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THE VETO: A POSITIVE RESPONSE

TO ECONOMIC EMERGENCY

Charles E. Rice
Professor of Law
Notre Dame Law School
February, 1981




... I believe it is clear our Federal Government is
overgrown and overweight. Indeed, it is time for our
government to go on a diet... . Government programs
exist at the sufferance of the American taxpayer and
are paid for with money earned by working men and women.
Any program that represents a waste of their money -

a theft from their pocketbooks - must have that waste
eliminated or the program must go, by Executive Order
where possible, by Congressional action where neces-
sary... . I will not accept the excuse that the Federal
Government has grown so big and powerful that it is
beyond the control of any President, any administration
or Congress. We are going to put an end to the notion
that the American taxpayer exists to fund the Federal
Government. The Federal Government exists to serve the
American people and to be accountable to the American
people. On January 20, we are going to reestablish
that truth.

THE 1980 ELECTION MANDATE

If the 1980 election was a mandate for anything, it was a
mandate for an end to excessive government spending and "govern-
ment regulations that work against rather than for the interests
of the people."2 During the campaign and since his inauguration,
President Reacgan has repeatedly pledged to use the full power
of the Presidency to achieve these goals. It is clear that these
issues were decisive in the outcome of the election.3

However, as the New York Times headlined its post-election
summary, "Always, Winning Washington Is Easier Than Running It."4
To achieve the promised cutbacks in spending will require not
only reductions in the amounts bt jeted Hr pa 1] ) . '
but also, at least in some cases, the elimination of entire programs
and agencies. During the campaign, the departments of Energy and
Education were mentioned as possible targets for abolition. Whether

or not the 2 depart :nt ¢ 2 eliminat 1, it is likely that the

abolition of at least some other program55 will be sought by tl




Reagan Administration and Congressional advocates of economy.

fhe economy rhetoric, however, often overlooks the diffi-
culty involved in the termination of a program. Obviously,
to abolish a program is a more drastic step than merely to re-
duce its funding. But there are other reasons why abolition is
more difficult to achieve in Congress than a reduction in fund-
ing. One is the fear that abolition will set a precedent that
will be applied precipitately to other agencies or programs.
Another and more effective deterrent is the pressure from econo-
mic or ideological interest groups that benefit from the program
threatened with abolition. In the 97th Congress, the Republicans
enjoy only a 53-47 majority in the Senate, while the House of Re-
presentatives is Democratic by a margin of 51 seats. It is true
that House Republicans and some conservative Democrats are seek-
ing to form a coalition to press for spending cuts and tax reduc-
tions.7 Nevertheless, it is far from certain that the Reagan
economic program will be translated into effective Congressional
action. This is particularly true with respect to the abolition
of entire agencies. Given the modest Republican margin in the
Senate and the precarious nature of any conservative coalition
that might be formed in the House, the needed majority votes for

abolition will be difficult or impossible to achieve in many cases.

LEGISLATIVE TERMINATION OF PROGRAMS

It is too narrow a view, however, to measure the prospects
for abolition of programs merely in terms of the attainability of
majority votes in Congress. The legislative process is broader

and includes a sianificant Presidential role. One issue that




must be faced is what is the proper role of the President in
cases where he sees the abolition of a program as clearly
required by the public good and his electoral mandate and yet
where the majority votes for abolition are not attainable in
Congress. This guestion is particularly acute in cases where
the failure of Congress to vote for abolition appears to be

a response to interest group pressures or other motivations
unrelated to the merits of the issue. The purpose of this essay
is to suggest that the solution to this problem will be found

in a constructive use of the Presidential veto. Too often, the
veto is wrongly regarded as a merely negative device, indeed as
a form of obstruction. Perhaps one good effect of the current
economick crisis will be an increased appreciation of tlI veto
as a positive power designed by the Framers to provide an oppor-
tunity for constructive leadership to deal with the sort of
emergency we face.

The Constitution provides that the President "shall from
time to time give to the Congress information of the state of
the union, and recommend to their consideration such measures
as he shall judge'necessary and expedient."8 Article I,

Section 7 of the Constitution provides for the Presidential veto:
Every bill which shall have passed the house of

representatives and the senate, shall, before it become

a law, be presented to the president of the United

¢ L 3 7¢ hn 111 ceian i+ . hnt+ i f not
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in which it shall have originated, who shall enter
the objections at large on their journal, and proceed
to reconsider it. TIf after such reconsideration two-
thirds of that house shall agree to pass the bill, it
shall be sent, together with the objections, to the
other house, by which it shall likewise be reconsid-
cred, and Lf approved by two-thirds of that house, it
shall become a law. But in all such cases the votes of







other.... . When we come to the fundamental distinctions it is
still more obvious that they must be received with a certain
latitude or our government could not go on.... . It does not
seem to need argument to show that however we may disguise it
by veiling words we do not and cannot carry out the distinction
between legislative and executive action with mathematical pre-

. . . all
cision and divide the branches into watertight compartments...

Through the system of checks and balances, each branch was
given specified extraordinary powers, extending beyond the ordi-
nary reach of its formal powers. These extraordinary powers,
such as the Presidential veto, the reguirement of Senate confirma-
tion of some Presidential appointees and others, were desighed
as checks against possible encroachments by the other branches.12
This limited overlapping of powers is essential to the constitu-
tional scheme and is not at all inconsistent with the basic se-
paration of powers. It is only where "the whole power of one
department is exercised by the same hands which possess the whole
power of another department," that, in Madison's view, "the 1 da-
mental principles of a free constitution are subverted."13 Dis-

cussing the principle of the separation of powers, the Supreme

Court in Springer v. Philippine Islandsl4 observed that, "The

existence in the various (state and federal) constitutions of
occasional provisions expressly giving to one of the departments
)’ wl by the £t lerv se uld L1 v_

scope of the authority of another department emphasizes, rather

than casts doubt upon the generally inviolate character of this

basic rule."




LEGISLATIVE POWERS OF THE PRESIDENT

The Constitution gave to the President certain specified
powers which are legislative in nature: to provide Congress with
information on the state of the Union; to recommend legislative
measures which he believes are necessary and expedient; to con-
vene or adjourn Congress under special circumstances; and to
approve legislation prior to its taking effect, unless it is
repassed by a vote of two-thirds of both Houses.lS These powers
were given to the President because of the Framers' fear of abuse
by the legislature. "In 1776 the complaint was with the Crown" and
the "doctrine of separation of powers was seen as a means of con-
trolling executive power."l6 By 1787, however, "as a reaction to
legislative excesses in the interregnum period, a true separation
of powers doctrine emerged" as a means of checking abuses of the
legislative power.l7 "The legislative department," wrote Madison,
"is everywhere extending the sphere of its activity and drawing

nl8

all power into its impetuous vortex. "We have seen," warned

the Federalist, "that the tendency of republican governments is
to an aggrandizement of the legislative at the expense of the

other departments. The appeals to the people, therefore, would

usually be made by the executive and judiciary departments."19
As one modern commentator observed,
4 1
ranch ¢ 'c
1780s that, by ¢ ars

of the Constitution of the United States. Might not

the popular branch of a national legislature, Congress

itself, also run riot? So the framers adopted the execu--

tive veto, lifting the provision from the constitution

of rassachusetts whic% contributed so largely to the na-
Cc 21

It is true that the Constitution imposed on t! President the

primary duty to execute the laws once those laws are enacted.






26 was to enable the President to prevent

legislation”
legislative encroachments upon his power. In Alexander Hamilton'
words, "[tlhe primary inducement to conferring the power in ques-
tion upon the Executive is, to enable him to defend himself."27’
"But," as Hamilton noted, "the power in question has a furtl - v 2.
It not only serves as a shield to the Executive but it furnishes
an additional security against the enaction of improper laws.

