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MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE .WHITE HOUSE 

WASHINGTON 

February 2, 1984 

JAMES A. BAKER, I~~ (} _ ~ /-/-

MARLIN FITZWATE~/DJ)l-~ 
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 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." 

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 looking 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." 
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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 
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CBS "Nightwatch" 
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BRIEFING BY THE 
CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS 

MARTIN FELDS'l'EIN 
ON TH£ ECONOMIC REPORT 

The Briefing Room 

9:33 A.M. EST 

MR. FITZWATER: This morning's briefing is on the 
Economic 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: I'm 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. But let me 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's clearly prominent in 
the first two chapters and that comes up again in some of the other 
discussion is the problems of the budget 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 fracti 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 
reporesent 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 negotiations that are scheduled to begin next 
week are going to be fruitful, that what we couldn't accomplish 
by sending up the kind of budge t 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 wouldn'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 can'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 years ahead. And the other only that they're going 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'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 1 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 admini ~tration 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 only with domestic spending but also with increased tax 
revenue through closing loopholes, going beyond the items that 
are in the budget. And, also, we expect we'll require trimming 
back the defense appropriations. 

MORE 
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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 we get these nego
tiations to a fruitful conclusion the economy will suffer. Let 
me be more explicit. I think if we get negotiations settled 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 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. 

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 1985, that 
the budget is a 

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 lS a budget. It is a budget that 
explains most of the things that have to be done in the coming 
year. But it doesn'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 ne.ed 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? 

MORE 
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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 Don'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 

MOR~ 
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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 downpayment to be followed up in '85 by 
additional legislation that'll continue to shrink the deficits 
in the coming 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 terms what he wants to do. What he has said 

Q -- exactly the opposite. You've said 
said want new taxes. You say that you'd want to -- you're 
to need new taxes. He says he doesn't want to cut defense 
You're saying that he's going to have to. 

you said he 
going 
spending. 

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 President has said and what the administration 
has made very clear about these negotiations is that in these 
negotiations, in the $100 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 downpayment 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 t u say what will happen after the election? 

DR. FELDSTEIN: What he said is -- what he has said is 
that he believes that he wants to start on the spending 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 see that spending has been reduced 
as much as possible, cost of government has been brought down as much 
as possible, and that still doesn't balance receipts and outlays, then 
something has to be done on the receipt 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 

MORE 
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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: I think you're wrong. What has been 
said repeatedly -- Jim Baker said it on television awhiie ago; 
Dave Stockman and Don Regan and I all said it in the general press 
briefing yesterday -- is that everything 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 saying 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 incr ease 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 across-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 they 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. FELDSTEIN: 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 there'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 year 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 rest. 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. FELDSTEIN: have been no decisions within 

Q Will you 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 interview 
specifically and yesterday -- mentioned that? 

DR. FELDSTEIN: Medicare is clearly a problem part of the 
budget. The medicare outlays do not meet medicare receipts over the 
next decade. There has been a quadrennial commission that has reported 
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 medicare program. 

But at this point, no decision 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 coming down. 

Q Do you disagree with Mr. Stockman who said yesterday 
that next year they were clearly going to have to look at entitlements: 
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 there's 
going to be a major whack taken at entitlements next year once the 
election's --

possible. 
k~0~ 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 President 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 inside 
this administration. 

Q Not at the cost of taxes or defense increases. 

DR. FELDSTEIN: 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. 

this room. 
personally. 

Q But he's also --

Q That's not 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 you 

Q I'm suggesting it's been outdated. 

Q You said that the negotiations, the deficit negotia-
tions supercede 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 thap 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 that negotiation leads tol 

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. 

MORE 
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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 downpayment 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 downpayment on the deficit is 

MORE 
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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 negotiation. 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 reducing these deficits in the future. 

Q What day 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 nex t 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 e xpect 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 irt .to my face.. 

Q Well, that you're not a player anymore. What is 
what are the messages that you are getting? I r1ean, 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 same 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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w . in-'bud6et-stockman 2-2 04:92 
'<';!.!J "RO]ERT MAC KH= ' 
' '~ ASHINGTON (UPI) Budget director David Stoc kman tol d Con gress 

. ~hursday. it is technically impossible to freeze militar y s pendin g as a 
. ,<w: y: to s. ·we mon ey and cut iefici ts .because of the major n ew weap ons 
· ·~·:s,ys-tems .now being built.< .. · . 

