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all of the develorment functions containazd in these nrograT: -
vhvsical development, neighborhood self-help, planning, znd lev-
eraging of private investmant--are eligible uncder the zlock crant
procram. HUD's budget looks like this: '
Current Proposed Carter Reagan
FY81 FY81 FY82 FY82
CDBG 3,690 4,370%* 3,960 4,170%
UDAG 675 ———— 675 - -
312 130 0 130 0
Self-Help 9 1 10 0
Section 108 250 ? 250 ?
701 Planning _ 33.7 0 35 0

* The Reagan proposal includes only one combined figure for CDBG
and UDAG. Although the FY81 level is approximately the same -
as the total of CDBG and UDAG, the FY82 figure is almost $600
million less.

HUD is still approving 312 rehabilitation loans, but can -
only use funds already assigned to the field offices; it will
continue approving loans until the President sends his formal re- -
scission package to Congress. HUD will not accept any new grant
applications for the Neighborhood Self-Help program pending the ’
outcome of Congressional budget process.

Department of Labor

The Administration has recommended phasing out the Public =
Sector Employment program (Titles IID and VI) under the Compre- -
hensive Employment and Training Act (CETA) by the end of FY81.
President Carter also wanted to phase out these programs, but -
over a longer period of time. A freeze has been imposed on any -
new hiring for at least the next several weeks. The 300,000
workers currently in CETA PSE jobs will be phased out by Septem-—

ber 30.

Greater emphasis will be placed in the future on job training
activities or programs such as the Title VII Private Sector Ini-
tiatives.

Small Business Administration
’ :nding cuts expected ~n March 10 will
i a -- p¢ ar acrc  s- cut
Small Business Administration programs for FYS81 The
FY81 cuts will come in those funds not yet spent this year.

Community Services Administration

All Community Services Administration (CSA) programs, ex-
cept the Title VII Community Development Corporations (CDCs), may
be combined into a Health and Human Services block grant. It is
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Furthermore, the President’s influence
on Capitol Hill may diminish when the re-
markable string of budget cutbacks he-is
pushing through takes effect. Some critics
already see the stirrings of a backlash
among affected interest groups. “He's be-

ginning to lose one segment after another— -

the elderly with his Medicare and Social Se-
curity cuts, Hispanics and blacks, educators

and- even: sclentists,” asserts: Democrqtlc

Rep.. Edwards.

Even a number of congressional Republi-
cans fear the cutbacks may produce a sharp
anti-Reagan. turn. The key may be whether
the economy: shows gradual improvement—
further easing:of inflation, &-drop in.interest
rates and a: renewed increase in employ-
ment. “As:-long as. things:- generally are
going well - economically, the: country will

ate small imperfections,” argues John

>ears, Mr. Reagan’'s former campaign man-

- ager and one of the capital’s ° ewdest po-

litical analysts. ‘‘But change we perception

that things aren’t going well in the economy,
and it’s a different bail game entlrely "

Foreign Policy

Even if the economy holds up, though,
the administration has to straighten out its
foreign-policy act, some -Reagan loyalists
concede. Contradictions abound: The Presi-
dent doesn't like the Soviets, but he lifted
the grain embargo; he "emphasizes his
friendship for Taiwan but took:the liistoric
step of offering to sell arms to Communist
China: the administration omce -played up
the Communist-inspired threat to El Salva-

dor, but then played it:down  amid com-

plaints that all the talk was interfering with

its economic goals and that many of .the

claims were exaggerated. .~ § <t°
Most of all, critics say, Mr. Reagan
hasn’t shown a coherent view of the worid.
On some issues he has avoided clarifying his
views by postponing decisions. The adminis-

tration put off a resumption of the Middle '

East peace-seeking process until after the
Israeli elections last month. New strategic

arms-limitation talks with Russia won'tpbe-
gin before next year.’ - -

In other instances, the.administration.
merely has responded. to .events. It' sent
Philip Habib to the Middle East to mediate
a threatened war over the Syrian missiles in

Lebanon and:agreed to o talks on Euro-.
pean nuclear arms in response to intense
pressure from U.S. allies.

