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A PROGRAM TO CONTROL INFLATION
IN A HEALTHY AND GROWING ECONOMY

Although our economic system remains sound and strong,
with its basic vitality intact, the economy is experiencing
severe difficulties. Inflation is far too high. Too many
people are having trouble finding employment. The financial
markets are out of kilter. Interest rates are exorbitant.
Housing is suffering badly. The productive capacity of the
econonmy is expanding too slowly.

The origins of these problems are complex. Part of the
problem grew out of several ‘international shocks:

-—- The disastrous world-wide drop in crop production
in 1972, which sent food prices soaring.

-- Two international devaluations of the dollar, which
made the United States a more attractive .source for
other countries ta@ buy scarce materials.

-- The tripling of crude o0il prices, which exerted a
powerful and pervasive effect on our entire price
structure.

Here at home, a long period of excessively stimulative
policies created inflationary pressures that gradually and
inexorably mounted in intensity. With that condition pre--
vailing, the economy could not absorb the outside shocks;
rather, those have now been built into the system, deepening
and extending our problem. p

Twice within the past decade,in 1967 and in 1971-72,
we let an opportunity to regain price stability slip through
our grasp. Thus inflation has gathered momentum and has
become the chronic concern of producers and consumers alike.
Indeed, today inflation is the primary cause of our recession
fears.

-~ Consunmer confidence has been shaken, causing most
families to hold back on spending, as clearly
indicated by the lack of growth in the physical
volume of retail sales for the past year and a
half. 50
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-~ An "inflation premium” has been .added to "true"
interest rates, so that we now have mortgages at
9-10 percent and corporate bonds at 10-12 percent.
This has warped our financial markets, including
the stock market, which were structured for an
economy with a relatively stable price level.

Another development that has created a serious economic
imbalance is the fact that our civilian labor force has been
expanding rapidly. For the size of our labor force, there-
fore, we are short on capital-equipment. During this same
period, the effectiveness of price controls in certain
sectors -- e.g., steel, paper and other basic materials =--
created specific bottlenecks that limited the producticn
capacity of the entire economy. As a result, unemployment
was higher than it otherwise would have been. Also, the
dampening impact of price controls on profits held back new
capital expansion programs in some of these vital industries.

Thus, because our problems are complex, it is clear
that our program to deal with' them must be comprehensive.
It is also clear that the solution cannot be achieved
quickly. There are no simple, instantaneous cures for our
difficulties. Discipline and patience are the watchwords.

We must, therefore, have a strong policy of budgetary
and monetary restraint to work down the rate of inflation.
At the same time, we must provide the means for a healthy
long-run growth in the capacity of the economy, correct the
imbalances. that have developed in recent years, and see to
it that the burdens of this effort are shared on an egquitable
basis. Some further rise in unemployment appears prcbhable,
and we will take steps to deal with it. However, we can and
. will achieve our goals without a large increase in unemploy-
ment. There will be no economic depression in the United
States.

'AMENDING THE EMPLOYMENT ACT OF 1946

The Employment Act of 1946 makes it the policy of the
Federal Government to "promote maximum employment, produc-
tion and purchasing power." Although the words "purchasing
power" have sometimes been interpreted as meaning price-
level stability, it would nevertheless be helpful to clarify
the term and make explicit in the Employment Act the goal of—y-
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stability in the general price level. -The American people
have a right to receive from their government stronger
assurance that policies will be followed to safeguard the
purchasing power of their money in addition to policizs
that will provide abundant job opportunities and a rising
level of living.

We, therefore, suggest that the section of the Act
referred to above be amended to read as follows: ". . . for
all those able, willing, and seeking to work, to promote
maximum employment, maximum production, and stability of

the general price level."

INTERNATIONAL COOPERATION

There is much that we and other nations can do to
restore the health of the international economy. The
economic problems of one nation, as well as its policies
for dealing with them, affect other nations. Governments
thus have the responsibility’not only to maintain healthy
economies but also to formulate policies in a way that
complements, rather than disrupts, the constructive efforts
of others.

This is particularly true for major economic powers
such as the United States. Our policies to reduce inflation
and restore satisfactory growth are intended to contribute
to the strengthening of the international economy. We
intend, further, to work with others so that:

-~ We can ensure secure and reasonably priced goods,
particularly food and fuel, for all nations. :

-~ We can minimize national policy conflicts or dis-
tortions that direct resources away from their
most productive uses.

-~ We can provide early warning of potential shifts
in supply and demand so that nations can avoid
potential disruptions.

~-- We can try to harmonize national efforts in such
areas as conservation, investment and balance of

payments management.
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A small delegation led by Ambassador Eberle departed
today for Canada, Europe and Japan to discuss the policies
described herein and to explore how we can better address
and resolve common problems in a mutually supportive
fashion.

A cornerstone of our international efforts is the
multilateral trade negotiation scheduled to begin this
fall. Passage of the Trade Reform Act will provide the
United States with an opportunity to help improve the inter-
national trading order ,and to ensure that United States
interests are well served therein. Without this bill, the
United States will be regarded abroad as lacking the tools
or the interest to build multilateral solutions to pressing
economic problems. With it, the United States can play a
leadership role in negotiating guidelines to reduce distor-
tions of trade and investment that force workers or farmers
in one nation to pay for the economic policies of another
nation. We can also work toward a multilateral system of
safeguards that provide for temporary —-- but only temporary --
limits on imports when there is a need for certain industries :
to adjust smoothly to econemic shifts.

FOOD AND FIBER

Food prices are of major concern in our fight against
inflation.. Because of weather problems and heavy demands
from arourid the world, food prices are anticipated to increase
at an annual rate of 10 percent or more over the next 18
months. Only by expanding farm production, improving pro-
ductivity, and containing foreign demand can we hope to reduce
the ' rate of increase.

Increased production offers our brightest hope for
combating inflation, and we are committed to a program of all-
out food production. There are presently no government restric-
tions on planting of wheat, feed grains, soybeans and cotton
(excluding extra-long-staple cotton). To remove restrictions
on rice production, we support pending legislation, but with
a noninflationary target price. In addition, new legislation,
which we support, has just been introduced to remove restrictions
on the production of peanuts and extra-long-staple cotton.

Farmers must be assured of adequate supplies of fertilizers
and fuel. The Secretary of Agriculture has been directed to
work with the interagency Fertilizer Task Force to establish a
reporting system. Fuel will be allocated if necessary. BAuthority
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will be sought to allocate fertilizer, if that is needed.
We will work with fertilizer companies to initiate volun-
tary efforts to reduce nonessential uses of fertilizer,

Over the past weekend the Federal Government initiated
a voluntary program to monitor grain exports. We can and |
shall have adequate supplies at home, and through coopera-
tion meet the needs of our trading partners abroad. A
committee of the Economic Policy Board will be responsible
for determining policy under this program. In addition, in
order to better allocate our supplies for export, the
President has asked that a provision be added to Public
Law 480, under which we ship food to needy countries, to
waive certain of the restrictions on shipments under that
Act on national interest or' humanitarian grounds.

The U. S. Department of Agriculture and the National
Commission on Productivity have been directed to help reduce
the cost of food by improving efficiency in the agricultural
sector. The Department and the Council on Wage and Price
Stability will review marketing orders to insure that they
do not reduce food suppligs. Government regulations will be
examined to elimiate those that interfere with productivity
in the food processing and distribution industries.

Upward oressure on U. S. food orices will be reduced bv
helping developing nations to become more self-sufficient,
We will share our advanced agricultural technology and aid
in the construction of new fertilizer plants. We will
support food reserve and emergency food aid programs. We ‘are
also taking steps to assure that the burden of the current
tight feed grain situation is equitably distributed.

. While increased food supplies are the only effective
weapon against higher food prices in the long run, it takes
time to grow those suvnplies. We cannot expect to see
immediate benefits from the initiatives outlined here. We
can, however, be confident that policies to maximize food
and fiber production and to restrain food price increases
are being pursued wvigorously.



B}

1.

II.

life’_,”, s X

. _- - _l . ~>;. \1 7,, "’.’— 7 - :
General Statement Ioare

Expensive petroleum from insecure foreign sources
jeopardizes national security, increases worldwide
inflation and places strains on the international
financial system. Therefore, in order to reduce United
States dependence upon foreign supplies of energy, the
President has decided upon the following program to
meet the current energy challenge.

The immedicte objective is to reduce oil consumption
one million barrels per day by the end of 1975 below
what it would have otherwise been without affecting
industrial output. This energy program calls for both
mandatory and voluntary action.

el 1f immediate reductions are not achieved through the
energy program presented today, the President will seek
more stringent means to insure that United States
dependence is reduced. s

Develop a new conservation policy

.During the embargo last winter, Americans responded
to energy conservation voluntarily. Now, though the
crisis is less obvious, Americans must continue to apply
voluntary restraint in the use of energy. As part of
our continuing effort to conserve energy, the individual
American and the American Industry and Government must
think and act conservation, of not only energy but also
Yesources and commodities that are used in our day to day
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Specific Program
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- A. Submit Legislation to Require Use of Coal and
o Nuclear for New Electric Power Generation
and Conversion for Existing Plants

The Administration's policy is to eliminate oil
and natural gas fired plants from the Nation's mainland
baseloaded electric capacity where it is feasible to
convert to coal or nuclear without endangering public
health. A meeting of representatives from the utilities
the coal and nuclear industries, state regulatory ]
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commissions and the relevant Federal agencies will
be called by FEA to establish within 90 days a
schedule for phasing out enough oil-fired plants
to save 1.0 million barrels per day and to

provide a list of actions required to ensure that
the schedule is met. Any legislation necessary to
accomplish this goal will be submitted afterwards.

Relevant considerations 1nherent in such a
program are as ‘ollows:

-- Potential for Conversion y : s

Existing oil and gas plants that are convertible .75 MM b/d

Future plants (before 1980) scheduled i
for oil or gas (30,000 MW) 1.0 MM b/d

Total 1.75 MM b/d
Goa¥allowing for cases where
conversions will not be attempted) 1.0. MM b/d
-- Costs

A. Because future plants are in varying stages of
_planning and development, total cost of one
million barrels per day conversion is not known.

-—B+ - However., renort from utilities included in
- %existing plants'" category above indicates
that 750 thousand b/d conversion costs total $106 °
million. It should be noted that these
. costs are considerably lower than what it
would cost to continue burning oil at current
world prices.

--I1llustrative Comrarison of Cost of Using Coal vS. 011
(based on 1 million barrels/day),

$ 6 million (at $25 ton)

]

1 Cost of coal

fl

2 Cost of residual $12.0 million/day (at $12.00 barrel)

3 Savings $6.3 million/day or $2.2 billion/year

bk fuis
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-+ There are approximately 500 coal fired units that will
not meet state regulations as of June of next year.
However, most of these could meet the Primary air quality
standards (i.e. standards to protect human health). '

~ These plants
use 185 million tons (1/3 of the nation's total coal
consumption) of coal per year. This program would
allow these plarts te continue to burn coal, thus
easing additional pressure on o0il supplies.

B. Defense Production Act i

The Defense Production Act will be used selectively to ensure
sufficient supplies of scarce materials needed for energy
development projects. This Act was recently invoked to give
priority to the delivery of supplies to expedite construction
of the Trans-Alaskan pipeline terminal facilities.

