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I'm enclosing a Memorandum for ihe President
which, as | understand the procedure, will go to the
President after you have made such use of it as you
deem fit.

Sincerely yours,

Arthur F. Burns

The Honorable Herbert Stein
Chairman

Council of Economic Advisers
Executive Office Building
Washington, D. C. 20503
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HAIf<i 1AM - 'rii-l'5 Cr GOVERNORS

fed:-.,- 1 reservri system
‘05 51
August 12, 1974
) T Em-r N XA rtoats_ i

FROM: Arthur F. PvfhS

SUBJECT: Agenda for a Economic Progranm

I. MAJOR ECOnOU < NATION NOV.r FACES

The nation i-i in A;: :;rip of a dangerous inflation. Prices

are continuing to surge ...v...r \ productivity is falling off, and wage
rates are escalating in ;ast increases m tne cost 31 living
and widespread worker dif content.

Jbari/eiy bcc%u.*: ¢ of the debilitating effects of inflation on
family" budgets, on corporate re al earnings, and on the nation's credit
markets, the economy is sluggish and may well become more so in the
months ahead. The prospect is that the unemployment rate will rise,
possibly to 6 per cent or more ®m7 next winter. The outlook for home-
buflding is particularly poor, and there have al & been numerous
stretchouts or cancellations *n business capital spending plans.

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

unusual difficulties. The quadrupling of the p mce of oil has generated
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a flow of capital to the oil exporli'iy cou tries < a ». -c thr.. *rreatens

bankruptcy for sr3”e foreign nati oil's. F: naneras. rnarp eCs," bei.i -in the

United States and internationally, are nervous ;«id un-cltl«d; firms of
les s-than-top-quality are having difficulty in obtciai-iv-_: lands;. ai;d the

state of confidence is such chat many financial inst:tutions, both here

and abroad, are viewed anxiously by depositors and other creditors.
In the U. S., thrift institutions are losing deposit iunds, \V/

and may face a liquidity squeeze. Manv arms m the ouoiic uiihties

industry and the building industry are in rather poor nnanciai shape;
their condition may deteriorate further in the months 10 come in the

absence of improvement in the financial atmosphere.

Progress in curbing inflation has become basic to an

improvement in the performance of the economy -- to a better public

mood, to a greater willingness to plan ahead and make commitments

for the future, to an easing of the tensions and uncertainties in domestic

financial markets.
The recommendations that follow outline a policy for

dealing with inflation and its consequences. They strer s the need for

maintaining a firm anti-inflation policy. But they recognize the

restrictive measure and also the need to plan against co.ntinge.ncie;
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Avias,. . <ti-inflationary policy

-i ";vr[op:;.ry Discipline. The effort to restrain

>j Las thus far relied altogether too much on monetary /

from other public policy measures is essential. In
e ominitruent to bring inflation under control requires
Without

j —edible efforts to curtail Federal expenditure.

on your Dart, Federal spending may easily rise by ove-

.veoil fiscal 1974 and fiscal 1975. No single action could

p.'vverful impact on public perception of your sincerity in

causes .« inflation than to cut down significantly on this

m mcnds-tions

Announce promptly a specific sum --at least
$5 billion and preferably $10 billion -- that
must be cut out of ongoing budget programs,
and set up the machinery to do this. 1 suggest
that you call on the leadership in Congress to
establish a bipartisan committee to work with
you in developing the list of projects that will
have to be curtailed or terminated.

"at your Administration will submit

Pie* e nor.

a balanced get ne: Janua *y for fiscal 1976. /

-ice Rostra’ The i ‘ion that we are suffering is too
moe us: . Mian< . x-scal and monetary restraint.
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True, the economy should not be subjected again to the straitjacket

of mandatory v.age and price controls, and this needs to be explained

to the public. But you need also to take action evidencing your concern -
about possible abuses of economic power.

Recommendations

a. Ask the Congress to reestablish the Cost of 5
Living Council (or some successor agency), ~
for the purpose of monitoring progress on the 1 n
inflation front. The agency should be empowered,
a? the need arises, to appoint adhoc review / 8§
boards that could delay for 30 days wage or price @]
increases in pace-setting industries, hoi i hearings, 3.
make recommendations, issue reports, and thus pa
bring the force of public opinion to bear on wage g
or price increases that appear to be excessive. -

b. Reestablish the Construction Industry Stabilization ’g

Committee, in order to check the dangerous
escalation of construction wages now under way.

c. Establish a Labor-Management Advisory Committee,
with yourself as Chairman, in order to provide a
forum at the highest level for continuing dialogue
on the implications of labor and management
policies for our national goals.

d. Announce that your Administration will actively
seek to strengthen the competitive environment;
in particular, that you will pursue a tough anti-
trust policy, with strict enforcement and
stronger penalties for violations of the law.

