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b . : CONFIDENTIAL i
Press Conference +797 =- (BUDGET SEMINAR)
Executive Office of the President

January 6, 1942 =-- 3.10 P.M,
5 (Director of the Budget, Harold D;'Smith,'énd John B. ;
Blandford, Jr., Assistant Director, were present )
YR, EARLY: (to the President) Look at these financial.exparts, sir!
(indicating press association newsmen in the front row)
THE PRESIDENT: (laughing) I think it's fine.
MR, J. HENRY: We are already ESTog&y.
1lR. DﬂNﬁLDEdE: All in.

TUE PRESIDENT: A very small group. I am very glad to welcome the financial
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editors of the country! (laughter)

- ﬂl‘il. _'..'..G*.

@ We will be after this.

¢ We ought to be.

THE PRESIDENT: Of course, very few newspapermen kmow the difference between

-t

a dollar apd a dime, anyway. But then, on the other hand, very few

Presidents do. (laughter) 3o we start even. 4

This is probably the biggest Budzet in the history of any nation
-- any time. I have no information about the Roman budgets. They were
said to have been very high. -

I auﬁpose the best thing to do is for me to refer most of the
questions to Harold Smith and Ja;k Blandford. I suppose we had better
o throuzh the Budget llessage, and any time I come to the end of a
sentence interrupt me and ask a question of somebody behind me. .

(reading): "I am submitting herewith the Budget of the United H
. States Tor the fiscal year ending Jume 30, 1943." :

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

may be in the future -- I have always felt uncertain as to whether to -
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write a Message to Conzress, 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 understend the difference, and I don't understand the
difference half the time, I make mistakes.

And I think 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 g
of State governments, and municipal governments -- conform to the calen-
dar year. It is a thing, of course, that will require legislation. But
I talked to =- I don't think I will send any llessage, or anything like -
that -- I have talked to some leaders about it lately, and they had all

been talking in the same terms to get that change made.

{reading): "It is the budget of a nation at war in a world at |
war. ¥

"In practical terms the Budget meets the challense of the
Axis powers."

I don't believe we need read this first section, because I said
the same thing this morning.
(reading): "THE YAR PROGRAL {

"Our present war program was preceded by a defense effort i
which bezan as 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
rapidly zrowing number of workers. IHundreds of thousands of
new -homes were constructed; the production of consumers' durable
goods broke all records. The industrial plant and equipiment of
the country were overhauled and expanded.

"Ad justment to a war program can now be made with greater
speed and less hardship. The country is better stocked with :
durable goods. Cur factories are better equipped to carry the i
new production load., The larger national income facilitates
financing the war effort.

"There are still unused resources for zgricultural and
industrial production. These must be drawn into the national i
effort. Shortages, however, h?ve developed in skilled labor, raw
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materials, machines, and shipping. Under the expanding war program,
more and more productive capacity must be shifted from peacetime
to wartime work.

"Last year fiscal policy was used to shift the economy into
high gear. Today it is an instrument for transforming our peace
economy irnto & war economy. This transformation must be completed
with minimum friction and maximum speed. The fiscal measures
which I outline in this message are essential elements in the
Nation's war program.

"WAR APPROPRIATIOCNS

"This is a war budget. The details of a war program are, of
course, in constent flux, Its magnitude and composition depend
on events at the battlefronts of the world, on naval engagements
at sea, and on new developments in mechanized warfare. Loreover,
war plans are military secrets.

"Onder these circumstances I cannot hereafter present de-
tails of future war appropriationa. However, total appropriations
and expenditures will be published so that the public may know
the fiscal situation and the progress of the Nation's effort."

Q #t that point, Mr. President, does that mean, for example, that there
won't be published and made awvailable records of Committee hearings
or Committee reports? Those approprietions will provide, say, for 3
thousand airplanes, and 3 thousand tanks, etcetera? It will be a lump
sum for the Army?

THE PRESIDENT: Very largely, because =-- well, we all know the practical
problem. So does every umember of the Committee on the Hill.

Q@ But there will be hearings?

THE PRESIDENT: Oh Yes. Oh my, Yes. Heavens, Yes.

& All that information made available?

THE PRESIDENT: 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 those things are details




\ #797 == 4

yoﬁ can't give out, and that is one reason why, quite frankly, when

you say 3 thousand plenes it may mean an awful lot, and it may not.

R S — = yi”

I have been rather considering the idea -- s0 as to zgive the
people -- give people a chance to see whether the step-up is a constant
step-up month by month e of using, instead of -- instead of the terms
of planes, or ships, which may be large or amell, of using "manhours.”
In other words, if we see that this country is every week increasing
the manhours, we know we are 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 million manhours means. And I am open to suggestions,.

There is an old -- there is an old crossword puzzle word called
aﬁ "erg," -- an E-R-G -- a unit of work. I don't know what an erg is.
If somebody could get that across in simpler terms than manhours, it .
would be an awfully good thing. It is scmething that we need to have
invented, We might all be thinking about it. I think I might almost
offer a prize.

Lloyd George, in '18, when I went to the other side, said, "You
Americans have got inventive genius. Invent me a term to take the
place of the word 'cooperation.'™ Nobody has done it yet. It is an
amazing thing. It is a horrible word, but we haven't got a substitute
yet.

MR. EARLY: g?. President, Pete Brandt came through this morning with a
suggestion. You might éall upon him to give it to you.

THE PRESIDENT: Go on, Pete.

MR, P, BRANDT: Use, say, 60 thousand menhours.

THE PRESIDENT: (interjecting) Yes.

= = lR. P. BRANDT: (continuing) That's a thousand men wurring 60 hours a week.




T THE PRESIDENT: (interjecting) Yes.
YR, P. BRANDT: (comtinuing) I don't know how you can do that with one

million manhours. If you take the 60 thousand hours to make a plane,

that's a thousand men working for a week, or sixty hours a wee<. You

can understand it better. You can visuallze it.

e R M i 1 ﬁi

THE PRESIDENT: If we would get down to small figures.

- w‘f"_ -

VR. P. BRANDT: I mean -- if you say a bomber takes 60 thousand manhours,

well then you can visuaslize a thousand men working for 60 hours.

p—

THE PRESIDENT: Yes.

Q Why not number of planes?

¢ And types?

€ You can use dollars.

VR. HAROLD SMITH: MNot on types.

g | Ti: PRESIDENT: That's the trouble. It brings you down to type, it brings

you dowﬁ to bombers. If we could get -- I am just thinking put loud

-= if we could get something on the scale of 100, that would mean that

--'well, let us put it this vay -~ I am just thinking out loud again --

suppose we figure 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 ==

' 1 mentioned the word this morning -- 56 billions, which is a little over

half of the total income of the country. And in general terms it

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

Well, now, wﬁat are we at today? We are up to 27 -- something
like that -- 29. low would it be -- don't write any stories on this,
we are just looking fbr an idea -- would it be possible to use -- get

the Director of the Budget to givéfua something showing what we are at
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now, figure 27 -- 29 -- whatever it is? Then month by month wateh us
go up, we hope, toward the 56 that everybody has got in mind.
Q (interposing) Why wouldn't it be e
THE PRESIDENT: (continuing) It is the éffort of every man, woman end
child -- farmer -- everything else -- being repfesentad by a figure,
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 this new ob-
jective? Well, this past month we rose fram 29 to 31. It will give us
a -- a yardstick. :

Q Would it be possible, Mr. President, to take the war production as of the

date of Pearl Harbor as index number one?

THE PRESIDENT: (interjecting) Yes, yes. i

Q@ (continuing) And then go up from there?

THE PRESIDENT: Go up from there. What do you think, Harold, is something
like that possible?

¥R. HAROLD SMITH: Yes. Use 100 as of some cdate. Then you have got a term
that people can understand.

THE PRESIDENT: Yes, sure.

Q Well, Mr. President, how does that get around this lag in checks credited
to the Treasury, and that sort of thing? Your activity is considerably
ahead of your bookkeeping. ‘ ‘

THE PRESIDENT: No. Nor are we -- our bookkeeping keeps pace with 1t. The .
actual banks ===

4 ' (interposing) Thaf is what I had in miﬁd.

THE PRESIDENT: (continuing) --- are far better.

Q That is what I had in mind.
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THE PRESIDENT: That 15 mere expenditure.

O So that you will talk in terms of actual activity?

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

@ Would there ba'&ny complications, Mr. President, if we happened ‘to go
down sumenhat'instaad of pgoing up? |

THE PRESIDEﬁT: I don't think we need worry about that. I think we are all
right on it.

¢ (interposing) Could it be translated ---

THE PRESIDENT: (continuing) If we are not, you can guess it by the absence
of an answer, when you ask the question. (laughter)

0 It might be translated, Mr. President, into units of weapons for a man.
One man to & rifle, Tour men to an airplane. Two men to a tank. Unifs
of striking power.

THE PRESIDENT: Little pictures? Well, I don't know.

§ I can see these little spear-men running up and down hill.

THE PRESIDENT: It's all right for the weeklies.

(reading): "The defense progrem, including appropriations, con-
tract authorizations, recommendations, and commitments of Govern-
ment corporations, was 29 billion dollars on January 3, 1941.

- During the last 12 months 46 billion dollars have been added to
the program. Of this total of 75 billion dollars there remains
2/, billion dollars for future obligation.

nIn this Budget I make an initial request for a war appropria-
tion of 13.6 billion dollars for the fiscal year 1943." '

That illustrates that thing axactly.l
O Mr. President, that would give you 24 billion plus 13.6, or a total of
37 billion, six hundred million? .
THE PRESIDENT: TYes.
& 24 billion.

THE PRESIDENT: To obligate immediately. 2

el i
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@ To obligate immediately, that's right.

THE PRESIDENT: But there might be another supplemental the end of January.
That's right. "

Q Mr. President, does that 37.6 contemplate your 5 billion dollar figure
that you mention a little later -- this 5 billion & month in effect in

the next paragraph? I mean does this initial 13.6 that you mention here

provide for enough funds to reach that level of production during the
year?

THE PRESIDENT: By the end of the year?

@ By the end of the year.

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

MR. HAROLD SQUITH: Yes, the 13.6 is really an eéxtension of the present
regular and supplameﬂtary.apprnpriations for the War and Navy Uepart-
ments, which is based on so many men, and so forth and so on, you see.

Q Mr., President, is that 13.6 large amount elready tied up by the previous
contract authorizations that have been voted by Congress? Is that en-
tirely free and unencumbered?

THE PRESIDENT: No. As Harold says, most of this is for the additional men,
and the things thaé zo with them -- uniforms, etcetera, that.are coming
in at the presént time. Very largely personnel, isn't it?

1R, HAROLD SMITH: This is an extension. In other words, that begins the

end of this fiscal year on what we have now in the way of sﬁiplaments
and appropriations for the Army and Navy.

Q What I was trying to get at, sir, is whether all these figures in the
Budget -- including the 13.6 and the deficit figure, etcetera -- are
based on this premise, and include this, or whether any additional

money that comes along later will go over and above these figures?
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THE PRESIDENT: You will find that is all in the Summary Table at the end
of the Message itself. The General Budget Summary.