Personal coiflicts haven't helped mat-
ters. Secretary of State Haig has alienated
White House -aides with his abrasive style
and has disagreed. frequently on tactics with
Mr. Reagan’s longtime friend, Defense Sec-
retary Caspar Weinberger.” As a result; the-
administration that promised to speak with
one voice on foreign affairs often speaks in
confusing and even contradictory voices.
Rumors persist that Mr. Haig will be out by -
the end of the year (the hottest rumored re-
placement” is° United Nations Ambassador
Jeane Kirkpatrick), but White House aldes
repeatedly deny any.such plan.. ..

Sensitive to charges that the President
Jlacks a comprehenswe view of - the ‘world,
‘aldes ~ “stehe: has ‘broader id  that will-
become ciearer, perhaps in an on-postponed
foreigmepolicy ¢ speech” in  the newt few’
imntns. - L A ) aa - PR o - 5

In any event, Mr. Reagan is going to
have to start devoting more of his attention
1o foreign policy. Immediately ahead are the

seven-nation economic summit:in. Canada |
‘next week, meetings here with Anwar Sadat-
of Egypt next month and with Israel’s Men-
Lachem Begin in September, and a North-
South meeting in Mexico in October. ’

Even if he can improve his showing in |

the international sphere, the President may
find himself with less than hercic standing
i the public’s eyes. Although polls, show
that hard-core support for Mr. Reagan and !
his- programs is more solid than that en-
jayed by his predecessor, it is also true that '
four years ago today President Carter's rat-
ings in the polls and the public’s general op-
timism about the nation's future were
slightly higher than comparable showings
for the Reagan administration now. .
" “President Reagan has become a
‘mortal’ versus an ‘immortal’ President,”
sayy  moer ~ poll’ * r Peter! . “And.
that s a big durerence irom severa: months
ago. .

v
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MENORANDU M

THE WHITE HOUSE

WASHINGTON

)
May 20, 1981 K;{ s

s
TO: .
FROM : MORTON BLACKWELL R
~
RE: ENDORSEMENT TAX CUT
N
Please guess who said the following to whom: im’,
P
" The tax cut is our modern weapon today .

against unemployment, which breeds
poverty and ignorance, the inconsiderate
allies of apathy and neglect. I don't
intend to sit idly by while this problem
of unemployment swells and coarsens.
This tax bill must pass."

This tax cut endorsement was from Lyndon Johnson before
the AFL-CIO Executive Council, December 4, 1963.

Since the AFL-CIO is active in most coalitions against
the President's economic package, perhaps we should
conclude that they are for tax cuts only when proposed
by liberal Democrats.

See attached memo from COPE with above quotation on page # 3.
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bovrfy Bill Clears
rirst 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
must 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.

o 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 3430 million is earmarked for helping com-

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

The Johnson prog if finally approved, will be a
beginning in the attack on poverty which afflicts some
35 million Americans, ope-fifth 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 head of t
family; 3.2 million have a family bead 65 years old
or older.

The problem is national in scope, affecting all major
urban areas, and countless rural areas, It even strikes
in Westchester County, N. Y., one of the richest coun-
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.

R e e et
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g Crg DTt ¢t e e T T IE T A e R
ouse 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 nationaily,
]
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The new spending control measures announced tonight--reductions
in the FY 1982 Appropriations regquest, refcrming entitlement
programs, and revising the tax code--would reduce outlays from
the latest estimates by $16.0 billion in FY 1582, $28.3 billion
in FY 1983 and $35.3 billion in FY 1984.

The additional savings to be achieved during the development of
the 1983 and 1984 budgets will--together with the new measures
announced today--result in estimated deficits of $43.1 billion in
FY 1982, and $22.9 1illion in FY 1983 and a bal: ced budget in FY
1984. (Summary Table attached.)

