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THE WHITE HOUSE 

WASHINGTON 

April 15, 1977 

Z. Brzezinski 
Tim Kraft 
Henry Owen 

The attached was returned in 
the President's outbox and is 

forwarded to you for your information 
and appropriate action. 

Rick Hutcheson 

Re: Tuesday, May lOth -Afternoon 
NATO Session: Benelux & 

Scandinavian Bilaterals 
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THE WHITE HOUSE 

WASHINGTON 

MONDALE 
COSTANZA 
EIZENSTAT 
JORDAN 
LIPSHUTZ 
MOORE 
POWELL 
WATSON 

FOR STAFFING 
FOR INFORMATION 

EXECUTIVE ORDER 
Comments due to 
Carp/Huron within 
48 hours; due to 
Staff Secretary 
next day 

FROM PRESIDENT'S OUTBOX 
LOG IN/TO PRESIDENT TODAY 
I~~DIATE TURNAROUND 

ARAGON 
BOURNE 
BRZEZINSKI 

WELLS 
VOORDE 



THE WHITE HOUSE 

WASHINGTON 

April 15 , 1977 

MEMORANDUM TO: THE PRESIDENT 

HENRY OWEN/'~ t 
TIM KRAFT f(j_.. 

FROM: 

SUBJECT: Tuesday , May lOth- Afternoon NATO Session ; 
Bene lux and Scandinavian Bilate rals 

1, Attached at Tab A are the recommendations of Secretary Vance, Dr. 
Brzezinski and Henry Owen that you stay for the afternoon NATO session on 
May 1Oth. The heads of government of all members of the North Atlantic 
Alliance , except France, will be present, 

Approve Disapprove 

2, Attached at Tab B is a schedule for Tuesday, the lOth, which reflects the 
options of (a) staying an additional 1 1/2 hours in Britain after the afternoon­
NATO session to allow individual bilateral meetings with the Benelux and 
Scandinavian countries, or (b) having individual discussions (and photographs) 
with these heads of government on an informal basis during an expanded 
lunch period (2 - 2 1 /2 hours) when we would ask that only heads of govern­
ment and Luns be present. 

State and NSC both feel the first opti :m is preferable, since it would emphasize 
your personal interest in each of our NATO allies whose heads of government 
probably expect this treatment on the basis of past precedent. 

State and NSC feel, however, that the informal lunch discussion would be 
an acceptable alternative, (Both State and NSC recommend against grouping 
the Benelux and Scandinavian countries for purposes of meetings with you 
on the grounds that the governments involved would be offended. ) 

Stay for individual 
meetings 

Handle at lunch 
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MEMC RAN D UM 

.COJ>.I£IDENT I A I I GDS 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

2128 

T H E WHI TE HOUSE 

WASHINGTON 

ACTION Via Tim Kraft 
April 14, 1977 

THE PRESIDENT ')):), 

ZBIGNIEW BRZEZINSKI 
HENRY OWENwo 

Your Attendance at the London NATO 
Meeting 

Attached at Tab A is a mern.o from Secretary Vance to you strongly 
recomrn.ending that you remain at the NATO m .eeting throughout the 
work day of May 10 rather than leaving after your speech, or at some 
other point during the proceedings. We agree with the Secretaryr s 
reasoning and endorse his recommendation. 

RECOMMENDATION 

That you agree to remain at the NATO rn.eeting throughout the 
work day of May 10. 

___ App r.ove D 



COWFIDBH'f'li\L 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE SECRETARY OF STATE 

WASHINGTON 

'•./ 

April 12, 1977 

THE PRESIDENT 

Cyrus Vance C:~ V 

CJJt;:J / ' 
( 

Your Attendance at the London 
NATO Meeting 

r/ 

I understand that in preparing the schedule for 
your participation in the London summit meetings, 
consideration is being given to the possibility that 
you might leave for the US following your remarks to 
the NATO Council. 

In weighing your alternatives, I suggest that 
you consider carefully the following factors: 

--You will be invited to speak first by the 
Secretary General. 

--Other Allied heads of government will attend 
the NATO meeting to hear your views but also to express 
theirs. We would also like to demonstrate that we are 
interested in hearing their ideas. 

--If you leave before hearing them out, they 
may feel slighted, particularly those leaders from 
the smaller countries who will not be at the other 
summit meetings. 

--It will be politically important for them to be 
able to say to their own publics that they talked with 
you. 

For these reasons I would strongly recommend that 
you remain at the NATO meeting throughout the working 
day of May 10. 

COUP Hlf!:M'f IM 
GDS ~ , . 
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ME!'AOP_AND UM 

Tuesday, May 10 

8:00a.m. 
(30 minutes) 

9:00a.m. 

9:15 a.m. 

9:20 a.m. 
(30 minutes) 

10:00 a.m. 

10:20 a.m. 

10:30 a.m. 

1:00 p.m. 

3 : 00 p.m. 

5:30 p.m. 

6 : 45p.m. 

THE WHITE HO U SE 

W AS HI N G T O N 

Bilateral with Greece 
Winfield House 

Depart Winfield House 

Arrive Banqueting House 

Bilateral with Turkey 
Banqueting House 

Opening Formal Ceremony 
NATO Ministerial Meeting 
Banqueting House 

Depart Banqueting House 

1st Session - NATO Ministerial Meeting 
Lancaster House 

Lunch - HEADS OF GOVERNMENT ONLY 

(Option: Lunch provides opportunity to visit 
personally with other Heads of 
Government with which you will 
not have separate bilaterals, i.e. 
Benelux countries and Scandanavian 
countries. 

NSC & State recommend ideally that 
you e x tend your stay about an hour 
and a half to provide time for 
separate bilaterals for these six 
Heads of Government - two around 
lunch and four following the 
2nd Session.) 

2nd Session - NATO Ministerial Meeting 

Depart Lancaster House 

Depart Heathrow Airport 

9:35 p.m. 
(2:35 a.m. 

Arrive Andrews Air Force Base 
London time) 

10:00 a.m. Arrive The White House 
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THE WHITE HOUSE 

WASHINGTON 

April IS, 1977 

Frank Moore -

The attached was returned in the 
President• s outbox and is forwarded 
to you for your information. 

Rick Hutcheson 

R e : R e quest ·~v Telephone Senator 
Muskie 
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THE WHITE HOUSE 

WASHINGTON 

April 15, 1977 

MEMORANDUM FOR THE PRESIDENT 

FROM: HUGH CARTER~ . 
SUBJECT: Weekly Mail Report (Per Your Request) 

Below are statistics on the mail situation: 

INCOMING WEEK ENDING 4/9 WEEK ENDING 

Presidential 72,976 52,122 
First Lady 2,706 2,367 
Amy 2,403 2,419 
Other First Family 148 193 

.~-- . 

Total 78,233 ( _ ~ 7 ~-~?~ -) 

BACKLOG WEEK ENDING 4/9 WEEK ENDING 

Presidential 16,900 11,ooo 
First Lady 2,000 1,900 
Amy 4,000 3,000 
Miss Lillian 1,600 1,000 
Transition 20,000 s,soo 

Total 44,500 22,000 

DISTRIBUTION OF PRESIDENTIAL MAIL ANALYZED 

WEEK ENDING 4/9 WEEK ENDING 

Agency Referrals 62% 51% 
WH Correspondence 17% 32% 
Direct File 8% 6% 
White House Staff 9% 7% 
Other 4% 4% 

Total 100% 100% 

See Notes on following page Electrostatic Copy Made 
for Preservation Purposes 

4/15 

4/15 

4/15 



NOTES: Mail - Week Ending 4/15/77 

1. Overall backlog was reduced by 22,500. The current 
22,000 backlog is equal to about two days of incoming 
mail. 

The backlog figure does not include mail referred to 
White House staff, but we have no reason to believe 
that a backlog exists in the staff offices. 

2. Incoming receipts of Presidential and First Family 
mail for the week totalled a low of 57,101. 

The reason set forth by the career staff in the mail 
operation is that the prior week was Easter week 
when many who might otherwise have written had 
children at home on vacation, were travelling, or 
were involved in holiday family activities. The next 
week or two should indicate whether this explanation 
is correct or whether in fact mail input is diminishing. 

3. Detailees working on mail at week end numbered 33, and 
will remain at that level until we see how mail volume 
develops. 

4. A Tally of writers positions on key issues is attached. 



MAJOR ISSUES IN 
CURRENT PRESIDENTIAL ADULT MAIL 

Week Ending 4-15 

ISSUE 

Aid to Soviet Jews/ 
Human Rights Stand 

Energy Saving Suggestions 

Water Project Cuts by 
President 

Restrict Imports from 
Corning Into US 

Continue The Use of 
Saccharin 

Use of Off-Road Vehicles 
On Public Land 

Economic Problems/Social 
Security Complaints 

Proposed Raise in Minimum 
Wage 

Deregulation of Airlines 

Curtailment of Breeder 
Reactor ( 3 days) 

Retain Panama Canal 

President's Farm Policy 

Plutonium Curb 

President's Action re: 
G. Liddy (3 days) 

Indictment - John Kearney 
(FBI) (3 days) 

Seizure Russian Ships 
( 3 days) 

*Heavily Small Business 

PRO 

97% 

( 49% ---
93% 

99% 

98% 

19% 

8% 

35% 

100% 

2% 

93% 

(--4 3% 

87% 

CON 

2% 

7% 

2% 

81%* 

92% 

65% 

57% 

7% 

57% 

100% 

8% 

COMMENT 
ONLY 

1% 

100% 

100% 

41% 

) 

5% 

TOTAL 

NUMBER OF 
LETTERS 

336 

1,376 

712 

698 

2 80 

3,060 

1,490 

291 

2 39 

93 

206 

118 

729 

23 

73 

61 

9,785 
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THE l)HES IDENT HAS SEE~l. 

THE WHITE HOUSE 

WASHINGTON 

April 14, 1977 

MEMORANDUM TO THE PRESIDENT 

FROM: 

SUBJECT: 

FRANK MOORE £/}A. 1 

REQUEST TO TELEPHONE 
SENATOR MUSKIE 

Senator Byrd called to say that it is imperative that you call 
Senator Muskie concerning the $50 tax rebate, because Muskie was 
so far out on the line with his budget resolution to include it. 

As you remember Senator Byrd switched four votes on Muskie's 
Committee--Hollings, Chiles, Hart and Johnston--in order to 
include the rebate in the budget resolution. 

Dan Tate talked with Muskie about 12:00 last night, and Charlie 
Schultze has talked with him a number of times today. 

Senator Byrd says that Muskie, if allowed to fester, can work 
himself into a fine rage in a two or three-day period and could 
not emphasize enough the importance of calling him tonight. 

If you could simply call Muskie and say that Senator Byrd asked 
you to call, that you are sorry if the announcement caught him 
short, that you appreciate his walking the line for us earlier, 
and would appreciate his cooperation at this time. 

I then need to call Senator Byrd and let him know that the call 
has been made. 

~' ', 

Electl!'ostatlc Copy Made 
for Preservation PurpotMMa 
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THE WHITE HOUSE 

WASHINGTON 

April 15, 1977 

EYES ONLY 

Hamilton Jordan 

The attached has been given to 
Stu Eizenstat. This copy is for 
your personal information. 

Rick Hutcheson 

R~: Dam P~oject Statement 

--
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THE WHITE HOUSE 

WASHINGTO N 

4/15/77 

the president asked that 
i hand deliver the original 
of this note to stu 
eizenstat this morning. 

-- susan 

.. · . .\;:p:J 
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THE WHITE HOUSE 

WASHINGTON 

April 15, 1977 

Jim Schleslinger 
Stu Eizenstat 
Jack Watson 

For your information the attached 
letter has been sent to Chairman 
Wagner of TVA. 

Rick Hutcheson 

1 
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TH E WHITE HO US E 

WAS HIN GTON 

April 15, 1977 

To Aubrey Wagner 

Thank you for your offer of the Tennessee Valley 
Authority's help in dealing with the energy crisis. 
I accept your offer with pleasure. TVA's history 
of innovation and its unique institutional position 
make it an obvious leader in dealing with our energy 
problem. -

Whiie I appreciate the steps TVA has already taken, 
I would like to explore other opportunities with 
you. Your comments on and reactions to the points 
outlined below would be most helpful. 

o Assistance in Private Home Weatherization . 
I applaud TVA's program to provide loans at 
no interest. How might TVA help make this 
program, and its impacts, known to other 
utilities? Is a straight loan program loan 
adequate, or is there a need to offer "turn­
key" services to the homeowner? Will the 
TVA program achieve weatherization of all 
homes in the region? 

o Rate Design. What can TVA do in redesigning 
rates to incorporate cost-tracking rates 
which provide for peak-load pricing, load 
management, elimination of declining block 
rates, fair charges for solar back-up power, ­
elimination of master metering, and similar 
reforms? 

o li'Jaste Heat Util i za tion . 'li'That have TVA' s 
ac~ivitie s been t o enc our age c ogener ation, 
and what further programs could be instituted 
to make better use of the waste heat from TVA 
generating facili~ies? 

r 
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o Power Pooling. How can TVA's leadersh ip 
and innovation in developing integrate d 
system-management procedures be advanced 
nationwide , and are there a dditional steps 
the Authority could take in improving the 
efficiency of power inter-connections? 

o Reserve Requirements. What suggestion s 
would you have for developing a reasonable 
reserve system which minimizes e xcess 
reserves yet assures system reliability? 

o Coal Cleani ng. What steps could TVA take, 
either by itsel£ or working with the 
Appalachian Regional Commission, to promote 
cooperatives or other assistance for develop­
ment of coal cleaning techniques and provision 
of coal cleaning services? 

o Coal Mining Technology. What possibi lities 
exlst for TVA demonstration programs to 
improve mining production and safety , for 
example use of long-wall technology? What 
role can TVA play in making more use of 
eastern coal? 

o Solar. Is there a role for TVA in helping 
to flnance and promote solar heating and 
cooling, perhaps in the same manner insulation 
is being promoted? Could some of the 
Authority's test and demonstration far ms 
begin experimenting with solar energy in crop 
drying and biomass techniques? Are there 
industrial uses for solar energy which TVA 
could encour age? 

o Fluidiz e d Bed Boilers. How is TVA's work on 
f l uidi zed bed bo iler techno lgy comi ng , and 
how can TVA help encourage use of these kinds 
of systems elsewhere? 

o Flue Gas Desulf~rization. Is there a need 
to expand the joint fed e ral/TVA study on 
scrubbers? Can TVA take a larger role in 
improving our ability to control small 
particle and sulfate emissions? 

