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CONFIDE!>ITIAL 
Press Conference #797 -- (BUDG.c."'l' Slli!NArt) 
EXecutive Office of the President 
January 6, 1942 -- 3.10 P . U. 

. 
\ 

(Director of the Budget, Harold D, Smith , and Jolul B. 
Blan.dford , Jr ., Assistant Director, were present) 

1!R. EARLY: (to the President) Look at these financial experts , sir\ 

(indicating press association newsmen in the front row) 

'l'HE PRESIDENT: (laughing) I think it 1 s fine . 

!.!R. J . H&lllrr: ·;;e are already groggy . 

l.:R. DONALDSON: All in. 
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THE PR!l:SIDEi'll': A very small group . I am very glad to vrelcome the financial 

' editors or the country! (laughter) 

Q \'le \'Till be after this . 

Q We ought to be . 

THE PR£SIDE!i'l': Of course, very few newspaperzen know the difference between 

a dollar and a dime, allj'"h'S.Y. But t hen, on the other bend, very few 

Presidents do. (laughter} So we start even. 

This is probably the biggest Budget in the history of any nation 

any time . I have no information about the Roman budgets . They were 

said to bave been very high . 

I suppose the oest thing to do is for me to refer most of the 

questions to Harold ~nith and Jack Blandford . I suppose we bed better 

go through the Budget 1~essage, and any time I come to the end of a 

sentence interrupt me and ask a question of somebody behind me . 

' 

(reading): "I am submi tti~g herewith the Budcet of the tJni ted 
States for t he fiscal year ending June 30 , 1943·" 

By the way, off the record, I don't suppose it ' s any news -- it 

ma:,r: _be in the future -- I have al·:tays felt uncertain as to whether to 
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write a Message to Co~ress, or a speech, on New Year' s. I always get 

mixed up -- and you do .. and the public does - - between fiscal year and 

calendar year. I don' t think the public understands the difference. 

You don ' t all understana· the difference, and I don't understand the 

difference half the time . I make mistakes . 

And I thi.nk it would be a great reform that might come out of this 

situation, to make the fiscal year of the United States -- and a lot 

of State governments, and municipal governments - - conform to the calen-

dar year, It is a thing, of course, that will require legisl~tion. But 

I t~lk_ed to - - I don't think I will send any Message, or anything like ,.. 

that - - I have talked to some leaders about it lately, ana they had all 

been talki.ng in the same t erms to get t hat change made. 

treading): "It is the budget of a nation at war in a world at 
war . 

"In practical terms the Budget meets the chal.lenge of the 
Axis powers . " 

I don't believe we need read this first section , because I said 

the same thing this rnor.ning, 

(reading): "THE '.'/!\R PROGRAM 

"OUr present war program was preceded by a defense effort 
which began as we emerged from t lie long depression. During the 
past 18 months we laid the foundation for a huge armament program . 
At t he same time industr y provided ample consumers' goods for a 
rapidly growing number of workers. Hundreds of thousands of 
new-homes were constructed; the production of consumers ' durable 
goods broke all records. The industrial plant and equi~ent of 
the country were overhauled and expanded. 

"Adjustment to a . voar program call.. novr be made with greater 
speed and less hardship. The country is better stocked with 
durabl e goods . Our factories are better equipped to carry the 
new production l oad. The larger national income facilitates 
financing t he war effort . 

"There are still unused resources for agricultural and 
i ndustrial production. These must be dravm into the national 
effort. Shortages, however, ~ve developed in skilled labor, 
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materials, machines, a.nd shipping. Under t he expanding v.er program, 
more end more productive capacity cust be shifted from peacetima 
to wartime work . 

"last year fiscal policy was used to shift the econ~ into 
high gear . Today it is an instrument for transforming our peace 
econo!IIY 1Iito a war econOIIIY . 'l'his transformation must be completed 
with minimum triction and maximum speed. The fiscal measures 
which I outline in this oessage are essential elements in the 
Nation's ~~r program . 

"t/AR APPROPRIATIONS 

"This is a war budget . Tbe details of a war program are , of 
oour~, in constant flux . Its magnitude and composition depend 
on events at the battlefronts of the world, _on naval engagements 
at sea, and on n.ew developments in mechanized warfare, Moreover , 
war plans are military secrets. 

"Under these circumstances I cannot hereafter prasent de­
tails of future war appropriations. However, total appropriations 
and expendit ures will be published so that the· pu~lic may know 
the fiscal situation and the progress of the Nation' s effort ." ' 

Q At that point , Mr. Presi~~nt, does that mean, for example, t hat there 

won 't be published and made available records of Committee bearings 

or Committee reports? Those appropriations will provide, say, for 3 

thousand airplanes, and 3 thousand tanks, etcetera? It will be a ~ump 

sum for the Arrey? 

THE PRESIOE;IT: Very largely, because -- well , we all know the practical 

problem . So does every weJ!lber of the Committee on the Hill. 

Q But there will be hearings? 
..... 

THE PRESIDENT: Oh Yes . Ob mY, Yes. Heavens , Yes . 

Q. All that infonnation made available? .. 
THE PRESIDEt;T: I doubt, for example, if we would ask for 3 thousand air-· 

planes. I .doubt if we would get a breakdown on · the - - on the types of 

those planes . On one particular supplemental bill -it might be a majority 

of! pursuit planes . On another supplemental hearing it might be a 

majority of bombers, or something like that. Now t hose things are details 
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yo~ can' t give out, ud that is one reason why, quite tranlcly, tohen 

you say 3 t housand planes it m.sy mean an awful lot, and it may not , 

0 11 

I have been rather considering the idea - - so as t o g ive t he 

people -- give people a chance t o see whether the step-up is a constant 

step-up month by month --. ot using, instead ot -- inst ead ot t he terms 

ot planes , or ships , which may be l arge or small , of using "manhours . " 

In other words , if we see that t h is country is every week incr easing 

the manbours , we know we a"re going places. But it is a fantastic term 

when you talk of manhours . ,I don ' t get it . I still don' t understand 

what 10 mi,llion manhours means . And I am open to suggestions . 

·There is an old - - ther e is an ol d crossword puzzle word called 

an "erg," --an E-R- G -- a uni t of work . I don ' t know what an e r g is . 

If somebody could get tha t across in simpl e r tenns than manhours, 1 t . 

would be an awfully good t hing . It is something that we need t o have 

invented . ..e might all be thinking about it. I th~ I might almost 

offer a prize. 

Uoyd Geor ge, in ' 18, when I 11ent to t he other side , said, "You 

Americans have got inventive genius. I.nvent me a tem to take the 

place ot the word 'cooperation. •" Nobody has done it yet . I t is an 

amazing thing. I.t is a horrible v.ord, but v:e haven ' t got a substitut e 

yet, 

!JR . :!::ARLY: Mr . President, Pete Brandt came t h rough t his morning wi th a 

suggestion. You might cal l upon him to give i t t o you . 

THE PRESIDENI': Go on , Pete . 

iltR. P . BAA.N!Yl' : 1Jse , say , 60 thousand manhour s . 

Tlill PRESIDENT: (interject ingl Yes ; 

LtR. P , B!WIDI' : (coot inuing) That's a thousand :rt.en 
"'')''' 60 ••• ,, ' 

week . 
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-- THE PRESIDENT: (interjecting) Yes . 

!.lR. P . BRANI11': _('continuing) I don ' t know how you can do tbat with one 

million manhours . If you take t he 60 thousan~ hours to make a pl a ne, 

thAt's a thousand men working for a week, or sixty hours a wee~. You 

can understand it better. You can visuali:z.e i t . " 

THE PRESIDENT: If we would get down t o small figures . 

I.:R . P . BP.A.t'I11' : I mean - i f y_ou say a bomber takes 60 thousand manhour s , 

well t hen you can vi'S\18:11ze a thousand men working for 60 hours. 

'!HE PRF..SIJJE!\'1' : Yes . 

~ Why not number of planes? 

~ And types? 

~ You can use dollars . 

!.lR. HAROLD SMITH : N"ot on types . 

TrlE J?rtESI DENT: That' s the trouble . It brings you dovm t o type , 1 t brings 

you down to bombers . If ~~ could get -- I am just ~h1nk1ng out loud 

-- 1f we could get something on the sc.ale of 100, that would mean that 

- - ·well, let us put it this way -- I am just thinking out loud again --

suppose we fi gure 100 or 110 as the maximum effort in this country, as 

shown by the national income . All right . We hope to get up to 56 - -

I mentioned the ~~rd this morning -- 56 billions , which is a l ittle over 

half of the t qtol income of the country. And in general terms it 

represents also 56% of the effort of the country . That is the thing 

v:e are shooting a t • 
. ' 

Well , now, what are we at today? We are up t o 27 -- something 

like that - - 29 . .Noy1 would ·1 t be - - don't write any st ories on thie, 

we are just looking fbr an 

the Director of the Budget 

idea -- would it be possible to use -- get 

to giv/ us so~1ething a:owing v.h~t we are a t 
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now, figure 27 -- 29 -- whatever it is? Then month by month watch ue 
• 

go up, we hope, toward the 56 that everybody has got in mind . 

Q. (interposing) Why wouldn •t it be - - -

THE PRESIDENT: (continuing) It is the ~fort of e very man, woman and 

child - - farmer -- everything else -- being represented by a f i gure , 

let us say, of 110 . Now that might work . Will you figure on that and - · 

see if something like that wouldn' t work? As of the first part of the 

month, where are we at now on manhours, translated into thie new ob-. . 
jective? Well , this past month we rose from 29 to Jl. It will give us 

a - - a yardst ick . 

Q. Would 1 t be possible, Mr • .President, to take the l'l!lr production as of the 

date of Pearl Harbor as index number one? 
' 

THE PID!SIDENT: (interjecting) Yes, yes. 

Q. (_£ontinuing) And then go up from there? 

THE PRESIDENI': Go up from there . /fnat do you think , Harold, is something 

like that possible? 

MR . HAROLD s..;I'm: Yes . Use 100 as of some date. Then you have got a term 

that people can understand . 

THE PRi:SIDENl': Yes, sure . 

Q. Well, Ur. President, how does that get around this lag in checks credited 

to the Treasury, and that sort of thing? Your activity i s considerably 

ahead of your boo~keeping. 

THE PRESIDENl': No , Nor are we -- our bookkeeping keeps pace with it . The 

actual banks 

~ · (inter-posing) 'l'ha t is vmat I had in mind. 

Tlu PRF.SI DENT: (continuing l are far better . 

' Q. That is ~hat I had in mind . 
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THE PRESim:Nl': That is mere expenditure • 

Q. So that you will talk in te:nns of actual acth'ity? 

THE PRESID~~: Actual activity instead of money going out in Treasury checks. 

Q Would t here be any complications, Mr . President, if we happened ·to go 

down somewhat instead of going up? 

THE PRESIDENI': I don ' t think we need worry about that . I think we are a ll 

right on it . 

Q (interposing ) Could it be translated ---

~.dE PRESIDEr.'T: (continuing) It v:e are not , you can guess it by the absence 

of an answer , when you ask the question , (laughter) 

Q It might be translated, l:r. President, into units of weapons for a man. 

One mn to a rifle . Four men to an airpl11ne. Two snen to a tank . Units 

of striking power, 

THE PRESIDENI': Little pictures? ·.~ell, I don' t know. 

Q I can see these 11 ttle spear-men running up and down hill. 

THE PRESIDEJ.'ll' : It ' s all right for the v1eeklies . 

(reading): "The defense program , including appropriations , con­

tract authorizat i ons, recommendations, and commitments of Govern­

ment corporat ions , wae 29 bill ion dollars on J anuary 3, 1941. 
During the l ast 12 months 46 billion dollars have been added to 

t he program . or this' iootal ot 75 billion dollar s t here remains 

24 billion dollar s for future obligation . 

"In t his Budget I make an initial request for a war appropria­

tion of 13.6 billion dollars for the fiscal year 1943." 

That illustrates that t hing exactly . 

Q Ur. President , that would give you 24 billion plus 13.6, or a t otal of 

37 billion , six hundred million? 

THE PRESIDENT: Yes . 

Q. 24 billion. 

THE PRESID~: ~o-ooli gate immediately . 

\ 
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Q To obl igate immediately, t hat's rigbt . 

THE PRESIDEifl': But there might be another supplemental the end of January. 

Tltat ' s rigbt .• 

~ Mr. President, does that 37 .6 contemplate your 5 billion dollar f i gure 

that you mention a little later -- this· 5 billion a month in effect in 

the next paragraph? I mean does this initial 13 .6 that you ment ion here 

provide for enough funds to reach that level of product ion during the 

year? 

THE PRESIDE.'fl' : By the end of the year? 

Q By the end of the year. 

THE PRESIDENT: Is that right? (turning to Harold Smith) 

l.lR. HAROLD SMITH: Yes, the 13 .6 is really an extension of t he present 

regular and supplementary appropriations for the War and Navy Depart-

menta, which is based on so many men, and so forth and so on , you see. 

Q !Jr . President, is that 13.6 large amount already tied up by the previous 

contract authorizations that have been voted by Congress? Is that en-

tirely free and unencumbered? 

T!tE PRESIDEI\'T: No . As Har old says , most of this is· for the additional men, 

and the things thaf go w1 th them -- uniforms , etcetera, that are coming 

in at the present time . Very largely personnel , isn't i t ? 

t:R . HAROLD S!!rTH: This is an extension. In other words , that begins the 

end of t his fiscal year on what we h.ave now i n the way of supplements 

and appropriations for the Army and Navy. 

Q llhat I was trying to get at, sir, is y;hether ell these figures in the 

Budget -- including the 13.6 and the deficit figure, etcetera -are 

ba sed on this :premise, and include this, or whether any additional 

money that comes a l ong later w 11 go over and above t hese figures? 

I 
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THE PRESIDEm': You will find that is an in the Swnmary Table at t he end 

of the !.!essage 1 tself. The General Budget SUmmary. 

Q Well , contracts are still to be let for this 24 billion? 

' TRE PRESIDENT: Yes , yes . 

Q (interp~sing) !.!r. President 

Q. (conti nuing ) You will find tbst on that General Budget pe.ge (xxi) 

about - - under Expenditures number Four -- 52 billi on , 786 -- included 

in t here . 

MR. BLANDFORD: . V~. President, there i s a Table on page A-84 , which sun~rizes 

the whole national defense picture. 

THE PRESIDENT: '//hat is t hat page agai n? 

MR. BLANDFORD: A- 84. In the Appropri ations column -- ' 43 -- to t he extreme 

left. 

) THE Plm>IDENl': Oh , down at t he bottom, Yes. 13 .6 . 