It establishes a salutary check upon the legislative body, calcu-
lated to guard the community against the effects of faction, pre-
cipitancy, or of any impulse unfriendly to the public good, which

||28

may happen to influence a majority of that body. The "second:e

purpose of the veto power, then,"is to increase the chances in
favor of the community against the passing of bad laws, through
haste, inadvertence, or design. The oftener the measure is brought
under examination, the greater the diversity in the situations of
those who are to examine it, the less must be the danger of those
errors which flow from want of due deliberation, or of those
missteps which proceed from the contagion of some common passion or
interest. It is far less probable, that culpable views of any kind
should infect all the parts of the government at the same mor nt
and in relation to the same object, than that they should by turns
govern and mislead every one of them."29
It is im =t 1t to stress this pc "1t, the the veto was in-
tended for use not only in case of "an immediate attack upon the
constitutional rights of the Executive," but also where the Presi-
dent seriously disagreed with proposed legislation on prudential
grounds, that is, "in a case in which the public good was evident-

n30

ly and palpably sacrificed... The framers believed "that there

would be greater danger of his not using his power when necessary,




than of his using it too often, or too much."3l One purpose "

indeed, of making the veto qualified rather than absolute seems
to have been to encourage its prudent exercise:

But the convention have pursued a mean in this
business, which will both facilitate the exercise of
the power vested in this respect in the executive
magistrate, and make its efficacy to depend on the
sense of a considerable part of the legislative body.
Instead of an absolute negative, it is proposed to
give the Executive the qualified negative already des-
cribed. This is a power which would be much more readily
evercicsed than the other. A man who might be afraid to
defeat a law by his single veto, might not scruple to
return it for reconsideration; subject to being finally
rejected only in the event of more than one third of
each house concurring in the sufficiency of his objec-
tions. He would be encouraged by the reflection, that
if his opposition should prevail, it would embark in it
a very respectable proportion of the legislative body,
whose influence would be united with his in support%gg
the propriety of his conduct in the public opinion.

THE HISTORICAL DEVELOPMENT OF THE VETO

From the start, it was évident that the veto was not re-
stricted to cases where the President thought a measure uncon-
stitutional. Rather its use extended to objections bases on
wisdom or expediency. Professor Edward S. Corwin summarized
the development of the veto | r in this respect:

Washington exercised the power twice, once on
constitutional grounds, once on grounds of expediency.
Neither Adam nor Jeifferson exercised it at all. Of
Madison's six vetoes four urged constitutional objec-

to the 1sure *tions nf nnlicgy,

19 the Ier 1 PAU
Constitution, the leading authority on the subiect savs:
"From Jackson's administration to the Civil War vetoes
on grounds of expedicncy became more frequent, but they

were still in a decided minority. Since the [Civil] War
constitutional arguments in a veto message have been
almost unknown." The latter statement applies moreover

[ ] : '
one or two vetoec. ., . I¢ 11
of whom had a special penchant for constitutional niceties.
The notion that revenue bills are not subject to veto was

punctured by Mr. Rooscvelt's veto of February 22, 1944,



mentioned a moment ago, although the veto in question
was overridden. The precedent thus set was clinched
by Presideng3Truman on June 16, 1947, and this time the
veto stuck.

"The first half-dozen Presidents,"” observed another commenta-
tor, "used the veto power sparingly, mainly to strike down legis-
lation they considered unconstitutional."34 However, "A change
came with the inauguration of Andrew Jackson, the first President
to have been elected by practically universal white manhood suffrage.
Thus fortified by what he considered'the mandate of the American
people, Jackson initiated the practice of the President's deliber-
ately passing independent Jjudgment on the wisdom as well as the
constitutionality of acts of Congress. His veto of the legislation
rechartering the Bank of the United States, for example, was bésed
upon his conclusion that it was bad legislation. The Whigs denounced
this as executive usurpation of the legislative power of Congre
The Jacksonians defended it as "the tribunative voice of the people
speaking again through their executive." Thus Jackson started
the trend which has converted the Presidency into a potential, when
not actual, one-man third house of the national legislature."35

Presidents Jackson and Lincoln were notable in their use
of the veto to obtain public support and to force or prevent changes
in impending legislation.36 The Post-Civil War period was one of
"Congressional supremacy," in Woodrow Wilson's phrase.37 Until
tl 1d of the nineteenth century, "Ju : about the only efi :ti-
tool chief executives could ¢ ploy was the veto. Its use increased
sharply during this period. While most vetoes were exercised

against private pension bills, some were used to defend the presi-

1t's authority fr 1 congr ssion:” encro: ment and the pre £




policy positions from congfessional attack. Haye ., for example,
negated six laws containing riders that would have restricted
his powers as commander-in-chief. Cleveland vetoed several

1138

major authorization and appropriation statutes. Woodrow

Wilson recognized the importance of the veto as the President's
major weapon. He argues that "[t]lhe President is no greater
than his prerogative of veto makes him; he is, in other wc¢ ds,

powerful rather as a branch of the legislature than as the titular

head of the Executive."39

There is no doubt that the veto is properly useable to
block legislation which the President believes to be unwise and
is not restricted to objections on constitutional grounds. In
Woodrow Wilscn's words, "no President has hesitated to use the
veto when his own judgment of the public good was seriously at
issue with that of the houses."40 As the Supreme Court noted in
1952, the lawmaking powers of the President are limited to "the
recommending of laws he thinks wise and the vetoing of laws he

w4l wpp theory," wrote Theodore Roosevelt in his auto-

thinks bad.
biography, "the Executive had nothing to do with legislation. In
practice, as things now are, the Executive is or ought to be
peculiarly representative of the people as a whole... . Therefore,
a good Executive under present conditions of American Life must
take a very active interest in getting the right kind of legisla-

The potential of the veto as a tool of presidential leader-

ship in legislative matters has been established beyond ¢ 1llenge
in recent administrations. Franklin D. Roosevelt, in Professor
Corwin's phrase "appears to have broken all recorc in thi ..eld

of endeavor as in several others... ! In contrast to Clevelar .,







.bill. The President warns Congress of an impending battle and an

avenue through which Congress can avert it. The effectiveness

of the technique is dependent upon the ability of the President

to convince Congress that he is not bluffing. When Congress

believes that the President will actually exercise the veto,

the proponents of the measure must weigh compromise against the
46

disadvantages of a public fight with the President." These

techniques, incidentally, were used effectively in both the Nixon

and Ford Administrations.

THE USE OF THE VETO TO TERMINATE AGENCIES OR PROGRAMS

It is well settled that appropriation bills are subject
to the veto power.48 It may be objected that while the veto may
properly be used on appropriation bills that initiate new programs
or expand existing ones, it ought not to be used to terminate a
program. There is, however, no basis for such a distinction. on
the contrary, there is no limit whatever as to the subject of the
bill upon which the veto may be exercised. The veto may clearly
be used even where thc subject matter is specifically committed by
the Constitution to the power of Congress. In Holtzman V.

Schlesinger,49 the Court of Appeals summarily rejected the conten-

tion that the veto power did not extend to the war making power,
1 though 1 at power vy o ’
in Congress:

While the Constitution vests the war declaring
authority in the Congress, the Founding Fathers also
conferred the veto power upon the President. (Art. I,
§ 7, cl. 2). The suggestion that the veto power is
impotent with respect to an authority vested solely
in Congress by the Constitut “>n '3 ur upported b% any
citation of authority and is hardly pcrsuasive.5




It is well establ’ "ed by historical practice that the
veto'may properly be used on bills providing for the conti i
of existing programs as well as on bills initiating new ones.51
Incidentally, the legitimacy of a veto of a bill to continue
a program, or of any other kind of veto, is not dependent upon
whether the veto of that bill was sustained or overridden. In-
deed, as Alexander Hamilton indicated, one purpose of the framers
in conferring the veto power was to encourage the President to
use it to force reconsideration of a measure by Congress. "The
oftener the measure is brought under examination... the less must
be the danger of those errors which flow from want of due delil
ation, or of those missteps which proceed from the contagion of

n>2 This purpose is fully

some common passion or interest.
attained whether Congress sustains or overrides the veto in that
particular case.
If there had ever been any doubt about the propriety of using

the veto to discontinue existing programs or agencies, it was
« nclusively settled by President Andrew Jackson's veto of the
bill to re-charter the Second Bank of the United States. The
charter of the Bank, issued in 1816, was due to expire in 1836.
In the summer of 1832, Congre¢ 5 passed a bill to re-charter the
Bank. President Jackson vetoed the bill, explaining his reasons
in one of the longest veto messages ever sent to Cbngress.53

T 0V su 1 _n ¢t )
President Jackson emphasized his disagreement with the bill on
policy as well as constitutional grounds.55 Jackson's veto
56

having been sustained, the Bank went out of business in 1836.

Jackson's veto of the Bank, one of the most notable vetoes in the







must still appropriate funds in an appropriations

127 1t ‘ore the program can operate:
Legislative proposals when enacted and become

law are referred to generally as "legislative

authority.”
Funds for carrying on the work of the Govern-

ment pursuant to "legislative authority" are provided
in general and special appropriation bills, which
usually originate in the House.

