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r w A - "Regan- Dollar 02-22 0380 
-AM-Pegan ~Do lla , 350 ( 
- ega Rejects Ioea Dollar is verval ed< 
: with M- Eudge t Rdp ~j t< 

Py SAL LY JAC O S~N = 
- AP ~c o omics Writer= 

W ~ S E I GTON ( AP ) - Treasury ~ ecretary _o ~ld . e~an la~ele as 
' ' c on f' u s e d t '1 i n tt i g ' ' ,,: e d e s d a a s s e r t i s t t 1 • i 
o erv~lued i co~uarison with ~ajor oreign c rre"lci~s • 

• i ~ eech to th ha r o om~ erc0 of t 0 u~ ite~ 
StAtes. sai 11 r' s r ~f t i~ o y th rs lt oft u . ~ . 

's stro ~ r 0 hou A fro~ t~e 19rl-2? recession . 
~oinz sc, t':le t eFsury se rre tary turne asi ~ ~r~u~e - o~ 

eco"lomis s th"' link ':ligh i..,terest r tes, ca• se b;r e orrro1is 
f er:Jeral bL~gP . '1ef icits, and tr><: val,1e of the dollar. 

~ - ese economi s ts argue t hat the def "cits lead to bighe~ i n terest 
r ate s, which in t1r~ en crurages foreign inve s tors to put the "r 
money i n doll~r -~ eno inate securities. 

Me_rt"n ... Plds 0 1 C. airm:p1 O" pip presi .ent's Co ci.l o-f' 
~ rcfnom· c ~visers, +o d 4 televisio~ lrtervie •ar, ' It 's le ~r th t 
the l~r~e b~dge+ ~~ficits are Keepin~ intere s t r t 0 s highe t ~~"l 
th 0 y w 1 l oth 0 r- ·ise e {an.) e v: ' r Y:te ollar ro - er 
th i t •T o 'l 10 o " e .. i e ~ ~ 

Feld stein, in the ir 
le two(r s .., uo , urge co 

now appro ching ~2~~ billion. 
P. s aid contin ir g ~igh ief "cits po~e ~ ris to t he health of 

th eco"lomy an +h~t suc cess i eficit-cutting ne~otiat ons 
'!)etweeri 011g r s 'IJ.1_ ,be ·1 it _ -.:rouse wo11ld ''he l p to keep t e 
recovery on trac~ after ~9q4. " 

_ ·s r r _ n i ter _ tional ec onomy , . e ar.. sai1, '' rrhe 
stro g d oll ~ r i s ne ither ' overval ed ' - as some have suggested -

or s orn=thi~g to P. ~shcme oP. " 
'' The str ength of the dolla r eflects a 11urnber of factorsi the 

most · mport n t 0~ 1h ich, an the o e rerely p t at the to p of the 
l"st if it · s mentioned 2t oll, is the remarkable performancP. of 
th e ~rnerican e onomy ," he sa i'.'.l. 

Re a ckno~le 1g that the dollar's st r eng t h poses ''seri ous 
pro~lems '' t o 0 xpo ters 0¥ ~~erica r ~cods. '' ~ut," he said, '' i 
i s c on f 1 s e d t r i ,., k i n g t o de s c r i be the d o 11 a r a s ' o v e r a L _ e ,., ' • " 

'' In a Plo3ting excha e ~ate sys te~ , the e can e n" ' corr~ct ' 
v~lue to anv urrency other t h 11 the val e g iven to a currency 
hrough ma rket t ransac tions," he s aid . 

The str o d0ll~r makes fo e i ~ vods ch~ape r than U. S . 
products, wh ich ana lysts sa y is a ma ~ or re as on why the Amer ·can 
trade de!ic it soared to a recor $69 . 4 bi llion last year . 
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C:ONCURR£NT RESOLltf 
~ EXPRESSING THE SENSE OF CONGRESS THAT 

PR ESID ENT SHOULD StJBMIT A REVISED R!JDGET PROPOSAL 

CONTAINS PROVISIONS TO REDIJCE THE FEDERAL DEFICIT 

l EAST $ 2 0 0 BILL Io N O V ~~--T.tl_~ __ _NJ_>G __ lt!.8. .E_~ .. Y_!;_~RS.!_._ ...... -. 
<~-5etV. C111 Les;·1llfil ;v.;r:1ttY~~ s ytto [ o rt.."~s -f 

·--·- - -·-·--· ···-·-· ... -~ .... . . -··---·-·-----· ..... __ _ -·--- ...... --·· ... ·-· · ~·-··~ ........... ... ...... ... ... ... ... -·. 
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WHEREAS THE CURRENT FEDERAL BUDGET DEFICITS A~' 
PRO JECTED TO GROW TO UNPREC EDE NTED LEVELS, EXCEED . 

BILLIO N A YEAR RY 1q8q , IJNDER CI JRRENT TA X AND SPE 

POLI CIES; AND 

It 

WHEREAS THE GRO WTH OF THE FEDERA L DEFI CIT W' 

EVEN IF RAPID ECO NOMIC GROWTH WERE MAINTAINED; I 

11 
WHEREAS LEADING ECONOM1C EXPERTS INCLUDING THE -

OF THE FEDERAL RESERVE RoARD, THE DIRECT~ OF THE 
. .. 

CONGRESSIONAL RtJDGET OFFICE AND THE (HAIRMAN OF THE 

PRESIDE NT 'S ColJNCIL OF ECONOMIC ADVISORS HAVE TESTIFlEn THAT 

THESE DEFICITS REPRESENT A GRAVE THREAT TO THE HEALTH OF Ol!R 

ECONOMY j AND 

'• WHER EAS DELAYING SERIOIJS LEGISLATION TO REDllCE THE 
~ 

DEFICIT lfNT IL 1985 WILL DELAY ANY ACTUAL REDllC:TION IN THE 

DEFICIT IJNTIL lq86i AND 

,, \~ HE R EAS THE PRESIDENT HA S SU BMI TTED A Rt!DG ET PROPOSAL 

\\' HI CH iS ESTIMATED BY THE (ONGRESSIONAL RllDGF.T nFFICE TO 



-;~RO D U C :: D :: F l C I T S G R 0 W I N G F R 0 ~. S 1 q 2 B I L L l 0 N I N F l S C AL Y E A R 
(' -11'· 

-{; i985 TO $233 BILLION IN FYR7 AND $248 BILLION BY lClRq; AND 

" WH E RE AS THE PRESIDENT'S CALL FOR ACTION TO REDllCE .THE 

DEFICIT BY ONLY A TOTAL OF $100 BILLION OVER THE NEXT THREE 

YEARS I S TOTALLY I~ADEQllATE TO DEAL WITH THE SERIOUSNESS OF .. 

