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RE PROPOSED SPEECH B~Od£ NATIONAL 
ACAD~ OF POLITI CAL SCI ENCE 

Sept ember 13, 1937 
11: 15 a .m. 

Present : 

.i. li. Jr : 

MJ·. Baa s 
!lr. Nhite 

This is what I went your people to start on, Haas, 
for me . I nave agreed to talk to the national 
Acade~ of Political Science either November 10 
or 11, end , to start t he t hing going , I thought 
it would be very interesting to take a look a t the 
combined f i gures for tho f ive years previous to 
July 1, I JJ , 

He ' ll give you a copy of this - although you better 
make notes , until he gets it nll of~ . Here ' s lots 

~ -· of paper . 

I' d li~e to see tne combined figure s of the f ive 
years previous to July 1, ' )3, then the f ive year 
pEriod of J uly 1, 133, to June 30, 1938, see? 

No.·r, .. hen I say the combined. figures, I want to br eak 
i t down in e way tha t I don ' t think i t ' s ever been 
broken down before . I ' d like to see, for instance, 
f or the l ast f ive years how much .te have spent 1n 
r egulrr depar tments, s ee, &nd then under t ha t you'll 
have to break it down - let ' s see - Army, Nevy, 
Agriculture, so forth . 

Then I want to take - under Agriculture, for ins tance, 
I ' d like to see how much goes to t he r egular Agricultur 
work, how much goes to good roads . 

Then, aside from tha t, of course, there comes Relief . 
Then you ' ve got to i nclude both Hopkins ' r elief and 
the r elief tha t Resettlement has done, you see ; and 
then separate out wna t ' s been done for p£r manent 
construction under Public Works, you s ee . 

In other ll'ords, I' d like to sort of get this thing 
into how much have v:e given away; t hen you IIIIIY want 
to divide into now much have we lent . I ~ant to 
t ry t o get out of this da.mned r evolving fund business ; 
I want Et stra i ght cash outgo , you see. 

Now, t his is wha t I' ve got in mind - I want to give 
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you the background - you can ' t tell now thi s 
thing will turn out. That ' s why I wanted to 
get, George , somebody tha t knows the budget 
pretty well . 

Somebody in Seltzer's place . 

So~ebody in Seltzer ' s shop . 

I want to settle this thing; this oughtn ' t to take 
more tha n a couple days to get a look a t . Certainly 
ought to be interesting to see, what ha s Roosevelt 
done from July 1 , ' 33, to June 30, 1938? It may be 
lforth 11hile compering t o the previous five years . 
For instance, Hoover l e t the kroy and llavy run do1m 
so that we had to s pend the extra money . See? 

Yes . 

Then wha t I ' d like to do - how can- this is what 
I ' m ..!riving a t : How can we balance the budget and 
plan our program through June 30, 1 41, whi ch is 
tnree years; where are we goi ng to go the next 
three years on s pending and on revenue, see , in 
order to really balance the buuget and pay off some 
of tne debt? See? 

llo,v h: t me ask you this . 
t his way - has this been 
:.dministr a tion? 

In appro~ching it from 
done by anybody in the 

No , t here are certain novel aspects of it. A 
comparison of that Kind , if the figur es show what 
tney should .•.• 

Difficult for other people tncn t he Trecsury, 
because tney can ' t handle r evenue, can 1 t know tne 
expenai tures . 

Seconoly, from t ne point of view of what you have 
loaned , wha t you have spent in regular expe~ses, wh& t 
you h&ve given 6Way, what you ' ve got to show for it 
now in the way of permanent works, a nd why some of 
the expenditures were called forth possibly because 
t hey cut too close previous to. t hat - nobody ha s done 

2 
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that . !low , Vlhether you will come out with some­
t hing that will be pretty good, you don ' t know; 
you have to s ee what the f i gures l ook like f irst . 

~hat ' s the point . It may be no use to compare it 
wito tne previous five years ; it may show something 
very interesting . 

But i n any c use tha t 
I mean of e xpenses . 
to mean somet ning to 

i s the s i gnif icant analysis -
That ' s the form it should take, 
the layman a nd to t he • • • • 

,,ell, t ake the five- yea r pc;;riod . Ha s t he money 
he en thro.vn away? Vlha t have we got t o.... · 

~.'hat have .te got to show for it? 

~hat do we have to shon for our expenditures ? See? 

And tnen- whe ther 1t1 s another speech or whether 
we can do i t in tha t s peech - l et ' s look forward to 
tne next t hree ye&rs . 

Bow many minutes? 

H011 mnny :Dinutes? 

Yes . 

I don ' t «no.v . I think I ' m the principal speaker . 
It ' s a banquet • 

.. ell, thu t means an hour , and you want to take 1 t • 

Oh yes . 

Tnis next three years complicates it a little bit -
a s to waat i s done in t he ne~ t&x bill • 

.. ell , I .mo..,, but I could do a l ittle talking about 
tne base . 

Yes . 

I mean I could , for instance , talk in t er ms - "Well , 
I reel t hut we should continue to r ai se sllven billi on 

3 
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dollars . The methods of r aising them may be 
r eshuffled, but while ~Ve have vrosperi ty let 1 s 
continue to r aise seven billi ons . Don' t raise 
any mor e - but we ought t o cut our cloth to suit 
seven billion dollars. But we may reshuffle it." 

tlow, tha e wi ll take care of thE nev; tax bill, you 
see. But I don ' t think we ought to go beyond that . 

4 

But if, hgain, when we get through - you may say , 
"Well , we need seven and 9 half" or "We need six 
and 9 half . " Then, I know you ' 11 find out that the 
pr oporti on going to good roads, deepening of harbors , 
is entirely disproportionate . And I t nink you will 
also find when it comes to housing that we jus t haven 1 t 
spent enough . See? 

r·.ell , all I ,,ant is that I' d like somebody to get 
on t!Ui t , Ju:; t t o get the f igures together . It 
just so nappens we ' ve got two months to work on 
t hi s thing . And what I want to do - I want to be 
just as f r ank as I can about the wnole thing, as I 
was up ut Har vard . And if this thing goes well , I 
nope to J o tnree or four of these a year . But - I 
mean I think it is ver y , v er y important t hat t his 
be done. And then the other thing - it 1s a good 
ti~e to do it before Congress is here - let it sink 
in: 

Some parts of tnis - even 1f you don' t want to put 
it in your address, it i s something you should have 
in your pl anning anyway . 

Of cours e . I mEan if for no other r eas on, if nothing 
else is accomplished, if I coul<l put it together and 
l et the Presi dent t ake a look at it , i t will have a 
wholesome effect on aim ond on me . 

For some of these eA~enditures you may want to go 
to t he various departments to break it down. 

:I ell, I t hink you 111 
mos t of it is t her e . 
of roughed out . 

find most of it i n the Budget; 
7he first time it can be kind 

Ar e you in a very grea t rush about this thing? Thi s 
fooli ng a round wi th these figures really takes a little 
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bit more time t han may appear at first blush. 

Supposing I give you a week on it . 

O.K. You talked about two days; that ' s wbat 
bothered me . 

Supposing you have something a week from today. 

Tha t ' ll be fine . 

Le t me ha ve something a week from today. How ' s 
that? 

That's fine. 

Does t hat r ush you too much? 

No, f i ne . 

But I' d like you to put your whole gr oup thinking 
on t his t hing. In the f irst pl ace, is it worth 
while, is it something tha t I s hould do? What do 
you think, George? 

Very d efinit el y . 

Harry? 

Oh, I t hink so . 

I t hi nk it would be f un, don 1 t you think so? 

i'articula r l y if we are able to get out something 
good, a s r t hin.< we will be . 

All right, gents . 

cc - Wr . Haas 
Mr . White 

5 
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RE SPEECH ON "GOV~T SPENDING" September 30, 1937 
2:00 p .m. 

i'resent: 

B. !.l. Jr: 

Seltzer : 

li . !l.Jr: 

Seltzer: 

li. l.l. Jr : 

!:lea s : 

Seltzer : 

H.M.Jr : 

Seltzer : 

H. LI.Jr: 

Seltzer : 

Wr. Haas 
Mr. Seltzer 

What I wanted to talk to you gentlemen about is 
whet her you people had explored the wholly-owned 
or partly- owned government corporations and credit 
agencies ... .. . 

No, we hadn ' t explored that. 

••.• as to whether there ' s any I ' d overlooked . Now, 
I 1 d like between now and Tuesday for you to explore 
that ~o see if there's anything we could save, f irst; 
second, whetner in a ny of these cases we might possibly 
sell some of their stuff to the public . Now, I don ' t 
:.t:no1; whether thr t does any good - I don ' t know. But 
I 1d like to put a magnifying glass on this thing 
from the s tandpoint not necessarily of winding them 
up, although that' s always - that ' s the easiest way 
to stop spending, i s to vut them out of business. 

That ' s the way you g et your money back. 

I ' m definitely recommending that t he Expor t-I mport 
Bank be s t opped . I ' ve asked the Executive Order to 
be drawn up . That ' s simply - absolut ely serves­
just no excuse f or i t . Now, a lot of other things 
in here .••. 

•e went over t ha t stuff, a i dn ' t we, Larry , about a 
year ago . 

Yes. 

Well, I wish you ' d go a t it again. I don't expect 
you t o do exnausting - I mean between now and Tuesday 
you could take a look at it . 

Something depends on how many feEot you want to step 
on. 

I don ' t care . 

You see, over at F. C. A. you hav~ this bank for 
cooperatives with 50 millions of capital invested 
in Governments . That iii;J.lu:ents our debt, doesn 1 t do 
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anything for them except to give them an income. 
It would be cheaper for the Trecsury and Congress 
to g ive them an annual appropriation than to give 
them 50 million capital, unless you ' re looking for 
a long-term fUture . 

Well, you put up just as many of those to help as 
possible . Some of those are feasible and some of 
them aren't. You s ee what I mean? 

Now, we ' ve been working on the Reconstruction 
Finance. Commodity Credit - somebody was in here 
today, and thought - Oliphant, he's working on that 
set- up; he thinks that tha t should be made a part 
of the-- R &.C. ratner than a separate thing. He 1 s 
working on Chat . 

Export-Import Ba~- I ' m going to r ecommend it be 
dissolved. 

Public Works - we ' ve had t hat . 

Regi onal Agricultural Credit Corporation. 

They ' r e in liquidation. Those were the Hoover • •••• 

Production Credit. 

Those are - well, there ' s a lot of the same kind 
of money all through tha t system. 

7 

All right . Shipping Doard - I don't know anything 
about that. Wa r Emergency Agencies; Farm Loan Board ; 
Farm Credit Administration; Inland Waterways; Railroad 
Obligations; Tennessee Valley; Subsistence Homesteads -
now, there's something tha t should be wound up. 

Look into some of those agencies . Some of those 
have got a couple million dollar s of Government bonds -
some of these things Hopkins set up - state housing 
agencies . 

Now - Financed part ly from Government and partly from 
private funds: Federal Land Banks; Federal I ntermedi ate 
Credit Banks; Feder a l Farm Mortgage Corpor ation - we 
ltllOW soatething about that . Home Loan Banks, Home 
Owners Loan. Now, make a special note on that Federal 
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Savi ngs and Loan . Why should we continue to 
give them capi tal? See? 

I 1d Just put anything . Don• t mind who i t i s , 
see? 

Yes , that ' s your lookout . 

Tha t' s my lookout . What I want you two fell ows 
to do - is i t rushing you t oo much to say I ' l l 
discuss it agai n Tuesday? 

It is . 

It is rushing you too much? 

That is, we 've got some other stuff lined up for 
the next few days. 

Wnat? For me? 

Yes . 

\'/ha t sort of stuff? 

Well , .1e have tnis expenai turc analysis , this 
deficit spending; we have the capital market . 
Those a r e t he two main i tems . I don ' t say •••• 

I don ' t want you to work Sunday; i t ' s not necessary 
to work Sunday . I ' d like to have it as soon as 
reasonable Nithout having to work Sundays . How ' s 
t hat? 

The only reason I don ' t like a commi t ment on this 
is that i t involves a lot of detail; we don ' t know 
r1ha t we 111 run into . 

That ' s all right . When it is reasonably possible, 
see? 

Now then, the other tning that I want you to do, 
George, is to nave a sheet like this but have it on 
t he receipts s i de , so I can put i t right alongside -
1 mean the r ecei pt s . 

Uh-hub . 

8 
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You see? 

The other side of the budget. (Showing chart to 
Seltzer) Be wants the same thing for receipts. 

Xou want us to go back into these years and give 
you the receipts? 

Yes . 

And we could have a third sheet wher e we bring 
together the totals of the sheets . 

\Yell, t hat ' s up to you. 

But I want ed to - now, af t er all - I just want to 
give you - if you want to make a few notes as I 
talk . This is - par t of this is part of my job, 
and part of it goes i nto my speech . See what I 
mean? But in preparing for the speech I've got to 
do this other job. So the two things work out 
beautifully. See what I mean? But I want to l et 
you know how my thinking is. 

Then gradually one of you fellows has got to sit 
down and block out something . Now, the way I ' m 
approaching this thing is t his. 'Ne have here t hese 
four years before 1 29 , which - I would call them the 
boom years . Then we had 1 30 t o 133 , which are 
depression years . hnd 134 to ' 37, recovery. Is 
tha t right? 

Uh-huh . 

9 

Now, how much - in the four years of the boom period 
we spent a little over ll billion aol~ars - 14 billion 
doll ars . Then in the period of t he depression we 
spent 18 million. And into r ecovery we spent 31 
bi llion. 

I mean I •m just thinking out loud now . Taking those, 
what makes the differ ence between the 31 and t he 18, 
which is ll billion dollars? Well, i t ' s right in 
Public Wor ks and Relief . 

That ' s right . 
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It Just checks exactly. VIe spent in those f our 
year s 12 bi llion dollar s for Public llorks and 
Relief . And- I mean I ' m Just thinking out l oud . 
Now, if Ne 1r e going to get back aga in t o an aver age 
period or a normal period , it real l y - the regular 
oper ating expenses ha ve been more or less r unning 
along 11 or 12 bill i on tor f our years ; so how much 
in the next .four year s can we r educe Publi c Wor ks 
and Unemployment Rel i ef? 

It i sn 1 t qui t e tha t , because your revenue r eceipts 
ar e hi gher - unles s you want to get ba ck to a l ower 
l evel of expendi t ures . 

I do . I mean I ' m just thinking out loud . 

Now, i f we s pent 12 billion dollars for Public 
Wor ks and Relief during the next four year s - bow 
much c ould we spend, or how much will we have t o 
spend? And it ' s a ques tion of taper ing off tha t 12 
bil lion, i sn ' t it? I t 1 s a t apering off of t ha t 12 
billi on . And I think we ought to put down some 
figures as t o what we t hink. 

Now, the Presi dent said on Public Works 500 million 
dol lars . ~/ell, we s r e already committed f or next year, 
i f ,; e don 1 t do a.ny thing - I think 1 t 1 s six or seven 
hundred milli on dollar s , i f we don ' t go another cent. 

l.lidn' t you say t be other day you also included Soil 
Erosion i n tnere? 

Yes . Di d you s ee t hat s t a t ement? I gave you (Haas) 
a copy. 

Yes . 

I ha ven ' t s een it. 

>ell , you' ve got it . 

I 1ve go t it . 

Tbat is exclusive , ho.fever , of other agricultural 
bount i es they may pay, l ike cotton s ubsidy, other 
subs i dies . 

Oh yes . 
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liell , in IllY thinking I 1m not going to include aey. 

You spent two bill i on dol l ars for Agriculture t hat 
you didn't have before - in this summary before . 

11 

'Nell, I think we ought - I t hink the main thing to 
point out to these babies i s this : If you can take 
126- 1 29 as an aver age year - I think we ought to go 
back f our years behind tha t t oo, jus t to take a look 
at that . I mean I think we ought to take a look at 
that . I n the depression, 18, and here ' s Jl . Now, 
how can we get back t o - ct.n we get back t o l4 
billion dollars for four years? Well , I don't know, 
but I - I mean that ' s what I want to look a t. 

That ' s a changed picture . You've got Social 
Security expenditures . 

i\'ell , doesn ' t the one wash the other? That ' s why 
I want these r eceipts . 

Well, you're t alking mainly about the level of 
expenditures. 

No , but I mean - Agriculture , two billion one for 
four years - Agricultural /•dJ ustment. No•:1 , does 
the Social Securit y 500 million dollars - I mean 
whatever i t takes one year , does tha t wash it off? 

llo , you ~; lso have these grants to tne s tates tha t 
grow and grow a nd grow to wnere they get to around 
~OJ milli ons a year . 

••ell, do you s ee wnat 1 mean? I want to sit down 
and tell you people - now, I want - I 1m not going 
to s ay it to them, I' ll s ay i t to you; I want to 
pa int absolutely the worst , in other words , give 
them everything thn t there is, so t hat nobody can 
pa int it allY blacker than I ' m going to paint it. 
l'ho t's t he way I want to appr oach it . 

!'hat • s easy . 

Wha t ? 

That ' s easy . 
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Nobody 1 s going to paint this picture any blacker . 
{/hen I get through, I'll have Harry Byrd sweating. 
I've always done that here a nd the reaction is "Morgen­
thau is too blue and things are much better," and the 
paper s come to my rescue, r a ther than saying, "He 

. forgot to say this and t o say that." I mean it's 
good public psychology , see? At least, i t works 
since I 1 ve been here . Instead of doing what Roper 
says, that "everytning is lovely ." I t hink you've 
got to take the thing - uon 1 t know whs t to compar e it 
with yet, but I want to show not only - i f we use the, 
figure 500 million dollurs, I want t o show that we •ve 
got enough money voted right now, and 1:e don't have 
to vote unother dollar und s t ill we ' ll spend more than 
th2t . ~ 

Have you got a copy of tlu! t? 

Yes, I have . 

Well , you better give him (Seltzer) this s t uff . 

George nus been sitting in . 

He hasn ' t got in on that . 

'!/ell, I w&nt hiJD to get on this thing . 

Well , he ' s been on other stuff . 

I know. If \fe 1 re going t o spena B69 million this 
year - whicn leaves unspent but voted -for next year 
700 million for Public llorks . So, in other words, if 
11e 1 re going to get do1m to t he 500 million, they 
oughtn 't to vote another dollar; t hey oughtn ' t to 
vote another dollar f or next year . ·;;e ' ve got enough 
money r ight now voted. I mean this is cash available 
to be spent in ' 39 - 695 million. So there is no use 
attempting to get oown to a 500 level in 139; we ' d 
nave to be talking £bout it in 1 40 . So the die is 
a lready cast for ' 39; we• re going to spend 700 
million. ~nd t hen in ' 40 we can hope to spend 400 
million. 

Then, in t erms of relief, t o give you an i dea, the 
Pr esi dent has talked about a billion dollars for 
relief, and I think in that should go two hundred 
million f or C. C. C. , making a billion two. That ' s a 
hundred million a month, and that should take care 
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of all kinds of relief. 

Tha t ' s for 1 39 . 

Par don me? 

That ' s f or ' 39? 

' 39 . Hundred million a month should t ake care of 
Hopkins and t he C. C.C. See? 
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And he ' s alrea~y voted his Public Works thing , so -
I me~n I war.t t o give you this i dea, so ••••• 

lilay I ask this? 

Yes • 

Do you want your speech to be something in the n&ture 
of ~ warning to Congr ess , or do you want the speech 
to be somet hing of a r eassurance to the public? 

No . I 1m gl ad you asked that question. This i s what 
I am thinAing of . In the first place, I want to do 
what certai nly f or :ny own s atis f acti on has never been 
done . I want to try , in language so thz. t Jo£n can 
under s t and it, to show wha t we ar e spending - this 
Social Security business, wha t we are t aking in, wher e 
t ne defici t money has gone . :Ina t di d we do with all 
t llis :noney? 7il1a t d i Q we do l¥ith t his extra 12 billi on 
dollars? 

oli thout using too m&.ny figures, though . 

You can 't use t oo many figures, t rue . I mean I first 
11ant to t ake in the whole picture. 

Then, what is my ob j ective? My objective is to t.ry 
and get a public interest and backing to really 
bal ance this budget in an intelligent manner and, 
if you .~isn , so that the people, when they do write 
to t heir Congressmun, will know what t hey a r e writing 
about; it isn' t only Congress, it's the whole country; 
a nd t o snow t nem t ha t I, as Secr etary of the Treasury, 
fir st, know wha t I am talking about, and second, that 
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I' ve got an objective that I ' m snooting at. 

Now, it isn't to be a reassuring speech. 

It is no t t o be? 

Only in its indirect effect that the people will 
know - (l) that I know 1vhat I •m talking about, and 
know where I 1m going. Now, if they a sk me today, 
I don't know - I don ' t know what the President' s 
done. He doesn't know, because nobody 1 s ever l a id 
this out for him; and he 1 s going to see this a nd I 
hope that he'll like ! t. 
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But what I am trying to get him to do is to lay out 
a program for the next three years that he is in. 
Now, it may scare some people to death, but I figure 
that knowledge Kill never s care t hem. One of the 
real rea sons tha t people in t his countr y are so 
fri ghtened is that they don•t know . They don•t know 
where we 're golng . J•nd if somebody s ays 1 "Well, what 
are you goi ng to do !'or the next t hree years on 
spending," and I ' d have to s ay, "I don• t know, n the 
fellow s ays , "My God" - he ' d be scared to death . But 
if I paint the pi cture as it is, it may be very black, 
but a t least t he fellow wi ll know the worst . Now, 
that - does t hat answer your question? 

Yes . 

Now, I thiilk a s a rebound 11111 come confidence -
as a rebound . 

Uh-huh. 

(On phone) Hello . (bas conversation with Gordon 
Rentschler) 

I 've got Rentschler a nd Par ker Gilbert . And those 
t •no - one is the Na t1onul City , which in world trade 
is a bout a s big as any; the other is J. P. Morgan. 
The first reaction of both of them is against it, 
but I 've asked both of them to check that for me -
don '~ mention it- and· I •d a damn sight r ather take •••• 

Their first reaction was against what? 
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g ,M.Jr: Against taking the extra 50 million. 

Seltzer : You see, this is true, on the other side: that the 
last time you raised new money by a financing •••• 

M.l.t.Jr: Yes 

Seltzer: • • was in June. That means only once in the whole 
year l9J7 where you have raised ne~ money, and it 
may be that you have raised your last new money 
for the whole recovery period last J une . Tha t is 
a strong argument for a voiding the December financing . 

H. :&. Jr : On the other hand •••• 

Haas : ·sut he is raising it in bills if he does this . 

Seltzer : No, the bill thing is a turnover problem. 

H.M. Jr: No . 6ut don ' t let 's get into that; you' ll have a 
chance at me next week. 

Seltzer : 

B. :.i . Jr: 

Haas : 

H.!.l. Jr: 

Baas : 

B. IA .Jr: 

\Yell. •••• 

The ~icture can ' t be all black . You' ve done a lot 
of things that will save your budget in future years . 

All right. Now look, you know how we work on these 
things. I don't want to get - the first minute I 
get a breathing spell I 1m going to fire this thing 
a t you. And George, now don ' t - this is all part of 
the picture, and early next week I want to have 
another sessioni see? 

I t hink we might s tart putting something in writ ing 
to help the Secr etary . 

Now, if we make this one decision about this - what 
kind of financing, which v;ould be Wednesday, 
wouldn't it? - -
Uh-huh . 

- then after that - t hen I think you and Seltzer 
should go some place and lock yourselves up t or a 
couple days , Thursday and Friday, see, so that you'd 
have something for me the following week . How 's that? 
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Fine . 

See, I'd say next Thursday and Friday you•re just 
going to devote t o this . You can use lilY room 
downstairs if you want to, or - I don ' t know whether -where do you go when you want to write? 

I 1 ve got an a rmored-plate secretary out in f ront of my door. 

Well , I would say t hat next 'J.bursday and next Friday you t ake whoever you want and jus t dev9te 
two solid days to th.is thing. Now, true, I don' t 
want t o say - I 1<i like to take credit for every-t ning that I could honestly take credit for , see? 
And explain Nby we had to put this money into these different agencies - Farm Credit, R.F . C., and Public 
iiorks~ and Hopkins, all those things . And if you want to , use the argument: Nell, ten billion aollars put 
here increusea our r evenue from 40 billion to 70 billion. Now, if a fellow ' s business was four thou­
sand dollar s a year and by borrowing ten thousand 
doll&rs he could increase his business to seven thousand a year . •.•• 

It's good business. 

It's good business. I mean I' d get it down - it's 
good business. Now, the t hing is, we ' re in this position, we've borrowed tbis other ten billion, 
and we 've figured how long i t wi ll take us to pay 
off that ten billi on ~nd still let our national inco:ne keep increasing. Now, i sn't t hat the whole picture? 

(Nods yes) 

Uh-huh. 

Wha t? On the other hand, we recognize human weakness, end just as long as some of these pump-priming agencies a re there, w1 th the machinery all set up, 
tbere is the teoptation for all of us to use it. Now, for example, we wa.nt to close this c.c.c. camp. 
The fi r st person we near from is the Cnamber of 
Commerce in that community - not to do it because -on account of the business it brings them. But on 
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the other hand, t he national Chamber of Commerce 
wants the budget balanced • 

. And I used the expression - I said, •we' ve tried 
here to scrape the molasses barrel empty, which 
we have . But, for fear that they may fill it full 
again, I want to take the barrel apart . • 

Break up the barrel . 

Sure. 

I' ve got that. 

Sure, I ' m using that. We bad to spend money, we 
had to lift ourselves up by our bootstraps; we ' ve 
done it. But we've done it through public works -
lot of the things are here. Vle 1 ve put so much stock 
into these recovery agencies; that money is still 
there, it's still working. ~le 1 ve insured bank 
deposits; we ' ve done this, we ' ve done that. 

And gentlemen, don ' t forget that the money we put 
into - that we got from our devaluation of gold -
every dollar of that is account able . So many 
hundred million dollars was used for retiring - I 
want to emphasize this strongly - so many hundred 
million used for retiring na tional debt , bank notes, 
and the rest of it - every dollar of it is right in 
tne Treasury today. .1e never used one dolla r of our 
gold profit from devalue tion, except to either retire 
so man;y hundred million dollars of national debt -
and the rest of it, the two billion dol1Lrs, is 
intact in tne Treasury today. I N&nt to particularly 
get that thing across, see, get that straight. 

And the other emergency powers whi ch they gave us 
we never used - the Thomas currency, and this t hing 
and that thing, I don't know bow many other things. 
Vle ' ve never used those t hings . \Vhich shows that 
Congress - I mean I'm looking at the other - Congress 
can give us emergency power, the President can be 
t rusted ; he had his s i x-shooter and he never fired 
a single shot . 

Now, the only thing we did was, we borrowed. Now, 
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bow much di d we borrow in comparison, if you 
want it, to other countries, in compar ison to 
our national wealth, in comparison to our 
capital? I mean I •m Jus t throwing this out . You see, I t hink we ought to paint a pretty 
good picture for what we did; I don' t want to 
apologize . Put it ther e and make it just as 
simple - I •ve got 30 minutes - no t, using too many figures . 

That ' s the danger. 
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And I don ' t want to spread this around among too many people . I' m going to r ely on you two fellows t o build it up. There'll be plen~of fellows to criticize and pick it apart. But you ~· t - I t hink if I asked three or four people to write - I'd r ather hang it on you t wo fellows, if you're wi lling, and then there'll be enough people to say what they don ' t like about it. 

Sure. 

Then t oo, we won1 t like it - the first draft -perfectly either - but a wor king basis. 

But what I would do is, I would defi.n1te1y put on your calenda r next Thursday and Friday to work on this, see? I •d set t hat aside . 

But does that give you a little i dea how I'm thinking? 

Oh yes, surely. ~here is no prediction as to the budget being balanced.1n here, but there is a very strong presentation of the reasons why it should be balanced in the near future, why you' ve got to cut down on expenditures . 

And also some of the hurdles that we ' ve got, some of t he - why some of the cards are stacked against us before we start. 

Selt zer : Yes . 

B.W. Jr: People say, •Balance the budget . • All right, you 
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say , •Stop public works . " But if Congress doesn't 
vote a single dollar, gentlemen, we are obligated 
to spend 695 million dollars next year for public 
works . Before Congress votes another dollar. 

Now 1 we 1 ve got so much public debt - I mean let's 
take firs t what we know is there next yee~, ! or 
' 39. These cards have already been dealt. You 
can' t change t hat. Now, hoN much is left, how 
much more have I got to deal? What can I do? 
So much is already out on the table, so many 
billions of dollars . And when it gets down, it 
ge ts do1•n to a very few things. 

And of course, it is worse for 138. 

Oh yes. 

Then, Wagill - I'm going to work with ~agill on 
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the revenue picture, and when I get that, you see -
and in that - then 1 111 NOrk with him on that, then 
'Ne ' ll try to put the two things together . But the 
speech is called •Government Spending ," you s ee . 

Delivered on • • • • 

•lha t? 

\'fhen is it? 

The lOth of November. 

Dut in our draft you don't ha ve any ob jection to 
our taking t he receipt side. 

No, becuuse you know thut picture as well as I do. 

Yes . 

What? 

O. K. 
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RE SPEECH Olf GOVER!OIENT SPE!I'DIWG October 14, 1937 
11:45 a.m. 

Present: 

H.V.Jr: 

Baas: 

B. loi. Jr: 

Seltzer: 

H.M.Jr: 

Selt zer: 

B. !ii. Jr: 

Mr . Gaston 
llr. Baas 
llr , Seltzer 

Ba s everybody got a copy so we don't have to r ead 
out loud? I'd like to read it myself'. 

Oh yes, we all have copies. 

(Af't er reading short por tion) Just put this thing 
in here; after the first paragraph, I would say: 
"Right at the beginning of' my discussion, I wish 
to say that I believe that it is imperative that, 
without any 'ifs , 1 1ands,' or 'buts, ' the Federal 
budget for the fiscal year 1939 be balanced.• 

That comes on page 1, after the first paragraph. 

Why not right there where you are t alking about the 
three parts of' your speech? 

But you don' t make it s trong enough. 

Say first your spending program and then why the 
budget must be balanced . 

Well, let me Just throw these things out . I haven't 
allowed enough time this morning . Let me read it 
through, give you my reaction. Then you fellows take 
it, chew over it, and you'll get a chance to come 
back at me again. In other words, this is going to 
be a little one-sided this morning ; next meeting I 
promise I'll l isten. 

(Reads silently) 

This doesn' t necessarily come in, but I ' ve got an 
i dea I ' d just like to dictate: 

• we have been waging a battle during the l ast four 
years to s ave l ives, to rebuild morale, and to put 
the country back again on i ts feet. This k.ind of a 
battle is not very different in many respects from 
a battle against the enemy where the obJective is to 
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kill . In that kind of a battle, we have our 
generals. In the battle against the dep.reasioa, 
we have also had our generals to lead this fight , 
only this time the ge.nerals have been ci vili ana. 
And I believe that the fight to save lives is Just 
as difficult a one to win as the normal. battle where 
you kill. 

"Now, let us see who our generals have been this 
time . Our generals who have led the fight have 
bean Mr . Jesse Jones of R. F. c ., Kr . Bill Kyers of 
Farm Credit, Kr. John Fahey of Home Owners Loan, 
Kr. Stewart KcDonald of Federal Housing" - all 
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those people - "and those men deserve the Distinguished 
Service Cross for the work that they have done every 
bit as much as the generals who directed the troops 
during the World War from Washington. " 

Now, it's Just an idea, see? 

When you were saying that, it occurred to me that 
you were going to say that "We spent to save . " That ' s 
an alliteration. 

I'm Just throwing it in. Ha ve to put i.n a lot of 
the others . 

Have to put Wa1lace in. 

You left out Hopkins . 

Ob, Just - I left - I'm just throwing it in. 
it to ~wife. She said it sounded too much 
campaign document . But I'm Just throwing it 
hopper, see? 

I gave 
like a 
into the 

Then that other idea: nif we made a mistake during 
the World War, we don' t figure i t in dollars. The 
important thing is: Did we win the war? The same 
kind of s ituation holds true during the la3t four 
years. Of course we made a lot of lllistakes, aDd of 
course we wasted some mon.ey, but in the end we took 
our obJective, which was to lick the depressioa, n 

I 1m on page 7 now. 

