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BUREAU OF THE BUDGET

WASHINGTON : ,-—\.l-c- So. 433

Mr. President: I earnestly hope you this.

Pormit me, with all the sincerity at my command and with
grent oarmestness, to meke this last plea against further large nder—
takings involving huge governmemtal expenditures, excepting alone
whatever may be necessary for the direct rellef of the destitute and

the unesployed. Elstory demonstrates, almost without exceptiom, that
huge expenditures eventually plunge governments, even though reluctant,
into paper inflation. This, history again demonstrates, ie ome of
the most destructive things s government can do to ite people. Hot
only doea 1t destroy in part the wealthy, but it bears with crusl
violence upon the man who toils, the wldow and the orphan, bepnefiolaries
of small emnuities, and the unemployed. History is an axpert witness,
end testifies that thls, without exceptlon, is the toll takem by paper
inflation.

Moreover, in many instances, paper inflation 1z begum in &
ooncealed and disguised form, and the people are lulled into a semeo
of felse gecurity thereby. But the destructive effects are eventually

Just as great.
The Budget, the matter of expenditures, is the facter which



influences the course of (Qovernment by the sheer welght of economlc
legws either toward and into thls destructive thing, paper inflatiom,
or amay froam it.

Your Administration will be called upon to borrow, uq‘m.‘ln.[
to present estimates, mru_t.hm gix tllions of dollars durlng the
course of the next six months, exclusive of refunding operations smount—
ing to approximately §4,000,000,000. This represents Governsent
finsncing equnl in magnitude to that undertaken by any government at
any time in history. fiheraas our provious undertaidings of this slze
poourred during the war years, when we experienced full employment, &
higher national income and great prosperity, to-day the national income
has been materially diminished, and uwnfortunately we have great unem-
ployment. But even during the war years, the undertaking of the
Government to borrow a billion dollars a month was made successful only
by the greatest effort apd by the most sincere and earnegt cooperation
of the entire country. It was not then en easy task. " It was a task
of great Idi.'l‘ﬂ,cul‘hy. With these facts in mind, I do not belleve
you cen now, under conditione existing as they are to-day, successfully
borrow this amount of money. I do mot believe the credit of the
Government will stend the strain. It therefore follows that the
expenditures which you are approving, and the additional ones which
you propose to make, will, in my opinion, plunge you, an unwilling
vietim, I know, into the very thing which you recognize to be so
destructive,- paper inflation. This may be commenced in a concealed



form, but it will be paper inflation, none the less. The great
inflations of history, caused by excessive expenditures in the first
instance; bear witness to this fact.

What I believe to be an inevitable consequence, gquite irre—
spective of how much you may resist, of the expenditures which you
have suthorized for the figeal year 1854, becomes even more inevitable
and inescapable in the light of a contemplated additicnsl deficit of
at least two billions of dollars for the ;l.uul year 1886.

In our conversations with regard to the fiscal year 18325,
you have emumerated certain items which you think to be necessary.
First, may I say that the need for direct relief is unquestiomed.

It is one of the imperative demsnds upon the Government. I would be
the last to deny the truth of this. But, with respect to the other
proposed expenditures, I belleve them to be unnecessary even though
perhaps desirable. We cannot always have what we went; we mugh deny
ourselves in the interest of the general public welfars; and so, de-
girable as some of these things may appear to be to you, if the
consequences of undertaking them means setting in motion the destruc-
tive forces of paper inflation, then, in the public Interest, they
should not be undertaken.

You contemplate additionsl loaning powers to the Recon-
strustion Finance Corporatien. Mr. Presidemt, on the best of
authority, the cnly remaining function of the Recomstruction Finance
Corporation is that of rehabilitating the banking system. This, 1%



not enly can but must complete before July 1, of 10984. What,
then, is thlmnntmtnplﬂh;mﬂbﬂlﬂoflﬂlmiﬂ
powers? I can percelve none, pxoept thet of making loans to in-
dustry. Mr. President, the implications of guch an actlon may not
tave been pointed out to you. You bhave seen, and I have seen, meny
governmental sgencles initisted originally as temporary ones grow
end expand into permanent fungl on the Government., So 1t will be
with the Recopstruction Finance Corporation. But more than that,
in &1l reasonsbtle expectancy if the Reconstructlion Finance Corporaticn
is permitted to make loans to industry, it will, as a result, sccn
becoss the sole and exelusive cccupant of the field of short time,
intermediete and long time credit. I do not believe you want the
Government to be the complete and abeolute dictator of credit and of
all the lmman motivities that flow from ecredit. ~Frankly, I do mot,
for this would mot even rese=ble freedom compatible with the publie
interest.

I am certaln that you do not desire to see politicisns or
politieal groups or political influence prescribe the requisites for
oredit. As you know only too well, ninety per cemt of the business
of this country is done on credit. Do you want to see control of
that, of the 1ifeblood of business, subject to constant political
pressure from all sources? Of course you do mot, nor do I} wyet it
will surely happen if the Governzent enters further into this field.
The dengers of such a situation are aimply sppalling. But, more
than that, exclusive ocoupancy of the fleld of ecredit by the Federal




Oovern=ent is the last step toward complete state capitalism, and
mey develop into the medium by which we convert the economlc system
of this country into a commmistic or faseistiec one. I do not

u-nnttaunnthlt,mdlmmnywdnm.

Tou have referred to the necessity for additional public
woTES. Secretary Ickes now has §150,000,000 umsallocated which he can
vory well allocate to projects for which he has allotted only enough
to mest the requirements for this year. This was the intent of Con-
gress. As I understand the situstion, there have been approved pro-
jecte the cost of which will not be completely peid for several years,



-
the assunt necessary to complete the projects being §172,000,000,
or §22,000,000 in excess of the unallotted funds. This is alsmost,
if not mctually, sn over—cbligation of appropristion, and therefors
an act the legality of which is very qusstionables. But, gquite irre-
spactive of this, puhlin:m-hu were undartaken for the purpose of
'primieg the pump'. When they are continued over a long perlod of
time they cesnse to become primers of the pump, and to the extent to
which they pile up expenditures beyond the borrowing capacity of the
Government to meet, they cause infinitely more harm through the conse—
quent peper inflation than any amount of good which might flow from them.
But, in addition to all this, Mr. President, public works as
reemployment mechsnlsme ars the most costly method of relief, snd the
loast effective. It costa approxdmately four thousand dollars per man
employed, and the total number who will be directly employed when your
public works progrem reaches lte very maxisum will not exceed thres
hmdred and twenty-{ive thousand. On every ecore then it is my opindon
that public works beyond those nmow muthoriszed mre umnecessary. But
ovan 1f for other than reemployment ressons they seem desirsble, the
harm incident to the extent to which thelr cost ecwceeds the borrowing
capacity of the Government, thus plunging the Qovernment inte paper
inflation with its destructive comsequances, omvi.nun- me that they at
best are one of the things which we =ay want to do, but which in the
publie interest we camnot afford te do further.

You refer to the Civilian Conservation Corps. Desirable as



this sotivity may be for the purpose of building up the youth of

the country and of contributing somewhat to the preservation of our
natural rescurces, 1f the cost inocidemnt to ite contimuation contributes
to paper inflation i1t falls naturally within the category of those
things which we might 1ike to do but which in the public interest we
cannot and should not do.

fith respect to the relief of home and farm mortgages, in so
far ss commitments have been made they must be met. I can, from
omergency expenditures, save you enough money to meet those commit-
ments.

And now, Just & word on the guestion of so-called two
bodgeta. By that, I mean & division of the expenditures of the
CGovernzent inte ordinary and extraordinary, and calling a balsnced
budpget one in which the crdinary expenditures are in balance with re-
coipts. This fools no one, for as long as the total expenditures are
in excess of total receipts the Ooverpment has to bﬂl:‘NI ag long as
its credit permita i1t to borrow. The second point with respect to
two budgets 1s that the previous Administrstion initlated the policy
when it created the Reconstruction Finance Corporation. Ita defi-
cits were never reconcilable wlth the increase 1n the public debt.
This, I believe, you pointed out in your Pitteburgh speech of
October 18, 1832. 1 appreciate that there are some who believe
that if the prdinery expenditures of the Oovernsent are in balance
with receipts, and 1f additional texes are imposed to provide interest



en amortizaticn on governmantal berrowlngs, that the budget is in
balanos. If this theory be true, then from 1952 on, the previous
Adminiptration had sccomplished sore than a balanced budget, for its
total deficit, ineluding Reconatruction ﬂ.n;mua Corporation loans, was

but slightly in excess of $%,000,000,000 during the fiscal year 19835,
while in the spring of 1952 it levied mere than $£600,000,000 in taxes,-
elearly more than emough to hring ordinary expenditures into balance

with revenues, and to provide more than emough to serve the sdditiomal
debt. This is even more impressive when it 1s considered that a
substential part of the deficit was incldemt to Reconstruction Finance
Corporation loans, a large part of which have already been repaid. &o
that if this theory of two tudgets be correct, thenm the Government under
the previous Adsinistration had a balanced budget, and everything which
we pold and which I believe you said in your excellent spesch delivered

in Pittsburgh on October 18, of 1852, is error. In short, Mr. President,
the theory of two budgets, as I have sald, fools no one except the borrow-
er; end lends, as it always hes led in Buropean countries and in South
Anerlcan countries, where it has been tried; to bankruptecy. We are

headed in the same direction.

One final thought. The condition precedent to the establish-

or fasolatic
ment of & communistic/order of soclety is the destruction of the middle

-or unbearable taxation.
olass by paper inflation/ I see Government expenditures piled upen
expenditures, so that paper inflation 1s inevitable, with a consequent

destruction of the middle class. I see efforts to make the Covernment



fhe exclusive cococupant of the field of oredit. I see inferences that
the Government proposes and intends to plan Ihq;iggividunl eacnomic
aotivity; ond sometimes they are not mere inferences, they are very
express nots, and 1 am not here referring to the abolitlon of child
labor, mor to e minimum wege, of which I approve. I see all thesa
things and more. And while I appreciate that you are not and cannct
be an advocate of a complete change of our economic system,- a thorough
metamorphosis, a comprehensive translation into Comminlsm or Fasclsm,-
and while I know that you cannot be advocating or quiescently support-
ing any such policy, because you clearly stood upon the Demceratic
platfors, and sald so categorlcally meny times,- I wonder whother
you thoroughly appreciate the implications of the steps which you have
taken or the steps which you propose to take. 1 cannot belisve that
you do.

Your btudget is the heart of your recovery Program, 88 you
yourself have so many times stated, and as you stated in Pittelurgh
and in your splendid =essage to Congress of March 10, 18953. (Oreat
trmen values depend upon an impregnable eredlt of the Governmemt. It
iz only by =ainteining that eredit that confidence can be restored so
that men may go back to work. Roughly, forty-eight milllon people
are e=ployed by private enterprise during & normal economlc aotivity
in this country.

or fasciatic

Unless our ssclel order iz chenged inte a commmistic/one,

the Government cennot possibly supplant private enterprise as en



employer of people. The issue them, it seems to me, is clearly drawn,-
elther we will chenge cur socisl order and deliberately abelish all
private enterprise, replacing it with Government enterprise and employ-
ment, or we must maintain the credit of the Government so that confi-
dence =ay be restored not only in its oredit but im all of the things
which rest upon its credit, such as money, so that private enterprise
may proceed to perform the fumetion of employment.

If you choose the former course, I prophesy many veara of
intense suffering on the part of millions — many, many millions of
American ocltizems. If, on the other hand, you elect to follow the
letter course, then, as you have so properly sald, we can look forward
to the reemployment of our oltizens, and to greater tuman happdness.

If you elect to pursue this course, all of the factors are in your favor.
The world is experiencing a recovery from the depression; powerful
economic forces for recovery exist. They cannot be thwarted 1if the
Administration will but give them a chance to go forward, by laying the
basis for confidence and faith. This can be accomplished only by o
cessation of borrowing, except as may be necessary for the direct rellef
of the unemployed.

May I, in this one last appeal, delivered with a deep pincerity
and the most profound sense of duty both to you and te =y country, ask
that you read once more your Budget Speech delivered in Fittsburgh on
Oetober 19, 1952, and your Budget Message to the Congrees of March 10,
1385, on the occasion of the submission of the "Act to Maintain the
Credit of the Unlted States uw-;'mumt.'

quv’.
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Hesponeitle department heads estimate cash needs

for period, at P “.m,m,m;

These sstimates do not tale into pecount -
Hopkine additional relief § 475,000,000
X Poreign 8 x 12 ) 335,000,000
X Domeatio(40 plus 25) 65,000,000
Sinkcing Fund Purchases 250,000,000
Interest on Home Loan Qorporaticn
Bonds 15,000
R.F.0. Additional Preferred Stock — 500,000,000

Againat this may be set off B.F.0.
repaymente for period, estimated Bt sevui.o... R TR

Hew money* already releed sioce July 1, 1933 weuuveviniians

Tais leaves to be raised during the period
ending June 30, 1934, the sum of ...... R

Yow money estimated to be ralsed in the market ...........

Belance to be cared for:

* See attached sheet.

1,641,000,000.,
$8,144,000,000.

— 114,000,000,
§7,430,000,000.
~1,200,000,000.

6,130,000, 000.
~£.,500,000,000, *
$3,630,000,000,

FOTE: The above figures do not take into consideration

any additional expenditures of any sort that may be

authorized by Congress. They mesume that there will be

no further eall on the R.F.0. or the Treasury in

connection with the iscue of Federal Land Bank Bonda,
a8 these will be cared for by obtaining a guarantes,
or in pome other way.



Sheet 2.

FINAN
Jenuary 1, 1934 to June 30, 1034,

1, It is intended to continue to renew the maturing 90-day Treasury
Bills and, in addition, to obtain approximately $490,000,000 additional
money from the market through the issuance of additional amounts of
90=day Bills,

2« It is believed thet it will be possible, with conditions favorable,
to obtaln from the market during thie period, in addition to the
$490,000,000 new money covered in paragraph 1 stove, $2,000,000,000 of
new money, through the issuance of zovernment securities haﬂng a length
of longer th.an 90 daya.

3¢ We are assuming, therefore, under favorable conditions, that we
can obtain approximately $2,500,000,000 of new money from the market
between now and June 30, 1934, (Paragraph 1 plus paragraph 2.)

----------------

4, During the period January 1, 1934 to June 30, 1934, there are
maturing, other than 90-day Treasury Bills, a total of §1,879,000,000,
which muat be refunded.

5. The total money to be obtained through the market in the period,
by the issue of government securities running for a period longer than
90 days is? therefore, $1,879,000,000 (refunding), plus $2,000,000,000
(new money), or a total of $3,879,000,000,.
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PROPOSED TEEASURY FINANOING
Deo. 1, 1933 to June 30, 1934

Besls of $2,500 (i millicas of dollers)

t ' t 1

¢+ Estimated New Flnmmoing ! Refunding | 1

t : ALY i

' t Othar @ 1 t Other : ! t
Yenthe ¢ 90 1 than 1 90 ¢ than i 1 | Treasury

t dey ¢ 90 day : 1 day ¢ 90 day 1 t Total 1 Balasos

bills : b41ls : Total ¢ billas : bills : Total :Financing:(end of month)
i e i H i i i & 1
1933
Dec. = - - = - - - 1,046
1934
Jan. 110 400 512 30 - 390 800 573
Feb. 80 500 590 310 - 310 900 831
Mar, - 540 540 300 450 760 1,300 979
Apr. - - - 400 1,000 1,400 1,400 468
May - 500 500 500 244 Téd 1,244 600
June - 350 350 300 1758 475 825 578
200 2,290 2,490 2,200 1,879 4,078 6,569 578
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KNEW TORE
IF VIEW OF THIS MORNING'S STORY WHICH SEEMS TO HAVE ORIGINATED
WITH NEW YORK TIMES LATE LAST NIOGHT I AM OOUPELLED TO ANNOUNCE
THE RESIONATIONS THIS AFTERNCON TOGETHER WITH APPOINTMENT OF
MR. DANIEL BELL AS ACTING DIRECTOR

FRANKLIN D. ROOSEVELT
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TREASURY DEPARTMENT

WASHINGTON
August 17, 15385,

Continuing my talks with you concerning the fipaneiml
cutlook of the United States Covermment for the mext four years,
I sub=it the following:

Theroe is & definite swing upward in the business ourve.
I feeol that the sirongest encouragemmant that you could contribute
at this ti=e to contlnue the accoleration of recovery would be
to dafinitely indicate a much improved budgetary position for the
Tiscal year 1937 end & balansed btudget by 1833,

It would seem, thersafore, that the time has come for you
to take en imventory of the verious emergency agencles. Thia would
indicate which cnes can begin to liguidate end turn over to the
Treasury the proeessds of such liquidetion to retire cur publis debt.
I further suggesat thet you should have reviewsed the allocatiocns of
funds previcusly meds of all emsergency appropriations to aee if
large savings canuot be made.

In making this study, the Treasury has had five objectiven
in mind, viz., (1] that the pesk of uvnemployment sxpenditures this year
should be resched in January, February snd March, 1538, when winter
unsmploy=ent will be at its seasccal high; () eliminate every project
which will not be emntirely completed by July 1, 1936, except such




projects as are now sotually undsr comtract; (3) that the un=
allocated belsnces of all amsrgency funds, including the
§2,300,000,000 eppropriation, shonld flow throogh the Allotment
Committes, the rome as the §4,880,000,000 fund; (4) a date md
yardstick on whioch to stop allotments for publio works projects,
incloding loans end gronts end housing; and (5] to carry out your
suggestion and to hawe an wmallogated balence of §1,200,000,000
of the $§4,880,000,000 sppropristion lsft en July 1, 196,

The following shows the total fumds which wore aveilable
under the Emsrgency Helisf ippropristion Aet of 1935 appreopriating
$4,880,000,000, and the wnallocated balance as of the close of
business Auguat 16, 1935:

Thobligated balances svailatle

for transfer (impounded) « « + » « § 925,000,000
-
Approprinted by the ot . & & & & » 4,000,000,000
$4,525,000,000
dppropriated by Congress
for highwaym . » » » $100,000,000
Appropriated by Congresa
for erop loans « » » 60,000,000

Allotted for direst re—
liaf prior to passage

of Aot & & & » & & & 282,000,000
Impounded furds re=
loastd o o o o ¢ o » 8,600,000

m————— 441,600,000

Total funds availa®le for
sllcoation: $4,453,400,000




(§4, 482,400, 000
Allocations approved by
the Fresident ., . . . . §8,610,900,000
Allpoaticns recommendesd
but not yet approved
by the President . . . 77,900,000
‘§8,888, 800, 000
Balanee avallables for further alloecationm,
ineluding §500M of R. F. 0. funds: §1,874, 800,000

It will be noted that you have approved allpsations aggregating
§2,810,000,000, and that allocations aggregnting $877,900,000 have
pasesd the Allotment Committes and are mow being prepared for your
epproval. This will leave an unaliccsted balancs of §1,574,600,000.