-· 
THE DEFICIT PROBLEM, SINCE IT WOULD YIELD DEFICITS STILL 

GRO WING TO $l'l5 BILLION BY lq87j AND 
: 

,, 
WHEREAS THE CONGRESSIONAL RllDGET OFFICE ESTIMATES THAT 

t'JJ : t'A1:flif'I;'Crs1C:ed P ;Ent.! IJJCJJ!Zt) 
THE NET DEFICIT . REDlJCTION.1p11E TO POLICY CHANGES PROPOSED IN 

THE PRESIDENT'S BUDGET EQIJAL ONLY $23 BILLION OVER THE NEXT -
THREE YEARSi ~( ~ ,\\ {)_LA ... ~ . f-4' 

\' J T IS HEREBY RESOLVED BY fHE bCHl£~E66 ·~\JE =E; b \~~~ ~ 
S\!"P.T~T~l, 

1 < A , . N O L AT E R THAN J H I RT Y DAY S F 0 LL 0 W I NG EN ACT MEN T OF TH I S 

RESOLUTION, THE PRESIDENT SHALL SUBMIT A REVISED BUDGET 

P RO POSAL TO THE (ONGRESS; 

I f 
B· THE REVISED RIJDGET SHOl lLD CONTAIN SPECIFIC PROVISIONS 

TO REDIJCE THE FEDERAL DEFICIT BY A TOTAL OF AT LEAST 

$20n BI LLION OVER THE NEXT THREE FISCAL YEARS BELOW THE 

LEVELS MO$T RECENTLY ESTIMATED BY THE CO NGRESSIONAL 

BUDGET OFFICE; 

rKt> I Ut-:.-7U,\.c'" " 

/(~ 
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HEALTH OF OHR 
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ECON0MY i A 
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DEFI CIT llNT ·l' 

DEFI CIT lJN tl· 1qR6i AND 
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,, WH EREAS THE PRESIDENT HAS SUBMITTED A R11DGET PROPOSAL 
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~~~ B ALANC E OF /\SPEND ING RESTRAINT AND REVENUE 

lN CREA SESi 

<, D· CONGRESS SHA~L ACT E>;PEDITIOUSLY THROUGH REGllLAR · 

LEGISLATIVE PROCEDURES TO CONSIDER THE PRESIDENT'S 
, . 

PRO PO SALS FOR DEFICIT REDUCTION AND ENACT A PACKAGE ·OF 

AT LEAST $200 BILLION IN DEFICIT REDUCTIQtf. 
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cans or Democra ts, for th bad ww. if 
it should happen . 

The White House, sour s sa , views 
a sagging recovery as a ore serious 
threat to the President's election 
than any candidate the Democrats put 
up. That's why Reagan and his advisers 
are, in effect, telling Paul Volcker, 
chairman of the Federal Reserve 
Board, that they want the Fed to sup­
ply enough money to keep the recov­
ery on track and not to worry so much 
about a resurgence of inflation. 

As Treasury Secretary Donald Regan 
told US.News & World Report in a re­
cent interview: 

"We're not asking them to expand 
the money supply to such an extent 
that they would monetize the debt. 
Nor do we want them to be so tight 
that they cause a recession. All we 
want is enough money to enable the 
economy to reach our goals and 
theirs. " 

So far this year, growth of the money 
supply has exceeded the Reserve 
Board's target range. That is pleasing 
to the President, who, at his press con­
ference, complimented the board for 
pursuing a monetary policy that, he 
said, "is consistent with a sound recov­
ery, without inflation." 

But the fear in both the White House 
and Congress is that if no action is tak­
en on the deficits and inflation starts to 
surge again, interest rates will rise once 
more. 

Signals of concern. Financial ex­
perts already are beginning to sound 
the alarms. "Resurgent inflation is 
starting to show up in the commodity 
markets and will spread to the general 
economy by midyear," says Michael 
Evans, head of Evans Economics in 
Washington, D.C. 

In New York, Henry Kaufman, exec­
utive director of Salomon Brothers, an 
investment banking firm, told a semi­
nar that though the political timetable 
may call for postponing action on the 
deficits until next year, "the economy 
can 't wait for politics." 

If a deficit down payment is made this 
year and is perceived as a preview of 
further action next year, most analysts 
feel certain that would be a boon to both 
the economy and the stock market. 

"The recovery's pace would be as­
sured," observes Alan Greenspan of 
the Townsend-Greenspan consulting 
firm in New York, "and the stock mar­
ket could move to new highs. " 

What investors and consumers-all 
of them voters-seem to want from 
their political leaders is for acrimony to 
be replaced by action. 0 

By MONROE W KARMIN with the magazi11c's Capi­
tol Hill staff 
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Will ·oo Times 
Last Through '84il 
The economy is going at a 
"healthy pace," says a top 
White House offlcial, who also 
tells what might stop recovery. 

Q Mr. Feldstein, will good times stay 
with us the rest of tt-e year? 

A It's very likely that they will. 
Q On what do yo•J base that? 
A All the recent evidence shows 

continued strength. Housing sales, 
housing starts, retail sales, personal in­
come, leading indicators-everything 
is pointing in the direction of contin­
ued strong activity this year. 

0 Are the signs too good? There has 
been worry that things will accelerate so 
fast that Inflation wlll surge again-

A No, I don't think that. We are get-

Interview With Martin Feldstein, 
Chairman, Council of 
Economic Advisers 

ting close to capacity in a few industries, 
but certainly not in most. The kind of 
growth that we're expecting this year­
somewhere between 4 and 5 percent 
growth in the gross national product af­
ter adjustment for inflation-is perfect­
ly appropriate. The things we've seen 
recently are in line with that. 

