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ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING
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8:30 a,m.

ROOSEVELT ROOM
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1. Report of Task Force on Productivity CEA

2. Trade Policy Monthly Status Report STR
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MINUTES OF THE 7
ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING

July 21, 1976
b4

Attendees: Messrs. Seidman, Liynn, Richardson, Dixon, Zarh,

2. Maritime Policy

Cannon, Gorog, Porter, Perritt, Darman, Penner,
MacAvoy, Harper, Hormats, Lieach, Reichley,
Spaulding

Questionable Payments Legislation

Mr. Seidman reported that the President had approved submission
of questionable payments legislation with provision for reporting
and limited disclosure with discretionary safeguards in relation
to interests of foreign policy and the judicial process. The discus-
sion focused on the timing and vehicle for transmitting the legisla-
tion to Congress.

Decision

Secretary Richardson was requested to prepare a draft Presidential
statement and questions and answers on the issue by c.o.b. today.
OMB will expedite the proposed bill through the legislative clear-
ance process. ‘

- Secretary Richardson reported-on progress in examining the US/

USSR oil and grain shipments problem and Soviet compliance with

o

~the terms of the Maritime Agreement. He indicated that.a paper

on the subject would be ready sometime next week. '

Report of Task Force on Banking Regulation

The Executive Committee reviewed the report of the Task Force
on Banking Regulation. The discussion focused on the distribu-
tion of responsibility among banking regulatory agencies, the

adequacy of present enforcement powers, new developments in
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banking practices including NOW accounts, electronic transfer
of furnds and variable rate mortgages, the alternatives for
structural reform outlined by the Task Force, and a review of
the current status of legislation pending in the Congress relating
to banking regulation and financial institutional reforms.

Decision

The Task Force was requested to expand their consideration of
the impact of the present structure of divided regulatory respon-
sibility both on promoting innovation and fostering duplication
and overlap of responsibilities. The Executive Committee also
requested the Task Force to explore the potential for holding
‘public hearings on possible changes in the banking regulatory
structure and on possible experimental changes, including better
coordination between Federal and State bank examiners.

4, Report of Task Forces on Improving Government Regulation

The Executive Committee reviewed a draft memorandum to the
President on the ""Status of Task Forces to Improve Government
Regulation." The discussion focused on the progress of the
OSHA, FEA, and Export Control Administration Task Forces
and the potential for the establishment of additional task forces.

5. East-West Economic Relations

Mr. Seidman reported that a proposal was ’being prrepa.r-ed for the
establishment of an EPB/NSC East-West Economic Relations
Coordinating Committee.

) 6. Other

The Executive Committee will not meet on Friday, July 23, as
originally scheduled.
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REPORT TO THE EXECUTIVE COMMITTLE OF THE ECONOMIC PCOLICY BOARD
W g
FROM:: Paul W. MacAvoy and Burton G. Malkiel

SUBJECT: Interagenhcy Task Force on Productivity Growth

At the request of the Economic Policy Board, the
Council of Economic Advisers has organized an Inter-
agency Task Force to study the apparent recent slowdown
in productivity growth, the prospects for the future,
and policy initiatives that might increase productivity.
In addition to the Council of Economic Advisers tha Task
Force includes representatives of the Department of
Commerce (including the Bureau of Economic Analysis), the
Department of Labor (BLS), and the National Commission on
Productivity and Work Quality.

In its initial meeting the Task Force surveyed the
analytical work on important factors affecting productivity
which in turn can be affected by national policy. These
factors may be grouped under three broad headings:

(1) Human Resources

Productivity growth is affected by changes in the
education, experience, and skill level of the labor force.
Policies that might increase the education and skill levels
of the labor force will be carefully examined. Other related
composition effects may not be susceptible to policy influence.
For example, shifts in the composition of output toward the
service sector and away from sectors experiencing both a
higher level and greater productivity growth may be induced
by changes in consumer preferences for outputs. But

‘regulations on employment which emphasizes restrictions
on entry and on introcduction of new techniques should be
examined for impact on productivity growth.




