6%9

REPORT
SENATE No. 94-61

94TH CONGRESS }
1st Session

THE 1975
JOINT ECONOMIC REPORT

OF THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

v ON THE oo
FEBRUARY 1975 ECONOMIC REPORT
OF THE PRESIDENT

TOGETHER WITH

AN INTERNATIONAL SECTION IN WHICH MAJORITY
AND MINORITY CONCUR, A STATEMENT OF
EMERGENCY PROGRAMS IN WHICH BOTH
MAJORITY AND MINORITY CONCUR,

AND MINORITY AND OTHER
VIEWS

MarcH 26 (Legislative day Marce 12), 1975

Printed for the use of the Joint Economic Cdﬁimiftee

REPORT
:
\
|
\
\
|

" U.S. GOVERNMENT PRINTING OFFICE
49-768 0 WASHINGTON : 1975

o



JOINT ECON OMIC COMMITTEE:

(Created pursuantto sec. 5(a) of Publlc Law 304, 79th Cong,)

HUBERT H. HUMPHREY Mlnnesota, Ohairman -
WRIGHT PATMAN, Texas, Vice Chairman

SENATB HOUSE OF REPRESENTATIVES
JOHN SPARKMAN, Alabama Lo RICHARD BOLLING Missourl
WILLIAM PROXMIRE, Wisconsin HENRY 8. REUSS, Wisconsin
'‘ABRAHAM RIBICOEF, Connecticut . WILLIAM S. MOORHEAD, Pennsylvania
LLOYD M. BENTSEN, JR., Texas " LEE H. HAMILTON, Indiana
EDWARD M. KENNEDY, Massachusetts GILLIS W. LONG, Louisiana.
JACOB K. JAVITS, New York * ! CLARENCE J. BROWN, Ohio
CHARLES H. PERCY, Illinoig - . GARRY BROWN, Michigan
ROBERT TAFT, J&., Ohio ) MARGARET M. HECKLER, Massachusetts
PAUL J. FANNIN, Arizona JOHN H. ROUSSELOT California

JOHN R. STARK, Ezecutive Director
JoHN R, KARLIK, Senior Economist
LovuGHLIN F. MCHUGH, Senior Economist -
COURTENAY M. SLATER, Senior Eamomm
Kxcnn.n F. Kumum, General Ommsel

. ECONOMISTS . C .
WILLIAM A. Cox . . Locy A: FALCONR - : - RoOBERT D. HAMBIN !
SARAH JACKBON . ~ JERRY J. JASINOWSBEI® '~ - ° . L. DOUGLAS Lus
CARL V, SEARS .. . GBORGE R. TYLER . ' o LABBY Yusmm
MINORITY ' o

. .LESLI® J, BANDG®- . N Gzonam D. Knunnnu& Jr. (Counsel)

an - - U




CONTENTS

) : Page
Statement of agreement by Majority and Minority Members__________ 2
I. Introduction and summary___________ e mmmm—men 5
Emergency economic recovery program 6

eed to restore confidence____________ 8

I1. Economic situation and outlook___ __._ e y 14
The goals of economic policy..___..______ - i 16

I1I. Economic policy for 1975 ___ .. __ ..o .o _____ . _____________ 20
Fiscal policy_ . _ . o ___ 22

he Administration’s recommendations. _____.______ - 22

- The need for fiscal stimulus____________ s ieeo 24

Tax policy___._______ T, Ll : 24

Expenditure policy 26

The budget defieit_ . _____________ 28

Monetary poliey. _ . ___ .. _lii_o______. .29

Price incomes.poliey_____________________.___- I " 31

IV. Federal budget priorities.__._ ! 34
.o Taxreform_._..._.______ e e eea 36
Unemployment___ o _ .. ____.__________ 37

Small business 39

Housing_ __.______.__ 40

Poverty_ _ . Ll . .l.. 41
Health___ . ___ ____ L _._.___ 43
Extended medical co 43
Economic platining__.__________.____ - . _______________ 44
V.Energy_ .. ___._._______ mm : 46
- Domestic energy._______ e 46

- - Need for selective energy conservation measures. __ o7 47
Increasing production_ s __ - - 48
: - Regulating energy prices_____ : i e 49

Energy tax reform_______._.________________ 50
International energy ccnservation and security. of. supply_..__. 51

""" Achieving a competitive world oil market_ ______________ 52

VI. Agriculture____________________ . ____ s _____ T 53
A national food poliey. . __________________________________ 53
Monitoring agricultural exports____________________________ 54
Foodaid _____________ ______ . ___ . ..TTTom 56
Structural rigidities_ - ______________________________ """ 56

Retail food market spreads..__________________________ 57

VII. Regions, States, and cities. . _______________________ """ 58

Regional and local economies_____________ e ————m 58 -

State and local government finance.______._________________ €9
Statistical programs___.___________________________ """ 63

VIII. International economicissues_.________________________~"""""°" 65
Monetary reforms_ .. _____________________________"""" 65
Avoiding restrictive trade practices_________________________ 67
Financing oil defieits_ . ___________________________________ 69

Official recycling mechanisms _.______________________ " _ 70

Foreign investment in the United States_ ___________________ 72

Aid to developing countries. - ______.____________________.__ 4




IV

Supplementary views of Vice Chairman Patman_______________ __=_.__ =" 76
Supplementary views of Representative Hamilton_ _.__________________ 80
Supplementary views of Representative Long_________________________ 81
Minority views on the February 1975 Economic Report of the President__ 83
Supplementary views of Senator Javits_______________________________ 110
Supplementary views of Senator Percy . __ .. _____ . _____.__.__.____ 116
Statement of Senator Taft. .. __._____.__ ' e eeiececepame-n-. 133
Supplementary views of Senator Farnin. . _ /.. S . 134
Supplementary views of Representative Rousselot_ . _._________________ . 135
Committee and subcommittee activities in the ast year._____ . ______.__. 137

Subcommittee membershlp, Nmety fourth gress ____________________ 151



94tTE CONGRESS SENATE { REerorT
1st Session No. 94-61

REPORT ON THE FEBRUARY 1975 ECONOMIC REPORT
OF THE PRESIDENT

MarcH 26 (legislative day, MarcH 12), 1975.—Ordered to be printed’
with illustrations -

Mr. HUMPHREY, from the Joint Economic Committee
submitted the following ’

REPORT

together with

AN INTERNATIONAL SECTION IN WHICH MAJORITY
AND MINORITY CONCUR, A STATEMENT OF EMER-
GENCY PROGRAMS IN WHICH BOTH MAJORITY AND
MINORITY CONCUR, AND MINORITY AND OTHER
VIEWS

[Pursuant to sec. 5(a) of Public Law 304, 79th Cong.]

This report is submitted in accordance with the requirement of the
Employment Act of 1946 that the Joint Economic Committee file
a report each year with the Senate and the House of Representatives
containing its findings and recommendations with respect to each of
the main recommendations made by the President in the Economic -
Report. This report is to serve as a guide to the several committees
of Congress dealing with legislation relating to economic issues.

@)



STATEMENT OF AGREEMENT BY MAJORITY AND
. MINORITY: MEMBERS »

The Members of the Commlttee agree on certain recommendatlons
with respect to economic policy in the period ahead. These are:

(1) Congress should swiftly enact temporary tax cuts to indi-
viduals and corporations to stnnulate the economy.

(2) As part of the economic recovely ‘program, the Federsl
Government should establish a-major program to provide trans-
itional public sector ]obs

(3) A major prlorlty ‘of ‘Gurrent économic policy is to provide
relief to those persons who siiffer inost from the current economic
slowdown. Therefore, we strongly support extended unemploy-
ment compensation benefits: ;'

(4) Monetary policy should at.t;empt to compensate for the
severe slump in housing: ‘starts.” . -

The Majority and. Mmcmt;y Members of the Commlttee also agree
on international economlc pohcy recomrhendatlons, ‘as outhne in
(;hapter VIII C . _
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. 1..INTRODUCTION AND.SUMMARY, .

- The: United. States economy is in.worse cendition today, than. it.lias
been .at any time since the Employment.Act was passed: in. 1946
During 1974 real GNP declined by 5: percent, The.level of production
in-the, fourth quarter of-1974. was:actuplly. lower: than in: the fourth
-quarter,of. 1972, e T ' - ‘

Real consumer spending drbppeci 12 Vper(;féxvytx. é_t, an amlua,lna.tem
the-fourth-quarter of last year. Business fixed.investinent, which had
held up during most.of the year, dropped at:a.15 percent rate in-the

_ third .and-fourth- quarters, while business;inventories piled. up.. By

December housing starts were below 900,000 units and auto sales.in
‘the last-quarter of:1974 were 2.3: million below.the level of the previous
year.. . ' . . T
*+ The unemployment rate has risen-drastically- for the past 4 months
‘to the present level of 8.2 percent. This is.the highest. rate in the post-
war-period: Seven and;one-half million workers: were without:jobs in
February-1975. . - . ... A

' Unfortunately, unemployment is still rising. By-the end of February

the official rate-was still 8.2 percent, but. growing-numbers had: ceased

looking: for. work. In the: Budget. the Adiministration forecast: that
unemployment will average:8.1 percent for 1975 and that it-will drop
very slightly in 1976. In fact, unemployment could rise above 10 per-
-cent unless strong;measures are taken. . S

_ There is little solace in the fact that this Committee has warned
repeatedly that the economy was in a troubled state and that rising
‘unemployment posed a serious threat to national growth and stability:
In its concern with inflation, the Administration has consistently
ignored this threat. Now, belatedly, it is proposing inadequaté
‘Temedies. - o , o - .

There is virtually no disagreement among econumists as to the need
for strong stimulus to the economy. Inflation fears are no longer cred-
ible reasons for inadequate counter-recession, policies. The unprece-
dented price increases that have occurred in the past two years
are abating. During the past year. the Consumer Price Index rose by
more than 12 percent and the wholesale index by more than 20 percent,
But, in the last several months, wholesale price increases have slowed
substantially and there have been price declines in a number of
commodities. As explained-later in this report, a substantial abatement
in inflationary pressures is in prospect. .

"The- Administration forecasts a slow economic recovery beginning
in mid-year: Specifically, they predict that consumer spending will
begin to improve by mid-year and-that housing will start a recoverv.
They estimate that the overall decline in real GNP for the year will

. 'be 2.3 percent and that average unemployment for the year will be

8.1 percent. They forecast a rate of inflation of 11.3 percent, as
easured by the Consumer Price Index. '

().
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The Administration’s expectations are based on the assumption tnat
- Congress will enact their proposed program. This consists primarily
of a one-time tax rebate equivalent to 12 percent of total-income tax.
liabilities, up to a limit of $1,000 per person, and. a one-year increase
“ to 12 percent in the investment tax credit available to industry.
These tax proposals would be oombmed w1t/h a'complex energy pack-
age involving large increases in energy prices and ar éxtensive redis-
tmbutlon of revenues. resulting from proposed increases in oil import
Ifees, excise taxes, and Wmdfa,ll profits. .
" ~In "the’ Committee’s view; the Admlmstratlons proposed income
' tax “reduction ‘is inadeqiiate and the ener; pr‘oposals illconceived.
The latter would dlmgerously rekmdle ‘inf t1on and add senously to
i the burden of unemployment
©* - Ff'the’Administration’s proposals wete followed lost dutpit wotild
be staggering. As measured by the difference Between actiial and poten-
-tial, the. loss:in output Would botal $1 5 tn]lmn by the end of the
"rdecade T AT iy B 3o g
Adoptlon of the Admlmstratlon s program means that unemploy-

-ment rates between 9 .and 10 pereent would be llkelv in the :second
half of 1975-and-into-1976. At the end of 1976 real- output -would
not have regained its 1973 level. . ..«

, The emergency, problem is recesswn Tt requlres 1mmedlate v1,gorous
“action. Beyond that is the longer-run need for a balanced and “work-
able solution to our energy needs; development of a national food
-policy ; enhanced: capability to manage our: national economy; tax re-
form; and -improvement of programs for’ health care, re&ucmor
: poverty, and meetmg essentlal natlonal needs A

Emergency Economlc Recovery Program

: "To stop the deterioration of the economy and get the Natlon back
on_ the growth path, we propose the measures listed below. These
and other proposals of the Committee are discussed more_fully.in
the chapters that follow :

Quick enactment of personal and busmess tax reductlons total-
ing $32 to §35 billion. * - ~

An expansion of. the present emerqency pubhc service employ-
ment program operated through State and local governments,
* the size of the nrogram to vary with the rate of unemployment
from 500,000 iobs when unemployment averages 6.percent, to a
.max1bmum of 1. mllhon Jobs at unemployment rates of 8 percent
-or above. -

A direct Federally admlmstered publlc service employment
program to be triggered at an 8 percent unemplovment rate.
_ This program should be designed to provide about 500.000 jobs
~at an 8 percent unemplovment rate and an additional . 500,000
" jobs for each percentage polnt by whlch the unemployment rate
:exceeds 8 percent oL T
oot Senator Proxmire states “This proposal for.pubhc s'erylce jobe g6es too far.
" While T support a public service job program, there is a Aimit to the. number of

useful iobs that can be provided. I believe that the same employment effect can
be achieved more efficiently in other ways. In particular, programs designed to

(




. Conduiét of mohetary policy by the Federal Reserve fo meet the
- following objectives:. . .- I R SIS U SR
.+ Reduce both short: and iong-térm interest

A€ Lz:“.',.th{‘-."-‘.-,‘gﬁ‘?‘!? S S
it Accommodate Federal, borrowing requirements. .- -

|

rates and keéep

Provide direct support to the residential mortgage -market.

- /As:proposed .in:a resolution pagsed by the Senate, Federal offi-

cials should consualt with Congress at semi-annual hearings.before.

_ the Commitees on Banking about the Federal Reserve Board.of

Governors’ and Open Market Committee’s objectives and plans

with respect to the growth of monetary and credit aggregates in
theupcoming12 months,: 7. T Lt U T T

. Congress should- énact a- mortgage subsidy program.for low-
and middle-income families to reduce interest payments to a level
not to exceed 6.percent:a year. The program should be designed

- in such-a way that the subsidy.is reduced or eliminated as the
. hemeowner’s income rises above. the levels of eligibility.s -
The Administration should irimediately reactivate and aceeler-
ate all existing 10w and moderate-income subsidized housing pro-
Cgrams; o T T e R A

. The Administration should release the $264 million in funds ap-
propriated by ‘Congress last’ year for the ¢onstruction of -low-
income homes under Section 235 of the Housing Act-and the $145
million appropriated for rental assistance. Congress should ap-
propriate the additional $75. million antherized for rental assist-
ance. _ ' : .

< - Congress should appropriate the $700 million authorized last
year for direct long-term loans to’finance housing construction
for the elderly, =~~~ = = oo oot o

P

‘stimulate. housing production. wonld:be among; the quickest.and:most’ efficient
ways to reduce uriemployment. What we'should seek to do is.to provide a stimpulus
to the private economy where the response can be quick and decisive. A tax
redyction provides -such, stimulus. ‘Housing. assistance i provides :it; *also.. Very
small, government outlays .produce tremendous private -outlays. But highway
" spending—where ‘most of .the money comes.from the government itself—public
- works, and' public ‘service jobs cost the Federal Goveriment. far. more than
- should-bethe case.” -~ = v v “i% sl | d wdf i 0 T T L R T
ZRepresentative Reuss states :;*“The -Federal Reserve should target its<policy
on reducing long-term interest rates, both by adequate expansion of the: mone-
tary aggregates and by lengthening the maturity of its portfolio. In light of the
;:Taet that, the 90-day: Treasury :bill: rate thas already fallens from above 9 percent
late last.August to. around. 5.8 percent in early Mareh, further:lowering. of_short-

_ térm rates does not seem an immediate priority.”

- *Chairman Humphrey  and :Seiator Proxmire staté: “Undér the proposed
‘*Emergency Housing bill in the!Senate, oné million Housing 1inits éould be’ asaisted
<. for about $300 million. The Government weuld borrovfunds: at- ‘about 7:pércent.
A’ subsidy of an additional percent, bringing mortgage ;interest: rates:down- to
6 percent, would provide a tremendous stimulus. For an average $30,000 house
the cost is only $300 a unit. As each new unit of housing. provides two . man-
.;;years of work. on¢ million-new unjts and up to two million jobs'can bé created
for a very small outlay.” < * - [ oo x cTn T e i R e T
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. Cokt-of-living: adjustarerts- in--Federal.income support pro-
‘grams, such as social security and food stamps,, ,sl}gixl‘d “¢ontinue
to operate fully as currently providedbylaw. "~~~ 7

"Maximum weekly unemploymnient-bénefit should beineréased to
two-thirds the average wage in each State, with individ ats'th re-
ceive at least-50 percent of their pteviousweeldy wagéjup'to the
- Additional -emergenéy Federally ‘funded unemployment- bene-
fits’ shioiild: be> provided for: persons withi demomnstrated: ctrrent.
I4bor forcé attachment but not covered by ‘present: programs, in-

Aloid o e il bia I T o .
¢luding'the selfeinplayed: :

‘Antirecession grants to State and local gevernments.should be
enacted, the total size of the program to vary in accordance with
.the national unemployment rate.!” . o

i - 3
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~ In making these proposals the Joint Economic Committee is fully
confident’ that' they will® arrest' the’ continuihg- detérioration- ofi'the
economy-and réturnthe’ Natisn-to' the path of -ecofiomic growthiand.
full employment. We are likewise convinced that this in turif: will
restore-vitally needed ' confidence in-dur: economy- te: the- American
peoplé. - As-these ‘measures take hold- they will, reinvigorate national
faith in-our economic progress whichein itselfi1s.a: necessary: element
in our progresstowards full employments - - - 1o e
A .. . s Y R - B U VY
The remedies are availiblé: Congress has' the will’to ‘take the nec-
essary action. It will do so. Co

 Othier: Recoimiitenidations* -

~ Other recommendations contained in the Committee Reportap-
pear below, covering Federal budgét pribrities: energy, agriculture;
regions, States, cities; and international among others: - St
An emergency health benefits prograni to provide some form’of
continued :medical-coverage during-the period of unemployment
should be-enacted: o :

* Inconies: Policy: ...

i WYhi]é we do not~support comprehensi.vé deelpriée Vcon'ﬁ'rols'now
‘'or in the foreseeable’future, the following measures are required-

° ¢Senator Proxmire states: “I'do not agree with any antirecession -grants:-to
State and local ‘governmrents. I.oppose this on the'same grounds I oppose general

revenué sharing; i.e., it severs the resporisibility for taxing from-thé opportunity

:0‘s’r,)end:“-states"should-be asSisted by providing them with tax sources-they-can
ap. : : . R . oo RN

1 v,
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An enlarged staff and the provxsmn of subpoena power for the
Council on :Wage and.Price Stablhty 80, that lt can “more ade-
"quately carry out its. responsnbll,ltxes"” , ;

- Provision..of .authority. to-the Councll on Wage and Prlce Sta-
blhty) te.delay for .a limited perlod -wage.or price’ action_s :which
,threaten to‘ undexmme progress toward prlce stablhty. e

Federal Budget Priorities

Conoress should authonze action, approprlate funds, and ad-
‘just taxes in:a-manner: that will best promote orderly and; bal-
.aneed economic growth in the.public and private sectors: Congress
.should:also reduce appropriations and take other steps necessary
-to.eliminate:wasteful:spending and inefficient - actlvatles, partlcu-
-larly in: the. area of .defense, space, and:fereign. aid. i

Arbltrary ceilings on spendmg ,programs whlch cam\ot ‘be
justified by the facts rélating to mdxvndual programs and restric-
tlons on startmg new programs: should be rejected. :

Tax Reform '

Tax reform- focused on .eliminating - Domestlc Intematlonal
“Sales Corporation (DISC), provisions, strengthening the, minimum
“tax, hmxtmg the foreign tax credit, and ending. percentage deple-
tion,> ¢ and other ‘special preferences for oil and gas producers
should begin immediately -after .tax relief legislation recom-
mended above has been passed by the Congress. As the economy
.shows .:definite . signs . of ..recovery, . comprehensive. tax reform
focused on. all facets of tax expendltu.res should proceed

Small Business

A system should be establlshgd to collect complle, and, dlstrlbute
‘coherent-data permitting consistent comparisens of the large and
small business sectors, and to report the consequenrces of proposed
government actions for large and small businesses.' As part of a
much-needed expansion of Federal assistance to small business,
the corporate surtax- exemptlon should be mcreased to $50 000
unmedlately. Co , =

‘Repxesentatlve Long states “1 oppose an across the board repeal of_ the 011
depletlon allowance. Such a change would lead to the further concentration
of oi] production in the hands of_ the major oil comparnies. Without percentage
-depletion: independent. oil. produeers -would -find. it -tmancmlly advantaqeous to
-sell-their operations to:the major producers and pay capital gains rather.than
continue to explore for .oil and. develop. reserves. Since.these independeut opera-
tors now do an overwhelming majority of the drilling and find most of the pew
oil. a repeal of depletion would result in less exploration and decreased domes-
tic production. Arbitrary termination.of the depletmn allowance to independent
producerx will have the most dire consequences in terms of even less competi-
ftion. in; the mdustry\ and mstaead lea(‘ .to. even: further . reliance. on foreign
,pm(.uctwn. .
~ YSenator Bentsen étates “I support‘ the position stated in the’ Convressxoml
Democratic Program of Econemic Recovery and Energy Sufficiency recommend-
ing the retaining of the depletion allowance only for small, independent, domestic
explorers who do not operate retail outlets.”
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Poverty

Bt

In recoormtlon of the fraglc fallure to reduce poverty since 1970<

the followmg steps should be taken :
To assist those who cannot help themselves, and who are most

‘hurt by inflation and recession, Congress-and the Administration

should act immediately to assure that all children in low-income
families have nutritionally adequate diets.and that the income
levels of elderly persons are raised to at least the poverty

_threshold.

To accomphsh .these. obJectlves, Congress should: (1) act

promptly on the proposal introduced by. Senator McGovern,
S.:850, which strengthens the School Lunch Program, the School -
-Breakfast Program, the Special Food Service Program for Chil-
dren, and other child nutrition programs; and (2) adopt legisla-

tion to strengthen the Supplemental Security. Income Program

) Wl‘llch provides ass1stance to the elderly poor. -

Above all, it must. be recogmzed that'a substantial tax cut and
additional eﬁorts to insure full employment are the major
requlsltes for aiding the poor.

The Bureau of :the Census should accelerate its procedures for
pubhslung statistics on proverty so that they are available to Con-

_gress and the public on a timely basis. The. possibility of prov1dmg

quarterly poverty statlstlcs should be explored
' Health

Congross and the Admmlstratlon should work toward the early
establishment of a comprehensxve national health program. This
program should include heath insurance to ensure that all per-
sons have access to medical care, methods for reducing financial

hardships that result from major medical illnesses, incentives for

more efficient and less costly practices within the medical profes-
sion, improved delivery of health services, and increased supply of
health care manpower and facilities wherever needed. e

atate O

Convress should enact leglslatxon to establlsh within the Exeécu-

tive and Legislative Branches an economic plannmg agency to

Economw Planning. . UL

improve.our. capablllty to assess emerging trends in the economy, -
to-develop long-range policies for economic.growth and-develop-
ment to assess.current progress in the light of long-term objec-
tives, and to recommend goals for the efficient and. equltabe al-

locatlon of resources and the dlstnbutmn of income. . .. . .

Energy

VAR T4 NERTE Y

‘The Presxdent’ proposals for tanﬂ' and excise taxes on oil and :

gas and.the decontrol of energy prices would aggravate inflation
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and unemployment without necessarily achieving its stated
‘servation goals. They therefore should be rejected.. . .\ .
Congress should avoid indiscriminate: constraints on energy
consumption that would cause further job loses. at this time. I'n-
stead,. selective measures to curb énergy waste and to employ-idle .:
resources- for conservation. projects should be emphasized. More -
comprehensive measures should be phased in.on a.predetermined-
- multiyear schedule 50 as.to initiate conservation now.while avoid- -

ing disruption of the economy.

. ‘Inaddition to renewed :emphasis on .conservation, the- Nation
must. proceed with:measures to expand production of oil and: gas -
and with steps to facilitate substitution of coal, nuclear, and solar
energy both through technology development and-through resolu: -
tion.of environmental controversies. .- .. . .. .- :

Oil and gas prices should not be decontrolled. However, a re-
view of fuel pricing policies is needed to encourage domestic pro-—
duction of natural gas. Closer coordination of -domestic oil and gas
price regulationisneeded.. .- . ... - . - .

The Congress should move immediately to establish stockpiles
to insure against future supply interruptions. In developing.these
stockpiles, it should consider (1) a requirement for importers.to
maintain increased stocks sufficient to continue supplies to eus- .
tomers for a stipulated period, and (2) the establishment of a
Federal funded civilian strategic petroleum reserve. '

The United States should not support international guarantees
or an effort to set a common price floor.under the world petroleum
market. Domestic subsidies for certain types of experimental proj-_
ects may be warranted on an individual basis, We should, however,

Join other tonsuming nations in promoting reséarch and tech- .

on-

nological development of all forms of energy.

'Agriculture:”

A national food policy must be established to provide a fair in-
come to grain, soybean, and cotton producers, price protection to
animal producers, reasonable retail prices, food aid to needy na--
tions, and a continuing competitive agricultural industry. - :

‘A domestic:and international early warning food ‘information -
system should be developed to provide private export-dealers and: -
governments with.information ori. émerging supply.and demand:
relationships to prevent the misallocatiqn of food resources; '~

As a component of the hational food policy, shorf-supply domes-
tic use and export managemént rules must be established which
are designed to prevent exploitatiqn Qf commodity shortages.

The Congress should continue its current policy, expressed in
the Foreign Assistance Act passed in December 1974, to target a
large portion of foreign food aid to nations suffering famine.” -2
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".-.'Phe Federal Trade Commission, as soon as practicable, should.

- continue with all-deliberate speed- to “investigate market :coneen-

t_rations,._proﬁts, and pricing-practices in the retail food industry..

) - . ,..Regional and Locgl Economies.

‘Major -executive ‘and “legislative : proposals -should ‘be “accom-

paiied by sn analysis 8f' their' impact on"cmployment, output,

‘Pricés, “afid*piofits-in‘ regions ‘and -dréds WithihFegions, ds weéll

- as a commitment to provide adjustment >assistance:to areas,

businesses, and -individuals that -.suffer particularly - adverse
consequences. Co - o : ; o
Federal Government éfforis to resiore économic growih shouid
be accompanied by ‘specific: programs’ to encourage private and
public sector investment in regions’and areaswithin regions that
experience chronic high unemﬂommt. , S
- ‘The real value of existing Federal assistance to State and local
governments  should ‘not be allowed to -decline as long as the
economy operates significantly belqw full-utilization of resources.
" The counter-cyclical revenue assistance grant to State and local
governments recommended above should be-enacted. :
_ Congress should give careful consideration to the enactment of
a Federally financed program of -property tax relief .as part of
dny effort to relieve the total tax burden-imposed upon lew and
moderate-incoime households and families. Any Federal property
tax’ ‘relief” program should require significant participation by

_ State governimients and meaningful reform of local government
_revenu_e‘:‘s‘,ygtéms.? : o

€ ey el ~day «

A 'a)sk.jfdfcefor regional and local ¢cohom_ic’ sta,tistics should be
-established to provide Congress, the' Executive, -and. the public

* with meaningful and timely statistical information essential for

more effective regional economic policies.
. ..., .- International-Economic Issues

." Neither the International, Monetary Fund nor any;of its mem-
bers should maintain 4 minimum-price in the-private gold market.
_The dollar should continue:to float.in.exchange markets and the
trend of this float should pot be, significantly.influenced:in either
direction by official intervention. The.amended: IMF: Articles-of
Agreement should make adoption-of either .floating. er-fixed. ex-
change rates equally acceptable options. - ‘

* Senator Proxmiire’ states : “Thi§ proposal’ is far too open-‘ended and poten-
tially extremely expensive: ‘Propérty’ ta'xes 'are-the province of the States and
I see no reason at all for the Federal Government to subsidize them.”
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. The United States should seek renewal, in May 1975, of the one-
year pledge by the nations of the Orgamzatlon of Economic Co-
operation and Development not to take unilateral, restrictive
measures that would shift oil deficits to other member countries.

With the aythority. granted. under the Trade Act.of 1974, the
Presidént should aggressively seek on a reéiprocal basis the elum-
nation of nontariff barriers to trade and the removal of statutory
tariff barriers between industrialized nations..

‘The President should also attempt to reach: multllateral under-
standmgs regarding the availability .of commodities:and raw ma-
Aeridls. He should report to Congress periodically on the progress
of these discussions. We should seek assured;availability of essen-
tial materials imports. In-'exchange, the United States should offer
potential recipients of food aid and our regular export customers
.assured ‘access—given ‘prior satisfaction of minimum domestic
neelds-—-to supphes of U S. agrlcultural products and raw mate-
. rials.

“If "‘Congress authorizes U.S. participation in the proposed $25
billion oil financing agreement, whether by exteniding loans or by
offering guarantees, it should insure that there are adequate safe-
guards to assure future repayment. Moreover the fund’s authority
should be limited to two,years.® -

“The United States should continue: to encourage OPEC nations
" to place their funds in longer term investments to facilitate the
-recycling process. In order to provide adequate national security
.safeguards over the inflow of capital into the United States, the
Congress and the Executive should review reporting requirements
and procedures for. screening investments. We must carefully
monitor the activities of all firms to insure that: they do not dis-
criminate on the grounds of race, creed, color, or sex or otherwise
violate U.S. law. The eutcome-of. this review should be a coherent
national investment policy.

In continuing its commitment to assnst ‘poor countrles, the
United States should support the International Monetary Fund’s
special account to subsidize loans from the expanded oil facility to
those developing countries most seriously affected by higher oil
‘prices. The United States should also encourage the oil producers

. to support this.account and to assume an expanded role in financ-
ing the international development banks——partlcularly the conces-
-sional lending actlvmes.

® Senator - Proxmlre states: “I would oppose a ‘program ‘under Whl("h ‘the
United States-would put up or assume liabilities of $7.to $8 billion.. Secretary -
Kissinger should understand that Congress would. most likely re]ect such.
'a massive commitment on top of the outrageous increase in. the price of oil
“already assumed by the American people.” A . .

49-768 O - 75 - 2



I ECONOMIC SITUATION AND OUTLOOK

The United States today is experlencmg an economic crisis. After
declining gradually during the first three quarters of 1974, real.out-
put.plummeted at an annual rate of 9.1 percent in the fourth quarter.
"There is every indication that a.declin€ of similar'magnitude—or even
larger—is occurring in the present. quarter. The. 1mphcat10ns of this
dechne can be assessed by comparing actual output with “potential
-output,” thatis, the output which wouid be produced if the economy
:were operating at a 4 percent level of unemployment. As shown in
Chart I, the economy, which as recently.as the fourth quarter of:1973

‘was operatmg within about 2 percent of this potential level.of -out-
put had fallen.11 percent below its potential by the fourth quarter of
1974. In the present quarter the. gap between actml and potentlal h‘lS
probably. Wldened to alound 14 -percent.’
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The dechne in output ‘has I'esu]ted in’ sharp -reduétions’ in employ-
ment and in a rapidly rising unemployment rate. In February, non-
farm .payroll employment was 2.3 million below ‘its October peak,’
and -the-unemployment late/, at 8.2 pereent, had reached its hlghest'
level in 34 years:. ’

1These calculations are based on the official “Potential Gross National Prod-
uct” series published by the Department -of Commerce. Use of this concept is-
not meant to imply that the Joint Economic Committee regards a 4 percent unem- "
ployment rate as “full employment. ? The Committee bas long been on record in,,
favor of ultimately reducing the unemployment rate to 3 percent or less. :

.:-)'. - . . - (14)



Real 1ncomes have fallen with the decline in output. Disposable
personal income in the fourth quarter of 1974 was 4.5 percent. below
Jyear-earlier levels. Various alternative measures of real wages show a
similar decline. A further decline of 1.2 percent in real average
‘weekly earnings occurred in January, bringing the cumulative.decline
since- July 1973 to. nearly 8 percent. " :. - - ...

The decline in output has also been reflected in declining produc-
tivity. Output per man-hour in-the private nonfarm sector declined
throughout 1973 and 1974, and by the fourth quarter: of 1974 was 4.2
percent. below -its first quarter 1973 level.-This in-turn has helped’
produce the sharpest rise in unit labor costs on record. Unit labor costs:
11 the fourth quarter of 1974 were 14 percent.above year-earlier levels.

"The rise in unit labor costs has contributed to continued-inflationary:
pressure despite the weak level of demand. However, industrial raw
material prices have been falling for the past five months, and recent
slowing of the rate of increase in prices of finished goods at wholesale
indieates that consumer prices should rise much -more slowly in the
months ahead than in the recent -past. During:the most recent three
months for which data are available (November=J. anuary), consumer
prices rose at an annual rate of 9.2 percent, compared to_a peak rate
of 15 percent during the August to October ‘period. ,

The Joint Economic Committee has received extensive testimony
on the economic outlook and has hadthe Committee staff. prepare its
own assessment. Economic’ prediction :always carries risks, and the
risks are especially great when the economy: is in a:situation of such’
rapid change as at present. However, it is necessary that economic’
policy be formulated -in terms of judgments relating to thé cutlook.
Therefore, we summarize below our best estimates of -the economic
outlook. : B S o
~ As already noted, it seems apparent that a large decline in real
output is occurring in the current quarter. In the absence of new
policies which go beyond what the President has recommended, some
further decline is likely in the second quarter. If the President’s pro:-
gram is adopted, the economy will receive a modest temporary lift in
the third quarter due to the proposed tax: rebate. The President’s pro-
gram provides no permanent stimulus, however, and in subsequent
quarters, output would grow very little. With the labor force con-
tinuing to grow, unemployment would rise further. Unemploymient
rates of between 9 and 10 percent would be likely in the second half
of 1975 and into 1976.. Real output at the end of 1976, would still not
have regained its 1973 level. ' S L

The above assessment, pessimistic though it may sound, is not-the
worst possible case. It assumes a moderately easv monetary policy,
some recovery in housing starts,.and some pickup in automobhile sales.
Shonld the Federal Reserve pursue a restrictive monetary policy this,
together with the restrictive impact which the President’s energy pro-
posals would have.in 1976,.could well serve to make. 1976 the third.
successive year of declining output. Unemployment could rise .above '
10 percent. ' : e

Some reduction in the rate of inflation is in prospect for.1975. How-
ever. the outlook described above, which: assumes adoption of the -
President’s program,-would prodiice. only limited progress toward,’
price stability. Production costs arg high in a stagnant economy. Labor
costs and overhead costs must be spread over too few units of output
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for-cost-efficient operation: In -addition, theé’ President’s energy pro-
‘posils: themselves would *add at-least 2,-and perhaps 4, percentage:
‘points to the rate of ‘price increase. FThus consumer prices ‘could’ be-
‘expected ‘still to be rising-at an annual rate of 7 to 9 pércent in the
Jatter partof1976. 1 - . - ' B LT
It is the firm conviction of the'Joint: Ecoriomic Committée that thé:
-ottlotk ‘déscribéd above, which is obviously highly unsatisfactorily,
idoes-not ‘have to materialize. Policies are available which will great]y
improve the prospects for economic' recovery. 'Wé are hopeful that -
Congress will:adopt such policies. Below ‘we: describe what we believe
to’ be ittainable -output,; employment, ‘and: pricé targets-for 1975 and
1976. '-’Chap?«jai" TII describes policies ‘which we believe will bring-us
4A thnon vnnla . i 0 o - . o .
" ‘No o'née can be-certain what thé precise effect of changes in economic-
policy will be. There is no recent historical experience which provides.
a-good ‘basis of comparison with current conditions. Thus, while 1t is:
our present best judgment that the policies we recommend would at-
tain“the goals we suggest, we will not hesitate to make additional
recommendations if the economy fails to respond satisfactorily to the-

policies ' we propose. o _
" The Goals of ‘Economic Policy

- Wiith the economy currently operating 14 percent below its potential,.
there can be no quick or easy return to full employment. Underutiliza-
tion of resources and high unemployment will be major concerns of”
economic policy for the remainder of this decade. '

- -In this situation, it is desirable that fairly precise interim policy
goals be established to provide measuring rods for satisfactory progress-
toward the ultimate Employment Act goals of “maximum employment,
production, and purchasing power.” : o
-At a time when the overriding economic need is to restore a healthy
erowth of .output.and employment. policy goals can best be estab-
Lished in terms of ‘real output: levels to be achieved. Real output ‘is-
usually measured in terms of constant 1958 dollars and, for-conveni-
ence .in comparing our recommendations with those of others, this:
Report conforms to that convention. Real gross national product.
(GNP) in the fourth quarter of 1974 was $804 billion measured in.
constant 1958 dollars. In the first-quarter of this year, this may fall
to the range of $780 to $785 billion. With prompt action on a tax cut-
of adequate size, there should be an upturn in real GNP beginning in .
the second quarter, and by the fourth quarter of this year, it should be-
possible to restore real output to a level of :$820 to $830 billion. From
the fourth quarter of 1975 to the fourth guarter of 1976, pelicy should
be directed toward achieving a growth of real.output of at least 8 to 9
percent. This would ‘bring real GNP in the fourth quarter of next
year to a range.-of $890 to $900 billion.? These are ambitious targets,.

*1f measured in constant prices based on price levels prevailing in the fourth:
quarter of 1974, our output estimates and targets would be -as follows: ’

L1974 IV e $1430 bilion. :
B 1975 Y - . [T $138R8 tc $1397 billion,
CAOT5 IV el ——— z ==~ $1459 to $1477 billinn.:

197641V -. R $1584-to $1601 billion. : .
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given the weak state of the-economy-at.the:present moment. However,:
the present. emergency mtuatlon dema.nds that. we.set. and zw}ne.ve:
ambltlous targets. .

- For any given: Jevel of. real ouftput anassoclated trend rate oi upem-r
emp,loyment can -be: estimated.. Because growth.of. the: labor. force-is,
‘often erratic.in.the short run, and because hiring and firing of werkers;
‘lags behind changes in, produ.ct;on levels, the: actual measured unem-.
. Ployinent rtate. in. any, ‘given. quarter; often departs. ;fmm the-trend,
sometimes bv a.consi ble amount. For this reason, the dats on: real
outg‘ ut-provide. a, more: ‘reliable.guide to where. the econemy is<headed..

e table Below gives the trend unemployment.rates.associated, with-
the-output targets we propose. During the recovery phase of the busi-
ness cycle; new: hiring: may: lag" well: ‘behind the.rise-in: ‘production.
Hence these unemployment rates.may:- in.fact be more likely to be
reached in.the quarter following. the one shown in.the table. For. com-
parison, the table also gives the outpu$ levels and associated trend un-
employment: ratés which:we estimate. would result from adoptmn of
the Pre51dent s program.® :

TABLE l—OUTPUT TARGETS AND- ASSOCIATED UNEMPLOYMENT ‘TRENDS® -

Joint Economic
. Committeg pmpqsa}:.;., - Administration- pmgram‘

GNP " Trend un

LA
Ilons of

thillions of - -em oyment _ il ! t
1958 dollars)' o rata= 19%’8 doﬂars)'5 L g
1574: IV C1gos. 166 o 1g
1575: 1 2 780-785 8.6 2780-785
1975:1V-_ 826-830 7:8-8.1 ” 780-7
1976:1v 890—9m 6.5-6.8 810-8;

Y Actuak;
2 Estimate. o
Sourcs Depattment of Commen:e Department of Labor; Joint Ec«momrc Commmee.

" As shown in the Table 1, the growth tapgets we propose wouldx
bring: the trend unemployment rate below 7 percent by-the end of
1976. Of course,- we would: like to see even- greater progress:toward:
full employment. However, it would- be a. great disservice'te propose
“targets which are not realistic. No recent historical experience is fully:
-comparable ‘to the situation we-confront today, but the evidenee which
1is available from past recessions indicates that the targets we propose.
would require the economy to grow at a rate slightly exceeding the
strongest previous recovery of the past 20.years. If: the targets we
propose are achieved; an-estimated-2 to 2.5 million more:people’ will.
be at work at the end.of next year than under the’ Administration’s-
program, and ‘output will be growing at a rate’ whlch will produce

" continued- steady progress toward full employment in subsequent
years.
? A strong recovery this year and next should have a favorable impact
on prices because product1v1ty gains will help hold down cost increases.
As shown in Table 2, inflation rates historically have been lower in

8 Our estimates differ from those presented by the Admlmstration. in early
Februaryv because the additional information now available makes it clear that
the Administration forecast underestimated the drop in output in the first half
of this year.
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the' recovery Zg)lfiasé of ‘the business cycle than during the decline. If:
the - President’s"proposed energy taxes and ‘pricé.decontrol measures
are rejected, it. presently appears:that it should be possible to bring:
the rate;6f price increase ‘below 6 percent by ithe end.of 1975 afd to»
achieve a significatit‘further lessening of inflation in 1976. We empha-:
size, however, that priceprediction is extremely difficult and uncer-
tain.“Unanticipated factors, such-as a poor, harvest next fall, ¢ould
precipitate new pricé ﬁnc’reases.}’rice iricréases stegnming from causes:
unrelated to the overall level of resource utilization ‘would not, ‘how-
ever, form ‘a soiind reason.to retreat..from policies désigned to’ pro--

mote vigorous economic recovery. R s
B . L . RN -
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Corticern has been expressed regarding the long-run'inflationary im-
plications of a stimulative economic policy. It is our judgment that
so long as the economy is far below its optimum’ level of resource
utilization, rapid recovery will not add to inflation. As fuller employ--
ment is approached, however, inflationary ‘pressures can eémérge in.
specific sectors even though the economy as a ‘whole is not fully em-
ployed. Thus in future years growth rates should be gradually reduced
so that full employment can be restored and sustained in'an atmosphere-

The growth pattern outlined by the Administration would reverse-
this desired approach to full’employment, with growth rates slow at:

first—when'idle resources are abundant—and more rapid in 1979 and.