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

THE PRESIDENT: Yes, yes.

Q2 (interposing) Mr. President ---

@ (continuing) You will find that on that General Budget page (xxi) =--
about -- under Expenditures -- number Four -- 52 billion, 786 -- included
in there. ‘

MR, BLANDFORD: lr. President, there is a Teble on page A-84, which summarizes
the whole national defense plcture.

THE PRESIDENT: What is that iﬂga again?

MR. BLANDFORD: A-84. In the Appropriations column == '43 =-- to the extreme
left. i

THE PRESIDENT: Oh, down &t the bottom, Yes. 13.6.

Mﬁ. BLANDFORD: The Supplemental item is an estimate of appropriations to
be submitted. On the other hand, we have inecluded on the 2xpenditure
side -- Estimated '43, fourth column over -- 17 billion dollars worth
of expenditures by ---

THE PRESIDENT: (4interjecting) NMarked Supplemental Items?

MR. BLANDFORD: [cgntinuing} --- Marked Supplermental Items, that is, Zsti-
mate of Expenditures. We have arrived at that total of 52.7 as the

expenditures for national defense, to which must be added about 3 bil-

e i Bl e e iy p i i et s b el itk vl
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lion for corporation expenditures to get the total of 56. )
MR, HAROLD SKITH: (interjecting) Yes, that comes out there next.
¥R. BLANDFORD: (continuing) The only question is the exact amount of the
supplemental appropristions. we have the expenditure side.

@ What i3 it thet must be added? s N
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MR, BLANDFORD: Approximately 3 billion for corporate expenditures ==
R.F.C. and its various subsidiaries that are working in the national
defense picture.

¢ May I ask a question? On Table A-84 you have Appropriations showing Navy
Department 5 billinn 9, and for the War Department 6.3. 4nd you have
Expenditures for the same year shown as 6.8 for the Navy, and 18.6 for
the War Department. In other words, in ome place you have Appropria-
tions of sbout 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 Expandi%uras? Ig that right?

BT

MR, HARQOLD SMITH: That is right.

MR. BLANDFORD: Plus appropriations to be sutmitted in January an& subse-
guently. Supplemental appropriatlons —_—

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

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

.

opposite the Appropriation for '43.

|
MR. HAROLD SMITH: (interjecting) Appropriation for that '43. ]
MR, BLANDFORD: (continuing) We have estimated the expenditures possible
under our 56% -- 50% of our mational income -- but we have not yet !
estimated the total amount of the Supplementals to earry out -- which ,
may carry through another fiscal year -- such autharizatioﬁs as ship
construction. i
@ Thank you very much, e |
MR, BLANDFORD: You have got a complete picture of the Expenditures, but

the Supplemental figure is to be supplied later. z 1

€ where does this 13 billion figure -- what does that take in if the Supple-
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i ‘ mental items are not estimated? |

: x MR, BLANDFORD: Well, this would total ﬁll of the figures above. 5.9 for

E Navy, and 6.3 for War, and the others that are listed below.

THE PRESIDENT: ﬁall, let's go on to page 7.

(reading): "WAR EXPENDITURES

T AR e

"Total war expenditures are now running at a rate of 2
billion dollars a month and may surpass 5 billion dollars a month
during the fiscal year 1943. 4#s against probable budgetary war
expenditures of 24 billion dollars for the current fiscal year,
our present objective calls for war expenditures of nearly 53
billion dollars for the fiscal year 1943."

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

(reading): "And in addition, net outlays of Governmment 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 the total war expenditure in the World War, do you happen to

. know, Mr. President?

Q@ (aside) Look in the World Almanac.

R T L

¢ About 21, wasn't it?

THE PRESIDENT: More than that -- 48 -- it was about 4l. #nd then, you
rememnber, at the end of the World War, we sold an awful lot of stuff,
end 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. #nd then in the -- in the Coolidge, and

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

B e e o R e

to about 21 billion total national debt.

(reading): "These huge expenditures for ships, planes, and
other war equipment will require prompt conversion of a large
portion of our industrial establishment to war production.
These estimetes reflect our determination to devote at least
Fl ‘ one-half of our national production to the war effort. T =
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5 "The agencies responsible for the administration of this
vast program must make certain that every dollar is speedily
converted into a maximum of war effort. We are determined to
hold waste to a minimum,"

I don't know whether it's the appropriate Plaﬂa, but I see no
reason why you shouldn't know the faet that during the past two weeks,
in telking to these variocus people -- I think I mentioned it the other
day -- I was a bit appalled by the fact that so much of our production
was still going into civilian use. We knew, for instance, last --

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

" United States, only about 25% of it was goingz into war production.

And it was a large question, at that time, as to whether we
shouldn't start new steel planté, to zet more steel production. And
we have started a few, but 1t takes a year and a half to build a steel
plant before it starts turning things out.

So we adopted the only other possibility, besides adding s little
to existing production. #nd that was to cut more deeply into eivilian
production. I can't give you the exact figures, but between last --

I think it wms from September, when we talked about it -- the amount
-; the percentage of defense steel ﬁas risen from about 25% first, to
30%, then to 35%, which still means that 65% is going into civilian
use.

S0 when Lord Beaverbrook first got over here, I éaid, "yhat are

your percentages?" “Wel%s“ he said, "our percentages are very nearly

turned around. 75% of all the steel made in England is going into war

use, and 25% to eivilian use.”

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

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

My own estimate is that it will run probably as 'high as 55%, or even
| -

L e L T
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60%, meaning that the civilian use of steel has got to be cut a lot
more than it has been cut already.

And the other thinz I think I can bring out 1s that in ﬁaking up
these total estimates, of course I sent for the Budget people who were
responsible. For example, I sent for the Maritime Commission, and I
pointed out to them that one of the really vital things we have got
to get is more tonnage, and while on the relative sinkings and build-
ings at the present time we are holding even, we have got to make sub-
stantial gains of building over losses.

And T said to them, "What are you making now?" "{lell, we are mak-
ing nearly 6 million tons this year.” I said, "What can you step it
up to?" "Well, " they said, "We can step -- step it up another million
tons." I said, "Not enough. Go back and sharpen your pencils.,” That
is just illustrative of the method. So they went back and sharpened
their pencils, and they came back, and they said, "It will hurt terribly,
but we believe that if we are told to we can turn out 8 million tons
of shipping this year." I said, "lNow you're talking." A4nd I said,
"All right now, for '43 what can you do? Can you turn out 2 million
more tons, to & total of 10 millicon tons of shipping?" And they
scratched their heads, andi came bacx and said, "ﬂg;, aye, sir, we will
do it." That's just an illustration.

Then it came to planes, tanks, anti-aireraft guns. 4And I have
been at them for two weeks, scmetimes telling them to go back and
sharpen their pencils.

The other day 1 had a final conference with Knudsen and Nelson,
and I gave them what I would like to see done -- I knew it would be

awful hard work for them -- and outlined the 60 thousand planes this
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year, of which 45 thousand would be cambat planes. And I nearly
took their breath away. "Can you make the 125 thousand planes next
year, of which 100 thousand would be combat planes?" #And they talked

it over a while, and fipally they came back -- to give me the green

i

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

We willdo it, sir."
Now thet has been the result of the last two weeks, and it is a

very magnificent thing that they are doing, because they are accepting
probably the most difficult production job imn all history. And it will

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

position to win the war.

(reading):"THE CIVIL FUNCTIONS OF GOVERMMENT

"In a true sense, there are no longer nondefense ex-
penditures. It is a part of our war effort to maintain
civilian services which are essential to the basic needs of
human 1life, In the same wey it is necessary in wartime to
conserve our natural rescurces and keep in repair our
national plant. We cannot afford waste or destruction, for
we must continue to think of the good 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 must maintain fire protection
in our forests; and we rust maintain control over des-

tructive floods." s
I don't want to have all our woods, etcetera, burn up. I don't
wan# to havé any, if we can help it, any recurrence of that Ohio flood
that slowed up production terribly. As it did, it swept away whole

factories.

(remding): ™In the preparation of the present Budget, ex-
penditures not directly related to the war have been reduced
to a minimum or reoriented to the war program.

-
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™fe all know that the war will bring hardships and require
t adjustment. 4Assisting those who suffer in the process of trans-

= formation and taxing those who benefit from the war are integral
parts of our national program.

"It is estimated that axpendituraé for the major Federal as-
gistance programs -- farm aid, work relief, youth aid -- can be
reduced by 600 million dollars from the previous to the current
fiscal year, and again by 860 million dollars from the current to
the next fiscal year. These programs will require 1. billion
dollars during the fiscal ysar 1943, about one-half of the ex- !
penditures for these purposes during the fiscal year 1941.

"Tmproved economic conditions during the current year have A
made possible the execution of economic and social programs with !
smaller funds than were originally estimated. By using methods !
of administrative budget control, 415 million dollars of appropria-
tions for e¢ivil purposes have been placed in reserves.”

Harold Smith, by pickinz out two million here and sticking it in i
the cupboard, and a few million there and sticking it in the cupboard,
has accumulated 415 million dollars in the currént fiseal year. And
he says he is not going to let any of it get ocut. I am quite glad to ;
. see he has still got the bulk of it. |
@ Do you have any objections to covering that into the Tressury by legis-
lation?
THE PRESIDENT: By what?
& Do you have any objections to covering that into the Treasury by legis-
lation as a joint economy proposition?
THE PRESIDENT: I think 1t is awfully far to look ahead. ¥You can't tell
what will happen. it is our best guess in January. But after all we
are honestly trying to cover it int§ the Treasury, but there might be
something we would have -- if we did cover it in by legislation and
something happened =-- we would have to go and get another appropriation
out of Congress., It is a question of good faith. #We will do the best
we can.,

({ what happens, sir, the end of a fiscal year?
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THE PRESIDENT: Then it is {gmverted automatieally,

¢ Automatically?
THE FRESIDENT: Yes.

(reading): "Excluding debt charges and grants under the Soeial
Security law, total expenditures for other than direet war pur-
poses have besn reduced by slightly more than 1 billion dollars
in the next fiscal year."

We worked awful hard to get 1t up over a billion. I believe
there are some people who say, "Let it g as high as a billion and a
half." But thet is primarily the decision of the Congress. If they
want to stop certain functions of Government entirely, well, of course,
they can do it. They are the -- they keep the purse strings.

(reading): "AGRICULTURAL AID, -- I propose to inelude contract
authorizations in the Budget to assure the farmer a parity return
on his 1942 crop, largely payable in the fiscal year 1944. I do
not suggest a definite appropriation at this time because de-
velopments of farm income ang farm prices are too uncertain,
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 against the farmer,
an appropriaetion will be Reeded to carry out the parity objective
of the Agricultural Adjustment Act. .

