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Attached is the analysis of the numbers
used in the President's speech.

Please consider it in the spirit in
which it was prepared--to be helpful

and to help all of us avoid any
troubles.
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David L. Chew
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2 s ot
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to the Secretary
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Notes on President's Speech

The population growth is real. The spending figure is mostly
inflation. Treasury suggested the real growth figure for the
budget - up 96 percent in real terms, four times the growth in
population - as a still startling but more valid comparison.

The percentagé, according to Treasury calculations, was from
11¢ to 13¢ on the dollar in 1960 to about 18¢ in 1980, depending
on definitions, but not a doubling.

Treasury cannot verify this figure.

The source for this datum is outdated. A firmer and more recent
figure is needed, and would show a larger number.

The regulatory burden is a soft but reasonable number; but this
paperwork figure seems high.

This 1-1% percent figure understates inflation over this period,
1946-1971, which averaged just under 3 percent per year. It is
reasonably accurate for 1948-1965, when inflation averaged 1.6%
(CPI).

a. Inflation does not get out of control by itself. Only a
deliberate and sustained acceleration in monev creation can do
that. This inevitability argument distracts attention from the
fact that inflation can be brought down, and fairly quickly, by
proper monetary policy. This is a key point in the President's
program, and one he will emphasize within a week in presenting
his package to the Hill and the nation.

b. This use of radioactivity as a scare word interferes with
efforts to reinvigorate the nuclear power industry to reduce
dependence on foreign oil. The reprocessing, waste disposal,
safety and licensing questions are already politically sensitive
areas in which legislation supported by the Administration will
fare tough sledding.

The groundwork was laid in the previous paragraph that inflation
is too much money chasing too few goods.

This was the spot to say, very simply, that even
as we have been printing too much money, we have let high tax
rates, red tape and regulations strangle the production of goods;
that we are messing up both parts of the inflation equation. The
war paragraph is a very obscure way of saying that.

a. Is this an effort to measure federal, state and local taxes
as a percent of wages and salaries of working age people as
opposed to as a percent of all income of all taxpavers? Treasury
would like to refine this number.
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b. More fundamentally, whatever has happened to the average
tax burden, the burden at the margin on any additional earnings
has risen much higher, and is at the heart of our troubles with
inadequate incentives to work, save and invest. It is also

at the heart of the President's economic package which focuses
on marginal tax rate reduction.

This "by-what-date-do-you-finish-paying-your-taxes-each-year"
approach is a poor example which should be changed in later
speeches. It is backwards from the marginal tax rate problem.

In fact, the first few months someone works he pays no income
tax, until his income exceeds the family's personal exemptions
and standard deduction. Then his next few weeks' income is in
the 14 percent bracket; the next month's income in the 16 percent
bracket; and so on up to 25 percent, 30 percent, 50 percent or

70 percent (unearned income) by November or December. At some
point, the added income is not worth the added effort.

Paraphrasing a speech by President Coolidge on this very point:
"Suppose the government taxed you 20 percent of the money you
earned on Monday, 30 percent of the monev you earned on Tuesday,
and so on up to 70 percent of the money you earned on Saturday,
how many days a week would you work?2"

In fact, all these rates have been rising, and people are,
metaphorically, quitting around noon on Wednesday, instead of

5 p.m. Friday. Increasingly, people work less and, in particular,
save less, invest less, and take fewer risks.

Business taxes are partly passed forward to consumers in higher
prices, and partly passed back to labor and shareholders as lower
wages and dividends. People suffer in all their roles, not just
as consumers. But the last sentence is absolutely correct - only
people pay taxes.

11 and 12. This is not correct. Real standards of living are rising.

Average after tax wages have fallen per worker as low paying low
productivity jobs have been added in recent years. But only in
and near recessions has the takehome pay of a particular worker
tended to fall over time. Family income has risen in real terms,
particularly as more have become two worker families, and per
capita income has been rising. Fixed income families, those
squeezed out of credit markets by government borrowing, those
unemployed, and certain depressed industries are hurting. But
the sweeping generalization is inaccurate.
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ONLY BEEN HERE 16 DAYS.
[::1 A1 GRATEFUL THAT THE
HOUSE OF REPRESENTATIVES, Jl
IN A SHOY OF RESPONSIBLE Ok (244
BIPARTISANSHIP, VOTED TODAY ?11{11i1tflﬂ7\“/'
TO INCREASE THE DEBT CEIL- , £2
ING. T HOPE THE SENATE WILL 1) NAQL o5
TAKE THE SAME ACTION
TOMORROW SO THAT THE
GOVERNMENT CAN HOMOR ITS
OBLIGAT19@§L:]@EFORE WE
REACH THE DAY WHEN WE CAN
REDUCE THE DERT CEILING WE
MAY, IN SPITE OF QUR BEST
EFFORTS, SEE A NATIOMAL
DEBT IN EXCESS OF A
TRILLION DOLLARS. THIS IS
A FIGURE LITERALLY BEYOND
OUR COMPREHENSION,

WE KNOW NOW THAT
INFLATION RESULTS FROM ALL
THAT DEFICIT SPENDING,
GOVERMMENT HAS OMLY TWO
YAYS OF GETTING MONEY
OTHER THAN RAISING TAXES.
IT CAN GO INTC THE MONEY
MARKET AND BORROY,
COMPETING WITH ITS OWNM
CITIZENS AND DRIVING UP
INTEREST RATES, WHICH IT
HAS DONE, OR IT CAM PRINT



MONEY, AND IT‘S DONE THAT.
BOTH METHODS ARE
INFLATIONARY,

WE'RE VICTIMS OF
LANGUAGE, THE VERY YCRD
“INFLATION" LEADS US TO
THINK OF IT AS HIGH PRICES,
THEM, OF COURSE, YE RESENT
THE PERSON WHO PUTS ON
THE PRICE TAGS
FORGETTING THAT HE OR SHE
IS ALSO A VICTIM OF
INFLATION, INFLATION IS
NOT JUST HIGH PRICES,

IT IS A REDUCTION IN THE

VALUE OF OUR MONEY. WHEN

THE MONEY SUPPLY IS
INCREASED BUT THE GOODS
AND SERVICES AVAILABLE FOR
BUYING ARE NOT, WE HAVE
TOO MUCH MONEY CHASING

TOO FEW GOODS.

WARS ARE USUALLY
ACCOMPANIED BY INFLATION,
EVERYONE IS WORKING OR
FIGHTING BUT PRODUCTION IS
OF WEAPONS AND MUNITIONS,
NOT THINGS WE CAN BUY AND
USE.

TR



ONLY BEEN HERE 16 DAYS.(3)

I AM GRATEFUL THAT THE
HOUSE OF REPRESENTATIVES,
IN A SHOW OF RESPONSIBLE
BIPARTISANSHIP, VOTED TODAY
TO INCREASE THE DEBT CEIL-
ING, 1 HOPE THE SENATE WILL
TAKE THE SAVME ACTION
TOMORROW SO THAT THE
GOVERNMENT CAN HONOR ITS
OBLIGATIONS. BEFORE WE
REACH THE DAY WHEN WE CAM
REDUCE THE DERT CEILING WE
MAY, IN SPITE OF OUR BEST
EFFORTS, SEE A NATIONAL
DEBT IN EXCESS OF A
TRILLION DOLLARS. THIS IS
A FIGURE LITERALLY BEYOND
OUR COMPREHENSION,

WE KNCW NOW THAT
NFLATION RESULTS FROM ALL
THAT DEFICIT SPENDING,
GOVERNMENT HAS ONLY TWO
MAYS OF GETTING MONEY
OTHER THAN RAISING TAXES,
IT CAN GO INTC THE MONEY
MARKET AND BORROY,
COMPETING WITH ITS OWM
CITIZENS AND DRIVING UP
INTEREST RATES, WHICH IT
HAS DONE, OR IT CAM PRINT
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MONEY, AND IT’S DONE THAT.-
BOTH METHODS ARE
INFLATIONARY .

WE'RE VICTIMS OF
LANGUAGE, THE VERY WORD
“INFLATION” LEADS US TO
THINK OF IT AS HIGH PRICES,
THEY, OF COURSE, YE RESENT
THE PERSON WHO PUTS ON
THE PRICE TAGS
FORGETTING THAT HE OR SHE
IS ALSO A VICTIM OF
INFLATION. INFLATION IS
NOT JUST HIGH PRICES,

IT IS A REDUCTION IN THE
VALUE OF OUR MONEY. WHEN
THE MONEY SUPPLY IS
INCREASED BUT THE GOODS
AND SERVICES AVAILABLE FOR
BUYING ARE NOT, WE HAVE
TOO MUCH MONEY CHASING

TOO FEW GOODS.

WARS ARE USUALLY
ACCOMPANIED BY INFLATION,
EVERYONE IS WORKING OR
FIGHTING BUT PRODUCTION IS
OF WEAPONS AND MUNITIONS,
NOT THINGS WE CAN BUY AND
USE.
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THE WHITE HOUSE

WASHINGTON

February 4, 1981

MEMORANDUM FOR DICK DARMAN ——

FROM: KEN KHACHIGIAN

An important part of the President's speech was omitted
by accident. Attached are two paragraphs that belong on
page three of the speech. The latter paragraph is
totally new, while the first paragraph has been rewritten
in order to jibe with the second.



Too many Americans are also painfully aware of the
sluggish condition of our economy. Last year's recession
pushed unemployment rates from about 6 percent to nearly
7% percent. Numbers cannot adequately measure the human
suffering this implies.

Finally, it is also clear to me that the terrible state
of our economy has been very harmful to our foreign policy.
Clearly, we cannot enjoy a position of international
strength unless we put our domestic house in order. We
cannot expect to have confident allies unless thcy have

confidence in our economy.
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Too many Americans are also painfully aware of the sluggish
condition of our economy. Last year's recession pushed unemployment
rates from about six percent to ik nearly 7% percent. Numbers
cannot adequately measure the human suffering this implies.

Finally, it is also clear to me that the terrilzle state of

our e cconomy has been very harmful to our m

Clearly, we cannot == enjoy a position of international

We
strength »SasEEw unless we put our domestic house in order. aﬁ’

wnle®
cannot expect to have stz confident allies ﬁn they have

confidence in our economy.



I have asked for this time tonight to give you a-report on
the state of our Nation's economy. £ few days ago I was preseinted
with a report I had askéd for ~~ a comprehensive audit if you will
of eur économic condition. You won't like it, I didn’t like it,
bgt we have to face the truth and then go to work to turn things
around. And make no mistakz about it, we can turn them around.

I'm not going to.subject you tb the jumble of-charts, figures,
and economic jargon of that audit but rathgr wiil try to explain
where we are, how we got thére, and how we can get back.

'First, however, leti me just give a few "attention getters"”
from the audit. The Federal budget is out of control and we

ok almst™ ,

face runawayAdeficits, $80 billion for this budget year that

S eptesber 20. . _
ends okebewmk. That deficit is larger than the entire Federal

.

: o o will e
budget in 1955 and so is the,$80 billion we n&w—pay in interest
o3t

on the national debt gﬁgey year.

Twanty years ago in 1960 our Fede;al Goﬁernment payroll
wés less than $13 billion. Today it is $75.billibn; During
these twenty years, our population has only increasod by

23.3 ' : .
=g=3 percent. The Federal budgst has gone up 5%9 percent,

We have just had twd years of back-to-back double digit
inflation, 13.3 percent in 1979 -- 1Z2.4 percent last year. The
last time this happenad was in World War I.
© In 1960 mortgage interest rates averaged about 6 percent.
They are 2% times as high now, 15.4 percent. The percentage of

your ecarnings the Federal Government took in taxes in 1980 has
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Livitkedn Rendency o gE .. e all had & band in looking to

~rweacament for benefits |as 10 government had some . source of

viororin other than oux darning=. Mray if not most of th- things

we Lhought of or that gagve: mment oifered to us seoned attraétive.
In the years following the 2nd World ﬁar it was easy (for

avhile at least) to overilookx the price tag. Our °.‘come nore

/ :

than doubled in the 25 yjears after the War. We increased our

‘—. e
take home pay in those 25 years by more than we hacin

all the preceding. 150 years put together, Yes there was some
legy than 3 '
inflation, “I==m=dde.percent, that didn't bother us. But if we

look back at thoquégig; A§;;E§>we recall that even then voices

had been raised warning that inflation, like radiocactivity, was

cumulative and that once started it could get out of control.
Som: government programs secemed so worthwhile that borrowing
to fund them didn't bother us. ‘
~ ‘ #3
By 1960 our national debt stood at #¢2## billion. Congress
in 1971 decided to put a ceili;%ng $400 billion on our ability
to borrow. Today the debt is illion. So-called temporary
or extensions . ,
increases®in the debt ceiling have been allowed 21 times in
these 10 years and now I must ask for another increasc in the
debt ceiling or the govermaent will be unable to function past‘
the middle of February and I've only been here 2 x&’ Ve
weeks
face in the near future a public debt that could exceed a
trillion dollars. This is a figure literally beyond our

-—

comprehension.




kunow now nt inflation a2l that

[ g | hes  been Pu-len by
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nfiein spending* Coveynncet has only L.o waye of getting

.oney other than raisiry taxes. It can go into the money
\ -
parkoet and borrow, cvomrpqgting with its own citizens and driving

up interest rates, whicl it has done, or it can PX int money,

‘ The consequence hes beer Mising in€ lchon ang .
al’;d it'S do,rle that- . ) 8 o= 2 25 g s e : .. % : “‘0'3 .nﬂm m
[}

We're victims of language, the very word "inflation" leads

us to think of it as high prices. Then, of course, we

resent the person who puts on the price tags forgetting that

he oxr she is also a victim of inflation. _Enfla’:ion is not %—

o mices,, it is a reducti =2 in the value of our monea Whén

the money supply is increased but the goods and services available

for buying are not, we have too much money chasing too few

goods. ;
Wars e usually acpompqnied by infjd#tion. Everyone i

or fighting but preduction i of wéapons and muniézi;s

" things we can buy and use. |

: Sy
One way out would®be to raise taxes so that government

need not borrow or print money.  But.in all these years of
government growth we've reachea == indeed surpassed == the
ability of our people to becar an incféase in the tax burden.
Prior to World War II,.taxes were such that oan the average
we only had to work ”::L&.weeks each year to pay our |

total Pederal, state, and local tax bill. Today we have to {

wOrk dwe—mpewsm 5 @ months to pay that bill. ,///j

o~



T
Vi

e A R R Civhe o BT IO e e B S T

e = e E . N oy [ 5 G . 18 . o NE
GO GRS A el SRR s cner LA SNy Q.G .
: ~ o N ,\ ; ; 5
s L Jge s ernedl ittt sy Lhae we gfe Loing prics g

N
¥ S Yo FN s G IS5 : Be Jmaaes o 2 i S P = - SHIE T =
Lo T e aus s aviale A mah_cL.! Lt DU s nas it pans dbs cosin oF

tlis eusloror 10 the

gor e _cion and that intludes Loncs,

e
o
Ui

Gt oL

nriow of the product. | Only poople pey bad

——

Covearament first uses business in a kind of snzaky way to

help collect the taxes. Today, this once great industrial

giant of ours has the lowest rats of gain in productivity of

virtually all the industrial rations with whom we must coins

Soe
in the world market. We can't even hold our own mariet here in
America against foreign automohiles, steel, and a number of
othe: products.
80 percent

Japancse production of automobiles is et oo tef™

p2r worker as it is in America. Thz Japancse steel workevs
: . obet &Y

catb-preduces his Anerican counterpart by i 2B porcoent.

