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the employee. )

(c) Poverty area investment tax credit. Under this

proposal a 50 per cent tax credit would become
available to a business firm with respect to
outlays for depreciable plant and equipment in
amounts up to $3,000 for each employee, residing
in the poverty area, who is added in the tax-
able year to the payroll of the business in the
poverty area.

(d) Tax incentives for poverty area capitalism and

entrepreneurship. Here the Task Force urges

the exploration of the possibilities of adapt-
ing tax provisions governing cooperatives to
the problem of encouraging entrepreneurial
capitalism in poverty areas.

(e) Tax incentives for improving poverty area

housing. Various devices are suggested, among

them a tax credit of 50 per cent of the in-

crease in maintenance outlays in respect of

residential property in certified poverty areas.

The several tax credits and other incentives sug-

gested by the Task Force are of unequal merit. The
"voverty area payroll tax credit", the "on-the-job train-
ing tax credit", and the "poverty area investment tax

credit" appear to be particularly attractive supplements
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to the voluntary program described earlier in this
report.

You should ask the Secretary of the Treasury to
undertake at once, with the aid of the Council for Urban
Affairs, a thorough study of the proposals by the Task
Force o improve economic and social conditions in poverty
areas, It would be very helpful to have the Secretary
give you by a very early date his preliminary impressions
of the practicability, both financial and political, of

these proposals.

Human Investment Act

This Act, originally introduced by Senator Prouty,
has been actively promoted by prominent Republicans in
the Congress. You strongly endorsed it during the campaign.
The Act is modeled on the investment tax credit. It
seeks to train workers who are presently unemployed, and
also to upgrade the skills of workers already on payrolls.
The main doubt raised by the Act is whether its
purpose cannot be achieved at much smaller expense. Critics
have rightly pointed out that, as the Act is now written,
employers would receive tax benefits merely for continuing
the training programs that many of them conduct anyhow in
the interest of profitable management of their businesses.

Critics have also raised the question whether the proposed
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tax credit would stimulate any significant amount of
additional training in skills -~ that is, over and above
what is provided by the training programs now being con-
ducted without special tax benefits.

These criticisms can be met through amendments of
the Human Investment Act; that is, by replacing the tax
credit stipulated in the Act with the "on-the-job training
tax credit" and the "poverty area payroll tax", which
were previously discussed in this report under the head-
ing of Tax Incentives to Private Efforts. These tax
credits would be at a higher rate. They also have the

great merit of being limited to increases of the employ-

ment and training provided by employers. Hence, they
could accomplish the broad purpose sought by the present
version of the Human Investment Act at a smaller cost to
the Treasury, and they would not be subject to criticism
on the ground of being a blunt instrument that provides
a windfall to business at the expense of the general tax-
payer.

This proposal for amending the Human Investment Act
should be discussed at an early date with the Secretary

of the Treasury, Senator Prouty, and other Congressional

leaders.

Community Self-Determination Act

A combination of tax incentives of the kind described



- 80 -

in the preceding item (Tax Incentives to Private Efforts)
would appear to be a more constructive approach to im-
proving poverty-area conditions than that contemplated
by the Community Self-Determination Act.

The latter proposal, sponsored in 1968 by Senator
Percy with the strong support of the Congress on Racial
Equality, would establish an elaborate new apparatus of
community development corporations and community develop-
ment banks, besides making special tax incentives avail-
able to poverty-area business undertakings. The "commu-
nity control" features of the proposal could very well
lead to the exercise of considerable monopoly power in
economic affairs by vocal and politically astute local
leaders (not necessarily those with the most business
acumen), and it could also lead to dubious use of finan-
cial resources,

Despite its questionable features, the measure is
likely to be pressed in the 9lst Congress. Thirteen
Republicans joined Senator Percy in introducing the bill,
and a similar legislative proposal was made by 19
Democratic Senators. It would be useful to try to steer

Congressional thinking into more constructive channels.
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Supply of Skilled Construction Workers

Progress in housing and urban development will de-
pend on increasing the supply of skilled labor.

The Task Force on Housing and Urban Development
reports as follows: "The new Administration should press
forward with new programs relating to (1) ending dis-
erimination in minority hiring, (2) job opportunities,
and (3) introducing off-site fabrication in the construc-
tion field. Current restrictive practices in these areas,
if permitted to continue, will prevent the nation from
achieving its over-all construction goals. The construc-
tion trades unions must be made aware that they have an
obligation and a role in improving and increasing the
nation's housing inventory."

The Task Force on Manpower has also directed special
attention to construction: "The President must set a
policy calling for establishment of effective training
programs for construction trades, management of housing,
and related skills."

The convergence of the interest in housing and in
the manpower problem of the construction industry creates
an obvious field for interdepartmental cooperation. You
should call this to the attention of the Secretaries of
Labor and HUD.
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Review of Davis-Bacon Act

It is widely believed that the Davis-Bacon Act has
contributed materially to the sharp rise in construction
costs.

It is highly important to check this belief. The
Secretary of Labor should be asked to appraise experience
under this legislation with a view to its possible amend-

ment or repeal.

Equal Employment Opportunity Commission

The Equal Employment Opportunity Act does not grant
to the Egqual Employment Opportunity Commission the power
to enforce its orders. 1In the event that investigation
discloses a pattern or practice of discrimination and
efforts to obtain voluntary compliance fail, the charging
party must proceed on its own to obtain enforcement in
a court of law.

