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THE WHITE HOUSE 

WASHl :'--J G T O t,I 

February 15 , 1982 

MEMORANDUM FOR THE PRESIDENT 

FROM: CRAIG L . FULLER~ 

SUBJECT : Federal Property Review Program Decisions 

Dur i ng l ast week ' s meeting of the Cabinet Council on 
Economic Affairs , Darrell Trent presented recommendations 
concerning the Federal Property Review Program . These 
recommendations and the program have been designed by a 
working group of the Cabinet Council and have bee n 
thoroughly considered b y the departments and agencies 
involved . They have also be e n rev iewed by members of the 
White House sta f f . 

You wi ll recall that there were no objections r e gistered at 
the Cabinet Council me e ting and none have been r e ceived b y 
Dick Darman or b y me . 

In order to move forward , your approval i s required on pages 
2 , 3 a nd 4 . 

I might note that the f i nal draft of the e xecutive order i s 
being prepared and should be ready for yo u r signature this 
week. 

Thank you . 

cc : Ed Meese , Jim Baker 

Attachment 



THE WHITE HOUSE 

WA SHI NGTON 

February 9, 1982 

MEMORANDUM FOR THE PRESIDENT 

FROM: THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

SUBJECT: Federal Property Review Program 

This memorandum presents recommendations developed by the 
Cabinet Council on Economic Affairs Working Group on the Sale of 
Feder a 1 Prop e r t y for an Adm i n i st r a t i on pro g ram to : ( 1 ) rev i e w 
the real property holdings of the federal government; (2) improve 
the management of this property; (3) expedite the sale of 
unneeded property; and (4) use the proceeds to begin reducing the 
national debt. 

BACKGROUND 

The real property holdings of the federal government are 
extensive and estimates of their market value exceed $1 trillion. 
Current federal accounting methods greatly understate the market 
value of these properties because they are based on original 
costs to the government, even if the property was acquired in the 
18th century. 

These properties are ma naged by numerous individual depart
ments and agencies with limited government-wide oversight. There 
are virtually no incentives for a department or agency to release 
its federal properties. Federal property transfers must pass 
through an elaborate procedure that almost ensures that another 
federal agency or state or local government entity will claim it 
at no cost. Under present law, there is no requirement for fair 
market payment or even reimbursement of the federal government's 
acquisition cost. 

The Cabinet Council Working Group recommends developing new 
federal property management procedures requiring that every 
convenyanc e include, in one form or another, ma rk e t v a lu e 
compensation to the federal government. The group also recom
mends developing incentives for federal departments and agencies 
to sell unneeded property eith e r to another gov e rnmental entity 
or to individuals or entiti e s in the privat e sector. 

ESTABLISHI NG A PROPERTY REVIEW BO AR D 

is 
In restructuring the 
ess e ntial to involve 

fed e r a l property ma nagement s ystem, it 
the highest lev e ls of the executiv e 
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branch in developing and implementing an integrated program that 
will improve property ma nagment in every department and agency. 

The Working Group has prepared a draft Executive Order 
establishing a Presidential Property Review Board with responsi
bility for reviewing and developing federal real property 
acquisition, utilization, and disposal policies to ensure that 
unneeded and under-utilized federal property is released for sale 
at fair market value to the private sector or conveyed to support 
priority federal programs with appropriate compensation. The 
draft executive order is attached at Tab A. 

The Board would coordinate and establish annual property 
target sales and management savings for each executive agency. 
Each agency would immediately review its federal property 
holdings and submit to the Board within 60 days a list of excess 
property for appropriate disposition. The Board would also 
review procedures to expedite disposal of the property. 

Recommendation: That a Presidential Property 
established by Executive Order 
property review process. 

Revi e w Board 
to oversee 

Approve Disapprove 

USI NG SURPLUS PROPERTY SALES TO OFFSET THE NATIONAL DEBT 

be 
the 

Under current law, all proceeds from surplus fed e ral property 
sales are deposited in the Land a nd Water Conserv a tion Fund 
(LWCF). When necessary, rents and royalties from Outer Contin
ental Shelf (OCS) leases are deposited to bring the LWCF annual 
i n com e up to $ 9 O O m i 11 i on p e r ye a r , the m i n i mum an nu a 1 r e q u i r e -
ment. LWCF funds are earmark ed for acquiring new recreational 
lands and for grants to st a tes for acquiring and developing 
recreation facilities. With the exception of OCS receipts, all 
monies in the LWCF not appropriated for thes e purposes within two 
years ar e transf e rr e d to th e misc e llan e ous r e c e ipts of the 
Treasury. Technically, under the unified budget concept, LWCF 
monies offset spending, i.e., reduce the deficit, whether they 
are in the LWCF or in the gen e ral fund. However, the practice of 
earmarking funds for programmatic purposes encour ag e s federal 
spending. 

The Working Group recomm e nd s th a t the fed e ral gov e rnme nt use 
the revenu e s from the sal e of its surplus ass e ts to offset the 
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national debt rather than current expenditures. This would 
require legislation so that proceeds from these sales are not 
automatically deposited in the Land and Water Conservation Fund. 

There is congressional support for such legislation. Senator 
Percy (R-Illinois) and Congressmen Winn (R-I<ansas) and Kramer 
(R-Colorado) have sponsored Senate and House resolutions c a lling 
for using revenues from the sale of federal assets to retire the 
nation a 1 debt • Some en v i r o nm en ta 1 interests may resist any 
measure which could appear to affect adversely the Land and Water 
Conservation Fund. However, since OCS receipts, currently the 
principal source for the LWCF , exceed $900 million each year, the 
Fund would still reach its annu~l income level. 

There are two alternatives presently under consideration for 
handling the proceeds from the sale of federal property in order 
to offset the national debt: (1) a special trust fund or (2) an 
"undistributable receipts account" in the Treasury. In either 
case the new legislation would restrict use of the proceeds from 
federal property sales to reducing the national debt and not for 
offsetting current expenditures. 

Recommendation: That the Cabinet Council Working Group on the 
Sale of Federal Property develop legislation to 
place all proceeds from federal property sales 
in a fund or account for use only to reduce the 
national debt. 

Approve Disapprove 

IMPACT OF THIS PROGRAM ON PUBLIC LANDS 

The United States Government owns 744 million acres, about 
one-third of the 1 and mass of the United States. Approx ima tel y 
685 million acres are public lands. The other roughly 60 million 
acres were purchased by or donated to the f ede r a 1 government. 
Most of the property declared surplus in recent years has 
consist ed of r e l a tive ly sm a ll, som e tim es urba n, pa rc e l s . 

The federal government has not disposed of large public l a nd 
tracts in the recent past. Much of this property is virtually 
unused. Other large public land tracts are used for commercial 
purposes, such as grazing, energy and mineral development, a nd 
timber production. Current federal user charges are less than 
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fair market value so that users of these lands receive an 
implicit subsidy. 

Altering present policies, either selling the lands or 
r a i s i n g use r f e es , wo u 1 d 1 i k e 1 y g en e r a t e con s i d e r a b 1 e co n tr o -
versy. Several groups would probably oppose major sales of 
public lands including: 

o Western ranchers unless they could purchase the 
land at below market value; 

0 Environmental groups fearing 
mental protection values and 
ment; 

a shift in environ
large scale develop-

o Local communities which in the past have received 
lands for "public purposes" at less than fair 
market value; 

o Private landowners who might fear that a large sale 
of federal lands would diminish the value of their 
own properties; and 

0 Citizens whose use of these lands for 
fishing and recreational purposes would 
stricted if they passed into private hands. 

hunting, 
be re-

The Working Group, however, recommends promptly developing a 
program to dispose of unneeded public lands. Current statutes 
and the regulations which implement them make commerci a l s a les of 
federal lands time-consuming, if not practicially impossible. A 
successful program to sell federal lands not needed for public 
purposes will require considerable study, and most likely 
sweeping revisions in existing federal laws and regulations. 

Recommendation: That the Cabinet Council Working Group on the 
Sale of Federal Property coordinate a comprehen
sive review by affected federal agencies of 
existing statutes and regulations pe rtaining t o 
sales of federal l a nds and develop appropriat e 
legislative proposals to expedite such s a l e s in 
a cost-effective mann e r. 

Approve V QR_ Disapprove 

Donald T. Regan 
Chairman Pro Tempor e 
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THE WHITE HOUSE 

WASHl i\lGTO N 

February 15, 1982 

MEMORANDUM FOR THE PRESIDENT 

FROM: CRAIG L. FULLER , .. _. .. :· 

SUBJECT: Employment and Training Policy Decisions 

You will recall that Secretary Donovan made a presentation 
at last week's meeting of the Cabinet Council on Economic 
Affairs concerning Employment and Training Policy. 

Two Presidential decisions are called for with regard to 
this matter. The decision memorandum is attached. 

1. Structural Changes are recommended in the following 
areas: 

o Program funding should occur through block grants 
to the 50 states, with guaranteed amounts going to 
individual political jurisdictions of 500,000 
passed through the Governors. 

o Governors would appoint state boards and maximize 
Private Sector Involvement. 

o Performance criteria is to be based on the degree 
of success achieved in job placement. The 
Secretary of Labor will have discretion in 
developing the methodology and allocating funds . 

o The program's focus will be on training rather 
than on stipends. 

o While recommending the use of the vocational 
educational system by States, a formal merger of 
the proposed employme nt and training s y stem and 
the vocational education system is not 
recommended. 

2. Reauthorizing the Targeted Jobs Tax Credit is 
recommended by the Cabinet Council and enjoys 
bipartisan support on the Hill. 