3. Possible Export Restraints. The widespread drought in the mid-W.
poses a threat of sharply higher food pric, , and thus presents a new

problem for anti-inflation policy. The av- - family is especiu
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sensitive to sharply rising food prices. Higher food prices, more
than anything else, will -lead,todinsistent demands for ImmecHa4”" a
compensating increases in pay.
Recomnie. dallon
a. If the drought continues and the shortfall in
crop yields promises to be large, | would
urge that consideration be given to temporary
restraint on export of grains. To be sure,
this is a distasteful expedient from a foreign
policy viewpoint. But the public will not
understand or tel??rate a domestic shortage -.hat
appears to result from heavy export shipment;j
4. Improving Worker Productivity. A major underlying cause of
inflation is lagging productivity. Output per manhour in the private
non-farm economy grew very little during 1973 and appears to have
declined in the first half of 1974, compared with a long-run growth
trend of about 3 per cent per year. The nation needs to recognize
the importance of improving productivity for both our standard of
living and the general price level. Such improvement should become
a matter of national pride and accomplishment.
Recomme ndations
a. Announce a new program of productivity improvement
as a matter of h' ' national priority, to be promoted
hy a revitalized onal Pro luctivity Commission.
b. Ask Congress to a small appronrictio
for e3lahlishing

and plant-level
to be given for
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5. Stimulating New Prodnck.. Investment. - One lesson of the
past several years is that the productive ;capa'ei'i;y of the United States:
has been expanding at an inadequate pace. A greater output potential
would go far to reduce the inflationary pressures generated in markets
where supply is inadequate to meet the demand. It is desirable to
encourage a shift of our national output toward more investment, so
that we can provide better for our future needs. Additional investment
in plant and equipment will require additional financing, and we must
therefore give more attention to the function of risk-taking and enlarging
the pool of capital available to industry.

Recomm endations

a. Urge Congress to change the structure of the
capital gains tax, scaling down the tax rate
as the period of holding the asset becomes
longer. This would help to revitalize our
equity markets.

b. Urge also that the allowance for charging capital
losses against ordinary income be increased
from the present minim.al SI, 000 per =mr.

This would encourage more risk-taki 'y
smaller investors.

c. Recommend that the reduction in tax r enues
resulting from these changes be offset by
'ncreasjng the present minimum tax from
10 per cent to 20 per cent. « would urge
this change in tax law in any event. Nothing
seems more unjust to our citizens than to
read of people with huge incomes who pay
very little tax in support of their Government. )
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d. Roque;-;: "]\ Tie Mirv f. -ebilitv of

by indu” vi:z;s ( ." ecu:éd";v v - 11pg.,6 isic;
¢ tc'- e - . is evcilled v
some re/pen. <coy ',sbe . 1 ?‘v deficient.

1. NEED FOR ALLEVIATINC KARST IMP J" OF ANTI-INFLATIONARY

Areaqr] poq 7y peRO uoy  Adooojoyd

POLICIES

The continuation cf  policy . - rie .elary restraint, along with
firmer budgetary discipliie, is tv foe . _ndasizable effect* in
some of our industries and perhaps in . 7iplc'j mont conditions gen rally.
These problems need attention.
6. Assistance to Housing Finar.-.e. TV - hcn..;V-aiding industry - v/hicl}
had already been suffering from the erosion cl -.orkers! purchasing
power, from rising construction and In d cos":", from fears cf a gasoline
shortage, and from overbuilding in some areas -- is now experiencing

added hardships because of soaring intc d«st races and reduced availability
of mortgage credit at savings in- eituticn'€ and co/ranercial banks. Housing
starts are in a phase of substantial dec: inc; .--any builders appear to be

in a shaky financial condition; and n o * ?c lerdin;; institutions are
cutting back sharply on new comnetm." ,  *h- situ,ation justifies

Governmental concern.

Recomm ere -S
a. Indiea -port and a eomut Congressional
transrm of fb? liou-- > which has Ilust
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7. Public Utility Financing Problems.
one of the major victims of the rapid escalation we are experiencing in
costs and prices. For the electric utilities, costs have generally risen
much faster than the adjustments in rates that regulatory agencies have
permitted.

become doubtful credit risks,

Utility earnings have plummeted; many companies have

b-e'i art = out of Conference. This bill
aehr =*" do] I*7 limits or FHA and VA
i o . 10.1, »well a.r other measures that

: ful to the housing industry.

