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Poverty Bill Clears
First Hurdle, 19-12

President Johnson has won the first skirmish in the
war on poverty. His anti-poverty program cleared the
House Education and Labor Committee last week on
a strict 19-12 party-line vote. Nineteen committee
Democrats voted for the bill, 12 Republicans voted
against. Next stop: the House Rules Committee which
1 st give the go sign on the bill for floor action.

As reported by the Education and Labor Committee,
the bill authorizes funds for only one year, $962.5 mil-
lion. Added in committee were two programs not pro-
posed in the original administration bill. One would
provide federal money for adult basic education classes.
The other is aimed at aiding migrant farm workers by
providing housing, sanitation, educational and child
care assistance,

Stress on education and training in skills for young
people is the hallmark of the program.

Some $412.5 million would be channeled into three
youth opportunities programs:

* A 40,000-member Job Corps for needy boys and
girls age 16-21, who would be enrolled in conservation
camps or rural and urban residential training centers.
They would be provided basic education and job
training,

» Work-training for another 200,000 young people
which would permit them to earn while continuing or
resuming their education.

» Work-study programs to provide part-time jobs
for still another 140,000 college students who other-
wise could not pursue their college training.

Another $430 million is earmarked for helping com-

munities to improve educational, job training, health
and housing opportunities for low-income families.

The Johnson program, if finally approved, v ™ be a
beginning in the attack on poverty which afflicts some
35 million Americans, one-fiftth of our population.
Living at the poverty level income of $3,000 a year and
under are 9.3 million of the 47 million families in the
country. ,

Of these, five million families live in cities; 4.3 mil-
lion live in the south; six million have a family head
with less than ninth grade education; two million are
non-white; 2.3 million have a woman as | 1 of the
family; 3.2 million have a family head 65 years old
or older.

The problem is national in scope, affecting all major
urban areas, and countless rural areas. It even <trikes
in Westchester County, N. Y., one of the riches. __un-
ties in the nation. Commuter-land, Westchester records
an average family income of $11,695. Yet, one of 12
families in the county lives in abject poverty.
I S !

House Public Works Hears
Special Appalachia Plans

The anti-poverty bill reported favorably by the
House Education and Labor Committee should not be
confused with the special legislation aimed at lifting
the hard-hit Appalachia region up from poverty. The
region stretches from Pittsburgh, Pa., in a 10-state
area south to parts of Alabama and Georgia.

The Appalachia proposal now is subject of .hearings
before the House Public Works Committee.

While nationally one of five families lives at or below
the $3,000 a year poverty-level income, in Appalachia
the figure is one of three. Per capita income there is
$1,400 against the national per capita income of $1,900.
Employment dropped 1.5 percent in Appalachia in the
1950-60 decade while it was rising 15 percent nationalily,
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A critical feature of our approach to economic policy-making is that it is oriented
to the long run. Thus, we are highly skeptical of "fine tuning," whether of the
fiscal or the monetary variety, which assumes extraordinary forecasting ability and
a degree of expertise that only the ignorant or the overly-educated presume to
possess.

Reducing the Burden of Government

Another fundamental theme of our program is the compelling need to reduce the burden
of government on the private sector of the economy. That reduction must involve all
of the many dimensions of government intervention -- expenditures, taxes, credit al-
location, and regulation. That, in turn, will enable the United States to reempha-
size, once again, the private sector as the primary engine of economic growth and
progress.

This attitude toward government finds its most apparent expression in the Presi-
dent's four-part program for economic recovery. Each of those four elements is
based on a view that less, not more, government is the preferred approach to
reinvigorating our economy: less, not more, regulation: less, not more, monetcry
expansion and volatility; less, not more, expansion in government spending: lowt:,
not higher, tax rates. QOur approach is, so to speak, a concept of minimizing, not
maximizing, government's relationship to the economy.

