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Dear Herb:
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I 'm  enclosing a Mem orandum  for ihe P resid en t  

which, as I understand the procedure ,  will go to the 3
P r e s id e n t  af ter  you have m ade  such use of it as you <?
deem  fit.  g

7>

Sincerely  y o u rs ,  o
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Arthur  F .  Burns

The Honorable H e r b e r t  Stein
Chairm an
Council  of Econ om ic  A d v is e rs  
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Au g u s t  12, 1974

j.Vj  ̂t,*’ L. *■-.r *.1 * ̂ X ̂ r." . i *; _ _ _ .j - ' i

FROM: Arthur  F .  PvfhS

S U B J E C T :  Agenda for a. Eco n om ic  P r o g r a m

I. MAJOR E C O n O U r< NATION NOV.r F A C E S

T h e  nation i-i in A;:  : ;rip of a dangerous inflation. Prices 

are continuing to surge  v / . v + v z r \ productivity is falling off, and w a g e

r a t e s  a r e  escalating in ;ast i n c r e a s e s  m  tne cost  31  living

and wid espread w o rk er  dif content.

Jbari/eiy bcc%u.*: c of the debilitating effects of inflation on 

family" budgets,  on co r p o r a te  re al  earnings,  and on the nation's  credi t  

m a r k e t s ,  the economy is sluggish and m ay  well becom e m o r e  so in the 

months ahead. The p ro sp ect  is that the unemployment r a t e  will r i s e ,  

possibly to 6 per  cent or m o r e  ■ 7 next winter .  The outlook for h o m e-  

buflding is p a r t ic u la r ly  poor,  and th ere  have al &o been numerous  

s tre tch o u ts  or cancellations *n business capital s p e n d i n g  plans.

In th e iinanc.5 ai snhei e, both we and other nations face  

unusual difficulties.  The quadrupling of the p ■ ce of oil has generated
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a flow of capital to the oil exporli'iy cou t r i e s  < •> a r3 c ' c thr. . *:r reatens  

bankruptcy for s r 3^e foreign nati oil's. F :  nan eras. rnarp eCs,' bei.i -in the 

United States and internationally,  a r e  nervous ;«i d  un -clt l«d;  f i rm s  of 

les s-than-top-quality a r e  having difficulty in obtciai-iv-_: lands;.  ai;d the 

sta te  of confidence is such chat many financial  in st : tutions,  both here  

and abroad, a r e  viewed anxiously by depositors  and other c r e d i to r s .

/  s*In the U. S. , thrift  institutions a r e  losing deposit  iunds, \ /  o
v on

and m ay face  a liquidity squeeze.  Manv a r m s  m  the ouoiic uiihties
?
3

industry and the building industry a r e  in r a th e r  poor nn ancia i  shape; q

- 2 -

their  condition m ay  d e te r io ra te  further  in the months 10 come in the

P r o g r e s s  in curbing inflation has becom e basic  to an 

im prov em ent  in the perfo rm an ce  of the economy - -  to a better  public 

mood, to a g r e a te r  willingness to plan ahead and make com mitm ents  

for the future,  to an easing of the tensions and uncerta inties  in dom estic  

financial m a r k e t s .

The recom m endations  that follow outline a policy for  

dealing with inflation and its consequences .  They s t r e r  s the need for  

maintaining a f i r m  anti-inflation policy.  But they reco g n ize  the

im p o rta n c e  of alleviating, ciij.iiculi.ies ti.al m ev itas ly  accom pany  

r e s t r i c t i v e  m e a s u r e  and also the need to plan against  co.ntinge.ncie;

I
Cl

?°
o

absence  of im provem ent  in the financial a tm os p h ere .  o.
f
or
3
3
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A. v i a b .:  a : < t i - i n f l a t i o n a r y  p o l i c y

