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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

February 13, 1981 

MEMORANDUM 

TO: Ken Khachigian 

FROM: David A. Stockman 

SUBJECT: Outline/Argument Sequence for President's Economic 
Address 

I. Bridge the transition from last week's ''diagnosis" to this 
week's "remedy" by means of an opening in which old, failed 
policy principles are set up in straw-man fashion: this sets 
the stage for a totally new framework for national economic 
policy: 

A} The dire state of our economy and national finances 
described last week -- is not due to a breakdown in the 
i:Rternal str~ngths or an erosion of the human, natural,~ 
and technological resources of the U. s-·. economy. (Failure) 
lies in decades of national economic policy t~at embodied 
several false premises: 

1) That more government spending and borrowing would 
stimulate demand, economic growth, jobs and living 
standards; 

2) That tax and transfer payment programs designed to 
redistribute national income would improve the lot 
of less f .ortunate at no cost to the economic better­
ment of all Americans; 

3) That the Federal Reserve was obligated to "accom­
modate" excessive Federal spending and deficits by 
printing money to cover the massive borrowing demands 
of the U.S. Treasury; 

4) That the new and appropriate national agenda of 
environmental, health and safety prote ction could be 
pursued by full-throttle issuance of new regulatory 
mandates without reference to economic costs or the 
need to balance conflicting national goals; 

5) That government in Washington was a munificent, 
imperial court at which all politically organized 
claimants for aid, subsidies and benefits would be 
satisfied from the public treasury; where all local, 
regional and sectoral dislocations in the economy 
would be remedied; and where every social problem -­
real and alleged -- would be fixed with a new Federal 
program or regulation. 
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These approaches to national economic policy have proven 
to be dangerously erroneous. The new economic blueprint I 
am presenting tonight represents a clean departure. It 
seeks to restore sound principle of fiscal management, 
monetary policy, Federal-State relations, private sector 
incentive and efficiency, wealth creation and limited 
government to the conduct of our national economic 
affairs. 

II. Presentation of new economic policy framework and specific 
. program details. 

A) Proposing a 1D% across-the-board cut for all individual 
income taxpayers beginning July 1, with additional 10% 
installments in each of the next two years. This proposal 
represents a fundamental departure from the "tax relief" 
bills of the· last decade because: 

1) It is designed to restore private incentives and re­
awaken the dormant supply-side resources of growth in 
our national economy -- savings, risk-taking, work­
effort, entrepeneural energy, and technological and 
mqnagerial innovation. Higher after-tax rewards will 
mean a greater contribution of these vital ingredients 
to our new national project of revived economic 
growth. Due to these tax rate reductions during the 

{

next 5 years, $500 billion will be kept rather than 
paid-over to the Treasury by millions of American 
producers and workers. 

2) Unlike tax bills of past years aimed at shifting the 
existing pie of income and wealth between classes of 
taxpayers -- making some better off and some worse 
off -- my proposal for egual reduction in everyone's 
tax rates wilJ QXpaDa the pie, enlarge national 
incomes, and increase opportunities for all Americans. 

3) 