But our view of the role of government must be carefully defined. Let there be no
misunderstanding of the true meaning of our policies. They do not mean being
simple-mindedly pro-business. 1 don't mean a "partnership" between government and
business, or subsidies for failing industries, or "incomes" policies and government
planning to control economic developments. Promoting limited government means that
no favored treatment is to be given to any specific interest group or industry. It
means restraining any tendency to shift resources from those who are entitled to
them by virtue of their own economic activity to those who receive them by political
decision.

Furthermore, our concern for the principles of economic freedom cannot stop at the
water's edge. freer worldwide flows of trade and investment -- a free enterprise
system writ large -- offer greater economic welfare to the peoples of the world.
The same specialization of labor and individual creativity that we see among the
people of our society also can be encouraged beyond our borders.

The economic case for more limited government is not just philosophical. It is
vital that we free up the resources and potential of the American business system so
that it can deliver to the public the rising living standard which had been the
| .lmark of the American economy -- and which, sadly, has not been achieved during
the past decade.

From Rec: iion to Prosperity

this backdrop about the fundamentals of the Reagan economic program, let us

turn to the current business situation and the current recessionary situation -- and

let me answer that frequently asked guestion, "What are you going to do about the

recession?" In past administrations, the tendency at this time has been to push the

proverbial panic button. We all know the traditional responses: increase govern-

ment spendinn: enart quickie, consumption-oriented tax cuts; and encourage the
“ 2 o " pt .
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I want to assure you that such counterproductive measures are not part of this ad-
ministration's economic policy. Those misguit | responses of the past are precisely
the types of action that lie at the root of today's deep-seated, long-run economic
problems. The stop-and-go policies of the past will not be repeated. And, as I'll
show in a moment, they would be both unnecessary and counterproductive. But first
let's take a look at current business conditions.

By postwar standards, the current recession is likely to be of about average length
and depth. How did we get here? And, far more important, how are we to move to
prosperity? :

This downturn is closely related to the extended period of high interest rates that
prevailed from the latter part of 1980 through the first half of 1981. Those pain-
fully high rates produced an ever-widening circle of weakness, especially in home-
building and motor vehicle production, the two industries most affected by interest
rates. As we saw last year, falling demand for housing and autos gradually had an
impact on an increasing number of other industries, ranging from forest products to
steel and rubber to appliances and home furnishings. The high interest rates also
squeezed farm incomes and hit those other industries and services closely tied to
agriculture.

About those high interest rates: let us review some not-so-ancient history to see
how we got there. In mid-1980, short-tevm interest rates were generally under 10%.
In July 1980, for example, three-month Truasury bills averaged B8%. Long-term rates
were in the vicinity of 10%-11%. Then, in the second half of 1980, we witnessed the
fastest rate of money growth for a six-monih perici that has ever been recorded, a
13% annual rate. At roughly the same time, federal expenditures were increasing
rapidly -~ at an 18% annual rate. :

By the end of 1980, not surprisingly, interest rates had advanced to new peaks: in
the final week of December, the Federal funds rate averaged close to 20%, the prime
rate reached 21.5%, and three-month Treasury bills had nearly doubled in yield from
their mid-year lows. Long-term rates had risen in some cases by as much as three
full percentage points. Until late last summer, with the exception of a brief
short-lived decline in the spring, short-term rates remained in the vicinity of
their year-end 1980 highs. Long-term rates, on the other hand, advanced by another
two percentage points before joining the declining trend very late this past summer.

I think it is a fair characterization of this period to say that excessive monetary -

| fiscal stimulation in the latter half of 1980 drove interest rates to near-rec-
ord highs. Rates were maintained at those levels for the next six months or so by a
variety of factors, including the initial but temporary impact of a shift to mone-
tary restraint. Interest rates then fell because of the monetary restraint that has
been the hallmark of Federal Reserve policy since the beginning of last year. But
as we have learned over many years, interest rates rarely move in a straight line
for any <ten: 1 period. The p1 it . no A

retrospect, those high interest rates were clearly a major factor in precipitat-
ing the current downturn. Just as clear, however, is the fact that those high rates
were part of the legacy of the past, a legacy of excessively rapid growth in govern-
ment spending, taxing, requlation, and credit creation that we are determined to put
behind us.