C. = Automobile Industry must Develop Program for Gasoline
Savings ‘ o j

‘ During the past two sessions of Congress, legisla-

tion to require fuel saving on new automobiles has been

considered. Pursuant to the Energy Supply and Environmental

Coordination Act of 1974 a specific study of one aspect

of this question is now underway. Unfortunately, the sum

total of legislative requirements on automobile manufacturers

has often caused confusion, additional cost to the consumer

and unworkable deadlines. Therefore, the President is

requesting the major automobile manufacturers to submit a

five-year schedule of their plans to produce more etficient

automobiles. Coals on efficiency for industry to meet will

then be established. 1If necessary, the President will

present legislation to the Congress for consideration.

»
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D. Iﬁdustry ﬁﬁst Conduét Energy Audit '
Savings Programs : ‘8Y _ _ ang pevelop

" During Fhe last six months, it has been demonstrated
time and again that individual companies can cut energy usage
gramatlgally. Nationwide, the potential savings for 'all
1pdgst;1es under a strict conservation program can be sig-
nificant. The President has requested the Secretary of Commerce
to develoon ener~nv use guidelines which will suggest ways for
industry to use energy more efficiently. The Sécretary will
also report on energy savings iq.specifiC'industries,and
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-communicate that information to businessmen across the nation.
In addition, the Commerce Department will monitor to determine
areas of energy misuse within industry, and suggest alterna-
tives to stop sucia waste.

]

E. "More rigid compliance with the maximum speed
l1imit of 55 miles per hour; suggest new
traffic contiol measures :

The 55 mile speed limit set by Congress earlier this
year has saved at least 250,000 b/d of petroleum. The
Administration will emphasize the importance of rigid enforce-
ment of this limit by State and local law enforcement agencies.
In addition, the President is directing the Secretary of
Transportation to work with State officials to suggest addi-
tional traffic control measures for conserving gasoline.

B Further Conservation within Government
The effects of energy conservation efforts within

government has been dramatic. Most agencies have far exceeded
their goals. However, governmental conservation programs will
be made stricter, and enforced more vigorously. As a top prior-
ity, a review will be made of all governmentally imposed
impediments to energy conservation, in so far as they adverscly
affect the day-to-day programs of both the government and the
private industry operations.

Specific actions mandated and underway, or to be
taken :

-- Thermostats lowered to 68 degrees in the winter
and raised to 78 degrees in the summer.

-- Lighting reduced in public buildings.
-- Speed limits on government vehicles reduced. .

---Cut backs ordered in the number of trips taken,
including miles driven and miles flown.

-- Car pooling locators to be set up within metropolitan
government bases.

-- Parking spaces to be allocated on a priority basis to
car poolers.

-- Smaller automobiles to be purchased to replace larger cars



/
bt 5 »'

-- Decorative lighting to be reduced.

——e—u__ =- Outside lighting to be reduced.

-- Voluntary Conservation Actions:

G. Reduce energv consumption in commercial buildings

The commercial sector of the economy accounts for
almost 157 of our total energy use. Studies have shown that
) commercial energy requirements can be significantly reduced by
- improved efficiency measures, and by taking positive steps to
reduce lighting, heating and air conditioning. A 10% reduction
.in this sector can save the equivalent of approximately
500,000 barrels of oil per day.

=== 3 @ p & |
H. ' Reduce energv consumption in residences

Residential consumption of energy accounts for approxi-
mately 207 of total energy use. Prudent use of heating and
air conditioning, tresduced usage of hot water, lighting and
appliances, and improved home insulation has the notential
for saving the equivalent of well over one million barrels
of oil per day. These steps would also, of course significantly
reduce energy costs for the consumer.

I. Reduce gasoline consumption

. e

About one third of all automobile travelconsists of com-
muting to and from work. If the average number of passengers
per commuter auto were to increase by one, a reduction in gasciin
usage of well over 500,000 barrels per day could be achieved.
The resulting lower consumption would also reduce the commuters
out-of-pocket costs for high priced gasoline.

‘ Regarding specific voluntary actions relating to (a);. (b)
and (c), the Administration will:
-- Encourage everyoné to lower thermostats in the
home in the winter and raise them in the summer.

-- Ask architects to design buildings with energy
conservation in mind.

-- Ask motorists to keep cars tuned and maintain proper
tire pressure.

-- Ask everyone to reduce temperature settings on hot
water heaters.
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Ask everyone to turn off pilot lights on furnaces
in the summer.

Encourage everyone to use ccld water for laundry.
Encourage the use of public transportation.

Urge an increase in the use of car pools. "

Urge reduction in use of nonessential home appliances.

Urge reduced use of stoves, refrigerators, televisions,
electric lights, washing machines.

Encourage home owners to insulate and install storm
windows.

Urge turning off outside gas lights.

Urge measures to increase the load factor on airline

Request state and federal regulatorv authorities to
eliminate rate schedules which encourage excessive
energyv consumption

The utility industry, under both state and federal

regulations, have often developed rate structures that
encourage increased energy consumption. Regulatory

“‘authorities should seek to design rate structures that
encourage maximum energy conservation, promote use of
generation capacity in off-peak periods, and only charge
individual categcries of users the cost of the power they
actually consume. .

K.

Natural Gas Supply Act

Natural gas is an invaluable source of clean, environ-

mentally sound energy. For fifteen years, the Federal Power
Commission has contrclled and kept low its wellhead price, and
thus reduced incentives to the development of new domestic
supplies. In 1957, new discoveries of natural gas totalled
approximately 22 trillion cubic feet. By 1972 this had fallen
to less than- three trillion cubic feet. 1In 1955 the U. S.

had a 22.5 year supply of gas reserves, and in 1972 only 10.7

years.
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8 g The ‘nation is now importing foreign liquefied gas
(LN@) at prices three times controlled domestic price. The
nation faces continued and increasing rates of curtailment

.of gas being supplied to current users, including gas for
agricultural precduction.

The only real solution to the supply problem lies in
deregulation of new gas, so as to stimulate production.

Legislation to achieve this result has long been
stalled in the Congress. This logjam must be broken, so
that domestic gas reserves may be identified and brought
into production as quickly as possible,

" Naval Petroleum Reserves - permit maximum
production zrom reserve =1 (EI1k Hiils) and
implement ftull scale exploration and develop-
ment of production capability of reserve 74
(Alaska) :

At the present time, two Naval Petroleum
Reserves, Elk Hills, California (NPR #1), and NPR %4 in
Alaska, could, if fully developed, provide significant
production capability. Elk Hills is about 503% developed
but needs further development to place it in a state of
readiness. It is estimated that production capabilicy
of 160,000 barrels per day could be achieved within
two months, witn the long term maximum efficient rate
of production at about 267,000 barrels per day. The
estimated potential of NPR #1 runs as high as 1.7 billion
barrels. The vast tract in Alaska, NPR #4, is largely
unexplored but offers a significant potential for
development. Recoverable reserves are estimated to
be as much as 3C billion barrels.

- The statutory authority for the naval petroleumréserv
and o0il shale is included in Chapter 641, Title 10,
U.S. Code. Key provisions in the authority provide that

the reserves shall be used and operated for:

(1) The protection, conservation, maintenance and
testing of the reserves. :

- s = mew m mim e et e — — - - e
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(2) The production of petroleum, gas, oil shale
or products thereof, whenever and to the
extent the Secretary of the Navy, with the
approval of the President, finds that it
is needed for national defense and production
is authorized by a jo.nt resolution of :
Congress.

The President is direc*ing the Secretaries of Defense,
Navy and Interior, within tlie next 90 days, to develop
proposals {including any needed legislation) directed toward
the exploration and development of NPR #4 -as rapidly as
possible.

M. Clean Air Act

The Clean Air Act Amendments of 1970 represent a landmark
in our preetess toward environmental protection, and definite
prog: .ss is being made in cleaning up the Nation's air.

C e

The “‘ct describes very stringent guidelines for
complia-~ze ov mobile and stationary sources. Many of these
goals a:e achievable as drafted. In some cases, however,
more flexibility is needed to achieve the objectives of the
Act «nd to allow use of coal, the nation's most abundant
domestic energy source. The amendments that have been
transnitted to the Congress by the Administration would
provide this needed flexibility to effectively respond
to the nation's energy problems without jeopardizing the
Act's health related requirements. Passage of all of
these amendments will not diminish continuing efforts for
a cleaner environment.

N. Surface Mining

Coal is the nation's most abundant and available energy
resource. The Administration has proposed and long supported
surface mining lecislation that would allow continued and ;
accelerated development of domestic coal reserves with 51
appropriate protection of environment values. '

o —y —
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Severe proplems'§till remain’ with some of the provisions
of the legislation which has passed both houses of the Congress.

Its enactment as now dyafted could involve not only serious
production losses but inflationary cost impacts throughout the
entire economy. ;

Secretarv Morton and his staff have been working closely
with the committee to resolve. the most important of these
problems, including surface owner protection provisions, funding
absolute prohibitions of mining in certain areas, unnecessarily
broad statements of nurposes, and orovisions for multiple
litigation that could delay or halt ongoing production efforts.

Nuclear Plant Licensing Bill

. The 9-10 years now required to bring nuclear power
plants on line must be yeduced. Towards this end, Congress
should pass the Nuclear Plant Licensing Bill which will
expedite licensing and construction power costs, and
accelerate U.S. =2ncergy self-sufficiency.

Windfall Profits Tax

Since 1973, the prices that may be charged for domestic
crude oil production have been strictly controlled by the Cost

of Living Council and the Federal Energy Administration (former-
ly the Federal .Energy Office).

Various measures are available to stimulate production
from our existing fields by adjusting these controls. Such
adjustments are needed on a priority basis, but they could
generate sudden profit increases for companies producing oil,

The Administration has proposed a windf i
tax that would cushion this shockpand reduce siii gigg;gz
and this requires prompt action by the Congress. Expeditious
enactment of this tax measure is necessary to maximize pro-
duction without undue enrichment of the industry. ity
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Q. Deepwater Port Facilities Act

Pending legislation would authorize the Federal
Government to grant permits for the construction and operation
of offshore oil terminal facilities. Such facilities would
allow imported oil to be transported more safely and
economically on very large crude carriers, and reduce tanker
traffic in the nation's already overcrowded harbors. It
would encourage the construction of domestic refineries and
thus lessen U.S. dependence on imported products from foreign
refineries. An extensive environmental impact statement
already prepared indicates that the amount of oil spilled
in the nation's harbors and coastal regions will be reduced
by these facilities.

