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HORSEPOWER TAX

Why not tax new automobiles on a horsepower basis,
to discourage purchase of "gas-guzzlers" and induce
people to buy smaller cars with smaller engines?

The Administration carefully considered a horsepower
tax, and concluded that the President's proposals to
increase the price of gasoline would have a more ,
immediate effect. We have made an agreement with the
Big 3 auto manufacturers to increase gasoline mileage
by 40%. It would meet energy conservation goals more
equitably than horsepower taxes.

Taxes on new cars based on horsepower would not affect
the majority of cars on the road until 1980, at the

earliest. Further, purchasers of large cars are the

least sensitive to price increases, and a resonable
tax would be unlikely to deter many purchases.

Also, prices of used cars would be driven up,

- artificially penalizing low-income families.
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QUESTION - SeENATOR MUSKIE SAYS THE ENERGY AND TAX PACKAGE
WILL PROBABLY COST JOBS, NOT SAVE THEM, AND IT

WILL STIMULATE INFLATION, HE SAYS THE ENERGY TAX

IS EQUIVALENT TO A CUT IN PAY, WHAT DO YOU THINK?

ANSWER - T THInNK SENATOR MUSKIE 1S WRONG., IF YOU LOOK AT
THE ENERGY TAX IN COMBINATION WITH THE PROPOSED
PERMANENT TAX REDUCTIONS, MOST PEOPLE WILL GET
THE EQUIVALENT OF AN INCREASE IN PAY,

IT 1S NOT THE PURPOSE OF THE ENERGY PROPOSALS
EITHER TO SAVE JOBS OR TO STIMULATE THE ECONOMY.
THE TEMPORARY TAX CUT IS DESIGNED FOR THAT PUR-
POSE, -[HE ENERGY PROPOSALS AND PERMANENT TAX
REDUCTIONS ARE SUPPOSED TO HELP US SOLVE OUR ENERGY
PROBLEMS, [T WILL REQUIRE SOME ADJUSTMENTS IN
OUR WAY OF DOING THINGS, AND THAT IS ITS PURPOSE.
WE DO NOT THINK IT WILL HAVE AN OVER-ALL ADVERSE
IMPACT, NOR WILL IT REDUCE PEOPLE’'S REAL INCOME
%VTN THOUGH IT_MAY HAVE A MODEST EFFECT ON THE
Pl STATISTICS) BECAUSE IT IS MATCHED BY TAX
REDUCTIONS., ;



RIPPLE EFFECT

How did you arrive at your estimate of only a 2%
increase in the Consumer Price Index and no ripple
effect to sveak of from the President's program?

We are estimating the total cost increase resulting
from this program to be about $30 billion. Such an
increase would cause a 2% increase in the Consumer

Price iIndex in the first full year of the program.
This estimats includes both direct and indirect
energy cost effects.

Some estimates show that, with the ripple effect, the
CPI could increase as much as 2.5%, but we believe
that the indirect effects will probably not generate
increzses beyond 2%.

Therz are two major reasons for our view: first,
there will be a major rebate going to corporations
which will reduce their tax bite. Second, the
demand for goods and services in today's economy
is very soft, and manufacturers will be anxious to
maintain their current markets.

e
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ECONOMIC ACTIVITY

Won't the President's energy proposals tend to depress
economic activity at a time of recession and low
business and public confidence?

Since the $30 billion in taxes and fees is returnsd to
the eccnomy in the form of a permanent tax reduction

and non~tax payments, the aggregate effect on economic
activitv should be neutral. Adjustment to higher energy
costs will impose some strains. These strains will be
offset, however, by the improvement in business confi-
dence that should result from prompt action which showed
the peovle that the country has begun to move on our
long-term energy problem.

Delay
consz

in moving forward with a comprehensive energy
rvation program, or choice of a system of alloca-
tion cr rationing to conserve enerxrgy, would only post-
pong the problem, reduce business confidence and delay
a healtnhy and constructive recovery from the current
recassion.

-+

The ensrgy problem has contributed strongly to the
current recession and decline in confidence; the energy
issue must be faced squarely and acted upon promptly

to restore and sustain improved confidence.



RATIONING

Recent opinion polls indicate that the American

people favor coupon rationing to increases in the
price of gasoline. Wouldn't rationing be just as
effective as price increases, and easier tovlegi$1§te?

First of all, rationing is a one-sided coin -- con-
trolling gasoline consumption -~ whereas our plan
will reduce consumption of all fuel products, and at
the same time stimulate an increase in supply. Second
coupon rationing requires the establishment of a o
cumbersome bureaucracy. It would take 4-6 months to
implement, require 15,000 - 25,000 full-time people

" to run and an additional $2 billion in Federal costs.

Yet, given the fluid nature of our society, it is

probably limited to a useful life of no more than

two years. The longer a rationing program is in

place, the more ways people find to get around it.

Also, there would be gross inequities under rationing

that could not be resolved by any classification system

we have yet devised. For instance, a family of four ' ,
with 2 teenage children could have a ration of as much = -
as 36 gallons per week, whereas a family of four with

- one adult driver and 2 infants would recelve only 9

gallons a week at the coupon prlce.

Another v1ct1m of the rationing proposal is the GNP.

An allocation/rationing program would create a drop
of an estimated $13 billion in the GNP and would place
several hundred thousand more workers on unemployment,

V We feel that the only reason rationing is even being

seriously considered is that the.facts on it are not
fully known; anyone who studies it carefully will, we
think, understand the need to implement the Preszdent s
program.

R



RATIONING

In effect, ish't your energy program price rationing?
If so, wouldn't it be more equitable to impose coupon

- rationing, so that the poor or moderately poor aren't

proportionally overburdened by price increases? -

- In some ways the energy conservation program is

price rationing, but there are crucial differences:
first, the President's program focuses on all

- petroleum products and natural gas -- not just

gasoline, which is the favorite target for most

“who thlnk ratlonlng is the answer.

There is a second crucial difference between coupon
rationing and price increases. Under our program,
the consumer decides where his dollar is to be
spent. Under coupon rationing, that decision is
made by the Federal Government.

36



SECTION IT

ENERGY




UNEMPLOYMENT

The unemployment rate has risen much more rapidly
than you expected. Why don't you provide an
additiocnal 250,000 public service jobs beyond

the 500,000 already authorized for local
governments?

The public service employment program will be
useful to help cushion the effects of the
recession. But there are limitations on how
guickliy and effectively that program can be
expanded. '

At the last report there were many public service
job cpenings unfilled. We are making a strong
effort right now to see that the State and local
governments f£ill those openings as quickly as
possible. Before long we will have a better idea
of how much need there is under present conditions.