BACKGROUND

® On February 18, 1981, the President outlined his Program for
Economic Recovery. It included spending cuts and other
measures to reduce sharply the growth rate of federal spending
and to reduce the deficit; reductions in personal tax rates
and business taxes; reductions in the costs and intrusion of
Federal government regulations; and a new commitment to a
stable monetary policy.

@ On March 10, 1981, President Reagan transmitted his proposals
for a complete revision of the 1982 budget to the Congress,
calling for savings of $6.4 billion in 1981, $48.6 billion in
1982 and a total of $197 billion in 1982-84. He indicated
that additional savings of $29.8 billion in FY 1983 and $44.2
billion in FY 1984 would be identified later.

®© On June 5, 1981, the President signed into law the
Supplemental Appropriations and Rescission Act of 1981, which
included many of the Precident's proposals to hold down FY
1981 spending. Presidential proposals not approved by Congress
will have the effect of increasing FY 1982 and future year
spending by $2.1 billion above the levels proposed by the
President.

e On August 13, 1981, the President signed into law the Economic
Recovery Tax Act of 1981 which will begin reducing Federal
taxes on October 1, 1981. The tex reduction will total $280
billion over the three year period 1982-1984.

2 1ding

by $13.4 billion in FY 1982 znd $43.8 billion in 1982-1984.
This Act also called for spending reductions in otl r Federal
programs of $21.8 billion in FY 1982 and $86.8 billion in
1882-1984. However, final decisions on funding for
non-entitlement programs remain to be resolved in the
appropriatic cocess, wtr™ ° 7 jow underway. Unfort )

r c. the ic : buc _: sav: 300
incorporated in the Reconciliation Act.







- The Reconc »n Act fell short of the P1r ident's
proposals by $6.3 billion in FY 1982, (inc] ing $2.8
billion in ¢ title 2»nt , rogramg) -and $9.8 billion in FY
1983 and $12.0 billion in FY 1984, for a total of $28.0
billion over the three-year perioc.

- Social Security reforms proposed in May 1981 have not
been adopted, delaving the achievement of $3.8 billion
in savings in FY 1982, $6.2 billion in FY 1983 and $9.6
billion in FY 1984 for a tot | of $19.6 billion for the
FY 1982-84 period.

. Fiscal year 982 apvropriations bills now pending in the
Congress could increase FY 1982 and future years' outlays
by several billion dollars above the President's budget
proposals.

Estimates of interest charges on the federal debt have
increased due to the persistently high interest rates.
These high interest rates reflect the demanc for credit
to finance the growing federal debt and the credit
demands stimulated by federal loan guarantee programs.

. Updated estimates of spending for various federal
programs--principally entitlements and other programs
over which there is little control--are higher than July
estimates. These include: food stamps, farm price
supports and Medicare.

C. The Latest Estimates - September

As a result of these recent developments, we face large
potential budget gaps unless strong new measures are taken.
those gaps and the outlook if action is taken ¢ e as

follows:
($ . Billic |
Fy 1982 Fy 1983 Fy 15384
Potential Budget Gap.... ~-59.1 -62.9 -58.8
New Savings Proposals... 16.0 28.3 35.8
Future ¢ 7sings to 2
Identified....ccoveevt o n 11 7 23.0

Target Deficits...... “oe 43.1 22.9 0.0
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. Other agencies will be expecteﬁ to reduce employment
by 8% to 102--z2né nore in somz ceses.

. To the extent possible, staff reductions will be
achieved through retirements and other attrition
rather than layoffs.

Departments and Agencies will have the flexibility to
allocate reductions within their organizations.

Within those agencies and departments the cuts will be
targeted toward less essential functions.

Allocation of $74 Billion FY 1983-1984 Unspecified
Savings.

In the revised FY 1982 budget, transmitted to the
Congress in March, the President established ortlay
targets for FY 1983 and FY 1984. These targetz were
predicated on the attainment of additional outlay
savings of $29.8 billion in FY 1583 and $44.2 billion in
FY 1984.

. The Presicent has now allocated these previously
unspecified savings to the Cabinet departments and
agencies through the issuance of budget outlay
ceilings for FY 1983 and FY 1984.

