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Income tax,

1 Limiting the present personal exsmption and eredi
mulmﬁi:u“lhm;;’f. Sh e
mmﬂmma‘nmmm-m,r o e
tam":r'-'“'"""'"mi"'li--uiiilt&--uuu.;..u-.
bort-tern other trusts a character
szampted from tax to the grantor in such cases aa the
case, in title to the trust property
is trans for a limited term to the trust, and the
trust becomes & taxpayer in a lowsr bracket than would be
the grantor if he were charged with the inocome of the trust ,
e of Section 102 by & provision that the
faota recited in Msmorandum A, page
s canstituting facis evidence of & purposs to avold
(b) The strengthening of Section 102 by a provision that the
word "exleting® be inserted before the word "business® in
subdivision (o) of Becfion 102 to prevent avoidance of the
De Nills type desoribed on pages B to 8 of Memcrandum & .....
(o) The lengthening of the statute of limitations as suggested
in the samé memorandum with respect to Bectlon 102 cases ....
6(a) A provision to the effect that deductible religlous,
charitable, sclentific, literary and educational end othar
contributions of the type deductibls wmder Section 2B(o) be
limited, when paid in the form of property,; to the cost
basis of the property to the donor or its value at the date
of gift, whichever 18 1loWel ..ccesssssssscsssnassnssanssansas
(b) An alternative provision allowing no greater deduction than
woild be allowsd Af the domor sold the property and con-
tributed the procesds less the capital gains $aX ..cesvessess
6{a) An elimination of the deduction now gontainsd in Secticn
28(8)(8) applicabls to losses arising from fire, storm,
shipwreck or other casualty, or from theft ,.....eccceecnness
(b) Treatment of such deducticn as & cspital loss instead of an
ﬂrm p T A e T T sEaEssdBdBEREIRE R R
7 A Umitetion of the allowance for the deducticn of interest
o nen-business individusl borrowings to a fixed amount
of SE{!CI N Y I e R L L
B{a) An eliminetion of the deduction provided in Secticm 25(b) of
the Internal Revenue Code for intersst paid or sccrued om
funded c-:rpcmtn indabtedneBs ...coocevessssnnsrsnnsnnas T
(b} A restriction of the recrganisation provieien so that it will
not apply to recepitalizations having as their principal
purpose the tax avoidance motive of substituting borrowad
capital for an equity contritmticon by stockholders ...ceseses
g An eliminaticn of the provieion contained in Secticn 25(k)
for the deduction of nan-business bad debts except bad
debts when oot exceeding £1,000 in the case of each
dabbor .(..cocssasssssauapiadRiddssiidssRrbRaRasssRTRRRRRRREED
10 & limitation upon the sllewance of deductible taxes as pro-
vided in Secticn 25(d) in respect to property held for the
tmr‘nmuntnhﬂlmmﬂhﬂlmm
$10,000 in cost to the deducting owner, or valus in tha
taxable year of deductdon ..esesssssssssssssssnsssssansnnnnss
1 A provieion to the effect that where the optlonal valuation
privilege granted by Bection 802(j) of the estats tax
atatute is used, the basis for the property valuad pursuant
to this election shall be the same for purposss of capital
giine orf losses as the velue used in the estate tax return ..
12(s) A provision denying to husband and wife living together the
mﬂ_lﬂg‘ af iiliﬂl ﬂﬂiﬂt TOLUTTIE cisssessasaandsnnasannnnnss
(t) & provision generally adopting British methed of taxa-
tion of husband and wife a8 outlined in Memcrendum A,
pesessing the joint incoms &t gurtex rates based upon the
combiped inoome of both husband and wife ...cvscrscrscarsacens

4(s)




17

18

19

20

22

25

risk-bearing
A provision the exemption now grantsd by
Section 116(b) of Internal Revenus Code to corporate
distributicns of earnings or profits or increase in value
of property scorued prior to March 1, 1818 .....veeuensesnsns
A provision in the tute ingorporating the
principles of u.r;.;?u,m, CB XIIT-2, p. 41, discusged
under itex 168 of Nemorandim & ...eescsassssssansnrasasannnsas
A provision discountenancing the doctrine of the W, & K.
cass, B2 BTA BBD ..covevvncvsssssnsanssinssnssnssnsss
() A provieion that the basis for gain or less end depreciation
and depletion shall be, in the case of property transmitted
at death, the adjusted cost basis in the hands of the
decedent, rather then the valus at the date of desath ,.......
(b} A proviesion along the lines of Section 42 of the Internal
fevenue Code gemerally to the affect that death shall con-
stitute & closed transaction with respect to property
transmitted by the decedent at death .....covveivesrcsssaians
A provision limiting ths exemption now accorded to domestic
bullding and loan assooclatlons along the general lines
indicated at page 28 of Memorandum A ..cosvesscvnssssnsnnssss
A provision limiting the exemption and deductions gran
to mitusl cesualty and fire insurance companies along the
lines indicated at page 29 of Memorandum A .coessssssssrannas
A provision limiting the deducticn for payments made by
ezployers to pension truste to & fixed emount per anmm=
of $5,000 for any one GMPLOYEE .ocisssanssssssssssssssrransnn
A provision eliminating the "bonus" deductiecn en account of
diseovary valve snd percentage depletion now allowed to
mine owners and oll and ges well owners, to the general
and that such taxpayers shall be limited to cost depleticn,
or depletion on the basis of value at March 1, 1818 ....ce0ue
A modificstion of the existing reguletions granting the
option as to the expense deducticn or capitalization of
intangible drilling snd development costs as outlined at
page Z5 of Memorandul A ....scssssssnssnsnas ies

24(n) The elimination of the exezption i'mu‘n upitl.lgnmtl-:m‘

-

sales consusmated within the United States now granted to
non-residsnt aliens end forelgn corporations having no
office or place of business within the United States ........
(b} A general provision placing forelgn non-resident corpora-
tions wpon & basis of taxation eimiler to that employed

with respect to domestlc corporatlomB .....csscsscssscsnannnns

Iﬂt.ll, income tEAX ....cvecsnsnssssaisnsnninsensrnnsanansn

These figures =essure the probeble range of the aonusl additicnel revenus expected s
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future when gll existing tax—exezpt securities will have been replaced by new issuss not carrying thy
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Estate and gift taxes.
25(a) 4 modification of the §40,000 general estate tax exesption ,
[mmuﬂm,m-im-mmmh
the 1926 Act) so that an equal benefit is derived from
the m h bﬂ“ hm M small llﬁﬁl sEsERsEEREREREE
(b) An elimination of the $40,000 general estate tax exemption
m kol X B R L
(c) A Tedevelopment of the estate tax structure so that the
effect of the §40,000 general estate tax exsmption (and
mm,mmmmummm] is limited
to a normal estate tax not exceeding 20% ........oovensvevnns
@ ll-hun 'I'iig ot :: 'El;l“:tnm B TR R
respe ance proceeds exsapt
of $40,000 on policiss payabls to namsd beneficiaries
' LR A R R R R R R RS ]
b} lliliii-lIIIIlIlilllJtt'.r-..q-l|||ll|ll'|l¢i||iti‘i
n '.'.‘"..".'-'“...‘.I‘I.lIIII’IIIIII!'.I..F.‘*q.-IIl
26(a) A prospective provision gemerally effect that the
te

(b) A provision as to cross-insurance policiss along the lines
suggested in Memorandum A, page 59, subjecting the proceeds
of such policies to income tax at the regular rates, or to
a npeﬂhl excise tax at a flat rate of m teasassaBEER B R E®

(¢) A comparative statement showing the effect of this amendment

as compared with an amendment modified on the

basis of cash surrender valus or ratioc on the time basis,

as desoribed on page 59 of Memorandum A .....eecssevscnscnsns
27(a) A provision limiting the tax exempting effect now applicabile

in the case of speciml powers of appointment as indicated

on pege 45 of Memorandum A with an exception that special

powera made thersundsr can be exercised free from estate

tax only among the children of the donor or donee snd where

the property in default of appointment is to be distributed

BEONZ THEY CLERE . ovannvssassnnsisiititesiniesionnnssansssss

(b) A provision imposing a succession or inheritance tax cn the
value of remainders under a will, to be imposed at the
death of the'life tenant at rates equal to the existing
estate tax rates ............ sEdssssrmEEEEsETE SERE s R s

28 A provision subjecting reverter interests to estate tax
taxation where the decedent retains any valuable interest
in his property by which he postponss final disposition
thereof until his death, such se the interest invelved in
the 5t. Louls case mentioned on page 48 .. ..ccvvuvsvrscnsnnss
28 A provision that gifts by persons over 60 years of age shall
be subject to an irrebuttable presusption that they were
made in contemplation of desth ..iccssssssssssssssssssssssssns
50 A provision precluding the estate tax deductibility of
uneolleotibles claimB ..isssesssesassssirsasssassnnnnsnansansns
21 A provision limiting the 4,000 gift tax exemption to gifts
to members of the donor's immediate family ......oeevssncanns

Total, estate and glft tAXES ..cvvssssssrsssrsssssssnsss

Total, income, estate and gift taxes ..............

yoar of
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T05 to B65

2 2
B 5
1 1
1 1

Indeterminate Indeterminate

reasury Department, Division of Research and Statistics.

Decambar 4, 1988,



Revenue estimates for Mr, Psul's Memcrandus B-1 of November 15, 1950

The estimates are rough and indicative of caly the spproximate magnitude of each proposed change in law,
M{*}np--dm'?qmmuwmm:umhuﬂ.
the spproximate amounts of which cannot be measured.

1{a) A provision requiring affilisted corporations (defining those terms as they were
defined in the income tax acts immediately prior to 1954) to fils consolidated
returns, the rates of taxation to remain uncREREEd ....cessssssenssrasansssssaranannnns - B
(b) A provislon granting permission to fils consolidsted retuwrns (1) upon condition
that under a consolidated return thare should be added an additional rate of 1%
to the tax gensrally provided with respect to corporationB; ..ssssssssssssssssssssnnnns =10
and (2) without such 8 18 dLLTOrentiil oouuuvsssseeronsassnssnsssssssnssssssossssssssts = B
2 A provision modifying the present taxation on 158 of the ameunt received as inter- :
corporate dividends in the following respects; ;
(a) An eliminstion of this tax where the dividends were received from a subsidlary com-
pany tha formation of which was necessary to carry on business activities in &

“ﬂ*—ﬂ'ﬂlﬂ WEELE cvvvcciannsnsnanarapaorninbaosnedas i it Beaanaasisansanabaasrasasihanebis -
{b) Eliminating the tax completely where the corporation has reasonably invested surplus

in ancther corporstion without acquiring a controlling Interest .....cccvvcvsnsnscssans "~
() Haiming the tax (by imposing it upon 268 instead of 158 of the dividends received) in

the case of complicated corporate strustures involving a sub-subsdldiaTy ..ovcevcansnves o

%(a) A provision smending Section 820 added by the Revenue Aot of 1838 and giving the Com-
mispioner diseretion to allew adjustments back to 1852 for worthless stock or bad
du::;u::m there has been a determination resulting in a double disallowance of such
a L e R S TR N R R L T
() A provision eliminating from the statute (retrcactively to 18932) the requirement that
bad debts ascertained to be worthless during the taxable year most be charged off on
the books of the TAXDEFODI .s.uesesssssssscssarssssiosssasssnsnisssnasssrsnsnsesoannnasnins =
4 A provision amending Section 117 of the Internal Revenue Code to provide that neither
a mortgage foreclosure nor any conveyance in lieu of & foreclosurs should be regarded
as & sale or exchange within the meaning of Sestion 117 and that the loss of sither i
party upon such transsctions should be ordinary, rather than capital, losses ...ovveees =
E(a) A provision which would prospectively amend the income tax statute by rejecting the
Supreme Court cases of Gould v, OGould and Douglas w, Willeuts and which would imposze
income tax upon & divorced wife with respect to smounts hersafter recedved by way of
alimeny or trust payments in lleu of alimony, allowing the husband to deduct such
amounts from his gross iNCOMA ....eicesssrsssssscsssasssssansnasanisssassaassarnsnnnes
(b} A provision which would subject to axi gift tax rates the creation by a husband of
en alimony trust which cemplately discharged the husband's cbligation of support
townrds his divorced wife ...ceesesiassssessssssnssssssninsnsrsnssssssiasnnsnanis (R +
6 A provision amending the Chandler et to provide that the cost basis of mssets in the
hands of & corperatien recrganized vnder Section 778 should be reduced only by the
amount of the debt cancellation which would have constituted taxabls income except for
the statutory exemption in the same Act ........ T T LR P TR R R R PR R
4 provisien that the earnings or profits of corperations svailable for dividend dis-
tribution shall not be affected by any increase or decrease in the valua of asseta, or
on sccount of a tax-free reorganization, which are not recognized for income tax purposas =
B A provision retroactively reducing the undistributed profits tax in the cess of corpora-
tions which were unable to make legal distrituticn of dividends under lecal law because
of capltal daficits, to o flat tax of B ..vvrvrvrrssrssssssssnssninas
8fa) A provision removing the 65% or 751 tax en the undistributed inceme of personal ho
companies where the company has no earnings or profits available for the distribution
of a dividead ....s T T R R sassssisaRandn sapsEasanan
{b) A provision imposing the personal holding company urtax upon taxable income without
regard to the axistence of earnings or profits, but extending the consent dividends .
credit provided in Section 28 to permit sbareholders %o ponsent to the taxation of wm-
distributed income even though such smounts would not heve been taxed to them a8 a
dividend if actually distributed ...ccocsersssvisssssnssrsrsrsssssassrnnnas sessssasnan
10 4 procedural provislen requiring all tax sults or procesdings to bs instituted against
the United States rather than the Collector or Commissioner and senferTing upen tha
Board of Tax Appeals and the gourts a broad discretion in tex cases to disregard the
pringiple of res judicats, where the facts or the law as announced by the courts 1s :
Ehmﬂdmm“mqm FOAT snvusnossansuatadsaotsadaiassrsosoreisnasrirasencionsasy Lk
1 A provision allewing the $400 credit for dependents to be claimed with respect to
children of the taxpayer until the children reach the age of 21, inatead of 18 .....eus - B
12 b provision allewing & masdmum dedustion of §100 for medical or dental expenses per
yoar paid on behalf of the taxpayer or any of his dependants ..ceesscscvsssnrnrsssnnnne - B
15 A provision once more grenting the $4,000 glft tax exclusion to gifts in trust, but
with & limitatien that only cne such exclusion should be racogniged in any year with
respect to gifts in trust for the same beneficdary ..veccssssasnssnsnsase b e R A . -
14 A provisicn amending the gift tax law to tha affsct that conveyances by way of tensnoles
of the entirety of the type involved mhpigz d;.fsﬂg -tf';:ﬂd: not be subjected to gift
tax where the sams property will later taxed for @ PUrPOBAE .usasaaassnnias g
15 4 provisien reducing the :.nrhuut- on deficiencies and refunds to 4%, rather then &% .... -

- 69
Decenber &, 1985,

- 20

MOBRL o v nasusnstsansptdsraanad besadsesaiisrasmanrisesdrssatsrenadransnrraiis

Tremsury Department, Division of Hessarch and Statistiocs.
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bare December 4, 19%9.
TO Mr. Hanes
FROM Mr. Blough
Subject: J:“uuibla method of raising $500,000,000 additional revenue.

In this optional method it is proposed to raime approximately $300,000,000
additionel revenus from increaspe in the pereonal income surtaxes, and ' .
$200,000,000 from increases in the estate and gift taxes.

The sugzgested rete schedules mre sttached. Formal estimates have not yet
been mede but s comperison with other rate schedules indicates that these
achedules would reise approximately the indiceted amounts.

I. Personal Income Surtaxes

The surtexes at selected levels of 1m=u'mn after deduction of exemption
are shown in the following table:

:
Surtax net income @ Total surtax .

(In thousande of d’uuuﬂ:‘if Present rates : Suggested rates : Increase

g 2 3 - 20 $ 20
= 4o 100 60

10 300 Ligo 180

20 1,260 2,500 1,240

50 T.700 16,120 8,420

100 30,000 43,420 13,420

500 286,000 szgﬁ.lven 13,42
1,000 641,000 420 13,420

e

It will be noticed that this rate schedule does not provide for any
decreasses in the higher surtax brackete. It does not increase rates on
brackets of income above $100,000.

T T LT e -
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II. Estate and Gift Taxes

The estate taxes under the present rates and under the suggested rate
schedule are shown in the following table:

Het estate after Total estate tax

:
specific exemption 'f
:

(In thousands of dollars)’Present rn&na: Buggested raxna: Increase

$ 20 $ 600 [ 1,800 $ 1,200
Lo 2,000 5,400 3,400
100 9,600 21,000 11,400
200 26,600 54,500 27,900

500 89,600 182,000 g2,
1,000 222,600 417,000 194,400
10,000 4,962,600 5,547,000 584, koo

There have been no increases of the present scale in the estate bracksts
above $6,000,000.

It ie aspumed that the gift tax rates will be incressed to three-fourths
the proposed estate tax rates.

III. YNote Regarding Other Income and Estate
Tax Changes

For the sake of simplicity, the optional plan is limited to rate increases.
The bulk of the additional revemie would probably have to come from such
incresses under any plan. Certain changes in exemptions, deductions, ete.
which would increase the tax base, would no doubt be consldered and to the
extent adopted, would make poseible smaller rate increases than those shown.