Our first line of defense, however, is the unempley-
ment compensation program. It has been designed
expressly to deal with cyclical unemployment. It
is designed to expand with the need and, likewise,
contract in times of high employment.



SOCIAL SECURITY

In trying to hold down Government spending, why did
the President single out Social Security benefits
and Federal retirement programs?

Social Security benefits 'and Federal retirement
programs were not singled out. The President has
submitted a series of budget recisions and deferrals
on a wide range of programs to help reduce the
Federal budget.

The 5% limit applies not merely to Social Security
benefits but to all Federal programs tied to the
cost of living, as well as Federal employee pay
increases.

It is important to remember that since 1970 prices
have increased 30% while Social Security benefits
have on average increased 47%.

We are currently in a period in which the GNP is
declining. Our best estimate is that the country
as a whole will have between 3 and 4% less in
goods and services during the coming year. Thus,
a 3% limit on Social Security increases instead
of the estimated full increase of about 8-1/2%
mzans that Social Security recipients will bear
their share but no more than their share of the
burden.



WHOLESALE PRICES

“

Is there any hops for the rate of price increase
to come down?

rate of inflation should continue to gradually
improve in coming months. The rate of wholesale
price increases has been improving for several
months, particularly for industrial raw materials.
Sheor+tages are no longer a problem and we currently
have the capability to produce goods. Most of the
price distortions caused by controls and the
guaZrupling of oil prices last year have worked
through the system. The further amount of relief
in the wholesale price index suggests some relief
in consumer prices in the months ahead.



FINANCIAL MARKETS

Can the large Federal budget deficits in the
next 18 months be financed through borrowing
by the Treasury without straining financial
markets and raising interest rates?

We believe that the deficits can be financed
without undue strain because private credit
demands typically decline sharply during a
recession and remain low until recovery is well
under way.

However, some financial market observers believe
that the projected deficits will cause some
moderate strains on the market. Larger deficits,
resulting from either larger tax reductions than
proposed or failure to control Federal spending,
could create a problem in the financial systemn.



CONSUMER SPENDING

Can you be certain that people will spend the
additional money they receive through tax
reductions and provide the hoped-for stimulus
to the economy? :

No one can be sure what consumers will do with
more money in their pockets. It is our expecta-
tion that a substantial part will be spent in
areas where the economy is the weakest. This

is based on observations of past. tax cuts. If
consumers do save a large fraction of the tax
reduction, additional funds will be available

to invest in housing construction and other
job-creating activities.



Some critics say that on balance the proposed
economic program will have a negative fiscal
impact. What do you say?

The net fiscal impact of the proposed energy
taxes, the return of the energy revenues to
the economy, and the temporary tax cut would
be positive during 1975. These measures
taken together would result in a $5.7 billion

stimulus in the second quarter, a $7.6 billion

stimulus in the third gquarter, and would
continue to be positive throughout 1975.




TAX REBATE

Will the $16 billion tax rebate -proposed by

the President cause an increase in the inflation

rate?

It is our view that under present economic
conditions -- with unemployment high and many
factories opesrating well below capacity --
there is sufficient slack in the economy that
the precdominant effect of the tax cut will be
to stimuliate spending and increase output with
only a slight impact on prices. However, some
economists do suggest the possibility of an
increased rate of inflation during the year
ahead, 'due to Government financing require-
ments. This emphasizes the need for spending

It is also important to remember that the tax
rebate is temporary. After the economy gets
well into recovery, stimulus will have been

removed so that there will be no lasting effect
on the inflation rate.



EFFECT CN THE POOR

Why is your temporary tax reduction an across-~
the-board reduction and not designed for
lower—-income people?

The $16 billion temporary tax cut is designed

to provide an immediate boost to the economy.
Individuals would receive $12 billion and
businesses the other $4 billion which will

help stimulate current spending and investment

to create jobs. The President's proposal limits
the total rebate to $1,000 but provides meaningful
rebates for a larger number of families that will
help to stimulate retail sales, particularly for
appliances, furniture and cars so that employment
will increase.

Adjustment of the tax rates is provided in another
part of the President's program which will use the
revenues raised by the energy taxes to increase
the low-income family exemption and to reduce

the tax rate. This part of the package is tilted
in favor of low and middle-income families as
indicated. A special $2 billion package is set
aside for people with low incomes who do not pay -
any taxes.



What is your position on the provisions of the tax bill being
developed in the Ways and Means Committee as reported in the

press?

The Committee has not yet reported a bill, so I will not comment

on approaches that have been discussed. I am very pleased that the
Committee is giving the question of tax reduction prompt attention
and that quick action is being taken. I am also pleased that there
is apparently broad agreement in the Congress that a tax reduction

is needed and that the tax reduction should apply both to individuals
and to corporations in tﬁe form of an increase in the investment

tax credit.
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GOVERNMENT SPENDING

Why does the economic program concentrate on
tax cuts rather than increasing Government
expenditures? : BRI :

At the present time a tax cut is preferable for

two reasons: first, a tax cut will have a much .-
quicker and more immediate impact on the economy.
Government spendlng programs, if they are to be
effective, require much time and planning prior
to implementation. The recession should be . ,
dealt with now. Secondly, and equally important,
past history suggests that increased Government
expenditures tend to become permanent and place
increasing demands on the Federal budget. Even
while dealing with recession it is important

that we not lose sight of our long-term ,
objectives of bringing Federal expenditures
under control to bring the budget into balance o
when the economy recovers. : S

It is lnterestlng that in recent weeks opinions

- among economists are virtually unanimous that under

current conditions tax cuts are preferable to an
expendlture stlmulus. a



' GOVERNMENT _SPENDING

Why has thekPresident decided that there should
not be any new spending programs in FY 19762

' We .must restrain Government spending. Federal

spending will actually jump $80 billion from

‘July 1974 through FY 1976. Much of this increase

is caused by programs to aid the unemployed and
to expand benefit payments of many social programs.
But we need to carefully consider our future '

-priorities. When we close the books on FY 1975 we il

will have reported a Federal deficit in fourteen
out of the last fifteen years. Over this period
we will have accumulated $159 billion of budget

deficits and another $180 billion will have been
borrowed for Federal programs not included in the

‘budget. The President is determined to regain con-

trol of Federal programs and the first step is to
stop taking on new burdens, which we cannot pay
for, until we can determine our future priorities.
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THE WHITE HOUSE

WASHING-TON

February 1, 1975

MEMORANDUM FOR THE PRESIDENT

FROM: RON NESSEN

Here are Q&% A's on economics, energy and general

~ domestic matters in preparation for your news

conference Tuesday in Atlanta.