No known opposition e x ists with regard to these 
recommendations either among the members of your cabinet or 
among the members of the White House staff. You should 
indicate your deci s ions on page 4 . Thank you . 

cc: Ed Meese , Jim Baker 
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February 9, 1982 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

Employment and Training Policy 

;. 

The administration must soon present to the Congress its 
proposal for a new federal employment and training system to 
replace the Comprehensive Employment and Training Act (CETA) 
which expires on September 30, 1982. This memorandum outlines 
the major issues and recommendations of the Cabinet Council 
concerning the principal elements of the administration's program. 

Background 

Although spending for CETA will total over $53 billion dur
ing its seven years in existence, and although CETA has served 
over seven million people, the program has not proven successful 
in helping the hard-core unemployed find long-term jobs. CETA 
has been administered through 480 different state and local 
government entities which, according to many observers, has 
caused unnecessary duplication and confusion. The Department 
of Labor estimates that over 40 _percent of CETA funds were spent 
on administrative overhead, anothe-r ,fO - pe.rcent·· on stipends,· and 
only 20 percent of the funds were spent directly on training 
and placement functions. 

FY 1983 Budget Decisions 

You have already made several important decisions regarding 
the administration's employment and training proposal through the 
FY 1983 budget review process. In early December you decided to 
limit FY 1983 funding for employment and training programs to 
$2.4 billion. Of that amount, $1.8 billion would go to the 
program which formally replaces CETA, $400 million would go to 
the Job Corps, and $200 million would go for special groups tra
ditionally served from the national level such as older Americans, 
Indians, migrants, and trade adjustment assistance training reci
pients. The $2.4 billion figure was considerably more than 0MB 
proposed, somewhat less than the Department of Labor wanted, and 
substantially less than the amount proposed by most CETA reauthor
ization bills introduced in the House and Senate. 

You also decided to focus the program on out-of-school youth 
(ages 18-25) and Aid to Families with Dependent Children (AFDC) 
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recipients. The Department of Labor and 0MB agreed that a less 
restrictive proposal could not receive adequate funding at the 
$2.4 billion level. In-school youth, unemployed workers not 
receiving AFDC, and displaced workers needing retraining are 
not eligible under the current proposal. 

In early January the Department of Labor completed its 
initial design of the administration's legislative proposal 
for a new employment and training program. The Cabinet Council 
on Economic Affairs met twice in the last several weeks to dis
cuss this proposal, and established a Working Group to examine 
some of the provisions in greater detail. 

Principal Structural Features 

The Cabinet Council recommends that the proposed program 
contain the following principal features: 

1. Allocating Grants Between States and Localities. 

The Cabinet Council recommends funding the proposed program 
through block grants to the 50 states, as opposed to the current 
system of grants to roughly 480 state and local government enti
ties. The Council also recommends that individual political 
jurisdictions with a population of 500,000 or more receive 
guaranteed amounts, passed through the Governors, in proportion 
to their share of the state's population meeting the eligibil
ity requirements. This provision for a mandatory pass-through, 
while a departure from the pure block grant concept, should 
reduce the opposition of mayors and local officials to the 
proposal. This is also consistent with the policy outlined 
in your State of the Union message that your new federalism 
proposals include "a mandatory pass-through of part of these 
funds to local governments." 

2. Private Sector Involvement. 

The Cabinet Council strongly believes that the most successful 
employment and training programs include genuine private sector 
involvement. Under the Department of Labor proposal, the Gover
nors would appoint and chair a state board with responsibility, 
subject to the Governor's final approval, for designing the 
state's employment and training system. Sixty percent of the 
board's members would come from the private sector, 20 percent 
from state and local governments, and the remaining 20 percent 
largely from community based organizations, the state employment 
service, and the state's vocational education system. 

3. Performance Criteria. 

The Cabinet Council considered whether the administration should 
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propose reserving some portion of employment and training funds 
for distribution between states on the basis of success in job 
placements. 

The case for funding on the partial basis of program per
formance rests on: 

o The desire for greater accountability in employment 
and training programs; and 

o The belief that competition between states on the basis 
of performance will result in more effective programs. 

The case against performance criteria rests on the fact that: 

o They represent a departure from the pure block grant 
concept in requiring that the Federal Government moni
tor programs state-by-state and issue regulations con
cerning the compilation of data to measure performance; 
and 

o Program performance is inherently difficult to measure. 

Most employment and train i ng bills introduced this session 
in Congress contain provisionr . for distributing funds partially 
on the bas is of program perfor~ .. ance. 

The Cabinet Counci 1 recortunends that the administration's 
proposal contain performance s ·~andards, with performance measured 
on the basis of success with job placements. Job placement suc
cess would include a state's economic conditions. The Council 
also agreed that the Secretary of Labor should have discretion 
in developing the methodology used for determining performance 
and its influe nce on allocating funds. 

4. Focus on Training. 

Past employment and training programs have often included a major 
income support component. Stipends to CETA recipients accounted 
for an estimated 40 percent of the funds expended. The Cabinet 
Council supports f ocus ing the new p r ogram on tra i n i ng acti v i t i es 
with no stipends for participants, but permitting up to 10 percent 
of the funds to be allocated for support services (transportation 
and meals). 

5. Relationship to Vocationa l Education. 

The Cabinet Council r e commends that the administration proposal 
allow Gove rnors and local o f ficials to channel as many employment 
and training resources through the vocational education s y stem a s 



-4-

they deem appropriate. The Council advises against a formal 
merger of the proposed employment and training system and the 
vocational education system. 

Recommendation: The Cabinet Council recommends that the adminis
tration's proposed employment and training system 
include the five principal structural features 
outlined above. 

Approve Disapprove 

Reauthorizing Targeted Jobs Tax Credits 

This spring the Congress will also consider reauthorizing 
the targeted jobs tax credit (TJTC) provided for in the Economic 
Recovery Tax Act of 1981. The credit is scheduled to expire in 
December 1982. Last summer, the administration supported renew
ing the targeted jobs tax credit provided two important changes 
were made: 

1. Retroactive certification was eliminated; and 

2. Eligibility was more clearly focused on disadvantaged 
youth. (Specifically, the credit does not include 
cooperative education students.) 

These changes were made in the Act. Congressional soundings 
indicate that there is strong bipartisan support for continuing 
the credit and that reauthorization is virtually assured. 

The Cabinet Council believes reauthorization of the credit 
would demonstrate administration concern for improving employ
ment opportunities for disadvantaged youth at a time of high 
youth unemployment and would provide for a more comprehensive 
employment and training package emphasizing creating jobs in 
the private sector. 

Recommendation: The Cabinet Council recommends reauthorizing 
the targeted jobs tax credit as provided for 
in the Economic Recovery Tax Act o f 1981. 

Approve Disapprove 

Funding the Older Americans Program 

Finally, the Cabinet Council considered the status of the 
Older Americans program and its relationship to employment and 
training policy. The Older Americans program, which provides 



I • 

-5-

part-time jobs to low-income persons age 55 and older, currently 
subsidizes approximately 54,000 jobs at an annual cost of $270 
million. Although you recently signed the Older Americans Act 
extending the program through FY 1983, the FY 1983 budget elimi
nates specific funding for the Department of Labor's Older Ameri
cans program. 

The Cabinet Council supports a Department of Labor recom
mendation for extending funding of the Older Americans program 
without increasing total federal budget outlays for employment 
and training. This would require reallocating a small portion 
of the $1 . 8 billion block grant for assistance to older workers. 



November 18 , 1981 

THE SECRETARY OF COMME~CE 
Washington, D.C. 20230 

MEMORANDUM FOR THE PRESIDENT 

FROM : 

SUBJECT : 

MALCOLM BALDRIGE , CHAIRMAN PRO TEMPORE dA (3 
CABINET COUNCIL ON COMMERCE AND TRADE f V[ 

The Shipping Act of 1981 

Your Administration has been asked to state its position on the 
Shipping Act of 1981 (S. 1593), a major piece of legislation 
sponsored by Senator Gorton to revise the economic regulation of 
international ocean liner shipping operating in the U.S. foreign 
trade. The existing regulatory regime tends to place U.S . flag 
carriers at a competitive disadvantage and is a major source of 
irritation to our trading partners . 

The Bill ' s principal objective is to reestablish the primacy of the 
Shipping Act of 1916 by granting complete an~i-trust immunity to 
authorized forms of economic cooperation among carriers. The Bill 
would also simplify the process by which liner conference* activities 
are sanctioned in the U.S. foreign trade and would strengthen the 
conference system as a method of insuring stability in that trade . 

s. 1593 

The following principal provisions of the Bill were considered by the 
Cabinet Coi...:.ncil : 

1 . Ocean carriers may enter into agreements among themselves 
regarding capacity , service and prices . 

2. Such agreements must be filed with and approved by the Federal 
Maritime Commission. The FMC has discretionary authority to 
disapprove an agreement if it is found to be unjustly discriminatory 
or unfair, or detrimental to U.S. commerce. 

3. Any activities permitt ed by the Act are exempt from the 
anti-trust laws. 

*Conference means an association of ocean common carriers which 
provides ocean transportation on a particular route or routes and 
which operates within the framework of an agreement establishing 
rates and any other conditions of service. 
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4. Every carrier is required to file with the Federal Maritime 
Commission (FMC) tariffs showing all rates in effect over routes 
served by such carrier . In order to deter unadvertised discounting 
or " rebating ", the FMC is empowered by t he Act to penalize carriers 
for failure to adhere to fi l ed tariffs . 