. These outlay ceilings will be the basis for the
regular Fall budget review process in developii the
President's FY 1983 budget.

. A number of specific actions, initiated for the FY
1982 budget, will result in out-year budget
reductions.

The $74 billion of spending reductions contemplated by
these budget ceilings will be difficult to :hieve.
However, they are a critical step in impl) nenting the
President's overall economic recovery program. The
improvement of the financial markets, reduction of

35S

Reorganization of the Federal Bureav~racy.

Legislative proposals that will significantly reduce the
Federal hnreancracvy will he prenared and forwarded to

and that the Iirector of the Office of M: jement and
Budget seek other ways to elim: 1af (ces re
bureaucracy.
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- The Adn 1istration has already taken major steps to
reverse the trend of rising*federal involvement and
control over education. Regulations have been
reduced, and narrcw, special-durpose programs have
been cor »lidated into block grants.

- ional arrangements for Federal sup »rk
assistance ana ailscourage reaeratl 1intervencion.

. Abolishing, Restructuring =~A4 Realigning Selected
Sub-Cabinet Bureaus ar” Agencies.

Proposals to the Congress, or administrative ..ctions
within the Executive Branch where that is sufficient,
will be made soon to abolish, restructure or realign a
number of bureaus, agencies, advisory boards and
commissions.

11. S*enped Up Debt Collection.

More than $25 billion of the $175 billion in debts owed
the Federal government are either delinguent or in
default. An additional $8.4 billion in loans are in
some form of rescheduled status because of borrowers'
inability to pay.

President Reagan has directed the heads of all Federal
departments and agencies to develop ¢ implement an
aggressive debt collection program tr includes the
following:

. I signation of an official with responsibility and
authorityv for debt collection.

. Preparation < a detailed review of issues affecting
the collection of debt, including an outline of the
actions to be tazken to resolve the issues and a
timetable for completion of the actions.

. Development of a plan for improved credit management
and more efficient debt collection in the future.

. Systematic reporting to OMB on the status of debt
collection improvement efforts.



REVISED BUDGET OUTLOOK

FY 1982 FY 1983 FY 1984

(dollars in billions)
.September Revis Outlay estimates ....eeweocooeacans $722.3 $769.0 $818.8

New savings prc »rsals

12% across—~t! -board FY 82 cut .iiieeeerencennanss B.4 5.3 3.8
Defense SlOW- DWIN t,eeeseeansosonssasosassscnsanass 2,0 5.0 6.0
Entitlements fOYmM ..iiiiieee ittt atascieatennnsoons 2.6 10.0 15,0
Subtotal ...ttt enesssrss st assaanes 13.0 20.3 24.8
Revised outlay stimates, net of new sévings Cereeen 709.3 748.7 794.0
" September Revis 1 Receipt estimates (.ieeiiieceeenvos 663.2 706.1 760.0
roposed revenue enhancement thru tax code changes . 3.0 8.0 11.0
evised receipt estimates, with new proposals .,..., 666.2 714.1 771.0
uture savings o be identified for FY 1983-1984 ... 0.0 11.7 23.0
Deficit targets .viveeeeseeesasentoncetoosasonssosoa 43,1 22.9 0.0

September 24, 1981
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into a volunteer effort to help solve many of America's social probl 1s.
Together we've begun to restore that margin of military safety that
insures peace. Our country's uniform is being worn once:.again with pride.

(Applause.)

Together we have made a New Beginning, but we have only
begun. No one pretends that the way ahead will be easy. In my
Inaugural Address last year, I warned that the "ills we suffer have
come upon us over several decades. They will not go away in days, weeks
or months, but they will go away, because we as Americans have the
capacity now, as we've had it in the past, to do whatever needs to
be done to preserve this last and greatest bastion of “reedom."

(Applause.)

The economy will face difficult moments in the months
ahead. But the program for economic recovery that is in place will
pull the economy out of its slump and put us on the road to prosperity
anéd stable growth by the latter half of this year.

