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April 21, 1975

WEEKLY ECONOMIC FACT SHEET

Employment and Unemployment

Weekly data point to a continued rise in the rate of insured unemploy-
ment since mid-March, when the regular unemployment survey was taken,

Production

Real gross national product declined at a 10,4 percent rate during the
first quarter. ’

Industrial production declined 1 percent in March for the fifth straight
monthly decrease. The March decline was considerably less than the monthly:
decreases of 2-1/2 to 3-1/2 percent that occurred in the four preceding months,

Prices

Wholesale prices of sensitive industrial commodities have been edging™ T~
up since late January after a steep and irregular decline that began about
1 year ago,
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-- The monetary aggregates continue to expand rapidly. Over the past 2 months
the narrowly-defined money supply has risen at an annual rate of about 13 percent.
-- Long and short-term interest rates rose considerably in the week ending

April 11,

International

-~ The dollar strengthened again last week, continuing the upward trend
evident since late February. The rise may have been related to anticipation
of higher U.S. and Eurodollar interest rates. '

Key Sectors of the Economy

-- The book value of manufacturing and trade inventories declined by $1.5
billion in February after having shown no change in January. Stocks held by
manufacturers rose slightly while trade stocks, especially those held by retail
motor vehicle dealers declined sharply.

-- Housing starts were about unchanged in March from a slightly upward
revised February level, Private starts for the quarter averaged almost

1 million at an annual rate,



WEEKLY ECONOMIC REVIEW

The Commerce Department preliminary estimates of the first

quarter gross national product did not contain any major surprises but

several significant developments have been confirmed. The rate of inflation

declined to an 8 percent annual rate -- sharply below the 14,4 percent
rate of the final quarter of 1974 and the aétua.l reduction m inflationary
pressures has been considerably more than indicate‘d by the fifst quarter
estimate.

Although production or real GNP declined at a 10.4 percent annual
rate final sales, after allowance for inventory changes, were steady
following the 11.7 percent rate of decline during the final quarter of last
year., With sales holding up and production down sharply a very large
amount of in;crentories was worked off. In real terms total business
inventories declined in the first quarter at a seasonally adjusted annual
rate of $11 billion compared with the large involuntary $1 0.9 billion rate
of accumulation during the fourth quarter of last year. Inventory invest-
ment, as a résult, declined by $21. 9 billion during the first quarter.

"Real consumer expenditures, after allowance for inflation, rose

slightly in the first quarter. If final demand continues to hold up we
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anticipate another large volume of inventory liquidation in the sccond

quarter -- a development which will greatly strengthen the prospects for

some significant stabilization in the economic decline during the second

quarter and a turnaround during the second half of the year. As the

inventory adjustment begins to slow production will be forced upward to

the level of final sales,

.Quartegly Changes in Real -Gross National Product,

Inventory Investment and Fiscal Demand

. (seasonally Adjusted Annual Rate)

e
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zGross National Product

Inventory Change

Final Demand

,:Bllllons Percent Billions Billions Percen

-°.1958 § change 1958 $ 1958 $ chang

1973: T | .. 832.8 9.5 7.3 825.5 10.4
II |- 837.4 2.2 7.8 829.6 2.0

III| | 840.8 1.6 8.0 832.7 1.5

IV | . 845.7 2.3 .~ 20.0 825.7 -3.3

1974: I 830.5 -7.0 * 10.6 819.9 -2.8
11 827.1 ~1.6 8.2 818.9 - .5

11I| - 823.1 ~1.9 5.0 - 818.1 - .4

IV 804.0 -9.0 10.9 793.1 -11.

782.3 ~10.4 ~11.0 793.3 .

1975: I




Industrial production declined by 1 percent in March, the smallest
monthly decline since last October. The March index would have declined
considerably more if not for the fact that automobile production increased
by approximately one-fourth after a spectacular decline of 46 percent from
October 1974 to February. Although the frend of 'output is still downward
soﬁe of the recent indicators suggest that the severest production and
employment cutbacks are behind us.

Auto assemblies rose from a seasonally adjusted annual rate of 4.6
million units in February to 5.6 million in March reflecting- the improve-
ment in sales associateti with the rebate program and the fact that dealers'
inventories of new cars have been greatly reduced in recent months., Sales
have declined some since the rebate program ended but they are still well
above both the production rate and our earlier expectations. In the first
16 days of April, for example, dealer sales of domestic-type cars were
at an annual rate of 6.4 million units, which was somewhat better than the
rate in the last 20 days éf March. With stocks in reasonably good shape
and with sales showing signs of stabilizing, prospects for at least a modest
second quarter pickup in auto output above.the March level seem reasonable,

Other improvements in production during March occurred in clothing,

and in mining, where coal production showed substantial increases.
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The pickup in clothing could represent the reversal of a protracted v

‘downturn which has been responsible for exceptionally large cutbacks in
textiles and in basic textile fibres, whi.ch are produced b? chemicalr
companies. Production of materials of all types fell by 1 f1/2 percent in
March, which is a large decline but is smaller than the monthly decreases
of 3-1/2 to 6 percent that were recorded from November through February.
The smaller production decline in materials reflects the fact that manufac-
turers have been successful in reducing inventories to a level more nearly
in line with the rate of sales,

So far there is no evidence that the decline in capital goods is abating,
~ The 2.3 percent decrease in husiness eanipment during March vae lar
than the February decline. Both the unfavorable trend of new orders for
equipment and the lead time of 6 to 9 months between orders and shipments
makes a quick turnaround in output in this sector unlikely,

The substantial decline in inventories in February is a favorable
development since it is a prerequisite for a turnaround in production.
Where finished stocks are at low levels, any pickup in final sales means
a pickup in production, This has already happened in automobiles and a

few other sectors seem to be on the verge of such a turnaround. Stocks



held by department stores and by furniture and appliance stores declined
in February and are down substantially from their levels of 3 months
earlier,

Housing starts during March were at an annual rate of 980 thousand --
approximately the same as during the previous two months, Starts of single
family dwellings are rising but starts of multi-fémily units are still
declining, Housing permits, although down slightly from the upward revised
level of February, have increased on average during the pa.;.:t two months.
The basic factors affecting the housing outlook have improved and even
though there is still little compelling evidence to indicate that the housing -~ ~
pickup which we expect is getting underway, we still expect to see more of
that evidence soon,

The various measures of the money supply continued to expand
rapidly last week -- continuing the trend that began about two months ago.
M, which includes demand deposits éurrency and bank time deposits has

risen at a 13 percent annual rate during the past two months. Both short
and long-term interest rates rose substantially last week, partly because
of the heavy volume of Treasury financing and its anticipated continuation

in the months ahead,
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ECONOMIC POLICY BOARD WEEKLY REPORT

Issues Considered by EPB During Week of April 14

1.

