1/17/78

Folder Citation: Collection: Office of Staff Secretary; Series: Presidential Files; Folder: 1/17/78;
Container 58

To See Complete Finding Aid:
http://www.jimmycarterlibrary.qov/library/findingaids/Staff Secretary.pdf



http://www.jimmycarterlibrary.gov/library/findingaids/Staff_Secretary.pdf

THE PRESIDENT'S SCHEDULE

NOT ISSUED
Tuesday - January 17, 1978
8:15 Dr. Zbigniew Brzezinski - The Oval Office.
9 :00 Speaker Thomas P. O'Neill, Jr. (Mr. Frank
(30 min.) Moore) - The Oval Office.
10:00 Meeting with Members of the 94th and 95th
(60 min.) Caucus. (Mr. Frank Moore).
The State Dining Room.
11:15 Mr. Jody Powell -~ The Oval Office.
11:30 . Admiral Stansfield Turner and Dr. Zbigniew
(20 min.) Brzezinski - The Oval Office.
12:00 Lunch with Congressman Morris K. Udall. .
The Oval Office.
1:00 Congressman Al Ullman. (Mr. Frank Moore).
(15 min.) The Oval Office.
vﬂiéo Senator Howard W. Cannon. (Mr. Frank Moore).

{15 min.)
$# 2:00

v3:30
(60 min.)

The Oval Office.

HAIRCUT.

Meeting with House Steering and Policy Committee.

(Mr. Frank Moore) -~ The Cabinet Room.

- . r\
Telephone call to Albuquerque, New Mexico, Ll

(Panama Canal Forum) . 7

Electrostatic Copy Made
for Preservation Purposes
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THE WHITE HOUSE
WASHINGTON
January 17, 1978

FPrank Moore

The attached was returned in
the President's outbox today
and is forwarded to appropriate
handling. Please have the
attached letters delivered.

Rick Hutcheson."

cc: The Vice President
Stu Eizenstat

RE: LETTER FROM SENS. PROXMIRE‘

AND BROOKE
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THE WHITE HOUSE
WASHINGTON

January 17, 1978

Secretary Blumenthal

The attached was returned in
the President's outbox, It is
forwarded to you for your
information.

Rick Hutcheson

RE: LETTERS TO SENS. PROXMIRE AND
BROOKE



THE WHITE HOUSE

WASHINGTON

January 14, 1978

MEMORANDUM FOR THE PRESIDENT

FROM: STU EIZENSTAT &ij,\/

SUBJECT: Letter'vfrom Senators Proxmire and Brooke

Attached is a proposed letter from you to Senators
Proxmire and Brooke in response to their letter to you
suggesting that the federal government not renew its
seasonal financing and proposing ways in which the
local parties can make up all the difference.

This letter has been drafted by our staff and the
Treasury Department and has the approval of Treasury.

I recommend that you sign both letters. They repeat
your position on bankruptcy but make it clear that the
local parties have to play an important part in the
solution of the New York City problems.

TWO SIGNATURES REQUESTED




THE WHITE HOUSE
WASHINGTON

January 17, 1978

To Senator Edward Brooke

Thank you for your recent joint letter concerning New York City’s
current financial situation. | appreciate your willingness to share
your detailed, well-reasoned analysis and views with me.

As you are aware, Secretary Blumenthal is in the process of preparing
recommendations to me on the issue of Federal financing assistance

to New York City after June 30, 1978. | have referred an information
copy of your letter to him to insure that our policies take account

of your views. Furthermore, | have asked Secretary Blumenthal to
solicit detailed comments on your letter from Governor Carey and
Mayor Koch so that their views are also reflected.

| prefer to withhold comment on the specific issues raised by your
letter until our policies concerning New York City's financing needs -
are more fully developed, after the City's budget and financing plans
have been submitted to and reviewed by the Department of the
Treasury.

As you know, | have previously stated that bankruptcy is not a viable
option for the City of New York. | remain committed to that view.

Of course, | have always presumed that the various local parties

would have significant responsibilities in any plan to meet New York's
financing needs and that these parties would carry out their appropriate
responsibilities in the upcoming years. Treasury is now in the process
of discussing with City and State officials the future financial
relationships among the various interested parties. | strongly believe
that there can be no permanent solution of the City's financial problems
without the cooperation of these parties.

| look forward to working with you and other members of Congress ;
on this important issue in the upcoming months. ' !

Sincerely,.

" The Honorable Edward W. Brooke
United States Senate
Washington, D.C. 20510
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THE WHITE HOUSE
WASHINGTON

January 17, 1978

To Senator William Proxmire

Thank you for your recent joint letter concerning New York City's
current financial situation. | appreciate your willingness to share
your detailed, well-reasoned analysis and views with me.

As you are aware, Secretary Blumenthal is in the process of preparing
recommendations to me on the issue of Federal financing assistance
to New York City after June 30, 1978. | have referred an information
copy of your letter to him to insure that our policies take account

of your views. Furthermore, | have asked Secretary Blumenthal to
solicit detailed comments on your letter from Governor Carey and-
Mayor Koch so that their views are olso reflected. : :

| prefer to withhold commenf on the. specufnc issues raised by your
letter until our policies concerning iNew York City's financing needs
are more fully developed, after the City's budget and financing plans
- have been submitted to and reviewed by the Deparfmenf of the .
Treasury.

As you know, | have prev:ously sfm‘ed that bankruptcy is not a viable
option for the City of New York. | remain committed to that view.

Of course, | have always presumed that the various local parties

would have significant responsibilities in any plan to meet New York's
financing needs and that these parties would carry out their appropriate - -
responsibilities in the upcoming years. Treasury is now in the process

of discussing with City and State officials the future financial -
relationships among the various interested parties. | strongly believe

that there can be no permanent solution of the City's financial problems
without the cooperation of these parties. :

| look forward to working with you and other members of Congress
on this important issue in the upcoming months.

~ Sincerely,

—__‘————-—\
'<7/i,,7 A
. The Honorable William Proxmire

- United States Senate
Washington, D.C. 20510
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December 23, 1977 &0

The President
The White House
Washington, D. C. 20500

Dear Mr. President:

The Committee on Banking, Housing and Urban Affairs held
oversight hearings on the New York City Seasonal Financing Act
on December 1h, 15 and 16, 1977. Pursuant to those hearings, a
Committee Report outlining the findings and recommendations will
be issued sometime in January. However, we thought it advisable
to inform you of our own views as quickly as possible, since they
may have a bearing on the decisions you will soon have to make '
regarding Administration policy on the New York City financing
issue. As you know, the present $2.3 billion Federal seasonal
loan program expires on June 30, 1978.

Witnesses at our oversight hearings gave a clear signal that
New York City will be seeking and expecting an extension of the
seasonal loan program beyond June 30, 1978, and will likely be
requesting some long-term financing assistance as well. It was
stated or implied repeatedly that the City needs such additional
aid or else it will go bankrupt after June 30.

Based on information obtained in the hearings and elsewhere,
we are yet to be convinced that further financial assistance from
the Federal Government is needed for New York City to be able to
meet its financing needs and avoid bankruptcy after June 30, 1978.
There are resources available to New York City and New York State
which should be sufficient to maintain solvency regardless of
what the Federal Government does. And since it is by no means
certain that Congress will approve any additional Federal aid to
New York City, we think it is essential that alternative sources
of financing be given serious consideration at the present time.

We should note as well that the political and economic climate
that is likely to prevail in mid-1978 will be considerably dif-
ferent from that of late 1975. In 1975, New York City's finances
veered toward chaos and no resolution of the problem seemed '
possible absent Federal involvement. In 1978, the size of the
financing problem will have been considerably reduced, and the
City's record of significant progress on a number of issues --

Eﬂecﬁesﬁaﬁﬂe Copy Made
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The President 2 December 23, 1977

budget balance, accounting reforms, cuts in payroll and programs
— can be expected to put it in a better position to sell its
securities. Thus, we would judge that the probability of the
financial community stepping in to assist New York City following
the expiration of the Federal seasonal loan program is consider-
ably greater. Furthermore, there will be in office a new mayor
who has stated firmly, in a letter produced for the Committee's
hearings, "there will be no bankruptcy for the City of New York."

There are several steps which we believe New York City can
and must take in order to be in & position to meet its financing
needs without reliance on the Federal Government. These include
achieving real budget balance and taking other actions necessary
to assure investors of the security of the City's obligations.

In our view, these conditions can and must be met in the next

three to four months, or else the City will face grave consequences
whatever the Administration and Congress decide to do. With this
as a premise, we shall elaborate on the City's expected financing
needs over the next three years, both long-term and short-term,

and the resources gvailable for meeting those needs outside the
Federal Government.

First, the oversight hearings revealed a universal and
unequivocal view that New York City must achieve a credibly
balanced budget and thus allay the fears caused by the magnitude
of the deficit projections for fiscal year 1979. This will require
the development of a detailed financial plan which demonstrates
the City's ability to achieve recurring budget balance over at
least the next three years. As we see it, this plan would have
to include the following elements, among others:

1. a schedule for phasing out all of the operating:
expenses contained in the capital budget (presently about
$643 million) over the period of time covered by the finan-
cial plan;

2. a signed City-wide agreement on the economic terms
and budget costs of the City employee union contracts over
that period; and

3. a commitment from New York State to provide sub-
stantial additional amounts of financial aid to the City
during that period, in order to enable the City to attain
recurring budget balance. '



The President 3 December 23, 1977

We should like to underscore this third point, regarding
the role of New York State. Figures obtained by the Committee
indicate that during the years of the fiscal crisis and the years
of the Federal loan program, that is, fiscal years 1976 through
1978, the amount of State aid to New York City has remained
virtually unchanged. The increase during that period has been
less than L percent, not nearly enough even to keep up with in-
flation. During that same time period, Federal aid to New York
City has gone up markedly, by about 28 percent. In fiscal year
1976, State aid to the City ran about 9 percent higher than
Federal aid; now it is 1L percent lower. While there may be
some question about the exact numbers, we understand that figures
developed by the Treasury Department show a simlilar trend.

We believe that States have the primary responsibility for
their cities under our Federal system, and we think it likely
that you share this belief. However, we found in the hearings
that not only does New York State have no plans to provide more
budget relief to New York City, but in fact it is planning a
general tax cut of some $500 million. Although we can comprehend
the arguments for some tax relief, we see no reason at all why
New York State should not be required to shoulder far more of
the burden of eliminating the City's budget deficit, possibly
by bringing its funding of welfare and medicaid costs more into
line with the practices of other States. And, while not wishing
to belabor the aebvious, we should note that it would be most
difficult for anyone to persuade Members of Congress to vote
additional Federal financial aid to New York City so that New
York State residents and elected officials can enjoy the benefits
of a tax cut while similar benefits may well not be available to
their own constituents.

As a second major point, in addition to balaneing the budget,
New York City will have to satisfy certain conditions designed
to secure sufficient investor confidence to allow the City to
borrow on its own in the credit markets. Testimony at the Com-
mittee hearings indicated that there is basic agreement on the
nature of these conditions within the financial community, and
basic acceptance of the need for them by other parties concerned
with the City's financing. The conditions can be summarized as
follows:
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1. Establishment of an accounting and budgetary
control system which will produce reliable City financial
statements developed in accordance with generally accepted
accounting principles.

2. Outside audit of the City's financial statements
by a reputable accounting firm on at least an annual basis,
with reports made available to the public.

3. Establishment of an independent review mechanism,
along the lines of the present Emergency Financial Control
Board, with authority to require that the budget be balanced
and that the City follow reasonable budgeting and borrowing
practices.

The last of these, the review mechanism, will require action
by the State Legislature, which also must consider and act on the
proposal to increase the Municipal Assistance Corporation's borrow-
ing authority by some $3 billion. The other two are the City's
responsibility and, indeed, are already in the process of being
accomplished.

In our view, all of the above are essential conditions which
must be met by New York City and New York State as rapidly as
possible in the coming year. We would suggest April 1, 1978, as
a reasonable deadline by which all of these should either be fully
aceomplished or firm commitments made to accomplish them over the
three-year period.

With all of these elements in place, well in advance of the
expiration date of the Federal loan program, we then believe that
New York City would be able to obtain the financing it needs on
its own and thus avoid the danger of bankruptcy after June 30,
1978. We shall discuss below the City's estimated financing
needs, both long-term and short-term, over the next three years
and the most promising sources of financing available to meet
those needs.