And that is why I can report to you tonight that in the near
future the state of the Union and the economy will be better - much
better -- if we summon the strength to continue on the course that
we've charted.

And so the gquestion: If the fundamentals are in place, what
now?

Two things. First, we must understand what is happening at
the moment to the economy. Our current problems are not the product of
the recovery program that is only just now getting underway, as some
would have you believe; they are the inheritance of decades of tax and
tax and spend and spend.

Second, because our economic problems are deeply rooted and
will not respond to quick political fixes, we must stick to our carefully
integrated plan for recovery. That plan is based on four common-sense
fundamentals: continued reduction of the growth -in federal spending;
preserving the individual and business tax reductions that will stimulate
saving and investment; removing unnecessary federal regulations to
spark productivity; and maintaining a healthy dollar and a stable
monetary policy, the latter a responsibility of the Federal Reserve

System.

The only alternative being offered to this economic program
is a return to the policies that gave us a trillion dollar debt,
runaway inflation, runaway interest rates and unemployment.

The doubters would have us turn back the clock with tax
increases that would offset the personal tax-rate reductions already
passed by this Congress.

Raise present taxes to cut future deficits, they tell us.
Well, I don't believe we should buy their argument. There are too

many

MORE



imponderables for anyone to predict deficits or surpluses several
years ahead with any degree of accuracy. The budget, when I took
office, had been projected as balanced. It turned out to have one
of the biggest deficits in history.

Another example of the imponderables that can make defi-
cit projections highly gquestionable -- a change of only one percentage
point in unemployment can alter a deficit up or down by some $25 billion.
As it now stands, our forecast, which we are required by law to make,
will show major deficits starting at less than $100 billion and declining,
but still too high. More important, we are making progress with the
three keys to reducing deficits -- economic growth, lower interest rates,
and spending control. The policies that we have in place will reduce
the deficit steadily, surely, and in time, completely.

Higher taxes would not mean lower deficits. 1If they did,
how would we explain that tax revenues more than doubled just since
1876, yet in that same six-year period we ran the largest series of
deficits in our history. 1In 1980 tax revenues increased by $54 billion,
and in 1980 we had one of our all-time biggest deficits. Raising taxes
will not balance the budget -- it will encourage more government spend-
ing and less private investment. Raising taxes will slow economic growth,
reduce production, and destroy future jobs, making it more difficult
for those without jobs to find them and more likely that those who now
have jobs could lose them. So I will not ask you to try to balance
the budget on the backs of the American taxpayers. (Applause.)

I will seek no tax increases this year and I have no inten-
tion of retreating from our basic program of tax relief. (Applause.)
I promise to bring the American people -- to bring their tax rates
down and to keep them down, to provide them incentives to rebuild our
economy, to save, to invest in America's future. I will stand by my
word.

MORE



Tonight, I'm urging the American people: seize these new opportunities
to produce, to save, to invest and together we'll make this economy
a mighty engine of freedom, hope and prosperity again. (Applause.)

Now, the budget deficit this year will exceed our earlier
expectations. The recession did that. It lowered revenues and in-
creased costs. To some extent, we're also victims of our own success.
We've brought inflation down faster than we  thought we could
and have thus deprived -- (applause) -- and in doing this, we have
deprived government of those hidden revenues that occur when inflation
pushes people into higher income tax brackets.

And the continued high interest rates last year cost the
government about $5 billion more than anticipated.

We must cut out more non-essential government spending
and root out more waste and we will continue our efforts to reduce
the number of employees in the federal work force by 75,000.

The budget plan I submit to you on February 8th will
realize major savings by dismantling the Departments of Energy and
Education and by eliminating ineffective subsidies for business.

We'll continue to redirect our resources to our two
highest budget priorities, a strong national defense to keep America
free and at peace and a reliable safety net of social programs for
those who have contributed and those who are in need.

Contrary to some of the wild charges you may have heard,
this administration has not and will not turn its back on America's
elderly or America's poor. (Applause.)

