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F E D E R A L R E S E R V E S Y S T E M 

Office Correspondence Date December 31, 1&7 
T o Chairman Eceles S u b j e c t - E r e v i e w o f budget estimates 

Messrs* Thomas and Young f o r f i s c a l years 19U8 and 19U9* 

The attached memorandum gives a preview of revised 
budget estimates f o r f i s c a l I9U8 and l i k e l y - o f f i c i a l estimates 
f o r f i s c a l 19k9* 

At continued high l eve ls of employment, income and 
taxes, the prospect fo r the current f i s c a l year i s a f i n a l surplus 
of jus t under 9 b i l l i o n d o l l a r s , and f o r f i s c a l 19k9> a surplus 
of j u s t over t h i s sum« 

I f i n f l a t i o n a r y pressures r e l a x during the coming year , 
but without downturn i n t o t a l na t iona l product, a t a x reduction 
of say $ b i l l i o n do l la rs could be made and s t i l l leave a budget 
margin of k b i l l i o n do l la rs f o r fu r ther debt re t i rement* With a 
moderate decl ine i n t o t a l na t iona l product and t a x y i e l d , and the 
threa t of cumulative de f l a t ionary developments, t ax reduct ion 
costing at l e a s t $ b i l l i o n s would be essent ia l * Depending on the 
t iming, such reduction might only r e s u l t i n a small budget d e f i c i t 
f o r f i s c a l 19b9» 

The attached memorandum also indicates a desirable program 
of t a x reduct ion, considering p o l i t i c a l f e a s i b i l i t y , i n the event 
of the appearance of de f l a t ionary tendencies during the next year 
and a h a l f * 
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O f f i c e C o r r e s p o n d e n c e p a t e ^ . o ^ o r 192*7— 

To_Hc—lojung Snhjert; Revised Budget Estimates for 

f j r ^ t n Walter F . S t e t t n e r Fisnal IQlfi and the Budget for Elsoal 1914.9 
w 0 

Tho President w i l l issue revised budget f igures for f i s c a l 1948 
and the budget for f i s c a l 19̂ 4-9 on or about January 12. Pending the release 
of the o f f i c i a l f igures some estimates may be ventured here, taking in to 
account developments subsequent to the o f f i c i a l estimates of l as t August* 
The most important development since then has been the continued increase 
i n nat ional income. I n addit ion there have been requests for addi t ional 
expenditures i n the f i e l d of in ternat ional a f f a i r s , p r inc ipa l l y for the 
Mar shal l plan. 

Addit ional Expenditures f i s c a l 19i|B 

Increased expenditure estimates for f i s c a l 19l|3* pr imar i ly i n the 
f i e l d of foreign a f f a i r s include ( l ) a request f o r 597 m i l l i o n dol lars fo r 
short-term r e l i e f a id to France, I t a l y and Austr ia ; (2) a request of 6*8 
b i l l i o n dol lars to finance the f i r s t 15 months of the Marshall Plan (European 
Recovery Program), beginning A p r i l 1, 19^48* and (3) a request for a supple-
mental appropriation of 490 m i l l i o n dol lars to finanoe increased occupation 
cost of Germany, Japan, and Korea during the balance of the f i s c a l year. 

Of these three requests, the special session of Congress which 
adjourned l as t Friday granted ( l ) and (3)* although not i n the f u l l amount* 
Congress authorized the f u l l 597 m i l l i o n dol lars requested by the Presi -
dent for in ter im aid but appropriated only 5^0 m i l l i o n dol lars of whioh 
18 m i l l i o n dol lars were earmarked for aid to China. I t also reduced the 
addi t ional appropriation for Army occupation costs from I4.9O m i l l i o n dol -
la rs to 3I4.O m i l l i o n dol lars . I t i s possible, however, that i f these 
appropriations should prove inadequate, the f u l l amounts may be restored 
l a t e r . 

The 6.8 b i l l i o n dol lars requested by the President for f inancing 
the f i r s t f i f t e e n months of the Marshall Plan are 700 m i l l i o n below the 
7*5 b i l l i o n mentioned e a r l i e r by Secretary Marshall for the same period. 
Although no deta i led breakdown was given by the President, i t may be assumed 
that around one b i l l i o n dol lars would be spent during the f i r s t three 
months and would be included i n th is year1 s budget. Thus, the t o t a l addi-
t i o n a l outlay for in ternat iona l a f f a i r s for the current f i s c a l year would 
be around 2 b i l l i o n dol lars . 