We ' ve got some of that in there. 
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I know. 

Look on page 8 : •Another amounting to more than 
one and a half billion wa s to provide funds for 
governmental corporations and credit agencies that 
made loans to farmers , home owners, r a ilroads, banks, 
etc . The proprietary interest of the United States 
in these agencies now amounts to nearly four billion 
dollars.• 

Now, how coUld we, on spending one and a half, get 
a proprietar y interest of four? 

Hoover did an awful lot of it . He put up the R.F. C. 

Make that clear. A fellow says, •Gee, put in one 
and a half and get four . " It just doesn ' t make sense. 

We made more of those, but we got repayments. 

But a fellow says , "It Just doesn't make sense . That ' s 
some pot.• See what I mean? It needs an expl anation. 

(Reads more) 

You get it down to five bill i on, don ' t you? 

Pr actically . 

Last t ime we did t his speech, we had a pr ofit. 
Remember, Herbert? 

Of course, we never did di s cover the source of some 
of t hose figures. Of course, we have spent some 
more money since that time . 

Well, Danny Bell was in on t hat . 

Just a minute, Herbert. Those figures wer e all right. 

That's a good sentence - page 11 -: "We believed it 
bette1· and wiser to balance the budget of the American 
people when that budget was very grossly out of balance, 
t han to balance the Federal budget at the expense of the 
people . • That ' s a good sentence . 

(Reads some more) 
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(Finishes reading) 

Well, I want to say this. I think it's coming along very nicel y. The main criticism I have -and I don 1 t knol'l whether I ought to do that wi th you - I don' t feel 1n the first two thirds that the ideas f all nicely - I mean tha t t hey're - t hey just come i .n logical order, that the argume~ts - I mean 
I feel that they 1 re still too scrambled . That's 
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my principal criticism there. I mean it doesn't give me a picture - 1, 2, J , 4, 5 - you see; it isn't yet orderl y. 

But I 1d like to - I d on ' t kno~ whether you people want to take it or whether you' d like to leave it now until I work w1 th it. What do you think? 
Herbert could also ••• • 

How do you like it so far , Herbert? 

I t hink the argument 1n general is good . I think it 1 s the right argument and the only one you could use. I think that there is probably too much of this reView of the x·easons for the emergency expenditures, that it is too nearly in the form 1n which we have s aid it over and over again during the cupaign. 
Then , I t hink also t hat we should try to get that th1ng a little more condensed and crisper and enlarge more on the future picture . And then I t hink the emphasis here on the f act tha t r egular expenditures have not been greater, they have actually been less than in prior administrati ons, leads immediately to the thought t hat "'Nell then, t he emergency is over, you can just chop those all off and we ' ll get back to a f our billion dolla r budget•; and it isn1 t true; we can 1 t do it, and I t b1nk something more aust be said about the diffi culty of doing that . 
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And I think also that that ' s a somewhat t r icky 
statement, because we ' re not going to get back to 
any four billion dollar budget. We have absorbed 
into our regular. buiget these thillgs which we have 
liked to speak of as emergency expenditures, and 
they're going to stay there. 

You (Sel t zer) had that 1n the other draft, don' t 
you remember? 

2~ 

Let me jus t get - I ' m tired now. George had me the 
ot her night when m;y mind was fresh. I ' m tired; I 
won't be any good the rest of the week. Now, you 
three men, just the three of you - I don't want Upham 
iJL..On ~· s any more - do you think you could do 
anytbi 'for me so when I came ba ck it would be -
when I ' d be f resh, we could take it up Tuesday morning? What do you think? 

(Nods yes) 

What? 

I think Herbert could do a lot. I think it needs a 
fresh mi nd on it. Larry and I are • •••• 

Wha t do y.:>u think, Herbert? I know when m;y lllind is 
t ired, a nd right now m;y mi nd i s very tired . 

Yes . Yes, somet hing could certai nly be done . 

Well, think it over. I s this a copy for me? 

It's being retyped. 

Have it r etyped as it is a nd I ' ll take it up to the 
farm with me over t he weekend, and I'll s ee what I 
think of it, s ee? But I know when I'm tired, and I'm very tired now. 

But I want to s ay this . I think it 1s coming - this 
is only the L4th, and I think it 1 s collling. And I 
thi.nk when it 1s retyped I' d l et Viner and Riefler 
read it. Jus t a sk them to read it while they 
are here, to see whether t hey feel that we are 
a pproaching it f r om the right angle, without getting 
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do.-n to . . . .. 

Details. 

•••• deta:lls; but do they feel that ' s the way to 
a pproach this thing, and if not I ' d like to ask 
them to put in writing the way they'd do it. I'll 
see them at lunch and I'll tell them. 

Are they going to be around the rest of the week:? 

Yes. Well , tomorrow a~way. 

You tell them about it and I 1ll supply them with a 
copy. 

I want to see if they think this is the appropriate -
this is the philosophical way to approach this problem. 
I also feel much more could be said as to the future . 

I ' m perhaps - because of the fact that we have had 
so much of this stuff, Larry, ••• • 

I understand. 

••• maybe I just got kind of tired . 

No , George said - he prefaced the thing; he said he 
end Larry have gone as f ar as t hey can; t hey ' ve gone 
stale on this thing, and they'd like - I think 1t 
we have Viner and Riefler and you (Gaston) t ake a 
look a t it and give it some time, so when I come 
back Tuesday. . . But I'm pleased the way it ' s 
coming . And God knows Herbert Gaston can tell you 
when I ' m not pleased . See? 

Now, I 1d like a copy. I wouldn't give a~body else 
except Viner and Ri efler and Gaston and me one; and 
then I'll tell 'them to read it and tell me whether 
they think this is the correct way to approach this 
problem, and they should please take it and sit down 
and write their comments . 

cc - llr. Gaston 
Mr. Haas 
lolr. Selt zer 
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October 20, 1937 

Present : 

Ur. Bell 
Kr. Upham 
Kr. Haas 
Hr. W1lme.rding 
l.!r. Seltzer 
!.lr. Gaston 

10 a. m. 

HY,Jr: Well , th1e ia Viner's reaction to the draft . 
I will read it out loud. 

•I think that the preliminary draf t provi des a eub­
atanti al baaia for a aatiafaotory apeeoh, and if it were 
strengthened at the indicated pointe I would have no 
further oriticiama to make or it . 

1 Pp. 6-7. Except for four billion dol lara, you 
account only for the expenditures in exoeae of receipts . 
But new and heavy taxes were 1mpoaed, and these produced 
substantial revenues, aa you yourself point out later. 
The uee or these should be accounted for as caretull:r 
aa the use or the borrowed funds.• 

Well, we have time to work w1th that. 

1 P. a. Again, t hat part or the recovery expendi­
tures wh1oh waa met from current tax revenue s 11 not 
counted as a net coat . On this basis, the government ' s 
aot iv1t1ea cost nothing in a year 1n wh1oh the balance 
ie budgeted. 

•p. 8. Should not ster111zed gold also be 1noluded 
ae a future aaeet for debt-liquidati ng purposeaT 

Pp. 11- 12. You must argue as you do that the federal 
deficit waa a contributing factor to the recovery, but 
the claim that all the recovery •• attributable to 1t , 
and that all the increase in national income waa the re­
sult or the det 1o1t and b;r 1mpl1cat1on would not have 
occurred 1! the def1c1t had been smaller or had been 
ended sooner, would be d1ff1oult to auoport by reasoned 

39 
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•argument , especiall y before an audience most or whom 
are conYinced that the continuance year attar year or 
the deficit has been a hindrance t o reco•ery. I would 
certainly eliminate t he statement that the 14 billions 
ot detioit is yieldi ng 28 billions per annum in national 
income. On that basi s , why not have had a 30 billion 
def icit? And what about the devalua~1on, etc ., and 
t heir ettecta? I t all t he r ecovery 1e ola1med t or the 
det ic1t, what about the rest or the New Deal pre&ramt 

1 P. 12. I would not boast t oo much about the pres­
ent economic eituation. It will not sound up-to-date 
at a l ecture so near to Wal l Street. Instead ot s ug­
gesti ng that the bulk or t he Job or bringing l asting and 
tull recovery has been done , I would advise that you take 
t he line that what could be done by deficit tin&ncing 
toward bringing about recovery, relieving distress , and 
substituting tor te1:1pora.rily idle private cap1 tal , has 
been done, and that t he remainder or the task, still a 
sizeable one, must , 1n the interest or the security or 
the federal finances , be done strictly within the l i mits 
ot a balanced budget, and or no i ncreased tax burdens . 
The government can still rightly be called upon tor help , 
but business, labor, and agri culture, in removing unnec­
essary hindrances, l egi sla ti ve or ot herwise, to t he prot -
1table i nves t ment or private capital , in promot ing t he 
removal or t r ade barriers, and in maintain1rtz adequate 
fina ncial conditions, on liberal terms, tor legitimate 
i ndustrial, commercial , and agricultural enterprise . 
Something or t his sort certainly needs to be said attar, 
or in lieu or, the stat ement on page 14 : 'We believe 
t hat a large part ot t he remaining unemployment will 
disappear whan capital tunds are actively employed in 
productive enterprise. ' No one disputes this. But 
private t unds are put to work only when a protit seems 
in prospect, and the government now has an unprecedented 
degree or responsibility tor the conditions which result 
i n such prospects or profit being either pr esent or absent. 

1 P. 16. I would point out here that t he reductions 
ot the high surtaxes during t he peri od ot prosperity prior 
to 1929 reduced the power {and made i t s exercise more 
dangerous) ot the Government by defi cit financing t o 
moderate the present depression. 

' I hope t hat these suggestions , etc. et c .• 

HK.J r: What I would do is th1a, eo we keep it al-
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together, who ia going to keep all tbie at-1ff together? 

Kr. Ha•e: I will, or Larrr (Seltzer). 

KU.Jr: This eventually hae to go back t o Kies 
Chauncey. 

~r. Haas: o. 1. 

HM.Jr: There are some excellent pointe in Viner's 
OOIIUDent. I don't know why R1etler did not send me hie. 
I think I will call him on the telephone. (Note: He 
could not reach Dr. R1efler dur1ng the oouree of the con-
ference.) · 

HM.Jr: Row, where are we next? 

Ur, Haas: Mr. Wilmerding has gone over and worked 
up an outline of the apeeoh draft we had in here the 
other day in which I attempted to fol low your discussion 
of the other evening. It was too long and you made 
some suggeat1on at the beginning that it d1d not oliok 
so Larry haa taken that and reduced it and made it about 
:5,000 words and I think Herbert has also taken a shot at 
it. 

Hll.Jr: What's Wilmerding got? 

Dr, Haas: This outline. 

Jlr , W1lmerd1ngl It is a lengthy outline. 
not ayaelf willing to atand by 1t. 

I-

HM ,Jr: How many worda have you got? 
line or draft? 

Is it an out-

Mr. Wilmerding: It's an outline; a sketch. 

HM,Jr: What have you , Herbert? 

Mr. Gaston: I have re-written about the fi r st halt 
of what Larry and George produced of the discussion we 
had t he other evening. 

HM,Jr: Kay I seaT Does this follow the other or 
1s tble original? 
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Mr. Wil•afding: It's original in some respecta. 

HM.Jr: Let me take a look at it. 

lolr. Wilmerding: .All right. 
1t will han to be changed. 

I will say trankl7 

HM,Jr: Let me read what he ' s got and I don't know 
whether anrbody has got what I have pi cked up in the 
last couple of days in my own mind and when I oome to 
that I will need a lot ot help from your organization, 
Dan. I think -- after all , thie ie November lOth which 
is 5 days before Congress meets and it's a marveloue op­
portunity to lay down certain principles in advance. 

Mr. Bell: True. 

Hll ,Jr: And I want -~ put my neok out. I would 
like you to soak this in because I have to rely on you 
and your organization tor a lot ot this stuff. 

Kr. Bell: All right. 

Hll ,Jr: Let's see what these boys have got and it 
they haven't got what I want I will tell you and we will 
get you, Bell, to dig it out, see? .All right, I will 
read this. 

(Secretary read Mr. Wilmerding' s outline , copy ot 
which is attached. ) 

H1ol Jr: (Having completed the reading) I think there 
1e a i o! ot a;ood stuff in there . 

Mr. Bell: Yes. 

HM,Jr: I think you have gone too much in the dir ec­
tion or not enough figures. 

• 
Mr. Wilmerding: I think so t oo. 

HM,Jr: But ~ think t here 1a a happy medium. 

Mr. Wilmerding: A Uttle too 1 a1ry 1 • 

HM.Jr: A little bit , but we have got time. But 
there 1e a lot ot etutt which I think we can work in. 

Let me get - - which 1a the last onst 

(The Secretary then read the Haas-Seltzer draft. l 
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HM,Jr: (after reading first three pages) I 11ke 
this. 

i. 43 

Kr. ~t; This is about the way you indicated the 
other n1g~ 

HW,Jr: Do you like this, DanT 

Kr. Bell: Yes ; this is all right. 

~Jr: (af ter reading first t our linea on page 4 ) I 
like t e. This it ewell. 

(Continued to read.) 

"The total of these items is eighteen billion dollare,• 
(lines 1 and 2 of page 5, ) There is a time element there. 
Over what period? 

Dr. Raae: Four years. 

Ur. Gaston: You are still taking about the tour-year 
period. 

HW,Jr: (Continued to read. ) "Finally, our outlays 
tor permanent public works during the past tour years were 
1. 7 billions in excess of the outlays for these purposes 
in )he preceding administration, and more than tour times 
those in t he one before that . These increased outlays 
in part anticipated future requirements.• I question 
that paragraph. 

(Continuing to read) "It you were to subtract the 
total ot these special eXPenditures from the formal def­
icit of fourteen billi ons, you would get a net ooat ot 
the recovery program of approximately seven e~d a halt 
billions. • I queetion that, too, I think you are go­
i ng too tar. 

(Continuing to read) . •we beli eved it better ahd 
wiser to balance the budget ot the American people , when 
that budget was very grossly out of balance, than to bal­

ance the Federal budget at the expense of the people .• 
What do you mean? You 111ean unbalance. 

Kr. Bell: Balance the budget of the individual. 

Regraded Unclassified



ID!,Jr: 
I thiili that 
sense t o me . 

- 6-

' Balance the budget ot 
has to bs cleared up. 

What you mean 1B the 

the American people. 1 

It does not malta 
indiYidual. 

Kr. Haas: You can say budget~ ot the American people. 

Bll,Jr: 'l'hat ian' t clear. I ltnow what y ou !Dian. 
You mean when a tallow had not hing it wae up to ue t o 
spend , but it isn1 t clear. I think there ie an i dea 
there , but it has .to be re- worded. 1 Had a ohanoe to 
raise his income,• has not the Preeident ueed that? 

Mr. Gaston: I think the general idea has been used 
and 1 balanoed budget ot the American people has also been 
used. 

HY,Jr: (ContinU1~ to read) 12~ a year. • (Second 
line of page 9.) 'l'hat sa new one. 

Mr. Seltzer: A lot ot other things contr ibuted to 
this recovery in t he national income, but I don ' t know 
that • • . .• 

R!.I 1Jr: Larry, what I am trying to do this morning, 
I want t o see what you fellows have got and then what I 
am going to ask you to do is take Viner ' s and R1etler1 s 
and anybody ' a orit1oism in t his group and hash this thing 
over plus what I don't think you have got , a new idea I 
want to give :you. Let me run through thie. I think 
this i s eo great an i mprovement over the last one that 
I am tickled t o death. I teal we are coming. 

HU.Jr: (Continuing to read) •we have not , it ie 
true, entirely solved the problem ot unempl~yment • •• • 
(Page 9, line 9, ) I t hink you have understated i t. 

"Nor have we completely solved other problema. • 
(Page 9, lines 11 and 12. ) I think we can admit a little 
bit more . I think we can say there are still lots ot 
things to be done and I thi nlt we can admit more; we 
still have t he unemployment problem with us . 

(Continuing to read through first paragraph on 
page 11) Are you nailing me to the orosel o. X. It ' • 
all true, but it hurts. 
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llr. Belt!er: 'l'hat1 a )'our real baais tor asking 
tor a b&lanoe budget ~ t this t1a~e. It )'OU balleYe 
we are going into a ta11-apin I would ohuok the apeeoh. 
I would certainly change it radically. 

Hll ,Jr: All right. I han t1me to think thh 
OYer. 

Dr. Haas: There is another angle that coincided 
and brought the situation about and that was l iquida­
tion by the banks. 

HI.I ,Jr: Yea. This is ~rong etutr. 

(Continuing to read) 'I need hardl7 say • • • (line 1 
second paragraph, page 11). I think instead or 1 I need 
hardly eay1 I would say 1 I want to say•. 

Continuing to read: 1 I need hardly say that it is 
t he a1m o! this Administration to foster and strengthen 
the conditione favorable tor private business. We want 
to see capital go into the productive channels or private 
industry. We want business profits to grow. We be­
lieve that a large part or the remaining unemployment 
will disappear when capital funds are actively emplo)'ed 
in productive enterprise. 

1For these reasons we wish to minimize any further 
borrowing by t he Federal Government; tor such borrowing 
unlike that which took place during the depression, 
would be at the expense or the funds aYailable tor in­
dustrial expansion.• 

eay. 

)[r. Bell: You are going out on the end or the 11mb. 

Yr. Haas: Sure; spend your gold! 

Ur. Gaston: You can quali!)' that all right , I would 

HK(Jr: (Continuing to read) • •• the great American 
publ1o1 llne 11, p~a 13) . It makes me think or •or 
Thee I Bing.• Cant rou call them eomething elae1 P.'l'. 
Barnum and the great American publici 

(Continued to read through line 7, page 1•.) 
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Mr. Bell: Do you want to put something i n t here 
to express appreciat ion of banks and i nYeetors? 

!Dl,Jr: I think that would be nry ni ce. The7 
have it oom1ng to them. 

Mr. Bell: It ' e a good gesture. 

Mr. Haae: I don't think it is neceaa&r/• 

-!.. 4S 

Mr. Boll: After all, there is a gap bet ween i ndus­
t ry and GOvernment and I would l i ke to aee somebody bri dge 
it a little. 

Hll ,Jr: After all, you are here to make suggeetions.t:. 
And I will make some . It these fellows don·' t lllte them, 
we can put them down and take a look at it. 

(Resumed reading) "I say to you wit~ perfect confi­
dence that, given the firm support of the publi c , and 
despite t he pessi mism of s ome, we shall def initely ac­
compli sh this objective .• (Lines 10 , 11 and 12 , page 14.) 

HM,Jr: Balanced budget . 
(Bell ) in here tor. 

That ' s what I want you 

(Resumed reading) , 1The number of the needy unem­
ployed has been drastically reduced. • (Next to last line , 
page 16. ) 

HW,Jr: Who reduced it? 

Dr. Haas: Business r ecovery. 

HM,Jr: Well , say so. I don' t want to give the 
impression that we drastically reduced it . 

Mr. Gaston: Right. 

Jnl ,Jr: Whioh I am a fraid would be pretty hard to 
answer because there is some truth to it. 

(Resumed reading) • ••• and the present fiscal year 
may be considered aa the year of transition bet ween un­
balanced and balanced Federa l budgets. • (Page 17 ,line ~ . ) 

HM ,Jr: That'a what I l i ke l That 1 a Papal 
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HU,Jr: (Resumed reading) 'There are some reasons 
for optilll1em on the spending side or our budget pioture. 
On the reoeipts aide •• •• • • (Page 18, Lines 5 and 6 . ) 

fDliJr: Now, right here 1e where I would lllte to 
tallt a ittle , 'l'he way I feel today, I ,.-ould like t o 
take a very gloomy attitude about the prospects or bal­
ancing the 1938- 1939 budget and I would like to ea;y to 
these people: 1 Wh1le the Administration if moat desirous 
or doi~ it, it 1s goi~ to be an extremely difficul t 
task to bring this about , and for the following reasonsl 
Well, we can t ake the ordinary expenditures or Government, 
whi ch run a t the rate or 3 billion 2; might bring them 
down to 3 billion, Well , we can take the uneJl1)loyed and 
c. c. c., which will run, combined, about 2 billion 2 this 
year and cut that next year to 1 billion 2 . Anyway, I 
got that figure · of 5 billion for all Government expendi­
tures plus 1 billi on 2 for r elief, brings it up to 
6 billion 2 . Then plus debt retirement , another 600 
million, brings it to 6 billion a. Ia t hat about right? 

What I want to do and this ia where I want you (Bell) 
to come in, I want to take the desire, t he wish - - yes; 
the accomplishment-- extre~ly difficult . We must get 
the help or everybo~ to bri ng this about , WbYl First, 
Agriculture. I don t say I will put that number one. 
Let's take a look at the situation t hat agri culture is 
in today. For next year we have on our books an authoriza­
tion or $448,000,000 plus, last December , roads authoriza­
tion or $216,000 , 000, plus ~216,000 , 000 authorized to be 
apportioned this year, of which onl)' $24 ,000,000 has been 
provided, and the d1 fference, roughly, $400,000J.OOO, to be 
authorized. That ' s $440,000 ,000 plus another t400, 000, 000 
is $840,000,000. 

Now I woul d sketch-- by t hat time, you know, we ar e 
talking about ever- normal granary. I would say in addi­
tion to that, Commodity Credit might cost us, due to ootton 
and corn loans, anot her $300 million, So, Agriculture 
$400 million plus Road , $440,000,000, equals S840,000,000, 
plus $300 million equals 1 billion 1 plus $100 million, 
Custo~s money under Section 213, equals 1 billion 2. 

!!.r . Bell: t)f course that ian' t all . 
regular operating side. 

You have the 
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HK.Jr: All right . Thls ie where you come ln. I 
want you to dictate some or th1e speech. Slnce I have 
been worklng wlth J.!r, Bell, I want to take the tlme to 
explaln, we have got a practically impossible t aek to 
balance the Budget next year and I want to say so. I 
want to say sol I want to eay to these people - - I want 
to make it Just as black as possible, to frighten them. 
Say : Why , gentlemen, or course we want to balance the 
budget, but what is the problem? Arter you get through 
with 5 billions regalar expenditures or t he Government, 
which are not higher than the previ ous t our years (it that 
is true) and after cutting it down t his year, plus l bil­
lion 2 t or relief , plus 600 million tor debt retirement , 
you have a figure or 6 billion 8 and you haven't even in­
cluded agriculture . Before we take a look at t he revenue 
side ot t he•pioture, we are sunk. 

Now, as I told Wallace yesterday, I asked h1m - - I 
have to talk terribly frankly here ; we nev6r have any 
leaks i n t he Treasury - - Wallace ' s attitude was: 'I never 
hear d or this . I have always gone ahead and spent all 
the money I wanted to. No one has told me I could not 
spend it. This is unheard or. I have to see the Pres­
ident right away.' 

That' e why I want Ur. Bell here. I want him to 
say whether I am right or wrong l n saying th1sf whether 
this will be helpt'Ul to the AdJnlnietration. In other 
words , I am willing to be t he goat. I am willing to 
stick my neck out five days before Congress meets and 
have them say: 117hat ie th1e sturr A!orgenthau is t allt.ing 
about? It ' s the darndest eturr I eve r heard or.• See 
what I mean? 

Mr. Bell: Yes, I see what you mean. I t hink the 
first impreasion they w1ll get .1e, Oh, well; the Secre­
tary is beginning to make excuses already abOut not bal­
a ncing the 1939 budget • 

.!Lr. Seltzer: Sounds different from what the Pree1-
dent said a few weeks ~o. 

(Secretary lett the room f or a few minutes. ) 

48 

Mr. Gaston: In er reot you are saying it i s absolutely 
essential that t he 1939 budget must be balanced, but it 
can ' t be done. 

Ur . Bell: That 1 e the argument te ' s getting into. 
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Kr. Gaeton: Certainly with that t hesis you have 
to oome bait way trom both ends. You will have to 
translate 1t: the budget should be balanced, but it 
will be a very dittioult task. That's what you will 
have to arrive at. 

lolr. Bell: What I am thinking ot: It 1B going t o 
be a difficult Job to balance this budget in view ot 
the authorizations hanging over our head and we need 
the support ot the American people to balance it and the 
Pre sident is going t o make some drastic recommendati ons 
in t his Congress t or economy and it will take the sup­
port ot you people to get that. 

Mr. Gaston: 1 I t is possible to balance the budget . 
It will be very difficult. We need your help. ' 

Mr. Bell: That's the line. 

Dr. Haas: We started out one other time in maki ng 
it black. Remember the first one you (Seltzer) wrote? 
That was blaok. 

He has a point about Congrese meeting, but I don ' t 
see how we can get it over without completely changing 
the rront part or the thing. 

(At t his point t he Secretary returned. ) 

HM,Jr: Dan, t he floor is yours . 
t hink about what I said? 

What do you 

Mr. Bell: My first impression ie t hey will say 
that you are immediately throwing up an excuse !or not 
balancing the 1939 budget. 

HM,Jr: You want me to answer that? 

J.lr . Bell: Yea. 

Hl.! Jr: !l,y anewer to t hat i s thie: I think t h18 
ie t he tiggeat t hing ot the apeeoh and I t hink I have 
to repeat and repeat my pleas t or aee1etanoe, but I a m 
willing , as Secretary ot the Treaeury, to do anything 
and everyt hing humanly poseible to bring t hle about, 
but I can' t do l t alone. lby not race t he racta7 

• 
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• 
t· ..... .. 

Jir, Bell: That'• what.we are leading into, that 
the budget must be balanced a nd it' e going to be a 
veryvery difficult problem a nd we need your help. That ' s 
a little different approach. 

HU, Jr: I keep saying : You, t he American people, 
your representatives in Congress, everybody, has to 
work t ogether to bring this about and no one i ndivi d­
ual can do it. This is t he biggest fiscal job that 
has ever f aced anybody and no country in the world has 
been able to do it. Nobody has a balanced budget . 
We want to do it and in order to do it I am asking, 
on behalf of the Administration, I am asking help of 
the American people to bring this about . 

Mr. Bell: Do you suppose the President would per­
mit you to say that he i ntends to rake some very dr astic 
recommendat ions for economy the first f ew days of the 
sessi on and when he makes those recommendations you want 
the publi c to support t hem? 

HM Jr: He can look at it. You know , the other 
speech f gave him he went over f our times. 

Ur. Wi lmerdi r£: I t seems t o me you have to leave 
them with t he impreuion of not malting an excuse, but 
t hat you are a bsolutely earnest and, as Secretary of 
the Treasury , you want to balance t he budget and he is 
going t o move heaven and earth to balance it and tell 
what the obstacles are. 

Hll ,Jr: I want to leave t he i mpression that he 
has pai nted tr£ picture even blacker t han it i s . I 
would much rat her have t hat , Dan. I am doing the 
Presi dent a kindness by put ting my neck out, because 
he does not appreci ate how difficult it i s . You and 
I li stened t o Wallace yesterday. It ' s one t hing to 
go into a oorral and eay I am going to rope and tie 
that , well , to be poli t e, horse , but we haven't even 
tied him. I gave you the figure of l billion 2. 
~s. Klotz is telli ng me that Wal lace called several 
times to make sure I was going to be t here and t hat 
there was no mi sunderstanding. I want to take time. 
I feel I have gone up on t he Hill and I have talked 

~0 
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about our financing and I have t al ked about our Gov­
ernment cred1t and I don1 t think it il conceited to 1ay 
that I have lett them w1th the reeling or sincerity and 
honesty or purpoee. That's what I want to leave here, 
but I don1 t want to leave a atone unturned to tell them 
what the problem is , not that I want to paee the buck 
but I want to paint the picture tor next year ae it il 
and taking agriculture, roads and Section :52 money and 
all that etutr, and I am Just ue1ng that because I am 
most familiar with 1t , but you know ot other things . 
They slide over this thing too easily, that there was 
already on the books $700 1 000 ,000 tor public roads be­
tore we get another dollar. We have commitments to 
finish these proJects until 1941. It 1 e not only 1938-
1939 , but commitments we have made to 1941 , by years. 
We have got proJects. We have to finish them. Let's 
be realistic, gentlen:en. Administration wants to do 
this, but we need your cooperation a.nd I want to give 
t he picture Just as it 1s ; not a single doubt that I 
can think ot, but what I am going to tell you: now 1n 
order to accomplish this t hing, we need your help. 

I don 1 t want to say this, but I am so sick and 
tired or hearing people say, We want a balanced budget, 
and t hey don ' t know what they are talking about. Uaybe 
I can say that politely -- eo many people calling tor 
a balanced budget. When t hey want a balanced budget 
what are t he things -- what is necessary - - to bring 
that about? 

Now, Dan, you can see whY I wanted you ·down here, 
but having been through this thing with Wallace twice, 
having been through this experience over the week-end 
and getting t he document signed and the reaction after 
the document was signed , I teel I can really render a 
great service by knowingly and consciously putting my 
neck out as t he fellow who is going to bust this bad 
news to the country and do it on t he eve or Congre1s 
meeting . 

Mr. Bell: Good time to do it. 

Hll,Jr: I don't want you to eay to me, unless you 
honestly believe it is t he time to do it and I am the 
person to do it. Think 1t over and tell me. 

llr. Bell: I see. 

BU,Jr: Because , naturally, the Congressmen are 
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going to have eomeone to Jump on and blame and I am 
exposing lll)'eelf to t hem and I a m w1ll1ng to do it and 
I ehould think the President would Jump at i t . low 
I am willing to take t he responei b111tJ of g1Ying th1e 
newe to the publ1o and I thinlt the eooner it is done, 
the better, and this is the perfect time to do it . 

Mr. Bell: Uh-huh. The way it appears to me it 
1e t he right approach to it. 

HK,Jr : Now will you , or could you, yourself, be­
cause you have th18 t hing , t ake some stenographer and 
rough out what I want, t he open ended part of the th1ngT 
I have Just mentione4_~ricu~ture and you know the other 
things -- Just the way-! "have talked it, but the real 
figure e. 

&lr. Bell: I think so. 

HY,Jr: What would be a reasonable time to get it 
from you? 

Mr. Bell: I would like to have a day or two. I 
am way behind with my Budget, Tomorrow, maybe, sometime. 

l!l! ,Jr: Could we have a meeti~ Friday morning? 

Yr. Bell: I think eo. 

HM,Jr: Is that rushi ng you too much7 

52 

Mr. Bell: I will do 1t within that time I am sure . I don't 
th1nk 1•want to get too many figures into the speech. 

Hll,Jr: What would you say about Friday? 

Kr. Bell: I expect i t had better be sometime in the 
morning, because I have to keep afternoons open to do eome 
revising on the Budget figures. 

HY.Jr: How about 10:30 Friday? 

Mr. Bell: All right . 

HK.J r: Herbert , what do you think of it? 
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Ur. ~aton: I think the way to handle that 11 
to say t1 it the budget should be balanced it h 
goi ng to be diff ioult and I t hi nk thia i s t oo optim18tio. 
or course, there i8 another obtaaole and that i8 a gen­
uine depression developi ng in t he meantime , which will 
be the most difficult thing, and whether you want to make 
a decision and announce t h e decie1on,in spit e or an.rth1ng 
that happens in the meantime ,we muat try t o balance the 
budget. 

HI.! Jr: I won' t be here i f we have another tai l­
spi n ~we have to raise anot her five to ten billions . 

Ur. GaetoniA~Xou won' t consent to deliberately 
unbalanolng the out!get with 400 ,000,000 or 500,000,000 
more wort relief? 

HJ.I,Jr: No. You will have to get another Secre­
tary ot the Treasury because I believe what they fellows 
say here that there are a lot of other things that are 
wrong and t hey should be corrected, and the reaaon I am 
willing to do this -- the President i s not leaning toward 
more pump priming, but t he t hing that bucks me up ia he 
is l eaning to encouragement of private lbdustry and 
private capital to get t he building thing started , which 
the Government has failed at , and he's willing to admit 
that . I won't stay and knowingly and consciously have 
an unbalanced budget i n order to correct the mistakes 
cade by other people. You will have to get somebody 
else to do it. As I say, we are t allt1ng t erribly oon­
tldentially. I believe everything that Haas and Seltzer 
said here. We have come to a oroes road. The erose 
road is when privat e business needed the money wh ich the 
Government has been taking up t o this t ime , and we are 
at that cross rond now. I don' t see why we oan't use 
those words, the oross road where the Government oan 
step out of the fleld of abeorbi~ money and spending 
it to stimulate production and it e now up to private 
business and they are read)' to do it and t hey should 
have the money and the United States Government should 
not be in oompetition with private industry tor money. 
That's t he whole pi cture. The time has oome. And 
t he only person a round here who is not i n line is 
Wallace and Wallace wants private i ndustry to do it; he 
does not want the Government t o do it. The President 
wants private indust ry to do it. Let 's be honest with 
ourselves. And it ' s not balanotng t he budget whioh 
18 putting the <atook marke t down. Then wh:Y the hell 
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should we unbalance the budget to cover up the mi1takee 
ot other peoplet r or tour year• we have carried the 
burden ot mistakes made by other Departments. We have 
carried lllllch too liiUOh. 