In his testimony at the oversight hearings, Felix Rohatyn,
Chairman of the Municipal Assistance Corporation, outlined for
the Committee his estimates of New York City financing needs,
both short-term seasonal and long-term capital needs, over the
next three years. He also described his plan for meeting those



The President 5 December 23, 1977

needs, which involves a phase-down of the $2.3 billion in Fed-

eral seasonal loans and a phase-in of $2.25 billion in Federal

long-term lending over that three-year period. We will use the
Rohatyn plan as a basis for discussing alternative sources for

New York City's financing during that period.

a. Long-term financing.

The Rohatyn plan describes three areas in which long-term
financing would be utilized over the next three years. The first
and most basic is the City's capital budget, including the expense
items which are to be phased out. Mr. Rohatyn sees the capital
financing needs as running at the level of $3 - 3.15 billion over
the three-year period, or about $1 billion a year. Based on our
own estimates and on discussions with officials in New York City,
we believe that those figures are somewhat high. It must be borne
in mind that the $1 billion annual figure includes a sharply
declining level of operating expenses, which means therefore a
sharply rising level of "true" capital spending. It is question-
able whether New York City would have the capacity, let alone the
resources, to gear up to a capital program of $800 million or
more within three years, from the present level of $428 million,
however great its needs may be. The following would seem to be
reasonably realistic, in fact reasonably generous, estimates of
the City's capital financing needs over the next three years,
including both "true" capital and operating expenses on a phased-
down basis:

FY 1979 FY 1980 FY 1981
Capital $450 million  $550 million $700 million
Expense items $500 million  $350 million $150 million
Total $950 million  $900 million $850 million

Thus we would reduce the overall estimate of long-term capital
financing needs from $3 billion or more to $2.7 billion. Presum-
ably these amounts might even be reduced further if need be, either
by cutting down on capital investment or by speeding up the phase-
out of the operating items, or both.
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The question now is how the City would finance this $2.7
billion capital budget. Mr. Rohatyn has said that MAC has the
economic capacity under its existing bond resolutions to raise
another $2.5 to $3 billion over the three-year period, assuming
State authorizing legislation and favorable markets. This means
that in the best case, MAC should be able to cover all of the
City's capital financing needs. Even assuming the lower figure,
it could still finance most and perhaps all of a stringent, bare-
bones capital budget.

In addition to MAC, the City should also be able to count
on some further financing assistance from its employee pension
funds. We recognize the major contribution that the City employee
pension funds have already made in shouldering the burden of New
York City's long-term financing needs in the past three years,
since the credit markets closed against the City. By June 30,
1978, the pension funds will have a total of $3.84L billion
invested in New York City securities, which amounts to 35.3 per-
cent of their total assets. This includes $2.53 billion invested
pursuant to the November 26, 1975 Agreement. It may not be
reasonable to expect the unions to increase substantially the
proportion of their resources invested in long-term City bonds
over the next three years, but neither would it be wise to en-
courage a significant decrease in their holdings at the very time
the City may be most in need of a financing bridge to the long-
term capital markets. Moreover, the financial fate of the pension
funds will still be closely linked to that of the City. So what-
ever may be the expressed desires of the union leadership, we
think it would be reasonable to expect the City employee pension
funds at least to maintain their existing level of commitment to
the City's long-term financing, which would involve the follow-
ing actions:

1. Reinvestment of the amounts of their holdings
which will be maturing over the next three years. Accord-
ing to our calculations, based on tables supplied by Jack
Bigel, consultant to the pension funds, this would amount
to a total of about $700 million.

2. Investment of 35.3 percent of the new investable
funds accruing to the pension funds over the next three
years, thus holding constant the overall level of invest-
ment in long-term City bonds. It has been somewhat difficult
to obtain projections of pension fund investable funds over
the entire period, but we have made some rough calculations.
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According to a memorandum submitted by Mr. Bigel, the City
pension funds anticipate a cash flow surplus of $380 mil-
lion in the next fiscal year, 1979, but that amount is
likely to be reduced by certain one-time expenses to a
level of about $150 million. One can extrapolate from
this data to estimate that additions to investable funds
in the succeeding two fiscal years, 1980 and 1981, would
equal at least the $380 million figure and would probably
not be encumbered by the unusual expenses faced in 1979.
Therefore, we calculate the additional investable funds

to the City pension funds over the three-year period to be
at least $900 million. If the pension funds then were to
maintain their existing 35.3 percent level of investment
in City bonds, this would provide a minimum of $320 million
in additional financing for New York City's capital needs.

Tt is likely that an extension of P. L. 94-236
with some amendments would be needed to permit these
additional City pension fund investments. If this is the
case, then we assume that the Administration would request
the necessary legislation in a timely fashion.

To sum up, we believe that sufficient long-term financing
would be available for New York City in the next three years from
sources other than the Federal Government to more than meet the
City's basic capital financing needs. We estimate that at least
$1 billion could be supplied by the City employee pension funds,
in addition to the $3 billion Mr. Rohatyn has said could be
obtained through MAC, for a total of around $4 billion. This
would not only be enough to finance a $2.7 billion capital budget,
but also possibly to do some of the other long-term financing
actions mentioned in the Rohatyn plan, to which we would assign
a lower priority. These are discussed below.

The Rohatyn plan designates two other uses for long-term
financing over the next three years:

-~ $600-800 million for restructuring City bonds

-~ $750-800 million for bonding out the State advance
While these actions may be desirable, they do not appear to be
essential to avoid bankruptcy, which is the focus of our attention.

They should be placed in a category of actions to be taken if
resources permit.
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We would assign second place to the restructuring of some
$600-800 million in City bonds which will be maturing in the next
three to four years. Although we have not been able to obtain
precise data, we have been told that refinancing these bonds to
stretch out the debt service over a much longer period of time
would potentially provide budget savings to the City of up to
$200 million a year, amounts that could roughly offset the cost
of phasing out the expense items in the capital budget. Alter-
natively, there could be some property tax relief. Thus it would
seem desirable from a budgetary standpoint to do this restructur-
ing, but only if the resources are there.

Finally, there is the matter of bonding out the State advance,
which runs at $750-800 million a year. We have mixed feelings
about this. On the one hand, it would have the salutary effect
of reducing the City's seasonal borrowing needs. With this and
some other adjustments, the Rohatyn plan estimates that the City's
present seasonal borrowing needs of about $2 billion a year could
be cut in half, down to $1 billion. This would lower the City's
debt service costs, and quite possibly facilitate its re-entry
into the credit markets for short-term borrowing purposes.

On the other hand, this $800 million seasonal financing is
basically guaranteed the City, whereas the equivalent amount of
long-term financing is not. Moreover, New York State would be
the principal beneficiary of the bonding out of the advance;
this would relieve the State of its present need to provide back-
door seasonal financing and thus would improve the State's own
borrowing picture considerably. All this runs somewhat counter
to our view that the State should be more, not less, involved in
the City's finances. While we would not oppose the bonding out
of the State advance if it can be done with available resources,
we would certainly not assign it top priority, and we would
definitely oppose the use of Federal long-term financing to
accomplish this purpose.

In conclusion, then, we find there 1s ample reason to believe

that New York City could cover its long~term financing needs

over the next three years from resources immediately available

to it, even in the absence of any finaneial aid from the Federal
Government beyond June 30, 1978. Furthermore, we would not pre-
clude the possibility of the City's being able to do some long-
term capital financing on its own, through offerings of new City
bonds, at least in the latter part of the three-year period.
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However, this is not essential to the basic aim of meeting the
City's long-term financing needs.

B. Short-term financing.

The Rohatyn plan estimates that Wew York City's short-term
seasonal financing needs over the three-year period will amount
to $1.8 billion a year if the State advance is not bonded out,
or $1 billion a year with the bonding-out. We see no reason why
these amounts should not be forthcoming from sources other than
the Federal Government, for the following reasons among others:

1. The security for those seasonal borrowings is
strong, since they are all geared to anticipated revenues
from the State. The State's credit is strong, and there are
statutory or other express commitments to providing these
revenues over at least the next three years.

2. The City has an impeccable record of repaying its
seasonal loans from the Federal Government in full and on
time or ahead of schedule. There is little reason to believe
that other investors could not feel assured of a similar
repayment record. Furthermore, with the Federal Government
out of the picture, there would be no impediment to repayment
arising out of any express or implied prior lien on revenues
by the Federal Government. '

In our view, New York State should be looked to as the prin-
cipal source of seasonal financing until such time as these needs
can be fully met in the private markets. Governor Carey has told
the Committee repeatedly that the State Constitution prohibits
lending to a municipality. However, a memorandum from State
Comptroller Levitt which the Governor submitted to the Committee
a year ago gives some indication that the Constitution may not
bar lending for short-term seasonal purposes. The memorandum
stated, in part, that "the present Constitutional ban on gifts
or loans of the State's credit precludes borrowing to assist the
City except by notes payable within a year out of current revenue.'
(emphasis added) The latter phrase would appear to describe
rather clearly the nature of seasonal borrowings and would suggest
that the State might be able to assist the City directly in meet-
ing some of those short-term needs.

'
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Even if there might be some additional legal impediments to
direct State financing, there is no legal barrier to the State
pension funds' picking up substantial amounts of the City's
short-term notes. These State pension funds heold very consider-
able assets, and the Committee was informed in the oversight
hearings that they have made no real commitments to the City's
financing, either short-term or long-term. Given the importance
to the State and its public employees of New York City's avoid-
ing bankruptey —-- an eventuality which could imperil the State's
finances as well -- we see every reason to expect that the State
pension funds should be able to backstop the City's seasonal
borrowing needs, to the extent that they cannot be met in the
private markets.

There are two State pension funds: the general State employ-
ees retirement fund, which has total assets of $9.2 billion, and
the teachers retirement fund, with total assets of $5.8 billion.
Neither has any significant holdings of either New York City bonds
or MAC bonds. Even if the pension funds were to pick up the whole
$1.8 billion in seasonal financing, which may not be feasible,
this would amount to only 12 percent of their assets. This would
be far smaller than the commitment made by the City pension funds,
and it would be on obligations whose gquick repayment is assured
and at attractive rates of interest. As an additional note, we
assume that this type of commitment to seasonal financing would
not: preclude State pension fund investments in MAC bonds as well.
In fact, we believe that these pension funds should be urged to
make such investments in amounts that are reasonable in light of
the size of their assets and the make-up of their portfolios.
Should Federal legislation along the lines of P. L. 9L4-236 be
needed to permit these State pension fund investments, we assume
the Administration would request such legislation in a timely
fashion.

Finally, we come to the role and responsibility of the New
York banks and other financial institutions in meeting New York
City's financing needs. The total domestic assets of New York
State commercial banks, savings and loan associations, and savings
institutions were approximately $305 billion as of June 30, 1977,
and approximately $247 billion of those were assets of financial
institutions headquartered in New York City. From these figures,
it is evident that it is well within the means of the New York
financial institutions to cover much or all of New York City's



The President 11 December 23, 1977

seasonal financing needs, which equal far less than one percent
of their assets. The only question is whether the condition of
these institutions and of the City would permit such a level of
investment.

We feel there is every reason to believe that financial
institutions located in New York City and in New York State are
in a far better position now to take on more New York City-related
obligations than they were in 1975, for several reasons. First,
the economy is in better shape now, and the financial strength
of the banking industry has improved. Second, the banks hold no
short-term City notes at all st the present time, nor are there
any such obligations still outstanding or in default. Third,
the City has made tremendous -strides toward putting its finan-
cial house in order in.the past three years and will do still
more in the next few months. Fourth, the banks can look to the
record of repayment of the Federal seasonal loans as a firm
indication that the City will live up to its commitments and
repay its borrowings. Fifth, although the recently attempted
City note offering failed due to the MIG-4 investment rating,
it is important to recall nonetheless that the Comptroller of
the Currency and the Federal Reserve Board both declared the
notes to be eligible investments for the banks they regulate.
For all these reasons, we think it reasonable to expect the banks
and other financial institutions in New York City and New York
State to pick up a substantial volume of short-term City notes
over the next three years, and significant amounts of long-term
MAC and new City bonds as well.

