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EXECUTIVE OFFICE OF THE PRESIDENT 
COUNCIL OF ECONOMIC ADVISERS 

Date·: 1/28/81 

T~ Ken Khachigian 

From: Murray Weidenbaum 

This was my rough draft. 

-------



A NATIONAL ECONOMIC RENEWAL 

·Two weeks ago in my inaugural address, I spoke to you 

about the need to embark upon an era of National Renewal. 

With renewed determination, renewed courage, and renewed 

strength, the United States will once again be a nation in 

which no dream is too big, no goal unattainable. Tonight I 

would like to talk to you about renewing our economic 

strength and vitality -- a National Economic Renewal. 

I would have liked to be able to tell you that the 

economy is now in excellent health, or at least that there 

are quick and easy solutions to our economic problems. But, 

in truth I cannot. 

To begin, we all must acknowledge the obvious: the 

American economy is not performing well. Too many of our 

people are out of work and all of our citizens are suffering 

from an inflation of unparalleled intensity. 

The basic economic strength of this nation has been 

drained by rising tax burdens, expanding government spending 

and a plethora of rules and restrictions that weigh on 

every business firm, farm, and professional person. 
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Where Are We Now? 

Let me review with you briefly the economic conditions 

that we have inherited. First of all, inflation -- which 

averaged 1 percent in the early 1960s -- has risen to over 

10 percent at the end of 1980. The costs of this inflation 

are enormous. Inflation distorts and confuses individual 

economic decisions. Inflation erodes the purchasing pow~r 

of those who can least afford it -- the elderly, the poor, 

the struggling young, and others who must survive on fixed 

incomes. Inflation reduces the attractiveness of investment 

in new poductive capital, and discourages saving. Inflation 

has turned the average consumer into a speculative borrower 

who buys now hoping to pay later with inflation-cheapened 

dollars. 

Second, we have a tax system which discourages work and 

personal initiat~ve, inhibits investment, and penalizes 

successful achievement. The weight of taxation has become 

unbearable for so many of our people. Inflation has pushed 

taxpayers into ever-higher brackets, even when their real 

incomes have not increased at all. The fraction of 

taxpayers paying more than 25 cents to the Federal Government 

from each additional dollar they earn has tripled in the 

last decade. 

/ 
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For businesses, the tax burden has also grown heavier. 

They are taxed on meaningless inflation-swollen profits. 

As a result, many businesses have neither the incentive nor 

the resources available to invest in new productive 

technologies and expanded facilities. All this contributes 
lower 

to the/ rate of economic growth which we have been 

experiencing. 

Third, despite record-high tax burdens on the American 

people, the Federal Government is unable to live within its 

means. Huge budget deficits follow year after year. In 

the last fiscal year, the deficit was $60 billion, the 

second highest on record. The budget prepared by the 

previous Administration for the current fiscal year is in 

truth about as high. Twenty years ago, the Federal 

Government took for itself 18~ percent of our national 

production. Last year, it took 23 percent. And even these 

numbers understate the total costs the government has 

imposed. Regulations have proliferated, requiring businsses, 

schools, hospitals, and many other private institutions to 

spend enormous amounts to satisfy the commands of Federal 

agencies far removed from those whom they regulate. The 

cost of complying with all of these regulations constitutes 

a hidden tax pushing up the prices that consumers pay for 

the goods and services that they buy. 
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Fourth, high interest rates shatter the dreams of millions 

of Americans -- t~e dream of home ownership. High interest 

rates also add to the cost of every business and retard new 

investment. 

Finally, unemployment remains far too high. Last year's 

recession pushed unemployment rates from about 6 percent 

to nearly 7~ percent. The human suffering that implies cannot 

be measured by any statistical report. 

It is convenient, of course, to blame these economic 

failings on factors beyond our control -- world oil price 

increases, poor harvests, declines in the dollar. But we 

cannot escape the fact that most of the blame belongs right 

here in Washington. 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 20 years of stop-and-go 

fighting inflation one year and unemployment the next. 

whenever inflation became too high, Washington would increase 

unemployment by raising taxes and interest rates. When 

unemployment then became too high, Washington would open the 

budget floodgate and print more money. And each time the 

government tried to apply the quick economic cure, it 

that the patient needed even larger doses of economic 

medicine. 
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Now those who have promoted the notion that the 

government offers the cure for our economic ills have run 

out of medicine. Inflation, unemployment, interest rates, 

taxes, and the Federal deficit are all higher than they were ~~ 
~f~I 
~I -!/ just four years ago. All of these problems are the legacy 

;.J_~rof a bankrupt idea: that the government is the source of our 

~ ,,..,-«-, economic well-being. I believe it is time to recognize the 

~-~1error of this view, and to acknowledge that the creativity of 

-~ individuals and the free exchange of the marketplace is now, 

(~.f" I(} and always has been, the source of our Nation's wealth. 

1~· What Must We Do? 

There is an urgent need for the American people to embark 

upon a comprehensive and sustained effort at National Economic 

Renewal. In the next few days I, and members of my 

Administration, will be announcing a series of proposals 

designed to restore the government to its proper role in our 

economy. These will not be policies to put the economy on 

stop this month, to be replaced by other policies to put 

the economy on go the next month. We have suffered from too 

much tinkering that responds to the ill of the moment. What 

is needed now are steady, consistent policies which will 

reduce inflation and unemployment at the same time. 



- 6 -

Because our economy has long been fettered, it will not 

be unchained overnight. Because the promise of government 

solution has acted like a drug, the addiction may not be 

overcome instantly or without pain. My program is for the 

long haul. 

My program is ba,ed on a very simple principle: if you 

want less of something you tax it. If you want more of 

something you reward it. If you want more work and saving, 

you reward work and s.vin~ If you want more productivity -
_you reward productiyirv· Unfortunately, the tax and budget 

policies of the last 20 years have not done this. They have 

taxed work and productivity and rewarded borrowers instead ,. 
of . saver•· - My programs rest on four key points: 

1. There must be substantial cuts in personal tax 

rates made to restore the reward to creativity 

and the incentive to work and to save and invest. 

Creativity, innovation, and productivity all stem 

from the initiatives and risk-taking of individuals. 

Personal income tax rates should be reduced by 

10 percent each year for the next three years. 

It is essential that our citizens know that less 

of each additional dollar they make will be taken 

by the government. 
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2. For businesses, large and small, we need to 

liberalize their traditional ability to write off 

capital investment on their income taxes. Such 

liberalization will encourage investment in new 

plant and equipment and provide the capital to 

support badly needed productivity growth. 

3. There must be a very substantial reduction in 

the growth of government spending. It is time to 

reduce our dependence on Washington. It is not 

enough to advocate the broad principle of economy 

in government. Each of us must support the 

reduction of wasteful, inefficient, and postponable 

government spending in our own areas and sectors 

of the economy. But simultaneously we must provide 

for a stronger national defense. 

4. The burden and intrusiveness of government must 

be pared in all of its dimensions. We must reform 

government regulation, eliminating needless and 

excessively costly rules and requirements. Many 

of the goals of these activities are laudable. 

But they need to be achieved in a far more 

effective and efficient manner. There was a 

disturbing rush of last-minute regulations 
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promulgated just prior to my inauguration. We 

must carefully review these hasty actions to 

identify which are truly in the public interest. 

We will act to reduce the burdens of government, 

but we will never lose sight of the legitimate 

ends that need to be served. 

In addition to these proposals, there is an important role 

to be served by the independent Federal Reserve System. A 

keystone of our program to reduce inflation and restore 

healthy growth in jobs and production is the maintenance of 

a sound, predictable, and steady monetary policy. I will 

support the Federal Reserve in doing its vital part to 

reduce inflation by preventing excessive monetary growth. 

Where Are We Headed? 

As I stated in my inaugural address, the economic ills 

we suffer have come upon us over several decades. They will 

not go away in days, weeks, or even months -- but they 

will go away. We must now lay the foundation for a future 

economic system in which people will have more power over 

their own daily lives. 
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Because our policies address the long-term, economic 

problems we now face, there should be no sudden or capricious 

changing of the economic "rules-of-the-game." Any set of 

economic policies soundly conceived and smartly implemented 

must have at their foundations a central theme. Thus, the 

economic policies of my administration can best be expressed 

by quoting a 19th-century British philosopher named John 

Stuart Mill. In his classic book Considerations on 

Representative Government, Mill stated: 

Let us remember, then, in the first place, that 
political instituions are the work of men, owe their 
origin and their whole existence to human will. Men 
did not wake on a sununer morning and find them sprung 
up. Like all things which are made by men, 
therefore, they may be either well or ill made .•. 

The goal of the economic policies adopted by my administra-

tion will be to transform the Federal Government from something 

ill-made to something well-made; from a menace inhibiting the 

economic prosperity.and individual liberty of Americans, to 

a stimulant that widens promoting the latitudes of individual 

choice and the range of economic renewal. 

With the.policies of National Economic Renewal, we can 

achieve the economic strength and vitality necessary to 

provide a future of progress and prosperity and freedom. 
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The United States 1~ill once again become great not so 

much for what it is, but for the opportunities it affords 

all of its citizens -- in helping you, my fellow citizens, 

become all that you can be. 



THE WHITE HOUSE 

WASHINGTON 

February 3, 1981 

Memorandum for Ken Khachigian 

From: Dave Gergen 

Subject: Economic Speech 

Here are the beginnings of a different draft, picking up 
from the early part of the original and carrying through 
on a different slant. I will show it to a very limited 
number of others, but let's discuss before it goes much 
farther. Should be back from lunch/Deaver meeting around 
2-2:30. 



Throughout the Presidential election cnm~~ign last fal l, 

I can1~ before you in the prc)ccs s of whilt I called a n.:t t ionaJ 

conversation. It gave me an opportunity to speak pJ.ainly about 

the c1if f icul t problems f acin'J o u:r. Nation. 

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

continuing this conve r sation to share with you my views on 

the profound economic crisis we f ace . 

Shortly before I took the oath of office, I asked my 

advisers to pn.- ,1are a comprehensive look at the Jl .• mer:ican 

economy. Just as you review your personal finances <.ud 

prepare your income taxes, I wanted to have a nationRl audit 

of America's finr::.ncial condition, as I began my Presidency . 

The ir preliminary report was presented to me yesterday. 

Frankly, I found no surprises. !~C?U are going to find no 

surprises. The s um t0tal of what we face is nothing less 

than the worst economic mess in half a century. Those; are 

blunt v;,)rds, but \·:e have~ long since pusscd the time Hhe:1 

\·le can hide behind lof t y economic phrasing . 

Tonight, I am going to outline the c1ime11sions of the 

crisis, how we got h ere and the direction we are heading. 

Two weeks from 110\\' , I 1·1i. ll outline to the Con~rress of the 

United States t h e actions 1 feel must be taken to rescue 

u s from f urther c] c·. 01age . 
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Let us bc~jin with the pl.::~in trut:h. We arc not on 

the roa.d to pro:;;pcrity. We arc on t-hc: road Lo b~}n}:ruptcy 

not now, not tomorrow, but. sornc1.-1ht: (C over Lhc horizon unless 

He soon clianqe course. 

For two strnight years, we huve been afflicted with 

double digit inflation in the United States -- the worst 

inflationary siege since the First World W<lr. 

Over seven million Americans are now out of work --

so many people that if they stood three feet apart from each 

other, their line would stretch from Maine to California. 

Interest rates are now so high that less than one 

American family in ten can afford a n~·w home . 

And some of our most vital industries steel, 

autos, housing -- are almost flat on their backs. .Just 

two days ago, General Eotors our third biggest company 

reported its first losses in 60 years. 

Numbers can hardly describe the anxiety -- and yes, 

the f ear --- that grips millions of America.ns tonight. 

For many of us who grew up in an age when this nation 

was a beacon of hope and prosperity around the world, the 

change in our n ationa l condition is bitterly disappointing. 

We fondly remember the years after World War II when 

this country wa s a cornucopia of abundanc0. 

Our workers outproduced every nation on earth; our 

scientists and engineers were coming up with new marvels 

almost every day; our farmers harvested so many bushels of 

grain a nd wheat that we literally guve them away to other 
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llncrnplo'/'r.cnt? Ye~~.:; , l.hcnc \·.--:~; sorn~ of that, 

percent a yenr durins the 1950s . 

seern2d to matter bc:caus c-:: Ame cica wac: enjoy iny the biggest 

economic boom that man hci.s ever known . In the 25 years 

after World War II, the income of the average Arnerjcan 

family more than doubl2c1. In just 2 "i ye2 :cs, v.7\? increased 

our take-home pay by n~re than we had amassed in all the 

lSO years before that -- combined'. 

No wonder that for many, those years -- the Truman 

years, the Eisenhower years, the Kennedy years -- were 

the golden years. 

But times have chang0 a -- and changed radically. 

Today, a worker in Germany cttn turn o ut a ton of 

steel in ____ hours; here in America, it tokes hours. 

An~ people wonder why our steel industry is in trouble. 

Today, a worker in Japan can produc e a n ew car in days ; 

hPre in America, it takes days. 

auto industry is in trouble. 

"Made in the USA " is no longe :1 a l abe l th 21 t opens ev0ry 

door -- even here in our ovn1 country . 

Over the past 10 years, our recor<l of productivity 

gains is the worst of any major d 2mocr:,cy in i.:.he industrializE:d 

world; our rt.:cord of savings ancl investmc; nt i ~; also the worst., 

and our record of inflation is 011e of th e~ \·1ors t . 
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Nmv, 1 .. 'Ly Ji,:::_::; all th:i~o happened Lo us'? 

'J'llere arc thc1~;c v:ho s2::-y tj·,at n1 t.hc n"l.i.ural course 

Whn.t 

wo. are seeing, t.hey tE:ll us, is the c!c,clinl'o and fall of 

l\rnerica. 

The doomsdayers tell us, too, thQt we have entered 

an era of limits -- that America has nearly exhausted 

her ncitural and human limits. 

Apparently, they ~re prep3rcd to accept these events 

as inevitable -- to sit back and enjoy the few remaining 

comfo-ts of life, to descend even into decadence , because 

tomorrow brings the deluge. 

Well, I am 07;e Americun who is not prepctred to surrender. . 

And I believe there are millions upon millj_ons of others 0£ 

you who are not prepared to either -- and that's why you de­

cided to send a new team to Wdshington. 

W:. are in no danger of running out of resources in 

Amer ice.... We are only in danger of running out of irn~gination. 
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Nor should '.·.'C:' a.c:· : ~;pt the noUon of 1-i.ni_i..i.s . 'l'hcrc~ 

]
. ,. 

. . , no liE1i I~ U.J \"'hot /\JC~ricn. c D.11 acJ·~ievc -·· · or t l1e y-oocl 

th c1 l \·.'C c.:111 do -- so .L>nq <:is \"'"'' place nu l i n1.i. t on our 

I believe you el.:,ct.ed me bccciusc yoi1 \·:ont to introd uce 

frP-::->h hop e t:o our na.tion. 

You w:;nt to change the cour ~.;c o f history. 

You want to l eave your children with C\ country that 

is dynilrnic, growing -- and best of al l, is stil l a cradl~ 

of freedom . 

And I believe we can achieve these grout: gouls sc 

long as we understand how we got into this me~;s and resolve 

that, whatever the price , we wjll work our way o u t of it . 

Today 's economic crisis is not simply an a c cident 

of history. 

Its roots are very clearly implanted in the mistaken 

notions that too}: hold some t\·:o ckcadcs aso . In the flush 

of prospcri ty , \'.' C decicJed back then that we should n:bui ld 

our cities; we shou ld dou~l e and redouble o u r housing stock ; 

we should lif t evcry011.:::: out of povC'rt:y ; we shoul": criss-cross 

the nation with four-lane highwnys ; we shoul d cleanse our 

a.ir a nd our 1·1a tcrs ; an cl. 1·1c should send a man to the moon . 

Each of these goals was worthy of a grG~t people ; each 

o f them , standing a lone could have been accomplished . 

But we made two e normous mi stakes : we decided that 

we would do them al l -- a ll at the same time ; and we 
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cl(;cidcc:l Lh:·1 l \\1a::Li.n~J ton, the Fcd(~ral govcrrH:il.~nt, would 

lie the ch.:-1riot. U1,l. L woull1 c<•:i:ry u~~ to f:1.iccc:-:;s, 

The bu eden 11<1~ lJCC'n rno ···c· t :lun ou L- ccon01ny conlc} 

bear. 

When Pr~sident Eisenhower left office, the Fcdcr0l 

government was running abo11t a hunrtrea diffor~nt progra~s . 

Touay it is trying --- and failin<J -- to nwnaqe over 700 

different programs. 'I'he government catalogue tLat tells 

you v:ha t the programs are is thicki:::r than the l·'.a.nha ttan 

phone directory. 

Each of these pro9rams costs moHey, of course -­

usually fnr in excess of what anyone first envisioned. 

Bureaucracies sprout up around them; vested interests b e ­

gin to defend them; Federal assistance that was once con­

sidered a privilege is soon dcfin·.·1 as an 11 entitlcrnc:· nL". 

And suddenly, we are told, the programs are untouchdbl e 

11 uncontrul lab le " according to \\7ashington jargon and 

only che foolhardy, or the hc::~artlcss, 'ldould try to chetnge 

them. 

Well, again, I reject thnt philosophy and I hope 

you do , too . All of us mu st recognize th.:it the explo£>iv2 

growth in Federal spending over these past 20 years --

from less than a hundre d billion a year when Ike left office 

to over six times that amount toClay - - has hud two devas 

tating impacts upon our economy . 

First, it h as forced u s again and again to enlarge 

the f cc1(~ral tax requireme n U:~ of our govern .:1e n t. When 
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Today , you Arc pay-

.u1g 18 ccn t::~; . 

