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Title I, in particular, suffers from this defect, since
it provides funds for public works which will be utilized,
given lead times for such projects, in years when the economic
recovery is much stronger and when the projects could be
inflationary. Title I's provision for 100% federal grants
also eliminates incentives for recipients to carefully select
and monitor proposed projects or to weigh the value of the
project against competing local priorities. Finally, Title I
is in effect a categorical public works program, introduced
when the Administration had been consolidating such programs.

Title II, which is a publlc service employment program,
bases its fund allocations in part on the basis of taxes
raised locally, which means cities and States receive aid
based on what they spend, not what they need. More funds
would be provided to those local governments with hlgher tax
bases, including many which plan to run surpluses in 1976,
and to those which have been least efficient in holdlng down
costs. Title II could also encourage escalation in local
public employee wage settlements, since in effect part of
the cost would be paid by the Federal government, as long as
" the overall. unemployment rate remains above 6%. .-Nor is there
any workable mechanism in the bill to ensure that State and
local governments, as intended, will spend the money either
to create useful and substantial jobs, or to prevent layoffs
of essential public employees and maintain the current level
of public services. Such public service employment programs
often merely substitute federally funded employment for jobs
that would have been funded by local revenues anyway, thus
adding few net jobs. This may result partially from the
limited capacity of local government to rapidly absorb new
employees. Finally, it is often extremely difficult to
terminate a public service employment program when the need
for it is over, since termination could mean politically
explosive layoffs of public employees.

Title III has some of the same weaknesses as Title I.
It is a categorical program very similar to prior such
programs, which have proven ineffective. The EDA amendments
envision a program strikingly similar to Urban Renewal which
was terminated because it was devastatingly harmful to the
social and economic fabric of cities, and was consolidated
into the Community Development Block Grant program, which
provides a better means of assisting the cities.



Title III also subverts the purpose of EDA both program-
matically and geographically. EDA's role is to provide
development assistance to those regions and communities which
have chronic unemployment resulting from the lack of economic
infrastructure, not as a result of a temporal recession.
Hence, EDA's attention would be directed away from its
historical constituency of rural communities, which are
undergoing financial problems as a result of the recession,
to a very different urban clientele.

While H.R. 5247 is deficient in many respects, it does.
attempt to address, albeit in a confused and inadequate
fashion, a major problem of many local governments, partic-
ularly large cities. While general economic recovery will
aid state and local governments in balancing their budgets
and in continuing to provide services, there are still many
cities which have been hard hit by the recession and which
will be particularly slow to emerge from it. These are
cities which suffer from economic decline generally, hence
were especially vulnerable to the effects of the recent
recession, which superimposed cyclical fiscal problems upon
their long-term economic problems... This has created. fiscal
difficulties on a continuing basis and trapped these cities
in a vicious cycle in which they must either raise taxes or
reduce services, in either case exacerbating the economic
decline which originally generated the fiscal problems.

These cities are typically older, larger central cities,
particularly in the Northeast and Midwest, although there
are an increasing number of cities in the West and South with
such characteristics. These cities generally have been _
losing both middle income population and private employment,
have large poverty populations and are small relative to
their suburban areas. They face higher per capita costs of
providing services to a population which increasingly needs
- their services, but which cannot generate the required tax
revenues.



ITI. Proposed Alternative to H.R. 5247

A. Program Description

HUD's proposed assistance program is based on the
concept of providing temporary financial assistance to those
local governments which most need it, when their already
serious fiscal problems are exacerbated by a recession.

B. Recipients

Funds would be provided only to cities with more
than 50,000 population, since these are the cities which
face the most severe fiscal problems on both a short-term -
and long-term basis. Small units of government would be
funded through the states because of the administrative
problems of our determining their relative needs.

C. Trigger and Allocation Formula

—— —— — ——

: The program would be activated only when the national
unemployment rate was over 7% for ‘a calendar dquarter. At that
time, funds would be provided for the following four calendar
quarters only in those large cities which have unemployment
rates at or above 8%. These cities would receive a pro-rata
share of $10 million per quarter, for each .1% that the
national unemployment rate exceeded 7%. For example, the un-
employment rate for the fourth quarter of 1975 was 8.3%. Funds
would be provided, beginning in the second quarter of 1976, in
the amount of $130 million per quarter, or $520 million per
year, for as long as the unemployment rate remained at 8.3%
(1.3% above the 7% trigger). Each city with an unemployment
rate at or above 8% would receive funds in direct proportion
to its share of the total number of persons unemployed above
8%. If the national unemployment rate falls to 8.0% in the
first quarter of 1976, then the funds to be allocated would be
reduced to $100 million per quarter or $400 million per year,
beginning in the third quarter of 1976.
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In the alternative, funding could be provided at the
rate of $15 million per quarter, for each .1% that the national
unemployment rate exceeded 7%. Under this alternative, funds
would be provided, beginning in the second quarter of 1976, in
the amount of $195 million per quarter, or $780 million per
.year, for as long as the national unemployment rate remained at
8.3% (1.3% above the 7% trigger). Each city with an unemploy-
ment rate at or above 8% would receive, at this higher funding
level, the same proportion of funds available as it would
receive at the lower funding level. If the national unemploy-~
ment rate falls to 8.0% in the first quarter of 1976, then the
funds to be allocated at this higher level of funding would be
reduced to $150 million per quarter, or $600 million per year,
beginning in the third quarter of 1976.

