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is possibly beneficial for future productivity increase; high demand for
the output of a low-productivity sector generates a financial incentive
for increased productivity in that sector.

Thus, at least part of the recent productivity slowdown has been
caused by identifiable factors likely to change in the next few years.
Demographic factors will become less adverse in the next five years, and the
disruption caused by energy price change should induce increased productivity
‘as new capital/fuel combinations are put into place. In the next 10 years, the
American economy should provide more productivity improvement than it
has in the last 10, although rates of productivity increase will probably be
lower than in the 1948-1966 period.

Policies for Productivity Improvement

Part of the productivity slowdown is explained by demographic
factors and shifts in preferences which should be allowed to work through
the system. But lower productivity growth makes it necessary to push
barder in the areas where governmental action can produce results. Here
we list a number of programs for adding to productivity beyond the
increases resulting from market changes.

1, Encouragement of Investment

Addition to the capital stock is one of the primary sources of produc-
tivity growth that can be stimulated by Federal policy action, Some of the
proposals that the Administration has put forward to increase investment
and growth in the capital stock include: ‘

. Increases in the investment tax credit for businesses and
individualsl

1/ A proposal for making the temporary 10% investment tax credit perma-
nent was made in a White House statement on October 6, 1975, and in the
1977 Budget. This proposal also included extension of the lower 20% and 22%
tax rates on corporation income, and a lowering of the highest corporation tax
rate from 48% to 46%. In the new tax reform act, the investment tax credit

is continued through 1980 at 10%, and the 20% and 22% corporation tax rates
continue; the highest corporate tax rate remains at 48%.
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. Reductions in the corporate income tax ratel

. Integration of corporate and personal income taxation?

. Decreases in estate taxes on family farms and busines ses3
. A broadened stock ownership pla.n4

. Elimination of taxation and dividends paid to nonresident

aliens and foreign corporations5

These policies stimulate investment both by increasing the return
on investments and increasing the supply of funds available for investment
purposes. An increase in the investment tax credit, which was formerly
7% and has been temporarily raised to 10%, strongly encourages new invest-
ment., Explicit reductions in the corporate income tax or the reductions
implicit in the integration of the corporate and personal income tax systems
would also lower the cost of capital, increase the funds available for invest-
ment and thereby raise productivity.

The Administration plan for increases in investment includes
continuation of present policies to encourage the building of new plant and
equipment, such as the 10% investment tax credit, Further initiatives
that have been passed over by Congress include a reduction of corporate
tax rates.

1/ See previous page.

2/ Limited integration of corporate and personal income taxes was
proposed in testimony of Treasury Secretary Simon before the House

Ways and Means Committee, July 31, 1975.

3/ Liberalization of installment payment schedules and special valuation
rules for estate and gift taxes on family farms and businesses were
proposed in the 1976 State of the Union Message. A version of these
proposals was enacted in the new tax reform bill,

i/ The proposal for income tax deferral on funds invested in stock
ownership plans was made in the 1976 State of the Union Message,.
5/ Proposed by Treasury Secretary Simon in testimony before the House

_Ways and Means Committee, July 8, 1975,
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In the long run, however, piecemeal measures to counteract the
distortionary effects of the current structure of double taxation on
corporate earnings must be discarded in favor of complete revision of the
tax law., Income from all sources, including wages and profits, should be
taxed at equal rates at the time they are earned, The myriad of tax
preferences and special considerations that create financial incentives
which do not match the economic incentives of maximum output and minimum
cost must be eliminated. Such a simplified and equitable system can be
achieved only through the integration of the personal and corporate tax
systems.

2. Promotion of Technical Progress

Federal policy can also play an important role in increasing produc-
tivity by promoting programs that increase the production of new ways to
produce output at lower cost, and the implementation or demonstration of
these new ideas. ' ‘

Increases in expenditures on research and development can halt the
slide in this area since the mid-1960's and increase the contribution of
technical progress to productivity. The fiscal year 1977 budget proposed
increases of about 20% in National Science Foundation support for basic
research, and an increase of 26% in direct R&D obligations by the Energy
Research and Development Administration. Although only a small fraction
of research undertaken yields results that have economic applications, the
few that do can generate such large cost savings and productivity increases
to make expenditures on all the projects worthwhile. Development of well-
known technologies and the demonstration that they are economically
feasible is also important for productivity increase.