1980, when the economy ‘is éxpected to be closer to ‘full employment.*
Chart TI compares the growth pattern outlined by the Administration
with one which' we believe represents a more responsible approach to-
full employment, an approach which would minimize the cumulative:
loss of output and improve the prospect for reasonable price stability:
at full employment. - C '

* Details of the Administration’s economic projections will be fonnd on page 41
of “The Budget of the United States Government, Fiscal Year 1976.” Our chart
applies the 1977-1980 real GNP growth rates given in the Budget to the lower
1976 output level which we now estimate would be the probable result of the
Administration’s economic proposals.
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. The growth pattern outlined by the Administration implies a cumu-
lative loss of output of about $1,450 billion (measured in 1974 prices)
from 1975 through 1980. Even under the alternative we propose; the
loss of output would be about $700.billion. This tragic and enormous
loss demonstrates the importance not only of a rapid recovery from
the present recession, but also.of building toward a sustainable:situa-
tion of full employment and reasonable price stability in which -the-
disastrous economic patternpf the past two years will not be repeated..
Chapter IITI of this Report describes the policies which we believe
are needed in1975 to place the economy on the road to the right kind of
recovery. There is no way we can be certain that these policies will
bring the economy to the targets we suggest:above. The ppast two years.
have demonstrated how economic developments can take even the most
knowledgeable observers by surprise. We urge the Congress-to conduct:
a continuing review of the adéquacy of economic policy and to. stand
ready to adopt new policies as.necessary.. : R

I T



o L ECONOMIC POLICY' FOR: 1975 |

Reversmg the. present downward coume of the economy wal Tequire
forceful government:action. The -underlying: :strength.of ;the private
-economy is.enormous,.but the:short-run forces.which. would.produce.a
self-generated recovery:of private output are undoubtkdly insuflicient
_.at present. ‘

We'are confident that. Congress will’ r%pond to theé demands of the
‘present. emergency. Indeed, that response is already under-way. Con-
gress acted last, December to broaden the coverage of, unemployment‘
compensatlon and to jnitiate an emergency ‘prograi of public service
employment. Leglslatlon to reduce personal taxes and increase the
. investment tax credit is now well along in the legislative process. These
are important actions, but more is needed. Congress, the Executive
Branch; and the Fedéral:Reserve must cooperate in ha.kmg the further
Steps which ‘are s6 urgently needed.* -

. As the Council of Economie .Advxsers‘ has stat;ed

i

Thé mast, pressing.concern. of pohcv isito-Halt: the declme in.
‘production.-and ‘employment 50, that” gfrowth of output can
Tesume and: unemplbyment can. be reduced

To achieve this objectrve qulckly will requlre a balanced comblna-
tion of tax and expenditure actions coupled with a supportrve mone-
tary policy. The fiscal actions should include: i

Quick: enactment -of -personal and. busmess tax- reduc-m
‘tions totaling-$32 to-$35 billion.. These, should ineclude.the
‘$8 billion:rebate on.1974 urdrvi‘dual income. tax payments,
the $8 billion: reduction. in.1975 individual income. taxes,..
and- the $4 billion reduction in. business, taxes which.have .
now .passed..the. House. of ; Repvesentahvesﬂplus .further

~ reductions.of, $12 to-$15 billion.-in .- mdwuluahuwome “OF ;
- social security tax payments.. :

Continued full operation of cost-of- hvmg ad_]ustments :
in Federal income support programs, such as -social
security and food stamps, as currently provided by law.

"An increase in the maximum weekly unemployment
‘benefit to two-thirds the average wage in each State, with -
individuals to receive at least 50 percent of their prev10us
weekly wage, up to the maximum.

Additional emergency Federallv funded vnemploy-
ment benefits for persons with demonstrated current -
labor force attachment but not covered by present pro-
grams, including the self-employed. Eligibility for these
benefits 'would be limited to persons for whom neither |
regular public or private employment or speclal public

(20)



service ‘employment’ can be “provided. “4'hese “benefits
should :remain -available ‘se-long. as the-national. miem- -
ployment rate’ rémains . at ‘extraordinarily high- ‘etils.

- Antireécession grants to State and docal gavernments, '
the total size .of the program to vary.inaceordanee with: - -
. .:the national. anemployment rate. These grants should be ..
-on ‘the order of $1 ‘billion-for each pércentage point: by -
w,luch the. pnql;ploymant rate .exceeds. 4 :percent. Distri- .

tion. W etermined by, the relative’ sevguty .af
lmempley,me,nt in each State and: locahty. o

AR expa:mmmof ‘the preseft emergency -pnblm servme
empluymenﬁ ipregram operated-throegh: State and 1ocal
governments, the gize:of the program ¢o vary: with 41hée
rate of unemployment from 500,000 johs when:unempiny-

. ment averages 6.percent, {0.a maximum of 1. milliop-jobs, -
_at .unemployment: rates.of .8 pereent or, above., . s

v T dlmct Federauy administered: pnblmcisemce employ- P
: ment program to be triggered at an 8 percent unemploy-:.: -
t.rate,, This program should:be. designed .to.proyide
agont 500,(100 jobs at.an 8;percent, unemploymen-t;ra,te ‘and
an additienal 500,000 .jehs for .each .percentage.point by
whlch the unemployment rate exceefls 8 percent, Provi-
sion Should be made within this’ prggram to:provide yonth
e&%loymen’t opportumtxes, inclu mg summer jobs: for
‘students:* - - L

In conjunction with the above ﬁscal pohcy ‘actions, the Federa,l
Reserve should conduct momba:ry,‘pohcy to meet the followmg
ob]ectlvesr

"Reduce “ﬁoth *short and;; loné'!;erm_'

v e

: =i “ll (10‘ not agree with any- antireeesslon grants .
- to State and local governments. I opposeé this on the same grounds I. oppose
general revenue shuring,. i.e.; it severs ibe- -responsibility. for taxing. from the
opportunity to spend. States should be assisted by provxdmg them thh tax
sources they can tap.”. .
-2 Senator ’Proxmire statel: “f['tus proposa‘l tor pubnc service j()bs goes too far.
While T'support:a public:service job prograni, there is 4 linit to the ‘niitnber of
useful jobs that can be Jprovided. T believe that: the same emplorymelmeﬁeet can
be achiewed -more efficiently in other ways. In particular, programs - designeﬂ to
stimulate housing: prodpction would be.among the quickest and most e,ﬂicxent ways
to reduce unemployment .What we should seek to.do.is to provide,a stl
‘the pﬂvate economy wyhére’ the, Tesponse can “be -quiek and -deéisive; A~ tax -re-
duction’provides-such stimulus. ‘Housing assistance: promdes it aldo. Very small
government. outlays- produce -tremendous private-outlays. But highway-spend-
ing—where most of the money comes from the government itself—public works,
and, pubhc setvice jobs co,st the Federal Govemment far more than shoul.d be
the ease”” ™ ¢ e
8 Rem:esentutive ‘Reuss states “The Federal Resenv‘e shauld divect Yits polim—
toward -redneing-leng-term :interest .pates. ;both - bv adequ&te egpansion "of; the
monetarv aggregateg:-and. by. lengtheu}ing the matnri y. of its éportfqho In hght
of the: fact that’ the 90—day 'Treasury b rate had.already 'fallen from ‘above
- 9 percent tate fast’ August to-aronnd 5.6 percent th' eqrl March further‘lowenng
“of sﬂmrt term -mtes does not seem an immediate prlority‘ ‘

.
A
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;- + A ccommogdate Federal borrowing requirements. - |
vaade dx’ t ’support to the resndentnal mortgage

» ¢

In: order to msure th-at monetary hey is: conducted in & manner
«consxstent with' the-overall policy-objectives established: by Congress,
the. Congress should mere actively exerciss its responsxblhty tOrover-
1560 the activitiesiof the Federal Reserve System. . e

AR proposed‘in a’ ‘yesolution now passed’ the Senate, Fed-'

: ':vreral Reserve: officials” should -consult "with' "Congress at .
- Semi-annual hedrings’béfore the Committees on Banking -
-:about-the Federal-Reserve Board of Governor’s.and Open

.. Market Cominittee’s objectives and: plans with- respect to

the growth of monetary and credat aggregates m the up-
- coming 12months. .y el e

' In“oider that the- ob]ectWes of mone’tary a.nd ﬁscal pohcv not be
frustrated by ‘continuéd Tapid increases in the overall price level, an
active,largely .volunta,ry prlce and i incomes pohey should be puraued
Thisshoplduincludes: - v . v L ey oy

-~ Anenlarged ‘staff 4nd the’provisxon ‘of subpoena power
- for the Couricil on 'Wage aiid Price Stability so.that it
'can ‘more’ adequately carry ‘out its responsnbllmes. L

i . :Pravision. of authority ‘to. the" Councll on_Wage and‘ff'
»Prlce Stabxhty to.delay for a limited period wage . or
price actions which threaten to undermme progress to- .
ward pnce stabxlxty. _

Flscal Pohcy .

FxscaI pohcy shoul;l be ad]usted qu;ckly to. prov1de 1noreased sup-
port for’ the" economy.. To do so will. 1mprove the, dutlook for both.
erhplOyment and: prlce stablhtv "To fail to do so. wﬂl invite the con-
tmua,tmn of recessmu and nsmg unemployment 1nt0 1976

L.

-"f The Adminzstratwn s Recommendatzons

The Presxdent has asked the Congress to endct a number of ma]or
tax: measures, including’a rebate ‘'on 1974 individual ‘i income taxes, a
temporary increase.in the investment tax'credit, an ‘excise; tax on oil
and natural gas, a windfall profits tax, a teduction in the’ corporate
income'tax rate, and’ permahent ‘redictions” in individual income tax
liabilities: Thie merits of these’ proposals as'a part of a program for
reducing:our -dependence onimported- oil are-discussed in Chapter’
VizHlere they -are analyzed with respect to theu' impact ‘on output
emp}oyment and prices. *-

! ‘Taken by themselves, the proposals for a rebate ‘on 1974 individual
income taxes-and-a: temporary in¢rease in the ‘investment tax credit
would -have & temporary-stimulétive impact on-the economy.” How-
ever, these proposals cannot be considered in isolation from the Presi-
dent’s .other.recommiendstions; including ‘his recommendations for ex-
ercisifig: restraint on Federal ouflavs “Fhe Administration recommends
reducing the growth of budget sutlays by $15.3 billion through hold:
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ing the increase in social security, food stamps, and other price-indexea
programs to 5 percent over the 18 month period January 1975 through
June 1976, and by reductions in other ongoing programs. This repre-
sents a partial interruption of the workings of the budget’s automatic
stabilizers and, therefore, an offset against the stimulative impact of
the proposed temporary tax reductions. - .

Taken as a whole, the President’s recommendations provide very
little support for the economy in 1975 beyond what would be provided
by the Budget’s “automatic stabilizers” in the absence of any new
policies. As shown in Table 3, the net stimulative impact in calendar
1975 is only about $8 billion, or barely more than one-half of one
percent of GNP, and this impact is concentrated entirely in the third
quarter. In 1976 the Administration proposals would have a net
restrictive impact. '

TABLE 3.—BUDGETARY IMPACT OF THE ADMINISTRATION'S TAX AND EXPENDITURE RECOMMENDATIONS

[National income account basis, billions of dollars, seasonally adjusted quarterly totals]

1975 1976

| i " v B 1l

Total revenue effect.____..._._._.__. -0.1 ~1.6 —9.7 -3.0 0.4 0
Temporary tax réductions..___.._ -.8 —5.9 -8.1 -~.8 -1.1 ~1.1
Net energy tax changes...._. .8 4.3 —-15 =2.2 1.4 1.0
Total expenditure effect. ... ... -14 —1.2 -1.7 =2.5 2.7 —-3.0
Ener%y offsets____ . 0 5 1.8 1.8 1.8 1.8
roposed outlay reductions___ -1.4 -1.7 -3.5 —4.3 —4.5 —4.8
13 —.4 —8.0 -.5 3.1 3.0

Increase in surplus (4) or deficit (—).

Note: Details may not add to totals because of rounding. :
Sources: Department of Commerce (Bureau of Economic Analysis) and Council of Economic Advisers.

This analysis still does not reflect the full restrictive impact of
the Administration’s energy proposals, because not all of the impact
operates through the Federal budget. The proposed windfall profits
tax on domestically produced crude oil would not affect the extra
profits stemming from higher prices of gas and coal. The amount of
these extra profits to coal and gas producers is difficult to measure
precisely, but could be in the order of $9 billion in 1975 and as much
as $18 billion-in 1976. It is unlikely that these additions to profits
will be quickly and fully returned to the spending stream. Since the
proposeg'tax reductions are insufficient to offset these increased profits,
this transfer of income from consumers to producers will have a re-
strictive effect on the economy. . - :

Expert private witnesses appearing before the Joint Economic
Committee have been virtually unanimous in their conclusion that
the Administration’s fiscal proposals, judged as antirecession meas-
ures, are totally inadequate. They also stressed the great risks asso-
ciated with the massive changes in the tax structure contained in
the President’s energy proposals. At a time when the need to support
output and employment is paramount, the risks contained in a pro-
gram with an unquantified, but possibly large, restrictive impact are
simply unacceptable. Furthermore, the Administration’s proposals
would add substantially to the.inflation rate and are far from the
most effective means available for conserving energy. By the Admin-
istration’s own estimate, the energy proposals would add about 2 per-



24

centage points to the increase in the Consumer rrice Index over the
next two years. Others estimate that the total price impact could be
as much as 4 percentage points. o )

In our judgment, the major elements of the Administration’s recom-
mendations should be rejected in favor of a fiscal program which will
stimulate output and employment and a fuel conservation program
which will achieve the long-run objective of lessening dependence on
imports without adding suddenly to the overall rate of price increase.

The Need for Fiscal Stimulus
The rapidity of the decline in output in the past few months has

taken cobservers by surprise. Policies which seemed adequate a few
months ago must now be recognized as far from adequate to the
changed situation. The Committee has examined a number of policy
alternatives in an effort to develop a program which will achieve the
output targets suggested in Chapter II of this Report.

At our request, the Council of Economic Advisers, Wharton Econ-
ometric Forecasting Associates, and Chase Econometrics have used
their econometric models to estimate the impact of a set of policy
assumptions supplied by this Committee. These assumptions included
a $10 billion rebate on 1974 individual income tax liabilities; a $20
billion reduction in 1975 and 1976 income taxes, effective through a
change in the withholding schedule; a permanent increase in the in-
vestment tax credit to 10 percent, effective January 1, 1975; and an
$8 billion increase in fiscal 1976 outlays, primarily to finance public
service jobs. The results of these studies indicated that the proposed
policies would have a substantial favorable impact on the economy.
By the fourth quarter of 1976, the number of unemployed would be
an estimated 850 thousand less than if the President’s program were
adopted, real output would be about 3 percent higher, and the price
level about 2 percent lower. Even so, the results are not good enough.
The real growth rate from late 1975 to late 1976 is estimated at only
about 4.5 to 6 percent. This is not sufficient to produce a rapid reduc-
tion in unemployment and, therefore, these policies do not represent
a fully adequate response to the present economic situation.

The recommendations presented in this Report would provide
greater fiscal stimulus than was assumed in the studies described
above. This additional stimulus appears required if the desired rate
of recovery from the recession is to be achieved. It should be stressed
that the additional expenditures recommended are tied to the unem-
ployment rate. They will automatically phase out as full employment
is regained.

Tax Policy

Personal and business tax reductions totaling $32 to $35 billion are
needed in 1975. Some, but not all, of these reductions should be con-
tinued in 1976 and subsequent years to offset part of the effect of
inflation in raising tax rates. Legislation which has now passed the
House of Representatives would provide an $8& billion rebate on
1974 individual income tax payments, an $8 billion reduction in 1975
individual tax liabilities, and between $4 and $5 billion of business tax
relief, including an increase in the investment tax credit to 10 percent



:and an increase in the corporate surtax- -exemption from $25,000 to
t$00 000. These provisions should be enacted without delay.

- Virtually all the éxpert witnesses who testified.before the Commiittee
i ged that there be some tax reduction of .a. permanent nature; While
“the,tax leglslatmn which the House has enacted -covers 1974 .and: 1975
~only,.there:is a widespread-presumption that:subsequent Jegistation
-will-make the reductions permanent. This ‘further legislation-should
proceed quickly. Past experierice shows that famiily income- changes
“which are perceived as permanent have a larger impact.on constnner
-=pendmg than those. which. are seen as only temporary. -

‘The leglslatxon discussed. above falls $12 to $15 bllhon short ﬂ‘f the
‘total. -personal tax-reduction -which is .needed: in 1975. Theré -areé:a
‘number of ways in which this further reduction might: be achieved:
-‘One which seems- especlally worthy ‘of consideration_ig the adophon
-of an income tax credit against: social security tax payments.. .z

‘In-1975 workers covered by the social security- system; wil pay:-a
‘tax of 5.85 percent of the first:$14;100 éarned. An. individuel income
“tax ‘credit for each worker equal-to 114 percent .of earned: incoméap
“to $14,100 would reduce personal income tax. collectmns by. $10:billion,
‘inéluding tlie cost of cash refunds to those-lower, income personsuaable
‘to claim the credit. .The .maximum -benefit - per 1nd1v1§ al would: be
14212 for a. worker esrning, $14,100 or-above. This. prOposal ‘would-re-
«diice the tax burden for these middle:income workers who have seen
their taxes rise- espemally :sharply .in. the :past. two yesars. because, of
increases in the soeial security. wage base. Tlns tax relief- would ;be
accomplished through the income tax system, leavmg t,he ﬁnapcmg
. ofthe social security system intact. -

* An alternative would be.to, couple a sma.l]ex 1nd1v1d,ual mcome $ax

¢redit. with an equivalent credit to. emplo ers based on.the, pumher -of
-covered ‘employees. This fax change would have the, ‘advantage of re-
ducing business costs and stimulating additional hiring. A" credit;.of
~$150 per employee '($75 to the employee and $75 to t %13 ;employer)
~would achieve a $12 billion tax reduction, $6 billion to busmess $6
billion to -workers,. ineluding ‘cash. payments to lower income, individ-
uals wlio'donot pay tixes. . . . N
" Another alternative wotld be. the substltutlon at t.he optlon of .the
taxpiyer of a credit of $250, for each persona.l exemptlon to. wh,leh the
taxpayer is otherwise entitled, This would.. provide a_ total annmal
tax reduction of $12 billion. Thls change would also in¢rease the pro-
. gressivity of the tax system, since the credit is. of.progressrvely greater
value to taxpayers in lower income brackéts. Assuming a. fa.mll of
.four, this change would pmv1de some tax telief for: families with in-
comes up to $3O 1000. This change would benefit -families ., Wwith
incomes so low that they presently pay no tax only if it were ex"%ended
to provide actual cash payments to these families. :
" - Whatever. method of tax rediiction- is-¢hosen;: the lower habihty
should ‘be- lmmedlately reﬂected i reduced. tax thhholdmg s6 that
the stimulstive impact is felt in 19¥5 when - it is ‘moest ‘needed: “The.
- fivst- credit proposals could . initially -be for 197o anc 1976 -onlly “and
eould-be rencwed in ldater yéars if remured by. ecohormc conditions at
“that time. The adoption of a‘tax crédit-in lien of the personal, exemp-
: tlon would prcSumably bea pérmaneht change m fhe tax code
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: ’Expgnqitz;_rq ‘Policy

The tax reductions discussed above and ‘the easier monetary:'-pbli'c‘y'

‘which we support are essential elements in-a program-to achieve e-

covery. By themselves, however, they are not sufficient. The economic
decline has by‘now been allowed to become so severe that consumer and
business.confidence is eroded. Surveys of consumer attitudes indicaté:
that an unusually high percentage of any- disposable income gains:
resulting from tax reduction may be used for savings or debt: retire-
ment, These higher'individual savings and an essier monetary policy
will make funds ayailable for private investment. However, the recent
fall-off in private demands for credit suggests that, in the short run
private business niray be slow to utilize the available funds. @ '+ -
- Had': tax reduction- and accommodative monetary 'policy comé:
sooner, they might have provided sufficient support for the econoiy..
Now that the decline has bécome so-deep, Federal expenditure actions:
are also required. Government spending-is the-surest and most direct-
method of supporting the economy. .~ R L
At the same time, permanent new expenditure programs which wilT
involve large outlays in future years:when stimulus is no longer re-:
quired should be initiated only if these programs-are fully justifisble
on their'intrinsic merits. A time when otherwisé-idle resources aie
available.is a good time to initiate needed new programs; such‘as na-
tional heslth insurance and improvements in public trauspcrtation. It
may also be a good time to speed up completion of previously author-
ized publiciwarks, provided the-economic impact of*the speedup can
be achieved: rapidly and then phased down as full employment:is
restored: However;. new public works with long lead times ‘are not
suitable as countercyclical programs. Previous experience has showit
that such-programs often produced motre spending after high employ-
ment had been regained than' during’ the Tetession: years in' which it

" was néeded.+: - o

"The need to stimulate the economy does not justify spending in ex-
cess of essential national needs-in such areasas'defense. highways. or-
public.construction. To foster economic recovery through military ex-
penditures in excess of true needs would simply lay the foundation for
the next recession when these expenditures were later cut back. -~ . .

“The-expenditure programs which we recomménd ‘are largely of a
temporary. nature,:designed: to:take -effect’ quickly and to phase out:

as full employment is regained. " ="' "
Cost-of-Living Adjustments” ~ ..

. e My o . .

The Administiation has proposed that increases: in.socialisecurity
benefits, food stamps, and other Federal income support programs be-
held to 5 nercent over the 18 month period. from: January. 1975 through
Juné’ 1976, dlthough by the' Administration’s; own estimate,:.prices
are expected to rise 15 percent, over. that period, This would-gesult in
estimated budeet savings of $3.8 billion in fiscal 1976.: Due toi.price-
increases. which have already taken place, the entire 5 percent inerease:
in some programs would go into. effect by June 1975. For these pro-,
grams, there wouldobe no -cost:vf-living ndiustments whatsocver: in
fisnal 1976, Not, onlv would this be. a great iniustice to the individuals.
affected. but it would :partially negate the effect of the tax proposals”
intended tostimnlate recoverv.-Little net economir impact can’ be
expected from using the tax system to raise the real disposable income
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of some families while using expenditure ceilings-to reduce the reaf
income of others. The proposed cellmgs on income support payments.
should be rejected. . . _

Public Service Employment R -

With the unemployment rate now expected to exceed 9 percent before:
the end of this year, a greatly: expanded program-of emergency ‘public;
service employment appears to. be the qulc cest way to reduce unein-:
ployment . to more.bearable levels.

Present emergency legislation passed in December 1974 authorlzes
funds for approximately 300,000 jobs, all administered through State _
and - local - governments. This authorization “i§ ' teémporary, "expiring
at the:end of 1975, and the full authorization is not yet ‘funded. This
authorization: should. be fully funded, and-a further authorization
should “be provided :with the size of the funding designed to" vary
automatically with the quarterly average of the unemployment rate.
We.are pleased to note that the President has‘recently récominended
an .extension of the public service -employment ‘program :into 11976.
His proposals are still 1nadequate however, in hght of the current‘"
high level of unemployment: .= - - ¢

We recommend that at 2 6; percenrt unemployment rate, a total of-
500,000 public service jobs.should be. provided throtigh State and-local
trovernments Funds to.provide additional‘jobs should-be made avail-
able at higher levels of unemployment up to a maximum of one¢million:-
jobs at unemployment Tates of 8 percent orabove. The prowram should"
be reduced in similar stages as unemployment declines. : - '

At unemployment rates-of 8.percent-and :higher, s Federally ad-f
ministered public:service employment program: is ‘also-needed. This
should provide for 500,000 jobs at an 8 percent unemployment rateand
an_additional 500,000 jobs: for each percentage point by which! the-
unemployment rate exceeds 8. percent. Federal: admmlstra.tlon of thqs :
program is desirable for the following reasons: S S AL

(1) A number of _appropriate work prO]ects are prlmarlly ‘or-

. exclusively Federal in nature. These include work: on’ a. national
. . transportation, system, work in the national parks, forests, and

. Tecreation. areas, work on Federa,l demonstratlon prOJects andis

.. work of many other types:.. . 4

" '(2) The Federal. Government ‘more readlly than State and .

Jocal governments, can_ provide Work on temporary: projects:of

" ‘oné to two years’ duration, avoiding the- ‘problem of dlsplacement'--

of ‘regular employees by, special public service workers ;= vt -

" (8) Unemployment is especially severg. among persons between L
the ages of 16 and 25. In February the unemplovment rate, Was.

~.. 20 percent-for those age 16 to 19"and 13 percent for thos: )

. to.24. While the Federal component of the- Dubllc §ervic

- ployment program should be open to persors. of all ‘ages, it-would".
be especially smtable ‘for ‘these younger persons who_are, more.
. mobile and better able to accept employment of a temporary natum

- and-who would’ beneﬁt from the ]ob experlence prov1ded by this:..

-program. - o

Antirecession Grant to State and &ocal Governments QiR :

This, proposal is: discussed in-greater-detail ‘in Chapter VII The! ~
size of the.grant we recornmend would be ‘equal ito: approximately $1°
bllhon for each 1 percentage pomt rlse 1n the unemployment rate- ‘
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above 4 percent. In one sense this rogram would be a partial sub-,
stitnte for a larger program of public service employment. It would

have'the advantage of prov1d1n0 State and locaF governments with.
greater flexibility, allowing them to maintain their regular work force
at times of budgetary strlngency rather than,as is'sometimes the case
now, laying-off-regular -employees and replacing them with: special

public sérviceemployees. It would alse provide State and local govern-’
ments: with the funds they need to purchase equipment and supnlies:
without Whlch thelr pubhc serv1ce emp}oyees cannot be utilized
efficiently.: -

Unemployment Compensatwn , }
Cuuslﬁm acted in December to expand the coverage of the uuempwy-
ment, compensation system and: to provide extended benefits at.times.
of high unemployment. Action has not yet been taken to provide
greater uniformity among State programs by i increasing the.maxmmum.
Weekly benefit t6_two- thirds the.average wage in each State, and pro-
viding that-individuals receive at least 50 pereent of their prevmus;
weeklv wage, un to the maximum. This shonld be done. :
An additional Federally funded emergenecy program is also- needed
as-long as the national rate of unemployment remains at extraordi-
narily high levels. This program should prowide beneﬁts to.any a;dult,
mcludmv the gelf-employed— -
(1) . Who can- demonstrate ‘current labﬂr force attachment
.+ (2) ‘Who is ‘not otherwise entitled to benefits due-either- 0 ex-
haustion of benefits or to lack of sufficient covered employment
nor to income support under -other programs; and
(3) For whom no employment of any kind, mcludmg pubhc-
* . serviee emplayment, can be made available. - - :
- This program would, be of special benefit to younger a,dmlts amonm
whom unemployment ié widespread and who often have limited,. if
any, entitlement to unemployment -compensation beneﬁts ‘

The Budget Deficit

"The spendmg progiams we have recommended would add’ about
€2 billion to outlays in fiséal 1975.-In. fiscal 1976 the: cost would ‘be as
follows, assuming an'8 percent rate of unemployment :

-4 ‘billien for. antlrecessmn grants to State and local govern-
ments :
$4 b11110n ‘for contlnued full operatlon of cost of- hvmg escala- :
tors in income support programs. ,
%9 billion for the two public service emplovment progra,ms
(assl)lmmg they reach fuI;l‘gperatlon by’ the ‘middle of ‘the. fiscal
ear
"$3 billion forthe recommen d 1mpro,vements m unemployment
L compensatlon 1

" The $7 billion proposed by the Admmlstratlon for “energy offset” .
payments would not be needed under our program, Hence, the net effect
of .our . proposals would be to-increase fiscal 1976. outlays by about
$13 ‘billion.

The tax changes we suppor’t would reduce receipts by $10 to-$12 bil- -
lion more in ﬁscal 1975 and by ‘$21 to $25.billion more in fiscal 1976
than would the Administration proposals. However, the -higher level .
of economic activity generated: by our program should :result in-an
mcrease in tax recelpts and a savmg on unemployment compensatxon .
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and other income support programs of about $18 to.$20 billion in fiscal
1976. Hence, the net impact. of our program.would be to enlarge the
deficit by $12 to $14 billion in fiscal 1975, and about $16 te $18 billion
in fiscal 1976.* In making these estimates, it.is assumed that Congress
will make various other changes from the specific. outlay totals pro-
posed by the President. for individual programs,. but that the outlay
effect of these changes will be roughly offsetting. As discussed in
Chapter IV, our own recommendations are that outlays for defense be
reduced, that outlays: for housing programs-be increased, and that
initial outlays for a national health insurance program and for anti-

_poverty efforts be added to the budget.

A temporarily larger deficit is a necessary step toward restoring
the health of the U.S. economy. The alternative is to.allow the econ-
omy to continue indefinitely in a state of recession and. rising’ unem-
Eloyment.' Not only is this alternative unthinkable in terms-of. the

uman suffering implied, but it would mean enormous budget. deficits
many years into the future. The policies we support will'mean larger
deficits temporarily, but they are essential to bringing the budget
into balance in future years. Indeed, looking at the budget. deficit in

-fiscal 1976 by. quarters, the. deficit under. our program begins.to nar-

row significantly during the course of the year due to the favorable
impact on tax receipts of increased income and employment.

: .gur ‘recommendations are designed to produce a budget surplus
once the economy regains high émployment lévels. The permanent tax
cut we recommend would serve only to offset part of the rise in the
full employment surplus in thé past'two vears due to the impact of
inflation on effective tax rates. The éxpenditures we recommend auto-
matically phase out as high employment is regained. The full em-

.ployment budget “margin” in 1980  (the difference between full em-
‘ployment receipts and expenditures on present programs, including

those recommended in this Report) ‘would be in excess of $50 billion.
This, of course, does' not' mean ‘that the actual surplus will be that
large, but rather that this amount will be available"to be divided
among new. programs, tax tediction, and a Federal surplus to help

finance private investment. -~ " R T
S Wenetary Poliey
The fiscal policies discussed above will be effective in restoring eco-
nomic growth: only if they are accompanied by an accommodative

monetary policy. With the proper monetary policies, Federal borrow-
ing can be financed and needed credit made available to the private

sector. If monetary policy is restrictive, however, interest rates will be

driven up; funds will be switched from savings institutions to higher-
yielding market instruments, and the inability of savings institutions
to make mortgage loans-will block the recovery of the housing indus-

In the last three moﬁths'_‘bus'ine-ss and consumer- demand for Toans

‘has dropped dramatically. Aifter rising at an:annual rate_of nearly

" * Representative ‘Long statess “While I fully suppoirt the reconiinendations
embodied in this report, I am concerned over the huge deficit in the Federal
budgets for 1975 and 1976 that these policies would create. I also have concern
that the private financial market would have difficulty financing this deficit.”

49-768 O - 75 - 3
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20 percent in the first 10 months of 1974, business loans outstanding
at commercial banks actually declined at an annual rate of 4 percent
from November 1974 to January 1975. Consumer credit outstanding
fell by $1.9 billion during the November to January period. These
declines have contributed to the rapid reduction in short-term in-
terest rates illustrated in Table 4. The demand for longer-term funds
has remained strong, however, and long-term rates have fallen very
Iittle.
TABLE 4.—SELECTED INTEREST RATES

July October Februarg
1974 1974 . 197

Federa] Reserve discount rate___.__.____ . ..ol 3.0 8.0 £5.75
Federa) funds rate_ ____ .. ieens 13.0 10.0 6.3
90 day Treasury bill rate... - 1.7 7.2 5.5

Prime bank rate____. . ... el . 12,0 1L5 2875
Corporate Asa bonds_ ... . _........... .- 8.7 9.3 8.6
Municipal bonds._ ... iiiiaceiaianas 65 65 6.4
9.5 10.4 9.0

FHA new home mortgage yields........

1 Reduced to 6.25 pescent Mar. 7.
28 percent in early March,

Source: Board of Governors of the Federal Reserve system, Department of Housing and Urban Development, Moody's
Investors Service, Standard & Poor's Corp. i

As the seriousness of the recession has become apparent, the mone-
tary authorities have moved to make more credit available. The dis-
count rate has been lowered, and reserve requirements have been
reduced. However, because of the evaporation of the demand for loans,
these easier policies have produced no growth of the money supply
as conventionally defined (demand deposits and currency). Total
commercial bank reserves also remained unchanged from December
through February as banks used the increase in their nonborrowed
reserves to repay borrowings from the Federal Reserve. _

The present situation of very weak credit demand and worsening
-recession is one in which further, moves toward monetary ease are
urgently required. As discussed elsewhere in this report, we believe
the objective of economic policy should be to build as quickly as pos-
sible to a rate of growth of real output of 8 to 9 percent and to
sustain that rate throughout 1976. Realization of this objective will
require sufficient monetary expansion to ‘hold down interest rates so
.that private investment, including, most importantly, investment in
housing, can proceed’ vigorously. Monetary policy should be directed
toward keeping short-term market rates below the yield available at
savings institutions and .toward narrowing the spread between short
.and long-term rates. The latter can be accomplished through increased
Federal Reserve purchases of securities witg longer maturities.

Concern has been expressed that the large Federal demand for credit
will swamp the financial system in 1975, leaving insufficient funds
available for private borrowers. Witnesses before this Committee have
testified, however, that this concern is misplaced. Private credit de-
mands' will be off markedly because of the recession. One respected
estimate by a private expert is that the total 1975 demand for credit,
including government borrowing, will be 5 percent below last year
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and 12 percent below the 1973 peak. If heavy government borrowing
does drive up interest rates, it will be because the Federal Reserve has
~failed to make sufficient credit available, not because the financial
system cannot handle the flows. ~ S
_A brief period of monetary ease will not be sufficient. Interest rates
‘must not only be reduced further but must be held at low levels for
the remainder of 1975 and for as long after that as is necessary to -
insure that a vigorous economic recovery has been firmly established.
At times in the past, economic recovery has been aborted ﬂy premature
imgosition of a restrictive monetary policy. For example, in late 1958
and early 1959, the economy was experiencing a good recovery. from
the 1957 recession, with real output growing 9 percent from the sec-
. ond quarter of 1958 to the second quarter of 1959. Restrictive mone-
tary policies contributed to the interruption of this recovery, however,
'a.nxg-a new recession was precipitated. The result was that it was not
- until late 1965 that the economy regained the relatively full employ-
ment situation which had prevailed in 1956. - - :
A number of witnesses before this Committee expressed concern
that the Federal Reserve might act similarly to choke off recovery
--in late 1975 or early 1976. With the unemployment rate likely to stiil
be in the 8 percent range or above at that time, any such moves
toward restrictive policy would be totally inappropriate. It is the
respousibility of the Congress to see that ‘monetary policy supports
rapid econcmic recovery. . : « '
It is the Congress, acting with the advice of the Executive Branch,
. which has the responsibility to determine the output, price, and ein-
ployment targets toward which e¢onomic policy should be directed. At
.times in the past Congress has permitted the Federal Reserve to make
- independent judgments with respect, for example, to the degree of
inflationary risk posed by the pursuit of certain output and employ-
ment targets. While the advice of the Federal Reserve Governors is of
great value to the Congress on questions of this type, the power of
decision is entrusted to &re Congress. The power and the responsibility
of the Federal Reserve is limited to the execution of monetary policies
which will contribute to achievement of the basic goals established by
Congress." _ ~
In the critical months ahead, Congress should exercise close over-
sight over the Federal Reserve. In semi-annual testimony before the
Banking Committees, Federal Reserve officials should be required to
discuss Federal Reserve objectives with respect to the growth of
monetary:and credit aggregates in the upcoming 12 months. We are
pleased to note that a resolution presently before the Senate expresses
the sense of Congress that this procedure should be required. =~

Price and Incbmes Polic_y'

. . Far too often, economic policy decisions are made on the assumption
that there is at all times some simple and immediate “trade-off”
between inflation and unemployment—that is. that as unemployment
falls, inflation will increase. There is an abundance of recent evidence
to illustrate that this is by no means always the case. Indeed, as shown
in Table 2 (page 18), price increases are typically less in the recovery
- stages of the business cycle than during the period when output is-
declining. There is every reason to believe that if the fiscal and mone-
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tary policies necessary to restore the growth of real output are adopted
in 1975, these same policies -will also-slow the rate of: inflation.. Most
industries are presently operating far. below their optimum level of -
capacity utilization. Overhead costs must be spread over too few units
of output, and workers are not always fully employed. As output rises,
cost per unit will diminish. This will be of great importance in helping
to overcome the cost pressures which have been created by bhe money ’
" wage gains needed to keep pace with past price increases.

With most raw material costs now.level or declining and Wlth the
demand for final output very weak, inflationary pressures are stem-
ming primarily from operating costs The single most important anti-
inflationary action to be taken in 1975 is to restore the growth of real
output so that productivity gains wiii hold down these cosis.

‘In addition to the above, policy tools must be available to deal w1th
pos31ble price increases in those concentrated industries in which prices
sometimes appear to rise regardless of either market conditions or
production costs. The slowing of wholesale industrial price increases
in the last few months:is encouraging. However, as shown in Table 5,
price increases in certain industrial categorles, especially” chemlcals,
machinery and equipment, and transporta.tlon equlpment are in sharp

contrast to this trend.

One possible explanatlon of this puzzling prlce behavior is that busi-
nessnien fear the reimposition of price and wage controls and wish. to
ienter any possible future round of controls with a high base price.
If considerations of this type are in fact; influencing business judg-
ments, then businessmen certamly are pursuing a self-defeating course.
‘The one thing which would insure their safety from the reimposition
of controls would be clear evidence that prices are being voluntarily
reduced. Similarly, the one thing which might lead to the reimposition
of controls:would be persistent price increases which cannot be jus-
tified by either market conditions or cost pressures.

TABLE 5.—WHOLESALE INDUSTRIAL PRICES
[Percent change, seasonaily adjusted ! annual raiesl

‘Februsry-  August 1974
August 1974 February 1975

4

Al industrials.. _. PP SN PR
By stage of processing: :
Crude matarials, excluding foods and feeds. ... ... ... ...
{ntermediate matenals, excluding foods and feeds._ ... ..co oo .
Producer finished goods. . ___ ..l
Consumer nonfood finished goods.
Textile products and apparel_ . ____ . | iiieiiiimccacanas
Fuels related products and power_ ... oo icciiccccceas
Chemicals and allied products_
Lumber and wood rroducts._.
Pulp, paper and al
Machinery and equipment.___._
Metals and metal products.._._._
Transportation equipment (NSR)3. ..
Other mdustnal products 2(NSA)3..
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1 Except where otherwise noted.

1 Includes: Hides, skins, teather, rubber and plastic products, furniture. and household durables, nonmetallic mineral
products and miscetianeous.

3NSA—Not seasonally adjusted.

Source: Bureau of Labor Statistics.

In order to prov1de more adequate supervision of busmess price
behavior, especially "in concentrated industries, the stafi capability
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of the Council on Wage and Price Stability should be enlarged and
the Council should be given the authority to subpoena data on prices,
wages, costs, profits, and productivity. The Director of the Council
indicated in his testimony to this Committee that the limited size
of the Council staff requires them “to be selective in choosing industries
for study.” Appropriations requested by the :Administration for fiscal
1976 would allow the Council to maintain its present total staff level
of 40 persons, but would permit no enlargement. In view of the fact
that the President has now assigned the Council a major role in helping
Federal agencies assess the inflationary impact of new rules and regu-
lations, it would seem imperative that the Council’s staff capability
be enlarged sufficiently to enable them to handle this new function
and also adequately monitor private wage and price behavior. )

With respect to subpoena power, the Director of. the- Council indi-
. cated to the Committee that the Council “sometime expeériences dif-
ficulty in getting profit margin data for particular activities or lines-
of business” and that “in some of these cases it might be helpful to
have subpoena poweér though we would hope to use it sparingly and
as a last resort.” Subpoena powers should be given to the Council to
deal with those situations in which necessary mnformation cannot be
obtained voluntarily: S ‘

_In addition to the above, the Council should be given the authority
to delay price increases for a limited period—say, 60 to 90 days—
in ‘cases important to the overall achievement of price stability. This
period of delay will provide time for the Council to fully examine
the justification for the price increases, to determine their impact on
the economy, and to seek to achieve such adjustment in the proposed
increase as the facts may warrant. The delay period would also give
Congress the opportunity to enact selective price”control authority
or to. take such other:legislative action as might be required in cases
where voluntary business cooperation with the national interest-is not
forthcoming. ST " ,

We are aware that the Director of the Council on Wage and Price
Stability has indicated his opposition to the provision of this authority,
partly on the grounds that he fears it would be interpreted as a step
toward reimposition of price and wage controls. We are emphatically
opposed to the reimposition of wage and price controls either now or in
the foreseeable future. The provision of this carefully limited au-
thority for the Council on Wage and Price Stability would be-a good:
method of establishing a workable, largely voluntary, prices and in-
comes policy which will insure that the inflationary conditions which
might precipitate the reimposition of price and wage controls will not -
Tecur. o
While we do not support comprehensive wage-price -
controls either now or in the foreseeable future; the fol- - -
lowing measures are required: . S

An ’é'nlarged_s'taﬁ and the provision of subpoena povier' -
for the Council on Wage and Price Stability so that it -
can more adequately carry out its responsibilities. ;

Provision of authority to the Council on Wage and.
Price Stability to delay for a limited period wage or price
actions which threaten to uridermine progress toward
price stability. R



IV. FEDERAL BUDGET PRIORITIES

The President’s Budget estimates a ‘modest increase in outlays for

fiscal 1976 but proposes a reduction in budget authority compared

with fiscal 1975. In his message to Congress the President states that
he is requesting a moratorium on new Federal spending programs
other than energy programs.

The budget document is a unique reflection of the Administration’s,
priorities. Tn terms of hudget authority, the largest dollar increases
are proposed for defense, followed by energy (mcluded in the Inter-
national Affairs category) Federal pay raises (included in the cate- .
gory Allowances), interest on the national debt, and health. However,
the increases for Federal pay, interest, and health result from exist.
ing legal requirements rather than Administration initiatives. More-
over, the health i increase is about $2 billion less than it was expected
to be due to cuts in the Medicare and Medicaid programs recom-
mended by the President.

Table 6 compares the fiscal 1976 budget with the fiscal 1975 budget.
It will be seen that the President is asking for $16.39 billion more
in budget authority for defense in fiscal 1976 than in 1975 and $7.76
billion more for International Affairs (most of which is for the spe-
cial energy financing facility). Those two items represent the great
bulk of the requests for authority and spending increases among the
programs where the Administration has discretionary authority.
Relatively smaller increases for several other programs, ranging from
$90 million for Community and Regional Development, to $610 mil-
lion for General Government.