\\'L. ~n you tu~1.c in to account j ncf'E-~<'t::>cs in stnte 0 n d JocaJ 

tu.xci.tion many o f v.'hich have: been st:imulated by Federal 

programs the pictun~ is 2vc11 bl eaJ~c:r. 

ago, the average taxpayer worked uDtiJ e ach 

year in order to earn enough money to pa.',_' all his taxe s; 

today he must work until May to e~rn his tax paymen t s; 

he doesn't start earn i n g a penny for h imself until May 

This hu9e increase in Oc'.r tux burc1e:::1s i s srnoth0ring 

personal incentives in America. Why should you work over-

time if the government is goin g to chew up most of t h e 

ex i.ra income? Why should you produce a better prof it i f 

the profits are yoing to he~a straight for Wash ington? 

Why should you inve n t a n ew engine , experiment with a n ew 

theory , or write a ne\·1 boo}~? 'Those are q ues 1.:ions that too 

many are asking -- and answerin~J -- the wrong WCi.Y . 

Excessive t.:1xation h as l::hus become one of the biggest 

sin0le roadblocks in our economy . 

There is a ;.ccond e ff e ct of r lm <" '.vay goven1rncnt spending 

and thi s one i s equally devastotin g . Unfortunat2 ly, as 

Washington has built up its bureaucratic erepi rc , it has 

a llowc:d spen d ing to increase far more r<lpid ly than revenues . 

As a result, we not o nly h ave runaway sp0ndin0 -- but 

runaway deficits. 



sonnd f j nanci.c 1 hus is. Four y.-~c.11.:s out of five-: -- in pea ce->-

tiirn:-·, <-tt least -- the Fedcrc:'-1 buc1gc•l: wa~c; in Lhe blar::lc. 

S j nee \'/orld \for I 1, howc~vcr, the ~;i tuZl ti on has been to ta lly 

the rcvcrf;e for more tha n four yE:.·c::.tr::3 out of five, the 

government has been in the rad. Indeed, Washington hasn't 

seen a balanced budget since the early <l~ys of the Kennedy 

administration. 

I have been particulur ly appalJ.ad by the deterioration 

in Federal finances over the past seven mon ths. Last ,1une, 

the Congressional Budget Office -- an indepcnJent arm of the 

Congress - - estimated that Washington's accounting books for 

1981 would show a balanced budget by the end of the year. 

That was in June. Today, thnt sar~ office is projecting 

a deficit of more than $60 billion for 1981 -- a hemorrhag­

ing that is causing enornmus alarm both here in my office 

and in our financial markets. 

out oE control. 

The deficits seem almost 

Now, why are deficits such a problem? For a v e ry 

simple reason: the only way the government can cover a 

deficit is to borrow money from you and me or Lo print 

moie money of its own. Either \·1ay , the res ult is ·Lhc sc.im·2 : 

more and more inflation. 

That's why it is no acc ide nt that the explosion in 

Federal deficits over the past 20 years has b een Rccon~anied 

by an explosion in illflatio11. '1'~12 two are intricately 
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of the; pust ma/ try to crLJ. ~;c Lho Ja1·;s of cc0nomlcs, 

U1c;':l cannot chan(_Jc: on2 funrJa.m:~nt.al ruJ.P: 21ny c1ovcrn-

0 11t , wi 11 eventually 10ad a n ation in l-.0 bc:.nkruptcy. 

Many of us in p1 1.t,Jic life bi:;g<ln \h1u1 i ng back in the 

1960s of the consequences of unfettered s~ending sprees 

in Washington. i·Jo didn't reccd vc muc h of an car back 

then -- the country was too busy enjoying its binge --

bt't we've woken up with such a bad h a ngove r now thaL I 

am very hop~ful we can change our ways. 

As you do, I believe we must also cure another problem 

that arose with a vcngennce in the 1970s and is also at 

the root of our econ01'~ i_c paralysis. Inevitably, as the 

bureaucracies found th2 t simply spending r::::i:rtey on a pro~.Jlem 

would solve it , they h i t upon a nother c e ntral i~ea in the 

early 19 7 0 ~; - - to co~1 trol it through govcrnmen t regulat ion. 

Thus, over the course of lhe past decade, following 

along b e hind th2 wave of new suencling pro~;rams, we have 

had a sccon~ wave of n2w regulatory programs . In 1970, 

there were approxim~tel~ special 2gencies i n Washington 

trying to rerJul2_tE; o ur n c1tion2l li :Ec ; toc: u.y, t l1crc are 

tj raes that many. New rul_es and regulations are litcr<llly 

pouring out of Washington at t he rilta of better than 1500 

pages a d c.:.y far more tha n we need , for more than we 

want, and certainly far more thu. n anyone can possibly read. 
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'.L'hc painfu] resul t i.': ':le arc not on1y showc:r_i.n~J 

Ct.re Li c· :i.nq pri vu.te businr:· s s i 11to J:nots. 

Gulliver Fho WilS shacklPd tc> Uw ground by hundreds of 

small dwur f s, companiC' s aero ~;:~ A.rner ica --- especiu.l ly smz; ll 

ones f Pcl ovc.:iwhelmr::d by I'cd<:ral bureaucrats. 

In industries like stec.•J., rnore than of every new 

investment dollar goes into compli~rnce with Federal regula-­

tions. 

A company like Chrysler rightly points out that 

regulations are ~dding more than $666 a year to the pr~ce 

of a new American car. 

And Pharmacists in every drug store in the country 

will tell you that many good, safe drugs arc. i1ow avu.ilable 

in Europe long before they reach l'illterican consumers -- mostly 

because of excessive regulation. 

So this is why we hu.ve such an economic mess in the 

United States. For too many years, we have indulged our­

selves in the fantasy that we could simultaneously enjoy 

good times and still have rnoi~c and more spe nclinCJ, more and 

more taxes, more and more regulation. \'JGJ.J, maybe we 've 

learned our lesson -- but we 've sure don2 it the hard wa y. 



[ul:urc, ci. tinl_J si.>JList-_·ics from 01·i<Jirul c~ ; aft. But our 

pn)rjlclll is thi1t Wl7- ca.n' t s .Lrnply presci- vc. c.: vc"ll this: 

tl1c~re are ti111e-boi1i:bs built into th is ~;yst0;11; cite Grcnnspan .. 

o I. hc:=r econornic c<-:.lam.~ ties. No\:_(.' thr-i 1.: der.ocrcl tic institution ~; 

thorns el v0s can he threate n e d in an econo:'.,i c co l lupse .. Thon 

CO!c18 up hriefly -- very briefly with the mu.in elements 

of the program RR will present to Congress; close with 

original ending. At lcvst, ·thu.t' s the \'lz:y I envision it. 

More to come . D.G.) 



(Dolan) Draft 1/26/81 

During the 
v.t\c.o~ t. b~ 
the n~"l:Ml!l'l f!~e 

ECONOMIC SPEECH 

( - - J ~ld;t J;Ae 
past two week~time of national joy ~ 

of 52 imprisoned Arnerican~ther events ~ 
/ 

far less happy
1 
~have been taking place here in Washington. 

Within hours of taking office on January 20th, I began 

issuing a series of directives that included a freeze on 

Federal hiring, a 15% cutback in Federal travel, a 15% cutback 

on consultants contracts, a complete halt on the procurement 

of equipment for Federal offices -- even a ban on office 

redecorating by senior government o f ficials. 

I announced the formation of a task force on regulatory 

relief under Vice President Bush. Its instructions? To cut 

away the thicket of irrational and s enseless Federal regula-

tions that have discouraged productivity and stifled the 

economy. 

Simi larly, within days of the Inaugural ceremonies, the 

inspectors general of all major Federal d epartme nts we re 

dismissed. We are looking now for replacements -- officials 

who will serve as point men in the war on waste and fraud in 

the government , a problem I have calle d an unrelenting national 

scandal. 

Even larger scale cutbacks in Fede ral spending are now 

the subj ec t o f i nten s ive conferences between the Director of 

the Office of Manage me nt and Budget and Cabinet he ads -- I a m 

(.(IM' 4,'i11f ~,'r t'l..(cJ~ 



As you know, I also ordered an end to price controls on oil 
i'( 

produc tion and marketing in the United States~ step, which 
\t f,AAI J!!. g / '1 "'I 

whatever its ~ t4 political consequences, will ultimately stimulate 

domestic oil production, promote conservation and "lp end our dependnece 

on foreign oil. LL-~ 

~ last week ~ered a 60 day freeze on all pedning federal Ee~Ba 
. . 

regulations1 And, finally, I announced the termination of wage and price~: 

~~inistered by the Coucil on Wage and Price Stability as well as a 

major cutback in the L'" 1¥ size and budget of that agency. 

In. takiDQ tpeae ao~~tJ'flS this early in 
.fL..t_ (( ~ ...... ~, .~ 

Taking suea actions this early in Q!ilE W!riANsraton obviously 

required ~0nsiderable planning and direction during our transition p'ftse. , 

But our p~ose was to set a brisk though not frantic pace for 

a new administration;an~xx~ and to impart to our nation --

especially to the bureaucracy here in Washington -- our own sense of urgnecy j 

iB 6ealin~our economic troubles. 

These steps were also intenend to begin redeeming our pledges 

to the American people: a pledge to make government live within its means, 

a pledge to stop the drdtan on the conomy by the public sector, a piedge 

to recove~ national prosperity. 

In 

will 

In light of the information 

about the national government's finances, these 
ttl \1cp< 

lii~z A~ even me foru fortuitous. 

selves 

,)\"'· V-I wi'sh I >f~ v fiiiJ2 couls say to you tongiht that thses ae~e •by themselves 

~on the road to economic revocery~ I cannot do so. 



My fellow Americans, it is my duty to report to you tongiht that 

the federal hoaget is badly out of control; that in both fiscal 1981 and 

1982 we are faced with runaway deficts, that estimates of Federal spending 

for both of these years have continued to climb 
lf'C!'r 

a= si11gle 
indeed within this 

last year alone these estimates haved increased by more xkaxxxkaxxxx 

than $100 billion. 

~ legacy of fiscal choas t 

you a ch~f1.nology of ~Ae 1981 

When the first bud~et estimate was made last March by the Office 

of Management and Budget, the~ministration projected a $16.5 billion 

SH~xx surplus. Four months later, that surplus turned into a deficit of 

$29.8 billion. Six months after that, it went to a $55.2 billion 
\A..t. ~ 

deficit. And now o.Yl!' aehni11istLatlos-Afts learned xke w:irt:hift- recent weeks 

that that deficit will approach $80 billion -- the largest ever 

~&iicl in history. 

I am afraid the story is much the same for the 1982 budget. 
I must tell you: 

That deficit was supposed to be $~~x $27.5 billion -- ~ J2am af~ia8 

the real figure is close to double that. 
c)llA " ~ .M '--""' (iibf: 1 ¥9 runaway deficits will bring the total national 

debt to an incredible $1 trillion. 
~ 

This year aael'ft? wxii are going to pay ~O 
payments~ 

on that debt,~ $80 billion in interest 

money to run the etnire government for most of the years Dwight Eisenhower 

was president. 

digit inflation, unemployment, stifled productivity, at• to 
c, {.L: J:Jr M.Q ·v . . 

the ahj J ; t"t of 1
2r ii 1

1 businesses and lending institutions. 



It is no wonder that the stock market is down, the banks are worried, 

business is discouraged. The unskilled can't get a job, the young cna't 

buy a home and working men and women can't get ahead. 
./ese 

Only a few weeks ago, we learned that the '°numer price index had -i:nen 

again. Within the last two years, food prices i.J<~s~ne up 10%~ring the 

last three years, we ~ suffered XH the worst inlfation since World War I. 

These developments -- coulpled with the government's punitive 
'itc 4f J ,....,, .. fo'f 'wJt i\ 

tax system and its morafJ111~.-e~il:at:1011e and eeB'f!Pels -- o.aB ee ~mpee=&ed 
w ·II 

~XKBB continue stifling the edonomic initiatives of both 

,,Iii 
~J it left unchecked, ;;;::t:&~ this will crush any chance for economic 

recovery in the immediate future. 

Before we look into the root cuases of these ominous trends~ 

we must understand how deeply imbedded they are in our economy:~ye7 
how quicly they ~ worsened in recent years. 

In the early ~960s, AS THIS GRAPH SHOWS (GRAPH I), hnflation averaged ) 
~teow l"ff\JES VP (.~"IT 

only 1 per cent a year. Today -- after a steady, twenty year crtmb,~ ..-

inflation is averaging 10% per year. 

You and I know that inflation means much more than this rising 
l and,.·f\l ;t<&s•fAle1

"-

line on a graph~impact on the purshasing power of the dollar 

is CLEARLY SHOWN HERE. (SHOW GRAPH II) The dollar you earned or spent t•f~ 
(ARQl(cJ ffJll"T> lo ,,,o) (,+Q~"" Ft>1t11TJ To -. 'J 

in 1960~an today purchase only 38 cents worth of goods or services . .> 
J;,eek how this llAKXA'.!XlllfXlll!XXKllX KIND OF' INF'LA'r!ONAR! TftEHB .. 

i"- ,,r,,h'c..f w ... ,, . 
Look at ~ this inflationary trend ha& affeoted the cost of 

(SHOW GRAPH III) In 1960, it took 25% of your family ;income to 
{ .4 R. Qo... Po' rt u 11' ,, '0 l>c>LLAlt) C.4R ROW/ 'PO 11<11 ~ '10 If lo l>fllt.-A~) 

buy a home. W:Ten years later, it took 27%. CBut today it takes 42% 

of yo~e to pruchase a home. ( Ji.R ~OW f>O 11( r1 itJ Ff fO l)olt...,4 t) 

Or the purchase of a car. (SHOW GRAPH IV) In 1971, it took 

slightly lmore than 35 months to ptia9h221 a e&r pay for •••• ..... &911~<1!:;4 .. l!ll~,IU"'~ 



(ARROW POINTS TO 1971) 

an automobile. Today it takes nearly 44 months. A~t a 10 month rise 

many years. (ARROW 

institutions --

must ask for higher interest 

HERE (SHOW CHART V) i an illustration of how steadily mortage 
ARROW MOVES FROMJ 5 to\'\80) 

interest rates have gone up XR since 1965 -- is graph also shows 

how drarntic this rise has been in the last year. (ARROW MOVES W!l!!l1»16eTrv~~N 

1979 to !X 80) 

But when b nks and lending institutions ask for higher interest 
which J2!:,2Vide jobs and incomes for all of~ 

on loans -- businesses 1'fiust struggle even keaxe harder to find 

w0~kiz~zea~i~aizz the capital it needs to reinvest~ even~ survive. 

( ) d .~ d d f HERE SHOW CHART VI measure rs terms
1
is upwar tren o 

. .fw. l"~t --~ y•11./J. 
business failuresl" MOVES UPWARD ON GRAPH) 

.:raeexpausiee ill ,of riaflation, the rise in mortage 1a Les, 

the-iHe~ ,j. S lfo'(, k .. f e j e" ~. _.) 
e expansion of inflation, thereduction n the pruchasing 

_ ~ _ hl\.fl I fr.11 
pwoer of your dollar, the~ in~~ rates and busiesns 

failures ~ all of kl .ve have been steady trends druing the last 

twenty years. 
We<~ 
~ there has 

#~ 
.tla~P-11111-M!Aeir' steady trend during the last three 

~ 
years -- a ~ead~ trend that is 

i,vt. 4 •"t ~"~t !l>t'e"'. e 1 geHe 1c t:i::eub1es. That steady trend mas been the growth of /1 Q c, ,..ct.v .,_... ~ f- ff> .. ,/,,., ~ -Yhc.(, t- "'It ,. ,.,,.,Of,oe>' 
goernrnen t, iiilf It.+ ls m •••j ,qr Q~;:::D:Pednci ti Vy t a BUI aen -

principally responsible for ~ fY0 (,,Jt"PM J 

~ bunJen -e-t t!Af' '' i 1 spcndi 03 c~F scan mt Quite simply pat -""'-
"'- ~~~.( >£it/ I runaway def ici t!j / 

ooW:Fe coneff\5 ~ ~6WWP'?'t.he burden of ~QM:si• fii'~en~ excessive 

government during the past ernrnent 

though 



the average family iBXRSXX~B~iR~XBR~X haBXXXXXHBXX~XXkBXBX is no better 

off -- the government is spending an incredible $7,800 per family. (ARROW 
POINTS TO XX $7,800) 
~ 1'-11 of this spending ha..s ~ accomplished three things_ 

i~ cauaed •he -defia• i·~ ~ triggers inflatiee : 

First, it has c'UJHMi the 1ci s which trigger inflation. 

(SHOW REVISED CHART VIII) This chart shows the steady rise in 

deficits from 1970 (ARROW POINTS TO %*x 1970) to 1980. (ASRROW 

MOVES UP THE CHART.) 

rnwr ing lj ~is ----This enormous increase in federal deficits has imposed a greater 

and greater burden on the average family. From 1960 (ARROW POINTS TO 

1960) the RBXiBR federal debt has risen from $4000 per household (ARROWS 

POINT TO $4,000) to $9,000 per household. (ASRROW POINTS 
}~ 1 d" ~ ~ t; _,I"*' "" o-#- 9 ~ ~fl "'~ -'!~~~~~~#e..~...:;:2;~'.!::~~..J 
~&d 1 ca -1:h19 b11rae111 S:! fe!ler al debt::> federal regulations 

~ skyrocket.J.#.i:afR1 ecgut - -1•e5 ( 'l./O~ 
(SHOW REVISED CHART X) As you can se;;-;r--!t--1.Pt.Q.~ federal , 

regulatory urden was light -- now look at the steady climb upward of 
- - ""' 11/4#-·••S ,..,,,.,o•"J / 

federal regu ation Con nearly every aspect of our economic lives. 

(ARROW MOVES FROM %H&HX KKM TOP OF THE 1940 BAR TO THE TOP OF THE 
1"J'Pb 
~BAR.) 

There is one inal burden imposed bJ ail this growth of 

government --
. '~ 

I do not need to stress to atl sf you r 1 K~~ 
yflv? tr"!?': Ct,, ··r~ r::;,\14/ l ..J.1/;~ ~·..-1.J 

l~~0ri ~ todnight. That is the buraen .pi 'ba-11-S ¥<.. """"'~ 

In 1960, you were paying almost ll~lar you earned to ~ 
~. 

the federal government (SHOW GRAPH XI) now you are paying neary{~¢ .. 
~ Another way of looking at this: today i~ •~k in 1960 

~an average fmialy of four earned enough income by Febraury 8 

to pay its federal tax bill. In 1980, the average family of four 



has to work nearly a month longer to pay its tax bill. (NO CHART). 

