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THE WHIT E HOUSE
WA S HINGTON

MINUTES OF THE CABINET MEETING
Monday, June 20, 1977

The nineteenth meeting of the Cabinet was called to
order by the P~eaide n t at 9:04a . m., Monday, June 20,
1977. All member s of the Cabinet wer e present ex c e pt
Mr. Bergland, who was represented by Deputy Secretary of
Agriculture John White. Other persons present were:
Joe Aragon
Bill Cable
Doug Cos·tle
Stu Eizenstat
Jane Frank
Rex Granum
Joanne Hurley
Jim King
Tim Kraft

Bob Lipshutz
Bunny Mitchell
Dick Moe
Frank Moore
Frank Press
Jay Solomon
Stansfield Turner
Charles Warren
Jack Watson

The Preside nt asked for comments from Cabinet members,
beginning with the Secretary of Interior:
1. Mr. Andrus said that he has just returned from
several days in the West L.tlly confi:cir,ed in his opiHion
that "Washington, D.C., is not the real world."
-- He does not anticipate any problems with the opening of the Alaskan North Slope pipeline today.
-- The President said that he would like to discuss
several water projects with Mr. Andrus.
2. Mr. Califano reported that he addressed the American
Medical Association in San Francisco this past weekend on
the economics of health care.
He also attended several
AMA mee·tings and described that organization as "unhappy
with this Administration."
-- Mr. Califano reported that the House lived up to
its agreement on the HEW appropriations bill and held addons to $1.8 billion, $1.1 billion of which is in the education area.
The Senate begins mark-up on the bill today,
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and Appropriations Subcommittee Chairman Magnuson has
agreed to oppose the add-ons and to try to change certain
other language added by the House. For example,
Mr. Califano said ·that he is very troubled by the " af firmative action" rid~r added by the House which bans "ratios
and other numerical requirements" as well as "quotas."
Another amendment bars HEW's interpretation of the Byrd
amendment pertaining to funds for school desegregation.
Mr. Califano noted that the parliamentary situation on
the House floor forced a blanket prohibition against
abortion.
He predicted that the Senate would modify this
language.
-- The Pr_~iden c inquired about the level of funding
for cancer research. Mr. Califano thinks it is too high,
despite the testimony of Benno C. Schmidt, Chairman of
the President's Cancer Advisory Panel. Mr. Strauss pointed
out ·that Mr. Schmidt is an able and impressive advocate
and suggested that it would be helpful for the President
to meet with him to discuss the subject. Mr. Califano added
that several influential Senators are also advocates of
the high funding figures for cancer research.
He noted
that Congressman Obey, on the other hand, has stated that
the funding level is too high.
3. Mr. Vance summarized the comprehensive test ban
discussions held in Washington last week: The Soviets
seemed more forthcoming in their discussions on the banning
of nuclear test ban explosions; the term of a treaty was
set between two to five years; and it was agreed that
multi-country discussions would begin on July 3, 1977.
-- Talks will begin Wednesday in Moscow on arms control
in the Indian Ocean.
-- The Belgrade Conference is underway. The U.S. has
suggested dividing the group into three working committees
for in-depth review of each of the following topics: 1)
principles and confidence-building measures;
2) cooperation
in economics, science, technology, and environment;
3) human
contacts, information, culture and education. The Soviets
want a plenary session, which, according to Mr. Vance, would
prevent any detailed focus.
He described the general atmosphere of the mee·ting as "businesslike."
Mr. Vance said that Germany has made an important
change of position by pledging not to transfer sensitive
nuclear technology in the future.
This brings Germany into
line with France on the subject.
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-- Australian Prime Minister J. Malcolm Fraser will
visit the United States later this week.
-- Mr. Vance noted a problem over the weekend with
the Canadian Fisheries Agreement.
In response to a U.S.
co~~unique on salmon fishing in the State of Washington,
the Canadians threatened to seize American shrimp boats.
The U.S. has forwarded a new proposal which should clear up
the situation.
-- The State Departmen·t has received a number of
unconfirmed reports that Ugandan President Idi Amin Dada
has disappeared a nd possib l y has been assas inated .
-- In response to a question from the President,
Mr. Vance commented briefly on the recent Organization of
American s·tates meeting in Grenada. The U.S. spoke third-after Argentina and Chile. Both of those countries urged
the need to fight international terrorism with counterterrorism.
In his remarks, Mr. Vance stressed that counterterrorism was not the way to deal with the problem and
spelled out the-u.s. view on how violations of human rights
should be approached.
He also apoke about the need for
organizational change in the OAS and urged that the threepart structure of the organization be merged into one
committee. Additional discussion focused on cutting back
the bureaucracy and reviewing the dues structure. Mr. Vance
also described his personal discussions with Trinidad's
Prime Minister Eric Williams, a senior OAS spokesman, about
streamlining the OAS. Mr. Vance suggested that Ambassador
Young follow up on the contacts made at the Grenada meeting
on his forthcoming trip to the Caribbean.
4. Mr. Schultze was in Paris last week for a meeting
of the Economic Policy Committee of the Organization of
Economic Cooperation and Development (OECD).
He summarized
the world economic outlook for industrialized countries as
follows:
Growth of OECD countries will be 4% in 1977 and
3% for the first quarter of 1978. Outside the u.s.,
unemployment will rise in 1977 and 1978--it now stands at
15 million, approximately half of which is in the U.S. He
noted that Japan and Germany are not likely to meet the
growth targets they set at the International Economic
Summit.
The President and Messrs. Schultze and Blumenthal
discussed ways to spur countries to meet their growth
targets--focusing now primarily on 1978 since it is too
late to influence results for 1977.
5.
Dr. Brzezinski said that in two major areas the
Administration's foreign policy is already having global
impacts: nuclear non-proliferation and human rights.
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-- Last week, the NSC held internal meet ings and
worked with the Vice President and members of Congress
on the Middle East.
The most explicit sta·tement of the
U.S. position on the Middle East is contained in the
Vice President's speech delivered in San Francisco last
Friday.
The NSC also reviewed a comprehensive report on
reorganizing the Intelligence community. A review
committee , chaired by the Vice President and the Attorney
General, is working on legislation in this area.
Dr . Brzezinski said that there are e ight b a sic options under
review, and that a propo~al will be ready next week . Other
issues curr ently being studied by the NSC are U.S. military
presence in the Indian Ocean; chemical warfare (where the
NSC proposed and the President approved seeking a total
ban); and follow-up on Mrs. Carter's trip to Latin America.
6. Mr. Young said that the Security Council is
meeting this week on the Rhodesian incursions into
Mozambique.
-- Ambassador Don McHenry is back from South Africa
and met with the Vice President and Mr. Vance last week.
The Vice President and Mr. Young discussed the new, more
flexible attitude of South African Prime Minister Vorster
on Namibia and the role that South West African People's
Organization (SWAPO) can be expected to play. Mr. Young
pointed out that the Organization of African Unity (OAU)
will be a key force in persuading SWAPO to accept a settlement in the area.
The OAU is meeting in Gabon next week,
ana several U.S. representatives will be present.
-- Mr. Young described frequent social contacts with
the Soviets in New York. Mr. Vance said that the Soviets
are also in frequent touch with the State Department in
Washington.
The President said that he favors our keeping
every possible avenue open with the Soviets. He also
commented that it was good that Mr. Brezhnev is now the
official leader of the USSR. The President indicated his
desire to find a convenient time to conduct broad-based
discussions with Mr. Brezhnev.
-- Mr. Vance suggested that Cabinet members read an
article by Peter Osnos on the USSR in yesterday's Washington
Post.
7. Mr. Marshall has just returned from four days at
the International Labor Organization (ILO) Conference in
Geneva. Although results are "mixed" , the U.S. has
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accomplished most of what it set out to do at ·the meeting,
and several foreign leaders were publicly supportive of
our aims.
-- Mr. Marshall also met in Geneva with the labor
ministers of several countries.
They e x pressed a strong
desire to keep the U.S. in the ILO and predicted that a
U.S. withdrawal from the ILO would, in all likelihood, be
fatal to the organization. The labor ministers were also
inter e sted in expanding technical cooperation and in our
approach to the problems of youth unemployment.
Mr. Marshall e x plained that frequent wildcat strikes
th:.. health and wel:Eare funds of the m,fliv: a:;-1d
that the union illay now be for c ed to cut health b~ne£its .
The UMW board meets today; if such a decision is made, a
series of protest strikes might follow.
Mr. Marshall said
that plans are underway to form a committee within the
government to review the situation.
h.i:W"-~

ci,_plet~cl

8. Attorney General Bell was in Canada last Friday
and Saturday negotiating with the Minister of Justice concerning the extra-territorial effect of U.S. laws.
-- He said that the Korean CIA investigation is still
underway in the Justice Department, and that there is
absolutely no truth to recent press reports that Justice
is "playing politics" with the investiga-tion.
-- The President discussed the burdens imposed by a
requirement in the Landrum Griffin Act that the Justice
Department monitor union elections.
The Attorney General
stated that these monitoring requirements ware more extensive than in the Voting Rights Act and that he would look
into the situation with Mr. Marshall.
9.
The Vice President reported that Mr. Andrus' trip
to California was extremely well received, and that, during
his own recent trip to San Francisco, he heard many compliments on Mr. Andrus.
10. Mr. Blumenthal said that he will testify later
this morning on legislation to establish NOW accounts
(checking accounts that pay interest). The idea has been
tried in New England and will require uniform reserve
requirements as well as a role by the Federal Reserve Board
regarding initial interest payments. Mr. Blumenthal said
that Arthur Burns would also testify on the bill.
He estimated that the legislation has a 50/50 chance of passage.
There is considerable disagreement among Federal financial
institutions on the bill.
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-- Tre a sury officia ls have b een me e ting wi t h v ar ious
group s on the tax r eform p ackage. La t e r tod ay , Mr. Blumentha l
will b r i e f Ms . Kr e ps and Mess rs. Califa no and Marshall o n
the subj e c·t.
11. Mr . John White said that Mr. Be r gland is winding
up his Fa r East t r ip.
- - The Agriculture appropriatio n s bill is on the
House floor today, a nd the sugar provision will b e controv er sial .
La te la s t Friday, 130 counties in Georg ia were
doclared .ligible for drought assistance. The President
and s everal Cabinet member s discussed the length and severity
of the drought.
12. Ms. Harris described her recent visit to the U.S.
Conference of Mayors meeting in Tuoson. A resolution was
passed unanimously complimenting HUD and the Administration
for t he ir urban initiatives.
The HUD appropriations bill passed the House.
The conference begins this week on the HUD a uthorizations bill, and Ms. Harris said that some minor questions
are complicating the situation.
-- The President noted that virtually every resolution
passed by the U.S. Conference of Mayors in the last six to
eight years--with the exception of this recent Conference-has condemned the Administraton.
He e xpressed sympathy
for the difficult problems r.vi th which mayors must constaHtly
deal and appreciation for their support.
13. Dr. Schlesinger said that the utilities are lobbying against the coal conversion proposal in the energy plan.
The liberals are raising environme n tal objections, and the
Republicans are offering flat opposition. Notwithstanding
these problems, results of the recent votes in the Ways
and Means ,Committee were excellent. He asked the President
for permission to negotiate on the gas guzzler tax, and the
President noted that the Senate was more strongly in favor
of the Administration's position than the House.
-- Dr. Schlesinger said that sentiment in the Congress
was strongly in favor of retention of the nuclear fission
option, and that the Clinch River power plant could only be
killed on efficiency grounds. The President said that he
has heard comments that the Administration spe aks with an
"uncertain voice" on Clinch River.
Dr. Schlesinger said
that ERDA had supported the Clinch River project for five
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years, and that although now the top people at ERDA are
doing everything they can to reinforce the President's
position, there are some problems of support at the lower
levels in the Agency.
Dr. Schlesinger said that he would
speak to the President about additional steps that might
be taken to improve the situation.
14.
The Pr e sident told Mr. Strauss that he likes the
idea expressed in Mr. Strauss' weekly summary of putting
together a trade group to visi·t Latin American as a followup to Mrs. Carter's trip.
The President said that concern
1.,a;.; exp L" es s ed abo u·t U.S. beef im~ort q'--10 to.s; h _ as k ed
Mr. John White to loo k into our allocation program. The
President made it clear that he was not proposing an
increase in overall levels, but rather a review of the
U.S. allocation among countries.
15. Mr. Lance said that the spring budget review
process will be completed this week, and that spending
ceilings will be released next week.
Employees' ceilings were approved by the President
and sent out over the weekend. Mr. Lance said that Jim
King will be calling Cabinet Secretaries concerning some
p e ople who need to be placed.
16. Mr. Adams will complete work within the next ·ten
days on an automobile legislative package.
He asked to
meet briefly with the President on t h e issue of passive
restraints in automobiles since a dec i sion on that subject
must be made by July l.
He underscored tha corop~ehensive
nature of his automobile proposals and said that emissions,
mileage and safety features will all be included.
-- In r e cent speeches, Mr. Adams has tried to illustrate and emphasize the connection between the human rights
theme and U.S. energy policy.
Basically, he has pointed
out that the U.S. is attempting to show by its own affirmative acti9ns that it will conserve the world's resources.
-- The DOT appropriations bill should be finished
this week and should be held within the Administration's
budget level.
-- Today is the final day for U.S./U.K. air negotiations.
Mr. Adams is still optimistic that an agreement
will be signed.
In his opinion, an extension of time would
not be helpful since the basic issues have been under hard
consideration for six months.
He has conferred with every
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affected U.S. airline, all of which are prep~red to move to
alternate routes as of midnight Tuesday if an agreement is
not reached. The President said he wants to be kept up to
da·te on this issue and str e ssed that ·the American people
do not yet understand it. Mr. Strauss observed that our
positions on these issues and on airline deregulation are
ex·tremely politically saleable if they are properly explained.
Mr. Adams said that a statement has been prepared in the
event that the U.S. and U.K. fail to reach agreement. The
President emphas ized that a clear and simple e xp l anat ion of
the primary issuffiwill need to be made to the public.
17. Ms. Kr_ps said that she hus sent the Pr_side nt a
memorand um on cargo preference.
-- The Commerce Department has been working closely
with Stu Eizenstat's staff on regulations to implement
the anti-boycott legislation which recently passed the
Congress. Mr. Vance said that the reactions of many foreign
governments to the legislation have been good, and that the
Saudi's need to be kept informed. Attorney General Bell
emphasized the importance of letting foreign governments
know how they can comment on the regulations. The President
suggested that Ms. Kreps invite foreign ambassadors in for
a briefing on the proposed regulations, and Mr. Vance said
that this procedure would be most helpful. Mr. Califano
pointed out that most foreign governments have Washington
counsel who represent their interests in formal administrative proceedings, and that any special meetings should not
be inconsistent with these formal legal channels. Ms. Kreps
said that the legislation is specific and does not leave
much flexibility for the regulations, but Mr. Strauss said
that perception is the opposite and that most observers
believe there is considerable flexibility.
18. Dr. Brown said that plans are going forward regarding his consultations with Korean officials next month.
He reported that the Koreans and the Japanese appear to be
adjusting well to our new policy in the area.
Dr. Brown
is also deVeloping recommendations on arms transfers and
credits. Congress has set a number of hearings on our Korea
policy--both in the House and Sena·te. Admiral Turner,
General George Brown and others have been called to testify.
Dr. Brzezinski said that the Senate Foreign Relations Committee wants the NSC to release a CIA document on the withdrawal of ground troops from Korea.
He has declined the
request on grounds that this would compromise the President's
decision-making process.
He plans to brief the Committee
on the subject.
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-- The House and Senate committees have finished
h e arings on the DOD authorization a n d are working on
their reports.
Their money totals are close to Administr a tion figures, but many d e tails are quite different.
It is already clear tha-t the appropriations committees will
not include everything in the authorizing legislation.
The House appropriations committee has reduced the DOD
budget by $2.5 billion; the Senate is waiting to see what
the final decision on authorization is before it acts. A
key issue will b e adding back funds for a nuclear c ar rier-presently not in the House appropriations committee draft.
Dr. Brown then coffi.L-nen-ted briefly on the l e ngth of the
House .::tppropric::.tt-ions commi_ t tee re;?or t . Vir tt~ all y eve cyone
of the 300 + page s in -the repo rt contn_i_ n s detailed ins t ruc tions to the Department. Other members of the Cabinet
discussed similar problems their departments have with
detailed Congressional direc -tives in committee reports.
DOD will meet the OMB employee ceilings.
19. The President described Congressional cuts to his
foreign aid proposals as "drastic" and said tha -t some of
the restric -tions imposed are "debilitating."
-- He reiterated his request to Cabinet members to
fill r e gional appointments promptly.
-- He
fund raiser
be going up
able on Air