MR. BLANDFORD: The Supplemental item is an estimate of appropriations to 

be submitted . On the other band , v~ have included on the ixpenditure 

side - - Estimated ' 43 , fourth column over -- 17 billion dollars worth 

of expenditures by - --

THE PRESID::Nl': (·interjecting) Uarked Supplemental Items? 

!.m. BLANDFORD: ( cc:>ntinuing) --- !~rked Suppler-ental Items , that is, .::.at 1-

mate of Expenditures . We bave arr ived at t hat total of 52 .7 as tbe 

expenditures for national defense , t o which must be adqed about 3 bil­

lion for corporation expenditures t o get the t otal of 56 . 

MR . ~OLD SMITH: (interjecting ) Yes, that comes out t here next . 

lt.R. Bl..Ai'IDFORD: (continuing ) The only quest ion is the exact amount of the 

supplemental approprictions . oie have the expenditure side. 

Q What 1·s it that must-be added~---

.. 
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MR. BLANDFORD: Approximately 3 billion for corporate expenditures --

R.F .C. and i t s various subsidiaries that are working in the nat ional 

defense picture . 

(( May I ask a question? On Table A-84 you have Appropriations showing Navy 

Department 5 billion 9 , and for the 1'/ar Department 6 . 3 . And you have 

Expenditures tor t he same year shown as 6 .8 for the Navy:, and 18 .6 for 

the ·,1ar Department . In other words , in one place you have Appropria-

tiona of about 12 billion , roughly, and Expenditures of about 25 bil-

lion . Now, does that mean that these -- this Appropriation of 12 bil-

lion under these two items, plus appropriations already made by Con-

gress , produce that 25 billion in Expenditures? Is that right? 
' , 

MR. HAROLD SIT'IH: That is rigjlt. 

MR. BLANDFORD: Plus appropriations to be submitted in January and subse-

quently, SUpplement al appropriations ,.-- · 

Q (interposing) SUpplemental items are down here under 17 . 

MR. BLANDFORD: (continuing) ---And you notice t hat no amount is estimated 

opposite the Appropriation for ' 43. 

t:R. HAROLD SlflTH: (interjecting) Appropriation for that ' 43· 
0 

MR, BLANDFORD: (continuing) We have estimated the expenditures possible 

under our 56~ -- 50% of our national income -- but we have not yet 

estimated the total amount or the Supplemental& to carry out -- which 

may carry throusn another fiscal year -- such authorizations as ship 

construction . 

Q Thank you very much . 

!ffi , BLANDFORD: You have got a complet e pictur e of the Expenditures, but 

the Supplemental figure is to be supplied later. 

C uhere does this 13 bi~lion figure - - what does that take in if the Supple-

-
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mental items are not estimated? 

MR. BlANDFORD: Well , this would total all of the figures above. 5.9 for 

Navy, and 6.3 for Wax, an.d the others that axe listed below. 

TID: PRESIDENT: Well , let •s 60 on to page 7. 

(reading): "WAR ElCPENDITORES 

"Total war eXJ!enditures are now running at a rate of 2 
billion dollars a month and may surpass 5 billion dollars a month 

during t he fiscal yeax 1943 . As against probabl,e budgetary war 
expenditures of 24 billion dollars for the current fiscal year, 
.our present objective calls for war expenditures of neaxly 53 
billion dollars for the fiscal yeax 1943 . " 

That gives you the figure of 56 we were talking about . 

(reading): "And in addition, net outleys of Government cor­
porations for war purposes are estimated at about 2 and 3 
billion dollars for the current and the next fiscal year, 
respectively. " 

Q What was t he total war expenditure in the World War , do you happen to 

lmow, llr. President? 

Q (aside) Look in the World A.ln:anac . . \ 

Q About 21, ~~sn •t .it? 

THE PRWI DENT: !!ore than that -- 48 -- it was about 41 . .And then, you 

rememb~r , at the end of the World \Var, we sold an awful lot of stuff, 

and cancelled contracts for a lot of stuff that hadn ' t been actually 

completed, bringing, as I remember it, the total cost of the war, 

after those sales had been made, to about 29 billion . That is very 

rough -- something like that , And then in the -- in the Coolidge, and 

first year of the -- of t he Hoover administration , that had been cut 

t o about 21 billion total national debt. 

(readins ): "These huge expenditures for ships, planes, and 
other war e quipment will require prompt conversi on of a l a rge 
port i on of our industrial .establishment to ,,sr production. 
These e s timates reflect our detemination t o devote at least 
one- half of our nat i onalp !.'OdUct ion t-o the war effort, 

' 
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"The a&ehcies responsible for t he administration of this 
vast, program must make certain that ever y dollar is speedily 
converted into a maximum of war effort . lie are detel'lllined to 
hold waste to a minimum." 

I don ' t know whether it's the appropriate place , but I see no 

019 

reason why you shouldn' t know the fact that during the past two weeks, ... 
in talking to these various people -- I think I mentioned it the other 

day -- I was a bit appalled by the fact that so much of cur production 

was still going into civilian use . We knew, for instance , last --
._) 

about September, that out of the total production of steel in the 

United States , only about 25~ of it was gcing into war production. 

And it was a large question, at tha t time , as to whether we 

• 
shouldn ' t start new steel plants, to get· more steel production. And 

we have started a few, but it takes a year and a half to bui ld a steel 

plant before it starts turning things rut • 

So we adopted the only other pcssibili ty, besides adding a 11 ttle 

to existing production. And-that was to cut more deeply into civilian 

production. I can't give youth~ exact figures. but between last --

I think it was from September, when we t~lked about it -- the amount 

- -the percentage of defense steel has risen from about 25% first, to 

30%, then t o 35%, whicH still means that 65f& is going into civilian 

use . 

So when Lor.d Beaverbrook first get over here , I said , ""llhat at>e 

your percentages? " "Wel~" he sa id, "our percentages are very nearly 

turned around. 75% of all the steel made in England is going into y~r 

use , and 25% ·to civilian use . " 

Now this program will not get us as hi gh as 75% of steel production 

for war use, bu~ it will be a whole lot higher than the present 35%. 

My own estimate is that i t will run probably as .h.i gn a.s 55%, or even 

" .. 
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6()1,, meanins tJ:et the civili an use of steel has go t to be cut a lot 

more t han it bas been cut already. 

And the other thing I think I can bring out is that in making up 

t hese total e stilllates , of course I sent for the Budget people who were 

responsible . For example, I sent for the Marit ime Commission , and I 

poin.~ed out to them that one of the really vital things we have got 

t o get is u1ore tonnage, and while on the relative sinkings and build-

i ngs at the present time we are holding even , we have got t o make sub-

s t antial gains of building over losses . 

And I said to them, "What are you making now?" "'tfell , we are mak-

ing nearly 6 million tons this year. " I said, "17hat can you step it 

up to? " "Well, " they said, "We can step -- step i t up ·another million 

tons ." I said , "Not enough. Go back and sharpen your pencils . " That 

is just illuetrati ve of the method . So they went back and sharpened 

their pencils, and they came back, and they said , "It will hurt terri bly , 

but we believe that if we a re t old to we can turn out 8 million tons 

of shipping this year ." I said , "Now you' re talkina . " And I said , 

"All right now, for ' 4.3 what can you do? Can you turn out 2 million 

more tons, to a total of 10 :nillion tons of shippi ng?'! And they 

scratched their beads , and came bee~ a nd said, "Aye , aye, s i r , we will 

do it . " That's j ust an illustration . · 

Then it came t o planes, tanks, anti-aircraft guns . AJ!d I have 

been at them for two weeks, sometimes telling them to go back and 

sharpen t heir pencils. 

The other day I had a ffnal conference with Knudsen and Nelson, 
' 

and I gove t hem what I would like t o see done -- I knew i t woul d be 

awful hard work f or them -- and outlined the 60 thousand planes this 
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year, of which 45 thousand would be canbat planes . And I nearly 

took their breat h away. "Can you make the 125 thousand plane.s next 

year , of which 100 t bouaand woul d be combat planes?" And they talked 

it over a while , and finally they came back -- t o give me t he green 

light when I go up to Congress -- and again tbey said, ~Aye, aye, sir. 

We will do it , sir . " 

N O'II' that has been the result of the last two weeks, aDd it is a 

very magnificent thing t hat t h&y are doing, because they are accepting 

pr obably the most difficult production job in all history, And it will 

put us , if we ge t them - - I think we will - - it will put us in the 

position to win the war . 

(reading):"THE CIVIL FUNCTIONS OF GOV::RNJ.:ENT 

"In a true sense, there are no longer nondefense ex­
penditures . It is a p~rt of our war effort to maintain 
civilian services which are essential to the basic needs of 
human life . In th.e same way it is necessary in wartime to 
conserve a.t r natural resa.trces a.nd keep in repair our 
national plant . We cannot afford waste or destructioc, for 
we must continue to think of the epod of future generations 
of Americans ." 

And then I have picked all the essentials out of here, because 

they are what we need:" 

(reading) : "For example, we rr.ust maintain fire protection 
in our forests; and we r:ust maintain control over des­
tructive floods . " 

I don ' t 1'/&at to have all our woods, etcetera, burn up. I don 't 

~~ to bave any , if we can help it, any recurrence of that Obio flood 

that slowed up production tarribly . As it did, it swept away whole 

factories. 

(reading): "In the preparat i on of the present ~get, ex­
penditures not directly related to tha ' war have been reduced 
t o a l1ll nimum or reoriented to the war }>rogram • 

. --
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"We all know that the r.ar will bring hardships and r equire 
adjustment . Assisting those who suffer in the process of trans­
formation and taxing those who benefi t from the Will' are integral 
parte of our national program. 

"It is estimated that expenditures for the major Federal as­
sistance prograi!IS - - farm a i d, 'M>rk relief , yout h aid -- can be 
reduced by 600 million dollars from the previous to t he current 
fiscal year, and agai n by 860 mill ion dollars from the current to 
the next f iscal year . These program.s will require 1.4 billion 
dollars during the fiscal year 194.3, about one-half of the ex­
penditures for these purposes during t he fiscal yeo.r 1941. 

"Improved economic conditions during the current year have 
made possible the execut ion of e conomic and s.ocial programa w1 t b 
smaller funds than were originally est imated . By using methods 
of administrat i ve budget control , 415 million dollars of appropria­
tions for civi l purposes have been placed in reserves . " 

Harold Smit h , by- picking out two million here and sticki ng it in 

the cupboard, and a few million t here and sticking it in the cupboard, 

bas accumulated 415 million dollars in the current fiscal year . And 

he says he is not gping to let any of it get out . I am quite glad to 

see he has still got the bulk of it . 

Q Do you have any objections to covering that into the Trea sury by legis-

lation? 

THE PRESIDZ:.fl' : By whet? 

Q Do you have any objections to covering that into the Treasury by legis-

lation as a joint economy proposition? 

THE PRESIDE!.fl': I t hink it is awfully far to look ahead . You can' t t!)ll 

what will happen . It is our best guess in January. But after all we 

are honestly trying to cover i t into the Treasury, but there might be 

something we would have -- i f we did cover it in by legislation and 

sometb ing happened -- we woul d have t o go and get another appropriation 

out of C0118ress . It is a quest ion of good t'ai th . .le will do the best 

we can • 
.· 

Q " bat happens , sir, the end of a fiscal year? 

v 

.. 



• 

THE PRESI!mfl': Then it is &Znverted automatically . ' 

~ Aut omatical ly? 

THE PR3SIDENT: Yes. 

/1797 -- 16 023 

(reading): "EXcluding debt charges and grants under the Social 
Security law, total expenditures for other than direct war pur­
po'ses have been reduced by slightly more than 1 bill ion dollars 
in the next fiscal year . " 

We worked awful hard to get it up over a billion. I believe 

t here are some people who say , "Let it so as hi gh as a billion and a 

half . " But that is primarily the decision of the Congress. If they 

~~nt to stop certain functions of Government entirely , well , of course, 

they can do it . They are the - - they keep the purse strings . 

(reading) : "AGRICUtTUR4L AID. - - I propose to include contract 
authorizations in the Budget to assure the farmer a ptll'ity return 
on his 1942 crop, largely payable in the fi scal year 1944. I do 
nq,t suggest a definite appropriation at . this time because de­
velopments of f arm income and farm prices are too uncertain. 
Agricultural incomes and prites have increased and we hope to 
limit the price rise of the products actually bought by the 
fanner. But if price developments should turn against the farmer, 
an appropriation ~111 be ~eeded to carry out the- parity objective 
of the Aericultural Adjustment Act. • 

"The remaining expend~tures for the agricultural program are 
being brought into accord w1 th the war effort . Food is an essen­
tial ;-;ar material. I propose to continue the soil conservation 
and use program on a moderately reduced scale. Acreage control 
by cooperative efforts of farmer and Government was inaugurated 
in a period of over-production in almost all lines of farming . 
Then its major objective was the curtailment of production to 
halt a catastrophic decline in far1.1 prices . At present, although 
there is still excess production in some types of farming , 
serious shortages prevail in other types . The present program 
is designed to facilitate a balanced increase in production and 
to aid in controlling prices . 

n·.~oR:-: PRCJ3CTS . - - The average number or \7 .P.A. workers was 
two million in the fiscal year 1940, the year before the defense 
program started; the average has been out to one million this 
year. 1'/i t h increasing employment a further considerable reduc­
tion will be possible . I believe 1 t will be necessary to make 
some provision for work relief during the next year . I estimate 
tentatively that 465 million dollars will be needed for \Y .P.A. , · 
but I shall submit a specific request later in the year. Workers 

' 
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of certain types and in certain regions of the country probably 
will not all be absorbed by war industries," 

You know the human side of that . All you have to do is go to your 

own home tO'i'lll , where you n:eet friends and where you know everybody 

and find a certain type of person who couldn' t possibly be useful on 

war work, and who probably, as long as be lives , will be a charge on 

the -- on the Home Relief, or on W.P .A. I have quite a number of people 

in mind . 

(reading): "It is. better to provide useful work for the unem­
ployed on Jllblic projects than to lose their productive po~r __ 
through idleness . Wherever feasible they will be....imployed on-war 
projects . 

"!.:at erial shortages are creating the problem of 1 priority 
unemployment . • I hope the workers affected will be reemployed 
by expanding war .industries before their unemployment compensation 

ceases. Some of the wor kers affected will not, however, be 
eligi ble for such compensation and may be in need of assistance. 