• ' .• •: "::<P:r-esident Reagan's 1985 bud get proposes to virtu a ll y fr e ez e 
;~:~~non.-defense domestic spending next year and increase military sp en:iing 
/'"'\~y ) 3 percent _ · or $4? :billion. < 
".• .. ~ ; · · . Sen ite Budget .Committee Chairman Pete Domenici, R- N. M., bl untl y 
::l':t·oi d.·Stoclrman durin g a hearing that Re agan's prop ose :! military i ncrease 
C ~;is'·'~'i·n .; ppropriate.'' < . 
..:~ · . . , ' .'.«e .can't a fford it and we're going to have to restrai n it an d cut 

HiVUb · c·k .on it,·" Domeni ci said.. < · 
~::>'.'. Stockma n · s a fd Re ag an is willing to consider less rn ilitar ;r spending 
~· 11.d( more t a xes to shrink huge federal deficits the budget dir e ctor 
.,.:,;~re ' Lled ·"a na tional predicament."< C; ":;Sto'ckmun s a id he hoped Congress would sett le on a military bu~ get 

· . ·~,:S;cs'mewhere · between the president's $305 billion proposal an d the ~289 
,,;::~'b fl.,lion ·projection Congress made last year for fisc a l 1985 .< 

• ~ > Asked . to react to a proposal to freeze mill tary a s we ll a s 
·~ . ~.no.n"".'defense ". spending, Stockman replied, "I don't beli e ve i t wou l d be 
·:. ~~pos'sit le .- technic ally it would not be possible." < tf ' ·'H e '. expl a ined · th a t few cuts c an be made in t he mil ita r y bu:l. p: e t now 
,·{;to ,llelp reduce the deficit because cancelin g pro1 ucti on of ma jo r weapons 

u11·1sys.te ms Con gress approved two years a go liOUl i now cos t rno r e thiln 
i"."\~C~mpleting them He cited the Bl bom ber as an examp l e , ~h er e qu i ck 
;~:prf)~~ction cuts cost.< , , 
~~ .. If we slow down the Bl, ·the unit cost will expl oie , St ock Ti a n 
·~~~said <. . · · 
:-; ;J.De rr:oc.r ·· t .s on the Sen a te 'Bud get Committee denou nc ed Reagan ' s budg et 
'~t}>i'a:pos ·a1_ , "flhtch contains no · major tax increases or speniiri g c uts a nd 

"l>.r: .ojec.t-_s 'deficits of $180 bi,llion a y~ar. A feli Republicaris ·iiscarde:i it 
,.-:di4: 'ev:eli S·tockman himself refused to endorse it 1Yholehearted1y. ( 

· ~: ~ ',''1 .·do · support .this .budget, ·but I would not pretend for a mo ment 
. ~th·<t ·: I would "recommend everthing .that'.s in ·it," Stockman safd.( 
·· .~ >.-"Sen ' . Donald Reigle, D-Mich.; told Stockm an, "It's a ba d bu dget. 

I ar~ :~s · the,~ost irresponsible spending binge lie've nai i n ou r nat ion's 
~hi 'story · < 

YYUB . 

-~ . . .·. 

.. . .. 

·: . 

· ~~.{:_<' . Sen .• · J. Ja mes Exon, D- Neb., called it ''not onl y r eckless , but 
. : · " :s .• I t'rrtnic"~' a pr esc1 i pL io1!"'fo-r-ft ·iran-cT ai:-J:-isoYt"er-;--<-~--~.-----.-·---
· ; ; .' '.··sen. . Joseph . ide n , D-D e l., ur ged his colle agues to put pa r tisan s h ip · 
.. :-.: !(i:de t() · find a solution to the deficits. < 
~~ : ~ ''I . think we're ' re ally in trouble and the futur e is s lipp i ng fr om 
, ·;our< e; r -1 sp, ' ' 1l1den said.< 
<~ :. :'Th~ administr~tion has indicated that all issu es a r e on t he ta ble 
~( .~ome~tic spending , defense spending an1 r e venue in crea ses''_ to help 
·~shTink ·the deficits, Stockman s'aid .< 
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WAS HINGTO N ( AP) - Pr es iden t R ea ~ar ' s top economic a1visDr sa id 
today that the natiorr ca.n ' t wai t anot h r year to deal with 
troublesome b ud~et deficits and that the a dministrat io n is pre pared 
to see it s new bud~et - including mil it ary s pen din g - tri mmed . 

''The bu dge t is ~ ot what we want to see h appen in 19 E5 ," ~a rtin 
Feldst e i n s1 1d i n a seri es of briefi ngs with reporters. 

But t he p ~esi dent 's ch i ef spokesman maint ained in a separat e 
session with re porters that the administration budget request is 
''realisti c . ~e thi nk i t ca n be achieved ." 

A.s ked if, as Fe l dstein seemed t o be sayin t~ • Reagan wo 11l r1 agr ee 
to defe nse spendi ng cuts, spokesman Larry Sp eakes saio , '' Th~ pnint 
is we' ve s ubmitte9 ! budg et (w ith) rea l istic fi gures, necessary 
figures, ac hie v<1ble rigures. " 

~e adde d. t hat P e a~an was " wil l ir. .; to go into neg ot i a tio ns ," 
but woul d not do a~~th i ng '' 1 t the e ~pense of the re cove r y or 
national se cur it y . . 