This isn't bascause they are better workers. I1I'll match
e American working man or woman against anyone in the woxld.
But we have to give them the modern tools ard equipment theat
welere in the obher industrial nations hove.

We inventoed the assanbly line oud mass producstion, Lut
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vins govarmaznt borrowing have prevented us {rom updating

plect and cquidpw When capital investment is made it is
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I:Cessive ragation ol Hpcividunds  has fubbod ug of incentive
WG e BUE Lilwe unprofitabln,
e onece produced about 40 percent of the world's steel.
e r.ow produce 19 pérccnt.

We were once the gneaﬁest producer of automobiles,

i r . Tn *kt_ﬁhs+ your
producing more than all the rest of tha world combined. ke
st~ the major aﬁﬁo companies in our land have sustained
tremendous losses eeESCETRENG aﬁd have been forced'to
lay off thousands of workers.

All of you who are working know that even wiih cost of
living pay raises you can't keeé up with inflation. In our
progressive tax system as you increase the number of dollars
you earn you find yourself moved up into higher tax brackets,
paying a higher tax rate just for trying to hold your own.

The result? gstandarlﬂ of living M is going
down. -

Over the past decades we've talked of curtailing govermment
spending so that then we éan lower the tax burden. Sowetimes
wa've even taken a run at doing that. But always we held that
taxes couldn’t be cut untii spénding was reduccd. Well,lwe
can lectuce our children about extravagance until we run out of
ve-ice and breath. Or we can cure their extravagance simply
by reducing their allowznhce.

It is time to recogpize that we have come to a turning
point. We are faced with an economic calamity of tfemendous

proportions and the old business as usual treatwent can't save us.
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to ehnoss betwoeen intlation cad uneaployment —— they go hang in

hand. TIt's time to try scnzthing different and that's what
14

viellre Saon i Ee ol

Ve've alread” placed & froceze on hiving replaccouwonts

who retice or leav: covernmant service. We

Joe

orderc? a ent in government traivel, wwdeeed tho nuinber of

consulienis Lo the governning, and oeeeemess {h LDoving of office

. v P sale = s o e eaa Rl o
&l = b o EEueEs SRDRRERCE IR O E 0 ) 2ol e Sl ]

: ~ S e s
nean st BRaidl Elake SUpr Al teslat Vilce Beosuder s i
= ~ e gt - o e R e o MY . < EL e s wa N 3 Qe Noys i e T
fiey i e lgi e et s R el el el e el S s G G SR e TR e

wnld result in nmore doas

OmC. Snl last we have cli

(= .

of the Covneil on Wage and Price Stability.




o . = “ ! - =} o o « = - b
et Tom w . ) o Staine S : e e R
) ; ol Vo : U e - e e (G e
S st . 1 = . G ye ane ey Gl S Sy ;

government. It is =y belief that these actuzl budget cuts
will only be part cZ the savings. NMAs ews Cubinet Scecretaries

take charge of their deparitments, Lthey will scarch oul areas

of wvaste, extravagance, and ‘ministrative overhead

which could yield substantisl reductions.

t go forward

At the same tinmz we are doing this, wo n

with a tax reliz=f pacgkags. T shall ask for a 10 percent
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of the next thres yeszrs. Proposals will alsc be

for acecelerxated depz=cialion allevances far business to

nrovide necassary ¢z el so as to ercete jobs.
J. <% e

3 e S e o < Sl T iy
Haw ez e adgata, in say:ing vthis, [ 4

G

IS Rte e ai B ana e e R o o O\twcf‘ cor s s ndine o

s

cemm iy [ S S— 4
Doy e ,’Lk.ll!‘,/rll(‘-')c. ass

wvhot our progrem is intended te do. Budge: cuvs can sound

i

Wiz are going tc reduce govornuent

S|

Joviaxr

el

lovel than was spant 1 yeal bhelione. Cas et EhE

Bavdgats will incxcerse as our population increasss and cach year



ot

neels,

wolll oo spending incerdases U match our egesees. Government
reve srn will increase as the cconomy grows but -the burden
wili e lighter for‘u&ch inﬁfvid"tl pecause the ceconomic base
will have been expanded Uy reason of the redﬁceé’!gtes.

Lt me show you a chart I've had drawn to illustratc how
this can be. Here you spe 2 slanting lines. The bottom line
shows the increase in tak revenues. The red line on tep is
the increase in goVernmént spending. éoth lines turn sharply
upward reflecting the giant tax increase already built into the
system'for this year 1981l and the increases in spending built:
into the '81 and '82 budgets and on into the fﬁture.

As you can see, the spending line rises at 5 steeper
slant than the revenue line and does so increasingly towérd
the end. That ever-widening gap between.those lines measures
the constant deficits we've bezn running including this year's
$80 billiég?geficit. g

Now wm the dotted lines represent the reduced rate of
increase that will follow if Congress accepts dur economic program.-
Both lines continue to rise allowing for necessary growth but
they don't rise as steceply and tﬁé gar narrows as spending

culbs coitinue over the ngxt few yecars, until finally the two

lines come together meanilng a balanced budget'and the end of & n‘jor Couse

inflation.
are Aetecmined Fhat this will M‘n Aunz'uﬁr Administralion ,
VIO dliretreiipiielsiieeieeggmgee. Bt that point tax

revenuss in spite of reductions

LW

will be increcasing faster
than cpending which meand we can hawe further reductions in

tho tex rates.
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T ell of this we will of course work closely with the
<oral reserve Sysiom toward the objective of a stable monatary

ML EN

\
Ovr spending cuts will not be at the expensce of the truly

roedy. We will, howevef, seck to eliﬁinate benefits to those
who are not really gualificd by reason of need.

As 1've saia before, on February 18th, I will present this’
econoiric package of budget reductions and tax reform to a
joint session of Congress and to you in full detail.

Our basic system is gound, W can. ﬁith compassion,
cbntinue to meet our resansibilify to those who through no
fault of their own need oﬁf help. We can meet fully the other
legitimate responsibilitieés of govermment. We cannot continue
any.longer our wasteful ways at the expense of the workers of
this land or our children.

Since 1960 our governhcnt has spent $5.1 trillion; our

, 2 o9 ' -
debt has grown by &® billion. Prices have exploded by
178 percent. How much betiter off are we for it all? We all
in Many Lays _
know,?we are very much wornse off.

When we measure how Hérshly these years of inflation,.
lover productivii;g and uncontrolled §0vernmant :ﬂ::gghhave
a“fected our lives, we knaw we nmuslt act and act now.

We must not be timid.

We will restore the fireedom of all men and women to excel
and to create. We will unleash,thg cnargy and genius of the

Fmerican people -- traits which have never failed us.
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coupsoction and I beliepe we can go forward in a bi-partizan
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I have found a real willingness to cooperate on the part of
bamecrats and members of my own Party.

Branch of government and

foe

To my colleagues in the Executiv

Lty

to all Federal employees I ask tha* we work in thé_spirit of
sexvice. .

I urge those great institutions in America -- business and
labor -~ to be guided by the national interest and I'm
confident they will. The only special interest we will serve
is the inte;est of the people.

We can create the incentives which take advantage of the
genius of our economic system —-- a system, as Walter Lippmann
observed more than 40 years ago, which for the first time in
history gave men "a way ©f producing wealth in whiéh the goodA
fortune of others multiplied their own."

Our ain ié to increase our national wealth so all will
have more not just redistiribute what we already have whiph is
just a sharing of scarcity. We can begin by rewarding hard work
and risk-taking, by foxcing this government to live within
its meens.

Over the years we have let negative economic forces ruﬁ
out of control. We have stalled the judgment day. We no

longer bhave that luxury.



And to you iy fellow citizens, let us join in a ncw
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dotermin Lion to rebu the foundations of our society; to

-

work together to sct respoensibly. Let us do so with the most

»rofound respect for that which must be prascrved as well

-~

K

as with sensitive un@eist“ndjng and compassion for those who must
be protected.

We can leave our children with an unrepayeble massive debt
and a shattered economy or we éan leave them libefty in a land
where every individual has the opportunity to be whatever God
intended them to be. All it takes is a little common sense
and recognition of our own ability. ngether we can forge a
new beginning for Ameriga.

Thank you and good night.



THE WHITE HOUSE

WASHINGTON

February 5, 1981

MEMORANDUM FOR DISTRIBUTION

FROM: Kenneth L. Khachigian

We are still reviewing some of the data in the speech.
Please do not circulate other than for review purposes.
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I ha¥e—asked tonlght to ﬁ?iﬁ you a report on

T rgref U Hhef n2 ave 1V

the state of our Nationls economy A A few days ago I was presented

with a report I had asked for -- a comprehensive audit if you will

) J
of our economic conditian. You won't like it, I didn't like it,
but we have to face the truth and then go to work to turn things
around. And make no mistake aboﬁt itj we can turn them around.

I'm not going to subject you to the jumble of charts, figures,
and economic jargon of that audit but.rather will try to explain.
where we are, how we got there, and how we can get back.

First, however, let me just give a few "attention getters"

from the audit. The Federal budget is out of control and we

face runaway deficits, $80 billio

Sepfente, 30

ends Octebef—;~ That deficit is larger than the entire Federal

. " ah' v
budget in 1957 and so is the $80 billion we #pay@
151 :

'

on the national debt

Twenty years ag6 in 1960 our Federal Government payroll
was less than $13 billion? Today it is $75 billion. During
these twenty years, our population has only increased by
26.3 percent. The Federal budget ﬁas gone up 529 percent.

We have just had twg years of back-to-back double digit
inflation, 13.3 percent in 1979 -- 12.4 percent last year. The
last time this happened was in World War I.

In 1960 mortgage interest rates averaged about 6 percent.

They are 2% times as high now, 15.4 percent. The percentage of

your earnings the Federal Government took in taxes in 1960 has



almost doubled. And finally there are 7 million Americans caught
ub in the personal indignity and human tragedy of unemploymant.
If Lthey stood in a line -- allowing 3 feet for ecach person -- tho
line would reach from the Coast of Maine to California.
%ﬁ”ﬂ Well, so much for the audit itseli;) Let me try to put
this in personal tecrms. Here is a dollar such as you carned,
spent, or saved in 1960, lere is a quarter, a dime, and & penney -—-
36¢. Thirty-six cents is what this 1960 dollaxr is worth todav.
Ard if the prescnt inflation rate should continue a couple more
ycars, that dollar of 1960 will be worth a a@;;j&?,

What has happenced to that American dream of owning a home?
Only ten years ago a family could buy a home and the monthly
payment averaged little more thars a gquarter -- 27¢ out of each
dollar earned. Today ik takes 42¢ out of every dollar of income.

A ‘/"M'V #'FSd‘

So, fewer than 1 out of 11 families can afford to buy a home.

Regulations adopted by government with the best of intentions

have added $666 to the cost of an autmobile. It is estimated
that altogether regulations of every kind, on shopkespers,
farwers, and major industries add $100 billion to the cost of
the goods and services we buy. And then ancther $20 orxr $30
billion is spenl by government handling the paperwork created
by thosc regulations.

I'm surc you arc getting the idea that the audit presented
to mz found government policies of the last few decades
responsible for our economic troubles. We forgot or just

overlooked the fact that government -- any goverament has a
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built-in tendency to gr¢w. We all had a hand.in looking to
government for benefits as if government had some source of
revenue other than our earnings. Maﬁy if not most of the things
we thought of or that ggvernment offered to us seemed attractive.

In the years following the 2nd World War it was easy (for
awhile at least) to ovenlook the price tag.- Our income more
than doubled in the 25 ylears after the War. We increased our
take home pay in those 25 years by more than we had amassed in
all the preceding 150 yehrs put together. Yes there Qas‘some
inflation, 1 6r 1% percega?giiat didn't bother us. But if we
look back at those golden years we recall that even then voices
had been raised warning that inflation, like radioactivity, was
cumulative and that once started it could get out of control.
Some government programs seemed so worthwhile that borrowing
to fund them didn't bothér us.

