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THE WHITE HOUSE

WASHINGTON

Dear Jack:

Thank you for your letter of September 24, 1976,
with your suggestions for a Presidential Commission
to ascertain bias in Federal distribution formulas.

First of all, let me assure you that I share your
deep concern about this subject. Secretary Coleman
and Bill Seidman have recently met with the Council
of Northeastern Governors and discussed the economic
problems of the northeast. Domestic Council staff
members have met with representatives of many organi-
zations to review the northeastern economy and to
specifically discuss distribution formulas.

In addition, the Department of Commerce is giving
financial support to the Council for Northeast
Economic Action which is being organized to address
the Northeast's job and income problems. The Council
will establish a permanent means of focusing on the
economic problems of the Northeast and will review
existing economic studies on that region and identify
gaps in the knowledge about the region's economic
problems. It will also consider such economic issues
as tax structures, transportation, enerqgy, Federal
funding and changes in the industrial base of the
Northeast.

Given these actions currently underway, I am deferring
the establishment of a Presidential Commission at this
time. However, I very much appreciate your proposal
to solve a problem which requires the attention of all
levels of government.

With best wishes,

The Honorable Jack Kemp
House of Representatives
Washington, D.C. 20515
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President Gerald R. Ford
The White House
Washington, D.C.

Dear Mr. President:
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Throughout your Administration, you personally and many
members of your Cabinet have met with Governors, state
and local officials, and representatives of the private
sector from the Northeast States about ways to restore
the economy of that region. Those efforts are deeply

appreciated.

Few objectives could be of greater importance to the
American people than the revitalization of the Northeast
economy. Nearly half of the Nation's people and industry
are in the Northeast States. There is truly a national
stake in solving this problem. Your awareness of this
has been a substantial motivation to the departments and

agencies of the Federal Government.

The most important assignment which lies ahead of us in
the next few months is to get a firm grasp on the exact
nature of the problems peculiar to the Northeast. To

the extent that those problems have been characterized

as Northeast versus "the-rest-of-the-country" struggles,

both the problems and the solutions to them have been

obscured.

Bringing clarity to this issus cannot be done solely at
the regional and State levels. It will require the
cooperation we have been receiving from the Federal Gov-

ernment to continue and be expanded.

In an address before the Associated Industries of New

York this weekend in Lake Placid, New York, I intend to
call upon the Governor of New York to convene an emergency
meeting between the New York State Congressional Delega-
tion and the majority and minority leadership of the State
Senate and Assembly and principal local officials, to dev-
elop a joint strategy for reducing the high tax rates which



discourage business activity in New York State. This
will require New York State to examine its programs and
policies to an extent it has never done before. Ny

I am making it clear to the Associated Industries and to o
the Governor that only when we make New York State more
competitive, not only with the Sunbelt but also with the
other States within the Northeast to which industries and
people are moving, will we fully restore our economy . '

I am also outlining a three-step State-level effort.

The State has to reduce costs to the taxpayers, and it
cannot do that by simply trying to shift those costs up
the line to the Federal Government or down the line to

the local governments. The burdens on the taxpayers would
remain the same. The legislature must next examine every
existing program from the vantage point of State and local
cost sharing, then determine what percentages ought to be
changed while maintaining a total cost reduction. Those
two tasks must be part of the strategy, but the revitali-
zation depends on restoring incentives for job-creating
businesses to stay in New York and for those now in other
areas to come to the State. This must mean a reduction in
both .individual and business tax rates.

It is crucial that the Federal Government accelerate its
efforts during this same period. To that end, I am request-
ing that you appoint a blue-ribbon Presidential Commission
to ascertain the biases in all Federal grant-in-aid, revenue
sharing, and other formulae, whether those biases benefit
the Sunbelt or the Snowbelt, and to tell us how the various
types of Federal programs -- defense, social services, dif-
fering transportation modes, etc. -~ create advantages for
different regions. I believe the Commission should be
lappointed at the earliest date. Now would not be too soon .
The Commission should consist of professionals -- lawyers,
accountants, statisticians -- who will give us accurate
information. Their task should be limited to analyzing
present policies, and the formulation of recommendations
should be left to the Executive and Legislative branches.
The Commission should complete its final report no later
than June 30, 1977, nine mon*hs from now, with no extensions
granted. This will give us the specific knowledge we must
have, Mr. President, to address this problem through reme-
dial policies and legislation.

As I said at the outset, all the country has an interest,
nationally and regionally, in helping to restore the economy



of half its people and industry that are located in the
Northeast. There are mutual interests abounding in solv-
ing this problem, for it does not have to be a win or

lose situation. It can be one through which every region
gains. '

I hope you can move forward with this proposal during the
lnext few days.

With best regards, I am

JK:xrt
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THE WHITE HOUSE

WASHINGTON

October 13, 1976

MEMORANDUM FOR ART QUERN
FROM: ROGER PORTER P

SUBJECT: Jack Kemp Letter

In a recent letter to the President, which was sent to us by
Congressional Relations, Jack Kemp recommended that the Presi-
dent appoint a "blue-ribbon Presidential Commission to ascer-
tain the biases in all Federal grant-in-aid, revenue sharing,
and other formulae," etc. When I showed the correspondence

to Bill Seidman he said that he thought the Domestic Council
was the most appropriate place to handle a response. I
apologize for the lateness to getting this correspondence to
you and would appreciate knowing what you think of it and how
it gets handled.

Attachment






THE WHITE HOUSE

WASHINGTON

October 26, 1976

MEMO FOR: JIM CANNON
FROM: ALLEN MOORE
SUBJECT: Presidential letter to Jack Kemp

re: anti-Northeastern bias in
Federal distribution formulas.