urged Cabinet members to attend the Democratic
in New York on June 23. A special plane will
in the afternoon, and space may also be availForce 1 and Air Force 2.

The meeting was adjourned by the President at 11:07 a.m.
Respectfully submitted,

v;{__ Wtt~
H. Watson, Jr.
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PRESIDt;'NT HAS SEEN.

THE WHITE HOUSE
WASHINGTON

MEMORANDUM 'ID:
FID-1:

SUBJECI':
IMPORI'ATI

On April 20, 1977, the United States International Trade Comnission
entered an order excluding certain patent-infringing articles from
i.rnt:ortation into the United States. By letter of that same date,
the Chairman of the USI'K: transmitted the Corrmission 1 s order and
rnerrorandum opinion to you, both of which were .irmrediately referred
to the Trade Policy Staff Corrmittee for review and reoammendation.
By law, you have sixty days from receipt of the Ccmnission 1 s order
to disapprove the Ccmnission 1 s remedy for policy reasons. In this
case, the period for Presidential override expires on June 24, 1977.

The Trade Policy Staff Ccmni ttee, on behalf of the Trade Policy
Corrmittee, reconmends that no action be taken in this case, thereby
allowing the exclusion order to beccrne effective on June 24, 1977.
It is their unanirrous opinion that there are no policy reasons to
support a Presidential decision to override the Ccmnission 1 s exclusion order since the action taken by the Corrmission is the only
reasonable means of prohibiting foreign producers from i.rnt:orting
certain patent-infringing articles into the United States.
The relatively snall anount of trade in this particular item comes
primarily from Taiwan and Hong Kong and is of little i.rnt:ortance to
their trade or ours. Moreover, darestic denBild for the article can
be met by production within the United States of a high quality,
reasonably priced article.
If you accept the reconmendation of the Trade Policy Corrmittee, no
action is required; the Oommission 1 s exclusion order will automatically become effective on June 24, 1977.
That is the reccmnended course.
Stu concurs with Jack.

~approve

recommendation of Trade Policy Committee

- - -disapprove

~... c., ..... .
for Prill. . . . . . . . . . .

USITC
ORDER

-

.•

.

'.

UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

~ , ('

[337-TA-24]
'·'

CERTAIN EXERCISING DEVICES

·\
,,•
·~

l

Commission Determination and Order

·~.

I

On th e basis of the record in investigation No. 337-TA-24, Cer-

' .. ' l

,..;

>

tain Exercising Devices, the United States International Trade Commission, under the authority of section 337 of the Tariff Act of 1930,

I

l

as amended (19 U.S.C. 1337), and the Administrative Procedure Act

(5

u.s.c.
1.

551

~ ~.)--

Determines that there are violations of section 337 in the

unlicens ed importation into the United States of certain exercising

.

devices by reason of their having been made in accordance with claims
1, 2, 6-lO,and 12 of U.S. Patent No . 3,743,280 and in their unlicensed

•I

..
I

.,

sale by the owner, importer, consignee, or agent of either, the
tendency of which is to substantially injure an industry, efficiently
and economically operated, in the United States;
2.

Finds as a result of the determination of violation, and

after considering the effect of an excltision upon the public health
and welfare, competitive conditions in the United States economy, the
production of like or directly competitive articles in the United
States, and United States consumers, that unlicensed articles, i . e.,

...

certain exercising devices, made in accordance with claims 1, 2, 6-10,
and 12 of U.S. Patent No. 3,743,280, should be excluded from entry

....

into the United States for

t

,I•

term of this patent; and

..

.
2

•J

~·

'

..,
'

,,

3.

Determines that the bond provided for in section 337(g)(3)

is to be as prescribed by the Secretary of the Treasury in the amount
of 350 percent of the value of the articles concerned, f.o.b. foreign
port.

1_/
ACCORDINGLY, IT IS ORDERED-1.

Articles made in accordance with claims 1, 2, 6-10 and 12 of

U.S. Patent No. 3,743,280 shall,upon the publication of this notice

.

in the Federal Register and until the expiration of such

paten~

be

excluded from entry into the United States except (1) as provided in
paragraph 2 below of this order, or (2) as such importation is under
sublicense of a U.S. licensee of said patent.
2.

Notwithstanding the foregoing, from the day after the day this

order is received by the President pursuant to section 337(g) of the
Tariff Act of 1930, as amended, until such time as the President notifies
the Commission that he approves this action,or the President disapproves
this action,but, in any event, not later than sixty (60) days after
such day of receipt, the articles concerned shall be entitled to entry
.(

'

..

..

under bond in the amount of three hundred and fifty per centum (350%)
of the value, f.o.b. foreign port, of the articles concerned.
3.

This order will be published in the Federal Register and

served upon each party of record in this investigation and upon the

!/ Commissioner Ablondi dissents from this determination as it
relates to the level of the bond provided for in section 337(g)(3).

t

..
3

U.S. Department of Health, Education, and Welfare, the U.S. Department
of Justice, the Federal Trade Commission, and the Secretary of the
Treasury.
By order of the

Commission~~~~------KENNETH R. MASON
Secretary

r.

...

Issued:

April 20, 1977

THE WHITE HOUSE
WASHINGTON

June 21, 1977
MEMORANDUM TO:

FKM:
SUBJECI':

On April 20, 1977, the United States International Trade Corrrnission
entered an order excluding certain patent-infringing articles from
irnp:)rtation into the United States. By letter of that same date,
the Chairman of the USITC transmitted the Corrmission's order and
merrorandum opinion to you, both of which were immediately referred
to the Trade Policy Staff Corrmittee for review and reccmrendation.
By law, you have sixty days from receipt of the Comnission' s order
to disapprove the Corrmission' s remedy for policy reasons. In this
case, the period for Presidential override expires on June 24, 1977.

The Trade Policy Staff Comni ttee, on behalf of the Trade Policy
Ccmnittee, recorrrnends that no action be taken in this case, thereby
allowing the exclusion order to become effective on June 24, 1977.
It is their unanirrous opinion that there are no policy reasons to
support a Presidential decision to override the Commission's exclusion order since the action taken by the Comnission is the only
reasonable means of prohibiting foreign producers from irnp:)rting
certain patent-infringing articles into the United States.
The relatively srrall arrount of trade in this particular i tern comes
primarily from Taiwan and Hong Kong and is of little importance to
their trade or ours. Moreover, domestic demand for the article can
be met by production within the United States of a high quality,
reasonably priced article.
If you accept the recornrendation of the Trade Policy Corrmittee, no
action 1 is required; the Conrnission' s exclusion order will automatically became effective on June 24, 1977.
That is the recorrmended course.

. -,

UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.
[337-TA-24]
CERTAIN EXERCISING DEVICES
·:

Commission Determination and Order

On the basis of the record in investigation No. 337-TA-24, Certnin Exer cising Devices , the United Sta tes International Trade Commissian, under the authority of section 337 of the Tariff Act of 1930,

•

as amended (19 U.S.C. 1337), and the Administrative Procedure Act

(5

u.s.c.
1.

551

~ ~-)--

Determines that there are violations of section 337 in the

unlicensed importation into the United States of certain exercising
devices by reason of their having been made in accordance with claims
1, 2, 6-lO,and 12 of U.S. Patent No. 3,743;280 and in their unlicensed
sale by the mvner, importer, consignee, or agent of either, the
t endency of ,.,hich is to substantially injure an industry, efficiently
and economically operated, in the United States;
2.

Finds as a result of the determination of violation, and

after considering the effect of an exclusion upon the public health
and welfare, competitive conditions in the United States economy, the

' of like or directly competitive articles in the United
production
States, and United States consumers, that unlicensed articles, i.e.,
certain exercising devices, made in accordance with claims 1, 2, 6-10,
and 12 of U.S. Patent No. 3,743,280, should be excluded from entry
into the United States for t it.:: term of this patent; and

..

,.

.
2

·'

3.

Determine s that the bond provided for in section 337(g)(3)

is to be as prescribed by the Secretary of the Treasury in the amount

,,
of 350 percent of the value of the articles concerned, f.o.b. foreign
port. ])
ACCORDINGLY, IT IS ORDERED-1.

Ar ticles made in acco rda nc e with cla ims 1 , 2 , 6- 10 anJ 12 of

·~

•J

..

U.S. Patent No. 3,743,280

••

in the Federal Reg ister and until the expiration of such

shal~upon

the publication of this notice
paten~

be

excluded from entry into the United States except (1) as provided in
pa ragraph 2 belo\v of this order, or (2) as such importation is under
sublicense of a U.S. licensee of said patent.
2.

Not~vith s t a nding

the foregoing, from the day after the day this

order is received by the President pursuant to section 337( g) .of the
Tariff Act of 1930, as amended, until such time as the President notifies
the Commission that he approves this action,, or the President disapproves
this action,but, in any event, not later than sixty (60) days after
such day of receipt, the articles concerned shall be enti·tled to entry
under bond in the amount of three hundred and fifty per centum (350%)
of the value, f.o.b. foreign port, of the articles concerned.

'
3.

This order will be published in the Federal Register and

served upon each party of record in this investigation and upon the

ll Commissioner Ablondi dissents from this determination as it
rel a tes to the l e v e l of the bond provided for in section 337(g)(3).

...
3
U.S. Department of Health, Education, and Welfare, the U.S. Department
of Justice, the Federal Trade Commission, and the Secretary of the
Treasury.
By order of the

A:,..-.

Commissio~

K"S:-10lETH R. 0-lt\SON
Secretary

Issued: 'April 20, 1977

~------~~·

~~1

THE WHITE HOUS ~){

/

-.LO/
10/

WASHJNGTO;\.& /.v
jy , (Q---~)uY\
r:F::-::0:-:R~A-=-c=T::-:10::-::-N~:-----------, FOR IN F~RMATION:
Date:

June 22, 1977

Stu Eizenstat/Bob Ginsberg

~ ~B"ob

MEMORANDUM

Linder

FROM: Rick Hutcheson, Staff Secretary
SUBJECT:

Jack Watson's memo 6/21/77 re Recommended Action
on Exclusion of Certain Exercising Devices From
Importation into the United States

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:
TIME:
DAY:

IMMEDIATE
TURNAROUND

DATE:
ACTION REQUESTED:
~ 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)

'·
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TH E WHI TE H O US E
WAS Hi NGTO N

June 2 3, 1977
Hamilton Jordan
Jody Powell

For your information, th e
attached letter from th e Presid e nt
was delivered today.