Let me emphasize a key point: interest rates have been coming down not bec ise
policy shifted to ease, but because restraint was maintained -~ restraint that is
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succeeding in squeezing out the inflation that became embedded in those high inter-
est rates. In some cases, such as for Treasury bills, rates have fallen rapidly
from their earlier highs, from nearly 17% in May to about 12% in recent days. The
prime rate recently has fallen from 20.5% to 15.75%. Long-term rates, including
those on residential mortgages, are now beginning to follow the lead set by short-
term rates. ' '

As we know, the decline in the economy has been unusually uneven. To confuse mat-
ters, the first three months of 1981 showed an upward spurt at an unsustainable
rate. That, of course, was the legacy of that burst of monetary and fiscal e :
during late 1980. The second quarter, reacting to all that, declined a bit, but the
third quarter recovered briefly. It was like a fighter who dropped to the count of
five, got up only to be socked again, and then really hit the canvas. That, of
course, was Jjust what happened in the last three months of 1981, when the economy
really reached bottom. '

The Outlook

Where do we go from here? 1 do anticipate that a few more months of poor economic
statistics are in front of us. But there are powerful forces already at work to re-
verse the downturn, and in a timely fashion. 1 am referring to the tax cuts, lower
interest rates, and rising defense production. Not surprisingly, 1 expect that the
sectors of the economy that were hardest hit by the high interest rates will be
among the first to feel the beneficial effects of the lower interest rates that we
are now experiencing -- autos, homebuilding, and their supplying and supporting in-
dustries. As the expansion progresses, 1 anticipate that capital spending will ac-
celerate. It usually is the last major part of the economy to respond to the forces
of recovery. In the current cycle, the recently-enacted tax cuts should accentuate
the normal upturn in business investment.

The absence of speculative activity before the recession is a plus in the recovery
ahead of us. For example, continued population growth remains a major source of un-
satisfied demand for new housing. The pace of new construction has been running
well below that dewand for a long time. The pipeline of materials and supplies for
the industry is quite low. Considerable increases in production are needed just to
refill it to normal levels.

¢ larly, the average age of cars on the road has lengthened considerably in the
past year or so, suggesting that replacement demand will be a stronger-than-normal
factor in auto sales as 1982 develops. Finally, although some industries | / be
holding higher inventories than they would like, 1 do not see industry having to go
through a prolonged period of inventory liquidation.

let me symmarize hrieflv this evaluation nf the outlook for the American economv.

198Z. Bu

of a winner. Real gfowth is likely to average only 1% or less over 1981. But that
will obscure the fundamentally favorable development -- the acceleration in activity

the year progresses.

I anticipate that signs of the upturn will become visible in the next few months.

I ‘ B! otential straws in the v ":d, such nodest
] r d  tto T 'ond qui ' in
ball -- will witness the beginning of recovery, with the second half of 1982 experi-

encing real growth rising at more than a 5% annual rate. Furthermore, 1983 -- when
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the full force of both the business and personal tax cuts will take hold -- should
be a very vigorous and less inflationary period of economic growth.

The outlook for inflation is also encouraging. The increase in the Consumer Price
Index in 1981 was approximately 9.5%. That was a significant improvement from the
12.5% recorded in 1980. Given the maintenance of current policies, I think that a
CPI increase this year of between 7% and 8% appears likely. The lessened inflation
will bring further relief to consumers and play an important role in moderating cost
pressures in business during a year with a full calender of wage negotiations.

We should note that this relatively upbeat evaluation of the prospects for the Amer-
ican economy is not significantly different from the prevailing forecasts of experi-
enced private economists. They generally share my view of a turnaround some time in
the first half of this year, followed by a strong recovery in the second half of the’
year, simultaneous with continued progress on the inflation front.