7.

Review of proposed bill to provide Federal regulation of
foreign banks.
Task Force established to report in 30 days.

Review of International Coffee Agreement Working Group
discussions.

Reviewed status of proposed EDA loan to Todd Shipyards.
Review of Farm Bill alternatives.

Review of Benefit Payment Programs using unemployment
levels as "triggers."

Report on the current status of the tanker industry
discussions.

Review of status of Seatrain Shipyards.

Task Force Status Reports

l‘

Food Deputies Group

@ House-Senate conferees approved the "Emergency" Farm
bill similar to the House version entailing increased
1976 budget outlays of approximately $1.8 billion.

® Congress expected to start work soon on an omnibus
farm bill covering everything from food stamps to grain
reserves. ’

® World grain production expected to exceed last year by
88 million tons including 60 million tons within the
United States.

@ Stock build up around the world expected to be approxi-
mately 25 million tons.

" Major Upcoming Agenda Items

1.

Railroad legislative initiatives.
Next steps in the Export Promotion Study.
Inflationary effects of the Davis-Bacon Act.

Preliminary review of Role of Government in the Economy
Study.

Preliminary review of Capital Formation and Productivity
Study.






DEPARTMENT OF LABOR PROPOSAL FOR EXTENDING
THE DURATION OF UNEMPLOYMENT INSURANCE BENEFITS

April 21, 1975

The essential elements of the Department of Labor's proposQl

are:

1.

Expansion and extension of benefit payment authority

(a) For previously covered workers (FSB)

@ Extension of highest 13 week increment of extended

benefits (weeks 52-65) from June 30,

December 31, 1975.

1975 through

® Extension of highest 13 week increment of extended
benefits and preceding 13 week increment (weeks

40-52) through December 31, 1976,

subject to trig-

gers (outlined below) after December 31, 1975.

(b) For previously uncovered workers (SUA)

® Authority for an additional 13 weeks of benefits
(weeks 27-39) through December 31, 1975.

@ Extension of current authority for first 26 week

"~ increment of benefits from December 31, 1975

1976 and extension of highest
13 week increment of benefits through December 31,
1976, with both subject to triggers after

through December 31,

December 31, 1975.

Trigger procedures to govern availability of extended

benefits

The levels of the insured unemployment rate (seasonaliy
adjusted) and corresponding maximum weeks of duration
of unemployment insurance benefits are:

Insured Unemployment
Rate

6% or higher
5.0% to 5.9%
4.0% to 4.9%

3.9% or less

Maximum weeks of benefits

FSB,
65
52
39
26

etc.

SUA

39

26

S
Juyner:

-



Applicability of triggers to States or labor market
areas '

Triggers would be applied on a labor market area basis
under the proposal, without the option of applying
triggers on a state basis.

Trigger criteria for availability of benefits

Under the proposal, both national and subnational unem-
ployment trigger levels would need to be satisfied for
availability of extended benefits.

Regular extended benefits (weeks 26-39 for previously
covered workers) would be available in 1976 if either
the national insured unemployment rates exceed 4.5
percent or the state rate exceeds four percent.

Estimated additional costs of the proposed benefits
extension are:

For calendar year 1975: $0.5 to $1.5 billion.

ror calendar year 19/6: state triggers--3$4.0 to $5.0 billion.
' Area triggers --$0.5 to $1.5 billion.






NDUSTR

SUMMARY OFoMAJOR CONTRACT EXPIRATIONS
January 1, 1975 -~ September 30, 1976

WORKERS  EXPIRATION

COMPANIES UNION COVERED DATE
FY 75 Expirations '
Railroad Class I Railroads Railway Clerks, 200,000 January 1
: 4 Shopcrafts and :
Yardmasters
Comment: Railroad negotiations are subject to procedures of the Railway Labor Act. Strike action is
not permitted until 30 days after th: National Mediation Board, at its discretion, releases
the case. The Railway Clerks are fr:e to strike at 12:01 a.m., April 18 unless a Presidential
- Emergency Board is appointed. :
Anthracite Coal ' Anthracite Coal Opera.ors o ‘Mine Workers : 2,300  March 30 .
| Comment s The strike, which began on April 1, s confinuing at this time. Major issues include wages
and pension improvements. .
Maritime Major Steemship Lompanies MMP, MEBA, NUM, SIU 37,200 June 15
Atlantic, Gulf and Pacific ARA, ROU, and others
Coasts ,
Comment:A Negotiations involving several of th: major unions and organizations are reportedly underway

at this time.
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~ ' ' o WORKERS  EXPIRATION .
INDUSTRY - COMPANIES ‘ ‘ UNION COVERED DATFE
: b ,
Shipbuilding - Newport News Shipb]ilding, Marine and Ship- 42,072 June - Aug,
. ) American Shipbulding, ' building Workers,

Bethlehem, Todd and cthers Iron Workers, Metal

Trades Councills
; and others

|
1

. Comment:: Aéreements involving several Gulf Coast yards of Todd and Levingston have been concluded last
month,

FY 76 Expirations |
. . | . .
Longshore - ‘ Pacific Maritime Association Longshoremen's and 12,200 July 1
: - ‘ : . Warehousemen's Union S
, (ILWU)
|
Comment: A tentative agreement reached on rebrtary 10 was subsequently rejected by the union membership
by a narrow margin (0 5 percent)., Negotiations have resumed and are continuing at this time,

Yostal Service U.S. Postal Serviﬁe Postal Unions 600,000 July 20

Comment: Postal negotiations are subject td‘the praocedures of the Postal Reorganization Act of 1970.