R. Energy Research and Development Administration, ERDA

The President is urging to complete consideration of
legislation to create ERDA before the recess. ERDA's mission
will be to develop technologies for efficiently using fossil,
nuglear and advanced eneggy sources to meet growing needs
and in a manner consistent with sound environmental and
safety practices. The agency will have responsibility for
policy formulation, strategy development, planning, manage-
ment, conduct of the energy RGD and for worklng with industry
to assure that promising new technologies can be developed
and applied.

s. Accelerate 0il Leasing of Federal Lands on the Outer
Contlnental Shelf _ :

Prospects for large, new discoveries of onshore oil
and gas deposits in the lower 48 states are $mall. For this
reason, leasing of the Federal OCS must be greatly accelerated
with a target cof ten million acres annually in 1975. This
is an amount 5-times larger than the 2 million acres expected
to be leased during 1974; and 1974 in turn is twice the
acreage leased during 1973. To sustain this schedule it
will be necessarv to lease frontier areas off Alaska,
California and the Atlantic coast. The accelerated leasing
program will comnly with all provisions of the National
Environmental Policy Act, and every step will be taken to
insure that development will be carried out under environ-
mentally sound cenditions. The President has directed the
Secretary of Interior to meet with coastal state officials
to establish the program needed to rapidly develop Outer
Cont1nenta1 Shelf resources.
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T. Incentives to Secondary and. Tertiary Production

Under current technology, 65 billion barrels of oil
would be left in the ground in known reservoirs. Some
existing price controls have a tendency to discourage
increased production from existing oil fields, especially
declining fields. The President has directed the adjust-
ment of these contrels so as to maximize incentives to use
secondary and tertiary production methods in such cases.

U. Coal Leasing of Federal Lands

The government intends to complete steps to resume
leasing of federal lands in 1975 to develop the vast coal
resources underlying these lands. Increased world oil
prices have forced the nation to look to alternative
supplies of energy. The nation's most plentiful resource is
coal, with over 1.5 trillion tons beneath the surface of
Ametrica; public l2nds alone, contain 200 billion tons. The
President has directed Sgcretary of the Interior Rogers C.B.

"Morton to complete the requisite environmental impact
statements and move to establish a program for leasing coal
on Federal lands in 1975 that will insure the availability
of this resource when needed for immediate production.

V. Leasing Public Lands for 0il Shale and Geothermal
Develonment . e 4

Early this year, the government leased 18 tracts in
known geothermal arees. Ten of these tracts, located in the
Geysers Field of Northern California, can supplement efforts
on private lands that have already proven to be of commercial
value. The remaining tracts, in the Imperial Valley of
California, offer a testing opportunity--tapping hot,
mineralized water for commercial use as an energy source,

Early this year, four o0il shale tracts were leased in
Colorado and Utah which are expected to be of commercial
value., Developmental work, already underway, will assess
the economic and environmental feasibility of exploiting
this vast oil shale resource--estimated as containing
400 billion barrels of oil in the western United States.

The Administration will immediately re-evaluate the
government's 0il shale and geothermal leasing programs with
a view toward encouraging more rapid development of these
resources.
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W. Completion of Plans to Bring Alaskan Gas to Market

Exploration and development of natural gas in Alaska
is moving very rapidly. By next year, the basic information
"will be available to determine whether Alaskan gas should be
brought to the U. S. via a pipeline across Alaska or a
pipeline across Alaska and through Canada. In _response to
a congressional mandate, environmental and economic analysis
for each alternative is under way, and should be completed
early next year. With the completion of these studies
and plans, the President will determine whether and what
legislation is needed to expedite access to this large
source of environmentally clean energy.

S Y
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INCREASING THE PRODUCTIVE CAPACITY
OF THE ECONOMY

In the long run, the answer to inflation is an economy
with sufficient productive capacity to meet the demands of
its people. This growth can be accomplished in three inter-
related ways: First, through a better-trained, better-
motivated and healthier work force. Second, through a larger
and more productive stock of plant and equipment. Third,
through an increase in the operational efficiency of workers
and their equipment -- in short, by working smarter.

Increasing Investment. To accelerate the growth of
capital investment, the President is calling for an increase
in and a restructuring of the investment tax credit. The
credit will be increased from 7 to 10 percent; for utilities
the increase is from 4 to 10 percent. The restructuring of
the credit will eliminate existing restrictions that now limit
the incentive value 6f the credit and that discriminate un-
fairly between types of taxpayers and investments that qualify
for the credit. (See Tax Pgoposals.)

Strengthening the Capital Markets. The financial markets
are the centerpiece of our economic system. Healthy and ireely
functioning markets to bring together savers and investors are
crucial to the expansion of the nation's plant and equipment,
which in turn is essential to the creation of new jobs and
also to the growth of productivity that permits a rise in our
standard of living. Every American has a vital stake in the
vitality of our financial markets.

The most important thing that we can do to restore the
glow of health to our capital markets is to get control of
inflation. A rapidly rising price level is the  bitter enemy
of savings and investment.

As part of this anti-inflation effort, we will take a
step that will also have, of itself, a direct beneficial im-
pact on our financial markets. That step is to move toward
a balanced budget, and to end the drain that past deficits
have made on our capital markets. This would mean that more
of the savings generated by our private economy could be used
for new productive investment.

And in this context, we must also téke account of the
demands of the off-budget agencies of the Federal Government,
and Federal credit guarantees- (for housing, student loans, etc.)
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as well.

We must create a better environment in the financial
markets for equity capital. In recent years, corporations
have been unable to raise adequate new equity capital. They
have been adding heavily to their debt, however, and as a
result the capital structure of business has been getting
out of balance, with too much debt and too little equity.
This is especially true for our electric utilities.

As a contribution toward the solution to this problem and
also to improve the health of our financial markets and to
encourage investment, the President has proposed tax legis-
lation to provide that dividends paid on qualified preferred
stock be allowed as a deduction to the paying corporation.

The Administration also supports strongly the Financial
Institutions Act of 1973 (see Thrift Institutions), and the
securities reform legislation pending in Congress that would
authorize the Securities and Exchange Commission to establish
a national market system for securities transactions. We are
also working with the Congress- to revise the treatment of
capital gains and losses ih such a way as to increase effi-
ciency in the flow of capital.

In addition, we -support pending legislation to eliminate
the withholding tax on interest -and dividend income accruing
to foreign holders of U.S. securities. Elimination of this
would stimulate a larger flow of funds to. capltal markets in
the United States.

CREDIT ALLOCATION

. An issue that has been widely debated in Tecent years.
is whether or not the Federal Government should intervene
directly into the financial markets to require banks and
other credit institutions® to make more loans for socially
desirable purposes and+less for "unproductive" purposes. In
our view, allocation of credit by the Federal Government
would be highly undesirable. There is no basis for believing
that the Government could in fact allocate credit in a way
that was acceptable to the American people.

However, the Federal Advisory Council, a statutory body
that advises the Federal Reserve Board, has suggested con-
structive guidelines for credit extension by the banks on a
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voluntary basis. The Federal Reserve Board has endorsed
these guidelines, and expects comrliance by the banks.

ANTITRUST

The elimination of outmoded government regulation must
of course be accompanied by dedicated and vigorous enforce-
ment of the antitrust laws. Violation of these laws is a
serious crime. Only through maintenance of vigorous compe-
tition can we realize the benefits of less regulation. Our
efforts must be strengthened. We will focus particularly on
more effective enforcement of the laws against price fixing
and bid rigging. These types of activities which increase
prices substantially cannot be permitted.

Illegal fee schedules in the professions and in real
estate closings must also be eliminated. Such conduct will
be prosecuted to the full extent of the law.

To support this intensifjed enforcement effort, the

. President has asked for leqislative enactments in two areas.
First, we must increase the penalties associated with anti-
trust violations -- for corporations the maximum fine should

be increased from $50,000-to-$1 million while for individuals

it should be increased from $50,000 to $100,000. Second, we
must strengthen the investigation powers of the Antitrust
Division of the Department of Justice. This can be accomplished
by speedy passage of the Administration's legislation. now
pending before the Congress that would amend the Antitrust
Civil Process Act, and to provide laws which would give enforce-
ment agencies greater capability to detect bid rigging.

GOVERNMENT REGULATION o

The Federal Government imposes many hidden and inflation-
ary costs on our economy. _Laws and regulations have been put
into effect with little concern for the underlying costs.
Thesg billions of dollars of increased costs are passed on to
Amer1c§n consumers in the form of higher prices. A broad pro-
gram w11} be undertaken to attack this problem and to identify
opportunities for change. These proposals could save billions
gf dollars, which could then be devoted to more productive
investments. They would also reduce the visibility and impact
of government on the American people.

.Thg Council on Wage and Price Stability-will act aé a
continuing watchdog on the iInilationary actions of the Executive
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Departments and agencies to uncover laws and regulations

that raise costs and stifle economic flexibility and ini-
tiative. We need to eliminate or alter many restrictive
practices of the Federal Government in areas such as trans-
portation, labor and agriculture -- practices that unnec-
essarily increase the overall costs of goods and services.
Both the Conference on Inflation and the Joint Economic
Committee recommendations support this approach. The Council
will devote a very substantial part of its effort to this
function.

National Commission on Regulatory Reform. The indepen-
dent regulatory commissions, through their broad policy
determinations and individual case decisions, create a body
of regulatory policy separate and apart from that of the rest
of the Executive Branch. The President will submit legislation
to create a National Commission on Regulatory Reform to examine
the policies, practices and procedures of these Agencies and
develop appropriate legislative and administrative recommenda-
tions. 1Its membership should include Executive Branch,
Congressional, and private sector representation.

‘*Inflation and Job Imp;bt Statement. The President will
. require all executive .agencies to develop Inflation Impact
Statements to assess the inflationary consequences of major
legislation or regulations prior to the agency taking action.
Such an impact statement would sensitize government decision-
makers to the broader consequences of government activities,
and to the tradeoff of costs versus benefits in government
programs.

The President recommends that the Congress set a similar
requirement for itself. The proposed Commissign on Regulatory
Reform should examine the fea51b111ty of legislation requiring .
independent regulatory agencies to do a similar preanalysis
of their actions. - s

Speedier Adjudication and Proceedings. New approaches
are required to eliminate the interminable delays often
created before regulatory matters are resolved. The courts
and the independent regulatories are urged to develop new
approaches to assure prompt resolution of pending matters.
The Executive Branch will undertake a similar effort.

States and Local Governments. Other governmental units
are urged to undertake a similar broad program to bring under
control the inflationary influence of government at all levels.
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Enactment of Pending Legislation. There are several
important pieces of legislation now pending before Congress,
whose enactment would help to reduce the burdens now imposed
on the economy by government activities. These include the
Surface Transportation Act, the Financial Institutions Act,
Trade Reform, and the creation of a Paper Work Commission
to review the administrative "bookkeeping" requirements
levied by- government on the private sector. Congress is
urged to move swiftly to enact these measures.
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COUNCIL ON WAGE AND PRICE STABILITY

The Council on Wage and Price Stability will devote
primary emphasis to two functions: First, it will act as
a watchdog on the actions of the Executive Departments and
Agencies of the Government that raise costs and impede
competition. It will recommend needed changes in administra-
tive procedures, and changes in legislation where necessary,
to correct these practices.

Second, it will monitor wage and price movements in
the private sector. In general, the Council will carry out
this function by seeking the full, voluntary cooperation of
labor, industry, and the public to solve problems of mutual
concern. The Council will cooverate fully with the President's
new Labor-Management Committee. In addition, the Council
has the power to conduct public hearings and intends to use
it to explore the justification for price and wage increases,
as appropriate.

Among other duties thq Council on Wage and Price Stability
will work with the Cabinet Committee on Food and the Inter-
agency Fertilizer Task Force. Also, in dealing with snecific
sectors in which price pressures are particularlv virulent,
efforts will have to be concentrated on food, energy, con-
struction, medical care and primary industrial capacity.

