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THE WHITE HOUSE 

July 9, 1976 

.ttlE.HORANDUM FOR ECONOMIC POLICY BOARD 
EXECUTIVE COMMITTEE ~lliMBERS 

FROH: L. WILLik~ SEIDMAN ~ 
SUBJECT: s. 2613 

A paper, prepared by the Small Business Administration, des­
cribing the principal provisions of s. 2613 and outlining the 
advantages and disadvantages of the bill, is attached. It is 
scheduled for discussion at the Tuesday, July 13.Executive 
Committee meeting. 
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U.S. GOVERNMENT 

SMALL BUSINESS ADMINISTRATION 
WASHJNGTON, D.C. 20416 

OFFICE OF THE ADMINISTRATOR 

Honorable William L. Seidman 
Executive Director 
Economic Policy Board 
The White House 
Washington, D.C. 20500 

Dear Bill: 

July 9, 1976 

We are pleased to provide the enclosed information requested 
by your memorandum of June 30, 1976, with respect to S. 2613, a bill 
11 to amend the Small Business Investment Act of 1958, to change the title 
and duties of the Associate Administrator for Finance and Investment of 
the Small Business Administration, and for other purposes. 11 

The passage of S. 2498 and further studies of the situation 
have affected the original Administration position on some elements of 
this bill, as noted in the enclosure. If OMB gives us a position on 
Monday I can report this to you when we meet Tuesday morning. 

Enclosures 

Sincerely, _/ • 
// // . ~/./ 

~- -7//)c /--1 
Mitchell P. Kobelinski 
Administrator 
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COMMENTS ON THE PROVISIONS OF S. 2613 

I. SECTION l(a} 

Section 303 (c) provides that "preferred securities" may be 
purchased by SEA only from incorporated MESEICs, while 
debentures of any MESEIC (presumably .incorporated or 
u.nincorporated} may be purchased or guaranteed. This is a 
technical amendment and would be necessary only if legis­
lation is enacted authorizing the licensing of non-corporate 
MESEICs. SEA would support such legislation. 

II. SECTION l(a} 

Section 303 (c}(l)(ii} proposes that on liquidation or redemption 
of the preferred .stock, the MESEIC will pay par value plus 
any unpaid dividends (3 percent cumulative preferred), to the 
extent retained earnings shall permit. This would eliminate 
SEA's discretionary right to require a MESEIC, befd're it 
makes any distribution to private stockholders, to pay the 
Government the difference between preferred dividends 
actually paid and what would have been payable if the dividend 
rate on the preferred stock would have equaled the interest 
rate for debentures specified in Section 303 (b) of the Act - t he 
Government's own cost of money. 

ADVANTAGES 

The advantages of this amendment are as follows: This contingent 
but legal requirement to pay SEA at some future date some 
unknown amount has proven to be a detriment to potential and 
e)iisting investors in MESEICs and detracts, for some, from the 
concept underlying SEA1s role as a preferred shareholder in a 
trspecialized" SBIC. Further, this amendment would allow the 
early years of MESEIC operations to be undertaken without the 
drain of large fixed interest expense. It would enable MESEIC 
managers to provide management assistance necessary for 
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disadvantaged entrepreneurs without charging fees which could 
endanger feasible operations of the small business. Also:, 
the elimination of SBA1 s discretion in this area would relieve 
the MESBIC of problems relci.tive to the creation of a contingent 
liability on its financial statements to reflect future payments 
owed SBA. 

DISADVANTAGES 

However, the proposed amendment could enable shareholders 
of MESBICs to make large distributions to themselves from 
11winners 11 in their portfolios, while precluding the Government 
from receiving the cost of money which made it poss1ble. 
Further, MESBIGs were intended to operate as self sufficient 
entities. If they cannot economically provide assistance without 
a charge, then an appropriate charge should be billed the small 
concern or the disadvantaged entrepreneur should be directed 
to the applicable SBA office where such services are available. 

SBA POSITION 

SBA now supports the proposed amendment. OMB previously opposed 
it. Our previous testimony before the Senate indicated we would 
study the situation and provide a position. Our request to take a 
support position is now before OMB. 