Conf ident ia l Budget Bureau Estimates f i s c a l 19l|i8 

Despite t h i s increase i n foreign a f f a i r s expenditures a recent 
conf ident ia l Budget Bureau estimate leaves t o t a l ex enditures for f i s c a l 
19ijB at the August l eve l of 37 b i l l i o n do l lars . I t assumes an increase 
i n in ternat iona l a f f a i r s expenditures of only 1*3 b i l l i o n dol lars , p r i -
mari ly because only 500 m i l l i o n dol lars are included for expenditures 
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under the Marshall Plan during the current f i s c a l year. Of fse t t ing a 
large pafrt of the increase i n a deoline i n expenditures for veterans. 
The conf ident ia l Budget Bureau estimate puts the e ^ e n d i t u r e for veterans 
at 6 .9 b i l l i o n dol lars as against 7*5 b i l l i o n do l la rs i n the August budget. 
The main reasons for t h i s assumed decline are considerably smaller ex-
penditures for readjustment and educational benef i ts and the exhaustion 
of unemployment benef i ts . Other small declines below e a r l i e r estimates 
are now expected i n expenditures for housing, education, and agr icu l tu re , 
but no exact breakdown i s ava i lab le . Outside the in te rna t iona l f i e l d the 
only other upward rev is ion i s i n the f i e l d of t ransportat ion, p r i m a r i l y f o r 
highways, r i v e r s and harbors. The revised Budget Bureau estimates are 
shown i n Table I . 

Since some of the conf ident ia l Budget Bureau estimates seemed t o 
be rather on the low side and involve a considerable change from e a r l i e r 
estimates, i t would appear that a more r e a l i s t i c estimate of expenditures 
for f i s c a l 1 9 ^ should probably be about one b i l l i o n higher than the August 
f igure . An estimate of J8 .0 b i l l i o n dol lars was therefore ta^en as the 
basis fo r the "f inancing Outlook" memo of December ij., 1947*2/ The areas 
where we th ink the Budget Bureau estimates are probably too lew are i n -
dicated i n brackets on Table J . 

Revenue Estimates and Surplus f i s c a l 19i|&» 

An even more important change i n estimates since the August f igures 
were published has taken place on the revenue side of t h e budget. Recent 
estimates indicate that receipts w i l l probably be around I4.6.7 b i l l i o n do l la rs 
as against if.1.7 b i l l i o n dol lars shown i n the August rev is ion . The main 
reason for t h i s increase i s , of course, a much higher l e v e l of pr ices and 
incomes then apparently was assumed i n August. The largest increase over 
e a r l i e r estimates i s shown i n the ant ic ipated y i e l d of the personal income 
tax which i s now estimated at 23*7 b i l l i o n do l la rs or 3 b i l l i o n higher than 
i n August. Corporate income tax receipts are now estimated at % 6 b i l l i o n , 
1 . 1 b i l l i o n do l la rs higher. The remaining 600 m i l l i o n do l la r increase i s 
accounted for by higher excise revenues. Our budget surplus of December Ij. 
amounting t o 8 . 7 b i l l i o n dol lars i s I4. b i l l i o n dol lars higher than the 
President 's August estimate. The cash surplus would be near ly 5 b i l l i o n 
do l la rs higher. 

The Budget Outlook for f i s c a l 19k9 

Reoent Budget Bureau estimates indicate that budget expenditures 
for 191+9 w i l l be i n the neighborhood of ij.0 b i l l i o n do l l a rs . This corresponds 
to the higher estimate for 19h9 which we gave t o Chairman Eccles on 

l / The f igure of 38*3 b i l l i o n shown there includes a 300 m i l l i o n do l l a r 
net expenditure of t r u s t accounts for the current f i s c a l year which i s not 
included i n the budget f igure . 
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Table I 

THE BUDGET OUTLOOK FOR FISCAL l9i|B and 19^9 l / 
(3ii b i l l i o n s of d o l l a r s ) 

1* Nat ional Defense 
2* Veterans1 Services and Benefits 
3» In te rna t iona l A f f a i r s and Finance 
i§.* In te res t on the Rablic Debt 

Subtotal 1 - 4 

5* Socia l Wel fare , Heal th , Securi ty 
6* Natura l Resources 
7# Transportation and Cosnauni cation 
8« Other 
9+ Refunds 

10* Ffcnd for Contingencies 

Subtotal 5 - 1 0 

Total 

19W 1 budget 1949 
Budget 

Estiiaate 
August 

Estimate 
Revised 
Estimate 

1949 
Budget 

Estiiaate 

7.5 
1*3 
5.1 

10.2 
6.9 (7.2) 
5.6 (6.0) 
5.2 

10.9 
6.1 (6.5) 
6.7 (7.5) 
5.2 

27.3 27.9 (28.6] 28.9 (30.1) 