Here, we can see a dramatic illustration of the increasing 

burden of federal taxes on your family (SHOW GRAPH XII) --

In 1965, that burden was just under $1,500 (ARROW POINTS TO lXXXX 

$1,500) today that burden is nearly $6,000. (ARROW POINTS 

T0,46, 000). 

But the federal government has not only raised taxes in xke 

the~ obvious ways during the last two decades -- it also has 

xa imposed ki~~BHxxagkexs a hidden tax on every family. Let me 

explain. 

~ !'""' jx you earned $10,000 in 1960, you would have 
<a/ 11Nt11) with inflatio_!!.y 

to earn r r,,wr>...· today just to ~H x stay evenr However, 

in 1960 you were only paying I J.{?)f1 of G,. $10, 000 t..e 
1'-a. ( ~ t .. .,,.'(.# d 

o& youE income taxt•, 'fit you are earning ~ -r/~00 j~ 

s tftl.¥ em~:A t.eeay yett CEe ~lo payi.:Ag more t:o t:fie federa 1 government 

becauae now you are in a highe£ i-Jlcome :Bracket y~e alb 

you are also in a higher income tax bracket- that m~ans you~ 

().llL.. paying I ff!}% of your fl,10'1.ncome. Whereas, in 1960, you · 

were only paying I Di of your $S? 2 !0 icom. e . 

This is what economists ref er to when they tlak about 
~.·; 

bracket creep -- bracket creep 1 ha~aQ.'1e'1 more to 

..}-his hidden tax o:E Jiffai'?k-+ :s:1<eep has added 4 ~ t((,'111 to -the 
I ~ 

federal treasury during the past twenty years. And yet 

J'tvl-r 11 '-­-ene €e even with all this <9: g;imod hidden r-&lmen ~a 

~federal ogovernment has ao~iRYe'1 ~e epeRa it:s raa up AugA~ de!ic~s. 
vt1T 4.ee ... "'°'(.. +11 Co"t,./ l.,_.1 lt.li•c.c'/-.J. 



This brief statistical survey of economic trends does not of course 

do justice to the impact of high inflation, taxes, interest rates and u•errlo~ 

unemploymnet on the lives of the American people. 

You and I know the simple facts: I 
.I' fl Vt~ I 

the real value~ of the aoer&~ weekly take-home check is ~t 

what it was 20 years ago. Government-fueled inflation and taxes have 

nearly wiped away the fruits of your work, svaings and sacrafice during 

two decades. 

~ -- A dollar saving in 1960 is worth 18% today. All of us have 

elderly friends~relatives who rely on savings or fJt'd incomes to live -- we 

know the kind of devastation tha~rrunent excess has brought to their 

lives. 

Business is staggering under the wieght of government regulations 

and taxes. To cite one example: government regulation has added $666 

Business must add these hidden to the cost of the average automobile. 
~ ~ ,t<"f&•·;.,. . .. 

costs to the price of its services and goods and services~ nd 
even then -- as those of you listening tongiht who work in Chrylser assembly 

lines know -- many business still have trouble making ends meet. And 

who can estimate the loss to our economy of potential Edisons or 

Fords who were discouraged by government from trying to develop 

industrial or technological breakthoughs breathroughs that would 

have meant better lives for all of us. ( ~cJ ~ 

-- And finally moccbec~aeccyeac~cee we have seen ~ady rise 

in unemployment. In ayear, -t+te it has grown from 6% to 7 and one-half '4~~1(.,J 
~ong youn eo who b need that first 'ob o learn ~0~"' 

per cent. unemployment fluctuates betwee 16% and 18%. 
podmpr1iioe akills, 

,.-mong minority youths, the rate is nearly doubled. IN some cities, 
unemployment has reached iexeis depression levels. 

And I want those of you with whom I visited lat fall during our 

country's electon campaign -- inctities like Kokomo Indiana 

and Flint Mich where the unemployment rate is at depression elvels 

this administration has not lost its conern or its committment to get 
you and other Americans back to work. 



And yet we must"ot tonig. ht make the mistake of). ust discssuing 
~ rl~~~-";,b ./ 

the economic discomfort ·~JC!iija~our lives. 

For the impact of our economic troubles goes far beyond zzzs ~ 
material har,hip. 

Let us look for example at teh impact of a high inflation rate 

~women, who would not ordinarily Ek~sexax choose a career, have 
. I ·".,tr ~- ... 

had to go to work'to hlep their families stay ~ne?Kt. When ~n 
~/ l~~ J(t,9''7t:•n>-

the burden of inflatio~added,~ half-hearted pariticpants 

in tU... ablor market working harder than ever just to ~~~a~}~·~e~Uel'!Tlil 

insure th~ir families a decent standard of living. 1 
~~ ~t.~~,.·., 

This has cut down on the intimacy of family liv x;+ '.-/ 
irf//l.OAJ ik•,ft•'•f ,.,,,,,,_, 

has roQ~~ed leisure time for familiy acitvities rCT it has led 
ft.t 1·1111 . .J - -

to aR cc U!Q!!!Y of frsutration,..-demoralization ~ even rage and 

exhuastation. In my opinion, these developments are in great measure 

responsible for the serious xxx rise we have seen in f amilly 

instability and sx~kenxk~x unhappiness. 

and 

0 

-----
my opi~0n, these dev opmentstin great m~ 

responsible f:t;r the s~,.Pi~;l ise"' ve _s en in fg.mily instiblity 
,. ,/ s~ ~ 

and unhappiness ring recent years. 

Among lower income groups, this situation kaxe is even more 

a~xxx aggravated. The growth of government programs that promote 

dependency and the shrinking of real economic opportuinty 



(lb) 

for many minority groups has created a new kind of servitutde Ji#J--

tire ~eats. a servitude ~Q-~q~oc~l worker~e government bureaucrat, 
to the po~itician -- to t~ i~elf. 

And finally, ama~~ middle~class and upper income families, 
;.,\l(Jt.~ 

whose i:Aue&tnliu~ts a.aa willingness to risk capi"Eal on new ventures 
is 

clSli!Xbe are the cutting edge of the economy, are so burdneed by taxes 

and inflation they seek sk% speculative shelters like gold sivler 

or real estate ~ rather than reinvestiment ht a ayaamie 

of their economic resources in a dy~ic economy. 
-~ ll&tc•V 

When the family is weakned, when){()Wer income groups become 
lv cl/ ,J.,_ +--

aepeAQR&ts of thestale, when potential investors and entrepneurs 

are discouraged and isheartened from taking r~sks --- t~e very· 

a society ital.et ls 
wtQhf'l1 

this w&akRe& not just 

as a whole. 

llitL f'~I Undergei~g sen~QB ai&x-y,pti ans. 

the economy but our society\::?6ur civilizatio~ -:/1 

History is filled -- from the Roman Empire to the Weimar Epublic 

4-l~ t °'•I'·~ • +~e s I.~ "'-~~/ with exam::les of the havoc tn•14bss1 brGlt!At b!' g.euennuent exce&-

""'fti~l:l infla~i.eA l>uz:deaa..-••W• and taller kinds of 'JO&rz:unent ecess 

of- ete•9M•'c.. """'' <,~c:.l li,,,1tJ.s "'""f~t- "' b1 

r~ €1'.<:eS.~ t> u-f- r~(/t/~' 



l These problems -- built up over a long period of time -- are grave
4 

16-\. M ~ ~, ~./ Vor 
'-"411s~lready have had serious consequences <!I(}. our society. Some may ask 

how it is possible to be optimistic -- and I am optimistic 

that we can in the forseeable future return to prosperity. 

IN order to understand why there is -- despite all the bad news 

room for real hope, we have to comprehend~ of the root causes of 

our economic difficulties~ ~ _J,,.. -;IA,~-
..J 

During recent decades, the increasing fascination with statistics ~ 

the ability to store laxe~XBBHRX large amounts of information in 

computers..,.led many economists, like many to 

~what they knew quantities. Economist and 
' I ~ 

aggregate numbers to measure our ;national wealth and exrnaine how it 8~ gistx:,j 

distributed throughout our society, This emphasis on goods and services we &€ 

~;t J.I.,. pvi. /:., J 11 'I 
AQ }'eef9le-'dernandJ and "011ei:tmEm then consumes is known as "dmeand--

side economics." T~ 

You can see im how this emphasis on -&ie:R ""tba 1 is a' r eany ar•r::m11alat:=d 
.. ,~ 4 .. ' "" "'" - - --/ 

on wea t already accumulated and achieved ~ed many economists 
--~"'~ +o ~_, 

to take this wealth for gr~ed al'ld be ~c~scribing w~ in which 

the government might -- through spending and taxes -- resitrbute that 

welat~ more equlally. 

However, this f_£cus on ~ ~s 
.. ~~-

obscured reality/' We all know that no mathematical 

~g"tually 

or statistical 

model can ever 

of 

omplexity and interplay of millions 

etween individuals an~ne"'sses. Yet 

it is in these trasactions -- the worker who earns a pay raise for 

working MBX harder than his colleague:Pcn;r the businessman who develops 
~ / 

a new. way t.o make a product or c eaper way to develop deliver a serivce 
~" QC ~:k l' f ft 

than his comeptitors--=~~ c ually suppl the weltth in our economy. ,, " 
This is called supply-side economics -- economics that 



~ fit d.~ \~preciates ~elath is created ~Kx for all of us only when those 

who 0xx work harder or take more risks in the marketplace receive 

greater rewards. 

This is the genifus of our economic system -- fc'1 the £i..i:s __ t __ _ 

as Wa-lter Lippman observed more than 40 years ago.'~ produced in ~'hd.s 

ccrcrntry a saystme capitalism for the first time in history ~ 
A.9' el o-..·c.. 
-eapitalie~ic system gave men a "way of producing wealth in which 

the good fortune of others multiplied their fMttn." 

What is encouraging is that for the first time in a long ~ 

t 
\___../ 

p welath. 
- v -··· 

~ave stopped recommending that governmen~spend and overtax 

EHX~~xxkaxxfexx aEJa<\ th~y are realizin;~h~t the Aermican 
t ~- ~ .. ,~ ~ U-,;:?e< J 

people fu ly understand that government 5id:y --eoa8wM's w;lath 

discourages the hard work and risk takin~ ~er 
/ 

---

and ~1 doing so 

-·--J intiatived and r-- ~ 
"' ,, n 

risk taking that J'!fllC supplys we~th to our economy. 

One economist at harvard, for example, has recently noted 

that Cl buinses,, ii;u;"ti"t1.1.i.gRC', like ~rmi~ or even Qfootball teamll', 
( fl! ~ ,.,.,, ... n.~.f.,_, 

resou~~nd yet Qifte constantly outperforms 

Well our economy has a similar x factor an Q x factor that~ 

~has been ve~l h•8Y attempting to stilfe in recent years. 
orkers and bus 

That x factor is the spirit of creativity and personal initiative inessmer. 

that creates our national e wealth. , 

That is why we must seek~increase our national wealth~ 
~ bl. t ~~ At\ ~1( 1'~ ( 

.,., rewar ding hard work and rsik taking. 17 114-'~ 2xrf fCJ .i0 Or ( r '6op Q tJ. ~ 
/ '1!11 ,., ; • a1tSC4:~ ,~~ •. ~x ~ ~ ,#;#' 11'< "°"' ~ ~--tt. Ji•f/'<,, 

"" ~~ --" ~ ~. 



To odo this we cannnot hestiate o(:dally. We must Qnd 

~XBXBK&BX excessive gove nrnent spending, taxation, 

• • 11L W\. >f /t Jvtt io/l"J1«1' "°"J ec.-f ftl't'J-
XB~HXBXXaKXBJUiX and regulation. ~~ v 

<., .. M ... I "" .. ,., .. , 11 · 
To put it simply: our program is ts 3 bttfWo<e INSERT ~LNf'1'fbll?. 

WIDENBAUM. 

Add Paragraph on how e must also~trying to kid the 

public ternproary versus permanet debt ceiling. . ~ 

.L~ 1 

Bu~u~ 
We must enegag~some plai-1) talk--

~-~#:?: 
this means t:ak'.l!.&-

1 .. 1 . . k . ~ . ,&11. po itica xsx ris s ixxax~ex JUSt an entrepenuer takes business risks. 

(~~~ 
We must work with hope~thrive on our fiath in the future. 

'/yf Geroge Gilder, one of the new supply side economists who has 

developed many of the conepts I hve idscussed tonight, ::::-said~j,l;~ 
~"The venturer who awaits ~mergence of a safe market, the 

~tax-cutter who demands full assurance of new revenue, the 

~ l~der who seeks a settled public opinion, all will always act 

too timidly and too late." 

I do not intend to act timidly or too late. I ask you tongight 

for your support M-1 liliS-e fqr a new econrnic program~ ~;am 
~~ ~ t·.J,... 

that will return Ai'ner%ca to prsoerptiy}MM11 recapture bae ~pftl1 

of enterprise a~:;;'i~ the future. 

~faith in the futurJ~ not just the foundation of our 

econrnic s 0 c;tem QUt of our society aqd of our civilizaton. 
G..;t d At el.£u-# e. "'t~ 

181d7we do not seek to ex'Ened economic freedom s.imp1y h&eat*;se 
simply fJ.J.A. ~ 

it lncrea~e for purposes of greed or because it~i·Bgreaees o~r atterial 
.. ~-l...J •u, ~l••v'(. le + r"ll 'oell< I:<-' 

wealth . We seek to ~ · . ecause one of our most 

important freedoms. Most of us v~te enee pe;pftpas twi exerci~ our right 

to vote perhpas once or twice a year -- but each da'linrnany differnt ways) 

u.RJ~~ricef our economic freeedom. 



And we ~ust never forget 

the societies rights of and 

the right of 

proerptY' ~Ulllttic treedom there has never been a tzaly a free society 

or civilization that did not lm¥e rspect f~re~~J ~a1t prviate 

property and xkexx&KKxas and the rewards:>f hard work and personal initiative. 

' All of this1of course
1
is meres to restate a KHX~XXHKX~ldom 

.J. I 11\- lt + •''' 
the Americans who ~n this ~ -- a wisdom that 

J•1 ~ -
-- but a wsdom that i quicly being recover~, 

well known to 

has been lost 

AS Thomas Jefferson worte : 

goernment that leaves men free to determine theri own etc. 

and does not take away from labor the furits of its labors -- this 

is the sum of good government. 



M E MORAN OUM 

_,.-· \'' ~/ .... . , .. 
, ' I 

~.. ; .·· r)V \ 

TO: Chuck Tyson 

FROM: Richard S. Beal and Rich Williamson 

DATE: January 14, 1981 

SUBJECT: GOP Leadership Meeting with President-Elect Reagan 

Ed Meese and Jim Baker approved last Friday the general concept of 

the national audit. This idea is a series of activities for the pre-

inaugural and first fev1 days of the Adrrinistration to define the legacy 

the new Administration is inheriting especially in economic terms. 

One of these activities is to have the new GOP leadership (especially 

on the relevant economic committees) meet with President-Elect Reagan 

and give him their assessment of the country's economic condition and the 

federal government's budget. After the meeting the congressional 

leaders \'IOuld issue a statement on what they reported to.the President-Elect. 

We had originally wanted to request a breakfast session on Thursday 

or Friday (January 15 or 16) for an hour. Time may not be available for 

the breakfast, but an hour on either one of those two dajs is requested. 

Max Friedersdorf will generate the list of who is attending as soon as 

the meeting is approved for the schedule. 



TO: 

FROM: 

DATE: 

SUBJECT: 

M E M 0 R A N D U M 

Max Friedersdorf 

Richard S. \ sealC, .. t".J.~ . 
Janaury 13, 1981 

Strategy of the National Audit and GOP Leadership 

The national audit concept is a sequence of activities in the pre­

i naugural- period and in the first few weeks of the new Administration 

designed to (a) define the legacy, primarily in economic terms, that . . 

President Reagan is inheriting, (b) establish for the public more realistic 

parameters and limitations the Reagan Administration will be constricted by 

upon taking office, (c) attune the public's expectation to the current 

realities of the_ economic, budgetary, domestic, and foreign challen.ges, 

and (d) prepare the people for the shared burden all Americans will have 

to assume if the economy is going to recover and the size of government is 

going to be reduced. The national audit is part of the new leadership · • 

style of the Reagan Administration which views leaders as "accountable 

stewards." · 

.•. A critical activity in the audit concept is for the new ·Republican 

leadership to meet with the President-Elect to infonn him of the condition 
. \ 

of the economy they are both inheriting. The objective of a meeting betweeh_, _ 

the GOP leadership and Mr. Reagan is to appraise the President of the sad -

conditions of the economy from their perspective, especially in their roles 

as chairmen and ranking minority members of key Congressional economic 

committees: 

\ . "" .. ·.-~ . ..... 
---~·-·· ---



The critical audit objectives for this meeting between the GOP 

.. ·. leadership and President-Elect Reagan are: 

.. 

• Give the President-Elect an opportunity to be 
briefed on the economy by the Congressional 
leadership; · 

• Continue the consultive relationship between 
the President and Congress; and 

• Have the leadership issue a brief audit 
statement which: 

(a) Emphasizes the seriousness of the 
budgetary and economic problems 
facing the country; 

(b) Cautions against quick fix public 
eipectations, or government 
solutions; 

(c) Recognizes the degree to which these 
problems have been developing over a 
fifteen year period, and hence will 
require a bold and consistant effort 
to reduce the size and spending levels 
of the federal government; 

( d) Requires the attitude that all Americans 
will have to share in bearing the burden 
of an economic retrenchment program; and 

(e) Requires joint, persistent and accountable 
. leadership from the President and the 

Congress if the economic problems are to 
be arrested and brought under control . 

. ... . .... . .;.. 

. 