I 
I 
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o Public Participation. During the development 
of my national energy plan, I have been 
impressed with the wide range of public 
interest in the energy issue and the depth 
and sophistication of public comments. What 
ideas might TVA have for expanding public 
involvement, both in developing local programs 
and national policies? 

I appreciate your willingness to share your thoughts 
with me on how we can work together to meet the 
challenge which our energy problem poses. I look 
forward to reviewing your ideas on the issues dis­
cussed in this letter, and any other suggestions 
which you may have. 

~"'/L 
· Sincerely, (L 

-d-#;17 . &7~ 
The Honorable Aubrey J. Wagner 
Chairman 
Tennessee Valley Authority 
Knoxville, Tennessee 
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THE WHITE HOUSE 

WASHINGTON 

April 13, 1977 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

STU EIZENSTAT 

JIM SCHLESINGER'S DRAFT LETTER TO TVA 
(per your request) 

The ideas contained in Jim Schlesinger's proposed letter 
to TVA are excellent. I feel, however, that his draft is 
somewhat longer than need be, and perhaps more hortatory 
than necessary. Attached is a shortened version of the 
letter which retains almost all of the substantive ideas 
of Jim's draft, but which modifies the tone of the letter 
somewhat. 

I 





THE WHITE HOUSE 

WASHINGTON 

To Aubrey Wagner 

Thank you for your offer of the Tennessee Valley Authority's 
help in dealing with the energy crisis. Given the magnitude 
of that crisis I accept your offer with pleasure. TVA's 
unique institutional position, and its history of social and 
technological innovation make it the obvious leader in many 
areas where change is needed. 

This letter catalogues some of these areas. I appreciate that 
TVA has already moved ahead toward solving some of the problems 
listed below. However, even in those cases, I would appreciate 
knowing whether you believe there are further opportunities 
for TVA to raise a standard for others to follow. 

0 

0 

Assistance in Private Home Weatherization. I understand 
that TVA is providing loans at a zero rate of interest 
to homeowners to make energy conservation improvements. 
This is outstanding. I hope other utilities will accept 
TVA's logic that it is less expensive to insulate a 
customer's home than build the capacity to provide him 
energy. What is TVA doing to spread knowledge of its 
plan and its impacts to other utilities? Is the TVA 
plan being adopted elsewhere? 

One major concern is whether it is adequate simply to 
make money available. Is there a need to go further 
and say offer "turnkey" services to the homeowner? 
Also, is the three year payback period long enough? 
It is vital that all homes in TVA's area are weatherized. 
WLll your program achieve this? 

Rate Design. In the 1930's and 1940's, TVA was a 
pioneer in developing innovative electric rates. 
The time has come for another major change in the 
structure of rates. We need widespread adoption of 
cost-tracking rates that provide for peak-load 
pricing, load management, elimination of declining 
block rates, fair charges for solar-backup power, 
elimination of master-metering and similar reforms. 
TVA is the obvious institution to develop innovative 
rate designs and promote their implementation. What 
are TVA's activities in this area? 
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help in dealing with the energy crisis. Given the magnitude 
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unique institutional position, and its history of social and 
technological innovation make it the obvious leader in many 
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to homeowners to make energy conservation improvements. 
This is outstanding. I hope other utilities will accept 
TVA's logic that it is less expensive to insulate a 
customer's horne than build the capacity to provide him 
energy. What is TVA doing to spread knowledge of its 
plan and its impacts to other utilities? Is the TVA 
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make money available. Is there a need to go further 
and say offer "turnkey" services to the homeowner? 
Also, is the three year payback period long enough? 
It is vital that all homes in TVA's area are weatherized. 
Will your program achieve this? 

Rate Design. In the 1930's and 1940's, TVA was a 
pioneer in developing innovative electric rates. 
The time has come for another major change in the 
structure of rates. We need widespread adoption of 
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TVA is the obvious institution to develop innovative 
rate designs and promote their implementation. What 
are TVA's activities in this area? 
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Waste Heat Utilization. One of the most underutilized 
sources of energy is waste heat. TVA could pioneer 
in establishing cogeneration projects with firms in 
its region. Also, what can be done to increase 
utilization of the waste heat from TVA's generating 
facilities? 

Power Pooling. TVA has been a leader in developing 
integrated system-management procedures and power 
pooling arrangements. However, more needs to be done 
nationwide to improve the scope and efficiency of 
power pools. Can TVA contribute to improving the 
efficiency of inter-connections? 

Reserve Requirements. It is vital that all utilities 
maintain sufficient reserves to assure system 
reliability. However, our critical energy situation 
also makes it important to minimize excess reserves. 
Some authorities have concluded that quality control, 
reliability programs, and new techniques for computing 
reserve requirements could reduce reserve requirements. 
What is TVA's view of this issue? 

Coal Cleaning. As a major user of coal and as the 
utility supplying many coal producers, TVA could 
exercise significant leadership in advancing coal 
cleaning. A major increase in coal utilization will 
require an expansion in coal cleaning and the development 
of a hitherto non-existent coal-cleaning industry. 
TVA with, perhaps, the Appalachian Regional Commission, 
might promote marketing cooperatives or otherwise 
seek to assist the development of coal cleaning 
technologies and ways to provide cleaning services. 

Coal Mining Technology. Along the same lines, if the 
mines in TVA's area are to participate fully in the 
expansion of the coal industry, major improvements in 
mining production and safety are needed. TVA assistance 
through demonstrations of long-wall mining and other 
technologies would be useful. 

Solar. Economical solar technologies are available 
but they need help in commercialization. TVA could 
show the way. Specifically, in addition to ensuring 
that tariffs do not hamper development, TVA might 
consider financing and promoting solar heating and 
cooling as it is promoting insulation. 
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TVA's test and demonstration farms might be ideal 
locations for demonstrating agricultural solar 
energy applications such as crop drying. Biomass 
experiments would also be a contribution. 

For industrial customers, what can be done to promote 
low temperature process heat from solar energy? At 
the research and development level, does TVA have a 
photovaltic cell program? 

Fluidized Bed Boilers . I appreciate TVA's interest 
in fluidized bed combustion technology and other new 
technologies for burning coal. I hope TVA activities 
will lead to widespread adoption of these techniques 
throughout the utility industry. What are TVA's 
plans for this type of technology? 

Flue Gas Desulfurization. I propose that the joint 
TVA and Federal Government study effort on scrubbers 
be expanded. This program should examine in detail 
the generic problems connected with current flue gas 
desulfurization technology. As a major user of 
scrubbers, TVA has a large stake in the success of 
such a program. More important, this is an opportunity 
for TVA, with Federal help, to solve some industry-wide 
environmental control problems. 

Better technology to control small particles and 
sulphates that are recognized health hazards but not 
yet subject to controls are also needed. If TVA 
takes the lead in developing such technology, we may 
avoid much of the dehibilitating controversy that has 
plagued the environmental protection area. 

Let me turn to two areas that are more difficult to specify 
but where we need social innovation of the sort that made TVA's 
name known worldwide. One is the development and introduction 
of a new land-use conservation ethic. In the 1930's, TVA 
pioneered the introduction of technologies that produced 
remarkable regional growth based on low-cost energy. Today, 
we must adjust to an era in which energy will be expensive. 
There is need to develop and implement technologies that are 
appropriate to this new economic condition. Programs to 
develop a new conservation ethic and techniques to achieve 
conservation would have important national and international 
consequences. 
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Nationally, there is a great interest in techniques for 
using non-conventional energy source such as solar energy 
instead of fossil fuels. Many people are looking for 
lifestyles and production arrangements that are less 
energy-intensive. Internationally, many countries are 
searc4ing for technologies that are appropriate to small 
economies and require less dependence on imported energy. 

A second area where TVA might serve as a model is public 
participation. In developing the National Energy Plan, I 
have been struck by the desire of the public to have an 
input into the decisions and policies that are being made. 
I have also been struck by the concern of the public that 
they may be exploited by large energy-producing organizations. 
New and more effective formats for informing the public as 
well as mechanisms for meaningful public participation are 
needed. It is a difficult task, but this is another challenge 
were TVA could lead the way. 

As I said earlier, I appreciate TVA's history of leadership 
and its current programs in many of these areas. Nonetheless, 
the challenge for all of us is to do the maximum. I would 
like your thoughts on the contributions that the Tennessee 
Valley Authority can make in these or other areas. 

Sincerely, 

The Honorable Aubrey J. Wagner 
Chairman 
Tennessee Valley Authority 
Knoxville, Tennessee 



Date: April 8, 1977 

FOR ACTION: 

Stu Eizenstat 
Jack Watson V\ U 

THE WHITE 

WA S HINGTON 

FOR INFORMATION: 

Jim Fallows - · ' i· ..v. 1 • 

FROM: Rick Hutcheson, Staff Secretary 

SUBJECT: 

ACTION REQUESTED: 

Jim Schlesinger memo dated 4/8/77 re: 
Proposed Letter to Chairman of the TVA 
concerning energy 

YOUR RESPONSE MUST BE DELIVERED 
TO THE STAFF SECRETARY BY: 

TIME: 3 P,M, 

DAY: Monday, 

DATE: April 11 

_x._ Your comments 
Other: 

STAFF RESPONSE: 
__ I concur. __ No comment. 

Please note other comments below: 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or if you anticipate a delay in submitting the required 
material, please telephone the Staff Secretary immediately. (Telephone, 7052) 



z 
0 
H 
E-t H 
() ~ 
< ~ 

'~ 

t7 

b£ 

THE WHITE HOUSE 

WASHINGTON 

MONDALE 
COSTANZA 
EIZENSTAT 
JORDAN 
LIPSHUTZ 
MOORE 
POWELL 
WATSON 

FOR STAFFING 
FOR INFORMATION 

Conunents due to 
Carp/Huron within 
48 hours; due to 
Staff Secretary 
next day 

FROM PRESIDENT'S OUTBOX 
LOG IN/TO PRESIDENT TODAY 
I~~DIATE TURNAROUND 

ARAGON 
BOURNE 
BRZEZINSKI 



THE WHITE HOUSE 

WASHINGTON 

8 April 77 

MEMO FOR RICK HUTCHESON 
.. , 

FROM: Jim Schlesinger :=o~ 

Attached is a draft letter to the 
Chairman of the TVA which the 
President requested. 

Attachment 

-- ---, 
l 
t 
r 

'· . 

·'\_ .. . 



THE WHITE HOUSE 

WASHINGTON 

To Aubrey Wagner 

Thank you for offering the Tennessee Valley Authority's help 
in dealing with the energy crisis. Given the magnitude of 
the crisis, I accept your offer with pleasure. TVA's unique 
institutional position, and its history of social and techno­
logical innovation, make it a valuable source of leadership 
and advice. 

This letter catalogues many of the areas where change is needed. 
I recognize that TVA has already taken steps to help solve 
some of them, but I would appreciate knowing whether you be­
lieve there is more that can be done. 

Assistance in Private Home Weatherization. I under­
stant that TVA has taken the commendable step of 
providing homeowners with interest free loans for 
energy conservation improvements. I hope other 
utilities will recognize the logic of TVA's views 
that it is less expensive to insulate a customer's 
home than to build the generating capacity necessary 
to provide him with additional energy. What has TVA 
done to let other utilities know of this approach? 
Is your plan being adopted elsewhere? 

Have you found that is enough simply to make money 
available? Or is there a need to go further-- for 
example, by offering "turnkey'' services to the home­
owner? Is the three year payback period long enough? 
Ideally, all homes in TVA's area should probably be 
weatherized. Will your program achieve this? Is 
your program designed to achieve this? 

Rate Design. In the 1930's and 1940's, TVA was 
noted for its innovative approach to electric rates. 
We need rate reform to provide for peak-load pricing, 
load management, elimination of declining block rates, 
fair charges for solar-backup power, and elimination 
of master-metering. You are the obvious institution 
to develop such rate designs and promote their use. 
What are TVA's activities in this area? 

Waste Heat Utilization. One of the most neglected 
sources of energy is waste heat. Working with firms 
in your region, can you provide leadership in estab­
lishing cogeneration projects? Also, what can be 
done to increase the effective use of waste heat 
from your own generating facilities? 
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Power Pooling. TVA has been a leader in developing 
integrated system-management procedures and power 
pooling arrangements. However, the scope and effi­
ciency of power pools need nationwide improvement. 
How can TVA help? 

Reserve Requirements. All utilities must maintain 
sufficient reserve to ensure their continuing re­
liability. But our present energy situation makes it 
necessary to keep excess reserves to a minimum. Some 
authorities have concluded that quality control, re­
liability programs, and new techniques for computing 
reserve requirements could reduce reserve requirements. 
What is TVA's view of this issue? 

Coal Cleaning. A major increase in the use of coal 
will require an expansion in coal cleaning and the 
development of a hitherto non-existent coal-cleaning 
industry. TVA, perhaps aided by the Appalachian 
Regional Commission, could promote marketing coopera­
tives and other means to help develop this technology. 

Coal Mining Technology. If the coal mines in TVA's 
area are to share in the coal industry's imminent 
expansion, major improvements in mining production 
and safety are needed. TVA assistance through demon­
strations of long-wall mining and other technologies 
would be useful. 

Solar. Economical solar technologies are presently 
available, but they have received too little commercial 
attention. TVA could show the way. Specifically, in 
addition to ensuring that tariffs do not hamper develop­
ment, you might consider financing and promoting solar 
heating and cooling with the same vigor and imagination 
you have given to promoting insulation. 

TVA's test and demonstration farms might be ideal 
locations for demonstrating agricultural solar energy 
application such as crop drying. Biomass experiments 
would also be a contribution. 

For industrial customers, what can be done to promote 
low temperature process heat from solar energy? At 
the research and development level, does TVA have a 
photovaltic cell program? 
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Fluidized Bed Boilers. I hope TVA's activities in 
fluidized bei combustion technology and other new 
technologies for burning coal will encourage the 
widespread adoption of these techniques throughout 
the utility industry. What are your expectations 
for this type of technology? 

Flue Gas Desulfurization. The joint TVA and Federal 
Government study of scrubbers should be expanded. 
It should examine in detail the generic problems 
connected with current flue gas desulfurization 
technology. As a major user of scrubbers, TVA has 
a large stake in the success of such a program. 

