
FOR THE PRESID EN T 

F R O M  Joe  C a lifan o

F o w le r , S ch u ltze , A ck le y , M cN am ara  and I m e t to d iscu ss  

the g e n e ra l e co n o m ic  s itu ation  and w hat a c t io n  shou ld  be  taken at 

th is t im e .

B ill  M artin  w as in  New H aven, C on n ecticu t, and I w as 

unable to get h im  at the m e etin g . I ta lk ed  to h im  on the phone and 

he w il l  d rop  by . He v o lu n te e re d  that he w as Mm is in te r p r e te d n in 

the p ap ers  this past w e e k  on the tax in c r e a s e .  A t the sam e tim e he 

r e ite ra te d  h is v iew  that one w as n e c e s s a r y .

S tock  M ark et. F o w le r  b e lie v e s  the a c t iv ity  o f  the s to ck  

m a rk e t  re su lte d  fr o m  u n certa in ty  about w h eth er  th e re  w il l  be  tax 

p r o p o s a ls ,  the g e n e ra l e c o n o m ic  s itu ation , the C o n g r e s s io n a l actions 

in  a p p rop ria tin g  add ition a l m o n e y  and the m ix e d  e c o n o m ic  in d ica to rs .

The w h o le sa le  p r ic e  in d ex  is  up o n e -ten th  o f  one p e rce n t  fo r  

A p r i l ,  w ith  in d u str ia ls  up th re e -te n th  o f  one p e r ce n t . D e clin e  in  

fo o d  p r ic e s  w as the key fa c to r  in h old in g  the w h o le s a le  p r ic e  in dex  

to  such  a sm a ll in c r e a s e . W ith no tax  in c r e a s e ,  A c k le y  b e lie v e s  it 

w il l  in c r e a s e  at an even  h ig h er  rate  during the r e s t  o f  the y e a r .

C on su m er p r ic e  in dex . A c k le y  b e l ie v e s  the co n su m e r  p r ice  

in d ex  fo r  A p r il  w ill  h o ld  o r  r is e  on ly  s lig h t ly . He b e lie v e s  this in dex  

w il l  in c r e a s e  m o r e  ra p id ly  during the r e s t  o f  the y e a r .
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U n em p loym en t, A c k le y  b e lie v e s  the cu rre n t  ra te  o f  

u n em p loym en t (3. 7%) w il l  get to  3% to 3. 25% b y  the end o f  the 

y e a r .

The f i s c a l  67 bu d g eta ry  s itu a tion . S ch u ltze  b e lie v e s  

that the in c r e a s e s  in C o n g re ss io n a l a u th or iza tion s  and a p p ro p r ia 

tions w il l  re su lt  in  an in c r e a s e  o f  $1 . 5 to $2 b ill io n  in expen d itu res 

during f i s c a l  1967. He e x p ects  to fa l l  sh o r t  in  obtain ing h is $ 4 .7  

b il l io n  a s se ts  sa le s  goa l b y  $400 to $500 m ill io n . On the other 

hand re v e n u e s , w h ich  w e r e  o r ig in a lly  e s tim a te d  at about $111 

b il l io n , a re  now estim a ted  at $114 to $115 b il l io n . U nder p re se n t 

p r o je c t io n s , exp en d itu res  and lo s t  r e c e ip ts  w ou ld  in c r e a s e  at m o st  

b y  $2. 5 b il l io n  and r e c e ip ts  w ou ld  in c r e a s e  b y  $3 b ill io n . This 

m ean s a net d e c r e a s e  in the budget d e f ic it  p r o je c te d  fo r  f is c a l  67 

in  Jan uary.