)(r, Gaston: 
t he pressure will 
resisted. 

I e1:1ll thilllt it the worst happen• , 
be eo strong thet I doubt it will be 

HK.Jr: I have yet to see any signs or it. Today, 
up to now, I have sean no signs ot anybody of responB1-
bi l i ty who wants to unbalance t he budget in order to 
atop this drop in t he stock market . · 

1lr. Haas: Certainly a great lll!lny other things would 
precede that. 

Hli Jr: What I -- I repeat , what I eay in this room 
liiUst not be repeatsd -- but I am willi ng to take the 
respons1bil1ty. But I will not, in 1938 or 1939, I will 
not raise a lot of deficit money. I positively will not 
do t hat. 

t.!r. Haas: I th1nlt you can keep your conviction, but 
I don1 t thilik you have to burn your bri dges behind you. 

HU,Jr: We crossed it Sunday night when the Preei-
dsnt s i gned this thing. We are all in the clear. I 
have made my fight t or the last three weeks and I t1gure 
we have won. Don't you feel that way, Bell? 

Mr. Bell: Yes, I feel the way you do. I think 
yo~ are absolutely right. On the other hand, Herbert ' s 
statement that it s going t o be awfully hard to resist 
is a big factor in the case. I think you are on sound 
ground, that you should not borrow any more money in 
the Treasury to correct other people' s mist akes. 

KW Jr: Now , listen, Bell. I told the President 
he s hoiiia tell Congress that he would keep t hem here 
until the budget was balanced, eo he turns to Do1.1ghton 
and Vine on and says: ' This is what liorgenthau eay1. 
Uorgenthau 1e k i nd of r ough about tb1s thing, and he 
says you are goi ng to keep Congreu here until they 
balance the budget.• Vinson and Daughton ea1 d,'Fine . 
That's all ws want. That 's what we want to hear.' 
And t hen their reaotion is, 'Then the Oomndttee on 
Appropriations and the Committee on Way1 and liean• will 
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have to work together.• Now, a atatement l i ke that -­
I go baok to my eill7 example of the 50 ooamunitiee 
1rho wanted 50 o OlllllB morat1 Te ooi ne and w1 thout a:J1Y law 
I eaid no to 50 aenatore and ea1d no more oollllllemoratiTI 
ooine. Ae long as I stuok by it, I waa all right. If 
I had given one, I was sunk. We got away 1rith it. It ' a 
no different trom this thing, only thie thing i1 10 .uoh 
bigger, but the principle is the same and somebody hall 
to strike this note for the Administration and let the 
oountry and Oongres1 know how desperately difficult it 
is to do this balanoe of 1939 budget and you and I know 
that the President did not know until I wrote him that 
letter. Is that right? 

Ur. Bell: That1 e right. 

Hll Jr: He bad no idea about it. That' a· what made 
him oi;J;ge -- that letter I wrote to him. But I •ant 
t o afain emphasize that I want to play down the stutt 
that s behind and build up this end of the speech on 
the d1ft'1oulty ot what 1 s t aoing us. 

Mr. Haas: Another point whioh you ment~oned be­
fore that we had not developed very muoh, but in view 
of this discussion now and t hat is that the balancing 
ot the budget means t wo things: a difficult problem 
that you are talking about, and the other is t o get 
business to t ake over. There is a little bit here, 
but that might be developed a little more and it might 
~e good thing to hand out. 

KM Jr: All right . Bell, I will only take a couple 
ot minu~es more and then I will atop. I will take this 
home toni ght. 

(Resumed reading) 1There are some reasons tor op­
timism on the spendil)g side of our budget picture. On 
the reoeipts • • •• 1 (lines 5 and 6, page 18) 

This part, beginning 1rith reTenue , I wish JOU would 
ehow it to l:lag1ll and get him to do a l1 ttle bit of worlt 
on that. Will JOUl 

Mr. Haas: Yea. 

Hll.Jr: (Reading) Some people a.re worried leat we 
ourtail expenditures too rapidly. What I can tell JOU 
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1 in that respeot may reassure 8UOh people . 

•rhe plain taot ot the matter i8 that the unepent 
appropriations already made tor publio works and similar 
projects are 80 great that large n;pendi t ures for theae 
purposes will oonti nue into the fiaoal year 1939 eTen 
it Congreaa does not appropri ate a not her dollar tor them. 1 

HU,Jr: • ,, even it Congress does not appropriate 
another dollar.• That does not belong here . rhie 
wi ll go into Bell's part. 

(Reaumed reading) 11hen we entered the fiscal year 
1938 ••• • 

Hloi ,Jr: Ball can pi ck thla up. 
here. 

I t does not belong 

(Conti nued readi ng) 1It i s obvious that even it we 
wanted to , we oould not suddenly out ott all of our emer­
gency spending. 1 

Mr. Gaston: That ought to reassure some people who 
think we are tapering ott too fast. 

HU,Jr: (Continued reading) ' But when I say that 
I am confident that we shall balance t he bu(1get during 
t he co:Ung year without violent disruption ot existing 
programs , I do not mean t;O say that the job will be an 
easy one. • (First paragraph, page 21, ) 

HU Jr: Thls part, with the exception ot revenue-­
you donl t say enough about revenue. I thlnk that should 
be taken up with l~ill and let him write something tor 
me and this part plus the other should be tor Mr. Bell• 
But I thlnk we are mak1~ real progress . George, let 
me read what you have done tonight and then we will meet 
again on this thing. Do you {Upham) thlok we are go-
ing too tar stioking my neck out? 

Ur. UphAm: No, 
to sh8lte your hand. 
hands. ) 

I am very happy. I should like 
(Ur. Upham and the Secretary shake 

Mr. Bell: I think thla is a big improvement over 
t he first one. 

oOo-oOo 
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Addreaa ot the leoretal'1 ot 13le 'l'reaii1U7, to be 

Del1nrad before the AoadtiiJ ot Political lo1tact, 

at tha Hotel Aator, law York 01t71 WedDeada)' IYeD1J11, 
JoYeaber 10, 19,7. 

I aa glad to accept the 1nY1tat1oa ot tht AoadeiiJ ot 

Pol1 tical Bo1eace to diecuas before 1 ta aeabera a .. eabltd 

here tonight and before the radio audience the aubJect ot 

Federal apen41Dg and ite relation to the balancing of 13lt 

Federal budget. 

I ehall not keep rou in auapenee with reepect to tht 

main ooncluaion of ar dieouee1oa, naaelr, I belieYe 13lat wa 

ehould and that we will balance the Federal budget dur1AI 

the .err next f1aoal rear, Which beg1na .Tulr l, 1938. 

11neteea reara ago toaorrow, we atgoed the Ara1at1oe 

ending the World War. !hat war waa unbelinablr ooatlr ia 

hWiall Yaluea, and it ••• aaoJ'80Ualr ooatlr ia uter1al 

Yaluea. In the two rear• between the a144le ot 1917 aa4 tht 
• 

\ 
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aiddle ot 1919, the Jaderal. Oonrn.ent apent th1rt)'-ona 

billion dollar• and euatainad a net detioit ot twaat)'-two 

bi l lion dollara. 

During the past t our )'ears, thie oountr)' haa been 

engaged in another war. Thie time our ene-r was a great 

economic dieaater. In this war we bombed no oitiea; wa 

machine- gunned no trenohee; we kill ed no human bei.nga. 

In this war, we tougbt with Jobs and with dollars to saYa 

t araer a troa losing their tarms; to saYe home owners troa 

losing their homea; to giYe not only bread but work t o tba 

u.neaplo)'ed; t o increase the eeour1 ty ot Jobs, propert)' 

values, and busine1a proti t e; to bring order out ot ohaoa 

in our eoonoaio e)'etaa. 

Thie war, l i ke that other war, required a aaaJ-aida4 

eaapaisn under intelligent and oourageou1 lladarahip -- a 

l eadereh1p that waa euperbl7 euppl1ad b)' Prel1dant Rooi&Yalt. 

78 

Regraded Unclassified



Seoreter.r'• Speeah - 3 

J'inall:r, th11 war, like that other war, required a 

large epen41ng prop'all. !hie prograa, plue the epeo1al 

needa arieing out ot the great drought and the p~nt 

ot the eold1ere' bonue, required outla:re ~ur1ng the tour 

:reare ended June JO, 1937, ot aoae fourteen billion dollar• 

in exoeae of our reoeipte. Th1e waa a good deal leee than 

our two-:rear det1oit ot 1917 to 1919. But ie there an:rone 

within ray hear ing 'llho doubts that the reeulte ot thh 

detioit haTe been at least ae .uoh worth while ae those ot 

that other detioitt 

AI in that other war, an:rone oan point to a doll ar here 

or a dollar there that wae not well epent. I.n an:r war we 

expect a general to be Jud1o1oue in hie uee of .un1tione, 

but we hold no gN~ if he un&Toida'"bl:r waetee a few bullet.. 

So in th1e war, it -.;r well be that the detailed u111 of 
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eoae ot our relief tunda 111gbt haYs been eoaeWbat beUer 

pl.Mned; but euoh ~ waete1 •• ~ haYs crept in were 

as nothing Wben compared with both the hi.IIUJ\ and .. terial 

values that were at stake. 

Let us look tor a 110ment at the .. Jor items that ao-

count tor our tour-:rear deti cit . 

'rhe a.r1tbmetic is eimple. 'fhe la.rgest eingle itea, 

nea.rl:r nine billions, arose out ot unemployment relief, 

which included the Civilian ConseJ"fation Corps oaape and 

the great •oluae ot usetul seJ"fioee pertoraed in connection 

With thouaande ot loo&l worlt-rellet proJecte. Another two 

billions went to the &gricultural &4Juetment progt"UU. Ano~r 

2i billione went tor the prepA7J1ent ot the eold1ere' bonue. 

About }t billione went tor public worlte. And one and 

one-halt billion• went tor reooYerable inYeetaente 1Jl 

go•ernaental ageno1ee a•ktng loane to taraere, lwae ownere, 
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railroau, baU., ud ta lllte. '!'he total ot theae Ueu 

ia eilbteen billion 4ollara. Bat inoreaaed tax oolleotiona 

and aaY1Dge in the or41nal'1 operaUq expeaaea ot tU CloY-

ernaent reduoed the net to~ detioit to fourteen bill1ona. 

Bow the tiDal net ooat ot our apen41ng prograa Will be 
F' • •• 

Yel'f 1111oh leu than thie t1gure. We haYe ude a nuaber ot 

11Ubatant1al expen41 tur .. , aggregating about a1x and a halt 

billion~, ot the 11:1nd that will direotl:r reduoe the bu4pt 

require .. nta ot tuture :reara. What were the71 

.2. 'lot 
One ot thea, aaounting to COIU Wbaa -.e billiona, waa 

tor the pa:raent, nine :rear• in adYanoe, ot the aol41era' 

bonua, Wb.ioh would otherwise haYe been a regular. charge upoa 

the bud.pt until 191!5. 

bother, aaountiDC to aore thaa one and a halt 'bill1ona, 

wae to proYide tunda tor goYII'DMDtal oorporationa an4 ore41t 

agenoiea that MU loana to tuoaera, hoae OWDere, ra11roau, 
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banks, and eo on, fbeee outlays, added to those ot preYioue 

administrations, have increased the proprietary intereet ot 

the United States in these agenciee to nearly tour billion 

dollars. The peak in elq)enditures ot thle type was paned 

t wo years ngo, and the proceede from these loans and invest-

mente will become largely available tor reductione in the 

public debt , 

Finally, our outlays tor permanent public works during 

t he past tour years were 1. 7 billi ons in excess ot the out­

lays tor these purposes in t he preceding administration, and 

~ore than tour times those in t he one before that, Theee 

increased outlays in part anticipated future r equirements. 

It you were to subtract t he total ot these special 

expendi tures troc the formal deficit of fourteen billi one, 

you wo:..ld get a net coat ot t he r ecovery program ot approxi­

mately seven and a halt billi ons. Even thle figure will 
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eventuall7 be re&moe4 bf •two b1111on 4ollara or .ore al a 

reeul t ot the 1014 protl t now loqe4 1Ja the ltabillsatloa 

Pund, enrr dollar ot Whloh i1 1t1ll 1Ja OIU' po .... elon, to 

be u.4e available ln due OOUl'ee tor reduoiq the publlo 

debt. 

But let ue waln these real ottsete to the ou.al.ate4 

tol'llal detiolt. Let ue look at the gross tiglll'l u .. u -

th1e fourteen b~lon dollars. Dld we get our moner'• 

worth' I leave that question to rour own Ju~nt. I shall 

cite no long lilt ot tiguree to aeaeure the eno~e lllprove­

sent in the countrr t a aconoll1o oon41 tion durlng tholl tour 

rear1. .Aa I eald once before, th11 enol'IIOua iaproveMnt il 

oont1raed b7 the tirethaDd exper1enoe ot everr aan aD4 

woMD in the range ot a!! voice. 

Wa ltnew at the outeet that to epen4 in a great ·~· al 

we have 1pent, •ant a teaporaJ7 1er111 ot ubalaaoe4 batcetle 
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Bu1; we ueo lr.:new that it .. ant the proepeot ot a rel'il'ed 

and balanced national eoono-r. We beliel'ed it be1;1;er and 

w1eer to buanoe the budget ot the Allerioan people, When tha1; 

budget waa l'er1 groaal7 out ot buanoe, than to buanoe the 

rede£11 budget at the e:xpenl! ot the people. 
~ 

Let us tor the •oMnt ignore the "err great bu•n l'UU!I 

that were inl'oll'ed. Let ue take a l'eey narrow new ot the 

11eue. We accumulated a torl*l deficit ot f ourteen billion 

doll are. Buppol! a busineuman had a ohanoe to ra11! h1e 

,..~ 

i noo• tro• tort1 thousand dollars t o sel'ent7 thoueand ..._ 
/\ 

1 . ,. a , .. , b7 borrowiq tour,een thousand dollar&. He would 

certa1n17 Juap at the Ohanoe of borroWing that 110ne1. !bat, 

in one aenee, i1 What we 41d. Thle fourteen billion dollar 

...d" 
tol'll&lA det1o1 t ha• played an 1.aportant part io. ra1e1J11 our 

national 1noo .. tro• leas than t ort7 billion dollar• in 1932 

to approx1aatel7 se'\'enty billion& 1n 1937. Your f ourteen 
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b1111cD dollar 1DTI1t .. Dt 1a AMr1oa 11 ou.rreDtl:r :rtel41q 

u1 a retul'll ot 110re than two !ND4re4 peroellt a :rear. 

• • • • • • • • • • • • 

I t\ll'll DOW to Ule eecoDd part ot rq 41IOUII10il - tile 

reaeon1 •h1 I bel1ne Ulat Ule J'ederal budget lhould DOW be 

balanced. 
4 ,.~~ .... .. ,,r-ea.r) 
,.we han del1beratel:r used an \IDbalanoed Pederal bud31t 

during the paet tour :reare to r11tore balance in the budget1 

ot the .. erican people. !hat polic:r hal 1\lcceeded. We haTe 

licked Ule great depre11ion. We haTe not, it ie t ru.e, eD-

t1rel:r eolTed the problea ot \IDe~loraent, Wh1ob wa1 aoceD-

tuated b:r that depre11ion; nor haTe we coapletel;r eo1TI4 

Yarioue other probleu . Blat the doaeet1c probleu that •• 

f ace toda;r are t ar 1111 uuaerou1 and tar 1111 1er1aa1 tbaa 

the probl.eae Ulat we faced four 71ar1 a&Oo And, IYID 110M 

iaportant, the eol ut1oll ot theee re•1a1q proble• req111rel 
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ditterent detailed teohniquee !rom those whioh were ea-

plo7ed to attack the groee probleaa ot the depreeelon. 

Some or the underl7lng teohnloal conditione that .ade 

de!1clt spending the w1eeat kind o! econolllo poll 07 during 

the depreaelon no longer exlet. Thue, when we borrowed du~ 

-JS _, 

ing the depression to tinanoe our detlcit spending, a large 

~ 

part ot the tunds - obtained through an upaneion or bank 

credit. To this extent, our spending d1d not absorb oapl-

tal tunda aTallable tor pr1Tats 1ndustrr, nor did it absorb 

taxparera • tundl aTa1lable tor private consu~tlon e~end1-

tur81. li:Tan to the extent that our bonds and not81 were 

purchaeed b7 non-banking 1nT81tore, the etteot wae largel7 

to llake use o! cap1 tal tunde that would otherw1ee han 

rellal.nad 1dle beoauee or the absence ot attractive 1nv .. t-

aent opportun1t1ee 1n private 1nduetr,. 
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!cda7 the aituation ia greatly changed 1n these reapecta. 

Our industrial recoYerr has created large new de-.nde tor 

priYate capital. Our coamercial banks are no• utilizing their 

credit reeourcea again tor the tinanoing ot priYate induatrr. 

An:r det1oit ependi.ng that takes plaoe troa now on auat be 

financed in large part by oapital tunde that would otherwiae 

be available tor buaineee purpoeee. 

I need hardly say that it h the a1a of th1a Ada1n1a-

trat1on to toeter and etrengthen the oond1tiona faYorable 

for pr1Yate bueinese. We want t o eee oapital go into the 

produot1Ye ohannele of priYate induetrr. We want bul1n.eaa 

prot1te to grow. We believe that a large part of the reaaio­

ing uneaploy .. nt Will diaappear when oapital funds are 

aotivelr eaplore4 in produotiYe enterpr1ae. 

r or these reasons we Wilh to a1n1a1ze ~ turther 

borrowing bf the Federal Gonl'llllent: tor auOh borrowiJIC, 
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unlike that Whioh toot plaoe aDring the depreeeioa, woal4 

be at the expenee ot the tunde aYallable t or in4aetr1al 

. . . . . . . . . . . . 
There ie a turther ooneideration ot great 1~rtanoe 

that I ehould lite to e.phaeize. !hat ie, that the baeio 

philoaophJ ot our detioit ~ending ot the past tew yeare 

requires that a prograa ot substantial debt retire .. nt be 

undertaken ehort17. 

We wieh to preeerYe the power ot the rederal GoYB~nt 

to aot ae a balance wheel in reetorlng eoonoalo order 1n 

the tuture, it the need again arieee. !0 preeerYe th11 

power, we ~•t liquidate during prosperity the debte incurred 

during periodl ot dlpreeeion. 

Despite the eubetantial increase in the public debt 

during the paet tour yeare, the ore41t ot the rederal GoYe~ 

•eat hae re-.tned abeolutely un18palre4. l ot onoe ~ 
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even the darkeet 4&71 ot the depreae1on d1d thl Treaeurr 

exper1enoe the al1ghteat d1tt1oul t7 1n borrow1nc all the 

tunda tllat were required. !'he rat11 ot 1ntereet on our 

borrow1nga, aoreover, have been lower, t or oo~arable eeou-

r1t1ee, than at an7 other t1 .. 1n the h1etorr ot the oountr7. 

However, th1e un1~eachable ored1t position ot the 

federal Oove~nt hae been mainta.1ned beoauee ot the ooD-

viotion ot inveetore that the federal budget wae onl7 

te~orer117 out ot balanoe; that with bua1neee reooverr 

eubetant1all7 aoh1eved, the Pree1dent, the Congre11, and 

the great .lller1oan publ1o oould be trusted to Join 1n a 

whole-hearted and euooesetul determination to balanoe the 

budget and to reduoe the publio debt. 

!'hat UM ha• now arrived. 

'l'o keep tal th with the inv11tore 1n Oove~nt boDdlf 

to ~~~&1nta1n the lntegri t7 ot the ored1 t and ourreno7 ot 
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the ualtet Btatea: to aYold dralalag oapltal taa4a troa ~ 

nte lnauatey; and to ll:eep opea ual~alred 0. flawre po .. t­

blll'T ot the uae ot detloU apeD41JIC b7 the J'e4eral Gon~ 

aent u a balanoe wheel ln 1nduatrlal breall:downa, U la 

essential that we now tlx our oourae to bring about a flall 

balano1ng o! the J'ederal budget tor the tlaoal ;rear beglanlq 

next JUl.J 1. 

• • • • • • • • • • • • 

Let .. turn, t1nall7, to the 11111ledlate praotloal proe­

peotl ot budget balano1ag, beginning th.11 •err next tlaoal 

:rear. I aa:r to :rou with perfect oontldeaoe that, g1Yen the 

tlra support ot the publlo, and deap1te the peeal.taa ot 

eoae, we ahall detlaltelJ aooo8pllah thla obJeot1Ye. 

Let ae g1Ye 10u eoae reaeone tor at oontldenoel 

J'lret, the ao~ated detlolt ot tbe laet tour reare 

doee not repreeent aD7 deterloratloa 1n the ett1e1ea01 wl~ 
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wh1oh the ord111&1'1 operating departaente ct the Go't'el'!IMnt 

are ada1n1atered. Whil e eeYeral new tunctione -., require 

eo .. what larger'outl~e 111 the tuture, we haTe actuall7 epent 

lese during the laet tour year• t or the operation ot the 

leg1elati•e, judicial, and ci't'il eetabl1~nte ot the rea. 

eral Governaent, deepite their greatl;r increased reeponei­

b1litiee, than was epent during either ot t he two preYioue 

admin1etrat i one. 

We haTe epent acre tor purposes ot national detenee, 

but •inl;r to aake up tor prnious neglect. 

Despite the increase in the public debt, our annual 

interest chargee are leu toda;r than the;r were in 1923. 

The aggregate of the regular operating expend1 turea 

ot the Federal Governaent, including all the iteae that I 

haTe aenti oned, plue Teterane ' penaione and benefit ~ente, 
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ie runnsar to4a1 at aroua4 3.2 b1111oa dollar. IDnpellJ, •• 

lese thaB 1a 1932. 

U 1e olear, therefore, that a t1pt re1a hal beea 

kept on the ordinaey operatiag expen41tul'el ot the re4eral. 

• • • • • • • • • • • • 

Ill the eeoond plaoe, I lhould 111te to repeat that 

approx1aatel7 e1x and a halt billion• ot the expen41turel 

ot the put tour 7ear1 were expen41turel ot the lt1D4 that 

•111 d1reot17 reduoe the budget requireoe11t1 tor tuture 

In the third plaoe, the taot that out1111 t or UllellplOJ• 

• ent relief bulked 10 large in the detio1tl ot the pa1t to.r 

71&1'1 11 a taot ot great proai1e now. !hi nuaber ot tbl 

need7 UllellplOJed hal been 4ralt1oall7 ~oe4. 
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AI a aatter ot tact, we ha•e alread7 .. de t.portaat 

reduction• in expen41turee; and the present t1eca1 year -.r 
.. 

be coneidered ae the year ot treneit1on between unbalanced 

and balanced Pederal budgete. 

During the current t11ca1 year, we ha•e been reducing 

our outlay• t or une~~plo:raent relief by a" pr ox1aately three-

quarter• ot a billion dollars below thoae ot the pre•1oue 

year. It, next year, we reduoe t hese outlays by another 

tour hundred a1ll1ona or eo, down to the l evel ot twel•e 

hundred ailli one, inclua1 n ot the at!;]~ ;.c eea:!;:c:e. 

cc., 1 tr'Zfl a, wit h the prospect ot a further taper1ng ott ot 

these expen41turll 1n the future, the largest single aouroe 

ot our past dat1c1ts will ha•e been reduced to manageable 

proportion•. 

Similarly, 1t no eubetantial ad41 t1ons are Mde to the 

a1read7-a•a1lable appr opriation• ot eenn huDdred a1111ou 
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t or publlo worlte ot all lt1ndll tor the t1eoal :rear 1939, &D4 

auoh expend1 turae 1n eubsequent :rears are b~t 40WII to 

the halt-b1111on dollar level, th1e eouroe of t1eoal 4et1o1te 

will be el1a1nate4. 

• • • • • • • • • • • • 

!hese are eo .. reason• t or opt1a1•• on the spend1ac 

e1de of our budget p1oture. On the rece1pte e1de I OaD 

report to you a tar greater degree of 1mproveaent thaD aaAf 

people have believed poea1ble. 

!he p1a1n tact ot the •tter 1e that the Pederal reveae 

structure toda:r 1e etronger ae well as 110re equ1 table thaD 

ever before 1n the h1etory ot our countr:r. 

When th1e A~n1etrat1on ca .. into office, the t otal 

rece1pte ot the 1'reuury had fallen to Juet over two blll1oa 

dollar• a year. In eaoh year e1aoe that t1 .. thaT have 

... 
ehown aarlted 1noreu .. - the reeul t both ot 111prove .. nt• 
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1n our tax atruoture and ot the reY1Yal 1D bua1n•••• Por 

the present t1aoal year, the reY1aed .. t~tea ot reoe1pta 

total s1x b1111on a1x hundred and t1ft7 a1ll1ona. 

In the tax reY1a1one that Oongreaa 11 aohe4ulad to -.ke 

during the next aeaa1on, the ala w111 not be to ra111 ex1a'-

1ng tax rates or to aeak out new aouroea ot tax riYIDYI. !he 

ala, rather, Will bl to aake adJuataenta 1n ax1et1ng taxea 

1n the d1rect1on ot aoh1n1ng greater equ1t7 and ot re4uo1q 

hindrances to leg1t1aate business enterpr1ae. 

• • • • • • • • • • • • 

eo .. people are worried l eat •• ourta11 expend1turea 

too rapidly. What I oan tell you 1n th11 re~eot aay re-

assure euoh peopl e. 

!he plain taot ot the •tter 1a that the unspent 

appropriation• already aade tor public worka and a1a1lar 

projects are 10 great that large expend1tur .. tor the11 
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i' . ... 

purpoaea Will oontiaue into the tiaoal rear 1939 e.wn 1t 

Oongreas does not appropriate another dollar tor th--. 

When we entered the thoal rear 1934 last Julr 1, the 

t otal appropr1at1ona aTa1lable tor publio bu1ld1aga, publi~ 

histl•A7•, riTer and harbor illproTaMDta, fiood oontrol., 

P.W.A. grant•, aoil erosion, eaergenor houaing, and a1a1lar 

purpo .. ,, atood at .ore tha.a one and a halt b1lllona. 8ou 

eist.t hundred eixtr-nine aillions of th1• •111 be spent 

97 

during the preeent tieoal rear. This will leaTe ~proxtaate1r 

eenn hundred a11liona to be spent 1n the t11oal rear 1939 

without a eingl e dollar of additional appropriation•. 

I t ia obTious that eTen if we wanted to, we oould not 

euddenl:r out ott all of our eaergano:r epend1ng. 

It 11 bJ no .. ana neoeaaarr ···a 1• t• ••:• J•··'h'•• 

to .aka iamed1ate Wholeaale elia1natione of rederal e~e~ 

turee. It ia neoeeaar:r, howeTer, that we aee preoiaelr 

Where •• are IIOiDCJ and that we aee the pioture tdlole. 
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But when I eq that I aa confident 'i:lat •• •ball bal-

ruption of exleting prosraa-, I do not MU to eq that the 

Job Will be an ea11 one, or that it oan be aocc~liehed 

without etepping on anybod1'• toee. 

...,. 
'!'he United !tatee Chaaber ot Ooameroe il on record 

•• etrongl7 i n faTcr ot an i-edlate bal.ucing ot the 

budget. But What happen• in every ~ Ohaaber ot Ooamerce 

when a proposal il made to el1a1natl a nearb7 OJ·itlrn On· 

t. ·e·t · 
a1 eat1ta le•pe o.-p or to reduce an allooation t or a looal 

publ1o • orlr.1 pr o jeott Letters and telegraae pour 1o upon 

the Oongreea .. n and Senatore, complaining of the great hara 

to looal interests 1f these Federal expenditures are reduced. 

Balano1q the budget is lOIU' problea •• the pr oblea ot 

eTery o1tizen of the oouatry, no lese than the problea of 

the leg1elat1Te and exeout1Te branohee of the GoTernaent. 
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It wae tbl atrons aupport of the AMI'1oaa pabllo that 

.. de lt poaelble tor ua to brlag thla ooaatrr oot ot thl 

depre111on and to oarrr through Mll7 Ulportant reforM. 

With th1e 1ame 1upport, •• ahall aooo~l1ah the 1l~ler talk 

ot balano1ng the Jedera1 budget. 
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1• 1IMD ~· AIIII1D1at"U• to* etnee \lae -vr 
cJJ 

••• u a 4-waPCt .,u..l or Sl«latl•• 

balauo.S IMicll-'• 

l• 'nao obo1oo botoro aa • • • a baret ••• w ,.,. .... 

ot tbe ut~. 

~· ftlo to> • eouao eouJA oel7 be a4optod oa ~· 

bottoe •lP' roal}Jr IMJ or n•a..--" ~' u," 
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operet1~ ..rplml of bllU oaa, .. baYe a det1d\ ef 

.1• To be .are ~..-tab dedl&ftloa. ~ lie •••• 

&Dt1alpa\1oa .t PDblle ...-.. 
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J• B4R wttla all an.-, tiM dep1 anlaa a.u 

oolt u a .-lt-.&ial ... 
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exp.-d1blrN, r .. onnbla ... ---••••••rule, ••• Mde 

the poaUloa er a r ea117 r aeed wltb tho abo1ce at atU'Yl.q 

or 1191q ott lta oap1t.al .ad aatu..rall)' •• ebose aet '' 

li• .. ., .. , .. tbe _,_.., t o b• t.ne, no 0111, I 

IQppoae, w1U d'-J' tbat •• ma4e tlal better obo1oe. 

l.l· fbiH .... It --·· fiaeM1al 11a1tl - -

a poll•J aae ,_., U•• eff oa•'• eepltal •• ••'• 

oap1tal 11 ,.., -- aor etf aa•'• ''' .._...a 11 ••••••• 

to elda ad ...... 
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.16- l'eHIIU'elf tbe 0 . 8. 1a a w•UIIr .. ,,_, ... 

tbae f iD<taoi&l llalta be .. DOt Jet '"'-a approatlbH ... 

eo~& ld uo .. e•a&l'f 10 oc borrowtac t<W - , .. ,.. to -. 

11• lklL 11Ure &ra a lao -•&1 l laJ.ta t o the ooattw••• 

or the pol1q. 

~. 11'bi: e " hlt.Ya a rlCbt t o uae Lbe a..- ht1QIU 

ot t he paat t o •• • • oi&J'ael'l... we &aYe Do r 1Jht t o eDJO, 

t b.u a ae4leu]¥ • Ulallke l'opa 1 • h t ber " e c llDDOt J"et1re te 

011r 1or de w1tb a ob .. t ot Slllaeaa llft4 .. ppert «U"aalYea 

tor t.be r ut ot 0\&1' U Yea wi~t labor. 

lZ• llaY.taa reee1Y.ci t he .. aocuwl at.1oaa troa ..,. 

h tbera •• or a ~~~ aa tJ'U.t•••• to bond tb .. do'lll, 

aupeute4 i t pou1ble, t o oiU' aou. 

ll• C:O.U ... •UJ• u sooa u i t 11 ~u1ble to .. 

ao, 1t 1a tnC'IIIIIbeat a~ u to ,. • ..,., •• tu t lauol&l 

poliq of Uae put 7 , ... nl tlrat " _,, •&1••• LM 

IMI4c•t• ~aD .. •et a.- a aarplU. 
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•o ••• aeelt to r u t.ore wbat I t.ora tho aat J.c:mal trea ..... 

