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g$ Mr. Speaker, Mr. President, Distinguished Members of

Congress, Honored Guests, and fellow citizens:

oS
One month ago, &was your guest in this historic

. . . I u..)oo\d S +o
Capitol Building, gl I pledged to you my—cceoperation

@ doimg what is right for this Nation we all love so

much.

oAb ledge- ik e
I return tonightjD s Lz, $Nu&(u«‘\

*p-that—same_spirit
Agja\@\a)\-{b Femad A o Awnon <O QLo S A _
I have come S -

dikdesr—au. to reach out my hand and to share with you the
great prcmise that is within our reach if we econtinue<to
work together.

Bt let‘as first begin with the truth. I must repeat

to you the situation that I regretfully outlined to the

: bocde~ael by
American people two weeks ago: We are,—at—this moment, '

a1 the worst economic mess since the Great Depression.

() (ang

are suffering from a dangerously troubled

The plaan frotta (s thed M‘{(’:“:L o
economic system in need of urgent repair. Here—are—the chTuhg?AmAEn—
RIS vy S SN

< dor” agic dimensions of this crisis: actit™e NuM“L
(oA
Thae Qc.ou.awj
-~ The Federal budget is out of control, and we face vl wo choree
( a total deficit of nearly $80 billion in the budget year
‘\ ending this September 30th.

\ o
\\ g -~ We have suffered two years of back-to-back,

double-digit inflation -- the first time this has happened
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§ ~t5 os the very heart of our economy Nochoc o oot

¢

-- Seven million people are out of work. Despair
dominates their lives. They yearn to be productive again.

-- Interest rates have reached absurd levels of more
than 20 percent. Mortgages today are over 15 percent. New
homes sit empty.

-— Our national debt is pushing against a level of
one trillion dollars. This year alone our citizens will
pay $86 billion in interest on that debt.

-- The average weekly take-home pay of American
workers has fallen from a high of $122 in 1972 to $105 in
1980 (as measured in 1972 dollars). In the last four years,
Federal personal taxes for the average family of four
have increased by 58 percent.

-- Excessive regulation has acted as a drag on the
productive capacity of American industry, and piled on
some $100 billion in costs to our consumers.

-- American productivity, once the envy of the entire
world, is now among the lowest of all industrial nations.

-- Government at every level has expanded in leaps,
and not often enough with corresponding benefits to the
people.

It is no longer a time to talk. It is, without

question, a time to act. +© My f&bUUWCQL'—'Luil haig_
WO (o1 (& _ .
Tonight, I will outline for you and the American

people a new framewerk—f5F national CCONORLL POLiey- -
\Be%\wubvs o G funr an Qawoatie v\éw
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comprehensive package of proposals to restore the economic
strength and vitality of the United States. I shall be
submitting these proposals to the Congress over the next
few weeks.

Though our current situation is grim, I assure you that
we can act in hope. We can do so because there is
nothing wrong with our internal strengths. There has been
no breakdown in the human, technological, and natural
resources upon which the economy is built. Instead, the
cause of our failures is a series of false national
economic policies:

-- That government in Washington could indefinitely
satisfy our major social needs from the public treasury;
that social problems could be solved by programs and
regulations; and that all local and regional needs could
be remedied in a distant capital.

-- That tax and transfer payments, designed to
redistribute national income, would improve the lot of
the less fortunate at no cost to the economic well-being
of all Americans.

-- That more government spending and borrowing would
stimulate demand, economic growth, jobs, and living
standards without extracting a corresponding distortion
within an essential private economy.

-- That the Federal Reserve System was obligated to

"accommodate" excessive Federal spending and deficits
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by simply printing money to cover the massive borrowing
demands of the U.S. Treasury.

-- That our rush toward a new agenda of environmental,
safety, and health protection could be pursued full-throttle
by the issuance of new regulatory mandates without refer-
ence to economic costs or the need to balance competing
national goals.

These are the economic principles that have proven
to be tragically erroneous. The new direction I present
tonight represents a clean departure from these errors but
still rests on a reaffirmation of our basic strengths.

We seek to restore the sound principles of fiscal manage-
ment, monetary policy, Federal-State relations, private
sector incentive and efficiency, wealth creation for all,
and limited government.

There are four components to our program, working
together to raise us from our troubles. Q&k{&/
First isaétrong, new spending controlﬂ/gimed at
reducing the rate of increase of Federal expenditures

so that we can a balanced budget, by 884,

Second is an incentive tax policy to lessen the
tax burdens of every working American and to encourage
new investments in plant and equipment for industrial
expansion.

The third component is a regulatory reform program
which will be designed to reduce the cost of unnecessary
government regulations both to the Federal Government and

State and local governments as well as to private business.
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Finally, we will encourage a consistent monetary policy
designed to provide a steady and responsible decline in the
growth of our money supply over time.

Let us begin with spending controls.

My Budget Savings Plan calls on the government to do
precisely what the American family must do -- live within
its means. Because excessive government spending, with its
massive deficits, is the principal cause of inflation, then
gaining control of spending is the first step to slowing
inflation.

The dangerous condition of our economy and the years
and years of budget-breaking demand that we act boldly.

This time our measures must be effective and not merely
temporary.

Therefore, I W%l ask the Congress to join with me in
cutting = billion out of the increase in the fiscal
1982 budget. So that we are not misunderstood: next year's
budget will not be less than this year's budget. 1In fact,
it will still be _ percent larger than it is this year.
We—will spend $ _bitienr—mere—next—year—than this

yeexr. And, it will continue to grow each year of my program.