The Committee received testimony at the oversight hearings
from the heads of six of the largest banks in New York City -~
Citibank, Chase Manhattan, Morgan Guaranty, Bankers Trust,
Manufacturers Hanover, and Chemical Bank. These banks alone
represent total capital of $10 billion and total assets of
$123 billion. Among them, Chemical Bank had by far the largest
holdings of New York City and MAC bonds -- about $342 million,
or 1.9 percent of assets. The other banks had a much smaller
proportion of their holdings in these obligations, and there
is every reason to assume that they could invest in far larger
amounts of MAC and New York City obligations, particularly new
short-term notes, without jeopardizing their financial condi-
tion. Certainly, there is no reason to assume that such
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investments would be any more risky than some of these banks'
foreign loans, which consume a far larger proportion of assets.
And although the bankers who testified were reluctant to make
firm commitments, they did indicate that they would do their
share in any future efforts to meet New York City's financing
needs.

It is apparent, then, that we are skeptical about the
need for continued Federal financial assistance to New York
City. Moreover, we also believe that a renewal of the New York
City loan would not necessarily serve the best interests of the
Federal Government or the nation. First of all, continuing
the loan program might encourage other municipalities to look
to the Federal Government for similar financial aid in times
of economic stress. While the Federal Government has an obvious
role to play in assisting cities through its various grant-in-
aid programs, a dangerous precedent would be set if the Federal
Government became viewed as the ultimate guarantor of the fiscal
solvency of municipalities. Such a precedent would certainly
weaken the incentive for local self-discipline and erode the
foundation of our Federal system.

Secondly, we believe a continuation of the Federal loan
program will of necessity involve both the Congress and the
Executive Branch in making judgments on the internal affairs
of New York City which, under our Federal system, should be the
responsibility of local officials. We do not believe Federal
officials should be forced to get involved in highly contro-
versial local matters such as wage rates for municipal em-
ployees, State or city tax cuts, tuition charges for ecity
universities, subway fares, rent control, or salaries for mem-
bers of the city council. 1Indeed, Members of the Senate
Banking Committee have taken a good deal of personal criticism
for speaking out on these issues. However, as long as we have
Federal financial involvement in the affeirs of New York City
and the need to safeguard the Federal investment, we believe
that both the Congress and the Executive Branch will have to
take highly unpopular positions from time to time. In the
long run, it is much better to have these decisions left to
the City and the State without involving the Federal Govern-
ment .



The President 13 December 23, 1977

We realize that our views may not be well received by some.
Witnesses at the oversight hearings, including those from the
financial community, expressed the view that extension of the
Federal loan program in some form 1s necessary, and some of them
clearly espoused the Rohatyn position that long-term Federal
financing is needed as well. We believe it is vital that the
contrary position be considered and weighed carefully, both in
the interest of responsible public policy and in the interest
of New York City's financial survival after June 30, 1978.

Mr. Rohatyn has stated that simply extending the Federal
seasonal loan program would be the "application of a band-aid
to a continually bleeding wound." We believe, on the contrary,
that it would be a continuing crutch for a patient that should
be made to walk again.

We hope that the points raised in this letter will be a
part of your deliberations on Administration policy toward New
York City in the coming year.

Best wishes for the holiday season.

Respectfully,
. 08, 5 S
Edward W. Brooke ¢

Chairman Ranking Minority Member



OFFICE OF THE VICE PRESIDENT &/

WASHINGTON

January 17, 1978

Mr. President:

I can't tell you how much your presence in
Minnesota yesterday meant to the Humphrey family
and all of Hubert's friends. Countless people
mentioned to Fritz and the rest of us that they
were deeply moved by your eloquent statements of
both Sunday and Monday, but they were especially
touched that you took the time to come and
personally demonstrate the obvious respect and
affection you had for Hubert. All of us who shared
your love for him will be forever grateful that
you chose to participate in the celebration of
his life in such a meaningful and moving way.

L vz Pten
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THE WHITE HOUSE
WASHINGTON

January 17, 1978

Zbig Brzezinski

The attached was returned in
the President's outbox. It is
forwarded to you for appropriate
handling.

Rick Hutcheson

RE: PRIME MINISTER KOIRALA'S
HEALTH '

L2
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THE PRESADFNT HAS SEEN, 457/

January 12, 1978

The President
The White House
Washington, D.C.

Dear Mr. President

It has come to my attention that the health of former Prime Minister
of Nepal, Mr, Bisheshwar Prasad Koirala, has rapidly deteriorated and that
his life may be in jeopardy. This follows his re—arrest in Katmandu last

November upon return from the United States follow1ng medical treatment
for throat cancer.

Mr. Koirala's belief in freedom and democracy and his life-—long
commitment to those goals are well known throughout the world. In this,
his time of need, it is important that the forces of justice and the
defenders of human dignity come to his side,

I would hope that the Government of the United States makes clear
to the Government of Nepal the interests of American citizens in
Mr. Koirala's well-being.

Sincerely,

/) eaissy

‘President

sefrectatie
for Preservation Pumposes
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THE WHITE HOUSE

WASHINGTON
January 16, 1978

LUNCHEON MEETING WITH REP. MO UDALL (D-2-AZ)
Tuesday, January 17, 1978
12 noon (30 minutes)
The Oval Office

From: Frank Moore

PURPOSE >
To discuss the legislative agenda and priorities for
the coming year with emphasis on civil service reform,

the White House Authorization bill, and the Alaska D-2
lands.

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

Background: Mo is chairman of the Interior and Insular
Affairs Committee and ranking member on the Post Office
and Civil Service Committee. He has been generally sup-
portive of most of the Administration's proposals and
yet there is an undercurrent of sensitivity--all the
campaign scars have yet to disappear. This would be a
good opportunity to clear the air and establish a har-
monious working relationship with a committee chairman.

Participants: The President and Rep. Udall.

Press Plan: White House Phdtographer.

TALKING POINTS

1. White House Authorization bill.
Mo has been contacted by the Vice President and has
been generally cooperative in working out the diffi-
culties in the White House Authorization Bill. Our
staff has been working with committee staff and we
may be coming to Mo for a final push for help on
working out the agreement.

2. Civil Service Reform.
Mo has been working with Scotty Campbell of the Civil
Service Commission on the subject of civil service
reform. Mo made a major address recently in which

Electrostatic Copy Mede
for preservation Purp0se®
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he began positioning hemself to split with labor over
the proposal. He favors the creation of a senior
executive service, the elimination of red tape with
regard to disciplinary procedures, and the removing
of rigidities that pass as merit when in fact they
obstruct both merit and accomplishments. If you
received any guidance from the Speaker with regard

to how the House might proceed in processing the
civil service reform legislation, vou might want

to get Mo's reaction to the Speaker's suggestions.

3. Alaska D-2 Lands.

The Interior Committee, which Mo chairs, will be
handling the Alaska D-2 lands bill. We have asked
the Congress to designate 92 million acres as
national parks, forests, wildlife refuges, and wild
and scenic rivers. Mo should be thanked for his
consistent support of the Administration's request,
and you should ask his advice on how best to proceed
on our mutual goals.

4. Central Arizona Project

At some point during the conversation, you might
want to mention that the Central Arizona Project
is included in the Fiscal Year '79 Budget and

is on an accelerated completion schedule over
that of the FY '78 Budget.
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THE WHITE HOUSE

WASHINGTON
January 16, 1978

LUNCHEON MEETING WITH REP. MO UDALL (D-2-A%) .
Tuesday, January 17, 1978
12 noon (30 minutes)
-The Oval Office

From: Frank Moore -

PURPOSE

To discuss the legislative agenda and priorities for

the coming year with emphasis on civil service reform,
the White House Authorization bill, and the Alaska D-2
lands. ’ )

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

Background: Mo is chairman of the Interior and Insular
Affairs Committee and ranking member on the Post Office
and Civil Service Committee. He has been generally sup-~
portive of most of the Administration's proposals and

yet there is an undercurrent of sensitivity--all the
campaign scars have yet to disappear. This would be a
good opportunity to clear the air and establish a har-.
monious working relationship with a committee chairman.

Participants: The President and Rep. Udall.

Press Plan: White House Photographer.

TALKING POINTS

1. White House Authorization bill.
Mo has been contacted by the Vice Pre31dent and has
been generally cooperative in working out the diffi-
culties in the White House Authorization Bill. Our.
staff has been working with committee staff and we
may be coming to Mo for a final push for help on
working out the agreement.

2., Civil Service Reform.
Mo has been working with Scotty Campbell of the Civil
Service Commission on the subject of civil service
reform. Mo made a major address recently in whlch
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he began positioning hemself to split with labor over
the proposal. He favors the creation of a senior
executive service, the elimination of red tape with
regard to disciplinary procedures, and the removing
of rigidities that pass as merit when in fact they
obstruct both merit and accomplishments. If you
received any guidance from the Speaker with regard

to how the House might proceed in processing the
civil service reform legislation, vou might want

to get Mo's reaction to the Speaker's suggestions.

3. Alaska D-2 Lands. : :

The Interior Committee, which Mo chairs, will be
handling the Alaska D-2 lands bill. We have asked
the Congress to designate 92 million acres as

national parks, forests, wildlife refuges, and wild

and scenic rivers. Mo should be thanked for his
consistent support of the Administration's request,
and you should ask his advice on how best to proceed
on our mutual goals. :

4. Central Arizona Project :

At some point during the conversation, you mlght
want to mention that the Central Arizona Project
is included in the Fiscal Year '79 Budget and

is on an accelerated completion schedule over
that of the FY '78 Budget.
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THE WHITE HOUSE

WASHINGTON

January 16, 1978

" MEETING WITH SENATOR HOWARD CANNON
Tuesday, January 17, 1978
1:30 P.M. (15 minutes)
The Oval Office

From: Frank Moorff”l/&g

I. PURPOSE

To discuss various aspects of the 1978 agenda.

II. BACKGROUND, PARTICIPANTS & PRESS PLAN

A."Background This meeting has been scheduled
at your request in order to develop better
relationships with key leaders of the Senate.
Senator Cannon is the new Chairman of the
Committee on Commerce, Science and Transportation.
He is moving quickly to make his imprint on the

Committee by appointing two of his own chief
staff members.

B. Participants: The President
Senator Cannon
Frank Moore

C. Press Plan: White House Photo only.

ITII. TALKING POINTS

1. You should ask Senator Cannon how he sees the agenda
for the Commerce Committee this year. We expect
he will still be enthused about airline regulatory
reform, but he will be less enthusiastic about T
consumer legislation passing through his Committee.

2. The Senator should be asked for his support on the
B-1 and Panama Canal Treaties. On the B-1l, he is
strongly opposed to your position. On the Treaties,

we carry him as leaning against, but not irretrievably
so.



If reform of trucking regulation is not one of
your top legislative priorities at this time,

you should find a way to tell Senator Cannon that.
He will be willing to work closely with us on
seeing that our priority items are dealt with

by the Committee first.

Airline Reform

1.

We suggest that you congratulate Senator Cannon

for getting through the Senate Committee the airline
reform bill. The vote was 13-3. It was an extremely
long and tough markup (approx. 25 markup sessions),
and it is no exaggeration to say that without Senator
Cannon's strong leadership the bill would never have
been reported.

We share Senator Cannon's commitment to a strong auto-
matic market entry section that allows carriers to

‘enter a limited number of new markets each year without

CAB approval. This is the heart of the bill and we
are lobbying hard for it. :

You have identified the bill as one of your top priorities.
We have set up briefings for Senate staff beginning this
week and we will meet with Senators as the time for a

vote draws closer. We remain at Senator Cannon's

disposal for any help that he might need.

Trucking Reform

1.

We suggest that you mention your interest in trucking
reform to Senator Cannon, and solicit his advice on

how we should proceed and when. The trucking sub-
committee Chairman, Russell Long, has shown no interest
in trucking reform. Because of Senator Cannon's strong
position on airlines, he may wish, as Chairman of the
full committee, to push next on trucking. (One caution:
the Teamsters in Nevada are very strong, much stronger
than any airline interests in that state.)

You have tentatively decided to postpone a trucking
legislative initiative until the air bill is passed.
Stu's staff is currently studying the options for
trucking reform.




No-fault Auto Insurance

1.