Better technology is also necessary to control 
hazardous particles and sulphates that are not yet 
subject to controls. 

There are two other areas where we need social innovation of 
the sort that made TVA's name known worldwide. One is the 
implementation of a new ethic of land-use conservation. In 
the 1930's TVA led the way to remarkable regional growth based 
on low-cost energy. Today, we must adjust to the fact that 
energy has become, and will remain, expensive. Consequently 
we need to develop and implement technologies that are appro­
priate to this new economic condition. Nationally, there is 
a great interest in techniques that would allow us to rely 
more heavily on new energy sources like solar energy instead 
of fossil fuels. Many Americans are looking for less energy­
intensive methods of production. And internationally, there 
is growing interest in new technology that requires less 
dependence on imported energy. 

Public participation is a second area where innovation is 
important. In developing the National Energy Plan, I have 
been impressed by the depth of the public's desire to share in 
the formulation of policy. I have also been reminded of the 
public's widespread concern that energy consumers may be ex­
ploited by large energy-producing organizations. New and more 
effective ways of informing the public and encouraging public 
involvment are needed. TVA could lead the way in this effort. 

I appreciate your offer of help, and I would like your thoughts 
on the contributions that the Tennessee Valley Authority can 
make in these or other areas. 

The Honorable Aubrey J. Wagner 
Chairman 
Tennessee Valley Authority 
Knoxville, Tennessee 

Sincerely, 
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THE WHITE HOUSE 

WASHINGTON 

To Aubrey Wagner 

Thank you for your offer of the Tennessee Valley Authority's 
help in dealing with the energy crisis. Give n the magnitude 
of that crisi s I accept your offer with pleasure. TVA's 
unique institutional position, and its history of social and 
technological innovation make it the obvious leader in many 
areas where change is needed. 

This letter catalogues some of these areas. I appreciate that 
TVA has already moved ahead toward solving some of the problems 
listed below. However, even in those cases, I would appreciate 
knowing whether you believe there are further opportunities · 
for TVA to raise a standard for others to follow. 

0 

0 

Assistance in Private Home Weatherization. I understand 
that TVA is providing loans at a zero rate of interest 
to homeowners to make energy conservation improvements. 
This is outstanding. I hope other utilities will accept 
TVA's logic that it is less expensive to insulate a 
customer's home than build the capacity to provide him 
energy. What is TVA doing to spread knowledge of its 
plan and its impacts to other utilities? Is the TVA 
plan being a9opted elsewhere? 

One major concern is whether it is adequate simply to 
make money available. Is there a need to go further 
and say offer "turnkey" services to the homeowner? 
Also, is the three year payback period long enough? 
It is vital that all homes in TVA's area are weatherized. 
Will your program achieve this? 

Rate Design. In the 1930's and 1940's, TVA was a 
pioneer in developing innovative electric rates. 
The time has come for another major change in the 
structure of rates. We need widespread adoption of 
cost-tracking rates that provide for peak-load 
pricing, load management, elimination of declining 
block·rates, fair charges for solar-backup power, 
elimination of master-metering and similar reforms. 
TVA is the obvious institution to develop innovative 
rate designs and promote their implementation. What 
are TVA's activities in this .area? 
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Waste Heat Utilization. One of the most underutilized 
sources of energy is waste heat. TVA could pioneer 
in establishing cogeneration projects with firms in 
its region. Also, what can be done to increase 
utilization of the waste heat from TVA's generating 
facilities? 

Power Pooling. TVA has been a leader in developing 
integrated system-management procedures and power 
pooling arrangements. However, more needs to be done 
nationwide to improve the scope and efficiency of 
.power pools. Can TVA contribute to improving the 
efficiency of inter-connections? · 

Reserve Requirements. It is vital that all utilities 
maintain sufficient reserves to assure system 
reliability. However, our critical energy situat ion 
also makes it important to minimize excess reserves. 
Some authorities have concluded that qriality control, 
reliability programs, and new techniques for computing 
reserve requirements could reduce reserve requirements. 
What is TVA's view of this issue? 

Coal Cleaning. As a major user of coal and as the 
utility supplying many coal producers, TVA could 
exercise significant leadership in advancing coal 
cleaning. A major increase in coal utilization will 
require an expansion in coal cleaning and the development 
of a hitherto non-existent coal-cleaning industry. 
TVA with, perhaps, the Appalachian Regional Commission, 
might p:!:'omote marketing cooperat.ives or otherwise 
seek to assist the development of coal cleaning 
technologies and ways to provide cleaning services . 

Coal Mining Technology. Along the same lines, if the 
mines in TVA's area are to participate fully in the 
expansion of the coal industry, major improvements in 
mining production and safety are needed. TVA assistance 
through demonstrations of long-wall mining and other 
technologies would be useful. 

Solar. Economical solar technologies are available 
but they need help in commercialization. TVA could 
show the way. Specifically, in addition to ensuring 
that tariffs do not hamper development, TVA might 
consider financing and promoting solar heating and 
cooling as it is promoting insulation. 
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TVA's test and demonstration farms might be ideal 
locations for demonstrating agricultural solar 
energy applications such as crop drying. Biomass 
experiments would also be a contribution. 

For industrial customers, what can be done to promote 
low temperature process heat from solar energy? At 
the research and development level, does TVA have a 
photovaltic cell program? 

Fluidized Bed Boilers. I appreciate TVA's interest 
in fluidized bed combustion techno logy and other new 
technologies for burning coal~ I hope TVA activities 
will lead to widespread adoption of these techniques 
throughout the utility industry. What are TVA's 
plans for this type of technology? 

Flue Gas Desulfurization. I propose that the joint 
TVA and Federal Government study effort on scrubbers 
be expanded. This program should examine in detail 
the generic problems connected with current flue gas 
desulfurization technology. As a major user of 
scrubbers, TVA has a large stake in the success of 
such a program. More important, this is an .opportunity 
for TVA, with Federal help, to solve some industry-wide 
environmental control problems. 

Better technology to control small particles and 
sulphates that are recognized health hazards but not 
yet subject to controls are also needed. If TVA 
takes the lead in developing sud: technology, \ie may 
avoid much of the dehibilitating controveriy that has 
plagued the environmental protection area. 

Let me turn to two areas that are more difficult to specify 
but where we need social innovation of the sort that made TVA's 
name known worldwide. One is the developme nt and introduction 
of a new land-use conservation ethic. In the 1930's, TVA 
pioneered the introduction of technologies that produced 
r emarkable regional growth based on low-cost energy. Today, 
we must adjust to an era in which energy will be expensive. 
There is need to develop and implement technologies that are 
appropriate to this new economic condition. Programs to 
develop a new conservation ethic and techniques to achieve 
conservation would have important nati~nal and international 
consequences. 
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Nationally, t here is a great interest in techniques fo r 
using non-convent ional energy source such as solar energy 
instead of fossil fuels. Many people are looking for 
lifestyles and production arrangements that are less 
energy-int e n s ive. Internationally, many countries are 
searching f or technologies that are appropr iate to sma l l 
economies a nd require less dependence on imported energy . 

A second area where TVA might serve as a model is public 
participation. In developing the National Energy Plan , I 
have been struck by the desire of the publ ic to have an 
input into the decisions and policies that are being made. 
I have also been struck by the concern of the public that 
they may be e xploited by large energy-producing organizations. 
New and more effective formats for informing the public as 
well as mechanisms for meaningful public participation are 
needed. It is a difficult task, but this is another challenge 
were TVA could lead the way . 

As I said earlier, I appreciate TVA's history of leadership 
and its current programs in many of these areas. Nonetheless, 
the challenge for all of us is to do the maximum. I would 
like your thoughts on the contributions that the Tennessee 
Valley Authority can make in these or other areas. 

Sincerely, 

The Honorable Aubrey J. Wagner 
Chairman 
Tennessee Va lley Authority 
Knoxville, Tennessee 
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inflationary conditions in individual markets and 
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An early warning system through the Council 

on Wage and Price Stability to forecast shortages and 

propose remedial actions before inflationary pressures 

develop. 

-- Establishment of a framework for regular 

consultation among labor, business and government 

leaders in reaching our economic goals. 

-- Moderation of the sharp fluctuations in the 

supply of commodities, which have triggered inflation 

in recent years, through the following: 

negotiations to stabilize the world 

price of wheat, sugar and feed grains, and 

an open-minded look at price stabilizing 

agreements for other commodities; 

farmer-held domestic food reserves to 

stabilize consumer prices and farmers' 

incomes; 
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legislation that will give me specific 

authority to sell raw materials from the 

nation's strategic stockpiles in the 

event of supplydisruptions during 

peacetime. 

,/ 

-- Full consideration of the economic cost of 

regulations, through a more effective economic impact 

statement for major government regulations. 

-- Greater emphasis on achieving compliance with 

regulations through incentive and performance standards 

rather than detailed specification of means, and efforts 

to improve effectiveness and to reduce red tape and 

delay. 

-- Incentives for business to increase investment 

in new productive capacity. 

A new program to restrain increases in hospital 

costs. 

-- Regular monthly meetings with administration 

officials and the Chairman of the Federal Reserve to 

insure better coordination of monetary and fiscal 

policies. 
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-- Employment policies that stress job skills 

training and improved job placement services. 

-- Strict enforcement of the anti-trust laws, 

including a crackdown on price fixing and those who 

engage in monopolistic practices. 

-- Efforts to encourage state and local governments 

to avoid increases in sales and other taxes that directly 

affect prices. 

-- Efforts by the Department of Commerce and 

other agencies to eliminate costly delays in construc­

tion permit issuance. 

--More efficient federal procurement policies, 

including increased competitive bidding and a Defense 

Renegotiation Board that bears down on unwarranted 

cost overruns. 

-- Reorganization of the Federal government to 

streamline the operations of the government, improve 

its efficiency, and make it a more effective instrument 

to achieve our national objectives within budgetary 

constraints. 



-- Tight fiscal constraints, zero base budgeting 

and cooperation with the Congress to eliminate deficit 

spending in time of normal economic conditions. 

-- Regular monthly meetings and close consultation 

with administration officials and the Chairman of the 

Federal Reserve. 

-- Cooperation with other nations to strengthen 

the influence of the International Monetary Fund 1n 

more responsible international financial policy. 

-- Development of a national commitment to 

reduce the waste of energy and other scarce commodities. 

-- Maximum deregulation to encourage competition 

within regulated industries. 

-- Initiation of zero base budgeting to aid in 

eliminating unnecessary federal programs and expenditures. 

-- Revising OSHA legislation to permit detailed 

health regulations and the enforcement of safety 

standards through increased workmen's compensation 

payments. 

-- Free international trade with a minimum of 

import constraints. 

\ 
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Reducing inflation is going to require a united 

national effort, and the federal government should lead 

and not be timid. But of course we cannot hope for easy 

answers from the government because there are none. 

Already I have had to make decisions to limit the infla­

tionary impact of farm price supports and the minimum 

wage, and I have rejected excessively restrictive tariffs 

and quotas on imports of shoes and mushrooms. Efforts 

have been initiated to eliminate and to prevent 

unnecessary government spending on politically popular 

public works projects. Each of these decisions was 

difficult, but necessary to the overall goal of inflation 

reduction. 

I believe that government, business and labor 

together can reasonably aim to control and reduce infla­

tion to 4% by the end of this administration while still 

vigorously pursuing our commitment to full employment. 

If we are to get inflation under control, American 

business leaders must voluntarily moderate their rate of 

price increases, and American workers must voluntarily 

moderate their rate of wage increases. In the long run, 

that is the only path to more jobs, stable prices, and 

greater real income for all our people. 



-~DENH-trL - NOT FOR CIRCULATION 

!HE PRESIDENT HAS SEEN. 

THE WHITE HOUSE 

WASHINGTON 

April 14, 1977 

MEMORANDUM FOR THE PRESIDENT 

FROM: STU EIZENSTAT ~ 
SUBJECT: Addendum to Anti-Inflation Statement 

I have sent copies of the draft statement to all 
members of the Executive Committee of the Economic 
Policy Group. 

Secretary Marshall called to express his strong view 
that Page 19 of the statement should be revised in 
accordance with the attached. Secretary Marshall feels 
that the specific reference to Secretary Blumenthal 
alone, of all your economic advisers, makes the 
collaborative effort appear dominated by the management 
viewpoint. Secretary Marshall says that organized 
labor agrees with his view and would be appreciative 
of the suggested change. 

The Vice President also believes that the reference 
should be a general one to your "principal economic 
advisers." 

I raised this point with Secretary Blumenthal earlier 
today and he stated that the language had been 
negotiated and agreed to by AFL-CIO. Secretary Marshall 
informed me, however, that the AFL-CIO had agreed to 
the specific mention of Secretary Blumenthal only out 
of a reluctance to embarrass him to his face. 

"DmRMINED TO BE AN ADM1NtSTRAl1VE MARKING 
CAHC£U£D "" E.O. S£C. 1.3 AND ,. 
MCHMST'S MEMO OF MARCH 16,1~ 
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I ~ ~ ve ~i3=~ss~d this problem with representatives 

of c o~~lece coo ~e r ati o n " ~ th e ~evelopgen~ of a joint 

anti-inflation effort. 

Accordingly, I have asked the President of the 

AFL-CIO, and the Chairman of the General Electric 

Company, to he:.? to coordinate this new cooperation 

bet•.veen labor, management, and the Government. ~-Jithin 

the Government, I have asked ~e Cecreear)' of 'E'fte 

~rea cw:ry, HikE Bl arae:Ftklill 1 • in hi s •a~ae:i:1!y as Gl>ta:bE<maft 

.of the Eco:A:smic filolicy St:on:p and Lire Coancil OII Haqe 

an@ Priee s tabili ly I and 111 cqllaboretioll wi Lft. my f r, :,c,fo.] 
s•l !!I economic adviser~ to vlOrk with these gentlemen 

and other representatives of business and labor in 

developing the more detailed arrangements for 

implementing this part of my anti-inflation program. 

I expect this \vork to begin immediately. Hhile 

the collaborative effort o~ght to be a permanent one, 

I hope that some concrete approaches for private 

sec tor co_opera tion in reducing inf la tio.:1 ccJ.n be · developed witL __ 



THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

April 11, 1977 

MEMORANDUM FOR THE PR~SIDENT 

FROM 
Q.~S 

Charlie Schultze 

SUBJECT: Draft of Anti-Inflation Statement 

Attached is a CEA draft of the major parts of an 
anti-inflation statement. Stu Eizenstat and the EPG 
principals also have copies for comment. 
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• • • DRAF'l' PRESIDENTIAL STA'l'Ef\1EN'r ON AN AN'l'I-INFLATION PROGRAM 

Throughout my campaign for the Presidency, I stressed 

that the two most important goals for the American economy 

were providing jobs and reducing inflation. Two months ago, I 

sent to the Congress an economic stimulus package that was 

the first installment of my program to increase employment. 