"Rather than rely on rslief a determined effort should be 
made t o speed up reemployment in defense plants. I have, there­
fore , instructed the Office of Production Llan.agement to join t he 
procurement agencies in an effort to place contracts with those 
industries forced to cut their peacet~e product ion . The in­
g&nuity of American management bas already adapted some industries 

to war production. Standardization and substitution are doing 
their part in maintaining production. Ever-increasing use of sub­

contracts, pooling of indu.strial resources, and wider distribu­
tion of contracts are of paramount importance for making the 
·fullest . use of our · resources . The newly nationalized l!)nployment 
Service will greatly help unemployed workers in obtaining employ­

ment . " 

Right in there -- neither here nor there -- but tt is one of those 

specific cases that sometimes crop up. It 's a @POd illustration . 

' I was home -- oh -- about four months ago, and a fellow named 

. well, never mind the name -- from Poughkeepsie came to see me . He , 

and his rather, and grandfather, ra.n a sash and blind works - - made 

r.indow sashes 81kl. blinds . The finn is a little over a hundred years 

old . And he came to me, and he said, "I am all out of orders. There 
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is no more priva.te buildi ng in n.Jtchess County . What \'.ill I do? We 

have got JO first - class carpenters and cabinet makers that have been 

with me for years and years. " ~ell, " I said , "can ' t you do some war 

110rk?" Hs said, "I don ' t know," "Are they ordering any ~oS} cabinet 

work tor this war?" "I don' t think so , We don ' t do steel. " 
1 

I brought him down here to Odlum' a office and explained the si tua-

tion. And I got b.lsy on this thing . I said, -- whan I was getting my 

nose done -- to Ross M~Intire, "You are just a little tiny cog in the 

Navy Department , are you still buyi ng steel medicine cabinets to put 

up on the wall?" 

And he said; "Yes ~" 

"Couldn ' t you use a wooden medicine cabinet ? " 

He said , "Sure ," 

"Are you still _buying steel bookcases, and steel desks , tor your 

hospitals? " 

He said , "Yes . " 

"Couldn ' t you use wooden ones just as well?" 

"Sure." 

Well , t hat 's one -- just one illustration . 

Then I sent for the J.!a.ri time Commission. I said , "On your ships, 

do you , i n the Officer s • quarte;s or the !~ess • s or the First Mate• s, use 

don ' t yoo have a certain amount of 1·:ooden wainscot i ng?" 

They said , "Yes . " 

"And where are you getting it?" 

"I don't know. " -

The net result was that this man in Poughkeepsie came down her e , and 

he was handed a list of wooden cabine t wor k that could be used for the 

' 
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Government - - substitutes mostly , And he was asked, "Aren' t there any 

other woodworking companies like yours in Hudson Valley that are 

going out or busi ness for lack of wor k? " 

And he said, "Yee . One in Newburgh, one in Kingston, one in Bud-

son, and I think one in Peekskill that I know of . They are alTin the 

same fix I am in." ~ 

So they said to him, "All right . How much can the five campanies 

in the Hudson River Valley take?" Just to employ the actual men now 

i n their employ - - in Poughkeepsie t here were 30 carpenter s . 

And he went back there, and they have got enough Gover nment 

orders to keep 150 men steadil y at work for at least a year on build­

ing wooden substitutes for the Government. And then, the 150 skilled 

workers that are employed by the use of a little ingenuity . 

Now that sort of thing we are beginning to get into our stride , 

but it means , as you know, -- it means going and searching out the 

places where that kind of a solution of the p1•oblem is needed . And, 

well , we are doing it as f a st as we can. 

(reading): "AIDS TO YOUTH. - - Under war conditions there is need 
and opportunity for youth t o serve in many ways . It is thexe!ore 

. possible t o make a considerable reduction in the programs of the 
Civilian Conservation Corps and the National Youth Administration . 
The youth , too , will be aided by the United States mployment 
Service in finding employment opportunities ." 

I don't know an,ytLilig about it yet. 

~ ~ . ~esident , at t hat point, that 100 million dol lars is contained in 

the Budset, however'i' 

THE PRBSIDE.\l'l' : Yes, that is in, And I am expressing the pious hope it 

won ' t all have to be used . 

(reading) : "Although I am estimating 100 million dollars for these 
two agencies, excluding 50 million dollars for defense t raini ng, 
it is probable that the total amount will not be needed . I am 
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post}loning until next sprinS presentation to the Congress of 
S}lecific recommendations as to youth aid . 

"PUBLIC i'!I)RKS PROGRAll. - - The public wiii:B program is being 
fully adjusted to the war effort . '.l' he general }lTOgram of 578 
million dollars includes those projects necessary .for increasing 
production of hydroelectrl:c power, ro'r flood control, and for 
river and harbor work related to military needs . Federal aid for 
highways will be expended .only for construction essential for 
strategic purposes . Other highway projects will be deferred until 
the post- war period . For all other Federal construction I am 
restricting ex}lBnditures to those active projects which cannot 
be discont inued without endangering the structural work now in 
progress. " 

~ Ur. President , in connection with the hydroelectric -- is there in the 

Budget -- have you included en estimate for t he first year ' s work on 

the Saint Lawrence power? 

THE F:U:SIDEl\11': I don ' t think we do . No . Gff -- I think -- I don't think 

we included it for any of the essential defense projects that are 1n 

the bill that is now up in the House. 

Q In '43, on the highways, t~ere will be no lump sum allocations for the 

Stat es other than for actual defense? 

THE PRESIDENT: I hope not . 

'1. That ' s fine . 

THE PRSSID::l\"T: It depends a 11 ttle on Congress . It is going to be awfully 

hard for the Concress to cut tltings like State higll .... ays . 

<i In that connection, hllve you mentioned the possibility or using S .P .A.B. 

allocations to prevent the use of strategic materials among ---

THE PRESID~'T: (inter}lOs ing ) In among what? 

Q The possibility of using S .P .A.B. authority to prevent the use of strategic 

materials in public construction, even though the money h.o.s been ap-

proyriated? Is it all right talking about that? 

TH:: P!USIDE.!\T: I think so. I think that is part of it . It all fits in on 

the alloce.t ion thing . And of course, as you know, we are being somatimes 

) 
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a little bit high- banded . Some fellow has a beautiful idea for put-

ting up a better apartment house, and so forth and so on. He has a 

perfectly legal right to do it. But it does not fit in , so somehow or 
~ 

other the materials don ' t get to him. 

~ Couldn't the same thing be done when it comes down to improving towns, 

as regards certain appropriations? (laughter) 

TlE PRESIDENT: Well , I don ' t lcnoYt. Thst is - - what ' s the word? clubbing? 

UR. HAROLD s:.:ITH: As a big stick , Mr . President . 

THE PRESIDE;~: ,/hat? 

~. HAROLD ~TH: As a big stick. ~e are not going to have s t eel , and 

build reinforced concrete roads , so that Congress might very well ap-

propriate the roads, but they might not be built for the lack of steel • 
. 

THE PRESID::::NT: And remember that came from the Director of t he Budget \ 

{laughter) 

Page Ten . (reading) : "CIVIL DEPJ\RT:.:t..""1''S Jll!D AGE:CIES . - - Tbe 
work of the civil departments and agencies is undergoing thorough 
reorientation. Established agencies will be used to the greatest 
possible extent for defimse services. blany agencies have already 
made such readjustment. All civil activities of the Government 
are being focussed on t he war proeram." 

~ !lr. President, in that connection -- from people like us who don 't know 

anything about it -- I have heard it fran fri ends v.ho ask-- as long 

as we are SJ:ending all this money f or ~:ar, why do we need all these 

bureaus in the Col!lllerce Departo:ent and the Agriculture Departn:ent , and 

so forth? Does this paragraph mean t hat? 

THE PRESIDENI': It means that -- the answer is that it is awfull~ ea.sy to 

say a broad, generel thing 'like that 1 but when you come down to actual 

cases -- well , for instance, we know that the Department of Agriculture 

has all kinde of bureaus in it. The Bureau of Animal Inspection--

!.:y Lord, can ' t we let that go until the end of the war? 7:het: you come 
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clown to it, ought we to let that stop during the period of the war? 
' 

OUghtn' t we to protect t he health or t he p eople? Oughtn' t we t o see 

t o it? Look at the· bureaus -- the Bureau t o Eliminate 'l'icks on Cattle, 

to eliminate the Boll Weevil, to eliminate the Pea ch Moth, and so forth 

and so o.n . 

The answer is t ba t we are fight ing nature all the time along t hose 

lines . The pi ne blister rust - - they are fighting nature, in order 

to keep from getting overwhelmed by nature . 

And if we once let up on t he fight , it ::e ans tba t t he work will 

be just twice as hard . There wi ll be an awful lot of ultimate damage 

caused by nature -- the pest s of nature . We are cutting t hem . lie are 

cutting all those bureaus , but we are still keeping the service going 

on . 

• ?Jl . HAROLD~: L:r . President , may I implement that just a little hit 

with a specific illustration in connection with economic defense . For 

example , arrangement ·has been made for a large part of the st aff of t he 

Tariff Commission to be working on t he program on economic defense . A 

considerable part of t he staff of the Bureau of Forei gn and Domestic 

Commerce -- of the Commerce Department -- also works in that field . 

And you get the situation where the Federal Power Cor.unission, for 
... 

example, -- while t hat has been modified since then -- t he Federal 

Power Commission has been devoting hours of its time t o - - to ferreting 

out bott lenecks , and planning po~er programs and inter-connections, 

etc . A great deal , much more than anyone thinks - - until you get down 

to t hese departments and bureaus , one after· t he other -- is bei ng 

orientated to the war effort . 

, Q. ~r . President, before you leave t h i s section dealing with reduct ions, 

~------~--------------~~------------------------------~-----
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what happens to the Food Stamp program? 

THE PRESIDE!<<'!': I haven't beard of it for six months . What 1 s happened to 

the Food Stamp progrwn? (t urning around) 

Q. There is elimination of - - of an appropriation for 25 million dollars 

for the disposal of surplus commodities. I wondered how that affects 

the Food Stamp program? 

TH8 PRBSipENr: You have got me cold on that . I don 't know. 

!.!:R. BIANDFORD: !.<r . President , that particular activity comes under t he export-

domestic consumption. And while in ' 42 we had a total appro:t:riation 

of 222 million dollars, we are incl uding 132 million dollars in ' 43, 

which is the '30% of customs not supplement ed by any additional ap-

propriation. 

TID! PRESIDEllT: \'Illy as n.uch as that, Jack? 

UP. . BLANDFORD: ~¥ell , curiously, our customs receipts , as I recall it, have 

- ' 
gone up. In any event, with the 3~, sir, you do get corresponding 

reductions in all of the programs financed out of that appropriation, 

which includes the Food Stamp Plan, the Cotton tltamp program, etcetera. 

They are all in on t hat 132 million dollars, and items for reduction . 

He have , I think, a figure of 26 million dollars as the reduction in 

the Food Stamp Pla.n. 

~ 2 6 , did you say? 

1-:R, BLAl'<DFuRD : 26 . 

THE PRESI DJTh'l': · Well, somebody will have to justify it before Congress , I 

won't attempt to. (laughter) I should think the r eduction should be 

larger, but it ' s all right. 
' I 

(reading ): " F£DERAL GRANTS Al'ID DEB!' SERVICE. A few categories 
of civil expenditures show an increase. Under existing legislation 
f ederal gr ants. to match the appropriations for public assistance 
made ~ the i~dividual States will i ncrease by 73 million dollars." 

~. 
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That is in accordance with ex1st1ng law, and or course t he bul:k 

or it is on-- it might be called health itema . There is more money 

for the bl1n4,, there is Dlore money r or widows , and or:phans, a.ll in 

accordanc• with the existing law that I have to follow in this Budget . 
• !!' 

Q Is that the matching, Mr. President? 

THE F'RXS IDEm' : \'lhat? 

---nQ--Tis that the 

THE PRESIDENT: (interposing) That is the matching. 

~ Uatching provision. of Social Security. 

(reading) : " I favor an amendment to the Social Security Act 
which would modify matching grants to accord w1 th the needs of 
the various States. Such legislation would probably not af­
fect expenditures substantially during t he next fiscal year . " 

~ell , you know what we have been trying to do on that . It is going to 

-
be a hard thing to set through a - - oh, ~~at? -- a State like Georgia, 

which hasn ' t got the taJOO.ble values in the State. And therefore, when 

they come t o a matching program with the Federal Goverment , their 

total is very, very low, if judged on a per capita basis. That does 

not take care of their sick, and bli nd, and unemployed , and relief 

people, and so.forth and so on, because the State hasn't got the t ax-

able value . 

I n a state like New York, on the other hand , they heve got the 

taxable values . They can put up much larger fUnds, again on a per 

capita basis , than the State of Georgia . 

Now the objective is that the Federal grants will be so distributed 

as to help the poorer States more greatly than the richer Stat es . And 

that would not be left to the di~cretion of ihe State legislature 

' 
because a lot of them might try to save money on that basis - - but 

would be based on some kind of an index f~e, which ill ;turn v:ould be 

-
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based on the per capita income of the· individuals in all of the States . 

The individual~- the St ates that have the highest per capita i ncome 

would get t he least , and the States that have t he lowest income would 

get the most , Well, that is something we are shooting for,. and have 

been for the last year . 

Q Well , Mr. President, is.n ' t that provided in the Connally bill ? I saw 

Senator Connally introduced a bill providing t hat system of matching • 
• 

THE PRESIDEtll': I don ' t know. Has he? 

MR, HA.ROLD Sl.ITTH: I don ' t know . 

THE PRESIDENT: I don ' t Jmo·11. 

Q It grades the richer States by rates , Mr . President . 

T.<B PRESIDENT: Yes , depending on t be per capita income in each State . 

~ I mean the present grades . 

THE PRLSIDENI': ·:/hat? 

Q The present r uts of 

THE PRl!!SIDENT: (interposi ng) That is entirely up to -- I have t o follow 

t he pr esent law. There is nothing I can do about it . I have to put 

in an estimat e in accordance with what those St ates are putting up • 

themselves . If they increase t he amount to spend under the present law, 

I have got to do it too. 

Q. t'/ell, l.lr . President, do y:ou think under present circumstances there is 

sane chiseling on the part of some back't~ard States that are trying to 

dump it on the Federal Government? 

THE PRESIDENT: No , because we don't - - as a general rule it's on a matching 

basis, so if they put up l ess we put up less . 

Q Is there any possibility some of t hese alleged backward States hope the 

Federal Government would come along and carry more of the l oad for them 

' 
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in the future? 

THE PRESIDENl': It depends largely on what kind or administrat ion they have 

got . 

Q Do you hope to get that t hrough t h is yea.r? 

THE PRESIDENT: What? 

Q Do you hope to get that through t his year? 
~ 

THE PRESIDENI': I hope to , ·Yes . Congrdss will be here for 359 more days. 

