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BRITISH KWBAS3ft 

Me. 835 WASHINGTON, D.C . 

11th March 1940. 

My L o r d , 

I have the honour, w i t h r e f e r e n c e 

X o l t o my despatch No. 1364 o f December 5th l a s t , 

_ _ t o t r a n s m i t t o you herew i th a copy o f a memo

randum by the F l a a n e i a l A d v i s e r t o t h i s Embassy 

r e g a r d i n g the p r e s e n t f i n a n c i a l and economic 

s i t u a t i o n i n the U n i t e d S t a t e s . 

2 . Zt m y be noted t h a t s i n c e t h i s 

memorandum was w r i t t e n the Senate A p p r o p r i a t i o n s 

Committee h a s approved t h e a d d i t i o n of $818 

m i l l i o n f o r farm p a r i t y payments and $65 m i l l i o n 

f o r s u r p l u s commodity remova l . Though a t t h e 

same t i n e sav ings o f #90 m i l l i o n wore made on 

paper by s t r i k i n g out c e r t a i n a p p r o p r i a t i o n s 

and s u b s t i t u t i n g a u t h o r i t y f o r advances by t h e 

Recons t ruc t i on F inance C o r p o r a t i o n , t h i s a c t i o n , 

i f e n d o w e d b y the Senate , has made a d e f i n i t e 

breech i n the d e f e n c e s o f the economy group . 

3 . A copy o f t h i s despatch l a b e i n g 

M i l t t o the T r e a s u r y , the Department o f Overseas 

Trade and the High Commissioners f o r t h e U n i t e d misi 

Kingdom a t Ottawa ancl/Canberra. 

Z have the honour t o b e , 
w i t h the h i g h e s t r e s p e c t , 

My L o r d , 
L:FRHM:GHSP:KIP Your L o r d s h i p ' s most o b e d i e n t , 

humble s e r v a n t , 

The Bight Honourable 
The V i s c o u n t H a l i f a x , K . O . , 

e t c , e t c . , e t c . 

(Sgd.) LOTHIAN 
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yiNAHClAL l i f t ECOKOMO SITUATION IN THB UNITED 

3TAT3S Cff AKERICA 

(Of. Memorandum of 1st December accompanying 

Washington despatch No. 1364 of 5th Itecember 

M M ) . 

Gene:qjjfc Coaptations. 

1 . The ha l t in business a c t i v i t y , which was already 

being anticipated l a s t November, has developed rather 

sharply* The Federal Reserve adjusted index of produc

t i o n , a f t e r r i s ing from 103 in August to 128 in December, 

dropped to ISO in January and i s expected to stand jus t 

below H O in February. Two*thirds of the decline i s 

accounted f o r by the s tee l industry alone. In general , 

industry i s to a large extent s t i l l working on the rush 

of orders received in the autumn months. H Meanwhile 

manufacturers' inventories have risen in many oases above 

the l e v e l of the end of 1937, when the recession of that 

year had already made I t s e l f f e l t (Inventories now ere 

however below the peak of October 1957) • As consump

t ion has not kept pace, new orders have f a l l e n o f f and 

the outstanding u n f u l f i l l e d orders are being s teadi ly 

reduced. In the character ist ic case of the s tee l 

industry , s tee l m i l l operations were reported l a the 

second week of February at 7l£ per sent, of capacity , 

while consumption of steel was estimated at 65 per cent, 

of the steel m i l l capacity and new orders were coming in 
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at 48 per cent, of capacity only. 
8. The situation i s , however, in many way* better 
than I t looks at f i r s t sight* The seasonal adjustment 
of the Federal Reserve index somewhat exaggerates the 
actual drop in business. Though steel K i l l operations 
have slipped back to 66 per cent, at the end of February, 
new orders, which had dropped to 40 per cent,, showed 
their f i r s t r i se at the end of the month. Ike strength 
of the automobile market has been remarkable, production 
in the f i r s t seven weeks of 1940 being 20 per cent, 
higher than that in 1939. There was heavy domestic 
buying of eopper in February, with a sl ight r i se In 
price. While the recession i s bound to develop a 
l i t t l e further in the next month or two, the general 
view i s that i t i s no note than a necessary - i f somewhat 
rapid ~ adjustment of the excessive buying of the autumn, 
and that the recession i s not of the self-developing 
type. There are signs that industry baa enough con
fidence to be ready to hold higher stocks than a year 
ago. An improvement by April or May la generally 
expeeted. 
3. The position with regard to construction i s , 
however, not favourable. Since last September the 
federal Reserve adjusted index has bam between 5 and 
13 paints below the corresponding figures for last year. 
For the f i r s t half of February the f a l l waa IS points 
(an index of 61 against 99 fo r February 1939). This 
i s , however, mainly due to the reduction of re l ie f 
expenditure and the consequent f a l l of public contracts. 