But instead of growing at a rate which feeds inflation, the
budget will grow reasonably and sensibly =-- expanding to meet
the real needs of our society while cutting back to

accomplish our goals.

This o ombrtunately; o Fraguastle unisondastosd pront abot Faduml spondlix. T Lty
[SAJRENT I noedid | o £Loun Plush T portende nahow ak @rmﬂr Ha fedaora) %auarhwmé- wilt .ww} ASve Ay pra
Hon & Lp(ﬂ({ipm-d ‘s RO Q;w\e,nzle—w\r m T Lok, Huw (‘F(:fx_ o Mo te kow auck Yo woold (o
our redarad e NS g mo st & W 5p-ending 00’\6/'1‘0( mﬁﬂw\’
Qo QWMOM%Q%((S ne- ?wa e awsd ;trfffw\- bt MB}@ witl skl
B30 il doliass.. o Buamn. W Hat more la ‘A/’)‘-"‘-ﬁcl veed T WG R ey “o ,AQ s,qr- f(Mj
Mm%ﬂf%ﬁﬁWMwaMJme\mwﬁ#%WWSMwVﬂQG*QﬂWSQ4M%% Re i Bunbe

}OS‘]L@DV\L\)W aou\r ?wan vy&ur Q_ggoc,\r-\ﬁ% ofr uxau( C@—\Apcu/uj S 23@,5&-5 Ly @ (M gﬂw Mme,,
~l ..~ A Aovn— G/ﬂl_.v(v—h/ur e L.«,r/‘n_,«c./qu r\"ﬂ\'\.‘/\ﬁ —~ - 4. -
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Before I outline some of the major cuts; it is
important for the Congress and the American people to know
the programs that we will not cut. I have seen
exaggerated accounts of how these budget cuts will fall
most heavily on those with the greatest need. That is not
true. To suggest that would be irresponsible.

Ours is a humane and compassionate society. We w&Etl Coun
continue to fulfill the obligations that spring from our
national conscience. We‘3§$¢i£%§§£§§::§{¥he essential
social safety net necessary for the existence of the
elderly, our veterans, disadvantaged young people, and those

who are poor for reasons they cannot control. Therefore,

I have ordered a number of important programs exempted

from cutbacksg\'omswﬁ--u-ngJ«?‘*"w%’L‘*"“"”‘“’“‘“ﬁ)N“‘“"U“‘L“:)‘‘ASI““““C“L“D"JA““‘S'L

. £HnS oS- rotetd oy (€ our sHar Seevdl-
m@(ﬁf&”\-‘;‘ %Mbﬂ?#ﬁd‘f—%é%ﬁ \V‘(f::g“ bj(od-& OUS,QA.— Oadh priduble P“%M owily >Qoeo(d:%_,>

X0 %
e \o O 0

guarantee the full retirement benefits of Ao p
, L,U\A;Ov— woé"

the more than 31 million recipients of social security. We

will also continue their annual cost of living adjustments.
Eliminating this cost of living adjustment would have saved

$30 billion a year by 1983, but it would also have meant a

25 percent reduction in the standard of living for our

elderly, many of whom already live on the edge of poverty

and suffer disproportionately from government-caused inflation.

-~ Medicare will not be cut.

-- Supplemental income for the blind, aged, and
disabled will not be cut.

-- Funding for disabled veterans and for veterans'

pensions will not be cut.
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-- School breakfasts and lunches for the low income and
low middle income children will not be cut.

-- Project Head Start and Summer Youth Jobs will not
be cut.

-=- Nutrition for the aging and other special services
to the aging will not be cut.

-- Job training programs under CETA, about $3.5 billion
of funding, will not be cut.

-- We will keep nearly a million college work-study
jobs as well as more than 900,000 loans to college students.

In total, more than $216 billion in safety—met benefits et~
SV &5 6N etono nic Sade wm*‘*%woo%vx
proided—en some 20 programs have been maintained at
present growth levels in the budget I am proposing. As
we debate these great issues in the weeks ahead, let us
remember that the most deserving in our society will
continue to receive the full and complete benefits they
now enjoypj§'%ﬁyf6@w~&g§ Covrrol progz— T pooposing 311?

At the same time, my fiscal reform plan asks that the
more fortunate in oﬁr society and especially the more

The prics, omd (+ Sams o ne adoir o ¢

affluent accept their end of a bargain: JIn—zeturhn—for
lower taxes, lower inflation, higher living standards, and
expanded economic oppo;&unities, #t will be necessamg=te 1o

D/\- . -
reducd’ or eliminat&T;bnessential benefits. prewvided—to-many

_better=off Americans. , '
Docing trase past st wales, ol af 08 Vs adiistasto

;*V@' &QOCCL\ Lo oaags+o /fl&xKJL +14L €§d3kd*4~f04z“

ho Chad it — iae paosd wcuu, \S&;e«fsﬁt‘j lue [ad&éf—gawao; /i

“——-(‘QA4%§CM‘€S
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(1) Government support should go only to th

need; those who are not deserving should removed from the
programs.

(2) Government should not gubsidize middle and upper
income groups.

(3) Subsidies should /not be given to particular
business interests.

(4) Subsidies regional and local government -- paid
by national tax revégnues =-- should be reduced and limited to
those cases of grgatest need.