TABLE 6.—BUDGET OUTLAYS AND AUTHORITY, FISCAL YEAR 1976

Outlay increases Authority increases

- over fiscal year 1975 over fiscal year 1975
Billions Percent Biflions Percent
National defense. .. ...eocnoremn e iccciaacaan 875 10.26 16.39 17,94
International affairs. ... __.________.__...... 144 29.69 1.76 159,23

General Science, Space and Technologz ....... .40 9,51 .39. 9,

Natural Resources, Environment, and Energy .62 6.54 .76 6.
Agriculture. ... ... _________._. .04 2.43 ~1.60 ~27.24
Commerce and Transportation_.__.___.. 1.93 16. 34 —~22.34 -77.19

Community and Regional Development. _ 1.03 2L 14 .09 1
Education, manpower, and Social Services -.09 ~.62 -. 89 -6.11
ealth_____ ... 1.56 5.91 2.57 9,05
lncome Security. ..o _..... 1202 - 1n.27 -20.79 -13.31
Veterans Benefits and Services. .. .13 81 .18 L1
Law Enforcement and Justice.___. . .26 8. 66 .10 3.03
General Government..__ ... .. . ______.._. .53 20.18 .61 22.39
Revenue Sharing and Genera! Purpose Fiscal Assistance. .22 3.07 .24 3.4
Interest. . o ieeeccccccccccmenn 3.09 9.86 3.09 9,86
AlIOWBNCES.. . o oo oo e e ceeeecccmmamccemeciecann . 7.35 e 7.58 g)

Undistributed 2 e memccnceaeecmc e ———ann -3.35 19.9 -3.35 19,
Total__ 35.93 1146 -9.23 —2.34

1 Comparisens not meaningful.
* Includes sales of off-shore oil leases.

Source: Office of Manaz\ement and Budget and Joint Economic Commlﬂes staff.
(84)
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. Reductions in budget authority, are .recommended. for Commerce,
and Transportation, lim;‘ome-;, Security, Agriculture, .2and Education;
Manpower and Social Services. The large reduction 1n Commerce and
Transportation results from sales of mortgages.by several agenoies,
a technical adjustment in the Urban Mass Trangit fund, and a reduced
request t0’use_ mionies ,in” thg, Highway ‘Trust Fiind: ‘Thé 'reduced
request for'the Highway Tiust Fund represents a.policy change which
may bring about lower spending.for highways in Tqtuie yearsalthough
outlays will not decline in fiseal 1976, .~ "0 7 T SR
A portion of the $20.79 ‘billion reduction in Income Sedurity
is caused by the proposal to place a 5-percent ceiling on Cost-of-living
increases for social security, coal miners benefits, supplementary secu-
rity income, civil service:and:railroad retirement, and.other programs
(the outlayimpact of this reduction is about $4 billion). As'in the case
of Federal employees’ pay, inereases in these areas are tied-to changes
in the cost of living. The 5 percent ceiling means a cut in‘benefits to
many millions of e%derly people who:can least afford it because the
cost of living rose by considerably more than 5 percent last year and

undoubtedly will rise by considérably more than 5 percent in the com- .

ing 'year. Most of the ‘femainder of the'reduced authority for Income
Security is the result of technical adjustments in the Unemployment
Trust Fund and similartransactions.” . o ‘;

. ‘The Committee strongly disagrees with the order of priorities con-
tained in this year’s budget. It emphasizes large increases for defense

and an International ‘Energy Fund, while de-emphasizing income

security, health, education, and social services. Proposals have been
made to increase the cost of food stamps, and to eliminate the School
Breakfast Program, the Nonschool Food Program, and the Special
Milk Program. Congress has already rejected the proposed increase in
costs and the 5 percent cap on food stamp benefits. S
" "The long-term projections of Federal spending are even more dis-
comforting than'the figures for the coming year. The budget docu-
ment contains tables showing estimates for the next five years in out-
lays and authority. The projections are based on the assumption that
defense purchases will rise by 4 pércent annually in real terms while
civilian controllable spénding remains constant. : .
Thus, the Administration projects defense spending to rise from
$94 “billion in fiscal 1976 to $141.4 billion in 1980, but expenditures
for many civilian activities go down. Outlays for General Science,
Space, and Technology decline from $4.6 billion to $3.8 billion; Nat-

ural Resources, Environment, and Energy from $10 billion to $9.5 .

billion; . Community and Regional Development from $5.9 to $5.3
- billion; Education, Manpower, and Social Services from $14:6 billion
to $13.6 billion; and Veterans Benefits and Services from $14.6 billion
to $14.3 billion. These declines would be greater if inflation were taken

into account. Similarly, the rise in defense would not be a$ large.as

the figures suggest if they were ¢onverted into real terms.

- 'The President’s recommendation that there shall ‘be no new pro-
grams éxcept in the area of energy is particularly unfortunate. Such
a rule, if adoptéd, would have no basis in reason or fact. One of the
purposes of the Federal Government, as described by the - Consti-
tution, is to “promote the general welfare.” To lay -down an edict
_ 3gainst new programs undermines the fundamental principle that the

Government will respond to the needs of the people in a manner and
R . . ) . . . ..
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to & degree consistent with the nature and capabilities of oui system.
If-there are national needs to be met, the Federal Government should
tryyfto.meet:them, if it has the.capability, and it should not be blocked
byarbitrary restrietions: .. i i o o ST

P

(jo gréss sShould ‘authorize action, appropriate funds, '
~“'and adjust taxes in a manner' that will best promote or- -
.+ derly and balanced economic growth in the public and"
" private sectors.” Congress should also reduce appropria- -
.-. tions and take other steps necessary to eliminate waste-,
ful spending and inefficient activities particularly in the

Fay

., ful spending and i
" area of defense, space and foreign aid. e

. __Arbitrary ceilings on spending programs which cannet -
.. - ‘be: justified by the facts relating to individual programs . -
... And restrictions on -starting new programs-.should be
.- - rejected. : ca T L : T
S DT . Tax Reform . -~ :
 Although .tax relief measyres are.of the utmost priority at this
time, tax reform measures must be considered on a continuing basis.
Tax expenditures which reduce tax liabilities for particular groups of
taxpayers have increased 18 percent over the last year.; As reported in
Special Analysis F' of the Budget,. their order 'of magnitude, is ap-
proaching $100 billion per year, Expenditures which reach such a level
simply cannot be left unexamined each year as they:continue their
upward climb. It is time for the Congress to review .many of these
provisions just as it carefully reviews the actual budget expenditures
Q%,Chyear.’f - BTV S . R L
- Tax expenditure subsidies were analyzed in a Joint Economic Com-
mittee staff study published last October. A major conclusion of this
study, which examined all Federal subsidy programs, was: “On the
whole, these studies showed that many subsidies do not work well eco-
nomically, they-are often. directed at outmoded or. nonexistent ob-
jectives, they redistribute income. to:the affluent, and in too many
cases their costs far exceed their benefits to society as a.whole.”? - .-

There are several tax ex%enditures which:are well-recognized major
loopholes in the ‘tax law that:benefit large corporations and specific
industries. Action to repeal the following provisiens should. be taken
as soon as tax relief legislation and energy. legislation have been
p'_ First, the Domestic International Sales Corporation (DISC) tax
incentives for exports should be terminated. This tax law was intended

to encourage exports. Available evidence indicates that the DISC pro-

visions have provided little if any extra stimulus to exports. - :

Second, the minimum tax should be reformed. This should be
strengthened by eliminating two important deductions that prevent
it from being truly effective in achieving its objective of ensuring that
all wealthy individuals pay some reasonable level of taxes. The changes
would be to reduce the current income exclusion from $30,000 to
$10,000 and to eliminate.the current deduction for taxes paid.

Third, the use of the foreign tax credit by petroleum companies
must be limited. One alternative would be to limit credits for foreign

.2 “Federal Subs.idyi Programs,” a Staff étudy, prepai.'ed-for the use of the..shb-
committee on Priorities and Economy in Government, October 18, 1974,
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taxes ‘as an offset.to-U.S. corperate income taxes to a reasanahle per-
e of ‘the, foreign income; A. fr actlon in. the range: of 50 percent
woul "appear:to be reasonable. ;! . i

: Finally, thepercentage depletlon allowa,nce for domestlo and for-
elgn 01l and -gas.should be endeéd this year; Current éxpensing of so-
called “intangible” drilling expenses. likewise should be eliminated.
These energy. tax measures could most appropriately: be considered as
péu't ’(I)f the energy: leglslatlon the Congress will pass in the first ha.lf
of 1975. . .

-These four provisions.are the pmme candldates for tax reform The
economic arguments for their repeal -are quite familiar and:strong.
More comprehensive tax reform .should ‘be con51dered afber actlon
has been taken on these measures. - : .

" Tax reform focused on ehmmatmg Domestic Interna-; o
"'tlonal Sales Corporation (DISC) prov1s10ns, strengthen- .

ending percentage depletion,®> and other special prefer-= _
ences for oil and gas producers should begin immediately .
after tax relief legislation recommended above has been - :
passed by the Congress.® As the economy shows definite
signs of recovery, comprehensive tax reform focused on,
all facets of tax expenditures should proceed. ‘

Unemployment

The fa.ct that nearly 8 million persons are unemployed is only one

of many indications that the economy is'in an unhealthy state of
imbalance, with prospects of a -deepening recession; and that critical
national problems are being neglected: Although the President’s own
Economic Report recognizes the decline in employment as'a “pressing
concern of policy,” there are insufficient funds in the Budget to trans-
lalt)e that concern into expanded productlon and an. mcrease number of
obs. _
The Budget contains no proposal to contmue or increase fundmg
for public service jobs beyond the first six months of fiscal 1976, and
it shows a $1 billion reduction in authority for Temporary Employ-
ment Assistance next year. The Administration originall planned to
decide whether to. continue this program beyond Decemi‘;er 31, 1975,
after an evaluation of its success. But State and local officials with the
responmblhty for administering the pubhc service job program have

’Representatlve Long states: “I oppose an across-the-board repeal of the -oil
depletion.allowance. Such a change would lead to the further concentration
of oil production in the hands of, the major. oil companies. Without percentage
depletion independent oil producers would find it financially advantageous to
sell their operations to the major producers and pay capital gains rather than
continue to explore. for. pil and develop reserves. Since these.independent opera-
tors now do an overwheliming ‘majority of the drilling and find ‘most of the new
oil, a repeal of- depletion- would’ result in less ‘exploration and decreased domes-
tic production:-Arbitrary termmatlon of the depletlon allowanee to ‘independent
producers will have the most; dlre consequences in -terms;of-even less epmpeti-
tion in the industry and instéad lead to even further rel;anee on, foreign
production.”

? Senator Bentsen' states:.“I support-the:position stated in the-congressional
Democratic. Program, of Economic Recovery. and JEnergy Suﬂiclency .recommend-
ing the retaining of the depletion allowance only for small, independént domestic
explorers who do not operate retail outlets.” ) )
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already recommended that it be substantially increased. Recently, the
Administration has indicated its intention to request additional fund-
ing of $1.5 billion under the Comprehensive Employment and Train-
ing Act (CETA) and $400 million under Title II for fiscal year 1976.
America needs jobs and the Federal Government needs to act quickly
on making more money available for public service employment.

Unemployment rates for minority groups are substantially higher
than the aggregate figures. Probably the worst case is that of the
American Indian. Although statistics about the original native Ameri-
cans have never been adequate, the most recent available figures show
that unemployment for all Indians in 1970 was about 29 percent, and
for those living on reservations the figure exceeded 40 percent. Un-
doubtedly, those unemploymeiit rates are substantially higher today..

Unemployment among teenagers and young adults 1s generally much
higher tga,n the national unemployment rate. In February 1975, unem-
ployment for all teenagers 16 years of age and over was 19.9 percent,
up 4.9 percentage points over the rate o% the year before. Unemploy-
ment for white teenagers rose from 13.1 percent in February 1974 to
17.5 percent in. February 1975. For nonwhite teenagers, the February
1975 rate was an unbelievable 86.7 percent, compared to the 28.7 per-
cent rate of January 1974. The jobI])ess rate for young workers aged
20 to 24 was 13.3 percent in February, compared to 8.5 percent a year
ago.

National unemployment is now expected to go to 9 percent or above
in the third and fourth quarters of 1975. The outlook is even bleaker if
we consider that in June of this year almost 414 million young men
and women will graduate from high school, college, and professional
scheols. Most of these spring graduates will be seeking temporary or
permanent full-time jobs at a time of exceedingly loose labor market
conditions. While these young workers may be well-trained, mobile;

- and enthusiastic, they lack experience, and it is unlikely that a suffi-
cient number of them:will find employment. And yet most of them need
and want to work. Young people have little personal savings, and a
rebate on tax liabilities does not help them. S

The problem is heightened for these young people seeking work but
unable to find it by the fact that most of them are ineligible for un-
employment compensation.

- A worker’s unemployment benefit rights are determined on the basis
of his employment in covered or insured work over a prior period,
called the base period. All States require that an individual must have
earned a specified amount of wages or must have worked for a certain
period of time within the base period, or both, to qualify for benefits.
The intent of such qualifying requirements is to make eligible for bene~
fits only those individnals who are genuinely attached to the labor force
of covered workers.

Appropriations should be substantially increased to
support an emergency public service job program for at
least two million persons annually for the next two years,
phased to change in accordance with changes in the un-
employment rate. ' ,

The maximum weekly unemployment benefit should be :
" increased to two-thirds the average wage in ‘eéach State.
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: Individuals should receive at least 50 percént of their
previous weekly wage, up to the maximum.

_Additional emergency Federally funded anemployment

benefits are needed for persons with demonstrated cur-
‘rent labor force attachment but not covered by present
"programs, including the self-employed. Eligibility for

these benefits would be limited to persons for whom

neither regular public, private, nor special public service

employment can be provided. These benefits should re-

main available so long as the national unemployment rate
" remains at extraordinarily high levels.

Small Business

Once more in this recession as in the other five we have had since
World War II, Federal policymaking has been quite insensitive to
the role of the small business sector of the economy which provides at
least 50 percent of this Nation’s jobs. Capital and credit constraints
produced downturns in the smal{ business sector long before other
evidences of recession appeared. Anti-inflationary steps which were
not working for large companies and large unions often worked well
for small businesses. _ : ! ' '

We have not yet devised restorative measures which distinguish ade-
quately between the capabilities and the needs of large and small com-
panies. As a result we keep providing the same kinds and levels of leg-
islative treatment to both. It is not surprising that small business is
hurt first by recession, suffers longest, has ~» lower survival rate and
recovers much later. g ' : ' -

Federal assistance is clearly needed by small business, but Federal
agencies have not been nearly responsive enough to its problems. The
Small Business Administration: apparently has not been fulfilling its
mandate. The Joint Economic Cgmmittee, therefore, will look into
its operations to determine the changes that are needed to steer the
SBA on to a positive course. A _ - :

- Unless Federal policy on taxes, credit, employment stimulation and
procurement is consciously aimed at small business, we will continue
inadvertently and unintentionally to foster industrial concentration
in the economy. Taxing all businesses equally actually discriminates .
against small companies because it has the effect of causing small
businesses to pay a higher rate of taxes.* An increase in the surtax
exemption for small business to $50,000 would help correct this preb-
lem. In addition, the large number of small businéss failures that will
surely occur during this deep recession has made the program recom-
mended above for unemployment compensation for the self-employed
absolutely necessary. o ' S

A system should be established to collect, compile, and
distribute coherent data permitting consistent compari-
-sons of the large and small business sectors, and to report
‘the consequences of proposed government actions for

¢ For example, the level at which the corporate income surtax begins, $25,000,
was established 385 years ago and has never been increased. The failure to raise
this limit has contributed to the fact that the small business’.share of the total
corporate tax burden has increased over time. :
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large and small businesses:: As:part of a‘much, needed
expansion of -Federal::assistance to small business, the
corporate surtax .exemption  should be  increased . to
$50,000 immediately. ., . . . .. 707, 7
The increasing shortage of good housing, the depressed state of the
housing industry, and the high incidence of poverty are further indi-
cations that national economic problems are not reéceiving adequate
attention.. ; ' , o R
In the 1968 Housing Act Congress reaffirmed’ the long-standing
national housing goal of a decent home and a suitable living environ-
~ment for every American family and sst a specific target of building
26 million housing units by 1978, or 2.6 million units a year. There
was a significant shortfall in meeting this goal in fiscal 1974, and it
can be reasonably anticipated that there will be larger shortfalls in
fiscal 1975 and 1976. . _ .
In fiscal 1974 there were 1.71 million housing starts. In calendar 1974
-housing starts fell to 1.35 million units and for December 1974 the
seasonally adjusted annual rate was only 868,000 units, the lowest level
In nine years and far below the level necessary to achieve the 2.6 million
rate called for in the 1968 Act. : ,
High interest rates, rising purchase costs, and soaring operating
costs%mve combined with declining real incomes to price most Ameri-
can families out of the homeownership market. Conservative estimates
suggest that last year-an annual household income in excess of $23,000
was required to meet total expenditures on the median priced new home.
Fewer than one-fifth of all American households can afford the median
‘priced new or used home. :

The Committee believes direct assistance must be initiated immedi-
ately to stimulate housing production and to make homeownership
affordable for a larger percentage of families. One approach would be
to create a Federal interest rate subsidy for low, moderate, and middle-
income purchasers. In addition, a mortgage credit program, activated
during periods of tight money, could help avoid the periodic credit
crunches and collapses of the housing industry witnessed in recent
years. The Committee made a recommendation along these lines in
its report, “Achieving Price Stability Through Economic Growth.” 3
These measures would lessen hardships for construction workers,
builders, and homebuyers, and permit better planning and resource
utilization in the construction industry, thereby helping to reduce
unit costs. : '

In the 1968 Act, Congress said that 6 million new low- and moderate-
income housing units should be constructed by 1978, or 600,000 units
annually. The target annual rate has not been met and there is little
likelihood that it will be met in future years under the present policies.

Construction-of low and moderate-income housing has never been
great and in recent vears has slowed to a trickle. The figures for Fed-
erally subsidized units are indicative. Total subsidized production has
declined from 427,000 units in calendar 1970 to 179,870 in calendar
1974. In the same period Public Housing construction went from

s« Achieving Price Stability Through Economic Growth.” Report, Joint Eco-
nomic Committee, Congress of the United States, December 23, 1974. ~ - . .
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95,400 to 40,240 units, Rent Supplement units went from 22,920 to
5,140, and single-family subsidized construction went from' 116,070

to 11,520. I
These precipitous declinés reflect the decision. to phase out or:phase -
down Federal housing programs for low- and moderate-income fam-
ilies, a decision which has contfibuted to tlie decline in activity in the
home construction industry. Homeownership for families with incomes
-below $10,000 per year has been effectively eliminated by tliis policy,
-and many families are being forced to live in substandard housing the
costs of which make it impossible for them to afford other necessary
goods'and services.’ T ‘ -
""" Congress should enact a mortgage subsidy program for
low- and middle-income families so as to reduce interest
“payments to a level not to exceed 6 percent a year. The

. program should be designed in such a way that the sub-
sidy is reduced or eliminated as the homeowner’s income

" rises above the levels of eligibility.¢

, The Administration should immediately reactivate and
. accelerate. all existing low and moderate-income sub-
sidized housing programs. -
The Administration should release the $264 million
in funds appropriated by Congress last year for the con-
struction of low-income homes under Section 235 of the
Housing Act, and the $145 million appropriated for rental
assistance. Congress should appropriate the additional
$75 million authorized for rental assistance.

Congress should appropriate the $700 million au-
thorized last year for direct long-term loans to finance
housing construction for the elderly. : :

. ‘ ‘Poverty

The statistics on poverty are especially revealing. In 1973, the most
recent year for-which data is available from the Bureau of the Census,
23 million persons, comprising 11 percent. of the Nation’s population,
were below the low-income level. In light of the increased amount of
unemployment in 1974 and other deteriorating economic conditions,
it is reasonable to assume that the amount of poverty rose last year.

The Poverty threshold was set at $4,540 for a nonfarm family of
four. Who are the people officially defined as below the low-income
level ? Two-thirds were white and about a third were black. Of the .
low-income white families 87 percent were headed by women. Almost
two-thirds of the black low-income families (64 percent) were headed
by women. Twenty-four percent of the black mothers who headed
families worked year-round, full-time.

¢ Senator Proxmire states: “Under the proposed Emergency Housing bill in
the Senate, one million housing units could be assisted for about $300 million.
The Government would borrow funds at about 7 percent. A subsidy of an ad-
ditional percent, bringing mortgage interest rates down to 6 percent, would
provide a tremendcus stimulus. For an average $30,000 house the cost is only
$300 a unit. As each new unit of housing provides two man years of work, one
million new units and up to two million jobs can be created for a very small .
outlay.” ' . . .
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Chart 1l . :
COMPOSITION OF POVERTY, 1973
' ’ L, DISABLED]
BY CATEGORY S
| 12 Milion - 5 Million .~ 6 Million
BY RACE
o 15 Million 8 Million
BY AGE

9 Million ' .11 Million ~ 3 Million
TOTAL 23 MILLION PERSONS

Again, the most serious problems so far as minority groups are
concerned exist among the American Indians. According to U.S.
Census reports, about 60 percent of reservation families' were below
the poverty threshold. The Committee believes that the Government
has a special responsibility to alleviate the causes and effects of poverty
in Indian communities, a responsibility which is not being met.

According to the Bureau of the Census, three-fifths of the low-
income family heads who did not work at all in 1973 were retired
persons or women who did not have outside employment because of
family responsibilities. Nearly 15 percent of all persons below the
poverty threshold, about 3.4 million persons, were 65 years old and
over. A disproportionate number of the people in poverty are mem-
bers of minority groups, female heads of families, and the elderly.

The trends are equally disturbing. In 1969 there were 24.1 million
persons in poverty compared to the 23 million in 1973. This relatively
small change is in marked contrast to the sharp-decline of poverty
prior to 1969. From 1961 to 1965 the number of persons below the
low-income level went from 39.6 million to 30.4 million, a reduction of
23 percent. By 1968 the number had gone down to 25.4 million, a de-
cline of another 17 percent. The leveling off of the decline of poverty
in recent years is a fair reflection of the leveling off of efforts by the
Federal Government to combat poverty.

These are shocking facts. They show that the Government is not
meeting its responsibilities to the people and that it is failing to live
up to the commitments it made to provide maximum employment op-
portunities, to provide a decent home and a suitable living environment
for every American family, and to eliminate poverty.

- As minimum steps to assist those who cannot help them-
selves, and who are most hurt by inflation and recession,
Congress and the Administration should act immediately
to assure that all children in low-income families have
nutritionally adequate diets and that the income levels
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- of elderly persons are raised to at least the poverty
threshold. '

~ To accomplish these obJectlves, Congress should Q)
act promptly on the proposal introduced by Senator -
McGovern, S. 850, which strengthens the School Lunch -
Program, the School Breakfast Program, the Special |
'Food Service Program for Children, and other child
nutrition programs; and (2) adopt legislation to' -
strengthen the Supplemental Security Income Program‘
* - which provides assistance to the elderly poor.

Above all, it must be recognized that a substantlal tax
- cutand additional efforts to insure-full employment are
. the major requisites for aiding the poor. ... . .

The Bureau of the Census needs to accelerate- 1ts pro-
cedures for publishing statistics on poverty so that they
.. areavailable to Congress and the public on a timely basis.
. . The possibility of prov1dmg quarterly poverty statlstlcS.':
should be explored. o
» Health

Despite the high costs of Federal programs, such as Medicare and
Medicaid, millions of Americans are unable to afford adequate medi-
cal care. In this area, too, the Administration has withdrawn a prior
commitment to the people. .

In last year’s Budget Message ‘the President said, “I am once again
proposing a comprehensive plan for national health insurance that
would make adequate insurance agamst the costs of health care avail-
able to all Americans. This far-reaching reform is:long. overdue. T
urge early congressional action on.it. The budget proposes measures
to prepare for this program.” The Administration now proposes to
postpone taking the steps toward the reforms which until recently
were recognized as long overdue. .

An estimated 9 million persons,. many of them the Workmg poor,
cannot obtain adequate medical care under the present system-of pub-
lic programs and private health insurance. Further, many persons
who have private health insurance have minimal coverage, if at all,
for the large medical expenses 1ncurred in serious illnesses and long
hospitalizations. The continued:rise in doctors’ fees, hospital charges,
and other medical costs has exacerbated these problems.

Congress and the Administration should work toward
the early establishment of a comprehensive national
health ‘program. This program should include health

~insurance to ensure that all persons have access to medi-
cal care, methods for reducing financial hardships that
result from major medical illnesses, incentives for more
“efficient and less costly practices within the medical pro-
fession, improved delivery ‘of health services, and in-
creased supply of- health care manpower and faclhtles
: wherever needed.

"Extended Medlcal Coverage for the Unemployed

During the past year the number of unemployed has increased by - -

2.8 million to a level in February of 7.5 million without ]obs For these
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individitalethe fdssief aljolsmearis more than the loss'of-garmed income.
It frequently results in the loss of savings, the inability: to' mest the
mortgage payment, the loss.of medicalicoyerage, and gertainly the loss

of selfsesteem., While the-Congress has, taken some signifiqant, steps
to protect. the,umemployed,.one.major. gap.in our efforts. is i tlie area
of medical: COVeragh. . ..uuY o iilintt Lo 0% wiit nu oot

Most health ingurange.. policies are employment based.’ When a
workgr 15 geparated; frqgp his job, it i1s.only a matter of days; qr at-most
a few short months,. %éfnm :his fermer employerstops .paying the
premium. Unless t,he,,unémpioyed; peyson, can. then absorb fhe higher
cost his health insurance lapses. R _

This is a ' tlesperate situation for millions of the unemployed and
their'familidg v’\fgobave had'ts sacrifice their medical insurancs because
they can no longer afford"it. If one of the children gets sick and has
Equbeg-jho_spit'ali'zed:, ‘where will the parents find the money to pay the

Uls®:0% . 70 o i et ra kgl oL ‘:;f:'r_‘;”_?‘:“ eploe iy L

There is législation moving thitohgh Congress at: the moment:which
would help:alleviate the plight:of the :mhemployed by establishing an
emergency health benefits program. Estimates.df .the éne-year. cost
of a program of this type range ffomi $1-to-$2 billion.

An emergency health benefit program to provide some .
form of ‘continued medical coverage during the period of

By

'junemp}oyment should be gnact_ed.
Economic Planning

The Joint Economic Committee has urged on several occasions that
measures be taken'to improve market efficiency. We have pointed to
the fact that public programs sometimes detract from the efficiency
of the economy; that Federal subsidies frequently fail to achiéve
their statutory objectives; that production quotas sometimes aggravate
inflation ; that -excess stockpiling unnecessarily increases demand at
times when it may be undesirable. '

Moreover, regulation practices may work against the basic objec-
tives of the Employment Act. Government procurement practices
too ‘often encourage waste and increase costs. Failure to remove
barriers to employment based on age, sex, and race discrimination, .
amony others, impairs the functioning of the economy.

Likewise in the private sector, industrial concentration, collusive
practices, administered prices, and the like, make a substantial contri-
bution to inflation and.render much more difficult efforts to restore
full emnloyment. : ‘

Mindful of these elements, the Committee has recommended that
a commission be appointed jointly by Congress and the President
to recommend comprehensive legislation to eliminate governmental
and private barriers to an efficient market economy. .

‘We have also recommended a parallel review of the needs of the
Federal Government with . respect to improved management of its
own economic policies. We have urged that inquiry be made into the
question of new informational systems needed to understand economic
trends at home and abroad; means of eliminating duplication in
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economic policy formulation within the Executive Branch; and means
of expanding the role of the Council of Economic Advisers to coordi-
nate economic policy better.

The urgency of these needs is heightened by the present outlook.

The United States now is faced with the most serious depression
in the history of the Employmenit: Aict.7This in itself suggests that
something is wrong with the way that the Employment Act is being
administered and with the*way the'ecoromy is operating.
...Qver. the longer term, the United States faces uncertainty about
its.economic future., Doubts are raised as to.the eéxtent to which- eco-
nomic growth can be continued in the face: of resource limitations
and environmental deterioration. While somé of these doubts may be
based on -uindue anxiety, there remains a néed to reconcile our pros-
pective growth with the growing problems of our society, particularly
problems of the environment, shortages of critical materials, and the
deterioration of the cities. Too often our economic problems seem to .
strike policymakers as a complete surprise. The most recent instances
of this phenomenon are the food situation and the oil crisis. But
there are other examples: our railroads are in a state of widespread
disrepair and our public. facilities are underfinanced. All this points '
up to a great need for a more competent evaluation of our économic
course. : B ) : - B

In the public sector, despite the massive Federal involvement in the
economy, there still is no. adequate machinery within the Government
to coordinate and manage these involvements and to relate them to
longer range goals. Nor are there any explicit guidelines for policy-
makers as to what priorities should govern our allocation of resources.
What is needed, clearly, is a major effort. to establish- an improved .
Federal mechanism for analysis and planning in the field of economic

growth policy. P . .
.~ Congress should enact legislation to establish within
the Executive and Legislative Branches an economic
planning agency to improve our capability to assess:
emerging trends in the economy, to develop. long-range
policies for economic growth and development, to assess
current progress in the light of long-term objectives,
- and to recommend goals for the efficient and equitable
allocation of resources and the distribution of income.

¢
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V. ENERGY

Domestic Energy

In October 1974, President Ford proposed the objective of reducing
U.S. imports of crude oil and oil products by one million barrels per
day. by the end of 1975. The derivation of this objective has never
been d};sclosed. It appears to have been chosen without benefit of eco-
nomic justification 1n the course of negotiation with other oil import-
ing countries. The necessity of this objective has never been demon-
strated. The consistency of this objective with the proposal for a large
strategic oil stockpile is not evident. '

It is ostensibly to attain an import reduction of one million barrels
per day that President Ford proposed in January 1975 to increase
tariffs and taxes on oil and gas and to decontrol their prices. There
is great doubt concerning the effectiveness of these moves in achieving
their objective. o

1f prices of. fuels and petrochemicals should go up by the amount
of new taxes, and if all upward price adjustments potentially permitted
by the President’s program are made, the bill to consumers for these
items would rise by nearly $45 billion or 3 percent of GNP.* To this
might be added some increase in processors’ and traders’ margins.
Moreover, price increases for petrochemicals imply some increases
for petrochemical substitutes, such as natural textiles, aluminum, nat-
ural fertilizers, etc. Additional wage claims and adjustments may be
built ori all of these price increases, and they in turn would have tieir
effects on prices. All of these effects, if realized completely, could raise
costs of final products by as much as $55 billion in the relatively short
run, although not necessarily all in one year. : ‘

Accordingly, many private commentators estimate the total price
effect of the President’s program at 3 to 4 percent and project that
it would sustain the rate of inflation at or above 10 peércent in 1975.
The Administration. however, estimates the price impact at only 2 per-
cent in 1975, assuming that energy firms and intermediate energy users
temporarily would absorb some of the new taxes and forgo some of the
potential windfall profits implied by the program. The Administra-
tion’s proposed offsetting energy tax rebates to consumers would be
inadequate to cover even this 2 percent increase in prices. The Report of
the Council of Economic Advisers indicates that additional price
increases would be passed through in 1976.2

Whatever the extent of the proposed energy program’s price im-
pact, one must be concerned that the rate of price increase resulting

*Thig estimate is based on an oil tariff of $2 which the Administration has
proposed to put into effect when the corresponding excise taxes are in force. If
the temporary tariff level of $3 per barrel remained in force, the cost to con-
sumers would be greater.

Tt must be recognized, of course, that deregulation of new natural gas would
involve increasing costs over several years as more and more gas qualifies as
new. Coal prices also would increase over several years.

(46)
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from this program would hamper the adoption of effective policies

against recession. As indicated earlier, both Chairman Burns of the-

Federal Reserve Board and Secretary of the Treasury William Simon
have testified to their abiding concern about the threat of renewed in-
flation despite the present alarmingly high unemployment rates and
poor production figures. In addition to rendering more difficult the
adoption of decisive antirecession policies, the energy program itself
would cause additional unemployment and production losses. It would

achieve conservation by increasing the costs of energy-intensive in- -

dustries relative to others, causing curtailment of their output and
a relocation of resources to other sectors. Several hundred thousand
jobs could be lost in these sectors, offset in part by new employment
In energy conservation and energy production sectors stimulated by
the program. Preliminary estimates are that a net decline of 100,000
to 200,000 jobs would remain as a result of the President’s energy
program. With depressed economic conditions, the prompt re-employ-
ment of displaced resources cannot be assumed. | ) '

Finally, it -should not be forgotten that energy prices increased
very sharply during 1974, and the increases were largely passed
through to consumers, but the conservation effect of those price in-
creases has been either relatively limited or slow in coming. Additional
conservation presumably will be more difficult. Moreover, no expansion
in domestic oil output has yet been seen: One must therefore ask why
a big new jump in energy prices would be more effective than before
in obtaining quick cuts 1n imports. No convincing account has been

presented of how the President’s program would achieve the desired-

reduction. =

. The President’s proposals for tariff and excise taxes on :
oil and gas and the decontrol of energy prices would ag-
gravate inflation and unemployment without necessarily -

-achieving its stated conservation goals. They therefore .
should be rejected. The goals for import reduction re-
quire the most basic re-evaluation. . L

Need fbr Selective Energy Congervdtion»Measur-es _

It is important to recognize that oil import, levels can be reduced
through certain measures that do not threaten jobs and through some
that indeed could re-employ constructively many people.now without
work. The congressional program for energy sufficiency, published
in February, takes this approach.® For instance, many needed con-
servation projects would create new jobs in the building materials
industries and the construction trades, which presently are underem-
ployed. These include improvement of insulation and glazing of
buildings, improvements of fuel efficiency in industrial facilities, con-
version -of large fuel users to coal, rehabilitation of the railways, and
the like. These possibilities should be pushed vigorously with incen-

tives and/or Federal funding where needed. Moreover, renewed em- -

phasis must be placed on reducing excessive heating, lighting, highway
speed, commuter driving and other outright waste. Many actions of

1975

3 “Tile Congressional Programof Economic Recovery,” Wasﬁinzton, February
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this type were taken during the Arab oil embargo. in-the winter of
1973-74, but vigilance was relaxed when the embargo was removed.
New leadership is needed to educate and urge the public. to. adopt
voluntary conservation ‘measures. Regulatory.standards or fiscal in-
centives -should be employed to spur advances in the fuel-efficiency
of the Nation’s automobile fleet. ‘ : : . _
. O1l import reduction, importent as it is, remains an objective second-
ary in priority to establishing a sustainable recovery from recession.
and reducing joblessness. All private witnesses during the Committee’s
Annual Hearings emphasized this point. Therefore, Congress should
be very wary of adopting energy policies -that would curtail suppl
indiscriminately, such as oil import quotas or gasoline rationing. guc
policies unavoidably would threaten many jobs. o

- Import - quotas, moreover, by-creating shortages, would cause up-
ward price pressures throughout the fuel and petrochemical sectors.
If the resulting windfall gains and inflationary effects are to be sup-
pressed, wide-ranging price controls and supply allocation programs
would have to be imposed. In addition to the fuel sector, markets for
textiles, plastics, rubber, fertilizers, and others would be affected.

Gasoline rationing also would damage our presently ‘weak economy,

as would a heavy gasoline conservation tax. A policy of restriction
introduced gradually over several years would be better adapted.to
the current situation. Such an approach would pit consumers on notice
to consider fuel prices when replacing their cars-and:choosing their
"residences and would forewarn producers to shift towafd more effi-
cient cars. It would do this without imposing high costs on consumers
now or hampering economic recovery. It should be emphasized that
any .amount of gasoline conservation attainable through the use of
tradable ration coupons can be attained at equal money cost to con-
sumers and much less administrative cost and inconvenience through
a refundable gasoline tax.- - _— e

" Congress should avoid indiscriminate constraints ‘on
energy consumption that would cause farther job losses
at this time. Instead, selective measures to curb energy
waste and to employ idlé resources for conservation
projects should be emphasized, including projects to
improve fuel efficiency of existing structures and indus-
trial processes, conversion of large fuel users to coal,
rehabilitation of railroads, and the like. More compre-
hensive measures should be phased in on a predetermined
multiyear schedule so as to initiate conservation now
while avoiding disruption of the economy.

Ihcreasing Production

Obviously, it is necessary to complement conservation efforts with
stronger measures to increase domestic fuel production. In this regard,
" oil output from the Elk Hills Naval Petroleum Reserve can be ex-
panded immediately and can reach levels of 300,000 barrels per day or
more within two to three years. Moreover, efforts must be accelerated
to devise a solution to the issues impeding exploratior. of the Con-
tinental Shelf. Development of the potentially prodigious Naval Petro-
leum Reserve in Alaska also should begin.
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Many authorities contend, contrary to:government. projections, that
there is little likelihood.that oil and gas production ean be expanded
because many U.S. fields are relatively depleted and new discoveries
will be largely offset by declines in the output .of older wells. These pro-
jections, i%?correct, imply that the United States—despite vigorous
efforts to sustain its output of oil and gas—mmust make provision to con-
vert a larger share of its energy:demand to-other energy sources at
earlier dates than implied by existing government scenarios. This pros-
pect puts a premimum on reaching agreement on legislation to regulate
stripmining activities and on finding ways to permit coal, nuclear, and
solar energy to assume larger roles in U.S. energy supplies. Accelerated
technology development can facilitate this substitution both by im-
proving the performance of alternate energy forms and by easing
environmental controversies. o : T

In addition to renewed emphasis on conservation, the
Nation must proceed with measures to expand production
of oil and gas and with steps to facilitate substitution of
coal, nuclear, and solar energy both through technology
development and through resolution of environmental

- .. controversies. : ' :

.~ Regulating Energy Prices ,

The Committee in-its December report, “Achieving Price Stability
Through- Economic Growth,” ¢ outlined a possible compromise on
energy price regulation as an alternative-to a one-sided policy of de-
regulation. Instead of decontrolling crude oil prices, this alternative
would retain the present ceiling on “old” domestic oil and place a ceil-
ing on “new” oil considerably below the level of world prices set by
the Organization of Petroleum Exporting Countries (OPEC). This
move would reduce the present inordinately high bidding for oil de-
velopment equipment and thus constrain the increase in oil and gas
development costs. It could save oil consimers 10 percent or more on
their swollen fuel bills. It'would prevent investment in extremely high-
cost oil development that will become uneconomic if world prices
recede. A price ceiling on new oil substantially below present world
prices also would permit reduction or elimination of present dis-
parities between prices for new domestic 6il and new natural gas with-'
out requiring gas prices to rise to the present exorbitant OPEC level.
Reduction of this disparity would help to bring forth more adequate
gas supplies. Such a pattern of energy prices warrants further con-
sideration in the search for a comprehensive national energy policy.

Oil and gas prices should not be decontrolled. However,
a review of fuel pricing policies is needed to encourage
domestic production of natural gas. The objective of
closer coordination of domestic,oil and gas price regula-
_tion is needed. : o el S

If domestic energy prices were consolidated in the range of ‘$6 to $8

per barrel of oil or its equivalent for other fuels, it would then be pos-

sible to extend protection to U.S. producers against a potential -col-

‘“Achieving Price Stability Through Economic Growth,” Report, Joint Eco-
nomic Committee, Congress of the United States, December 23, 1974.
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lapse of world prices by a variable tariff designed to prevent oil im-
port prices from falling below a level in the range of $4 to $5 per bar-
rel. A price guarantee at this level would run much less risk of bein
invoked for a long period than would a guarantee at higher levels an
would have a less adverse effect on the cost structure of the U.S.
economy.

Energy Tax Reform

It should not be overlooked in the effort to meet new energy chal-
lenges that the need to reform the well-known tax subsidies to the
energy industries still remains. The elimination of percentage deple-
tion for domestic and foreign oil and gas production as well as the
repeal of current expensing of so-called “intangible” drilling expenses
and reduction of the foreign tax credit should be high-priority ele-
ments in any energy program. It is no longer necessary to extend gen-
eral subsidies to energy producers, if indeed it ever was. Withdrawal
of exceptional tax preferences at a time of unprecedented industry
prosperity cannot be considered to be “punitive” taxation. The Com-
mittee presented an assessment of tax policy in this area in its report.
“A Reappraisal of U.S. Energy Policy,”? in March 1974. Additional
energy tax measures will have to be considered as part of new legis-
lation to spur energy conservation and production.

Elimination of the percentage depletion allowance and

other special tax preferences for oil and gas producers

"~ as well as limitations of the foreign tax credit are neces-
sary parts of a national energy policy.”’

The maintenance of effective competition in energy industries also
should comprise a central part.of any energy program. In addition to
enforcement of strictures against collusion. limitations are required on
the power of one firm over others, such as occurs when oil producers
own oil pipelines, refineries, or product distribution networks. Also
needed are reasonable limitations on horizontal integration of energy
raw materials under the control of a few large companies. Aspects
of the tax laws that favor existing producers over potential new
entrants to the industry should be reviewed. : '

54“A Reappraisal of U.S. Energy Policy,” Report, Joint Economic Committee,
Congress of the United States, March 1974,

® Senator Bentsen states: “I support the position stated in the congressional
Democratic Program of Economic Recovery and Energy Sufficiency recommend-
ing the retaining of the depletion allowance only for small, independent domes-
tic explorers who do not operate retail outlets.”

" Representative Long states: “I oppose an across-the-board repeal of the oil
depletion ,allowance. Such a change would lead to the further concentration
of oil production in the hands of the major oil companies. Without percentage
depletion independent oil producers would find it financially advantageous to
sell their operations to the major producers and pay capital gains rather than
continue to explore for oil and develop reserves. Since these independent opera-
tors now do an overwhelming majority of the drilling and find most of the new
ofl, a repeal of depletion would result in less exploration and decrease domes-
tic production. Arbitrary termination of the depletion allowance to independent
producers will have the most dire consequences in terms of even less competi-
tion in the industry and instead lead to even further reliance on foreign
production.” s
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‘International Energy Conservation and Security of Supply

The shock of higher oil prices prompted consuming nations to close
ranks to forestall furt'her supply interruptions and to prevail upon the
producers to lower prices. The United States has sought to promote
such solidarity among industrialized nations. In November 1974, these
sixteen member nations of the International Energy Agency (IEA)
took a ma&or public step in this direction by signing an agreement to
provide oil sharing in case of emergency supply interruptions. Imple-
menting legislation (Title XIII of the Administration’s proposed
Energy Act of 1975) now before the Congress provides the necessary
authority. Because this agreement involves an economic commitment
and the delegation of sovereignty, Congress should consider this legis-
lation before the May 1975 deadline for government ratification.