By 1960 our national debt stood at $291 billién. Congress
in 197) decided to put a ceiling of $400 billion on our ability
to borrow. Today the debt is $931 billion. So-called temporary
increases in the debt ceilling have been allowed 21 times in
these 10 years and now I mespk ask for another increase in the
debt ceiling or the government will be unable to function past

G . .
the middle of February and I've only been here ,}:E? f. et

tridIi . This is a figure literally beyond our

comprehension.
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We know now that ihflationris~the~:fﬁﬁdx—eé all that

deficit spending. Government has only two ways of getting
‘money other than raising taxes. It can go into the money
market and borrow, compg¢ting with its own citizens and driving
up interest rates, which 1t has dono, or it can prlnt money,

and it's dgne that.

We're victims of lgnguage, the very word "inflation" ieads
us to think of it as high prices. Then, of course, we
resent the person who puts on the price tags forgetting that
he or she is also a victim of inflation. Inflat.ion is notA
high prices, it is a reduction in the value of our.money. ‘When
the money supply is increased but the goods and services available
for buyiﬁg are not, we ﬁpve too much money chasing too few
goods.
Wars are usually ac¢tompanied by inflation. Everyone is
working or fighting but production is of weapons and munitions
not things we can buy and use. -
One way out would be to raise taxes so that government
need not borrow or print money. But in all these years of
: government growth we've reached -- indeed surpassed -- the,z“;“dyérg&“7

Gtﬂfgb<hﬁllity of—owr—peeple to bear an increase in the tax burden.

Prior to World War II, taxes were such that on the average
S

14 r we only had to work betwdenwggor 6~weeks each year to pay our
K

total Federal, state, and local tax bill. Today we have to

work between 5 or 6 months to pay that bill.
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Some say shift the tax burden to business and industry but
business doesn't pay taxes. Oh, don't get the wrong idea,
business is being tgxed, so much so that we are being priced
out of the world market. But business must pass its costs of

operation and that includes taxes, onto the customer in the

price of the' product. Only people pay taxes -- all the taxes.
Government first uses business in a kind of sneaky way to ﬁg(
MW%MMMMMW
help collect the taxes. Today, this once great industrial aﬁif“*i?
SR ¢
giant of ours has the lowWwest rate of gain in productivity of ¢ J -

virtually all the industfkial nations with whom we must compete
in the world market. We can't even hold our own market here in

America against foreign automobiles, steel, and a number of

other products. L
it Fury'ee
Japanese production of automobiles is i as

per worker as it is in America. The Japanese steel workerj.f’,

<
out-produceg’ ke~ American counterpart by about 35 percent.
A

'

This isn't because they are better workers. I'll match
the American working man or woman against anyone in the world.
But we have to give them the modern tools and equipment that
workers in the other industrial nations have.

We invented the assembly line and mass production, but

punitive tax policies and excessive and unnecessary regulations
: Bun

atipld e
plus government borrowing have-@esuaqfﬁazas=§aum-updat}ng

plant and equipment. Wheh capital investment is made it is
JJusugﬁigﬂfor some unproductive alterations demanded by government
LS

to meet various of its regulations.
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Excessive taxation of individuals has robbed us of incentive
o :
and made our jtime unproflitable.
We once produced about 40 percent of the world's steel.

We now produce 19 percent.

We were once the greatest producer of automobiles,
: . el el
producing more than all fthe rest of the world combined. ( Today “d0T-
—

the big 3, the major autp companief)in our land have sustained
tremendous losses in the past year and have been forced to
lay off thousands of workers.

All of you who are working know that even with cost of
living pay raises you can't keep up with inflation. In our
progfessive tax system as you increase the number of dollars
you earn you find yourself moved up into higher tax brackets,
paying a higher tax rate just for trying to hold your own.

The result? The standard of living in our country is going
down.

Over the past decades we've talked of curtailing government
spending so that yaées.we can Alower the tax burden. Somet;;nj'i u—ﬁo WM
we've even taken a run at doing that. But aiways—we—held/[That
taxes couldn't be cut until spending was reduced. Well, we
can lecture our children pbout extravagance until we run out of
voice and breath. Or we can cure their extravagance simply
by reducing their allowance.

It is time to reco nfze that we have come to a turning

point. We are faesed with an economic calamity of tremendous
A

proportions and the old biisiness as usual treatment can't save us.
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Together, we must thart a different course. We must

/6Lfi-76;t means above all bringing government spending back ‘within
government revenues whidh is the only way together with increased
productivity that we can reduce ané)yeé)eliminate inflation.

In the past we've tried to fight inflation one year and
then when unemployment increased turn the next year to fighting
unemployment with more deficit spending as a pump primer.

So again, ﬁp goes inflatfion. It hasn't worked. We don't have
to choose between inflatfion and unemplbyment -— they go hand in
hand. It's time to try something different and that's what
we're going to do. |

:ﬁiﬁgzwzlready placed a freeze on hiring replacements
for those who retire or lgave government service. We have
ordered a cut in goveranmeént travel, reduced the number of
consultants to the government, and stopped the buying of office
equipment and other itemg. We have put a freeze on pending
regulations and set up a task force under Viqe President Bush
té review ex¥pfisy requlations with an eye toward getting rid
of as many as possible. We have decontrolled oil which
should result in more domestic production and less dependence on

g 90 T e BN e :
_ And 1 eliminat the ineffective wage—and

grice—program of the Council on Wage and Price Stability.
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Put Eswiil S i alkenon e, e oo et we musi maa i zel this e e
i o quick fix. At the sawe time, however, we cannot doleay in
inplomenting an econonic program aimed at reducing tax rates

= - SM
roduc the zat L inceea

government spending to reducce uncuploymwent and inflation.

Lo stimulate productivity and

On February 18th, I will present in deiail an ccononic
prograin to Congress cmbodying the features 7 have just stated.
It will propose budget cuts in virtually every departmant of
government. It is my belief that these actual budget cuts
will only be part of the savings. As our Cabinct Secrctaries
take charge of their departments, they will search out arcas
of waste, extravagance, and costly administrative overhe.?
which could yieldﬁsubstantial redugtions.

At the same time we arc doing this, we must go forward
with a tax relief package. I shall ask for a 10 percent
reduction across the board in the personal incowc tax‘for cach
of the next three ycars. Proposals will also be submnitted
for accelerateld deproeciation allowinces forx buéinesg to
provide necessary cepital so as to create jobs.

Now here again, in saying this, I know that lanjucge as
I said earlier can get in the way of clear understanding of
what our program is intended to do. Budget cuts can sound
as if we are going to reduce goverrment spending to a lower
level than was spent the year before.. This is not the case. The

budgets will incrcase as our population incrcases and each year
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we'll see spending increases to match e7{ growth. Government
revenues will increase as the economy grows but the burden
will be lighter for each individual because the edénomic base
will have been expanded by’reason of the reduced rates.

Let me show you a chart I've had drawn to illustrate how
this can be. Here you see 2 slanting lines. The bottom line
shoﬁs the increase in taik revenues. The red line on top is
the increase in governmeht spending. Both lines turn sharply
upward reflecting the giant taxlincrease already built into the
system for this year 198l and the increases in spending built
into the '81 and '82 budgets and on into the future.

As you c¢an see, the spending line rises at a steeper
slant than the revenue line and does so incrgasingly toward
the end. That ever-widening gap between those lines measures
the constant deficits we've been running including this year's
$80 billion deficit.

NOW¢éif1he dotted lines represent the reduced rate of
increase that will follow if Congress accepts our economic program.
Both lines continue to rilse allowing for necessary growth but
they don't rise as steeplly and the gap narrows as spendiné

cuts contlnue over the next few years, until flnally the two

lines come together meaning a balanced budget/?£&=£hg*end¢gf—
primeion- ' “MW‘”
: 1983 and at that point tax

We think that wild happorm=by
. 3 MH‘ . » 3 .
revenues in spite oﬁ[redubtlons will be increasing faster
than spending which means we can urther reductions in

. the tax rates.
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In all of this we will of course work closely with the
Federal Reserve System tg¢ward the objective of a stable monetary
policy.

Our spending cuts will not be at the expense of the truly
needy. We will, however, seek to eliminate benefits to those
who are not really qualifiied by reason of need.

As I've said before,'on February 18th, I will present this
economic package of budgdt reductions and tax reform to a
joint session of Congresg and to you in full detail.

Our basic system is soundy\ké can, with compassion,.
continue to meet our respgonsibility to those who through no
fault of their own need gur help. We can meet fully the other
legitimate responsibilitiles of government. We cannot continue
any longer our wasteful ways at the expense of the wofkers of
this land or our children.

Since 1960 our goverinment has spent $5.1 trillion; our
debt has grown by $640 billion. Prices have exploded by
178 percent. How much better off are we for it all? We.all
know, we are very much worse off.

.When we measure how harshly these years of inflation,
lower productivity, and uncontrolled éovernment growth have
affected our lives, we knpw We must act and act now.

We must not be timid.

We will restore the freedom of all men and women to excel
and to create. We will unleash the energy and genius of the

American people -- traits which have never failed us.
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To the Congress of fthe United States, I extend my hand in

‘cooperation and I believe we can go forward in a -bi-partisan

manner,
(:;'i:Ve found a real willingness to cooperate on the part of
Democrats and members of my own Party.

To my colleagues in the Executive Branch of government and
to all Federal employees I ask that we work in the spirit of
service.

I urge those great institutions in America -- business and
labor =- to be guided by the national interes?}and I o
confident they ﬁill. The¢ only special interest we will serve
is the interest of the people.

We can create the ihcentives which take advantage of the
genius of our economic system -- a system, as Walter Lippmann
observed more than 40 years ago, which for the first time in
history gave men "a way of producing wealth in which the good
fortune of others multiplied their own."

Our aim is to increase our national wealth so all will
have more not just redistribute what we already have which is
just a sharing of scarcity. We can begin b# rewardssy hard work
and risk-taking, by forcing this govérnmeht to live within
its means.. '

Over the years we have let negative economic forces run
out of control. We have stalled the judément day. We no

longer have that luxury. e & 0451 rf‘#\ﬁﬂ.
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And to you my fellow citizens, let us join in a new
determination to rebuild the foundations of our society; to
work together to act responsibly. Let us-do so with the most
profound respect for thaft which must be preserved as well
as with sensitive undersftanding and compassion for those who.must
be protected.

We can leave our chlildren with an unrepayable massive debt
and a shattered economy or we can leave them liberty in a iand
where everyvindividual has the opportunity to be whatever God
intended t%ﬁm to be. All it takes is a little common sense
and recognition of our own ability. Together we can forge a
new beginning for Americg.

Thank you and good night.
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MEMORANDUM FOR:

Kenneth L. Khachigian
Room 196 0Old Executive Office Building

FROM: Richard Wirthlin

First, Ken my apologies for the typing errors---this
is not only hand crafted but done so under a time
crunch.

Generally the g%ust and tone is just about right. How-
ever, I feel there are too many statistics that come
pounding in egpecially on pp 2-3.

If you use the Eisenhower comprlson it would be stronger to
spefak in terms of $ke average increase in inflation over
his eight year term of 1.4% in my opinion.

Are mor%ﬁge rates NOW only 13.5%7 It sounds too low.
Like the section on the growth of government.

The trillion dollowr debt level can be a real emotional
trigger, but there are some hooks in it. See the
attached.

[ amm——— ]

Pages 7-8 are the strongest sections of the speech.

On page 8,I would like to see you lead off with the
business reference first. We should also have the
President report on what has already been done to

cut down the size of government etc.----freeze on federal
hiring, limits on travel and consutlting...etc....

P. 10 when we talk about g th and expan51on....why 11m1t Jod
its source only to Business?” Wele+3 ere W\l d e

P. 11 You might consider substititing "sound" for "simple"
solutions. ... . sa———

P. 13 stewardship reference "no powers except those
that we drei-e from the people..." stong and good
reference in this context...

Suggest you rewﬁéﬂ the "shake the very foundations of
our exonomic system." What poeple are looking for
from the Presidency is an open but orderly thrust at
the economic challenge that conveys the sense of
careful, systematic, balanced deliberation NOT CRISIS
OR CONFUSION...

GOOD SPEECH’

f><§ ‘ | T Mg we urare all
S WY\ e
."\‘ry\’pﬁ—codh"d X wi‘:"e'(‘h\%‘?@‘we oc WQQQL““ uwhieh SC
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The strategic opportunity here is to ask for only a 100-day
extension and a dollar increase sufficient to finance the government
through that period. This would create a fixed time for action on the
spending package. The President would then present his comprehensive
economic program, offering it as the only way to prevent the federal
government from heading over the one trillion dollar national debt
level before the end of calendar 1981 sharp budget cuts are made. The
symbolism of a trillion dollar national debt could be used to good
effect in forcing attention on the need to reverse the pattern of
persistent and growing annual deficits.

Most Americans are terribly uninformed about the size of the
national debt, but, contrarily, express considerable concern about a
debt at the trillion dollar level. Fully eighty percent (80%) of
those interviewed thpught the national debt was below $800 billion
with many (59%) unden the impression that the total national debt was
less than $500 billion. Over one-third thought it under $100 billion.
Six out of ten Amenicans said that a federal debt of a trillion
dollars would cause them a great deal of concern. Fifty-seven percent
(57%) indicate that even if they agreed with a candidate running for
Congress on almost all issues, they would vote against him if he did
not think it was important to try to 1imit the debt to something under
one trillion dollars. Without question, the symbolism of a trillion
dollar national debt should be skillfully used in generating citizen
and grassroots support for the administration's budget control
program.

As it is almost certain that over the next two years the debt will
break the trillion-dollar level, it must be made clear to the public
that:

The debt is a legacy left us by the past administration.

. Even though it is possible, over the next two-year period, that
the trillion-dollar debt level will be exceeded, all reasnnable
and prudent steps must be taken now to get the debt generated
by the federal government under control by cutting spending.
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Federal debt fuels inflation. Inflation hurts all Americans
and especially our oldest and youngest citizens. (Too
frequently Republicans speak of the .debt in accounting terms
when they should speak about it in human terms.) Or, more
generally stated, our ultimate interest is not "programs" or

"policies," but how these in turn impact people for the better..