No-fault is high on Senator Magnuson's and Senator
Byrd's lists for committee action. Secretary Adams
has endorsed no-fault, but Senator Cannon has been
lukewarm on the issue. He voted for the bill in
1972 and 1974 when it was before the Senate, but in
1976 he voted against it. This is not one of our
high priorities, but we do support the bill. Points
you may want to cover with Senator Cannon are:

a) Your support of S.1381 came only after long
study because of your inclination to favor
state action rather than federal action.

b) The trial lawyers, however, have managed to retard
the passage of viable no-fault bills in the states.
While both Georgia and Nevada have adopted no-
fault systems, neither is effective due to the
low level of no-fault benefits.

c) The trial lawyers have prevented the passage of
any state no-fault legislation since 1975.

c) The Magnuson no-fault system allows for individual
states to develop no-fault programs to meet their
individual needs but assures that they will be
effective by establishing minimum benefit levels.

Consumer Agency Legislation

1.

While the consumer agency legislation is not a
Commerce Committee bill, his support as the Chairman
of a major Committee is needed. He has been a shakey
supporter in the past.
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Meeting with Senator Cannon

Railroads. Senator Cannon's Commerce Committee will be
asked to consider several bills concerning railroads in
this session of Congress. The following issues will be
of primary concern:

A. Amtrak - amendments to Rail Passenger Act concerning
calculating compensation owed to carrier railroads
will be proposed, and action on extending authorization
for appropriations will be required.

B. ConRail - additional capital and operating subsidies
will be sought by Congress, but DOT will try to
minimize increases.

C. Freight Rail - new or expanded assistance to private
freight railroads may be sought. GAO report on

Alaskan Railroad may spark call for an Administration
bill on its future.

D. Rail Branchline - increased Federal share and expanded
program.

E. Northeast Corridor Improvement Projéct -~ DOT will seek
speed up in funding and propose legislation on indemni-
fication of contractors against liability to third
parties arising out of their services for the NECIP.
OMB and DOT struggling over cost of indemnification
proposa.

You may wish to express to Senator Cannon your firm belief
that government involvement in the railroads should be
minimized.

Electrostatic Copy Made
for Presarvation Purposes
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Aircraft Noise Bill. Representative Anderson (Aviation
Subcommittee Chairman) is pushing an airline noise bill
and would like to "trade" his noise bill for Senator
Cannon's reform bill. Secretary Adams has supported a
ticket surcharge to help airlines reduce noisy aircraft,
but we continue to oppose other provisions that:

Meeting with Senator Cannon

-— allow spending programs to purchase land near
airports;

-- increase the appropriations of the airport trust
fund.

Congressman Anderson's noise bill has been reported out of
the House Public Works Committee and is currently at the
House Ways Committee. Because we oppose some provisions
in the noise bill, we oppose a "trade" of that bill with a
reform bill, unless substantial changes are made.

Office of Telecommunications Policy (QTP) Reorganization.
Cannon may relay Sen. Hollings' concern (as Chairman of the
Communications Subcommittee) about the delay in implementing
the transfer of most communications functions from OTP to

the Commerce Department pursuant to the EOP Reorganization
Plan. The delay has been due to negotiations with Rep.

Brooks (Government Operations Committee Chairman), who wants
to increase the scope of the functions going to OMB. Hollings
wants to maximize Commerce's role.

The discussions with Brooks narrowed the area of disagreement

~ but did not resolve the issue. A draft Executive Order con-
sistent with your original decision to transfer most functions
to Commerce will be circulated this week, and Cannon and
Hollings will get copies and be invited to comment. The
transfer will go into effect about March 1.



THE WHITE HOUSE
WASHINGTON

January 16, 1978

PHONE CALL TO HATTIESBURG, MISSISSIPPI
Monday, January 16, 1978

8:00 pm (10-15 minutes)
The Oval Office

From: Joe Aragon _)A

I. PURPOSE

To place a phone call to a Town Hall meeting in Hattiésburg,
Mississippi and answer a selected question regardlng the
Panama Canal Treaties.

'II. BACKGROUND, PROCEDURE, PARTICIPANTS

A.

Background: The Foreign Policy Association and the World
Affairs Council in conjunction with local community groups
is sponsoring a series of six town hall meetings throughout
the country to debate the Panama Canal Treaties.

Each event will include the participation of several hun-
dred citizens. The series, which began on Saturday, Jan.
14 in Springfield, Massachusetts includes meetings in
Hattiesburg, Mississippi; Little Rock, Arkansas; Tucson,

‘Arizona; Riverside, California; and Albuguerque, New

Mexico.

Although the procedure for each . town hall meeting varies,
each event will present an overview of the treaties and in
some cases a debate will take place. 1In addition, votes _
will be taken in the states of Massachusetts, Mississippi,
Arkansas and New Mexico on whether the treaties ought to
be ratified. Despite the fact that these are local com-
munity events involving a few hundred people, in gach

case efforts have been made to attract media participation.
TV, radio and print press have been contacted and antici-
pated media coverage is substantial.

The call you place will be the highlight of the meeting
and your participation will help greatly to generate ad- -
ditional public and media interest. This will also be

an excellent way for you to have some direct contact with
the average citizen in key states where we need to build
additional support for the treaties. :

}!




III.

Procedure: At the scheduled time, the call will be placed
from the Town Hall meeting to the White House. . The Presi-
dent of the University of Southern Mississippi, Dr. Aubrey
Lucas will greet you and read to you the question he has
selected from those submitted by the participants. He will
read you the name of the question's author so that you will
then have the opportunity to address the person by name

and answer his question. After the question has been
answered you will have a few minutes to make any additional
points you wish concerning the ratification effort. There
will be no follow up guestion unless you desire it.

Participants: Dr. Kenneth McCarty, Professor of History,
University of Southern Mississippi, will present an histo-
rical sketch of the Canal; Lt. General Welborne Dolvin,

US Army Retired will debate the pro side of the treaties

against Jeffrey St. John, commentator for Mutual Broadcasting;

Dr. Aubrey Lucas, President of the University of Southern’
Mississippi will select the representatlve guestion and
read it to you.

TALKING POINTS

1.

I recommend that in your reply to the Panama question you
take the opportunity to congratulate the University of
Southern Mississippi and the National Foreign Policy As-
sociation on their commendable effort to inform the citizens
of MlSSlSSlppl about thlS .vital national issue.

You might also acknowledge the presence of Lt. General
Welborne Dolvin who will be making the case (as he has
before) for the treatles._

Last, you might want to point out that this phone call is
in keeping with your commitment to discuss foreign policy
directly with the citizens of this country.
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THE WHITE HOUSE
WASHINGTON

January 16, 1978

PHONE CALL TO HATTIESBURG, MISSISSIPPI
Monday, January 16, 1978

8:00 pm (10-15 minutes)
The Oval Office

From: Joe Aragon \A

PURPOSE

To place a phone call to a Town Hall meeting in Hattiesburg,
Mississippi and answer a selected questlon regardlng the
Panama Canal Treaties. '

BACKGROUND, PROCEDURE, PARTICIPANTS

A,

Background: The Foreign Policy Association and the World
Affairs Council in conjunction with local community groups
is sponsoring a series of six town hall meetings throughout
the country to debate the Panama Canal Treaties.

Each event will include the participation of several hun-
dred citizens. The series, which began on Saturday, Jan.
14 in Springfield, Massachusetts includes meetings in
Hattiesburg, Mississippi; Little Rock, Arkansas; Tucson,

‘Arizona; Riverside, California; and Albugquerque, New

Mexico.

Although the proeedure for each town hall meeﬁing varies,
each event will present an overview of the treaties and in

‘some cases a debate will take place. In addition, votes

will be taken in the states of Massachusetts, Mississippi,
Arkansas and New Mexico on whether the treaties ought to
be ratified. Despite the fact that these are local com-
munity events involving a few hundred people, in gach

case efforts have been made to attract media participation. -
TV, radio and print press have been contacted and antici-
pated media coverage is substantial.

The call you place will be the hlghllght of the meetlng
and your participation will help greatly to generate ad- -

‘ditional public and media interest. This will also be

an excellent way for you to have some direct contact with
the average citizen in key states where we need to build
additional support for the treaties.
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Procedure: At the scheduled time, the call will be placed
from the Town Hall meeting to the White House. The Presi-
dent of the University of Southern Mississippi, Dr. Aubrey
Lucas will greet you and read to you the question he has
selected from those submitted by the participants. He will
read you the name of the question's author so that you will
then have the opportunity to address the person by name

and answer his question. After the question has been
answered you will have a few minutes to make any additional
points you wish concerning the ratification effort. There
will be no follow up question unless you desire it.

Participants: Dr. Kenneth McCarty, Professor of History,
University of Southern Mississippi, will present an histo-
rical sketch of the Canal; Lt. General Welborne Dolvin,

US Army Retired will debate the pro side of the treaties .
against Jeffrey St. John, commentator for Mutual Broadcasting;
Dr. Aubrey Lucas, President of the University of Southern
Mississippi will select the representative question and
read it to you. :

TALKING POINTS

l.

I recommend that in your reply to the Panama question you
take the opportunity to congratulate the University of

‘Southern Mississippi and the National Foreign Policy As-

sociation on their commendable effort to inform the citizens
of Mississippi about this vital national issue..

You might also acknowledge the presence of Lt. General
Welborne Dolvin who will be making the case {as he has
before) for the treaties.

Last, you might want to point out that this phone call is
in keeping with your commitment to discuss foreign policy
directly with the citizens of this country.
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THE WHITE HOUSE

WASHINGTON

January 16, 1978

MEETING WITH CHAIRMAN AL ULLMAN (D-ORE. 2)
Tuesday, January 17, 1978
1:00 P.M. (15 minutes)
The Oval Office

From: Frank Moore;ﬂ./;&

PURPOSE

To discuss the legislative agenda and priorities for
the coming year.

BACKGROUND, PARTICIPANTS AND PRESS PLAN

Background: Chairman Ullman is generally aware of the
specifics in the tax and economic package. He has
indicated that he does not agree with the size of the
tax cut and questions if we will be able to get passed
all of the reforms we are asking.

Participants: The President, Chairman Al Ullman and
Frank Moore.

Press Plan: White House photographer.

TALKING POINTS

1. Thank Chairman Ullman for his help with the passage
of the Social Security Financing legislation and the
deletion of the Roth Tuition Tax Credit proposal.

2. Discuss generally the economic package, stressing
that it is a balanced package with general tax rate
reductions being paid for in part ($10 billion) by
tax reforms. We are counting on his help and leader-
ship for expeditious action on the package.

3. Ask his assistance in moving the Hospital Cost Contain-
ment bill through the Ways and Means Committee and
reporting it early in the session.

4. Stress the need for a prompt resolution to the energy
legislation impasse and its relation to the value of
the dollar and the state of the economy in general.

Electrostatic Copy Made
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THE WHITE HOUSE

WASHINGTON

January 16, 1978

MEETING WITH CHAIRMAN ULLMAN

Tuesday, January 17, 1978
1:00 p.m.
Oval Office

. “\
From: Stu Eizenstat é&*ﬁf

Charles Schultze LS

PURPOSE

To convince Chairman Ullman that the elements of your tax
reform/tax reduction program are appropriate and to enlist
hig cooperation and support for expeditious passage of the
program.

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

A. Background: Last week Chairman Ullman publicly
stated that he thought the program should call
for only $15 billion in net tax cuts (in order
to avoid "overheating" the economy and bringing
on a new round of inflation) and that the effective
date should be July 1 instead of October 1. He
also expressed concern over a number of the reforms
in the program. The basic elements of the reform
program are set forth in Annex A.

B. Participants: Chairman Ullman and you. None of
your advisers will attend.

CcC. Press Plan: None.

TALKING POINTS

TAX REFORM

Your strong personal commitment to tax reform:

- Tax reform was one of your fundamental campaign
commitments and you are determined to make a good
beginning on reform.

Electrestatic Copy Made
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You and the Vice President intend to spend considerable
personal time in educating the public and working
together with Congress on this effort.

A successful partnership on this effort will increase
public confidence in both the Congress and the
Executive.

The reform program will benefit the great majority of

low and middle income taxpayers:

The average family of four in the $10,000-$30,000
income classes will get a tax cut ranging from about
$275 to about $340, an average tax cut of greater
than 15%. Some 93% of the tax relief will go to
those making under $30,000.