.Upon expiration of the contract, the Act provides for factfinding procedures leading to
binding aribtration if no settlement is reached.

, 1 ! .
‘Airlines ‘ : ' Major tfunk carriers : Transport Workers ) 78,000

Aug. = Nov.
and Machinists !
Comment. Aitline negotiations are subject Jo p:ocedures of the Railway Labor Act. Under the Act strike

action 18 not permitted until 30 days after the National Mediation Board, at its discretion,
releases the case,

L,




INDUSTRY

Trucking
Rubber
Eiectrical
Meatpacking
Automobile

Farm Implement

‘=

- COMPANIES

o

Over-the-road and local

- ecartage companies

: !
Goodyear, Firestone
Uniroyal

General Electric,
Westinghouse . ;
Wilson, Swift, Afmour,
Mayer, Rath, Morrel

General Motqrs,‘Ford,
Chrysler o
{

International Harvestor,

Caterpillar, Allis Chalmers

UNION

Teamsters

Rubber Workers

3

Electric Workers
Meatcutters

Auto Workers

!
i

Auto Workers

WORKERS ~ EXPIRATION
COVERED DATE
450,000  March 31
70,450  April 20
150,000 June 26 -
July 11
36,000 - Aug. 31
600,000 Sept. 14
70,000 . Sept. 30

Office of Labor~Management Relations Services

April 15, 1975
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: | STATUS REPORT ON THE BUDGET DEFICIT - 7 ) —
‘ (in billions) 1%} \/
Q

1977

. 1976 T

\Wry budget estimate......................... 51.9 9.8 30.6

Changés to date:

Congressional action or inaction.ceeeeeeceeee.. 5.8 0.9 1.0
Other changes......c.vu... tecctececsscscssscsese 2.3 -1.0 1.9
Current estlmate...‘..O........l...-............. 60.0 9.7 33‘5
Possible congressional increases: .
Failure to act on reduction proposals.......... 7.6 2.5 8.3
Appropriations bills: 1/ ,
Education............... ..... ........l....... 0.5 0.1 0.8
Labor_HEW .......... LI N A S PP © 0o ee 0000000000 e 0.5 0.1 0-3
Public Works ..... ...........".Q.... ........ LN ) 001 0‘1 0.1
All othe'r......... ..... Q........‘............. -0.1> -001 -0.2
Subtotal, APPropriationsS..ceeeeeecees.. eees 1.0 0.2 1.0
Authorizations bills: ) :
Extension of 1975 Tax Reduction Act....... ce. 4.1 2.2 12.9
Moratorium on OCS leasing........... ceceeccss 6.3 1.6 7.4
School lunch and child nutrition......... esee 1.0 0.2 1.1
Health insurance for unemployed...... secessws 1.6 0.2 0.4
Countercyclical assistance for State and
local gOVGrnmentS.-. ..... '.....o..o....oo.’... ’ l.4 0.4 lo4
PUbliC Service employment. e s e e ese S0 cevsossoeoe ekt 0'3 2.2
Public works employment........ cecesscacessss 0.5 0.2 1.8
Change in funding for naval _ ’ ‘
petroleum reserve....c.eo... ceenaces cececs.. 0.3 0.5 2.5
Education of the handicapped..... ceccscscccaa 0.4 0.3 1.0
Postal Service increases....... R R e 0.5 1.9
Military procurement reductionsS..ceeeceesceess ~1.3 -0.5 -1.0
Other ........ ..Q.............. ....... ‘.‘...‘. 3.1 1.3 4.9
Subtotal, authorizations bills........... .. 19.3 7.3  36.6
) Total, possible Congressional ihcreases.. 27.8 9.9 45.9
1975
Potential deficit......c.... cececcncnans 43-45 87.9 19.6 79.4

1/ Includes only bills on which some Congressional action has been
taken. Excludes DOD Military, Military construction, Foreign
aid, and District of Columbia. ‘

July 22, 1975
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POTENTIAL CONGRESSIONAL CHANGES
TO FIRST CONCURRENT RESOLUTION

‘(In billions of dollars)

Outlays Deficit

Congressional concurrent resolution (5/14/75)..... 367.0 68.8

Action completed Or UNAEIWAY..eeeessecnsenncanas 216.4
Balance of Administration request under review.. 153.4

1976 levels if action underway and balence

of Administration request is approved...eeeeees 369.8
Congressional concurrent resolution level......... =367.0 ’ 68.8
Amount- currently above concurrent resolution |
N 2.8 2.8
Currenthestimate................................;.,.......... 71.6

Changes under consideration by Senate in
authorizing bills:

' DE AN,
Military procurement (S. 920)...veeevnevnn ceceses =1.6/-1.0 - <€N
Public Service employment assistance (S. 1695).. 3.0/3.0 ~)
Postal Service subsidy (H.R. 8603)........ coenrae 1.7/1.7 &F
Countercyclical assistance for State and R v

local governments (S. 1359)c.cciveccccecencases 1.0/1.5 T
Public Works Employment Act (S. 1587/H.R. 52ﬁ7) 0.5/1.0
Energy programs (S. 677, S. 1883, S. 622, :
S. 598) ..t ctincnrniens cecececcscssssescsnssas 0.8/0.8
Medical researCh...ieeeeeeeesesnsscsencecesanees 0.7/0.7
Nurse training (5. 66)....ceeeeesscscncccseacaes 0.6/0.6
Veterans benefits (S. 969)......0c00000vvencesee. 0.6/0.6
Special education programs (S. 6, S. 462)....... 0.5/0.5
SSI/Black lung programs (H.R. 8)...eeeeeeveveees - 0.4/0.4
Other changes under consideration.....e.eeeec... 2.3/2.8

- Subtotal, changes under consideration by

Senate..'.........O...I..... ........... ® & & & 5 & ¢ 5 & » 6 e 0w 0 10.5/1206
Potentlal def1c1t under consideration in Senate.ceeceses cees 82.,1/84.2

Further action under consideration in the House:
Moratorium on Offshore 0Oilland lea51ng (H.R.
5588).‘ ....... 0..................ll.....l..‘.l'..,.'.-.....0 2.3

A

- Potential deficit under consideration by the
Congress (range as of 1/21/75) ceenneereinnesannnnsennneass 84.4/86.5

e July 22, 1975
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As Director of OMB, Jim Lynn recommends, and I concur, that
the OMB draft option paper and Mr. Rockefeller's proposal

should be staffed to the Departments of Agriculture, Commerce
and Treasury prior to review by the President.







EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUN 2 7 W75
MEMORANDUM FOR TOD HULL
FROM: JAMES 4K, .LYNN
SUBJECT: NATIONAL COMMUNITY DEVELOPMENT BANK
PROPOSAL

As requested in your memorandum of May 16, we have
suggested some changes to the HUD analysis, and revised
it in the form of a Presidential issue paper. We concur
in the HUD conclusion that there is no evidence to sup-
port the need for additional Federal support for new
community and other rural development projects. Our
position is based primarily on the fact that a coor-
dinated national growth policy is just now in the
evolution process, and a decision to implement the

bank proposal would be premature at this point.

I believe the Treasury Department, the Department of
Agrlculture, and the Department of Commerce should be

given the opportunity to review the proposal prior
to review by the President.

Attachment (/fFEF‘



National Community Development Bank Proposal

Suggested Revision to HUD Analysis

Background

You and Jim Lynn (as Secretary of HUD) met with David Rockefeller
last fall when he outlined a proposal for a National Community
Development Bank. Subsequently, representatives of HUD, OMB, and
the Domestic Council held several sessions with Rockefeller rep-
resentatives to discuss the proposal in more detail. The proposed
Bank is intended to provide loans to new community developers and
loans for other projects (primarily rural development projects
related to food and energy production) which would promote
constructive growth and development. The proposal presumes that
the Bank would be linked to the executive and legislative branches
of Government through a proposed Domestic Council Growth Unit and
a proposed joint Congressional Committee on Growth.

Description of the Bank Proposal

The Bank would have: ,/?0R5>\
* -

[
-~ Board of Governors with the Chairman appointed by the ®
President and 50 members appointed by the Governor of o

each State.

=
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-- $100 Million in equity provided by the Federal Treasury.
-- Authority to make 1l5-year loans to developers at 2 percent
above prime in amounts sufficient to cover total land

acquisition and development costs.

-- Authority to sell 15-year debentures to insurance companies
and pension funds at 1-1/2 percent above prime.

Alternatives

1. Approve the development of legislation to establish a
National Community Development Bank.

2. Disapprove the proposal for the Bank.

Arguments for the Bank Proposal - Alternative #1

David Rockefeller and other leaders of the banking and insurance
communities believe that the Bank is needed because:



The reality of the Nation's projected population growth
over the next 25 years suggests the need for a coordinated
set of tools to develop and implement a national growth
policy. The Bank would be a good mechanism for implement-
ing certain physical plans in a national growth policy.

There is a lack of adequate financing for land acquisition
and development which inhibits new community and other forms
of community development.

A quasi-public financing institution could £ill this
financing gap and could be a link between the public
(Federal, State, and local governments) and private
sectors.

The existence of the Bank would stimulate interaction
between the Congress and the executive branch on growth
matters. .
Failn
The Bank would provide a superior mechanism for weaving . 3\
the views of the banking, investment, and development . %
communities into the development of public policy.

M »
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Arguments against the Bank Proposal - Alternative #2 s

The 1974 Growth Report stressed the complexity of the process
of developing a national policy which encompasses a broad
spectrum of individual, and sometimes conflicting, goals. It
would be premature to decide on the use of a major tool such
as the Bank to implement a just evolving national growth
policy at this time.

The primary function of the Bank--helping developers finance
new communities--replicates a function already authorized by
the 1970 HUD Act, and performed by HUD between 1970 and 1974.
(Note: Use of this authority, which allows HUD to guarantee
private loans to developers, was suspended in 1975.)

A HUD evaluation report shows that about one-half of those
new community projects which did not receive HUD assistance
were able to obtain private financing, which suggests that
the Bank might not be needed.

Recently, some HUD-supported new community developments have
experienced serious financial difficulties which may indicate
that such large-scale projects are not economically viable.
HUD has suspended making new commitments under the program
pending completion of a comprehensive study of the program.
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There is no evidence of a capital availability problem for
energy production projects, nor does this seem to be a
problem in promoting rural development and food production.
Moreover, Federal programs already exist to assist in rural
economic development.

From an equity standpoint, allowing Bank investors to earn
a yield above the prime rate on loans to a federally
sponsored entity (whose debenture rates are already well
below the prime rate) would represent a significant subsidy
to those investors.

Technically, it does not seem that life insurance companies
would be attracted to a long-term asset whose yield fluctuated
with the prime rate since the uncertainty of the resultant
earnings would complicate future planning.

There is no evidence that benefits to society from Federal
support of new communities exceed the benefits that would
accrue from equivalent support of alternative social programs.

The related proposal to establish a discrete Domestic Council
Unit which would make the basic growth trade-off recommenda-

tions to the President may create serious political problems,
as well as arousing criticism from cabinet departments.










































By offering loan§ for such projects, the Bank would proVide
financial assistance to a type of community that many urban
planners consider superior to existing private developments and
would continue Federal support of new community development by
offering an alfernative source of special financial assistance.

On the other hand, evidence shows that many new community .
projects which did not receive HUD financial Supéort were able
to obtain private financing to continue development, suggesting
that the Bank might not be needed. Moreover, the financial
problems that have confronted some new community developments
may indicate that they are not economically viable. HUD recently
decided not to assist any additional new communities, pending
completion of a comprehensive study of the program. Finally,
proponents of new community development have not shown that the
benefits to society of Federal support for their»projectsiexceed
the benefits that would accrue from equivalent Federal supéort

of alternative programs such as low income housing.

