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THE WHITE HOUSE

WASHINGTON

May 15, 1975

ECONOMIC AND ENERGY MEETING
May 16, 1975
11:00 a.m.
Cabinet Room

From: L. William Seidman ZEQAFS; :

PURPOSE

A. To consider energy legislation and administrative
actions.

B. To review the strip mining legislation.

C. To briefly consider the revised budget and economic
- assumptions.

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

A. Background: This meeting is designed principally
to consider energy related issues. A memorandum from
Frank Zarb on next steps on administrative decontrol
and imported oil fees is attached at Tab A. A memor-
andum from Jim Cannon on the recently passed strip
mining legislation is attached at Tab B. Alan Green-
span has asked that you briefly consider at today's
meeting a new CEA recommendation on the economic
assumptions for the revised budget estimates in light
of their work on the forecast since the March 13
Economic and Energy meeting. A memorandum from Alan
Greenspan on the issue is attached at Tab C.

B. Participants: The Vice President, William E. Simon,
L. William Seidman, James T. Lynn, Alan Greenspan,
John T. Dunlop, Frank G. Zarb, Arthur F. Burns,

: Donald Rumsfeld, Robert T. Hartmann, John O. Marsh,
Max Friedersdorf, James M. Cannon, Richard L. Dunham.

C. Press Plan: White House Press Corps Photo Opportunity.




III.

AGENDA

A.

Energy Legislation and Administrative Actions

Frank Zarb will review the next steps on admin-
istrative decontrol and imported oil fees.

Strip Mining Legislation

Jim Cannon will review the key issues in the
recently passed strip mining legislation.

Revised Budget and Economic Assumptions

Alan Greenspan will briefly review the forecast
options for the June 1 budget revision.



FEDERAL ENERGY ADMINISTRATION
WASHINGTON, D.C. 20461

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Decontrol and Import Fee Options

FROM: Frank G. Zarb
THRU : Rogers C. B. MoYton )
BACKGROUND

The basic issues to be resolved are the submission of a
decontrol plan to the Congress and the imposition of the
second dollar of import fees. In your April 30 statement

on these issues, you directed the Federal Energy Administra-
tion to take steps to decontrol old oil over a 25 month
period and announced postponement of the second dollar on
the import fee for about another month.

Actions on Decontrol and Second Dollar Since April 30

*The FEA issued a notice of proposed rulemaking, completed

an inflation impact assessment, and has conducted public
hearings on May 13-14 on phased decontrol of old oil.
Consumer, industry, and regional positions at the hearing
were quite mixed, but predictable, and there are indications
that consumer organizations are likely to litigate our plan.
The decontrol plan cannot be submitted to the Congress before
Friday, May 16, and either House can override the plan by a
majority vote within five days.

The decontrol situation is complicated by the timing of the
Congressional recess. While we believe that parliamentary
tactics could forestall a Senate vote within five days and
could be completed before recess, there is a legal question
involving possible House action. The House will be in
session but not meeting on May 16, and will probably recess
on May 22. If the days when it will not meet and Saturdays
count as legislative days, the five day period could be
completed prior to recess. If not, action will be delayed
until after June 1. The five day question would be moot if
a vote occurs before the recess, as is likely.

OFFICE OF THE ADMINISTRATOR



The second dollar import fee has been delayed indefinitely
by the amended proclamation and affirmative action would be
required to impose any additional fee. No vote has been
taken to override your veto of the bill which would prohibit
any import fee after January 15, 1975, but such a vote would
be likely if another dollar is imposed.

Congressional Action to Date

The House Ways and Means Committee narrowly reported out a

bill for consideration by the full House. It contains an
import quota, gasoline tax, automobile standards and efficiency
tax, industrial tax on o0il and natural gas, an energy trust
fund, tax breaks for insulation, coal mines, railroads, etc.
The bill has several major shortcomings:

Places heavy reliance on a gasoline tax (up to 23¢/gallon
or almost $10 per barrel).

Does not allow for a tariff on imported products higher
than crude oil tariff (to protect domestic refining
capacity).

Contains no windfall profits tax, which is vital to
implement decontrol.

Taxes on other than gasoline are too small, take effect
too slowly, and have too many exemptions. They start

in 1977 at 17¢ per barrel and rise to $1 per barrel by
1982,

An energy trust fund is established.

The Commerce Subcommittee on Energy and Power has reported a
bill for full Committee markup. The bill takes a major step
towards decontrol and provides authorities for development of
an emergency storage system. The decontrol proposal includes:

Decontrol of old oil gradually in about 3-4 years.

Windfall profits tax starting at $7.50 for new oil,
but with a liberal plowback provision for domestic
exploration and development.




- Decontrol of tertiary recovery, with exemption from
windfall tax.

- Slow phase-out of windfall tax.
However, there are several objectionable provisions, including:
- Permanent extension of the Allocation Act.
- Use of the allocation program to cut gasoline use.
- Congressional preapproval of emergency measures.
There are several areas of major overlap and inconsistency
between these two House bills. There has been no further
progress in the Senate, and no progress is likely between

now and the recess.

Expected Events in the Next Week

The Ways and Means bill could be considered by the full House
next week, although it may be delayed for political reasons or
to rationalize it with the Commerce Committee legislation.

