
No. 

THE Secretary of State for Foreign Affairs presents his cofnpli-
ments to His Majesty's Representative at /^l/A^nA^^oOrxy 
and transmits herewith copy of the under-mentioned paper. 

1 

m 

Foreign Officet 

Reference to previous correspondence : 

Description of Enclosure. 

Name and Date. Subject. 

i m I ^ It 

A similar despatch has been addressed to H.M. Q^^^^Q^QJ. A^ 

i 18430 (2) 





n 
New York, 

J u l y 17, 1939. 

Before going on my summer vacation, which I sha l l 
spend in t r ave l l i ng across the American continent, I wish 
once more to state the present pos i t ion and the immediate 
outlook of t h i s country. 

I 
America remains large ly dominated by European events. 

The s e n s i t i v i t y of the American react ions on European news i s 
undiminished. Unfortunately, the only place where t h i s does 
not hold en t i r e l y true i s the Congress in Washington. The 
struggle about the Neutral i ty B i l l has very l i t t l e to do 
with Europe or the at t i tude of congressional f ac t i ons towards 
world events. I t i s a purely domestic f i g h t . A l l the 
accumulated resentments of more than s i x years of Roosevelt 
Administration have now come t o the fore . The Senators whom 
the president before l a s t year ' s e lec t ions t r i e d and f a i l e d 
to "purge" r e l i s h se iz ing t h i s opportunity fo r revenge. 
For once the president i s involved in a f i gh t where he cannot 
crack the whip. 

I t i s s t i l l a minority of not more than at the 
utmost one th i rd of the Senate that blocks the repeal or 
modi f icat ion of the present Neutra l i ty Act . But unfortunately 
the d i v i s i on of votes i s more unfavourable to the 
Administration in the Foreign A f f a i r s Committee of the Senate 
which decided the other day to shelve the consideration of 
the b i l l f o r the current session. And even i n the whole 
Senate one th i rd of the membership forms a s u f f i c i e n t l y 
strong body to block an ear ly passage of a modified b i l l in 
a parliament which l i k e the American Senate does not permit 
any gag ru l e . 

There/ 
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There i s another fac t adverse to the po l i c y of the 
Administration, and that i s the advanced season. The 
in to lerab le heat of a Washingtonian Ju l y taxes the nerves of 
the Senators and Congressmen who are growingly eager t o go 
home, and yet are forced to stay in Washington for th i s one 
purpose. (The rest of the programme, p a r t i c u l a r l y the new 
spending-lending programme, would probably o f f e r no obstacle 
to an early adjournment,) 

But the president i s stubborn. He knows better 
than any member of Congress that the matter does not permit 
any delay. The next few weeks are c ruc ia l . In these next 
few weeks probably the peace of the world w i l l be decided on. 
I t i s poss ib ly a f a t a l now or never. The next few days w i l l 
t e l l whether the recent message of the President supplemented 
by Cordel l Hu l l ' s impressive memorandum w i l l have any e f f e c t 
on the reca lc i t rant members of Congress. While the 
President s t i l l appeals to the public at large where h i s 
populari ty i s hardly diminished, Cordell H u l l ' s inf luence 
on Congress i s at present probably greater than that of the 
President. For many years Hul l has been a member of both 
Houses and from that time he has retained many personal 
f r iends in a l l camps. 

For these complicated reasons the outcome o f the 
struggle i s s t i l l unpredictable. i f Congress adjourns 
without taking pos i t i ve act ion on the Neutral i ty B i l l , the 
President probably w i l l take the issue before the country 
which he w i l l traverse immediately a f t e r adjournment, and i f 
the country responds favourably , as i t probably w i l l , 
Congress w i l l be recal led for a specia l sess ion i n autumn. 
One can only devoutly hope that i t may not be too l a t e . 
About the sentiment of the country there can hardly be any 
doubt, i t s sympathies are almost undivided on the side of 

the Western Democracies. And much as i t d i s l i k e s , t h e idea 
o f / 



of being dragged into another European war, almost everybody 
i s convinced that i f war comes sooner or la ter the United 
States w i l l be in. This i s by far the strongest argument for 
the President. Undoubtedly h i s foreign po l i cy cuts party 
l i nes and i s being admired by many i n f l u e n t i a l Republicans. 
The p i ty i s that the imminence of the pres ident ia l e lec t ion in 
1940 i s for them a serious handicap against expressing their 
opinion in publ ic . 

I I 
More successful has the President been in h i s f i gh t 

for reta in ing h is money power. The a l l i ance in the senate of 
the i n f l a t i o n i s t s i l v e r i t e s and u l t ra -conservat ive gold 
s t a b i l i z e r s has brought about a major i ty which enforced at the 
same time a lapse of the Pres ident ' s power to devaluate the 
do l lar to 50 gold cents, an increase of the domestic s i l v e r 
pr ice from 64.4 cents t o 77.6 cents, i t s f i x a t i o n by law 
(h i therto by d iscret ion of the Secretary of the Treasury) and 
the stoppage of foreign s i l v e r purchases. Against t h i s vote 
of the Senate the President mustered h i s whole inf luence. 
With a narrow margin of four votes the Senate a f t e r the short 
hol iday adjournment reversed i t s e l f . The president had h i s 
power extended to devaluate, the foreign s i l v e r purchases 
w i l l be continued and the price for domestic s i l v e r has been 
f i xed by compromise halv ing the price increase to 6.5^. 