3. Policies to Promote Efficiency

In some areas of the economy, the proliferation of governmental
regulations has resulted in low productivity. A number of steps have already
been taken by the Administration to promote competition and efficiency in
both the private and government sectors. These include:
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. Introduction of measures for regulatory reform in the
transportation industries, in the financial sector, and
in energy production and distributionl

. Programs of paperwork reduction and process reform in
a number of Cabinet agencies.

Regulatory reform is a particularly fertile area for changes in policy
that could generate gains in productivity. The interstate railroad, trucking,
and airline industries are currently required to provide high cost and little-
used services, many of which allow little productivity increase. Changes
in regulations that result in increased load factors have the potential to
increase productivity in these industries.

Deregulation of energy prices would raise average productivity in
two ways. First, it would increase output in energy extraction, where
productivity is much above average. Second, it would increase incentives
to use energy more efficiently, rather than being allocated to low-productivity
uses. In the case of natural gas, although the current FPC ruling on gas
prices is a step in the right direction, only deregulation will generate full
production and efficient use of natural gas.

Transportation and energy are only illustrative of the pos sibilities
for increased productivity improvement available through regulatory
reform. In general, reducing the number of rules instituted for the
protection of particular groups or maintenance of the status quo can revita-
lize the American business environment, increase efficiency and productivity,
and generate strong incentives for new investment in productive areas. ’

The National Center for Productivity and the Quality of Working Life
is conducting a number of experiments in productivity through cooperation
of management and labor and the reorganization of the productive process.

1/ The Railroad Revitalization and Regulatory Reform Act of 1976 was
signed into law in February of this year, Measures that have died in the
94th Congress, but will be introduced early next year, include the Aviation
Act, the Motor Carrier Reform Act and the Financial Institutions Act.

2/ The Federal Commission on Paperwork was created in 1975, In Novem-
ber, 1975, a 10% reduction in the number of forms for all agencies was
mandated, and this reduction was completed by July of this year. Current
directives include a 5% reduction in the number of man-hours spent on filling
out forms. In the future, an additional 15% reduction in man-hours is contem-
plated through a proposed program that includes changes in legislation.
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Many of these involve Federal agencies. Although the promising results
of some of these experiments are by no means conclusive, they will help
convince workers that productivity increases can result from increased
worker satisfaction, rather than just the speed-up of assembly lines.
The Administration will continue to support these experiments in produc-
tivity improvement, and will encourage larger demonstration projects in
the most promising areas,

4,  Balanced Growth

The general health of the economy also plays an important role in
determining productivity advance through increased investment and capital
stock growth, The economic environment most favorable for long-run
growth in capital is maintenance of output at the highest levels that do not
generate accelerating inflation. Underutilization of capital retards invest-
ment, for business is reluctant to add to the capital stock when present
plant and equipment is underutilized. However, an overheated economy
with accelerating inflation and increasing interest rates and risk premiums
will surely lower investment as well. The inflation-recession instability
of the recent past has substantially reduced investment spending.

The Administration is committed to a macroeconomic policy that
ensures the steady growth in output which will result in improvement of
business fixed investment without inflationary overexpansion and its
recessionary consequences.* In the long run, avoiding economic instability
will create the kind of environment in which business can plan for the future
with confidence and may be the most powerful tool available for increasing
the capital stock and productivity. '

%# The fiscal year 1977 budget proposed a program of reduced growth in
federal expenditures, reduction in the deficit, and stimulation of the economy
through additional tax reductions. This fiscal policy approach was aimed at
steady recovery and reduction of the rate of inflation,



NON-RUBBER FOOTWEAR INDUSTRY

STATUS REPORT

BACKGROUND

On April 16, President Ford determined that adjustment
assistance for the firms and workers in the non-rubber footwear
industry and for commmnities where shoe plants were located was
the appropriate action to take in response to the affirmative
finding of injury by the U.S. International Trade Commission
(USITC) on the escape clause petition filed by that industry.
President Ford also directed STR to monitor imports and other
economic conditions of the non-rubber footwear industry and
report appropriate reconmendations to him. He also directed
the Secretaries of Commerce and Labor to give expedited consider-
ation to applications for adjustment assistance.

