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TREASURY DEPARTMENT

WASHINGTON

Januvary 16, 1940

Dear Mr, Eccles:

May I acknowledge receipt of the original
and six copies of the memorandum prepared by the
Federal Reserve covering the income certificate
plen, together with a letter of transmittal from
you to the President.

Attached you will find a copy of the memoran-
dum prepared for the President by the Treasury
Department on the same subject.

The originals of these memorands and your
letter of transmittal were forwarded to Dr. Currie
on January 1l3th,

Sincerely yours,

‘?@.;&/;

Honorable Marriner S. Eccles,

Chairman, Federal Reserve System,

Washington, D. C.
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KEMORANDUM FOR THE PRECIDENT:

The Treesury Department has snalyzed the »roncsed
Certifieate Plan for »roviding narity naymente to
vheat, eotton and rice grovers, financed outeide the
Budget by oroscessing taxes without the necesesity of
neriodie Congressionsl review. :

The Department coneludeg that the plan is an un-
deeirsble method of finaneing agricultural benefite,
orineivally for the following fieesal reasons:

(1) The eost of the Plan would fall on the ocon-
gumers of busiec necessities, burdeninz theose with
enall inecmee wmore then those with large incomes.

The taxes imposed would be even mors regrecsive than
any of the present Federsl sales and exclee taxes.
They would be imposed on the welght of the basle
commodity regardless of the nriece of the finel nroduet
to the ocnsumer. In some eases the srovosed tax rates
would be higher than those of the former processing
taxes. The payments under the Plan would be made to
about three million wheat, ectton and riee nroducers,

gome of which now regeive substantisl ineomes, at the
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expense of snother group somprieing four million other
farm families, more than twenly-two million non-farm
families snd eeversl million single individuale, and
ineluding the unemnloyed, the relief recivients and
many others with very low incomes.

(2) The exclusion of sush important tax snd ex-
pand 1ture itemxs from the Budget would 1imit the effeo-
tive use of fiseal policy as 2n instrunent of economie
gontrol. Fuarthermore, 1t would impelr the effectiveness
of the Budget in figenl nlenning and management since
the laek of nericdic Congressionsl review and nublie
seprutiny would further handieapr Uovernment in the
oroper alloestion of 1ts exvenditures amons the many
needs.

{1) The adootion of the Plan esnnot be counted on
to reduce anpropriastions within the Budget even though
1t wvould add large erpenditures ocutside the Budget. The
Departuent of Agrieculture has 1tself exoresced the ex-
neoctation that redustione in »arity payments within the
Budget would be offset by inereased appropriatione for the
disposal of surplus. The heavy processing taxes might
well reduce substantially the econsumption of the taxed
commodities, aggravating the sgrieultursl surplus »roblem.
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¥oreover, vroducere of commodities not covered by
the Plam would doubtless ineist not enly on Shelir
present raymente but alse on additional paymente to
pimee Shex on san ecual basie with wheat, cotton and
rice sroducers.

An analyels of these and other aspeets of the
Certifieate Flan is contained in the attached memorsndum.

(Signed) H. Morgenthau, Jr.

Attochment

Rlym
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