The best cstimates that we can get at this time indicate that an
eddivional $150,000,000 minimm will be required to carry on direat
ralief until November 1, $150,000,000 for Civilisn Conservation

Corps, $147,800,000 for Bursl Electrification Administration and

Hational Youth Adminimtration, §1,610,800,000 for the program

cutlined by the Works Progress Administration, and $50,000,000 ressrve

for contimgeneies, or a total of $2,008,600,000,leavicg a deficit of shout
$434, 000,000,

During ope of ouwr recent o nferences you indicated that
you ictended saving §1,200,000,000 of this appropriation. From
the proposed progrems indiented sbove, you will readily mee it ia
quite obvious that this can not te deme. If the emount of
$1,800,000,000 18 to be saved, 1t would seem necessary not oaly
to eoofine all future allocations to the Works Frogress Administraticn,
direot relief, Civilian Conservation OCorps, Rurel Electrification
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Mt!‘.‘!ﬂ and the Nationsl Touth dd=inistration, but to review
and esnesl & large amount of pravious allogations. Aoy study to be muds
of provious sllooations for the Jurpoas of ascertaining those which
may be eancelled should include all slloontions muds under amA FEAnay
funds appropriated prior to the $4,880,000,000 Ast. ;

Thers are attached statements meried Exhibite 4 and B,
The statemant marked Exhibit 4 shows the sstimates of epundi hrea
sutmittsd by the various departoents and agenoies conoerped, to bae
mde from all emergency funds for each of the fisgal years 196, 1937,
192 and 1939, i glance at this statemsot will indicate thoas agencies
#iich contemplate cbligating futurs budgets heavily. The statement
mmriad Zxhibit B shows with Tespot to the appropriation of §4,880,000,000
the smount of the alloomtlons spproved by you or the amounts in process
of approval; estimeted sdditiomml requirecents on programs in contempla-
tion, together with the sstimsted expand itures for the fiscal year 1938
md for the pariod following 1936,

The fellowing comenmts and muggestions ere sads with respect
te tha priceipel projects to be fimnasd during the fiscal years 1@E-1929,
both imclusive, out of all esergency funis made aveilable 9 the organ=
izations sconcemned and such additioral fundas a8 they have indigated will
be required to complate,

1. igriculture = Good Hoads

This Bureau sstimmtes that the mim of $358,000,000 will be
mpent in 1036, aod §145,000,000 in 1557, The Treamury fesls that the
estimte for 1938 is too high by $100,000,000, and that the astimats

for 1937 is too low by thet amount, To be coradatent with other reccme




mendati ons herein, the approval of definits projects nhould be
Limited to those which can be entirely completsd by July 1,
1956, and that thereaftsr the total smount of the approved projects
-hm;‘l.d not exoesd the anmial smount made availables for the regular
Federal iid highway program,
II. Interior = Heo + Projscts
The Bureau of Hsolemetion hem sstimted that it will spand

in
1936 = $03,000,000

1937 - 78,000,000
30,000,000
11,000,000

1g:
1939

$212,000,000

The Treamry feals that the catimte for 1936 fs too high pndt
eotimates for mbssquant ywors too low, In other wards, & muoh
beavier burden than that shown will be thrown upon the budgeta fol=
lowing the fingal yenr 1936, Exponditures for all reclsmatien projects
for the naxt faw years should be sopfined to en amount egual to an
average ennual sxperditura mede for this purpose for a tan-yoar period
onded June 30, 1930, which smounted to $71,000,000.

111, Treasury - Public Buildings

The Treasury satimmtes an expenditure on this mcoount of
35,000,000 for 1936 and §20,000,000 for 17, which sompletses the
progrem started unier the Matlomal Industrial Hecovery dcte




IV. (a) Publis Works Adwinistration-
Losns, Grents, efe.

The publiec works pﬂm calls for an estimsted expenditurs in
1e38 - §370,000,000
1937 - 88,000,000
1938 - 7,000,000

Thers was expeaded on this ssocunt the sum of §148,000,000
iz 1934 and $B04,000,000 in 1935, of waish §71,000,000 was spent in
1934 mnd $68,000,000 in 1935 for loans to railroads.

Cur investigation of 422 allocsticons for projects averaging
sbout §106,000 each, showa that it requires an average of about five
months from the time the allocation is made to tha date of the sontract
for sonstruction, and about an average of sir monthe from the date of

the contract to completion, or a total of eleven months. If it is
* your intentien to bave all approved projects complated within the
fisenl year 1938, then it will be absolutely neceasary to radically
surtall ellooations for this purpose.

Tha Publiec Works Administration now holds State, =unicipal, and
other mecurities amounting to tm.nnu,oﬁu. and if permitted to continmue
will no doubt asquire an additicpal subotantiel smount before its program
is oompleted, Undar the National Industrial Recovery Act, the Presideat
is suthorized, through %@ Administrator of the Publis Works Ad=inistratiom,
to mell eny sscurity mequired or any property constructed or mequired
or to leass any such property, provided that all moneys received from
any such sels or lesse or the repaymant of nny loan shaell be uned
to retire publie debt ctligations issued for the purpose of provid-




s

ing funde to the Public Works Atministration. Under the Emrgenay
ippropriation iot spproved Tune 19, 1934, the Reconstruecticn Finanae
Corporation is muthorized to purchase mrketable ssourities from
the Publie Works idministration, and any suma paid to the P. W, 4.
for sugh securities are .l"‘lihhll to it for mking further loans,
The emount which the R. F. C. con hold at one time is $250,000,000.
Io other words, if the P, T. 4. sells itp sscurities in the macket
or recefives repaymants of prinoipal, the proceeds coms into the
Trepsury for debt retirement; wheroas 1f its sscuritiss are sold
to the B. F. Q., ths procesds go back to P, W. 4, for further loans,

In =y opinien, no furthsr funds should be slloecated to
Py We Ls for lomns and grants te Staten, eto., mtil you have bad an
opportunity to review all of the alloecatioms provioualy sade snd to
advise the organization to which funda haws baen pllocated that if
& construetion contrast II.?tot in force by Decesber 1, 1335, them
the allecation is forthwith cancelled. F. W. 4. should then be
dirncted to liguidate ite astivity, except for administration of
contraotes in foroe.

v, (6) Housing

The Housing Divisfon of P, W. As sstimates that 1t will spent

1536 - $67,000,000
19 - 108,000,000
19% = 47,000,000
Thers was expended om this aceount about $400,000 {n 1954
and 48,500,000 in 1535,




It $60,000,000 san not be spemt fn 1936, 1t will throwa largsr
smcunt o futurs budgets, When the Housing Division was satablished,
reaidentinl sonstruction in the Tnited Stotes was at its lowest lawsl
for many years and ssmad to be stagnent for some time to come,
Besidential construstion today, however, presants a hopaful pleoture
ae is indicated by the attached tabls marked Exhibit G, In a word,
thia display in cemtracts awardsd shows en insresse of 70 par cent
in reaidential consmtruetion doring the first seven momths of 1938, in
comparison with 1954, EBullding permits during the oix momths eomparable
poriod indicate an imareass of 140 per cemt.

It seems to o that our housing policy chould be ococentrated undar
the Federsl Housing Administration, share sfforts are being made success=
Tully to get private sapital %o carry the burdsn, I believe that the
Housing Divieion of Pu We A..should be 1i=ited to the projects now
actually under construotion acd this it should be direstsd to liguidate,
bagause the same smergenoy dose not sxiast today as it 414 too years ago
when this Division was created,

Vs Da mt =

Engineers
This orgenization estimtes that it will spend $ul8,000,000 in
the fiscal year 1936, $185,000,000 in 1357, §42,000,000 in 1938, and
$15,000,000 in 1989, It gosms to o that this Frogram might be sub=
stantially reduced. It ocould be confined to projsots previously suthor=




ized by Ocmgress including all projects now astually under
conatruction o reduced so that it will not exeead on AvATAgS
monuel amount over the %en-year pericdl ending June 30, 1850,
viich emounted to 71,000,000, Even in the depression years
af 19320, 1921 and 1928 the Government spemt conciderably less
then $50,000 000 par snnum on river and harber projects,
V1s Hezonstrection Pinawce
Corporation

The Heconatruotion Finsnee Corporation estimmtes that it
will mske o net expenditure of $730,000,000 in 1336, §525,000,000
in 1937, ad 434,000,000 in 19%8; and coly in 1939 doss the
Irsasury begin to receive the bemefit of repayments., In my
opinion, the B. F. C. should ba instructed to begin 14 quidstion
of 1ts organization and that no new commitoernts should be made
withmt your priar nmm-iuﬂnq.l If the expenditures of the
Bs Fu O, could be stopped at the prosent time, our best cotimets
indicates that we would get 300,000,000 in receipts in 1906,
$300,000,000 in 1987, §20,000,000 in 1938, axd §150,000,000
in 1939, or a total of $1,800,000,000 over this pariod of four
yoars instesd of s comtemplated net exjenditurs of §1,8563,000,000,
Tuis slome would represent a materiel faotor in cur debt program,

These two corperations have not operated oo Covermment
funds in the senms that they sffect the Budget. They have, how
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ever, sold and fssued bonde aggregating about §4,000,000,000 whish
carry the gisrantes of the United States Govermment, Aoy losses sus-
tained on any of these cbligatioms will, therefore, have to coms from
the Gensral Fund of the Treasury, and to that extent will be = charge
upon future btudgets, These organizaticns will soon eamplete the progrem
for shich they were oreated, I fesl that they should be directed to
liguidate their metivitias as far as poasible, and that the organizations
remaining should only be sufficient to colleot the smounts dus to the
corporations on the mortgages thot they hold and to service the bomds
ocutatanding, It may be pecessary later om to give consideration to the
matter of comsclidating these agencies into cnse organization for the
purpose of collecting unpaid cbligations or transferring their collsction
functions to the Treasury Department, which would cartainly mean a sube=
stantial reduction in administrative expenses,
VIII. M

I am of the opinion that an snnouncement at this time by you
to the country to the effeet that you intend to save 81,£00,000,000 out
of the $4,850,000,000 and that the total deficit for the fiscal year 1937
w1l not exceed §1,000,000,000 as indicated by you at our last eonference
on this subjeot, and that in 1938, barring major discaters, the budget will
be balanced, would have a tremsndously beneficiel effesct cn TaCOovery.

I make the followlng specific recomendaticnn:
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(1) That no further funds from any source be allocated for
wark relief projests except through the Works Progress Administratiom,
‘and for acocunt of direct relief, Civilian Conservation Corps, Rural
Electrification and Naticmal Youth Administratiom;

(2) That all previous allocations of funds from ell emergency appro=
priations be reviewed; that wherover the funds cannot be spent during
the fiscal year 1936 the allocation be cancelled if practicable and the
funds returned to the main appropristion account;

(3) That the Reocomstruction Finance Corporation, Public Works Ad-
ministration induding the Housing Division, and any other organization
which W 11 complete its program within the fiscal year, be directed to
begin liquidation of its activities and that any funds dlrivﬁ through such

liquidation be covered into the Treaswy for retirement of the public debt,

5 =
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TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

Subject: The Dusiness Situation

I, GUNMARY: FOURTH QUARTER INDUSTRIAL ACTIVITY AND EARLY 1938 OUTLOOK

Industrial activity in the last throe months of 1935 promises to
axcesd that of any three months' poriod since the second guarter of
1930. A B point rise in the FRB index of industrial production frem
80 to 96 botween September and Ootober was followsd by a 2 point gain
to a preliminary index of 7 for Novesber (see Chart 2). The continued
high rate of memufacturing output in the first two weekse of the presant
month indicates that the December adjusted index will equal or excsed
that of Nowvember.

Improvement during the late fall was general. Consumption goods
industries in particular led the advance in Ootober: autemobiles, to=
baceo products, food products, and textiles scoring large gains. Proe-
liminary reports for November indicate that textiles and food products

- will dooline more than seasonally, but that tobacco and automobiles

will show further increases. Accempanying the rise in sutomobile out-
put, the production of iron and steel has shown a steady upwerd trend

in the last two monmths. Electric powsr production, freight car loadings,

and total value of construction contracts also moved mhead in both
October and November, on a seasconally adjusted basis.

Ootober indexes of factory employment and payrolls were at the
highest levels since November 1550 and March 1951, respectively. Al=
though empleyment declined 0.6 pereent and payrolls 0.7 percent in
Hovember, it is notabls that these declines are the smallest which have
ocourred in elther series between October and November since 1926, Ex-
ployment in the durable goods groups actually inoreased in November,
roflecting the high rate of automobile output; but in the Eastern
Seabcard States, where the sutamobile industry is relatively unimportant,
as well as in the Cleveland district, fewer workers were employed last
month than in Ootober.

Despite this generally favorable record, there are indications that
the fall upturn in industrial metivity, uninterrupted so far, may be
temporerily halted in the early menths of 1936, Current operations ars
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dependent to a fairly large degroe on the unseasonable inmcrease im aute-
mobile production ocomsionsd by the introductien of new models in lovember
instead of in January. However, no substantial sst-beck to furthsr re-
covery ls maticipated for these months, since generally lew imventories
end sustained activity in important basic industries other than mutemsbiles
=ay well hold cutput at its current level throughout the late winter,

11, THE RECENT FUSINESS RECORD

1. Fourth Quarter Automobile Froduction Excesds All Expoctations (Chart 2)

Automobile production in the United States and Canndn in the fourth
quarter of 15356 will be over ome million cars and trucks. The haights
reschod in the last seven weeks have oxoeedsd the most eptimistio axpan=
tations of the industry; 1936 output ia now estimated at 4,150,000 cars and
trucks, far ahead of the 1930 totnl of 3,610,000 which the marufasturers
hed previcusly hoped to reach this year.

Total cutput in Novesber, sstimated at 410,000 cars and trucks come
parsd with 283,000 in Ostober, surpassed that of any othoer month immedi-
ately subsequent to the introduction of new models, with the axception of
Jnmuary 18928. FProdustion im the firet three wecks of Decesber bettersd
the November average.

The retail demand for cars has beon highly satisfactory eince the
lovenber shows. How car snles hove had one unfavorablae mepect, howevers
stocks of used cars mocepted in partial payment have besn piling up
rapldly , with little possibility of thelr reduction befere spring. This
sltusticn slows up new car sales and offers some threat to n continusd
high rate of autemobile output during tho late winter and carly apring.

2. Related Industries Up Sh_u._rzlx

Irailing in the wake of the spoctasular automobila output, new
high records for 1936 have recently been reglstersd by eeveral importent
cndlontors of bualness activity:

the year liovember, enjoylng ite fourth consecutive menthly riss, ond
hee held up well in succeeding weeks (Chart 2). Recent gains pmy be
lnrgely attributed to inoressed desand from the motor macufncturors, al-
though support afforded by the miscellsnecus group of consu=ers has alss
beon importent.

(1) Aversge deily steel inget Fuduutiur. reached the high mark of

{2) Elestric power production continues to set mew high records;
actual cutput ia the weck ending Decozber 14 was the highest ever re=
corded, due in part to the rise in automecbile output (Chart 2).
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(3) The average weekly volume of freight cars lomdsd in Oetobar
was thé best for any month since Ootober iﬁi (Chart 2). A seasonal

rocession was felt in November and sarly Desember, dus largely to

the falling off in shipmonts of fam products. On an adjusted basis,
however, railrosd freight traffic has made an excellent showlng since
early fell, a record which has had an encouraging effect cn the rail-
ronds' depressed traffic receipts, .

(4) Ootabor toxtile cutput wes the best recorded in any month
since the pre-NHA boom) November production, allowing for seasonal in-
fluences is oxpected to be close to that of Dotober. During November,
ootton consumption reached the hipghest level prevalling in any similer
nonth sines 1928, Silk consumption declined slightly. Wool consumption
is oxpooted to show 1ittle change in Nevesber from the Ootaber figure,
which was the higheet for amy month since May 1923. Although retail
toxtile sales havo hold up well, a sajor influsnse inm resent markets has
beon the demand for upholetory fabrice from the autamobile and furniture
industriss.

3. __ Comstrustion Centracts Off Seasonally in Hovember (Chart 3)

The total valus of construction osntrmcts owarded inm 37 Eastern
States decreased from §201 millions in October to $168 millions in
Hovember, due to a fmll in the voliumo of residential building from {55
millicns to $40 millions. The decline in residential building ls, how-
avor, relatively unisportant when dus allownneos is made for sessonal
influence and for the fact that the Ootober record contained seversl
urusually large multi=family projects; furthermers, the wolume this
month was double that of Yovember 1984, Prospects for inoreased resi=
dentinl construction next yeer are enhanced by the continued upmwing
in remts, by the gjrowing availability of funde for mortgage loans, and
by the stable level of building costs, which have remainsd virtually
unchanged sinoe late in 1533,

Publiely financed ﬂnnl"hmn‘hiw_g oxcooded the total of the previous
month for the sixth consscutive peried. The November total was 5118
millions compared with $114 millions in Ostober and §74 millions in
liovember 1934,

4. Honl Estate Imnul:r.ant_' Inoroasing

Investment funds are mow flowing into constructicn and real estats
in much preater volume than in sither of the last two years. L:E%FE
investmonts made by 45 1ife insurnnes companies during the firat montha
of 1835 ars four tlzes as grost ms those in tho same period of 1534, nl-
though they constitute less than 8 percent of the total volums of new in-
vestments of life insurance companies in this period as compared with
about BO peroent in the last half of 1928 (Chart B).




Stimulated by Jovermment loan activitiss, the volume of %&
leans mads by bullding and loan ¥mhtlmu during the first montha
of this year is double the very low volume for the seme period in either
1933 or 18534. More tham 1,000 Federal type of savings and loan assogi-
etions, with rescurces excesding $450 millicns, and situated in 763 cities
and towns in 44 States, have been chartered by the Federal Home Lean Pank
Heard sinoe Comgress provided for Fedorally-supervised nssociations in
June 1833. In nine States, the mmber of investors in Federal assool-
Bticns nlready axceeds 10 porcent of all imvestors in nll asscointions of
the building-mnd-lcan type in those States.

- uipment Orders dd

The resent large orders for businoss and housshold squipment afford
furthor evidence of the means and disposition to invest in the futura,
Third guarter orders for elestrical poods, na reported to the Department
of Commarca, excesdsd those of the Eﬁm quarter in each year since 1830.
Ir the throe months from September to lovenber, mmchine ool orders sur=
peesed those of the corrsspending period in each yoar since 1520,

Seles of electric refripsrators in the first nine months of 1936

ware larger than In amy full yeer heretofore recordsd. Mashing machine

sales continue to set new high records, with shipments for September
parcent above Septamber 1584, and the § momths' total 12 peroant

above the like 1034 pericd. Shipments of radistors during the firet

nine months of 1836 showsd an advanos of 17 percent over the sorresponding

monthe in 1834. The rate of ocperaticns in furritura plants has also

showed & ateady rise during the summer and sarly famll,

E. Farm Inocme Up in Cotober

Reporte just received on eash receipts from the sale of prinoipal
fars produsts in October show gains of more than sensemal proporticns
in all regions. Farm incoms including Coverrment payments during the
first ten months of 16356 toialed J85.8 billions, (of which 2464 millions
wars in rentals and benefits), comparsd with $6.2 billicns in the corre-
aponding perdod lmst year and (4.1 billicns in 1933. The lergest in-
crentes occurred in the Far Western and Wast North Central States, whereas
in 1934 the most spectaoular gains over the proceding year ocourred in
the Southern area.

Although tha Pacific Comst and drought aresas are making the beat
shewing this year as compared with last, other reglions are not far be=
hinds In the North Atlantic Stetes, ferm inocse in Ootober, sxcluding
Sovermment payments, was 12 peroent larger than o year age and the
largest for mny October in five ysars. In the East North Cemtral region,
receipts from rarketings in Ootober made a new high for this year, where-
ep the seasonal poak is usunlly reached in July and Aunpust, Substantial
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gains were recorded in the South Atlantio States in income from live-
Btock; dinmoressed marketings of cotton, cottonseed, and tobasoo, on
the other hand, fell Just short of offsetting lower prices for these
orops in this ares. In the Scuth Cemtral States, which had been
affscted west of the Uisslssippi by the 1934 drought, recedipts from
marketings in Ootcber were 13 percent above the year previous.

