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MEMORANDUM ·FOR: 

FROM: 

SUBJECT: 

......... r:'--...... ··....,-- --• -=-·-

ZBIGNIEW BRZEZINSKI 

Senate Select 
Report 

,;. .. ~ ' . ~·, : 

Per your request,·! asked' Stan Turner to review the letter 
you signed to Senator Bayh (Tab B) theSenate 

. Select Committee's . 
before dispa.tching it. Stan suggest·s £L&.L.£&'-''.I. 

sure the committee.is not left with any possible impression 
that y:ou agree with its highly controversial findings. 

RECOMMENDATION: 

That you sign Stan's revised letter·at Tab A. 

Attachmen-t 

z. Brzezinski 
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THE WHITE llOUSE_. 

WASHINGTON 

To ·Chairman B·irch Bayh 

Thank. you for sending .me a 
Senate Select Committee ·on 

s 

·;:, . : ...... .. ~, .. :_ 

the 

1. I·. want to reit­
erate to you and the Committee my personal 
cOinllld.tment ·to effective oversi,ght of the 
Intelligence Community. I know that Stan 
Turner will cooperate with you in that 
endeavor. 

,,f.. 



THE WHITE HOUSE 

WASHINGT()N 

Mr. President: 

9/19/78 

Comments from Eizenstat, 
Schultze, Marshall, Kreps, 
and OWen are at tache d .. 

Mcintyre's comment is 
expected shortly. 

In addition to th~ distri~ 
bution mentioned in Secre­
tary Blumenthal's note, a 
copy of the memo was given 
to Hamil ton Jordan.· 

Rick 



THE SECRETARY OF THE TREASURY 

Electrostatic Copy Made 
for·Preu!IVatlon Purpooas 



CABINET ECONOMIC POUCY GROUP 

DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C 20220 

September 13, 1978 

MEMORANDUM FOR: THE PRESIDENT 

FROM . .. w. MICHAEL BLUMENTHAL, CHAIRMAN /I 1)(j'? 
. ECONOMIC POLICY GROUP . ·. . WI 9 

SUBJECT STRENGTHENED· ANTI-INFLATION PROGRAM 

This memorandum outlines an inflation program that your 
economic advisors would like to discuss with you. The 
program is s:ignificantly strong.er than the existing one, 
but stops well short of controls·. 

The objective of the program is to reduce inflation in a 
fashion. that is consistent with maintaining real incomes. 

This objective can be achieved by instituting 

o an explicit numerical standard (trigger point) 
for wage 1.ncreases 

o a strengthening of the current price deceleration 
standard consistent with the wage standard. 

o specific government measures that would be trigg.ered 
when the sta:nda,rds are exceeded. 

The need for a stronger program is illustrated by a sunnnary 
of the inflation outlook in Part I. Part II outlines the pro­
gram and Par·.t III contains an evaluation, concentrating on 
the. economic and politicai risks of adopting it. Two attach­
ments describe the administrative costs of the program and 
the details of the use of Federal procurement to induce 
compliance with the wage price standards. 

I. RECENT COST AND PRICE DEVELOPMENTS 

Since late last year, inflationary pressures have worsened 
'Substantially. During the first 7 months o.f 1978, consumer 
prices have risen at a lC} percent annual rate. Part of the 
probl'em has stemmed from special factors -- the rapid rise 
of food prices, the effects of dollar depreciation on import 
prices and prices of domestically-produced substitutes, large 
increases in mortgage financing costs, and the effects of the 

Electrostatrc Copy M~de 
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increase in the minimum wage and social security taxes on 
costs. But the problem goes beyond special factors.. Quite 
apart from the effects of the rise in the minimum wage, wage 
rate increases are higher than a year" ago; productivity growth 
has .been lowe·r than expected; and cost increases have been 
widespread. Moreover, in a few sectors of the economy, demand 
pressures have been pulling up prices. 

The rise in food prices has begun to abate, ·slowing the rise 
in the overall consumer price measure to a 6-percent annual 
rate in July. Continued moderation in food prices is llikely; 
in August, wholesale food prices dropped 1.5 percent, follow-
ing a 0. 3 percent decline in July. . 

Outside the food area, however, there has been no significant 
price deceleration. At both the wholesale. and consumer levels, 
price increases outside the food area in July were at or above 
the 8 percent annual average of the first half of 1979. The 
August wholesale price report indicated some moderation of 
finished goods pr.ice increases, but it was not evident in 
intermediate products now moving through the pipeline. 

Nor is there much prospect of a deceleration of nonfood prices 
in the months ahead. Recent sharp increa.;ses in materials costs 
will carry through subsequent production stag.es. While wage 
rate increases appear to have s.lowed somewhat in re.cent months, 
the pace is likely to quicken again as recent increas.es in 
consumer prices work their way into cost of living adjustments 
in wage contracts. Hourly wage rates in the private nonfarm 
sector already show year-over-year increases of around 8 per­
cent. 

At the same time, the produc.tivity performance of the economy 
continues to be dismal. In the second quarter of the year, 
productivity was less than one percent above a year earlier. 

The setting in which we approach the heavy calendar a.f labor 
negotiations for 1979 -- the Teamsters' negotiations begin 
in early ~ovember of this year -- is a.ne of strong pressures 
on prices, higher wage rate increases, and sluggish produc­
tivity. And another boost to production cost·s will a.ccur 
from scheduled increases in the minimum wage and in social 
security taxes at year end. 

Inflation has been a major factor contributing to the weakness 
of the dollar. Continued declines in exchange rates are, in 
turn, adding to the inflation pressures through higher prices 
for imported items. Thus, the two problems are feeding on one 
another. 



-3-

The current anti-inflation program must be st~engthened. The 
concept of deceleration is too vague to encourage compliance 
by companies and workers. Moreover, the lack of an explicit 
numerical standard for wages and prices creates problems of 
defining a noninflationary wage increase in specific situations. 
We also believe, however, that efforts to influence wage-price 
decisions in the private sector should stop well short of 
mandatory controls. 

II. OUTLINE OF THE. PROPOSED PROGRAM 

The wage and price standards have been designed to meet the 
following criteria: 

1. They must be equitable, explicit, and easy to 
calculate with precision. 

2.. The standards should be stated in a form such that 
they appear to be a logical extension or firming 
up of the current program. 

:We have attempted to balance the conflicting .objectives of 
administrative and conceptual simplicity with equity, economic 
rationality, and policy continuity. Admittedly, no standard 
can be perfectly fair. The only way to make a proposed stand­
ard more fair is to make it more complex -- to make exceptions 
for special situations. With complexity comes lawyers, hearings, 
delays, and confusion in the minds of the public. A simple 
standard, such as the one proposed here, administered in an 
enlightened way, would be bes.t in political terms and would 
have the lowest adminis·trative costs. 

The standards listed below would.distribute the anti-inflation 
burden as fairly as possible. 

A. Wacge Standa:rd in 1979 

1. The wage standard would be an explicit number. 

o It would be expressed as a 7 percent limit 
on annual increases.in wages p1.us private 
fringe payments. 

It would be consistent with maintaining 
the· real incomes of workers over the .next 
year. 
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Under this program, annual productivity 
improvements would be applied to reducing 
inflation rather than being· reflected in 
higher money wages. 

o In new collective bargaining situations, a contract 
in which wage and fringe increases average no more 
than 7 percent annually over the life of the contract 
would be consistent with the pay stand'ard-.-Alterna­
tively, a 100 percent cost of living adjustment would 
be acceptable. 

o Wage agreements signed prior to announcement of the 
program· and government-mandated wage changes would 

_be exempt· from the pay standard. 

o Productivity bargains would be allowed where workers 
trade demonstrable improvements in work rules for 
wage increases higher than the standard. 

B. The Price Standard in 1979· 

The price standard for 1979 would continue to be one of decel­
eration based on a target for economy-wide price increases, 
consistent with the 7 percent wage standard, of 5-3/4 percent. 

1. This economy-wide objec.tive is derived by adjusting the 
wage standard for increases in employment taxes and a 
projected 1-3/4 percent increase in productivity (7.0 
+0.5 -1.75) 

o It would be a deceleration of about 2 percentage 
points from this year's inflation rate. 

2. 'This inflation obj.ective is translated into explicit 
price deceleration standards for individual f1.rms. 

o Individual firms would be expected to limit their 
price increases to one-half of a pe-rcentage point· 
below the firm's average annual. rate of increa·se 
for the base period of 1976-77. 

o In addition, if increases in wages and fringe 
benefits paid by a firm decelerate by more than 
1/2 percentage point, prices should decelerate 
by commensurately more than 1/2 percentage point. 

3. Firms that cannot meet the deceleration standard because 
of uncontrollable cost increases (for example, energy 
or raw materials cost increases) would be required to 
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show that their before-tax profit margin (on sales} is 
no higher than the average of the firm's two fiscal years 
ending befc:;:re-the :i..nce.ptl.on ·Of the program:-

C. Multi-year Implications 

If the program is succes·sful both wage and price standard's 
could be reduced each year. The annual reduction would be 
equal to the increase in economy-wide productivity less the 
slippage.between the standards and realized results. Slippage 
would arise from true shortages (such as food}; government 
actions that increase costs; and deviations from the wage 
and price standards. 

Annual Increases Tn FY 1978 FY 1979 FY 1980 FY 1981 

Wage Standard 7.0 6.0 5.0 
Plus Employment Taxes 0.5 0.5 0.5 

Equals Realized Wage Cost 9.0 7.5 6.5 5.5 
Less Productivity 1.0 1.75 1.75 1.75 

Equals Uriit Labor Cost 8.0 5.75 4.75 3.75 

Equals Price Objective 8.0 5.75 4.75 3.75 
Plus Projected Slippage 1/ 0.5 0.5 0.5 

Equals Price Forecast. 8.0 6.25 5.25 4.25 

1/ . Wage and price actions above the standard. 

D. Expected Inflation OUtloe.k 

We cannot realistically expect actual rates of wage and price 
incre·ases dur.ing 1.979 to match the standards. 

o Even under the best of circumstances there will 
be some upward "drfit" of the average wage in­
crease above the standard because of prior 
contract ag.reements and noncompliance. 

o On the bas.is of experience during the guidepost 
and controls eras, ·we would optimistically esti­
mate an averag.e rate of wage increase one-half 
of 1 pe~centage point above a 7 percent standard. 
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o Thus, a•s.suming this program is successful, the 
rate of increase of hour:ly labor compensation 
(inclusive of employment taxes) is l1.kely to be 
around 8 percent under a 7 percent standard for 
wag.es pius pr1.vate fringes. 

o If food-price inflation matched that of other 
i terns, the projected CPT increa:se for 1979 
would be between .§. an~-1/2 perce:nt:" --

This program, if successful, would reduce. 19'79 
inflation by about one percentage point from our 
current projections; and change the pattern from 
one of acceleration to deceleration. 

E . Monitoring 

1. CWPS would monitor industry ;erice performance by follow­
ing trends in the component 1.tems of the Wholesale and 
Consumer Price Indexes. 

o Significant departures from a path of deceleration 
would trigger an investigation of individual firms 
·in the industry. 

o CWPS would use its existing powers to require firms 
to supply information on prices, costs, and profit 
margins. 

2. CWPS would also monitor major industries (e.g., steel, 
aluminum, and autos) on a continual basis. 

o The specific ;erice targets for these industries 
would be publ1.cly announced. 

3. In addition, CWPS would undertake investigations of major 
produc,t-li:ne increases above 9-1/2 percent. 

o This will help to prevent firms from taking advantage 
of the fact that the standard applies to companies 
rather than products in order to rationalize inordi­
nate increases in some individual product lines. 

o Because the price ·Standards apply to companies 
rather than individual produc.t lines, this moni­
toring activity would not be a focus of the program 
but it.is a means of responding to specific pro­
blems. 
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F. Countermeasures 

At.the time that the wage and price standards are announced, 
the Administration would also announce that, unless extenuating 
circumstances suggest a different interpretation, wage ~ price 
increases above the standard would be interpreted a·s a sign of 
the existence of particularly inflationary cond'itions in the 
markets conc.erned -- shortages, excessive market power, shelter 
from competition, etc. The g.overnment would be prepared to 
take such steps as were within its power to alleviate such 
conditions. 

The potential actions would include: 

(1) A Federal procurement policy that would require 
individual firms who do business with the 
government to certify compliance w1.:th the stand­
ards for wag.e a,nd price increases on their total 
line of business. 

o You have the general authority (with no 
additional legis·lation) to limit governmen.t 
purchases and contracts to firms that satisfy 
its de·finition of "responsible bidders." 
"Responsiveness" can be defined to require 
compliance.with wage/price standards. 

·But, this authority has limitations which 
are discussed in Appendix A. In particu­
lar, these actions must be within the 
context of efforts to improve Federal 
procurement rather.than as a tool for 
controlling, economy-wide inflation. 

o Compliance with the standards can similarly 
be required for Export-Import Bank loans. 
We are examining the situation for other 
government loan programs. 

(2) A set of ad hoc actions that the g.overnment is 
prepared to undertake 1n response to inflationary 
conditions in specific industries. These actions, 
which could be taken at any time after the announce­
ment of the program, would include 
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o reques·ting that the regulatory agencies, 
in. their rate-setting func.tions, examine 
not only rates of return, but also the 
reasonablenes·s of cost in.creases, using, 
as a general criTerion, the Adrttl.nistration's 
wage and price standards; 

o examining various restrictions on import 
competi.tion and, where actions were 
adrn1.n1.s,tratively possible, taking them 
(e.g.,.ITC 20l,steel trig.ger, and Buy 
America) ; 

o examining the application of various 
regulations that set floors under wages 
or prices and, where admin.istrative 
·di'scre.t1.on was available, modifying such 
regulations (Davis ... Bacon, Service Contract 
Act, etc.).; and 

o subjecting individual inflationary situa­
tions to public scrutiny and review through 
public hearings and reports ~ CWPS. 

(3) The government would also be prepared to apply the 
deceleration principle in guiding its own policy 
decision.s that affect private sector prices. 

o For example, the Administration would examine 
the impact of its administrative and legisla­
tive proposals on agriculture and other markets 
with heavy government involvement~ 

This general approach is being used in Great Britain and France. 

G. Other Government Actions 

This program for private-sector behavior needs. to be accompanied 
by some explicit governmen.t contributions to slowing the infla­
tion. We cannot rely solely on standards for private sector 
behavior when the public believes that government is the primary 
villian. At the same time, we believe it would be a mistake 
to propose new legislation during this session of Congress or 
to call them back afte·r the election. The options for current 
actions are limited. We are considering the following:· 
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(1) 1980 Budget Objectives 

An explicit statement on the 198-0 budget could take two forms: 

(a) Reaffirmation of your prior statements that the 
deficit will be reduced, to the $30-$40 billion 
range; that your objective of reducing,Federa:l 
expenditures from 23. to 21 percent of GNP is 
ahead of schedule; and that the pattern of deficit 
reduction from $66.4 billion in FY 1.976 will con­
tinue; or 

(b) A statement that the budget w-ill be reduced in 
FY 19,80 to. the low 30's. 

While the second option is obviously stronger, it 
would restrict your freedom to propose revenue 
measures (e.g., social security tax reductions, tax 
incentives) with a direct impact on inflation as 
part of your January budget. 

In citing the gains that have been made on employment 
and economic growth, you could indicate that con­
tinuation of the expansion is threatened by inflation 
and that we can make no further progress on unemploy­
ment until inflation is brought under control. This 
would signal a clear change in our policy priorities. 

(_2) Employment Limitation 

You could enact a Federal employment freeze. for an indefin·ite 
period of time. In practice, this would mean agencies would 
only fill 3 out of.4, or alternatively, 2 out of 4 existing 
vacancies as they occur. For the first three months, the 
3-out-of-4 option would reduce Federal employment by 11 thousand, 
and the 2-out-of-4 ·option would reduce Federal employment by 22 
thousand. 