"The remaining expenditures for the agricultural program are
being brought into accord with the war effort. Food is an essen-
tial war material. I propose to continue the soil conservation
and use program on a moderately reduced scale., Acreage control
by cooperative efforts of farmer and Govermment 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 farm 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 inerease in production and
to aid in controlling prices. o

. "WORZ PRCJECTS. -- The average number of ¥.P.A. workers was
two million in the fiscal year 1940, the year before the defense
Program started; the average has been cut to one million this
yeer. With increasing employment a further considerable reduc-
tion will be possible. I believe it 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 W.P.A., °
but I shall submit a specific request later in the yéar. 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 dois go to your
own home town, where you meet friends and where you imow everybody

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

war work, and who praﬁably, as long as he 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 public projects than to lose their productive power
through idleness. Wherever feasible they will be.émployed on war
projects.

Minterial shortages are creating the problem of 'priority
unemployment.' I hope the workers affected will be resmployed
by expanding war industries before their unemployment compensation
ceases. Some of the workers affected will not, however, be
eligible for such compensation and may be in need of assistance.

"Rather than rely on relief a determined effort should be
made to speed up reemployment in defense plants. I have, there-
fore, instructed the Office of Production lianagement to join the
procurement agencies in an effort to place contracts with those
industries forced to cut their peacetime production. The in-
genuity of American management has 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 industrial resources, and wider distribu-
tion of contracts are of paramount importance for meking the
‘fullest.use of our resources. The newly nationalized Employment
Sarvice will greetly help unemployed workers in obtaining employ-
ment."

Right in there -- neither here nor there -- but it is one of those
gpecific cases that sometimes crop up. It's a sood illustration.

£
I was home =- oh =-- about four months ago, and a fellow nemed --

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

and his father, and grandfether, ran a sash and blind works -- made
window sashes @nd blinds. The firmu 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 private building in Dutchess County. What will I do? We
have got 30 first-class carpenters and cabinet makers that have been
with me for years and years." "Well," I said, "can't you do some war
w?rk?" He said, "I don't know." "Are they ordering any wood cabinet
work for this war?" "I don't think so. We don't do steel." _

| I brought him down here to Oélum's office and explained the situa-
tion. #4nd I got tusy on this thing. I said, -- when I was getting my
nose done -- to Ross MgIntire, "You are just a little tiny cog in the
Navy Department, are you still buying 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, for your
hospitals?"

He said, "Yes."

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

"Sure."

Well, that's one -- just one illugtration.

Then I sent for the Maritime Commission. I said, "On your ships,
do you, in the Officers’ quarte;s or the Mess's or the First liate's, use
-- don't you have a certain amount of wooden wainscoting?"

They said, "Yes."

"And where are you getting it?"

"I don't kmow.""

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

he was handed a list of wooden cabinet work 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 of business for lack of work?"

And he said, "Yes.. One in Newburgh, one in Xingston, one in Hud-
son, and I think one in Peekskill that I know of. They are all In the

same fix I am in." ' e

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

in the Hﬁdscn River Valley take?" Just to employ the actual men now
in their employ -- in Poughkeepsie there were 30 carpenters.

And he went back there, and they have got enough Government
orders to keep 150 men steadlly at work for at least a year on build-
ing wooden substitutes for the Govermment. And then, the 150 skilled
workers that are employed by the use of a iittle 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 problem is needed. And,
well, we are doing it as fast as we can.

{reﬁding]: TATDS TO YGUTH.“—— Under war conditions there is ﬁﬂad

and opportunity for youth to serve in many ways. It is thersefore

-+ _possible to 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 Employment
Service in finding employment opportunities.”

I don't know anythLing about it yet.

€ lr, President, at that point, that 100 million dollars is contained in

’F the Budget, however?

THE PRESIDENT: Yes, that is in., And I am expressing the plous 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 training,
it is probable that the total amount will not be needed. I am
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postﬁaning until next spring presentation to the Congress of
specific recommendations as to youth aid.

"PUBLIC WORKS PROGRAM, -- The public works program is being
fully adjusted to the war effort. *he general program of 578
million dollars includes those projects necessary for increasing
production of 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 highway projects will be deferred until
the post-war period. For all other Federal construction I am
restricting expenditures to those active projects which cannot
be discontinued without endangering the structural work now in
progress.”

Q Mr. President, in connection with the hydroelectric -- is there in the
Budget -- have you included an estimate for the first year's wcrk'un
the Saint Lawrence power?

THE PRESIDENT: I don't think we do. No. Off -- I think -- I don't think
we included it for any of the essential defense projects that are in
the bill that is now up in the House.

¢ In '43, on the highways, there will be no lump sum allocations for the
States other than for actual defense?

THE PRESIDENT: I hope not.

% That's fine.

THE PRESIDENT: It depends a little on Congress. It is going to be awfully

hard for the Congress to cut things like State highways.

B

In thet connection, have you mentioned the possibility of using 8.P.AB.

allocations to prevent the use of siratezic meterials among ---

THE PRESIDENT: (interposing) In among what?

Q@ The possibility of using S.P.A.B. authority to prevent the use of strategic
materials in public construetion, even though the money has been ap-
proiriated? Is it all right talking about that?

THE PRESIDENT: I think so, I think thet is part of it. It all fits in on

the allocation thing. And of course, as you know, we are belng sometimes

EACWE_ T TR
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g little bit high-handed. Scme fellow has a beautiful idea Tor 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)

HE PRESIDENT: Well, I don't know. That is -- what's the word? -- clubbing?
MR. HAROLD SMITH: As a big stick, Mr. President. ‘
THE FRESIDENT: What?

UR. HAROLD SMITH: As a big stick. ¥e are not going to have steel, and
build reinforced conerete roads, so that Congress might very well ap-
propriate the roads, but they might not be built for the lack of steel.

THE PRESIDENT: And remember that came from the Director of the Budget!

=

(laughter)
Page Ten., (reading): "CIVIL DEPARTMENTS AND AGEICIES, =- The
work of the civil departments and agencies is undergoing thorough
reorientation. ZEstablished agzencles will be used to the gzreatest
rossible extent for defense services. liany agencies have already
made such readjustment. All civil activities of the Govermment
are being focussed on the war progrem.”

f Ilr. President, in that connection -- from people like us who don't know
anything about it -- I have heard it from friends who ask -- as long
as we are apending all this money for war, why do we need mll these
bureaus in the Commerce Department and the Agriculture Department, and
so forth? Does this paragraph mean that?

THE PRESIDENT: It means that -- the answer is that it is awfully easy to
say a broad, general thing like thet, but when you come down to mctusl
cases -=- well, for instance, we now that the Department of aAgriculturs
has all kinds of bureaus in it. The Bureau of Animal Inspection --

-

Ky Lord, can't we let that go until the end of the war? Wher you come
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duﬂnniﬂ it, nught\wa to let that stop during the period of the war?
Qughtn't we to protect the health of the people? Oughtn't we to see
to it? Look at the. bureaus -- the Bureau to Eliminate Ticks on Cattle,
to eliminate the Boll Weevil, to eliminate the Peach loth, and so forth
and so on.

The answer is thet we are fighting nature all the time along those

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

to keep from getting overwhelmed by nature.
And if we once let up on the fight, it means that the work will

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

e £ S

caused by natur&l—- the pests of mature. We are cutting them. Ve are
cutting all those bureaus, but we are still keeping the service going
on.

’ MR. HAROLD SMITH: Mr. President, may I implement that just a little bit
with a specific illustration in connection with economic defense. For
example, arrangement has been made for a large p&rﬁ of the staff of the
Tariff Commission to be working on the program on economic defense. A

considerable part of the staff of the Bureau of Foreign and Domestic

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

And you get the situation where the Federal Power Commission, for

"

. M
example, -- while that hes been modified since then -- the Federal |

Power Commission has been devoting hours of its time to -- to ferreting
out buttlan&cks; and planning power programs and inter-connections,
etc. _A great deal, much more than anyone thinks -- until you get down
‘ to these departments and bureaus, one after-the other -- is being

orientated to the war effort.

. 3 '@ Nr. President, before you leave this section dealing with reductions,
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what heppens to the Food Stamp program?

THE PRESIDENT: I haven't heard of it for six months. What's happened to

the Food Stamp program? (turning 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?

THE PRESIDENT: You have zot me cold on that. I don't know.

MR. BLANDFORD: Nr. President, that particular activity comes under the export-
domestic consumption. And while in '/2 we had a total approrriation
of 222 million dollars, we are including 132 million dollars in *ﬁé,

which is the 30% of customs not supplemented by any additional ap-

propriation.

THE PRESIDEIT: Why as much as that, Jack?

MR, BLANDFCRD: Well, curiously, our customs receipts, as I recall it, have
gone up. In any event, with the 3&%, sir, you do_g;t corresponding
reductions in all of the programs Iinanced out of that appropriation,
which includes the Food Stamp Plan, the Cotton Stamp program, etcetera.
They are all in on that 132 million dollars, and items for reduction.

#e have, 1 think, a figure of 26 million dollars as the reduction in

the Food Stamp Plan,
¢ 26, did you say?

MR. BLANDFCOHD: 26.

THE PRESIDENT: --Well, somebody will have to justify 1t before Congress. 1

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

larger, but it's all right. ,‘

(reading): "FEDERAL GRAINTS AND DEBT 3ERVICE. =-- A few categories
of civil expenditures show an increase. Under existing legislation
Federal grants.to match the appropriations for public assistance
made by the individual States will increase by 73 million dollars."

g
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That is in accordance with existing law, and of course the bulk
of it is on -- it might be called health items. There is more money
for the hlin;, there is more money for widows, and orphans, all in
accordance with the existing law that I have to follow in this Budget.

Q¢ Is that the matching, Mr. Pr;aidant?
THE PRESIDENT: What?
— @ 1Is that the =--
THE PRESIDENT: (interposing) That is the matching.
@ Matching provision of Social Security.

(reading): "I favor an amendment to the Social Security Act

which would modify matching grants to accord with the needs of

the various States. Such legislation would probably not af-

feet expenditures substantially during the next fiscal year."
well, you know what we have been trying to do on that. It is going to
be a hard thing to zet through_é - nﬁ, what? -- a State like Georgia,
whieh hasn't got the taxable values in the State. And therefore, when
they come to a matching prﬂgfam with the Federal Govermment, their
total is very, very low, if judged on & per capita basis. That does
not take care of their sick, and blind, and unemployed, and relief
people, and so forth and so onm, because the State hasn't got the tax-
able value,

In a State like New York, on the other hand, they have gottthe
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 States. #And
that would not be left to the discretion of the 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 figure, which in turn would be

-
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based on the per capita income of the individuals in ali of the States.
The individual -- the States that have the hizhest per caspita income
would get the least, and the States that have the lowest income would
get the mnaﬁ. Well, thet is something we are shooting for, and have
been for the last year. -

0 Well, Mr. President, isn't that provided in the Connally bill? I saw
Senator Connally introduced a bill providing that system of‘matching.

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

MR. HAROLD SMITH: I don't know. A e

THE PRESIDENT: I don't know.

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

THE PRESIDENT: Yes, depending on the per capita income in each State.

4 I mean the present grades. |

THE FRESIDENT: What?