Today, I want to outline the steps we must take together 

to control and reduce inflation. 

Prices are no longe r rising at the double-digit rate of 

1974. But inflation continues to plague the American economy. 

~ /ariv ,u;.,£ f 
Prices are still going up aSiabout 6 percent a year. And 

this terribly cold winter has reminded us that the economy 

remains vulnerable to shocks that can trigger even higher 

inflation rates. 

Inflation can jeopardize our most important national 

goals. It undermines our efforts to achieve a just distribution 

of income by hitting particularly hard at the poor and the 

disadvantaged. It undermines our efforts to reach and hold 

. ,; . 
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a high level of employment. Measures to expand the economy I . 

and create more jobs will not work unless we control inflation. 

The business and consumer confidence that is essential to a 

healthy, g rowi ng economy will be eroded by rapidly rising 

prices. 

We must clearly avoid a new outbreak of inflationary 

pressures as the economy returns to full employment. But we 

must also work to reduce the existing rate of inflation 

inherited from the past. To accompli~h these tasks , we must 

understand the forces that have been causing inflation. 

Perspectives on the Inflation Problem 

Difficult inflationary problems began more than a 

decad e ago, when poor management of budget financing du ring the 

Vietnam War led to excess demand and an overheated economy. 

Excess demand again became a problem in late 1972 and 197 3 , when all 

the major industrial countries around the world experienced 

a simultaneous boom in economic activity. 
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We know, however, that economic overheating is not the 

only source of rising prices. Since the end of 1973, the 

entire world economy has suffered from widespread unemployment 

and idle capacity -- and yet prices have continued to rise 

almost everywhere. 

The sources of inflation in our country and in others are 

many and complex. Some of them have been beyond our control. 

For e xample, in 1972 crop failures here and abroad reduced supplies 

of food. This led to a 35 percent rise cf consumer food prices 

in the United S~ates during 1973 ano 1974. Since late 1973, 

world prices of petroleum products have risen fourfold because 

o f the actions of the OPEC countries, and this has resulted in 

a 50 percent rise in the price of fuel and electricity to 

American consumer s. Prices of imports that \ve depend on have 

also been driven up by changes in foreign exch ange rates and 

by pe r iodic shortages of commodities traded in international 

.markets. 
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Part of our inflationary problem items from \' 

the changing role of government in national economic life. 

Over the past decade, our citizens have grown less tolerant of 

environmental pollution, dangers to the health and safety of 

workers, denial of opportunity to minority groups, inadequate 

retirement benefits and health care for the elderly, and a 

host of other serious economic and social problems. They have 

demanded that the Federal Government take forceful steps to 

improve the quality of life for all of our people. 

In many cases measures to achieve the se objectives add 

to costs and prices . Requiring industries to add ne w pollution 

control equipment or safety devic e s raises costs. So do 

incr eases in payroll taxes which finance medical ca r e and soci a l 

security be nefits: 

We will not back down on our commitme nt to a cleaner 

environme nt, to ad equate health and safety sta ndard s , and to other 

impr o vement s in the qu a lity of life . But we must insure that 
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the methods by which we achieve these objectives do not 

involve unnecessary costs. 

Gov ernment affects prices and costs in still other ways. 

Restrictions on international trade to protect American firms 

and workers tend to raise prices. Regulation of rates and 

prices in many indust ri es often puts a floor under prices 

and reduces competition. Decisions on farm price support s, 

minimum wages, and medical insuranc e have direct effects on 

inflation. There is no way to avoid mak ing difficult 

decisions in these areas, and each decisiori must balance our 

concern for particular groups with o ur concern for the economy 

as a whole. 

Controlling inflation will require dealing as effectively 

as we c an with each of its many causes . We will also have to 

find ways to break into th e s e lf - p erpetuating spiral of costs 

and prices that develops onc e inflation h as been underway for 

a p ro longed period. Inflation inevitably leads to effort s by 
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individuals and business to raise their money incomes to 

protect themselves against rising costs and prices. The end 

result can only be continued inflation. It. is not the fault of 

labor, nor of business, nor of any one group. No one gains, and 

everyone loses . Wages have not outpaced i.nflation -- since 

1972 the real pu r chasing power of the average wage earner 

have actually fallen. Nor have profit rates recovered to the 

healthy levels of the mid-1960's. 

Over the past several years, our national economy has 

been s~verely depressed. The resul~ing costs 1n terms of 

unemployment , increased poverty, lost income and production, 

reduced productivity growth, and inadequate expansion of our 

productive potential for the future have been staggering . Since 

1974, we have lost nearly ___ billion 111 output and income 

because our economy has been operating at far below its 

potential. 
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Despite these enormous costs, inflation still persists. 

High unemployment is neither an effective nor an acceptable 

way of making progress against inflation. I am therefore 

setting forth today an anti-inflation program tailored to the 

nature of the problems we face. This program has three parts: 

The Federal Government will pursue economic 

and budgetary policies that promote strong and 

durable growth in jobs and output, but also prevent 

the overstimulation that causes excess demand. 

The Federal Government will take specific actions 

to improve the efficiency of the economy, expand 

the productive capacity of industry, reduce our 

vulnerability to economic disruptions, and attack 

the roots of particular inflationary problems. 

I will ask business and labor to join voluntarily 

with Gov ernme nt in an effort to achi e ve our common 

object ive s of p r ov id i ng jobs , controlling inflation 

a nd attaining economic stability. 
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Economic and Budgetary Policies 

Today's inflation is occurring amidst widespread unem-

ployment and extensive idle capacity. By any objective measure, 

the economy has ample room to expand without running into 

excess . demands that could touch off a new round of inflation . 

Yet many people in the busine ss and financial community 

and among the public in g e neral are fearful that current 

budgetary policies will lead to renewed inflationary pressures. 

I want to address those f ears directly. 

We have l~rge budg e t deficits today because recovery from 

the worst recession in 40 years is still incomplete, and because 

stimulative measures are ne eded now to get the private economy 

moving again. As the recovery proceeds , however , it is 

imperative that budget deficits steadily s hrink 

and eventually disappear. Th e combined total of p rivate and 

public demands on the economy must not be allowed to exceed 

our productive capacity , for that is a sure-fire way to 

t 
I 

\ ; 
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reignite inflation. I have made a firm commitment to have a 
\. 

balanced budg e t in a prosperous economy by 1981, and I intend 

to honor that commitment . 

Two steps are essential to balancing the budget. The 

first is a durable expansion in the private economy that will 

generate steady growth of jobs, incomes, and Federal revenues. 

My proposals for fiscal stimulus will put us on the r oad to 

full recovery, but they will also preserve the Federal Gove rn-

ment's ability to move steadily toward budge t balance. I 

. urge the Congress to enact those economic p r oposals and to 

stay within the overall budg e tary limits I p r oposed. 

The second step is to mode rate the growth of Federal 

spending in the y~ars ahead. The budgets that I will submit 

will contain responsible expenditure ceilings,. and I will 

work continuously within the Executive Br anc h and with the 

Congress to ensure that we stay within them. 

If Federal resources are used wisely , I believe we 
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can control spending and still meet the vital needs that 

face the Nation. We can deal compass ionately with the problems 

of the poor and the disadvantaged without being profligate. 

To do this, however , will require difficult choices, and I will 

make them. The budgets that I approve will reflect zero-based 

reviews of all Federal programs. No ineffective program will 

be imm une to curtailment simply because it was already in the 

budget. But no c r itical program will be refused simply because 

it is new. Th e Congress, in carrying out the procedures 

~stablished in the Budget Reform Act, ha s shown its conc ern for 

responsible budget policies. I believe we can work together 

to meet our country's needs,yet stay within prudent fiscal limits . 

I made Government reorganization and managerial efficiency 

a keystone of my campaign for the Presidency. The Congress 

enacted , and last week I signed, a measure to give the Preside nt 

authority to reo rganize the Executive Branch, subj ect t o 

Congressional veto. I intend to use that authority to the 
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fullest to streamline the operations of the Federal Government, 

improve its efficiency, and make it a leaner, more effective 

instrument to achieve national objectives. 

The course of fiscal policy I have outlined will aid 

the Federal Reserve 1n its efforts to stay on a prudent course 

of monetary and credit policy. A declining Federal deficit as 

we approach full employment will help avoid excessive increases 

in demands for money and credit that, if accomodated, would 

lead to inflation and ultimately to higher interest rates. 

Within that framework, the Federal Rese!ve can provide an 

expansion of money and credit consistent with moderate interest 

rates and a steady and noninflationary growth of employment 

and output. 

§~cific Actions by Government 

Besides overall monetary and fiscal policies, there are 

a number of specific steps the Government can t ake to reduc e 

our vulnerability to new inflationary pressures and to slow 
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the current inflation. I am proposing the following 

actions: 

Early Warning _ _§ystem: I will instruct the Council on 

Wage and Price Stability to develop detailed forecasts of 

inflation trends in particular industries and sectors . 

The aim of this effort will be to detect emerging bottlenecks 

and other problems that, if left unattended, would lead to 

significant price increases. The Council will pay special 

attention to markets with a potential for futu re shortages, 

to markets of major economic importance, and to markets where 

government policies can h ave significant effects on domest ic 

supply. When the Council perceives a serious problem, it 

will propose remedial actions to th e Economic Policy Group 

for ulti ma te conside ration by the President. 

~ommodity Reserves: When price s of raw materials and 

food rise, the effects tend to spread throughout the economy , 

raising the rate o f price and wage inc reases generally. When 
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raw material prices fall, however, prices and wages do not 

respond fully. Reducing fluctuations in commodity prices, 

therefore, helps to reduce inflation. To assure adequate 

commodity supplies, several actions will be taken: 

l) The Secretary of Agriculture has developed within 

existing legislation a program that provides fo r an orderly 

buildup of adequate reserves of food and feed grains. Under 

announced conditions, those reserves will be made available 

as a means of stabilizing markets and reducing speculative 

price fluctuations. This reserve will also help to promote 

export sale s of agricultural commodities by demonstrating our 

ability to meet supply commitments even in the event of poor 

crop yields. 

2) I have ip structed my advisers to ent e r into negotiations 

for international programs to moderate fluctuation s in markets 

for wh eat and sugar, and to develop policy proposal s for 

a similar program with respect to feedgrains. 
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3) United States negotiators have also been instructed 

to respond positively to internat ional proposals for other 

commodi ty agreements that concentrate on stabilizing world 

prices. 

4) I will shortly request legislation from the 

Congress to authorize specifically th e use of existi ng 

strategic stockpiles of raw materials to meet supply dis rupt ions 

during peacet ime. To aid industry in evaluat i ng future market 

conditions , this legi slation should exclude use of the strategic 

stockpile for purposes of general price stabili zation. 

Incentives fo r Increased Investment and Ccipacity~ The 

rate of expans ion of capacity -- especially in the basic 

materials industries -- must be stepped up to head off problems 

of shortages that might otherwise oc tur in l ater years. Actions 

will be taken in several areas: 

St rengthened investme nt incentives will b e a key 

element of this Admin istration's program for 
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comprehensive tax reform. 

I have asked the Secretary of Commerce to 

work with other Government agencies to investigate 

the general problem of delays in permit is~u anc e by 

Government agencies which unnecessarily lengthen 

construction periods, and to recommend new 

procedures which will simplify and speed up 

the permit issuance process. 

I have asked the Council on Wage and Price 

Sta bility to und ertake a review of poten tial capacity 

problems in critical materials industries and to 

evaluate alternative means to provide incentive s 

to accelerate the expansion of capacity in those i ndustries. 

Government Rate~Setting Regu lations : In the past, 

Federa l regulations ofte n hav e caused unnecessary price 

increases by failing to reflect opportuniti es fo r expand e d 

compe ti tion within reg ulated industries. Too often, ex isting 
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regulations have had more effect in protecting the interests 

of regulated industries than in promoting efficiency and cost 

reductions. There is much that Cong r ess and the Administration 

can do to reverse this situation. 

The redirection or elimination of regulations that no 

longer serve national needs can directly lower prices for 

consumer s . The relaxation of unduly restrictive regulations 

can improve the ability of the economy to adjust to changing 

economic circumstances. 

This Administration has already indicated its strong 

support for reform of airline regulations. We are now 

evaluating specific suggestions for r e forms of regulations 

affecting surface transporta tion, and will unde r take a review 

of the potential'for increase d competition in other reguJ.ated 

sectors of the economy. 

An Agency for Consumer Advocacy, which I have urg ed 

the Congress to establish , can also play a role in the fight 
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against inflation. Regulatory agencies establish rates, 

standards and incentives for businesses to follow, and the 

Government is a major purchaser of goods and services. Actions 

in these areas, and in others, can raise prices to consumers 

substantially. The Agency can use its powers of intervention 

and its ability to collect, analyze and disseminate information 

to help keep costs from rising unnecessarily. 
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Social Regulat1on: Act1ons can be taken to improve the 

environment and to protect consumers and workers against 

health and safety hazards without excessive costs or 

red tape. 

--I have init1ated efforts to simplify regulations 

and to promulgate them with less delay, two factors that 

can go a long way toward reducing the unc ertainty 

surrounding business planning that is often caused b y 

exist1ng reg~latory procedures. 

--An interim revi ew procedure will be established 

to encourage regulators t o include economic a na l ysis 

as an integral part of regulat1on writing, withou t 

lengthening the regulatory process. Agencies will 

be instructed to consider the full r ange of alternative 

approa ches to a s pecific r egulato ry goal in terms of 

effectiveness and relative econom1c impact. 
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--An interagency group currently 1s studying \ . 

the regulatory process to identify how regulatory 

agencies can place greater emphas1s upon incent1ves 

and performance standards, rather than detailed 

specif1cations of the means by which the goals should 

be achieved. 

Employment and Manpower Programs: We can reduce 

both unemployment and inflat1on by measures which 

improve job skills, 1ncrease the effic1ency 

of the labor market and target job opportunit1es on 

groups suffering from very high unemployment rates. 