III. SECTION l(a) 

Section 303(c)(l)(iv)(A), (B), and (C) increase the amount of 
preferred stock SBA may purchase from a MESBIC 'frorn 
100 percent to 200 percent of its private capital, as follows: 
(I) MESBICs licensed before October 31, 1971, which have 
private capital of les.s than $300, 000 may be matched 2 x 1 
for the additional injections of private capital after 
October 31, 1971, (2) MESBICs having private capital 
betw.een $300,000, to $500, 000 maybe matched 2 x 1 
for the private capital in excess of $300,000, and {3) MESBICs 
having private capital of $500,000 or more may be matched 
2 x 1 for its entire private capital. 

, 
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ADVANTAGES 

This additional leverage in the form of preferred stock rather 
than debenture should attract additional private funds into the MESBIC 
Industry and thus increase the potential source of much needed 
venture financing for the ''disadvantaged" small business community. 
MESBICs would be given the ability and flexibility to provide 
a greater share of its financing in the form of equity investments 
since less cash flow would be required by the MESBICs for 
repayment of indebtedness. Further, lower overhead resulting 
from reduced cost of money would enable a MESBIC to provide 
necessary management and technical assistance for disadvantaged 
small concerns. 

DISADVANTAGES 

Low cost money for the MESBICs may, however, be a disincentive 
toward investing the Government's funds in small business. 
Allowable investments of such funds in riskless Government 
obligati.ons or CDs provide a considerably greater return to the 
MESBIC than the cost of such funds received from sale of 
preferred stock. Further, budgetary restraints may preclude 
the rationale for providing yet anothe~ layer of financing to 
MESBICs without at least a return to the Government of the 
cost of money to it. 

SBA POSIT ION 

SBA supports these amendments in view of the enactment 
into law of S. 2498, which provided for an additional layer of 
leverage. Under direction of OMB, SBA had originally testified 
against the leverage changes. Our request to take a support 
position is now before OMB. · 

' 
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IV. SECTION 1(~) 

Section 303 (c)(4) provides that as a condition to obtaining more 
than 300 percent leverage (Increased from 200 percent contained 
in present Act), SBA may require that a MESBIC maintain 
a reasonable and appropriate percentage of its total funds 
available for investment in small concerns invested or legally 

. committed in Venture Capital. 

This proposed change simply reflects the existing policy of 
making the last layer of leverage available for licensees 
involved in significant equity or equity-type financing. 

SBA POSITION 

SBA supports this amendment. 

V. SECTION l(b) 

The amendment to Section 317 would eliminate the requirement 
that a MESBIC reimburse SBA for the 3 percent interest 
subsidy authorized by Section 317 on debentures purchased 
by SBA, before any distributions to others are made. 

ADVANTAGES 

The benefits of this ame'ndmentare that the provision of 
a true subsidy during the first five years of the term of the 
debentures would be of invaluable assistance to a MESBIC 
in its early years to enable it to cover some start-up costs 
al)d to provide lower cost management advice and assistance 
to disadvantaged small concerns. They also provide additional 
incentives for formation of or an additional injection of private 
capital in MESBICs and thus provide additional funds for 
disadvantaged small concerns. 

' 
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DISADVANTAGES 

On the other hand, it would appear that MESBICs would drc w 
down 'first on funds available from the sale of preferred stock 
to SBA. Therefore, by the time the MESBIC has invested 
its private capital, proceeds from preferred stock sales 
and proceeds from the sale of its debenture,. there should be 
sufficient return on investments to cover overhead costs, as 
well as any deferred interest differential oh the debenture sold 
to the Government. Again, the integrity of the program and 
budgetary restraints may require that the Government recover 
the cost of money expended in its lending programs._ 

SBA POSITION 

Our testimony before the Senate indicated we would study the 
situation and provide a position. After doing so, SBA has 
determined that it opposes- the. amendment for the reasons 
stated above and as it would appear to create an unnecessary 
additional cost to the Government. OMB has expressed its 
opposition to this amendment. r: 