j 

My advisors forecast that with full implementation of 
this tax program and other elements of our plan, by 1985 
our real production of q_oods and seryices wj 1 J grow by 
~billioji)- nearly $~1 000 more per capi tal -
higher than today's level, the average worker's wages 
will rise by percent in after-i~flation 
dollars, and the average American family will enjoy 
~~~~~-more in after-tax purchasi~g power. 

This tax proposal restores another important princi­
ple that has been lost along the way: the essential 
purpose of the tax code is · to equitably raise the 
revenues necessary to finance important public pur­
poses. But for the last 20 years, we have witnessed 
an unintended but destructive deviation from that 
principle: as inflation has pulled producers into 

2 
higher and l)igher brac!<ets, !_axpayer~ havii l'.latu7ally 
so,yght refuBe in shelters and deductions to avo~d 
punitive tax rates This defensive response has 
distorted and stunted the process of inyestment and 
growth. 
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In turn, faltering growth and worsening inflation 
have increased pressures on Congress to create even 
more shelters, deductions and tax incentives. 

It is time to break this debilitating spiral. By 
lowering tax rates by one-third and cutting inflation 
by one-half over the next four years, we can draw our 
national savin s out of tax shelters and into productive 
i~yestment in new factories, better ec no ogies a~d 
more jobs. From a higher base of economic activity 
and with less need for shelters from punitive rates, 
the essential revenue needs of government can be 
easiiy met. ----- --- - --- -- -
- -- -- ---

We are also proposing to reform business tax depreciation 
so that American industry will have the incentives to 
retool, expand and create eight million new jobs between 
now and 198S:- --- - --

The present depreciation system is obsolete, needlessly 
complex and economicaJJ:y__couQt~-:.r>roductive. It forces 
business to replace worn out plants- ana ·macbinery at 
today's high prices from capital recovery allowances based 
on yesterday's low costs. The consequences are that many 
American businesses are earning and paying taxes on phantom 
profits --profits that only exist by virtue of IRS accounting 
rules --not real economic returns. My proposal to institute 
a modified 10-5-3 depreciation system will stop the liqui­
dation of industry capital and restart the flow of after-
tax profits needed for revitalization. In calendar year 
1982, additional funds available for investment would 
exceed $10 billion, growing to $45 billion by 1985. 

When these two tax reform plans are considered together, 
the fundamental new direction in tax policy I am proposing 
is crystal clear. With existing tax law, American workers 
and industries would pay 22.2% of national income during 
FY 82 in Federal taxes -- the highest rate in our national 
history including during the peak of World War II. Moreover, 

(
the tax ra_~_"'.?ould steadily rise to 24% of national__i._n_c_ome 
after 19 85 du_e to bracket -~re_ep an~-- i_n_adequate depreciation. 

By contrast, my plan would reduce the Federal tax r~te on 
workers and industr t % Tn 1982 and 19% by 1985. Yet 
wi a growing economy, Federal revenues will expand by 

(
nearly $200 billion during that period despite the reduced 
Federal share of national income. 
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III. The spending control program is the second integral component 
of our new economic plan. 

A) Reducing marginal tax rates and business depreciation will 
solve only part of our economic problem. A severe slow­
down in the rate of government spending growth is equally 
essential. Our budget reform plan is designed to effect a 
sharp turn in the explosive spending growth trend of 
recent years. 

In contrast to the 18% growth of Federal spending in FY 
80, and the 14% growth rate built into the budget we 
inherited for this fiscal year, I will soon submit to 
Congress a revised£)'.' 82 bpdget that will hold spending: 
growth to 5%, the lowest rate of increase since_FY 6~?). 

Moreover, this recommendation does not envision a one-time 
crash effort, but the first stage in a multi-year effort to 
squeeze excess from the Federal budget, eliminate programs 
and activities that are unnecessary or counter-productive, 
and establish new priorities for targeting funds on our 
most important national needs and objectives. With suf-

[ 

ficient discipline and determination, we can reduce the 
12% average spending g~..tb rate of the past four _y_e.ar§_.t.Q_ 
less than half of that during the next four years. 

B) But the difficulty of this task should not be minimized. 
To provide for prudent additional defense resources and 
to lower the deficit to less than $40 billion in FY 82, 
will require a $53 billion reduction in spending compared 
to what is built into Federa law and the recommendations 
o e previous Administration. 

Moreover, to achieve a balanced budget within two sub­
sequent years will require further savings, building to 
$85 billion in FY 83 and $115_billion in subs.e.qufill"t:ye~~· 

To some, budget savings of these magnitudes -will seem 

Z 
impossible to achieve or unreasonably large. But I would 
remind the Congress that in each of the past two fiscal 
years, the federal budget has experienced a $50 billion 
over-run from planned levels. We must now seek even 
larger reductions from this built-in momentum of growth. 

C) The stark truth is that it has be en this relentless spending 
growth and these massive budget over-runs which have 
shattered confidence in our nation's financial markets and 
among participants in our entire economy. A powerful 
~xpectation has now become deeply embedded in the n~tion's 

( 

economic psychology: the American people expect govern­
ment tO f ail tO CUr tail j t S Spend) ng ana a e f J cit_$ f ·and 
e.lan for permanent high inflation in setting prices, 
wages, and interest rates. 
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Expectations have become a self-fulfilling prophecy and a 
corrosive force in our economy. Faced with the prospect 
of permanent high and worsening inflation, pusi:Ressas 
defer high pay,off lo:R9-term investment: savers seek 
nedges in unprodu~tive intangible assets -- like precious 
metals, undeveloped land and antiques; debt maturities 
become shorter and shorter; balance sheets become burdened 
with short-term credit rather than long-term capital; and 
bond and equity markets continue to falter as financial 
asset prices steadily fall in real terms. 

This erosion will lead to widespread insolvency among 
b'U.§iness firms, financial institutions and households ~f 
it....!_s not stopped soon. The way to stop this deterioration 
is to abruptly rein-in the growth of Federal spending in 
order to restore confidence in the financial policies of 
government and the value of the money it issues. 

IV. The proposed Budget Savings Plan is based on a new set of 
consistent, economically sound and social compassionate principles 
of public finance. 

A) We will not weaken the essential social safety net needed 

B) 

to support the elderly, our veterans, disadvantaged young 
people and those who are poor for reasons beyond their own 
control. For that reason, we will ensure the retirement 
benefits of 31 ~illion Social Security recipients, including 
necessary cost of living adjY&tments. Many analysts have 
po1nted out that eliminating cost of living adjustment for 
three years could save $30 billion per year by 1983. But 
it would also mean a 25% reduction in the standard of 
living for our senior citizens, many of whom live on the 
margin of poverty already and who collectively suffer the 
loss of billions each year in the value of accumulated 
savings, life insurance and private pensions due to the 
inflation cause~ by government. It would be wrong to ask 
tpose who can least afford it ta bear such a heayy ourden 
of sacrifice._ 

is a v..an ta ged • In ~~..._.,.__. ........ ..L...s;:;-1.~~n<!..-~..=..!:~':!.:±.::!:..:::..:..=~~~~~ 
net benefits provided in more than 
been m.ilntained at present funding 
budget I am proposing. 

At the same time, my fiscal reform plan asks more affluent 
Americans to ac¢ept a bargain. In return for lower taxes, 
higher living standards and improved economic opportunif1es, 
it will be necessary to reduce or eliminate unessential 
benefits provided to better off Americans by many Federal 
programs. 
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Thus, our budget plan would -require all familjes with 

) 

i~comes above $16,000 per year to pay an additional $50 

1 
p~r child for school lunches. It would eliminate the 
privilege of many higher income families to borrow money 

( 

at zero percent interest in order to pay higher education 
costs. It would limit the ability of better-off farmers 
to borrow at below market interest rates from the Farmers 
Home Administration. It would require new suburban areas 
desiring a sewer system to pay for collector lines with 

) 

local taxes rather than Federal subsidies. Similarly, 

( 

airline travelers and recreational boaters would be asked 
to pay the cost of air traffic control and navigation 
services now provided free by government and financed by 
all taxpayers. These charges would save billion 
per year. While the direct sacrifices would be real, 
the reduction in inflation and revival of economic growth 
our plan will bring would more than compensate. 

While I am determined to protect the needy, this Administration 
will be equally committed to reforming and tightening the vast 

•· structure of entitlements and automatic spending · 
L I.e.. *"a>tf created by government over the last decade. These entitlements 

11 ~.,..1\-'11 ~""""' to cash assistance, retirement benefits, housing, medical, 
h_.--r and food aid now consume nearly 50 percent Of total 
~ government outlars - $350 billion this year. 

I 
In all to many case benefits are dispensed without regard 
to genuine need, original program intent, or disincentives 
for work and self support. Th~se excesses and abuses must 
b...e stopped. 

I am therefore proposing thorough revision of more than a 
dozen entitlement programs with a view to putting government 
back in control of the uncontrollables and saving $ ---billion in 1982 and $ billion by 1985. 

These entitlement revisions include: 

retargeting Federal extended unemployment assistance 
to areas of high unemployment only, at a savings of 
$2 billion. 

limiting trade adjustment payments to State unemployment 
benefit levels and the combined duration of unemployment 
and trade adjustment benefits to 52 weeks. This program 
was so grossly mismanaged by the previous Administration 
that costs exploded by 500 percent during FY 81. 

placing an income cap at $11,000 per year for a family 
of four on food stamp eligibility, eliminating 
duplicative benefits, and eligibility of those with 
high annual but seasonally fluctuating incomes. 

similar tightening measures will be proposed for 
medicaid, the black lung program, AFDC, and social 
security disability. 
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two other targeting efforts need mention. Both 
the automatic student and special minimum benefit 
programs of social security are now obsolete. 
Current needy beneficiaries are eligible for more 
than $6 billion in Federal higher education aids 
and $7 billion in supplemental security income. 
Need benef iciari · · ar for dollar 
rep acement from these other programs, while do e 
dippers will be removed from the special minimum 

-program and non-need students from the Social 
e ucation benefit program. 

I . ~ 

D) Aids to business firms, econpmic development and promotion 
programs, and inefficient commercial subsidies will also be 
sharply reduced. To promote exports, job creation, new 
energy technologies, I propose to replace targeted subsidies 
with new general tax, regulatory and fiscal measures to 
stimulate renewed economic expansion and financial health 
in all sectors of our economy. 

thus, we will r~duce Subsidized export- import back 
lending by 20 percent because our economic plan will make 
all U.S. exports more competitive, not just the 21 percent 
directly subsj di zed by .eX=---im....t.oday. -· 

I am proposing saving $7 billion in s~nfuels ~pending 
during the next year by eliminating direct federal 
subsidies and relying on market forces, private capital, 
and loan and price guarantee support from the new 
synfuels corporation. 

---(Likewise we will reduce unnecessary subsidies for 
rural utilities, barge operators and milk producers. 

we will eli 
year CETA--~~~--.--~~~-=--~~~._---..~~~~--~....-~-

sector JOb 

Also, my budget reform plan calls for fundamental 
reform of current Amtrack, mass transit and railroad 
subsidy programs. By establishing new criteria for 
efficiency and economic viability we can reduce 
outlays by billions each year. · 

E) I am also proposing to reduce spending levels by about 
fO percent for highway, sewage treatment, water resource, 
airport construction and other public sector capital 
improvement programs. These programs provide important 
long-run benefits to our national economy and local 
communities. But under present conditions of economic 
and fiscal crisis, we must defer and stretch out these 
projects in order to solve our near-term economic 
problem and ensure that future benefits from 
these projects will provide maximum value in a vigorous 
and non-inflationary economy. 
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F) Low priority programs or those which have not proved cost 
effective will be substantially reduced. Today the Federal · 

~
Government is s..e.._end!!!.9. bil_li911~ J9..L wq~_thwhile but unessen­
flal programs to supe_ort loc9J.__ u t ral acti v1ITes--;-various 
Kinds or-researcb,-economic, urban and health p ann1n , 
energy technology dernonstratio.ns, 1Q~~1:£~1fy space initia­
tives and urban and rural development programs. Our budget 
plan calls for a ·$_ billion reduction in these activities, 
so that essential programs can be preserved, and so that a 
growing, prosperous economy in the future can provide the 
resources necessary to support these programs more generously. 

G) While our nation must spend substantial new sums on defense 

H) 

( 

in the years ahead -- we have not excepted defense from our 
cost control program. As a mjnjmnm, we wjll seek to saye 
$.!._billion by 1983 and $10 billion by FY 86 through cjvi 1 ig,n 
personnel reductions, defense base reali nment, improved 
con rac 1ng proce ures an elimination of non-cost e ective 
programs. ---
My fiscal reform plan calls for sweeping consolidation of 

ow Federal categorial grant programs into a few no-strings 
or social, education and community support 

services. pecifically, I am proposing to consoljdate 59 
major education proframs into two block grants to be distri­
butea to State andocal education agencies on a formula basis. 
This change will eliminate need for 10,000 Federal employees, 
thousands of pages Qr program regulations. At a Federal cost 
of"""$2 bilI1on less per year, we can provide more real support 
at the class-room level. 



(NOTE: ASSUMES $45 billion FY'82 budget cuts) 

.Reagan % Increase 
(in billions) 1981 1982 FY'81-82 

Federal 685.8 3.1 708.l 3.2% 

State/Local · 386.2 421.3 9.1% --
Total 1072 1129.4 5.3% 

Reagan 
Federal 1981 1982 

Non-defense 533.2 5 9.9 534.9@ 
173~ 

\) ~ 
Defense 152.6 ~73.2 \I>\ . 

-
Total 658.8 753.l 708.l 

1982 

Federal 753.l Total Government 1174.4 

Defense 152.6 Defense 152.6 

Percentage Percentage 13% 

Reagan 1982 

Federal 708.1 Total Government 1129.4 

Defense 152.6 Defense 152.6 

Percentage 21.5% Percentage LJ.3 . 5% ) 



The BOdqet .Reform Plan 

The budget reform plan represents a comprehensive redirection of 

~ede~al Government activity. It entails a sharp downward shift in 

Federal spending growth rates, bringin~ the 14 percent trend of the 

recent past to a range of 6 percent during the next two fiscal ~ears. 
' 

~hi1e such a sudden and rapid de-acceleration will require severe and 

7ar reaching budget control measures, it is an essential and 

unavoidab'.e first s~ep in~king the · inflati~ry 2s;:~hoiogy deeply } 

em)edded in the nationa1 economy. Absent such a dramatic and ~ 
difficult policy reversal, worsened inflationary and financial 

disorder is a certainty. 

This budget reform plan is one of four essential parts of the 

President's overall economic program. Other elements, which are 

det=iled in the President's Economic Plan, include: 

A three-year 30 percent reduction in all individual tax rates 

designed to restore incentives and promote renewed economic 

growth; 

Significant modification of depreciation schedules for plant 

and equipment in order to promote investment, job creation and 

industrial revitalization; 

A far-reaching regulatory reform program which will alleviate 

excessive cost and compliance burdens and remove unnecessary 

barriers to economic expansion; 

A new partnership with a monetary policy aimed at reducing 

excessive rates of money growth and restor ing a stable 

currency and healthy financial markets. 

:. 1 
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~~storical Settinq 

The last 25 years have been charact~rized by unsustainable 

~ncreases in Federal spending. This upward momentum in program 

crowth has far exceeded the growth in our tax base. Tax increases 

-- both legislated increases and automatic increases that occur as 

income growth moves taxpayers into higher tax brackets -- have been 

i~~osed to finance this prbgra~ growth. Even these tax increases, 

~hich have been a fundamental cause of the economic stagnation that 

:his country has experienced, have been insufficient to finance the 

large spending growth that has occurred. As a result, this country 

has experienced unprecedented peacetime budget deficits in recent 

years and now labors under nearly a trillion dollar national debt. 

The sharp upward spiral in Federal spending is shown in the 

following table. The rate of growth of Federal spending has 

accelerated sharply over the last quarter century and, in the absence 

of decisive and unprecedented budget control actions, threatens to 

continue to accelerate. From 1955 to 1964, spending increased at an 

2nnual average rate of about 6%. This rate accelerated to about 10% 

in the 1964-76 period and is estimated to be close to 12% for the 

1976-81 period, or double the rate of 1955-64. In the most recen:__~ 

peri ad, spending is currently estimated to increase at a 14% an nu~ i1--/ 

~a:e over FY 1979-81. 
~--------



GRO!HH IN FEDERAL SPENDING 

Annual Rate of Growth(%): 1955-64 1976-81 

Defense 2.9 11. 9 
Non-Defense 9.9 12 .0 

Total 6.3 11. 9 

Average Outlay Share of GNP: 

Defense 9.4 5.2 
Non-Defense 9.3 16.8 

Total 18:7 21.9 

As a share of gross national product (GNP), the non-defense sector 

of the budget has increased dramatically since the pre-1964 period. 

During this period, many of the Great Society and newer entitlement 

programs came into full bloom. This rapid growth in non-defense 

spending occurred partly at the expense of sharp reductions in the · 

defense share of GNP and partly at the expense of an increase in 

total Federal spending as a share of GNP. 

It is also significant that while in the first period Federal 

revenues averaged just percent of GNP, budget surpluses were 

frequently achieved and net additions to the national debt amounted 

to only $32.4 billion,or $3.2 billion per annum. During the 

FY 76-81 period, the Federal tax share of GNP increased sharply, yet 

net additions to the national debt totalled $321 billion, or better 

than $50 billion per year. 



BUDGET SUMMARY 

The six year budget table below summarizes the dramatic change in 

national policy proposed by President ~eagan. The table indicates 

that spending under existing law and policy would continue to grow 

jy 8.5 percent annually. Moreover, the spending base proposed by the 

previous Administration involves a drastic underfunding of our 

national defense. When allowance is made for prudent increases to 

decisively improve military readiness and steadily rebuild our 

conventional and strategic forces to levels commensurate with present 

world conditions, larger and even more damaging spending levels would 

result. Outlays would grow in excess of 10 percent annually~ 

crossing the one trillion dollar mark in FY 86. 

Given this vast spending momentum, President Reagan has taken 

numerous steps to hold down spending growth for the remainder of the 

current fiscal year, and has established severe ceilings for total 

spending growth in the FY 82-86 period. To achieve these ceilings 

will require budget savings of $45.9 billion in FY 82, an.clmore than ---SlOO billion annually during future years, relative to the existing 

policy base. Measures to achiev~ $36.8 billion of the FY 82 savings 
~ 
tar9et are being proposed at this time in order to permit Congress to 

initiate action immediately on the arduous and difficult task ahead. '--- - --~ 

On ~'iarch 10, additional budget savings measures will be presented - - -- ---- -~ 

after comprehensive review and revision of the FY 81 and FY 82 
~·-~-~~----~ 

budgets are compl~t.ed-r­
______________ 



Table II dra~atizes the danger of insufficiently bold action on 

tax reduction. Under current law, tax revenues would rise by 14 

percent annually. Such huge increases .stemming from continued 

bracket creep and inadequate depreciation would have a debilitating 
I 

affect on growth, savings, entrepeneurial activity and work effort. 

They would ensure continued economic contraction, high unemployment 

and declining living standards. By contrast, the proposed tax rate 

reductions will contribute strongly to the robust real growth rates 

of production and income assumed in the forecast underlying these 

estimates and the President's comprehensive economic plan. 

Table III displays the renewed fiscal balance which can be 

achieved if the President's budget reform and tax reduction plan fs 

adopted. The share of worker incomes and industry profits taken by 

government will fall to 20 percent of GNP in FY 82 and stabilize at 

around 19 percent thereafter, rather than rising to 24 percent after 

FY 85 as in current law. Total spending will steadily shrink from 23 

percent of national income in FY 81 to less than 19 percent by FY 86. 

More importantly, despite the initial revenue losses attributable to 

lower tax rates, the Federal deficit can be rapidly reduced and move 

into surplus by FY 84. 



Table l 

IMPACT OF BUDGET SAVINGS PLAN 

FY 81 FY 82 FY 83 FY 84 FY 85 FY 86 

Current Policy Base $792.7 $79 2. l $849.0 $911 . 4 $972.8 
Full Funding of Defense Budget +7.2 +26.4 +37.0 +48.0 +59.l 
Outlays before Savings Plan 736.9 818.7 886.0 959.5 1,031. 9 

Budget Savi.nqs Target -45.9 -91.2 -121.0 -123.0 -128.2 
.New Outlay Ceilings 691.0 727 .5 765.0 836.5 903.7 

[ ~avinqs Proposed Now 36.8 54.6 66.l 75.7 84.6 J 



Table II 

Current Law Revenue 
Individual Tax Reduction 
Depreciation Reform 

Receipts with new tax policy 

FY 81 

IMPACT OF TAX PROGRAM 

FY 82 FY 83 FY 84 FY 85 FY 86 

$699.6 $804.5 $913.6 $1,025.4 $1,151.4 

$646.0 $704.5 $765.5 $843.5 $933.7 



. Table Ill 

Outlays · 
Receipts 

Deficit of Surplus: 

Share of GNP: 

Outlays 
Receipts 

NEW BUDGET OUTLOOK WITH POLICY CHANGES 

FY 81 FY 82 

$691.0 
646.0 
-45.0 

FY 83 

$727.5 
704.5 
-23.0 

FY 84 

$765.0 
765.5 
+0.5 

FY 85 

$836.5 
843.5 
+7.0 

FY 86 

$903.7 
_933.7 
+30.0 

--------- - -·- -· - -- -·-



NEW PRIORITIES 

Achieving the President's budget savings target will require that 
the past dec~de's indiscriminate proliferation of new Federal 

programs and ever-widening reach of Federal economic and social 
responsibilities must come to an abrupt end. In fact, scores of 

poorly conceived or unessential programs .initiated during recenl 
decades must be eliminated or severly reduced. 

In lieu of the fiscal sprawl and disarray that characte'rizes the 
Federal budget, the President's plan establishes two firm and 
over-riding priorities: 

Sufficient budget resources to rapidly rebuild the nation's 
inadequate defense capacities must be insured; 

, --Essential social safety net programs, ·ncluding cost ·of living 
protection for the elderly, must be funded. 

Beyond these single and urgent priorities all ~ther Federal 
activities and programs will be subject to thorough scrutiny and 
widespread reduction. As is shown in the following table, the 
President's budget savings plan will dramatically re-order 
internal budget allocations. By FY 84, the defense share will rise 
from the present 24% share to 34%. This is a substantial expansion 
but still less than the defense budget shares of the l950's and 

1960's. Social safety net expenditures .will also increase their 
budget share, demonstrating that the required defense build-up will --- ----not be financed at the expense of vit~l income support programs. 



In response to sharply improved economic and financial conditions, 

the debt service share will fall slightly. As a consequence, the 

share accounted for by all other programs, ranging from energy 

research and demonstration projects to categorical aids for education 

to subsidies to business and agriculture will shrink dramatically. 

SHIFT IN BUDGET PRIORITIES UNDER PRESIDENT'S PLAN 

1962 1981 1984 
{in billions of dollars) 

DOD - Military 46.8 157. 9 259.8 

Safety net programs 26.2 254.8 321.2 

Net interest 6.9 64.3 65.6 

All other 26.9 177 .2 122.5 

Total 106.8 654.2 769 .1 

Outlay Shares (%) c ,.,.;; i r 

DOD Military 43.8 24. 1 33.8 

Safety net programs 24.5 - ? 38.9-> 41.8 

Net interest 6.5 9.8 8.5 

All other (Io ... /;,:._; u r ; "-r) 25.2 27.1 15.9 

Total 100.0 100.0 100.0 



The magnitude of budget priority change required to bring Federal 
spending under control while meeting priority commitments is revealed 

by analysis of the proposed FY 82 budget Teve ls. Under the current 
policy base, outlays for debt service, the social safety net and 

national defense, including the proposed $ outlay increase, 
will total $ billion. This means that most of the President's 

$ billion budget savings goal must be obtained from$ --
billion included in the current policy base for all other programs. 

This amounts to a percent reduction.* --

* Modest savings of $ are proposed by eliminating excesses and 
inefficiencies in both the Defense and social safety net 

categories. 

. I 



BUDGET REFORM CRITERIA 

The drastic fiscal retrenchment required by the President's economic 

plan will be achieved through the imposition of a set of clear, 

__EGnsistent and economically sound policy criteri~ Spending ha~ 

achieved runaway momentum in recent years precisely because such 

criteria 'i'lere entirely absent in both the Executive and legislative 

branches. During this . fiscal "open season" almost no demand for 

federal assistance from any _sector o.f the economy, region of the 

nation, other unit of government, or the non-profit sector was · 

considered invalid. As a consequence, federal programs today are 

funding everything from windmills to luxury hotels, empty passenger~ 
.__ 

trains, sewer collector lines, municipal payrolls and every variety 

of educational and social service. 
~-----­ -

The initial round of budget savings detailed in this document 

correspond to the new criteria that the President has established for 

evaluating claims for Federal support. In the weeks and months 

ahead, these criteria will be applied vigorously to all areas of the 

budget in an effort to achieve substantial further expenditure 

savings from programs lacking sound justification for continued 

support. 

The discussion below outlines these budget reform criteria and 

provides illustrations of progra~ reductions resulting from their 

application. Full details of proposed budget policy changes are 

provided in the programs change section. 



A. Preservation of the Social Safety Net 

During the century's first great crisis of the American economy, a new system of 

.income security measures was erected during the 1930's to protect the elderly, 

un~mployed and poor from that era's severe economic burdens. During the subsequent 

four decades, these programs were maintained and improved and became the core of 

the n~tion's permanent social safety net. These essential commitments now 

transcend differences of ideology, partisanship and fiscal pressures which divide 

the American people. 

\ 

Thus, as we seek to resolve the second great economic crisis of this century, in ·, 
', ·, 

part through drastic budget ~eductions, the essential social safety net will be \ 

tffi,aintained. Indeed, the President's Budget Reform Plan is aoi~a.t~d-~y- ~nd- must be ) ------ . - ; 

und~rstood in terms of €"ffiotivation_ to preserv; and maintain those soc~-al · --~fel:y·----6 ~-
net programs which represent the accrued permanen~--c:ns~n~~-~~ -tli~ -P~- fi~~ - /~ 

·------
decades. 
~-

To be sure, not every program defended in the name of the disadvantaged can or 

should be considered part of the essential social safety net. But the President 

has determined that, at a minimum, t~e programs described in the foregoing_ chart 

merit the highest priority and shoul intact: 



SOCIAL SAFETY NET PROGRAMS 

a. Social insurance benefits for the 
e 1de·r1 y ......................... . 

b. Basic unemployment benefits 

c. Cash or near cash benefits 
~or the chronically poor: 

d. Social obligation to veterans: 

Total Outlays 
Social safety net as percent 

1981 1982 1983 1984 1985 

As the chart indicates, the dollar commitment to these core social safety net 

programs will be substantial over the next five years. Any retreat from proposed 

reductions elsewhere in the budget will pose an immediate threat to the nation's 

fiscal capacity to maintain the above commitments. 

1986 



In addition to the core components of the social safety net program, the President 

has determined that certain other important programs can now be maintained 

at present level~. Thus, the Head Start Program, serving 374,000 children with an 

annual cost of $ --- the Low Income Youth Jobs Program, serving 665,000 summer 

youths with an annual cost of $ ; and subsidized school nutrition programs 

for low income children and elderly meals programs with an annual cost of $ · --
can presently be spared the sharp reductions which have necessarily been required 

of all other social programs . . 

The above discussion makes clear t~at the dollar requirements to maintain the 

social safety net are and will continue to be substantial. Hard choices and 

difficult tradeoffs have not been avoided by the President in devising the Budget 

Reform Plan. In defending ~nd seeking to maintain the social safety net, however, 

the President has articulated a sense of priorities which are both clear and widely 

shared. 
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REVISE ENTITLEMENTS TO ELIMINATE UNINTENDED BENEFITS 

The nation's social safety net consists primarily of 

legislatively established entitlements to fixed social insurance 

or means tested benefits. While posing serious problems for 

s!"lortrun fiscal ma.;Jagement, such-entitlements are the only 

practical way to insure reliable and regular payment of benefits 

to nillions of American .citizens. 

During the last twenty years, however, the Federal entitle-

nents structure and' related inc6me security programs have exhibited 

r.apid, nearly uninterrupted growth. Total pa~rments to individuals 

increased at a rate nearly double that of overall budget growth 

and 2.5 times faster than GNP. Moreover, the share of total budget 

outlays accounted for by these benefit payments rose dramatically. 

GROWTH OF ENTITLEMENT AND INCO~..E SECURITY PAYMENTS 

· Year Payments 1972$ - Sha:::-e of Federal Budget (in billions) 

1960 $ 24.3 27.0% 
1965 33.7 29.0 
1970 66.1 34.0 
1975 156.3 47.0 
1981 $ 316.0 47.7 

Much of this growth represents an increase in participation 

and real benefit levels in the Social Security system. But a 

substantial proportion i s due to the cre ation o f numerous new 

entitlements and benefits since 1970 or major expansion of earlier 

programs. As is shown in the following tah>le, these newer inco:ne 

s e curity programs have e xhibite q explosiv e growt h patte rns 

increasing ten-fold in . a single decade.· 



- 2 -

R'E:LATIVELY NEW OR EXPANDED FEDERAL ASSISTANCE PROGRAZ..~S 

Program 1970 1981" 
(in millions) 

1. Food Stamps $ 577 $11, 20,0 
2. Black Lung 0 2,013 
3 . .ExtenC.ed Federal Unemployr.:ent 0 4,315 

~ 4 . WIC 0 900 
5. Lm·:-income Energy Assistance 0 1,896 
6. Supplemental Security Income 1,812* 7,305 
7. Housing Assistance 480 6,861 
8. Trade Adjustment Assistance 0 2,743 
9. School Nutrition 383 4,052 
10. Social Security.Disability 2,352 16,978. 

TOTJ...L $5,604 $58,263 

* predecessor programs 

The growth patterns of the past two decades have stemmed 
. 

from multiple sources. In some cases, new needs have developed 

or have been identified. The substantial expansion of the· food 

assistance programs in the early 1970'5 in response to new 

evidence of national hunger and malnutrition is an example of the 

latter; the energy assistance program reflects the former. 

Other sources of growth have included: 

---Expansion o~ liberalization of social insurance 

coverage as represented by the near doubling of the 

Social Security disability caseload since 1970 or· 

the $2 billion cost of the Social Security student 

benefit created in 1965. 

---Statutory, administrative and judic~al liberalization 

of eligibility criteria. for means test·ed programs. 

In many c:ases ,. the steady expansion of deductions and 

disregards for shelter, child care, work-related 
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expenses, medical costs, irregular income and other 

expenses has created a wide gap between recipient 

~ross income and countable income used for bene"fit 

determination. This p~ocess expands the eligibility 

base and escalates benefit costs. 

---Failure to integrate multiple benefits, especially 

in-kind transfers. Many food stamp households, for 

example, ~eceive Medicaid, fre~ school lunches and 

breakfasts, hoµs·ing subsidies, and low-income energy. 

assistance benefits. Yet only cash transfers like AFDC 

are counted in determining food stamp allotments. 

---Subsidy payments and reimbursement schemes for in-kind 

benefits like subsidized housing, medical assistance 

and child care services, encourage expansion of the 

quantity or cost of services to the limit of available 

federal dollars, without reg a.rd for the most effecient 

provision of benefits. Thus, section 8 housing requires 

$ , per unit in annual subsidies, Medicaid is fre-

quently over-utilized, and day care standards and 

staffing ratios increase steadily. 

These considerations and unsustainable growth trends contain 

an unmistakable lesson: our society's co~itment to an adquate 

social safety net contains powerful, inherent expansionary 

tendencies. If left unchecked, these forces threaten eventual 

fiscal ruin and serious challenges to basic social values of 

independence and self-support.· Periodic reassessment and revision 

of safety net entitlements is therefore essential. 

The President's budget reform plan begins this long overdue 
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effort. For FY 82 more than billion in budget savings 

can be achieved by an initial set of entitlement revision 

proposals. These savings will automatically grow to ----
billion by FY 85. Further pro?osals will be developed by,the 

Administration in the months ahead. 

In all cases, these reco~~ended changes are designed to 

eliminate excesses, overlaps and unintended benefits that have 

developed during th~ recent period of unbridled expansion. If 

approved by the Congress, these reforms will refocus benefits on 

the truly needy and retarget programs on their intended purposes. 

They will bring the cost and coverage of the Federal entitlement 

and income support system back into conformity with the nation's 

essential social safety net commitments. 

Thus, proposals to limit food stamp eligibility to families 

with less than $11,000 in annual gross income and to emplOy 

retrospective income accounting will help return the program to 

its original goal: insuring adequate nutrition· levels for all 

households. Under current rules and practice, the food stamp 

program threatens to become an indirect transfer payment program 

for the lower income population -- a policy effect never intended. 

Similarly, the extended Federal unemployment benefit pro­

gram was intended to provide extra support during periods· of 

severe cyclical unemployment. But changes in the labor force 

and the increasingly uneven geographic distribution of unemployment 

have made the natiohal trigger obsolete. The proposed shift to 

state triggers at modestly higher threshold levels will redirect 

extended benefits to areas where they ~re needed ~hile removing 

incentives for prolongi_ng unemployment in growth areas of the 

nation where job opportunities are available. 
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The proposed ref orrns of the Black Lung program contain a 

similar objective: to refocus benefits on the medically dis­

abled and GUrtail tendencies to expand the program into a 

general miner's pension. Likewi~e, the President's plan seeks 

to sharply 6urtail ~he Trade Adjustment Assistance program, 

which has now become a secondary arid overlapping unemployment 

insurance program, a development clearly incompatible with its 

original intent. 

The President's fi~cal reform plan also calls for elimina~ 

tion of two secondary social insurance benefits -- the Social 

Security student and special minimum benefits -- because more 

efficient means-tested benefit programs are now avaiable to 

support needy recipients. These changes will save a net $1.6 

billion by FY 84 and modest~y improve the actuarial balances of 

the trust fund. 

Finally, these initial reform proposals seek to stabilize 

the· runaway growth of two of the major in-kind benefit programs 

Medicaid and Section 8 housing -- through interim stabilization 

measures. These measures will produce budget savings of $4.3 

billion per year by FY 84 and permit time to develop alternative 

approaches that avoid the inherent cost and service escalation 

and benefit overlap built into existing programs. 

Taken together, these initial reforms constitute a careful, 

discriminating and equitable effort to restructure the nation's 

overgrown entitlement system.· They demonstrate that achieving 

both fiscal control and maintaining the nation's essential social 

safety net are compatible objectives. 



2/15 ll:OSam 

~I. Imposed Fiscal Restraint on non-priority National Interest Program 

In normal circlliustances the federal budget can carry programs 

which are in the national interest but cannot be assigned.an 

urgent priority. For example, while no one can deny that _ 

our lives aie made richer by museums, the arts, and humanities, 

it is also true that they cannot claim the same urgency or 

priority which we must assign programs which provide the truflY 
y 

needy with the fundamentals of their livelihood. ·In times such 

as these the arts and hUTilanities must place greater reliance.on 

the role of private philanthropy and state and local support. 

The plan is to phase down the spending on the arts and humanities 

endowments to an outlay level of approximately $100 million. 

The merit of research and development is without question. How-

ever, it is also without question that some R&D_ activities are 

less likely of yielding major break throughs than others. Such 

activities must be shut down in times· of fiscal crisis to assure 

that we have the resources available to sustain vital R&D projects 

and to provide the basics for the truely needy. 

Thus, the growth in outlays for the National Science Foundation 

in 1981 will be held to 3.0% over 1980 and in 1982 will be ·held 

to 9.3% over 1981. This funding level will enable the NSF to 

increase its support for basic and applied research in the 

mathematical and physical sciences and engineering, while 

eliminating new programs and cutting programs in other areas. 
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'·:i th respect to NASA, trimming back previously proposed programs 

will still ~eave the agency with a 13% increase above the.already 

appropriated level for FY' Bl, whi9h will enable us to proceed with 

the space shuttle program and to continue to balance the R&D program 

in areas of space science, space applications and aeronautics. 

The National Institute of Health will receive nomtnal funding 
. . 

increases which are designed to allow the continuation of essential 
. 

biomedical research; however, the increases will be insufficient 

to fund non-urgent activities such as, extraordinary overhead fees 

paid to institutions for federally supported trainees. 

Finally, beyond these programs which clearly have merit, there 

are a number of programs whos_e fundamental merit is debatable. 

Such programs must be severely cut back or even · elirninated in times 

such as the present. 

The Federal Health Planning and Professional Standards Review 

Oraanizations (PSRO) programs have in some cases pr9ven effective, 

but in most cases have proven themselves to be ineffective in 

controlling health care costs and inhibitive of the market forces 

needed to s~rengthen competition and drive down such costs. The 

PSRO's judged most · effective will continue to have some transitional 
. 

funding into FY'83 after which time no additional ·federal funding 

is proposed for this program. 

The Planning Assistance Program of the Department of Housing and 
. . . 

Urban Development will also be terminated because the program's 

primary intent of developing sub-national planning capabilities 

has been realized and furthe r benef its accruing to the nation 
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are undefinable. Should states and localities determine the 

need for additional activity in this area, resources are available 

through other federally funded programs. 

The eight remaining public health service hospitals - the.residue 

of a .program founded in 1798 to protect the nation from communicable 

diseases brought in by merchant seamen to ports with inadequate 

medical facilities - should be closed. Neither the eight cities 

nor the merchant seamen have a priority need for these hospitals -

a fact well illustrated by the hospitals' giving away free 

services simply to make some use of·excess capacity. A low level 

of funding in FY'82 ($61 million) will enable the entire system 

either to be closed down in an orderly manner or turned over to 

local communities that wish to maintain the hospitals. 

The National Consumer Cooperative Bank will be terminated because 

it appears to be a solution without a pr·oblem. Its charter to 

make subsidized loans to credit worthy consumer cooperative 

organiz~tions has been used mostly by housing cooperatives and 

only in the amount of $5 million. Basically there is no need 

for another federal housing agency. The real solution to the 

housing problem is to bring federal spending under control which 

should bring down the rate of inflation and the interest rates 

making housing affordable again. The bank's other function 

of providing technical assistance to cooperatives servi~g low­

income persons, also · appears to be unnecessary in light of the 

fact that out of appropriations totalling over ·$37 million through 

1980~ less than $l million had been provided to intended recipients. 

Clearly this inactivity can hardly be a s~gn of an urgent national 



priority; thus these funds must be conserved and redirected towards 

urgent priorities and towards solving our national fiscal crisis. 

In short, programs which can not claim an urgent national priority 

in the face of our responsibilities to the truely needy and to 

solve our fiscal crisis, must be constrained. 
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D. Recover Allocable Costs with User Fees.--Most Government 

programs ·are designed to benefit the Nation as a whole, or 

provide special assistance to needy or vulnerable groups. 

Some Government activities, however, provide direct economic 
I 

benefits to a specific . and known group £f individuals or 

enterprises. While it is often necessary or desirable for 

these activities to be conducted by the Federal Government,· 

it is clearly inequitable for the general taxpayer to bear 

the burden of services that provide special benefits for 

specific users. The fiscal reform plan provides for 

shifting the cost of some such activities to those who 

directly benefit. ~ecifically, the Administration is 

proposing user fees to eliminate the subsidies on inland 

waterways, recover Coast Guard costs directly associated 

with activities that benefit users of boats and yachts, and 

fully finance the air traffic control system by reinstating 

and adequately funding the airport and airway trust fund. 

The Administration is planning to develop additional 

proposals that will apply this pr~nciple more extensively to 

Federal programs. 

26 
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F. Stretch-Out and Re-Target Public Sector Capital Investment 12 

Programs.--The Federal Government has undertaken~ number of 13 

desirable public sector capital investment programs. Under 14 

normal conditions of low inflation and strong economic 14 

growth, the current Eate of many .of these activities would 15 

be justified. However, given the instability of the U.S. 16 

~conomy, the fiscal reform plan requires that in the short· 16 

run these investments be stretched out or delayed. The 18 

immediate need to improve the health of the economy as a 18 

whole overrides the merits of rapid completion of such 19 

projects individually. Specific proposals of this nature 20 

are being made for highways, water resource projects, waste 21 

treatment facilities, and airports. 21 

I 

I 
i 
' 



Reduce Federal Overhead, Personnel Costs and Proqram Waste and 

Inefficiency 

Federal Government activity is rarely subjected to the test of 

the marketplace. As a result, there has been a tendency to build up 
overhead, personnel, and regulatory costs without regard to the 
measurement of benefits. The Fiscal Reform Plan provides for 
reductions in these areas. It also will systematically reduce 
regulatory intervention in private sector activities so as to promote 
economic efficiency and output. 

This process is already underway. The President has placed a 
·complete freeze on all new Federal hiring and procurement of office 
equipment and related procurement, limits on consulting services and 
ordered reductions in government travel. 

For FY 82 and beyond, every aspect of Federal management and 
administrative practice will be evaluated and tightened. As a 

successor to the present hiring freeze policy, a five year plan to 
steadily reduce Federal employment wfll be implemented. By FY 86, 

Federal payrolls would decline by __ percent at a savings of $ __ 
annually. Vigorous, systematic plans to eliminate program waste and 
fraud and to speed Federal debt collections are also under 
development. The President -will propose major reform of the Federal 

pay comparability system in order to bring salary schedules and 
annual adjustment costs into line with actual private sector levels. 

Finally, the substantial additional resources required for defense 
readiness and strengthening strategic and conventional capabilities 
will not exempt the Defense Department from rigorous requirements to 

eliminate wasteful practices and programs. The President's Budget 
Reform Plan calls for$ billion in Defense cost savings in 
FY 82 rising to $ billion by FY 86. Procurement reform, 
domestic basing structure realignment and future year ·personnel 
reductions will all contribute to these savings. 



Apply Sound Criteria to Economic Subsidy Programs 

The past decade of steadily deteriorating national economic 

performance has been accompanied by a rapid build-up of direct 

spending to alleviate or reverse these trends. Programs designed to 

stimulate growth, jobs, exports and new technologies, to artificially 

pump-up declining industries and firms, and in other ways alter and 

fine-tune the level and composition of national economic activity 

have grown like topsy. 

The President's comprehensive economic plan begins with a. 

fundamentally different premise: these direct spending and subsidy 

programs contribute more to the cause of our national economic 

break-down than to its solution. By contrast, sound budget control, 

tax reduction, regulatory reform and monetary policies proposed by 

the President offer the only real hope for renewed non-inflationary 

growth and prosperity. 

Accordingly, the President's plan contemplates severe reductions 

in make-work job programs, governmental programs to stimulate solar 

conservation and synfuels technologies, regional development 

subsidies and a host of other mis-directed spending programs. In the 

context of a healthy expanding economy, stable financial markets and 

a revival of savings, investment and entrepreneurship. Normal market 

forces will be relied upon to achieve present program goals. For 

instance, the steady reduction of interest rates and elimination of 

inflationary cost pressures from the U.S. economy will do more to 

stimulate exports and international competitiveness than current 

export-import bank subsidies to a handful of large corporations. 

Similarly, market pricing of conventional fuels in conjunction with 

capital formation oriented tax policies will ob~iate the need for 

multi-billion direct Federal subsidies for synfuel development. 



~any obsolete or inherently inefficient Federal subsidies to 

specific sectors of the economy will also be eliminated. More than 

% of Amtrak• s regular rates generate less than % of total ---
operating costs in passenger revenues. Because the nation can no 

longer afford this kind of sheer economic waste, a drastic shrinkage 

of the Amtrak route structure will be proposed. 

A similar plan to eliminate massive subsidies for new fixed rail 

transit sytems will be proposed. The President's plan also rejects 

continuation of multi-billion subsidies to the Conrail system and 

Post Office. In the case of these and many additional subsidy 

pro9rams now under study, rigorous application of principles of 

economic efficiency and appropriate Federal purpose will result in 

billions of annual budget savings. 



(~) Blc~k Gra~t Consolidation of categorical programs. 

=~ prepa=i~g t h e spen~ i~g control program the President 

~et wit~ scores of sta~e and local officials as well as tbeir 

~ashington =epresentatives. From these meetings came two clear 

c~~clusions. First they clearly recognized the need to bring 

federal spe~ding under control, to stop inflation which is, over-

all, their number one problem. Second, they consistently asked that 

i= federal funai~g were going to be reduced for their categorical 

g=ant programs, that as many of these as possible be consolidated 

and be converted into a few block grant programs. 

~~e universally ackno~:edged benefits of block grants are that 

they a 1 rhead beca ere are fewe r people 

processing papers, and they allow the elimination of waste by 

-efficiently targetting federal aide dollars on top priority state '---- ----~~~~-

and local need Thus, a block grant program funded at a lower 

lev~l can have as much impact for the state and local recipients 

as a higher level o f funding for a multiplicty of narrow categorical 

In conjunction with this request for the conve rsion of cate gorical 

grants ~o block grants, state and local officials asked that 

federally nandated cost requirements and other regulations be 

re l axed - aga i~ s o t ha t the y could stretch r e duce d federal dolla r s 

t o h a ve t he sa~e i mp act. The elimination o f unne cessary r e gulat ion s 

~s a hi ~h p rio r ity of tr.is hdministration . 
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'l'he objectior. most often raised to block grants is that "we 

'.-:ill lose cor.trol. 11 But that's t:-1e point. The federal government 