Among other reasons cited for this decision, President Ford
noted the recent increases in production and employment the indus-
try was experiencing plus the buildup in order backlogs and the
rise in the number of plant reopenings then occurring. Reaction
by the petitioners to this announcement was generally negative
and quite skeptical regarding its potential effectiveness. In
the intervening months both industry and Congressional spokesmen
have maintained pressures for a reconsideration of this decision.
These pressures intensified recently in the face of industry claims
of a deteriorating situation for the domestic industry and continu-
ing increases in import jevels and import penetration. On Septem
ber 22 the Economic Policy Board (EPB) requested the Council on
Tnternational Economic Policy (CIEP) to chair an interagency group
to investigate this matter and to report on the following points:

1. Current status of the non-rubber footwear industry.

2. Current status of the adjustment assistance program.

3. Status report on the Adnministration's rhonitoring system.

The Senate Finance Committee on September 24--by letter to
the USITC--requested the USITC to reopen the non-rubber footwear

_ industry case. On October 5 the USTIC ordered that the case be
reopened.



STATUS OF THE NON-RUBBER FOOTWEAR INDUSTRY

Domestic production of non-rubber footwear has been in a
dowrward trend since the record levels of 1968. On a shorter
term basis production did turn up in mid-1975 in response to the
overall economic recovery. It continued this rise through March
of this year, touching 44.4 million pairs.* In the intervening
months to July, monthly production averaged about 40 million pairs.
In July, however, production fell off sharply to 31 million pairs.
Production did rise to 36.8 million pairs in August. However, the
July decline was greater than seasonal while the August upturn in
production appeared to be less than seasonal.

Imports, which have been on an upward path since the early
1960's, hit 307.5 million pairs in 1973. Over the past two years—-
on a monthly basis——imports hit a high of 42.3 million pairs in
March 1976. 'In the following four months imports dropped to
between 30-32 million pairs per month. In August they rose to
34.5 million pairs. The import penetration ratio has been well
above 40 percent this year, hitting just under 50 percent in July
and 48 percent in August.

On a year—to-year basis domestic production, employment and
imports are up in 1976 as compared with 1975. Through August
domestic production was up 18 percent and imports 37 percent.
Domestic employment through July, the latest date for which data
are available, was up 8 percent. Taiwan, which accounted for more
than one-third of U.S. imports of non-rubber footwear in volume
terms in 1975, has continued to expand its share of the U.S. market.
Its imports, mostly of low-value vinyl footwear, were up 77 percent
through the first seven months of this year as compared with the
canparable 1975 period. Imports from Korea, mostly men's leather
athletic shoes, were also up sharply. Those from Brazil rose
20 percent. Imports from Spain were virtually unchanged from last
year while those fram Italy actually declined by 20 percent.

Retail sales, especially for lower and medium priced footwear,
have been sluggish recently with same concern voiced regarding the
possibility of excessive inventory buildups. Spokesmen for domes-
tic producers, workers, and importers indicate the likelihood of
production slowdowns and import moderation through the balance of
1976. Some of these slowdowns can be attributed to the faster-
than-normal pace of production and imports in late 1975 and early

*A1]l production and import data are not seasonally adjusted. & A
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1976 anticipatory of a Presidential decision that would J_mpose
some form of import relief through higher tariffs or quotas in
response to the escape clause petition. Subsequent to this
decision some orders for domestic production may have been can-
celled.

In sum, it is quite probable that there will be a slowdown
in the pace of new supply (production plus imports) through the
rest of the year as campared with the first eight months of 1976.
However, the allocation of this slowdown between domestic pro-
duction and imports cannot be determined with any certainty at
this time.

STATUS OF ADJUSTMENT ASSISTANCE PROGRAM

Under the Trade Act of 1974 adjustment a351stance is avail-
able to flrms, cammmnities and workers. The Economic Development
Administration (EDA) in the Department of Commerce administers
the program for firms and communities while the Department of Labor
handles assistance for workers. Under the EDA program firms may
receive financial assistance in the form of direct loans, loan
guarantees, and technical assistance. Commumnities that are

eligible may receive the full range of EDA's program tools, which,
in addition to the above, also includes public works grants and
loans and planning grants. Department of Labor programs include
trade readjustment allowances, training, and job search and re-
location allowances. Both Departments established outreach pro-
grams to reach potential applicants in response to the President's
request.