Q On the same line, Is this current 
quarter shaping uj) so fast that it's liable 
to force interest rates up? 

A ot really. The current quarter is 
coming along at a healthy pace. Inter­
est rates look further forward than a 

single quarter. I don't think anybody is 
expecting to see inappropriately high 
rates of growth in this year as a whole. 

Q What sort of price Increases are you 
forecasting? 

A We"re looking for an inflation 
rate this year of about 5 percent. A lot 
depends on what happens to the dol­
lar. If the dollar comes down sharply, 
that would push up prices of imports 
and overall consumer prices more 
than we anticipate. 

Q This is supposed to be the year of 
the comeback of capital goods. Is that 
happening? 

A Last year saw some comeback. 
This year, the forecast made by busi­
ness firms themselves about their 
plant-and-equipment spending looks 
for growth in real outlays in plant and 
equipment of about IO percent. That is 
a good, healthy rate of growth, but net 
investment is still at a very low level. 
Last year, total net fixed investment, 
including housing, was only 2.8 per­
cent of GNP. The last three decades, it 
was nearly 7 percent of GNP. 

Q What about consumers? Are they 
going to pull back on their spending any­
time soon? 

A Consumer confidence, judged by 
the surveys, is very, very strong. At this 
stage, there's no evidence of consum­
ers pulling back. 

Q A number of private economists see 
a significant slowdown in the economy 
occurring in the second quarter of this 
year. Do you agree? 

A I know that som e economists 
think that we might actually have a 
decline in output in the second quar­
ter. I think they base that on a very 
narrow interpretation of monetary sta­
tistics. I don 't think that there's much 
prospect of the second quarter of the 
year being negative. 

0 What is the stock market telling us? 
A I don 't read too much into fluctua­

tions in the stock market. The stock 
market in principle tells us what inves­
tors expect about th e future perfor­
mance of the economy and about future 
interest rates, but you get an awful lot of 
fluctuations that don't have much basis 
in actual economic conditions. 

Q Isn't the market really very con­
cerned about the effect of federal budget 
deficits on future years? 

A Deficits must be high on their list 
of concerns, sure. 

Q Treasury Secretary Regan says that 

Copyright © 1984, U.S.News & World Report, Inc. 



the deficit poses no problem for the econ­
omy this year. Do you agree? 

A The problem for the economy this 
year is not this year's deficits but the 
projection of a long string of deficits 
into the future. It's that projection that 
is keeping real interest rates higher 
now than they otherwise would be. It's 
that projection of future deficits that's 
keeping the dollar so strong and hurt- ~ 
ing our export industries and the indus- w~ 
tries that have to compete with l 
imports. So there's no question that the ~ 1--'i-,-_;_..:: 

>' 

~L.>...l-~--' 
111 

economy currently is being affected 
adversely by that long string of project­
ed deficits. 

Q President Reagan's deficit forecast 
Construction In Atlanta. Feldstein sees a " g«?od, healthy rate of growth" this year. 

of approximately 180 billion dollars a year 
for the next three years assumes that you 
wlll reach an agreement with congressio­
nal Democrats on cuts In the deficits, 
doesn't It? 

A Yes. In fact, it's even stronger 
than that. If we and Congress don 't 
make actual reductions in outlays or 
increases in revenue, the deficit that 
we forecast at 180 billion dollars for 
1985 would be about 210 billion a 
year. 

}, 
, 

As we've emphasized over and over, 
the economic forecasts on which those 
budget calculations are based are too 
optimistic unless there is substantial 
progress in dealing with the deficits. In 
particular, we have interest rates com­
ing down sharply over these years, and 
we don't think that would happen un­
less there is progress in dealing with 
the deficits in a substantial way. 

Q Turn it the other way: What happens 
If there's no progress In the negotiations? 

A Then we will have higher interest 
rates than we have forecast. We will 
have much larger deficits than we have 
calculated. The deficits would start at 

l l ! 200 billion and rise to about 300 billion 
I before the end of the decade. 

11 

Q What would that mean for the eco· 
nomlc outlook for the rest of the decade? 

A I hate to think about it. The risks 
of a recession are certainly much great­
er if the negotiations collapse. 

Q If there Is no action on the deficits, 
when do you see the next recession be­
coming a clear and present danger? 

A Nobody can put a precise date on 
when the economy is going to turn 
down. 

There·s certainly no reason why the 
economy has to turn down in '85 or '86 
if we make a dent in the deficits now 
and give confidence to the financial 
community that the deficits are -going 
to come down at an appropriate pace 
in future years. If that happens, we can 
have a long, sustained recovery. 

Q How do you read Chairman Paul 
Volcker and the Federal Reserve Board? 
Is he, In effect, saying, " We've got to have 

U.S.NEWS & W ORLD REPORT, March 5, 1984 

some progress on the deficits as the price 
of easier money"? 

A I don't think he's saying that at all. 
I think he is saying that progress on the 
deficits is very important and that a 
healthy, long-term growth of the econ­
omy is not going to be possible without 
progress on the deficits. But he's not 
saying that if we cut deficits he will 
then change monetary policy. 

I think that his plan for monetary 
policy is one that's consistent with the 
kind of growth that we would like 
to have. 

Q Do you think that Interest rates are 
now at a reasonable level, or are they un­
reasonably high? 

A They're certainly very high by 
historic standards. The real Treasury­
bill rate-the interest rate minus infla­
tion-must be on the order of 4 to 5 
percent now. Historically, it has been 
only a fraction over 1 percent. So 
those rates are high, and that's keep­
ing the dollar high and it's keeping 
investment at a lower level than it 
otherwise would be. 

We'd certainly like to see those rates 
come down, but an easier monetary 
policy is not the appropriat thing to 
do now. What is really needed to 
achieve that are changes in the deficit. 

Q What would the administration · ilke 
to see the Federal Reserve do this year? 

A It basically would like to see a 
monetary policy that achieves the eco­
nomic assumptions that we'v<;i enunci­
ated-that is, real growth of .about 41/2 
percent, an inflation rate of about the 
same level-about 5 percent. That in­
deed is what the Fed has said repre­
sents its economic forecasts for 1984. 

There's no quarrel at all between the 
administration and the Fed about the 
appropriate goals or about the appro­
priateness of current monetary targets. 

