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PERSONAL AND
CONFIDBNTIAL March 20, 1946.

Dear Senator:

In respomse to your telephone request
of last week, I am enclosing & memorandum in an-
swer to the statement of Senator Bllender
published in the Congressional Record of Warch
5. I hope this memorandum serves your purpose.
I am sorry I oouldn't get it to you sooner, but
with all of the other work it was difficult for
the staff to do the kind of & job I wanted done
before now.

Assuring you of my pleasure always to
asgist you in any way I can, I am

Sincerely yours,

The Honorable Abe Murdock,
United States Senate,
Washington, D. C.

Encloaure

MSE:VE:b
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March 18, 1946

PUSLIC INDEBTEDHESS AND THE PROPOSED LOAY TO GREAT BHRITAIN

In the Congressional Record of karch 5, 1946, Senstor
Elldnder insertod s table listing for varicus countries the size
of pudblic dev:, square miles of territories, and pumber of popule-
tion. The Senator pointed out that our debt is nsarly three tires
that of fireat Britain end in excess of the worbined debts of our
allies, even though ouy area, or populetien, is but 10 per vent of
that of our ellies, He conciuded that, therefore, ve &re in no
pozition to oxtend loens to foreign countries. I do not wish to
teke issue with ths Sonatorts figures and trust that they heve
heen carsfully asserbled by the Library of Congress steff. I am
ooncerned, howaver, with his line of remsoning,

Intarnetionral comparisons can easily be misleading end
are always a difficult matter. This applies particularly to & comw
parison of pwblic finences. The Senator contrasts & total public
debt of 279 bhillion dollers for the United States with a British
totnl of 98 Allion dollars, or with a totel for our allies of 211
hillion. Thig 4is useful infomeation, but guite insdeguate by ite
salf, If we Baro % draw & comparison betwesen the debt position
of various countries, we rust allow not only for their respeotive

debts in roney temms but also for their economic capacities te

support such dehtae
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The United States with its vast wealth and resources
obviously can support & much larger debt than would be feasible
for the bulk of small countries llsted in the Senator’s table,

The Senator, indeed, makes some allowance for this fact
by listing the size of population sand square miles of territory
as additional factors. He includes a comparizon of debt in per
capita terms. On this basis the United Stetes and United Kingdom
debts are both close to 32,000, even thouzh in sbsolute terms the
United States fipgure is three times as large, Noti being too happy
with this result, the Senstor proceeds to compare the per capita
debt of the United States sand territories with that of the British
Commonwealth rather than that of the United Kingdom, arnd thus
finds the British per capita debt to be 3261 es against $1,756 in
the United States and territories. But this is mot e fair oom=
parison. The British Commonmealth is an egsociation of free na=
tions whose economiec resources ars those of sovereign states and
not at the disposal of the British Govermment. Thus, the inclu-
sion of the Indien populstion of 390 million greatly reduces the
per capita debt of the British Commonwealth. Yet, it is obvious
that it hesg 1ittle or no bearing upon ths burden of debt owed by
the British Government.

This, however, is not the main flaw in the Semator's
reasoning. The basie fault is thet a debt comparison in per cepita
tems is quite inadequate, It is but little bhetter than & comparie

son in absolute money terms., Relative population mumbers (or arees)

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

-3'

of various countries are mo measure of their respective sconomlo
capacities to support public debt. Population differences fall

to allow for the vast variations in per cepits wealth, incomes, and
productive powers of different countries, which &re the real de-
terminants of their respoctive abilivies to carry & publio debt.
Thus, it would “e obviously abeurd to arpue that Indie heving a
ponulation »hich ig neerly thres times that of the United States
could support s debt abont three times as lsrge, or over 500 bile
lion dollars, even though it is well known that Indla's cepucity
to produce 1s but & small fraction of onr ompacity to produwce,

Far better than using population figures, the size of a
country® e national income may he taken as & rough indicator of its
ebility to carry publie debt, The higher & country's natiomal in-
come, the more taxes can be ralsed for the financing of interest
charges or the larger will the volume of securities tend to be
which investors are willing to hold. I have prepared, acoordingly,
a table in which the debt position of the United States end eome
other countries are compered in these terms, showlng their publiec
debts ag & percentele of their respective national incomes. The
Pigures relate to the latest availaeble period and the picture
would not be very diffsrent if eompletely current date wmere aveilw
able. The table shows that public debt ms a porcemtepge of national
income for both the United Stataes and Ceneda equals about 170 per
cent as sgainst 133 per cent in Australia and 265 per cemnt for the

United Kingdom, Hoeasured in these terms~=which ere far from per-

fect, but ocertainly more sdequate than those employed by Semator
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Ellender-<«the comparative debt position of the United States is
thug mich superior to the British. This, it should be pointed
out, is the vase even though taxes provided for a larper share

of British war cxnenditures and sbsorhed a larger Craction of
British wartime inconmes than was the case in this country. Taking
debt as a percentage of natiomal income, the present debt position
of the United Btates is sbout equal to the prewar position of the
United Kingdum,