Firms

Since the April 16 Presidential decision seven firms have
submitted petitions for certification of eligibility to apply for
adjustment assistance. Six have been certified as eligible for
assistance, three of whom had applied prior to April 16. No funds
have been approved as yet for the recently certified firms. Over
the one and a half year life of this program 17 firms have been
certified and three have actually received assistance. This
assistance has ranged between $700,000 and $1,000,000 per firm
and has been used for working capital and asset acquisition pur-
poses. Under the terms of its statute EDA can grant such assis-
tance only to those firms who can be expected to repay the loans.
Similarly, the Trade Act requires EDA to charge some three basis
points above the prime rate. Non-rubber footwear manufacturers
are generally not eligible for assistance under the reqular EDA
programs because of the "excess capac1ty“ provisions of that
agency's statute.



Communities

Under the Trade Act, to became eligible for assistance a
commumnity must demonstrate that increased imports of articles
like or directly competitive with those produced by area firms,
or the transfer of area firms (or subdivisions thereof) to foreign
countries, contributed importantly to declines in total production,
or sales, and employment of all firms in the community. In prac-
tice, this has been virtually impossible to demonstrate. There-
fore, no commmities have been able to participate in this program.
EDA has therefore been encouraging all commmnities with import-—
related problems to utilize its regular programs.

Workers

From April 16 through August 31, 1976, 45 petitions, affecting
7200 workers, have been received. Five petitions (840 workers)
have been certified while another five (545 workers) petitions
have been denied. These figures reflect an increase of 45 percent
in the number of petitions and 11 percent in the number of workers
affected over the comparable period in 1975. Thus far, worker
benefits fran the overall program, including workers in the non-
rubber footwear industry, have primarily taken the form of trade
readjustment allowances, which are supplements to worker unemploy-

ment payments.

STATUS OF MONITORING SYSTEMS

An interagency task force was set up in May under the chair-
manship of STR. It was composed of representatives from USITC and
the Departments of Labor and Commerce. After considerable discussion,
the task force agreed that data on production, employment and imports
already being collected would be sufficient for its purposes. It
was also agreed that the monitoring report would be prepared monthly
and would consist of a series of tables showing monthly, quarterly,
and annual data and comparisons. To date the monthly tables have
been updated four times. The monthly report is available about six
to seven weeks after the close of the reporting month. All reports
have been submitted to STR.

Attachments (A thru D)

October 6, 1976




































































































































THE WHITE HOUSE

WASHINGTON

FOR EPB EXECUTIVE COMMITTEE MEMBERS

The attached materials are for your
information.


















'EYES ONLY

MINUTES OF THE
ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

September 27, 1976

Attendees: Messrs. Simon, Lynn, Greenspan, Usery, Zarb, Malkiel
Penner, Kendrick, Gorog, Jones, Porter

4

1. Economic Qutlook

The Executive Committee reviewed the economic outlook, focusing
on the third quarter figures, the re-acceleration of economic activity

‘now underway, and the Troika II forecast for the fourth quarter of
1976 and calendar year 1977.

2. Economic Assumptions for the Current Services Budget

The Executive Committee reviewed and approved a set of economic
assumptions to be used in the current services budget.

EYES ONLY
RPB




THE WHITE HOUSE
‘“\\_\ WASHINGTON
September 27, 1976
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MEMORANDUM FOR EPB/ERC,EXECUTIVE COMMITTEE MEMBERS
FROM: ROGER B. PORTER AZ&4

SUBJECT: _Boycott Question and Answers

Frank Zarb has prepared two questions and answers on the boy~-
cott question which are attached for your information. These
have been cleared by State, Treasury, and Scowcroft.

Attachment



September 27, 1976 :

\

/
We have seen reports that the Saudi Arabian
Government has warned U.S. officials that the

passage of the pending anti-boycott legislation
would provoke another oil embargo. Do you have

~any comment on that report?