IV. Note Regarding Excess-Profits Tax

If 1t is desired to impose an excess-profites tax as part of the revenus
plan, the increases in surtax rates and estate and gift tax rates could be
kept smaller than those shown in the suggested schedules, 4 conslderable
amount of additional work would be necessary to develop a formula for an
excess-profits tex sufficlently complete to malke vracticable an estimate of

revenue yield.

e
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Surtax schedule for individual inecome tax designed to
raise approximately $300 million additional income
e——

Surtax T T
net income H Rate !
(in thousands ' percent ! Total surtax
of dollars) : :
- 2 3 $ 20
2= U 2 . 60
b 6 L 140
6- 8 7 280
& 10 10 Lgo
10- 12 1 740
12- 14 1 1,060
%= 16 20 1,460
16~ 18 2l 1,540
18- 20 28 2,500
20- 22 32 . 3,140
22- 24 ag E.s&o
2= 26 + 660
26— Eg 4y 6,420
k 47 11,120
Eg 50 16,120
s 5 i
75 Bl 29,
75- 100 56 43,420
100- 150 Zg 72,420
150- 200 102, 420
200- 250 62 133,420
250~ Egg Bl 165,420
& 66 231,420
500 b8 420
500~ 750 70 474, k20
750-1,000 72 65k, 420
1,000-2,000 7 1.%33.1129
Eimﬁim 7 - 3 11*25
5,000, up 75
Treasury Depertment, Division of Tax Research. December 4, 1939,

(This schedule to accompany memorandum of December 4, 1939.)
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Estate and gift tax rate schedule . designed

to raise approximately $200 million
additional revesus I/ ~——__
“Tax base! Net | 1 1
estate after H Bracket !
specific exemption i rate H Total tax

(1n thousands ' percent !

of dollars) : :
0~ 5 L $ 200
5 - 10 g 600
10 - 20 12 1,800
B 2 : i

- 20 LT

Eo - 60 23 10,000
60 - 80 26 15,200
80 - 100 29 21,000
100 - 150 32 grm
150 - 200 35 » 500
200 - 250 8 ;ﬂ-ﬁﬂﬁ
250 - 300 1 , 000
300 - 500 L 182,000
500 - 1,000 47 417,000
1,000 = 2,000 Lg ﬁ?.mﬂ
2,000 = E.Dﬂﬂ 5l 1,417,000
Evmn - +» 000 53 II%TIM
, 000 - glm 55 =8 Timﬂ
2000~ 7.00 4 3 &0
7,000 - 8,000 g E,gzr.um
8,000 = 9,000 63 » 897,000
glm oz lulm 6‘5 5. T.{Iﬂﬂ
10,000 - 20,000 67 12,247,000
20,000 - 50,000 69 32,947,000
50,000, wp 70 -

Treasury Department, Division of Tax Research

Decenber ¥, 1939

1/ It 1s assumed that present gift tax rates will be increased to three
fourths the proposed estate tax rates.

(Thie schedule to accompany memorandum of December 4, 1939.)
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Comparison of present and suggested rates of
individusl incoms tax

SINGLE PERSQON X0 DEPENDENTS

liet income iMaximum bracket rates !
before personal: (normal and surtax) : Effective rates

“ﬂﬁ“'ﬂn ' Present ' Suggested ‘Present’ Suggested

$ 2,000 4 5% 1.6% 2.1%

6,000 g g 3.6 L.6
10,000 10 14 5.6 7.0
20,000 17 32 9.2 4.6
30,000 23 g 13.0 23.6
50,000 31 54 18.7 35.0
100,000 59 60 33.4 L46.8
250,000 : 66 66 51.7 57.1
500,000 72 72 61.0 63.7

1,000,000 76 76 6.0 69.4

Treasury Department, Division of Tax Hesenrch December 4, 1939,

1/ Maximum earned income assumed.

e e e ———— =
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Comparison of present and suggested rates of
individual income tax

MARRIED FERSON TWO DEPENDENTS

Net income before :lMaximum bracket ratest
personal exemption :(normal surtax) ; Zifective rates

and t fo i H :
a “;'dt. 1 j__r : Frasent ; Suggested  Fresent s Suggested

$ 2,000 - - a A

6,000 L% 64 1.4% 2.0%
10,000 9 1 3.4 k.2
20,000 15 28 1.3 1.2
30,000 23 Lg 11.3 19.9
50,000 3 5l 17.2 32.6
100,000 59 60 32.0 u5.4
© 250,000 66 66 51.1 56.5
500,000 72 72 60.7 63.4
1,000,000 76 76 67.8 69.2

Treasury Department, Division of Tax Eesearch December ¥, 1933,

1/ Maximum earned income assumed.
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Comparison of present and suggested rates
of eatate tax

1 Haximm !

Het estate Effective rates
YaFore : '.brukof rates : ;
exemption , Fresent l&ngguta&; Presant lﬁum:tnd.

$ 50,000 2% 8% R 1.2%
100,000 12 23 L.2 10,0
200,000 17 35 9.9 20.3

300,000 20 1 12.9 25.9

500,000 23 Yy 16.1 32.9
1,000,000 29 47 21.1 o8
3,000,000 Eh 51 Jl.2 .6
5,000,000 53 25 8.0 49.5

10,000,000 65 5 WU Eg.a
50 , 000 |Gm Eg Eg "T 8

Treasury Department, Division of Tax Research Decesber &, 1939,
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Present individual surtax rate schedule under
the Revemue Act of 1938

dmount of surtax H ]
net income ¢ Eate percent @ m:‘
H H
0= Yy - -
4 - (1 n $ 80
6= g E 180
g - 10
10 - 12 7 Eg
18 - 14 8 600
1l - 16 9 780
16 - 18 11 1,000
18 - 20 13 1,260
20 - 22 15 1,560
22 - 26 17 2,240
26 - 32 19 : E,}Bﬂ
32 - ﬁ 21 , 640
E’-} - 2l 6,080
- 50 27 7,700
- 56 E 9,560
56 - 62 35 11,660
= 9 e
- T 3 1] 0
60 - - 90 51 24, 500
90 - 100 55 30,000
100 = 150 58 59,000
150 - 200 60 89,000
200 - 250 542 1;,&&}
250 - 152,000
ﬁ% - ﬁ EE ﬂ!.m
- 50O 68 286,000
500 - 750 70 461,000
750 - 1,000 72 641,000
1,000 - 2,000 7 1,371,000
2,000 - 5,000 g 3,591,000
5,000 uwp [

Treasury Department, Division of Tax Research, December 4, 1939,



Zstate Tax Bate Schedule
(Reveme Aot of 1932 as amended in 1935)

(Dollars in thousands)

on higher amount

I Besckes skt i Comlative tax

Het aatate

- renetgdddydRraterddddaddd

.’l‘....‘r’

1111231#4.4““?

auasmumvmnﬁaﬁswmm FRERRISSSDE

-

AURIRREE33888888R8888888888

lllll P . L e Y

_.-u-__-_u-.—._-___.._-_..—-_.-.-

TARRIAREE3888888888888888888

IIIII __..II_.P.II.I.I.I_

112233.““ ETEHG%W

o

Treasury Department, Division of Tax Research, December 4, 1939.
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I haven't seen the Treasury estimates
yet but I thought you might be interested
in some independent estimates. One of my
former asslistants at the Federal Reserve,
who has worked on this material for some
years, estimatea total revenues at from
$6.4 billion on an average index of produc-—
tion of 110 in 1940, to $6.77 billion on an
average index of production of 115. 4. 8.
McLeod, former official estimator at the
Treasury, estimates receipts at §6.4 billionm.

e



Honag

=

Mgy -

THE WHITE HOUSE
WASHINGTON

December 14, 1939.

A comperatively simple tax program to finance increased
national defense expenditures, whereby wealthy individusls
would be asked to give up certain exemptions and larger
corporations to make a speclal contribution, would be as
followa:

A. From Individusls,

1. Limit the present ‘paraona.‘l. exemptions and eredits
for dependents to normal tax, rather than to both normal
end surtax as at present. This would yleld ebout $100
million in a full year.

2. Modify the $40,000 general estate tax exemption
80 that an equal benefit is derived from the exemption by
both large and small estates., Yield — £34 million.

3. Adopt the Carter Glass proposal on tax-exempt in- |
come. (Include tax-exempt income in total income to determine
surtax rates on non-tax-exempt income). Yield -$40 milliom.

' Total from individusls - $175 millien.
B« Erom Corporations.

1. Raise income tax on earnings in excess of §25,000
from 18 percent to 22.8 percent., ¥ield - about $350 million
for full year.

Total from individuals and corporations im first full

year - $525 million,
e D,

Lauchlin Currie



/5~
2 A

THE WHITE HOUSE
WASHINGTON

December 14, 1939

I should like to raise the question of reducing the permissable
yearly purchase of ssvings bonds by a single investor from $10,000
to a lower maturity value., I do so for the following reasons:

(1) e « The return of 2.9 percent may
be compared with the current return on comparable regular Treasury
bonds of 1-7/8 percent. When the plan was instituted the differential
was less than } of 1 percent. In addition to the 1 percent subsidy
holders may redeem their bonds in cash at any time.

(2) BB 10 NOow _goes Tog largely 18 relatlvely we
Present limitetions permit the investment of $625 monthly or, for a
family of four, $30,000 a year - a rate of saving applicable to
people far up in the income scale. Sales of individual bonds of a
face value of from $5,000 to $10,000 will this year amount to at
least $400 million. A limitation to $5,000 face value would permit
monthly saving and investment of $300, which is more than sufficient
to meet the requirements of small savers. A limitation of $1600
would provide an outlet for monthly savings of $100.

(3)

2 oL oIy H a8 1o e ACAa Ve & nf
8 + Hence net receipts of $900 million next year

Govergment securities
from sale of bonds would increase the debt, for statutory debt
limitation purposes, by $1.2 billion.

y 8 I = AL B oLLLO B OaB ADLE ] =
token immediately. January i1s the big month when wealthier people
and institutions take up their yearly quota.
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THE PUBLIC DEBT

From June 30, 1933 to Jume 30, 1940, the public debt of the
federal government will have increased by abprnximatalx $20 billion.
During this period nearly $1; billion of federal funds will have
gone-into recoverable loans and investments and durable improvements.
The increase in the national income over 1932 for the year 1939 alone
is far in excess of the total increase in the debt for the whole
period sinee 1933. The interest on the public debt in the calendar
yeer 1939 constituted only 1.45 percent of the neationsl income as
contrasted with a corresponding percentage of 1.62 percent for the
year 1933. The debt burden as a whole has greatly decreased. The
credit of the federal government has never been higher. Debt,
whether individusl, corporate or governmental, cannot be judged
in vacuo, but must be considered in light of earnings, assets and
credit standing. When the increase in the national debt iz viewed
against the background of what was accomplished by the inecrease in
useful physical assets, and in affectiva nationel earning power, and
by the strengthening of th.n nation's credit and morale, there is no
economle ground for concern as to the nation's future.

The debt accumulated since 1933 represents a far more prudent
use of our people's savings than the enormous private debts piled up

in the Twentles. The billione that were borrowed for speculation,
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for forelgn loans, for second and third mortgages on overproduced
office bulldings and hotels hardly represented the moat prudent

use of our plopﬂ.u'; savings, It 1s true that isolated private debts
. -can be defaulted without great harm to the gemeral economy. But
this is not true when, as in 1933, a large part of our pa:'i,nt-nldnbt
w88 in danger of default, and the savings of the whole community,
as well as the gemeral credit of industry amd sgriculture, were
imperilled.

In considering the growth of the federnl debt, it must be
borne in mind that in recent years the fedoral government has had to
toke over some of the burdens which have heretofore fallen upon our
states and municipalities. By 1933 the strain of the depression upon
the finences of local governments had become unbearable. From June
1929 to June 1933, states and sunieipalities hed to incresse their
.natﬁabt-bruwrﬂbﬂuonandtmirnraditinmymahm
approached the breaking point. By 1933 there was an insistent
demand that the nationel government come to the financial aid of
local governments. Consequently between June, 1933 and June, 1940
the federal government will have made aveilable for local relief,
work relief and losal publie works the sum of $17,409,000,000. In
addition, during this same period, the federal government increased
its grants for public roads by $1,071,000,000 over the preceding
seven years. By reason of these federal expenditures it became
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possible for the states and mnicipalities during this period

to rehabilitate their credit, and even to reduce somewhat their
aggregate indebtedness. If they hed continued to discharge the
regponsibilitiea thntlnru formerly theirs to a degree commensurate
with the federal government's effort, the amggregate indebtedness
of our states and municipalities would have been increased by not
less than $18,000,000,000 and their taxes would have been
enormously inecreased.



. PSF; Bu<eav of Ebuc‘gaj'—

Deoasber 14, 1939,

Attached are a few points that
might be of some use in comnection
with the Budget Message.
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Lauchlin Currie

| e e

———— i ——

i



Decombar up 193?*

The tudget of the United States is & statement that reflects
in money terms what the government does for the people, and what
the people do for the government.

In these figures over a course of yoars, are mirrored the chang-
ing attitudes of the people towards the growing needs which they
expect their government to meet. The relatively low and constant
level of expenditures throughout the Twenties mccurately reflected
the relatively minor role played by Government in those years. The
substantial incresse in the paet decade is a reflectlon of the degres
to which the community, in response to changing economic and inter-
netional conditions and changing attitudes, has turnmed to Government
to meet its urgent needs. Nowhere are our democratic processes so

fAithfully depiected.
In the early Thirties—prior to 1933—fiscel policy was exceed-

ingly simple in theory and extraordinarily dlsastrous in pr.a.nt.icu.

t consisted in trying to keep expenditures as low as poasible 'm
face of shrinking natiomal income. Persistence in this attempt came
near to bankrupting both our people and our government.

Followlng 1933 the fiscal policy of government was more realistic-
ally sdapted to the needs of the people. All about were _il:L‘I..a man,
idle factories and idle funds, and yet the people were in desperate
need of more goods then they had the purchasing power to acquire.

The govornment deliberately set iteelf to correct these conditions
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by borrowing idle funds to put idle mem and idle factories to work,
The deliberate use of government funds and of government credit
to energlze private enterprise—to put pnruhe:uus power in the hand
of those who needed it and to create a demand for the products of factory
and farm—had a profound effect both on government revenues and pri-
vate incomes. The national income in four yeers rose 69 percent, from
$42 billion in 1933 to §72 billion in 1937, the largest absolute rise
for any four year period in our history, not even excepting the rise
during the World War. Tax revenues rose from $2 billion in the fiscel
year 1933 to over $5 billion in the fiscal year 1937, primarily because
the people had more income out of which to pay taxes. The people
paid §3 billion more in taxes but they hesd nearly ten times more, or
$30 blllion, to spend on other things. By the calendar year 1937
excess of government gcash oubgo over government cash income had dropped
to §331 million. | :
Unfortunately just at the time when it seemed that the Federal
Government mulc; be "able to balance 1ts budget on the basis of &
national income of approximately 75 billion dollars, maladjustments
in the cconomlc system again began to appear and caused a recession
in economie a;:t:l.?it.y. The recession was due to a varlety of causes
stemning in t!::a mnin from over-optimiem which led government to cur-
tall ite net expenditures too abruptly, and business to expend produc-
tion and raise prices too sharply for consumer's purchasing power to
keep pace. An unhealthy inventory situntion developed,




=3

If the recession was not to feed on iteelf and become ancther
depression, the buying power of the people, ﬂm aongtitutes the
market for the products of industry and agriculture, had to be main-
tained.To this end, I recommsnded & further use of government ecredit
and the Congress acted on my recommendation.

The soundness of thia ranliut:iu epproach to a flsecal policy
related to nouﬁnmir. need was again a:t.rih:lnglr demonstrated. In
place of the $42 billion decline in natlionsl income that cccurred
from 1929 to 1932, the decline from 1937 to 1938 searcely exceeded
$8 billion. In place of a four—year period of liquidation end defla—
tion, productive activity turned up within nine months. By 1939, in
terme of dollars, the notionel income closely approeched, and, in
terms of real production and consumption, making allowance for the
somewhat lower level of prices, was equal to that of 1937.

The experience of 1938-39 should remove any doubt as to the
effectiveness of a fiscal policy related to economic need, The wise
exerclae of such a fiscal polioy imposes grave responaibility on
Government. Government must have the wisdom to use government credit
to sustaln economie activity in periods of economic recession and the
couraga to withhold it and retire debt in pericds of economic Progper=
ity. 4And let ue not forget that the withholding of government credits
for political advantage in time of need, is not less reprehensible
than its profligate use at sny time. '

-
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In approaching the budget for the fiseal year 1941 I have
sought, as in the past, to relate fiseal policy to probable
economic necessities. As the tudget is being propared we are
achieving the highest levels of production and consumption in
our history. The extent to which recovery has progressed, and
the degree to which speculation and price increases have on the
whole been kept in check, have made it possible for us tn consider
a substantial lessening of government expenditures on activities
not immediately essentinl for national defense, On the - other
hend employment still lags considerably below the levels of 1929.
Miny of our younger workers have not found employment, end many
others have been displaced by the machine. We must not only
guerd the gains we have made tut we must press on to attain full
employment which will make possible a higher standard of living
for 'our people. We must therefore guard sgainst too drastic or
too sudden a curteilment of government support. i

Ageinst this background of aims substentially yet not fully
attained, I propose in the field of fiseal puiiny that we steer
a middle course. We should count upon & natural increase in
recelpte from current taxes and a modest decrease in current expendi-
tures, and we should try to offset the unavoidable increasse in
expenditures for national defense by specisl tax receipts, and
thus hope to secure, for the overall picturs, a gradual tapering
off, rather than an abrupt cessation, of the deficit.
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In accordance with my custom of highlighting in the Budget
presentation certain special types of expenditures in which
there is widespread interest I am this year segregating the
increase in the national defense expenditures rendered necessary
by abnormal conditions abroad.