On Monday, you will receive additional Q& A's on
foreign policy and the budget.

If you wish to pursue economic and energy policy in
more detail, you have received a separate notebook on
these matters.



THE WHITE HOUSE

WASHINGTON

Defense Budget Increase

Of the $15.7 billion increase in TOA (total obligation authority)
from $89.0 billion to $104.7 billion, $7.5 billion (47.8%) is due to

pay and price inflation over FY 1975.



Question:

In recent days there has been considerable comment about President
Nixon's future in public life, including Senator Goldwater's statement
of his role in Party affairs as well as reporﬁs that President Nixon
would liké to be named Ambassador to Red China. Wl;at do you see

?

the former President's role to be?

. Answer:

My first hope is complete and speedy return to a state of good health
for the former President. I believe the former President's future role
will be determined in large measure by his health, and until he is fully .

recovered, it is too early to speculate on what that role might be.

JOM
2-3-75



Question:
What is your view of the recent changes in the organization of the

Congress, resulting in the deposing of several Committee Chairmen?

Answer:

The situation you have described has occurred largely in the organiza:-
tional efforts of the Democratic party. When I was Minority Leader,

I was cautious about making remarks bon the internal workings of the
other party. As Chief Executivé, I believe it is sound advice to t:orego

comments on Congressional organization in general.

JOM
2-3-75



Quéstion:
On February 9 the transition officially ends. What, if any, relation-

ship will you continue to have with former President Nixon; in an

official sense?

Answer:

There are two statutes in qdestion here. As you observed, the
Transition Act ter'minatevs on February 9, six months after my
swearing-in. However, President Nixon will, as of that date,

come under the Former Presidents Act, which by law provides him
with certain continuing benefits which include pension, a staff allowance,
- office space and limited operationé.l costs. This is the same statute

that has been available to other former Presidents in recent years.

The number of people who will be working with him will be sub-
stantially reduced from the transtion period. It should be kept in
mind, however, that under separate statutes, he will be receiving
Secret Service protection, and there will be some support furnished

from time to time pursuant to Secret Service requirements.

JOM
2-3-75



Question:
Do you see the Congress acting in such a way as to frustrate and
obstruct your requests, particularly in light of the influence of the

Caucus and the role of the freshmen Democrats?

Answer:
- My hoi)e is that Congress will act responsibly. I do not think their
constituenfs sent them to Congress to either frustrate or obstruct
the President nor to engage in confrontations with the Executive
Branc.,h. In our coﬁntry, it takes two to govern. Oniy the Congress
can legislate, and only the Execu;:i.ve Branch can execute the programs
and policies of the government. In the chritical times in which we
live, there is nothing to be gained by stalemate, but much to be lost
through noaction, I am willing to meet the Congress more than
half-way, and it is my hope they will do their part. 1 am convinced
the new rzv;embers of Congress are responsible and intelligent

individuals who want to do the best thing for the country.

JOM
2-3-75




Question:
What do you think will happen to the Defense program now that Hebert

has lost his Chairmanship of the Armed Services Committee?

Answer:

The question of the Defense program in the Congress is onek of concern
notwithstanding who the Chairman is. As you are aware, Mr‘.‘ Hébgert '.
has long been a strong advocate and great supporter of the ’Defeq;:.el
program; however, I have known and served with his successor‘,v
‘Mel Price, for many years. He too is deeply committed to a strong
National defense, and I believe tha:t he will do everything he can be

promote that cause in his Committee and on the Floor.

JOM
2-3-175



T R L N Diot 20 BT LTI e

Question:
Some of us have observed that your Clemency Program has not been

successful, in which case why did you extend the time for applications?

Answer:

I do not agree that it has not ﬁeen successful. It is a program of
clemehcy availaﬁle to those who wish to earn their way back into t;he

main stream of Amé;ican life. The program was extended pr'mcipa.liy
for two reasbns. In ’genera}., the Clemency Board had begun an extensive'
nationwide educational prbgram through advertising which accelerated
substantially the number of applications and that, together with a
substantial increase of applications as the deadline ended, made it

feasible to extend the program for one month.

JOM
2-3-75
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Q. & A, on FBI data furnished the President

when he was House Minority Leader in

connection with his investigation of Justice Douglas
(see Jack Anderson's colum of February 3, 1975)

Question

Now that the FBI is being charged with having wrongfully compiled
information on public officials, how do you defend its having
furnished you with information from its files on Justice Douglas
when yvou were House Minority Leader?

>

Answer

That House Judiciary Committee at the hearings on my nomination

to be Vice President had before it the materials furnished by the
Department of Justice to me, which involved only limited information
from the F'BI, I believe that if the Committee at that time had
believed it was not proper for the Department of Justice or ¥FBI to
cooperate even in this limited way with another branch of government,
the Cormmittee would have pursued the matter,



Question

Mr. President: Last week in Washington, the Maycrs of some of the largest
cities pleaded for $16 billion in emergency Federal aid. What is your response?

Answer

My budget recommends $56 billion in grants to State and local governments --
a new all-time high. This is a 83 billion increase over 1975. This represents
about one out of every $6 in the Federal budget. I have also proposed as a
part of this, an increase of $2 billion to flow through the General Revenue
Sharing formula and the extension of General Revenue Sharing itself.

1 hope that the course the Mayors are following does not jeopardize the Coalition
which succeeded in getting General Revenue Sharing passed in the first place,
and I think when they see the budget in detail they will realize that the effort
we are making is the best effort we can make at this time.

Background

The States and Counties and other local governments are concerned that the
Mayors effort to obtain fiscal relief for the cities alone, will cause problems.
Some feel it may cause a split among the Mayors, Governors, Legislators
and County Officials which could jeopardize the reenactment of the General
Revenue Sharing effort.

The $56 billion in the '76 budget compares with only $13 billion of Federal grants
to State and local government in 1966, This is a tremendous increase in the
immediate past 10 years.

- JHF - 2/3/75
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Talking Points

BUDGET TOTALS SINCE 1974
Budget outlays will increase from $268.4 billion in 1974 to $349.4
billion in 1976, a 30% increase.

Budget outlays will increase 11.5% ($36 billion) from 1975 to 1976..