In recent months, the International Energy Agency has focused

mostly on the need for an international energy conservation effort. In
November 1974, Secretary of State Kissinger announced a goal of a
cutback of 3 million barrels per day, or 10 percent, by the end of 1975,
in an effort to put pressure on o0il prices by increasing the gap between
supply and demand. Reduced oil imports or reduced prices are essen-
tial if the balance-of-payment burden on consuming economies is to be
curtailed. Nevertheless, Kissinger’s goal is ambitious and difficult to
achieve. Not only would such cutbacks lower industrial production in
countries like Japan, but they could affect growth even in a.country
like the United States which has the most potential for conservation
without cutting essential uses. -
It is.not clear that cutbacks of 3 million barrels a day , would affect
the world price. OPEC already has absorbed at least 8 million bar-
rels per day in excess production. Although the oil market today is
soft and individual producers are granting credit or rebates to poor
countries, there is no guarantee that the key oil producers could not
absorb further cutbacks if necessary. The stringent measures proposed
by the President to achieve a 1 million barrel per day cutback by 1975,
however, would threaten a speedy recovery from the present economic
slump. While other consuming nations are anxious for the United
States to cut energy consumption and. to bring down world prices,
they have no desire for a prolonged U.S. recession. The United States,
unlike other countries, is not faced with an acute balance-of-payments
problem. It is far more important, therefore, that it get its economy
moving and decrease unemployment than to cut a few billion dollars
from its import bill. ; - ,

In the short run, however, the United States should seek to establish
fuel stockpiles as required under the International Energv Agency.
The most serious danger to this country is not continued high oil
prices, or even the problem of supporting other countries that are un- -
able to balance their payments, but. rather the danger of energy sup-
ply disruption. During the Arab oil embargo, the average cutback in
available supply was 1.9 million barrels below expected consumption

. rates. The result estimated by the Federal Energy Administration

was a decline in GNP of approximately $10 to $20 billion in thé first
quarter of 1974 and the loss of 500,000 jobs. While a settlement in the
Middle East is'an essential prerequisite to security from supply inter-
ruption, stockpiles are the best insurance in the face of the continued
uncertainty. : . : : :
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The proposed - legislation: provides for the. establishment of: Fed-
erally funded civilian national strategic petroleum reserves of up to
one billion barrels of oil. This stockpile might be maintained either
in the form of crude oil storage, possibly in the'salt domes on the Gulf
Coast or 'shut-in production capacity in Naval Petroleum Reserves:
Because of the urgency of providing adequate protection against sup-
ply interruption, however, it is important to obtain stockpiles nearer to
the areas depending on imports. One way to do this would be to require
importers to maintain larger inventories. While this measure would
somewhat increase the cost of the imports, it would provide immediate
supplies in the areas which would most nieed them if there is another
embargo. Clearly the buildup of stockpiles should not be sacrificed
for the short-term goal of curtailing imports. » =

The Congress should move immediately to establish
stockpiles to insure against future supply interruptions.
In developing these stockpiles, it should consider (1) a =
requirement for importers to maintain increased stocks
sufficient to continue supplying customers for a stipu-
lated period, and (2) the establishment of a Federally
funded civilian strategic petroleum resérve. :

Achieving a Competitive World Oil Market

In the longer term, there is a need to'increase non-OPEC energy
supplies, including domestic U.S. production. The fourfold' increase
in prices has spurred exploration worldwide resulting in discovery of
new reserves at double the previous annual rate in the postwar period.
Present prices have also stimulated research in the development of coal,
unconventional oil recovery, and other alternative sources of energy. In
a speech before the National Press Club on February 3, 1975, Secretary
of State Kissinger proposed that the major oil-importing nations
should agree not to allow imported oil to be sold domestically at prices
which would make their new sources uncompetitive. Such a policy
would be achieved either by a common floor price for imports or
through a common TEA tariff on oil imports. = o

‘While individual countries may wish to guarantee activities of their
own state oil companies so as to have greater control over their own
energy resources, there seems little reason to provide guarantees. for
investments by the major international oil companies. Not, only does
an across-the-board gnarantee subsidize unnecessarily energy sources
which could be produced more cheaply than the floor price, but
it would tend to institutionalize the current high prices. Furthermore,
countries like Japan and Italy with little or no domestic energy pro-
duction capacity would have little if any incentive to abide by such
an arrangement if world oil prices did drop. Directed subsidies for
new high-cost production would be more appropriate to assure ade-
quate development of energy supplies.

The United States should not support international
guarantees or an effort to set a common price floor under
the world petroleum market. Domestic subsidies for cer-
tain types of experimental projects may be warranted
on an individual basis. We should, however, join other
consuming nations in promoting research and technologi--
cal development of all forms of energy.




VI AGRICULTURE

Realized net farm income in 1974 fell 16 percent below 1973’s record
level of $33 billion:* This resulted from a 12:percent drop.in farm
prices from January 1974, to January 1975, reinforced by an 18 percent
rise in farm input costs. (See Table 7.) In recent months, the decline in
farm prices has accelerated. - - h -

Retail food prices rose 12.2 percent in 1974. Farmers now receive
an average 40.2 cents of every retail food dollar—down from 52 cents
in August 1973.

Increased planting expectations for wheat (10 percent over 1974),
soybeans (8 percent), and feed grains (1 percent) and weak domestic
. nd forei gemand should reduce farm income in 1975 below that of
1974.2 A delayed economic recovery, a bumper harvest, or implementa-
tion of the Administration’s energy proposals will emphasize the
anticipated decline in farm incomes; a moderate crop or an early
economic recovery will minimize the deterioration in farm incomes

expected for 1975. : .
A National Food Policy

A second consecutive year of falling farm incomes, sharp price
fluctuations and & widening farm-retail price spread will increase the
demand for revision of ¢urrent food policies. Attention will be focused
on increases in farm price support levels. For several reasons, this
rewlr_ision should be expanded to include development of a national food
policy. : - S
- First, the growth in world agriculture production has.stabilized at
2 percent annually with- the passing of the “green revolution” and
the utilization of most agricultural capacity cultivatable at present
prices. Large domestic farm crops and. stand-by short supply export
management regulations may be necessary to avoid widespread famine
and sharply rising domestic retail food prices. - = - L

Second, the agricultural industry is subject to a bewildering array
of destabilizing influences -which will gradually result in.a concentra-
tion of productive capacity. Until Federal antitrust” enforcement
becomies effective, a competitive agricultural industry should be encour-
aged by.minimizing the impact of destabilizing forces on small pro-
du'cel‘s_. ' LT LT B I .
- *7The decline in ret farm Income was concentrated in the last half of 1974.

Seasonally- adjusted net farm income at annual rates declined 37 percent from
the fourth quarter of 1973 to the fourth quarter of 1974, “Farm Income Situation,”

‘United ‘States Department of Agriculture, February 1975;.

* Preliminary planting expectations from- “Agticulture ‘Letter,” Federal Re-
serve Bank of Chicago, January 8, 1975. .

.63
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TABLE 7.—FARM COMMODITY AND PRODUCTION PRICES

Price change
Price index (percent)
1967 1974 1975 1974-75
’ Ve 1
Commodities: ! P ’ ’ <
All farm products 254 . 504 441 -12
Al - 226 - 470 - . 462 - =2,
177 - 620 | .4an -28 "
174 T3 . 450 . +20
)| 429 . 35 -17 .
216 536 638 > +49
2n 534 423 -21
306 508 488 —4’
680 487 -2
Inputs; & . R .
All production items. 156 184 +18
117 212 +81
197 236 +
1 156 +3
161 . 185 +13
189 2 +17
184 207 +12
150 185 +.

11967 average; lan. 15 reportingadates for 1974 and 1975. 1910-14=100.: °
- 3 Intludes corn, sorghum, cats, bariey. L .

% Includes soybeans, cetton seed, peanuts, and copra. . R

4 Seasonally adjusted. : L R L

#1974 price index based omr Dec. 15, 1973 prices. 1975 price index based on Dec. 15, 1974 prices. 1967 =100.

¢ Farm real estate taxes payabie per acre. R . et

7 Seasonally ad&usted.

& Interest payable per acre on farm real estate debt.

A national food policy must be established to provide

a fair income to grain, soybean, and cotton producers,

price protection to animal producers, food aid to needy

nations, a continuing competitive agricultural industry, .
and reasonable retail prices. ’ -

The components of this food policy must include :

Farm income maintenance provisions tied to agriculture pro-
duction costs which will prevent attrition in the number of pro-
ducers due to severe weather conditions. This can be achieved
through an expanded program of crop insurance, direct payments,
floor price mechanisms, or other techniques. A ceiling on individ-
ual income maintenance payments must be a component of this

program.

Commodity reserves should be established to dampen fluctua-
tions in farm prices, animal production, and retail food prices.
Reserves should be accumulated in periods of abundant harvests
and made available in times of short supply at price levels that
avoid major liquidation of animal stocks. Massive commodity
surplus stockpiles should not be a component of a commodity re-
serve program, and land retirement schemes should not be invoked,
if at all, until desired national reserve levels have been achieved.

Monitoring Agricultural Exports

American agricultural exports in 1974 were characterized by high
dollar value but relatively low volume. Pushed up by high world
grain prices, the 1974 agricultural trade surplus was $12 billion, $2.7

billion more than in 1978.
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The 1975 agricultural export-situation should not change signifi-
cantly.®. Export volumes may fall but relatively high prices could

‘o

maintain large export receipts. However, bumper grain harvests in

1975 could result in lower prices and incomes for U.S. grain producers
despite increased exports due to the lower prices.. . ~ .
."The United States‘exports over one-half of its rice and wheat crops
and just under one-half of its soybean crop. If private U.S. exporters
are too generous, domestic supplies could be driven to dangerously low
levels, which would exacerbate food price increases. With the interna-
tional oil Price increase, moreover, agricultural trade assumes addi-
tional importance as a source of revenue to finance large oil imports.
To avold situations in which private dealers or state trading organi-
zations:monopolize short commodity supplies, an early warning food
information system should be.developed. Data from such a system
could allow the world to forecast more accurately supply and demand
relationships and help to prevent dislocations such as occurred with
wheat, feed grains, and sugar in 1973 and 1974. ~ C
_ Participation in an international food information system is an im-
portant E)rerequis_ite to the national food policy proposed in this re-
port. Full and cooperative participation of the é:)th Union, India,

and the People’s Republic of China is of particular importance if this

information system 1s to be effective.

A domestic and international early warning food in-
_ formation system should be developed to provide private
export dealers and governments with information on
emerging supply and demand relationships to prevent

the misallocation of food resources.

Another important requirement for a dynamic and effective national
. food policy is legislation to empower the Secretary of Agriculture and
the President to manage agricultural exports better in advance of a
severe domestic commodity shortage. '

As a component of the national food policy, short-
supply domestic use and export management rules must
be established which are designed to prevent exploitation

~ of commodity shortages. ' E '

These rules, in combination with an early warning information sys-
tem, will prevent excessive export sales from disrupting U.S. agri-
cultural markets. They can effectively insulate domestic producers and
consumers from the full burden of adjusting to demand and supply
shifts elsewhere in the world. The rules should include : '

. An1 export licensing system for commodities in critically short
- supply; S n
A-Ap‘ ranking of export customers to determine (including
famine nations, regular, and occasional customers) whose orders
shall receive preference in times of shortages;and .~ - -
More efficient and timely distribution of export orders under
the present export-monitoring system. o

“‘Aglficulture Letter,” Federal Reserve Bank of Chicago, December 20, 1974.
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Food Aid . .

A revamped food did program is a necessary component of a.gov-
ernment-wide food research, planning, and coordination effort to de-
velop a nationalfood policy. - . o L

The United States has consistently contributed more food aid abroad
than other developed nations through its Food for Peace program of
donations and concessional sales. However, close to one-half of this
food aid has in the past been donated to countries’ for political con-
siderations, In the fall of 1974, less than half the food assistance to
foreign nations went to those hardest hit by the global food and fuel
crisis. ' . S . ‘

Mha

- A on mm—— e Ve

. The Congress should continue its current policy, .ex- .
- pressed in the Foreign Assistance Act passed in Decem-.
-her 1974, to target a large portion of foreign food aid.

to nations suffering famine. : oL

In fiscal year 1975 the Administration requested some $500 million
in food aid to nations based on political considerations. Close to an
additional $500 million was requested for nations hard hit by famine
and soaring fuel prices. In December 1974, as part of an effort to ex-
pand the share.of food aid granted to famine stricken nations, Con-
gress specified that not more than 30 percent of American concessional
food aid:could bhe allocated for political considerations alone. To
maintain its desired level of food aid allocated for political considera-
tions, the Administration was provided an additional $600 million in
the fiscal year 1975 budget for food aid to nations suffering famine.

The 30 percent ceilings on food aid allocated for political considera-
tions should be made a permanent feature of the United States food

assistance program.

Structural Rigidities o

A variety of phenomena distort domestic farm.and retail food prices.
The most severe are quotas and excessive retail food chain profits re-
flected in a widening of the farm-retail food price spréad during 1974.

Quotas are often an inefficient and inequitable income maintenance
mechanism. A given number of producers can be retained in an in-
dustry for alower total cost with direct income paymentsthan through
a quota. Quotas only indirectly redistribute incomes via price changes.
In addition, the burden of a direct income payments scheme using
Federal tax revenues will fall less on low and moderate income persons
than will a quota. S - .

The competitive nature of a few American agricultural
seetors may be threatened by government-subsidized
"foreign imports and, infrequently, by predatory foreign
pricing. When such practices are pursued by foreign ex-

" porters and when it is in the national interest to main-
tain the viability of an industry, steps should be taken
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to protect U.S. producers through either (1) the imposi-
tion of countervailing duties or (2) a system of direct
income maintenance payments.

. 1 Retail Food Market Spreads.

The spread between farm and retail food prices rose 20 percent in
1974. The 12.2 perdent hike ‘in retail food prices during 1974 was en-
tirely due to price increases at. the processing and retail levels.

.. The Joint Economic,  Committee’s investigation of the widening
farm-retail price margin culminated in 4 days of hearings in December
1974, Preliminary findings indicated that the 1974 rise in' Tretail
food prices was partially a result of excessive food chain profits;
the margin spread was not entirely cost-justified. As noted in
an earlier Committee publication, “. . . the return on equity in the top
14 U.S. food chains rose 115 percent from the third quarter in 1973,
when companies’ return on equity was comparable to historic levels,
to the third quarter of 1974.”+4 The Joint Economic Committee will
-continue its investigations of the retail food industry to determine
whetherundue market concentration and anticompetitive pricing exist.
'~ The, Federal Trade Commission:should continue with
- all deliberate speed to investigate market concentrations,.

- profits, and pricing practices in the retail food industry. .

= A review of U.S. farm credit and financial requirements, tax laws,
‘and tax-shelter -schemes will be conducted by the Joint' Economic
Committee to determine their impact on maintenance of the family
- 4“Achiéving ~Priee - Stability ‘Through 'Bconomic Growth,”: Jotnt Economie
Committee, December 23, 1974. I : L e C



VII. REGIONS, STATES, AND CITIES
Regional and Local Economies

Domestic economic policy deliberations in the past have focused
primarily on the effect of various monetary, fiscal, and incomes policies
on aggregate measures of economic activity. More recently Congress
and the Executive have also begun to examine the impact of aggregate
economic policies on different industries, labor markets, labor force
groups, income groups, and sectors of the economy. However, little
consideration has been given to the impact of macroeconomic policies
on regional economies and the location of living and working oppor-
tunities within regions.

The fact that national ecoromic policy has incorporated little dis-
cussion of the location of economic activities has in no way limited
the influence of Federal tax, expenditure, and credit policies on the
location of jobs and people. For example, recent evidence suggests
that tax policies have tended to (a) give preference to new housing
construction over rehabilitation, (b) encourage low density over high
density development, and (c¢) support the rapid turnover of large
real estate and investment holdings. Similarly, highway and other
transportation investments have extended the commuting and tradin,
areas in metropolitan regions, thus contributing to the relocation an
decentralization of living and working opportunities. The siting of
major Federal facilities has also had a significant influence on the loca-
tion of other private and public investments.

Among regions, Federal Government procurement and expenditure
priorities have been shown to have a significant influence on the
regional distribution of economic activity. Other factors, including
trade policy, transportation polieies, and government construction
policies, have also affected the distribution of activities among regions.
In the future, Federal Government energy policies will be an over-
whelmingly influential factor affecting the health of regional econ-
omies, both by stimulating development in resource-rich areas and by
discouraging activity in high-priced energy regions.

Unfortunately not enough is known about the extent and magnitude
of the impact of Federal Government policies on the economies of
regions and areas within regions. The Committec believes that any
rational economic program should include serious consideration of
the impact of that program on regional and local economies, ac-
companied by a commitment to cushion the impact of policies that
have a particularly adverse effect on specific regions and locales.

It is essential that deliberations over national eco-
nomic policies include an examination of the impact of
these policies on regional and local economies, in addition
to their effect on aggregate measures of economic activity.
Major executive and legislative proposals should be ac-

(58)
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companied by an analysis of their impact on employment,
" output, prices, and profits in regions and areas within
regions, as well as a commitment to provide adjustment
assistance to areas, businesses, and individuals that suffer
particularly adverse consequences.- ‘

Of particular concern to.the Committee are regions and areas
within regions, particularly. core areas in central cities, that experi- -
ence chronically depressed {’evels of economic activity. While the cur-
rent recession has certainly exacerbated the economic problems experi-
enced by these areas, their economies have long been characterized by
high unemployment rates, deteriorated housing, vacant land, and
underutilized and deteriorated public and private infrastructure. The
waste of human and physical capital that persists in these areas should
be corrected through the immediate implementation of programs
designed to stimulate public and private investment in these depressed
areas. : :

In the short term, public employment programs should concentrate
on utilizing these idle resources in productive public sector jobs. How-
ever, in the longer run, it is more important to encourage permanent
private sector employment opportunities to move into these areas.
Only through the attraction of permanent private sector positions can
the economies of these depressed .areas be revived. There are several
initiatives, in additicn to the emergency public service jobs program,
that could provide productive public sector job opportunitiesin these
regions now and stimulate the development of permanent private sec-
tor jobs later: - ' . 1

: The investment tax credit could be made geographically selec-

tive by offering slightly higher credits if an employer chooses
to invest in an area that has experienced chronic high unemploy-
ment rates over a significant period of time. By adjusting the
investment tax credit to reflect a conscious Federal policy to en-
courage investment in depressed regions and urban areas within
regions, the location of employment opportunities in depressed
areas would become relatively more attractive. This program
could also be used to encourage business. location in depressed
urban areas where per capita energy utilization for;personal trans-
portation islow." = : o
" A revolving fund could be established to initiate low-interest
‘loans to-State and local governments and development agencies
for the purpose of assembling, and preparing for. development,
vacant or underutilized land in depressed urban areas. These
loans could be repaid upon sale or lease of the land or from
increases in State and local revenues that will result from devel-
opment. ' : : ‘ '
Title IIT of the Emergency Jobs and Unemployment Assist-
ance Act of 1974 could be fully implemented. This title authorized
$500 million and appropriated $125 million to provide employ-
ment opportunities in depressed areas by accelerating or initiat-
ing labor-intensive public works projects. However, the fiscal
. year 1976 Budget transfers the $125 million appropriation into
- the Public Service Employment Program. While the public serv-
ice jobs program certainly warrants vastly increased appropria-
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tions, the Job Opportunities Program (Title IIT) could comple-
ment this program by providing important supportive infrastruc-
ture (ie. utility hookups, transportation facilities, site prepara-
tion, etc.) necessary to stimulate the development of permanent
private sector jobs in depressed urban areas.

The funds that have accrued in the Treasury in the Economic
Development Administration’s (EDA) revolving fund for busi-
ness loans and grants could be released immediately. While new
appropriations for EDA’s business loan and grant program have
been made every year, loans that have been repaid have simply
been allowed to accrue. At present, approximately $150 million
has accrued in this revolving fund, with no indication that the
Administration intends to recommit any of these funds to new
loans. The leverage that could be provided by an accelerated
business loan, loan guarantee, and grant program could provide
important incentives for business to locate in chronically de-
pressed areas.

The budget for the FEconomic Development Administration
could be expanded to provide much needed economic development
assistance to depressed urban economies, similar to the assistance
provided to rural areas. At present only 25 percent of EDA’s
appropriations are spent in Standard Metropolitan Statistical
Areas where 70 percent of the population resides and where
significant unemployment problems persist. These programs could
be expanded to allow depressed urban economies to receive assist-
ance comparable to that received by depressed rural areas.

A domestic development bank could be established to extend
low-interest loans to local governments and development agencies
to finance the construction of infrastructure essential to develop-
ment in depressed regions and areas within regicns. The bank
could also make low-interest loans available, on a limited basis,
to businesses choosing to invest in depressed areas.

Federal Government efforts to restore economic growth
should be accompanied by specific programs to encourage
private and public sector investment in regions and areas
within regions that experience chronic high unemploy-
ment. These programs should be designed to develop per-
manent private sector jobs and to eliminate the waste of
human and physical capital that accompanies long
periods of high regional unemployment.

State and Local Government Finance

As this Committee pointed out in its recent publication, “Achieving
Price Stability Through Economic Growth,” * State and local govern-
ments have experienced a significant deterioration in their fiscal posi-
tion in the past year. The aggregate State and local government deficit
for 1974 was above $7.5 billion compared to a $4 billion surplus in 1972
and a balanced position in 1973 (surpluses and deficits are computed
on a National Income Accounts (NTA) basis and adjusted for surpluses
in retirement and other social insurance funds). This weakened finan-

1 “Achieving Price Stability Through Economic Growth,” Report of the Joint
Economic Committee, Congress of the United States, Dec. 23, 1974.
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cial position of State and local governments is a result of both infla-
tion and recession. : , ‘

Inflation initially increases both revenues and expenditures. How-
ever, in much the same manner that inflation affects the Federal budget,
inflation-caused increases in the cost of providing services soon exceed
the inflation-induced increase in revenues. Recession, on the-other
hand, has had a far more devastating effect, seriously eroding the ex:
pected growth in revenues and significantly increasing expenditures
for certain services, particularly public assistance and health.

Unfortunately, Federal Government assistance to State and local
governments has not been sufficient to stabilize State and local finances
in the present situation. In 1974, when inflation and -recession were
already beginning to squeeze State and local governments, the real
value of Federal grants-in-aid actually declined 2 percent (NIA basis)
from the level of aid offered in 1973. For 1975 and 1976, when the im-
pact of inflation will continue and the impact of recession will be even
more severe, the fiscal year 1976 Budget offers less than a 6 percent in-
crease in Federal assistance. Furthermore, Federal aid to State and
local governments will decline for the third successive fiscal year as
a percentage of total Federal outlays, as a percentage of total domestic
Federal outlays, and as a percentage of State and local expenditures
(Table 8). - : o . i

TABLE 8.—IMPACT OF FEDERAL GRANT QUTLAYS ON GOVERNMENTAL EXPENDITURES

Federal aid as a percent of—

: . Totai Domestic State-local
_ Amounts © Federal - Federal expendi-
- (millions) - outlays outlays ¢ tures 2

Fiscal %ear:
1972 - 35,940 1 3 23.0
1973 e 43,963 12.8 26,1 25,2
1974 . _________ e 46, 040 17.2 .4.7 23.6
1975 esti - 52, 649 16.8 23.6 23.3
1976 estimate_... ... 55,632 15.9 22.3 22,2

t Defined ior_this purpose as excluding national defense and international programs.
? As defined in the National Income Accounts.

Source: ‘‘Special Aralyses, Budget of the U.S. Government,” fiscal year 1976,

Thus, when combined with forecast inflation rates, the Budget
for fiscal year 1976 portends a further decline in:the real value of
Federal grants-in-aid to State and local governments. This decline
will only exacerbate the financial problems that thése governments
are already experiencing and will continue to' experience as the re-
cession deepens. } '

The real value of existing Federal assistance to State
and local governments should not be allowed to decline as
long as the economy operates significantly below full uti-
lization of resources. '

However, even if existing levels of Federal assistance are held con-
stant in real terms, many State and local governments will experience
serious financial problems in 1975. The combination of inflation-
affected expenditures and recession-induced revenue shortfalls has

already forced many State and local gitl)vernments to cut payrolls
through attrition or layoffs, to delay the construction of essential

49-768 O - 75 -5
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capital facilities, and to cut the level of service they are providing.
Many State and local governments have also indicated that they wi
be forced to enact significant tax increases to meet State constitu-
tional requirements that their budgets remain in balance.

The aggregate effect of these actions could undermine to a certain
extent Federal Government efforts to initiate an economic recovery.
In the short run, Federal efforts to stimulate the economy by returning
purchasing power to consumers through tax cuts will suffer if State
and local tax burdens are increased concurrently. Similarly, the net
number of new jobs created by Federal Government programs to
provide emergency public service jobs is less than desired when State
and local governments are forced to lay off permanent employees and
replace them with Federally financed public service employees.

A sensible approach to this dilemma is to provide needy State and
local governments with untied Federal assistance designed to neutral-
ize the fiscally perverse impact of their actions. The total size of this
revenue assistance program should vary with the national unemploy-
ment rate, starting at $2 billion at 6 percent unemployment and

increasing by $1 billion with each 1 percent increment in the national

unemployment rate (i.e. at 8. percent unemployment, $4 billion
would be distributed). This_counter-cyclical revenue assistance pro-
gram should also be designed to target assistance to the units of gov-
ernment experiencing the greatest recession-induced revenue short-
falls. Since the size of this shortfall is dependent primarily on the
level of economic activity in the unit of government, State and local
governments with the largest recession-induced increases in unemploy-
ment should receive proportionally greater assistance. Jurisdictions
with unemployment rates below 514 percent should not receive any
assistance. It should be emphasized that this program should not
attempt to concentrate assistance only in areas that have high struc-
tural unemployment rates but rather should pinpoint assistance
toward jurisdictions experiencing the most significant cyclical in-
creases in unemployment above a full employment base period. It is
in these areas that the fiscally perverse budget adjustments are most
likely to occur.

A counter-cyclical revenue assistance grant to State
and local governments should be enacted to cushion the
- financial hardships presently experienced by these gov-
ernments and to nrevent these governments from adjust-
ing revenues and expenditures in a manner which will
hinder Federal Government efforts to stimulate a recov-
ery. The total amount of counter-cyclical revenue assist-
ance should vary with the national unemployment rate,
increasing by $1 .billion with each percentage point in-
crease above 4 percent in the national unemployment
rate. The amount of assistance received by specific juris-
dictions should vary with the increase in unemployment
above a full employment base period and with the amount
of revenue raised from their own.sources.?

? Senator Proxmire states: “I object to additional revenue sharing to the States
for this or any other purposes. The funds have often been used for trivial purposes
and revenue sharing offends the fundamental principle that those who spend
public funds should be required to raise them.” ]
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While many local governments may well be forced to increase tax
rates this year, the financial burden imposed by the property tax on
most low and moderate-income families and on the elderly is already
prohibitive. Studies done by the Advisory Commission on Intergov-
ernmental Relations (ACIR) have indicated that property tax pay-
ments as a percentage of income are twice as high for the elderly as
for the rest of the population. Similarly, low-income homeowners
and, to the extent that the property tax is passed through, renters
expend a much larger percentage of their incomes on local property
tax payments. For instance, ACIR found that in 1970, households
which owned -homes and had annual incomes below $2,000 spent
one-sixth of their income on local property tax payments. ‘

Many States have already begun to correct this problem by provid-
ing property tax relief for households on whom the tax imposes an
excessive burden. This relief is most commonly provided through a
State-financed property tax circuit-breaker. The circuit-breaker pro-
vides that the gtate reimburse the household for property tax obli-.
gations in excess of a predetermined percentage of income. In this
manner, property tax relief is extended without undermining the
revenue base of the local government.

‘While 25 States have already enacted circuit-breakers for elderly
taxpayers and four States have enacted relief programs for low-
income families, the adequacy of the relief provided varies greatly
from State to State. The Federal Government could play an important
role in these property tax relief programs by providing incentives for
improving the adequacy of property tax relief offered by States to
low and moderate-income households.

Congress should give careful consideration to the enact-
ment of a Federally financed program of property tax
relief as part of any effort to relieve the total tax burden
imposed upon low and moderate-income households and

"families. Any Federal property tax relief program
should require significant participation by State govern-
ments and meaningful reform of local government reve-
nue systems.?

Statistical Programs

A great deal of ignorance about regional and area economies is a
result of the inability of the Federal Government statistical programs
to provide adequate and timely information about regional and local
economies. Information is very difficult if not impossible to obtain
about composition of local labor forces, composition of local indus-
trial bases, the amount of vacant land available in a region, etc. ‘

Several factors would seem to necessitate the improvement of Fed-
eral Government statistics about regional and local economies. First,
the increasing reliance on formula allocations (block grants) as a
method for distributing Federal assistance to State and local govern-
ments is dependent upon the availability of timely and accurate in-

3 genator Proxmire states : “This proposal is far too open-ended and potentially
extremely expensive. Property taxes are the province of the States and I see
po reason at all for the Federal Government to subsidize them.”
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formation so that proper allocations'can be made. Second, specific
programs that are targeted to solve specific problems (.. puf)lic serv-
ice employment) depend on the availability of information to select
regions and areas of critical need. Finally, and most important, better
information is necessary to evaluate the efficacy of Federal, State, and
local government programs to improve regional and local economies.

A task force for regional and local economic statistics
should be established to make recommendations for im-
proving the information available about regional econ-
omies and State and local government finance. The

" recommendations of the task force should be designed to
provide Congress, the Executive, and the public with
meaningful and timely statistical information about local
labor markets, land use, housing, industrial composition,
State and local government finances, and other data that
mllght be essential for more effective regional economic
policies. . :




VIII. INTERNATIONAL ECONOMIC ISSUES*

The United States economy has become increasingly interdependent
with that of the rest of the world. Much of the United States inflation
during 1974 was the consequence of external economic forces—the
falling exchange value of the dollar from 1971 to 1973, the fourfold
increase in the price of imported oil, and dramatic hikes in commodity
prices, including metals and grains. At the same time, the U.S. response
to the present recession and continued inflation will have a profound
effect on the rest of the world. The current drop in output has caused a.
sharp decline in America’s demand for the products of other countries.
Nations highly dependent on the U.S. market for their exports will be
the most affected by whatever the United States does or fails to do to
reflate the economy. To compound the problem, a continued economic
slowdown in Europe and Japan would result in a drop in demand for
U-S. exports and thus intensify the current downturn in the U.S.
economy.

It is therefore important on both domestic and international grounds
that the United States take steps to insure economic recovery. In
doing so, it should coordinate closely with other countries in the
Organization for Economic Cooperation and Development (OECD)
to gain the maximum benefits of expansionary policies without trig-
gering further inflation.

In its economic program the Administration has paid far too little
attention to the interrelationships between our economy and the rest
of the world. We must become increasingly aware of external effects.
in formulating our domestic programs.

Monetary Reforms

The single most serious international economic problem of 1974
was the adjustment to the  previous year’s quadrupling of world
oil prices by the Organization of Petroleum Exporting Countries
(OPECQC) and the financing of resultant current-account deficits. The
growing use of floating exchange rates helped protect the international
monetary system from the massive capital flows that could have re-
sulted from the accumulation of enormous cash balances by the oil
producers. ,

In recent months, the value of the dollar has declined, apparently
due largely to falling domestic interest rates and uncertainty about
the ability of Congress and the President to enact a suitable program
for economic recovery. Moreover, Germany has fared better than had
been expected in maintaining a trade surplus; Switzerland has been
particularly successful in attracting capital flows. . _

The decline in the foreign exchange value of the dollar should not
be a cause for great concern on the part of American policymakers.
Studies conducted by the Joint Economic Committee indicate that

1mhese views are endorsed jointly by the majority and minority members of
the Committee.
(65)
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the inflationary consequences of a drop of 2 percentage points on a
trade-weighted basis in the external value of the dollar would add
approximately 0.4 of a percentage point to either the Consumer Price
Index or the GNP deflator. Secondly, a drop in the exchange value
of the dollar helps bolster the international competitive position of
American industry. Finally, to the extent that American exports do
expand or imports are discouraged as a result of these modest exchange
rate changes, domestic economic growth is stimulated and unem-
ployment reduced. The fundamental objective of expanding the money
supply at a more rapid rate than in past months and of reducing
interest rates is to produce a resumption of growth and to combat
unemployment. Extérnal developments acting to achieve the same
ends shonld cause no apprehensions,

Sometime during 1975 the member nations of the International
Monetary Fund (IMF) are expected to be asked to ratify a schedule
of quota increases and a set of amendments to the IMF Articles of
Agreement. In January, the Interim Committee agreed to increase
quotas by a total of 37 percent, including a doubling of OPEC gnotas
to reflect the oil producers’ new wealth, The quota increase and the
revision of the Articles are both essential elements of the combined
package, since the future role of gold affects both. The Fund’s Interim
Committee agreed in January that, contrary to former practice, none
of the quota increase would need to be paid in gold. The Committee
also agreed to abolish the official price of gold in a revised IMF charter.
Both of these changes require amendment of the existing Articles. Two
unresolved questions regarding gold are whether central banks in the
future will be permitted to purchase gold on the free market, and, if
central banks are to use gold in the future to pay off debts from one to
another, at what price should these transactions occur?

The Joint Economic Committee in its last Annual Report, published
in March 1974, recommended abolition of the official price of gold as a
step toward transforming the metal into a commodity like other
metals. We feel this objective continues to be an appropriate long-run
goal against which to evaluate interim policy decisions regarding

gold.
’ Under no circumstances should the International Mon-
etary Fund or any of its individual members commit
themselves explicitly or implicitly to the maintenance of
a minimum price in the private gold market.

Another unresolved issue regarding revision of the IMF Articles
is whether floating should be an equally acceptable policv option as
maintaining a fixed exchange rate. Since early 1973, most IMF mem-
bers have either allowed their exchange rate to float independently or
have pegged their rate to another currency or currencies which are in
turn floating. Given this reality, redrafting the IMF Articles on the
presumption that the world will at some undefined future time revert
to an exchange rate system of fixed parities is a fanciful exercise. Inter-
vention in exchange markets by monetary authorities, whenever it
occurs, should be temporary and directed primarily toward preventing
disorderly conditions in exchange markets.

Given the uncertainties created by the sizable current-

account deficits of the oil consuming nations, the dollar
should continue to float in exchange markets, and the
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trend of this float should not be significantly influenced
in either direction by official intervention. The amended
IMF Articles of Agreement should make adoption of
either floating or fixed exchange rates equally acceptable

" options. Whichever option an IMF member chooses, it
should be expected to.abide by guidelines insuring that it
does not manipulate its exchange rate to export domestic
economic problems. o :

Avoiding Restrictive Trade Practices

. The quadrupling of oil prices caused current-account deficits for
the oil importing countries of approximately $60 billion in 1974; the
same or somewhat smaller deficits are projected for 1975. While re-
liance on OPEC investment and other external financing can shift the
burden of paying for oil from the present to the future, the only
way the consuming countries can pay off the debt is to expand exports
of goods and services. With the overwhelming shock of higher im-
port bills, it was feared that the drive to increase exports would lead
mdustrialized countries into unfair competition with one another
through purposeful depreciation of exchange rates, export sub-
sidies, or barter deals offering especially favorable terms. Moreover,
if one industrialized country merely increases exports to its other de-
veloped partners, the collective deficit of the industrialized world
with the OPEC countries is not reduced. In May 1974, the OECD
countries pledged for one year not to resort unilaterally to any re-
strictive trade or financial practices that would shift the oil deficit
to other o0il consuming countries. This effort to forswear “beggar-thy-
neighbor” policies has succeeded and should be continued.

In the first year of higher import costs, some countries have been
more successful than-others in narrowing their trade gap. Japan,
for example, has mounted the most vigorous effort to increase ex-
ports. Japanese exports during 1974 were 50 percent above the pre-
vious year’s level. Exports to developing countries, particularly in
the Middle East, increased fastest. In fact, trade of all industrialized
countries with OPEC countries, and particularly those in the Middle
East, has grown more rapidly than expected. Not only have countries
with large populations, more advanced infrastructure and resource
development (like Iran and Venezuela), increased their imports of
goods ‘and services more rapidly than had been projected, but also
those countries with large revenues relative to the size of their
population and level of development (like Saudi Arabia) have also
shown a growing capacity to import both capital and consumption
goods. U.S. exports to OPEC countries during 1974 jumped by 87
percent, while total U.S. exports grew by only 38 percent.

Other countries have been less successful in expanding exports.
Italy, Denmark, and the United Kingdom have experienced difficul-
ties in closing the current-account gap widened by increased oil pay-
ment. Now the widespread economic slowdown in the OECD coun-
tries further threatens export prospects. While the slowdown has re-
sulted in somewhat lower oil import requirements, it has produced an
even greater drop in potential exports. Today it is important that
industrialized countries do not set up trade barriers in hopes of pro-
tecting domestic industries and maintaining employment.
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‘The United States should seek renewal, in May 1975, of
the one-year pledge by the nations of the Organization of
Economic Cooperation and Development not to take uni-
lateral, restrictive measures that would shift oil deficits
to other member countries. . ;

By granting the President authority to negotiate the mutual reduc-
tion of tariff and nontariff barriers to trade, the Trade Act of 1974
has continued the momentum toward the gradual elimination of im-
pediments to international trade. It has breathed new life into the
General Agreement on Tariffs and Trade (GATT), even though cur-
rent economic conditions of rising unemployment and declining world
growth make it unlikely that major reductions in tariff barriers will
occur in the immediate future. Hopefuily negotiations wiil be fruit-
ful at an early stage so that reductions can be phased in with economic
recovery. A revitalized GATT will also provide a forum for monitor-
ing trade practices and preventing unfair competition that might
otherwise result under the pressure of increased oil deficits and the
current global recession. : :

As a result of the mutual tariff reductions agreed to during the
earlier Kennedy Round of trade negotiations, fariffs levied by all
major - industrial countries average 10 percent or less. While Japan
still. has the highest level of tariffs, the United States has greater
variation in its tariff structure than either Japan or Western European
countries. Even in the United States, however, few high import duties
actutally make the difference betwen the survival of a domestic indus-
try and its demise. Most tariffs have been reduced to such a low level
that they are more of a nuisance in conducting international trade
than they are a serious inhibition. Reducing remaining tariff barriers
on a reciprocal basis by an average of 1 percent or less each year
would not expose any domestic industry to severe adjustment shock.

With the gradual reduction of tariffs, nontarff barriers (including,
for example, quotas, variable import levies, some internal taxes, pack-
aging requirements, and health and safety regulations) have become
the major obstacle to trade. These nontariff barriers, however, vary
greatly from country to country. making it difficult to agree before-
hand on what are equivalent reductions. In the Trade Act of 1974,
therefore, the Congress empowered the Executive to negotiate with
other countries on an ad referendum basis groups of nontariff barriers
that could be fairly traded off acainst each other. Congress retains the
option to reject any proposed deal which in its estimation bargained
away more than it gained. Because of the likely complexity of negoti-
ations for progressive removal of nontariff impediments to trade and
the vprospective need for separate negotiations on different types of
barriers among different groups of countries, these negotiations
shonld get underway with all due speed. :

Since the heyday of mercantilists, efforts to free trade from restric-
tions have meant the removal of barriers to imports. The oil embargo
and price increases in 1973. however, added a new dimension to ap-
peals for free trade. Instead of access to foreign markets, the empha-
sis shifted to the availability of supplies of aericultural commodities
and raw materials. particularly petroleum. These events have raised
serious questions for U.S. international economic policy. First, how
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can we be assured in the future that supplies of imported raw ma-.
terials critical to the health of the United States economy and not
produced in sufficient amounts here will be available continuously in
quantities sufficient to maintain desired levels of production? Second,
how can occasional sharp increases in the domestic prices of commod-
ities exported from the United States be.avoided without periodically.
abandoning overseas markets that are essential if major sectors of the
American economy are to earn satisfactory incomes? Pursuing do-
mestic price stability at all costs and periodically ignoring regular
foreign customers risks the loss of foreign markets for U.S. agri-
cultural products and raw materials. »

“While the current economic slowdown has led to a surplus of most
commodities worldwide, these concerns should not be forgotten, as
they are likely to re-emerge with any period of worldwide economic -
upturn. In 1974 Congress established the National Commission on

upplies and Shortages to study resource adequacy.and identify
impending domestic and international shortages. Difficulties in select-
ing the advisory committee should be resolved quickly so that the
Commission can promptly carry. out.its mandate. The Trade Act.of
1974 authorizes the Executive to consider how such access to supply
can be guaranteed and to initiate discussions. The Executive would,
of course, have to seek congressional authorization before assuring
access to U.S. commodities in exchange for similar foreign commit-
ments. : o

With the authority granted under the Trade Act of

1974, the President should aggressively seek on a recipro-

- cal basis the elimination of nontariff barriers to trade

". and the removal of statutory tariff barriers between
industrialized nations. ' ‘

The President should also. attempt to reach multi-
Jateral understandings regarding the availability of com-
moditiés and raw materials. He should report to Congress
periodically on the progress of these discussions. We
should seek assured availability of essential materials
imports. In exchange, the United States should offer po- -
tential recipients of food aid and our regular export
customers assured access—given prior satisfaction of
minimum domestic needs—to supplies of U.S. agricul-
tural products and raw materials. :

Financing Oil Deficits

The enormous flows of so-called “petrodollars” accruing to the oil
producing states as a result of higher prices, it was feared, would
cause a collapse of the international banking system. This fear has
not been borne out. In 1974 the international banking system was not
strained unduly by the $60 billion in current-account surpluses of the
oil producing countries, nor has any single market been the recipient
of excessive amounts of these surplus-funds. Commercial banks
directly and indirectly channeled more than half of these funds back
to the oil consuming nations. The remainder was granted as aid, placed
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directly by the producers in investments outside their own countries,
or channeled through international financial institutions. )

In 1975 oil deficits for consuming countries have been projected to
be approximately of the same magnitude as in 1974. Because of the
increase in expenditures on goods and services by the producing coun-
tries and the declining demand for oil worldwide, these estimates
may well be exaggerated. In all likelihood, however, surpluses will be
smaller in future years. Hence the numerous scary projections of
accumulated OPEC surpluses of more than $400 billion by 1980 now
seem vastly overstated. .

The pattern of financing oil consuming countries’ deficits in 1975,
according to the January issue of Morgan Guaranty’s World Finan-
cial Markéts, may be quite different from that of 1574. The rate of
lending by the private banks has declined. During 1974, as the revenues
derived from petroleum sold at high prices accumulated, the pro-
ducers continued to place their funds in short-term deposits, as they
had done in the past. By the second half of 1974, many banks were
approaching their limit on the amounts of short-term funds that they
could loan out. As a result, interest rates in Eurodollar markets began
to fall off. To some extent, the producers have begun to diversify their
placements to a wider variety of banks and into longer term deposits.
The process of shifting these surplus funds into longer term accounts
and direct investments, however, has been slow and. as a result of a
decline in all new international lending, international banks probably
will handle only one-fourth to one-third of the current-account sur-
plus of the OPEC nations in 1973. .

Apprehensions remain ‘about the ability of banks to handle these
petrodollar flows in the future. During 1974 the series of bank failures
linked to imprudent foreign exchange speculation, rather than oil
financing, intensified concern about the overall soundness of the inter-
national banking svstem. In response, the Comptroller of the Currency
has devoted special attention to potential problem banks and tightened
serutiny of foreign loans and other assets of U.S. banks. Federal
Reserve Board Chairman Burns. in a speech last fall to the American
Bankers Association, discussed the need for new regulatory meaures
to insure sounder banking practices. Clearly these efforts to strengthen
bank safeguards should be reinforced lest the entire banking system
be jeopardized by errors on the part of a few individual banks.