--The public works and employment programs contained 

in my economic stimulus proposals are targeted on groups 

and areas with 'high unemployment. 

--We have proposed a major expa r1sion of pr ograms 

to prov1de job opportunities and skill training for youths. 
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--We will work through the schools and o ther c "ammunity 

organ1zations to strengthen job placement and employment 

couns e lling services to people seeking to enter o r 

reenter the labo r forc e . 

--We will intensify our efforts t o eliminate j o b 

discrimination bas ed on race, sex or age. 

--I have instructed the Se cretary of Labor to 

devel o p measures for relocation assistance and improved 

job placement servic e s to h e l p workers find and employe r s 

fill job vacancies. 

Int ernatio nal Trade Po licy: ~his Admin1strat1on 

will carefully balance the 

benef its to c ons ume rs of fr eer trade with the n eed t o 

moderate disruptive influences on Ame r1ca n work e rs and 

f1rm s . Internationa l trade c an p lay an importan t r o l e 

in th e figh t agains t inflatio n. It is the most effective 
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means of improving eff1ciency and ma1ntaining competition 

within American industry. We benefit from lower prices 

and greater productivity by expanding our product1on 

in those industries where we have a competitive advantage 

compared to other countries, and trading for those goods 

which we find more costly to produce. Tariff and quota 

protections are costly. They cause our more eff1cient 

industries to lose export sales and employment, and consumers 

to pay h1gher prices. 

We w1l! emphasize the benefits of a freer trade 

system .in international negotiations. In particular, 

the United St.ates will _push for a successful conclusion 

of multi-national trade negotiations in Tokyo. 

At the same time, it is important that we develop 

better means to prevent import competition from severely 

disrupting individual dome s tic industries. I have 

v::..;;:: 
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instructed the Secretaries of Labor and Commerce, 1n 

consultation with other agencies, to develop an effective 

program for industries that are adversely affected by 

trade. The program will emphasize assistance designed 

to improve the efficiency and competitive position of 

those industries. 

Medical Car e Costs: The cost of hospital care 

is increasing at mor e than 

twice the overall rate of inflation. The abs e nc e of 

effective policies has led to wasteful use of available 

medical resources. At the same time, there are serious 

problems in the quality and equality of access to 

medical care. The Secretary o f Health, Education, and 

~'Velfare is curr,e ntly working with r epresentat ives of 

the pr iva te sector and the Congress to develop a hospital 

c ost con t ai nment program . We shall anno unce specific 
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detail s of this program by April 19 and hope t o have it 

approved by the Congress and implemented by the beginn1ng 

of the 1~78 fiscal year. 

Anti-Trust Laws: Resolute enforcement of the anti-trust 

laws can 

maintain and enhance the forces of competition , the 

surest guarantee that products will be ava1lable in tlle 

marketplace at competitive prices. The Justice 

Department will vigorously enforce the laws against 

thos e who fi x their prices at artific1al levels. When 

the degree of concentration in a market produces clearly 

anti-competltive results, the Department will bring 

cases designed to eliminate those restraints on c ompetition. 

The r ecent policy of in tervening 1n regulato ry agency 

actions Wlll also continue in order to inject compet1tion 

into regulated industries whereve r that 1s feasible. 
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I intend to play an active role in a ssuring that 

the measures I have outlined receive the highest 

priority in government agencies. I am prepared to 

make the difficult choices that will inevitably arise 

in every one of thes e areas. 

[Final section on Enlisting the Support of Business 

and Labor to be written after further consultation 

with business and labor leaders. Blumenthal, 

Kreps and Schultze are meeting with some business 

people Tuesday morning. We are trying to set up a 

meeting with Blumenthal, Marshall and Meany.] 

\ 
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CHAIRMAN OF THE BOARD OF GO V ER NO RS 

FEDERAL RESERVE SYSTEM 

WA SHIN GTON, D . C . 20551 

March 31, 1977 

MEMORANDUM FOR THE PRESIDENT 

FR01v1: ARTHUR F. BURNS 

SUBJECT: Proposals to Reduce Inflation 

l. Curb the expansion of Federal spending and work diligently .....­
towards the gradual elimination of budget deficits. 

2. Urge Congress to pass t~~ measures that will e?-courage the V 
expansion and modernization of our industrial plant. 

3. ~esist increased ~arriers ~o our impor~s from foreign countries, V 
and lead the entire world community toward a general reduction 
in trade barriers. 

4. Resist new restrictions on agricultural pro~ucti~n and urge 
Congress to remove some of the remaining restrictions¥ 

5. Relax the regulation of transport ind~...§_t.;ries --in trucking, 
railroads, airlines, water transport -- so as to ease entry 
into the business, relax restrictions on routes, and permit 
rates to move freely within a zone of reasonableness • 

. 6. Moderate the effects of Federal envi~al stC!:._~? ;./"' 
on production costs by postponing target dates for compliance. 

7 .• 

8. 

Establish model building codes that eliminate outdated or 
unnecessary restrictions:-~nd ~ationalize present Federal, 
State, and local environmental regulations -- some of which 
are overlapping or contradictory. 

Direct more vigorous enforcement of the antitrust laws. 
.-... ~---- ----~- -- ~ 
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9. Appoint an energetic young businessman with a good background 
in labor relations to head the Council on W a ge and Price Stability. 

10. Order the Council on Wage and Pric_e_S.tability t? be alert to 
apparent abuses of economic power, whether by bttsiness or 
labor, and to hold public hearings on price or wage increases 
when the public interest is significantly involved. 

ll. In the skilled construction trades, establish national bargaining 
committees that would have the power to reject local bargaining 

·agreements and, thereby, reduce the likelihood of leapfrogging 
wage settlements. 

12. Establish a national productivity cente_r to assist local labor 
and business leaders to -£0-:r-n;: -p;-;;ductivity councils within <:£:-
individual enterprises in each of our sizable cities, with the 
objective of raising output per manhour. 

13. Reform present Federally-funded training programs so as to 
emphasize training on the job and training for needed skills. ~ 

14. R~~ or eliminate unreasonable re_stri~~i_~ns on entry into <£:-- .v> 

various professions and skilled trades. 

15. Reform pension laws and regulations so as to enable or encourage 
fndi vi duals to postpone retirement. 

16. Establish a comprehensive program of job _~an~9,_tistic_s 

to supplernent current statistics on unen1ployment. 

l 7. Speed development of fully computerized job banks_. 

18. Urge Congress to repeal the Davis-Bacon Act in order to curb ')L..D 

the escalation of co~ction -costs. · - --· ·---- · 

19. Urge Congress to reduce the minimum wage for teenagers so ")l.;C 

as to encourage e~ers to hire unskill~d-y;-~th-s--ancCperhaps 
also give them on-the-job training. 

20. Address by the President on the dignity of honest work and the 
evils of featherbedding. - · 



THE WHITE H OUS E 

\ VASH ! :-IGT0:-1 

March 31, 1977 

MEMORANDUM FOR THE PRESIDENT l) 

~ FROM: STU EIZENSTAT 

SUBJECT: Arthur Burns 

Pursuant to your request, I followe d up 
on your telephone call with Arthur Burns 
on his inflation statement. 

Attached are his talking points. He 
indicated that he would ~ike to supplement 
these after his .forthcoming trip to 
Phoenix. 



CHAI R MAN OF TH E BOARD OF GOVERNO R S 

FEDERA L R E SC:RVE SYSTE M 

WASHINGTON, D . C . 20551 

The President 
The White House 
Washington, D. C. 

Dear Mr. President : 

March 3 1 , 1 9 7 7 

I was pleased to hear from you this morning. And I 
very much hope that the attached memorandum, which I had 
to throw together very quickly, may be of some help to you. 
I realize, of course, that some items in my listing -­
particularly No. 18 and No. 19 - - are extremely difficult, 
if not practically impossible, in today's political environment. 

I. 

I am going off to Phoenix tomorrow morning, but Illl 
be back on Sunday and I would be glad to clarify o r to expand 
upon any items in the enclosed memorandum that may b e of 
interest to you. 

With every good wish, 

Sincerely yours, 

Arthur F. Burns 

Enclo;:;; ur e 
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THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

March 29, 1977 

MEMORANDUM FOR THE PRESIDENT 
., L-~ 

From: Charlie SchultzeC 

In line with our discussion this morning I am 
attaching a summary of the CEA first draft on the 
anti-inflation policy. 

There are a number of areas where it needs to be 
made more specific. It has been seen by other members 
of the Economic Policy Group, but their suggested re­
visions and additions are still to come. 

~~:· ~·.:; ~: ~, 
. .:~ 
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ELEMEr-ns OF P.. COMPREHENSIVE ANTI-INFLATION STRA'l'EGY 

SUl\1MARY 

A program to r educ e the pres ent rate of infla tion a nd to prevent 
any future a cce l eration is a top p r iority of this Administra tion . 
Reducing infla tion is imp ortant for its mvn sak e . Inde ed the ma j ority 
of t h e U.S. public vie ws inflation a s our most serious e conomic problem. 
But it is als o an esse ntial ingredi e nt in reaching other g oals, 
particularly a high and sustaine d l evel of employment: 

mea sure s to e xpand the economy and to create more jobs 
will b e discre dited in the event of any accelera'cion of 
inflation, eve n i f that acceleration i s not caused by 
excessive stimulus. 

while the Federal Re s e rve may be _expecte d to supply the 
money n e ede d to accornmoda t .e recovery , it >vill not 
c o n tinue indefin i tely to finance the cur rent rate of 
inflation, much l ess any step-up in the i nflation rate. 

the a t titude s of both consumers and business firms 
are strongly influe nce d by inflation; a declining 
rate of inflation will strengthe n buying p l ans a nd 
i nvestme nt prog rams; a rising rate >vould weaken them . 

Th e Imme dia t e I nflat i on Outlook and Fea sible Long Run Targe ts 

Clearly, the inflation problem is not c u r ing itse l f. •rhe underlying 
rate of infla tion h a s b e en stuck c l ose t o 6 p e rce nt since mid-1975. 
Cons mne r p r ice s rose 4 . 8 p e rce nt dun .ng 1976 , compa r e d to 12. 2 percent 
and 7.0 p e rce nt in 1974 a nd 1975. But the 1976 performa nc e was not 
nearly as goo d as it looks -- excl u ding food, it wa s 6 p erc e nt . 

Unfortuna t e ly, the infl a tion n ews will look \'lorse in the n e ar future. 
Rec e nt d e cline s in f a r m price s will not continue . Enerqy price s hav e 
rise n sharp l y in r e c ent .uon t h s . An anti- inflat ionary initiative is 
espe cially u rgent in t his s ituation . 

'rhe r e l a tions amon g \¥ages, p r ices, p r od-uc tiv ity, and p r ofits do 
not po i nt to a n improved inf lat .i on performa nce . The a nnua l rate of 
increclSe in emJ2loy:rne nt cos t s appea r to h a v e s t abilized in the vicini ty 
of 8 p erc ent , a nd thus b e ar s a no r ma l his t orical r e lat.ion to an infla tion 
rat E~ o f 5-1/2 to 6 p erce nt . Productivit:y qrmvt h s ince 1 968 or 1969 has 
slacken ed con s i dera b l y , a nd by more tha n c a n b e e xpla i ned by the recess i o n -itse l f. Busin e ss prof i t margi n s , o n t he aver age, h av e wid e ned of l ate, 
aft e r b e :i. n0 s ubs t a nt i a lly squeez e d i n t h e 1 969 t o 1 974 p er i od. Adjusted 
f o r c a p a cit.y u tiliz a t;ion , the c o s t --p :r: i c e s tru c ture i s not f a r out o f line 
\-lith t he a v erage f or t.li e p ost:: World l'~ar I I p e riod , a l t ho ug h there is a 
wi de disp ersio n amonq in<3ustri c s. 
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Taking all of these factors into account, the current under lying 
rate of inflation is not likely to decelerate in the absence of specific 
gove rnme nta l policy. Moreover , as highe r utilization is attaine d, the 
risks of an ac~eleration will grow no matte r how well the course of 
recovery is managed . 

Goals 

Policies 'co reduce infla tion must b e built u pon a coherent overall 
strategy under -v:hich government a. c ~·jons are coordinated with those of the 
private sector on a voluntary and coope rative basis. 

Over the next several y ears , a 5-1/2 ,+-o 6 percent real growth rate 
c an b e sustained without resulting in signif_~cant bot.tlenecks or capacity 
problems -- except p erhaps in ene rgy. A reasona ble goal for d ampening 
the bas ic inflation rate should aim at: a reduction somewha.t in excess 
of one-ha l f per cent annual l y over the n ext several years. Hore specifically 
the averag e ra te of increase in , ':h~ non-food _ _, non- energy comp one nts of 
the Cl~I should be brought down to 5 to 5-~/ 2 percent a year from now and 
t .o about 4 percent by the end of 1979. OVer the p eriod, the r ealization 
of a 2 point slowdown in the inflation rate will require a cmro:nen surate 
slowdown of about 2 points in the annual rate of increase of hourly 
compensation. A pick up in the current disappointing rate of long run 
productivity growth would en0ble us to do even better both in slm·.ring 
inflation and raising n~al wages . Effo r ts d escribe d below, \vill be 
required 'co safeguard against a major advt:rse impact from food a nd f ·u e l 
prices . 

Rejected Option~ . - ! 

For reasons spelled out more fully in 'che main body of this paper, 
there a re some appro aches to inflation control which we have rejected: 

1. ~lage and Price Controls: They cannot be fairly adminis·teredi 
the longer they are in forc e the greater ·the ineffic i e ncies they impose; 
and the ir depressing effect on investme nt and risk-taking is likely to 
be severe . 

2. Nwnerical Guide lines: While a genera l statement about the 
average r e l ationsh ip b e tween prices , wages, and productivity growth 
n eeded to achieve a ny given inflat ion t arget has significant educationa l 
value, it cannot b e use d as a rule in specific c ases. Especially in 
vie w of the sharp c hanges in wages, prices and productivity since 1973, 
numerical guidepos ts are not the answer to t he current si·tua·tion, 
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There are five major elements to this part of the anti-inflation 
program: 

First, monetary and fiscal policies that provide for stable and 
sustained economic expansion but avoid inflationary excesses. 

Second, the establishment:. of an early t,rarning S)1SJ-em to anticipate -, 
potential inflationary problems ·within individual sections of the economy. 

Third, development of proposals to stimulate capacity expansion 
in basic materials. 