' 
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ECONOMIC POLICY BOARD 
EXECUTIVE COH~HTTEE 

Proposed Agenda 

Monday, July 12, 1976 

No EPB Executive Committee Meeting 

Tuesday, July 13, 1976 

1. Report of Task Force on Small Business 

2. s. 2613 

3. Report on Status of Esch-Kemp Bill 

July 9, 1976 

Kobelinski 

Kobelinski 

Gorog 

"'7ednesday, July 14, 1976 EPB/ERC Executive Committee 

1. Report on Iran Invesment in Occidental 

2. Report on Clean Air Act Amen&~ents 

3. Natural Gas Curtailments 

4. EPCA Implementation 

5. Presidential Energy Briefing 

Thursday, July 15, 1976 PRINCIPALS ONLY 

1. CWPS Analysis of Recent ~Jage Settlements 

2. Expropriation Policy 

Friday, July 16, 1976 

1. Strategy for Assessing the Cost of 
Federal Regulation 

Par sky 

Gorog 

Dunham 

Zarb 

Zarb 

CWPS 

Treasury 

MacAvoy 

, 



EYES ONLY 

ATTENDEES: 

MINUTES OF THE 
ECONOMIC POLICY BOARD 

EXECUTIVE COr@1ITTEE MEETING 

JULY 9, 1976 

Messrs. Seidman, Greenspan, Richardson, Dixon 
Cannon, Zarb, MacAvoy, Darman, Parsky, Katz., 
Porter, Perritt, Penner, Arena, Hormats, Duval, 
Reichley 

1. Report on Commodities Policy Coordinating Committee 

CPCC reported on the tentative schedule of UNCTAD, OECD 
and CIEC meetings relating to commodities issues. The 
discussion focused on the need to prepare a completed 
options paper on the Common Fund, a paper defining more 
precisely the parameters of the proposed International 
Resources Bank, and the need to prepare an assessment 
of our performance in implementing our multilateral aid 
commitments. 

Decision 

The Executive Committee requested_ ~he CPCC to prepare 
an options paper on the U.S. position on the Common 
Fund and a paper clarifying the parameters of the IRB 
for consideration the week of August 2. 

The Executive Committee requested the Department of State 
to take the lead in preparing an assessment of our 
performance in implementing our multilateral aid commit­
ments for consideration the week of August 2. 

EYES ONLY 
RBP 

• ' 



THE WHITE HOUSE 

WASHINGTON 

July 9, 1976 

MEMORANDUM FOR ECONOMIC POLICY BOARD 
EXECUTIVE COMMITTEE MEMBERS 

FROM: L. WILLIAM SEIDMAN~ , 

SUBJECT: Report of Task Force on Small Business 

The attached material was prepared by the EPB Task Force on 
Small Business and will be discussed at the Tuesday, July 13, 
1976 Executive Committee meeting. 

• 
Attachment 

.• 
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. . . . " . * 
FEDERAL ·GOVERNMENT "MAKE-OR-BUY" PROCUREMENT PRACTICES 

I . . 

PRESENT POLICY: EXECUTIVE BRANCH OMB CIRCULAR A-76, REVISED AUG 30, 1967
1 

STATES; 

o GENERAL POLICY OF FEDERAL GOVERNMENT TO· RELY ON THE PRIVATE ENTERPRISE 

SYSTEM TO SUPPLY .IT$ NEEDS 

o A-76 COVERS ALL "NEW STARTS" OF GOVERNMENT COMMERCIAL OR INDUSTRIAL 

ACTIVITY, WHERE CAPITAL INVESTMENT OF $25,000 OR MORE OR ADDITIONAL 

ANNUAL COSTS OF PRODUCTION OF $50,000 OR MORE IS REQUIRED~ OR, WHERE 

REACTIVATION, EXPANSION OF PROJECTS OF $50,000 OR MORE CAPACITY INVEST­

MENT OR ADDITIONAL COSTS OF PRODUCTION OF $100,000 OR MORE ARE REQUIRED 

•• OOVIRNM!NT COMM!RCXAL OR INDUSTRIAL ACTIVITY: ONE OPERATED AND 

I 

MANAGED BY AN EXEC. AGENCY TO PROVIDE A PRODUCT OR SERVICE 

OBTAINABLE FROM A PRIVATE SOURCE 

o SPECIFIED EXCEPT!QNS TO POLICY 
!l l 
; :· 

AVOID DISRUPTION OR SIGNIFICANT DELAY 

AVAILABLE FROM ANOTHER FEDERAL AGENCY 
'· 

COMMERCIAL PROCUREMENT HIGHER COST 

NOT AVAILABLE OR CANNOT BE DEVELOPED IN TIME 

1/ Attachment 1 

* "Make"-Government retains activity in-house7 or, "Buy"-Industry supplies government's 
needs through procurement process 
. "- -· .. -.· ···- --4----·-------- ----·--·-----· ---·- ..... -· ·----·- ··- ·~· ... _ ... _ ................. """'-·'·---~·-"'··-·-----------·-~---- ·--- " 
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II. CURRENT ISSUES 

2. 
3. 
4. 
5. 