Budget receipts will increase 12%, from $264.9 billion in 1974 to
$297.5 billion in 1976. T _ R

The budget deficit in 1974 was $3.5 billion, and is estimated to
be $34.7 billion in 1975 and $51.9 bililion in 1976.
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Talking Points
OUTLAYS AS A PEkCENT OF GNP
Budget outlays have increased from 18.77 as a percent of GNP in
1966 to 21.9% in 1976.

Outlays for national defense have declined from 7.7% as a percent
of GNP in 1966 to 5.9%Z in 1976.

Outltays for payments to individuals and grants have increased
dramatically from 5.97% of GNP in 1966 to 11.9%Z in 1976.

Interest and other non-defense outlays have declined as a percent
of GNP from 5.0% in 1966 to 4.0% in 1976.
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Talking Points -

THE BUDGET AND THE ECONOMY

The budget totals for 1975 and 1976 reflect the "automatic
stabilizers” of the budget (i.e.: certain expenditures rise
automatically, and revenues "decllne automatically, providing
fiscal stlmulus)

If the economy were operating at the same level of capac1ty as in e
1974 (5.0%Z unemployment): ‘

—— receipts would be $30 billion hlgher in 1975 and $40 billlon {2 ;,
- higher in 1976; :

— outlays for unemployment assistance would be $9 bllllon lower.f;
in 1975 and $13 bllllon lower-in 1976; and . ~

~— the 1975 and 1976 budgets would be in surplus.

In addltlon, in the absence of the President's energy and tax '
stimulus proposals, the 1975 and 1976 budgets would be in surplus
by $10 billion and $14 billion, respectlvely.
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ISSUE

INCREASE IN ACTIVE ARiY DIVISIONS

Between 19468 and 1975, the general purpose forces were sharply reduced
following the United States disengagement from the conflict in Vietnam.
Military personnel was reduced by 1.4 million, from 3.5 million in 1968
to 2,1 million in 1975. This is the lowest level since before the Korean
War and 556,000 less than in 1964 prior to the Vietnam conflict. The
number of active divisions, tactical air wings and warships has also
been reduced below pre-Vietnam war levels.

. The United States has initiated negotiations between the NATO Alliance

and the Warsaw Pact on mutual and balanced force reductions. If these
negotiations are successful, some U,S. forces stationed in Europe could
be withdrawn. For the time being, however, the United States and its
allies must maintain present manpower levels and strengthen conventional
combat capabilities., This will be accomplished by shifting manpower from
support activities to combat functions, and by modernizing weapon systems
and equipment. Increase standardization of weapons will also be emphasized.

With little or no increase in present manpower ceilings, combat capabili-~
ties will be strengthened by an increase in the number of active combat
elements and an offsetting reduction of headquarters and general support
activities. More extensive use of reserve combat components will further
augment the active forces. This will result in greater combat power in
the early days of a conflict. The major change planned is an increase

in the number of active army divisions from 13 in June 1974, to 16 by
September 1976. '
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ISSUE

* INCREASES FOR DEFENSE

Our defense forces contribute to peace and international stability by
maintaining the military equilibrium. An equalibrium of force is as
essential to support our diplomacy in a time of detente as it is v1tal
to protect our freedom in a period of tension.

Between 1968 and 1974 it was possible to hold defense outlays about level
and to offset rising costs by making substantial reductions in defense
manpower and forces. It is no longer realistically possible to compen-
sate for increasing costs by further reducing military strength. There-
fore, an increase in defense outlays in current dollars is proposed that
will maintain defense preparedness and preserve personnel levels in the
face of rising costs. An increase in Department of Defense outlays of

$8 billion, from 3$84.8 billion in 1975 to $92.8 billion in 1976 will
permit us to:

-~ Continue strategic force modernization, within the limits of the
Vliadinostok understanding, to insure a credible strategic deterrent;

-— Strengthen the general purpose forces by contlnulng to modernize
weapon systems and equipment; and

-— Improve cnnventional combat capabilities, with little or no
increase in present manpower ceilings, by increasing the number
of active Army divisions and reducing headquarters and general
-support activities. Despite this increase in current dollar outlays,
twice as much money is proposed in the budget for aid to individuals
and State and local governments as for defense.

As President Ford emphasized in his budget message, "These proposals are
the minimum prudent levels of defense spending consistent with providing -
armed forces which, in conjunction with those of our allies, will be
adequate to maintain the military balance.”

It is expected that tha overall prices that are actually paid for defense
will turn out o be 7-1/2 to 10% higher in 1976 than 1975. 1If the actual
rate of inflation for defense turns out to be 107, then the 1976 request
will provide about $1/2 billion fewer real resources than the 1975 level.
1f the actual rate of inflation for defense is closer to 7-1/2%, then the
1976 request will provide about $1-1/2 billion more real resources than
the 1975 level. (See following table)

While dafense will cost more in inflated dollars, by any real measure,
defense will take fewer resources: :




—— In 1964, prior to Vietnam, less than 1/3 of our Federal dollar
was spent for human resource programs and almost half was
‘required for defense. In 1976, the priorities are reversed, wlth
defense decreased to below 307 of the budget and human resource
programs increased to over half.

—~ As 2 "burden" on the economy, defense has been cut from about
9-1/2% of gross national product at the Vietnam high in 1968 to
below 6% in 1974 through 1976.

~- The size of the armed forces is now down to about 1% of the nation s
populaiicn. This is a percentage about the same as that reached
in the sharp demobilization after World War IX~-with the lower
population base at that time. Compared to pre-Vietnam, military
manpower has been reduced almost 600,000, from 2.7 million 1n 1964 ‘
to 2.1 million din 1975 and 1976. o

—~ Since fiscal year 1968, the size of the Army has been cut in half.
This is 200,000 or 20% smaller than the pre-~Vietnam Army.

~— Because of the retirement of many World War II ships, the active
naval fleet will dip next year to below 500 ships, a level lower
than at any time since 1939--two years prior to Pearl Harbor,
Although Navy ships today are more capable than earlier ones,
the echallenge they face from the expanding Soviet fleet has .
also incresased. ~

o sy e
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"Forelgn economlc a551stance outlays in 1976 are. estlmated at $4 1
 fb1111on, 1nclud1ng. V =

- -~ ‘$1 .1 b:.lllon for Food for Peace, ’I /“6 ~ 178 8 3¢3

Talkxng Poznts

OUTLAYS FOR IVTERNAIIONAL AFFAIRS

: OutlaySafofVinterhationél affairs are estimated to beu$6.3&billionf

in 1976, an increase of $1.6 billion over 1975. The bulk ($1.0.
billion) of: tnls increase 13 for the proposed special f1nanc1ng
facility.