--i ' ;,vr[op: ; . ry  Discipline. The effort to r e s t r a i n  

:>j Las thus far  r e l ied  altogether  too much on m o netary  

f ro m  other public policy m e a s u r e s  is essen tia l .  In

• o mini true nt to bring inflation under control  re q u ir e s  

j -—edible efforts to c u r t ail F e d e r a l  expenditur e .  Without  

on your Dart, F e d e r a l  spending m ay easi ly  r i s e  by o v e- 

'.vcoil f i s c a l  1974 and f isca l  1975.  No single action could 

p.'vverful im pact  on public perception of your s in c e r i ty  in 

cau ses  o f  inflation than to cut down significantly on this

/
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m mcnds-tions

Announce promptly a specific sum - - a t  le a s t  
$5 billion and preferably  $10 billion - -  that  
m u st  be cut out of ongoing budget p r o g r a m s ,  
and set  up the m ach in ery  to do this.  I suggest  
that you call  on the leadership in C on gress  to 
establish  a bipart isan  com mittee  to work with 
you in developing the list  of projects  that will  
have to be curtai led  or term inated.

P i e *'1 e nor. 
a balanced

• i c e  R o s tra '

" at your Administrat ion will submit  
get ne: Janua *y for f isca l  1976. /

The i ' ion that we a r e  suffering is too

m e  us: . ^lian< . x-scal and m o n e ta ry  re s t r a in t .
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T r u e ,  the economy should not be subjected again to the s t ra i t jack et  

of m an d ato ry  v.age and p r ic e  co ntro ls ,  and this needs to be explained 

to the public.  But you need also  to take action evidencing your co ncern  ^  

about possible  abuses of econom ic power.

R ecomm endations

a.  Ask the C on g ress  to reestablish  the Cost  of 5  
Living Council (or some s u c c e s s o r  agency) ,  ~ 
for the purpose of monitoring p r o g r e s s  on the 1 ^  
inflation front.  The agency should be empowered,  
a? the need a r i s e s ,  to appoint a_d hoc review  /  § 
boards that could delay for 30 days wage or  p r i c e  *  O 
i n c r e a s e s  in p a c e -s e t t in g  industr ies ,  hoi i h e a r in g s ,  3 . 
m ake reco m m end ation s ,  issue  r e p o r ts ,  and thus p a  

bring the f o rc e  of public opinion to b e a r  on wage g* 
or p r ic e  i n c r e a s e s  that appear  to be e x c e s s i v e .  ^

cr3
b. Reestablish the Construction Industry Stabilization *5 

C om m ittee ,  in o rd er  to check the dangerous
escalation of construction wages now under way.

c.  Es tablish  a L a b o r -M a n a g e m e n t  A dvisory  Com m ittee ,  
with yourself  as  C hairm an,  in order  to provide a 
forum at the highest level for continuing dialogue
on the implications of labor and m anagem ent  
policies  for our national goals.

d. Announce that your Adminis trat ion will act ively  
seek to strengthen the competit ive environment ;  
in p a r t i c u la r ,  that you will pursue a tough an t i ­
t ru s t  policy,  with s t r i c t  enforcement  and 
stronger  penalties for violations of the law.

3. P o s s ib le  E x p o r t  R e s t r a in ts .  The widespread drought in the m id - W c

- ^ ------  - - * - - - - - -  - — 4 -

p o s e s  a th r e a t  of sharply higher food p r i c ,  , and thus p r e se n ts  a new 

problem  for anti-inflation policy.  The av- - family is especiu
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sensitive  to sharply r is in g  food p r ic e s .  Higher food p r i c e s ,  m o r e

than anything else ,  will -lead, to4 in s is ten t  demands for lmmecHa4  ̂ a

compensating i n c r e a s e s  in pay.

R e c o m n i e n  d a 11 on

a.  If the drought continues and the shortfall  in
crop yields p r o m is e s  to be la rge ,  I would
urge that consideration be given to t e m p o r a r y  
r e s t r a i n t  on export  of g ra in s .  To be sure ,  
this is a distasteful  expedient f ro m  a foreign  
policy viewpoint. But the public will not 
understand or tel??rate a domestic  shortage  -.hat 
app ears  to re s u l t  f ro m  heavy export  shipment j

4. Improving W o rk er  P r o d u c t iv i ty . A m a jo r  underlying cause  of 

inflation is lagging productivity.  Output per manhour in the private  

n o n -f a r m  economy grew v e r y  little during 1973 and appears  to have  

declined in the f i r s t  half of 1974,  com pared with a long-run growth  

t rend of about 3 per cent  per y e a r .  The nation needs to reco gnize  

the im p o rta n ce  of improving productivity for both our standard of 

living and the general  p r i c e  level .  Such im provem ent  should becom e  

a m a t te r  of national pride and accom plishm ent.