In the proposed budget, I have tried to interpret the wishes
of our people. They want to strengthen our mtianni defenses
and are prepared to pay additional taxes for this purpose.
They wish to avoid if possible an overall increase in excpendi-
tures. They would like to see a reduction in the deflcit but not
of a magnitude that would imperil the progress of TECOVETY .«
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II.

III.,

IV.

VII.

AFFRUFRIATIONS

AR Program
Legislative and Judieial

Civil Departments and Agenciss
Federal Security Agency
Federal Works Agency
Veterans Administration
Other Independent Offices
Agriculture
Commarca
Interior
Justice
Labor
Post Office (Postal deficit)
State

Treasury (Excluding Old-Age Reserve)

War - Civil and Panama Canal
District of Columbia (U. 5. share)

National dafense
War

Navy
General Public Works
Relief (W.P.A. and Farm Security)
Interest on the Publie Debt

Supplementsl items

Total "AY Program

WEN Program
Wer
Navy ' “r
Coast Guard

Federal Buresu of Investigation
Pubtlic Works
War

Navy
Panama Canal

Total "E" Program
Total excluding debt retirement

Debt retiremant

Grand total

# Teantative.

5

1940 and 1941 (TENTATIVE)
(In millions)

SRR SEUHh

§ 32,9 $ 35.08 g 32,0 § 34.0%
B22.5 g08.3 800.0 T96.0
159.7 31.3 423.6 159.2
557.1 57845 548.0 572.0
41049 512.3 44044 50844
1,131.1  877.2 1,181.0 1,050.0
3.4 . 3445 37.0 34.0

78.3 66,84 87.0 700
39'- 6 &ﬂ-ﬂ M -ﬂ 39‘5
28.7 33.5 27.0 32.0
9.0 5649 40.0 55.0
19.7 18.8 18,2 18.0
4145 225.,1 40646 225.0

726 56.5% 6440 62.0%
6 0 ﬁ.ﬂ 6' 0 6 -U
660.2  691.0  625.0  700.0
720.8 9045 T05.0 B45.0

751.7 537.09% 140 640,0%

1,620.0 1,125.0% 1,550.0 1,125.0%
1,050.0 1,120.0 1,050.0 1,120.0
100.0 100.0 100.0 100.0
3,&13.4 7,858.7 3,39& g8 8,191.1

119.4 135.0% 7540 125.0%

138.5 123.8% 68,0 165.0%

L5 Ta 3.7 7 o it

1.5 2a 5% 1.3 2

6 15.0% o5 10,08

Ta5 1.24# 6.5 200

- S el - 2540
272.0 3'19 3 lfiaﬂ 33:?;"0
8,885.4 8,178.0 0,053.8 8,528.1
5846 586.8 100.0 100.0
9,470.0  8,764.8 9,153.8 8,628.1
===L-=l===n‘|==- — —




CURRENT STATUS OF 1541 BUDGET ESTIVATES
(In millions)

1940 1941
Receipts (excluding taxes for old-age
reserve account) # §4,980.6 §5,710.0
Expenditures (excluding debt retiremsnt ngn g,898.8 8,191.1
and old-age reserve account)
L 155.0 337.0
Net deficit #imﬂaﬂ 2;313.1 Ll

# Qld-age reserve account taxes
1940 = §545.0,
lgﬂ b 590.0

These reverue figures were furnished by the Treasury about two months ago.
There ere indications that the estimates will be changed; possibly increasing
1940 and decreasing 1941.
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In accordance with your request, I am attaching separate state-
ments for each of the Government corporations whose capital funds
appear unnecessarily large, indicating (a) the statutory authority
and procedure for re nt to the Treasury, (b) unimpaired capital
funds (where available), (c) volume of outstanding loens, (d) borrow-
ing power, (e) source of funds for repayment of capital, (f) trend
of activity of the corporations, (g) earnings and expenses,

The sources and amounts of cash that might reasonably be
raised are as follows:

In Millions
of Dollarg
Reconstruction Finance Corporation 200
Federal Land Banks 200
Federal Home Loan Banks 90
Banks for Cooperatives 85
Intermediate Oredit Banks 40

Sale of Treasury sheres in Federal Savings and
Loan Association to Home Owners Loan Corporation éﬂ_
5

These operations would be reflected in the
budget in the following ways:

Tnerease in miscellaneous receipts 330
Decrease in expenditures e .
Decrease in deficit 655

Rapa:unhorupihlbythrmrﬂhndm, the Banks
for Cooperatives and Federal Intermediate Credit Banks would not
bnimvmblnbutmuldmﬂtomolﬂurwumdmuldm-
main available if and when needed, Such repayments would appear
in the Treasury statement as negative expenditures,



December 18, 1939

Memorandum for the

President

Re: Repeyment of
Burplus Capital Funds
in Government Corpora-

Repayments by the Reconstruction Finance Corporation and
muﬂmmﬂmmmhmmmmwmu
miscellaneous receipts.

In the case of the Treasury pale of stock of the Federal
Savings and Loan Association to the Home Owners Loan Corporation,
the proceeds would appear as miscellsnsous receipte but the
Treasury would etill have authority to purchase up to £50 millicm
shares 1f necessary.

e

Lauchlin Currle
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REDUCTION IN CAPITAL STOCK OF
HECONSTRUCTION FINANCE CORPORATION

Lapital pogitiog

The Government's investment in capital stock of the

Reconstruction Finance Corporation amounts to $500,000,000, ‘and
the Corporation has bullt up an earned surplus of $§260,000,000,
After allowance for possible losses, the unimpaired capital funds
amount to § + In view of the fact that the Corporation's
loans and investments are substantially reduced from their peek and
are currently showing a very emall increase at a level of about
$1,500,000,000, it would appear that this volume of capital funds
1s uneconomically large and might be reduced.

Legislative suthority for reduction

i i The following provision of the Reconstruction Finanke
1 ®

Corporation Act apparently authoriges the repayment and cancellation
of the Government-owned capital stock at any time by sdministrative

action of the Corporation, or the payment of surplus to the Treasury
without cancellation of capital atock;

S "Sec.13. ...The Corporation may also at any time pay !
to the Treasurer of the United States as miscellansous e ]
ceipts any money belonging to the corporation or from time
to time received by it in the course of liquidation or other- |
wigse in excess of reasonsble amounts reserved to meet ite g
requirements during liquidations. Upon such deposit being &
made, such amount of the capital stock of the Corporation
a8 may be specified by the Corporation with the approval
of the Secretary of the Treasury but not excesding in par
Vﬂuthammtsupaidinuhnuhumnuﬂanduﬂnd.

n

o
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It!ﬂlhnﬂhdthltthnnﬂ.ypurpunafthuuumﬂ
umtarnyn is.tppnnntla- to insure that 4L stock 1s retired it
shall not exceed in par value the amount paid in. The first
sentence 1s the only sentence in the Act relating to the disposi-
tion of surplus. There is reason to believe that it was drafted
with the possibility of paying out surplus in mind,
dmount of Payment to the Treasury

The payment might be from capital or from surplus. Owing,
however, to the fact that the Corporation's borrowing power 18 a
rmiltiple of its capital rather than its capltal and surplus, and

also the fact that outstanding commitments of some £800 millien
reduce the unobligated barrowing power, 1t appears advigable to
charge the payment to gurplus. The earned surplus is about $260
million, and is being steadily added to out of earlninga. L pay-
ment of §200 million would leave capital funds of $560 million

which is more than ample coverage for any concelvable losses.

The payment of $200 million of surplus would necessitate the
issue of §200 million more R.F.C. notes. This would leave the
unobligated borrowing power at around $800 million. There is reagon
to belleve, however, that a substantial portion of the commitments '
will never be exercised. In addition annual repayments of loans to
the Corporation provide a substantial source of money for new loans.

e e

Commitments have stood at a high figure for several years while
loans outstanding have been tending downward, I
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Effect upon Corporation's income .

Assuning that the Corporation would borrow money at 1 per
cent (the rate on its last public ha'gn of guaranteed notes) to
retire stock, the yearly interest cost would be only §2 million
which 15 small relative to its current operating profit.

e e
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December 1, 1539

REDUCTION OF GOVERNMENT=-OWNED CAPITAL
STOCK AND PAID-IN SURPLUS OF THE
FEDERAL LAND BANKS ;

Prﬂsint ungi.tl.l account

In 1932 the ITnuury was authorized to purchase $125,-
000,000 of capital stock in the Federal Land banks, of 'uhl.uh
$124,,711,000 1s still held by the Treasury. In addition, the
Treasury, under Congressional authority, has subsoribed $188,-
000,000 to tha paid=in surplus of the Federal Land banks sinoe
1923« Under the law, the subscriptions were to supply the banks
with funds to use for their operations in place of the amounts
which the banks have been deprived of by reasen of extensions
of their loans. These amounts together with privately=-owned
stoock give the Land banks total book capital funds of over
$510,000,000. Unimpaired capital amounts to §
A reduction of the Govermment-vymed interest by $200,000,000
would appear to leave the banks with a conservative capital

structure,.

Legislative authority for reduction in capital and paid=-in surplus

The following provision would appear to give the Farm
Credit Administration authority to retire the Government=owned
capital stock at any time:

"U.8.C. SEC. ETB' ten PRWIDED, However, That
stock issued pursuant to this section may at any
time, in the disoretion of the Farm Credit Admine
istration, be paid off at par and retired in whole
or in part: and that seid Administration may at
any time require such stook to be pald off at par
and retired in whole or in part if in the opinien

TR T
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of the Administration the bank has resources avail-
able therefor. The proceeds of .all repayments on
aocoount of stoock issued pursuant to this section
shall be held in the Treasury of the United States
and shall be available for the purpose of paying
for other_ stock thereafter issued pursuant to this
seotion,"

The paid-in surplus of the benks apparently oan be
repald by action of the land Bank Commission as follows:

"'II.E.G. 8EC. ?Bln sssThe amount of any auhanrip-
tion to the paid-in surplus of any such banks may be
repiid in whole or in part at any time in the dis=
oretion of the bank and with the approval of the
Land Benk Commissioner, and the Commissioner may at
any time require such subseriptions to be repaid in
whole or in part if in his opinion the bank has re-
sources available therefor. ....and the proceeds
of all repayments on acecount of such paid=in surplus,
shall be held in the Treasury of the United States
a8 & revolving fund and shall be awvailable for sub-
seriptions to paid-in surplus made pursuant to this
paragraph,"

ITrend of lending activity

The peak volume of loans held by the Federal Land
banks was reached in about 1935 and since that time the mmount
outstanding has shown & steady downward trend. The rate of de-
oline has been accelerated since July 1928 when the three=year morato-
rium on principal repayments on their mortgage loans ended. The
present volume of loans is about $1,900,000,000,

As & result of the Government subsoriptions to oapital
and paid-in surplus and the declining trend of loans, the Land
banks now have a ratio of total oapital funds to loans of 26,7
per cent, as compared with around 17 per cent when loans out-
standing were at their maximm in 1935 and between 6 1/2 and 7
per cent during the peried from 1923 to 1931,
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In view of the facts that the large majority of the
Land _hmk-lqm are in good standing, prinoipal payments are
being made on schedule, and the banks have set up substantial
reserves for losses, it would seem that this ebnormally large
oapital struoture ocould be reduced by §200,000,000 by repayment
to the Treasury of the paid-in surplus and part of the Goverrment=
owned capital stoock,
Source of funds for repayment

The Land banks hold §$78,000,000 of Govermmesnt securities
and have $48,000,000 cash on hand, The proceeds from sale of these
Governments and part of their cash could probably be used to retire
paid=in capital and Government-ovmed stock. In addition, howevser,
it would be possible for the land banks to obtain funds for this
purpose by selling their oconsolidated bonds to the Federal Farm
Mortgage Ij:?rpumt-ion which, in turn, could finance the purchase
by the stllu ef its guaranteed obligations in the market, or by
selling directly their own nonpuaranteed bonds to the public,

Effect upon earnings

In 1938 the net profits of the Federal land banks
amounted to about $16,000,000, If half of the amount necessary
to retire oampital stock and surplus were obtained from sale of
Government securities and cash, this would reduce the Land bank's
income by about $1,500,000. If the rest were obtained by sale I
of their consolidated bonds at 3 per cent, the total oost to
the land banks would be §4,500,000 which would still leave sub= i
stantial profits. |



(S ———

-l -
rmdsmuldminumhm-tuhnﬁbmh mouuwm

nesded ,

As provided in the legislation quoted above, the funds
received from the retirement of oapital and surplus would b{hald
by the Treasury in a revolving fund which would be availsble' to
the Land banks in case they are nesded in the future. At the
time of repayment, however, they would appear as a oredit to the
Treasury expenditure accounts and would, therefore, reduce the
current defiocit.
Effect upon borrowing capacity

The Federal Land Banks are authorized to issue bonds
up to twenty times their paid-in capital and surplus. As they
would still have $214,000,000 capital after the suggested reduec-
tion of government-owned capital and paid-in surplus, the benks
would be able to issue $4,280,000,000 of bonds. At present they
have about $1,750,000,000 of bonds outstanding.
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REDUCTION IN GOVERNMENT-OWNED
CAPTTAL OF

FEDERAL HOME LOAN BANKS

hﬂuhﬁ‘r& nuthnrig

At present the Govermment holds nearly $125,000,000
of the capital stock of the Federal Home Ioan banks, while the
private oapital investment is about $50,000,000. Total unim-
paired capital is calculated at ¥173,000,000. The following
provision of the Federal Home lLoan Bank Act would eppear to
‘give the Federal Home Loan Bank Board power to require that
the Government-owned stook be paid off and retired at any time;

"8EC. 6(g)s +4s Stook held by the United States
may at any time, in the discretion of the Federal
Home Loan Bank, and with the approval of the Board,
be paid off at par and retired in whole or in part;
and the board may at any time require such stook to
be paid off at par and retired in whole or in part
if in the opinicn of the boara the Federal Home
Loan Bank has resources available therefor: FPRO=
VIDED, That accurmlated dividends, as provided in
subseotion (k), have been paid,”

Amount of reduction in oapital

In view of the small volume of outstanding loans of these
banks, their unused borrowing capacity, and their strong oash posi-
tion, it appears unnecessary for the Government to have such a
large capital investment in the banks at the present time. The
repayment to the Govermment of $90,000,000 of the banks? capital
stock would still leave them with a oapital structure of nearly
$85,000,000,
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Sources of funds for retirement of capital

At the present time the Federal Home Loan banks hold
nearly $50,000,000 of Government direet and guaranteed seourie
tles and have over $30,000,000 cash. A substantial part of the
funds for the suggested retirement of capital sould be obtained
by selling Govermment seocurities and by reduoing these cash bal-
ances. The remainder would have to be cbtained bty sales of Home
loan Bank debentures to the publie. The banks are authorized to
lssue debentures up to 5 times their paid=-in capital., As the
suggested reduction would leave the banks with about $75,000,000
paid=in eapital, they would have authorized borrowing capacity
of §375,000,000, Less than $50,000,000 of the banks? debentures
nz:a now outstanding.

Trend of loamns

For the past two years loans of the Federal Home Loan
banks have shown a slight decline and at present amount to about
¥170,000,000. Although the potential borrowing capacity of mem-
bers of the Federal Home loan Bank System is very large, it is
unlikely that a large demand for mccomodation will develop in
the near future. Shares in the member institutions have been
showing a steady inorease and, in view of the fact that these
sheres are insured up to a prinoipal amount of §5,000 by the
Federal SITinEI and Loan Insurance Curpgmﬁon, it is unlikely
that there will be a heavy demand for ligquidation by share
holders. Should the Federal Home Loan banks experience an
inorease in the demand for oredit by members, they could obtain
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funds by selling debentures to the publio,

Effeot of retirement upon earnings of Home Loan banks

During the first half of 1939 the Home Loan banks showed

a mt"apautmg inocome of $1,71L,000, of which about $500,000 .
represented interest from Govermment securities. If these seouri-
ties were sold and the Federal Home Loan banks issued about s20,-
000,000 of debentures at, say, 1 1/2 per cent to finanse the
retirement of capital stook they would still have a antiui‘mﬁnry
net income on their remaining capital stook,
Effect on budget

The retirement of capital stock by the Federal Home Loan
banks would appear on the Treasury statement as a miscellaneous

receipt and would, therefore, reduce the deficit,

T L -
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REDUCTION OF GOVERNMENT=-OVWNED CAPITAL TN
' BANKS FOR COOFERATIVES

Legislative l.hthurii_.y_

The Government owns $149,000,000 of capital stock in
the banks for cooperatives, while total unimpaired capital amounts
to $164,000,000. From the finanoial position of the banks and
other considerations, it would appear that a redustion of $85,-
000,000 in the capital stook might be possible,

Such a reduction would seem to be authorized by admin-
istrative motion of the Governor of the Farm Credit Administration
under the following provision of the law:

"12 U,8.C SEC, 113L(e) RETIREMENT OF STOCK HELD BY

THE GOVERNMENT.- The Governor may at any time require
any such banks to retire and cancel stock held by the
pevernor in such bank, if, in the Judgment of the
governor, the bank has resources available therefor,
and amounts received by the governor in any such

case shall be credited to the revolving fund created
under section 1141d of this title. (June 16, 1933,
0. 98, sections 1,3, LB Stat, 265, )"

Sources of funds to retire stook

The benks for cooperatives now hold Government direct
and guarenteed securities amounting to 805,000,000 which could be
sold to provide funds for the retirement of capital stoolk,

Trend of loans

During the past year loans of the banks for cooperatives
have declined about $17,000,000 and now amount to only $70,000,000,
There appears to be no immediate prospect of a large inorease in
loans, but in case one should develop the banks for cooperatives

oan rediscount loans with the Intermediate Credit banks if they
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need additional funds.