The l a s t measure i s the least important. The 
American s i l v e r production i s r e l a t i v e l y small and the pr ice 
increase w i l l probably not cost more than 0b m i l l , a year . 
The two other issues at stake, however, ser ious ly a f f ec t 
America's fore ign po l i cy . The president emphasized again 
that he does not th ink of making any use of h i s devaluation 
power for domestic purposes. The do l lar i s and remains 
s t a b i l i z e d , i f and as long as no change i s forced on the 

United States by foreign developments. But In a period o f 
f a s t / 



fast sh i f t ing events when the value of the leading world 

currencies (besides the dol lar) i s unpredictable even for a 

short time, the President does not want to be hampered by 

clumsy l e g i s l a t i v e machinery in taking protect ive steps. W i n 

other words, i f the pound s ter l ing should break the 

Administration wants to remain free to adjust the dol lar 

to the change of international competitive condit ions. 

I t seems to me that the issue has been hugely over-emphasized 

by the President who i s no expert on questions of that sort . 

During the whole world War when the pound s te r l ing dropped 

to unprecedented lows the United States did not consider for 

a moment the devaluation of the do l l a r , and unless acting 

under force majeure Great Br i ta in under present p o l i t i c a l 

conditions most certa in ly w i l l avoid anything embarrassing to 

the po l icy of the united States , 

The question o f foreign s i lver purchases i s more 

involved. I t i s large ly a question of the American po l i cy 

towards Mexico, Peru, and the Far Bast. About the Mexican 

po l icy of Washington opinions are widely div ided. Some 

people think that Washington i s too lenient towards Mexico and 

that a po l i cy of a strong hand would be more appropriate in 

view of the conf iscat ion of American land and o i l propert ies , 

that the Mexican government certa in ly should not deserve 

f inanc ia l support by an outright subsidy to which these s i l v e r 

purchases actual ly amount. I t i s of course r id iculous to 

couch these subsidies in the disguise of purchasing an ent i re l y 

useless metal at a fancy pr ice . But while the Administration 

may get a major i ty in Congress for s i l ve r purchases, i t 

probably never could get a majority for a current subsidy to 

the Mexican or 6ther governments. But there are others who 

think that in due time the government of Mr,Cardenas w i l l be 

brought to reason and that par t i cu la r l y the negotiations about 

the o i l s i tuat ion are making sa t i s fac tory progress which must 

not / 



not be jeopardized. And a f te r a l l , to <jugge by past 
experience, conditions i n Mexico could be dangerously worse. 
Another question i s whether the s i l v e r po l i cy i s of greater 
help to China or to Japan. There again i t would be 
undoubtedly more reasonable and e f f e c t i v e to give China direct 
help by do l lar loans. Since the Japanese have seized 
Chinese s i l v e r in the occupied t e r r i t o r i e s i t i s hard to 
prove whether the s i l v e r bought in the Par East i s not 
actual ly benef i t ing the aggressor. But Treasury and State 
Department apparently do not think so and Congress has 
f i n a l l y acceded. 

Senate and House have at l a s t worked out a compromi se 
on the Tennessee Val ley Authority B i l l . The compromise 
provides f o r the author izat ion of the lower amount of £61*5 
m i l l , voted by the House against #100 m i l l , advocated by the 
Senate. 061*6 m i l l , cover the consummation of the Tennessee 
deal of the Commonwealth & Southern and the negotiated 
purchases of the part of the Alabama Power and Miss iss ippi 
Power Companies, both subs id iar ies of the Commonwealth & 
Southern. (The di f ference t o the substan ia l l y higher 
purchase pr ice has to be ra ised by the mun ic ipa l i t i es 
concerned.) But i t does not permit another expansion of 
the T.V.A» The amounts adopted by Congress are earmarked 
f o r these special purposes. f\The geographical de l imi ta t ion 
of the T«V.A« which the House wanted to f i x by law has been 
dropped. But the substance of the matter has been retained 
because from now on the T.V.A. w i l l have to apply for 
addi t iona l funds to Congress, and in i t s present mood, as 
the experience with the T.V.A. B i l l has shown, i t i s 
extremely un l ike ly that any money w i l l be granted for 
a c t i v i t i e s of the T.V.A. outside of i t s proper t e r r i t o r y . 