Cabinet Council Position 

Ar eas of Agreement 

There i s a broad area of agreement that covers the fol l owing points: 

o closed conferences, setting of ocean rates by conferences , 
and agreements among carriers to rationalize services should be 
permitted. 

o extended anti-trust iITLmunity should be granted . 

o predatory practices , such as use of " fighting ships " 
subsidized by conferences to drive independents from a trade , should 
be banned. 

o the FMC should not approve agreements among carriers on the 
basis of the two vague and arbitrary criteria contained in the Bill. 
Rather , any agreemen t should be approved automatically if none of the 
concerted activities it specifies is prohibited explicitly in the 
Act . 

o the tariff filing requirement and enforcement of tariffs by 
the FMC should be discontinued and the Federal gove rnme nt should be 
removed from all involvement in rate-making ac tivities. The Cabinet 
Council believes that if the conferences are fr ee to set rates and to 
establish self-policing mechanisms to enforce r ates , they should not 
have assistance from the Federal government to compel adherence by 
conferenc e members to agreed upon rates. 

Ar eas of Disagreement 

There remains disagreement within the Cabinet Council over the ocean 
shipping activities that should be prohibited. There is further 
disagreement over the application of anti-trust laws to any 
prohibited activity . The Justice Depa rtment argues that anti-trust 
laws should be applied to ocean shipping activities prohibited 
explicitly in the Act. The industry argues that their primary 
problem is with the anti-trust laws themselves and with the 
uncertainty that has been created by Justice Department enforcement 
and court interpretation of those laws. In the view of ocean 
shipping interests and of Senate sponsors of the bill, the 
application of anti-trust laws to ocean shipping activities has 
created a destabilizing and untenable situation. Accordingly, the 
Department of Transportation proposes that anti-trust laws not be 
allowed to apply to any ocean shipping activities whether permitted 
or prohibited under the Shipping Act . 
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There is a further disagreement about what activities should be 
prohibited. The disagreement is based on two fundamentally different 
views of the economic effects of rate-setting by conferences. In the 
view of the Department of Justice, permitting conferences to set and 
enforce rates without restraint would result in prices higher than 
those that would prevail if that ability were limited. The 
Department of Justice argues that maintenance of higher than 
competitive rates will draw excess capacity into our trades, 
resulting in service competition rather than price competition and in 
a loss of economic efficiency. 

The Department of Transportation seeks to minimize as far as possible 
government regulation of conference rate-setting activities. The 
Department of Transportation argues that there is or will be 
sufficient competition from independent carriers to hold down prices 
and to discipline conference power. The Depa rtment of Transportation 
argues further that because attempts by conferences to set rates at 
excessively high levels will attract new independent carriers into 
the trades, government intervention in conference activities should 
be limited to assuring that conferences do not abuse their power by 
driving independent carriers from those trades . In the view of the 
Department of Transportation, any limits on conference r ate-set'ting 
activity will undercut the economic benefits of conferences to 
financially distressed U.S. flag carriers. 

The Departmen t of Justice argues that if the purpose of allowing 
conferences to set prices at higher than competitive levels is to 
provide a substitute for government operat ing subsidies, then the 
approach is wasteful because it benefits carriers in proportion to 
their shares of the trade. In the view of the Department of Justic e , 
since foreign flag carriers carry about 75 % of the cargoes in the 
U.S. foreign trade, they will r eceive about 75 % of the benefits of 
any super-normal return implicit in th e rate structure. 

Department of Justice Position 

The Department of Justice proposed three measures that they believe 
would resolve substantially their problems relating to 
"cartelization" of ocean liner shipping by preserving avenues for 
price competition between conference carriers. These are: 

1. Prohibition of revenue and profit pooling. Under this practice , 
carriers establish in advance of an accounting period the respective 
shares of revenue and/or profits that each will receive irre sp e ctive 
of the amounts of cargo carried. Cargo pooling , which is a form of 
space sharing, would be permitted. 

2. Prohibition of inter-modal rate-setting by conferences. Under 
this practice, conferences set the "through rates" for inter-modal 
shipments over transportation routes having both ocean and land 
segments. Individual ocean carriers would still be free to negotiate 
"through rates" with individual inland carriers and such "through 
rates" could be advertised by the conference. 



- 4 -

3. Prohibition of inter-conference agreements. This would preserve 
the so-called "gateway competition" that assures rivalry between 
conferences serving different ports , such as the U. S . Gulf Coast and 
the U. S . East Coast. Inter - conference agreements are permitted under 
present law . 

The Department of Justice seeks to remove the regulatory 
uncertainties relating to enforcement of any prohibitions on 
conference activities by exempting those activities from the 
sanctions of the FMC, a regulatory a gency . All of its penalties for 
violating prohibited activities wou l d come under the anti-trust laws, 
not the Shipping Act . 

Department of Transportation Position 

The Department of Transportation objects to the limitations on 
conference activity proposed by the Department of Justice. The 
position of the Department of Transportation is similar to the Bill 
i n the forms of economic cooperation that would be permitted , 
including closed conferences , limits on capacity , and inter-modal 
rates . The Department of Transportation believes that conferences 
should be free to establish inter-modal through rates to satisfy the 
demand for containerized services and to prevent erosion of the 
conference system. The Department of Transportation position would 
remove the government from involvement in conference activities, 
prohibiting only predatory practices. The Department of 
Transportation seeks to remove the uncertainties regarding the scope 
of anti-trust immunity for conference activities by completely · 
exempting those activities from antitrust laws. All of its penalties 
for violating prohibited activities would come under the Shipping 
Act , not the anti-trust laws. 

Implications for Legislative Strategy 

The Senate Bill has the support of U.S. flag carriers, shippe rs and 
our trading partners. The two provisions consider ed rnost essential 
to passage are anti-trust i mmun ity f o r carriers and FMC tariff filing 
requirements. 

Anti-trust Immunity 

The present position of the Department of Justice with r espec t to 
anti-trust i mmunity represents a major change from its past 
positions. In conferring blanket anti-trust immunity with specific 
exceptions, the Department's position probably would be viewed as a 
substantial concession to maritime interests and to the demands of 
our trading partners for greater comity. 

The industry, however , may view the exceptions to anti-trust immunity 
that would r emain under the Department of Justice proposal as 
confusing and destabilizing because of the arbitrary distinctions 
they believe the Department of Justice has drawn in the past between 
those activities that are subject to the anti-trust laws and those 
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that are not . The industry believes there will be continuing 
uncertainty as to how the Anti-trust Division may interpret concerted 
ocean snipping activities under the clarified anti - trust immunity 
proposed by the Department of Justice. 

Tariff Fil i ng Requirement 

The Cabinet Council position favoring abo l ition of tariff filing 
requirements , while entirely consistent with the Administration ' s 
overall deregulation objectives , will provoke extremely hostile 
r eaction from Congressional sponsors of the bill , from U. S . flag 
carriers and from shippers. Carriers regard the tariff filing 
requir~ment as the only effective means to enforce anti-rebating 
statutes, which protect U.S. flag carriers from aggressive price 
competition from foreign flag carriers . Shippers support tariff 
filing requirements as a protection against discriminat ion by 
carriers as between large and small shippers . 

It was never the intent of Congressional sponsors to tamper with 
tariff-filing requirements because these have never been 
problematic. Continuation of tariff-filing probably will be a 
condition of passage for new legislation. If a bill with such 
requirements reaches your desk , it will on the surface contain most 
of what the Administration supports, and it will be difficult· at that 
time to justify a veto. However, such a bill would set aside our 
central philosophical concern that conference rate-making authority 
should not be reinforced by government enforcement of conference 
rates. 

Options 

There are two options for you to consider. 
between them pertains to the ocean shipping 
prohibited, and to the anti-trust treatment 
those prohibited activities . 

Option 1 (Department of Justice) 

The essenti al difference 
activities that would be 
that would be accorded 

o Permit ocean carriers to enter into agreements among 
themselves regarding capacity, service and prices subject to the 
following restrictions: 

Prohibit revenue and profit pooling 
Prohibit inter - modal rate setting by conferences 
Prohibit inter-conference agreements 

o Require the FMC to approve an agreement if it does not 
specify any activity that is prohibited explicitly in the Act. 
End use of discretionary approval criteria . 

o Grant anti-trust immunity to every form of cooperative 
activity that is not prohibited explicitly in the Act. 

o Discontinue tariff filing requirements and tariff enforcement 
by the FMC. 
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Option 2 (Department of Transportation) 

o Permit ocean carriers to enter without restrictions into 
agreements among themselves regarding capacity , service and 
prices. 

--Permit revenue and profit pooling 
--Permit inter-modal rate-setting by conferences 
--Permit inter-conference agreements 

o Require the FMC to approve an agreement if it does not 
specify any activity that is prohibited explicitly in the Act. 
End use of discretionary approval criteria. 

o Grant complete anti-trust immunity to ocean shipping 
activities. The exclusive remedy for engaging in prohibited 
activities would be under the Shipping Act. 

o Discontinue tariff filing requirements and tariff enforcement 
by the FMC. Require carriers to publish their tariffs with a 
commercial service. 
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THE WHITE "HOUSE 

WASHINGTON 

December 11, 1981 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

ISSUE: 

Background 

JAMES G. WATT, CHAIRMAN PRO 
CABINET COUNCIL ON NATURAL AND ENVIRONMENT 

What organizational functions should the President 
propose to Congress to dismantle the Department of 
Energy and carry on appropriate government energy 
functions? 

President Reagan, during his campaign for President and 
again in his televised address of September 24, 1981, announced 
his intention to dismantJ.e and abolish the Department of 
Energy. The basic reason for this position is that the 
Department as originally constituted represents a fundamentally 
misguided view of the government's role in energy matters. Any 
program for dismantling DOE must address this error, anc 
provide a new structure consistent with a proper understanding 
of the government's role in energy. 