_Fourth, a review of U.S. policy •:toward conunodity reserve programs. 

Fifth_, reform of regulatory procedures and redirection or elimi­
nation of regulation \vhere it no longer serv es legitimate national needs. 

Each of thes e elements is discussed ~riefly below: 

1. }1onetary and Fiscal Policies 

The administration should commit itself to the steady pursuit of 
an announced path of rea l output exp.£llll!..ion, with a carefully planned fiscal 
policy and a coordinated effort to obtain Federal Reserve cooperation on 
monetary policy. Under the fisc a l plans, as the economy expands, current 
budget deficits-will steadily decline; budgetary resources will be con­
served to ma ke a budget baJ anc.e ~high employm.en.!J feasible. 

The roller- coaster nature of economic policy created many of the 
problems of recent y ears with resp ect to capacity shortages and unstc:.ble 
investment incentives. The private economy can adjust to changing future 
needs when those needs can be reasonably anticipated. But it cannot per­
form ef fectively under stop-and-go economic policies. 

A. The Council on ~~age and Price Stability (CCH.JPS) silould be oskcd 
to supenlise the development of a detailed forecast of inflation trends, 

\ 
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within the framework of t he government's overall economic forecast, and 
to propose to the EPG, for ul timate consideration by the President, s uch 
a c tions that can be taken to deal with emerging prob l ems. The COhlPS 
effor ts would focus on industries which 

(a) are large; 

(b) have a history of price sensitivity; (which obviously 
includes energy and agricu l tural commodities); 

(c) have a meani ngful concept of capacity; 

(d) hav e a l imited range of subs t itut es; 

(e) have major upcoming wage settlements. 

B. Estimates of fut ure i ncreases in capacity should be prepared 
for important industries. 

C. "Y,Jorst case" scenar io s should b e investigated for commodities, 
like food, whose supply i s inherently unstab le, so that considerat ion could 
be given to "insurance" measures agains t the Horst case developing. 

D. COhlPS should expand and improve its current studies of incentives 
for phsj-acles t o t he expansion of capacity in basic materials industries, 
and go b eyond the studies to recolmnend actions that can remove obstacles. 

E. International marke t developmeg ts should be c arefully monitored. 
This i s now done in various places throughout government. I t needs to be 
pulled together and integrated '"i.th .review of domes tic industries and a 
consideration of i ndicated actions. 

3. Commodity Res~Fves and Reducirlj!;~Xtr~~'= FJuctu~ions in_gom­
_modity Prices. 

Thr ee s e ts of actions should be taken to prevent commodity infla tion; 

(i) The U.S. should approach i nternational n egotiations looking 
tmvard commodity ~!:_abili;;>,_a tion ag1~eements with an open mind, and be v-lilling 
to enter into negotiations aimed at that purpose. 

(i i ) For the present , the existent U.S . strategic stockpile should 
be made available when necessary to prevent a~tual supply d isruptions. 

(ii i ) A detailed revie\v should b e undert.::~ken of the advantages and 
disadvantages of using the strategic stockpile , and augmenting it vJhen 
n ecessary, fo r prices stabilization purposes. 

Sharp fluctuations in ra\v materials prices impose an infla tionary 
bias . 1~Jhen raw commodity prices surge up1vard, the prices of goods wh5 ch 
use t hose r aw materials move up ~n response; when raw commodity prices 
fall, the prices of fiujshed goods are no t as likely t o fall . As a 
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consequence, even \vhe n the long t erm trend of raw materia l s prices is not 
inflationary , sharp fluc t ua tion around tr end can, on bala nce , b e inflationary. 
Fo~· smiie commodities -- grains, and a limited number of r aw mater i a ls - ­
stab iliza tion measures could be a useful part of an overalJ. anti-inflation 
policy . For others, building stockpiles in slack period s can be helpful. 
Our stockpiles were of great va lue in 1973-74, \·Jhen a major portion of U.S. 
consumption of.many ma t er i als was me t by stockpile sal es . Many of t hese 
stocks have been exhausted. The val· ~e of the pres en t s to ckpile is about 
$7 billion. Any major actions on commo dity r e serves needs to be integrated 
with U.S . policy on North-South commodity discuss ions. 

A sub s t antia l reserve of f ood and f eed grains i s a necessity both 
from the perspec tive of a n anti-in~lation policy an d as an adjunc t to an 
effective pr ogram of export sales." It s hould b e ma de c l ear that grai n 
r eserve policy will be us ed to reduce t he s ize of fluctuations i n grain 
pr ices from year to year, and not to raise or lower the long term trend 
of grain prices. •-

Grain r eserves can be accumulated during periods of heavy production 
and low prices through the usual operation of the CCC loan program. The 
conditions for release of the commodity from storage must be dev eloped in 
terms of t r i ggering prices that ' meet the legitima t e concerns of farmers, 
provide e ffec tive protection fo r consumers, and hold dm..rn budgetary cos t s. 
Most proposa l s incorporat e a triggering price VJhich is 150 to 200 percent 
above the support price. These proposals also imply t hat a l eve l of total 
\vheat and corn carry-over of about three billion bushels Ho uld mee t most 
potential market needs . The amount of [overnment reserves consistent v!ith 
theis t arget w·ould vary, depend i ng upon the limita t ions against substitu­
tion with private holdings. 

To adapt to long-term changes in supply and demand conditions i n 
the world grain marke t , the lm..rer and upp er price bounds , -vrhich set in 
motion accumulation and r eleas e of stocks >·JO'uld themsel ves. be flexible. 
If stocks threaten to go over long-term reserve objectives, support prices 
would be reduced and vice versa. 

The rate of expansion of cap_acity -- especially in the basic 
materials industries _ _:-must be stepped up to h ead off problems of short­
ages that might otherwise recur i n 1979-80. The administration has a l ready 
a c ted to strengthen confidence in sustained economic expansion -- the key 
element in business ' will ingness to increase capaci t y. And there is 
evidence discussed ear l ier, that the base price-cost structure and profit­
ability of many of the materials industr ies has improved. Additional action 
t o promote adequate capacity should proceed along severa l lines: 

(i) Faster promulgat i on of regulations and speedier processing 
of license a pplications should be achieved to r educe the de l ays and dis­
i ncentives CAused by regulatory proc edures, (HORE ACTION?) 

\ 
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(i i ) Follov1ing the in i tial step of a temporary addition to the 
investment tax credit, the major structural tax~rm program of the 
administration Hill be designed to s trengthen i rmest-men t incent-ives . A 
thorour,h study V-rill be made of the poss ibili ties for ef fective gov ern­
ment aids to investo rs for spec ific highly targeted expansion of facili­
ties that are of especially high social priority . 

(iii) The recycling of materials ~·.ril l be promoted, both to con­
serve rmv materials and to reduce capital and ener gy requirements per unit 
of output. In particular, tax laws and transportation regulations must 
b e reformed to eliminate features that currently discriminate agains t 
r ecycled materia l s. 

There are two distinct types of public regulation : 

(i) traditiona l rate-settirig r~tion by independent regulatory 
agencies and s tate bodies; and (ii) health, ·safet y, and environmenta l 
r egulation, generally t hrough agencie~ within the Executive Branch . 

Traditional Ra te Setting Age~cie~ 

The administration will press for enactment of l egislation aimed 
towards reduced regulation of air li nes. Re du cing regulatory restrictions 
on fares and entry could ult imately r ed·uce air far e s by $1.5 to $2.0 bil-· 
lion Cl year. 

The next most promlsJ_ng area for regulatory r eform is the t erri tory 
of t he ~· Estimates of the cost of entry restrictions, value-of - service 
procuring, and the regulation of investment by the ICC are usually in the 
range of $2 to $9 billion per annum. One estimate puts the potential re­
duct ion in common carriage fares on trucks and railroads at 20 percent . 

Another promising area for reform concerns f ederal policy toward 
the insurance industJy, which is exempted from ant i trus t statutes so long 
a s it i.'S" regulated by state boards . State regulation, in t urn, often in­
hibits price competition. A considerable reduction in premium charges 
cou ld be anticipated if this policy were reformed t o promote h eal thy price 
competition. 

Environment, Health and Safety 

A ma jor reduction i n t he costs of environmental , health and safety 
r egulations could be obtained by redire·ting t he app r oa ch: 

( i ) substitution penalties and pet·fonnance standards for more de··­
t a iled and rigid pres cr iptions for achieving a given res ult. The per­
formance-standards approa ch s eems most promising in OSHA. t <:.~ regulation of 
h ealth and safety standards of the workplace; 
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(ii) s~mplifying regulat-ions and promulgating them with less 
delay to reduc e the costly unc e rtainty surrounding bus iness planning; 

(iii) redirecting effort to develop effectiv e e nforcement 
mechanisms by reduc ing the empha sis on detailed specification of hmv 
to meet the sta~dards; 

(iv) ensuring that the e conomic imp a ct of maj_or regulations . 
is given due weight b e fore the regulations are formulated. To achieve 
this end, the Econ omic Policy Group ~v ill e stablish an interagency com­
mittee to review the e conomic i mpact asses s ments that are currently re­
quired from each regulatory agency within the Executivt::: Branch before 
i ssuing a ny regula tions ~·Jhich h a ve major e c onomic consequences. 

. .. , 
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Part II: DAHPENI NG THE CURRENT IU\TE OF INFLA'l'I ON 

This p ar t of the anti - inflationary program would con s is-t of six 
major components. 

First, establis hing a d~alog_1_1 e among business, l abor and the 
government ; extending dovm to the l evel of individual industries, in 
order to explore means o f accelerating productivity, avoiding supply 
shortages and moderating price and cost jucreases ; 

Se<::_~~, pursuing a freer international trade syst em _as a means 
of res training inflation; 

ThirC!__, improving the functioning of labor markets; 

Fourth, using procurement policy as a restraining influence on 
inflation; 

Fiftl]_, cooperating \'Ji th State and local governments to promote 
at all levels concerted policies that curb inflation; 

Sixth, a series of programs d ea ling with problems in specific 
industries . 

1. Establi sh_ing a DialO?L_1_1e with Individual Industries 

Any success in dampening an ongoing inflation must rely heavily 
upon the voluntary cooperation and ac ·tions of t.he private sect.or. 'l'here 
are a substantia l number of issues which have a significant e l ement of 
both public and private concerns. These go beyond prices and wage 
decisions to include productivity growth, skill shortg_ges , \·Jork rules, 
the adequacy of capacity, unpact of Federal regula.tions, trade policy, 
and tax i ssues. --

Some of the i ssues are clearly economywide. All private decision­
makers should b e asked to behave in way s _tha t facilitate the national 
goals of prosperity and price stability in which the y all have a stake. 
Businessmen should recognize the public interest in their adopting 
a high-volume, high- investrne nt, moderate margin strategy. Labor 
should know that the big potential for higher real incomes for 
American vJorking families lies in more jobs and more productive 
jobs, not in wage increases so l arge as to force price hikes. 
People should test the responsibility of their propos ed ac l: ions by 
asking themselves: "What ,,,ould happen if ever ybody behaved t .hat 
way?" 

\ 
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At the same time, a coherent discussion of industry proble ms 
and their implications for inflation must take place at the l eve l 
of individua l industries whe n the concerns are different , the 
inflation has different causes, and he nc e where diff e rent corrective 
measures will be required . 

A. vJage Policy 

The primary focus of effort should be aimed at preventing 
dis ·tortions in the wage st1:uc'cure which create inflationary 
pressures in future wage decisions. Recognition must: be made of 
the need for variation in wage changes to reflect prior imba l a nces, 
and compensation increases must be assesse d in light of work rule 
c hanges and meas ures which improve job securii:y. As a verage price 
and wage increases are gradually moderated consistent with the 
inflation goals set forth earlier, the specific circmns·tances in 
each indus·try need to be taken into account. 

l . The COVJPS should prepare a review , for interna;L use only, 
of the most significant individual upcoming wage settlements . These 
reviews would provide a b ackground o~"7ecent wage trends, competitive 
pos iti on of the industry , labor marke t conditions, productivity grov7th, 
and the potential for specific actions to improve productivity . 

2. I n those cases V;'hen individua l settlements are perceived t .o 
have significant implications for future inflat.ior~ ·trends, government 
rep:t·esentatives should s eek informa l discussions wi·th bot:h parties 
to di scus s alternative l ess inflationary approaches. These alternatives 
might include changes in the size or composition of the basic wage 
package , or offsetting agreements to increase productivity. 

3. CO\'lPS should issue a final public report on the set1: lement, 
after t.he termination of the n egotiations which examines its impli ­
cations for future settlements. 'rh:Ls would minj_mi7.e inaccurate 
public repor ting of the settlement and provide specific informa tion 
abou-t wage cost incl.·eases relevant to any subsequent action to raise 
prices. 

B. Price Policy 

The structur e of the review for pricing decisions would parallel 
tl1 a·i~ for wages . The focus of the ana lysis would be on gross profit 
margins (deprecia tion , p :r:·ofit, and intej: e s t~ ) of the industry. vJide 
variations in produc t ivity , g r owth , and cost increa ses across industries 
preclude any genera l focu c, on prices. Jus·t as fo~- wages , there must 
be an a l.l owance for spe cial cas es. Profit margin s mus t b e vie wed within 
a historical p e r s pective tha t recoqni zes p reviolJs cyclj c a l var iability , 
ch~\nqing c a pii: u.l--oui:put rat:ios, and fu ture capG.c i ·t y requir ements . 
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1. COWPS should prepare a r eview , foJ:: intrornal us e only , of 
economic conditions wh en s ign ifica nt price actions are anticipated. 

2. For those industries where significant inflationary 
pressures exist, government representatives should meet with the 
firms to discuss alternatives to price increases . These would include 
other cooperative mean s of avoiding potential bottlenecks , actions t .o 
spe ed up n e'iv capacity creation , and other issues which may contribute 
to reducing costs or expanding supply. 

3. For industries which have major price increases or the 
potentia l for c ontinuing futur e in f lation problems, COWPS should 
publish a report which provides a public explanation of the problems 
in the industry and the inflation implications . 

C. Provisions of Information 

1. The COWPS would notify individual· firms of a . request for 
prior notice of price changes on the basis o f general criteria which 
would inc lude (1) l arge firms in concentrated industries, (2 ) l ikely 
c andidates for shortages, and (3) markets where import restrictions 
may b e a significant i ssue. 