Rick Hutcheson

Re: E '": onomic Polky
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XHE PRESIDENT HAS SEEN.
THE WHITE HOUSE
WASHINGTON

y

June 22, 1977

MEMORANDUM 'IO:

THE PRESIDENT

FRCM:

Jack Watson

SUBJECI':

MEEI'ING WI
YOR COLEMAN Y(){JN:; AND
DELEX:;ATIO 'IO DISCUSS 1977 MJVING DEI'ROIT
FORWARD P
- Thursday, ~
11:00 a.m.
State Dining Room

()..

BACKGROUND

As you know, Mayor Coleman Young is bringing a delegation of public
and private officials here to brief you on the 1977 MOVING DEI'ROIT
FORWARD program and to seek your supp::>rt in achieving their goals.
Essentially, the program is a public and private cooperative investment of resources for the revitalization of Detroit. As is apparent
from the attached guestlist, numerous large corp::>rations, as well as
representatives of labor, state government, and other citizens groups
are involved in the program. The effort is unquestionably an excellent
example of both public/private and state/federal and local partnership.
You are scheduled to attend the o:r,::>ening 20 minutes of the meeting.
The Vice President plans to drop by the :m2eting shortly after your
departure. At Mayor Young's request, I have also asked Secretaries
Marshall, Harris and Adams to attend. Treasury will be represented
by Deputy Secretary, Robert Carswell, and Ccmnerce will be represented
by .the Assistant Secretary for Economic Develo:r;::m:mt, Bob Hall.
The agenda is as follows:
10:55

All guests will be seated randomly at a conference
table in the State Dining Room.

11:00

You arrive and sit at the head chair between Mayor
Young and Thomas Murphy.

11: 0011:05

Mayor Young introduces rrembers of the delegation and
outlines purp::>se of the meeting.

11:0511:08

Thomas Murphy describes private sector participation
in MDF project.

11:0811:15

Mayor Young describes public sector participation and
plans for the future.

-2-

11: 1511:20

Your carments (see suggested cc.mrrents below) .

SUGGESTED CCM1ENI'S

The primary purpose of this meeting is to tell you and selected
Members of the Cabinet what Detroit is doing in its own behalf and
not to get specific federal corrmit:rrents of support at this time.
Although the plan clearly calls for substantial federal investment
in transportation, employment, housing and various other forms of
corrmunity support, Mayor Young 1 s rrain request at this meeting will
be for you to ask the Cabinet Secretaries to designate appropriate
persons in their agencies to v-Drk with the City of Detroit. All
of the Cabinet rrernbers are, of course, happy to do so. Each one
of the Cabinet rrernbers will be prepared to comment appropriately
on the aspects of the program which affect their Depart:rrent. (For
example, Bob Hall will announce tarorrow at the rreeting an EDA. grant
of $2-million for the City of Detroit.)
You might touch on the following points:
(1) Express appreciation to the group for coming to Washington to
tell you of their extraordinary efforts and carmend them for setting
an outstanding example of public/private partnership in urban
redevelopment and revitalization;
(2) As you said in your coitiTE11ts to the U. S. Conference of Mayors
last M::mday, cities, such as Detroit, are always on the cutting edge
of the nation 1 s rrost perplexing problems. It is the Mayors and other
leaders of our cities who must confront our rrost complex danestic
issues first - always long before they can be addressed through the
legislative process. One of the things you most need and appreciate
from than is keeping you aware of what those problems are and how
they can be dealt with.
( 3)

Express your particular pleasure with the large role being played
State
your belief that we sinply cannot rely on the goveri'liiEI1t to be the
sole source of all our answers and aid. If we are to deal effectively
with the intractable problems that confront us, we must do so through
creative coalitions such as the one they embody.
by the private sector in the MJVE DETROIT FORWARD program.

(4) You might say that you know each of the Cabinet Secretaries will
be happy to assign appropriate people to v-Drk with them in their efforts.
You might also say that Jack Watson and his staff are eager to assist in
every way possible. You might also say that you will follow their
progress with interest.

-3-

11:20

You depart.

11:2011:40

M::>re detailed presentations by other members of the
Delegation on various components of the program
(transportation, errployrtEI1t and youth, housing,
conmuni ty support, etc. )
(The Vice President drops by between 11:30 and 11:45.)

11:40noon

Attachnents

Mayor Young asks for discussion by cabinet Secretaries

ATTENDEES
Moving Detroit Forward
June 23, 1977

REVEREND ROY ALLEN
Pastor, Chapel Hill Missionary Baptist Church
DANIEL S. COOPER
State Senator, Michigan State Senate
BOBBY D. CRIM
State Speaker, House of Representatives
JAMES L. DAMMAN
Lieutenant Governor of Michigan
CHARLES DIGGS
U.S. Congressman
ROBERT E. DEWAR
Chairman of Board, K-Mart Corporation
LAWRENCE DOSS
President, New Detroit, Inc.
DIANE J. EDGECOMB
Executive Vice President, Central Business District Association
WILLIAM FAUST
State Senate Majority Leader
CHARLES FISHER, III
President, National Bank of Detroit
VICTOR L. FRILEY
Security guard
HANS GEHRKE I JR.
Chairman of Board, First Federal Savings and Loan
ROBERT P. GRIFFIN
U.S. Senator
DWIGHT HAVENS
President, Greater Detroit Chamber of Commerce

-2-

ROBERT HOLMES, SR.
President, Michigan Teamsters Joint Council #43
NICHOLAS HOOD
President Pro-Tem, Detroit City Council
JAMES HUDSON
Washington Representative for City of Detroit
JOSEPH L. HUDSON, JR.
Chairman of Board, J.L. Hudson Company
MONSIGNOR CLEMENT KERN
Pastor, Holy Trinity Church
CARL LEVIN
President, Detroit City Council
RAY W. MACDONALD
Chairman of Board, Burroughs Corporation
BENSON MANLOVE
Former President, Booker T. Washington Businessmen's Association
FREDERICK MATTHAEI, JR.
Chairman of Board, New Detroit, Inc.
ROBERT MCCABE
President, Detroit Renaissance, Inc.
THOMAS A. MURPHY
Chairman of Board, General Motors Corporation
DAVID B. NELSON
Staff to Mayor Young
JOHN S. PINGEL
Chairman of Board, Greater Detroit Chamber of Commerce
ROBERT L. PISOR
Staff to Mayor Young
JOHN RICCARDO
Chairman of Board, Chrysler Corporation
RONALD RIEGLE
U.S. Senator

-3-

JAMES M. ROCHE
Co-Chairman, Economic Growth Council of Detroit
(former Chairman of Board, General Motors Corporation)
ARTHUR R. SEDER, JR.
Chairman of Board, American Natural Gas Company
RICHARD SIMMONS, JR.
Deputy Mayor of Detroit
ROBERT SPENCER
President, Economic Growth Council of Detroit
MARC STEPP
Vice President of United Auto Workers
A. ALFRED TAUBMAN
Chairman of Board, The Taubman Company
LYNN A. TOWNSEND
Co-Chairman, Economic Growth Council of Detroit
(former Chairman of Board, Chrysler)
THOMAS TURNER
President, Metropolitan Detroit AFL-CIO
GLADYS WOODARD
Executive Director, Delray United Action Council
COLEMAN A. YOUNG
Mayor of Detroit
The Administration will be represented by:
Vice President Mondale
Secretary Ray Marshall
Secretary Patricia Harris
Secretary Brock Adams
Robert Carswell, Deputy Secretary of Treasury
Robert Hall, Assistant Secretary for Economic Development,
Department of Commerce
Stu Eizenstat
Jack Watson
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The attached was returned in
the President's outbox. It is
forwarded to you for appropriate
handling.

Rick Hutcheson

Re: ' Corporate Profits Taxes as a
Percent of GNP

·•

..

THE WHITE HOUSE
WASHINGTON

,,

z

0
H
E-4 H

u

>t

< rz..

MONDALE
COSTANZA
EIZENSTAT
JORDAN
LIPSHUTZ
MOORE
POWELL
WATSON
FOR STAFFING
FOR INFORMATION
FROM
PRESIDENT'S OUTBOX
I~
LOG IN/TO PRESIDENT TODAY
IMMEDIATE TURNAROUND
ARAGON
BOURNE

HOYT
HUTCHESON
JAGODA
KING

THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

''t/rc~~o•.k ,.