~~~ecessarily controls detailed state and local priorities. States 

a~d localities are not alien organizations inimicable to the best 

::--. terest of t~e ci tizer..s whon they represent. They are instead 

those legislators and executives who on a daily basis cope with 

the real problems of the citizens they serve. People at the state 

and local level should be making decisions with respect to what 

kind of social and community services are required in their 

localities. It may turn out that one jurisdiction ne€ds more 

money for rat control and less for venereal disease or more for 

child welfare services than for legal services that the federal 

gov ernment provides. 
/ 

The one thing that is clear: the only real loser in converting 

categorical grants to a block grant is the bureaucratic middle-men 

the grantsman - who suck funds away from the needy for whom the 

programs were cesigned. 

gra nts programs should be connected to block grants. At this time 

the President is proposing !_wo major block grants: one for health 
' -::::::. 

and social services a:r:le the other-f.or education. 
~--- ~ s. 

The present array of about 40 categorical grants for health and 

s ocia l se r \·ices mostly serve na r row popula tion g roup s def ined by 

v ar ious inco~e, he a lth status, age, residence and job categories. 
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::~~y of these health and social services programs are formula 

=~2~~s to states for pro~ision of services at the local level, 

usially by local govern~e~ts or agencies. Others make project 

·;::-c..n-:.s er p!:"ovide in-kine services or federally paid workers to 

local ?~blic agencies or to com_munity based organizations and 

si~i:ar non-profit groups - each with its own planning process. 

Grant applications are revie~ed indi~idually - not as part of an 

overall funding priority. 

~[-,is fragmentation makes it more difficult to develop a coherent 

=inancing and delivery system for the needy. The needy often must 

go to several different agencies for different services and different 

f a;:-.ily mer:l.bers may receive care from different providers. Follow-up 

and continuity of care is a serious problem. Moreover the 

proliferation of separate regulations, out reach and linkage 

require~ents, grant application and review processes, and audit/ 

record requirements have created barriers -for States, communities 

ar.d providers that would like to coordinate services and funding 

as well as creating clearly unnecessary overhead expenses. 

The health and social services grant consolidation chart above 

indicates the tremendous overhead that is involved in categorical 

arant :Jrocrams. 
~ . -' For exam?le, there are 13 programs in which 

each federal employee involved in administering the program 

~ould have responsibility for less than $1 million. 7 programs 
.. 

req~ired at least one page of regulation for every $1 million 

Finally, 28 ?rograms had average grants of less 

than $1 ;:,illion. In shor~, lots of federal employees and 

regulations are being used to dispense relatively small grants. 
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The President's block grant proposal addresses these problems. 

It is intended to enable states to plan a~d coordinate their own 

serv~ce progra~, establish their own priorities and exercise 

effective control over the resources provided to localities and 

ncn-profit organizations. This ap~oach reduces the multiplicity 

of rules and regulations - hence federal direction - under which 

service agencies must currently operate. Furthermore, overlapping 

funding from different programs for the same services could be 

eliminated. States could select the service delivery agency best 

able to provide certain se~vices now provided by direct federal 

grantees. The overall result would be to strengthen state 

governnents that provide publicly financed services more effectively 

at lower costs for those in need. 

-------
The Department o~ion currently administe~ 
categorical grant prograrr.s that provide resources to state and 

local governments to support a wide varie t y of objectives. 

The President is proposing to collapse the se 57 categorical grant 

pzograms into two block grant programs - a local education agency 

(~EA) block program and a state educational agency ~SEA) bl?ck 

grant program. - --------
A local e duca tion (LEA) block grant would combine c ertain progr ams 

(ie ., title 1 grants for t he disadvantaged, e ducation for the 

handicapped, adult education, bilingual eGucation, emergency 

s ~hool aid, s chool libr a ries a nd instruct ion a l r e sour c es , and 

27 e t he r minor prog ra~s ). The purp o se o f t h ese pio grams is to 

assist LEA 1 s provide -additional or special e ducational s e rvices 

to s tude nts who a re particular ly needy or deserving o f special 
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federal attention, i.e. the economically disadvantaged, 

physically and or me~tally.handicapped, and limited English 

?:!'."oficient. Desegratic:-i, adult education, and school libraries 

are also activities eligible for funding by the LEA blo~k grants. 

The funds. would be distributed according to a formula based on 

the nu:;-.ber of disad·.~a:-itaged and severely handicapped children 

living in the school district. A three year plan prepared by 

LEA and specifying priorities, goals and performance criteria, 

would identify ho~ the funds will be spent. 

The SEA block grant would combine all or part of 30 existing 

programs (including i.e., Title 1 for the disadvantaged, 

support and innovation, special education, school improvement, 

and professional development,) into one assistance program 

which would be used by the states for a vareity of educational 

activities. The funds would be distributed according to a formula 

based on the number of school age children living in the state. 

SEA's would be responsible for submitting a three year plan to 

specify the intended use of the block grant and criteria by 

which its performance could be evaluated. Private schools 

would be full and equal participants. 

Funding for these block grant programs would be requested in 

1982 a t a level equal to 75% o f the level represented by the 

suD of the co~ponents ~n FY'81. The consolidation would be 

accompanied by a slicing away a numerous ~.egulations and 

requirements tha t c~eate cost s for state and local education 

agencies. The h~rni:1istrat ion anticipate~ that this deregulation 

wi 11 offset the r eduction in federal funding. The outla'y 

funding level proposed for FY'82 is ~4,260,000. 



Program 

Grants for the Disadvantaged 

Page 5-A 

Proqrams Included in Local 
Education Agency Block Grants 

Title I ESEA Basic Grants for Disadvantaged 

Title I ESEA State Agency Programs for Migrants 

Title I ESEA Concentration Grants 

Education for the Handicapped (State Grants) 

Handicapped State Grant Program 

Preschool Incentive Grants for the Ilu.nclicappecl 

Adult Educu.tion 

l\t1ul t Euucu. ti on Cran ts to Sta tcs 

f1il.inqual I~ducu.ti.on 

Bilinqu;il Educu.t:i.on 

Bi 1 i n0u<1l Vocu. tiona l 'l'ra ining 

1981 
Continuing 
Resolution 

Level 

(Budget Authority) 
(Millions of Dollars) 

$2,822.7 

$ 288.0 

$ 145.0 

$ 922.0 

$ 25.0 

$ 120.0 

$ ]37.9 

$ 4.8 



Emergency School Aid (Desgregation) 

Emergency School Aid 

Training Advisory Services 
(Civil Rights Act Title IV) 

School Libraries and Instructional Resources 

School Libraries and Instructional Resources 

Other 

Follow-Through 

Page 5-B 

Migrant Education -- Iligh School Equivalency Program 
and College Assistance Program 

n.e fuqce l\ssis tancc 

'I'OTl\L 

$ 235.3 

$ 45.7 

$ 171.0 

$ 

$ 

$ 

44.2 

7.6 

2 



Page 5-C 

. Programs Included in State 
Education Agency Block Grants 

Program 

State Agency Grants for the Disadvantaged 

Title I ESEA State Agency Programs for the Handicapped 

Title I ESEA State Agency Programs for Neglected and 
Delinquent 

Title I ESEA State Administration 

Support and Inno~ation 

Support and Innovation--Improving Local Educational 
Practices 

Strengthening State Education Ag~ncy Management 

~ccial Education 

Severely Handicapped Projects 

Early Childhood Education 

Regional Vo~ational, Adult, and Post-secondary Programs 

Ilandicapped Innovation and Development 

Special Education Personnel Development 

Gifted ~n~ Talented 

1981 
Continuing 
Resolution 

Leve l 

$ 1 65.0 

$ 37.8 

$ 47.0 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

91. 4 

51. 0 

5.0 

20.0 

4.0 

20.0 

58.0 

() • 3 



School Improvement 

Basic Skills 'Improvement 

Arts in Education 

Metric Education 

Cities in Schools 

PUSH for Excellence 

Professional Development 

Teacher Corps 

Teacher Centers 

Pre-tollege Science Teacher Training 

Bilingual Education Training Grants 

Other 

Career Education Incentives 

Community Schools 

Consumer Educ~tion 

Law-Related Education 

Alcohol and Drug Abuse Education 

Ethnic Heritage Studies 

lvomcn' ~; Educw tional Equity 

Page 5-D 

TOTAL 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

35.0 

3.5 

1. 8 

3.1 

1. 0 '. 

30.0 

2.5 

37.1 

15.0 

10.0 

3.6 

1. 0 

3.0 

3.0 

$ 10.0 

$ 678.l 

2 
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In summary, the creation of these two block grants will be a 

major conttibutor to the Budget Reform plan. More block grant 

proposals will be ~ade to the Congress by this Administration. 

, 



Grant Cccts in S Mi llicns 
l~l Grant..s .Man- Mvisory c.amu. ttes 19e2 cs 

1981 'fypes N::>. of Pages hcurs for Ccsts in F~ 19Elt 1982 mi.ms 
11.'FI\Clf arrl Program Fed:!ral of l'b. of Grant of RB:{Ui.red Pa~ N::>. of $ M:ln- Publica carter Curren t eo·t. 19a1 
Title Enplof. Grants Grants Sites fypl. Refxlrts of law Carm. Th:llsands Years -ti.ens Budg::t Servi ces cs 

01.ild aluse ········ 20 1 57 150* 15 6,000 7 1 70 3 45 7 7 -1 
Runaway ywth ...... 30 1 166 166* 5 10,000 3 12 10 10 -2 
~velq:nental 

disabilities ...... 50 1 114 597* 20 30,000 15 1 722 20 1 51 51 -10 

Social Sea.irity -1/ --
Ad ninistraticn 

Lew ino::ne f::N.'!r'1::/ 

l; t r assist:dnce ........ 20 2 150 100* 38 l,1B2,000 1,850 ·. -370 

Departrrent of \ Ed.lcatim 

~G Office of SpecW 

Et :l11m t.i en and 

&!ha.bi Li ta ti.en 
SerViOJS 

Fcll.abili ta tic:.n 
services ........ 278 15 985 905 120 ,/555,000 67 1 l 1 1 1,011 1 ,056 -283 

,/ 
/' 

J'CI'100 

D:Jrestic activities 
(excluding Footer 

Granc\Jare1 ts) ••••• 1,174 1 T/3 762 169 60,000 28 5 D6 122 -33 

Ccmruni ty Services 
Mnini_<.;tril t.ir.:n 

Ccmruni ty serv:i.Ccs 

(excluding CED) •••• 946 2 1,000* 900* 660 4,000 54 2 200 30 2 4% t.% -100 

Leg 1 l S..!rvia:!.9 caq>. • • 300 y 9 600* 1,500* 56 10,000 16 4 347 J.l7 -'JO 

'l\Jr~ •••••••••••• 4,005 ill 7,606 24,917 1,388 7,IB2,000 465 20 1,935 Tl 646 9,-151 9,691 - 2,31-l 

*1\ppcox.im I te • 

J:/Privi..1tc coq:oraticn mployecs mt includ~ in. 1''edcr..U. urp'Lc¥l~t tot.a.Ls. 



Health arrl Social SeNioes Grant O::rlsolldaticn 

Grilnt Cct;ts in S Hil 1 icn.s 

l~l Grants Man- Advisory Camtittes 191:!2 cs 
1981 'fypes No. oE Pa~ tn.irs for Co;ts in Fai!ral 19£.!2 1982 mi.rug 

A~ncy and Program Feeeral aE No. of Grant of R£qui.red Pa CFS lb. of. $ Man- Publlca Carter ~t 80't. 1981 
'l'itle ElTloy· Grilllt.:.> Gr.mts Sites Repl. Rc1:nrts of law Cr.mn.. Tlxusands Yea.rs · -t.iCJ1S nudpt Services cs 

IA,.-ia.rt:m:!nt of Health 
and I lunun Services 

Health Se.rvires 

Adninistra t.im 

c.arrruni. ty real th 
o.:!(1 te..rs ••••••••••• 258 4 842 872 40 26,400 lJ 90 375 356 -96 

Prin\:il)' care RSD ••• 10 1 33 ~2 2 1,000 3 1 11 " -3 
B la.ck lung clinics • 10 2 18 56 6 500 1 1 5 5 -1 
Mi yr ant health ••••• 50 3 122 122 19 3,200 10 1 48 1 10 43 47 -13 
Hi<jl b1Dod pressur~, 7 1 53 53 2 800 1 2 26 22 ~ 

!lore !w.!Jlth f.k!!Vi~ 2 2 122 122 11 1,000 2 5 -1 
. Maternal & dlild 

te.llth: 
Grants ........... 136 4 ll4 3,500* 24 30,000 12 108 357 391 -105 
S..'-iI ilii.lclrcn ••••• 1 51 500* 12 1,600 3 2 30 33 -9 

SuJ.t.im infant d:!.ith. 6 1 . 42 42 5 300 4 2 3 3 -1 
C.Cnctic ~rviccs ••• )2 2 43 43 5 1,000 3 3 17 14. -4 
llon:iph.i.l.ia ••••••••• 2 2 23 23 7 500 3 1 3 3 -1 
F...u1tily planning •••• 109 3 255 5,125 10 U,000 4 36 162 182 --49 

nrerg:mcy rredical 

services •••••••••• 42 4 70 70 21 1,600 15 l 2B l 17 33 33 -9 
Paymmt to lfal..u.i.i • • l 1 l 1 100 l 2 2 
Proqr <11n Mdn<.tc_µn~nt 100 17 3--i 3--! -7 

* Apprux:inu tc. 