(. -



January 31, 1981 

Note to Rich Williamson 

Attached are the back-up text and charts for 
the President's speech on the economy. Murray 
Weidenbaum has not reviewed them in their final form. 
They should not be distributed until you hear from 
him. 

Attachments 
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Highlights 

The American economy is not performing well and surely 
not as well as it could. The basic economic strength of this 
nation has been drained by rising tax burdens, expanding 
Federal Government deficit spending, and increasingly 
burdensome rules and restrictions that weigh on every business 
firm, farm, and professional person. The results arc hiqher 
levels of unemployment simultaneous with high rates of inflation. 

It is convenient to blame thf ;e economic failings on 
factors beyond our control -- world oil price increases, poor 
harvests. But the fact of the matter is that the basic source 
of most of the economic distress is in the past economic 
policies of government itself. 

Inflation, unemployment, interest rates, taxes, and the 
Federal deficit -- all of which are higher than they were 
four years ago -- are the le ac of a discredited notion: 
that the government is the basic source of economic we - eing. 
The facts and figures in the following pages illustrate tira~ 
sad but clear lesson of recent American economic history. 
1et~"I'ievertheless, the fundamental and durable nature of the 
private enterprise system still shows through the dismal 
statistics of our current economic performance. Americans, 
for example, continue to be the world's most productive 
workers -- 20 percent more than their counterparts in West 
Germany and 50 percent greater than in Japan. Furthermore, v 
the recent sustained strengthening of the dollar in world 
currency markets, business analysts generally agree, in large 
part reflects rising confidence at home and abroad that the 
Federal Government is embarking on a new direction in economic 
policy. 

It is becoming increasingly clear that the dreativity of 
individuals and the free exchange of the market place is now, 
as it always has been, the overriding source of our Nation's 
wealth and progress. 
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Heavier Tax Burdens 

Taxes are the life blood of governments. The weight of 
taxation to support the growth of government has become 
excessive. For individuals, the continuation of inflation 
and the progressive income tax has pushed taxpayers into 
ever-higher brackets, even when their real incomes have 
not increased at all. For example, the fraction of taxpayers 
paying more than 25 cents to the Federal Government from each 
additional dollar they earned has quadrupled in the last 
fifteen years. 

Another way of looking at the rising burden by the 
typical taxpayer is to consider that, in 1960, the average 
family of four earned enough income by February 8 to pay its 
total federal tax bill for the year. By 1980, however, the 
average family had to work nearly an additional month -- until 
March 5 -- to earn enough income to pay the taxes it owed to 
the Federal Government. 

For businesses, the tax burden has also grown very 
substantially. Companies are taxed on "nominal" or "book" 
profits which are artificially distorted by inflation. As 
a result, many businesses have neither the incentive nor the 
after-tax real income required to invest in exceedingly costly 
but necessary new productive technologies and expanded 
facilities. 



CHART 1 
THE RISE IN AVERAGE FEDERAL TAXES PER DOLLAR OF INCOME 

Cents 

16 

12 

0 
1960 

Note:-- Federal personal income and social security taxes per dollar of personal 
income plus employee social security contributions. 

Source: Department of the Treasury. 
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CHART 2 
GROWTH IN PERSONAL FEDERAL TAXES PER FAMILY 

Dollars 

seee 

4000 . 
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65 66 67 68 69 70 71 72 73 7~ 75 76 77 78 79 80 
Note.- Federal personal taxes include individual income taxes, employee share of social 

insurance contributions, and other Federal personal taxes. 



CHART 3 
RISING PORTION OF TAXPAYERS PAYING MARGINAL TAX RATES OF 25% OR MORE 

Percent 
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Note.-- Marginal tax rate is the highest rate at which a taxpayer's income is taxed. 

Source: Department of the Treasury. 
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The Growth of Government 

Despite record-high tax burdens on the American people, 
the Federal Government is unable to live within its means. 
Huge budget deficits follow year after year and the burden 
of the public debt rises year after year. In the last fiscal 
year, the deficit was $60 billion, the second highest on 
record. The previous administration's budget for this fiscal 
year is almost as high. · 

~ Twenty years ago, the Federal Government took for itself) 
( only 18~ percent of our national output (the "Gross National 
,/ Product"). Last year, it took 23 percent. 

\_ And even these numbers understate the costs the government 
has imposed. Regulations have proliferated, requiring 
businesses to spend enormous amounts to satisfy the commands 
of obscure agencies far removed from those who are regulated. 
The c~sts of compliance with government directives are a form 
of "hidden" tax which ultimately is paid by the consumer in 
the form of higher prices. 



CHART 4 
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THE EXPANDING FEDERAL PRESENCE 
(TOTAL FEDERAL EXPENDITURES PER HOUSEHOLD) 

outlays plus so-called "off-budget" outlays of the Eederal 

Source: Office of Management and Budget 



CHART 5 
TWENTY YEARS OF INCREASING FEDER~L DEFICITS 

(Fiscal years, billions of dollars) 
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Note.--The difference between total Federal receipts and total Federal 
outlays including off-budget outlays. 
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SOURCES: Department of the Treasury and Office of Manaqement and Budaet. 
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CHl\H.T 6 THE GROWING BURDEN OF FEDERAL DEBT ON TIIE AVERAGE FAMILY 

Dollars 

10000 

8000 

6000 

"1000 

2000 

0 

60 62 64 66 68 70 72 74 76 78 80 
Note.--Federal debt held by the public at the end of each fiscal year divided by the number o f 
households. Adjusted for price increases, the average debt burden per household declines s t endily 
until 1973. Between 1973 D!ld 1980 th i s inflatlon-<1d justed ser i es grows very rapi<lly. 
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CHART 8 

THE PAPERWORK BURDEN IMPOSED ON A NEW PENSION PLAN 
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Rising Tnflation 

Inflation, which averaged near 1 percent in the early 
1960s, has risen with few interruptions to over 10 percent 
at the end of 1980. The costs of this inflation are 
enormous. 

Uncertainty and risk have increased. 

The purchasing power of those on fixed incomes, 
typically the elderly and the poor has eroded. 

The basic attractiveness of investment in new 
productive capital has fallen. 

The cost of buying a home has gone beyond the 
reach of many Americans. 

The purchase of a new automobile has become 
more difficult. 

The average consumer has become a speculative 
borrower who buys now hoping to pay later with 
inflation-cheapened dollars. 



CHART 9 
INCREASING CONSUMER PRICE INFLATION, 1960-1980 

Percent 
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Note.--Average year-to-year change in the consumer price index, all urban 
consumers. 



CHART 10 THE DECLINING PURCHASING POWER OF THE DOLLAR (1960=$1.00) 

Note.--Inverse of average level of consumer price index, all urban consumers. 

Source: Department of Labor 



CHART 11 

THE RISING COST OF OWNING A NEW HOME 

(Portion of Typical Family Income Devoted to Monthly Home Payments) 
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Note.--Annual data. Horne payments include principal, interest, taxes, and insurance 
for the median-priced new home. 

Source: Department of Housing and Urban Development. 



CHART 12 
NUMBER OF MONTHS NEEDED TO PAY OFF A CAR LOAN 

Months 

48 
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Note.--End-of-year data for the average length of car loans made by major 
automobile finance companies. 

SOURCE: Board of Governors of the Federal Reserve System. 
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Escalating Interest Rates and Other Effects 

One of the most direct and dramatic ways in which many 
citizens feel the effects of inflation is in the rising costs 
of the money they borrow. Higher interest rates on home 
mortgages, for example, are a major cause of the slowdown 
in new home building throughout most of the nation. 

For many businesses, especially smaller companies, 
higher costs of financing are compounded by taxes, regulatory 
compliance, and other burdens imposed by government. The 
result frequently is inadequate capital for expansion and 
often bankruptcy or otherwise going out of business. 

There is of course an important international dimension 
to all this. The sharp deterioration in the foreign trade 
balance of the United States is the most dramatic evidence of 
the current weakness of our economy. 



CHART l~ MORTGAGE INTEREST RATES REACH RECORD HIGH 

Percent per annum 
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Note.--New home mortgage rate is effective rate on conventional mortgage in the 
primary market. 

Source: Federal Home Loan Bank Board 



CHART 14 

THE UPWARD TREND OF BUSINESS FAILURES 

Millions of Dollars 
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Note.--Data are annual averages for current liabilities of businesses that 
failed. 

Source: Dun and Bradstreet, Inc. 



CHART 15 
U.S. MERCHANDISE TRADE BALANCE TURNS DOWN 

Billions of Dollars 
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Note.--International payments basis, average of annual figures, 1980 estimated. 

Sources: Department of Commerce and Council of Economic Advisers. 
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Measures of Family Hardship 

The cold statistics on economics do not adequately describe 
the hardships and deprivation that a weak economy has brought 
to so many American families. Yet some key economic indicators 
are revealing on that score. 

For example, the unemployment rate among our youth has 
fluctuated between 15 and 20 percent for a decade. The rate 
of joblessness among minority youngsters is almost twice that. 
And, moreover, many of these sad statistics reflect not neglect 
by government but rather misguided and counterproductive 
intervention such as statutory minimum wage laws. 

For American families as a whole, the traditional 
expectation of rising living standards has at least temporarily 
halted. It has been replaced by weekly take-home pay which is 
stagnating at best and actually declining at times, such as 
the past two years. 

And even those families who are fortunate enough to make 
ends meet and save something for the proverbial "rainy day" 
find that inflation has eaten up much of the value of their 
assets. Economic hardship has not been limited to few sectors 
of the economy or regions of the country. For example, total 
real farm income was 9 percent lower in the past 5 years than 
in the early sixties. 



CHART 16 THE PERSISTENTLY HIGH RATE OF UNEMPLOYMENT FOR YOUTH 

Percent 
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Note.--Unernployrnent rate, 16-19 years of age. 

Source: Department of Labor. 
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CHART 17 
UNEMPLOYMENT FOR MINORITY TEENAGERS 

Percent 
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CHART 18 

AVERAGE WEEKLY TAKE-HOME PAY ADJUSTED FOR INFLATION IN 1960 DOLLARS 

DOLLARS 

90 

Note.--Real spendable earnings; i.e., average weekly earnings 'reduced by 
social security and Federal income taxes applicable to a married worker 
with 3 dependents deflated by CPI for urban wage and clerical workers. 

SOURCE: Department of Labor. 



CHART 19 BUYING POWER OF SAVINGS 

DOLLARS (Value of a $100 "Savings" Deposit Made in 1960, in 1960 Dollars) 
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SOURCES: Board of Governors of the Federal R1~ serve System and the Department of Lauor. 



PROPOSED STATEMENT ON THE ECONOMY 

(To be released by the Congressional Leaders 
after the GOP leadership Meeting with 

\ 
President-Elect Reagan) 

1980 may well have been the most serious year for the American economy 

in ha 1 f a century. The persistence of daub 1 e-.di git i nfl a ti on has convi need 

many that such rates are now a permanent part of the American economic 

landscap~. Moreover, the pattern of government expenditures and revenues 

during the last half of the year illuminated more dramatically than ever 

before the .extent to which the fed~ral budget is out of control. No 

American president since Franklin Roosevelt has inherited a more difficult 

economic situation. 

The pattern of increasing federal budget deficits is incompatible 

with a stable and prosperous economy. Decisive actions are needed to 

reverse the current economic trends. A bold, comprehensive economic 
·. 

program should be Presi~ent-Elect Reagan's first legislative priority. We 

pledged .that we would work with the President in developing and enacting 

such a program. 

Our current economic di ffi culti es a re the product of an accumulation 

of events and decisions over the 1 as t decade and a ha 1 f. · There a re no easy .. 

or quick solutions. Making fundamental changes in our spending patterns will 

require sacrifice, persistent effort, and political courage. We are 

prepared to join with the President in taking the steps necessary to 

restore a stable and p·rosperous economy • 

. , 

' . \i: . 
. , 



In doing so we are anxious that whatever sacrifices are necessary 

be shared by all our citizens. No group or part of our population should 

bear a disproportionate burden. All will benefit ' from a prosperous 

economy. All should do their part in achieving this important objective. 

·l 
·.-,j. 

... 

· . 



CHART 9 
INCREASING CONSUMER PRICE INFLATION, 1960-1980 
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Note.--Average year-to-year change in the consumer price index, all urbu n 
consumers. 



CW\RT 10 'l'HE DECLINING PUP.CHASING POWER OF THE DOLLAR (1960=$1. 00) 

Note.--Inverse of average level of consumer price index, all urban consumers. 

Source: Department of Labor 



CHART 11 

THE RISI:m COST OF OWNING A NEW HOME 

(Portion of Typical Family Income Devoted to Monthly Home Payments ) 
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42 % 

Note.--Annual data. Home payments include principal, interest, taxes, and insurance 
for the median-priced new home. 

Source: Department of Housing and Urban Development. 



CHAR'I' 12 

Months 

48 
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36 

32 

28 
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NUMBER OF MONTHS NEEDED TO PAY OFF A CAR LOAN 

7 
1IY><X11fX'/Xl1KXX211 

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 
Note.--End-of-year data for the average length of car loans made by major 
automobile finance companies. 



CII/\RT l::, MOR'rGAGE INTERES'r RATES REACH RECORD HIGH 

Percent per annum 

14 

65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 
Note.--New home mortgage rate is effective rate on conventional mortgage in the 
primary murket. 



CHART 4 
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Note.--Includes 
Government. 

THE EXPANDING FEDERAL PRESENCE 
(TOTAL FEDERAL EXPENDITURES PER HOUSEHOLD) 

outlays plus so-called "off-budget" outlays of the Federal 

Source: Office of Management and Budget 



CHART 14 

THE UPWARD TREND OF BUSINESS FAILURES 

Millions of Dollars 
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1960 1970 1979 
Note.--Data are annual averages for current liabilities of businesses that 
failed. 

Source: Dun and Bradstreet, Inc. 
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CHART 5 · 
TWENTY YEARS OF INCREASING FEDERAL DEFICITS 

(Fiscal years, billions of dollars) 
10--r-~~~~~~~~~~~~~~~~~~~~~~~~---
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THE RISE IN AVERAGE FEDERAL TAXES PER DOLLAR OF INCOME 

Cents 
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Note:-- Federal personal income and social security taxes per dollar of personal 
income plus employee social security contributions. 

Source: Department of the Treasury. 
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Clll\HT G 'l'IIE Gr.O:.\'ING DURDEN OF FEDERAL DEDT ON TIIE 7\VER/\GE FAMILY 

Dollars 

1e000 

8000 

6000 

4000 

60 62 64 66 68 70 72 74 78 80 
Note.--Fedcral clcbt held by the public at the end of each fiscal year dtvJdcd by the number of 
households. Adjusted for price increases, the <rverage debt burd en per household clecll 11es s Lcndily 
until 1973. Between 19"/J ;.i ~1J 1980 th is inf1at.l on-;1dj 11st.:cd sc1~lcs gro111 s very t·i!pidl y. 



CHART 2 
GRO/ITH IN PERSONAL FEDERAL TAXES PER FAMILY 

Dollars 
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4000 

3000-

2000 

1000 

65 66 67 68 69 70 71 72 . 73 7~ ?5 ?6 77 78 79 80 
Note.- Federal personal taxes include individual income taxes, employee share of social 

insurance contributions, and other Federal personal taxes. 



BUSINESS 

--Failure rates of business as a whole increased by 
36% from 1976 to late 1980. 

--Failuresof small businesses (under $100,000 liabilities) 
were up 51% in late 1980 over 1979. 

--Chrysler and Ford each lost more than $1.5 billion in 
1980. 

--Total auto industry earnings fell from $4.3 billion in 
1976 to a loss of about $4 billion in 1980. 

l llWWWE 
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TAXES AND SAVINGS 

--A family of four that earned $20, 000 in 1972 was in the 
25% tax bracket (assuming it took the standard deduction). 
In 1980, due to inflation that family earned $36,000, but 
:!found itself in the 37% tax bracket despite the tax 
cuts of the past nine years. By 1986 if inflation con­
tinues, it will be in the 50% (highest) tax bracket. 

--If inflation and taxes are not controlled, within 
twenty years every family of four now paying any income 
tax will be in the 50% tax bracket, even those barely 
earning enough now to pay any tax at all. 

--Inflation and taxes drive down personal savings. From 1965-75 
Americans saved 7.6% of their disposable income. In 
the past few years, they saved only about 5.5%, only 
1/5 to 1/3 the rate in Japan, Germany, France, Italy. 
Low savings rates 

--Help raise interest rates 
--Make it harder for young people to buy homes 
--Make it harder for older people to retire 
--Mean less money to expand and modernize 

America's businesses, which means fewer jobs, 
lower productivity, and lower real wages. 

--A four-person family earning $20,000 in 1980 will see 
its income and social security taxes increase $291 in 
1981 due to inflation and tax increases. For a family 
earning $30,000, the increase is $539 in one year due 
to inflation and tax increases. 

--Per capita personal income and social security taxes 
(Federal, State and local) increased from $1,172 in 
1976 to $1,915 in 1980. (Up 63%, or $743). Even after 
adjustment for inflation, per capita taxes increased 20% 
in just those four years. 

--·-- --...--...----.-- -•ouz•. ~#'!"'. 40--. ..... _ ... Pl'JllJ ""'· .... ""'1"' ..... 'lllW!"l!M!lll"t!"m __ _ 



NATIONAL DEBT 

--National debt now exceee5$900 billion. 

--Federal debt increased $282 billion between 1976 
and 1980. 

--Under the Carter budget, the national debt would grow 
to $1 trillion by the end of 1981 -- almost $4,500 
for every man, woman, and child. The debt likely 
will get that high despite our best efforts to curb 
spending and stimulate growth. 



APPENDIX A 
Inflation 

o The consumer price index rose by 12.4% during 1980 
(measured December to December), on top of a 13.3% 
increase in 1979. These compare with increases of 
4.8% in 1976 and 6.8% in 1977. During the first half 
o(.._the 1960s, the consumer price index rose on average 
by about 1-1/4% per year. 