Aske d if Feld s tei n ·poke for th e admin is tration , Spea,es s aid , 
''You'll h&ve to m ~ K yo u ~ own ju dgmen t." 

On Capitol Hi ll, the Gep ublica n c hair:na :i of th e Senate r; ud, ~ et 

£~mmittee sai d h~ . t h oug h t th e de fe ns e spendi ng reque st 
ina ppropriate . 

In hi s meet i ~e with r eporter s , Fe ldstein, chairma tr of t he 
president Council of Fconom ic Ad visers, said: 

" We 'r e gain .;; t o ha ve to hav e additio nal t.ax reve nu.e si .,,e ' re 
~o in g to have t o tri m ba c~ on th e si ze of th e defe nse 
autho~; z~t ion; and ~e 'r e go ing t o have to have do:nes tic spe ndin ~ 
cuts. 

Pe sa i d he e xpec ted the inc~eased r e ven ues t o ~ o me t ~ r ?u~h 
clos~ns a seri e~ of what the ad ministration descr ibes as 
''loopholes' ' i n t he t a ~ code and no t f ro m an acr oss-the - ~ oa d ta~ 
hike. 

Reagan h is budget blueprint t o Co:igress on Wednes day . "h e 
spen di ng pl an , f or the fi sc al year tat st art s next Jct . 1 , 
projects a ~ eficit of ~1 8 0 , 4 billion , u nd e~ the re corl ~lP~ .4 
billion set 1r 1983 . 

Fe ld stein, wno l c te las t year drew a White ~ ou se reb uke fo r his 
wa rnings on the ec onomi c i mpact of high budget def icits, repeated 
bis co~cern ab out the effect of the red i n~ . 

''I don' t thi rk ~e c a n wait a year t o deal s e ri ous ly with th e 
deficits. I think what is very importan t is to re assure financ i al 
~arkets, busi~es s investors th a t we are going to deal with the 
deti c1t s ," he said tod ay . 

Re added t hat without c onf i den ce from the bus iness commu nity , 
"I 'think there is something to worr y abou t. I t h i nk i n te rest rates 
and the dollar wil l stay abnormally hi gh .'' 

Feldstei n ""X pres s ed op timism that t he bip~rt i san negotiat i ons on 
tbe deficit, ex pected to s t ar t nex t week , woul d come up with at 
least the $1 e 0 bi llio n savi ng s that Reagan h-s called a '' lawn 
pa;yment'' i n was hi ng away s ome of t he red i n~ . 

Re s a id th e $ 1 ~ ~ bill i on was a mi n imum goal and r eit e rated that 
all areas of gov ern me nt spe ndi ct are negot i ab l e i n the de fi cit 
discussions, in clu 6i ng the Pent ag on budget . 

''There's no quP stio n ~ e a re going int o these neg otiations with 
tbe presi d~nt and th e sec ret a r y of defense both full y aware t hat 
the only way we a r ~ g oing to ge t a compromis e is to ha vP o ~ e that 
ln~ludes reduct ons i n defense as well as hi gher ta x r e ve ~ue s and 
re~uctions i n dome st i c spend ing, " Fe l dste i n said, 

He s a i d t h~ aimtn istratio n und erstands that the 
t author1zation f0r def e ns e i n th~ new budget 

' last yea r - ''will have t o be tri mm ed a s part 
t1~.«t:1 at ions. 

5305 billion 
- up 1 8 percent 
of tbe s e 

· ·~ gow far? Mor than the presid~nt woul d like , less tha n s ome of 
the pe ople we 're ne 1< otia ting wou ld like," 

Meanwhile, Sen . Pete V. Do~en ici of Ne~ Mexico , ch a ir an of the 
Pudget Com~ittee, ssid he felt the def en se spending req ues t was 
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e calle1 ~eag a~ · s request ''inappropriate ··~ we can't afford 

1t." Not1n . t he rr esi d e~ t had go tte n 95 .4 p ercent or bis defense 
sp end in g requ ests sine taki ng offi ce , Domenici sai i , ' ' Tha t's a 
prett y go o ~ r <>c - rL " ~ 

1'1ea:; n11 ' s s p 0 nd.in5; pl ;in f or 1985 wa s bar el :r off the e,ove_r nment 
presses be or 0 ~e~ c r ~ t s ln Cong res s scored !t for failin g to do 
more to re 1ucP t ~ P g ig \ntic budget de f i cit s . 

e mocrat i ~ ~n ·s e l e a i ~ r Jim i ri gh ~ of Texas said ~ is party c oul1 
do be tt er tha q a eB ~ a n's $ 100 billion '' do~n pay ~ en t'' i n cut s . 