Grant Ccst.s in $ Millicns 
1 <;{11 Grants Man- Advisory c.cmni. ttees 19tQ cs 

1981 'fypes t-b. of ·Pacps ln.irs for C.OOts in Fes._~ 1982 1982 minis 
Acpv:;y and Progrnm Fal!ral of N:>. of Grant of REqui.red Pa~ It>. of $ Mm- Publlca Carter Current eo·t. 19a1 
Title Enploy. Grants Grants Sites Rccpl. RLJ.orts of :WW Corm. 'lh::usands Years -t:icns Burlg:..-t Servi~ cs 

Alo:i ¥Jl f Drug .l\hJt;e I 

and Mental He.al.th 

Adninistration 
Z.~tal h:ill.th 

services •••••••••• 409 21 779 574 6 40,000 50 2 66 2 106 339 346 -95 
Alcdnl Ahlse 

Services •••••••••• 147 1D 393 107 20 60,000 24 5 313 6 50 llD 1J5 -37 
Drug ahl.se services. 179 4 159 376 l ' 120,000 41 1 57 2 97 163 222 -61 
Program rranagesrent • 150 5 59 .. 5') -12 

' • 

Centers for Disease 
C.OOtrol 
Health .incEntive 

gra.nts •••••••••••• 1 1 57 57 2 8,000 10 39 -10 
Health educ:aticn ••• 1 2 54 165 2 2,000 6 lB 20 -6 
Vl!nere.al diseases •• 4 2 68 68 3 30,000 2 47 53 -15 
Flooridat.ion ••••••• 1 1 52 52 2 2,000 1 10 0 -2 
Inm.lfli.za t.i.crlB •••••• 2 1 64 64 3 6,000 2 1 56 1 37 34 -9 
Rat a::ntrol •••••••• 1 1 38 60 3 s,ooo 1 1 15 -4 
le.ad p:t.int ••••••••• l 1 60 60 4 10,000 2 2 12 -9 
PrcxJr: c.1n llUJ1a92frel1.t • lB 1 1 

Office of the 
/\.:3.sistant &-cretary 
for Health 

l\.cblescent hnlth •• 20 2 34 105 6 2,000 4 2 10 11 -3 
Program M:.t.nacprent • 9 18 1 ** ** ** 

Of fiCX! of llun:m 
Develq:IrPJ")t &·rvices 

!..ioc i....:tl ~!l'.V i~ 

(Title XX) ........ 170 1 106 4,000* 30 4,900,000 lB 1 143 1 5 3 ,091 3, 132 -098 
01Ud \!.\!lt~u:c 
:;.·rvit.~·~ 1 . • 111.\ fo:Jter 
t ~ II t ~ (::.·1:t 111,~1 lV 

1v.1:) .............. DO 1 JOB ' 3, ~,oo• 40 60,000 25 3 231 l) 20 ~)(/) 5:2·1 -\.;•) 

•111, 1111xl1111t 11 0 

• ~, ,,,,., Ihm 5'i00.000. 



FINAL CATEGORIES 

1) Maintain essential social safety 

To '-),.,...,~ 
rtJ It " 1 re.. 

2) Revise en tit 1 emen ts aM~r"ed'c~H~m~r-t~~~io-'9.IiilQ.iPS 

3) Reduce middle/upper income benefit programs 

4) Recover clearly allocable costs from users 

5) Apply sound criteria to economic subsidy programs 

6) Stretch-out & retarget public sector capital improvement programs 

7) Impose fiscal restraint on non-priority national interest programs 

8) Consolidate categorical !!LSI& a J i~~,':.:as I • 7 programs into 
block grants 

9) Reduce overhead and personnel costs of the Federal government 
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FACT SHEET 

ACCELERATED COST RECOVERY SYSTEM 

The accelerated cost recovery system reduces write-off 
periods for business plant and equipment expenditures and 
provides audit-proof lives for real estate. 

Most business property will fall into one o~ the following 
three write-off periods. An accelerated cost recovery schedule 
is provided for each. 

0 3 years (and a 6-percent investment credit) for autos 
and light trucks, and for machinery and equipment used 
for research and development; 

0 5 years (and a 10 percent investment credit) for other 
machinery and equipment except certain public utility 
property; 

0 10 years for factories, stores, and warehouses used by 
their owners, and for certain long-lasting public 
utility property (10 percent investment credit for 
utility property, consistent with present law). 

Audit-proof lives are established for straight line 
write-off of other depreciable real estate. These are: 

0 15 years for other nonresidential buildings, such as 
offices and leased stores, and for low-income housing. 

0 18 years for other rental residential structures. 

A 5-year phase-in provides progressively shorter recovery 
periods for long-lived machinery and buildings acquired in 
years before 1985. 

These provisions would be effective for property acquired 
or placed in service after December 31, 1980. 

Direct Revenue effects of the proposal are: 

Fiscal Years 
1981 1982 . 1983 : 1984 1985 1986 . 

Before Interaction 
with Individual Tax -2.5 -9.9 -19.5 -31.9 -47.2 -63.3 

After Interaction 
with Individual Tax -2.5 -9.7 -18.6 -30.0 -44.2 -59.3 



CAPITAL C0ST RECOVERY PROPOSAL 

Present Law 

February 14, 1981 

4:30 p.rn. 

Personol Property. Under present 12w, taxpayers may 

claim depreciation deductions for tangible personal property 

such as m2chinery and cquipm~nt used in 2 trade or business, 

including for lease or rental. These deductions are spread 

over the estimated "useful life" which is determin8d by the 

p2rticular "facts 2nd circumstances" of Lhe anticipated use 

of th~ pro~erty or according to 2 systc~ o~ guidelin~s known 

as the . .l\sset Depreci<:;tion R~nge, or "ADR", system. 

A t2x~2yer clai11ing depreci2tio~ on the b2sis of facts 

a n d c i r c um s t a n c o s :nu s t e st i 11 a t e t he use f u l l i f e 2 n d s 2 l ·1 a g e 

v2lue for 0ach ite~ of d~f)<eciable prop~rty. These esti~atcs 

are subject to examination by auaiting agents of the Internal 

The ADR syste~, establisho~ in 1971, sets out useful 

lives for classes of assets based upon th€ 2ctivity in which 

the assets 2rc us?d (for ex2mple, 11ining, or m2nuf~cture of 

machinery) or accordin1 to the type of asset (~, 

automobiles or office furniture). A taxpay~r electing to use 

the ADR system may rely on th2se lives without re9arn to the 

p o r t i c u l 2 r f :::. c t s 2 n ,J c i r c U'll s t a n c e s . 
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permitted to choose useful lives within a range extending 

from 20 percent shorter to 20 percent longer than the 

established guideline for each class. 

~hether useful lives are determined by facts and 

circumstances or by 7\DR guidelines, the taxpayer c.l~o has a 

c ho i c e o f t he " met ho <J " o f cl e pr e c i 2 t ion . De pr e c i a t ion 

deductions may be computed ratably over the useful life (the 

s t r 2 i J h t - 1 i n e m •? t '1 o J ) o r c e r t 2 i n :::i c c e 1 e r 2 t e d :11 '? t hod s ( s u c h 2 s 

declining balance or sum-of-years-digits) may be used. 

Acc~l e rated :11ethods 2llow l ~ rger deductions in the earlier 

years of the useful life (and sm2l1i..r deductions later). 

When p~rsonal prop~rty is retired, such as by sale or 

exchange, any g~in or loss, as measured by the di fference 

b e twee n the 2~ount r ea lized and the re~2ininJ undepreciated 

(or "adjusted") basis, is .usually r ecogniz e:] imm edia tely as 

or d in 2 r y i. n come. i".n y g z· i n i n 2 x c e s s o f p r i o r d e pr e c i c. t i o n 

deductions will generally be t?x e j ~ t the c2pit 2l gains 

r.:t c s. Lo ss~ s re0lized ~ r e a llow~d 2 s ord in?ry or c~pit al 

depending on the nature ana us ~ of the asset. 

Prcse n~ l ~ w ?l so z llows d~oreciation 

deductions for business buildings. P.. set of 3uidel ine 

p0riods or f~cts 2nd circITnstanc e s :11.:y b e us0d to ~ st ~blis~ 

recovery periods. Guidelines r2nge from 25 ye2 rs for farm 

buildings to 6~ yc 2rs for w2 r e houses. 



-3-

Instead of estimating the overall useful lif~ and 

salvage value of 2 building, t2xpayers m2y separately 

depreciate its vcrious components(~, the building shell, 

w i r in g , p 1 um !J in g , r o o f , c e i l in g , f 1 o or in g ) . It i s not 

uncommon for Q single building to be divided into more than 

lOU co~ponents .. N~w residential rental buildings mey be 

depreciated under the declining balance method at a rate of 

up to 200 percent of the str2ight-line rate (or the 

sum-of-the-years digits method ~~y be used to give 

zipproxim2teJy tr>:: sc:mc result). Other new buiLJin.gs may be 

depreciated using 150 percenL declining balance and used 

rcsiJcnticl pro9erties may use 125 p?rcPnt declining b 2l2nce. 

Exp~n8itures for t~e rchabilite.tion of certoin low income 

housinJ En~ certified historic structures ~2Y be written-off 

over 5 yr: c; rs . 

• 

~?On tn~ ciisposition of 2 builJinJ, t~c taxpayer is 

r equired to recognize as orjin2ry incom e 2ny 2mount of ~rin 

up to th ~ J iff ~ r cnce b c tw~cn ~h0 acc~lerat?d deoreci2tio~ ~n~ 

the dcprc::i?tion deductions 2llow2ble under the straight lin e 

r.i c t ho ~] . ~n 0 xc~ption i s ?ro~i~~~ for c 0rt2in tyP? S of 

s ubsidiz e d law-inco~ e housing. Ga ins in ex:: e ss o f the 2T';lount 

rccogniz2ci a s ordin2ry in~om ~ ~re tre g t e~ 2s c? p it c l g?ins. 

As with leas 2d pnrsonal property, real e stat ~ jeprec i 2 tion in 

e x ce s s of s:roig::: l in :- is co nsi :Jc r ed 2n i t rc:n of t::; x 

prefc r•:- nc o for ;>urj'.)ost:s of tl-'1c 2c d-on :-nini::1LLT1 t 2x. 
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Related Investment Credit Rules. The investment credit 

is less than 10 percent for property with an expected useful 

life of less th:"ln 7 ye.::rs. ~:o 'credit is 2llowed if the 

expected useful life is less th2n 3 years. If the useful 

life is bEtween 3 ~nd 5 yesrs, 2 credit of 3-1/3 pe~cent 

applies; if the useful life is between 5 and 7 years, the 

cre~it is 6-2/3 ?erc~nt. 

Curr~nt law also requires the taxpayer to rcp2y, or 

"rec~pture," so~e or all of the investment credit when 

pro?erty is jisposcd oi before the enJ of the 2nticip2ted 

useful life. The 2ntire credit is rec~ptured if a property 

is held less th:n J y02rs. If the property is held less than 

5 yc2rs, 2ny credi: cf ~ore than 3-1/3 ?ercent is recaptured 

and, si~il2rly, credit tak~n in exc~ss of 6-2/3 percent is 

recaptured for dis?osition~ before the seventh year. 
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Reasons for Change 

Acceleration of c?pit2l allowances is 2 key ~easure to 

improve incentives for business investment as a foundation 

for incre2sed projuctivity Jnd sustained economic growth. In 

recent years, the real value of depreciation ~llowznces has 

been grE2tly eroded by inflation at th~ s2m~ ti~e th2t the 

country's capital needs have become more urgent. Adoption of 

this proposal will reduce substantially th~ burden of Federal 

income taxes on the return to investing in business plant 2nd 

equip~ent. 

Together with other ~eesu:es to e ncourag e work and 

s2ving and to reduce the burdens of Feder2l regulation and 

govern~ ent s~0nding, ~his legisl2tion will provije the 

conditions for increased capit 2 l investme nt need2c to provid e 

jobs a nd i~~rov 0 th0 U.~. co~?etitive pos it ion in world 

~~rkets. 7he long-ter~ econo~ic strsngth of the country and 

th0 futur ~ st ~ n~? rd of living of its p~o~l e d epen~ 

i~2ortantly on this pro]r a~ . 

Th ~ ~cc ~ l o r ~ tod Cost Reco~ery ~y st e~ will Elso red uce 

th e burden of accounting and tax pl 2nning for taxpayers 2nd 

will re~ove sources of disput0 b e tw~ en t2xpaycrs J ~d th ? 

Federal Gover nm? nt. ~his syste~ wi ll c l i~i nat € ~uch of th e 

complexity of d e fr eciation rules th3t h~v e built up in laye rs 

ov e r the ye2 rs through ch 0ng e s in l aw, r e1ul ations, a n1 
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ad~inistrati~e practice. The proposed system makes a clean 

break with most of present cost recovery provisions and, yet, 

is built on fa~iliar concepts and definitions. In the new 

syste:11, class2s of capital assets Gre broad z-nd w'211 define:'.3; 

cost recovery periods and accounting rules are certain and 

stanac:rdized. 
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General Explanation 

The Accelerated Cost Recovery Syste~ will provide for 

faster write-off of capital expenditures by means of 

simplified 2nd stan~ardiz~d rules. Th~ syst~m will replace 

the present complex provisions for determination of 

depreciation allowJnces. It substitutes easily identtfed 

classes, each with a standard schedule of deductions to be 

taken over 2 fixed recovery period. The proposed legjslation 

adopts the now-fa~ili2r 10-5-3 concept for machinery ond 

equipment used in business and for owner-occupied ~tructurcs 

uset~ for manufacturing and distribution. In addition, 

auc1it-proof lives are pro·1i.-Jec'l for two cl2sses of real 

estate. Brief descriptions of the 3-, 5-, and 10-year 

classes sum~2riz2 th€ essentials of the system. 

o 3-year property. Xhis class consists of autos and 

li:_jht truc::ks :-ilus mach:i.nr::ry 2n(1 equipm·-:'nt used in 

r ,? s '2 2 r c: h an Ci d eve 1 o pm en t 2 c t iv i t i <? s . Exper.diturc:>s 

for t~0se 2ssets will b0 written-off in three y'22rs 

according to 2n acceler2t'2d sc~edule 3:3 percent ir. 

tho first y22r, 45 percent in th~ sccon~, an~ 22 

percent in the third. .l>.n i nv es tm en t c r ec1 i t of E 

p~rcont will olso cpply to this class, an in=re2s 0 of 

2-2/3 percentage points over the present law for 

property writt 0 n-o~f in three y~ars. 
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o 5-ycar property. All other outlays for m~chinery and 

equi?Tient, except for certain long-lived public 

utility property, are cssigned to a 5-y2ar class. 

After a phase-in period, additions to this class will 

be written-off according to 3n 2cceleratea 5-year 

schedule -- 20 percent in the year acquired, and th€n 

in succceJing years 32 percent, 24 percent, 16 

percent, 2nd 8 percent of o:iginal cost. The full 10 

p0rccnt investment crc~it will be allowed for this 

class. 

Factory buildin3s, retail stores, 

and warehouses used by their owners, and public 

utility rro?erty for which present gui~elines exceed 

18 years will ~e writt0n-off over 10 years. The 

~nn~2l sequ~nce of de~uctions for this class is also 

2cceler2te~ -- 10 percent, 18 percent, 16 percent, 14 

percent, 12 percent, 10 ?ercent, E per2cnt, 6 

percent, 4 pcrc~nt, an~ 2 percent. As under present 

law, th~ 10 nar20nt invest~ent credit 2pplies to 

public utility property in this class, but is not 

g~ner~ll~ av2il2bJc for real property. 



-9-

Audit-proof lives are prescribed for other cl2sses of 

real estate. 

o 15-yc2r life. Non-residential structures not 

included in the 10-year class and low-income rental 

housing will be written-off in 15 years by the 

straight-line method. This treatment applies to each 

building as 2 composite. 

o 18-year life. Other residential structures for 

rental, such apartment buildings, will each be 

written-off, as a composite, over 18 years 2ccording 

to the straight-lin~ method. 

Unlike present law, all of the cost recovery rules apply 

alike to new and used property, anj no ~stim?tc of s2lvagc 

vcluc is required. 

Accounting rules. An ass0t ac~uired 2t 2ny ti~c in th~ 

tax y02r is 2doed to the 11 vint2ge" account for its class ::>nd 

kept in th?t account until fully written-off or retired. 

"'.Jalf-year convention" for the ye2r of acquisition is 

built-in to the recovery schedule. Gain or loss is g2nerclly 

recognized on disposition of an asset. Gains on property for 

cl~ss~s with accelerrted r~co~Ery (the 3- 5-, ~na 10-year 

classes) will 9ener2lly be recognized as or:Jinary income to 
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the extent of prior 2llowances. However, no ordinary income 

recapture applies to the 15- and 18-y22r, straight-line 

recovery classes. 

Taxpeyers must pay back, or "recapture," a portion of 

the investment credit in the case of early retirements up to 

the fifth year th2t an 2sset is held. In theso cases, the 

taxpayer may keep a credit of 2 percent for each full year 

the property is held, up to th~ sraount of cr~jit originally 

claimed. 

Phase-in period. The 5-, 10-, and 15-y22r recovery 

period 2rc phc.se c-in over a 5-yEa r period. However, the 

investrn?nt cre~it rules, the 3-y22r recovery p~riod, 2nd the 

18-year audit-proof lives will begin with the effective date. 

Fffcctiv~ D~tc 

for prope rty acquir ed or plac ed in s e rvic e aft e r Dec emb e r 31, 

1980. 
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they ire avallsbla for potentiel contingencies in the 
ll'dlan OC-9an region. lheae ahip• cerrv equipment end 
petroleum, oil, !Ind lubrkent1 for 8 Mtrine Amphibious 
Brigade. plua ammunition end consumables for eorty­
arrlvlng Alr Force and Army units. 

The foregolng lnltletlVM In airlift, Mlelift, end tnet.,•ifl1 

pre-positioning nre riUftntial to US power projection 
nMdt of the l~. However, 811 deriend ''" ma•imum 
ettec;tlvenen on foreign trenait rightA or US 11cc~s to 
foreign f•cUltlea. The United St~!ee wlll ~ontin•Je to 
require 1ub11antlef ovcneas support in most area'i of 
tht world, and must seek to achieve It through con· 
tlnued negotiation• with other government$, ottering 
.conomlc end e.ecurlty eulatancfl where eppr<)pri8te. 

Finally, the US must complement its n11w initi11tM!<: 
with adequate fund1 for operations ftnd maintenance 
IO&Ml. lnaufflclcnt O&M funds mean fewer flying end 
steaming hours, tosa training, less upkeep end O\forhaul, 
and a general deterioration in the effectiv&nes.s and 
eHici~cv of US forces. Additional O&M funding is 
nr,eded for all forces, but e'peci811y for thoge th11t must 
operate reliably for long periods of time et great dis· 
i.nce1 from th.,lr f'lom9 beMt 

MILITAHY INVESTMENT 

The military cepabltity of 11 n9tion or en alliance is 
le•Qely e function of the resourcos 11 has b"9h wiHing to 
1pand to achl&Ye that cepability. levt-lr. &'ld pen"ms of 
reaource expenditure directly effect the s!re end qi.;a"ty 
or mllltery forcu, 8nd constitute signif1ren1 end v1'1ible 
Indication• of •csot\te, commitment. and priorities. For 
these rttH1.>n1, comparisons of s~nd!ng between the 
IJrlted Statr' and the Soviet Unk'r- l"nd be•·.,"9n NA TO 
end the Wemw Peet era helpful in essessing the overall 
mlllttry ba lence. 

Aaaonment1 of r"1ativ9 military spending by tt-i~ US 
end the USSR r&ly on either "dollar cot''' or "rub!e 
cost" comparisons. EithM comparison is subj&et to un­
cenalnty end biaa, but both yield similar conclusions 
wht1n focu~!ld on th& key factors of reletrve reaource 
cillocation and lor.g-term trends. 

The fottowing etMMment of relative trends end ml'tg· 
nhudM of US end Sovle1 def enae efforts reliea on dollar 
"1lmitee. That b, actual US outlays are cotnf).!r81 with 
whit It would cost the United St~tM in doll11rc to repli· 
ute Soviet progrema-to Pfoduce end man a military 
force of the esme aiza end with tho S8ms weapons in· 
wntory H tO.t of the USSR and to operate that force 
ff the Soviott do. To inaure • valid cornperilon, the 
cak:ulatk>n of US oud1Y9 accounta for certain military· 

! 
• I .. 