A i.no- nee a -oolicy of*prompt adjustment of
FITA awvd VA r-'ortga: o lending rates to levels
that are reasonably competitive with other
capital market instruments. Move promptly
to have FHA and VA mortgage loan interest
rates exempted from state usury ceilings.

Continue the Federal Home Loan Mortgage
Coroc: aiior? program providing for mortgage
lending on new n oderal‘e-priced housing at
subsidised interest rates. Additional budget
outlays of perhaps $500 million may be
required.

Request the CEA, Treasury, HUD, and the

Federal Reserve Board to submit within 30 days
a plan for further housing assistance, if needed.

cancel or stretch out their capital expansion programs.
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been scheduled for August 16. | urge that
this Conference go forward, and that it
receive your personal endorsement and
support. The end result of the Conference
should be a vigorous program for prompt

:':. lrate adjustment, some minor tax adjust-
ments, and assurance of more adequate
private financing.

8. Contingency Planning for Unemployment. The fear of rising
u-iipioyroent is a major obstacle to effective inflation control. To
cd::\ such fears, plans should be put into place for additional assistc.nee
if unemployment rises significantly further.

Recomme ndations

a. Urge legislation, on a contingency basis,
for an enlarged Public Service Employment
Program. The program would be triggered
when and if the unemployment rate reaches
an average of 6 per cent for a 3-month
period. A sum of $4 billion would permit
the employment of as many as 800, 000
workers in public service jobs for a full
year, at an average wage cost of $5, 000
per annum. The program | have in mind
would be strictly temporary in character,
provide substitute employment when private
jobs are widely unavailable, and focus on
areas of heaviest unemployment. The
legislation would provide for phasing out
the program when the unemployment rate
drops below the 6 per cent level.

b. Endorse and renew the request for enactment
of previous Administration proposals for an
expanded and strengthened program of
unemployment insurance.
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17. N.-H?D TO r.IIDUCK rTNCZ.UTAINTI.ES SURROUNDING THE
**I* financli I

Cenr «-rnwith regard to the stability of the financial system,
both in the Uniled States and abroad, has spread in recent months. The

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

the Franklin National Bank here at heme, and large shifts in the flow

of funds and in the availability of credit, have tended to increase the
disquiet.

9. Dealing with International Financial Instability. The most important

source of instability stems from the financial implications of the exorbitant
price of oil. This is forcing many countries -- major industrial nations
as well as the less developed countries --to run substantial deficits in
their balance of payments and to build up foreign indebtedness, with no
end in sight. We, as the major economic power in the free world,
have an obligation to bring maximum downward pressure on the structure
of oil prices. |If a significant reduction can be brought about, it will
help greatly to calm financial markets and make international credit
accommodation a viable source of adjustment once again.

Recommend t'ons

a. Cali for a national commitment to effective

conservation in the use of energy. This -7
effort has slipped badly in recent months. /
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r.luvc- from the rhetoric of PROJECT
...... ®i1210]'4 <CE ¢ a program of real
p -Mrasis nve. Once the oil-exporting nations
"*om to relieve that wo mean business,
1: by will see the danger to themselves of
Keeping the price of oil at .anything like the
present level.

c. Have the United States assume a strong
leadership role in bringing the oil importing
countries together on a course of economic
and political actions. We need to coordinate
our policies just at the exporting countries
do through OPEC.

10. Butrreg sin” Confidence in the Banking System. There is now
considerable public concern about the soundness of banks. Rumors
aboun ;th regard to the quality of bank loans, and the risk exposure
of par ~r banks involved in the Euro-dollar market, real estate
lendin .. or other activities. For the most part, these seem to be
idle rumors, but the possibility of significant loss of confidence in
our banks is a grave matter indeed.
Recommendations
a. Indicate that the Federal R rve Board is
fully cognizant of its responsibility as the
nation’s lender of last resort, and that
esserial liquidity will be provided on a
temporary basis to any solvent institution

that cannot obtain needed funds in the
private market.

b. Indicate that whi ou are confident that >
our banking sys+ , entirely sound, you w.
arc requesting ... Jeral Reserve Board
to appraise the m -nt system of bank
regulation and .gest such improvements
as may be nee- by the end of the year.
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V. CONCLUDING COMMENT =1 e, 5 ;-

A concerted, national effort to end inflation requires
explicit recognition of general price stability as a primary objective
of public policy. This might best be done promptly through a
concurrent resolution by the Congress, to be followed later by an
appropriate amendment to the Employment Act of 1946. Such
actions would her'ghten the resolve of the Congress and the
Executive to deal thoroughly with the inflationary implications
of all new governmental programs and policies, including those
that add to private costs as well as those that raise Federal

expenditures.
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