The Council, however, will not be a wage and price control
agency. Controls do not stop inflation; they did not do so
the last time around nor even in World War II when prices
increased despite severe rationing.

. Indeed, controls can make inflation worse. They often
create shortages, hamper increased production, stifle growth
and cause unemployment. Ultimately, they can.cause the fixer
and black marketeer to flourish while decent citizens confront
empty shelves and long. waiting lines.

NATIONAL COMMISSION ON PRODUCTIVITY

Increased productivity -- working smarter to increase
the total economic output of our work force and equipment --
is a vital component of the drive to increase production.
This long-term goal will be pursued by a revitalized National
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Commission on Productivity. The Commission will also ex-
tend and deepen the drive to increase productivity in
government -- Federal, state and local. It is important
that government set a good example of leadership in this
effort, and we may be sure that there is no shortage of
opportunity for productivity in the operations of govern-
ment. The rest of its effort will be in the private sector,
with primary emphasis on meaningful programs at the plant
level. Special attention will be devoted to food, trans-
portation, construction and health-services. -

EMPLOYMENT ASSISTANCE

Increases in unemployment have raised the Nation's
unemployment rate to 5.8 percent in September. During this
period of high inflation and unemployment, there is a need
for Federal standby authority with minimal inflationary
impact, which will help alleviate the impact of unemploy-
ment should unemployment rates rise. Such action is neces-
sary to help alleviate unemployment problems in areas most
affected and to assure tha% the impact of inflation does not
unduly burden those workers least able to bear the costs.

The National Employment Assistance Act of 1974 would
respond to these needs by authorizing, during the next 18-
month period two programs which would begin to operate
should the national unemployment rate average 6 percent or
more for 3 months:

(1) A temporary program of income replacement known as
the Special Unemployment Assistance Program for experienced
unemployed workers in areas of high unemploymeht who have
exhausted all other unemployment compensation or who are
not eligible for such compensation; and

(2) A program of empléyment projects for these same
areas, known as the Community Improvement Program.

While the primary purpose of the two programs is to
alleviate the hardships of unemployment upon individuals,
it will also alleviate the adverse impact on those local
economies hardest hit by unemployment.

The unemployment assistance benefits serve to cushion
the effects of protracted unemployment by providing addi-
tional income replacement to workers who have either




: ~26~

exhausted their regular unemployment compensation benefits
or to individuals with a demonstrated labor force attach-
ment not otherwise eligible for unemployment insurance
benefits. Not only does this replace lost income, but it
provides workers with the time and opportunity. to look for
work consistent with their skills and experience.

The table below shows funds and services now available
under Unemployment Compensation laws and the Comprehensive
Employment and Training Act (CETA). It also indicates how
much would become available over a twelve month period for
current unemployment programs, and for the two new proposed
programs, at average national unemoplovment levels of 6 per-
cent and 6.5 percent. Title II of the National Emplovment
Assistance Act would make a further §$1 billion available if
national unemployment exceeded 7 percent on average for three
months or more.

5.8% 6% 6.5%
CETA Public Service Jobs i
PUndgs.vssssssensssse 91,015 mil. $1,015 mil.  $1,015 mil.
Jobs:.‘-.‘ﬂ.l‘l..l.... 170’000 170’000 1701000
CETA Other Training and
Employment
PUnGB8tcosenncss ceesee $1,700 mil. $1,700 mil. $1,700 mil.
Man Years:.icisossooss 380,000 . 380,000 380,000
Unemployment Benefits :
(current law) _ ‘
PaymentSt.ccceeoess ee $7,775 mil. $8,145 mil. $9,065 mil.
Beneficiaries:....... 7.9 mil, 8.2 mil. .9.2 mil.
. - {annual rate)
National Employment
Assistance Act i
Special Unemployment'
Benefits
PaymentS..eeeecss 5 b ———— $2,120 mil. $2,550 mil.
BeneficiarieS....... ——— 2.73 mil. 3.31 mil.
UI Exhaustees..... ———— (.83 mil.) (1.05 mil.)
Previously Ineli-
gible ------- e e s ST (1’9 mil-) (2.26 mil-)
Community Improvement
Projects
Pundg.ccossnsvvsvvens e $500 mil. $1,250 mil.

Man Years of Employ-
me_nt._....-.-...--. g T e 83,000 zog,ﬂoﬂ
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The initiation of temporary projects by State and
local governments is perhaps the least inflationary way of
providing jobs for unemployed workers. Jobs provided by
these projects help to cushion the loss of income due to
unemployment, while enabling State and local governments
to provide their citizens with a socially useful product.

Because projects under this program will be generated
in and geared to areas with high unemployment in which
there exists a substantial amount of available manpower,
there should be little or no adverse impact on the regular
labor market. There is a limit of §7,000 a year for jobs
authorized by this program and therefore the average wages
will be considerably less than those earned in the private
sector. Most workers will obtain private jobs as the
economy grows.

The added cost of Community Improvement Projects mayv be
offset somewhat by reduced demand for food stamps and wel-
fare payments, and by some increase in tax receipts from
employees in these projec%F.’

Basic funding provisions of the National Employment
Assistance -Act. Funds for both the Special Unempioyment
Assistance Program and the Community Improvement Program
become available when the national unemployment rate reaches
6.0 percent on average for three consecutive months. For
the Special Unemployment Assistance Program, such funds as
are necessary are authorized if unemployment is above this
level. For Community Improvement Program, successive
increments of funds are authorized if the national unem-
ployment level reaches, for three consecutive months an

average of: x
-- 6.0 percent -- $500 million dollars authorized;
-~ 6.5 percent -- another $750 million dollars

. authorized; and
-- 7.0 percent -- an additional one billion dollars
authorized.

When the national unemployment rate recedes below these
respective levels for three consecutive months on average,
Federal funds for new projects will cease.

Eighty percent of the available funds for Community
Improvement Projects will be distributed by formula among
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eligible applicants based on (1) the relative number of
unemployed residing in areas of substantial unemployment
within their jurisdictions, and (2) the severity of un-
employment; 20 percent would be expended at the discretion
of the Secretary, principally to finance projects in areas
which become eligible after the formula distribution is
made.

The local labor market area--and balance of State--
unemployment rates determine the communities in which both
programs will be operating. Both programs are directed to
those areas in which unemployment is highest. Both programs
come into effect in a labor market area, with a population
of 250,000 or more, when it has an unemployment rate equal
to or in excess of 6.5 percent for three months on average.
The balance of each State not included in such areas will
constitute a single area in which the programs will become
effective subject to the same unemployment rate criterion.
When the local unemployment level recedes below 6.5 percent
on average for three consecutive months no new individuals
become ‘eligible and no new projects may be started. '

.

Special Unemployment Assistance Program. This new
temporary unemployment assistance program will be separate
from but supplemental to the existing Federal-State Unemploy-
ment Insurance (UI) System, and is designed to extend
coverage to experienced persons in the labor force who have
exhausted their UI benefits or are otherwise ineligible for
* such benefits. The program would be operated through agree-
ments with the States. All experienced members of the
workforce will be eligible for benefits as follows:

-- They must have last worked in a labor market area
(or balance of State area) with substantial unem-
ployment.

-- Benefits will be governed by benefit provisions of
each State UI law.

—-- Individuals who had exhausted their benefits under
State UI programs will be eligible for a maximum of
13 weeks benefits.

-~ Individuals who were not previously eligible for
State UI benefits will be eligible for a maximum of
26 weeks provided that they have attachment to labor
force as required by the relevant State UI law.
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Benefits for UI ineligibles will generally be the
amount that would be payable as computed under State
law if all work was performed for covered employers.

No new beneficiaries would be eligible after June 30,
1976. ‘ :

Community Imorovement Program.

-

€

New program is structured so that as the national
employment rate rises, more money is available for
community improvement projects.

Projects are limited to areas eligible for the
Special Unemployment Assistance Program.

Eligible applicants are prime sponsors under the
Comprehensive Employment and Training Act, in areas
that gualify.

. Projects may be with State or local government

agencies. N

Each Community Improvement project is limited to
6 months duration.

Not more than 10 percent of a sponsor's funds may be
used for administrative costs, supplies, material,
and equipment.

Individuals eligible for employment on these projects
are those who have exhausted their benefits under
the Special Unemployment Assistance Program.

Wages paid project employees must be at least the
minimum wage under the Fair Labor Standards Act, or
the State or local minimum wage, whichever is higher;
however, in no case may the wage exceed an 3nnual
rate of $7,000."  State or local governments may not
supplement wages with their own funds.

Prohibitions against political activities and dis-
crimination apply to the program.

The Community Improvement Program will provide funding
for projects such as conservation, maintenance or restoration
of natural resources, community beautification, anti-pollution
and environmental quality efforts, economic development and
the improvement and expansion of health, education, and recrea-
tion services and such other services which contribute to the
community.
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INTERIM HOUSING AID.

President Ford proposed extending, on a temporary basis,
the advantages offered by the Government National Mortgage
Association (GNMA or Ginnie Mae) to mortgages which are not

Federal

Housing Administration (FHA) insured or Veterans

Administration (VA) guaranteed -- so called "conventional"
mortgages. Three billion dollars -~ an amount sufficient to

finance

about 100,000 new homes —-- would be available. The

proposed program will be in addition to the over $19 billion
of Federal funds that have been made available over the past
year for the purchase of mortgages to supplement the buying
power of hard-pressed thrift Institutions.

GNMA currently aids in creating a supply of credit for
mortgages on new homes insured by FHA or guaranteed by VA --
about 20% of the total mortgages ~- at reasonable interest
rates by

Housing

assuring, through commitments in advance, purchase
of mortgages at a yre-determined price.

subsidizing market interest rates to lower levels in
the event interest rates do not fall after commitments
are made.

guaranteeing, on a "full faith and credit basis,"
obligations secured by such mortgages.

Industry Situation Critical. Over the past 22 months

housing starts have dropped from 2.51 mllllon units
to 1.13 million units.

unemployment in the construction industry is 12.4
percent and climbing, with almost a half million
construction workers now unemployed.

many hamebuilders are in financial difficulty.

President Ford's Proposal for Interim Housing Aid

By making conventional mortgages on new homes eligible
1 for purchase by GNMA, builders and homebuyers will be assisted
where home mortgage credit is scarce or non-existent.
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1. Level of Commitments. Aggregate amount of commit-
ments and mortgages which GNMA could hold at any time, i.e.
have purchased and not resold, could not exceed $7.75 billion.
A program of $3 billion of mortgage commitments, or enough
to finance about 100,000 new homes, is contemplated. The
precise amount would be determined on the basis of market
conditions at the time the new authority becomes law, and
additional programs would be activated as circumstances
require.

2. Mortgage Amounts, Discounts, Interest Rates, and
Downpayment Requirements. Subject to Congressional approval
the program would provide for a maximum mortgage amount of
$45,000. The effective interest rate would be determined
on the basis of market conditions at the time the program
went into effect and would be somewhat above the rate offered
on GNMA tandem programs for FHA/VA mortgages —-- presently
8 3/4%. Twenty percent downpayments would be required with an
exception for down to 5% downpayments if the additional mort-
gage amount is covered by a qualified private mortgage insur-
ance contract so as to minimize cost of mortgagor defaults.