.,._ c:/

~~~~~~·/
June 22, 1977

ttA.al
MEMORANDUM FOR THE PRESIDENT
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FROM:

Charlie Schultze Q L)

SUBJECT:

Corporate Profits Taxes as a
Percent of GNP

P4~
7

An earlier memorandum I sent to you showed that
corporate profits taxes have been generally declining
as a proportion of GNP over the past 20 years. This
memo indicates why that has been happening.
The ratio of corporate profits taxes to GNP is
itself the product of three ratios:
• the proport1on of GNP produced by corporations;
. the ratio of corporate profits to corporate
GNP; and
. the effective rate of taxes on corporate
profits.
The first column in Table 1 shows the share of
corporate profits in GNP for the postwar period; the
next three columns show the three underlying ratios
which produce that share.
The profit figures have been
adjusted to equal "economic" profits.
(During periods
of inflation, reported profits are overstated because of
paper inventory profits and failure of depreciation to
reflect replacement costs; liberalization of tax laws
relating to depreciation works the other way.)
As you can see from Table 1, the effective tax
rate on adjusted profits has not declined over the
years, although it has moved up and down (column 2).
The falling share of corporate taxes in GNP results
solely from the declining share of profits in GNP
(column 3), which more than offsets the rise in the
share of GNP produced by corporations (column 4).

ElectrUitatiO Copy Made
for Preeervatlon Purpoeel

..
-2About half of the decline in corporate profit
margins is due to increased interest payments by
corporations.
Part of the increase in interest
payments stems from higher interest rates, but a
substantial part reflects the choice of corporations
to use debt financing, rather than equity funds, to
finance capital outlays. Because of this, a larger
part of the income to capital is now taking the form
of interest income, and is being taxed by the personal
income tax rather than the corporate profits tax.
Actual vs. Adjusted Profits
As I noted above, the effective tax rate on adjusted
corporate profits has not declined.
But actually reported
profits have been higher than adjusted profits dur1ng
the inflation period of recent years. Consequently, the
effective tax rate on actual profits has fallen.
(See
Table 2.)
In summary
the effective tax rate on economic profits has
not fallen; the smaller share of corporate
taxes in GNP arises from a declining corporate
profits share in GNP
. the effective tax rate on actually reported
profits has fallen, but reported prof1ts
overstate true economic profits in an
inflation.
Attachments

Table 1
Corporate Prof1ts, Corporate Taxes, and GNP
(percent)
(1)
Taxes
GNP
1955-59
1960-64
1~65-69

1970-74
1975
1976

Note:

4.7
4.1
4.1
3.2
2.8
3.3

( 2)

=

Taxes
AdJUSted Profits

X

( 3)
( 4)
Adjusted
Profits
x Corporate GNP
Corporate GNP
Total GNP

47.8
42.6
40.1
45.1
46.5
47.2

Column 2 is the "effective tax rate."

17.2
16.6
16.8
11.7
10.0
11.4

57.0
58.3
60.5
60.7
60.5
61.0

.,
'l'able 2
Reported vs. Adjusted Profits,
and Effective Tax Rates
Ratio of
Reported
to
Adjusted
Profits
1955-59
1960-64
1965-69
1970-74
1975
1976

91.0
99.4
98.8
115.4
125.0
125.4

Effect1ve
Tax Rate
on
Actual
Profits
43.5
42.7
40.4
39.0
37.2
37.6

•:

THE WHITE HOUSE
WASH ING TON

June 22, 1977

TO:

THE VICE PRESIDENT
MIDGE COSTANZA
STU EIZENSTAT
BOB LIPSHUTZ
JACK WATSON

FROM:

RICK HUTCHESON

The President has the original
memo. A copy is attached for
your information.

Re: Corporate Profits Taxes as a
Percent of GNP

THE WHITE HO U SE
WASHINGTON

June 23, 19 7 7
Frank Moore
Bob Thompson
The attached was returned in
the President's outbox~ It is
forwarded to you for your
information.

Rick Hutcheson
Re:
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THE WHITE HOUSE
WASHINGTON

June 22, 1977

ME!-10RANDUM FOR THE PRESIDENT

THOMSON~

FROM:

FRANK MOORE/BOB

RE:

WATERWAY USER FEES

On Wednesday, the Senate for the first time in history
voted to impose a general waterway user ' charge on shallowdraft river vessels. The vote on the Domenici amendment
authorizing imposition of fees was 72 to 20, but key
votes on two Stevenson-Long substitute amendments to
provide a new Lock and Dam 26 without user charges were
much closer.
Both of the amendments were virtually the same, in that
immediate construction of a new lock and dam would have
been authorized, with user fees contingent on a future
Senate vote. The first was defeated 51 to 44, the
second 39-52.
The second amendment was particularly interesting since
Senatory Byrd had intervened with certain procedural
safeguards to assure that user fees would be considered
in a timely fashion in a subsequent vote. We received
feelers from Byrd to back off on our veto threat on this
amendment, but we stood fast. Our margin of victory
on the vote was, frankly, surprising to everyone,
including us, since Senator Byrd had thrown his support
to the other side.
Senators that were helpful included Culver, Clark,
Proxmire and Nelson. Each of these stood with us despite
tremendous farm pressure against user fees.
Domenici was
superb as floor manager. Senators Humphrey and Anderson
ended up voting for the Stevenson substitutes even though
they co-sponsored Domenici.

Electroatati(: Copy Made
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June 22, 1977
BREAKFAST WITH SENATORS
Thursday, Ju~g____ 23_, . 1977
8:00 a.m. (45 minutes)
Roosevelt Room

ElectrostatiC Copy Made
for Preservation Purposea

From:
I.

Frank Moore }. (1,

PURPOSE
To meet with both Democratic

II.

III.

...

~-

-~.
l

and Republican Senators.

BACKGROUND, PARTICIPANTS & PRESS PLAN
A.

Background: The is the second
meetings with Senators. As in
meeting, this group represents
of the Senate--a member of the
and senior Senators; committee
moderates, conservatives.

in a series of
the first such
a cross section
leadership; junior
chairmen; liberals,

B.

Participants: The President; Vice President; ~
Senators James Allen, Wendell Anderson, Dale
Bumpers, Howard Cannon, Alan Cranston, Floyd
Haskell, Edward Kennedy, Patrick Leahy, Gaylord
Nelson, Herman Talmadge; Frank Moore, Dan Tate,
Bob Thomson, Bill Smith.

C.

Press Plan:

White House Photo.

TALKING POINTS
A.

Again, these meetings are designed to encourage
candid, open-ended conversation between you and
the Senators.

B.

Attached is a biographical sketch on each of the
Senators who will be attending this breakfast .

-2JAMES B. ALLEN (Jim) (D-Alabama); 2nd term (1980); born
December 12, 1912, Gadsden, Alabama; married (Maryon);
University of Alabama Law School; Alabama House of
Representatives, 1938-42; U.S. Navy, 1943-46; Alabama
Senate, 1946-50; Lt. Governor, 1951-55, 1963-67; elected
to U.S. Senate, 1968.
Chairman, Subcommittee on Agricultural Credit and
Rural Electrification (Committee on Agriculture, Nutrition
and Forestry); Chairman, Subcommittee on Separation of
Powers (Committee on the Judiciary).
WENDELL R. ANDERSON (D-Minnesota); 1st term (1978); born
February 1, 1933, St. Paul, Minnesota; married (Mary);
three children; J.D., University of Minnesota Law School,
1960; U.S. Army, 1959-63; Minnesota House of Representatives,
1959-63; Minnesota Senate, 1963-71; Governor, 1971-76;
appointed to U.S. Senate, 1976.
DALE BUMPERS (D-Arkansas); 1st term (1980); born August 12,
1925, Charleston, Arkansas; Methodist; married (Betty);
three children; LL.B., Northwestern University, 1951; U.S.
Marine Corps, 1943-46; Governor, 1970-74; elected to U.S.
Senate, 1975.
HOWARD W. CANNON (D-Nevada); 4th term (1982); born January 26,
1912, St. George, Utah; married (Dorothy); two children; LL.B.,
University of Arizona, 1937; Army Air Corps, WW II; Utah
Senate, 1939; elected to U.S. Senate, 1958.
Chairman, Committee on Rules and Administration;
Chairman, Subcommittee on Aviation (Committee on Commerce,
Science and Transportation); Chairman, Subcommittee on
Tactical Air (Committee on Armed Services).
Senator Cannon could become chairman of either the
Commerce or Armed Services Committees in the near future.
He is probably the most overlooked and neglected Senator by
the press and the public.
ALAN CRANSTON (D-California); 2nd term (1980); born June 19,
1914, Palo Alto, California; two children; B.A., Stanford
University, 1936; chief, foreign language division, Office
of War Information, 1940-44; U.S. Army, 1944-45; author,
Killing of Peace, 1945; first Democratic controller in 72
years, 1958-66; elected to U.S. Senate, 1968; majority
whip, 1977.
Chairman, Subcommittee on Production and Stabilization
(Committee on Banking, Housing and Urban Affairs); Chairman,
Subcommittee on Child and Human Development (Committee on
Human Resources); Chairman, Committee on Veterans' Affairs;
Chairman, Subcommittee on Health and Readjustment (Committee
on Veterans' Affairs).

-3-

FLOYD K. HASKELL (D-Colorado); 1st term (1978); born
February 7, 1916, Morristown, New Jersey; three children;
LL.B., Harvard Law School, 1941; U.S. Army, 1941-45;
Colorado House of Representatives, 1965-69, assistant
majority leader, 1967-69; elected to U.S. Senate, 1972.
Chairman, Subcommittee on Energy Production and
Supply (Committee on Energy and Natural Resources);
Chairman, Subcommittee on Administration of the Internal
Revenue Code (Committee on Finance); Chairman, Subcommittee
on Financing, Investment and Taxation (Select Committee
on Small Business).
Senator Haskell will have a tough reelection campaign,
probably against Rep. Bill Armstrong who will have generous
financial support from Joseph Coors and right wing groups.
EDWARD M. KENNEDY (D-Massachusetts); 3rd term (1982); born
February 22, 1932, Boston, Massachusetts; Catholic; married
(Joan); three children; International Law School, The Hague,
Holland, 1958; LL.B., University of Virginia Law School,
1959; U.S. Army, 1951-53; trustee, Children's Hospital
Medical Center in Boston; elected to U.S. Senate, 1962; Senate
Democratic Whip, 1969-71.
Chairman, Subcommittee on Health and Scientific
Research (Committee on Human Resources); Chairman, Subcommittee
on Antitrust and Monopoly (Committee on the Judiciary);
Chairman, Subcommittee on Energy (Joint Economic Committee).
PATRICK J. LEAHY (D-Vermont); 1st term (1980); born March 31,
1940, Montpelier, Vermont; married (Marcelle); three
children; J.D., Georgetown University, 1964; elected to U.S.
Senate, 1974; first Democrat in Vermont to be elected to

u.s.

Chairman, Subcommittee on Agricultural Research and
General Legislation (Committee on Agriculture, Nutrition
and Forestry); Chairman, Subcommittee on District of
Columbia (Committee on Appropriations).
GAYLORD NELSON (D-Wisconsin); 3rd term (1980); born June 4,
1916, Clear Lake, Wisconsin; married (Carrie); three
children; LL.B., University of Wisconsin, 1942;· U.S. Army,
WW II; Wisconsin Legislature, 1949-58; Governor, 1959-63;
elected to U.S. Senate, 1962.
Chairman, Subcommittee on Social Security (Committee
on Finance); Chairman, Subcommittee on Employment, Poverty,
and Migratory Labor (Committee on Human Resources); Chairman,
Select Committee on Small Business; Chairman, Subcommittee
on Monopoly and Anticompetitive Activites (Select Committee
on Small Business).

-4HERMAN E. TALMADGE (D-Georgia); 4th term (1980); born August 9,
1913, McRae, Georgia; Baptist; two children; LL.B., University
of Georgia, 1936; U.S. Navy, 1941-45; Governor, 1947-55;
elected to U.S. Senate, 1956.
Chairman, Committee on Agriculture, Nutrition, and
Forestry; Chairman, Subcommittee on Health (Committee on
Finance); Chairman, Subcommittee on Compensation and Pension
(Committee on Veterans' Affairs).

THE WHITE HOUSE
WASHINGTON

June 23, 1977
MEETING WITH REPRESENTATIVE KRUEGER
Thursday, June 23, 1977
The Oval Office
3:30p.m. (15 minutes)
I.

PURPOSE

From:

Frank Moore}

,All ,

To meet with Rep. Krueger to discuss the deregulation of
natural gas.
II.

BACKGROUND, PARTICIPANTS AND PRESS PLAN
Background: Rep. Krueger wrote to the President asking
to discuss the energy plan and particularly the "lessening
rather than enlargening of federal controls." He would
also like to discuss ways to assist the Administration in
strengthening its position with Mexican-Americans. Rep.
Krueger was first elected in 1974 and received 71% of the
vote in 1976. He is from the 21st district of Texas
is #16 on Interstate and Foreign Commerce (which includes the
Energy and Power Subcommittee), #14 on Science and Technology.
The district is a vast near-desert given over to the raising
of cattle and cotton, the pumping of oil and the extraction
of natural gas. The largest city is San Angelo, but he also
shares San Antonio, which has a large Mexican-American
population, with Reps. Gonzalez and Kazen. His amendment
for the deregulation of new natural gas also contains provisions
for other, older vintages. The measure will come before the
Interstate and Foreign Commerce Committee next week, probably
Tuesday.
It is very close; in the Subcommittee, Krueger's
amendment passed 12 to 10.
Participants:
Press Plan:

The President, Rep. Krueger, Jim Free.
White House photographer only.
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MEMORANDUM FOR THE PRESIDENT

j';_'

FROM:

JIM FALLOWS

SUBJECT:

Democratic National Committee Dinner

&/{J. 3

/17

Here is Jerry Doolittle's draft of Thursday night's
speech to the DNC.

He has also attached some possible

jokes.

E1ecnetatJc Copy Made
for Priiii'VIItion Purpoeea

DEMOCRATIC NATIONAL COMMITTEE DINNER, NEW YORK CITY
June 23, 1977
Good evening.

I'm always glad to come to New York.
many times I fly

No matter how

in, I always look forward to the first

sight of Manhattan from the air.

The city seems like too

awesome a monument to have been created by such small and
imperfect beings as ourselves.

It is a useful reminder

of what we are capable of, when we get together and work
toward a goal.

So is this dinner.

Our monument, the monument you all helped to build,
is a Democratic Congress and Administration.

Foreigners are often confused by our two-party system.
They see representatives of almost our whole political spectrum,
left to right, in both parties--and they wonder how there can
be any difference.

-2And it's certainly true that both major parties are,
in a sense, coalition parties--but it's certainly not true
that there's no difference.

Many years ago one of your New York newspapers, PM,
had a motto that could serve as very well as a short
statement of Democratic Party principles.

PM's one-line editorial policy was, "We are against
people who push other people around."

We, as Democrats, are against people who want our
tax structures to lie lightly on the rich and heavily on
the rest of us.

We are against people who are content to leave the
energy policy of this country to the mercies of those
whose main concern is the maximization of profits.

We are against those who would pollute our air and
poison our water and leave open wounds on our land in the

-3narrow pursuit of their own interests.

We are against those whose reaction to violations
of human rights here and abroad is a wordly and supercilious
shrug of the shoulders.

We are against those who would raise barriers of
secrecy and distrust between the American people and their
government.

We are against those who think that unemployment is
a necessary condition of business prosperity, or who
cynically hold that inflation can only be fought with
joblessness.

I won't go on, because you all know as well as I do
those beliefs which define us as Democrats.

-4And I won't presume to describe those beliefs which
define Republicans.

Fortunately for us, they do that job

very adequately themselves every election year.

As a result, our party, for the first time in eight
years, controls both the Congress and the White House.

At last we have a chance for government, not by
partisanship, but by partnership.

We have all waited and worked a long time for this
chance.

Now that we have it, we must not miss our opportunity
to restore honest and compassionate government to America,
to put our people back to work, to balance the budget, to
hold down the arms race, to support democracy throughout the
world, to bring health care to all our people and welfare

-5to those who must have it, to conserve our resources in
the face of the corning energy crisis.

But to judge by the papers, it sometimes looks as
if we are missing these opportunities--as if the White
House and the Congress were locked in a futile, scoreless
tie.

But we shouldn't treat the political news as if it
were the sports page.

Often we pay too much attention

to the defeats or victories of the day, and not enough
to the slow evolving of the whole season.

Remember that the questions that come to the President
for decision are not the easy ones.
themselves at some other level.

The easy ones decide

Only the hard questions

are left--the ones with not just two sides but a dozen, and
something to be said for each of them.

-6When we pick one legislative approach out of all
these close calls and Congress modifies it, or sets it
aside in favor of another, we have not necessarily "lost".

As long as Congress shares our goal, progress toward
the goal continues.

And very often Congress has shared not only our
goal, but our idea of the best way to reach it as well.
I met with Congressional leaders before taking office,
and outlined five major goals I hoped to achieve as quickly
as possible.

The first four were legislation setting up a
Department of Energy, the economic stimulus package, reorganization authority, and strong laws on ethics.

Already

Congress has taken what I consider to be very satisfactory
action on all four.

-7The fifth was the energy program.

I understood

from the first that passage of a sound energy program
would be--and should be--a protracted process.

These are

matters of the greatest importance, which demand the most
careful scrutiny.

Congress is giving the program that scrutiny right now.
The Speaker of the House has set rigid and demanding deadlines
for consideration of the energy measures, and the committee
chairmen are meeting those deadlines.

The result has been

long hours on Capitol Hill, and meetings which often run
late into the evenings.

I very much appreciate this sense

of urgency, and show of responsibility.

We have come a long way together on the energy
program, from the paralysis of the past.

-8Proposals to reform utility rates are not only
intact, but may well be strengthened by the House.

Its

members share my concern about rate structures that
penalize thrift and reward gluttony.

The House of

Representatives has also moved to strengthen my proposals
for solar tax credits and horne insulation.

The Ways and

Means Committee agrees with me that we should discourage
energy consumption by imposing a new tax on crude oil.

It's true that in some instances I have been
disappointed in actions taken by Congress.

It may even

be, in a few very isolated instances, that Congress has
been disappointed in actions taken by me.

But these are individual ball games that go one
way or another, during a long season.

The important

question isn't which team is suffering a temporary slump
or celebrating a winning streak.

-9This can't be the question at all, because we
are both on the same team.

We share the responsibility -- and the desire -- to
save our nation from the worst effects of the energy
shortage which is corning towards us just as surely as
tomorrow is.

I know how hard a thing this is politically -- to
take inconvenient and unpleasant action in advance against
a catastrophe whose outlines are still dim to many people.

I was discouraged to learn,

in a recent poll,

that 48 per cent of the American people still hold the
false belief that the United States imports no oil.

Part of the fault is mine.

President Theodore

Roosevelt called the Presidency -- "a bully pulpit" -and perhaps I have not used it as well as I should have
to alert our people to the problems ahead.

-10Perhaps I was too timid in my energy proposals.
It may have been that bolder and even harsher proposals
would have jolted the American people into understanding
just how grave a problem faces us.

It is not too late.

The current process of give and take with Congress
offers a chance not only to weaken proposals -- but also
to strengthen them.

Some of my proposals have 1n fact

been strengthened, as I pointed out earlier.

I would

certainly not object to further strengthening, so long as
it does not unbalance the basic fairness of the plan by
placing lopsided burdens on particular groups or regions.

The Congressional Budget Office and the General
Accounting Office have

also recommended that any changes

in the energy plan be in the direction of stiffening the
proposals rather than weakening them.

-11-

Certainly, if we do not take relatively tolerable
steps today, we will be forced to take much more painful
ones in the future.

There is no other choice.

And so I would hope that Congress will not merely