In the 90th Congress, Charles Goodell introduced
legislation that would grant to the Commission the power
to seek an appropriate remedy in a court of law in the
event mediation and voluntary compliance efforts failed.
This is in contrast to the Johnson Administration's pro-
posed legislation that would have gpanted the Commission

broad NLRB enforcement powers. Under this approach, the
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Commission would operate as investigator, prosecutor,
judge, and jury.

It can be anticipated that legislation similar to
the Johnson Administration proposal will be introduced
in the 9lst Congress by Democratic members. You should
instruct appropriate Administration officials, including
.the Secretary of Labor, to consult the Republican legis-
lative leaders with respect to this matter as soon as

possible.
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XIIT - SOCIAL SECURITY AND VETERANS PROGRAMS

1. Cost-of-Living and other Adjustments

During the campaign you proposed an automatic cost-
of-living adjustment in social security benefits, so
that benefits will go up automatically to the same degree
as prices.

This proposal has the fine quality of justice for
older people, but it may be opposed on two grounds. First,
decreases in benefits would hardly be practical if and
when the price level declines. Second, and much more im-
portant, automatic increases in social security benefits
would tend to institutionalize inflation; that is to say,
elderly people, who now offer powerful resistance to in-
flationary policies, would tend to lose interest in the
problem of inflation once they are assured of steady
real benefits.

In view of these difficulties, it would be best to
propose later in the year an increase in social security

v//benefits that would compensate the people on social secu-
rity for the recent increase in prices, but which would
not promise automatic increases in the future. Congressman
Wilbur Mills, incidentally, favors this approach.
A special message on Social Security would probably

be the best vehicle for presenting your recommendations
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on this subject, and also your other proposals on

social security (Nixon Speaks Out, pp. 174-79). The

Secretary of HEW should be asked to prepare a working

draft of this message.

Problems of the Aged

During the campaign you expressed a desire to hold
a special White House Conference on the Problems of
Older Americans. You also indicated that you would ap-
point a special White House Assistant on the Aging to
keep you "informed of new ideas and in touch with the
many councils and organizations devoted to the cause of
the elderly."

In view of the intense pressures of the early months
of your Administration, the White House Conference should
probably be held in 1970 rather than 1969.

The promise concerning the special assistant should,
however, be discharged promptly. This can be done by
appointing a special White House Assistant on the Aging
or by charging one of the special assistants with the
responsibility?gttending, among his other duties, to the
problems of the aged. Since the number of assistants at
your disposal will be quite limited, the latter course

is preferable.

Planning for the Conference should be done by the
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White House with the aid of the Department of HEW.

Veterans Programs

The Republican Platform made several specific pro-
posals for improving veterans'! programs. Congressman
Ross Adair, the ranking Republican on the House Veterans
Committee, has made somewhat similar proposals.

It would be desirable to request the new head of the
Veterans Administration to make a prompt evaluation of
these proposals, and to have him check his evaluation
with the Secretary of HEW before communicating with the
White House,

It would also be desirable to request the Secretaries
of Labor and Defense to join in making plans for the em-
ployment of veterans, particularly Negroes, when the war

in Vietnam ends.
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XIV - HEALTH CARE

Medicaid

The costs of Medicare and Medicaid are mounting.

The increase in costs appears to be out of all proportion
to the benefits derived by poor people.

Senator John J. Williams writes: '"Medicaid as it
has been expanded by executive orders and regulations
within the past four months will add another one to two
billion dollars annual cost to this program.[ih fiscal
197Q;7 Unless the President takes prompt action to res-
cind these regulations, they become fully effective
July 1969."

The advice of the Secretary of HEW on this recommenda-

tion should be sought at once. At the same time, the
Secretary should be asked to review the several alterna-
tive proposals for improving Medicaid that the Task Force

on Health has submitted.

Medicare

There is a likelihood that early financing decisions
will have to be made in connection with Medicare, in part
because premium rates were not increased by the outgoing

Administration. Pressures will develop both within and
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outside the Congress to make changes in the program,

and one of the proposals likely to be pressed is supple-
mentary financing for Medicare with general Treasury
revenues. In all probability, recommendations will also
be advanced for extending coverage to groups not now
eligible,

It is important to try to head off any build-up of
pressure for using general Treasury revenues to finance
Medicare. If we move in that direction, it will become
increasingly difficult to resist proposals for progres-
sively liberalizing the program. For that very reason,
it would be well to heed the advice of the Task Force
on Health to undertake a prompt study of the unresolved
issues surrounding Medicare, and you should so instruct

the Secretary of HEW.

Hill-Burton Act

The Chairman of the House Interstate and Foreign
Commerce Committee has indicated that extension of the
Hill-Burton Act, which authorizes Federal aid for the
construction of community hospitals, will have top
priority in the 9lst Congress.

Given the pressing need for hospital construction
and modernization in many parts of the country -- brought

on in significant part by Medicare and Medicaid -- it
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seems certain that a concerted effort will be mounted
to get the authorization dramatically increased. Since
the Hill-Burton Act is but one of a number of Federal
programs concerned with construction of health facilities,
there is a need to coordinate this piece of legislation
with other undertakings, a point emphasized by the Task
Force on Health.

The recent statement of intention by the Chairman
of the House Interstate and Foreign Commerce Committee
underlines the importance of an early conference between
the Secretary of HEW and appropriate legislative leaders.
One of the issues that should be explored is the possi-
bility of moving in the direction of block grants in this
area. You made favorable mention of that possibility

during the campaign.