3

3. GNMA Disposition of Conventional Mortgages. Following
the precedent of existing law, GNMA could, depending upon
market or other factors, sell mortgages to the Federal National
Mortgage Association (FNMA) or the Federal Home Loan Mortgage
Corporation (FHLMC), sell mortgages or commitments with a
provision for pooling by FNMA or FHLMC or other apprcved
issuers and sale by such issuers of GNMA-guaranteed "pass
through" securities or bond type securities on the market or
to the Federal Financing Bank or sell guaranteed "pass through"
securities to the Federal Financing Bank.

4. Cost and Budget Implications. Any subsidy would be-
paid’ out of corporate funds and ultimately from Treasury
borrowing. Dollar amount of mortgages purchased would not
be excluded from budget authority, but would appear as outlays
in any fiscal year only. to the extent they are not offset by
sales that year. Assuming (i) all mortgages purchased in a
given fiscal year were sold in that year, (ii) a face interest
rate of 9 1/4%, (iii) no discount points on GNMA purchase and
(iv) an average market rate at time of GNMA sale of 10%, the
budget outlays per each billion dollars of mortgages would be
about $50 million.
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PUBLIC UTILITIES

The problems of our public utilities are extremely serious.
More than anything, they are suffering from the effects of inflation —-
in particular the explosion in oil prices but also fram high interest
rates. Their inability to raise all the capital they need is forcing
them to reduce construction plans, which causes wmenployment today
and the real threat of brown—outs tamorrow.

The most fundamental part of the solution to these problems is’
for increases in the cost of electricty, reflecting high prices for
fuel, to be paid by the consumers. This means higher rates, as

painful as they are.

In the past, the utilities industry has dewveloped rate structures
that encourage excessive energy consumption. These pramotional rates
are often at lower levels than the cost of the energy provided, and
thus give a perverse incentive at a time when conservation is our
goal. Regulatory authorities should eliminate such rate schedules

prcrrpt]_.y. ;

While the Federal Goverrment will not pre-empt the regulatory
functions of .the States, the States must meet their respansibilities
fully.

In addition, -the restructuring of the investment tax credit and
its increase from 4 percent to 10 percent for the utilities (the
same as for businesses generally) will assist these campanies in
overcoming their financial problems. The new proposal that dividends
paid on qualified preferred stock also be allowed as a deduction to
the paying corporation will also help the utilities improve their
capital structure, and energy conservation measures, mandatory and
voluntary, will hold down future financing requirements of utilities. -

THRIFT .INSTITUTIONS

Our savings institutions are another victim of the twin scourges
of high inflation .and high interest rates. To correct this situation,
we must bring inflation down. However, we must also prov1de the
means for the thrift industry to restructure itself — to give these
institutions the ability to coampete on an equal basis in the financial
markets and to operate effectively under all interest-rate conditions.
To this end, we urge prompt passage of the Financial Institutions
Act of 1973.
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The Act will reduce the structural differences between commercial
banks and thrift institutions, primarily by permitting the thrift
institutions to engage in additional deposit and credit activities.
Passage of this Act would provide a broader range of financial ser—
vices for consumers and a higher rate of return for savers. It would
improve income and liquidity in the thrift institutions. - The Act
also contains provisions that will improve and support the mortgage
market.

In addition, we support the proposals now under consideration
in both the House and Senate to increase Federal insurance on private
deposits. We recammend an increase from $20,000 to $50,000 Such
an increase will reinforce public confidence in our financial system.

THE BUDGET

Control of the Federal Budget is a vital camponent of our anti-
inflation efforts. Reducing the fiscal 1975 budget is the first
step in reducing the powerful mcmentum of our rapidly climbing
Federal budget and thereby gaining the spending control so necessary
for 1976 and beyond. And this ektended budget control will sub-
stantially reduce inflation over the longer term.

This should not suggest that budget control has no short-run
benefits. Quite the contrary. A reduction in the deficit for
fiscal 1975 would reduce pressures in the financial markets, lower
interest rates and provide more credit for housing and other new
capital investment. It would mean that monetary policy would not
have to bear -the full burden of econamic policy restraint. And it

_ would reduce inflationary expectat:.ons by demonstrating convincmgly

that the Federal government is putting its own financial house in
order. - .

Our program for fiscal discipline has elements on both sides
of the budget. On the revenue side we have proposed a tax surcharge
on high-income taxpayers and corporations. The increased revenues
from the surcharge will pay for the additional unemployment in-
surance, the Cammnity Improvement Program, the increased and
restructured investment tax credit and the revised tax status of
preferred stock dividends.

On the expenditure side, the President has reaffirmed his in-
tention to hold budget outlays for fiscal 1975 to below $300 billion.
Cutbacks of over $5 billion will be needed to reach the goal. We are
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already in the fourth month of the fiscal year; thus reductions of
the amount required will be difficult to obtain. There is need for
rapid acticn, and the Congress and Executive together will need to
work together quickly and effectively to put expenditures on a” long-
term track that is consistent with the productive capacity of the
American econany and with what the American people are willing to

pay for.

The President has asked the Congress to enact a bill setting a
spending target for fiscal year 1975 of less than $300 billion. In
establishing that target, the bill ocutlines a plan for developing a
set of actions that would result in the necessary spending reductions
of FY 1975. These actions would be transmitted to Congress for its
consideration when it returns in November. The actions to hold down
spending will concentrate on those programs that serve special
interests, create inequities, or are less essential at this time
when fiscal discipline is so important. Concurrence of the Congress
- in these proposals before the beginning of calendar year 1975 is
essential if the $300 billion target is to be achieved.

_The Administration together with the Congress have already begun
to take action on this outlay control program in national defense
activities. The Congress has passed, and the President has signed,

a defense appropriation bill that will reduce defense outlays in
FY 1975 by about $2 billion. This is the largest single cut we will
be meking and is a good start toward the $300 billion goal. :

The remainder of the necessary outlay control plan will be
carried out in the fullest spirit of cooperation with the Congress.
Rapid consideration by the Congress of legislative proposals and
budget rescissions and deferrals under the Congressional Budget and
Impoundment Control Act of 1974 will be essential if we are to meet
our goal. Only through the most careful consultation with the Con-
gress can we succeed. We must achieve a mutual understanding of the
best,ways to hold down the budget.

We also have to improve the content of the budget. ' As now
stated, the budget — because it does not-adequately show the impact
of the Government's credit program -- does not present to the American
people a complete picture of Federal activities and their effect on
the econany. The -Federally sponsored credit agencies and the many
guarantee programs must be brought into the budget more directly.

The table below shows the estimated impact on budget expenditures
and receipts of the proposals in this message.
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BUDGET IMPACT

FY 1975 FY 1976
($ billions)
New Proposals
Additional Revenues:
Tax surcharge:
Corporations +0.6 +1.5
High-incare individuals +1.0 +1.6
Revenue Losses:
Employment assistance* ~-0.1 -1.3
Housing program -0.1 -0.1
Investment tax credit: ;
Individuals -0.1 -0.5
Corporations -0.7 -2.0
Preferred stock dividends - o -0.1
Net Impact & 0.6 -0.9 «
Pending“Tax Reform Bill
Pending tax reform:
Increased 0il taxes +1.3 +2.2
Closing loopholes** +0.1 +0.8
Simplification, — -0.4
Other tax reform -1.0 -0.2
Low-incame relief =0.9 -1.6
- recamended addltlon S -0.4
Net Impact 0.5 . +0.4

Budget Impact of New and
Pending Proposals . +0.1 -l -0.5

Note: In addition to the above items, new expenditure deferrals and
recissions will be proposed to hold fiscal 1975 expenditures below
$300 billion.

* For fiscal 1975, this assumes that a 6 percent unemployment rate
triggexs the program into effect on Mar. 1, 1975. Note, however, that
the total expenditures for this program in fiscal 1975 will be $0.9
billion; $0.8 billion is already included in earlier budget estimates.
For fiscal 1976, this assumes that the unemployment rate falls below

6 percent and thus triggers an end to payments as of December 31, 1975.
**Minimum tax on income and limitation on accounting losses.
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TAX PROPOSALS

Surcharge

d. Corporations

A .5 percent corporate tax surcharge will be imposed
effective January 1, 1975, and continuing through December
1975. The surcharge will be computed by multiplying the
corporate tax (before credits against tax, but including
the additional tax for tax preferences) by 5 percent. For
corporations with taxable years ending in 1975 or beginning
in 1975 and ending after 1975, the surcharge will be com-
puted on a pro rata basis according to the number of days
of the taxable year in 1975.

2 .Individuals

A 5 percent individual tax surcharge will also be
imposed for 1975 on income .tax liabilities attributable
to income above an uppex, income threshold.

In general, the proposal is designed to exclude from
surcharge families with adjusted gross inccmes below $15,000
and single persons with adjusted gross incomes below $7,500.
However, because income tax liabilities are based on "taxable
income" rather than "adjusted gross income," it is necessary
to translate, on some average basis, the $15,000 and $7,500
into comparable "taxable income" figures.. That was done as
follows:

2

Single
; Families ¢ persons’

Adjusted gross income $15,000 $7,500
Standard deduction’ -2,000 ; -1,300

Exemptions (assuming

4 for families

1 for single person) “ -3,000 - 750
$10,000 $5,450

Thus, the surcharge will be expressed technically as a sur-
charge on tax liabilities attributable to that portion of
the taxpayer's "taxable income" in excess of the $10,000 or
$5,450, as the case may be. Not all taxpayers have the same
deductions and exemptions as those assumed above. For
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example, there will be married taxpayers with more exemptions
and deductions than those assumed, who will pay no surcharge
even though their adjusted gross incomes are somewhat greater
than $15,000. Conversely, some with fewer exemptions may
pay surtax even though their adjusted gross lncomes are some-
what less than $15,000.

The computation is straightforward. The taxpayer (1) com-
putes his regular tax, (2) subtracts from that the amount of
tax applicable to either his $10,000 or his $5,450 exemption,
and (3) then multiplies the balance by 5 percent. For example,
a family of four filing a joint return and having $20,000 of
taxable income would calculate a regular tax of $4,380 and
subtract from that $1,820 (the tax on the first $10,000) to
arrive at $2,560 which is subject to the 5 percent surcharge
of $128. A single person with $10,000 of taxable income would
calculate a regular tax of $2,090 and subtract frcm that
$994.50 (the tax on the first $5,450) to arrive at $1,095.50,
which is subject to the 5 percent surcharge of $54.78.

.
A
-

Investment Tax Credit

The proposal to change the investment tax credit has
three principal parts: (1) the elimination of existing
limitations and restrictions on the credit which tend to
discriminate unfairly between the types of taxpayers and
investments which gualify for the credit, (2) an increase
in the rate of the present credit from 7 percent to 10 per-
cent, and (3) making the credit a reduction in basis for
depreciation purposes.

1z Presént law

An amount equal to 7 percent of the cost of gualifying
property (generally, tangible personal property used in a
trade or business) may be offset directly against income tax
liability, with the following limitations based on the
expected useful life of the property:

Percent of cost of

Useful Life property qualifyving for credit
0-3 years 0
3-5 years A 33-1/3
5~7 years 66-2/3

7 years and over 100

e
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Public utility property qualifies for only a

4 percent credit (The Ways and Means Committee
has tentatively decided to remove this
limitation).

