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under separate
cover

As reported in my despatch No. 46 B
of the 10th Jenuary, 1940, the ‘resident has now
Gelivered his budget messaze to the Congress, and
1 have the honour to enclose herein a memorsndum
by the Financial Adviser to this Zmbassy on the
sub ject, together with coples of the budget itself,
2. Copies of this despateh and of the
enclosures are being sent to the Nigh Commisslioner
for the United Kingdom in Cenada, the Prime
Minister of Australia, care of the Dominions Crffice,
His Majesty's Treasury and the Department of
Overseas Treade.

I have the honour to be,
with the highest respect,
iy Lord,
Your Lordghip's most obedient,
hunble servant,

(560) LOPHIAM

The Right Honoursble
The Viscount lialifex, K.O.,

etc.,

.‘o' . .t‘.
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the Congress on Jamuary 3rd, 1540. Copies of the
message with summary statements, end of the full budget
are snnexed, ?
2. The table below atates the budget totals for
the years from 1951 onwards. A waterial change hss

been made in the form for 194l; by reason of the fact
thst the former old age reserve sccount hes now been
converted into a trust fund, the transfers to this

fund out of the proceeds of the PFedersal insurance
contributions (former Sceial Security taxes) are now
deducted from the revenues instead of being added to

tha expenditwres., Por purposes of compsarison
corresponding deductions have been made in the teble

below back to 1937 when these transactions begen. The
amounts deducted are shown in brackets in & separate
column in order to show the reconeilistion with the

teble in kr. Mallet's despatch sbove guoted.
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3,190 i - 481

S =

2,008 : 2,680

1933 2,080 1,78¢
1934 3,116 6,011 2,895
5,800 7,010 - 5,210
1936 4,116 8,666 - 4,660
19357 5,029 8,177 (2685) 3,148
1938 65,855 7,289 (387) 1,%84
1939 5,168 8,707 (503) 3,642
1940 5,166 9,099 (887) 5,938
(.eot. )
1941 5,548 8,424 (603) 2,876
(est.)
e The following teble glves some detalls of

the comparative figures for 1940 and 1941, Owing to

changes in clsssification some minor details in the
division of expenditure between agriculture on the
one hand and recovery snd relief on the other hand in
the original budget for 1940 have had to be guessed.
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Transfers to old

age trust fund 570 837
2088  SalSS
Zxpenditurs
Legislative, Departmental
ete. 918 1,029 990
General Public Works 586 688 641
Rational Defence 1,520 1,519 1,840
Alds to Agriculture ™7 1,317 904
Penslons, Social
Seeurity 897 829 998
Recovery and reliefl
Aids to Youth 2,468 2,190 1,656
Interest on debt,
and miscellaneous 1,459 1,428 1,496
8,425 2,009 8,424
Net C 2386 2858 2,876
4, As regards the revised estimates for 1940,

the chicf changes are the incresses in estimated

expenditure on national defence and on sids to agriculture,

gnd the reduction in the estimated expenditure for

recovery and relief, The increased defence requirements

have arisen of course from the outbreak of war, the

realisation of the defective state of the United States

eruy, and the desire to strengthen the navy sgeinst all
eventualities; they will be covered by a deficlency

appropriation bill now before the Congress. The increase



and the necessity of replacing the losses mm by

the Surplus Commodities Corporation emounting to $120
million. A emall increase has occurred in general public
works, due prineipally to additlional appropriationhs voted
by Congress for river and harbour works and military
buildings, The reduction in the estimated expenditure

for recovery and relief arises from the improvement in
conditions since the outbreak of war, though the précise
items in the budget affected cannot easily be traced.

The expenditure for 1940 will be the highest
in the history of the Union, The deficit will be the
largest but for that of 1936, the Veterans Ponus year.
At ©5,900 million, the deficit will be very near the
forecast given in paragraevch 14 of my memorandum ol
23rd August, 1939 (Washington despatch No. 972 & of
29th August, 1939.) It is no doubt the increase in
defence expenditure which has falsified more recent
prophesies of a lower deficit.

Since the 1940 deficit will be financed by
drafts on the Trcasury Oeneral Fund estimated at (1,160
million, the increase in the public debt will be
restricted to sbout 2,800 million.
5. For 1941 the principal changes are a further
incresse in the provision for defence, a reduction in
agricultural expenditure to a point somewhat sbove the
original 1940 estimste, and & further reduction in the

provision for recovery and relief.
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approximately (800 million each year.