Ta Hetail Trade in Farm and City Areas Showing Improvement. (Chart &)

From mid=October to mid-Fevembor, urban retail sales were depressed,
dus to the unssesonably wurm and wet weather, but in the last half of
November they more than overceme their early slaockness,. Froliminary re-
ports indieate that the Christmas trade will be the best since 1830,
posaibly the best since 1929. Doth urban and rural retail sales were
higher lnst menth than in Nevember 1532, with Tnorosses ranging from &
to 13 percent for the former ae against an increase of 15 porcent faor
the latters

111, FINANCE

1. GCorporation Profits and Security Erices (Chart 8)

Aefleoting improved tusiness motivity, profits of £60 industrial
and mercantile soncerns in the third guarter of 1985 ware above those

of eny guarter simoe the third guarter of 1530, mccording to a BUrVEY
sade by the Federal Reserve Hank of New York; other profits studies
renched the same conclusion. As compared with earnings a year ago, the
eaplial goods producers made the best record this year, in particular
the manufpoturers of machinery and tools, buildin: supplies, and slectri-

cal squipment.

Hoving in sympathy with earnings reporte, stock and bend Fi“a
alag reschod higher levels during the fall, although & brisk rise in
stosk prices in the firet hall of NHovember has been followed by a
reaction in the past four weeks, The sproad between the yields of
long=term Treasury bonds and our index of high- o oo te isnsuos
has bean ﬂ.mﬁq.- unchanged for the past twe months iﬂhl.rt Thieh gnll
rine in the price of long-term Ireasury's took place during late
Soptomber and Jotober, following the sonsiderable deocline of the previcus
two monthés Corporate bond prices tardily followsd the upturn in Governs
monte, partially resterin; the differsntisl to .68 points om Ootober 19,
since which date variations have besn minor. The yleld on long-term
Tronsury's amourted to 2.75 percent on December 19, es apninet 3.38 an
corporotes = & differential of .65 on that date.

The market is as yeb on a cash basis (Chart 6). Following three
conmecutive inoreasss in brokers' loans reported by lew York Clty member
banks, thers was a desline week ending Decesber 18, Om that date
such loans amounted to only J946 millions me compared with o totnl of
over a billion dollars in the sumer of 1934, Other evidence confirms
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this indication that stock buying on margin is mot extensive ns yok.

However, the ccmstant inorease in exosse ressrves, rocently mugsented
by o gold inflow which earried the monetnry pold stosk above the

10 bEIﬁm mark, tha lask of sargin lntione in the case of bank
loans on seourities, and the ﬂI’E.\B-: of margin rogulations effective

on brokers' leans to prevent pyraniding of profits after etocks have

risen sharply, provide the basis for an inoressed flow of aredit inte
tho stock market in the future. k

2. MNew Sesurity Offerings

fhils the improvemsnt in business activity hes beon great snough
te prompt sonsiderable replacemont of old mnd obsolete industrial equip=
mont, the gains have not yot reached the point where existing plant
eapaoity is insufficient to supply the existing demsnd, Aocording to
e recent study made by the SEC, only §40 millions of new corporate secu-
rities offored for cash in the firet tem menths of 1026 were designed
for soquisition and enlargement of plant and equipment; $1676 millisne
of the total of §1616 millions were ussd for the repayment of indebt-
odness. The volume of scorporate offerings is gradunlly incroasing,
hewever, and the total in Novenber reached J250.5 millions, smaller than
Eeptecber and only half as great ms in July, but over eight times the
figure for Hovember 1934,

IV, REVIZW OF PROGEESS SINCE 1830 (Chart 1)

In Chart 1, the first depression year, rather then any cne of the
years gomorally termed "normal", has been chosen ms the polnt of som-
parigson with current conditions. During 1835, a very fow industrios
hoave stocd cut e bettering mll post-war businese records, including
those of 1828, A larger group of series reflesting changes in economie
activity has recently approached 19350 levels. Observers of this sit-
untion have in scme oases boen led to conelude thet we ore but one year
sway from & rastoration of the business wolume of 1529, There is no
neconsary correspondence between the rate of decline and the rate of
inorsase during warious phases of the business oycle. 'With this eaution
in mind, however, it becomes of intersst to compare third quarter records
this year with corresponding conditions five years ngo.

Industry: The chart shows that by the third quarter of this year
factory output and fnctory employment had both regained all but sbout
10 percent of the ground lost sines 1930, Electric power production in
1836 hes surpassed all previcus records, responding to incrensed oleotrie
fiention of homes, offices, and factories, as well as o the normal in-
eromge in demand which has accompanied recovery. Gar loadings and new
construction in the third quarter of this year were still sharply de=-
pressed as compared with the first full depressicn yeur, although ro=
contly rallrond freight traffic has shown considerable i=provenont, and
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new construoklion has held its own during a period whon outdoor work is
zensrally surtailed.

Consmumer Inoome and Purchases: Thile mationnl income is expeoted
to inmoremse 59 to U4 billions this yoar from the total of $80,2 b11licns
in 1934, the wide gap bebtween its third quarter level mnd that of 1930
reflacts the continuance of severs unemployment over wide sectors of
industry and trades The greatly improved condition this year of our
farming population, however, is reflected in the recent galns in farm
income, only 17 pesrcent below that of 1930 during the third guartsr of
this year, Increased farm inoome has stimulated purchases in farm aroms,
whare rotall sales have aotually surpassed the volume of five years ago.
In compurison, department store sales make a poor showing, although re=
ports of late foll and holiday btusiness coming in frem all parts of the
couttry lndicate that department stors sales this season ars squalling
and in scme cases exoending 1830 levels. Fuotery payrolls, se ehown on
the chart, are considerably cleser te thelr 1830 wolume than are dividends,
although it is likely that the addition of intsrest payments to dividonds
would plece current labor income mnd current property incems at about the
snma distanas from comparable 1980 figures.

Prices; fTholesals pricea fell much more rapidly during the depres-
slon than did the cost of living, tut thoy have since imcresssd mars than
living ocosts, so thet by the third quarter of this year the combined in-
dox of wholessle prices avsraged over 80 parcent of 1530, as against a
third quarter averags of 56 percent for living costs. The 1530 relation-
ship betweasn wholesale prices of apricultursl and industrial products has
baen largely restoreds Frices recoived at the farm have lngsoed somewhat
bahind wholeeale prices in the recovery of pround lodt sines 1930, al-
though Coverament peyments have been 'n sipnificant additisnal scuras of

= incoms to farmers during tho past three years.
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" Chart 3
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Chart 4
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FEDERAL RESERVE BoARD

Chai WASHINGTON
QFFICE OF THE EOVERREN

December 28, 1985,

HESURANDUM

Te = The President
From - Chairsan Eccles

I am sending you herewith a redraft of the
wemorandun which I discuseed with you the other

duy, ond aleo & B4-page summery or recepitulstion
of the selient points.

This redrafted sesorandum i & sateriel im-
provement, I think, inasmuch as it brings out eome
polots and omits some duplications which were in
the draft I left with you and which, because of
lack of time, I did not have an opportunity to re—
vise before talking with you. Heedless to cay, I
earnestly hope that you will find this material
helpful te you. . .

Attachmant
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Cage for jdminisiration needs aggressive presentation; opposition

proposes return to unbalanced economy of 20's when 23% of
national income went to 1% of the people (Brookings Institu-
tion -studies), and 200 corporations, including 106 industrials
and 52 public utilities, each with assets over §90,000,000,
had combined assets in 1950 of §81,074,000,000; this equale
roughly 22% of the country's total wealth and is 48% of all
non-benking corporate wealth, while 500,000 emaller companies
omed the remaining helf (The Modern Corporation and Private
Property, Berle and Means); these individual and corporate
beneficiaries of unbslanced economy, through Liberty League,
National Association of Mamufacturers, etc., are most viclent
foees of Administration.

not only chaotic conditions, prostrate
business and banking, but & national
taxes which should have been applied to curteiling this debt
were reduced 4 times in the 20's; also the preceding Admini-
otration left a deficit of nearly 1 billion in '52 and over &
billione in '&5, and by letting deflation run far on its course,
vastly added to cost of turning the tide back to recovery.

country about half way back to 1528 levels;

national income, which fell from over BO billions in 1929 to

- less than 40 billions in '52, was up to 50 billions for 1034

and running close to 60 billions st present rate of business
activity.

rastoeration of naticnal income, out of which
alone come taxes to balance budget, has resulted in increase
of tax colleetions estimated for current fisesal year to be
$2,400,000,000 above '58; consequently, government spending
needs dﬂm! E-U‘-L-G-, F.C.A. and R.F.C. ﬂﬂuﬂﬂﬂ.ﬂg more
than putting out.

Taxes to balance budget will come, not out of present income, but

future surpluses from restored national income, on basis of
capacify to pay; not out of "little fellow"; fixed income
groups do not suffer, better off with smaller, assured in-
terest than artificiel rates which national economy unable
to sustain, with danger of losees of principle as well as
interest; government must deflect surpluses, which caused
stock market, real estate, etoc., inflation of 20's, to pay
off debt and, when deflationary tendencles develop, to spend-
Ing strean,
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of glashing expenditures
before private enterprise takes up unemployment slack, is
proposed by opposition; this would set back recovery,
threaten new deflation, reverse successful proceseea set in
motion by Administration; this implies a static economy and
perpetuation of unbalance.

Adminigtration expended about B billicns
(as of November, 1955); deducting Treasury balances, value
of assets in R.F.C., eto., and gold increment, net debt in-
crease ig sbout 5 billions; this contrests with gain of 10
to 20 billions in national income; incresse of 20 billione
in listed stocks, 7% billions in listed bonds, and incaleoulable
gain in values of real estate, urban and rural, and other ns-
sets; government bonds, some selling down to B3 in '51, now
at premium, under lowsr interest retes; hence cost of car-
rylng debt greatly reduced.

[ebt burden exsggerated; in last war country incurred deficit of 3

billions in one yeur, 15 billions the next; war-incurred debt
of $26,000,000,000 pald down by 10 billions in 20's despite 4
tax reductlons; at same time some 10 billions squandered on
forelgn bonds and fully 100 billions added to capltal wealth;
entire natlonal debt of 50 billions is sbout 4 months of nor-
mal (1929) natlonsl income; gross inorease of & billions under
this Administretion is ubout one month's normal national in-
conme; net inorease of 3 billiocns is leas than 2 weeks of normal
national incomej a country cannot impoverish itself by bor—
rowing from and paying interest to itself; bulk of debt in-

. ourred at behest of and to save banks, insurance companies end

private credit structure; critics did not object to unbalaneing
budget in war or to save private credit structure in 50's;
objections illoglcel against also orotecting ocitisens from
revages of econcamle forcesj Macauley's "History of England®
exposes falese anslogy between individusl's debt and nation's
debt, and blindness of alarmists who see debt growlng but

fall to see that national wealth and income grow faster;
sericus thing 1s not debt, but loss of $40,000,000,000 an-
nually of national incomo.

going off gold, reveluing dollar,
necessary expedients to restore equitable debtor-creditor re—
lationships; debt burden further adjusted by H.D.L.C., FuCulsy
etd., in funding debts over longer periode at lowar retes
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A.A.A., & temporary expedient, has restored parity (non-
exlstent in 20's) between agriculture and tariff-protected
industry; farm income which declined to nearly 4 billions
in 1932 estimated to be back to 7 billions for 1935;
S.E.C., banking acts of '35 and '35, eto., provide safe-
guards against return to evils of 20's, and will contribute
to attainment of goal of ebundance.

! are being realized for under-privi-
leged; goal of abundance stlll far off; to halt now and re-
verse policy or revert to reaction of opposition would in-
vite new deflatlon, perpetuate evils which developed infle-
tionary bubbles in 20's and resultant collapse; reactlion now
may doom Democracy, including the Constitution, and lead to
Fasclem or Socielism; problem now is preoduction and distribu-
tion of real wealth to maximum cepacity of machine age, plus
technological advences; this envisions dynamie, not static,
economy, and orderly, stabllized progress, with government as
compensatory medium, through monetary credit and texing
powers; Republican opposition proposes return to unbalance of
20's, with concentrated power and wealth at top, poverty or
penury for masses, ineluding small industrialists and busi-
ness men; wealth distributors would divide up existing in-
adequate wealth which w be to distribute poverty; Town-
sendites, etc., would distribute worthless paper money,
neither creating nor distributing reel wealth. Administra-
tion policies and objectives, based on sound economics, mesn
salvation of profit-motive, individuslistic scciety, under
Democratic institutions and traditions.
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while the appropristion for the Agricultural Adjustment Adminis-
tration is for the full year and amounts to $469,084,985,

The following table gives o cleay picture of the main Sgures pro-
posed in this Budget and. shows how they compare with similar
figures for previous years,

Iin e lbines ol lice]

imants aad setabiilbants ... ... 1, L.-f 1.{
T —————— ™ ol ™ Bl
Entarast o patisnal debi.................. ™ m ™ - i
Tas raluaeds (rveltive of peocming tax). .. “ ! u [ I,i'
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Diirecting attention to n comparison between fiscal pro-
possd for 1087 and now esti for 1988, us et forth in the
table, the following comment & pértinent :

 Beccipts—Roceipts in 1087 (epclusive of postal revenues und
provessing taxes and alw for purposss of comparison, exclusive of
tnxes

reach & total of $4,500.817,050, an increass of T4 over simi-
I_-:mrlpufnrim'.-mrrdmd ut $8,848 101040, and 81281,

under the Social Security, Bituminous Conl Consers
vation, nnd Hailroad Emplovess’ Retirement Acts) are expected to
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 Directing sttention to a comparison between fscal operations pro-
possd for 1087 and now estipated for 1938, ws set forth in the
table, the following comment pértinent:

Beoeipts—Receipts in 1087 (epclusive of postal revenues snd
processing taxes and also for purposes of comparison, exclusive of
taxes imposed under the Socinl Security, Dituminous Conl Consers
wation, and Hailroad Employess' Retirement Acts) are expected ta
reach n total of $4.500,817,650, nn increase of §710,085,704 over simi-
lar recoipts for 1080 now esbimated ot §3,543,161040, pnd 81981,
TY0H1Y over 1085, It should be pointed out here that this increase
is'due largely. to increased paymants of taxes under the old; sched=
fles, As has been stated, only sbout 292000000 will be collected
in 1887 as n result of new schedules in the Hovenue Act of 1585,

From processing taxes the sonl anticipated jx 547,300,000, ngminst
the estimate of $350,042,000 fgr the current year, an increass off .
$18.208,000. Other taxes recently authorised by the Congress under -
the Bocinl Becurity, Bituminews Coal Cotservation, and Railroad
Emplayees' Retirement Acts will produce BO4T, 100,000 jin 1937 ard®
$849,600,000 thi= yenr, an igerense of i |

Thus 1837 receipts frpm all sources, except postal TevEnUes, st -
estimated at $5,054217050, agninst the revised estimate of $4410,:
TE8.040 for the current fiscal year, The il'.ll!:l‘ﬂlg in total receipts !’
from stated sources is, therefore, $1,43493 T, T !

Fostal receipte for the coming year'are estimatéd st §705 J
an ingrense of "845.000,000 over $OT0,000,000 anticipated in 168§,
This is further evidenes of the upwand trend in ecemomic cotditiong, -

An exsmination of the detailed eatimates of thet first four classes
of receipts for 1037 indicates n muin over 1995 in income tax of
$HO5483,000, the figures fur the 2 wears boing respectively §1.042,.
G00,000 and %1,434,112,000, Bimilarly, estimated receipts from mis-
cellnneons internnl revenue, exclusive of iprocessing taes, nre up
from $LETAB0L000 to $2,00,114,000, o gain of .
tome pgeeipts nee forpeast at $454,000,000, substantially, the same-ns
anticipyted for 1036 The reduction of $22,054,206 in probable mis-
u]llnmpn receipts, from $182,767 040 to $160,108,050, hringse the not
inereasy in the estimotes of these fonr classes of receipls to §710,.
085,74, ns. stated. y

The provisiens of the Socinl Seearity, the Bituminous Coal Con-
servation, and the Railroad Employees' Eetirement Acts are such
that receipts during the fiscal yeer 1603 will be comparatively small
while revenues from these sources in the next fscal year will show
substantinl increases. The amounts estimated for 1937 from each
of the new taxes in the order named are £438 200,000, $12,500,000,
and 100,600,000,

Ezpenditures—~The expanditures for 1687 contemplated under this
Budget will total $6,762,600,970, or approximotely S000,000,000 lesa
than is now estinneted for 1086, :
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WASHINGTOMN b L

December 31, 1936.

MEMORANDUM FOR THE PRESIDE!

The only laws that expire within the perdod ending February 1,
1937, which you should mention in your Message on the State of the
Unlon are =

1. Provisions of the Gold Reserve Act concerning the
stabilization fund and authority to change the
gold content of the dollar.

2. Authority of the Reconstruction Finence Corporation
and the RFC Mortgege Corporation to continue to
meka loans.

3. huthority of -the Electric Home and Farm Authority to
continue its functicns.

There ars others which tie in with the Reconstruction Finance
Corporation such =s the Commodity Credit Corporction and the Export-
Import Bank, suthority of which expires April 1, 1937. I under-
gtond thet you and Mr. Jones have agreed that all of thess items
ghould be put in one bill and that they ell should be mentioned in
Four Mescege.

The following comment on these matters can be used as a basis
for any statement you care to include in your Annuel Message on the
State of the Union:

"Gpld Regserve Aot—

In Janusry, 1934, the Congress made basic improvements
in our finsncisl and monetary structure by enscting the Gold
Rosorve Act. The events of the past three years have
proved that this legislation constituted a sound and wise
sxercise by the Congress of its constituticnal responsbility
with respect to the natlonal monetary system.

Included in that legislation were provisions creating a
gtobilization fund and defining the power to change the gold
content of the dollar. As so enacted, both of these powers



would have terminated om Januery 30, 1936, but for tha
fact that I extended them for one year from that date,
pursuant to the authority vested in me by the Congress.
In the absence of further legislation, they will finally
expire on Jamuary 30, 1937.

The existence of these powers has safeguarded the
national interest, and thelr exercise hes promoted the
public walfare. The beginning of internationnl monetary
cooperation within the last year which thess powars made
possible has furthered our own well being and that of our
nelghbora.

It is in the highest publie intersst that these powers
ghould now be further extended and that the Congress take
this sotion with such promptness as to permit the world
no doubt of the disposition of the American people to safe-
guard the natlon's interests in the international monetary
field and to cooperate with other governmenta in further
measures helpful to the community of natlons.”

" Extension of the Rsconsirugtion Finance Oorporation and
Rglated jgencies—

The lending authority of the Reconstruetion Finance
Corporation expires the end of Jamuery of this year. Certain
of its functions are carried on through Commodity Oredit
Corporation, The RFC Mortgege Company, Electric Home and
Farm Authority, and Export-Import Bank. The lending author-
ity of these slso expgires soon.

It is not necessary to review here the good that has
rosulted from RFC loans, &nd while the need for its facilitiee
is ropldly decressing, it still exists in substantial measure.

hslde from its great assistonce to banking and industry,
the RFC has been of immoasurable help through the Commodity
Credit Corporation’ to’ growers of corn, cotton and other farm

products.