2.0 
1.2 
1.1* 
3*0 
2.1 

1.9 
1.2 
1.6 
2.3 (2.6) 
2 .1 

2.0 
Uk 
2.0 
2 . 9 (3.0) 
2.0 
0.5 

9.7 9.1 ( 9 . U 104 (10.9) 

37.0 37.0 (38.o; 39.7 (1+1.0) 

1 1 Column 1 shows the revised budget estimates made public by the President 
l a s t August* The second column presents recent conf ident ia l revisions 
by the Budget Bureau of the budget for the current year* Both the e s t i -
mated t o t a l and the estimates of major items are Budget Bureau f igures; 
the others are approximations* Column 3 contains conf ident ia l Budget 
Bureau estimates for f i s c a l 1949* "Where Budget Bureau estimates appeared 
very low and l i k e l y to be revised upwards, a somewhat higher f igure was 
included i n parenthesis* 
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September 17, and which we considered more l i k e l y than the low estimate 
of 35 b i l l i o n do l l a rs * Although the t o t a l i s the same, the composition 
of our budget d i f f e r e d somewhat from the Budget Bureau estimates• The 
Budget Bureau estimates are shown i n the l a s t column of Table I * Again 
some of the estimates appeared t o be on the low side and somewhat higher 
estimates hare been included i n brackets* A budget estimate of 1)1 b i l l i o n 
dol lars was taken as the basis for the f inancing outlook* 

As shown i n Table I , four i tems, namely n a t i o n a l defense, 
veterans1 benef i ts and services, i n te rna t iona l a f f a i r s , and i n t e r e s t on the 
public debt are l i k e l y to amount t o almost 30 b i l l i o n dol lars or 75 P®r 

cent of the t o t a l budget. Of these four i tems, a l l but Veterans f expendi-
tures are now estimated to be higher than i n the current f i s c a l year* 
Nat ional defense expenditures are estimated about 500 m i l l i o n do l la rs 
higher i n view of requests of the Armed Forces for an expansion: o f the A i r 
Force and addit ions to the Navy* 

Despite inclusion of the Marshall Plan, outlays for i n t e r n a t i o n a l 
a f f a i r s i n f i s c a l I9I4.9 **** estimated by the Budget Bureau a t only s l i g h t l y 
over a b i l l i o n do l la rs higher than the estimates f o r the current year# 
Although the administ rat ion is requesting about 6 b i l l i o n dol lars for the 
f u l l year , actual expenditures are estimated by the Budget Bureau a t only 
Ij. b i l l i o n do l la rs * In add i t ion , there w i l l be an increase i n Army occupa-
t i o n costs by 200 m i l l i o n dol lars and an add i t iona l expenditure of about 
I4.OO m i l l i o n do l la rs for tak ing over the B r i t i s h share of the occupation 
costs of Germany* The remainder of the t o t a l of 6*7 b i l l i o n do l la rs for 
fore ign a f f a i r s i s made up of the expenditures of the State Department, 
various r e l i e f expenditures and contributions to i n t e r n a t i o n a l organisations. 
The small increase in the t o t a l for the next year despite the inclusion of 
the Marshal l Plan i s due to the fact tha t a number of items which are i n -
cluded under fore ign a f f a i r s i n the current budget are of a non-recurrent 
na ture , p r imar i l y the B r i t i s h loan, r e l i e f to Greece and Turkey, and the 
current stopgap a id t o Barope* 

Veterans1 services and benef i ts i n f i s c a l I9I4.9 are estimated 
considerably lower p r i m a r i l y i n continuation of the present t rend of lower 
expenditures for educational and readjustment benef i ts and the exhaustion 
of unemployment benef i ts * On the other hand, no large increase i n expendi-
tures for hospi ta l construction or veterans* pensions is ant ic ipated* Wi th 
regard to the remaining items # the Budget Bureau ant ic ipates somewhat larger 
expenditures for na tura l resources, p r imar i ly for the Atomic Energy Commis-
sion, and an increase i n expenditures for t ranspor ta t ion (highways, a i r p o r t s , 
and r i v e r s and harbors) , as many projects which have been s ta r ted during the 
l a s t two years reach t h e i r f u l l scale* These increased construction expendi-
t u r e s , however, are based upon l e g i s l a t i o n a l ready passed by the Congress and 
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do not assume add i t iona l author izat ions. The Budget Bureau estimate of the 
I9I4.9 budget includes also an i tem of 500 m i l l i o n do l la rs for contingencies* 
This should make allowance for expenditures a r i s ing out of a possible Congress-
i o n a l enactment of a long-range housing program and of some type of heal th and 
wel fare l e g i s l a t i o n e i ther along the l i n e of the P r e s i d e n t s recommendations 
or the program mentioned by Senator Taffc. 