C re d it  s itu a tion . F o w le r  b e lie v e s  w e  a re  on  the th resh o ld  

o f  a c r e d it  c r is is  w h ich  w il l  b e  qu ite s e r io u s  in  July and A ugust in  

the h ou sin g  and Savings and L oan  A s s o c ia t io n  a r e a s .  M oney  is  

e x tr e m e ly  tight and w e  a r e  beginn ing to get r e p o r ts  that so m e  

m e m b e r s  o f the F ed  a re  co n s id e r in g  an oth er in c r e a s e  in the d iscou n t 

ra te , an oth er in c r e a s e  in the reg u la tion  Q a n d /o r  fu rth er  in c re a s in g  the 

r e s e r v e  re q u ire m e n ts .
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A c k le y  and S chultze s tro n g ly  b e lie v e  the e c o n o m ic  situ ation  

re q u ire s  a tax  in c r e a s e  as soon  as p o s s ib le .  I b e lie v e  F o w le r  sh a res  

th e ir  v ie w s , but does not fe e l  as s tr o n g ly  about it . F o w le r  co n s id e rs  

it d iff ic u lt  to m ake a d e c is io n  at this t im e .

M cN a m a ra  says that he w il l  not know until June the an sw er 

to tw o k ey  q u e stio n s :

(1) W hether he can get b y  w ith ou t a su p plem en ta l until 

January 67, and

(2) By w hat am ount h is  e x p e c te d  exp en d itu res  fo r  f i s c a l  

67 a re  lik e ly  to in c r e a s e .

M cN am ara  does not w ant to b e g in  a d eta iled  s ta ff study in  the 

P en tagon  until you  have m ade (at le a s t  in  you r own m ind) a d e c is io n  

to go  fo rw a r d  fo r  a tax  in c r e a s e .  He b e lie v e s  that any d e ta ile d  

P en tagon  study o f how m u ch  o f  a su p p lem en ta l w ou ld  b e  n eed ed  w ill  

in e v ita b ly  lea k  out b e ca u s e  so m any p e o p le  m u st b e c o m e  in v o lv e d . 

M cN a m a ra  can g iv e  you  a g ood  e s tim a te  w ithout such a study. F r o m  

the t im e  you  m ake a d e c is io n  and g iv e  h im  a g o -a h e a d  to p re p a re  

d e ta ile d  in fo rm a tio n  on a su p p lem en ta l, he w il l  n eed  fo u r  w eek s  to 

get re a d y .

M cN a m a ra  w ou ld  w ith h old  m ak in g  a d e c is io n  until June 15. 

F o w le r  n otes  this w ill  m ea n  nothing w ou ld  go to C o n g re ss  until 

Ju ly  15. F o w le r  b e lie v e s  that this m a y  b e  too  la te  to p re se n t  a tax 

b i l l  to the C on g re ss  fo r  p a ssa g e  in  this s e s s io n  and that C o n g re ss  m ight
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b e  quite annoyed  at r e c e iv in g  a tax  b i l l  at that t im e .

W e a ll a g re e d  that th ere  a re  e c o n o m ic  stu d ies  that shou ld  be  

undertaken , as so o n  as p o s s ib le .  ' It is  e s se n tia l to have th ese  studies 

co m p le te d  to g iv e  you  the in fo rm a tio n  you  n eed  b e fo r e  m aking a 

d e c is io n . T h ese  stu dies a r e :

(1) Program for future decision making designed to 
reduce our non-Viet Nam budget expenditures —  Bureau of 
the Budget.

(2) A memorandum from the Secretary of Defense giving 
his best judgment on the magnitude and time pattern of
FY 1967 defense expenditures and orders for purposes of 
internal planning and decision making.

(3) An analysis of outlook for business fixed investment, 
housing, consumer spending, state and local government 
expenditures in the light of April and May developments —  
together with the material in items (1) and (2) this would 
constitute a supplement to the Troika memorandum of April 8.

(4) An analysis of outlook for financial institutions 
assuming tax increase and no tax increase.

Joint study by Troika plus Federal Reserve Board 
and Federal Home Loan Bank Board.

(5) Study by Federal Reserve Board of implication for 
monetary policy assuming tax increase and no tax increase.
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(6) Balance of payments outlook and its bearing on 
tax increase issue.

(7) Economic consequences of tax increase - short-term 
and long-term.

(8) Various alternatives for increasing taxes.

(9) Outlook for prices and voluntary restraint on
wage-price decisions' assuming tax increase and no tax increase.