R e c o m m e  nd ati o n s

a.  Announce a new p r o g ra m  of productivity im p rovem en t  
as a m a t t e r  of h' ' national priori ty ,  to be promoted  
hy a rev i ta l ized  onal P r o  luctivity Com m ission. //

b. Ask C on gress  to a sm all  appronrict io
for e 31ah 1 i s hing 
and plant- level  
to be given for
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5. Stimulating New P r  o c1 nc 1~\ v h  Investment.  - One lesson of the 

past s e v e r a l  y e a r  s is that the productive ;capa'ei'i;y of the  United Sta tes :  

has been expanding at an inadequate pace.  A g r e a te r  output potential  

would go far to reduce the inflationary p r e s s u r e s  generated in m ark ets  

w here  supply is inadequate to m eet  the demand. It is desirable  to 

encourage  a shift of our national output toward m o r e  investm ent,  so 

that we can provide better  for our future needs.  Additional investment  

in plant and equipment will r e q u ir e  additional financing, and we m ust  

th e r e f o r e  give m o r e  attention to the function of r isk - tak in g  and enlarging  

the pool of capital available to industry.

R e c o m m e n d a t i o n s

a.  Urge C ongress  to change the s t ru c tu re  of the 
capital gains tax ,  scaling down the tax r a te  
as the period of holding the a s s e t  beco m es  
longer .  This would help to revita l ize  our 
equity m a r k e t s .

b. Urge also that the allowance for charging capital 
lo s s e s  against  ordinary income be in c r e a s e d  
f rom  the present  minim.a 1 SI, 000 per ■'■ar.
This would encourage m o r e  r i s k - ta k i  ' y 
s m a l le r  in v e s to r s .

c.  Recomm end that the reduction in ta x  r enues 
resulting from these changes be offset by 
’ ncreasjng  the presen t  minimum ta x  f ro m  
10 per cent to 20 per cent.  ( L  would urge  
this change in tax law in any event. Nothing 
seem s m o r e  unjust to our citizens than to 
read  of people with huge incom es who pay 
v e r y  little tax in support of their  Go vernment.  )
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d. Roque;-;: ',]\e T i e  Mirv f .. -ebilitv of

b y  i n d u ^  vi:;s ( . ' •. c u : •' " ; v v. - :ipg, 6 isi^c;
hv

som e r e /p e n .
c, t c ' - >e - l  is e v ci 11 e cl D _
•'c o y  ' ,s b e  . -1 ? ‘ v  d e f i c i e n t .

III. N EED  FOR A L  LEV IA TIN C KARST IMP J "  OF A NTI-INFLATIONARY  
POLICIES

The continuation cf policy c ’  rie . e la r y  r e s t r a i n t ,  along with 

f i r m e r  budgetary discipli  ie, is tv f o e  ... _nd a sizable  effect* in

some of our industries  and perhaps in .. îplc'j mont conditions gen rally.  

These  problem s need attention.

6 . A s s is ta n c e  to Housing F i n a r.-:.e. TV - hcn..;V-aiding industry - v/hicl} 

had a lready  been suffering f ro m  the erosion c l  - . o r k e r s ! purchasing  

power,  f ro m  rising construction  and In. d cos' :" ,  f ro m  f e a rs  cf a gasoline  

sh o r tag e ,  and f ro m  overbuilding in som e a r e a s  - -  is now experiencing  

added hardships  b ecau se  of soaring intc d«st races and reduced availability  

of m o r tg a g e  cred it  at savings in- eituticn'£ and co/ran e r c i a l  banks.  Housing 

s t a r t s  a r e  in a phase of substantial dec:  in c ; r  --any builders appear to be 

in a shaky financial condition; and n o ‘ ?c  le rd in ;; institutions a r e  

cutting back sharply  on new comnetm." , *J h-  situ, at ion justifies  

G overnm enta l  co n cern .