* 

o POLICY IS SILENT ON R&D (FY '77-$23.SB Budget), 

1967 - 60% INDUSTRY SHARE OF $14 BILLION FEDERAL R&D2 

1974 - 47% INDUSTRY SHARE OF $17 BILLION FED~RAL R&D2 

1975 

$3B R&D RETAINED IN-HOUSE FOR R&D OF P~I~~TE SECTOR, PRODUCTS3 . 
\ ·-..:,.~ ~ .. 

TRANSPORTATION AND ENERGY R&D ~ 50% PERFORMED IN-HOU~EJ 
* o POLICY IS SILENT ON "CAPTURED CONTRACTORS" 

·-- IS THEIR FUNDING A MAKE OR A BUY DECISION? 

o PROCEDURAL ISSUES RELATIVE TO DETERMINATION OF GOVERNMENT IN-HOUSE COSTS 

VS. PRIVATE SECTOR PRICES 

o POLICY FOR COMMERCIAL/INDUSTRIAL GOODS AND SERVICES INEFFECTIVELY 

IMPLEMENTED: 

DOD-$6.3B ANNUAL EXPENDITURES (1975) 

82% IN-HOUSE4 

OMB SURVEY (1971) 

18,618 IN-HOUSE ACTIVITIES: ANNUAL COSTS, $7B; INVEST.' COSTS, $lOBS 

Government Competition with Industry; AIA/EIA, page 8 
Bureau of Domestic Commerce Survey 
Op Cit (2), page 9 
Congressional Record, H 1929, Mar. 15, 1976, c·ongressman Kemp 

• I 

Captured Contractors are Federally Funded R&D Centers (FFRDC's). Two major types-Gov't 
Owned, Company Operated (GOCO); Federally Contracted Research Centers (FCRC's) 

. ·---------·--·---------··-----··--··----·-;--· ·-·--:-------,-------- -----: . : ·· . .:.:___ 

.. 
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COMMISSION'ON GOVERNMENT PROCUREMENT (1972)
6 

2,899 ACTIVITIES HAD NOT BEEN REVIEWED 

15,000 ACTIVITIES REVIEWED, 99 DISCONTINUED 

55 NEW STARTS, 44 APPROVED 

'~\ il', ri \! .\ 

\ 
t . \ 

' 

6. Summary, Comm. on Gov't Proc., paqe 22 

' 

I 

I 
I ,~ 
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PUBLISHED RECOMMENDATIONS 

o COMMISSION ON GOVERNMENT PROCUREMENT (1972)
7 

"PROVIDE THROUGH LEGISLATION THAT IT IS NATIONAL POLICY TO RELY ON 

PRIVATE ENTERPRISE ••• " 
' 8 

o. CO~GRESSMAN KEMP (R., N.Y.) HAS: 

ANNOUNCED INTENTION TO DRAFT LEGISLATION 

DISAGREED WITH STATUTE (PL 93-400) 

ASSIGNING RESPONSIBILITY TO OFFICE OF FEDERAL PROCUREMENT POLICY (OFPP) 

FOR REVISING MAKE-OR-BUY POLICY 

0 OPPP9· 

0 

•• NO ~BOXSLATXON 

THRUST IS ON EFFECTIVE IMPLEMENTATION OF CURRENT POLICY 

INDUSTRY ASSOCIATIONS (AIA/EIA) 10 

CONGRESS SHOULD ESTABLISH THROUGH LEGISLATION THAT IT IS NATIONAL 
' •, ~·'r· I 

POLICY.ro'RELY ON THE PRIVATE SECTOR ••• 
·, 

ENFORCEMENT MEASURES SHOULD BE PROVIDED 
i 
'· . \ 

7. Op Cit (6), page 32, Recommendation 22. 
8. Op Cit (5) 
9. Report to the Congress: 1975, OFPP page 12 

10. Op Cit (2), page 16. 

··-1 
i ' 

t 
f. 

' ' 
1 .• 

i', 

f . 