Individual cities would become eligible under either
formula for funds on a quarterly basis and receive funding only
while their unemployment rates were above 8%. Thus, as the
economy improves, the total ‘amount of funds available, and the
number of cities receiving funds, would decline from quarter to
quarter. : :

A fund equaling 25% of the funds available in any
quarter would be distributed to states with an unemployment
rate of over 8% in areas lying outside cities of 50,000. The
states would be required to distribute those funds to communities
of under 50,000 with unemployment rates (using locally derived
estimates) of over 8% and suffering serious fiscal problems.

D. Program Administration

These assistance grants would be administered with a
minimum of additional Federal or local bureaucratic expense by
using an existing administrative structure. Virtually all
cities who would be potentially eligible for assistance under
this program are already operating community development and
housing programs under the Housing and Community Development
Act of 1974. The Community Development Block Grant Program
requires recipients to develop a comprehensive three-year plan
and an annual application for funds, which is reviewed and
monitored by the Department of Housing and Urban Development.
In addition, each recipient has an on-going planning and manage-
ment structure to operate its programs.



Grants made each quarter to eligible cities would
flow into their community development program, subject to
the same statutory and regulatory constraints as the regular
block grant program. Each quarter, cities would be notified
of their eligibility for emergency stipend. In order to
receive the funds, the city would submit a brief statement
of its planned use of that quarter's funding, simply refer-
encing its HUD-approved community development application.
Activities (as in the Community Development Block Grant dis-—
cretionary program) must be those which can be completed
with this temporary bi-annual grant or other identifiable
available funds (including Community Development Block Grants).
Their next annual application and performance report for block
grant funds would explain how the additional funds were
utilized, either through an acceleration or augmentation of
activities already planned, or, in some instances, in addi-
tional community development activity which had not previously
received support because of a lack of funds. Post hoc Federal
audit and monitoring of grant expenditures would be a part of
HUD's routine administration of the block grant program.

"E. . Advantages_"’ . .x-.ﬂ,!_"" . e

This proposal has several fundamental advantages:

(1) It is focused both geographically and temporarily
on specific, severe urban problems. It is a
measure to provide emergency relief only to those
local governments with high unemployment, who are
having a particularly hard time recovering from
the recession. Unemployment is a reasonable and
accessible means of identifying cities facing
such serious fiscal problems.

(2) The proposal is aimed at cities with continuing
and systemic economic problems which make their
participation in the general economic recovery
most difficult. Individual cities which experi-
ence economic recovery and improved employment
conditions before the program phases out will
have their own supplemental funding reduced or
eliminated as their economic condition improves.
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(4)

(5)

(6)

(7)

The national economic recovery anticipated in
1976 and 1977 will phase the entire Program out
automatically as the national unemployment rate
drops below 7%.

The program is inherently temporary; it carries

no implication of being a continuing "entitlement,"
and by its quarterly allocation of funds mitigates.
against any long-term reliance on or anticipation
of future funding.

Directing supplementary funding into community
development programs at the local level is respon-
sive to the special problems of these cities. In
addition to stimulating the local economy with

"new"” money, the supplement will allow the recip~
ients to accelerate community development activities
and meet needs which are all the more pressing
because of local unemployment and lagging municipal
revenues. For example, they can undertake economic
development initiatives to attract and keep industry,
stablize and preserve-declining neighborhoods which
threaten to become even larger public burdens, and
rehabilitate existing housing stock for improved
living conditions for residents. All of these
activities treat the economic base deficiencies
which are at the root of most urban problems, and
should contribute to overall recovery in those
cities which tend to fall into recession more
deeply, and to come out of it more slowly.

Unlike the pending legislation, however, it should
not encourage additional local government spending
by basing the allocation formula on local fiscal
effort or local taxes. '

The higher trigger will allow an earlier phase-out
and the lower level of funding envisioned will
result in far lower costs than the pending legislation.
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(9)

(10)

Use of the existing Community Development Block
Grant administrative structure at the Federal
and local level also contributes to the attrac-
tiveness of this proposal. First, it is cost~
effective and efficient in that virtually all
appropriations for the program will go directly
to recipient governments for community develop-
ment efforts already planned, thus greatly
reducing start-up time and administrative costs
and increasing the city's capacity to absorb
and use its incremental funds. Second, the
Community Development mechanism provides the
recipient community with the ability to weigh
competing priorities and the responsibility to
carefully assess potential uses for their Federal
funds. Third, by avoiding the creation of a new
bureaucracy at the Federal or local level, it
minimizes start-up costs or delays, preserves
the temporary character of the program, and
avoids the problem of disruption which often
occurs when Federal funds -are discontinued.