(5) Duplication should be eliminated from Federal
programs.

(6) Catggorical grant programs should be converted
into block grants to cut overhead and eliminate waste.

(7) Programs whose benefits are not cost-effective
should be /eformed.

(8) / We should terminate ineffective and counterpro-
ductive /policies.

These are the basic principles which have guided us in

reforming an oﬁttgﬁ-control budget. Each principle in turn

™.

~

serves one overridin&‘ inciple: we should help those who

are deserving, and should not

‘ kst
In the context of -+£hese principles, here are some of

p those who are not deserving.

the major spending controls I will be submitting to the

Congress:
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First, because government support should go only to
those in need, several changes will be made in the food
stamp program. The food stamp program will be reformed to
do what was originally intended -- and that is to assist
those Americans without resources to purchase sufficient
nutritious food for a minimal standard of living. No one
truly depend%ég’on food stamps will be cut. Only those who
have abused this program or who are less in need will be
cut out. We will save $2.6 billion in this effort. But

(Yoy and deE 380 torfosps .
remember, will stil € spending more than $10 billion
on this next year -- more than adequate for essential needs.

We will tighten up the welfare program so as to take
into consideration all sources of support and income for
the recipients. We will impose strong”éggfgffective work
requirements. This will save us $671 million next year.

Another example of serving only those in need is to cut
school meals out for those students whose families can fully
afford to pay for them, saving $1.2 billion.

Our second guiding principle is to get the government
out of the business of subsidizing middle and upper income
groups. The Corporation for Public Broadcasting, the
National Endowment for the Arts, and the National Endowment
for the Humanities are examples of programs which fill
useful cultural roles in American society@ And when the
economy 1is returned to strength and stability we can restore

some of their program funding for worthy projects.



page 1u

Lo bj us.f(l'\ﬁ eéqv‘ebvd«j

SO YRAMNGAES,

In the meantime, it is clear that these programs are \
T fucks Cotn ket A funde “—’“L“(\")(‘J

. jeapory Hoose (L GrLaAx
not designed to help those in great needi aad<f%rge éaﬁéldles

h-%&w/p“%g:ihem are really substitutes for private and philanthropic
support which I strongly encourage. We will save $128
million in cutting back these subsidies.

The third principle I have set down is to cut back
subsidies to particular business interests. The synthetic
fuels program is the perfect example of an unnecessary
subsidy to large businesses.. Our free marketplace has
already developed incentives for businesses to build plants
which make fuel from our abundant coal resources. It makes
no sense for the taxpayers to give them billions of dollars

to support those projects. My goal is to get energy decisions
cunod T 6“”’&“)@({4) w J(\ JS

[

; uJ?WdT
(ymyﬁébw‘ﬂ”%ﬁeresﬁgéy belong. This will save the taxpayer billion
séll el wSearch a~d
dollars. %et, we will continuelsupport of the development aywed ot

new technologies wh

me&saz
Another major business subsidy is the Export-Import
. Covgy s : .
Bank. I will ask y;% to reduce the direct loan authority of
the Bank by 33 percent in 1982. The primary beneficiaries
of taxpayer funds in this case are the exporting companies

themselves -- most of them substantial, profitable corporations.

It will be cut back.
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Another principle is to reduce regional and local
subsidies and limit them to areas of real need. We will
try to cut back on these continuing regional special
interests.

There was a time when Rural Electrification programs
were essential to rural development, but now we can reduce
the loans to this program and increase the interest rates
for the loans which are still made. I think the recipients
of REA loans will understand the fairness of this action
because it simply puts them into the same position as all
other Americans. These changes will save us more than

$2 billion in 1981 and 1982 and some $15 billion through

1985.

—
-~

é%ahgps one o \géffffﬁf\ifffﬁfff/°f how we cannot

make the people better off by taxing everyone and creating

massive subsidy programss: %s{ fhe Economic Development

pAdminiétraéion I am proposing that wslggrminate funding
£0F it which would save nearly $3Q0 bifii9% in 1982 and
more than $2 billion through 1985, -7
Today there is a lack of consistent and convincing
evidence that the EDA and its Regional Commissions have .
T orncordidant Har bystumlating Hha etuaus

been effective in creating new jobs.
oo th 4ta

ke economic expansion and job creation wk®®h will came with

Pr/ose RGBT wikoaf- masSdg puolic CKgendNure,
, : : &

ptogra i y benefits aq/afa§ of pla

e / -
grantsmen, andAkther pgpféziiiii;/ﬁgédléﬁenf//; think
\ -

cqﬁ do'-a better jcb/giile ing hundreds of millions o

dollacx
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Our next principle is to eliminate duplication. For
example, the Farmers Home Administration duplicates several
other Federal lending programs. I am asking that we trim
25 percent from the direct lending activities of this
agency in order to remove this needless duplication. We
can save $105 million in 1982.

We have also found even greater waste and duplication
in the Trade Adjustment Assistance program. These benefits,
intended to help our unemployed when increases in imports
have taken their jobs, can now be received concurrently
with unemployment benefits, and that's not fair. It also
has a higher benefit ceiling than for unemployment insurance.
These beneficiaries will simply be asked to be on the same
footing as all other recipients of unemployment benefits,
and we will save $1.15 billion this way.

We will save another $204 million by ending or reducing
neighborhood housing programs which duplicate other such
programs in the Department of Housing and Urban Development.