Q You mentioned the dollar. How 
much danger is there that it is going to 
collapse? 

A The most likely thing for the dol­
lar to do this year is to come down a 
little bit-4 or 5 percent. But that was 

the most likely thing last year, too. It is 
certainly possible that the dollar will 
surprise us again and either go up as it 
did last year or drop substantially more 
than 4 or 5 percent. 

Q What's going to push It? 
A It could be pushed or pulled by 

two different forces : If the markets get 
confident that there is going to be sub­
stantial progress in dealing with the 
deficits, if the deficit "down payment" 
works, if the rhetoric that surrounds it 
is optimistic about progress in '85, then 
we would see long-term real interest 
rates come down in this country. That 
would bring the dollar down with it, 
and that would be fine. 

If, on the other hand, there isn't any 
progress on the deficits but there is 
growing nervousness around the world 
about inflation in this country, that 
could trigger a drop in the dollar that 
would not be desirable . 

Q Do you see signs of that now? 
A No, I don't. 
Q All in all, why are you so optimistic 

about the economy? Here we've got very 
high Interest rates, both on a real basis 
and on a historic basis. We've got ner­
vousness over the dollar. We've got the 
stock market jumping around, capital· 
goods sales coming along more slowly 
than you would like. Aren't these reasons 
for nervousness? 

A First, the economy has a lot of 
inherent vitality. You'd have to do an 
awful lot of damage to it to undo the 
natural vitality of the economy in the 
long term. 

And in the short term, it has got a lot 
of momentum. The forces at work on 
consumer spending, on government 
spending and on housing should con­
tinue throughout this year. 

But for the long term, it is important 
that we modify these deficits. I think 
that a number of very positive things 
have been done in the last few years. 
Bringing down inflation, changes in 
taxes, the transformation of govern­
ment spending- all give us a basis for 
optimism. D 
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T:-.E CHA I RMAN OF THE 

C O UN C I L OF ECONOMIC ADVISC:RS 

WASHINGTON 

March 19, 1984 

MEMORANDUM FOR WHITE HOUSE SENIOR STAFF 

FROM: MARTIN FELDSTEIN 
(dictated while traveling) 

SUBJECT: Personal Income and Outlays for February 

This morning at 8:30 a.m. the Department of Commerce will 
release personal income and outlays estimates for February. 
They will also release revised figures for January. 

The January revisions show that January was even stronger than 
previously estimated. Disposable personal income is now 
estimated to have increased 1.6 percent between December and 
January instead of the previously announced 1.1 percent. 
Personal consumption expenditures have also been revised up 
from a 1.2 percent increase to an increase of 1.9 percent. 

These increases are clearly very strong and unsustainable. 
In themselves, they would tend to frighten financial markets 
that the strong pace of activity might lead to increasing 
inflation. 

It is a good thing, therefore, that the preliminary estimates 
for February show a slower pace of increase. Personal income 
and disposable personal income are both estimated to have 
increased at a rate of only 0.7 percent. 

As you may recall, retail sales in February declined after a 
very sharp increase in January. This is also true of the 
broader measure of persDna l consumption expenditures (that 
includes things like electricity and heating oil that are not 
part of retail sales). Personal consumption expenditures 
actually declined by 0.7 percent between January and February. 
Although we would obviriusly not like to see this continue in 
the future, it is a welcome offset to the very strong 
1.9 percent increase in January. The two months taken together 
still represent a very strong rise at an annual rate of about 
7 percent. 



February 2, 1984 

Martin Feldstein Public Appearances 

During the week of January 23, the press staff contacted 
the various television talk shows in order to implement 
the public affairs plan for the Budget. In the course of 
these inquiries, we were informed by "Good Morning 
America" and "This Week with David Brinkley" that they 
were booking Chairman Feldstein. 

Because this booking was not part of our plan and was not 
initiated by the Office of the Press Secretary, we asked 
the Chairman's office for an explanation. His staff, in 
turn, asked for a copy of the public affairs plan and 
informed us that they were arranging their own 
interviews. 

The Office of the Press Secretary, in accordance with the 
public affairs plan of the Off ice of Communications, 
arranged two interviews with the Chairman: February 2 on 
CBS "Morning" and PBS "McNeil-Lehrer". 

The week of January 23, the press office was informed 
that Chairman Feldstein would have two private press 
briefings on the Economic Report -- one on February 1 and 
another on February 2, both with "selected" reporters. 
He also scheduled a White House Press Room briefing for 
Thursday morning, February 2. The Chairman's staff was 
advised that the press room briefing would be contentious 
and probably not the best forum for the briefing. The 
staff would not be dissuaded. 

In spite of repeated requests, we were never informed by 
the CEA staff of the television bookings listed in the 
attachment. 



Chairman Feldstein Interviews/Appearances 
Related to the Budget/Economic Report 

Thursday, January 26 

Wednesday, February 1 

Thursday, February 2 * 

* 
Friday, February 3 

Sunday, February 5 

ABC "Good Morning America" 

CBS "Nightwatch" 
Interview with ABC-TV "Evening 
News" 

CBS "Morning" 

Briefing for economic reporters, 
8:15 a.m. 

Brief the White House Press 
Corps , 9 : 3 0 a • m . 

PBS "McNeil-Lehrer" 

CNN "Take Two" 

ABC "This Week with David 
Brinkley" 

* Part of the Office of Communications Public Affairs plan 
for the Budget/Economic Report 
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MARTIN FELDS'r EIN 

ON TH£ ECONOMIC REPORT 

The Briefing Room 

9:33 A.M. EST 

MR. FITZWATER: This morning's briefing is · on the 
Economi6 Report by Martin Feldstein, Chairman of the Council 
of Economic Advisers. The report is embargoed for 10:00 a.m. 
this morning. And we have extra copies for any of you who didn't 
get one earlier. 

· DR. FELDSTEIN~ Itm sure you've all had lots of time 
in the last few days to read the report. I don't have a formal 
prepared statement. Brit let ~e just make a brief remark about 
the report. 