Official Recycling Mechanisms

Several official recycling mechanisms have been established to insure
that a country which has exhausted its ability to borrow in capital
markets will be able to obtain emergency oil import financing. These
facilities supplement private lending and remove the possibility of
total default on a larpe number of outstanding debts. By borrowing
funds directly from the oil prodncers, the IMF special oil facility
has been able to make financing immediately available, though at
near-commercial rates, to help weaker economies strapped bv increased
import costs. Tn Januarv 1975. the IMF Interim Committee agreed
to expand this oil facilitv bv $6.1 billion, making the total of $7.5

billion available for leading in 1975. '
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Also in-January the Group of Ten countries agreed in principle
to establish the $25 billion oil solidarity fund proposed by Secretary
of State Kissinger in a speech on November 14, 1974, and later am-
plified by Treasury Secretary Simon. This mutual aid fund, to be set
up under the OECD umbrella, would be designed to provide a safety
net for the industrialized countries after they had exhausted private
market and international institution borrowing. Since many of the
specific details are still being negotiated and legislation has not yet -
been introduced, it is difficult to come to a final judgment on the pro-
posed facility. However, there are important problems Congress should
keep in mind in assessing the legislation for this proposed fund.

As part of the effort to-achieve consumer solidarity in dealing with
OPEC, the proposed fund links eligibility to borrow to a country’s
willingness to cut oil imports. This conservation effort would reduce
balance-of-payments burdens and hopefully bring downward pres-
sure on world oil prices by decreasing the demand for OPEC oil. While
energy conservation in the long run is desirable for all consuming
nations, the stringent goal of a 10 percent cutback set by Secretary
Kissinger may be too much to achieve by the end of 1975. Severe im-
mediate cutbacks could injure the ability of an economy to grow and
pay for oil imports. Even in the longer term, uniform cutbacks would
be arbitrary and could cause disparate burdens. For example, a 10
percent cut in Japanese petroleum consumption would directly affect
industrial production, while similar conservation could be achieved
in the United States by cutting waste and nonessential consuner use.
The emphasis, therefore, should be placed on meaningful long-term
conservation efforts rather than on severe immediate cutbacks. .

By preferring the Kissinger-Simon safety net to a larger expansion
of the IMF oil facility, the United States has assumed a greater per-
centage of contingent liabilities. Although no specific figure for U.S.
participation has yet been set, the U.S. share—by any of the criteria
being discussed—is likely to be between 25 and 30 percent, as opposed
to our 21 percent of all IMF quotas. This country, however, has not
attracted a disproportionate share of.surplus revenues from the oil
producers. If the same pattern continues in the future, drawings on
the safety net would cause the U.S. Government to borrow in capital
markets in competition with domestic borrowers.

By linking the safety net to oil import cuts, the Administration
apparently hopes that the resulting drop in world oil_prices will
ease the financing burden imposed on deficit countries. Nonetheless,
borrowers will have to run trade surpluses with either the oil pro-
ducers or with the lenders, like the United States, if they are to repay
their loans. The basic purpose in providing the safety net for addi-
tional financing is to extend the adjustment period so that countries
will not have to resort to competitive trade and exchange rate prac-
tices or undertake radical domestic economic adjustments. However,
these commitments to assure financing for other countries’ current
consumption should not be open-ended. Present plans would limit
authority for the progosed oil solidarity funds to two years. And in
order to assure that the proposed facility achieves its purpose, draw-
ings on the fund should be linked to specific domestic and external
economic policies which will restore credit worthiness of borrowers
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and redtuce the need for future financing. Without such assurances,
the proposed mutual aid fund would become a massive foreign aid
program rather than the “financial safety net” that has been proposed.

If Congress authorizes U.S. participation in the pro-
posed $25 billion oil financing agreement, whether by ex-
tending loans or by offering guarantees, it should insure
that there are adequate safeguards to assure future
repayment. Moreover, the fund’s authority should be
limited to two years.? :

‘Foreign Investment in the United States

Increasingly the OPEC nations will less rely on deposits in finan-
cial institutions and put their revenues in government-to-government
loans, foreign assistance grants, or in direct and portfolio investments.
During 1974 OPEC countries gave $9 billion to governments di-
rectly, of which $614 billion was lent to the industrialized countries.
Despite all of the concern with direct and portfolio investment by
OPEC nations in the United States, it has been very small. The pro-
ducers have continued to be cautious, maintaining their preference
for short-term deposits, government securities, and, to a lesser extent,
real estate. The Treasury estimates that in 1974 the producers placed
somewhat less than $1 billion in direct, portfolio, and real estate
investments. Morgan Guaranty totals show only about $500 million.
In comparison with Commerce Department estimates of the book
value of total foreign holdings in the United States of $55 billion in
1973, these additional amounts are insignificant. Furthermore, private
surveys of total existing foreign investment suggest that the Commerce
Department’s estimates may be substantially understated due to poor
reporting in past years. Hopefully the new benchmark study of exist-
ing foreign investment and the review of reporting requirements,
called for under the Foreign Investment Study Act of 1974, will
substantially improve available information.

There is growing concern that if the United States were to receive
a larger share of OPEC surplus funds, and if it were to place these
funds in direct investments rather than bank deposits, bonds, or gov-
ernment securities, OPEC would gain control of an important part
of our economy and use this leverage for political purposes. These
fears are in a large part exaggerated. Even if the United States were
to attract as much as one-third of the present annual OPEC surplus,
or $20 billion, and it were all invested directly, it would represent only
a fraction of the expected $220 billion expected gross private domestic
investment in 1975, and an infinitesimal share of total corporate assets
(estimated at $2.5 trillion in 1973).

The inflow of OPEC funds (in direct and portfolio funds as well as
in bank deposits and government securities) constitutes an offset to
the additional cost of oil imports. While the quadrupling in 1973 of oil

? Senator Proxmire states: “I would oppose a program under which the United
States would put up or assume liabilities of $7 to $8 billion. Secretary Kissinger
should understand that Congress would most likely reject such a massive
commitment on top of the outrageous increase in the price of oil already as-
sumed by the American people.”
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rices has depressed output and, hence, gross savings in the United

tates, investment from abroad, if used to expand plant capacity, can
raise future output and help pay off foreign debt. In the longer term,
it. is likely that the OPEC producers’ own development needs and
ability to absorb funds domestically will be such that they will be in-
clinéd to-liquidate their foreign investments in favor of investments
in their own countries.

The United States, until now, has basically welcomed foreign in-
vestors and accorded them equal treatment with domestic investors.
This policy is consistent with the Government’s efforts to gain equal
treatment and protection for U.S. investors abroad. In a few industries
(defense, communications, coastal shipping, and commercial aviation),
the United States has placed restrictions on foreign ownership. In
other sectors of the economy, the Government can monitor foreign ac-
quisitions through its regulatory and licensing powers. In the case of’
banking, the Federal Reserve has blocked foreign takeovers only for
antitrust reasons. While the Foreign Investment Study Act, in addi-
tion to the benchmark study, requested a major analysis of economic
effects of concentration of foreign investments in any sector or indus-
try, its recommendations will not be available before 1976. Although
this kind of thorough analysis is necessary, there is growing concern
now that OPEC countries will have made sizable purchases before we
have made up our minds on a policy. : ) ‘

Further legislation already appears necessary to regulate foreign
banking in the United States. This need arises because of the division
-of control over banking between the Federal Reserve System and the
States.  As a result, foreign banks have gained advantages which do-
mestic competitors do not have by being able to branch in more than
one State. Furthermore, as they become larger and more numerous,
these State-chartered banks can affect domestic monetary policy be-
cause they are not required to hold reserves with the Federal Reserve.
State-chartered domestic banks do not at the moment pose such a
threat because they remain small and without international contacts.
To svoid giving foreign banks a special competitive advantage and to
insure greater control over the domestic money supply, all foreign
banks should be federally chartered as proposed in legislation intro-
duced in the last Congress. '

For some time Arab governments have boycotted certain firms that
trade with Israel. Recently some Arab financial institutions have
attempted to pressure American and European banks to follow the
same policy. We deplore this effort to extend the boycott to firms in
the United States. As President Ford recently said, this use of eco-
nomic leverage is repugnant to the principles of American society.
U.S. firms are explicitly barred from participating in any such second-
ary boycott and would be liable for any discriminatory action that
violates U.S. law. Foreign firms operating in the United States must,
of course, also comply fully. ' o

The recent bid of the Iranian Government to buy a 13 percent.
share in Pan American Airways, however, has pointed up some of the
deficiencies of using the present regulatory process to review foreign
investments without having previously established a clear, overall
policy. Such a process provides no opportunity to re-evaluate broader
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issues: What criteria should be used to determine when it is essential
to maintain control over American industry, if ever? Would denying
a faltering U.S. company access to foreign capital require the Federal
Government to provide a subsidy? Although U.S. law forbids dis-
criminatory practices by foreign investors in the United States, are
current enforcement efforts rigorous enough? A rush to restrictions,
on the other hand, might discourage all capital inflows. If could also
spark further nationalization and capital controls in other countries,
which would be detrimental to American investment, abroad.

There is and should be concern about foreign investments in the
United States, whether by OPEC countries or by large multinational
firms. In the past, U.S. companies have argued that their foreign
direct investment abroad was in the U.S. national interest. It increased
the national wealth and served U.S. foreign policy objectives. This
contention has been questioned by organized labor. The Congress must
now begin to rethink to what extent the investment by foreigners in
the United States is in the national interest.

The United States should continue to encourage OPEC
nations to place their funds in longer term investments
to facilitate the recycling process. In order to provide
adequate national security safeguards over the inflow of

" capital into the United States, the Congress and the Ex-
ecutive should review reporting requirements and pro-
cedures for sereening investments. We must carefully
monitor the activities of all firms to insure that they do
not discriminate on grounds of race, creed, color or sex
or otherwise violate U.S. law. The outcome of this review
should be a coherent national investment policy.

Aid to Developing Countries

Increased oil costs have hit the poor countries most severely. While
the actual increases in their oil bills are small compared with those
of the industrialized countries—only 5 percent of the total $60 bil-
lion disequilibrium—they are large for the poor. What is more. many
developing countries are suffering from rising food costs and from
loss of exports due to economic stagnation in the industrialized coun-
tries. Even those producers of raw materials other than oil who have
benefited by the commodity boom (1972-74), now face sharply de-
clining revenues. Their balance-of-payments deficit doubled from
$10 to $20 billion in 1974, completely nullifying OECD assistance
efforts.

During the last half of 1974, more than 23 developing countries
borrowed from the $3.4 billion IMF oil facility established in August
1974. While oil facility loans were not at concessional rates (7 percent
and five to seven years), drawings could be made immediately merely
on the basis of an increase in oil import costs. Additional deficit financ-
ing for the poor countries has been provided by aid from OPEC coun-
tries. The OECD’s Development Assistance Committee estimated
that OPEC nations committed $8.6 billion in aid to poor countries
between January and September 1974, not including more than $1 bil-
lion of which was loaned to the World Bank. Actual disbursements of
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bilateral aid have been estimated at approximately $2.5 billion for
1974. For the remaining financing, poor countries drew down their
reserves and in some cases were able to borrow in the world’s capital
markets. To the extent that the poor countries’ needs were not met,
they imported less and their real standard of living declined.

"The needs of the non-oil-producing developing countries will be
greater in 1975 if they are to maintain even their present rate of
growth. With near-zero growth in the industrialized - economies
through the first half of 1975, the developing countries will experi-
ence continued loss of export revenues. Uncertainty in world capital
markets and growing debt burdens have also begun to squeeze those
developing countries which had previously been able to finance part
of their needs at commercial rates. - o : o

The most important factor influencing prosperity in the develop-
ing world is the rate of growth in the industrialized countries. To the
extent that the OECD countries are able to finance their deficits and:
not resort to restrictive trade and financial practices, the problems of
. the developing world will be less serious. Restoration of the trend
rate of 5 percent growth of GNP for the OQECD countries in 1976
would make an important contribution to:the solution of the prob-
lems of developing countries. However, because the poorer countries
have difficulty making the internal adjustments needed to develop
new exports quickly, an additional $3 or $4 billion of support is
needed to restore reasonable rates of growth, i.e., 2 percent per capita
per year.® Some of this aid may come from the OPEC countries them-
selves, although recent figures show that QPEC assistance as a per-
centage of GNP far exceeds that of the OECD nations. The oil pro-
ducers should certainly be encouraged to participate more fully in the
concessional lending activities of the international development banks.
The United States and the other OECD countries must also continue
to support this effort. - :

At its January meeting, the IMF Interim Committee agreed to
establish a special account to subsidize the interest rates charged on
loans.made from the IMF oil facility to poor countries. A subsidy of
about 5 percentage points would be financed jointly by the oil pro-
ducers and industrialized countries. So far, the United States has done
little to support this commitment. There is no provision in the 1976
budget for a U.S. contribution. Lest the IMF make hard loans to
developing countries that cannot afford them and that will only need
further assistance in the future, the United States should support the
IMF special account. '

In continuing its commitment to assist poor countries,
the United States should support the International
Monetary Fund’s special account to subsidize loans
from the expanded oil facility to those developing coun-
tries most seriously affected by higher oil prices. The
United States should also encourage the oil producers to
support this account and to assume an expanded role in
financing thr international development barks—particu-
larly the cuucessional lending activities.

3 Hollis B. Chenery, “Restructuring the Worid Economy,” Foreign Affairs,
January 1975, p. 262.




SUPPLEMENTARY VIEWS OF VICE CHAIRMAN PATMAN

This is a good Report and I agree with most of its findings and
recommendations as far as they go. However, the recommendations
concerning the Federal Reserve Board and its monetary policies don’t
go far enough. :

At one point, the Report states that the Federal Reserve Board of
Governors should be required to present specific evidence that mone-
tary policy has been conducted in a manner designed to achieve the
cmployment, price, and output targets established by Congress and
to discuss the policies needed to achieve such targets in the future.

Elsewhere in the Report, it is said that the present situation of
very weak credit demand and worsening recession is one in which
further moves toward monetary ease are urgently required. Short-
term interest rates should be reduced further, and the monetary au-
thorities should also take steps to influence long-term rates directly.

T agree with these recommendations, but I have no confidence that
the Federal Reserve Board will ever cooperate so long as it considers
itself independent of the Government.

Congress must make the Board accountable to it and the President.
Anything less than this will simply assure continuation of the Board’s
practice of conducting policy as it pleases without regard for the
Employment Act or other requirements of congressional economic
policy.

Specifically, Congress should approve legislation which reduces the
terms of Board members from the present 14 years to 4 years and be
co-terminonus with that of the President. As it is now, Board members
frequently have what amount to life terms. More to the point, the
14-year terms prevent the President from appointing a majority of
Board members during his tenure even when it extends to two terms.
For the same reason, the term of the Federal Reserve Board Chair-
man should be made concurrent with that of the President. With these
changes, a newly elected President would have the immediate option
of nominating the Board chairman of his choice and would be able to
appoint a majority of Board members during his first term.

The present situation regarding the Federal Open Market Com-
mittee portfolio can only be classified as ridiculous. The Federal Re-
serve, a Federal agency, purchases the securities with credit of the
T1.8. Government, and thereby ineurs a debt. owed by another Federal
agency, the Treasury. In effect, the Federal Government ends up
owing monev to itself on Federal securities purchased with its own
Federsal credit. Moreover, the Federal Reserve, without any restrictions
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whatsoever, utilizes whatever portion of the $6 billion in interest pay-
ments it wishes to finance its operations and turns back the remainder
to the Treasury at the end of the fiscal year. In this way, the Federal
Reserve, a Federal agency, remains financially independent from either
the executive or legislative branches of government.

This is an intolerable situation. No interest should be paid to the
Federal Reserve on Federal securities it holds for trading purposes.
Rather, the Federal Reserve should be made to rely solely on Congres-
sional appropriations, and thus be answerable to Congress and the
Administration regarding broad, long-term monetary policy issues.

Finally, the General Accounting Office should be authorized by law
to annually conduct a full-scale audit of the Federal Reserve System.
The Federal Reserve System is one of the most, if not the most, impor-
tant agency of government in determining whether the Nation shall
have prosperity or recessionary conditions because it regulates the flow

* of the country’s money supply and implements other policy decisions
which, in turn, decide the level of interest rates, prices and the level of
employment. In addition, the Federal Reserve handles an amazing
volume of financial transactions. In 1972 alone the Federal Reserve
handled 35 billion pieces of paper worth $24 trillion in addition to
holding $84 billion in Federal securities. In 1974 it processed 10.8 mil-
lion checks with a value of $38.8 trillion. Yet, despite its paramount
importance to the Nation’s economy, the Administration and the Con-
gress know only what the Federal Reserve itself wishes to disclose
regarding its activities and programs. It is, in fact, the only important
?)gtgncy of government which is not audited by the General Accounting

ce. -

To immediately remedy this situation, I have introduced H.R. 4316,
co-sponsored by 101 Members of the. House to require the Federal
Reserve System to undergo a full-scale audit by the General Account-
ing Office. I have already begun hearings on this legislation and T hope
this measure is speedily adopted by the full House Banking, Currency
and Housing Committee as well as the House as quickly as possible.

Reforming the Federal Reserve System in this way would make the
Federal Reserve Board fully accountable for its actions and programs
and responsive to the economic policies of the Administration and
Congress. Furthermore, with these changes, Congress would continu-
ally occupy a strong position to exert influence over the Federal Re-
serve regarding the allocations of credit to priority areas of the econ-
omy. In effect, the Federal Reserve would have to exchange its at-
titude of ignoring the wishes of Congress for a continuing willinghess -
to coordinate its programs and activities with the economic goals of
Congress. In my view, this is the most effective way of bringing the
Federal Reserve in line with the executive and legislative branches of
government. ¢

An alternative, in the absence of any other change, would be the
enacting of specific legislation directing the President and/or the
Federal Reserve Board to allocate credit to prescribed areas of the -
economy. This, in fact, was the course that I took when I introduced

49-768 O - 75 - 6
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H.R. 3160, which required the Federal Reserve Board to conduct
monetary policy so as to reduce long-term interest rates and unem-
ployment; and H.R. 3161, to require the President to allocate credit
to priority areas of the economy, using the Federal Reserve System:
for this purpose if e so chooses. Both of these bills were approved by
the Domestic Monetary Policy Subcommittee of the House Banking
Committee. Unfortunately, only H.R. 3160 has been taken up by the
full Committee; and when it was, it was reduced to the status of a
concurrent resolution. As such, it merely amounts to an expression of
opinion by Congress and completely lacks the force and effect of law.
The Federal Reserve Board is free to ignore it and history indicates
it will do so if the Board wishes to follow another course. Only a co-
incidence between the intent of the regolution and the decisions of the
Federal Reserve Board will result in compliance and that itself may
be only momentary.

It should be recognized that the use of central banks for the purpose
of allocating credit to desired areas of their economies is standard
procedure in most industrialized nations. For example, Japan, for
the past 30 years with the use of its central bank, has managed to
generate real per capita growth at a rate which is two and three times
that of the American economy. Sweden, which also uses its central
bank in similar ways, has a per capita growth rate substantially higher
than ours. Switzerland has one slightly above us and West Germany
is in the process of passing us. The examples which these nations have
set should serve as ample refutation to assertions that allocation of
credit to priority areas of the economy through our central bank, the
Federal Reserve, would be a. dangerous mistake. In point of fact, it
continues to be a dangerous mistake not to use the Federal Reserve
for this purpose.

It is a matter of record that I have long advocated establishment
of a National Development Bank patterned after the RFC which
played such an instrumental part in helping the nation recover from
the depression and to marshal the monumental financial resources
that were needed for the Nation’s World War II effort. The benefits
provided by the RFC had great impact on every level of the economy.
But its most important achievement was the provision of credit to
loan starved priority areas of the economy—small business, State and
local governments and housing. Its loans put men back to work and
gave the people hope and confidence.

There should be no question in anyone’s mind that the Nation is in
great need of a National Development Bank to pump adequate credit
at reasonable cost into those areas of the Nation’s economy that have
virtually come to a standstill because of high interest rates and tight
money conditions—conditions which the Federal Reserve Board’s
misguided monetary policies have played a major role in creating.

A National Development Bank, such as the one I promised when
I introduced H.R. 1955, on January 28, 1975, should be established
but in no way should it be used as a mechanism to bail out large finan-
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cially ailing corporations or the large commercial banks which have
made bad loans to these business giants.

A National Development Bank should be a people’s bank. It should
provide adequate credit at relatively low cost for low- and moderate-
income housing, for small business and industry to create job training
and employment opportunities and to State and local governments
for urgently needed public works and facilities. '

It should also be used to finance technological innovation to develop
improved methods for the utilization and conservation of energy
and other vital national resources. This aspect of the National Devel-
opment Bank’s function is particularly vital since the area of tech-
nological innovation is one which is chronically starved for credit
whether the economy is stable and prosperous or bordering, as it is
now, on depression. This is true because many large corporations,
which could afford the investments needed for technological innova-
tion, have little incentive to do so because they occupy such dominant
positions in their markets.

Congress should speedily pursue the matter of allocating credit to
priority areas through a National Development Bank and through the
monetary and regulatory mechanisms available to the Federal Re-
serve. Congressional action on this subject is desperately needed.



SUPPLEMENTARY VIEWS OF REPRESENTATIVE
HAMILTON :

The essence of the Committee’s majority opinion is that a program of
strong economic stimulus is needed to reverse the recession and revive
the economy, and I subscribe to that view. Fear of a large deficit or a
resurgence of inflation should not deter us from a program of greater
stimulus than the President has recommended in his economic and
energy proposals.

At the same time, I have some concern with the magnitude of the
stimulus suggested by the tax reduction and new expenditure figures
in the majority report. I find myself somewhere in between the only
slightly stimulative program of the President and the vastly stimu-
lative program of the majority report. For this reason, I do not
wish to endorse the specific receipts and expenditures figures in the
majority report.

The majority report also endorses several new social programs for
health care, housing, unemployment and anti-recession grants to State
and local governments. While I subscribe to the objectives of ‘these
programs, and may very well support them when they come before
the Congress for consideration, as a new member of the Committee,
I do not feel that I have examined each of them in sufficient depth to
endorse them unreservedly at this time. :
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SUPPLEMENTARY VIEWS OF REPRESENTATIVE LONG

In my opinion, this Report presents an accurate assessment of the
present condition of the economy, our most pressing national concern.
The proposed recommendations are the result of much testimony by
official and private economists, as well as-experts in a number of fields
relating to the economic management of the Nation. To me, it is both
important and significant to outline briefly how these recommendations
were reached. , :
. The Administration, in its Economic Report of the President for
1975, made recommendations which included the need for a strong

rogram to stimulate the economy. Experts and economists—both
emocratic and Republican, liberal and conservative—uniformly

. agreed that such a program of strong stimulus was needed urgently.

Consequently, I am of a mind to go along with these recommended
programs, especially in view of the overwhelming support for the
general approach that the Committee has taken.

‘We all must be reminded, however, that the line one must draw
between those policies needed to combat inflation and those policies
needed to combat recession—and the varying degrees of each—is |
extremely difficult to define, and the degree to which we must imple- °
ment these policies is equally difficult to ascertain.

Personally, I am concerned about the extent of the recommended
stimulus and, as I have indicated in the body of the report, I am con-
cerned about the size of the deficits for 1975 and 1976 that these poli-
cies of stimulus would create. My other concern, as indicated in the
report, is with the Committee’s posture on the subject of the oil deple-
tion allowance.

My reservations are partially alleviated, however, by the Commit-
tee’s use of “trigger mechanisms” that automatically implement poli-
cies as the need arises. I am referring particularly to the emergency
public service employment recommendations, which add on jobs as the
level of unemployment climbs. This mechanism is a sophisticated
method of defining the line between policies needed to combat inflation
and policies needed to combat recession, and it provides an appropriate
method of implementation as well.

Of course, we must be wary of any solution to our economic diffi-
culties that places sole responsibility on the shoulders of the Federal
Government. I am one who believes that the Federal Government
cannot do everything, that the efforts of State and local bodies are vital
to the success of any program, and that all Federal programs must be
carefully constructed to preserve the integrity and autonomy of State
and local governmental units. Also, we must encourage full participa- -
tion by our private business sector so that the Nation can benefit from
the many resources and capabilities of our free enterprise system.

Finally, T am convinced that public and consumer confidence is essen-
tial if we are to turn the economy around. I am confident that the
recommendations embodied in this Report can and will do the job,
especially, if they are expeditiously implemented, carefully monitored,
reviewed and revised as needed to meet changing circumstances, and
are given whole-hearted support by the American people.
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Minority Views
on the
| February 1975

Economic Report of the President®

4

* Senator Javits states: “I cannot agree with certain of the findings and coneclu-
sions of the Minority, specifically, as to how to and how much to reduce oil con-
sumption, the size of the deficit and the appropriate monetary policy to stimulate
the economy without rekindling inflation, and the best way to assist the unem-
ployed. Therefore, I have submitted supplementary views to discuss my own
opinions as to these matters.”

NoreE.—These Minority Views are not directly responsive to the issues and
recommendations included in the committee report. The extremely tight schedule
‘prescribed by law does not provide sufficient time for the Minority Members to
receive and analyze the report written by the Majority, and then develop views
based upon it. Consequently, as has been true in recent years, the two reports
have been developed concurrently, and the Minority’s Views are independently
based upon the 1974 President’s Economic Report, other messages and this com-
mittee’s hearings.
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I. INTRODUCTION

. By almost any comparison, 1974 has been a difficult year for the U.S.
economy and for the world economy as well. Economic news has dom-
inated world headlines in spite of significant political developments
in almost all parts of the world. The shock of the fourfold increase in
crude oil prices not only adversely affected economic life in 1974, but
will possibly be the most significant development of the decade with
respect to our standard of living. The effect of the massive transfer
of wealth to oil producing countries and efforts at home to control in-
flation induced partly by higher oil prices have combined with the
natural course of the business cycle to create a recession more severe
than any of the postwar period. These problems have been frankly
presented by the President in his budget message.

The details of our economic dilemma have been described by analysts
and politicians to an almost unprecedented degree; there is no want
of words to describe the afflictions of today’s economy. However, as we
view our Nation’s economy and the economic problems of the world
in general, we are struck by two disturbing distinct phenomena which
will influence standards of living and the role which we must expect
from government in the near and far term. o -

First, the world is undergoing a political crisis of leadership change
at a time when the economic and international problems facing us de-
mand the highest statesmanship and political strength. Witnesses be-
fore this Committee have expressed alarm at the seeming lack of public
confidence’ in institutions by Americans. In instance after instance,
political leaders of governments around the globe have been removed
from power. Only 10 of the 24 OECD countries, for example, have the

" same President or Prime Minister as they had at the beginning of 1974.
One characteristic of mature democracies has been the transfer of gov-
ernment accomplished in an orderly fashion. However, there is an
inevitable testing period when the policies of a new Administration
are not yet completely formed. Throughout the world, the past year
has seen many such periods of testing new policies, and the United
States is no exception. ‘

This political phenomenon is important to economic policy because
of its impact on consumer confidence. Many writers and analysts
emphasize the need for consumer confidence in seeing our way out of
our current economic dilemmas. ) ’

The second phenomenon is also related to consumer confidence. This
phenomenon has been analyzed in this Committee as well as in publi-
cations of other organizations. It is the extent to which increased taxes
have contributed to the current inflationary spiral. As we discuss be-
low, spiraling taxes are a problem which the American people have
visited upon themselves, but makes them no less serious.

A recent report of the Subcommittee on Consumer Economics of the
Joint Economic Committee found that higher tax payments in 1974
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outstripped all other price increases in consumer budgets this year.
The Conference Board has concluded that during the last 6 years
income and Social Security taxes have risen nearly 65 percent for the
average family while the cost of food, housing, clothing and other
goods and services has risen only 35 percent. The Conference Board
analysis indicated that the highest premium that a family pays now
to maintain the same standard of living it enjoyed in 1967, 1s the tax
premium. This premium is greater than the increase which a family
must spend on food, on housing, or on any other personal expegditure.
We are sure that this point has not been lost on the American tax-
payer. Whatever the trials of having to pay higher food prices, the
burden of having to pay even higher taxes must provide a clear
message that the role of government in this country has b
large and too oppressive too quickly for our own good.

nfortunately we have operated on only half of the Keynesian prin-
ciple over the last decade. That is, we have “primed the pump” and
had deficit spending to stimulate the economy during periods of slack,
but when we were operating at capacity with full employment, such
as during the latter years of the Vietnam War, we did not effectuate
tax policies which countered inflation and overstimulation.

Given the rather dismal economic scene, the goals for economic
policy in 1974 must be modest. We cannot hope to right the economic
wrongs of a decade within a single 12-month period.

The most we can realistically expect to achieve this year is to
lay a sound basis for a sustained, long-term, recovery. In this
regard, we would stress that what the economy needs now is a
slow, but strong and steady growth towards full employment
and capacity output so that we do not reinflate too quickly.

We are all too aware of the mistakes made by policymakers in the
recent past. We have always known that too rapid and unnatural a
governmental stimulus toward economic growth is self-defeating in the
Iong run. The lesson of 1972 is that if can also fail in even the short
run. The lesson of the past 200 years 1s that what made this country
great was not the ability of government to solve its problems but the
ability of individual Americans to create the largest free market econ-
omy in the world. That ability is a function of confidence that govern-
ment will not frustrate the rewarding of individual initiative.

Annvra FAan
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II. FISCAL POLICY

* The course of fiscal policy during the next one and a half years will
be very important in determining the nature of government activity in
the economy for a decade or more. This is because the need for fiscal
stimulus, with which we do not take issue, could be confused with
the need to enact large new spending programs or permanently in-
crease those in existence.

The President has proposed a $53.7 billion deficit for fiscal year
1976, and the combined fiscal 1975 and 1976 budgets are planned to
have & combined deficit in excess of $80 billion. Frankly, we are
alarmed at the size of this deficit, even though we realize that there
is a_good theoretical basis for it and that the full-employment budget
projections show a substantial surplus for each of these years. Wit-
nesses before the Committee have split on the issue of the optimum
size of the deficit, but we take seriously the recommendations of the
Federal Reserve Chairman Arthur Burns that Congress should strive
to hold spending below the level projected by the President.

As a practical matter, government spending is likely to be consid-
erably in excess of the $351.2 billion total on which the $53.7 billion
deficit figure was based. This is because the 1976 Budget does not
cover an estimated $11 billion of off-budget items; nor does it include
$15.3 billion in rescissions and deferals which were advocated by
the Ford Administration in the fall of 1974, but which the present
Congress is unlikely to enact.! ’

These facts indicate that Congress must watch the overall
budget figures very closely as it enacts appropriations measures
during the coming months. In this setting, we believe that if we
must tolerate huge deficits, because of the need to ameliorate
the hardship posed by high unemployment rates, then these
deficits should be focused on extended unemployment compen-
sation benefits, public sector jobs, and other such measures that

" will bring relief to those persons who suffer most from the

current situation. A

We fear that a Congress obsessed with painless, short-term solutions
to the current economic problems will add too casually to the deficit
already proposed either by ineffective increases in spending, over-
riding rescissions of wasteful programs or both. ,

The Congress must give careful consideration to the spending
levels suggested for fiscal year 1976 in the President’s Budget
because our political system places the budget initiative with
the President. But Congress also has an opportunity and a re-
sponsibility for initiative as well.

1 At this Committee’s Annual Hearings, Donald T. Regan, Chairman of Merrill,
Lynch & Co., Inc., indicated that we cannot have much more than $75 billion of
deficit financing in fiscal year 19768 without crowding out private borrowers and
having a severely retarding affect on economic recovery.
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We are now in a war against depression and against the energy
crisis. The seriousness of this situation dictates that Congress
carefully establish its own priorities and determine jointly with
the President spending levels for fiscal year 1976 as the year
and the economic energy situation develop. Just as the President
has approached his budget responsibility, we strongly believe
that Congress must use every discipline within its power to hold
spending to reasonable levels and to the extent consistent with
economic recovery, we must look to new revenue sources such
as increased luxury taxes to finance additional expenditures.

Our second concern with the President’s Budget lies in the extent
to which the Federal Government is becoming increasingly “locked
in” to Federal programs which inevitably compound their costs over
the years. So called relatively uncontrollable outlays now account for
74 percent of all budget outlays compared with 64 percent 5 years
ago. This suggests that Congress has been making larger and larger
claims upon our future resources, creating an overhang of spending
proposals to be forced- on future Congresses and Administrations.

Another way of describing this phenomenon is to chart the extent
to which the Government, as it enters a fiscal year, is encumbered
by unspent authority which has been enacted in previous years. The
record shows that the Federal Government is suffering increasingly
from a “fiscal overhang” of unspent authority which threatens in the
long run to severely limit our options and which guarantees in both
the short and long run that the Federal Government will have a
dominant and not necessarily beneficial effect on the nation’s economy.

The proportion of unspent authority to outlays has changed sub-
stantially during the past 10 years, growing from 113 percent.in fiscal
year 1971 to a proposed 141 percent for fiscal year 1976.

We can only hope that unspent authority as a perceit of current out-
lays will fall still further in future years, and that we can thus undo
the “foot in the door” techniques of past budget planners. With these

ints in mind, we strongly urge that the Congress scrutinize carefully
all authorization and appropriations measures with the view toward
scaling down or eliminating those programs which imply a commit-
ment 1n the future years which we cannot afford.

On the revenue side, the Ford Administration has proposed $16
billion in temporary tax cuts, through a 1-year increase in the invest-
ment tax credit and through a $12 billion rebate measured by 1974 tax
liabilities. The Administration package also includes a series of energy
excise and windfall profits taxes, which would be passed through to
consumers by means of permanent changes in the tax code; these per-
manent changes would be designed primarily to benefit low- and mid-
dle-income taxpayers.

We support the swift enactment of temporary tax cuts to in-
dividuals and corporations to stimulate the economy.

Although we may differ on the exact form of the President’s pro-
posal, the advisability of a tax cut and its general size are matters we
agree upon fully. We urge immediate passage of the personal tax cut as
a means of helping restore consumer purchasing power and of impart-
ing a sense of certainty and confidence about the future of the economy.
The 1-year increase in the investment tax credit is required, we believe,
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in view of the downward trend in capital spending plans and the need
to continue to modernize this country’s physical plant. :

'~ With regard to the President’s energy tax and permanent
reduction proposals, we believe, as we discuss more fully below,
that the timing of any tax on imported petroleum products is
as important as the principle of a tax itself,

We are concerned lest a sudden increase in the price of gasoline and
other products cause dislocations as severe as the ones we have already
experienced with regard to previous price increases. On the other hand

'we believe that tax reform in the form of advantages to middle- and
low-income taxpayers need not be tied to energy changes, We are con-
fident that Congress will continue its work which was begun last year
on reform of the personal income tax. : :



III. MONETARY POLICY

The Federal Reserve was the major government influence in the
economy during 1974. During this past year, the monetary aggregates
decelerated significantly in keeping wit. poiicy aims of slowing both
the expansion of total spending and the rapid rise in bank cmiit. In
that year, the monetary aggregates grew at a slower rate than during
1973, even with taking 1974’s higher inflation rate into account. On
a real basis, the Fed’s monetary policy was actually tighter than the
numbers imply, because the real growth in the money supply declined
one to two percent from 1973. ,

In 1975, it is quite likely that the course of monetary policy will again
be one of the prime influences on the economy. The projected budget
deficits for fiscal years 1975 and 1976 have drawn attention to the
need to relate Federal Reserve monetary policy to the Treasury bor-
rowing patterns. Several times during the Annual Hearings of this
Committee witnesses were pressed to give their opinion as to the
rates of money supply growth which would be most called for this year
to meet the needs of current and future economic conditions. Answers
varied and there were differing views on the impacts different policies
would have on financial markets. But the issues which seem to emerge
with regard to monetary policy centered about the optimum rate of
money supply expansion (not whether to expand, but how much) and
the extent to which the Congress should participate in the formulation
of monetary policy. ,

We note that several proposals have been made in the Congress
to compel or to attempt to persuade the Federal Reserve to follow
certain money supply growth patterns. While we believe that a
constructive dialog between the Congress and the Federal Reserve
is desirable, we strongly oppose any legislation which would
compel the Fed to a particular course of monetary policy set by
Congress.

There is no analogy with fiscal policy. The impression of Congres-
sional control of fiscal policy through appropriations measures does
not begin to approach the delicate kind of control needed over monetary

licy. Even so, there are those who seek legislation to try to give
gzngress such control over monetary manipulation. At the present
time, setting fiscal policy is imprecise. It is still influenced largely
by the Executive Branch, through the scheduling of payments, de-
ferrals, rescissions, etc. With the enactment of the Congressional Budg-
et Act, Congressional control over fiscal policy can become more of a
reality, though there are those of us who are pessimistic about the
prospects for success. The political bias of a fiscal policy set by Con-
gress always is toward the deficit or expansionary side, even though
economic t}geory and logic tells us expansionary fiscal patterns are not
always advisable. Similarly, any Conﬁressional effort to set monetary
policy would almost surely be politically tilted toward expansion, even
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though economic theory and Ilo, c tells us that expansion of the
money supply can be as undesirable in many circumstances as uncon-

. strained 1 expansion.

It should also be noted that Congress is forever-tardy in actually
completing its action of fiscal policy questions. Is there any reason
to feel it would act in more timely fashion on monetary policy—even
though morietary actions must be more carefully timed and delicately
tuneg ? On the contrary, the very sensitive relationship which-exists
between fiscal arid monetary policy and which would have to be em-
ployed by the Congress in any exercise of control over macroeconomic
policies generally go_es not appear to be within the ability of Congres-
sional exercise. The Budget Act provides for fiscal oversight starting

. with the fiscal year 1977. Only when Congress has established a suc-

cessful record under that law should it consider the ways in which
it might have an increased voice in the conduct of monetary policy.
' With regard to monetary influence this coming year, we view with
some concern the financial needs which will have to be satisfied in 1975.
Not only will the borrowing requirements of the U.S. Treasury reach
record levels this year, but the need of corporations to improve balance -
sheet positions, the clear depression in the housing market, and the
liquidity situation in our financial institutions will all require a
marked degree of monetary ease. _ ,
" The particular money supply growth rates which these conditions
might suggest have been projected by witnesses before this Committee
at anything from 8 to 12 percent. The Data Resources Econometric
Model implies that a policy of 8 percent M* growth produces an eco-
nomic recovery scenario which makes headway against both unemploy-
ment and inflation. ' ‘
Federal Reserve Chairman Arthur Burns testified that a 10
to 12 percent growth target for M? and an 8 to 10 percent target
for M* were “too large” for long term success in achieving eco-
nomic stability. Though such an expansionary monetary supply
might help employment and even inflation in the short run, the
long range impact toward inflation was so great as to be undesira-
ble. We tend fo agree. At the same time he stated that the Fed

keeps an open mind on the subject. So do we.

With these considerations and with our own recommendations
in mind for a more restrained fiscal policy, we believe that money
supply growth rates should be at the low end of the scale which
has been discussed above. :

However, we believe that it is important to emphasize the monetary
stimulus in 1975 must keep a watchful eye on unemployment and
industrial malaise and be prepared to act. or react as the situation
merits. It is important to note that the United States went into this
recession after 8 years of unusually high inflation, unlike the extended
era of relative price stability which preceded the Depression of the
1930’s. Therefore, one might wish to be cautious about the inflation -
danger waiting to be rekindled in this situation which was not present -
in the United States in the 1930’s. Our situation now has more parallels
with the Weimar Republic Days in Germany in the late 1920’s than
anything else—including a certain lack of confidence in government’s
ability to do anything well, including manipulate the economy. Ob-
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viously, there are a bgrea't many more cushions and ' restraints and
precautions built into our system today than wastrue in the America
of the “Thirties” of Germany in the Weimar days. But even so, con-

fidence in oneself may exceed confidence in government in a post-

Watergate America. ) A

The implications of this situation for tax, fiscal and monetary policy
are clear in terms of not locking ourselves in at this time to expensive,
long-range programs of government control or undue government
domination of economic decision-making vis-a-vis the Gross National
Product. Tax policy should not. stifle individual initiative. We also
emphasize that monetary policy be directed at a substantial diminution
of inflationary pressures as well as at progress against the very real
and unacceptable level of unemployment. The consequences of failing
to make headway against inflationary pressures are too dire to enable
us to advocate a monetary policy which does not contemplate reducing
inflation as one of its primary goals. At the least, an accelerating rate
of inflation would substantially lower real wages and salaries, thus
once more reducing the standard of living of most Americans. At the
most, failure to come to grips with inflation in this country could also
seriously weaken the strength of the dollar abroad which would
further delay U.S. economic recovery.



. IV.ENERGY

Perhaps the most controversial aspect of President Ford’s anti-
recesSion program is his energy package. Twenty-one separate recom-
mendations are included in this package. Among them are: tax cred--
its to residential homeowners for improving insulation; standards to
increase automobile gas mileage; tax changes to encourage invest-
ments in electrical utilities; the expansion of Federal leasing activi-
ties; deregulation of old oil and all natural gas; and the imposition
" of import fees on crude oil and crude oil products. -

The primary goal of the President’s program, which also includes
domestic stockpiling of oil, is to cut our dependence on imported
crude oil by 1 million barrels a day by the end of 1975 and by 2
million barrels by the end of 1976. Other goals include creating a bene-
ficial climate for investment in synthetic fuel processes, and discourag-
ing consumption by the price méchanism, but rebating taxes to munici-
paﬁ and low- and middle-income consumers so as to stimulate the
economy. The energy measures, of course, have been necessitated by
the economic drain resulting from the fourfold increase by OPEC
countries in the price of crude oil ard by the realization that national
and international security requires us to become less dependent on
foreign sources of supply. o

The economic implications of these goals and the forces which
have caused us to reassess our energy policies are profound. At
the very least, they involve direct costs {0 American consumers

" either through the diversion of resources to pay the increased
price of crude oil imports or the increased cost of market-priced
or excise taxed domestic oil. In addition, there will be some
economic restructuring as a result of efforts to increase domestic
oil production to enable this country to become more energy
self-sufficient. :

At the consumer level, higher energy prices take a substantial bite
out of workers’ earnings; and the President’s conservation program
with its goal of a reduction in petroleum imports by 1 million barrels’

" a day by the end of this year implies that consumers will be forced

to change their patterns of energy consumption.

It is clear that the policies for change of this magnitude (one-sixth
of our consumption this year) must be designéd for the long run.
Short run policies aimed at suppressing demand through creation
of an artificial shortage by mandatory rationing or by a system of
quotas are not likely to be sustainable. Unless American consumption
habits are permanently adjusted, it could only postpone the day of
judgement. In developing solutions to our energy problems, we can-
not afford to wear ideological blinders, but mast look at all options.
Our response must be a mechanism which cannot be interrupted or
frustrated by OPEC countries. With these considerations in mind,
we have the following observations and recommendations with regard
to the domestic aspects of the energy situation.
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At the outset, we believe the energy situation is a problem
"of the greatest significance which must be dealt with quickly

and firmly. The consequences of failing to act on the energy
situation will create even more long range inflationary problems
as this country becomes geared to the price strategies of OPEC
countries. This in turn will make’ Americans subject to a recur-
rence of recessionary pressures if the United States attempts to
adjust to still higher oil prices or is faced with another embargo.
The results of a dependent oil economy will be a severe erosion
of confidence in' Government economic policies as consumers
see their economic situation tied to the policies of foreign oil
producers. '

Second, while we may have reservations about individual aspects
of the President’s program, we believe that this program is the only
comprehensive plan available to date. Therefore, it must be the basis
for debate. We believe the President has made an honest attempt to
develop policies which will sustain this country in the long-run.