B. Energy. The national growth and rural development endeavors
of the Bank would be directed to facilitating increased energy
production in the United States in conjunction with efforts to-
pfomote rural development. Since large amounts of capital will

be required to achieve increased energy production, institutions



such as the Develgpment Bank could serve a useful role in
channeling society's resources into this area in order to
ensure that the development does take place and that rural
areas benefit from it,

At present, however, there does not appear to.be any
severe problems in acquiring the capital needed to increase
domestic energy consumption. While such investment has not
taken place at a high enough rate to ensure quick energy
independence, the delays have been primarily due not to lack
of capital but because of restrictions on offshore drilling
and strip mining as well as uncertainty regarding Federal

price controls.

C. Food Production., Because of rapid population growth in

poorer countries, it will be necessary for the United States
to expand‘its capacity to produce agriculture commodities in
order that high levels of food assistance can be provided
without disrupting domestic markets, The Bank could facilitate
such production by promoting rural development and thereby also
increasing rural employment as agriculture production expands.
As in the case of energy production, however, capital
availability does not appear to be a problem in promoting

rural development and food production. There are many
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economically depressed rural areas, but the problem is more
fundamental than a3capital shortage. Many rural areas are
economicallf depressed because business firms find that
production in such areas is unprofitabie. Moreover, numerous
Federal programs to assist in rural economic development already
exist. In particular, the Department of Agriculture subsidizes
rural housing production éhrough the programs of the Farmers
Home Administration and the Department of Commerce operates

several programs that provide financial assistance to rural

economic development programs,

IV. FEconomic Impact

A. Financing the Bank., The Bank would be financed by loans

from pension plans and life insurance companies at an interest
rate linked to the prime rate, thereby tapping the financial
resources of institutions thaf have not been active in real
estate lending in recent years.

Because of the'long—term, fixed~-payment nature of the
liabilities of pension funds and life insurance companies,
however, these institutions prefer to acquire long;term
assets with fixed rates of return. Consequently, they would
not be attracted to a long-term asset whose yield fluctuated

with the prime rate since the resultant earnings uncertainty
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would complicate fgture planning. Likewise, the borrowers
would experience difficulty in planning long-term investment

strategies because their borrowing costs would fluctuatelover

time.

Tn addition to the mechanics of the proposed financing
arrangements, there are some important eguity issues. Interest
rates on Federal and federally—sponsored debt issues are less
than market interest rétes and well below the prime rate,
because such loans are essentially riskless. Accordingly,
allowing investors to earn a yield above the prime rate on
loans to a Government-sponsored entity would represent an

implicit subsidy to those investors.

B. Macroeconomic Impact of the Bank's Activities. Much has
been made of the impending capital shortage that is expected

to characterize the economy over the next several years. If the
demand for credit exceeds the available supply, interest rates
will rise, and some borrowers will be forced to withdraw from
the market and reduce their planned investment, Concern over
capital availability has been heightened in recent months as

it has become apparent that the Treasury borrowing required to
finance the deficit is likely to make it difficult for some

consumers and businesses to obtain credit.



The proposed National Development Bank might alleviate
the expected tight credit conditions for some borrowefs by
channeling funds into social priority areas and those areas
which suffer most from high interest rates. Since the Bank
could not create credit, however, resources it allocated to
perceived priority areas would be at the expense of other
capital needs, and there is no guarantee that the ensuing
benefits to those receiving the loans would be greater than
the losses experienced by those borrowers who were, as a
result, unable to obtain credit. In other words, it is possible
that the overall benefit to society resulting from the Bank's
reallocation of credit would be less than the benefits which
ﬁould have accrued from an allocation of credit based on
private decisions.

As to housing which has recently suffered from a shortage
of credit, four Federal or federally-sponsored mortgage credit
agencies are already actively working to increase the supély of
credit. It is unlikely that another agency would markedly
enhance existing Federal efforts to allocate more funds to

housing.
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"LET THE CHILDREN GROW TALL"

Americans appear to be curiously interested in what is happening in
Britain today. What you are writing and saying about us we consume avidly,
together with the regular flow of self-criticism which is a long established part
of our staple diet. In the spring Eric Sevareid caused quite a stir when he waved
us his fond farewell on television. Indeed he may have been instrumental in in-
ducing the Prime Minister to occupy our television screens for the best part of
an hour. Only a week or two ago Vermont Royster wrote that:

"Britain today offers a textbook case on how to ruin a country..."

However the rather morbid and fatalistic tone of much of what is written
about Britain by commentators on both sides of the Atlantic is misplaced. Sol
am extremely grateful to the Institute for Socioeconomic Studies for giving me
such a splendid opportunity to put the record straight.

For most outside observers have not noticed that amidst our well-published
difficulties a vital new debate is beginning -- or perhaps I should say an old
debate is being renewed -- about the proper role of Government, the Welfare
State and the attitudes on which it rests.

Many of the issues at stake have been debated on countless occasions in
the last century or two. Some are as old as philosophy itself. However, the
Welfare State in Britain is now at least thirty years old. So after a long period
in which it was unquestioningly accepted by the whole of society, we can now do
more than discuss its strengths and weaknesses in the hackneyed abstract language
of moral and political principles. We can see how it has operated in practice in
the light of a substantial body of evidence.
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THE PROGRESSIVE CONSENSUS

The debate centres on what I shall term, for want of a better phrase,
the "progressive consensus', the doctrine that the State should be active on many
fronts in promoting equality: in the provision of social welfare and in the re-
distribution of wealth and income. This philosophy is well express in the follow-
ing words:

"Since Social Justice is the traditionally Socialist aim, and since
it can only be achieved by collective action, this part of the exer-
cise naturally comes to be regarded as the major element in
Socialist economic policy ... It is just because market forces
tend towards growing inequality in incomes and property, that
massive redistribution is necessary if political freedom and other
civilised values are to be preserved.