You asked that the letter drafted for your
signature be modified for the President's
signature.

Art has raised the question of whether or
not the President will be able to sign it.
Because of the lack of time, and the pos-
sibility that Kemp may "use" the issue,

Art thinks you should consider calling Kemp
directly . . . and/or re-drafting the
letter for your signature.















Task 2: A state of knowledge review preparatory to
future actions, consisting of

—-—- an examination of past and ongoing research
and planning on the needs and problems of
the Northeast that is directed toward an
identification of the gaps in knowledge,
and

=- recommendations concerning areas that merit
priority attention.

The Council will receive the products of these tasks and
determine the actions to be carried out in Phase II. During
Phase II, an institution to address the problems of the

Northeast on a continuing basis will be established and funded
with private and public support, including EDA, and other govern-

mental and private foundation funds.

When will the Council's work begin?

The Council will hold its first meeting in New York City in
late October, at which time its structure will be formalized
and its research program developed. While the members of the
Council-will provide overall direction and guidance, the day-
to-day work program will be carried out by the Council's pro-
fessional staff in its Boston and New York offices.
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SUPPORT FOR COUNCIL
James Register (202) 377-5113 ‘ ON_NORTHEAST ECONOMY

Support for the Council for Northeast Economic Action, which
is being organized to address the mounting job and income problems
of the northeast region of the nation, was pledged today by
Secretary of Commerce Elliot L. Richardson.

Formation of the Council was announced by Dr. James M. Howell,
senior vice president and chief economist of the First National
Bank of Boston, who will serve as chairman of the Council.

The Council will include representatives of government,
industry, labor and financial institutions from the northeast.

Richardson said the Commerce Department's Economic Development

Administration will provide financial and staff support to the
Council.

John W. Eden, Assistant Secretary of Commerce who heads EDA,
said the agency expects to provide more than $500,000 in grants
to support the organization's program. He said an application
for approximately $140,000 is being processed to assist the
Council with administrative expenses. Eden also expects to
provide about $400,000 to help the Council establish a permanent
institution representing public and private interests and to sponsor
research relevant to the region's needs.

(more) )
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"We anticipate.that this new institution will bring together
regional decision makers in a collaborative process that will '
lead to public policies which are more responsive to the economic
needs of the northeast," Richardson said.,

The Council is expected to hold its initial session this
month.

In addition to the establishment of a permanent institution
to focus on the economic problems of the northeast, the Council
will review existing economic studies on the region and identify
gaps in knowledge about the region's economic problems. It will
consider such economic issues as tax structures, transportation,
energy, Federal funding and changes in the industrial base of
the northeast.

# % #
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Responsibility for CED Statements
on National Policy

The Committee for Economic Development is an independent
research and educational organization of two hundred business executives
and educators. CED is nonprofit, nonpartisan, and nonpolitical. Its pur-
pose is to propose policies that will help to bring about steady economic
growth at high employment and reasonably stable prices, increase pro-
ductivity and living standards, provide greater and more equal opportu-
nity for every citizen, and improve the quality of life for all. A more
complete description of the objectives and organization of CED is to be
found in the back of the book.

All CED policy recommendations must have the approval of the
Research and Policy Committee, a group of trustees whose names are
listed on these pages. This Committee is directed under the bylaws to
“initiate studies into the principles of business policy and of public policy
which will foster the full contribution by industry and commerce to the
attainment and maintenance” of the objectives stated above. The bylaws
emphasize that “all research is to be thoroughly objective in character,
and the approach in each instance is to be from the standpoint of the
general welfare and not from that of any special political or economic

Research and Policy Committee

group.” The Committee is aided by a Research Advisory Board of leading

.social scientists and by a small permanent professional staff.

The Research and Policy Committee is not attempting to pass judg-
ment on any pending specific legislative proposals; its purpose is to urge
careful consideration of the objectives set forth in this statement and of
the best means of accomplishing those objectives.

The Program Committee of the Research and Policy Committee
served as the drafting committee for this report. The full Research and
Policy Committee participated in drafting the findings and recommenda-
tions. Members of both committees have the right to vote to approve or
disapprove the statement and to submit individual comments for publica-
tion.

Except for the members of the Research and Policy Committee and
the Program Committee, the recommendations presented herein are not
necessarily endorsed by other trustees or by the advisors, contributors,
staff members, or others associated with CED. Contents approved effec-

‘tive December 9, 1976.

Chairman: FRANKLIN A. LINDSAY
Vice Chairmen: JOHN L. BURNS/Education and Social and Urban Development
E. B. FITZGERALDY/ International Economy
HOWARD C. PETERSEN/ National Economy
WAYNE E. THOMPSON/ Improvement of Management in Government

SANFORD §. ATWOOD
JOSEPH W. BARR
HARRY HOOD BASSETT
JACK F. BENNETT

ROBERT J. CARLSON

RAFAEL CARRION. JR.
"JOHN B. CAVE

JOHN R. COLEMAN

E. B. FITZGERALD
JOHN M. FOX

DAVID L. FRANCIS
WILLIAM H. FRANKLIN

JOSEPH L. BLOCK EMILIO G. COLLADO JOHN D. GRAY
CHARLES P. BOWEN, JR. ROBERT C. COSGROVE TERRANCE HANOLD
CHARLES L. BROWN JOHN H. DANIELS H.J. HEINZ. 11