I 

related 1cttvhitl ouJ.- of the Department of Oeflmll, 
1uch es cMI deiente,· end for the cfrttorent MYI W. 
which personnet end r'fltitemtnt CON are treet9d. 

I\ 
Such 1nelysls lnd"ate. that cumulltfvt costa of 

overall Sovl91 mmt.ry 6G1MtlM over the ~ 1970 to 
1979 exceed compera~ US ~tr; m0f9 than Mro 
billion, 0r almost 30 percent. ThW llfV9 and prowtng g.ep 
~ tM reeuft of differing expenditure tronda 0"9r the past 

dee.de. Whilo S«Mot ~-efforts ttMdiy ~ 
at approximately a thtff pereent ave~ tnnuGll «Mt 
growth rate In dollar ~ comparcbto US ~ tx· 
periMlced e continuout dedlne from 1970 until 197~ ind 
haw onty alightfy imptoved thereefter. Exem!n1'd ovw 
the entire decade, US bu11aya have dt'lclined 8t •n twr· 
ege rate of approxlmat!iy two end one-hetf peroeint per 
year. The resulting <frvergence ii tueh that in 1979 the 
total doner cost Mtimate for Soviet def911Q actNitia 
wes about $222 billion, or about 50 percent more tN!n 
that for comparable US efforta. Chwt 11-3'> di.pw,. the 
trends in US and Soviet deftm1e ~ing fer th<J .,..,. 
197().1979. 

Although compa~ of spending for total dfltenM 
activities ere lignffi«:Jnt. they are pcrtentiely \qi 
important than eornparisona of spending on "mlitery 
investment" (research, development. tost ond 11Y1iu• 
tioo IRDT&E>, w.apon aystem procurement, end mm. 
tery cONtruction). 

The dlaparides in S<Met end US apencfong on procure­
ment. construction, end ROT&E MV9 had a direet. vitli­
ble. and highly 9dverst effect on the mllittwy bN~ 
Soviet military In~ hn grown in rtal tem"4 
throughout the pnt decade, whil6 coms--tM US 
spending has shown onty modest growth fJince the de­
cline w111 hatted in the latt 1970s. Aa u result. the VS 
now faces a growing threat resuttlng from heavy ~ 
investrMntt In 11111 forms of modMn mffitery hardware 
and weaponry. TM niomtntum of this modemtz:ation 
continues unabated, and, unlea counterballncing US 
modernization ia &ggrei9iwfy pursued, tho gap betwtien 
Soviet and US military c.pabilm. will widorl. . 

Since ScM.t defeor.- apending trends~ no t9'I 
of abatement. US~ apending must incnsaM to 
a-1ert a further ~of ttte mliitlrt ba'lnt9. Arthougft 
the US defenee budget it now on • path of modolt ,..., 
growth, the Joint Ch~ of Staff h&'Ye ind~ that a 
lono-tenn trend of •Ml.let roel growth, which In ttm9 wil 
incrnse the ponion of the Qf'OSS natkiNI product 
devoted to defenM to llx or MYSn c:>«eent. '8 ~ 
to ~dl'NS the most pr9Ming ~. moderntz.. 
lion, and rwcfilw ~ Ewn thlt i.wil of lnQ-.d 

l . 
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SPENDING CONTROL PROGRAM 

OVERVIEW 

1. We need a strong spending control program--a shock--to break 

the cycle of inflationary expectations. 

2. The spending control program is based on fundamental principles 

••• the overall gukiing principle is that all will contribute to 

the program except the truely needy. 

3. The program will result in over $ in FY81 peA11·ti "D8 and ---
• ~1,.iJ.·~~FY82A~ction s. 

The impact of the spending control program is fair. 

A. To families at all income levels 

B. To all regions of the country 

C. To various secb\;rs of the economy 

6. Success depends on action by the Congress • 

. 4. The enactment of the spending control program will enable 
I 

'---us to have a balanced budget' by 19Jt_. 



tihy -v;e need 3 stronr: soendini- control nro;i-r~:i11? 

Being prenared by D. K~ss. 



PUNDAMEJTAL PRI~CIPLES 

1. The non-needy should be removed from pro~r~ms designed 

to protect the needy. 

2. The government should not subsidize middle and upper 

income groups ••• its unf3ir to tax lower income fMmilies 

to benefit middle qnd hi~h income ~roups. 

3. Subsidies to particular business interests, qs opposed to 

the public inteLest should be eliminRted. 

4. Subsidies from nationsl tax resuorces to particular re ~ ions 

and levels of government should be reduced qnd ~ener~ ll v 

limited to instgnces of greAtest need. 

J• Programs which duplicate the benefits or services of other 

already exisitin~ program shouln be elimi ng ted. 

6 . Q3te gorica l gr an t programs should be converte d into block 

grants to allow overhead reductions 3n1 eliminatin~ w:Ete 

caused by ineffective targetin g of ~ un~so 

7 . Progr a ms whose benefits a~e ~c rginal or d o not excee d their 

costs should be elimin~ted in times of f iscal stringe nc y . 

~ . Termin qt e counterproductive policies. 

OVE~ALL ~UIDI~3 PRIX CIPLE: All will contrib~te to th e snen~i~~ 

control n rodrs m exce 8t thP truelv ne edv . 



nesults of Aonlying ?udget 8uttiu~ Pri~cjn1es * - - -

1. ?temoving the non-needy 

~. Eli~inatin~ middle/high-income su~sidies 

3. Eliminatin~ su~sidies to business 

4. E~~inJatin~ regional subsidies 

J• Ending needless duolication 

6. Converting cate~oric~l grants to block 
g1 ens 

7. I~provin~ cost-effectiveness 

2. reminn~.~ng counterproductive policies. 

:'otals 

•1 

........... -

% MOC~~x~oc~~~XX~MX~XMM~~x~~~X!XI~i\MtXM~~MXXMOCMX~~*X~rx~~X~X~l 
I~xENocNxocxxRxxxoc~xxxxxNxsxwxsxxrExtr&rix~xocxYt«RixExxxxxxxx 
In c a ses where the bud ~ et cut wa s j~stified bv more than on e 
princiole, the s avings were 3 rbitrqrily a llocatej by dividin~ 
t~e savi~~s oy the number of principles. 

-



1 • b' 0 0 d st c. :n 9 s 

2. Chilj iutrition 

3. Student Lo-:ns 

4. Minimum Soc. Sec. 9enefits 

s. Soc. Sec •. tudent Benefits 

6. Aid to Families with Depende~t Children 

7. Unemvloyment Insurqnce Extended BaGefits 

8. irade Adjustment Assist2nc e 

9. Fxclusio~ of une~ployment beneflts--lower 

threshold for exemption of ernnloyment benefits 

from ~22 ,000 to ~15,000 or \ 18 1 000 

"otc>ls 



2. Elimingtinq micidle/hi~h inco~e subsidies 

1. ~e3lth Professions Educstio~ 

2. ~ation~l ~S!Brch Service Awnras 

j. llmt1·ack Subsidies 

4. ~ortheest Corridor Improvement Proaect 

5. Corporation for Public 3roadcastin~ 

6. 11ationo.l Endowmend for the Arts/Nati on3l 
Endowment for the ~umanities 

out 
7. Phase kN plessure boat user Co 0~ 1urj Subsidies 

3. Sell Conr4il to avoid surther feder9l subsidies 
8 reo 

9 . Reduce feder8l recre8 tion user subs11ies 

10 . .'.teduce federal subsidies on technlcsl nu blic::i­
tions--e.g. Seolo~ical Survey 

11 • ..:teduce t:::ix incentives for consumer creoit 

12. Lirr.it home-owcership interest-Drouertv tsx 
exclusion to mort~a g es of ~200,0bo or less. 

~-,y' f 1 ~"Y ' 82 



3. Eliminatina 3ubsidies to 3u siness 

1. Alcohol ~uels/:iomgss Pssistance 

2. Eaonomic Develonment Ad~in p ?. 0 g ion '1 l 
Commissions 

3. Martime Su b sidies 

4. Synthetic ?uels Subsidies 

~ . Eossil Eoer~y Pro~rams 

6. Solar Bner~y ~rograms 

7 . Other Enger~y Sunuly Programs 

2 . Ener~y Oonservqtion 

? . Alcohold fuel/Biomass Ficancial assist 

10. Solar Ener~y a nd Conserva~ion =8n k 

11. Loc a l Rail ~ervice Assistance 

12. Cooperative Automobile Reserach Pro gram 

13 . Exoort-Import aank 

14. ~ational Consumer Coonerqtive ~~nk 
l'f 1'o_;1tt.l 5.,. _7 JIU.. ~v..ii:>s <d1• ,i. -
,,. Rlimin3te airline/general gviation ~ubsijies 

~1 '{ I p 1 t;'V I e 2 

1~. Ph8 Se out SM~siocxRsxf~xxwxtirxw~~xNSRXS bo8t user Coast 
3-uar Subsidie,s 

it. Phase out inl3nd wqter W8Y user operqt in r ~nd c ~ pit~l 
subsidies 

1,. Eliminate r~il fre i ght subsidies to bus i ness 

')..O. Elirnioqte food '.:E ld f iber insriectiori subs i Jies f rom USD·: 

~ (/!. ~~ecover costs of permits ao d re~istrqt ioos of po llu t'1nts s nd 
pesticides. 

2t.... ~educe depletion '1llowqnce to 300 bbl/d s 

2 ~. Curt s il tex exclusion on industri ql rlevelopment bonds. 
-
R~duce d8iry price supports 

2$. Bed uc e section 2 10[ a irline subsidy nrogram . 



4. Eliminatin~ re ~iona l subsidies F'Y ' k 1 F Yq2 

1. Rural Electrjfication Admin. 

2. Economic De v elopment A~min ~ !e ~ionl Commission s 

3. Various ~ ationql Oceanic and Atmosp heric A ~min oro~ rams 

4. School Assista nce in Federally Aff ectea ~ re A s 

~. HUD pl a nning 3SSistance gr a nts 

t. . ~UD Urba n :Brelopment Grants 

7. Amtr8ck subsidies 

e. ~ orthea st Corridor Improvement P roject 

q . Loc a l Rail Service Assistance 

1C. EPA Waste Tre a tment Gr qnts 

11. TVA Lo8n an d Construction acti viti e s 

12 . Sell conrail to avoid further subsi dies 

13 . Recover costs of pe r mits <:i nd re g i s t ri tion s o f pollu -S<rn ts ::in d 
p esticides. 

14. Curta il t s x e xclusio r. on industrial de velo pmen t bon j s 

16 . wa ter Rosource Development Constructior. nrog r ams 

17 . Ma sstransit oDe a tin~/caoit 9 l gr a nt su bsi dies 

.:.'o tal s 



~. Ending ~eedless Duplic3tion 
:;iy• Q1 ;<'V 11 Pr:> 

. - _., L 

1. Child nutrition 

2. Far~ers Home Administratio~ 

3. Energy Conservatio~ 

4 . HUD re ha bi l i ta ti or. 1 o a n E' u n d 

5. HUD ~eighborhooi Self-~elp Development 

6. Solar Energy and Conservation 3ank 

7. Trade A~justrnent Assistance 

8. 

:' otal 



c. Convert Categorical to 5lock Grants 1i'Y81 ~182 

1. Elementary anrl Secondary Education Grant consolidations 

2. HUD Urban Development Action ~rants 

3. DOT 3ighway construction 

4. Social SRrvices Block C~nt Consolidation 
List pro~rams to be consolidated 

1'0t3.lS 



8. Terminate Counter Productive Policies 

1. Energy Conserv3tion 

2. Energy Regulation 

jyx~~«i~x~~~IDl«MXX~XiKXIi«REX~«OCXMR~XtMx,r~gxam: 
xxE~~xMrxocatim« 

3. Health Planning 
§yxx 

FY81 ~y 82 

4. Community Development (Section lOE) Loan ~usr~ntees 

5. Acceleration of Outer Continental Shelf leasin~ 

6. National co n sumer Cooperative Bank 

7. Postal Service Subsidies 

8. 

Totals. 



7. Improving Cost Effectiveness F'Y"31 F'Y'82 

1. Nation81 Institute of Education 

2. Energy Consiervation 

3. Energy Information Administration 

4. Dept of Energy Administration 

5. Medicaid Cap 

6. Health Flannin~ 

7. Health Maintengnce ®~Kx~ti«N~X 0rganiz8tions 

8. Heal th Professions Educ ation 

9. National Reserach Service Awards 

10. Public Health Service Hospitals 

11. National qealth Service Corps Shcolarships 

12. HUD section 108 Community Develop~ent Loc3n guarantees 

13. Public Housing Modernization 

14. Acceleration of Outer Continential Schelf Le8sing 

15 . Eliminating public xwrxi~w sector jobs in CE~A. 

16. DO~ Hi~hway construction 

17. Amtrack subsidies 

18. Northesat Corridor Improvement 

19. Local Raidl Service Assistance 

20. Highway Safety ~rants 

21. EPA Wste Treatment Grants 

22. 3etrenchment of ~ASA programs 

23. ~ational Science Foundation 

24. Post3l Service Subsidies 

25 . Se~l Conxail to avoid further federal subsidies. 

26. ~educe Federal employment 

27. Sell Federal non-financail 3ssets 

23. Reduce uay increa ses 



29. Defense savinss 

Specific Progmm · reductions 

Improved uractices savin~s 

30. Unemployment Wo1·k Test 
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t;conomy 
A 11 Sectors of the M 'SJ Con tribute Their Fair Shg i1e 

1. Agriculture 

a. CCC Storage Facility Loans 

b. Farmers ~ome Anministration 

c. EliminEtB food and fiber inspection subsidies at USDA 

~ d. Reduce dairy price supports 

~ • I' ra n s p o rt atl.. o n 

a. Maritaime Subsidies 

b. Local Rail Service Assistqnce 

c. ~~M¥Krx~t Elimiate airline/general 8Vi8tion subsidies 

d. Phase out boat user Co9st Guard subsidies. 

e. Phase out inland water way user oper2 ting 8nd cqpital 
subsidies. 

f. Eliminate rail freight subsidies to business. 

g. Reduce section 2106 airline subsidies. 

3. Energy Companies 

a. Synthetic Fuels Subsidies 

b. Fossil Energy Programs 

c. Sol3r Energy joc~~ Programs 

d. Other Energy Supply progr2ms 
Alcohol ?uel/Biomass financiql Assistgnce 

e. E~Krg1x«~«SRXY~X~Nx~rmgr~mx 

f. Solar ~ner~y and Conserva tion B ·nk 

g . Reduce depletion allowa nce to 5 00 bbl/da. 

4. Manuf acturin ~ Companies. 

3 . Economic Development A1min ~ Reg ional Commissions 

b. Ener~ y Conserva tion 

c. Cooperative Automobile Research 

d. ne cover costs of permits a nd re gistrations of polluta nts 
a nd pesticide s. 

e. Curta il e a x exclu s ion on industri a l develo pment bonds. 



Impact of Spending Control program is fair to 

LOW I N OO~E FAMILIES 

Being prepared by Sob Carleson 



--~ e ess 
nt a d B et recog i e nation' 

needy Cl who actually dependent upon federa"1_ _ _J~nefits for surviva """---~ 
dt{U~ MU d0 tc? 

Pride ~ 8YI' P.nierieai. he1 ;tage a.id ~mpassion for our ownkt1ctate certain important exceptions to any 
budget cutting exercise. The follo~ng seven federal assistance programs will not be cut and will be 
fully funded • 

• Social Security - a total of $140 billion in basic retirement benefits for 32 million retirees, 
dependents and survivors. 

. Medicare - a sum of $45.4 billion to serve 28.6 million people • 

• Supplemental Security Income - almost $8 billion for about 4.2 million blind, disabled or elderly poor 
persons. 

Veteran's Benefits - more than $8.6 billion for 2.3 million veterans with service-related disabilities 
and $4.1 billion for 8.1 million pensioners with non-service-related disabilities. 

School Lunch and Breakfast programs - a sum of $2.1 billion to provide free or subsidized meals to 
9.5 million needy school children. 

• Operation Head Start - an appropriation of $950 million to provide an educational boost to some 374,000 
poor, mostly inner-city, pre-school children • 

• Summer Youth Jobs - an expense of $870 million to employ 665,000 persons throughout the country. 



Impact of Spending Control progr8m is fsir to 

AVERAGE INCOME gAMILIFS 

9eing urepared by Denis K3ss 



Impact of Spendinv Control Program is fqir to 

WEALTH FAMILIES 

Being prep2red by Denis Kass 



lm1~~tx~fxtM&x1tr~g~mxxxx 
All reP-ions of the Country Contribute their fair shgre 

1. Northeast contributions 

a. Northeast Corridor Improvement Project reductions 

b. Conrail sell off 

c. Mass transit operating subsidies 
d. Local rail service assistance 

2. Sunbelt contributions 

a. Extended unemployment benefits. 

b . TVA Loan and Contruction .Activiti 9s. 

c. Curtail tax exclusion on industrial 

3. Frost belt contributions 

a. Trade adjustment assist-:rnce 

b. 

4. Rural area contributions 

a. Rural Electrification 

b. TVA loanj and construction acti vity 

development bor:ds 

c. water resource development construction pro~rmms. 

5. Urban area contributions 

a. HUD aplanning assistance ~rants 

b. HUD urban Development grants 

c. Mass transit capital grant programs. 

ALTEIDJ.ATIVE .APPROACH--OMB economics department may be able to 

get Silte by state distributions before and after cuts. 



Success depends on action by the Congress 

imt sJzs lCrn u.i. 13 1it1un 
1. Probably set a modern record for pre-introduction consultaton 

with the Congress. 

a.OMB DirectorDave Stockman personnally briefed at least 

---~Congressmen ••• maoy of them more than once. 

b.More thao Hill staff received personal briefings ----· 
by Stockman or other OMB staff. 

2. Key Groups were briefed on the outlines of the Program at 

the White House 

a. The Congressional Black Caueus 
Presidents of 

b. ~•WI ' •&a the Major Labor Or~anizations 

c. Agricultural leaders. 
Chief Executive Officers 

d. MRL'IKRXB of big, medium sized and small businesses. 

c. State and Local Officials. 

d. Leaders of Key Hispanic groups. 

3. Congressional Strategy. 
is required by the procudures 

a. A Reconcilliation Bill .. a112121a11s1&Xliki&JIWKx 
of both Houses of Congress to complete the FY81 process. 
1) The bill reconciles currently forecast revenues against 

the yet to be completed budget--the governmnent is 
operating under a continuing resolution expiring June 5th. 

2) The Bill passed by the budget committees and thee adopted 
by each bQ9dy instructs the Appropriations aod substantive 
committees to revise their budgets to come in under 
a budget mark set in the bill. 

3) The bill is a good vehcile for presenting much of the 
program as a package to each house of congress. 

b. Recisions will have to be passed by the Congress for each 
cut in already appropriated funds to be realized ••• much 
of the package will be presented in the form of individual 
recisions. 

c. New changes in the law will be required to realize the 
savings proposed in some parts of the program. 

4. Outlook 
a. The Re~uolic ma~ority in the Senate witn tne •ssistance 

~f Democrats concerned about bringing federali~i~n~t~~ 
under control may qui&kly pass a ma~or reconc a eed 
bill which would demonstrate their sincerity and the n 
for the House to act quickly. 



b. A bi-partisan coalition concerned about bri~gins federql 
soen1ing u~der control in the ~ouse w is exnected to 
p5ss 8 reconcilliation bill, perhaps pf smgller pronortions, 
soon 8fter the Senate Acts. 

c. Wita the tone set by toe reconcilli8tion bills, the in11vid­
U8l changes called for the in recisions 30d new le~isl3tion 
should begin to move promptly. 

Key point: The spending control program is one element of an 

integrated four year progrgm to restore the health qnd vigor of 

our economy. Tax cut¥, st3ble monetary policy 3nd deregulation 

must all proceed hand in hand with the speodlnq control program. 



BUDGET-CUTTING PRINCIPLES 

There are eight principles that have been followed in 
determining where the budget should be cu~: 

I 

1. Removing the non-needy. Eligibilit~ for programs 
intended to protect the truly needy will be .tightened to 
ensure that a program's benefits are restricted to those 
people it was originally meant to help. Progr~m eligibiiity 
and benefits will also be adjusted to ensure equitable 
treatment among comparable groups. Otherwise allowing such 
programs to become open-ended income supplements unrelated 
to a person's genuine need reduces the integrity of the 
program while seriously impairing the government's ability 
to promote the economic conditions necessary for all 
Americans, especially the poor, to improve their standard of 
living. 