The tabulation shows various measures of aggregate 
inflation: · 

Percent change, yearly rate 

1976 1977 1978 1979 

CPI (Dec. to Dec.) 4.8 6.8 9.0 13.3 
GNP deflator (Q-IV to 0-IV) 4.7 6.0 8.4 0.1 
Deflater for personal 

consumption exp. (Q-IV to Q-IV) . 5 .o 5.9 7.8 9.5 

Standards of Living 

o One measure of standards of living is real after-tax 
personal income per person employed. This series rose 
by 2-1/2% per year during the 1970, by 1.4% per year from 
1970 to 1976, but was virtually unchanged from 1976 to 
1978, rising by only 0. 2% ~ (-Deflater used for this 
series is the personal consumption expenditure deflator, 
not the CPI.) 

o Corresponding figures for growth of real disposable 
personal income excluding government and other transfers 
on a per person employed basis are: 

1960 to 1970 
1970 to 1976 
1976 to 1980 
1979 to 1900 

Percent change 
year rate 

2.2 
o.4 
0.3 

-0.8 

The peak for this series was 1973. Frqm 1973 to 1980, 
the series declined by 0.2% per year. 

1/28/81 

1980 

12.4 
9.9 

10.1 
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Effect of inflation on a savings account 

0 

If $5,000 had been invested in a passbook savings 
account in late 1976, by the end of 1980, compound 
interest would have raised that to about $6,200. 
Assuming even the minimal tax rate, taxes on that would 
have been $165. However, during that period, the CPI 
increased by 39%, so that the savings account would be 
worth only about $4,300. 

If someone retired on a fixed income of $10,000 at the 
end of 1976, that retirement would now be worth only 
about $7,200. 

Unemployment rates, December 1980 

Total 

Teenagers 
White 
Black & other minorities 

Construction workers 
Manufacturing 

Durable 
Nondurable 

Michigan 
Ohio 
Illinois 

Employment in autos and steel 

1965 . 
1970 
1976 
1977 
1978 
1979 
1980 (p) 

1980 - Nov. {p) 

Percent 

Motor 

7.4 

17.8 
15.4 
37.5 

13.8 
a.a 
9.0 
a.5 

12.8 
9.3 
9.4 

vehicles 
& equip. 
(thous.) 

842.7 

799.0 
881.0 
947.3 

1004.9 
994.6 
776.8 

783.3 

Steel 

(thous.) 

657.3 

627.0 
549.4 
554.3 
560.5 
569.1 
508.1 

495.4 
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Business failures 

Failure rate (per thousand) 

1976 
1979 - yr. 
1980 - III 

34.8 
27.8 
47 .5 

Failures of small business (under $100,000 liabilities) 

1979 
1980-III, annual rate 

Housing 

Number 

3,930 
5,928 

o The average monthly paiment of principal and interest 
on a mortgage to buy the typical new single-family 
home rose by 140.3% between the end of 1976 and the 
end of 1980. Increased costs of upkeep -- heating, 
cooling, taxes, etc. -- would raise that increase 
further. 

o Disposable personal income and disposable per capita 
personal income rose by 52.6% and 47.4%, respectively, 
between 1976 and 1980. 

Disposable Per capital Average 
personal disposable payment on 

income incomes mortsase 
(bil. $) ($) (end of year,$) 

1976 1,194.4 5,550 306.2 
1979 1,641.7 7,441 563.2 
1980 1,822.2 8,178 735.7 

% change 
1976 to 1980 52.6 47.4 140.3 
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Inflation is rapidly pushing up tax rates. If current 
inflation rates of 12\ and more are not brought down, the impact 
will be devastating. 

A family of four which was earning $20,000 in 1972 was 
in the 25 ' tax bracket. Today, just to keep up with inflation, 
that famJ.ly would need to earn $36,ooo. But if it did, it would 
be in the 37% tax bracket, in spite of all the tax cuts we have 
had in the last nine years, tax cuts which paid no attention to 
these damaging marginal tax rates. By 1986, a family still 
earning exactly the same real income, after inflation will be 
in the 50% top tax bracket for wages and salaries. 

'l'he same sort of increases face all taxpayers. For some, 
it just takes longer. But by 1999, if nothing is done, eve;y 
taxpaying family of four DOW paying income tax will end up in 
the SO• top tax bracket on its wages and salaries, even those 
who are Dow barely earning enough to pay any income tax at all! 

For individuals, inflation and the progressive tax code 
combine to push taxpayers into higher tax brackets, even when 
they have received no increase in real income. Over the last 
decade the percentage of tax returns that fell into or above 
the 25 percent, 30 percent, 36 percent, 40 percent, and SO per­
cent brackets at least tripled. The result is a reduced after-tax 
reward for additional effort. " This· is particularly true for 
saving, since today marginal tax rates on interest and dividend 
income reach the prohibitive levels of 50 to 70 percent. 

The result of this inflation and these tax increases has 
been a sharp drop in how much Americans are willing to save. 
From 1965-1975, Americans on average saved between 7 and 8\ 
of their after tax personal income (7.6,). In the last S 
years, they were only able to save on average between 5 and '' 
(5.7%, or 5.5% if we take the 4 years 1977-1980). '!'hat means 
that saving fell 25% from normal levels. We cannot afford that. 
We are saving only 1/3 to 1/5 as much as people in Japan, 
Germany, France and Italy. Our low savings rates help raise 
interest rates. Low savings rates make it harder for young 
families to buy a home, and for older couples to retire. Low 
aavings rates mean less money to expand and modernize America's 
businesses, which means fewer jobs, lower productivity, and lower 
real wages. 



A prime example of the problem is the situation in the 
auto industry. Over the last four years, auto prices have 
been driven up by inflation and government regulation by 
37%, or $2,060 for the average car. Yet, inflation, high 
interest rates, and government regulations have pushed 
profits down to where Chrysler and Ford have been losing 
more than $1.5 billion each per year on their U.S. operations. 
Profits for the industry as a whole are down from $4.3 B 
in 1976 to $(4 B) in 1980. Thousands of auto workers are 
losing their jobs, thousands more are taking pay cuts, and 
even those who are still on the job and are not taking pay 
cuts are paying higher taxes. 
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Personal and Social Security Taxes 

o The following tabulation presents the total (both Federal 
and State and local) of personal income taxes and employee 
social security taxes on per capita and per employee 
bases. Figures are for calendar years and are from 
national income and product accounts. (They are not 
quite comparable to unified budget concepts.) 

Current dollars 

Taxes per capita 
per employee 

1965 

402 
1,100 

Constant (1972) dollars 

Taxes per capita 521 
per employee 1,425 

Taxes as a percent of 
taxable personal 
income* 15.8 

1970 

701 
1,827 

758 
1,975 

19.8 

1976 

1,172 
2,884 

891 
2,192 

21.4 

1977 

1,326 
3,176 

950 
2,277 

22.1 

1978 

1,502 
3,480 

1,007 
2,334 

22.4 

1979 

1,734 
3,947 

1,069 
2,432 

23.1 

1980 

1,915 
4,386 

1,070 
2,451 

23.5 

* Personal income plus contributions for social insurance minus the 
total of other labor income (contributions to retirement funds, 
etc.) and transfer payments. 

o The figures in constant dollars show that the tax burden on 
the typical worker has been rising faster than prices 
generally. The following tabulation presents percent 
changes for these series. (Note that the deflater used here 
is the deflater for personal consumption expenditures, not 
the CPI.) 

percent change, yearly rate 

1965 to 1976 1976 to 1980 
Current dollars 

Taxes per capita 10.2 13.1 
per employee 9.2 11.0 

Constant dollars 
Taxes per capita 5.0 4.7 

per employee 4.0 2.8 

De fl a tor for personal 
consumption exp. 5.0 a.o 

1/28/81 



Income Tax and Social Security Tax Burdens for 1980 and 1981 

Four Person - One-earner Families 

(dollars) 

