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Henry Edmiston Year 1941,

Deficit

The deficit for the fiscal year 1941 is estimated at $1,716,000,000,
To obtain this figure, however, new taxes of $4460,000,000 and the recovery of
$700,000,000 surplus funds from Governmental corporations are proposed., The
deficit is about $2,220,000,000 below the $3,930,000,000 scheduled for the
current fiscal year 1940 and, with the exception of fiscal year 1938, is
below that for any fiscal year since 1530,

Expenditures

Ordinary budget expenditures of $8,L2l,000,000 show a de¢line, of
$675,000,000 from 1940, despite increased expenditures of $300,000,000 for
national defense, The President, in a review of fiscal policy, strongly
defends the policy of eompensatory Govermment spending and believes that
recovery has progressed to a stage that a reduction is now possible in over=-
all expenditures. The reduction, however, should consist of a gradual teper=-
ing off rather than a sharp curtailment and he cites the experience of 1937
when the too abrupt reduction in Goverrment net expenditures was a factor
precipitating the recession which occurred at that time, The revised esti-
mates for 1940 presented in this message indicate that expenditures from
Januery to June will be at a very high level. The President challenges those
who utter "glib generalities to the effect that if one has but the will to do
so anybody can reduce Government expenditures by vast sums sufficient lmmedi=-
ately to 'balance the budget'.., to have the courage and honesty to specify
where reductions should be made", He is satisfied that no lower expenditures
can be attained in 1941 without "impairing the efficiency with which laws are
administered or of working undue hardship on individuals and economic groups.
I refuse to accept the responsibility of adopting either course,"

As the expenditure recommendations are predicated upon sustained
recovery, the President states that if the hopes in this respect are not
realized he may request additional appropriations, particularly for relief
and agricultural parity payments,

Receizts

The estimates of regular receipts for 1941 of $5,548,000,000,
exclusive of appropriations to the old=age and survivors' insurance fund,
represent an increase of $380,000,000 over 1910 but are somewhat bolow 1938,
The failure of receipts to show a larger gain is attributed "partly to the
inevitable lag of tax colleotions behind increasing incomes, and also partly,
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it is fcored, to an impairment of the productivencss of the tax base arising
from the revisions in 19323 and 1939 of corporate and individual income and
copital-rains taxcs™, This would appear to rofer chiefly to the repeal of
the undistributed-profits tax,

Now texes

The President recommends thet Congross imposc additional taxes to
yicld $460,000,000 in the fiseal year 1941, or enough to cover cmergency
nationnl defense expenditures in fiscal years 1940 and 1941, While the
Prosident does not specify particular types of taxes, he states that he hopes
"Consress will follow the accopted principle of good taxation, of texing
according to ability to pay, and will avoid taxes which decrease consumer
buying power®,

Since increcased taxes on corporate and individual incomes of 19,0
would bec reflected in income tax receipts of the fiscal year 1941 only during
the period Harch=Junc, it would be necossary to provide additional income
taxes of cbout $850,000,000 on a full=ycar basis in order to obtain $460,000,~
000 in thc fiseal yoar 1941,

Roturn of surplus funds from Govormmental corporations

The Preosident proposes to reduce the capital funds of various Gov-
crnmental corporations (without specifying which ones) by an aggregate figure
of §700,000,000, Some of these funds would bc received by the Treasury as
miscellancous receipts, while in other cases they would appecar as credits to
oxpenditure items and would, in certain cases, bc held in revolving funds for
now subscriptions to stock when, as, and if needed.

Public debt

The message indicates that the deficit between now and the end of
fiscal ycar 1941 will be met by a reduction in the working balance to
$1,000,000,000 and by an increase in the public debt to $L4,939,000,000,
consequently the statutory debt limitation will not quite be reached., Owing
to the growth of special issues in various trust funds and sales of United
Statos Savings bonds, it may be inferred that no new cash offerings of direct
open-market securitics would be necessary from now until June 1941 end that,

in fact, =~ . it would be necessary to have some net reduction in
prcsent outstanding open=market direct debt in order to avoid exceeding the
limitation.

The President discusses the helf-truths involved in & bald state~
ment of the amount and of the increase in the public debt. He points out
thet although the gross debt amounts to about $42,000,000,000, the Government
hes $7,000,000,000 of cash, gold available for debt redemption, and proprietary
intercst in Govermmcntal corporations, In addition, there¢ are billions of
dollars worth of durable tangible asscts that arc a real offset to the dobt.
Whilc the public debt has increased substantially since 1933, the burden of
the combined total of public and privatc debts has decreased. Liorcover, the
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Foederal Government has spent $17,000,000,000 in this period for local relief,
work relicf, ond local public works which formerly were considered the sole
rosponsibility of States and municipelitics,

Other recommendations

The rccommendation in last yearts budgot mossage of capitalizing
certain exponditures that have proved to be sclf-liquidating is renewed, 1In
accordance with this rccommendation, it is proposed that the requirements
for new sclf-liquidating loans of the Rural Electrification Administration
be met through funds advenced by the Reconstruction Finance Corporation
instcad of by direet appropriation, Also the President suggests that special
scrvices and recroational facilitics provided by the Govermment should be
placed on a more sclfe-sustaining basis by charging small fees from those who
use tham.

Noto: A more detailed annlysis of the budget mcssage will be prepared in the
near future.
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