& The present rate of ---

THE PRESIDENT: (interposing) That is entirely up to -- I have to follow
the present law. There is nothing I can do about it, I have to put
in an estimate in accordance with what those States are putting up ®
themselves. If they increase the emount to spend under the present law,
I have got to do it too.

g Well, Mr. Presi&ant; do you think under present circumstances there is
some chiseling on the part of some backward 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 less we put up less.

§ Is there any possibility same of these alleged backward States hope the

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

T e e
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in the future?

THE PRESIDENT: It depends largely on what kind of administration they have
got.

Q Do you hope to get that through this year?

THE PRESIDENT: What?

Q Do you hope to get that through this year?

E
THE PRESIDENT: I hope to, Yes. Congréss will be here for 359 more days.

G TIsn't this a reversal on the part of the Administration? Congressman --
Mississippi's Congressman, and several of them, tried to get this
shelved in the House, and it also came up in the Senate; and in both
Houses #dministration leaders fought and defeated 1it.

THE FRESIDENWT: I didn't know that.

Q At thet time arose the cuestion of so-called poorer States.

*) fThat was on Federal EZducation, wasn't 1t%

Q@ No, sir.

Q No, no., Connally amended some bill in the ﬁanﬂte.a year or so ago. That
was finally thrown 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 dollars in the fiscal

year 1943. Debt service is, of course, affected by war spending.

"COORDINATION OF FISCAL POLICIES

"The fiscal poliey of the Federal Government, especlally
with respect to public works, 1s being reinforced by that of
State and local governments. Executive committees of the Council
of State Governments and the Governmors' Conference have issued
excellent suggzestions for harmonizing various aspects of State
and local fiscal policy with national objectives. These govern-

ments are readjusting many of their services so as to expedite
the war program. Many are making flexible plans for the post-
war readjustment and some are accumulating financial reserves
for that purpose. The larger the scale of our war effort, the

]
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more important it becomes to provide a reservoir of post-war work
by business and by Federal, State, and local governments.

"FINANCING THE WAR

"Determination, skill, and materiel are three great necessities
for vietory . lethods of financing may impair or strengthen these _
essentials. Sound fiseal policies are those which will help win
the war. A fair distribution of the war burden is necessary for
pational unity. A balanced finaneial program will stimulate the
productivity of the Nation and assure maximum output of war equip-
ment.

myith total war expenditures, including net outlays of Govern-
ment corporations, estimated at 26 billion dollers for the cur-
rent fiscal year end almost 56 billion dollers for the fiscal
year 1943, war finance is a task of tremendous magnitude requir-
ing a concerted program of action.

"RECEIPTS UNDER PRESENT LEGISLATION

"Potal receipts from existing tax legislation will triple
uncer the defense and war programs. They are expected to ilnecrease
from 6 billion dollers in the fiseal year 1940 to 18 billion
dollars in the fiscal year 1943. This increase is due partly to
the expansion of economic activities and partly to tax legisla-
tion enascted during the last 2 years, 4s we approach full use
of our resources, further increases in revenue next year must
come predominantly from new tex measures rather than from a
greater tempo of economic activity. Taxes on incomes, estates,
and corporate profits are showing the greatest increase. Yields
from employment taxes are increasing half as fast; and the yields
from excise taxes are inereasing more slowly; customs are falling

— off " =

Of course that is obvious.

(reading): "On the whole, our tax system has become more
progressive since the defense effort started."

Then you have got a table.

4 Mr. President, on the employment taxes, does this imply a recommendation
either by the Treasury or Social Security Burcaeu for an increase in
payroll taxes?

THE PRESIDENT: Yes, employment taxes.

Q@ Lhat has been suzgested, but it hasn't been proposed officially?

*

THE PRESIDENT: Yes, that is 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 Table would have that most graphi-
callf in dollars? ]

MR, HAROLD SMfTH: That is -=- Haceipts, Schedule 1.

@ What page?

MR, BLANDFORD: Page xxii. And then tlere is a statement, number one,

g i
which goes over and starting new series D-4 in more detaill, on page A3.

Q Thank you.
(reading): "DEFICITS UNDER PRESENT LAWS

"The estimate of deficits must be tentative and subject to
later revision. <The probable net outlay of the Budget and
Govermment corporations, excluding revenues from any new taxes,
will be 20.9 billion dollars for the current fiscael year, and
45.4 billion dollars for the fiscal year 1943. Borrowlng from
trust funds will reduce the amounts which must be raised by taxa-
tion and borrowing from the publie by about 2 billion dollars
in the fisecal year 19/2 and 2.8 billion dollars in the fiscal

year 1943."
Then follows a Table which I never saw before, but it's all
Tight.
(See Table on Page XII of Budget llessage appended hereto)
(reading): ™In estimating expenditures and receipts, only a
moderate rise in prices hes been assumed. Since expenditures are
affected by rising prices more rapidly than are revenues, a greater
price inerease would further increase the deficit.”
Q@ Ur. President, would you have that assuﬁptiﬂn confirmed if the Congress
moves pretty fast?
THE PRESIDENT: What?
€ Would you have that esssumption confirmed if the Congress moves pretty
fast?
THE PRESIDENT: Yes, yes. JThe quicker the better.
(reading): ™THE NEED FOR ADDITICIAL TAXES

"In view of the tremendous defieits, I reemphasize my re-
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quest of last year that war expenditures be financed as far '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 war
is won, we will not talk of burdens.

"I believe that 7 billion dollars in additional taxes
should be collected during the fiscal year 1943. Under new
legislation proposed later in this Message, social security trust

funds will increase by 2 billion 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."

0f course I suppose the Treasury will do that.

(reading): "In this Message I shall linit my recommendations
on war finance to the broad outline of a program.,"

@ Mr. President, may I interrupt a moment? Could you tell us how you hap-
pen to arrive at 7 b%llian dollars, rather than six or eight or some
other figure?

THE PRESIDENT: Two ways, by asking what the maximum was that we could raise,
and then asking the comverse of it, "Will the country stand that amount?"

Q Mr. President, this ﬂnnfsmplatea 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 '437

Ti® PRESIDENT: No. The 18 includes, doesn't it, Harold?

MR, HARCLD SIITH: MNo.

¢ It says "exclusive," I think, sir.

THE PRESIDENT: Wait a minute. (reading): "Total receipts from existing
tax legislation are expected to increase to 18 billion dollars."

@ Total 27 billion dollars?

G Almost half of the 56 to be spent.
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THE PRESIDENT: Well, on the General Budget Suumary, column one, item four
Roman, you have got "receipts from proposed tax legislation of 7 bil-
lion."

Q Where is that, sir?

Q Page 21, |

THE PRESIDENT: Page 21 -- Homan.

Q@ You have 16.48 up above.

THE PRESIDENT: That is in. In other wnrds that gzives you the actual bud-
getary Tigures of 42 billion, minus rézeipta from proposed tax lagis;
lation, or budget deficit under prorosed tax legislation, 35 billion.

¢ About 23-1/27 )

THE PRESIDENT: Yes. 16 plus 7 equals 23-1/2.

¢ (interposing) Mr. President, are the new Social Security taxes in that
Table?

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

o (interposing) In hat mee

MR. BLANDFORD: (interjecting) On page 12.

Q {c-:::-nt“inuing] --= Table on page 21%

MR. BLANDFORD: In that teble on page 12.

}MR. HAROLD SMITH: Item 3.

@ Mr. President, is it correct then to say that the tntﬁl amount of taxes
is approximately 27 billion, as aguinst the 17.8, plus the =---

THE PRESIDENT: (interposing) 25-1/2 isn't it?

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

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

Q@ Does that 25-1/2 include deductions you are deducting from ._any == deduet-

ing from the 0ld Age insurance, which has to be collected? -
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THE PRESIDENT: Yes.

Q So the actual collections from the people would be 277

MR, ELAHDFGHD: 18 and 9 total collections.

ERE”HARULD SMITH: You have got Social Security taxes in there. 18 and

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

applicable to finance.

& It would be 25 then, without the Socilal Security?

MR. BLANDFORD: 1.3 plus 3.3. 3.3 would be the Social Security part of it.

& It is 27 billion, although 3.3 is Social Security, is that right?

Q@ There is no telling, i1s there, sir, what is earmarked, what is Social
Security and general taxes? It goes.into the general fund, does it not?

& It'ssa question of how much of it goes into ---

MR. HAROLD SMITH: (interposing) For fimancing, that's all.

o Yes.

€ How much is to be collected, then, in the "43 fiscal year?

TgE PRESIDENT: You can handle it three different ways. You can handle the
16 plus 7, or handle the 23, or you can &dd.sﬁcial Sacﬁrity to make it
25, and -- what? -- 2 billion more for new Social Security -- 27.

4 18 plus 9 then?

THE PRESIDENT: Yes.

& (intervosing) MNr. President i

THE PRESIDENT: (continuing) As I see it, you can write the story truth-
fully any one of those three ways.

Q@ (interposing! The General Budget Summary carries the figure 52 billion
786 million. Have you =--

THE PRESIDENT: (continuing) Then you add to that Jesse Jones' items for

the balance of this year and next year, about another 4.
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YR. BLAWNDFORD: 3 billien 43,

THE PRESIDENT: Yes.

Q lr. Présidant, there is this difference, isn't there, between ordinary
ﬁg;atinn and Social Security taxes? When you get the Social Securify
taxes in, you still have to borrow the money? Isn't that right? Don't
you have to borrow it from the Social Security?

THE PRESIDENT: Yaé, 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 bank or t he

public, you go to your own Social Security trust fund and borrow from

that.

MR, HAROLD SMITH: It doesn't help the bBudget, but it helps the Treasury.

THE PRESIDENT: (reading):

"Pax programs too often follow the line of least resistance.
The present task definitely requires enactment of a well-balanced
progrem which takes account of revenue requirements, eguity, and
economiec necessities.

"Thare are those who suggest that the poliey of progressive
taxation should be abandoned for the duration of the war because
these taxes do not curtail consumers' demand. The emergency does
require measures of a restrictive nature which impose sacrifices
on all of us. But such sacrifices are themselves the most com-
pelling argunent for making progressive taxes more effective.

The anti-inflationary aspect of taxation should supplement, not
supplant, its revenue and equity aspects.

"PROGRESSIVE TAXES

"Progressive taxes are the backbone of the Federal tax
system. In recent years much progress has been made in perfect-
ing income, estate, gift, and profit texation but numerous loop-
holes still exist. DBecause some taxpayers use them to avoid
taxes, other texpayers must pay more. The higher the tax rates
the more urgent it becomes to close the loopholes. Exemptions
in estate and gift texation should be lowered. The privileged
treatiment given certain types of business in corporate income
taxation should be reexamined."

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

-
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non-profit organizations?
THE PRESIDENT: No. Not non-profit organizations like churches.
¢ I veg your pardon?
THE PRESIDENT: Not organizations like charities and things of that kind.
Q Gnuid you give us & iittle better idea?

Q [1ntarpuaing] You mean mutual life insurance companies, Mr. President?

THE PRESIDENT: If they are truly mutual, but you know there are some of them

that are called mutual that "ain't.”

@ What about lébnr organizations, lir, President?