To the extent that decreased consumption of energy is called
for, we support the “rationing” of energy through the price
mechanism rather than through direct means such as allecation
or rationing, although we believe there is room for debate on
the abruptness with which price adjustment should be carried out.

Thus, we agree in principle with the eventual deregulation of nat-
urdl gas and old oil, although again we emphasize that the gradual
phasinge in of such deregulation of prices is a matter of some impor-
tance. Too sudden an increase in the amount of dollars being absorbed
in consumer spending by such a universal product as petrolenm and
gas can have a.depressing effect on economic activity in other areas
and, therefore, on demand and employment in all sectors.

While expressing our preference for utilizing the price mecha-
nism as a primary means for rationing energy supplies, we are, -
nevertheless, concerned whether the price mechanism alone can
handle the present problem. - v : K

For this-reason, we believe that the Administration must keep its
options open with regard to modifying its energy conservation meth-
ods or to investing in more ageressive efforts to find energy alterna-
tives. We also approve of the President’s announcement that he will
maintain contingency plans for emergency rationing, should the need
arise. :

~Several of the. President’s proposals involve incentives for
voluntary conservation efforts, and we stress the importance
of providing these proposals as part of an overall energy package.

Although we do not believe in energy conservation for its own sake.
there is no escaping the fact that dependence on foreign sources of
energy carries strong political and economic implications. The outflow
of petrodollars from the U:S. economy amounts to a drain on U.S.
resources, exceeding $100 annually for every person or about $450 per
family, a decline of over 3 percent in U.S. living standards. Petro-
dollars which are used to purchase goods and services represent a
present claim on U.S. resources, and petrodollars which are utilized
for investment in this country constitute a future claim. While ex-
cessive cutbacks on the use of energy have already had an adverse
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effect on domestic employment, and could have serious future im-
pacts, failure to start now at restructuring our energy usage pat-
terns in order to achieve greater independence could result in a devas-
tating transfer of economic resources out of this country. For these
reasons, we strongly endorse the President’s, proposals for insulation
standards and the tax credit for improving the thermal efficiency of
residences through installing insulation, storm windows, etc. We also
applaud the successful efforts which have been made by the Admin-
- istration in obtaining commitments from automobile manufacturers
. to improve the full efficiency of autos in this country. : ’
We would support mechanisms to further this purpose as
necessary. Ny _ C
. We stress the importance of enacting some amendments to the
Clean Air Act, particularly the proposals which would impose most
aspects of the California Standard on 1977-81 model year automobiles.
n conclusion, we again stress that action on the energy front
is required now. While we recognize that individual members of
Congress may disagree on certain particulars of the President’s
program, the fact is that this program is goal-oriented, compre-
hensive, effective and the only one in existence. If this country
is serious about developing a capability for dealing withk the
energy problems of the 1970’s and beyond, it must enact and im-
plement a carefully designed program to adapt this country to a
long-term goal of energy conservation. and increased self-
sufficiency.




V. PRODUCTIVITY

In 1974, productivity in the private economy actually declined by
2.7 percent. This is the first such decline in our country since we
started compilin% productivity figures. .

While some of our poer productivity performance in 1974 can be
ascribed to’ the. peculiarities of the business cycle, some can only. be
explained, we believe, by cerfain, disturbing iong-range trends in the
American economy and its society. Since the end of the post-World
War II adjustment period, output per man-hour in the total private
economy—one of the commonly accepted measures of productivity—
has increased at an average annual rate of 2.9 percent. However, in
recent years, this average has grown smaller and smaller; the corre-
sponding figures for the last 20 years is 2.6 percent, it is 2.1 percent
for the last 10 years, and only 1.6 percent for the last 5.

It is not surprising, then, that the productivity performance in‘the
United States also compares unfavorably with that in other coun-
tries. In fact, productivity growth in the United States since 1965 in
the manuiacturing sector (the only sector. for which -international
comparisons are available) is the worst in all the OECD countries.

The importance of productivity in bringing the U.S. economy back
to a healthy state cannot be overestin:ated. According to a recent
study published by the National Commission on Productivity, im-
proved productivity has a direct relationship to controlling the rate
of inflation. In a more general sense, productivity gains are the only
way in which this country can achieve higher standards of living from
our finite i sources. In the international arena, good U.S. produc-
tivity performance ensures the strength of the dollar abroad and our
ability to purchase needed imports at reasonable prices.

Conversely, continuation of our poor productivity performance
could have adverse effects on the economy. With output per man-hour
actually declining, wage increases are not being absorbed at the pres-
ent time by more efficient work methods, and must be passed directly
along to the consumer. This phenomenon is reflected in the Ford Ad-
ministration’s rather pessimistic projections of cousumer price ac-
tivity in 1975. Similarly, we are depriving ourselves of a better stand-
ard of living through our poor productivity performance. Had the
rate of productivity growth in 1974 been at the postwar average, it
would Lave added $80 hillion to the Gross National Product, or an
amount almost equal to the entire defense budget. In the international
money markets, declining output per man-hour contributed to the
weakening of the dollar vis-a-vis virtually every other major cur-
rency during 1974, ‘

In his January 14, 1975, address on economy and energy, Presi-
dent Ford stated that “at the heart of our problems is the need to im-
prove productivity. * * * The maintenance of our historic role of
productivity growth is a vital factor in the broader task of achieving
a less inflationary and more stable economy.” We fully agree with
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the President both as to the diagnosis and the goal, and with these
considerations in mind we make the following recommendations:

First, be believe that the Federal productivity effort has been
grossly deficient to date. The National Commission on Produc-
tivity has been seriously underfunded ever since its inception,
having been budgeted for less than its authorization and having
received less than the requested amount.

Furthermore, the Commission itself has done little in the way of
actively promoting  productivity improvement, and it should be
adapted to fit this very important role. In those areas where the
Commission has taken an active role, notably in the encouragement
of unit trains from California to the East Coast, we note that signifi-
cant success has been achieved, not only in establishing new techniques
for productivity improvement but also in promoting competition in
the private sector. The unit train concept, for example, was imple-
mented by competing railroads as.soon as the Commission had en-
couraged one set of lines to adopt theidea. -~ - : c

Second, we believe that any Federal productivity effort must
be made jointly with the private sector. , S

Thus, we believe that the form of the Productivity Commission
should be changed to be jointly funded by the Federal and private
sectors as a center for productivity improvement. If private con-
tributors were to accept a responsibility in such an operation, it would
be an investment well spent. Such 2 joint commission should be
charged with actively promoting productivity improvement in the
Federal and private sectors, by proposing and.offering comments on
legislation which affects productivity, and by mounting a broad pub-
lic relations campaign to inform Americans of the very vital role
which productivity plays in increasing our standard of living. - :

Third, within the Federal Government, the President should.
implement a system of incentives for productivity improvement.

This recommendation is similar to one which’ was made in our
interim report, “An Action Program To Reduce Inflation and Re-
store Economic Growth,” and is as valid today as it was last fall
when it was published. Such a system, if effectively administered,
could go a long way toward improving the efficiency of the Federal
sector, stabilizing tax rates and insuring Americans that their tax
dollars are being well spent. =~ ‘ '

Fourth, business and government should be encouraged to
establish labor-management committees at the unit, community,
industry and national levels as a means of promoting productivity
through improving the quality of work. . '

The few examples of efforts to improve the quality of work in
this country indicate that significant productivity improvements can
be made through attention to the factors which motivate people to
do better jobs, and by promoting employvee responsibility and inde-
pendence in the work place. At a time when our labor force is
more than twice as well educated as it was only-30 years ago, we are
still employing methods of work which existed in the 19th century.
We urge that the Federal Government and forward looking business
leaders make a special effort to spotlicht successful cases of improve-
ment in the quality of work and to demonstrate that this aspect of
productivity improvement can be successfully implemented.




VI. EMPLOYMENT * o

Clearly the employment situation is the number one issue of 1975.
During the past year unemployment has climbed more rapidly than
in any other similar postwar period. The jobless rate now stands at
the highest point since 1941. There is evidence to suggest, further-
more, that the rate would be higher but for the numbers of persons
who have withdrawn from the labor force for lack of suitabie job
opportunities, a condition which presumably existed in 1941 as well.

A number of factors make the present situation especially ominous.
First, the onset of the steep rise in unemployment during the third
and fourth quarters of 1974 was almost totally unforeseen by both
government and private economists. At midyear, 1974, most major
econometric, forecasts projected that unemployment would not rise
above 6 percent in 1975. By the beginning of this year, the same fore-
casters were predicting an approximately 8 percent average unem-

ployment rate for 1975, and the lowest of these forecasts was 7.2 per-.

cent. In the interim period, forecasters have been revising their
projections to reflect the pessimistic data which has been produced
each month, and these pessimistic revisions continue to this day.

Second, the coincidence of high unemployment rates and high
inflation means that any efforts to reduce unemployment must
be taken cautiously and over a long period of time. The Admin-
istration’s unemployment projections which appear so pessimis-
tic, are, in fact, consistent with a price scenario which envisages
4 percent inflation in the year 1980.

Third, the amount of long-term unemployment indicates that
temporary programs for solving the unemployment problem
may not be sufficient.

The percentage distribution of long-term unemployment (15 weeks
or more) indicates that the long-term unemployed are becoming a
larger and larger portion of the ranks of the jobless. The number of
long-term unemployed as a percent of the unemployment rate now
stands at the highest it has been in more than 10 years. Another way
of looking at this problem is to investigate the average duration of
unemployment, which has also climbed sharply in recent months. It
now stands at 10.7 weeks, up more than 114 weeks from 1 year ago.

These conditions suggest that a multipronged approach to the
unemployment -problem must be undertaken if we are to make any
headway. ’

We strongly recommend the establishment of a major program
to provide jobs through the public sector to cope with the unem-
ployment created by the current recession.

Such a program should be administered through the facilities estab-
lished by the Comprehensive Employment and Training Act. Charac-
teristics of such a plan should include (1) a trigger mechanism
designed to release more funding if the unemployment rate climbs
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beyond certain levels, and to phase the Frogram out as the unemploy-
ment rate is reduced to more acceptable levels. (2) The provision of
transitional, as opposed to permanent jobs. The program should be so
designed that persons provided employment can quickly find jobs in
the private sector as the economy gains strength. (3)- There must be
a provision for jobs under such a program to provide useful services
as opposed to “makework.” According to findings published in the
April 1974 “Manpower Report of the President” only 22 percent of the
funds expended under the Emergency Employment Assistance Pro-
gram over the period April 1971 through June 1973 were devoted to
public sworks projects; the remainder of the funds were aimed at edu-
cation,-law enforcement, health, and other sectors. .We.believe that
future public sector employment programs should be similarly diversi-
fied, so that a full range of public sector needs.can be satisfied. (4)
The program must be supplemented by public employment plans at
the State and local level which can be quickly implemented. Unlike
a major public works program, the emergency public sector jobs
program must respond to temporary phenomena so that it can be
quickly implemented and efficiently phased out. S

Because we believe that the unemployment situation, and es-
pecially the long-term unemployment situation, is relatively un-
usual, we believe that special efforts must be made to supplement
the transitional public sector jobs approach. For this reason, we
believe that the Federal Government must make a special effort
to increase funding, through the Job Opportunities Program or
other suitable means, for longer term employment projects of

. alaborintensified nature.

For example, the Department of Commerce has identified more than
15,000 labor-intensive projects in the Federal Government which could
be expanded in order to provide increased employment opportunities.
The amounts involved total $20 to $30 billion. The Department of De-
fense alone has $1 billien in deferred maintenance and repairs which
could be implemented through such a program. The Appalfachian Re-
gional Commission has $258 million of projects for increased employ-
ment which it could implement on relatively short notice. The rail

" rights-of-way of Amtrak and the proposed Conrail system could be

modernized under such a program without the necessity for compli-
cated planning. : o

. Again, as in the Public Sector Jobs Program, we believe that
this increase in Federal activity should be temporary, and should
provide employment opportunities only so long as private sector
opportunities do not exist. :

However, we believe that if labor intensive projects such as we have
mentioned can be given Federal assistance, the effort could serve a
dual purpose of providing useful services as well as employment. In
the rail transportation area in particular, we believe that the present
economic circumstances affords an excellent opportunity to modernize
the national passenger network and the northeast corridor for high
speed, efficient, intercity transportation. .




VII. REVENUE SHARING

With the energy and economic proposals of the President and Con-

ess at the center of our national focus, it is important to consider the
status of Staté and local governments. Revenue Sharing was passed
during the 92d Congress with the hope that the fiscal imbalance be-
tween Federal and State and local governments could be, substantially
1mproved. A -

- At the time of General Revenue Sharing’s initial passage, the bur-
den on State and local governments was substantial. State and local
governments spent *—

* 98 percent of all publie funds spent on education
82 percent of the funds going to welfare;
71 percent of health amgl hospital expenditures; and
75 percent of public housing and urban renewal outlays.

Historically, the capatity of the Federal Gévernment to raise rev-
enues through the progressive income tax placed the State and local
lével in the role of supplicant to the Federal level. '

The plethora of categorical grant programs of the early 1960’s was
one approach to the fiscal problem of State and local governments. But
by the end of that decade, it was clear that categorical grants had
failed to meet the diverse needs of the State and local units of
government.

The enactment of Revenue Sharing in 1972 culminated an arduous
legislative debate that had begun in the 1960’s. The theoretical base
on which the bill was enacted has only changed in degree. There is
%ill a disparity between the taxing and borrowing capacity of the

ederal Government vis-a-vis the State and local governments. While
the financial status-of State and local governments improved some-
what in 1972 and 1973, inflation and the cost of energy have virtually
eliminated the position of “fiscal luxury” in which some States were
thought to be.

Recent data from the Department of Commerce shows that on a
national income accounts basis, State and local governments enjoyed a
$4.8 billion surplus in the first quarter of calendar year 1973. By the
second quarter of calendar year 1974, a- deficit of $7.7 billion was in
existence. The Department of Commerce estimatés that the fourth
quarter 1974 figures will finally show a deficit of $10 billion.?

Complicating this turn around in the fiscal status of State and local

overnments is the increased cost resulting from the current recession/
inflation. Unemployment, welfare payments. and diminished sales and
income taxes exacerbate the financial plight of State and local
government. ‘ .

*Source: U.S. Congress, House of Representatives, Committee on Ways and
Means, General Revenue, Sharing, 92d Congress, 1st session, 1971, pp. 1026-1027.
?Source: U.S. Department of Commerce, Social and Economic Statistics,
Bureau of Economic Analysis, “Survey of Current Business,” November 1874.
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Under these conditions, Congress, in all g&od conscience, cannot
fail to enact a continuation of the General Revenue Sharing legis-
- Revenue sharing entitlements under Public Law 9$2-512 will amount
to over $30 billion for the-5-year entitlement period of the program.
Given the current state of the economy, and the impact it is having on

- tax receipts at the State and local level, the relatively unencumbered

nature of revenue sharing assistance is of substantial benefit.

The most significant reason for initiating revenue sharing was to
provide more economic and equitable methods of distributing Federal
assistance to local communities. Most local governments have enthu-
siastically endorsed the results of the program.

General Revenue Sharing was devised because ‘“need” can be de-
fined differently in different places. For example, in Newark, N.J., the
bulk of general revenue sharing funds in 1973 were utilized to stabilize
property tax rates. This was a priority for Newark in order to main-
tain businesses in the downtown area. This, in turn, generates greater
tax activity in the urban area which can only assist the State of New
Jersey and the City of Newark in meeting the service requirements of

_ their residents.

Revenue sharing was adopted under the banner of “Fiscal Fed-
eralisin.” This term was meant to demonstrate the commitment of the
Federal Government tc a maintenance of viable and vital State and
local goyernments. _

The United States’ current economic malaise calls for an “Economic
Federalism.” The reenactment of General Revenue Sharing before it
expires on December 31, 1978, should be.a top priority for the Con-
gress and the Administration. )

In recommending the renewal of revenue sharing, it is important
to clarify several points:

(1) Flexibility of revenue sharing entitlements is the underpinning
of its successfu{7 continuation. The less restrictions placed on State
and local use of revenue sharing. the more likely it is that éeffective
economic recovery programs can be initiated and continued by State

" and local governments.

(2) Local needs will vary from locality to locality. Thus, the use of -
revenue sharing funds as a means of stabilizing local property taxes
is consistent with the theory of federalism which should encourage
creative diversity in its public policy as much as it has tolerated
diversity among 1ts people.

(3) The monitoring of revenue sharing has proved to be a source of
considerable controversy between the advocates of the “no strings.
attached” philosophy and those who believe that the full impact of the
Federal enforcement authority should be used when distributing reve-
nue sharing funds. The Office of Revenue Sharing, the Department
of the Treasury, and the Department of Justice are currently examin-
ing the civil rights provisions of the revenue sharing legislation to
determine the most effective means of enforcing them. Regulations
should take the form which enable the Federal Government to fully
enforce the civil rights provisions of the bill in those cases where dis-
crimination is apparent. This can be accomplished without injuring
the basic goal of the program which 1s to assist State and local govern-
ments to do those things the recipients deem important.
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(4) We reaffirm that general revenue sharing is a viable political
concept and can be supported on that basis alone. A Brookings study
has concluded that in approximately half of the jurisdictions covered
in its detailed research, revenue sharing resulted in an increased public
awareness of the State or local budget process and increased activity
on the part of public interest groups. This is, we believe, the ultimate
tﬁes(t1 of revenue sharing, and we are encouraged by these preliminary

ndings.



_ VIII. AGRICULTURE

- In general, we support the direction in which farm policy and farm
programs have been moving in recent years—particularly since the
new farm program wasenacted in 1973. .

We favor freeing American agriculture from the traditional
government farm support programs and moving it toward reli-
ance on the world marketplace, while still poviding farmers some
income protection. We favor freeing farmers from production
controls and allowing the American farmer to -get increased
return in the marketplace. ' .

We are certainly conscious of farmers’ fears that bumper crops in

1975 could result in depressed prices. Prices have been declining on.

- commodity exchanges since October, and January 1975 was the third
_ consecutive month of decline in prices farmers receive. Lower farm

prices have intensified pressures to rewrite the 1973 farm bill this year

to such a course of action fear that substantial increases in price
guarantees and support-loan levels for feed grains, wheat and cotton
could stimulate production artificially and further obligate the Gov-

-toward higher target prices for wheat, corn and cotton. Those opposed

ernment to billions of dollars of additional expfenditureys,ip. years to

come for price supports and storage. S RS

Some farm groups, not having faith in the legislative and executive
branch processes, have even called for farmers to cut back their plant-
ingf1 this year in order to reduce supplies, hopefully to get prices
higher. P v

%Ve strongly support the movement in American agriculture
in the direction set by the Agriculture and Consumer Protection

Act of 1973 toward a market orientation for American agriculture

and away from government support programs, while still pro-
viding a basic degree of income security for farmers. Any changes
written into a new farm bill during this Congress should reflect
this hasic orientation. Though there may be just cause for some

~higher price guarantees, we would urge they not-be so high as

to distort the market mechanism, We should also change the laws
for rice, extra-long staple cotton and peanuts to have these crops
also directed toward the free market approach established for
wheat, feed grains and cotton in 1973. We strongly urge American
farmers not to cut back on their planting intentions this year as
we foresee sufficient demand both at home and abroad to justify
full production. =

Increasing food demand in a world where some countries are suf-
fering from acute food shortages, has led to calls for some kind of
international system of food reserves. This was apparent at the World

never an issue as the United States basically acted as the world’s re-
serve in times of need. However, with demand and supply for U.S.
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production coming closer into balance in tlie past 2 years, the United
States no longer has a cushion which can automatically guarantee food
assistance wherever and whenever needed in the world.

To date the U.S. Government has agreed in principle to some form
of international grain stockpile to provide reserves for emergency
situations in the world. The questions in agreeing to details of a grain
reserve system include :

What countries should share in the costs of maintaining stock
and where should they be held ?

Should U.S. reserves, if any, be in government or in private
hands? ,

Is the goal of food reserves to alleviate shortages or also to

. stabilize prices?

Although there are many details to be worked out in the future,
we favor the following principles regarding any system of inter-
national food reserves. '

We feel that all participating countries, both food exporters
-and food importers, should share in the storage ard cost of food
reserves. Reserves could be internatiorally coordinated, but
should be nationally heid. The main focus for any U.S. reserve
system should be on providing a cushion for emergency needs at
home or abroad, not on having a reserve to stabilize prices. We
feel that any U.S. reserves should be maintained in private hands
rather than in strictly government reserves. Some mixed system
might be possible. Along with a reserve system there should be
great emphasis placed on technical assistance to other countries,
particularly food deficit areas to improve agricultural production
to help the world meet its food needs on a nation by nation basis.
Technical assistance and information on population stabilization
measures should also be an important part of such a program
to enable countries to become food self-sufficient.

Exports of agricultural commodities are vital to American farmers
in order to increase their income and to the Nation as a whole with
regard to its balance of payments. We need overseas outlets for a large
part of our crop production. In fiscal year 1974 the United Scates ex-
ported $21.3 billion of agricultural commodities which had a net favor-
able impact on the balance.of payments of $11.8 billion. For fiscal
year 1975 agricultural exports are projected to be $22 billion with
again an over $11 billion favorable impact on the U.S. balance of
payments. To say this country needs this balance of payments surplus
1s obviously an understatement.

Uncertainties in the past 2 years regarding U.S. policy toward
agricultural exports have led to great turmoil in the agricultural sec-
tor of the American economy and have led to fears that farmers would
not be able to export freely. Major actions of the past 2 years have
included the soybean export embargo imposed in 1973, the October,
1974 government cancellation of grain sales to the Soviet Union, and
the setting up last fall by the Department of Agriculture of an advance
approval system for export sales above a certain level. All of these
actions tend to disrupt world agricultural produce trade, give the
United States the reputation as an unreliable supplier and reduce the
revenues generated from foreign sales. Even the talk of export con-
trols can be price depressing at home and disrupting abroad. Fortu-
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nately, the Department of Agriculture recently eliminated the prior
approval system and will now allow, without prior approval, grain
export sales. : :

Agricultural exports are vital for income to the American
‘farmer-and to balance the United States payments abroad to
badly needed imports such as oil and other vital raw materials.

Assuming that our recommendations on foodstock reserves are
adopted, we cannot see the need for a comprehensive system of

export controls as a principle of U.S. policy. However we do favor -

full disclosure of export sales and encourage continuation of the
Department of Agriculture monitoring system for informational
purposes. We applaud the elimination of the prior approval
system. _ .
The price spread between the farm value of commodities and their
retail cost increased 18 percent during 1974, with milk and bread price
spreads up to 17 percent. Though nonfarm costs of beef and pork re-
mained fairly stable over the year, the farm value and retail price of
-pork continued to climb in the third quarter as beef prices and beef
farm values steadily declined. Thus, though retail prices to consumers
increased around 15 percent during 1974, benefits to farmers were
uneven and unreliable. The major contributing factor to the higher
retall prices was the increase in labor costs throughout the nonfarm
handling process. Additional increases were.due to escalated trans-
portation, processing, packaging and slaughter expenses. Also con-
tributing to the consumer price increases were a variety of government
regulations; such as Occupational Safety and Health regulations which
add further inefficiency between the farmer and the marketplace. It
would seem that a close look needs to be taken at the many Federal
regulations to which food processors and transporters are now subject,
and an eye toward streamlining these controls as much as possible.
With good weather and some amount of inflation control in 1975,
the USDA predicts a more moderate retail increase for farm products
of 7 to 8 percent. Due to decreasing production, specific commodity
price increases will probably be seen in poultry, eggs and pork, Con-
versely, sugar and beef prices should continue to decline gradually.
Since nonfarm costs now claim 60 cents of every consumer
dollar spent on food and accounted for 80 percent of food price
rises in 1974, we fully support the research efforts of the Agri-
cultural Research Service to reduce nonfarm costs. USDA should
examine areas such as beef transportation from slaughterhouse
to retail stores, the handling and processing of frozen foods, and
the sanitation and handling methods for highly perishable farm
products for possible cost reductions. Labor-management con-
tracts in many cases could also be reevaluated for more efficient
use of personnel in retail stores. Additionally, such innovations
as electronic check out. systems should be fully evaluated and
consumer-tested for possible retail savings. :
According to a Committee Print of the Senate Agriculture and
Forestry Committee in December 1974, “the U.S. food and fiber sector
accounts for about 13 percent of the total energy consumed in the
United States today.” (The U.S. and World Fertilizer Situation.)
Thus, the current energy supply problems are of particular ¢oncern
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to the agricultural sector. Though there will be spot shortages of some
farm fuels, the Federal Energy Administration forecasts no shortages
of major fuels in the first half of 1975, assuming moderate conserva-
tion. FEA has also corrected some- fuel supply problems encountered
earlier in 1974 in the agricultural sector. Though the shortfall in petro-
chemical feedstocks is expected to be around 8 percent during the first
half of 1975, increased oil refinery capacity should improve this supply
situation in the long run. :

Overall agricultural fuel use is predicted to rise only 4 percent by
1980, even though we expect- and encourage much greater food and
fiber production. The savings in fuel is accounted for by predicted
yield increases as new technology comes onstream. The use of her-
bicides alone has accounted for a reduction in cultivation of 50 percent
on 160 million acres of farmland in the United States, which provides
a fuel savings of between 94 and 170 million gallons of fuel. Unfor-
tunately, herbicides and the other essential farm chemicals such as
insecticides, fungicides and pesticides were reported in tight supply
in approximately a fifth of all agricultural counties in 1974 and will
continue to be tight in 1975 due to low inventories and a continuing
shortage of the raw materials on which these chemicals are based—
petrochemical feedstocks, intermediates, emulsifiers and solvents. A
survey by the National Agricultural Chemical Association indicated
that additional production of these materials will not be forthcoming
for the most part until 1976 and that currently available supplies are
being allocated based on historical marketing and not on any type of
end-use priority system, which would take into account the vital need
for farm chemicals. -

Ninety-five percent of our domestic ammonia capacity uses natural
gas as the hydrogen source for fertilizer production. Over half of the
Interstate pipelines reported to the American Gas Association on cur-
tailment of gas deliveries last year and indications are that 12 percent
of their firm requirements will not be met during the 1974-75 winter
season. Natural gas is also a major-heat and power source for input
supply and food processing firms. Crop-drying and irrigation pump-
ing are other major agricultural needs for natural gas. Conversion to
alternate fuel forms, where possible, will be costly and contribute sig-
nificantly to retail commodity prices. Consequently, the Senate adopted
S. Res. 289 in February 1974 expressing the wish that the fertilizer
industry be given the highest priority for allocation of natural gas.
As a result of this Resolution, the Federal Power Commission estab-
lished a hearing docket on this matter but concluded that its present
system of priorities and emergency relief procedures were sufficient to
protect the needs of the agricultural sector.

We propose a more reliable natural gas allocation to the agri-
cultural sector and increased coordination between the FEA and
FPC to meet agricultural energy demands voluntarily as the
highest priority user. Stronger leadership and initiative with
State regulatory bodies for intrastate end-use priorities is also
a desirable goal. Additionally, we must make suppliers of agri-
chemical feedstocks more aware of the high priority needs of the
farm sector for their materials.

The inexpensive food policy which we have enjoyed for so many
years has been greatly aided by the expanded use of fertilizer. Over the
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past 25 years, corn and sorghum yields have tripled, with cotton and "
rice yields more than doubling. Unhappily, the supplies of fertilizer,
raw materials, nitrogen and phosphate—were short in 1974, creating
record high prices at all marketing levels. Since 9 percent more fertil-
izer was used in the fiscal year 1974 than in the previous year, in-
ventories were drawrn. dangerously low.  Though new production

-facilities were in operation, existing facilities had to be operated with-

out adequate maintenance in order to provide the needed increase over
the past year in total supplies of primary plant nutrients.

During 1975 ammonia production capacity will increase 5 percent
due to the completion of seven additional facilities, but this capacity
for ﬁlhosphabe fertilizers will be raised a total of 28 percent by the end
of this year due to five new plants coming onstream at various times
in the year. Much of the additional 1.3 million tons may be exported,
however, due to existing contracts and the higher prices foreign pur-
chasers are paying. Potash imports in 1974 roug equa,led%l.l'i per-
cent of U.S. domestic use. The principal supplier, ganada, is subject
to a costly system of production due to rents, royalties and taxes,
though, and new potash mines are slow to develop and fill the need for
this material. :

No new production facilities are foreseen for 1975. Though inven-
tories of potash in North America are dangerously low, resistance
to high prices of phosphate and nitrogen fertilizers may rebuild the
depleted inventories of these fertilizers. N

USDA forecasts that 1975 fertilizer prices will continue upward,
as a result of high demand due to high production of grain prices and
with prices stimulated by high gramn. With normal weather condi-
tions and the expected increasedgr ac demand is likely to push
fertilizer prices 10 to 15 percent above September 1974 levels. Conse-
quently farmers will spend an estimated $6.5 billion on fertilizer dur-
ing 19; 5, which reflects an 18 percent increase over the estimated 1974
figure of $5.5 billion. . : '

We feel it is vital to maintain high yields through the use of
chemical fertilizer. This can only be done if fertilizer is available
at reasonable cost. Consequently we support the additional re-
search into the use of methane gas for fertilizer production and
we feel there should be Federal encouragement to bring on line
additional North American potash mining operations. :
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SUPPLEMENTARY VIEWS OF-SENATOR JAVITS.

Our economy is suffering from its worst decline since the Great
Depression. Already a debate is underway on whether our economic
plight should be labelled a severe recession or actual depression. There
are no magic number of unemployed that will tell us when we have
crossed the threshold, but it is certain that only honest recognition of
how far we have already fallen and how much woise the situation
could get will lead us to act to prevent a depression. The gravity of
our current economic crisis demands a unified and nonpartisan
approach. One thing is certain we are at war against a depression.

It is in this spirit that I am writing supplementary views this year. I
strongly believe that what is needed 1s an attempt. which I make here,
towards a meeting of the minds between the minority members of
the JEC, who deplore the budget deficit and the large sum of fiscal
stimulation necessary to pull the economy out of the current reces-
sion in a shorter period of time than projected in the President’s
- Economic Report; and the Majority, who 1nsist on deficit spending
of such magnitude that although stimulus will be achieved, an even
greater risk of renewed inflation is probable.

The Majority, in a number of ways, has made significant and largely
useful changes in the President’s program. But 1n some cases it has
failed to recognize that the totality of its approach, which would
provide short-term recovery, may undermine the longer-term stability
of our economy.

Clearly, a greater amount of stimulus will be necessary than that
proposed in the President’s economic program. That program is barely
stimulative, and as Alan Greenspan, ‘Chairman of the President’s
Council on Economic Advisers admitted during the Joint Economic
Committee Annual Hearings, there would be no stimulus after the
third quarter. This would result in an unemployment rate of 7.9
percent in 1976 and 7.5 percent in 1977, figures which are wholly
unacceptable.

Our urgent need is to prevent a slide from severe recession into
real depression and to provide for prompt recovery and materially
reduced unemployment.

The only rationale that has been offered during the hearings for
a slow recovery is the fear of renewed inflation. Yet the President’s
energy program alone—if implemented—adds between 2-4 percent to
the rate of inflation next year.

The special factors that contributed so heavily to our current rate’

of inflation, such as the fourfold increase in OPEC’s oil prices, the
world food shortage, the increased prices of raw materials and the
devaluation of the dollar are unlikely to recur, especially simul-
taneously as they did over the past 2 years. Evidence of this is seen
in the most recent Wholesale Price Index in which prices actually
declined for the third month in a row. In addition, the economy is now
operating at less than 70 percent of capacity and unemployment can
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be expected to soften wage demands, factors which should guard
against a resurgence of inflation. This combination of circumstances
points strongly to the fact.that inflation is abating and will continue
to drop below double-digit levels unless the policies adopted force it
upwards. - ‘ -

pThe fear of budget deficits by the Minority—in view of the fact that
we still have a Full Employment Budget Surplus annually of over $30
billion—is excessive. In fact, unless we act promptly to provide greater
stimulus, this full employment deficit is likely to increase. The slow
path of recovery advocated by the Minority will further erode our tax
base and cause huge outlays for unemployment compensation and pub-
lic service jobs. This excessive concentration on current budget deficits,
although rightly feared by the Minority in principle, will in fact
exacerbate the recession and create larger deficits later. One estimate
shows that the loss to the economy by 1980 from continued recession
and unemployment over 434 percent to 5 percent would amount to a
total of one-half trillion dollars in excessive unemployment and lost
real output.

The Minority has expressed great alarm as to our capacity to
finance the large deficit the President assumes. However, I believe
these fears are unfounded because shrinking private credit demands
will free additional funds for expanded government borrowing. Lead-
ing investment institutions indicate that an orderly matching of public
and p}:‘ivate credit needs can be accommodated without a financial
crunch. : .

It is entirely possible to accommodate increased Federal borrowing
and the additional financial requirements arising from the larger
output that the tax cut is designed to generate so long as the Federal
Reserve Board allows the money supply to grow at an adequate; i.e.,
increased, rate. It is not an exaggeration to say that the Federal Reserve
Board has the power to choke off economic recovery if monetary policy
does not move in tandem with fiscal policy. It would be counterproduc-
tive to cut taxes unless the Federal Reserve Board permits a sufficient
increase in the money supply to push interest rates lower and keep
them there for a time. '

Congress therefore has a major stake in ensuring that the Federal
Reserve Board policy does not lag behind the increased demands for
money generated by the taxcut. :

While I am in agreement with the majority proposals that the Fed-
eral Reserve Board should follow a policy which would result in the

- reduction of both long and short term interest rates and keep them low

through 1975, and that it accommodate Federal borrowing require-

" ments, I do not feel that Congress is adequately equipped to dictate to

the Board the precise increase required or the mechanisms it should
use to achieve its targets. If the Board follows the policy recommenda-

. tions of Congress generally to increase the money supply, a mandated

system of credit allocation will not be needed. Such a mandatory sys-
tem of credit allocation would be a step of last resort, but Congress can-
not shrink from it if an adequate growth in the money supply is not
forthcoming. ’

One major aspect of this problem may be the mechanisms that the

‘Board uses to increase the money supply. Rather than trying to control
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monetary growth through the Federal funds rate, the Board could
calculate the necessary weekly additions to reserves required to achieve
the desired rate of monetary growth, and provide that amount. The
Board could allow for a period of monetary growth of at least 8 percent
for a period of time without risking renewed inflation, and achieve
that target through the mechanism suggested. Although savings and
corporate purchases of certificates of geposits are both up, and thus
it is arguable that there is sufficient liquidity, there has actually been
a steep decline in M,. New funds must be injected into the system to
create additional stimulus.

Unemployment is the most painful product of the economic slump.
The national unemployment rate of 8.2 percent for February with
7.5 million unemployed, together with predictions by Administration
and other experts that the rate of unemployment will average over 8
percent into next calendar year and may well jump over 9 percent,
make positive action necessary.

To deal with the current crisis, and move toward a real full employ-
ment policy, I propose the following:

(1) The maintenance of at least one million public service jobs
through fiscal year 1976 under titles IT and IV of the Comprehensive
Employment and Training Act of 1973 (CETA), as compared with
the Administration’s plans for 310,000 public service jobs for the same
period. To provide standby authority to maintain the one million job
level, Senator Williams and I have introduced S. 609, the “Emergency
Public Service Employment Extension Act of 1975.”

(2) Protection of the health care needs of the 7.5 million unem-
ployed workers and their families. Toward that end, Senators Wil-
liams, Kennedy, Schweiker, and I have introduced S. 626, the Emer-
gency Unemployment Health Benefits Act of 1975 which would pro-
vide that unemployed workers would continue to participate in the
health insurance program under which they were covered at their last
place of employment. The premiums for this continued protection to
be paid by the Federal Government.

(3) Continued income maintenance for workers who suffer from
long-term unemployment. Under two bills I have introduced workers
who had exhausted their rights to unemployment compensation under
existing unemployment insurance programs (including the “Special
Unemployment Assistance Program” enacted by title IT of the “Emer-
gency Jobs and Unemployment Assistance Act” passed last Decem-
ber), would be eligible for an additional 13 weeks of unemployment
compensation payments. This program would be funded entirely from
Federal revenues.

(4) A supplemental appropriation of $680.2 million to provide at
least 1.1 million summer youth jobs for poor youth for the coming
summer—together with related transportation and recreation activi-
ties—the level documented by the National League of Cities and the
National Recreation and Park Association as the minimum necessary
and useable. For these efforts the Administration has requested a sup-
plemﬁn-tai} of only $412.0 million, for approximately 760,000 summer
youth jobs.

(5) The establishment of a “Federal Full Employment Board” as
an independent agency in the Executive Branch to spearhead efforts
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toward full employment, as proposed in S. 472, the “Full Employment
and Job Development Act of 1975,” which Senator Williams and I
have introduced. . ’

The energy crisis has dealt our economy a particularly severe blow at
the worst possible time. It is argued that efforts to achieve energy con-
servation and a lower level of o1l imports are in conflict with the need
to restore economic health to the economy, especially to sectors such as
automobile manufacturing which is directly affected by energy con-
servation measures. The %resident’s proposals have at least had the
virtue of bringing the conflicts sharply into focus, since his proposals
in energy, if enacted, would have raised the overall rate of inflation to
unacceptable levels. We must not shirk the painful choices posed by
these dilemmas, and pretend that we can ignore the urgent need for
greater energy conservation and ultimate self-sufficiently until our
economy has been restored to health. At the same time I believe a bet-
ter way exists to achieve energy self-sufficiency within the next decade
than the program proposed by the President.

‘We must recognize that the era of cheap fossil fuel resources—with
the possible exception of coal—is over. Cheap energy over the past
20 years has bred inefficiency and waste and slowed increases in pro-
ductivity. Until advanced energy systems are developed—gasification
of coal, nuclear fusion, solar, oil shale—the United States and the
world must use its energy resources more wisely and sparingly. This is
a reality which must % accepted and on which major changes of
energy use must be based. '

I believe we should enact an emergency energy development pro-
gram tc be instituted on-a crash basis. We must do whatever needs
to be done to assure ourselves of alternative energy sources within a
period of 3 to 5 years—instead of the presently planned 10 years. We
cannot permit ourselves or the rest of the industrial and developing
world to be without such alternatives and at the mercy of one of the
most oppressive “political” cartels the world has ever known.

Rationing, which has been proposed by many, and which is appeal-
ing from a price viewpoint, could help to alleviate our balance of
payments difficulties and may be needed in an embargo or other crisis
situation. But there is a limit to how much energy the Government
can ration without creating even a worse economic drop and a limit
even to how much energy use can be cut by gasoline rationing. For,
in World War II there were 30 million cars on our roads, now we
have more than 100 million. : : :

Hence, as to the near term—1975-T7—it is unrealistic to believe
that anything we can do will free us of dependence on imported oil.
Assuming achievement of the President’s optimistic.goals, oil imports -

-at the end of 1977 will:be 5.8 million barrels a day—and that figure

includes a cut of 2.2 million barrels a day, 1.6 million of ‘which is
based on projected decreased consumption resulting from increased
prices. Cuts of greater than that amount will necessarily cut into our
economic muscle. :

It is to the midterm that most of our critical current actions must
be geared. By 1985, we should develop a storage'capacity to insulate
us from a prolonged oil embargo. The turning point for the United
States is around 1980, when our oil storage will be increasing and our
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imports will have leveled off to near 5 million barrels per day. But,
equally important as supply is the price of oil. When 1985 rolls around,
oil and gas prices will have to be high enough to protect the massive
investment which is necessary in synthetic fuels and other new sources.

With immediate price increases, such as has been proposed by the
President, all marginal production that might not be brought on line
until later will be expedited, and all marginal conservation that
might not take place until later will be accelerated. But tremendous
economic dislocations will occur if a price rise is effected entirely in
1975 including disastrous inflationary pressures. If the price rise is
phased in over a 3- to 5-year period, these dislocations and inflationary
pressures could be greatly lessened. Individuals and business will have
some time to adjust. Moreover, the conservation potential of the pro-
gram will not be seriously diminished and the acceleration of new
supply will not be impeded if this phase-in is accompanied by other
interim incentives. The short-term price elasticity of almost all energy
consumption is very low. The fourfold increase in oil prices over
the past year has produced only very small cuts in consumption—
and very little immediate increases in production.

But petroleum has a much greater long-term price elasticity. Indus-
try and individuals can adjust to higher energy prices over time by
changing methods of production, durable purchases and lifestyles.

We would lose some amount of conservation at the margin, which
could be made up by mandatory allocations and other mandgalglory con-
servation programs. But we would gain the major econcmic and social
benefits resulting from a phase-in cf the increases.

I specifically propose the following action program for energy :

First, an alternative energy development program funded at what-
ever level necessary to achieve results in 8 to 5 years.

Second, no increase in the import tariff. Prices are already up to $12
to $13 per barrel on imports and most of the near term slack has been
eliminated. This will eliminate about $4 to $5 billion from the price
increases and reduce regional inequities.

Third, phase in the $2 domestic oil tax and the corresponding tax on
natural gas over 3-5 years and tilt the oil tax towards gasoline.

Fourth, continue to control the price of old crude, but raise the con-
trolled price by not over $1 a barrel each year for 5 years before con-
sidering total decontrol. Prices would -increase about $2 billion each
year, rather than the $14 billion—without ripple effect—that could
result from immediate and permanent decontrol. The domestic oil in-
dustry would still generate substantial profits to give it all it can
reasonably and prudently invest.

Fifth, for the same reasons, legislate a phased decontrol of new nat-
ural gas prices analogous to the decontrol of old crude over a 5-year
period to determine if development is spurred.

Sixth, use the existing mandatory allocation system, import quotas
and simplified gasoline rationing, if necessary, to guarantee achieve-
ment of a 1 million barrel per day reduction of oil imports in 1975
and a 2 million barrel per day reduction by 1977. '

Seventh, enact a windfall profits tax with a limited plowback pro-
vision to recapture excess—windfall—profits caused by the price in-
creases of o1l and gas.
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Revenues from all these proposals would reach approximately $5-$8
billion this year, compared with the $30 billion figure under the Presi-
dent’s proposals. However, the Treasury’s annual intake would rise to
approximately $25 billion by 1980. As a result, the inflationary effects
0¥ the tax would be spread throuﬁh a longer period, and the shock to
the economy of such a large shift in spending would be minimized.

An essential aspect of this program, however, would be a system to
relistribute the revenues in a way that accords with what the tax
system would look like. And in this regard, I strongly urge that we
use this occasion to enact major tax reform which works to redistribute
income toward the lower income-levels—under $15,000 per year. In-
cluded in this-tax reform’ effort should be provisions for imparting
some progressivity to the social security tax. E : .

The program should also include: o .