indicate where it thinks my proposals are in error, but
will also suggest suitable improvements on those proposals.

I am not wedded to the precise means we have proposed
in the energy package, but I am absolutely determined to
reach the larger goal I know we share -- a fair, balanced
and effective energy program for our country.

To this end, I will propose new or modified measures
to replace any part of the plan that might be considered
unsuitable by Congress.
will do the same.

As I have said, I hope Congress

-12We both have our assigned roles, under the American
system of government.

It is normal and it is proper for

those roles to bring us into occasional disagreement.

My job is to try to reconcile the needs and interests
of all 50 states

and all 435 Congressional districts so

as to come up with an acceptable synthesis.

When I misjudge, the Congress will move to correct
me.

When Congress misjudges, I must take whatever seems

to be the most appropriate action.

Perfect truth will seldom come out of the process
but progress already has.

My experience with the Democratic Congress has been,
on balance, a heartening one.

I have developed close and

warm relationships with the leaders, and we have accomplished
a great deal together.

-13Sometimes there have been creaks of protest and
grumblings on both sides -- but this is just the normal
noise of the machinery of government starting up again
after a period of inactivity.

Part of the noise is because lobbyists for special
interest groups are putting more pressure on Congress
these days.

When the White House is in the hands of a

political party devoted to stalling social progress -I hesitate to mention any particular political party by
name -- then the lobbyists have a relatively easy time of
it.

They don't need to work so hard to block progressive

legislation on the Hill, because they can count on the
President to shoot it down anyway.

Now the situation is different.

Now the special

interests must double and redouble their efforts on
Capitol Hill, because their last chance to kill progressive
measures lies with Conngress.

-14This has led to lobbying which has unpleasantly
surprised me by its intensity.

But I have been gratified by the many instances in
which Congress has stood firm against these lobbying
efforts, and has shared my view of what is right and
needful for the country at large.

I have spoken already of some -- by no means all -of the progress we have made together.

That progress is

all the more encouraging in view of the heavy burdens I
have laid upon the Congress in these first few months of
my administration.

The response of the members and of

their leaders to this workload has been magnificent.

Major portions of my legislative program have been
passed already, and the rest is well underway.

It would be unnatural -- and even undesirable -if we had had no problems between us at all.
problems have come

But those

because, as members of the same party,

-15we expect so much of each other.
much.

Perhaps we expect too

I am sure this is at the heart of some of the

disappointments we sometimes both feel.
/

I am just as sure that those disappointments are
only temporary.
last.

We are all Democrats together -- at long

We share the same high hopes and aspirations for

our country.

And we share our disappointments when these

dreams are imperfectly realized.

But these disappointments will not keep us from
pursuing our common goals.

Nor will the knowledge that today's goals, once
reached, will simply be replaced by tomorrow's even more
ambitious goals.

That is how progress is made, and that is the
endless job which we must undertake

together.

ADDENDUM TO DNC SPEECH
Here are some suggested jokes, if you should want
any to use before the speech:
1.

Originally this dinner was scheduled for Queens, but

the Secret Service advised against it.

People were already

stirred up over the Concorde, and then of course Andy Young

2.

We had a little ceremony in London where I planted what

later turned out to have been a dead tree.

In a way, it

made me think of the $50 rebate.

3.

Andy and I are very close, but I didn't realize he had

Presidential ambitions till I saw he had given an interview
to Playboy, too.

4.

A big part of politics is knowing when to compromise.

I think of Mayor Beame, when he sued the human fly for
$250,000 and then had to settle for a dollar ten.

Once or

twice these past weeks and months, I've been made to
understand how Abe must have felt.

5.

We were down a submarine for three hours.

It took so

long because Admiral Rickover wouldn't let me up till I
promised him a new aircraft carrier.

-2-

6.

There are no real problems with my tax audit.

The

IRS was just a little curious about my $600 deduction for
toothpaste.

7.

We've made a very encouraging start on establishing

closer ties with Congress.

Frank Moore tells me they've

already agreed to give us full information on our MIAs.
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June 22, 1977
MEMORANDUM FOR:

THE PRESIDENT~

FROM:

STU EIZENSTAT~
BOB GINSBURG

SUBJECT:

Tax Reform

Attached are two memoranda from Joe Pechman and one from
us on tax reform and an article from Sunday's Washington
Star carrying an interview with Secretary Blumenthal.
1.

(a)
In the first memo (Tab A) , Pechman sets out his
options for tax reform, including a reform package
which he would recommend. You should know that
Pechman believes that the current Treasury program
falls short on grounds of progressivity,· comprehensiveness, and simplicity for the average taxpayer -- Pechrnan
just ·feels that it is not a very ambitious program.
(b)
In his memo, Pechman - suggests a very interesting
approach for dealing with the itemized personal deductions. Instead of fighting separate battles on each
deduction, Pechman recommends that we adopt an alternate,
lower rate schedule for those who choose not to itemize.
In e ffect, this ~ould establish a floor for itemized
deductions -- if the taxpayer's itemized deductions are
less than the floor, it would be more profitable for
him to just take the standard deduction and the lower
rate schedule.
A similar (but perhaps politically more difficult)
approach would be to directly establish a floor on
itemized deductions, e.g., deductions could be itemized
only to the extent that they exceeded 10% of income.
Either approach would cause millions of taxpayers to
give up itemizing (accelerating the trend we began
this year by increasing the standard deduction) , thereby
achieving a dramatic step fonvard in simplification.
These approaches are not perfect -- they will be criticized (as could the tax bill we just passed) as attacks
on the real value of itemized deductions -- but we think
they should be developed and carefully considered by
Treasury.

2

..

2.

In his second memo (Tab B), Pe chman recomme nds that
integration not be included i n the tax reform package,
arguing that it reduces progressivity, gives up too
much revenue, and is not a very effective incentive
for capital formation.

3.

Our memorandum (Tab C) e x presses our concern that the
current Treasury program simply is not responsive to
y our campaign theme, and the perception of the average
tax p a ye r , t hat th e tax system i s a disgr ac e. We poin t
o ut some serio u s progress i v i ty an d d i str i butional
problems in the current program and conclude that -·
Treasury does not appear to be producing a pack!ge ~ ~-
which you can sell to the American people a·s . ct. sub-··'.stantial improvement for the bulk of the low :and middle
income taxpayers. At the end of the memo, we request
your guidance (to relay to Treasury) on these issues.

4.

We hope you will instruct officials concerned with the
tax reform effort and in the Administration generally
to refrain (as you have) from -speculation on the amount
of net tax c uts (overall revenue loss) whic~ our . program
will provide and the rate reductions we w~l1 ~ p~opos~.
(Secretary Blumenthal was quoted over the weekend : {Tab D)
as saying the Administration wants to reduce top tax
rates to 50%.) Continued discussion of this issue
will divert the attention of the public and Congress
from the difficult issue of tax reform to the easy one
of tax cuts and rate reductions.
It will dilute the
effect of any net tax cuts we do announce and make _our
· effort to get comprehensive reform harder.

Attachments:
A
B
C
D

Pechman memorandum on tax reform options
Pechman memorandum on integration
Our memorandum on the overall Treasury program
Washington Star article carrying interview
with Secretary Blumenthal

June 1 6, 1977

M EMORANDUM FOR THE PRESIDENT

F R OM:

Joe Pechman

SUBJECT:

Tax Re f orm Options

The majo r objectiv e s of tax reform should b e to imp r ove t he
equ i ty o f th e t a x: sy te m {both V':!rtical and h o riz o ntal} and make i t
simple to understand. Both objectives can be achieved by moving
toward a compr e hensive tax base which would eliminate the major
preferences, curb business expense account abuses, allow only
essential personal deductions, consolidate the four tax rate schedules,
and reduce themarginal income tax rates substantially in all brackets.
The rates should be adjusted to make the income tax more progressive
than it is today. Business taxes should also be reduced, but the form
and the amount of the reductions should be as consistent as possible
with the equity and simplification objectives and should also maximize .
the stimulus to business capital formation.

Building ' Blocks of Tax Reform
The building blocks for th e construction of any tax reform package are as follows:

1. Capital gains. The capital gains prov1s10ns are complicated,
distort economic behavior, and favor the wealthy taxpayer. Equity,
simplicity, and tax neutrality would all be served if capital g ains
were treated as other income. This change alone would permit a
substantial reduction in the higher bracket individual income tax rates.

'

2. Capital gains tr a nsferred by g ift or at death. Today, such
gains are not ta.xed until the assets are sold by the recipients of the
gifts or bequest. This is inequitable because it benefits families who
can hold on to their assets for long periods, and penalizes those whofor business or other reasons - must sell their assets. It also encourages families to hold on to their wealth without turning it over
for generations to avoid paying the capital gains tax. This lock-in

' z..
effect would be aggravated if capital gains were treated as other
income. Lawyers complain that the present provisions raise
difficult tracing problems. For all these reasons, capital gains
should be taxed when assets are transferred to others as well as
when they are sold.
3. Business tax preferences. While some progress has
been made in recent years to eliminate tax preferences, a number
of costly preferences have remained or have recently been introduced. Elimination of these preferences might be accompanied by
a r~d uction in the corporation income tax race . The major busine ss
tax preferences are: (a) percentage depletion for small producers of
oil and gas and for all minerals producers; (b) deferral of tax through.
the Domestic International Sales Corporation (DISC); (c) deferral of , : ' ·
tax on income of foreign corporations controlled by U.S. shareholders;
and {d) tax shelters (which remain despite the revisions in the 1976
.
Act).
4. Business expense accounts. The abuse of business expense
accounts should be terminated. Consideration should be given to ·
putting per diem and per. meal limits on business expenses; denial
of deductions for club dues, admiss~ons to sports and theatrical events,
and other lavish entertainment expenses; and a limit on deductions for
air travel to coach fare.
5. Tax-exempt interest. The correct method of eliminating
this inequity would be to tax interest in all future municipal issues, .
and to use the revenue to increase aid to states and local governments.
However, the opposition would be fierce. As an alternative, the states
and local governments should be given the option to issue taxable
issues, with the interest to be subsidized by the federal government to
the extent of 40 percent.

6. Other exclusions for property income. Aside from taxexempt interest, property income receives preferential treatment
in two respects: first, the interest earned on life insurance savings
of individuals is not taxed; and second, the first $100 of dividends
($2.00 on joint returns) is excluded from income. At one time, it was
felt that it would be difficult to tax the interest on life insurance savings, but the necessary accounting can be done for the individual on
a modern computer. The dividend exclusion is a vestige of the

3.

1954 Act (which gave dividend relief to individuals in the wrong
way} and should be repealed regardless of the decision on integration of the corporation and individual income taxes (see item
13 below}.

7. Personal deductions. The personal deductions under the
individual income tax are much too generous. In 1975, 72 percent
o f t he itemized d e ductions w e re reported on return s with income
above $15,000. Moreover, the personal deductions are a major
cau s e of t he complex ity of the i ndivi dual i ncome t ax r e turn a nd of
th e d i fficu lti es o f t a xpayers in p repa r ing t heir ret u r ns . Ec;_ u ity a..J.d
simplicity would be served if the deductions were pruned to a
minimum.
The only essential deductions are for extraordinary medical _
expenses and casualty losses (for example, more than 10 percent of
income}, charitable contributions above a _reasonable minimum (for _
example, 2 or 3 percent of incom e ), and interest paid up to the
amount of property income reported on the tax return. The deduction for income taxes might be continue_d to encourage the use of state
income taxes. If it is deemed necessary to subsidize homeowners, a
deduction for the first $3,000 of property taxes and a n additiona_l
$2,500-$5,000 of interest (over and above the amount of property
income) might be allowed.
If these possibilities are politically unacceptable, one alternative
is to place o.. floor of, sc.y, 10 percent on itemized deductions, but this
approach was rejected by Congress in 1964. Another alt~rnative is
to design a special rate schedule with lower rates for taxpayers who
do not itemize and waive the use of any special tax credits. This
would permit the adoption of a simple tax return for the large
majority of taxpayers.
8. ,T reatment of the elderly. The elderly receive excessively
generous treatment. Those over 65 ye a rs of age receive an extra $750
exe mption and an extra tax credit of $35, pay no tax on their social
security benefits, and receive a 15 percent tax credit on the first
$2,500 of other income(less any social security or other exempt
pension income) for single persons and $3,750 for a couple. The credit
is phased out for those with earnings above $7,500 if single, and
$10,000 if married. Despite recent simplifications, the credit

4.
complicates the tax return unnecessarily. The case for any.
special treatment of the elderly is weak; if some preference is
considered necessary, the additional per capita exemption should
be sufficient.

9. Transfer payments. Social security benefits, unemployment compensation, workmen's compensation, welfare benefits,
and other transfer payments are tax-exempt. It would be better
to tax all transfers and to raise the personal exemptions so that
those with inadequate total incomes are exempt from tax. Since
the soci al se curit y system is f inanc e d in par t b y a n e mployee p ayroll tax which is not deductible in computing taxable income, only
half of social security income might be included in the tax base.
Unemployment and workmen's compensation should be fully taxable.
Other transfer payments might continue to be excluded because
they are received by persons who would not be taxable in any case.

10. Treatment of the family unit. The present four rate
schedules are the result of piecemeal legislation to differentiate
between taxpayers in different marital statuses and with different
fami.,ly responsibilities. The complications are of major proportions,
yet the result pleases no one. Single persons still believe they are
overtaxed; married couples with two earners also believe they are
overtaxed, even though they benefit from income splitting. The only
solution is to adopt one rate schedule for all taxpayers and make
allowances for family size through ~h~ ?ersonal exemption or tax
credit. To avoid the penalty on marriage, a generous de~uction
should be allowed for two-earner couples (say, 10 percent of the earnings of the spouse with the lower earnings up to $2,500).
Adoption of one rate schedule would lower the tax liabilities
of single persons as compared with married couples. This seems
reasonable, because there is no logical reason why the tax of highincome individuals should be reduced substantially (as is done today)
when he or she marries a person with little or no income.
11. Personal exemptions, tax credits, and the standard
deduction. Allowances for the taxpayer and his family are now provided by a per capita exemption of $750 and a per capita tax credit
of $35. In addition, a flat standard deduction of $2,200 for single
persons and $3,200 for married couple.s is allowed~ The objective

5.

o:f these provtstons is to avoid taxing people who are officially
classified as poor. The exemption and the credit serve the same
purpose - they make allowances for family size - but the two
together complicate the tax return. If rates are altered, the same
average effective tax rates can be achieved for all income classes
with an exemption or a credit. The difference between the two is
that the credit increases the tax value of an additional . dependent
in t he lower brackets and reduces it in the upper br a ckets. Middleincome taxpayers who are near the breaking point receive little or
n o benefit from t he c r e dit. The standar d d e duction should be adjusted
up wa rd perio di cally t o k e ep p ace wi t h inflation.

12. Withholding on interest and dividends. Even though information forms are required for virtually all interest and dividend payments, the amotLTlt of underreporting of these items ·
(particularly interest) is substantial. When it last considered the
matter thirteen years ago, the Senate preferred to enforce the- tax on interest and dividends through information returns rather than
withholding. But it is now clear that the IRS will never be given
sufficient :r·esources to match the tens of millions of information
forms with tax returns. The only solution is to add interest and
dividends to the withholding system.

13. Business taxes. Business tax reduction is inevitably
regressive and, therefore, should be moderate. Any form of inte- - gration of the corporation and individual income taxes would be
cosdy and reduce progressivity. If integration wer~ in the form
of individual relief, great pressure would be put on corporations to
increase dividend payouts and national saving (and investment} might
be reduced. Faster depreciation, additional investment tax credits,
and a reduced corporate rate should be considered as an alternative
to integration. If integration is proposed, the tax rates should be
adjusted to offset its regressive effect.

'·

14. Tax rate reduction. Comprehensive tax reform requires
rate reduction to prevent inordinately large tax increases for those
who lose preferences. In addition, lower tax rates would improve
economic incentiv.e s and reduce the tendency to seek tax shelters. The
goals should be to reduce the tax rates from the present range of
14-70 percent to 10-50 percent, but this goal can be reached only with
a tough tax reform package. The rates should be designed to give

6.
significant tax reduCtions to middle- as well as to low-income
taxpayers.

Illustrative Tax Reform Packages
The building blocks can be combined in many ways for purposes of tax reform. To illustrate the possibilities, three individual
income tax packages are summarized in Table 1. (Business taxes
a re dealt with in the accompanying memorandum.)
Package A - the most ambitious package - would eliminate
the capital gains and the other major preferences, set tough rules
for business expense account deductions, remove the tax advantages
of the elderly, tax half of social security benefits and all unemployment and workmen's compensation payments, slash the personal deductions, substitute one tax rate . schedule for. the present four. schedules,
use only the personal exemption {rather than an exemption and a credit),
and withhold on interest and dividends. This package would be a tax
reformer's dream, but it would be unacceptable to important groups
in society.
Package B is designed to simplify, as well as reform, the income tax. It is the same as Package A, with the exception that the
tax advantages of the elderly remain untouched and a lower rate
schedule is provided for taxpayers who waive all personal deductions