(_3) Federal Regulation 

You can cite initiatives that have been taken by the Adminis­
tration and reaffirm your support for the deregulation efforts 
of the CAB (which have already substantially reduced air fares) • 
You can also press other regulatory agencies to provide you 
with examples of their efforts to "sunset" old regulations. 
Finally, you could announce the postponement of one or two 
proposed regulations. 
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There are more significant steps that can be taken on deregu­
lation, but they require legislation and announcement now would 
be premature. 

(4) Legislative Proposals 

You could state that in framing all future. legislative proposals 
the problem of inflation will be given paramount .importance. · 

(5) Monetary Policy 

You could request that the FRB support the program by bringing 
interest rates down in step with r.educed infJ:ation. Because 
of prior experience during the Nixon price controls e·:ta, the 
FRB will be very leary about any specific commitment (the 
post-controls inflationary surge is attributed in par·t to an 
exces·sively loose monetary policy) • They would probably 
respond w:ith a generally supportive statement. 

(6) Agriculture Policy 

Although food processing and marketing are covered by the 
program, competitive agricultural markets will in practice be 
exempted from the wage/price standards. As most food-price 
fluctuations are due to developments at. the farm level, this 
program does not respond adequately to the concerns ·Of organized 
labor and the general public. we. are therefore examining. the 
pos·sibility of append·ing to the program an explicit program 
for stabilizing farm prices. 

III. EVALUATION 

It is imperative that the c.urren.t inflation program be 
strengthened. 

o Although the most recent price developments appear 
favorable, the improvement is largely in food 
prices. There is little evidence that the basic 
rate of inflation is· decelerating. 

o Continued inflation is increasing the chances of 
recession.. In the absence of other strong anti­
inflation measures, the Federal Reserve will 
tighten monetary policy significantly further. 
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o The decline in the dollar has momentarily halted, 
partly because foreign exchange markets anticipate 
new anti-inflation actions. Unless some action is 
announced shortly, the decline in the dollar is 
likely to resume. 

o Your willingness to address the inflation problem 
directly and firmly is increasingly being taken .as 
evidence of this Administration's economic steward­
ship. The, esteem we have earned for the significant 
progress your policies have achieved in reducing 
unemployment is offse,t by our failure to date on 
the inflation front. 

All of these points argue for adoption now of a program to 
strengthen what is already underway. It must be recognized 
however, that a program such as that outlined above would 
have potentially far-reaching economic·and political conse­
quences. The major concerns are: (1) the implications of 
this decision for your future options on economic policy, .and 
{2) the political impacts that will follow its announcement 
and implementat~ons. 

1. Implications for Future Policy Options 

Your advisors believe this prog,ram has the potential for making 
a. start on reducing the rate of inflation. But since it will 
rely heavily on voluntary cooperation of business and labor, 
its success is uncertain. ' 

o 'The ad hoc measures might be effective in specific 
situations, but they fall short of ensuring a 
uniform r·esponse to the standards. 

The regulatory and Davis-Bacon measures are 
directed at a few specific industries. 

The trade actions coul:d be very important; 
but politically, it will be very difficult 
to use them in more than a few situations. 

o The governmentprocu:rement polic;y of requiring 
adherence to the guidelines is, 1n principle, 
fairl!y broad. 
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The procurement conditions could in some cases 
be applied to activities of a firm not directly 
related to its business with the government. 
This would be true for a firm whose governmental 
and non-g.overnmental business were so inter­
mingled as to make cost separation impossible. 

Subcontractors as well as prime contractors could 
be required to adhere to the standards on the 
portion of their business directed to the 
government contractor. 

Firms complying with the standards would create 
pressures for complia-nce by others through 
normal competitive forces. · 

In practice, the major enforcement ,pressure 
would come from private auditors who will not 
certify financial statements that do not 
recognize challenged contracts. 

Those divisions of larg.e corporate conglomerates 
whose output is. principally directed toward 
Federal contracts would press hard for adherence 
to the standards as a matter of corporate policy. 

o But, the application of the procurement policy will 
be limited by several factors. 

There will be a need for exceptions because 
of national security requirements, sole-source 
suppliers, and excessive impacts on individual 
firms (implying bankruptcy) • 

And many firms do little business with the 
government. 

Thus, while the sanction will affect many 
firms, the magnitude of the potential impact 
on any one firm will vary enormously. 

Most importantly, the legal authority requires 
that this policy be directed at improving 
Federal procurement rather than a general 
objective of reducing inflation within the 
overall economy. (This is a complex issue 
that is discussed more fully in Appendix A.) 
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Finally, the Department of Defense is opposed 
to placi'ng· further burdens on the procurement 
process. 

o The anti-inflation program will work only if we 
enforce the standards with vigorous and effective 
countermeasures. 

In the absence of s,trong and persistent follow­
up, the public will be quick to infer that the 
program is· a sham. Individual groups· will 
cooperate only if they are convinced that 
others will be required to dothe same. 

Unlike mandatory controls, this program does 
not provide for.an automatic sanction against 
every violation. Many sanctions will be under­
taken on an "ad hoc" basis and there will be a 
political battle in every situation .• 

Hence, "jawboning" and applying public pressure 
are important parts of the program, and the 
·successful operation of the program will require 
a heavy commitment of your time and prestige. 

o The alternative of a tax incentive program (TIP) 
canno·t be implemented in time to meet the major 
inflationary threats in the next nine months, nor 
will it be responsive to the type of inflationary · 
pressures we face in thi·s period. It might, however, 
be a u;seful adjoint as part of a legislative. program 
we could announce next January. 

o Other legislative options might be viewed as 
complementary to the proposed· program but they 
would not sta;nd alone as an anti-inflation pro­
gram. 

Deferral of minimum,...wage increases and reduc­
tion in excise or employment taxes would 
encounter substantial opposition in the 
Congress; it is therefore unlikely that they 
would be passed promptly and without radical, 
perhaps debilitating revisions. 



-14-

If some form of a general tax cut passes in 
this session of the Congress, there may be 
insufficient revenue for any major reduction 
in employment or sales/excise taxes. 

o Thus, you should realize that this prog.ram is the 
la·st step short of a commitment to high unemploy­
ment or leg.islation for wage/price controls as a 
means of containing inflation. 

2. Pol.iticalBenefits and Risks 

Recent polls indicate that a majority of the public favors a 
strong anti-inflation policy that includes numerical wage/ 
price guidelines. Moreover, general sentiment in favor of a 
strengthened program appears to be swelling as the inflation 
situation worsens and as the press speculates on the emergence 
of a stronger program. Hence, the general. public reaction to 
the program should be highly favorable .• 

On the other hand, the announcement and implementation of this 
program will severely strain relations with major political 
interest groups. 

0 Announcement an:d implementation of the wage and 
price standardS""might result in a. sharp political 
split with organized labor and the business 
conunu:n ity . 

If the program includes some action to post­
pone government regulations, there will be 
added-opposition from environmental, health, 
and other special-interest groups. 

o The prog~ram could be viewed as an attempt to 
circumvent the Congress on the issue of controls. 

o As there is an enormous variation in the importance 
of Federal procurement to individual firms, the 
program could be viewed as highly inequitable. 

There are many details· of this program which we are refining. 
And there are concerns: for example, some of your advisors 
are worried about anticipatory price increases by those who 
interpret this program as a prelude to controls. We urge 
that you meet with us soon to review the program. 
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Attached at 'Tab A is an explanation of the procurement sanction. 
Several legal and administrative details connected with the 
procu:r:ement section will need further clarification this week. 
We discussed the program with the Justice Department, b1:1.t there 
are some procedural details that we must explore further. 

Tab B outlines the program's administration. 
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Ap.pendix A: Procurement Policy 

We have had extensive discussions with the Justice 
Department and others with respect to the relationship between 
procurement-policy and anti-inflation policy. There are 
two basic questions that influence the structure of the 
program.: (1) the extent of your authority to establish 
procurement policy and (2) the extent to which a contractor's 
activities can be subjected to a requirement to 
adhere to general wage and price guidelines. 

I. Basic Authority 

The Procurement Act gives you the general authority 
to condition government purcha-ses on such terms that you 
consider appropriate. 

o However, those terms cannot conflic.t 
with other sections of the act or other 
legislation. For example, you do not have 
the authority to use these measures as a form 
of indirect wage and price controls. 

o Furthermore, the conditions that you establish 
must be consistent with the objective of 
making procurement cheaper for the government. 

'l'hus, the procurement policy changes we 
propose must be kept separate from the 
general anti-inflation effort and should 
not be characterized as a general sanction 
within the anti-inflation program. 

The two policies can be linked publicly by 
statements that the government is setting 
an example by following its own guidelines 
or that the g.overnment is trying to act as 
a prudent buyer should. 

o We are following a conservative int~rpretation 
o.f your authority in· des1.gning the procurement 
policy changes. 

For example, this interpretation stops short 
of that used to justify minority hiring and 
equal employment requirements, which were 
subsequently upheld by the courts. 

If this program is interpreted as controls, 
it is possible that a court would rule 
against the procurement conditions. 

Justice believes that this .case is defensible .• 



I.I. Who Would be Subject to. the Procurement Conditi.ons 

Prime Contractors 

'l'he program. could legally reach only those activities 
of a f,irm which have a reasonable accounting connection 
to the good or product purchased by the government or are 
likely to affect its pri.ce. 

The principles can be illustrated by consideration of a 
company with separate products: bread, truck parts, auto parts 
and trucks. Only trucks are sold to the government. 

o The· fact that the truck parts are components 
of trucks produced by that firm is sufficient 
to reach those par·ts even though most trucks 
are sold in the private s.ector. 

o The connection to auto parts and bread 
is an administrative one. It depends 
on the extent to which the costs and profits OR 
these products cannot be administratively 
separated from the product sold to the government, 
bu.t are instead commingled with the government product. 
There are three types of commingling, or .sharing.: 

shared services or overhead, 
inter- or intra-company trans.fers, and 
shared accounting as a .single. profit cex:1ter. 

o Shared services or overhead exist to some extent 
in all congolomerates. For example, the salary 
O·f the conglomerate pres.ident is always 
allocable, to some extent, to all subsidiaries 
in the conglomerate; however, assuming a 
reasonable allocation of this overhead can be 
made, it is not a basis for lumping separate 
divisions together. 

o ·The inter- or intra- company transf.ers may be a 
basis for treating a company as a consolidated 
unit and applying.sanctions to the whole company. 
But if the company can account for its transfers 
at a price which can be· independently verified, 
(for example, by reference to a marke·t price) 
these transfers alone would not serve as sufficient 
connectl.on to treat two otherwise separate 
parts of the company as·a unified whole. 

o The fact tha.t a unit is treated by the company as a 
common accounting·unit (that does not have the 
potential for shifting. costs to other uni·ts) 
may suffice to. limit the application of the .. 
wage and p.t;ice standards to that unit. 



o . ·tn. the case. of our example, the bread division.,. 
''·located separately· and accounted for separately in 
terms of profit .and loss accounts, intra-company. 
trans'fers, and overhead, would have to be treated 
as a separate unit for the purposes of our 
program. 

o Whether the auto .parts would be considered separate 
from truck parts would depend on the degree to 
which the company makes a reasonably separa.te 
accounting for each operation. 

We propose to ha:adl·e the problem initially by defining 
the coverage in such a way that an entire cong.lomerate 
is covered; but it may obtain separate· treatment for parts 
of the conglomerate by demonstrating.to CWPS that the 
company divisions, subsidiaries, e.tc., are in fact 
reasonably separate in terms. O·f overhead, intra-company 
transfers, and profit and loss accounting. 

o The underlying principle i·S that the company 
will not be allowed to separate its operations 
in a way that distorts the economic realities 
of its production. 

o .This approach has the important advantage. that 
a company must exhaust its administrative remedies 
befor.e appealing to the courts. 

o Most importantly, a court.ruling against the 
g.overnment witl only affect the applicability of 
the procurement condition to that specific firm •. 
Thus, a negative court ruling on a specific case· 
will not destroy the entire program. 

Subcontractors 

The· firm contracting with the government would obtain 
certification that its major subco:atractors and suppliers 
were in compliance wita the program. As a theoretical 
matter this could reach as many divisions of a subcontracting 
firm as of a prime contractor. However, as a practical matter, 
since the enforcement must be directed through the prime 
contractor, the remedies for noncom:pliance by a subcontractor 
will :be more lirni ted.. The prime contractor would not be 
responsible for enforcing action~ against subcontractors 
nor.would it be responsible for the accuracy of the 
certification. · 



III. Sanctions 

The basic sanct·ions are those of (i) barring persons 
who are in violation of the contract from bidding and (ii) 
terminating, for breach· of contract, a contrac,t presently 
in force. A sanction type of action short of termination 

. is to neg,otiate some anti-inflation concession from the 
company under threat of termination. 

There are some limitations. and' problems with these sanctions. 

o Disbarment and termination require a due-proces,g 
type of adm:iniptrative hearing and will use some 
·extra legal resources. 

o Some account must be taken of the needs of the 
procuring agency when·a firm is in violation 
of the guidelines or can' t ag.ree to abide by 
them (e.g., national defense needs where the 
sole-source. supplier is not in compliance) • 

The specific procedures would be as follows: 

1. Government contracts would contain a clause that a firm 
w.ill abide by the guidelines during the accounting year 
in which it signs the contract, and that it will obtain 
certificates of compliance from subcontractors. A 
procuring agency could determine for specific reasons 
to exclude such a clause in an individual case. Such 
reasons would be: 

small contracts (under $10, 00·0) 
small business firms 
serious harm to national defense 
substantial administrative inconvenience to 
the government if the clause were included. 

2 •. If a firm violated that clause, it would be in default of 
of the contract. The procurement agency would become 
aware. of the probability that a firm was in violation 
of the guidelines by review.ing a general list of noncomplying 
firms prepared by CWPS as part of its monitoring activities. 
The procurement agency would determine whether or not 
to terminate the contract for cause. Some latitude 
would be allowed to terminate a contract even where 
a firm is default. This would be for reasons such as: 

./ 

serious harm to national defense, 
substantial administrative inconvenience, and 
substantial inability O·f the contractor to 
prevent violation. 



3.. A firm,found in violation would in reality be unable 
to obtain any future contract during the accounting 
year until it came back into compliance. At some 
point this would constitute disbarment in a legal 
sense and the bidder would have to be given a hearing. 

We anticipate an early legal challenge to the program. 
However, once the bas'ic concepts of the program are upheld, 

. the interpretation of the guidelines are s-traightforward. 

o The determination that a firm has breached its 
contract should not require any large increase in 
trial attorneys_ or similar legal staff. 

o Similar sanctions and their attendant procedures 
are already in place within procuring agencies. 

o The ini,tial enforcement effort by a coordinating 
agency (such as the procurement office of OMB) 
could be limited to a moni.toring of actual 
enforcement practices by the agencies of these 
contract clauses, with the initial focus of 
attention on the larger procurement contracts. 

IV. Administrative Structure 

There is a le·gal need to maintain the compliance 
requirement of federal procurement as an integ'ral part of 
procurement policy rather than an aspect of the general 
anti-inflation e£fort. 

o Thus, the enforc~ment staff that monitors 
compiiance with the procurement requirements 
should be separate from the monitoring and 

. investig;atJ.ve g:roups involved with evaluating 
general compliance with the standards. 

o We suggest that the enforcement gr;oup be situated 
in the Office of Federal Procurement Policy in 
OMB. 

o In addition, CWPS should not use a list of 
procurement firms as a basis for guiding its 
monitoring and investigation activities.· 

o A general list produced by CWPS of f-irms out of 
compliance with the standards can be used by the 
enforcement group. 