·· ~e ' l l ca ll yo~ ( ~ ea~an) an1 r ais e you a d we'll be prepared to 
makP so me req ll ; big ~e i uc tions in the defi c its," ~ right asserted. 

e mo cr a t ~ . M~ s~ i d . are aiming to t a r get sav i ngs of $2 0 
billio n . Much o ~ t~a t, th ough, likely would be acc o~p lished through 
propos a ls for t ~ z icc reas es 3nd cuts in th e military bud get that 
Pea11;ar opp os<?s . ' 

Re~an , a ske i i• he ~ou ld a g r ee with the Uemocrats' contention 
that up to $?"10 '.' i li on c~n be cut, sai d , " It all de pend s on what 
it ems the y h• vP . IF there are items that ar e acceptable to us, 
certainly ." · 

ThP bud~et pl an p ro je~ ts spending of $925 . 5 billio in the 
f1scal yea r t~at st ~ rts Or t. 1., whi ch vould be $1 80.4 billion more 
than t he g o v er ~ c e r t t ake s i n . 1he re d inK would stay a t about that 
level t n 1gc5 aP d \P67 bPfore droppi n~ to $1 52 billio n in 19 8 and 
Sl23 . 4 b llio r i~ 1929 . 

The def! cit : umped to a rec ord $ 1 9~ .4 billio n in 1983 . 
De s pitF administration expressions of unh 3ppiness with bi g 

deficits, budge di re ct or a v i d Stoc kman sai 1 it vas clear that 
'' b i ~ . swee p i ~ e ch 3~g r- s a re ~ 't feasi bl e or l ikely to happen'' in 
Con,ress t n an '? le ct io r year. . 

' T~Pre ' s ~ oi ng t o be some t ough bullets to bite'' to bring 
govern~en t s p<>ndin~ und e r control in th e fut ure , be s aid. 

'' 7be r e ' s no potr t to li ning up a ll these changes ~nd pr crosa ls 
i a row s o th a~ e very candid ate ru nn in g for off ice in the House 
e~d Se~ate '' Cnr ~ome cut agai rs t t h em , · s toc~ma n sa i d . 

He S! i 1 th e admi nistrat io n as s ume s a ction will be take n in 1985 
~nd 19~~ to cut s1arpl y tnto gove:nm ent spendin g . 

" It is "let O'u i nte nt t ha t deficits of t h is magnitude of $180 
bi 111 or i n l 98 ~ ho ·1 l d ct u a 11 y u n f o 1 d , " he s a id • 

Wi thout J efictt-pa rin ~ actio ns, he said, the red ink c ou l a swel l 
to more th~n ~ 2~ 0 billio t i n 19 5 anj 1966 . '' Th at's what we' re 
t r y i f', to 'lv01 i. " 

~he b1~get 1ocurnent s hows th 3t to ge t to th e deficit s pr o jected 
ove r the ne xt t hree yea s. t ~ e ad ~in istratio ~ pared ~ 1 0 6 billion 
rrcm t he spe "l din ~ l ~ vel s that ~ould that would occu r if no changes 
.,, ere tra .i,:> . 

Wi th the ele :t io n ye ~ r in f ull s wl ng , Dem oc rats are hopin g to 
mak the deficit < 4n i s s ue and remin d voters t hat Reagan ca ~paigned 
on a promise to balan -: e the budget b y 19P.3 . 

In dP ed , r ea 1 l on to the Cl$Cal pl a n was q ulck a nd shar p . 
Py ~e dnes d ay Af ternoon, th e re were t wo mo ve s - co ~ sidered 

larP,ely symboli : - in the De moc ratic-controlled ~ ou s e to introduce 
non-bi " in ~ res ol u tions ca llln~ on Rea ga n to come up with another 
bud e t plan c on t J i r i "lg ~ea sures to sign ifica nt ly cut the deficits. 

The Raagar blu epr in t wou ld l eave the military with a 14 . 5 
perce nt 1ncr 0 ase - t o ~254 . 4 bil lio n - over the estimated amount 
fo r t~is ye ~ r . 5f te r d i s coun ting for i nf l ation , the incre a se would 
be 9 . 3 percPnt, 

It calls for spen dir ~ cu ts of about $9 billi on in a variety of 
non-de fe nse dom7stic pro ~ ra m s, abou t half of wh ich would be offset 
hy gains in oth e r areas. 

A laun dry li s t of pro posals for changes in tne tat code vould 
ga rner an additional $ . e billion for the fe der al coffers in 1985, 
accordinR to the Treasu r y . , 
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.... :-~:- P.ut··:i:t ": d ,oesn't explain }low we're going to make tne ' adiitionai cuts and 
' ,. .. t <'x; ,.incr. .ea s es that are required. ' '< 

· /;>Th.e .·,aii'mini.stra·tion gave up on the idea of proposin g a realistic 
' " utget'. t.o· tongre.ss this year, kn owin g election-ye ar distractions would 

".: .• );~ ·e.v 'en't -a_ny_:.' action, he ·saiL But tho.se 1.ist.ractions will not interfe re 
•:.~wi .rh. neg.oq ; tiolis with Capitol Hill , an i.nitiative j ust tli o 1<1 eeks oli, 
. . :i:,_e·-.sugges t ed < - · <..r -:: ·. ~ne. top ~lhite House priority now 1s t~,for g e a cornprornise wit a 