and tax credits. (The scheci.ule is calculated to convert itemized deductions up to about 10 percent of income to rate reductions.)
Package B, which I prefer, would permit all but a relatively few taxpayers to fill out a simple tax return form without any deductions or
credits.
Package C is similar to Package A, with the exception that
fewer ite~ized deductions are eliminated, business expense accounts
are dealt with more leniently, and there is no change in the treatment
of transferred capital gains, the present ·four rate schedules, and
transfer payments. In addition, a $200 per capita credit is substituted
for the present exemption and per capita credit. Package C is virtually
identical to the Treasury proposals. Because it does not tax
transferred capital gains, it cannot be as progressive as Package B.

7 ..

Moreover, conversion of the exemption to a credit reduces the amount
of the tax reduction that can be given to middle income taxpayers.

•.

8.
TABLE 1
Illustrative Individual Income
Tax Reform Packages

Revenue
effect
(billions
of
dollars)

T a x items

Package
A

Package
B

Package

c

Capital Gains
Tax capital gains as ordinary income
Tax capital gains transferred by gift
or at d e ath

4.4

X

X

X

7.3

X

X

X

1.3

X

X

X

1.2

X

X

X

0.6
1.0

X

X

X

X

X

X

a

X

X

a

X

X

X

a

X

X

X

a

X

X

-0.5
1.7
0.4

X

X

X

X

X

X

X

X

X

Business Preferences
Eliminate percentage depletion
Eliminate deferral through DISCs
Eliminate deferral of income through
foreign controlled corporations
Eliminate remaining tax shelters
Business E x pe:1se Accounts

1 ..0

Adopt per meal and per diem limits
Eliminate deductions for club dues,
yachts, and so forth
Eliminate deductions for sports and
theatrical events
Limit air travel, deductions to coach
fares

·.

O t her Preferences
-Adopt subsidized taxable bond option
Tax interest on life insurance savings
Eliminate dividend exclusion

-continued-

9.
T ABLE 1 (continued)

Revenue
effect
(billions
of
dollars)

Tax items

Package
A

Package
B

Package

c

Tr eatment of the Elderly
Eliminat~ elderly tax credit
Eliminate special exemption for the
aged and the blind

·0.5

X

1.2

X

1.8

X

3.3

X

6.5

X

Transfer Payments
Tax one-half of social security
b enefits
Tax unemployment and workmen's
compensation payments

X

P e rsonal Deductions
Eliminate all deductions for taxes
except state-local income taxes
Elirninate deduction for state sales
taxes
Eliminate deduction for gasoline taxes
Introduce 2 perce.n t floor for charitable contributions
Allow deductions for medical expenses
and casualty losses for amounts exceeding 10 percent of income
Limit interest deductions to property
income plus $2.,500
Limit interest deductions to property
income plus $10,000
Special lower rate schedule for nonitemizers

·.

1.5
0.7

X

2.0

X

1.3

X

0.5

X

X

0.1
b

-continued-

X

X

X

X

10.

TABLE 1 (continued)

Revenue
effect
(billions
of
dollars)

Tax items

Package
A

Pack- - Package
age
B
c

Treatment of Family Unit
Substitute one rate schedule for the
present four schedules
Deduction of 10 percent (up to $2,500)
of earnings of spouse with lower
earnings
Deduction of 10 percent (up to $600)
of earnings of spouse with lower
earnings

b

X

X

-3.0

X

X

-1.7

X

Exemptions, Tax Credits, and Standard
Deduction
Convert the exemption and credit to an
exemption of $1,000
Convert the exemption and credit to a
credit of $200
Standard deduction of $3,500 for
married couples and $2,500 for single
persons

-2.5

X

X

6.5

..

-2.0

X

X

1.5

X

X

c
c
c

X

X

Withholding
Withhold on inte'rest and dividends

X

Individual Income Tax Rates
Schedule A rates
Schedule B rates
Schedule C rates

-continued:...

X
X

11.
TABLE 1 (concluded)

NOTE: All packages assume elimination of the minimum tax and the maximum tax on earned income.
a. Revenue effect is difficult to calculate. Total revenue gain from all the
-pr opos ed revisio ns of business expense account deductions probably would raise
more than $1 billion a year.
b. Rate schedule would be calculated to convert itemized deductions up to
10 percent of income to rate reductions.
c. Rate schedule would be set to yield the desired revenue and progressivity
objectives.

·.

June 16, 1977

M EMORANDUM FOR THE PRESIDENT
FROM:

Joe Pechman

SUBJECT:

Integration of the Corporation and Individual
Income Taxes

I b eliev e it 'would be unwis e t o include integrati o n i n t he
for th c oming t ax r e f o r m packag e . Any for m of i nc egra t i on w ill
be costly and reduce progressivity. Integration will make equities
more attractive, but it may reduce private capital formation,
rather than stimulate it.
There are two types of integration-"full" integration and
"partial'• integration-and both have signi'ficant weaknesses. - --- ·--- - ·- ·
Under full integration, corporate earnings are taxed to shareholders
and they receive a full tax credit for the corporate tax (which becomes
merely a withholding tax). Under partial integration, shareholders
include the corporate tax paid on their dividends in their income
and they receive a tax credit for the amount of corporate tax so
included. In effect, full integration eliminates the entire corporate
tax; partial integration removes the corporate tax only to the extent
earnings are paid out.

Partial Integration

·-

Partial integration would put great pressure on corporations
to increase dividends if the top individual income tax rate were
brought down to the level of the corporate rate. Given such rates,
a corporate manager who retained any part of the earnings of a
corporatiol'l would be denying his shareholders (except those subject
to the top rate) a tax credit for the retentions. In effect, the shareholder would be making a forced loan to the corporation for the credits
he was denied.
I would expect that the pressure to distribute would be so
great that corporations would increase dividend payouts and request

2.

their stockholders to reinevest their dividends automatically
thr ough dividend reinvestment plans. The earnings that would be
available for corporate reinvestment could be no higher than it is
at present; it would be lower to the extent that the shareholders
did not reinevest their dividends. The corporation could turn to
the capital markets for additional funds; but, even if stocks became more attractive, it is uncertain whether the corporations
would or could replace their lost retained earnings from outside
sources. In these circumstances, the vulnerability of some businesses
to financial market conditions would be increased and corporate
inves tm e n t mig ht b e r educ e d .
Another reason why investment might be reduced .is that the
integration proposals envisage denying the corporate tax preferences
in calculating the corporate tax credit allowed to shareholders. The
most important of the preferences is the investment credit, which
now amounts to almost $10 billion a year. Denial of the preferences
is considered necessary to reduce the revenue loss from integration
and also to avoid the criticism that the shareholder would otherwise
be given a credit for a tax he did not pay. A pass-through of the.
investment credit to shareholders would treat them on a par with
sole proprietorships and partnerships, but the criticism will be hard
to respond to. Under the circumstances, the effectiveness of the
investment credit as a stimulus would be undermined.

Full Integration
Full integration has the merit that it would provide tax credits
for shareholders whether dividends were paid or not. Thus, there
would be no pressure on corporations to increase their payouts. (In
fact, the availability of the credits might justify reducing payouts.)
Internal funds for investment purposes are therefore _likely to be unimpaired and might even be increased.
The difficulty is that a pass-through of the investment credit
is even less likely under full than under partial integration. Again,
the greater attractiveness of corporate equities might offset the
incentive lost by the effective repeal of the investment tax credit,
but there is considerable danger that it would not.

3.
Another problem with full integration is that it will be difficult to implement. Shareholders will be required to keep track of
the corporate earnings on which they were taxed and therefore
automatically reinvested. In addition, an arbitrary rule would be
required to allocate earnings to part-year shareholders. These
problems are not insuperable, but they m .ake full integration less
attractive.
Finally, under both integration schemes, tax exempt organizations would not be given any credit for the corporation tax paid
on thei;: shareholders. This is considered 4lecessary to avoid the
loss in revenue, which would be of the order of $6-12 billion (depending upon which method was used). The denial of the benefits of
integration to pension funds will be regarded as a discrimination
against labor; and educational and other nonprofit organizations will
argue that this back door method of taxing them should be removed
when the burden of the corpor.ation inco...rne tax_i_s being lift~~l.fro:n:) ____ _
nontaxable individuals.

Conclusion
I conclude that it would be unwise to give up a significant amount
of revenue for integration and to link it with the forthcoming tax reform package. The issues in integration are serious enough to warrant
additional study before a presidential recommendation is made. Moreover, if the objective is to stimulate capital formation, it would be
more effective to provide direct incentives through such devices as
more acceleration of depreciation and an improved or enlarged investment credit. · A cut in the corporate tax rate, say, from 48 to 45 percent,
would also b~ in order if individual income tax rates are reduced. To
keep the regressive effect of business tax changes to moderate proportions, the net tax cut to corporate enterprises-after making adjustments to offset the revenues gained from the removal of preferencesmight be limited to $2-3 billion.

THE WHITE HOUSE
WASHINGTON

June 22, 1977
MEMORANDUM FOR:

THE PRESIDENT L~.

FROM:

STU EIZENSTAT r ~
BOB GINSBURG

SUBJECT:

Tax Reform

We are concerned that in considering a long list of pro
and con arguments on various tax preferences, we not lose
sight of the forest for the trees. One of the fundamental
objectives you have established for tax reform -- and the
one thing tax reform specialists and the general public
care about more than any other
is a fairer, more
progressive tax system.
··· · ·-

I'

When you say that the tax svstem is a "disgrace", . we
understand you to mean that it is a : disgrace because it
is riddled with complex preferences, which are available
to the wealthy and not the averag e taxpa y er and which
enable the wealthy to avoid paying their fair share -- ~ith
low and middle income taxpayers left to pick up the bill.
We think that the main reason your campaign for tax reform
has elicited such a strong response is that the man in the
street agrees and identifies with this perception.
In that connection, we would like to make the following
points about the Treasury program in its present form:
1.

(a)
The Treasury program will actually reduce the
average · tax paid bv those in the $50,000-$100,000,
$100,000-$200,000, and $200,000 and over income
classes. See Annexes A-1 and A-2 which provide a
comparison between the effective tax rates (actual
taxes paid as a percentage of income) under current
law and those proposed under the Treasury program.
Individuals in the $50,000-$100,000 income class will
even get a larger percentage reduction than those in
the $15,000-$20,000 income class.

2

(b)
For both the expert and the average taxpayer,
the bottom line for judging our tax reform will be
who gets what -- how much relief do we deliver to
low and middle income taxpayers and do we really try
to make the wealthy pay their fair share. Yet under
the current Treasury program the average $200,000
taxpayer will receive a tax reduction at least 10
times greater than that given to the average $15,000
taxpayer.
(c)
If the effective tax rates of those in the $50,000
and ove r income cla sses were ~erely left uncnanqed
rather than being reduced, we would have an extra $3.5
billion to either save or distribute to the lower
income brackets.

2.

Another way to look at the fairness or progressivity of
our tax reform program is to examine its effect on who bears the tax burden, i.e., the percentage distribution
()f -the total income tax burden borne by the different _ ,,
income classes. See Annex B. Under the Treasury p~ogram,
taxpayers in the $15,000-$20,000 bracket (as well- as the
$20,000-$30,000 bracket) will actually bear a greater
share of the overall tax burden than they do now. That
kind of a result could lead to the devastating charge
that our tax reform package strikes at the middle class.
There may be difficulty in securing broad public support
for - a tax reform package which increases the percentage
of the tax burden borne by the middle class.

3.

The current Treasury program would cut marginal tax
rates from 70 to 50 at the top and 14 to 13 at the
bottom. As Annex C indicates, more of the benefits
from these rate cuts will go to those making over $50,000 than to the far greater number of taxpayers
making less than $20,000. The rate cuts currently
proposed by Treasury would result in a revenue loss of
$22.9 billion, with the 1 million taxpayers in the
over '$50,000 income class qetting greater total _reductions than the 74 million taxpayers (of which 52 million
have positive tax liability) in the under $20,000 class.

3
4.

The need for greater progressivity in the Treasury
program becomes further evident when we recognize
that the income tax is the only real opportunity we
have to achieve an overall progressive Federal tax
structure -- payroll taxes weigh much more heavily on
working people than they do on the wealthy. If
Treasury's charts and tables reflected payroll as well
as income taxes, the positive impact of the Treasury
program on overall progressivity would be even smaller
than it is now.

If the top marginal tax rate is to be cut to the neighborhood
of 50, there remain several ways in which we can make the
overall package more progressive than it is now:
(a)

The most significant would be to bear down more vigorously on the tax preferences which benefit corporations
and the wealthy and distr~bute the revenue gained to _
low and middle income taxpayers by way of greater tax
cuts. For example, full taxation of capital gains on
-property transferred by gift or bequest would raise
$7.3 billion in additional revenues. That item alone
\YOuld substantially increase the progressivi ty of our
reform package. Over $11 billion in additional revenue
could be raised through items such as: deferral of tax
on foreign profits; "expense account" entertainment
dining, and travel; the special depletion allowance for
hard minerals; interest on consumer loans; a 2-3% floor
under the deduction for charit.able contributions; the
interest buildup in insurance and annuity contracts;
and unemployment insurance payments.
In the case of
itemized personal deductions, either Joe Pechman's
proposal of a lower rate schedule for those who do not
itemize and a higher rate schedule for those who do or
a direct floor on itemized deductions would raise significant amounts of revenue.

(b)

Treasury's current proposal to eliminate double taxation
(the dividend credit method) would cost almost $10
billion in · the first year and increasing amounts in subsequent years. Reducing the dividend credit from the
100% presently being proposed by Treasury to 50% would
save almost $5 billion in revenues which could be
distributed to low and middle income taxpayers. Alternatively, many economists feel that other methods of

1

4
business tax reductions (investment tax credits,
accelerated depreciation) would provide more stimulus
to business investment and at a considerably reduced
cost.
(c)

If you were to accept the present Treasury program
as is without eliminating any further tax preferences,
the only way you could achieve greater progressivity
and more relief for low and middle income taxpayers
would be to spend additional revenues t o provlae
larger tax cuts for individuals in those brackets.

(d)

Even within the restrictions imposed by a top marginal
rate in the neighborhood of 50, some modest increase
in the progressivity of our package can be achieved
(without any further revenue loss) by lowering the
income level at which that rat~ would apply - from the$80,000 currently proposed by Treasury to, -say,
$60,000 -- this would make some additional revenue
available for those at lbwer income levels.

In order to make any headway against the lobbyists and
special interests who will oppose practically every one of
our specific reform proposals (with probably as much vigor
if our proposals are timid as if they are bold), you will
have to be able to personally sell the overall program to
the American people. We think the key to your ability to do
that will be what our program actually deliver& -- ~n terms
of tax reduction, progressivity, and distributional burden -for the average taxpayer.
We remain concerned that Treasury is not producing a program
which will enable vou to meet this challenge. We think
direction from you is necessary and recommend that you
approve the guidance set out below.
Presidential Guidance

1.

Ask Treasury for an alternative reform package wh1ch
is more progressive than their current program.
Specifically:

5

(a)
Greater tax reductions should be provided for
middle income taxpayers so that the relative share
of the overall tax burden borne by the middle class
is reduced, not increased as it is under the current
Treasury program.
(b)
The average taxes paid by individuals in the
$50,000 and over bracke ts should be maintained at .
about their present levels or reduced more slightl~· - "
than th e y a re u n der the current T r e a su~y prog r a m --·
wit h t he savi ng in reven ues distribu ted t o low and
middle income taxpayers.
2.

Ask Treasury to attempt to identify more tax preferences
that could be eliminated than are covered by their
current program.

3.

Ask Treasury for additional efforts to achieve
simplicity for the average taxpayer. Careful consideration should be given to encouraging reduced use of
i temi_zed deductions e ither through a lower rate
schedule for those who do not itemize or a reasonable
floor on itemized deductions.

Would you like us to prepare a mmDrandum from you to Treasury
on these points?
Prepare memorar.dum
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'\

Effects of Selected Tax Reform Proposals

•
Current
AJ.Justcd
r.roc;s
Tncnr:~e

(000)
l\elo11

5
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'

15
20

-

:
:

La'W
:

T:~x

1/

!

:

:
%
:Amount : Distri- :
but ion :
(000)

$215 Pernonnl Exemption Credit Reduced Tax
:
Rate!!' Working Spouse Exclu!!ion
:
Person.1 l : Reduced : l~orki ng :
%
:
:
: Spou~c : Total :Distri-:
Tax
Exemption :
:hut_lon :
Credit 2[ : Rntce : ~xclus!on:

O.lr.

- 241

8, 321

6.1

- 592

15

18,208

13.4

20

23,114

30

5

173

10

-

60

*

-

301

Capital G,1lns
Ch<lnge!l
:

Amount

:t

: Dintri: hutlon

1. 5%

74

2.0:t:

Minimum Tax

:

:
:
:
~

Re~t>.11

:

%

:
:
:

Amount : Dlntri- :
: butlon :

-.

Itemized
Dcdur.tions Chane!S
:

Amount

9

5.4%

4

%

: Distr 1: button

0.1 %

825

-

lj2

- 1,459

7.1

160

4.3

*

96

2.6

18

- 2,098

-

*

331

- 2,411

11.7

223

6.0

*

368

9.9

17.0

767

- 3,188

lj92

- 2, 913

14.2

237

6.3

-

*
6

3.6

642

17.3

33,237

24.5

1,739

- 5,1,87

539

- 4,207

20.9

219

5.9

-

4

2.4

1,186

32.0

221

- 3,524

17.1

602

16.1

- 14

8.3

786

21.2

73

- 3,193

15.5
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18.3

- 26

15.5

437
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3.9

'-

-

30

-

50

22,383

16.5
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- 4, 717
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12.3
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- 3,875

100
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7,967

5.9
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- 1,474

-

16

- 1,323

6.4
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15.9

- 37
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-...J.Q
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____hQ_
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-20,553
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-168

100.0

3,703

100.0

200 .and over
Total

*
11

Less thnn .05 percent or $500 thousand.
Note: Details r.~ay not add to totals due to rounding.
This is 1977 law, including the flat standard deduction of $2,200 for singles and heads of household s, and $3,200 for joint returns, as contained
in th~ conference report on the stimulation pnckage.

' ' ,,

<·
{

IAnayJ-!~ung
And ·: Family

Country Chic..
~ Full :
Color .
i

' ( \c , ~

t

~~

"

...

:

.

-See Portfolio I

;