Q Isn' t this a reversal on t he part or the Administration? Congressman 

Mississippi ' s Congres sman, and several of them, tried to get this 

shelved in the House , and i t also came up in the Senate; and in both 

Houses "'<~ministration leaders fought and defeated it . 

THE PRESIDEill' : I didn't know that , 

Q At that time a rose the question of so- called poorer States. 

Q That was on Federal Education, wasn't it? 
I 

Q No , sir. 

Q No , no, ConnslJy amended some bill in the Senate a year or so ago . That 

was finally thro1•m overboard . 

THE PRESIDENt': Oh, Yes . That was too much "rule of thumb ," 

{reading): "Because of heavy Federal borrowing, interest charges 

are expected to increase by 139 million dollars in the current 

fiscal year, and by another 500 million dollar s in the fiscal 

year 1943. Debt service i s, or course, affected by war spendfhg. 

"COORDINATION OF FISCAL POLICIES 

"The fiscal pol~cy of the Federal Gover nment , especially 

w1 th respect to public worlcs , is being reinforced by that of 

State and local gpvernments . Executive committees of the Council 

of State Governments and the Governor s ' Conference have issued 

excellent suggestione for hannonizing var ious aspects or State 

and local fiscal policy with national objectives . These govern-

. menta are readjusting many of their services so a s t o expedite 

the v1ar program. !!any are making flexi ble plans for the post­

war readjustment and some are · accumulating fi~cial reserves 

for that purpose . The larger the scale of our war effort , the 

' 
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more important it becomes t o provide a reservoir of post-war work 
by business and· by Federal, St ate, and local governments. 

"FINANCING THE \'IAR 

"Deter~nation , skill, and mat eriel are three great necessities 
for victory Methods of financing may impair or strengthen these 
essentials . Sound fiscal policies are those which will help win 
the war . A fair distribution of the war burden is necessary for 
national unity. A balanced financial program will st imulate the 
productivity of t he Nation and assure maximum output of war equip­
ment . 

"'111 th total war expenditures, including net .outlays of Govern­
reent corporations , estimated at 26 bill ion dollars for the cur­
rent fiscal year and almost 56 billion dollaTs fo r the fiscal 
year 1943, war finance is a task of tremendous magnitude requir­
ing a concerted program of action. 

" RECEIPI'S UNDER PRESENT ll'CISlATION 

"Total receipts from exi sting tax l egislation will tri ple 
unC.er the defense and war programs . They are expected t o increase 
from 6 billion dollars in t he fiscal year 1940 to 18 bi l lion 
dollars in the fiscal year 1943. This increase is due partly to 
the expansion of economic activities and partly to tax l egisla­
tion enacted during the lest 2 years . As we appr oach full use 
of our resources, further increases in revenue next year must 
come predominantly from new ta~ measures. rather t~an f rom a 
greater tempo of economic activity, Taxes on incomes, estates, 
and corporate profits are showing the gr eatest increase . Yields 
from employment t axes are increasing half as fast; and the yields 
from excise taxes are increasing more slowly; customs are falling 
off ." 

Of course that is obvious . 

(reading): "On t he whol e , our tax system has become more 
progressive since the defense effort s tarted ." 

Then you have got a table . 

Q. !.:r . President, on the employment taxes , does this imply a recommendat ion 

either by the Treasury or Social :Security Bureau for an increase in 

payroll t axes? 

THE PRESIDE..\lT: Yes , empl oynent taxes . 

Q ibat has been suggested , but it hasn 't been proposed officially? 
, 

THE P!lli.3I DENl' : Yes , that i s one of the things . 

~------~-----------------------------------~--~~--~----~~~~ 
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(See Table on Page XI of Budget Message appended) 

Q Mr. President , could you tell us what Tabl e would have that most 'graphi-

cally in dollars? 

MR. HAROLD SMITH: Tha~ is - - Receipts, Schedule 1. 

Q What page? 

MR. BLANDFORD: Page Xx:ii . And then t here is a atateinent , number one, 
'-
which goes over and starting new series D-4 in more detail, on page AJ . 

Q ThaUk you. 

(reading): "DEFICITS UNDER PRESENT LAI'fS 

"TJ:ie estimate of deficits must be tentative and subjec-t to 
later revision. 'l'he probable net outlay of the Budget and 
Government corporations, excluding revenues from any new taxes, 
will be 20.9 bill ion dollars for the current fiscal year, and 
45 .4 billion dollars for the fiscal year 1943 . Borrowing from 
trust funds will reduce the amounts which must be raised by taxa­
tion and borrowing from the public by about 2 billion dollars 
in the fiscal year 1942 and 2 .8 billion dollars in the fiscal 
year 1943. " 

Then follows a Table which I neve'r saw before, but i t • s all 

right. 

(See Table on Page XI I of Budget Message appended hereto) 

.. , 
,~ .. 

(reading): "In estimating expenditures and receipts, only a 
n1oderate rise in prices has been assumed. Since expendi tin-es are 
affected by rising prices more r apidly than are revenues, a greater 
price increase would further increase the deficit." 

Q 1tr . President, would you have t bat assumpt ion confirmed if t he Congress 

moves pretty fast? . 

THE PRESIDENI': What? 

Q Would you have that assumption confirmed if t he Congress moves pretty 

fast? 

TilE PRESIDE~T : Yes, yes . The quicker the better . 

(reading): "THE i~ FOR ADDITIO!Lb.L TAXES 

"In view of the tremendous deficits , I l'eemphasize my re-

--
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quest ot La-St year that we.r expenditures be financed as tar 'aS 

possible by taxation. When so many Americans are contributing all 

their energies and even their lives to the Nation' s great task, 
I am confident that all Americans will be proud to contribute 
their utmost in taxes. Until this job is done, until this wt~r 
is wn, we will not talk of burdens. 

"I ,believe that 7 billion dollars in addi tional taxes 
sb.ould be collected during the fiscal year 1943 · Under new 
legislation proposed later in t h is ~essage , social security trust 

funds will increase by 2 bUlion dollars . Thus new means of 
financing would provide a total of 9 billion dollars in the fis­
cal year 1943· "· 

It ' s the objective . 

(reading): "Specific proposals to accomplish this end will be 
transmitted in the near future . " 

Of course I suppose the Treasury will do that . 

(readi ng): "In this !!essage I shall lLdt my recamnendations 
on war finance to the broad outline of a program." 

Q 11r . Presnl.ent , may I interrupt a moment? Could you tell us how you hap-

pen to arrive at 7 billion dollars, rather than six or eight or some 

other figure? 

THE PRESIDE!\"T: Two ways, by asking what the maximUIII was that v1e could raise, 

and then a eking the coi!Verse of it, "Will the country stand that amount?" 

Q Mr . President, this contemplates almost a 50% payment of 56 billion dollars 

out of taxes then, doesn ' t it, or out of taxes borrowed from trust 

funds for the 18 billions estimated from present taxes in ' 43? 

THE PRESIDENI' : No . The 18 includes , doesn't it, Harold? 

MR. HAROLD ~ITH: No . 

~ It says "exclusive," I t hink , sir . 

THE PRESIDr.:~~ ~iai t a minute . (reading): "Total receipts from existing 

tax legislation are expected to increase to 18 billion dollars ." 

Q Total 27 billion dollars? 

Q. Almost half or the 56 to be spent . 

~----------------------------------------------------------~~~ 
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THE PRESIDENI': Well , on the General Budget Sllj,umary, column one, item f'our 

Roman, you have got "receipts ~rom proposed tax legislation of' 7 bil-

lion." 

Q Where is that , s1r? 

Q .Page 21. 

THE PRESIDENT: Page 21 -- Roman. 

Q You have 16.48 up above . 

THE PRESIDENT: That is in. In other words that gives you the actual bud-

·-getary figures of 42 billion, minus receipts from proposed tax legis­

lation, or bu.dget deficit under proposed tax legislation, 35 billion. 

c About 23-1/2? 

THE PR!:SIDENT: Yes. 16 plus 7 equals 23-1/2 . 

C' (interposing) Mr. President, are the nev1 Social Security taxes in that 

Table? 

THE PRESIDENT: (continuing) 2 billion makes it 9 . 

Q (inter~osing) 
) 

In that ---

t.m . B.I..ANDFORD: (interjecting) On :t:ase 12. 

Q (continuing) --- Table on page 21? 

J.m. BLANDFORD: In that t able on page 12 . 

!.!R . HAROLD SMITli: Item J , 

Q Ur. Presi dent , is it correct then to say that the total amount or taxes 

is a pproximately 27 billion, as a~dinst the 17.8 , plus the --­

THE PRES!~~: (interposing) 25-1/2 isn't it? 

Q (interposing) Does that 25-1/2 ---

THE PRESID~: (Continuing) About 25- 1/2. 

Q Docs that 25- 1/2 include deductiollS you are tieaucting from any -- deduct-

ing from the Old Age i nsurance, which bas to be collected? • 
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THE PRESIDENT: Yes, 

Q So the' actual collections from the people would be 27? 

MR. BLANDFORD: 18 and 9 total collections. 

MR¥ HAROLD sr.!ITH: You have got Social Security taxes in there, 18 and 
~· 

9 in that total, which are not applicable to the general budget but are 

applicable to finance . 

Q It would be 25 then, without the Social Security? 

MR. BL.~FORD: 1.3 plus J,J, J,J would be the Social Secur~ty part of i t. 

Q It is 27 billion, ·although J ,J is Social ~ecurity, is that right? 

Q There is no telling, is t here, sir , wbat is earmarked, what is Social 

Security and general t axes? It goes -into the general fund, does it not? 

Q It's Aa question of how much of it goes into ---

Affi . HAROLD SMITH: (interposing) For financing, that's all. 

Q Yes , 

C How much is to be collected, then, i n the ' 43 fiscal year? 

THE PRESIDENT: You can handle it three different ways. You can handle the 
' -

16 pl us 7, or handle the 23, or you can add Social Security to make 1 t 

25 , ~nd 17hat? -- 2 billion more for new Social Security-- 27. 

Q 18 plus 9 t hen? 

THE PRESI DD."'' : Yes , 

Q (interposing) Mr . President 

THE PRESIDJ::l\T: (continuing ) As I see it, you can write the story t ruth-

ful l y any one of those- three ways , 

Q. (i-nterposing) The General Budget Summary carries the figure 52 billion 

786 million . Have you ---

THE PRESI DE1'T: (continuing) Then you e dd t o that .Je s se .Tones ' items for 

the balance of this year and next year, a bout another 4, 

- . 

' ' . 

• 
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1.!R. BLANDFORD: 3 billion 43 . 

THE PllliSID!WT: Yes. 

~ Mr . President , there is this difference, isn't there , between ordinary 

~¥ation and Social Security taxes? \'/hen you get the Social Securit y 

taxes in, you still have to borrow the money? Isn't that right? Don' t 
. 

you have to borrow it from the Social Securi~y? 

Ti:IE PRESIDEI\'1': Yes, from Social Security , that ' s right. 

Q. So it is really borrowed tax money? 

THE PRESIDENT: Yes, that ' s right. Instead of going to the baok or t he< 

public, you go to your 0\'ltl Social Security trust 1\md and borrow from 

that . 

MR. a~qoLD Sl~TH: It doesn't help the Budget, but it helps the Treasury . 

THE PRE3IDENT: ( reading) : 

"Tax programs too often follow the line of least resistance • 
The present task definitely requires enactment of a well- balanced 
prosram wi1ich takes account of revenue requirements, equity, and 
economic necessities . 

"There are t hose who suggest that the policy of progressive 
taxation sbould be abandoned for the duration or the war because 
t hese taxes do not curtail consun:ers ' demand . 'rhe emergency does 
require measures of a restrictive nature which impose sacrifices 
on all of us . But wch sacrifices are themselves the most com­
pelling argument for making progressive taxes more effective . 
The anti-inflationary aspect of taxation should supplement, not 
supplant, its revenue and equity aspects . 

"PROGRESSIVE ThXES 

"Pro,.,;ressive taxes are the backbone of the l!'ederal tax 
system . In recent years much progress has been made in perfect­
ing income, estate , gift , and profit taxation but numerous loop­
holes still exist , Because some taxpayevs use t hem to avoid 
t axes, other t axpayers must 'pay more , The higher the tax rates 
the more urgent it becomes to close the loopholes . Exemptions 
in estate and gift t axation should be lowered. The privileged 
treat:r•ent given certain types of business in corporate income 
taxation should be reexamined . " 

Q Mr . President, do you mean cooperative and mutual and such businesses --

, 
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. non-profit orga.ni zations? 

THE FRESIDElfi': No . Not non-profit organizations like churches , 

(! I beg your pardon? 

THE :ffiESIDENI': Not organizations like charities and t hings of that kind . 

Q Could you sive us a little better idea? 

Q (interposing ) You mean mutual life insurance companies, Mr . President? 

THE PRESI~lT: If they are truly mutual, but you k:nOI'l t here are san.e of them 

that are called mutual that "ain ' t." 

Q i'/hat about labor organ.1 zationa, lJr . President? 

THE PRESIDENI': V/hat? 

Q What about labor organizations? 

Q; (interposing) Allowance for mining companies , iron and gas? 
. . 

TRE PRESID~JT : Yes . Some of those oil things are ~ scandal. 

Q What about farm cooperatives? 

THE PRESID~lT: What? 

Q. What about fal'IU cooperatives? 

THE PRESIDE!\'!' : If they are cooperati vee . 

Q. Did you have in mind the average annual income? 

THE PRESIDENI': No . I tell you what I have in mind. I don ' t know whether 

it ' s this clause, or one further on. You take a corporation , Well --

what? -- don ' t use the name in your stories -- call it corporation "X. " 

I am think ins of Coca Cola . Now, what is the .totlll amount of money -­

I don ' t happen to own any of tbe stock , but most people do -- what is 

the total amount -- not confi ned to any rich people widows and 

orphans -- that ever went into Coca Cola? \'Jell , it is pr obably -­

what ? - - 10% of the capitalizati on of Coca Cola. N07/ they ploughed 

back profits , t hat i s perfectly true , but nothing l ike to an amount 

equa.l to tho total of their capitalization, 

. -
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. . 
Now, how do you value Coca Cola? Do you value it on the profit 

t hey make every year? While on the original stock the payment s that 
.· 

went in t here were 
1 

I don 't know, what? - - lOo% -- they are making 

this year t he SWill amount that t hey made on the average of the past 4 

years . So they escape under the present law -- very largely escape 

any additional taxes . 