(2) Technology and Capital Investment

Research and development is believed to aifect
productivity growth rates, although the extent of the
affects is . controversial. R&D outlays have dropped as
a percentage of GNP, possibly because of tax an@ govern-
ment expenditure policies. Moreover, part of the U.S.
capital stock may have been "destroyed" during the recent
inflationary period as sharp changes in relative prices
have made obsolete some part of our industrial plant
that was put in place on the basis of a different price
structure. The somewhat lower ratios of investment to
GNP in recent years may also have contributed to a
decline in productivity growth. Government policies
affecting investment and research spending will be
studied.

(3) Government Regulation

Government regulation may have contributed to reduced
productivity growth. .Wage and price controls may have
adverscly affected investment in the early 1970's.
Regulatory lags may have affected investment notably in
energy, transportation, communications, and agriculture.
Some investment in capital goods mandated for the purpose
of increasing the "quality of life" may have substituted
for investment which would have increased output as it is
normally defined.

By carefully examining such areas the Task Force
hopes to be able to make preliminary statements within
one month concerning (a) the nature of the productivity
problem; (b) the possible sources of slower productivity
growth; and (c) possible government policy actions to
increase productivity.

Interagency representatives will work under CEA staff
direction in developing a draft position paper. We will
“aim for completion of the paper during the week of August 16
and would expect to report to the EPB during the week of
August 23.



THE WHITE HOUSE

WASHINGTON

July 21, 1976

MEMORANDUM FOR ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEMBER

FROM: ‘L. WILLIAM SEIDMAV 4;%41 S;

SUBJECT: = July -Status Report on International Trade-

A copy of the July Status Report on In*ernatlonal .Trade, pre-
-pared by the Office of the Special Representative for Trade
Negotiations, is attached. This report will be discussed at
the Thursday, July 22 Executive Committee meeting.

The Executive Committee will not meet on Friday, July 23, as
originally scheduled.

Attachment
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THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

July 21, 1976

MEMORANDUM FOR HONORABLE L, WILLIAM SEIDMAN :
- ASSISTANT TO THE PRESIDENT FOR ECONOMIC

AFFAIRS ji
”M:FROu:ﬁf-~~_f*““ﬁknbassadcr rrederlc& B. Dent }’f }\
*ﬁSﬁBJEQT: ,;_ ,July Status Report on International Trade E

For consideration by the EPB Executive Committee on
Friday morning, July 23, I am forwarding a copy of the
July Status Report on International Trade and look forward
to briefing the members on these matters at that time.

Enclosure

f\
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JULY STATUS REPORT
ON
INTERNATIONAL TRADE

During the first five months of 1976 U.S. exports and
imports were running at record high levels -- up 3% and 16%”
respectively from a year earlier. With imports valusd on a
CIF basis our five-month trade deficit 1s $4.4 billion.

Pressures for restrictive trade acticons which were
prevalent earlier in many countries have declined signifi- -
cantly in the last few months as a resu it of a continuing
improvement in economic conditions. This improved economic
outlook, however, has so far not been translated into faster
progress in the multilateral trade negotiations, partly
because of the political uncertainty created by impending
elections or government chandges in a number of countries,
and partly because of continuing high levels of unemployment.
The outlook for more rapid progress after the end of this

year is plomlslng, provided effective U.S. leadership is
exexted.

The major current issues in international trade revolve
around the sensitive agricultural trade relationship between
the United States and European Economic Community. The major
source of difficulty has been a large surplus of non-fat 3
dry milk in the EC, which induced the EC to require the
mixing of dry milk into domestic feedstuffs, and which
has also led to a proposal for a tax on EC imports of
vegetable o0il. The United States has vigorously protested
the adverse impact of these measures on U.S. exports of soybkeans.

The dispute between the U.S. and the EC over the
disposal of dry milk is symptomatic of the problems that
will continue to arise, unless the U.S. and the EC can work
out some acceptable solutions to the agricultural trade
problem in the multilateral trade negotiations. The °pecific
issue of the adverse impact of U.S. soybean exports is
likely to be amﬂllorated however, as the current drought in
Western Europe reduces the size of dairy herds, and the level
of milk pxoduction in Eurxope. The drought in Europe has led.
to the slaughter of EC cattle and to a projected 15 percent
decline in the EC grain crop. The drought is also likely to
have a wider adverse economic impact on the European Community,
particularly in France. The French trade balance is eXpected
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to deteriorate by about $1 billion, and the inflation rate
in France is expected to rise from a proiected 10% rate to
a projected 11% rate.