Enactment of A Law, S. Doc. No. 35, 90th Cong., lst

Sess. 5 (1967).

Moreover, under established Congressional procedures,
substantive law provisions must be placed in authori-
zation bills; they would be ruled out of order in an
appropriation bill. House of Representatives Rules,
para. 21, § 2; Jefferson's Manual and Rules of The
House of Representatives 464-65, 470-71 (1971). Thus
Congress can indicate its intent that a program shall
continue only through authorization bills." 8

As long as Congress has authorized a program and appro-
priated funds for it, the Administration is bound to follow the

Congressional intent and spend the money for that purpose.

This was made clear in recent cases involving the Presidential

impoundment of funds.6O Congress, incidentally, has since

provided that the Administration must follow specified steps,

subject to Congressional control, in order to impound funds.6l
While the Administration is bound to spend appropriated

funds according to the intent of Congress, it is conversely true

as a "General proposition of the law" that the Administration

"cannot be forced to spend any funds which have not yet been appro-

62

priated.” Moreover, a mere authorization of a program by

Congress "does not necessarily mean that a program will continue.

its authorization has expired, either indirectly by failing to
supply funds through a continuing resolution or appropriation,
or by explicitly forbidding the further use of funds for the pro-

as it did in the > ¢ the supersonic tranSport."63
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The termination of a program will okviously occur where Congre:

has explicitly forbidden further use of funds for the program.

The supersonic transport program was terminated in this manner.64
Or, a program will terminate when there is simply no law appro-
priating further funds for it. For example, the state block grant
program administered by the Law Enforcement Assistance Administra-
tion received no appropriation for Fiscal Year 1981 and, as of this
writing, it is not included in the projected budget for Fiscal

Year 1982.

If there is no money authorized and appropriated for a pro-
gram, it is clear that the program must terminate. "Authoriza-
tion bills merely provide the authority for programs. The Con-
gress must still appropriate funds in an appropriations bill be-
fore the program can be 0perated.65

This conclusion is dictated by the language of the Constitu-
tion itself, which provides that "No money shall be drawn from
the treasury, but in conseaquence of appropriations made by law...66

al some circumstances, however, in which the strict appli-
cation of this rule may be waived. For example, where there is a
multiple year authorization for a program, coupled with a practice
of Congress making late appropriations for that program, the
Administration is bound to continue that program until the appro-
pri 7 fu '3 run out.67 But the general proposition is true, that
I p: Jram ¢ 1 continue 1f there ai no .udnc >propriat o
Moreover, if an authorization is no longer in force, whether through
its expiration or the sustaining of a Presidential veto of it, a
later bill providing an appropriation for it would seem to be out

w68

of order "under established Congressional procedures. So for

a program to continue, it seems clear that there must be both an




authorization and an appropriation for it. A sustained Presi-
dential veto of either an authorization or an appropriation for he
continuance of a program would therefore have the effect of termi-
nating that program unless funds were made available from bther
sources for the program. Incidentally, since there is no item
veto, a President may feel obliged to veto a measure as a whole
although he would have approved part of it had it been presented
to him separately.69 The possibility exists, therefore, that a
President may divert func from other sources to ensure tl con-
tinuance of a program where tl appropriation for that program } 13
been part of a bill which he vetoed for other reasons. The Presi-
dent has authority for such use of funds to some extent.70 There-
fore, to terminate a program by a sustained veto, a President

must decide not only to veto it but also to refuse to divert other

funds to keep the program alive.
ENTITLEMENTS AND WIND-UP FUNDS

No matter how a program is terminated, whether by express
statutory prohibition or by a lack of further appropriations, there
may arise a question of vested rights, or entitlements, and there
may be a necessity for "wind-up" funds to close down the operation
of the program. With respect to entitlements, it is possible for

¢ e  of funds under co¢ 1m to acquire a const: 1t: 1aL.y
protected right to continued funding. This would depend on the
intent of the governing statutes and on the contractual intent
of the parties.72 For example, the plaintiff grantee claimed it
was entitled to continued funding despite the abolition by statute

of the funding requirement. i National Consumcr Information




Cent~» v. Galleqos, the court ruled that the grantee had

"always received its grants on a year to year basis and grants
made on this basis, even over a period of years, cannot creaft
more than a 'unilateral expectation' .... of continued

funding which is not entitled to constitutional protection.”

An examination of the entitlement issue is beyond the scope
of this study. The object of this study is to explore the legiti-
macy of the use of the Presidential veto as a device to termi-
nate programs. It is not intended at all to suggest here that
the termination of a program, by veto or otherwise, could interfere
with further funding to which grantees have become entitled as a
matter of constitutional right. If a program is terminated, vested
entitlements must still be honored through legal action in the
courts or separate appropriations or the use of such funds as are
available for the discretionary use of the President.72 Even
where there is no constitutionally vested entitlement, there may
be a moral right in a grantee to further funding. This study 1is
not intended to suggest that the veto should be used to terminate
any program so as to interfere with eitl! - legal or moral ent =z -
ments to further funding. Similarly, funds necessary to "wind-
up" a program must be provided despite the abolition of the pro-
gram.73 "Thus when Congress orders that a program go forth and
later changes 1ts mind, it is for the Congress in the responsible

§

. wld . . .
tion." However, the issues of entitlements and wind-up"

funds are peripheral to the main concern of this study, which is
the role of the President in effecting the actual termination of

programs.







of legal or moral right. It is, rather, to say that where the
President is convinced that the termination of a program is u:
gently required by the public good and by his electoral mandate,
and where : is convinced that Congressional support for the con-
tinuance of that program is prompted by reasons unrelated to the
ments of the program, in that case the President may properly
conclude that he has not only a right but a moral duty to veto
the continuance of that program. In-accepting the Republican
nomination Governor Reagan said, "I ask you not simply to
"trust me," but td trust your values - our values - and to hold
me responsible for living up to them.”77 It is clear that

the prudent exercise of his veto power is part of that re¢ »or i-

bility assumed by the President.
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H.R. 613 (39th Cong., lst sess.), a bill "To continue to force and
to amend an act entitled "An Act to establish a Bureau for the re-
lief of Freedmen and Refugees, and for other purposes." (See the
Vetao 1 sac on H.R. 613 at Cong. Globe, July -~ 1866, 38¢ 30)
(Veto overridden); President Eisenhower's vetc S. 31 3 (85th
Cong., 2nd Sess.), a bill "To extend for one year certain programs
established under the Domestic Tunagsten, Ashestos, Fluorspar, ¢ 1

Columbium~Tantalum Production and Purchase Act of 1956." (See
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between classes of appropriations, tre authority as to the
time of expenditures and reprogrammine Fi 1er, President ai
Congress: Power and Policy (1972), 11

When Congress terminated the supersonic aircraft program, for
instance, funds were appropriated "(flor expenses, not otherwise
provided for, necessary for the termination of development of
the civil supersonic aircraft and to refund the contractors' cost
shares, $97,300,000, to remain available until expended." Pub.
L. No. 92-18, 85 Stat. 40

Local 2677, AFGE v. Phillips, 358 F. Supp. 60, 79 (D.C., D.C.,
1973)

Home Bldg. and Loan Ass'n. v. Blaisdell, 290 U.S. 398, 426 (1934)
N. Y. Times, July 18, 1980, p. A8, Col. 1

N. Y. Tir 3, July 18, 1980, p. A8, Col. 1
















The depreciation proposal is a slightly revised version of
the Capital C¢ t 1 :overy Act of 1979, introduced by Congre¢ smen
Barber Conable (R-New York) and James Jones (D-Oklahoma). Under
the President's plan the useful life concept is scrapped and the
following categories and write-off periods would be established.

Category Write-off Periods

o Automobiles and light trucks 3 years
0 R & D capital 5 years
0 All other machinery _ 5 years
0 Public utility capital with a brevious

guideline life of under 18 years 5 years
e} Owner-occupied non-residential structures 10 years
) | Public utility capital with previous

guideline life of over 18 years 10 years
o Other non-residential structures 15 years
) Low income rental housing 15 years
0 Residential rental buildings 18 years

The 3-, 5~, and l0-year categories qualify for a super-
accelerated write-off method involving an optimal combination of
the "double declining balance" and "sum of the years digits"
methods of depreciation. The 15- and 18-year categories must use
M"straight line" methods. '

The 3-year category qualifies for a 6 percent Investment Tax
Credit (ITC) and the 5-year category qualifies for a 10 percent
ITC as does public utility capital in the 1l0-year category.