Private building la about 5 per cent, above the level 
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o f a year ago, and the prospects f o r a fur ther increase 

seem good, espec ia l l y i s the range financed by the 

Federal Housing Administration and the Home Owners9 

Loan Corporation, which reduced t h e i r i n te res t rates 

from 5 per cent, to 4& per cent, l a s t August. 

4. Moody's index of pr i ces stood at 100 on 

February 24th, as against 140 eft August 91st l a s t , and 

145 a year ago. Bat t h i s covers some d i v e r s i t y . 

While pr ices of wheat, corn, cotton, butter , eggs, 

h ides , copper and s tee l scrap are higher than s year 

ago, those o f hogs and l a rd are lower. As a net 

r e s u l t , however, i t i s c lear that cash fern income 

( including subsid ies) i s running appreciably above the 

l e v e l o f a year ago, though the degree of improvement 

i s very var iable from month to month. 

Money and CaB0al Marlffifcs. 

5 . The gold stock has r i sen fu r ther from 
# 1 7 , m i l l i o n on 32nd November to #18,166 m i l l i on 

on 28th February. 3&cess reserves of Member Banks 
have increased rather l e s s - from #9,170 m i l l i o n on 
22nd November to #9,600 m i l l i on on 28th February. 
Sceees reserve ac tua l l y f e l l t o #4,800 m i l l i o n on 18th 
December, but rose f a s t therea f ter t i l l January 24th, 
and than remained s tead ier . These i r r e g u l a r i t i e s 
resul ted in part from the issue of #910 m i l l i on 
Treasury Bonds at the end of Novembers from a remark

able success i n the net sa le of Savings Bonds i n 
January, which reached #264 m i l l i on against a previous 
peak: of §155 m i l l i o n i n Marsh 1937; and from the 
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collection of social security taxes in early February. 
Further increase of excess reserves ie to be expected, 
though March tax collections and any Treasury financing 
operation* may cause temporary halts or dips. 
6* 3fce currency circulation has risen by about 
#740 million la 1939, a greater inoreese than in any 
recent year* Some part of this increase may be due 
to the export of dollar notes. I t has served to some 
extent to limit the increase in excess reserves. 

Reserve Bank holdings of Treasury Bills have 
now been allowed to run off entirely. Their total 
holdings of Government securities show however only a 
tr i f l ing drop as compared with a year ego. 
8. The commercial, Industrial, and agricultural 
loans of reporting Member Banks, which stood at Id,MB 
million on 22nd November, barely rose above that figure, 
and hove now slipped book to $4,324 million on 26th 
February. This is no doubt a reflection of the 
decreased purchases of industrial goods. 
9. The extra #150 Billion of Treasury Bil ls 
issued in October and November, over end above the 
usual weekly offering of #100 million, won allowed to 
run off in January and February without replacement* 
There has been no appreciable alteration in money 
rates, and some of the late Deoember and early January 
issues were actually sold at a premium owing to special 
circumstances connected with local taxes on bank 
deposits)* 
10. Apart from the sals of Savings Bonds - the 
gross figures for which were: Hovember, #56 million; 
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December, f t e m i l l i o n ; January, $273 m i l l i o n ~ there 

has boon mo Treasury issue for new money since the l a t e 
November issue referred to in my l a s t report* They* 

was e refunding operation in December, v i z . , the 

redemption o f #1,376 m i l l i on I 6/8ths per cent , notes 
due March 15th, 1940, against new issues of $1,018 

m i l l i o n 2 | per cent , fourteen year bonds, and $283 

m i l l i on 1 per cent. 4f year notes . The balance was 

covered by the sa le of a fur ther $73 m i l l i o n of the 

fourteen year notes to Government investment accounts. 

Another refunding operation i s just announced, v i z : the 

refunding of $738 m i l l i o n 1§ per cent , notes maturing 

en 16th June next by en i ssue of new 8 year notes at 

f per cent* But no new money w i l l be ra i l ed t h i s 
March. 