1980 
Income 
level 

1980 1981 1/ :Change in tax due to change 
~~~~~~~~~~-'-~~~~~~~ 

$20,000 

25,000 

30,000 

Income • Social 
:security 

tax!/ tax]_/ 

$2,013 $1,226 

2,901 1,532 

3,917 1,588 

Total 
tax 

$3,239 

4,433 

5,505 

Office of the Secretary of the Treasury 
Off ice of Tax Analysis 

~Effective~ Income 
tax tax 21 rate 

(percent) 

16.2% $2,439 

17.7 3,~13 

18.4 4,157 

Note: Details may not produce totals due to rounding. 

1/ Calculated under 12.5 percent inflation. 

Social 
:security 
· tax 3/ 

$1,496 

1,870 

1,975 

l/ Assumes deductible expenses equal to 23 percent of gross income. 
1./ Employee share of FICA tax. 

Total 
tax 

$3,935 

5,383 

6,732 

:Effective= in effective tax rate 
: : I : Social Total tax ncome 

rate tax 

(percent) 

17 .5% $174 

19.1 249 

19.9 350 

:security 
tax 

$117 

146 

188 

tax 

$291 

396 

539 

January 28, 1981 



UNEMPLOYMENT 

--Unemployment rate is 7.4%. 

--7.8 million people were out of work at the end of 1980. 

--38% of black and other minority teenagers are unemployed. 

--14% of construction workers are unemployed. 

--220, 000 fewer auto workers today (November, 1980) than in 1978. 

--65,000 fewer steel workers today (November, 1980) than in 1978. 

-- ··----· · . ----------



ECONOMIC "HORROR STORIES" 

INFLATION 

Inflation is out of control and impacts every American. 

--The inflation rate has nearly tripled since 1976, and 
was 12.4% (CPI) last year. 

--The inflation rate today is ten times that of the 
early 1960's (CPI). 

--Real after-tax personal income per worker was virtually 
flat from 1976 to 1980 (up 0.3% per year). 

--A retired family living on $10,000 fixed income in 
1976, has only the equivalent of $7,200 today. 

--The average monthly payment on a mortgage to buy a new 
home has more than doubled (up 137%) since 1976, from 
$310 to $736 per month (December, 1980). 

--$5,000 invested in a passbook savings account in 1976 
would be worth $4,300 today after adjusting for infla­
tion -- even including all the interest that would have 
been earned ($1,200, less taxes at the minimum 14% rate). 

--Inflation and regulation have increased the average 
price of a domestically produced new car 37% ($2,060) in 
four years. 



OFFICE OF THE SECRETARY OF THE TREASURY 

WASHINGTON, D .C. 20220 

January 31, 1981 

MEMORANDUM FOR KEN KHACHIGIAN\ 

FROM: 

SUBJECT: Items for the President's TV Address 

We have been asked to provide some descriptive 
material on the state of the economy and government 
spending for possible use by the President. 

Attached are our suggestions. If you need 
additional information or clarification on any of 
these points, please feel free to give me a call on 
566-5901. 

Attachments 

cc: Craig Fuller 



OFFICE OF THE SECRETARY OF THE TREASURY 

WASHINGTON, D.C. 20220 

January 31, 1981 

MEMORANDUM FOR KEN KHACHIGIAN\ 

FROM: David L. Chew~ 
Executive Assistant 
to the Secretary 

SUBJECT: Items for the President's TV Address 

We have been asked to provide some descriptive 
material on the state of the economy and government 
spending for possible use by the President. 

Attached are our suggestions. If you need 
additional information or clarification on any of 
these points, please feel free to give me a call on 
566-5901. 

Attachments 

cc: Craig Fuller 



ECONOMIC •uoRROR STORIESM 

INFLATION 

Inflation is out of control and impacts every American. 

--The inflation rate has nearly tripled since 1976, and 
was 12.4% (CPI) last year. 

--The inflation rate today is ten times that of the 
early 1960's (CPI). 

--Real after-tax personal income per worker was virtually 
flat from 1976 to 1980 (up 0.3% per year). 

--A retired family living on $10,000 fixed income in 
1976, has only the equivalent of $7,200 today. 

--The average monthly payment on a mortgage to buy a new 
home has more than doubled (up 137%) since 1976, from 
$310 to $736 per month (December, 1980). 

--$5,000 invested in a passbook savings account in 1976 
would be worth $4,300 today after adjusting for infla­
tion -- even including all the interest that would have 
been earned ($1,200, less taxes at the minimum 14% rate). 

--Inflation and regulation have increased the average 
price of a domestically produced new car 37% ($2,060) in 
four years. 



UNEMPLOYMENT 

--Unemployment rate is 7.4%. 

--7.8 million people were out of work at the end of 1980. 

--38% of black and other minority teenagers are unemployed. 

--14% of construction workers are unemployed. 

--220,000 fewer auto workers today {November, 1980) than in 1978. 

--65,000 fewer steel workers today (November, 1980) than in 1978. 



BUSINESS 

--Failure rates of business as a whole increased by 
36% from 1976 to late 1980. 

--Failuresof small businesses (under $100,000 liabilities) 
were up 51% in late 1980 over 1979. 

--Chrysler and Ford each lost more than $1.5 billion in 
1980. 

--Total auto industry earnings fell from $4.3 billion in 
1976 to a loss of about $4 billion in 1980. 

-------------------------------------
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TAXES AND SAVINGS 

--A family of four that earned $20 ,000 in 1972 was in the 
25% tax bracket (assuming it took the standard deduction}. 
In 1980, due to inflation that family earned $36,000, but 
:!fOurrl itself in the 37% tax bracket despite the tax 
cuts of the past nine years. By 1986 if inflation con­
tinues, it will be in the 50% (highest) tax bracket. 

--If inflation and taxes are not controlled, within 
twenty years every family of four now paying any income 
tax will be in the 50% tax bracket, even those barely 
earning enough now to pay any tax at all. 

--Inflation and taxes drive down personal savings. From 1965-75 
Americans saved 7.6% of their disposable income. In 
the past few years, they saved only about 5.5%, only 
1/5 to 1/3 the rate in Japan, Germany, France, Italy. 
Low savings rates 

--Help raise interest rates 
--Make it harder for young people to buy homes 
--Make it harder for older people to retire 
--Mean less money to expand and modernize 

America's businesses, which means fewer jobs, 
lower productivity, and lower real wages. 

--A four-person family earning $20,000 in 1980 will see 
its income and social security taxes increase $291 in 
1981 due to inflation and tax increases. For a family 
earning $30,000, the increase is $539 in one year due 
to inflation and tax increases. 

--Per capita personal income and social security taxes 
(Federal, State and local) increased from $1,172 in 
1976 to $1,915 in 1980. (Up 63%, or $743). Even after 
adjustment for inflation, per capita taxes increased 20% 
in just those four years. 



NATIONAL DEBT 

--National debt now exceeds$900 billion. 

--Federal debt increased $282 billion between 1976 
and 1980. 

--Under the Carter budget, the national debt would grow 
to $1 trillion by the end of 1981 -- almost $4,500 
for every man, woman, and child. The debt likely 
will get that high despite our best efforts to curb 
spending and stimulate growth. 



APPENDIX A 
Inflation 

o 11'he consumer price index rose by 12.4' during 1980 
(meaaured December to December), on top of a 13.3' 
increase in 1979. These compare with increases of 
4.81 in 1976 and 6.8\ in 1977. During the first half 
o(.:.the 1960s, the consumer price index rose on average 
by about 1-1/4% per year. 

The tabulation shows various measures of aggregate 
inflation: 

Percent change, yearly rate 

1976 1977 1978 1979 -
CPI (Dec. to Dec.) 4.8 6.8 9.0 13.3 
GNP deflator (O-IV to 0-IV) 4.7 6.0 8.4 8.1 
Deflator for personal 

consumption exp. (O-IV to 0-IV) .. s.o S.9 7.8 9.5 

Standards of Living 

o One measure of standards of living is real after-tax 
personal income per person employed. This aeries rose 
by 2-1/2% per year during the 1970, by 1.4\ per year from 
1970 to 1976, but was virtually unchanged from 1976 to 
1978, rising by only 0. 2\. (·Deflator uaed for this 
series is the personal consumption expenditure deflator, 
not the CPI.) 

o Corresponding figures for growth of real disposable 
personal income excluding government and other transfers 
on a per person employed basis are: 

1960 to 1970 
1970 to 1976 
1976 to 1980 
1979 to 1900 

Percent change 
year rate 

2.2 
0.4 
0.3 

-0.0 

The peak for this series was 1973. Frqm 1973 to 1980, 
the series declined by o.2% per year. 

1/28/81 

1980 -
12.4 
9.9 

10.1 
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Effect of inflation on a aavinga account 

0 

If $5,000 had been invested in a passbook saving• 
account in late 1976, by the end of 1980, compound 
interest would have raised that to about $6,200. 
Aaauming even the minimal tax rate, taxes on that would 
have been $165. However, during that period, the CPI 
increased by 39%, so that the aavings account would be 
worth only about $4,300. 

If someone retired on a fixed income of $10,000 at the 
end of 1976, that retirement ~ould now be worth only 
about $7,200. 

Unemployment rates, December 1980 

Total 

Teenagers 
White 
Black & other minorities 

Construction workers 
Manufacturing 

Durable 
Nondurable 

Michigan 
Ohio 
Illinois 

Employment in autos and steel 

1965 . 
1970 
1976 
1977 
1978 
1979 
1980 (p) 

1980 - Nov. (p) 

Percent 

Motor 

7.4 

17.8 
15.4 
37.5 

13.B 
8.8 
9.0 
e.5 

12.8 
9.3 
9.4 

vehicles 
le equip. 
(thous.) 

842.7 

799.0 
881.0 
947.3 

1004.9 
994.6 
776.8 

783.3 

Steel 

(thous.) 

657.3 

627.0 
549.4 
554.3 
560.S 
569.l 
508.l 

495.4 
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Business failures 

Failure rate (per thousand) 

1976 
1979 - yr. 
1980 - III 

34.8 
27.8 
47.5 

• 

Failures of small business (under $100,000 liabilities) 

1979 
1980-III, annual rate 

Housing 

Number 

3,930 
5,928 

o The average monthly paiment of principal and interest 
on a mortgage to buy the typical new single-family 
home rose by 140.3% between the end of 1976 and the 
end of 1980. Increased costs of upkeep -- heating, 
cooling, taxes, etc. -- would raise that increase 
further. 

o Disposable personal income and disposable per capita 
personal income rose by 52.6% and 47.4\, respectively, 
between 1976 and 1980. 

Disposable Per capital Average 
personal cSisposable payment on 

income incomes JDOrtga~e 
(bil. $) ($) (end of year,$) 

1976 1,194.4 5,550 306.2 
1979 1,641.7 7,441 563.2 
1980 1,822.2 8,178 735.7 

I change 
1976 to 1980 52.6 47.4 140.3 
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Xnflation is rapidly pushing up tax rates. If current 
inflation rates of 12• and more are not brought 4ovn, the impact 
will be devastating. 

A family of four which was earning $20,000 in 1972 vas 
in the 25 ' t.ax bracket. Today, just to keep up with inflation, 
that family would need to earn $36,000. But if it did, it would 
be in the 37% tax bracket, in spite of all the tax cuts we have 
had in the last nine years, t.ax cu~s which paid no attention to 
these damaging marginal tax rates. By 1986, a family still 
earning exactly the same real income, after inflation will be 
in the SO\ top tax bracket for wages and salaries. 

The same sort of increases face all taxpayers. For some, 
it just takes longer. But by 1999, if nothing is done, eve~ 
t:.axpaying family of four now paying income tax will end up 
the SO• top tax bracket on its wages and salaries, even those 
vho are now barely earning enough to pay any income tax at all! 

For individuals, inflation and the progressive tax code 
combine to push taxpayers into higher tax brackets, even when 
they have received no increase in real income. Over the last 
decade the percentage of tax returns that fell into or above 
the 25 percent, 30 percent, 3t'percent, 40 percent, and 50 per­
cent brackets at least tripled. The result is a reduced after-tax 
reward for additional effort. ·· Tliis · i• particularly true for 
aaving, since today marginal tax rates on interest and dividend 
income reach the prohibitive levels of 50 to 70 percent. . 

~e result of this inflation and these tax increases bas 
lteen a aharp 4rop in bow auch Americans are willing to save. 
From 1965-1975, Americans on average saved between 7 and '' 
of their after tax personal income (7.6,). Jn the last 5 
years, they were only able to save on average between 5 and '' 
(5.7t, or 5.St if we take the 4 years 1977-1980). ~at .. ans 
that saving fell 25\ from normal levels. We cannot afford that. 
We are saving only 1/3 to 1/5 as much as people in Japan, 
Germany, France and Italy. Our low savings rates help raise 
interest rates. Low savings rates make it harder for young 
~amilies to buy a home, and for older couples to retire. Low 
aavings rates mean less money to expand and modernize America's 
businesses, which means fewer jobs, lower productivity, and lower 
zeal wages. 

.. • • - • t"' 



A prime example of the problem is the situation in the 
auto industry. Over the last four years, auto prices have 
been driven up by inflation and government regulation by 
37%, or $2,060 for the average car. Yet, inflation, high 
interest rates, and government regulations have pushed 
profits down to where Chrysler and Ford have been losing 
more than $1.5 billion each per year on their u.s. operations. 
Profits for the industry as a whole are down from $4.3 B 
in 1976 to $(4 B) in 1980. Thousands of auto workers are 
losing their jobs, thousands more are taking pay cuts, and 
even those who are still on the job and are not taking pay 
cuts are paying higher taxes. 
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Personal and Social Security Taxes 

o The following tabulation presents the total (both Federal 
and

1
State an~ local) of personal

1
income taxes and employee 

aocial aecurity taxes on per capita and per employee 
baaea. Figures are for calendar years and are from 
national income and product accounts. (They are not 
quite comparable to unified budget concepts.) 

1965 1970 1976 1977 1978 1979 
Current dollars 

1980 

Taxes per capita 
per employee 

402 
1,100 

701 
1,827 

1,172 
2,884 

1,326 
3,176 

1,502 
3,480 

1,734 
3,947 

1,915 
4,386 

Constant (1972) dollars 

Taxes per capita 521 
per employee 1,425 

Taxes as a percent of 
taxable personal 
income* 15.8 

758 
1,975 

19.8 

.. . 891 
2,192 

21.4 

950 
2,277 

22.1 

1,007 
2,334 

22.4 

1,069 
2,432 

23.1 

1,070 
2,451 

23.5 

• Personal income plus contributions for social insurance minus the 
total of other labor income (contributions to retirement funds, 
etc.) and transfer payments. 

o The figures in constant dollars ahow that the tax burden on 
the typical worker has been rising faster than prices 
generally. The following tabulation presents percent 
changes for these series. (Note that the deflator used here 
is the deflator for personal consumption expenditures, not 
the CPI.) 

Current dollars 
Taxes per capita 

per employee 

Constant dollars 
Taxes per capita 

per employee 

Deflator for personal 
consumption exp. 

percent change, yearly rate 

1965 to 1976 1976 to 1980 

10.2 
9.2 

s.o 
4.0 

5.0 

13.1 
11.0 

4.7 
2.8 

8.o 

1/28/81 
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. ' 
Income Tax and Social Security Tax Burdens for 1980 and 1981 

Four Person - One-earner Families 

(dollars) 

1980 
Income 
level 

--------..:1;.;:.9.;:;.8.:.0 ________ --------"1::.:.9..:;.8_1_1 ... /._ _______ :Change in tax due to change 

$20,000 

25,000 

30,000 

Income • Social 
:security 

tax J:./ tax 11 

$2,013 

2,901 

3,917 

$1,226 

1,532 

1,588 

Total 
tax 

$3, 239 

4,433 

S,SOS 

Off ice of the Secretary of the Treasury 
Off ice of Tax Analysis 

~Effective~ Income Social 
tax :security 

tax _!/ • 31 rate tax _ 

(percent) 

16.2% $2,439 $1,496 

17.7 3,~13 1,870 

18.4 4,757 1,975 

lote: Details .. , not produce totals due to roundtn1. 

JI Calculated under 12.5 percent inflation. 
2/ A8eumes deductible expenses equal to 23 percent of gross income. 
ll F.mployee share of FICA tax. 

Total 
tax 

$3,935 

S,383 

6, 732 

:Effective: in effective tax rate 
: : : Social tax Income 

rate tax 

(percent) 

17.5% $174 

19.1 249 

19.9 350 

:security 
tax 

$117 

146 

188 

Total 
tax 

$291 

396 

539 

January 28, 1981 



MEMORANDUM 

TO: 

FROM: 

DATE: 

RE: 

THE WHITE HOUSE 

WASHINGTON 

Kenneth Khachigian 

Robert M. Garric~ 
February 3, 1981 

Gerald J. Lynch 

Jerry Lynch is an old friend, as well as being a fellow Past-President 
of the Los Angeles Society of the Friendly Sons of St. Patrick. 

Enclosed is a copy of a speech he presented to the Economic Round­
table of Los Angeles. I am passing it on to you for any use you 
might be able to make of it. 



Colt Industries 

January 30, 1981 

The Honorable Robert Garrick 
Deputy Counselor to the President 
The White House 
Washington, D. C. 20500 

Dear Bob: 

Menasco Inc 
805 South San Fernando Blvd. 
Burbank, California 91510 
213/843-2272 

Gerald J. Lynch 
Chairman 

Group Vice President 
Colt Industries Inc 

I am pleased to enclose a copy of a talk I gave yesterday 
to the Economic Round Table of Los Angeles. The Economic 
Round Table, which has been meeting since 1932, is composed 
of approximately 60 people, who purportedly have distinguished 
themselves in some line of work. Among others on the Round 
Table, I am sure you know Bob Finch, Mory Stans, and Ed 
Clark, the recent candidate for President on the Libertarian 
ticket. 

Based on the reaction of the members yesterday, I thought 
that this speech might be of some help to the Reagan Ad­
ministration in formulating its economic policy and tax pro­
posals. I shall also send copies of this talk to Donald Regan, 
Murray Weidenbaum, and David Stockman. If you deem it 
appropriate, you might share your copy with Ed Meese. 

Congratulations on your appointment. I know that you will 
do a bang-up job for the President, provided, of course, 
that you can insulate yourself from the influence of Hamilton 
Gordan whose private office you now occupy. 

As we discussed, I shall call on you Wednesday morning to 
set up a time to see you and hopefully some of your associates 
at a time that meets your convenience. 

Enclosure 



"Capital Formation -- Are We Eating Up Our Seed Corn?" 

Remarks 

by 

GERALD J. LYNCH 
Chairman 

Menasco Inc 
A Wholly-Owned Subsidiary of Colt Industries Inc 

and 

Director of Colt Industries Inc 

to the 

ECONOMIC ROUND TABLE OF LOS ANGELES 
California Club 

Los Angeles. California 

January 29, 1981 



"Capital Formation -- Are We Eating Up Our Seed Corn?" 

.- Shortly before Christmas Day, Henry Keck, our well-organized 

Program Chairman, called and asked what I was going to talk about 

today. I told him -- and this was the fact -- that I hadn't thought 

about it yet . 

Henry suggested that, considering the sad state of the economy --

1 think he said, "an economic Dunkirk" I address one of the more 

vital economic issues now facing the nation. After some gentle per­

suasion, I selected the topic which our eloquent President, Coleman 

Morton~ has announced, "Capital Formation -- Are We Eating Up Our 

Seed Corn?" 

Now, even though we are the Economic Round Table, I have the feeling 

that any subject which connotes economics seems to generate a mild 

ennui in this distinguished group, particularly at 7: 30 in the morning. 

And so, mindful of this risk, I shall avoid economic buzz words and 

attempt to make this rather complicated matter interesting and mean­

ingful with some suggestions which should warm the cockles of your 

capitalistic hearts. 

I shall not hold you in suspense. The subject has been billed in the 

form of a question, "Capital Formation -- Are We Eating Up Our 

Seed Corn?" 
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The answer to the question is unequivocally "yes". In the matter 

of capital formation, we are eating up our seed corn -- or to mix 

my metaphors, as an English teacher once told me never to do -­

we are killing the goose that lays the golden egg. 

Just a word about capital and its significance to each of us. Capital 

constitutes the productive wealth of society. It represents the 

resources required to produce goods and services -- plant, equip­

ment, tooling and other tangible assets used to create wealth and 

to satisfy our requirements for food, shelter and everything else 

that comes with the good life that we enjoy. 

We are wont to take capital for granted because it has been 

available in some form or other since before recorded time. However, 

unaided by capital, we would revert -- perish the thought -- to 

the Stone Age and beyond. To dramatize the significance of capital, 

I would invite each of you to consider how long -- days or weeks 

it would take you to cut your front lawn on your knees with a 

simple capitalistic device such as a pair of garden shears and con­

trast that with the 10 minutes or so it would take with a power mower. 

Capital at work! 

The only source of capital is the excess of national or personal 

income over that which is consumed. Nations with high savings 

rates invariably generate a high level of capital formation. Nations 

with nonexistent savings rates -- who consume all they produce --
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generate no capital and with the passage of time and deterioration 

of their plant and equipment, begin to take the first steps to 

revert to the Stone Age. 

Capital may be owned and deployed by individuals catering to a 

free market in a capitalistic society, or it may be owned and 

deployed by the State in a socialistic society, or the systems can 

be compromised -- as in Great Britain with its usually disastrous 

effects. 

We like to believe that we live in a capitalistic society. But that's 

not the only system going. We could opt for communism. Let me 

see if I can pinpoint the difference. 

In a capitalistic society, an individual accumulates capital and pro­

duces goods and services in a free market economy which could 

produce for the individual a profit or a loss. In a communistic 

society, the State owns the productive capital and deploys it, not 

in relation to consumer choices in a free market society, but in re­

lation to its own social and political goals. The Government makes 

all the economic decisions and can tilt the bias towards consumer 

goods or towards capital formation. Profit and loss statements are 

provided at the national and not at the individual level. 
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However, the distinction between the two systems is not all that 

clear in practice. Our capitalistic system, as conditioned by our 

Government during the last 50 years, is shot through with com­

promise. For example, the income tax, which started out solely 

as a source of revenue, over time has become a tool in the hands 

of Government by which Government can control the free choices 

we think we enjoy -- a means by which Government can redis­

tribute income, can tilt the bias towards consumerism and against 

capital formation and in most respects, can do by indirection -­

by tax inducement or penalty -- that which a communistic society 

does by decree. 

Most of us are not even aware of how Government can and does 

effect these choices in a capitalistic society , principally through 

its power to tax. It can so define and manipulate income so as to 

effect a redistribution of income among the classes. It can materially 

influence and even control the economic decisions by those who would 

acquire capital and those who would deploy capital already acquired. 

It can tilt the bias towards consumerism, which it has done, or 

towards capital formation, which it has not done. Using its· power 

to tax, the Government can and does by indirection divert resources 

to uneconomic uses. How often have you said, "This makes no 

economic sense, but tax-wise, I am better off''? Who among us 