This section is illustrative of our current views. Further 
staff work may lead to some modifica·tion of the procedures. 
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Appendix ~: Administration of the Program 

The Administration of the program is. guided by several 
principles: 

o The administrative program should not entail the 
creation of a new agency because this would ·require 
Congressional authority and. could foster fear:s of 
controls. 

o One advantage of a voluntary program is the dis­
cretion involved in enforcement activities; there 
is considerable latitude in the .number of wages 
and price situations that are pursued. We recommend 
a relatively low-key effort that is· consistent 

with the desire to allay fears that the program 
is disguised controls 

and with the Administration's policy of con­
trolling the size of the Federal bureaucracy. 

o For legal reasons, the monitoring and enforcement 
activities should be housed in different agencies. 

o To avoid confusion, monitoring activities alone 
should be coordinated through. a single agency. 
This is an important lesson that all of the studies 
of prior programs emphasize. 

The monitoring of private sector wage and price actions would 
be coordinated by the Council on Wage and Price Stability (CWPS). 

o This is necessitated by their authority to subpoena 
and protect confidential data. 

o The Council's membership coincides with the EPG 
task force on inflation. This group would need to 
meet frequently to make basic policy decisions 
during the first few months. 

The enforcement could be handled by the Off ice of ·Federal Procure­
ment Policy (OFP.P) in OMB. 

1 J 

o This is the only government agency that oversees all 
Federal procurement. 
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The monitoring procedure would work as follows: 

o Large firms in major industries would be monitored 
on a continuing basis. 

The CWPS subpoena powers could be invoked to 
require periodic reporting on prices, costs, 
and profit margins by these firms. 

o .wider coverage would be achieved by monitoring 
industry price performance by following trends in 
the component i,tems of the Wholesale and Consumer 
Price Indexes. ' 

Significant departures from a path of decel­
eration would trigger an investigation of 
individual firms in the industry. 

CWPS would use its existing powers to require 
firms to supply information on prices, costs, 
and profit margins. 

o ln addition, CWPS would undertake investigations 
of major product-line increases. 

--' This will help to prevent firms from taking 
advantage of the fact that the standard applies 
to companies rather than products in order to 
rationalize inordinate increases in some 
individual product lines. 

Because the price standards apply to companies 
rather than individual product lines, this 
monitoring activity would not be a focus O·f the 
program.but it is a means of responding to 
specific problems. 

o A CWPS study of the data supplied by an individual 
firm would. determine whether the firm is noncomplaint 
with the wage/price standards. 

Typically, the firm would be invited to discuss 
the situation prior to a finding by the CWPS 
staff. 

o CWPS would publicize cases of noncompliance and 
would bring them to the attention of OFPP, who 
would in turn distribute the lis·t to procuring 
agencies. 
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o The procuring agency would be expected to take 
appropriate action against the delinquent firm. 

The first step would be an informal hearing 
in which the firm could present its case. 

If the CWPS finding is confirmed, the procuring 
ag,ency would determine whe.ther to 

(1) invoke the penalty for noncompliance 
with the contract, 

(2) negotiate a way for the contractor to 
come back into compliance, or 

(3) exempt the contractor from the penalty 
in order to avoid serious disruption of 
of the procurement process or because 
of extenuating circumstances that render 
exemption equitable. 

o The procuring agency would be expected to, consult 
with OFPP on its decisions. 

In addition, .procuring agencies would file 
regular reports with OFPP regarding the 
decisions that it has made dur.ing the report 
period. 

The CWPS and OFPP staff are not currently adequate for credible 
monitoring and enforcement efforts. A credible effort for a 
voluntary program could be achieved with an initial staff 
addition of 35 people that was built-up over six to nine months 
to an ultimate addition of 100 individuals. 

o Since direct contact will be limited to a pool of 
about 300 large companies, small staffs can carry 
out fairly vigorous monitoring and enforcement 
efforts within a basically voluntary program. 

~ -, 

o Aspects of the program:·that do not involve confidential 
data,_1(from individual firms) can rece:ive considerable 
assistance from the Department of Labor and Commerce 
if some priority is placed on the program. 

o Most of the initial s,taff would be assembled by 
detailing individuals from existing agencies. 
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Outside sources of professional manpower 
(universities and research centers) are 
limited at this time of the year. 

There are several individuals, experienced 
with administration of the former controls 
programs, who could be induced to work on 
the effort. 

The ini tia,l staff increment would be apportioned as follows: 

Analysts 
Lawyers 
Public Affairs 
Secretaries 

Total 

CWPS 

13 
2 
2 
J 

21) 

OFPP 

10 
3 
0 
2 

--rs 
o The initial staff buildup could be financed out of 

your emergency fund and would not require Congres·­
s-ional action until the Spring of 1979. 

o We estimate that the annual cost of adding these 
3:5 people would be $1-3/4 million. 

The ultimate-staff increment would be apportioned as follows: 

Analysts 
Lawyers 
Public Affairs 
Secretaries 
Clerical 

Total 

CWPS 

40 
3 
4 

13 
20 

---so 

OFPP 

14 
3 
0 
3 
0 

21) 

o When this staff is achieved, we could ask the largest 
200 firms to establish a regular data-reporting 
system. 

o 'This level of staff would require about $5 million. 

o This staff does not compare to the staff involved 
in the Nixon controls programs. 

Phase II required 4,000 people. 
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Phase IV required over.l,OOO. 

Two high-level (e.g .• , Executive Level IV) administrators will 
have to be recruited to direct the prog.ram. 

o The functions of these individuals could ~e strictly 
adminis·trative. 

o Alternatively, the administrator of the monitoring 
program could also serve as your chief spokesman 
on inf.ilation policy. 
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THE WHITE HOUSE 

WASHINGTON 

September 18, 1978 

MEMORANDUM FOR: THE PRESIDENT 

FROM: STU EIZENSTAT ~ 
BOB GINSBURG 

SUBJECT: Anti-Inflation Program -- Memorandum on EPG 
Proposal and in Preparation for Meeting with 
Key Economic Advisers 

The Anti-inflation program proposed may be the most important 
economic initiative you will undertake during your first 
term. It may also be the most complex. Accordingly, I have 
raised in this memo a number of basic questions and issues 
we ought to consider before going this route. I basically 
believe that we m~st have a much tougher anti-inflation program 
than we do now. This program is it. But there are imponderables, 
risks, and uncertainties which must be clearly on the table. 

By way of background, the. basic proposal 
a few weeks ago from Secretary Marshall. 
the general parameters suggested by Ray. 
seems to have the support of most of your 
with varying degrees of enthusiasm -- and 

for this program came 
It is still within 
In general, it 
economic advisers, 
skepticism. 

1. Will this program work? The objectives of this program 
for 1979 would be to bring the underlying rate of inflation 
down from its present level of 7~% - 7~% to about 6~%. If 
food and energy prices also increase at that rate in 1979, 
the overall CPI would be up in 1979 at about 6~% -- down 
from its expected 8% to 8~% rate for this year. 

(a) Since this program will antagonize labor and 
management and may lead to anticipatory wage and 
price increases (based on the be.lief that the next 
step will be controls), you should find out from your 
economic advisers what prospect this program has to 
succeed and what it is_likely to accomplish. 

(b) You should determine if this is being proposed only 
as a necessary step to go through on the way to 
wage and price corrtrol~or because it has a reasonable 
likelihood of succeeding. It may well be (and I think 
it is) better to go forward with this program than to 
maintain the status quo, but you should be certain of 
this before embarking on it. 
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2. Do we really have a general procurement sanction? The back­
bone of this program consists of specific.wage-price standards 
or triggers and the use of government action where appropriate 
most importantly procurement policy to back these standards 
up. The inflation paper states {at p. 13): 

"The anti-inflation program will work only if we enforce 
the standards with vigo;rous andeffective countermeasures .••. 
Individual groups will cooperate only if they are convinced 
that others will be required to do the same." 

But there are serious legal and economic questions concerning 
the viability of the procurement sanction. I have met again 
Saturday with Strauss, Schultze, Bosworth and the Justice 
Department to resolve them but there are no totally clear 
answers. 

{a) The first page of Appendix A of the inflation paper 
states that {for legal reasons) the procurement 
policy "should not be characteti~ed as a general 
sanction within the anti-inflation program." It 
must be tied to achieving procurement policy 
objectives -- not to limiting society-wide inflation. 

This clearly implies that neither you nor your spokesmen 
could state that the government will not do business 
with those who violate the inflation standards in order 
to fight inflation -- although this would be the 
strongest public statement to make. Justice feels 
you can say that to set an example, the federal 
government will follow these standards {with 
some exceptions, such as national security and sole 
source suppliers) in its procurement practices 
by being a prudent buyer and by insisting that 
firms certify compliance with the program in their 
contracts with the government in order to insure 
the lowest priced procurement for the government 
in the long run. 

{b) There is the possibility, which Bob Strauss has 
pointed out, for public ridicule of this program 
both because of its necessarily uneven enforcement, 
and because it may lead to the government turning 
down the lowest bidder for its procurement if that 
bidder violated the standards in other related 
products it does not sell to the government. 
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Thus, Appendix A of the inflation paper states 
that the procurement rules established "must be 
consistent with the objective of making procurement 
cheaper for th~ government". The government might 
be in the anomalo~s position of breaking a contract 
with a low-priced supplier -- all in the name of 
anti-inflation policy -- because the former 
supplier's overall product - line violated the 
standards. 

(c) COWPS will semi-annually probably publish a list 
of the companies which violate the standards. But 
our procurement policy will not enable us to take 
action against all -- or perhaps even the bulk 
-- of these companies, because of the many exceptions. 
That could pose a barrier to public acceptance and 
compliance by others. 

(d) The inflation paper states that the procurement 
sanction could legally reach only those activities 
of a firm which are closely related to the product 
being purchased by the government. That requirement 
seems to considerably limit the reach of the sanction. 

(e) In those cases where unions bargain.with an 
industry-wide group of companies, the procurement 
sanction probably would not work because an 
excessive collective bargaining agreement would 
affect federal purchasing for all the companies 
in the industry. 

(f) You may get involved in many of the decisions 
because the procuring agencies will frequently 
want to go forward with contracts which COWPS 
feels violate our standard. These agencies will 
seek every excuse to avoid "punishing" contractors 
with whom they regularly deal. To avoid this 
problem you should send a stiff directive to each 
agency upon announcement of this program. You 
should also consider permitting a majority vote 
among the principals who sit on COWPS (essentially 
the EPG Group) to determine the outcome in most 
cases, (if this is legal), so you are not drawn 
into every controversy. · 

What all this amounts to is the possibility that we may have 
a wage/price standards program which creates high initial 
public expectations, but without strong teeth to back the 
program up. This does not mean giving up on the program 
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but it does mean it should be approached with caution and open. 
eyes. 

The lack of effective sanctions to back up the wage standard 
may not be terribly important in the non-unionized sector 
-- merely announcing an explicit 7% wage cap may be very helpful 
to those employers (e.g., the large insurance companies, 
retail stores, etc.) who have substantially greater power over 
their employees' wages and salaries. In addition, the procure­
ment sanction might sound sufficiently tough and its 
application sufficiently complex that the fact that'it may 
turn out to be more bark than bite may not undercut its 
usefulness. 

3. Political Defense of the Program. We must be able to 
explain and "sell" this program to the public because we 
are unlikely to get favorable responses from the leadership of 
organized labor or much of the business community. 

(a) We have to be certain that we can explain this 
program in simple enough terms for it to be 
easily understood. Equally important, Charlie 
and Bob Strauss both strongly--and correctly-­
believe this program should not be oversold as 
a new panacea but rather as a tightening and 
elaboration on our deceleration program. In 
effect, these standards define what we mean by 
deceleration program. If this program is held 
up to too high a plane it will seem inadequate. 
If cast as an extension of our existing program, 
it will seem a more meaningful and an important 
step. 

(b) We will have to be prepared to defend against 
charges that this is itself a controls program 
or that this takes us down the road toward 
controls. Such perceptions may lead to anticipatory 
price and wage hikes.. You should ask Charlie, 
Barry and others about the likelihood of this 
occuring and the best way to avoid it. 

(c) Since violations of the price standard will be 
inherently more difficult to monitor than those 
of the wage standard (particularly in the case of 
collective bargaining agreements), we will have 
to be able to defend against the charge that this 
is essentially a program designed to control workers' 
wages but not prices. It is important that this 
be perceived as equally tough on prices and wages. 
Ray Marshall -- and the EGP memo -- are correct in 
indicating that the programs should be sold as a 
way to maintain the real income of America's workers. 
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4. The productivity Assumption~ The anti-inflation 
program assumes that productivity will increase by 1-3/4% 
in 1979. This assumption is basic to the bottom-line objective 
of a 6~% underlying rate of inflation. Any shortfall from this 
figure· must be added to the underlying rate. If, for example, 
productivity grows at only 3/4% to 1%, the underlying rate of 
inflation under this program would rise to 7~% to 7~%, 
meaning no deceleration from the underlying rate that we 
pres'ently have. The press is certain to question this 
productivity ass.umption. If we cannot adequately defend it, 
they will be able to do the arithmetic calculation and will 
claim that even if our program "works", it will not reduce 
the underlying rate of inflation. You might ask Charlie 
and Barry how confident they are about this productivity assumption. 

5. Announcement of a'Number for the Budget Deficit. 
Some members of the EPG suggest that anyinflation statement 
announce either a specific number or a narrow range of numbers 
(e.g., the low 30's) for the deficit we will propose for 
the FY 1980 budget. In my view, that would be a serious 
mistake. The deficit number for 1980 represents a major 
political/economic decision governing the growth we will have 
in an election year. That decision should be reached, as it 
normally is, late this year when we can make our best guess about 
the performance of the economy in 1980. A very low deficit 
number proclaimed now could also eliminate our ability to 
help reduce inflation by designing Social Security rollback 
and TIP programs for next year. 

I would favor a statement indicating you have taken the 
budget deficit from $66 billion to $43 billion for FY 1979 
and FY 1980 will bring it down "to the 30's of billions 
of dollars." This is essentially what you have said. 
This will seem to the American people -- as it is -- a 
major accomplishment in two years and would add structure 
to the anti-inflation announcement since most Americans 
see the budget as a key ingredient in inflation. 

The EPG paper represents a good work~product in a short period 
of time. But we should all be certain about what·. we. are 
getting into -- substantively and politically -- before 
we go forward. We should not take critical steps just 
because the·re is an inflation problem and we have to 
"do something," without a visible prospect that they will 
work. 
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6. Additional Points: Charlie Schultze and I began 
Congressional consultations on the general outline of this 
program last week so that we would be able to report these 
back to you. Thus far we have seen The Speaker, Congressmen 
Bolling, ReUS'S, Moorhead and Ullman and Senators Bentsen 
and Proxmire -- the key Committee and Subcommittee chairmen. 
This week Charlie has arranged for additional consultations on 
the Senate and House side. Thus far the reactions have been 
generally positive and supportive. Most seem to feel that it 
would be useful to get much of the legislation out of the 
way before announcement so as to interfere. as little as 
possible with the ongoing legislative process. 

7. In many respects, the initial press reaction will depend 
on the reaction from George Meany. Ray has talked to him at 
some length. If labor is perceived to be solidly against 
this program it will get off to a poor start. Meany's 
chief concern -- and with some historical justification 
given the operation of the Kennedy-Johnson guidelines and 
Nixon's wage and price controls -- is that our program will 
come down harder on the wage than the price side. 