JOHN L. BURNS
FLETCHER L. BYROM

W. D. EBERLE
JOHN H. FILER

ROBERT C. HOLLAND
GILBERT E. JONES

EDWARD R. KANE
CHARLES KELLER. JR.
JAMES R. KENNEDY
PHILIP M. KLUTZNICK
R. HEATH LARRY
RALPHLAZARUS
FRANKLIN A. LINDSAY
G. BARRON MALLORY
THOMAS B. McCABE

GEORGEC. McGHEE
ROBERT R. NATHAN
HOWARD C. PETERSEN

C. WREDE PETERSMEYER
R. STEWART RAUCH. JR.
JAMES Q. RIORDAN
MELVIN J. ROBERTS
WILLIAM M. ROTH
ROBERT B. SEMPLE

ROCCOC. SICILIANO
ROGER B. SMITH
WILLIAM C. STOLK
WALTER N. THAYER
WAYNE E. THOMPSON

J. W. VAN GORKOM
SIDNEY J. WEINBERG. JR.
GEORGE L. WILCOX
FRAZAR B. WILDE

NOTE/A complete list of CED trustees and honorary trustees may be found in the back of the
book. Company or institutional associations are included for identification only; the organi-
zations do not share in the responsibility borne by the individuals.



3

Program Committee*

of the Research and Policy Committee

Chairman

FRANKLIN A. LINDSAY
Chairman

ltek Corporation

JOHN L. BURNS
President
John L. Burns and Company

JOHN R. COLEMAN
President
Haverford College

E. B. FITZGERALD
Chairman
Cutler-Hammer. Inc.

WILLIAM H. FRANKLIN
Chairman of the Board (Retired)
Caterpillar Tractor Co.

TERRANCE HANOLD
Minneapolis. Minnesota

ROBERT C. HOLLAND

President

Committee for Economic Development
HOWARD C. PETERSEN

Chairman of the Board
The Fidelity Bank

MELVIN ). ROBERTS
Colorado National Bankshares. Inc.

ROCCO C. SICILIANO
Chairman

The TI Corporation
WAYNE E. THOMPSON

Senior Vice President
Dayton Hudson Corporation

LESLIE H. WARNER
Darien. Connecticut

*This committee served as the drafting committee for this statement.

Participating Advisors

BARRY BOSWORTH
The Brookings Institution

PHILLIP D. CAGAN
Department of Economics
Columbia University

LYLE C. FITCH. President
Institute of Public Administration

ISAIAH FRANK
School of Advanced International Studies
The Johns Hopkins University

RICHARD L. GARWIN
Thomas J. Watson Research Center
IBM Corporation

C. LOWELL HARRISS
Department of Economics
Columbia University

LESTER LAVE
Graduate School of Industrial Administration
Carnegie-Mellon University

Project Director

FRANK W. SCHIFF
Vice President and Chief Economist
Committee for Economic Development

ROBERT LINDSAY

Graduate School of Business Administration

New York University

PAUL W. McCRACKEN

Graduate School of Business Administration

The University of Michigan

JOSEPHS. NYE

Center for International Affairs

Harvard University

ANTHONY G. OETTINGER. Director

Program on Information Technologies
and Public Policy

Harvard University

CHARLES L. SCHULTZE

The Brookings Institution

LEONARD SILK

Member. Editorial Board

The New York Times

PETER O. STEINER. Chairman

Department of Economics

The University of Michizan

Staff Advisor

SEONG H. PARK

THE ECONOMY IN 1977-78:
Strategy for an Enduring Expansion

No more urgent and important task awaits the new President
and Congress than the establishment of policies that will foster
determined progress toward sustainable high employment without
inflation. The only dependable road to achieving this objective is
through an orderly and enduring expansion.

Clearly, it will take time to develop detailed and workable
programs for coping with the nation’s long-term economic prob-
lems. But this Committee sees an urgent need to make clear the
broad goals and directions of economic stabilization policies for
1977 and 1978. The American people need to be assured that the
President, Congress, and all the government’s economic policy-
making bodies will pursue a coherent strategy for promoting
healthy, noninflationary, and sustainable economic growth while
simultaneously taking direct measures to attack special unem-
ployment problems.

The strategy we recommend in this statement is derived from
principles developed by CED’s Research and Policy Committee
over the past thirty years and most recently in our policy statement
Fighting Inflation and Promoting Growth. We believe they provide
a solid framework for shaping sound and practical economic sta-
bilization policies.

BUILDING CONFIDENCE

Business and consumer confidence is the key to restoring the
economy to a steady upward course. Uncertainty about national
economic policies and prospects has become a major factor inhib-
iting the spending and investment decisions and future plans of
both business executives and consumers. We need strengthened
consumer confidence to provide the markets required to bolster
economic growth. And we badly need more investment in produc-
tive capacity in order to be able to generate the added jobs and
products that the economy will call for in the years to come.
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Confidence-building efforts deserve to be high on the priority A major element in such an effort should be the achlevemé.m /
list of the new administration and Congress. Assurance is needed,

in particular, that short-term stabilization measures will be taken to
foster an adequate recovery and that such measures will also be
fully compatible with the longer-range objectives of stable prices
and an adequate budget surplus at high employment.

We also believe that as a part of the effort required to dtspel
uncertainties, business and labor need assurance that they will not
face the threat of wage and price controls. We therefore welcome
the recent announcement by the President-elect that he will not
seek standby authority to impose such controls. Even the anticipa-
tion of wage and price controls can seriously impair investment
incentives, trigger precautionary price and wage increases, and
lead to increased pressure for more extensive government
involvement in market decisions.