There's no way to summarize it; but there are certain 
themes that run through it. And one that 1 s clearly prominent in 
the first two chapters and that comes up again in some of the other 
discussion is the problems of the udget deficit. That's something 
that we in this report and that the budget message also pointed 
out as the single most important problem that has to be dealt 
with in the years ahead. We can't count on growing our way out 
of these deficits. And if we don't deal with them, we can't have 
the kind of economic recovery that we want. Unless they are re­
duced over the next several years down to a small fraction of 
our GNP, we're going to continue to have abnormally high reaL 
interest rates. We're going to continue to see that investment 
is depressed, as a share of GNP. We will continue to have a 
lopsided recovery in which a strong dollar has adverse effects 
on our export industries and those that compete with imports 
from abroad. 

And in the longer term, as the report and the budget 
both make clear, the interest payments on our national debt will 
represent a very large share of total tax revenue, 30 percent or 
perhaps as much as 40 percent of personal income tax revenue by 
the end of the decade will have to be devoted to paying the in­
terest on the national debt. So reducing the deficit has to be 
one of our highest priorities. 

I am, as many of you know, quite optimistic that 
these bipartisan negotiatio11s that are schedule~ tc begin next 
week are going to be fruitful, that what we couldn't accomplish 
by sending up the kind of budget that was sent up last year can 
be accomplished in quiet negotiations between the leadership of 
the Republicans and the Democrats in the Congress and the admin­
istration. 

Q Excuse me. Are you announcing that the Demo-
crats have agreed to meet next week? 

DR. FELDSTEIN: No, I'm not announcing any news. I 
believe that --

Q again next week. 

MORE 
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DR. FELDSTEIN: I believe that Mr. Wright and Senator 
Inouye are expected to come next week. And I believe that's been 
public information for quite a while. 

Q It's news to us. 

Q And you're characterizing 

DR. FELDSTEIN: -- I'm not intending to break any 
news -- Not saying anything that I don't believe I've read in 
the newspapers. 

Q You know, heaven forbid, news should break out 
here, Dr. Feldstein; but to what was this -- What were the difficult 
choices, the difficult decisions that we were told yesterday would 
have to be made in 1985, if there is no progress on the deficit? 
What kinds of choices? 

·. DR. FELDSTEIN: . I ~auldn't even put it that way. I 
would say that difficult decisions are going to have to be made 
in 1985, even if, as I expect, these negotiations are fruitful. 

Q What can you tell us about what we face right 
after the election? 

DR. FELDSTEIN: ·. I ~an't tell you very much because 
it's still clearly unknown. But even with success, $100 billion 
plus in these negotiations, we will have significant deficits in 
the y ears ahead. And the only way that they' re goin,g to be 
brought down is to go beyond what the President called "the less 
contentious issues" and to take on some of the tough parts in the 
budget. 

But I 1 m not going to say more about the specifics of 
that until we get to 1985. 

Q You're saying that there are going to have to 
be taxes, there are going to have to be spending cuts. 

DR~ FELDSTEIN: I'm saying these negotiations I expect 
that -- to get a compromise, to get $100 billion plus over the 
next few years agreed to quickly , we're going to have to have 
additional tax revenue, we;re going to have to trim back on the 
size of the defense authorizations and we're going to have to 
have domestic spending cuts. 

All that has to be done now. And I think it can be 
done and be done quickly. 

Q In these negotiations, are you saying? 

DR. FELDSTEIN: In these negotiations. 

Q What day next week 

DR. FELDSTEIN: I can't be telling you something you 
don't already know. The administration has said over --

Q negotiations was going to focus on -- We 
were going to focus on the less contentious issues. 

DR. FELDSTEIN: Yes, but that would include dealing 
not onl~ with domestic spending but lso with increased tax 
revenue . through closing loopholes, going beyond the items that 
are in the budget. And, also, we expect we'll require trimming 

ack the defense appropriations . 
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Q Is some kind of general tax increase inevitable? 
Is that something we're going to have to do in 1985? 

DR. FELDSTEIN: I don't think we can answer that at 
this point. 

Obviously, what we're talking about is finding another, 
roughly, $100 billion beyond what can be done in this downpayment 
package. And we have to see just how that can be done. 

Q Marty, how much worse is the economic situation 
going to be because you're waiting and not solving the problem now? 
Because you're putting it off because it's an election year? 

DR. FELDSTEIN: I don't think, if ~e get these nego­
tiations to a fruitful conclusion,the economy will suffer. Let 
me be. more explicit. · I think if. we get negotiations s .ettled in 
the. next few weeks that produce $100 billion plus of deficit. re­
duction over three years -- and I think $100 billion is the minimum, 
by no means . the ceiling · -- I thihk if we get $100 billion plus over 
three years and that's interpreted correctly as a downpayment, as 
a first step to be followed up in 1985, then I think that there 
will be the kind of confidence in financial markets and among 
business investors that 6an keep this recovery moving in the way 
that we have forecast it. · 

Q But what if all that's accomplished is what the 
President has proposed? How much worse is it that he, in his budget, 
has decided to do nothing in 1984 and to wait until 1985? 

DR. FELDSTEIN: I think that -- Our attitude, as you 
should know , is that these negotiations really supercede the budget, 
that the budget is not .what we want to see happen in 1 98 5 , that 
the budget is q. 

Q So why did you send it up, Marty? 

DR. FELDSTEIN: Because last year we tried to do the 
opposite. We sent up a budget that called for substantial spending 
cuts, called for a large contingent in tax increase and it got 
no where. It was just -- no reception at all in the House of 
Representatives. And the result, I think, was that we made no 
progress. 

Therefore, if we're going to make progress, we have 
to do it a different way. We have to get the key people together 
in a room to talk about what can be done, rather than turn it into 
a public debate. 

Q Marty, since when is the budget supposed to be 
a political assessment? Isn ' t it supposed to be a budget? 

DR. FELDSTEIN: It is a budget. It is a budget that 
explain ost of the things that have to be done in the coming 
year. it dQesn't explain how we can make the additional cuts 
and tax increases that are required. It describes the funds that 
are going to be needed to run all the agencies and all the programs. 
But we do · need to find, beyond that, additional cuts. 

Q Dr. Feldstein, you're saying $100 billion from 
the negotiations over three years and then another $100 billion 
you must get --

DR. FELDSTEIN: A year. A year. 