Funds for retirement of stook would continue to be available to
—_‘-.-—_—_H——__-h.__

the banks

4s provided in the section of t.hla aot quoted above, the
funds tendered by the banks for retirement of their capltal stoock
would be held in a revelving fund by the Ireasury for subseriptions
to utpitnl_:toni: in case the banks have a nsed for the funds at
some time in the future. The repayment, however, would appear as
8 credit to an expenditure account on the Treasury statement and

would, therefore, reduce the current Federal deficit.
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Deoember llh 1929

RETIREMENT OF PAID-IN SURPLUS AND PART OF
CAPITAL STOCK OF
INTERMEDIATE CEEDIT BANKS

legislative authority

At present the Intermediate Credit banks have unimpaired
funds of $118,000,000, of which $70,000,000 is capital stock,
$30,000,000 paid=in surplus, and the remainder undivided profits.
Under the law, $60,000,000 of the capital stock is permansnt,
but the other $10,000,000 and the $30,000,000 of paid=in surplus
can be retired at any time by the Governor of the Farm Credit
Administration.

"12U.8.C. SEC, 1061. With the approval of the
Secretary of the Treasury, the Govermor of the Farm
Credit Administration is hereby authorized to sub=
soribe from time to time to the capital stook and/or
paid=-in surplus of any Federal Intermediate Credit
bank on behalf of the United States, in such amounts
as he may determine are necessary for the purpose of
meoting the oredit needs of eligible borrowers from
the bank, and the amount of the capital stook and
paid=-in surplus of such bank may be increased or de-
oreased from time to time by the Governor, in accord-
enoe with such nesds. Such stock shall be divided
into shares of $100 each and subsoriptions to such
pald-in surplus shall be made in multiples of $100
out of the revolving fund oreated under subsection
(e) of seotion 11314 of this chapter. The Governor
on behalf of the United States shall make paymant
for stook end paid-in surplus of such bank and such
payment shall be subject to call in whole or in part
by the board of directors of the bank, with the appro-
val of the Governmor."

Sources of funds for retirement
The Intermediate Credit banke have nearly $50,000,000
cash on hand and hold about $75,000,000 of Government seourities ,



so i1t appeers they have adequate resources whioh could be used
to retire the paid=-in surplus and part of their unp?tnl. i g
840,000,000, were thus retired, the banks would still have $60,-
000,000 capital stock ‘and nearly $20,000,000 earned surplus.
The amount of debentures which the banks may have outstanding
at any one time may not exceed 10 times their paid-in ocapital
and surplus. Even with the suggested reduction of capital and
surplus, the banks would still have borrowing capacity of $600,-
000,000, ph:l.nii is far in excese of the amount which has ever
been nutt.d;nnding end should provide funds to teke care of any
large increase in the demand for accommodation by eligible

borrowers.

Effect upon earnings of the Intermediate Credit banks

NHet profits of the Intermedimte Credit banks amsunted
to $4,400,000 in 1938. The loss of income which would be involved
in the sale of the small amount of Govermment securities that
would be necessary to retire $40,000,000 of capital and surplus
would be a negligible percentage of these profits,

Trend of lending activity

For the pest two years the outstanding loans of the
Federal Intermediate Credit banks have shown little change at
the level of about $200,000,000. There is no reason to expeot
any large inorease in loan demand in the immediate future,
Funds would ocontinue to be available in case an unexpested need

Arose
As provided in the legislation quoted ambove, the funds

received from the retirement of paid-in surplus and oapital would
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be held by the Treasury in a revolving fund and would be availe
able to the Intermediate Credit banks in case a need for oredit
should develop in the future, The repayment would appear as a
oredit to Treasury expenditure accounts and would, therefore,
reduce the ourrent defioit,



December 13, 19%9

SALE OF TREASURY SHARES IN FEDERAL SAVINGS
AND LOAN ASSOCIATIONS TO
HOME OWNERS' LOAN CORPORATION

lepislative authority

The Treasury now holds an investment of $40,000,000 in
 shares of Federal Savings and loan Assooiations. The purchase of
these shares by the Home Owners' Loan Corporation appears to be
authorized under the following provision of the Home Cwvners! I;nu.n
Act,

SECs 17(n) ... The Corporation is also authorized
to purchase full-paid-income shares of Federal Savings
and loan Associations after the funds made ayailable to
the Secretary of the Treasury for the purchase of such
shares have been exhausted. Such purchases of shares
shall be on the same terms and conditions as have been
heretofore authorized by law for the purchase of such
shares by the Secretary of the Treasury: FROVIDED,
That the total amount of such shares in Ay one asso=-
oiation held by the Secretary of the Treasury and the
Corporation shall not exceed the total amount of such
shares heretofore authorized to be held by the Seore-
tary of the Treasury in any one association. The
Corporation is also authorized to purchese shares in
any institution which is (1) a member of a Federal
Home Loan Bank, or (2) whose mccounts are insured
under title IV of the National Housing Aot, if the
institution is elipgible for insurance under such
title; and to make deposits and purchase certificates
of deposit and investment certificates in such - -
institutiun...u"

Seurce of funds for purchase of shares

The Home Owmers' Loan Corporation now has about $170,-
000,000 in cash, practically all held with the Ireasury, This,
together with net repayments in the next few months, should just
about cover the above transaction; the retirement of $130,000,000
bonds maturing next May, and the retirement of $60,000,000 of
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outstanding matured bonds not yet presented for payment. As the
Corporation banks with the Treasury, this transaction would not
+ provide the Treasury with new oash, but would appear on the
Treasury's books as a miscellansous receipt and would therefore
reduce the defisit. :

- Effeot upon Corporation's earninrs

The Treasury's return on their shares smounted to 3,9
per ocent in the fiseal year 1938, The same rate on present hold-
ings would provide the Home Owners' Loan Corporation with $1,560,-
000 additional annual income because it now obtains no interest
on its deposits with the Treasury.

Other considerations

This transfer would seem to be advisable from an admine
istrative standpoint in view of the fact that the Home loan Bank
Board has general supervision over both the Home Owners' loan
Corporation and the Federal Savings and Loan Assooiations, ~In
recent menths, there have been small net redemptions of the
shares now owned by the Home Owmers' Loan Corporation, and since
1937 it has been the Corporation's poliey not to make any new
purcheses except in speoial cases.

Treasury could repurchase shares in ocase Home Owners' Loan Cor-

Poration needed funds in future

It would appear that after the sale of these shares to
the Home Owners' Loan Corporation the Treasury would still have
authority to purchase about $50,000,000 shares in Federal Savings
and Loan Assooiations of the §$100,000,000 originally available,



o _ B i S > ot Y iex
...". __._..rr.n- T ¢ : . . s

:....H_..

..“r.....ql

e

TR




- -

bl
B,

“these lines. B::Ltpn. far they have dealt!| s
in ﬂmﬂ.l‘tiu.n-wum I.‘m Pruldant hu-. [
hnd.hh MY, wltl‘.ldli devolve on thtm tﬂ h

get. down tu-lpniﬁi«.it.iun.- If they in=.
tend to’ balance the budget in a g:‘:vm:':'I
length of tlma.jww da Lhey pmj:n:mu ta
do itT' ~ --;.r?'ﬁ' Y i ¥

In tones | -increasingly mure.d: and u:ls-

fiant the— Pruidnnt has reiterated to |

them. this quutinn.. ‘I'II. has repeatedly
told the public ﬂ:l.l.t when he aaks it he
gets no wurktbhnpl}n Recently Mr.
Roosevelt has: b-m;*rutﬂrred to his 1932
campaign :pu:i:ll.l.nd ‘their préscrip-
tion. for a blh.nmd. budget, and to nu-
merous annual” muu;u since then in
which he Iu.q,..l:l.u'ad from. confident
forecast to hnpil_._hl.f‘ the turn in Fed-:

“T'_;E' . nees *ﬁ‘ﬂﬂ-ﬁ;mml. But certain: -_' i

l-n.ﬁun which lﬂecb

'hCﬂnmu.ltwﬂlhtupr.nthl critics |

to.offer some nq.lr ;a:tlan.l o s

}"Dn ‘both ‘sides of ths party .ut-."mm’ i
; !Hr ““Plﬁmﬂ#ml sentiment:1s].
"unuumuu; forZlarge- additional -iex- [
penditures Il:r natﬁ:ul.l defense,.  Tha'|

President, "th!.la.kin; nluud " has talked
of & _speclal pl_\r-u-yuu-;u tax to meet
thls “dislocation 1._izufqrburd[vut plans, and
of, & _separats hookknplng nccount:in -
which I.hnmwilt bo jdisscclated from
the _ordinary. hudnt. Sinca tha debit

would. oot bc ,altered by mere book-"|’

keeplng, this hltur 1d“ has bun =+
jected by tlu 'm.u:lg'ut bnlu.ur:. But
they must do more than reject Ideas;

they must furnish good onea of  their:|.

t'l.'?... bt Sl '-ﬁu 1#!““.{"%1 il "I J' S-J,.J. %




ERAYEBYE o E

= WhRhBRoRbowmBom

EERED g#&‘:

LTErETT R R TSRS TEATER

e
.

T

,
E

i

Ela i
i

il
i

|
li

T

=4 arBT RPRF:Eapl Fi&"ﬂ'
AR

i
|
{
ek




AL TI H

In the fall of 1937 when the new agricultural program
wad under oonsideration in Congress, I strongly urged that
Af 1te cost should exceed the $500,000,000 already in the
Budget to finance the Soil Conservation and Domestic Allot-
3 ment Plan, additional revenues should be provided to finance
the excess. The Agricultural Adjustment Aot of 1938,
approved by me on Fahruary.ls. 1938, authorized parity pay-
ments, the cost of which was in addition to the Boil Con-~
servation and Domestic Allotment program, but no revenue
provision was made for finanoing these paymente. When I
slgned thie blll I eald publicly that no parity payments
ought to be made until Oongrese had provided the necegsary
revenues. While Congrese has taken no steps to provide
this additional revenue, it did appropriate in 1938 and
agein in 1939 a total of $437,000,000 for making parity pay-
ments. Oongress has thus added to the aggregate defioit
$437,000,000 for this purpose. If further appropriations
are made for parity payments I strongly urge that revenue
be provided for finanoing them. I think the Congrese should
also give serious consideration to providing added revenues
to reimburse the Treasury for the amounts expended in parity
paymente in the last two fiscal years.

——EEE .
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December 21, 1939

Through diligent effort and most careful scrutiny of
every propoged item of aﬁpunﬂituru. material reduotions
have been made in the appropriations recommended for the
operation of the government in the fiscal year 1941 with
the exception of the one item of making added provieion for
the national defense. The deficit, even including the pro-
posed expenditures for the enlarged national defense program,
has been substantially reduced as compared to the estimated
deficlt for this fiscal year.

Faced with the necessity of putting our defenses in
& esufficlently strong condition to safeguard us under
present olrcumstances, any smaller appropriations for defense
than are indicated in this message would not in my opinion
be adequate. If we are to make the further progress that
I believe should be made at this time in lessening the
deflcit we must seek additional revenue.

I am convinoed that the situation fully Justifies an
extraordinary national effort. Therefore, I recommend that
provision be made for financing the additione to the national
defense in the present fiscal year and the fiscal year 1941
through speclal taxation. To cover the expenditures ocontem-

plated this speoclal addition to our revenue structure should
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yleld approximately $500,000,000 on an annual basis, but the
application of the Fa: should not extend beyond the period
necegsary to provide revenue suffioclent to defray the cost
of the additions to our defenses.

Bince 1t i1s the functlion of Oongress to determine how
revenues should be ralsed I leave the cholce of particular
tax measures to its Judgment. However, I believe I am ex-
presging the sentiment of the country when I suggest that
measuree adopted tor ralging additlonsl tax revenues should
reflect two objectives. The first 1s that the taxes should.
come from the portion of the population which can best
afford to pay them, with due regard to the taxes they now
pay to the Btate, local and Federal governments. Care
should be taken especlally to design the taxes so that they
wlll not fall on that portion of the population which can
least afford to pay them. The second objective 1s that the
taxes should have a minimum of disturbing effecte on the
further recovery and smooth working of the economy and
accordingly should avold as far as possible the discourage-
ment of productive activity and employment.

Another matter concerning revenue which I should like
to call to the attentlon of the Congress is the fact that
parity payments for agriculture were added to the Exeoutive
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budget in both of the last two fiscal years in a total amnunf
of $437,000,000 without any provision having been-made for
revenue to finance them. .Tharaforﬂ, I again urge, as I
have in two.previous years, that provision be made for new
taxes to flnance any new authorization for parity payments
that may be made for the fiscal year 1941, and also that
the Congress give consideration to making some proviglon
for recouping through new taxes the amounts expended outside
the budget for the flscal years 1939 and 1940.

Enactment of the supplementary revenues here proposed
will enable us to proceed with our program of making the
gubstantial annual rﬁduufiuna in the deflelt which the
progreag of recovery warrante. I should like to indicate
t§ the country that there will be no interruption of that
program. _Thié can be accomplished 1f we resolve to finanoce
the enlarged armament coet through a specisl national effort

whieh will be put forth so long as the emergency exists.
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X ASHINGTON
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1. Drawinz down of cash balsnce. Secretary Morgenthau
would prefer that no commitment that cash balances be reduced
be pade at this time, even to the figure of £750 million.
This appears to represent an ultra-conservative position., We
camnot concelve of any greater emergency than that which con-
fronted the country in early March 1933, and at that time the
balance was only §$200 million. The availability of Treasury
bills and, in the last resort, the Federal Reserve banks with
virtually unlimited lending power, meke more than a smell work—
ing Balance uneconomicsl and unnecessary. This has long been
recognized in Fngland and applies, even in wartime.

2. I ta « Secretary Morgenthau
advises against announcement of use at this time on three grounds:
(1) reduction of debt not contemplated when Fund was extended,

(2) coumitments by Secretary to Congress that "there is no inten—
tion of using that gold for any purpose other than to meet
Stabilization Fund purposes", (3) no monetary justification.

These points have merit but I do not think they are
conclusive. In using the gold there appear to be at least three
poseibllities:

(1) You might retain the Fund tut cover the gold
in as miscellaneous receipts. This is the possibility
to which the Secretary's first two objections specifi-
cally apply.

(2) You might at any time declare that the emer-
gency, for the purposes of the Fund, has passed, where-
upon the Fund will cease and the gold will appear as
miscellaneous reccipte. The ocoasion for such action
is the wer which ensures that forelgn balanees hers
will be drawn down for goods, and will not be suddenly
recelled to Europe. There 18 really no cconomic need
for the Fund now and it was always contemplated that
when the need passed the Fund should be used to reduce
the debt, A portion of it could well be used
to pay off the June bond and note maturitles.

T Ty
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Memorandum for the President
Ret: * Secretary Morgenthau's letter

] December 26, 1939,
to you of Deecember 19, 1939,

(3) You might ask Congress to reduce the Fund to,
say, $500 million, which would retain the Fund for
current operations and yet permit you to redeem $1.5
billion of debt. This request could be made in the
Budget Message or later,

In connection with Secretary Morgenthau's third objec~
tion — lack of monetary Justification, I know that Chairman
Eccles feels that since additional authority will eventually be
needed to cope with Lxisting excess reserves, the addition of
more reserves 1s a matter of no great moment and msy sctually
improve the chances of getting eerlier Congressional action cover-
ing the whole problem of excess reserves.

3+ Use of silver geigniorage. I am inclined to concur with
the Seeretary on this polnt as I have a feeling that the use of
sllver may possibly result in a different popular reaction than

the use of gold, It had perhaps better be held in reserve at
this time,

4+ TIhe deficit and the debt, Secretary Morgenthau concludes
that you should indicate that the greater part of the deficit
should be financed by an increase in the public debt. Without,
however, the covering back of excess capital funds from government
corporations, the drawing down of cash balances, and the expecta—
tlon of revenues from additional taxes, you would have to indicate
a debt by June 30, 1941, above $45 billion, which would immed-
lately raise the whole issue of the statutory limit,

B
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THE BECRETARY OF THE TREASURY
WABHINGTON

December 19, 1939

4

My dear Mr, President:
At our luncheon conference on December 12th you requested
& statement showing what might be done to make funds available to

Tinance & deficit over the next eighteen months of as much as

$4, 000,000,000 without increasing the public debt. You indicated
that you might even want to show in the fortheoming budget =
smaller public debt at the end of this period than now exists, in
which case it would, of course, be necessary to obtain fundg in
excess of the $l, 000,000,000 by means other than direct borrowing

ol

or taxation,
| One obvious course of action open to us is the possibility

; of decreasing the working balance in the Gemeral Fund, I mow e ]
.I estimate that the working balance on January 1, 1940, will amount 4 ,
to about $1,750,000,000, It would be poseible, I think, if no new
unfavorable developments occur, to reduce this balance to $750, 000,000,
by the end of the Fiscal year 1941, in which cage about $1, 000,000, 000
would be n:nh available for current expenditure. Whether it would be

g 7 |5
wige, however, to commit ourselves in advance to so large a reduction :

is, I think, a matter for very careful consideration,

The Treasury has carried, as a matter of policy, & substantial
working balance and it has aleo refrained from utiliszing to the full
the short=term borrowing possibilities available through Treasury
?ills. This has assured the immediate availability of sufficient
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funds to meet whatever emergency might arise., The Treasury has
thus been in a position to relieve the money market of major finan-
cing operations during critical situations, such as, for instance,
the one which occurred last September. I believe that thers are
definite advantages in thie policy, not only with respect to t.ha
Government security market, 'htl.‘t-'&ilﬂ btecause of the record volume
of demand obligations now outstanding, such as United States Savings
Bonds, Postal Savings deposits, Unemployment Trust Fund, and commit-
ments of the many credit agenclies of the Government,

The proceeds of the sale of obligations of credit agencles
of the Government constitute another possible source of funds.