The sixth principle which we followed is to convert
categorical grant programs into block grants which shift
resources and decision-making authority to State and local
governments. We can reduce spending by cutting administrative
overhead and eliminate waste caused by ineffective targeting.
We can consolidate programs which are now strewn throughout
the Federal bureaucracy. States will be better able to plan

and coordinate their own service programs and establish
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their own priorities. This brings government closer to
the American people -- right where it belongs. We will
save over $5 billion over the next five years by taking
these steps.

Any program which is not cost-effective should be
reformed. This is the next principle which guided our
actions. This 1is especially necessary when we are faced
with such difficult economic dislocations as we are today.

One such program is Medicaid. Right now, the Federal
Government provides States with unlimited matching payments
for their expenditures. This eliminates most incentives
for the States to reduce the cost of the low-income insurance
programs. We will place a cap on Federal contributions to
gain more efficiency at the State level. And we will allow
States more flexibility in managing and structuring their
programs to promote more cost-effective reforms. We can
save $1 billion in 1982 with these reforms.

While the space program has been important to America,

e i/ wpades Sure

we will ask for a reordering of NASA's priorities.to—focus _
flat ouor @fdocts i SPaca wil/ be auined nalpiy Tl hae o~ SR
. . e ko

—onthe most—important—and-cost=effecti.

I bebae) . .
pregrams.yWe can save a quarter of a billion dollars in

this fashion,c\,w/( S{’Iﬁ( M\#’ fom~ tha [Mpor‘\}é/\\“’ %&kvm&)ﬁg'w\
T S O R e i o S
The U.S. Postal Service has been consistently unable

to live within its operating budget and still depends on
large Federal subsidies. I propose to reduce these subsidies
to force the Postal Service to become more effective. These

changes will save $632 billion next year.
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Finally, our eighth principle is that we should simply
terminate ineffective and counterproductive policies.

The Economic Regulatory Administration in the Department
of Energy has programs to force companies to convert to
specific fuels. It administers a gas rationing plan and
used to run the oil price control program, until I ordered
the decontrol of oil. With these regulations gone, we can
save several hundreds of millions of dollars in the coming
years.

In the Department of Housing and Urban Development
there is a loan guarantee program which encourages communities
to, in effect, mortgage their block grants as security for
repayment on loans to purchase and rehabilitate property.
It also allows communities to exceed their own legal debt
limits. We will save $275 million next year and more than
a billion dollars through 1985.

These are only examples of _ programs which can be
cut, reformed, steamlined, and eliminated in order to save
the American economy. We will work to return to standards
of genuine need and ensure that original program intentions

caold waver aldard ond we

are met. Excesses and abuses must be stopped. We easn—no wiclt uo
longer tolerate the squandering of billions and billions
of taxpayer dollars in misdirected programs, many of whese uclo
ace confrw A
i simply bg habit,zwﬂ«w+’§ﬁﬁmy@¢‘fQﬂ%U.
Well, one thing we can do is to break our bad habits.

We want to keep the programs which work. We'll fix the ones
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that need fixing. And the ones that don't work and we don't
need -- let's just get rid of them.

Before I leave this discussion of spending controls, I
want to mention briefly the one budget we will not be able
to cut. National defense is the only area where I am
obligated by my duties as President to recommend increases
in spending in the coming years. The need for this effort
is driven by the marked deterioration in the international
climate and our failure in recent years to come to grips
with our defense requirements.

Since 1970, the Soviet Union has invested $300 billion
more in its military forces than we have. This prolonged
period of Soviet investment has left them with a militarily
significant numerical advantage in strategic nuclear
delivery systems, tactical aircraft, submarines, artillery,
and anti-aircraft defense. To allow this dangerous
situation to persistAwill endanger the security of our
Nation.

To restore the military balance after several years
of neglect will require a major national effort. By making
the financial sacrifice in the early years of this decade,
we will avoid a far more costly "crash" program that will
inevitably be necessary during the latter half of this
decade. I have determined that the defense program I have
proposed is the effort we must make if our security and the
security of our allies as well as smaller nations is to

be preserved.
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Yet, the Department of Defense is not free of waste and
inefficiency, either, and it will not be spared the obligation
to make significant reductions over the coming years. I
have directed that billion dollars be cut from the
five-year defense program I inherited when I took office. T
expect to identify and terminate additional defense programs
and operating practices which are inefficient or poorly
managed, or contribute little to our defense posture. I
intend to provide a defens= program that provides the
greatest effectiveness at the least possible cost.

The second integral component of this comprehensive
economic plan is reform of our tax structure to make America
productive again. 1It's time to create new jobs, build our
industry, and give the American people room to do what they
do best.

I am proposing a 10 percent across-the-board cut in
the tax rates for all individual income taxpayers beginning
July 1 with additional 10 percent installments in each of
the next two years for a total of 30 percent in cuts.

This program is a departure from the, past because it
restores private incentives and awaﬁgggﬁzzggigégizees of
growth in our national economy. It rewards'Qgikcéffort,ufaﬂzj
savings, entrepreneurial activity and technological and
managerial innovation.

Due to these tax rate reductions during the next
five years, $500 billion will be kept rather than paid
over to the Treasury by tens of millions of American

producers.
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Unlike past programs, this does not merely shift
wealth between classes of taxpayers, making some better
off and some worse off. My proposal for equal reduction
in everyone's tax rates will expand our national prosperity,
enlarge national incomes, and increase opportunities for
all Americans.