U . The Commercial and F inancia l Chronicle 's 
review of cap i ta l issues f o r 1939 shows that corpora 

t ions only ra ised $371 m i l l i on o f new money against 

§878 m i l l i o n i n 1936, though the i r refunding operations 
a t (1 ,808 m i l l i on were nearly SO per cent* higher* 
States and munic ipa l i t i es ra ised $933 m i l l i on of new 
money - a s l i g h t decrease - while Government agencies 
raised $924 m i l l i on of now money against $481 m i l l i on 
i n 1938* New money raised by these three groups i n 
the three months November, December and January, was 
only $ t f f m i l l i on against $682 m i l l i o n a year ago -
the f i gure f o r corporations alone being $80 m i l l i on 

against $109 m i l l i on a year ago. The Commercial and 

Financia l Chronicle a l so l i s t s p r i va te l y placed 
corporate issues amounting t o $716 m i l l i on i n 1939, 
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6. 1 
compared with #680 m i l l i o n 1B 1938; but i t I s not 

s tated what part o f these i ssues was f o r new money. 

18 • F i r s t e lass corporate bonds hare f o l l y 

recovered t h e i r pre-war l e v e l , and Treasury bonds very 

near ly so . Stocks have been unsteady} a s l i g h t 

weakening a t the beginning of December was soon 

recovered, and at the beginning of January the market 

looked strong. In the seeend week of January, 

however, the Dow-Jones average dropped from 51*1 t o 

48.9. About ha l f the l o s s was recovered i n ea r l y 

February, but t h i s recovery has not been completely 

sustained. 

13. The Stock Market was in f a s t f a i r l y quick t o 

discount the f a s t that the buying wave o f the autumn 

could not be sustained, and i n consequence i t has 

been r e l a t i v e l y l i t t l e a f fec ted by the more recent 

f a l l i n business a c t i v i t y . But i t I s f a r mere d i f f i 

cu l t to account f o r the f a c t that stock p r i c e s are 

p r a c t i c a l l y at the l e v e l o f a year ago, i n the face of 

the substant ia l increase In corporate earnings* & 

tabu la t ion o f 068 leading manufacturing corporations 

shows that t h e i r 1939 net p r o f i t s were more than double 

those of 1938, and represented 8 . 4 per cent* o f t h e i r 

"ne t worth*. 

Federal f i nance . 

14. There have been no spec ia l developments 

regarding the 1940 Budget since the review in paragraph 

4 of the enclosure t o Washington despatch No. 60 o f 

18th January 1940. The d e f i c i t t o date (29th 

February) i s $2,646 m i l l i o n . 



10. Congressional procedure on the 1941 Budget 
i s s t i l l extremely confused* An account of til* f i r s t 
reactions woo given in Washington despatch No. 14* £ 
of the 12th February 1940. Amid many cross-currents, 
the House of Bepresentatives appears to be trying to 
cut down 1941 appropriations to the point at which both 
an increase in taxation and an increase in the 
$45,000 mil l ion debt l imit can be avoided. In the 
eight appropriation B i l l s which have been passed by one 
or both houses, over #290 mil l ion has been out from 
the President's estimates, including large cuts in 
Defence and Agricultural appropriations. The House 
of Bepresentatives hopes to achieve the necessary 
remaining outs on the appropriation B i l l s yet to bo 
passed. The Farm Group, while they have voted for 
other outs in the hope of maJcing room for their own 
favoured items, was unable in the House to defeat the 
agricultural outs or to make any serious attempt to put 
in an additional appropriation of $200 million for farm 
parity payments which they are strongly advocating. 
16. '"The scene i s shift ing to the Sonets where, 
although some of the House outs have boon restored, 
the position i s not much clearer. J&penditure on 
rivers and harbours i s generally regarded as *pozk 
barrel" expenditure of the plainest kind* The House 
votod #84 mil l ion only for th is . ®he senate 
Sommeree Committee f i r s t added $339 million to this 
sum, and then recalled i t s report to discuss o 
proposal to divide the measure Into four parts i only 
to reach a deadlock. The assault of the Term Group 



In the Senate Committee on Agriculture has begun, with 

a demand for the restoration of the cuts mate by the 

House and the addition of $200 million for farm parity 

payments. In the background i s a scheme favoured by 

Secretary Wallace for meeting this expenditure by means 

of a new kind of processing tax called "certificate 

payments", which has so far been strongly opposed by the 

Treasury, and apparently by the President, on the ground 

that i t i s a tax on consumption* Further develop

ments are to some extent dependent on consultations now 

beginning between Congressional leaders and the President, 

Who has expressed strong disapproval of some of the cuts 

made. 