During the celendar year 1939 we have sold gusranteed securities in
the amount of about $700,000,000, the proceeds of which have been
uged to repay advances previously made by the Tresgury. Thus the
amount to be obtained from repayment of advances has now been reduced
to approximately $100,000,000,

The credit agencles of the Government, which already have on
deposit in the Treasury working balances to the extent of approximately
$400,000,000, might conceivably use their borrowing powers to obtain
additional funds from the market, in excess of their own actual needs,
These funds could then be depoeited in the Treasury where they would
be avallable to meet current Government expenditures. However, adoption
of such a couree might subject the Administration to sharp criticlem
on the ground that it constituted an evapion of the congreselonal intent

with regpect both to the activities of these agencies and to the

o
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limitation on the public debt.

The amount under the first two items would provide not more
than $1,100,000,000, which is far short of the §4,000,000,000 desired,
To obtain this sum it would, therefore, be necessary to employ hddi=-
tional mezsures which conflict with previous unmtnuh.tu Congress
and involve baplc questions of currency and monetary policy.

Meagures which are legally poselble include:

I, Use of Stabilization Fumd Gold. We have the authority
to transfer to the Tressury the $1,800,000,000 of gold now held
for the account of the Stabilization Fund, If exercised this would
provide $1,800,000,000 for the Treasury working balance to meet
progpective expenditures., It would, on the other hand, leave the
Fund with only a book credit ageinat which 1t could draw at any time.
If the current operstions of the Fund ghould require more than the
present $200,000,000 working balance, it would be nncuéarr for it
to draw against this book credit, and the Tressury in that event
would heve to find new money to meet such withdrawal,

It wes cleerly not contemplated at the time when the powers
in the Gold Reserve Act with respect to the Stabllization Fund were
extended thet ite gold assets would be used to meet current aipend.*l.-
tureg. As Secretary of the Treasury, I have repeatedly edvised the
Congress that $1,800,000,000 of this Fund is still held in the form of

£old and that there is no intentlon of ueing that gold for any purpose
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other than to meet Stabilization Fund requirements. Only when these
requirements no longer exist would it be appropriate to allocate
the assets for the retirement of the public debt, and even then the
proper timing of this use of the Fund would involve fundamental
questions of monetary and currency poliey.

11, Use Silver Seigniorage for Issuence of Silver Certificates.

We have authority to issue silver certificates up to the monstary
value ($1.29 an ounce) of the free silver now in the Treasury. If
exercieed, thls would incresse the amount of funds available to meat
expenditures by about $1,500,000,000, When the Silver Purchese Act
was approved, we decided to iseue sllver certificates only uwp to

the cost of the sllver, and to set mside any selgniorage in a gpecial
fund, and not to treat it es an ordinery Government receipt. This

wes & declelon not to use & monetary device for the purpose of lessen-
ing the amount of public debt borrowing. I still believe that decision
was wlse.

II1. Use the Balance of the Increment Bapulting from the

Reduction in the Weight of the Gold Dollar. This balance, in the

emount of approximstely $142,6000,000, could be transferred to the
working balance, This increment balance wes appropriated or authorized
to be used for specific purposes, namely, loans to industry through

the Federal Reserve Banke and payment to the Fhilippines in connection
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with the reduction in the weight of the gold dollar, As in the case
of the use of the Bu.bﬂintiw; Fund gold and the silver selgniorage,
the transfer of this increment to the working balance ;nmuld. ralge a
question of monetary policy. The sum involved, however, is not large
and 1te transfer would have little practical importance.

IV. Other Legally Popsible Measures, There are other exscutive
powers which, i1f invoked, would make funds available in addition to
those enumerated sbove; namely, further devaluation of the gold dollar,
which, on the basis of present holdings, would provide about $3,100,000,000
if it were reduced in weight to the full statutory limit; equal devalua-
tion of the silver dollar, which would provide about $3,300,000,000;
and the use of Thomae currency, issuable, however, only under certain
ioportant restrictions, which would provide $3,000,000,000, I am not
discussing these meagures in detail for the reagon that I do not think
¥ou heve their use in mind, |

There are two important phases of this whole problem upon
which I should like to make further comment:

1. The budget and debt aspect, and

2. The general monetery and financial aspect.

We are faced with a substantial deficit for the fiscal year
ending June 30, 1941, as well ag for the current fiscal year. For the
past ten years the Government hes financed its deficits by selling

public debt obligations based on the public credit. The fact thet the
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Treagury has been able to sell these obligetions in the aggresete
amount of approximately §25,000,000,000 during this pericd, and at

"the same time to reduce the average rate on the interest=bearing

debt from 3.57% to 2,59% indicates to me that recourse to borrowing
in the market in the normal way is still open to us without undus

straln on the money market or unressonable interest costs to the

Treasury.

How as to the monetary and financlal aspects. The use of the

Stabilization Fund gold, the sllver seignlorage, the gold increment

balance, and the reduction of that part of the Treasury working balance

ng't kept in commerclal banks, would increase bank reserves by about
$4,000,000,000. 1 do not believe that ;.t. would be advigable at thie
time to make recommendatione to Congress which, if adopted, would
commit this country to a policy of adding during the next elghteen
months approximately $4,000,000,000 to the reserves of the banking
syetem. The money markets of the country are more liguid today
then ever before. Interest rates are at the lowest levels in the
history of this country. The volume of individual deposita, of
currency in elrculation, and of excess reserves of member benks are
all at or close to record levels. It is clear, therefors, that
none of the monetary conditions that might furnish en appropriate
occaslon to incresse bank reserves through measures such as
previously discussed is present at the moment. Our pragent

monetary position alreedy makes the effective use of credit controls
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sufficiently difficult, Additions to banking reserves by such
Treasury operations will add to the difficulty.

What changes in conditions may occur within the next eightesn
months no one knows. It is important, thuru‘rorn, to retain freedom
of action in the monetary field, Commitment now to execute the
monetary measures enumerated above would restrict such freedom of
action and might have other grave consequences.

To sum up: I think it would be inconsistent with wige
fiscal and monetary policy for you to ennounce in your budget
megeage for the fiscel year 1341 that you propose to use the methods
indicated above to prevent an increase in the public debt, much less
that you propose thus to accomplish over the fiscal year 1941 an
actual reduction of the nominal amount of the debt,

A reduction in the General Fund balance in an amount not to
exceed one billion dollars between January, 1940 and June, 1941,
will probably be entirely feagible, tut I think that an announcement
that thie is to be done should be qualified to admit another decigion
if developments demand it,

I do not, believe edditional silver certificates should be
iosued (beyond the cost of the silver acquired) for merely budgetary
reasons, but that any enlarged issue of thig form of currency should
have a strictly monetary justification,

The gold eermarked for the Stabilization Fund is a cagh

resource that can be and should be ultimately used to reduce the
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public debt, but both the commitments we have made to Congrees
and monetary considerations argue against its uge at this time
for the purpese of avoiding public debt borrowing., The same con=-
slderations apply to the remainder of the gn].-d increment in the
General Fund,

My recommendation thersfore is that in that part of your
budget message which deals with the means of financing the con-
templated deficit for the fiscal year 1941 you indicate that the
greater part of the deficit ghould be financed by an increase in
the public debt.

It may be conceivable that conditions might ariee in the
next year and a half which would justify the use of any or all of
the resources listed above, but to announce in advence that they
are to be used whether or not the Justifying conditions are present
would seem to me %o be a grave mistake, because it would hampar
your freedom of action and might ralse apprehensions with regpect
to our fiscal policy which would geriously damage the publie credit
end faith in the wisdom of the acts of this Administration.

Faithfully yours,

The Presldent,
The White House,
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MEMORANDUX FOR
THE DIRECTOR OF THE BUDGET

Will you speak to me
about thia?l

F. D. R.

Memo from Mrs. Roosevelt in
re Howard University budget --
attaches statement of Federal
appropriations for current expenses.



THE WHITE HOUSE
WASHINGTON

April 4, 1940.

MEMORANDUM FOR 5
THE DIRECTOR OF THE BUDGET:

Please study these figures and
speak to me about them.

On the first sheet, I notice that
the Treasury has lowered its estimate orf
miscellaneous internal revenue over that
made on January third. Perhaps this is
right but I have no means of knowing.

Also, they figure employment taxes
will be the same, whereas it seems to me
probable that they will be greater.

On the second sheet for the fisecal
year 19,1, they have done the sgams thing
in regard to miscellaneous internal revenusa
estimates and have kept,practically without
change, the estimates for employment taxes.

You might analyze these figures and
speak to me about them.

It is my own thought baszed wholly
on guesswork that the total increase in
taxes for the balance of this year, plus
the flscal year ‘1941 will run to five hundred
million dnllarq,uTarrtha fquary estimates.
8 S T

What is your gﬂﬂgg?
: sk

oy !

F.D.R.
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THE UNDER SECRETARY OF THE TREASURY
WABHINGTON

April 2, 19%0

MEMORAYDUM TO THE PRESIDENT:

: In complience with your request for
information on the effect the incresse in tax
returns for March would have upon the revenue
estimetes contained in the 194l Budget, there
are tranemitted herewith two statements, one
showing the revised estimates of revenue for the
fiscel year 1540 as compared with the estimates
of revenue made late last Docerber end contained
in the 1941 Budget, and the other ghowing revised
egtimate of revenus for the fiscal year 194l as
compared with the estimete conteined in the 15l

Mgﬂ‘to

You will note thot the revised sotimates
indicate a total revenus for the figeel year 194D
of £5,922,000,000, an increage of epproximately
$212,020,000, or 3,84, over the nrevious ectimete;
gnd thet the revised estimate for 13Ul indicates
fhat the total revenue far that vesr will be
£6,261,000,000, an inerszse of $119,000,000, or
1..&'4, over the previcus estimate,

I am tranemitting similar ctatements to

the Director of the Buresu of the Dudget, who, I
understend, hes revised estimotes of expenditures

for 1slio,
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1/ Ipaludes bax om unjust seclchesnt.
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Will you speak to me
about this?

F. D. R.

Letter from the Seoretary
the Interior, dated April .
in re Reorgandtation Order.

A -



THE WHITE HOUSE
WASHINGTON June 4, 1940

Memorandum For The President.

C a8

At the Budget Director's request I am writing this
pemorandum, and I am also attaching s memorandum to you
Trom him.

He tells me you are writing the Comptroller Genoral,
asking him to resign. In a previous memorandum to you I
pointed out that the main difficulty would Probably be Mrs.
Brovn who might prevent your letter from reaching the Senator.

A poasible solution might be to offer, through Mrs.
Brown, to put the Senator on the International Joint Commis-
sion. Last fall you begen to replace this Commission with
covernment officlals who were to act ex-officic. However
Judge Stanley still serves.

Ky suggestion is to replace Stanley with Brown, or to
give Brown the position of Judge R. Walton Moore who serves
B8 a member of the State Department. Judge Moore hes not
been well recently and might well not object to raelinquishing
some of his duties. The position pays $7500 a year, is
decldedly not arducus work, and would give Brown money to
live on.

The memerandum from the Budget Director suggests candi-
dates for the Comptroller Generalship.

gk

8 Rmm, Jr.



EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET
WASHINGTON, D, C,

June 4, 1940.....

MEMORANDUM FOR THE PRESIDENT:

Following up our talk yesterday concerning persons who might be con-
sidered, in the event of a vacancy, for Comptroller General, may I make
these suggestions:

1. Ernest G. Draper, Member of the Federal Reserve Board, formerly
Assistant Secretary of Commerce. Mr, Draper has an excellent record as an
administrator in private business; he kmows govermmental methods and proce-
dures; he gets along with people; he has an excellent understanding of the
fundementsal difficulties at the G.A.0., and undoubtedly would cooperate
loyally with the Executive Branch in the operation of the Govermment,

2. John O, Walker, Director, Resettlement Division, Famm Security Admin-
istration. Mr. Walker has proved his ability as an administrator in the Army,
in local government, and in the exceedingly difficult task that he has had
as a trouble shooting manager in the Farm Security Administration and its pre-
decessor, the Resettlement Administration: He is not widely known to the
general publie, but his knowledge of goverrment and his outstanding managerial
ability will more than compensate for that lack,

3. Herbert Emmerich, about whom I spoke to you yesterdsy, undoubtedly
would be a good man for the position, were it not for two things that, I
confess, did not occur to me yesterdsy. The first is that he assisted the
President's Cammittee on Admindstrative Management in preparing its report,
and actually drafted the sections on the Comptroller General, a fact which
would make some of his relationships with the staff of the 0.A.0. quite
difficult. The second is his relationship as principal assistant to Brown-
low, which might, in view of the old Congressional fight over the abolition
of the Comptroller General, make it difficult for Emmerich to be confirmed

in the Senate.

Of course you know Mr., Draper very well. I am not sure whether or not
you know Mr, Walker., Mr., Blandford, who knows both men well, concurs in
suggesting these two nsmes,

To sum up, I believe that either of these two men, if put in this stra-
tegle position, would enable the Government to function without picayuni
interference from the Comptroller Ceneral, and at the same time
maintenance of the highest standards of accounting and auditing that are
poseible under the present defective lawa,
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Buget Keasago of the Prestdent W/ﬁ

To the Congress of the United States:

R AT B, -

I tranamit herewith the Budget of the United States
Government for mnuﬂm ending June 30, 1941. Through

= '
® | : the medium of this Budget I ummr ¥our considera-

tion a Federal program requiring appropriations which total
{ ta,lvﬁ,om,um. The corresponding figure for the current fiscal
year is $8,825,000,000.

To those whose concern for one reason or another is focused
on the additions and subtractions of F,n;'hrnl finances I wish
to report progress with respect to balancing the Federal
Budget. To those with brudar interest and understanding I
wich to pednt out that I 'am Presenting a Federal program balanced
as bumﬂmﬂm:da‘mdmuntinhnf expenditures to balance

the national econcmy. The Federal Budget does not operate in

|
|
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appropriations and estimated expenditures are shown in full
detail, As you and I know cash expenditures are to be distin-
gulshed from approprinﬂm. Previous commitments for loans
and grents by PWA will require expenditures this year and next.
Apportiorments of public roads monies are made in one year
and the cash disbursed in ancther. The contract authoriza-
tion of this year calls for payment in subsequent years. These
are but examples. We are estimeting cash disbursements for the
fiscal year 1941 at approximately $8,500,000,000. Our estimate
for fiscal year 1940 is $9,100,000,000.

Ilmmormhuttarmformnndgfm curb loose talk
about cutting expenditures and to expose forensic budget
balancing then to keep before the public the principal purpose
for which Federal funds are spent. I offer such a summary for

the fiscal year 1941, in terms of cash expenditures to meet

o

major national needs,
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National Defense $1, 900,000,000
Unemployment Relief 1,200,000, 000
Add to Agriculture 900,000,000
Public Works and Investments 1,100,000,000
Pension, Retirements and Assistance l,zuu,nbu,om
, Interest on the Public Debt 1,100, 000,000

Regular operating —1,100,000,000
Total 8, 500,000,000

In the body of the Budget this program is presented at
length and in detail, In this message of transmittal I wish
to point out the prineipal topographic features of the Budget.
National Defense

Under this genersl heading I am including principally the
expenditures for the Departments of War and Nevy, exclusive of
expenditures for military posts, flood control and river and
harbor projects, and yards and docks for the Navy, all of which
are included under public works. I have included also the
emergency expenditures for War and Navy as well as those for the

Coast Guard, the Department of Justice and the Pansma Canal,

gear L ERL L T e
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Iumllylmthuﬂmmfwﬁrmdﬂn:m
mmumuqumuwlmmm
ofpummmg#mplﬂmﬂm@u. The Congress

: 3 #%0s, 000 000

in its last session made a special appropriation of m
for this purpose. Then came the war in Europe-and my procla-
mation of September eighth, There followed executive orders
increasing the atrnng;th of the regular army, the national
guard, the regular navy, the marine corps, the staff of the

: sand
Federsl Bureau of Investigation, Department of Justice, the
9mt guard and authorizing additional facilities required by
the national emergency. For these purposes I have submitted
a 1940 supplemental estimate of $271,999,523. The 1941
estimate includes under the heading "Emergency National Defense"
a total of $302,151,361 for projecting these requirements ﬂb‘m
that year.

These emergency expenditures for national defense have

bean s‘.gnpm“mtmcwmmmmwhm
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& clear picture of the nature and amount of these wnusual ex-
penditures.

