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With reference to Sir Ronald Lindsay's despate
No. 15 E of the 6th January, 1938, I have the honour to

‘:3-“. ‘M“‘lv enclose herewith copies of the President's budget message
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it 14!:0 the Congress, containing the estimates for the fiscal

Year ending June 30th, 1940,
2. The table velow sets out for purposes of
comparison the budget figures, under genersl headings,
for the ten fiscal years from 1931 onwards, the year in
which the present series of deficits began. (The
differences between these figures and those previously
glven, e.g. in the memorandum enclosed in Sir Ronald
Lindsay's despatch No, 670 E of the 19th July last, is
due to a change in the method of trestment of the
financing of semi-autonomous lending bodieg like the
Reconstruction Finsnce Corporation,)

Receipts Expenditures liet deficit

{excluding debt
retirement. )

(¢ million)
1931 5,190 s,s;u : 481
1932 £,006 4,5fs : 2,529
1933 2,080 s?}u 1,784
1934 5,116 6,011 2,895
1935 5,800 7,010 3,210
1956 4,116 8,666 4,550
1537 5,294 8,442 3,148
1938 6,242 7,626 1,384
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e y expenditures contemplated for the coming m w.

while somewhat below the record peace-time level expected
—3 in 1938-39 are still well above mny previous peace-time

year, including 1936, the year in which the main part of

Ce

the veterans' bonus was paid.

I 3, The theory on which this continued very high

l level of spending is defended is set out in the
President's anmual message on the state of the nation

43 / 3 (enclosed with my despatch No. 26 of the 10th Jamuary)

rather than in the budget message. This theory is that
the chief factor to be borne in mind is the total
capital investment, private as well as public, and not
the level of Govermment debt only; that the total of
orivate investment has decrcased since 1929 by ss
mach as the public debt has increased; that if private
capital does not go to work its place must be taken by
Governuent funds; that a blg reduction of Government
investment - or spending - at the present time would
bring about a new economic relapse; and that by
keeping total investment, whether publiec or private,
going, the national income will very shortly be raised
te a level, eighty billion dollars, at which revenues
will automatically increase sufficiently to balance
the budget without higher tax rates. (Coples of a
letter recently addressed by the Chairman of the Board
of Governors of the Federal Reserve System to Senstor

< ¢. W ‘r;"“'7 Byrd are attached hereto im which the theory is more

fully set out than in the President's messages to the
Congress/
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division between "ordinary" and “extraordinary"
expenditures, the "extraordinary" expenditures being
those which can, in theory, more readily be contracted
or expanded according to the rige and fall in private
investment, or in the nstional income., These “extra-
ordinary" expenditures sre in the main on publiec works,
in one form or ancther.

a, I do not think that it is necessary for me
1o discuss at length the economic dangers inherent in
the position. The situation is unchanged in essence
since the date of Bir Ronald lLindsay's despatch of

July 19th last. The policy is of course a gauble on a
fuller measure of economic recovery than has yet been
reached since 1929 and i1t is of interest to point out
that Govermment revenues have never yet, except in the
year 1980, reached to within 8% thousand million dollars
of the present level of expenditure. The policy has
naturally been severely criticised in the Conservative
press, largely on the lines that a balanced budget has
been made dependent on business recovery, while the
unbalanced budget is itself, by the uncertainty it
creates, a factor preventing business from recovering,

I do not find the argument in this form very convineing,
but it is certainly true that a high rate of Government
spending —~ or to adopt the phraseology of the budget
message, an increase of Government investment - is not
by itself calculated to lead to the requircd rise in
national income, unless other factors which have
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.mnabuto suppose that mammbo mmmlh

ancolplioh.d before very long - the poaltion'vould be by
no means free from danger. Uith the vast amount of
umigsed credit facilities now lying idle in this

country, if once the inflationary movement does begin to
take hold, it is likely to be very difficult to control
it without preciptttﬁing a new depression in which event
& new burst of apendgng would presumnably, according to
the theory, be eubarked upon, only starting from an
even higher initial level of expenditure. And in any
cage the difficulty of expanding or contracting the
"extracrdinary" expenses according to the rise or fall
in private investment or in the national income, is
bound in practice to be very great. Meny of these
public works, e,g. the flood contrel schames, plans to
deal with river pollution, road building, etc. would be
very aifficult to cut down at any time in the face of
local demand for their continuance, Moreover the lapse
of time necessarily involved in either setting up or
discontinming any large scale public works muet at the
best make the weapon an exceedingly clumsy one, owing

to the imposgibility of timing its employment. Avart
altogether from thecry the simplest summary of the
situation is that deficits are likely to continue for
the remaining period of lr, Roosevelt's term as