I 
r 
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RETURN TO BASIC POLICY OF BULLETIN 55-4 (JAN. 15, 1955) 

AND REQUIRE FEDERAL AGENCIES TO RELY ON THE PRIVATE SECTOR 

EXCEPT FOR THOSE CASES WHERE: 

a. SUCH RELIANCE WOULD DEMONSTRABLY DISRUPT OR SIGNIFICANTLY 

DELAY AN URGENT AGENCY PROGRAM . 

b. IN-HOUSE PERFORMANCE IS MANDATORY FOR THE NATIONAL-SECURITY 

c. THE PRODUCT OR SERVICE IS NOT AND CANNOT BE MADE AVAILABLE . 

FROM A FEDERAL SOURCE 

· .. 

I 
i 

r 

' '. 
' .. 

i' 
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IV. RECENT ACTIVITIES: 

o DISCUSSIONS: OFPP WITH BDC SEEKING A-76 IMPLEMENTATION SUPPORT 

o BDC COMPLETED R&D SURVEY FOR TRANSPORTATION/ENERGY FEDERAL MISSIONS 
. 

DOT AND ERDA AND DETERMINED PRIVATE/PUBLIC R&D DOLLAR ALLOCATIONS 

(EQUALLY SPLIT ON DOLLAR BASIS) 

o BDC HAS DEVELOPED MAKE-OR-BUY/ECONOMIC IMPACT ~NALYTICAL FRAMEWORK 

(REPORT TO BE ISSUED JULY 1976) 

.... -·-.-.-·-··· .. ----~~ .... - •. --"t ___ _ 
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V. SUGGESTED RECOMMENDATIONS TO EPB 

o A-76 BE MODIFIED TO SPECIFICALLY ENCOMPASS MAKE-OR-BUY POLICY FOR R&D 

o A-76 BE MODIFIED TO SPECIFY FFRDC FUNDING AS A "MAKE" DECISION 

o A-76 BE MODIFIED TO REQUIRE FFRDC'S INTERNAL MAKE:-OR-BUY DECISION-MAKING 

TO BE GOVERNED BY FEDERAL POLICY AS ESTABLISHED 

o DIRECT EACH AGENCY TO PUBLISH REGULATIONS IMPLE~NTING MAKE AND BUY 

POLICIES CALLING FOR AT LEAST ASSISTANT SECRETARY LEVEL APPROVAL OF 

"MAKE" DECISIONS 

o EPB SHOULD ENDORSE AND DIRECT DOC'S SUPPORT TO OFPP IN SURVEY OF 

CURRENT POLICY IMPLEMENTATION 



U.S. DEPARTMENT OF LABOR 
OFFICE OF THE SECRETARY 

WASHINGTON 

JUL 8 1976 

MEMORANDUM FOR THE EXECUTIVE COMMITTEE 
OF THE ECONO~MC POL Y BOARD 

FROM: W. J. USERY, JR. / ~· ~ 
CHAIRMAN ~~ 
SUBCOMlHTTEE ON L Bpt}7NEGOTIA • 

SUBJECT: Tentative Contract ~ttlem t Between the 
General Electric Company and the IUE and the UE 

On June 28, a tentative settlement was reached between GE 
and the International Union of Electrical, Radio and Machine 
Workers (IUE) covering roughly 70,000 workers and the United 
Electrical, Radio and Machine Workers of America (UE} 
covering roughly 16,000 workers. 

Wage Adjustment 

Workers will receive a wage increase of 60 cents an hour 
effective June 28: 11 cents of that amount is a cost-of­
living adjustment for the previous year. The average hourly 
wage of GE workers is currently approximately $5. In 
addition, they will receive 4% increases in each of the next 
two years. 

Also, effective June 28 skilled workers will receive additional 
increases of up to 6 cents per hour depending on job 
classification. 

Cost-of-Living Adjustment (COLA) 

The COLA provides for an additional 1 cent an hour for each 
0.3% increase in the Consumer Price Index. While there is no 
ceiling on the increases, when the CPI rises between 7% and 
9%, additional adjustments would not be made. Over 9%, 
increases would continue at the same rate. Cost-of-living 
increases would be effective at the end of November in each 
year of the proposed contract. At 6% inflation, GE estimates 
that the COLA will add 4.8 cents per hour to wages over the 
life of the contract. 

' 
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Vacation 

The tentative agreement provided for a sixth week of 
vacation after 30 years, compared with five weeks after 
25 years in the former agreement. 

