With reference to my despat
of July 27th, I have the honour to report that
Congreas adjourned on August Sth. Its last weeks
proved that mobedy could mecuse it of imitating
its predecessors as 2 "rubber stamp" Congress.

On the contrary, it ended the Session in open
revolt against the Administration. While the
Republican leaders wers able %o maintain complete
party discipline the Democratic leaders were never
able to count upon more than two~thirds of thelr
nominal supporters to vote for any Administration
measure, and as a result the Session has been a
grave disappointment to the President snd has

ended with but fow of his aime accomplished. Among
the bills enacted the most important have been

the Government Reorganization and the Defence
Frogramme, both of which passed comparatively early
in the Session. A record peace~time total of

$13 billion has been suthorised as appropriations
during the Session, but these were not all foy the
fiscal year 1940. Even so the President did not
get as much as he asked for relief, nor did he
succeed in pushing through the Works Finanelng B1ll
or the new Housing and Slum Clearance Bill, both
of which ere referred to below. The shelving of
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dninistered by the conservative coalition in Congress,
and shows that the New Deal can now no longer count
upon a majority for any first class measure. It is
not, however, quite clear yet whether the trend towards
a conservative policy will be as popular in the
constituencies as it has been in Congress. Oon the

whole the Senate, with the exception of its belaviour
over neutrality, has been more amenable to the President
than has the House, and Mr. Arthur Kroek, writing in

the "New York Times" considers that it is much too
early to proclaim that true economy now dominates the
congressional mind. He adds that 1t 1s untrue that

the President has lost his influence over a majority

of the Democrats at the Capitol, and it is not yet
demonstrated that the Democratic breach cannot be

healed for the purposes of the 1940 election. The
President hasg hitherto restrained himself from showing
resentment Iln public, and his comments at his press
econferences are said to have been calm and good=-tempered,
edmitting the right of Congress to deal with legislation
as it wishes.

2. A further conciliatory action on Mr.
Roosevelt's part has been his signature of the Hateh
Political Actlivity Act referred to in paragraph 4 of

my despatch ¥o.824 E. Many people antlcipated that
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Comvention in 1040. Mr. Roosevelt's behaviour, howsver,
was studiously correct. He signed the bill and at the
same time sent a message to Congress explaining what

he thought about it. He said that he had consistently
advocated the objectives of the bill. It had been
suggested that partisan political reasons had entered
largely into its passage, but with this he was not
concerned, because he hoped that if properly administered
the measure could be made an effective instrument of
good government. The Attorney Ceneral had advised him
that the Federal Government might properly requlre its
employeea to refrain from taking part in other endeavours
which might well consume time and attention required

by their dutles as public officlals: they could not,
however, be precluded from the right of free speech or
voting. On the other hand if such officials were
attacked in public or in the press they hed a right to
defend themselves against amy attack or misrepresentation,
provided that they did not make such a reply as part

of active participation in politieal campaigns. It

was obvious that the bill was intended to extend to
non-civil service Federal employees the provisions

of the existing civlil gervice regulations. Government
employees would, for instance, be allowed to attend
political meetings and to contribute to party campaign
funds. Hundreds of questions would be asked regarding

the actual admlnistration end enforcement of this bill,

and/



numerous than Federal employees. He suggested that
Congress ought at its next Session to study the
desirablility of extending the objectives of the present
bill to cover them. Senator Neecly promptly tabled a
bill to this effect on the following day, but of course
it was not discussed during the laet days of the
Sesaion.
3. The pripncipal financial measures which
Congress was obliged to attend to before rising were:
(1) The Works Finaneing Bill, intended to give effect
to the President's programme of loans for public works,
ete., (2) The increase from 800 million to $1,600 million
of the borrowing powera of the United States Housing
Administration for slum clearance and other purposes,
(3) The Third Deficlency Appropriation Bill, amd (4)
the Amendments to the Soclsl Security Act.
4. The scope of the Works Pinancing 3111 (see
paragraph 3 of my despatch No.824 E) had already been
cut, bythe time the Senate passed it on the 3lst July,
to about $1,600 million, little more than half of 1ts
original scope. There is, owing to the electorsl
syatem, a perpetual mejority for the less populous
agricultural States in the Semate, and it is only in
the House that the thickly populated industrial centres
are fairly represented. So the principal items affected
by/




-mmm. tumm m-mwmtcmun
on the Agenda. Two days later the same fate befell
the bill to increase the borrowing powers of the
United States Housing Administration. The President
has announced that he intends to press both these
bills at the next Session of Congress. Thus though
he has failed to carry measurss which might have
speeded up recovery and asssisted the Demoecrats in the
1940 elections, he 1s at least in a position, if
recovery should be tardy, to put the blame on his
opponents.