Saudi Arabian officials have not threatened an

embargo or other retéliatory action. Some Saudi
officials have said that passage of'the'anti—.
boycott legislation could very well make it
impossible for American oil companies to legally
do business in Saudi Arabia. That is, compliance
with some provisions of proposed anti-boycott
legislation could put them in violation of Saudi

Arabian law.

Are the Saudis right about the impact of the
proposed legislation?
I can't answer that question since it is still
unclear what will come from the Congress. The
Administration has opposed additional iegislation
as not being the most effective way to deal with
the boycott problem. Therefore, we will not

‘ .

comment further until we see what the Congress

actually produces in the way of a final bill.

R

u"‘

/’ﬂv. T

s
/

e
“
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some of the demand for one dollar bills. The coin would have
an average life of 15 years while the bill, costing 1.5 cents,
lasts approximately 15 months. Thus, it would take 12 bills,
costing 18 cents, to provide the medium of exchange service of
- one dollar coin, costing 3 cents. It would be highly specu-
lative, however, to attempt to project savings in $1 bill pro-
duction in view of the number of uncertain interrelated vari-
ables--e.g., if initially the dollar coin became merely a
numismatic item and did not circulate, production of $1 bills
would remain high and there would be little or no savings; at
the other extreme, if production of $1 bills were arbitrarily
stopped there would be a saving of about $25 million. This
savings would be partially offset by the increased demand for,
and therefore cost of, $2 bills. ' ‘

Seigniorage:

Seigniorage represents the proceeds received from the is-
. suance of coins at face value less the manufacturing cost of
those coins. It would increase from about $140 million to
$584 million annually upon adoption of the recommendations in
this memorandum, assuming an optimistic production rate of
600 million new dollar coins each year. Since seigniorage
does not represent income, but merely the net proceeds of an
alternative form of borrowing, it should not be considered in
evaluating the merits of this proposal.¥

ADVANTAGES:

1. The present dollar and half-dollar coins, being cumbersome,
do not circulate.

2. There is a need for a dollar coin for use in vending ma-
chines, which are being used to purvey more expensive mer-

ota

%X The economic effect of issuing coins is identical to that

of borrowing funds in the securities markets. Regardless

of whether the government issues a coin or a Treasury bill,
it receives "real" dollars in exchange for a negotiable in-
strument which represents agreement to repay at some future
time. Given the number of borrowing alternatives which are
available and the magnitude of that borrowing, the portion
which is accomplished through coin issuance 1is insignificant.



- chandise. The inconvenience of having to insert a large

number of quarters and other coins would be mitigated.
Mass transit service would be facilitated by conversion
to dollar coin changers, which are much cheaper and offer
greater security than dollar bill changers.

Inflation will gradually make it increasingly convenient
to carry dollar coins. ' '

Vending equipment manufacturers and operators have indi-
cated substantial interest in adapting their machines to
use the new coin, although it will likely take 3 to 4 years
after the passage of authorizing legislation to achieve
widespread application.

The dollar coin would reduce the requirement for dollar
bills and thereby result in cost savings to the Government.

DISADVANTAGES:

1.

The dollar coin's weight, carrying qualities, and pocket
sortability are inferior to the paper dollar, which may
lead the public to subordinate the dollar coin in their
choice for circulation except where they are heavily in-
volved with vending machines. Only 30 percent of present
vending machine sales are for 60 cents or more.

The public may perceive the coin an an acceptance of in-
flation and symbolic of the diminishing (literally, "shrink-
ing'") purchasing power of the dollar.

The public may assume that the availability of the coin
will cause an increase in the price of vending machine
merchandise.

Because of its value relative to other coins the new dol-
lar might be susceptible to counterfeiting (or slugging).
Vending machine and production technology, however, have
reduced this risk to minimal proportions. In fact, the
coin would be less susceptible to counterfeiting than the
one dollar bill.

CONCLUSION:

“If inflation continues the dollar coin will eventually

be needed to meet increasing median values for vending machine
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purchases. Since considerable time will be consumed in clear-
ing legislation and maneuvering it through Congress, and in
the vending industry's preparations to utilize the new coin,
the project should be initiated now to permit introduction of
legislation in the next Congress. Public demand may develop
by the time implementation can commence.

RECOMMENDATION:

That the Economic Policy Board endorse Treasury's proposal
and forward the attached communication to the President.

