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THE WHITE HOUSE

WASHINGTON

February 2, 1984

MEMORANDUM FOR: JAMES A. BAKER, III
FROM: MARLIN FITZWATEWW

SUBJECT: ) Feldstein Briefing on Economic Report

Per your request, following are highlights from the press
briefing at 9:30 a.m. this morning on the Economic Report by
Martin Feldstein, Chairman of the Council on Economic
Advisers. The Chairman met privately with about 20 "economic
reporters" at 8:15 a.m. this morning, following his appearance
on CBS "Morning".

Deficits and the Recovery

"...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 reduced 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."

Defense Cuts

"I'm saying these negotiations I expect that -- to get a
compromise, to get $100 billion plus over the next few years
agreed to guickly, 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."

Financial Markets

"...I think if we get negotiations settled in the next few
weeks that produce $100 billion plus of deficit reduction over
the next few weeks that produce $100 billion plus of deficit
reduction over three years -- and I think $100 billion is the
minimum, by no means the ceiling -- I think 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 can keep
this recovery moving in the way that we have forecast it."
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$100 Billion a Year

"...Let me be clear. What we're 1looking for in the
negotiations is a $100 billion cumulative over three years,
'85, '86 and '87, as 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. 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."

Tax Increases after 1985

"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."

Secret Budget Plan for after the Election

"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.”

Entitlements

"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.”

President's Position on Tax Increases

"Let me refer 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 as possible. But if that doesn't
balance the budget, if that doesn't bring spending and
receipts into balance, then he will look at the receipt side."



Cutting the $305 Billion for Defense

"...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
like, less than some of the people we're negotiating with
would like. But we'll have to wait until we see what the
negotiations lead 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?

A: "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?

A: 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
artificially --

A: 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.

Marginal Tax Rates

"The President agreed to authorize the additional tax revenue
that is in this budget because he makes an important
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."



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

Thursday, January 26 ABC "Good Morning America"
Wednesday, February 1 CBS "Nightwatch"
Interview with ABC-TV "Evening
News"
Thursday, February 2 * CBS "Morning"

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

Brief the White House Press
Corps, 9:30 a.m.

* PBS "McNeil-Lehrer"

Friday, February 3 CNN "Take Two"
Sunday, February 5 ABC "This Week with David
Brinkley"

* Part of the Office of Communications Public Affairs plan

for the Budget/Economic Report


































































January 6, 1984 v

MEMORANDUM FOR JIM BAKER

FROM: MARTIN FELDSTEIN W &t

I thought you'd be interested in this lec.c.er.

Apparently copies of it are also being sent by
the CED to all the usual folks on the hill.