My advisers forecast that with full implementation of
this tax program and other elements of our plan, by 1985
our real production of goods and services will grow by
$400 billion higher than today's level. The average
worker's wages will rise by _ percent in after-inflation
dollars, and the average American family will enjoy
more in after-tax purchasing power.

By lowering tax rates by one-third and cutting inflation
by one-half over the next four years, we can draw our
national savings out of tax shelters and into productive
investment in new factories, better technologies and more
jobs. From a higher base of economic activity and with 1less
need for shelters from punitive rates, the essential revenue

Carfial to
needs of government canAbe met.

We are also proposing to reform business tax depreciation,
retroactive to January 1, so that American industry will
have the incentives to retool, expand, and create eight
million new jobs between now and 1985.

The present depreciation system is obsolete, needlessly

complex, and economically counterproductive. It forces
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business to replace worn-out plants and machinery at today's
high prices from capital recovery allowanées based on
yesterday's low costs. My proposals will stop the liguidation
of industry capital and start the flow of after-tax profits
needed for revitalizétion. In calendar year 1982, additional
funds available for investment would exceed $10 billion,
growing to $45 billion in 1985.

Let's quit thinking that "profitsg" is a dirty word.
This past year some of our best companies had no profits,
and hundreds of thousands of people had no jobs. I think
it's time we saw the relationship between the two.

Without my tax proposals} Federal taxes would just keep
eating more and more of the people's income -- rising to a
full 24 percent after 1985.'\Ey contrast, my plan would
reduce the Federal tax rate on workers to 26—percent—in
I$82—amd 19 percent by l985§g Yet, because the economy
would be rapidly growing, Federal revenues in that period
would still expand by nearly $200 billion in that period,
allowing us to take care of the programs that government
needs to do.

I recognize that there are many other desirable changes
in the tax laws such as indexing fixed dollar amounts,
expanding Individual Retirement Accounts, correcting the
marriage penalty and tuition tax credits, among others. But
our revitalization plan is so urgently needed, that I am

asking Congress to act on today's proposals first, and then



Py = -

I pledge to work with you to achieve some of these goals
éﬁﬁﬁﬁﬁgﬁmlngd%e in the future,(ﬂ@S&“&ux“v

The third component of our comprehensive plan is
regulatory reform.

American society experienced a virtual explosion in
government regulation during the past decade. Between
1970 and 1979, expenditures for the major regulatory agencies
guadrupled, the number of pages published annually in the

Federal Register nearly tripled, and the number of pages

in the Code of Federal Regulations nearly doubled.

s poks codribokd Gt Qapt
is torrent of regulation has eassed higher prices,

Tt 40

less employment, and lower productivity. Higher costs borne
by business are passed on to consumers. Overregulation
causes entrepreneurs to defer or terminate plans for
expansion.

A0caSSd

We have no intention of dismantling the/regulatory

i i ﬁ%ﬁggsaey
agencies -- especially those to protect the
environment and to assure the public health and safety.
However, we must come to grips with inefficient and
burdensome regulations -- eliminate those we can and reform
those we must keep.

ony paportirt o . .

I+ bave-moved swiftly to deal with the problem. First,

I asked the Vice President to head a cabinet-level Task

Force on Regulatory Relief. Second, I asked each member

of my Cabinet to postpone the effective dates of the
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hundreds of ill-conceived "midnight" regulations issued
during the last days of the previous Administration so that
they can be evaluated on a more rational basis. Third, in
coordination with the Task Force, many of the agency heads
have taken prompt action to review and rescind existing
burdensome regulations. My economic message will contain

a list of over 100 additional regulations that my Administration
will be reviewing over the coming months. Finally, just
yesterday, I signed an executive order that for the first
time provides for effective and coordinated management of
the regulatory process.

Although much has been accomplished, this is only a
beginning. I made regulatory reform a major commitment
in the recent campaign, and I assure you I mean to keep
that promise.

The fourth and final aspect of this comprehensive plan
is that it requires a national monetary policy which does not
allow the rates of money growth to increase consistently
faster than the growth of goods and services. 1In order to
curb inflation, we need to slow the growth in our monetary
base.

I fully recognize the independence of the Federal
Reserve System. I will do nothing to undermine that
independence. However, I plan to consult regularly with
the Federal Reserve Board on all aspects of our economic
program and will vigorously pursue budget policies that

will make their job easier in reducing monetary growth.



page 21

A successful program to achieve stable and moderate
growth patterns in the money supply will keep both
inflation and interest rates down and restore vigor to

our financial institutions and markets. ‘
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SPEECH MATERIALS: ADDRESS TO JOINT SESSION OF CONGRESS
February 18, 1981

Mr. Speaker, Mr. President, Distinguished Members of

Congress, Honored Guests, and fellow citizens:

One month ago, I was your guest in this historic
Capitol Building, and I pledged to you my cooperation
in doing what is right for this Nation we all love so
much.

I return tonight in that same spirit.

I have come not to lecture you on your responsibil-
ities, but to reach out my hand and to share with you the
great promise that is within our reach if we continue to
work together.

But let us first begin with the truth. I must repeat
to you the situation that I regretfully outlined to the
American people two weeks ago: We are, at this moment,
in the worst economic mess since the Great Depression.