Q -- in fiscal '85 and beyond, each year? 
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DR. FELDSTEIN: No, no. Let me be clear. What we're 
looking for in the negotiations is a $100 billion cumulative over 
three years, '85, '86 and '87, at least $100 billion. 

If we get $100 billion total, that will presumably 
mean something like $40 billion or $50 billion a year in 1986, '87 
and beyond. That, obviously, won't get the deficits down to a 
balanced budget. The only way we're going to do that is to come 
back after the. elections in 1985 and make the more difficult 
decisions that will reduce the annual deficits by $100 billion 
or so. 

Q on't yeu have to go to a tax increase to do 
that? 

DR. FELDSTEIN: · We're going to have to wait until 
'85 to see what can be done then. 

'Q .. ' Why.? 

Q But realistically -- you can't get it all from 
spending, can you? 

DR. FELDSTEIN: I . think you're going to have to wait 
and see what happens in . 1985. Unless there is -- Let me say this 
-- unless there is a significant change in priorities, we are 
going to have to have more tax revenue. 

· Q You've said repeatedly the waiting until '85 
to enact some kind of budget plan will put such a dampening effect 
on demand in the economy that it's going to have some effect on 
GNP growth. You've said that throughout this year. What kind of 
effect will a package of this proportions, that . you 1 re telling us 
is absolutely necessary, will have on economic growth? 

DR. FELDSTEIN: The crucial thing is what people expect 
about future years. If they see this downpayment as a serious 
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effort, and as an indication that Congress and the administration 
will be able to go on working together, then, I think, the economy 
can produce the kind of solid growth over the next few years 
that we're forecasting. 

I think that's the crucial part -- whether or not 
they see this as a downpayrnent to be followed up in '85 by 
additional legislation that'll continue to shrink the deficits 
in the corning year. 

Q Dr. Feldstein, aren't you really being dishonest 
on the -- You're saying you need tough choices in 1985 but because 
you have an election, you don't want to say what those choices 
are. With a President seeking re-election, isn't that really 
dishonest not to say what it is that you want, intend to do in 
1985? 

.DR. FELDSTEIN: I think the President has said 
in very general t~rrns what he ~ants to do~ What he has said 

d ·~ : -~ ~ia~fl~ : ~he ~pposlt~· : You've said he said he 
doesn't want new taxes. You sa~ that .-- you're going 
to need new taxes. He says he doesn't want to cut defense spending. 
You're saying that he's going to have to. 

DR. FELDSTEIN: I'm going to tell you what I think the 
President has said, and then you tell . me where you think I'm wrong. 
What I believe the Presid~nt has said and what the administration 
has made very clear about these negotiations is that in these 
negotiations, in the $160 billion over three years --

Q I'm not talking about the negotiations. 

DR. FELDSTEIN: Okay. Well, that's what I was talking 
about when I said that we're going to have to do something to --

Q No, you said that after the election that you 
need, unless there was a significant change of priorities, you'll 
need additional taxes. 

DR. FELDSTEIN: Because you mentioned defense. The 
defense I --

Q I was talking about taxes as well. 

DR. FELDSTEIN: Let me clear because maybe not everybody 
else is as clear as you are on this. In .the negotiations --

Q -- clear. 

DR. FELDSTEIN: -- everything is on the table -- in 
the negotiations everything is on the table . That includes taxes , 
it includes defense, it includes domestic spending. Now, what happens 
after the election? I can't say what's going to happen after the 
election. We face a deficit even with this downpayrnent that is on the 
order of two and a . half or three percent of GNP. 

Q What I'm saying is for a candidate seeking re-election 
doesn ' t he have an obligation to say what will ha~ en after the election? 

DR. FELDSTEIN: What he said is -- what he has said is 
that he believes tha t he wants t o start on the s p ending side . He wants 
to start on the spending side and see how much can be done on the 
spending side. What he said when he came and spoke in this room about 
a month and a half ago is that if one sees that spending has been reduced 
as much as possible , cost of government has be·en brought down as much 
as possible, and that still doesn't balance r e c e i p ts and outl a ys, then 
some t h ing has to be d o n e on t he r eceipt side. And he's emphasized that 
he wants the Treasury to develop "Options for substantial tax reform 
and simplification so that whatever taxes are collected are collected 
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in a way that burdens the economy less. 

Q Aren't you not telling us what you want to do 
in 1985 because you're trying to duck a political issue? 

DR. FELDSTEIN: I'm not even going to be here in 1985 
so I don't know what the administration is going to decide in 1985. 

Q You're not even going to be here tomorrow 
after this. (Laughter.) 

Q Dr. Feldstein, how in the world can you be 
optimistic about the decision for compromising negotiations 
when the Democrats are not going to go for significant domestic spending 
cuts and the President has already overruled advisors like yourself 
on the prospect for real. tax increases or defense cuts? 

. . . . . . 

DR. :FELDSTEIN: L think you're wrong. What has been 
said repeatedly -- Jim Baker said it on television awhile ago; 

. . Dave Stockman· .and · Don Regan and I a11 · said .it in the general press 
briefing yesterday -~ is thai ~verything is negotiable this time. 
We expect there .to be a trimming down in the proposed defense outlays 
in this budget. We expect there to be more tax revenue than 
is in this . budget, and we expect to get domestic spending cuts. 

Q You're a dead .man. (Laughter.) 

DR. FELDSTEIN: You haven't been listening to what 
my colleagues have been say±ng recently. All this has been repeated 
over and over and over again. 

Q I've only listened to what one person has been 
saying and he hasn't gotten the word. 

. . . " 
Q What does the President mean, then, when he 

says not on your life that we're going raise taxes to reduce 
the deficit? 

DR. FELDSTEIN: What the President means is we're 
not going to have a general rate increase for everybody. What 
he is prepared 

Q -- for the poor, huh? 

DR. FELDSTEIN: No, now, in these negotiations. · What 
he wants to do Allow me to deal with that in a minute, Sam. 

Q Okay. 

DR. FELDSTEIN: What he wants to do is to include 
as part of this package additional tax revenue. Recall that in 
this budget there are $33 billion over the next three years in 
additional tax revenue. But it doesn't come from an across-the­
board increase. It doesn't raise marginal rates directly. What 
it does is raise tax revenue by closing tax loopholes. In the 
President's mind that is a fundamental distinction -- raising 
marginal tax rates by an acro~s ~the-board increase and closing 
tax loopholes. 