I think that it is terribly important well before your public 
announcement (if you adopt this program) that you meet 
personally and privately with Mr .• Meany to assure him that you 
intend for this program to be implemented on an evenhanded 
and fair basis; that you will keep him advised of difficult 
decisions along the way; and that you will be tough on the 
price side of this program. I strongly urge you to make 
half an hour available for such an Oval Office meeting as 
early as possible. 
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THE CHAI;RMAN OF THE 

COUNCIL .OF ·ECONOMiiC ADVISERS 

WASHINGTON· 

September 18, 1978 

MEMORANDUM FOR THE PRESIDENT 

From: 
·LS 

Charlie $chultze C 

Subjec·t: Anti-Inflation Memo 

The EPG memo of September 13 provides, I think, most 
of the information and discus·sion you need. There are 
two points on which I can add a few words: 

1. Federal.Procurement 

On the basis of further legal analysis by the Department 
of Justice and others, it now appears that we will have to 
be very careful in how we present and ju~tify the procurement 
actions proposed in the memo. 

o The procurement program cannot be described as 
a general "sanction" o.r penalty used to enforce 
the wage and price standards; 'Withholding of 
procurement or cancellation of contracts on 
that ground cannot be legally supported; 

o rather, the procurement action must be justified 
in terms of the government acting as a prudent 
buyer, seeking to get the most for the government's 
dollar; 

o withholding of contracts or contract cancellations 
applied to firms which violate the standards -­
even if they are low bidders -- must be justified 
as a way of reducing the long-run cost o.f 
procurement. 
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we are getting a formal opinion from Justice this 
week which will spell out more precisely the constraints 
under which we shall have to operate in using the 
procurement tool • 

. 2. Risks 

Labor -- or at least. the AFL-CIO leadership -- is 
not in sympathy with the program. To the extent businessmen 
take the wage standard seriously, the consequence may be 
an inc-rease in the number and duration of strikes. Indeed, 
this may be a necessary cost of success in the program. And 
where labor is, in effect, striking against the standard, 
we will necessarily be in the public position of siding with 
manag.ement against labor. 

In each specific case, applying the "sanction.s" will 
require some difffcult decisions; for example: 

o The Defense Department, understandably, will 
resist cancelling any important defense 
contract or barring an important supplier 
from participating in a new contract. 

o Any specific ac-tion to ease up on import 
restraints ~- steel., television, shoes --
will be strongly resisted, and may lead to 
Congressional attempts to ove.rride tl)·e President. 

If several major union contracts are signed significantly 
above the 7 percent standard, the prog.ram will be identified 
as a clear failure, ev:en if those contracts are somewhat 
lower than the previous ones. A numerical standard makes 
scorekeeping by the press much easier than is the case 
under the existing deceleration standard. 

Some firms -- especially those not affected by Federal 
procurement -- may raise prices in the fear that this is 
the last step on the road to controls. 

Afte.r reviewing all o·f the options, I believe it is 
necessary to take these risks. If we do nothing, inflation 
wi.ll continue to poison the economic and political climate 
of our country. We cannot lick inflation solely by tight 
money and highly restrictive budgets, except at huge cost 
in high unemployment and low investment. Wage and price 
control,s cannot be obtained from the Congress, or if so 
only after a bitter and protracted strugg.le. And even if 
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they could be enacted, they would themselves -- after a 
year or so equally poison the political and economic 
cl.imate. 
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U.S. DEPARTMENT OF LABOR 

18 SEP 1978 

MEMORANDUM FOR: 

FROM: 

S'BBJECT: 

OFFICE QF·THE SECRETARY 

WASHINGTON 

THE PRESIDENT 

SECRETARY OF LABOR ~ 
The Anti-inflation Program 

I support the basic anti-inflation program 
recommended to you by the EPG. Fundamentally, 
the program is based on the principles I 
recommended to you in the concept paper dated 
July 15. I believe that a program of voluntary 
compliance with well defined indicators of 
behavior will be successful if the Administration 
takes force-ful countermeasures wher·e wage and 
price increases are excessive. 

The wage,..price program should be bolstered by 
other governmental actions to reduce inflationary 
pressures where these actions are thought to 
be truly effective. Reduc1.ng social security 
taxes,. f.or example, will moderate inflation. 
But the program need not be garnished with 
ineffective. measures that are adopted only to 
·"show that the Administration i.s serious about 
inflation." 

This memo deals with two policy issues on 
whi.ch you•r advisors ar:e divided and also on 
ways to tailor the presentation to gain greater 
acceptance from organized labor. Some of 
labor's acceptance will be tacit and it is 
unlikely to be universal. But widespread 
private and public rej1ection by labor can be 
avoided. 

The Employment Freeze 

A Federal employment freeze is an example of 
an ineffective symbol; it would leave inflation 
unaffected while disrupting program administration. 
Your economic advisors would be embarrassed if 
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a reporter should ask what e.ffec·t such a 
. freeze would have on the . CPI (less than 0. 01 
percent) • I believe ·that the American public 
has ·more se11se than to be imp·ressed by a 
freeze. 

A freeze would 'postpone my ability to hire 
claims.processors as required by the Black. 
Lung Reform Act: nor could I move forward with 

·the investigators for the Office.of Special 
Investigation designed to eliminate fraud in 
CETA, or with the department's participation 
in the ·expanded effort to eliminat~ the. influence · 

. of organi.zed crime in the labor movement. 

The symbol, furthermore, teaches the ·wrong 
lesson., Our current inflation is not the 
r.es.ult of too much employment. A freeze ·would 
send the wrong signall. to o·ther employers. 

There is an alternative. Your budget process 
will set employment ceilings for all agencies 
at levels intended to carry out your programs 

·~ during fiscal 1980. It might be useful to 
hasten the transition from current employment 
ceilings to those you wish ·to achieve in 
1980. 

Reducing the Deficit 

A .prematurely announced and excessive reduction 
in the Federal deficit is an even mor.e dangerous 
symbol. The EPG ha·s no:t yet made a forecast · 
for 1980, but a fiscal 1980 deficit set at $30 
to $35 billions may well lead to an unemployment 
rate of 6 1/2 percent by this time ih 1980. 
At a minimum, all the. risks would be on the 
s:J .. de of rising unemployment during 1980. Such 
a policy would do.nothing less than ask hundreds 
of thousands O·f lower income Americans to 
carry the unnecessary a·nd tragic burden of 
unemployment .• It is understa·ndable--and, 
indeed necessary--to ask for sacrifi.ce a.'S part · 
of an effective attack on inflation; but, it 
would be tragic to ask for this .sacrifice in 
an attempt to provide a false symbol to the 
"market. " · 
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Presenta'tion of the New Program 

There are a number of aspects o.f the new 
program that are ,cr±tical to organized labor. 
Seine are merely symbols, but the manner in 
which they are treated is important. 

Organized labor is anxious to avoid the blame 
for originating "the current inflation. I 
recommend that your speech place the blame on 
"exogenous" factors--oil prices, food shortages, 
health cost's, and the falling dollar.. The · 
·Current inflation did not ,begin with excessive 
wage increases or oversized, profit marg.ins. 
But, the inflationary situation of the last 
decade has been sustained by label? and business 
trying to. keep pace. Both will have to sacrifice 
now to wind down the inflation that was started 
from other sources. As some labor leaders 
have said privately: "We are not the cause 
but we are. certainly pa·rt of the cure. •i 

The second item is equal restraint for non­
labor costs. Here you need only emphasi:ze 
what is inherent.in the program. Prices and 
profits will be monitored as vigorously as 
highly visible union wage increases. Generally, 
erof'i t mar~ ins will not increase. Those who 
J.nf.luence 1nterest rates, health costs and 
food prices will be asked to carry their fair 
share of the burden.~ 

Other union concerns are more related to. 
pol:j..cy. In most cases,· careful phrasing will 
suff•ice, but there may be significant policy 
implications. · 

The unions dislike. and distrust guidelines. 
Union thinking runs as follo~s·. · Voluntary wage' 
col)trols will be 'effectively policed~ employers. 
Breaches of the price.standard, however, may go 
unnoticed or unpunished. Addi~ionally_, if policy 
weakens later, businessmen can always change their 
prices on a moment's notice and without having to 
negotiate with any other party. Once a qecis·ion 
on wages is made in the unionized sectors, however, 
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it is usually made for threeye:ars. Your 
s.peech ~hould deal with and show an under­
standing qf these. concerns •. 

The statement that "we will establish guidelines. 
or standard's" is much more dif.ficul t · f.or the 
unionl? to accept than the equivalent statement 
"we need explicit indicators of appropriate· 
wage and price behavior." Similarly, the 
statement "wage increases should be limited to 
7- percent II iS mUCh leSS aCCeptable than .II the 
trigger point for wage behavior is the expected 
inflation rate." The latter can be tran;slated · 
into a precise standard by noting that 1.nflat1on 
in 1979 is expected to be substantially le~s 
than 7 percerit: .. and, therefore, "we are setting 
the 1979 trigger po.int for wages at 7 percent." 

It i-s important that yo.U e.stablish a mecha:p.ism 
whereby the labor movement can obtain a fair 
hearing and understanding o.f thei;r- special 
problems.. We should avoid unilateraL' or 
arbitrary decisions • 

. The administrati!Ve structure,· including the 
personnel and process for implementing. the 
_program, will be an extremely important factor 
in program success. I believe this needs much 
more thought and discus,sion. As: you know, 
organized labor has been sharply critical .of 
CWPS • role in the current program.· 

For the proposed· program, I suggest that Bob 
Strauss remain as t·he spokesman, that my collec- . 
tive bargaining group be availa'ble for consultation 
with labor, that CWPS' role be one of monitoring 
wage and pri.ce behavior, and that policymaking 
remain with the EPG .. sub-gr.oup that has developed 
this. policy. These steps will emphasize the 
continuity of your inflation policy. 

The u:n·ions will be ira'te if protective. labor 
legislation 1.s us·ed ·as an--:e:xplicit~pon. 
They can muchmore readily accept the idea 
that Federal constr11ction in San F:r.a-ncisco 
will be halted if wage rates for construction 
workers are excessive than the idea that 
Davis-Bacon will be used to discipline wage 
rates. Pro-tective labor standards are not 



• .• ' 

-5-

·vieweci as discretionary parts of Federa.l 
policy.. I believe that construction wage 
increases ·will geneially continue at their 
present level (5.7 percent for the first six 
inonths of 1978), well·below the 7 pe~cen.t 
trigger point. In cases of flagrant disrega-rd 
of the standard, w.ithl:lolding new government 
contracts will be. persuasive. Thus., I recommend 
that the Davis--Bacon issue not be utilized 
until we dete~mine whether it is needed rather· 
than unneces·sarily raising union "red flags" 
at this time. · 

There .·are othe~. "red flags" that we should 
carefully avoid.. The EPG recommenc;ls tha.t the 
government not involve itself directly in 
negotiations-except to express _its general 
in.teres.t and quietly· ·mention the .leverage at 
our disposal. It would be helpful if your 
speech would explicitly make this point. 
Establishing an early contest to see who can 
be tough and declare victory' will only create. 
unnecessary and bruising battles, encouraging 
many more strikes than is ·necessary. · OU:r 
posture should be. "you do ·what you .. have to· do 
arid we will do what we have to do. i•· Specific 
public threats will generally be ·counterpr'oductive. 

Points could be gained by stating that we have 
no intention o.f reconuitending: any delay or 
cancellatiOn O·f scheduled minimum \jage increases-­
'especially if this was stated in the context 
of equi·ty for those at the lower end o.f the 
wage_distribution. 

·During our subsequent discussion with you on 
the program, I can provide.a fuller review of 
my formal and private discussions with labor 
l·eaders. 
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FROM: 

THE SECRETARY OF COMMERCE 
Washington, O,C. 20230 

SUBJECT: 

There are timing and substantive questions about the proposed 
anti-inflation program that you should consider before making 
this important decision. Although I support strengthening our 
anti-inflation policies, there are significant downs.ide risks 
to the guideline program that need to be stressed in addition 
to its probable benefits: 

·• Those who insist that·you do something now because 
of political pressure usually fail to add that an 
ineffective program will do you more harm than good. 
If this new effort is deemed a failure, the public 
perception that this Administra.tion doesn't know 
how to fight inflation will be reinforced; and our 
options for future action will be primarily redu.ced 
to wage and price controls. 

• There are legitimate questions about the effectiveness 
of thi·s program in reducing the rate of inflation. 
Both business and labor will oppose guidelin.es. Labor 
in particular will argue that th.e program would result 
in reducing the real wages of workers in the short-run. 
In addition, the sanctions are weak because they fall 
on a narrow band of industries; are exceedingly 
difficult to administer; and will not, in most. cases, 
be enforceable for at least one year. 

• Further, I believe that the staff resources and 
administrative burdens of this program have been 
seriously underestimated. The smallest Nixon 
controls effort required 1,000 people yet we are 
projecting an increase of only 10·0 staff members. 
Numerous administrative questions need to be be!tter 
resolved: 

a) How many people. will be required? Will 
there be new slots provided or will staff be 
drawn from the Departments·? 
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b) Are key procurement agencies such as Defense 
and GSA on board? 

c) How will this ne:w effort relate to CWPS and 
the role of Bob Strauss? Do we need an overall 
administrator for the program and who shall it be? 

• Although we know that labor and business will oppose 
this program, I fear that labor will oppose it so 
forcefully that its failure wi11 be ensured. We 
need to look more carefully at the dimens·ions of the 
possible split with labor in order to consider negotiated 
changes that would at least bring some of them closer 
to the program. 

e In order for the program to have credibility, we need 
to specify th.e actions we are willing to take to reduce 
g.overnment contribution to inflation. We should consider 
specific cuts in the deficit; ac,tion on regulatory reform; 
and rollback of the social security increase. 

These shortcomings and unanswered questions about the program as 
drafted argue for delaying an announcement unt.il the end of the 
Congressional session or pos·sibly until the first of the year. 

• An additional period of time would afford us the 
opportunity to work out the technical details of the 
program and weigh more carefully any adjustments that 
should be made in lig,ht of the expected strong opposition 
from business and especially from labor. 

• Postponement at least until the Congress returns home 
has the support of key Congressional leaders. In 
addition, negative reaction from business and labor 
could be translated into opposition to initiatives 
in Congress that are very important to your Adminis­
tration including energy, taxes, and civil servic.e reform. 

e Because of the importance of demons.trating government's 
contribution to fighting inflation, it may be that the 

·January Budget and Economic Report are the best vehicles 
for announcing concrete actions on cutting the budg.et, 
improving the regulatory process and other -actions. It 
is unlikely that these governmental actions could be 
detailed now in order to convince the public that govern­
ment is a full partner with business and labor. 

In summary, there are enough risks associated with this program to 
merit moving ahead with caution. I do no.t support announcing this 
program before Congress adjourns. I believe the program should be 
announced. only when we are reasonably satisfied that we can ma){e 
it effective. 
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INFORMATION 

.··. MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

THE PRESIDENT . 
JIM MciNTYRE.~ 
HENRY OWEN\jj:l 

September 13, 1978 

Economic Policy-Making Procedures 

1. This memorandum suggests that the launching of a new anti­
inflation program should be the occasion for an improvement in 
present economic policy-making procedures. 

2. At present several talented people are involved in specific 
and sometimes overlapping aspects of anti-inflation policy, but 
no one of them has responsibility for laying out a long-term 
strategy and coordinating the diverse actions needed to carry 
it out. The effectiveness of the anti-inflation program suffers 
as a result. This is also the perception of observers in the 
media and the business community, and this perception is hurting 
us. This problem will become more evident and important when a 
new and more ambitious anti-inflation program is launched. 

I 

3. We suggest that you make one person responsible to you for 
the formulation and execution of all anti-inflation policies. 
This doesn't mean that the other members of your economic team 
would be working for him. It does mean that he would bring them 
toge_ther to address key problems, arrange to lay their views 
(includ±ng dissent) before you, coordinate the execution of 
decisions you make on the basis of these views, and serve as 
your chief spokesman on these issues. 