Under the new budget, funding for social insurance programs
will be more than double the amount spent only six years ago. But it
would be foolish to pretend that these or any programs cannot be made
more efficient and economical.

The entitlement programs that make up our safety net for
the truly needy have worthy goals and many deserving recepients. We
will protect them.

But there's only one way to see to it that these programs
really help those whom they were designed to help. And that is to
bring their spiraling costs under control.

Today, we face the absurd situation of a federal budget
with three-quarters of its expenditures routinely referred to as,
"uncontrollable.™ And a large part of this goes to entitlement

programs.

Committee after committee of this Congress has heard
witness after witness describe
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mi y of these programs as poorly administered and rife with

waste and fraud. Virtually every American who shops in a

local supermarket is aware of the daily abuses that take place in
the food stamp program which has grown by 16,000 percent in the last
15 years. Another example is medicare and medicaid -- programs

with worthy goals but whose costs have increased from $11.2 billion
to almost $60 billion, more than five times-as much, in just 10
years.

Waste and fraud are serious problems. Back in 1980,
federal investigators testified before one of your committees that
"corruption has permeated virtually every area of the medicare and
medicaid health care industry." One official said many of the
] »ple who are cheating the syst were "very conf” lent that :
was going to happen to them." Well, something is going to happen.
Not only the taxpayers are defrauded, the people with real dependency
on these programs are deprived of what they need because avail ble
resources are going not to the needy but to the greedy. The
time has come to control the uncontrollable.

EY P

g

In August we made a start. I signed a bill to reduce
the growth of these programs by $44 billion over the next three
years while at the same time preserving essential services for
the truly needy. Shortly you will receive from me a message on
further reforms we intend to install -- some new, but others long
recommended by your own congressional committees. I ask you to
help make these savings for the American taxpayer.

The savings we propose in entitlement programs will
total some $63 billion over four years and will, without affecting
social security, go a long way toward bringing federal spending
under control.

But don't be fooled by those who proclaim that spending
cuts will deprive the elderly, the needy, and the helple 5. The
federal government will still subsidize 95 million meals every day.
That's one out of seven of all the meals served in America. Head
Start, senior nutrition programs, and child welfare programs will
not be cut from the levels we proposed last year. More than one-half
billion dollars has been proposed for minority business assistance.
And research at the National Institute of Health will be increased
by over $100 million. While meeting all these needs, we intend
to plug unwarranted tax loopholes and strengthen the law which
requires all large corporations to pay a minimum tax. (Applause.)
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I am confident the economic program we have put into
operation will protect the needy while it triggers a recovery that
will benefit all Americans. It will stimulate the economy, result
in increased savings and provide capital for expansion, mortgages
for homebuilding, and jobs for the unemployed.

Now that the essentials of that program are in place,
our next major undertaking must be a program -- just as bold, just
as innovative -- to make government again accountable to the people,
to make our system of federalism work again.

Our citizens feel they've lost control of even the
most basic decisions made about the essential services of government -
such as schools, welfare, roads, and even garbage collection. And
they're right. '

A maze of interlocking jurisdictions and levels of
government confronts average citizens in trying to solve even the
simplest of problems. They don't know where to turn for answers,
who to hold accountable, who to praise, who to blame, who to
vote for or against.

The main reason for this is the overpowering growth of
federal grants-in-aid programs during the past few decades.

In 1960, the federal government had 132 categorical
grant programs, costing seven billion dollars. When I took office,
there were approximately 500, costing nearly $100 billion -- 13
programs for energy, 36 for pollution control, 66 for social
services, and 90 for education. And here in the Congress, it takes
at least 166 committees just to try to keep track of them.

You know and I know that neither the President nor
the Congress can properly oversee this jungle of grants-in-aid;
indeed, the growth of these grants has led to the distortion in
the vital functions of government. As one Democratic
governor put it recently: The national government should be
worrying about "arms control not potholes." (Applause.)

The growth in thes federal programs has -- in the words
of one intergovernmental commission -- made the federal government
"more pervasive, more intrusive, more unmanageable, more ineffective
and costly and above all more unaccountable.”

