"1'|=]:]|'.-i will, however, furnish
you types of projects which will be illustrative of those clisses of
:lrujm't.- which sre to be studied so a5 to ascertnin those which will
urnish the largest amount of direct cmployment.

AVERAOE ANANUAL INTHEIEST HATE ON INTEREST-DEARING DEDRT

I have agnother statement with reference to the avernge annual
interest rute on the interest-bearing debt.

The Cuamsiax. We will be glad to hear it, Mr. Secretary,

Secretary MorcexTrav, The average annusl interest rate on the
interest-bearing debt on January 31, 1833, was 3407 percent ; whereas
on December 31, 1934, the average rate was 290 percent, a reduction
of 0. M7 pereent. The interest charge on January 31, 1033, amounted
to BOOT.00ML000, whereaz on December 31, T3, it amonnted to 8527 .-
000000, The gross debt on January 31, 1583, was $20, 800,000,006, amd
on December 31, 1954, was $28 478,000,004,

If the averwge annual rate of 347 percent on January 31, 1933, had
continued up to the present time, the amount of the annual interest
charge would today be II.EIEIE'I:-.‘ii.III.:I.tl‘-L:J £052 00000 instead of the
actinal charge of $827.000,000, or o saving of $L25, 000,000 ns o resnlt
of the reduction in the average rate. On December 31, 1933, with «
gross debt of 52881400000 the average annual rate was 3296 per-
cent.  If this latter rate had continued up to the present time, the
annual interest charge today would be $921,000,000, or a saving of
abont BH4000 0,

A statement contamning this data, beginning Januvary 31, 1933,
follows:
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Mr, Taper. Mr. Secretary, the reduction in the interest rate is due
almost entirely to the continued deflation of business and lack of
demand for funds for business enterprises,

Secretary MomaextHAv. I am sorry, I do not agree with you at
all. Quite the contrary, the reason for the reduction in the interest
rate iz increased confidence in the Government.

Mr. Tanen. Prices inereased, but not so much the volume,

Secretary MorcesTiav, The physical volume of business increased.

Mr. Taner. Not much. The statistics of the Departient of Com-
merce indicate an increase in the price schedule throughout the year
1934 of approximately 10 points, and an increase in volume of approx-
imately & or § points,

Secretary Moraextiav, I still maintain that the reason the interest
rate went down and the EJri.r.'ul-i of Government bonds went up was
due to the confidence that the investing publie had in the Government.

Mr. Taper. Now, 1 want to ask quite a lot of questions with refer-
ence to those funds which have alrendy been appropriated. Now,
do you care to answer them yourself, or would you rather Mr. Bell
or someone from the Budget Bureau should answer them?

The Cramymax. Mr. Bell i1s here for that purpose.

Mr. Tanen. I mean funds already appropriated.

The Cramsan. Yes; and proposed to be reappropriated here.

Mr. Tanex. Not only that, but other funds of an emergency char-
acter that have been appropriated. I want to go down the line of
the table as it appears in the Treasury’s statement, and go into that.

Secretary MoreexTiav, Mr. Bell has o statement on that, and I
think, after he has read it. it may answer some of your questions.

Mr. Taper, He would be the one to answer the guestions then,
rather than you, on that subject!

Secretary MoncENTHAU. Yes,

Mr. Taner. With reference to the appropriations that are already
maile, you will leave that discussion to someone else !

Seerotary MoroesTiar. I do not quite understand that.

Mr. Taner. As to the new funds, or as to the desirability of ap-
propriating other funds, you are leaving that to someone else to
justify, rather than attempting to do it yourself,

Secretary MonseExtinav. May 1 answer that!

Mr. Taner. I understood that you were here to talk on the present
conditions,

Secretary Moroextaav. That 1s right.

Mr. Tanen. But von are leaving the justification of the appro-
printions themselves to someone else, or to some other department.

Secretary Moraextiav. No, sir. 1 feel this way, as to the ﬂl?'F'Ei
for funds, I think that is adequately taken care of in the President's
TEssA e,

The Caammax. You are leaving to Admiral Peoples the --rc{pluuu-
tion of the plans under which the expenditures will be made for the
recovery program that is prescribed, and which we hope will bring
it to a final conclusion.

Secretary MomoesTirav. Yes,
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RESPONBTRILITY Fi ALLOTMEST OF FUNDS

Mr. Tasex. Who is it proposed will have direet charge of allotting
the funds for the different projects contemplated {

Secretary MorcesTnav. As 1 understand ity under the 1prc:¢unt
gystem, the final approval of allotment of funds for specibic pur-
poses has been with the President, and I understand that the hinal
approval under this joint resolution also will be with the President.

Ir. Taper. Will direct charge of the allotments of funds be in
the hands of Secretary lckes as head of the P. W. A. as it has
been in the past?

Secretary MoreexTnav. I do not know.

Mr. Taner. It will be up to the President to specify that later—
is that the programf

Secretary ]l.‘IiE:HGI:ETH.I.T;. It will be up to the President.

Mr. Taper. There is nothing in the nature of a set-up as to how
that shall be done under this resolution ¥
Seeretary MorceExTHAU. There 15 nothing,

NEED OF AMOUNT OF FUNDE REQUIESTED

Mr. Twomsron. I have a few questions: First, if Congress should
reassemble next January, would we be able to get along with one-
half of this amount in the interim !

Secretary Morcextav. I would say not.

Mr. Taorsron. Whyt

Secretary MoraexTHAv. Becanse what the President 15 proposing
to do is to take three and a hoalf million !H'U|'Jl' who are on relief
rolls and put them to work. Now, in order to do that, they have
many plang; engineers will have to prepare their work, and con-
tracts will have to ba let.

Mr. Tauvrstox, There will not be any contract= nnder this program,
will there{

The Cramuax, The resolution specifically provides for contracts,
in the diseretion of the President.

Secretary MomeexTinav., If the program is to be n success, many
plans will have to be made in advanee, and for this reason it 15 neces-
sary that the entire pmount be appropriated at this ttme.  With only
half of the funds provided, he eould plan for only one-half of the
program. That is my personal belief.

ARILITY OF GOVERX MENT To GFTAIN FUNDS

Mr, Tuwvwsrox, In view of the tremendons 1==nes that the (zovern-
ment hns been constantly selling, what effect ultimately will this have
Lpim the :l|ri:|ii:l.‘ of the Crovermment to olianin funds, 1T we are o have
gich tremendous smounts invested in tax-exempt securities?

Hl't'l'u'Tllr:.' ."'lEnHl:r NTILAL. I T |rh|l'|.' '-:||r'|.' Wit I !'\-Flil] in Lhe |Hlf_"'|"
and a lhalf just read, that in the week following the President’s
Budget message and his unnual message to Congress, the bond market
steadily improved, Therefore I would say that the investing publie
reegra e fll'l.'u!l,'l|h|1ll' the program announced ll:l.' the President.
thiik that 1= the acid test of it

EMERGENCY RELIEF APPROPRIATION Fi

Mr. Tuurstox. In other words, the greater the Government's -f-i'-":”q
or the more it increases, the cheaper the rate of interest that will
obtain. :

Secretary Momaextiav, No, There were two important things
coverad by the President’s Budget message in that regard. One was
that the Budget, except for relief, would be balanced, and the second
was that the estimated deficit for the fiscal year 1936 is less than for
1935, Those were the two most important points, financially, covered
in his Budget message, That, in iy opinion, is what gave the invest-
ing publie reassurance and confidence in the financial and fiseal policy
llf []II‘ I.]'!':‘-\-'illi"lll-.‘- '|i-]'I::I;_I"t'II|II|,

The Criamsax. Then. I take it, under those conditions, you regard
this appropristion ns well justified ?

Secretary Moncestiav., Yes, sir,

Mr. Bacox., When you say that the Budget is balanced except a8 to
relio £ doos not that leave ont of consideration the sum of eight or nine
hinndred million dollars for the simking fund for the public 1!!"!”‘.’

Mr. Beon Yes, sir; an mmount of S636,000000.  The |_J-J'I:||t i= that
there will be no inevease in the publie debt on account of the normal
aperations of the Government,

UNEXPENDED BALANOES OF APPROFEIATIONS Fol EMERIENCY TURPOEES

Mr., Taprr. There are still unexpended balances of appropria-
tions that have been made in one way or another for emergency
purpnses, totalinge :1|1|:|-r|:~;i|||.:|h-lg.- Ea'n.Tm.iHH1,IHHP. I= that correct?

Mr. Bere. That is right; but a large part of those funds are
abligated.

Mr. Taner. You are proposing here how much new money

Mr. Brrr. Four billion dollars. N\

Mr. Tanen, The rest of it iz represented by re-nppropriations of
some Tunds that have already been approprinted.

Mr., Bern. That is right.

Mr, Tapen. Within what time do yvou expect this £5,700,000.000
and $4.000,000,000 which you are asking for hers will be expended i

Mr. Berr. The Budget shows that for recovery and relief for the
ficenl venr 1985, the present fiscal year, it is estimated that we will
spend $5.260,000.000; and for the fiscal year 1086, $4,582,000,000.

Mr. Taper. That is the amount you are going to expend, or plan-
ning to expend, and there is an additional $3,000,000,000 in this
fiscnl yenr?

Mr. Bern. Yes, sir: for the last 6 months of this fiseal year, but
that amount is ineluded in the $5.2060,000,000 just mentioned.

Mr. Tanen, For that purpose!

Mr: Brrx. Yes, sir. .

Mr, Tanen. That would mean, if the program goes along, an addi-
tion to the public debt of approximately $5,000,000,000 this year
bevond what we now have. T

Mr. Beur. Approximately $4.600,000,000 for the entire fiscal year
1935,

Mr. Taser. Tt means an addition to the public debt in the fiscal
year of how mucht

Mr. Ber. About $4.600,000,000 for 1935,

100788 — 5 —020»
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Mr. Tamen. 1 take it that you are planning to expend in the fiscal
year 1936 and in the fiscal vear 1835 approximately 7 billion dollars
for emergency purposes.

Mr. Brir. In 10351

Mr. Taner. For the balance of 1935, $3,000,000,000; and for 1938,
&4.000,000,000. That amounts to §7,000,000,000.

Mr. Bers, That is right for 18 months beginning January 1, 1935,

Mr. Tanex. With the money that has already been appropriated,
vou will have $6.700,000,000 available over those 2 years, and that
ek TS that, at the end of 1836, & year anid a half ahead of us, there
will be of these funds, according to your estimates at this time,
&3 700,000,000 does it not !

Mr. Ber., That is right, but a large part is already obligated and
furthermore u large sum is definitely earmarked, such ns for the
Agricultural Adjustment Administration, and allocated funds of the
R F¥.C.

Mr. Tanen. Unexpended.

Mr. Ouver, But not necessarily nnobligated.

ADDITION AL TAXES NUT CONTEMPLATED

Mr. Tanen, 1 appreciate that. Now, Mr. Secretary, let me ask
vou this question : Ii:-' anything eontemplated in the nature of a tax to
meet this $T000,000,000 ¢

Secretary Moreestnav, The answer to that is * no”

The Crakmas. Perhaps there will be a renewal of taxes now in
foree.

Mr. Taper, T mean new taxes,

Secretary MoraexTiav. No new taxes, but the President has asked
that the taxes which expire in June and July be extended or
renewed.

EFFECT OF PRESIDENT & NUMNET MESSAGE UPON BOND MARKET

Mr. Tanen. What effect will this additionnl £7.000,000.000 of bonds
have on the bond market !

Secretary MorcesTiav. 1 think the public has answersd that this
past week. That is the only answer. They had the program in the
Erﬂ'nh'-.-'-{ detail in the President’s Budget message. They had the
Sresident’s message, which went into greater detail than any Budget
message that had gone in to them before ; they have had time to study
it; they have been kind enough to say that it was the most detailed
I:I-Ihlgﬂt. that was ever :-i1|_|:|:|:||_:i|_11_=|_|.l ani thelr answer, 11 ofTeset, has been,
“We will take more Government bonds,”

The Casmmax. In other words, if the Budget message was to have
had any effect on the bond market. it has slready been reflected 1

Secretary Mowsextaav. If the reception had not been favorable,
you would have had the reaction then and not afterwards.

Mr. Bacox, Does the Treasury'’s statement show how many Goy-
ermment bonds are held by banks and how many by individualst

Mr. Brra. No, sir; it does not show that.

Mr. Bacox., Do you have any figures that show that{

Secretary Momeextaav. We have figures on that. The Comp-
troller's pre vious call—not the one on the 3lst, but the IH"'-"‘-'i”“H
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ae—went into an analysis and break-down of that information for
the first time. That information is available, 1 think it has been
puuiblished.

Mr. Arxonp. In the hearings on the Treasury Department appro-
priation bill vou will find that information set forth pretty much in
detail.

Lot me ask you this question : What was the amount of the alloca-
tion of bonds, in the last financing, with reference to the sub-
seriptions !

Secretary MogeexTaav, On the long term, if I remember cor-
rectly, the allotment was around 18 pereent of subseriptions in excess
of $10,000, and on the short term, 14 percent; that is, the man who
ciilseribad for 100,000 in bonds was allotted $18000. That was
for the long term, and if he subscribed for 100,000 of short-term
obligations he got 514,004,

INCHEARE 1IN INCUME AND INHERITANCE TAXER NOT PROPOSET

Mr. Trresrox. In view of the nnusually heavy expenditores, do
von feel that the Government should materially and sharply increase
income and inheritance taxes,

Secretary Momaexriav., Shall T answer that on the record {

Alr, Tuvmsrox. 1 think the public is entitled to know the position
of the Treasury on this very important question,

Secretary MorcexTHAU. 1 am IHII'EI'I_'tI_l' willing to answer, but these
fuestions are usually taken up before a different committee, The
position that the Treasury Department has tnken, since I have been
there, is that we never recommend forms of new taxes, If Congress
usks = how different kinds of taxes will operate, or how mnch revenue
they will raise, we furnish it all the information that is available to
the Treasury. However, we never recommend new forms of taxation.

Mr. Woonkoat. You take the position that whatever types of taxes
<lionldd be levied is a matter peculinely within the provinee of the legis-
Intive branch ¥

Secretary MomgesTuav. That is my understunding, and s« long as
I am Secretary of the Treasury I will adhere to that policy.

Mr. Taursrox, What did you mean by the statement a moment ago
with reference to some extensions of taxes now being assessed?  You
are interested in that, are you not !

Secretary MoraexTHAT. The chairmnn raised that point. He made
that suggestion and 1 followed his lead, It came from him.

Mr. Thumstox, So there i= no definite propesal looking lo an
increase of income and inheritanee taxes?

Secretary MorapsTaav. So long as 1 um Seeretary of the Treas-
ury, I will not recommend to Congress any new form of taxes, but
when called upon for information, everybody in the Treasury D
partment is at the serviee of Congress Lo aavise them as to how much
revenue can be raised from the kind of taxes they want.

The Criamsiax, It is n watter of poliey for Congress to preseribe
what taxes they want.