Eighth, immediate enactment of standby gas rationing authority,
ready to be implemented on 30 days notice. ‘ ‘

Ninth, emergency developiment of a strategic oil storage capacity
of enough for 1 year. : : ' : .

Tenth, enactment of an auto fuel consumption tax on cars with low
fuel economy combined with a tax credit on purchases of high fuel
efficient cars to encourage automobile buyers to purchase energy effi-

- clent cars. - : .

Eleventh, nationwide peak power pricing and establishment of a
national power interchange system to increase efficiency of utility
energy use. s _ )

Twelfth, congressional reform of Government regulatory agencies
to increase energy efficiency of regulated industries.

Other legislation is also required, but I view these elements as the
principal components of a comprehensive energy program designed to
achieve midterm self-sufficiency with the least possible disruptive
1mpact. B - o o



SUPPLEMENTARY VIEWS OF SENATOR PERCY

Alternative Energy and Economie Proposals

I realize that to stimulate the economy, additional government
spending will be necessary in fiscal year 1975 and ‘fiscal year 1976.
However, to keep Federal deficits within manageable limits, 1 feel
strongly that we should look for additional sources of revenue to pay
for new programs. We should look for revenue sources that will gen-
erate substantial revenue but have the least possible effect on economic
activity. . o

Furt}her, I think that energy conservation in and of itself is highly
desirable and many steps can be taken by the Federal Government
to stimulate energy conservation. : ’

Although the Report addresses these problems, I would like to spell
out in greater detail ideas for raising revenue and energy conservation,
many of which I have already framed in legislation this year.

The theory behind the President’s energy program, announced in
his State of the Union address, rests on the fundamental presumption
that the world oil price rise of 1973-74 was too sudden and too drastic
for the world economy to absorb, and. that therefore the world price
of oil must come down, or at least not be permitted to rise further.

In the next few years major new oil supplies for the United States
and the rest of the developed world can only come from the Middle
East, and increased reliance on.that source would only exacerbate the
present tensions over price. Alternative sources of energy will not be
available in significant quantities until the 1980’s. Thus the only bar-
gaining chip ‘we have in negotiating for a price reduction or stabiliza-
tion with the Organization of Petroleum Exporting Countries—
OPEC-is energy conservation. But this can be a powerful chip.

Regardless of the outcome of our negotiations with OPEC, energy

conservation will have a clear, positive payoff for the energy-consum- .

ing nations. If the price comes down, world monetary strains will be
eased. If imports are reduced, trade balances and balances of payments
will improve. If the OPEC cartel is weakened, the price of o1l will be-
come less arbitrary and more responsive to the market. If energy
growth rates are reduced, our resources will last longer and our en-
vironment will improve.

This is a sound and workable theory based on energy conservation,
and I subscribe to it. Because the United States uses far more ener
per capita than any other industrial nation, our contribution to the

conservation effort must be proportionately greater. We in the United -

States should reduce our consumption of oil by 1 million barrels per
day or more in 1975 and strive to permanently reduce our overall
energy growth rate from 4 percent to 2 percent annually.

The President is right in concluding that mandatory energy con-
servation programs are now needed to supplement the still voluntary
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programs of the past year. In the monthsfollowing the Arab embargo
last year, voluntary efforts to conserve resulted in only about a 2-per-
cent reduction in U.S. oil consumption, compared with the same period
in 1973. Over the long term, voluntarism is ineffective and inequitable
because the sacrifice is shared only by those who volunteer.

The President is also right in rejecting gasoline rationing as a solu-
tion to our dependence on imported oil. Gas rationing is really a supply
restraint rather than a demand restraint mechanism, and thus it would
not effect a permanent change in our energy consumption habits. _

Rationing would lead inevitably to cheating and demands for ex-
emptions, even if a “white market” coupon system were instituted to
make additional fuel available at a higher price. Gas rationing would
be inequitable because those who live closest to work and thus con-
tribute the most to conservation would be entitled to the least gasoline,
while those who conserve the least would require the most fuel. General
administrative rules governing the distribution of gasoline among
consumers could never take into account all the special individual cir-
cumstances and these, too, would lead to inequities.

There are many components of the President’s energy package which
conform to the conservation theory and should be supported. For
example, the President has asked Congress to provide a tax credit for
homeowners who insulate their homes or install storm windows, and
to provide direct grants to low-income families and elderly persons who
insulate their dwellings. Another program would set mandatory stand-
ards for heat efficiency in new homes and commercial buildings. Ap-
pliances would be required to use 20 percent less energy by 1980 and to
be labeled according to their energy efficiency. - '

All these mandatory energy conservation measures which the Presi-
dent has proposed should be enacted promptly into law. Congress has
already provided by law that the uniform national speed limit of 55
miles per hour, which helped to save about 10,000 lives and 50 million
barrels of fuel last year, must be adequately enforced or States could
lose their Federal aid to highways. :

On the supply side, Congress should also support the President’s pro-
posal to explore and develop Naval Petroleum Reserve No. 4 in Alaska.
Elk Hills Reserve in California, the only immediately available source
of new domestic energy supply, should now be opened for development
as the President recommended. : ,

Other parts of the President’s program need to be strengthened. For
example, the President obtained commitments from automobile manu-
facturers voluntarily to increase the average fuel efficiency of new cars
to 19.6 miles per g‘aﬁon by 1980, but this commitment was in exchange

-for a 5-year delay in achieving the exhaust emission standards already
required by law. I am deeply disappointed by this. The Federal Gov-.
ernment’s own studies conclude that the same improvement in fuel
efficiency can be achieved by 1980 with current technology and without
any impairment of air quality standards. : ,

Instead of trading mandatory pollution requirements for a voluntary
commitment to better fuel efficiency, we need a much stronger incentive
program. Purchasers of new cars which deliver 15 miles per gallon
or less should pay a stiff sliding-scale tax based on the car’s fuel
efficiency. Conversely, buyers of new cars that deliver better than 17
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miles per gallon should receive a cash payment from the Federal
Treasury financed from the tax. The standard for fuel economy in new
cars should be increased 1 mile per gallon every year until it reaches
24 miles per gallon in 1983. This would be a further incentive for the
manufacturers to design and produce more efficient American cars.

The heart of the President’s economic and energy program, however,
is the system of revenue increases and tax relief. These tax changes
attempt to solve several problems at once by transferring income from
one segment of the economy to another. The amounts of dollars trans-
ferred are staggering and the system is complex. Trying to predict
accurately the total impact of this program on the economy will occupy
economists for months to come. ‘ o

In considering the President’s proposals, the Congress must try to
assess the impact on consumers of the energy taxes and price increases
and their corresponding tax cuts. The President’s plan calls for the
following new energy taxes and deregulation of prices:

First. An import fee on foreign crude oil and refined petroleum prod-
ucts ultimately stabilizing at $2 per barrel. This would raise the price
of imported crude oil from about $11 to about $13 a barrel.

" Second. Removal of price controls from ‘“old” domestic crude oil and
and excise tax of $2 per barrel on all domestic crude oil. This would
have the effect of raising the average price of domestic oil from about
88 a barrel to about $13 a barrel. This means that the average price of
American oil will rise as much—about $5 a barrel—through deliberate
action by our own Government as it did in 1973-74 through deliberate
action by OPEC. . )

Third. Elimination of regulated prices on “new” natural gas and an
excise tax on all natural gas of 37 cents per thousand cubic feet. This
will have the effect in the first year of increasing the price of new
natural gas contracts in interstate markets from about 45 cents to at
least $1.37 per thousand cubic feet to equal the current average intra-
state rate plus the excise tax. -

Fourth. A tax on all domestic crude oil to capture the windfall
profits resulting from price decontrol. The tax would initially take 88
percent of the windfall profits on crude oil and would phase out over
several vears. o . , )

The President anticipates that the import fees and excise taxes will
bring in $18 billion and the windfall profits tax will capture another
$12 billion in the first year. 4 B

The President’s program thus relies heavily on an enormous price
increase to achieve the energy conservation goals of the United States.
The assumptions are that demand for oil and gas will be cut markedly
by these price increases and that the burden of sacrifice will be shared
equitablv thronghout the economy.

In order for these assumptions to work, a furthér assumption must
be made—that demand for all petroleum products is equally elastic.
We know that this is not the case. Demand for heating oil and petro-
chemical feedstocks, for example, is much more stable, and thus
less dependent on price, than demand for gasoline. But a tax on crude
oil would likely drive up the price of all refined products.

In the absence of Government controls or incentives, refiners would
be expected to pass on their tax burdens more heavily to consumers
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of the products with the least elastic demand ; namely, heating oil and
petrochemical feedstocks. This is only good business sense. 3

The effect would be that gasoline consumers, who could contribute
the most to conservation by eliminating nonessential driving, would
sacrifice the least. Conversely, homeowners and renters of homes
heated with oil and gas would sacrifice the most. - .

There is a limit to the amount of energy that can be conserved in a
home in winter. Once the thermostat is turned down and the dwelling
is insulated, then higher prices just translate into being cold. For low
income persons, unbearably high heating bills can mean freezing to
" death. :

To counter the effect of fuel taxes being passed on to the customers
least able to pay, the administration has established a system of regula-
tions and incentives for refiners to encourage higher price increases for
gasoline than for other products. The President’s advisers have ex-
pressed the hope that retail gasoline prices will increase by about 15
cents a gallon, and other products, about 10 cents a gallon.

It is reasonable to ask: If the real purpose of the President’s tax
program is to raise gasoline priceés, why not simply tax gasoline at
the pump? This would prevent the highly inflationary effects of a
$5 per barrel increase in average crude oil prices spreading throughout
the economy. It would avoid the problem of higher home heating
costs. It would avoid the added bureaucratic tangle of applying in-
centives to refiners. Most. importantly, it would concentrate on cutting
consil.mption of the product most susceptible to conservation ; namely,
gasoline.

“ In place of the complex series of import fees, excise taxes, decon-
trolleg prices and windfall profits taxes, the Congress should enact
a retail sales tax on gasoline of 20 cents per gallon the first year and
30 cents per gallon in subsequent years. So that the tax will not be
recessionary, the equivalent of the tax on the first 450 gallons pur-
chased the first year and the first 400 gallons purchased each subse-

_quent year should Le rebated to individuals as an income tax credit, or
as a cash refund for those who do not pay Federal income taxes. Four
hundred gallons is the amount consumed by a car traveling 8,000 miles
and delivering 20 miles per gallon.

A gasoline tax would generate sufficient revenues to permit flexi-
bility for applying either fiscal stimulus or restraint. If the tax on the
first 450 gallons is rebated to each individual the first year, a 20 cent-

" a~gallon gas tax would still produce over $6 billion in revenues. In
future years, a 30-cent-a-gallon gas tax would produce over $10 billion
above the rebated amount.

TUnder the President’s program, the import fees, excise taxes, and
windfall profits taxes imposed on producers will tend to multiply as
they are spread through the economy. Consumers will pay higher direct
fuel prices for gasoline, heating oil, diesel oil, and natural gas. Con-
sumers will also pay higher indirect fuel costs for air travel, train
travel, electricity, and petrochemical products, as well as higher prod-
uct prices due to increased fuel costs paid by industrial and commercial
users.

A study conducted by the Library of Congress concludes that this
ripple or multiplier effect could result in total costs to consumers of
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up to $50 billion this year, $20 billion more than the Administration’s
estimate. The Library of Congress also believes that the direct fuel
costs alone will add 3 percent to the inflation rate, and that indirect
costs could possibly add another 8 percent to inflation.

The Federal Energy Administration has conceded that its original
estimate of $250 per year in additional costs to the average family was
too low. It now estimates that combined direct and ‘indirect fuel
costs will add at least $275 to the average family’s annual expenses,
and could add up to $345. Other estimates have ranged up to $1,000
per family. :

A simple rebatable gasoline tax would, I believe, conserve as much
fuel as the President’s plan, cost consumers less and avoid both the
immediate inflationary and potential recessionary effects of the Presi-
dent’s program. The rebatable gas tax I have proposed would cost the
average family about $160 the first year and $210 in subsequent years
in increased fuel costs, and more than half of those amounts would be
rebated directly. :

Although I disagree with his crude oil tax approach, the President
cannot be faulted for proposing a bold and comprehensive program
to attack the triple headed monster facing our economy—inflation,
recession, and energy dependence. The Congress has not lived up to its
9tl;ligation to develop an equally comprehensive alternative program of
ifs own.

Until the Congress enacts a gasoline tax or some other serious alter-
native energy conservation proposal, I shall oppose any effort to delay
the implementation of the President’s proposexf) import fee. A vote for
delay is a vote for inaction and for continued dependence on high-
priced foreign oil. The time for rhetoric about energy conservation is
past. The time for action is now.

Another part of my alternative energy conservation package is
abolition of the highway trust fund, which every year earmarks bil-
lions of dollars of Federal gas tax revenue primarily for highway
construction whether the highways are needed or not.

The highway trust fund has outlived its usefulness. It has discour-
aged the development of other modes of transportation which are far
more energy-efficient than cars. This money should be channeled into
general revenues where it could be used to help finance various types of
transportation or other national needs.

In addition to the energy conservation tax measures I outlined above,
the program I have presented includes several proposals to achieve
greater equity in our tax system and lay the basis for long-term
economic growth.

I agree with President Ford that a temporary economic stimulus of
$12 billion is called for at this time, but Congress must insure that the
money we rebate is actually poured back into the spending stream, not
just tucked away, by giving the bulk of the rebates to low-income
groups who need it to combat inflation.

I strongly support the President’s proposal to enact a permanert
reduction in tax rates, particularly for low income individuals, and to
increase the standard deduction. This $16.5 billion in tax relief will
help mitigate the effect inflation has had on real wages in recent years.

T also favor increasing the business investment tax credit for all
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industries to 12 percent for a 1-year period and then setting it at 10
percelﬂ: permanently. Capital investment is vital to our real long-term
growth. .

Small businesses have been particularly hard hit by inflation and are
generally less able to take advantage of the investment tax credit.
Under existing law, corporations pay a 22 percent tax on the first
$25,000 of income and a 48 percent tax on income in excess of $25,000.
I propose raising this base to $100,000.

The revenue-raising measures in my package will make our tax laws
more equitable and raise the necessary revenue to fund these tax
relief proposals.

First, I have introduced legislation to increase the Federal tax on
alcohol by 50 percent and on tobacco by 100 percent. These luxury
taxes have not been increased for 23 years and would raise an estimated
$5.8 billion. _ .

Second, tax reforms are necessary in the area of energy production
and use. The following measures, which will raise over $5 billion a year
in revenues when fully effective, should be adopted immediately :

Repeal the Federal income tax deduction for State and local gasoline
taxes. : '

Limit the credit against U.S. taxes for taxes paid to foreign coun-
tries on oil production income.

Repeal the domestic depletion allowance this year, with longer-
phase-out provisions for independent producers and stripper wells.

Repeal the foreign depletion allowance.

Require foreign oil and gas extraction income to be figured on a
country-by-country basis and prohibit the use of excess tax credits on

that income to be used to offset taxes due on other types of income in .

the same country or to offset taxes in other countries.

Dye heating fue! 0il to deter tax fraud in its use as a diesel fuel.

Nonenergy related tax reforms in my proposal include repealing the
special tax advantages allowed Western Hemisphere Trading Com-
panies and increasing the effectiveness of the minimum tax by includ-
ing additional items of preference income and raising the applicable
tax rate. These two reforms would increase Federal revenues by nearly
$1 billion per year.

As shown on the chart below, this program will pay for itself. The
revenue disbursing measures are funded by the revenue raising meas-
ures. I believe this is & must for any comprehensive program. In our

efforts to fight recession, we must not form the basis for ever-increasing -

budget deficits in the future. :

In conclusion, I oppose any effort to delay the implementation of the
President’s program of import taxes without a consistent proposal to
replace it. That is why I have offered my own alternative. The
keystone of a correct economy-energy program is in my view a gasoline
tax. It will have an immediate impact on consumption, and can be ad-
ministered in order to have a selective, quantifiable, controllable effect
on the economy and American families, and can be rebated through the
tax system without unusual difficulty. Howevér, until Congress sees
fit to proceed with a comprehensive program to deal seriously with
our economic and energy problems, I will not oppose implementation
of the President’s plan. It is far more important now to have a concrete
plan of action than to delay and have none. '
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Following is a chart showing the fiscal impact of my energy con-
servation and tax reform proposals, a summary of the bills I intro-
duced today, and the texts of these bills.

S. 635

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That chapter 36 of
the Internal Revenue Code of 1954 (g‘elating to certain other excise
taxes) is amended by inserting at the beginning thereof the following
new subchapter:

Arrarracrvrrass TV«
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“Skc. 4451. Imposition of tax. ‘

“(a) In GenERaL.—There is imposed on each new automobile sold
to a final purchaser a tax in the amount cetermined under subsection
(b). The tax imposed by this subsection shall be paid by the final
purchaser. '

“(b) AmounT or Tax.—The amount of tax referred to in subsection
(a) is determined in accordance with the following table:
If the fuel consumption rate

(in miles per gallon) of the

rew automobile is: The creditis:
Over 15 $0
Over 13 but not over 15— $200
Uver 11 but not over 13 $420
Over 9 but not over 11 $680
Not over 9___ $1, 000

“(c) Creprr Acarnst Tax.—There shall be allowed as a credit
against the tax imposed by this subsection an amount determined in
accordance with the following table:

If the fuel consumption rate

(in miles per gallon) of the
new automobile is:

The creditis:
Not over 1 80
Over 17 but not over 19 $75
Over 19 but not over 21 $150
Over 21 but not over 23 $225
Over 23 $300

“(d) Increase 1N Tax axo CrEDIT.—

“(1) 1977-1978.—Effective January 1, 1977, each fuel consumption
rate listed in the tables under subsections (b) and (c) shall be in-
creased by 2 and, as increased, shall be the rate in effect for calendar
years 1977 and 1978.

“(2) 1979-1980.—Effective January 1, 1979, each such rate shall be
increased by 4 and, as increased, shall be the rate in effect for calendar
years 1979 and 1980.

“(8) 1981-1982.—Effective January 1, 1981, each such rate shall be
increased by 6 and, as increased, shall be the rate in effect for calendar
years 1981 and 1982.

“(4) 1983 and thereafter.—Effective January 1, 1983, each such rate
shall be increased by 8 and, as increased, shall be the rate in effect for

calendar years after 1982.




123

“(e) CorLrecrion oF Tax axp REFONDS.— - < :
“él; CorrectioN.—Every ‘person who receives payment for a new
automobile on which a tax is imposed under this section shall collect
the amount of the tax from the final purchaser making such payment.

“(2) Rerunps,—Each person who sells a new automobile to a final
purchaser shall report to the Secretary or his delegate the amount of
credit, if any, to which such purchaser is entitled under subsection

c).
‘)‘(f DerrN1TIONS.—For the purposes of this section— : _
“(1§ FinaL purcHASER—The term ‘final purchaser’ means the first
person who in good faith purchases a new automobile for purposes
other than resale. _ :

“(2) FueL coNsuMPTION RATE.—The term ‘fuel consumption rate’
means the fuel consumption rate determined on the basis of the Auto-
mobile Fuel Consumption Schedule prepared by the Administrator
of the Environmental Protection Agency. .

“(3) NEw auromoBiLE.—The term ‘new automobile’ means an in-
ternal combustion engine vehicle, other than a truck or bus, which is a
highway motor vehicle as'defined in section 4482(a).”

Skc. 2. AuromoBiLE Fuer. CONSUMPTION SCHEDULE

. (a) StupiEs.—The Administrator of the Environmental Protec-
tion Agency shall, from time to time, study the fuel consumption rates
of automobiles which are subject to the tax imposed by section 4451
of the Internal Revenue Code of 1954 (relating to automobile fuel
consumption tax). »

(b) CrrreEria.—The studies conducted under subsection (a) shall
include tests— S

(1) of each automobile mode!l subject to such tax equipped—

(A) with each available engine size (measured by horsepower) ;

_(B) with standard accessories; and

(C) with standard tires;

(2) which shall be conducted—

(A) under driving conditions representative of average urban and
highway driving speeds and circumstances. ' _

(B) with the fuel used being of the quality normally recommended
for use in such automobile, and . .

(C) with such automobile carrying the average weight load recom-
mended for such automobile. :

(¢) Reports.—Based upon the studies conducted under subsection
(b), the Administrator shall determine the fuel consumption rate of
each automobile with each available engine size, standard accessories,
and standard tires. The Administrator shall, not later than January 1,
1976, and by January 1 of each year thereafter, report to the léyec-
retary of the Treasury a schedule of all such rates to be known as the
Automobile Fuel Consumption-Schedule. The Automobile Fuel Con-
sumption Schedule shall be published in the Federal Register each
vear.

(d)_Until the first Automobile Fuel Consumption Schedule is re-
ported to the Secretary of the Treasury under subsection (c), the fuel
consumption rate shall be determined for purposes of section 4451 of



124

the Internal Revenue Code of 1954 by reference to the harmonic mean
between the urban and highway test cycles as reported by the Environ-
mental Protection Agency under the 1975 Federal Test Procedure. -

Skc. 3. TECHNICAL AMENDMENTS.

(a) AssessMENT AUTHORITY.—Section 6201 (a) 'of the Internal Rev-
enue Code of 1954 (relating to assessment authority) is amended by
adding at the end thereof the following new paragraph:

“(5) ERRONEOUS CREDIT UNDER SECTION 4451.—If on any claim for a
refund of excise taxes under chapter 36 there is an overstatement of
the credit allowable by section 4451 (relating to automobile fuel con-
sumption tax), the amount so overstated which is allowed as a refund
may he assessed by the Secretary or his delegate in the same manner as
in the case of a mathematical error.”

(b) Rrerunps.—Section 6401 of the Internal Revenue Code of 1954
(relating to amounts treated as overpayments) is amended by—

(1; redesignating subsection (¢) as subsection (d), and
(2) inserting after subsection (b) the following new subsection:

“(c) Excess Creprt UNDER SEcTION 4451.—1If the amount allowable
as a credit under section 4451 (relating to automobile fuel consumption
tax) exceeds the tax imposed by chapter 36 of subtitle D of chapter 1,
the amount of such excess shall be considered an overpayment.”

(¢) CrericaL AmEnDMENT.—The table of subchapters for chapter 36
of the Internal Revenue Code of 1954 is amended by inserting at the
beginning thereof the following new item: “Subchapter A. Automo-
bile fuel consumption tax.”

Skc. 4. LLABELING.

Section 8 of the Automobile Information Disclosure Act (15-U.S.C.
1232) is amended by inserting “(a)” after “Sec. 3” and by adding at
the end thereof the following: .

“(b) Every label required to be affixed under subsection (a) shall
include, in the case of any automobile on which a tax was imposed or
a credit allowed by section 4451 of the Internal Revenue Code of 1954
(relating to automobile fuel consumption taxes)—

“(1) the fuel consumption rate determined to be applicable for such
automobile, and .

. “(2) the tax paid or credit allowed under such section 4451.”

/

S. 636

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That effective on
and after July 1.1975— _

(1) the Highway Trust Fund is terminated and the amount in
such Fund, including any obligations held in such fund, shall be cov-
ered into the general fund of the Treasury;

(2) any outstanding appropriations from, or obligations of, such
Trust Fund shall be made from such general fund ;

(3) any authorizations for appropriations to be made from such
Trust Fund shall be considered to be authorizations for appropria-
tions from such general fund ; and

(4) section 209 of the Highway Revenue Act of 1956 is repealed.
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- S.- 637

- Be-it enacted by the Senate and House of Representatives of.the
United States of America in Congress assembled, That effective after
December 31, 1974 (1) section 164(83 of the Internal Revenue Code
of 1954 as amended (relating to deduction of taxes not related to a
trade or business) is amended by striking out paragraph (5) (relating
to taxes on gasoline and other motor fuels) ;- :

(2) section 164(b)(5) (relating to separately stated- taxes) -is
amended by striking out “or of any tax on the sale of gasoline, diesel

S..638

- Be it enacted by the Senate and House of Representatives of the
Unitéd States of America in Congress assembled, That this Act may
be cited as the “Revenue Act of 19757, .

Sec. 2. (a) Subpart A of part III of subchapter A of chapter 32
of the Internal Revenue Code of 1954 (relating to manufacturer’s
excise taxes) is amended by redesignating section 4084 as 4085, and by
inserting after section 4083 the following: o
“Sgc. 4084. AppitioNar Tax. -~ . . ;

“There is imposed on gasoline sold by the producer or importer
thereof, a tax of— . o » T .

“(1) 2(5)' cents a gallon with respect to gasoline sold before January 1,
1976, an . : ‘ co S

“%(2) 30 cents a gallon with respect to gasoline sold after December
31,1975.”. , L

(b) (1) Section 4082(d) of the Internal Revenue Code of 1954 (re-
lating to definition of wholesale distributor) is amended by insertin
“or section 4084 after “section 4081 where it appears in paragrapl%
2). & arags !
: )(2) Section 4083 of such Code (relating to exemption of sales to
producer) is amended by inserting “or section 4084” after “section
4081”. . . - - ] Lo .

(3) Section 4101 of such Code (relating to registration) is amended
by striking out “section 4081 or section 4091” and inserting in lieu
thereof “section 4081, section 4084, or section 4091”. o

(4) Section 4221(d) (6)(C) is amended. by inserting “or section
4084” after “section 4081, - =~ o T

(5) Section 4226(a) of such Code (relating to floor stocks taxes) is
amended by adding at the end thereof the following new paragraphs:

“(8) 1975 tax on gasoline.—On gasoline subject to tax under section
4084 which on the date occurring 15 days after the date of enactment
of the Revenue Act of 1975, is held by a dealer for sale, there is hereby
imposed a floor stocks tax at the rate of 20 cents a gallon. The tax im-
posed by this paragraph shall not apply to gasoline in retail stocks held - -
at the place wgere intended to be sold at retail, nor to' gasoline held for
sale by a producer or importer of line. N

- «(9) 1976 tax on gasoline.—On gasoline subject to tax- under sec-
tion 4084 which, on January-1, 1976, is held by a dealer for sale, there’

49-768 O - 75 - 9
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is hereby imposed a floor stocks tax at the rate of 30 cents a gallon.
The tax imposed by this paragraph shall not apply to gasoline in retail
stocks held at the place where intended to be sold at retail, nor to
gasoline held for sale by a producer or importer of gasoline.”. :
(6) Section 6421(b) (1) of such Code (relation to allowance for
local transit systems) is amended by inserting after “(A)” the follow-
ing: “one-half of the tax paid under section 4084 for each gallon of
soline so used on which tax was paid under such section and”.
- (¢) The table of sections for such subpart A is amended by striking

out the item relating to section 4084 and inserting in lieu thereof the

following :
“Sec. 4084. Additional tax.
“Sep. 4085 Cross references.”.
(d) The amendments made by this section apply to gasoline sold
on or after the 15th day after the date of enactment of this Act.
Sec. 3. (a) Section 5001(a) of the Internal Revenue Code of 1954

(relating to imposition and rate of tax on distilled spirits) is amended:

by striking out “$10.50” and inserting in lieu thereof “$15.75”. '

(b) Section 5021 of such:Code (relating to imposition and rate of
tax on distilled spirits and wines) is amended by striking out “30
cents” and inserting in lieu thereof “45 cents”. '

(¢) Section 5022 of such Code (relating to tax on cordials and
liqueurs containing wine) is amended by striking out “$1.92” and in-
serting in lieu thereof “$2.88”. : :

(d) Section 5023 of such Code (relating to tax on blending of bev-
erage brandys) is amended by striking out “30 cents” and ingerting
in lieu thereof “45 cents”.

(e) Section 5041(b) of such Code (relating to rates of tax on wines)
is amended by—

" (1) striking out “17 cents” in paragraph (1) and inserting in lien
thereof “26 cents”, ' :

(2) striking out “67 cents” in paragraph (2) and inserting in lieu
thereof “$1.01”,

(8) striking out “$2.25” in paragraph (3) and inserting in lieu
thereof “$3.38%, _

(4) striking out “$3.40” in paragraph (4) and inserting in lieu
thereof “$5.10”, and

(5) striking out “$2.40” in paragraph (5) and inserting in lieu
thereof “$3.60”.

(f) Section 5051(a) of such Code (relating to rate of tax on beer)
‘i% a,men’ded by striking out “$9.00” and inserting in lieu thereof

13.50”. '

(2) The amendments made by this section take effect 15 days after
the date of enactment of this Act.

Sec. 4. (a) Section 5701(a) of the Internal Revenue Code of 1954
(relating to rate of tax on cigars) is amended by— C

(1) striking out “75 cents” in paragraph (1) and inserting in lieu
thereof “$1.50”, o

(2) striking out “$2.50” in paragraph (2) (A) and inserting in lieu
thereof “$5.00”, _ : :

(3) striking out “$3.00” in paragraph (2) (B) and inserting in lieu
thereof “$6.00”, - o _ _
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(4) striking out “$4.00” in paragraph (2) (C) and inserting in lieu
thereof “$8.007, " -~ R A o
. (b) striking out “$7.00” in paragraph (2) (D) and inserting in liew
thereof “§14.007% - . .- co
" (6) striking out “$10.00” in paragraph-(2
thereof “$20.00,” I
- (7Y -striking’ out-“$15.00” in’ paragraph (2) (F) and inserting in
lieu thereof “$30.00”, and- -~ = . = o Tl 0T
(8) striking out “$20.00” in paragraph (2)(G) and inserting in
Yeu thereof “$40.00”. et e e
(b) Section 5701(b) of such Code (relating:to tax on-cigarettes) is
amended by— - IR R
(1) striking out “$4.00” in paragraph (1) and inserting in. lieu
thereof “$8.00%,and ~ " = . S S
~ (2) striking out “$8.40” in paragraph (2) and inserting in lieu
‘thereof “$16.80”. ' T T
(c) Section 5701(c) of such Code (relating to tax on cigarette
‘papers) is-amendéd by striking out “I4cent” and inserting lieu
thereof “1 cent”. . - TR et e
*(d) Section: 5701(d) of such Code (relating to:tax on cigarette
tubes) is amended by striking out “1 cent” and insertingin lieu t. ereof
(e) The amendments made by this section take: effect 15 days after.
the date of enactment of this Act. A
Skc. 5. (2) (1) (A) Subpart A of part IV of subchapter A. of chap-
ter 1 of the Internal Revenue Code of 1954 (relating to credit allow-
able) is amended by redesignating séction 42 as 43, and by inserting
after section 41 the following new section: .. . - - . _ .. ..
“SEo.:42. Excrse TAX ON GASOLINE: « .7 - "7 75 7 e s e
~ “(a) In GeneraL—There is allowed as a credit ‘against the tax
imposed by this chapter for the taxable year, anamount equal to 20
cents multiplied by the number of gallons of gasoline purchased by
the taxpayer during the taxableyear. ~* < - - o T
“(b) LIMrraTIONS.— - '
“(1) Amount.—The credit allowed by subsection (a) for any tax-
able year shall not exceed $90 ($180 in the case of a joint return under
section 6013). Co

_%(2) APPLICATION WITH OTHER CREDITS AND DEDUCTIONS.—In -deter- -
mining the number of gallons of gasoline purchased by.the taxpayer
during the taxable year, any gasoline purchaséd with respect to which
‘a credit or a deduction is claimed under this chapter for the taxable
yeaxl'3 s)ha;llvl};be disreg;z:ded.”. his caradms h e

( The amendments made by this paragraph. apply totaxable
“years beginning after December 31, 1974, with 'mgpect to Zmomtlpa;id
or incurred after such date.’ R T R
" (2) (A) Section 42 of such Code (as added by subsection (a) of this
section) is'amended— - T ST et e
@ by‘stri]dng’qut"‘% cents” in subsection (a) and‘inserting in'lienr’
thereof “30 cents” and =~ ¢ - oo et
" (i) by striking out paragraph (1) of siibssctiors (b) and isorting
inlieuthereofth;e"followjng’;:‘ L e e T e

) (E) a"nd'.insert»i:ng in lien
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* %(1) ‘AmounT.—The credit allowed by subsection (a) for any tax-
able year shall not exceed $120 ($240 in the case of 2 ]omt return of
tax under section 6013).”.

(B) The amendments made by this agraph a.pply to taxable
years beginning after December 31, 1975, with respect:to amounts
paid or incurred after such date.

*(3) The table of sections of such sub(i)a.rt A is amended by striking
out the item relatmg to section 42 an sertmg in heu thereof the
following: 4

“Sec. 42. EXCISB tax on gasoline.

“Sec. 43. Overpayments of tax.” - A

(b) Sectlon 6401(b) of such Code (rela.tmg to exoesswe credlts)
15 u.lueuueu. by—

(A) inserting after “(lubricating 011)” the followmg* « 42 (relat-
ihg to tax credit for excise tax on gasoline),’

(B) striking out “sections 81 and 39” a.né inserting in lieu thereof
“sectlons 31, 39, and 42”.

(8) Sectlon 6201(a.) (4) of such ‘Code (relating to assessment au-
thorlty) is amended by—

(A) msertmg “or 497 after “Section 39” in the caption of such :
sectxon

(B) stnkmg out “011) ? a,nd inserting in 1 lieu thereof “011) or section
49 (rela.tmg to excise tax on gasolme) o

Be it emwted by the Senate and House o Representatwes of the
United States of America in Oongma assembled, That effective after
December 31,1974:.. -

1) section 11. (d): of the Infcerna.l Revenue Code of 1954 as amended
(rela.tmg to the corporate surtax exemption) is amended by stnkmg
out “$25,000” and inserting in lieu thereof “$100 0007,

'S. 640
Be it enacted by the Senate ond House of Repreeentatwea of tlw.

United States of Americu in C'ongress aseembled That the Act be
' Forpurposes of this ACb— ' ‘
Sra. 101. Dm'mmoNs

- iFor: purposes. of;'this Act— : : o

-41) the term “numpber 1 fue) oi ” means a.ny d1st111a.te oﬂ wluch meets
the ollowing distillation requirements established: by the  American
Seciety of Testing Materials under test numbered D-86: the 10 percent
point 18 equal to 420 degrees Fahrenheit maximum, and the 90 percent
poiiit:is-eqiral t0:350 degrees Fahrenheit maximum ;.

(2) the term “number 2 fuel o0il” means any dlstxllate oil ‘which-
mests .the! foll(m?'m%L distillation ‘requirements : (established by : the
American Society of Testing Materials under.test: numbered D-86)
the 10 percent pomt is equal to 440 degrees Fahrenheit maximum, and
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the 90 percent point is equal to 610 degrees Fa.hrenl}eit maximum; and
83%: the term “Administrator” means the Administrator of the Fed-
eral Energy Administration. S
Sec. 102. LmrfAnoN oN UsE oF MARKED FurL O

(2) No person shall purchase or use any number 1 fuel oil or num-

ber 2 fuel oil which is marked in accordance with the provisions of -

subsection (b) (1) for the purpose of providing fuel, which makes it
subject to tax under section 4041(a) of the Internal Revenue Code of
1954 (relating to imposition of tax on’ diesel fuel) for any diesel-
powered highway vehicle. o

(b) (1) Any person who sells or distributes number 1 fuel oil or
number 2 fuel oil shall provide for the marking of such fuel oil in
~ accordance with rules which the Administrator shall prescribe under

this subsection, except that such fuel oil shall be marked if such fuel
oil'is to be used in a manner which makes it subject to tax under sec-
tion 4041 (a) of the Internal Revenue Code of 1954 (relating to impo-
sition of tax on diesel fuel).- R

&2) The Administrator shall, before prescribing such rules, conduct
and make available to the public a study to.determine— o
(A). the appropriate oil soluble dye to be used for the marking of
such fuel oil, and the proportionate amounts of such dye to be used for
such marking; : S . o

(B) the appropriate point or points in the petroleum distribution
system at which such dye shall be added to such fuel oil in order to
carry out the marking requirements of this section; and

(g) effective means and procedures through which the Administra-
tor may oversee the marking- of such fuel oil in accordance with the
provisions of this section. ‘ :

(3) The Administrator shall prescribe such rules no later than 180
days after the date of the enactment of this Act. Such rules shall, to
the extent the Administrator considers practicable, take into account
the findings and conclusions of the study which the Administrator con-
ducts under paragraph (2). : :

Skc. 103. INSPECITON

The Administrator or his delegate may enter during business hours
the premises (including places o% storage) of any person who sells or
distributes number 1 fuel oil or number 2 fuel oil, and the Administra-
tor or his delegate may have access to any motor vehicle owned or oper-
ated by any such person, for the purpose of conducting an inspection-or
examination to (i[:stermine whether such person is in compliance with

' the provisions of this Act. The Administrator or his delegate may pro-
vide for the inspection of any other motor vehicle to insure the com-
pliance with the provisions of this Act..

Skc. :104-. Pevavry

Any person who violates any provision of this Actshall be fined
not more than $25,000 or imprisoned not more than 5 years, or both.
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Sec. 105. EFFECTIVE DA’I‘E

The prov1s1ons of this Act shall take. eﬂect on the date of the
enactment

. Peroy Eneryy Conservation and Tao Reform Proyrm——F’iscal impact

1975 calendar year :
Esﬂmated in
- . billions
Revenue raising measures: . R .
Gasoline tax of 20 cents a gallon.__- . $18.00
Luxury taxes on alcohol and tobacco. 5. 80
Energy-related tax reforms i . 3.48
_u‘éii\‘:T&L Lazx uuuuus - .85
:Total revenue raised - . 28.13
Revenue ‘disbursing measures : " )
Individual gasoline tax rebate ( 450 gals.) 9. 00
Increased business tax deductions . . . 2.70
Cut in individual rates : : : 16. 50
"Credit for home insulation—_____.. . 0. 50
__Subtotal revenue digbursed-- : - — 28.70
‘One-time economiec stimulus - (For'd proposal) 4 »
Individual tax cut of 12 percent geared to low-income mdividuals--- 12, 00
Raise investment tax credit to 12 percent 4,00
., Total revenue disbursed._._: i : - 44.70
: ‘ .- 1976 calendor year
Revenue ralsmg measures : : ) )
Gasoline tax of 30 cents a gallon___. - *25. 80
Luxury taxes on alcohol and tobacco - 5. 80
Bnergy-related tax reforms . - 3.18
General tax reforms, .85
.. Total revenue raised . : — — - 386.23
Revenue disbursing measures: ' S : ' . ‘
Individual gasoline tax rebate (400 gals.)___- 12. 00
Increased business tax deductions 3. 87
Cut in individual rates , : - 16. 50
Credit for home insulation .50
"'Raise investment tax to 10 percent - 2.00
- Raise base for small business tax rate o . .- 2.50
’l‘otal ‘revenue. gisbursed.. .. . .. i 37 87

) ‘Presumes a cut in gasollne consumption of 10% (750, 000 barrels a day) at 20¢ a gallon
and of 14% (one million barrels a day) at ¢

1977 axp FUTURE CALENDAR Yrars

P'Lckage will be in fiscal balarice as of calendar 1978, at Whlch time
revenues from phasing out the oil depletion allowance will be $417
million higher than in 1976 and the tax credit for home insulation will
be terminated. By calendar 1980, the oil depletion allowance phase out
will be ra1smg another $1 1 bllhon above 197 8 revenues -
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SumMARY oF BiLLs INTRODUCGED BY SENATOR PERCY
REBATABLE GASOLINE TAX

Provides for a new fuel conservation tax on gasoline with rebates to
consumers for essential driving. The tax would be 20 cents a gallon in
1975 and would increase to 30 cents a gallon on January 1, 1976. Rev-
enue raised would be paid into the general fund of the Treasury. An
annual tax credit for essential driving would be provided on the first
450 gallons of gasoline purchased:-by an individual in the first year,
anid the first 400 gallons purchased in subsequent years. A driver could
receive o tax credit of up to $90 in the first year (20 cents times up to
450 gallons used) and up to $120 in subsequent years (30 cents times
up to 400 gallons). The credit is obtained by filing & Federal income
tax return, whether or not a driver has any income tax liability. .

AUTO EFFICIENCY TAX INCENTIVE PROGRAM

_ Establishes an automobile efficiency tax incentive program by taxin%
new car purchases on the basis of gasoline mileage. Based on an initia
fuel economy standard of between 15 and 17 miles-per-gallon, which
is the average gas mileage range for 1975 model cars, a new car pur-
chaser would be subject to a tax or payment depending on fuel effi-
ciéncy. A purchaser of a new car that delivers more than 17 miles-per-
gallon would receive a payment from the Federal Treasury on asliding

“scale, up to $300 for a car that gives 23 miles-per-gallon or more.-Con-

-versely, a purchaser-of a new cat that delivers 15 miles-per-gallon or
less would pay a tax that starts at $200 and increases in steps to a maxi-
mum of $1,000 on a car that delivers 9 miles per gallon or less. The
scale for taxes and payments would increase by 2 miles-per-gallon
every two years until 1983, when the standard for fuel economy would
reach the range of 23 to 25 miles-per-gallon. This program would be a
strong incentive for consumers to purchase and manu%;cturers to pro-

- ducemore fuel efficient cars.” - o ' MR

| ABOLITION OF THE HIGHWAY TRUST FUND

 Abolishes tHe’, Highﬁva;y Trust Fund and makes the billions.of dollars
collected annually from the Federal gas tax available to help finance

*_ various types of transportation or other national needs. A trust fund

designed for highway construction is anachronistic in our present eco-
nomic condition. It has discouraged the development of other modes
of transportation which are far more energy-efficient than cars. The
fund now has a balance of $8 billion, but work has either been com- °
" pleted or is underway on 99 percent of the nation’s 42,500 mile Inter-
state Highway System. : o

REPEAL OF DEDUCTIBILITY OF STATE AND LOCAL GAS TAXES

Repeals the Federal income tax deduction now allowed for state and
local gasoline taxes, retroactive to January 1, 1975. This deduction is
a Federal subsidy on gasoline sales. National policy now emphasizes
fuel conservation. The subsidy works against that policy. Moreover,
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the income tax deduction for state and local gasoline taxes, like other
deductions, benefits only those taxpayers whose incomes are high
enough to warrant itemized deductions. Those taxpayers are the ones
least 1n need of selective tax benefits. Also, this deduction deprives the
Federal Treasury of about $600 million annually. ‘ ‘

INCREASED LUXURY TAXES

Increases tax on alcohol by 50% and increases tax on tobacco by
100%. These taxes, which have not been increased in over 20 years, are
levied on the producer. The current tax on alcohol varies with alcoholic
content : from 17¢ per gallon for s)Pirits that are less than 14% alcohol
by volume to $10.50 per gallon for spirite that are 50% alechol by
volume. The current tax on tobacco varies with type and size. The tax
on small cigarettes is $4.00 per thousand, the tax on large cigarettes is
$8.40 per thousand. The current tax on small cigars is 75¢ per thousand
and the tax on large cigars is from $2.50 to $20.00 per thousand de-
pending on retail price.