Por aa you 1cDow • • well u I, tho praotl" or 11•1ac oa 

. -- ·~-
•e at all u a .. , '*t eapntal\y wb• lt. 18 aot - ;lolled 

•o llbollld acaln be ltruoll: 111 • <lepreuion, •• 111pht t1ad 

ourael•o• w1 thout o1t.hwr the t'lmda or tbtt eb~Lncrter t.e 

III. 

j!l. Th••• t l11ar;a I ata,y t o yo\1 a t tllb t1::• bH&OM 

a t buMS. 

tlul a piral ot dofiatlOD are r • oordecl taete. 
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or prl'nte .atwprbe b .. ala u .... 4 1A tiM laM-.._,, 

1t h ti'IM, kat nUl II Co 

\bat •• tura our IT11'7 ettoll't tu r .. tor1.. \be rsaaadal 
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loc* loed• IUh proapnlty r" • • .,.. rhS.. ..a •lU 

aat1o1patecl. 

~. I n ad41t ! _, tale abU1ty to p_, of Sbte Uld 

to t ake baelt nl'loua U•• or ox~UIU'e wbleb 111 aor-1 

t u t heir o• lnMiceu. 
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but 1D 1939. 

Jl• heb are t b e r•UC1111 whleb lead •• to "•.11ew. 

•ere• 1• c 1 aa ...... 
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a. •• M, • .... ••oar• et JIII)Ue ua, .._.., 

tae' 4.-oPal1 .. ttea of a eertala pro~Ftloa ef Pellet oli .0\81 

1 ... , -~Pa \be at\1Wcle of~ oa ler• et 11 an• 
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oi t.J-d4o OY'Iula&U- or taQq ..... 

JJ. or au. u se 11 tu paten .-n..1.. u 

ah ade 1a ~· .,. or rotUDlllfl to ~allU•• tiMI.r tau 

1bno or t 1M nl1a1' 101\ liM tbe llillaH• or 1.-1 lapro,.,_ 

ll• r..t 111 not dNei'n OU'Iel•••• ~~ op.lrtt of 

part1c~ar1•• ea.loto. If .lt pr .... a1l o .lt will .. ~~a.l~o 

to bab.aco tiM MAScot tor ,...,oral JNra. 

_:u. !114 ••• •b• \IM babaeo OCI!lltll tbe be41C 

dll coatala wUa!A .ltaolt tllo Ieoda or rott-•••• ,.1' 
u you .. u liM• 1t 11 ta.o c•SU or Olll' O«UUtuUoa \Mt 

the ~~aUona~ troaRro .-ald be c ..... tod eo1el7 to tbo 

.ll• I 1p.U w1UI teel.lnc 011 t b11 -*l"'• tor Ua 

t he 110rd1 or O.llat.laa 1 c-t eoa••t to aot t b l ,.n 
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J6• .. , .. ua..r I, tiM PreaU•t• tbe eo.,....., ... 

uae llbele , .. .,,l••' tocetlael' ou 4o ~laC !D \tala •"• 

dtboat tiM"""'" ot UM people. Per •• are Mt rul_. 

but inatrue•t• tD4 aernnta ot tat , • .,..1 •111. • • ._ 

clo no\biaJ by tta t - DOt • •• ..... 

- . 
Jl• !he bah•tiAI or tbe M4cet, tat r eatoratl oa 

o r t h e n.aUooal trea..ar., dep~ therefore oa .ar wlll •• 

c1Uuna. L.tt eaob ot u taneroa .W..rd!Mte bia )ll'lfttt 

e.ad locd bltereatt to Uae lttctJ'I'l cood ucl l..S bll ••le 

bMr~t4 aup poTt to tbo . .. lllrt• wb1eb renee tel1a lll8 are 

Sn t be 1otere•U or bia c-t.f7· 
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RE S?EECH ON GOVERHilENT SP£NDING October 22, 1937 
10:50 a .m. 

Present : 

H. :.I.Jr: 

Magill : 

IJr . llagill 
Yr. Haas 
J.lr. Riefler 
l.lr. Seltzer 
llr. Gaston 
Mr. Upham 
Mr. Wilmerding 

NoR let ' s do Ur . Yagill . 

Nell, on page - whatever it is - of this speech -
I suppose I better get that reference - page 19, 
there is a paragraph with r espect to tax revision. 
I have ~itten a paragrPph here, somewhat longer, 
wi th which I am not particularly well satisfied . 
I 1d like to get everybody ' s ideas. Let me say that 
one reason why it is difficult for me to write this 
paragraph - as you lalo1v, I 1 ve been 1\Ti ting a l onger 
one, and I•ve tried to suy this in different words. 

"In tne tax revisions that Congress is scheduled to 
make during the next session, the primary aim will 
be to make a series of ~djustments in existing taxes 
ln the interests of greater e~uity, and of reducing any 
demonstr a ted hindrances to legitimate business tra ns­
actions. It is the surprising fact that these changes, 
which, as I think most objective persons will agree, 
will greatly improve the fairness of the distribution 
of the Federal tax burden, can be made without increas­
ing the number of existing t axes, and without increasing 
tn~ total of revenue to be collected . These statements 
assume th~t expenditures will be kept within existing 
budget estimates and commitments, a s I believe they can 
be and will be . It is my hope that, on the basis of 
the large amount of information which the Treasury has 
assembled for the use of the Congress, changes can be 
made wnich will strengthen the present tax structure, 
and point the way toward establishing it on a sound 
a nd permanent basis." 

Lxcuse me - where are the other men? 

(Baas leaves to get other conferees) 

(Haas, Seltzer, and Wilmerding come in) 
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H. !.I . Jr : 

llogill : 

H.M. Jr : 

!.lag ill: 

d . ... . Jr: 

Magi 1.1 : 

I"VLJr : 

•Hefler : 

a . J.t . Jr : 

Riefler : 
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Good morning . 

Uo you mind reading - walt until Gaston comes t o . 
read that again; take up the whole picture , if you 
don ' t mind . 

Before he comes, I might add I have written this 
t his woy on the assu!npti on tb&t you didn't want t o 
s t a te specifically •••.• 

Not in view of wb.o t we hud in mind , because this 
thing comes af terward . 

Did Wrs . Klotz have your time for you? Next Saturday, 
10 to 12 . x Reek from tomorrow . 

(Noos yes) Not Friday? 

'-&111 t do it . ~>ala two hours will be enough . 

(Gaston comes in) 

No·,,, do you mind reading this again? And I think 
I ought to s ay , in strictes t conf idence, the r eason 
why this thing may not - is as short as i t is and 
Uagi ll 1 s doing it, is we hope when Congr ess meets 
on November 5 thr t we will send t hem up a memorandum 
as t o Jus t the taxes, &ncl t hat will be f i ve days 
before our speech, you see . 

It i s wnen the sub- committee 1s supposed to meet . 

It is Nhen the sub-commi ttee meets , and 'Ne ' re hoping 
a memorandum will go up f r om the President and the 
Tr easury on that . 

You•re shoving that up . 

Two months . 

On-huh. 

Two months, which should - I mean we•ve been s o rushed 
this morning on the other matter s t h&t we can ' t - but 
we ' ve still got two weeks on my speech, so we 've got 
plenty of tim" - not t oo much t ime . 
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Gaston: 

:lug ill: 

rlief ler: 

:iogill: 
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Now, r ead it once more, please . 

"In the t ax r evis i ons t hat Congress i s scheduled to 
make during the next session, the primary a im will be 
to make a series of ad justments 1n existing taxes in 
the interests of greater equity, a nd of reducing any 
demonstrated hindrances to l egitimat e business trans­
acti ons . It i s the surprising f act tha t ~b.ese changes , 
which, as I think most objective per sons will agree, 
will grea tly improve the fairness of the distribution 
of the Feaer al t ax burden, c an be made without increas­
ing t he number or exis ting t axes , and without increasing 
the t otal of revenue to be collec t ed . These statements 
~ssume that expenditures will be kept within existing 
buage t estimates and commitments , as I believe t hey can 
be and will be. I t is my hope that, on the basis of 
the large amount of infor mation which the Tr easury 
has a ssembled for the use of the Congress, changes 
can be made which wi ll s trehgthen t he present t ax 
s truc~ure, a nd point the way toward establishing it 
on a sound and permanent basi s . " 

"Strengthen t he t ax str ucture" sounds as if you• re 
going to increa se the t uxes - t ax burden, tax collec­
tion. 

Yes, l tnink I 1 o find another word . 

Not necessarily, no . 

" Improve the stability of t he tax structure. • 

(Opham comes in) 

Well , l et me s ay this . 'Lhis surprising fact was 
surprising t o me, t hat - you take these items whi ch 
we have tn the tentative draft of tile s t atement which 
we are thinking about sending up; the net result of 
what we have i n mind is the loss of revenue of 250 
millions of dollars, notwi thstanding the fact t ha t 
we are making a total adjustment in f avor of the 
t axpayers which aggr egates over 600 million . Now, 
the point is that the 250 million, in the collective 
judgment, ought to be made up from t he i ncome t ax and 
tbe estate t a x, and it is in the income t ax that we 
are making these adjustments in the interests or 

Regraded Unclassified



Gast on: 

:.logill: 

Seltzer : 

Haas : 

R. r.t.Jr: 

Magill : 

K. r.! . Jr: 

llagill: 

l:I . J .Jr: 

llagill : 

114 

-4-

greater equity, etc. The total has not increased; 
the total revenues have not increased. 

!low, what I mean by strengthening the t ax structure, 
and what I think the public will tn1nk is meant , is 
tog et your taxes so organized that, whether you are 
in a depr ession or whether you are in better times, 
you are assured of a satisfactory flow ot r evenue . 

I think the point that Larry had in mind is that 
we have used tha t particula r word about the tax 
s tructure being •strong" enough, and not necessarily 
• strengthening" the tax structure, in the connotation 
of increasing the over-ell yield of t axes, and it is 
because it may be associ a ted in that way tha t the word 
might be criti cized . 

•\ell , I would be perfectly willing t o change the 
thought if you want t o . 

That' s a ll that's necessary - some otber words there. 
Otherwise, the statement is all right. 

Except the wor d "permanent" - I don't like so well. 

Well , listen, gentlemen, let 1 s t ake this thing, put 
it in the nopper; I mean I' d like to get- I don't 
want t o take too much t ime on one word now, and I'd 
like tog et waat Bell gave us, you see. 

I don' t ~ow whether you (~agill) want t o sit and 
listen to this or not. 

Muybe I ' d better not. I ' ve got to go up and see 
Vinson this afternoon. Be 1 s straining at the leash. 

Have we got copies of this? 

\Yho do you want t o have one? 

vive it t o Haas, and have you got one for Nester. 

(Magill hands copies to Baa s and reporter) 

I think this can be improved, and hope to do so 
myself. Got to talk to Vinson about capital gains, 
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and it's going to be a tough pr oposition. 

(On phone) Ask Llrs. Klotz - I t hink I told her 
what day J ake Viner is going t o be down next week. 
I think it's Tuesday or Wednesday; I ' m not sure. 

You (Liagill) go t t ais on next week? 

Yes, I 'll speak toner now aboutgetting up there. 

~ell , don ' t - that' s all entirely - I'll have to 
talk t o you myself. 

All r ight . . 
~ I mean I 111 aake t he arrangements with y6u personally . 

~ine . 1han4 you . (Leaves) 

Now l et' s have what Bell ' s got . 

I huve a carbon of what Bell sent this morning . 

(On phone) Bello . 

He ' s going to be down her e Tuesday and Wednesday. 

Uo you want this carbon? 

olell, r ead it, please . 

nr am sure you agree with me as to the necessity 
for balancing the Federal budget in the f i scal 
year 19J9 . I have spoken with some confidence of 
the possib111 ty of doing so . But I want to be 
compl e t ely f rank with you in stating t hat it will 
not be an e asy task, and that it can not be done at 
all unless we have the complete cooperati on of the 
American public . 

"There are those, both in Washington and t hr oughout 
the country , who do no t fully &ppreciate the necessity 
of keeping our outgo within our income . Ther e are 
some wno publicly cl8Jilor for a balanced budget, but 
l end their support to r equests for Federal expendi­
tures to be made locally." 
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(Wrs. Klotz comes in) 

Just a second . (Confers bri efly with Mrs . Klotz, 
wno t hen leaves) 

Go ahead . 

us 

"If we are to be successful in our aim of bringing 
expenditures wi t hin revenue in 1939, the so-called 
pressure groups must not continue to a sk for a 
balanced budget in one brea th and in the next f or 
appropriations in which they have a special interest. 

•We must watch the expenditure side of the budget wi th 
t he gr eat es t car e . Let us look with a reali s tic eye 
at some of t he pr actical difficulties in our way: 

"The budget for t he current fiscal year shows esti­
ma t ed receipts of $o, 6vO, JJJ, OOO and e stimated 
expenditures (exclusive of debt retirement) of 
$7, 31lO, OOJ, OJO . We not only have to close this 
gap of $700, IlOO, ooo, but mus t add a further 
~600,000,000 for annual statutory debt r etirement, 
befor e we can say that the budget is complet ely in 
balo.nce . 

"As a practical matter, whi ch of our expendi tures 
can be r educed in 1939 under 1938? Ordinary operating. 
expenaitures, which include interest on the public 
debt, payments to v eter ans , nati onal defense, regular 
annual public works program, and the expenses of the 
legislative, executive, and Judicial agencies , •Ifill 
tot~l $3, 4JO, ooo, ooo in the current year . There is 
very little possibility of any r educti on her e , if, 
indeed , t he f i gures can be held down to their present 
level . Other progr ams to which we are committed , 
such as that for Soil Conserva tion, Soci al Security, 
and miscellaneous items , are costi ng us this year 
a billion, seven hundred mi~lion dollars. Here, then, 
we have a buqget for t he regular operating departments 
and agencies of the Government slightly in excess of 
five billion dollars, without taking i nto account at 
all expenditures for account of unemployment relief 
and the Civilian Conserva tion Corps, and without allow­
ing one dollar for debt retirement . I believe tha t 
the $2, 200 , 0JJ, OOO which we are spending this year for 
unemployment r elief snd t he c.c.c., can be materi ally 
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reduced in 1939 . Perhaps we can reduce our 
expenditures in that one ca t egory by as much as 
a billion dol l c.rs . 

"Now let me g ive yo u - for I am trying t o be as 
comple t ely honest and fr ank us I !m ow how to be -
one of t ne situa tions,. ith whicn we a r e f aced tha t 
makes it especially d ifficult t o scale down s;>end­
ing . lbe figures Just c i ted do no t include any 
oppropri~ tion which may be made by Congress either 
in special session or regular session for new 
prog r a ms. And we can not expect t ha t the re will 
not be add itional appr opria tions made . Look for a 
~oment a t t he public works picture . The Congress 
of the United St&tes has a l ready authorized public 
wor ks programs, wni ch, if carried out as planned , 
would involve expenditures over the next f ive years 
of more t han two billion dollars . Post experie nce 
proves tha t befor e this five-ye~r period ends , 
Congr ess will ha ve added several hundred mi l l ions 
or dollars for aad itlonal public wor ks to that total. 

"Furthermor e , 11e do not know yet ••ha t the total 1939 
expenditures for assista nce to agriculture will be . 
Corn a nd cotton loons th r ougn the Commodity Cr edit 
Cor poration c. nd benefit payments to farmers in a ny 
neN program of erop control .may swell still further 
the expenditure side of our b udget . " 

uell , that isn't what I wanted at all. I meen- I ' m 
sorry Dap isn 't nere - completely missed it . I mean 
tnut isn t wna t I oskeo fo r. •iha t I want is something 
enti r ely·d ifferent, e nd I t o l d t luit to Dan walking 
uown, and ! 1 11 go o ver it once more . I meen t his thing 
has t o be - we 've got t o Keep moving this speech a long. 

riba t I ?.ant to do is to get up ~<Dei say to t hese 
people, "llo11 g e n t lemen ... · " - I don ' t wont t o - tba t•s 
such a nfckneyed thing, about • .ve can ' t reduce the 
public debt and .ve can 1 t do this ." I mean I 1 d s imply 
m&ke a sweeping s tatement a nd soy, 11 i.egitimote general 
depart~ents , d ebt retirement, all of th&t, f ive billion 

aollar s . !low, on top of t hat , we edd this year for 
ell r elief a billion two, hich is one billion dollars 
less than it was t his year." 
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You might say, "The five billion dollars •••• • - when 
I mention the f ive billion, that "that is a decrease 
of so much• - I don't Know how much it i s. But 
"five billion dollar s for all of those thinss, which 
is a decrease - wnich w a 1ve cut to t he bone, wiU.ch 
is a decrease of X hundreds of millions of dollars.• 

lifter that - •Add t o that relief, one billion two, 
which is cutting th&t item by one billion dollars 
from what we a re spending this year, ~nich brings it 
to six billion two . 

"Add to that item debt retirement, which is 600 
million dollars, which brings it up to six billion 
eight. 

"liow, at tha t point we have not included in this 
program one dollar for agriculture, and let us 
take a look at this agricultural program. At pre­
sent He have on our books, included in the budget 
for the coming year, 440 million dollars for the 
so-cal led conserva tion program . We have on our 
books 4JO odd million dollars for roads, 216 million 
ot' wnich" - I don ' t know wh&t the I';Or d is ..... 

111lmer d1ng: "Apportioned . " 

ii . U • .Tr: 

Riefler: 

B. ll . Jr: 

iHefler: 

li. II .Jr: 

- ••• • apporti~ned t o the states - another 216 million 
doll~rs should be apporti oned between December lS and 
January first, and of that amount Congress has only 
approved - has only supplied us with 24 million dol­
lars . Go we 1 r e short over 400 mill ion doll ars of money 
which will not begin to be spent until July 1, 1)8 . 
So, totaling it up - 440 - 440 million dollars for 
good roads - it ' s 840 million dollars. Add it to 
tile six billion eight and it gives us a figure or .... • -
what• s it add up to? Add lt up . 

Seven six. 

What? How much? 

Seven six. 

" ••• gives us a figure right there of seven billion 
six, agains t a possible r evenue of six billion - ah 
five? " 
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Uh-huh . 

·~o ~e nave staring us in the race r1ght now a possible 
defici t for the next ye~r of a billion two . 

·~nd I N~nt to t ell you gentlemen that this question 
or bLlr.ncing next year ' s budget is going t o be one 
of the most difficult t asks that has faced any govern­
ment since the iiorld War; vnd it is going to t ake all 
tne ingenuity ana all the patriotism and all the 
detarmim tion that all of us combined can put into 
thls thing in order t o accomplish this . 

"And I want to say, furthermore , that if we lire going 
to acco~plish this, and ~e must Lccomplish thts, 
Corl8ress ,.ill nave to sit re~tdy to either cut down 
th~ expenses of the Government or add to our revenue 
until the lust bill hils been signee and we lUlOw exactly 
where ''e stana . Otaer .1ise, this is an impossibility . • 

No11 , tho t 1 s the wr.y . I mean •:that I want to do is, I 
want to nhow them how difficult this thing is , what 
we ure facing , a!fd then when various people say, "Le t' s 
ball'nce the budget" - they just don ' t know wha t they 're · 
talking about . They 've got n slogan: "Let' s balance 
the buaget . • But tney uon •t know what it means . And 
I want this audience, I want the Congress which is 
going to aeet five days later, to Know what the task 
ls . Now, ~very one of these Democratic leaders comes 
out ull<l says, •::e•r e going to b&lance tne budget, " 
~nd •hen they meet five doys later I want toem to know 
what thut t Dsk is . 

"Ami lt 1 s - either we 1 ve go t t o do one of two things . 
'Ne •ve go t to change our CJttitude to·"ards subsld1z1ng 
a~:r.iculture or on public .1orks, or we ' ve go t to increase 
the Government ' s revenue by a billion dollars . !low, 
lt ' s :me or the other . No·.: , the choice has t o be made 
by the American public t hrough their elected represen­
tatives . ~11 I can do os Secretary of the Treasury i s 
to point out Ghat the problem is nod how it con be done .• 

Now, that's the way I Nont to say it, and you fellows 
nave got to take tnis thing nnd make it smoot h . But 
that ' s the place and thn t 1 s where I want t o say 1 t -
that this whole c r ux, t his whole balancing the budget 
gets down - build t his thing up, and t he last thing you 
t alk about ls agriculture . And if you ' d been t orough 
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what I have tbis week with Wallace - I mean it's 
just unbelievable. And the whole thing builds up, 
and I think it 's more tnan fair to build this thing 
up: fi ve billion dollars; so much for relief; so 
much for debt retirement; and then, on top of that 
thing, pyramid tbis subsidy to agriculture. 

Now, they completely - if you don ' t mind -I mean 
in this r oom - completely missed that thing, and 
that ' s a hackneyed way, and I don ' t want to present 
is that way . Completely missed the thing. But I 
want t o present i t the way I say it but make it good 
~oglish, ond so fort h. But the emphasis and everything 
else . 

And I - what I - I'm saying this for Riefler - but I 
keep tal.dng tD these people and when I & et through 
I .• ant t nem to say, "','I ell, no one could be more honest 
than Worgenthau, but t he situation can't be as bad 
as he suys it i s ," rather t han have to say, "Well, he 
slides over the difficult tning and he won ' t f ace the 
situation." 

Yes . 

Now cer t ainly - and I want the Congressmen to say, 
"Mr Cod, wha t is t his thing we're facing?" and "Can 
it be?" Let tnem send for me and I' 11 say , "Yes. w 
I mean, t o show you, for instance, on top of all 
this thing we ' re doing, Bankhead wants us t o buy out 
of Sec tion 32 money , Customs money, and Wallace 
r ecommended it just t o help - he wants us to buy five 
million dollars worth of cott on, just for no reason 
other tnan just to grease their palms . The President 
turned it down, ana Bankhead 1 s sore . 

Now t his - I didn't know that I was going to t alk 
five days before Congress met , and it ' s the grandest 
opportunity that any finance officer could have, to 
lay this thing do1m, and I'm not going to get up and 
say, "This i s the way t o do it, " but I'm simply going 
to say, "Here are the facts , • end put all the cards 
on the table . "And for anybody to say we're not going 
t o have more taxes until the fellow rings down the 
curtu1n nnd says (1·rords not understandable) i s just 
ridicul ous, if they want to balance the budget . But 
let' s stop all these mouth1ngs and talking obout 
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balancing the budget when t he people don't know wha t 
they're t alking about o r what it means or what the 
commitments are." 

NoR, that•s the way I want to say it, and I wan t to 
say it just as for cefully as t hat . But you fellows 
t ake my s t uff , r ound i t out, and make it sound pretty . 

nould you be interested in t hi's? In trying t o put 
roads in Agri culture, you may be criticized~ and I 
think justifiably so; the cuse is strong . Tha t may 
be u hole they ' ll punch in it. 

Uy dear Georg~· up to now r oads is t he only thing 
I've been able te- s ave aey money on. !he Pr esident 
says, "I .1111 no't s'tand for four hundred million 
dol lars . All I • i11 stand for is 80 ." 

! soy xeep it but don ' t say it' s 11 gricultura1 expendi­
tures . 

All right , but put it in. 

•hat ' s rlght . 

I want t o get over wnat t ook me two weeKs, the f ac t 
t ha t l as t December 'toey appropriated money - December , 
' Jo - to be s pent July 1 1 ' 38; he spends more money 
in December to be spent Juiy l , •J9 - ther~ ' s 432 
,;illion dollurs and tney 1ve only supplied us with 24 . 

but tha t ' s just an accident tha t Agriculture happened 
t o be connec ted Vlith t ha t . Might have been Ickes . 

Well, put it onto this - put it at the end, because 
toe only place I know yet Nhere we can save any 
money •••. 

(On phone) Hello . "ell, tell th em 
it llnappy; I 1 m going to 'the .. h i te House at 
of' 12 . - - Than.tt you. 

All rignt, we cant' ewrite it . 

t o make 
a ._uarter 

!low look, do you (Ri efler ) have any objections if 
ne read your l etter a t t his time? 
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No, not a t all. 

I don 't know whether you feel any dilferently in 
view of what you have heard me say . 

Well , this puts much more punch into the body of it. 

hS f ar as the newspapers are concerned, what you are 
talking about now is the entire story of your speeco. 
Nothing else will receive any attention . This is the 
story of your s peech. 

That •s whvt I told these boys, t ha t t his is what I 
want to emphasi ze . hfter all, the fact that they 
are winding up R.F. C. and P.W.A. - I 've arrived a t 
that point due to wor king on that speech, and if I 
had recommended that in the speech that would have 
been ne~s, but that ' s over the dam, s ee; that ' s behind 
us . Huh? 

Yes . 

Now, fortunately , t his speech has been a fine thing -
let Hie!'ler read it himself - for me, because it ' s 
mode me t ake o look nt this whole picture, and it's 
made the Treasury look a t it, and I can present it 
to the President and he ' ll look at it. That ' s t he 
t hing about it, and that ' s why I was willing to accept 
the task of this s peech . Huh? 

l::es . 

But I Nont to put the punch in right there . That ' s 
the emphasis . I mean - the boys have done a grand 
job since you (Riefler) saw that other draft; the 
tning has improved a hundred percent . 

Uh-huh. 

And - but I said to tnem that tnis is the place 
~here I want to e~phnsize , this is where I want to 
tal~ to the people es mao to man, and say - I 1m so 
sick and tirea of hea ring people talk about balancing 
toe budget as a slogan, like "Eat more Campbell ' s 
soup ." 

~r •Smoke Luckies ." 
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What? 

•Smoke Luckies" 

Pardon me? 

•Smoke Luc.ties• 

Or •smoke Luckies Because you're Sati sfied ." I mean 
they 've gotten so t hey think it ' s a kind of a slogan. 
But what do they mean when they say that? Now, l e t ' s 
jus t take the can- opener and t ake a look at the t hing . 
That ' s the whole point, Herbert . 

Tha t ' s t he whole s tory of your speech. 

hl l right, now, let ' s beer - just one second . Do 
you (Upham) check? 

\'/el l , !A r . Bell and llr . Bartelt don't agree with your 
figures . They can't find anythi ng like tha t billion 
and t wo over t he budget . 'l'ha t ' s this 440 and 430 . 

Well, thut •s all right. We 
be tter , so much the better . 
we want t o t alk about . 

can adjust i t: If it' s 
It is the principle t hat 

~nere were three dr afts of this. 

jlell •.••. 

rirs t one was just what you said here today. 

Well, the figure - the easiest thing - you can 
ad just your figures very e asily to what I suid. 
'lhe important t ning is, wha t is my attitude, a t 
the fiscal office of t his Administrat-ion, towards 
t h i s thing? Ana this is the firs t t ime tha t I 
have ever talked on t his thing, and what is my 
appr oach, wn&t is my attitude, what do I want t o do? 
J.nd wnen I am t alking, I am t alking f or the Adminis­
tration. .;"ba t does t he Administration want t o oo 
s bout balancing the budget, and what is the problem 
we are facing, and wha t is our atti tude t owards it? 
Now, that ' s the important thing . The f i gur es are 
unimportant . 
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Well, I think they're important in this respect, 
that tney say thet there is almost nothing in 
Agriculture over and above the present budget, that 
those figures are in the present budget, but there ' s 
&s much more public high'N&ys in this year ' s budget 
as next year ' s - as much tor Agriculture. 

O.K. You fellows nave got from now until next 
Tuesday morning. I want another draft on this, 
with my philosophy plus the correct figures . 

You1· figures almost disappear, because 

Well - 0 . K. - George, next Tuesday . 

Will you (rtiener) be back next Tuesday? 

I don' t tnink I can. 

Well , all right . Well , next Tuesday, anyway -
next Tuesday morning I want again to hit this speech, 
see? 

~his ties in originally with Jus t what you said . 

'llha t? 

This originally bad in it Jus t what you said, 
figures and all . 

He can leave tne figures out. 

Jus t a second . (Looking a t ticker clippings) 

~ouple 4uestions on taxes anu budget at the press 
conference . 

~ouple ~uestions at the press conference on taxes 
and buaget . On tne corn loan, all ne said was 
tnat Danny bell would be over there today and tha t 
you and Secret ary Viall&ce would be over there 
t omorrow . 

~on of a gun - ! keep this thing such a secret. 
"Presi dent Roosevelt revealed today tha t the Treasury 
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will submit to the Senate and House Fiscal 
Committees in November a preliminary ~ revision 
which may include undivided profits surplus and 
capital £Bins t ax . " 

125 

No, toe ctuestion was by Bob Wharton of Scripps­
lioward as t o wnether consideration had been given 
to modification of t oe capital gains tax a nd the 
undis tributed profits tax . de said, "The whole 
question is under study by the Treasury. We are 
going t o submit our r ecommendations to the Committees 
some time i n November; but it ha s nothing to do with 
the speci~l session; i t i s preliminary for a tax 
bill in J anuary . " That ' s a ll he sai d . - n ••• to a 
t ax bill in the regular sessi on ." Tha t ' s all he 
sai d . 

~nis is a comment on t he first draft . 

"Events uuring t he l ast few days ha ve moved so 
r api dly t~t I feel that a r a ther new approach to 
the whole speech i s required . It i s something like 
the situation on March 4, 193.3, when t he PreSident 
was re4ui r ed to tear up his pr evious inaugural and 
substitute a new one adar essed directly to the prob­
lems of the moment . The point of view in the draft 
as now written is (1) tnat we a re now in a period 
of pr osperity; (2) tha t your audience, f a r and near, 
agrees wi th this assumption; and (J) tha t under these 
circumstances i t i s desirable for the Federal Govern­
ment to balance its budget . 

"Actually , your audience i s going to be in a very 
differ ent frame of mind, They will be filled with 
for ebodings; some will fear th~<t we are already in 
the midst of deep depression; others will be extremely 
apprehensive that one is i mpending . Their concern 
about the budget will be diverse, s ome feeling tha t 
now it will never be bal~nced and tha t the Federal 
credit is irre trievably d oomed, ot hers feeling tha t 
the only way to avert a depr ession is for a further 
expansion of Federal e xpenditures on a rmaments , etc . 
All will be extremely apprehensive of t a xes, fearing 
t ha t the t ot al burden will be increa sed and that kinks 
i n the present str ucture may not be elimina ted . 
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• I t hink i t would be advisabl e to r ecast the 
speech so as t o meet t he ques tions i n the minds 
of t he audi ence squarely, dir ectl.y and i mmedi o.t ely . 
Personally, I should start with a paragr aph which 
enumera t ed these appr ehensi ons and t hen sta t ed t hat 
you were pr epared to mee t them as directly and 
honest ly as you knew hoYI . 

"I should follow t his with a ver y simpl e s t atement 
of the keynot e of your whole talk, phr ased somet hi ng 
as follows : ' Vlith full ~<nO"Iledge of the s tate of t he 
security markets and of the appr ehensi ons whi ch exi s t 
in some ~uar ters over the lomediate business out look, 
ne have decided tha t tne most constr uctive acti on 
which the natiom:.l government can t ake 1n the circum­
stances is to proceed to an immediate balancing of 
the national budget. We expect to balance the budget, 
furtner , without an increase in taxes . • 

"Onder this approach , the second portion of t he 
speech would deul with t he r easons f or making this 
decision. It would include most of t he ma t er ial i n 
l ast week ' s draft, recasting somewhat, however , for 
the purpose of supporting thi s s t atement . I t would 
s t&te that, .~hereas t ne crisis of 1933 was such t hat 
the Administration believed a policy of expendi ture 
to be essenth.l (because employment, incomes , debts , 
etc . , were all so l ow that t hey would never s t art up 
except under the impetus of vigorous Federal spending) , 
the present crisis was ~uite t ne r everse . It would 
t aen outline the contrasts on somewhat the followi ng 
lines: •.ie are concluoing one of t ne most active years 
in tae nistory of the count ry . I t bas not been ac t ivity 
of t he sort, furthermore , which usually culminates a 
business boom . '!:here ~re no outst anding surpluses of 
commou1ties

1 
over-ext ended credit positi ons, or sur­

pluses of housi ng capital equipment, etc . ' " 

This i s awfully good . 

Yes , I t hink i t is t oo . 

n ' ~<e have not ye t r eached o s t age of f ull employment . 
On the contr ary, trom all of t hese standpoints , 
business has sti ll some dis tance to run befor e 
r eaching a criti cal posit ion. It i s a situa tion 
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basically ,,hich needs the driving force and the 

initia tive of private capital, bod its greatest 

weakness , to the extent t hct there has been a 

ueoknes s , has l ain i n t he f act that this driving 

force has not been forthcoming on the scale 

r equired . Onder these c ircumstances, the policy 

of the Adminis tration i s to clear the tracks for 

the expansi on of private business, not supplant 

it with inc reased ~·ederal spending . 1 

•Tnis involves (1) the prompt bal ancing of the 

budget, and (2) the adoption of other polici es consis­

tent Mith this end . You know bett er t ha n I whether 

_ L OU. will be in a position to outline any of the 

----~~•tails of t hese policie s on which you are working . 