4. From a bureaucratic standpoint, this responsibility could 
be lodged in any one of several places. The main requirement 
is that the Coordinator should enjoy your full confidence. Only 
you can decide who best meets this requirement. 

5. If you made this appointment known at the same time as you 
proposed a more effective anti-inflation program, both the 
public impact and the operational effectiveness of that program 
would be enhanced. 
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COUFIDEU'f'IAL GDS 5520 

THE WHITE HOUSE 

INFORMATION WASH LNG TON September 18, 1978 

MEMORANDUM FOR: THE PRESIDENT 

FROM: HENRY OWEN~ 

SUBJECT: New Anti-Inflation Program 

1. I believe that the new anti-inflation program should be adopted, 
for reasons outlined in the memo that Mike Blumenthal has sent you, 
but in the context of a.wider anti~inflation effort. Only such a 
w1der effort w1ll 1mpress Europeans and Japanese sufficiently td · 
strengthen the dollar; and only a wider program will impress ,; ' 
Americans sufficiently to reverse inflationary expectations in this 
country. The general view, both at home and abroad, is that infla­
tion is largely the result of US Government policies; people will 
be skeptical of any program that does not addr·~ss these other causes 
of inflation. Moreover, only a wider program is likely actually to 
reduce inflation: Peacetime incomes policies have traditionally 
worked best, in the US ~nd in Europe, when other governmental 
policies limited the inflationary pressures that they had to cope 
with. · 

2. These considerations suggest that: 

a. We should adopt the most rigorous fiscal option in ·the EPG 
paper: indicating that you have in mind an FY 1980 deficit in the 
low thirties. Jim Mcintyre says that such a low deficit need not 
preclude postponement of increased social security taxes next year; 
this postponement could be accommodated by cutting expenditures 
still further. 

b. To dramatize your tight fiscal.policy, I would recommend 
the most rigorous hiring freeze in the EPG memo: filling only two 
out of every four federal vacancies. This would make your pledge 
to reduce government expenditures convincing, since most people 
believe that there is some connection between the government's size 
and its propensity to spend. 

c. The other main need is to reduce the mass of health, safety, 
and environment regulations that increase costs and hence prices. 
We have been talking about how to reduce these regulations in the 
EPG for as long as I can remember. I doubt we will get needed prog­
ress until you appoint a strong-minded person to spend his full time 
overseeing the effort, presumably as an OMB associate director. If 
you could announce this move at the same time as you announced that 
one or two specific regulations were being struck down, this would =L t:Jhn:f'ii~f;~~;;:gram' s credibility. 
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Hypothetical Price Projections 
for 1979 · 

(Price. Deflator for Private Nonfarm Business Product) 

wt"S' f 
/~ 

Compensation per hour 9 to 9-1/2 9 to 9-1/2 

Output per hour 1 1-1/2 

Prices, if profit margins 
are unchanged 8 to 8-1/2 7-1/2 to 8 

Prices, if profit margins 
decline 5% 7-1/2 to 8 7 to 7-1/2 
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2 

7 to 7-1/2 

6-1/2 to 7 
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MEMORANDUM 
(' ., ,., · lDfiiBffiAt 

C'--· 

CON~L-GDS -- - ;..;--r . 
ACTION 

MEJl!IORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 5650 

WASHINGTON . . 7{,) ',.!)~-
September 2 3,. 197 8 7.} If/' . . 

. ,Ljl vi'~ 
~ J P>j~;v .. ~ 

::G:::I:::ZINSKI L§ . ,:{u1; 
Cabinet Officials' Travel to China J 

With the Schlesinger and Bergland trips as examples, Cabinet 
Secretaries are demonstrating eagerness to beat a path to 
Peking. Several have approached the Chinese directly re­
questing. invitations. Others have gone to Holbrooke request.., 
ing his patronag,e. One s.enses · the beginning of jealousies 
as to who goes next. (C) 

To nip t·his problem in the bud, I recommend that you take this 
issue up· at .the next Cabinet meeting. Here are the talking 

··points I recommend: 

You welcome the forthcoming trips by Schlesinger and 
Bergland to China. They are part of our burgeoning relationship 
with the People's Republic, which has your support. (U.) 

You can see some mer.it in considering additional 
Cabinet-level vis:its to China, either singly or perhaps j:oint 
tr'ilps of more than .one Secretary at one time. (LOU) 

However, until one can assess the value of the 
Sqhl.esinger and Bergland trips, it is premature to schedule 
dates. Until we have a clearer sense of the direction. of oar 
China policy, it is premature to think abou.t the timing. and 
sequence .of such visits.. (C) 

Moreover, ou:r policy interests are not.well served by 
individual Cabinet members approaching the Chinese either 
directly or indirectly. (LOU) · · 

--· Therefore, you request all Cabinet members to hold 
any plans· for travel to China in abeyance until afte.r the 
Schlesinger and Bergland trips. 

Anyone wishing· to go, or invited, should check first 
with NSC (Zbig) which will coordinate wi.th State. 

c,o.NFIDEM'f'Itm GDS 

-WNFIDENTIAt . · .. 

~ OECL.ASSifiS) 

Per; Rae Project 

• ESDN; NLC-/~C' ... J'1 ... '2~-1-11 
BY I<S NAR.'-OAlE (. /p'/11 
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THE WHITE HOUSE 

WASHINGTON 

9/25/78 

Ambassador Strauss 

The at.tached was returned in 
the President's outbox today· 
and is forwarded to you for 
appropriate handling. 

cc: 

Rick Hutcheson 

Hamilton Jordan 
Stu E1zenstaf 
Zbig Brzezinski 
Frank Moore· 
Jim Mcintyre 
Charlie Schultze 

·. ~ATTACHMENT 

nECLASSIFIE:O 

Per; Rae Project · . · . -· · 
- . . . ,u.]S,./,....9' 

ESDN; NLC-1 ?..(,/·' '"' 
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THE SPECIAL REPRESENTATIVE FOR ..,:: ./. 

TRADE NEGOTIATIONS 7f~ {. ~ .. ~~. -4) ~ 
WASHINGTON '· /1 ~ ~. · ~#b'l.- /A ~~r 

,>rq/~ 
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MEMORANDUM FOR THE PRESIDENT .... 

FROM: A!Jtbassado.r Robert S .. Stra-us . 

SUBJECT·: A Political Assessment 0£" The Tokyo Round. 

This memorandum .will enla·rge upon the brief reference to 
the Tokyo·Round·and its 11egative aspects in last week's 
summary. For . •sometime now, I .have wanted to give you a 
.personal report.· o.n the negotiations. I have been· re.luctant 
to add to your concerns, which I know are many, but I sense 
that the time has arrived to give you my j:udgment of where 
we are and where we are heading. 

Background. 

Twenty months ago, as you know, the Tokyo Round was in 
danger of foundering. The political will of keypartici-­
panbs -- an indispensable ingredient for such an ambitious 
undertaking --had been •sapped by t'he oil crisi,s.and the 
ensuing global recession. Repeated efforts by the previous 
Administration to revitalize the negotiations had failed. 
Many governments,· faced. with growing protectionist 
pres•sures, wished . the . negotiations would go away. 

At.the: Downing?Street Sumnlit, U:rideryour .leadership, we.· 
began •the.-task .o~ ~moving the. negotiations . from. a. S•tate·. 
of . .in·ertl.a to ;on~i-o{.:·.action~; Tn th~ past sixteen months, 
I •can".rep·ort·~. we"lniye' continued to m(ike slow but,, s;teady 
prog.ress. ·• The; status :of :each .p~ase of the negotiations 
was d.escribed in ·a:e,t:ail in the "F;ramework of Uhdersta:nding" 
which was reported .. to· the· recent 'Bonn Summit .. 

' .t •• • . I··, .. • ·_' . :'·. ·. · .. -_· ': .. 
--:; 

Our work h.as been painstaking, becapse of the recal.ci trance 
of many of our trading pa.rti1f:!rS. ··conces·sions have ·been 
di.fficult for ev:e:ryone concerneq. Trade·.<I~·iberaliz.ation 

. ' . .·.·',J:;. ·' 
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is never easy, but never so difficult than in the face of 
domestic economic problems and the resulting mounting 
protectionist pressures. Many serious is·sues remain, . 
including several which could jeopardize the entire . 
negotiations. I am far from certain, but nevertheless, I 
am hopeful that with I.uck it will be possible to conclude 
the international negotiations by December 15 -- or 60 days 
thereafter ~- and then turn our full attention to the task 
of domestic implementation. 

Domestic Implementation. 

Our present plan is to submit the domestic implementing 
legislation to Congress by mid-March O·f aext year, for 
consideration and decision under the up-or-down-vote-no­
amendments procedures set forth in the Trade Act. If such 
a schedule is adhered to, the legisla.tion will likely voted 
on by the House and Senate next summer. 

The. package of implementing legislation which we would send 
to the Hill next spring would, under the most favorable 
circumstances, be as complex and controversial piece of 
legislation as any to be considered by the next Congress. 
Because of the nature of the negotiations, it is not yet 
possible to.describe with precision what the final package 
will contain. 'There still exists the risk that in some 
critical areas, most notably agriculture and subsidies, we 
will fall unacceptably short of what we must have to sell 
the deal at home. The reason would be simply that our 
trading, partners, despite their sincere efforts, have been 
unable to deliver the necessary concessions to satisfy our 
agricultural constituents even though it wilLexceed what 
has been done before or what they expected this time. 

I.f there is to be a deal, there is no question that it will 
contain both pluses and minuses. It will address subjects 
which are both politically sensitive and disparate, ranging 
from tariffs to government procurement policies, from C\:l·stoms 
valuation to the difficult problem of subsidies and counter­
vailing duties. 
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Throughout these negotiations I have consulted clqsely 
with the.Congress, and sought to.respond to the needs of 
individual Membe.rs. Wherever pos·sible, we have attempted to 
include in the package features to add pol.i.tical buoyance to 
offset those negative aspects we could not avoid. At the 
present time, becau:se we do not yet know fully what con­
cessions our tradi11.g partners will be able to deliver, it 
is not possible to say whether the package is a net plus 
or net minus in terms of domestic political acceptability. 
It isprobably one of those issues that will hurt in the 
short rua and be praised in later years. 

As our consultations· with Congres·s have progressed, I have 
noted a steady chilling in the atmosphere on Capitol Hill, 
exemplified most recently in the soundings we have taken 
r:egardi11.g obtaining .an extension of the .waiver on counter­
vailing duties. congressional concerns over import penetra­
tion in sensitive sectors, such as steel and textiles, 
combined with large trade deficits, have created an atmos­
phere which is the worst imaginable in which to seek approval 
of the results of the Tokyo Round.. I cannot overemphasize 
this negative attitude that prevails', even among some of the 
most ardent supporters of a liberal trade policy. 

It is my present view that the final package will be adop.ted, 
but only after a bruising and costly fight. It will pit the 
relatively small and disorganized, although highly respec.ted, 
constituency which supports liberal trade against a forntidable 
coalition of labor and management from numerous industries,. 
most notably textiles, s.teel, dairies, and chemicals. It 
will requira an effort on the part o£ the Administratio~ not 
a great deal less than was mounted in the case of the Panama 
Canal Treaties and the natural gas compromise, and the · 
chance of success is little, if any bet.ter. Needless to say 
a failure would be a major setback for the Administration 
and for the credibility of the United Stat·es .in its inter­
national economic relations·. It could also trigger a world­
wide protec.tionist retrenchment that would endanger the 
western world's economic prosperity as well as political 
stability. Obviously, we must go forward. While the 
agreements themselves certainly will not dramatically . 
change the patterns of world. trade. they wi.ll help move in 
the right direction. 
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I assure you we are going forward aggressively and will 
continue to press for the best result pos·sible but you 
should be aware of the probable domestic political costs 
that Congressional consideration will entail~ 

All of this, of course, must be evaluated by you in the 
broader context of Administration policy, and from a 
longer, hist.orical perspective. In the coming weeks and 
months as we proceed we must evaluate, and re~evaluate, 
the results of the Tokyo Round and reach our decision as 
to how best to proceed. It was to alert you to the 
problems I foresee and to encourage such an ·evaluation 
by the appropriate advisors that I have written thi·s 
memorandum. Accordingly, I am sharing copies of this 
memorandum with Blumenthal, Brzezinski, Owen, Cooper 
and Eizenstat. 



. 9:00 

1.2:35 

THE PRESIDENT'S SCHEDULE 

Satu:rday - September 23, ··1978 

Dr. Zbigniew Brzezi.nsk.:.t - The OVal Offi.ce.'! 

Depart Sou.th Grounds vra. Helicopter en route 
Andrews AFB, Penns:ylvani.a and Ohio • 

• 
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9:50 

10:00 

11:00 

THE PRESIDENT'S SCHEDULE 

Sunday - September 24, 1978 

Depart South Grounds via Motorcade en route 
The First Baptist Church. 

Sunday School. 

Morning Worship Service .• 
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THE WHITE HOUSE 

WASHINGTON 

Mr. President: 

9/25/78 

Frank Moore said you were interested 
" 

in talking with the 11 liberals 11 in the. 

House who were .against the natural 

gas bill. rf that~s the case a 

majority of those attending a breakfast 

tomorrow morning at the White House 

fall into this categ.ory. They meet from 

8 am until 10 am in the Diplomatic 

Reception room. You could. stop by after 

your congressional leadership breakfast 

at 8 am. 

Phil 

.. ~ '.' ·. 
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THE WHITE HOUSE 

WASHINGTON 

9/2'5/78 

The Vice President 
Frank Moore 
Jody Powell 
Anne Wexle·r 
Joe Aragon 
Landon Butler 
Dick Moe 
Phil Wise 
Betty Rainwater 
Rick Hernandez 

The attached was returned 
in the President's outbox 
today and is forwarded 
to :you fo:( your information. 

Rick Hutcheson 

•. 
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DEMOCRATIC: 
NAifiONAL COMMITTEE-. 1jj25 Massachusetts Ave., N, W. Washington, D.C. 20036 (202} 797-5900 

·TO: 

THROUGH: 

FROM: 

.RE: 

MEMORANDUM 
September 22, 1978 

PRESIDENT CARTER 

RICK HUTCHESO 

JOHN 

WEEKLY 'STATUS •ON DNC OPERATIONS 

DEMOCRATIC PARTY EUPHORIA 

John, C. White 
Chairman 

State Chairs are, without exception, cheering your peace 
efforts. This should carry us into a successful Midterm 
Conference in Memphis. 

WASHINGTON PRESIDENTIAL FUNDRAIS·ER - SEPTEMB-ER 27th 

Table sales are going well. Evan .Dobelle is an excep­
tionally gifted person and is a credit to the Party and to 
your Administration. 

CAMPAIGNS 

Upsets in M·assachusetts and elsewhere confirm my feeling 
e.xpressed in previous memoranda that this is an unusual year. 
Pollsters are not able to read the public mood with any 
consistency • 

A coov of our rerwrt is filerl with'the Federal f.IPclion Cnmmission and is available for purchase from ttlP. F.erlNai.F.I~ct!on Commision. W:t~hington, O:C. 
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DEMOCRAT:IC: 
NAtiONAL COMMITTEE"' 1"625 Massachusetts Ave., N. W. Washington, D.C. 20036 {202) 797-5900 

MEMORANDUM· 

September 15, 1978 

TO: 

THROUGH: 

FROf~:: 

RE: 

PUBLIC l~ORKS 

PRESIDENT CART.ER 

RICK HUTCHES 

JOHN C. WHI 

John C. White 
Chairman 

Governor Lamm of Colorado came by to express concern of 
Western Governors if the Public Works Bill is vetoed. He 
acknowledged that his and other public officials rhetoric 
concerning water projects had not been helpful to a satisfactory 
resoluUon of the differences between the AdministraUor:~ and 
loca 1 interests. Obviously, the Western Governors, - 1'ed by 
Lamm - want you to si'gn the Publiic Works Bill as pas'sed, by Congress. 
Without consideration of the merits of the bill~ which must have 
first priority, obvious major political implications are 
ir:~volved if the bill is to be vetoed. 