The reforms are reasonable in number and focus on

simplification and elimination of some of the most

glaring tax loopholes:

~Following suggestions made over the past year by

the Chairman and others, you have limited the number
of reforms in the program to an amount which can be
reasonably handled by Congress during this session.
Many of the reform items have been previously
considered by the Committee and some have even passed
the House (e.g., elimination of deduction for gasoline
taxes, taxable bond option, and elimination of special
alternative tax on capital gains).

One focus of the reforms is on simplification for
the average taxpayer through eliminating a number of
the itemized deductions and returning the revenues
in the form of rate cuts.

The other focus is on a number of basic abuses and
inappropriate subsidies such as tax shelters, expense
account living, DISC, and deferral.

Specific items over which the Chairman has expressed

some

concern:

DISC.

Highly inefficient export subsidy, wasting over
$1 billion a year in federal tax revenues and
resulting in very little additional exports to
show for it. Many experts think DISC has
contributed virtually nothing to our balance of
payments.



- Most benefits go to the large multinational
corporations.

- May actually hurt import sensitive industries, such
as steel and textiles, by artifically pushing up
the exchange rate and making foreign imports cheaper.

Deferral of tax on foreign profits.

- A preference for foreign investments when we need
domestic investment. ‘

- Deferral is a principle not applied in financial
reporting or in consolidated domestic tax returns.

- Many of the complaints being made by the multinationals
about our deferral proposal were also made about the
tax haven legislation passed in the 1960's. The
legislation ended a number of tax abuses and had no
negative impact on the U.S. economy.

- Thirty large multinationals get 50% of the benefits.

Business nieals.

- No justification for the average taxpayer subsidizing
high-priced dining by relatively small number of
business executives.

- Claims about loss of employment in the restaurant
industry are much exaggerated -- main result would
probably be some shifting from expensive to
moderately priced restaurants.

Strengthening the minimum tax and eliminating the
special alternative tax for capital gains.

~-- These items affect preference income for top-bracket
taxpayers. Over 90% of the revenue raised will come
from taxpayers in the $100,000 and over brackets.

TAX REDUCTIONS

® - You are proposing a net tax reduction of $25 billion
-- $16% billion in personal income tax reductions,
$6% billion in business tax reductions and $2 billion
in excise and payroll tax cuts.



The personal tax reductions and most business tax
cuts will take effect on October 1. Changes in the
investment tax credit will be retroactive to
-January 1, 1978.

You have not recommended a tax reduction earlier
than October 1, because there is no strong reason
to ask the Congress for a third budget resolution
for Fiscal 1978.

Growth in output and employment has been good in
1977 and will probably be good in early part of
1978.

Unless tax reductions are enacted, however, the
growth of the economy will slow late in 1978 or in
1979. The decline in the unemployment rate will
cease, and unemployment would begin to rise, for
several reasons:

1.  Real income growth and inflation push
taxpayers into higher tax brackets, resulting
in "fiscal drag." Payroll taxes (Social
Security and Unemployment Insurance) will
rise sharply in 1979 and later years. Between
1977 and 1979, these two factors will be
equivalent to a tax increase of about $32 billion.

2. In real terms, the increase in Federal budget
expenditures in fiscal 1979 is very small --
less than 2 percent.

3. Prospective growth in the private sector is
not strong enough to overcome increased fiscal
restraint stemming from the combined effect of
small increases in Federal expenditures and
large increases in taxes.

4. Growth in private investment continues to lag
behind what we need for the long-term health
of the econony.

‘With the tax reductions, we expect the economy to
grow by 4% to 5 percent in 1978 and again in 1979.
The unemployment rate should fall to 5% to 6 percent
by the end of next year.



® If the energy bill does not include a full rebate
to consumers of the net proceeds of the wellhead
tax, then you will submit an amendment to your
proposed tax reductions for individuals to offset
this additional source of economic drag.

o We should not be misled as to the need for these
tax reductions by a strong economic performance
early in the year. We expect the tempo of activity
to pick up but the principal reason will be rising
inventory investment. Its effects will be temporary.

® This is not a program to shore up a foundering
economy. It is a program to prevent fiscal restraint
from slowing economic growth over the longer term.

If Ullman argues strongly that the economy needs a much
smaller tax cut than you are proposing, you might offer
to send Mike and Charlie up privately to brief him on
the economic outlook and the strength of the forces
acting to slow the economy later on this year.

EMPLOYMENT PROGRAMS

If your discussions touch on the jobs programs proposed
by the Administration's economic program, the following
points may be useful:

® You recognize that fiscal and monetary policies
alone will not reduce unemployment to satisfactory
levels among disadvantaged and unskilled workers.
Reliance on these tools alone to reduce unemployment
would risk more inflation.

® Therefore, you are proposing a number of programs
to deal with structural unemployment:

1. Public Service Employment Programs will be
extended through 1979 at the 725,000 job
level, and phased down gradually thereafter
as unemployment declines.

2. Your welfare reform program will provide up
to 1.4 million jobs, when it is fully implemented,
to those needy who are able to work. A
demonstration project that will create 50,000
jobs is included in your 1979 budget.



You also will propose $400 million to finance
a new initiative to create jobs in the private
sector, with a special focus on disadvantaged
youths. Details will be prov1ded to the
Congress shortly.

As a substitute for the current Employment

Tax Credit proposed last session by Ullman,
which provides tax credits totaling an estimated
$2.5 billion per year for firms with expanding
payrolls, we are seriously considering a tax
credit targetted on low-income workers who

have completed CETA training programs.

We have discussed the concept with Senator Nelson
(a member of the Senate Finance Committee, and
Chairman of both the Small Business Committee

and the Employment Subcommittee). He was
favorably disposed.

We have also discussed the concept at length
with Chairman Ullman's staff who were also
interested. The targetted tax credit has
probably not been discussed (by his staff)
with Ullman himself, except in passing.

Treasury is opposed on principle to any
employment tax credit, although they agree that

a targetted credit would be preferable to the one
now in law.

The current Employment Tax Credit expires this
year. It is very popular with small business
because a $100,000 cap on credits to any firm
gives smaller business an advantage.

The Targetted Tax Credit we are considering would
be credited against tax liability and refundable
to the firm against social security and
unemployment compensation taxes. It would

impose little new administrative burden on
Treasury. Certification of individuals as
employees for whom a tax credit would be legal
would be the responsibility of the CETA system.

It is estimated that the cost would be in the
$500 million range.



We recommend that you not raise the matter with Chairman
Ullman at this time, but we provide these paragraphs
as background in case Ullman should raise the issue.

THE ANTI-INFLATION PROGRAM

We see no signs that inflation is heating up again,
or is likely to do so over the next two years.

But neither is there much hope that it will decline
from the current 6-6% percent.

However, without some special effort, we risk a
worsening of inflation as we approach high employment.

The government will continue to do its part:

- Your decisions on this year's budget and tax
reductions will not overcommit us in the future.

You also will push ahead on regulatory reform efforts.

You are launching a new program requesting that
business and labor cooperate voluntarily to
decelerate wage and price increases.

This program starts from the initial premise that
in each major industry wage and price increases
during 1978 should be lower than they were in the
past two years. However, it will recognize the
need for exceptions.

You will ask business and labor to agree to requests
from your economic advisers to meet to discuss how
this deceleration standard relates to their individual
circumstances, and what can be done to meet the goal
of a reduced rate of wage and price increases.



ANNEX A ANNEX A

10.

11.

BASIC ELEMENTS OF TAX PROGRAM

$25 billion in net tax cuts:
-= $17 billion in individual income tax cuts
-— $6 billion in corporate income tax cuts

-— $2 billion for elimination of telephone excise tax
and reduction of unemployment insurance tax

Repeal deductions for gasoline, sales, and miscellaneous
taxes.

Combine deductions for medical and casualty expenses and
allow only to the extent they exceed 10% of adjusted gross
income.

Sharply curtail remaining individual tax shelters through
reform of real estate depreciation and other measures.

Eliminate DISC over 3 years.

Eliminate deferral of tax on foreign profits over 3 years.
Reduce bad debt reserves of banks and tax credit unions.
Reduce deductions for "expense account" living.

Tax a portion of unemployment benefits above certain income
levels.

Strengthen minimum tax by eliminating deduction for regular
taxes paid.

Repeal special alternative tax on capital gains.



II.

IIT.

THE WHITE HOUSE

 WASHINGTON

January 16, 1978

MEETING WITH CHAIRMAN AL ULLMAN (D~ORE. 2)
Tuesday, January 17, 1978
1:00 P.M. (15 minutes)
The Oval Office

From: Frank Moore

PURPOSE

To discuss the legislative agenda and prlorltles for
the coming year.

BACKGROUND, PARTICIPANTS AND PRESS PLAN‘

Background: Chairman Ullman is generally aware of the
specifics in the tax and economic package. He has

indicated that he does not agree with the size of the
tax cut and questions if we will be able to get passed
all of the reforms we are asking. : 4

Participants: The President, Chairman Al Ullman and
Frank Moore. ' :

'Press Plan: White House photographer,

TALKING POINTS

1. Thank Chairman Ullman for his help with the passage-
of the Social Security Financing legislation and the
deletion of the Roth Tuition Tax Credit proposal.

2. Discuss generally the economic package, stre551ng
that it is a balanced package with general tax rate
reductions being paid for in part ($10 billion) by
tax reforms. We are counting on his help and leader-
ship for expeditious action on the package..

3. Ask his assistance in moving the Hospital Cost Contain-
‘ment bill through the Ways and Means Committee and
reporting it early in the session.

4. Stress the need for a prompt resolutioh to the energy -
" legislation impasse and its relation to the value of
- the dollar and the state of the economy in general.
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- THE WHITE HOUSE

WASHINGTON

January 16, 1978

- MEETING WITH CHAIRMAN ULLMAN

. Tuesday, January 17, 1978
1:00 p.m.
Oval Office

From: Stu Eizenstat '<>jwv
Charles Schultze LS

PURPOSE

To convince Chairman Ullman that the elements of your tax
reform/tax reduction program are appropriate and to enlist
his cooperation and support for expeditious passage of the
program.

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

A.

C.

Background: Last week Chairman Ullman publicly
stated that he thought the program should call

for only $15 billion in net tax cuts (in order

to avoid "overheating" the economy and bringing

on a new round of inflation) and that the effective
date should be July 1 instead of October 1. He
also expressed concern over a number of the reforms
in the program. The basic elements of the reform
program are set forth in Annex A.

Participants: Chairman Ullman and you. None of
your advisers will attend. '

Press Plan: None.

TALKING POINTS

TAX REFORM

Your strong personal commitment to tax reform:

Tax reform was one of your fundamental campaign
commitments and you are determined to make a good
beginning on reform.
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You and the Vice President intend to spend considerable
personal time in educating the public and working
together with Congress on this effort.

A successful partnership on this effort will increase
public confidence in both the Congress and the
Executive.

The reform program will benefit the great majority of

low and middle income taxpayers:

The average family of four in the $10,000-$30,000
income classes will get a tax cut ranging from about
$275 to about $340, an average tax cut of greater
than 15%. Some 93% of the tax relief will go to
those making under $30,000.

The reforms are reasonable in number and focus on

simplification and ellmlnatlon of some of the most
~glaring tax loopholes: -

Following suggestions made over the past year by

the Chairman and others, you have limited the number
of reforms in the program to an amount which can be
reasonably handled by Congress during this session.
Many of the reform items have been previously
considered by the Committee and some have even passed
the House (e.g., elimination of deduction for gasoline
taxes, taxable bond option, and elimination of special
alternative tax on capital gains).

One focus of the reforms is on simplification for
the average taxpayer through eliminating a number of
the itemized deductions and returning the revenues
in the form of rate cuts.

The other focus is on a number of basic abuses and
inappropriate subsidies such as tax shelters, expense
account living, DISC, and deferral.

Specific items over which the Chairman has expressed

some

concern:

DISC.

Highly inefficient export subsidy, wasting over
$1 billion a year in federal tax revenues and
resulting in very little additional exports to
show for it. Many experts think DISC has
contributed virtually nothing to our balance of
payments.



- Most benefits go to the large multinational
corporations.