today hasn't succumbed to this siren song of the tax Lorelei? 
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Government can exclude interest on personal savings from its 

tax on income, which it has not, except to a minuscule extent. 

It can eliminate the distinction between "earned" income from 

so-called "unearned" income, which it hasn't. It can protect 

stockholders from double taxation of dividends, which it doesn't. 

It can allow a realistic depreciation to business as a deduction 

from income, which it doesn't and, in failing so to do, not only 

increases the effective tax rate on business, but dries up the 

most important single source of new capital formation. 

Our Tax Code has a pro-consumption bias so deeply ingrained that 

no one seems to notice it any more. Incentives in the Code allow, 

for example, people to deduct from total income every dollar of 

interest paid -- subject to a high limitation -- regardless of whether 

to buy a house, an automobile, a tax shelter, an antique, to incur 

any kind of consumer debt, or even to use an American Express 

card to finance a weekend trip to Acapulco. No other country in 

the free world subsidizes consumer borrowing as do we and, as a 

result, as I shall point out later, all of their savings' rates materially 

exceed ours. 

The anti-capital bias in our Tax Code reflects popular prejudices 

rather than objective economic analysis. The Code reflects the 

social and economic bias of the public and members of Congress. 

You may recall the indignation a number of years ago when it 
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was disclosed by the IRS and the Congress that some 154 tax­

payers, having adjusted gross incomes in excess of $200, 000 paid 

no federal income tax. Several years later, the full data was 

disclosed by the Treasury Department which noted that there were 

15, 200 other individuals at the same level of income -- 100 times 

as many -- who paid taxes at an effective rate of 44% of adjusted 

income and 56% of taxable income. I don't recall the Congress or 

the IRS, or the media ever published this rebuttal. So much for 

openers. 

This morning, I would like to consider with you trends in the 

United States which for a number of years have progressively 

discouraged the formation of capital with the result that we have 

experienced a net loss in our relative rate of capital formation 

vis-a-vis all of our trading partners in the free world. I will offer 

you a snapshot of where we now stand, as some believe, on the 

threshold of "an economic Dunkirk". Thereafter, I will discuss de­

mand side economics versus supply side economics. Then I will 

consider with you areas of so-called personal savings which, from a 

national rather than an individual perspective, aren't really savings 

at all. Then I would like to consider with you the trends in real 

personal and business savings and the effects of these trends on 

capital formation which have resulted in what one obsewer notes is 

"the progressive decapitalization of America" or a "showdown at capital 

gap". Finally, I shall present some suggestions as to how we, as 
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a people, might deal with this "showdown at capital gap". 

Before I get too deep into the subject, let me offer, as the 

lawyers would say, a disclaimer. I am not an economist or an 

accountant, a political scientist or a tax lawyer. As a matter of 

fact, I can see 4 or 5 people in this room who are more able to 

address this subject than I. However, I do have one credential. 

In my younger days, I participated, as a junior executive with 

several very large corporations, in the analysis of capital formation 

proposals which aggregated billions of dollars. In more recent 

years, I have reviewed and approved or rejected capital proposals 

in the tens of millions and, accordingly, I have a reasonably good 

grasp on the criteria used by business in committing its resources 

to the formation of capital. More importantly and more germane to 

my subject today, I can recall a large number of capital projects 

which I did not undertake because of the inadequacy of the cash 

flow from depreciating capital which , theoretically, should have been 

generated under our tax law as depreciation. 

Besides making this disclfilmer, I would make another point - - lest 

any of you have been unduly influenced by the liberal thinking of 

the last 50 years which, in my opinion, has tended in a subtle way 

to divide society between the "have's" and the "have not's", with 

the implication that the "have not's" are the righteous and the 

"have's" are the knaves. 
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I must emphasize that the question before the house today is 

not one of morality -- the "good guys" versus the "bad guys". 

The question is not one of long-term economic goals. Almost every­

one agrees on these goals -- better economic lives for all. The 

question really is one of methods, i.e. , how best these goals can 

be attained by (a) continuing our emphasis on consumerism, the 

Great Society and redistribution, which most now agree has proven 

to be short-range and ineffective; or (b) by placing much greater 

emphasis on capital formation which most responsible economists now 

agree will increase wealth, increase productivity, decrease inflation, 

provide opportunities for employment and provide the greatest good 

for the greatest number of our people. 

Let's look at where we now stand. Government expenditures are at 

an all-time high -- and counting and mounting. Conversely, our rate 

of capital formation as a percentage of GNP and our rate of produc­

tivity improvement are now the lowest of any of our trading partners 

in the free world. Our national debt is approaching $1 trillion. In 

1980, non-defense spending rose 18%, while all the economy could 

produce, even with the hump of inflation was an 8% increase in 

GNP. Almost half of the national budget is for so-called "entitlements" 

which 50 years ago would have been considered outright gifts from 

the Government to the disadvantaged. 

Just since last March, transfer payments alone have climbed at an 
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annual rate of 25%. Federal outlays in the third quarter of 1980, 

when Jimmy Carter was making his last-ditch appeals in the form 

of handouts to his constituencies, was 28% higher than a year ago. 

Estimates of the 1981 budget deficit now range between $75 and 

$100 billion -- all of which must be funded by borrowing from the 

capital markets in competition with legitimate proposals by business 

for capital formation either in the nature of replacement or expansion 

of capacity. In this connection, the Federal Government in 1980 

tapped the credit markets for $80 billion, or 36% of our total national 

debt offerings - - with an effect on the cost of money which is now 

apparent for all to behold. 

On January 20, Ronald Reagan inherited not only the Presidency 

but a veritable economic minefield. I felt this very acutely. I was 

personally there at the moment of the transfer of power. 

But all is not lost. The political mandate given by the people in 

November represents, in my opinion, the most abrupt shift in 

national mood since 1933 when FDR was elected President. This 

mood swept into office a sizable majority in the Senate and sub­

stantially increased Republicans in the House to a degree where, 

with the probable collaboration of Democratic conservatives, President 

Reagan should have the political muscle to effect substantial re­

ductions in expenditures and to redirect the economy with emphasis on 

capital formation and output in the private sector in the expectation 
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that over time our economic problems will be resolved. There is 

every indication so far that the new Administration will take measures 

to bring spending under control and to establish a climate which 

will encourage capital formation and thus address the root causes 

and not the symptoms of what ails us. 

Furthermore, there are encouraging signs that economists of almost 

every persuasion have converted to supply side economics as opposed 

to demand side economics. Some of us are old enough to remember 

the Great Depression and the conventional economic wisdom of the 30's. 

The problem, said the demand side economists was not one of productive 

capacity. The problem was one of buying power to tap this capacity. 

This thesis was propounded by John Maynard Keynes, the British 

economist, and embraced by FDR and countless others -- a philosophy 

of consumerism ; of spend and spend, and borrow and borrow, on the 

general thesis that an increase in consumption would somehow generate 

the productive capacity to meet this artificially-supported demand. 

Keynes contemplated interim pump priming as contrasted with a permanent 

spending program which, as we now know, some of his disciples want 

to extend ad infinitum. As opposed to the demand side remedy, supply 

side economics relies on the growth of incentives to increase output 

rather than on the growth of the national budget to stimulate the 

economy. By almost any test, demand side economics has now come a 

cropper. Supply side economics should now have its chance. 
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Why did the demand side pendulum swing so far? This would be 

the subject of an entire presentation. Let me say just this. In 

a democracy, the responsibility for national policy rests ultimately 

with the electorate to whom the Government is supposed to respond. 

However, I must observe that Government, with its overemphasis on 

getting re-elected -- often by margins of 1, 2 or 5% -- and in 

attempting to be all things to its many constituencies. has refused 

to exercise responsible leadership, and in the tradition of the 

Roman emperors, has fed the populace with more bread and circuses. 

A handout today. a transfer payment today. a people-mover today 

is more attractive, politically , than facing up to the longer-term 

economic reality that as a nation and as individuals we must create 

productive wealth by spending less than we produce. 

There is even a more subtle explanation. Our Christian-Judeo 

ethics stress compassion for the disadvantaged. Our culture reaches 

out to those in need. Witness the generous support we give private 

charities on the individual level -- which support is given, however, 

in relation to the resources available to each individual. 

Conversely, on the political level, the public seems to assume that 

resources are inexhaustible with the result that federal assistance 

to the needy has increased during the last 13 years from $42 billion 

to $365 billion. Without discussing the merits of the individual programs, 

it occurs to me there must be -- and is -- a better way to show this 
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compassion i.e., by providing incentives so that the nation can 

capture its full potential in the interest of all sectors and begin to 

refrain from giving away a larger and larger percentage of less 

and less. 

But to get back to the subject at hand -- capital formation. I must 

emphatically remind you that the only source of capital is savings. But 

before discussing personal savings which generate real capital, let me 

explode several myths with respect to personal savings which appear to 

be savings as to individuals, but add not one whit to savings which can 

be tapped for the formation of capital. 

Let's look at housing. There are about 50 million owner-occupied 

homes in the United States. Most are mortgaged. If we assume that 

they are worth an average of only $40, 000, the total value is about 

$2 trillion. Subtract the standard mortgage debt of $800 billion and 

we are left with $1. 2 trillion of homeowner equit:y. 

This $1. 2 trillion in equity exceeds by a wide margin the individual 

bank accounts and security holdings of all these homeowners. The 

key to understanding how Americans can generate wealth that isn't 

capital is that housing equity is an economically sterile investment 

for society . 

Four-bedroom, 2- bath houses are a pleasant part of the American 

lifestyle, but once built, they do nothing to keep America competitive. 
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To the homeowner, $50, 000 in home equity is the same as $50, 000 

in the bank, but the money is in his house and the bank can't 

lend it to U. S . Steel to modernize its steel-making capacity, or 

to General Motors to robotize its plants and remain competitive with 

the Japanese. 

Now let's look at Social Security, which the wage earner, and some 

of us, regard as savings. Our Social Security system diverts more 

money from savings into consumption than even our lavish housing 

standards. Individual Americans paid about $90 billion in Social 

Security taxes in 1980, vastly more than all their real personal 

savings combined. That money was put up by workers in exchange 

for the prospect of Social Security retirement payments at some time 

in the future. As to each individual, that constitutes savings --

a diversion of money from current consumption in return for a 

future stream of income -- but in practice, it is a transfer payment 

for society as a whole. 

Social Security payments are now roughly equal to revenues, so no 

capital is being accumulated in the system. The capitalized value of 

Social Security obligations -- the fund you'd need today to meet 

future claims, assuming no one paid contributions any more -- is 

$850 billion. Had Social Security been run prudently, it would have 

a balance in the till and would become fully funded by the year 2000. 

Its income would exceed payments, producing a resource which could 

be invested in some way in the re-capitalization of America. 
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But, as you well know, an irresponsible Government has turned 

Social Security into a system in which current workers pay their 

parents' pensions, hoping that their children will pay for them when 

the time comes. So, just as the nation's largest piece of single 

wealth is sterile capital tied up in homes, what should be its largest 

single pension pool has been looted by the Government to pay current 

bills. No productive assets are being created that would help in the 

future to support the growing army of retirees. 

Now let's look at real personal savings which account for about 25% 

of the national savings which support capital formation. 

Americans are saving a smaller portion of disposable income than 

are the citizens of the 5 other major industrialized nations. Moreover, 

the rate for the United States has declined over the past decade, 

while the rates for the other countries have increased. 

In 1970, for example, our personal savings as a percentage of dis­

posable income was 8%, while the savings rate in Japan that year 

was 17%. However, in 1977, our rate declined to 6%, compared to 

Japan's increase to 21%. All of our trading partners, West Germany, 

France, Canada and even Great Britain, had savings rates at least 

twice ours. The trend since then has been worse. In 1978, our 

savings rates declined to 5.3%, in 1979 to 4.5% and in the fourth 

quarter of 1979, to 3. 3% -- which is probably about one-fifth of the 

current personal savings rate in Japan. 
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Japan, West Germany, France, Canada and the United Kingdom 

all have tax policies which provide significant encouragement for 

private savings. The fact that the United States does not have 

such incentives and the result that we rank last in personal savings 

explains, in part, our dismal performance with respect to capital 

investment. 

Individuals find themselves forced for tax purposes to invest in 

tax-free bonds or other sheltered tax investments, or they place 

their savings in tangible, nonfinancial investments such as gold, 

real estate, antiques, silver, art, rare stamps and other assets 

which appreciate rapidly in value, but on which taxes can be 

deferred. 

Savings are taxed at a maximum rate of 70% as "unearned" income. 

As you know, the Tax Code prescribes a higher maximum tax on 

"unearned" income than on "earned" income. This has the effect, 

for example, of taxing after-tax income which was earned in 1979 -­

which presumably ended up as real savings for capital formation 

at a higher rate than income that was "earned" in 1980. 

I don't know about you, but all of my "unearned" income had its 

origin in "earned" income on which I had previously paid taxes. 

The maximum rate of 70% on unearned income, as opposed to a 50% 

tax on earned income - - a 40% increase in rate - - has the effect of 

penalizing the individual who has deferred some of life's comforts 
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and has placed his previously earned after-tax income at risk 

in capital formation. 

One of the more effective means of increasing savings and invest­

ment would be to eliminate, in whole or in part, interest and dividend 

income from taxation beyond the modest $400 currently allowed. The 

result of this on capital formation would be obvious. Another means 

would be the elimination of double taxation on dividends. Our present 

tax system provides for a dual tax on corporate income at both the 

corporate and individual shareholder levels. This dual tax is not only 

grossly inequitable, but positively discourages capital formation. A 

corporation pays a tax of 46% on its income. When the shareholder 

receives his dividend, he is subject to a maximum tax of 70%. His 

effective tax rate on his shareholder interest could reach an aggregate 

of 84%. 

Some years ago, the New York Stock Exchange engaged in a cam­

paign of vigorously promoting investor interest in the stock market. 

After giving due consideration to the tax treatment of dividends, is 

it any wonder that the average investor has become progressively 

disenchanted with "buying a piece of America"? 

Now let's look at business savings. Business savings are composed 

of after-tax earnings which are retained and the recovery of capital 

costs through depreciation. Business savings account for 75% of all 

national savings. 88% of this 75% is represented by capital cost recovery 
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allowances under our current but, as I shall point out, inadequate 

and obsolete depreciation guidelines. And so, if we are losing ground 

vis-a-vis our trading partners in the matter of capital formation -­

and we are -- the major culprit is the treatment given in our Tax 

Code to depreciation. 

Our tax policy obstructs capital formation by limiting depreciation recovery 

on the historical cost basis, rather than on a realistic replacement 

cost basis -- as was originally intended. The income tax is supposed 

to be a tax only on income -- not on capital. Ever since 1913 when 

the Federal Income Tax was first imposed, the law recognized that 

business income could not be generated without the use of assets 

which, by virtue of age, usage, or obsolescence, would lose their 

value over time and would ultimately be replaced. Accordingly, the 

law permitted the taxpayer to deduct from his gross income that 

portion of the value which was presumably lost during each taxable 

year. 

This allowance for capital cost recovery was called depreciation. 

In short, this permitted the businessman to deduct that amount 

from his gross income and establish a depreciation reserve for the 

replacement of the assets when the assets lost their value through 

usage, the passage of time, or obsolescence. 

The law recognized, by clear implication, that if depreciation allow­

ances for tax purposes were inadequate, two results would follow: 
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(a) some portion of the tax would be computed on illusory or 

phony profits; and (b) that business could not establish in its 

depreciation reserves amounts adequate to replace its plant and 

equipment. 

During the last 15 years particularly, we have experienced virulent 

inflation, with the result that the cost of plant and equipment has 

doubled, tripled and even quadrupled. During this entire period, 

Congress has made only very minor revisions in its depreciation 

policy and its guidelines, with the result that business has paid 

taxes at an effective rate well beyond the statutory rate and has 

been unable to recover its true cost of replacement. 

In 1979, Professor Martin Feldstein published a paper, "Inflation 

and the Taxation of Capital Income in the Corporate Sector". In 

this paper, he examined the effect of inflation on the taxation of 

capital used in the nonfinancial sector of the United States economy. 

He concluded that, 

"The effect of inflation with the existing tax 
laws was to raise the 1977 tax burden on the 
corporate sector capital income by more than 
$32 billion, an amount equal to 65% of the real 
after-tax income on the nonfinancial corporate 
sector." 

He also said that the principal reason for the increase in this effective 

tax rate on capital to 65% as opposed to the corporate tax of 46% was 

that the historical cost method of depreciation caused a major over-

statement of taxable profits. He also noted that during the same 



Page 19 

year, inflation had the effect of reducing depreciation allowances 

on existing plant and equipment by some $40 billion below what it 

should have been had a realistic depreciation tax policy been followed. 

That represented $40 billion in cash flow which was not available for 

new capital formation. 

So, it must be obvious that business is being subjected to a double 

whammy in that (a) it is being taxed on nonexistent profits, and 

(b) it is being denied the opportunity to recover the capital costs 

required to replace its plant and equipment. As a matter of fact, 

as Henry Keck suggested to me, in today's world it is subjected to 

a triple whammy because during the last 15 years when business was 

denied adequate capital cost recovery, our trading partners have 

made major technological innovations which American business must 

now match if we are to compete in world markets. 

When business savings are added to personal savings, the U.S. ranks 

far behind its trading partners. Total national savings as a percent 

of gross national product in 1978 were only 6%, as compared to 

Japan (17%), West Germany and France (12%), Canada (9%) and even 

Great Britain ( 7%). All of these countries have tax policies which 

provide adequate incentives for the encouragement of capital 

formation. 

Many believe that Japan, West Germany and even France have 
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relatively more modern plants and equipment than do we. One of 

the principal reasons is that for years they provided capital cost 

recovery allowances which were far more realistic than ours. 

The United Kingdom and Canada have recently liberalized their 

depreciation systems and are now far more effective in providing 

for adequate capital formation than is the United States. Canada 

now permits machinery and equipment to be written off over a two­

year period. Even the United Kingdom, which for over 50 years 

has been notorious in allowing its industrial plant to deteriorate, 

now permits 100% of the cost of machinery to be written off in the 

year purchased. Some observers believe that this recent overture 

is too late and that the British industrial establishment is now beyond 

redemption. If so, this would be an object lesson for us and incite 