Re co m m  ere -.s

a .  In die a -port and a e o m u t  Congr essional
transrm  of fb? liou-- .>. which has lust
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b-e'i a r t  :• out of Conference.  This bill
a • hr =- .* ' do] 1^7 l imits or FHA and VA
i .  o ' :  .  io.: ,  .» well a.r other  m e a s u r e s  that  

: ful to the housing industry.

; • • b, A i.no- nee a -oolicy of* prompt adjustment of
FIIA a vd VA r-'ortga:  o lending r a te s  to levels  
that a r e  reasonably  competit ive with other  
capital m a r k e t  in s tru m en ts .  Move promptly  
to have FHA and VA m o rtg a g e  loan in teres t  
ra tes  exempted f ro m  state  usury cei lings.

c. Continue the F e d e r a l  Home Loan Mortgage
Coroc:  aiior? p r o g r a m  providing for m o rtg a g e  
lending on new n odera!‘e - p r i c e d  housing at  
subsidised in te r e s t  r a t e s .  Additional budget  
outlays of perhaps $500 million m a y  be 
required.

d. Request the CEA,  T r e a s u r y ,  HUD, and the 
F e d e r a l  R e s e r v e  B o a r d  to submit within 30 days  
a plan for further  housing a s s i s ta n c e ,  if needed.

7.  Public  Utility F i nancing P r o b l e m s . The public utility industry is

one of the m a jo r  vic t im s of the rapid e sca la t ion  we a r e  experiencing in

c o s ts  and p r i c e s .  F o r  the e l e c t r i c  ut il i t ies,  costs  have generally  r isen

m uch f a s t e r  than the adjustments  in r a t e s  that reg u la tory  agencies  have

perm itted .  Utility earnings have plummeted;  many companies have  

b e c o m e  doubtful credit  r i s k s ,  and they have found it n e c e s s a r y  to 

ca n c e l  or  s t r e tc h  out their  capital expansion p r o g r a m s .

■(iati on

a.  A THt : House meeting,  including State and 
F e d e r  regulatory  authorit ies  and industry  
and b: .*v. r e p r e s e n t a t i v e s ,  has tentatively
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been scheduled for August 16. I urg e  that  
this Conference go forward,  and that it 
r e c e i v e  your p erso nal  endorsem ent  and 
support.  The end re s u l t  of the Conference  
should be a vigorous p r o g ra m  for prompt  

. : ' : . I r a t e  adjustment,  some minor  t a x  adjust­
m e n ts ,  and a s s u r a n c e  of m o r e  adequate 
private  financing.

8 . Contingency Planning for Unemployment. The fear  of r is ing

u - i i p i o y r o e n t  is a m a j o r  ob stac le  to effective inflation control.  To

cd: :\  such f e a r s ,  plans should be put into place for additional assis tc.nee

if unemployment r i s e s  significantly further .

R ec  om me n dati on s

a. Urge  legislation, on a contingency basis ,  
for an enlarged Public S e rv ice  Employment  
P r o g r a m .  The p r o g r a m  would be t r iggered  
when and if the unemployment  r a te  re a c h e s  
an a v e r a g e  of 6 per  cent for a 3 -month  
period. A sum of $4 billion would perm it  
the employment of as many as 800,  000 
w o rk e rs  in public s e r v i c e  jobs for a full 
y e a r ,  at an a v e r a g e  wage co st  of $5,  000  
per annum. The p r o g r a m  I have in mind 
would be s t r i c t ly  te m p o ra ry  in c h a r a c t e r ,  
provide substitute employment when private  
jobs a r e  widely unavailable,  and focus on 
a r e a s  of h eav iest  unemployment .  The  
legislation would provide for phasing out 
the p r o g r a m  when the unemployment ra te  
drops below the 6 per  cent level.

b. E n d o rse  and renew the request  for enactment  
of previous Adminis trat ion proposals  for an 
expanded and strengthened p r o g r a m  of 
unemployment insurance .
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1 7 .  N.-H?D TO r.IIDUCK rTNCZ.UTAINTI.ES SURROUNDING TH E
* * i * f i n a n c l i  l

Ccnr «.-rn with r e g a r d  to the stability of the financial sy s tem ,

both in the Uni Led States and abroad, has spread in r e c e n t  months.  The  

failure  of a number of foreign financial institutions,  the difficulties of 

the Fran k lin  National Bank h e r e  at hem e,  and la r g e  shifts in the flow 

of funds and in the availability  of c red i t ,  have tended to i n c r e a s e  the 

disquiet.