The Electric Home and Faram Authority has materlally as-
sisted utilities and purchasers of electricsl appliances by
finanoing installment sales at falr interest rates.

The RFC Mortgege Compeny hes saved many property owners
from foreclosure of thelr mortgsges and has beon of great as-
olstance to the Federal Housing Administretion in providing a
market for insured mortgages on new homes.
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The Export~Import Bank is a useful agency in furthering
our export tradas, ;

The fuct that these lending facilities heve been avail-
able has enabled a great meny deserving borrowers to get
credit from private sources which otherwise would not have
been available.

Therefore, with a view to being in a position to meet
any emergency that may srise, and to assist in supplying
credit of the character furnished by these agencies when it
cannot be obtained on felr terms from private sources, I
recommend thet Congress continue their powers, giving to the
Executive the authority to discontinue lending by any or all
of these at any time, or to suspend from time to time the
exercise of any function of eny of said agencies by proclama-
tion for such time or times as may appear to the best intsrest
of the Government.

It 1s my purpose to cease Government lending as rapidly
as private enterprise will meet, and so long as it meets, the
credit demands of the country upon fair terms, but I am un-
willing to withdraw entirely, and dismantle our lending
agencies, until it is clearly demonstrated that this character
of Government service is no longer necessary."

The above were furnlshed by the Treasury Deperiment and the Reconstruc-
tion Finanece Corporation.

Aeting Director.
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BUREAU OF THE BUDGET , Af’%f’ Vo /f/

WASHINGTON f _'_,-

7&%&1 - &

April 8, 1937.
THE FRESIDENT:

Attached hereto 18 a copy of the letter signed by you
on April 7, 1937, addreesed to the Heads of Executive De=
partments, Independent Establighments, and Other Govern-
mont Agencles, requesting an immediate survey of thelr ex=
penditure requirements for the remaining months of the
flscal year 1937, with a view to curtailing them wherever
poesible. The letter was dispatched to-day.

It would be helpful, I feel, if you would have this
letter read at Cebinet meeting to-morrow (Friday), and
at the same time urge all Cabinet Officers to take im=
mediate steps to 8ee ﬁut every posselble means are taken
to insure that the Government's tudget situation at the
end of the year, notwithstanding decreased revenues, will
approximate that cutlined by you in your Budget Message
of last Jamuary,

238 CY/4
Aeting Director.

Inclosure,



THE WHITE HOUSE
WASHINGTOM

April 7, 1937,

T0 THE HEADS OF EXECUTIVE DEPARTMENTS, INDEPENDENT
ESTAELISHMENTS, AND OTHER ‘GOVERMMENT AGENCIES:

It is my desire that the heads of the executive departments
and independent establishments of the Goverament will immediataly
causs & survey %o be made of the expenditurs requirements of their
departments and establishments for the remaining sonths of the
fiscal year 1937. It is apparent at this timo that the rovenuss
of the Government for the present fiscal year will be materially
less then the amount estimated in my budget message of last Jamary;
and, hence, the defieit will be for grester than weg entieipated
unless there is an ismediate curtailment of expenditures.

You will carefully examine the stotus of appmpc;ﬁ.atinnﬂ for
your activities with & view to making n substential saving by
eliminating or deferring all expenditures which are not absolutely
necessary at this time. You will report to me ﬂu-mgh the Acting
Director of the Budget not later than Mey 1, 1937, the steps which
¥ou are underteking to reduce expenditures and the amount of the
estizmated saving resulting therefros.

-'/é_u;m
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BUDGET MESSACE OF THE PRESIDENT

To the Cungreas of the Tnited States:

Pursnant to provisions of law 1 tennsmit herewith the Budget of the
United States Government for the fiscal year ending June 30, 1930,
tagether with this message, which is o part thereol. The estimutes
ligve bean developed after analysis of the revenues, obligations, and
reasanable pesds of the Government, and 1 recommend appropriations,
for the purposes specifically detailed Lerein,

Tin simiple fairness to the Treasury of the United States 1 am con-
fident that the Congress and the public will bear in mind certain
fandnmentals relating to the making of the National Budget,

The first step ealls for the presentation, before the 15th of Septem--

r, by every deportment and sgeney head, of estimates of appro-
printions for the fisenl venr beginuing the fimt doy of the following
July—in other words ot least 8@ months befors the spending of the
money can begin,  These estimntes, earefully prepared by the Budget
officers and othier officials of each department and ageney, are intended -
to represent what they consider the minimum needs of the work
ansigmied to them by lnw.

Thereupon the Director of the Budget presents thess totals to the
qulml. who without taking up the thousands of sepamte items
paks"the Secretary of the Treasury for eatimates of the total nmount
of tax receipts which the Government muny obtain during the 12 months
%ﬁnhﬂm 0 months later, This uum-k by the Secretary of the .

sury is furnished him by eivil service experts who have lqna- -

standing experience with the whole sii joct of forecnsting eponomic
eotiditions in what may well be called the remote futare, Theso,
experts properly call attention to the fact that they are ssked to guess
‘what the economic status—nnd therefore the tax receipta—#ill bo
during the fisenl yenr beginning the first of the following July,

If the forecast of tax receipts made by these exports, who are at
least of equal competence with the experts of the largest banks and
industrial corporntions of the United Stotes, show that the depari-
meninl estimntes of expenditures will exceed the estimnted tax receipts,
the President instructs the i.hm-h: ﬂ the Budgelgas a result of his

During the nmth.. of huvnmhr anid December nnd after the
hearings linve been Leld by the Director of the Budget, lie presents
to the President the total estimates with his recommendntions,

Agnin the President obtains from the Trensury Depariment o
eheck-up on estimated rovenne during the year heginning the follow-
ing st of July. 1M the new report shows a probable falling off of
revenue, he makea every effort with the assistance of the Director

v
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THE BUDGET, 1038

of the Budget to make f, ¢ roductions before approving the fnal
department and ngency Hudgets,

* It ghould be remembered that the laws provide that the depart-
menta nnd agencies shall earry out cortain duties, By these lnws,
the President and the Directar of the Budget are, in offect, prohibited
from elimionting Government functions or curtailing them to the
point of ineTectivencas,

The result is that the Presidont and the Director of the Budget
arrive at o figure for each department and agency which they believe
to be the proper amount under which the funetions required by law
enn be earried out with reasonable efficiency,

During the final 2 weeks of the enlendar venr, the President obtains
ance more from the Treasury Department its final estimates of tax
revenies during the fiscal year which begins more than 6 months Inter,

Since the tax revenues from practically every major source depend
on business conditions during that future fscal year the Treasury's
flyrures of neceasity are hused on o prophecy of business conditions
beginning 6 montls lnter and ending 18 monthe Inter.

Business coneerns are more fortunate,  They also lay out programa
monthe and even o year and o ball in sdvance.  But their programs
are floxible.  They nro controlled currently by the condition of busi-
ness, which permits the making of necessary chnnges from month to
month and even from week to week,

The affairs of the Government are not so flexible. The Budgee
reports are the administration’s fiseal plan; and in the form adopted
by the Congress during the winter wnd spring, it becomes practically
o fixed program of expenditure which eannat be changed for many
muonths even though ceonomic conditions radically eliange the roceipt
gide of the ledger.

While I re-emplinsize the difficulty of estimating the revenue of the
Federal Government from 0 to 18 mouths before that revenue flows
in, there is satisfuetion in knowing that durig the past 4 years the
estimates of tax receipts thus made for in advance, have been infinitely
more accurate as proven by the final result than in the preceding
years,  Estimntes rennin a propheey; bt our prophecies lave been
far botter barne out by Inter ovents than proplecies of eadier years.

1t is nlsa worth while to eall the attention of the Congress and the
publie to the faet that o very large propartion of aur total expenditares
represent fixed ehianges which eannot be redueed by Executive netien,
These charges nre oliligntory on the President and the Treasury, aml
nelude interest an the publie debt, military and navel pensions, cone
tribvitions to retirement funds, and o the ol rve necount, and
amany grants in wid to States, —

Another ¢élass of expendditures, which, though subject to some
measure of ndministrative conteol, does not affond opportunity for

-t
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MESSAGE TRANBMITTING THE BUDOET

large reductions, is mode up of those which carry on the normal,
pveryiay operations of the Government.  For example, the major
part of the appropriations for the State Department is required to
poy the reascnable solories of consuls, diplomatic agents, secretarial

staffs,aml ministers who represent Awmerican intereats in every part

e waorld,

,The thinl type of expeniliture is reprosented by the major effort
of the Government to help the economic sceurity of lange groups of
citizens in every part of the country wha, for many reasons, definitely
require same forn of Government nssistance,  This includes various
kinuls of aid to save farms and hiomes from foreelosure, to furnish work
reliel for needy nble-bodisd ummphy&'%mﬂ%’_ﬂﬂ-ﬂ-—'—'_'_ L
sions, nnemployment insurance and other nee under the secinl-
security program,  Obligntions such s these, though lurge in amount,
enn be reduced only by depriving a very lnrge proportion of our popula-
tion af henefits which modern civilization insists on.

The final entegory includes items of public expenditure for enpital
improvements—such ns new highways, new river and harbor projects,
pew flood control, new publie buililings, new reclamation projects,
nnel other pew public works.  All of these items ean be contracted or
expanded to conform with the contruction or expansion of Govern-
ment income.

Thiz year I recommend that such items be eurtniled, First, be=
cause expeeted Government ineome will be less, and second, beeause
it hos heen amply demonstrated that they do not provide as muel
work for tho unemployed os other methods of toking care of the
unemployed.

For example, we have appropriated as Federal aid to new permonent
State highways almost $1,500,000,000 during the past 5 years; and
an equal sum has been spent during the same period for constructing,
repairing, snd improving roads aod streets by Federal agencies ad-
ministering unemployment relief.  These vost expenditures have put E
otir highway systems for in advanee of what would have been normal
expansion, [ do not propese climinating Federal nid to highways,
but I do nsk that such aid be restored to approximately the pre-
depression figures,

We have a great accumulntion of unliguidated “matehing' author-
izations for aid to States running into the vear 1040—but the States
nlso alould be sncourmged to bring their highwny budgets back to &
maore normal figure,  Therefore | bope that the Congress will start
ot this session to cut down the actual sppropriations used to mateh
Seate funds,

For the 10 years up to June 30, 1633, the Federal Government spent
an average of $40,000,000 & year for river and harbor improvements.
During the past 5 years we have spent an average of over 100,000,000
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wyear. Meanwhile, o justified demand for greater protection ngainst
floods has developed. Flood protection is necessary and in this
Budget I wm curtailing the estimates for new river and harbor im-
provements in order to provide more money for fload cme

Reclammtion projects have been started which will eall for Tuture
sppropriations of neardy $600,000,000, It seems chvious to me and
1 hope it will be to the Congress, that no further projects should be
suthorizged until projects now under construction bave renched o
subatantinl stage of completion,

During the past § years we have built more than 1,100 now Federal
buildings—nlmast doubling the numiber of such buildings throughout
the country. It is true that this saves the renting of buildings but
to oifset that saving we nre paying in many onases far more for main-
tenance of these new huaildings than we formerly paid for leasing
private guarters, Except for meeting the problem of adequste
housing for Government departments and agencies in the District of

Columbin, 1 am strongly of the opinion that the puh]ir‘l huilding .
program should be restricted to the comparatively small nimber of
projects where the eapital investment will be retumed through savings

in annual operating costs, y

FErpenditures,—The most important fact of this Budget is the reduee-
tion of 530,000,000 in the estimated expenditures for the feeal year
1030, They amount to $4.860000,00), compared with estimated
expraditures during the enrrent fisen] year of 1038 of 57 408,000,000,

It in hoped that this fuct will not be overdooked. It is [uir to say
that this estimated reduction msy, by foree of cireumatances, becoma
smaller beeanse of future events which today cannot definitely be
foretold, 1 refer specifically to the possibility that due to world
eonditions aver wlich this Nation has no contml, 1 may find it neces-
sary to request additionn] appropristions for national defense,  Fur-
thermore, the sconomic situntion may not improve—and if it does
not, 1 expect the npproval of Congresa and the publie for additional
appropriations if they boeome necessary to sove thonsands of Amer-
ican families from dire need.

Herenues,— During the first 10 months of the calendor yvear 1937
business conditions improved maoterdally and it was the consensus of
opinion in Government and in business cireles that the improvement
would be maintained in 1938, There was overy reason to expect
that the revenues for the fiscal year 1930 would be greater than the
expected revenues for 1038 and that with & reduction in the cost of
relief, the total expenditures for 1030 would greatly decline. That
was the basis for our expectution of s bolanced Budget for the fiseal
year 1030,

(=)
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The recent recession in business has changed that outlook. Today
it is necessary to revise the eatimates of revenues, They will he less
than we had snticipated. They will, us far as we can tell, remain
below our estimated necessary expenditures.

We hope that the calendar year 1938 will bring ap improvemsnt in
business conditions and, therefore, in tax receipts. The Treasury,
leaning to the conservative side, prediets some improvement over
the present level but does not sssume in its figures that business

‘,("7 dpda in the colendar year 1938 will reach s high o lovel ns
- in the ealendar vear 1037,
RIS S The present estimate of revenue for the fiscal yo:r‘/lﬂﬁ_sh_/"g
7 s £5,010,000,000 compured with the present estimate of Tecelpts
L i 19 3% il =e for the fiseal your 1938 of $6,320,000,000—or, in other ‘'words, &

o Laliedery falling off of 401,000,000,
R —— Balonee.—The net result of these estimates of expenditures and

Frv.,., |-:13.-]| receipts shows for the fiscal year 1930 0 not doficit of 060,000,000,
M but it is fair to state ot the same time that this deficit will bo
138,000,000 loss than the expected deficit in the ewrrent fiseal yoar,
In other words, for the thind year in succession we continue to
decrease the defieit.

The following table shows the effect on the Budget program for
the fiscal yoar 1038 submitted in Jonuary 1937 of the changes in the

fiseal pieture that have ocenrred in the losg 12 months:
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It will be of interest to conpare the major clisses of receipts and
expenditures for the fseal years 1831 to 1000 ns sel forth in the

following table:
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ECOMMENDATIONR

Appropeintion ilgh refo.—~ An important foature of the fiseal proe
eadure in the mugfority of our States is the authority given to the.
dxteuitive to withbld approval of individual items in an approprintion
bill, andl, while upproving the remainder of the bill, to return wucly
rejected itema for the further considerntion of the legisluture, This
grant of power ls been considersd o consistent corollury of the.
power of the legislature to withhald approval of itens in the budget
of the exeeutive; nnid the system meeta with general approval in the
many States which hove sdopted it. A respectable i
opinion exists us to whether o similar item # vete power conld ba
given to the President by legislation or whether a constitutional
mmemdment would he necessary, | strongly recommend that the
tiresent Congress adopt whichever course it may deem to be the
oorrect one,

Commeeity Credit Corparation.—At present the funds for the opern-
fiona of the Commodity Credit Carparation nre provided through
allocations fram the Heconstruetion Finanee Corporation, Suel
Iheses s the Commadity Credit Corporntion may sustain ipan its
rommadity loans remain an indefinite quantity until the liquidation
ol the Reconstruction Finance Corporation. ln order to provide for
an anninl review of the operations of the Commiodity Credit Corpora-
tion and of its nnnuol net cost to the Government, 1 recommend the
‘ennetment by the Congresa of legislation which will roquire nn anmial
appruisal of the nssets of the Corporation, snd, ss & means of pro-
yiding funds to make pnd puneantee its loans, provide the Corporn-
tion with ndequate eapital and authodzo the issunnce by it of ohli-
gations gunranteed hy the United Stotes,  Congreds would be d vised
nanually of the Corportion's net profit or loss and be in o pesition to
make sucl approprintions s might be necessnry to meet any unuusl
impairment of the capital of the Corporation that would result frem
Iosses sustained wpon its lonns,

Review oF tae Fiecar Yeans 1037 axo 1938, axo the Fracan
Proaras ron 1030

This review concemns itsell with the csh netually received and paid
out by the Trensury in the fiseal vear 1037, with the estimates of
receipts and expenditures for the flseal senr 1938, and with the fscal
program for 1030,

FIRCAL YEAR 1937

Receipte—Totnl general fund recoipts for the fiseal yoar 1037
nmonnted to 85203 540,200 which was $534,000,000 less than was
estimated 1 year ago but a goin over 1030 of $1,078,000,000, The
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than the estimato

peceipta from ineome taxes wers $215,000,000
neous internal revenue f’fgih

eontained in the 1038 Budget, while mi
taxes were 04,000,000 loss,

It was helieved last January that on carriers and their em-

oy rs woitld produce $134,552, 008, hut litigation delayrd collection
of these taxes snd only $345,08 wos received in 1037, The tax on
unjust enrichment produced only S4AGE000 e agninst Dudget esti-
mates of £52.000,000 o year ago, while the receipts from socinl-security
taxes were 872,000,000 less than wos eatimnted at that time. Customs
and miscellaneaus receipts, however, exceeded the amount anticipated
 yoar ngo by $40,000,000 and §18,000,000, respectively.

As pointed out in my messnge of April 20 last, the March 1037 tox
returns brought to light certuln defects in the present revenue luw.
As & result af these disclosures, committees of Congress have boen
considering corrective tox logislotion; and T bope that there may be
enacted at an early date such nmendments to the revenue law us
will maintain the revenue producing power of the present tux structure
while correcting at the same time existing proven inequities.

Erpenditures—The total expenditures for the fiseal year ended
June 30, 1937 (exelusive of expenditures from postal revenues 3
amountel to $8,105,158,547 s comprred with an estimate of 28,480,
804,403 in the Budgot submitted n year ago. This Intter estimate
ineluded nn amount of $404,525,000 for statutory debt retirement while
the aetunl expenditures for this purpose were £103,071,200.  Thus,
excluding debt retirement, the expenditures for the fiscal year 1037
were $75,000,000 less than the estimate for that year contained in the
1938 Pudget. The totsl expenditures for recovery and reliel were
$3,014,580,013 an agninst an estimate of $3,144,680,700. Revolving

funcls showed o net eredit of $243,500,185, which was $85,000,000
leas thon the previous Budget estimate of 8328 532,000, Translers to
trust necounts totnlel $872,380,048, while the estimntes for this pur-
pose amonnted to $842,205,300.  For the operntion amd maintenance
af the regular departments and estiblislients of the Government, in-
cliding interest an the public debt, there was expenidesd 84,357, 780,651,
while the nmounts eatimated for these parposss totaled S4,417 857,003,

Deficit and public debt.—The gross deficit for the fiscal vear 1037
amounted to £2.811,318311.  Fxcluding $103,071,200 for statutory
debt retirement, the net deficit was $2,707,347,111, The estimated
net deficit, as contnined in the Budget submitted o year ago, was
£2,248,128,774. The increase in the not deficit is more than necounted
for by the decline in roeeipts.