To compensate for the inoreasing defence
charge and to meke a beginning in the direction of
balancing the budget, the other budget items have been
severely pruned wherever possible. As regards
asgriculture, the Fresident has once again refused to
insert the provision for parity payments to famers,
and the non-recurrent item for the Surplus Commodities
Corporation has dropped out; some inerease however
has been made in the provision for certasin other
agricultural services. The provision for recovery
and relief hues been substantially cut from {2,468
million (original 1940 estimate) to 1,566 million.
The President, in his budget nepsage gives the number
of persons to be kept on the rolls; these together
with the comparable figures for 1940 are as follows:

1940 4
Worke Projects
Administration 2,000,000 1,560,000
National Youth
Administration 775,000 600,000
Civilian Conservation Corps 261,000 230,000
Total 3,066,000 3.1”.“
1 E——1

This represents sn almost startling cut, though the
President s usual keeps open the possibility of
asking for further asppropriations for recovery and
relief during the course of the year., No such
sdditional/



be something of a shot im the dark.
6. At this point the President begins playin
tricks. Like a conjurer he suddenly produces a sum of

4700 million in the formm of surplus funds which can be

-
ool

handed over by government corporations to the Treasury
in reduction of the budget deficit, NHo details are
given regarding this sum and there is nothing at present
to show whether the govermment corporations, if they
are to be in a position to repay their borrowings from
the Treasury, may not have to reborrow at least part of
the sums on the market, If this should prove to be so,
the device will merely be one to enable the govermuent
indirectly to obtein funds from the warket without
inereasing the part of the public debt which is
subject to the 45,000 million limit.
e Next the President proposes that Congress
should vote incressed taxes in 1941 amounting to 460
million, eguivalent to the emergency defence
expenditure estimated for the two years 1540 and 1941.
The President makes however no specific recommendation
as to how this sum should be raiged; 1t is a
substantial amount representing very nearly 107 of the
existing income, estate, and excise taxes.
8. By this meeans the President succeeds in
reducing the budget deficit from the figure of (2,876
million given in parsgraph 3 above to $1,716 million,
This figure is nicely calculated so that, as far as
can be estimeted, the public debt will just fail by a
comparatively narrow wargin to reach the (45,000
million/
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voting

statutory limit to the debt,

%, A reading of the President's budget nessage
leaves a curious impression of irresponsibility. After
remarking that in 1957 the government curtailed its
expenditure too abruptly he goes on, without any attempt
to go below the surface of the gquestion how far

expenditure can be cut without causing a setback in

business, to propose in sn almost dilettante fashion

: "‘:1 that the deficit should be cut by about half as a trisl.
‘fi He pays 1lip service to the view that while government

: ‘ ? borrowing in times of slump is salutary, the government

] | should repay its borrowings in times of preperity. Even

,‘: the reduction of the deficit is not real since it depends
.

in part on a juggle with the funds of the government
agencies., The economic srgument in the message is in
reality besides the mark as it is obviocus that the budget

figures, after allowing for increased defence expenditure,

S

have been constructed with a single eye to keeping the
debt during 1941 within the statutory limit and putting

E_?i =

the Congress in the dilemma described above.
10. The reactions in Congress have so far not

-
0

; been very definite. Vhile the deficiency sppropriation
Tor defence in 1940 has been voted with few dissentients
in the Houge and will probably pass the Senate without
serious difficulty, the “resident's manoeuvre on the
1941 budget 1s so plain that no-one is going to be
caught by 1t at this stage. The position may change
when the various component parts of the budget come up

in/
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Treasury as regards the expediency of introducing
new form of processing taxes to provide fands for
parity payments. So far the Treasury snd the President
have held to the view that there should be no fresh
taxation "which decreases consuner buying power"., If
this weans, as it apparently does, that there should
both be no new processing taxes, and that there should
be no inerease in excise taxes, it is difficult to see
how the sdditional ¢460 million of taxation proposed
by the President is going to be raised, since it
would represent en addition of no less than 20 . to the
income and estate taxes alone. There are in fact
reports in the press that the Administration is
considering the effect of an over-all incresse of 10
in the income tax, but the rates of tax on large
incosies are already so high that this is next to
impossible. The Treasury has, it is true, made an
exhasustive study of the tax structure under the
direction of Mr, Hanes, but Congress has shown
reluctance te approsch the subject in & radicel manner,
and this reluctance will be especially strong in the
election year. It seemns sltogether improbable in fact
that Congress can be brought to jump this fence,
11l. For the present the leaders of the
opposition in Qongress cannot very well express any
disapproval of a budget which goes so far to meet
their objections to contimued deflicit spending. Senator
Harrison, Chairman of the Senate Pinance Commlittee,
has/



proponl hnbmmnmdy mem
but it is improbable that the jealousies of the
members of the House Committees will allow it to pess

there. On the other hand the House Appropriations
Comnittee hes instructed 1ts sub-committses not to
report any appropriations exceeding those in the
President's budget. Thie may be however merely a
manoeuvre to defeat Senator Harrison's proposal and to
cover up for the time being the dissensions which are
bound to arise later both with regerd to the levying of
new taxes and with regard to the cuts in asgricultural
gervices., The teat on this latier point will as usual
ocour rather in the Zenste, where the esgricultural
fitates are relatively more strongly repregented than

in the House.

(46D) 0. H, 8. PIRSINT

16th Jsnuery, 1940,