THE PRESIDENT: What?

Q What about labor organizations?

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

THE PRESIDENT: Yes. Some of those oil things are a scandal.

(. What about farm cooperatives?

THE PRESIDENT: What?

Q What about farm cooperatives?

THE PRESIDENT: If they are cooperatives.

4 Did you have in mind the average annual income?

THE PRESIDEﬁT: 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 thinking of Coca Cola. Now, what is the total amount of money --
I don't happen to own any of the stock, but most people do -- what is
the total amount -- not confined to any rich people -- widoya and
orphans -- that ever went into Coca Cola? Well, it is probably --
what? -- 10% of the capitalization of Coca Cola. Now they ploughed
back profits, that is perfectly true, but nothing llke to an amount

equal to the total of their capitalization,

"
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Now, how do you value Coca Cola? Do you value it on the profit
t they make every year? While on the original stock the payments that
It 0 ALATE WePe S I don't kmow, what? -- 100% -- they are meking
this year the same amount that they made on the average of the past 4
years. So they escape under the present law -- very 1&:&};&1}1' escape
any additional taxes.
Now the question is: Should an original investor be entitled to
100% without any further penalty? There are any number of corporations

of that kind. It was one of the well recognized -- it was not dis-

honest -- everybody did it in the Golden age of the Twenties. And it

e i il il

is a question as to whether people should get 100% on their money year
" in and year out, or whether they should pay somewhat higher taxes on
that enormous yield. And of coufse_ -
. 3 (interposing) Mr. Przsident ---
THE PRESIDENT: (continuing) --- I failed, as you know, in the last tax bill
to have anything dﬁna about it., I am still at it.
w, You mean a corporation, lir. President, with a large fixed capitalization
should not be penalized the same way, as far as taxes are concerned, as
a company with smaller capitalization and larger Eamingé? i
THE PRESIDENT: That's right too. Now of G'D‘l.l:.[‘BB there are a lot of very
small companies and individual busineaéaa today that we all feel terribly
sorry for, because they have certain debts, which uncer the present
tax law they are absolutely unable to cut down. At the present time,
u:_u:‘i_ar the present law, they can't spend any of their money for reduction
of debt, and these companies are companies of very-amall capitalization.

It is really hardship on them.

. (. You speak, lr, President, of loopholes, here again, in the tax law,
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~ Would that include tax laws on cammunity property that they tried to
- t correct '11aat year? Would you happen to have that in mind?

THE PRESIDENT: No. I haven't had it in mind, but I have always. thought
th;t we should have exactly the same basis in all the States, instead
of Having four or five States with a separafe'kind of law.

Q@ May I interrupt, Mr. President? In fhﬂt statement you mean to imply
thet you advocate one method of computing excess profits taxes, rather
than in existing law?

THE PRESIDENT: lo. Have some kind of provision that will help some of the
smeller companies, providing some method by which they can rpay down a
little on their debts. Remember that smaller companies' debts are in

to banks -

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

is all right if it will renew the loan when it comes due -- short term
. -- one-year note -- three-year note -- they will be glad to renew the

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

Whereas 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.

My family still has some bonds of the New York Central that are

the direct linaaldﬁascandants of some bonds that my great-grandfather

bought in 1841 to help build the railroad up the Hudson River. And we

have still got them, end they have never paid of T one cent of that

capitalization in & hundred years, because 1t was the financial poli-

cles of railroads always to refund the debt, and never pay it off. DNow
' that's an advantage that a big ﬂérpor&tiﬂn has, but the little firm

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

. T How would you attack that problem?
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THE PRESIDENT: What?
t Q How Juuld you attack that problem in new legislation?
THE PRESIDENT: I don't kmow. L

e S o L ——
4

aay,

This

Then

Q Mr, President, would that apply also to business firms that have a fixed

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

five years?

THE PRESIDENT: Yes, yes.

(reading): "It seems right and just ....."

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

(reading): M.....that no further tax-exempt bonds should be
issued, We no longer issue United States tex-exempt bonds and
it is my personal belief that the income from State, muniecipal,
and authority tonds is taxable under the income-tax amendment to
the Constitution. As a matter of equity I recommend legislation
to tax all future issues of this character.”

¢ Mr, President, do you propose that mutusl associations of Federal Security
. should be taxable by the States?

THE FRESIDENT: I think it goes hapd in hand.

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

iz my thought.

(continuing reading): "The fact that a corporation had large pro-
fits before the defense program started is no reason to exempt
them now, Unreasonable profits are not necessary to obtain
maximum production and economical management., Under war condi-
tions the country cannot tolerate undue profits.

"Our tax laws contain various technical inequities and dis-
criminations. With texes at wartime levels, it is more urgent
than ever to eliminate these defects in our tax system."

you came to the anti=inflationary policy.
(reading): "I stated last year in the Budget lessage that extra-

ordinary tax measures may be needed to 'aid in avoiding inflation-
ary price rises which may occur when full capacity is approached.’

‘The time for such measures has came. A well-balanced tax program

rnust inelude measures which combat inflation. Such measures

i e L e e et v " ey e il




Q@ There, Mr., President, does that take in sales tax?

THE PRESIDENT: Wait a minute. Ve haven't come to it yet.

.
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should absorb same of the additional purchasing power of con=-
sumers and some of the additional funds which accrue to business

from incraasadﬁcunaumar spending.

"A number of tax measures have been suggested for that pur-
" pose, such as income taxes collected at the source, pay-roll
taxes, and excise taxes. I urge the Congress to give all these
proposals careful .consideration. Any tax is better than an un-
controlled price rise."

(reading): "Taxes of an anti-inflationary claracter at excessive
rates spell hardship in individual cases and may have undesirable
economic repercussions. These can be mitigated by timely adoption
of a variety of measures, each involving a moderate rate of

taxation.

m"aAny such tax should be considered an emergency measurs. It
may help combat inflation; its repeal in a post-war period may
help restore an increased flow of consumers' purchasing power.

"EXCISE TAXES, -- All through the years of the depression
I opposed general excise and sales 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 finaneial and economic situa=-

tion, however, we may later be compelled to reconsider the tem-
porary necessity of suech measures.

nSelective excise taxes are frequently useful for curtail- '
ing the demand for consumers' 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 caming out for a sales tax.
Oh mo. I am talking about a selective excise tax, which is in a sense
like the tax on your cigarettes. It is a selective excise tax. And
I heiieva that we will have to go into that field more largely on a
gelective excise tax and sales tax on certain carefully selected things
which now don't bear that burden.
For two reasons, the first is to raise revenue -- three reasons

-- the first to raise revenue, the seccond is to pﬁt 8 governor -- a

brake -- on inflation problems, and the third goes right with the --
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at the end of this wer -- the ability to teke that brake off if we
c run into a period of deflation., So that -- that is perfectly clear.

G 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.
@ Not higher taxes on those already having ---
THE PRESIDENT: (interposing) Not necessarily. It depends entirely on the

individual thing. They all have different considerations.

AT (T
¥

i & Mr. President -—-

Q (interposing) Mr. President, you say, "we may later be compelled to re-

————

F

e

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

definition of the latfer?
THE PRESIDENT: Tomorrow. Any time.
@ Mr. President, you say you are not discussing a general sales tax, but

the next to the last paragraph sounds like it 1s a general excise and

sales tax that you are talking about?

Q finterpaaing} We may consider it later.
THE PRESIDENT: Well, (reading, not literally): "I em absolutely opposed
to any general excise and sales tex," you see, but, (reading, no®

literally): "In the face of the present financial and economic system,

| | we mey later be compelled to reconsider the temporary necessity of

o such measures.” That should be all the same paragraph., It is meant to

B N

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

have a general sales tax.

9
v B . 4 #4re you changing it to read that way?

L
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THE PRESIDENT: What?

Q ﬂra you nlmn.ging it to read that way?

THE PRESIDENT: No, but that is the amendment.

MISS MAY CRAIG: Mr. President, are you considering retail excise taxes,
or manufacturers taxes there -- sales taxes?

THE PRESIDENT: May, you will get into all sorts of problems. Whdt is the
cigarette tax? You pay it at retail, and the manufacturers pay it at
the factory. You see what I mean? It's your pennies that actually go
to the cigarette stand, and you pay the thing., But actually the stamp
is put on, and the Govermment is paid, in the cigarette factory.

Q In Ohio the retailer pays it, Mr. President.

THE PRESIDENT: Do they really?

@ State only.

MR. HAROLD SMITH: State only.

Q There are reports that you might ask State governments to relinquish
their source of income, such as cigarette or gas taxes, at least some
of them? Are you contemplating that? 0y

THE PRESIDENT: No., Sometime some of the State departments Hill get their
excise taxes so high that they will bezin to lose the population. Some
of those gasoline taxes in the South, in the past, have been way out
of line. Probably now they won't be so much out of line.

(reading): "PAY-ROLL TAXES AND THE SOCIAL SECURITY PROGRAM, --

I oppose the use of pay-roll taxes as a measure of war finance
unless the worker is given his full money's worth in increased
social security. From the inception of the soclal security pro-
gram in 1935 it lhas been planned to increase the number of persons

covered and to provide protection against hazards not initially

included. By expanding the program now, we advance the organie
development of our social security system and at the same time

contribute to the anti-inflationary program.

"I recommend an increase in the coverage of old-age and
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survivors' insurance, addition of permanent and temporary dis-
ability payments and hospitalization payments beyond the present
benefit progrems, and liberalization and expansion of unemploy-

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

"Additional 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."

Thet was the thing that you were talking about before. We =- the
Goverment, in order to pay the cost of war, borrows from that fund.
Q@ Mr. President, at present on the 0ld Age tax, the employer pays one per-

L

cent, and employee one parcenﬁ.. Is.it correct that the Euﬁgaf is mak- A
ing each one 2% instead of 1%?7

THE PRESIDENT: I don't know. I haven't got any details.

MR. BLANDFORD: Those rates go up to 2% after Jan;;ry 1, 1943,

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

Q MNr. President, is any additional increase in the tax rates planned beyond
that autamatic increase, regerding the Social Security?

THE PRESIDENT: That I don't know. .

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

THE PRESIDENT: Eventually, Yes.

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

THE PRESIDENT: Dh“ﬁb. I think that by next January, unless there is a
change in the law -- I mean J.'E.nuary, 1943 == it will go up l%. Thet

is a half -- & half.

(reading): "™The existing administrative machinery for ccllécting
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£ pay-roll taxes can function immediately. For this reason con-
t ~ gressional consideration might be given to immediate enactment
of this proposal, while other necessary measures are being perfected.

i "T estimete that the social security trust funds would be

increased through the proposed legislation by 2 billion dollars

| & during the fiscal ysar 1943."

| Q@ Mr. President, would that be' purely through-supplementing the act?

THE PRESIDENT: What?

Q@ Would that be through bringing in these additional persons, you refer to
up there in the first paragraph, rather than any inerease in rates
beyond that 1%? "

THE PRESIDENT: The increase in rates we have got provided by law already,
end if you broaden the base the number of people would be that much
more.

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

THE FRESIDENT: I think so.