This segregation should also serve to facilitate the re-
turn to a normal defense program when the amgm;uy has passed,
I am confident that the Congress will agree that this is a

oft veand
miﬂjnmfruviaion for national security in the light of present-

For the purpose of this summary I have included the

activities of the Works Projects Administration, the Naticnal
Youth Administration, the Civilian Conservation Corps, as well

as the grants of the Famm Security Administration. Some of

Sl e

this work has more permsnent implications, Nevertheless it
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is all directly proportionate to the need for unemployment
relief,
L]

In submitting estimates for these agencies T have taken :
into consideration the uu.;-r;ntinnrmainnﬂmtm (%%{)
have assumed that it will um:t.inuu to pick up through 1941,

While the eatimates m appreciably less than those for the

current year,I am hopeful that they will prove adequate. Works
Projects Administration will be able to provide employment for

an average of 1,350,000. The National Louth Administration can

assist t J:Imrinun raut.ha and the Civilian Conservation

Corps will operate 3 camps for more youths,

Farm Security Adminiutratiant will operate on about 75% of its

1940 level. These are all constructive programs and generally

have achieved wide publiec support. If the prospective increase )Q
in private employment should not materialize, a:l* if, on the

other hand, it should exceed present expectations I will make

further recommendations later.



4id to Agriculture has included agriculture adjustment
benefits, the surplus removal program, commodity credit
operations and parity payments. Despite a grlt‘..:t:ring general
increase in farm income, agriculture is still not receiving
1ts proper share of the national inccme. With one exception M/“ﬁ,,
I am, Mﬂm,mmwﬂmmmu
for the current year, The exception is the expenditure for
parity payments, I have repeatedly recommended special
financing for these payments. In the absence of such provision,
I am not proposing any appropriation, Substantial expenditures,
however, uuaontiminthaﬁamyurlﬂufmmﬂm
appropriations. (‘J ';E {#ﬂw-l‘}
Publie Works and Investaents

This broad class of expenditure represents the use of
Federal capital for investment in useful public works, for ship

umtmﬂ.mmdfurlmhrgﬂrorddtﬁqumwn. I have

A o N
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included for 1941 the public works expenditures of all
Federal departments and agencies, the expenditures for the
Public Works Mhﬂm which eontinues into 1941, the
U.8. Maritime Commission ship aunntmtin-u program and the
w:wmmum.wmwnumn
Credit Administration, and the Farm Security Administration.
Certain REA expenditures covered by previous npprupﬁ.atim
will carry over into 1941. However, I am proposing to provide
the necessary new money for this agency through Reconstruction
Finance Corporation financing rather than through d:i:ruutm
apprupr.'e;tim.

While the expenditures for these purposes in 1941 remain
m;uitistobammthltnhrgeporﬂonofﬂ:uw-
tures consists of loans which are reimbursable. Further, the

N
total includes large expenditures for PWA and REA appropri-

ations previously made and $149,000,000 for the U.S. Maritime

Commission. The expenditure for Federal public works is $651, 000,000,
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This latter item of Federal public works should receive

-0 S W 2

penditures which represents in part a carryover fran the sp-

propriation of the previous year, Lmﬂmmtnm 'ﬁf; 4/
abisndy A Aa

uth.pimpmdnppmpnmnnrum, ,uuu. k& X 18 to be (,1’“'/‘ ‘

compared with the 1940 appropriation of §751,000,000. To obtain

this relatively low figure the starting of new projects and the

purchase of additional land have been rigldly limited, I

mm:uthntthiaprogruhuhmpntmnmmhmﬁmﬂ

that many important works will have to be postponed, Nevertheless,

I believe it is justified in the light of the pressing need for

additional appropriations for natienal defense, and—by—iio-

« This action

wds Tl gral /En‘: o gé,ﬁ" |
the public warks program domn to "5‘7 | _'.'
g,l‘pft.t_ /."/ f}hc__ L]
conserves our storage of #ebe at a time when private ¥
Fi pu-r:»cfnul *4 ; JI’H. wk*&( é
e increasing. 11 b A i
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Wa nﬂuhnwahndufmmoppurtmwturmmnthn
part.l.an of previous upondit.mn which is clearly self-support-
ing and restore to the Treasury this capital which is no longer

needed., When this is done we will have & clearer picture of

the cost of Federal government.

This category includes veterans' benefits, grants under the
Soclal Security Aet, rallrosd retirement benafits and federal
employee retirement payments. It does not include benefits pald
out of the Old Age and Unemployment Trust Funds. This general
category affects the individual security and health of millions
of citizens. Ite growth fainly reflects/the development of a
substantial portion of the comprehensive social security program

initiated in recent years.

R B 1



sy These items represent the besic financial requirements of

the govermment. H’ammdqntnfhnbﬂ&-ﬂuk#tmﬂiﬂgml
activities. -Thnua expenditures represent the operating coet
of pervice departments and regulatory commissions. Blue pencil
e Sace
inroads are not easy to make. In feet of large and appealing
requests for increases I have held appropriations and estimates
of expendltures generally to the 1940 level or below. Where
legislation has added new activities I have offset the cost by
reductions in old activitdies. I feel we have made in the
lagt several years ilmportant advances elong many fronts in the
field of public service. OQur job now 1s to hold those gains,

consolidate our positions and resurvey the field.

R Kx
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broad categories and I am satisfied that no lower figures can be
-
nttmumupt:tthnamnflmirmthnmwﬂth
mmhnmmmwﬂWWMMpmhﬁiﬂ.ﬂ—

unls and economic groups. I refuse to accept the responsibility

for adopting either alternative.
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Total revenuss, exclusive of miscellancous recoipts that will
arise from payments to the Tl‘ﬂnm by Government Corporations,
are estimated at $6,150 million. Revenues to apply to expenditures
exclusive of appropriations to the Old Age Reserve Fund are estinated
at §5,547 million. Althourh revenue cullunt.imm from ususl sources
for the fisecal year 1941 are estimated at over $400 million in
excess of estimated collections for the fiseal yaz;r 1940, the increass
is not as large as might have been expected. This is partly owing
to the inevitable lag of tax collections behind inereasing incomes
and also partly, it is feared, to a net lu;aa :;f revenue ariaing from
the revisions of corporate and individunl income taxes, and texes

on eapital gains, in 1938,

At varicus times in the past as emergencles have arisen, the
Federal Government has cstablishod credit corporations end has
invested substantial emounts in their capital structures. Although

these expenditures were non-recurring and extraordinary costs, they

have been reflected in the anmal budgets as charges against current

% T s e
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receipts and have nu].‘l.m the deficite of prior years. With the
lessening need farlmmmmmaofmof
these corporations, it appears that gome are now over-capitalizged.
Currently, in response to Senate Resolution 150, a comprehensive
survey and npm:l.ul- of assets of government corporations is being
carried out. On the basis of preliminary findings, I estimate
that it will prove feasible to reduce the capital fimds of certain
corporations by an aggregate figure of §700 million, without in

any woy ilmpeding their operations.

!

In the case of certain sgricultural lalrm:.tEg agenclos, any
funds received from the retirement of stock will be credited to
revolving funds in the Treasury and will be available for new
subseriptions to stock when, as, and if needed. In these cases
peyments to the Treasury will acpear as nradi.tn.tmﬂar certain
expenditure items. In other cases, payments will be reflected in
miscellaneocus receipts.

Hational Defenge Taxes

It 18 my firm conviction that specific tax legislation should

—-——l__—-““_
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be enacted to finance the emergency national defense expenditures.

Although these expenditures appear wzid.nhln, they will not

{‘mm“mﬁw«m»h-rm&f/z ' 4

and I believe that it is the genersl sense of the commmity that

they should be mu'rentlﬁ' financed through taxation. I strongly

recommend to the Congress, therefore, that additional taxes be

(S

atn
imposed to yield §500 million fer the year 1941.

This\would cover the proposed additionsl expenditure for the fisenl
years 10 and 1941. In seeking additiomal sources of revenus,
I recommend that the Congress follow the accepted canon of good-

L L]

taxation.of taxing sccording to ability to pay.
Ihe Deficit

The deficit for fiscal year 1941 is estimated at $2,210
fillion as contrasted with § million for the fiseal year

1940. It is proposed to meet the deficit partly by additional

tax mllaotima,{ﬁut.:lg by drawing down cash balancee) and partly

hybﬂmﬂ.ni.
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Ihe Public Debt :

< There 15 no subject on which there is more consclous or uncon-

scious deception than the publie debt. People who would never

drean of assessing their own position solely in terms of their
liabilities do so contimually ‘in discussing the Government's position,
Those who state baldly that the Governuent's debt is $42 billionm

and stop there, are stating a deceptive half-truth caleulated to

make our people apprehensive. It would be more honest and more

honorable for them to say that while one 1line in the national budget

chows a national debt of $42 billion, other lines indicate that
the Treasury has on hand §3.5 billion of cash and of gold mvailsble
for cett redemption, and a $3.5 billion proprietary intevest in
Government corporatlons, which reduces the met debt to $35 billion.

In addition, of course, there are the billions of dollars' worth

e o

ef dursble, tangible assets congtructed or purchesed by Government

which ere a real offset to the debt, though never listed as such.



—2=

i ain

From June 30, 1933 to June 30, 1940, the public d,ht of the
federal government will have increased by approximately $20 billion. l

buring this pariod nearly $14 billion of federal funds will have |

gone into recoverable loans and investments end durable improvemente.
The mﬁsa in the netional income over 1932 for the yesr 1939

alone is far in excess of the total increase in the debt for the ki
whole peried since 1933, The interest on the public debt 4n the |
calendar year 1939 constituted only 1.45 percent of the netional

income as contrasted with a corresponding percentage of 1.62 pereent

for the year 1933. The burden of the combined totel of public and i"
private debts hae greatly decressed. The eredit of th&:fadarnl
government has never been higher., Debt, whether individuel, corpor-
ate or governmental, cannot be judged in vacuo, but mist be considered
in light of earnings, assets and oredit standing. When the increase
in the n;:b.i.unal debt 18 viewed agoinst the background of what was

eccomplished by the increase in useful physicel assets, and in

effective national earning power, and by the strengthening of the

-
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nation's w_adit and morale, there is no economie grownd for
concern a8 to the nation's future,

The debt acoumulated since 1933 represénts & far more purdent
and productive use of our psople's savings than the enormous
private debts piled up in the Twenties. The billions that were

borrowsd for speculation, for foreign loans, for second and third

mortgages on overproduced office uilldings and hotels,hardly repre-

sented the most prudent use of owr people's savings. Et is true
that isolated private debts can be defaulted without great harm
to the general sconomy. But this i; not true when, as in 1933,
a large pa.rt. of our private debt was in dangur of defoult, end
the savings of the whole community, as well as the gensral credit
of industry and sgriculture, were iu;parﬂiag

In consldering the growth of the federal debt, it must be
borne in mind that in recent years the federsl government has had
to take over some of the burdens which have heretofore fallen

upon our states and mmmicipalities. By 1933 the strain of the

e +
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depression upon the finances of local governments hed become
unbearsble. From June 1929 to June 1933, ststes and municipeli-
ties had to increase their net debt by over §4 Billion end their
credit in many cases had amnhed the breaking point. By 1933
there was an insistent demend that the nationsl government come
to the financial aid of loecal governments. Conssquently between
June, 1933 and June, 1940 the federsl government will have mede

avallable for local relief, work relief end locel public works

the sum of $17,409,000,000. In addition, during this same period,

the federal government increased its grants for public roads by

$1,071,000,000 over the preceding seven years. By reason of these
federal expenditures it became possible foz.' the states and municipali-
ties during this period to rehabilitate their credit, and even to
roduce slightly their aggregate indebtedness. If they had continued - '}

to dipcharge the responsibilities that were formerly theirs to &

degree commensurate with the federal government's effort, the
aggregate indebtedness of our states and municipalitiecs would heve

been increased by not less than $18,000,000,000 and their taxes

S
e
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would have been enormously inereased.

- Last yesr, in the interests of more aceurate and intelll-

gible statements of the financial operstions of the Gﬂ'r.mmt, .

[
il

I m\:ited the attention of the {Jangu!ss to the desirabdlity of
capitnlu.‘ll.ug certain capital expenditures of the Government that
have proved to be gelf-liquidating, I renew that recommendation
et this time. As before, I would c;:ni'inﬁ_l this principle te
projects that have been conpleted and are ¥ilelding revenueg
sufficient to defray, with interest, their cost of construction. |
:..ac & further move in placing the Government's operations on
& mors businesslike basis, I belleve that many sctivities of the
Government should be made more self-sustaining, For example,
I am forced to budget for en increased deficit for the Post Office
for the fiscel year 1941. Yet aa everybody lmows, the Post Office
actually carries itself exclusive of the cost of carrying the

meil sent out by members of the House and the Senate and by the

Government departments.
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I have elways believed that la.n;r' facilities made availsble
to our citizens by the Government should be pedd for, at least
in part, by those who use them. For example, I belleve that in
the cage of parks, nationsl ;mata, historie monuments, ete.,
small fees, as low as five or tem cents per person, should be
charged to those who enjoy them. In such a wey 8 substential pert
of the annual cost of maintenance of roads, trails, forests and
grounds would come back to the Treasury end reduce the a.‘rmnl cost
of government. Another example is the $60 or $70 million the
Government spends ennually in the maintensnce of dredged channels,
lighthouses, life saving stations, ete. It would seem reasonable
that some portion of these anmual exponditures should come back
in the form of small fees ﬁ*m’ the users of our lakes, channels
and harbers. I ghould be giu.d to have the Congress make & special
study of the possibilities along these lines and to make availakle

for such a study material from various depertmenta.

e e ————

o



P T "]

The Budget of the United States Government is a stotement
thet reflecte in money terms what the goverrment doss for the

people end what the people do for the government.

]
\

In these figures over a course of years are mirrored the chang-
ing attitudes of the people towards the growing needs which they
expect their government to meet. The relatively low and congtent
level of expenditures throughout the Twenties accurately reflected
the relatively minor role played by Government in thoge years. The
substantial ineresse in the pest decade 18 a reflection of the degree
to which the community, in response to changing economic and inter—
national conditions and changing sttitudes, has turned to Govern-

ment to meet its urgent needs, Nowhere are our democratic processes Eo
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faithfully depicted.

In the sarly '!hirﬂ.n-—wﬁ.or to 1933-—11m11pu11q—m—
exceedingly simple in theory and extraordinarily disastrous in
practice. It mu.il.lbad in trying to keep expenditures as low as
poasible in face of shrinking national income, Persistence in
thiuattmpbmnnmtubmmpting both our people and our
government,

Following 1933 the fiscel policy of povernment was more

realistically adapted to the needs of the people, All about ware

idle men, idle factories and idle funds, end yet the people were
in desperate need of more goods than they had the purchasing power
te acyulre. The government deliberately set itself to correct
these conditions by borrowing idle funds to put iale men and idle
factories to work,

The deliberete use of government funds and of Eovernment
eredit to energisze private enterprise—to put pumhu.a!.ag power

in the hond of those who nesded it and to create n demand for the

prnduutuurfmtmymdrm—hmapmﬂmdtﬂmhothm l
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government revenues end private incomes. The nationsl income in

four years rose 69 percent, from §42 billion in 1933 to §72 biilion
in 1937, the largest absolute rise for any four-year period in owr
history, not even excepting the rise during the Worlda War. Tax

revenues roge from §2 billion in the fiscal year 1933 to over §5
billien in the fiseal year 1937, primarily because the people had
more income out of which to pay taxes. The people paid $3 billion
more in tuxes but they hed mearly ten times more, or $30 billion,

to spend on other things. By the calendar year 1937 oxcess of guwm-.

ment gash outge over government gash income had dropped to $331
r B

million.

Unfortunately just st the time when it seemed that the Federal
Government would be able safely to balence itg budget on the basis
of & national income of a, proximately $75 villion, maladjustments

.in the economic system agein Began to appesr end coused a recession
in economic activity, The recession was due to a variety of causes

stemming in the main from over-optimism which led government to

Qe
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curtail its net expenditures too abruptly, and business to expand
production end raise prices too sharply for consumers' purchasing
power to keep pace. A large volume of wmseld goods plled up.

If the recession was not to feed on itself and becons another
depression, the buying power of the people, which constitutes the
market for the products of industry and agriculture, had to be g
maintained. To this end, I recommended o further use of Eovernment
eredit aud the Congress scted on my recommendation,

The soundness of this reslistic approach to a fiscal policy
related to economlc need was again strikingly demonstrated. In
place of the $42 billion decline in nationsl income thet occurred
frem 1929 to 1932, the decline from 1937 to 1938 scarcely exceeded
$8 billion. In place of a four-yoar period of liquidetion and
deflation, productive activity {urned up within nine months. By
1939, in terms of dollars, the national income closely approached,
end, in terms of resl production and cmnu?pt.inn, making allowance

for the somewhat lower level of prices, was equal to tiat of 1937.

F&-\M—.—
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effectivensss of a fiscal policy related to economic need. The
wlse exereise of such a fiseal pelicy imposes grave nupmability
on Government. Government must have the wisdom to use government
credit to sustein economic sctivity in periods of economic recess-
ion and the courage to withhold it and retire debt in periods of
econonle prosperity. And let us not forget thet the withholding

of government credits for politieal sdvantage in time of need is

not less reprehensible than its profligete use at any time.