- May actually hurt import sensitive industries, such
as steel and textiles, by artifically pushing up
the exchange rate and making foreign imports cheaper.

Deferral of tax on foreign profits.

- A preference for foreign investments when we need
domestic investment.

- Deferral is a principle not applied in financial
reporting or in consolidated domestic tax returns.

- Many of the complaints being made by the multinationals
about our deferral proposal were also made about the
tax haven legislation passed in the 1960's. The
legislation ended a number of tax abuses and had no
negative impact on the U.S. economy.

- Thirty large multinationals get 50% of the benefits.

Business meals.

- No justification for the average taxpayer subsidizing
high~priced dining by relatively small number of
business executives.

- Claims about loss of employment in the restaurant
industry are much exaggerated -- main result would
probably be some shifting from expensive to
moderately priced restaurants.

Strengthening the minimum tax and eliminating the
special alternative tax for capital gains.

-- These items affect preference income for top-bracket
taxpayers. Over 90% of the revenue raised will come
from taxpayers in the $100,000 and over brackets.

TAX REDUCTIONS

® You are proposing a net tax reduction of $25 billion
-- $16% billion in personal income tax reductions,
$6% billion in business tax reductions and $2 billion
in excise and payroll tax cuts.



The personal tax reductions and most business tax
cuts will take effect on October 1. Changes in the
investment tax credit will be retroactive to
.January 1, 1978. '

You have not recommended a tax reduction earlier

than October 1, because there is no strong reason
to ask the Congress for a third budget resolution
for Fiscal 1978.

Growth in output and employment has been good in
1977 and will probably be good in early part of
1978.

Unless tax reductions are enacted, however, the
growth of the economy will slow late in 1978 or in
1979. The decline in the unemployment rate will
cease, and unemployment would begin to rise, for
several reasons:

1. Real income growth and inflation push
taxpayers into higher tax brackets, resulting
in "fiscal drag." Payroll taxes (Social
Security and Unemployment Insurance) will
rise sharply in 1979 and later years. Between
1977 and 1979, these two factors will be
equivalent to a tax increase of about $32 billion.

2. In real terms, the increase in Federal budget
expenditures in fiscal 1979 is very small --
less than 2 percent.

3. Prospective growth in the private sector is
not strong enough to overcome increased fiscal
restraint stemming from the combined effect of
small increases in Federal expenditures and
large increases in taxes.

4. Growth in private investment continues to lag
behind what we need for the long-term health
of the economy.

With the tax reductions, we expect the economy to
grow by 4% to 5 percent in 1978 and again in 1979.
The unemployment rate should fall to 5% to 6 percent
by the end of next year.



If the energy bill does not include a full rebate
to consumers of the net proceeds of the wellhead
tax, then you will submit an amendment to your
proposed tax reductions for individuals to offset
this additional source of economic drag.

We should not be misled as to the need for these

tax reductions by a strong economic performance
early in the year. We expect the tempo of activity
to pick up but the principal reason will be rising
inventory investment. 1Its effects will be temporary.

This is not a program to shore up a foundering
economy. It is a program to prevent fiscal restraint
from slowing economic growth over the longer term.

If Ullman argues strongly that the economy needs a much
smaller tax cut than you are proposing, you might offer
to send Mike and Charlie up privately to brief him on
the economic outlook and the strength of the forces
acting to slow the economy later on this year.

 EMPLOYMENT PROGRAMS

If your discussions touch on the jobs programs proposed
by the Administration's economic program, the following
points may be useful:

You recognize that fiscal and monetary policies
alone will not reduce unemployment to satisfactory
levels among disadvantaged and unskilled workers.
Reliance on these tools alone to reduce unemployment
would risk more inflation.

Therefore, you are proposing a number of programs
to deal with structural unemployment:

1. Public Service Employment Programs will be
extended through 1979 at the 725,000 job
level, and phased down gradually thereafter
as unemployment declines.

2. Your welfare reform program will provide up
to 1.4 million jobs, when it is fully implemented,
to those needy who are able to work. A
demonstration project that will create 50,000
jobs is included in your 1979 budget.



You also will propose $400 million to finance
a new initiative to create jobs in the private
sector, with a special focus on disadvantaged
youths. Details will be provided to the
Congress shortly.

As a substitute for the current Employment

Tax Credit proposed last session by Ullman,
which provides tax credits totaling an estimated
$2.5 billion per year for firms with expanding
payrolls, we are seriously considering a tax
credit targetted on low-income workers who

have completed CETA training programs.

We have discussed the concept with Senator Nelson
(a member of the Senate Finance Committee, and
Chairman of both the Small Business Committee

and the Employment Subcommittee). He was

. favorably disposed.

We have also discussed the concept at length
with Chairman Ullman's staff who were also
interested. The targetted tax credit has
probably not been discussed (by his staff)
with Ullman himself, except in passing.

Treasury is opposed on principle to any
employment tax credit, although they agree that

a targetted credit would be preferable to the one
now in law. '

The current Employment Tax Credit expires this
year. It is very popular with small business

because a $100,000 cap on credits to any firm

gives smaller business an advantage.

The Targetted Tax Credit we are considering would
be credited against tax liability and refundable
to the firm against social security and
unemployment compensation taxes. It would

impose little new administrative burden on
Treasury. Certification of individuals as
employees for whom a tax credit would be legal
would be the responsibility of the CETA system.

It is estimated that the cost would be in the
$500 million range.



We recommend that you not raise the matter with Chairman
Ullman at this time, but we provide these paragraphs
as background in case Ullman should raise the issue.

THE ANTI-INFLATION PROGRAM

We see no signs that inflation is heating up again,
or is likely to do so over the next two years.

But neither is there much hope that it will decline
from the current 6-6% percent.

However, without some special effort, we risk a
worsening of inflation as we approach high employment.

The government will continue to do its part:

-- Your decisions on this year's budget and tax
.reductions will not overcommitrus in the future.

You also will push ahead on regulatory reform efforts.

You are launching a new program requesting that
business and labor cooperate voluntarily to
decelerate wage and price increases.

This program starts from the initial premise that
in each major industry wage and price increases
during 1978 should be lower than they were in the
past two years. However, it will recognize the
need for exceptions.

You will ask business and labor to agree to requests
from your economic advisers to meet to discuss how
this deceleration standard relates to their individual
circumstances, and what can be done to meet the goal
of a reduced rate of wage and price increases.



ANNEX A ANNEX A

10.

11.

BASIC ELEMENTS OF TAX PROGRAM

$25 billion in net tax cuts:
$17 billion in individual income tax cuts
$6 billion in corporate income tax cuts

$2 billion for elimination of telephone excise tax
and reduction of unemployment insurance tax

Repeal deductions for gasoline, sales, and miscellaneous
taxes.

Combine deductions for medical and casualty expenses and
allow only to the extent they exceed 10% of adjusted gross
income. .

Sharply curtail remaining individual tax shelters through
reform of real estate depreciation and other measures.

Eliminate DISC over 3 years.
Eliminate deferral of tax on foreign profits over 3 years.
Reduce bad debt reserves of banks and tax credit unions.

Reduce deductions for "expense account" living.

‘Tax a portion of unemployment benefits above certain income

levels.

Strengthen minimum tax by eliminating deductlon for reqular
taxes paid.

Repeal special alternative tax on capital gains.



THE WHITE HOUSE
WASHINGTON

January,l7, 1978

Stu Eizenstat

The attached was returned in

the President's outbox. It is
- forwarded to you for your
“information. -

Rick Hutcheson

RE: STATE OF UNION WRITTEN MESSAGE
PUBLIC WORKS FUNDING



THE PRESIDENT HAS SEEN.

THE WHITE HOUSE —

WASHINGTON

January 17, 1978

Mr. President:

I have checked with OMB to verify the figure I gave
to you on public works. As I indicated, there will
be $2 billion in outlays in the FY '79 budget from
the $4 billion originally appropriated in the Public
Works Act passed last year.

It is possible, though, to look at "public works"

from a perspective other than just that of the public works:
bill passed as part of the economic stimulus package last
year. In other words, "public works" could include, as

OMB thinks it should, all Federal construction projects

to be funded in FY '79. That figure would be $30.1 billion:
$2.3 billion for defense projects; $6.5 billion for civil
projects (such as forest service or Corps of Engineer
projects); and $21.3 billion for grants to State and
local governments (for example, highway construction
funds) .

When the Administration has talked about "public works"

in the past, we have primarily referred only to the public
works bill passed last year and not to all the other public
works projects being funded. Therefore, it might be
misleading to say that we are funding $30.1 billion in
public works projects next year, unless there is a further
explanation of the breadth of that definition of public
works. In FY '78, this larger definition of public

works was funded at $29 billion and in FY '77 at

$23.8 billion.

David Rubenstein
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THE WHITE HOUSE
WASHINGTON

‘January 17, 1978

Stu Eizenstat

The attached was returned in
the President's outbox. It is
forwarded to you for your
information, '

Rick Hutcheson:

RE: STATE OF UNION WRITTEN MESSAGE
PUBLIC WORKS FUNDING
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THE WHITE HOUSE

WASHINGTON é;ﬂﬁﬂ& CE?

January 16, 1978

MEMORANDUM FOR THE PRESIDENT

14

FROM: Zbigniew Brzezinski !
Stu Eizenstat i}ﬁ%«d

SUBJECT: State of the Union Written Message

Attached is a rough draft of the written part of the

State of the Union, including both the domestic and foreign
policy sections.

Normally we would not be submitting this to you at this stage,
but since Rick Hutcheson indicated that you wished to have
reading material with you, it would certainly be useful to
get your substantive comments at this stage.

We might make a few points about the message attached:

1. It is now being circulated to Charlie Schultze and OMB
for their review and comment.

2. We will go back to the relevant agencies before the draft
is finalized to make certain they approve the final language.
The rough draft does contain essentially the language already
approved by the agencies.

3. The message is being presented to you on double-spaced,

- letter-size paper and the length will be cut down by a third
when it is put on the standard message-size paper. You will
also notice that we did not put the domestic section in this
rough draft on continuous pages, which, of course, will be
done for the final version.

Electrostatic Copy Meade
for Preservation Purposses
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As soon as we receive comments from CEA, OMB and the
agencies, as well as yours, the message will be given to
Jim Fallows who will also, no doubt, be able to reduce the
size of the document. Even with final editing, the message
will still be relatively long and certainly longer than the
messages covering only a single subject which we have
previously sent to Congress. That is because its purpose

is to both inform Congress of all the major actions you
intend to take this year and to indicate to various interest
groups and organizations that you are going to move in areas
with which they are concerned. This detailed statement is
particularly necessary in light of the fact that you will

be giving a highly focussed State of the Union address,
which will be roughly half as long as the normal "washer list"
State of the Union addresses usually delivered orally to
Congress. Moreover, we have reviewed similar written
messages from previous Presidents and theirs are generally
of the same length -- again being an effort to set out
comprehensively the year's agenda.
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IHE PRESIDENT HAS SHiH.

THE WHITE HOUSE

WASHINGTON

January 16, 1978

MEETING WITH THE 94TH AND 95TH HOUSE DEMOCRATIC CAUCUSES
Tuesday, January 17, 1978
10:00 a.m. (60 minutes)
The State Dining Room

From: Frank Nbore/{"M/‘&

I. PURPOSE

To brief the members of the freshman and sophomore classes on our
upcaming legislative program.

IT. BACKGROUND, PARTICIPANTS & PRESS PLAN

Background: This meeting will begin a two-day seminar for both the
94th and 95th Caucuses. The agenda includes sessions with the House
leadership, presentations on the mood of the country (with Pat
Caddell and Peter Hart) and discussions on district activity, as well
as an entire day devoted to economic issues (including a presentation
by Robert Strauss). The caucuses are interested in the key issues for
the coming year and particularly how the Caucus members can work

with you to achieve common goals.

Participants: The President, Members of Congress on the attached list,
Frank Moore, Hamilton Jordan, Jody Powell, Bob Lipshutz, Stu Eizenstat,
Zbig Brzezinski, Scotty Campbell, Jim McIntyre, Bill Smith, Bill Cable.

Press Plan: One minute of national press coverage at the beginning
of the meeting.

III. TALKING POINTS

1. The Caucuses will have just listened to brief remarks from Stu
Eizenstat, Zbig Brzezinski, Jim McIntyre, and Scotty Campbell
who will try to enlist their support for Civil Service Reform.