Leadership and Developing the Economic Program
g

The way in which a program is developed can significantly
influence its acceptance. It is crucial that the Congress and the
country perceive the Reagan expenditure control package as equitable
and balanced. Two things will strongly shape their perception.
First, the extent to which your proposals for restraining spending
fall on all groups and sectors in our society. Second, the process by
which you develop your proposals. Are key congressional figures
adequately consulted? Do department and agency heads feel ignored or
excluded? Do major constituencies feel they had a chance to be heard?

The American people want a presidency that is open but orderly,
that conveys the sense of careful, systematic, balanced deliberation,
not confusion. This will be difficult in view of the severe time
constraints. But it is important. Part of the problem of the Carter
programs was the image of haphazard external consultations (relations
with the Congress were consistently reported as poor) and internal
confusion.

The way in which the economic program is developed and articulated
will form important first impressions about the administration and
about the President's capacity to lead the federal government. It
will help set the pattern for relations with the Congress, with the
business and labor communities, and between the White House and
cabinet departments and agencies.

It will also communicate a sense of priorities and the level of
presidential commitment to his programs. What does he really want and
how persistently will he work to get it?
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When Jimmy Carter assumed the Presidency he tried to move on many
fronts simultaneously -- energy, welfare reform, government
reorganization, a tax stimulus package, tax reform. It left the
Congress and the country unsure about what he really cared about. He
had so many priorities that he had no priorities. After a frantic
week in announcing his énergy program, a struggle he called the "moral
equivalent of war," he seemingly lost interest in the issue. He laid
it all out and expected the country and the Congress to respond. He
failed to realize that leadership means more then "laying it all out;"

it also means keeping at it.

The serious economi¢ problems we face present a great challenqe
but also a‘great opportunity. The American people yearn for a leader
with a sense of vision, who knows what is needed, and is willing to
lead the country, whatever the price, down that path.

Foreign Policy at the Beginning

Nothing destabilizes the international system more than a
superpower that has lost its way- in the world. Hence, nothing would
contribute more to international stability and to domestic
revitalization in the United States, including economic recovery, than
the United States recovering its confidence, leadership and margin of
safety in world affairs.

Unfortunately the prevailing sense among many Americans, and the
country's allies and adversaries is that the United States s
uncertain of its national interests and role in world affairs. United
States foreign policy nas recently been fraught with ambiquity,
uncertainty and inconsistency. Worse still is the growing view that
America has grown weak in its foreign policy resolve, in its defense
posture, and in its ability to respond to security threats around the
globe.
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MEMORANDUM FOR:

Kenneth L. Khachigian
Room 196 0l1d Executive Office Building

FROM: Richard Wirthlin

First, Ken my apologies for the typing errors---this
is not only hand crafted but done so under a time
crunchi.

Generally the g?ust and tone is just about right. How-
ever, I feel there are too many statistics that come
pounding in egpecially on pp 2-3.

If you use the Eisenhower comprison it would be stronger to
spefak in terms of hlﬁ average increase in inflation over
his eight year term of 1.4% in my opinion.

Are mor%Fge rates NOW only 13.5%7 It sounds too low.
Like the section on the growth of government.

The trillion dollowr debt level can be a real emotional
trigger, but there are some hooks in it. See the
attached. —

B ————,

Pages 7-8 are the strongest sections of the speech.

On page 8,I would like to see you lead off with the
business reference first. We should also have the
President report on what has already been done to

cut down the size of government etc.----freeze on federal
hiring, limits on travel and consutlting...etc....

P. 10 when we talk about g th and expansion....why limit Jad
its source only to Business?” Welter> ere W do Her ¢

P. 11 You might consider substititing "sound"” for "simple"
seolutiens. . .

P. 13 stewardship reference "no powers except those
that we drei-e from the people..." stong and good
reference in this context...

Suggest you rewﬁéﬁ the "shake the very foundations of
our exonomic system." What poeple are looking for
from the Presidency is an open but orderly thrust at
the economic challenge that conveys the sense of
careful, systematic, balanced deliberation NOT CRISIS
OR CONFUSION.,..

GOOD SPEECH!
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. Federal debt fuels inflation. Inflation hurts all Americans
and especially our oldest and youngest citizens. (Too
frequently Republicans speak of the debt in accounting terms
when they should speak about it in human terms.) Or, more
generally stated, our ultimate interest is not "programs" or
“policies," but how these in turn impact people for the better.

Leadership and Developing the Economic Program

The way 1in which a program 1is developed can significantly
influence its acceptance. It is crucial that the Congress and the
country perceive the Reagan expenditure control package as equitable
and balanced. Two things will strongly shape their perception.
First, the extent to which your proposals for restraining spending
fall on all groups and sectors in our society. Second, the process by
which you develop your proposals. Are key congressional figures
adequately consulted? Do department and agency heads feel ignored or
excluded? Do major constituencies feel they had a chance to be heard?

The American people want a presidency that is open but orderly,
that conveys the sense of careful, systematic, balanced deliberation,
not confusion. This wWill be difficult in view of the severe time
constraints. But it is important. Part of the problem of the Carter
programs was the image of haphazard external consultations (relations
with the Congress were consistently reported as poor) and internal
confusion.

The way in which the economic program is developed and articulated
will form important first impressions about the administration and
about the President's capacity to lead the federal government. It
will help set the pattern for relations with the Congress, with the
business and 1labor communities, and between the White House and
cabinet departments and agencies.

It will also communicate a sense of priorities and the level of
presidential commitment to his programs. What does he really want and
how persistently will he work to get it?




r..__.__....._..-.- e

25

When Jimmy Carter assumed the Presidency he tried to move on many
fronts simultaneously -- energy, welfare reform, government
reorganization, a tax stimulus package, tax reform. It left the

Congress and the country unsure about what he really cared about. He

had so many priorities that he had no priorities. After a frantic

week in announcing his energy program, a struggle he called the "moral
equivalent of war," he seemingly Tost interest in the issué. He laid
it all out and expected the country and the Congress to respond. He
failed to realize that leadership means more then "laying it all out;"
it also means keeping at it.

The serious economi¢ problems we face present a great challenge
but also a‘great opportunity. The American people yearn for a leader
with a sense of vision, who knows what is needed, @nd is willing to
lead the country, whatever the price, down that path.

Foreign Policy at the Beginning

Nothing destabilizes the international system more than a
superpower that has lost its way- in the world. Hence, nothing would
contribute more to international stability and to domestic
revitalization in the United States, including economic recovery, than
the United States recovering its confidence, leadership and margin of
safety in world affairs.

Unfortunately the prevailing sense among many Americans, and the
country's allies and adversaries is that the United States is
uncertain of its national interests and role in world affairs. United
States foreign policy has recently been fraught with ambiquity,
uncertainty and inconsistiency. Worse still is the growing view that
America has grown weak in its foreign policy resolve, in its defense
posture, and in its ability to respond to security threats around the
globe.
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The strategic opportunity here is to ask for only a 100-day
extension and a dollar increase sufficient to finance the government
through that period. This would create a fixed time for action on the
spending package. The President would then present his comprehensive
economic program, offering it as the only way to prevent the federal
government from heading over the one trillion dollar national debt
level before the end of calendar 1981 sharp budget cuts are made. The
symbolism of a trillion dollar national debt could be used to good
effect in forcing attention on the need to reverse the pattern of
persistent and growing annual deficits.

Most Americans are terribly uninformed about the size of the
national debt, but, contrarily, express considerable concern about a
debt at the trillion dollar level. Fully eighty percent (80%) of
those interviewed thought the national debt was below $800 billion
with many (59%) under the impression that the total national debt was
less than $500 billion. Over one-third thought it under $100 billion.
Six out of ten Americans said that a federal debt of a trillion
dollars would cause them a great deal of concern. Fifty-seven percent
(57%) indicate that even if they agreed with a candidate running for
Congress on almost all issues, they would vote against him if he did
not think it was important to try to limit the debt to something under
one trillion dollars. Without question, the symbolism of a trillion
dollar national debt should be skillfully used in generating citizen
and grassroots support for the administration's budget control
program.

As it is almost certain that oVer the next two years the debt will
break the trillion-dallar level, it must be made clear to the public
that:

The debt is a legacy left us by the past administration.

Even though it is possible, over the next two-year period, that
the trillion-dollar debt level will be exceeded, all reasonable
and prudent steps must be taken now to get the debt generated
by the federal government under control by cutting spending.

A TN T ORI A ST e T




THE VICE PRESIDENT
WASHINGTON

MEMORANDUM TO: KEN KHACHIGIAN 2/3/81

FROM: VICE PRESIDENT BUSH

This language was handed to me by Senator
Roth. The general feeling of the Republicans in
the Senate is that we need to hit the "trillion
dollar" level. They feel that the President should
make it clear that he is inheriting inevitably a
trillion dollar debt.

I agree that the more we can put this
monkey on someone else's back, the better it is
for future votes and it happens to be true.
Suggest strengthening the language on the trillion
dollar debt as much as you can.
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In 1960, our national debt stood at $284 billion.
By 1974, as I prepared to leave the Governorship of
California, it had leaped to $474 billion. When I took
the oath of office 16 days ago, it stood at $930 billion.
(%nd-now—we—have—been-foreed~intéraekiug—the-eeagreée—ée
raise_it_tc—$38§—bittion=j

The unbelievable magnitude of these numbers illustrates
how we have engaged in a form of national seif-deception.
In 1971, the Congress of the United States last set what it
calied a "permanent" debt limit of $400 billion. Since then,
each time the debt limit has been raised, it has been

soothingly called a "temporary" increase.

e
In other words, as our national debt approaches one
w
trillion dollars, we are told it is only "temporary." Wwell, |

|
|

CW»-""—-_-
) this is the kind of debasement of the English language that
f

,j has gotten us into so much trouble. We've hidden behind
L ’ Lictions and budget hocus-pocus. We've deceived ourselves
into thinking that the mere use of words would protect us
from econumic chaocs.
I've done a little resgarch on this. I found that the
"temporary" debt 1limit has been raised 21 times since 1971.
- If a bank told you you could borrow $5,000, do you think it
would let you go back 21 times to increase the loan without

collateral? You know the answer to that question. Well, it's.

our job to convince this government of the answer to that

-

questign. ‘ - -



* Because of economic decisions made in the past, our national
debt will unavoidably break the trillion dollar barrier within
the next 12 months. In other words, the Federal Government will
have borrowed the equivalent of $4,444 for every man, woman and

child in the United States.
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Throudghont e Poesidan el ¢leeiios o anpaien tast fall,
I erawe betore you in e process of whal I callcd ;i Yt el
conversation. It gave mo an opporiunity bto speak plainly
about the difficult problems facing our Nation.

Tonight, for the first tim2 as your President, I am
contivning this oo nversation to share with you my viows on
the profound ecorocomic crisis we face

Shortly before I took the cath of office, I asked ny
advisers Lo prepare a cowprchensive look at the American
economy. Just as you review your personal finances and
prepare your income tares, I wanted to have a dL1onn] aud it
of mmerica's financial condition.

Their report was presented to me yesterday. Frankly,

I found no

W

urprises. You arc qgoing to find no surprices.

The sum total of what we face is nothing less than an econon

mess. Those are blunt words, but we have leng since passcd

the time when we can hide behind loifty economic phrasing.
Two wecks from now, I will outline to the Con qro"

of the Unitcd Stetes the actions I feel must be taken to

reoscue our cconomy. Tonight, however, 1 am going to outlinc

thie dinmensions of the crisis, discuss how we got horce, and

enlist you, the people, in tho enormous effort it will take

Lo regain our economic vitality.
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G aiting.

The Federal budgolt is badly oulb of contvol, and we avo
faced with runaway doficits.  Ten months @go, the proevious
Adwinistration projecierd a suoplus of sowve $16 bLillion.

MNow, we face a deficit of around $80 billion -- the largest
ever in our history. “The cntire U.S. budget in 1957 was

iess than this year's deficit and less than the $80 billiow
we are paying this year in intercst alone on our staggering

national debt.
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This irregponsible spending goes hand in hand with the

steady trend in the growth of government. In 1960, there
were 10 Cabinet departments and now there arc 13. In 1960
we had 2.2 million FPederal employecs being paid $12.7 billion
a ycar, and now there ave 2 3/4 willion employees making
$56.8 billion pcr year.

In 1960, governmenlt consumed 18 1/2 percenc of our
national preduction. Last year, it took 23 percent.

The inescapable result of goverament out of control is
infilation out of contuiel.

Inflation in 1979 ran at 13.3 pevcent. Last ycaw it
finished at 12.4 percent. In the entire cight years of the

Biscnhower Adminisiration the total cost of living rose only

11.6 percent. Today, that scous havd to el iexe.
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Lool «t your incone tan busden. Wwo decadas Glow . O
pald less than 11¢ to the 'ederal Goverament on evaen s Golilan
you carnoad.  Today, you ave paying nearly 18¢. The burden
of Federal taxzes per family has gquadrupled since 1965.

finally, too wany Amcricans arce painfully aQarc of the
sluggish condition of our ccounomy. Last year's recession
pushed unemployment rates frow about 6 percent to ncarly
7 1/2 percent. Numbers do nolt acequately measure the human

suffering this fuwplies.

e

That. is a brief summary of the national cconomic cudit
that has been presented Lo me -- a confusing junble of
numboers and charcts.

But this report cennot begin to translatce the deep worrny
each of you fecel. No citizen can avoid the critical problcein
that faces all of us: how to cope with polential economic
dissster.

That's why I have sct aside what amounts to just ona
more goveernment report. instead, Jet‘srlook gt theso
alarming economic trends in personal terms.