The Unl;ed States has proposed a $25 bllllon spec1al flnancing

- facility te help industrialized countries finance balance of
‘payments daficits resulting from high oil prices and associated -,
financial distortions. Outlays for thls facillty in 1976 are
. estlmated to be $1. billion. : : ;

'v;;w $1 0 billlon for multilateral 3351stance,f

-~ §780 mllllon for bllateral development assistance ?rograms,

— 5.8 b_lllon for Indochlna postwar reconstruction, and

- .

-~ $.4 illion for security supportlng assistance prlmarlly for
the ¥iddle East.

Outlays for military assistance, which is classified in the defense
function but is considered foreign aid, are estimated at $2.8 ’ -
billion in 1976. :

Credit will become a more important tool for development assistance.
Direct loans and loan guarantees outstanding will increase by over
$500 million to about $12.7 billion in 1976. :
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ISSUE

WHY INCREASE FOREIGN AID SPENDING WHILE RUNNING
A LARGE BUDGET DEFICIT?

Foreign aid consists of economic and military assistance to foreign
recipients. This year's functional discussion of the budget for the first
time lists those programs considered foreign aid (see page 83). Economic
assistance including food aid is classified in the international affairs
function and rspresents approximately 60% of foreign aid outlays. The
remaining forsigzn aid outlays are primarily for military assistance, whlch
is classified in the defense function. v

Though foreign aid outlays increase from an estimated $6.0 billion in
1975 to $6.9 billion in 1976, foreign aid is decreasing in relative terms.
Outlays for 1976 will be slightly less than 27 of Federal outlays and
about .4% of GNP, roughly the same percentages as in 1975, but will
represent a decline from the past in relative aid levels. 1In 1956, for
example, outlays for foreign aid represented 7% of total budget outlays,
while in 1966 they represented 3.5% of total outlays.

Despite the relative decline in foreign aid levels, aid programs serve as

a vital and flexible complement to our diplomacy. They are indispensable
in furthering ocur foreign policy objectives of (a) enhancing the self-
defense capabiiities of friendly nations; (b) supporting political stabili-
ty abroad; (c)} promoting economic development of poorer countries; and

(é) meeting humanitarian emergencies overseas,

To meet these foreign policy requirements, aboui 14% of the total foreign
aid program supports the progress toward a peaceful settlement in the
Middle East, and zbout 387 of the program encouirages negotiated settle~
ments to conilicts in Indochina. Of the total military assistance
program, 56%Zis planned for Indochina, which is equivalent to 83% of the

military assistance grant program.

I
B
an
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5ffHoﬁsing.CreditJ‘

Action -

The Administration has authorized almost $23 billion for mort-
gage support through ‘temporary housing programs. These short-
term credit measures were authorized to assist mortgages cover-
ing 600,000 housing units during the period of re51dent1al
credit stringency. s :

. The FHLBB has advanced $4 billion to savings and loan
~ associations at subsidized interest rates to support fo
mortgages coverlng 133 000 unlts. : : : c

. The FHLMC has made commitments to purchase $3 bllllOn<
in mortgages to finance around 100,000 homes at below—
market interest rates. - :

. HUD's GNMA is authorized to purchase nearly $16 billion
of mortgages carrying below-market interest rates under
the Varlous tandem plans.

. 333,000 Units w1th FHA or va guaranteed mortgages are
authorized for tandem support. o

. 167,000 Units will have conventional mortgageslq

. FHA mcrtgage insurance will aid the financing and
refinancing of existing apartment buildings. -

. Construction loans will be made to nonprofit sponsors
of the Lower-Income Housing Assistance Program.

Background

The Administration has proposed a basic reform of the financial.
system in order to meet the Nation's housing objectives. The
Financial Institutions Act would enable savings and loans to
compete more efifectively for credit funds and would encourage
additional residential investment through a tax credit on
mortgage income. -

Justification

7 ~
Until the prcposed basic reform of the financizal system is
enacted, the Administration has taken a succession of short-term

housing credit measures designed to combat temporary dislocaticns

in financial markets. Mortgage rates are dropping and disinter-
mediation is being reversed to normal, there will no longer be a
need for these temporary programs.

§|
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ISSUE

Community Development Grant Program

The 1976 Budget requests $2.55 billion for block grants support~'

'ing local ccmmunity development.

Background

The Housing and Community Development Act of 1974 (signed August
22, 1974) autrorized a new block grant approach for Federal
support of local community development to replace seven categor-—
ical grant programs. This Community Development Grant Program '
began January 1, 1975. The FY 1975 appropriation is $2.5 billion. -

Justification

. The $2.55 billidn level in 1976 will allow each
subgrouping of potential recipients to be funded
at a level equal to or higher than the 1975 level.

. The block grant approach uses local judgment an&!
initiative in planning community development
‘activities while minimizing Federal involvement. H

. Funds are allocated By formula based on objective
measuras of need, rather than by “grantsmanship”
ability.

. Entitlement localities will know in advance the
amount of funds they will receive in contrast to
the current, uncertain competition for categorical
funds.



Talklng P01nts A

OUTLAYS FOR AID TO THE UNEMPLOYED

The Admlnlstratlon will spend $15.5 bllllon in 1975 and $18 8
billion in 1976 to a1d the unemployed

The bulk of thls a331stance represents unemployment benefit
payments; in 1976, these payments will equal $17.5 billion.

Approximately 14.2 million workers will receive unenployment
benefit pay=ents in 1975 and 14.4 million in 1976.

Under a new program based on an Administration initiative, )

~ workers covered by unemployment insurance may receive up to one
full year of unemployment benefits; those not covered may receive

up to 26 weeks, - » U L .

_ The other component of this assistance package, public service

jobs, will amount to $1.3 billion in 1976. This program will enable
‘States and localities to create temporary jobs for unemployed workers,
primarily those who have been out of a job for a .long time or have
used up their unemployment compenéetion. The program has special
provisions to accelerate hiring in areas of high unemployment.
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Issue

Elimination of fundingAfor the Commerce Department "Job Opportunities”

Program” [{known as the ”pub11c works" Title of the Emergency Jobs

and Unemplovment Assistance Act)

_ Title III of the Emergency Jobs and Unemployment Assistance Act of

1974 (P.L. $3-567) created, as a ﬁew Title X of the Public Works

and Economic Development Act, the Job Opportunities Program in the
Department of Commerce. The law réquires Federa1‘agencies to review
their programs and projects to find which ones could create jobsf:‘
quickly in areas of high unemployment with additional funds. Agency
recommendations go to Commerce for joint review’with the Department

of Labor. .Cosmerce tﬁen allocates %unds to the agéncies. The urgent
supplementai appropriation act of January 3, 1975, provided $12$ mitlion

for this purpose, derived by transfer from the $1 biilion appropriated

for direct public service job creation through the new Labor Department,'r‘

program authorized by Title I of the Emergency Jobs Act. (Title I

created a n=w Title VI for the Comprehensive Employment and Training
Act -- CETA, which provides for public sector jobs through December 3],'”
1875. The program is funded by an appropriation'for "Temporary Employ-

‘ment Assistance -- TEA.)