"I should follow this with a descr ipti on of t he 

actual budget ar y position, expenditures and rereipts 

a ur ing t he r ecent years , and prospects f or next year, 

along lines much the same as those developed i n the 

preli min&ry ur~ft of t he s pe ech . In this section I 

tnink you should incl ude a par agraph showing that the 

Tr easury will not have t o r a ise ar~ more new mon~y, if 

such i s still the c ase. 

•I should cl ose, however, with a new note that again 

t i es the whole S;leecn to t he current situation . You 

ccn no t sta te what t ax changes you are going to pro­

vose; you can, ho.7ever, give a picture of tho serious­

ness &no sincer 1 ty l'ti th wnicb you have approached the 

t~x pr oblem . I believe such a picture would do much 

to cle~r the a tmosphere . Recentl y in persona l conver ­

sation you tola me how you had come to the conclusion 

t nEt the problems of the Treasury in the future were 

no t going to r el a t e so much to the r a ising of new money 

t.nd mt.nttgement of the deb t as tot axes ; that you had 

decided t o organize to meet t hi s situation by getting 

a t ax expert 6s Onder Secretar y ; tha t you nad cleared 

the decks f or him to do the best job of which he was 

capable, both by r e lieving hie froc a ll extraneous 

duties and pressures and by providing such expert 

assistance as he desired . It is an impressive story 

end I ~now would carry e great deal of convi c tion and 

wei gh t i f you could give it as simply and sincerely 

as you have given i t t o me ." 

E.xcuso mE: . Bell , not having seen t his, asked me to 
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do Just that this morning . Bell asked me t o do 
exactly the same thing - put that 1n the speech . 

i:ell , that's all ; I Just had one more . 

"It ~~ght serve to meet this terrific demand for 
a statement on taxes without revealing any 
specific news that you have in mind . " 

128 

Now, "llha t you could do, 1f you c ould help - the 
t hing thut would be most helpful to me is if you 
fellows here could go down to the conference room 
now, and I ' d like you to reod the speech as it is 
now to him and spend tbe rest of the morning on it 
for me. ~nd then after Riefler has the speech as 
it was when I last saw it, plus whet he heard me say, 
plus wha t he's got there, plus what criticism he ' s 
given t o the speech as it is written out - gives you 
another fresh outlook - tackle me the first thing 
Tuesday morning . 
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9 : 20 a . m. 

Present: 

Mr. Bell 
llr. Haae 
Mr. Bartelt 

' 129 

KU,Jr: It you tallows each have penoil and paper, 
I don1 t kilow who givea this to me and the reason I 
brought Bartelt in it, I thought he might take a little 
ot the preaaure ot t ot Bell and we might let Bartelt 
o.arry part ot this. See? 

There are oertain things wh ioh I am still wa1 ting 
tor. 

llr. Bell: Publio Works. I think I should eay, 
Mr. Secretary , that ' s been ready and it's my fault be­
cause you have been so tied up on other things I did 
not bother you. 

RH.Jr: All right. When do I get it? 

J.lr. Ba~elt: Right now, it you want it. 
memo aDd a tailed atateJ:~ent. 

BU,Jr: Why not just leave them. 

Here' a a 

I want a oaretul listing - - I would like to have 
it tonight to study it -- ot everything that i s in the 
budget tor agrioulture t his tiaoal year. 

Mr. Bell: Uh-huh. 

Bll. Jr: Including roads, 1noluding the a tatement 
that you gan ue nrbally or how they are going to 41Yert 
t he money !rom Seot1on 32. 

)(r, Bell: Uh- huh. 

BK.Jr: In other words , I would l i ke t o have a 
statement or every dollar that you think ot that Wallaoe 
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is going to spend thie year plue t he amount ot money 

which has been authorized but not appropriated. I 

would like everything that you can think of . Do you 

want to do that , Dan? 

ltr. Bell: I think we can do it w1 th Lawton. He 

will h&ve to ehow Bartelt everything in t he summation. 

HH.Jr: To take some of this pressure off ot you. 

ur. Bell: It would help. 

HM. Jr: Couldn't he work it out? 

Ur. Bell: With Lawton and I in the budget. 

lDoi ,Jr: If you oan, wit hout breaki ng your neck, 

get it out to the gouse so I can study it tonight , I 

would l lke it . It ion't a matter ot l i fe and death. 

Do you understand, Bartelt? 

ltr. Bart elt: I understand. 

Mr. Bell: I think most of it has been available . 
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We have been sort of worki ng on a letter tor Agriculture. 

I don't know whether it' s neceesary i n view of reoent 

development s, but we have a draft of letter tor the 

President. 

HM Jr: I want every Bingle t hing; first, money 

whioh fi::e been authorized; money t halt has been appro­

priated, and what they are spending it tor, and partic­

ularly emphasizing this quest i on of land buyi ng which 

I have touched several times. Uaybe a little history on 

the buying of land. 

Ur. Bell: Yea. 

HK Jr: But I want t o know tor onoe every single 

t hing t~t Wallace or A.A.A. have under their control , 

and how much. I don't have to enlarge on that , do I? 

know 
much 

Ur. Bell: I t hink we have t he pi cture. 

HKS:Jr: Then, on previous 
w t Section 32 money wae 
went out, other than thie 

years , I would l .i ke t o 
used tort aotually how 
fisoal year. 
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Ur. Bell: You mean for the purpose t or wh1oh the 

Aot was passed? 

Hll, Jr: No; how m:uoh spent and what tor. 

~r. Bell: You see , the diffi oulty ie it wae passed 

for epeoif1o purposes. But we have reappropriated some 

of Section 32 in order to Juet get rid of it, f or other 
purposes. 

Hll ,Jr: Let 1 s have a history on Section 32. 

Ur. Bell: Congress picked up some last ~ear, for 
instance , refund of taxes. We appropriated f40,000 ,000 

in one year Just to get it off the books. 

HJ.I . Jr: I want a history of Section 32 of prev1 oua 

yea rs . And t hen, the last year, I want t o know what's 

h$Ppen1ng on, I call it 1 8hare Cropper• . 

Ur. Bell: •rarm Tenant . • 
rather simPle, 

Three titles . That's 

HU!Jr: So when the whole thing gets down to it, you 
see wbii I am asking for? 

!.lr. Bell: Yea. 

Hl! ,Jr: And I would l ike it all tied up because every 

t1ms I work on t his thing - - t he beet Job I have done this 

month was the letter of Ootober 5th because the President 
never would have written the letter to Wallace if be had 

not gotten that letter. I don't think the President 
still knows Just t he whole agriculture pi cture . 

I am doing it for two reasons : first, to educate my­

self, and, second, maybe educate the President and, third, 
ie a by- product I may want to use it in the speech. 

Mr. Bartelt: How about Farm Credit i n this pict~e? 

FW.Jr: o. X. 

Mr. Bell: That ' s partly agriculture . Cr op loans. 

HW,Jr: Seed loans. 
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ment. 

l.!r. Bartelt: Everything that rela.tu to agriculture. 

HI4 . Jr: How much or this have you already got , George? 

Hr. Haas: We have - - Lawton has made up a. lo~ etate-

l.!r. Bell: It woen ' t separated. We had ~ A. A. 
$475,000,000 this year. What you ought to do is take 
agricultural aid, straight agricultural aid, and under­
neath it put roads • •• • 

HU, Jr: I would handle roa.de separately. And get 
t he money d1reotly allocated and inolude the moneJ Hopk1nl 
used. 

lolr. Bell: I think we have that . Goee ba.ok to 1917. 

HH, Jr: I think the Pres ident will have to write a. 
message on roads. 

Ur. Bell: We are writing it now. 

HM , Jr: For the oomi~ session? 

Hr. Bell: Uh-huh. 

l!l.l ,Jr: Good. 

Well, anyway, part or this I want tor III.Y talk. You 
see what I want it tor. Don ' t you think, Eddie-- no 
particular preasure on you other than your usual preesure? 

Hr. Bartelt: I always have t ime to do thi~s. 

HU J r: I mean, Bell is up to his ears. 
Haas s\~~ and now I would like to sink you. 

l!r. Haas: 1 Sunk1 is t he t erml 

l!l.l,Jr: You understand what I want? 

llr. Bartelt: I understand. 

I have 

HU,Jr: Bec ause I Just haven't got thie. The belt 
thing I ever did wae to take on th1e talk b ecause it 
makes me dig into this stutt. So go to i t, ll:dd1e . Ae 
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tar a a :you are oonoerned, Bell, on thie 9::50 Meting, 
it :you are bue;y why not take a a1nute on Comaodlt7 
OrecU t and then be exoueed. 

Mr. Bell: I would like to. 

Hllc1Jrt You might aa well eta:y, George , and bear 
Bell an then be here tor the 9:~0 meeting. 

ooo-oOo 
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October 26, 19~7 

Present: 

Mr. Taylor 
14r. Gaston 
!.lr. Haas 
Mr. Seltzer 

10 a.m. 

' 134 

HU,Jr: I want to read th1e out loud. I am Juet 
going to read half of t he speech. I think I had better 
read and rather than be interrupted, I think some of the 
answers may be here. 

~ ... \, 
(Hll,Jr read the attached draftf;) 

HU,Jr: (To 14r. Taylor after finiehing reading the 
first half , ) What do you think of itt 

Mr. Taylor: I think it is excellent. 

HU~r: I am not going into words , but I would be 
more t pleased to have criticism. 

L:r. Taylor: I have one, which has t o do with t he 
first part . I don't l i ke the war simile. It hae been 
done hundreds and hundreds of times , starting with, I 
think , Herbie Hoover was the fellow who used it to t he 
greatest extent, and I think you can bring out the thought 
without doing the war thing. I n other words , call the 
war a d1 aaster, something of t hat sort, rather than using 
the war simile. 

HU,Jr: I am not going to argue . 
to listen. What else? 

I Just am going 

Mr. T&Ylor: The others a re minor, maybe an adjective 
here, very minor things . I think the appltoach is ex-
actly right. 

~Jr: What I would l i ke to do, when I get through 
is to ve Haas go in to see JOU and go over the thing, 
word for word, the first halt. 

' 
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.llr. taylor: I am ora~y about the approach. 

f!lf ,Jr: You are? 

Ur. Taylor: Yea. 

• 
t._ 135 

Rlf Jr: You eee what they have done. Remember the 
speech lte can't do anything until the shoe pi nches ' t I 
want to explain why the situation is different today than 
it was t hen. This answers the boys. This whole question 
and t he whole emphasis, after explaining why the situation 
is different, t he whole smphaeie i s we must do everything 
to help. The beautiful thing about this, why they can ' t 
come baok at us , is that one W&ek before thia speech goes 
out we handle t he tax situation, so they can' t come back 
and say, 1 0h, yea, but what about taxea7 1 • 

.llr. Taylor: That's tine . 
taxaa till. 

But they will. The 

HM,Jr: But I want to let you know -- deep, daep, 
secret; trying to keep it as secret as we can around 
this place -- we are going to handle the tax thing one 
week before . I just want to let you know. The rebound 
won' t be ' That's all very ni c e, but bow about taxes' . 
But t hat thing is going to be handled. I have a week 
to get the i mmediate reaction and I have been telling 
the boys we are not goi ng to touch much on taxes in the 
speech unti l we get the reaction on taxes . So the tim­
ing is beautiful. But you like this? 

Mr. Taylor: Yes. 

Ur. Gaston: What are we going to d o on taxes? 

HM,Jr: I am sorry. You will just have t o take 
ttiat . I mean, I am not t elling a nybody . I am sorry. 
I have simply said we are handli ng it. 

Ur. Gaston: You have aa1d a little more than t hat. 

HW,Jr: How much more have I said? 

l~r. Gaston : You said s omething a bout a stat ement 
to get out up on the Hill. 
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HU,Jr: Then wh:y do :you aelt me? Wh:y do :you ult 
me when I have already t old you. 

Kr. Gaston: Well, that•e halt way. 

HU,Jr: I told :you what I wa8 goi ng to do. 

Kr. Gaeton: Noo I don't know definitely . 

HM,Jr : Yes , :you do, I tnld :you. 

Mr. Gnaton: I t has a bearing on the point :you rai8e 
about the situation that :you would be in. 

BY,Jr: What situation? I don't get you. 

Ur. Gaston: What is the atmosphere under wbloh th18 
speech is go1ng to be given. 

Kr. Taylor: I t hink we have to assume that that at­
mosphere is 0. K, 
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HU~Jr: You know what I am going to do because I told 
:you. ow , do :you mind Just ski pping it tor the t ime be-
ing? 

Kr. Gaston : Yes. Sure. 

llr. Taylor: I am aaaumlng that t hat backgr ound 11 
fine , and in t he other halt :you can poi nt out the direo­
t1on,in wb1oh t he tax message 18 shown, and I would point 
t he finger at each one or those things , saying this in­
dicates that direction. Because otherwise they will 
mutt • • • 

HU,Jr: We have a week t o write that part after­
warda. There i e no u se - - aa I told George, lay ott 
on t hat part pending the- reaction t o what we do on the 
tax buainsss and i t they muff 1t, we can pick up the 
part they mu t t and ea:y, Well now, and emphaa1ze the 
part, which givee me another chance to craolt t he thing 
before Congre88· But :you like thief 

llr. Taylor: Very good. 

FUl ,Jr: Then :you l i ke it? 

Mr. Taylor: I love i t ! 

• 
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HK,Jr: What the boys have dona , they have taken 
the first ten pages and reduced 1t to two. 

137 

Wr. Gaston: I 11ke th1e approach better t han what 
we had, better because there is lese or repetition or 
what was said in 36 pages. loluoh leu or that. 

HK.Jr: The war thing is rq own. 

Mr. Seltzer: Armistice is the next day . 
a lot or difference. 

That lllakee 

tlr , mlor: I think that's !1ne, Larry, but I think 
you can t about the war in t erms or disaster, a human, 
financial disaster, rather than bringing • • · • 

HJ.I ,Jr: I have not beard anybody talk about thh 
thing. 

Mr. Taylor: It just happens thnt I have . 

HM!Jr: Well , give me a public speech where s omebody 
has u se 1 t. 

Mr. Taylor: If you will take the Republican campaign 
speeches of 1932 • ••. 

HY.Jr: Well, put somebody on that, George . 

Mr. Gaston: It was used a great deal during the 
campai gn. 

HJ.I , Jr: But since that, they d1d not forecast what 
I was go1ng to do the next tour years. I t's all r i ght. 
I am aak1ng !or suggestions . Let somebody 1n George ' a 
shop look up campaign speeches or the Democr ats and Re­
publicans i n 1932 and 1936 and eee what they said. Put 
somebody on it. But outside or th&tt 

Ur . T&Ylor: That' e t he only thing. 

HU,Jr: Does it sell you on it? 

!lr. Tylor: Yea; just the approach. 

HU, Jr: Now, I will excuse you. 
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Mr. Ta~lor: There are a couple or things. 
want to rea it over with George . I may want to 
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I 
••• 

HW,Jr: I am not going, thie MOrning, to get down 
to worde , beoauee the next part - - I think we are over 
the hump. This is the most difficult thing to make 
this speech and Justify it and anawer these fellows wh7 
we should balance the budget in view or what has hap­
pened in the laet month and I think, as far as I am 
concerned, tha t that part answer• it directly. 

George, send a oopy in strictest oonfidence t o 
Riefler and Viner , air mail. ------Mr. Taylor: The beautiful part ie i t stioks; showa 
clearly whAt the direction is and what the desires are 
or the Adm1niatration. 

HM,Jr: And it 1 a rreah. 

Mr. Taylor:· Yea. 

KM,Jr: Is it news, Herbert? 

• • 

l.lr. Gaston: No; I would not say it is news. 

)ir. Taylor: It is said more positively. 

HM,Jr: You wouldn't say it is news? 

Mr. Gaston: No, I wouldn't say it is news. I think 
the latter part is news • 

• 
HMf Jr: Well, Herbert, I am not going to argue with 

you. think it is news. 

Mr . Gaston: There is a marshaling or the reasona 
there, the detail why it is desirable to bAlance now when 
it was not dea1rable three years ago. 

HW.Jr: Have you heard anybody aet it down in oon­
aecut1n order and tell why the budget should be balanoed7 
I have yet to see it. 

Wr. Gaston: No. 
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HU,Jr : I think i t 's as f resh as when I went up 
to Harvard and gave the monetary sturr, the gold poli oy. 
I haven't heard anybody-- as a matter or 4aot, i t 1 a 
very reassuring to me. A lot or these things I have 
felt and a lot I have talked about . I read it last 
night to l.!rs . llorgenthau and she said , I can understand 
every word or t hat , and when I got to the next speech 
she said it does not follow. 

Mr. Haas : We reel l i ke she does , too. 

Mr. Taylor: This is very, very si mply stated. 
Leaves you with a very posi tive thing in your mind , which 
is the trouble with most speeches; they don't leave you 
with anything positive. 

Rli 1Jr: You were the one fellow around here I wanted 
to try it on. 

l~. Taylor: I told you I was the 1 dumb public". 

HM ,Jr: Well , you know. I don't have to explain. 
Thi s was written to convince you as a type . Seriously, 
you know t he arguments we have had on this t hing, which 
was the difficult y we were in now, and this i s the way ••• 

Mr. Taylor: That's why I like i t so. It answers 
a lot of questions that fellows have worried about; they 
go around like this (stoop-shouldered) and see things 
under the bed. 

Mr. Seltzer: It has one weakness. This is all 
tine , predicated on the fact that we are not goi ng t o 
have a serious business recession. It we do have a 
serious business recessi on , private capital is not goi ng 
to use t he f unds that it has and you are up against the 
same problem you were a whi le ago. 

Mr. Taylor: You forget the other thing there , 
Larry , which is that you will have November 5 , which 
will have preceded this, and I assume you will have 
changed the odds a little bit . 

Hr. Seltzer: or course, I am not talking about 
the speech part . I am Just taking the argument, It' s 
a sound argument on that assumption. It we got int o a 
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ta11-epin you would have a perfectly good !round 
with the baokground you have used to reverae your 
position. 

Mr, Haas: That 1 a r1ght 1 because we have fixed 
it that wo:y . 
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IUI 1J r: As I ao:y, very muoh i n this rooo, I have 
been trying to do -- what I have been trying to.do for 
the last month, I have been trying to think out a suc­
cession of steps whioh will pull this oountry out of 
deficit spending and put it on a balanced budge t and 
still keep the country goi ng along. In order to do 
that, I have to first spend all of t h is time to get 
t his informati on IQ)'eelf; f or exaople, it took me two 
weeks to understand this r oad money businessi but I 
got it and I can give it to a.nybody else . t has 
t aken me a month on t his stuff which is in there, you 
know, PWA have committed t hemselves into 1941 and 1942 
and t he money i s not around to spend it to build these 
projects. I do these thing s and get this t hing down 
in an orderly fashion. I can say in this room, with­
out being misunderstood, I then explain it to the Pres­
ident because he has not got it . In t hi s moat diffi­
cult transitional period, we have certain defi nite 
responsibilities and it ' s up t o us to do our own think­
i ng , and then explain i t to the President with t he hope 
that he will take it it it sounds good to him. 

Now, thi s question of ba lancing t he budget. He ' s 
constantly seeing people who are simply inflationary. 
I mean , David Stern was here yesterday. See? They 
can only think along one channel. Now this ia only 
the one thing, aa t ar as the tax thing is concerned. 
I have got the answer on t hat to ~ own satisfaotion, 
but it has taken six months ' work to prepare that, but 
I have t he a nswer on that to my own satisfaction and I 
can , in t urn, give t ha t to the President . 

Now, gradually this thing is forming, lo:yer by 
layer, and if we move fast enough, and I think the 
Treasury ia moving f ast enough without watching the 
stock market ticker we can do enough things - - that ' s 
wha t I have told llr. Taylor, that I think that we oan 
keep t his oountry from going into a tail-spin. Now 
I realize the enormity ot the reaponelbility I am 
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taking when I say and do that , but I th1 nlt we are 
moving tast enough that we can keep this country troa 
going i nto a tail-spin and, at the same time, keep 
t his Government aol1d. That ' s the problea. It I 
simply said, llke a lot ot people, uae the slogan 
'balanced budget' - - l ike t he Jaokan who gave out a 
press release and does not give any reaaons , th1e 
fellow Gebhardt, Just a plain every- day jackass -­
Nati onal Economy League. It I simply said, yea, I 
want to balance the budget, but then did not do any­
thing t otake t he place ot Government spending -- I 
boiled it all down yesterday tor David Stern. I said 
what you want ia t or the Government to keep apending 
in order t o keep business going. I said, well you 
and I ditter. I want businesa to do the spending in 
place ot the Government. No•, I said, that's where 
our fundamental difference ia. And when he le tt here 
and I said , I want to stop borrowing in competition 
with buai neas ; you want the Government to spend; I 
want business to spend. So he said, All right , Why 
don ' t you atop borrowing i n order t o sterilize gold. 
He had me there! 

Mr. Haas: Well, there is something in that. That ' s 
the problem you ought to take up after the speech. 

Hll , Jr: But that's the only place he had me. 

Mr. Taylor: All right . You have an answer to 
that . I t aleo goes with the other. 

Hl4 1Jr: But that ' s the only place he had me. 

Mr. Haaa : He hasn't got you there. 

l!r. Gaston: What he doea not notice is balancing 
on the base of 6 billions expenditure where the old 
system was 4 billion, more than 5~ more Oover niii! nt ex­
penditure . 

~r. Selt;er: You ought to put t hat in. You 
ought to eay, In meeting t h i s balanced budget problem 
everybody ought to recognize •e are not g oing back to 
3 billions or 4 billions. We have Social Security on 
our list ; we have some othe r responaibilities. 

Hl4 1Jr: T~t goes in what I am going to talk about. 

' 
I 

l 
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Mr. Selt;er: One thing that bot hers me about 
this balanced bud8et is, i n part, a bookkeepi ng 
problem. It you balance the budget and proTide 
$600,000,000, debt retirement, you are allowing 
l b1ll1on 6 . 

HLI . Jr: Howl 

J.!r . Seltzer: Social Security funds. On an 
economic basis that ' s debt reti rement Just as much 
as your budget. I don ' t want anybody to get tooled 
by bookkeeping. 

Hll ,Jr: You must have been talking to the Preei­
dent . He wants three budgets. Go on,Larry. 

Mr. Seltzer: Suppose you figure you want to 
balance the budget this year because you wanted to 
get out ot the capital markets. That means that 
it you just met regular expenditures without a d1me 
tor debt retirement, you would still provide l billion 
tor debt retirement to the capital market. 

P~.Jr: Say it again. 
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Wr. Selt~er: It you provided merely tor balan­
cing your receipts and expenditures ex debt r etirement 
you would only provide about 1 b1ll1on tor debt retire­
ment through t he Social Security fund. That would 
give your capital markets an extra billion dollars. 

H!I!,Jr: Why? 

Mr. Seltzer: Beoause you take your Social Secur­
ity funds, you would go out and buy Governments and 
put t hem on your books , see, but t he capital markets 
1n the meantime would be getting 1 b1ll1on dollars. 
How then, if you feel the business situation is a l ittle 
8ha.Q and maybe the capital ~~&rketa won't use l b1ll1on 6 
or might take l billion, economically you could Juatrty 
merely balancing your budget on the bae1a of actual re­
cei pts and expenditures. It m1ght be too hard a break, 
too hard a transition, to do l billion 6 debt retirement 
in one year . 
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H!.I,Jr: or course, it you take 1 billion 6 debt 
retirement plue 700 millions deficit this year, that'• 
a difference or 2 billion 3 . 

Kr. Gaston: No. You got that billion th1e year. 
You are having it this year. 

Mr. Seltzer: It's 1 billion minus the ?00 million 
deficit. 

KM,Jr: So this year we are 300 millions 

Mr. Seltzer: It it had not been t or the gold. 

Mr. Gaston: We would have had a reduction of debt 
in the blinds of t he banks and the public. 

H!.I ,Jr: What you are saying is what the President 
is gropi ng t or. I don't say I am sold on it yet. But 
that's the important part or my speech that I want to 
do now. This thing here , what you are talking about, 
is t he next step. What I w~nt to spend the next hour 
and a halt on, is my transitional year and I am not 
satisfied the way you fellows have handled it . I wanted 
to do it a new way it I can. Then I want to hit next 
year, which would bring in this thing , but before I get 
there I want to rtalk about t h1a year, what I call my 
transitional year. I have listened very carefully to 
what you have said and if you fell ows read Walter Lipp­
man today, he practically says t he same thing. 

Mr. Gaston: It has been discussed quite a bit by 
the financial writers. 

Mr. Taller: The way we keep our books is 
lously obso ete . Doesn't show the position. 
sibil1ty of showing the position. 

r1diou­
No poe-

Ur. Seltzer: We gave t his to you a bout a year ago 
in a met:torandum on Social Security Act. 

~. Taflor : Social Security is just a nother phony, 
but the rea basic trouble is t he way we keep our r egu­
lar books. No business in the world could possibly do 
it that way. 

KM,Jr: You mean the revolving funds? 
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Ur. Taylor: The whole business . 
and borrow s ome money. We charge t hat 
prot! ts and loss tor that year, and you 
cause you make a loan. 

Suppos e we go 
to ope rat ton, 
show a loae be-

HU,Jr: The President said that. He says it a 
man g oes out to borrow money to build a bouse, you 
don' t show that loan as a loss, but we do. 

Mr. Taylor: We do, and it 1 s perfectly ridiculous. 
When it 1 s repaid, we show it as a profit. 

Mr. Gast on : or course we gain on t he deficit pic­
ture 21 efsfW • 

llr. Taylor : Yes, but it is phony. 

HU,Jr: What would you do about it? 
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Mr. Taylor: I would s et it up just the way busineae 
books. A special account on your books and when you 
make an investment 1n recoverable assets , ~t shows that 
way. 

HU,Jr: 
Right now we 
budget. 

What assurance have we that we get recovery? 
are using recoverable assets to balance the 

Ur. Taylor: It' s a recoverable expenditure in t be 
first plaoe. 

HH ,Jr: I am Just starting on t his now. As tar 
as my talk goes , I think we have Jus1U'1ed why we balance 
the budget . The next t hing is what we are writ ing now 
and I a m not satisfied at all. 

~r. Taylor: It's exactly what we do, It ' s the 
most obsolete method of accounting that 1 s possible to 
have . The country does not understand i t . No way of 
their understanding it . 

Mr. Gaston: There are some reasons tor it. 

lfr,'laz lor: There are not any that are good. Re­
member ali during the campaign all this business, what 
we went through, what are recoverable aaaetsf and trying 
to set up a statement to show the true debt positi on? 
The country wants to know that . They want to know our 
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actual working receipts. 

l.!r. Gaston: What about llar debts? Would you eet 
them up the same way? 

Mr. Taxlor: You are damned right! 

Mr. Haas: Only invisible ink! 

Ur. Taxlor: No, you oould show that. They are a 
part of your assets and they would be in there, where 
they belong. 

HJ.l ,Jr: Let me t ake a oraok at this thing now. I 
think you have made a contribution and that ' s my method 
ot approaching the tax thing. I have taken nothing tor 
granted. The !act that such a thing has been done tor 
five years is oeaningleas to me . I think if we could 
t ake a look at this thing now and simply say this is 
the way the situation is, but the !act it has been done 
tor 10 or 15 years does not mean anything. 

L!r. Taylor: Doesn't mean anything ! The thing 
you are having difficulty with ie how can we possibly 
balance the budg et. Commodity Credi t Corporat ion i s 
answered by this . Of course you can' t do it the way 
we keep our books , but you can do it if you do i t thie 
way. 

Hll,Jr: Is that what you (Seltzer) are thinking ott 

Ur. Seltzer: Yea, but Social Security is a much 
bigger proposition. 

Ur. Taxlor: But it' s part of t he thing and the 
way we do the t hing is phony. 

HU,Jr: Fortunately, this Administration did not 
set up the books. 

Mr. Taylor: Very fort unately. 

Ur. Haas: They grew ovor a period of years. 

Hll , Jr: I ncidentally , you don't say anything about 
revolving funds here nor the pri noiple of subsidies. 

Ur. Haas: In an earlier draft we put some atu!! !n. 
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HK Jr: Yea, you did and you have taken it all 
out, but this whole middle part -- but the moat d1!­
t1cult thing was to justify balancing or the budget. 
I think you have done that . What I want to know i• 
where are we going to go from here? 

Mr. Seltzer: One ot the i~portant questions is 
how much do you want to balance the budget . Do you 
want to retire 1 billion debt retirement or 1 billion 6? 

Mr. Taylor: That's another thing that is phony. 
That comes out or earni ngs, i t any. 

~.Jr: You mean, consider tax receiptal 

Ur. Taylor: Yea and t o set t he thing up ae part 
ot the budge~ and eay that statutory debt retirement 
is a proper charge against the earnings or a year when 
the earnings are not t here is perfectly ridiculous. 
It's the same damn thing we show each year. Doesn't 
make a damn bit or sense. 

HM,Jr: I don ' t know what I have said to Aldrich 
but I retuee to read it until I get this out ot the 
way. 

Hr. Taylor: I cut all that out or your letter. 

HU,Jr: But the poor man who wrote t he letter to 
Aldrich is dead. Ogden Mille. 

Ur. Taylor: Well, this has been a long spee~h 
tor me. 

RM,Jr: That 'e all r i ght. 

(Ur. Taylor lett the meeting at this point. ) 

Ur. Gaston: But those Social Security taxes are 
the moat detiahonary thing we have done this last year. 

HU ,Jr: I again say I consider we are over the 
hump , don1 t you? 

Ur. Haas: Yes. 

Yr. Seltzer: Except here, the tone ot your whole 
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speech is going to be decided from now on, You have 
a good approach now and rou are satisfied, all the 
intellectual requirements of wh1 there ehould be a 
change of policy , but now, bow vigoroual:t you a.re go­
i ng to follow that up is going to deterraine your apeeoh. 

lo!r. Gaston: You dropped the idea of starting 
right away with saying that you want a balanced budget 
and then saying ••• 

HM,Jr: I am satisfied. 

Mr. Gaston: I rather like that approach. 
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HU Jr: If you don't mind, I think the first part-­
I havenl t done sentence by sentence, or word by word, I 
don't want to do that • 

• 
llr. Gaston: I t hink it's an excellent statement; 

probably will register as well, probably better, with 
the ordinary hearer than t he other way of doi ng it. 

HM,Jr: I t hink i t' s all right , but I would like 
to leave it, Nothing is closed. You follow me? What 
I want to try to do at t his particular time is to take 
a look at thie fieoal year. 

lo!r . Haas: Larrr has i t figured out there. 

HU,Jr: You told h1m what I was going to do? 

l.!r . Haas: Yea. 

HU,Jr: What does that mean -- 1939, 1 and 2t 

lo!r . Selt;er: That 1 1 1 t here, you can see what hap­
pens. Yo~ write your unemployment relief and your CCC 
down to 1 billion 2. You assume t hat no further appro­
~r1ationa will be made for Public Works. 

Rl! ,Jr: I eee. But you haven't got 1938, this :tear; 
you haven1 t got the previous year. 

llr. Selt~er: No. But you have ltt on t he large 
form. You a eo have it on t he short sheet. 

HU,Jr: Now I want to approach i t something l i ke 
this. I want to aay, Well, now, let us take a look at 
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the budget -~ what do you oall it, 'the fiscal picture' 
ot the year we are in, w we will oall 19~7-19~8, and 
first we will compare item by item. 

Mr. Selt;er: You are going to run into figures and 
everybOdy ia goi ng to sleep on you. 

HW.Jr: Let me do it tor my ownself. Out ot it 
you may get some idea of this thing that we are aiming 
tor, but I want to do this. I would have item by item 
tor the previous year and compare the same items as they 
may look tor tho next year using tha beat estimate that 
we have at our disposal at t his time. 

Ur. Seltzer: For 19~9? 

H!.l . Jr: Yea. 

Ur. Seltter: There you run into Dannie Bell. He 
objects to 1 billion 2 . 