Pension 

Pension contributions will increase to $8 to $12 a month per 
year of service depending on salary. The old contract paid 
$6.50 to $9.50 a month per year of service. 

Westinghouse has contracts with four unions, representing 
about 53,500 workers, which will expire July 11. Tradi­
tionally, the company has settled on terms similar to those 
reached at GE. 

.. .------··' ... ~ 
i 

' 



THE 'l/HITE HOUSE 

\VASHINGTON 

FOR EPB EXECUTIVE cm~h\UTTEE l·1EMBERS 

The attached materials are for your 
information. 

' 



-: ..... 

U.~. SE' t'/\TE RE..Pd ~l ICAN J:- Ol i• Y CuMfvll T i i:.E 

\, i. RF AI!L 'Itll: JOBS? 

11 1L r ~ ._ tl, s p.rv • · · a: d tt. n 

we L:.i! to !: '~P 'h , ·;nd ncl.ludy 

beltcve-; ,;c \-'ill do ·n\thiug tt1't 

we &<',.
11 

.. . ' ~ ., ' .. 
\.t It . rd ., P t • L • n IJ • • '.) 
aft ·r i -..C' •• ~ ... d. h 0 t1 hu r.n ·y­
J.!i:i.\c7~·i..nr, full c •. p~o} ·~ nt bill. 

Novswc. ·l· l1J.gaz he 
~1:->y n, 1976 

, 



.. SEN E U Ll MIT 

John , Choa 

y 

.. •t 

) 

a·ine 
' 197 

' 



. · ..... 

· ... 

As thc> economy cor.firm· d Pn~sident Ford's pr6'1ct(>d recovery 

in 1976 producti0n •1p, in[L !,.".on c:.O\JU ln Jt; ·.rcls ap1n.oaching postwar 

non,.s -- ''nc..rr • .;-> loyLlt'llt d.•c11rcd ~-> 7. 3 per•'"Pt (frcm DE r.. 9 percent high 

At! 

fired. 

~, !i. t'1 c;._.r. o • ld : 

•••• J , . ~ .: . ·· . 
of Am ·ric~ n::: r wk 

I j 

, . . 

• I 

'o~, 

( r l 'l r.J ~ (~ ... ' .... r i 

...... 

~ -"~ '. 
~ '---• ....... 

._; .. 

. ...... 

priority (ll'ltTis). !nJ y.:t, dr>sp.t.te th.:.<'J, a .Lull 9l p~rcf nt of those 

intervie-wt..d felt "h·<:>~1;;1g infl<: .. ·.un undo..>r control" to ue t:1e chief pri.-

ority. 

. ' 

Indeed, 1976 is the year of the job gap •• • and the year of policy 
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dilemmas, of economic juggling. But before further statistics, a brief 

discussion of unemployment theory : 
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absorb everyone. In other words, unemployment results when government . 
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Enter Senator Hubert. Horatio Iiumphrey, who knows the plight 

of seven to nine million Americans scrambling for jobs ••• who has 

seen the misery, and takes part cr.edit for the brainchild of responsible 

economizing: The Full Employment and Balanced Growth Act (H.R. SO and 

s. 50). 

But, alas, foolish economists ridicule his efforts. 

Arthur Oktm, for instance, former Democratic chairman of the 

Council of Economic Advisers·, calls the Senator's bill 11beautiful poetry. 11 

\</ben asked if he endorsed the bill, Harvard's Otto Eckstein, the 

Democratic Council of Economic Advisers veteran, renlied: "No. I don't 

have to. I'm not running for President." 

And columnist Nicholas von Hoffman added: 

"Impeachment or chaos surely lie in wait for the chief executive 

unlucky enough to oversee the Humphrey-·Hawkins Full Employment Act ••• 
...., 

[Senator Humphrey] doesn't understand that the Senate is a legislative 

body. He thinks it's a wishing well.'' 

Yet maybe the economists are biased. Consider the bill's provisions: 

The Humphrey-Hawkins bill would establish "the right of all 

Americans able, willing, and seeking- \o70rk to opportunities for useful paid 

employment at fair rates of compensation." 

The 50-page bill seeks full adult employment at a 3-percent rate 

by 1980. The Senate version defines "adult'' as anyone 18 or over -- differen~ 

from the "unemployment" definltion of "adult" as anyone 16 or older -- which 

changes the goal for overall jobless upvmrd to between 3.5 and 3.8 percent. 