Seerctary MoreesTiHAU. Yes, ST

The Cratesax, I think vou are correct in that.
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Alr. Woousost, 1 would like at this point—and I think it is ap-
Propos this discussion—to read section 206 of the Em{gﬂt Act:

No estimuate or request for an ppproprintion amd no regoest Lor an Incrensse
fn nn item of aay soch estimate or regquest, and oo recommendition oS o how
il pevenne nesds of the Government should b nset, shall bse submitted to Con-
grras of any comimlttes thersof by any afficer or employes of any department or
euinbllsliment, nnless ol (he pegoest of elther House of Congross,

So you really have no atthority to make such a recommendation.

..J"In'r['-l-‘ |"-I|II :"||L'Ill:l'rl-'.'.\"|'||.'ll'. _":.l:| I WS 1|_1t'|.']'l-.l"li L1 1'|l'rl [ went .III.1.|!I I:.lﬂ'-ll"l'..
g T have livedl t:l!r Lo it.

Mr., Tanen. What is vour opinion on that sihject !

Secretary MoncesTiav, I do not have any.

CHEATER BETURS FROM TAXATION UPON HUBINESS RECOVERY

Mr. Taner. How long do vou expect we will rin deficits of B4,00K),-
b O

Hecretary MonoexTiar. I am unable to answer that T CE AT

Vi Orovess, With the pecos ery in business, of course, there will be n
lnreer return from the present system of taxation.

Secretnry MogapsToav, | think the President made it perfectly
clear that ns business increnses employment, he will decrease the
spending of money for relief,

The Cramsax. In other words, as private enterprise takes these
L ople off the Gover nment’s relief roll, these expenditures will -|i1||iI5-
'-||_ '“'uil.l '.l.i“ b the n--ll“ H S .|l1|-i.lll'=.- I P S0, Ill'|1|.. Llf course, 1l
may not be necessary to spend all of this money.

Ay Tavrow, The President in his message said he was in favor
of payving lower wages than private iniustey for the purpose of
inducinge. them to go off the Government’s pay roll and into the
employ of private enterprise, .

Mr. Oviver. As business improves, there will be Jarger returns in
the way of taxes.

Seeretary MoroexTiau. Yes, sir.

The Ciatsiax. From taxes now imposed ?

Secretary Moncestitav, Yes, sir,

AMOUNT AVAILARLE FOR RELIEF EXTENDITL RES FISCAL YEARS 1025 AND
R

Mr, Woonierst. Mr, Taber asked a question and I do not know
whether you or Mr. Bell answered it, indicating that yon hnve avail-
ihle for relief during the remainder of the fiscal year 1935 and for
the fiscal year 1936 about $9,700,000,0040, I think thet was the figure.
As T understand it, you have available for expenditure for the re-
mainder of the fiscal vear 1935 and for the Ascal year 1986 the total
sum of $9.700.000,000, and the present estunate of the smount needed
ig ®7.000.000.000, so that at the end of 1936 there would be remaining
of that fund 52700000000, Now, you did not mean Lo ot the
[rOETal of the Prespdent or of ”H!‘I Administration to the fact that
Vo will have that amount of ey 1'|.-|n||.ini1|;__r, becnnss it mny b
necessary to expend it, and, if required, it will be used,

Mr, Bere. The $2,700,000,000 includes authorizations by Congress
for specific purposes, suich as the Agricultural Adjustment Admin-



January 21, 1935.

Honorable Guy T. Helvering,
Commiseloner of Internsl Revenue,
Washington, D. C.

Re: Unlited States v. Dan W. Jones, et al.
(Univereal Aviestion Corporation.)

8ir:

Reference l1ls made to your letter of June 1, 1934
(GC:P:TCU 275258), and supplemental correspondence proposing
criminal proceedinge against Halsey Dunwoedy, Dan W. Jones,
and others in connection with the alleged evasicn of inceme
taxee of Universasl Avistion Corporation for the peried Janu-
ary 1 to August 1, 1928. On June 20, 1934, twoc indlctments
were returned in the District Court of the United States for
the Eastern District of Misscuri.

The first indlctment charged Halsey Dunwecody and
George B. S8Schlerberg with willful attempt to defeat and evade
the income taxee of the Univeresal Aviation Corporation for the
period stated, 1n violation of Section 146 (b) of the Revenue
Act of 1928, The second indictment charged Dan W. Jones, Halsey
Dunwoody, George B. Schierberg, Graham B. Grosvenor, A. 0.
Cushny, Frederick J. King, William Dewey Loucks and Alex H.
Beard with consplracy to defeat snd evade the tax of Universal
Aviation Corporation for sald period and conspliracy to defraud
the United Btates. The defendante demurred to the consplracy
indictment, and on or about Octeber 25, 1934, Judge Farls over-
ruled the demurrers. The case wae thereupon set for trial Jan-
uary 21, 1935. Upon the application, however, of the defendants
the Court continued the case and reset 1t for February 18, 1835,
basing hie actlion principally upon the fact that one of the prin-
clpal attorneys was confined to a hospltal.

Under date of January 9, 1935, Mr. R. 8. Pruitt, Vice
President (and General Counsel) of The Avliation Corporation,
submitted to this Department an offer of settlement, together
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with a check for $349,532.34. Enclosed 1s a photeostatlie copy
of Mr. Prultt's letter. From this it will be cbeserved that
the amount tendered is the amount of the liability ef The
Aviation Corporation ae transferee, including the additional
tax for 1929, as adjusted, together with 50 per cent penalty
and lnterest. It wlll be noted that Mr. Pruiltt's letter pro=
vides that any error in computation in faver either of the
Government or the taxpayer wlll be adjusted.

The check which accompanied Mr. Prultt's letter 1is
being retalned in this Department pending action upon the
offer. Such check was drawn by The Riggs National Bank of
thie city to the order of Mr. Prultt as Vice Presldent of The
Avlatlon Corporaicn but wae not endorsed by him,

Mr. Prultt tenders the amount involved ¥"in full
gsettlement of sald alleged tax 1liability, upon the understand=
ing that you wlll receilve the same in such full settlement and
at once dlemise the indictments heretofore handed down in con-
necticn with sald transactlion, in the District Court of the
United Stetes for the Easstern District of Missourl, and take
no further proceedings, criminal or civil, agalnet any party
or interest."

There have been numeroue conferences at the reguest
of the defendants with the Attorney General and other repre-
sentatives of this Department and with representatives of
your Bureau. In these conferences the attorneys for the de-
fendants have urged as srouncs for a settlement of the case
that there wae no eriminal intent to evade taxee, but a genu-
ine belief on the part of the attorney (Mr. Loucks) that the
stepe tazken were legal and proper, and that he did not per-
eonally benefit by the same; that the other defendants followed
such advice gliven them in good faith; that 1t was competent
and legal to rescind the original arrangement of May 17, 1929,
and to enter into an optlon agreement whereby the Aviation
Corporation would have the option of purchasing from Universal
Aviatlion Corporatlon the Fokker stock involved; that such being
the csege no additional tax acerued; that 1f there was an addi-
ticnzl tax becsuse the transaction fell shert of the legal re=
gquirements, there wese no fraud and the facts were fully dle-
clesed, and consequently the assessment of the additional tax
is barred; that the Aviatlion Corporation 1s not llable as a
transferee and there ief no one elee from whom collection could
be made; and 1f the Aviation Corpeorat icn 1s liable as trans-
feree it 1s liable only for the additional tax and interesgt
without the 50 per cent penalty.




Thies Department desiree to have your recommendation
e8 to the sctlon which should be taken upon the offer in com=
promiee. It will be appreclated, therefore, if you will sub-
mit a recommendation at as early a date ag poselble in order
that appropriate conslderation may be given thereto at such
Lime a8 not to interfere wlith the continued preparation eof
the case for trial on February 18, 18935, in the event that it
ie to go to trisl on that date.

Respectfully,

For the Attorney General,

FRANK J. WIDEMAN,
Aeslstert Attorney Ceneral.

Enc. 396672
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Enoke:

K:
H.M.Jr:

K:
H.M.Jr:
K:

K:
H.M,Jr:
K:
HoM.Jr:
K:
H.M.Jr:

K:
H.M.,Jr:

Hello - Knoke

Yes.

This is Mr. Morgenthau.
Good morning Mr. Secretary.

Have you heard what they've done with the last
"5’ mﬂ,ﬂm-

Not yet - no.,
Well who's going to call them up?
calling now.
Well when?
Within the next 15 minutes.
Well I've got to go on the Hill - I want to know.
Alright then I'11l see that we get it before then.
I'd go ahead and eall him.
ies - alright I'll do that.
Now are you going to talk to him?
Yes.
Alright when you talk to him - hello
Yes.,

Ask him 1f he's got any message for me about the
Island of St. Plerre.

Alright sir.

You know about that?
I lmow.

What?

I kmow about 1t - yes.

Well you ask him if he's got any message for me about

the Island of St. Pierre.

Yes ~ alright I'1l let you know in a few minutes.
Alright.

Janmuary 21, 1835 - Monday,




COPY FOR SECRETARY MORGENTHAU

2.% GOM |-2d
FEDERAL RESERVE BANK
OF NEW YORK

FICE CORRESPONDENCE pare January ££2, 1935.
CONFIDENTIAL FILES sussecr. TELEPHONE CONVERSATION WITH

J. E. Crane ME. CARIGUEL OF THE BANK OF FRANCE.

I telephoned to Mr. Cariguel at the Bank of France about 9:15

ga. m. today to ask him about the exchange market. He sald that the

dollar market in Parls was steady, that they had sold for us so far

today about $2,110,000 and that the only other important sellers of
dollars in the market were Lazard (Paris) who had done about $6,000,000
and the Guaranty who had sold around §1,000,000. The Chase, Mr. Cariguel
sald, was doing nothing. He gave me the latest rate as 15.20 1/2 (6.5788).
Mr. Cariguel also told me that he had transmitted to Governor Tannery

the message which I had given him yesterday afternoon from the Secretary

of the Treasury regarding St. Plerre.

JEC:KMC




Junusary ged

Bell told me yesterday thathe got instructions from
Tugwell to send over 67 million dollars that had been earmarked
for him and which the President had held back. I argued with
mysell all day whether I should o anything about it and finally
decicded that I would. I called the President ostensibly on
silver. Told him that Japan wanted to know if we wished to buy
their newly mined silver and what we should do. The President
sald, "do nothing. Confine your purchzses to North zng South
america",

I then said to the r’resident, "I understand that you
are giving Tugwell the balance of the 87 million collars earmarked
for him". The President immediately on the defensive sald, m™f
L shoula not have given it to himvhy did Bell send it over?"
He then got rather nasty about Bell wnleh was very unfalr, as later
ln the evening I had learned that Bell had called up McIntyre and
told him to warn the President not to sign the authorization.
The Presldent said, "I have sirned it. What can I do about 1t?v

P
=

L sulc, "I do not know but as I understand it you were not going

to allot any more money until you had snother meeting with Hopkins
antd Ickes. I can assure you that Hopkins and Ickes are going to

be sore." He said, ''well Rex tells me ne needs the money" and I
suld, "ne has hardly spent any that ¥you nave already given him

LOG you are going to need thismney badly for relief before July 1l.m"
1ae President sald, "I will tell you what you c¢o. Have Bell write

a letter" 'By direction of the President'instructing Tugwell that
Ae cunnot obligate u single cent of this money unless it is passed
on by the Budget." I suid, "sll right".

This is so typical of the President. He assured me
end Harry Hopkins that he would not allot any more money until we
Nad another meeting. I understand = couple of weeks ago he allotted
dopkins §1:5,000,000 secretly. Next Tugwell appeals to him dir-
ectly and he gives him what he wants. The result 1s that everybody
i ery snd frothing at the mouth. Then when I draw his attention

it, instead of doing the Straightforward thing and cancelling

Tugwell's authorization which could ot have yet reuched him, he
double crosses Tugwell by telling me to tell Bell that Tugwell can-
Not fnzve one cent until the budgetpusses on it. This maes a com-
plete circle and evenpody will be mre and nobody will be satisfied,
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S, B,k BOM 1-34

‘FEDERAL RESERVE HAMNK
OF NEW YORK

CONFIDENTIAL FILES |

SuBJECT:_TELEPHONE CONVERSATION WITH
OM J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE,

Mr. Cariguel of the Bank of France telephoned at 12:45 p. m.
today to report that he had sold a total of $3,500,000 for our account
at an average raﬁe of 15.2118 (6.5738498). He added that the Guaranty
Trust Company had sold $9,000,000, Lazard (Paris) $2,000,000 and the
National City Bank of New York $1,500,000. This made a total in the
Paris market today, he saild, of $16,000,000 and indicated a very strong
demand for dollars. The market closed at 15.21 (6.57482195),

Mr. Cariguel added.




COPY FOR SECRETARY MORGENTHAU

202
B FEDERAL RESERVE BAMEK
OF NEW ‘?QHJ{
FICE CORRESPONDENCE pate January 235, 1935.
CONFIDENTIAL FILES sussecr:. TELEPHONE CONVERGATION WITH
J. E. Crane MR. CARIGUEL-OF THE BANK OF FRANCE.

I telephoned *o Mr. Cariguel at the Bank of France at
9:15 a. m, today to inquire what he had done in the exchange market
for us. He told me that the market was quieter but that dollars were
still in strong demand and that he had sold so far $2,115,000. I asked
him whether any of the banks were operating in the exchange market and
he sald that the Guaranty Trust Company had sold $5,000,000 and Lazard
(Paris) $2,500,000. The current rate for dollars in the Paris market,
Mr, Cariguel said, was 15.21 1/4 (6.5735).

I asked Mr. Cariguel whether he had heard anything further

about 8t. Plerre and he replied in the negative.

JECtKMC
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5.2 80M 1-34

FEDERAL RESERVE BAMNK
OF MEW YORK

FICE CORRESFONDENCE pate January 24, 1935.
CONFIDENTIAL FILES SupJsecT: TELEPHONE CONVERSATION WITH

oM. J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE.

Mr. Cariguel telephoned to me at 1:15 p. m. today to say
that the exchange market in Paris had closed fairly quiet, that they
had sold for us a total of §3,500,000 at an average rate of 15.827+,
that the Guaranty Trust Company had sold in all §2,000,000 and Lazard
(Paris) had done nothing today.

Mr. Cariguel said that the last boat from Europe which would
bring gold to New York before February 4 was salling tomorrow and after
that boat departed he was fearful that the banks which had been shipping
gold this week would remain out of the exchange market and that the

dollar might therefore rise sharply.

JEC:KMC
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., 5. a0M 1-34

FEDERAL RESERVE BAMNK
OF NEW YORK

FICE CORRESPONDENCE DaTeJanuary £4, 1835.

CONFIDENTIAL FILES sussecT: TELEPHONE CONVERSATION WITH
J. E. Crane MR. CARIGUEL OF THE BANK OF FRANCE.