One of the most important early issues facing the House, and the
cornerstone of your campaign pledge to make govermment more responsive
to the people, is civil service reform. This will be both a
reorganization plan (to Jack Brook's Cammittee) and implementing
legislation (to Nix's Post Office & Civil Service Committee).

The 94th and 95th Caucuses'support will be necessary to pass the
legislative portion. You should stress the' importance of Civil
Service reform in terms of its necessity to give all the future
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reorganization proposals the basic tools to be effective. Without
this portion, much of the later reorganizations could be
characterized as simply moving boxes on an organization chart.

The proposal resulted from a study conducted by Civil Servants and
seeks to return government employment to an effective, non-political
system that rewards excellence, provides equal employment opportunity
and does not tolerate poor performance at the expense of the American

people.

There are two unresolved issues: the labor/management relations
segment which we are working out with organized labor and the
veterans' preference issue which we are also discussing.

This group has had no concise briefing on the '78 agenda. You should:

a) stress the need for a prampt energy solution and the impact,
internationally, on the value of the dollar;

b) discuss the economic package in general terms, touching on
the themes of tax cuts, tax reform, job creation-both public
and private, and our anti-inflation policy;

c) indicate your foreign affairs focus that has particular impact
on the Senate, but the Middle East questions, some Panama
issues, and SALT talks do have House impact.

d) indicate that there are many hlgh prlorlty itams that can be

. discussed in detail later.. )

Regarding postal reform, the Rules Committee is scheduled to take up
the Wilson/Hanley bill, H.R. 7700. There is unanimous agreement among
QMB, DPS, DL and the Postal Service that the bill is bad and should
not be signed if presented in its present form. There is mixed
sentiment in the House, but agreement, that when it gets to the floor
it will pass in an unacceptable form. Further complicating matters
are the spring labor negitiations.

——The labor agreement expires on July 20, 1978.

--Two of the union presidents are up for re-election in August
and face substantial opposition in their re-election bids.

—H.R. 7700 provides among other things an increase in the
unearmarked postal subsidy from $900,000,000 to $2.7 BILLION.

--With that dollar increase as a possibility/probability, there is
no way that postal management can negotiate a long term contract
that reflects your deceleration goals that make up a major portion
of the anti-inflation segment of the economic package.

It is important to begin the education process now so that if Tip
is responsive to your request for help you will ask the Caucus
menmbers for help.

In all, the proposed bill-H.R. 7700-injects an unacceptable level of
politics into day to day management of the postal system at an
unreasonably high cost to the taxpayer for no predictable improvement
in service.
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Probably the first major controversial issue facing the House will
be agreeing to the Senate amendment to the Supplemental
Appropriations bill--the B-1 recission. Almost all of the Caucus
Members have supported the decision to stop the B-1. With the help
of the Speaker, Chairman Mahon, the. leadership and the 94th and 95th
Caucuses, we can put this controversy behind us once and for all.

Concerning the Office of Consumer Representation, we have discussed
bringing the: legislation up next session with Speaker O'Neill and
Majority Leader Byrd. O'Neill has agreed to bring it up early in
the session; Byrd will bring it up as soon as the it has passed
the House. You might want to restate your commitment to the bill
and urge prompt passage.

A majority.of. the Democrats who are on Seiberling's subcommittee
(General Oversight and Alaska Lands of Interior and Insular Affairs)

will be present. The subcommittee will begin mark-up on the D=2 lands

bill Tuesday, January 17 at 1:15 p.m. -We have asked Congress to
designate 92 million acres. of spectacular untouched federal lands
in Alaska as national parks, forests, wildlife refuges, and wild
and scenic rivers. Never again .in our history will we have a
similar opportunity. You might want to restate what you have
said earlier, "no conservation action the 95th Congress could take
would have more lasting value than this."

As the meeting is about to end, I would like to discuss our .campaign
78 plans which Hamilton outlined at the Cabinet meeting on Monday.
It is important to raise the issue with this group now. The group
should be told that we are working on a campaign strategy and that

I am coordinating our efforts. At this point our plans include your
participation (even though it will be focused on the Senate, it will
include a House component) ; that of the First Family; the Vice
President; the Cabinet; senior. White House staff; and a broad
spectrum of top level administration officials.

We hope in the next few weeks to be able to outline for the Congress
more specifics of our efforts to help make 1978 a successful
Democratic Year.
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THE WHITE HOUSE

WASHINGTON

January 16, 1978

MEETING WITH THE 94TH AND 95TH HOUSE DEMOCRATIC CAUCUSES
Tuesday, January 17, 1978
10:00 a.m. (60 minutes)
The State Dining Room

From: Frank Moore
I. PURPOSE

To brief the members of the freshman and sophamore classes on our
upcaming legislative program ,

IT. BACKGROUND, PARTTICIPANTS & PRESS PLAN

Background: This meeting will begin a two-day seminar for both the
94th and 95th Caucuses. The agenda includes sessions with the House .
leadership, presentations on the mood of the country (with Pat .
Caddell and Peter Hart) and discussions on district activity, as well

' as an entire day devoted to econamic issues (including a presentation '
by Robert Strauss). The caucuses are interested in the key issues for ’
the coming year and particularly how the Caucus members can work
with you to achieve common goals.

Participants: The President, Members of Congress on the attached list,
Frank Moore, Hamilton Jordan, Jody Powell, Bob lLipshutz, Stu Eizenstat,
Zbig Brzezinski, Scotty Campbell, Jim McIntyre, Bill Smith, Bill Cable.

Press Plan: One minute of national press coverage at the beginm_ng
of the meeting.

ITT. TAIKING POINTS

1. The Caucuses will have just listened to brief remarks from Stu
Eizenstat, Zbig Brzezinski, Jim McIntyre, and Scotty Campbell
who will try to enlist their support for Civil Service Reform.

One of the most important early issues facing the House, and the
cornerstone of your campaign pledge to make government more responsive
to the people, is civil service reform. This will be both a
reorganization plan (to Jack Brook's Committee) and implementing
legislation (to Nix's Post Office & Civil Service Committee).

The 94th and 95th Caucuses'support will be necessary to pass the .
legislative portion. You should stress the importance of Civil
Service reform in terms of its necessity to give all the future




|
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reorganization proposals the basic tools to be effective. Without
this portion; much of the later reorganizations could be .
characterized as simply moving boxes on an organization chart.

The proposal resulted from a study conducted by Civil Servants and
seeks to return govermment employment to an effective, non-political _
system that rewards excellence, provides equal employment opportunity
and does not. tolerate poor performance at the expense of the American

people.

There are two unresolved issues: the labor/management relations
segment which we are workmg out with organized labor and the
veterans' preference issue which we are also discussing.

This group has had no concise briefing on the '78 agenda. You should:

a) stress the need for a prompt energy solution and the Jmpact,
internationally, on the value of the dollar; :

b) discuss the economic package in general terms, touching on

- the themes of tax cuts, tax reform, job creation-both public
and private, and our anti-inflation policy;

c) indicate your foreign affairs focus that has partlcular impact
on.the Senate, but the Middle East questions, some Panama ’
"issues, and SALT talks do have House impact. '

d) indicate that there are many high priority items that can be

. discussed in detail later. ,

Regarding postal reform, the Rules Committee is scheduled to take up
the Wilson/Hanley bill, H.R. 7700. There is unanimous agreement among
OMB, DPS, DL and the Postal Service that the bill is bad and should
not be signed if presented in its present form. There is mixed -
sentiment in the House, but agreement, that when it gets to the floor
it will pass in an unacceptable form. Further complicating matters
are the spring labor negitiations.

--The labor agreement expires on July 20, 1978.

——Two of the union presidents are up for re-election in August .
and. face substantial opposition in their re-election bids.

—H.R. 7700 provides among other things an increase in the
unearmarked postal subsidy from $900,000,000 to $2.7 BILLION.

. —With that dollar increase as a possibility/probability, there is

no way that postal management can negotiate a long term contract

- that reflects your deceleration goals that make up a major portion
of the anti-inflation segment of the economic package.

It is important to begin the education process now so that if Tip
is responsive to your request for help you will ask the Caucus :
members for help. :

' In all, the propesed bill-H.R. 7700-injects an z’macéeptable ievel of .

politics 'into day to day management of the postal system at an
unreasonably hlgh cost to the taxpayer for no predlctable nnprovement
in service. :
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Probably the first major controversial issue facing the House will
be agreeing to the Senate amendment to the Supplemental
Appropriations bill--the B~1 recission. Almost all of the Caucus
Merbers have supported the decision to stop the B-1l. With the help
of the Speaker, Chairman Mahon, the leadership and the 94th and 95th
Caucuses, we can put this controversy behind us once and for all.

Concerning the Office of Consumer Representation, we have discussed
bringing the legislation up next session with Speaker O'Neill and
Majority Leader Byrd. O'Neill has agreed to bring it up early in
the session; Byrd will bring it up as soon as the it has passed
the House. You might want to restate your commitment to the bill
and urge prompt passage.

A majofity of the Democrats who are on Seiberling's subcommittee

(General Oversight and Alaska ILands of Interior and Insular Affairs)
will be present. The subcommittee will begin mark-up on the D-2 lands

bill Tuesday, January 17 at 1:15 p.m. We have asked Congress to
designate 92 million acres of spectacular untouched federal lands
in Alaska as national parks, forests, wildlife refuges, and wild
and scenic rivers. Never again in our history will we have a
similar opportunity. You might want to restate what you have
said earlier, "no conservation action the 95th Congress could take
would have more lasting value than this.”

As the meeting is about to end, I would like to discuss our campaign
'78 plans which Hamilton outlined at the Cabinet meeting on Monday.
It is important to raise the issue with this group now. The group
should be told that we are working on a campaign strategy and that

I am coordinating our efforts. At this point our plans include your

participation (even though it will be focused on the Senate, it will

-include a House component); that of the First Family; the Vice
. President; the Cabinet; senior White House staff; and a broad

spectrum of top level administration officials.

We hope in the next few weeks to be able to outline for the Congress
more specifics of our efforts to help make 1978 a successful
Democratic Year.
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74.6

45.6

55.9

47.5

 66.4

55.9

©83.2

51.1

53.4

54.0

#19
#22

#28
#26

#25
#20

#29
#26

#29
#27

#25
424
428
#30
130

#30
#18

#22
#29

$#22
#24
#16

#29
#17

International Relations:
Small Business

Government Operations
Interior & Insular Affairs

Interstate & Foreign Commerce
Small Business

Interstate & Foreign Commerce
Merchant Marine & Fisheries

Interior'& Insular Affairs
Public Works & Transportation

Agriculture
Small Business

Public beks & Transportation

Banking, Finance & Urban Affairs
Interior & Insular Affairs

Agriculture
Judiciary

Education & Labor
Government Operations

Public Works & Transportation
Agriculture
House Administration

Banking, Finance & Urban Affairs
Budget

CQ RATING (%)

62
77
61
76
67
62
29
81
66
75
68
sé'

66"
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THE PRESIDENT HAS SEEN,

THE WHITE HOUSE

WASHINGTON <:Z?

»../,‘
January 16, 1978
MEMORANDUM FOR: THE PRESIDENT
FROM: FRANK MOORE
SUBJECT: Addendum to the briefing paper for your meeting with:

Speaker Tip O'Neill
Tuesday, January 17, 1978
9:00 a.m. {30 minutes)
The Oval Office

TALKING POINTS

1. Reaffirm your commitment to legislation estab-
lishing the Office of Consumer Representation and
your desire to see action take place early in the
year. Specifically, Tip should be made aware of
our assessment that early consideration of the
bill will facilitate passage and that Senator
Byrd has agreed to take it up in the Senate after
House passage.

2. 1f the Speaker brings up the '78 Campaign, you
should tell him generally of the program outlined
by Hamilton at the Cabinet meeting Monday morning.
You could talk about your plans and those of the
Vice President to campaign; as well as those
generally of the Cabinet, senior staff, and a
broad spectrum of administration officials.

Electrostatic Copy Made

for Preservation Purposes
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7:00 AM

- THE WHITE HOUSE

WASHINGTON

January 14, 1978

MEETING WITH SPEAKER TIP O'NEILL
Tuesday, January 17, 1978
9:00 a.m. (30 minutes)
Oval Office

From: Frank Moore

PURPOSE

To discuss the legislative agenda and priorities for the coming
year.