-Now the quest i on is: Should an original investor be entitled to 

10~~ without any further penalty? There are any number of corporat i ops 

of tba t kind . It \'.'aS one of t he well recognized .;_ i t was not die­

honest -- everybody di d it in the Golden Age of the Twenties . And it 

is a quest ion ns to whether people should get 100% on their money year 

in and year out , or whether they should pay some~rhat higher taxes on 

that enormous yield. And of course ---

(interposing) llr . Pr<:<si<lent ---

Tim .PRESIDENT: (continuing) --- I f ailed, as you know , i n the l ast tax bill 

to have anything done about it . I am still at it . 

~ You mean a corporation, l.:r . Presi dent, with a l arge fixed capitalization 

shoul d not be penali zed the sarre way, as f11r as t11xes are concerned, as 

a company with smaller capitalization and larger earnings? 

THE PRESIDENT: That' s 1'ight too, Now or course there are a l ot of very 

sr.~ll companies and individual businesses today that we all feel t erribly 

sorry for , because they have certain debts , whic h unoer t he present 

tax law t hey are absolutely unable to cut dcwm . At the present ttme, 

u.t;td_er the present law, they can ' t .spend any or their money for reduct i on 

of debt, and t hese companies are cOJ4pani-e~ or ver y· small capitalization. 

I t is really hardship on them . 

Q You speak , 1.:r . Pres ident, of'loopholes , here ega ill , in tue tax law . 

' ..... 
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Would that include t ax laws on commUJ:lity property that t hey tried 'to 

correct last year? .. Would you happen to have that i n mind? 

THE PRESIDEI'Il': No . I haven 't had it in mind , but I have always. thought 

that we should have exactly the same basis in all the St ates , instead 

of naving four or five Stat es with a separate'ki nd or law . 

~ ~:ay I interrupt , l.1r . President? In that statement you mean to imply 

that you a dvocate one method of computing excess profits taxes,, rather 

than in existing law'? 

T"dE l'RESIDEi..r: No . Have some kind of provision that will help some or the 

smaller companies, providing sane met hod by which t hey can pay down a 

little on their debts . Remember that smaller companies ' debts are in 
to banks 

most cases loans/- - from banks , callable at any time . ./ell , the bank 

is all right if it will rene VI the loan when it canes due -- short term 

one-year note -- t hree-year note - - they will be glad to renew the 

note if something has been paid down on the note towards its reduction . 

·.~nereas the larger companies, their debt is largely to their stock-

holders , and in very long term bonds. They are not frightfully con-

cerned about paying down on their debt . 

!.!y family still has some bonds of the New York Central that are 

the direct lineal descendants of some bonds t~t my great-grandfather 

bought in 1841 to help build the r ailroad up the Hudson River . A.ud we 

have still got them, and they have never paid off one cent of that 

capitalization in a hundred years, because it was the financial poli­

ci es of railroads always to refund the deb~ and never pay it· off . Now 

that's an advantage that a big corporation has, but the little firm 

ca.n ' t do that . The bank says , "No no . " . , 

• 1' now v:ould you attack that problem? 

' 
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THE PRESIDE~:T: What? 

Q How would you attock that - problem in new legislation? 
('._ 

TBE PRESIDENT: I don 1 t know. 
.• 

Q l.!r. President , would that apply also to business finns ~hat have a fixed 

obligation that bas to be paid off in installments over a period of, 

say, five years? 

TI:1E PRESTDE!fl': Yes·, yes. 

(reading): "It seems right and just 

I 

" • • • • • 

Oh, yes . This is one of my pets . (rubbing his bands) 

(reading): " .... . that no further tax-exempt bonds should be -·~ 
issued. We no loneer issue United o:ltates tax- exempt bonds and 
it is my personal belief that the income from State, municipal , 
and authority bonds is taxable under the income-tax amenwnent to 
the Const itution . As a matter of equity I recommend legislation 
to t ax all future issues of this character ." 

Q Mr . President, do you propose that mutua l associations of Federal Security 

should be taxable by t he States? 

TilE PRESIDENT: I think it goes ~d in hand . 
~ 

(.reading): "Excessive profits undermine unity and should be 
recaptured." 

This is my thought . 

(continuing r eading): "The fact that n corporation bad large pro­
fits before the defense program started is no reason to exempt 
them noi1. Unreasonable profits are not necessary t o obtain 
maximum production and economical management . Onder l'iar condi ­
t ions t he country cannot tolerate undue profits. 

"Our tax l aws contain various technical inequities and dis­
criminations. .lith taxErs at wartime levels , it is J30re urgent 
than ever t o eliminate these defects in our tax system. " 

Then you come to the onti~inflat ionary policy . 

(reading ): "I stnted last year in the Budget l.:essage t hat extra­
ordinary tax mea sures may be needed to ' aid .Ln avoiding ipflation­
ary price rises which may occur when full capacity is approached . ' 
·The time for such measures bas cane . A well-balanced tax pr ogram 
1~ust include measures which combat inflation. .:>uch measures 
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should absorb sane of the additional purchasing power of con­

sumers and some of the additional funds which accrue to business 

fran i ncreased consumer spending. 
) 

"A number of tax measures have been suggested for t hat pur-

. pose, such a s income t axes collected at the source, pay- roll 

taxes, and exci.se taxes. I urge t he Congress to give all these 

proposals careful consideration. Any t ax is better t han an un­

controlled price rise." 

~ There, llr . President, does that take in sales tax? 

THE PRESIDEl1l': wait a minute . ITs haven ' t come to it yet. 

__/ 
• 

(reading) : "Taxes or an ant i -inflationary character ot excessive 

rates spell hardship in indiv idual cases and !llay have undesirable 

economic repercussions . These can be mitigated by timely adoption 

ot a variety of Jneaeures , each i nvolving a moderat e r a te of 

taxation. 

"Any such tax should be consi dered an emergency measure . I t 

may help combat inflation; its repeal in a post-war period may 

bel~ rest or e an increased flow of consumers' purchasing power • 

"EXCISE TAXES. - - All through the years of the depression 

I opposed general excise and sale s taxes and I am as convinced 

as ever that they have no permanent place in the Federal tax 

system. In the face of the present financial and economic s itua­

tion, ho-.vever, we n;ay later be compelled to reconsider the tem­

porary necessity of suciuneasures . 

"Selective excise taxes are frequently useful for curtail­

ing t he de~And for consumer s ' goods , especially luxuries and 

semiluxuries. They should be utilized when manufacture of the 

products competes with the war effort." 

Now don' t go out and say that I am caning out for a sales t ax . 

Oh no . I am talking about a sel ective excise t axt which is in a sense 

like the t ax on your cigarettes . It is a selective excise tax. And 

I qelieve that we Will have to go into t hat rtel d more largely on a 

selective excise tax and sales tax on certain carefully selected things 

which now don' t bea r that burden , 

For t wo reasons , the first is to raise revenue -- three reasons 

-- the firs~ t o raise revenue , the second is t o pj t a governor - - a 

brake - - on inflation problems , and the t hird goes right w1 t h t he 

I 
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at the end or this war -- the ability to take that brake off it we 

run into a period or deflation. So that -- that is perfectly clear. 

~ Mr . President , is it your plan to put more taxes on things already bear-

ing selective excise taxes, or reach out and take in new? 

THE PRESIDENT: Oh , new things. 

Q New things? 

THE PRESIDENT: Yes. 

Q Not higher taxes on those already having - - -

THE PRESIDENl': (interposing) Not necessarily . It depends entirely on the 

individual tb1ng . - They all heve different considerations. 

Q Mr. President 

Q (interposing) l.!r. President, you say, "we may later be canpelled to re-

consider the temporary necessity of such measures . " Could you give a 

defiuition of t he latJ er: 

THE PRESIDENT: Tomorrow. P.Jly time. 

Q Mr. President , you say you ere not discussi ng a general sa~es tax, but 

the next to the last :paragraph sounds like it _!! a general excise and 

sales tax that you are talking about? 

Q (interposing) iie may consider it later . 

THE PRESIDENT: Well, (reading, not literally): "I am absolutely opposed 

to any general excise and sales tax," you see, but, (reading, not 

literally): "In the face of the present f inancial ao.d economic< system, 

we mey later be compelled to rec9nsider the temporary necessity of 

such measures . " That should be all the same paragraph. It is meant to 

.. 
be in the f.or.m of selective excise taxes. I don't think we ought to 

have a general sales tax • 

Q Are you changing it to r ead t hat way? 
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THE PRESIDENr: What? 

• 
Q .A.re you changi ng 1 t to read that 1f8.y? 

THE PRESIDENT: No , but that 18 the amendment . 

MISS "A':AY CRAIG: Mr. President , are you considering r etail excise taxes , 

or manufacturers taxes t here --. sal.es taxes? 

Tli:E PRESIDENI': May, Y<>u will get into all aorta of problems . iihat is the 

cigarette tax? You pay it at r etail , and t he manufacturers pay it at 

the factory. You sea what I mean? It' a your pennies t hat actually go 

to the cigarette stand , and you pay the t hing . But actually the st amp 

is put on, and the Government is paid, in the cigarette factory. 

Q I n Ohio the retailer pays it, Mr . President . 

THE PRESIDE.'lT: Do they really? 

Q State only. 

MR. HAROLD S!.!ITH: State only • 

Q. There a r e reports that you might ask State governments to relinquish 

their source of income, such as cigar ette or gas taxes, at least some 

of them? Are you contemplating that? 

THE PRESIDENI' : No . Sometime same of the St ate departments will get their 

excise taxes so high that they wil~ begin to lose the populaM~n. Some 

of those gasoline taxes in the South, in the past , have been way out 

of line . Probably now t hey won ' t be so much out of line . 

{reading ): "PAY- ROLL TAXES AND THE SOCIAL SECURITY PROGRAM. 
I oppose the use of pay-roll t axes as a measure of wa.r f inance 
unless the worker is given his full money' s 'I'.Orth in -increased 
social. security. From t he inception or the social security pro­
gram in 1935 it bas been planned to increase the number of persons 
cover ed and to provi de protection against hazards not init~ally 
included . By expanding the program now, we adva.nce the organic 
development of our social security syst em and at the same time 
contribute to the anti- i nfl ationary program • 

"I recommend an increase 1n the cov~rsge of old- age and 

.. 
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survivors 1 1llsurance, addit ion of permanent and temporary dis­
ability payments and hospitalization payments beyond the present 
benefit programs, and liberalization and ex:pansion of unemploy-

- ment compensation in a uniform national system. I suggest . that 
collection of additional contributions be st~ed as soon as 
possible , to be followed 1 year later by the operation of the new 
benefit plans . 

"Addit ional employer and employee contributions will cover 
increased disbursements over a long period of time . Increased 
contributions would result in reserves of several billion dollars 
for post-war contingencies. The present accumulation of these 
contributions would absorb excess purchasing power . Investment 
of the additional reserves in bonds of the United States Govern­
ment would assist in financing the war ." 

That was the thing that you were t alking about before. i'1e - - the 

Government, in order to pay the cost of war , borrov1s from that fund . 

Q. Mr . President, at present on tl:te Old Age tax, the employer pays one per-

' . 

cent, and employee one percent . Is 1 t correct that- the Budget is mak- -l. 

ing each one 2% instead of 1%? 

THE PRESIDENT: I don ' t kno\~ . I haven't got any details. 
-. 

~m . BLA1IDFORD: Those rates go up to 2% after Januarj 1 , 1943 . 

THE PRESIDENT: Yes, '43· They postponed. it one year, didn ' t they? 

Q Mr . President, is any ad~itional increase in the tax rates planned beyond 

that automatic increase, regarding the Social Security? 

THE PRESIDENI!: That I don't know . 

Q There has been same talk about it going up to 5%. 

THE PRESIDENr: Eventually, Yes. 

Q I mean as an immediate anti-inflationary measure , you don't contemplate 

that? 

-THE PRESIDENI' : Oh No. I t hink that by next January, unless there is a 

change in the law I raean January, 1943 -- it will go up 1%. That 

is a half -- a half • 

(reading): "The existing admi.nistrative raachi nery for collecting 

' ,, 
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' pay-roll taxes can function irunediately. For this r eason con-
gressional consideration might be given to iunnediate enactment 
of this pro~osal, while other necessary measures are being perfected. 

"I est imate that the social security trust funds would be 
increased through the proposed legislation by 2 billion dollars 
during the f i scal year 1943 ." 

Q !.lr . President, would that be· purely t hrough· supplementing t he act? 

THE PRESIDENT: What ? 

Q Would that be through bringing in these addi t ional persons , you refer to 

up there in the first paragraph, r ather than any increase in rates 

beyond that l%? 

THE PRESIDENT : The increase in rates we have got p:Nvided by law already , 

and if you broaden t he base the number or people would be thnt much 

more . 

~ The increase in rates does not occur until next year? 

T"liE PRESIDENT: I think so. 

Q No increase in the meantime? 

THE PRESIDEUT : I don't know, 

!.!R . :1\RO:.D S!.ii'IR: There would be same increase , ~!r . President , to bring it 

up to _the total. 

THE P!USIDE<T : To the total. 

MR. HAROLD S!.!I'l'B: That is being held out for your approval by the Social 

Security Board . .. 
THE PRESIDENT : You might anticipate. the present program by a year . 

Now~the fisca l yea r situation . 

(reading): "FLEXIBILITY IN THE TAX SYS'I'lli 

"Cur fiscal situation makes imperative the greatest possible 
1'l exibility in our tex system. The Congress should consider the 
desirabilit y of tax legislation wnich makes possiSle quick· ad­
justn.ent in the timing of tax r ates and collections during an 
emergency period . " 

. . r 
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Q Just what was that? 

THE PRE.SlDENI': Wb.at? 

Q. 1'lhat does that mean? 

r "Timing of tax r at es and planning of collections," -- what doss that mean? 

THE PRESIDEln': Now that 1 s a thing l will have to ask: an expert . (turning 

to hlr-; Harold Smith) ·-
L!R. F..A..'qOLD S~.:ITI:I: :!r. President, l am not an e~pert, but the two things 

that were in mind there about t hese --that is, the Congress might , we 

will say, devise a l•elatively perfect tax bill -- if there were such --

that fitsthe problems of t he immediate needs of revenue, and so forth 

and so on . And then, when-- in connecti on vnth it, set a series of 

rates in that bill . One of them we will say would be in effect now; 

The Congress later , without a whole series of hearings, might by simple 

resolution put the next rate into effect, as the case demands . And 

furthennore , that is the sort of thing that is thought of in connection 

with this one point . The last point has to do with giving, perhaps , 

the Treasury some authority to move ahead collections, or adopt a 

monthly system of collecti ons . 

Q That means withholding payroll taxes? 

UR. HAROLD s:.:ITH: No . That is not -- that is not the thought . :rt is just 

a question of maybe plying inco:ne taxes on a monthly basis . 

c;_ :fe might pay our 1 42 t axes, or 1 41 , monthly instead of quarterly? 