The increase in the gross publie debt during the year amounted to
£2,040,070,238, bringing the total gross debt on June 30, 1937, to
$30,424,013,732.20, r
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FISCAL TEAT 1688

Reeeipte.—The meome of the Federal Governmpfit during the
fisonl year 1938 is expected to inerease §1,006,67 over that af
1687, the increase of §1,100,673,000 in internapfevenue colloctions
being partially offsct by n reduction of $74,900800 in other classes of
receipta. ‘The total revenues from all {exelugive of postal
revenuea) will nmount to 86,320,513 000, figure, however, is
less by 2073,000,000 than the estimate of rgvenues for 1938 contained e
in the Budget last year,
Income toxes are expected to producy’ $2,002,000,000 ns com [
with 1037 reecipts of §2,157,620,081. Kliscellaneous in venue
taxes will nmount to 82,270,511, 000 asfom ithictual collections g
in 1087 of §2,181,217.850, The e t of legialntion bevying 1
taxes upon enrriers and their emplo will produce $150,300 000 in
1038, wherens lest year's receipts amounted to only 8345,088, Taxes

under the Soeisl Sscurity Act 1 o fbemanthy bosis
in 1937, produced $252,180,840, The tax on unjust enrich-
Ta eatimated at 85,000,000, or [ P ma ; Iy

from this source in 1837, Customs duties wre expected to yield ;
+ £415,500,000 in 1938, wherens in 1037 thoy produced 456,350,500, bnade vty
J Misecllaneous revenies are 82,411,000 less than Inat year, the estimate
fur the eurrent venr heing $105,400,083; and from realization upon
pasets there will be derived o total of $41,000,817, or $1 433,000 less
than in 1037,

Erpenditures.—The total expenditures (sxclusive of expenditures
from postal revenues) for the fisenl year 1938 are now estimated ot
£7,014,868,300,  Tueluded in this amount, however, are statutory
debt retirements of §208,215,700, Eliminating debt retirement and
the non-recurring item of sdjusted compensation payments, the 1938
expenditires nre expected to be nbout 238,000,000 less than lust year,
There is o decrense of 81,186,000,000 in expenditures for recavery
anel relief, the sgricultural adjustment program, the Civilian Conserva-
tion Corps, mnd refunds of taxes, and on increase of $1,151,000,000
far the following purposes: $53,000,000 for the legislative, executive,
and judicinl offices and the civil departments and agencies;
£108,000,000 for the genernl public works program; §00,000,000 for
notional defense; 82,000,000 for veternns’ pensions and benefits;
01,000,000, principally for grants to States, under the Social Security
Acty 501,000,000 for intereat on the public debt; $250,000,000 for
poyments into the old age reserve sccount and the railroad and
Government employees’ retirement funds; $200,000,000 for supples
mental iboms; and S200,000,000 representing o reduetion in revolving
fund eredits,

#0020,
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Deficit and public debt.—Excluding p eht retirements, the net
deficit for 1038 is now estimnted 1,088,000,000 ns against an
actunl deficit in 1637 of $2,707,000,000. The gross publie debt on

June 30, 1938, is estimatod at $37,004,000,000, This, of eourss,

does not take inta account any future clanges in the debt which may
oceur ns n result of the Trensury policy with respeet to the sterilization
of gald.

i
FISCAL PROGRAM FOR 1980

Receipte.—The estimntes of revenues for the fiscal vear 1035, whicly
are necessarly based on existing tax laws, nmount to £5,010,437 000,
This is £401,000,000 less than the anticipnted receipts for 1038,
With the excoption of socisl-sccurity taxes wnd realization upon
nusets, eoch major closs of revenue shows a decline below the 1938
level. Income taxes nre estimated at B2 414,200,000, or 278,700,000
less than for 1038, Total miscellaneons internnl revenus will be
§2,100,072,000, which is $80,430,000 less than 1938, The taxes pon
carriers and their employees are expected to total $116,000,000, a
decline of £33,400,000 from 1938, which is due largely to the fact that
the 1038 collections included 1937 secruals deferred by litigation,
Bocinl-security toxes will be $508 865,000, an incrense of £27 K03,000
over 1838. The tax on unjust enrichment will produce 10,000,000,
#s compnred with 85,000,000 for 1038, Miscellanesus revenues show
8 total of $148,882,320, less than the eurront year hy $10,527,000,
Realization upon nssets is estimated ot £50,118,000, nn increase of
£0,027 000 over 1038,

Erpenditures—The expenditures contemplated for the fisonl vear
1030 (exclusive of those from pestal revenues) total $7,070,558,000
This includes £201,515,000 for statutory debt retiremeont, leaving
£6,500,043,000 for other purpescs, which is $539,000,000 less than
the nmount estimated for 1038, There are net inereases of $53,000,000
in the regulnr nctivities of the civil departments and agencies which
are more than secounted for by increases of $062,000,000 under the
Rural Electrifieation Administration and the United States Maritime
Comumission. The @eneral Public works will require S404,-
026,500, or $73,057,000 lesd than for 1038, Expenditures for national
defense are expected to be 855,000,000 greater than for 1838, reaching
o totnl of $PE8.GZE.400 in the fiscnl vear 1930, On the other lsmnd,
the expenditires for veternns' pensions and benefits will deeline from
8173,852,800 for 1038 to £438,610,000 for 1630, because of the com-
pletion of payments of insurnnee claims on secount of denths oerurring
during the World War, Expenditures under the agricultural adjunt-
ment progeam will increase $143,573,000 in 1938, due principally to
the legislation enncted during the last regular session of Congress
providing for subsidy payments to eotton producers,
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The Civilinn Conservation Corps, becausa of o contemplated redue.
tion in the number of camps and redueed expenditures for cooperating
ggencies, will require 230,000,000, ar $80,000,000 leas than for 1048,
Expenditures for administrution and grants to States under the Social
Security Act will rench » total of $338,230,000, which represents an
inerease of $60,500,000 in gronts to States and o decrease of 2,000,000
in administrative expenses. The interest payments on the public
debt will amount to $H76,000,000, or $40,000,000 more than for 1938, B

Expenlitures for recovery anid reliel are estimated ot £1,138 304,000
or £541,350,000 lesa than for 1938, The operntions of the Sn-eil-f
Becurty Act and the unemployment-compensation laws of the States
have the efect of materially reducing our program for work relief.
Morcover, operations under the new Housing Act will greatly nasist in
providing emplovment.  We can also look to the regular public-works
progeam to provide a certnin nmount of employment,  With these
uids and the sasistonce confidently expected from private industry, [
hope that the foregoing nmount for expenditure will be sufficient to
meet  the needs for 1930, An  estimnte of ppproprintion  of
£1,000,000,000 for this purpose is contained in the 1939 Budget,

Espenditures from revelving funds are expected to amount to
141,001,000, which represents, beentss of an excess of receipts of
S47,778,200 in 1938, an increase in total expenditures of $179,730,200,

For the olgrage resorve secount the estimate is 8475000000, no
w0 of 200,000, over 1938, For the railroad retirement
0?«‘ account $117,250,000 will be required, $20,284,008 less than for 1935,

An secumulntion of payments due in 1937 had to be met in 1938

whereas there will be no aceumulation to he carried over into 1939,

The amount for supplemental items is §75,000,000, which is $125,000,- ey

000 less than the amount now indicated for 1938,

Dheficit and public aebt—The net deficit for the fiscal yenr 1939/

s S040,008,000, or $138,528,008, less than the deficit for the current

woar. The gross poblic debt on June 30, 1039, is estimated st

£38 528,000,000, This does not take into account any changes in

the debt which may oceur a2 n result of the Treasuey policy with

mespect to the sterilization of gold.

It should be peinted out, however, that the incrense in the debt

by renson of the deficit does not mean that the Tressury will borrow

that ndditicnal sum on the market. Included in the expenditure

figures whiels result in this deficit are approximately S667,000,000 of

transfers to trust accounts.  About 570,000,000 of these expendi-

tures are for investment in special issues of Government obligations,

An ndditional 652,000,000 will be invested in suel issnes from the

State contributions to the uwnemployment trost fund. As o result

of these investment operations the Treasury financing for the fscal

vear 1039 will be confined to refunding maturing obligations,
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mﬁﬂwduuﬂndmﬂmuuwhmdm;lmnmdulﬁu
fiscal yenrs 1038 and 1037 and the patimpted gross debt at the end of
the fiscal yonrs 1088 nnd 1936
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Apprapriations,—The npproprintions and renppropriations recom-
mended in this Budget, including thade far the Postal Service, the
District of Colunbin, and probable supplemental ftems, total
£7,073,943,210.39. The appropristions and reapproprintions already
made and prospective supplemental jtems for the fizcal year 1938 for
the snme purposes total $8,628,021,393.06. This is 0 decrense of
B050,078,173.07.

Fraxguy D, RoosevELT.

Jaxvanr 3, 1008,
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MEMORANDIM FOR THE PHESIDENT. -

In your annual Budget messsge to Congress you recommended
that you be given authority to veto items in appropristion ects.
You stated that the question as to whether this suthority should
ba conferred upon the President by legislation or Constitutionsl
amendment should be determined by the Comgress. As & result of
this recommendetion, the House recently passed an amendment to
the Independent 0ffices Appropriation Aet proposed by Representa-
tive Woodrum which would confer authority upon the President to
eliminate or reduce items in an appropriation met. The Amend-
ment, patierned after the prineiple of the Hoover Reorganization
Aot of 1932, would authorize the President, at any time after an
appropristion act had become effective, to lssus an Executive
order eliminating or reducing any item contained in such act.
The order would have to comtain & declaration that the President
had, after investigation, found that the elimination or reduc-
tion of the partioular appropriation item or items would aid
elther in balancing the Budget or in reducing the publie debt.
The order would have to be submitted to the Congress and could
not become effective wntil aixty days after its transmission,

The difference batwesn Representative Woodrum's emendment
and the reorganisation legislation is that under the forser the
President would be authorized to desl directly with sppropriations,
whereas in the latter his authordity with respect to appropriations
is only incidental to his power to abolish fumctions.

As will appear to you, this is not strietly "item wveto®
legislation but accomplishes the sa=e objective and much more ef-
fectively, becauss it will authorize the Presldent to reduce ltems
in an appropriation act as and when the need may arise, wharsas
"item vetq" legislation could confer this authority for exercise
only &t the time of his consideration of the enrolled bill.

Thers is need in our Budget system for more authoritative
procedurs whereby the expenditure program for & fisesl year may bae
curteiled during that year to offset, at lesst in part, any felling
of{ of receipts from previously antioipated revenus. Our pressnt
epportionment system, 1. e., the apportioning, after setting up
regerves at the beginning of the fiseal year, of the amount that
mey be spent during each month or other portion of the year, was
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designed to prevent the incurrence of "deficiencies", and rests
for its authority on the Anti-Deficiency Act of 1905. There is
no specific authority of law for the use of the apportionment
system to offect "savings". The apportionment system as an
instrument for the accomplishment of "savinge” camnot be made
truly effective until implemented by leglslation of the character
of the Woodrum amendmant.

The House Appropriations Committes disapproved of Repressnta-
tive Woodrum's sction by a vote of 20 to 13, becsuse the Representa-
tive had proposed the amendment without conmsulting his coz=ittes.
Further, the House Appropristions Committee requested the Senats
appropristions Committes to strike Representstive Woodrmm's amandment
from the blll and, as & courtesy to the House Com=ittee, the Senate
Comnd ttes has voted to do so.

I am informed thet immediately following the adoptlon of Repra—
gentative Woodrum's amend=ent by the House & poll of the Senate
indicated that twenty-nine Senstors unhesitantly frvored the amondmant.

It 18 my understending that Senstor Ashurst, whose Senate Judi-
clary Committee is holding hearings on Senntor Vandenberg's proposed
constitutionsl amendment to wuthorize the President to veto items inm
sppropristion acts, has publicly stated thet no constitutionsl =mend—
ment 1s necessary to authorise Congress to enact strictly item veto
legislation, that is, legislation which would authorize the Presidsnt
to troat each item of an appropriation act as & separate bill. Chair-
men Sumners of the House Judiciary Committee has expressed s similar
vlew in &n opinion to the Spesker of the Housa. Moreover, Repro-
sentative Woodrim entertalns the view that 1t #111 be very difficult,
if not impossible, to obtain o constitutional emendment, particularly,
since the States will be fearful of losing Federsl grants if such o
power were vested in the President. He espresses the further spinion
that if hip smendment is defeated there is little likelihood even of
strietly item veto legislation being enacted in the future.

The Representative feels, on the other hand, that his present
amendzent can be enacted into law if you willlend it your support
and 50 advise the leaders in Congress. It is reported that an attempt
will be mede tomorrow in the Senste to bring up the Independent 0ffices
Approprietion bdll snd 1f the sttempt is umsuccessful, them a further
attezpt will be mede on Monday. For this reason, if any action is to
be taken in behalf of this amendment, it must be done at once.

Ae Dita .






THE WHITE HOUSE
WASHINGTON

February 12, 1938,

MEA0HANDUN FOR

THe ACTING DIRECTOR OF The BULGET

FOR YOUR INFORGATION ANL WILL-

¥O0U RETURN Fuh & Fruest

F. L. A

Letter from the Fostaaster Oemersl, :/11/30
to the President. GStates that in reply
to Prealdentte letter of 1/18/33, und in
reference to their conversation on the subject
of peotal expensie, fach must be faced that
© the detersination ol postal expenditure is in
the bapds of tie puilie aoo i%e views whieh
nu_gn, tv ueld oy Congress, the Ducget or the

e ten
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MEICRATNY FOT THE PRESIDENT:

Your mencrandunm of Februsry 12, and the accom—
pamring letter from the Postoaster Genersl, dated
February 11, 1932, have beon noted and are returned

herevith in accordance with your request,

A U

Acting Director,

Enclosures.




MEMRANTOUW FOR THE PRESIDENT:

Tour momcrandum of February 12, and the scoom-
pamying letter from the Postasster Gemersl, dated
February 11, 1938, have beon noted and are returned

herewith in accordance with your request.

Aoting Directer.

Enclosures,




THE WHITE HOUSE
WASHINGTOM

February 12, 1938,

MEMORANDUM FOR
THE ACTING DIRECTOR OF THE BUDGET

FOR YOUR INFORMATION AND
WILL YOU RETURN FCR MY FILES?

F. D. R.

RECEIVED

FEB 141938
BUREAU OF THE BUDGET



Offre of the Joshaster General
HWashington, 8. . THE WHITE Hoyse

February 11, 1838, Feg |2 9 sq il "3
RECEIVED

The President,

The White House.

My dear Mr. President: !

In raply to your latter of January 18, 1938, and in
refarence to our conversation on the subject of postal expensa,
we must face the fact that the determination of postal ex-
ponditure is in the bands of the public despite views which
might be held by Congress, the Budget or the Department. In
ths determination of future sxpense, our best guide is the
volume of current postal earnings that the publie gives to
us and thot eause expenditure.

For the month of January just ended, we know that earn-
ings are keeping up. It follows that we require as much for
sxpenditure in Jenuary this year as we required for January
laat year =- g sum approximeting 63 milliops. - 1,

cur best forecast of earnings for the balance of the
fiscal year is that we will require approximmtely as much to
pey for the sarvice this yeur as we actually spent lust year --
& sum approxicating 777 millions.

Thersefore, fiscal 1938 appears as follows:

Expanditures - = = = = - = 777 Millions
Barningg = = = = = = = = = 958 "
Gross Defigit = = = = = = 'E‘ "
Hon=-Poatal Itemg = = = = = "
Eu.:'plul.----.......T "

Paithfully yours,

e Fusder,~
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May 13, 1838,
MEMORANDUM FOR

THE ACTING DIRECTOR OF THE BUDGEY

I enclose letter from the of ths Kavy in
Eﬂhiﬂﬂmnﬂfﬁq personnel for the fisocal year

I have cheocked this 1ist with the construstion
reports and my tentative suggestion 1s as follows:

1. Hew Conatruotion

The WABP will be completed about Deosmber, 1930
and a grew must, therefore, be provided. :

The HELEMA 1p listed for completion J
1840, but I doubt if she im completsd un
later in the year.

2. Swnmarines
!h; estimate for 138 additional perscnnel seems
ﬂ‘- L]

3. Dastrovera

The estimate seems high. I think 2000 men in-
atead of 2478 would be snough.

4. Inoreass in Alrgraff
18 men 0.K.
6. A% Sea, Mlacallanaoua
The inorease of 300 men seems 0.K.

€. 0On Shore, Miscellansous

This nusber - 2765 - seems high. I think it can
be cut by three or four hundred men.
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7. ZInoreass in % of allowance %o complement

This whole item should, I think, go out. I am
not, and never have been, oconvinoed that it is
necessary to have a 950f complement in time of
peace instead of the present ratio of 885%.

All of the above means that the inorease of
9800 men for the Navy oan be out by nearly 4000 -- in other
words, I think the total inorease for the Navy of 6000
men is enough,

In 0 inorease of Marine Corps by 4000
men, I suggest t this figure be out inslkmbl -- 3o 3OS /70U
men.

Please talk this over with me.

F. D. R,
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CONFERENCE WITH THE PEESIDENT ON NOVIMEER 16, 1938,

REGAEDING TAX PROGEAM 70 BE SUBMITTED T0 THE NEIT (ONOEESS W

Those present besides the President were Beoretary Morgentham,
Under Secretary Hanes and Mr, Ball,

H:". Hanes started the conversation by telling the President that in
order to work cut a definite program the Treasury would have to kmow how
mch revenus the President wanted to raise. He said that to get 2 Billion
dollars additionsl reverme it would be mecessary to go deeply into the tax
structure of the country. Bome of the tares might have mn adverse sffect

on tmsiness conditions, He explained that the sstimated revenus asounting

-

to § billion dollars, was based on m national income of 60 billlen dollars,

He is inclined to believe that thess estimates are conservative and that
in all probability the national income will be in excess of that figare;
in which case we should get more revenus than now estimatsd. . Ha axplalined
to the President also that there were other indices, such as the price
lovel and the Federal Heserve Board index of production, which are fastory
in these estimates,

The I:nddnnt asked the queation as to how much revemue would the
Treasury get if the national income should go to 70 billien dollars, Mr,
Hanes said that it was his opinion that 1t would amount to approxizately
6 billl.gn..mﬂ million dollars, exclusive of Booial Security taxes, and
that if you add the latter you should get around 6 billien, 700 million
dollars.