ATTACKING INFLATION AND
UNEMPLOYMENT SIMULTANEOUSLY

Some uneven progress has been made in bringing down infla-
tion and unemployment from their record levels of recent years,
but both remain intolerably high. The cost in wasted resources,
lagging productivity, social inequities, and economic distortions is
more than the nation should be asked to endure. We believe that
the tasks of conquering inflation and achieving high employment

are not mutually exclusive. They can and must be attacked simul-

taneously and with the greatest possible determination, even
though it must be recognized that success can come only gradu-
ally.

A new layer of complexity has been added by the increasingly
close linkage of the world’s economies. An enduring economic
expansion in the United States cannot take place without a sound
world economic recovery. In turn, such a recovery is vitally
dependent on a healthy domestic economy in the United States and
also in the other major industrial nations. We believe, therefore,
that the three strongest trading partners —the United States, West
Germany, and Japan — need to take the lead in a concerted effort to
shape harmonious policies that will promote enduring world eco-
nomic expansion while assuring maximum freedom in interna-
tional trade and financial transactions.

of a rate of expansion in real incomes and output that is v1goroﬁ§/ ‘,'Afs,

enough to stimulate higher productivity growth and needed addi-" -
tions to capacity but not so rapid that it causes the economy to
overheat. This Commiittee believes that for the United States a
rate of increase in real gross national product (GNP) that averages
in the neighborhood of 6 percent during much of the next two years

is a realistic growth target for making headway both in reducing
unemployment and in winding down inflation. Fiscal and monetary
policies should be geared to fostering such a growth rate. Of
course, as the economy moves closer to full utilization of resources,

a slower growth rate will become appropriate.

According to most indicators, the nation’s economic advance
has slowed prematurely during the last half of 1976. Capital
investment is not moving forward as vigorously as had been hoped,
growth in industrial production has flattened, consumer buying has
leveled out, and federal outlays have fallen short of budgeted
totals. To enable the economy to reach the recovery target cited,
we believe further moderate stimulative action is required
promptly to bolster demand. However, more information about the
actual state of the economy and the prospective trend in govern-
ment outlays will be needed before a clear decision can be made
about the particular amount of stimulus required.

But improved demand management policies alone can move
the economy only partway toward the simultaneous attainment of
high employment and price stability. If the nation is to make
satisfactory progress toward these goals, demand policies must be
complemented by a wide range of structural measures, many of
them pinpointed to the industrial, population, or geographic sec-
tors where the problems of unemployment, low productivity, or
capacity limitations are most serious. Such structural measures are
as important as fiscal and monetary policies for achieving our
economic goals.

KEY ELEMENTS OF A STRATEGY
FOR ORDERLY EXPANSION

A sound strategy for fighting inflation, reducing unemploy-
ment, and promoting growth will have to include a number of
elements. Some of these will have a prompt impact. Other key
elements will yield their beneficial results only over a longer span of
time but nonetheless deserve early attention.



Actions with a prompt impact

1. The extra stimulus that the economy requires should as far
as possible be provided by fiscal measures that can be instituted
quickly, produce prompt results, and do not entail a significant
long-term drain on the nation’s fiscal resources.

2. As the principal method of injecting extra stimulus, we
strongly favor broadly based tax reductions, both for consumers
and for business. Our preference is for a permanent reduction
rather than a temporary tax cut or a one-time tax rebate. The
assurance of permanence, we believe, can do more to reduce
uncertainties, instill confidence in the future, and thereby promote
greater private spending. If permanent reductions in tax rates are
properly designed, they need not mean permanent revenue losses
because they will generate substantially higher taxable incomes
than would otherwise have been realized. Among the types of
measures that deserve consideration in this connection are an
increase in the personal exemption, an enlarged per capita tax
credit, a rise in the investment tax credit to a permanently higher
level, and improved depreciation allowances.' The size and timeli-
ness of the initial impact of the tax change could be accentuated as
much as needed by making the change effective as of January 1,
1977, and possibly even partially or fully applicable to 1976
returns. At the same time, we recognize that there can be a case for
combining more permanent tax cuts with temporary tax reductions
or a rebate in order to hold down the size of future revenue drains
and achieve prompter results. '

3. To minimize the danger of overdoing fiscal stimulus and to
foster long-term budgetary discipline, budget and other fiscal poli-
cies should be developed within a multiyear framework. Restraint
must be exercised in launching new federal programs with a
potentially large inflationary impact. Any stimulative measures
used for short-term stabilization purposes must not be allowed to

1Although these measures are permanent, their net drain on revenues should
diminish as time passes: in the case of personal income tax cuts, as a result of the
fact that rising money incomes will move taxpayers into higher brackets; in the case
of lower business taxes, through the stimulative effect of the cuts on investment
and, hence, on incomes and tax receipts. In determining the design of any perma-
nent tax reductions, account must, of course, also be taken of the facts that a
number of temporary reductions in personal taxes from 1974 levels are now in
effect but are scheduled to expire at the end of 1977 and that the present 10 percent
level of the investment tax credit is effective only through 1980.

overshoot their mark and cause excess demand inflation. Expen-
diture programs chosen to provide extra demand stimulus should
generally be of a type that contains built-in safeguards to assure
that the programs will be automatically phased out as high
employment is approached. Nor do we believe that recent unin-
tended shortfalls in government spending should be offset by a
forced effort to spend extra federal funds in a hurry. Instead, extra
expenditures should, as much as possible, be concentrated in
carefully considered programs that represent productive invest-
ments in the country’s material and human resources. With proper
forethought, such programs can be kept largely temporary in
nature and yet be productive in the longer term. Examples are
programs to speed the improvement of deteriorated railway
roadbeds or to provide the unemployed and underemployed with
training in those skills that will be needed to sustain economic
growth.