~-~~·=~ -o~gres~, not to .ge t its .budget passe:i. · '1y sense is that these 
, ":negQttations (with Capit ol Hill) s upercede completely the bui get that 

· · ·: <hq ·s ,,: b~en sent up.''< 
.. , ~:t : Fe·ld'ste.in did · not stop. there, but suggested. Reaga n \ofO u l'i be willing 
K.;fq .· ~;v e up . some · increases in the def ens~ budget ani accept so rn e t ax 
;·"'=:incl'e• ses r..1tho'ugh not an across-the-board tax increase not inclu:led 

l lllf~ · - ~~e budget docurnen t . < ·_ -
~-~ : ;_: .. T}!.ere is no question that we are going . into tn~se ne gotiations 

~w~i th · the presiden\: and 1<1ith ~he secretary of -defense both fully aware 
; ~,l, th '< t '· the .on.ly .. v ay' we are going to ge t a compro mise is to have one that 
. J.j, nc~ -ucles reduct.ions in defense as 1<1ell as higher tax revenues and 

.'~ .;~:ed·_l.lc~i611? in domestic spending ,'' he said.( 
~'1:>- · , 'l'he qe got1a t _ions with Congress,, w-hich he said co!lld prod uc e results 
~l1f , as · 11tne as six veeks, ''will . involve cuttin g into the defense 
~~~r¢po~ dis of th~ aAministration, raising more tax revenue as well as 
,.: .. ~;cu t .ting .. do (Tle stic· spending · .. '' < · 
;. ' :: · -.' .If." the negotiations fall · through this year, · ''t hen I think there is 
~ ~~ 6met~ing : to worry about," he said. ''Because I think that then 
BMi.nte re:st .r ates and _ the dollar 1<11ll stay abnormally hi gh.' ' < 
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-Associated Press ~ rite r= 
. WASHINGTON { P) - President eagan's top economic adviser said 
today that th~ nation can't wait anothei year to deal with 
troublesome budget deficits and that the administration is · prepared 
lo see its new budget - including military spendin g - trimmed. • 

· ''The budget is not what we want to see happen in 1985 '' Martin 
e s e n sa n a ser es-or'"lirre'f£ngs with reporters. 

''We 're goin g to have to have additional tax revenues; we ' re . 
goin~ to have to trim back on the size of the defense · 
autho~!'atiort; and we're going to have to ha~e . domestic s~~nding 
cuts, sai d feldste i n , chairman of the president's Council of 
F.c onomic Advisers . 

Ke said he e xp ected the increased revenue~ to come through 
closing a series of wh a t the administration ~escribes as 
''loopholes' ' i n the ta x code and not from an across-ihe-board tax 
hike. 
. Reagan his b ud~et blueprint to Congress on Wednesday. The 

· spending plan, for the fiscal year that starts next Oct. 1, 
projects a deficit of $180.4 billion, under the record $195 . 4 
billion set in 1923 . • 

Feldstein, who l a te last year drew a White House rebuke for his 
warnings on the economic impact of high budget deficits, re-peated 
his concern about the effect of the red ink . 

''I do·n't think we ca n wait a year to deal ·ser.iously with the 
defi cits. 1 th~n k what is very important is to reassure financial 

.-markets .• .),~siness invest ors that we are going to deal with the . 
deficits, he sai d toiay . . . . . · · 

H-e added trat wi thout co nfidence from the business co mrryunity, · 
."I thi nk there is so met hing to worry .about. I think interest rates 
and the dolla r will ' stay abnormally high." · 
· · Feldstei , expre ssed optimi sm that t he bipartisan ne~otiations . on 
the deficit, e x ~ ected t a start next we ek, would come up with at · 
1east t he $100 bi llio n s avi ng s \hat Reagan has called a ''dovri 
paym~nt' ' in wa ~h i ,~ a~ay some cf the red in k . · .· . 

qe sai d th e $1P0 bil lio c was a minimum goa l and reiterated that 
·all areas of P,Ove rn me nt spending are negotiable i n th e deficit 
4i scussio ns, in clu iing the Pentagon ~udge t. 
· ''There ' s no ques tion we are go in g into these negotiations with 

, the . president a nd th e sec retary of . defense boih fully ' aware ' that 
the only way we are go ing to get a compro~is e is to have one that 

' includes re duc t · ons i n defense as well as higher tax reven~es and 
reductio ns in domestic spending ," Feldstein said. · · 

He sai d t he ad inistrat ion understands that the $305 bhlion 
. budget author z• tio n fo r defens e in the new budget - up 1 ~ per6ent 
tr;m l ast year - ''will have t o be tri mmed as part of these · ' · 
n .eg~patiO "lS . 

ijow far? ~o re thA n the presid ent would li ke , less than some of 
the people we ' r e ne~otia ting wo ul d lik e ." .. · 