The doller you spent in 1960 will only buy 38¢ worth
of goods or services today. While you spent a quarter of

your income {to buy a homa in 1960, it now takes more than

40 pereent,
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Haves you perehased o oy lately? Jush ter years ago,

1t took about 35 monti s to pay For it -- Loday, nearlty

o
-4

A4 ananntilhs,

How dooes the growth of governweant rolate to you? Well,

governmoent was spending olwmost $1,200 poer family two decades

ago. Today, though the average family is truly no better
off, the governwent is spending an incredible $7,800 pef
family. Every man, woman and child cérries neavly $4,500
of the national debt.

On the tax front, it used to be that the average fami
of four could pay its taxzes with the income earned by
February 8. Now, you must work a month longer -~ into
March -- Lo pay your Fedoeral taxes.

There are also some hidden paynents in your lives.

1y

If you are lucky enough to buy that avtomebile which recuires

44 months to pay off, you should also know that governmont

regulations have added $666 to its cost.

All of these problems are the legacy of a bankrupt idea:

that the government is the source of our cconomric well--beaing.

And now, thosc.who have promoted the notion that the
government offers the cure for our ccononie 1lls have run
out of medicine. We arc not only running out of medicine;
we arce, more importantly, ruaning out of time.

Left uncontrolled, here are some of the consegquencas

vould be upon us before long:

that



~- I dnflation coatinuos at Lhe saas reles, an aubowohi Lo
that cosls SCHO00 ip 1981 will cost wmore than $12,000
in 1955, The ubility bill which vene at $110 pew
wonbh today would Jueg Lo $229 in 1965,

-= fihe average percentage of your family's incounce going
to Federal income taxes will Jump again from 18
percent today to more than 21 percent in 1985.

-~ While our GEP will grow by 51.2 Ekrillion in the
next three years, the IPederal Government's share
ol the increase will bo wore Lhan 25 percent.
Historically, the government's share has rarely
risen above 20 porcent.

All of these trends are leading us directly toward a
trillion dollar national dobt.

When the Pederal Government increasces its debt it competes
with you for nmoney. Tpat, in turn, helps bkesy interesl ratae
at today's extraordinarily high levels. These high rates noc
only kcep inflation high, they deter investwmoents, and it
isn't long before all Zmerica falls into ecounomic decline.
1t isn't governwent that suficrs frow Lthis vicious cycle;
it is you.

And yet, we have contimied to allow deficits to push up
our dcbt as if there were no neqgative conseqguences.  Tho

record is frightening.
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Calilornia, it had leaped to $474 biltlion. Wion I ook
Lhe oath ol ofifice 16 days ego, il stood ot $930 billiou.
nd now woe have been forced into asking the Congress to
raise it to $985 billion.

The unbelicvable mzgnitude of these numbers illustrates
how we have engaged in a fovm of national self-decception.
In 19731, the Congress of the United States last set what it
called a "permanent" debl limit of $400 bhillion. Since then,
cach time the debt liwit has been raised, it has been
soothingly called a "tcmporary" increasn.

In other voxds, as our national debt approaches one
trillion dollars, we arce told it is only "temporary." Well,
this is the kind of debhasenent of Lhe Fnglish language that

has ¢gotten us into so wrach trouble. We've hidden bohind

fictions and budgcet hocus-pocus. We've deaceived oursaelves

'’

into thinking that the mere use of words would protect us
f£row cconomic chaos.

I've done a l1ittle rescarch on this. T found that theo
"temporawy' debt limit has been raisoed 21 times since 1871
T£f a bank told you ycu could borrow $5,000, do you think it
would lel you go back 21 timos to incrcasc the loan without
collateral? ¥ou know the answer Lo that question. Waell, it's

our job to convince this government of the answer to that

question.
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We are going to stop hiding behind trick phrases andg
smokescreens. We may have been looking at a “tempora?y”
rise in our debt, but you and I know that the temporary
rise has become¢ a perwmanent burden.

Thus, my first goal in getting our cconomy back'on
track is to tell the truth and to quit manipulating
definitions.

I wish that we could magically undo all this damage.
We can't, and we won't. But we can start by being honest
with ourselves. |

I'm not asking you to be patient; I'm asking you to
use your impatience to make sure this difficult process is
seen through to the end. I won't ask you to do with less
because when the times are most difficult, our people have
always done the right thing.

Now, ‘let me briefly describe to you the four basic
elements of the plan I will be submitting to the Congress
when it returns from its recess.

First, I am going to propose the largest reduc;ion in
Federal spending ever presented by an American President.
I am determined to break the cyéle of inflationary expecta-
tion and balance the bu@get at the earliest possible date.

No government in history has voluntarily cut its own
size. That is why we must take this action on our own.
know that we can repeatedly lecture our

hildren on/the evils of waste and extravagance, but nothing



page 8

is so effective as simply cutting back their allowance.

The Federal government will cut its spending only when we

take action to stop it from spending.

In this process, all essential needs of our society

will be met. Our efforts will be as even-handed as possible.

My cuts will affect everyone but the truly needy, and everyone

will benefit from this program including the truly needy.

Only those who unfairly and unnecessarily feed at the

Federal

trough need fear what we do. TFor example:

We willAcut grants that benefit mostly the grantsmen.
These professional middlemen and clever lbng»term
budget manipulators will be a special target.

We will not subsidize businesses at the expense

of the American people. Our policy will be to
encourage business to earn its profits in the
marketplacé and not in the Federal budget.

We will not continue programs simply because

"that is the way it's always been done." -It's

time to get away from business as usual.

To heipicut the budget, wichout hurting the needy, I plan

an assault against the fraud and waste that we have in

government. I will be rigidly intolera
activities, and I will seek to

fraudulent ones.

against
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knows thal dnflation is duentroving our coonocw, - inflation
fed by huuae deficits and paid for by printing-press monoy.

T wi 11, however, restate ons of mwv mosl serious porsonal
concetns, and thalb s the eflfeal of anllavion oo bhe Family
unit. I approve of and supporvli women who wish to enter the
work forca. Yebt, there is no question that hundreds of
thousends of wives and mothers are working today only because
CheyhavesnoNotherch e o il e Al iime S sh p iAo ool
their familices stay cvoen.

This has resulted in incaleculable social and cultural
cosis. It has cul down on thie intimacy of fanily life by
reducing leisure time fox family activitics. Among working
pecople it has led to foelings of frustration and demoraliwation
even rage and exhaustcion. In my opinion, these developments are
in great measure responsible for the serious rise in family
instability and unbappiness. Thalt price is unaccceptable to me.

My sccond proposal will be to reduce personal income tax
raves tea percenlt each year for the ezt lUheee yoars. Lndg I
will call for an acceleralion in the ability of all businesses,
small as well as large, to write ofif capital investnents against
their taxes.

Personal culs will restove your 0pportunitios‘to work
and save and invest. It will result in economic growth and the

creation of mo. o jobs.
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the fucure.

The suwm of business cupansion and growth is

well-being and jobs. I know thoere are those who
businoess tax cuts, but the fact is thalt busincens

pay Ltaxes; you pay taxes.

€L

cost of doing busincss.
The third step in wy plan will be to lesson
Ve

GgoOVeLrni roegulation,
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Fourth, woe must act with a close wnderstanding of how

lmporbant Lbhe monotary cloament is.  In plain language, T

think wo can werk witlh: the FPederal Reserve syabem, and in

"-\

connection with our elimination of Fedoral deficits, we can

drive down inflation and vestore the purchasing power ol the
dollax.

My propogsals are basced on very sinmple principles. I0
you want less of something, you tax it. If you want wmoxre of
gomething, you roward it. 1If you want moxe productivity, . yon
reward productivity. Tf you want to stop going into debt, you
stop rewarding the accumulation of debt.

Since the eanly 1560s, the Federal Governwent has

)

followed policics baszad on the hope that we could "fine

tune" our way ouvt of inflation and uncimployment. The result

has been "stop-and-go' policics ~- fighting inflation one:
year and upenployment the ncert. Whenevor inflation boecame
too high, Wacshington would increase uncwmployment by raising
tayes aund intervesti rates. When unenployment then becawe oo
high, Washington would open the budget floodgai.es and print
more money. And our problems only worscened. T think cubtiting

spending and cutting taxes go togoether.
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shivinh frow the tough decdsions
T am conlident that in {iwme we will retuen not only to

prospoeraity bult to a

our wealth. We can create the incentives which take advenlago

off the genius of our cconom:c syelolm ~= a sysieon, as Walter
Lipjsean obscrved morc than 40 ycars ago, which for the first
time in history gave men "a way of producing wealth in which
the good forxtune of others waltiplied their own.”

Our aiwm is not to limit our wealth and merely allocatce
it differently. Nor is it to favor Lhe fovwr while ignorving
the majérity. Instead, we scck Lo :i_nc::r._"ez';_rae our national

wealth by rewarding hard workx and risk-taking. We scek also

to makce our natiounal wealth worth soancthing by forcing thic
government to live within its means.

Over the years we have let negative cconomic forces
run out of control. We have stalled the judgmant day. Ve
no longer have that Jusuary.

Tonight I have froeguently made statistical comparisons
to the ycor 1960. OFf coursc, much has chaunged for the beiter
since then. But in terms of our economy, how can we dispute
that things have gotten worsc?

Since 1960 our governmeul has spent $5.2 tril.’l‘ion; our

debt has grown by $646 billion. TInflation has exploded by



e 1) o S it | . T SN b . 1

Ure priesint.  Revs, Jod us pak ouvsolvog: vy e et
GlC ARG e G ; s o ;

2 i e e Bon o A s N e el e o B I el e oy

Vhan we meastive Low harshly these yoears of inflation,
lover prodoctivity, and vacontvolled government growth have
fecked our lives, we know we moast ack qguickiy.

We muat not be tinid. We will not be timid.

We will restore the freedonm of all wen and women to
excel and to create. We will unleash:the energy and genius
of the Amcrican pcople —-- traits which have never failed us

o the Cengress of the United Stales, I extend my hand
in cooperation.

To my collecaguces in the Esxccutive Branch of government
and to all Federal employeccs I ask that we work in the sgpirit
of service. ¥e hiive no pouers cxeept bhese that we derive
from kthe poople.

To those great institutions in America -- business and
labor —-- I urge you to be guided hy the national interest.
The only special interest we will scrve is the intexest of
the peoplea.

To my fellow citizens, I }‘)3*0;305@ that we join to cdo no
less than shake thoe very foundalbions of our economic systoa.
We will work together and act roesponsibly. We will do so
with the most profound respect fov that which we nust
proscrve and with scensitive understanding fox those who must
beSpaelerEed Please give we your help.

Thanlt you and gond night.
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WASHINGTON
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MEMORANDUM FOR:

The Vice President
Secretary of the Treasury Regan
Ed Meese
David Stockman
Jim Baker
Michael Deaver
Murray Weidenbaum
Martin Anderson
Jim Brady
Elizabeth Dole
Max Friedersdorf
Dave Gergen
Ed Harper

v~ Lyn Nofziger

FROM: Kenneth L. Khachigian

Attached for your comments is the draft for the President’'s
address to the Nation on Thursday night, February 5, 1981.

I will need to have your written comments delivered to me in
Room 196, 0l1ld Executive Office Building, by no later than
Noon today. While I realize the time is short for your
review, I must deliver the President's copy to him at 5:30
this evening. If there are any questions, please call my"
office at x2601. '
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ADDRESS TO THE NATION -- THURSDAY, FEBRUARY 5, 198]

GOOD EBEVENING:

Throughout the Presidential election cawmpaign last fall,
I came before you in the process of what I called a national
conversation. It gave me an opportunity to speak plainly
about the difficult problems facing our Nation.

Tonight, for the first time as your President, I am
continuing this conversation to share with you my views on
the profound economic crisis we face.

Shortly before I took the oath of office, I asked my
advisers to prepare a comprehcnsive look at the American
economy. Just as you review your personal finances and
prepare your income taxes, I wanted to have a national audit
of America's financial condition.

Their report was presented to me yesterday. Frankly,

I found no surprises. You are going to find no surprises.

The sum total of what we face i1is nothing less than an economic
mess. Those are blunt words, but we have long since passed
the time when we can hide behind lofty econoiic phrasing.

Two weeks from now, I will outline to the Congress
of the United States the actions I feel must be taken to
rescue our economy. Tonight, however, I am going to outline
the dimensions of the crisis, discuss how we got here, and
enlist you, the people, in the enormous effort it will take

to regain our economic vitality.
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Let us beyin with the plain truth. We are not on the
road to recovery. Instead, we stand on the brink of economic
calamity.

The Federal budget is bhadly out of control, and we are
faced with runaway deficits. Ten months ago, the previous
Administration projected a surplus of some $16 billion.

Pt ol T

Now, we face a deficit of around $80 billion -- the largest
ever in our history. The entire U.S. budget in 1957 was
less than this year's deficit and less than the $80 billion
we are paying this year in interest alone on our staggering
national debt.

This irresponsible spending goes hand in hand with the
steady trend in the growth of government. In 1960, there
were 10 Cabinet departments and now there are 13. In 1960
we had 2.2jﬂzmiion Federal employees being paid $12.7 billion
a year, and now there are %{éZé—millieﬁ-employees making
$56.8 billion per year.

In 1960, government consumed 18 1/2 percent of our
national production. Last year, it took 23 percent.

The inescapable result of government out of control is
inflation out of control.

Inflation in 1979 ran at 13.3 percent. Last year it
finished at 12.4 percent. In the entire eight years of the

Eisenhower Administration the total cost of living rose only

11.6 percent. Today, that seems hard to believe.
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Ten years ago, mortgage interest rates averaged about
eight percent, and now Lhey are at the absurd level of
13.5 percent.

Look at your income tax burden. Two decades ago, you
paid less than 11¢ to the Federal Government on every dollar
you earned. Today, you are paying nearly 18¢. The burden
of Federal taxes per family has quadrupled since 1965.