HM.Jr: Da.mn Dannie Bell1 Th is is between the 
President and myself . To hell with Danni e Bell1 I 
have as muoh right to use the figure 1 billion 2 as any­
body else. 

tlr . Seltur: o. X. 

HN, Jr: But you say Dannie objeoted? 

Ur. Haas: Said it was against policy. 

HU.Jr: All right , that's tor the President. Also, 
Dan has been frank enough to say that when I made my 
speeoh in 19~~. Lew Douglas tore hie hair out because 
that speeoh should have been made by the Director of 
the Budget. 

Is that why you did not use these figures? 

Hr. Selt;er: That1 e why I did not go into great 
detail. That 1 a why I lumped them. 

HU.Jr: Let me do this myself and see what it looke 
like. I don't see bow to compare these figuree. 

Mr. Seltzer: You have receipts instead of expendi­
tures (referring to ID! ,Jr'a list). There ie your 
regular • . ... 
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BY Jr: But I want to make these things cheok. 
That's 43,264,000 , 000. 

llr. Seltzer: They changed that upstairs. 

HU.Jr: Do t hey retuae to give you figures in t he 
Budget? 

Mr . Selt~er: No. I did not ask what the 19~9 
Budget eat1mabea would be, but tor 19~8 they gave me 
a few slight revisions. They ohanged that $3 , 264 ,000, 000. 

HM.Jr: Let me see it I can squeeze this ln. I will--. 
do it i n ink. ""'"-9 

Mr. Selt~er: You get $3,158,000,000. 

HU,Jr: Let' s just say , swinging back and forth, 
in 1938 it was so muoh and go forward to 19~9. 

The regula r operating expenses in 19~ were 
~ billion 264 million; in 19~7 they were ~ billion 158. 
In 19~9, the estimate at this t ime ••••• 

llr. Seltzer: 
the Budget Bureau. 
them. Should we? 

There we have not any estimates trom 
19~9,I have not even asked them f or 

HU,Jr: Yea. 

llr. Seltzer: Fine . Tickled t o. 

HM,Jr: Well , we don't know. All I know is I do 
know that the President said that t hey s hould not be 
above ~ billion. I was t here when he said that, wbloh 
would show a decrease. 

Ur. Seltzer: Better than a quarter billion. 
$264 , 000,000. 

HM .Jr: Ot $264, 000,000. 
coat the Government •• • 

In 1938 Soci al Security 

Yr. aaas: Social Seourlty taxes. 
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Ur. Seltzer: This i a both reeerve and adminietra­
tive. 

HM.Jr: EJq>enaea of Social Security will be 81:5 
millions. In 19:57 they were 452 millions. 

llr. Seltzer: They wi ll be up by 100 million. 

KU .Jr: In 1939 they will increase by 100 million. 
In 1938, Public Works are 826 milli on and we already 
have on our books obligations for 695 mi llion. 

Mr. Haas: But that does not necessarily have to 
come out aa an expenditure. 
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able 
Road 

l.:r. Seltzer: There are 
f or 1939 expenditures. 
stuff t hat has not been 

actual appropriat i ons avail­
In addition you have some 
appropriated. 

Hlt . Jr: I want to handle Roads separately. 

Mr. Seltzer: They a r e separate. This is only the 
stuff that is available tor 1939; been appropriated. 

HM Jr: Let 's go back. I n 1938, Publi c Works , 
695 mnhons; in 1937, 1,065 millions. We are obligated 
to spend tor 19:59, 695 millions. 

~r. Seltzer: You are obligated to spend more than 
t hat, but your actual appropriation• 

HU.Jr: Our appropriations call for an expenditure 
of 695 millions. What do you meM, we may have to 
spend mora? 

Mr. Selt;ar: You have made obligations for higher 
expenditures. 

KU,Jr: Ia Roada i n here in one separate item! 

Hr. Seltzer: Yea. On Public Works there cay be 
sooe obligations in here not covered by appropriation; 
some Public Works don' t get finished and may have made 
comm1 tment a. 

HU ,Jr: That's supposed to be in here. 

Mr. Seltzer: Just a matter of phrasing. 
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HK,Jr: Well, Just say it my way for the time being, 
I think 695 millions is correct , wh1oh would be, if not 
another dollar was appropriated, would be a saving of 
131 millions. Unemployment Relief this year, 1 billion 
680. That seems small. I thought it was more than that. 

Mr. Selt~er: They changed that to 1 billion 680; 
. last year, 2 billion 416. 

HM Jr: In 1937 it was 2 billion 416. 
does th:t inolude c. c. c. ? 

Mr. Selt;er: Yes. 

Next year 

HM,Jr: Next year we ought to get by with 1 billion 2 
or a saVing of 480 mlllion. This year we are going to 
spend 475 1111llion for A, A. A. ? 

Mr. Seltzer: Yes, right there. 

HK,Jr: I keep using 440 million. 

Mr. Seltter: This is the breakdown that the Budget 
Bureau makes. If you take t he budget summation you get 
a different figure . 

Mr. P.aas: I think t hey put everything that was 
agriculture - - roads, etc. 

l!li,Jr: l.!ay I say these fi gures will have to cheolt 
with t he budget summation. 

Mr. Seltzer: If you sti ck to the budget summation 
you can1t do it this way because t hey spread the thing 
around in different a ccounts. This is the only respect­
able presentation of the thing. 

RM.Jr: All right. 
wards. 

We will argue about that after-

!Dl,Jr: A. A. A., 1938, $475,000,000. 

Yr. Seltzer: 534 millions. 

HU,Jr: Next year? 

Hr. Selt~er: Let ' s Just hopei 

1937, how muohl 
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llr. Haas: You bad a figure - - in other words , 1f 
anything new they bad to have revenue to oarry 1t. 

HY.Jr: Just a eecond. 

llr. Seltzer: You can 't say anything about 1939 there 
until Congress meets . 

Hll , Jr: Yes, you can. 
to leave that blank. 

For this purpose I am going 

I am Just groping. I don't pretend to be doing any­
t hing else. In 1938 t hese items total 7 billion 058. 
You haven' t anything in there tor roads? 

Ur. Seltzer: Yes . 
Public Works. We can, 
it down here. 

But in this year they are up 1n 
ot course, take that out and put 

Hll ,Jr: I think there was 24 million, it I am not 
mist aken. 

Mr . Selt~er: I have t hat on another sheet, not here. 

Hll ,Jr: Well, the money Congress voted in this tisoal 
year was 24 millions. 
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Mr. Haas: It may have been voted the previous year. 
It's more than 24 millions. I t's 200 odd million, socething. 

Yr. Seltzer: Amount to maybe 250 million. 

ID1 ,Jr: What are the comparable items in here? Anyway, 
in 1938 we will spend 7 billion 346 million, which is •x• 
millions ot dollars lese than we spent in 1937 - - whatever 
that is. I want public highways down here. See? 

llr. Seltzer: Yes . 

HH Jr: Now this is t he thing. The beet estimate that 
we can ~e at this time tor 1939, not allowi ng anything 
tor agri culture and not allowing tor any appropriation t or 
roads is -- do you mind it I change these figures here? Now, 
as I say, t hat leaves , we know we have to spend 5 billion 
800 milli on. That we know we have to spend. Now, ae to 
goOd roads, Congress has voted 24 millions to be spent be­
ginni ng with the year July 1 , 1938. It we add to thie 
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a nother 51 millions and we will have 75 million to apend 
for goOd roada tor the year beginning July 1, whioh would 
be t he aame fi gure that they uaed to spend pri or to the 
depression. And, consideri ng the tact that during the 
last t our years • ••• 

Hr. Seltur: Runs higher, you see . 
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HU Jr: Well , I a m only quoting somebOdy else. Well , 
where t~e devil did we get that figure t here? 

1~. Seltzer: The f i gures you get ~rom Lawton are 
the figures showing Federal grants to States;in addition 
to t hat we spend some money directly. We have , du r ing 
this period t or exampl e, had eoergency f unds tor roads 
i n addition to t hese Stat e allotments and there may be 
some such figures in here. 

HY Jr: Well , let's put it this way then. Let' a be 
reasonatis . As I say, Congress has already voted 2' 
milli on to be spent tor the year begining July 1, 19~. 
In view of the faot that during the past four years we 
have averaged approx1~tely 250 millions a year tor good 
roads , exclusive of t he money spent by Hopkins, it seems 
more than reasonable that we could tor t he coming fis cal 
year dr op back to a tot.~ expenditure of 100 mi llions a 
year, which would mean t hat we need an appropriation of 
75 millions. 

Ur . Haas: You may not need an appropriat i on. 

tir. Seltzer: Did Lawton think you could get away 
with thlit1 

HM,Jr: The President is willing to send a special 
message to this Congress t o do away with the whole thing, 
but this i s t he one thi ng the Pres i dent feels very 
strongly on. So t hat ' s why I have chosen the people 
in this r oom. I want open minds. I don't want any­
body to tell me this is the way we have always done it 
or I can't . I very carefully picked who is here today. 
I am eo sick and tired ot - - listen, if I listen t o 
Lawton and the r est of the tellowe we will never balance 
the budget. We Just won ' t do it. I am t r ying to do 
original thinking. I am trying to do this thing so I 
can show the President how this thi ng oan be done. If 
we list en to those fellows baok t here , we wi ll never 
do it. Incidentally, put down a me morandum that out 
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out of this thing should come a letter trom the President 

on good roads. A special message . 

Now, to the 5 billi on 808 we add 75 million for good 

roads 
1 

which brings our total to 5 billion 883. This 

doeen t look right . I am groping. Is evei7thing in 

there except agriculture? 

Mr. Rase: Yes, but debt retirement you haven't got 

in there. 

HM ,Jr: All right. 

Ur. Seltzer: You probably will get recovery of 

100 mHHons. 

HfuJr: Now, walt a minute . Up to now I am doing 

this t ng on a etra1ght cash basis. 

Mr. Seltzer: This is cash bas1s. 

lnl ,Jr: We don1 t have to put anything down • •• 

Yr . Rase: He ' s right. There is someth1~ bothering 

your figure . A year ago when you compared your figure 

you had t hat in. 

HM,Jr: Let 1 e for a minute forget that. Where are 

my expendl. turee? 
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Hr. Seltzer: Here are t he supplemental and it meana 

you spent t hat this year. It's supposedly a non-recurring 

item, but each year t hey manage to find a few millions of 

that type. 

Hll ,Jr: I don 1 t want to put down 200 millions for 

supplemental. 

Ur. Seltzer: I don ' t think you ought to for 1939. 

HU,Jr: We now have a figure of 5 billion 883. •• 

put down nothing for crop control, which is the big 

question. Dependl.ng on how much we add to this figure 

for agricultural crop control 1e the final determining 

factor of what our total expenditures will be for 1939 

exclusive of debt retirement. 

Now let's take a look at our revenue aide for a 
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minute for 1939. What doea our reYenue picture look 
like? there are our reYenue figuree? 

llr. ~a: Those we make up about November 16th 
or thereaouts. lfe had a prel1mina.ey figure of 7 billion 1. 

Hli .Jr: OUr preliminary r evenue figures nOll look 
as though we might expect 7 billion, in reYenue, of 
wh1ob how much i s Social Seour1 ty? 

Ur. Seltzer: Around 900 millions. 

HU.J~: Of wh1ch 900 million is Social Security. 
So , e~luei ve. Qj.. Social Security our revenues w111 be 
about 6 billion 1.- Then Social Securi ty w111 almost 
wipe itself out. 

t~. Gaston: It will over a year. 
year; more than wi ped it out. 

It hae this 

RU Jr: Let me stop here tor a minute. lfe take 
in about 900 millions worth of Social Security money. 
Ae I understand it, with that I issue to them a special * cert1tioate. 

Kr. Gaston: For about 5 or 600 million of 1t . The 

rest is administrative expenses and grants to States. 

Mr. Seltzer: You pay your administrative expenses. 

~.Jr: How muoh 1s lettt Of t his 900 millions 
that bas oome in, 'how many th1nge , • • 

Ur. Seltzer: This 900 mi llion is what you spend. 
You might take in about 600 because you have some Social 

Security expenditures that are not covered by the tax. 

Hli.Jr: I t ake in 600 and spend 900? 

Ltr. Seltzer: These are expenditure, not reoeipts, 
figure e. 

Hl!,Jr: You say I aa -~ goi ng to spend 900. How 
muoh am I going to take 1n. 

Mr. Selt§er: Ky guess 11 600. 

).(r. Gaston: Larry, i t 1 a 770 tor thie year. 
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Ur. Seltzer: You take in leas than you pay out . 

H~.Jr: How much? 

Mr. Seltzer: I don't know. 

KM,Jr: How l ong would it. take you to find out? 
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Ur. Seltzer: About 3 minutes. (He lett the meeting. ) 

HM,J r : Well, find out. 

I a m groping very slowl,y and I don ' t want to be rushed . 

Let ' s say the figure almost balances itself, What I have 

not got clear in my head, if we t ake in 900 million Social 

Security and we issue these ~ certificates, where do we 

get the money t o go out and buy Government bonds to retireT 

That's what isn ' t clear in my mind. 

Mr. Haas: You ge t it on the tax receipts, but now 

when you are operating -- when receipts and expendi turea 

don't balance you have to do it the other way, of issuing 

certifi cates . 

Htt ,Jr: It doesn't make sense to me because I k.now 

it isn1 t so. IVe are going to retire 1 billion or lt billicn 

Government bonds , but we are not doing i t. 

Ur. Gast on: Because of gold sterilization and deficit. 

Mr. Haas: That's right. 

Mr. Gaston: But gold sterilization does not come in; 

it ' a debt. 

Hll,Jr: Le t's say we had no sterilization. 

Yr. Gas ton: Then the defi cit would be the only t hing 

t ha t cane in. 

(Wr. Seltzer returned.) 

Ur. Seltzer: Receipts: 75? in 1939; ?64 in 1938; 

expenditures: t939, we figured on 900 and some millions. 

The difference is accounted for by our grants to state•, 

primarily. 

H•,Jr: This i s what I want to talk about. Eit'her 

I am cook-eyed or somebody else is. Nobody has explained 
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it. Ir we spend 900 and take i n 750, we are short 

160 million. Where do all these peaple, l i ke Lippman 

this morning, talking about retiring l billi on publio 

debt next year i n addition to Social Security? 

lir . Seltzer: In addition to this Social Security 
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you have a trus t 1'und holding tunda oo1le oted by the 

States tor unemployment insurance, which this year amounts 

to, I believe, 600 million. The States are allowed to 

draw on that r und t o pay unemplo:yment benefits attar 

their system has been in operation tor two years. Hence 

this year Wisconsin, I believe , is the only State entitled 

to dra" anything out or the fund and all the rest are 

putting into the rund. In the o:eantime you have that 

500 million available, like any other oaah. Now, next 

year you are going to have the same thing. A rew more 

ot the States will be able to draw runde out tor unemploy­

ment benefits, but more States will be paying into the 

tund because this year a lot or States did not have unem­

ployment systems. 

HM,Jr: Let's t alk about this year. How muoh money 

do we get in1 We take in how muoh money on Social Seou­

ity taxes this year? 

Mr . Seltzer: Under the tax you t ake in 764 million. 

HM;Jr: All right . And the money the States de­

posit with us this year1 

!.lr. Seltzer: I don' t know the figure, somewhere 

around 5oo million. 

· HM,Jr: So, roughly, l billion 200. That goes into 

the Treasury, a gainst which we spend how much? 

llr. Seltzer: Against which your cash expend1 turea 

have been very small. 20Dmilli on tor administ rat i on, a 

l it tle bit tor g rants to States which are not deducts 

!rom these receipts; ·come out or your general tund, and 

the rest is non-cash expenditure tor public debt items 

that you put i nto t rust runde. 

HM,Jr: But what are we doing tor this year. We 

take in l t billions and apendt 

Mr. Seltzer: Say 200 million. 

HM,Jr: Under l billion. Does that billion go towarda 
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balancing the budget this ;yearf 

Yr. Seltzer: No. 

ur. Haas: Explain why. 

Mr. Seltzer: It does not go into balancing the 

budget because we count as an expenditure these interest­

bearing instruments t hat you put into the fund and you 

charge that as an expenditure against the ~udget Just as 

if you paid out cash tor s omething. Even though you 

pay out no cash, you have that cash available to retire 

debt. 
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HM.Jr: What I am leading yp to ia this: I am not 

a bookkeeper; I am not an accountant. I want to do it 

very slowly. I don't see, t aking this figure --the 

nes t t hing is to do 1t tor 1938. It in 1938 our expenses 

on this thing here is 7 billion 346, I eay less receipts 

from Social Security and States ie how muoh? 

Mr . Seltzer: Lese your tax receipts ot 764 million. 

HM,Jr: What's this 813? 

Mr. Seltzer: Those are expenditure tiguree, but 

t hey are non- oaeh in part. 

HU,Jr: Let's juet t ake Social Security out ot this. 

Mr. Seltzer: Yea. 

HW.Jr: On pot h sides ot the ledger. 

Ur. Selt;er: You can't do that because some ot your 

Social Security expend1 turea are chargeable against ;your 

budget , like salaries . We get no taxes to pay those ex­

penditures. Ot her Social Security expenditures are covered 

by specific taxes . You see, your grants to the States 

are not covered by taxes. 

llr. Haas: Talte out contr ibuting old- age :Pilrt ot the 

Social Security. 

Mr . Seltzer: Then you would only take out the part 

that goes into t he reserve. 

llr. Gaston: You could take out excess ot baok ex-
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penditurea over receipts ant say Soci al Securi ty coat 

us 30 million in 1938 or thereabouts . 

~Haas: Here ' s the point . What we call i n 

the b~et as entered as expenditure is composed ot 

two parts; (1) act ual cash. You have to pay acme­

body' s salary. The other part ot what is entered 

as expenditure is an amount which i s credited to this 

trust tund. There is no cash outlay at all and i n 

your cash drawer, the caeh remains the same. So you 

can use that cash as you use it now, to pay deficit, 

rather than to go into the market to borrow money on, 

Or it you don't have a det icit you go out and retire 

bonds. 

!.lr. Selt:.er: It you wanted to deduct anything 

you might deduct non- cash expenditures, in which case 

you would deduct 1 billion , roughly. 

HU Jr: What I am groping tor is this: This 

Social Aecuri ty thing, there are two things which 

don ' t belong in an ordinary business budget . One 

ia Social Security and t he other is revolving f und. 

Mr. Haas: Yea. 

!.!r. Gaston: That 1 a right. 

Hti ,Jr: It we could eliminate those two things ••• 

Ur. Haas: We could write that thing up. 

Ur. Selt:.er: That's a good approach provided 

you did not stick to your words. We would have to 

include in expenditures those Social Security e~en­

d1tur ea not covered by taxes. 

HU Jr: What would you do with those? Lea•e them 

1n the ~ud8et? 

llr. Gnaton: Yea , ae the only item ot Social Se­

curity e:x;penae. 

11r. Salt:.er: Yea . That 20 m1ll1on 1a covered 

by tax. Grants to States 1e not covered, and we 

could take that out yearly. 

HW ,Jr: What I am trying to get out, and I have 
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never seen these figures -- after all, the President 

ought t o get legislative authority to stop all re­

vol ving funds ao that we could do it t he w~ we are 

going to do Commodity Oredit. That ' s an example. 

All revolving funds should be treated that way. Take 

Commodity Credit . Once a yea.r take i nventory, find 

out it capital has been impaired and it it has, go t o 

Congress and ask t or 50 million to make this up. Set 

up t hese agencies on a different basis. Farm Credit 

is set up that way. They have no revolving fund. 

We set up Commodity Credit . Capital belons to them. 

P'RA is finished and anything t hey are goi ng to draw 

on us in t he future we can set t hat ott on the ai de 

and the same way with RFC. And so, in the future, 

it any agency - - it will be either ot one or two 

~pea, either it will c ome t o t he Government t hrough 

the Director ot the Budget or t hough t he Commit t ee 

on Appropriation , ge t his fund and against t hat we 

will raise taxes or we will set i t up like Commod1 ty 

Credit and give t hem thai r own capital and then · 

when they want to borrow, all the Government does 

is guarantee their obli gations. 

llr. Seltzer: I n t hat case they don't need capital. 

~,Jr: I would like to s et up all revolving funds 

out of the budget . I would like to look a t that. That 

has nothing to do with Social Security. Then Social 

Securi ty , take a look at it, just charging to the Budget 

actual exPenditures tor help, pencils, paper , whatever 

goes i nto an exPenditure , and t hen taki ng the rest o f 

it - - it the State ot New York gives ua 25 millions to 

act as trustee and we accept that money, why should that 

show up a s an expense? 

Yr. Gas ton: It does not. 

HU ,Jr: Well, Herber t, please don't upset me . I 

am trying to get an entirely new i dea . Nobody has put 

this thing down here. I a m tryi ng to think. t his thing 

t hr ough so I can explain i t to Jonea . or anyone in t his 

town - - I don' t understand it . 

Mr. Haas : The way you are driving tor , you have 

your budge t balance now. 

Hl1 1Jr: I think so. 

Hr. Haas: Does that bother you? I t did bother 
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us because we tried to piint a black picture. 

RK,Jr : \?hat I am trying to do on this thinf - - eve~ 

minute here is worth 1ts weight in gold. I don t want to 

kid anybody. The last person in t he world is the Presi ­

dent . I don ' t want to paint it too blue. I don1 t wa nt 

to kid myself, but after t hese things have been set up the 

way t hey are, i f we are going to do the thing entirely new 

how would you do if you started right from the beginni ng. 

Let me aay to you, we have Social Security. We are going 

to start that again. lfe have no revolving funds and you 

are going to set up a new set of books. If you set up a 

new set of books, how would it look? 

llr. Haas: You could handle t he bookkeeping, but not 

t he economics, because no matter what you call it i f you 

t ake 800 million from the wage ear ners you put that to 

t he use of retiring publk debt . You are Just taki ng 

t ax money , using it to retire public debt . At the same 

time you set up a fictitious debt obli gati on of a new 

kind to the eame taxpayers t hat won't coce due unt i l God 

knows when. There's the economics and bookkeeping-­

separate. 

HU,Jr: Say it again. 

HM,Jr: I say it ' s easy enough to set up books for 

what you want and you can show a straighter budget pi cture 

t han you have right now, but when you get through, you 

have a olean bookkeeping arrangement ; you won't necessarily 

have olean economics , because no matter how much you 

call Social Security receipts tax receipts , the fact remaine 

they are Just like tax collections and if you don't currently 

spend them you are taking out of the public money t hat i e 

not g oing back to the public . 

HU,Jr: And the answer to t hat is if this picture I 

am beglnninc to see is correct, then out of these tax 

receipts we are getting enough and we should not try to -­

if you said t o me, tlorgenthau , 1f you could write the ticket 

how much would you l i ke to receive over and above expendi­

tures, if you ran the Government on a receipt s and expen­

tures basla , and after you balance the budget and spend 

and receive so much out andthose two things balanced, how 

much over and above do you want your receipts , I would say 

1 billion. I f I could take i n 1 billion more than I evend 

I would be the happi est man in the Government as far as 

ID1 positi on goes . 
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Ur. Haas: That's a very difficult thing. 

HW Jr: I never have understood i t . I will be per­

fectly fionest . You know, I never admit a thing as under­

standing it until I do. If we are taking 800 or 900 

millions in taxes from the t axpayers , which we are ae I 

get it, we ar e taking that money and we a re using it , as 

long as we are in the red we are using it for spending 

purposes. 

Kr. Haas: That 's right . 

HU 1Jr: And faking it by using ~ oert t f icates. 
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llr. Haas: Instead of going to the market to borrow 

your money tor t he deficit , you a.re borrowing it from these 

workingmen. 

HW,Jr: Now, if we are t aking 800 or 900 milli on from 

the factories a nd the workingmen, but before doing that we 

can strike a balance , I would eay that ' s enough tor next 

year. 

Ur, Haas: You have a perfect picture. 

Ur. Gaston: We are doing t hat thi s year. 

Mr. Selt~er: I would like t o see Social Security 

funds take care of our debt retirement . Then you are 

O.K. , because you can balance your budget and you can 

collect t hese taxes without t hese harmf ul economic f ac­

tors that we are all scared of. 

m1 Jr: Let ' e try to do one. Let' s try, George 

if you iook at anything else today I will be angry. Get 

Larry and anybody else . Don't answer telephone calls. 

t!r . Haas : I am out. 

HM Jr : Go t o your home , or go eons place. 

fi rst piace , set this thing up on what would be 

to a bookkeeper, a good auditor. 

Wr. Haas: Not a Government beekeeper. 

In the 
a delight 

Hli ,Jr: No. 
eit in? 

Do you need an auditor from outside to 

l.!r. Haas: No. We know enough about it. 
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KY Jr: Set this thing up. Set this year' s books 

up on w~t would be Price-Waterhouse's way i f they were 

given the Job of setting up the Government books. How 

would they set thee up. Now, if after setting them up 

and I find how IVe are financing this Government , we are 

financing it out or Soci al Security receipts and repay-

menta from RFC. The way I would 11ke to do would be 
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to have enough taxes to pay for all the running expenses 

of the Government, and then every dollar we take 1n from 

revolving funds , Social Securit y, should go tor debt re­

tir ement . 

Mr. Selt~er: You run into the law then. 

Hli,Jr: Let me give that picture to the President 

and I know I can sell 1t . I will go over 1t again. 

Let me raise enough taxes to pay every dollar of Govern­

me nt expenditures, t hen every dollar that comes in troo 

revolvi ng fund plus Social Security should go into debt 

retirecent . That has nothing to do with gold ater111~a­

tion. That ' s an entirely di fferent proposition, because 

t hen you get into t he total debt which has nothing to do 

wlth 1t. Arter that, i f from revolving fund and Social 

Security I oan write down 1 billion debt and at the same 

t ime I have to borrow another 1 billion for gold eteril­

i~ation, well we will treat that t he very ,very last thing. 

l!r . Seltzer: In this bookke"eping system tte are not 

going to say boo about your gold sterilization. 

I:IH ,Jr: I have done a lot oft alking. Gaston has 

been very goOd. Now you talk. 

Ur. Gaston: I think in the economic situat ion , 

probably that ' s all we could expeot to do i s Just that 

have a laymen' a balance or the budget and then debt re­

tirement would be confined solely to the Social Security 

trust funds and old- age retirement fund plus your recovery 

from the agencies . You would then have a true balance 

without any or t his sinking fund nonsense in expenditures, 

which ia somewhat different from t he propoeition that we 

ori ginally laid out. 

!.lr. Haas: This 1s a real balance. 

HI! ,Jr: You know what I would oall t hia' A buaineu 

man ' s balance . A business man ' s balance sheet. That ' • 
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what I would oall i t , Listen, if I have a business 

and I have got a $15 ,000 mortagega and the fellow pays 
ot t $1,000 a year, do I take that $1,000 a year and add 

it t o my revenue? No. I write down my capital by that, 

don 't I? 

tlr . Haas: Yee. 

HM Jr: I r educe my capital by $1,000. If I went 

t o a b~ and showed him that with my receipts -- t h e 
fellow paid back the mortgag e -- that I used reduction 
of mortgage tor expenses , they would t hink I was crazy, 

What I want i e not a layman's balance , because the Pres­

i den t baa put that in disrepute ; what I want i s a busi­
ness man's balance sheet . 

Ur. Seltzer:Income account. 

HU,Jr: No, balance sheet. 

Ur. Seltzer: Income and outgo is what you are talk­
i ng about . I ncome account. 

HM ,Jr: Are either ot you fellows certifi ed public 

accountants? 

lli-. Haas: No. 

HU,Jr: Have you got one baok there ? 

!Ir, Haas: I don't know if any of the boys out t here -

we have some good accountants. 

Hr. Gaston: There i s Just t his thi~ to be sal d about 

that , thlit under the theory of th1a Social Security t hing 

in taking in t hese taxes on Social Security we are under­
taking the obligat i on ot making payment and t he theory of 

set ting up reserve accounts ae you make i nvestments each 
year ie a l1abil1 ty that you are not taki ng into account , 

so I think a good many bookkeepers would say 1f you have 
only these Social security tunds to invest in debt r etire­

ment that you are short of a true balance in your books 

to the a mount of the investment in tha t old age account, 
which would be some 600 millions of real liability that 

you are not taki ng into account . 

HW ,Jr: We l l, listen. I can't go any further today. 

Have you fellows got what I wantT 
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Ur. Seltur: Thls 1a not tor your epeechf Do we 
put this into your speech or a memorandum that you will 
shew to the White House? 

Mr . Haas: Here ' s a question I would like to ask. 
The second part of your speech, de you want to go on 
from there t o shew the people -- in other words, you have 
indi cated you wanted a balanced budget. Do you want the 

second part of your speech to s how how t his is goi ng to 
be done? It eo , you could use t his. 

HU.Jr: 
done . This 
we will then 

I want to show hew this can 
i s t he research work which, 
popularize it and put it in 

and should be 
it lt looks good, 
the speech. 

From now on I would like to shew in the speech -- I 
would 11ke t o lay down t he policy ot what we should do on 

Government recei pts and expenditures tor next year -- what 
I, Henry llorgenthau, t hink. I n order to de it I have to 

understand i t myself and I don ' t yet, because you have two 
t hing s in t here whloh completely distort the picture, one 

is Socia l Security and one is revolving funds. 

!Jr. Haas: 
to get this set 
in a memorandum 
will try t o put 

Then I would say the next thing to do is 
up, a s you call it, from a research point, 
explaining it and then it you like it we 
it in the speech. 

ffi! ,Jr: That ' s right . I don't want to crowd you, 
but by t his time tomorrow try to have somethi ng tor me. 

Mr. Seltzer: You don't want all these ot her f i gures? 

HM Jr: No. The question i s , we have laid down the 

principle of what it should be balanced ; new let's talk 
about how we are going to do i t . 

l.!r . Haas : What ia. a balanced budge t and that ' e what 

you are working on now. 

Mr. Gaston: I think t hi s t ask you ere setting is not 
very hard and maybe i t should be harder. From the picture 

ot recei pts and outgo we are having a balanced budget this 

year. 

ffi_I,Jr: I was willing to go before this group thinking 

what I was t alki ng about was impossi ble. Let ' s take it a 
lit t le trcm this standpoint. I am eaving 10 to 12 tor you 

tomorrow. 
coo- cOo 
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Address of the Secretary of t h e Treasury, to be ( ""'- ._ c. 
Delivered before the Academy of Political Science, t;;;,1._·-z;t-

nt the Hotel Astor , New York City, Wednesday Evening , --·~-) 
Uovember 10, 1937 . ·1 

I am glad to a ccept the invitation of the Academy of 

Political Science to diseuse before ite member s assembled 

here tonight t~e subject ot Federal spending and ite rela-

... -=..-:· 
tion to the balancing or the Federal budget. 

!Unoteen years ago tomorrow, 1ve signed the Armistice 

endln~ the World ~ar. That war was unbelievably costly in 

humnn values , and 1t wns enormouslY costly 1n material 

vnluee . In the two yee.ra between t he Lliddle of 1917 and the 

~itidle of 1919, the Federal Governcent spent t hirty- one 

billion dollars and sustained a net deficit or twenty- two 

billion dollars. 

During t he past four years, t h1o country has been en-

gaged in another rmr. This time our enemy was a great 

eoono~ic disaster. I n this wnr we bocbed no cities; we 
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machine-gunned no trenches; we k illed no human beings. 

In this war, we tought with Jobs and with dollars to save 

ta~crs troc losing their terms; to save home owners troc 

losing their homes; to give not only bread but work to the 

unemployed; to increase the security of jobs, property 

values , and business protits; to bring order out ot chaos 

in our economic system. 

'!'his war, lil:e that other war, required a many-sided 

campaign under intelligent and courageous leadership -- a 

leadership that was superbly supplied by President Roosevelt. 

Finally, this war, like that other war, required a 

large spending progr am. This program, plus the special 

needs arising out ot the great drought and the prepayment 

of the soldiers • bonus , necessitated outlayP during the 
• 

four years ended June 30, 1937, ot some fourteen billion 

dolla rs in excess of our receipts . 
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We deliberately ueed an unbalanced Federal budget 

during the past tour yeare to meet a great emergency. 

That policy has succeeded. The emergency that we raced 

in 1933 no longer exists. 