I telephoned to Mr. Cariguel of the Bank of France at

9:15 a. m. today and asked him what he had done in the exchange mar-
ket for our account. Mr. Cariguel sald that there was a very strong
demand for dollars, that he had sold so far $1,%68,000 for us, that
the Guaranty Trust Company had sold $2,000,000 and otherwise there
were no important sellers of dollars in the market. He said that he
had not tried to keep the dollar rate down because he had so little
ammunition from us and he was afraid if he tried to do so he would
run into a very heavy demand for dollars. His objective had been, he
sald, to keep the market orderly, let the dollar rate rise gradually

and not sell any more dollars for us than he had to. The latest rate,

he said, in the Paris market was 15.29 (6.54022238. In response to my

guestion he sald he had heard nothing further regarding the attitude

of his Government with respect to St. Plerre.




January 24th

Had lunch with Bullitt to-day. He sald he would
give anything to see France go off the gold standard as Litvinoff
hsas been getting his strength from France., If this should cease
then Bullitt could swing Russia our way and they would have to
come to us.




danuary 24th

H., M. Jr. called the President at 9:50, January 23d.
He told the President that he has cut the French down to
$3,500,000. Sterling is steadily climbing. It is up to 4.88-7/8.

Parker Gilbert was at my house last night. He
suggested something very interesting. He said if you will buy
$2,500,000 of British currency you will have themocome over on
the next boat. This would worry them very much and they would
come across to see you. Of course H,M.Jr. said he 1is thinking
of our going off gold entirely and then Just stabilize with the
pound and forget about the Franc.

H. M. Jr. also told the President that Switzerland
1s having a national referendum on gold and that they may vote
to go off gold.

H.M.Jr. also told the President that the Senate
struck out the clause in the RFC bill sbout giving the Director
of the Budget control over their spending. The President said
he could fix this by Executive Order. H.M.Jr. said of course he
1s a Director of the R. F. C. and is not worried about them but
he 1s concerned about the other indenpendent agencies should
they do the same thing with all the others.

Mr. Morgenthau had the following people to his
house last night for dinner at 7:30:

Professor George F. Warren Mr. Eccles
Professor J. H. Williams Mr. Haas

Mr. Coolidge Mr. Parker Gilbert
Mr. Oliphant Mr. Lochhead

After everone left Mr. Morgenthau asked Mr. Coolidge
and Mr. Eccles to stay. Mr. Coolidge had told Mr. Morgenthau
that Mr. Burgess of the Federal Reserve had told him that
Mr. Eccles was against the open market committee selling any
long time bonds at this time. Mr. Morgenthau had a show-down
with Eecles and discovered that the story that was told Mr. Mor-
genthau was not correct and that Eccles wanted to go along with

- Morgenthau in having the open market committee sell long-time
nds.




HeM.Jr: Hello Jesse,

Jesse
Jones: Kind of wet out.

H.M.Jr: Yes it's good., I see in this morning's paper
that the Senate - Section 10.

Yes.

Were you there when they did it?
Yes.

What happened?

that section,
Henry, and 1t was unanimous.

Unanimous.

Yes. Somebody I don't remember who
did 1it.

Is 1t in the bill in the house?
It's in the bill in the house VEes.
It's in the bill in the house.
Yes,

H.M.Jr: They didn't strike it out?

J3 They haven't acted yet but they asked me a number
of questions about it when I was there three days
ago.

I see but In the Senate they just struck it out?

They Just struck it out and I don't think we need it -
I mean I don't care. I think you just make - you Eknow
you've got control anyway.

H.M.Jr: Well it ispatt --

J? Well we're not guiag to do anything over there that

iz not in keeping h your plans.,
Well it's up to the President.




'm not arguing with you but I'm jJust telling you
think - I don't think it's worth arguing about
from your standpoint.

Well I mean I'm not going to - if the President.

- - — i - - - A S el R - e il el il Sl il e -

Of course he could do it by Executive Order if he
wants to.

Why certainly on the board
and he's not ever going to ?nt& on that board against
the Treasury. And there'!s not ever golng to be.

No that isn't the point. I mean I'm not ---

What'!s that?

In my official position 1 don't enter into thls anyway.

Well they regard you as director in your
Department.

H.M.Jr: Well of course I'm not.

J3 Well I'm just explalning how they feel about 1it.
Yes.
So this board i1s never going to make a vote against
the Treasury. In the first place we can't do it
without getting the money from you, 1f we wanted to.
And there's nobody ever going to do 1it.
Well that isn't true of some of the other agencies.

Js: Well it 1s with us.

H.M.Jrs Yes. I mean I've never had any trouble but 1t isn't
true with some of the other agencles.

J2

penp—————g gL T R R it

1 suppose that's what you should have.
Exactly.




H.M.Jr:

J3:
H.M.Jr.
Jz

H M. Jrz

And yours happened to come up first.

I explained Saturday in the House that you already
had that advice and that you that
you never had.,

Well that isn't true of the other agencies.
I know that.

And thils is protection for the President on some
of the other agencies.

I understood that. And I explained in he Senate
too the same thing.

Some of the other agencles are very and 1ts
golng to be a boomerang and he's golng to take the
final blame.

Yes I think . But I explained that both
in the Senate and the House.

But if we singledout one or two particular agenciles
we had in mind it would be a direct slap back.

Yes. But one of them were slapped already wasn't he?
Yes. Wellew-

Please understand that I was not surprised in the
least —--

There are certain things which I feel the Treasury
has got to have and 1'11 always say so - privately
and publicly.

Yes.

And you know me well enough for that, But this 1s
something the President either has to say he wants
it or he doesn't. Gee?

Well you are a member of our board and there's never
going to be a vote over that.

When are we golng to have our plecture taken?




J: Well I think we at least ought to try to get two
more members, elther with or without.

H.M.Jr: What's the matter are you short a Democrat?
J 2 Yes and a Republican.
H.M.Jr: A Republican

Js Been short a Republican about a year and a Democrat
for four months.

H.M.Jrs: Alright, Jesse, goodby.

Js: Goodby.

Januxy 24, 1935.
Thursday. A.M.




Henry Morgenthau, Sr. phoned to-day to tell
H. M. Jr. that he wanted to take Judge Payne's place at the
Red Cross - Payne having died this morning. He said he
wanted to round out his life and that this would mean a
great deal to him. H. M, Jr. immediately phoned the
President and the President said, "Happy thought. The only
question in my mind 1s that there will be two members of
the same family in the service, otherwise I am for it a
million percent®.




H.M.Jri
LaGuardlias
H.M.Jr:
LaG:
H.MJre

LaG:
H.M.Jr:

LaG:
H.M.Jr:

LaG:
H.M.Jr:
LaG:
H.M.Jr:

Hello - Mr. Mayor.

Oh good morning, Mr. Secretary.
How are you.

Oh snowbound.

Snowbound. Alright this is what I have in mind.
I am very much worried about the sale of non-tax
paid liguor in New York City.

Yes.

I had a man up there for the last two weeks and the
conditions are about the worst of anywhere in the
United States.

In the eity.

In the city. Now I called up Herbert Lehman last
night and told him that I'd 1like to start a three
cornered drive of Federal, State and City on the
non-tax paid liquor in New York and I asked him
1f we could have Mulrooney - I tried to get you
and you were on the traln last night coming from
Albany.

That's right.
Now wouid you go along with us?
Oh sure.

Now what we'd like to suggest 1s this: I can put

Z00 men in Greater New York, starting in Manhattan

and 1'd 1ike as many plaincinthas men a8 you can give
us to work right along with our men gide by slde.

We want to make a block to block canvass of all

places that sell liquor because we are only interested
in non-tax paid liquor but your city people and the
state people would pilck up the state and city
violatérs of ordinances.

Oh absolutely. We have & common purpose and then

1 think in addition to that the gtate will have to
study, Mr. Secretary, is that whether we've reached
the point that taxes are 30 high that bootlegging pays.

Well there's that gquestion and the other one is whether
we have sufficient authorlty. Our people feel that

the federal Judges in the First and Second Districts




LaG:

H.M.Jr:

LaG:

H.M,Jr:
LaG:
H.M.Jrs
LaG:

are gilving us the worst eooperation of any judges
in the United States.

We take them right into our State Court here and

I send them over to the Chief Magistrate and I'11
assure you we hold them and if we find any untaxed
liguor in a licensed place we won't take them to
Court - we'll take them right straight down to
Mulrooney and he'll cancel the license.

Well you see what I'm going to do - I've got a
:;n - Harold Graves - I don't know whether you know
m.

No.

Used to be Administrative Assistant to the Postmaster
General and he's right under me and he's got charge
of all this liquor business and I mean he was
Administrative Assistant in the old administration -
not of the present one. And I'd like to have him
come up Saturday and meet Mulrooney and meet whoever
you designate. To plan the thing out and then we'd
ilke to start Monday.

Right. Now you know Mr. Secretary Mulrooney has no
enforcement powers or agencies.

No.

And he can only be helpful to us if we find untaxed
liquor in one his licensed places.

That's right.
Then he'll close 1t immedlately.
That's right.
The conference will be with Commisslioner Valentine

and Sullivan and they can map out the program Saturday
and we'll be ready to go slong with you Monday.

Well now supposing I have Harold Graves go to
Commiasioner Valentine's office.

That's right.




HM.Jr:

LaG:
H.M.Jr:
LaGs:
HM.Jr:

LaGs

HeM.Jdr:
LaGs
H.M.Jrs

LaGs:
H.M.Jr:

LaG:
H.M.Jr:
LaG:

H.M.Jr2
LaG:
H. M. Jr:

LaG:

H.M.,Jrs

And say supposing he's there at say 10 o'clock
Saturday morning?

10 o'clock Baturday morning.
At Commissioner Valentine's,
Yes.

Now Graves is a tlp-top fellow and he's handled
this whole alcohol thing for me.

Well I'11 tell you what we could do so that I ---—-
make that appointment for 10 o'clock Sunday in
my office.
In your office.
And then we'll organize and ——=-e--emcccaaneaaa" .

Now the only thing I can suggest 1s I'd like to
work about a week before we give out any publicity.

Absolutely,

I'm one of these fellows - I like to have something
to show before I talk.

Absolutely - otherwise they'll ——ee---,
They'll what?

Otherwise they'll ———-eee- . I'm fully agreed with
you - there won't be a word said.

I'd 1like to work for about a week.
Yes.
And then see where we get and I told Herbert Lehman

I want his Counsel to watch this thing from the
standpoint of whether we need any more laws or not.

A1r1§ht. Well let him walk into Valentine's office -

that
Let him walk into Valentine's office.

w the best plan.

=




H.M.Jr:
LaG:
H.M.Jr:

LaG:

- 4 -

At 10 o'clock Saturday.

10 o'clock Saturday. At Commissioner Valentine's
office.

And then I'11 talk with the Commissioner and we'll
leave everything right with the Commlissioner and I
think we ought to cover the whole city.

Well we've got 100 men to start Monday, and we'll

build that faorce up to 300 men and we want to cover
every block in the Greater City.

Yes. Well now will you tell Mr, CGraves after he's
finished with the Police Commissioner and Valentine
he should see me and I'1ll arrange with the Chief
Magistrate so that he'll instruct all his Jjudges
what we're trying to do.

I'11l have him go to see Valentine, and then come
down and see you?

Yes, And then before we start to be sure and see me

I'11l co-operate 100 per
Thank you. Goodby.
Goodby.

January 24, 1935.

Thursday.




Crowley:
H.M.Jr:
C:

Mr. Secretary.
Yes Leo.

I don't like to bother you about Federal Deposit.

I got & memorandum from Danny Bell last night

about the fellows coming in and I'm happy to have
that but one of the newspaper boys came over here

and said that he was tipped off that the President

is golng to investigate the Federal Deposit Insurance
and, of course, you know I don't think we ought to
have the Federal Deposit kicked around. After the
Chief gets it and you get 1t, 1f there's anything
there that's different.

Yes.

But right now their legislation and the bankers
driving at it on account of the cost and everything
else it will hurt us in a legislative way and also

I don't like to have any fellows around the country
getting the idea that this thing hasn't been effective
enough. I don't know where they got that thing but

I wish that you would try and stop it from getting
any publicity. If the fellows come in--

Have you spoken to Bell about 1t?

No I didn't eall Dan - I called you up.

Of course he's the Director of the Budget - I'm not.
Yes I know that.

He takes his orders from the President.

I see - well I thought maybe that you knew something

abﬂut- 1t- o o - S o S S S R S S S S i

eorporalion.

Well if - I think that you ought to talk to him and
if there is anything that he can do to stop publicity
he ought to do 1it.

Yes. The thing I thought that Bell might be able to
do would be to - as Director of the Budget he's got

a perfect right to come in and look over our organiza-
tion and know what we have for the purpose of the
budget and I thought it could be done on that basis -
because you know a lot of employees - if it comes in
that there is an investigation it soon gets on the
street and - o




HM.Jr:

H.M,Jr:
C:
H.M.Jr:

Ci

H.M.Jr:

C1
H.M.Jr:

H.M.Jrs

Well I'd much rather have you talk to him directly,
because anything like that he does he must do under
direct orders of the President.

I see.

And 1'd much rather you called him up.

Alright I'11l call him right up.

On all of this budget stuff I'm very careful to
keep out of i1t unless the President calls me in.

I see - that's perfectly alright. I realize that
position.

He has the different heads of departments on the
budget and all that - once in a while I sit in
but more often I don't.

Yes.

I'd much rather you called him.

Alright I'11l do that.

Thank you.

January 24, 1935.

Thlu'ﬂdﬂj'i




H. M. JTrs
George:

H-“iJI'f

Harrisons:

H.M.Jr:

HeM.J1:

Hello George?
Hello Henry, I'm glad to hear you.

How are you?

Well I'm getting along very well at last - I had
a good check up this morning.

Did you%

And I feel first rate and for the last three days

I've gotten my strength back so I'm feeling pretty
good.

Good.

I didn't think it was wise for me to go down there
Friday because the doctor asked me not to as I jJust
got back.

I see.
I wanted to come but 1 thought

and they both sa2id it wouldn't
be necessary for me to.

Mright.

But I'm watching you with a good deal of interest
and I ———————mm——————e -~ to have a real talk with you
because I 1like to do that perlodically.

Well I would too George. We got by to-day in pretty
good shape.

Well now your Sterling thing 18 -—-=——e—e—-= working
both the pound and the Franc very effectively.

It worked very nicely, didn't 1t%
I was just talking to Joe (?) about it and I said to

him == -I was just ralsing the
question because you are running one risk and thats

Well I Enow that.




HM.Jr: Well I thought to-day was particularly interesting.
The way the thing went.

H: But I have a little feeling that the gold —=—-———ee==
—————————e—————-—-——-F011d have reacted more directly
and with less expense than---=-=====-=----the gullder
or some of the others---————-——--—-—-—---, It would
have been cheaper and you would have got your gold.
Where now 1t takes a little more money - I think it
covers the same thing and you've got part paper.

H.M.Jdrs Well let's see how it works.

Whether the risk is justified depends on what your
judgment 1s.

Well we'll try 1t for another day the saue way.
Yes.
And see what happens.

Alright sir but I would like some
day to have a talk with you.

I'd love to.
We're having 2 meeting down there next week and

I might have a long
talk with you.