The Budget proposes restoring the $125 million to Temporary Employment
fissistanca. Use of the funds has been deferred to permit action on the

sidant’s request. This follows from the President's statement on

Y
-
2

sicaing P.L. 93-557. At that time he statgd his belief that the Labor '
zrzrizent program could create more jobs more eff1c1enL]y than the e
D .

epartment program



| The Secretar1es of Labor and Commerce are proceedxng WIth the revxew :7

) ﬁf- The Budget also provwdes for approx1mate1y 170, 000 more pubI1c sector

‘for Comprehen31ve Manpower Assistance. -

of agency recommendat1ons as requ1red by Iaw.

If the Preszdent‘s proposa1 is accepted by the Congress the $125 m11110n
would be added to the $875 m1111en now available for the public JOb |

creation. The new funds wou}d be used to craate 14 000 pubi1c sector '
P

~ jobs in add1t1cn to the 97 OOO be1ng created by exxstwng TEA funds. B

xiyaobs in 1975 and 1976 w1th over $1 billion under the approprlatxon
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ISSUE

DEPARTMENT OF HEALTH, EDUCATION AND WELFARE
NATIONAL INSTITUTES OF HEALTH (BIOMEDICAL RESEARCH)

" Under the 1976 Budgast, cancer research will receive $605 million, but
all of the other biomedical research at the National Institutes of Health
will receive $1200 million.

The increased fimding of $72 million for biomedical research for the
National Institures of Health is divided evenly between cancer and other
disease areas. These increases should provide for important advances to
be made in all areas of biomedical research.

L




f the program would.w«

ISSUﬁ

: 'GRANTS FOR CHILD FOOD ASSISTANCE'
AN ALTER&AIIVE TO CURRENT CHILD VUTRITION PROGRAMS

This comprehensive approach would require legislation to provide bloc
grants to States based on the number of needy children in each State in

an amount sufficient to provide for ome-third of their daily nutritional
requirements for a full year. The bloc grant would substitute for the:
overlapping and fragmented child nutrition program now in effect including
direct cash reimbursements, special milk, non-food assistance, commodltles,
and all other related school and nou*school feedlng programs.V;'

By calculatlng,the grant on,the basms of needy chlldren in each State,’a

“permlt expanded relmbursement to States for all needy " 3
~chx1dren (not all are currently rece1v1ng 3531stance),3

,Increase the per caplta Fedexal grant to cover full
costs of needy feedlng, and

,reduce reaeral costs by ellminatlng Federal sub51dles
to the non-needy. . : : :

The alternpative vculd allow States the flexibility to adjust programs to
meet local needs and continue subsidized assistance to non-needy children
as desired using State/local funds. In addition, the bloc grant would
simplify Federal and State administrative requirements. ~

Under the program, States would be required to provide free lunches-to all
needy children. This proposal would save $542 million in 1976 outlays.

.
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ISSUE

TERMINATION OF PROGRAMS AND REDUCTIONS OF FUNDING IN 1976 FOR
TEE COMMUNITY SERVICES ADMINISTRATION (FORMERLY OEO)
AFTER THE PRESIDENT RECENTLY SIGNED LEGISLATION (ON JANUARY 4, 1975)
EXTENDING SUCH PROGRAMS AND CREATING NEW ONES

When he signed the bill creatlng the Communlty Services Administration as
the successor to 0’0 the President indicated that while he had several
reservations about the bill, he wanted to break the deadlock on the R
Community Actlon Program. : =

In line with this position, the budget for 1975 funds support for Communityv
Action agencies at the current rate of $330 million. For 1976, the new
law requires a reduction in the Federal matching share and the 1976 request'fL
is consistent with the new matching rate while assuming that the overall ‘
-program (Federal and non-Federal resources) will not diminish.

In addition, the Community Eéonémic Developﬁént\and the Legal Services
. programs are being continued at the current levels of $39 million and
$71.5 million, respectively. - We anticipate that the Legal Services.

2 -

Corporation wiil be fully operatlonal by the end of this flscal year.

The President also indicated that he would not propose funding for duplicate
program authorizies., Since broad and overlapping authority currently -
exists in HEW and other Federal agencies, there is no need to fund the
duplicatory authorities. of the new law. -




The decision to include in the President's geﬁeral program to slow the

ISSUE

THE INCRMASBD PURCHASE PRICE FOR FOOD STANPS

rate of growth in Federal spending a uniform charge of 30%Z of net income
for food stamps was based on the following factors. :

[

The uniform charge cf 30%Z of net income is equivalent to 16%

- of total income on the average, taking into account income
- deducted (for medical costs over $10 a month, excess shelter costs,

tuition and education fees, work expenses including child care,

financial losses, tralnlng) and other benefits such as food stamp L

bonus and hou31ng and medlcald payments.

TwThe amount of the increase in the bonus (net benefit) paxd to'"‘

food stamp recipients is rumning well ahead of actual increases

7 _in food prices. .-In the past 2 years, the bonus has gone up 44?

"while food prlces have risen 36% (prlce of foa& at home)

'The increase in the bonus has been almost completely absorbed by

increases in Federal payments —— since the purchase requirement
has stawved about constant. The increase in the purchase require-~

- ment provides for a more equitable sharing between program partici-
pants amd the general taxpayers of the costs of inflation.

- Prior to this change, the percentage of net income that partici-

pants pay has varied from almost 307 for large-sized households
to 5K Zor smaller households with the same income.

- Food stamps will continue to be completely free for all one- and

two-person households with a net monthly income of less than L
$20 a month and for all other households with a net income less
than $30 a month.
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Talking Points

FEDERAL AID TO THE- ELDERLY

Federal berefit payments to the elderly will reach $83.6 billion
in 1976, an 80%Z increase over what was spent in 1970.

The elderly receive aid from a number of different prcgrams.