I would suggest that the Vice President 'be a~ked to take 
lead in, conferer:~ces with Governors, .congress i•ona 1 1 eade.rs etc. 
to mini.mize the negative impact in the West. Of course, I 
would like the cipportt.mity to ·discuss tlae poHticaT implications-­
plus--and mir:~us~- at the appropriate time. 

WHITE HOUSE ENTERTAINMENT 

r•n take WilMe· Nelson any time. 

A copy nf our report is filed with the Federal Election Commission and is available for purchase from the Federal Election Commision, Washin on, D.C. 



Frank Moore 

THE WHITE HOUSE 

WASHINGTON 

9/25/78 

The attached was returned in the 
President's ou.tbox.today and is 
forwarded to you for appropriate 
handling. 

Rick Hutcheson 

Tim Kraft 
Jim Gammill 
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THE WHITE HOUSE 

WASHINGTON 

September 22, 1978 

MEMORANDUM FOR THE PRESIDENT 

FROM: FRANK MOORE f1"H, 
SUBJECT: Letter to you from Senator John Sten:nis, on TVA 

The bottom line on this is that we need to hurry with 
the nomination of our 3rd candidate for TVA because 
the Senate will not act on Richard Freeman until we 
do so. 

This candidate should be someone from the Valley. We 
have a number of good candidates .who .are from the Valley. 

YoU> will be receiving a memo from Tim Kraft next week 
on this subJect. 
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SUMMARY OF CONGRESSIONAL MAIL TO THE PRESIDENT 

FR0~1 

SEN. JOHN STENNIS 
(D) - MISSISSIPPl 

REP. HAROLD FORD 
(D) .... TENNESSEE 

REP. HALTER _FAUNTROY 
(D) - WASHINGTON D.C. 

SUBJECT 

SUGGESTS THAT IT WOULD BE HELPFUL 
AND USEFUL IF THE SENATE KNtW WHO 
WOULD B~ NOMINATED FOR THE 
REMAINING POSITION ON THE BOARD 
OF DIRECTORS OF THE TENNESSEE 
VALLgt AUTHORITY BEFORE .IT ACTS 
ON RICHARD FREEMAN'S NOMINATION. 

ENCLOSES HIS RECENT NgWSLETTER, 
PROMOTING THE ENERGY BILL IN HIS 
DISTRICT. 

HANDWRITTEN LETTER: "THE JOY THA'I' 
WE HAVE BECAUSE OUR FULL VOTING 
REPRESENTATION RESOLUTION HAS NOW 
PASSED BOTH THE HOUSE AND THE 
SENATE, IS DUE IN LARGE PART TO 
YOUR COURAGEOUS LEAOERSHIP AND 
SUPPORT. PLEASE ACCEPT MY SINCERE 
AND HEARTrELT THANKS TO YOO AND 
THE FINE TEAM OF FRANK, VALERIE, 
BOB THOMSON, JIM DYIE, AND BUNNY, 
WHO HELPEb BRING HOME THE BACON 
FOR US. P.s~ I'M TAKING MY TENNIS 
LESSONS." 

DATE: SEPTEMBER 11, 1978 

Pl,GE: - 6-

DISPOS I 'l'ION 

------~----

ACKNOWLEDGED BY FM 
REFERRED TO 

PRESIDENTIAL PERSONNEL 

ACKNOWLEDGED BY YOU 
CC:FREE 

REFERRED TO 
CEN'rR/\L FILES 
CC:PINSON, THOMSON, 
!>'liTCH ELL 

COM~lENTS 
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JOHN<C. STENNIS, MISS., CHAIRMAN 

HENRY M. JAcKSON, WASH. 
HOWARD W. CANNON, NEV. 
THOMAS:J• MC INrYRE, N.H. 
HARRY ·F. BYRD, JR., VA. 
BAM NUNN, GA. 
JOHN C. CULVER. IOWA 
GARY HART, COLD. 
ROBERT MORGAN, N.C. 
WENDELL R. ANDERSON, MINN. 
PAUL HATFIELD, MONT. 

JOHN TOWER, TEX. 
STROM THURMOND, &.C. 
BARRY GOLDWATER, ARIZ. 
WILLIAM. L. SCOTT, VA. 
DEWEY F. BARTLETT, DIQA. 
JESSE H.ELM8, N.Co 
JAKE GAAN, UTAH 

FRANCIS J. SULLIVAN. ·STAPF DIRECTOR 

The President 
The White House 
Washington, D • C. 20'500 

Dear Mr. President: 

COMMITTEE ON ARMED SERVICES 

WASHINGTON, D.C. 20510 

September 5, 1978 

1 ----~CJ{.Ftn/PP 
. CONGRESSIONAL: 

SEP lJl 1978 

\ ' 

I am writin.g you with respect to the two vacancies wh-ich exist on t'h~ ;B,o~rd 
of Directors of the Tennessee Valley Authority. You have nominated Mr. 
Richard Freeman, of Chicago, Illinois, to fill one of these vacancies, but 
have not-yet announced whom you plan to nominate .for the other. 

I know that ·I do not have to stress to you the importance of the Tennessee 
Valley Authority. As you know, it is a government-owned corporation that in­
cludes a unified program of resource development and supply of electric power 
for the advancement of economic growth in the Tennessee Valley region. 

The Tennessee Valley Authority is the wholesale power supplier for approximately 
160 local municipalities and cooperative elec.tric systems serving about 2. 5 
million residential customers in parts of seven states, including Mississippi. 
It also supplies power to serve Federal installations and industries in its 
area wh0se power requirements are large or unusuaL In fiscal year 1979 
TVA's operating budget for its power program will be about $2.8 billion and its 
power program capital budget will approximate $1.7 billion. For other programs 
it will receive appropriated funds of about $154.5 million. 

It is difficult to overstate the imp0·rtance of the Tennessee Valley Authority 
to the region. which it serves. In ad'dition to its electrical power program, 
its activities include flood' control, navigational development, fertilizer 
development, recreational improvement, and forestry and wildlife development. 
This brief summary of the Tennessee Valley Authority's ac.tivities indicates 
the impact it has on the states in which it operates and particularly the rural 
area of these states. 

I understand that the Senate Conrrnittee on Environment and Public Works hopes 
to hold hearings on Mr. Freeman's nomination sometime during the month of 
September. Under the circumstances and in view of the advisability of having 
complete inforrnationabout the matter, I would like to take this opportunity 
to suggest to you that it would be very helpful and useful if the Senate knew 
who would be nominated for the remaining position on the Board of Directors 
before it acted on Mr. Freeman's nomination. 

JCS:krc 

United States Senator 



THE WHITE HOUSE 

WASHINGTON 

Jordan­
Wis.e. 

9/25/7.8 

· attached was ret'urned in the 
sidertt's outbox today arid is 

forwarded to you for appropriate 
ling .. 

Rick Hutcheson 

The Vice President 
Fran Voorde 
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FOR STAFFING 
FOR INFORMATION 
FROM PRESIDENT'S OUTBOX 
LOG IN/TO PRESIDENT TODAY 

·- IMMEDIATE TURNAROUND 
NO DEADLINE 
LAST DAY FOR ACTION 

ADMIN CONFIDENTIAL 
CONFIDENTIAL 
SECRET 
EYES ONLY 

VICE PRESIDENT ARAGON 
JORDAN BUTLER 
EIZENSTAT H. CARTER 
KRAFT CLOUGH 
LIPSHUTZ CRUIKSHANK 
MOORE FALLOWS 
POWELL FIRST LADY 
RAFSHOON GAMMILL 
WATSON HARDEN 
WEXLER HUTCHESON 
BRZEZINSKI LINDER 
MCINTYRE MARTIN 
SCHULTZE MOE 

PETERSON 
PETTIGREW 

ADAMS PRESS 
ANDRUS SANDERS 
BELL X VOORDE 
BERGLAND WARREN 
BLUMENTHAL )( WISE 
BROWN 
CALIFANO 
HAl{}{ .S 

KREPS 
MARSHALL 
SCHLESINGER· 
STRAUSS 
VANCE 
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THE WHITE HOUSE 
..... J 

WAS H.l NGTON 

September 25, 1978 

MEMORANDUM FOR THE PRESIDENT 

FRQM: HAMILTON JORDAN 119 
It has been some months since your meeting with 
the .informal senior advis·ers groups, and I wondered 
if you are ready to schedule another session any 
time in Jhe next several weeks? <;-~ 

YES vt NO DISCUSS ~ --------

I also wondered if you would Like to schedul~ a 
luncheon with the senior staff next Monday or 
the fol.lowing Monday? As you w:lll recall, you 
suggested we try to do this every month or so, 
but, again, it has been some months since we 
had the original luncheon. 

YES / NO . DISCUSS --------- --------- ---------
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THE WHITE HOUSE 

WASHINGTON 

9/25/78 

Frank Moore 

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

Rick Hutcheson 

~c: The Vice President 
s·tu Eizens,tat 
Anne Wexler 
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MEMORANDUM FOR 

FROM: 

SUBJECT: 

THE WHITE HOUS·E 

W.A 5 H I N G T 0 N 

September 25, 1972 

THE PRESIDENT 

ANNE WEXLER 

FRANK MOORE ~ .. · 
STU EI ZENSTAT o' (V\-
Attached Memorandum and Fact 
Sheet for Congressmen Wright 
and Bevill 

In your meeting with Congressmen Wright and Bevill, you 
indicated that we would supply them with a specific list 
of the Administration~s objections to the bill. We believe 
that this iRformation should be sent as a fact sheet with 
a cover letter from Frank Moore. Draft materials are 
attached. 

There is one issue of potential concern in the Public Horks 
Appropriations bill which is not addressed fully in the 
letters or fact sheet. This deals with the CRBR. We feel 
strongly that the le·tters and fact shee;t should be sent 
as drafted, but wanted you to be aware of the po.tential 
problem posed by the bill. 

Background 

• The Public ~vorks Appropriations bill provides funding 
for the CRBR, but Report language makes clear that 
these monies may be spent on such other projects or 
facilities as may be authorized in the Department of 
Ene£gy Authorization bill. 

• If the CRBR issue is resolved in the DOE Authorization 
bill along the lines discussed with Senator McClure, 
the CRBR may be discontinued, and funds directed to 
the conceptual design study and the .breeder ba·se pro­
gram. 

• We have long maintained that the Authorization bill, 
not the Appropriations bill, is the correct legislative 
vehicle for resolution of the CRBR issue. The Appropria­
tions Committee action making this appropriation subject 
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to authorization is a good step forward in accomplishing 
this goal. (You will recall that last year, the 
appropriation for the CRBR was not subject to authoriza­
tion, thereby nullifying your veto of the authorization 
bill.) As drafted the attached letter re-flects Admin­
istration appreciation of this positive step. 

There is however, a potential danger in this approach. If 
no Department of Energy Authorization bill is enacted this 
year, the Appropriation bill as it now stands would require 
continuing expenditures for the CRBR. That is, no authority 
to discontinue or terminate the CRBR would be expressly 
available, and funds would have to be spent on the project 
until such time as an Authorization bill could be enacted. 
The consequences of such a circumstance would be: 

• Continua.tion of the current level of expenditures on 
the CRBR (about $14 million per month) • No construc-tion 
activities would be required, however. 

• A lower level of expenditures on the breeder base pro­
gram than agreed to in discussions with Senator McClure. 

If this con.tingency were to arise, the sentence in the 
attached letter to Bevill and Wright that the issue should 
be resolved in the context of the Authorization bill, would 
support continued legislative efforts next year. It would 
also permit you to press a legal case which we believe may 
be available to begin discontinuation of the CRBR, if it were 
to become clear that no DOE Authorization bill will be forth­
coming next year. 

We have discussed this matter carefully with Frank Moore's 
staff and DOE. Jim Free and Schlesinger feel strongly, 
and we agree, that raising the CRBR as an issue in the 
Public Works Appropriations bill will virtually guarantee 
an override of your veto. The Administration position on 
the CRBR has been extremely unpopular in the House, and 
raising it is highly likely to cost us the votes which will 
be needed to sustain a veto. Similarly, this action could 
jeopardize our chances for sustaining a veto in the Senate, 
although most of your legislative advisors feel that an 
override in the House will inevitably lead an override in 
the Senate (regardless of whether the CRBR issue is raised). 
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Since raising the CRBR issue can only hurt your position 
on both the CRBR and water projects, we are convinced 
that it should not be raised. The assertion that the 
ORBR should be resolved in the Authorization bill gives you 
the maximum pr,otection we can reasonably expect if the DOE 
Authorization bill in not enacted this year. 

APPROVE 

DISAPPROVE ~ 

d Attachments 

.. · 



ADMINISTRATION'S CONCERNS ABOUT H. R. 12928 

Summary 

The President supports most of the items in the bill, 
including: 

the bill's prov1s1ons for energy research and 
development funding; 

$2.5 billion in FY1979 funding for water projects 
with total costs of more than $35 billion, includ­
ing 26 new water project starts which will cost 
$640 million. 

the Committee action which permits final resolution 
of the breeder reactor issue in the context of the 
Department of Energy Authorization bill. 

Spec~fic Objections 

• The bill restores funding for six water projects 
halted last year in a compromise between the Cong­
ress and the Administrat~on. 

These unsound projects would cost more than 
$580 million to complete. 

Three are funded for "study" just to keep them 
alive. No further study is needed to determine 
they are unjustified investments. 

Three are funded for construction. 

All six projects have been exhaustively reviewed. 

• The bill funds excess new water project construction 
starts: 

The President proposed 26 new construction 
starts costing a total of $640 million. 

After extensive study and review of agency pro,... 
cedures, the President's water policy emphasized 
the need for consistent criteria to assure that 
sound projects are funded. The 26 new starts 
were selected on the basis of economic soundness, 
readiness for construction, environmental quality, 
public benefit and budget limitations. 
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The bill funds 27 additional new construction 
starts costing a total of almost $1.2 billion, 
making a total of 53 new projects costing more 
than $1.8 billion. 

Many of the 27 added projects have not been 
fully planned, are excessively expensive, are 
not economically sound, cause unnecessary 
environmental damage or are very low priority 
investments. 

• The bill appropriates funds to accelerate schedules 
for certain ongoing projects, disrupting planning 
and allocation of resources. 

• The bill mandates hiring 2,300 additional Federal 
employees in excess of agency needs. 

This is a 6% increase in personnel for the corps 
of Engineers (civil functions) and a 6% increase 
for the Bureau of' Reclamation (full-time perma­
nent employees). 

Hiring of unneeded personnel is expensive (over 
$50 million per year for 2,300 new employees) 
and permanently increases the size of the 
bureaucracy. 

• The bill abolishes the Water Resources Council by 
deleting all funding ($1.3 million). 

WRC is made up of all the agencies with water 
programs and is thus better suited than any 
single agency to coordinate water programs. 

WRC has been given important new assignments to 
help implement the President's water policy, 
including the development of consistent water 
project planning requirements, reviewing project 
planning to facilitate selection of new projects 
and implementing g.rant programs for State water 
planning and conservation. 

WRC is a vital link with States, funding State 
water planning programs. 
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A small investment in coordination can save 
much more by making the government's water pro­
grams more efficient and consistent. 

• The bill rejects the full funding approach for new 
water projects, disguising their true total cost. 