Q How much additional can be raised above the 
$33 billion through the same process? 

DR. FELDSTEIN: Again, I don't want to anticipate 
in detail what the negotiations are going to have to focus on 
but you probably heard yesterday when Bob Dole and Dan Rostenkowski 
were on television and said that ~hey could quickly agree 
to $50 billion over three years, if they were given the opportunity. 
I think that the leadership in the Congress really. can deal with 
this and deal with it in a very fast schedule. 

Q Marty, speaking of 1985, there is really no 
secret as to where you're going to have to cut because cuts 
in discretionary programs, as Stockman said, it is fortunate that 
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you are already down to the bone. And he mentioned the places where 
it's going to have to be cut. Indeed, he mentioned them yesterday, 
didn't he? So you are talking about such things as entitlements. 
You are talking about such things as medicare -- are you not? 

for '85. 
DR. FELDSTEIN: We don't know what we're talking about 

(Laughter.) 

Q That'll get on. (Laughter.) 

Q I realize, I realize that --

DR. FELDSTEI N: Well, right now we have the budget that 
has just been presented -- to be discussed, and negotiations to be 
dealt with. Why can't we wait until a year from now to talk about 
next year's budget? 

Q · · Because the re's an election campaign on, and you 
are saying, rather frankly from the podium yesterday, that you just don't 
want . to get into the .politics of this ~ear and present these targets 
for everybody to shoot at. But the fact is that there are a hell of 
a lot people out there who are worried about what is going to happen 
during the · next four years. You implied, very strongly, that the 
first priority of the President, · as you quoted him, was to first see if 
he could get domestic spending down, as much as possible, and then go 
to the rese. Now, that domestic spending -- there are few areas left. 
Will you not acknowledge that they include medicare and entitlements? 

DR. FELDSTEIN: 
part of the budget for 1985. 

I don't want to point to any particular 
There have been no discussions -- there 

Q Will you tell 

· DR. FELDSTEI N: have been no decisions within 

Q Will y ou tell, will you tell us that 

DR. FELDSTEIN: -- this administration about 1985. 

Q -- Will you tell us that social security entitlements 
and medicare are out of bounds in the next four years? 

DR. FELDSTEIN: I can't tell you anything because there's 
been no discussion in the administration about the budget to be sub­
mitted a . year from now. 

Q Why is it that Stockman in the Fortune interv iew 
specifically and yesterday -- mentioned that? 

DR. FELDSTEIN: Medicare is clearly a problem part of tne 
budget. The medicare outlays do not meet medicare receipts over the 
next decade. There has been a guadrennial commission that has repor~ d 
and said that the medicare program is going to be hundreds of billions 
of dollars short over that period, that either has to be made up by 
additional revenue -- earmarked for that -- or otherwise, or it has 
to be made up by finding ways of trimming the me<licare program. 

~ut at this point, n o d e cision has been made other than 
the very small changes that are in this budget for medicare. 

Q Marty what you and Dave Stockman were saying 
yesterday, and you again today, is that there's some sort of secret 
plan to deal with all of these problems, but don't ask us until after 
the election. I mean, is that fair to the voters? 

DR. FELDSTEIN: I will swear to you that there is no 
secret plan. 

Q There's no secret plan -- it's taxes and spending 
cuts in places like medicare. 

MORE 
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DR. FELDSTEIN: There is no plan. We have to face that 
problem. It will have to be dealt with in '85. There are going to 
have to be very difficult decisions, because we're talking about 
substantial numbers of dollars, but at this time there is no plan. 

There's an approach. The President said he wants to 
go through the budget, see what is politically and economically 
possible on the spending side, before he turns to the revenue side. 

Q Respectfully, after three years in office, doesn't 
this man have an obligation to have a plan --

Q No 

Q which he can ~esent to the voters? 

DR. FELDSTEIN: He has been making progress in bringing 
down domestic spending, and I think we just have to wait and see what 
happens in 1985. 

Q . Will . you bring the ·deficits down? 

.DR. FELDSTEIN: If the negotiations work, the deficit 
will be comin~ down. 

Q Do you .. disagree with Mr. Stockman who said yesterday 
that next year they wer~ clearly going to have to look at en~itlementsi 
He said that in plain English, look at, meaning --

DR. FELDSTEIN: There are proposals in this budget which 
deal with what I think are sometimes called entitlements. There's the 
pensions for -- they're not low-income means tested entitlements. They 
are things like civil service and military pensions. And we propose in 
this budget to delay the COLA increases in those. 

There are a lot of things that would fall under the rubric 
of entitlements that have to be dealt with now as well as in the future. 
There are small changes in the Medicare and Medicaid program that were 
in the Congressional Reconciliation bill last year that we hope will be 
part of the discussions in these negotiations. 

Q But Mr. Stockman said there's going to be a very 
tough bullet to bite next year, which implies strongly that Ehere ' s 
going to be a major whack taken at entitlements next year once the 
election's --

possible. 
k.10\·.· is 

DR. FELDSTEIN: I don't know whether that's going to be 
I don't know whether that's goinq to be proposed. All I 

MORE 
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the Pres ident had made it clear that he is committed to getting these 
deficits all the way down. He's committed to eventually balancing the · 
budget. That's going to require very substantial reductions in outlays 
or increases in taxes. · 

And I know his starting point. His starting point is to 
look at the spending side. 

Q How do you know he's ·committed to getting the deficits 
down? That's not what he's saying. 

DR. FELDSTEIN: Because he has said that repeatedly insid e 
this administration. 

Q Not at the cost of taxes or defense increases. 
. . 

DR. FELDSTEIN: Let me r~fer you back to what he said to 
all of you when he came into the Briefing Room about a month and a half 
ago, which he said that he wants to bring down outlays, reduce cost of 
government as much ~s possibl~. · But if that doesn't balance the budget, 
if that doesn~t brin~ spending and receipts into balance, then he will 
look at the receipt side. 

this room. 
personally. 

Q . But he's also 

Q That's tiot what he's saying in his campaign speeches. 