Reducing Those Budget Deficits

At this point, a few words are in order about the federal budget for the fiscal year
beginning October 1, 1983, which we are in the miust of preparing. As you are
aware, we have postponed our 1984 target date for a balanced budget. But this does
not imply that the goal of a balanced budget has been abandoned. Indeed, between
now and 1984 we will be striving, with the assistance of the Congress, to make very
substantial and credible progress toward that goal.

It is especially important to reduce the deficit financing of the federal government
in fiscal year 1983, a period in which we expect the private sector -- and its fi-
nancing requirements -- to be expanding significantly. During a time of recession,
such as the present, the deficit that 1 anticipate, although much larger than 1
would like to see, is not likely to be "crowding out" thz rather modest funding
needs of business and consumers. But in fiscal 1983 and beyond, when we expect a
period of rapid growth in the economy, substantial reductions in the budget deficit
-- and in off-budget financing ~- will be very much needed.

We cannot view substantial budget deficits with indifference. Apparently, the folks
who invented deficit spending are now, rather late in life, developing concerns
about the government's red ink. Surely we long-time fiscal conservatives welcome
their belated support. Let me assure them that deficits do matter.

Financing those deficits decreases the amount of private saving and foreign capital
that is available to the private sector, and that reduces the economy's long-term
growth prospects. Financing those deficits makes the Federal Reserve's job of mone-
tary restraint more difficult. But we must not forget that in order for the infla-
tionary potential of deficits to be realized, they must be monetized by the Federal
Reserve. And 1 have every confidence that such a development simply is not in the
cards. 1 believe that the Federal Reserve System is determined to maintain the pol-
( ) ] I 4

The heart of budget-making, of course, is the choice of expenditure priorities. In

1s administration we are all hawks in the continued battle to restrain the growth
of government. It is on the outlay side of the budget where that battle is now be-
ing waged. :

In that regard, 1 find the continuing concern about the budget deficits of the fed-
il v . ve ¢ w :ructive factor. The desire to juc  the large ¢ ‘icit
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in the budget is an extremely important counterweight to the 'always p1 sent
pressures for additional growth in governmental outlays that do not have to meet the
continuing test of the marketplace.

The effort to reduce deficit financing and slow down the growth of government should
properly be viewed in a larger dimension -- as part of a fundamental attempt to
shift the focus of economic decision-making in our society from the public sector
back to the private sector. For it is in the prival sector that products are
created, markets are developed, factories are built, productive jobs are generated,
and economic progress is truly advanced.

Thus, the battle of the budget is more than a fiscal matter -- important as that
is. Our budgetary concerns reflect the Reagan Administration's determination to en-
hance economic welfare by defining more modestly the role of the federal government
in the American economy -- a role that covers the tax power, the expenditure power,
the credit power, and the requlatory power. But the battle is more than a matter of
thinking small in the public sector -- it is also a matter of thinking big when it
cames to enhancing individual opportunities in the private sector.

A New Sense of Realism

I suggest that the Administration's policies already have made for a new sense of
realism in economic decision-making, both in the public and in the private sectors.
Companies are becoming more cost-conscious and are learning the advantages of being
competitive in an economy in which the federal government does not assuredly come ta
"bail out" the losers in the marketplace. Employees are learning that their wages,
salaries, and fringe benefits are vitally dependent on the success of their compa-
ny. Many workers appear to be increasingly willing to accept adjustments in work
rules and job practices to ensure their company's success. Taxpayers are seeing
that reductions in government program outlays, no matter how painful or unpopular,
go hand in hand with reductions in tax rates, which are always more welcome. Busi-
ness and consumers alike are experiencing the benefits of lower inflation rates that
result from maintaining a determined policy of restraining the growth of the supply
of money and credit.