~~~

''-See Home Life

·'·

!\·.

t

~

·.,

olariski's,·
>tiials .a nd · ~ r~

New Md) Whiz'
-'

',..,'·:..r~

·

~-~--~~~.!!~- \'{ .. i;""

· ·\~:AI~~~;tr''· King ·

• '·

.

-Sea C~lendar

:(·

.· ._ , -:See Sports

Clearing Up
Clearer and less humid ·
tod ay, high in 80s.
Partly cloudy tonight,
low near 70. Chance of
rain 10 percent through
tonight. Details: E·S.

'

.

• ~;_ ..:-.-!. -.

,

.

·,

,-

·•

. .•·

·, -:.;· •;,:: ·:,,,;: •.,

, ·.- .•. ,. -,..,,:,·.:

•
. ·~ ·r.'' ·· ,., :·
<, ~·,; _.,_. ·.
..
'
B~L~eM.Coh~
Whlle, e!llphaSJZ_u~gthatthere~ave ~·: t... L'' B
k
t·
WashmgtonSt.ar~Laf!Wr:ter .
been n~ ftrm deCISIOns_ onPresiden: . .. :·: .~,~er r~c e.
he Carter administratiOn hopes to Carter~ recomme_n~at!Of!S. ,Bl~men
' · .. .
, ..
. .

-~·- -.- ;,.,

•::· . '' · '"'' .. :;,:·;~ .. ·....·no·:

,,_,,,;..,··.:l, · ,.c· ?·~•.·;;.

.s w ld G
· ·

• .,. , • .,.

·•

•.•

u·,..

0

''·· _-_. .-;,.:~.· as

---~-

. ·.'

;~~::..·.··r'

·-· . · ;.

·-

.- .