LIR. HAROLD SL:ITH: Yes . Those two points are involved thare . 

THE PRESIDENT: (reading): "BORR<Y.'IING !\"ID Tl!b: ME.NA.CE OF i!o.TL.l\TIO~~ 

"The war program requires not only substantially increased 
taxes but also gr~atly increased ·borrowing . After adjusting for 
additional t ax collections and additional accumul ation in social 
security trust funds, borrowing from the public in the current 
a nd the next fiscal year wruld be nearly 19 billion dollars and 

- --
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34 billion dol lars , respectively. The adjustments are indicated 
1h the preceding table . 

"Much smaller deficits during the fiscal year 1941 were as­
sociated with a considerable increase in prices, Part of this 
increase uas a recovery from depression lows . A moderate price 
rise, accompanied by an adjustment of vmge rates, probably 
facilitated the increase in production and the defense effort . 
Another put of the price rise , however, vms-Ulldesirable and must 
be attributed to the delays in enacting adequate measures of 
price control. 

~lith expenditures and deficits multiplied, the threat of in­
flation will apparently .be much greater. There is, however, a 
significant diff erence between conditions as they were in the fis­
cal year 1941 and those prevailing under a full wa.r program. 
Last year, defense expenditures so· stimulated private capital 
outlays that intensified use. of private funds and private credit 
added to the inflationary pressure created by public spending. 

"Under a full v.ar program, however, most of the increase in 
expenditures will replace private capital outlays rather than 
add to them. Allocat lons and pribrities, necessitated by short­
age~ of material, are now in operation; they curtail private 
outlays for consumers' durable goods , private and public con­
struction, expansion and even replacements in nondefense plant 
and equipment. These drastic curtailments of nondefense ex­
penditures add, therefore, to the private funds availabl e for 
noninfl ationary financing of the Government deficit . " 

In other words, buy bonds instead of building -- redecorating 

your own house . 

(reading); "This factor wil l contribute substantially to fin­
ancing the tremendous war effort without d isruptive price rises 
and w1 thout necessitating a departure ..from our low-interest-rate 
policy . The remai ning inflationary pressure will be large but 
manageable , It will be within our power to control it if. we 
adopt a comprehensive program of additional anti-inflationary 
measures. 

"A COMPREIDNSIVg .ANTI- ll!FLATIONARY PROORAM 

"A greet variety of measures is necessary in order to shift 
labor, materials, and facilities from the production of civilian 
articles t o the production of weapons and other war supplies. 
Taxes can ~i_d_ in s peeding these shifts blr cutting nonessential 
civilian spending. Our resources are such that even with t he 
projected huge v.'!ll' expenditures we can mai ntain a standard of 
li:Vin8 1nore than adequate t o support the health and productivity 
of our people . But we must forego many conveniences and luxuries • 

"The system of allocations rationing on t he business 

.. 
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~~vel - - should be extended and made fully effect ive, especially 
with relet ion to inventory control. 

"I do not at present propose general consumer rat ion cards. 
Thet•e are not as yet scarcities in the necessities of life which 
lllllke such a step imperative. Consum.ers• rationing has been intro­
duced, however, in specific commodities for which scarcities have 
developed. VIe shall profit by this experience if a more general 
system of rationing ever becomes necessary •. 

"I appeal · for the voluntary cooperation of the consumer in 
ou.r national effort . Restraint in consumption, especially of 
scarce products, may make necessary fewer compulsory measures . 
Hoarding should be encouraged in only one field~ that of de­
fense savings bonds. Ecopomies in consumption and the purchase 
of defense savings bonds will facilitate financing war costs and 
the shift from a peace t o a war economy . 

"An integrated program, including direct price controls, 
J . 

a flexible tax lJOl:icy, allocations, rationing, and credit con-
trols, toget her w1 th producers' and consumers' cooperation will 
enable u s to finance the war erfort without danger of inflation. 
Thi~ is a difficult task. But it must be done and it can be 
done ." 

Q Mr . President, there is no plan for enforced savings on this, is there? 

THE PRESID:EI\l'l' : No . No general plan , but the1•e are all kinds of items that 

come up any old time - - like automobile tires . ?Tell , that is enforced. 

'!le may have to do it with something else --pigs knuckles ! (laughter) 

(reading ): "THE INCREASE IN THE FEDERAL DEBT 

"On the basis of tenta:t i ve .llua'get estimates, including new 
taxes, the Federal debt 'l(ill increase from 43 billion dollars in 
June 1940 , when the defense program began, to llO billion dollars 
3 years later . This increase in Federal indebtedness covers also 
t he future capital demands of Government corporations. About 2 
billion dollars of this increase will result from the redemption 
of notes of Gove rnment corporations guaranteed by the Federal 
Government . 

' "These debt levels require an increase in the annual interest 
from l bill ion dollars in 1940 to above 2 .5 billion dollars at 
the end of fiscal year 1943. Such an i ncrease in interest re­
quirements· will prevent us for some time after the war from 
lowering taxes to the extent otherwise possible. The import of 
this fact will depend greatly on economic conditions in the 
post-war period." 

Q. Mr. President, orre paragr aph back there -- "2 billion dollars of this 
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increase will result from the redemption of Government corporations ," 

That is not by any chance losses of Government corporations is it , that 

have to be made up? 

'1'HE PRESIDErn': I don ' t know. How about that? (turning to Mr . Blandford) 

UR . BLAJ{DFORD: ~o , Mr . President, it is just including . It 1~uld be 

simpler to have single financing of the Treasury and corporate needs 

so the Treasury is g> ing to take up these notes . 

Q That means that some contingent liabilities will then be translated 

into the public debt? Is that the effect of it? 

TRE PRESIDEm': Yes . 

i.:R. BLANDFORD: Yes . 

'I'Fili PRESIDE!!T : So that we will get a better over-all picture. 

(reading) : "Paying 2.5 billion dollars out of an extremely low 
national income would impose an excessive burden on t axpayers 
while the seme payment cut of a 100-billion-dollar national 
income·, after reduction of armament expenditpres, may still 
pennit substantial tax reductions in the post - war period . 

"If we contract a heavy debt at relatively high prices and 
muet pay service charges in a period of deflated prices , we shall 
be forced to impose excessive taxes , Our capacity to carry e 
large debt in a post-war period without undue hardship depends 
mainly on our ability to n:aintain a high level of employment and 
income . 

"I am confident that by prompt action we shall control the 
price development now and that ~e shall pr event the recurrence 
of a deep depression in the post-war period . T'oere need be no 
f iscal barriers to our war effort and to victory . " 

I may say on this (the Budget Message) that t here are two out-

standins thine;s ~hat I am very, very much encouraged at, when I drsw 

comparison with ' 17 and ' 18 , and ' 19 a nd '20 . 

As some of_ you remember, we were paying - - get ting out our bonds 

ot 4-l/4% rete. Today we are gettin~ out our bonds , and notes , and 

bills , at an averuge of about 2- l/2% for the enti re national debt . 

. ' 
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That is a vary, very big saving over the conditions at that time, 

Furthermore, the reason I stress price control is t hat - - also, 

as some of us l~member - - the prices of certain t hings went clear out 

of line, both during the first World ifar and after 1 t . 2 dollars for 

wheat . 33¢ -- 35¢ tor cotton, and so forth and so on. nell, as e. 

result of things getting ~ut of line , through the failure of price 

control at that period, which, however -- was based , ho~~ver, on t hings 

that happened before ' 17, the whole --a whole lot of other thi.ngs 

were thrown out of line , to t he ruination of millions of people . Some 

of those agricultural prices that went up in ' 14 and ' 15 and '16 , be-

fore we got into the war. Wheat got up -- I don ' t know, what? -- 2-1/2 

doll ars a bushel , and the price of any land that grew these things went 

up to a perfectly fa ntastic figure , 50-dollar land was selling at 200 

dollars . And of course the financing of it bad been by -- mostly by 

mortgage - - some kind of an obligation. And at the end of the period 

when, say, wheat dropped dol'm from 2 dol lars t o 40 or 50 cents a bushel, 

that land reverted to its original value . And the fellow that had 

bought it lost it, and then a whole chain of things. 

I remember in the 1920 campaign, when I st arted out .'/est on my 

first trip, I realized that there was quite a lot of trouble among the 

cattle groy,~rs of the «est . They had been encouraged to add to t hei r 

herds, t o get all the new calves that t hey possibly could , ~d the 

~whole ·•est was flooded with calves and cows . 

And I know that I would run into trouble, and the reason was that 

the people who hnd lent them the money -- the banks, which had been en-

couraged by the Treasury Department -- t hey were calling loans . _, 

So I wrote a letter to the Secretary of the Treasury, !.lr . qouston , 
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and said, "Now, what will I say in my speeches to these cattle growers?" 

And I got back a letter -- imagi ne my usi ng it in the campai gn -- say-

i ng , "Dear L!r . :iecretary , t ell them the truth, Tell them that t hey 

have t o be t he vicarious sacri f i ce for a restoration of t he country to 

normal financial positions . " 

Ylell, I d1 dn' t use 1 t . (laughter ) 

Now we want to avoid having cattle growers, and lots of other 

people, put in the same bad fix they ~~re in at the end of the first 

World War . And we are thinking ahead . And I am perfectly convinced 

that even if t ho debt does SP t o 110 billion dollars , we vdll be able 

to pay it; partly because of t he very much lowered cost of i nterest 

to the people of the country, and secondly by a scheme of taxation, a 

scheme of price control that will keep up the national income and en-

able us to reduce t hat debt i n a relatively short time , just as "~ were 

reducing it up to - - what? - - •26 - - somewhere along there , where we 

resci nded a whole lot of taxes and l eft the country burdened with a 

debt of somewhere around 2l or 22 billion dollllrs. 

Q Do you mind, sir , repeating those figures , sir? 

l'HE PRESI!llitll': i"lhat? 

Q Do you mind repeating t hose figures which left you unworried about the 
I 

size of the debt? 

THE PRESIDEl-.11': First the -- first the very much lo·.-:cr and more reasonable 

interest rates, and secondly the keeping up -- I think I said - - of 

the - - of the taxes and the national - - tho national income . And 

t hi'rd , .througl\ the price control method preventing normal va l ues 

from goi~ completely out of line , 

~ This would anticipate the end of war in ' 43 then, with a 110- billion-

dollar debt ? (law;hter) 
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Q. Mr . President, what are the rules on what to say in this conterenoe? THE PRESIDENI': Oh , I suppose the 981118 old thing . No direct quotes . 
MR. EARLY: That ' e right. 

THE PRESIDEl\'1': Yes . 

~ There can be attributions? 

!l'HE PRESIDENT: \'/bat? 

Q. Thera can be attributions? 
THE PRESIDENl'~ Yes , I t hink so . 

. ~ . 

:!R. EA-'U.Y: Not until after t he Bl:'-dget iS released . 
'l'BE PRESIDEI\'1' : That 's right . 
~ Thank you , Cr. President. 

Q Tha.Dk you, Llr . President. 

THE PRESIDEitl': All risht • 

(Uoteboo!c VI-.P.C. -- Pege 133) -
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CONFIDENTIAL! ~o'r:~i:;E~~T:~~ 
-..-..-""'!"-~~~~~~-~-- no portion, synopsis, 
or intimation to be published or given out untlltbe READING of 
the President's Budget Message has been begun in the Senate or 
House or Representatives. While the Message and the Budget 
or the United States are dated JANUARY 5, 19-&2, some con­
tingency may arise to prevent its delivery to the~ Houses of 
Congress on that date, and extreme care must therefore be exer-
cised to avoid premature publication. • 
CAUTION: This Budget Message must not be eonfosed with 
the President's Annual Message. A separate release is necessary. 

STEPHEN EARLY, 
Secr• tafJI to tM Pn•ld•nt. 

MESSAGE TRANSMITTING THE 
BUDGET FOR 1943 
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BUDGET ME.SSACE OF THE PRESIDENT 

To th• Congru11 of the United Statu: 
I am Sllbmitting herewith the Budget of the United States for tho 

fiscnl year cuding June 30, 1943. It is the budget of a nation at war 
in 11 world at war. 

In practie~tl terms the Budget meets t.bc challenge of tho Axis 
powers. We must provide the funds to man and equip our lighting 
fo1·ces . Wo mus t provide the funds for the organization of ou•· 
··~sources. Wo mus t provide the funds to continue ou1· rolo ns thu 
AI"SL'nill of Drmocmcy. 

l'owerful enemies nmst be outfought and outproduced. Victo1·y 
depends on the courngc, skill, and devotion of the men in th() Amor­
icnn, l3•·itish, Russilln , Chinese, nnd Dutch forces, and of tho others 
who join hands with us in Lhe fight for freedom . But victory also 
dt•pcnds upon <•fforts behind the lines-in the mines, in the shops, on 
I he• fn rms. 
· We cannot outfigh t olll· eucmies llllless, at ll10 same. timr, we 

outproducc our enemies. I t is nqt enough to tum out just a few 
more plnnes, a few more tanks, a few more guns, a few more ships, 
thnn con b() wtncd out by our enemies. We must outproduce them 
Ol•crwhelmingly, so that Lhere cnn be no question of our ability to 
provide a crushing superiority of (l(juipmcnt in any theater or the 
world war. · 

And we shall succeed. A system of free enterprise is moro effective 
thnn on "order" of concentration camps. Tho struggle for liberty 
first mode us a Nation. The vitality, strength, and adaptability 
of a social order built on freedom and individual re.~ponsibility will 
again triumph. 

THE w All P !IOGJl.UI 

Our pres!'nt war progrum was p.recedcd by a defense effort which 
begun us we emerged from the long depression. During the past 18 
months we laid the foundation for a huge armament program. At the 
same time industry provided ample consumers' goods for a rnpidly 
g•'Owing number of workers. B unclreds of thousands of now homes 
were constructed; the production of consumers' durable goods broke 
all records. The industrial plant and equipment of tho country were 
overhauled and P.,"])andep 
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Adjul}tment to a war program can now be made with greater speed 
and less hardship. The country is better stocked w~th durable goods. 
Our factories are better equipped to carry the new production load. 
The' larger naliooal income facil itates financing the war effort. 

There arc still unused resourCt'S for ngr·icul tural and industrial 
production. These must be drawn into· the national effort. Short­
ages, howcvar, have developed in skilled labor, raw materials, ma- -j 
chines, and shipping. Under the expanding war program, more and 
more productive capacity must be shifted fr-om peacetime to wartime 
work. 

Last year fiscal policy was used to shift the economy into high gear. 
Today it is an instrument for t ransforming our pence economy into 
a war economy. This t.ratlsformntion must be completed with 
minimum friction and ma."imlllll speed. The fiscal measures which 
I outline· in this message are essential .~lcments in the Nution's war 
program. 