In approsching the budget for the fiscal year 1941 I have

sought, as in the past, to relate fiscal policy to probable economic

necessities. As the budget is being prepared we are achieving the
highest levels of production and consumption in our history. The
extent to which recovery has progressed, and the degree to which
speculation and price ineresses have on the whole been kept in check

have mede it possible for us to consider a substantiul lessening

R S



=y

of government expenditures on activities not immediately sssential
for naticnal defense. On the other hand employment n‘t.:l.ll legs
considerably below the levels of 1929. imv of our younger workers
have not found employment, and many others have been displaced by
the machine. We must not only guerd the gains we have made but we
must press on to attein full employment which will meke possible
o higher stendard of living for our people. We must, therefore,
keep in mind the danger of t.qo drastic or too sudden a curtsilment
of government support.

.Fl.guinﬂt.thiﬁ backg;-nund of aims éuhatmﬁin.ilar ¥et not fully
etlained, I propose in the field of fiseal poliey that we steer

g middle course. We should count upon a mrstrel. inereese in receipts

Trom current tsxes and a decrease in current expenditures, and we
should try to offset the unavoidable increase in expenditures for
notional defense by speelal tax receipts, and thus hope to secure ¥
for the overall picture, & gradusl tapering off, rather than an

aebrupt cessation, of the deficit.

B
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of our people. rhqmtta:tmcbhmmmtimldarqnun
end are prepared to .pny additienal taxes for this purpose. They
"\

wish to attain, if possible, en oversll decrease in expenditures.

They would like to see a reduction in the deficit but not of a

magnitude that would imperil the progress of recovery.

N

s . -.-mr—.—.- —_——
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Effective execution of the Federal program for the
L1

fiscal year 1941 and the prospect of economies to be re-
flected in the estimates for future years is directly related
o the quality of Federal administration., The economies re-
flected in the 1941 estimates are the result of the coopera-
tive effort of the entire administrative service, Generally
Wwe are prepared to move forward on reduced rations. In two
important agencies of administration I have recognized a con-
dition of definite underncurishment. T have accordingly pro-
vided increases for the Burean of the Budget and the Civil
Service Commission. I believe in each we will be meking a
modest investment which will pay much larger dividends,

Reorganization has proceeded in ﬁncurﬂame with plans 1

" ﬂ‘fi

and 2. As a result $11,000,000 of uﬂnguhhan en impounded

this year and deducted from the base for 1941. Reorganizaticn

has also brought the Bureau of the Budget into the Executive

WY



~ Office, With the additional appropriation our budgetary
proﬂ_mrhxn can be greatly utrmgt-hma'd. Ye are looking for-
ward to more effective review of estimates, With the help

of Congress we can make further progress in improving our ac-
cmm‘t:l.hg and appropriation procedures. This is a necessary
prelude to better budgetary control. The Bureau of the Budget
is preparing itself to be increasingly halp.t‘.nl in the supply-

ing of information to the Appropriation Committees of Congress.
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BUDOET? MESSAGE
sERt A
This table presents io o simple form which eny layman can
undersfand the principal dl.*;'uim into which government expenditure
fells. I constuntly aarvel at the glib generslities to the affect
that if ome has but the will to do so anybody oan reducs goveraoaeat
expenditures by vast mums suffiolent immediately $o "balance the
budget™. It coste nothing to make such statements and they can be
decorated to fit into the applause of many audiences.

But it is the old, old story of the man who loves to utter
generalities and changes the subject sbruptly when he is pimed down
to hard facto.

In these hendings, for example, I do mot believe thet the
majority of the people in this gountry want to reduce the budgeted
efitizate of §l,500,000,000 for m:um-.l. dofense. This 18 an increass,
of course, over the gurrent yeuor but it is far less than many exparta
oo matlonal defense think ahould be spent, though it is in my judgeent:
o sufficlent amount for the coming year.

I do mot balieve that the majority of peopls in thia

country want to see the work relisf progrem for the coming year

reduced below §1,200,000,000. This sum, in {teelf, coveriog the




BNSERT A - PAGE 2 -

activitiea of the Worke Progress Administration, the National Youth
Administration, the Oivilian Bmun_nﬂm Corps and a part of the
Farm Seourity Administration is large = perhaps too large == a
reduotion of ourrent expenditures.

I do not believe that the majority of people feel that
the assistance to agrioculture should be reduced below the figure of
$900,000,000 beceuse this figure, in itself a great redustion over
the ourrent year, will be barely sufficient to carry out soil pro-
tection, surplus removal, and commodity oredit operations.

i do not believe that the majority of people think
the item for public worke end investments of $1,100,000,000 can be
furthor roduced because this amount contains practically no money
for new projects in any part of the country.

I do pot believe that the majority of people Teal
that the government can posolbly reduce, by any substantial sum, the
figure of $1,200,000,000 for pensions, retirements, and assistance of
many kinds, inoluding public health work and aid for dependent

children and the blind.



The item of $1,100,000,000 for interest on the publie
deb$ ocanuot, of t:mn-u, be reduced at all end we should remember that
the rater of interest paid by the government is today lower than at
any time in ;11 our history.

ALL of these items amount to estimated expenditures of
t?.m,um.om and tm:@m only one other item =- the relatively
small one -- of $1,100,000,000 for the operating costs of the regular
departments of the gpvurnnaﬁt. These ere d&-n to the bedrock of
the legal activities and functions ordered by the Congress, by law.

If further savings are to be made in these operating costs, #ha Congress
will have to direct by statute the elimination of many funotions and
even if they ahould do so, ;hu total amount saved in this budget
p
could only be a small percentage of the total.
Thuralrnra, those who ecall. for further ocuts should have

the courcge and the honesty to speoify where they should be made.



THE WHITE HOUSE
WASHINGTON
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FELSQNAL
MEMORANDUM FOR

DIRECTOR, BUREAU OF THE BUDGET)

Do please stop biting into my M
fund. It is disappearing Jjust as
fast by this nibbling proceas as if
we were doing it by big chunks.

F. D. R.



EXECUTIVE OFFICE OF THE PRESIDENT
i BUREAU OF THE BUDGET
\Q} ' WASHINGTON, D. C.

__October 21, 1940

(]

5

MEMORANDUM TO THE PRESIDENT:

This is in response to your inquiry concerning the political
situation in Michigan, I have no way of evaluating the points
listed below, In addition to these factors, I am informed that
the campaign has been very quiet, and that it would probably be
advisable to send some outeiders into Michigan,

* (1) The national ticket is not getting as much play es
it miﬂlti on bium’ etc.

(2) Third term argument is being used with some effect
in press and on billboards, accompanied by reference to the
Constitution and George Washington. No effective answer is
made; €.g., Michigan went for Theodore Roosevelt in 1912, on
& third term candidacy.

(3) Unpleasant, unfriendly reception accorded Willkie
at factories under C. I. 0. influence has revived memories of
+ 1938 strikes and radical activities, In Lansing, Willkie
avolded C. I. O, plants because of this hostile attitude,

(4) Fruit throwing has evoked a reaction sympathetic
to Will'rl:*ﬂ.

(57 The purge of certain elements in the Republican
Party Convention is considered beneficial to the Republican
cause and its gubernatorial candidate.

(6) Many persons believe there is an understanding
between the McKay and Van Wagoner forces to help Vandenberg
and Van Wagoner, Comstock is supporting Willkie and Van Wagoner,
Democratic State Chairman has handled legal matters for utility
in‘bara!tﬂ.

(7) It is said that the Democratic cause was not helped
any by a statement (by Charles Hemans, Democratic Regent) that
the OGrand Jury was going to indiet & number of Republicans, I
am told the Grand Jury will not report until after the election,
This statement, however, made it look like a political inoulirv.

il S5 i ,,f"
X G ) 1
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_ ? EXECUTIVE OFFICE OF THE PRESIDENT f :
OFFICE OF {
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BUREAU OF THE BUDGET
WASHINGTON, B.cC.

November 25, 1940.

THE DIRECTOR

MEMORANDUM FOR THi PRESIDENT:

I have noticed Doughton's statement with
respect to the financing of the regular Budget
versus National Defense and we have started to
do some work along the line of your suggestion for

clasgifying the Budget.

: While we do not have all the figures care-
fully assembled I wish to call your attention to
the fact that it appears rather clear that the
ouwrrent conservative estimate of revenue for 1942
will cover the regular Budget and no small part of
National Defense.

Pending more detailed study of the subject
I wish to call this to your attention because if
it 1s true Doughton's statement is without point.
In other words, I think we can do very much better
than Doughton indicates and perhaps much better
than your statement to me would indicate if I
understood you correctly. [ I
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THE WHITE HOUSE 5« |
WASHINGTON ? ’

Selii

MEECRANDUE FOR
THE DIRECTOR OF THE BUDGET

B‘a’?zf 72'-@?

"mxihf" ‘

Hat oan I tell ¥r, Fiyma
about this? Please return the
endlostres with your reply.

F. 0. R

Memorandum to the President
from Hon. Edward J. Flynn, dated
June 30, 1941, recommending that
that the various Departmente
should put in the category of
'ggl:l.cr making poeitions" all
those who make $4,600 and over.

DECLASSIFIED
By Deputy Archivist of the 0.8,

B Y. 3. Stevart pate_JAN 191973



THE WHITE HOUSE
WASHINGTON

Octobar 29, 1842.

MEMORANDUM FOR
THE DIRECTOR OF THE BUDGET

hmtmu what
iﬂurmm ollwiﬂ;

1. Average enlisted strength
of .'I‘ur Tiscal year 1944 --
ﬁ'm,’ &

Average‘enlisted strength of
Hawy for fiscal year 1944 —-
1,500,000,

Average enlisted strength of
Harine for fiscal year
1944 — 310,000.

uurn[- enlisted strength of
cﬁ;’“ Guard for fiscal year 1944 --
.I'

ki Bt e sttt o

ter and

pL pu'p::u, Ir:ruu include
neg money personnel

about above the above figures.



THE WHITE HOUSE

WASHINGTOMN

Il

figure on not the

to be ordered well in advance

w

ﬂ-*l.r-rl‘l“htfu

higheat Foint which would be
end o m'ﬂlulrur

the

m i
533

F. D. R.
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EXECUTIVE OFFICE OF THE PRESIDENT L
BUREAU OF THE BUDGET
WASHINGTON, D, C.

0CT 27 1942

VEMCRANDOM FOR THE PAESIDENT

It hes been determined, with your approwal, that Amy and Mavy
ummmtmrmnwnummn-mmtnrm
sideration wntil about March 15, 1943, For mn purpeses, however,
1tnuh-numhh|uwm-bﬂl, , for inelusion in
ﬂ-ruﬂnhﬂgﬂ, mummﬂmﬂﬂmﬂ.ﬂ and
mﬂmﬂmmmmmmm-mm;ulm.
The basis of these sstimates is the average number of men who will
hmthumﬂfmum“ﬁltmuﬂmndldmum
o:thumhn-hhudmmmm;ﬂmu is therafors essential
the sarliest possible data,

334,
Coast Ouard, 164,560, Itiumtulurﬂumnmtqullmm:
or your endorsement whether theas numbers represmt proposed s i
at thc'nﬂ.m:l.n;o!ﬂanﬂmdlrrurlm. at the md of that year,
or an average for the year,

In order that we may have s basis for the proparation of estimates
for the 1944 Budget, what nmbers for the average enlisted strength
for the fiscal nulﬁundmnmthhhmuhdh;rm- 30,
1944 shall we use for tha Arzy, Navy, Marine Corps, and Coast Ouard?

et



THE WHITE HOUSE
WASHINGTON

Hovember 10, 1942 .

MEMORANDUM FOR
THE DIRECTOR OF THE BUDGET

Will you speak to me about
this?

F. D. R.
Enclosure

Wemorandum for the Prosident fres Hon. Harold D.
8mith, Director, Buresn of the Budpet, 11/9/L7,
in re imnlications of the aize of the armed
forces indicated in the President!s recent
resorandum to Mr. Smith establishing nusbers

of enlisted men for the Army, Wawy, Marine Corps,
end Coast Ouard &= & basis for the Army and Nawy
tudgets for the fiscal year 1944. Copy of
memorandua retained for our files.
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not be reduced below the lowest level consistent with the maxizmm out-
put of munitions, The requirements, a8 set forth in the first four
objectives, are uhr;lnudnnmlndﬂnnu_uh

& reduetion in cutpat. But this is not the whels pleture., The
m-ummum-mmmwm, food ;
othar supplies and additional merine tommage over pravisusly scheduled

Bimilarly -m-uﬁamumw
mmmicmﬂnmmwﬂhrm.
primarily naval shipbmilding, 'h-ltlﬂ.-lmhlhm-dzt
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and this imvel shipbuilding. If the & are provided, thay mmst,
in tamm, hl.l::d, and this reduces “'m-;-'m.hq
unad forces,

the
¥We all remmber the mursery jingle that for the want of a nail

pertad to the batile sones, and maintained in fighting trim, Tanks

Humfmﬂptmt,ﬁnkﬂhtuthulru-ﬁn
can decide the dmands of those in charge of warlous segments of the
war affort, esch of whom will tend to mecentuste the importance of
e particul ar contribution, and no one wmts to be in a position
where he aight be pointed cut as falling in his assigned task. Tet
the succesas of the whols affort can be mdmngered by oversmphasis on
eoze one featurs. Irntr:tnnhtﬂ.nmd.mtnmm-
businsss-as-usual basis, 1!'|pllﬂ!holﬂrlmlnthlhdfh'uﬂ.
if we produce vessels, planes, ssmunition, md other squipsent whish
cannot be weed, 1f we produce for lend-leass purposes more than we
can ship, then we will have defeated our purpose and mdangered the
entire war effort.

Tou should know, when you are called upon to make a decision on
& major issue, that manpower and preduction plans have been coordinated
and balsnced with Amy and Havy requirements and that these, in twrn,
have besn fitted into the war pattern we are developing with our
nu-mmtmm.-nuummmunzmrmmu. 1
believe that you should have direetly responsible to you s staff of
key individuale, military and civilian, with ne oparating responsibil-
itdes, hmlﬁmhmuﬂn:mmﬂhmm-num
relate to the war affort, Such a staff,
the many interrelated factors, would provide you with briefs of
altarnative solutions in crder that you might sct promptly and di-
rectly, unhsspersd by the need to
agencies. nmuun.r-mm.uuu:-mluuﬂh
to your attention all of the major elements that might be affectad
by your decision and mn evaluation of thess affects,

I should 1ike to discuss this matter farther with you,

:
;
g
5
£

(Bigned) HumoLD p, gy
Mrestor o
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THE \\‘HH’I HOUSE
WASHINGTON

 Hovember 19, 1942.

faad Lie best pefoge duriog this jege
m it will ok

il

FJOR
rv sads s boopat Into the, norriis

people, young men without a lot
of children are mimeo-
graph machines or blue-prin
machines where the work could
done Jjust as well by women or
older mbn. That is just cne
example of dozens of cases which
must be disclosed. The fact
remains that it is being said by
-thousands throughout the country

>
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EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET
WASHINGTON, B, 'c.

i, P ; November 18, 1942
Personal and Confidential Saggen -
MEMORANDUMN FOR THE PRESIDENT:

I dielike to write you a note in this vein, but I know no
other way of getting the issue immediately before you, After

reading your release on deferment yesterday, I confess that T
went home last night literally mumbling, I was so dumfounded,

After months of struggle with civil Service and Manpower,
we finally developed a procedure and a deferment policy for the
Ooverrment, . This is one of many things we have tried to do
without taking your time, This morming the situation is complete
chaos, and that is not too extravagant a word,

On the face of it, the release seems to deny - which I know
you did not intend - the whole basis of occupational deferment,
It seems to deny, too, the importance of cdvilian government,

I am sure that you do not want the military to run this country,
Yet, the effect may be just that, if we must attempt to maintain
& Federal Service composed of inexperienced, untrained, older
persons, As a result of the dilution which has already occurred
with the expansion of the Service, it is most important that we
retain experienced personnel, I can cite innumerable instandes
where in this office we have been able to be of great service .
to the military because we are civilians and, as such, can cut
through the military hderarchy, The person who drafted this
release - and as near as I can find, cleared it with no one

-Who has really been working with this problem = could not

possibly have had any clear view of what he was doing, I state
that categorically and unequivocally, d

While this is somewhat beside the point at issue, I may *
say also that I know many persons who have worked in the eivilian
government with such a senase of defeat that they are seekdng
refuge in the military services, where they take orders and are
free from the impact of much of the interdepartmental conflict,
Thelr point of view seems to be that they would prefer to face
machine guns rather than be deatroyed by degrees.

In short, the morale in the civil service, with all of
the sniping against "bureaucracy" that is going on, is as low

v “EPEE
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as a snake's belly, I think we need to do something fast to
recover morale, ra than de

further, I am in the position of insisting on clearance be-
tween the ts in matters 2 .
struggle to get agreement on various ssues, Executive Orders,
and so’forth, Yet as between the White House staff and the
Executive Office staff, we seem to have about the worst possible
situation on clearance,

I do not wish this memorandum to be a matter of record., If

you will tear it up, I will destroy the carbon, Nevertheless,
it comes from the bottom of my heart,

i)
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THE WHITE HOUSE
WASHINGTON

Hovember 19, 1942.
mﬁm FOR
' THE DIRECTOR OF THE BUDGET

Please talk with me about a
suggestion that the State Department
is trying to horn in on Hilo Perkins]
work —- trying to set up a similar
nrgar:intian.