The u t i l i t y industry , therefore, i s and has every reason to 
be/ 



IV 
Major troubles have arisen from the changes In the 

W.P.A* The r e l i e f b i l l which went in to force on J u l y 1st ( in 
time for the new f i s c a l year) provides for an appropriation of 
#1,775 m i l l , of which #1,477. are for W.P.A. , #100 m i l l , for 
National Youth Administration, and #143 m i l l , f o r farm security 
payments. Against the decis ion of the House committee, the 
f i n a l b i l l deviates only in a few po ints . The s ingle W.P.A. 
administrator was restored Instead of a three men board, and 
the l im i t of bui ld ing pro jec ts was ra ised from #40*000 to 
#52,000 (the major p ro jec t s are a matter of P.W.A. , Publ ic 
Works Administration, not the W.P.A. , Works Pro jec t s 
Administrat ion) . 

But the pr inc ipa l bone of contention remained intact : 
the repeal of the so - ca l l ed preva i l ing wage clause. This 
clause had been inserted two years ago under the utmost 
pressure of the American Federation o f Labour as the 
representative of the bui ld ing unions. With the conservative 
trend predominant now i n Congress t h i s wage l i m i t a t i o n has 
been dropped. Workers on W.P.A. p ro jec t s have to work 130 
hours a month (which corresponds to about 30 hours a week) 
i r respect ive of whether or not the weekly r e l i e f wages would 
s t i l l resu l t In the "preva i l ing wages", 1 Against t h i s the 
bui ld ing unions together with the rad i ca l union of the r e l i e f 
workers (there i s such a th ing! ) organized a v io len t 
propaganda which led in many places to the amazing experience 
of a s t r i k e of the r e l i e f workers against the Government or 
better against the democratically e lected Congress. 

This i s of course an u t t e r l y absurd s i tua t i on and 
President Roosevelt himself has not hesi tated t o q u a l i f y i t 
as " impossible" . "You cannot s t r ike against the Government% 
the president declared at h i s White House press conference. 

So/ 
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So fa r the Administration i s f irm. A l l W.P.A. workers who do 
not return within f i v e days are^being dismissed. I t remains 
to be seen whether Congress can yet be prevai led upon to 
consent to a change of the law. However absurd the str ike i s , 
the h o s t i l e a t t i tude of the unions i s understandable from 
the i r own point of view/ff AS the Government i s engaged in 
many construction works which are a l so being or could be 
executed by pr ivate employment the unions are a f ra id that 
the lower wages paid by the Government w i l l c u r t a i l the i r 
own wage standards for which they fought many years . The 
s i tua t ion i s of course serious only fo r the poor unemployed 
v ict ims of these struggles of vested in teres t s because the 
pressure exerted on them by the unions i s very strong in 
some places. But unless Congress changes the law the 
Administration cannot give in and there are at present some 
indicat ions that the American Federation of Labour may 
rea l i ze the l i m i t s of i t s power. 

V 

Business, in the meantime, develops according to 
forecasts.. The s t a t i s t i c s fo r the f i r s t week of Ju l y are 
d is tor ted because the Fourth of Ju l y t h i s year f e l l on a 
Tuesday and caused therefore i n many cases a longer 
interrupt ion of business than in other years. As paid 
hol idays are becoming more customary in the United States 
t h i s calenderian chance has been used by many industr ies 
to c u r t a i l production and send a part of the i r employees 
on vacation. There i s l i t t l e doubt that a l l ind ices next 
week w i l l rebound to the previous l e v e l . The next few 
weeks w i l l probably witness another more important d i s t o r t i on 
which w i l l come from the advance of the automobile season by 
about one month. The automobile production of current models 
w i l l be v i r t u a l l y stopped by the end of th i s month, 

subs tant ia l l y e a r l i e r than in previous years. But, on the 
other / 



other hand, the production of next y e a r ' s models started a 

month ear l i e r than usual ly . The assembly l ines w i l l get 

into act ive operations for the new models as ear l y as middle 

of August which means a strong supporting influence for 

summer business. Automobile sales in the meantime keep 

up very s a t i s f a c t o r i l y . I t seems remarkable that s tee l 

operations maintained a l e v e l of substantially above 60$ 

despite the v i r t u a l stoppage of business orders from the 

automobile industry and ra i l roads . That seems to forebode 

a r i se of operations to 60$ and poss ib ly more in the next 

few weeks. Railroad carloadings and power sa les in the 

meantime r e f l e c t the high and r i s ing l eve l of general 

business a c t i v i t y . 

T e x t i l e , chemical, paper industry, a l l industr ies 

sens i t i ve towards c yc l i ca l changes, report uniformly a rapid 

increase in incoming orders. Recent copper buying has been 

on some days among the highest ever recorded. Although 

undoubtedly purchases of foreign governments contributed 

heav i ly to the volume of copper business the bulk of i t 

seems to have been for domestic accounts. 

In the present world s i tuat ion it would be f u t i l e to 

venture a longer term forecast . But unless the European or 

Par Eastern s i tuat ion deter iorates dramatically in the next 

few weeks, the outlook for the current quarter seems to 

promise a business volume which would correspond to a 

Federal Reserve Board Production index of 100 on a three 

months average. 