5. A heated skirmish oecurred over the Third
Deficliency Appropriation Bill. The House cut down
the total from $204,000,000 to $54,000,000, the
principal item omitted being $119,000,000 intended
to replace the losses of the Commodity Credit
Corporation. This action was sharply eriticised

by the Administration on the ground that it would
paralyse the Commodity Credit Corporation and lead to
e sharp fall ipn the prices of home produced agri-
cultural staples. The Senate, however, restored
this item, together with one or two others, raising
the total thus again to $185,000,000. To this the
House finally agreed on the last day of the Session.
6. The Amendments to the Secial Security Act
were referred to in paragraph 3 of my despatch NWo.
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for a higher proportionof the cost of old age assistance
to be borne by the Federal Government. In the end-ef-
Session rush the Senate finally gave way on this and the
amending bill was passed. Its provisions are shortly as
follows:~-
(1) o1 Insurance
The payroll tax for this purpose will
remain at 1% for the worker and 1% for the
employer during the three calendar years 1940,
1941, and 1942, instead of the 13% rates
provicusly laid down for those years.
The insurance benefits are considerably
liberalised and will start on the lst January
1940 instead of the lst January 1942. It is
stated that in the long run benefits on the
now scales will cost no more than these on
the old scales, but this view seems likely
to be optimistic.
The classes covered by the 0ld Age

Insurance scheme have been to some extent

extended and now ineclude seamen and certaln
indirect agricultural and domestle workers.
(2) Unemployment Insurance.

Only the rirst $3,000 per annum
received by an empléyee will be taxed under
the unemployment payroll tax. (This is

already/




their mnlomnt payroll taxes fo

1937, and 1938 will receive refunds

amounting to about $15 million.

(3) 0ld Age Assistance.

Provision is made that ip assessing

the assistance to be given to needy

perasons, account will be taken of their

other resources.

The limlt of the individual pemnsion

to which the Federal Government will

contribute on a dollar for dollar basls

is ralsed from $30 to $40 per month.
Te It is estimated £hat the freezing of the old
age insurance payroll tax at 1% for three years will save
employers and workers about $275,000,000 in 1940 and
about $825,000,000 in the three years. The probable
reduction of the unemployment insurance tax in certain
States may save employers up to $250,000,000 in 1940.
The limit of $3000 per annum on the wages to be taxed
for umnplmiut insurance purpcses will save employers
about $65,000,000 a year. The liberalising of old age '
insurance benefits and the advancement of the date of
their commencement to lat January 1640 will cost about
$1,200,000,000 more than the present law during the 5-year
period 1940-1944; but only about $42,000,000 is estimated
to fall into 1940. No estimate is at present available
of the cost of inereasing the limit of old age mssistance
to which the Federal Government contributes on a dollar
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will, however, appear in the form of budget
appropriations, though the failure to maintain the
originel statutory rise in the payroll taxes will

deprive the Treasury to a certain extent of the

opportunity of borrowing from the old age and unemploy-
ment reserve funds instead of from the market. But the
; liberalising of the system will build up liabilitles
for the future which will have to be met in one way
or another.
9. Of the bills which never reached the statute
‘ book the amended FNeutrality Bill was the moat important
and the severest blow to the President. Apart from
this and the "pump priming" measures referred to above,
Congress refused to take any action on proposed amend-
ments to the Wagner Labor Relations Act or to the Wages-
Hours Law. The House Labor Committee got itself into

a regular tangle over the latter measure, and a week
before the Session closed called Mr. John L. Lewis to
a hearing. His language appears to the casual reader
to have been the result of a sudden fit of temper, but
I am told that what he sald was quite delliberate. He
went out of his way to deliver a virulent personal

attack upon the Vice President. He complained that

the genesls of the campaign sgainst labour in the
House of Representatives was to be found within the
Demoeratic Perty; that it ran across to the Semate
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for the quivering, pulsating hm of am nl wu
he, Mr. Lewis was against him now and would be agains®
him in 1940 when he sought the Presidency of the United
States. This outburst has on the whole reacted egainst

Mr. Lewls, as the press in sanctimonious horror has held
up its hands at such dresdful sccusations. Perhaps the
real truth is that everybody knows what Mr. Garner's
habits are and everybody prefers nct to think of them

as associated with the Viee President of the United
States.

10. Both the House and the Senate passed bills

in the course of the Session to help the rallroads out
of their desperate financlal situvation, but no compromise
was reached between the two houses and by the end of the
Sesslon nothing had been done for the rallroads.

1l. Attempts to tack to variops other measures
paragraphs repealing the provisionsin the 1940 Relilef
Act which had brought sbout the strike of Works Progress
Administration workers failed of effect. At the end of the
Session the bill remained untouched and the situation
was as deseribed in paragraph 5 of my despatch No.824 B.
In New Yorir slone, 55,000 men are to be dropped off
relief rolls during the present month under the 18-month
provision.

12. The Senate spent some of itslast hours in a
controversy regarding a request of the La Follette Civil
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purpose. In all, Congress appropriated $845,000 fa
nine Congressional enquiries, some already active like
the Federal Monopoly Committee and the Dies and Ia
Follette Committees, and others newly instituted like
the Cole enquiry into the conservation of oil resources
and the Bland investigation of Alaska fisheries.

13. Senator Robert A. Taft of Ohio has announced
himself as a candidate for the Republican Presidential
Nomination in 1940, The snnouncement at such an early
date was apparently necessitated by some provision of
the State law and does not necessarily mean very much,
although it does mean that Governor Bricker of Ohio
intends to stand down in order to allow Senator Taft to
run as a favourite son. Senator Tydings of Maryland
hn%;nounccd himself as & candidate for the Democratic
Nomination. This means éwen less because Mr. Tydings
bas no chance whatever of obtaining support from

the libersal sectlion of the party.

14. I am sending coples of this despateh to the
High Commiseloner for the United Kingdom in Canada, the
Prime Minister of Australia care of the Dominlons Office,

and to partment of Overgeas Trade.

I have the honour to be,
with the highest respect,

My s
Your Lordship's most obedien
humble servant, B

(for the Ambassador)
(505) VeA.L.FANLSY.