Let's solve this problem with a single, bold stroke --
the return of some $47 billion in federal programs to state and
local government, together with the means to finance them and a
transition period of nearly 10 years to avoid unnecessary
disruption.

I will shortly send this Congress a message describing
this program. I want to emphasize, however, that its full deta:
will have been worked out only after close consultation with
congressional, state and local officials.
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Starting in fiscal 1984, the Federal Government will
assume full responsibility for the cost of the rapidly growing
medicaid program to go along with its existing responsibility for
medicare. Aspartof a financially equal swap, the States will simul-
taneously take full responsibility for aid to families with dependent
children and food stamps. (Applause)

This will make welfare less costly and more respon:
to genuine need because it will be designed and administered ¢ Jser
to the grassroots and the people it serves.

In 1984 the federal government will apply the full pro-
ceeds from certain excise taxes to a grassroots trust fund that will
belong in fair shares to the 50 States. The total amount flowing
into this fund will be $28 billion a year.

Over the next four years the States can use this money
in either of two ways. If they want to continue receiving federal
grants in such areas as transportation, education, and social ser-
vices, they can use their trust fund money to pay for the grants, or
to the extent they choose to forego the federal grant programs they
can use their trust fund money on their own for those or other pur-
poses. There will be a mandatory pass-through of part of these
funds to local governments.

: By 1988, the states will be in complete control of over
40 faderal grant programs. The trust fund will start to phase out,
eventually to disappear, and the excise taxes will be turned over to
the scates. They can then preserve, lower, or raise taxes on their
own and fund and manage these programs as they see fit.

In a single stroke we will be accomplishing a realign-
ment that will end cumbersome administration and spiraling costs at
the federal level while we insure these programs will be more respon-
sive to both the people they are meant to help and the people who pay
for them.

Hand in hand with this program to strengthen the ¢’ scre-
tion and flexibility of state and local governments, we are proposing
legislation for an experimental effort to improve and develop our
depressed urban areas in the 1980s and 1990s. This legislation will
permit states and localities to apply to the federal government for
designation as urban enterprise zones. A broad range of special
economic incentives in the zones will help attract new business, new
jobs, new opportunity to America's inner cities and rural towns.

Some will say our mission is to save free enterprise.
! l, I say we must free enterprise so that together we can save
} rica. (Applause)
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Some will also say our states and local communities
are not up to the challenge of a new and creative partnership.
That might have been true 20 years ago before reforms like re-
apportionment and the Voting Rights Act, a ten-year extension of
which I strongly support. 1It's no loager true today.

This administration has faith in state and local governments
and the constitutional balance envisioned by the Founding Fathers.

We also believe in the integrity, decency and sound
good sense of grassroots Americans.

Our faith in the American people is reflected in another
major endeavor. Our Private Sector Initiatives Task Force is seeking
out successful community models of school, church, business, union,
foundation and civic programs that help community needs.

Such groups are almost invariably far more efficient than
government in running social programs. :

We're not asking them to replace disgarded and often
discredited government programs dollar for dollar, service for service.
We just want to help them perform the good works they choose and
help others to profit by their example.

Three hundred and eighty-five thousand corporations and
private organizations are already working on social programs ranging
from drug rehabilitation to job training. And thousands more Americans
have written us asking how they can help.

The volunteer spirit is still alive and well in America.
(Applause).

Our nation's long journey towards civil rights for all
our citizens, once a source of discord, now a source of pride, must
continue with no backsliding or slowing down. We must and shall
see that those basic laws that guarantee equal rights are preserved
and, when necessary, strengthened.

Our concern for equal rights for women is firm and un-
shakable. We launched a new Task Force on Legal Equity for Women
and a Fifty-States Project that will examine state laws for discriminatory
language. And for the first time in our history, a woman sits on
the highest court in the land. (Applause.)

So, too, the problem of crime -- one as real and deadly
serious as any in America today. It demands that we seek transformation
of our legal system which overly protects the rights of criminals
while it leaves society and the innocent victims of crime without
justice.