Q Yes, he . goes out there and he tells these people-~ 

DR. FELDSTEIN: Just repeat to you what he said to you in 
I can't give you a better citation than what he said to y ou 

Q I'm .suggesting it's been outdated. 

Q You said that the negotiations, the deficit negotia-
tions superdede the budget and the budget is not what you want. What 
do you want in terms of defense spending? You must have a bottom line. 

DR. FELDSTEIN: We don't have a specific bottom line. We 
are prepared to negotiate. We understand that the $305 billion for 
DOD that is in the authority request for 1985 will have to be trimmed 
as part of these negotiations. How far? More than the President would 

· 1ike, less than some of the people we're negotiating with would like. 
But we'll have to wait until we see what that negotiation leads to. 

Q Secretary Weinberger yesterday testified on the Hill, 
said just the opposite. He said that we couldn't accept any cuts in 
this $305 spending authority request. Why do you then today say what's 
negotiable and we expect that there will be cuts? 

DR. FELDSTEIN: I haven't heard the Secretary's statement 
but I know what was our understanding in the administration when we 
announced that we wanted these negotiations . That has been said over 
and over again . Nothing is ruled out , including defense and taxes. 

Q So the $305 -- is that a fake figure that you put up 
artificially high so you could bargain it down ? 

DR. FELDSTEIN: No, no. That figure was, as you know, cut 
down by about $17 billion from the figure that was carried over from 
last year. 

Q Yes, but you're saying that this figure is arti-
f icially --

DR. FELDSTEIN: It is clearly· less -- it is clearly less 
than the Defense Department would like, but we have to make changes if 
we're to get these deficits down and there is a complete commitment to 
doing that. 
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important because it's necessary to send the right signal. How 
important is the actual dollar amount that's cut, this $100 billion 
figure, or is the more important thing just to show that Tip O'Neill 
and Ronald Reagan can sit down in civil fashion and discuss and make 
some progress on economic business? 

DR. FELDSTEIN: We look at 1986, and '7, and beyond. 
We're going to need more than the reductions that can come out of 
this negot~ation. We're going to need _more than $40 or $50 billion 
a year. So it's . just a starting point . . But, obviously, the more you 
do now, the easier it's going to be to get those deficits down later. 
So doing $20 billion a year now just wouldn't be enough. The more we 
can do, the better. 

Q It's the working together that's the key? Is that 
what --

DR. FELDSTEIN: It is very important. It is very impor­
tant to indicate that . we really -- and I think the language -- calling 
this a downpayment, is very important because it emphasizes the com­
mitment to go on r _e(iucing . these _deficits in the future. · 

Q · What da~ do the negotiations begin next week to the 
best of your knowledge? 

DR. FELDSTEIN: Well, since I seem to be saying something 
that was a surprise to you I should probably stop there, but I believe 
that there will be a meeting next week. 

Q Do you know when? 

MR. FITZWATER: We don't have it -- no date's been set. 

Q You say in your report that you don't want to have 
such big downpayment because it could suppress the growth and that it 
should be gradually and only step by step over the next few years. So 
how much do you really want this year? 

DR. FELDSTEIN: Well, what I said in the report was that 
a large reduction of the deficit in '84 coming suddenly could be a 
mistake if it were too large. But I think we're talking about FY '85, 
'6, and '7 in these negotiations. So I don't expect any significant 
change in '84 at all. 

Q Dr. Feldstein, there are a number of people, as you 
well know, in this administration who say they're basically suffering 
your presence until you leave in September, but that you're not --

DR. FELDSTEIN: They didn't say i:t. to my face. 

Q Well, that you're not a player anymore. What is 
what are the messages that you are getting? I ~ean, do you have any 
role in this administration anymore or -- what's your status here? 

DR. FELDSTEIN: Of course I have a role in this administra­
tion. I have the sa:m_e role that I've had all along in the discussions 
about the budget that's been prepared and in generally advising the 
President. 

MR. FITZWATER: Thank you very much. 

THE PRESS: Thank you. 

END 9:58 A.M. EST 
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Q So why didn't you give the actual figure on defense 
that you really were willing to accept? 

DR. FELDSTEIN: The reasons which I'm sure you're fully 
aware of, that if we had proposed not $305, but $301, that would be 
the starting point for any negotiations 

Q So --

Q Negotiating position, right? 

DR. FELDSTEIN: It was the position that we came to in­
ternally before the agreement to negotiate was decided upon. 

Q Dr. Feldstein, how can you say 

_Q Feldstein. (Laughter.) 

Q How can you say that 

~ .. Q Here we go again. 

Q ~- taxes are not ruled out of negotiations when the 
President has ruled them out in two weeks of speeches? 

DR. FELDSTEIN: Let me repeat what I said to somebody 
here before. A general across-the-board tax increase doesn't fit even 
within the scope of the kind of downpayrnent plan that we're talking 
about. But we have not ruled out at all -- we have not ruled at all 
additional tax revenue. We expect there to be additional tax revenue. 
We expect it to be a substantial part of this $100 billion or $100 
billion plus. There's no debate about that. 

There's no debate about dealing with defense. That's 
something that the Secretary of the Treasury and the Director of OMB 
and I said very clearly to the entire press corps yesterday. So that 
is not a point of contention. 

Q But the President doesn't draw that distinction. He 
says, no taxes. He doesn't say, no general tax. He says, no taxes. 

DR. FELDSTEIN: The budget -- you've seen this budget 
before? 

Q I know, but I'm only telling you what he says when 
the words come 

DR. FELDSTEIN: And what does it have in here? Whose 
budget is it? 

Q Well, what's he doing? Talking out of --

Q Well, we don't know. You wrote it though. 

Q And you don't like it. 

DR. FELDSTEIN: The President agreed to authorize the 
additional tax revenue that is in this budget because he makes an im­
portant distinction between closing tax loopholes and raising marginal 
tax rates across the board. There is no direct impact on marginal 
tax rates in these proposals. 

Q So you're saying there's not going to be a request 
for marginal tax rates. 

MR. FITZWATER: Marty has testimony on the Hill, so we'll 
just have to take one question. 

Pat. 

Q Well, wait a minute. 

Q You said that the downpayrnent on the deficit is 