Revenue Estimates, Surplus and Tax Seduction 

Assuming a continued high l e v e l of income and employment i n f i s c a l 
19b9* and an increase i n personal income and corporate p r o f i t s shown i n a f o o t -
note t o Table I of the f inancing outlook of December I}., t o t a l revenues are 
estimated at around 50 b i l l i o n do l la rs , or 3*5 b i l l i o n higher than i n the 
current year* Since the economy has never before experienced such a high l e v e l 
of income and of p r o f i t s i t i s appropriate to exercise caution i n the use of 
these estimates of revenue* Any slackening i n a c t i v i t y or f a l l i n prices 
would obviously be r e f l e c t e d i n lower tax y ie lds and the magnitudes may be 
quite considerable* However, under the assumptions noted, the budget surplus 
i n I9I4.9 would be around 9 b i l l i o n dol lars* 

Table I I 

THE BUDGET FOR 19k8 AND I9J4.9 l / 
( I n b i l l i o n s of do l l a rs ) 

Budget for F iscal 19kB Budget for 
President1 s August estimate December estimate* f i s c a l 19h9 

Revenues 4 1 . 7 46 .7 50 .2 

Expenditures 57 .0 38 .0 4 1 . 0 

Surplus 14*7 8 . 7 9 . 2 

l / The f i r s t column represents the o f f i c i a l Budget Bureau estimate of l as t 
August* Columns 2 and 3 show our own estimates which were contained i n the 
f inancing outlook of December I4* 

From the f igures i n Table H i t i s suggested tha t the surplus 
i t s e l f would leave room for tax reduction both i n 19k& and 19i|.9 &ncl s t i l l 
a l low some debt ret i rement of from Ij. to 5 b i l l i o n do l l a rs . Such tax r e -
duction, however, would be undesirable at the present time i n view o f the 
continuing i n f l a t i o n a r y pressures ex is t ing i n the economy* However, i t i s 
conceivable tha t the i n f l a t i o n a r y pressures might not l a s t through calendar 
19i4.8 and that i t might ac tua l ly be desirable to bols ter consumer demand 
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through l imi ted t a x reduction i n the l a t t e r part of the year or ea r l y i n 1949* 
Any such tax reduction scheme would not a f f e c t the funds ava i lab le for debt 
reduct ion i n the current f i s c a l year. How much i t would leave for debt r e -
duction i n f i s c a l 1949 would depend upon the extent of contemplated cuts i n 
rates and upon the actual decl ine i n income leve ls . 

As a f i r s t step i n counteracting de f la t ionary developments through 
tax reduction, a tax reduction scheme costing about 5 b i l l i o n do l la rs might 
be considered* "Whether such a t a x reduction would be s u f f i c i e n t would obviously 
depend upon the strength of the def la t ionary forces* However, a t least a 5 
b i l l i o n do l la r reduction would appear to be necessary i n order to have any s ig -
n i f i c a n t e f f e c t and s t i l l a l low for debt reduction o f the order mentioned. I t 
should include a 100 do l la r increase i n exemptions (costs about 1*7 b i l l i o n ) , 
and a reduction i n excises by about 1 t o 1*5 b i l l i o n * Since i t seems p o l i t i c a l l y 
u n l i k e l y that any tax reduction b i l l could leave out the income-spl i t t ing pro-
v is ion , t h i s might also be included (oost: about 1 b i l l i o n ) . This would leave 
about 1 b i l l i o n do l la rs for a small percentage point reduction i n the lower 
middle income brackets, say up to 8 ,000 d o l l a r s , since these persons do not 
benef i t as much by the ra is ing of exemptions and the reduction i n excises as 
do the lower groups nor do they benef i t by the income-spl i t t ing p r i v i l e g e as 
much as the higher income groups. I t would be desirable that such a tax r e -
duction scheme should include as many technical improvements as possible, to 
take advantage of the opportunity of fered by a period of downward t a x ad just -
ments. Beside e l iminat ing the tax exemption feature of State and loca l bonds 
i t might also include some technical adjustments of the corporation tax even 
though ra te reduction might have to be postponed. 
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