2. Eliminating middle/high-income subsidies. Programs 
intended to subsidize middle and higher income groups will 
be cut or reduced. It is unfair to tax lower-income 
Americans to pay for programs which primarily benefit the 
more economically well-off members of society. 

3. Eliminating subsidies to business. Programs which 
benefit particular business interests, a s opposed to the 
public interest, will be cut or reduced. The public has no 
responsibility to protect, through its taxes, private 
businesses from the legitimate risks of failure or loss of 
profits. Rather, the proper function of the government 
should be to help foster the favorable economic conditions 
in which efficiently managed businesses can succeed and 
prosper. 

4. Eliminating regional subsidies. Programs which 
funnel national tax resources to particular regions of the 
country or levels of government will be reduced and 
generally limited to instances of greatest need. Our nation 
cannot afford to continue taxing all areas of the country to 
selectively assist a few areas, especially when the amount 
of money returned to the various regions is far less than 
the total amount taxed away from all regions in the first 
place. The prosperity of the different regions will be best 
enhanced by general economic improvement, with specific 
national help reserved for the most urgent cases. 

5. Ending needless duplication. Programs which 
duplicate the benefits or services of other already existing 
programs will be eliminated. We do not enjoy the luxury of 
excess federal f unds that would allow us to pay for the same 



activity two or more times. 

6. Converting categorical aid programs into block 
grants. This step will ensure that necessary aid programs 
have sufficient resources to carry out their objectives 
while reducing administrative overhead, eliminating waste 
caused by ineffective targeting of funds, and promoting 
local and state flexibility in responding · to true needs 
which those levels of government can best recognize and act 
upon. 

7. Improving cost-effectiveness. Programs which prnvide 
little benefit to society, or whose costs greatly exceed 
their benefits, will be reduced or eliminated. In a period 
of budgetary stringency, we must be especially prudent to 
ensure that the public is forced to pay for only those 
programs which are both efficient and of high priority. 

8. Terminating counterproductive policies. Programs 
which exert an affirmatively harmful influence on society 
not only waste federal money, but introduce other economic 
distortions as well which often reduces Americans' economic 
well-being. Such programs will be a prime target for 
elimination or substantial modification. 

The attached chart lists the proposed budget cuts, and 
notes the principle(s) upon which each suggested action is 
predicated. 



Cufs. +dU-/f,·J ~ JlJ. i ~ J?,·~'-tr ./eJ 

·- .. - -· t . I 
'l. 3 . + 5 

::::;c.:-~r:l~nt of .Z\oricul ture v ... 

I~ -· ?cod Sta~ps .......•..• 

Child vi . 
I I I 

. 
1(14 Nutrition ••••••• ' v / . 

:::~:-cl Electrification 
~ 

:}a 
. . 

.; :: ::; i !1 i s t r a t i on { .r:: .r:: .:-o ... ,j,- v . . ) ' . =>~cget- .•.•••.••••••• I .. 
I 

-' 
I 

I I 

~N,i 
I I 

I i 1\ 20 ("'-."""' Storage :acility I ~ 

I 
. _,,_._ 

i I 
L:>c.:-is ••• I~ ~ . . . . . . . . . . . . j . I I 

- I I I I 
.J 

I I 1/3. . I 

:a=::iers Rome Admin ••.• I v- ·1 I l I 
I ... 

I 
I 

~~ 
I .:..lcohol Fuels/3io:mass 

I· Assis~ance ........... ·\/ . 
I 

:-: =·= -z-:~:nt of Co::-..71:rc-e . !/ 2$ 
=:co:1onic Develo?::ient 

. :?9 
.~.:S::iinistration: I 30 -
Regional Cor.:Jni s s ions ~~ I 

including Appal a- I v tional Regional 
.. v ~ -· ·~. , . ·;·=·· 

Co~~ission .. ......... .:: I 

!·~a= i ~irne Subsidies v I \ 36 

P::-ogram .••.••..••••.• I 3~ : 

I I . 
io Va=ious ?;"ational Oceanic v ! . 

I a:;d Atmospheric Admin. .- ·. 
P=ogra~s .•.••••••••.• I I 1( 41 

::::c.:--t.;n-ent of Education I 43 
El.a;.,entary and v 44 

S-:concary Grants 4 .. 

co~solication ..••.••. I 6 
I 

5 -=: .... ool Ji.ssis-t.ance 

:~ in ?ederally Affected . v 
.;:-eas ( I:npa ct Aid) ..• 

·: ,:-::c::. i ona 1 and KC Ult I I I '0' ::.-::;ca't.io:i ... ......... •· I I 53 

l I 

:!' = ··· · -": ~~· !,., =-a !1 s C: -,,.:: ?~11 v . 
I ---··-··-

';~::1":.S. • • • • • . . . . . . . . .. . I 
-

:: .-: ~ i .::,:; a 1 !r.s~itt;-:.e of I I I I I vi ~ .. ~ _ :-::: ! :: :: .. - . . . . . . . . . . r :;, . 



- .. ... ··-·· - . - ···- -· - - - - -
I "2. 

Su~sidies ........... . 
--

Fossil Energy Programs 
-~----------~---

· Solar Energy Program .• 

Other Energy Supply 
Programs ...•......... 

Energy Conservation ..• 

Energy Information 
Administration ...... . 

- Enerc~ Reau la ti on ..... JJ ,.J 

Departmental Admin .... 

Alcohol fuel/Biomass · 
Financial Assist ..... 

I . I 
. i 
I 

5 
./ 

v 
v 

vi ·.·.· 

/I 
I 

kerviLes ! Deoart~~nt of Health and Eu~an 
~-·.; "" ~ - ,, - · , S =c · - · \/'i. ·• -··- ··· -1:l ;:,ocia_ ~ ur11..y 1 . ;··: 

3enefits .............. J I 
Social Security Disa­
bility Insurance: ...• 

Social security -
student benefits ..... 

I 

f-

v I I ~1 
I :1 vi 

' 

i ~1 , .. 
' 

I I vi . 
I ,. 

I 
I 

i I 

v 

vi 

·I 
I 

.. .... . 

~ ' 79 
' ' 
~l 

I .62 

~· , 

I 92 II I 
______ A_i_c __ t_o_F_a_m_1_·1 __ i_e_s_w_i_t_h----:------;----:~--+----~,,~--+----~)--~,---J_~~~~---

. Dependent Children... I I ·95) 
Medicaid cap ......... . 