Q@ No incrﬁasa in the meantime?

THE PRESIDENT: I don't know.

ERILET TGN P

VR, TAROLD SMITH: There would be some ineresse, lir, President, to bring it
up to the total.

THE PRESIDENT: To the total.

e ol i e e

MR, HAROLD SMITH: That is being held out for your approval by the Social

Security Board.

ol i ™

THE PRESIDENT: You might anticipste the present program by a year.
Now the fiscal year situation. =

(reading): "FLEXIBILITY IN THE TAX SYSTHM -

"our fiscal situation makes imperative the greatest possible
flexibility in our tex system. The Congress should consider the
desirability of tax legislation whicii makes pussiﬁle quick ad-
justment in the timing of tax rates and collections during an

. emergency period."




& Just what was that?

THE PRESIDENT: What?

Q@ What does that mean?

0 "Piming of tax rates and planning of collections," -- what does that mean?

THE PRESIDENT: Now that's a thing I will have to ask an expert. (turning

to Mr; Harold Smith)

MR. HAROLD SMITH: Ir. President, I am not an expert, but the two things

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

will say, devise a relatively perfect tax bill -- if there were such --

that fitsthe problems of the immediate needs of revenue, and so forth

and so on. And then, when -- in connection with 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 demsands. And

furthermore, that is the sort of thing that is thought of in connection
vwith 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 collections, 1
¢ 7That means withholding payréil taxes?

MR. HAROLD SMITH: No. Thet is not -- that is not the thought. It is just

a guestion of maybe paylng income taxes on a monthly basis.
. We might pay our '42 taxes, or '/l, monthly instead of aquarterly?
MR, HARCLD SIITH: Yes. Those two points are involved there. 3

THE PRESIDENT: (reading): "BORROWING AND THE MENACE OF INFLATION
‘"The war program requires not only substantially increased
taxes but also greatly increased borrowing. #After adjusting for
additional tex eollections and additional accumulation in social
gecurity trust funds, borrowlng from the publiec in the current

. . and the next fiscal year wauld be nearly 19 billion dollars and
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34 billion dollers, respectively. The adjustments are indicated
in the preceding table.

"fuch smaller deficits during the fiscal year 1941 were as-
sociated with a considerable increase in prices. FPart of this
increase vas a recovery from depression lows. 4 moderate price
rise, accompanied by an adjustment of wage rates, probably
facilitated the increase in production and the defense effort.
Another part of the price rise, however, was undesirable and must
be attributed to the delays in enacting adequate measures of
priece contreol,

"iith expenditures and defieits multiplied, the threat of in-
flation will apparently be much greater. There is, however, a
significant difierence between conditions as they were in the fis-
eal year 1941 and those prevailing under a full war program.

Last year, defense expenditures so' stimulated private capital
cutlays that intensified use of private funds and private credit
added to the inflationary pressure created by mublic spending.

"OUnder a full war program, however, most of the inerease in
expenditures will replace private capital ocutlays rather than
add to them., Allocat:ons and priorities, necessitated by short-
ages of materlial, are now in operation; they curtail private
outlays for consumers' durable goods, private and public con-
struction, expansion and even replacements 1ln nondefense plant
and equipment. These drastic curtailments of nondefense ex-

. renditures add, therefore, to the private funds available for
noninflationary financing of the Government deficit.”

In other words, buy bonds instead of building -- redecorating
juur own house.

(reading): "This factor will contribute substantially to fin=-
encing the tremendous war effort without disruptive price rises
and without necessitating a departure from our low-interest-rate
poliey. The remaining inflationary pressure will be large but
mansgeable, It will be within our power to control it if we
adopt a comprehensive program of additional anti-inflationary
measures, :

"A COMPREHENSIVE ANTI-INFLATIONARY PROGRAM

"A grest variety of measures is necessary in order to shift
labor, materials, and facilities from the production of eivilian
articles to the production of weapons and other war supplies.
Taxes can gid in speeding these shifts by cutting nonessential
civilian spending. Our resources are such that even with the
projected huge war expenditures we can maintain a standard of
living more than adequate to support the health and productivity
of our people. But we must forego many convenlences and luxuries.

"The system of allocations -- rationing on the business
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level -- should be extended and made fully effective, especially
t with relation to inventory control.

"I do not at present propose general consumer ration cards.
There are not as yet scarcities in the necessities of life which
make such a step imperative. Consumers' rationing has been intro-
duced, however, in specific commodities for which secarcities have
developed. We shall profit by this experience if a more general
system of rationing ever becomes necessary.

"] arpeal for the voluntary cooperation of the consumer in
our national effort. Restraint in consumption, especially of
scarce products, may make necessary fewer campulsory measures.
Hoarding should be encouraged in only one field, that of de-
fense savings bonds. Economies in consumption and the purchase
of defense savings bonds will facilitate financing war costs and
the shift from a peace to a war economy,

"An integrated program, including direct price controls,
a flexible tax ‘policy, allocations, rationing, and credit con-
trols, together with producers' and consumers' cooperation will
enable us to finance the war effort without danger of inflation.
This is a difficult task. But it must be done and it can be
done " :

{, Mr. President, there is no plan for enforced savings on this, is there?
. THE PRESIDENT: No. No general plan, but there are all kinds of items that
come up any old time -- like sutomobile tires. Well, that is enforced.

e may have to do it with something else -- pigs knuckles! (laughter)
T, i
(reading):; ™"THE INCHEASE IN THE FEDERAL DEBT
"On the basis of tentative Pudget estimates, including new

taxes, the Federal debt will increase fram 43 billion dollars in
June 1940, when the defense program began, to 110 billion dollars
3 years later. This increase in Federal indebtedness covers also
the future capital demands of Government corporations. About 2
billion dollars of this increase will result from the redemption
of notes of Govermment corporations guaranteed by the Federal
Government .

"Phese debt levels recuire an inerease in the annual interest
from 1 billion dollars in 1940 to above 2.5 billion dollars at
the end of fiscal year 1943. Such an increase 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.” '

E Q lr. President, ore paragraph back there -- "2 billion dollars of this
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inerease will result from the redemption of Govermment corporations.”

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

have to be made up?

THE PRESIDENT: I don't know. How about that? (turning to Mr. Blandford)
MR, BLANDFORD: No, Mr. President, it is just including. It would be
simpler to have single finanecing of the Treasury and corporate needs
so the Treasury is gping to take up these notes.
w That means that same contingent liabilities will then be translated
into the public debt? Is that the effect of it?
THE FRESIDENT: Yes.
ilR. BLANDFORD: Yes.
THE PRESIDENT: 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 taxXpayers
. while the same payment aut of a 100-billion-dollar national
income, after reduction of armament expenditures, may still
pemit substantial tax reductions in the post-war period.
"If we contract a heavy debt at relatively high prices and
must pay service charges in a period of deflated prices, we shall
be foreced to impose excessive taxes., Our capacity to carry a
large debt in a poat-war period without undue hardship depends

mainly on our ability to maintain a high level of employment and
income .

"T am confident that by prompt action we shall control the
price development now and that we shall prevent the recurrence
of a deep depression in the post-war period. There need be no
fiscal barriers to our war effort and to victory."

I may say on this (the Budget liessage) that there are two out-
standing things that I am very, very much encouraged at, when I draw
comparison with '1l7 and '18, and '19 and '20.

As some of you remember, we were paying -- getting out our bonds

at 4-1/L% rate. Today we are getting out our bonds, and notes, and

‘ bills, at an average of about 2-1/2% for the entire national debt.
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That is a véry, very big saving over the conditions at that time.
Furthermore, the reason I stress price control is that -- also,
as some of us remember -- the prices of certain things went clear out

of line, both during the first World War and after it. 2 dollars for

wheat. 33¢ -- 35¢ for cotton, and so forth and so on. well, as a

N T e~

result of things getting out of line, through the failure of price

e il

control at that period, whiech, however -- was based, however, on things
that happened before 'l7, the whole -- a whole lot of other things
were thrown out of lime, to the ruination of millions of people. Some
of those agricultural prices that went up in "1/ and '15 and '16, b;—
fore we zot into the war. #heat got up -- I don't know, what? -- 2-1/2
dollars a bushel, and the price of any land that grew these things went
up to a perfectly fantastic figure. 50-dollar land was selling at 200
. dollars. #And of course the financing of it had been by -- mostly by
mortzage -- some kind of an obligation. #nd at the end of the peried
when, say, wheat dropped down from 2 dollars to 40 or 50 centsz a bushel,
that land reverted to its original wvalue. 4And the fellow that had
bought it lost it, and then a whole chain of thinzs.

I remember in the 1920 campaign, when I started out Jest on my
first trip, I realized thet there was oulte a lot of trouble among the
cattle growers of the West. Lhey had been encouraged to add to their
herds, to get all the new calves that they possibly could. #nd the

—whole liest was flooded with calves aﬁd COWS «

And I kmew that I would run into trouble, and the reason was that |
the people who had lent them the money -- the banks, which had been en-
couraged by the Tressury Department == they were calling loans.

. So I wrote a letter to the Secretary of the Treasury, Mr. Houston,
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and said, "Now, what will I say in my speeches to these cattle growers?"

And I got back a letter -- imagine my using it in the campaign -- say-

ing, "Dear Mr. Secretary, tell them the truth. Tell them that they
have to be the viearious sacrifice for a restoration of the country to
normal financial positions.”

Well, I didn't use it. (laughter)

Now we want to avoid having cattle growers, and lots of other
people, vut in the same bad fix they were in at the end of the first
World War. #nd we are thinking @ahead. #nd I am perfectly convinced
that even if the debt does go to 110 billion dollars, we will be able
to pay it; partly because of the very much lowered cost of interegt
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 that debt in a relatively short time, just as we were

reducing it up to -- what? -- '26 -- somewhere along there, where we
rescinded a whole lot of taxzes and left the country burdened with a
debt of somewhers around 21 or 22 billion dollsrs.

& Do you mind, sir, repeating those figures, sir?

THE PRESIDENT: What?

@ Do you mind repeating those figurgg which left you unworried about the
size of the debt?

THE PRESIDENT: PFirst the -- first the very much lower and more reasonable
interest rates, and secondly the keeping up -- I think I said -- of
the -- of the taxes and the national =-- the national income. And
third, through the price controcl method -- preventing normal wvalues

from goilng completely out of line,

. ¢ This would anticipate the end of war in '43 then, with a 110-billion-

dollar debt? (lauchter)
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Q Mr. President, what are the rules on what to say in this conference?
THE PRESIDENT: Oh, I suppose the same old thing. lNo direct quotes.
MR. BARLY: That's right.

THE PRESIDENT: Yes.

& There can be attributions?

THE PRESIDENT: What?

i There can be ettributions?

THE PRESIDENT: Yesa, I think soc.

MR, EARLY: Not until after the Budget is released.

THE PRESIDENT: That's right.

& Thank you, Mr., President,

@ Thank you, Mr. President.

THE PRESIDENT: All right.