A projected Japanese trade surplus of over $6 billion s
well as a record trade surplus with the U.S. is causing
some notice worldwide, in view.of the fact that strong
. economies are being urged to support troubled ones.through
prudent trade policies.

I. International Cooperative Efforts N 5

A. Multilateral Trade Negotiations. Work in the MTN
is continuing on a whole range-of negotiating issues, but few
difficult political issues will be resolved this year. - The
United States is continuing to take the lead by tabling initial
negotiating proposals in the various negotiating groups.

Tariffs: On March 23, the United States tabled
its proposal. for a tariff negotiating plan, including a
set of general rules for the tariff negotiations and a
specific tariff formula. The summing up statement by the
chairman at the ‘'end of the m=eting showed a wide degree of
consensus on the general goals the U.S. had proposed. A
response to the specific tariff cutting formula proposed
by the United States did not come until the first week in
July, when the EC made a counter proposal. While the U.S.
proposal (which covered both industrial and agricultural
products) would result in an average cut in duties of 58%,
the EC proposal (which excludes agriculture) would result
in an average cut of about 32% on industrial products.

Safeguards: On July 19, the United States tabled

a concept paper, which outlined the "basic elerents" of a .
new international safeguard code. The new safeguard code
would not replace existing GATT praovisions such as Article
XIX which deals with temporary import measures, but would
supplement such existing provisions. Under the new code,
countries would bs relieved of the compensation obligation
and retaliation liability, provided their safeguard action
et the more stringent reguirements of the code.

GATT Reform: Brazil has proposed the creation
of a new negotiating group in the multilateral trade ne-
‘gotiations to deal with GLTT reform. While the ILDC's are
clearly interested in advancing their own concerns in such
a new GATT reform group, the Trade Act of 1974 also directs
the President to seek a variety of GATT reform objectives, .
some of which might be achieved in such a group. At the




weeting of the Trad NecoLlatlng Conmittee, which has not
yet been scheduled, the LBC's are likely to push forcefully
for the creation of a GAIT ruform group. Eefore then, the
U.S. will have to decide how its interests are best sexrved.
Tropical Products: On lMarch
States offered to reduce duties on 140 tro

1, the United .
3
of interest to developing countlles, in exci
U
=£

cal procduct items
ange for specified
S. exporters.
a

trade liberalizing reasures of benefit to

While 10 other developed countries have offered trade con-
cessions on tropical products, the Unitsd States was the
only country to request parallel contributions from the
developing countries. The LDC's have argued, and the other
developed countries have agreed, that their contributions in
the contexi of the MTN should come in a single package at
the end of the negotiations The U.S. position is that its

request for parallel contrlbutlons is censistent with the
Tokyo Declaration, and needs to be viewed in the light of
unilateral trade concessions offered to developing countries
on January 1, 1976, through the implementation of GSP benefits.
We may be hzading for a confrontation on this issue in the fall.

B. OECD >

Trade Pledge: At the meeting of OECD ministers
in June, OECD governments once again made a best-effort
commitment to avoid the use of trade restrictive meaewrgs,
particularly across the board restrictions to deal with
balance of payments or broad sectoral problems. This so-
called OECD trade pledge was renewed with a fairly wide-
spread assumption that this was the last year that the
pledoge would be renewed, at least in its current form. The
OECD Trade Committee has been asked to study the issue,
and to explore possible alternatives. The U.S. Government
should decide by the end of this year its own position on
this guestion.

North/South Trade Relations: OECD ministers also
ogreed in June to seek closer cooperation among OECD govern-
ments in ‘negotiations with developing countries cn trade
issues. At a subseguent meeting of the Trade Committee it
was agreed to explore ways in which such closer cooperation
can be implemented. It is clear that other OECD ccuntries
are looking for U.S. leadership on this guestion, and the
U.S. must therefore formulate some constructive proposals
in the near future.