Soc~al/Corrununity 
Services and Health 
Program Consolidation 

I I lvl 

/ i~ 
I 1~~ 

/ 

Health Planning...... I I I I , ~ V 11 -103 
~~~~~~~-~-~~~~~~1~ v1~~\ -

!~ational Institutes tQs 
o = ?. ea 1 th . . . . . . . . . . . . . . I 1 tj6 

-----------~--------~--it----J+----+---i----:-----+~---+----L-_.:.~--~,'--~ 
Heal th Professions v·· ./ 108 

Ed ucation............ .. ~ 100 
________ ...__ :.___.._ __ ~-~~-~----=---'---"'....--'-

------ ~~;: a ~ th :·! ::intenance j I 1 I I ~ 
:, :·:: ':. =-~ i:: at i or. s • . . • . • • . I j l V I i ! 1 )'-' 

- --·-. ·::: ~ i .:•:"l ~ l R '? s t.?a r ch \ .y ·---J------"---- _ / iJ .; 
s~~vi~ e ~w~ rds... .... ~· ~ l ]~ 

·-----------------:-i-·-- --- ,---,-----;-,--..,..--..-· 
~ ~\r.c:-. ~-~ I . , v'I ! ,, -
~-iah - . · · 



---=-~-----==_;= -_-·-:_;:·.-.:--._;:--1_:··_;--:=a~=t=--_.-=s.;:=r\=·i_c_e_-_-~-:_·,~~i.~--3-r--~-l--sf6l :) I '5' 1 i ~1,~:rr:· Co~cs S=holarshi?·· .. ' j ~ V ~· 

N \f> 

NlB 

De?2. rtment of Hou s ina and Ur pan DE ve le o;.ien1 
G~Y.ih Tandem Mortgage 

- Assistince ..•....••..• 

Planning Assistance ..•. 

Urban Development 
Action Grants •.......• 

Co~unity Development 
(Section 108) Loan 
Guarantees •.••••••..•• 

Rehabilitation Loan 
Fund ................ · · 

Neighborhood Self-Help . 
Development .••........ 

Housing Counseling 
.:i.ssistance ........... . 

Public Housing 
Modernization ....••.•. 

Tenant Rent Burden •...• 

Solar Energy and 
Conservation Bank .•..• 

Community Development 
Block Grant (increase) 

Deoartment of the Interior 
Acceleration of Outer 
Continental Shelf 

·Lea$ing (off-setting 
receipts) •...........• 

Deoart~ent of Labor 
Uneillployment Insur­

ance Extended Benefits 

Trace .~a j us tr.:ent 
.~.$5istance .... ........ : 

• 

. 
1''"' .. ... ..--~· 

v 

~ .. 

I 
1 

.·· -., 
. 

.-:.'? . / 
~.· v 

. 

v v 
I I 

' . I 
I 

- -. 

v 

. 
i 

VI 
I 

~ 
l/125 
i 

~7 

A~ 

Iv v ;~ . · I I 1 3~ 

I 

' jv, 
I I 

I 
I 

I I 

I ·136 
I 1..3 7 

1 ~9 
I 140 

1
1' ~42 

I I 143 

I 145 
j I ~46 

1'5 0 
I 151 

1 '\.s3 
I i~fi 

'* 15'9 
I 160 

" I 16~ 
16'3 

I li64 

:6 I_:' 
--------:·-~--.:-·.--~--._-.. -~--:~-~-~-s-i-\-.e~--~-:~-:-.~-O-} ___ ~~~~,~~~~~~l~--~,~~~-~~i~~--·-~-,~~~~.-+-o-

::·:~;,, '").:-ic 7rajni:ig ____ --·- ___ [ __ -----· ·---'- ' v1 170 '.'-~~-~ ················ . tL1' .~-

-~~ct_5~~J l l 1~rv1 1. ,~ 



. -- . ----------·- 1
_Zl _ .. __ 1 ________________ '7 . 

--· 

-

-··--··--~ --:::-~ .................. 
t:rt.a n Mass Transpor-

» \fJ 
-:.a-:.ion Capital Grants 
-- changes from 
Ca=ter ~udget ..••••.•• . 

Nii 
Air?ort Construction--

changes from Carter 
Budget . ............... 

AMT~ll,.K Subsidies ..••••• 

Nor-:. he a st Corridor 
Irr.prove;nent Project ... 

· Local Rail Service 
Assistance ............ 

Highway Sa~•Y Grants .• 

Coo?erative Automotive 
Research Program .....• 

o:.'.1-er Indeoendent n=encies I 
:::?;..-waste Treatment • 

Grants . ............... 

~AS~-Retrenchment of 
?rograms •........•••.• 

Cor?oration for Public 
3roadcasting ..••....•• 

· Exp~rt-Import Bank ..... 

~ational Consumer 
Cooperative Bank ••...• 

~ational Endowment for 
the Arts/National 
~~=owment for the 
E~~anities •... ; .....•. 

', 

. 
I 

\" 

., 

-

I 
... 

. 

I "2- . "3 ! 4- s- I b 1_7__J_g I ~~2 
17i 

I 

~ I -

152 

I ~ 
I 

v~ v vi I f 86 
.\ 

' r I I 1 
~)8 ·V. v: !V 1 9 

j I -

. , - I: ' :VI I 191 v v - , 
r ~ 192 I 

. I 
I 

• ' I ., 

I' ~94 

v i I 196 
I f . I 197 
i . I \,.. 

l : 

Vj 
! I J.!?9 v . I 

. I 

I 
: 

l I 200 

I 
I .• 
I I 

I I ?Ol I 
. . I ' -· ·: -~ .. v I 2~3 -. I 204 ,·. 

/I I l I~ I 
I I 

µ 

I.vi I I 
IV 
I 

/ 

-

___ :_=~_"' ... _-_io_n_a_i_s_c_i_e_n_c_e ____ -+----+---- . I · / · I I ~O ?o~ndation............ v _ ~L 

?cs-:.al Service 

;:~:.:=-. L-:,3n and I I . /f I I J 
_____ ::·:·.= ~:uct ion_ ac-:.i vi:. ies ! __________ ! . ---·----~-r '-----· __ ______ ,_ J__iH-

1 



(as o: 4 : 30, Feb. 9) 

REVENUE GENERATING ITEMS 
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discussion paper -- no 
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I. Budget Authority and Outlal ,. Savin&s 

Changes from Current Services 
Summary Chart of Bu<lget Authority and Outlay Savings 

and Increases to Governmental Receipts 
FY 1981 - 1986 ... 

(in millions of dollars) 

1981 1982 1983 1984 
BA 0 SA 0 BA 0 SA 0 --- --- --- --- ---

De2artment of AGriculture 
Commodity Credit 

Corporation - dairy 
price support •••••••. 138 86 495 507 

Food Stamps ••••••••••• 2,600 2,600 3,400 3,400 3,400 3,400 
Child Nutrition ••••••• 1,25" 1,230 l ,450 1,430 1 ,650 l ,630 
Rural Electrification 

Administration (off-
budget) •••••••••••••• (2,757) ( 552) (5,521) (l,656) (5,930) (2,842) (6,375) (4,117) 

Farmers Home Admin •••• 1,007 30 2,428 105 2,428 179 2,428 255 
Alcohol Fuels/liiomass 

Loans •••••••••••••••• 525 56 104 3 4 
Animal and Plant Health 

Inspection Service ••• 20 20 330 330 359 359 382 382 

Subtotal ••••••••••• 1,552 -m 6,608 4,455 7 ,637 5,866 7,860 6, 178 

De2artment of Consnerce 
~conomic Development 
Administration/ 
Regional Commissions 
including Appala-
chian Regional 
Commission ••••••••••• 509 55 825 289 880 409 955 678 

Maritime Subsidies 
Program]:./••••••••••• 125 13 160 36 528 142 571 257 

National Oceanic and 
Atmospheric Admin. 
Programs ••••••••••••• 9 6 152 59 202 135 238 207 

Subtotal ••••••••••• --"643 --7-4 -r:m ~ l,6iO ~ 1,764 l;f42 

Deeartment of Defense 
Defense Cost Savings 

Plan ••••••••••••••••• 400 300 3,000 1,500 4,600 3,500 7 ,200 5,500 
Military retired pay--
Elimination of twice 
per year COLA •••••••• 70 70 410 410 350 350 330 330 

Subtotal •.••••••••• ---rro ---no 3,410 T,9TO 4,950 3,850 7,530 5,830 

February 10, 1981 

Item 
1985 1986 Totals 

BA 0 BA 0 RA 0 --- --- --- ---

553 487 2,266 
3,500 3,500 3,600 3,600 16,';00 16,">00 
1,880 l ,850 2, 106 2 ,076 8,336 8,216 

(6,860) (5,489) (7,379) (6 ,450) (34,821)(21,106) 
2,428 331 2,428 407 13, 147 l. 307 

3 3 525 173 

403 403 424 424 1,918 1,918 

~ 6,640 8,558 6,997 40,426 30,380 

l ,027 l ,827 1157 1,058 5,353 4,316 ),,..... 

580 420 463 513 2,427 l ,381 
- \] 
"'-r.' 
~ -

250 237 241 223 1,092 867 <-'--
T,1ITT 2,484 ~ 1,794 B,m ~ ,<.. 

it:._ 
7,900 7,000 11, 900 9,500 35,000 27. 300 \~ 

320 320 330 330 1,810 1,810 

8,220 7 ,320 12,230 9,830 36. 810 29, l 10 



Summary Chart (con't) 
(in millions of dollars) 

Item 
1981 1982 1983 1984 1985 1986 Totals 

llr. 0 BA 0 BA 0 BA 0 BA 0 BA 0 BA 0 --- --- --- --- --- --- --- --- ---
Deeartment of Education 

Elementary and 
Secondary Grants 
Consolidation •••••••• 1,537 110 1,803 1,259 2,042 1,807 2,413 2,095 2,688 2,318 10,483 7,589 

School Assistance in 
lo Federally Affected 
Areas (Impact Aid) ••• 172 165 438 416 477 454 517 491 554 527 536 561 2,694 2,614 

Vocational Education •• 75 74 166 166 178 171 190 179 202 190 811 780 
Student Loans and Pell 
Grant••••••••••••••••• 288 89 1, 124 914 1,984 1,702 2,343 2, 185 2,549 2,564 2,741 2,948 11,029 10,402 

National Institute of 
Education •••••••••••• 20 22 22 20 23 20 25 21 27 22 117 105 

Subtotal ••••••••••• ~ -rn 3, 194 1,536 4,452 3,601 5, 103 4,674 sm 5,386 6, 194 6,039 25. 134 21,490 

Deeartment of Energl 
Synthetic Fuels 

Subaldlea •••••••••••• 5,725 275 858 864 1,064 859 362 776 140 824 25 756 8, 174 4,354 
Fossil Energy Programs 169 163 398 387 735 707 838 755 758 781 835 794 3, 733 3,587 
Solar Energy Program •• 132 79 363 365 343 349 358 334 313 319 298 304 1,807 l, 750 
Other Energy Supply 
Progra••·•••••••••••• 229 114 211 199 205 211 200 196 182 180 177 180 1,204 1,080 

Energy Conservation ••• 396 66 566 321 497 615 472 519 474 508 473 473 2,878 2,502 
Energy Information 
Adainlstratlon ••••••• 23 23 66 66 80 80 86 86 92 92 97 97 444 444 

Energy Regulation ••••• 33 33 171 148 159 161 152 153 148 144 139 138 802 776 
Departmental Adain •••• l -9 -6 -17 1 1 -4 -25 
Alcohol fuel/Bi011aaa 
Financial Assist ••••• 745 114 29 13 15 15 15 745 201 

Subtotal ••••••••••• 7,453 --SSS 2,627 2,362 3,084 2,996 2,468 2 , 834 . 2, 107 2,863 2,044 2. 757 19,783 14,670 

Deeartment of Health and Human Services 
Kinimwa Social Security 
Benefit•••••••••••••• ~00 200 1,000 1,000 1,100 l, 100 l, 100 l, 100 l, 100 1,100 1, 100 1, 100 5,600 5,600 

Social Security -
Disability Insurance. 110 550 1,175 1,700 2,225 2,750 8, 510 
Student Benefits ••••• 100 100 700 700 1,200 1,200 1,500 1,500 1,700 1,700 1,700 1,700 6,900 6,900 

Aid to Faailles with 
Dependent Children ••• 67l 67l 783 783 812 812 845 845 880 880 3,991 3,991 

Medicaid cap •••••••••• 100 100 1,013 1,013 2,038 2,038 3,319 3,319 5,013 5,013 7' 198 7, 198 18,681 18,681 
Soclal/Ca.aunity 
SerYices and 
Health Program 
Consolidation 1/ ••••• 1,.943 1,827 1,996 1,982 2,047 2,038 3,466 3,271 3,869 3,679 13,321 12 , 797 

Health Planning: ••••• 50 20 125 75 198 110 220 200 240 240 260 260 1,093 905 
National Institutes 
of Health •••••••••••• 126 54 164 114 286 255 368 333 419 388 451 423 1, 814 1, 567 



1981 
BA 0 

Health Professions 
Education •••••••••••• 219 32 

Health Maintenance 
Organizations........ 37 6 

National Research 
Service Awards....... 61 26 

Public Health Service 
Hospitals............ 40 40 

National Health Services 
Corps Scholarship.... 16 3 

Sunaary Chart (con't) 
(in millions of dollars) 

1982 1983 
BA 0 BA 0 

277 126 301 221 

27 18 62 27 

64 53 64 61 

100 100 189 189 

31 14 45 37 

1984 1985 
SA 0 M 0 

322 260 341 297 

15 50 82 61 

64 64 64 64 

209 209 229 229 

54 45 65 54 

3 

1986 
SA 0 

359 313 

90 71 

64 64 

253 251 

80 65 

Item 
Totals 

SA O 

l , 819 l , 249 

173 235 

381 332 

1,020 1,020 

291 218 

Subtotal ••••••••••• -m --m ~ 6,261 8,262 9,178 10,090 11,630 13,564 15,487 16,304 18,758 55,284 62,005 

Department of Housing and 
GNMA Tandem Mortgage 

Assistance 1/ ••••••••• 
Planning Asslstance •••• 
Urban Development 

Urban Development 

34 3 

Action Grants......... 340 
Section 108 Loan 
Guarantees............ (88) 

7 

Rehabilitation Loan 
Fund•••••••••••••••••• 

Neighborhood Self-Help 
Developaeot ••••••••••• 

Public Housing 
Modernlzatlon ••••••••• 

Tenant Rent Burden ••••• 
Solar Energy and 
Conservation Bank ••••• 

130 63 

8 4 

(300)** 
400 +38 

121 47 

500 
37 

(27 5) 

130 

10 

800 
4,007 

132 

27 

49 

191 

9 

171 

137 

500 
40 

804 

(300) 

134 

11 

800 
3,607 

147 

37 

343 

210 

10 

529 

154 

700 
44 

870 

(325) 

138 

12 

800 
4,540 

162 

1,300 
40 

559 

211 

11 

20 
965 

155 

350 
47 

934 

(150) 

140 

13 

800 
4,983 

177 

1,700 
43 

785 

213 

12 

60 
1,609 

171 

379 
50 

994 

(375) 

142 

800 
5, 122 

192 

379 
46 

850 

214 

100 
2,221 

185 

2,429 
252 

3, 379 
196 

4,680 2,593 

(l,713) 

814 

67 

4,000 
22,659 

931 

1, 102 

59 

180 
5 ,457 

849 

Subtotal •••••••••••• 1,033 ~ 6,354 ~ 6,043 1,283 7 , 266 3,2(~,· 7,444 4,593 """'1,692 4,008 35 ,832 13,815 

Department of Labor 
Unemplo)'llent Insur­

ance Extended Benefita 
Trade Adjustment 

Aaalataoce •••••••••••• 
Ca.prehenaive Employ­

ment and Training 
{CKTA) •••••••••••••••• 

568 

99 804 

1,900 2,162 500 875 

1,150 1,150 760 760 

4,628 3,348 4,236 4,078 

300 488 100 228 

380 380 380 380 

4,578 4,408 4,946 4,762 

380 

5,341 

338 

380 

2,800 4,659 

3,050 3,050 

5,143 23,828 22,543 



1981 
BA 0 

Department of Transportation 
Federal Highway 

Program ••••••••••••••• 
Urban Mass Transportation-­

Captial Grants....... 210 
Operating Subsidies.. ''' 

Airport Construction... 272 
AMTIU.K Subsidies....... 25 
Northeast Corridor 

Improvement Project ••• 
Local Rail Service 
Assistance •••••••••••• 

Highway Safety Grants •• 
Cooperative Automotive 

Research Program •••••• 

Other Independent Agencies 
EPA Waste Treatment 

80 

12 

Grants •••••••••••••••• 1,000 
NASA-Retrenchment of 

Programs •••••••••••••• 
Corporation for Public 

Broadcasting •••••••••• 
Export-Import Bank ••••• 
National CoosU111er 
Cooperative Bank ••• • .•. 

National EndoW111ent for 
the Arts/Humanities •• 

National Science 
Foundation •••••••••••• 

92 

752 

91 

64 
Office of Personnel Management -

Elimination of twicJ per 
year COLA ••••••••••••• 

Postal Service Subsidies 250 
TVA Loan and 

Construction Activities 

31 
''' 
120 
25 

25 

8 

6 

0 

78 

75 

82 

27 

250 

Summary Chart (con' t) 
(in millions of dollars) 

1982 
BA 0 --- ---

1,390 

950 
378 
250 
431 

288 

88 
177 

13 

3,610 

359 

43 
2,030 

136 

165 

68 

510 
632 

170 

244 

170 
316 
140 
431 

95 

32 
49 

9 

125 

274 

43 
447 

128 

85 

17 

510 
632 

770 

1983 
BA 0 --- ---

1,964 1,211 

l ,047 
761 
278 
606 

-13 

96 
135 

14 

545 
543 
161 
538 

114 

62 
120 

13 

1,540 1,045 

225 311 

52 52 
2,134 l,021 

160 152 

186 131 

77 70 

430 
690 

920 

430 
690 

920 

1984 
BA 0 

2 ,546 l. 700 

1,220 
1,144 

305 
760 

20 

104 
148 

15 

975 
858 
196 
699 

51 

80 
148 

14 

1,860 1,970 

-100 68 

73 73 
2,177 1,417 

185 178 

203 193 

86 79 

400 
765 

972 

400 
765 

972 

1985 
BA 0 

3,243 2,088 

1, 368 
1,528 

330 
964 

15 

112 
172 

16 

1,284 
I, 234 

219 
966 

25 

103 
160 

14 

2, 170 1'960 

-427 -222 

98 98 
2,138 1,632 

185 1 75 

229 227 

96 89 

380 
779 

380 
779 

4 

1986 
BA 0 

3,437 2,234 

1,497 
1,626 

371 
1,056 

119 
188 

17 

1,480 
1,373 

239 
1,050 

110 
167 

15 

Item 
Totals 

RA 0 --- ---

12,580 7,477 

6,292 
5 ,437 
1,806 
3,842 

310 

599 
820 

87 

4,485 
4,324 
1,07 5 
3,709 

310 

395 
644 

71 

2,465 1,950 12,645 7,050 

-244 -213 -95 296 

Ill Ill 377 377 
2,011 l,719 11,242 6,311 

200 190 957 905 

156 140 939 776 

I 03 95 494 377 

390 
779 

390 
779 

2, 110 
3,895 

2, 110 
3,R95 

1,034 1,034 1,127 I , 12 7 4 ,823 4 ,R23 

Subtotal •••••••••••• 2,249 -ru 8,323 3,031 6,414 4,822 6,621 6'";'Tl5 6,682 6,152 7,098 6,288 37,3117 26,920 



Summary Chart (con't) 
(in millions of dollars) 

1981 1982 1983 
BA 0 BA 0 BA 0 --- --- --- --- --- ---

Federal Personnel 
Reduction not 
related to program 
reductions 2/ ••••••••• 142 142 793 793 1,273 1 ,273 

Revision of Federal 
Pay Comparability 
Standard •••••••••••••• 3,800 3,800 4,900 4,900 

Outer Continental 
Shelf Leasing 
and Sales ••••••••••••• 250 250 900 900 2,000 2,000 

TOTAL, On-Budget Authority 
and Outlay Savlogs.15,899 5,078 54,904 34'162 61,009 49 ,47.5 

Off-budget Items -
Rural Electrlfica-
tion Adalnlstra-
tioo ••••••••••••••• 2,757 552 5,520 1,656 5,930 2,842 

TOTAL, Budget Author~ 
and Outlay Savlnga.18,656 5,630 60,424 35,818 66,939 52,317 

1984 
BA 0 

1. 515 1,515 

5,800 5,800 

3, 100 3, 100 

70,637 62,076 

6,375 4, 117 

77 ,012 66, 193 

• The estimates ln this table are as of 2/9/81. In some instances there may be 
minor differences between the estimates ln the table and the dlscuaslon papers. 

•• Deferral 
1/ Avaltlng declslon. 
!I Eatiaated at 40% of total personnel reduction. 

1985 1986 
BA 0 BA 0 --- --- --- ---

1,778 1, 778 2,040 2,040 

6,200 6,200 6,600 6,600 

3,500 3,500 3,500 3,500 

78,468 73,866 88, 153 81, 140 ____ .,._ 

6,860 5,489 7,379 6,450 

85,328 79,355 95,532 87,590 

I tem 
Totals 

BA 0 

7,541 7. 541 

27,300 27,300 

13,250 ll . 250 

369,070 305,787 -------
34,821 21, 106 

403,891 326,893 



II. Increases to Governmental Recei~ta 

(in millions of dollars) 
1981 1982 1983 1984 1985 l9R6 

Corps of Engineers 
Inland Waterway User Charges 

Increase fuel tax to recover operation, 
maintenance. and replacement costs and 
capital costs on new waterway••••••••••••• 258 275 300 315 

Transportation 
Coast Guard 

Phase-in fees for Coast Guard Services ••••• JOO 200 300 400 500 

Federal Avaiation Ad•inistration 
Increase trust fund taxes to cover all 
operating expense••••••••••••••••••••••••• 3,901 4,840 5,277 5,590 6,088 

Highway Trust Fund 
Increase motor fuels taxes -- no discussion 
paper (increase to governmental receipts). 

Base extension ••••••••••••••••••••••••••• N/A N/A N/A N/A 3,914 4,019 
Convert to ad valorem tax rate (4.2%) •••• 500 2.300 2,900 3,400 3 , 900 4,700 
Increase unit tax by l.5i per gallon ••••• (--) (l,500) (l ,500) (l ,500) ( 1,500) (l,500) 

Subtotal ••••••••••••••••••••••••••••••• 500 6,301 7,940 8,971 13,804 15,307 
Total, increases to governmental 
receipt•··~···•••••••••••••••••••••• 500 6,301 8, 198 9,2S2 14,105 15,622 

Effect on the budget deficit ••••••••••• 5,578 40,463 57 ,673 71,328 87 ,971 96,762 
Effect on ·the deficit, includin!l 

off-budget Federal entities •• ........ 6,130 42'119 60,515 75,445 93,460 103,212 



' 

New Issues (P2~ding Decision) 

Revenue Generating It~.~lS 1:331 
CO'.'i'R..\.IL 

Sell CONRAIL to >void furt~er 
Federal SU ;)5 l J 1'.~S ·2 Sti'"'lated 3t 
$1.5-2. lB JV2l 1?31 -35 
( Incc~ase to off, 2 ::ti~g r·:c~ipts) 

Sale (Op': ion 1 ) SA 
0 

Avo i :L ; nc·2 of s ubs idies !/ 3:\ 

0 

Tax 2:xp2n1 i t~1 re SciVings pro1usa ls 
(lncre::ises to gover~:n2ntal r ece ipts): 

--LLnit ?2 rc •:: :1ta ge ,1e p l 2 tion for 
oil pr J :l •J c2 rs to 500 barrels 
per d3y of pro:1uction: 

:Sefore interaction with 
;:>erson3l rate reductions •••• 

--Repea l t ax ex•~.~ pt ion for small-
issue i"rlustrial de ve lopf'lent bo'.1ds: 

Be fore int 2 rcction ·..;rith persona l 
rate reductions .•••••••••••• 

--Disallo·.., 10 percent of home 
::iortg3.ge int2r2st deduction: 

Before i:1t 2raction \·li th pcrs .::rnal 
r~~c ~~ ~ u.::::t i :, ,s ••••••••••••• 

-Lo·..1ering of floo r und ~r t.:v::ation 
of U :I. be;:iefits: 

32f0re intc>r:oiction i..;rith P"~ r- sonal 
r .:it~ r2~uct~~~s ••••••••••••• 

- -Li::ni ti :1g c ons;ner i;it c•12st e x;:> , • ~,se 

d:d uct io:1s: 
Before i;iter<.c ti0n ~ith re r s~nal 

r~t~ r educt i ons ••••••••••••• 

( :: ~' :2 : ~ "._I 3 -~ S • • .. • ., • • • • • • • • • • • • • • • • • • • • 

: . .' .'\.. 

0 

;-350 
+350 

* 

* 

* 

200 

* 

279 

i9 
: -· ) 

"•J 

(in mill ions 
1932 1933 

-2 ,S•'JO 
-2,500 

-Ii JO - 550 
- 1~00 - 550 

100 100 

200 500 

300 300 

::;oo 8·)0 

500 1 ,.300 

3 )3 .·,n,,,. 
..) 10 

-·--- -

·7 ,-.,,· 1 ·""1 : 'r 

' 
: • j 

) 
) 

-, 
) '"! 

_IJ 
' 

~, o 

of rlolla rs) 
1984 19~5 1 ?% --- ---

-300 -1 50 _ ] ") 

-300 - 1 'iO -1 ! ~ ·') 

100 100 100 

900 1,300 1'700 

l, SJO 2,700 4, ::'.·JO 

9)0 l , Z•)') l, !i•JO 

300 4,2')\) 4,70') 

4 ') 7 -'d 9 ', 59 
----- - --- -
I ~· '~· 7 r_ - ' ') 1 ') '.'l . 

) ) - ' 
__. 

') -, : 
) - l 



New Issues (Pending Decision) 
continued 

Ex?enditure reduction ite~s 
Water Resource D2velop~2nt 

Construction progra~s--d~lay so3e 
new contract a~ar:ls •••••••••••• BA 

0 

Xon-Fina~cial asset sales -- GSA 
stoc~?ile s~les (Schneider ~emo 
recon~en1ing stockpile be retained 
until policies refornulated) •••••• 

C~e~ploy~ent Insurance Regular 
Benefits -- impose stiffer work 
test staGdard .•••••••••••••••••••• o 

Low priority veterans services •••• BA 
0 

Section 406 Airline subsidies ••••• BA 
0 

Sallie ~fae 

Withdraw access to FFB in 1982 
(new loan dis~urse~ent) --
off-budget ••••••••••••••••••••••• a 

Subtotal ••••••••••••••••••••• BA 
0 

Scono~ic Assu~ptions and Estimates 

R2venu~ yield frou reduced ::nrgin~l 
tax rates (revenue oodels are 
currently being generated.) •••••••• 

Gran:! Tot::il, :•-2w Issues: 
Govern~ 2ntal ~ecei?tS. 

:.: ~ _, . -~ : t : ( 1 :-' s ;- ~ 1 
~~ ~ { :> ~ L t -r ~- 1 -~ :- ·~~ C :- -I_ 1 t S •• 

2 \ 

(in millions of dollars) 
1931 1982 1933 1934 1985 

-20 -30 -355 -555 -520 
-20 -30 -395 -615 -550 

-750 -720 -680 

-280 -335 -160 -153 -183 
-155 -302 -292 -295 -206 

-50 -35 -25 -15 
-45 -35 -25 -15 

(---) (-1,923) (-2,500) (-3,000) (-3,500) 

-300 -465 -550 -733 -718 
-175 -427 -1,472 - l, 655 -1,451 

? ? ? ? ? 

====== ======~= = ~;= •= = = =====~== = 

479 2 ,2 .'3 3 

- '· ~ ) ~ 1 

2 

1936 

-210 
-21 Cl 

-660 

-182 
-163 

+5 
+5 

(-4, OCJO) 

-387 
-1,028 

? 

12, 5)9 
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New Issues (Pending Decision) 
continued 

(in millions 
1981 1982 1983 

Effect on budget 
deficit ......•.•..... -304 -3,115 -8,908 

Effect on overall 
Federal d~ficit •••••• -304 -5,033 -11,408 

1/ Payment of pr~tected employees (pre-1976 employees) may equal 
or exceed these savings. 

3 

of dollars) 
1984 1985 1986 

-6, 162 -11,540 -13,637 

-9, 162 -15,040 -17,lj87 
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&EOFnEY H. MOORE 

Statistics Exaggerate 
Woes of Average Family 
According to the Bureau of Labor 

Statistics, a married worker with 
three dependents who earned the 
average earnings in the third quar· 
ter of 1980 received 5237 in gross 
pay per week. After federal income 
and Social Security taxes, take-home 
pay came to $208. And after allowing 
for inflation, his spendable earnings 
brought him S83 in terms of the 
dollar's 1967 purchasing power. Back 
in 1967 a similar individual netted 
$91 weekly after taxes. 

In terms of real dollars, that is, 
the married worker with three de­
pendents seems to be worse off than 
he was ll years ago. In fact, one 
would have to go back to 1960 to 
find a lower figure for real 
spen®ble earnings than in 1980. No 
progress in 20 years! 

Inflation has, of course, been part· 
ly responsible for this disastrous 
record, as nominal gains in pay have 
been wiped out by higher prices. 
The tax system has also done its bit 
to make things worse, since higher 

• nominal earnings are tAXed at high· 
er rates. In 1960 the tax man took 
less than 10 per cent of this worker's 
earnings: in 1980, the tax bite was 
more than 12 per cent. 

But the real culprit ts a faulty 
statistical base. The figures apply 

'I to a married worker with three de--' 
pendents wbo earns the average 
earnings. The fact is that most mar· 
ried workers earn more than the 

. average earnings. Indeed, in the 
. . third quarter of 1980, according to 

a comprehensive survey (referred 
to below), half of all married couples 
with only one earner had earnings 
in excess of SJ16. per week. 

In other words, the average mar­
ried worker with three dependents 
earns a good deal more. than the 
average! 

which the figures for a marnea 
worker with three dependents are 
based do not apply to that type of 
worker at all. In fact, they don't 
apply to any particular type of work· 
er. They are derived by dividing 
tbe total amount of weekly ~ages 
reported by employers by the total 
number of names on their payrolls. 
Marital status is not reported. Some 
persons are on more than one pay-

• roll, and for them it is a very odd 
average indeed. A worker who 
makes S:Z.SO a week at one job and 
5100 a week at another job earns 
Sl7S on the average, a figure... that 
understates his total earnings by SO 
percent. Multiply that situation by 
the five or six million people who 
have two or more jobs, and you begin 
to see the makings of a statistical 
monstrosity. 

In .addition. a large number of 
persons, especially married women, 
as well as young people who work 
after school or on weekends, have 
pert-time jobs. They work to supple­
ment the family income and their 
average pay is usually less than 5100 
a week. Since their names are on 
the payroll they get counted the 
same as everyone else, so wbat they 

· earn reduces the average weekly 
earnings per worker. 1.t is ironic that 
anyone who makes an effort to in· 
crease bis family's income by taking 
a part-time job has exactly the op­
posite effect on the stati.stics me• 
s1sring family welfare . 