Well would you mind having someone 1in your office
get in touch with Mrs. Klots?

Yes I'1ll do that.
Thank you.
Alright Henry thank you.

25, 1935.
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Cablegram Eﬁcﬂlfﬂﬁ‘EEEEEEI-EE'Trum The Bank For International Settlement

in Basle No. 15 - Confidential for Crane, Federal Heserve Bank, N. Y.

Sapplementing yesterday's message local bank*® reportes lose to
Paris during last ten days primarily in protecting local relation
to dollar exchange of gold in the amount of 150,000,000 Swiss

france mot all of which will appear in public statements owing

to secret reserves.

Acting exclusgively on thelr cwn initiative they inguired why
direct operations between New York and Switgerland could not
talke place through our intermediary and they suggested direct

sales of gold by them to us here for your account against

dollaras.

(signed) Leon Fraeser

* Tocal bank - Swiee National Bank.
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FEDERAL RESERVE BAMEK
OF NEW YORK

FICE CORRESPONDENCE patedanuary g8, 1935.

CONFIDENTIAL FILES SupsecT.. IELEPHONE CONVERSATION WITH
¥ J. E. Crane MR. CATTERNS OF THE BANK OF ENGLAND.

I telephoned to Mr. Catterns at the Bank of England at
0:25 a. m. today and told him that I wanted to inform him of our recent
and prospective operations in the London market. I referred to the
gold purchases which we have been making in London and with which he
s familiar and also told him that from time to time we were buying
gilver in the London market. I added that I understood he was aware
pf our silver operations in a general way and that we had not thought
t necessary to keep him advised of them currently because we did not
egard them as an important factor in the exchange market. Mr. Catterns
aid that he agreed with me on that point.
I referred to the strength of the dollar in the past week or
o because of the uncertainty about the Supreme Court decision in the

pld cases and teld him that we had been buying moderate amounts of

rancs to keep the dollar from rising too rapidly and on Saturday had

ought a small amount of sterling which we had asked them to keep for

s in a special account. I explained to Mr. Catterns that all of these
xchange operations were carried out on a day-to-day pollcy and were de-
igned to keep the dollar from going too high. I asked him whether it

ould be agreeable to the Bank of England to hold for us in a speclal
ccount such eamounts of sterling as we might buy from time to time.

r. Catterns replied that the Bank of England would be glad to do =0 and

e wandered whether I could tell him what we were golng to do with the
terling. I told him that I could not at this time but would hope to later

n. He thanked me very much for calling, told me that the exchange market
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FEDERAL RESERVE BAMEK
OF NEW YORK

/CE CORRESPONDENCE pate January 28, 1935.
CONFIDENTIAL FILES SuesecT: TELEPHONE CONVERSATION WITH
J. E. Crane MA. CATTERNS OF THE BANK OF ENGLAND.

in London was erratic and excited, that he was afraid we were going to

have a2 bed week and that he hoped some declislion would be rendered on

February 4. I told him I thought it likely that we would get a decision ther

but that it was not a certainty. He gave me the latest rates in the

exchange market in London and told me that the sterling-dollar rate was

1sing rather rapidly at the present time.




H.M.Jr.
H. M, Jr:
2

H. M. Jrs:

HM.Jrs:

I got the rates - have you got them?

4.85 1s the last rate,

Yes.

It's up a little.

Yes.

Well is Knoke in yet ?

No but I got the ticker (2?) is that what you want?

No but I have them too. How fast are you going to
get this this morning - is it the Guaranty?

The Guaranty is doing it.
Yes - how often do they let you Mmow?

Oh they let us know just as soon as they hear from
the other side - they're off and on all the time.
They're calling up every few minutes.

I see. Well now you're going to call up London,
aren't you.

Yes I'm golng to call up the Bank of England and I
wanted to just glve you a 1little idea as to what I
thought I'd say. I'd thought I'd tell them that I
was calling Jjust to keep them informed about what
welre doing in their market. That we'd been buying
some gold and for the past week or so the dollar has
been very strong and we'd been buying some Franecs

in and recently we bought some Sterling
with the 1dea of keeping the dollar down.

That's right.

And 1t's Just a day to day policy and we'll keep them
informed as to go along as to what we're doing in
oterling.

That's right.

And - now do you want me to say anything about
whether we will put the Sterling in#o gold or not?

No I don't think so.




Cs Just not say anything about that?
H.M.Jr2 I don't think so.
C3 Yes. Well thats about the line I thought I'd ——-

That's all and you'll let me have the records on
these calls the way you do on the French, please?

Yes, oh 1 will.
Goodyby - I don't - they've brought 1t up sort of
easily. I'd like to keep very close touch from now
t111 10 o'clock who will keep me posted - you?
Well Knoke is probably in by now and I'1l tell him
you want to know just the minute they get anything
from the gang.

H.M.Jr: VYes and if necessary to talk to London.

Cs Yes.

H.M.Jr: T wonder who 1s the man who got it in London?

Ct You mean for the Guaranty?

H.M.Jr: Yes.

BE.M.Jr: Isn't it Remington (?2)

Ct A fellow by the name of Grant (2) is the head of
our local offlice.

H.M.Jr: I notice cables come in here - early morning cables.
Are those =—=—m—mce=c————-T

C3
H.M.Jdr: Probably are the same thing.

C3 I111 tell them to keep you posted as soon as they
get any news about it.

Let me ask you - do you think 1t would be alright or
don't you to speak directly to the fellow in the
Guaranty in London to get a first-hand impression?

Why I think it's alright, if you want to do 1it.




H.M,Jrs
&l
HeM,.Jr:

Cs

H. M. Jr:2
Cs

H.M.Jr:

Jamary
Mond 4y«

Yes.

I mean I'd 1ike to hear by his voice. I mean to talk
on the telephone with this fellow to find out. Do
you think it would show too mich interest?

No I don't think so.

No I don't think so. It's alright to

anyway.

I'11l tell them to keep in close touch with London

but I don't know for you to call up the Guaranty in
London they might - I don't know - it might be
misunderstood or

I don't think I ocught to do it. Alright Just tell
Knoke to keep me posted. After you talk to London
will you call me?

es I will.

Thank you.

Goodby.




o
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H.M.Jr: I got your message. I thought I might as well get
it first-hand.

Crane: Yes - you mean about

H.M.Jr: Yes.

Cs Well he was very nice. I explained to him along the
lines that I talked with you and asked him whether
they would like to open an officlal account for him
and keep such securities as we might buy. He sald yes
they'd be glad to do that, that he was very grateful
for having called him up and letting him know what we
were doing and what we were golng to do with the Sterling
if I could give him anﬁ idea and I said no that I couldn't

Just now. e told me about the market. He

sald the London market rather excited and 1t looked a
bad week to him he said. Ahd he said I suppose there's
no doubt about getting a decision next Monday. I said
I thought that was likely but I didn't think it was set.

H.MJr: The President pulled a good one thls morning.
What?
The President pulled a good one this morning. He saild
do you know that the Supreme Court 1s golng to hand
down a deelsicn on Friday - New Year's Day.
(Hearty laughter)

Everything comes at once.

I don't think if 1t 18
handed down next Monday.

No. I like the way the thing has been working to-day.

Yes I like everything about it except all this Sterling
welre getting. I mean I

J",,ql.-
That doesn*t worry - I mean I think that if we get the
decision bv Monday we can get rid of it very guickly.

Yes - well you've got about six and a half million now.

Well I'd rather have Sterling than I would Francs and
the point of staying in London seems to work - I mean
they seem to pull the Franc right along.

I think it will work
by keeping the on Paris steady at 74-5/8s.

As long as the§ continue to do that and we put up the
Sterling rate here they'll put up the Franc rate.




H. M, Jr:

H.M.Jd1rs

Ye=.,
H.M.Jr:
Cs

H.M,Jr:

That's the way it seems to work.

And 1t will work that way as long as they keep their
rate six months high.

1'd rather work in Sterling than I would in Franes.

Well I would too, except that when you work in Francs
you get gold and when you work in Sterling you get a

Well it might run shead a bit more in the week - I
wouldn't.

See? I mean for the moment it seems to work alright.

Yes, as far as getting up your exchange rates where
you want them and putting the dollar down, I think

They tell me that the markets are in a bad way. I
don't mind.

Yes we'll just go shead and try to keep the rate up
for you.

Right - thank you.

Alright, thank you.

If there's anything speclzl call me.
Yes, we will.

Thank you.

January 28, 1855.

Monday .




H.M.Jr:
Jones:
H.M.,Jr:
J 3
H.M.Jr:

J 1
HeM, Jrs

J3

HeM.Jr:

Ji

H M,Jr:

J 3

HeM.Jr:

Hello Jesse,

How are you?

I'm 0.K,

On that meeting for 11:20 —-

Well I'11 tell you Jesse what its going to be -
how much money 1is going to go to -

Home Loan Banks?

Yes and then we go from here over to see the
President.

Yes. I talked to John Fahey yesterday and got
his side and I can talk to velf, and-—eaaa— e

Yes and I may be a little late in getting there but

I'11 try to come.

Well we're due at the White House at 12:30 so if
you get here a little late 1its alright. Its not
a matter of life and death.

Alright.

Thank you.

January 28, 1935,

Monday.
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TO AMEND THE SECOND LIBERTY BOND AOT

TUESDAY, JANUARY 29, 1935

Ustren States Sexate,
Cosmstirrer o Firsasce,
Washington, {). (.

The committee met, in executive session, at 10 a. m., in the Finance
Committee room, Senate Office Building, Senator Pat Huaorrison
(chairman) l]r‘l‘:ii:u“l]ﬂ.

Present: Senators Harrison (chairman), King, Walsh, Costigan,
Bailey, Clark, Lonergan, Black, Gerry, Guffey, Couzens, Keyes,
La Follette, Metealf, and Hastings,

Also present: Hon. Henry Morgenthau, Jr., Secretary of the Treas-
ury; Hon. T. J. Coolidge, Under Secretary of the Treasury: Hon,
D. W. Bell, Acting Director of the Budget; and Hon. ‘.‘.-'irli.n.m S,
Brounghton, Commssioner of Public Debt.

The Cramyax. The committes will come to order,

(The committee had under consideration H., R. 4304, which is here
printed in full, as follows:)

AN ACT To nmwned the Beoond Lierty Hond Act, am amended and for oiber [FUTTH R

Be ir emacted by the Senate and Howae of Representatices of the United States
of Amerion in Comngresa eascmbied, That the Second Liberiy Bond Act, as
nmendid, 3 further nmends] g followsa:

The first paragraph of sectlon 1 1% nmended to read as follows :

" The Becretary of the Treasury, with the approval of the Prosident. is bereliy
nuthorized fo borrow, from time to tme, on the crsdit of the United Siates Top
the purposes of this act, to provide for the purchase, redemption, or refunding,
at or before maturlty, of any outstanding boods, potes, certiilontes of Indebbol-
ness, of Treasury bllls of the Unlted States, nnd to meet expenditures gothorized
for the natimal security and defenss ond ofher pubilic parposes mitlotized Dy
law, such sam or sums o4 In his Judgment may be nesessarcy, and to lssue therefor
bonds of the Unlted Biates: Provided, That the face amount of bonds lssoed
under this section and section 22 of this act shall not exceed In the aggregnte
E25,000,000,000 outstunding at any ope time,"”

SE0 2 The first senience of subsectlon (a) of section B is nmended to rend e
followes @ * Iinoaddlt oo Eir the Bomils mnd nobes mathapizisd |'|;|| e I EI 18, and 22
of this Act, ns nmended, the Secretary of the Trensury s authorized, sublect to
the Hmlitmtion hl.l'lHlH-Hl |II'!|' stion 21 of thila AL, Lo borrow Trom tlme to time, on
the credit of the United States, for the purposes of this Act, (o provide for the
purchuse, redemption, or refunding, ot or before maturity, of any outetanding
bonds, notes, certificates of indebtedness or Treasuory bills of the United Stntes,
nnd to meet public expenditures authorized by law, soch sun or sums 88 In his
Julgment may be necesanry, and to lssue therefor (1) certificates of indelitednnes
of thie Unibed States at not less than par (except as provided in sectlon 20 of (his
Act, 88 nmended) and at such rate or rates of Interest, payable at such time or
Hmea a8 he may prescribe; or, (2) Treasury bills on a dlsconnt basis and
payablae at matority without interest”

Bec. 3. Bection B Is further amended by striking oot the ool sentence of sub-
section (&) theredf, reading as follows @ * The sam of the par valoe of soch cor-

Ifientes and Treasury bille outstonding hereunder and onder section 8 of the
irst Liberty Bond Act shall nod nt any one time exceeel In the agereste
10,000,000, 000."

|
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2 TO AMEND BECOND LIBERTY BOND ACT

. Subsection (n) of section 18 I8 pmended to read us follows

E.hfI:':'I- tillll:]lll.ltll:ll'l. b the bonds nnd certifates of Indebiedness and war-savings
cortifleates juthorized by this Act nndd anmendment= thereio, the Beerivtury of the
Trensury, with the approvsl of Bhe President, 15 authoriged, sabject to thi= lmil-
inthon lmposed By acetion 21 of this Act, ta borrow [ time o fime oo the
epodit of the Unlted States for the porpeses of thils Adcd, Lo providie Top the jiar-
chiss, relemption, or refanding, nt or hafore maturity, of uny ontstumling banika,
notiea, certiflientes of Indebtedness, or Trensury Dffis of the United Stabes, and to
meet 'puhl.m expenditares suthorbzed Ly law, such g0 OF SUME [ I his Judg-
peent may 1 heressary apdl to leme therefor nofes of the Uniied States ot not
ieAs than par (exeept as provided in section 30 of this Act, as wmendiedd ) In =ach
form or forms and denominatlon or denominntlons, confilnlng such teroes gl
conditions, nnd at such rate or rates of interest, ns the Hecretary of the Treasury
may prescribe, and ench serles of notes = fresmed #luil] b paynble at soeh thme
not Lo than one Year nor more than fve years from the date of lis lssu0 as bhe
may prescribe, nnd mey be redeemahble before moturity (ot t‘m: aprtlaon of the
Upited States) In whole or In part, upon not more than ole years nor less than
fonr months® notiee, and under such roles and regnlntions and doring such

ay prescribe.”
P A ke Secomd Libirty Bond Act, ns amended, ls further amended by

b & follows
ud‘?l'?gﬂitlmrr‘::ﬂrl::- ;m{l-llnll.[ of certificates of Indebteduess and Treasury bills
authorized by seetion 5 of this Aet, certifientes of indebtedness nuthorized by
gection & of the First Liberty Bound Act, aml notes nuthoriesl by sectlon 18
of this Act shall not excesd in the aggregute 2000000000 outstandlog at

r""‘;.;;'_m&“g:& Seoond Liberty Bond Act, as amended, Is further amended, by

i new pectlon, ue followa:

.ﬁE ,.?;1" 23 (a) The Secretary of the Treasury, with the approval of the
President, 1s authorized to lesue, from time to time, through the Poatal Service
or olherwise, honds of the United Stutes o be koown as ~ Unlted States Sav-
ings Bonds"” The procesds of the Bavings Fopds sholl be svallahle to meet
any public expenditures suthorized by law nand to retire any outstanding oldli-
gutlons of the United Stotes bearing interest or fssued on a discount basis.
The vorious f=stes and serles of the Savings Bonds shall be in such forms,
ahall be offered In soch amounts within the Hmits of section 1 of this Act,
as amended, nnd shall be fssued in such manner and subject to soch terms
and conditions consistent with subsections (b)) and (¢) bhereof, and Including
any restriction on thelr transfer, as the Secretary of the Treasury moy from
thmer B tlme prosoribse,

“ih) BEarh Boavings Bood shall be lssued oo a discount basis (o moture not
less than ten nor more than twenty years from the dote as of which the
bond s lssusd, aml provision may e made for redemption befors matority
upon such terma ond eomlitions ss the Secretary of the AOFY MmAY e
peribe: Provided, That the lssue price of Bavings Bonds and the terms opon
whideh they may be redeemed prior o maturity shall be such as to oford an
investmont  vield not in excess of three per centum per annum, eompounded
seminnmually, The denominations of Savings Bonds ghall be In terms of thelr
mmturity valoe and shall not be lesa than $26. It shall oot be lnwfol for any
ome persin gt any one time to hold Bavings Bomls ls=soed during any one
calendar yeir In an ageregate amount excesd|ng $10,0600 { maturity valoe),

“{e) The provislons of sectlon 7 of this Act, a2 nmended (reluting to the
exfmpilons from nxation both ns to princlpal and ns to interest ‘of bonds
izsued tnder auntherlty of sectlon 1 of this Act, as nmended ), shall apply as
well to the Bavings Bonds; and, for the purposes of determining taxes nad
fax exemptions, the increment 1o valoe represented by the difference betwoeen
the price pald aod the redemption valoe recelved (whether nt or hefore matu-
ety ) shall b comslillere] ng Interest. The Savings Hopnds shall not bear the
cirenlnition privilegpe

“lall The appropristlon for expenses provided by sectlon 10 of this Act and
exXfended by the Act of Jone 18, 18631 (U, 8. 0., title 31, sece, TBO and TE1),
ghall be available for all necessary expenecs under this section; and the Secre-
tnry of !__ln:- Trensury i= puthorlzed to nilvanecs, From ftme to Hoe, to the Post-
maEter General from soch approprintlon soch sums &g are shown o be regquinsd
for the expenses of the Post Office Department, in connection with the handling
of the bonds Issved ander this section,

e
C
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“{¢) The bourd of trustee of the FPostal Savings System |8 authorised to
pevmlt, subject to such regulations as 1t ey from me to e prescribe, the
withilrnwal of deposits on less than slxty dove® notice for the parpese of wequle
Ing Bavings Bonds which may be offersd by the Bivretary of the Treasary ;
ind In such cuses to make payment of lnterest 1o the date of withidrawal
whether or not a regular Interest payment date, No fortber origionl lswe of
bouda muthorized by siction 10 of the Act approved Jupe 25 10010 (U. & C
tithe 80, sec, TG0}, shall be made after July 1, 10385

“(f) At the request of the Beeretny of (e Treusary the Postmaster General,
".M‘T such regulations as he moy preserfbe, shall require the emiplioyess of
Vst Odfice Deguirtment and of the Postal Service (o perform, withou! extra
I.’.’".’J.'}.',’.E:EE!" FI::II:. :llmrmat "mr:‘?umm‘m“ as moy he desifable and practicablo

nw tih: Isswe, delfvery, Tk
af the Bavines Bonds™ B g o R e i o e e

SEe, 7, Section 1128 of the Revenue Act of 1928 iz amended by adding at
the end thereof the following: “ In order to avold the foquent substitotion
of epiurities soch rules and regolations may Umit the effect of this section, in
npproprinte classes of cases, to bonds and potes of the Unltsd Siates maturing
more than A year nfter the date of deporlt of such bBomds &% security.  The
phrase * hends or notes of the Unitsd States * slnll be deemed, Tor the Rl it
of this section, to mean nny public-debt obligntions of the UTolie] Siates gnd
any boanls, notes, or other obllgations which nre uneonditionally gunranteed
A% to hath Interest and prioeipal by the Unlted States.”

We have a bill here, H. R. 4304, which iz an act to amend ﬂl;

Second Liberty Bond Act, and the Secretary of the Treasury is here,

also the Under Secretary of the Treasury and the Director of the
Budget.

Mr. Secretary, will you proceed, please?

STATEMENT OF HON. HENRY MORGENTHAYV, JR., SECRETARY OF
THE TREASURY

Secretary  MomoeNtaArv, Mr, Chairman and gentlemen of the

committee: T will be as brief az possible.
. 1he draft of bill under discnssion appears more complicated than
it really is, due to the fact that it repeats whole sections of existing
legislation with the amendments which the Treasury proposes. The
bill does four things only :

First: It replaces the present suthority to issue up to $28,000,000,000
of bonds with authority to issue bonds up to a total amount out-
standing at any one time of $‘21'-J]-[Iﬂ.ll[[r,{hﬂ£ This is the more satis-
factory manner of fixing the maximum amount to be borrowed upon
bonds and follows the laws authorizing the other classes of securities
since 1917.

Senator Crarx. It reduces the amount of the authorization from
F28, 000,000,000 to $25,000,000,000F

Secretary MoroexToHAv. What has happened in this: At present,
every time we eall in a billion dollars’ worth of bonds, it reduces our
authority by that much, until at present our authority is reduced to

£2.500,000,000,

The Crammax. What act is thatf

Secretary MoraextTiav. 1917,
_The Cnamsax. And specifically, it gave yon anthority at that
time to issue up to what amount § 1

Secretary Moraextaav. To $28,000 000,000,

¢ u . a u . 4

Fhe Caammax. But it did not give you authority, if you took any
of them in, that it might be a credit on the proposit'on; it just
reduced it to that amount?

DL TLENRE S| T, Farag iy _W
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Secretary MomoesTHAU, Yes, sir. ! ;

The Caammsax. What you are seeking to do is to put it in a
revolving manner ! :

Secretary MosoenTHAU. Yes, sir.

The Cuammax. So that when they are released you ean issue
others if necessity arises, but at no time to an outstanding amount in
excess of how much ¥ }

Secretary Momcestaav. $25,000,000,000. It does not give us the
anthority to issue any bonds other than if we are given the authority
by Congress.

The Crammax. Does that include short-term notes ¥

Secretary MogoexTiav, A little bit further down I explain about
the short-time notes.

The Crammax. I see .

Secretary MorceNTHAU. Under the law as it now stands we have
issued approximately $25.500,000,000 “in bonds, leaving approxi-
mately 2500000000 which may still be issued; yet, only about
$13,500,000,000 are in fact ontstanding.

Second: As T have stated, securities other than bonds may now
be issued up to fixed maximum amounts outstanding at any one
time. In the case of notes the amount is $10.000.000.000, of which
about $0.500,000,000 is now outstanding.

The Caamsan. That is not included in this $25,000,000,0001

Socretary MoroeNTHAU. No.

In the case of certificates of indebtedness and Treasury bills the
amount is alse $10.000,000.000, but only about $2,000,000,000 is out-
standing. As you gentlemen know, the demand in the market shifts
from time to time from securiiies of one maturity to those of another,
It is the belief of the Treasury that the Government may be saved
substantial amounts and may work toward lengthening the maturities
of a larger portion of its public debt if more flexibility i= granted in
the issuance of the notes, certificates, and bills. For this reason it is
H:IFg‘ib.-itﬂl _ﬂ'iﬂ.t the two authorities, sach for SL0000,000,000, be con-
solidated into a single authority permitting $20,000,000,000 of these
three classes outstanding at any one time.

The first five sections of the bill, then. have no other eéffect than
the two I have just described, except that while we were amending
t]lm law we eliminated certain obsolete language. The succeeding sec-
tions of the bill contain entirely new matter which would accomplish
two things.

Third : The first new ]prupuﬁu] is an authorization for the isuance
of a series of bonds which we have called United States savings bonds.

The Camsax. Before we come to that, are there ANy questions
which any member of the committes wishes to ask with reference to
lh'ﬂf'{' certificates or short-time ﬂbliﬂltiﬂllﬂ*

Senator Kiva, There is no authority in this bill for issuing bonds,
]'L'I'I:lg term or EI.'IﬂI't Lerm, u-t,hﬁr thﬁfl s E‘rnnt& ma]r h’E mﬂdﬂ hT'
Congress i

Secretary MoreexTeAU, Only that,

. Senator Kive, You would not look to this for specific grant to

incur ndditional indebtedness?

Sﬂ'ﬂfﬂlr}' MoRgENTHAD, ij.tjwljr not.,

[ ]
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Senator Kixa, It would not give nuthority to issge
;I;fu;:; 'uf indebtedness other thuﬁ thl{a:uthunud' by gmhr:r

grmreur{ Hﬂlﬂhif‘nul;'- No.

enator Uranx. It gives you, however, ibility in issui

ung;iluss to ﬁuther uﬁ thﬁ-n': muriti&:;. R T T e

retary MoraeNTHAT. Yes. We have the right to -
L0 more bonds, We have $1,800,000,000 of iﬁe Fﬁuﬁu%ﬁﬂh
which come due on the 15th of April. That would leave us an
nuthority of only FT00,000,000, and if we wanted to call any more of
these Fourth Liberties and refinance at a lower rate. we could not
dao it hi?'L'IILI.'iL:'_ our authority is exhausted. 1

hl'}l‘lﬂl.lil‘ I&.I:-'ﬁ. When you call bonds snd they are retired, then
you have no authority to make rei 3 i
"rh:“r Emn'ri:!:inn'i v reissue for a shorter or longer period

Seeretary MoreenTHAU, As we call these, ench time it is
from the $25,000,000,000 until our authority is now rln:un t{fﬁéﬂﬁ%ﬁ
(00,000, and we have called £1,800,000,000, which we have to reﬂl;nnc':z«
i.u-l}n'f-n now and the 15th of April, and our authority is now down
to 22,500,000,000, and if we wanted to call the balance of the Fourth
L1|J:l‘rl-lEH1 we could not do it

Sepator Hastines. Are you limited in the rate of interest that vou
may pay! '

Secretary Moroexraav. Four and s quarter.

Senator Gurrey. That is the maximum?

Secretary MomoestRAv. Four and a quarter on the bonds.

The CrAmMAN. What are you paying now |

Becretary MorceNTrav. The average rate of interest—I have a
statement on that, and 1 might as well give it now.

The average annual interest rate on the interest-bearing debt on
Janusry 31, 1933, was 3407 percent, whereas on December 31, 1924
the average rate was 2.06 percent, a reduction of 0.447 pf'l!"{'d}nt: The
interest charge on January 31, 1988, amounted to 69T 000,000,
whereas on mber 81, 1934, it amounted to $827.000,000. The
gross debt on January 31, 1938, was $20,801,000,000, and on December
31, 1934, was $28 478,000,000, :

If the average annual rate of 3.407 percent on Janvary 31, 1948,
had continued u|]; to the present time, the amount of the annual inter-
est charge would today "ﬁg)pmximntely 052,000,000 instead of the
actunl charge of $827,000,000, or a savings of $125,000,000 as a result
of the reduction in the average rate. On December 31, 1933, with a
gross debt of $23.814,000,000, the average annual rate was 3296 per-
cent. lj'f ;-hlﬁ iul:.;'r rate had eontinued up to the present time, the
annual interest charge today would be OO0 ring of
n’r.HIlut 854 000 0. ry 3 $H21000,000, or a saving of

n other words, the rate of interest doring this
down sbout one-half of 1 percent. 2 P TS b oot

Senator Warsi. Are you asking for authority in this bill to recall
at your convenlence or at your wishes the new issues?

Secretary Moraextiav. We have been ealling them just as rapidly
AS We can,

Senator Wavrsi. These are past issuesi

Secretary MoraenTHAU. Old issues.
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Benator Warsn, What about the future that you are going to issue
ax o result of this legislation |

Secretary Moggestnav. Under our present nuthority, if we wish
tor raise new money, we cannot do that either unless we et this addi-
tivnal anthority from Congress,

Benator Warsi. 1 am wondering how fixed or stable the new issues
will be that you may issue us a result of this legislation.

secretary MorcesTaav., It would have to g(-' within the limits of
the $25,000,000,000 worth of bonds or $20,000,000,000 of notes and
certificates. It would have to stay within those two limits,

Senator Warsi, I understand that as to the amount, but suppose
in another Year you wizh to refund some of those bonds, can you do it
without coming before the Congress, or not!

necretary MomcenTiiar, Oh, yes, sir; this will take care of us for
quite a while,

Senator Warss, You can as vou please eall and recall bonds !

HE‘E‘h‘tﬂr_‘lr' MongexTiHAU, I.JII to Lhe extent of B225 000, 000, O,

The Cramascax. But vou could not do it if you did not have this
El_’%ﬁiﬁlllﬁuu. exeept up to ST00,000,000 F

secretary MoroesTHav, That i= right.

The Crams s, He <ays that they have reached the limit after this
next issue of 1800000000, and they will only have authority then
to issue $700,000.000 more of bonds unless we pass thiz legislature.
If we do, then they have the authority,

Senator Hasrixos. There is this difference also, if I understand
it. Under the present law, when you have retired bonds, that auto-
matically reduces the gmount. This legislation proposes to chanwe
that so that if you retire bonds in the future, it does not reduce the
maximum amount outstanding of $25,000,000,000. That is, if after
the issue, you should call in éﬁtﬂm.ﬁmﬂm+ that does not reduce the
amount from $25000,000.000 to $20,000,000,000—and that is different
from the old law.

Secretary MorcenTHAU. That i= right.

Benator Hastinos, That is as I understand it.

Senator Warss, Is there any precedent, Mr. Secretary, for such
wide latitude of power? i

Secretary Morcestiav. If you don’t mind my saying it, Sen-
ator——

Senator Wawsa (interposing). You are asking for legislation to
permit you—I am not eriticizing your purpose—but to permit you to
refund as you choose $25,000,000,000.

Secretary Moneexriav, Mr, Coolidge says we have that authority
now in notes and certificates; but may I say it does not give us any
suthority other than to take advantage of the existing money rates
mnil to refloat the f'tu:wprn:nutut_ debt HI!{I ‘tﬂ]-IHE' I'I'lt‘i-'ill'lh.lf_'ﬂ uan time
of l:rw-n:mn{-:,' rates, The situntion changes rapidly. It was just a
year ago that I borrowed for the Treasury for 13 months and paid
| ihl.'!'l.‘!'lllt imterest, = ol the last loan 1 wis able to h.;1;|-|-|;11,1,.'r }FLHH‘_-
(MIOL00 at 314, so the situation changes so fast that if the Treasury
15 tied down so that it cannot take advantage of the bond market

when it is there, I think the Government would su ffer through not
:‘*"“E able to take advantage of the lowest interest rates available.
I'he thing shifts so fast within a year,

{
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senator Covzesa, Is there any definition of the references ns
between bonds, certificates of indebtedness, and Treasury billsi

Seeretary MoroexvHav. Could Mr, Cﬂ-:-iidge answer that{

Senator Covzexs. Yes; I would be glad to have an answer. That
has never been done. I have never been able to see any authority for
the definition.