Citizens generally ~re learning that the benefits of long-run economic growth and

stability are not achieved instantaneously; rather, they entail undergoing a period

of adjustment as we all learn to adapt to a new and surely more enlightened sense of
:onomic realism,

In conclusion, even through we currently are going through a period of adjustment, I

am profoundly encouraged by what I believe are the first significant steps toward

decisively reversing the debilitating trends of the recent past. Private attitudes

and expectations, as well as public policies, are undergoing far-reaching shifts.

Vinnrous, suctained. noninflationary growth is within our reacrh -- if we continue to
sttt | an ooar return {  ti | O B k(e p . 1
ire you that this administration is determined to stay the course.


































































THE WHITE HOUSE

Office of the Press Secretary

For Release at 9:00 p.m. EST
Tuesday, January 26, 1982

Summary

FACT SHEET

THE PRESIDENT'S STATE OF THE UNION ADDRESS

In his first State of the Union message to the nation,

President Reagan outlined a comprehensive program to address
the nation's domestic concerns:

A.

Continved adherence to the ernnomic recove_y program

New restraints in federal spending growth while
preserving the social safety net;

No tax increases this year and "no retreat from
the basic program of tax relief.”

Continued commitment to regﬁlatory relief and slow,
steady monetary growth.

A major new partnership with states and local communities

A gradual return of over 40 Federal programs to State
and local governments accompanied by the means to
finance them;

An equal "swap" of the Medicaid program to the
Federal government and the AFDC and food stamp
programs to state and local authorities.

Close consultation with State, local officials and
Congress prior to submission of the legislation.

Proposed the creation of enterprise zones as an
experimental free-market program for improving
the economic conditions of urban areas.

-~More-



II.

IIT.

Other Domestic Commitments

During his address, the President also briefly touched upon
several other domestic concerns:

-—- He called for a responsible Clean Air Act that would
create jobs while continuing to improve the quality
of air; he also welcomed the bipartisan initiative
in the House of Representatives and said he looked
forward to working closely with the Senate and
House toward prompt enactment of legislation in 1982.

-- He called for the private sector to mobilize its
resources to assist in efforts to combat social ills.

~-- He vowed that the nation's "long journey towards civil
rights for all our citizens" v 11 continue and he
restated his commitment to an extension of the Voting
Rights Act.

~- He emphasized that the nation must continue its efforts
to secure equal rights for women; and,

-- He said that we must transform our legal system in order
to cope with the problem of crime.

Foreign Affairs: Toward the end of his address, the President
reviewed the state of affairs in other parts of the world. His
address briefly discussed conditions in Poland, relations with
‘_e Soviet Union, his hopes for reducing arms, America's
alliances, the Middle East, China, and the President's plan for
a Caribbean Basin Initiative. The President said he would
address foreign policy and defense issues in greater detail at
a subsequent time.

A more complete examination of the President's statements on

domestic economic issues follows. A separate summary of the
~a init o i 50 "“1ible to the

-More-



-3~
A. CONTINUED ADHERENCE TO THE ECONOMIC RECOVERY PROGRAM

-President Reagan reaffirmed the four-part Economic Recovery Program
put in place last year and pledged there would be no change of
course despite temporary recession conditions. The Economic
Recovery Program includes:

-- Supply-side tax rate cuts for individuals and business
to increase incentives for savings, investment and
job-creation -- a program fully implemented in the
historic 1981 Economic Recovery Tax Act set to spur
the economy into recovery during the years ahead;

-- Continued slow-down in the growth rate of Federal spending
and in government's share of GNP by reforming entitlements,
reducing discretionary programs and eliminating excess
bureaucratic overhead and waste, fraud and abuse --
efforts which have already cut the Federal spending
growth rate nearly in half;

-~ Reduction of unnecessary Federal regulations and market
intervention -- which has already reduced the number of
new pages in the Federal Register by one-third and
new regulations by one-half.