Finally, too many Americans are painfully aware of the
sluggish condition of our economy. Last year's recession
pushed unemployment rates from about 6 percent to nearly
7 1/2 percent. Numbers do not adequately measure the human
suffering this implies.

That is a brief summary of the national economic audit
that has been presented to me --"9 confusing -Jumble of

_-nunbers and-charts.

But this report cannot -2gin to translate the deep worry
each of you feel. No citizen can avoid the critical problem
that faces all of us: how to cope with potential economic
disaster.

That's why I have set acide what amounts to just one
mere government report. Instead, let's look at these
alarming economic trends in personal terms.

The dollar you spent in 1960 will only buy 38¢ worth
of goods or services today. While you spent a quartcer of
your income to buy a home in 1960, it now takes more than

40 percent.
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Have you purchased a car lately? Just ten years ago,
it took about 35 months to pay for it =-- today, nearly
44 months.

How does the growth of government relate to you? Well,
government was spending almost $1,900 per family two decades
ago. Today, though the average family is truly no better
off, the government is spending an incredible $7,800 per
family. Every ma.:, woman and child carries ncarly $4,500
of the national debt.

on the tax front, it used to be that the average family
of four could pay its taxes with the income carned by
February 8. Now, you must work a month longer -- into
March ~-- to pay your Federal taxes.

There are also some hidden payments in your lives.

If you arc lucky enough to buy that automobile which requires
44 months to pay off, you should also know that government
regulations have added $666 to its cost.

All of these problems are the legacy of a bankrupt idea:
that the government is the source of our economic well-being.
And now, thosc who have promoted the notion that the

government offers the cure for our economic ills have run
out of medicine. We are not only running out of medicine;
we are, more importantly, running out of time.
Left uncontrolled, here are some of the consequences that

would be upon us before long:
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-— If inflaction continues at the same rates, an automobile
that costs $6500 in 1981 will cost more than $12,000
in 1985. The utility bill which runs at $110 per
month today would jump to $229 in 1985.

-- The average percentage of your family's income going
to Federal income taxes will jump again from 18
percent today to more than 21 percent in 1985.

- While our GNP will grow by $1.2 trillion in the
next three years, the Federal Government's share
of the increase will be more than 26 pecrcent.
Historically, the government's share has rarely
risen above 20 percent.

All of these trends are leading us directly toward a

trillion dollar national debt.

When the Federal Government increases its debt it competes
with you for money. That, in turn, helps kecp interest rates
at today's extraordinarily high levels. These high rates not
only keep inflation high, they deter investments, and it
isn't long before all Amcrica falls into econouic decline.

It isn't government that suffers from this vicious cycle;
it is you.

And yet, we have continued to allow deficits to push up
our debt as if there were no negative consequences. The

record is frightening.
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In 1960, our national debt stood at $284 billion.

By 1974, as I prepared to leave the Governorship of
California, it had leaped to $474 billion. When I took
the oath of office 16 days ago, it stood at $930 billion.
And now we have been forced into asking the Congress to
raise it to $985 billion.

The unbelievable magnitude of these numbers illﬁstrates
how we have engaged in a form of naﬁional self-deception.

In 1971, the Congress of the United States last set what it
called a "permanent" debt limit of $400 -billion. Since then,
each time the debt limit has been raised, it has been
soothingly called a "temporary" increase.

In other words, as our national debt approaches one
trillion dollars, we are told it is only "temporary." Well,
this is the kind of debasement of the English languaée that
has gotten us into so much trouble. We've hidden behind
fictions and budget hocus-pocus. We've deceived ourselves
into thinking that the mere use of words would protect us
from economic chaos.

I've done a little research on this. I found that the
"temporary" debt limit has been raised 21 times since 1971.
If a bank told you you could borrow $5,000, do you think it
woﬁld let you go back 21 times to increase the loan without.
collateral? You know Ehe‘answer to that question. Well, it's
our job to c i i answer +e-that

ot s 4

question.
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We are going to stop hiding behind trick phrascs and
smokescreens. We may have been looking at a "temporary"
rise in our debt, but you and I know that the temporary
rizse has become a permancn! burden.

Thus, my first goal in getting our cconomy back on
track is to tell the truth and to quit manipulating
definitions.

I wish that we could magically undo all this damage.
We can't, and we won't. But we can start by being honest
vith ourselves.

I'm not asking you to be patient; I'm asking you to
use your impatience to make sure this difficult process is
seen through to the end. I won't ask you to do with less
because when the times arc most difficult, our people have
always done the right thing.

Now, let me briefly describe to you the four basic
elements of the plan I will be submitting to the Congress
when it returns from its rccess.

First, I am going to proposc the largest reduction in
Federal spending ever presented by an American President.
I am determined to break the cyéle of inflationary expecta-
tion and balance the budget at the earliest possible date.

No government in history has voluntarily cut its own
size. That is why we must take this action on our own.

As parents we know that we can repeatedly lecture our

children on the evils of wa:ste and extravagance, but nothing
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is so effective as simply cutting back their allowance.
The Federal government will cut its spending only when we
“take action to stop it from spending.

In this process, all essential needs of our society
will be met. Our efforts will be as even-handed as possible.
My cuts will affect everyone but the truly ncedy, and everyone
will benefit from this program including the truly needy.

Cnly those who unfairly and unnecessarily feed at the
Federal trough need fear what we do. T'or example:

- We wil. cut grants that benefit mostly the grantsmen.
These professional middlemen and clever long-term
budget manipulators will be a special target.

- We will not subsidize businesses &t the expense
of the American people. Our policy will be to
encourage business to earn its profits in the
marketplace and not in the Federal budget.

i We will not continue programs simply because
"that is the way it's always been done." 1It's
time tc get away from business as usual.

To help cut the budget, without hurting the needy, I plan
an assault against the fraud and waste that we have in
government. I will be rigidly intolerant of wasteful
activities, and I will seek tough criminal penalties against

fraudulent ones.
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I don't think, at this point, that I need to dwecll on
the obvious. From your personal experience, each of you
knows that inflation is destroying our economy -- inflation
fed by huge deficits and paid for by printing-press money.

I will, however, restate one of my most serious personal
concerns, and that is the effect of inflation on the family
unit. I approve of and support women who wish to enter the
work force. Yet, there is no question that hundreds of
thousands of wives and mothers are working today only because
they have no other choice. They are simply trying to help
their families stay even.

This has resulted in incalculable social and cultural
costs. It has cut down on the intimacy of family life by
reducing leisure time for family activities. Among working
people it has led to feelings of frustration and deméralization =
even rage and exhaustion. In my opinion, these developments are
in great measure responsible for the serious rise in family
instapility and unhappiness. That price is unacceptable to me.

My second proposal will be to reduce personal income tax
rates ten percent each year for the next three years. And I
will call for an acceleration in the ability of all businesses,
small as well as large, to write off capital investments against
their taxes.

Personal cuts will restore your opportunities to Work
and save and invest. It will result in economic growth and the

creation of more jobs.
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Business cuts will encourage investment in new plants
and eguipment and provide the capital for badly-necded
productivity growth. The recsult: nore jobs, better products,
and less inflation.

Just as our pexrsonal tax laws are stiuctured to achieve
certain goals, so must our business taxes. As an individual,
you can deduct mortgage intcrest which encourages homeownership,
and you can deduct charitable contributions which encourages
works of benevolence. Bu: iness must also be able to improve
its work, renew the quality of its eguipment, and prepare for
the Luture.

The sum of business expansion and growth is personal
well-being and jobs. I know there are those who oppose
business tax cuts, but the fact is that business doesn't

Qs
pay taxes;.ggg pay taxes. BEvery tax has to bz passed on as
a cost of doing business.

The third étep in my plan will be to lessen government
interference through the regulatory procegss. We must rceform
government regulation, eliminating needless and excessively
costly rules and requirements. But while we act to reduce
the burdens of government, we will never lose sight of the
legitimate ends that they serve. Our food will remain safe

CLepl
to eat; our medicine will cure and no%qcause disease; our
products will not threaten our lives.

However, we will review all old regulations and keep

only those which are absolutely essential. We will look at
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alternative ways of achieving regulatory objectives and screen
all new regulations. Ve will make assessments of regulations
based upon the costs they impose comparcd to the bencfits they
provide.

Fourth, we must act with a close understanding of how
important the monetary element is. In plain language, I
think we can work with the Federal Réservc system, and in
connection with our elimination of Federal deficits, we can
drive down inflation and restore the purchasing power of the
dollar.

My proposals are based on very simple principles. If
you want less of something, you tax it. If you want more of
something, you reward it. If you want more productivity, you
reward productivity. If you want to stop going into debt, you
stop rewarding the accumulation of dzbt.

Since the early 1960s, the Federal Government has
followed policies based on the hope that we could "fine
tune" our way out of inflation and unemployment. The result
has been "stop-and-go" policies -- fighting inflation one
year and unemployment the next. Whenever inflation became
too high, Washington would increase unemployment by raising
taxe: and interest rates. When unemployment then became too
high, Washington would open the budget floodgates and print
more money. And our problems only worsened. I think cutting

spending and cutting taxes go together.
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But as deep as our problems are and as lonyg as they will
take to resolve, I have faith thalt togelher we will get the
Jjob done. It is in the nature of the American people not Lo
shrink from the tough decisions.

I am confident that in time we will return not only to
prosperity but to a prosperity that preserves Lhe value of
our wealth. We can create the incentives which take advantage
of the genius of our econonic system -- a system, as Walter
Lippman observed more than 40 years ago, which for the first
time in history gave men "a way of producing wealth in which
the good fortune of others multiplied their own.”

Our aim is not to limit our wealth and merely allocate
it differently. ©Nor is it to favor the few while ignoring
the majority. Instead, we seek to incrcase our national
wealth by rewarding hard work and risk-taking. We seek also
to make our national wealth worth something by forcing this
government to live within its means.

Over the years we have let negative economic forces
run out of control. We have stalled the judgment day. We
no longer have that luxury.

Tonight I have frequently made statistical comparisons
to the yecar 1960. OLf course, much has changed for the better
since then. But in terms of our economy, how can we dispute
that things have gotten worse?

Since 1960 oux govefnment has spent $5.2 trillion; our

debt has grown by $646 billion. Inflation has explodcd by
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178 percent. Now, let us ask oursclves: how much better
oflf are we for it all? And, how much worse off are we for
it all?

When we measure how harchly these years of inflation,
lower productivity, and uncontrolled government growth have
affected our lives, we know we must act gquickly.

We must not be timid. We will not bhe timid.

We will restore the frccdom of all men and women to
excel and to create. We will unleash the energy and genius
of the American people -~ traits which have never failed us.

To the Congress of the United States, I extend my hand
in cooperatiomn.

To my colleagues in the Exccutive Branch of government
and to all Federal employces I ask that we work in the spirit
of sevrvice. We have no powers except those that we derive
from the people.

To those great institutions in America -- business and
labor -- I urge you to be guided by the national interest.
The only special interest we will scrve is the interest of
the people.

To my fellow citizens, I propose that we join to do no
less than shake the very foundations of our economic system.
We will work together and act responsibly. We will do so
with the most profound respect for that which we must
preserve and with sensitive understanding for those who must
be protected. Please give me your halp.

Thank you and good night.



MEMORANDUM

THE WHITE HOUSE

WASHINGTON

February 3, 1981

MEMORANDUM FOR: Ken Khachigian

FROM: Elizabeth Dole,{/;HD/

SUBJECT : COMMENTS RE: PRESIDENT' ADDRESS TO THE NATION

ik,

Feel use of strong language like "shake the very foundations
of our economic system" ala last paragraph in draft should be
used up front. Need to grab viewers attention and quickly
state order of seriousness.

As soon as viewer's attention is gained, hit him with facts
that directly affect the individual. Use examples which are
easy to relate to. Current focus in this regard is not until
page #4.

Discussion of family impact by working wives/mothers adds
little compared to the potential for alienation of large
segments of people if not handled perfectly. Suggest
deleting. See page # 19.

Also on page #9, may wish to compare 1981 tax increase with
size of that of 1976. Tax cut is actually lessening of tax
increase rather than a true cut.

First and second paragraphs on page #1l1 appear a bit awkward
in the sense that we really do not mention a specific about
our monetary policy. One of the key points is that the
policy will be stable and sound and our economic policy,
once announced, will be consistent for long-range planning;
rather than irratic to meet short term aberrations.

When mentioning institutions on page #13, suggest agriculture
somehow be mentioned.

From an overview standpoint, do we have too many facts and
figures? Would fewer of the most graphic nature achieve a more
powerful impact?

Like strong, powerful ending.
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Jim Baker
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Martin Anderson
Jim Brady
Elizabeth Dole

Max Friedersdorf
Dave  Gergen

Ed Harper

Lyn Nofziger

Kenneth L. Khachigian

7:30 a.m,

Attached for your comments is the draft for the President's
address to the Nation on Thursday night, February 5, 1981.

I will need to have your written comments delivered to me in
Room 196, 0ld Executive Office Building, by no later than

Noon today.

While I realize the time is short for your

review, I must deliver the President's copy to him at 5:30

this evening.

office at x2601.

If there are any questions, please call my
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ADDRESS TO THE NATION -- THURSDAY, FEBRUARY 5, 1981

GOOD EVENING:

Throughout the Presidential election éampaign last fall,
I came before you in the process of what I-called a national
conversation. It gave me an opportunity to speak plainly
about the difficult problems facing our Nation.

Tonight, for the first time as your President, I am

Nell/” -continuing this conversation to share with you my views on
2

42,‘6“ the profound economic crisis we face.
TVii;;__T—__:;=>Shortly before I took the oath of office, I asked my
> tg'v) advisers to prepare a comprehensive look at the American
-ff(‘ economy. Just as you review your personal finances and
t;r" ‘ prepare your income taxes, I wanted to have a national audit

g%z;:f;,, of America's financial condition.