Our people are suffering from a dangerously troubled
economic system in need of urgent repair. Here are the
tragic dimensions of this crisis:

-- The Federal budget is out of control, and we face
a total deficit of nearly $80 billion in the budget year
ending this September 30th. '

-- We have suffered two years of back-to-back,

double-digit inflation -- the first time this has happened
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in more than six decades. Its ruinous effects eat at
the very heart of our economy.

-- Seven million people are out of work. Despair
dominates their lives. They yearn to be productive again.

-- Interest rates have reached absurd levels of more
than 20 percent. Mortgagzzsizgz§ are over 15 percent. New
homes sit empty.

-- Our national debt is pushing against a level of
one trillion dollars. This year alone our citizens will
pay $86 billion in interest on that debt.

-- The average weekly take-home pay of American
workers has fallen from a high of $122 in 1972 to $105 in
1980 (as measured in 1972 dollars). In the last four years,
Federal personal taxes for the average family of four
have increased by 58 percent.

-- Excessive regulation has acted as a drag on the
productive capacity of American industry, and piled on
some $100 billion;;*‘gégts to our consumers.

-- American productivity, once the envy of the entire
world, is now among the lowest of all industrial nations.

-- Government at every level has expanded in leaps,
and not often enough with corresponding benefits to the
people.

It is no longer a time to talk. It is, without
question, a time to act.

Tonight, I will outline for you and the American

people a new framework for national economic policy -- a
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comprehensive package of proposals to restore the economic
strength and vitality of the United States. I shall be
submitting these proposals to the Congress over the next
few weeks.

Though our current situation is grim, I assure you that
we can act in hope. We can do so because there is
nothing wrong with our internal strengths. There has been
no breakdown in the human, technological, and natural
resources upon which the economy is built. Instead, the
cause of our failures is a series of false national
economic policies:

-- That government in Washington could indefinitely
satisfy our major social needs from the public treasury;
that social problems could be solved by programs and
regulations; and that all local and regional needs could
be remedied in a distant capital.

-- That tax and transfer payments, designed to
redistribute national income, would improve the lot of
the less fortunate at no cost to the economic well-being
of all Americans.

-- That more government spending and borrowing would
stimulate demand, economic growth, jobs, and living
standards without extracting a corresponding distortion
within an essential private economy.

-- That the Federal Reserve System was obligated to

"accommodate" excessive Federal spending and deficits
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by simply printing money to cover the massive borrowing
demands of the U.S. Treasury.

-- That our rush toward a new agenda of environmental,
safety, and health protection could be pursued full-throttle
by the issuance of new regulatory mandates without refer-
ence to economic costs or the need to balance competing
national goals.

These are the economic principles that have proven
to be tragically erroneous. The new direction I present
tonight represents a clean departure from these errors but
still rests on a reaffirmation of our basic strengths.

We seek to restore the sound principles of fiscal manage-
ment, monetary policy, Federal-State relations, private
sector incentive and efficiency, wealth creation for all,
and limited government.

There are four components to our program, working
together to raise us from our troubles.

First is strong, new spending controls aimed at
reducing the rate of increase of Federal expenditures
so that we can aim at a balanced budget by 1984.

Second is an incentive tax policy to lessen the
tax burdens of every working American and to encourage
new investments in plant and equipment for industrial
expansion.

The third component is a regulatory reform program
which will be designed to reduce the cost of unnecessary
government regulations both to the Federal Government and

State and local governments as well as to private business.
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Finally, we will encourage a consistent monetary policy
designed to provide a steady and responsible decline in the
growth of our money supply over time.

Let us begin with spending controls.

My Budget Savings Plan calls on the government to do
precisely what the American family must do -- live within
its means. Because excessive government spending, with its
massive deficits, is the principal cause of inflation, then
gaining control of spending is the first step to slowing
inflation.

The dangerous condition of our economy and the years
and years of budget-breaking demand that we act boldly.

This time our measures must be effective and not merely
temporary.

Therefore, I will ask the Congress to join with me in
cutting _ billion out of the increase in the fiscal
1982 budget. So that we are not misunderstood: next year's
budget will not be less than this year's budget. 1In fact,
it will still be __ percent larger than it is this year.
We will spend § _ billion more next year than this
year. And it will continue to grow each year of my program.
But instead of growing at a rate which feeds inflation, the
budget will grow reasonably and sensibly -- expanding to meet
the real needs of our society while cutting back to

accomplish our goals.
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Before I outline some of the major cuts, it is
important for the Congress and the American people to know
the programs that we will not cut. I have seen
exaggerated accounts of how these budget cuts will fall
most heavily on those with the greatest need. That is not
true. To suggest that would be irresponsible.

Ours is a humane and compassionate society. We will
continue to fulfill the obligations that spring from our
national conscience. We will not remove the essential
social safety net necessary for the existence of the
elderly, our veterans, disadvantaged young people, and those
who are poor for reasons they cannot control. Therefore,

I have ordered a number of important programs exempted
from cutbacks.

-- We will guarantee the full retirement benefits of
the more than 31 million recipients of social security. We
will also continue their annual cost of living adjustments.
Eliminating this cost of living adjustment would have saved
$30 billion a year by 1983, but it would also have meant a
25 percent reduction in the standard of living for our
elderly, many of whom already live on the edge of poverty
and suffer disproportionately from government-caused inflation.

-- Medicare will not be cut.

-- Supplemental income for the blind, aged, and
disabled will not be cut.