4. Monetary policy should not be expected to substitute for a
responsible fiscal policy; rather, it should be designed to accom-
modate a responsible fiscal policy. In general, we believe that the
larger adjustments for stabilization should be accomplished
through the tools of fiscal policy rather than monetary policy. We
also believe that monetary policy, apart from accommodating the
added fiscal stimulus we are recommending, has moved about as
far toward ease as is productive under current circumstances.

Medium- and longer-range measures

1. Responsible fiscal and monetary policies must be blended
with a range of structural measures. These structural measures
should, in particular, be designed to reduce especially high rates of
unemployment within the inner cities and among the young, old,
and disadvantaged and to strengthen incentives and remove harm-
ful disincentives for engaging in productive work. A CED sub-
committee is currently studying in detail constructive and
innovative approaches toward increasing useful employment and
training opportunities for these groups, particularly in the private
sector. It is also vitally important to hold down cost inflation by
promoting increased productivity and competitiveness in both
product and labor markets and.to encourage additions to produc-
tive capacity in the energy field and other areas in which the
long-term needs for capacity growth are especially urgent.



2. Stabilization strategy must give greater weight to encourag-
ing productive capital investment. The long-run solution to over-
coming inflation lies as much in increasing supply as in restraining
excessive demand. Past policies have given insufficient attention to
supply and capacity problems. Only through adopting policies that
promote more vigorous growth of capital investment can the
nation be assured of the added industrial capacity and increased
productivity that are required to avoid future supply bottlenecks
and minimize cost inflation.

COPING WITH CONTINGENCIES

The strategy for assuring favorable economic growth must
make provisions for the unexpected. But steps to deal with contin-
gencies ought not to be adopted on an ad hoc and uncoordinated
basis. They should be part of an integrated strategy for reconciling
short-term stabilization needs with efficient longer-term resource
allocation.

In this statement, we have placed particular stress on the
near-term need to provide added demand stimulus to assure an
adequate and lasting recovery. However, while dealing with the
more immediate risk of flagging growth, policy makers must also
remain alert to the danger that inflationary supply pressures may
emerge in key sectors sooner than is now widely anticipated, either
because there may be less capacity than has been estimated or
because the overall rate of demand expansion might become more
rapid than the one we have advocated.

There are also the risks that renewed inflationary shocks
might be exerted on the U.S. economy through external influences
or that upward cost-push pressures might become much more
substantial than current trends suggest. The latter situation might
develop if a pattern of relatively moderate average wage increases
should give way to a widespread and aggressive push for large wage
settlements. If such a combination of forces should impel a new
wave of inflation, that unhappy event would need to be opposed by
appropriate countermeasures.” We believe that a continuing
mechanism for voluntary business-labor cooperation, such as a
strengthened high-level national Labor-Management Committee,

2For a detailed discussion of various measures to deal with inflation, see our July
1976 policy statement, Fighting Inflation and Promoting Growth.
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can do a good deal to foresee and forestall possible new inflationary
pressures.

As general guiding principles for contingency planning, we
recommend the following:

1. Deviations from a steady longer-term course should be
adopted only if there is strong reason for making such a change.

2. Once the need for providing significant extra demand stim-
ulus or restraint is clearly established, flexible adjustments in both
fiscal and monetary policies should be made promptly but within
the discipline of a stable long-term growth strategy.

3. If government expenditure programs are chosen to provide
some of the extra stimulus, they should generally contain mecha-
nisms to ensure that the programs will be automatically phased out
as high employment is approached.

4. Supply-demand and wage-price relationships in particular
industries should be carefully monitored so that potential infla-
tionary pressures stemming from such factors as materials and
capacity shortages or industrial disputes can be anticipated at a
sufficiently early date to permit timely efforts by the government
and private firms to avert or ease such pressures.

CONCLUDING COMMENT

The policy strategy that we have outlined has two essential
ingredients. First, it calls for early recognition of emerging prob-
lems and timely action to cope with these problems. In this con-
nection, there is a major need for better information, including
improved statistical measures more closely related to policy
options.

Second, it emphasizes the importance of keeping short-,

. medium-, and long-run effects of current policies in proper per-

spective. Policy makers must remain constantly aware that the
steps they adopt today will have wide repercussions whose precise
nature and timing are often difficult to foresee. They need to retain
a healthy understanding of the fact that in our complex and inter-
dependent society, fostering a sound, noninflationary recovery
remains an extraordinarily difficult task. At best, government
policies can only encourage a healthy, noninflationary and broadly
distributed economic expansion; they cannot guarantee it. What
the American people can fairly ask is the best performance of
which public policy is capable.
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foreign countries.
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American School (July 1968)

Modernizing State Government (July 1967)
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Memoranda of
Comment, Reservation,
or Dissent

Page 4. by EDWARD R. KANE. to follow sentence ending
“practical economic stabilization policies”

Although I am in substantial agreement with the statement, 1
do have a serious reservation about the target of 6 percent real
increase in the nation's GNP for two additional years. This is higher
than now seems within our grasp. and it would be inappropriate to
adopt near-term stimulative measures to force such a growth rate
over this period of time. Furthermore, this seems to conflict with
the concluding statement that “Policy makers must remain con-
stantly aware that the steps they adopt today will have wide reper-
cussions whose precise nature and timing are often difficult to
foresee.” :

There is also, throughout the statement, a note of urgency
about the various recommended actions. Although I agree that
present problems call for some stimulus, [ think it must be applied
in an orderly fashion. The economy is basically sound, and the facts
do not indicate the need for extreme or drastic action.