Mr. Coovipce. The Government bonds must have a maturity in
exces of 5 vears,

Senator Covzexs. Is that provided by statuted

Mr. Cooumee. That is provided by statute, ns T understand it. The
notes must have a matority between 1 and 5 yearss The bille and
certificates less than'1l year or not in excess of 1 year.

Senator Covzens. Referving to section 21, page 4, there is refer-
ence to certificates of indebtedness and Treasury bills, but no reference
to notes. Where do the notes take place in this bill!  You have four
classifications—bonds, notes, certificates of indebtedness, and Treas-
uri bills, What do you refer to when you mention notes ¥

{r. Cooranae. The notes have a maturity between 1 and 5 years.

Senator Couzexs. And when must Treasury bills maturef

Mr. Coovipae. They must mature not in excess of o vear. At the
present time we are selling 6-month Treasury bills,

Sonator Hasrings, What is a Treasury bill?

Mr. Cootaee. It is a bill =old on & discount basis and it is sold to
the highest bidder. There 18 no interest attached to it.

Senator Covzens. No coupon §

Mr. Cooripoe. No coupon.

sengtor Covzexs, What is & certificate of indebtedness then?

Mr, Coovrpce. That is a note, except that it is less than a year and
has a different name.

Senator Covzess, Does that bear interest ¥

Mr. Cootanae. Yes; and the authorization provisions in the bill
have minor differences.

The Caammax, The only difference between a certificate of indebt-
edness and a Treasury bill 1s that one bears interest and the other does
not, and both are for not more than 1 yeart

Mr. Cooumer. Yes: and for convenience they are sold in a some-
what different manner in prastice.

Senator Covzexs. What objective do you have in mind for the issu-
ance of certificates of indebtedness and Treasury bills? They both
mature within a YOuT, A8 I understand 1t. What 15 the purpose of
having the two kinds of indebtedness

Mr. Coovrpex. The practice has been in the past to sefl certificates
of indebtedness in rather large amounts at a publie offering. In the
bills, the way has been to sell weekly to the highest bidder. In re-
cent months we have sold no certificates of indebtedness, and there
are none now ontstanding except for private accounts.

Senator Covzexs, Can you tell us just by what process you ar-
rived at the fact that you wanted s $25,000,000000 limitation on
bonds, and a $20,000,000,000 on certificates of indebtedness and
Treasury bills{ '

Mr, Cooripae. The amounts were placed so that they would, under
the conditions that we can foresee for the next year, we can give
ample leeway to @86 whichever was best suited to the market condi-
tions without exceeding those limits.

111820—35—2
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Senator Covzexs, Yes, How do you arrive at the §20,000,000,000
for these notes and bills and certificates of indebtedness{

Senator Hastives, And Treasury bills. There are three, aren't
there

Senator Covzexs. Notes are not referred to. There are only two.

Mr. Cootanae. In part, we use the same figures as already in the
bill. At the present time we have a right to issue $LD.OD[{'|IH'!
each, and we combined those, not to :hnlima terms of the bill, into
$20,000,000,000, That amount is ample, because what it mits is
the issuance if bonds are not promptly salable, of $8,000,000,000,
which is enough to take care o ““F[ﬁgﬂbahiﬁ nesds. If bonds are
salable we would not use the full $20 000,000,

Senator Covzexs. May I ask you further—

Senator Hagnyes (interposing). Pardon me, Senator. Before you
leave that point, I want to call your attention to the fact that the
notes are mentioned. On line 15 it says, “And notes authorized by
section 18.” So that it includes three classes.

Senator Covzexs. It has been stated in discussions among finan-
ciers, as 1 understand, that the Government borrowing powers are
hazarded by the fact that you have so many short-time securities out.
Is that a fact!? . !

Mr. Coovipae. That might be a question of opinion. I would feel
that that was not the case. I would feel that it would be unwize to
hiave too many additional short-time securities.

Senator Covzexs. What do you mean by *additional short-time
secnrities ¥

Mr. Cooranar. Well, I would very much prefer to raise a larger
part of our money in the future in long-time securities.

Senator Covzexs, Whyt That is what 1 want to get at. 1 do not
aee the purpose. I want to get enlightenment.

Mr. (Lm:l.ml.::-:. It is o matter of judgment that there might be two
gides to. The short-time securities have to be ]’;Jl'u'l at maturity in the
near future by new borrowing. They are subject to change in the
rates for money, and they are too large an amount to constantly
refund. It gives an uncertain atmosphere.

Senator Covzexs. All right. The rates though are so much
smuller on the short-time securities than they are on the long-time
seenrities, and I still am unconvineed that there is & need for it

Mr. Cooumae. That is true temporarily. We never know what
may take place in 2 or 3 years. Rates may change.

Senator Covzeng. So you think there is » hazard; you agres with
that philesopy that there is a hazard in having too many short-
time securities outd

Mr. Cobripge, Too many. The question in my mind would be
what amount is too many.,

Senator Covzens, What percentage of the whole would you say
was safe to have in short-time securities

Mr. Coorpae, That is & very hard question and it depends a good
dleal upon what is called “ short-time securities.”

Senator Covzexs, What do you eall “ short-time securities "1

Mr. Cooviar. That is again a hard question. For instance, if
you call, us would be quite proper, 3- and 8-year securities short
time, you could stand a very much larger amount of 8 and 5 year
with '!J{"r'lll.'l'.'r. Eﬂ.fﬂt}' ﬂ!.ﬂ.‘l‘l if you Eﬂ]]_ ﬂhnrt, ﬂmﬂ ]Eﬁ- th“ B Fm‘ =

)
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Senator Covzexs, Take 90 days and those less than a year, and
8- and 5-year securities, d:;fm call all of those short-time securities§

Mr. Coormae. I ordinarily do, but it might , depen upon
the topic of conversation. 1f I were falking to a er and he was
talking of his short, quick portfolio, he would go under & year.
From the Government’s point of view on short tarm, I would go up
to § years,

&IEIHIT Covzexs. What do you call * long-time ¥ Ten years?

Mr. Coovmsae. Qur bonds. In my own mind, I sort of have a
vision of bonds being long-time securities and others short-time
securities, ;

Senator Covzexs. So all of this bpsiness is more or less hazy {

Mr. Coormpae. Elastic rather than hazy. It must ne::&mrllg' be.

Senator Hasrixes. The recommendations, Senator Couzens, if you
ask what proportion by percentage this $20,000,000,000 has against
$25,000,000,000.

Senator Covzens, That is why I asked it in the first place. I have
not received an answer yet, but I must confess that I am in accord
with his views that the whole picture is hazy. No one seems to have
any definite views with respect to finance.

Ir, Cooupae. I think the answer is, Senator, that we placed con-
siderable leeway to give the Treasury power to use their judgment
from time to time as to what is best snited for sale.

Senator Warsn. Mr. Coolidge, the banks have to meet this same
roblem of how much they should take in short-time securities and
ow much in long-time securities
Mr. Coovmas. ' Surely.

Senator Warss. What percentage do they usually invest of their

funds in short-time securities|

Mr. Coormag, That varies enormously with the different banks.

Senator Warsu, It doest

Mr. Coovimae. Enormously.

Senator Warsi. There is no point at which they seek to invest in
short-time sécurities{

Mr. Coormae. I have had figures prepared from some of the capital
statements which would indicate that perhaps—I am going from
memory—that perhaps something over one-quarter of our Treasury
bonds are he]dﬁ- banks, whereas close to one-half of the Treasury
notes are held by banks,

Senator Warsm. That does not quite answer my guestion. What
percentage! Take the First National Bank of —what per-
centago of their assets is in short-time securities, on the averagef

Mr. CooLipge. In Government short-time purchasesi

Senator Warss. No: in all short time.

Mr. Coorinae. Well, I have never looked at their statement exactl
that way. When they show a quick statement, 1 should think, ofi-
hand, 60 or 70 percent would be short-time securities, although with
their large holdings of Governments, most of their long-time securi-
ties would be in Government bonds, presumably. .

Senator Covzexs. What is the amount of outstanding Government
securities that are eligible for securing currency

Mr. Coonmmoe. There are about ﬂﬂ,ﬂﬂﬂﬂl}y of the old 2-percent

consols and Panama bonds that are eligible in themselves for cur-
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refey. There is a law which is expiring thie July making bonds
yielding not more than 33 eligible up to a bank's eapital for the
wetianee of curreney. That is at present in effect.

Senator Covmexs, Do you know how many of those are out-
standing §

Mr, 'F.ﬂm.m:m. Those are outstanding far in excess of the power
«of the banks to use them; six and a half billion.

Senator Covzens. You say there are 614 billions which nre eligible
if the banks' capital permitted | '

Mr. CooLman. Yes,

Senator Covzexns Do you intend to ask a continuance of the an-
thority to use these securities for currency!

Secretary MorerxTiav. No,

Senator Cov#ens, Do you intend to let it expiref

Secretary Monoestray. Yes, sir.

Senator Covzexs. So that these 814 billion will not, after July, be
eligible to secure currency

Mr. Coorapan. That is right.

Mr. Brovanmon, Except pre-war,

Senntor Covzexs. I mean with the new securities that were author-
ized in the last banking act.

Mr. Coorange. They will automatically cease on July 15

Senator Covzexns, That is what I am trying to find out—if you
intend to azk for uuthnrit_\r to extend that, 1

Secretary MoroexTiAD. They say the 700,000,000 consols do not
expire on the 1st of July.

senator Covzexs. Noj they have always been eligible for eurrency.
I am talking of the authority given in tﬁr new banking act.

Secretary MoroestHAv, They expire in July next.

Senator Covzens, After July 1, those securities will not be eligible
to secure currency

Secretary MoroextAav, That is right.

The Caammax. Are there any further questions?

Senator Kixe. 1 suppose, Mr. Coolidge, the proposed approprie-
tions, one for $4.880,000.000, and then the appropriations which will
be made for the Home Loan and so on, will affect the market for
secnirities and will eall for inereased borrowings, will they notd

Mr. Coottooe. As that money is spent, it will eall for increased
IH'];FII'I-'l'i.II,_L"h surely,

Senator Hu.lu- What do you anticipate may be the necessity or
the amount of increased borrowings that will be required during the
next 1 or € yvears{

Mr. Cooumae. There are outstanding today $5,000,000,000 of old
Liberty bond issues, Those all bear rates of interest ahove prevail-

ing rates, and if conditions stay as they are, they all should be
refunded, " -

Senator Kiva, But T am speaking of new

ﬂr‘ir. Coowee. That is $5,000,000,000 there.

 Senator Kixa. T am speaking of new indebtedness: not conver-
stons, but new indebtedness,

Mr. Coormae. That is s question of the T
ADGE. & :  expenses the Treasury has
to pay from laws passed by this Congress, i 3
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Senator Kina. I understand that; but I was just wondering if this
bill had in contemplation very large increased borrowings, not con-
versions or transfers from one form of indebtedness to another,

Mr. Coormmae. We feel the authority is ample for anything that is
expected to be required within whatever we may be asked to raise.
We feel that bill has authority.

Senator Kivo. That would Ee within the $45,000,000,000 1

Mr. Coomnoe. Yes. :

Senator Kixe. If this bill which is now before us passes in its
present form, do you feel that there would be authority to make con-
versions of short-term to long-term or conversions from long-term
to short-term or to increase borrowings up to $45,000,000,000 in the
f gﬁtregute ¢

r. Cootwos. The authority is there if it is needed to meet the
‘L'II.‘I'EI‘IH".." [} ] oyernment.

Senator Kﬁxu. If Congress makes the appropriations |

Mr. Cooringe. 1f Congress makes the appropristions.

The Cramsax, You do not change, as I understand it, so far as
the certificates of indebtedness, Treasury bills, and short-time notes—
you do not change the right now of the Treasury? You have the
right for $20,000,000 000,

Mr. Coorapae. That is correct.

The Cuammax, And you do not change that?

Mr. Coovinae, No.

The Casmyax. The 1}11]}' chanee that 15 made 15 made with refer-
ence to the amendment of this Litl'.'ﬂj' Loan Act that authorizes you

up to $25,000,000,000 to have outstanding issues of bonds st any
time; that is right, i=n't it{

Mr. Coovipge. That is right.

Senator Covzexs. Is that quite correct!? Because I understood you
to say previously that you had increased the amount from 10000,
AN OO0 Lo 2200000, 000,000 for short-time securities.

Mr. Coorapae. We combined the two amounts, At the present time
we have a right to issue $10,000,000,000 notes and $10,000,000,000 cer-
tificates and bills. We have been issuing notes and we have not been
issuing bills,

Senator Covzexs, So you are just combining the twol

Mr., Coormae. We are combining the two so that we are able to
issue notes in excess of the presant amount outstanding,

Senator Covzexs. There is one other point, going back to thess
eligible Government securities for currency. Do you know how many
of those new eligible securities have been used for currency

Mr. Cootipae. About $250,000,000, There is very little demand for
it, because the banks have to pay a tax of one-half of 1 percent on the
currency they issue, and they do not care to spend that.

Senator Warsn. The figures in this bill do not change in the
authorization of the Treasury Department now in its hands?

Mr. Coorange. Oh, yes.

Senator Warsa. How much{

Mr. Coormae. They change in respect to the bonds, At the present
time we have authority to issue only $2,500,000,000 additional bonds,
and that prevents us from the conversions or from raising addi-
tional funds by bonds in excess of that amount.

Benator Warsn. How much more wonld this bill give yout

TO AMEND BECOND LIBERTY BOND ACT
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Mr, Cooripoe. Under t.h?mgreimnt luthm'ﬂ:r wa would have ay-
thority to issue $11.000,000, in new bonds.

Senator Warsm. What de you think the effect is going to be upon
the country at the present time to have it announced that the Treas-
ury Department is asking for nuthﬂzr:? to issue $11,000,000,000 more
than it has ever before been author to'isshaf

Mr. Cootanar. I think that this bill would have no effect upon
the country to that extent, because it merely gives the Trau.aur]r the
power that it needs very badly to refund in the proper manner,

Senator Warss. Would it not be better for the sake of indicating
safety of borrowing in the future to try to keep as close to the

resent authorization as possible? I am thinking of the psycho-
ogical effect it would have,

Mr. Coovmee. We have in a sense reduced the present authoriza-
tion. Back in 1917 the Treasury was given authority to isspe
$28,000,000,000. They did not give the revolving anthority. Wa
are now asking for $25,000,000,000 but are asking to be able to repay
our present bonds with new bonds. ;

Senator Warsn, Yes; but as T understand, the total authorization
here is $11,000,000,000 more than the Treasury has had in the past.

Mr. Coovipee. More than it has today ; not more than it had before
pened s that we have been
constantly reducing our authority by paving off bld 'isueés, which
automatically reduced the nuthnr{t}f.