So it should be the aim of the democratic state to re-share out
these rewards -- to socialise the national income if you like to
call it that ... There can be no doubt that by far the most effec-
tive method has proved to be, and is likely to prove increasingly

in the future, the instrument of public finance, and in particular
progressive direct taxation and centrally financed public services. "

That was written by a former Labour Cabinet Minister in 1962. How-
ever I am not interested in party politics tonight.

For such views are held to varying degrees in all our political parties,
in schools and universities and amongst social commentators generally.

Interestingly enough they are now being questioned right across the same broad
spectirum,

It is not that our people are suddenly reverting to the ideals of total
laissez faire, or rejecting the social advances of recent decades. It is rather
that they are reviving a sober and constructive interest in the noble ideals of
personal responsibility because in some respects the concepts of social responsi-
bility have turned sour in the practice. They are making an attempt to identify
and eliminate errors and fallacies, to consolidate and retrench before advancing
further.

It is in that constructive spirit -- and as a former Secretary of State
for Education and Science myself -- that I am speaking to you tonight. 1 shall
concentrate on four issues:

(1) What are the facts about the distribution of wealth and incomes?
(ii} To what extent is greater equality desired in Britain today?
(iii) Has the economy been strengthened by the promotion of more
equality and the extension of the welfare state?

(iv) Finally, has it strengthened our political and social framework?
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EQUALITY IN WEALTH AND INCOMES -- FACTS

Let us begin then with some facts. Most people say that the distribution
of incomes and wealth in Britain is highly inequitable; and that it has changed
little, despite the steps taken by Government to even it out. From there it is
only a short step to two complementary arguments; either that redistribution
would greatly swell the incomes of the average man; or that the wealth of the
rich is sufficient to finance the substantial extension of the role of the state.

By a fortunate coincidence a major study has just been published (by "
the newly created Standing Royal Commission) on the Distribution of Income and
Wealth. It gives the first proper statistical picture of the changes that have taken
place in Britain, between the last war and 1972.

Incomes

In 1972 incomes after tax were divided up roughly as follows --
at the upper end of the scale, the top 1% of income earners got 4% of incomes --
four times the average. The top ten per cent had twice the average and the
bottom ten per cent a bit under half the average. These are not dramatic dif-
ferences either by the standards of other western economies or, I suspect,
of many countries behind the Iron Curtain. Indeed research has shown that the
distribution of income in Britain is surprisingly similar to that in Poland!

Furthermore there have been substantial changes over the decades.
Taking account of tax the share of the top 1% of earners went down by half between
1938-49. By 1972 it had fallen by a further one third.

The share of the taxable income of the poor has not increased to so
great an extent. But nonetheless they are markedly better off in relative (as
well as absolute) terms than they were before the war. By 1972 tax-free benefits
in cash and kind added about a half to the pre-tax income of a typical household
in the bottom 10%. For poor families with many dependents, the gain could be
nearer 100%. Today the figures would probably be higher still,

Wealth

Capital assets have been more unevenly spread than incomes in Britain,
as in most other countries. For this reason they have been the chief target of
egalitarian critics. In Britain it is almost an undisputed truth that 10% of the
population own 80% or 90% of all assets. But that is not the case. The top 10%
of the population over 18 own less than half (45%) of personal wealth when state
pension rights are counted as an asset, as they should be.

As you will appreciate even these figures are rather misleading since
wealth is normally unevenly distributed between husbands and wives, old and
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young, misers and spendthrifts. If these distorting factors could be properly
allowed for, the picture might well look still less extreme.

As with income, there have been big changes over the years. On a
narrow definition of wealth which excludes pension rights, the top 1% of the
population owned: personal wealth of 69% in 1911; personal wealth of 50% in
1938; personal wealth of 38% in 1960; and personal wealth of 28% in 1972 (or 161%
if pension rights are included in wealth holdings).

So the facts about economic inequality (as opposed to the myths) are these.
The rich are getting poorer and the poor are getting richer. This is due both to
market forces and the actions of Government through the tax system. And it is
no longer the case that taking further money from the rich will make a significant
difference to the wealth of the bulk of the population. Nor will taxing them more
heavily pay for much more Government spending.

Finally one notes that it would do little to diffuse economic power more
widely. It is already largely in the hands of Government and Labour Unions.

TO WHAT EXTENT IS MORE EQUALITY DESIRED IN BRITAIN TODAY ?

These statistical myths lead directly to the claim that there is a wide-
spread sense of resentment and injustice over the current degree of inequality in
our society and great enthusiasm for its elimination. This political judgement
is closely linked in many commentators' eyes with the quite separate proposition
that class divisions in Britain are severe and reinforced by economic inequality.

My own experience in politics has always made me doubt this argument,
and there is survey evidence which strengthens my view. The following remarks
come from the conclusions of a national opinion survey carried out in the early
months of this year;

"Our findings show little spontaneous demand for the redistribution
of earnings across broad occupational categories and suggest that such re-
distribution would in itself provide no solution to any problem of pressure on
pay. Neither is it necessary to allay any general feelings of injustice in society ...
It may be little consolation to the Government in present circumstances that the
chief requirement for maintaining general satisfaction with incomes and earnings
is steady economic growth... rather than massive redistribution. .. This point is
a crucial one to be met by those who suggest that any problem we have is one of
distribution rather than of resources of growth. "

Whatever ordinary people actually want, there remains in Britain a
powerful and vocal lobby pressing for greater equality, in some cases even, it
would seem, for total equality. What is it that impels them to do so?
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One impartant pressure is undoubtedly the simpliste desire to help our
fellow men. But often the reasons boil down to an undistinguished combination
of envy and what might be termed "bourgeois guilt. "

Envy is clearly at work in the case of the egalitarian who resents the
gap between himself and those who are better off, while conveniently forgetting
his own obligations to those poorer than himself,

"Bourgeois guilt" is that well-known sense of guilt and self-criticism
that affects people, not only the very rich, when looking the other way, at the
position of those poorer than themselves. Far be it from me as an individual to
criticise or ridicule their doubts and worries. However,as a politician, I will
most certainly criticise the attempts of such people to impose on others a pro-
gramme of impoverishment through the medium of the state. This brings happiness
to no one except to those who impose it.