The maximum credit which may be cléiﬁed in a
taxable year is limited to $25,000 plus one-half
of the excess of tax liability over $25,000.

Excess credits (limited by the above provision)
may .generally be carried back three taxable
years.and forward seven taxable years, after
which they expire if still unused.

2. Proposed changes

Increase the rate from 7 percent to 10 percent.
This will increase cash flow for all companies
in the immediate future. It will be offset in
future years by lesser depreciation deductions.

Eliminate the lfmitations based on useful life
-so0 that all property with a life in excess of
three years will qualify for the full credit.

Eliminate the discrimination against public
utility property so that it will qualify for
the full rate and otherwise be treated the
-same as other qualifying property.

Replace the present limit on the maximum credit
which may be claimed with eventual full refund-
ability for the excess of credits oyer tax

: liability. Credits in excess of the present
limitations may be carried back three years and
then to the succeeding three years to offset
tax liability, after which time any remaining
excess credits will be refunded directly to the
taxpayers. This will

-~ Help growing companies which have present
investments which are large in comparison
with their current incomes.

—— Help companies in financial difficulties,
which get no benefit from credit because
they have little or no income tax liability
against which to apply it.



-39=

-- Help small businesses, which under present
law are more severely affected by the
restrictions and limitations. )
The three-year rule postpones adverse budget impact
until revenues from basis adjustment ‘are sufficient
to offset revenue loss from this refundable feature.

Require the taxpayer to reduce the cost of qualify-
ing property for depreciation purposes by the amount
of the investment tax credit. This makes the credit
neutral with respect to long-lived and short-lived
assets and removes the present discrimination against
long~lived assets.

Retain the present $50,000 per year limitation on
qualifying used property.

Deduction for Dividends Paid on
i Certain Preferred Stock

&

To encourage expansion of corporate equity capital and
increase the effectiveness of capital markets, it is proposed
that dividends paid on qualified preferred stock be allowed
as a deduction to the payor corporation. The provisions of
the Internal Revenue Code providing for exclusions for divi-
dends received by corporations would not be applicable to
these dividends.

The deduction would only be available for cash dividends
paid on preferred stock issued after December 31, 1974, for
cash or pre-existing bona fide debt of the isSuing corpora-
tion. For these purposes, preferred stock would be required
to be non-voting, limited and preferred as to dividends and
entitled to a liquidating preference. The intention to
qualify preferred stock under this new provision of the
Internal Revenue Code would be required to be clearly indi-
cated at the time the stock was issued.

The Tax Reform Bill

1. Low-income taxpayer relief

We support the Tax Reform bill now pending in the Ways
and Means Committee. It provides about $1.4 billion of tax



relief for individuals with incomes of less than $15,000.

In addition, the Tax Reform bill would produce a long-term
revenue gain of about $500 to $600 million per year beginning
in FY 1976 and we support using those revenues when received
also to provide further income tax reductions for lower in-
come families. :

The principal individual tax reductions provided in the
bill are increases in the minimum standard deduction, the
standard deduction and the retirement income credit and a new
simplification deduction which for most taxpayers will be
larger than the miscellaneous, hard-to-compute deductions
which it would replace.

The tax reductions in the bill are made possible primarily
by revenues gained from tax reform measures and by increased
taxes on o0il producers. The tax reform proposals are based
on Treasury proposals advanced a year and a half ago. The
two main features are: (1) a minimum tax, designed to ensure
that all taxpayers pay some reasonable amount of tax on their
economic income, and (2) a provision (known as "LAL, i.e.,
limitation on artificial gccounting losses) designed to elimi-
nate tax shelter devices under which tax is avoided through
the deduction of artificial losses which are not real losses.

In December 1973, the Treasury proposed a windfall profits
tax on oil, which is now incorporated in the Tax Reform bill
in modified form. The Committee has also provided for the
phase-out over three years of percentage depletion on oil and
gas. %

The Committee bill raises less revenue from tax reform
and oil taxes for calendar years 1974 and 1975 than the
Treasury proposed. The Treasury hopes that Congress will
restore some of the reform which the Treasury proposed.
However, it is most important that tax reform and tax reduc-
tion legislation be enacted as promptly as possible and the
Administration will support the bill in its present form.

2. Savings and investment proposals

Greater productivity in the next several years will be
critical in winding down the wage-price spiral. That will
require major new investments.

The Tax Reform bill now pending makes an important con-
tribution by (i) bringing the investment credit for utilities
up to the credit generally applicable for other industries,
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(ii) liberalizing the treatment of capital gains and losses,
and (iii) eliminating U.S. withholding tax on foreign port-
folio investments, thus encouraging investment by foreigners
in the United States.

Tax Exemption for Interest
on Savings Accounts

Various proposals have been made to exempt interest on
savings accounts. We do not support any such proposal for
reasons which include the following:

(1) It would initially decrease the aggregate amount of
saving. A $750 exemption for interest on time and savings
deposits would cost about $2 billion, which the government
would have to borrow in the private market to make up. That
borrowing reduces the amount of savings available for private
investment.

(2) It would not be. effective. It would not substan-
tially increase savings deposits because the tax exemption
would not be a major benefit to most taxpayers. For a tax-
payer in the 25 pertent bracket, exemption would make a
5.25 percent account equivalent to a 7 percent taxable
account, which is still considerably below the rates avail-
able elsewhere. Only high-bracket taxpayers would get major
benefits. '

(3) Passbook savings may increase some, but total sav-
ings will not increase. The principal effect would be some
sw1tch1ng It doesn't operate as an incentive for new sav-
ings because it doesn't reward the increase in savings.

(4) It would create new distortions in the credit and
investment markets.
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CITIZENS' ACTION COMMITTEE TO FIGHET INFLATION

The following Citizens have already agreed to help organize
and support a voluntary private sector effort to mobilize
all Americans in the fight against inflation:

MAYOR JOSEPH ALIOTO Chairman, U. S. Conference of
of San Francisco Mayors |
ARCH BOOTH President, Chamber of Commerce
of the United States
RUSSELL . FREEBURG White House Coordinator
DAVID L. HALE President, United States Jaycees
MRS. LILLIE HERNDON President, National Concress of

Parents and Teachers

ROBERT P. KEIM President, The Advertising Council

MRS. CARROLL E. MILLER . President, General Federation
» of Women's Clubs

WILLIAM o. MEYER President, Central Sprinkler Co.
Landsdale, Pennsylvania
GEORGE MYERS President, Consumer Federation
g of America
RALPH NADER Private Citizen
" LEO PERLIS : Director of Community Serv10e,
: AFL-CIO g
SYLVIA PORTER National Syndicated Columnist
GOVERNOR CALVIN RAMPTON g Chairman, National Governors
of Utah Conference

STANFORD SMITH ; President, American Newspaper
: $ Publishers Association

FRANK STANTON ' Chairman, American National
Red Cross

ROGER FELLOWS 4-H, University of Minnesota
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VINCENT T. WASILEWSKI President, National Associa-
tion of Broadcasters

ROY WILKINS Executive Director, National
Association for the
Advancement of Colored People
- l

DOUGLAS WOODRUFF Executive Director, American
Association of Retired
Persons '
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MEMORANDUM FOR: BILL SKIDMAN
THRU: MAX L. FRIEDERSDORF
VERN LOEN
FROM: CHARLES LEPPERT, JR.
SUBJECT: Joint Ecossenie Commiittes Roport
to the Congross

Attached is o copy of the Jeint Kconsmic Commiites Repent te the
Cengrees for relonse Tuseday, March 14, It is anticipated that
ths Majerity will hald a press conference entalling the features of
the Demsoratic prograss Sy the sconsy. Plosss nete bilnwwity
Views at page M-1.

Rep. Pwd Browa (R-Chis) is very much intevestied in sur amalysis
of the majerity sconemie vepert and & listing of frisndly press to
be invited te & Minerily press conference which he is planaing te
call avound Mareh 13, 1976,

Whas is your guidense?




THE WHITE HOUSE

WASHINGTON

March 9, 1976

MEMORANDUM FOR MAX FRIEDERSDORF
FROM: WILLIAM F. GOROGJ&
SUBJECT: Joint Economic Committee Report

We have been working closely with Bud Brown and his staff, and
received a draft copy of the Majority Report of the Joint
Economic Committee about a week ago. With the help of CEA and
OMB, we've prepared a rebuttal for Bud Brown's use. This was
transmitted to him this morning.

The working relationship between our staff and Bud Brown's
people is working very smoothly. I think it would do a great
deal to insure that we all are responding to the opposition
using a common data base.

I have enclosed a copy of our rebuttal data for your information.

Enclosure

copy to: Charles Leppert*’//
Vern Loen
William Kendall



General Comments on the JEC Report

Like its Chairman, the JEC report is very upbeat. If one
accepts its premises, there is no humane way to reject its
policy recommendations. The problem is that the assumptions
about how monetary, f£iscal, employment and price/income
policies work are mostly speculative and certainly biased
toward ignoring any possible inflationary repercussions.
Having assumed responsibility for maintaining full employ-~
ment (and price stability) they maintain it would be too
negative ("counsel of despair”) to admit that neither they
nor anyone else has the foggiest notion whether their pro-
posals will work,

Despite this, this report is fairly moderate. There are
very few cases in which some appropriate caveat has not
been inserted., It is a workmanlike report.

Specific Comments on Employment Creation

When it comes to tried solutions, the report generally
recognizes that these programs don't work as well as they
were advertised, However, instead of skepticism, new
proposals are accorded 100 percent efficiency ratings. They
recognize that last year's free lunch wasn't really free,
but things will be different this year. The employment tax
cradit proposal, for example, is vastly oversold. The tax
revenue loss per job actually created will be over $25,000
not the $3200 they estimate. (Senator Proxmire's blind spot
has also never been more obvious. It is simply not reasonable
to believe that "shallow"” housing subsidies would be such
potent employment generator that the cost per job would be
as low as $500. "Shallow" subsidies would not generate new
demand.) : _ et




Specific Comments on Chapter V: Federal Budget Priorities

1.

- 2.

5.

6.

7.

The size of the Federal sector: The report conveniently
cites programs, e.g., Social Security, which have grown
to cover all the population to sustain arguments that
the Federal Government won't grow much in the future.
Other programs, e.g., national health insurance and
reformed welfare system which are high on many people's
agendas, could sustain the growth of the public sector
for another generation.

Even on a full employment basis the Federal Government
has grown considerably from the mid-1950's

The President does have a parallel effort to improve
the regulatox process.

JEC advocates spending $418 B in FY 1977. This would

run the risk of reigniting inflation, would make another
reduction in taxes very difficult to support and would

not represent any progress to reducing the size of
government. It is not acceptable. If thers are concexrns
about the inadequacy of fiscal stimulus, further stimulus
should come from tax reductions and not spending increases.

JEC says increase in Social Sscurity tax is not appropriate
this year. To demonstrate that the fund is secure and to
build confidence in the security of the fund in the future,
some action is appropriate now; not just promises of action
later. The Administration's proposal is appropriate and
takes account of the fact that the economy will be healtheir
latexr than it is now.

The proposal to fund hospital insurance out of general
revenues is a shell game. The point is that taxes go up.