The Community Development program already has an
administrative infrastructure, at the Federal
and local level, to assure compliance with other
related Federal laws, such as National Environ-
mental Protection Agency, relocation and anti-
discrimination provisions.

The Community Development Block Grant Program
was conceived and designed to meet the needs

of our urban areas while learning from the
mistakes of the o0ld categorical programs. By
building on this on-going program, the proposed
supplementary grant can take advantage of those
elements which make it a sound urban program.
The wide scope of eligible activities and the
broad discretion allowed recipients in setting
local priorities makes it easy for cities to make
effective use of the funds.



(11) Based on our experience with the Community
Development program, a very high percentage
of the funds would be spent on activities
which provide jobs in the private sector
rather than creating long-term obligations
for financially strapped local governments
by swelling public payrolls.

(12) If, as presently anticipated, the economy
continues to recover-and interest rates fall,
the cost of government borrowing would
decrease and the Administration could remain
within its budget target of $395 billion.



APPENDIX

The table shows approximate amounts which would be
allocated under the proposed formula, for the 20 cities
receiving the largest awards. The figures are based on
first quarter 1975 U.S. Department of Labor unemployment
figures and on 1970 Census labor force totals for the
- cities over 50;000 popﬁlation with 8% or mbre unemployment.
If the proposed legislation weré enacted, current labor
force data would be used, so the actual Qrant amqunts
wouid differ siighti& froﬁ tﬁé éiéﬁfesriﬁ the-faﬁie.. A

total of 243 cities would be eligible for aid.



Allocation | Allocation Allocation

under under under CDBG

$10 million $15 million formula Allocation Unemployment Unemploy-

per 1/10% per 1/10% in Title II FY 1975 ment

formula formula of HR 5247 Percent No. over 8%

($ mill.) ($ mill.) ($ mill.) ($ mill.) :
New York 51.4 77.1 137.8 102.2 10.5% 351,000 117,000
Los Angeles 20.8 31.2 20.3 38.6 10.7 134,000 46,000
Chicago 9.8 14.7 18.6 43.2 9.1 132,000 31,000
Detroit 50.6 75.9 38.0 34.2 21.6 131,000 88,000
Philadelphia - 14.9 22.4 21.5 - 60.8 11.0 89,000 32,000
Baltimore 6.2 9.3 5.2 32.7 10.7 40,000 13,000
San Francisco . 5.4 8.1 10.5 28.8 10.5 37,000 12,000
Boston 8.3 - 12.5 16.0 32,1 12.8 36,000 16,000
San Diego 4.6 6.9 2.9 ' 9.1 10.4 32,000 11,000
St. Louis 7.5 11.3 8.6 15.2 12,9 32,000 15,000
Buffalo ' 9.6 14.4 6.6 ' 11.7 16.5 30,000 17,000
Milwaukee 2.7 4.1 2.5 13.4 9.4 29,000 7,500
Cleveland C 2.8 4.2 3.2 16.1 9.5 29,000 7,600
Atlanta , 6.3 . 9.5 3.6 18.8  12.7 28,000 13,000
Indianapolié 1.0 1.5 2.8 13.9 8.5 27,000 4,700
Phoenix - 3.4 5,1 2.5 2.6  10.3 25,000 8,000
Seattle - o 0.9 ' 1.4 | 2.0 11.6 8.6 21,000 4,000
Kansas City, Mo. 2.0 3.0 3.4 17.9 9.5 21,000 5,600
New Orleans 2.0 ' 3.0 3.0 14.8 9.5 21,000 5,600

', Pittsburgh 2.5 3.8 » 2.7 16.4 10.0 20,000 6,100



REQUEST

\“ .
THE WHITE HOUSE
WASHINGTON
January 14, 1976
MEMORANDUM FOR JIM CANNON
FROM PAUL MYER
SUBJECT: Countercyclical Aid Legislation

Per your request of yesterday evening, attached are the perti-
nent documents relating to the Administration's review of
countercyclical aid legislation. This legislation, now part
of the Public Works Bill Conference Report (H. R. 5247), has
been overwhelmingly approved by the Senate and awaits House
action. An early House vote on this Conference Report is
anticipated.