These programs include: social security; medicare and medicaid;

railrcad and civil service retirement systems; veterans compensa-
tion azd pensions; suppiemental security income; and the food '
stamp and sub31dlzed housing programs. :

Social securlty retirement payments alone will have increased
from $22.5 billiomn in 19?0'to $53.8 bllllon in 1976 a 1402
increase in 6 years.

>During the same period, nedicare and medicaid will apprdximately‘
double —- from $7.8 billion in 1970 to $15.5 billion in 1976.

WW’K' F3 RS-y
W RS A e,
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"~ Talking Points

LAV ENFORCEMENT AND JUSTICE

Outleys will increase by $262 million to $3.2 billion in 1976.

Over the last 10 years, Federal outlays for law enforcement and
justice has increased almost 500% from $.6 billion to $3.3 billion,

Drug, Enforcemert Administration outlays will increase $17 million
to $153.

The FBI will concentrate on white collar and organized crimé.

An increase of almost 207 (+534 million) for the Immigration and
Naturalization Service will be directed toward apprechending and
deporting more illegal immigrants, thus free-up jobs for American
workers.

An additional 247 personnel will be added to the U, S. ﬂttorney s
Offices.

The Justice Departnent Antitrust Division will increase its activities “' 
in order to prumote competition and reduce artificial 1nflatlonary e
pressures,

Funds are provided for construction of 2 new correctional facilities
and 7 new cocnunlty treatment facilities.

LEAA outlays will increase to $887 nillion, but its budget authoriter  S
will decline to 5770 million, ' T

The new Legal Services Corporation will provide $72 million for
assistance for indigent defendants, '
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Issue

THE INCREASING NUMBER OF LLLEGAL IMMIGRANTS WITHIN Tﬂﬁ U.S;
The Administration is:
L]

Expanding “he Irmigration Services funds by almost 20% (outlays
rise from $175 million to $209 million) to cope with this problem;

Supporting l=gislation to provide penalties against employers of V
illegal aliems; and ; o Lo

Developing pelicy to deal more effectively with the problem through
"a Cabinet-level Committee headed by the Attorney General,



WHITE H00535;EX3CUTIVE OFFICE, AND RELATED EXPENSES

" Expenditures in 1976 for VWhite House Office, Executive Office of the
President, and related activities will be reduced from the 1974 level
of $117 M to $71 M -~ even in the face of increasing costs for pay,
rent, and commmnications. (In addition to the $71 M, an estimate of
$35 M is included for public financing of Presidential nominating
conventions and primary elections through optional 51 check off on
~individual income tax returns )

Staffinc for these actlvitles will be reduced bv 1/3 from 1974 ;
level-of 2,519 to 1,641 for 1976. This reduction primarily consists
of a greatly reduced and less cumbersome mechanism for monitoring

- price stabilization activities. Personnel directly associated with
monitoring prices and inflationary pressures will decrease from
1,019 in 1974 to 41 positions in 19275 for. the Ccuncil on Wage and _
Price Stahility which is to be terminated by June 30, 1976. The
White House Office has reduced the 540 positions requested for
~1975 to 500 for 1976. Suwmary of staffing attacﬁed.,'

The reduced totals for 1976 funding and staffing of these acth1ties,
include $3¥ and 72 positions for new requirements which have develoned
since 1974 —~~ p=mely the Federal Election Commission, the Office of
Federal Procurs=ent Policy, and the Official Residence for the

Vice President. .



~ 124 -

Talking Points

GENERAL REVENUE SHARING .

General revenue sharing distributes over $6 bllllon per year to State
and local goverrments. The minimal Federal restrictions address such
concerns as assuring nondiscrimination and publlc participation in
spending dezisions.

In accord with its efforts to decentralize authority, the Office of

Revenue Sharizz (ORS) has delegated to 30 States the responsibility

for auditing the use of general revenue sharing funds by their local
governments. ORS follows up on audits that reveal any form of non~
compliance. :

The Administration will recommend that the general revenue sharing
program, which terminates December 31, 1976, be extended through
1982 with only minor changes. The funding relationships between

the current program and the proposed renewal are described in the
table below. V




- PYI:

SOUTH ASIA

.

Mr. President, will you tell Pakistani Prime Minister Bhutto
that you are lifting the arms embargo on the sale of military
equipment to South Asia when you meet with him on Wednesday?
What is our policy on this and on South Asia in general?

This will be my first opportunity for a personal meeting with

- Pakistani Prime Minister Bhutto and we will have a wide-ranging

discussion on many issues of interest to our two nations in view

of the close and friendly ties that exist between us.

Our main objective in South Asia is to see that area move towards
peace and prosperity. Within this framework, our policies are
designed to contribute to South Asian stability and to the harmonious

long-term integrity of all states in the area. We seek good relations

" with all states in the area..

;
I would expect arms sales to be a subject for discussion during
Prime Minister Bhutto's visit, At this time, no decision has been

made to revise our arms policy toward India and Pakistan, but of

- course our policy remains under continuing review,

Pakistan has been urging a change in our policy to permit cash sales.
At present the U.S. has limited embargo for both India and Pakistan --
that is our supplies are restricted to non-lethal end items, and spare
parts for previously supplied lethal items and some ammunition on a

case-by-case basis, Any supplies are for cash only.

PR



PALESTINIANS AND THE PLO

In view of the statements by Senator Percy about the need for a
Palestinian state following his recent trip to the Middle East,
how do you feel about an independent Palestinian state on the
Occupied West Bank of Jordan and about negotiations between

the PLO and Israel?

The question of negotiations between the PLO and Israel is really

academic since the PLO does not recognize Israel's right to exist.

We continue to believe that an eventual overall peace settlement
must pay due attention to the legitimate interests of the Palestinian
people. However the solution to the Palestinian problem is a matter

for the parties to decide in the negotiations.



FOREIGN RELATIONS




L

FYI:

MIDDLE EAST -~-OIL AND MIIITARY FORCE

Could you state your position again on the use of force in the Middle
East with reference to Secretary Kissinger's recent statements?

Secretary Kissinger was addressing a specific question on a
hypothetical situation involving only the gravest kind of emergency.
In‘doing s0, he accurately reflected my views but I want to stress
that neither he nor I see such a situation ‘a’ss_i‘sing. -Our _ basis policy
is to deal with this questi‘on through c00peration’betkcween‘ consumer

and producer,

We seek no confrontation with the oil producers, either politically,
economically or militarily. Instead, we are seeking cooperative

efforts to bring about a stable supply and pricing system.