The President then said that he thought that we might make two kinds
of sstimates: one for current revemus on the basis of 60 billion dollars

oational income, which om the basls of the present tax rates would amount

/
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to 5 billion dollars, Assume then that we would have expenditures on
ordinary mocount -“ 7 btillicn dollars and on account of relief of 1
billion 500 million dollars, which would result im a 3% billdion dollar
deficit, The President sald then to make mnother sstimate of revemus
based on new taxss to be lavied, say up to 2 billion dollars, This would
reduce the defioit to 1} billion dollars, We could then state im cur
tudget message that if the national income increases to 70 billion dollars,
we should get additionnl reverus of approximately 1 billion 700 million
dollars, which would give more than a balanced tudget in 1941, These
estimntes of expenditures do not include any amount for debt retirement,

The Fresident then asked me to give him rough figures of 1940 ssti=
eates of expenditures, I had no estimates with me so the figores in the
first column below repressnt rough figures which I submitted from BOBOTY
and the second colusm shows the figures that shomld have been glvent

Figures should
Bough Eatizates ___have been
11 ]

Begular Departments § 780 $ 796
Hational dsfenace 1,000 1,165
Vetorans' Administration BB0 5458
AAA (Inc, Farm Tenancy) 650 BBO
oo -_— 300
Ganeral Public Works 500 B4T
U. 5. Maritime Commission - 136
Intereat 1,028 1,030
Sooial Security and RBailrosd Betirement 876 943
FA (lag) 750) 8500
Emergency Public Works (lag) -} 833
Miscellaneous —0 .
Total $ 6,400 $ 7,426
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The Fresident then sald to sssume that the total

regular sxpenditures as given abovs for 1940 should ¥
amount to as mach as $ 8,700
add for WPA, which he thought was very low, another 1,000
and then add for national defenss ___E
making a total of 8,200
deducting from this figure the officlal revemue estlie

mate of § u:i:m

and then add new taxes of 2,000

we got total revemme of A 8 7,000
leaving a deficit of m

Then we could say that if the national incose should go to 70 billion
dollars, instead of getting 5 W1lion dollars in revemus as the present es-
timates indicate, we womld get 6 tllion, 700 million dollars, which with
the new revemus to be raised would make 8 Bi1liom, 700 million dollars
revemue, leaving no ‘deficit. This would glve us a balanced tudget and
500 million dollars for debt retirsment,

Mr, Hanes then went over his statement of possible new sources of
revenus with the President, showing that by inareasing the rates sst out
on this statement and maldng other changes in the tax structure, as much
as ha could get in the form of new revemus for a full fiscal Fear's cper-
ation ucder a new revemus mct enbodying these sucgestions would be 1
billion BOO millien dsllars based upon the gurrent indices used by the
Treasury in determining its revemus satimates,

The President then sald mssuming we have expenditures of 7 billicns
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snd receipts of 5 and we wanted to ralss 2 Billion dollars of additional
Tevemus to balanos the budget, what olass of people would pay under the
proposal set cut on this statemsnt, MNr, Hanes Teplied that the middle-
income groups would be hit the hardest; thoss receiving incomes betwesn
8 thousand and 70 thousand would be hit wery hard,

The Secretary told the President that he had an idsn as to soma of
the additional taxes that might be levied, He said that he realized that
the President had always besn against a salas tax but many states in the
Union have adopted it and he thought that the Fedsral Oovernment might
also resort to 1t for special ressons, Hs aleo explained that cur so=
called excise taxes which we have today are nothing more than sales taxes,
He said that what he had in mind was a lpnuilll form of tax starp with tha
Ploture of a battleship and a bomber on the fase of it, which would bring
bome to every American that he is helping to pay for the expenditures mads
necessary by World conditions, to put his country in & position where 1t
can defend iteelf againet the outsids world, The President then asked
bim how about exe=ptions, The Secretary replied that, of course, in dise
cussing sales taxes in the post he had always thought of exempting food
stuffs, and clothing up to & certain point, tut that in this case he was
of the opinion that there should be no exerptions and that every one from
the highest to the lowest should help pay this additisnal cost,

The President said that he would 1ike to hawe Mr. Hanss work on this
matter and ses what he could do to make just one exsmption and that would
be on food stuffs mot in containers, that is, food stuffs in the raw stats,
This would certainly have the effect of inoreasing the consumption of frash

Vegatables which would be & good thing for the American people,



=E '

mnantwmmmthwtmtuhuunnuuu
cussing the special kind of tax for a speocial purposs, why would it not
be an excellent thing 4f we should have a specially designed stasp to show
that the taxes pald are for the purpose of fimancing the additional ma=
tional defense expenditures and other special taxes specifically levied
to take care of relief. It was explained to the President that if we did
oot have any exemptions whatever that according to old estimates based on
lower tusiness levels a rate of 1% on manufacturers' net salss not subject
to present excises would have produced anmal revemue of approximately
232 million dollars and that a 4% rats would have produced a 1ittle leass
than 1 billion dollars a year,

The President sald that he was thinking of national defense in tersms
of 1 tillion 60O million dollars which would be spent over a period of two
and poselbly three years,

The President then asked Mr, Hanae 1f he could get uwp for him a simple
comparative table contalning data on the 100 richest ivdividuales in the
United States for the calendar rln.r 1928 or 1929, whichaver is the highear,
showing the tax rate for that year and the gross income lese deductible
losses. This would show what those individuals had as spendable incoms in
that year, Then show how mich of that spendable income they paid to the
Foderal Government., He would then 1ike to have this same information for
1932 and for 1927 or ths latast year for which the information is avallable,
He would then liks to show as to whether funds of thess individuals have
gone into tax-exempt securities or into other 1ines of investment, If
they have gone into taxeexempts, he would 1ike to use it in a recommendation
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to Congress, immediately after 1tl.opm1n.¢ for the elimination of the
issuance of tax-exempt securities, He would like to recommend that this
elimination be secured by legislation and not by the long route of a
constitutional amendment, :

The President said that he would also like to have us work on a
budget with the revenue based upon the national income of 60 billion
dollars which would be no more than 2 billion dollars out of balance,
And then he would like for us to work on ralsing revenue of say 1 billion
dollars under additional taxes and then we could make th? statement that
if the national income increases to 70 billion dollars we would have a
balanced budget for 1941. Getting the expenditures down to 7 bdillion
dollars will be a difficult task for 1940,
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The i%em for relief remains. Without that item the
Budged is in balance. To make today a formal budget estimate
of the mmount necessary for work relief would be of necessity
a diffioult task. We have %00 recently reached our goal of
putting three and a half million people at work, and the bens- ,
f101s) effects from this program and from inoreasing expenditures
on publioc works cannot be foretold as accurately today as two
months from mow., Furthermors, smployment by private industry
continues to show substantial gains over the figures of a ysar
ago. It is reasonably certain that the to%al appropriations
for work relief during the fisoal yoar 1837 will be far less
than during the current fiscal year. Furthermore, i% is worthy
of note that sven if the fotal amount for work relief wers %o
run %o §2,135,000,000, which I do mot antioipate, the defioid
figures for the fisoal ysar 1837 would s$ill not exoesd the
estimated defioid figures for 1938,

To state the case even more precisely, the gross
defiocit of the Government in 1834 was §3,0989,000,000; in 1835
$3,576,000,000; 4in 1938 (estimated) §3,834,000,000; and in
1937 (estimated, but not inoluding workilrelief)§l,089,000,000.

Therefore, it is olear: firs%, that sinoce Jum
30,1834, the gross defiolt of the Government shows a steady



fNSERT 0 (continued)

deorease during the fisoal years 1935 and 1938. Beoond, that if
work relief appropriations by $his session of the Oongress were
to be made up to a total of u.m,m,m,‘:'um gross defioit
for the fisoal year 1937 would not exoceed that of 1838, whioh in
1tself was the lowest gross defioit of the past three yeara,
Therefore, it follows that whatever is the amount less than
$2,135,000,000 appropriated for work relief at this session, such
amount will represent that much deorease in the defiocit of 1937
over the defioit of 1938. I do mot expect that any such suxm as
$3,135,000,000 will be necessary to be appropriated.

With this limitation and this excellent prospect
clearly in mind, I defer submitting at this time motual work
relief figures. I shall do ®o with far greater knowledge and,
therefore, with greater acouraoy in suffioient $ime befors the
adjournment of this session to give to the Congress full
opportunity to examine into the needs and to make the necessary
appropriations,
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Bscommendations -
The following recommendations are offeredi E.'!/

The text accompanying a number

of the estizates of sppropriations has been drafted to include provisicns
for transfers between appropriations within the ssme department. This
provision will add a measure of administrative flexibility and will

tend to promote economical execution of the program as a whole, mnd

approval therecf by the Congress 1s recommended.

snsportation be discontinued.

Bepeal imendment %0 Asricultural Adjustment Act— During the firet
session of the T4th Congress the Agricultural Adjustment l.ut was amended
so a8 to sppropriate a mum equal to 30 per cent of mtn!u recaiptes to
the Secretary of Agriculture to encourage exportation and domestic
consmption of agricultural commodities. No estimate of expenditure
for mccount of this legislation is included herein; ‘and repeal of the
smendment is recommendsd for the following reasonfi:

By eppropriating directly imstesd of suthorieing an appropriation
the amendment denies to the President the opportunity to comsider the
need and include appropriate estimates in the Budget; and it denles to

the Congress the opportunity to review such estimates in their relatiom



to the whole program of the Govermment. The amendment ﬂnhtl:n the
principles of the Permanent Appropriation Repeal Aot of 1934, uﬂ of
the Budget and Accounting Act of June 10, 1921. It is in conflict
with sound administration in that it provides in advance for large annual
expenditures without any attempt to coordinate !.naiiu and expense. It
is in conflict with recognized principles of taxation in that general
revenues are made avallable for financing a service the hlmn:tit- of
which are not gemeral but are peculiar to a special group of benefi-
claries. The amendment was passed in the last days of the seselon as
a result of confersence agreement and without the debate and considera-
tion by the Congrees which the import of the measure clearly Jjustifies.

Apportionmente of Appropriations=—It is recommende d that Section
3679 of the Revised Statutes be amended so as to bring all sgencies of
the Govermment, including government-owned and government-controlled
corporations, within the amthority of the Director of the Budget with
respect to their apportiomments of appropriations.

Draft of proposed legislation to effectuate these recommendations

is transmitted herewith.
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This review concerns itself with cashk mctually received and paid
out by the Treasury im the fiscal year 1935; and with the estimates of
receipts, appropriations and expsnditure for the fiscal years 1936
and 1937.

Fiscal Year 1635

Esgpipte=— Treasury recelpts for the year endsd Jume 30, 1935,
wore -wibgisbby in excess of estimates prepared a year ngo. Considering
all scurces except postal revenuss, total receipts smounted to
$3,800,467,202, or $89,000,000 above the estimate. Internsl Revemus,
including processing taxes on farm products, produced §3,277,690,028,
sxceeding the estimate by $80,000,000. Customs receipts sscmted to
$343,353,033, an increass over the estimate of $56,000,000.

Wiscsllaneous receipts estimated amt $217,813,426, fell short of the
estimate by $4£,000,000; ths smomnt actually received under this item was
$179,424,150. Thews figures do not represent a loss, or a declims in
this scurce of revemus. At the time the sstimate was mads it wos asemed
amcunts recovered on loans mads by the Publis Works Adsinistration would
ba covered into the Treasury and applied to debt retirement. This was
in acoord with provisions of the National Industrial Eecovery Act of
June 16, 1933. A subseguent law, however, authorizes the Public Works
ddministration to well securities to the Bsconstruotion Finance Corpos
ration sad to use the proceeds thereof for further loans, The adoption

driefid Mg

of this muthorized policy -Apmbeed-so-Pesesmmpd sotizated receipts
acuun s gl $75,000,000, In other respects, receipts from miscele
lanecus sources of income axcesded the estimate by about $27,000,000,



Epanditurege— Wnile actual receipts for the year were greater than
anticipated, actual expenditures were less than the amount estimated by
$1,200,000,000. The ageregate of all sxpenditures was §7,375,825,166
against an estimate of $8,581,0069,026. Approximately a billien dollars
of this difference related to recovery and relief, and ths regular
agencles mocounted for the remaining $200,000,000,.

The total spent for recovery and relief was §U,262,257,208, whereas
the 1936 Budget estimate was §5,259,802,852, This difference is partly
dos to this facti

When the Budget for 1936 was prepared it seemed probable that the
Bsconstruction Fingnce Corporatiom, in all mcocunts except relief, would
close the year with an sxcess of loans over repayments; and the amount
of the net expenditures was estimated at §556,000,000, However, becmuse
of improved tmeiness conditions, the demands for Corporation assistance
ware 8o guoh less than estimated and the repayments of loans so much
greater, that the Corporation actually cleded the year with net l“ﬂ_.}_rtl
f $107,000,000; sud th wot SRMAESS bovroos tho satual SeEy s~
the estimate amcunted to $663,000,000. Other sgencies spent for recovery
and relief $335,000,000 less than estimated.

For the operation and maintensnce of regular departments snd estabe
1ishments of the Government astual expenditures were $1,719,083,353
against the estimate of $1,913,700,17h.

Tor statutory debt retirements thare was expended $573,558,250 mnd
for intersst on the public debt $820,926,353, whereas the smounts bulgeted
for these items were respectively $572,566,000 and $835,000,000,

LEY



Deficit snd Poblic Debf== The year olossd with s gross doficit of
$3,575,357,964. inatead of the estimate of $4,869,418,338, After
deduoting the smount pald out for statutory debt rotirement the net
deficit was t}.m.!ﬂﬂ-ﬁk. The inorease in the total outstanding
gross public debt was $1,647,751,210, which figure is properly obtained
by subtracting from the net deficit the decrease in the general fund
balange, the excess of trust fund receipts over trust fund sxpenditures
and the amonnt of retirement of naticmal bank notes from the gold
increment. As of Jume 30, 1935, the total ountetanding gross public
debt was $28,700,892,624, while on Jome 30, 1934, it was $27,053,1h1,114,

Fiscal Year 1936

Drawing upon the sxpsrisnce of the firet slxz months of the cur—
rent year 1% is possible to forecast with a falr degree of accuracy
the results of finsnolal operations for the whole 1936 fiscal period.

Eeceipts— The ssme sources of income (exrluding postel revenues)

wolch & year ago were expected to produce receipts aggregating
$3,991,904,639 are now expected to produce a total of §4,110,793,946,

Of the items comprising the whole, income taxes will develop

$1,U34,112,000, or $2U6,000,000 more than the 1936 Budget estimate,
-



Misgcellaneous internal revenue exclusive of processing tazes is now
estimated at §1,873,091,000, an increase of §187,000,000. Eecsiptes
from customs are expeoted to reach a total of t}ﬂ,lm.nﬂn. axceeding
the origloal estimate by $55,000,000. Other changes, some upward and
some downward, result in the new estimate of total receipte at a figure
of $419,000,000 higher than shown in the Budget for 1936 which was
presented a year ago.

The pressnt estimate for processing taxes in 1936, included
in above total, is in roummd figures $529,000,000, as against the
original estimate of $570,000,000. Actual recsipts for the five months
ended Hovember 30, 1935, totaled $57,000,000, while spproximately
$160,000,000 of dus payments have been impounded as result of pre=
limineary court action.

It is pertinent to repeat hare a statemsnt appearing in ths
Summation of the 1936 Budget: "Bstimates of receipts contemplate
continued collection of proceseing taxes. If the ltn.qf which has been
made upon thie Act is sustained we will have to fase the problem of
financing exleting contracts for benefit payments out of some form of
new taxes."

Two new taxes, namely, the Bituminous Ooal tax and the Eailrosd
Employees' Betiremsnt tax, both representing recent legleslatiecn, will
contriltute some §38,000,000 i - "l‘:iilltl of regeipts for
1936. BSoclal Beocurity taxes will not pﬁtlul any iocome until the
fiscal year 1937; snd the sffect of the Heveous Aot of 1935 will not

be reflected in receipts for 1936.



Expenditures--Indications are that expenditures including debt
retirement during the present fiscal year will not reach the amount
tudgeted by approximately $875,000,000; the total now foreseen 1s
$7,645,000,000, against the original estimate of $8,520,413,609.
Exclusive of debt retirement the total of expenditures now foreseen
s $7,093,226,332 while the original comparable figure was $7,883,979,609.
For recovery and rellef the revised estimate of expenditures for the
fiscal year 1936 is less than the original Budget estimate by $589,000,000,
while expenditures for all regular purposes will be less by $286,000,000.
The latter figure includes $217,000,000 for servicing the public dedt,
since debt retirement will require $84,000,000 less than was budgeted
and interest payments will be $133,000,000 less. It thus sppears that
all other regular expenditures will be less than the orlginal Buiget
estimate by about $69,000,000.

Deficit snd Fublic Debt—The revised estimates as set out herein
show a gross deficit for the current fiscal year of approximately
$3,234,000,000, instead of the original Budget forecast of $4,529,000,000.
After deducting the amount of statutory debt retirement the net deficit
will be in round figures $2,682,000,000. The gross public debt as at
Juns 30, 1936 should not be greater than § .



The foregoing figures are set out in the following table for ready
comparison between Budget estimates of a year ago and what are now con-

sldered probable.

%ﬂﬂﬁmh

Budget Zati-
mate, January, Revised
1935 Estimate
l. Eeceipts (Excluding Postal)-
Income tax $1,188,000,000 $1,434,112,000
Miscellsnecus internal revenue 1,685, 900,000 l.ﬂj,ﬁ.m
Processing taxes on farm products 570,000,000 529,042,000
Customs 298,000,000 353,191,000
All other
Total receipts 3,991,904,639  b,410,793,946
= e —maw— == e — e}
2. Expenditures-
Begular 2, “25.963.131 2y }E;imllﬁl
Interest on the public debt 875,000,000 T42, 000,000
Hecovery and relief L
Total expenditures 883,979, ,093,226, 332
3. Het deficit 3.892,074,970 2,682,432,386
Statutory debt retirements _ 635,434,000 552,025,000
Gross deficit h,m.ﬂi.im__z.m.uﬁh}ﬁﬁ
4. gross Public Debt 39
$34,239,000,000 §

Postal reveaoues for the fiseal year 1936 are now estimated at
$670,000,000, $25,000,000 over the original estimate.



The Piscal Progras of 1937.

There is pressated hers & brief factual resme of the prinsipal
features of vhe Budget for the fiscal year 1937, the details of which
sppear in subsequent text snd tables. A few u;u points stand out and
Justify emphasis.

Without impairing the ability of the Government to ocarry om its
oormal functicms and to prosscute those motivities essential to com-
tinued recovery, the Budget reflects a substantial decreass in the
spread between inocome and outgo. This is consistent with the prodics=
tion made in mwwfﬂm Al *“’3’1.
possible becsuse of progressive improvement in the sconomic status of
the people. Likewlss, the state of National recovery is such that
receipts from prevalling tax scurces on ths basis of present ratea
Bppear more than adequate for financing the ordinary operations of
the Government in 1937, including service on the public debt; and no
new or additional taxes are propomed,

Legislation enacted by the first session of the TUth Congress
makes 1t necessary to provide in the 1937 estimates mew appropriaticn
itezs aggregating $684,000,000. This total will become spproximately
$785,000,000 should the Congress reject the recommendation, hereinafter
offered, for repeal of that part of the Agricultural Adjustment Aot
which sppropriates a sum equal to 30 per cent of customs recelpts to

the Seoretary of Agriculture,le-sassnempseposteti iSRRI
i i . e o LD OO



Legislation enacted by the first session alsc permits including
in thess estimates a total of $769,000,000 of additional receipts,
of which about seventy per cent will accrus undsr the Bituminous Coal
Conservation Act, the Eaillroad Employeses! Retirement Act and the
Sooial Security Act. It is worthy of note that but slightly less than
thirty per cent of this increase will ba derived undsr the Bevenus Aot
of 1935.

4 Federal public works program of $404,000,000 is recommended to
meet in part the development and improvement reguirements of the Gov
ernment, and as a proper Federal contritution to work opportunity.
Thile this program represents an inorease of about $200,000,000 over
the amount for similar purposes for which the Congress made specifio
appropriations for the current fiscal year, it is §
less than the total smount made available for Federal public works
in 1936, considering allotments made from emergency funde.