There is general agreement in the Administration that such 
a role should be limited to: 

1) supporting national defense needs through civilian
controlled capability for research, design, production and 
testing in the field of nuclear weapons and devices; 

· 2) protecting against energy supply disruption through 
contingency planning capability and maintenance of a strategic 
petroleum reserve; 

3) supporting long-term high-risk, potentially 
high-payoff basic research on energy technologies; and 

4) performing specific governmental tasks, where 
authorized, such as operation of the Naval Petroleum Reserve 
and Power Marketing Administrations, governmental tasks in 
connection with the nuclear fuel cycle, and regulation of 
certain gas and electric functions. 

The creation of a new Department of Energy in 1977 by 
President Carter indicated that the government would go far 
beyond these roles, and take over the control of energy in our 
society. In dismantling the Department of Energy, we emphasize 
that the government will now no longer exercise such control. 
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After a series of working group meetings to develop 
options for carrying out the President's intentions to 
dismantle the Department of Energy, the Cabinet Council met on 
December 8, and discussed this issue extensively, leading to a 
number of items of consensus and two major options. 

Discussion 

There is a consensus in the Cabinet Council on Natural 
Resources and Environment on several aspects of dismantling the 
Department of Energy: 

1) Resources management functions, including the Power 
Marketing - Administrations, the Naval Petroleum 
Reserve, and the operation of the Strategic Petroleum 
Reserve, should be transferred to the Interior 
Department. 

2) The Federal Energy Regulatory Commission shouJd 
become independent. 

3) Any residual enforcement functions shoul0 be 
transferred to the Department of Justice. 

4) There should be established an Energy Research and 
Technology Administration (ERTA) which would 
encompass the Defense weapons program, all of the 
current .research and development activities of the 
Energy Department, both nuclear and non-nuclear, as 
well as research in areas of environment, safety, and 
health. ERTA should report to a Cabinet Officer. 
Energy policy functions, such as planning and 
analysis, energy information, and emergency 
preparedness, should be transferred to the Department 
with jurisdiction over ERTA. 

5) Finally, it is agreed that nuclear energy should 
remain part of the total energy program, rather than 
being placed in a separate organization. 

The remaining question is: To which Department should 
ERTA and energy policy functions be transferred? The Cabinet 
Council has developed two options -- the Commerce Option and 
the Interior Option. 

The decision as between the Commerce and Interior options 
should be made bearing in mind the traditional mission of the 
two Departments. Over the years, Commerce has been 
responsible for fostering domestic and international business 
and technological advancement in the private sector. Over the 
years, Interior has been responsible for the stewardship, 
preservation, and development of the nation's natural 
resources. 
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THE COMMERCE OPTION 

Under this option, ERTA and energy policy would be transferred 
to the Department of Commerce. 

The advantages of housing ERTA and energy policy in Commerce 
are: 

o Recognizes that commercial energy development should be 
driven by user requirements and market factors, rather than 
by needs of resource developers. 

o Provides an opportunity to integrate more closely energy 
policy with general economic policy. 

o 2/3 of DOE consists of nuclear R&D and manufacturing. 
This option puts these business type activities in the 
Department most responsible for working closely with 
business. 

o Meshes with Commerce's management experience as a 
Department composed of a number of semi-independent 
agencies. 

o Locates energy, an important international growth business, 
in the Department most responsible for the promotion of 
international business. Also, strengthens Department and 
thereby enhances Secretary's ability to represent U.S. 
private sector interests in the international arena. 

The disadvantages are: 

o Separates energy research and development, as well as 
policy functions, from the primary source of energy in 
future years -- the public lands and resources of the 
United States. This separation may hinder development 
of a coherent energy policy. 

o Puts responsibility for nuclear weapons in a business
oriented department, possibly raising old fears about a 
"military-industrial complex." 

o Could provide too much practical, commercial emphasis in 
place of scientific inquiry in research and development. 

THE INTERIOR OPTION 

Under this option, ERTA and energy policy functions would be 
transferred to the Department of the Interior. 

The advantages of this arrangement are: 

o Places all aspects of energy within one organization, 
including research and technology, nuclear energy and the 
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energy resources of the public lands. This has the best 
possibility of preserving all energy options by having them 
balanced within one organization. 

o Research and development and policy functions would be 
blended with the primary source of energy in the years 
ahead -- the public lands and resources. The public lands 
under Interior are believed to contain 85% of the nation's 
oil; 40% of the natural gas, 40% of the uranium, 35% of the 
coal, 85% of the tar sands, 80% of the oil shale, and 50% 
of the geothermal resources. 

o The competing demands of development and conservation of 
energy resources can best be balanced if all energy 
aspects, including both government-owned energy sources and 
future developments through R&D, are within one Department. 

The disadvantages are: 

o Maintains a high-profile federal role in energy through 
single planning organization for both government and 
private energy resources, research and development. 

o Congress has in the past rejected similar arrangements, but 
those proposals to consolidate government functions 
involved controversial transfers not contemplated here, 
such as transfer of the Forest Service from USDA to 
Interior. 

OTHER ASPECTS 

o Either option would both combine and sep?rate preservation 
and environmental interests on the one hand and development 
interests on the other. In the case of Commerce, the 
presence of the Nation?l Marine Fisheries Service and the 
National Oceanic and Atmospheric Administration might serve 
to retard energy development, but the same would be true of 
the role of the Fish and Wilalife Service and the National 
Park Service in Interior. Placement of the energy 
functions in Commerce would be strengthened by the other 
private business activities of that Department, but the 
other resource management activities in Interior would -
similarly aid energy development there. 

o The Congressional Affairs office will be prepared to 
discuss implications of both options for congressional 
relations. 

DECISION: PROCEED WITH 

COMMERCE OPTION 

INTERIOR OPTION 



THE WHITE HOUSE 

WASHINGTON 

December 9, 1981 

MEMORANDUM FOR THE DIRECTOR OF THE OFFICE OF PERSONNEL MANAGEMENT 

SUBJECT: FEDERAL EMPLOYM.ENT OF DISCHARGED AIR TRAFFIC CONTROLLERS 

The Office of Personnel Management has established the position 
that the former air traffic controllers who were discharged for 
participating in a strike against the government initiated on 
August 3, 1981 shall be debarred from federal employment for a 
period of three years. Upon deliberation I have concluded that 
such individuals, despite their strike participation, should be 
permitted to apply for federal employment outside the scope of their 
former employing agency. 

Therefore, pursuant to my authority to regulate federal employment, • 
I have determined that the Office of Personnel Management should 
permit federal agencies· to receive applications for employment from 
these individuals and process them according to established civil 
service procedures. Your office should perform suitability 
determinations with respect to all such applicants according to 
established standards and procedures under 5 CFR, Part 731. 

After reviewing reports from the Secretary of Transportation and 
the Administrator of the Federal Aviation Administration, I have 
further determined that it would be detrimental to the efficiency 
of operations at the Federal Aviation Administration and to the 
safe and effective performance of our national air traffic control 
system to permit the discharged air traffic controllers to return 
to employment with that agency. Therefore, these former federal 
employees should not be de_emed suitable for employment with the 
Federal Aviation Administration. 

I direct you to process their applications for reemployment with 
the federal government accordingly. -. ----- -- -



THE WHITE HOUSE 

WASHINGTON 

November 12, 1981 

MEMORANDUM FOR HEADS OF DEPARTMENTS AND AGENCIES 

SUBJECT: 1983 Budget 

During the next six weeks, I expect to make final decisions 
on nearly all aspects of the 1983 budget that I must submit 
to the Congress in January. This budget will reflect my firm 
commitment to hold down government spending and reduce the 
serious adverse effect that government spending and government
stimulated borrowing is having on the national economy. 

In September, you were advised of the outlay ceilings for 1983 
and 1984 that I approved for your department or agency for the 
purpose of guiding the development of the request that you 
have submitted to the Office of Management and Budget. There 
will be very few, if any, cases where it will be possible for 
us to exceed those outlay ceilings. In some cases, it will 
be necessary to go even lower. 

The Office of Management and Budget is reviewing your requests, 
and you will begin receiving the results of these reviews. 
I hope that there will be very few appeals but, if you find 
that an appeal is absolutely necessary, you should submit that 
appeal within 72 hours of the time you are notified of the initial 
decision. I have instructed Dave Stockman and his staff to 
work with you to resolve as many appeals as possible. 

If some unresolved issues remain, I will look to the Budget 
Review Board that I established last July (consisting of Ed 
Meese, Jim Baker and Dave Stockman) to meet with you to consider 
any remaining appeal. You should be prepared to submit any 
matter unresolved at that level to me within 24 hours after 
you are advised of the Board's decision. 

We have made good progress in bringing the size and cost of 
government under control, but we have a long way to go. Your 
continued cooperation in this effort is sincerely appreciated. 



NOTE FOR THE FILE 

FROM: CRAIG L. FULLER 

THE WHITE HOUSE 

WASHINGT ON 

October 1, 1981 

The President approved the first recommendation. 

It was decided that the second recommendation concerning "due
on-sale" would be reconsidered by the Cabinet Council on Economic 
Affairs. 

Attachment 



THE WHITE HOUSE 

W ASH I NGTO N 

September 30, 1981 

MEETING WITH CABINET COUNCIL 
ON ECONOMIC AFFAIRS 

DATE: 
LOCATION: 
TIME: 

FROM: 

October 1, 1981 
Cabinet Room 
3:00 p.m. (60 min.) 