Structures in the 1l0-year category are considered to be
section 1245 property for purposes of recapture, but the 15- and
l18-year categories are considered to be section 1250 property.
This permits the latter two categories to be subject to some
capital gains taxation, as opposed to ordinary income taxation at
the point of sale.

_ The distinction between personal and business cuts is an
artificial one. Individuals own all businesses and all business
income accrues to individuals in one form or another. Thus, any
tax change that affects personal saving affects businesses and
any business tax cut will have an effect on personal well being.




The current tax code contains serious distortionary factors
which lead to efficiency losses to society. Because of its
multiple taxation of income from personal savir , the tax system
creates a bias in favor of consumption and against saving. Less
saving means less investment, which hampers economic growth.

High marginal tax rates on labor income artificially 2nalize
the work effort. Once again, this causes an efficiency loss to
soclety because the cost of working relative to leisure or non-
market activity is distorted.

All economic decisions are made at the margin. That is, a
worker makes his decision to work or not to work based on the tax
treatment of additional dollars of labor income, not on the
treatment of dollars earned in the past. 1If relative prices are
distorted, it is only through changes in marginal tax rates that
the distortions will be minimized.

what will the 30 percent across-the-board cut in marginal
rates accomplish? Since the price of labor relative to leisure
is exactly the after tax real wage rate, a cut in marginal tax
rates on labor income will increase the marginal wage rate,
thereby making work more profitable and leisure more costly.

The proposed individual cuts also indi =2ctly attack
anti-saving bias in the tax code. 1In a manner similar to the
effect on the work-leisure choice, the cuts in marginal rates
will advantageously affect the save-consume decision. For example,
the present tax rate on income from savings for a joint return of
$10,000 is 54 percent. By 1984, that will be reduced to 40
percent. Thus, for each one hundred dollars of savings incurred,
the individual will retain an additional 14 percent.

Distortions, however, will still exist. There is still a
multifold taxation of income from capital, including the taxation
of interest income, dividends, and capital gains. Since the top
marginal tax rate will be 50 percent, some of these distortions
may be sizable. ' '

A private investor in this bracket is taxed at the rate of
50 percent on new income. If he decides to invest some of his
after-tax dollars, the return on his investment will also be
taxed at the rate of 50 percent. Thus, the inherent bias against
saving and investment continues, albeit at a diminished rate.

2ae individud T cut  preo_ os J I ac :nt jan ar »od
step in the right direction. Much more, however, remains to be
done. Had the maximum tax on unearned income in the pro; sal
been dropped immediately to 50 percent and had the reductions
proceeded from there, the effects would be more positive.

Tha T)eErec1' A+ AN Prac~ran

The President's proposed depreciation system is very close
to being an ideal system. It accomplishes two things: 1) it




lowe 35 the overall marginal tax rate ¢~ income from capital, and
2) 1t removes a \ -y serious bias against investment in long-lived
assets. Further, it diminishes much of the complexity and admini-
s rative burden associated with the present depreciation system.

By allowing firms to recover their capital more quickly, tax
payments are deferred. Thus, the discounted value of these tax
payments is lessened. For the same reason that double taxation
of personal saving is distortionary, high marginal tax rates on
the income from physical capital is distortionary. The current
tax treatment poses a relative disincentive to investment in
physical capital. Only the immediate expensing of capital assets
will provide a climate in which investment decisions will be made
irrespective of the tax system -- the desired, "neutral" result.
Given political realities, the President's depriciation proposal
approximates this desired neutrality.

It is firmly established in the economic literature that
businesses are quite responsive to changes in marginal tax rates
on income from capital. As a result of the new depreciation
system we can expect new investment in productive, physical
¢ »ital. A second major efficiency gain will come from the
removal of a present-law bias against certain types of capital.

A major distortion that exists in the current tax code is
the bias towards investment in short-lived assets at the expense
of long-lived assets. By clinging to the "useful life'" concept,
present law insures that the relevant price of a long-lived asset
relative to a short-lived asset is higher than would be the case
in a non-tax world. This factor has contributed to a tax-induced
shift of resources in our economy. It cannot be claimed that all
the woes of the steel industry, for example, are to be bl ed on
this distortion, but certainly it has been a contributing faci r.

This obsession with the useful life concept stems from the
belief that depreciation for tax purposes must be matched with
actual economic depreciation or the loss of value an asset suffers
per accounting period. The traditional wisdom holds that such a
system would be neutral with respect to assets of differing
durabilities. Recent, more sophisticated analysis has shown that
in the context of developments over time, the traditional wisdom
is false and in fact discriminates against long-lived assets.

The nronnsed denreciation svetem will return the relative

in short-lived assets.

‘ Critics argue that the Reagan tax proposal, by returning so
much money to the private sector, will create a demand pull
inflation. However, inflation occurs only if the rate of growth
in the monev supply exceeds the rate of growth of goods and

2 1 . .aerefc 3, we ne 1 only w¢ :y ¢ »>ut inflation if
whatever deficit exists is funded through monetary expansion by




the Fed. As long as the Fed holds  1line and follov a rational,
steady, monetary policy, there will be no inflationary effects.

The Reagan program specifies a desire for a gradual reduction in
the money supply and credit growth rate to one-half the current
levels by 1986.

The Administration also has indicated its support for the
Federal Reserve policy of targeting money aggregates rather than
interest rates. With deficits of $54.5 billion in FY 1981 and _
$45 billion in FY 1982, critics charge interest rates will skyroc-
ket, thereby negating the beneficial effects of the tax cut.

The unprecented chanc¢ 1in the tax treatment of all forms of
savings will, however, clearly increase the supply of lc 1able
funds. Treasury Secretary Regan has estimated that as much as
two-thirds of the tax reduction will be saved. The demand for
loanable funds will also increase. It is possible that there
might be some initial pressure on the capital markets. It should
be noted that as interest rates rise, saving will become more
attractive.

As new productive capacity comes on stream, output will
expand and real interest rates will stabilize. Of course, if
government spending is successfully cut, there would not be any
initial pressure in capital markets. The best way to guard
against any short-run increases in interest rates is to be vigi-
lant on the spending side. '

UNEMPLOYMENT COMPENSATION

Unemployment compensation has been designed to replace
approximately 50 percent of a worker's former average weekly
wage. The Federal-State Extended Unemployment Act of 1970,
enacted to give additional assistance to unemployed workers
during periods of high state or national unemployment, authorizes
the extension of benefits at the regular weekly amount for an
additional 13 weeks whenever the unemployment rate among insured
workers (IUR) rises above some state or national "triggering"
level. The state trigger takes effect when the state's IUR
equals or exceeds, for a l3-week period, 120 percent of the
average rate for the corresponding period in each of the previous
two yvears and when such a rate is also at least 4 percent. A
atate also has the antion tn extend henefits 1f the state's

1s "0OIl1,” 4dild d1l sSitdles, evell Liose WLl reldilively 1ow uut:mploy—
ment rates, become eligible for the extended benefits.

Unemployment compensation often has the adverse effect of
making layoffs desirable for both employees and employers. .
C s ) R oo time 7 2 T Tt
3 ¢ / : ]
more workers during an economic downturn than he othe: |




because the tax used to finance unemployment compensation is not
always directly related to the unemployment experience of the
firm. The extended benefits program adds to these distortions
and generates even greater inefficiency.

The Reagan Administration has proposed restructuring the
extended benefits program so that it would provide relief only
those areas plagued by high unemployment. The changes suggested
are meant to achieve results analogous to tax cuts -- to restore
work incentives by making employment relatively more attractive
than unemployment. Specifically, the Administration's proposal
would: 1) eliminate the national trigger; 2) change the way the
state triggers are calculated; 3) raise the state trigger level
from 4 to 5 percent of the IUR and, at state option, to 6 percent-
of the overall unemployment rate; and 4) strictly enforce the new
rule requiring claimants to accept any reasonable job offer.
Employment will be considered acceptable if it pays at least the
minimum wage and can replace the individual's current unemployment
insurance benefits. The first two changes will become effective
July 1, 1981, while the third change would take effect only on
October 1, 1982, thereby allowing necessary changes in stat law.
The 1980 Reconciliation Act already requires that the work test
be applied to all extended benefits recipients after April 1,
1981. These modifications would save $523 million in FY 1981 and
$1.2 billion in FY 1982.