2. The COWPS should be appraised of the prospective magnitude 
of prior action at the time of no·tification and of the magn itude of 
wage increo.ses immediately upon conclusion of the negotiat ions. 

3. For a few industries of continuing concer n b ecause of supply 
probl ems a system of r egular voluntary reporting wou ld b e d esirable. 

I!lt.ernaUonaJ competition can frequently be the most e ff ective 
means of i nsur ing r estraint on prices and costs and promoting increase s 
in efficiency. In a.ddition, tariff and quota protection for our l east 
eJ_ficient industries comes a.t . the expense of lost sales and employme;Jt 
in the other industries. 

A. The current: a djustment program for industri es which lose 
sales to impor t s should be substantial ly strengthe ned. ll.t the present 
time, for example, t h e provision o f governmental financial assistance 
to individual firm s -- either to ena ble t hem t .o compete more success-­
fully against for e ign competition or to convert to othe1:· lines of 
business -- is available only on relatively lnrd commercial ·terms. 



- 12 -

B~ Where f eas ible, gn;,ater emphasis should be placed upgn 
~~ts rather than trade r es·trictions which increase 
the costs ·to consumers in excess of the benefi t.:s to the protected 
industry. 

C . We should continue in multila.teral trade negoti ations to 
pursue reductions in tariffs and non-tariff barriers to trade. 

3. Labor Markets 

As the economy moves towards fuller employment , struc-tural 
problems in the labor m~rket could become of increased inf lationary 
concern and \vill increase resistance to further reductions in 
unemployment. The effectiveness of curr e nt prograrns which are 
directed toward the problems of the l ow-skilled and disadvantaged 
will be enhanced by overall economic growth. But there is an equal 
need to develop programs specifically aime d at inflationary rigidities. 

Structural barr i ers will not become a significant inflationary 
problem for some time, bu·t efforts t o develop a program must: begin 
novl. Such a program should increase t he emphasis on anticipating 
future bottlenecks in high-skill occupations and i mproving the 
adjustment process by which labor moves from occupation of surplus 
to those ,.;here shortages exist. 

4. Federal Procurement Policies 

As the economy 's larges·t single purchaser, t .he Federal 
Government can exert a direct res training influence on inflation 
through its procurement policies . 

A program c urrently exists within OMB t.o imple1nent the 
proposa ls of the National Commiss ion on Proc urement 
Policies . That program should proceed as rapidly as good 
management will allow. 

It should be made clea r, as it was in the sixties , that 
the Federal Government will insist on procuring (and 
coropensa·ting contractors on cost- plus arrangements) only 
at the lowest price quoted by any avai l able supplier. 
This can be a potent warning to any supplying firm (e.g., 
metals producers ) that want.s to lead its ind ustry's 
price upward. 

A now dormant program could be r evived to dissemina te 
the consumer infornta t :ion compil ed for Federal p r ocurernen·t 
purposes. 
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5. Federa.l-State-Local Cooper_?.t:ion 

'rhe governors and mayors should be enlisted in the anti-inflation 
effort in a variety of ways: 

( i ) They should be asked to apply the same cost-reducing standards 
to the i r ovm regulatory, procurement .•, and labor r e l ations act:ivities. 

( ii) After a comprehens ive review of Federal gran-t-in-aid 
programs, amendments and changes in operating procedures should be 
d es igned to r emove restrictions Hhich \veaken incentives to find the 
lowest cost alternative for meeti.: '·g specific goals. 

( iii) State and local governments should b e urged to rely on I 
taxes that do not adve:csely affect prices, qnd costs, rather than 
sales taxes , for future revenue increases. 

( iv) Revenue- sharing and other grant formulas could be 
restructu:r;:_ed to give Sta-tes and cities added incenti ves not to 
raise -- and indeed to lower -- sales and excise taxes . 

6. Special Industry Problems 

In individua l cases indu s t:ries may h ave special problems 
which are not appropriately met by programs designed to respond 
to more genera l concerns. Two industr i:~s, construc·tion and heal-th 
care, have unique market structures wbich require s uch special 
efforts~ 

A. Construction 

The construction indus·try has had a history of instability 
v1ith r espect to co l l e ctive bargaining agreements. 'rhis ins-tability 
can be trace d to the fragmented nature of the industry which leads to 
wide disparities in wage rates among crafl:s and geographical areas. 
'rhese disparities provide the basi s for leapfrogging-type behavior 
of individual l abor contracts. 

The average rate of wage increase ha.s not been a major problem 
in recent years b ecause of extremely high une mployment and competi t.ion 
from non--union contractors . However, the reopening of substantial 
wage disparities a nd continu ed problems with restrictive work prac­
tices p rov i de the basis for another round of cost inflation as 
construction a ctivity accelerates. 

\ 
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/\ voluntary version of the Constructjon Industry Stabilization 
Board should be reestablished along the lines envisagt=!d in the 1975 
Common Situs Bill which was vetoed by President Ford. Such a progrilm 
was very successful in the 1971-74 period. 

B. Hedical Care 

Medical care costs are increasing at over twice the rate of 
overall inflation. Tite lack of an effective restraint on price 
increases results from the extensive insurance coverage of medical co!>ts 
and ~1e general mystique that surrounds the industry. This lack of 
restraint has led to extreme inefficiencies and underutilization of 
existing facilities~ 

HEH has proposed in the 1978 budget, and is now developing 
the details of a cost containment program v1hich limits the increase 
in total hospital costs per admission. This program will require 
Congressional approval. 

In summary, the program outlined above is designed to implement 
concretely the generi'l approach of attacking inflation comprehensively, 
across-the-board with all the tools that the Federal Government can usc 
equitably and efficiently. For the first time, inflation Hill be 
attacked by means that promote growth and jobs, rather than by bleeding 
the economy. 

None of the actions spelled out above, taken alone, can have a 
significant impact on inflation. But, in combination, they can make 
enough difference to get the inflation rate un s tuck and start a process 
of deceleration. The program can improve the climate of at.titudes and 
expectations and dislodge the pxesent pessimism about the inflation 
outlook. 

Beyond the specific el e ments in the present program, the general 
strategy jnvolves a commitment by the Administration to keep developing 
constructive and anti-inflationary measures. One area of particular ly 
large potential for the fut:ur e is the possible restructurinq of Federal 
taxes to reduce costs and hence pric es . For example, if r-1edicare 
(whose benefits have no relationshjp to par.;l: employment history) were 
finnnced through general income tax revenues rather than through e mploy­
ment taxes, economy\vJ.L1 e lubor costs v:ould be sicJnificantly reduced. 
Other <n:ca s of opport.unil~y will open up as the anti-inflationary 
objective is generally ilpplied to all Fede ral activities. For example, 
in the area of consumer protec tion, it points to the need for approaches 
that help the con~:umer shop more effectively and get more for his 
money. In s hort:, this program i :_; the b eginning of a continuing effort 
to demon s trate that lo\\1Cr une mpl oyme nt and 10\ver inflation can be 
simultaneou s ly <md consistently pun:uc~ U. by the Carter Administration. 
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STATEMENT BY PRESIDENT CARTER ON 

I. SUMMARY 

Today, I am announcing a series of measures aimed 
-./. c. 

at controlling and reducing inflation. This program embraces 

the following elements: 

Fiscal discipline to assure a balanced budget by 
·-nD rrncc / . 

FY 1981 as the economy returns to full em~ent. 

An agreement with leaders of business and labor to 

establish a framework for consultation with government for 

reaching our objectives for job creation, inflation control 
pn o t A: 1 es . 

and other important economic goals. 

Efforts by the Council on Wage and Price Stability 
·· f t (' V ,:\o •n\~· ·· t,, ,d;l; , .... -'·' 

to analyze and -report on inflationary conditions in individual 

markets and industries. 

An early warning system through the Council on 

Wage and Price Stabil i ty to forecast and prevent shortages 

and bottlenecks. 

Effective incentives for business to increase invest-

ment in new productive capacity as part of comprehensive 

tax reform. 

A new program to restrain increases in hospital costs. 

Employment policies that stress job skills training, 
1 

J1 M.t -c L_ 
improved job placement services, and improved services to h~ 

..;~{.,<, 

e~r-a-f-.H:-17\iinfr-worker-s-:fi-RG--j-eb-vaeancies. 

j 6 ~ o ye..v--. 'v'- \ S w l·tt-. o_J CA. \ l c;._ ~ (e_ L-u or l~e.r) . 

-- E"'c.o'-t~A.,Co\M~f- ~ '"'c..~!U r J.....<.t: "'"' 
A~ \\'\.&S J ~J ca.,~. ,.,J. t"V"4 

•' 
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Initiatives to moderate the sharp fluctuations 

in the supply of commodities, which have triggered 

inflation in recent years, through the following: 

Farmer-held food reserves to help 

stabilize consumer prices and farmers' incomes; 

Negotiations to reduce fluctuations in the 

world price of sugar and grains, and an open-minded 

look at price agreements for other commodities; 

Working with Congress to assure that 

raw materials from the nation's strategic 

stockpiles are made available in the event of 

supply disruptions during peacetime. 
1\1_<\ t.A. \(~_x-· VV\ av,_'-\·l \':\ 

-- Frequen~\meetings between the Chairman of the 

Federal Reserve, myself, and my chief economic advisers 

in an effort to achieve better coordination of monetary 

and fiscal policies. 

Full consideration of the economic cost of 

major government regulations, through a more effective 

analysis of their economic impact. 

Greater emphasis on achieving compliance with 

regulations through incentive and performance standards 

rather than detailed specification of means, and efforts to 

improve effectiveness and reduce red tape and delay. 

~~- /.:r . 
.. · ·.~7: ~ .~~: : 
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Reform of rate-setting regulation to encourage 

increased competition within regulated industries, including 

a major effort to deregulate the airline industry and other 

industries in which regulation unnecessarily stifles com-

petition. ~ ' '1-c.,_ 0 l~.__ Y\ cc.l~"'-~ l o w-~L.J..cc. U)c...- ld w , ~c. 1''\. f \O-- l·i .sv.G_,.LI 
--- CJ .. ~ ~~- u""" (_ ~· ,r'('N'.ck...- 'VI (. I LAd,·"'- s '-'ff .. "" t <z -ff..o_ - ·~,J-~,_,J.._ c"'-( )) / a~~ ~ ---<. 1 

Using international trade pblicies to help assure 1~vu{, 
competitive prices to consumers, while taking into account 

the legitimate needs of particular American industriesJ(..and w o w--\.<e.rs . 

Development of procedures to eliminate costly and 

unnecessary delays in construction permit issuance by govern-

ment agencies . 

Strict enforcement of the anti-trust laws, including 

a crackdown on price fixing and monopolistic practices. 

Reorganization of the Federal Government to 

streamline the operations of the government, improve its 

efficiency, and make it a more effective instrument to 

achieve our national objectives within budgetary constraints. 

More efficient federal procurement ~olicies~ 1 
s !v-Cy-\ ~ fA... ( (A.A. c 

bidding and a~more vigilant including increased competitive 

DefQase-Renegotiation Board. 

Over the past year, the rate of inflation has averaged 
I 

six per cent. Reducing that inflation is going to require 

a united national effort. The Federal Government will take 

. ·~ 
':', . . : , 
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''"'""tad<!:. b}.~-dec't -;. t ons --Jo , 0' dL.t cc. 'fC..q_ -F l~,1( 
thE7 c l~ad. J hav~ ~lread_Y. ae-t:~·te-+i:mit-·t~e--inf-lationa£-y J ~ 
~G-\-.. ~ I·\ C\.·V'- / \...(.-} h . LL&~ '7 f. ~c_ (}_(_,.<J_JLs c(J f D ~ u:k' tl..A.- f-'1- 0 r o ...... ·v<fi-'; ('~ \A. .(J...R_ 

impaet:--o £- -f arm--pr:tee,·su pports·· ·and ·--~he--minimum--'Wage··; ... and-·I-
~ ~ce.<1..-1-Lv-..cL 

~reject~d pFapes-ed,~tariffs and quotas on imports of 
...-:'"' '-N !l.V'r?.. 

shoes and mushrooms. -E-aeh--ef- these decisions was difficult, 

but each ·.ms necessary to the overall goal of reducing 

inflation. 

No one should look to government for easy answers, 

because there are none. And government cannot do the job 

alone. We face difficult choices ahead in energy and 

other areas of national importance. However, I believe that 

government, business and labor together can, as an interim 

goal, reasonably aim at reducing the rate of inflation by 

two percentage points by the end of 1979, while still 

vigorously pursuing our commitment to full employment . 

All segments of the American economy must cooperate if 

we are to get inflation under control. In the long run, 

that is the only path to more jobs, stable prices, and greater 

real income for all our people. 

II. Sources of Today's Inflation 

Difficult inflationary problems began more than a 

decade ago, as large budget deficits during the Vietnam 

War led to excess demand and an overheated economy. That war 

was financed, in part, through the hidden tax of inflation. 
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Excess demand became a problem again in late 1972 and 

1973, when all the major industrial countries around the 

world experienced a simultaneous boom in economic activity. 

We know, however, that economic overheating is not the 

only cause of rising prices. Since the end of 1973, the 

entire world economy has suffered from widespread unemployment 

and idl~ capacity yet prices have continued to rise almost 

everywhere. 

Some of the sources of inflation have been beyond our 

control -- for example,~the 1972 crop failures here and 

abroad. Those crop failures reduced supplies~~ which/ along 

with the grain deal with the Soviet Union, contributed 

to a 35 percent increase in U.S. consumer food prices during 

1973 and 1974. 

World petroleum prices have increased nearly five-fold 

since late 1973 because of the actions of the OPEC countries, 

resulting in a 50 percent rise in the price of fuel and 

electricity to American consumers. 

Another part of our inflation problem arises from 

government's changing role. Over the past decade and a half, 

the American people have grown less tolerant of environmental 

pollution, dangers to health and safety at work, and inadequate 

pensions and health care for the elderly. They have properly 

demanded that their government take forceful steps to fight 
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these ills. In certain cases the resulting measures, though 

necessary, add to costs and prices. Requiring industries to 

add new pollution control equipment or safety devices raises 

costs. So do increases in payroll taxes which finance medical 

care and social security benefits. 

We will not go back on our commitments to a better 

quality of life. But we must insure that our methods of 

achieving this objective involve no unnecessary costs. 

Government also affects prices and costs in other ways. 

vv1ay 
Restrictions on international trade tend ~ raise prices. 