Page 4, by J. W. VAN GORKOM, to follow sentence ending
“practical economic stabilization policies”

This statement offers the same broad, general platitudes that
we have already presented in other releases. It adds nothing of
practical significance to the subject under discussion. I see no
reason to publish it.
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Page 5. by RALPH LAZARUS, to follow sentence ending “an
adequate budget surplus at high employment”

I agree that confidence-building efforts ought to be high on
the priority list of the new administration and Congress. Indeed, I
would go farther and state that such efforts should have the highest
priority.

The instability and fundamental weakness of business and
consumer confidence derives principally from the experience of
the last five years. During this period, economic growth has been
subnormal and uneven, averaging less than 3 percent annually,
while inflation has been excessive and continuing, averaging close
to 7 percent annually.

If confidence is to be restored in any lasting fashion, equal
emphasis must be given to policy actions that foster sustained
economic growth and those that promote expectations that rea-
sonable price stability will be attained. The statement, however,
only partly addresses these priority needs. Numerous specific pol-
icy recommendations are made relative to stimulation of economic
growth, but almost no specific or innovative policy recommenda-
tions are made relative to the amelioration of inflation.

Page 5, by ROBERT R. NATHAN, to follow the sentence ending
“government involvement in market decisions”

For several years, even when the prospects of active or
standby controls were virtually non-existent, many large price
increases were excused on the grounds of the so-called threat of
controls. We do not need across the board wage and price controls,
but we do need direct efforts to slow the rate of inflationand make
perceptible progress toward price stability.

The “soft economy” approach has not brought us near to
price stability. Despite nearly four years of slow growth and deep
recession we have not really made significant progress in lowering
the rate of basic inflation. If we were to eliminate from our price
indices the shock effects, direct and indirect. of the OPEC oil-price
decisions and the 1972 Russian grain deal and the two devalua-
tions, we must conclude that inflation in the second half of 1976 is
only modestly lower than it has been for several years.

We must recognize that inflation will need to be fought
simultaneously and vigorously along with determined pursuit of
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recovery and growth. The most serious deficiency in this generally
excellent CED program is the failure to deal with the need for a
positive and forceful anti-inflation effort. Such an effort may entail
guidelines and guideposts; using the persuasion of executive
authority in holding down price and cost increases; asking for
legislating authority to delay sizable price and wage increases,
pending public hearings; stimulating joint labor-management
efforts to speed improvement in productivity; assuring investment
incentives not only to speed modernization but also to lean toward
excess capacity rather than tightness in capacity; and other mea-
sures which can flow from imaginative and serious efforts to pursue
price stability. Even standby authority to impose controls is pref-
erable to the “do nothing” pattern we have followed so unsuccess-
fully.

Finally, I would strongly urge a new Temporary National
Economic Committee (TNEC) like the one headed in the 1930's by
Senator Joseph O'Mahoney. That committee, in an objective and
non-partisan manner, did a remarkable job of analyzing the
strengths and weaknesses of price and other forms of competition
in most sectors of the economy. Today, with far better data and
computer capabilities, we could analyze the functioning of the
marketplace much more thoroughly and fruitfully than was possi-
ble forty years ago.

We desperately need to know why it is so difficult to get rid of
inflation. We need to find ways to strengthen price competition in
the marketplace and thereby preserve our free enterprise system.
This is certainly a major effort in which business and labor could
and should cooperate with all of the branches of government in
pursuit of the common objective of high levels of employment and
production along with price stability.

Page 5, by ROGER B. SMITH, to follow the sentence ending
“involvement in market decisions™

There is no question that assurance by the President of his
opposition to wage and price controls would do much to restore
confidence. In my view, however, much more is required. The vast
expansion of the regulatory authority of government and the
unending stream of administrative orders have materially
increased both the cost and the risk of new investment. Growth in
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output and employment has been impaired. A clear declaration by
the President of a moratorium on new regulation in order to assess
the impact of existing regulation would represent a second essen-
tial step in restoring confidence.

Page 5, by C. WREDE PETERSMEYER, to follow sentence
ending “are not mutually exclusive”

Conquering inflation and achieving high employment may
not be mutually exclusive, but if there has to be a choice, I believe
conquering inflation must take priority. Any crash measures taken
to solve unemployment that might possibly rekindle the fires of
inflation would be self-defeating. The result would be more unem-
ployment rather than less.

Page 6, by ROGER B. SMITH, to follow the sentence ending “is
required promptly to bolster demand”

At present, there is a wide divergence of view on whether any
additional so-called stimulus is required or is desirable. The federal
deficit is currently estimated to be in the area of $50 billion. The
short-run effect of “stimulus,” however managed, would almost
certainly increase this deficit and, along with this. inflationary
expectations. Consumer prices are still rising at an annual rate of
over 5 percent, a major improvement over the double-digit rates of
the recent past but still too high. In my view. this paper does not

give adequate attention to this continuing threat or its long-term
implications.

Page 7, by RALPH LAZARUS, to follow heading “Actions with
prompt impact”

Although I am substantially in agreement with the general
substance of the four sections under this heading. section 2 would
benefit from additional detailed description of the size and con-
sequences of the extra stimulus recommended.

With regard to the consumer tax cut, an across-the-board
permanent reduction of consumer income taxes of some $15 billion
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would not be inflationary and should be enacted promptly. Such
action would be in preference to a one-time rebate, which experi-
ence has shown to have distorting effects and only temporary
benefits to the growth of the economy. A permanent, equitable tax
reduction would boost confidence, stimulate use of accumulated
savings, and result in an acceleration of consumer spending greater
than the amount of tax reduction. This growth in demand would, in
turn, create a sustained increase in production that would support
business confidence and encourage expansion of productive, job-
creating capital investment.