Senator Warsn. 1 am disturbed about how that can be used.

Senator Hasmixes, Following Senator King's suggestion, as T
understand it, this bill takes care of the Federal Treasury and the
Federal debt up to $45,000 000,000, :

Mr. Coowipge. I would not feel that, Senator, because——

_ oenator Hasmixes (interrupting).  You would not feel that, but
isn't it truet

Mr. Coorapae. It would not take care of a debt of $45,000,000,000
promptly. Our hands would be tied; we could issue the proper se-
curities. It takes care of a debt of about $35,000,000,000.

Senator Hasmxes, But the limit would be, if you used all of this
uuthority, you could not exceed $45,000,000,000; $25,000,000,000 in
bonds, r:_md $20,000,000,000 for the three other classes,

Mr, Coormae. That is true,

=enator Hasrinos, That is what I wanted to bring out.

_ Mr. Coorapae. T would feel it took care of & debt of £45,000,000,000
”.'me:r form.

he ( nammax. I think yvou stated for the record there how much
was outstanding now of these certificates of indebtedness and Treas-
!:rrjl-' L;l?Els-'. and short-time notes, didn't you? That is'in the record, is
it no '

Secretary MoroexTHAw, Yes: I think that . 2
statement which I read. : inn at was mecluded in the

Senator Kixa. What was the highest amount of indebtedness at
the close of the war or immedjalely%niluwing the war{

ﬂggm &“Srﬁzﬁm My recollection is in the neighborhood of

Senntor Krva. And our indebtedness now is what?

it began refunding. You see, what has hap

) |
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Mr. Coorpare. About the same; slightly higher, I believe. I am
told, Senator, that I was incorrect ; that the peak was $26,500,000,000,
I still would like to check those fgures.

Senator Kiva, When you are s Eing of the present indebtedness,
does that include the loans to the R, F. C. and to the Home Loan

Mr, Coormoe. Noj the guaranteed obligations are not included in
such statements,

Senator Kinva. How are they(

Senator Covzens, It includes all of the R. F. C. but not the Home
Owners’ Loan

Mr. Coorivae. No; not the Home Owners’ Loan or the Farm Credi:i‘
and I beliave it does not include about $200,000,000 K. F. C. owne
notes.

Senator Kive. I had supposed until the statement was made in
the Senate a day or two ago, that all of the loans made by the
R. F. C. and collected would either be used in & revolving fund or
returned to the Treasury. I was informed that $500,000,000 of the
loans, of the money loaned or advanced to the R. F, C. and whach
it had loaned and which had been repaid, had been used by Mr.
Hopkins under the suthority of the President, for relief, and that
:ﬁ{»[}](:;_mﬂ,nﬂl} more had been sequestrated or st least earmarked for
that purpose, so that $1,000,000,000 that I had thought would be
returned to the Treasury will not be returned to the Treasury but
will be used for relief.

Mr. Coormce. May I have the Director of the Budget answer that
question! I am not familiar with it.

Senator Kixo. At any rate, you have not gotten that $1,000,000,00
back into the Treasury. _

Senator Covzexs. And never will.

Senator Kixo. And never will, probably.

Mr. Coonmar. I would rather have the Director of the Budget
answer that, iy 3

Mr. Brin. Last vear, in the Emergency Appropristion Act in
June, Congress gave us authority to take $500,000,000 of the unobli-
gateri balances of the R. F. C., which has been taken and used and
will be exhausted the first week in February, In the $4,880,000,000
bill, now pending, it is contemplated—it gives the President au-
thority to take s further $500,000,000 of the unobligated balances,

Senator Kivo, He has not the authority now

Mr. Beir. No, #ir; and every time he has taken it, it has been
given to him by Congress. He has no anthority otherwise,

The Crmamsax. Are there any other questions!

Senator Hasrinos., I want to ask one other question: Aren’t there
bonds issued by the Home Owners' Loan Cm'!'mrat-iun, Government
bonds, or some other of these various agencies :

Mr. Coovmee, The Home Owners’ Loan and the Farmers Credit
are the two organizations which issue their own bonds, which are
guaranteed both as to interest and principal by the Federal Govern-
ment.

Senator Hasriwas, Then those bonds are not included in this!

Mr, Coormpae. They are not included in this. -

Senator Couzexs, Are we quite correct in saying that the Farm
Credit bonds are guaranteed by the Federal Government!

Mr, Coormmoe. Not all of them; but some of them.
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Senator Covzese, Just what are issued!
bonds guaranteed :
Mr. Cooupae. Not the consolidated, but they have authority and
are issuing bonds for new loans and to help the farmers repay their

Are the consolidated

resent indebtedness, and those bonds today are guaranteed by the

ederal Government as to interest and principal.

Senator Covzexns. What would you think of it as a sound financial
policy to include those in the Government obligations, those that
are, [ike the Home Owners' Loan Corporation unﬁﬂthr Farm Credit
obligations! They are obligations of the Federal Government if
they are guaranteed,

Mr. Coovivge. They show on our statements as contingent lia-
bilities.

Senator Corzexs. But when an
ment debt, they only refer to
outside of those.

Mr. Cootpce, That is true, and that is very customary in other
conntries. It is true, for instance, as to the English public debt.

Senator Covzexs. You would not as a banker, though, look very
]I'gnn.t-rgi‘fl[ilj' upon & statement that did not include the contingent
Tk lvEies,

Mr. CooLmee, T would expect the contingent liabilities would be
shown, but as contingent liabilities and not to include them in the
direet debt.

Senator Kiva, What would vou say the total indebtedness of the
Crovernment today is, exelusive of the guaranteed obligations, and
then T shall ask if vou have the figures to give us the amount of the
gpuarantesd or contingent ]inhi]ili.e-i-l1 fs you call themf

Mr, Covtiae. On December 1, the total gross debt was $28.478.-
OO0 00 wrel ol

The Crnamsax. Now, the contingent guaranteed.

My, Coovige, This statement of the contingent liabilities is as of
September 30. T will have to bring it up to date, but the total there
nt that time is $1,8085,000,000, divided amongst the Federal Farm
Mortgage $739,000,000; the Home Owners' Loan SH08,000,000 ;
uml the Ha--;:ym:lructinn Corporation $247,000,000.

Senator Couzexs, Might I ask how it is that they claim that the
H. 0. L. C. authority has been extended, they have I understand up

to $3,000.000,000, and you have less than $1,000,000,000 in your con-
tingent liabilities statement, $1,000,000,000 in your con

Mr. Coorapce. This is actually
ure constantly being issued and

have got commitments outstandin
not been tssued.

Senator Kixg, The commitments absorb th

Er[;ﬂ{t-":lli'::n“}:- ‘:E‘hrnt 15 the information thﬂ}'ﬂg?i;mﬁ.me?

Senator Kina. cOtrEe, 1 r 1s8ne - s continge
liability there would be the ﬂléﬁ;w&&nds. RN SO

Mr. Coornor. Yes, sir; sarely,

Senator Hasrivos. T suppose it would be difficult for vou
us the direct Government commitments aver and above this
indebtedness, as well as the commitments on the guaranties ¥

Mr. Coovmmar. T could not give it thi ; -
: 15 morning. W
spend some time to figurs t_hﬁ ot ng. We would have to

reference is made to the Govern-
8,000,000,000 that is outstanding,

issned as of September 30. They
will continue to be issued. They
&£, but the bonds have nctually not

to give
actual
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Mr. Berr. We might put that in the record.

Senator Hasmiwes, 1 would like to have the commitments to cCate,
just as you would make it for a bank if you were going to borrow
MOney.

Senator Warsn, You would have to
well as the $3,000,000,000 for the Home
zations.

Senator Kixva, Apparently they have exhausted the $8.000,000,000
and are going to ah{ for $125,000,000 more,

Senator Loxercax. Has the Treasury Department estimated the
maximum borrowing power of the United States?

Mr. Coormae. Under the present?

Senator Loxeraax. Under existing conditions; yes, sir.

Secretary Moneestiav. May I answer that?  All that you can do
is this: In the President’s Budget message he estimated that the
public debt for the coming fiscal year ending June 30, 1936, will be
increased by $4,000,000,000, or a total of $34.000,000,000. That has
heen stated in his message. The point I want to make is this, gentle-
men. that, after all, the President’s me.-snrm has been out now for a
couple of weeks. Our requesting this additional authority has been
out and has passed the House, and since the President’s message the
hond market has steadily gone up, and by that I mean both 1|E-1t,1-. and
without the sold clause, so it has nothing to de with the f?ll]:ﬂ'l‘me
Court. So that if the fountry felt that what we are asking for,
sither in the President’s message or this additional authority, were to
undermine the Government credit, the bond market would have
reacted unfavorably, but it has not; it has gone ur. :

Qenator Covzexs, The higher it goes up, the less it costs you for

our money

: ";'-;'rI Mmtiﬂxn:.w- That is correct.  So that T feel that 1 could say
that up to the next fiscal year—and we cannot see beyond that—that
we are well within the realm of sound Government credit. .

Qenator Covzexs, May 1 ask you about these Government savings
bends which are generally called “baby bonds™? !

The Cramesax, We stopped you when you got to that. I lease zo
uhead. Mr. Secretary, with your explanation of the baby bonds.

Qerrotary Moraestiat., The first new proposal is an luthﬁnugmu
for the issuance of a series of bonds which we have called * United
Siates savings bonds.™ This issue of bonds is desi ed to meet the
needs of the small investor who wants to put his savings into Grovern-
ment bonds. As these small investors will wish to keep their interest
as well as the principal invested and not have the inconvenicnce of
cashing and reinvesting their coupons, it s proposed to issue the
honds on a discount basis and pay what amounts to interest at the
maturity of the bonds or on earlier redemption. To limit these bonds
to the individual investor, the maximum amount which may be ae-
gquired in any one year was fixed at $10,000, This manner of meeting
the needs of the investor has been very successful in Great Britain to
the extent of $2,000,000,000, and it is hoped may meet with favor in
our country. For the convenience of these investors 1t 18 '[:II'-I.'IPDHH'II to
make the bonds available :ntﬁpmst offices and other conventent agencies.
It is to be noted that in figuring the maximum amount o I:Im;::ln
which may be outstanding under the Liberty Loan Act, as amended in

t the total authorization as
wners’ Loan by the author-

= = L aoil e L I K el iy
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the first section of the deaft bill, these saving bonds will be i
t LULIA inel
in Ilh:- ﬁmﬂmmﬂﬂﬂiﬂ rev?h'mp; fund. v p
n order to avoid confusion, it is provided that the issusnce

Postal Savings bonds shall be discontinued after July 1935, of whic?lf
there are about $88,000,000 now outstanding.

The Cnammman. I= that proposed in this legislation ¥

H:H‘ret-nr}r MonoexTHAU. Yes, sir. L]

Fourth: The last section contains the other new proposal. Vari-
ous depurtments of the Government have received requests to accept
bonds guaranteed as to principal and interest by the United States
just a5 United States bonds are acceptable in lieu of surety bonds
As Ithi-rs- I5 1o T'Nmﬂl]l. why these guaranteed bonds should not be ac-
cepted us seeurity, this section amends existing law so as to parm'.l;.
the deposit of the wholly gunaranteed bonds equally wi b '
abligations of the United States, e gl e Lt

Senator Hasmiwes, Will you explain that ot
Savings bonds. What are they ! e 20 e B R ey

:"-{"I.']‘II'TH!'}' MonaexTHAD. Tl]{l..'r fiow have the authority to buv g 20-
year bond from the Postal Savings. This has been out, but most
p-mrllls_' have forgotten about it. There are $58,000,000 of thoss out-
standing. In order thet, if Congress gave us the authority to issue
this new amount of bonds, that there should not be confusion in the
minds of the TWPIF who would go to the post offices, we sugpested
that we cance tl:ll.'rl‘L'.[hE to 1=sue any more of that amount of the
EI!::":.'E'HPIJJ-II]HH anil issue these instend.

Senator Hasrings, What is the peculiarity of thos 8 Tore
llu.ﬁ- !mﬂrl:p that were pavable in installmentsi ol

Mr, Brovowron., Any person who has mone leposit i
Pita] Savinon o/ A ket y can deposit in the
ROV S ] (i S an sl 0 COmVAI ik sewiige ko

Senator Hasrines. In what amount §

Mr. Brovanrox. He can deposit up to $2,500,

i&il-;:m'r;;r Hasmixos, And how small an amount?
and E;“}L.I!H:Lﬂﬂhm. The denvminations now iEned are H20, ®100),

Senntor Covzexe, An
; ¥&. And vou want to ca i
Secretary Monoextav, Yes, sir, gt

Senator H » iy
do this? AsTINGS. On the theory that it is not necessary if we

Secretary Moroewrrar, Yes, sir.

Senntor Covzexs, Tl E e
The baby bondst 1ere is no limit

Secretary Mowrarx : :
895000000 000, T HAD- Except that they will come under the

Senator Covzexs. But i
i A ther
templation under that npﬂrntfmﬁ B

Secretary MoroesTHAD, No; except that it would come under the

sime authority of th !
there could hrkmttstnn;ir?;:z;mm}‘m. TR N e

-E::atut’ Covzexs. Yes,
Secretary MorcENTRAD, No, gir,

Senator Covzens H ¢ .
) b . Hav
your investigationt o und how many you can sell, from

Secrotary M
opinion. | hnﬁ:ﬁfﬁﬁﬁ o
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in the bill to that amount?

you have in con-

is & _considerable differ
more enthusisstic than some l::t%lrl;crﬁ. u{

)
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think that over a period of & year or two we might get out between
$500,000,000 to $1,000,000,000. Some of my associates think I am
too enthusiastic.

The Cramsax. What denominations will they bef

Secretary MonoexTrav, From $26 up to $10,000.

Senator Hastives, What rate of interest{

Secretary MoraexTHAU. In the bill as we have suggested it, be-
tween 2 and 3 percent.

Senator Covzexs. Not more than 3 percent!

Secretary MorcesTnav, Not more than 3 percent.

Qenator Hastixas, That would leave it to the Treasury to decide
as between 2 and & percent !

Secretary MopaextiAv, Yes. We would price them in accordance
with what the interest was.

Senator Covzess, On that discount bond, the sample of which
you have shown us, that is figrured at 2141

Secretary Moroentiav, Two and a half; yes, sir.

Senator Hasrixos, Would you, for instance, e these bonds be-
ginning in June, we will say, at 2 percent, und then change it in July
or Augustf Change it to, say, 215 ¥ !

Secretary MoroEsTiAT, Senator Hastings, what we are proposing
is to get out an issue on the first of each month. And the interest
would be fixed, It would have to be fixed for the life of the bond.
We could not vary it during the life of the bond.

The Cuammax. Anybody could buy those? It would not be re-
stricted to the people who had postal savings at alll

Secretary Morcextiav. Anybody eould buy them.

The Crammax. Anyone§

Secretary MomoesTHAU. Anyone.

Senutor Hastings., How do you enforce the provision that nobody
should have more than $10,0001

Secretary MorcentHAU, The names would be registered with the
post office.” They are nontransferable.