/zw

William






obviate its future usefulness. Despite expected resistance,
these coinage changes are worth pursuing.

The Board recommends that you approve Treasury's sub-
mission of appropriate legislation to the next Congress.

Attachment

Approve:

Disapprove:







The Ohio State data show that the major difference between
teenagers who had jobs and those who were unemployed was
that those who found jobs relied much more heavily on
friends and relatives.

More recent Department of Labor data supports the Chio State
findings. Almost 80% of unemployed teenagers contacted
employers directly while only 13% sought assistance from
friends and relatives.

Uneployed jobseekers by jobsearch methods used:

From Employment and Earnings: June 1976
Fethod Used as a Percent of Total Jobseekers

#tethods Public Private Emoloyer  Placed Friends :
Used Employment Employment Directly = or or . Cther
Agency Agency Answered Relatives Methods
: Ads
Teenagers 1.4 16.2 4.0 78.1 24.7 13.4 4.3
20—~ Over 1.6 29.8 7.5 68.4 32.1 15.7 8.7

The types of jobs that teenagers apply for usually do not
warrant sophisticated job search methods such as the use

of employment agencies or advertising. The relatively more
successful teenager has found that friends and relatives
are a valuable source of information.

Despite the high unemployment rates, the low average duration
of unemployment suggests that the teenage job market is rela-
tively efficient. Large numbers of entrants and reentrants
tend to raise frictional unemployment rates. The problems
seem centered on minority inner city groups located in areas
where teenage job opportunities are limited. The fact that
this group relies heavily on direct employer contact as

their primary job search method suggests that policy programs
which work through prospective employers might be an effec~
tive way of reaching the target group of disadvantaged
teenagers.
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EYES ONLY

MINUTES OF THE
ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

September 22, 1976

Attendees: Messrs. Seidman, Greenspan, Richardson, Usery, Dixon,
Kearney, MacAvoy, Katz, Porter, Kasputys, Jones,
Hormats, Rosenblatt

1. Youth Unemployment

The Executive Committee approved a question and answer on what
the Administration is doing to address the problem of teenage un-
employment for use by Administration officials in responding to
queries on this subject.

2. Job Creation Forecast -

The Executive Committee discussed inquiries regarding the
President's announced jobs goal of creating 2-1/2 million jobs
every year with emphasis on our youth, especially the minorities.

Decision

The Executive Committee requested CEA and Treasury to prepare
a statement on the issue for review by the Executive Committee.

3. Tax Bill

The Executive Committee discussed the timing of when the tax
bill will reach the White House and the content of a Presidential '
statement on it. A draft statement was distributed to Executive
Committee members who were requested to provide their com-
ments on it to Mr. Seidman's office by noon today.

4. Monitoring Shoes

The Executive Committee discussed the need to review several
factors relating to the shoe industry, including: (1) domestic

EYES ONLY
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production, shipments, employment, investment, and imports;
(2) the status of adjustment assistance petitions; and (3) the
status of the Administration's monitoring efforts.

Decision

The Executive Committee requested CIEP to chair an interagency
group to prepare a status report on the shoe industry for Executive
Committee consideration the week of September 27. The status
report should include the best available information on domestic
production, shipments, employment, investment, and imports;

the status of adjustment assistance petitions; and the effectiveness

of the Administration's current monitoring efforts. The task force
will include representatives from the Departments of Treasury, State,
Commerce and Labor, CIEP, STR and the USITC.

U.S. Maritime Policy

The Executive Committee reviewed a memorandum, prepared by
an interagency task force, on proposed changes in the administra- _
tion of cargo preference. The discussion focused on the merits

of each of the proposed changes in the administration of cargo
pPreference, recommendations to assist the maritime industry
which Congressman McCloskey recently submitted to various
Administration officials, recent technological innovations which
have benefited the U.S. industry, and the upcoming address by
Secretary Usery at the Propeller Club in San Diego on October 14.

- Decision

The Executive Committee requested Secretary Usery to prepare

a draft of his speech to the Propeller Club in coordination with the
Department of Commerce for review by the Executive Committee
the week of September 27.

The Executive Committee members were requested to provide
Mr. Seidman's office with their comments and suggestions on the.
draft options paper.

EYES ONLY

RBP