' The upshot is that the.spendable 

weekly earnings for a married work· 
er with three dependents, reported 
every month by the Bureau of Labor 
Statistics, ls a fictitious number. It 
does not represent the earnings of 
such an individual. arid it has been 
getting less and less representative 
as the years go by. 

• 
. 

. 

If this sounds Hke statistical goob­
ledygook, it is. The problem is that 
the average weekly earnings upo~ 

Dr. Moore, former head of the Bu­
reau of Labor Statistics. is director:. 
oftbe ~atertor International Bust­
Dess Cycle Siesearcb 1t Rutgers Ulli· 

The reason for this deterioration 
is that the proportion or persons 
who work part-time llas been grow­
ing. In 1960 fewer than one in seven 
workers in non-farm industries had 
part-time jobs. By 1972 the propor· 
tion was up to about one in six, 
and now il is close to one in five. .. 
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lti1 Statistics Exaggerate Woes 
Continued rrom G-1 
The weekly earnings of the~ part· 
time workers are hardly more 
thanone-fourth as much as the earn· 
ings or full-time workers, because 
they work fewer hours and they re­
ceive a lower rate per hour. The 
more numerous they become. the 
lower is the weekly average, and 
the less representative it is or what 

. a married worker with three depen· 
dents really earns. Yet it is solemnly 
reponed month after month, often 
as front·page news. 

In 1979 the National Commission 
on Employment and Unemployment 
Statistics, appointed by President 
Caner, recommended that the Bu· 
reau of Labor Statistics stop pub­
lishing the spendable weekly 
earnings figures because of their 
misleading character. The commis­
sion also recommended that the BLS. 
establish the quanerly survey or 
family earnings that we have just 
referred to. 

The survey has been staned, and 
it yields a very different picture of 
the level of earnings. Some 40 mil· 
lion families were covered· in the 
third quaner of 1980, and their med· 
ian ~rnings came to 5412 per week. 
Marr1ed<ouple families with two or 

~ 

J' \ . 

Coprri&llt 1911, IMA. 

'· · ~ 
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A Look at Reagan Economics 'Lesson' 
•• • ... • ..J. _. •• - . • . . 

By LEONARD SILK Although Mr. Reagan Insisted he did economic term, it is difficult to confirm 
not want to subject his audience to a or refute his statement, but it seems ex-

In his televisioo address on the econ. 
omy Thursday nighf, President Rea­
gan declared that the United States 

" jumble of charts, figures and eco. aggerated. Unemployment~ as re-
nomic jargon," he set out to explain ported yesterday, is now at 7.4 percent 

. ''where we are, how we got there and of the civilian labor force. In 1975 
how we can get back" - in effect, lay. unemployment averaged 8.5 percent. was in •'the worst eco. 

~ nomic mess since tbe 
J::conomfc Great Depression" · and" 
Analysis warned that ''We are 

in& out an economic primer that might (As a comparison. In 1933 unemploy-
lead the Aa1erican public to understand ment averaged 24.9 percent.) ' 
and support bis effPft to "tum th1 .... 
around... ~ Infiation, as Mr. Reagan said. aver-

threatened with an eco­
nomic calamity of · ~ 

mendous proportions,'.' a theme that 
echoed tbe ·~economic Dunkirk" paper · 
of his budget director, David A. Stock- · 

How acc:Urate and. well ...... _ .. ..., W'"• aged 12.4 percent la.st year and 13.3 per-
•uwiuaa ..... · cent In 1979, measured l,n terms of the 

this ecanomic. primer? And is this the · · Consumer Price Index. Most econo-
worst economic iness smce the Great mists would maintain that the eon. 
Depression? 
· ·SIDCe "mess" Is not a welkleflned CcmdmtedoaPage35 

- --- .... __ . ____ .:.... _____ _ . --- ·-- ------- -- ---' - - ---- -· --
man. . 

A Critical Look at Lesson 
In EconomicS by Reagan 
CODtlaaed From Ftnl Busfnea Page 

sumer Price index ls a less ac:c:urate 
measure of inflation than the price 
1Dda- used . to denate gross national 
product. 1bis index rose by 8.8 percent 
in 1979 and 9 percent in 1980. 
Depends OD Yardstick . 
· The past t1"J years of back~back 
inbation, in·terms of consumer prices. 
were indeed the worst of the postwar 

. period. But measured by the G.N.P. 
deflator, 1974 and 1975 were worse, 
totaling. 19.3 percent, · compared with 

·11.Spercent in the put two years. 
(1be current rate of inflation cannot 

tie compared in percentage terms with 
.tbf: Depression, wben the econom}t suf. 
feted from defiation. From 1929 to 1932, 
the Consumer Price Index fell by one­
fourth and the G.N.P. defiator by one­
flfth. That deflation was doubtless 

-- more painful, resulting in more busJ., 
ness failures than the current infl&. 
tion.) · 

Mr. Reagan Cited the budget deficit 
as another sign of the current mess. He 
said the nation faced "runaway deficits 
of almost $80 billion for this budget 
year that ends Sept. 30." 'lbat sounded 
.scary, since President Carter, in his 
last budget, bad estimated the defidt 
far the fiscal year 1981 at SM billion. 

. But President Reagan was including 
"off-budget" Items, ·such as Federal 
bouSing ~t and loam for rural elec­
trification. in the S80 billtcn deficit. 

Many of Mr. Reagan's statements 
appeared to overdramatize the na­
tional crisis. For instance, be said that 
if the 9eYel1 million unemployed Ameri­
cans stood in a line; It would reach 
"from the· coast of Maine to Califor­
nia." But 4'pen:ent unemployment was 
considered In the postwar boom years 
the equivalent of "full employment," 

··and the overwhelmma majority of 
·economists would say that the nonnal, . 
or frictional, level of unemployment 
bas now moved up to 5 percent; many 
conservatives would put It at 6 percent. 

Unemployment is a serious problem 
for many young people, especially mi­
norities In urban areas, and for many 
industrial workers· In the Northeast, 
especially in autoa and steel, bUt it does 

not look like a grave national disaster. 
The line of "aboYe normal" unem­
ployed would not reach to the Missfs. 
sippi. 

'lbe President's arithmetic on the 
shrinkage of the' l960 dollar to 38 cents 
today was correct. but perbaps mis­
leading., in . that be did not say bow 
much real earnings had Increased. In­
deed be asaerted that "even wtth cost­
of-livtng pay raises,•• everyone's 
"standard of living is going down." 

However. per capita disposable In­
come in 1972 dollars- that is, average 
personal Income after taxes and after 
allowing for Inflation - · rose from 
$2, 709 In 1960 to $3,668 In 1970 and to 
$4,56'7 In 1980. lbis suggests that the liv­
ing standard or the average American 
bas roughly doubled since 1980. Yet 
many people feel worse otr; rtatng so­
cial tensions (along With the rising cost 

_of tuel .~ t~) may help explain the 
common perception~ 

Mr. Reagan seemed 'to reserve his 
biggest ammuniUoa for blasting the 
climbing Government debt, which be 
means to ·coatrol by cboppma expend­
itures. He wamed that "we may, In 
spite of our best efforts, see a national 
debt In excess of a trillion dollars.•• 
· ••Now this is a figure that ts literally· 

beyond our comprehension," he said. 
Here .the President might have made 

the figure more comprehensible to his 
students by noting that, With a popula­
tion of 223 million, a national debf of $1 
trillion would equal about $4,500 per 
person - no triOe, but not disastrous 
relative to national income and gross 
national product (wbich will exceed 
$2.9 trillion this year). 

1be President appeared to oversim­
plify the lesson that government defi­
cits were the root of Inflation. But that, 
as well as his prescription for curing 
inflation,· is a subject for many argu- · 
ments to come - In the halls of aca­
deme, in chambers and corridors of 
Congress and in the living rooms and 
workplaces of the nation. 

In any case, Mr. Reagan deserves to 
be congratulated-and was by most of 
his auditors - tor tackling the difficult 
task of economic education. 



Some Economists Dispute Premises ·. 
Of President's Speech on Economy 

,. ' 

La"berala Challenge Statiatia 
BJ STEVEN RATl'NER 

SpKtal ton. Mew Yn 1111181 . Economists Dispute Reagan Pr~mises 
WASHINGTON, Feb. 8-Some liberal · 

economists took Issue today With the ec:o; 1 
nomlc premises of President Reagan's : 
speech last night, which reftected what ; 
the President referred to u a comprehen- ! 

slve audit of the natlm's economic condl.. ' 
tlon. · 

The economists contended In Inter­
views that key economic statistics In Mr. 
Reatan's speech were mliuSed and the 
extent ol the difficulties overstated. ; 

A copy of the audit, prepared by MUil;' 
ray L. Weldenbaum, chairman-dellpa~ ' 
of the COuncll or Economic Advisers. -.a i 
obtained by The New York Tlmt!a. The~ 
audit warns that the natiO!J'S ec:onornlc \ 

~
Its are caused by the Federal Govern-\ 

ment and that the dlfftcultles wlll become 
ramatlcally worse without "profound­

even drastic - changes In Federal eco­
nomic policies." 

Misuse of Statlltld Centendec1 
One of the problems ID duln&fq ~ 

nomlc policies was evident today In ~ 
gress when the RepubllcaJMXJntroHed 

1 
Senate gave final approval today to a $50 
bllllon Increase, to $985 bllllm, tn the Fed­
eral debt limit. The ldcreUe alloWI tlM! 
Federal Government to borrow money to 
payltsoperatlngcosts. (Page7.] · 

1be 30-page audit that the President 
used was mostly a sertes of charta, rather• 

CondDued oa Paptl, Cohamll 

Contlllued From Pqe l 
than an analysis of the state of the na· 
tlon'seconomy,asMr. Reagan suggested 
In his natlmally televised speech. The 
audit bore a stl"OQg resemblance to Mr. 
Reagan's speech, beginning with the con­
tention that "the American economy ls In 
many ways In Its wont state slnce World 
WarU." . 

In particular, the economists were un­
happy about Mr. Reagan's repeated un­
favorable comparisons of the present 
situation with the economy of 1980. 

"Clearly, In every real respect we're 
better off today than we were then," 
said Gardner Ackley, chairman of the 
Council of Economic Advisers Wlder 
President Johnson and now a professor 
at the University of Michigan. "We 

· may not f~I better off." 
The economists, many of them u­

soclated with Democratic admlnliltra· 
tlons, were also concerned about Mr. 
Reagan's and Mr. Weldenbaum's argu. 
ment that the F~ral Government was 
the principal source of economic ms. 
They cited such other factors as the· 
sharp oil price lncreasd and the wage-

: price spiral; contending that to focus 
almost only on the Government could 
cause policy to be misdirected. I 

·. One Reagan adviser, Alan Greell'.' 

span, defended Mr. Reagan's analysis 
of present circumstances, contend.Ing 
that "we are much worse off then we 
were In 1960 In the sense that the sys. 
tem ls out of balance." And Mr. Green­
span, chairman of the Council of ~ 
nomlc Advisers Wlder President Ford, 
attributed 9ome of the other causes of , 
lnftatlon, 8'1ch as the wage-price spiral, · 
to the Federal Government as well. · 
"The wage.price spiral ls the conse­
quence of a lot of other pollcles." Mr. 
Greenspan said. "It is not an exoge. 
nous force sprouting out of some un­
known depth." 
Focus of Audit 

The audit prepared by Mr. Weld~ 
baum focused on lnftatlon, Interest 
rates, taxe5 and the Federal budget, 
arguing that "all appear to be out of 
control." 

"It bas become convenient for some 
to blame these economic falllngs on 
factors beyond our control, such as 
world oil prices and poor harvests," It 
contended. "Such asaessments are de. 
celvlng. The basic source of most of our 
economic distress ls the past mis- . 
guided policies of government Itself." 

In addition to philosophy, the liberal • 
economists were troubled by the use of 
statistics. Numbers are regularly used 
by Government officials to support 

their. positions, but tile practice a~ 
pears to have been employed to an un­
usual extent In the speech and audit. 
"He was really way off base In his lac. 
tual material." said George Perry. a 
senior fellow at the Brookings lnstitu­
tloo. "What purported to be evidence 
about the growth of government wu 
very badly Used. 

For example, Mr. Reagan cited the 
·growth In Government employment. 
But Government employment bas 
grown more slawly since 1960 than the 
popwatloo so that the number of Gov­
ernment workers per American bas 
dropped. 

One cohtentlon that the economists 
did not disagree with was that lnftatloo 
hurt the economy by creating uncer-

. talnty and worry. The economists also 
conceded that the performance of the 
economy last year was disappointing, , 

. although they contended that the ef­
fects ol the recession were cyclical and 
not the beginning of an ominous trencJ; 

J 
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On_ the President·'s Economic Address r.. . ... ., 

President Reagan's economic address 
undoubt.edly will be well received. Cer­
tainly, federal largeea over the .laSt 20 
years baa creat.ed huge deficita without 
the kinds of reeu1te to justify the ex­
penditures. Few fiscally responsible per­
sone can argue over the need to reduce 
these deficit& But to pin our economic 
plight entirely on the federal sector can­
not be right. 

product quality? Will business move ag­
gressively to capture abandoned mar-
bts? I 

. President Reagan must be lauded for 
his ~ in seeking to gain mastery 
over the federal machine. I hope be sue~ 
ceeds. Deficits in the hundreds of bil­
lions of dollars threaten our national sol­
vency and drain from the economy 
needed capit.al But t.o suppose that fed­
eral policies alone hold the- key t.o our in­
dustrial survival is as naive 88 believing 
that social programs alone can solve our 
social problems. · 

Business should not be coddled. It 
should be critici7.ed. The myopic golden 
goose is straiigling itself. 

Food stamps did not put aut.o workers 
out of work. Medicare did not cripple 
the st.eel industry. Clean air and water 
did not devastate the apparel industry. 
Domestic products inadeq\Jate to the re­
quirements of the marketplace did, both 
in cost and in substance. It seems as if 
the Japanese are more aware of the rea­ ' LAWRENCE TOBIN 
sone for qur iridustrial decline thati we · Columbia 
are. They say it's our own business prac- • 
tices: The pursuit of short-term profits, Did I see correctly the first "graph" 
the abandonment of market segments to President Reagan showed the' American 

. foreign competition, industry's failure to people? I saw "curves" representing the 
keep 'pace with technology and the fail- growth m" government expenditure and 

. . ure of buainees to recognize market the growth of tax revenues. But I believe 
trends have all but. destroyed our com- I saw no coordinates, no numbers. Since 
petitive advantage. · - I positively- did .hear Mr.· Reagan tell 

President Reagan obliquely referred t.o what "slope" indicates, I looked hard for 
the surplus of dollars chasing an eeaen- the numbers, but a second "graph" ap­
,tially unchanging supply of goods. peared before I could be sure. That one 
Should, then, the money supply be re- showed the two "curves" converging, but 
duced to strike a balance? Will this put again I saw no numbers. 
peopl~ back to work? Will business be Did anyone? 
motivated to improve productivity and If anyone did, will some of the 

New Etiquette for the Press: Two Views 
I am surprised and upset that ·the Reagan'.s fint prees conference was a 

members of the press took Mr. Rea- "dignified &ffair." I don't deny that. 
gan's "Press Conference Rules of Eti- But if this trend of politely waiting to 
quette" sitting down. All that rising be called on continues, I do suggeet 
and scrambling Joeeph Kraft referred that this event be officially referred to 
to [op-ed, Feb. 1) grew out of a need as ,a "Dignified Affair" instead of a 
-a vital need to be recognized by a "Presa Conference." 
president who consistently chose a se- , MARYE. McLEAN 
lect ~P of reparten he trusted. OVf!! Springfield, Va. 

• 

~ .. .. ~·~ 
"peeudo-intellectuaJs" among ui:please 
comput.e the size of expenditurerand 
revenues Mr. Reagan anticipa~'ia'hat 
way, we can break the suspew of 

. waiting to hear the Reagan team's- objec­
tives. If there really were no> numbers, 
what the president showed ua,q -not a 
graph but a cartoon, and the:.JUigan 
team assumes that 232 millio1rA1Xler­
icans are too ignorant to tell the differ­
ence. If the team is right, Mr. Stockman 
had better make provision in his budget 
for a great many more education YOllch­
ers than he probably· has in minaer. the 
American people have not maat.i!red 
eighth-grade math. · ·•-: 

KAREN E. FIBLDS 
Washington 

• 
' . Well. Mr. Reagan has mad~·~.'fe.st 
big speech. How is he doing? .lt . ~·still . 
too soon to judge his performance.and 
too soon t.o carp, but the a~ are 
poor, and the urge is strong. ,. ,.u I' . 

His merely telling us again how Had 1t 
is and what his goals and intentio~ are 
isn't encouraging. First of all., htr exag­
gerat.ed. Our current plight isl,!'~ ~bad 
as he painted it. Not only has..it..l>een 
worse several times since the '30li,, it. baa 
been worse recently. But more frighten-. 
ing than that, Mr. Reagan seems.to be 
still campaigning. You can beat an in­
cumbent's hard choices with v~ in­
tentions, but you can't run a country 
that way. And you can't keep proioising 
the details next week. 

And please don't ~11 us again that the · 
situation is too complicated for us to un­
derstand. Statements like that reveal 
more about Mr. Reagan's understanding 
than ours. And, frighteningly, more 
about his ability t.o do something effec­
tive about things than perhaps he real­
izes. 

GEORGE E. HUMPHRIES 
Washington 
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Economic outloolc­
Views in conflict 

Tr.. «~ IS "' ttw WOf:ll ~111PI MJ...'W ,,,., Uittdl ~#5 
~- PraSdrltlt RVfW/Q ~ s.Jys. Bu1 stdli:SllCS c1idtl b) 

R.l"'JJll r1 ho Fill> 5 teW.'"'°"' •""1•JS - 111 "" 'Jlldl' .JJ 1"' "''""""'Y r~as.rd lut -· tal oay part "' ttw •r.xr 
This dult 1~$1tJtt1s S&Jtn9 &JI 111e differences o.:t .. tlllitl ~·flJt 

lld_. ..,., F.o. 5 •/IQ w/W/ - .lU/llt>ftta11v• 19/f .. "'°"' 
Fad• 1U1 thl• c:lldrl "'"'" r~-rchia by Tlloma1 J. ~e. '''°""""''" •Pd<MlflSI #I me S.,,, T.,.,, WaSOOi11on &leau. 

"Th• percHtag• ol urnint• 
lh• r1d1ral gowern111t1nt took in 
lases in 1960 ha1 almo11 dou• 
bled." 

"R9911faUons adopted by gov• 
ernmenl with th• bHt or lnlen· 
lion• h1V1 added $666 lo the 
coat ol an automobile." 

"What haa happened lo that 
A,,,.rican drHm or owning a 
home? Only 10 year• ago, a 
family could ..,.y a homo and 
tho monthly payment 8V•ra9ed 
1 ~Ille more than a quartar-
27~ out ol every dollar earned. 
Tod•y, it take• 42c out ol nery 
dollar ol income. So, fewer than 
one out ol 11 lamiti11 can al· 

Th• redlfll ta• bit• Into w19oa ind saloriH hu ill· 
i;rtuld ""'" 1960 but ii "-' nowllofe l1ffl dQl.lblld. 
Thi uacl ri'llllll. counllng 111<omt taa ond Soaat Secu· 
rlty, ar1: 

19&0: 18.3 flllClnl ol WIVll ond SalatiU. 
1980: 24.6 percent or W- and Ul811H, 

R1191n made no 111entioft or the new equipment ill 
autom<>bil .. Pf••idld by Ille regulatlonL They inctudo: 
• Rtlroctallle MDI and s/ICM/kler bolts. 
• Brtkt• lllot atap m0t1 quickly. 
• Sltont11 bulnpers lo limit cruh d11m191. 
• Pollution control equipmenl 

About one-third the a<1dillo11al COii w•• for equipment 

Iii . lord to buy their llrtt new I' 
ill f home." , 
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budget ~var"1 . ...,. 
a~ms ac you 

By Thomas J. Moore 
Sun· Tu- Bureau 

.. ..i:.~J 
WASHINGTON-Next week President Reagan is schedultd 

10 launch what mav look like the baltle of tt,e bud11et but In 
reality is a mo\·e to wi" •he hearts and minds ol the Amerkan 
people. 

Reagan is preparing to bet virtually all hi> initial political 
capital to persuade the public and Con11ress he has " workabl• 
plan to cut Inflation sharply. 

The firs! majur move Is scheduled !or WedneSday, when 
Rea&an Is expected to ask Congress to slash .ome $50 billion 
from the federal buu11et, a 6 percent cut. 

He haa been building momemtum throu11h a televbio11 
speech and other White House moves aimed al persuading the 
public that the economy Is In crisis. (See ulc0tnpa11}'iritt churl) 

WHILE MANY AKE CALLING Rea11an's policy "new" or 
supply-side economics, the admlnistrauon approach is the 
oldes1 economics or all . It resu on ma.a psychology: 

Economics remains in part a matter ot whMt people believe 
and how Ibey bt!have, regardless of all the econometric 
models, complex formulas and e•oteric theories. 

A person who llt:lieves 1hat inflation i• a:uin11 to 1et worse­
whether factory worker or Wall Street financier-is 11uing lo 
behave In a manner lhal fulfills his own prophecy. 

He will borrow money rather than save. hoping to repay 
1he debt In dollars that have •hrunk In value. When borrowin1 
and saving get out of blllance the result is high inflation rates, 
high interest rates or buth. 

Worker1 who see lheir buying power eroded by inll•tio11 
demand larger wa11es; these higher w~ges push pricet hi1her 
and reduce the value or the dollar still more. 

This inflationary machinery in turn in1erl0<.k0i wilh MQver11• 
ment puihing spending, taxes and borrowinc upward. ! 

IN A SWEEPING BID to reverse this inflationary momen• 
1u·n1, Reagan will direct his fire at government. Since h1ll~tio11 
hikes federal spending and taxes, his lirsi major initlati\ e will 
be to reverse policies or two decades and cut bulh. 

By the usual und ~ustomary 1 heorie• ol econo1111cs. lo 
reduce ~pending ~nd taxes by an e<jual amuunt ha• nu elfrct 
at all. The economy hu exactly the same number or dullars 111 
circulation to purchase the same amount or goods. 

But Reacan's target is the heart and mind of the con.umer, 
banker and businessman. not lhe professional eco11omist1 
measurina the flow of money. It he convinces the publlc th•sa 
policies will lower inllatlon, changed public behaviur may 

. help the problem. 

EVIDENCE IS MOUNTING that public perceptions increas­
ingly drive the economy. II Reagan can make a lasting chang1 
In thooe perceptions he 111ill have achie\'td an 8$1oni•hin¥ 
political coup. 

Thill Is the heart ol the administra1ion's campaign. 

It Re1gan eonvlnces' the public and the financial markets 
that his policies are going to lower infla1lon, they will demand 
smaller pay raises, save more and resist higher prices. 

And that chain ol events could lead to le!fli inflation. 
But Reagan's first majOr move as president Is also fraught 

with peril. A wary public knows that any polillcan can cut , 
taxes. And for decades no polfllcan has achie\'ed sulbtMntlal 
cuts In spending. To abolish or cut sharply real prognmi1 rlskl 
antagonizing special intereits with millions of supporters. 

While Reagan administration economi01tS dismiss the poSil• 
bllity, Inflation can be kicked sharply upward by unexpected 
developments: an oil price runup or &udden rise In food prlce1, 

Finally Inflationary perceptions are now locked Into labor 
contract wage Increases, loan agreements, investment scheme• 
and cost·of.livlng escalaton. 

These arrangements are now lmbedded in the fabric ol lhl 
. economy and could persist to undermine Reogan'• ellort lo 
sell the nation that a new deal on lnllatlon Is at hand. 

, ;_. 

'Economic outlook' sources: 
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