CRAIG L. FULLE~ 

I. PURPOSE 

This meeting of the Cabinet Council on Economic Affairs 
is being held to review a proposal pertaining to the 
thrift industry. 

II. BACKGROUND 

The Treasury Department has had the lead in developing 
a legislative package to assist the thrift industry 
(savings and loan associations and mutual savings banks). 

The attached decision memorandum outlines the problems 
facing the thrift industry and makes two recommendations: 

1. Approve supporting the Thrift Institutions 
Restructuring Act of 1981. 

2. Reject, as part of the Act a provision for 
Federal preemption of state restrictions 
on due-on-sale clauses. (Due-on-sale clauses 
require the loan balance to be paid at the 
lender's option if the property underlying 
the mortgage is sold.) 

These recommendations have been reviewed by the Cabinet 
Council. No opposition from members of your Cabinet has 
been registered. 

Martin Anderson may wish to raise concerns expressed by 
the Federal Home Loan Bank Board. 

III. PARTICIPANTS 

To be determined. 

IV. PRESS PLAN (White House photographer only) 

V. SEQUENCE 

Once the meeting is called to order, Don Regan will lead 
the discussion. 



THE WH ITE HOUSE 

WA S ;-iJN G T O N 

September 18, 1981 

MEMORANDUM FOR THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

FROM: ROGER B. PORTER t(_)_t;J 

SUBJECT: Agenda and Paper for the September 22 Meeting 

The agenda and paper for the Tuesday, September 22 meeting 
of the Cabinet Council on Economic Affairs with the President 
are attached. The meeting is scheduled for 12 Noon in the 
Roosevelt Room. 

The meeting will review recent developments in the thrift 
industry and the Council's recommendations to the President on 
the Thrift Institutions Restructuring Act of 1981 and on the 
issue of Federal preemption of state restrictions on due-on-sale 
clauses. A memorandum from the Council to the President is 
attached. 

Attachments 



THE W HITS: !-lOUSi:: 

WA S c'ilN G T O ~J Decision 

September 18, 1981 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

The Thrift Industry 

Current Problems and Fjnancial Status 

The thrift industry (savings and loan associations and mutual 
savings banks) has experienced large deposit outflows , and opera
ting losses during the last several months. In July /and August, 
for example, savings and loan associations (S&Ls) had a net depo
sit outflow of approximately $5.6 billion, about 1 percent of 
total deposits. Operating losses have reduced S&L industry net 
worth from $32.4 billion at the beginning of the year to $30.1 
billion at the end of July. The deposit outflows stem from the 
industry's inability, because of regulatory ceilings on deposit 
interest rates, to compete effectively with money market funds 
and other investments paying market rates. The operating losses 
are occurring because the industry is paying higher interest 
rates on the deposits it attracts than the yield on its asset 
portfolio - generally older, low interest rate mortgages. 

These large deposit outflows and operating losses (which 
reduce net worth) do not, however, portend numerous insolven
cies wjthin the industry. Cash flow and liquidity, rather than 
net worth, are the key factors in determining whether a thrift 
can remain solvent, i.e., continue to meet its deposit withdrawals 
and pay its bills as they come due. A depository institution's 
operating losses, unlike those of other businesses, do not gen
erally translate directly into a reduction in cash flow since 
its largest expense, interest on deposits, is typically a non
cash expense, i.e., the interest is generally credited to 
accounts rather than actually paid out. The thrift industry 
as a whole is not in a cash flow or liquidity crisis. In the 
first seven months of the year, the S&L industry's total assets 
increased by about 2.8 percent or $17.4 billion, of which about 
$12 billion went into new mortgages. 

Several of the weaker institutions within the industry 
are, however, experiencing severe financial problems: large 
operating losses are depleting new worth, which, while not 
necessarily affecting liquidity and cash flow, could trig~er 
regulatory actions or, more importantly, adverse publicity 
leading to a "run" on an institution's deposits; this could 
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force the closing of even a highly-capitalized depository insti
tution. When appropriate, Federal regulators are assisting those 
institutions by arranging mergers with stronger institutions, 
providing liquidity through direct lending, and infusing capi
tal through the use of non-cash capital instruments. 

In the longer term, the thrift industry needs what the 
rest of the economy needs: lower inflation and interest rates and 
less government regulation. Reducing the legal restrictions on 
the industry's deposits and loan and investment activity will 
enable it to better compete for funds and weather the current 
and any future upturn in interest rates or downturn in the 
housing cycle. Through the Depository Institutions Deregu
lation Committee (DIDC), we are phasing out deposit rate ceil
ings. Draft legislation developed by the Federal Home Loan 
Bank Board (FHLBB), discussed more fully below, would expand 
thrift lending and investment powers to -roughly those now 
enjoyed by commercial banks. 

Also, the tax-exempt "All Savers" certificates, authorized 
in the new tax legislation, should, beginning October 1, greatly 
reduce the industry's cost of deposits and provide a large amount 
of new deposits. 

FHLBB Proposed Legislation 

The Cabinet Council on Economic Affairs has been review
ing draft thrift legislation being developed by the FHLBB -
the Thrift Institutions Restructuring Act of 1981. Although 
we concurred in and encouraged the thrust of the proposal from 
the beginning - expanding thrifts' lending and investment 
powers - earlier drafts contained several provisions which 
we opposed: e.g., raising the limits on deposit insurance, 
additional financial bailout powers for Federal deposit insur
ance agencies, and provisions which would give thrifts compe
titive advantages or greater powers than commercial banks now 
have. At this time, however, the FHLBB has addressed all of 
our concerns, and last Thursday the Cabinet Council decided to 
recommend to you that the Administration support the FHLBB's 
proposal. The key provisions would: 

o Authorize thrifts to accept retail and commercial 
demand deposits and make virtually any type of loan 
and investment. 

o Provide for interstate and interindustry mergers of 
financially troubled depository institutions between 
(or among) thrifts, banks, and bank and S&L holding 
companies. 
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o Permit conversions by thrifts from mutual to stock 
form. 

o By a separate bill, make banks which are heavily 
involved in mortgage lending eligible for the same 
tax treatment as thrifts. 

o Subject thrifts using the new bank-like powers provided 
by the legislation to interstate branching and lending 
restrictions similar to those which now apply to com
mercial banks. 

In our discussions with the FHLBB, we stressed two princi
ples: new thrift powers should not exceed those of commercial 
banks, and there should be no provisions which would encourage 
a Congressional debate and mandate for a massive Federal finan
cial bailout. The FHLBB's final proposal addresses both princi
ples. Given the strong interest in this proposal by the various 
housing and banking groups, the ultimate legislation will undoubt
edly not result in complete bank/thrift parity. Nevertheless, 
it is a vital first step on the road to greater deregulation 
of all financial institutions - a policy which we strongly 
support. 

Recommendation: The Cabinet Council on Economic Affairs recom
mends that you approve supporting The Thrift 
Institutions Restructuring Act of 1981. 

Approve Disapprove 

Federal Preemption of 
State Restrictions on "Due-on-Sale" Clauses 

The FHLBB proposal contained a provision preempting state 
laws and court decisions which invalidate or prohibit so-called 
"due-on-sale'' clauses in home mortgages. Most conventionally 
financed mortgages contain such clauses,which require the loan 
balance to be paid at the lender's option if the property under
lying the mortgage is sold. Invalidating a due-on-sale clause 
enables a home purchaser to assume a mortgage negotiated pre
viously between the home seller and his original lender at a 
lower interest rate. This has created tremendous losses for 
thrift institutions and tremendous benefits for home sellers 
and buyers during the last several years, with the dramatic 
increase in mortgage interest rates. 
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In recent years, courts in several states, including Cali
fornia, have ruled that due-on-sale clauses are invalid because 
they restrict the alienation of property. A number of state 
legislatures have prohibited due-on-sale enforcement through 
statutes, usually on consumer protection grounds. Federal regu
lations either authorize or require federally chartered deposi
tory institutions to include a due-on-sale clause in their 
mortgage loans. State courts are divided on whether these 
Federal regulations preempt state restrictions on due-on-sale 
clauses. The issue has been raised in three separate Federal 
district courts in California, all of which have ~pheld Federal 
preemption. These three decisions have been consolidated into 
one appeal in the Ninth Circuit Federal Court of Appeals, which 
has not yet issued a decision. 

Deciding whether to support Federal preemption of state 
restrictions on due-on-sale clauses requires a choice between 
two competing objectives: limiting state governmental inter
ference in private contracts and limiting Federal interference 
in state regulatory responsibilities. 

Options 

There are two basic options. 

Option 1: Support the FHLBB provision allowing enforcement of 
due-on-sale clauses in home mortgages despite state 
law. 

Advantages: 

o This would permit home purchasers and lenders to include 
in their mortgage contracts provisions which are mutually 
agreeable, including due-on-sale clauses. 

o Restricting enforcement of due-on-sale clauses in exist
ing contracts deprives lenders of a valuable property 
right, and creates a windfall for homeowners, who will 
capitalize the value of assumability into the sales prices 
of their homes. 

o Any state limitation of enforcement of due-on-sale clauses 
worsens the financial situation of the already distressed 
thrift industry by increasing the expected maturity of 
low interest rate loans. The Federal government will 
very likely be called upon to pay the costs of deterior
ating thrift balance sheets, either through capital 
infusions, deposit insurance outlays, or tax subsidies 
such as "All Savers" certificates. ' 
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o Banking is inherently a "national," not a "local," 
industry. Federal intervention can be justified more 
readily in this case than in others, particularly when 
poor policy at the state level may increase Federal 
budgetary costs. 

o Without enforceable due-on-sale clauses, mortgage lenders 
will charge higher interest rates on fixed-rate loans 
as a hedge against inflation over the longer expected 
terms of the loans. · 

Option 2: Oppose including a Federal preemption provision in 
the FHLBB legislation. 