· Rea~ ar ' s spending plan for 1985 was barel y off the g overn ment 
presses before ~ emocrats in Congres s scored it for failing to do 
mo re to re duce t ~ e 6 i ?,a nt i c budget deficits . 
. Democrati c } ~use l ea der Jim Wright of Tex as said ·his party could 

do better thar ~ e ~~a n's $100 billion ''down payment'' in cuts. 
''We 'll ca ll yo u ( ~eag a n) and raise you and w~ :11 be prepared to 

make so nie re )1 ll y bi g re ductions .in the deficits, Wright asserted. 
Democrats , h ~ s 0 id , a re aimin~ to t a rget savings of $200 . 

~illion. Muc~ of that , th ougb, _ li~ely would be accomplish~d through· 
propos a ls for t~x i ncreases and cuts i n the military budget that 
Rea an oppo ses . 

Regan , a sked if he would agr ee with the Democrats' contention 
£hat up to $200 ~ illio n can be cu t , sa idi '' It all depends On · what 

,it ems t he y have. If there are items ~hat are acceptable 'to .us , . 
certairl y ." · ' · 

The budget pl an projec ts spe ding of $925 . 5 billion in ' the 
' fisc a l yea ; tha t St 3.r t s 1 ct . 1., which would be $180 .4 bi lliot more 
t ha n t he gove r n~e1 t, t a k ~s in. Th e re d ink would stay at about that 
le~el in 19g6 and 198? efore d r opping to $1 52 billion in 1988 and 
S123 . 4 bil l i on i n 19°9 . 

"}.r.': ·. 
~~· : 

lhf 
¢):.- . 

The deficit iu~pe d to a record $195 .4 billion in 1983 . 
Despite ad~i r is t ratio n express ions of unhappiness with big 

deficits, budget direc tor David Stockman said it was clear that · 
'' big, sweeping c~anges aren't feasible or likely to hap en '' in 
. - ·-·-"- --~-.-........... .,...._._. -~t;\"""?~.-e SQ.:U°' 'Cir."'1"'' -·-~~~.m""""'-t~ns~"=!!I! 
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n1F ss 'nan eitcilon year. --'-·--.~ 
'There's going to be some tough bullets to bite'' to brin~ 

government spendi ng under control i n the fut ure, he said. 
' ''There's no ·point to li n ing up all these changes and pro posals 

in a roY so t a t e v ~ry candid a te running for office in the H use 
and Senate '' ca ~ co e out agai nst them, Stockma s ai d . 

ae said the administration assumes action will be t a ~en in 198 5 
and 1986 to cut s ~a rply into go vern w ~nt spendin g . · 

''It is not our intent that deficit s of t ~ is magn i tude of ~ 1 80 
billion in 199 shou l d ~ ctu a ll y unf old," he said. 

~ithout d efi c it-pari n~ actio r s , he sa i d , t he red i ~k could swell 
to more than 2 ~ illion i n 19S5 and 1986 . ''That's wha t we're 
tryi ng to a voi ~. '' 

The budget document s h ows th a t to get to the deficits pro jected 
over the ne xt t h ree years, the administratio n pare d ~ 1 06 billion 
from the spe nding level s that would t ha t woul d occur if no chan ges 
were made. 

With the elec t io n yea r in f u ll s wine , Democra ts are hopin g to 
~ake the deficits an issue a nd remind voters that Reagan campaigned 
on a promise to balance the budget by 1983 . 

Indeed, rea c t i on to the fiscal plan was quick and sharp. 
Py ~ednesday af ternoon, there were two moves - co nsidered 

largely symboli r: - in the Democratic-controlled House to i ntro duce· 
· non-binding resr.lutions calling on Rea gan to come up with a other 
bud~et plan containing measures to significantly cut the deficits . 

The Rea an bl ue print would leave the military wit h a 14 . 5 
percent increase - to $264 . ~ billio n - over the estimated amount 
for this year. ~f te r discounting for inflation, the increase would 
be 9.3 Percent. 

It c~lls for spendin , cuts of about $9 billion in a va r iet y of 
·non-defense dom es tic prog rams. about ha lf of which wou ld be of fset 
by·gains in other areas. 

A laundry li s t of proposals for cha nges i n the t ax c od e wo· ld 
garner an additional $ .e billion for t he fe de ral co f fers i n 1985, 

: according to the Treasury. 
AP- NY- e2- 02- 84 1124E ST ( 
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,· .. ·up 11 e cu rren u ge , ne no t t e same time, o· he acknowe.i.ged t here would. have to be reductions in spending. 
· •· Asked wh e ther t ::e hid.ge t balancing '<'ou ld de pend on he avy 

RM:~Y s·pendi n,g cuts, P p. ~ ~ responde;d : ''Well, it would have to involve . 0 : sofll thine; of th o. t '1CJt >;r P . \'e r e go in g to h3ve to come to g ri p$ with 
w some of these w'ljor ~efec t s i n the budge t system ." 

Reag a ~ai ~ th~ h~d~e t ~e pr opose d lCJst yea r - includi ng a 
¢.:i: standby tax inc~ ?ase '1e backed away from this year - would have 