In a free society, they can give away as much as they want to, to whom
they want to, whenever they want to. If they believe in pooling their possessions
with others in a commune they are welcome to do so. .

There is a far less general desire for equality (as opposed to equity)

in Britain today, than is often claimed. Even where it does exist the underlying
motivation is not always creditable.

IS SOCIALISING NATIONAL INCOME GOOD FOR THE ECONOMY ?

But suppose we grant for a moment that greater equality is desired.
How far is its promotion desirable from the viewpoint of the economy ?

The promotion of greater equality goes hand in hand with the extension
of the welfare state and state control over people's lives. Universal and usually
free social services necessarily transfer benefits in kind and cash from the
richer to the poorer members of the community.

So taken together they define rather well the process of 'socialising the

national income' which occurs in my first quotation. How far has it strengthened
our economy ?

Socialising the wage and salary earner

The public sector has been a large part of the British economy since
the early post-war years. Despite the statistical fog which surrounds all inter-
national comparisons, it is clear that the Government's share in GNP has been
consistently one of the highest of the OECD countries. And for at least twenty
years it has risen faster in the UK than elsewhere. Today the state controls in
various ways well over half of our national income.



-6 -

Naturally the tax-bill has risen sharply too, particularly for the private
citizen. For the yield of corporate taxes has fallen consistently for twenty years.
In the middle fifties they financed one-sixth of public spending, but by the end of
the sixties they only met one-fourteenth of the total.

In the later fifties and sixties, the increase in tax and social security
payments in effect knocked about 1% off the growth of private spending each year.

These global figures play down the very serious deterioration in the
position of the typical earner that has taken place at the same time. For he has
moved over a few years from a position of paying negligible taxes and deductions
to one which the burden had become large and onerous. Since 1963, the state

has increased its take fivefold from a negligible 5% of disposable incomes to about
one-quarter today.

This rising burden of taxation has been one of the major sources of in-
flationary pressure.

People respond to over-taxation in several equally harmful ways. They
press their employers for ever-higher wage increases in a vain attempt to
sustain a growing standard of living.

This has led to a relentless acceleration of cost and price increases
since the mid 1950s. (From 2% per annum in 1956-60 to 25% p.a. now).

Equally, they press politicians and the Government for faster economic
growth and the budgetary policies needed to finance it, without regarad for the
dangers of an overheated economy and a failing trade balance.

There are many who regard this desire for private spending as irrational,
selfish and unworthy. After all, they say, the taxes have financed a substantial
growth in the provision of public goods. Any economist will tell one that this is
a part of increasing living standards. Unfortunately, any experienced politician or
detached observer can also now see that in practice, people attach peculiar im-
portance to using their own money to buy what they want when they want. More-
over they cannot relate the tax-man's apparently arbitrary and growing take to
the services it finances. These services they regard as one absolute right,

a kind of manna from heaven.

While the rising tax burden makes the average worker dissatisfied,
a progressive redistributive tax system such as ours has much worse effects
on the executive or professional with a high salary. You are doubtless all
familiar with the arguments about the dulling of personal incentives which this
causes. We have that problem. And we have many others as well.
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Over taxation and the Labour Market

An employer wants to promote his manager in terms of post-tax salary
from L8,000 to 12,000 a year -- a jumps of k4, 000. To do so in Britain today
(leaving aside the requirements of our current programme of income restraint)
he must double the manager's salary from about E15, 000 to £30, 000 a year.
This sort of increase is more than most firms can think of at the best of times.
So the cost of rewarding skill or hard work has become almost prohibitive.

The whole country therefore loses much of the benefits of competition in the
labour market. For the same reasons, it is very easy for employers overseas to
hire English executives and professionals. They can offer a vastly higher ef-
fective salary at the same or even lower costs to themselves than those faced

by the English firm. So losses of highly trained manpower through emigration
are becoming more serious despite the depressed state of the world economy.

Over taxation and the Entrepreneur

Steep progressive taxes also hit at the budding business man, the en-
trepreneur who has the potential to build up tomorrow's dynamic firm. If he can
keep only a fifth or a sixth of the extra profit from some new venture, the odds
are that he won't undertake it at all. Or that if he does, he will have to sell out
before long to an established firm to turn his highly taxed income into a less
highly taxed capital gain. But as a result he may well lose interest and control
and the firm lose its drive and inspiration. No economy can develop vigorously
if it stifles those forces on which it depends for renewal.

Companies and Economic Growth

The inexorable acceleration of wages, partly in response to overtaxation,
has naturally resulted in a wage-price spiral., A spiral with a twist in it. For
various reasons, business cannot raise prices far enough or quickly enough to
preserve its profits when wage increases are large and accelerating. So profits
have fallen for many years on any measure -- before tax, after tax, as share in
national income or as a rate of return on capital. Since retained profits are the
principal source of funds for investment and profit levels the main incentive,
capital expenditure in private industry has faltered more and more. The up-
swings have got shorter and the downswings deeper and longer with succeeding
cycles of activity. Manufacturing investment next year -- 1976 -- is likely to
be little higher in real terms than it was ten ycars before. It appcars, as a
natural consequence, that our underlying rate of economic growth has stopped
improving after thirty years of modest but perceptible acceleration.

Profits and Dividend Control

The situation has not been made any easier recently by the curious belief
that profits are rather evil and of little economic significance. Both the present
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and previous Governments have therefore had little choice but to pursue price and
profit controls as part of their counter-inflationary policies. The levels of profit
emerging from these controls were selected with insufficient regard for their
effects on capital spending, employment or growth and they have bitten hard.

Our economy has thus been pushed into a loss of profit and therefore an in-
vestment recession at a time when the world economy was in serious downturn.

Now the damage has been done, the situation can only be put to rights

if considerable price rises can be made and accepted by labour, without any
response in the form of wage increases. It is a pretty challenging 'IF'.