9. Dealing with International  F inancia l  Instabil i ty . The m o s t  important  

s o u r c e  of instability s tem s fro m  the financial implications of the exorbitant  

p r ic e  of oil. This is forcing many countries  - -  m a jo r  industrial  nations  

as well as  the less  developed countr ies  - - t o  run substantial  deficits in 

their  balance of payments and to build up foreign indebtedness,  with no 

end in sight.  We, as the m a j o r  econom ic  power in the f r e e  world,  

have an obligation to bring m a x im u m  downward p r e s s u r e  on the s t ru c tu re  

of oil p r i c e s .  If a significant reduct ion can be brought about,  it will  

help g r e a t ly  to ca lm  financial m a r k e t s  and make international c red it  

accom m odation a viable so u r c e  of adjustment once again.

Re comm e nd t ' o n s

a.  Cali for a national com m itm ent  to effective
conservation in the use of energy. This - 7'-' 
effort has slipped badly in r e c e n t  months.  /
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r.Iuvc- from  the r h e t o r i c  of P R O J E C T  
. . . . . .  • i 1 2 1 D ]'.4 < CE t q  a  p r o g r a m  of r e a l

‘ . ; -vr h j : i $ . h b e .  Once the oil-export ing nations
'.*om to re l ieve  that wo m ean business ,
1 : by will see  the danger to them selves  of 
Keeping the p r ic e  of oil at .anything like the 
present  level .

c.  Have the United States a s s u m e  a strong
leadership ro le  in bringing the oil importing  
countries together  on a co u r se  of economic  
and political act io ns .  We need to coordinate  
our policies just  at  the exporting countries  
do through O P E C .

10. Butrreg sin"  Confidence in the Banking System .  T h e r e  is now

considerable  public co n cern  about the soundness of banks.  R u m o r s

aboun ;th r e g a r d  to the quality of bank loans,  and the r i s k  exposure

of par  ~r banks involved in the E u r o -d o l la r  m a rk e t ,  r e a l  es ta te

lendin .. or other ac t iv i t ies .  F o r  the m o st  part ,  these  s e e m  to be

idle r u m o r s ,  but the possibility  of significant loss of confidence in

our banks is a grav e  m a t t e r  indeed.

R ecommendations

a.  Indicate that the F e d e r a l  R<- rv e  Board is 
fully cognizant of its responsibility  as the 
nation’s lender of last  r e s o r t ,  and that
e s s e r i a l  liquidity will  be provided on a 
t e m p o r a r y  basis  to any solvent institution  
that cannot obtain needed funds in the 
private  m a r k e t . I v

I

b. Indicate that whi ou a r e  confident that > 
our banking sy s+ , entirely  sound, you w . 
a r c  request ing .... J e r a l  R e s e r v e  B o ard
to a p p ra ise  the ■ -nt s y s te m  of bank 
regulation and .g es t  such im prov em ents
as m a y  be nee- by the end of the y e a r .
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V. CONCLUDING COMMENT • 1 • ; 5 ; •

A concerted, national effort  to end inflation re q u ir e s  

explicit  recognition of g eneral  price  stability as a p r im a r y  objective  

of public policy. This might best  be done promptly through a. 

c o n c u r r e n t  resolution by the C on g ress ,  to be followed la ter  by an 

app ropria te  amendment to the Employment  Act  of 1946.  Such 

actions would her'ghten the r e s o lv e  of the C ongress  and the 

E x e cu t iv e  to deal thoroughly with the inflationary implications  

of all new governm ental  p r o g ra m s  and policies ,  including those  

that  add to private  costs  as well as those  that r a i s e  F e d e r a l  

expenditures .
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