-- A steady restraint in money supply growth to reduce
inflation.

l.) No Tax Increase to Solve Budget Problems

President Reagan made it clear that larger than anticipated
deficits -- due to the recession and the decline in projected
inflation and in the growth of governmental receipts -- will not
be solved by resorting to raising tax rates. Specifically, he
will propose no new increases in existing tax rates in the

FY 1983 budget to be released February 8.

2.) Elimination of Unnecessary and Obsolete Tax Code Provisions

-.ae tax changes planned are of the type announced last

fall: efforts to close loopholes. The President renewed his
September proposals for tax code revision and announced that

the FY 1983 budget will include a proposal to strengthen the
minimum corporate tax to ensure that all larger, economically
profitable corporations pay a minimum fair share of Federal taxes.

Other 1jor tax cc = s7isior will include the repe L of ergy

tax credits for business, limitations of ta: :xempt industrial bonds,
changes in code provisions relating to contract progress payments
and construction period interest and taxes, and all health

insurance.

~More-
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Wizh broad based tax rate reductions, new savings and investment
incentives and a generous business depreciation system now in
place, these special tax code provisions are no longer needed.
Their elimination will increase Federal receipts by an estimated
$24 billion in the 2-year period of FY 1983 and 1984.

3.) Federal Outlay Reductions

President Reagan indicated there will be no retreat from the
overriding fiscal policy imperative of reducing the growth rate

of Federal spending. The FY 1983 budget will include $63 billion
in new entitlement reforms over the next four years and

substantial reductions in discretionary programs. Also, the
President will propose tens of billions in additional savings
through management initiatives over the next three years --
including improved debt collection, surplus property sales,
accelerated sales of off-shore oil and gas leases, and strengtaened
fraud, waste and abuse prevention efforts.

Overall, the growth rate of Federal spending will decline
from an average of 17 percent a year from FY 1979 to FY 1981,
to 9 percent in the recession budget of FY 1982, to about

5 percent in the FY 1983-84 budget.

4.) Reduction of the Federal Deficit

The President repeated his commitment to reducing Federal deficits
and borrowing by means of renewed economic growth, continued
budget reductions, and elimination of tax abuses and obsolete
provisions.

1982 deficit will be under $100 billion., 1Its size is largely
the current recession and consequent reduction in tax

ts and increased unemployment-related payments. The

2 deficit is too large but, nevertheless, as a share of

is smaller than the recession deficit of FY 1976.

ficit will decline each year after the 1982 recession
as the economic recovery takes hold and budget savings
as are implemented. Full details on additional budget
5 proposals will be transmitted with the President's
for Fiscal Year 1983 on February 8.

-More-






ENTERPRISE ZONES

President Reagan has proposed a plan for creation of
enterprise zones as an experimental free-market

program for dealing with some aspects of urban problems.
The purpose of the experiment is to explore new ways:

-- to create jobs in the nation's depressed areas,
particularly jobs for disadvantaged workers;

-= to redevelop and revitalize the geographic zone
areas themselves.

The underlying concept of enterprise zones : to create
a wide-open, free-market environment in depressed areas
through relief from taxes, reg °
burdens; privatization of some municipal services;

and involvement of private, neighborhood organizations.
Because the program is based on the concept of removing
government burdens rather than providing government
subsidies, it should involve no appropriations, at
least at the Federal level.

The incentives and natural market forces thus unleashed
should stimulate economic activity within the zones and
accomplish the program's objectives.

: program is intended to:

- stimulate new economic activity within the zones,
not relocation of businesses from elsewhere;

- allow the market to decide which sort of
businesses may be established in the zones, not
stimulate any particular kinds of enterprises;

- include a relatively balanced set of economic
incentives for a wide-range of business activity
though the Federal tax incentives will encourage
labor intensive businesses.

The President intends to submit his plan for enterprise
zones to the Congress in the next several weeks.