East/West Trade Relations: Secretary Kissinger
suggested at the OECD ministerial that the OECD countries g
seek closcr cooperation on issues of East/West trade relations.
- F ’?pt\\
<N\
f"“‘




LIMITED OFFICIAL USE
—f—

U.S. representatives made soms initial suggestions for

a work program toward this end at a subseguent meeting
of the OECD Executive Committee Special Session. The
members of the OECD Trade Comnittee have also expressed
an interest in the subject, and they are loocking forward
to more concrete U.S. suggestions.

3 R Status of GSP

Since the implementation of our GSP program on
January 1, 1976, there has been surprisingly little vocal
domestic or foreign criticism, though thexe has been a
similar lack of vocal domestic support. Developing countries
have generally welcomed the trade opportunities provided,
although they have criticized the exclusion of OPEC members.
Domestic opposition has been largely limited to specific
industries, whose opposition has been effectively channeled
by their opportunity to petition the government for removal
of their products from the GSP list.

Hearings were held in early June on 41 petitions, of
which 40 were for the deletion of items and one was for the
addition of an item. The Trade Policy Staff Committee
unanimously recommended that 2% requests for deletion be
denied, 2 be granted and 4 be pcstponed. It also recommended
that the request for the addition of an item be granted.
Interagency differences over the treatwent of 5 requests
for deletion were sent to the President for decision.

XX, Current Trade Issues

A. Agricultural Issues with the EC

1. Non-Fat Dry Milk Disposal System: In March .
of 1976, the EC instituted a compulsory purchase program
for non-fat dry milk. This program requires animal feed
distributors to mix a proportion of non-fat dry milk into
feed sold to EC farmers. It has an adverse impact on U.S.

agricultural interest, by displacing U.S. exports of soybean
meal.

On March 30, 1976, the National Soybean Processors
Association and the American Soybean Association filed a
Section 301 complaint, requesting that remedial actions be
taken by the U.S. Government against an unfair trade practice
by the EC. The U.S. initiated bilateral consultations with
‘the EC in April, but these consultations did not lead to
removal or modification of the regulations satisfactory to
the United States. Accordingly, the U.S. requested at the
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July 15 meeting of the GAYTT Council that a panel of
experts be formed to investigate the GATT legality of
the program. We have reserved the right to call a
spacial session of the Council for a consideration of the
U.S. recquest.

2. Minimum Import Prices: A minimum import price
and surety deposit system on processed fruits and vege-
tables was implemented by the Europsan Community in. September
of 1975. A Section 301 complaint was filed by the National
Canners Association on September 22, 1975 against these
EC practices. The United States initiated consultations
under the General Agreement on Tariffs and Trade in March
of 1976. These consultations did not lead to a successful
removal or modifications of the program satisfactory to the
United States. Accordingly, the United States reqLested'
the GATT Council tc form a panel of experts to investigate
the legality of the system under the GATT. The Council

agreed to the creation of such a panel at the July 15 GATT
Council meeting.

3. The Poultry/Cognac Issue: In the context of the

24:6 negotiations with the European Community the United
States increased the price-break on cognac from $% to $17,
thereby reducing the duty for a two-year period on cognac
priced between $9 and $17. This action was taken by the
United States with the understanding that steps would be
taken by the EC to reduce its restrictions on chicken. The
two~year period expired on July 1 and we have been under
strong pressure from the domestic poultry industry to rollback
the price break, in the absence of meaningful concessions by
the EC and the French on poultry.

In recent weeks intensive high-level discussions
have been held with EC and French officials in an effort to
resolve the poultry/cocnac problem. We have indicated to the
EC and French our minimum conditions for resolving this
problem. If this matter is not resolved prior to the August
vacation period, we expect to publish a Federal Register
Notice of our intent to rollback the cognac price break.

B. ITC Investigations

1. Investigation of Japanese Television Imports:
On March 29 the ITC began an investigation under Section 337
of the Tariff Act of 1930 of allegations of unfair methods
of competition against several producers and importers of
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Japanese television sets. A few days later, the ITC on

its own motion, initiated a preliminary investigation to
determine whethexr the Section 337 investigations should be
broadened to include all Japanese television imports. The
investigation covers $350 million in imports. The unfair
metheds of competition which were alleged include subsidization,
dumping, predatory pricing and antitrust violations.