'

wages. ;, salnries, fees, ;cl>mmis· · BESIDESLOWERINGthe ·top ~ta'
t·
- k~ T~ - .-:D.·-··'- sions ';.and other . compensation . for. rate, the administration hopes ·t·.;
ou
~ ' ~ r~a ' . uO -_"' .. ·:- personal servi~·es. The marginal rate . .trim "a. few percentage points" ~if
'<'
,
. •
, ,,.
. :i , "' goes up to 70 ,percent, however, -on . the 14 perc~nt rate on·.the bottom mthe top tax rate fo_r individuals thah Sal? ~; ~mtms;rat!On s. C?my 'fng '' 't?'e. ,_ in vest~~nt", tax credit, r:.-_ cent ceilin_g on _indi_'vidllal _i~c.ome,ta~: ~ such · "up.earned" ' income . ~~ ,divi· .come· ~ra~ket;c .. Blument~al said. r\
n 70 to 50 percent ~~ ,a ~ackage . pre ensiv.e
x re orm ~rogtam ·· enlargH?{(lepreciatlOn aeductlons or "' rates. '. ~
, ,< .:. :- •• ~-;:' •··1 dends, interest and rents . ..., , ~ ~ ; reduction m the rate on the botton
1 smaller rate reductions 1n lower may also m~lucte p~oposals to .._
·
reducil}g "doubl~ taxation" of corpo"It would be ·a .very goo<hhing if
· ,, ,
·
· . bracket would cut taxes for all ta~
•n:tc brackets, Treasury Secretary • T~x cap1~a1 · g~ms on the s~m~ ra!e profits . .. ·: .
,, ..
;~- , _people knew they could keep at least -~.. ' · I v,e never understoo~ the .reason payers; Cart~r als? c~uld .rec~m
r11chaelBlumenthal say~. ·
. bas_1s as-ordmary mcomc, th?s el_um· '. ·,,,. ,. · ' "·· . . . ;: ,
, half . of what ther make, no matter for · dtffer~nt treatme~t . of . mCQm~ mcl,'ld ~eductlons , m.. t~te,rmedia tc
eneral rate reductions are nahng the present preferential treat· · BLUMENTHAL SAID 1t IS too soon what the source • he said. •'When..the ..-.. from savmgs and · mcome from brackets. · · .. ..:•. '· . f .l;
ded at least to compensate for ment. . . . . . ~.. ·
r. : ·. to judge which options the !?resident . marginal tax rate gets up tq 70 per~;~c ~ages;" Blume~thal . s~id . . ~'Why ,, Tax c~ts ~re ·nec~ssa'ri! from tim"
1tion, and the ,top tax rate shou-ld ·_ · Tighten .limits on de?uction~ o.·f. ~_·n~: :1. \vill .:c_h?O~~ '~to · ca_rry_,_ out his: br_?ad ·...·cent, people s~y •.. ;w~.at'~ .the point?~1}~- ,:, sh~uld I be punt~hed. ~ec, ause I'v~·::. to' time just' io keel) taxpayers ~yer..
excer. ~ 50 percent because lncen· .tere~t p~yments: ':> ·,;· .'
/ ;•, ::~ '~t· ~ledges ~q' rnak,~ ·.the ·ta:c systef!i ~~~- · f'h,ey_start to mvest.m ~tr~nge ways,~ ;:. saved ;~ mY marbles? .1 t s '.~lmo~t a , Blumenthal said . . Inflation lifts~ };·
s ar-' blunted 'when the go~crn-· • Eitmlnat.e var1ous other d~duct10ns ~..;·plet;'' falrer·.~"_;· a·. n~ ·rm?~e· effectl_v~. ,m ·' m ,way~ that. ~te not.• sociai,I,Y_p_se{ul )•; m?ral JUdgm.ent that ,the~e .s· some- . pllyers into :hfgher percentage ; rat··
1t gr tps more than half of a ~ollar and cxclus10ns fr~m tax.able mcome . .':. pr?fi16png ' ~,conom1c growth . . He (to ayo1d the h1gh ta~ rates), .. :• -,',~ -J~,~- ~ ...thin!; .p n.dccent about · sa~mg. an_d brackets, even if . purchasing 'powe
ncone, Blumenthal said m an ·• Encour:lgc btJ:Jinc!'s mvcstmcnt by ·madc :1t clelir, however, that the ad· .; Present' law does limit the-tax to·50 earnmg mterest. Actually, savmg IS ·
~ .,
,
rview..
.
· · · cu!Ung corpot·fltc t r~x r ~tt>s, incrcas- · · minislra liori wants to put a 50. per· percent on '.'earned" income, defined essentialto the economy ."
, See TAX~S, J\.·1 '
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The Washington Star

A-

assets, so that the gains are taxed, in efCompanies deduct the cost of plar
fect, at half the rate on ordinary income, and equipment from taxable income ov
such as salaries and interest. Capital a period of years supposedly related
Continued From A·l gains in many cases also are subject .to their "useful lives." This is called d
an extra minimum tax.
preciation. There are many ways to pE
does not increase. Congress cuts taxes to
The effective tax on capital gains now mit faster depreciation and larger dcd u
compensate for this "bracket creep." _ averages more than 40 percent, Blumen- tions, which would reduce taxes, incrca
Rate cuts could be deeper without net thal estimated. If the ceiling on income profitability and leave more cash · ava
losses of Treasury revenues if taxes were tax rates were lowered to 50 percent, full able for additional investment.
Another proposal is to allo
levied on all or almost all income. The taxation of capital gains would not be
depreciation deductions up to the est
administration is applying this principle such a heavy extra burden, he said.
"That would help a great deal to sim- mated replacement cost of plants a r.
by trying to "eliminate exclusions and
exceptions that can't be justified " plify the tax system," he said. "The ef· equipment. By allowing for inflation, th
fort to shift income to capital gains system would permit deductions to e:
Blumenthal said.
'
causes a lot of the complications."
ceed actual outlays by the companies.
Almost everybody likes this idea in the
But the issue is complicated, he said.
The administration also is consideri n
abstract, but there's trouble when partic- Often when an asset is sold all or a large several methods of reducing or elimin a
ular deductions are targeted for extinc· part of the capital gain reflects inflation, ing so-called double taxation of corpora!
tion.
.
not real gains, he said. To be fair, he profits, as a way to encourage inve s
"You may start out with the idea that said, it might be necessary to exclude a ment. Profits now are taxed as earned b
income from virtually all sources should portion of capital gains from taxation if the corporation, and again when receive
be taxed, but at a much lower rate," they were taxed as ordinary income.
. by stockholders as_dividends.
Blumenthal said. " Then somebody will
say, 'Are you actually suggesting that we
CARTER IS WORRIED about inade·
BUSINESS AND financial leaders a r•
tax black lung benefits?' Logic may dic· quate business investment in expansion widely split on proposals for dealing wi t!
tate exactly that, but obviously it's just and modernization of plants and equip- double taxation, Blumenthal said. So m1
impossible." .
ment. He is determined to provide addi· remedies would sharp ly !·educe taxat iOJ
tiona! tax incentives for such investment. · of corporations and stockholders, bu
IT WOULD BE premature to indicate Blumenthal outlined the main options, other versions could raise taxes in man)
which deductions and exclusions may be but said there are no indications which cases.
on the President's hit list, Blumenthal will be chosen by the President.
Tax increases and reductions in the r r
said. He acknowledged, however, that
Probably the simplest, most straight·
one possibility would be tightened limits forward incentive for investment would form package are almost certain to pro
on deductions of interest payments.
be a reduction of the corporate tax rate, . duce a net tax cut, . and so a net revenur
Present law limits deductions of inter- which now is 20 percent on the first $25,· loss to the Treasury on the usual basis ul
est on money borrowed for investment, 000 of profits, 22 percent on the next $25,· computation. This could create problem s
for fulfillment of Carter's pledge to bo!·
but deductions are unlimited on "per- 000 and 48 percent on profits over $50,000.
sonal'' interest, such as interest on conAlthough tax cuts make investments ance the budget by fiscal 1981.
sumer loans and home mortgages.
potentially more profitable, the incentive Blumenthal refuse! to disclose wh;)t
revenue target the President has set for
The "average" homeowner need not IS general, not sharply focused.
worry about losing his deduction for
Carter may preier a more direct incen- the package.
mortgage interest payments, Blumenthal tive to encourage capital outlays, such as
Revenue estimates in tax bills can br
said. But he said he was not ruling out liberalization of the investment tax misleading, Blumenthal said. If taxes ar e
· the possibility of a dollar ceiling set at a credit. This provision subsidizes invest· cut in a way that boosts the economy, hi.!
high level to bar extraordinarily large ments by allowing companies to subtract said, taxable incomes and profits may
personal-interest deductions - for a from taxes due up to 10 percent of the rise enough to increase total revenu es.
1
The administration will try to estima te
mansion and several vacation homes, for cost of new machinery and equipm ent.
example.
The incentive could be strength ened by these "economic feedback" effects, he
Carter indicated during the campaign increasing the credit above 10 percent said.
I
that he favored taxing capital gains on and by removing certain limitations on
. CARTER HAS HELD two long mee t· I
the same basis as ordinary income. its use.
ings on tax reform so far with Blumcn- ·
Blumenthal said this still is under serious
THE CREDIT NOW does not help thai, Laurence N. Woodworth, assista nt I
consideration, although the issue has not
companies that owe no taxes because secretary of the Trea sury for tax poli cy . 1
been settled.
they earn no profits. Loss companies and other key advisers . A third meet i n ~.l
TAXPAYERS NOW CAN exclude from could be encoura ged to invest if the . at which the options may be narrowe d. •
taxable income half the cap ital gain from Treasury pa id them the amount of the probably will be held around the end of 1
the sale of stocks, real esta te and other credit in cash.
June.
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SUBJECT:

Update on the Economic Situation

The Pace of Economic Growth
Growth of real GNP this quarter apparently will
be close to the 6.9 percent annual rate of the first
quarter. The Commerce Department's unpublished
preliminary estimate for the second quarter is 6.4
percent. This estimate seems more likely to be
revised up than down as more data become available.
. Construction in the second quarter is rebounding
sharply from cold-weather induced delays earLier
this year. Both residential building and State
and local construction are moving up strongly .
. Business equipment production has increased at
an annual rate of 18 percent over the past
three months.
Inventory investment is continuing to increase.
Business reports do not indicate problems of
overstocking.
. The rise of consumer spending has slowed
somewhat as the consumer saving rate has
increased from an abnormally low level.
Retail sales in April and May rose less
than half as rapidly as in the pr1or three
months, but are still running at a high
level. Auto sales have remained well above
the most optimistic industry projections made
this spring.
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Personal income appears to be rising about as
rapidly this quarter as it did in the first
quarter.
Employment gains through May have
remained very large.
Not all the news has been good:
. The recent Commerce Department survey of business
investment plans implies a very weak rise in these
outlays over the latter half of 1977. This appears
to us inconsistent with the upward trend of orders
and contracts for new plant and equipment. We
anticipate some upward revision in these spending
plans over the months ahead, but we cannot be sure .
. Foreign trade data through April indicate larger
merchandise trade deficits than we had expected.
Oil imports have begun to decline, but have gone
down less than we expected. Other imports have
risen strongly. Our exports -- particularly exports
of machinery -- have remained relat1ve1y weak,
reflecting the sluggish pace of recovery abroad.
The Rate of Inflation
Recently, we have seen some signs of the expected
moderation of the rise in food prices that plagued us
earlier in the year. Wholesale prices of farm products
declined 2.3 percent in May, following large increases
that extended over five months. Good spring rains and
large planting figures are helping to keep grain prices
down and the winter wheat crop is close to last year's
record. Futures prices for cattle have eased -- although
they could turn around later. Consumer food prices rose
less in May than the average for the previous four months,
and the rise in overall consumer prices also slowed -to 0.6 percent.
Another favorable price development recently has been
the trend of sensitive industrial materials pr1ces. The
Federal Reserve Board's index of these prices rose about
12 percent from early November 1976 through early April,
but since then has fallen about 6 percent.
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Despite these favorable developments, we believe
the underlying rate of inflat1on is still in the range
of 6 to 6-1/2 percent, and has shown no improvement.
Wage and fringe benefit increases are running at about
8 to 8-l/2 percent a year, the same as last year.
Financial Conditions
In April the Federal Reserve took actions to restr1ct
the growth of money in response to sharp increases in the
money supply. As a result, short-term market interest
rates increased.
S1nce the end of Aprll, the narrowly-defined money
supply {M 1 ) -- which consists of currency and checking
deposits -- has remained unchanged. Short-term market
interest rates have come down a little but are still
about one-half percentage point above their levels in
early April. Long-term rates did not respond much to
the Federal Reserve's tightening measures, and they are
now generally at or a little below their levels in early
April.
Participants in financial markets
expect smaller increases in short-term
during 1977 than they did earlier this
a severe tightening of monetary policy
to have waned.

now appear to
interest rates
year. Fears of
this year seem

Stock prices have improved somewhat since late May,
but there are no clear signs yet that the markets for
equities have come out of the doldrums. The broader
indexes of stock prices are st1ll 6 percent below their
levels at the beginning of this year.
The Outlook
We expect real econom1c growth to slow to a little
over 5 percent in the second half of this year.
Residential
construction, inventory investment, and personal consumption
are all expected to grow at a slower rate. State and local
government expenditures should grow more quickly, however,
as the stimulus program begins to take effect. Some
catchup from the Federal expenditure shortfall is also
expected.

-4This forecast for the second half of 1~77 1s predicated
on the assumpt1on that business investment will r1se more
strongly than the recent Commerce survey of business plans
indicates. Optimism on this score seems to us warranted
at the present t1me .
. If we are correct in this assumption, growth in
real output from the fourth quarter of 1976 to
the fourth quarter of 1977 will probably be
within our 5-3/4 to 6 percent growth target .
. If investment spending weakens, growth in real
output this year would probably be at, and
conceivably could be slightly below, the lower
end of that range.
Prospects for hitting our target growth rate of 5
to 5-l/2 percent for 1978 hinge crucially on the outlook
for business fixed investment. Our present forecast is
for a growth rate a little under 5 percent during the
four quarters of 1978, even assuming a strong rise of
business plant and equipment spend1ng and no Federal
expenditure shortfall 1n 1978.
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