New construction starts are begun -- inextric­
ably committing the Federal government to 
project completion -- on the ba,sis of funding 
for onlyone year. 

The President proposed appropriations of 
$640 million to fully pay for 26 new water 
project starts. 

This bill adds 27 more new projects with a cost 
to complete of almost $1.2 billion. 

But.this bill provides only the first year's 
funding for all 53 projects -- appropriating 
only $103 million. While the bill provides 
less funding this year than requested by the 
President, it actually triples the government's 
financial obligation. 

Full funding gives mo-re certainty that projec,ts 
will proceed on optimum schedule, since their 
full costs are considered at the outset. 



THE WHITE HOUSE 

WASHINGTON 

September 25, 1978 

Dear Mr. Maj;or i ty Leader: 

The Pres·ident has asked me to follow up on your mee-ting 
with him last Friday by providing_ you with a summary of 
the Administration's objections to the Public Works 
Appropriation bill. Our concerns are enumerated in .the 
attached. 

I would emphasize that the Administration supports the 
energy portions of H.R. 12928. 1'7e are also pleased that 
the Statement of Managers permits resolution of the Clinch 
River Breeder Reactor issue in the context of the Depart­
ment of Energy Authorization leg,islation. 

I hope the attached is helpful to you. If you have 
further questions, I would be happy to discuss t..ltem with 
you. 

Sincerely yours, 

Frank B. Moore 
Assistant to the President 
For Congressional Liaison 

The Honorable James C. Wright, Jr. 
Majority Leader 
U.S. House of Representatives 
Washington, D.C. 20515 

Attachment 
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THE WHITE HOUSE 

WASHINGTON 

September 22, 1978 

MEMORANDUr-1. FOR THE PRESIDENT 

FROM: HUGH CARTER"' 

SUBJECT: Weekly Mail Report (Per Your Reques:t) 

Below are statistics on PresideHtial and First Family: 

INCOMING 

Presidential 
Firs.t Lady 
Amy 
Other First Family 

TOTAL 

BACKLOG 

Presidential 
First Lady 
Amy 
Other 

TOTAL 

WEEK ENDING 9/15 

14,95.0 
1,290 

85 
35 

16,360 

2,300 
200 

0 
0 

2, 50;0 

WEEK ENDING 9/22 

16., 240 '?( 
1,295 

125 
20 

17, 6-80 

4,400 -" 
230 

0 
0 

4, 630 

DISTRIBUTION OF PRESIDENTIAL MAIL ANALYZED 

Agehcy Referrals 
WH Correspondence 
Unanswerable Mail 
White House Staff 
Greetings Requests 
Other 

TOTAL 

NOT INCLUDED ABOVE 

Form Letters 
Form Post Cards 

Hail Addressed to 
White House Staff 

cc: Senior Staff 

10% 
38% 
19% 

5% 
26% 

2% 

100% 

4·,179 
1,800 

·18, 026 

9% 
48% 
18% 

6% 
18% 

1% 

100% 

4,117 
2,025 

15,947 



MAJOR ISSUES IN 
CURRENT PRESIDENTIAL ADULT MAIL 

Week Ending 9/22/78 

ISSUES PRO CON COMMENT 
ONLY 

Support for President's 
Success at Middle 
East Summit Conference ( 1) 95% 3% 2% 

Support for Appointment 
of Sarah Weddington 7% 93% 0 

Support for Treatment of 
Jehovah's Witnesses in 
Argentina ( 2) 0 100% 0 

Support for Middle East 
Summit Conference at 
Camp David 82% 12% 6% 

Support for Indictments of 
Members of the Church 
of Scientology 0 100% 0 

Total 

(1) SUPPORT FOR PRESIDENT'S SUCCESS AT SUMMIT 
CONFERENCE (95% Pro) 

NUMBER 
LETTERS 

1,235 

190 

174 

148 

80 

1,827 

Nation-wide applause is accorded the President 
for his tremendous accomplishment at the Summit 
Conference. He is highly commended for his 
"commitment and perseverance for the cause 
of peace." 

(2) SUPPORT FOR TREATMENT OF JEHOVAH'S WITNESSES 
IN ARGENTINA (100% Con) 

Reacting to recent articles in Awake! magazine 
and emphasizing the President's stated concern 
for human rights, writers urge him to intervene 
on behalf of the Jehovah's Witnesses in Argentina, 
who are being denied their rights to religious 
freedom. 
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THE WHITE HOUSE 

WASHINGTON 

9/23/78 

Mr. President: 

When.Anne Wexler met with you 

this past week did you o.k. your 

attendance at a briefing for agricultural 

and rural interests on natural gas 

during this coming week? 

Phil 

yes 

-~. . 

'. 

:t-

. '. ·, 

-~ : .·~·. 

. ~·. 

~ '· 
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THE WHITE HOUSE 

WASHINGTON 

September 19, 1978 

MEMORANDUM FOR THE PRESIDENT 

FROM' HUGH CARTE~ 
SUBJECT: Sarah C. Weddington 

Attached for your signature is the salary order 
affixing Sarah Weddington's salary at $51,000 
per annum effective October 1, 1978. 

\ 



0 R D E R 

I hereby fix the compensation 

of Sarah C. Weddington at the rate 

of $51, 000 per annum, effective 

October 1, 1978 

~ 1- ).. ) ( .~~ 

THE WHITE HOUSE, 



'" 

•· 

.. · 

"FHE WHITE HOUSE 

WASHINGTON' 

9/25/78 

Jerry·Rafshoon 

" ------ ----·--·-- .. -····---.... -- . 

The attached was returned in the 
President's outbox over the weekend. 
It is forwarded to you for your infor­
mation. 

Rick Hutcheson 



THE WHITE HOUSE 

WASHINGTON 
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"'fHE WHITE HOUiSE 

WASHINGTON 

September 22, 1978 

MEMORANDUM FOR THE PRES I DENT 

FROM: JERRY RAFSHOQN ~ 

Following the euphoria of Camp D·avid, the press and 
public -'.are waiting to see how you are going to translate 
your magnificent foreign policy achievements into the 
realm of domestic policy and the tone of your actions. 
The two areas , .in order of importance are : 

1) Inflation -- the compe.tence issue 

2) Vetoes -- the toughness issue 

I would like to deal briefly with these two in reverse 
order. 

I. Vetoes. 

You.r competence rating has certainly gone up since 
the Summit. But the j·ury is still out on toughness 
because the Camp David job was one of negotiation, 
diplomacy, mastery of de.tails, etc. The toughness part 
was in the way you kept the two other leaders locked up, 
etc. 

However, it is true that the press and public is ILooking 
at you to see if you will stand up to· Congress_in the areas 
of pork barrel projects, inflationary legislation, special 
tax credits, and things of that nature. I am not adv:ocat.ing 
vetoes in order to show your toaghness; and I know that the 
veto should really be used as a way of shaping legislation. 
But, as I felt in the case of the defense veto, if your 
instincts are such that you do not like the legislation before 
you, then by all means, veto it. If you don't and then have 
to defend why you don't you cannot do it as credibly as you 
can when you do veto something you don't like. The reason 
your defense veto pres·s conference was so good was because 
you believed so strong:ly in what you were doing. If you'd 



-2-

gone the other way, you would have looked silly explaining 
why it "wasn't such a bad bill after all." 

On the other hand, we don't want to indiscriminately pick 
fights and send vetoes that are difficult to sustain. For 
these reasons, I recommend taht you veto the following 
bills that would be economically sound and for which we 
can make a good dramatic case: 

• 
Public Works Appropriations 

Tuition Tax Credit 

Sugar {Washington is waiting to see if 
· you will s.tand up to Russell Long) 

Public Works and Sugar are highly inflationary. Tuition 
Tax Credit has gotten a lot of publicity and most people 
think you will veto it. Not to would look like a flip-flop. 
Also, the Treasury Appropriations Bill should be vetoed if 
it still contains the Dole Amendment. 

II. Inflation. 

The inflation program that you announce soon should 
contain the toughest options possible. Certainly in the 
area of governmental actions, we should be able to point 
to the hardest, most austere measures. A freeze on govern­
mental hiring, some regulatory reforms, and a very austere 
budget. I have already sent you a memo outlining how we 
should handle it. An announcement from the East Room was 
recommended. Since we used the East Room for the Camp David 
announcement, perhaps, we should change this to the Oval 
Office and have you address the nation from there. 

As for,timing, I think you should do it no later than 
October 15 ~nd earlier depending upon when the natural gas 
bill passes the House. 

I thinkyou should also give some thought to whom you 
would appoint to administer the inflation program. I am not 
cer:tain.that your present people are the best ones to run 
this and I have some thoughts about this that:I would be happy 
to share with . you. · 



THE WHITE HOUSE 

WASHI.NGTON 

9/25/78 

Stu Eizenstat 

The attached was re.turned in 
the President's outbox today 
and is f.orwarded to you f.or 
appropriate handling. 

Rick Hutcheson 

cc: Jack Watson 

CABINET STATUS -- OPM 



THE WHITE HOUSE 

WASHINGTON 

Mr. President: 
9/25/78 

Wa.tson disagrees with Stu, and thinks 
that expanding the Cabinet is not a 
wise way of dealing with a tactical , 
legislative problem .. Jack thinks that 
the high regard in which Scotty Campbell 
is held is an insufficient reason for 
making the OPM job a Cabinet position .. 
Others (Castle, Cleland, Solomon) head 
major departments but lack Cabinet rank. 
Jack doubts that Scotty needs Cabinet 
rank to 'secure cooperation from the 
line agencies.~ Finally, Jack points 
out that you have been trying to reduce 
the number o·f people attending Ca'binet 
meetings. 

Stu responds that the problem of as­
suring presJ.dential control of the OPM 
is a serious one; for this reason, "on 
the merits," it makes sense to accord 
Cabinet rank to the OPM. Also, the OPM 
is analogous to OMB in the personnel 
field, "a right arm for the President in 
managing the Federal personnel system," 
with cross-cutting responsibilities. 

--Rick 
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THE WHITE HOUSE 

WASHINGTON 

September 21, 1978 

ME·MORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT·.: 

STU EI.ZENSTAT ~ 
SI LAZARUS' 
STEVE· SIMMONS 

Cabinet Member Status for OPM Director 
under the Civil Service Reform B.ill 

When you originally determined the content·s of our civil 
service reform proposals last F~bruary, you decided, in 
accord with our recommendation, not to treat the Director 
of the new Offi.ce of Personnel Management as a member of·· 
the cabinet. As t·he civil service House-Senate conference 
begins, we now feel tha.t you should reverse tha·t determin­
ation, for reasons briefly set out below. 

First, treating the OPM Director a:s a cabine.t member will 
increase the chances for effective implementation of the 

·reform bill, by underscoring the continued high priority 
you place on promoting major chang.es in the civil service. 
This step w.ill help show the press and the public that you 
eare about making the new law work as well as g,etting it 
passed. In addition, cabinet status will enhance the dPM 
Director's leverage to secure. cooperation from the line 
agenc.ies as he moves to implement the reforms -- critically 
important if we are to be able to show that we have followed 
through on enactment of the bill a yea·r or two from now. 

Second, in designing and enacting the bill and' reorganization 
plan, Scotty Campbell has shown outstanding leadership ability. 
It is widely a·ssumed that he will be named OPM Director. 
Adding him to the cabinet would recognize the contribution 
he has made to the administration to da.te, and would enable 
him to make broader contributions in the future .. 

Third, your intention to treat Scotty as a member of the 
cabinet when he as,sumes command of OPM could help our 
representatives at the' House-Senate conference remove two 
objectionable provisions from the Senate bill. 'These pro­
visions would: 
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provide that the OPM Director serve a £our-year 
term coterminous with that of the President, 
and that he be removable only for "inefficiency, 
neglect of duty, or malfeasance in .office." 
This could mean, in effect, that the OPM, 
originally supposed to serve as the President's 
•i right-arm" for personnel management·, would 
turn into an independent agency like the ICC 
or the Federal Reserve Board, and that the 
entire personnel system would become insulated 
f:r:om Presidential control, much more than it 
i.s now under the Civil Service Commis·sion. 

cut the pay-level for all the Presidential 
appointee positions created by the bill by 
one grade -- so tha.t the OPM Director would 
be a Level III instead of a Level II, the 
MSPB chairman would be Level IV instead of 
Level III, etc. This amendment would downgrade 
the importance of personnel management,, in 
derogation of the major aims of the reform 
program. 

Your intention to treat Director Campbell as a cab'inet member 
would underscore the incong.ruity of making this key member 
of your official family beyond your control to remove and 
direct, as well as the incongruity of downgrading~ this key 
official to Level III (OMB Directe.r is Level II; Department 
heads are Level I). 

In light of these considerations, we believe it makes sense 
to treat the OPM Director, if it is Scotty Campbell, as a 
member of the cabine.t. Frank''.s staff concurs in this recom­
mendation. (This step wou•ld involve no formal legislative 
provi:s·ions·, but would simply be an informal decis·ion by 
you .• ) We have not yet determined a·t what point or in what 
form it would be most useful to communicate this point to 
the conferees, but it may become necessary to do so on 
short notice; hence, we are a·sking for .your decision now. 

Agree Dis'agree 
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THE WHIT'E HOUSE 

·.WASHINGTON 

.September 2 3 , .197 8 

MEMORANDUM FOR RICK HUTCHESON 

FROM: 

SUBJECT:. 

JACK WATSON 

Eizenstat Memorandum regarding 
·Cabinet Member Status for OPM 
Director under the Civil Service 
Refonn Bill 

I do not· concur in the recommendation. The President 
has recently expressed concern over the number of 
people attending Cabinet meetings and has taken 
steps to reduce that :r:1umber. To ha·ndle a ta·ctical 
legislative problem by expending the size of the 
Cabinet s.eems to me to be a wrong and unnecessary 
approach. 

Similarly, although I, too, have extremely high 
regard for Scotty Campbell, I do not think that 
that constitutes a g.ood reason for making the OPM 
job a Cabinet position. (What about Doug Costle 
and Max Cleland and Jay· Solomon,· all of whom head 
major departments of government and none of whom 
holds Cabinet rank?} Although Cabinet rank would, 
of course_, enhanc.e the prestige of the job (as it 
wo.uld any job}, I do no.t think Scotty (or whoever 
is to be OPM Director} would need the Cabinet rank 
in order to "secu;re cooperation from the line 
agencies. :n 

CC: Stu Eizenstat 
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THE WHITE HOUSE 

WASHINGTON 

Sept. 25, 1978 

Jack Watson 
The attached was returned in 
the President's outbox: It is 
forwarded to you for appropriate 
hand~ing. 

Rick Hutcheson 

WEEKLY .REPORT 
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THE WHITE HOUSE 

WAS I-I·I'NGTO N. 

September 23, 1978 

MEMORANDUM FOR THE PRESIDEN.T 

FROM: JACK WATSON 

SUBJECT: 

Cabinet Reports 

Attached are the weekly reports of the Cabinet 
nembers. 

Office Activities 

Inter-Ag,ency Coordinating Council 

0 The new Council is meeting on a regular 
basis and is working well. Nmnerous 
specific developments are flowing from 
its work. 

0 Your announcements in North Carolina 
on Friday and the follow-through are 
the proclact of interagency work led 
by Larry Gilson of my staf.f. 

0 The Vice Pres·ident, .Secretary Bergland, 
and Secretary Califano will be parti­
cipating in a White House announcement 
of Administration rural health initia­
tives on October 2nd. A good cross 
sec,tion of rural American leadership 
will be in attendance. With existing 
HEW, USDA, and DoL funds we will 
build, or·substantially renovate, 
200-300 rural health clinics over the 
next four years. 1500 CETA slots 
are being held in reserve to provide 
partial staffing for the clinics. 
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!.. Similar announcements of interagency 
initiatives to improve rural housing 
and transportation will be ready 
shortly. The hous·ing plan will be 

0 

of great assistance in rural mountain­
eous areas and, thus, will be ready 
for your announcement during 
your proposed trip to West Virginia. 