. (Notebook VI-P.C. -- Page 133)
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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

I am submitting herewith the Budget of the United States for the
fiscal year ending June 30, 1943, It is the budget of a nation at war
in & world at war.

In practical terms the Budget meets the challenge of the Axis
powers. We must provide the funds to man and equip our fighting
forces. We must provide the funds for the organization of our
resources, We must provide the funds to continue our role as the
Arsenal of Demoeracy. _

Powerful enemies must be outfought and outproduced. Vietory
depends on the courage, skill, and devotion of the men in the Amer-
ican, British, Russian, Chinese, and Dutch forces, and of the others
who join hands with us in the fight for freedom. But vietory also
depends upon efforts behind the lines—in the mines, in the shops, on
the farms. e

"We cannot outfight our enemies unless, at the same time, we
outproduce our enemies. It is not enough to turn out just a few
more planes, a few more tanks, a few more guns, a few more ships,
than ean be tuined out by our enemies. We must outproduce them
overwhelmingly, so that there can be no question of our ability to
provide a erushing superiority of equipment in any theater of the

world war.
And we shall succeed. A system of free enterprise is more effective

than an “order” of concentration camps. The struggle for liberty
first made us a Nation, The vitality, strength, and adaptability
of a social order built on freedom and individual responsibility will
again triumph.

Tae War Program

Qur present war program was preceded by a defense effort which
began as 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 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 equipment of the country were
overhauled and expanded

v
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Adjustment to a war program can now be made with greater speed
and less hardship. The country is better stocked with durable goods.
Our factories are better equipped to carry the new production load.
The larger national income facilitates financing the war effort.

There are still unused resources for agricultural and industrial
production. These must be drawn into-the national effort. Short-
ages, however, have developed in skilled labor, raw materials, ma-
chines, and shipping. Under the expanding war program, more and
more productive capacity must be shifted from peacetime to wartime
work,

Last year fiscal policy was used to shift the economy into high gear.
Today it is an instrument for transforming our peace economy into
a war economy. This transformation must be completed with
minimum friction and maximum speed. The fiscal measures which
I outline in this message are essential elements in the Nation’s war
program. )

WAR APPROPRIATIONS

This is & war budget. The details of a war program are, of course’
in constant flux. Its magnitude and composition depend on events

at the battlefronts of the world, on naval engagements at sea, and -

on new developments in mechanized warfare. Moreover, war plans
are military secrets. 1

Under these eircumstances I cannot hereafter present details of
future war appropriations. However, total appropriations and ex-
penditures will be published so that the public may know the fiscal
situation and the progress of the Nation’s effort.

The defense program, including appropriations, contract authoriza-
tions, recommendations; and commitments of Government corpora-
tions, was 29 billion dollars on January 3, 1941, During the last 12
months 46 billion dollars have been addéd to the program. Of this
total of 75 billion dollars there remains 24 billion dollars for future
obligation.

In this Budget I make an initial request for a war appropriation of
13.6 billion dollars for the fiscal year 1943, Large supplemental re-
quests will be made as we move toward the maximum use of produe-
tive capacity. Nothing short of a maximum will suffice. [ cannot
predict ultimate costs beeause I cannot predict the changing fortunes
of war. I can only say that we are determined to pay whatever price
we must to preserve our way of life,

L=
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WAR EXPENDITURES

Total war expenditures are now running at a rate of 2 billion—
dollars & month and may surpass 5 billion dollars a month during the
fiscal year 1943. As against probable budgetary war expenditures of
24 billion dollars for the current fiscal year, our present objective
calls for war expenditures of nearly 53 billion dollars for the fiscal
year 1943, And in addition, net outlays of Government corpora-
tions for war purposes are estimated at about 2 and 3 billion du]Iars
for the current and the next fiscal year, respectively.

These huge expenditures for ships, planes, and other war equipment
will require prompt conversion of a large portion of our industrial
establishment to war production. These estimates reflect our deter-
mination to devote at least one-half of our national production to the
war effort.

The agencies responsible for the administration of this vast program
must make certain that every dollar is speedily converted into a maxi-
mum of war effort. We are determined to hold waste to & minimum.

TrE Civi. Funcrions oF GoVERNMENT

In & true sense, there are no longer nondefense expenditures. 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 way it is necessary
in wartime to conserve our natural resources and keep in repair our
national plant, We cannot afford waste or destruction, for we must
continue to think of the good of future generations of Americans. For
example, we must maintain fire protection in our forests; and we must
maintain control over destructive floods. In the preparation of the
present Budget, expenditures not directly related to the war have
been reduced to a minimum or reoriented to the war program.

We all know that the war will bring hardships and require adjust-
ment. Assisting those who suffer in the process of transformation
and taxing those who benefit from the war are integral parts of our
national program.

It is estimated that expenditures for the major Federal assistance
L programs—farm aid, work rclief, youth aid—ocan be reduced by 600

£ million dollars from tiha previous to the current fiscal year, and again
by 860 million dollars from the current to the next fiscal year, These
programs will require 1.4 billion dollars during the fiscal year 1943,
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about one-half of the expenditures for these purposes during the fiscal
year 1841,

Improved economic conditions during the current year have made
possible the execution of economic and social programs with smaller
funds than were originally estimated. By using methods of adminis-
trative budget control, 415 million dollars of appropriations for civil
purposes have been pln.uad in reserves,

. Excluding 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 next fiscal 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 the fiscal year 1944. I do not suggest a definite
appropriation at this time because developments of farm income and
farm prices are too uncertain. 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 against
the farmer, an appropriation will be needed to carry out tha parity
nh;actwa of the Agricultural Adjustment Act.

“The remaining expenditures for the agricultural program are being
brought into accord with the war effort. Food is an essential war
material. I propose to continue the soil conservation and use pro-
gram on & 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 catastrophie deeline in
farm 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 pro-
duction and to aid in controlling prices.

Work projects.—The average number of W. P. A. workers was two
million in the fiscal year 1940, the year before the defense program
started; the average has been cut to one million this year. With
inereasing employment a further considerable reduction will be pos-
sible. I believe it 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 W. P. A., but I shall submit a specific request
later in the 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 projects

Cn
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than to lose their productive power through idleness. Wherever
feasible they will be employed on war projects.

Material shortages are creating the problem of “priority unemploy-
ment.”” I hope the workers affected will be reemployed by expanding
war industries before their unemployment compensation ceases,
Some of the workers affected will not, however, be eligible for such
compensation and may be in need of assistance.

Rather than rely on relief a determined effort should be made to
speed up reemployment in defense plants. 1 have, therefore, in-
structed the Office of Production Management to join the procure-
ment agencies in an effort to place contracts with those industries
forced to cut their peacetime production. The ingenuity of American
management has already adapted some industries to war production.
Standardization and substitution are doing their part in maintaining
production, Ever-inereasing use of subcontracts, pooling of industrial
resources, and wider distribution of contracts are of paramount im-
portance for making the fullest use of our resources, The newly
nationalized Employment Service will greatly help unemployed work-
ers in obtaining employment. :

Aids to youth—Under war econditions there is need and opportunity
for youth to serve in many ways. It is therefore possible to 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 Employment Service in finding em-
ployment opportunities.

Although I am estimating 100 million dollars for these two agencies,
excluding 50 million dollars for defense training, it is probable that the
total amount will not be needed. I am postponing until next spring
presentation to the Congress of specific recommendations as to youth
aid.

Public works program.—The public works program is being fully
adjusted to the war effort. The general program of 578 million
dollars includes those projects necessary for increasing production of
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 highway
projects will be deferred until the post-war period. For all other
Federal construction I am restricting expenditures to those active
projecta which cannot be discontinued without endangering the
structural work now in progress.
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Civil departments and agencies.—The work of the civil departments
and agencies is undergoing thorough reorientation. Established
agencies will be used to the greatest possible extent for defense
services. Many agencies have already made such readjustment. All
civil activities of the Government are being focussed on the war
program. ‘

Federal grants and debt service—A few categories of civil expendi-
tures show an increase. Under existing legislation Federal grants
to match the appropriations for public assistance made by the indi-
vidual States will increase by 73 million dollars. I favor an amend-
ment to the Social Seeurity Act which would modify matching grants
to accord with the needs of the various States. Such legislation would
probably not affect expenditures substantially during the next fiscal
year.

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 dollars in the fiscal year 1943. Debt service is,
of course, affected by war spending.

COORDINATION OF FISCAL POLICIES

The fiseal policy of the Federal Government, especially with
respect to publie works, is being reinforeed by that of State and local
governments, Executive committees of the Council of State Govern-
ments and the Governors’ Conference have issued excellent suggestions
for harmonizing various aspects of State and local fiscal policy with
national objectives. These governments are readjusting many of
their services so as to expedite the war program. Many are making
flexible plans for the post-war readjustment and some are accumulat-
ing financial reserves for thal purpose. The larger the scale of our
war effort, the more important it becomes to provide a reservoir of
post-war work by business and by Federal, State, and local govern-
ments,

Fivancing tue War

Determination, skill, and matériel are three great necessities for
victory., Methods of finaneing may impair or strengthen these
pssentinls. 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 stimulate the productivity
of the Nation and assure maximum output of war equipment.
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With total war expenditures, including net outlays of Government
corporations, estimated at 26 billion dollars for the current fiscal
year and almost 56 billion dollars for the fiscal year 1943, war finance
is & task of tremendous magnitude requiring a concerted program of
action.

RECEIPTS UNDER PRESENT LEGISLATION

Total receipts from existing tax legislation will triple under the
defense and war programs. They are expected to increase from 6
billion dollars in the fiscal year 1940 to 18 billion dollars in the fiscal
year 1943. This increase is due partly to the expansion of economic
activities and partly to tax legislation enacted during the last 2 years.
As we approach full use of our resources, further increases in revenue
next year must come predominantly from new tax measures rather
than from a greater tempo of economic activity. Taxes on incomes,
estates, and corporate profits’ are showing the greatest increase,
Yields from employment taxes are increasing half as fast; and the
yields from excise taxes are increasing more slowly; customs are
falling off. On the whole, our tax system has become more progres-
sive since the defense effort started.