I am fully aware that many of our problems remain un-

solved. I am aware that there still remains a considerable 

volume or unemployment; that t he speculative markets have 

recently been under severe pressure; and that oertain of our 

business indexes have recently shown a declining tendency. 

I am further aware that some persons contend that another 

great spending program is desirable to ward off the risk of 

a seri ous business depression. 

I ola1m no prophetic insight into the future . But , 

after giving serious and prolonged consideration to all 

these and other faotore, I have reached the firm conviction 

that the domestic problems ~11oh face us today are essen-

tially different from those which faced us tour years ago; 

168 

Regraded Unclassified



- 4 -

and that their solution, though requiring other techniques 

as well , will beat be furthered in the present juncture by 

a bnlanoed Federal budget. 

Early in 1933, after three years of progressive de-

terior ation, our whole economic mechanism was demoralized. 

At that tioe t here was no agency outside of the Federal 

Government Yl1 t h the r esources nnd t he courage to bring about 

n revi val. 

Today t he situation 18 greatly changed. VIe are novt in 

the eleventh month of one of t he most active years in the 

business h istory of this country. On the whole, t his high 

level of activity has been of a healthy character -- not or 

the char e.cter thnt usually mar ks an unhealthy boom and pre-

cedes n serious depression. The present situation is not. 

ohnracterized by the existence of huge inventories, high 

interest rate, , over- extended credit positions, or great 

16:1 
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sur pluses of housing accommodations, capital equipment, 

et cetera. We ha'<e not reached the stage of full employ-

ment . On the contrary , from all these standpoints, condi-

tions a re favorable for a continued increase in the level 

of busi ness activity. 

Thls sit uation stands 1n sharp contrast to the bank-

i ng collapse, the bread linea , the bankruptcies, and the 

general demoralization of 1933· It also stands in contrast 

to the unhealthy excesses of 1929 . 

The basic need t odAy i s to foster the application of 

the driving force of private capital to t he pres ent favor-

able circumstances . "Je nant to see capital go into t he 

productive channels of private industry. we want busi ness 

profits to grow. We believe t hat a lar ge part of t he re-

1.1a ining unem!)loyment wi ll disappear when p rivate capital 

funds a re actively employed in productive enterprise. One 

of the cost 1m.9ortan t ways of do 1ng 

Federal budget. 

,.r rc....:. ~ 
t h 1B 1s <1to balance 

1\ 
the 
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In t h is connection, I should like to point out that 

the underlying technical conditions thnt made deficit spend-

ing the ~seat kind of economic polioy during the depression 

no longer exist. Thus, when re borrowed during the depressi on 

to finance our detio1t spending, a large part of the funds 

WP.s obtained through an expansion of bnnk credit . To this 

extent , our spending did not absorb capital tunds available 

tor ~rivate industr y , nor d1d it absorb t~~~ayers 1 funds 

available for privRte consumpt ion expenditures. Even to the 

extent that our bonds and notes were purchased by non- banki ng 

investors, the effect was largely to make use or capi tal 

funds t hat ~ould otherwise have remained idle. 

The sit uation today i s gr eatly changed. Our indus t rial 

recovery has creat ed large new demands for private ca~ital . 

Our oomoeroial banks are now utilizing their credit re­

nources again for t he financ i ng ot private industry. Dur­

ing the f irs t nine months of t he pr esent cal endar year, 
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the weekly reporting member banks of the Feder~ Reserve 

System reduced their holdings of Government securities by 

fourteen hundred forty-five millions 1n order to meet ao­
/ 

tunl and prospective demands for commercial credit. The 

obligations that they sold, plus an amount equal to the 

agcuritiee ne~ly carketed by t he Treeeury, were purchased 
0.. .. • 

by investors . Any deficit spending that takes plac~ under 

those conditions rnust be financed in l a r ge part by capital 

fundo that vrould otherwi se bo available for business pur-

poses . The sizeable national pr oblems that remain should 

be attecked, i n my opinion , strictly within the limite of 

the balanced budget . 

. . . . . . . 
There 1s a further consideration of great importance 

t hat I should l i ke to emphnoize. That is, that the basic 

17t. 

phi losophy of our deficit spending dthe past few years re-

quires that a program of subst antial debt retireoent be 

undertaken shortly. 
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We wlsh to preserve the financial poner of the Federal 

Government to aid in restoring economic order in the future , 

1f the need again arises. To preserve this power, we must 

11~uidate during prosperity the debts incurred during pe-

riode of depressi on. 

Despite the substantial increase in the public debt 

during th~ past tour years, the credit of the Federal 

Government has remained absolutely unimpai red. Not once 

during even the darkest days of the depress i on did the 

Treasury experience the sllghtest difficulty in borrowing 

all the funds that ~ere required. The rates of interest 

on our borrowings , moreover, have be~n loner, tor comparable 

s ecurities, than at any other time in the history of the 

country. 

However, this unimpeachable credit position o!' the 

Federal Government has been maintained because of the oon-

viction of investors that the Federal budget was only 
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temporarily out or balance; that Wi t h business r ecovery 

substantially achieved, t he President, the Congr ess, and 

the American people generally oould be trust ed t o Jo i n i n 

n whol e- hearted and euooeesful determinati on to balance the 

budget and to reduce the public debt, 

That t i a e has no~ arrived. 

'To keep faith with t he i nvestors i n Government bonds; 

to mainta in the integrity or t he credit and currency of the 

United States; to avoid dr a ining capital funds from private 

industry; and to keep open un i opaired t he future possibility 

ot the use of deficit spending by t he Federal Government as 

o s t abi l izing factor i n industrial breakdowns , 1t is essen­

t ial that we now fix our courae to bring about a full bal-

nno1ng or the Federal budget for t he fiscal year beginning 

next July 1. 
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now ar 

with the investors in 

to cainta in of the of the 

United States; to al funds from private 

industry; and 

Government a s 

a stabilizing 1n industrial it i s essen-

tial ~~ow flx our course to bring 

~~of t he Federa l budget for the fiscal year 

/ 

bal-

next July 1 . 

Let me turn finally to the i llll:ledlate practical pros-

nects of budUet balancing , beginning t h1s very next f i ooal 

year . I want to be completely frank with you : The dlft i -

culties will be almost insurmountable. 
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"Balance t he budget• is a kind ot slogan t hnt many 

peopl e voice without a real understa.nding of what it in­

volves. Budgets don ' t get balanced merely by a gener al 

desire to balance them. Specifio expendi t ures oust be cut, 

\mich involves ~ainful curtai lment ot ot herwise desirable 

activities ; or revenues must be lnoreaoed, which usuall y 

.<eans a reduction i n private expenditures . There is no 

painless lll.9.gic \TRY to balance the budget . 

First of all , to eliminate this year ' s net deficit 

of seven hundred millions and to provide s ix hundred mil-

lions for debt ret1reoent , ~e auet so~ehor. bring about a net 

!Dprovement ot t hirteen hundred mill i on dollars next yenr 

over t his year ' s budgetary position. Thnt means , unless 

receipts should increase, we would hnve to l i mit our total 

n~t expenditures to six billion dollare as ooopared wit h 

oeven point three billions t his year. 
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Now see how diff i oult it will be to do this, despite 

all the good will and determination in the wo r ld: 

The ordi nar y oper ating expenses of t he Federal 

Go vernment , including national defense and i nter est on the 

public debt , are runni ng about the same as in 1932 ; and I 

~o not believe that significant savings can be looke~for .... ... 
here. Indeed, because of added rea~onaibil1t1es , t hese ex-

oenditures might even be e>:peoted to increase . 

If we assume , however, that they will run no higher 

next year than this year , and i f ~e add orovision for sooial 

s ecurity and for a ctual appropriations already voted and 

avai lnole for neT.t year's public wor~s . we reach a subtotal 

of about f ive billion dollar s . This would ~ean that to 

~eep w1t h 1n t he limit of s1x bi lli ons of total net expendi-

turea, we would have to out our aggregate ~utlays for un-

emoloyment relief, t he C.C.C . camps, and the agricultural 
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adjustmen~ program t o a total of one billion dol lars , or 

about half the amount allowed for t hese 9urposes during 

the current year -- unless, of course, receipts inorea~e 

or other expenditures are curtailed. 

I have already indicated how difficul t it would be t o 

curtail other types of expenditures. Let me now poi nt out 

thAt , on the contrary, certai n other t ypes of expenditures, 

a t least, are l i kely to i ncrease . 

Let ue look f irst a t the effects of the statutory pro-

vie1ons which govern Federal gr ants to t he States for public 

highftays. Last December the Secr etary of Agriculture under 

these statutes apportioned two hundred sixteen million dol­

lars of Federal money t o the Ste.t es for highway projects 

tor the current fiscal year; and he is scheduled to make 
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n further apportionment of a like amount t his coming December 
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t or the fiscal year 1939. Against these apportionment s , 

Congress has thus tar actually appropri at ed only twenty-

tour millions. The States, meanwhile , are making their 

plans and commitments tor highWaY proJects under these appor-

tionment e. As the Secretary ot Agriculture appr oves these 

proJects , more than tour hundred million dollars ot addi­

tional appropriations, though not all ot it in 1939 , will be 

necessary to meet the program already provided tor by exist-

ing statutes. 

Finally, a s you are all aware , discussion is now taking 

pl ace in Congressional committees with respect to an en-

l arged progr am or soil conserva tion and agricultural adJust-

ment. The figures that I have cited woul d appear to indi­

cate very defi ni t ely t hat t he Federal Government cannot 

el gnltioantly increase its ald t o agriculture within the 

limite or a balanced budget unless tax revenues are increased 

t o meet any new requirements. 
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I have oi ted these ver y real dittioulties in t he pat h 

ot budget balancing because I want no one to be under any 

illusions . The budget Will not be balanced without very real 

sacrif ices and the very vigorous cooperation of all sections 

of the public. 

On the other hand, I do not want to leave you under 

the i mpression t hat the picture is a hopeless one. We have 

already made considerable progress t hi s year toward t his 

second phase of our fiscal pr ogram a balanced budget and 

adequate debt reduct ion; and with the wholehearted coopera­

t i on of the public the present fiscal year shoul d prove to 

be t he year of transition between unbalanced and balanced 

Federal budgets. 

The business recovery of t he past year has enabled us 

to ~e reductions that Will t otal some three-quarters of a 

billion dollars in our outlays tor unemployment relief t hi s 

year below t hose of t he previous year. I f anot her substa ntial 

lBO 
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reduction oan be made next year, wit~ the prospect of a 

continuing tapering ott in the future , t he largest single 

source of our paet deficits will have been reduced to 

manageable proportions . 

Similarly, if no substantial additions are made to the 

alreadY- available appropriations of seven hundred millions 

tor public works of all kinds tor the f iscal year 1939, and 

if suitable alterations in our highway program can be made 

at an early date , these sources of fiscal deficit s will be 

eliminated. 

Further, in hie Summation of the 19}8 Budget, the 

President announced that no further new commit ments would 

be made by the Reoonstruct i on Finance Corporation or the 

Publi c Works Administration, thereby eliminating other 

sources or our past deficits. 

. . . . . . . . . . . . 
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These are some reasons tor encouragement on the spend-

ing oide ot our budget picture. On t he receipts aide, I 

can report to you a rar great er degree of i mprovement than 

many people have believed possible. 

The plain fact of the matter i s that the Federal revenue 

structure i s stronger today than ever before in the history 

ot our country. 

When this Admi ni stration came into office, t he total 

receipts of t he Treasury had fallen t o just over t wo billion 

dollars a year. In each year since that t i me, t hey have 

shown car~ed increases -- t he resul t both of improvements 

in our t ax structure and or t he revival in business . For 

the present fiscal year , the revised estimates of receipts 

total s iY. bil l i on s1x hundred and fifty mill i ons . 

In the tax r evisions t hat Congress is scheduled to make 

during the next regular s essi on , t he prima ry aim will not be 
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to increase the t otal amount ot revenue to be collected. 

It is my hope t hat , on the basie ot the large amount ot in-

formati on which the Treasury has assembled for the use ot 

the Congress , adjustments in existing t axes wi ll be made 

1n the interest of greater equity and of reducing any 

demonstrated hindrance~ ~a-1e1if'ante business transactions. 

Unless appropriation s are voted in excess ot anticipated 

receipts , the revenue yielding power of the present t ax struc­

ture will be great enough both to supply current requirements 

and to permit adequate provision for debt retirement . 

In closing, let ce remind you that it was the strong 

support or the Acerican public that cade it possible tor us 

to bring t hi s country out ot t he depression. We shall need 

this same vigorous support to provide for a prompt and tull 

balancing or the Federal budget . 

' 
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Jow see how 41ffioalt it will be to do this. deepite 

all the good w111 and dstera1nat1on in the world: 

!he ord1Dal7 operating e:xpensu of ihe rederal. 

GoYernaent. inoludlng national detenee and interest on the 

pub11o debt. are rwming about the aaae as in 1932; and I 

do not belieYe that eignit1oant a&Y1ngs oan be looked tor 

here. Indeed• beoauee of added reepona1bilit1es. th81e 

e:xpend1turea 111gbt eYen be expected to increase. 

I t we asSUM. howeTer. that the:r wUl rv.n no higher 

next :rear than thie :rear. and 1f we add proY1e1on for aoo1al 

aeourit;r and tor aotual appropr1at1ons alread;r Yoted and 

aYa11able tor next :rear' s pub11o works. we reaoh a subtotal 

of about t1Ye b11lion dollars. 

It. now. we assUIIe that relief expenditures and the 

c.c.o. OUIPS o011b1lled oan be out to twelYe hulldred 111lliona. 

our expenditures would total s1x po1nt two billions. exolu­

sin of the asrioaJ. tarcl. a4Jubaat propoaa. AD4 if this 
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progra. were 11a1ted to the preeent year•• oatlar of four 

hUDdred aennty-fhe a1111oiUI, our agrepte eJEpeD41tur.e 

would reaoh Juet UDder e1x po1nt •••en b1111one. 

In other wordl, 1n the abeenoe of an 1noreaee 1n re­

oe1pte, and 1f no other expen41t=u were •de, we Would 

Juet about balanoe our budget, exol ulin of any prortlion 

for debt ret1reaent. 

low, let .. point out that I han ignored eoae expen-

41 turee that are al1101t certain to be •de. 

... 185 

Let ue look f1ret at the effeote ot the etatuto1'7 pro­

Y111one Which gonrn ll'ederal grante t o the Statee t or public 

h1gb•are. Lut Deoeaber the secretary ot .Agrioul ture UDder 

theee etatutee apportioned two hundred e1xteen a1ll1on dol­

lar• ot ll'ederal aoney to the Statu tor h1gbwar proJect. 

tor the current t1eoal year; and he 11 eohe~ed to .ake a 

further apporUonMnt ot a 11ke aiiOIUlt th11 ooalag J)eoeaber 
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October 27, 1937 
10:15 8111 

PRESENT: 

Ur. 
l!r. 
l.lr. 
Yr . 

Haas 
Gaston 
Seltzer 
Bartelt ( r or part or the meet1 ng) 

HAl,Jr: 
r .. .,, .. 

(Reading attached draft.) 

That thing about war material , that's new. I think 
that's a good illustration. 

Kr. Gaston: Yes. Yes. 

Mr. Seltzer; Yes. Their surpluses are always ex­
aggerated in post war years. 

Hr. Haas: And gives the base ror outting taxes when 
they should have left them up. 

HM,Jr: That's new to me, that point. 

Mr. Seltzer: There is some more on t he t ypewriter 
on the Social Security aepeot or it. 

HU,Jr: Yes, but do you want to talk it to ~e7 

Ur. Seltzer: Yes. 
Ur. Gaston wrote. 

I suggest that you look at what 

HU,Jr: I d i d. I have it right here. 

Mr . SeltzAr: That thing is something like this. We 
had real taxee lor the old-age part or the Soc~al f!eour1ty 
t hing. They come into the General Fund and are taxee 
like any other taxes, but the expenditures that we make 
will not, ror the most part, be oaeh eXPenditures ror a 
great many years to oome , so that rar every year we get 
a large amount or caeh ror which we make only a bookkeep­
ing appropriation, so we have a lot or money available 
for debt retirement. It's the only t hing we can uee 
that money for. Now, when we include that Soci al Security 
account with it s real ca~h receipts and it's non-caeb ex­
penditures in the regula.fudget we dietort the budget 
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picture. It ought t o be t r eated separately. 

Hll ,Jr: Bell want a to see you a o he can give you 
eome figures. 

(~. Seltzer leaves the r oom.) 

HU,Jr: While we a re waiting, I talked to Jake Viner 
about t his and I aa.id what we were thinking of doing and 

187 

it was eo important I would l ike othe r people than Viner 
and Rieffler to look at i t and whom did he suggest . The 
first suggestion he made was Dean Himmelblau. He said 
he ' s dean of Northwest ern and a oertif1ed public acoountan~ 

!.!r. Haas: Aoooonting l.s his field. 

H1l Jr: And J ake said, What you want to know is how 
this wiii react on the business man. He's an accountant. 

11r . Haas: He was quite hel pful t he last time he was 
down. 

HM ,Jr: I asked what about Hague , of Columbi a. 

llr. Haas : He would not know this. He would know 
something about it, but that is not where he is outstanding. 

HU,Jr : I read his thing in the Yale Review on bal­
ancing t he budget and it was t his old hackneyed stuff, 
But I think Himmelbl au , besides everything else, he has 
a private practice, 250 small bueineaeee that he advisee 
on aocoonting and taxes. But the only person J ake could 
t hink ot was Himmelblau. 

Mr. Haas: You might have somebody who is Just a 
business man in whom you have confi dence. 

HU,Jr: The best business man in town and the moat 
euocesetul, according to Bell, is Biggers. He's head of 
Libby, Owens and t hey have a 25 million cash reserve. 
Dan thinks he' a topnotch. Everything that Dan aa,ya !a 
that Btg.·era i e the tops and is very keen to meet me. 

Mr. Haas: And then I have another thing. Herber t 
ia a better Judge than I . Some ot these good press men, 
it you could trust one of them, to get t he reaction be­
cause they will be writing it up. 
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HM,Jr: I wouldn't bother so much on that. 

l!r , Ga"ton: No. 

HM,Jr: No; you can' t trust them. 

Ur, Gaston : There are sooe people you could trust, 
but you would be spr eading it a little too wide. 

HU,Jr; But you oould bring in tello~s like Biggers 
and show it to him. 

Mr. Haas: I would do t hat. 

llr. Gaston: A newspaperman who i s going t o cover 
the story disl i kes to be taken in confidence i n advance; 
interferes with his dispasdonate review or t he speech. 

HU,Jr: Just let me clear 
one thing I haven't got clear. 
Gaston's figures. 

up one t hing in my mind, 
We started using Herbert 

Mr. Gaston: I took in only Social Security funds. 
I did not take in any other t rust tunds. 

Mr. Haas: Do you want to see a table on this thing? 

(llr. Seltzer returned. ) 

HM.Jr: This afternoon we are going to have Gaston, 
Haas and Oli phant . We are going t o have a previ ew on 
what !lag111 prepared. He' a goi ng to read it to you this 
afternoon. I wanted you to be a little pat1tnt. 

Mr. Gaston : That will satisfy a great personal curi­
osity. 

Rk,Jr: I consider it one ot t he most important docu­
ments i f the President will put his O.X. to it. 

Seltzer, oooe around and explain this t able. 

Mr. Seltzer: Here ' s your operati ng budget reoei pte 
and expenditures. 

Hll ,Jr: That's tor t his year? 

Regraded Unclassified



-4-

Mr. SeltEer: 19~7-1939. These are operating re­
cei pt s , incoming taxes, miscellaneous, etc., down to 
1936-1937. In other words , th1a is the year we are in 
now. 

HU Jr: This is t he way it ie est up now? 

llr. Haas : No. That period, the one you are looking 
at , i s but that i s supposed to be s r epresentation or a 
businessman's budget . 

HM, J r: Al l right . 
come and profit taxes. 

-...... .: 
Ur. Seltzer: There 

tions and daily Treasury 

Thi s i s operating receipts, in­
What i s that ~igure? 

is a d1tterencs between collec­
statements. 

Hll , Jr: Need I bother wi th thatt 

Mr. Seltzer: No. 

Mr. Seltzer: Total int ernal revenue. 

HM ,Jr: You are bri nging t hi s figure down, plus 
customs plus miscellaneous get that much? 

Mr. Seltzer: That's right . 
operating expenses. 

Those are your t otal 

HM ,Jr: I t hought ~e would oay 6 billi on 650. Oh! 
You have t aken our Social Security. 

Mr . Seltzer: Sure . 
R. F. C. etuft too. 

We Mve also taken our that 

189 

HM.Jr: Operati ng e~penses , legislative, nati onal 
defense, veterans , unemployment relief, total operating 
expenditures , 7 billi ons; def icit , 2 billion 8. Thle 
is Just what I was going to do. You are one ahead ot 
me. That 's 692, which checks with--- it shouldn' t check. 

Mr. Seltzer: That checks. 
that • . . . 

All you have other than 

Hll , Jr: Why shoul d t hi s check it -- have you got 
.social Securi t y i n hereT 
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Mr. Selt~er: No. When you come down • ••• 

Ur. Haas: On the exoenditures aide t hey check be­
cause most of those would-be attributed to operating. 

HU,Jr: We received that much in 1 37 and we are pay­
i ng out that much in ' 38. Why do you put it minus? 

Mr. Seltzer: It's a negative expenditure. 
ceived that much more than we paid out. 

Hli , Jr: 11hy won ' t it be plus? 

lfe re-

Mr. Selt~er: It's a negative expenditure. If you 
want to say receipt, it would be under receipt. 

Hll{;Jr: That 1 a such a funny one under expend1 ture. 
How muo have we spent , net? 

Hr. Seltzer: In this year we spent , net, a negative 
250 million. We got in 250 more than we pa.id out, but 
in this current year we are payi ng out 850 million net. 

HM,Jr: I will come back in a minute . It eeema t o 
me like a double negative . Would t he sentence change 
your figures i f I changed words? 

lir. Selher: tlo use i n •••• 

HU,Jr: Expenses for recoverable asset s, net recovery. 

Yr. Selt~er: You see, in s ome years t here are going 
t o be net receipts. In other years t hey will be net ex­
pend! t ures. 

Hll,Jr: Would ne t i nvestments - - would you min:!. that? 

Ur. Selt~er: I prefer t hat. 

ID! ,Jr: All right. Net inves t ments for recoverable 
a s sets. I mean t he net acount we paid in- We not only 
put it in but we took back 250 million. Well, for my pur­
poses, I ru:1 going to make that plus. And this year I am 
going to put t hat minus. 

Jir, Seltzer: 0 . K, 
are d01J18 . 

As long as you know what you 
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HK,Jr: Our net investment, 
this year. 

' 191 

We gained 250 million 

Yr. Seltzer: We reduce our investment by 250 t~e 
year. We increase it by 108. 

HM.Jr: Old age benefit program? 

llr. Seltzer: Here, let me give it to rou the way I 
would like to set it up. I put at the top , total receipts 
minus admi nistrative expenses. Then I would say minus ap­
propriation t.or old age reserve account, balance should be 
zero, so that thing is a self- cancelling proposition. 

HU,Jr: But it isn't. 

Mr. Seltzer: Wel l, it i sn ' t because we had not gotten 
the figures t or administrative exoenses. 

HH, J r: All right . Now on this aide. 

Mr. Seltzer: That's another year. 

HU,Jr: And you get a total last year of 2 billion 8 . 
This year 896. 

Wr. Seltzer: I crossed this out because you had 
sinking fund including defi cit and I did not want to in­
clude i t i n there. 

Hli , Jr: What ' s what I have been gropir.g for. Now 
when the Pres ident said over the ' phone , the other day, 
that he wanted three budgets, he di d not mean that, but 
he's been gropi ng Just f or this . The thing that fri ghtens 
me about this - - I want to t alk quietly -- I don ' t want 
this thing to look so good that the drive for economy will stop. 

Mr. Seltfer: It does not look very good, not from 
what Bell tel a me. 

Hr. Haas: For 1939. 

HU,Jr: Well what I was going to say ia I want the 
three years . L93S- 1937 , 1937-1938, &nd now I want 1938-1939. 
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Ur . Seltzer: There you run into this. He has 
had two hearings . He doesn ' t know the total figures. 
He gave me hie rough guesses to go on this sheet. They 
total up, i ncluding 600 million tod e bt retirement, to 
7 billion 375; without debt retirement, 6 bi lli on 775. 
Now, he says , I oan take some money out or that . Now, 
he said, that these are very rough figures . I just 
dashed them orr on my outr and I have t hem down the 
line tor these items. 

HK J r : Yea . But have you got in that -- have 
you pi~ed out Sooial Security? 

Ur . Seltzer: No. 
here . 

No. This is just on this baeie 

HM, J r: Well, now, supposing Social Security doesn' t 
enter into that 

Ur. Haas: Yea , it does. 

lw. Seltzer: Sooi al Security enters into it. 

HM 1Jr: But suppose you put in net expenditures tor 
Social Security, l i ke here? 

Ur. Selt!er: I t you took out your tax receipts 
also you woUl n1 t be ahead. 

HM,Jr: You wouldn't? 

Mr. Seltzer : No. 

HM, J r . Oh, you wouldn ' t? 

Ur. Seltzer~ ,No' 

Jru,Jr: Well, those t1guree,I did not have t hem yes­
terday. You see , when I had my t1gures you said I wae 
away ott. 

llr. Selt;er: Well, I am not eo sure about tbeee 
tigures, nor is Danny. He says, For example, up he r e 
I oUght to be nble to knock ott 50 millions, and here , 
I ought to be able to knock ot t 60 mill ions. 
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IUI.,Jr: Let me do this aga.in, ae of yesterday. Have 
you got your sheet, expenditures tor next year? 

Under that fir s t thing there: esti mate tor 1938 , we 
get a figure of 3 b1ll1on 263 tor that first bracket . 

Hr. Selt;er: Now , tor that he gives me a figure ot 3 billion ;no. 
HU,Jr: Well, you see, the Pres i dent says 3 billion. 

All right , 3 bi llion 310. 

_Ur. Seltzer: Then, for the next group, 705 mil l i ons, 
Public Works . Then, tor Unemployment Rel1ef,lbillion 330. 

I had better keep to his fi gures, 

llr . Seltzer: Yes . They are gross f i gures. You can 
out t hem. Then he did not t otal Agricultural Adjust ment, 
Social Security, m1 scellaneoue , but the t otal amounts to 
1 b illion 580. 

HU,Jr: (Aeke~ t he operator to t el l Bartelt to oome 
down right away. ) 

Mr. Seltzer: These three items here are 1 billion 580. 

HM,Jr: No uee my totaling. HO'I!' much does he allow 
tor agriculture? 

Mr. Seltzer: 600 million. This i a what happens. 
Hie r egular expenditures run up to 6 billion 925. Then 
he fi gures he will recover 150 millions from loans. That 
will bring it down to 6 billion 775. Then if you add 
600 mill ion tor debt retirement you get 7 billion 375. 

HM,Jr: Well, we will use his figures, 6 billion 775. 
Here's where 'we keep going around i n circles. I t we just 
bodi ly 11ft all Sooial Security out on both ai des , it 
doesn't make any difference? 

Mr. Haas: No; except your debt retirement. 

llr. Seltzer: It doesn't on your bookkeepi ng. But 
it you decided that all t he debt you wanted to retire was 
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l b1ll1on and if you oould r etire that out of Sooial 
Security, you take out 600 million for debt retirement. 

KY.Jr: If you take it out on both sides , doesn't 
it reduce this fi gure? I mean , how can you retire that 
figure of l billion debt retirement! 

Ur. Seltzer: For this reason •• •• • 

{Ur. Bartelt aDrived. ) 

HM,Jr: Bar tel t, I have been sitting around 3 days 
waiting for t he figures on a griculture . It shouldn't 
be so difficult to get one department. · · ·- . - ' 

Ur. Bartelt' You know what's i nvolved. 

HU,Jr: I t s eeme incredible. I Just s it and wait and 
wait. 

I will Mr. Bartelt. I will bri ng them right down. 
show you whit a j ob it is. {Bartelt lett. ) 

Mr. Seltzer: These figures total 6 billion 775. They 
i ncl ude non- cash expenditures . 

Khi,Jr: Suoh a s ? 

Ur. Seltzer: Such ae for t he old- age reserve a ccount . 

HM,J r : But, as I sa y, let' s l eave t hat out bodily. 
We put it down at t he bottom. 

Mr. Haas: I think I can expl a in it , tlr . Secretary. 

HM ,Jr: I mean , if you are going to spend your receipts 
i t goes round and round. 

Hr. Selt zer: What you wi ll spend for Social Security 
you will spend mai nly t or retiring the publ ic debt. 

HM Jr: Uay I correct you t here? Now1 you are not 
doing t~t. Somebody is tooling somebody along the line. 
I f usir~ round figures • ..• {Bartelt returned. ) Just s it , 
{Bartel t) and wa it until I get through with t his thing. 
I t we take in l i billions from the Sta tes and Social Security, 
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I am approximately right, am I not? 

Mr. Seltzer: Right. 

Hll.Jr: And we uee about 260 milli on ror expeneee. 
Juet let me eay that my !iguree are right ror a minute. 
Talking about next year. Then we talte that b1111on • 
and issue ~ certif icates or 2~ certi ficates and put 
t hat into t he Trea sury , and then we tur n ar~und and 
spend tbat money - - use t hat money - - spend it !or other 
Departments. 

Mr. Seltzer: No. Ir your budget is otherw1Be bal­
anced, use that to retire debt . 

HU,Jr: But it it isn't balanced? 

Hr. Seltzer: To the extent i t isn't balanced. 

Hll ,Jr: Let's make it, if Dann¥'s figures are right, 
6 billion 775. Let's Just eay , using t ha t fi gure, 6 
billion 775, regular e~end1tures, and receipts were ex­
actly equal . But in t hat,on t he recei pt side, come 
Social Security. 

Mr. Seltzer: Right. 

ffi! ,Jr: Now , t he t wo t hings Just don 1 t m1x. I! 
expendi t ures !or Social Security and receipts ! or Social 
Security and still the budget only balances, you can't 
balance the budget and also retire 1 bill ion publi c debt. 
You can only retire 1 billion public debt i! you spend it. 

llr. Haas: There is a catch t here. 

HM.Jr: Wait a minute. The fact that these fellows 
are saying because we have a billion dollars ' worth or 
Soci a l Securi t y money and issue 3~ certificates that means 
we don't need to borrow an additional billion, that 1 e one 
thing. That' e what we are doing this year. 

Hr. Seltzer: In part . 

HM.Jr: Yea , in part . We don't increase our public 
debt by the exact amount we have eurplue in Social Sec­
urity. What I am t ryi~ to get at , 1! next year our 
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budget ~s balanced out of receipts exclusive of that, then 
we would have 1 billion dollars and t hen we could reduce 
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our public debt by every dollar over a nd above that we have 
froo Social Security. But we can 't do that . But what I 
can't get through my head is that t he way the picture stands, 
unless you leave t he whole Social Security out, we won't have 
any extra ooney next year. 

Ur. Seltzer: That's where I differ. 

Ur. Gas ton: We are t al<. 1ng in, in all these Social 
Security f unds , 1 billion 182 . That ' s both unemployment 
and t rust funds and the taxes . 1 billion 182. Of that 
"e are sp ending 182 millions f or Social Security expendi­
tures . That leaves a clean bi llion. Now then, we have 
an operati ng deficit of 695 millions, so that 695 mill ions 
or that billi on we are spending for operati ng expenses. 
We will expect to have left, if the budget summation proves 
out , we should expect to have, June 30th, 306 mill ions 
which will be used either {a) to r etire t hat amount of 
debt or {b ) to increase t he General Fund i n t hat amount. 

Hll,Jr: That makes sense . 

Ur. Haas : That's right . 

Ur. Seltzer: Take your figures , 6 billion 775. Sup­
pose our total receipts were written down to 6 billion 775. 
You will balanoe your r eceipts and expenditures, but since 
your expend! tures will indude 1 b1111on or non-cash expen­
ditures you will have a billion t o retire debt. 

HM .Jr: This next year? 
it again. 

J ust on your figure s ? Say 

Ur. Seltzer: Suppose t hat our expendi t ures are no lees 
than Danny flguree , 6 billion 775. Suppose our receipts 
are also 6 bill ion 775 . We will be in balance, but acme 
of the expenditures included in the 6 billion 775 are non­
cash expenditur es . 