-- Funding for disabled veterans and for veterans'

pensions will not be cut.
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-- School breakfasts and lunches for the low income and
low middle income children will not be cut.

-- Project Head Start and Summer Youth Jobs will not
be cut.

-- Nutrition for the aging and other special services
to the aging will not be cut.

-~ Job training programs under CETA, about $3.5 billion
of funding, will not be cut.

-- We will keep nearly a million college work-study
jobs as well as more than 900,000 loans to college students.

In total, more than $216 billion in safety net benefits
provided in some 20 programs have been maintained at
present growth levels in the budget I am proposing. As
we debate these great issues in the weeks ahead, let us
remember that the most deserving in our society will
continue to receive the full and complete benefits they
now enjoy.

At the same time, my fiscal reform plan asks that the
more fortunate in our society and especially the more
affluent accept their end of a bargain: In return for
lower taxes, lower inflation, higher living standards, and
expanded economic opportunities, it will be necessary to
reduce or eliminate nonessential benefits provided to many
better-off Americans.

Therefore, in making these essential cuts in the
growth of spending levels, I have established eight general

principles to guide us.
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(1) Government support should go only to those in
need; those who are not deserving should be removed from the
programs.

(2) Government should not subsidize middle and upper
income groups.

(3) Subsidies should not be given to particular
business interests.

(4) Subsidies to regional and local government =-- paid
by national tax revenues =-- should be reduced and limited to
those cases of greatest need.

(5) Duplication should be eliminated from Federal
programs.

(6) Categorical grant programs should be converted
into block grants to cut overhead and eliminate waste.

(7) Programs whose benefits are not cost-effective
should be reformed.

(8) We should terminate ineffective and counterpro-
ductive policies.

These are the basic principles which have guided us in
reforming an out-of-control budget. Each principle in turn
serves one overriding principle: we should help those who
are deserving, and should not help those who are not deserving.

In the context of these principles, here are some of
the major spending controls I will be submitting to the

Congress:
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First, because government support should go only to
those in need, several changes will be made in the food
stamp program. The food stamp program will be reformed to
do what was originally intended -- and that is to assist
those Americans without resources to purchase sufficient
nutritious food for a minimal standard of living. No one
truly depending on food stamps will be cut. Only those who
have abused this program or who are less in need will be
cut out. We will save $2.6 billion in this effort. But
remember, we will still be spending more than $10 billion
on this next year -- more than adequate for essential needs.

We will tighten up the welfare program so as to take
into consideration all sources of support and income for
the recipients. We will impose strong and effective work
requirements. This will save us $671 million next year.

Another example of serving only those in need is to cut
school meals out for those students whose families can fully
afford to pay for them, saving $1.2 billion.

Our second guiding principle is to get the government
out of the business of subsidizing middle and upper income
groups. The Corporation for Public Broadcasting, the
National Endowment for the Arts, and the National Endowment
for the Humanities are examples of programs which fill
useful cultural roles in American society. And when the
economy is returned to strength and stability we can restore

some of their program funding for worthy projects.
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In the meantimé, it is clear that these programs are
not designed to help those in great need, and large subsidies
to them are really substitutes for private and philanthropic
support which I strongly encourage. We will save $128
million in cutting back these subsidies.

The third principle I have set down 1s to cut back
subsidies to particular business interests. The synthetic
fuels program is the perfect example of an unnecessary
subsidy to large businesses. Our free marketplace has
already developed incentives for businesses to build plants
which make fuel from our abundant coal resources. It makes
no sense for the taxpayers to give them billions of dollars
to support those projects. My goal is to get energy decisions
out of the political arena and into the free marketplace
where they belong. This will save the taxpayer __  billion
dollars. Yet, we will continue support of the development
of synthetic fuel processes and . 'search into new technologies.

Another major business subsidy is the Export-Import
Bank. I will ask you to reduce the direct loan authority of
the Bank by 33 percent in 1982. The primary beneficiaries
of taxpayer funds in this case are the exporting companies
themselves -- most of them substantial, profitable corporations.

It will be cut back.
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Another principle is to reduce regional and local
subsidies and limit them to areas of real need. We will
try to cut back on these continuing regional special
interests.

There was a time when Rural Electrification programs
were essential to rural development, but now we can reduce
the loans to this program and increase the interest rates
for the loans which are still made. I think the recipients
of REA loans will understand the fairness of this action
because it simply puts them into the same position as all
other Americans. These changes will save us more than
$2 billion in 1981 and 1982 and some $15 billion through
1985.

Perhaps one of the greatest examples of how we cannot
make the people better off by taxing everyone and creating
massive subsidy programs is the Economic Development
Administration. I am proposing that we terminate funding
for it which would save nearly $300 billion in 1982 and
more than $2 billion through 1985.

Today there is a lack of consistent and convincing
evidence that the EDA and its Regional Commissions have
been effective in creating new jobs. We will do better through
the economic expansion and job creation which will come with
my other economic measures. In addition, this is one
program which also hugely benefits an army of planners,
grantsmen, and other professional middlemen. I think we
can do a better job while saving hundreds of millions of

dollars.
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Our next principle is to eliminate duplication. For
example, the Farmers Home Administration duplicates several
other Federal lending programs. I am asking that we trim
25 percent from the direct lending activities of this
agency in order to remove this needless duplication. We
can save $105 million in 1982.