17. There i s a movement afoot in Congress to force 

the Treasury to reduce i t s working Balance in 1941 in 

order t© finance part of the deficit and avoid increasing 

the debt l imit. 3he Treasury balance i s already 

being reduced this year by an estimated amount of $1,150 

million, but i t i s expected to amount s t i l l to over 

$1,000 million on 30th June next. The Treasury view 

i s that a balance of this magnitude is necessary in 

order to allow the Government complete freedom in the 

management and timing of i t s financing operations. 

Discussion of the Qoffi Prolftfy. 
18. Since Washington despatch Ho. 15S of the 13th 

February 1940, there has been no significant discussion 

of the geld problem, although i t continues to be men* 
tioned at intervals in the press and elsewhere. 
Senator Thomas, the protagonist of inflationary measures 

in 1933, has introduced a b i l l to authorise the 
/resumption 



resumpt ion o f the ooinage of g o l d , and the use o f t h e 

American go ld hoard f o r making g o l d l e u a through t h e 

i&por t - I inpor t Bank t o s o l v e n t n a t i o n s whleh s t a b i l i s e 
t h e i r c u r r e n c i e s . The h i l l i s ne t l i k e l y t o sake 

p rogress * I n c o n t r a s t t o t h i s , Sena tor Townsend has 

re turned t o t h e eharge w i t h a h i l l t d withdraw the 

H i m o f t h e Treasury t o purchase f o r e i g n s i l v e r * 

i l l though t h e s e monetary problems w i l l n o t he a l l owed 

t o r e s t * I can see no r e a l s igns o f danger f o r t h e 

l i l i e s . On t h e c o n t r a r y Mr* Morgenthau, a f t e r show

i n g f o r some t ime p a s t s i g n s o f nervousness a t t h e 

p o s s i b i l i t y o f i n t e r v e n t i o n by Congress i n t h i n 

d e l i c a t e s u b j e c t , now seems t o have recovered h i s eon* 

f i d e n e e a l t o g e t h e r . 

The O u t l o o k . 

1 9 . The Temporary N a t i o n a l Ke©noraie (Monopol ies) 

Committee c o n t i n u e s i t s i n v e s t i g a t i o n s * A f t e r an 

enqu i ry i n t o Investments. Trusts , a s a r e s u l t o f which 

t h e Committee i s new p r e p a r i n g a b i l l f o r t h e r e g u l a 

t i o n o f these i n s t i t u t i o n s , i t i s now examining 

Insurance Companies. W i th t h e war and t h e 1940 

e l e c t i o n s occupy ing t h e fo reground o f p u b l i c a t t e n t i o n , 

. the Monopol ies Committee i s now t h e c h i e f forum o f New 

Dea l t h e o r y , which i s seek ing i n e v e r y way t o prove 

t h a t t h e m o n o p o l i s t i c p r a c t i c e s o f l a r g e c o r p o r a t i o n s 

o b s t r u c t the f r e e f l o w o f c a p i t a l i n t o new investment* 

20. A f a v o u r i t e New Dead, t h e s i s a t t h e moment i s 

t h a t one of t h e o b s t a c l e s t o new investment i s t h e 

o v e r - c o n s e r v a t i v e h a b i t o f l a r g e and wea l thy c o r p o r a 

t i o n s I n s e t t i n g a s i d e d e p r e c i a t i o n , e t o * , r e s e r v e s 

/ w h i c h 



whioh great ly exceed the true depreciation of the 

p l an t . $, This i s an echo of the theory which led t o 

the 1936 tax on uadlslSrihiited p r o f i t s , now abandoned. 

I t does not seem t e hare occurred to those who expound 

t h i s view that corporation reserves, even i f they ex 

ceed actual depreciat ion, are not necessar i ly " i d l e 

cap i ta l " but are normally invested e i ther i n the 

business or otherwise; that the indus t r i a l revolu 

t i on grew la rge ly by t h i s process in the 19th century; 

and that i n recent times p r o f i t s ploughed baok i n to the 

business have f inanced great technical progress by 

American corporations. tne whole pract ice may 

indeed be open to c r i t i c i sm from two angles: f i r s t , 

i f i t leads to excessive l i q u i d i t y and thus has a 

de f la t ionary e f f e c t ; end secondly, i f i t leads t o 

unprof i table investment owing t o the fac t that the 

companies are not forced to submit t o outside scrutiny 

before obtaining the i r c a p i t a l . But i t i s doubtful 

i f those c r i t i c i sms could be sustained as regards 

resent developments, and In any ease these are not the 

cr i t i c i sms which are Bade. 

21. The stagnation of the cap i ta l market and the 

paradoxical ly low l e v e l of stock quotations, referred 

t o i n paragraphs 11 and 13 above, are however f a c t s , 

and are at l e a s t symptoms of a grave lack of res i l i ence 

i n the Amerioan economy, the fundamental causes of 

which are s t i l l obscure. 