~.Jr: Such aeT 

Yr. Seltzer: Such as special certificates tha t you 
give to your old-age reserve account. We will have all 
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that cash,represent1ng these non-caeh expenditures, ot 
a billion or so to reduce the debt. 
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Ur. Haas: Here ' s the catch! that over a year you 
have this list of expend! tures that goes up to 6 b1ll1on 
775, but the way you spend the billion ot the Social Sec­
urity is to keep the cash in your till and issue some 
certificates. Now, you have your till cash built up 
or you can reduce it down to normal balance and use that 
balance to buy debt in the market. 

Hll.Jr: Wh1oh all goee back -- the only way I can 
understand this thing is let' s take this year and set up 
this thing this year -- never mind next year -- removing 
all expenditures and receipts of Soo1al Security and put 
t hem down in section 2 . It would be very easy to take 
Herbert Gaston ' s figures and put them down at the bottom. 
Before we did t hat we would have a cash deficit of ••• • 

l.!r . Gaston: A cash surplus of 300 million this year. 

Mr. Haas: Yes, you would have to show that and under 
t hat would come rscs1pts from Social Security , old-age 
a nd unemployment, 1 billion 1. 

HM,Jr: How much of that 1 billion 1 do we actually 
spend for unemployment . How much do we spend of that? 
You don't show that. 

Mr. Gaston: If you are doing it on the old basis 
you have 1 billion 182 . 

Hll ,Jr: This 1s t he we:s t he budget today would look: 
at the bottom here would be surplus 300 million. Then 
you would draw a couple of lines, then say Social Security 
receipts 1 billion 182. Expendi t ures happens t o be 182 
millions, leavi ng 1 billion. Now what do we do w1 th that 
thing 1n the budget? 

Hr. Selzer: Used 695 million to finance the det1c1t, 
your operating deficit . 

HM,Jr: And t hen the billion we have, issue how many 
certificates against that? 

Mr. Haas: The full amount. 
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Now we will get right down to the gute of 
Bartelt ought to know eomething about thle. 

~. Bartelt: I do. 
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HM.Jr: l billion 182. We spend 182 millions, l eav­
ing roughly l b1ll1on. Then we 1aaue l bllllon i n cer­
tifica t es on thatl 

l:r, HAas; Yes, but we still have the cash. 

HM,Jr: But we issue l billion in oe rtiticates. Now 
do those billion in cert i ficates show up in the public 
debt ? 

Mr. Selt;er: Yes. 

Mr. Gaston: Yes . 

HI1,Jr: They do show up in the publi c debt? Well , 
that's point number 2. When they show up, what~s all 
th1 a t al k aboutt 

Mr. Gaston: We create a new special debt. 

Hlf . Jr: What' s the difference? 

Mr . Selt;er: It's quite a lot di fferent . 

HM,Jr: All right . Well, I still say we have a net 
t his year or a billion. Then the way tor a bookkeeper to 
show that is t hat with that billi on or surplus from Social 
Security we used ?00 million t o finance the Government and 
then we had 300 million left. 

Mr. Gaston : 
the groes debt; 
of t he debt . 

Yes. And we used that, not t o reduce 
we only used it to reduce t he character 

KU,Jr: All t hese writers haven't got that right. 

Mr. Bartelt: That 'e s hown up in the Treasury state­
men t on page 3, the new f orm. 

HM,Jr: Yes, but how many people read that? 

Mr. Bartelt: There is quite a bit of comment about it. 
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Ur. Selt~er: From a economio standpoint , this book­keeping presentation is not t he right one. 
HN.Jr: Now , t hen , second •• .. 
Ur. Selt~er : The only reason t hat shows up i n the publi c debt is because that ' s the way the law is written. 
HN.Jr: This is the first time I have done it . That ' s why I am eo slow a t i t , I have never done it . I still tnve to read it in print . The net positi on ot our public debt statement doesn ' t change a bit? We issue a oerti t i oate that is in our hands i nstead or i n the other fellow's hand? 
Hr. Selt zer: That's right. 
ID1 ,Jr: Now, looking at next year's , suppose we did t his on the same basis tor next year. 
l!r . Seltzer: You would not have any change in t he public dent . 

tu1 ,Jr: But supposing we pull this thing down , how much are we going to take i n next year t or Social Security !rom the States? l i bi lli ons? 
l!r, Haas: From both sources . 
HM ,Jr: All right . Then we have t hat down there below. Then say , roughly, our expenditures t or next year will be 250 milli ons. Again we would have a balance ot l bi llion, Q.E.D. It t he general cash expenditures ot the Government are balanced by receipts, t hen that billion could be used to reduce the public debt by t he net amount or l billion? 
Ur, Haas: In the hands or t he publi c. 
Mr. Gnst on : No. J us t change t he charact er. it trom one claasiticat1on to another. It you are on a bookkeeping deticit or 250 millions there •• • 

Transfer 
tlguring 

HU,Jr: But wouldn't we bel bi l l ion dollars better ortT We wouldn1 t spend it . 

Lr . Seltzer: You would 1n practice, but you wouldn' t on t he books . 
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HM,Jr: We wouldn' t spend i t . 

Mr. Baas: Let me e~lain i t . 

HM.Jr: But we wouldn't sp end it next year. 

Ur. Haas: 
Really we would 
books you would 
debt . 

I egree with you. Really we would not. 
be reducing the publi c debt, cut on the 
ehow no change on the books i n the public 
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HM, J r : To hell wi t h the books l I have i t s t rai ght . 
This yea r , keepi ng t his Government on a strictly cash 
basis and -taking ~Social Security into account, everything 
else , we will end the year,-~e figures are correct , 
300 millions to the good. Looking forward to next year, 
it we keep our tax receipts up to 6 billion 775, it we took 
in that 1:111ch money , using this set ot figures we then would 
bala.nce our books on a cash basis and would have 1 billion 
left over wh1oh we wouldn't us e . Now, what would we do 
with t hat billion dollars? 

Mr. Gaston: It doesn' t belong to us . 
Social Security funds . 

I t belongs to 

HM,Jr: All right . We are using 1t this year. 

Mr. Gaston: Yes, by increasi ng our debt, our theoret­
ical debt including Social Security obli gations. 

Hll , Jr: This year what wi ll we do with the 300 million 
t his year extra? 

Mr. Seltzer: This year you had your gold sterili za­
tion program. 

HM ,Jr: YeP , but just say we didn ' t have that . 

Ur. Seltzer: You reduce your outstanding debt by 
300 m1llion in the hands of t he public, but you don' t re­
duce your gross debt, but i t is increased because you have 
transferred 1 billion Social Security trust fHHM and re­
duced the other debt, the outstanding debt , by 300 milli ons 
so you have a net i norease i n t he gross debt of approxi­
mat ely 700 milli ons . 
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lill,Jr : Which gets back to the same t hing. 
Hr. Seltzer: There is a real distinction between your bookkeeping and what you are doing. 

l!r. Bartelt: I don't agree with that . I t hink you have a liability which is growing her e and i t 's just a question of whether you are going to put it on the books or siQPlY issue a publio debt obligation. Now, i f I may, I would like to revi ew t his aituati on juat a little bit. When the Civil Service Retirernent Act was enact ed, we deducted 2~ from the salariee of all employees and t he Secretary of the Treasury was directed to invest those moneys in Government obligations and the Secretary did that . He went into the market , bought Liberty bonds and other bonds and put t hem i n t hat Truat Fund. Later it waa decided, after some consideration in the Treasury, thAt the Treasury could save commissions and that it would be an easier financing operation if the Secretary of the Treasury should issue to t hat fund a speoial 4~ obligation. Now, thia old- age reserve fund is patterned along t hat identical line. Instead of going out in the market and investing these moneys in your r egular obligati ons , you find an easier way of doing that. You issue a speci al obligation to this fund and i n lieu of t hat you go i n the market i f you have t he available excess cash a nd retire debt i n a for~l manner. Now that i s about the situati on. 
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You could, you know, they blame a lot of things on bookkeeping , but you could , it is true , simply set it up as a bookkeeping propoeition on the books , but it would al~ays be, in my Opinion , a big danger to you. I think the best thing to do i s out it in t he public debt so people can see 1 t . 

HU,Jr: Nobody !a arguing • •. 

llr. Bartelt : What he wants to do ia put it on the booka and keep it out of the public debt. 
lill , Jr: You t ake this personally. 
Ur . Bartelt: Noo I don ' t , but I think you blame too many t hings on bookkeeping when t hey don't understand what's involved. 

Hll , Jr: I will tall you what i s wrong with this t hing. 
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You give me the. answer. Let me put th1e up to you, 
trom a bookkeeping standa.rd. Let's say that the 
next fiscal year that our cash expenditures were met, 
t o the dollar, by our receipts from taxes, customs. 
We took in as much cash as we spent. 

Mr. Bartelt: You i nclude Social Security taxes 
in that? 

Hll,Jr: No. And I do not include in that any net 
amount that we will get from PWA or R.F.C. What I am 
t alking about is taxes , customs receipts, what we take 
i n t hrough internal revenue. 

~. Bartelt: But exolusive of Social Security. 

HM,Jr: Exclusive of Social Security, exclusive ot 
PWA, exclusive of any rece i pts from revolving funds. Now, 
you have g ot my premises? 

Ur. Bartelt: I have. 

IUI ,Jr: Now, t he amount we spend is exactly equal 
to the amount we take i n trom internal revenue. We 
don't cr~nge our procedure ot issuing to these different 
f unds a special Treasury obligation. See? 

Ur . Bartelt : Yes. 

HU,Jr: We don't change t hat. In t he case ot 
St at es we issue a 2~ obligation and i n case of Social 
Securi t y taxes we issue a ~ and tor Gover~ent Retire­
ment it's 4~, and we show t hat up right in our public 
debt . What I am aski ng you -- oh, yes! and the expendi­
tures tor Social Security would not be shown in this 
either, what Social Security costs us next year. Now, 
how would you show this upl I mean, what would you doT 
The figures they give me, roughly, next year from old­
age and from the States we will take in about li billion 
an.d 1t will cost us about t billion. ~Y t~gures I think 
are approximately right. So from those two sources we 

•take in lt billi on from the States which wish to deposit 
the money with us and from Social Security and it cost• 
us 250 million to run 1t. We have l billion left . What 
are you going to do with that? 

Wr. Bartelt: That bi llion ordirArly would be used 
t o r etire obligations, debt in t he hands of the publio. 
That would relluce your public debt i n the hands of t he 
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public by 1 billion dollars . But f rom t he standpoint 
ot the deficit you would have th1s what m1ght be called 
an a ccruing liabili ty that Congress appropriates each 
year and that would go into the apeoial obligations. 
In other words, your debt in the hands ot the public 
would ooce down 1 b i llion dollars , but your debt in 
special obligations, representing th1e accruing l i a­
bi lity, would go up. 

HJ!iJr: So far we are together. 
t he pub 1c generally. 

Mr. Bartelt : Yea . 

In the hands of 

HU.Jr: In the hands of the Tr easury t or an equal 
amount that they i ssue . Now, but we have l billion not­
w1~tnnd1ng . that . The net result is have we got a bil­
l i on dollars' worth of debt retireruent1 

Mr. Bartelt: I understand the assumption was you 
used that billion excess cash and went out i n t he market 
and bought a billion dollars worth of your obligations 
and, therefore, you don't have your oash. It has been 
paid out in debt retirecent. 

Hll,Jr: All right , but let's say , i n round figures 
our debt is 3? billion, We go out and r etire debt 1n 
the hands of the public of 1 billi on dollars. We use 
ou.r cash tor that purpose , but on our books -- which 
would take us down to 36 billions - - we would have to 
use another billion, special certificates, so we are 
back to 37, where we were, but we spend a billion with 
the public t o retire the public debt . 

L!r . Bartelt: That's assuming, all alo~ the line, 
that your budget is balanced. 

HM,Jr: Yes. Now, llr. BookKeeper, having spent a 
billion dollars ' worth of Social Security money to go 
i nto t ho open market and buy t he debt, s hould I - - and 
this is t he crux of the question - - add another 600 m11-
lion taxes to retire another 600 m1ll1on? There's t he 
whole thing . On top of that, should I go out and tax 
the American public another 600 million on , say, gasoli ne 
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or liquor i n order to go out and retire another 600 
m.1lli one eo instead ot having 37 billion debt my fig­
ures would be 36 billion 400? 

Mr. Bartelt: You should it in your premise the 
sinking tund was not in your figure when you said your 
receipts and expenditures were balanced. 

H!J ,Jr: No·, it wasn't. 

Ur. Bartelt: It you want to get an orderly re­
tirement ot your debt including eink1ng tund, you must 
go out and get mor e money. 

HM,Jr: For the first time, I understand it and 
it's the wnole thing. 

Mr. Gaston: lle are all together. 

HM Jr: Let me give it fresh once more . At least 
it is ciear in my o~n brain. We are going to use more 
or leas approximate tiBUres to make t he ploture look 
pretty. IVhat I am saying to you 1e that removing all 
Social Security receipts and expenses to one side on 
our cash balance next year, the budget i s balanced. We 
t ake in as much as we spend. I got ,net, lett out ot 
li billions from the States one billion and it costs me 
250 millions to run it . I t ake t~At billion cash, go 
out and buy 1 billion ot Government bonds, spend the 
money and t hen , in turn, I set up -- they give me a bil­
l ion, they have to have a receipt, I g ive thee a receipt. 
So when t hat operation is finished, what have I done with 
that billion? I have spent every dollar ot it, not tor 
Government expense, the way I did t h i s year, but I have 
spent it to retire the publi c debt. When I have done 
that, have I done all I should or should I go out and 
spend another 600, the tax money? 

Mr. Seltzer: That's precisely the problem. 

HU ,Jr: It's clear with me tor the fi rst time. 

l.lr. Bartelt: Let's aeaume you have a billion in 
oash over and above your expenditures . You went into 
the market and bought a billion ot your obligations . 
Let's &s~ume, Just tor simplicity, that you at the sace 
time increase your special debt 400 million because ot 
thla Social Security. 
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1:114 , Jr: Start over again. 

Mr. Bartelt: Let's assume that you had 1 billion 
excess cash that you used to retire debt in the banda 
of the public. Let ' s say that that was offset to the 
extent of 400 million in special ae~uritiea in your own 
possession for this special reserve. Your debt has 
gone down 600 million. Is that right? 

1:114 ,Jr: lfhY? 

Mr. Bartelt: Your gross debt. Because you have 
reduced debt in the hands of the public And your old-age 
went up 400. Now, if your sinking tund is 600 milli on 
for that year, your budget is balanced and there is no 
need tor taxee. 

HU,Jr: I can't do that unless my receipts are 600 
million. 

Mr . Bartelt: I assumed in the illustrabion that you 
gave that your receipts were. 

HM,Jr: Six hundred more tmn my expenditures? 

Ur. Bartelt: Ohl I assumed t hat your budget was 
balanced except sinking tund. Well, then, my remark 
that I made before stands. 

Hll,Jr: I should have known a year ago. 

Ur. Gaston : I would like to say t his: that it will 
be a continued source of embarrassment to us if we oon­
tinue to absorb net repayments trom these revolving tunds 
tor current expenses, so i t would bs a desirabl e picture 
if you were ab~e to have your budget balanced without the 
net repayments to'D the slnkirg tund, and actually t o reduce 
your debt i n t he hands of the public to the amount ot any 
net recovery that you might have trom a1nk1ng fund, but I . 
would eay the whole questi on is one ot the position ot the 
national economy. In spite ot the tact that these expen­
dl tures appear in the budget, we are taking this year more 
than 1 billion trom the. We are tllking t his yee:r 306 
million more trom the public than we are paying out tor 
Government expenses and in order to get that we are taking 
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1 billion 182 in payroll taxes, whioh i s a serious de­
flationary t hing . 

HU,Jr: Now I will t ell you where you are wrong, 
always goirg to t he assumption of t he gold. Take t his 
yee r . If we did not have t he gold, what wou~d I do 
with that 3001 

f.!r. Seltzer: Retire debt. 

HM ,Jr: Sure. Does not that money go i nto t he hands 
of t he public? That' s t he answer to this whole argument . 

Mr. Gaston: You are t aking over a billion from the 
lower level of t axation. 

Hll , Jr: Now I have the answer. I will s tick to my 
billion figure. Let's just forget the 300 Million for 
this year. Let ' s stick to t he billion. Sure I have 
got -- if I did not reti r e the debt i n the hands of t he 
public -- supposi ng I di d not go out and supposing I kept 
that billion , then we would be one bil lion ahead, but t his 
t alk t hat I am taki ng it out of t he mout hs of t he worki ng 
man , what am I doing? The billion goes right back into 
the hands of the public because I ~~ paying cash for those 
bond s. 

~. Seltzer: Are t he people who get that money go­
i ng to use it? That's i mportant i n deterMining how muoh 
you want to retire i n any given year. 

HM,Jr: But the fog is dispelling at last . I am 
pounding mysel f until I get it. Supposing we went along 
five years this way, each year be just balanci~ the bud­
get j each year having 1 billi on dollara wo~th of this 
money l e f t, and each year we retire one billion of t he 
debt i n t he publ i c hands and set up another one. When 
do we begin to have to pay this out? 

llr. Seltzer: We would have an approximate debt of 
36 billions on that basis. 

Mr. Haas: I wouldn't do t hat i nde fi ni tely. 

Mr. Gast on: But the question is, ia it enough to 
go thi s far next year? I s n't it enough Just to say that 
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all Social Seouri t y tunas do go to retire debt i n the 
hands ot the publi c? I say it we retire any more , I 
would say it's because we do a little bit bet t er than 
we expect. 

Hl! ,Jr: Let me try out this thing. 1fe are living 
tor our fut ure. We could go on this way indefinitely. 
Let me think out loud, because we are taking Social 
Security money, taking debt out ot the public but build­
ing i t up in the Treasur y , and at tho end ot t he year 
this public has l billion less ot Treasury debt but we 
owe this to t he workingman, so we i ssue • • • 

llr . Seltfer: That ' s what you are supposed to do 
u.nder the Boo ai Security Act. 

Hll ,Jr: Yes, but some day-- suppose we went on • •• 

Hr. Selt£er: You are never supposed to pay ott 
that debt in he Social Securi ty tund. You are sup­
posed to earn i nterest and meet these benefit payments 
in the future . 

ftH ,Jr: Yes, but look! Using your figures, it 
at the end ot this year, exclusive ot gold, we are 
300 millions to the good, that means that we had a 
detici t ot 695 111i llion and we at·e into this billion 
to the extent ot 700 mi llion. In other words, we 
tall short ot a balanced budget this year by 700 million, 
not by 300 million but by 700. And we had to take 700 
million ot Social Seourlty money to spend. 

Mr. Haas : You borrowed lt. 

HM.Jr: We borrowed it tor spending purposes. Now, 
I would say t hat it next year we simply bal anced it on 
a cash basis , ws would not even be attempting to pay 
back 700 111illion that we borrowed. 

Hr . Gaston: That ' s r ight. 
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HU
1
Jr: Now, we are 700 million in the hole and it 

we were ?oo million to t he good, on the plus side , it 
we took i n 700 million more than we took i n the differ­
ence between this year and next year would be l billi on ~ 
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Now, the differenoe between last year and this year 
is 2 billion. We are 2 billion better ott this year 
than last year. We would go ahead next year -- 1 bil­
lion 3 better than this year. 1937-1938 is 2 billion 
better than 1936- 1937. It we had~ million debt, 
s t atutory stuff , we would be 1 billion better ott. 

Ur. Gaston: That ' s true. 
whether business can stand it. 

The wh ole question is 

H1!, Jr: It's so~thing muoh more important to me. 
I am afraid it we do this -- the other school of t hought., 

Mr. Haas: No. It's a qufstion -- you are borrowing 
money from two places , troc the market and the publio. 
You have two markets , the publi c market and Social Security 
recei pts. The question is, next year do you wa~t to 
bri ng it in balance so you are not i ncreasing your debtf 
You Just have a balance and no net retirements. Debts 
of two characters, Social Security and debt in the hands 
ot the publi c . I s that .enough t or next year? Next year 
you mi ght do better. 

HU,Jr: This whole argument boils down: should we 
have , what do you call it, debt retirement? 

Mr. Bartelt : Stat utory debt retirement , Sinking 
fund . 

Hl! , Jr: Sinking fund. Should we have that and how 
you set 1t up is really unimportant. 

Mr. Haas: I think it is some i mportant 
difficulty is with people understanding it. 
be much more underst anding if broken dotvn in 

because the 
I t would 

parts. 

HU Jr: Yes , broken down. We ge t it down on one 
piece o! paper and let Bartelt t~te a look at it. But 
on t he next line I wa nt 1938-1939 on this. • 

l!r. Selt~er: This is soc eth1ng I should like to 
menti on. On er t he Social Secur i ty Aot you are goi ng 
to have a debt of 47 billion. You have to meet the 
nresent law. You have to build up securities in that 
fund, which will amount to 47 billion. I don't think 
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that ' s such a terrible t hing. That ' s a piece of book­keeping. That c omes out of Ur. Bell's shop, tor this 
reason. When you get right down to the Social Seour1 ty Act , i n order that the future may not have the complet e bur den ot mo.ltirg t hese payments and the problem of paying interest on public debt , l et ' s retire the present public 
debt out of Soci al Security so in the future you will not have that debt to bother with. r or t he present, it seems to me , we are doing what we are supposed t o do. 

Hli, Jr : Do t hey draw on ue tor cash or do t hey Just t ake i nterest . 

Ur. Haas: According to esti mates it will run up to 47 bHUons. 

Mr . Bartelt : Mr. Secretary, I thought possi bly a 
little l ater on you might want to give considerati on to a chance of policy whereupon this would be t reated on a 
cash basis -- a pay-as- you- go basis. 

llr. Seltzer: It you kept your taxes you woul d be rolling in surPluses right now. Under t he present law you are going to build up a debt of 47 billions under the 
Social Security Act anyhow. 

ll.r . Haas: Can' t get around i t . 

Ur. Selt zer: Unless the law is changed, you have 
t o go into debt 4? bi l lions. That ' s a very special kind ot debt because it is a bookkeepi ng arrangement to provide tor retir ement ot t he existing debt and to provi de i nterest on t hat 47 billion t o maintain benefit 
payments. Younever pay ott t he principal. That being soo you fulfill all r equirements of the Social Security Act if you use that money t o retire public debt and you don ' t need to use any other money t han your recoverable& t o retire publ ic debt because 1 billion retirement of 
debt is as healthy as can take place i n any year. 

BM!Jr: Now you say we have to build this up to 
4? bill one? 

Ur. Seltter: I say as tar as reducing your total publi c deot , nat's out or t he question anyhow because 
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under the statute you have to build up 47 billions debt 
reserve tor old-age account besides what you build up 
tor t he unemployment trust fund and it is not contemplated 
that you will ever pay ott the principal ot t he old-age. 
You bu1ld t hat up eo the i nterest will take care of inter­
est payments and the whole i dea back ot the thing was to 
prevent tuture g enerations from having double burden of 
t he present publ io debt and t hose benefit payments . So 
if we use these old-age taxes to retire public debt, we 
are relieving the future ot that public debt . Now, the 
practical question becomes this: should we in addition 
to that also t ake the r egular sinking fund and reduce the 
public debt further? 

H}J,Jr: I can say this here, it is all my fault that 
I have never understood t his , but we have never gotten it 
dOI'In as s i mply as this. I c an understand this now. l!aybe 
I had to go t hr ough this rocky road to get this. But I 
understand it . 

1w. Haas: I think t he proposition comes down to 
t his, fir. ~ecretary. You have had a situation this 
year and do you want to r et i re, make such a rapid change 
tha t you would retire, in the next fiscal year -- you a re 
t alki ng about more than one billion ot debt from the marke\ 
no t for budgeta ry r easons, but tor its effect on capital 
mar kets, etc. From the budgetary point ot view, you 
a re taking care of the situation, as Larry pointed out . 
You mi ght add to that, t hat all these recoverable& that 
come in -- that you don't make a mistake and add t hat to 
t he billion eo it will be somewhat more than a billion. 

Hll ,Jr: Now you are comi ng along . I won't commit 
myself , but tOday if I could set t h is picture up so that 
every dollar of recoverables would go to debt retirement 
plus every net dollar ot Social Security tor debt retire­
ment and we raise enough taxes to pay t he cash expendi­
tures of the Government, I might be willi ng to decide on 
that . 

Ur . Seltzer: For next year. 

Hll ,Jr: Yes. How much would we get from recoverablest 

Mr. Seltzer: Only about 100 million. 
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HU!Jr: Wouldn ' t it be more than that? We are shut­t ing ot P\74. 

Hr. Bartelt: RFC i s down for 150 million, but it ' s doubtful if we get that . 

HU,Jr: Of course , George, I am not commit ting myeelt. 

Hr. Haas: I am not aslt1ng. 

IU! , Jr: Of course , George, trom the oapi t al market 
standpoint, the more money that we put into the hands of 
the bankers by paying them cash tor thei r Governments, 
the more money t hey have to !ind employment for . 

Hr. Haas: It's just a questi~ ;:.pid1 ty. 

Hll,Jr : What I would like you to do 1s continue that 
sheet there . Show it this afternoon to Eddie Bartelt, 
setting 1t up just the way you set up 1936-1937 and 1937-1938 
and 1938- 1939, Just the way you started, and show it to him 
and we will meet again tomorrow morning about 9: 30. 

!Jr. Seltzer: How about the speech part? 

HU ,Jr: Thie is what I have been waiting for froc 
Bartelt. Do I have to read allot this? (Two reports. ) 

~. Bartelt: That depends. I f you want a oo~plete 
pi cture ot the agricultural proposition you would have to 
read it all, I tried to s ive you a oomprehensi ve pioture. 
Ot course, you oan stop here if you wish, but you said 
you wanted t he total list . I have listed about 1 billion 
590 mill ion that will go into agriculture this year and I 
have indicated what major agencies and I have tri ed to give 
you a little detail and the total ••• . 

Hll , Jr: I did not realize it was a big a job as th1e. 
I had no idea l 

~. Bartelt: I t you will read this, you will see what 
I t ried to do for you. 

~.Jr : (Reading) Department or Agriculture, including 
$330 millione for good roads, 1 billion 116 million; Farm 
Credit , 114 m1ll1on; Commodity Credit , 100 million ; RFO, 
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3 million ; CCO, 49 milli on; Rural Electrification, 
33 million , WPA 1?5 million , total 1 bi llion 590 millinl 
This i s worth waiting for. 

Yr. Bartelt: I want to t ell you that that involved 
a lot of work. I was down here to midnight last n1ght, 
but I do think I have a good an~lyeia of the agriou~tural 
situation. 

HH.Jr: You had to work until midnight last night ? 

Hr. Bartelt: Until midni ght, i n order that you might 
have it t Oday. I t' s not a matter of figur es; it's a mat­
ter of anal lsis . I am now having the figures checked be­
cause I don t want to g1 ve you anythirg that i s not right. 

HH.Jr: (Continuing to reed) That ' s 2 billi on t or th1s 
year! 

Mr. Bartelt: That ' s 2 billion , but I go on to exPlain. 
It does not mean that they are going to spend all or the 2 
billion. 
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HM.Jr: You have done me a great job and I appreciate it . 

Now you ask me about my speech. I want Eddie to go 
s omewhere with you and do this now. Let ' s just rorgst 
everything else we have been talking about. When I boil 
it all down, PWA is under cont rol. RFC i s under control . 
Relief, under control. I can devote any amount ot time 
in t alking about the balance ot next year ' s budget, except 

, Agriculture. I want Eddie to sit down with you. There 
are two t hings -- because no mat ter what we do about the 
public dea; -- let' s say I go along and say we should not 
have any of t his s t atut ory debt reti r eoent and just take 
r eooverables. Then it is all t he more i mport a.nt that I 
should stress economy. Now, t he two things which t he pub­
lic has not got and wb1ch t his fellow (Bartelt ) has given 
oe : coODdtments ot PWA up to • •. . • 

Ur. Bartelt : 1942. Al l public works. 

Hl! . Jr: Al l public works to 1942. It shows t he th1 ng 
we a re facing, the commitments ther e, and t hen t his darn 
agricultural pi cture. And until we ge t t hose two things 
within control , any talk of a balanced budget on a cash 
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basis is out of the quest ion. 
hour? Have you (Bar telt ) got a n 

Ur. Bartelt: Xes. 

HU,Jr: And don't work tonight. I did not real i te 
what a Job it was. Xou look played out. 

Hr. Bartelt: That ' s perfectly all r i ght, 
tryi ng to do a good Job. I was Just 
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Hll,Jr: Where are we going to get the money to finish 
public works whioh run into 1942, and talk about it. What 
about agricultural expenditures, 1 bill~on 6, and show i t . 
There 's nobody in t he world knows what agriculture 1s costing 
us and I have a chance of talking it Just on the eve of 
Congress meeting. Here's llarvin Jones' f arm program, Juet 
c~~e over t he ticker. Will you fell ows do that? 

If I am going to do this other th i ng-- let 's say I am 
g oing to decide not to ask for any taxes to reti r e the debt . 

Mr . Haas : Don1 t make up your mind on that. 

Hli ,Jr : I a m not, Then I am talking about a balanced 
budget next yea r . All the more important to explain how 
difficult it is and what's been g oi ng to agriculture and 
public works and even though we have 695 m1llions to spend 
next year the co~~tments which run through 1941 and 1942 - ­
and how careful we have to be not to make any more comm1~­
r.-.ents until >IO hllve liquidated what we have and what this 
agricultural program is. The aericultural wri ters have 
done one of the cleverest J obs they have ever done . They 
take one- sixth of all the money and get away with it . 

llr. Bartelt : That ' s a staggering sum of money ! 

Hll ,Jr: That'o t he t hing. And you (Bartelt ) go home 
t his aft.ernoon. Xou look t i red. 

Mr. Bartelt: No, I don't want to do that . 

I:IJ.I , Jr: Xou are not goi ng to work t oni ght? 

Mr. Bartelt: That depends on what deve1ops today. 
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Hli,Jr: I want these boya to absorb thie thing. I 
had no idea what I wae asking you. I have been groping 
and groping to see what this agricultural pi cture 1e . And 
public works. How long did it take you to do this? 

Ur. Bartelt: That wae quite a j ob , but it was en­
ti rely different from t he agricultural. 

Hll,Jr: There ' s the whole business and I have not had 
a chance to study up carefully and if you could go in there 
I think those are the two things. Isn't that enough to 
bite on, public works plus agriculture, tuture commitments , 
1939? 

Mr. Seltzer: When do we finish the draft? 

H?.I,Jr: I had figured on seeing the President on thia 
on l!onday morning, but I may not. We will do the beat we 
can . 

~. Seltzer: One question about taxes. 
to be a gainst raising taxes? 

Do you want 

IDJ,Jr: In Magill ' s statement -- this is extra, extra 
confidential -- the tax schedule muat be between ? and ?t 
billions fer next yea r. We must raise between ? and ?t. 
Which all tit s into what we are doing here. 

Ur. Seltzer: We will cooe oUt with revenue estimates 
considerably under that. 

Hll ,Jr: I told Magill this morning what we are doing. 
It's much easier to out down. If Magill came out and 
said he only wanted 6 billion and I showed a picture a week 
later where we needed ?t •... 

Ur. Bartelt: I want to say t hese are figures baaed 
on estimat es of agriculture and t he Bureau of t he Budget 
has trinmed some. 

IDJ,Jr: But th.1a is t he whole picture. You have got 
enough to do. 

Mr. Haas: We can sit down with Eddie •• 

KM,Jr: If I oan1 t get it Monday , I can't . What 
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thie apeeoh is doing 18 eerving the purpoee or oryetal­
iz1ng what I had in 117 .head •• budget pol1o:y ot next 
:year and when I make up 1111 1111nd, with the aaaiatanoe 
ot you people , I want to try to sell it to the President. 
When I am through with thie ncy Job 11'1 th the budget 18 
tin1ahed because the polioy ot the budget is not m:y Job, 
but I do think it is m:y Job to la:y down limite. What 
you tallows are helping me to do il deoide what the 
budget policy should be next year, but how much Agricul­
ture , or War Departments get out or it, I don ' t care. 

oOo-oOo 
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