Advantages: 

o The preemption of state laws prohibiting due-on-sale 
enforcement would violate a basic principle of American 
federalism - that the states have all authorities 
not speci.f ically reserved for the Federal government. 

o Support of due-on-sale preemption would set an awkward 
political precedent making it more difficult for you 
to cite federalism as your reason for advocating a 
wide variety of measures, including block grants and 
the transfer of regulatory functions to the states. 

o Freedom of the states to regulate their own banking 
systems fosters useful experimentation in banking 
regulation. Variable rate mortgages provide an example 
of regulatory innovation that began at the state level. 

o Due-on-sale clauses "lock in" homeowners to their 
current residences, reducing mobility which presumably 
would otherwise benefit both buyer and seller. 

o The issue may be resolved against due-on-sale prohibi
tion without Federal legislation. The Federal courts 
may uphold present disputed regulations of Federal 
depository . institutions regulatory agencies preempting 
due-on-sale prohibitions a ff ecting mortgages issued b y 
federally chartered institutions. If the regulations 
are upheld, the states would have to remove their restric
tions to prevent state chartered institutions from con
verting to Federal charters. 

Because of the strong arguments on both sides, and because 
the issue may ultimately be decided in the courts against due
on-sale prohibitions, obviating Federal legislative preemption, 
the Cabinet Council has decided to oppose including a Federal 
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preemption in the FHLBB proposal. We have discussed the matter 
with the FHLBB and it is willing to drop the provision. 

Recommendation: The Cabinet Council on Economic Affairs recom
mends that you approve not including in The 
Thrift Institutions Restructuring Act of 1981 
a provision for Federal preemption of state 
restrictions on due-on-sale clauses. (Option 2) 

Approve Disapprove 

~~/,~~ 
Donald T. Rega 
Chairman Pro T mpore 



MEMORANDUM FOR THE PRESIDENT 

FROM: Malcolm Baldrige 
Chairman Pro Tempore 

THE SECRETARY OF COMMERCE 
Washington, D.C. 20230 

Cabinet Council on Commerce and Trade 

SUBJECT: Administration Amendments to S. 898, 
the Telecommunications Competition 
and Deregulation Act of 1981 

The Cabinet Council on Commerce and Trade (CCCT) has approved a 
set of amendments to S. 898 offered by Senator Strom Thurmond, 
Chairman of the Senate Judiciary Committee, as well as a second 
Administration amendment to S. 898 developed by the Justice 
Department. 

Senator Thurmond proposed fifteen amendments, eleven of which 
the Cabinet Council believes are sound and consistent with the 
deregulatory goals of this important legislation. These eleven 
amendments, discussed at Attachment A, basically involve --

1. Competitive procurement. 
2. Evaluation of assets trans

ferred to the fully separate 
data AT&T affiliate (FSA). 

3. Terms of FSA asset transfers. 
4. Composition of the FSA board. 
5. Fully separate affiliate 

separation requirements. 
6. AT&T license contracts. 

7. Competitors' access 
to rights-of-way. 

8. Economic support 
for AT&T tariffs. 

9. AT&T patent licensing 
and patent transfers. 

10. Subassembly and component 
making after transition. 

11. FSA books and records 
requirements. 

The Cabinet Council rejected four amendments proposed by Senator 
Thurmond which did not in any significant way promote further 
competition in the telecommunications industry or provide any 
additional significant safeguards for competition. These amend
ments are discussed in Attachment Band involve: 

1. Outside ownership of the FSA. 
2. Limitation on ownership transmission 

facilities by the FSA. 
3. FCC approval of joint ventures for exports. 
4. Extending service regulation from two to four years. 

The amendment proposed by the Justice Department deals with the 
problem of interconnection for exchange access (Attachment C). 
It provides that competitive interexchange carriers shall receive 
equality of treatment in terms of price and performance from local 
exchange teiephone companies. 
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That amendment is in addition to the previously approved Justice 
Department amendment_ dealing with special procurement and open 
market sales requirements. 

Recommendation 

That you approve Administration support for the eleven Thurmond 
amendments and that you approve the amendment 6n interconnection 
for exchange access. 

Approved Disapproved 

Attachments 



THE WHITE HOUSE 

WASHINGTON 

September 11, 1981 

MR. PRESIDENT: 

The attached memo would formally 
record y our decision on the defense 
budgeting issues. I prepared it at 
Jim Baker and Mike Deaver's suggestion. 
I have read it to Dave Stockman, who 
approves. It is my understanding 
from Mike Deaver and Jim Baker that 
Cap Weinberger also approves of 
these numbers. 

The ceilings reflect an outlay 
reduction of $13 billion from the 
"President's mid-session budget" 
(not the internal DOD budget). As 
you know, Dave Stockman feels strongly 
that your decision must be based on the 
mid-session numbers -- as his 
September 11 memo to you ·clearly 
argues. 

Richard G. Darman 



CAMP DAVID 

September 12, 1981 

MEMORANDUM FOR THE SECRETARY OF DEFENSE 

SUBJECT: 

THE DIRECTOR OF THE OFFICE OF 
MANAGEMENT AND BUDGET 

DEFENSE BUDGET OUTLAY CEILINGS 

I am pleased that following our meetings on this 
subject, your further discussions have resulted in 
agreed defense budget outlay ceilings for fiscal 
years 1982 - 84. I hereby approve your agreement 
and direct that defense planning and programming 
be consistent with these outlay ceilings: 

Revised defense 
outlay ceiling: 

FY 82 

181.8 

FY 83 FY 84 

214.9 242.6 

I appreciate the spirit in which you have reached 
this agreement, and firmly believe that we have 
struck the balance necessary to assure both an 
increasingly strong defense and the economic 
health on which defense and wellbeing depend. 

•--

--...... ---... ·:::::. ::::::::.·::: ..... -.. -·-..... ... •·...... . . -. -... _. ................ -. -. -.. .... -. -.. .. _. .............. -. -..... -.. : ~: . .-. ·::::.-:. ·:. ~ ·_: ·.-_ ·:::: .. _._._: . ~ ~: ·_. ·. ·_ :_ :_~-~ ~.: :_: :_ :_:_:_:_ :_~ -_ :_: ·.: :: : ·:. ·• ·. : ·. ·:. ·.: -_ -.-. -_: ·.: ·. ·:::::.·::::::::::.-:::::::.·::: ... ·:.·.·::· ·.:·_··. ::·· .... -
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THE WHITE HOUSE 

WASHINGTON 

Date: ___ 8/18/81 

NOTE FOR: SECRETARY DONOVAN 
via Craig Fuller 

The President has 

seen □ 

acted upon IDC 

commented upon □ 

the attached; and it is forwarded to you for your: 

cc: 

information □ 

action [3x 

Richard G. Darman 
Deputy Assistant to the President 

(x-2702) 

Craig Fuller 
PD Files ~~5,.--
Centr al Files 
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THE WHITE HOUSE 

WASHINGTON 

August 11 , 1981 

MEMORANDUM FOR THE PRESIDENT 

FROM: CRAIG L. FULLER ~ 

SUBJECT: Davis-Bacon Act 

At a Cabinet meeting on June 23, 1981, Secretary Donovan presented 
· recommendations on revisions to the Davis-Bacon Act. The decision memo 
from that meeting is attached. 

Action on this matter was deferred until after the passage of the budget 
and tax proposals. 

Now, Secretary Ray Donovan wishes to take the following actions which 
require your concurrence: 

1. Modify regulations: Changing regulations pertaining to 
"importation rates, 11 11 certified payrolls 11 and 11 helpers 11 

would save almost $700 million in FY 82. 

2. Refrain from favoring .the repeal of the Davis-Bacon Act: 
This would be consistent with your campaign pledge; 
however, it would not involve active opposition against 
efforts to repeal Davis-Bacon which would offend several 
key Republicans. 

3. The same position of not favoring repeal would apply to 
"related acts": During the Cabinet meeting, Secretary 
Weinberger expressed a desire to accept the repeal of 
Davis-Bacon as it relates to military construction . 

. projects; however, this is in conflict with your campaign 
pledge and additional savings should be realized by DOD 
once the regulatory changes take effect thus reducing the 
need for repealing the Act as it applies to military 
construction. 

You should be aware that your advisors are in agr~ement on these three 
recommended positions: 

0 The Cabinet Council on Economic Affairs, including 
Don Regan, Dave Stockman, and Marty Anderson, concur in 
the recommendati ans. · 

0 Ed Meese, Jim Baker and Max Friedersdorf also concur. 



• 
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The only known opposition comes from Elizabeth Dole who expressed concern 
about including the "helper" provision among the regulatory changes. 
Unfortunately, that one item accounts for $450 million of the FY 82 
savings. Secretary Donovan be'lieves that while some labor interests 
will object to the "helper" provision, the necessary steps have been 
taken to reduce opposition. Hence, Secretary Donovan strongly recommends, 
and the others listed above concur, that the .regulation: be changed as 
suggested. 

The only action required of you is to concur in the reconmendations. The 
original decision memo is a.ttached for information only. 

~fl..concur do not concur 

Attachment 
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MEMORANDUM POR: TB PRES-IDEN'?'~ 

PROM::. 