The Interagency Council is developing 
plans for responding to.the special 
problems in Youngstown, Ohio, deriving 
from the closure of the steel plant 
there one year ago. 

Major Legislative Ini.tiatives 

0 ·My office has become deeply involved in 
working with Frank's office in getting 
effective State and local support for 
your legislative progr.am. 

0 

0 

0 

0 

Governor Hunt, as Chairmal') of the ;,4 W~ ~ 
Democratic Gove-rnors, personally ~ k//Jk' S'~ 
wrote each of his colleagues and' ~cd...,_. 
enlisted his/her active support for ~ ;(· .A..-:o 

the civil service reform bill. ~ r- .,-,.,..,_ 

Our work with the Governors on natural A/~ -· 
gas continues. Nearly thirty Governors 
are now writing their House delegations 
in anticipation of Senate passage. 

We are working with Western Governors 
(O'Callaghan of Nevada, Apodaca of 
New 'Mexico) to develop support in the 
West if you decide to veto the ~~ Public Works bill. 

Nearly 100 county offic:ials will be 
in town next week to be briefed on 
the hospital cost containment issue 
and the Nelson Amendment. They 
are being invited from targeted 
States and will spend all day 
Wednesday lobbying their Senators. 

A4 r1-£ 

bd~ 
//?k~~ 
~~ 
~#)'/~ / 

This effort is paying rich dividends both in 
e·ffective lobbying and in giving. our friends 
an important and substantive role to play 
in helping you. The Governors especially are 
pleased and are asking for more. 
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·I have been traveling a good deal. and giving a lot 
of speeches this month, e.g.: 

0 

0 

0 

0 

Joint session of the. Missouri· Legislature 
on our rural development initiatives; 

( 

International Textile and Appar;el Manu­
facturers (meeeting, in Atlanta) on U.S. 
trade policy and the MTN; 

National meeting of bond attorneys in 
Chicago on your urban policy and its 
incentives and impLications for the 
private sector. 

Plus the usual talks to various State 
and local groups. 

I am also continuing the series of small, informal 
dinners with chief executive officers of major 
corporations that you and I spoke about last fall. 
The most recent one was on Wednesday night and 
included the CEO's of. General Telephone & Elec­
tronics; Alcoa; Burroughs; Cummins Engine; Goldman 
Sachs; Wheelabrator-Frye; B.F. Goodrich; Dow 
Chemical; and Phil Caldwell, the new President of 
Ford Mo.tor Co. 

The subj;ects we discussed most were inflation and 
government regulation and what to do about both 
problems. I believe that if we really stress all 
the actions you are taking on the government side 
to deal with inflation (e.g., the 5.5% pay cap, 
the hiring freeze, budget restraint, etc~) the 
"guidelines" we sugg.est for the private sec.tor 
will bemuch more acceptable to· the business com­
munity. I think that we need to do something more 
dramatic and visib~e to demonstrate your determina­
tion to reduce unnecessary and non-cost/beneficial 
government regulations. In my opinion, we need 
more focus on that effort, for both substantive / 
and po.lti tical reasons. I have some. id'eas on this ~ 
subj1ect that I shall include in the inflation 
decision memorandum that is coming to you shortly. 
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THE WHITE HOUSE 

WASH.INGTON 

22 September 1978 

MEMORANDUM FOR THE PRESIDENT 

FROM: R1:CK HUTCHESON~ tf, ...... /!'-"'iftj 
f?UBJECT: Status of Presidential Requests 

MCINTYRE: 

1. {6/16) Work on Strauss suggestion that all departments 
develop plans for cutting back on trave.l expenses by 
20-25% Done. 

LIPSHUTZ: 

1. { 8/7) Call Fred Gregg regarding· the copyright of the 
President's Sunday School lessions; it's ok to distribute 
and use them, but no commercialization -- In Progress, 
{Bob is scheduled to meet with Gregg on 10/4). 

KRAFT: 

1. {8/8) Have Rafshoon talk to Howard Baker regarding one 
Republican appointment for the Advisory Commis•sion on 
International Communication, Education and Cultural Affairs -­
Done, {Frank has discussed this with Baker). 

VOORDE: 

1. (8/7) Will the President be in l"lashington on 9/24? -- Done. 

EIZENSTAT: 

1. (8/17) Don Riegle called; you or Lynn Daft caJ:.l Coleman ~ · 
Young to double check the accuracy of the reconunended turn-
down for disaster assis.tance .,-- Done. 

POWELL: 

l. (9/2) a} Expedite Dresser statement -- Done; b) Advise on ~ 
White House involvement in GSA investigation -- Done. 
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1. {9/2) Move on Tom Bryant -- In Progress, (Hamilton and 
Stu met with him 9/7, Hamilton talked with him again on 
9/19) . 

RAFSHOON: 

1~ {9/2) Emphasiie hospital cost containment early and stroRgly -­
In Progress, (Jerry will discuss with you). 

SANDERS: 

1. (9/21) Get Jews to try to constrain comments beihg made by 
Prime Minister Begin -- Message Conveyed. 

WATSON: 

1. (8/31) Draft a letter from the President to Governor Carroll 
regarding se.tting up a governors committee on international 
trade and other foreign interests. Check it out.with Cy 
and Zbig; ·then see the President -- IIi Progress, (draft 
letter with State and NSC, expected 9/27). 

SECRETARY VANCE: 

1. (9/2) Do you know the source of the 8/29 WASHINGTON POST 
article entitled, "Administration Divided on Spy Arrests," 
concerning the disputes between Justice and State -- Done, 
(the Secretary reports that he has discussed this with you 
and that no written reply is necessary,). 

DR. LUKASH: 

1. ( 8/ 31.) Please call <Frances Donnelly of Macon, Georgia 
concerning patients at the Veterans Hospital -- Done. 

VICE PRESIDENT: 

1. (9/20) Check with Tim and comment on the Lipshutz/Eizenstat 
memo concerning the President's Holocaust Commission -- In 
Progress. 

2. (9/21) Do the phone calls for me that were submitted by Moore 
and Kraft concerning the primary elections -- In Progress, (calls 
to all those listed were placed, but some have not returned the 
calls yet). 
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3. {Mrs. Mondale): { 9/21) See the President concerning the Arts 
Medal -- In P;;ogress, (Phil and Fran will recommend a time 
in the next two week schedule). 

BRZKZINSKI:: 

1. 

2. 

( 8/16 )· Prepare a personal message from the President to J 
Presiden.t Portillo to urge him from making any statements ~ 
concerning selling. of Mexican gas to the US in his 9/1 
speech -- Done. 

{ 8/16) Advise the !>resident on how best to suggest to Prime ) ~ 
M·inister Begin that he ·r.efrain from doing US .television talk (/41ll 
shows or his visible meeting prior to the Camp David Summit 

Do:r:te. 

. ' 
,·;_· 
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please send m 

thanks 
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·MR. PRESIDENT: 

THE WHITE HOUSE 

WASHINGTON 

I have just seen for the. first time a copy of your 
proposed remarks to the IMF this afternoon. Attached 
are my substantive comments on pages 4 and 5. 

I am concerned with the seeming endorsement gJ:ven to 
the proposed German-French monetary arrangement at the 
bottom of pe~:ge 6. While in general, we have endorsed 
the principle of such an arrangement, it does hold out 
certain risks for us unless it recognizes the role of 
the dollar, since it can become a competing monetary 
arrangement. Henry Owen feels that this language is 
not too strong an endorsement but I am concerned that 
.it is. 

La:st, I question a·t the time of budget stringencies 
whether to commit. to increases in foreign aid in FY 80. 
I am also leary of the difficulties that may be caused 
in the current bill by .calling it "the largest 
appropriation for both multi-lateral and bi-lateral 
aid in our history." I think that this can be stated 
in a way whi·ch gives Congres•s. le•ss trouble by simply 
saying that the House and Senate are living up to their 
responsibilities in the fore.ign aid bill. 

After conveying my concerns to Henry Owen, he in turn 
talked with Tony Solomon at Treasury. They have 
sug;gested, as an accommodation. to my concerns that 
the paragraph in question on page. 6 be changed as shown 
on the attached page. 

Stu Eizenstat 

25 Sept 78 
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A-ddress bv the 

President of the United States 
before the 1978 Joint Annual Meeting 

of the Board of Governors of the 
Fund and Bank 
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Mr. Chairman, Managing-Director deLarosiere, President 

McNamara, Governors of the Fund and Bank, and distinguished 

visitors. On behalf of the American people I want to welcome 

you once again to Washington for your thirty-third annual meeting. 

We. meet as a group dedicated to the cause of international 

cooperation. 

In the political-field, you and I share the belief that 

cooperation can lead to peace. We have learned that lesson 

once again very recently. I kntiw that you will join me in 

_ saluting the statesmanship and courage of President Anwar Sadat 

and Prime Minister Menachim Begin. 

In the economic field, too, cooperation brings large benefits. 

Three decades of the Fund's and Bank's existence have brought 

progress and a better life for the world's people. · 



Like }'OU, I want to build on that record -- to achieve 

still further economic cooperation. 

Since your meeting here last year, our countries -- acting 

together -- have made tangible progress on world economic 

problems. The lssues that remain are difficult; but they are 

not insoluble. 

You are the world's economic leaders. The task before you 

is to consolidate past gains_and then to push ahead ln ways 

that will foster economic growth in both developing and 

industrial nations. Our goal is to achieve progress for all 

peoples. 

The basic strategy has been agreed. In Mexico City at the 

HlF Interim Committee agreement was reached on the general 

directions that economic policy should take. Progress has been 

made. The outlook for improvement is good. \ve must not falter. 

A contribution to this strategy is needed from every 

country represented here. In this effort the United States 



3 

~AS a major responsibility. Two months ago, at Bonn, I made 

s~cific promises to our major trading partners about the actions 

. that my country \vould take to this end: I pledged that the 

United States would fight inflation, reduce oil imports, and 

expand exports. Let there be .no doubt about how seriously I 

take these pledges. Taken together, they encompass the most 

urgent priorities of my Administration -- and the ones I am 

most firmly determined to fulfill. I have come here today to 

underline that determination and describe the next steps we 

will take: 

-- I will soon announce th~ first phase of a long-term 

program to expand k~erican exports. Removing disincentives to 

exports and encouraging exports are over-riding tasks for my 

Administration. 



fl~!fl1r~irtr-~U~ ~or.Y M~d~ 
tor tsreaer:vfttl(llll!l Pvrpo8«'B 

. ' 
-.,... I havc.)ntensified rny efforts to obtain legislation 

scheduled to vote \he day aft.er tornorro\'1 on the key bil.l .... na-!1.\\ti\lJ~S 
-p.r,c:,Y\,. '1\\,s, \;, \\ wa\\ sav~ C. I:). ~~ \\\oll\ b.~rt"t\s. cf'""po~ 6tl-pt.r cl~y b'f l!\t S'. . 

I c:m confident that the Sena1~ev.will do its duty t_o our nation 
~ 4\-w.\1\ -\k \\puw_ of Rep~$t.rtcrh~ 

by <1i_)p,roving this bilL I hope to have a ~~~\S)packe:ge of 

energy legislation enacted before the Congress adjourns~ 'fhis 

.i. s (~::;scni~i al to a sound dollar. 

I intend very shortly to announce a series of impoLtant 

and specific new 1nc.asures to strengthen our fight -~g_ai~ __ st_:h!~f1_~~-i.?!2.· 

These nc~xt steps will not be the end of our effort. Every nation 

.. 
represented in this room undersi~ands hO\v difficult the struggle 

·against inflation is and what sustained commitment it dcrn.=>nds. 

Hy llt1m.ini"stra tion will continue that struggle on a \''ide variety 

of fr611ts until we succeed. There will be obstacles and objections 

from special interest groups along the \·;ay. But I ·1vill not 

.. shr j nk from the ha~.-d decisions and pt~r.sistent e.ffort that are 

l1C'Cdcd. 



F.Wf'~tr~~~u., eor1 Mad!!' 
·,M Pres~rvP.t•~~ Pv.~~ \I 

.... 

:I am d0te;:\wined to maintain a sound dollar. This· is of 

I•J·:i_:mary importance to us, as it is to you .. \'i'e recognize that 

onr currency plays an international role, and we accept the 

J.-esponsibilities that this involves. 

Other countries are acting to meet their responsibilities 

to the S)z'Stem, consistent- Hith the directions set by the IJ.lF'' S 

Jnt cr im Contmi t tee 1n l·lexico and as pledged at the Bonn S1.1;mni t. 

The United States will db Ehe same. Through programs such as 

I l1ave descJ:ibed, we wil:l ach:iieve the strong U.S. economy and 

11on-inflationary U.S. growth that must underlie a sound dollar 

c.u'id a stable international monetary sy,stem. 

The outlook for progress 1s good. Our current account 

position ~~5.mproVe significantly nc xt year. 'The United Sta.tes 

"'ill remain an open, vigorous economy and an att-ractive place 

to iT.lvest. 

Other steps are also required to achieve the economic 

progress ~e all ~eek. In these steps, the H'F and the. \vorld Bank 

hi!VC a vital :role to play. TlH=se two institutions are the core 



f'9.,("2trf!~fl,.,~ ~"f.Y Mel'.!~ 

'"' ProA@~rv~U~.Il1 P~~«'~ 

and s.:{Tnbol of l.he int<':!rnational econ.omJc order that v.'as built 
_.,.. 

afber World War II. They have shown a high capacity to adapt 

to ne'.v needs. Strengthening and enlarging them 1s a prime goal 

of 'tl . S • po 1 icy • 

The United States is fi:nnly committed to a strong Jnt.er-

national l·ionetary Fund, exercising effective surveillance o-ver 

the system and with adequate resources to meet official financing 

needs. The United States vlill support an increase in IHF quotas 

and a new allocation of Specia.l Drawing Rights. I am pleased 

that legislative consideration of U.S. participation 1n the 

Supplementary Financing Facility is nearing completion. I expect 

final action to be taken shortly. 

+r"'~- .:J. tl t f · d · 11 f h · 1 I "Oi;R OOBElaent 1a- our European rJ.en s v.'1 · as 1011 t 1e 

proposed European monetary arrangements 1n a way that will also 

strengthen the international monetary system -- a-nd that will 

~Wld-il,CL c.c.~-t.ral rolct if {(2 1M. F. 
facilitate gr-owth, trade, and investment/\ Current European 

efforts to these ends are a logical step tm·.'lird the great~er 

European integration the URited States has long supported . 

·., .... 
l I .... 

. . . 
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We also support proposals to enlarge the resources of the 

World Bank and its soft-loan affiliate, the International 

Development Association, as pledged at the Bonn SWTh~it. Expanded 

help to developing countries contributes to a healthy world 

economy and to world peace. Last week the U.S. Senate passed, 

as the House of Representatives had earlier, the largest 

appropriation for both rnultilater~l and bilateral aid in our 

history. I will seek next year the further increases that are 

needed, as part of a growing international effort to eliminate 

the worst aspects of human poverty. 

The U.S. Goveinor for the Fund and Bank, Secretary of the 

Treasury Mike Blumenthal, will outline our policies in more 

detail when he addresses your session tomorrow. 

You are gathered in Washington to address formidable 

challenges in both the monetary and development fields. The 

future of all peoples, 1n both developing and developed countries, 

depends upon the outcome. I reiterate my nation's co~~itment 

to the common effort that is required. 

I am confident this effort will succeed. 



f.:U-.,~tmt!lt311tla, eorr Made 
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