Injustice to Savers

Two decades of declining profits naturally mean that the saver who in-
vests in equity shares has had a raw deal. The real rate of return has recently
been negative even before tax let alone when changes in the capital value of in-
vestments are allowed for. However, Government has made the position worse
by taking powers to restrain dividends still further, in the name of fairness and
equity one should note. The case for dang so was simple. Unless profit
distribution is restrained, how, it was asked, could one expect unions and
workers to acquiesce in a programme of wage restraint?

Now it is bad enough that this seductive little trade-off is based on a
very unjust bargain. Savers, and retired people have already suffered severely
from the costs of accelerating inflation which they have done nothing to cause.
Why should they make yet further sacrifices to induce those who have already
gained so much at their expense to desist for a while?

What is at stake is more than a painful injustice. Negative real profits
and dividend control must, if sustained for any period, have a corrosive effect
on the life insurance and pensions institutions. They are put in a position in
which it becomes more and more difficult to plan and guarantee the flow of future
income which they have promised their beneficiaries. Private employers for
their part {ind themselves faced with the sudden need to make enormous payments
into their pension funds even to maintain their existing pension obligations in
money terms.

I am not suggesting for a moment that these great institutions are dying
or dead. But they have a nasty fight on their hands.

Market Distortions -- Investment funds

Some of the problems ] have talked about combine together to create
further subtle distortions of the market place which are not immediately evident.
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The first is an unbalanced competition for savings. The process works
like this. The Government increases its spending to fulfill its commitments to
extend its activities. The wage earner begins to revolt against the consequent
rising tax burden. His resentment leads to higher wages, and lower profits,
lower corporate taxes, and ultimately slower growth. It also deters the Govern-
ment from raising taxes in line with spending. So the Government has a growing
deficit and then has to borrow growing sums of money assuming, of course, that
it does not resort to the printing press.

In doing so it competes with the private company and the home-buyer
in the savings market. The private company finds it increasingly impossible
to bid for funds, since its profits are depressed. The housebuyer may still be
able to do so, but even then he is probably subsidised by the savers who lend
him the money. At the end of the day, a public spending bill which exceeds
the taxable capacity of the economy sucks away money which should be spent
on investment in industry or private housing.

The second distortion is an unblanced competition for labour. As wealth
increases spending patterns switch from industrial products toward services
in all economies. This will affect the pattern of employment and competition
for labour between the private and Government sectors.

Public sector employment in Britain has steadily grown at a substantial
rate for more than a decade -- about 1% p &-- while the overall working
population has contracted. The net effect has been to reduce the pool of labour
available to private employers. So when the economy entered its last major
upswing, in 1972-3, labour shortages were encountered unexpectedly soon.
Although the leap in production was as large and sudden as any we have ex-
perienced, employment in industry scarcely increased at all. Many of the
missing workers had in effect been absorbed by Government during the previous
period of slack business activity.

‘The importance of this cannot be understated, particularly for a trading
cconomy like ours. The private sector creates the goods and services we need
both to export to pay for our imports and the revenue to finance public services.
S0 one must not over-load it. Every man switched away from industry and into
Government will reduce the productive sector and increase the burden on it at
the same time.

I conclude therefore, that the persistent expansion of the role of state
and the relentless pursuit o equality has caused and is causing damage to our
economy in a variety of ways. It is not the sole cause of what some have termed
the "British Sickness', but it is a major one.
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Conclusions

What lessons have we learned from the last 30 years?

First, the pursuit of equality is a mirage. What is more desirable
and more practicable than the pursuit of equality is the pursuit of equality
of opportunity. And opportunity means nothing unless it includes the right
to be unequal. And the freedom to be diffecrent. I believe you have a
saying in the Middle West "Don't cut down the tall poppies - let them rather
grow tall",

Let our children grow tall - and some grow taller than others, if
they have it in them to do so. We must build a society in which each
citizen can develop his full potential both for his own benefit and for the
community as a whole; in which originality, skill, energy and thrift are
rewarded; in which we cncourage rather than restrict the variety and rich-
ness of human nature.

I was particularly interested to read this description of some of the
problems in Czechoslovakia: 'The pursuit of equality has developed in an
unprecedented manner, and this fact has become one of the most important
obstacles to intensive economic development and higher living standards.
The negative aspects of equality are that lazy people, passive individuals
and irresponsible employees profit at the expense of dedicated and diligent
employees, unskilled workers profit at the expense of skilled ones and those
who are backward from the point of view of technology profit at the expense
of those with initiative and talent''.

This was not written by a quiet capitalist. It is a quotation from
the action program of the Czechosolovakia Communist Party adopted in the
Dubcek days of 1968. Even they have learned that the unbalanced pursuit
of equality leads to an insufficiency of resources.

Nothing that I am sayingr tonight should in any way be seen as a
diminution of our recognized responsibilities to those people who, throught
fiscal, mental, or social handicap, suffer disadvantages. Rather, it is a
consciousness that unless we have incentive and opportunity we shall not
have the resources to do as much as we want to do. Having been a Secretary
of State for Education, 1 am the first to understand that.
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Second we must strike a proper balance between the growing demands
and powers of the state and the vital role of private enterprise. For private
enterprise is by far the best method of harnessing the energy and ambition
of the individual to increasing the wealth of the nation; for pioneering new
products and technologies; for holding down prices through the mechanism of
competition; above all, for widening the range of choice of goods and services
and jobs.

Government must therefore limit its activities where their scope and
scale harms profits, investment, innovation and future growth, It must temper
what may be socially desirable with what is economically reasonable.

Finally we must measure the economic and political demands of some
of our people against their conscquences. We must have regard to their effect
on our political and social framework. We must devote ourselves to a greater
understanding and more realistic pursuit of true Jjustice and liberty and the
maintenance of the free institutions on which these values depend.

In the coming months we shall all be thinking particularly of the
achieverrents of the United States in the two hundred years of its existence
and of the lessons your country can still teach the rest of the world. May 1
conclude with the modest hope that you will also spare a few moments to learn
from our recent experience. It shows in my view how essential it is to escape
from the facile arguments which both our countries have experienced. And to
reaffirm, before it is too late, those truec values which both our couniries
traditionally have shared.

Those values have never been more important than they are today.
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