Abolishing the national trigger would reduce costly unemploy-
ment insurance benefits in states that would otherwise not qualify
for extended benefits. 1In addition, efficiency in the labor
market would be enhanced by eliminating one of the sources creat-
ing work disincentives. When the national trigger is "on,"
benefits are extended in all states, even those with relatively
low unemployment rates. Despite the considerably better job
opportunities in such states, unemployment may rise as.a result
of increased work disincentives associated with the availability
of more benefits.

The proposal would also exclude extended benefits recipie:
from the calculation of the IUR. The problem with using the II
as a measure of unemployment for triggering purposes is tl t it
creates an extended benefits program which becomes self-perpetuat-
ing. When the trigger is "on," all persons filing claims for
benefits are included in the IUR. This results in exhaustees
that narmallv wonld no lonaer he considered vart of the labor

=

excluded. Making this tundamental change would save substantiail
benefit payments in states that have already reached their trigger-
ing level. An even better approach, however, would be to use the
overall unemployment rate in calculating the trigger because it
would more accurately reflect job availability in the economy.

1g tt LIS (RN it
would ensure that only those in genuine need receive assistance.
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This, in part, is necessary to compensate for ““e changing cor )»-
sition of the labor force, which over the years has raised the
natural rate of unemployment. Finally, strengthening the work
-test can eliminate much of the waste and fraud in the program.

Although the changes proposed are all desirable from an
efficiency and equity standpoint, they do not go far enough.
extended benefits program should be eliminated entirely. The
original purpose of unemployment compensation was to provide
temporary relief. The program is not suited to correct long-term
structural problems.

TRADE ADJUSTMENT ASSISTANCE

Trade Adjustment Assistance (TAA) was introduced in 1962 to
assist work :s suffering from increased imports, which were a
direct result of government policies aimed at the liberalization
of international trade. Today, however, the Secretary of Labor
can declare workers eligible if imports have contributed signifi-
cantly to unemployment and to a decline in the sales and/or
production of the firm(s) in question. In other words, workers
no longer have to prove that they are hurt by freer trade or that
imports are the major cause of their injury. The primary purpose
of the TAA program is to help workers adjust to changed economic
conditions by easing the transition period between jobs. Assist-
ance available to workers consists of: 1) trade readjustment
all vances; 2) employment services; and/or 3) job search and
relocation allowances. TAA benefits supplement unemplovment
insurance benefits by providing 70 percent of a worker's former
average weekly wage, up to a maximum of the national average

weekly manufacturing wage. Because unemployment insurance replaces

only about 50 percent of gross earnings, TAA can be significant
to the unemployed worker. 1In addition, these benefits are avail-
able for up to a year. 1In FY 1980, outlays on the program had
grown to 1.7 billion dollars, which was more than six times as
much as in the preceding year.

The major problem with TAA is that it compounds all the
problems associated with unemployment compensation. The more
generous benefits and the lengthier entitlement period exacerbate
work disincentives. Greater benefits also discourage workers
from seeking employment in more stable industries. Since employ-
Aves movr ma sammlamandta]l tax for lavina off workers who would

I
tively generous TAA benefits will induce a worker to wait to be
rehired rather than actively search for a new job. Finally, TAA
creates inequities by discriminating in favor of a select group
of unemployed workers, those affected by imports.

Tt ST ' i 1 o T to
v 1
compensation and to limit the size of these benefits to levels no
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higher than those under unemployment insurance. An unemployed
worker will be allowed to receive benefits from TAA and unemploy-
ment insurance for up to a year. These changes will become
effective October 1, 1981, and could reduce spending by $1.15
billion in FY 1982 alone. :

The limitations proposed on the availability of TAA benefits
would improve efficiency within the program markedly. The results
of several studies seem to indicate that reducing the availability
of benefits would dramatically mitigate pernicious practices of
employees and employers alike. One such study found that TAA
recipients were much more likely to have experienced temporary
unemployment than their counterparts receiving only unemployment
insurance. Moreover, they were much less likely to have changed
their industry or occupation. It can be said that "one of the
surest ways to bring about adjustment is to provide no assistanc
and assistance that compensated for every burden would leave no
incentive to adjust."! The generous assistance payments seem to
act as a deterrent to workers from seeking employment in new
areas, thereby artificially generating too strong an attachment
to a vulnerable industry. The proposed changes are needed to
restore work incentives and to discourage misuse of the program.

Although the propc 32d changes in TAA would result in great
savings and lead to a more efficient allocation ¢ “ resources, the
program would still have some shortcomings. Even greater savings
could be realized if the eligibility requirements were made more
stringent by requiring workers not only to show that they were
displaced as a direct result of U.S. international trade liberali-
zation but that it had been the single most important cause of
their injury. To further this goal, the role of determining
eligibility should be returned to the International Trade Commis-
sion. The Department of Labor has all too often demonstrated a
bias in favor of organized labor, many of whose members are TAA
recipients. This is important because there often is only a very
tenuous link between layoffs and increased unemployment from
imports. Is greater compensation then justifiable for workers
who are laid off because their firms failed to modernize or
because workers have demanded excessive compensation and, conse-
quently, have effectively priced themselves out of the market?
Automobile workers, for example, currently receive a large amount
of supplemental benefits despite the ruling by the ITC that
imports were not a substantial cause or threat of serious injury

more than imports. Moreover, since workers produce goods and
services for local, regional, national, and international marl} ts,

1 J. D. Richardson, "Trade Adjustment Assistance Under the U.S. Trade Act
of 1974: An Analytical Examination and Worker\Survey,” National Bure 1
of Economic Research, Working Paper 556, September 1980.
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and all of these workers may be affected by unfavorable conditions,
why should import-affected workers receive preferential treatment
solely because they happen to produce for an international market?
This would be especially true if increased imports were a result
of greater competition rather than trade concessions granted by
the government. Import-affected workers, however, are sometimes
considered more deserving because their layoff is the result of
promoting a socially desirable policy, i.e., one meant to achieve
the greater benefits associated with free trade. Although this
may be true, workers in other industries often are displaced for
equally deserving causes. For example, stricter environmental
controls, more stringent safety standards, and deregulation are
just a few. Yet workers who become unemployed as a result of
these policies receive no supplements beyond 1 ‘:mployment compen-
sation.

Finally, the availability of TAA after 26 weeks of unemploy-
ment compensation renders it more like an extended benefits
program. These payments should be reduced drastically, while
expanding the availability of the adjustment services.

SPENDING CUTS

The tax proposal, unemployment insurance, and trade adjust-
ment assistance programs are designed to increase incentives to
work and invest. To free the resources for the private sector
expansion, the Administration proposes $41.4 billion in on-budget
spending reductions, another $5.7 billion in off-budget cuts, and
$2.0 billion in users charges. While these cuts are significant,
staggering to some, there is considerable potential for even
greater reductions. Following the Administration's breakdown,
the remainder of this paper will examine the President's proposal
and suggest some additional reductions.

Revise Entitlements to Eliminate Unintended Renefits

The major cuts within this section are reform of the food
stamp program (expected to save $1.8 billion in FY 1982), elimina-
tion of both the social security minimum payment ($1.0 billion)
and the adult student payment ($700 million), and the establish-
ment of a cap on federal Medicaid payments to the states ($1
billion). The Administration also proposes to limit cost of
living adjustments for the civil service retirement system to
~once a "rear ($510 million).

on o ac L¢ Lo _ 3 S Yol¢ by I 3¢ wh: 1

- could provide substantial savings include limiting veterans'
compensation payments to veterans and survivors whose disabili-
ties are traceable either to combat or job-performance, eliminat-
ing all pensions for veterans and survivors which are not "service-
connected" and dismantling the VA health care system.? Many of

2

See Cotton M. Lindsay, 'Veterans' Benefits and Services," in Eugene J.

McAllister, ed., Agenda for Progress: Examining Federal Spending (Wa. 3=
ton, D.C.: The Heritage Foundation, 1981), p. 286.
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F luced Ov 21 onl_ . Cuts

To attain greater personnel and management efficiency, the
Administration has proposed a number of cost savings measures.
In defense, these include the increased use of contracting ser-
vices, multi-year procurement, and annual cost of living adjust-
ments for federal retiree . Also expected to offer substantial
savings are the ceiling on federal civilian employment, and
overhaul of the federal pay comparability standard.