Development of major sources of Federal receipls compared with fieeal year 1840
[Todexes, 1od0=100]

1840 1841 1842 | 143

Bouree ) (metual) | (notual) |(estimated)| (estimated)

COTPOTRA BILOBS . . oo eemmccsmamsme o ccsosassasmroonanass 100 173 J28 510
Individual income and estate taxea. . cieeiceeoeacaaa. 100 138 s 405
All employment tEE0E. ..o v s ccnssnrre e 100 1 143 209
Eztiss thXe8. .on o cccnsmmnnrsecmccsscssmnrmr s anst s annnTy 100 128 187 184
Miscallaneous teoeipll ..o ccciianrr et 100 L70 W 104
Crstoms dUths. . .. ceeersemeemccasarsnnmn s asas s n 100 112 104 B85
Gross reoalpls. . oo ceeecmmeae e ccs s nam e 100 1M 28 00

1 Exeludes return of surplos funds by Government corporations.
DEFICITE UNDER PRESENT LAWES

The estimate of deficits must be tentative and subject to later 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 current fiscal year, and 45.4 billion dollars for the
fiseal year 1943. Borrowing from trust funds will reduce the amounts
which must be raised by taxation and borrowing from the public by

LY
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“about 2 billion dollars in the fiscal year 1942 and 2.8 billion dollars
in the fiscal year 1943, :

Financing of Federal operations, fiscal years 1840-1843

|In millions]

143 (esti- | 1042 (estl-
mated)

11 1940
Classification mated) | {nctual) | (nctusl)

A. BUMMARY OF FEDERAL OFERATIONS!
I. Budget deficit under present tax legislation (ses

B e e e sy S s e e d e mFe g b $42 40,8 | $18, 6315 | $5,100.4 | 8.6IL1
II. Government corporations (net outhys). .. ...... 2,141, 0 290 | 11,1488 200, 1
Net ootlays of Budget and Government
corporations (THID).....coremvmeescnnaansns 45,981.8 | o0, B5L8 | 52522 | 3,RIL2
IIT. Trust funds:
Dipduct excess of recelpts over disbursements
under present leglalation ... [ T6LE 20088 | 1,9858 | 1,150.3

Combined net cash requirements (I-4+11—
1 £ 7 3 O 42, 617.9 18,8336 | 4, 6B50.0 L8519

B, FINANCIMNG COMDBINED NET CASH HEQUIREMENTS:
By borrowlng from the pablic (not):

Government (8sues. . oo W, 0131 10,828, 1 | 4, 6003 1,380 4
Government corporation fssues ... ... . .| =1, 208 « 710, 1 6728 HET
Bobtotal. ... ... . T gy - 33,6153 18, B18.0 | & G676.1 1,009, 1
Under proposed legklation:

L e e L e L e
Increase In spclal secority trust fundsd..... el :E.ﬂl:l]l.l:]h ......................
23 S R e s R e S e e S 42, 616. 3 18,818.0 | & 576.1 1,009,1
Adjustment for changes in cash balences during year. .. 2.6 155) =7082 952.8
L L e S 44,8170 18,833.5 | 4,566.9 2,051, 9

o Deduct,

1 Includes return of surplus funds to the Bodget.

1 Almost all of this excess Is invested in Government bamids.

1 Includes nterest accrued on U. 5: zavings bonds. -
i This Incrense to be Invested In Government bonds.

In estimating expenditures and receipts, only a moderate rise in
prices has been assumed. Since expenditures are affected by rising
prices more rapidly than are revenues, a greater price increase would
further increase the deficit.

THE NEED FOR ADDITIONAL TAXES

In view of the tremendous deficits, T reemphasize my request of
last year that war expenditures be financed as far as possible by
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taxation. Xéhen so many Americans are contributing all their
energies and even their lives to the Nation's great task, I am con-
fident that all Americans will be proud to contribute their utmost in
taxes. Until this job is done, until this war is won, we will not talk of
burdens.

I believe that 7 billion dollars in additional taxes should be collected
during the fiscal year 1943. Under new legislation proposed later in
this Message, social security trust funds will increase by 2 billion
dollars, Thus new means of financing would provide a total of 9
hillion dollars in the fiscal year 1943,

Specific proposals to accomplish this end will be transmitted in the
near future. In this Message I shall limit my recommendations
on war finance to the broad outline of a program.

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

< There are those who suggest that the policy of progressive taxation
should be abandoned for the duration of the war because these taxes
do not curtail consumers’ demand, The emergency does require
measures of a restrictive nature which impose sacrifices on all of us.
But such sacrifices are themselves the most compelling argument for
making progressive taxes more effective. The anti-inflationary aspect
of taxation should supplement, not supplant, its revenue and equity
aspects. '

PROGRESSIVE TAXES

Progressive taxes are the backbone of the Federal tax system. In
recent years much progress has been made in perfecting income, estate,
gift, and profit taxation but numerous loopholes still exist. Because
some taxpayers use them to avoid taxes, other taxpayers must pay
more. The higher the tax rates the more urgent it becomes to close
the loopholes. Exemptions in estate and gift taxation should be
lowered. ~The privileged treatment given certain types of business
in corporate income taxation should be reexamined.

It seems right and just that no further tax-exempt bonds should be
issued. We no longer issue United States tax-exempt bonds and it is
my personal belief that the income from State, municipal, and au-
thority bonds is taxable under the income-tax amendment to the
Constitution. As a matter of equity I recommend legislation to tax
all future issues of this character.
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Excessive profits undarxliiihe unity and should be rec's.pturad. The

_ fact that a corporation had large profits before the defense program

started is no reason to exempt them now. Unreasonable profits
are not necessary to obtain maximum production and economical
management. Under war conditions the country cannot tolerate
undue profits,

Our tax laws contain various technical inequities and discriminations.
With taxes at wartime levels, it is more urgent than ever to eliminate
these defects in our tax system.

ANTI-INFLATIONARY TAXES

I stated last year in the Budget Message that extraordinary tax
measures may be needed to “aid in avoiding inflationary price rises
which may occur when full capacity is approached.” The time for
such measures has come. A well-balanced tax program must include

‘measures which combat inflation. Such measures should absorb some

of the additional purchasing power of consumers and some of the
additional funds which accrue to business from increased consumer
spending. _

A number of tax measures have been suggested for that purpose,
such as income taxes collected at the source, pay-roll taxes, and excise
taxes. I urge the Congress to give all these proposals careful con-
sideration. Any tax is better than an uncontrolled price rise.

Taxes of an anti-inflationary character at excessive rates spell
hardship in individual cases and may have undesirable economic
repercussions, These can be mitigated by timely adoption of a variety
of measures, each involving a moderate rate of taxation.

Any such tax should be considered an emergency measure. It
may help combat inflation; its repeal in a post-war period may help
restore an increased flow of consumers’ purchasing power.

Excise tazes.—All through the years of the depression 1 opposed
general excise and sales 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 situation, however, we may later
be compelled to reconsider the temporary necessity of such measures.

Splective excise taxes are frequently useful for eurtailing the demand
for consumers’ goods, especially luxuries and semiluxuries. They
should be utilized when manufacture of the products competes with
the war effort:
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Pay-roll tazes and the social security program.—1 oppose the use of
pay-roll taxes as a measure of war finance unless the worker is given
his full money’s worth in increased social security. From the incep-
tion of the social security program in 1935 it has been planned to in-
crease the number of persons covered and to provide protection against
hazards not initially included. By expanding the program now, we
advance the organic development of our social security system and
at the same time contribute to the anti-inflationary program.

I recommend an increase in the coverage of old-age and survivors'
insurance, addition of permanent and temporary disability payments
and hospitalization payments beyond the present benefit programs,
and liberalization and expansion of unemployment compensation in &
uniform national system. 1 suggest that collection of additional con-
tributions be stasted as soon as possible, to be followed 1 year later
by the operation of the new benefit plans.

Additional employer and employee contributions will cover in-
creased disbursements over a long period of time. Increased contri-
butions 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 Government would assist in
financing the war. .

The existing administrative machinery for collecting pay-roll taxes
can funétion immediately. For this reason congressional considera-
tion might be given to immediate enactment of this proposal, while
other necessary measures are being perfected.

I estimate that the social security trust funds would be increased
through the proposed legislation by 2 billion dollars during the fiscal
year 1943,

FLEXIBILITY IN THE TAX BYSTEM

Our fiscal situation makes imperative the greatest possible flexi-
bility in our tax system. The Congress should consider the desira-
bility of tax legislation which makes possible quick adjustment in
the timing of tax rates and collections during an emergency period.

RORROWING AND THE MENACE OF INFLATION

The war program requires not only substantially increased taxes
but also greatly increased borrowing. After adjusting for additional
tax collections and additional accumulation in social security trust

4
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funds, borrowing from the public in the current and the next fiscal
year would be nearly 19 billion dollars and 34 billion dollars, respec-
tively. The adjustments are 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 &
recovery from depression lows. A moderate price rise, nccnmpaniqd
by an adjustment of wage rates, probably facilitated the increase in
production and the defense effort. Another part of the price rise,
however, was undesirable and must be attributed to the delays in
enacting adequate measures of price control.

With expenditures and deficits multiplied, the threat of inflation
will apparently be much greater. There is, however, a significant
difference between conditions as they were in the fiscal year 1941 and
those prevailing under a full war program. Last year, defense ex-
penditures 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 war program, however, most of the increase in expendi-
tures will replace private capital outlays rather than add to them.
Allocations and priorities, necessitated by shortages of material, are
now in operation; they curtail private outlays for consumers’ durable
goods, private and public construction, expansion and even replace-
ments in nondefense plant and equipment. These drastic curtail-
ments of nondefense expenditures add, therefore, to the private
funds available for noninflationary financing of the Government
deficit.

This factor will contribute substantially to financing 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 manageable. It will be
within our power to control it if we adopt a comprehensive program
of additional anti-inflationary measures.

A COMPREHENSBIVE ANTI-INFLATIONARY PROGHAM

A great variety of measures is necessary in order to shift labor, ma-
terials, and facilities from the production of civilian articles to the
production of weapons and other war supplies, Taxes can aid in
speeding these shifts by cutting nonessential civilian spending. Our
resources are such that even with the projected huge war expenditures
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we can maintain a standard of living more than adequate to support
the health and productivity of our people. But we must forego
many conveniences and luxuries,

The system of allocations—rationing on the business level—should
be extended and made fully effective, especially with relation to
mventory control.

I do not at present propose general 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.
We 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 our
national effort. Restraint in consumption, especially of scarce

~products, may make necessary fewer compulsory measures, Hoard-
ing should be encouraged in only one field, that of defense savings
bonds. Economies in consumption and the purchase of defense
savings bonds will facilitate financing war costs and the shift from a
peace to a war economy.

An integrated program, including direct price controls, a flexible tax
policy, allocations, rationing, and credit controls, together with pro-
ducers’ and consumers’ cooperation will enable us to finance the war
effort without danger of inflation. This is a diffieult task. But it
must be done and it can be done.

TrE IncrEasE 1IN THE FeEDpERAL DEBT

On the basis of tentative Budget estimates, including new taxes,
the Federal debt will increase from 43 billion dollars in June 1940,
when the defense program began, to 110 billion dollars 3 years later.
This increase in Federal indebtedness covers also the future capital de-
mands of Government corporations, About 2 billion dollars of this
increase will result from the redemption of notes of Government
corporations guaranteed by the Federal Government.

These debt levels require an increase in the annual interest from
1 billion dollars in 1940 to above 2.5 billion dollars at the end of fiscal
year 1943, Such an increase in interest requirements 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.
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Paying 2.5 billion dollars out of an extremely low national income
would impose an excessive burden on taxpayers while the same pay-
ment out of a 100-billion-dollar national income, after reduction ?f
armament expenditures, may still permit substantial tax reductions in
the post-war period.

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

I am confident that by prompt action we shall control the price
development now and that we shall prevent the recurrence of a deep
depression in the post-war period. There need be no fiseal barriers
to our war effort and to victory.

Fraxkniy D. RooseverT.

JANUARY 5, 1942,
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