~e du ce ~ th e d e f i ~it t c l e ss tha~ 2 percent of the nation ' s e~onomic 
output by 19P8 >nn 1.10·1ld h3ve pu~ ,t he g overn •.,ent ''on its way to a b ; balanc e of reve : ue 5 an C: outlays . 

But he 3dded. ·- ~ ~P unwillingness of the 8ongress to accept the 
propos a l s t hat : o ~fereJ has made it clear to me that we mus t wait 

I 0 vn til a:' ter t i is ye.:ir ' s Plecti on to enact spending reductions 
l wH:~. · ~ coupled with ta ' si:n:pli f ication that will eventually eliminate our 

hudget d.ef l. ci~." 

!• :C: Fe g3ve no details other than to say , as he has before, tha.t he 
has asked the <rr e.:i su ry !:epartment to recommend ways " to make.,o ur 

. ·. J . (~_;'. !~~J~ste;'!l_ !_a·irer, si mp ler and less of a burden on our_. n-~t~ o.n s 

. j -:~: · . Most oosP rv e~s ag r <? e with Reag_a n tha..Lthe.re wi-11 -oe little 

L< · i deficit cutti.ng !.h is ;rear , - w"ith Congr e ss unwil ling to acce.p_t new · 
.r '};..-- trtrr-s- n: ·soc-i a l pr o 6 r am ~ and th e .president unwilling to incr ea se 
. . "'.":: reve ue by Mising t -n es or to greatly scale down his plan s for .. 
· · · . more milit ary s pend i r ~ . 

Beagan made ~ is remarks i n hi s annual ~ conomic 
Co g ress, e 'l oc-1mP.'1 t with · a &enerally upbeat view 
state Of t' e U . ~. 2C 0 '10'11 :( despite the prospe c t Of 
near last ye3r ' s r eco r d $ 1 9~ .4 ~ illio n . 

Report to 
of the cu rrent 
deficits sticking 

'' Th e econrmy ' s rerforman ce in 19 ~3 W!S very g r atify ing to me," 
he s aid, citing ~ ~e~l"h y i ncrease in business activity ac co mpanied 

" -~~~ ;· hy de e in es i n ~nfl'.'!t i o ~ an 1 un emp lo ymen t. 
!Joweve r, ht= s :> ; ' . if l efici t s shoul d. 3.ctually linger a s h i gh as 

his budget esti ~at e i . ''they wo uld be a serious thre a t to our 
natiorr's e c onom i , health a nd a i1 eavy burd.en to future gen erations ." 
. !le ~said, '' We w0 u1a "' mu ch c loser to .a · bala nced budget t oday if 

·.; the tongress ha~ en3cte d all of the spending cuts that I have 
; requested si '1Ce ~ss ~m i ng office, a r d i f the long recession an d the 
• " ~~af)? -'de~;in.e 1n.. infl a tio n had not substantially reduced real tax 

e-,ienue.. -' .. ·, . 
'..Ht(~·a.ve ... ~ o .1.rilt),oatio n he accepted a!ly blame for the recession 
t ;".,ift~~~ .,-111id:way through his first y ear i n office. Nor did he 

~~.s1 , . ~;.:p~Ss.i ;i.i•'l.i ty th9t tax reven u e might have been cramped by 
·' .... ~~~~.~e~. ta x:-~ate reductions h e pushed th r ough Congr,ess in 

. . . ~~i:i ~:rt·'?: topi c for critics who blame those reductions for 
·pa?'.:t - . :·; ~?~ ~;Q\i r t';e t a,.efi cits • 
·.·,, "R ttewitJS ~.e~~r'_l_i P!' req_uests, be said that wh il e wa iti ng for his 
· ' ' l.~ 'H~ · $"fftuttonal amend!T<en ts should be approved g ivin g him 

~ • . .t~;;~!to parts of spending bills an d requiring e, balanced 

·'. ', 

. \ t ~. ~ . 
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THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

January 6, 1984 

MEMORANDUM FOR JIM BAKER 

FROM: MARTIN FELDSTEIN ~ ~ 

I 

._i ~ 

\ 
I thought you'd be interested in this letter. 

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

1700 K Street, N.W. 
Washington , D.C. 20006 
(202) 296-5860 

Robert C. Holland 
President 

The Honorable Martin S. Feldstein 
Chairman 
Council of Economic Advisers 
Old Executive Office Building 
17th & Pennsylvania Avenue, N.W. 
Washington, D.C. 20506 

Dear Marty: 

January 6, 1984 

Knowing of your own concern with the federal fiscal situation, I want 
to inform you of the developing thoughts in CED on the budget deficit outlook 
and what should be done about it. 

Our trustees have become increasingly troubled by the budget situation, 
and have established a Subcommittee of knowledgeable CED trustees, chaired by 
Don Platten, newly retired Chairman of the Chemical Bank of New York, that is 
studying the problem intensively. At the latest meeting of that Subcommittee, 
the trustees unanimously concluded that the potential damage being done to the 
future health of the economy by the current and projected budget deficits is so 
great--both through its upward pressure on real interest rates and on eventual 
renewed inflation, and also through its influence in elevating our exchange rate, 
rendering U.S. manufacturers less competitive, and deepening our trade imbalance-