Please also speak with me
about the thought of putting BEW

under the State Department when
peace comes, but not before.

ﬁp- S T C

No papers accompanied the original of this
memorandum to the Director of the Budget.
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EXECUTIVE OFFICE OF THE PRESIDENT g ;
NATIONAL RESOURCES PLANNING BOARD
WASHINGTON, D. c.

DEC16 1842

The President,
The White House.

My dear Mr. Presidenmt: _

We take pleasurs in transmitting herewith the report,
"Public Works and Rural Land Use". It is not desired that
this be transmitted to the Congress, but, because of some
public intersst in this subject, we would like to relesase
the report on or after December 20. If this meets with
your approval, we shall arrange the releasing procedurs
with your ssorstaries. | '

Sincerely yours,

pama

Att, Chairman
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v BUREAU OF THE BUDGET
WASHINGTON, D. .
FEB 81943
MEMORANDUM FOR THE PRESIDENT

mmmnmmmmmmmm“m,
mmﬂmmmummmmwtm
muumwhmmuum
Wilson, Mr, Wilson feels it is necessary for him to have control
of more divisions to fulfill his responsibilities,
In

any case, however, these tranafers of certain divisions
do not resolve the fundamental issues Should programs
be determined by the scheduling decisions of Mr, Wilson or by the
materials allocations decisions of Mr, Eberstadt? Nor do they
resolve the lack of unity, vigor, and definite policy by WPB as
a whole,

Thuﬂﬂimtlmlhluh.mnnhcthrtnpnﬂmhh
tasks, yet it creates new difficulties in that the control of
closely related operations are divided between two strong person-
alities lacking in mutual confidence, Feelings are running high
mmmmmummmnummm

mtrmtlrordivuiomhd:wrurthutmm ecan not,
in my opinion, solve present difficulties,

)
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EXECUTIVE OFFICE OF THE PRESI ‘\J“’

BUREAU OF THE BUDGET
WASHINGTON, D. €.

PERSCRAL AN -

HEMORANDUM FOR THE FRESIDENT:

This memorandum is in the pature of a progress
report on the War Production Board.

Helsen's agtion in releasing Eberstadt and
unifying WFB's role in the produstion ploture under
the direction of Charles Wilson has had most sotis-
factory results. For the first tisme in a year, we
have the opportunity to get & clean-cut organiesation
and administreticn of WPB. The Buresu is elraady at
work with the WFB to effect needed changes. Prelim-
inary discuseions indiecate that duplicating functions
within the crganization can be eliminated with great

paving in personnel. -+ II.I' T R R
There is only one bing note to report.

Fashington is full of stories that Baruch is to
succeed Nelson. It seems to me that st thism parti-

" cular time any further changes in WFB would be unwiss.

Heleon's removel in favor of enyone other than Wilson

‘would indieate that he hed been removed because of

hig dismipsal of Ebarstadt.

It is necessary that undivided sttention be
glven to the recrganigation of WFB right now for
the reascn that the estimate for 1944 must be pre-
mnext 30 days. Any changes which
loes of time will pardcusly handi-
cap WFP in making an adequate presentaticn of its

SR ey A
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THE WHITE HOUSE
WASHINGTON

COPY - Longhand memc &n the
Preeident's handwriting sent to
Director Smith 4/10/43

"H. D, B.

31,000,000 new well for Alanka.

F. D. R."
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THE WHITE HoOUSE |}5
WASHINGTON
July 3, 1848,
MENOMANTTN POR

Please take this up in
great oonfidence with the

Bsoretary of Btate and, if
be and Nr. Byrnes and you

AgTes, YOuU NAY prepars s
papers and I will then sall
in the Vice Prealdent and

Bsaretary Jones.

F. DR

Memorandum to the President from
the Director of the Budget, dated
Feb. 8, 1943, re Unification of Our
International Economie Operations
together with memo of runnulmti'.nm
from Judge Rosenman, dated March 18,
1943, and letter from Dirsotor
Byrnes with recommendations, dated ,

July 1, 1843.

-
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EXECUTIVE OFFICE OF THE PRESIDENT M

BUREAU OF THE BUDGET
" waABMINGTON, D, €.

OFFICE OF
THE DiRECTON
Q’n September 29, 1939,

MEMORANDTM TO THE PRESIDENT:

Mr. Erownlow agks me to tell you that
agreeables to your suggestlon he has seen Senator
Horris and hos told the Senastor that a cartain
matter is in the lco-box mnd will not be taken
out untll after further telks with the Senstor.
The Senator was much pleassd.

%u#{! 'E;.‘%"L'.&r-ﬁ_
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; EXECUTIVE OFFICE OF THE PRESIDENT A i

BUREAU OF THE BUDGET

o WASINGTON.D.C. 1 JUN-T 194D ¢
bl and palva qgrecy, Ilesise in fiy
il 3 =3 4 i RF e 3 b L O 37 o D) DX
1 y s : JOI5 5,000 for the whetlon of phaorte, Dol

T T a—

We have been deferring action for several weeks on the 1943 appropri-
ation requests of the several agencies of the Govermment dealing with war
information in antiecipation of your approval of the Executive Order conscl-
idating several of such agencles, Since the time for presentation of these
estimates to Cangress is now growing short, I should 1ike to bring to your
attention several of the problems raised by the estimates of these agencies
whlch in many cases are carrying on parallel activities. The estimates in-

volved are:
{1; Division of Information ; $ 5,424,773
(2) Office of Facts and Figures Ly3L5,
(3) Office of Civilian Defense 1,000,000
Eh Coordinator of Information 20,000,000
5) Coordinator of Inter-American Affairs 11,000,000

I have wished to avold transmitting to Congress estimates of this
character in view of the cbvlious duplication of functions and conflict of
information pclicies and objectives which are involved in these budget re-

quests,

Scme of the apparent wealmesses inherent in these estimates and

basic issues which Comgress will undoubtedly raise are:

(1) Taken together they represent a wasteful use of media, particularly

(2)

in the field of radio, There is still no authoritative and over-
all policy with reference to Govermment use of radio facilities,
Three separate dommestic and two foreign programs are proposed by
the estimates, Thus OFF requests funds for a daily radio program

on war activities; similarly, the Division of Information requests

436,000 for a weekly radio program to report on the war program,
The Coordinator of Information proposes $8,300,000 for short-wave
broadcasts and Nelson Rockefeller has a similar program for South

America,

It seems to me that all of these radio programs must

be presented to the Congress as parts of a unified whole rather

than as

unrelated segments.

Likswise in the field of movies, all of the above agencies are

planning
othersa,

38 movie
Jecta,

their omn programs with little relationship to the
Thus the Division of Information proposes a total of
releases for next year covering a wide variety of sub-
0CD has a program involving 27 movies, many of which



overlap with those of the Division of Information in

such fields as rationing and salvage programs, Likewise in the

3)

(4)

foreign field, Nelson Rockefeller has been allowed §2,600,000
and COI requesta §1,053,000 for the production of shorts, news
reels and featurs plctures, which will be released not only in
foreign coumntries but in the United States as well,

All of the estimates entail a blisgard of news releases, news
pictures, and special subjects. Thus the CIAA now has a ploture

magasine " for distribution in Latin Mmerica and the
Coordinator of Information es & mimilar for distri-
bution in the rest of the wo All of the offic

a8 are
elaborate poster campaigns, Many other evidences of direct dupli-
cation could be cited. i

In the field of intelligence, OFF requests §2,000,000 for the
purpose of keeping in touch with publio opinion in this country
has ignored the existing facilities of the 0ffice of Govern-
t Reparts and similar agencies. OFF also proposes to keep
touch with forelgn propaganda, thus duplicating the fields
ready covered by COI and CIAA,

BERE

The result of sulmitting these estimates to Congress for separate

Hﬂnﬂm would be to eontinps the present chaotie war information
pituation,
to raise the storm whioch would inevitably follow the submittal of these
estimates which so obviously indicate a lack of integrated palicy.

I don't believe it advisable to give Congress the opportunity

)
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THE WHITE HOUSE

'_' WASHINGTON

Septeder 21, 1043
MEMORANDUM FOR
“i “.F 'rll BYRNES;

This go#s with the other
Teoommendation I sent you,

r- F-H.

Memorandum for the President from Hon. Harold
Smith, Director, Buresu of the Budget, 9/16/43,
in re foreign economic set-up. Copy of
memorandum retained far our files,
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(Bigned) BAROLD D. SNITH



“Pudgt lder

May 20, 1941,

Dear Haroldp -

I have your confidential memoranduns
about Lubin and, as you have requested, I have
dsstroyed 1it.

I think you are under a misunder-
standing about Lubin because he is not to act
ag a liaison or a coordinating person in
way. He 18 going to do some purely
statistical work fcor me. I, of course, have
known Lubin for many years and have t
confidence in his ability and int ty.

I appreclate your thoughtfulness .
in writing me as frankiy ag you 414, and I
hope I have reliaved your mind of any pie- °
coneeption you may have had of his work here.

Always silnosrely,

Honorable Harold D. Saith,
Director of the
washington, D, O,
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MEHORANDUM FOR THE FTLES:

Memorandum for the President, from Hon. Harcld D,
Saith, Director, Buresu of the Budget, 11/10/47, in re Troop Basss
for A1l Services for 1944, murkea "Secret”, und on which i3 notption
"0.K., FDR", secret memorandum "Total Active Duty Military Personnel
of the Armed Forces Actual on June 70, 1947 snd Estinmatated to

une 30, 5", secref memorandum for the Presfdent from Admiral
Williem D. E!l_q, 119//43, in re Trgop Basas for all Service for
1944, on which 15 notation "U.K, FDR", returned to Hon. 1d D.

» Director, Buresu of the Budget.

11/13/47
hms

fNote - On the memorancum "Totsl Active  luty Wilitary Personnel

of the Armed Forces hcwtsl on June 30, 1947 and Estimata to

June 30, 1945", tne President chenged the figures on "Est, June 70, 194%w
from 3,554,072 for the Navy, to 3,000,000, snd of the Murine Corps

from 547,000 to 450,000.)



THE WHITE HOUSE
WASHINGTON

November 10, 1943.

MEMORANDUM FOR
THE DIHECTOR OF Tk BULGET:

What were the previous and
present estimates? Please let me know
by tomorrow morning.

F.D.H.

. Secret memo Nov. 9 from sadmiral Lea
re! Troop bases for all services for 1944

DECLASEIFIED
By Depaty Arohivist of the 0.8 (73
By V. J. Btewart M
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EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET _
WASHINGTON, D.C.

DEC 81943

LY

MEHOBEANDUM FOR THE PEESITENT

Tor some time I have felt that the Burean of the Buiget
could be more effective if it were Detter informed eoncerning
actual comditions in theatres of operation. Despite staff
limitations, I believe we have done a fairly good job of field
inspectien in continental United States. However, aside from
maintaining an observer in London and conducting a field in-
vestigation of economlo operationms in North Afrios, we have
been almost totally without facilities for obtaining first-
hand kmowledge of conditiens in the various theatres. I fesl
that such knowledge would enabdle us to do mmoh better work on
the 1945 War Agencies' btudget, to have a sounder basia for
glving advice uwpon war and post-war legialation, and to be of
greater assistance to the ¥War and Navy Departments, especially.

. Accordingly, with your approval, I plan to have two members
of the staff of the Burean of the Budget visit the major theatres,
covering substantially the same ground as that covered Wy the
Benate Committes. The men Bakcing the trip will be Lt. Ool. D. L.
Robinson, Jr., who is detailed in charge of the unit that handles
War Department estimates, and Mr. L. ¥, Hoelscher, assistant
chief of our Divisien of Administrative Management .

4

g



~ THE wr;m Hdr._rli- I
WASHINGTON :

. January 5, 1944.
- THE DIRECTOR OF THE BUDOET:

I think Henry Morgenthau, Jr. }
is right, and that I agree with him. |
Please speak to me about this before

anything like what he says goes into
print.

F.D.R.

Transmitting copy of letter which the -
President recelved from fhe Secretary of

the Treasury, 1/5/44, in re proposed Budget
Messaga, Originsl letter retained for our
filesn.
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THE SECRETARY OF THE TREABURY
WASHINGTON

January 5, 1944

My dear Mr, President:

The Bureau of the Budget has submitted
to the Treasury its first draft of the
proposed Budget Message which, I under-
stand, you contemplate sending to Congress
the middle of next week. In this draft

of the Message there is a recommendation
that Congress provide legislation which
wnu%d inaugurate a program of compulsory
savings,

You and I have for some time been
publicly opposed to such a grugram. I am
still opposed to it and so far as I know
you are also., I believe that we have
demonstrated beyond doubt our ability to
raise the necessary funds with which to
finance the war through voluntary means,

On the assumption that.you.are still
in favor of the voluntary method of raising
funds, I would appreciate it if you will
advise the Director of the Bureau of the
Budget to this effect. I know that you
apnreciate the importance of this matter

- in view of the Fourth War Loan Drive which

will commence on January 1€,
Faithfully yours,

The President, -

The White House.
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EXECUTIVE OFFICE OF THE PRESIDENT @ F

BUREAU OF THE BUDGET
WASHINGTON, D. ¢.  (25)

THE DiREGTOR | Merch 29, 1944

MEMORANDUM FOR THE PRESIDENT

On_account of the delicate administrative
balance which Joe Eastman rather successfully
maintained between ICC and ODT and because his
death creates two vacancies - the filling of
either one of which presents some touchy admin-
istrative problems - I would like very much to
have the opportunity of talldng over the situa-
tion with you before you take action,

1 meke this suggestiofi because you may not
have from other sources the information I have
in mind, and because, without troubling you, I
have during the past year helped, in at least a
small way, to keep a small controversy from
developing into one of proportione.

oy
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EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET
WASHINGTON, D.c.  (25)

OFFICE OF

THE DIRECTOR May 2, 1944

' Personal and Confidential

A
erm ;

MEMCRANDUM FOR THE PRESIDENT

If I were just a citizen of this country with
no official responsibdlity in the Government and if
the President of the nited States were to ask my
advice in the matter, I would have a suggestion with
respect to filling the position of Secretary of the
Navy.

While T am not in the hypothetical position
mentioned above, I do lnow something of the problem
which the President must face in choosing Republicans
for the Cabinet, So I am prompted to suggest that
you might consider as first cholice a man whose name
begins with "™ and as second cholice one whose name
begins with "S" - and the latter name is not Smith,

Tty
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My dear Mr, President:

Iulnﬂ.ﬂﬂtﬂthGWchlmndmltwﬁnmﬂ
I am particularly conscious of the load that the President must carry
during war, Therefore I am reluctant to congratulate you wpen your
re-election, but I feel strongly that the people of country are
to be congratulated upon their deecision. A1l along I believed that
the decision was of tremendous importance not only to this country
but to the whole world, and its importance increased in my mind as
the campaign went on, Now the decision is overwhelmingly made, And
it is at this time that I want to reaffirm my sincere loyalty you
and my great confidence in your leadership,

In my judgment it is very important to the country, because it
is essential to the full success of your administration during tha -
next four years, that you realign top personnel, None of us can be
8 judge of his own merits although we may be critical of others.
Much can and should be done to improve Federal administration and
thus increase the confidence of the people in the effectivensss of
their democratic govermment,

One critical need is a thorough reexamination of the Executive
Office of the President. For several years Yyou have not been able to
glve this matter careful consideration because of the many other press-
ing problems before you. Now, however, the conflicting delegations and
assumptions of authority are compounding trouble for you, The prestige
of both the White House and the Executive Office, in their relations
with the operating agencies, is involved. The agencies complain in-
creasingly and sometimes use Executive Office fumbling as an excuse
for going their cwn way, thus in part creating the atmosphere of
disunity about which there is complaint, Central executive direction
is not only important during the war but will be more important than
ever before in the postwar period when the Government will be ealled
upon to solve pressing domestic problems,

I assume that every top official in the Executive Office is as
reluctant as I am about bringing these matters to your attention for
fear that in doing so we may disparage in some way our fellow-workers,
There are times, however, when organization puts an unnecessary strain
on personnel, .I believe that history will show that your greatest con—
tribution to Federal administration was the conception and establishe .
ment of the Executive 0ffice of the President, The great contribition

which can be made during the next four years is to organicge that Office
in such a way that it will be an effective instrument of management,

November 9; 1944

T |



Because I feel that every top-ranking Presidential sppointee
should submit his resignation at this time so that your hands will

be perfectly free to make new choices and in order to clear the
way for reorganization of the Executive Office, I herewith submit
my resignation to be accepted at your pleasure,

Sincerely yours,

i)

The President
The White House
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THE WHITE HOUSE
WASHINGTON P’SF
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Aprid 9, 1§48.

MENORANDIM FOR
THE DIREOTOR OF THT BUDGET

nmmﬂﬁh-nﬂ_-l*-
Byrnss as sesoret. I wish you would
have & talk with him as quickly as
possible and I will take 1% wp when
I get back. He and you Know more
about it than any other people in
Washington.

F. 0. R
Uemo of 4/8/45 for the President from Hem.
Jn:d?. L 8, ard memo of 5/14/45 from
Hom, D. Smith, attaching copy of

¢ i
1tr of 5/5/45 from Ben. Bobert F. Wagner, |
ro planning for @ million postwar jobej 4
copy of Becond Repart of the Director of J
War Mobilizstion and Reconversion encl.

" DEOLASSIFIED ad
By Deputy Archivist of, the 0.8. ]
By V. J. Stewart Date_JAN 19 B?
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