REDUCE “SMALL BUSINESS” TAX RATE-

Increases the base on which the normal corporate tax is levied. from
$25,000 to $100,000. Under current law, a tax of 22 percent is levied on
the first $25,000 of corporate income and a tax of 48 percent is levied
on all incomes above $25,000. Small businesses have been particularly
hard hit by inflation and, because of the nature of their business, are
generally less able to take advantage of increases in the investment tax:.
credit. This measure will be of primary benefit to small corporations.

DYE HEATING FUEL OIL

Requires that number 1 and number 2 heating fuel oil be colored
with an oil soluble dye to deter tax fraud. Under existing law, diesel

fuel is taxed at the rate of 12¢ per gallon (4¢ federal and 8¢ state).

An extensive black market has developed in which untaxed heating
oil is substituted for taxable diesel fuel. It has been estimated that up
to $500 million in Federal revenues are lost every year because of this
fraud. A similar program was instituted in Canada in 1973 and re-
sulted in a 58.5% increase in revenues in the first year of operation.




<. STATEMENT OF SENATOR TAFT"

* T have been recovering from a coronary attack since the first week

of the Committee’s 1975 economic hearings. While my staff has kept
me informed of developments in Washington, under the circumstances
I do not feel -comfortable signing any of the. detailed statements
presented in this report. T

Very briefly, my general feeling is that additional economic stimuli,
in the form of a tax cut of about the magnitude proposed by the House
of Representatives ($20 billion for 1975) and temporary spending in-
creases where essential to avert hardships caused by the recession or
to create productive jobs, are necessary now to turn the economy
around. While budget deficits of the magnitude the President is pro-
posing are caused largely by falling tax receipts due to the recession,
as a practical matter the deficits obviously will be greater because of
the enlarged tax cut and Congress’ refusal to make some unwise
spending cuts proposed by the President. For example, we will not
cut back on governmental support to the incomes of the elderly and
the poor in the name of fighting inflation. '

In view of the considerable slack in financial markets which will
reduce the strains caused by heavy government borrowing, the need
to reduce the $200 billion of unused productive capacity and the need
to avert a disastrous further economic slide, I feel that the inflation-
ary risk inherent in deficits of a magnitude implicit.in the House tax
action is reasonable. The recovery effort will also require an expansion
of the money supply at a greater rate. _ _ '

Nevertheless, the government’s budget situation should be a charge
to Congress to eliminate unessential government spending where pos-
sible and to search for economically and philosophically justifiable
new sources of revenue. I believe there is a real danger that Congress
could go overboard in its attempt to stimulate the economy and thus
cause a devastating inflation problem a few years hence. T am also
extremely concerned about the impact of our actions on the govern-
ment’s long-run fiscal position. - - B

With respect to energy, 1 believe that mandatory conservation
‘measures are essential to combat both the $26 billion annual drain
‘on our resources and the potential for political blackmail resulting
from our present level of dependence on foreign crude oil.- We must
make a major effort to this effect immediately ; it would be a mistake
to use our present economic woes as an excuse for procrastination
- or virtual inaction. Nevertheless, in view of the fragile economic
situation, the conservation measures should be phased In more grad-
ually than the President has proposed. The conservation effort also
should be tilted more toward gasoline, becausé that is the area of
greatest energy waste. It must include measures ‘with teeth to curb
the unessential use of gasoline. .

T am pleased to be a new member of the Committee. In these difficult
economic times, I look forward to participating in Congress’ efforts
to minimize our people’s immediate and future economic hardships.
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SUPPLEMENTARY VIEWS OF SENATOR FANNIN

I concur basically with the tone and substance of the Minority Views.
The persistence of inflation and increasing recession are serious eco-
nomic issues. However, they are short-term problems of a cyclical
nature which should be dealt with both expeditiously and in a manner
which does not risk their recutrence. :

My own convictions encourage me to discuss further one particular
feature of this minority report which I feel is of particular impor-
tance to our society. It is my belief that our most pressing long-term
problem is that of adequate capital formation to meet the needs of the
future. However, this essential problem is receiving neither the atten-
tion nor the action necessary for a successful solution.

This nation’s policy of promoting the free enterprise system through
our almost 200-year history has brought the average American an un-

recedented standard of living. This achievement required the accumu-
ation of of an equally unprecedented volume of capital in every seg-
ment of the economy.

The amount of capital investment necessary for the continued vital-
ity of our economy and standard of living is nothing short of stag-
gering. Yet, developments in recent years indicate that not only will
we not meet those increased demands, but we may regress from the
economic position we presently enjoy. Department of the Treasury
figures vividly illustrate this claim. In 1965 American business
showed $20 billion in retained earnings. By 1973, after 8 years in
which real GNP rose by 36 percent, the retained earnings of nonfinan-
cial corporations had dropped 70 percent to $6 billion; 1974 data re-
veals that undistributed earnings were a minus of $15.6 billion.

Retained earnings are an essential component in the financing of
new production capability. Other sources include borrowing in the
financial markets. The availability of adequate funding is stifled
here by massive governmental borrowing to meet current expenditures.
Therefore, these two principal sources of risk capital are incapable of
~meeting the Nation’s investment needs. ~ .

Our free enterprise system cannot survive this decrease in actual
capacity. The choice is clear: Either accept direct government support
of private business or restructure our tax system so that incentives are
clearly present and rates are not confiscatory. It is my belief that the
average American recognizes and respects the ability of the free en-
terprise system and wants to see it prosper. I represent that view-
point. ' .

The time is ripe for basic changes in our tax structure. I commit
myself to the task of a complete reexamination of that structure in
order to assure the necessary investment which is so essential to our
future economic prosperity.
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SUPPLEMENTARY VIEWS OF REPRESENTATIVE .
_ ROUSSELOT . .
. _The position taken in the Minority Views on the 1975 Economiic
Report of the President that, ¢ . .(T)he lesson of the past two hun-
dred years is that what made this country great was not the ability
of government to solve its problems but the ability of individual
Americans to create the largest free market economy in the world . . .”
is & good one. However, it is disappointing that in several instances
the solutions recommended contradict this philosophy, and instead
of phasing down the Federal role, a continued increased reliance on
massive Federal participation is recommended. _
I do not believe that the economy can tolerate increased or sus-
tained Federal deficit spending under any circumstances. As a matter
of fact, the goal should be to rapidly move toward a balanced budget
by reducing Federal expenditures. The primary role of deficit spend-
ing as a factor in causing inflation must be recognized and the trend
reversed if we are to achieve economic stability in the long run.
Increased Federal deficit spending is not a solution to unemploy-
ment, and does not treat the causes of unemployment. The emphasis
must be placed on less Federal involvement, thereby allowing the
griva,te sector to stimulate production—this, in my estimation, would -
e a job producing program. The majority of jobs are in the private
sector, and “maximum employment” without inflation can only be
‘achieved by creating an atmosphere that will allow private industry
to expand. It is through this expansion that we can realize our Na-
tional goals in housing, transportation, development of alternative
sources of energy, and the many other critical areas that must be
developed to move us toward a healthy economy. '
A very important area of the President’s 1975 Economic Report is -
regulatory reform, and the minority views do not ‘give this concept
the priority position it requires. To stimulate production and jobs,
it is absolutely necessary that private industry be freed from unnec-
essary Federal controls and regulations which have pushed up prices
and industry costs. Prompt Congressional action is needed to identify,
and then repeal or substantially amend those laws which have given
excessive powers to the Federal regulatory agerncies. This would be a
positive step that would have a chain reaction—consumer prices
would be eased, stimulating demand which in turn stimulates produc- .
tion and expands employment. In addition, less Federal control
means less Federal spending, and a further lessening of the infla-
tionary burden. .
Another subject in the minority views which in my opinion is not
given adequate treatment are the workable alternatives to revenue
sharing. The fact remains—as it did in 1972 when the State and Local
Fiscal Assistance Act was approved—that the Federal Government
has no revenue to share—only debt. The solution to State and local
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budgetary deficits is not increasing the Federal deficit. Less Federal
spending and control would encourage State and local governments—
the levels of government closest to the people—to set their own priori-
ties and finance their own programs, and with greater public scrutiny
::ihtﬁl the average American has over the spending of his Federal tax
ollars. - » R

The Federal taxpayer is not getting his money’s worth. In return
for his tax dollars, he is getting inflation fueled by increased deficit
s%e;;ginﬁ and governmental controls and regulation of almost every -
P of his life. If we are able to reverse this trend, it would be the
greatest service we could possibly render to our constituents. . -




COMMITTEE AND SUBCOMMITTEE ACTIVITIES IN THE
T PAST YEAR

Public Law 304, 79th Congress, directs the Joint Economic Com-
mittee to report to the Congress by March 1 on the main recommenda-
tions of the President’s Economic Report. Due to the late filing of the
President’s Economic Report, the Joint. Economic Committee’s filing
date was extended to March 30th. The Committee is also required by

- the law to make a “continuing study” of the economy. This report is in-
tended to serve as a guide to the several committees of the Congress
dealing with legislation relating to economic issues. '

- The work of the full Committee and the Subcommittees for the past

year is summarized below : . :
. : FULL COMMITTEE '
Febma7*y1974Eobno¢m'oRe;‘70¢t of the President . L
The Committee conducted 12 days of hearings during February
- 4n its-anmial review of the President’s Budget and Economic Report.
Witnesses included the: Chairman and members of the Council of -
Eéonomic Advisers, official .Administration spokesmen, the Chairman
.of the Board of Governors of the Federal Reserve System, and -dis-
tinguished members of the academic, business, and labor communities. -
The rise in the unemployment rate was given particular attention,
along-with continuing high interest rates, lags.in-production, per-
sistent inflation, and the decline in.real income. ~ .- - -
1974 Joint Economic Report

The Committee’s Annual Report (H. Rep. No. 93-927) was filed
~ with the Congress on March 25, 1974, the March 1 deadline having

" . been extended. The report included a-statement of Committee agree-

-ment as well as minority and supplementary views. The fifth. and
-final volume-of the.printed hearings contamned invited . comments
commenting on the President’s Report from leaders of agriculture,
-banking, business, labor, and private research groups. - .. - - .

Economic Problems of Women. -

“Senator Javits chaired hearings'in June in New York City centered
. on economic discrimination against women. These hearings continued
an inquiry begun by the Committee in 1973. The focus of the hearing
was to determine how existing antidiscrimination legislation ‘thight
_be improved and better enforced, as well as solicitation of ideds' for
. possible new legisiation. -
Reorientation and Comvmercial Relations of the:- .
-E'conomies of Eastern Europe ‘ _— o
" A compendiuin of papers submitted to the Joint Economic Commit-
tee continued' a long series on’economic conditions' in Communist
countries. The main focus of this study in August was to assess the
possibility of improving commercial relations. between: the United
S (137) ' '
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States and the countries of Eastern Europe and to explore the notion
that increased trade, may provide a way for the United States to im-
prove European security.

Examination of the Economic Situation and Outlook

The deterioration in the economic situation made it especially im-
portant to review the economy in August. In six days of hearings, the
Committee heard from economists and Administration officials on
the immediate economic outlook and on the adequacy of current poli-
cles, especially in regard to the control of inflation. The hearings
served as initiation of the emergency study on inflation which was
pursued during the remainder of 1974, pursuant to S. Con. Res. 93
of August 7, 1974. Committee activities pursuant to Senate Concur-
rent Resolution 93 appear as Appendix B to the Committee’s Report
of December 30, 1974, entitled “Achieving Price Stability Through
Economic Growth.” These activities are repeated at the end of this
chapter.

Ig September a special Interim Report was prepared at the Presi-
dent’s request, in which recommendations were made for immediate
action on the inflation problem. This interim report, entitled “An
Action Program to Reduce Inflation and Restore Economic Growth,”
was distributed by the President to all participants in the White
House Conference on the Economy on September 27 and 28, 1974.

The Committee’s December report stressed the need for a healthy
rate of economic growth in reducing unemployment and achieving
the productivity gains essential to the fight-against inflation. Specific
recommendations were made for fiscal, monetary, and price-incomes
policies, as well as recommendations for the housing, agriculture, and
energy sectors of the economy. )

Additional hearings were conducted following publication of this
report as a part of the Committee’s continuing study of the areas
investigated under S. Con. Res. 93.

A Reappraisal of U.S. Energy Policy

Three Subcommittees of the Joint Economic Committee—Consumer
Economics, International Economics, and Priorities and Economy in
Government—issued a combined report in March urging a rollback
of oil prices and elimination of tax loopholes for the oil industry. The
report reviewed a wide range of domestic economic issues, from allo-
cation and price controls to long-run efforts for conservation and out-
put expansion. It also examined conditions in the world oil market.
The Committees held extensive hearings on energy during the 12
months preceding the issuance of the report. The report advocated
rationing as an allocative device for gasoline during periods of intense
oil shortages and called for various measures to permit greater compe-
tition in the oil industry, such as more effective antitrust laws and
enforcement.

SUBCOMMITTEE ON ECONOMIC PROGRESS

Conducted a comprehensive study of credit flows and interest costs.
This study, which was published on March 17, 1975, provides a de-
tailed analysis of credit flows and interest rates over the past five years,
including comprehensive analysis of sources and uses.

Members of the Subcommittes on Economic Progress were:
Representative Wright Patman, Chairman, Representatives
Henry S. Reuss, Martha.W. Griffiths, Clarence J. Brown, and Ben
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B. Blackburn; Senators William Proxmire, J. W. Fulbright,

Lloyd ‘M. Bentsen, Jr., James B. Pearson, and Richard S.
- Schweiker. ‘
SUBCOMMITTEE ON PRIORITIES AND ECONOMY IN GOVERNMENT
Employment-Unemployment R :
The Subcommittee held monthly hearings on employment and
unemployment at which Mr. Julius Shiskin, Commissioner of the Bu-
reau of Labor Statistics, discussed with the Subcommittee the statis-
tics on unemployment and possible future trends. Other distinguished
individuals were invited periodically to discuss the impact of govern-

ment programs on employment, the causes of rising unemployment,
and related matters. : S

The Economics of Federal Subsidy Programs—Part 8

The final volume in a series of eight containing studies of Federal
subsidies was released by the Subcommittee in July. The study of food
subsidies recommends the unification of all food subsidies into a
single program, and changes to enlarge food subsidies for school meals
‘and provide expanded educational programs. The study of media
regulation concludes that the Federal g;mmunicatibns Commission
protects the profits of the large networks at the expense of consumer
welfare. Other studies contained in this volume discuss oil import
quotas, subsidies for water pollution abatement, and health insurance.
An additional staff study released in October estimated the total
cost of Federal subsidy programs from 1970 to 1975, and concluded
that present subsidies taken as a whole are economically inefficient,
act to distort market operations, and redistribute income to the affluent.

Fnergy Statistics ~
Senator Proxmire, Chairman of the Subcommittee, chaired hearings
in January exploring the statistical bases used in proj ections of energy
<hortfalls and for oil allocation. The problem of obtaining reliable
information from oil companies necessary in the formulation of
equitable pricing policies was discussed with Administration officials

and energy experts. '
National Priovitics and Federal Research and Development Programs
. Hearings were held in May to look into the possibilities for -
producing low-cost ethanol and single-cell protein through a new
technology developed at the U.S. Army Natick, Masachusetts: The
new technology might possibly be used to help solve worldwide energy
and food shortages. Scinetists, Administration officials, oil company
representatives, and public interest advocates appeared to discuss
the implementation of the new technology and the relative costs of

production. A

The 1976 Current Services Budget o

A staff sfudy was released in December estimating the -size of the
Federal deficit in fiscal year 1976 based on_projections of the spend-
ing necessary to maintain a constant level of government services.
“The study forecasts a substantial Federal deficit for 1976. and placed
the resnansibility for increased deficits on the economic policies fol-
lowed during the last-two years. - - : . >’ ,
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In April, the Subcommittee held hearings on the “Allocation of
Resources in the Soviet Union and China.” The hearing was in execu-
tive session in order for the Director of Central Intelligence to present
classified information on the way in which the Soviet Union and
China determine their plans for the use of resources. Later, it pub-
ﬁs}é(f'd the part of those hearings which could be made available to the
public.

Members of the Subcommittee on Priorities and Economy in
Government were Senator William Proxmire, Chairman, Sena-
tors John Sparkman, J. W. Fulbright, Hubert H. Humphrey,
Charles H. Percy, James B. Pearson, and Richard S. Schweiker;
Representatives Wright Patman, Martha W. Griffiths, William S.

Manrhna Hueh T, Navse Ranhan R, Conable Jr., Clarancs J.
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Brown, and Ben B. Blackburn.

SUBCOMMITTEE ON INTER-AMERICAN ECONOMIC RELATIONSHIPS

The subcommittee continued its study of the effect of economic con-
ditions and developments in South America on U.S. policy toward
Latin American countries.

Members of the Subcommittee on Inter-American Economic
Relationships were : Senator John Sparkman, Chairman, Senators
J. W. Fulbright, Abraham Ribicoff, Lloyd M. Bentsen, Jr.,
James B. Pearson, and Richard S. Schweiker; Representatives,
Martha W. Griffiths, William S. Moorhead, Barber B. Conable,
Jr., and Ben B. Blackburn. : '

SUBCOMMITTEE ON INTERNATIONAL ECONOMICS

Kissinger-Simon Proposals for Financing Oil Imports

Hearings were held in November pursuant to S. Con. Res. 93 at which
testimony was taken from Administration officials from the Treasury
and State Departmentsand from the Chairman of the Board of Gover-
nors of the Federal Reserve System relating to official recycling
mechanisms as a result of the Kissinger-Simon $25 billion “safety net”
proposal.

Members of the Subcommittee on International Economics
were: Representative Henry S. Reuss, Chairman, Representatives
William S. Moorhead, Hugh L. Carey, William C. Widnall,
Barber B. Conable, Jr., Clarence J. Brown; and Senators John
Sparkman, J. W. Fulbright, Abraham Ribicoff, Hubert H.
Humphrey, Lloyd M. Bentsen, Jr., Jacob K. Javits, Charles H.
Percy, and James B. Pearson. .

SUBCOMMITTEE ON FISCAL POLICY

The Subcommittee on Fiscal Policy competed its 3-year study of
public welfare programs in December 1974. During the last year of the
study nine papers were completed, including a final report with recom-
mendations for welfare and tax reform.

Paper No. 13, How Income Supplements Can A ffect Work Behavior,
contains three papers examining the effects of income maintenance
programs on work incentives. The authors review the impact of cash
ald on work behavior, and also in-kind assistance. Comparisons are
made of negative income tax, wage subsidies, and earnings subsidies.
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- The three papers-address the major issues in transfer programs and
work incentives with varying degrees of technicality. (100 pages, Feb-
ruary 18,1974) - - : ' : . o
* Paper No. 14, Public Welfare and Work Incentives: Theory and
Practice, was prepared in chart book form as a-short, nontechnical sum-
mary of two previous subcommittee papers, numbers 4 and 13, in the
series Studies in Public Welfare. Paper No. 14 examines the theoretical
impact on work incentives of such program features as benefit, levels,
benefit-loss rates, income accounting periods, and work and training
requirements. Research results.as to actual impact are also reviewed.

- Examiples are used to depict the problems faced, and the authors con-
clude with an overview of policy choices. (55 pages, April 15, 1975)

" Paper No. 15, Welfare in the 70’s: A National Study of Benefits
Awailable in 100 Local Areas, presents findings and analysis of a staff
survey of 100 nationally representative local areas. This study reveals
what welfare benefit are available to eight family types in the 100
counties, and affords an overall look ‘at the national operation of wel-
fare programs. The analysis includes an' examination of combined
benefit levels, their gross earned income equivalent, and their com-
parison with median area earnings; benefits-loss rates; child-bearing
and family formation incentives; and administrative implications of

. a multi-layered program world. (300 pages, July 22, 1974) .

' Income Security for Americans—Eecommendations of the Public

Welfare Study is the Report of the Members of the Subcommittee on

Fiscal Policy based on their three year study of public welfare pro-

grams. It analyzes the various components of our public welfare sys-

tem and the policy issues raised. The Report presents recommendations
for tax and welfare reform to enhance equity and adequacy, to achieve
greater administrative control and simplicity, and to preserve in-
centives for work. ; : L ‘

~ Paper No. 16, A Model Income Supplement Bill, presents in bill

form the recommendations of the, Subcommittee on Fiscal Policy as

contained in its Report. Also included 1s an overview and section-by-

section analysis and rationale for the bill. (62 pages, December 20,

Paper No. 17, National Survey of Food Stamp and. Food Distribu-

tion Program Recipients: A Summary of Findings on Income Sources

and Amounts and Incidence of Multiple Benefits, contains a summary
of a survey conducted by the Department of Agriculture at the request
of the Subcommittee Chairman. This study shows who receives food

" stamps, what other programs they benefit from, and. their total in-

comes. This study explores the interaction of food programs with other

public welfare programs. (47 pages, December 31, 1974) ’ o

Paper No. 18, Issues in Financing Retirement Income. contains four

papers with respect to programs providing retirement income. The

principal focus is on social security and private plans, with secondary
mention of the supplemental secufity income program: (200 pages,

Decémber 31,1974) - oo o

Paper No. 19, Public Employment and Wage Subsidies, contains

five papers. Historical experience with public emplovment is examined

3

as well as the utility of public employment in dealing with a variety

of current objectives. (162 pages, December 30, 1974)

48-768 O - 75 - 10
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Paper No. 20, Handbook of Public Income Transfer Programs: 1975,
is an updated version of Paper No. 2 in the series Studies in Public
Welfare. This publication furnishes basic program information on a
variety of cash and in-kind public income transfer programs, as well
as costs and caseloads. It serves as a basic reference document.

HEARINGS: On September 11 and 12 hearings were held on
Federal contract compliance and aflirmative action plans.

Members of the Fiscal Policy Subcommittee were: Represen-
tative Martha W. Griffiths, Chairman, Representatives Richard
Bolling, Hugh L. Carey, William B. Widnall, Barber B. Con-
able, Jr.; and Senators William Proxmire, Abraham Ribicoff,
Lloyd M. Bentsen, Jr., Jacob K. Javits, and Richard S. Schweiker.

SUBCOMMITTEE ON URBAN AFFAIRS

Productivity in Urban Transportation

Subcommittee Chairman William S. Moorhead conducted a series
of hearings throughout the year on the effectiveness of urban trans-
portation expenditures. It was felt that these hearings were necessary
to begin to provide guidance to State and local officials faced with
important transportation-related decisions. The hearings focused on
methods of dealing with the transportation problems faced by State
and local governments throughout the country. Recent developments
and projects, such as the Bay Area Rapid Transit System in the San
Francisco area were examined in order to determine the feasibility of
such systems for other cities in the Nation. Organizations were called
upori to advise the Subcommittee on the viability of mass transit and
the incentives necessary to make these systems succeed.

Members of the Subcommittee on Urban Affairs were: Repre-
sentative William S. Moorhead, Chairman, Representatives Rich-
ard Bolling, Martha W. Griffiths, Hugh L. Carey, William B.
Widnall, Clarence J. Brown, and Ben B. Blackburn; Senators
Abraham Ribicoff, Hubert H. Humphrey, Lloyd M. Bentsen,
Jacob K. Javits, and Charles H. Percy.

SUBCOMMITTEE ON CONSUMER ECONOMICS

Resignation of the Director of the Office of Consumer Affairs, Federal
Energy Administration
Hearings in August concentrated on the resignation of the FEA
Director of the Office of Consumer Affairs, attempting to shed light
on why and how the consumers’ interests are disregarded in dealing
with energy matters.

Gasoline Distribution

Subcommittee Chairman Hubert H. Humphrey conducted 2 days
of hearings on gasoline distribution during March. The allocation
system in effect at that time was reviewed to see what changes might
be made to make the system more equitable. Testimony was heard from
individuals representing groups intimately involved in or affected by
the allocation system as well as Administration officials and energv
experts.

Gas and Electric Rates

Large increases in gas and electric rates during the last three years
were investigated by the Subcommittee in a set of hearings conducted
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‘in March. The Subcommittee heard testimony from the Chairman of
the Federal Power Commission; an Economics Professor at the Uni-
versity of Wisconsin, and the Commissioner of the New York Public
Service Commission. -

Current Assessment of the E conomy

_ In hearings before the Subcommittee May 10, 1974, the Chairman
of the Council of Economics presented the Administrations case on
current economic policy and the Subcommittee considered what to
expect in the months ahead, whether there were any significant signs

olf) recovery, and whether the rate of inflation could be expected to
abate. .

Inflation

_The Subcommittee, invited the Director of the Cost-of-Living Coun-
cil to testify on the adequacy of the Nation’s efforts to deal with
problems of inflation. Additional testimony was received from the
Chairman of the Council of Economic Advisers on the Administra-
tion’s assessment of the state of the economy and the immediate eco-
nomic outlook. . R : ;

Food Retailing and Processing Practices ’ -

Hearings were held in May to examine food processing and retailing
practices that unnecessarily increase the. price or lower the quality of
food for the consumer. Testifying before the Subcommittees were of-
ficials from the Department of Agriculture, the Federal Trade Com-
mission, and the Agribusiness -Accountability Project.

The FEA and Competition in the Oil Industry

The status of independent. 0il refiners and markers under the Emer-
gency Petroleum Allocation Act was investigated by the Subcommit-
tee in a set of hearings conducted in June. The hearings were prompted
by apparent inequities in the allocation system which worked to the
disadvantage of the independent firms. The Subcommittee heard from
representatives of the independent firms and from the Administrator
of the Federal Energy Administration. o . :

Members of the Subcommittee on Consumer Economics were:

: Senator .-Hubert H. Humphrey, Chairman, Senators ‘William

Proxmire, Abraham Ribicoff, Jacob K. Jayits and Charles H.

Percy ; Representatives William Moorhead, Martha W. Griffiths,

Henry S. Reuss, Hugh L. Carey; William B. Widnall, and Clar-
ence J. Brown.

- SUBCOMMITTEE ON.ECONOMIC GROWTH . .

The Subcommittee on Economic Growth was created in 1974 by the
Joint Economic Committee to look into the uncertainties surround-
‘ing the Nation’s long-term economic growth. Senator Lloyd Bentsen,
‘Jr., was appointed Chairman of the new Subcommittee. Co
Long-Term Economic Growth R A

The new Subcommittee started its investigations in May with hear-
ings on the prospects for economic growth over the next decade.
Public officials, business leaders and academic experts were invited
to give their perspectives on this issue. Senator Mike Mansfield pre-
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sented his recommendations for improving the government’s ability
to foresee and head off economic problems.

Outlook for Prices and Supplies of Industrial Raw M aterials

In hearings held in July, the Subcommittee focussed in on recent
reductions in raw materials prices as a possible key to slowing down
the rate of inflation. The Subcommittee sought to determine whether
these reductions would be permanent and how they would affect sup-
ply conditions. The stockpile policy of the government was reexamined
in light of these developments.

Financial Shortages

Senator Lloyd M. Bentsen, Jr., chaired hearings on _methods for
easing the financial shortage affecting construction, farming, and
other basic U.S. industries. The hearings pointed out the need to
expand supply as well as dampen demand in attacking inflation. Testi-
mony was received from academic experts, industry representatives,
bankers and the Chairman of the Federal Reserve Board during four
-days of hearings held during October.

Members of the Subcommittee on Economic Growth were: Sen-
ator Lloyd M. Bentsen, Jr., Chairman, Senators William Prox-
mire, Abraham Ribicoff, Hubert H. Humphrey, Jacob K. J avits,
and Charles H. Percy ; Representatives Henry S. Reuss, William
S. Moorhead, William B. Widnall, and Barber B. Conable, Jr.

COMMITTEE ACTIVITIES PURSUANT TO SENATE CONCURRENT
RESOLUTION 93

In order to carry out the mandate given to the Joint Economic Com-
mittee by Senate Concurrent Resolution 93, the Committee held ap-
proximately 30 days of hearings, has sponsored approximately 12 spe-
cial studies which will be published during the next few months, and
has prepared an interim and a final report. In addition, the Commit-
tee staff held several seminars with invited experts, attended a num-
ber of conferences, and consulted widely on an individual basis with
leading researchers in economics and related disciplines. Several Com-
mittee members participated in the White House Conference on the
Economy on September 27 and 28 as well as in most of the preparatory
meetings held prior to that conference.

Rerorts

The Committee has published two reports. The first, or interim,
report is entitled “An Action Program for Reducing Inflation and
Restoring Economic Growth.” It was prepared in response to the hope
expressed by President Ford in his address to Congress on August 12,
1974 that the Committee could report within six weeks. The Report
was presented to the President and the Congress on September 21 and
was subsequently distributed to participants in the White House Con-
ference on the Economy on September 27 and 28. The Report cori-
tained recommendations for actions which could be taken immediately
in four areas: fiscal and monetary policy ; price-incomes policy ; poli-
cies to help those hurt most by inflation ; and policies to restore market
efficiency.
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.- The Committee’s final report under S. Con. Res. 93 is entitled
“Achieving Price Stability through- Economic Growth” and is dated
December 23, 1974. Longer and. more comprehensive than the earlier
report, the final report assesses the prospects for economic growth,
prices and employment over the next several years and outlines a
comprehensive program for ending the recession and initiating re-
newed progress toward full employment and. price stability.

. © 7 HEARINGS _ ‘

._As part of its study conducted pursuant to S. Con. Res. 93, the
Committee held approximately 30 days of hearings ‘on 11 individual
subjects related to the study. Each of these 11 sets of hearings is de-
scribed briefly below. S ' '
Mid-Year Review - . . , S

Rampant inflation, declining real incomes, and the failure of output
to grow at all in the second quarter demonstrated that current policies .
were not adequate to deal with the serious economic situation which
confronts us. Therefore, on July 29, 30, August 1, 2, 6, and 14, the
Joint Economic Committee scheduled a thorough mid-year review of
the economy which served not only as an assessment of the immediate
outlook, but also as’ the initiation of the eniergency study of inflation.
Inflationary Impact of Pricing by Concentrated Industries

The Joint Economic Committee held three days of hearings on the
inflationary impact of pricing by concentrated industries. During the
first two days of hearings (September 4 and 9) academic and govern--
ment witnesses presented background material. A follow-up hearing
was held on October 7, with the top decision makers of three major
steel companies (U.S..Steel Corporation, Bethlehem Steel, Inland
Steel) testifying. In addition to the hearing, questionnaires’were sent
on October 2 to the major steel companies (including those who testi-
fied on October 7) asking them to submit data on their raw steel capac-
ity and capacity utilization rates for the past five years, including 1974.
As a result of the information gathered By the questionnaires, Senator
Proxmire released information on steelmaking capacity and its vtiliza-
-tion. This survey marks the first time in 15 yearsthat the steel industry
has made capacity and utilization data available to the public. A table
summarizing the questionnaire data is available from the Committee.
The cqm})lete responses of each company is to be published with the
record of the October 7, 1974, hearing on administered pricing.
Inflation Qutlook ~ ) S o

Mr. Alan Greenspan, Chairman of the Council of Economic Advis-
ers, testified before the Joint Economic Committee on” September 26,
1974. The purpose of this hearing was to assess the implications of
recent price statistics for inflation and the economic outlook. The hear-
ing looked into the following points: whether inflation was likely to
* continue to accelerate in the months ahead ; why any price acceleration
is occurring in a slack economy in the midst of a recession ; and whether
this recent acceleration in inflation is likely to throw the Nation irto
a much more severe recession. This hearing was held just after the

.
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August price statistics were released. The August increase in wholesale

rices. oF 3.9 percent, coming on top of the 3.7 percent increase in J uly,
Ead accelerated wholesale prices in the three months previous to an
annual rate of increase of 37 percent. Consumer prices had also showed
some acceleration, jumping 1.8 percent in August alone, which meant a
13 percent annual rate of increase in the three months previous.
Financial and Capacity Needs

On October 1, 2, 8, and 10, the Joint Economic Committee held hear-
ings on methods for easing a financial shortage that is driving up prices
and aggravating unemployment in construction, farming, and other
basic U.S. industries. Business and industry have been especially hard
hit by the financial ecrunch. The lack of financing is eurtailing needed
plant expansion in basic manufacturing. High interest rates have sent
the homebuilding industry into a virtual state of depression. Contrac-
tors can’t borrow money for building, nor customers for buying.
Former Treasury Secretary Henry Fowler led the list of witnesses.
The hearings concluded on October 10 with testimony from Arthur
Burns, Chairman of the Federal Reserve Board.

President Ford’s Economic Proposals ’ .

Three days of hearings were held on October 11, 16 and 18, to evalu-
ate the economic proposals presented by President Ford on October 8.
The witnesses included Treasury Secretary William Simon; Arthur
Okun and Joseph Pechman of the Brookings Institution; John Ken-
neth Galbraith of Harvard University, Robert Nathan (Robert Na-
than Associates) and Albert Rees, Executive Director of the Council
on Wage and Price Stability. . :

Morket Power, FTC, and Inflation

The November 18 hearing inquired into the reasons for the relative
ineffectiveness of the Federal Trade Commission and the problem
generally of market power, the abuses of market power, and how they
contribute to the inflation we are experiencing today. Chairman Lewis
A. Engman and Commissioner Mayo J. Thompson of the FTC and
Gardiner C. Means testified.

The Economic Impact of Environmental Regulations

Three days of hearings were held evaluating the economic impacts
of compliance by industries and local governments with environmental
regulations. The hearings held on November 19, 21 and 22, 1974,
focused on whether or not there is any merit to the argument that
compliance with environmental regulations has contributed to the
recent severe inflation. The hearings also seeked to determine what
employment effects may have resulted from such compliance.

Internationdl Financial Problems Related to High Ol Prices =

On November 25, 27, and 29 the Committee held hearings on the
financial problems created by sharply higher world oil prices. Par-
ticular attention was devoted to the proposals recently put forward by
the Secretary of State for a new international financing facility ad-
ministered through the Organization for Economic Cooperation and
Development (OECD) and for consumer nation agreement on oil
price maintenance. Witnesses included the Chairman of the Federal
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Reserve Board, the Secretary of the Treasury, the Undersecretary of
the Treasury for Monetary- Affairs, and the Assistant Secretary of
State for Economic and Business A ffairs. o o
Public Utility Industry - . Lo e - - .

. The hearing on December 4 examined recent developments in the
“electrical utility industry which have caused hardships for both con-
sumers and the utility industry. The following points were discussed
at this hearing : development of more efficient methods for converting
primary fuels to electricity ; examining more efficient use of our gen-
erating capacity, thus reducing the per unit costs of generating elec-
tricity; examining more carefully the propriety of charging small
residential users twice as much as large industrial and commercial
users; carefully examining the huge increases in the cost of construct-
ing generating capacity, particularly nuclear plants in an attempt to
reguce the huge cost of capital equipment which is passed through
to the consumer; discussion of the feasibility of coal and nuclear fuel
playing a large role in the generation of electricity. ' E
Recent Developmentsin U.S. Energy Policy .

Secretary of Interior Rogers C. B. Morton testified at the hearing
on December 5 which focused on recent developments in U.S. energy
policy and the impact of these developments on our major urban areas.
Questions that the Committee examined included: (1) What manda-
tory conservation program is the Administration prepared to propose
if voluntary measures fail? What impact will this mandatory conser-.
vation program have on the poor, the commuting worker, the con-
struction industry and other important groups.in our cities? (2) Will
the Administration support a significant rise in the gasoline tax if vol-
untary measures fail and how will the Administration cushion the im-
pact of this increase on various sectors of the economy? (3) What
policy options in the Project Independence report is the Administra-
tion likely to implement and what will be the economic impact of these
proposals? 4 } _ '

Food Chain Pricing Activities - ‘ '

On December 9, 12, 16, and 17, the Committee held hearings on
food prices and pricing policies of the major food chains. The Com-
mittee, as part of its inquiry into the causes of inflation in various
sectors of the economy, has subpoénaed records and documents from
the 17 largest food chains. A preliminary analysis of most of this data
has been completed. However, at the time of these hearings some of the
chains had not yet complied with their subpoena. The Committee’s
interest is in the structure of the food retailing industry and the
resulting impact on prices. ' :

SPECIAL STUDIES

The Committee has initiated about a dozen studies of special topics
related to the problems which S. Con. Res. 93 instructed the Commit-
tee to investigate. Some of these studies are being conducted by the
Committee staff, some by experts in° various government agencies and
some by outside consultants. Time has not permitted the completion
and publication of all of these studies prior to the December 31, 1974,
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filing deadline for the Committee’s final report. However, many of the
studies were available to the Committee in preliminary form in time
for some of the most important conclusions to be included in that re-
port. The Committee expects that most of the studies can be completed
and published within the next few months. )

Among the subjects expected to be covered in these studies are the
following : : '

(1) The differential impact of inflation by income class, with -

special . attention to the impact on the poor, .
(2) The contribution of exchange rate changes and interna-
tsiona,l commodity price movements to inflation in the United
tates, , .
(3) A review and analysis of German economic polic;
(4) A simulation of the effects of various possible ﬁsca{
during 3 periods in the recent past, . .

(5) An analysis of problems with the use of the full employ-
ment budget concept in an inflationary period, -

(6) An analysis of the factors which have contributed to the
rising cost of residential construction,

"~ (7) An analysis of concentration of ownership in retail food
marketing and its effect on prices, _ ’

(8) An assessment of the outlook for food prices and supplies,
with particular attention to the effect of the poor 1974 feed grain
harvest on meat prices and supplies,

(9) An analysis of information needs in agricultural commod-
ity markets, especially of the need for information relating to
international transactions,

(10) An updated history. of price patterns and policies to
achieve price stability since the enactment of the: Employment
Act of 1946.

STAFF PARTICIPATION IN MEETINGS WITH OUTSIDE GROUPS

In addition to conducting formal studies and arranging hearings
for the Committee and Subcommittees, the staff participated in dis-
cussions of economic problems and research techniques with outside
groups. The following list illustrates the nature of these activities in
which the staff tock part in 1974 :

American Economic Association Convention, San Francisco.

. American Enterprise Institute. ‘
American Political Science Association Annual Meeting.
Atlantic Institute Conference on Energy, Paris, France.
Brookings Institution.

Carnegie-Mellon University Conference on Floating Exchange
Rates.

Center for Applied Economics, New York University Conference
on Bidding and Auctioning for Procurement and Allocation.

? . .
policies

Columbia University.

Conference of Local Legislators, St. Paul, Minnesota.

Cornell University. .

Data Resources Conference—in New York, Boston, and
‘Washington. :

- Eastern Economic Association Annual Meeting.
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Harvard University.

Library-of Congress Conference on Urban Growth

Massachusetts Institute of Technolo

National Association of Tax Administrators Conference on Rev-
enue Estimating, Juneau, Alaska.

Natural Resources and Recreation Conference on Inﬂatlon, Dallas,
Texas.

Friedrich Naumann Foundation Conference on Cooperation and
Conflict—the Tension Bétween Nationalism in the Amemcas
and Western Europe, Ottawa, Canada.

North American Conference on Labor Statistics.

North American Study Group of the Middle East, Columbia

_ University.

Summit Meeting on State and Local Governments, Washington.

Summit Meeting on Transportation, Los Angeles.

Urban Institute, Land Use Seminar.

Wharton Econometric Forecasting Assoc1ates Conference on the
Economic Outlook.

White House Labor Conference on Inflation.

World Food Conference, Rome, Italy.

The Executive Director and other professional staff members ad-
dressed or presented papers to the following:

AFL-CIO. '

American Planners 57th Annual Conference, Denver, Colorado

American University Washington Seminar. :

Brookings Institution.

Civil Service Commission Executive Training Seminar.

Douglas College of Rutgers University.

George Washington University.

Kenyon College, Gambier, Ohio.

National Economists Club.

National Restaurant Association.

National ‘War College.

Naval War College.

New York State Savings Bank Association.

Southern Economic Association.

University of Kentucky. '

Executives of the YMCA, Denver, Colorado

The Executive Director part1c1pated in meetings of the World Eco-
nomic Congress in Budapest and Venice. In the course of that partici-
pation, briefings were given to United States Embassy staff in Buda-
pest and Belgrade. Also, a lecture was given to graduate students at
the. Institute of Internatlonal Politics and Economics in Belgrade. He
also participated as a staff member at a meeting of the United States
Delegation to the Inter-American Development Bank.

A Senior Staff Economist for the Joint Economic Commlttee n-
terviewed staff at the Bank of England and Italy and at the Bank for
International Settlements in Switzerland on the state of the economy
in various countries in Europe
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CHANGES IN COMMil'I‘EE MEMBERSHIP

The new Members of the Committee in the 94th- Congress are:

Senators Edward M. Kennedy of Massachusetts, Robert Taft, Jr., of
Ohio, and Paul J. Fannin of Arizona; and Representatives Lee H.
Hamilton of Indiana, Gillis W. Long of Louisiana, Garry Brown of
Michigan, Margaret M. Heckler of Massachusetts, and John H. Rous-
selot of California.. - . '
" Representative Barber B. Conable, Jr., has left the Committee to
assume other committee duties. Other Members who are no longer with
the Committee are: Senators James B. Pearson and Richard S.
Schweiker and-former Senator J. W. Fulbright; and former Repre-
sentatives Martha W. Griffiths, Hugh L. Carey, William B. Widnall,
and Ben B. Blackburn. , :

CHANGES IN COMMITTEE STAFF

. Leaving the staff during the year were Kathleen B. Watters, recep-
tionist; Anne Waggoner, secretary ; and Walter B. Laessig, Minority
Counsel. Additions to the professional and administrative personnel
staff include Cheri Boothe, secretary; Gregory C. Church, messenger;
Marie . H. . Cunningham, secretary; Jeanine Drysdale, secretary;
Robert D. Hamrin, economist ; Kathleen MacArthur, secretary ; Cathy
Pennock, receptionist ; Carl V. Sears, research assistant ; and George R.
Ttyler, economist. ' '

Professional staff members of the Subcommittee on Fiscal Policy for
some portion of 1974 included: Alair Townsend, James R. Storey,
Irene Cox, Robert Lerman, Vee Burke, Sharon Galm, Jon Goldstein,
Katherine Conroy, Alexander Korns, and Martha Grundmann.

Professional staff members who were hired for some portion of the
period between July 1 and December 31, 1974, under authority of S.
Con. Res. 93 included : William Donnelly, Albert J. Eckstein, Thomas
P. Graves, Peter D. . Stockton, and Irene Till.

DISTRIBUTION OF COMMITTEE PUBLICATIONS

In 1974 the Joint Economic Committee distributed over- 300,000
copies of current and previous year’s publications to individuals,
libraries, and organizations the world over. : '

Since the time of our last Annual Report the committee has released
18 reports and studies and has printed 24 sets of hearings, for a total
of 42 publications.

Also during the past year the Superintendent of Documents sold
over 125,000 copies of current and previous year’s publications.

Economic - Indicators, which are sold by monthly subscription
through the Superintendent of Documents, were received by almost -
12,000 subscribers in 1974.

. In addition there are over 700 depository libraries in major uni-
versities throughout the country that are mailed by the Government
Printing Office the committee prints that are released by the Joint
Economi¢ Committee.
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