The saccess attending the operation of the Civilian Conserve-
tion Corps as an emergency activity justifies taldng it into the
Pudget as a part of the regular program for 1937, and the sstimates
of sppropriation and expenditure have been prepared accordingly. The
sppropriation recommended is for an amount of $246,000,000, of which
about $25,000,000 should be made available for sxpenditure in fiscal
year 1936, In additlon, spproximately $75,000,000 for this purpose
is included in the lump sum estimate for 1937 supplementals,



The follewing #able gives & clear pioturs of the maim figures
.PHPH-I is thig Budget snd ghows how they compare with similar

figares for previons years.
(Ia millions of dollars)

o

. AEFILAR:
1. Eeosipte=
1,434 1,943

Income tax 818 1,
Miscl. Iat. Rev. 1,470 1.;?2; 1,873 2,10
Customs n3 3 353 lé
Miscell anecus

Total 2,763 3279 3,843

Taxes undsr Social Security, Eall-
road Employess' Hetirement and
Fitusinous Coal Comservation .lg_}_l_i- — i ] B4T

Grand total 2163 3,279 3,882 5,107

2: Expenditures-
Operation and maintenance of regu=
lar departzents msnd sstablish=

menta * 1,086 1,068 1,591 2,806~
Veterans' pensions and bemsfits 556 605 120 ™
Interest on National debt 757 821 Th2 505 KI
Tax refuads (exclusive of |
processing taxes) £ 45 47 bg
" Total reguler sapenditures 2, 2,539 3,100 hlhsl\\:
b

HECOYERY AND AELIEF:

l. Agricultural Adjustmeat Adainistration= [ )
Processing taxss 353 521 529  SHT~
Expanditures (imcluding refundas /

of processing taxes) 290 43 6z, 619

Excess of sxpenditures over tares = 5}_ + + 92 + 72
2+ Other recovery and relief sxpendi-

tures

Total recovery and relief

axpenditures 39% LgW 3,46 1,175
Total expenditures (exclusive

of debt retirements) 6 280 beb
Net dsfioit i% 3,001 2,682 519
Debt retirements 1L 580
Oross deficit Je 9839 5575 Jrge 1,099

114
ncludas eatlmated supplemental 1936 and 1537, _,__.J-r-'"‘



Directing attentlon to a comparison between fiscal cperations
proposed for 1937 and now estimated for 1536, as set forkh in the
table, the following comment ie pertinent:

Bescelpts=—Receipts in 193] from regular sources (exclusive of
postal revenuss, processing taxes and taxes lmposed under the Social
Security, Bituminous Coal Conservation and Hailroad Employees Retire—
ment Aots) are expected to reach a total of $4,560,817,650, an
inoreases of $717,665,704 over similar receipts for 1936 now estimated
at $3,843,151,946, and $1,281,730,319 over 1935. It should be pointed
out here that this increase is dus largely to inoreased payments of
taxes under the old schedules, Only about $222,000,000 will be pro—
duced in 1937 a® & result of the Hevemus Aot of 1935.

From processing taxes the sum matlocipated is $547,300,000 against
the estimate of $529,042,000 for the curremt year, an increase of
$18,258,000, Othar taxes recently mithorized by the Congress undar
the Soclal Security, Bituminous Coal Conservation snd Eallroad Employecs
Hetirement Acts will produce $547,100,000 in 1937, =and $38,600,000
this year, an increase of $508,500,000,

Thus 1937 receipts from all sources, exgept postal revemuas, Are
estimated at $5,654,217,650 against the revised estimate of $4,410,793,946
for the current fiscanl year. The increase in total receipts from stated
sources is therefore $1,243,423,704.

Postal receipts for the coming year are estimated at 3$705,000,000,
an increase of §35,000,000 over $670,000,000 mnticipated in 1936, This

Stimrami'e
is further evidence of the upward trend in wedwess conditions.



An exmmination of ths detalled sstimates of the firet four classes
of receipte for 1937 indicates a gain over 1936 in income tax of
$508,488,000, the figares for ths two yoars being respectively
$1,942,600,000 and §1,434,112,000. Similarly, estimated receipts from
miscellaneous internal revemus, exclusive of processing tazss, are up
from $1,873,091,000 to $2,103,114,000, a gain of $230,023,000. Customs
receipis are forecast at $354,000,000, substantislly the same as sntloli-
pated for 1936. The reduction of $22,65Y,296 in prodadle miscellansous
receipts, from ﬂl?..]'ﬁ?.gllé to $160,103,650, brings the met imorsass im
the estimates of these four classes of receipts to $717,665,704, as

-

stated.
The provisions of the Social Security, the Bituminous Ooal Oon=
sorvation and the Hailroad Employees! Hetirement Acts are such that
receipts during the fiscal year 1936 will be comparatively small while
revenuss from these sources im the next fiscal year will show sub=
stantial increases. The mmounts estimated for 1937 from each of the
new taxes in the order named are $433,200,000, §12,300,000, and $101,600,000.
Expenditures=- The expenditures for 193] contemplated under this
Budget will total $6,753,598,470, or approximately $1,900,000,000 less
than is now estimated for 1936.
0f the two major categories of expenditure, namely, regular, and
recovery snd relief, allowsnoss for regolar astivities smount to
$5,031,476,738 as compared with $3,651,673,151 for 1936, an iner ;
of $1,379,803,56]. For recovery and relief, sxpenditures 2‘5'{_“““
tw;-h from unexpended o8, practloally all of which will havs

twil foA f‘r% f /= ;f:?‘imiﬁr-. A 4/&4d
éﬁ. .* n‘nm of sush

besn obligated prior to
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1937 is estimated at $1,722,121,732, which is a decrease of $2,271,456,455
from the figure of $3,993,578,187 for 1936,
In regular expenditures there is included $805,000,000 for interest
on the public debt, an increase of $563,000,000 over the same item for
the current year; and $580,125,000 for statutory debt retirements, an
increase of $28,100,000. The cost of service on the public debt im 1937,
thersfore, will exceed that for 1936 by $91,400,000.
Excopting debt retirement and interest, the inoreasse in expenditures
" for regular sotivities is $1,288,403,587 as compared with 1936. The
major part of this lnerease is accounted for as follows: (a) For finanoing
uthlt;n under the Social Securlty Act, the Ballroad Employees' Retira-
ment Aok, and the Bituminous Conl Qonservation Aot, tf.ag.qun.mo; (&) for
inoreased public works, ngm;é'? sl "?W@mﬁm.
.i";fa 3

uﬁmm.mo.fd") ( £ ¢ f;,u.{/; /m—- Livid m;}

£
uu $60,000,000 for the Veterans' Adjusted Service Certificate Fund

L

in ordsr to bring the annual contribution of the Government nearer its

actual liability under existing law;

//-ﬂlﬂ. $180,000,000 for National Defense to meet the policy of the Oongress
and the Executive in making up for the delay by the United States in
mesting the provisions of the naval treaties of 1922 and 1930, and to
provide replacement and improved squipment and sdditional personnel for

the Army.
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In the War Department Appropriation Aot for the fiscal year 1935
the Congress adopted a policy of increasing the sverage enlisted
strength of the Army from 118,750 to 165,000 men and towards accomplishe
ing such purpose appropriated an additional $20,000,000 for expenditure
during that year. These funds are sufficient to maintain an average
enlisted strength during 1936 of approximately 147,000 men. The estimates
of expenditure included in this Budget are sufficient in amount t0 maine
taln this average during the fiscal year 1937, with the purpose in view
of providing in the 1938 Budget the funds negessary to recruilt the Army to
such strength by the close of that year as will produce an average
enlisted etrength of 165,000 throughout the fiscal year 1939, the maxi-
mom indioated by the Congress, It is felt that this is as fast as the
Government should procesd in this matter im the light of the present
forecast of flscal affairs.

The principal decreases are $12,000,000 in poetal deficlency;
and $92,000,000 on account of Agricultural Adjustment Administration,
dus to the recommendation made herein for repeal of section 32 of the
Aot of August 24, 1935 which sppropriated an smount equal to 30 per
cent ::r the gross customs receipts for use in encouraging exportation
and élannnu consumption of agricultural products.
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Deficlt and Publig Debt-- Ths gross dsficit for the fiscal year

1937 is satimated at §1,099,380,820 iacluding $580,125,000 for sbatu-
tory dabt retirement, or a met deficlt of $519,295,820, Tt is estimated
that the gross voblie dsbt oo Juns 30, 1937, will smount to §
88 compared with an estimated debt on June 30, 1536, of § .
dppropriationg-~ Appropristions recomsended im this Eudget aggre-
gate $6,400,000,000, including probable supplemental items sstimated at
#500,000,000, while the appropriations already made and prospective
supplemental items for the fiscal year 1936, sxclusive of the appropris-
tion of four billion dollars for Tecovery and relief, amcunt to
$5,146,000,000, an iacresse of $1,254,000,000 required for the fiscal
¥year 1937 over the fiscal year 1936,

This incremse is dus to (1) appropristions asounting to approxi-
mately $700,000,000, including supplementals o be submitted later,
required to finance new leglslation enncted at the last session of
Congress; (2) an apprepriation ef tahs.mo,mﬁ to continue the operations
of the Civilian Comservation Corps from March 31, 1936, to March @,

1937; (3) o imoreass in specific appropristions of $200,000,000 on
account of general public works; and (4) incressss in the general de-
partmental requirements aggregating approximately $137,000,000, due
largely to the increpse in tha Arsy, Navy, snd the Department of Agri-

n o "

Because theare has not 'h":é # to plan the organisation snd asthods
required, no detailed estimates are included in tha Budget for expenss to
be incurred by the Soolal Gecurity Board, and by the Burean of Intermal
Eevenus in collecting taxes mathorigsd by the three new acts herstofors
referred to. However, the probable expense has been pproximated and ia

included in the total lump wum of $600 millicons sstimated to cover 1937
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supplementals. The nscessary supplementsl estimate covering the resainder
of the curremt year will be transmitted during the early days of the
sepeion, together with complete details for 1937, Likewige no sstimate
for administering the Potato Act has been prepared since it is believed
this Act should be smended along lines to be recommended by the Secre=
tary of Agriculture, and a supplemental estimpate can them be trenemitted.
The following table shows the estimates of appropriastiens which
are anticipated will be necessary to adminiater new leglelation enacted
during the last session of umnu. and gleo showe the smount of receipts

vy g il

anticipated in 1937 from m provisions.

Estimated Estimated
Eecent Leglelation ra: Appropriations Hecelpts
1937 1937
Social Securlty #462,000,000
Eailroad Employees Retiresent k7,645,000
Bituminous Coal 1.155.DD°
Motor Carrier Act 1,700,000
Public Ttility Act 1,5}0,000
Federal Power Act 1,412,400
imendments, Fension baws b6, 470,039
Pestal B0-hour week 27,607,700
Elimination Diseansd Cattle 1T.5W|.OOU
Goil Conmervation 275 500,000
Arricultural Eesearch and Extension 11,500,000
Rednction Int. rate, Fed. Land Banks 10,065,075
National Laber Relations Board 735,000
Other, Miscellaneous Itesms,
paveral d.mnrt-nn and sstab-
lighments E.%ﬂm
Total $684, 906, 978

Estimated receipts afc new

taxes except processing taxes,
1937 $547,100,000 $547,100,000



Existing authorizations for the Federal Ald Highway System pro—
vide for appropriations of ﬁzs.noa.cm for each of the fimcal years
1936 and 1937. Under these suthorizations $40,000,000 has previcusly
been sppropriated for the fiscal year 1936, Towards the balance of
$85,000,000 suthorized for that year there is provided under the item
"General Public Works Prograa" m estimate of $60,000,000, which 1t is
believed will be sufficient to meet commitments maturing during 1937.
As to the suthorization of $125,000,000 for the fiscal year 1937,
language is includad in this Budget having for its purpose the cancel=-
lation of thils authoriration for 1937 and making it applicable to the
fiscal year 1938. This course appears fully justified in view of the
fact that durlng the fiscal years 1933 to 19}5, inclueive, there has
been made available from emergency funds a total of approximately
$1,000,000,000 for the aom;ttmnuun of highways and the elimination
of grade orossings, and that from these funds there will be avallable
for expenditure during the fiscal year 1937 a total of more than
$250,000,000 in sddition to the $60,000,000 provided for inm the General
Public Works Progrsm, previcusly referred to. Moreover, roads of
secondary classification and farm to market roads are being construoted
under allotments of emergency funds in amounts approximating $115,000,000.
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The political tide is running against the Administration,
The pecple and many of their representatives in Congress are con-
fueed by the multitudinous sctions launched againet the enemy of
de;resslon, and by the clamor of the oppositicn which comzanda
most ef the press. The Adminlstration threw into sction a great
army, launching en offensive on all sectors. The public has hed
ite eyes fixed only on the many segments of the bettla Line—upon
individuals in the line-—Johnson, Richberg, Tugwell, Ickes, Hop-
kins, etc.—and has been bewildered by individusl sctions and often
conflicts of action. There has undoubtedly been weste motion,
cross-purpoges. The public gaze has been upon the individual
clashes.

Above all, the public has failed to see whet a tremandous
vietory hae been won along the battlefront as 8,whole, how much
lost ground has been recaptured, how far back on the roed to re-
covery the netlon has been brought. The opposition now Tilling
the press with vituperstion ean be made to look ridiculous; it
can bo completely routed and ammihilated by an aggressive campaign,
statlng the cold, hard unanswerable facts of the case. it the
mosent that campelgn 18 not being made effectively, It should be
made forcefully without more delay,

Since it i1s the habit of our people, if not all paoples,
to vote againet rether than for, the campaign should be pitched
ageinet the dangers of & return of reaction which would usher in
angther era of collapse and dissster even though it might be
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temporarily preceded by mnother perlod of unbalanced prosperity

guch as we had in the 20's, nhmi&pcrqmtnctthaqnﬂumlin—

come went to less than one percent of the people, .'lit.h affluence

at the top but wretchedness among great masses at the bottom of

the population pyramid. Assuming that Governor Landon symbolizea -
whet the opposition will stend for, it appears that the mejor at-
tack will be against spendingie., in favor of balancing the bud-

get by drestie reductions of governmentsl exponditures, It can

be demonstrated beyond all successful conmtrediction thet this would
be the path back to reaction and new deflutien, with a return of
alpery for the great masses of our people and ultimate destruction
of our demoeratic form of guvacmmnt../'!‘ur .t.hn uppaﬁit.i,nn offers i
nothing but & return to policles which brought us to the edge of
revolution, to an unprecedented econcmic prostration. The poli-

cles offered by the oppositlon have been triod and felled so com—
pletely that only blind men, incapable of lesrning from experience,
would heve the effrontery to propose now & resusptlon of such
policles.

This Administration came into office inhoriting the most
demorallzed, =ost chaotic conditions in the pesce time history of
dmerica, It may be doubted whether Lincoln faced a country mors
shattered end panle-ridden. When this Administretion took office v
it inherited & national debt of more than 20 billions, mecumilsted
not only because of the mistaken tex policies pursued under Re-
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publican Administrstions in the £0's, when texes were redused
four times though they uhmnd\inu besn maintained in order to
pay off the n.rui.nn'_urﬂd debt, but also becsuse the Hoover Ad—
ministration by failing to intervens soon enmough and on & broed
encugh ecale, by letting the deflation run far on its courpe—
with untold misery to all our people and losses in the national
ingome estimated in excess of 160 billions——edded & deficit of
& billion dollars in one yeer and more than three billion dollars
the next to the burden. The cost to the present Adainlstration
in stepping the deflation and turning the tide was vastly incressed
over what would have been the case had the Hoover Adainistration not
permlitted deflation to go to such dipastrous extremes, In view of
the magnificent mocomplishsent se far achieved of stopping the ruin
and bringing the country far beck on the road to recovery, it would
be sbsurd for the Administration to be on the defensive. It should
be justly proud of the schlevement, and prepared for a smashing of-
fensive. :

fie have come fully half way back to the levels of 1080
zenpured by the smatlonnl incoms, yet we have a long way to go yet.
Te turn back now, to revert to the opposition policies which were
tried and which failed digsstrously, would be & fatel mistake, To
alash the budget in cspitulation to erities, would be mot oaly to
confese error where there has been nome, not merely to edmit that




the oritics ere right (and they are proved wrong on thelr omn
record), but most of all and worst of all it would be political-
ly end economically wrong., It would get back the recovery, per-
nape fatally.
EBudget i Balancing

The essentinl, ignored but incontrovertihle fact is
that the budget 1s belar belanced right now; it is being
balanged in the only way thet it can be balanced without in—
viting ancther deflation and another disaster thet might end in
real revolution and the end of the democratic eyatem, the end of
the Constitution, the end of American liberties and traditions.
The danger today is not from the meugre handful of Reds in this
country, but from the blind reacticnaries whose policies all but
brought us to publie revolt end would, if reinstituted, jeopardisze
the very thinge of which they prate but are too blind und greedy to
understand how to proteot.

Ihe budget g bedne belanced mow, in the only wey that
it can rightly be balanced, by increasing national income, out of
which alone can come the revenues with which to effect & balance,
That netlonal income, which sank from more than 80 billions in 1829
to less than 40 billions in the last year of the Hoover regime, is
neerly halfwoy back to 1929 levels. As a direct result, cur tax
revenues are rising correspondingly. They are close to £2,500,000,000
more now than they wers in the last yesr of Mr. Hoover.
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It should be remesbored that texes to pay off the
netional debt will not be collected out of a statle natlonsl
income, especially when that incoms has been more than cut in
belf as happened in the lmet days of the Hoover Admind stratlon,
Taxes to pay off the debt will be collected out of & dynanie,
restored and (s should be the case under orderly sconsmic pro-
gress) steadily expanding netional income. That im why the ery
that the present or later generstlons cannot endure the tax bur—
den 1s foolishly unrealistic. No generstion which is impoverished
ean bear taxatlon, but & netlon with a restored and expanding
nutional incoms can, without anmy hardship whatever, endure taxes
that would be crushing to an impoverished mation. Wor will the .
tnxes come cut of the "little fellow," as Liberty Leeguers and
other misled and mislesding calamity howlers are so fond of sEy=
ing. The taxes will come out of the lncome surpluses pdled up
in "good times" by corporetions and individusls and will be col-
lected on the equitable basls of ability to pay. Kot only will
this tend to deflect thess surpluses froa the speculative ghan-
nels (to say nothing of worthless foreign bonds) into which
billions were poured in the 20's, but, when deflationary tendencles
develep, the Oovernment can temporarily suspend paylng off more of
its debt and divert the funds into the spending stresm end into the
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hands of the under-privileged who will buy food, clothing and other
focds and thus bring abeut erestion of new resl weqlth. That, very
nl.u;;l.y otated, ie the egonomic process, not under a gtatic but under
a dypanig, expanding economy of which people like Liberty Leaguers
geen Lo be unaware,

Fith recovery underway and tax collectlions correspondingly
increasing, the grest credit agencies, such as the R.F.C., the H.0.L.C.
end the F.C.h., are eccordingly enebled to collect more than they ere
spending. In other words, the pressures for expenditure are steadily
diminishing while revenues are lncreasing. Thres years ago, under the
supposed belance-ihe-budgot policles of the Hoover Administratdon,
chorted lines would show the line of governsent expenditures stesdily
rising, thet of government revenues as steadily pointing downward - the
tno lines noving further and further awsy from each other - the unbalancéd
of the budget inevitably growlng grester and greater. Today, the
charted lines have been turned. Thet of expenditure is golng down as
faet e recovery proceeds. That of revenue has turned upwerd. Bar-
ringta reversal of pollicles; o return to deflationary messures, the
lines sre bound to nrusa./fhu rate at which these lines will con-
verge depends, firet, on the repidity with which private enterprise
takes over the load of employing the unemployed and thus relieves the
government of its inescapable duty to provide for the unemployed in
the meantime. A premature effort to balance the budpet by the wrong