The issue has subsided in the Arab world where we now get friendly

words from Faisal and Sadat. No further reassurance is necessary.



7

WAR IN THE MIDDLE EAST

|
Mr. President, would the US support a pre-emptive strike by Israel?

I will not speculate on a situation I don't see arising. I have rmde
clear that the US does not want to see a resumption of hostilities
in the Middle East, and that the purpose of our diplomatic efforts

is to avoid the risks of wér.



BUDGET-ECONOMY -
ENERGY




What is the Administration}s view on the reported forth-
coming Iranian investment in PanAmerican?

Administration bfficials have recently been briefed by PanAm
officials, and others involved (FYI - Lehman Brothers) in negotiations
between PanAm and Iran. It would be inappropriate for me to
comment on the PanAmerican/Iranian negotiations at this time.

US officials are examining the issues involved. -'Altho.ugh Iam
not>familiar with all the details, it is likely that the final arrange-

ment will have to be considered by the CAB.




 EXECUTIVE OFFICE OF THE PRESIDENT .
' OFFICE OF MANAGEMENT AND BUDGET  INFORMATION
} WASHINGTON, D.C. 20503

MEMORANDUM FOR THE PRESIDENTf~

FROM: S PAUL H. O'NEILL

s,

/Stamp&RPductlonﬁ

SUBJECT:
The Budget reflects two actlons on the Food Stamp program:f;f%

1) holding the automatic increase in benefit
- amounts to 5%, as we are with all CPI
indexed programs; {(reguires leglslat;ve actxon)

2) increasiné to 303 of net monthlzmlncome,
- the amount participantsmust pay for food
stamnps (admlnlstratlve action under current
1aw). S

The increased payment requirement was first proposed in
your November 26 package with a planned implementation date
of Marcxz 1. PFiscal year 1975 savings were projected at
$325 million and FY 76 at $650 million. :

Over the last few weeks, increasing public attention has besn
paid to this proposal as the Department of Agriculture issued
the regulations necessary to implement the change.

As we have discussed, sooner or later you are sure to get a
gquesticn on this propesal at a news conference. A hypothetical
question and proposed answer follow:

Mr. President: You have proposed cutting $650 million out cf
the foold stamp program, hitting especially hard the poor and

the aged and the disabled at the same time you are proposing

an increzase of $522 million in military aid for Scuth Vietnam
and Cam>zcdia and a $200 million increase in food shipments

to foreign countries for political purposes. Can you explain
to us why the American people should .support these proposals?

Proposa< answer: . {(Comment on importance of Southeast Asia aid

lncludlng Food for Peace) Now let me turn to the first part of
your cuizstion on Food Stamps. As you say, I have proposed that
food stamp recipients pay 30% of the cost while asking the tax-—
payers to pay 70%. There are several important aspects to this



n

;._an lncrease of $l4 4 bllllon over. FY 75.
- ~true that this change would require participants -

fkto pay more for their stamps. - But it should be .
" clear that people~are asked to pay for-stamps‘

~pay a uniform rate of 30%.

It is part of ny total econanic program. T
If the Congress does not permit us to make .

.this change and fails to adopt the rest of my

proposed budget reductions, the deficit would -

‘be $17 billion higher - $69 bllllon,,thls is | fjAf_; 

bad economic med1c1ne.

It is 1mportant to look at this proposed change
in the context of all of our income security . -
programs; totaling $152.8 billion in FY 1976,?=~*

On the spe01flc facts of thlS change = It is

out of their income. Those who have no 1ncomefg
pay nothing - and I am not prop051ng that they Y
pay. What is at issue here is the question of
how much participants should pay out of their -
own 1ncome for food stamps. I

Urnder past practlce, 1ndlv16uals and famllles j,;m

‘have paid between S% and 30% of thelr income - for f‘  1 B

food stamps.

The change would require that all part1c1pants ﬂf‘f‘

Bspacially during these difficult times, it seems .
fair to me, to ask people who do have income, to
share 30% of the burden of their own food cost - .. ..
with the hard pressed taxpayer who has hlS own e
problems. . e ¥ L

One further point that has not been clearly reported

in the stories I have seen. Participants in the food

stamp program do not pay on the basis of their total
income. They pay 30% of their net income. This means
that they pay 30% of their income aftexr they deduct
medical expenses, work expenses including child care;

- all housing costs exceeding 30% of income and so forth.:rfr

The Department of Agriculture estimates that when all
of these adjustments are taken into account, partici-
pants really pay 16% of their total 1ncome for their
own rocd needs.

-




One final point, none of my decisions on proposed
reductions were easy to make. It would be much

easier for me personally to avoid such unpopular -
decisions. But I do not think we can shirk the

hard decisions if we are to work our way out of :
our economic and energy difficulties and therefore - -
it is my intention to continue to make the hard B
decisions. L '




Q. You have indicated that you might not seek reelection
in 1976 if we are still experiencing double digit inflation
and high unemployment. Isn't that what your budget predicts?
A. No that is not what my budget projects. The underlying
>inflation projections for 1976 suggest a significant improvement
with an average rate of inflation during the year of a little
over 7 percent. Unemployment will still be high but it will
be declining because the economy will be expanding again.
Between the second quarter of 1975 When we expect the decline
in economic activity to end, and the end of 1976, our projections
suggest an average annual rate of expansion in real GNP in
excess of 5 percent. This will add some 2 million workers to

the Nation's payrolls and begin to reduce unemployment.




Q. How much do you think the policies of your predecessor contributed

to the problems that we face now -- the recession and the inflation?
A, The economic policies followed during the past decade were major
factors in bringing us to where we are today. Although there is a great
temptation to see our inflation problcnfx as the result of special or unique
forces such as the rise in food or energy prices, this is not an accurate
view, Viewed over the past decade governmental policies have, on
occasion, been overly expansive. This was the root cause of the wave of
inflation that built gradually at first and then swept over us in 1973 and
crested last year. Inflation and the urgent need to bring it under control
caused the onset of the recession of 1974-75. Our problem for 1975 is to
avoid remaking past mistakes. We must provide support for the economy
but this must be done in a way that will prevent another recovery, inflation,
recession cycle during the last half of the 1970's. We simply cannot afford
more expansive policies in 1975 until we see how much success we have |
in reducing inflation and interest rates and in Aho}.ding government
expenditures down.,

The causes of our energy problems are well known., We have
proposed remedies. The energy problem and our dependence upon
potentially unreliable foreigél source petroleum has come upon us gradually

over more than a decade.