Another defense efficiency measure would be to increase the
term of first enlistment and curtail re-enlistments.? By reducing
accessions, the training costs could be reduced. In addition,
less retention of first-term enlistees would reduce the retire-
ment liability.

CONCLUSION

The Reagan program embodies the changes in economic perspec-
tive, tax policy, and federal spending necess -y to bring about a
more efficient and productive economy. There are two caveats,
however. The first is that regardless of how Congress alters the
plan or how it fares in the short run, the Administration should
continue to pursue the current course. The reason is not only
that the program is sound, but that consistency is essential to
altering expectations.

The second warning is that should Congress fear the tax cut
to be too large, it should cut spending even more deeply than the
Reagan propcsals, rather than drastically alter the tax proposal.
It is critical that the marginal tax rate cuts and the accelerated
depreciation schedule remain intact.

Peter G. Germanis
‘Policy Analyst/Economics

~Eugene J. McAllister
* Walker Fellow in Economics

David G. Raboy
Institute for Research on the
Economics of Taxation

4 See William Schneider, Jr., "Defense," in McAllister, ~~. cit., p. 1.
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CC ’LUSION

The Reagan program embodies the changes in economic perspec-
tive, tax policy, and federal spending necessary to bring about a
more efficient and productive economy. There are two caveats,
however. The first is that regardless of how Congress alters the
plan or how it fares in the short run, the Administration should
continue to pursue the current course. The reason is not only
that the program is sound, but that consis- acy is essential to
altering expectations.

The second warning is that should Congress fear the tax cut
to be too large, it should cut spending even more deeply than the
Reagan proposals, rather than drastically alter the tax proposal.
It is critical that the marginal tax rate cuts and the accelerated
depreciation schedule remain intact.

Peter G. Germanis
Policy Analyst/Economics

Eugene J. McAllister
Walker Fellow in Economics

David G. Raboy
Institute for Research on the
Economics of Taxation

4 See William Schr .der, Jr., "I Iense," in McAllister, op. ~it., p. 1.
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T FOR - E PRESIDENT' 'ONOMIC PACKAGFE

"BUSINESS" REPORT

To date, the Office of Public Liaison has conducted the
bllowing list of briefings/meetinas with members of the business
community in support of the Pre¢ (dent's economic package:

a. Two Presidential outreach meetings.

b. Nineteen White >use briefings for coalitions.

c. Forty follow-up meetings with (a) and (b) groups.

d. Three OEOB 450 trade association and corporate maxi-
briefings.

c. Twelve speaking engagements.

The key active coalitions ar providing unprecedented support
for the President's economic package. There are currently 292
coporations which are active members of the Budget Control Coalition.
This compares with the following levels of some earlier, iccessful
efforts:

a. 109 involved in the defeat of the Consumer Protection
Agency.

b. 143 rallied to assist in the defeat of Labor Law Reform.

c. 137 backed the defeat of common situs picketing.

Like the effort by the conservatives, there appears little doubt
that the business community lobbying will totally dwarf any earlier
effort. The package contains several key items that the business
community has been championing for a long time, most notably an
accelerated depreciation schedule.

These coalitions, which have grown "light years" in sophistication
over the past five years, are equipped with virtually limitless re-
sources. This resources, as follows, can be brought into play when
the business community is involved in issues that strike at the heart
of the profitability:

a. Direct lobbying by paid Washington lobky nersonnel
and other staff.

b. Personal CEO visits to M/C, supported by office visits
of officers of these corporations; ie a day in

Washington.
C. Ta_qk fForcea nf natinnwide amnvearnmant +al ::+-1'r)ns Dgrgnnnel
d. Phe ) s PAC's,
e. Use of association and company magazines, with the

Chamber alone able to deliver a 2.1 circulation

f. Messages to stockholders, especially those contained
in the mailing of guarterly dividend checks. (Note:
four of these are already underway.)



g. Letter-writing campaigns supported and influenced
within company naployee organizations.

h. Video-tape and live lectures to hoth employee organizations
and the community.

While the actual number of groups involved would be too long
list, several key coalitions are spear-heading the effort. For in-
formation, these are as follows:

a. Budget Control Working Group (292 corporations).
b. U.S. Chamber of Commerce.

C. Business Roundtable

d. National Association of Manufacturers.

e. National Federation of Independent Businesses.,.

These groups have a self-interest in being involved, however
they need a hich level of involvement in order to justify the level
of expense necessary to provide support of this order of magnituv .
Your help and assistance is needed on a continuing basis in order
to sustain this massive effort.



0
Bl
)

UNDISTRILBULIED OFESEITING RECHIDPTS

70 bLbitlions of dollacyg)

-
Dresident Reagon's bawbgetooooaon oo oo, ~32.05 -34.4%  -s4.85  =-37.490  =37.40
,;:L(’
LO coOnomic assamni ian: ~2.10 -2.10 ~1.85 =4 .85 =7.50 -7 0h0
Giiher TeestLlmalon oo e e s el s e e -0.05 —-{3.05 -0.30 ~{ .30 -0, 60 ~0.650
Dyces bl e —-34020 0 =34.020 0 -40.00 0 400000 ~45.50 0 —=ah 050
RRTPRS PR e ~31.860 0 34000 400200 200700 —dbhLion =45, 60
S -34.20
ot BN e ~ Vo Tt Lo 1 E HE A T .- - < - : - T IR L ST o8 gy .
P Doy unatilayne e o doupnlo-covnted adminpistratbive sivings and unreaibistio polioey sSavings.
T ~0.40 =0, -1 —-). 20 0. 20 -G.i0 —~0. LG

GBS LS savings U

srongh the rescolution of sudic Dindings by the voarious
. .

Lo le ol sbs Lhat cannoe yel Do ass)gned

Lo lion reproascehbs reced

A (340 it R

i
hilg cut Ts ok reciistio.







Congress creates
deficit budget.

1 r1arded behavior for The Bureaucratic
overspending is thusly Spin-off takes
repeated next year. effect. (See attached.)

Majority party candidates Mo ¢
have the odds in their re "aflation

is geucrated.
favor for returning to Beus
Congress the next term.

Higher r 1es &
generate rough
More votes are thus the progressive
attracted to the income tax structi @
majority party
candidatesg.
The redistribution of Szngzzzzt::b::te
wealth is to voting the increased
blocs whose interests revenues to more
thusly become tied to l , and int -est
P

BCD 4/17, .






CONGRESSMAN JACK FIELDS' WEEKLY COLUMN: 21

THURSDAY, JULY 2, 1981

FOR RELEASE: WEEK OF MONDAY, JULY 6, 1981

CONTACT: BRYAN WIRWICZ, 202-225-4901 (O)
202-547-6684 (H)

SECOND ROUND OF TOWN MEETINGS INDICATES PEOPLE SUPPORT REAGAN PROPOSALS

One of the most frustrating things about Washington D.C. is the feeling
there that elected officials know better than the people do what the people
need and want. The town meetings I've been holding these past several weeks
and those I held earlier this year have given me excellent opportunities to
talk with hundreds of people from all across the district about a variety of
problems and issues the Congress will be voting on later this year.

Despite shifting public opinion on other issues, support for the Reagan
Economic Recovery Program remains overwhelming. The people just haven't
bought the propaganda that many organizations are spreading that the poor,
the‘handicapped and the elderly will he hurt by the president's program.

The people I've talked with have told me that if their taxes are cut,
they'll put those dollars in savings accounts or other money-making ventures.
That runs contrary to the "experts," who say everyone whose taxes are cut will
run out and spend every last cent at shopping malls. That additional saving
means Jjobs for carpenters, bricklayers and others in the housing construction
industry -- an industry that has been hurt simply because there isn't enough
money in banks and savings and loans for home construction or mortgage loans.

The people I've talked with have told me that they want government spending
cut, so that they can spend more of their paychecks themselves -~ rather than
sending so much of their checks to Washington in taxes. In a loud and almost
unanimous voice, my constituents tell me they want to see Austin and even Houston
assume many of the pow 5 ...3 responsibilities Washington has poss sed. The
people feel closer to their state and city governments than to Washington --
and it's time we put the power back with the people.

i . sa . S . i - na
this round of town meetings. Those were the same two issues that daminated my
first series of town meetings. That tells me something. It tells me the people

in this area support our president's econamic recovery program, just like I do.
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These deficits have been piling up every year and some
people here in ' .shington just throw up their hands in despair.
Maybe you'll remember that we were told in the spring of 1980 that
the 1981 budget, the one we have now, would be balanced. Well, that
budget, like so many in the past, hemorrhaged badly 14 v and up in
a sea of red in
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I have pledged that we shall not stand idly by and sce
that same thing happen again. When I prescnted our cconomic recovery
program to Congress, I said we were aiming to cut the deficit steadily
to reach a balance by 1984.