The result of rate and price regulation in many industries is 

to cut down competition and put a floor under prices. De-

cisions on farm price supports, minimum wages, and medical 

insurance affect prices, too. Difficult choices face us in 

these and other cases. 

On top of these causes is the persistent spiral of costs 

and prices that takes hold once people begin to expect con-

tinued inflation. Individuals and businesses try to raise 

their incomes to protect themselves against rising prices 

and costs. The end result of this process is more inflation. 

This cycle is not the fault of labor, or of business, or of 

any one group. But we must find ways to break out of it. 

Our economy has been depressed since 1974. Despite 

inadequate demand -- despite unemployment, unused plant 
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capacity, increased poverty, inadequate growth rates -­

inflation persists. High unemployment is a morally un­

acceptable -- and ineffective -- way of combatting inflation, 

and I totally reject that approach. Inflation must not be 

attacked by causing additional human misery. 

III. Description of Anti-Inflation Program 

The anti-inflation program I outlined at the beginning 

of this message -- and which I discuss in more detail below 

is tailored to the nature of the problems we face. 

It has three basic parts: 

Federal economic and budgetary policies that promote growth 

while avoiding overstimulation; specific governmental actions 

to fight inflation; and a voluntary effort by business, labor, 

and government to achieve our common objectives of providing 

jobs, promoting steady growth, and controlling inflation. 

A. Economic and Budgetary Policies 

By any objective measure, the economy has ample room 

to expand without running into excess demand. Yet many 

people fear that current budgetary policies will lead to 

renewed inflationary pressures. 

fears directly. 

I want to address those 
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Inadequate tax revenues from a stagnant economy -- not 
le~t~'tn,d"\e 
proper federal spending programs -- are the principal source 

of the deficits. We have large budget deficits today because 

recovery from the worst recession in 40 years is still in-

cornp 1 e te ,. aoo-'15eeause--s-t..im_'l.!l_ati.v e ·-mea sures--ar e-ne eded- -now 

to-ge-t-the-econorny-mov-.ing--again.. As the recovery proceeds, 

the deficits must shrink and eventually disappear. The corn-

bined total of private and public demands on the economy must 

not be allowed to exceed our productive capacity, or inflation 

will surely be rekindled. I have made a firm commitment to 
Yt..t: 'l.,n~_((_ 

have a balanced budget in a p~perous economy by FY 1981, 

and I intend to do everything I can to honor that commitment. 

Two steps are essential to balancing the budget. The 

first is a durable expansion in the private economy that will 

generate steady growth of jobs, incomes, and federal tax 

revenues. My proposals for direct job creation and permanent 

tax reduction for low and middle income taxpayers will get us 

moving in that direction, and I again urge the Congress to 

enact them. 

The second step is to discipline the growth of federal 

spending in the years ahead. The budgets that I will submit 

will contain responsible expenditure ceilings, and I will 

work continuously within the Executive Branch and with the 

Congress to ensure that we stay within them. 
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The budgets that I approve will reflect zero based 

review of all Federal programs. The Congress, in 

carrying out the procedures established in the Budget 

Reform Act, has shown its concern for responsible budget 

policies. I believe that we can work together to meet 

our country's needs yet stay within responsible 

fiscal limits. 

I made Government reorganization and managerial 

efficiency a keystone of my campaign for the Presidency. 

I intend to use the new reorganizational authority 

granted to me by the Congress to streamline the operations 

fiscal policy I have outlined shofild 

permit the Federal Reserve to provide an expansion of 

money and credit consiarent with moderate interest rates 

and a steady and noninflationary growth of employment 

and output. 

B. Specific Actions by Government 

Besides well conceived monetary and fiscal policies, 

there are a number of specific steps the Government 

can take to reduce our vulnerability to new inflationary 

pressures and to slow the current rate of inflation. 

I am proposing actions in eleven areas: 
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1) Council on Wage and Price Stability: Our anti-

inflation strategy 

specific inflation 

will emphasize efforts to identify 
Jejh? /o 

problems as the~4 occur and to de-

velop effective countermeasures. To achieve this ob-

jective: 

The Council on Wage and Price Stability will 

expand its activities in the area of providing detailed 

and timely analysis of economic conditions in those 

industries and markets which are important to price 

stabilization. In many cases the information required 

for the Council's analysis is available from existing 

government sources. In some instances the Council will 

ask individual business firms and labor groups to pro-

vide, on a confidential basis, data which would not 

otherwise be available. 

-- The Council will continue its previous practice 

of publishing factual information on wage, price, 

capacity, and other developments in particular sectors 

or industries. It will also continue to hold occasional 

public hearings on major inflation developments, as a 

means of improving public understanding and providing 

the public with an opportunity to make its views known. 

The Council will provide to the relevant 

agencies analyses of the inflation implications of 

. ~ ; . 
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specific government regulatory and legislative actions. 

The statutory authority of the Council expires on 

September 30, 1977. I am asking the Congress to extend 

its life for two more years. I am also requesting a 

modest increase in appropriations for the Council so 

that it can fulfill its enlarged analytical role in the 

price stabilization effort. 

2) Early Warning System: I will instruct the Council 

on Wage and Price Stability to develop detailed industry 

studies to detect emerging bottlenecks, capacity shortages, 

and other problems that, if left unattended, would lead 

to significant price increases. The Council will pay 

special attention to the basic materials industries, to 

markets with potential future shortages, to markets 

of major economic importance, and to markets where govern­

ment policy can have significant effects on domestic supply. 

3) Commodity Reserves: When prices of raw materials 

and food fluctuate upward, the effects tend to spread 

throughout the economy, raising prices and wages generally. 

Downswings in raw material prices, however, do not have 

corresponding effects on prices and wages. Reducing 

fluctuations in commodity prices, therefore, helps to 

reduce inflation. To assure adequate commodity supplies, 
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several actions will be taken: 

The Secretary of Agriculture has developed 

within existing legislation a program that provides for 

an orderly buildup of farmer-held reserves of food grains 

during periods of high production and low prices. Under 

specified conditions, those reserves will be made 

available as a means of providing a more stable supply 

of farm commodities. This reserve will also help promote 

export sales of agricultural commodities by showing that 

we can meet supply commitments even when we have poor 

crop yields. 

My Administration will enter into negotiations 

for international agreements for grains and sugar to re­
C..onr.;, ·,darx w·,-th 

duce fluctuations in prices. We will also support ~ 

a n op~111 """.' n d 
~~~~ other commodity agreements that 

concentrate on moderating price fluctuations. 

We will work with Congress to assure that raw 

materials from our strategic stockpiles are made 

available to meet supply disruptions during peacetime. 

To aid industry in evaluating future market conditions, 

these efforts should exclude the use of the strategic 

stockpile for purposes of general price stabilization. 

4) Incentives for Increased Investment and Expanded 

Capacity: The rate of expansion of productive capacity 

must be stepped up to head off possible shortages: 

\ 
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-- Effective investment incentives will be 

a key element of this Administration's compre­

hensive tax reform. 

I have asked the Secretary of Commerce to 

work with other government agencies to investigate 

the general problem of delays in construction 

permit issuance by government agencies, and to 

recommend new procedures which will simplify and 

speed up the permit issuance process. 

5) Government Rate Setting Regulations: In the past, 

federal regulations have often done more to protect regu­

lated industries than to promote efficiency and cost 

reductions. There is much we can do to reverse this 

situation. The redirection or elimination of regulations 

that no longer serve national needs can lower prices 

for consumers. 

This Administration has already indicated its strong 

support for reform of airline regulations . We will be 

looking at the potential for increased competition 1n 

other regulated sectors of the economy. 

An Agency for Consumer Advocacy, which I have urged 

the Congress to establish, can play a useful role by 

intervening in regulatory procedures on behalf of the 

consumers who ultimately pay the bills. 

6) Other Regulation: Actions can be taken to improve 

the environment and to protect consumers and workers 

against health and safety hazards without e xcessive 

\ 
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~ ,. "-~,..s~.so.~7 costs or red tape. l - r• 
C. I~ II'\ iJ- C.. 'I o V 

I have initiated efforts to~si~plify 

+a (•J'~Af'• h ~ ~~'4-tlo-w. 
regulations andApromulgate ~Awit less delay. 

-- A review procedure will be established 

to encourage regulators to give proper weight 

to the economic impact of the regulations they 

write. 

An interagency group now at work will 

suggest ways for regulatory agencies to emphasize 

incentives and performance standards, rather than 

detailed specifications of the means by which the 

goals should be achieved. 

7) Employment and Manpower Programs: We can 

reduce both unemployment and inflation by measures 

which improve job skills, increase the efficiency 

+;:~~- :! '7'L 
of the labor market, and ~~·job opportunities 

t o 
w±th groups suffering from very high unemployment rates. 

-- The public works and employment programs 

contained in my economic stimulus proposals 

are targeted on groups and areas with high 

unemployment. 

-- We have proposed a major expansion of 

programs to provide job opportunities and skill 

training for youths. 

~~ · ·. '.~ 
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-- We will work through the schools and 

other community organizations to strengthen 

job placement and employment counselling 

services to people seeking to enter or reenter 

the labor force. 

-- We will intensify our efforts to 

eliminate job discrimination based on race, 

sex or age. 

-- I have instructed the Secretary of Labor 

to develop improved job placement services .a nc. co,'Ylp uta b'"'t?J.?.d 

j ob b~I!I~S to help workers find and employers fill job 

vacancies. 
/' ., ·' 

-- We w..i r'l examin .e the( ' feasihf li t y, · o?f 
,I ~r ~· 

/.,.... .L,tf ~·· ,/ .. ..,., 

/' / ./ ~# ... ~ ./'t •• ~"" 

creat~p<3 com~t'erizej/job b $}nks acp ss .,.t:.fle 

n~. '(i).;p 
8) International Trade Policy:~This Administration 

will balance the benefits to consumers of international 

trade with the need to moderate disruptive influences 

on American workers and firms. Trade can play an 

important role in the fight against inflation. 

It is an effective means of improving efficiency and 

maintaining competition within American industry. 

We get the benefits of lower prices and greater 

productivity when we expand our production in those 
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industries where we have a competitive advantage compared \ 

to other countries, while trading for those goods 

which we find more costly to produce. Tariff and quota 

protections may sometimes result in foreign retaliation 

against our own products. They cause our export 

industries to lose sales and employment, and consumers 

to pay higher prices. 

We will emphasize the benefits of a freer trade 

system in international negotiations. In particular, 

the United States will push for a successful 

conclusion of the Tokyo round of trade negotiations. 

At the same time, it is important that we develop 

better means to prevent import competition from 

severely disrupting individual domestic industries and 

to improve the efficiency and competitive position of 

affected industries. 

9) Medical Care Costs: The cost of hospital care 

is increasing at more than twice the overall rate of 

inflation. We shall announce specific details of a 

hard-hitting hospital cost containment program later 

this month. 

10) Anti-Trust Laws: Resolute enforcement of 

the anti-trust laws helps ensure that products will 

be available in the marketplace at competitive prices. 

The Justice Department will vigorously enforce the 

laws against those who fix their prices at artificial 
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levels. The recent policy of intervening in regulatory 

agency actions will also continue in order to inject 

competition into regulated industries whereever that 

is feasible. 

11) Federal Procurement Policies: My Administration 

will implement many of the recommendations of the 

National Commission on Procurement Policies for 

streamlining and simplifying federal purchasing practices. 
s/:..tr1 r fdPtte d . 

We will also insist upon a Defense Renegotiation Board which 
A 

bears down hard on excessive profits in government 

contracts. 

I intend to play an active role 1n assuring that 

the measures I have outlined receive the highest 

priority in government agencies. I am prepared to 

make the difficult choices that will inevitably 

arise in every one of these areas. 

C. Voluntary Cooperation Among Business, Labor, and 

Government 

The combination of prudent economic and fiscal 

actions that I have proposed will guard against the risk 

of a renewed upsurge in inflation and also insure 

that the government itself is not a major force in 

sustaining inflation. But to be successful in reducing 

rQt~ 
the current -r1se- of inflation and moving towards price 

stability, the private sector must also play an important 

role. 
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In part, we have inflation today because we had 

it yesterday. Each group in the economy tries to 

recoup prior increases in costs or prices, but in so 

doing helps keep inflation going. If everyone could 

exercise restraint, the momentum would slow down, 

and we could move towards real price stability. But 

who can afford to show such restraint individually 

without assurances that others will do the same? 

Our difficulties occur precisely because there exists 

no process for mutual cooperation on a voluntary basis. 

Establishing a Framework for Cooperation 

Making progress in dealing with this problem has 

to be a long-term task. It requires continuous, 

persistent, and patient effort. A set of anti-inflation 

policies must be developed which will create jobs, 

stabilize prices, and promote general economic 

development with fairness and equity for all. 

If this battle against inflation is to succeed, 

I am, above all, convinced that it requires a close 

collaboration between business, labor, and the 

Government. This collaborative effort should consist 

of working together to advise government on its 

objectives for our economy, for job creation, and 

inflation reduction, to help work out approaches to 

\ 
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achieve these objectives and to monitor the results 

on a continuing basis. Most importantly, this joint 

effort must be voluntary and cooperative and not 

be based on coercive or self-defeating controls. 

I have discussed this problem with representatives 

of labor and business and have received their assurances 

of complete cooperation in the development of a joint 

anti-inflation effort. 

Accordingly, I have asked the President of the 

AFL-CIO, and the Chairman of the General Electric 

Company, to help to coordinate this new cooperation 

between labor, management, and the Government. Within 

the Government, I have asked the~ecretary of the 

Treasory, M±ke Blumenthal, in his ea~aoity ~-Chairman 

of the Economic Policy Group; ~a the eonncil on oW~e e. .. 

a:Rel P±ice ~tcrbt4±ty,~ a.na in collaboration with my 

other economic advisersj to work with these gentlemen 

and other representatives of business and labor in 

developing the more detailed arrangements for 

implementing this part of my anti-inflation program. 

I expect this work to begin immediately. While 

the collaborative effort ought to be a permanent one, 

I hope that some concrete approaches for private 

sector cooperation in reducing inflation can be developed within 
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the next several months. I shall personally be kept 

informed and meet with labor and business representatives 

from time to time as the need arises. 

There are no magic solutions in the battle 

against inflation. It can be won only by hard, 

day-to-day, unglamorous, and often politically 

unpopular efforts, and by the voluntary cooperation 

and restraint of the American people. I pledge myself 

to the most vigilant effort ; The American people 

deserve no less. 