In considering the burden of ths public debt, taxation
for the financing of interest payments is a major factor. A comw
parison between the ratios of intersst payments on pudlioc debt to
national incors for various countries is thus significant and has
been included in the table. Considered in thege terms, the debt
position in the United States involves an even lighter burden dy
comparison because the average interest return on public debt in
this country is below that in the other countries. This is due
partly to differences in the level of interest rates and partly
to differences in the distribution of ocutstanding debt with re-
gard to maturities end types of holderses Thms, interest payments
as percentage of national income are estimated at 2,5 per cent for
the United States as sgainst about 3.5 per cemt for Canada and
Australia and 5 per cent for ths United Kingdom, The present
ratio of interest payments to national income for the United

States is little over one-half of the British prewmar ratio.
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I do mot vish to suppest on the basies of all this that
the encrmoue wartime inorease in our piublic debt is & metter of
1ittle sipmificence, I do believe, however, that piven 2 wise
and prudent Piseal policr the resources of the Arorican sconory
will prove fully adequste to carry the debi, Also, the facts
vhich I have presented indicate thet the relative debt burden in
the United States 1s substantially lighter, not heavier, thamn that
of the United Kingdom.

It should be polnted out, finelly, that the question of
relative debt turdens has only a very indirect dbearing on cur
ebility to extend & loen to the British Goverment or on the
British Governrent's need for such & loan,

The issue for the British Govermment is rot whether the
funds should he horrowed ot home or shroad. To meet the require~
mentr of the scoromic situntion, they muet be borrowed abroed,
hegsuge the nesd of the British peopls is for an import of food
suppliae, clothing, raw meterisls, industrisal equipment and other
items ossential to the restoration of the British economy to &
peacetine basis, To import these thinrsg, the Rritish CGovornment
needg the foreirm exchange with whish to pay for thems Such foreign
exchanze can be obtained only by exports or by borrowing abroad.
It cannot be obhiained by domestic borrowing. The need of ths
British Governvent for the loan would thus b»e juat es preat if

her public debt wag but & fraction of the actuval amount.
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The ability of the Americen people to extend this loan
to Great Britain, in turn, iz not so mich 8 Question of Anerican
indebtedness as & gquestion of our ability to spare the rew materials
end gommodities which wse shall expordt to the Britiehs Considering
the standard of living which we have been able to maintain during
the war and considring the economic exhaustion of ocur ally, there
48 no doubt in my mind thet we can and ruast afford to do so.
Having mede & tremendous sffort to win the vistery, it would seem

foolhardy inceed %o shun & small sacrifice to help build the pemce.
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(billions U, S, dollars)

¥ationsl HNaticnal Inkerest Dabt Interest
Incoms  Debt {end Payments as percent of &8 percent of
of period) national income natisnal income

United States

Calendar Years

1939 70.8 la.9 569 P 1.37
igh1 96,9 57.9 1,145 60 1,19
194, 160,7 230.6 3.00% 143 1.87
1945 161,0 278,1 L.0%9 173 2.55
Fiscsl years, Canade

Fnding Harok 31

1939 L.3 3.6 2126 a, 2.93
1951 5.2 L.5 126 87 2.2
9Lk 8.1 11.3 221 139 2.73
1945 8.L .3 +230 170 3.5
Fiscal years, United ZKingdom

Ending Maroh 31

1939 2. 39,2 1.036 175 L.62
1911 25.0 L6.0 855 18, 3.42
19LL 32,7 79.5 1,545 ely3 L.a72
1945 3.3 90,8 1,747 265 5.09
Fiseal yeuars, sustralia

Ending June 30

1939 3.0 1.5 +OhiB 50 1,62
1941 2.9 1.6 052 55 1.79
194, h.2 L.8 2123 11 2.93
195 L.2 s 5.6 J42 133 3,38

» Assumed the same as in 19Ll for lack of further information,
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Hotess Foreign currencies converted to U, S, dollars at the official
exchange rats,

Sources

Ue 8o

T, Ko

Austyralis s
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Hatisnal income
Hationsl debt
Interest charges

Hatiosnal income
¥ational debt
Interest charges

MNationsl income
Natlional debt

Interest charges
Hational inocone

National debt

Interest charges

- Federal Reserve Bulletin, ‘ebruary 1546
= Pederal Reserve Bulletin, February 19L5
~ Federal Reserve Bulletin, February 1946

= Nonthly Bulletin of Business Statistles
- Publie Aescounts
= Public Aecounts

]

White Paper on War Finsnce, (md, 6623
19LL, 1945 Finance Accounts

19329, 1941 Financial Statements

Sene ag debt

1939-1941 ¢, ¥, Shirras, vederal Finmnoe
in Pzsce and War

19l Australian Legation

Yearbook 19l1 and imarterly Summary of
Australian Statistics June 194}, and
Juns 19LS

Ysarbook 19/1 and {uarterly Summary of
Australian Statisties June 19LlL and

Juns 1915