The budget bill that I signed this summer cut $35 billion
from the 1982 budget and slowed the growth of spending by $130 billion
over the next three years. We cut the government's rate of gr th
nearly in half.

Now we must move on to a second round of budget sav -—
to keep us on the road to a balanced budget.

Our immediate challenge is to hold down the deficit in
the fiscal year that begins next week. A number of threats are now
appearing that will drive the deficit upward if we fail to act. For
example, in the euphoria just after our budget bill was approved this
summer, we didn't point out immediately as we should that while we
did get most of what we'd asked for, most isn't all. Some of the
savings in our proposal were not approved; and since then, the Congress
has taken actions that could add even more to the cost of government.

The result is that without further reductions, our deficit
for 1982 will be increased by some $16 billion. The estimated deficit
for '83 will be increased proportionately. And without further
cuts, we can't achieve our goal of a balanced budget by 1984.

Now, it would be easy to sit back and say, "Well, it
will take longer than we thought. We got most of what we proposed,
so let's stop there." But that's not good cnough.

In meeting to discuss this problem a few days ago,

. Senator Pete Domenici of New Mexico, Chairman of the Senate Budget
Committec, recalled the words of that great heavy-weight champion and
great American Joe Louls just before he stepped into the ring against
Billy Conn. There had been some speculation that Billy might be
able to avoid Joe's 1lethal right hand. Joe said, "Well, he can run
but he can't hide."

Senator Domenici said to me, "That's just what we're
facing on runaway federal spending. We can try to run from it bhut
we can't hide. We have to face up to it."

He's right, of course. 1In the last few decades we started
wn a road that led to a massive explosion in federal spending. It
>ok about 170 years for the federal budget to reach $100 billion. That
as in 1962. It only took 8 years to reach the $200 billion mark and only
ive more to make it $300 billion. And in the next five we nearly
oubled that.

It would be one thing if we'd been able to pay for all
the t! "1g9s government decided to do, but we've only balanced the budget
once in the last 20 years.

In just the past decade, our national debt has more than
doubled. And in the next few days it will pass the trillion dollar
mark. One trillion dollars of debt -- if we as a nation needed a warning,
let that be it.
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Our interest payments on the debt alone are now running
more than $96 billion a year. That's more than the total combined
profits last year of the 500 biggest companies in the country; or to put
it another way, Washington spends more on interest th 1 on all of its
education, nutrition and medical programs combined.

In the past, there have been several methods used to fund
some of our social experiments. One was to take it away from national
defense. From being the strongest nation on earth in the post World
War II years, we've steadily declined, while the Soviet Union engaged
in the most massive military buildup the world has ever seen.

Now, with all our economic problems, we're forced to try
to catch up so that we can preserve the peace. Government's first
r¢ oonsibility is national security and we're determined to meet
that resvonsibility. Indeed, we have no choice.

Well, what all of this is leading up to is -- what do we
plan to do? Last week I met with the Cabinet to take up this matter.
I'm proud to say there was no hand-wringing, no pleading to avoid furthe
budget cuts. We all agreed that the "tax and tax, spend and spend,"
policies of the last few decades lead only to economic disaster. Our
government must return to the tradition of living within our means
and must do it now. We asked ourselves two questions -- and answered
them: "If not us -- who? If not now -- when?"

Let me talk with you now about the ¢ ecific w rs that I
believe we ought to achieve additional savings =-- savings or some $16
billion in 1982 and a total of $80 billion when : read over the next
three years. I recognize that many in Congress may have other alternati
~nd I welcome a dialogue with them. But let there be no mistake: We ha
no choice but to continue down the road toward a balanced budget -- a
budget that will keep us strong at home and secure overseas. And let
me be clear that this cannot be the last round of cuts. Holding down
snending must be a continuing battle for several =ars to come.

Here is what I propose. First, I'm asking Congress to
reduce the 1982 appropriation for most government agencies and programs
by 12 percent. This will save $17.5 billion over the next several years
Absorbing these reductions will not be easy, but duplication, excess,
waste and overhead is still far too great and can be trimmed further.

No one in the meeting asked to be exempt from belt-tighteni:
ver the next three years, the increase we had or jginally planned in
defense budget will be cut by $13 billion. I'll confess, I was reluctan
about this because of the long way we have to go before the dangerous
window of vulnerability confronting us will be appreciably narrowed.
But the Secretary of Defense assured me that he ¢ a meet our critical
needs in spite of this cut.
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Second, to achieve further economies, we'll shrink the

size of the non-defense payroll over the next three years by some
6-1/2 percent, some 75,000 employees. Much of this will be attained
by not replacing those who retire or leave. There will, however,
be some reductions in force simply because we're reducing our
administrative overhead. I intend to set the example here by
reducing the size of the White House staff and the staff of the
Executive Office of the President.

As a third step, we propose to dismantle two Cabinet
departments, Energy and Education. Both secretaries are wholly
in accord with this. Some of the activities in both of these
departments will, of course, be continued either independently
or in other areas of government. There's only one way to shrink
the size and cost of big government and that is by eliminating
agencies that are not needed and are getting in the way of a
solution. Now, we don't need an Energy Department to solve our
basic energy problem. As long as we let the forces of the marketplace
work without undue interference, the ingenuity of consumers, business,
producers and inventors will do that for us.

Similarly, education is the principle responsibility
of local school systems, teachers, parents, citizen boards and state
governments. By eliminating the Department of Education less than
two years after it was created, we cannot only reduce the budget,
but ensure that local needs and preferences rather than the wishes
of Washington determine the education of our children. We also
plan the elimination of a few smaller agencies and a number of
boards and commissions, some of which have fallen into disuse or
which are now being duplicated.

Fourth, we intend to make reductions of some $20
billion in federal loan guarantees. These guarantees are not
funds that the government spends directly. They're funds that are
loaned in the private market and insured by government at subsidized
rates. Federal loan guarantees have become a form of back door,
uncontrolled borrowing that prevent many small businesses that aren't
subsidized from obtaining financing of their own. They are also
a major factor in driving up interest rates. It's time we brought
this practice under control.

Fifth, I intend to forward to Congress this fall a new
package of entitlement and welfare reform measures, outside Social
Security, to save nearly $27 billion over the next three years.

In the past two decades we've created hundreds of new programs
to provide personal assistance. Many of these programs may have
come from a good heart but not all have come from a clear head.
And the costs have been staggering.

In 1955 these programs cost $8 billion. By 1965 the
cost was $79 billion. Next year it will be $188 billion. Let there
be no confusion on this score. Benefits for the needy will be
protected, but the black market in food stamps must be stopped,
the abuse and fraud bv beneficiaries and providers alike cannot

' L - L 1
the affluent can no longer be afforded.
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In Califcrnia when I was Governor and embarked upon
welfare reform, there were screams from those who claimed that we
intended to victimize the needy. But in a little over three years
we saved the taxpayer some $2 billion at the same time we were able
to increase the grants for the deserving and truly :edy by an average
of more than 40 percent. It was the first cost of living increase
they'd received in 13 years. I believe progress can also be made at the
national level. ’ ’

We can be compassionate about human needs without
being complacent about budget extravagance.

Sixth, I will soon urge Congress to enact new proposals
to eliminate abuses and obsolete incentives in the tax code. The
Treasury Department believes that the deficit can be reduced by
$3.0 billion next year and $22 billion over the next three years with
prompt enactment of these measures.

Now that we've provided the greatest incentives for
saving, investment, work and productivity ever proposed, we must
also ensure that taxes due the government are collected and that
a fair share of the burden is borne by all.

Finally, I am renewing my plea to Congress to approve
my proposals for user fees -- proposals first suggested last spring,
but which have been neglected since.

When the federal government provic s a service directly
to a particular industry or to a group of citizens, I believe that those
who receive benefits should bear the cost. For example, this next
year the federal government will spend $525 million to maintain river
harbors, channels, locks, and dams for the barge and maritime industries.
Yacht owners, commercial vessels and the airlines will receive
services worth $2.8 billion from Uncle Sam.

My spring budget proposals include legislation that
would authorize the federal government to recov r a total of $980
million from the users of these services throut fees. Now, that's
only a third of the $3.3 billion it will cost { e government to provide
those same services.