The Japanese are deeply concerned about this
investigation and have raised it on sevexal occasions with
United States officials. Under the law, tha ITC must reach
a decision no later than September 1277. Should the decision
be affirmative, the ITC must then recommend (1) the exclusion
of offending imports or (2) issue a cease and desist order.
However, within 60 days aftex the positive ITC determination
the President may, for "policy reasons", override any action
taken. A Presidential override is not subject to review and
nullifies any USITC action.

The U.S. television industry is deeply concerned by
a recent surge in imports of color television sets (19 inches
or smaller). The domestic market penetration has jumped from
about 20% a year ago to about 40% in May of this year. Since
the initial complaint (by GTE) increasing concern has been
expressed by the whole industry.

2. Recommendation on Honey: The ITC recently recom—
- mended the establishment of a tariff rate gquota on honey,

in response to a petition by the industry for remedial action
against an injuricus increase in imports. The President may
decide by August 28, on whether to grant import relief to
the domestic honey industry.

C. GATT Review of DISC and Other Tax Practices

Earlier this year the GATT Council established a panel
of experts to investigate the GATT legality of the U.S.
DISC program and similar tax practices by certain European
countries. The panel will have its next meeting at the end
of July, when it is expected to complete its deliberations.
A decision is expected in Septembzr. If they find that
the DISC is legal under the GATT, the U.S. would have a
strong basis for maintaining the program or to use its
possible elimination as a negotiating lever in the negotiation
of a subsidy code in the MIN. If they find that the DISC
is GATT illegal, and this decision is endorsed by the GATT
Council, the U.S. would be expected to adjust its practice
with the finding.
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D. Leakages in the Beef Import Program

Serious concern has been expressed in recent days
about the evasion of U.S. restrictions on bsef imports
through increased imports of processad beef The question -
is being investigated to determine the possible dimension
of the problem, and possible remedies.

fte @

Iv. PEC-~-PICEE Joint Meeting July 13, 1976

Secretary Richardson presided at the first joint
meeting of the President's Export Council - (pvt. scctor
chief executive officers) and President's Interagency
Committee on- Export Expansion.

The PEC members urged a strong, consistent foreign
trade policy that reflects the competitive nature of world
markets, the interdependence of nations, the relative
strengthening of other industrial nations vs the U.S.,
and the importance of multinational enterprises to world
economic development.

They were also concerned about equitable tax and
investment policies as well as having export credit available
on a competitive basis with foreign competition. Emphasis
was also placed upon the importance of recognizing the
growing trade potential for the LDC's upon whom we are also
dependent for raw materials.

Summaries of two PEC presentations are attached.

Attachments
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NTERNATIONAL TRADE AND WVESTMENT

By Reginald H. Jones
: Chairman and Chief Execuiive Cificer
General Elecivic Company

b-de

A. End of the Post-war XMra (1945-75).

%

‘a. The resource-rich nations -- our most imporiant,

arily in indus u:lal n“od“c-

Rise of Japan and Burope to essential pa
even cur most important

tivity. No longer our dependents, or
future customers. }:o*. ascentiz]lly our competitors in "'orla
markets. And fhey h ave put exporis at the cenier of their
econoinic po‘lm', m th their governments ofieri o strong, con-
sistent support to export indusiries and multinztionals that gpesrate
on 2 world scale. _

o

Rise of thf‘ new nations - ex-colonial

x-colonial, nationalistic, often ’
anti-capitlist, determined to c,*;i ract every advoentzge {roia their
economic and political rescurces. Demand {or New Economie Oxder

fastest growing custciners for high-technolegy products.
But alsq the source of much-needed fucl :

and raw
materials, The new focal point for foreign economic,

nnhta;y, and political policy attention.

b, The rescurce-poor nations -- desperate, huagry, in reed
. of help, yet seldom supportive of our political philososhy.