Although some short-term revenue losses would occur,
greater emphasis should be given to the fact that a permanent tax
reduction would stimulate strong growth in overall economic
activity, in employment, in aggregate consumer income, and in
total corporate profits. Such growth would result in a broadly based
expansion of the federal tax base that would eventually more than
restore the revenue lost to the tax cut action.

Page 7, by JAMES Q. RIORDAN, ¢o follow sentence ending
“instill confidence in the future”

I agree that the economy needs fiscal and psychological
stimulus. Early recognition of the fact that the private sector is
overtaxed and overregulated will be very helpful, especially if
prompt changes, albeit small, are made on a permanent and on
an across-the-board basis. Both consumers and investors need
reassurance. Changes should make our laws, especially our tax
laws, simpler.

Page 7, by C. WREDE PETERSMEYER, to follow sentence
ending “improved depreciation allowances”

I would be hopeful that any tax reduction would truly be
“broad-based” through the granting of a given percentage reduc-
tion in federal income tax liability for all taxpayers without a ceiling
such as the $200 in the Tax Reduction Act of 1975. Each time a
ceiling is imposed, the income tax structure becomes even more

- progressive. It is already highly progressive, and the savings of
those in the higher tax brackets must help provide the capital
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needed for jobs and a higher standard of living for all citizens. (See
page 9, item 2, of the statement, “Stabilization strategy must give
greater weight to encouraging productive capital investment”).

Page 7, by CHARLES KELLER, JR., to follow sentence ending
“achieve prompter results”

I do not recognize that a case has been or can be made on a
temporary tax reduction or rebate. It is my judgment that tax sta-
bility is essential to restore confidence and permit longer-range
planning. If confidence is restored, increased economic activity
will increase tax yields so that future revenue drains will be mini-
mized or nullified. I would therefore oppose a temporary tax re-
duction or rebate.

Page 7 , by ROBERT R. NATHAN, to follow item 2.

Obviously, the easiest and perhaps quickest way to achieve
fiscal stimulus is through tax reductions. However, there are two
very difficult issues associated with principal reliance on this
approach. One concerns the composition and nature of tax cuts
and their longer-term implications. These issues are necessarily
dealt with only briefly in this short statement. With respect to tax
cuts, I would favor rebates rather than reductions plus some kind of
direct income payment to those at the lowest levels of income who
would not benefit from a tax rebate.

A far more important issue is the alternative of spending
efforts compared with tax reductions. This CED statement leans
far too heavily in favor of tax reductions and against increased
public job-generating expenditures.

At a time when many cities and other governmental units in
this country are in dire financial straits, due in considerable degree
to restrictive federal fiscal and monetary policies, it would be a
tragic mistake to focus principally on tax cuts and ignore the
anti-recovery steps that state and local governments are being
forced to take. Schools are being closed because of lack of funds:
police and fire protective services have been reduced; rat control
programs have been abandoned; recreational programs have been
curtailed; essential maintenance programs have been abandoned
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or cut back; slum clearance needs have been totally neglected;
mass transit facilities are proceeding at a snail’s pace; bond ratings
are reduced and this brings higher debt service costs; regressive
property tax rates are increased with resulting heavy impacts on
low income groups; and endless other impacts. In 1976 the gap in
state and local revenues will likely total $30 billion relative to full
employment revenues at existing tax rates. We need a substantial
level of counter-cyclical revenue sharing.

There are desperate needs all over this country which should
be given priority in terms both of stimulating economic recovery
and meeting critical needs. Tax reductions will mean a few extra
dollars in the pockets of middle and higher income recipients.
Recovery stimulation flowing from these extra dollars will not be as
effective or warranted as expenditures for critically needed public
services and facilities.

Many repeat the old litany that public works expenditures
extend endlessly into the future and should not be relied upon for
recovery purposes. We need not include in expenditure programs
for recovery purposes outlays for major bridges and highways and
huge building facilities. There are many needs that can be fulfilled
in reasonably short time with efficiency and with maximum ben-
efits. We probably need a new Harry Hopkins with the vision and
nerve to support public needs via useful work. Maybe we cannot
achieve 100 percent efficiency but let us settle for 90 percent or
even 80 percent efficiency and give priority to basic essentials.

Unemployment of untenable proportions is likely to continue
for some time. Therefore, we ought to favor some risks of lags and
inefficiencies on the expenditure side to use the stimulative fiscal
measures for varied purposes. I favor splitting the needed sizable
fiscal stimulation into at least half in the form of expenditures and
not more than half in selective tax reductions.

Page 8, by CHARLES KELLER, JR., to follow sentence ending
“sustain economic growth”

I agree that programs are available and can be devised “that
represent productive investments in the country’s material and
human resources.” However, I believe that the “improvement of
deteriorated railway roadbeds” is a most unfortunate example.
The complex of problems involved in initiating such a program
seem to me to guarantee delay in its implementation. Are funds
to be made available through loans or grants only to financially
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troubled systems or to all systems based on traffic demands? Are
systems that maintain their roadbeds to be penalized in favor of
those who do not? Is area unemployment to be a factor in decid-
ing which systems are to be approved? I would prefer grants to

states, urban areas, and federal agencies to implement public -

works projects for which plans are completed but not imple-
mented because of lack of funds. I would also suggest grants to
urban areas for low-interest loans to encourage housing improve-
ments and restorations and perhaps grants for antipollution acti-
vities, all of which can be initiated promptly and phased out when
the stimulus is no longer required.