None of these steps will be easy. We're going throug a
period of difficult and painful readjustment. I know that we're asking
for sacrifices from virtually all of you. But there is no alternative.
Some of those who oppose this plan have partic: ated over the years
in the extravagance that has brought us inflat: n, iemployment,
high interest rates and an intolerable debt. I grant they were well
intentioned but their costly reforms didn't el: inate overty or
raise welfare recipients from dependence to self-sufficiency, independence
and dignity. Yet in their objections to what v 've proposed they
offer only what we know has been tried before and failed.

I believe we've chosen a path that leads to an America
at work, to fiscal sanity, to lower taxes and ! ss inflation. T believe
our plan for recovery is sound and it will work.

Tonight I'm asking all of you who joined in this crusade
to save our economy to help again. To let your representatives know
that you'll support them in 1king the hard decisions to further
reduce the cost and size of government.
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Now, if you'll permit me, I'd like to turn to another
subject which I know has many of you very concerned and even frightened.
This is an issue apart from the economic reform package that we've just
been discussing, but I feel I must clear the air. There has been a
great deal of misinformation and for that matter pure demagoguery on
the subject of Social Security.

During the campaign I called attention to the fact that
Social Security had both a short and a long range fiscal problem. I
pledged my best to restore it to fiscal responsibility without in any
way reducing or eliminating existing benefits for those now dependent
on it.

To all of you listening and particularly those of you now
receiving Social Security, I ask you to listen very carefully: First
to what threatens the integrity of Social Security and then to a
possible solution.

Some thirty years ago, there were 16 people working and
paying the Social Security payroll tax for every one retiree. Today
that ratio has changed to only 3.2 workers paying in for each beneficiary.

For many years we've known that an actuarial imbalance
existed and that ihe program faced an unfunded liability of several
trillion dollars.

Now, the short range problem is much closer than that. The
Social Security retirement fund has been paying out billions of dollars
more each year than it takes in and it could run out of money before
the end of 1982 unless something is done.

Some of our critics claim new figures reveal a cushion
of several billions of dollars which will carry the program beyond 1982.
I'm sure it's only a coincidence that 1982 is an election year.

The cushion they speak of is borrowing from the Medicare
fund and the disability fund. Of course doing this would only postpone
the day of reckoning. Alice Rivlin of the Congressional Budget Office
told a congressional committee the day before yesterday that such borrowing
might carry us to 1990, but then we'd face the same problem. And as
she put 1it, we'd have to cut benefits or raise the payroll tax. Well,
we're not going to cut benefits and the payroll tax is already being
raised.

In 1977, Congress passed the largest tax increase in our
history. It called for a payroll tax increase in January of 1982, another
985, and again in 1986 and in 1990.

When that law was passed we were told it made Social
Security safe until the year 2030. But we're running out of money
48 years short of 2030.

For the nation's work force, the Social Security tax is
already the biggest tax they pay. In 1935 we were told the tax would
1 .
presently 13.3% of the first $29,700 and the scheduled increases will
take it to 15.3% of the first $60,600. And that's when Mrs. Rivlin
says we would need an additional increase.
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Some have suggested reducing benefits. Others propose
an income tax on benefits, or that the retirement age should be
moved back to age 68 and there are some who would simply fund
Social Security out of general tax funds as welfare is funded.

I believe there are better solutions. I am as ing he Congress

to restore the minimum benefit for current beneficiaries with

low incomes. It was never our intention to take this support away
from those who truly need it.

There is, however, a sizeable percentage of recipients
who are adequately provided for by pensions or othe income and
should not be added to the financial burden of Social Security.

The same situation prevails with regard to disability
payments. No one will deny our obligation to those with legitimate
claims. But there's widespread abuse of the syste¢e which should not
be allowed to continue.

Since 1962, early retirement has been allowed at age
62 with 80 percent of full benefits. In our proposal we ask that
early retirees in the future receive 55 percent of the total
benefit, but, and this is most important, those early retirees would
only have to work an additional 20 months to be eligible for the
80 percent payment. I don't believe very many of you were aware of
that part of our proposal.

The only change we proposed for t »se already receiving
Social Security had to do with the annual cost of living adjustment.
Now, those adjustments are made on July lst each year, a hangover
from the days when the fiscal year began in July. We proposed a
one~-time delay in making that adjustment, post »ning it for three
months until October lst. From then on it would continue to be
made every 12 months. That one time delay would not lower your
existing benefits but would, on the average, r luce your increase
by about $36 one time next year.

By making these few changes, we w 11ld have solved the
short and long range problems of Social Security funding once and
for all. In addition, we could have cancelled the increases in the
payroll tax by 1985. To a young person just starting in the work
force, the savings from cancelling those increases would, on the
average, amount to $33,000 by the time he or s : 1 ach retirement,
and compound interest, add that, and it makes tiny nest egg to
add to the Social Security benefits.

However, let me point out, our feet we e never imbedded
in concrete on this proposal. We hoped it could be a starting point
for a bipartisan solution to the problem. We »:re ready to listen
to alternatives and other ideas which might improve on or replace
our proposals. But, the majority leadership i the House of
Representatives has refused to join in any such cooperative effort.



I therefore am asking, as I said, for restoration of the
minimum benefit and for interfund borrowing as a temporary measure
to give us time to seek a permanent solution. To remove Social
Security once and for all from politics I am also asking Speaker
Tip O 2111 of the House of Representatives and Majority Leader in
the Senate Howard Baker to each appoint five members and I will
appoint five to a task force which will review all the options and
come up with a plan that assures the fiscal integrity of Social
Security and that Social Security recipients will continue to
receive their full benefits.

I cannot and will not stand by and see financial
hardship imposed on the more than 36 million senior citizens who
have worked and served this nation throughout their lives. They
deserve better from us.

Well now, in conclusion, let me return to the principal
purpose of this message, the budget and the imperative need for all
of us to ask less of government, to help to return to spending no more
than we take in, to end the deficits and bring down interest rates
that otherwise can destroy what we've been building here for two
centuries.

I know that we're asking for economies in many areas
and programs that were started with the best of intentions and the
dedication to a worthwhile cause or purpose, but I know also that
some of those programs have not succeeded in their purpose. Others
have proven too costly, benefiting those who administer them rather
than those who were the intended beneficiaries. This doesn't mean
we should discontinue trying to help where help is needed. Government
must continue to do its share. But I ask all of you, as private
citizens, to join this effort too. As a people we have a proud
tradition of generosity.

More than a century ago a Frenchman came to America and
later wrote a book for his countrymen telling them what he had seen
here. He told them that in America when a citizen saw a problem that
needed solving he would cross the street and talk to a neighbor
about i1t and the first thing you know a committee would be formed
and before long the problem would be solved. And then he added,

"You may not believe this, but not a single bureaucrat would ever have
been involved."

Some years ago, when we were a young nation and our pcople
began visiting the lands of their forefathers,'these Americans tourists
then were rather brash, unsophisticated by European standards, but
blessed with a spirit of independence and pride. One such tourist,
an elderly, small-town gentleman, and his wife, were there in Europe
listening to a tour guide go on about the wonders of the volcano,

Mt. Aetna. He spoke of the great heat that it generated, the power,
the boiling lava, et cetera.

Finally, the old boy had had enough of it, turned to nis
wife, and he said, "We've got a volunteer fire department at home

tl I G ' 1 75 mir ." VvV 77, he was t-1  :al of
those Americans who helped build a neighbor arn wt 1 1t burned
down. They built the West without an area redevelopment plan, and
cities across the land without federal planning. I believe the

spirit of voluntarism still lives in America. We see examples of it

on every hand, the community charity drive, support of hospitals

and all manner of non-profit institutions, the rallying around whenever
disas er or tragedy strikes.
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The truth is we've let government take away marv things
we once considered were really ours to do voluntarily out o: the
goodness of our he ‘'ts and a sense of community pride and neighborliness.
I believe many of you want to do those things again, want to be involved

if only someone will ask you or offer the opportunity. 211, we intend
to make that offer.

We're launching a nationwide effort to encourage our
citizens to join with us in finding where need exi ts and then to
ganize volunteer programs to meet that need. We've already set the
wheels of such a volunteer effort in motion.

As Tom Paine said 200 years ago, "We ave it within our
power to begin the world over again.”

What are we waiting for?

God bless you, and good night.

END 9:26 P.M. EDT