Their report'wés presented to me yesterday. Frankly,
I found no surprises. You are going to find no surprises.
The sum total of what we face is nothing less than an economic
mess. Those are blunt words, but we have long since passed

olocrvre_ ]
the time when we can hide behind Lc£éx\economlc phrasing.

;:%7 Two weeks from now, I will §ut1ine to the Congress
of the United States the actions I feel must be taken to
rescue our economy. Tonight, however,:I am going to outline
the dimensions of the crisis, discuss how we got here, and

enlist you, the people, in the enormous effort it will take

to regain our economic vitality.



Let us begin with the plain truth. We arc not on the

road to recovery. Instead, we stand on the brink of economic

calamity. — ;%, pre Ao ol et

The Federal budget is badly out of control, and we are
faced with runaway deficits. cen months ago, the previous
Administration projected a surplus of some $16 billion.
Now, we facec a deficit of around $80 billion -- the largest
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steady trend in the growth of government. In 1960, there ﬁkoﬂx\
. <3
wer~ 10 Cabinet departments. axod @ow there are 13. In 1960 “vg

we had 2.2 million Federal employees being paid $12.7 billion
a yeaﬂ;>aﬂd épw there are 2 3/4 millidﬁiempiﬁyees making
$56.8 billion per year.’

In 1960, government consuimed 13 1/2 percent of our
national production. Last year, it took 23 percent;

The inescapable result of government out of contiol is
inflation out of control.

Inflation in 1979 ran at 13.3 percent. Least year it
finished at 12.4 pcrcent. In the entire eight years of the
Eisenhower Administration the total cost of living rose only
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11.6 percentA Today, that seemns hard to believe.
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of Federal taxes per family has quadrupled since 1965:]
Einally, too-many Americans arc painfully_aware of the
. : Tt1on" O ocOmomy. Last year's recession
pushed unemployment rates from about 6 percent to nearly
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7 1/2 percent. Numbers 4o not adequately measure the human
suffering this implies.
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sle ¥ _Thet is a brief summary of the national economic audit
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that has been presented to me a—corfusing —Fesbte—of—

_pawbers and charts.

But this report cannot begin to translate the deep worry
each of you feel. ©No citizen can avoid the critical problem
that faces all of us: how to cope with potential economic

disaster.
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alarming economic trends in personal terms.
The dollar you spent in 1960 will only buy 38¢ worth
of goods or services today.@iﬁhile you spent a gquarter of

your incomec to buy a home in 1960, it now takes more than
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Have you purchased a car lately? Just ten years ago,
it took about 35 months to pay for it -- today, neaxrly
44 months. 7&—

How does the growth of government relalte to you? Well,
government was spending almost $1,900 per family two decades
ago. Today, though the average family is truly no better
off, the government is spending an incredible $7,800 pex
family. Every man, woman and child carries nearly $4,500
of the national debt.

On the tax front, it used to be that the average family
of four could pay its taxes with the income earned by 2o ¥/ea
— , :
Eég:;;%y—ﬂ. Now, you must work a month lcnger -- into
March -- to pay your Federal taxes.

There are also some hidden payments in your lives.

If you are lucky enough to buy that automohile which requires
44 months to pay off, you should also know that government

A leo
regulations have addedh§666~to its cost.

All of these problems are the legacy of a bankrupt idea:
that the government is the source of our economic well-being.
And now, those who have promoted the Lwtibn that the

government offers the cure for our cconomic ills have run
out of medicine. We are not only running out of medicine;
we are, more importantly, running out of time.
Left uncontrolled, here are some of the consequences that

would be upon us before long:
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-- 1If inflation continues at the same rates, an automobile
that costs $6500 in 1981 will cost more than $12,000
in 1985. The utility bill which runs at $110 per
month today would jump to $229 in 1985.

-= The avcrage percentage of your family's income going
to Federal income taxes will jump again from 18

vpercent today to more than 21 percent in 1985.

~— While our GNP will grow by $1.2 trillion in the
next three years, the Federal Governmont's share
of the increase will be more than 26 percent.
Historically, the government's share has rarely
risen above 20 percent.

All of these trends are leading us dircctly toward a

at

rillion-—deottar national debt (i, Lavs evcecd o

/\ -fv.‘//,‘&-—\‘ g:'/o/llwf \
When the Federal Government incrcases its debt it competes

with you for money. That, in turn, helps keep interest rates
at today's extraordinarily high levels. These high rates not
only kcep inflation high, they deter investments, and it
isn't long before all America falls into economic decline.
It isn't government that Sufferg from this vicious cycle;
it is you.

And yet, we have continued to allow deficits to push up
our debt as if there were no negative consequences. The

record is frightening.
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In 1960, our national debt stood at $284 billion.

By 1974, as I prepared to leave the Govornorship of
California, it had leaped to $474 billion. When I took
the oath of office 16 days ago, it stood at $930 billion.
And now we have been forced into asking the Congress to
raise it to $985 billion.

The unbelievable magnitude of these numbers illustrates
how we have engaged in a form of national self-dcception.

In 1971, the Congress.of the United States last set what it
called a "permanent" debt liwmit of $400 billion. Since then,
each time the debt limit has been raised, it has been
soothingly called a "temporary" increasec.

In other words, as our national debt approaches one
trillion dollars, we are told it is only "temporary." Well,
this is the kind of debasement of the English language that
has gotten us into so much trouble. We've hidden behind
fictions and budget hocus-—pocus. We've deceived ourselves
into thinking that the mere usc of words would protect us
from economic chaos.

I've done a little rescarch on this. I found that the
"temporary" debt limit has been réised 21 times since 1971.
If a bank told you you could borrow $5,000, do you think it
would let you go bhack 21 times to increase the loan without
collateral? You know the answer to that guestion. Well, it's
our job to convince this government of the answer to that

guestion.
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We arc going to stop hiding behind trick phrases and
smokescrecns. We may have been looking at a "temporary"
rise in our debt, but you and I know that the temporary
risc has become a permanent burden.

Thus, my first goal in getting our economy back on
track is to tell the truth and to guit manipulating
definitions.

I wish that we could magically undo all this damage.
We can't, and we won't. But we can start by being honest
with ourselves.

I'm not asking you to be patient; I'm asking you to
use your impatience to make sure this difficult process is
scen through to the end. I won't ask you to do with less
because when the times are most difficult, our people have
always done the right thing.

Now, let me briefly describe to you the four basic
elements of the plan I will be subnitting to the Congress
when it returns from its recess.

First, I am going to propose the largest reduction in
Federal spending ever prescnted by an American President.
I am determined to brecak the cyéle of inflationary cxpecta-
tion and balance the budget at the earliest possible date.

No government in history has voluntarily cut its own
size. That is why we must take this action on our own.

As parents we know that we can repeatedly lecture our

children on the evils of waste and cxtravagance, but nothing
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is so effective as simply cutting back their allowance.
The Foederal government will cut its spending only when we
take action to stop it from spending.

In this process, all essential needs of our society

will be met. Our efforts will be as even-handed as possible.

i \.«LF'N‘\—‘L&: M
My cuts will affect everyone but the truly needy, andA' STONS

oll Mo ice
I Pbenefit from this program including the truly needy.
Only those who uunfairly and unnecessarily feed at the
Federal trough need tear what we do. For example:

—— We will cut grants that benefit mostly the grantsmen.
These professional middlemen and clcver long-term
budget manipulators will be a special target.

- We will not subsidize businesses at the expense
of the American people. Our policy will be to
encourage business to earn its profits in the
marketplace and not in the Federal budget.

- We will not continue programs simply becauvse
"that is the way it's always been done." ‘It's
time to get away from business as usual.

To help cut the budget, without hurting the needy, I plan

an assault against the fraud and waste that we have in
government. I will be rigidly intolerant of wasteflul

activities, and I will seek tough criminalfg;i;i%ées-against

fraudulent ones.
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I don't think, at this point, that I need to dwell on
the obvious. From your personal experience, each of you
knows that inflation is destroying our economy -- inflation

fed by huge deficits and paid for by printing-press money.

I wi¥l, however, restate one of my most serious persona

co
uwnit. I ap
work force.
thousands of wi working today only because

they have no ice.;,TﬁEQ are simply trying to help

Among working

people and demoralization --

rage and exhaustion. In my opinion, thesge developments are

reat measure responsible for the serious family
instability and unhappiness. That price is unacceptable to me.
My second proposal will be to reduce personal ihcome tax
rates ten percent each year for the next three years. And I
will call for an accelerétion in the ability of all businesses,
small as well as largé, to write off capital investments against.
their taxes.
Personal cuts will restore ydur opportunities to work

. and save and invest. It will result in economic growth and the

creation of more jobs.
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Business cuts will encourage investment in new plants
and cquipswent and provide the capital for badly-needed
productivity growth. The result: wmore jobs, better products,
and less inflation.

Just as our personal tax laws are structured to achieve
certain goals, so must our business taxes. As an individual,
you can deduct mortgage interest which encourages homeownership,
and you can deduct charitable contributions which encourages
works of benevolence. Business must also be able to improve
its work, renew the guality of its equipment, and prepare for
the future.

The sum of business cxpansion and growth is personal
well-being and jobs. I know there are those who oppose
business tax cuts, but the fact is that business doesn't
pay taxes; you pay taxes. Every tax has to be passed on as
a cost of doing business.

The third step in my plan will be to lessen govexrnment
interference through the regulatory process. We must reform
government regulation, eliminating ncedless and excessively
costly rules and requirements. But while we act to reduce
the burdens of government, we will never lose sight of the
legitimate ends that they serve. Our food will remain safce
to eat; our medicine will cure and not cause disease; our
products will not threaten our lives.

However, we will review all old regulations and keep

only those which are absolutely essential. We will look at
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alternative ways of achieving regulatory objectives and screen
all new regulalions. We will make asscssments of regulations
based upon the costs they impose compared to the benefits they
provide.

Fourth, we must act with a close understanding of how
important the monetary element is. In plain language, I
think we can work with the Federal Reserve system, and in
connection with our elimination of Fecderal deficits, we can
drive down inflation and restore the purchasing power of the
dollar.

My proposals are based on very simple principles. If
you want less of something, you tax it. If you want more of
something, you reward it. 1If you want more productivity, you
reward productivity. If you want to stop going into debt, you
stop rewarding the accumulation of debt.

Since the early 1960s, the Federal Government has
followed policies based on the hope that we could "fine
tune" our way out of inflation and unemployment. The result
has been "stop-and-go" policies —-- fighting inflation one
vear and unemployiient thce next. Whencover inflation became
too high, Washington would increase unemployment by raising
taxes and interest rates. When uncmployment then became too
high, Washington would open the budget floodgates and print
more money. And our problems only worsened. I think cutting

spending and cutting taxes go together.
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Bul as deep as our problems are and as long as they will
take to resolve, I have faith that together we will get the
job done. It is in the nature of the American people not to
shrink from the tough decisions.

I am confident that in time we will return not only to
prosperity but to a prosperity that prescrves the value of
our wealth. Wec can create the incentives which take advantage
of the genius of our economic system -- a system, as Walter
Lippman observed more than 40 years aqgo, which for the first
time in history gave men "a way of producing wealth in which
the good fortune of others multiplied their own."

Our aim is not to limit our wealth and merely allocate
it differently. ©Nor is it to favor the few while ignoring
the majority. Instead, we secek to increase our national
wealth by rewarding hard work and risk-taking. We seek also
to make our national wealth worth something by forcing this
government to live within its means.

Over the ycars we have let negative economic forces
run out of control. We nave stalled the judgment day. We
no longer have that luxury.

Tonight I have frequently made stalbistical comparisons
to the year 1960. Of course, much has changed for the better
since then. But in terms of our economy, how can we dispute
that things have gotten worse?

Since 1960 our government has spent $5.2 trillion; our

debt has grown by $646 billion. Inflation has exploded by
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17% percent. Now, let us ask ourselves: how much better
off{ are we for 1t all? And, how much worsc off are we for
it all?

When we mcasurc how harshly these yecars of inflation,
lower productivity, and uncontrolled government growth have
affected our lives, we know we must act quickly.

We must not be timid. We will not be timid.

We will restore the freedom of all men and women to
excel and to create. We will unleash the energy and genius
of the American people -- traits which have never failed us.

To the Congress of the United States, I extend my hand
in cooperation.

To my colleagues in the Execcutive Branch of government
and to all Federal employvees I ask that we work in the spirit
of service. We have no powers except thosc that we derive
from the people.

To those grecat institutions in America -- business and
labor -- I urge you to be guided by the national interest.
The only special interest we will serve is the interest of
the people.

To my fellow citizens, I propose that we join to do no

- anr e relld -
less than shakehyhe very foundations of our economic system.
We i1l work together and act responsibly. We will do so
with the most profound respect for that which we must
preserve and with sensitive understanding for those who must
be protected. Please give me your help.

Thank you and good night.
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ADDRESS TO THE NATION -- THURSDAY, FEBRUARY 5, 1981

GOOD EVEXNIIG:

Throughoﬁt the Presidential election campaign last fall,
I came before you in the process of what I called a national
conversation. It gave me an opportunity to speak plainly
about the difficult problems facing our Nation.

Tonight, for the first time as your President, I am
continuing this conversation to shaie with you my views on
the'profound economic crisis we face.

Shortly -before I took the ocath of office, I asked my
advisers to prepare a comprehensive look at the American
economy. dJust as you review your personal finances and
prepare your incone taxes, I wanted to have a national audit
of America's financial condition.

Their report was presented to me yesterday. Frankly,

I found no surprises. You are going'to.findvno surprises.

The sum total of what we face is nothing less than an economic
mess. Those are blunt words, but we have long since passed
the time when we can hide behind lofty economic phrasing.