Page 8, by RALPH LAZARUS, to follow heading “Medium- and
longer-range measures”

In addition to the recommendations made in the sections 1

and 2 of the statement, I believe that if we are to have satisfactory

longer-term economic performance, it will also be necessary to:
Direct attention to the need for comprehensive tax reform for
consumers and business. Such action should protect equity,
promote increased saving, encourage new productive invest-
ment, and eliminate existing structural barriers to sustained
improvement in the well-being of the nation.

Direct attention to the need to make substantial progress
toward “full employment” over the next five years. Such
progress will require growth in “real” economic activity
averaging 5 to 6 percent annually in the 1976-1981 period.
This superior economic performance will necessitate not only
additional equitable tax relief for both consumers and busi-
ness to support sustained expansion of demand and invest-
ment but also dictate continuing reduction of federal budget
deficits to contain inflationary pressures. Within this context,
implementation of new major federal spending programs will
have to be constrained. In addition, comprehensive, continu-
ing review of the purposes and effectiveness of all existing
programs will be vital.

Page 10, by ROGER B. SMITH, to follow the sentence ending
“reason for making such a change”

I subscribe fully to this “guiding principle.” The present policy
statement could be viewed by many readers as endorsing a contrary
principle.

Voted to disapprove this statement: J. W. Van Gorko.i
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MEMORANDUM FOR ECONOMIC POLICY BOARD EXECUTIVE COMMITTEE

FROM : Paul H. O'Neill

SUBJECT: Extension of the Council on Wage and Price Stability

Issue: Should the Administration request legislation to ex-
tend the Council on Wage and Price Stability beyond the current
termination date of September 30, 1977? Appropriation requests
in the 1978 budget, which is entering the final stages of

printing, must reflect either a proposal to extend the Council
or to allow it to expire.

Background: The Council on Wage and Price Stability was
created by the Wage and Price Stability Act of 1974 with

the general purpose of monitoring inflationary activities
throughout the economy. At the President's request, the
duration of the Council was extended in 1975 from its original
expiration date of August, 1975, until September 30, 1977.

In carrying out its mandate, the Council has monitored new
regulations proposed by Federal agencies and has analyzed

the impact selected regulations might have on the economy.
Some of the Council's analyses are supplemental to those
undertaken by the agencies pursuant to Executive Order 11821,
jointly administered by the Council and OMB. The Executive
Order requires that agencies conduct inflation impact analyses
of the potential effects on the economy of proposed major
legislation, rules and regulations. The Council is not au-~
thorized to delay agency action.

In the private sector, the Council has monitored both wage
and price activities in order to identify possible sources
of inflation. The Council is authorized to collect data on
profits, costs, prices, productivity, and other matters re-
lated to inflation. The Council does not have the power to
delay or prevent wage or price increases.

Options:
There are two basic options:

(1) Submit legislation requesting an extension of the
Council beyond September 30, 1977, and include
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either a 1978 appropriations request in the 1978
budget or an indication that appropriations will be
requested when the legislation is enacted.

Take no steps to propose the Council's extension

and reflect no appropriation request in the President's
1978 budget.

Discussion:

Principal arguments in favor of an extension of the Council
are as follows:

(1)

(2)

Arguments

(1)

The Council has several functions that can be

expected to be desirable during 1978 and beyond
regardless of the state of the economy at the time.

One example is the work done by the Council to monitor
Federal activities and influence government agencies
to undertake cost-benefit analyses of these activities.
Such activities would be supportive of concerns for
more efficient government regulation. The Council's
intervention authority allows it to submit cost-benefit
analyses and related comments to the factual records
of agency proceedings. At present, the Council is

the only entity within the Executive Branch that per-
forms this task. :

A request to extend the Council beyond fiscal year
1977 would demonstrate the Administration's con-
tinuing concern to have a monitoring agency--

a. to assist the containment of inflation beyond
the current reduced level,

b. to identify quickly any resurgence of inflation,
and :

c. to analyze any individual sectors of the economy
that are experiencing unusual inflationary prob-
lems.

in favor of terminating the Council are as follows:

Evidence of the abatement of inflation since the
Council was established may suggest that the need
for the Council's oversight of this problem has also
receded.
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(2) Some may argue that the products of the Council are

¥ highly oriented toward analyses and studies, some of
which are controversial and do not appear to have
any real impact on the activities studied.

(3) Some may argue that the Council's monitoring and
occasional "jawboning” role is an excessive govern-
mental intrusion in the private sector.

(4) Abolishing the Council would reduce the size and
cost of the Executive Office of the President.

(5) Allowing the Council to expire does not preclude
the submission of legislation at a later date to
establish a monitoring agency with functions
similar to the Council, but differing in title,
organizational structure and other respects.

If the Council were proposed for extension, the period of
extension could be a year, two years, or more. A one-year
extension may lessen the Council's ability to influence the
Government agencies and private groups with whom it deals.

A two-year extension has precedent and would continue to lend
an air of temporariness to the Council. A three-year or
longer extension could give the impression that the Council
is an ongoing part of the Executive Office.

Summary
The options may be summarized as follows:

. Submit legislation to extend the Council beyond
September 30, 1977:

- to September 30, 1978
or

- to September 30, 1979
or

- to

. Take no steps in the 1978 Budget or its accompanying
legislation to propose the Council's extension.

@y
=
o

I"-.I

Ay

Pl 3 = '."‘l,
LB
LV @. \,\

,
Ay
N