Senator Hastiwes. They are nontransferable

Secretary MongenTHAT. They are nontransferable. We do not
want them dealt in.

Senator Gurrey. Whit is the amotunt of the postal savings at the
present time!

Secretary MoraexTiat. About a billion and one.

Senator Hastisgs. Do you mean that a person who has bought one
of these bonds when he is prosperous could not transfer it and get
his money out if he got into trouble! ;

Secretary MoroesTaan, What we propose is that he can come in at
any 6-month period and we will cash it for him, but we do not want
them dealt in. i

Senator Hastinos. The Treasury itself will cash them for the value
that they then haved

Secretary MoncexTHAT. The face value. :

Senator Covzess, The value is on the face of the bond itself.

Secretary MoncexwtHAU. Yes, sir. |

The Caamsman. They differ from those bonds in that respect!

Secretary MonoxTiAv. Yes. We thought it would be much wiser
not to have them dealt in. They are really savings. ]

Senator Hasrixos. The eriticism sgainst them has been the possi-
bility of their being dealt in; that is the criticism I have seen of them.
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lﬁgei'rgth]ry !ril'_:rl:ﬁr:.'emu. There was that,
plained that they would not be dealt in, and furthermo
; k " re th '
}mm:p that has not got a safe-deposit box, we propose to I[-H!]: :hﬂ::
or him and just give him a receipt like & money order. If g mn:r:
wants to buy a $25 boand for his little child or for himself and has no
safe keeping, he can leave it and we will take care of it and u
him a receipt. :
| The Crammsax, That is & matter of
AW,
E:l;:f-n:‘tur {,ar Mororwtiav. I do not think so.
senator Covzexs. Do you contemplate issui  with ¢ ;
el g b A plate issuing any with coupons, or
Secretary Momeextiav. All discount bonds, W f i ]
1 A 8. v feal tl
Wiy We can reach a small investors' class who want to i:il:'la:ulmtiﬂ-li]:
money, The savings banks are largely concentrated in the North-
:?ﬁt: t-hentt_nru ]rt.-s of phlwes;}wh&w there are no savings banks, and at
¢ same time 1t gives the Governme iti ¥
okl i &i wnt an additional pluce to go to

The Cuammax. How does the P i :
this? About the abrogation of thisﬂlﬁi:-w{;'hm SOparinaad. et
Secrotary Morcextiau, We have cleaned it all with the
It is agreeable.
The Csamsax. It is satisfactory !
secretury Morcextaav, Entirely so,
1'3:1::::Iﬁm Hasriwos, Ihd you consider the war saving policy that
Secretary MoweesTaav, This is something +hi ;
{'9;1[- that t!l!i_‘ unit is $25 rtulh!ti‘llfinlu‘l ?;R:-tﬂiltl.lu-uf"]:n"“ Rl et g
__™enator ‘4In:r'-r.u:-m Of course, the Treasury | f
like they do in currency, if a lot of thlu-_:f; :j::: .ﬁ:ﬂ-ﬂ:ﬂ:ﬁu % of moony,
Secretary MoncexTiAU, You would not begrudge us that, Senator
Senator H::-m-' :I.‘lr on't there be a vast amount of detnil work im-
l?ua_::i upon the Treasury and its agencies, whether they be in the
various towns and cities, with the banks, as s result of this plan?
h-thmr'umry MozsexTaav. The paper work and cierical work would
» entirely handled by the Post Offics, like the Postal Savings.

5
Senator Gurre ST "
system, Y. It is very little more than the money-order

:‘:Et:-cret:lr}' MorcexThHAU, The
senator Gurrey. In the Pos a8V i 1
. Y. ostal Savings now they issue w i
Hll[lﬁ'ﬂlel]t to o money arder. . g man pig
senator Hastines, Are these Post
Erml:u-;.r MoraeNTHAT. No.
=1} | T~
5 "ufu:rlfitmunﬂ. Do you propose to redeens
secretary Mogcextiac, Surely,
will get his money. "
Senator Hasris
xG8. Do you leave them i
. : ] out until they com 3
are Vou going to trv to clean them ? $: okur

. unpt
Mr. Brovammon, Ihe board of ErIJ]HhH"E 8

}mi‘hllun' offered for sale, as part of their investment.
Senator Hasmives, And those that are not offersd |

Mr. Brovenmox, They o : i

then they get their n::-:i!;-}:-ir;:ri[:l.lbp e ep et matanleid
oenator Hasrives. So” that what

authority to issue morei

but when we have px-

st mive

regulation; that is not in the

Post Office.

people are all there,
al Savings bonds on the market?

I i §
When they come due, the man

prepared to purchase at

you propose to caneel is the
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Mr. Brovauroxn. That is correcl

Senator Kixa., In giving the amount of the obligations of the
Government, which was given here a few moments ago, were these
Postal Savings obligations included ¥

Mr. Bera. The $88,000,000 of outstanding Postal Savings bonds
were incladed in the gross debt.

Qenator Covzens, But not the deposits in the Postal Savings!

Mr. Cootanae. They are entirely secured either by bank balunces
or Government bonds, but they are not added to the gross.

Senator Covzexs. I was going to ask you a question in that con-
nection. Because of the very low money rates nt the present time,
are the Postal Savings able to turn these all over to the banks and
get their interest ! .

Mr. Coonmpoe. What has been Im{upc-ning ig, the banks have been
turning back the money, and the Postal Savings has been buying
Government bonds, so they hold lorger amounts of Government
bonds and less of bank deposits.

Senator Couvzexs. Do you know, out of that $1,100,000000 of
Postal Savings, how much of it 15 in the banks{

Mr. Coouinge. T am not up-to-date on toat.
it was about half. . ;

Secretary MoraeyTHav. May I say, Senator, I think 1 am right,
that during the past vear we were able to double the net earnings
of the Postal Savings. We were able to double the net earnings of
Postal Savings.

Senator Covzens. How! ) . 3

Secretary MossexTav. Through investing them in long-term
Governments.

Senator Covzexs. At what rate?

Secretary MorcesTRAT. At the market. _

Senator Covzexs, The market does not seem to me Lo be in such
a position to enable you to do that, if you were heretofore deposit-
ing these Postal Savings in the banks at 214 percent,

Secretary Momoextiav. What happened was this: Each mnptll
for the last 6 monthe the banks returned from $30,000,000 to ¥50,-
000,000 of deposits becanse they had to pay the Government 214 per-
cent, and they did not want to pay it. As that 30,000,000 to
$50.000,000 came in we invested it in long-term Governments. -

Sepator Covzess. They are all below 3 percent, though, arent
they? :

decretary MonaesTiav. The average earnings for Postal Savin
now on their investment is just a fraction under 3, and they pay out £,
so they have s spread of not quite 1 percent, and in that way we have
been able in this past year to double the earnings of Posta Savings.

Senator Hasmixgs. This bill does not in any way affect the Postal
Savings now in existence except for this right to purchase

Secretary MoraeNTHAU. That is correct. ]

Genator Kixa. T am not clear in respeet to your bookkeeping; what
the hooks should show with respect to this $1,100,000,00K) in n::l'lutu-n
to which Senator Couzens just referred. Ts that treated in any Treas-
ury statement as a liability ¥ |

Mr. Berr., It is a contingent linbility, and shown on our p ublic-debt
statement every month : just the same as the Home Owners Loan and’

the Farm Credit Corporation.

A little while ago
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Senator Kixe. What have you back of it t i

Na. | 3 o rele

rruir}t ufB any hﬁihtyf Government bonds g ki
r. Bee. As an investment you have Government bo

wheru it is deposited in the banks you have collateral m;inn;gﬂiﬂ;und

af Government bonds and State bonds, usually. =

Senator Kixg, Assume then, to get my mind clear, that all of thi
billion dollars plus deposits were demanded now by the owners 1;
thﬁe. -Eﬁpmltsﬁr ow would Iyuu pay them { 4

r. Bern. We would call them from the b :
me-E:': SEOUTi b, anks and sell Govern-
nator Kixa. So that there is a conti iabili
 tee Minac s & contingent liability there of over
!'hcir- Berr. Yes: but secured,
Senator Kiva, What collateral have vou that vou
; L €0 3 you could sel
the purpose of indemnifying the Government for the $1 1:L}D‘El:l i_‘i{-].\gr}
which it would be compelled to pay to the depositors? i

Senator Hasrivas, Money and Government bonds.

Mr. Coovmaz. We have half a billion dollars in the banks of the
conntry, and over $600.000.000, T am talking rougsh figures, in Gov-
ernment bonds that we bought in the market and can resell,

Senntor Hasrrvas, That is probably the best collateral vou have
i'-uE:"Eu:-Jju;L II“nI't{mﬂMEIwihmtf shown on your statement, isn't iti

senntor RNa. And those S600.000.000 bonds f
bsisinkes s A '[_:“-1;-.,-4-1r{151|.:-nt. Iinhilit}'T DRSS 0T o) Hhe

1':[|‘. CooLmae. They show as o Government liability: surely,

Senntor |.IH.‘~:THIi.'-‘.‘*:-'. ‘.1.” the certificates issued to the px-ser e men
1:1*'!:'1 “FIIII.I |||t|tﬁu11|l habilitics of the Government 1

alr. Ber. Only to the extent that Congress appropriat ey
|_'~1.'rr_'l.‘[ year f-nl']_ﬂliufi.:-'irlkillj_f fund ; in other wnr:[.-i,! E.ilEl r'g';r:.i-l;'l“;,ﬁlﬂ;;:;:ll?l
issiiedd s 0ot o hability until 1845, Unless Congr e ;
e until 1845, Unless Congress appropriates for

3 lou interposi : i
E‘HK]T}L‘;E,{ ovxens (interposing). We used to appropriate $200,000.-

I'rqir. B'I-'J.l":_.l $112,000,000 a year,

Senator Covzexe. As a fund isa

Mr. Beri. Yes, BP9 i v e

Senator Coozews, In the absence of i
. oy T 1 '.'-I'III a i
liability shown on the hooks, as 1 ||r|d:r:-|tan[§ i:.!?flE'rP il i

:lilr- Bewr. That is right.

Secretary Moraextiav, Could we take jus 1 f

: Sl ! f. * qust o minute? Wel
htH:' thing in the Treasury for the last few months. a new h-fmlinﬁ :
statemnent v.']an_b we issue once o month, and if Mr. Bell could take
;'JI::I|14:|ei'th. explain :IL I ﬂuiinit it might clear up a lot of mim]ndemtnndl

" B never been v g i - 1 o
f“'Eh“““' g wi‘n'.I:f before and we think we have everything

oenator Covzene, Y - : :

h”? Sl tlm:”i’: :21!].:' not have done anything that would

Seeretary MoncestiHav. Then this i 1 '

Eht- 'E':HA]]I'{HH-tH. All right, Mr. 15]:1;.5 waireailoa s,
senator Rixa, Does that statement go back i i i
4 o 2
iq;rlmlt;:: ﬂt‘.li.zﬁﬂﬂ. It goes away back, as I undeﬁ:ﬁ rjfr 0 4hae
uitﬂlu ﬂi-‘]r;-,mr“t“lu?irn u:ﬁ!n:uﬁlh:et:"; i ;ith ) H:Etsh“ g

: : 1

rovernment were in all of thess mrpui'ﬂ.:fnnws :Eljh:g:ncies {Ehgslf
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have been created. We undertook to get out what was termed a
“ Government balance sheet” with respect to the assets in those
corpurations. We started that last August, and we isued every
month, showing the various corporations and agencies, their assets
and linbilities, the kind of securities they own, and the interest of
Government, the (Government's proprictary interest in those or-
ganizations.

Senator Covzess. But no profit-and-loss items!

Mr. Bevi. No profit-and-loss statement. But the proprietary in-
terest in the capital and surplus is shown,

Senator Hastises, Do vou make any estimate as to the value of
thosa!

Mr. Brar. No, sir; they are the book value.

Senator Covzexs. When you say *book value ", you mean the
purchase value ¥

Mr. Beie. In some cases. In a few, they have reserve set up for
losses, But we take the value on the books of the organization.

Senator (Covzess. In other words, if you bought Government
bonds at & substantial preminm, you would show the premium plus
the face value and the book valuef

Mr. Beir. We would show the book value, and that may be an
amortized value in some cases,

Senator Covzess. You mean where they have amortized the
premiume

Mr. Bewn, That s correct.

Senator Kixa, How do von show the assets of the intermediate
credit banks and those varions finaneial structures that were set up
by the Government for the relief of agriculturef

“Mr. Brir. We show their balance sheets as it exists.  We show the
interest of the Government in the net assets,

Senator Kixa. Did yvou show the liability—that is, did the assets
with respect to those intermediate banks show any loss, any boak
fonss ¥

Mr. Beir. No, sirg they are making money. One organization has,
since their creation.

Senator Kive. Of which organization are you speaking !

Mr. Bewr. The Federal Intermediate Credit Bank.

Senator Kixa, There was one farm bank which was set up under
the auspices of the Government, or, rather, for which the Govern-
ment was not responsible, that incurred a great deal of loss, heavy
loss, did it notf ~

Senator Brack. Is that not the Joint Stock Corporation you are
referring to?

Mr. B, Some of them incurred losses; yes, sir. But they are
being lignidated at the present time, as I understand it, anid the
production credit and the bank cooperatives.

Senator Kawe (interposing). Take the Joint Stock, Does the
statement which Vi [:ILI.I.. out show the assets ﬂ.l'll.'! the lLinbilities of

that organization !
Mr. Berr. The Joint Stock !

Senator Kine. Yes, o ;
Mr. B, No, sir; we have no liabilities. We own mo capital

stock in the Joint Stock Corporation.
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Senator Kine, An effort was made, as I understood—I have o very
dim recollection of it—to have the Government get behind thoge
joint stock orgrnizations.

The Cramsan. We are behind the land banks, but not the joint
stock.

Mr. Bri. We are not behind the land banks in the sense of g
direct obligation. We own stock. They may be a moral obligation,

Senator Bamey, That is printed on the back of the bonds, isn't it

Mr. Beer. That is right. It is provided in the act,

Senator Bamwey, It was done with the knowledge and consent of
the officials of the country.

Mr. Beta. As I understood, that was done for constitutional
TERSO]E,

The Cramsax. Are there any other questions

Senator Hastives, Mr. Secretary, may I inquire, does this form of
baby bond provide for the Treasury redeeming it within 8 months of
the bond itself{

Secretary Momeextiav, No; that would be a regulation.

Senator Hastinsa. Don't you think it would be helpful if it did?

Secretary Momgexriau. Those amounts stated on the face are the
redemption valoes every 6 months.

Senator Hasrines. And the Government itself agrees to redeem it
within these various periods, on the face of it{

Secretary MoraentHAT. Yes.

Mr. Brovamron. That text is tentative; it may be changed.

Senator Hasrines, I understand that.

The Cuammax. If there is no objection, this resolution will be
reported out favorably.

e will meet tomorrow morning at 10 o'clock.
(Whereupon, at 11:15 a. m., the committee adjourned.)
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