(10) Combinations of fiscal, monetary and debt management 
policies assuming tax increase and no tax increase.

W e re q u e s t  a p p ro v a l to s ta rt  th ese  stu d ies  w ith  a ta rg e t 

co m p le tio n  date o f e a r ly  June.

A p p r o v e _______________ D is a p p r o v e _____________

A ll  a g re e d  that it  w as v e r y  im p orta n t fo r  you  to esta b lish  

a c r e d ib le  and tough im a g e  o f  try in g  to h o ld  the C o n g re ss  in  lin e .

W e re co m m e n d  you  g iv e  us a p p ro v a l to p r e p a re  fo r  your 

co n s id e ra t io n  a cam p aign  tow a rd  this end. The cam p aign  w ou ld  in c lu d e :

(1) A  m eetin g  o f  the le a d e rsh ip  w ith  you  u rgin g  them  in the 

s tro n g e s t  te rm s  to h o ld  b a ck  u n n e ce s sa ry  in c r e a s e s  and g ive  you  

n e c e s s a r y  p r o g r a m s .

(2) C abinet m e e tin g .

(3) A  m a jo r  C o n g re ss io n a l push on s p e c i f i c  ite m s , such  as the 

HEW budget in c r e a s e s ,  the DoD budget in c r e a s e s  (o f the one b ill io n  

d o lla r s ,  le s s  than $20 m il l io n  is  fo r  V ie t  N am ), the e ffe c t iv e  date o f 

the c iv ilia n  and m ilita r y  pay b i l l s ..
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(4 ) A  P r e s id e n t ia l p u b lic  sta tem en t, c o v e r in g  C o n g re ss io n a l 

in c r e a s e s  in  you r bu dget, the fa c t  that you  a r e  d e fe r r in g  a ll 

d e fe ra b le  p r o g r a m s , to the tune o f $1. 6 b il l io n , the is su a n ce  o f  

s tron g  in s tru ctio n s  to you r C abinet O ff ic e r s  and a g en cy  heads to 

cut every th in g  p o s s ib le  and a v o id  June spen din g , e tc .

A p p ro v e  * D isa p p ro v e  ____________

S p e e ch e s . E v e ry o n e  a g re e s  that th e re  sh ou ld  be no m o re  

ta lk  about the e co n o m ic  s itu a tion , u n less  it is  b y  you . W e have 

nothing m o r e  to sa y  until a d e c is io n  is  m ade and I am  con fiden t 

that th ere  w il l  b e  no m o r e  s p e e ch e s  as th ere  w e r e  during the past 

two w eek s by  the p eop le  at ou r  m eetin g . I w il l  c a l l  C onnor and 

W irtz  and m en tion  this to th em  on M onday.

If you  d e c id e  to go fo r  a tax  in c r e a s e ,  F o w le r  thinks w e 

shou ld  m ake a dea l w ith  M artin  to r o l l  b a ck  to 5% on R egu lation  Q 

and ea se  the m on ey  s itu a tion .

C on su m er C re d it  A u th or ity  to c o n tr o l co n s u m e r  c re d it  

w ou ld  be a d e s ir a b le  to o l to h ave  a v a ila b le , a lthough  no one is  su re  

it  w ou ld  b e  a p p ro p r ia te  to u se  it at this t im e . Such co n tro ls  w ou ld  

g ive  you  an op p ortu n ity  to s low  down a p p lia n ce  and auto p u rch a se s .

The H ouse Banking and C u rre n cy  S u bcom m ittee  has re p o r te d  a b il l  

to the fu ll C om m ittee  w h ich  w ou ld  g ive  you  the au th ority  to invoke 

co n su m e r  c r e d it  c o n tr o ls .  W e re q u e st  p e r m is s io n  to ask  L a rr y  

O fB r ie n  to ch e ck  on the status o f this b i l l  and q u ie t ly  m o v e  it  along 

w ithout any in d ica tion  that the A d m in is tra tio n  is  in te re s te d  in it.
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A p p ro v e D isa p p ro v e
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