President, and that it is, Tor obvious ressons, impossible

to look farther shead than that,
6./
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differ considerably from the President's figures. It is

not yet clear how the division of groups will work out in

the present session of the Congress, but while it appears
likely that the Congress will adopt a more independent

attitude than in recent years, and while the influence

both of the Republican and of the right wing Democréts

has no doubt been inereesed, I should not anticipate

that this will lead to any large reduction in the
appropristions below the President's figures. There are

of course violent general attacks on the Administration's
spendthrift policy, and an effort is at present being

made to cut the relief deficiency appropriation for the

current year, but the proposed cut, even if carried

through, is of guite moderate dimensions, and = general

desire for economy is a very different thing from a
determinsftion to drastically reduce specific items of
expenditure which are peopular in themselves, Pressure

from the constituencies in fact seeus calculated to

prevent any really substantial cut in the big items of
expenditure proposed.

6. As a result of these deficits the gross |
Federal debt has risen from {16,185 millions on the 30th ;
June, 1930 to $39,500 millions at the date of writing,

The increase is however really less than the gross figures {
taken by theuselves would indicate. The budget nessage

lists $16,451 millions as dursble improvements and "l
recoverable loans and investments; but it is clear that f

the/



real wealth of the country, and hence lead indirectly
to incressed Govermment revemues. However some §5,500
millions of Government obligations are held by
Govermment agencies and trust funds, and there is a
balance of some $2,500 millions in the Treasury General
Fund, aes well as {2,000 millions in the Stabilisation
Pund., On the other hand Government guaranteed bonds
outetanding emount to some §5,000 millions. The

Govermment's profligate budgetary policy has not

injured its credit, as is shewn by the fact that United
States Government bonds are standing at an all time high
level, and the computed average rate of interest on the
total outstamding interest bearing debt is about 2.58%
againet 2.594 in June last, and 3,87 in 1930,

s I em not including in this despatch any
detailed comparison of individusl sub-~heads in the
budget for 1939-40 with the expenditure in previous years,
for the reason that the sppropriations, as stated sgbove,
rest with the Congress, snd individual figures may be
materiaelly altered in the course of Congressional
debate. But 1t will of course be noticed that the cost
of national defence, which never exceeded $700 millions
a year for 1931 to 1935 has since then risen as
follows:~-
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1938-39 (est.) 1,017
1939-40 (est.) 1,386
8, Pinally I enclose herewith a supplementary
request by the President for an appropriation of £875
millicns to enable the administration of relief
through the Works Progress Administration to be carried
on through the remainder of the current fiseal year.
This reguest is at present under disecussion in the
Congress, and the smount requested may be somewhat
reduced. From the broad budgetary point of view however
neither this request nor the possibility of its
reduction is of very great importance, since a supple-
mentary appropriation for this purpose was antieipated
when the estimate of the outturn of the 1938-39 budget
was prepared in June last., That estimaste was for a
deficit of a little under $4000 millions, and this
estimate still stands. The net deficit fer the 6 months
to the 31st December has been §1,650 millions,
10, Copies of this despaich and of the dnclosures
are being sent to the High Commissioner Tfor the
United Kingdom in Canada, the Prime Minister of
Australia, care of the Dominions Office, His Majesty's
Tpeasury and the Departument of Overseas Trade,
I have the honour to be,
with the highest respect,
By Lord,
Your Lordship's most cbedient,
humnble servant,

Q%D) vo 4'1. L. WET

H.l. Chargé a'Affaires,