SUBJEC?':- · 

Tim SBCRETAR .. ~OR'" 

Administrative or Legislative 
Revision, ·of the• Davis,-Bacon 
Requirement~ 

As- yo.m know,,. the coats: · of di:rec.t P'ederaI. and: f ederalI.y· 
asststecf construction are ·too, high,. totalling mor.ei 
than. $;30 bi.Ilion.. rt has. been e.stimatea tha.t $40.Q 
nrf-llion: to, $Jr bill±on. of this. amount. is due to-- thei 
wage protectioDl provisions of the Davis-Bacon, Act ... 
These tabor costs must be substantiarlI.y· reduced: if 

·we- a-re to.- strengthen the economy.. Tllis memorandu11t 
discusses the op,tfons wbich!. -couicl be: foI!owed: to, achieye 
this,. goa.t, ,. andt •~ recommendations· oni, how: the-Adnrinistra~ 
tton, shou.Ic!' proceed!- · 

... . 

• 

• 

... 

.ISSUES.. 

Shou.Xdt the Administratiofti approve the-modifica
ti.ons tc the, Davis-B·acon: regul:ations. recommende<f 
by the Department of Labor.?' 

Shaul.cf the ~dlnfnistration, support {or not oppose) -· 
le.g:tslative- rep.ea-I of the Dav:is:..-:Bacon: Act? 

. . 

Should the Administration support for not oppose) 
Iegisiative repeal.. of the. Davis-Bacon, prevailing_ 
wage- requi-rements front- • relate<! acts-•? 

BACKGROUND' 

The- Dav:f s-Bacorr Act appI.fes to ~ll contracts 
of the On-itec!J S:t:ates in excess of $:2,000· for 
the construction ,., a-1.teration or repair of public 
buil..dtngs. or public- works .. 

The Act require& all covered contr·actors ta pay· 
its laborers and" mech-anics the wage rate which 
the Department of Labor has determined to be 
•prevail.ing• in th~ area for similar projects • 

. --=---------~..:~ .... -... ~~~~-,,,, - ·· -- · 
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_Da~s-Bacon. prevailing wag_e r.e.quiremen,ts. have· 
been: ext.ended;. to more tham om • ·re,Iatecf ac.ts• pr.o
v i.dfng:: F"edera1. assistance to· construction. 

The.c.-e- is no statutory-deffrtitiom of the- ter:Dt pre
vailing.. Sin.ce.19·35_,, Department of Labor r.eg.ula-· 
tions. have. defined the pr:eva:-iling. rate-- as:: 

(Il 

(3l 

the- rate. paidi. to- the major:i.t~ of workers · 
tni.· the c:ia-ssif-fcatf:on:-- on. slmilar- construction 
tn:: the are-at 
if there is no: ma.joz:ity:·,, the- rate paid' ta 
a:t l:eas.t . Ia, percent of· the workers in. the 
Iocal.ltyr 
if n0: single rate- is paid to, 30: percent of 
the worker·s,. the- we-igh.tec! average of th.e 
rates .. 

. ' 

ADM:INIS'?RA'?I.VK REVISIONS: PROPOSEn BY Tlm: 
DBPARTMEN'r' OF' LABOR 

-

n st 

-:'::!=:S= 

The· falloving; modtficat:iona. to the- regtrlatfons have been suggested 
by the Department of Labor: 

o·efirr-f.tfon.r of· pr.:evaiifng-wage 

'l!fle 30· percent:: ru-.te wouidi be. deleted.., The rate 
paidt: the maj_.orit:r of woi:kers wouL!f. be. usedf if 
there- fa no majori tT rat;e,, the · average rate would 
be: see.. 

Several. atternative definition~ - using th• ave%- · 
aqe- in. all!. cases,. oi: using · the lowest wage- paid 
fn,, the:- area - were conside·recf.. They were rejected · 
becaus..- the Soiic:itoc: of . ~bor and the Office 
of Lega1: C-Ounsei conc:.tudecS--these aefini:tions. would 
be fnvalidated. b.y the courts. 

All estimated annual. cost sav'inc,s of ·at least $1.2~ 
mt.Ilioft, vfll result fromr d:eiet1on of the 30 percent 
rule. 

Importatiolb of rates 
.. · The mixin91 of urban. and rura1 wage- da.t5 in surveys 

would:: be strictl.y· prohibi tee! .. 



Certified payrolls' 

.. 

.. 
The weekl..y, submiss.ion, of payrolls. would: be 
eliminated·.. · 

·., An es.t'imated annual: cos-t savings of $'1.00' 
· miZlionr will. i:esu!t from: thl& chang.e. 

Helpers:. 

.. 

.. 

Relpei:s cou.ld be used regardless: of whethei:: 
heiper rates appear om. the. waqe d'etermina~ 

· tton:... . Ra.tia of helpers ta, journeymen.: to· 
be- permitted has not. been. final.ly determined,. 
bu:t will be set between:. l.-to-1. and: I..-to-1.0 .. 

Alt es.timatect annuai cost savings of $450 
. million will result fr~ this change. 

'l!otal.. cost savings. 

... The pnoposecf changes w.ill resu.l.t· in- estimated' 
ff' 11az- cost savings- of a-t least $6:-70: mi Ilion . 
for botS con.tracto.c.s anct the gove:r.nment-

Recommendation ~ '?he Dep~tmen.t · of Labor recommend$ 
that:. you::. approve the proposed modific:a~ 
tfons.. The Cabinet: Counc:!I.. ort Economic: 
~fairs anct the :eresidentta1 . Task 
Poree oir Regulatory Relief concur 
tm this recommendation .. 

Approve4 __ _ Disapproved! __ _ 

App.roved: as Modi~iecf ___ _ 

PROPOSED- POS-I'!ION< ON' REP~ or DAVIS'-BACON. 

Opt.ioir Jt: Support RepeaI. of the Davis-Bacore Act .. 

'l'bose who urge repea-I. of the Act g,en.era.tly make the· 
foI.1a.ing: ~rgumen.ts:: 

... 

• 

The statute is & product of the depression tha,t 
has- outlived tts usefulness. 

Repeal. waul.d. resul.t im the greatest cost savings 
ancf permit the· free mar·ke.t s..ystent to. set workers.' 
wage~ .. 



:.; ........ ,:. 

The- arguments · against this course are that: 
., 

... 

Repeal. is unnecessary because the costs. can be 
9as:tly., reduced through. appropriate· re-vis-ion of 
the re-gula.tions-

'l!he: Act has' a. positi v:e .. stabiiiz.ing. e-ffec.t on local.. 
economies-.. 

You stated' daring the campaign, that you. would: 
no.t sup.port repea.l-

SubatantiaL oppos.itiorr, ta repeal.. ens.ts in Congress 
· and;; amoD4 normally-· responsi.9& uni.ts W>ithin: organized 
labor .. 

Optiom a~ 'l'ake no poaitiom ort. repea-l.. 

... 

.. 

'?be- advantage- of this optfom is that it is·. arguably 
less in conflict. with . your campaigl'l' p~onrise than. 
O.ptiomA. .. 

'?hat. advantaqe-- however~ f.s. pro.babiy ephemeral. • 
Organiz.ed Iaboc: woul& e.(l!,late:· your •neutral:ity• 
wttm support of: repeai.. Anet if ar bill repealinCJ; 
Da~ia-Bacom. fa- pasaed:.r., you: necessarfly· would: be 
talcinCJI • · positiom by- vetoinc;,... or no.t . ~etoing. the 
legislation • . , · 

Option C'r Oppeae- repeai 

.. roe- the-- reasons. stated' above>,. we believe this
to be the oniF . viable option, .. 

Recommendation~ 'l!be Department recommends. that yo11 
continue- to oppose re.~a-l.. of the 
Act.. 'l!h.e Cabinet Council. on. Economic 
~ :fairs and: th.e- ~:cesicfential: 'l!ask 
rorce concu:c: in: this i:ecommendation .. 

App~ove ___ _ Disapprove ----

·- --==---""""'===~ -~~ .. .:-.... :....._ --- --

. .-Liz 
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PROPOSED" POS'ITIOS cm REPEAL· OP' THE DAVIS-BACON-
PROVISIONS IN· THE; •RELATED AC'l's•· 

Option- A:- Siapart Repeal of oav.is-Bacon Provisions 
Im the Relat · Acts . • 

Laat: week the. Serrate Armecf S-ervices Committee voted 
to· remove Davis. Bacon.· Act. requtremerr.ts front mlli ~ary 
construction· contracts-. 'l'be- Kguments .for and. against 
this. type of actiom. are basically the· same as those 
concerning .. repeal. of Da.vis:-Bacom itself r wtth certain: 
reffnements.. rt. is p-ceferable- ta. whol.esal.e, repeal. 
in that::.-

.. 

• 

The- act.ion, is somewhat less, drastic since the 
measures cou1cf be taken· •ptecemeal.:9'. 

You,. have no.t previous!.~ taken.: a. posttiom on:. this 
issue-. 

Om th« oth·er bane!,, tt retains ,the major disadvantages 
of supporting;. repe&L· im that:· 

-

.. 

Up. to am percent o~ present. Davf a.-Bacom coverage . 
woulm be e-.lfmfnatec:r ... . · '?he stabilid:nc; e,ffect of 
Dav.is-aacort. wouicS in.· Iarge measure be I.oat .. 

Organ.tzecf. Iabor · fa· as · opposed: ta this course as 
tbeF Ke to. repeal:. of. Davfs-Bacom ftself .. 

The Adilinistratfoit"s· .credibility woul:cf' be under
mined. since ft would be viewed as doing: through 
the •back. door• what. it promised! it. wou1c! no.t 

· do· directI.y, .. 