We look forward to the enactment of a responsible Clean
Air Act to increase jobs while continuing to improve the guality of
our air. We're encouraged by the bipartisan init ative of the House
and are hopeful of further progress as the Senate continues its
deliberations.

So far, I've concentraf
1e :
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a subject I intend to address in detail in the near future. A
few words, however, are in order on the progress we've made over

the past year
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reestablishing respect for our nation around the globe and some of
the challenges and goals that we will approach in the year ahead.

At Ottowa and Cancun, I met with leaders of the
major industrial powers and developing nations. Now, some of those
I met with were a little surprised that I didn't apologize for America's
wealth. Instead, I spoke of the strength of the free marketplace system
and how that system could help them realize their aspirations for economic
development and political freedom. I believe lasting friendships were
made and the foundation was laid for future cooperation.

In the Caribbean Basin, we are developing a program of
aid, trade and inv s;tment incentives to promote self-sustaining growth
and a better, more secure life for our neighbors to the South. Towards
those who would export terrorism and subversion in the Caribbean and
elsewhere, especially Cuba and Libya, we will act with firmness.

Our foreign policy is a policy of strength, fairness and
balance. By restoring America's military credibility, by pursuing
peace at the negotiating table wherever both sides are willing to sit
down in good faith, and by beginning or regaining the respect of
America's allies and adversaries alike, we have strengthened our
country's position as a force for peace and progress in the world.

When action is called for, we are taking it. Our
sanctions against the military dictatorship that has attempted to
crush human rights in Poland -- and against the Soviet regime behind
that military dictatorship -- clearly demonstrated to the world that
America will not conduct "business as usual" with the forces of

oppression. (Applause.)

If the events in Poland continue to deteriorate, further
measures will follow. Let me also note that private American groups
have taken the lead in making January 30th a day of solidarity with the
people of Poland. So, too, the European Parliament has called for
March 21lst to be an international day of support for Afghanistan.

Well, I urge all peace-loving peoples to join together on those days,
to raise their voices, to speak and pray for freedom.

Meanwhile, we are working for reduction of arms and

military activities. As I announced in my address to the na:zion last
November 18th, we have proposed to the Soviet Union
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"God bless America," and then thanked us for bringing him home.
(Applause.) .

Just two weeks ago, in the midst of a terrible tragedy
on the Potomac, we saw again the spirit of American heroism at
its finest -- the heroism of dedicated rescue workers saving:
crash victims from icy waters. And we saw the heroism of one of
our young government employees, Lenny Skutnik, who, when he saw
a woman lose her grip on the helicopter line, dived into the water
and dragged her to safety. (Applause.)

And then there are countless quiet, everyday heroes
of American life -- parents who sacrifice long and hard so their
children will know a t :ter life than they've known; church and
civic volunteers who help to feed, clothe, nurse and teach the
needy; millions who have made our nation, and our nation's
destiny so very special -- unsung heroes who may not have realized
their own dreams themselves but then who reinvest those dreams in
their children.

Don't let anyone tell you that America's best days
are behind her -- that the American spirit has been vanguished.
We've seen it triumph too often in our lives to stop believing in
it now. (Applause.)

One hundred and twenty years ago, the greatest of
all our presidents delivered his second State of the Union message
in this chamber. "We cannot escape history," Abraham Lincoln
warned. "We of this Congress and this administration will be
remembered in spite of ourselves." The "trial through which we pass
will light us down in honor or dishonor to the latest generation."”

That President and that Congress did not fail the
American people. Together they weathered the storm and preserved
the Union.

Let it t said of us that we, too, did not fail; that
we, too, worked together to bring America through difficult times.
Let us so conduct ourselves that two centuries from now, another
Congress and another President, meeting in this chamber as we
are meeting, will speak of us with pride, saying that we met the
test and preserved for them in their day the sacred flame of
liberty -- this last, best hope of man on Earth.

God bless you. Thank you. (Applause.)

END 9:46 P.M. EST