4

ations and other government
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« ' WHITE HOUSE STAFFING MEMORANDUM
FEB 24 1982

DATE: __ 2/24/82 ACTION/CONCURRENCE/COMMENT DUE BY:

SUBJECT: DOMENICI PLAN -- AND GUIDANCE

ACTION  FYI ACTION FYI

VICE PRESIDENT O ol GERGEN O p”
MEESE O o’ HARPER O e
BAKER O t{ JAMES m| &/
DEAVER O fa/ JENKINS m| e
STOCKMAN O v~ MuReny O gl
ANDERSON o v ROLLINS O gl
CANZERI O O WILLIAMSON O =

' CLARK O m/ WEIDENBAUM O e

| Daruax )3 mﬁs/ BRADY/SPEAKES O e
DOLE - O #”  RoGERs = v
DUBERSTEIN o & O o
FIELDING O D/ O O
FULLER O D/ O O

R¢

Attached are a Domenici press release on the Domenici Budget Plan and a
Stockman summary memo on the relationship of Domenici's plan to ours.

Agreed guidance (for now) on the subject is as follows:

dre ) " revresents a good faith effort that
1l ; ¢
about the Domenici _

* Specifics of how he would raise the revenues and the impact upon
economic recovery;
* Impact of his defense plans upon our national security;
* Whether there would be any unintended adverse impact of his proposed
spending freeze." ‘
¢ nt

Deputy to the Chiet ot Staff
(x=2702)










_XECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

February 24, 1982

MEMORANDUM FOR THE PRESIDENT

FROM: DAVID A. STOCKMAN

I. The following elements of the Domenici plan parallel or go
beyond your FY 83 budget in areas outside of Defense and
taxes:

A) Federal pay freeze in FY 83 and 5% thereafter

FY 83-85
Domenici savingS...ccececeess $25.0
FY 83 budget savings........ 9.0
B) Medical Entitlement Reforms
FY 83-85
Domenici savingS...cecceececes $22.0

FY 83 budget savings........ 24.0

C) Freeze domestic appropriated programs at
FY 82 levels for three years.

Domenici sSavingS..ceeeeeceee. $34.0

FY 83 I dget savings........ 76.0




D) One-year freeze on all Federal cost of
living adjustments.

FY 83-85
Domenici savingS...ccceeeees $60.0

BY 83 budget..¢ecceceeceees.. NO comparable
savings

II. Proposed Changes in Defense and Taxes

A) $20-25 billion Defense reduction over 3 years.

FY 83-85

President's budget level... $748 billion

Domenici cut...ceevecoacnss 25 billion
Percent reduction.......... 3 percent
B) Additional Revenues over FY 83-85 - "Preferably

by closing existing tax loopholes,"™ but actual
tax change left vague.

FY 83 FY 84 FY 85

Revenue increases in
President's FY 83

bUAGet e e st e e nrennnss 13 19 23
Domenici proposal.... 18 49 55
quenici increase.... +5 +30 +32

ITI. Comparison ~¥f m~+-1 peficit Reduction Measures

FY 83-85
FY 83 budget total savings... $239

Domenici plan - toal savings. $320










this may be very shortsighted.

If conservatives had taken this attitude on the Panama
Canal treaty, we would have unilaterally disarmed our-
selves for the political battles of 1978 and 1980 in which
we took out of the Senate most of the supporters of that
"winning" treaty. Sometimes fighting losing battles is
essential to invigorate our grass-roots support. Surely,
the Canal treaty was a Pyrrhic victory for the liberals.

It might be instructive to consider Harry Truman's
experience. He fought many losing battles with Congress
in the 1940's, but the public credited him with leader-
ship and sticking by his guns. His Democratic party
turned those legislative defeats into election victories.

Caught as we are, proposing a deficit which demoralizes
our strongest supporters, we have one good way out.

The President, who is a notorious foe of deficits, could
almost totally reclaim the initiative by committing all
the political resources of the Administration in support
of the balanced budget, tax limitation constitutional
amendment which now has 52 Senate co-sponsors.