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

Background: The Speaker has been briefed in detail on the
priorities for 1978. He will accompany you to the 4 p.m.
Steering and Policy meeting in the Cabinet Room.

The Speaker and Steering and Policy Committee are the first
meetings in a long list of consultations you have scheduled
this week and next with House and Senate leaders to discuss

the 1978 agenda and priorities. The theme for this year should
be working out an energy program, cutting taxes, and working
together on mutual goals that will help elect Democrats in
November 1978.

Participants: The President, Vice-President, Speaker O'Neill,
and Frank Moore.

Press Plan: White House Photographer.

TALKING POINTS

1. The Speaker generally agrees with your 1978 priorities list,
but will likely question:
-—-the size of the tax cut (not enough)
--the chances of passing the tax reforms
--the size of the jobs package

You should stress the overall balance of. the economic pack-
age, especially the need to keep Chairman Ullman in line

on both the size of the tax cut as well as working toward
adopting the reforms. The general tax rate reductions are
in part ($10 Billion) paid for by the reforms.

Blectrestatic Copy Made
{ov Preservation Purposses
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The result of no reform, or substantially reduced reforms,
will be felt in the lack of future budgetary discretion for
programs that both you and Tip feel are essential.

One of the most important early issues facing the House, and

the cornerstone of your campaign pledge to make government

more responsive to the people, is civil service reform. This
will be both a reorganization plan (to Jack Brook's Committee)
and implementing legislation (to Nix's Post Office and Civil
Service Committee). The Speaker's visibly active support and
encouragement will be necessary to pass the legislative portion.
You should stress the importance of civil service reform in terms
of its necessity to give all the future reorganization proposals
the basic tools to be effective. Without this portion, much

of the later reorganizations will result in simply moving

boxes on an organization chart.

We will be facing several major Rules Committee issues in the
early weeks of the session. As you know, the Speaker appoints
all Democratic Members of the Rules Committee and has obtained
commitments from them to go along with the leadership on
critical votes. The Speaker has not been defeated in the Rules
Committee when he has taken an open, active role.

--Quter Continental Shelf. We need his help to move the bill
to the floor. Last year we lost 4 Democrats on adoption of
the rule--you made a few calls but we were unsuccessful. Tip
knows of our interest and should be receptive to a request

to get the bill to the floor quickly. We need his help with
switching John Young (Texas), Bernie Sisk (Calif), Morgan
Murphy (Ill) and making sure the others are present and vote
for the rule.

--Postal Reform. The Rules Committee is scheduled to take up
the Wilson/Hanley bill, H.R. 7700. There is unanimous agree-
ment among OMB, DPS, CL and the Postal Service that the bill
is bad and should not be signed if presented in its present
form. There is mixed sentiment in the House, but agreement,
that when it gets to the floor it will pass in an unacceptable
form. Further complicating matters are the spring labor nego-
tiations. '
--The labor agreement expires on July 20, 1978.
--Two of the union presidents are up for re-election
in August and face substantial opposition in their
re-election bids.
--H.R. 7700 provides among other things an increase
in the unearmarked postal subsidy from $900,000,00
to $2.7 Billion.
--With that dollar increase as a possibility/probability,
there is no way that postal management can negotiate
a long term contract that reflects your deceleration
goals that make up a major portion of the anti-inflation
segment of the economic package.
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These facts have been generally commupicated to Tip--you should
re-emphasize this potentially disastgrous situation and suggest
that he ask the Rules Committee to postpone giving a rule to
H.R. 7700. If he feels the House must politically vote on
something to make the Postal Service responsive to Congress,
suggest the Nix bill which would simply give the Congress a
veto over the elimination of major national services (i.e.,

6 day delivery).

On balance, if the Nix bill will not satisfy the political
need in the House, then our position would be to not be in
favor of any bill. Our political judgment is that any bill
that could come to you for signature would have at a minimum
a substantial increase in political control of postal manage-
ment decisions and large increases in federal subsidy.

Probably the first big House floor controversy will be agree-
ing to the Senate amendments to the Supplemental Appropriations
bill (B-1l rescission). Tip feels we can win, but he should

be urged to pull out all the stops and get the B-1 behind us
once and for all. With the help of Chairman Mahon, the entire
leadership (Wright and Rostenkowski), and the Speaker, we

have been successful-but only with an all out effort.

Tom Foley (Chairman of the Agriculture Committee and the
Democratic Caucus) has frequently expressed his concerns

over the welfare bill. Tip may raise the issue with you.
Foley feels the Corman Super Subcommittee is totally unrepre-
sentative of the Agriculture and Ways and Means Committee
majorities and probably also too liberal for Education and
Labor, though not as dramatically. Because of the "liberal"
composition of the Subcommittee, the proposals, when sent to
the three reqular committees, will be substantially modified
(away from your proposal). Further, there is no clear under-
standing of how the product of the three substantive commit-
tees will be packaged to go to the floor (presuming they all
take final action this year). Because of these problems

and a realization that nothing in the proposal takes effect
until 1981-for House Members that is two elections away,

and unknown interest in the Senate in moving anything this
year-there is a growing feeling to postpone at the conceptual
agreement and work on details for next Congress.
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FROM: | | ' FRANK MOORE
SUBJECT: Addendum to the briefing paper for your-meeting with:-

Speaker Tip 0O'Neill

Tuesday, January 17, 1978
- 9:00 a.m. (30 minutes) .
The Oval Office ' '

TALKING POINTS

1l. Reaffirm your commitment to legislation estab-

' lishing the Office of Consumer Representation and
your desire to see action take place early in the
year. Specifically, Tip should be made aware of
our assessment that early consideration of the.
bill will facilitate passage and that Senator
Byrd has agreed to take it up in the Senate after -
House passage. .

2. If the Speaker brings up the '78 Campaign, you
o should tell him generally of the program outlined
by Hamilton at the Cabinet meeting Monday morning.
You could talk about your plans and those of the
Vice President to campaign; as well as those
generally of the Cabinet, senior staff, and a
broad spectrum of administration officials.
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THE WHITE HOUSE

WASHINGTON

January 14, 1978 /

MEETING WITH SPEAKER TIP O'NEILL e
Tuesday, January 17, 1978
9:00 a.m. (30 minutes)
Oval Office

From: Frank Moore;

rd
- A

PURPOSE ; ‘ ~»;i

To discuss the legislative agenda and prlorltles for the coming
year. .

BACKGROUND, PARTICIPANTS, AND PRESS PLAN

Background: The Speaker has been briefed in detail on the
priorities for 1978. He will accompany you to the 4 p.m.
Steering and Policy meeting in the Cabinet Room.

The Speaker and Steering and Policy Committee are the first
meetings in a long list of consultations you have scheduled
this week ‘and next with House and Senate leaders to discuss
the 1978 agenda and priorities. The theme for this year should
be working out an energy program, cutting taxes, and. worklng

. together 'on mutual goals that will help elect Democrats in

November 1978.

Participants: The President, Vlce-Pre51dent Speaker O Nelll
and Frank Moore.

Press Plan: Whlte House Photographer._

TALKING POINTS

1. The Speaker generally agrees with your 1978 priorities list,
but will likely questlon-
--the size of the tax cut (not enough)
--the chances of passing the tax reforms
--the size of the jobs package

‘You should stress the overall balance of the economic pack-
age, especially the need to keep Chairman Ullman in line

on both the size of the tax cut as well as working toward
adopting the reforms. The general tax rate reductions are
in part ($10 Billion) paid for by the reforms.
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The result of no reform, or substantially reduced reforms,

'will be felt in the lack of future budgetary discretion for

programs that both you and Tip feel are essential.

One of the most important early issues facing the House, and

 the cornerstone of your campaign pledge to make government

more responsive to the people, is civil service reform. This
will be both a reorganization plan (to Jack Brook's Committee)
and implementing legislation (to Nix's Post Office and Civil
Service Committee). The Speaker's visibly active support and
encouragement will be necessary to pass the‘*legislative portion.

You should stress the importance of civil'service reform in terms

of its necessity to give all the future rebrganlzatlon proposals
the basic tools to be effective. Without this portlon, much

of the later reorganizations will result in 51mp1y mov1ng

boxes on an organization chart.

We will be facing several major Rules Committee issues in the
early weeks of the session. As you know, the Speaker appoints
all Democratic Members of the Rules Committee and has obtained
commitments from them to go along with the leadership on
critical votes. The Speaker has not been defeated in the Rules
Committee when he has taken an open, active role.

~-Outer Continental Shelf. We need his help to move the bill
to the floor. Last year we lost 4 Democrats on adoption of
the rule--you made a few calls but we were unsuccessful. . Tip
knows of our interest and should be receptive to a request
to get the bill to the floor quickly. We need his help with
switching John Young (Texas), Bernie Sisk (Calif), Morgan .
Murphy (Il1l) and maklng sure the others are present and vote
for the rule. S

--Postal Reform. The Rules Committee is scheduled to take up
the Wilson/Hanley bill, H.R. 7700. There is unanimous agree-
ment among OMB, DPS, CL and ‘the Postal Service that the bill
is bad and should not be signed if presented in its present
form. There is mixed sentiment in the House, but agreement,
that when it gets to the floor it will pass in an unacceptable
form. Further complicating matters are the spring labor nego-
tiations.
—--The labor agreement expires on July 20, 1978.
--Two of the union presidents are up for re-election
in August and face substantlal opposition in their
re-election bids.
~--H.R. 7700 provides among other things an increase
.in the unearmarked postal subs1dy from $900,000,00
to $2.7 Billijion.
--With that dollar increase as a poss1b111ty/probab11ity,
there is no way that postal management can negotiate
a long term contract that reflects your deceleration
goals that make up a ma]or portion of the anti-inflation
segment of the economic package.
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"These facts have been generally communicated to Tip~--you should

re—-emphasize this potentially disastgrous 51tuat10n and suggest
that he ask the Rules Committee to postpone giving a rule to
H.R. 7700. 1If he feels the House must polltlca ly vote on
something to make the Postal Service respon51velto Congress,

'suggest the Nix bill which would simply give the Congress a

veto over the elimination of major national services (i.e.,
6 day delivery).

On balance, if the Nix bill will not satisfy the political
need in the House, then our position would be:to not be in
favor of any bill. Our political judgment is that any bill
that could come to you for signature would~have at a minimum
a substantial increase in political control of postal manage-
ment decisions and large increases in federal subsidy.

Probably the first big House floor controversy will be agree-

. ing to the Senate amendments to the Supplemental Appropriations

bill (B-1 rescission). Tip feels we can win, but he should

be urged to pull out all the stops and get the B-1l behind us
once and for all. With the help of Chairman Mahon, the entire
leadership (Wright and Rostenkowski), and the Speaker, we

have been successful-but only with an all out effort.

Tom Foley (Chairman of the Agriculture Committee and the
Democratic Caucus) has frequently expressed his concerns

over the welfare bill. Tip may raise the issue with you..
Foley feels the Corman Super Subcommittee is totally unrepre-

sentative of the Agriculture and Ways and Means Committee

majorities and probably also too liberal for Education and - .
Labor, though not as dramatically. Because of the "liberal"”
composition of. the Subcommittee, the proposals, when sent .to:
the: three regular committees, will be substantially modified
(away from your proposal). Further, there is no clear under-
standing of how the product of the three substantive commit- -
tees will be. packaged to go to the floor (presuming they all
take final action this year). Because of these problems

and a realization that nothing in the proposal takes effect
until 1981-for House Members that is two elections away,

and unknown interest in the Senate in moving anything this
year—-there is a growing feeling to postpone at the conceptual
agreement and work on details for next Congress.



THE WHITE HOUSE
WASHINGTON

January 17, 1978

- Stripping

- -The attached letter is forwarded to yo
©  for mailing.

Rick Hutcheson

LETTER TO GEORGE MEANY




THE WHITE HOUSE
WASHINGTON

January 16, 1978

Landon Butler
The attached was returned in the
President's outbox today and is
forwarded to you for appropriate
handling. Please give me a call
on the attached. '

Rick Hutcheson

LETTER TO GEORGE MEANY

Cc: Susan Clough
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