us to take timely and decisive action to reverse our own national 

trend. 

Our relatively low rates of investment have many effects on produc­

tivity, national income, wages, prices, inflation, balance of payments, 

and others. I will comment briefly only on the effects on productivity 

and national income. 

A low rate of capital formation leads inevitably to low rates of 

productivity growth. The United States ranks last among its major 

trading partners in this respect. A good measure of productivity 

growth is output per manufacturing hour. The average annual 
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increases experienced by our trading partners in the period 1960-79 

were: Japan 8.3%, France 5.6%, Germany 5.4%, Canada 4.0% and 

even the United Kingdom 3. 2%. The average annual increase in 

the United States was 2.5%, about a quarter that of Japan and one 

half that of West Germany and France. 

So much for the entire 1960-1979 period. Let's look at the trends 

during that period. They are truly ominous. From 1965-73, the 

growth rate fell to 2.3%; from 1973-79 it fell to 1.2% and during 1979, 

output per hour actually decreased by • 9%. 

This reduced rate of productivity has had many effects, the most 

dramatic of which has been the effect on national income. 

The effect of this slowdown on productivity was to reduce total 

real income in 1977 alone by 19% -- the equivalent of $280 billion 

compared to what would have been achieved by a sustained growth 

in productivity at the rate of growth experienced in the pre-1960 

period. Extend this loss of $280 billion over only 1978/1979/1980 

and you develop a loss in national income of $1 trillion -- about 

equal to our national debt. 

For years we have been losing to our trading partners our relative 

position in the matter of capital formation with all of its associated 

effects on productivity, prices, wage~, national income. inflation and 

the rest. In absolute terms, we are still the most powerful industrial 

nation on earth. However, unless the trends of the last 20 years 
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are reversed, we could lose this absolute position if we continue to 

drift downward in the matter of capital formation. 

What do we do about it? I am always suspicious of nostrums or 

cure-alls. However, to me the solution is pretty obvious, namely, 

to develop and administer a national tax policy which encourages and 

stimulates capital formation and, in this connection , I believe con­

sideration should be given to ( 1) eliminating the distinction between 

"earned" and "unearned" income; (2) materially raising the exclusions 

from income of dividends and interest; (3) eliminating double taxation 

of dividends; ( 4) eliminating or materially reducing the capital gains 

tax; (5) allowing business to exclude from income realistic depre­

ciation and thus refrain from taxing business on illusory profits and 

also provide business with the cash flow required for the re-industrial­

ization of America. 

If all these were accepted forthwith, it would represent a substantial 

tax reduction. Each proposal must be responsibly considered in 

relation to the requirements of the Federal Government for revenue 

and the need for a balanced budget and the feedback each would 

provide for the economy as a whole. What I am proposing is that 

the Government now recognize in its tax policy the acute problem of 

capital formation and address it in rational sequence over the next 

4 years while we have an Administration which understands the 

relationship between capital formation and the national well being. 
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But we must start somewhere. The area which represents the 

"biggest bang for the buck" in terms of feedback into the economy 

is that of accelerated depreciation on plant and equipment. In reality 

this would not constitute a tax reduction over time, but merely a 

deferral of taxes to future years as new depreciation cycles come into 

play. After all, you can depreciate assets only once, regardless of 

the time span over which it is spread. Over time , no revenue is lost . 

However, business would be given a powerful incentive to restore its 

industrial plant to optimum efficiency -- not just once, but as often 

as technology permits and competition requires. 

The proposal which appears to be the most practical and most effective 

approach to accelerated depreciation is known as the 10-5-3 proposal 

which would reduce the period over which capital outlays would be 

expensed as follows: ( 1) industrial buildings, 10 years from the 

current 23- year average; (2) 5 years for machinery and equipment 

from the current 16. 5 year average; and (3) 3 years on autos and 

light trucks. Because of the initial potential large revenue loss from 

10-5-3, the proposal includes a transition period which would phase in 

the program over 10 years for industrial buildings and 5 years for 

equipment. 

The expected revenue loss would range from $6.3 billion in 1981 to 

$22. 2 billion in 1986. However, the net cost would be considerably 

less after taking into account the full feedback effects from the stimulus 

on the economy. Economists have estimated that 41% of the revenue 

loss during the first 5 years of 10-5-3 would be recaptured as feed­

back in the economy and that, longer range, the program would more 

than pay its way. 
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During the last several years, there has developed an amazing 

consensus of American business which is represented by a national 

organization which is called the Committee for Effective Capital 

Cost Recovery. This is a voluntary coalition of 556 corporations 

and 54 business associations which represent thousands of business 

firms. It is representative of virtually all segments of business 

and industry, including manufacturing, minerals, retail, trans­

portation and utilities. 

This Committee, which is chaired by George A. Strichman, Chairman 

of Colt Industries, has vigorously promoted the enactment of 

H. R. 4646, known as the Capital Cost Recovery Act of 1979, as 

the Jones-Conable Bill, or simply as 10-5-3, which was co-sponsored by 

a majority of the members of the House of Representatives and the Senate. 

It is the conviction of this Committee that 10-5-3 represents the 

simplest, fastest, most practical and most effective approach to 

improving capital cost recovery in the tax system. 

This Bill died in the last session of Congress principally because 

Al Ullman, Chairman of the House Ways and Means Committee -- in 

keeping with the position of Jimmy Carter not to accept tax re­

ductions of any kind -- elected not to report out the Bill and 

thus submit the Bill to the full House of Representatives for a vote. 

The identical Bill has been reintroduced in the 97th Congress. 

The climate for acceptance of this proposal, or some reasonable 



Page 25 

facsimilie thereof, has never been better. The Reagan Admin­

istration has declared itself in favor of accelerated depreciation. 

During the last session of Congress, the Senate Finance Com­

mittee declared itself overwhelmingly in favor of some form of 

accelerated depreciation. 

I have a high degree of confidence that during 1981 our Govern­

ment will remove the major deterrent to capital formation by 

enacting tax legislation which will permit business to accelerate 

depreciation on plant and equipment. This would provide a major 

resource required to meet the "showdown at capital gap". 

Thereafter, the Government can deal methodically, responsibly 

and in proper sequence with the other deterrents to capital for­

mation which I have identified; such as, the distinction between 

"earned" and "unearned" income, more equitable treatment of 

dividends and interest, elimination of double taxation of dividends, 

and changes in the capital gains tax. 

I must emphasize the consummation of this program would not repre-

sent a transfer of the tax burden from the rich to the poor. If the 

anticipated scenario unfolds with respect to the effects of accelerated capital 

formation, we can confidently expect an increasing yield in terms 

of national wealth, increased productivity, lower costs and prices, 

higher employment, higher national income, reductions in inflation, 

and improved balance of payments -- the results of again 
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re-harnessing the productive potential of this nation, which is 

immense. 

As I said in the beginning, we have opted for a capitalistic society. 

However, we have done a pretty good job in recent years of re-

straining its effectiveness. Most of us here today have been con-

ditioned in our youth by educational institutions and, in recent years, 

by the media and sometimes even by the clergy -- in their over-

emphasis on the excesses of capitalism, all of which are remediable 

to feel a trifle guilty about advertising the virtues of capitalism. 

I must forcefully remind you that during the last 200 years, capitalism 

has demonstrated an extraordinary capacity to meet the economic needs 

of society -- vis-a-vis any competitive economic system, whether it 

be in Russia, Chile, China, or Iran. 

Sometimes I think that the major philosophic battle the Administration 

and business must now win is to establish in the public mind the 

effectiveness and the morality of the free enterprise system. In his 

recent book, "Wealth and Poverty", George Gilder notes that: 

"The most important event in the recent history of 
ideas is the demise of the socialist dream and that 
the second most important event is the failure of 
capitalism to win a corresponding ideological triumph 
over socialism . " 

And in this connection, I would like to quote an excerpt from an 
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article carried in the Wall Street Journal seven days ago by 

Paul Johnson, a British journalist and former editor of the New 

Statesman: 

"The truth is, capitalism has nothing to fear but 
its own timidity. It has allowed itself to be saddled 
with a moral inferiority complex which is wholly un­
justified by the record. I believe we are on the eve 
of a great surge of capitalistic achievement. All that 
is needed to launch it is that businessmen find the 
courage of their own conviction and to re-acquire 
a forgotten taste for self-advertisement." 

In conclusion, all of us -- rich and poor, Democrats, Republicans 

and Libertarians, employers and employees, minority and mainstream 

must honestly acknowledge to ourselves that there is no such thing 

as a "free lunch"; that as a nation we can't spend more than we 

produce; that we must stop trying to shift the burdens of life by 

Government decree as if our resources were inexhaustible; and finally, 

that we must attempt to exhaust the potential of the capitalistic economy 

to which we as a nation are still committed. There is no more effective 

way of accomplishing this than by re-creating an investment climate 

which will encourage the formation of productive capital. Absent 

this, we will be in grave danger of literally eating up all of our seed 

corn and -- God forbid -- reverting to the status of a second or 

third-class industrial power. 
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SL1 fDEC'l': Details for Oval Off:i.cc ll.c1dn: ss 

Follnwing arc dctdils con~crned with the Prasi~c11t's addre~Ll to the 
n<1!::.:i on torno:i::-row evenirn:r (F e bru::l::_·y S. 1981): 

1. Gs.:::, should supply u. c:rc;·"' to r::ovc furn.i. tuxc in the Ovi" l Office 
at 1:15 PT·L Drop cloths shoulc1 be sup1!Li~:·d foe· placerne:nt. on the 
floor in areas where cablcc; '..'ill be in use. 

2. At 1: 30 l'I·1 two CBS rnobi 12 television vans onc1 one equipment 
van will 2rriv0 at th2 SW g~te. These vchi~l~s should be d~~ect~d 
to the C--9 urea, near the Ov.:il Office~. A li s t of CBS pe1:~;on::c l 

will £01 :;_ 0'. ,7. 

3. Trucks will unload on arrival and begin to sel up in t11c Oval 
Office. A White Hous2 cl2ctricj an should be pres.:c'1t at th.i.:.::. time. 

4. Set: up will cor1t.i.nue in the Ovcc1l Office until the crew n1 C'<1l 
pt"ciod ut G: 00 PM. The crei.-1 v:ill rcturr1 u.t 7: 00 Pl·1 to ce,. ,·~tpJ ete 
set up and rehearsal. 

5. Tl1e 1 .ivc L oildcast wilJ bcgi.n at 9:00 PM and run for approxi-
mately 1/2 hour. 

G. 'I'clevisioL equipment will be rcmov <=: d iri.\1T1C'ciatcly lc}1i:m complcticl1 
of the broadcd::.: t. GSA crc-v;·s shou 1 'l be st.21-,1d.i nCJ by L·.o res tor\-" th 1

:: 

Oval Offic0 to it's normdL condj_tion as soon as the crews have vac<1ted. 
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Dave Gergen 
Joe Canzer:i 
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Co~it.rol Center 
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PRE-WORID WAR II VS. TODAY L:EN;TH OF TIME 'IO PAY TAXES 

Taxes/ Wages and Salaries (Department of Treasury) 

1939 11 weeks 

1978 21 weeks 

Total Personal Inccrne (Department of Treasury) 

1939 7 weeks 

1978 14 weeks 

Net National PrOO.uct (Tax Foundation) 

1929 6.3 weeks 

1932 8.2 weeks 

1936 7.3 weeks 

1980 18.6 weeks 

Gross National PrOO.uct (Department of Treasury) 

1929 5.2 weeks ~ 

1930 6.2 weeks 

1980 15.8 weeks 

C'-0vernment receipts vs. GNP (CEA) 

1929 5.8 weeks 

1940 9 weeks 

1980 16.5 weeks t.-/ 



Address various constituencies: 

Cong. --coopeartation - join together 

Exec. branch -- we will do our best 

employees of t.he Fed. Gml.t.. - we havea mission; 

we should .de -OUr -best -- yO\:i -de~ work. 

People of America: tet us join 

great institutions of Amxi America a time 

to do the right thing -- work with · eachother 

_____.. 

. . A ~ 
4-. C P<:. o :;;t.3. , . IL ¢ ~-f{µ,.,.~ ~-. 

-we'-ve looked at many external reasons for 'tne cause or 

our problems --but the key now is to quit fixing blame 

and to start fixing the economy. 
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·Nonfarm Prodµciivity Fell at 1.1 % Rat.e · 
_In 4th Period; Y~~r's Drop Is 3rd ina Row 

• _________ ... 
Bil a WALL STRE ... "T JOURNAL Sta// R.e/;giter . The continuing dmvnward spiral wOrries 
WASlllNGTON - Productivity among economists because when productivity lags 

U.S. businesses fell in the fourth quari,tr and and wages rise, the labor cost of p~ 
all of 1980, marking the third consecutive ducing a unit of output goes up, and this ha 
year of declines. _ ~ i>uts pressure on businesses to raise prices. 

Productivity among manufacturers al.one Unit labor costs rose at a 10.9% adjusted ~ .. 
showed a sharp increase in last year's final rate in the fourth quarter for the ·nonfarm P1J 
j>erlod, however. . . ~ business sector and were· 10.3% higber ln f~· : 

The Labor Department said that outpUt 1980 than in 1979, according to the depart-
per hour worked at the nation's private bu£ij- ment's productiVity report. . . 
nesses. excluding farms, decreased at 41. Three successive years of productivity 
1.lo/o seasonally adjusted annual rate in ihil declines means U.S. products "aren't as ~ 
foorth quarter, following a revised incre~e competitive as they could be overseas," ob- w, 
of 3.7% in the third quarter. Productivity for ·serves Harold Nathan, a financial economist 
the nonfarm business sector was off 0.5% in for Chicago's Continental lllinois National ·~· 

: all of 1980. . : Bank & Trost Co. Productivity gains are 
Overall, private-business productivity " important for real economic growth." 

dropped at a 1.9% seasonally adjusted an- However, Mr. Nathan said, business p~ re 
nual rate in the fourth quarter, compared ductivity likely will be "up ~igbtly" this · 1 
with a revised 1.5% increase in the previous year " because the economy is going to be n~ 
ouarter. The fourth quarter decline reflected generally improving throughout the year . • ~ $6 
a 6.3% increase in output of goods and ser- and the sectors hard hit by prod.uctivity de- $!\ 
vices and an 8.4% increase in hours of paid clines in 1980 should recover somewhat." He . 
work. For the year, production per hour of aJso believes that President' Reagan's' plans; :fl 
work at private businesses fell 0.3%. Thhi~he to cut taxes, accelerate depreciation and .~ 
figures include farm productivity, w c trim federal regulations will have " some ef- m 
fluctuates widely from quarter to quarter, fects" on productivity this year, althpugb ti\ 
even after seasonal ad_jus_t_m_e_n_ts_. ___ ~ ~.full 'impact won't be felt at least until ~oc 

T/,..J,.J,.,..._ A ,.,,.,..;n. Asks The fourth quarter decline in nonfarm ~~ 
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I 
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business productivity reflected a 6.5% in­
crease on output of goods and services and a S d 7.7% rise in hours of paid work. The gains in 1 
output and hours worked were the lal'gest I 
~:~ 19.78's second quarter, the dep~~en~ ~~ 

In manufacturing, output per hour m 
worked leaped at a 10.6% adjusted annual in 
rate in last year's final qu;i.rter, . compared tr 

-d with a revised 0. 7% decrease in the third 
is quarter.. The increase stemmed from a 
d 23.8% gain in output and a 11.~% increase in 
n paid work hours during the fourth quart,er. 
t The productivity rise was the largest siilce 

1975's third quarter, the department re­
ported. ~ 

"Manufacturing Is a very volaW~ ·sec· 
tor," said Lawrence Fulco, a Labor Depart­
ment eeonomist. ''You wouldn't expec;t to 
see these kinds of huge increases sustained fn 
manufacturing." Continental Bank's Mr. 
Nathan noted that improved economic con·­
ditions in the fourth quarter spurred de-

e mand for manufactured goods, but that 
!t "hiring tends to lag" increased output. cau-. 

tious employes tend to require overtime of 
e existing employes before expanding their 
;;- work forces, Mr. Nathan said. . 
f Manufacturing productivity was flat for 
~- all of 1980, remaining at 1979's level. 
•Y 



RR GUIDELINES -.::::~ eoncomic sp-eecli. -

how much bigger is federal deficit than it was before 

you've gotten raises, but they aren't real -- moved 

you into higher brackets 

-- Women -- Hm if you want to work, fine, but this ecoomy 

descriminates against you. You shouldn't be forced into 

workiing 

Business taxes aren't paid by business; they are paid 

by ~tH you. It's passed through to you. 

Every few years, business must keep up with times 

just as you, for example, deduct the interst on your home 

payments -- and today they are larger --, well, business 

mus.t improve and move up and be able to deduct these things. 

the more they can deduct the more they will modernize --

when they rebuild factories, buy new equipemnt -- they 

create jobs. 

-- maybe some of you watching «~RH don't work for 

a manufacturing plant; you provide a service -- the government 

can slow this down, too. 

-- We must first bring this rolling boulder to a stop and then 

start pushing it back up xk~i the hill 

"There are ways to be helpful to each other. You might 

be in the market for a new car -- think if your neighbor 

works in an auto plant; maybe you can help by buying an 

American car; if you work in an auto plant, do everything 

in your power to build that car to be the best so your 

neighbor wants to buy your product. 



p~ge 2 

~ We think cutting and spedning go together {see Weidenbaum 

draft for language) -t Govt. spending: you can lecture your child forver about 

e travagance. But the most effective way to get the child 

XEXEHXXBBEk to learn the lesson is by cutting the allowance. 

No govt in history has voluntarily reduced its size 

Took us XEX 40)-ears to get here; we won't get out in 

40 days. 

1960 -- compare: now ask, is the sum total of your 

life more improved by all the government; all the ta~es; 

all xx~ the spending; all the regulations; that have 

been piled up in thelast 20 yeras. 
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coin's Blrthday). But wheri*-&ii· else I 
was done IQld said - h;lcluding Prest- ~ . 

. - ' . dent's projJ$e that hi& will was not be/ . ', 
-, a' ''caretak~.go\remment" - the neW \ ' 

. AdiniDistn\tlOn's fh:st f\,111 w,eek gave a · . 1 
good _imttatj.on. of hitting the ground • • 

- .· 

._· . · ~on~e~1"'str8ck. · ...... ~ 
E'.ven tb.e. ~()!Jt ~tly~ bold of . j 

. .- the . ~~~ · ~'. Reag~ . . announced 

. . · were mqre ati exteosioll or adaptation· . ' 
· · · of ~ ~1.i~ .thatt a b~ with ' 1 

· them.-ves:. F'.~mtf§CJ. CQtit1'9 .. QQ Qi\ a¢d 1 
oasollde· v,. .. ,i...J U · ·~·Buiif• ........ •i :ftret • 

. - ~~~~-~iz;et'hi~~-~~~~, : 
an)!W&y. 1be. ~,•,w~,i1.ii4 1 
Price Stabll(ty. .Dl.ti.i ti:aV6 beef(: abol~ · ' J 
ished; but $ lriflatlOQ-flgbttng. : c 
agency was al~y ~ dead Q,U~k~ A,n.d , · 

. the' day after Mr: Reagan 'announced · , ·1 
with .~P11asis a ~Y treer.e Oil pend- . . . 
1ng federal ~litions ' (rep were" . 
also a. ~e1(i.i'get), his aides were . 
wisureoUtseffec:t. (In·one ,beavy reg- ::~ 
producing ciepP.tment, Labor; imple­
mentation-might, wa,it In ariy case. lbe 
rtiinority on.'the committee Uiat ap. . 
proved ~ymond J ; Donovan's as Sec-· • 
retary last week repoi:ted to ~ full . 
Senate that the· Federal Bureau of In­
v~tion hacf t>een wi&ble tct <:9i'· . 

~ roborate !>r di.Sp~ charges-~of:l~\ 
with.org&Jlizedcrime.). . , , . i::;, 
. lbe Prest~t bjmSelt: .w~ quite . 

. cleai on.. Just . how l.n)portant getting · 
. dciwn to basics.will-be; "We have had , 

double:digit mflati~ ba~ '.to back for .­
.. tyto solid yean now," be. Said: · ~Tbei. 

last time. that; happeiled.· waa• hi World · 

\ 

War I.'' FJgures released l~t week . 
. showed how dismal 198(} has been; 1981 
· . doesn;tloo~~.either:· • .. 

Last .year. pnxtnctMtv .feJI by Q..3 
pereait; for th~ ~rd stni,ight year of 
declfue;. once id)illiU!d' lot µittition, a 

~{i; 
fu8lii1fcatirs; a . p~ctor of \Ure 

-e@iomic . triiiids. rell· Q.S ~in 
December. Man .. forecasters ve 

t the bounceba 

sp · •s slump. t:' . · . • 
Iii tds,ptes& confeiBICe, the Pnsi~ 

• - · • _ ·· dent went the Repqbllc&is' Campaign 
· · prescription• for the ~my·Qrie bet-" · 

. · ., ter, rhetorically . at least. Federal . 
· · : · bud8et cuts, · he pledged, wOuld be· 

. . '' : : larger "than anyone ~ ~~r tried." 
· As for the mechanics · of the supply-

. . ~ .. ·side miracle, wblcii .~4tum slump. 
· flation mt<>. noilJ.nfliationary expansion 

tbrougb empliaslzfng . tax· cuts, Mr. '. 
Reagan stated all that iS-~oW ce~y. 
known. Retroactiyity ~·t, to '1fm, "112!, 
impomµtt ~: ~· fOr lndlvidyals, 
the principle .of a . 10 percent cut over- , 

. \ ·.three Y8ars iripi.c:e." · • 
( :· · ~· supply-side chate9>Jsm got a 

· . · .; new. ·and important adlle~t when 
' . . . . Treilsury Secre~ I)onald T. Regan, 

previously· a • tradiU<nalist, told a Sen­
ate committee tbai, tlie "tax program 

·,cannot wait until bUd.get outlays are 1 

reduced .. " Not ·alLeconomic voices · . 
were singing tlie theory's praises. Otto , 

· . Eckstein of Data Resources Inc; spoke· .. 
. for many of the UDCQDverted ln, apply­
ing the word '1g8mbllng'' tothe Rea- ' 
gan plan. "If It works, it would be won-.. 

· . derful;" be sllid;"If It doesn't we have· 
. got only one eeonomy to iiaCJifl~e." · · • 

. ~'. . . ;;., ... . 

· · ·No Flak Fro•. Jones . •. . . . ' . , ... 
' ' I Over·a a~1 Bomber ' .. 

If Gen. David C. Jones winds i1p get-
, . · . ting shot down by ReaganautS, or if he: · . 

is ulti~tely forced to bail out, it Woll 't 
bebecause~dldn't.trYto.a~"tiis ·. 
conservative cP,Ucs or please· hf&· new 
bosses. In : CdqreSsionat' · testimiJny 
last week; the Chairman of the Joint' 

.: .. .Chiefs of~ Sta1M>1mk,e4 sbarply·away 
· ';:.-~:·i fromhis.previoos•i~.c~!tiononthe·:B.1. ' . 
. •. :,~; . ~~ Jimmy (.arter WaS lib Com· . 

. m!lAder in. Chief, ~ J,~ as- _. 
I"'' . ---· . , . . , 
; ~· . ' ,,. i .. 
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