The Commerce Committee will probably markup the subcommittee
bill, but is not expected to finish next week.

In either case, the bills are probably going to be considerably
modified and made more objectionable as they proceed through
the House. There will be attempts to substantially reduce the

* gasoline tax and tariff provisions in the Ways and Means bill.
It is also possible that the decontrol plan may not survive the
full Commerce Committee (it was decided by Chairman Dingell's
vote in the Subcommittee).

OPTIONS

Decisions are required on implementation of decontrol,

imposition of additional import fees and the timing of these
actions. It does not seem reasonable to do nothing on either
measure or to propose immediate implementation of both. Although
there has been a lot of activity, Congress has clearly not pro-
duced anything acceptable in the last month and taking no adminis-
trative action would be an unacceptable sign of fear of unfavorable
Congressional action and lack of Presidential leadership. Moving
immediately on both measures only increases the probability of
strong partisan response and adverse Congressional action. The
options, then, are only which of the two measures will be put
forward first.
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Option I: Defer submission of the decontrol plan, but impose
the second dollar import fee on June 1

Under this option a final decision on decontrol would be
deferred until early June, but the import fees would be
increased while the Congress was on recess. This action would
be based on the favorable action taken by the House Commerce
Subcommittee on decontrol, but the unacceptability of several
aspects of the House Ways and Means bill reported out earlier
this week.

Pros

-- Avoids high likelihood of decontrol disapproval by a
simple majority of either House.

-~ Leaves more time for House to act on decontrol.

-- Rewards Chairman Dingell, but keeps pressure on full
Committee and the House.

Cons

-- Delays action on the more important of your two
proposals. :

-- If the tariff vote is lost, we may never be able to
get decontrol administratively.

Option II: Send up the decontrol plan, but defer action on
increased import fees pending the outcome of the
vote on decontrol

This option would delay the tariff decision until after both
Houses acted on decontrol.

Pros

-- Provides maximum pressure to get decontrol.

-- Can use tariff delay to gain New England delegation
support for the proposal.

'-- Moves forward on most important administrative action.

Cons

-~ Can be a major political setback by simple majority
vote to disapprove by either House.



RECOMMENDATIONS

We recommend that no final decision be made or announced before
May 22, so that Congressional action or inaction in these last
few days before the recess can be used to our advantage rather
than theirs.

Our highest priority must be to achieve o0ld o0il decontrol rather
than imposing additional tariffs, although we still would want
both. By the same token, our next action must also be the one
with the greatest chance of not being reversed in the Congress.

Decontrol will be hardest to sustain because it will require a
large number of House Democrats to vote for your proposal. Yet

a coalition of Republicans, oil state Democrats and the New England
delegation might be put together.

While we recommend you make no decision today, however, a likely
program for the coming days may be as follows:

1. Determine if we could muster sufficient strength from
the New England delegation and oil states delegation
to sustain our Administrative decontrol program. It
is likely that to win New England delegation support
they would ask for indefinite delay of the second dollar.

2. Should we determine that sufficient voting strength could
be put together to sustain your Administrative program
on decontrol we would proceed with that element and |
hold up additional import tariffs at least until late
summer.

3. In the event it is clear we will not have sufficient
support to sustain our Administrative decontrol program
at this time we will recommend imposition of the second
dollar on June 1.

If you concur with this approach we will proceed to consult with
appropriate Members of Congress without making final commltments
with respect to the tariff decision. -
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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

May 15, 1975

MEMORANDUM FOR WILLIAM MAN

FROM: Alan Greenspan/
RE: The Forecast Options for the June 1 Budget Review

In the June 1 budget review the decision has been
made to assume (a) that the 1975 tax reductions will not
be extended into calendar 1976; and (b) expenditure levels
that are consistent with the President's program. Most
econometric forecasting techniques would translate these
budget assumptions, rather mechanically, into a significant
slowdown in the recovery during 1976. This would be
reflected in a slowing in the rise of real gross national
product and employment, and a correspondingly slower reduction
in the rate of unemployment. )

The growth rates produced would be unrealistically
low and it is desirable to propose higher and more likely
rates of recovery. This approach would also open up some
very useful public debate on the validity of the typical
forecasting presumption that government fiscal and monetary
policies are the major determinants of changes in business
activity. We should not acquiesce in this dubious proposition
because we would open ourselves to the possibility of far
greater and deeper involvement of governmental planning in
the private economy and perhaps even add (implicitly) to
the support for measures .such as the Humphrey-Javits bill
which would create an Economic Planning Board. '

There is a great deal of flexibility in the forecasting
techniques and room for a good deal of judgement. However,
a credible forecast of unemployment, based upon the policy
assumptions of the June 1 budget review, still leaves us
with an estimated average level of unemployment for calendar
1976 which ranges between 8.1 and 8.3 percent, but with rates
falling below 8.0 percent by late 1976. It will not be easy

Oto support the credibility of a forecast which is below this
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range. The Council of Economic Advisers recommends that a

8.2 percent average rate of unemployment for calendar 1976

be incorporated into the forecast. This implies a 7.7 percent
rate by the end of the year..