Because each: related act wou-Icf be. addressed . separ
ately-,,. the- issue woul.d be· a continual. source of 
controversy ... 

Option· a:- 'rake- no, p0sition on. thei reiated acts 

As wit!» the optiom of taking no position. on the
repe~. of . Da.zts-Bacon itsel.f,.,. any advantage to 
th:is. opti:oit. is ephemeral. .. 

== 
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For the· re·asons stated· above,. r believe- this is the 
most vtabl.e option-... 

Recommendation- The Department recommends that you 
oppose repeal. oe Davts.~B~con: provi
sions from. the, Re-lat.ea Acts The
cabinet Council:. o~ Ec.onomi.c:. Affairs. 

. andt the Presidential.. Task Force 
take- na- position. on this issue .. 

Approve __ _ nisapp~ove __ _ 

-riiffl£i • • .• • :es: --· . - • • --..:,:P 
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THE WHITE HOUSE 

WASHINGTON 

August 5, 1981 

MEMORANDUM TO THE FILE 

FROM: 

fl I _,,, 

CRAIG L. FULLER ij > 
•·• f 

SUBJECT: Surplus Butter 

p ~ tt 

Following discussions with Deputy Secretary of State William 
Clark, Secretary Jack Block and Ed Meese, it was agreed that the 
surplus butter agreement with New Zealand can go forward with a 
the following change: It will be stated that "butter will not 
be sold to the USSR." Any reference to "directly" or "indirectly" 
will be deleted. 

,_ 
, ~, r , · I ' f , / ,, · _.: •• •-

• . , 1. 4 ; ___ .. ~. 
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THE WHITE HOUSE 

WASHINGTON 

8/5/81 
Date: _______ _ 

NOTE FOR: MAX FRIEDERSDORF 

SUBJECT: Lett~r Recornmend·ing ITC 
Casein Study 

The President has 

seen D 

acted upon rn 
commented upon D 

the attached; and it is forwarded to you for your: 

information 05 

action j[] 

The President signed the attached letter to 
the ITC today. However, we are not releasing 
it for three days so that State can inform 
the New Zealand government and you can make 
any necessary Congressional calls. 

Richard G. Darman 
Deputy Assistant to the President 

(x-2702) 

cc: Craig Fuller (for State) 

Tom Jones - please do not release 
this letter until Monday, 8/10/81. 

· •· ····· ·· ······· •····· ······· •··············· ····· • ···· •·· ···-··· ······································· ······ •············· ············•········· ······ •····· 



THE WHITE HOUSE 

WASHINGTON 

Dear Mr. Chairman: 

Pursuant to Section 22 of the Agricultural Adjustment Act of 
1933, as amended, I have been advised by the Secretary of 
Agriculture, and I agree with him, that there is reason to 
believe that casein and mixtures in chief value thereof and 
lactalbumin are being imported, or are practically certain to 
be imported, under such conditions and in such quantities as 
to materially interfere with the price support program for 
milk undertaken by the Department of Agriculture. 

Specifically, reference is made to the following articles: 

TSUS Item 

493.12 
493.17 

190.15 

Description 

Casein and mixtures in chief 
value thereof: 

Casein 
Other, not subject to quota 

Albumen, not spec1ally ·provided for: 
Other 

The United States International Trade Commission is therefore 
directed to make an immediate investigation under Section 22 
of the Agricultural Adjustment Act of 1933, as amended, to 
determine whether the above-described articles are being, or 
are practically certain to be, imported under such conditions 
and in such quantities as to render or tend to render ineffective, 
or materially interfere with, the price support program for milk 
now conducted by the Department of Agriculture, or to reduce sub
stantially the amount of products processed in the United States 
from domestic milk, and to report its findings and recommendations 
at the earliest practicable date. 

Sincerely, 

The Honorable William . R. Alberger 
Chairman 
United States International 

Trade Commission 
Washington, D.C. 20436 

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

Dear Mr. President: 

20500 

The importation of certain dairy products is limited by quotas established 
by Presidential Proclamation pursuant to the provisions of Section 22 of the 
Agricultural Adjustment Act of 1933, as amended, which quotas are set forth in 
Part 3 of the Appendix to the Tariff Schedules of the United States (TSUS). 
These quotas were proclaimed to prevent imports from interfering with the price 
support program conducted by the Department of Agriculture for milk under which 
the Commodity Credit Corporation maintains an open offer to purchase butter, 
cheese, and nonfat dry milk at announced prices. 

· This is to advise you that I have reason to believe that casein and lactalbumin 
.are being imported under such conditions and in such quantities as to materially 
interfere with the price support program for milk. 

Casein and lactalbumin are not produced in the United States. These products 
have a wide variety of uses in the manufacture of processed foods, animal feeds, 
and a variety of industrial products. In some cases, these uses are in 
substitution for domestic milk and milk products. 

The Department has recently completed a comprehensive study of casein and 
lactalbumin imports and their effects on the Department's support program for 
milk and on _domestic production of milk and dairy products. The principal 
finding is that, if no casein had been imported in 1980, commercial disappearance 
of domestic milk solids ·would have increased by the equivalent of 333 million 
pounds of nonfat dry milk. Purchases by the Commodity Credit Corporation of 
nonfat dry milk would have been 333 million pounds lower, saving about $300 
million in Government expenditures, A further major finding of the study is 
that there will be increased utilization of casein in food and feed uses which 
indicates that, in the absence of action to limit imports, there will be increased 
displacement of nonf at dry mi lk in commercial use and increasing production of 
imitation cheese, displacing natural cheese. 

I f you agr ee tha t t here is reason t o believe t hat i mports of casein and lac t albumin 
are materially interfering with the Department's price support program for 
milk, you are required under the provisions of Section 22 to direct the United 
States International Trade Commission to make an investigation under that 
section to determine such facts. I therefore recommend that you direct tbat 
there be such an investigati-0n with respect to the following articles: 



TSUS Item 

493.12 
493.17 

190.15 

2 

Description 

Casein and mixtures in chief value thereof: 
. Casein 

Other, not subject to quota 
Albumen, not specially provided for: 

Other 

Enclosed is a draft of a proposed letter to the International Trade Commission. 

Sincerely, 

J ·· 

Enclosure 
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THE WHITE HOUSE 

WASHINGTON 

Date: 7/30/81 -----

NOTE FOR: . CRAIG FULLER 

The President has 

seen __ x;x ______ _ 

acted upon ·------
the attached1 and it is forwarded 
to you for your information. 

-- Richard G. Carman 
Deputy Assistant to the President 

and Staff Secretary 
(X270.2) 

cc: Ed Meese 



-
THE WHITE HOUSE 

WASHINGTON 

July 29, 1981 

MR. PRESIDENT: 

We received this note at mid-day 
today. You had already discussed 
this with Ed Meese -- and approved 
the Union project, not the Great 
Plains project, as .I understand it. 
It is my further understanding that 
the Great Plains project and one 
other synfuels project remain 
under review in Cabinet Councils. 

cc: 

~~vl.

Richard G. Darman 



MEMORANDUM TO: THE PRESIDENT 

FROM: THE VICE PRESIDENT 

THE VICE PRESIDENT 

WASHINGTON 

Juiy 28, 1981 

RE: Your Synfuels Decision 

I took Senators McClure and Domenici into my 
office after their meeting with you. We had a good talk 
about their projects arid the political . implications. My 
recommendations are that you (1) approve Great Plains (coal 
degassification) at that time, and (2) defer a decision on 
the shale projects, referring that matter to the new Synfuels 
Board for further consideration and recommendation. 



THE WHITE HOUSE 

WASHINGTON 

Date: 

-
7/29/81 

NOTE FOR: SECRETARY BALDRIGE 
via Craig Fuller 

The President has 

seen 

acted upon xx 
-------

the attached; and it is forwarded 
to you for your information. 

Richard G. Darman 
Deputy Assistant to the President 

and Staff Secretary 
(X2702) 

cc: 



THE SECRETARY OF COMMERCE 
Washington, D.C. 20230 

JUL 2 e 1981 ~ 
MEMORANDUM FOR THE PRESIDENT 

FROM: Malcolm Baldrige / 1 / 
1
- ' 

Chairman Pro Tempore 
Cabinet Council on Commerce and Trade 

SUBJECT: Administration Amendment to s. 898 

The Cabinet Council today approved unanimously an amendment 
that will enable the Administration to fully support S. 898 
(Attachment A). The effect of this amendment is to remedy the 
single greatest omission in the bill as now drafted. That is 
the absence of any effective means to prevent AT&T from , 
engaging in cross-subsidization. In addition to preventing 
cross-subidization, the proposed amendment will promote 
vigorous competition and provide strong incentives for AT&T to 
aggressively enter export markets. * 

The Justice Department has agreed to ask for a suspension 
of its pending litigation against AT&T because the proposed 
Administration amendment substantially achieves the relief 
sought by the Justice Department in its suit. In addition, the 
Justice Department has indicated its intention to drop the suit 
if legislation embodying the proposed amendment is enacted by 
June 30, 1982. 

Administration support of the bill, including the proposed 
amendment, will help to assure its eventual passage in the 
House. Passage of the bill is essential to stabilize the 
industry, enable it to attract increased capital investment, 
and increase the international competitiveness of u.s.-made 
telecommunications products. 

Recommendation 

That you approve the amendment entitled, "Special 
Procurement and Open Market Sales Requirements." 

/f.rl Approved Disapproved ---
*The Cabinet Council on Commerce and Trade also ~g r eed t hat 
the Administration should work with Congressional sponsors 
to attempt to strengthen Section 207 of the bil l , whi c h 
pertains to interconnect services provided by AT&T . 