JEC has a soft spot for housing programs. Policy recommenda-
tions are largely inappropriate. The proposal for additional
tandem plan releases ignores the fact that $2.8 of $3.0 B

of previously released funds remains uncommitted. The
proposal for a mortgage with rising payments may be appropriate,
but the Congress has rejected proposals for variable rate
mortgages would have much the same impact. The proposal

for 7 percent mortgages to low~ and moderate-income families
was rejected in 1975 as excessively costly. Comments about
immense numbers of people who live in substandard housing
ignores the fact that the number of substandard housing

‘units has declined drastically. The proposal to accelerate
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Section 235 program would return program to the State

it was in before curtailment. Congress itself placed
limits on the program. Using the Section 8 program

for new units would provide a boost to the construction
industry, but it is a very cexpensive method of providing
housing assistance., The Administration intends to limit
assistance to new units to those areas where tight housing
markets make it infeasible to rely upon existing units.

"The agriculture proposal is a basic peolicy decision, not

just a question of FY 1977 funding. To acquire stocks
of funds which would be used to buffer price changes
would be very costly., It also ignores the fact that
such stocks have been used in the past to keep the
prices up but very seldom to push prices down.

AT e o - oy e <t i o




Comments on Majority and Minority JEC 1976 Report

The Outlook and Fiscal Policy

We strongly disaéree‘with the position taken in the dajority report

an unemployment rate'averaglng 7. 8 percent in 1976. The employment surveys

‘This a&ditional $18 billion of debt fiAancing poées
anger»of increasingAintérést rates and perhaps crowding out badly né ded
§¥i§ate gnvestment ex?éndiﬁures. In addition, this hicgher spending in FY1977
%oqid proeduce even greatér spending iﬁ latexr vears as the economy approaches
guii‘employmaﬁt and thi$:p£ogressively increases thé danger of crowding out
aﬁéra re~kindling of‘ihflation. Use of the current services budget as a

base to which spendlng is added 1mplles an acceptance of funding levels for

ssome Programs which are no longar justified and may perpetuate waste

The Majority report projects lower rates of 1nf‘at10n in both 19876
.and 19717. Théy attrlbute the lower rates to thelr prcpowal concerning a
voluntary "quidepost" approacH to prlces and wages The recent price
’:statistics have been encouraging and it is possible that lower inflation

"rates may occur. However, it has never been established that "guideposts"

- have been effective in limiting price and wage increases. Indeed, such

e
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The Majority,repdrt recognizes that wage settlements in 1976 will have

“a significant impaét‘én future rates of inflation. We agree that if real-

wage increases are limited to those justified bv increases in productivity K

further declines ihifhe~rate 6f inflation are poséible.
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Federal Budget Priorities ‘ ' . , !
CEA agrees that the regulatory reform would be of great benefit in , e
lessening undesirable effects of government policy on the private sector. e !

The Administration has submitted 2 number of proposals for such reform.

The problems Wluh the socxal security program are very real and even 'ff

L. : - v

; wlth the economy 1mprov1ng fundlng will remaln a problem. The increase in

the social securlty tax is necessa*y now and vague refe*ences to deallng

'1th the problem at4some unspec1f1ed futu*a tlme are no subsultute fo*

o prompt actlon.

H>,releases ignores the fact that $2.8 bllllon of the $3.0 billion pr°v10usly
released remains uncommitted.».vsing the Section 8 program for new unit o

would provide a boost to the housing industry, but it is an extremely

" .expensive method of providing housing assistance.
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.». . Monetary Policy
The central argu&ent here is that the Federal Resorve shouldvpursue

‘ an interest rate target'policy which keeps short-term interest rates low

out in the Mlnorlty report t These arguments are the following.

Encoﬁr;glng 1nvéstment requlfes not only a ‘low cost of credlt, but’aﬁ
ample supply of credlt as well. The Federal Reserve has the abllluy to
control the stock of money, buL not the supply of credit. It can,‘of coﬁrse,

contrcl bank credit falrly closely, but bank credit is only one soutce of

é;éaiﬁ;iAMoreover, the different sources of credit are probab;y substitutes
fgrveacg;gther,,so that an expansion of. bank credit is likgly,to reduce the
a;;uﬁtyéf credit fromrgther soufces.

What cﬁunté, in terﬁs of stimulating investment, is the real cost
of,cfedit and the Federal Resérve has only the ability to control nominal
lgterest rates.

The traditionél‘negative relationship beﬁween inferest rates and
’*Qoéey growth ié 6nly a short-ruh relationship.v In the long ruh, the
é#sociation_is positive. Hence kéeping nominal interest rates low
ultﬁmately requlres acceleratlng monetary growth with con sequent higher
rland higher rates of 1nflation.

| For long-term rates of interest‘the lag getween higher rates of

growth of money and higher interest rates may have shortened éonsiderably

.. because the credit markets have become highly sensitized to the impact of

. and encourages long-tefm rates to fall in order that investment be stimulated- )

" The arguments agalnst such a pollcy are well-known, and some have beeq pOLnted'




monetéry growth on inflation. If that is so; a monetary policy which
aims at keeping short-term interest rates low may be unsuccessful in
bringing down 1ong—terﬁkrates; in the exﬁréme.it might raise long-texrm
“rates. Since most evi&ence on investment demand suggests that it is
"m;zlong~term rates that are mm?@rtant, low interest-ratertarget policy
- may not oniy.fall to.stlmulaté investment, lt may in fact turn out to

discourage,it;

The argument that a bu31ness recovery WLll 1ead to an lncrease in~‘

Athe demand for mcney wh1ch should be accommodated is not an argumen* for

As long as the demand for money is predxctable,

pegglng 1nterest rates.‘
. . .‘,:“i;

iaﬁy increase in the demand for money can be accommodated unde& a monetary
.aggregates targahf kg§;e§ver, such a policy would avoid the dangers of an.
Viﬁﬁeresf rate targe#7ﬁgli¢y wﬁich are emumerated above.
Accommodatingyé'rising demand for money bécause of rising income
(i»is not sufficient tc'juétify the Fed relaxing the upper bound of its
“?r%ﬁges for the monetéif?aggregates. Only ifythere is compelling evidencé-

that the demand for money has shifted up for glven 1evels of lnteres;

‘rates and income should that be done.. The report makes the poxnt that the
rf  Fea-lowefed the lower.bound of the range for My when the demand for Ml
’f”turned out to be weakei than anticipatedt ’Buﬁ this was done only because =
Jitvwas believed there had been a downward struétural‘shift‘in the aeméﬁdﬁ?
for Ml, not because income growth had been weak. The 7- 1/2 percent,upéer—
1bound rate of growth for M ., together with the usual cyclxcal behavxor of

velocity, should be adequate to sustain a fairly vigorous recovery.




Employment Programs

The Majority re Ort emphasizes a "comprehensive” unemployment measure
3

whlch includes “dlscoura ed workers" who drop ocut of the labor force. However
9 . '

_an indeterminate number of these people are not interested in work (as

el g

1nd1cated by the substantlal number of "dlscouraged workers" in years of

-very low unemployment), and 1t 1s unclear that any suggested program would

or could brlng such people 1nto the labor force. The Majority report also

confuses puollc servxce job creation with pUbll” service job fundlng. They
'assume that if the Federal Government funds a job it will usually be a new
jOb for an otherw;se unemoloyed person. Evidence suggests, however, that

most funds for PSE jObS flnance 3ob slots that would exist in any case so

the main effect is aﬁtransfer of funds from the Federal Goveramsnt to State

and loval govern‘ents w1th little net increases in employment. Hence, we
disagree with the stateﬁent that public service joes are "the quickest and
surest form of jOb stimulus the Federal Government can undertake.”

The propcsal’for the adoption‘of "antirecessiog grants to State end
;lecal governments” is anecessary since most State énd local governments

are able to provide needed services without engaging in unsound budgetary

éractices. State and - local government emp*oymeqb increased by 570,000 in

1975 (4.7 percent) and ln the aggregate malnbalncd operatlng surpluses in

the second half of 1975,
High unemployment rates for young people are, in part, a resuit of
.. high minimum wages and a differential for young people would provide oppor-—

. tunities for employment and on-the-job training that would increase future
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productivity and wageé. bYet this issue is ignored in the Majority
report. |

Employment subsidies in the private sector would have a delayed impact
aﬁd might not become fuily effective until the ecoﬁomy ha§ moved much closer

to full employment;. In:thatjevent their major éffeét might be on wage'

T

. inflation rather. tha

are anticipatediforithé_goming year, most of the subsidy would be windfall
gains to firms for"hiﬁihg workers they would have hired in any case.

The calculatién of the jobs created by a tax cut, requested by the-

. JEC, is attached at fhé back of these comments. Contrary to the view in

'lh“the Minority reporﬁ,.the CEA paper "Policies to Increase Employment" did

"discuss the issue of hort-term PSE program.

}émplbyment. Since substantial employment increases -

o
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- Economic Problems of Regions

Vis-a-vis regional economic problems of State and local budget

- balances and of chronically depressed areas, the JEC report proposes greater
:Federal outlays, chiefly in granﬁs. They do not get explicit about the

" outlays connected with their proposal to provide interest rate subsidies

G

for municipal bonds (to be connected with terminating tax-free municipal

,béﬁds). This is‘espe&ially noticeable today when the longer~term trends in

mandated, formula based outlays are under attack. Their suggestions for
increased aid to chrdnically depressed areas at times appear to be an
gument for subsidizing industry to permanently remain in areas where

the forces of free market economics no longer create a profitable environ-

ﬁént. They do not give any clear guide to what is a sensible outlay to

assist in economic transition and what is a long-term regional subsidy.

Theixr re?ort éléé appears to reinforce its couclusion in favor of
g#eater Feéeral aid by proijecting ve?y optimistic inflation rate beﬁefits
o;:their programs énd optimistic savings in the Pedefal budget from;the
figﬁef inflation. This permits them an optimistic assessment of buéget

leewvay. They also amplify the sense of need for extra State and local

government assistance by .stating that they would not expect as much real

GNP as we with the Administration policies and hence that there will be

~ significant State and local operating deficits ahead. However, since
.they arrive at approximately the same nominal. GNP by their greater real

5rénd lessened inflation they should have about our S&L operating balances

without added Federal assistance,

e o AT TRt



Capital Requirements S ‘ : : e

Both the Majority and Minority report recognize the importance of
capital formation to the economic well-being of the country and agree

with the CLEA assessment that,‘in the vears ahead, considerably increased _'

capital investment will be required if we are to meet our goals as a nation.

T%ere are perhaps two”ﬁajox'points of disagreement or at least dissatisfaction

wlth the emmhasms 1n the Majorltv lepo* .

The Majorlty report states (VI-20) that the effectlve tax rate in.