WAR APrROPRIATJOr-tS 

This is a war budget. The detnils of a Wt1r prognun nre, of course' 
in const.nnt ilux. Its mngnitudc "'"1 composition depend on events 
at the battlefronts of the ·world, 011 naval engagements at sen, and 
on new developments i11 mechanized .warfure. l\Ioreover, war plans 
are military secrets. 

Under these circumst.unccs I Ctllrnot b~renfter present det.ails of 
fu ~un~ war app1·opriations. HoweYcr, total nppropriations and ex­
penditures will be published so thu~ t.ho public may know l·he fiscnl 
situation nnd t.he progrrss of lhe '!\ nt.ion's effort. 

The defense program, including appropriations, contruct authoriza­
tions, recommendations; und commitments of Govermnent corpol'tt­
tions, was 29 billion dollnrs on J t1n uary 3, 1941. Dtu·ing the last 12 
months 46 billion dollars have be~n added to the p•·ogram. or this 
total of 75 billion dollni'S t.hcre rPmnins 24 billion dollars for future 
obligtttion. 

In this Budget I makt• 1\11 initial J'C([Uest for 11 Wt\1' nppropriution or 
J3.6 billion dollars for tbe fiscal year 1943. Lm·ge supplemental J'c­
quests will be made ns "''' move toward the maximum usc of produc­
tive capacity. Nothing short of u maxinmm will suffice. I cnnnot 
predict ult imttte cost.s because I cnnuot predict the changing fortunes 
of war. I Cim ouly say that wo are tletel'lninctl to pay whatever price 
we must to preserve our way of life. 

-
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WAR JIXI'flNDITUllES 

Tot.a.l war expenditures are now running at a rate of 2 billion­
dollars a month nnd may surpass 5 billion dollars a montl1 during the 
fiscal yeur 1943. As against probable budgetary war expenditures of 
24 billion dollars for tho current fiscal year, O\tr present objective 
cnlls for war oll:penditurcs of nearly 53 billion dollars for tho tiscul 
yeor 1943.. And in addition, not outlays of Gove:rumcnt cot·porn­
tions for war purposes are estimated at about 2 nnd 3 billion dollars 
for tho current nnd the next fiscal year, respectively. 

These hugo e."J)enditures for ships, plnnes, and other war equipment 
will require prompt conversion of a large portion of our industrial 
<'Stnblishmcnt to war production. Theso 'CStimales reflect our dotor­
minnt.ion to devote at leMt on~-hnlf of onr nationnl production to the 
wnr effort. 

Tho ugcnoios responsible for lho administration of this vast program 
must make certain that every dollar is speedily converted into a ma.'Ci­
mum of war effort. We nrc det<'rmincd to hold WMtc to a minimum. 

'['nE Crvu, F uNCTIOSS OP GoVERNMl:NT 

In a true scnsc, there are no longer nondefense e.''Pcndilures. It is 
a part of our war effort to maintain civilian services which are essen­
tial to the basic needs of human life. In the same wny it is necessnry 
in wartime to conserve our natural resources and keep in repair our 
m~lionnl plo.nt. We <;nnnot afford wnst() or destruction, for W() must 
continuo to think of the good of future gen()rations of Amel'icans. For 
exo.mplc, we must maintain fire protection in our forests; and we must 
maintain control over destructive floods. In the preparation of the 
present Budget, c.-q>cnditures not directly relat.OO to tho war have 
been reduced to a minimum or reoriented to the war program. 

We all know that the war will bring hardships &lid require adjust­
ment. Assisting those who suffer in the process of transformation 
nnd taxing those who benefit from the war are integro.l parts of our 
no.tionnl progrnm. 

It is estimated that expenditw·os for the mujor Federal nssistnnce 
programs-farm aid , work relief, youth aid-can be reduced by 600 
million dollars from the previous to the OI,I!Tcnt fiscal yeur, and again 
by 860 million dollars £rom the current to the ne:J:t fiscal year. These 
programs will require 1.4 billion dollars during the fiscal year 1943, 
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J 

about one-half of the expenditures for these purposes during tho fill()tl) 
year llltl. 

Improved ooonomio oonditions during the current year have made 
poasible the exooution of economic and aocial prograiDS with smaller 
funds than ware originally estimated. By using methods of adminis­
tn.tive budget oontrol, 416 million dollars of appropriations for civil 
purpoaes have been pl&eed in reserves . 
. Exoluding debt charges and grants under the Social Security law, 
total expenditures for other than direct war purposes have been reduced 
by slightly more than 1 billion dollars in the ne.'tt 6seal year. 

Agricultural aid.-I propose to include contract authorizations in 
the Budget to assure the farmer a parity return on his 1942 crop, 
largely payable in tho fiscal year 1944. I do not suggest a definite 
appropriation at this time because developments of farm income illld 
farm prices are too uneortain. Agricultural incomes and prices have 
increased and we hope to limit the price rise of the products actually 
bought by the farmer. But if price developments should turn ngninst 
the farmer, an approprintion will be needed to carry out Ute parity 
objective of tho .Agricultural Adjustment Act. 
·· The remaining expenditures for the agricultural program are being 
brought into accord with the war effort. Food is an essential war 
DlAterial. I propoaa to continue the soil conservation and use pro­
gram on a moderately reduced sesle. Acreage control by cooperative 
efforts of farmer and Government was inaugurated in a period of over­
production in almost all lines of farming. Then its major objcctivu 
was the curtailment of production to halt a catastrophic decline in 
farm prices. At present, although there is still excess production in 
some types of farming, serious shortages prevail in oU1or types. The 
present program is designed lo facilit.ato a balanced incrcnso in J>t'o­
duction nod to aid in controlling prices. 

Work projects.- The nverngc nwnber of W. P. A. workers was two 
million in tAle fisesl year 194'0, the year before the defonso progrnm 
started; tho average has been cut to one million this year. With 
increasing employment a. further considerable reduction will be pos­
sible. I believe it will be nccassary to mnkc some provision for work 
relief during tho next year. I estimate tentatively that 465 million 
dollars will be neodocl for W. P. A., butl shall submit a specific request 
later in tl!e year. Workers of certain types and in certain regions of 
the country probably will not all be absorbed by war industries. It is 
better to provide useful work for the unemployed on public proj~ets 
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than ~ lose their productive power through idlenoes. Wherever 
feasible they will be employed on war projects. 

Material shortages arc creating the problem of 11 priority unemploy­
ment." I hope the workere affected will be reemployed by expending 
war indUBtries . before their uneinployment compenaation ceases. 
Some of the workere ·affected will not, however, be eligible for such 
compensation and may be in need of assistance. 

Rather than rely on relio£ a determined effort should be made to 
speed up reemployment in defense plants. I have, therefore, in­
structed the Office of Production Mo.nagement to join the procure­
ment agenci.es in an effort to place contracts with those industries 
forced to cut their peacetime production. The ingenuity of Americo.n 
management has already adapted some industrie's to war production. 
Standardization and substitutiop are doing their part in maintaining 
production. Ever-increasing UBe of subcontracts, pooling of indUBtria) 
resources, end wider distribution of contracts are of paramount im­
portanee for making the fullest .use of our resources. The newly 
nationalized Employment Service will great;ly help unemployed work­
ers in obtaining employment. · 

Aids to youth.-Under war conditions there is need and opportunity 
for youth to serve in many ways. It is therefore possible to mako a 
considerable reduction in tho programs of the Civilian Conservation . 
Corps and the National Youth Adrni.niStra~ion. The youth, too, wilJ 
be aided-~by the United States Employment Service in Jinding em­
ployment opportunities. 

Although I am estimating 100 million dollars for these two agencies, 
fllt'cluding 50 million dollars for defense training, it is probable that the 
tot-al amount will not be needed. I am postponing 'until next spring 
presentation to the Congress of specific recommendations as to youtb 
aid. · 

Public works program.-The public works program is being fully 
adjusted to the war effort. The gen~eral program of 578 million 
dollars includes those projects' necessary for increasing production ol 
hydroelectric power, for flood control, and for river and harbor work 
related to military needs. Federal aid for highways will be expended 
only for construction essential for strategic purposes. Other highwa.y 
projects will be deferred untir the post-war period. For all other 
Feder~ construction I o.m restricting expenditures to those active 
projects which Cl\llllOt be discontinued without endangering the 
structural work now in progress. 
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Oillil ckpartmenl& and agencies.-Tho work of the civil departments 
and agencies is undergoing thorough reorientation. Established 
agencies will bo used to the greatest pos.~ible extent for defense 
services. ll·l any agencies have already made such readjustment. All 
civil activiliM of tho Government ur() being focussed on the war 
program. 

Federal gmnts and debt seruice.-A few categories of civil expendi­
tures show an increase. Under existing legislation Federal grnnts 
to match tho appropriltlions for public assistnnce made by thn indi­
vidual Stntcs will incrcaso by 73 million dollars. I favor lill amend­
mont to tho Social Scctu·i ty Act which would modify matching grants 
to accol'<l with the needs of the various Stutes. Such legislation would 
probably not nfTl•ct oxpt•ndittH'OS substnnlinlly during the Mxt fiscal 
your. 

Dcc!ttiSO of heavy .l!'cdornl borrowu1g, interest charges nrc oxpcctNI 
to inc1·ensc by 130 million dolln.rs in the current fiscal year, and by 
another 600 million clollurs in tho fiscal yca1· L943. Debt service is, 
of cour'So, nfTcetcd by wur spending. 

COOilOlNATION ot• FJSCAJ, POI, ICIES 

The fiscnl policy of the F<-'<iet·nl Government, especially with 
respect to public works, is being reinforced by thnt of State and loca l 
governments. Exrcutivc committees of the Council of State Govern­
ments and the Governors' Conference have issued excellent suggestions 
for harmonizing ,·nrious aspects of State nnd local fiscal policy with 
national objccth·cs. These government-s arc rracljusting many of 
their scrvic<'S so ns to expedite the war program. ).fany are making 
nexiblc pions for tho post-wnr readjustment and some are accumulat­
ing finnncinl rMcrYes for thnt purpose. The larger the scale of our 
war cfTort, the more important it becomes to pronde a reservoir of 
post-war work by business and by Federal, State, and local gO\·crn­
meniB. 

Fu,ANCING THE WAn 

Dctorminn Lion, skill, nnd muMriel ure three !,'!'eat necessities for 
victory. ).(cthods of finnncing mny impair or strengthen thP.se 
rs~l'ntinls. Sound fiscul policies urc those which will help win tho 
wnr. A fnir distl'ibution of the Wl\r burden is necessary for nationnl 
unity. A bnhtl}CCd linuncinl progrum i·ill sLitnuhtle the productivity 
of t-l1o No tion nnd nssuro mnxirlllllll ouLput of war equipment. 
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With total war expenditure.'!, including net outlays of Government 

corporations, estimated at 26 billion doii1U'8 for tile current fiscal 

year and almost 56 billion dollars for the fiscal year 1943, war finance 

is a tiiSk of tremendous magnitude requiring a concerted program of 

action. 
li'EOEIP'l'8 UNDI!lll PIUlSEN'l' Lt:OISLAT!ON 

Totnl receipts from e:risting tax legislation will triple under ilio 

defenso and war programs. They are l\.~pect~ to increase from fl 

billion dollars in the fiscal year l940 to 18 billion doll1U'8 in the fiscal 

year 1943. This increase is duo partly to thu expansion of economic 

activities and pnrlly to tax legislation enacted during tho last 2 years. 

As wo approach full use of our r('SC)urces, furt.her increases in revenue 

next year must come predominantlY' from now t.a..x tntlasures rather 

than from a greater tempo of ccollomic activity. Taxos ou incomes, 

estates, and corporate profits' are showing the greates t increasu. 

Yields from employment taxes tu·e increasing half as fast; n.nd the 

yields {rom excise taxes are increasing more slowly; customs are 

falling ofJ. On tho whole, our tax systom has become more progres­

sive sine~ the defense effort start~d. 

Developttltrlt uf tna;rw aaurc.t! ()! Ptdaol recet'pta rum paretf will; )Jttc·ul ytor 1940 

lfo<~Wos.ti<O•IOOJ ------------------
Sourl't 

C~rate c.a:ces . .... . . .... ............ - . ... ... · • ......... . 
lDdlvidual lrl(lomemd estttt tu:CL. . ......... .......... .... ... 

AUfalpSoJ1Dmt taxet_ . ........ . ...... ............ ........... .. 

&c:be w • .... ... - ... ......... ....... ..... ............ . .. 
~lisoeltiLOeouJ r«'tJ,pta--.. •• ••• ••• ...... .... •• .. • • ·•· • · · ··-
Ctatoma duties ........ . . ..... . . . .. ........ .. .. .. ........ . 

Or011t rtoelpca ••....... . ... .. ..... . .. .......... ......... 

IOtO ltll l94'J letS 
(actuAl) (Mtual) (o.-ltm"H.'d' (eetlml\l*i) 

tOO 
tOO 
100 
tOO 
100 
tOO 

tOO 

t71 
t34 
w 
128 

170 
112 

128 
275 
10 
tl7 

"' toe 

2tO 300 

DEFICITS UNtH:rt PRESEN'J' uA WS 

' The estimate of deficits must ho tentative ond subject to lalcr revi~ 
sion. The probable net outlay of the Budget and Government corpo­

rations, excluding revenues from any new taxes, will be 20.9 billion 

dollars for the cu.rront fiscal yt••tr, and 45.4 billion dollars for the 

fiscal y<:ur 1943. Dorrowing from trust funds will reducu Mw amounts 

whlch must be raised by taxation and borrowing from th11 public by 
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about 2 billion doUo.rs in the fiscal year 19~2 and 2.8 billion doUo.rs 
in the fiiiCal year 1943. 