At one stroke, we would restore the fighting vigor of

our core supporters and steal from our opponents the

major issue on which they are making headway against us.,
Liberal Democrats who have been decrying the deficits

wou. -~ face an insoluble problem. Most of tl pain ¢

the 1983 deficit would ease. The market would surely 1 lly.
The effect on long term interest rates would probably

be dramatic.

Vigorous Administration support would almc¢ : assure
the needed 2/3 vote in both Houses, particularly if
urged by the President in a nationwide televised address.

Ratification by 3/4 of the states would likely be some
time down the road, thus buying us time to cope with
the bulge in social spending that we inherited from

Most import nt, though, would be the impact of this move
on the 1982 elections. It would restore intact in 1982
the 1980 Reagan winning coalition.
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RECENT GOOD NEWS ITEMS CONCERNING CURRENT U.S. ECONOMIC CONDIT IONS

~

1. The entire first quarter decline in Gross National Product was
attributable to inventory liquidation. Final sales were up at a
1.8 percent annual rate (in 1972 dollars) in the first quarter.
This suggests a need to rebuild inventories, thereby raising
production and income in the second quarter. '

2. Durable goods orders 1in March increased for the second
consecutive month and have now risen by 5 1/2 percent since
January. Orders for machinery were up 3 1/2 percent for the
month indicating an improving outlook for capital investment
spending. (Source: U.S. Department of Commerce, April 21,
1982).

3. Short and long term interest rates are again falling. The prime
rate is now four percent below the September high of 20 1/2
percent.

4. Investment spending in this recession has declined about one
percent from its peak, compared to a four percent decline during
the first two quarters following the peak in the previous seven
recessions.

5. Retail sales in February were up 2.6 percent and up 0.3 percent
in March from February after taking into account declining
gasoline station sales. Retailers reporting higher sales in
March included department stores (up 2.1 percent), automotive
dealers (up 3.2 percent), and furniture stores (up 1.8 percent),
from February levels. (Source: U.S. Department of Commerce,
April 12, 1982).

6. Housing starts bottomed at an 854,000 annual rate in October and
recovered to a 947,000 annual rate in March. Housing starts
were nearly 11 percent above the recession low in October.
(Source: U.S. Bureau of Census, April 16, 1982).

7. Building permits for privately owned housing units bottomed at
722,000 in October. The rate . in March was 870,000, up 20
—2rcent from October 1low. This indicate hat further
_Cre in 1 ing are the way. SIS U._.
Bureau of Census, April 16, 1982).

8. The percent of industries in which employment increased was 31.4
percent 1in March. Nearly one-third of BAmerican industries
increased employment during March. (Source: U.S. Bureau of
Labor Statistics 2April 2, 1982).




10.
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12.

During the 3 months through February, the compound annual rate
of inflation as measured by the Consumer Price Index was 3.7
percent. (Source: U.S. Bureau of ILabor Statistics March 23,
1982). The GNP implicit price deflator was up at a 3.6 percent
annual rate in the first quarter of 1982. N

The Federal budget deficit for the first five months of fiscal
year 1982 was $2 billion less than for the same period in fiscal
1981. 1Individual income tax receipts for the first five months
were over 10 percent greater than in the same period in 1981.
Corporate tax receipts were up 11 percent. (Source: Treasury
Statement of Receipts and Outlays of the U.S. Government, March
23, 1982).

The ™coincident indicators index" was up .75 percent in
February, the first increase since July 198l1. In February this
index included employment, real personal income less transfer
payments, and industrial production. The composite index of
four coincident - indicators 1is a monthly approximation of
aggregate economic activity. (Source: Bureau of FEconomic
Analysis, U.S. Department of Commerce, March 30, 1982).

The "misery index", the combined total of the inflation rate, as
measured by consumer prices, and the unemployment rate, fell to
11.4 percent in February from January's 12.4 percent. The index
was at 19.3 percent in February of 1981.