,acerporaue income has decllned over the past 15 years. thle this may be

‘-??a,true statement wit 1respect‘to measured income it is cleaxrly & false

statement with respect to true economic income. Measured corporate incomz

is increased by two fictitious elements: the inclusion of phantom inventory

'réréfits and the under»réporting of depreciatién because such'changes are
based on historical rather than replacement costs. These'difficulties
'r'éﬁé far better reccgngggé?ih the Minority's com ments. All who have studied
5;the problem recognizé t£a£ the rate of corﬁoréte taxation on frue econcmiC“
:vxncome has in fact 1ncreased qulte shavply, par;lcularly durlng the perzod
of acceleratlng lnflatlon from 1968 to 1973. This is a grltlcal p01nt to

- recognize in judging the need for investment incentives through the tax E

system. . _;j}ﬁ,;;rhy
The Majority report does state, with little emphasis and enthuéiasmtx:

that an adjustment of the Federal budget toward surplus may be necessér§“

to tilt the allocation of GNP toward investment. 1In our view this is a -

critical issue in achieving increased capital formation. Unless the deficit

.




recedes quickly as higher levels of resource utilization are achicved, we
run the risks of pre-empting the savings that might otherwise flow into
- private investment and inhibiting an adequate level of capital formaticn.

Among its other goals, the President's budget is designed to avoid this

-
>




- Enerqy

The draft statement exaggerates the pdtential inflation impact of ; ,{:, p
the President's energy program as p#oposed‘ and ignores the coincidenti
tax and transfer payment changas. Thege cﬁanges woﬁld have removed

virtually all of the added 1ncome from the sellers of oil and from

o government and divérted itAto consumers. The President's program AR

was dOSLgned to leave consumevs and producers, by class, in the sane ;—»_"

-

income position as beforei' It would, however, also have induced substi-

* RS

»fﬁtion by consumers of other goods for energ?, and would have encouraged

greafer domestic energy preoduction, leading to lower levels of oil

iﬁports. Thus the ddﬁdlﬁsion that the President's energy'program'"would

have dealt a catastrophlc b?ow to the econcmy" is untenable. The President's

: domestic enargy program was fiscally neutral; other portions of the proposed

'Af;scal pa"kage were designed to offset the inherently deflationary effect

';‘of the OPEC oil prlce increase

It should be noted that there is no means by which the nation can be
shielded from energy price increases originating abroad. The effect of

::NOPEC price increases may be disguised through controls on domestic prices,

:fflbut only at the cost of greater oil consumptlon and lower domestlc energy

. 'proﬂuctlon, both of which raise imports and thus furtber enco&rage futur°
“‘OPEC price increases.

The natural gas price control policy of the past two decades 15

Art1f1c1ally

a major contributing factor to the curxrent energy prcblem.

low prices for natural gas have encouraged i
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with the rigidity and uncertainty of controls, discouraging its discovery
and production. . Reversal of this policy by decontrol of new natural gas
prices is the most impertant single step that can be taken to improve future

energy security. . The proposed policy of artificially linking gas prices to

controlled oil prices and of extending gas price controls to the intra-

state market would bé

erverse in its effects.
P

Thé newly—publiéheélﬁational Energy Outlook carefully considers the

alnumbér of strategiés'could lead to substantially less dependence on

v

Arab oil than would other strategies. Consequently, the conclusion in

his pafégraphyis both hisleading and wrong. It is misleading in that

.continuation of current prices and other policies could lead to substantially

S e

higher dependence on Arab imports in 1985 than existed in 1975, and wrong in

Z Energy is not the only scarce resource, and reducing its consumption

Y

“through inefficient substitution of other resources for it is not true

go&ernieﬁt

"conservation.”
Economic incentives toward true conservation -~ s0 that,Ataking all resources
. into zccount, consumers are made bettér Sff -~ axist when\ehergy is price&

Thevapparently unbalanced Federal expenditures for energy production
vis-a-vis energy consumption is readily understood. Energy production

‘"R and D is concentrated in areas of basic research for which there is no

%

apepe s

Py



’f‘glong lead times *equlred betw en inception of investment and production
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private market incentive.k Such opportunities, and the consequent necessity
for governmeﬁt abtivity,>are mpch more limited in energy conzervation
research.

The implication that energy production has not expanded because the
enexrgy 1ndustry has falled to rebpord to hlgher energy prices is clearly

wrong. There have been 1arge increases in 1nvestm°nt in the energy

 1ndustr1es, 1ead1ng, fcr example, to the hlghest levcl of wells belng

~drilled since the 1950*

s. The increases in investment would have been,

" greater still had contﬁdlé, with all of their uncertainties, not been

‘ f-j?resent. Domestic energyvproductlon has not increased because of the

- of energy and because’ f'the depressing effect of 2 decads or more of
falling real energy prices. Contrary to the cecnclusion noted heve, there

~has been no evidence that an industry structured differently than at present

- would heve led to a faster eqergy production response, nor that a Federal

“Oll and gas corporatlon would contribute to greater productlon. The

* lgtter would instead justvsubstitute for private activity, and, dué to -

the,uncertaintiés it created, might lead ﬁo léwe? total energy production.
Non-o0il LBC's arévégparently béginnipg ta‘have doubts about tha‘ |

wisdom of their close ties to OPEC nations -- doubts it is in the best -

interest of this nation to reinforce. A major thrust in the CIEC conference
is to convince such IDC's that their interests lie with lower oil prices.f 

Given this background, it would be unwise to assert_the'LDC—OPEC alliance <;f_

as this report does.
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Agriculture . ; : ‘ ‘ : Ch
' While the report does not explicitly criticize Administration
agricultural policy, two of its three ma2in policy proposals are counter

to Administration policies.

First, it proposéé'that *a national food policy should be established

' f'tq reduce the magnitﬁag‘of commodity price fluctuations through the main-

b

tenance of international ‘and national commodity reserves," (p. V-28) and

< it proposes three-year nonrecourse price-support loans as a means of

~ building such reserves:.  While the Administration has progosed an inter-

national food grain reserve, we have opposed a national stockpile for

' price stabilization.  The reason is that the level of support prices

f necéssarY‘to get it b;iléﬂup'wbﬁld put us right back where we were tén
years aéo ~= with costly and burdénsome governnent stocks which would hélp
ﬁeither consumars nortfarmers. FParm groups are practically all strong}y

jréppdsea to such an épproé;ﬁ, and U.S. consumers,vwhile they would be
Cuéhioned against sharévérice run-ups, would pay high priceé for food ‘ ;" ;_k o

; year-in and yeaxr-out, djust as occurred under past programs which both

" parties were anxious to move away from.

- Second, it is proposed that “agricultural loan levels‘(i.e.;_suppdft .
prices) should be set equal to variable production costs" (p. V-29). ’This‘

would imply price supports at levels above those in the 1975 farm bill

PA

which the President vetoed, although the implied support prices are

ill-defined -- as Table V17 of the JEC report illustrates with “costs of -
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production" for wheat ranging from $2 80 in South Dakota to $4.13 in
Chio. A choice of price supports anywhere in this range would be unwise
for the same reasons—the President vetoed the 1975 bill: they would be

costly to consumars and taxpayers and would move U.S. agrlrulture away

o

t+ allow export demand "to

This goes a large step

'tinguishable from that of. the ‘EC; nanmely, that export controls will be

put on whenever world prices rise significantly. Such an approach would

be anathéma, and rightly S0, to U.s. graln farmers. Moreover, it would

,dlSﬁcarage production by U.8. farmers by reducing their expectzd profit
Incidentally, the agriculture section was not adeguately fact-checked.

It contains several outright errors, several misleading statements, and several

dubious assertions too vaguely stated to bz falsified.

from the 1ncreased market orlentatlon that has served us well in the 'f:V'

k]

A e




“ﬁiilittlé\élterad. PriVaté market sources still appear to be willing to

International TCconomic Issues

- In outlining the particular difficulties that non-oil LDC's faced
with an increased oil price and a rather severe falloff in export earnings
resulting from the recession in. the industrial countries, the report fails

to mention that the financing problems of this group were in fact managed ' 

with considerably less strain than was feared. (Unfortunately, the pages '

“are not numbered, but this discussion immediately precedes Commitment to

~ Concessional RAid.) fLDC's as a group were not forced to draw down reserves

to any considerable extent last yeax, and in fact developmznt plans were

increase lending to a number of LDC's. True, the situation does vary
tremendously ameong countries and a very real nesd doss exist to see that -
adequate financing facilities are promptly accessible, however, the rather

desperate picture drawn in the report does not appear to be borne out by

the facts.

The Majority states in the Commitment to Concessional Aid section that

some rich countries are considering donating to poorer countries the profits

A

i of thé salé of gol&Vrestitutéd tb them under the IMF agreement. The Minéxity
dissents, correctly i believe; that no announce@ents t6 this effect havelyet

" been made.’ - |

The discuséion bf commodiéy'price stabilizatioﬁ agfeements in fhé

Consumer-Producer Conferences section notes that LDC's seek arrangements

whereby they will be prétected from sharp”declines in the value of their -

exports. The industrial countries are likewise concerned with avoiding R

T T I - Yo e



price mechanism.
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wide swings in the prices of primary couwmsdities since they tend to compound

inflationary tendencies. The problem, however, is to rcduce wide price

fluctuations without raising commodity prices above their long-term

‘market trends and without disrupting the smooth functioning of the

P . - e D R R S . JEa kL e vmae e e S h e he N e e e e U A ) M 6 g
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Addendunm to Cwﬁ'ﬁaper
"Policies to Increase Employment" (2/76)

Table 1 of-“Policies to Increaéé Employment” presented
' the estimated 1ncrement in employment from a $1 bllllon annual
- Public Serv1ce 1“1’"‘¢ployment (PSE) program compared to a reductloﬁi
,yiln Federal personal 1ncome taxas of a similar magnitude and -
'%5}t1me path. (ThlS assumpt on was made so that the programs.‘A
' :would have the same direct effeét'on‘the Federal budget.)

”ffIn 1ts three rows, the attached Table la presents

(l) the estlmated job creatlpg 1PpacL of the tax
,reanctlon,%La

" (2) the estlmabed aﬂdwtlondl nﬂployment if the same funds

are used 1n a PSE program, and '
(3) the estimated total employment created by é PSE 
programségmpared to no other program changei
'A;though initiallfrthe incremenﬁal effect dué to a PSE program 

" is large, this decreases rapidly after the second quarter. The e

effect of the tax reducLlon is sgmall initially but 1ncreases;

. rapidly. Afte; the fifth quarter the job creating impact Qf‘ ‘

the tax reduction substantially excéeds that of the PSE prdgram.7 fi



Table la. Estimated employmeﬁt créating effect of
annual level; jobs, in thousands)

Additional employment

alternative programs'(sl billion

By End of Quarter

due_to: o 1 2 3 4 5 6 7 3
Reduction. in Federal S o ot s e
taxes—’ : 11y 4. 10,2 ©17.8  26.2° . 34.6 . 43.0 51.4
Public Service . o
EmploymentZ/ o - la1.3 74.3 60.5 47.5 25.7  19.2  11.0 11.0
Total jobs. v :
created : 42.4 78.8 70.7 = 65.3 51.9 - 53.8., 54.0 62.4

1/ Assumptions -- Time péttern of a reduction of Federal personal income taxes assumed to be

the same as under the PSE program (Table 1).

Multipliers:
End of quarter i . Multiplier
i 1 ) ) 7.4 1
; 2 R .8
? o3 ST 1.2
: 4 and thereafter 1.5

in each of the following quarters. -

B v T P

2/ For assumptlons, see "Policies to Increase Employment," notes to Table l.

- o "flTMagﬁitudeTOf tax reduction assumed to be $125 million in first quarter and $250 million

- L] -