Finaru:i11(J of Ftderal <>p<Taliom, jUcal V""" 194D-194S 

I Ia mlUio<ul 

OMtftcallon IKI( .. U· 
matrd) 

t0<2(ml· 
mAirdl 

10<1 
(actn•l) 

A, 81:1MMAaT Or U DI &.AL O.PU.A nOI't,ll: • J. IJudcec deOeh, uoder praent tax Ser;blaUoo C•e4 
J). 1"1'1). • ••• •••• .... . ... ... . .................. 142.«0.8 SJS.~I.8 $4, 100.4 

11, Ooveramentoorporatlona Cnet outla)'l) •••••.•..• ~ 2. O<J.O 2.220.0 I J,U8.8 

Net outtan or Uud~tct. and Oonrnment 
((ITJ)OTAtiODJ (l+tf) , ··· ···············• ·~. 3SJ.S 20,8-'1.8 "'~~· 

Ill. 'l'ru.n funds: 
l)oduct UC!GU or rt.'<'Cipl' 0\'tr dlabu:rttmtntt 

undl!r VNliC.Ot leKI.Itotlou '·---· · ········ .. . . 2.76U 2,018. 3 1, 3SS. 3 

Comblnod net <ll.th rt<tUirttt)tntl ( J+JI-
Ill) • .. .. ...... ................... ..... 4'2,617, 9 1$.833. 5 .t. 866. 9 

D. ,J:JriAI'tClNO OOMUUUD M&1' C'A8.11 RIQtrtiii.WINtt: 

By borro•lnt: from tbe public (ot'l): 
Oovcromeot SN-ucs ..••••••.. .......... ...... . .. 3.4,9!3.1 19. 628. l •• rot 3 
Oovcro.monl oorporALioo IJIUl'l •• .••• .•• ••••.•• •• • 1,291.$ • 710. I 1172. 8 

Subtot•l •••.••••. ..... . ..... .......... 83. 61$.3 18,818.0 :;;, 674. I 

Under propoe«!lt«lslJU~n: 
Tufle-.. .. ...... ...... .............. ..... 7.000.0 ............ ......... .. 
J.ncrt\UI I.O IOCliJ JC"rorlr.y f?'UI tuoda•·-···· .... ~000.0 . ........... ......... -

To~.al. .............. .. .......... ...... . ........... <UIU 18,818.0 .\ SiA. I 
.AdJuatmwn tor ~La C*b ball.neol du:rlot tNr . .... u IU •70&2 

Toto~, eoano~., _ ................................ u.on.e IS.83U 4,801.9 

•Dedu<t. 
•toduCW rttUTD Of IU~ut t\JDdf 10 the "BudP'I • 
• A !molt an ol tbll etc. .. ln1WWd lD OoTemmecu bonds:. 
• l.atlodf.s t.al...-1 aetmfld oa U. 8 : avlo,p bonds. 
• Tbll iAerMM co bt l.a"tttc!d lD 00'ftmmea.t boads. 

10<0 
(O<Iool) 

13. 61J.I 
100. I 

3,Si l. 2 

1,1~.3 

2. .,,, Q 

1,380. . 
31R. 7 

I,Wl- 1 

. .. ... .. 
..... --··· 

I,M-1 
~8 

U.\1.0 

In estimating expenditures and receipts, only n moderate rise in 
prices bns been RSSuml'<l. Since expenditures are affected by rising 
prices more rapiilly than are revenues, a greater price increase would 
rurthcr increase tho deficit. 

THE NEED FOR ADDITIONAL TAXES 

In view or the tremendous deficits, I reemphnsize my request or 
ln.st year thAt war ClCJlenditures be financed as far n.s possible by 

/ 
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taxation. ~ten so mnny, Amcricnns nt·e contJ·ibuting nil their 
energies o.nd even their li ves t.o tho Nation's great task, I am con­
fident that all Americans will b() proud t.o contribute their utmost in 
taxes. Until this job i~· done, until tlus wo.r is won, we will not talk of 
burdens. 

I believe tba,t 7 billion dollars in additional to...xes should be collected 
during the fiscal ycer 1943. Under new legislation proposed later in 
this :Message, social security trust funds will increase by 2 billion 
dollers. Thus ne\v means of fiJtanciog would provide n total of 9 
billion dollers in the ftSCnl year I 943. 

Specific proposals to accomplish this end will be transmitted in tho 
ncar future. In this Mcssngo I shall limit my recommendations 
on war finance to the brond outlino of n program. 

To.x progro.ms too often follow the line of least resistance. Tho 
present task definitely requires enactment of o. we1l-b~lo.nced program 
which takes account' of rovonu() rClquiroments, equity, ll.lld economic 
necessities. 

There are those who suggest that the policy of progressive tn.xation 
should be abandoned for the duration of tJle war because tJleso t.axes 
do not curtail consumers' dCDland. The emergency does require 
measures of a. restrictive nature which impose sacrifices on a.ll of us. 
But such sacrifices are themselves the most compelling argument for 
making progressive to.....:es more effective. The o.nti-infla.tionary aspect 
of taxation should supplement, not supplant, its revenue and equity 
aspects. 

PROORESSIVE TAXES 

Progressive to.:xes nrc the bnckbon() of the Federal ta.x system. In 
recent years much progress has been made in perfecting income, estate, 
gift, ll.lld profit taxation but numerous loopholes still exist. Because 
some to.xpa.yers use them to avoid tn.xos, other taxpayers must pay 
more. The higher the~ to.x rates tho more urgent it becomes to close 
~he loopholes. Exemptions in estato and gift t-axation should be 
lowered. - Tho privileged treatment given certain types of busin088 
in corporate income ta.xation should he reexamined. 

It seems right and just that no further to.x-e:ocompt bonds should be 
issued. Wo no longer issue United Stales tax-exempt bonds and it is 
my personal belief that the ineomo (rom State, municipal, and au­
thority bonds is t-o.xablo under the income-tax amendment to tllo 
Constitution. As a matter of equity I recommend legislation to tax 
all future issues of this cho.ractor. 
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'. . 
Exceeei~o profits undermine unity and should be recaptured. The 

fac~ tha~ a corporation had largo profits before tho defense program 
started is no reason w exempt them now. Unreasonable profits 
are no~ nooell88ry w obtain maximum production and economical 
management. Under war conditione the country canno~ wlerate 
undue profit&. 

Ou.r tax laW!! contain various t~ohnical inequities and discriminations. 
With taxes at wartime levels, i~ is more urgent than ever w eliminBte 
these defects in our tax systom. 

ANTI-INFLATIONARY TAXES 

I statod last year in the Budget Message that extraordinary tnx 
measures may be needCld to "aid in avoiding inflationary price rises 
wbioh may occur when full capacity is approached." 'fhe time for 
suoh measures has come. A weU-balanccd tax program must include 
measures which com bat inflation. Such measures should ab)!Orb some 
of tho additional purchasing power of consumers and some of ~e 
additional funds which accrue w business from increased consumer 
spending. 

A number of tax measures have been suggested for that purpose, 
such ns i.ncomo taxes collected at the source, pay-roll ta.xes, and excise 
taxes. I urge the Congress w give all these proposals careful con­
sirlcrntion. Any tax is bettor than an uncontrolled price rise. 

Taxes of an anti-inflationary character at excessive rates spell 
hardship in individual cases and may have undesirable economic 
repcreUSBiona. These can be mitigated by timely adoption of a variety 
of measures, each involving a moderate rnte of taxation. 

Any such tax should be considered an emergency measure. I t 
may help combat inflation; its repeal in a post-war period may help 
restore an increased flow of consumers' purchasing power. 

&i&e tazu.- AII through tbe years of the depression I opposed 
general e."<ciso and sales taxes and I nm ns convinced o.s ever that thoy 
have no permanent place in the Federal tn.x system. In tho face of 
tho present financial and economic situation, however, we may later 
be compelled w reconsider the tern porary necessity of such mens UTI'S. 

Selective oxciso taxes are frequently useful for curtailing the demand 
for consumers' goods, especially luxuries and semiluxuries. Thoy 
should bo utilized when manufacture of tbe products competes with 
the war cffo•·t: 

\ 
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Pay-rolli4zu !lfld th~ 3ocial •ecurity program.-I oppose the use of 

pay-roll taxes as a measure of war finance unless the worker is given 

his full monoy's worth in increased social sueurity. From thG incep­

tion of tho social soourity program in 1935 it h88 boon planned to in­

crease the number of persons covnred and to pro•·ide pro~A!otion against 

hazards not initially included. By expanding the program now, we 

o.dvancs tho organic development of our socio.l security system and 

at the same time contribute to thG anti-inflationary program. 

I recommend llD increase in the coverage of o.ld-age and survivors' 

insurance, addition of permanent and temporary disability payments 

and hospi tali zation payments beyond thG present benl!fit programs, 

and libero.lization lllld o:~po.usion of uncmploymcut compensation in a 

uniform nationo.l system. I suggest. that collection of additional con­

tributions be statted 88 soon as possible, to be followed J year later 

by the operation of tho ,new benefit plans. 
Additional employer and employee contributions will cover in­

cre88ed disbursements over a long period of time. Increased contri­

butiollB would result in reserves of severo.! billion dollars for post-war 

contingencies. The present t\CCmnulnt ion of tbeso contributions 

would absorb e.xcess purcl1asing power. Investment or the additional 

reserves in bonds of the Unitro States Government would assist in 

lin!lllcing the war. 
The existing administrn.tivc machinery for collecting pay-roll taxes 

can function immediately. For this rensen congressional oonsidcra­

tion might be given to immediate enactment of t.hls proposal, while 

other necessary measures are being perlooted. 
I estimn.to that thG social seclll'ity trust funds would be incre88od 

through tho proposed legislation by 2 billion dollars during tho lisco.! 

year 1943. 
FLEXI BILITY IN THE T.~X 8¥8TEM 

Our fiscal situtttioll mt~kes impomtivc tltB greatest possible flelci­

bility in our tax system. The Congress should consider the desira­

bility of ta.'l: legislation which makes possible quick adjustment in 

the timing of ta.'l: rates nod collcctiollS during an emergency period. 

JlORROWTNO AND THE MENACE 0}' INFLATION 

The war program requires not only substantially increased taxes 

but also greatly increased borrowing. After adjusting for additional 

tnx collections and additiono.l 1\ccumulation in social s.ecurity trust 
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funds, borrowing from the public in the current and the ne.~t fiscal 
year would be nearly 19 billion dollars and 34 billion dollars, respec­
tively. The adjustments arc indicated in the preceding table. 

Much smaller deficits during the fiscal year 1941 were associated 
with a considerable increase in prices. Part of this increase was a 
recovery from depression lows. A moderate price rise, accompanied 
by an adjustment of wage rates, probably facilirated the increase in 
production 11nd the defnnse effort. Another part of the price rise, 
however, was undesirable IIDd must be attributed to the delays in 
enacting adequ11te measures of price control. 

With expenditures and deficits multiplied, the threat of inflation 
will apparently be much greater. There is; however, a significant 
dilforonco between oondi tiona us t.hey were in the fiscal year 1941 and 
thoso prevailing under o. full war program. Last year, defense ex­
penditures eo stimulated private capital outlays tbat. intensi fied use 
of privo.to funds and private credit added te the inflationary pressure 
croo.tod by public spending. 

Under o. full wo.r program, however, most of t.ho increase in expendi­
tures will roplo.co private capital outlays rather than add te them. 
Allocations and priorities, necessitated by short11ges of material, are 
now in operation; th()y curtail private outlays for consumers' durable 
goods, privo.te and public construction, l'xpansion and even replace­
ments in nondefense plant a:nd equipment. These drastic curtnil­
mcnts of nondefense expenditures add, therefore, te IJ1e private 
funds o.vailable for noninflationary financing of the Government 
deficit. 

This factor will ~ntribute substantially to fin110cing the tre­
mendous war effort without disruptive price rises and without neces­
sitating a departure from our low-interest-rate policy. The remain­
ing inflationary pressure will be large but miiDagcable. h will be 
within our power to control it if we adopt o. comprehensive program 
of addit.ionaiiiDti-inllat.ionary measures. 

A CO~IPREBENSIVE ANTI-INFLATIONARY PROORAll 

A great variety of measures is nrcessary in order to shift labor, ma­
terials, o.nd facilities from tho production of civilian articles te U1e 
production of weapons and other war supplies. Taxes can aid in 
speedi.ng these shifts by cutting nonessential civilian spending. Our 
resources arc such that ov~n with the projected huge wnr expenditures 

• 



069 
MESSAGE TRANSMITTJNO THE BUDGET 

we can maintain a standard of living more than adequate to support 
the health and productivity of our people. But we must forego 
many conv~niences and luxuries. 

The system of allocations-rationing on the business level--ehould 
be extended and made fuJiy effective, llSpecially with relation to 
inventory control. 

I do not at present propose genornl consumer ration cards. ·There 
are not as yet scarcities in the necessities of life which make such a 
step imperative. Consumers' rationing has been introduced, how­
ever, in specific commodities for which scarcities have developed. 
Wo shall profit by this expcrinnco if a more genera), aystem of rationing 
ever becomes necessary. 

I appeal for t·he voluntary cooperation of the consumer in our 
national effort. Restraint in conswnption, llSpocially of scarce 
products, may makG necessu1y fewer compulsory measures. Hoard­
ing should bo cncourngcd in only ono fiold, that of defense savings 
bonds. Economies in consumption nnd the purchase of dofonso 
savings bonds will facilitate financing war costs and tile shift from IL 
pence to a war economy. 

An integrated program, including direct price controls, a llcxiblo tax 
policy, allocations, rationing, and credit controls, together with pro­
ducers' and consumers' coopcratiox1 will enable us to finance tho war 
effort without danger of inflation. This is n difficult task. But it 
must be done and it can be done. 

THE INCREASE IN 1'tn) FEDEitAL DEB1' 

On tJul bnsis of tentative Budget estimates, including new taxes, 
the Federal debt will increase from 43 billion dollars in Juno 1940, 
wl1w the dcfcns~ program began, to 110 billion dollars 3 years later. 
This increasa in Federal indebtedness covers also the future capital d&­
mands of Government corporations. About 2 billion dollars of this 
incrense will result from the redomption of notes of Government 
corpora~ions guaranteed by tile Fcdernl Government. 

These debt levels require un incrcnso in the annual interest from 
1 billion dollars in 1940 to abovB 2.5 billion dollars at the end of fiscal 
year 1943. Such an incrense in inturcst requirements will prevtmt us 
for some time after the war from lowering taxes to the extent othonviso 
possible. Tho import. of this !act will depond greatly on economic 
conditions in the post-war period. 

., 
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Paying i.s billion dollars out or an extremely low national income 
would impose an c•xci'SSive burden on taxpayers while the aame pay­
ment out or a 100-billion-dollar national income, after reduction of 
armament expenditures, may still permit substantial t.ax reductions in 
lh~ post-war period. 

I r wo contract a heavy debt at relatively high prices and must pay 
St•rvice charges in a period of deft a ted prices, we shaJJ be forced lo 
impose cxccssi ,•e taxes. Our capacity to carry a large debt in a 
post.-wnr prriocl without undue hardship depends majnly on our 
nbility to maintain n high level of employment and income. 

1 am confident that by prompt action we shall control tbo price 
development now tl.Dd tbnt we shnll prevent the recurrence of a deep 
cl cprc.~sio11 in t,h() post-war period. There need be no fiscal barrier~ 
to our Wt1r ciTort and to victory. 

FnMIKI.IN D. Roos•>vm,1'. 
JANUARY 5, 1942. 
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