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Jenuary 17, 1912

FINANCING FEDERAL REQUIREMENTS, FISCAL YEARS 1941-43
(Billions of dollars)

1943 1942 1911
(estimated) | (estimated) | (actual)
Requirements:
Netional defense expenditures 55¢7 26.2 Tely
All other 6.2 6.6 6.5
Total expenditures 61.9 2.8 13,9
Sources of funds:
Taxes snd other receipts:
Under current lews 19.2 1.0 9.0
New texes:
Social security 2.0
211 other 7.0
Total receipts 28,2 14.0 9.0
Budget defieit plus requirements of
Govermment corporations: 33,7 18.8 L.9
Change in the working balance - - + 0.7
Mmount borrowed from the public: 33,7 18.8 5.6
From non-banking lenders 2/ 1/ 3e3
From commercial and Federal Reserve - -
banks 2/ 1/ 2.3
Total sources of funds 61.9 32.8 13,9

1/ In the first six months of fiscal 1942, (July-December, 1941), the
Treasury borrowed about $8.1 billion from the public of which about
1,6 came from the banks, 6.5 from non-banking sources.

2/ The Budget contsins no figures forecasting the distribution of borrow-
ing between banking and non-benking lenders. If the expenditure
figures for fiscal 19&3 are actually realized, it would seem possible
for the Treasury to raise $20 billion from non-banking lenders by
the sale of securities properly designed for the needs of various
sections of the market.
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January 17, 1942

SUGGESTED OUTLINE FOR TALK TO NEW YORK STATE BANKERS ASSOCIATION

1., The expenditure totals projected for the forthcoming fisceal
year are very large. Tar expenditures are estimated at $56 billion and total
Federal expenditures at $62 billion. These figures are to be compared with
the national income which is currently running at a rate close to $100
billion & year and which may by the end of the year be running as high as
$125 billion. In the current month we will spend more for defense than we
spent in the whole of the fiscal year 1940. In the month of June 19L0 we
spent about $150 million for defense, We now spend that amount about every

three days and if the production schedules underlying the budget estimates

are to be met by the end of 1942 we must be spending that emount every
single day.

2., The task of getting expenditures mede in this volume calls for
s major effort in the orgenization and efficient operation of productive
resources. Protecting the economy sgainst the disruptive inflationary
effects of these expenditures is the job of fiscal and monetary policy. The
primary objective of finencial policy in war time is tol make sure that
finencial considerations do not operete as an obstacle to the transforma-
tion of the country's economic system into a nation which is weging wer
with the greatest possible effectiveness. Measures against inflation and
the stimulus which inflation provides to engage in speculative rather than
productive activities are as importent a part of the war effort as the
technical job of providing the Treasury with the funds that it requires for

ships and munitions,
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3. Answering the question "Where is the money coming from?"
is not difficult if it is kept in mind theat govermment expenditures become
income in the hends of the persons who receive them. Uut of these incomes
savings can be made asnd if sppropriate steps are taken to encoursge savings
and to design government securities that will be attractive to the various
financiel institutions, business concerns and individuals that have control
over the investment of these savings, borrowing from the banking system can
be held to a minimum. The volume of funds available for investment in
govermment securities will also tend to increase as aresult of shortages
of consumer dureble goods and of materials for replacing business inventories
and depreciating plant end equipment. The banking system must of course stand
ready to provide funds in periods when the funds that non-banking lenders
are willing to provide mey temporarily fall short of the govermmentt's needs.
L. Sound public policy demands thet the current tendencies toward
rising prices should be combatted not only by direct price control measures
but by an sgressive tax policy so fremed as to reduce the excess of consumer
purchasing power over the volume of goods aveilable for sale and to check
the increese in the public debt. The President's request for §9 billion of
additional revenue is a courageous step in this direction. It is imperative
that speedy action should be taken to raise this revenue and that & substan=-
tial part of the increased revenue from individual income taxes which meke
up a substential part of the program should be collected during the
calendar year 1942, This implies the introduction of a system of collection
at the source, Such a system is perfectly compatible with the sllowance of
exemptions high enough to protect femilies living in poverty. The exemptions,
however, may need to be somewhat lower than those now allowed under the

individual income tex.
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5. Zven with this very lerge increase in texation there will be
more than $30 billion of borrowing to be done. A major share of this should
come from other then banking sources. During the first six months of the
fiscal year 19,2 the Treasury raised eround 80 per cent of the funds it
borrowed from the public from sources other than commercial banks as con-
trasted with the figure of about 60 per cent for the fiscal year 1G41. This
improvement was the result of the offeringg of the new tex enticipation
certificates and of greater emphasis upon the ssgle of defilense savings bonds.
This t rend shows the possibilities of obtaining funds from the public with
securities designed for the needs of the various sectors of the money market
end with an egressive selling effort.

6. If a policy of this general type is pursued it should be
possible to minimize the extent to which it is necessery to resort to borrow=-
ing from the banks. The volume of deposits is now about $50,billion7more
than 50 per cent in excess of the 1929 level and the volume of demend deposits
is almost double that of 1929. It would be dangerous to increase these
totals to the enormous figures which would be reached if any considerable
pert of the govermment's financial requirements were met from banking

sSourcess.
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