22. The Wall Street view, that the whole troulbe 

i s caused by Government interference which paralyses 

i n i t i a t i v e , has received a fresh stimulus from the 

resent a c t i v i t i e s of the Secur i t ies and Exchange 
/Commission. 



Commission. l a December the Commission had before I t 

a proposal of the Consumers* Power Company f o r the 

issue of ( l ) $18| B i l l i o n of bonds for refunding pur-

poses, {$) | § § m i l l i on worth of shares p r i va te l y f o r 

new cash, and (S) #10 B i l l i o n of bonds pub l i c l y fo r 

new cash. the Commission approved the f i r s t two 

Ip l items, but re jected the th i rd on the ground that i t 

weald lead to an unsuitable cap i ta l structure and 

should be replaced by a pub l i c issue of shares* Although 

the Commission cer ta in ly aoted with in i t s statutory 

powers, i t s apparent interference with the management 

of the Ocmpany's f inances occasioned much unfavourable 

comment, and the Company proceeded with the f i r s t two 

items on ly . Shortly a f t e r t h i s the Commission, by 

refusing permission f o r a bond issue to the Associated 

Gas and E l e c t r i c i t y Soxupaay, forced that company in to 

bankruptcy. 

S3. Meanwhile the Commission had announced that 

i t would short ly proceed to put in force the "death 

sentence" prov is ion of the Publ ic U t i l i t y Holding 

Company Act of 1935, which gives i t power l a the l a s t 

resort eompulsorily to reorganise "uneconomic holding 

company structures" on a properly s imp l i f i ed and 

integrated regional b a s i s . Within the l a s t wee* ear 

two i t has given not ice t o seven holding companies t o 

show cause why they should net be reorganised under 

t h i s p rev i s i on , and two other companies w i l l short ly 

receive s imi lar not ice . These nine companies held 

nearly two-thirds of the assets , t o t a l l i n g #14,000 

m i l l i o n , of the f i f t y - o n e registered u t i l i t y holding 
/companies. 
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oontpa&Ua. Thirteen others hare vo lun ta r i l y filed 
reorganisation schemes, of which seven have been com

p le ted . Two others a m under J u d i c i a l reorganisat ion. 

84. The whole of t h i s big group o f publ ic u t i l i t i e s 

(excluding only the seven smaller companies which have 

complied with the Act) i s p rac t i ca l l y d i squa l i f i ed from 

ra i s ing any substant ia l amounts of fresh cap i ta l f o r 

development u n t i l the reorganisat ions, or threatened 

reorganisat ions, are completed, although development 

i s decidedly needed i n t h i s f i e l d * I t i s true that 

the pos i t i on has been much the same ever since the Act 

was passed, and that t h i s d e f i n i t e act ion by the 

Commission may bring the suspense sooner to an end* 

But the proceedings are l i k e l y to be protracted, and i t 

i s not impossible that some of the companies may t r y 

once more to challenge the cons t i tu t i ona l i t y of the Act* 

Meanwhile the general e f f e c t on the cap i t a l market i s 

cer ta in ly discouraging* 

80. There can be no r e a l l y substant ia l return of 

prosperi ty without a rev iva l in the cap i ta l market. 

With the improvement i n p r o f i t s end, to some extent , i n 

the re la t ione between cap i ta l and labour, i t might seem 

as i f i t were time f o r the pos i t i on to loosen. But 

there are s t i l l t ee M a y uncerta int ies to permit a rea l 

advance* Though the question "war or peace?" i s now 

resolved, the war has hardly begun and no one knows 

what kind of a war i t w i l l be o r heir business w i l l be 

a f fec ted , espec ia l l y i n the long run. While a 

Republican v i c t o r y i n the 1940 e lec t ions would, 

j u s t i f i a b l y or no t , give a strong stimulus t o business, 
/ t h e 



the r e f l e c t i o n of Mr. Roosevelt and a Denocratio 
majority in the House would probably presage new 
labour demands and fresh Government pressure on 
business - even though these would probably be eft 
a amaller scale than after the last two elections. 
The breaoh between the old business methods sad the 
new ideas of social justice i s no doubt healing but 
i s yet far from healed* I t w i l l be d i f f i cu l t to 
take any real stock of the situation unt i l the 1940 
elections are over. 

i 

(Sga.) G.H.S. PINSENT. 

BRITISH EMBASSf, 
WASHINGTON, B.C. 

7th March 1940. 