1 economy: interder »fmc:::, with worldwide
c'. s and resocurces 9 d jobs. Worldwide
com Iz ics z natural ouicome and 2 nesitive-dévelooment.
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B. The new cierdy econom

agriculture provides very few jobs.

C.. The new sensilivity of the jobs issuz in the U. S
ployment. Thus, a fear uf imports, and rising
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D. And the current situation ~- {rade deiiciis com i g in 1876, "7, with

EVIDENCE OF LACK O‘?‘ A POLICY,

A.

impact on income and jobs., No time to mske it even tougher for U. S.
exporters. '
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Congressional attacks on muitinationals, with labor, academic,
X i scurce of cur exports and our
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madia.support, Yet these are the chied
foreign-source incone,

s and deferral --
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Ex-Im Bank; to rely on suc
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GATT negotiations (ixapor tant 2s il
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U‘ccm:ml approaches to development of foreign economic policy in -
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Piecemeal approach to trade issues; no coherent and consistent statemeni
of cur trade and investment policy to gi ve guidance to executive and
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ilic interest
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B. Public aud Governmwent recognition ¢f the imnuritance of
our mnliinational cowpanies to the health of ths U.S

cconomy——in terms of jobs ® 3 st
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C. Consistency. Year-—-after-vear datermination o keop U.S.
industry fully compstitive in weorlid markets.

D. Policy objectives in this context E
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Sperrcy Rand Corporation

July 13, 1976 . ;

(¥] OBJLECTIVES OF THESE REMARY

w0

as expressad
:de policy for the
ated such a way

- to second the need which Regina
for a future-oriented foreiy
United States -~ a policy cooxr
as to ,assure the support of al a o
U.S. aovn ‘nment Lbc Lessexr Developed Countries
(LDC* &) and u.s. private incusiry.

-~ %o show that this policy must esteblish the basis
for a mutually advantegzous trade and iDVCStu&ﬁi
relationship batween U,8. multinationals (MEC's)

and the IDC's,

© LDC'S Caw BE OUR FUTURE GROWTH CUSTOMERS

- Europm and Jc

l : - e N s L
conpatitors, strongly supported by Lhe¢r covprn ents

O LDC'S ARE INCREASINGLY IMPORTAXYT SOURCES OF CUR RAW
MATERIALS AND OIL

T

- the ILC's are aware that they possess these strategic
materials

- they can and have used this fact as leverage to obtain
econcinic concessions and as a basis for cartels

~ international forums have sanctioncd such actions
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~  Our dependence on foreign svpply should-instill

a sense oL urgency within our govexriment

INVE thTNT POLICY COMSIDERATIONS

~ MNC's and U.S. government must have greator sensitiviiy
" to LBC's needs and capabilities, MBC's must be industria
citizens of LDC's.
- At the same time, we must face the very real issue
of diverging interests of IDC's and U.S. MNC's
-~ Why is.there a reluctence now to invest in LDC's?
J. Political instability
2. Lack of infrastructure .
3. Better opportunity for M¥C capitel elsevhere
4., Lack of exchange
5. Fear of nation:lization and@ other impedinrents
to a healthy investment clinate
6. Lackluster experience to date - YOnce burned twice

Sh}' "

TECHHOLGGY TRANSFER POLICY COUSIDERATIONS

- technolﬁﬂv has evolved only over much time at

- technology is privately owned - cannot bz bargained
avey between U.S. and host country gorernments -
its transfer demands appropriate compensation and
future profit opportunities



U.S. GOVERNMENT MUST BE A PARTHRER WITH BUS
AN ADVERSARY
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hvczs need opzrating floxibility to integrate theno
foactors

Host country rastrictio
managem=ant of local uni
technology can seriousi
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only governments can negotiate with other governments
to es tnbllSh the climate necessary for cooperation,

not confrontation

MNC?

aecis

'.’3 7.'!

are not in the business of making political
ions

MNC's should not be the tools of U.S. forxeiun

policy, rather they should be motivated by the U.S.
goverment through negetiated in?OLn“Lloﬂal agrecuent
thcn ensure an atmesphere conducive to profitable
cperations, political stability in host countries,
and economic growth,
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