Senator Humphrey estimates after 211 months tlte bill' 6 net cost would total 

$8-i6 billion, or $23-2ft billion gross cost to Atuerican taxpayers. 

' 
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Now the snag: If the 3-percent goal cannot be achieved through 

traditional monetary and fiscal policies, the Federal Government would 

sponsor job programs to estab·l:i.sh this rate, with government acting as 

an "employer of last resort" to maintain this rate. Wages for govern-

ment-spousored jobs would reflect prevailing private sector wage rates. 

The Problem With Infiation 

Host economists agree an overall unemployment rate between 4.8 

and 5 percent is a realistic full-employment goal. The H-H bill sets a 

goal of 3 (or 3.8) percent, yet the U.S. has never achieved a 3.5 unem-

ployment rate over a sustained period except during wartime. 

Senator Humphrey says such talk is foolish. "They have nothing 

better to offer." 

Sar Levitan of George tJashington University says achievement of 

the 3-percent rate v;ould require phenomenal growth rates in GNP. "You'd 

have to keep real GNP growing at least 7.5 percent a year through 1980, 

.... 
and we've never gro-vm so fast for so long a period." 

Almost all economists agree on the outgrowth of full-employment 

legislation: rapid, perhaps double-digit, inflation. 

-
Charles Schultze of the Brookings Institute, and formerly Presi-

dent Johnson's Budget Director, pointed out to the Senate Connnittee on 

Public Welfare that the way the hill defines "prevailing" wage, a person 

could turn down a private sector job and still be eligible for a "last 

resort" job paying a higher ~•age. 

Schultze observes a $2.50 per hour unskilled laborer could quit his 

private sector job and, a fc\.; l-Jeeks later, draw a "last resort" job paying 

' 
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$3.50 or $4.00 per hour. 11Wage rates would rise sharply and prices would 

follow," continues Schultze. '':rhe size of the government's job programs 

would grow rapidly .••• The direct and indirect effects of this on the 

inflationary problem would be very serious." 

Other Democrats also disagrze. 

Alice M. Rivlin, director of the Congressional Budget Office, adds: 

"If unemployment were to be held at the 3.5 percent rate indefinitely, the 

simulations show a growing inflationary impact." 

Even John Kenneth Galbraith, expected to highly praise the bill, 

insists on standby wage controls (today, a dirty word to most economists) 

to blunt inflationary pressures before unemployment comes down • . 
Sponsors of S. 50 quickly point to the bill's anti-inflation section, 

including provisions insuring (?) adequate supplies of scarce commodities 

(food and energy), strengthened anti-trust laws, methods to increase private 

sector productivity, ~nd provisions for government action to promote price 

stability (wage-price controls). 

Yet Alice Rivlin of CBO responds: "There is much less focus in the 

bill on these·antirinflation suggestions than on the unemployment goal; 

there is no target set for inflation as there is for unemployment." 

Not surprising, then, that economists like Hichael lvachter of the 

University of PennsylvaniLl -- one of Governor Jimmy Carter's economic ' 
advisers -- estimates the full-employment. program could cause inflation of 

15 percent or more. (\vachtt:~r fears Carter's support of the bill could become 

"an albatross for Jimmy, assuming he's nominated.") Business Week: May 1976. 
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So Why Full Employment? 

Thus, the election approaches. Suddenly, jobs are an issue as 

a party unifier. 

President Ford denounced the Humphrey-Hawkins bill as a "vast 

election-year boondoggle." 

A top Hajority Congressional staffer responded: "Let him veto it 

and show ho'\-T callous he is. That 1 s its only purpose." And the "New Member 

Caucus" of freshman Democrats adds: The H-H bill is "almost an ideal bill 

to bolt on." 

So this year, our election year, we decide opr intermediate term 

economic future. The full-employment bill came, boasting courageous goals, 

and every month its proud provisions change as economists complain of idiocy. 

Hho knows what form the H-H bill will take by November? Perhaps as New York 

fre-shman Congressman Ed\vard Pattison (once for the bill; now voting nay) 

said: "We make these promises and then we fall to keep . them, and nobody 
'I 

believes we will do anything that vre say. 11 

November ~.;rill tell. 
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