On July 10, 1975, at a White House meeting, Mayor Landrieu

and other representatives of the Conference of Mayors were
promised a review of the Administration's position on counter-
cyclical aid legislation. This matter has been pending in

EPB since that time. To date, Mayor Landrieu has not received
an official response from the Administration. A draft letter
has been prepared by Treasury and OMB. While we had urged
delay while the conferees attempted to gain agreement, there
is no longer any reason to hold off. 1In fact, should and must
be sent. As I indicated to you last night, the dispatch of
this letter has now been delayed due to an apparent dispute
over who should sign the letter. Simaon apparently refuses to
sign the letter and feels that Jim Lynn is the more appropriate
signator.

While the Conference of Mayors awaits a formal response,
Treasury has sent to the House Government Operations Committee
their views and position opposing the countercyclical aid
bill. This letter was approved by OMB.

As you know, the combined Public Works/Countercyclical Aid
Bill represents a likely veto target. 1In addition to fulfilling
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our commitment to Moon Landrieu, a decision must also be
made on the extent to which the White House will actively
lobby against inclusion of the countercyclical aid provision.
It is likely that a separate vote on the House Floor could
be obtained when the Conference Report is considered. The
manner in which this is handled could effect GRS renewal.

Attachments
1. Request of USCM for review of the Administration's
position
2. Proposed draft response
3. Treasury report to Congress on countercyclical
aid bill

4, Cannon memo to Seidman
























THE WHITE HOUSE

WASHINGTON

September 16, 1975

MEMORANDUM FOR: BILL SEIDMAN

FROM: JIM CANNO!

SUBJECT: Announceme of Presidential
' Countercyclical Aid Decision

I am informed that the Economic Policy Board will be
considering the announcement of the President's recent
decision on countercyclical aid. Ed Schmults' office
is drafting a letter from Secretary Simon to Mayoxr
Landrieu reiterating our stance.

I believe this would be a serious mistake and advise
against any announcement of that decision at this time
for the following reason:

The countercyclical aid legislation has not been sent

to conference; the bill remains at the Speaker's desk.
It is being held because the key Democrats involved
cannot agree on what to do with this legislation.
Without going into detail, the Mayors, ALF-CIO and
others are focused on serious Congressional problems—-—
problems representing a more formidable barrier to their
goal of attaining countercyclical aid than the position
of the Administration at the present time.

Question: Why should we announce now and give everyone
a target and excuse? Under the circumstances, the
President would be blamed for their failure to achieve
Congressional consensus on this program.

I recognize that such a decision will eventually have
to be announced. However, unless the decision must be
announced now, I urge delay.






THE WHITE HOUSE

WASHINGTON

January 23, 1976

MEMORANDUM FOR JIM CANNON

MAX FRIEDERHDORF
FROM PAUL MYER
SUBJECT : House Actioh on

Countercyclical Aid

As noted in previous memorandums, the House will soon be
taking up the Public Works Conference Report, H. R. 5247,
which contains a provision to provide countercyclical
assistance to State and local governments with high unem-
ployment. This Conference Report has already been over-
whelmingly approved by the Senate. House Rules Committee
consideration is scheduled on Wednesday, January 28, and
Floor action is anticipated on Thursday.

Because the countercyclical provision was approved in the
Public Works Committee Conference, bypassing the estab-
lished committee procedures in the House (no hearings or
mark-up were held by the Government Operations Committee
which has jurisdiction over this legislation), it is sub-
ject to a point of order. Although the Leadership will
seek a rule which waives points of order, an alternative
rule to allow a separate vote on this specific provision
would be more desirable and advantageous from the Presi-
dent's view. Nay votes could be attracted on both
substantive and procedural grounds.

As you know, the Admifistration is opposed to the counter-
cyclical aid bill and the total dollar amount of the Con-
ference Report makes it a likely target for a Presidential
veto. It is my strong personal view that the President
should not be faced with a veto decision on countercyclical
aid at this time. Thus, if it is possible to defeat this
provision on the House Floor, we should seek that result.
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There are a number of considerations which should be taken
into account. Given the initiative taken by the President
in his State of the Union Address with respect to renewal
of revenue sharing and the establishment of block grants,
our efforts should be directed toward building support for
his program and budget proposals. Specifically, for
example, the U. S. Conference of Mayors will be meeting in
Washington next Thursday and Friday. In fact, the President
will be meeting with the Mayors at the White House on that
Thursday. We hope to use these meetings to solidify the
Mayors' support for the President's legislative proposals.
However, I believe our efforts would be seriously undercut
if their major concern were a Presidential decision on
countercyclical aid -- a matter which has always been a

top priority of the U. S. Conference of Mayors. The defeat
of countercyclical aid by the House of Representatives
would remove this factor for the short term. Of course,
countercyclical aid would remain an issue and become
entangled with General Revenue Sharing renewal. However,
in the event this legislation were vetoed by the President,
we would be in the same situation. Consequently, I think
it serves both the President's long- and short-term interests
to have the House defeat countercyclical aid.













































