that deficit reduction is a first priority. 

These trustees believe that reduction of federal deficits in the coming 
years will require major cuts in federal expenditures below the levels now 
projected for the rest of the 1980s. They have also been driven to the 
conclusion that the sum total of responsible spending cuts will not reduce the 
deficits enough, and that therefore substantial tax increases, weighted toward' 
consumption, will also be needed to accompany those spending cuts . 

CED recognizes the responsibility to be as specific as it can in identify
ing the tax and expenditure areas where it would advocate change. Our Subcommittee 
is hard at work at that task, and is committed to producing a series of proposal s 
in both the tax and spending areas no later than Apri I of 1984. The Subcommittee 
expects to present these fiscal proposals and companion recommendations in other 
areas of economic stabilization and growth policy for approval by CED's governing 
Research and Policy Committee in May. 
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At the same time, as part of this effort CED has established a special 
Committee of CED trustees and advisors to take a hard look at the entire issue 
of tax reform, clarifying the responsible options and the important economic 
tradeoffs that will need to be considered in formulating new tax reform 
legislation. That Committee will be chaired by Dean Phypers of IBM, and the 
resulting study will be authored by one of the country's leading academic 
experts on taxation, Professor David Bradford of Princeton University. That 
study, while not slated for completion until the beginning of 198~, wi I I 
hopefully be useful to policymakers and interested citizens in the shaping of 
tax policy over the balance of - this decade. 

If at any time it would be helpful for you to be brought up to date on 
CED 1 s efforts in these areas, we would be pleased to keep you informed. If at 
some stage you would like to pose questions or convey comments to us, we would 
be happy to receive them. Should a suitable occasion arise where you would wish 
to meet with Don Platten or any of our trustees to discuss our work and 
recommendations, please let me know. 

Robert C. Holland 
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January 3, 1984 

THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVIS E R S 

WASHINGTON 

MEMORANDUM FOR THE PRESIDENT 

FROM: MARTIN FELDSTEIN 

SUBJECT: Tax Cuts Since 1981 

The attached table shows how the taxes of a median income 
family have been cut since 1981. 

In 1984, the median adjusted gross income (AGI) of a 
family of four is estimated to be $31,527. If the Carter tax 
law had remained on the books, the tax on this family would 
now be $4,814. Your 25 percent cut in tax rates reduced the 
1984 tax for that family to $3,707. The other features of 
your 1981 tax law -- the universal IRAs and the improved 
treatment of two-earner families -- reduced it further to 
$3,061. 

Your tax cuts have t hus reduced the average family's tax 
by 36 percent -- from $4,814 to $3,061. This is, of course , 
more than your original proposal of three 10 percent 
reductions. Those three 10 percent reductions would have cut 
the tax from $4,814 to $3,514. So IRAs and the special t ax 
treatment of two-earner families reduced the taxes of a 
typical family by an additional 13 percent. 

For 1986 the tax cut is even greater. Under Carter law, 
the median income family would have paid taxes of $6,122 i n 
1986. Your originally proposed series of three 10 percent 
cuts would have reduced this to $4,469. But the actual tax 
law (with the 25 percent tax cut, indexing, IRAs and the 
improved treatment of two-earner families) cuts the tax by an 
additional 18 percent to $3,668. 

Attachment 

bee: Jim Baker J 



Median Income Families in 1984 and 1986 

1984 

Carter 10-10-10 Current 
Tax Law Proposal 5-10-10 Tax Law 

AGI $31,527 $31,527 $31,527 $31,527 

Tax $ 4,814 $ 3,514 $ 3,707 $ 3,061 

Tax Rates 

Average 15 percent 11 percent 12 percent 10 percent 

Marginal 32 percent 23 percent 25 percent 22 percent 

1986 

Carter 10-10-10 5-10-10 Current 
Tax Law Proposal and Indexing Tax Law 

AGI $36,449 $36,449 $36,449 $36,449 

Tax $ 6,122 $ 4,469 $ 4,465 $ 3,668 

Tax Rates 

Average 17 percent 12 percent 12 percent 10 percent 

Marginal 32 percent 23 percent 25 percent 22 percent 

January 3, 1984 