=

m_ithnd of _rm-uing reduced expenditures, sheed of the time when orivats
business is prepered to substitute its own expenditures, would impede
recovery and invite snother onset of deflation. It would be to confess
that the steps already taken, which have been emlnently successful,
which ere producing e balancing budget, have been srong whon, as oroved
by the facts, they have been absclutely right. GSecondly, the rete at
which the lines converge depends upon the steady upward progress of
the nationsl income, which was up to about 50 billisns in 1954 - & gain
of fully ten billione over the last year of the Hoover reglse - and is
running elose to 60 billions &t the present rate of business activity.
To attempt now to foroe & oressture budget balance would slow un this
ocrocess ruinously. It would imply a giatic condition of the cmmtry.f
whereas, as the Brookings Institute has emphasized in the finsl volume
of ite exheugtive study of the depresslon and of orecent day economis
conditions (Income and Kconomic Progrese, page 83):
"If we are to achieve the goal of satiafactory

standarde of living for everyone, the rirst reculrement

ig t0 increase progressively the totel amount of the in-

come divided. Omnly es the aggregate national income in-

creases from 80 billions, will the posl of a hiph stendard

aof living for everyone be attained,

"The distribution of income from year to year Ls of

primery significance not for 1ts momentary effects uoeon

the well-being of the =asses, but for its possible cumi-

lative effects in oromoting & fuller utilization of our

oroductive facillties and & consequent progressive ln-

creage in the sggregate income to be svalleble for dis-
tribution. We are not interssted in maintaining & static
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situation in which the totel income, sven if squelly dis-
tributed, would be altogether inadequate; we ere in-
terested rather in producing a dynamic situstien in which
inereasing questitles of newly created goods and services
would become aveilable for everyone,"

fesligatlon of Now Desl Obiectives

This is the reel vision which the Hew Deel has held outj
it 15 sound eacnomics, supported by the pnst. economle thousht in
thiz nation mnd abroad - not by the reactionaries and the hirelings of
banks but by independent, forward-looking econoniste ss represented
in the dotached and disinterested Brookings group. This lsolies
neither socislism, state capltulism, fascism nor comsunismj neither
rogimentation, nor restriction; it is the way to make the eapdtalistic
E:tatem produce and distribute to its full capacity, under our Constitu-
tion, our treditionsl liberties and freedom of initlative. It will
gave our dunm;ratiu ingtitutions from the extremists, the "Heds® on
one pide and the blind resctlonerise on the other. It is the mnswer
to the wealth-distributors end Townpendites. To distribute the
exieting giatic wealih of the countiry would be to distribute noverty.
To distritute pleces of paper marked #E00 B month, whether as an old
aiyn pension or for whatever murpose, would be to distribute worth-
loss wsapor. The problem ie to oreate such an ébundance of real wealth -
houses, clothing, food, all the thinge peonle nned and want and use -
witich 18 the only real wealth, of which piloces of paper called money
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are but the symbol - that the attaineble gosal of a hipgh standard of
living for everyone will be resched, as it can be under an orderly
econoalc orogress now underway. This is the roal motiveticn of the
Hew Deal and has been from the ipneeotion. It means the fruition of
its aspdirations for the forgotten man end the under-srivileged.
Costis of Hecovery feletively Inplenificent

The Administration's expenditures so far are & begatelle
when compared with the results. Hot only has the nationel inccae
been lncreased by nearly Z0 billione, not only are tax revenues up
by some §2,600,000,000 over three years ago, when the Hoover Adaini-
stration went ocut; but the value of listed securities on the exchanges
is up by 20 billions, the value of listed bonde 15 up by 7% billione;
the velues of ell reel estate, urban and rural, ere uo, of bank and in-
surance company asgets; of all other real assets; incldentally gpovern—
nent bonds which sold doen, for some lssues, as low as B5 three years
&g, now are st & oremlun and under lower interest rates. Contrasted
with the blllions upon billions of inoressed walues is the rise of
some 8 billions in tho public debtj this is & grose figure which is
far less if allowance le made for the Treasury's cash halances, the
assets owned by the Jovernsunt im such agencles me the R.F.0., and
the inecresent from revalustion of the dollar. Deducting those items,
the rise in the debt is mround ¥ billions, an insimificant sum by

consrison with the restoration.




The size of the debt has been grossly distorted and magni-
fied by ignorent or h‘ﬂipn;lﬂ'hla elarmiete, such as the Verburgs and
Douglases. They sre like the "ghallow politiclans® whom Lord Macauley
degoribes in his History of Enpland, who continuelly cried out that
Great Britain was being ruined by her public debt, and were only
silenced when the yn‘lir.ll.p: wealth of the British seople so dwarfed
the debt thai their needless alarus were exposed ae baseless. The
Couglases and Warburgs, the Hoovers end Hnoxes and Landons today are
like the "shallow politicimnse® who, &s Mecauley sald, saw only that
the debt grew but not that the nationel weelth grew much faster.

It is overlooked, eleo, that this country piled up a deficit
of $8,000,000,000 in one year mnd §18,000,000,000 in another year of
the last w:"; that the sar-incurred*debt mounted to 26 billions,
aainly in two years, yet duri::g the 20's we peld off ten billions of
that debt descite the wrong policy of reducing texes four times in
the seme perlod, and despiie the fact that our people mu-.lndurnd some
ten billions in foreign secpritles. At the sase tisme we had such
lorge surpluses thet we were able to add wvestly to our national wealth
in the form of new capital equipment of ell sorte - homes, spertments,
hotels, factorlee, power plents, ete., aggregsting fully §120,000,000,000.
If we did sll thet in the 20's, why cen't ve do it apin; and; in fact,
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do far better? With the restoration now underway, with the recovery
of & national income not merely of 1929 but of the magnituden en-
visioned by e Bru-nun.gs report, it will be possible to pay off the
present debt with a rapddity greatly exceeding thet of the B0'g.

The Alscuists oo overlock the mage thet our estire national,
rrose debt of some 50 billicns emounte to but little more them four
sonths of our normel national income on the besis of 1828, The groas
lncresge in the natlonal debt of some 8 billlons since this jdmini-
stration took office im but little more then one month's normel nntionsl
income at 1528 levels, and the et increnee In the debt since this
fdninictretlon tock offlecc ameunts to much less than two wooks of the
normel netlonsl incose, Uan it be sericusly contended that a Govern-
ment sheuls not spend a month's nermel lacome, just ee an individusl
would, iu order to rocover from & critical illnesa? However, ihe
often used enslogy between an individunl going into debt end & pation
Incurring debt is felse. In the first plece, en individusl ordinar-
ily can not expect his lnoome, ocut of which he sust pey his debts, to
expund, whereas & progressive natlon like ocurs can count upon ite
nnticnal income growing steadily lerger. but, beyond tihet, how ecan
& nation, which is all of the people, become financielly embarrassed
by borrowln: froo iteelf and peying laterest to itself?
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It should be resenbered, also, that the budget wee un-
muhmmm,mmnuwnmwwﬂ.wmun-
tress of the farz and home ownersa, but to save the benks, the in—
surence companies, the raillroads end the privete eredit structure
ell along the line. Is mot the Government as mich under obligation to
unbalence its budget in order to come to the rescue of its citisens
¥ho are ocut of work and destitute through no fault of their own, as
to unbalance the budget in order to save the priwvate credit structure?

It 15 eltogether illogleal and unressonsble for those who
approved and, in fact, solicited government fusds im order to sup-
port the eredit structure to draw the line egainst support of the
unesployed until such time ms private enterprise is able to provide
employment. Ne one objected in the last war to unbalaneing ﬂm bud-
get to the tune of §8,000,000,000 in ond year and §15,000,000,000
the next in order to protect our eitizens against & foreign foe. By
what logie cam it be held thet the same oitisens ghould not be pro-
tected likewise aguinst the equally deadly reveages of depression?

& favorite theme of the objesctore is that people with
fixed incomes suffer because of taxes and lower interest rates.

But thie view cospletely overlooks the faoct that texes will be col-
lected out of surpluees, mccording to abllity to pay, and thot owners
of fixed incomes are infinitely better off with essured incomes even
ot lower interest rates than with inflated and excessive interost

returns which the national mwumtmmmdﬁuhmim,
aleng with prineiple , in & collapee and deflation aggravated, if
not directly induced by excessive interest rates,
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An toconopy of abundence

The Adainistration hes declered for an sbundance economyj
the restriction pelicy in ARA L8 & tesporary expedient to overcome
the effsote of wor-induced over-expansion end to overcume the ef-
fects of the industrisel high tariff policles fostered by the He-
publican fdministrations, notably inclucing dr. Hoover, in the £0's
the effects of which were to lose forelgn markets for sgricultural
output end Lo sccentunte domesile unbulence between agriculture and
industry s much thet throughout the 20's s¢riculture was guffering
tcutely smidst suoposed ,n-unpurrity./'rhat more equitable balance has
elreedy been largely restored; the Administration's verlous steps to
felt the defletion end restore the genersl orice level to & point of
reaponable justlce between debtor and ereditor - the deperture fros
zold, revalustion, ete., - bave wll combdned to lay the foundeticns
for & stuble, orderly urogress shead to the gosl of abundence; the
HeE.C., the Banklng Acts of 1935 and perticulerly of 1986 orovide the
Inetrusentalities for so controlling stock narket end eredit comdi-
tione ap to make for more stabllized progress, freedom fron the speci-
latlve excesues of the 20's and avoldance of the extremea of deflstion
and inflation.

A reversel of pullay now, in the budget, would strike st the
foundations which have been ll.'l.d and the progress alreedy reslized
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towards the schievement of an econocmy of abundancej it will be
grested by the oppesliticon &s & confeselon of errory it will place

the Administration on the dafmﬂl';rt, end imply that the Douglases,
the Warturgs, the Aldriches, the Liberty League, the Chamber of Cos-
werce, the Hetionul Assoclatlen of Manufecturers, the Republicans —
Hoover, HEnox, Lenden - the crowd that bes elways been end always will
be sgeinet this Adoinistreiion - are right. This is the crowd that
wents power rather than recovery - the crowd thet for 12 years was

in oower, that tried the very policies which ended in the greatest
empch in our econcaic history; the crowd that willed this Administra-
tlon & debt of 20 billions and & desoralized, prostrete country;

yet they now heve the sublime sudaclty to propose that we go back

to the very palicles which wrecked the couniry. They have Been
proved false prophete on their owmn record. To capliulete t:u their
views now would be unthinksble, when this Mainlnmtiun'; noliclos
are now belng maply vindicated by the unanswerable test of inprove-
sent reflected in every 1ndu of business, industrial} economic and
finsneinl activity. The record Llteelf is not only " vindication but
& refutation of the policy to which the opposition blds the nation to
return. Far from retreating or retrncting the time s opportune to
throw the record bsck into the teeth of these critles; to take an eg-
cresslve stand, and to restute aggressively the cbjectives of thia
Administration which sre in feot being achieved.




The budget mot only is being balanced throush the processes
set in motion by this Administration, as evidenced by the diminished
pressures and increasing rovenues, but will be balanced es fast as
orivate industry steps in end takes up the slack of esploybent;
private capital ip getting inj ws & result, profits are increasing,
and instead of being in the red to the tune of billlons as they were
in the last days of Hoowver, Americen business men are out of the red
85 proved by income tax returns, by the drop in banlkruoteles (which
numbered more than 25,000 for the firset 8 months of 185Z, with
lossos aggregating more than three-querters of a billicn dollars,
vhan Hoover says recovery wue underwuy)j not only ere profits in-
ecroasing, but unemployment is diminishing, even though still sxcea-
eive; the netionel income i accordingly rising and with ite tax col-
lections, but only &s this process contimues is it possible to balance
the budget; in other words, as fast as privete enterprise takes over
the load just so fast will government spending sleck off, and to foroce
reduction in governmeni gnending faster than orivate eoterprice plcks
uo the load would only halt the process 1 not reverse it and pre-
cipitate ancther deflsetion.

The mrens methed ol balsnglny the budged is all ihat the
oppogition offers; & reverslon to the Hoover-Douglas-Liberty League
theory of budget-balanging would not only Jeopardize recovery, but
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implies a gtetic and 8 searclty eoopomy for the nation as & whole -

abundance for the rich, poverty for the maggos, as wes the fact

. during the miscalled prospercus 20's. The Erookings! studles, aseng
others, graphically emphasise the major defects in our econcele
Eyatea in the 20's = for which the oppeosition offers no repedy what-
ever, o thnt & reversion would not merely verpetuste the defects but
lesd to enother collapse. The eppositlon professes to feer inflation
yet it brought on the worst infletlen of stock merket, resl estate
&ud other prices im our history; 1t offers nothing now to correct

the very defects in the systea which produced the evil results. As
eet forth in the studies referred teo, one all-isportant factor of the
£0's was that for the first tise in our history capital acoumilated
fester than it could be grofitably employed ln production. o«

Fer 150 years we had an expanding frontlerj great waves of
immigretion &nd & fuirly high birth rete guve us & domestic market
that grew so rapidly that os fast ee cepital scoumleted it could be
out profitebly into mew produciion; simultencously, until cur high
tariff solley killed it off, we hed a forelgn market. By the 20'sg,
et fndre Slegfried hus sald, Americe came of age; we had no more
frontler; for the first tise in ocur history the tide of imsigration
turned Lhe other way; our wountaincus tariffs cost us our foreign
carkets, and for the first tiee in our history capital sccusulated much
faster then it could be pat into vroductive enterprise; at the same
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time, a8 Borle and Means have set forth, wo witneoeed rupld changes

in corporate organisation, with the growth of a jreat pumber of in-
dustrial glants, which sccumileted vast profits which they did rot
pess elong either in the fora of higher wages, dividenda or, as would
have been bost of mll, lower nrices; en inoldental effect was tha
shrinkege in the woluse of cummerclsl peper to the polnt where the
commeraisl banks could no longer oxist on thet cnce fundemental type
of lomnj but the worst effect was that these capitel accumuletions or
savingo spilled over lnto stock, real sstete and other speculation-—
nothing was done then by Hepublican Admimdstretions to halt the procesaj
the Cooclidge-iellon procedure wes to encourape ithe stock market oTiny
and Hoover did nothing to abate it until the cresh ocuse; nor Ls mmy-
thing offered now by the Hoovers, Landons, Knoxes, etc., to safeguard
the nation againet a recurrence of the calemity; on the contrary their
whole policy would expose tho nation to the sesme evils. The facts of
the eltuation are thus set forth by Brookinps (Incose and Econoale
Pro;ress, page 156):

"Ae to inoome distribution and ite results, we found in
the segond division of our study the proceeds of the nation's
efforts going in disproportlonate and increesing measurs to &
amell percentage of the ponulation—in 1929 ms much as 25 ver
cent of the national incowe to 1 percent of the people. Ve
Tound the unsatisfled wants--peeds according to any geod so—
cial standard—of the 92 percent of &ll femilies who &re now
below the level of $5000 annual Income sufficient to absorb
the product of all our unused cepacity under nresent condi-

tions of productivity and still demand much more from such un-
explored poteatialities as might thersaiter be opened up. Ve
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found the ingomes of the rich going in lerge proportion to

. savings end these savings strongly sugmented by others im
pounded &t the source by corporations through the practice
of scounulating corporete surplus. These savings, after
providing for such increase of capital goods as could be
profitably employed, wo found spilling over into lass
fruitful or pesitively harmful uses, ranging frea foreign
loane (bad as woll as good) to the artificisl bidding up
of oriees of domestic properties, notebly corperate securl-
tles,

"Ihus, we began to discern the answer to our question
whother the basic defect in our sconomic systen, noi dis-
covered in the technical processes of nroduction, is to be
found in the wey in which we conduct the distribution of
income. The engwer ls affirmative; this is the place at which
we do find besle maledjustment."

Lorrecting Basic Defect
The fdministration's expenditures heve hed the effect of
helplng to correct this basic msladjustment. To clto the Brookings

L

further (page 87): ¥

"Lundequate buylng power among the masses of the people
appears te be fundapentally responsible ror the persistent
failure to call forth our productive powers, It has been
shown, sloo that the stesderds of living desired i'or the
smorlean people se & whole cun be ettained only Lf we can
conghow greatly lncrease the national output of goods end
cervices. Our problem is to deteralne whother the flew of
the income stremm to the various groups in soclety can be
80 modified e to expand progressively the effective demand
for goods and thus evoke &n ever groater volume of produc-
tion—which would mean & gtesdily aurmenting ageregate in-
coae to be divided."

It hao been by restoring buying power, by putting money
inte the botiom of the spending stream, thet the precent progress of
racovery has been achieved. A reversal of nollcy now, therefore,
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would as indicated be dipastrous from every standpoint, political
and economle,
dellef Fupde

48 a suggestlon: Congress might be requested to furnish
4 certain sum for relief, to be ueed only as and if privats enter-
crige feile to take over the employment lomd; the fund, instesd of
belng ndministered from Weshington by men whose experience has been
that of case workers in the social fleld should be handled in de-
centralized form by those experienced in handling funds; resentment
can be abated by deing away with the provision that persons must de-
clare theaselves peuperized in order to get on relief rolls end be
eligible for work. Incidentally, & belsnoed tudget will oot employ
nsople = s Hoover amply proved. Employment results only when busi-
noss recelves ordears for goods, and orders for goods in turn only
result from people baving money with which to buy, and. this, further,
i# the only process which keeps up and adde to the nationnl income
out of which come the taxes which balance the budget. In othar
words, the Administration's iofiltration of buying powsr into the
spending otream gots at the fundamental cause of the troubls.

Howsiny Procram

Ae en Lmmediste seasure which would heve & stimilative ef-

fect, perhaps offsetting posoible business recession in the Epring,

the housing progrem, designed to socompllish the largest volume of




=20 =

congtruction in the shortest sessible time, through the stlmuletion
of orivete capital, has been agreed upon by the several interested
agenclos and officials, :
Lonl of Eeel Wealth Abupdance
Thie Aduinistration, dedicated to an mbundance economy,
to the lnterests of the underprivileged, has not only propered the
oy for & lasting recovery, and orovided throush the stock market
end banking controls a means of combatting both infletion and de-
flatien, but is in & position to offer explieit groposals for
schieving the deires of atundance represented by a steadily rising
netional ineome besed upon real weelth, not based on paper mcney,
tut besed on calllng forth full productivity of our eccnomic machine,
olus the technologicel bemefits in immumersble fields. To cite the
final Brookings report once more (page 158):
"The scousulated knowledge resulting from modern
selentific and technical discoverles ls so sreat that
wore it repidly and continuously applied to the im-
srovepent of productive processes, we could heve & rate
of industrisl sdvencesent, and attein u level of produc-
tlon in the not dirtant future, that would dwerf any-
thing that has bean known in the past."
This gosl is in sight under the Administration's d.anll.rud_
oolicles, and demonstrable resulte so far - though the goal is still
for sheodj it s not in sdght under & reversion to the blind greed, un-

balunced economy and tudget-balancing metheds of the epposition - to
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yield to those methods now could be the srestest possible tregedy.
The goal is attalnsble by keeplog the cost of ceoital dowm,
interest rates low - &o hes been the jdainistration's policy; forcing
the distribution of surplus and prefiis when they feil to flow into
real weelth production, but spdll over into speculation; keeplog
thie flow directed into the spending stresm through taxing sur-
plus in times of jrosperity and thus reducing debt ineurred in
periods of deflation.
The Jovernnent must be the compensstory medium in main-
talning the flow and belance and at the seme time preventing ex-
cesces elther in the dir:ntj.au;!. of Inflation or deflation.

The buaget 1z the key to the whole policy and progras.
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