Two weeks from now, I willtoutline to‘the Congress
of the United States the actions I feel must be takén to
rescue our economy. Tonight, however, I am going to outline
the dimensions of the crisis, diséuss how we got here, and
enlist you, the people, in the enormous effort it will take

to regain our ecoromic vitality.

1981
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Let us begin with the plain truth. We are not on the
coad Lo recovery. Instead, we stand on the brink of economic
calamity.

The Feddral budget is badly out of control, and we arc
faced with runaway deficits. Ten months ago, the previous

Administration pro;ected a surplus of some 1% billion.

This irresponéible spending goes hand in hand with the
steady trend in the growth of government. In 1960, there
were 10 Cabinet departments and now there are 13. In 1960
we had 2.“ million Federal employees being paid $12.7 billion
a year, and now there are .2.33 million employces making
$~Z§- billion per year.

In 1960, cggtrnment éﬂ:%uned 18 l/2 percent of our
national production. Last year, it took 23 percent.

The inescapable result of government out of control is
inflation out of control.

Inflation in 1979 ran at 13.3 bercent. Last year it
finished at 12.4 percent. In the entire eight years bf the
Eisenhbwer Administration the total cost of living rose only

11.6 percent. Today, that seems hard to believe.
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off Pederal toxoes por family has qgusdrupled since 1965.
Finally, too many Ancrvicans arae painfully aware of the

sluggish condition of our cconony. Last year's recession

pushod unemplceyaaent ratos fioa apwnt 6 porcent to nearly
1/2 cenlb. Numbers do wob adoeciately measure the huan
suffering this inplics.

Yhat i a bricef suwnary of the national sconomic audit
that has becen pres-ntad to me -—- a confusing juuble of
numboers and charis.

But this roeporl cannot begiu to translate the decp worny
cach of you feeld, No citizcwn cen evoid the critical problom
that facces all of us: how to copce with potential economic
disaster.
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wore govermwent repori.  TJTustead, lzt's look at these
alarming cconomic btrends in porsonsl toerms.

The dollar you spent in 1960 will only buy 3b¢ woxrth
of goods or scvvices today. VWhile you spent a quarter of

fo,— mou'f‘.ly payments on a ne w
Y OUY .‘i_ll(t(')!i\flh‘m- home din 1960, it now takes more than

40 percent.
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of four could pay its taxes with the income earncd by
February 8; Now, you must work a month longer -- into
March -~ to pay your Federal taxes.

There are also some hidden payments in your lives.
I1f you are lucky enough to buy that automobile which requires
44 months to pay off, you should also know that government
regulations have added $666 to its cost.

All of these problems are the legacy of a bankrupt idea:
that the government is the source of our economic well-being.
And now, those who have promoted the notion that the

gchrnment offers the cure for our economic ills have run
out of medicine. We are not only running out of medicine;
we are, more importantly,‘running out of time.
Left uncontrolled, here are some of the consequences that

would be upon us before long:
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-—  1f inflabtion continues at the same rates, an automoebile
. almest 9,000
that costs $6500 in 1981 will COSE ety SizSmmgied
in 1985. ’A utility bill which runs at $110 per
month today would jump to $£ ip 1985,

-- - The average percentage of your family's income going
to Federal income taxes will jump again from 18
percent today to more than 21 percent in 1985.

-~ While our GNP will grow by $1.2 trillion in the
next th;ee years, the Federal Government's share
of the increase will be more than 26 percent.
Historically, thc government's share has rarely
risen above 20 percent.

All of these trends are leading us directly toward a
trillion dollar national debt.

When the Federal Government increases its debt it competes
with you for money. That, in turn, helps keep interest rates
at today's extraordinarily high levels. These high rates not
only keep inflation high, they deter investments, and it
isn't long before all America falls ihto economic decline.

It isn't government that suffers from this vicioﬁs cycle;
it is you.
And yet, we have continued to allow deficits to push up

our debt as if there were no negative consequences. The

record is frightening.
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PLhus, my First goal in gelbiog onr cconoumy bacl on
buagk is to tell the Lsuth and o guil manipelating
definiticns.

I wish that we could magically undo all this damage.
We can't, and we won't. Bul we can start by being honest
with ourseclves,

I'm not ashking you to bce patient; I'm ashing you o
usc your impaticnce to mnke sure Lhis difificult process 1s
sceil through to the end. [ von'l ash you 'f_;.o do with less
becaase when thoe times are wost difficulc, our people have
always donce the wight thing.

Now, let me bricily describe to you Lhe four besic

’

cloments of the plan 1 will ho submitting

to the Congress
when it returns from 1ts recess.

'irst, I am going to propose the largest rceducticn in
‘ederal spending oever presentced by an heecican President.

s

I awm detcermined to breal Lo eyele of inllationary expzcta-

(G
.
0
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and balancae the budgelt at the carlicest possibhle date.
No government in history has voluntarily cut its own
size. Yhat is why we wast take this action on our own.
Ag parempts o linow ther ve can repeatedly leclure oux

children on the evils of waste ond extyavagyance, but nothing
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fod by hnge deficits aad paid for by printing-poess monay .

L wil', however, restatce one of ny nmost serious personal
concerns, and that iz the effcct of inflaition on the family
unit. I approve of and suppoirt wonen who wish: to enter the
work force. Yet, thoxs is no questiocn that hundreds of
thousands of wives and mothers arce working today only baecause
they have no ochoer choice. They are simply trying to help
Ltheir families stay cven.

This has resulted in incalculable social and cultural
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imacy of family lifc by

costs. It has cub dowa on the in
reducing ledisure time for family activitics. Awmong woriin-g

&
3
L

people il has led to ic:lings of frusisrelbion and deworalization
cven race and exhaunstion. Irno my opivion, thesce developnenlts are
in great measure responsible for the serious rise in femily
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instabilily and uvabapniness. That price is unacceptable to ma.
My scecond proposalt will b2 Lo roeduce personal incone tax
rates ten percent each year lor the next thras years. 2And I
vild eall for an dsecleration in the abi iy oF ol buiinesaca
swall as well as lavge, to write ofif capital investments agaiuast
their taxes.
Personal cuts will restore yvouor opporiunitics 1o work
and save and invest. 1t will result in economic growth and the

croeation of more jo.s.
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the future.

The sum of business expansion and growlth is porsonal
well--being and jobs. 1 know thore are those who opposce
business. tax euts, bul the fact is ithat business doesn'h
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The third step in wy plan will be to lessen government

interference through Lhe regulatory process. We must xeform

gov . ornment regulation, coliminating nacdless and cxcessively
coslly rules end rogrircunents. But vhitle wwe act to xreduce
1he burdzns of governuwont, we will never lose sight of the
legitimate onds that they serve. Our food will remain safe
to eal; our medicine will cure and not cause disease; our
products will not thvealten our lives.

However, we will review all old rcegulations and keep

only thosce which arce absolutely essential. We will look at
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TOIPE WO can work with Lhe Poederal Ressrve sysbesn, and in
conpoction with our ciimnairon of Federval deficits, we can
drive down inflotion and resiore the purchasing pover of Lhe
dlongl

My proposzls arce bhraed on very simple principles. If
vou want loss of something, you tax it. If you want moie of
gsomoething, you roward it., 1f you want wmove productivity, you
rovard productivity. If you want to stop goiug into debt, you
stop rowarding the accumulation of debi:.

Since the early 1960s, the Federael Goveimeont has
followed policics bagod on the hope that we could "fine
Lunct S our a0 e il e e nd e ey e e i

"

has Loou "sLop-and-go" policies -— fighting infilation one

yoar and uncwployssont the next. Whenever dnflation bocame
too high, Washingiton vould iucrcasce unceployesiont by radsing
taxes and interest rotes. When unemplo sienl then ])eca e oo
higl, Vashington would open the 1311(1':}0{; floodyates and print
more moncey. And our pcoblews only worsened. 1 think cutting

spending and cutting tauxes go Lo :ther.
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Lippman obserxved noxe than 40 yveervs ago, which for the first
time in history gave mon "a way of producing wealth in which
(2 3

the good fortunc of others multiplied their own."

Our aim is nobt to liwmlt our wealth and merely allocate
it differently. Now is it to favor the few while ignoring

our naticnal

the majority. Instead, we seek to incre:
wealth by rewarding hard work and risk-taling. We seck also

to make our nat ional weullb worth sowcthing by forcing this

e

governmenc Lo live within ilts means.

Over the years we have let negntive cconomic forces
run out of control. Ve have stalloed the judgment doy. We
no loager have tpat lunury.

Tonight I bave fregaenlbly made stabiscical. con parisons

to ne year J960. Qf vounse, much has cbhanged for the belbesr
since then. Bult in terms of our cconony, how can we disputoe
that things have ooticn worse?
.
Since 1960 our governwmoent has spent SO trillion; oux

Prices have
Traces hase

debt has grown by $C4Q billion. ; exploded by



I}‘) ¥
IR/ st s i s S o e e G e s Teone ey e =
G R R Asdi At ien s i ol e G G e e i
' Ny,
L aldd

Wiiess e measade ity e alhise L yoors of inflotion,

Lowery, productiyity, and unscontrolled govermmenc growth hiave
gt factod our Mives, Wi Lunow Ve muat ach gaicily.
We must not be tirid. We will not be timid.

e w1l restore the frecodon of all moenn and women to

0
.

)
~
n
-
i
O
.
=
-4
~

cxeel and Lo > will unleash the cencergy and genius

of the hwericen people —-- traits which hoeve never falied us.

—

o the Cougress of the United States, 1 extend my hand

'r-' -
S
—

cooperation.

To ny colleagues in the Ircecative Branch of governmont
and to all Federhl cuplovees T ask thalt we work in the spixvit
of scrvica,. Woe have no powers cxceept those that we derive
fraan the poeple.

Ta those great institutions in Awnevica —-- business and
labor - I urge you toe be guided by the national interest.
The only special interest woe will scrve is the interont of
the people.

o my fellow cilizens, T proposce that we join to do no
less than shake the very foundations of our ccononla system.
Ve will work together and act responsibly. We will do so
with the most profc md respoeet for that which we must
prescervve and with censitive unclc-x:‘f;:tm:ﬂ,;i_ng for those who munt
Lier proleeted., Pleoase give mo yont helj.

Thaprhk you and good night.



The current economic malaise is not a result of tens of thousands
of businessmen across the country, each making poor business decisions.
No, government itself must take responsibility for this situation. And
only changes in government and government volicy is going to make things
better.

There has been considerable discussion as to what label best
describes our current economic plight. Some of my advisors urged
me to declare an "economic emergency" while others counseled use of the
word "urgency". Whatever label one puts on it, undoubtedly America is
in economic trouble and things are not going to get better unless

we act and act quickly.

I don't have to tell you how bad things are. Many of you have
been touched personally by the economic tragedy ravaging America.
The inflaztion rate has destroyed the dreams of millions of older
Americans who diligently saved money in their productive years
in order to live with dignity later on. Long periods of unemployment
has 1led to drinking, divorce and despair for many who otherwise
would be living happy and productive lives. Those Jjust entering the
job market are finding their oprortunities limited when compared what

was available to people just a few short years ago.

Make no mistake about it: the merican people are experiencing
an actual decline in their standard of living. Families who once
ate roasts now find themselves changing their diet to less expensive
foods. Eating dinner out has for many become a memory of former good

times.



Simply stating the current levels of inflation and unemployment
is not enough to explain our predicament. We are now suffering the
economic consequences of long standing high levels of inflation. In
reality, the nation has had unacceptably high levels of inflation for
almost a decade. The economic quagmire we now face has been building
for years and we are not going to rid ourselves of it overnight--but

we must begin.

While many federal programs are themselves counterproductive,
the method used to finance them has proved devastating. The government
has been borrowing money for the last decade to the tune of
billion dollars. That's right, we've been living on borrowed
money and the political leaders of this country have been acting as
if the day of reconing would never come. We'll the day of reconing

is here.

Back on the American frontier, families would experience hard

winters bgut one thing they would never do is eat the seéjthey
had set aside to plant in the spring. Mew seed grain is much like
money used by business to invest in new pl;nts and equipment. It can
be ccnsumed right away or it can be invested in ways which will
produce in the future. Unfortunately, for the last decade we've been
eating our economic seed grain.It has got to stop or by the next
decade the greatness of the American economy will be a distant memory.

***Today research and development --the true seed grain of progress--
is at its lowest pofg%?aiﬁgg%can business has not been investing
new plants and equipment, which are the means of employing future
generations. And while research and development,aand industrial
. faxes are up . .
investment are dgﬂg;—— ; Tt LRt government
manditﬁg spendiﬁ@Y’Wha%*s—ﬂ§=és.geasx\ﬁg?RP on filling out government
formsv What has been happening ié\tﬁé”§5§é?hment mandated eating

of America's industrial seed gain.
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OV%F;Ehe years the American pecple have geenesold bill of o
Slebvcianf p€op f'b‘ were w Sy
goods by¥asing the oldest trick in the book. '”CQJ

timsin they could have something-for-nothing. s were told

C o (d

gpa—eeudsssere local programs yiemsk-gasd# be financed with "federal"

money. Unfortunately, the federal money is actually local money
which is taken and then returned-~-minus a federal holding charge,
of course.

Then there was the biggest scam of all. The public was told
that programs could be financed bﬁFaxing business. This ploy was
particularly successful because it played on two human frailties:
greed and envy.

Nevertheless, it did not , and can not, work. Business taxes are
simply passed on to the customers in the form of higher prices or they
are taken from money allocated for research and investment, which forces
future generations to pay with lower standards of living.

In short, over the last 25 years the public has been conned into
supporting government spending programs thinking they were going to get
something free or someone else was going to pay. Now, with record high
inflation and jobs dissappearing because business is near bankruptcy, the
American peorle must face reality——youh:never going to get something
for nothing. The economic woes of today are the price we are paying

for yesterday's folly.
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