We have also found even greater waste and duplication
in the Trade Adjustment Assistance program. These benefits,
intended to help our unemployed when increases in imports
have taken their jobs, can now be received concurrently
with unemployment benefits, and that's not fair. It also
has a higher benefit ceiling than for unemployment insurance.
These beneficiaries will simply be asked to be on the same
footing as all other recipients of unemployment benefits,
and we will save $1.15 billion this way.

‘We will save another $204 million by ending or reducing
neighborhood housing programs which duplicate other such
programs in the Department of Housing and Urban Development.

The sixth principle which we followed is to convert
categorical grant programs into block grants which shift
resources and decision-making authority to State and local
governments. We can reduce spending by cutting administrative
overhead and eliminate waste caused by ineffective targeting.
We can consolidate programs which are now strewn throughout
the Federal bureaucracy. States will be better able to plan

and coordinate their own service programs and establish
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their own priorities. This brings government closer to
the American people -- right where it belongs. We will
save over $5 billion over the next five years by taking
these steps.

Any program which is not cost-effective should be
reformed. This is the next principle which guided our
actions. This is especially necessary when we are faced
with such difficult economic dislocations as we are today.

One such program is Medicaid. Right now, the Federal
Government provides States with unlimited matching payments
for their expenditures. This eliminates most incentives
for the States to reduce the cost of the low-income insurance
programs. We will place a cap on Federal contributions to
gain more efficiency at the State level. And we will allow
States more flexibility in managing and structuring their
programs to promote more cost-effective reforms. We can
save $1 billion in 1982 with these reforms.

While the space program has been important to America,
we will ask for a reordering of NASA's priorities to focus
on the most important and cost-effective parts of its

programs. We can save a gquarter of a billion dollars in

this fashion.

The U.S. Postal Service has been consistently unable
to live within its operating budget and still depends on
large Federal subsidies. I propose to reduce these subsidies
to force the Postal Service to become more effective. These

changes will save $632 billion next year.
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Finally, our eighth principle is that we should simply
terminate ineffective and counterproductive policies.

The Economic Regulatéry Administration in the Department
of Energy has programs to force companies to convert to
specific fuels. It administers a gas rationing plan and
used to run the oil price control program, until I ordered
the decontrol of oil. With these regulations gone, we can
save several hundreds of millions of dollars in the coming
years.

In the Department of Housing and Urban Development
there is a loan guarantee program which encourages communities
to, in effect, mortgage their block grants as security for
repayment on loans to purchase and rehabilitate property.
It also allows communities to exceed their own legal debt
limits. We will save $275 million next year and more than
a billion dollars through 1985.

These are only examples of _ programs which can be
cut, reformed, steamlined, and eliminated in order to save
the American economy. We will work to return to standards
of genuine need and ensure that original program intentions
are met. Excesses and abuses must be stopped. We can no
longer tolerate the squandering of billions and billions
of taxpayer dollars in misdirected programs, many of whose
existence depends simply on habit.

Well, one thing we can do is to break our bad habits.

We want to keep the programs which work. We'll fix the ones
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that need fixing. And the ones that don't work and we don't
need -- let's just get rid of them.

Before I leave this discussion of spending controls, I
want to mention briefly the one budget we will not be able
to cut. National defense is the only area where I am
obligated by my duties as President to recommend increases
in spending in the coming years. The need for this effort
is driven by the marked deterioration in the international
climate and our failure in recent years to come to grips
with our defense requirements.

Since 1970, the Soviet Union has invested $300 billion
more in its military forces than we have. This prolonged
period of Soviet investment has left them with a militarily
significant numerical advantage in strategic nuclear
delivery systems, tactical aircraft, submarines, artillery,
and anti-aircraft defense. To allow this dangerous
situation to persist_will endanger the security of our
Nation.

To restore the military balance after several years
of neglect will require a major national effort. By making
the financial sacrifice in the early years of this decade,
we will avoid a far more costly "crash" program that will
inevitably be necessary during the latter half of this
decade. I have determined that the defense program I have
proposed is the effort we must make if our security and the
security of our allies as well as smaller nations is to

be preserved.
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Yet, the Department of Defense is not free of waste and
inefficiency, either, and it will not be spared the obligation
to make significant reductions over the coming years. I
have directed that billion dollars be cut from the
five-year defense program I inherited when I took office. I
expect to identify and terminate additional defense programs
and operating practices which are inefficient or poorly
managed, or contribute little to our defense posture. I
intend to provide a defense program that provides the
greatest effectiveness at the least possible cost.

The second integral component of this comprehensive
economic plan is reform of our tax structure to make America
productive again. It's time to create new jobs, build our
industry, and give the American people room to do what they
do best.

I am proposing a 10 percent across-the-board cut in
the tax rates for all individual income taxpayers beginning
July 1 with additional 10 percent installments in each of
the next two years for a total of 30 percent in cuts.

This program is a departure from the past because it
restores private incentives and awakens new resources of
growth in our national economy. It rewards work effort,
savings, entrepreneurial activity and technological and
managerial innovation.

Due to these tax rate reductions durlng the next
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Unlike past programs, this does not merely shift
wealth between classes of taxpayers, making some better
off and some worse off. My proposal for equal reductioﬁ
in everyone's tax rates will expand our national prosperity,
enlarge national incomes, and increase opportunities for
all Americans.

My advisers forecast that with full implementation of
this tax program and other elements of our plan, by 1985
our real productizn of goods and services will grow by
$400 billion hégherthamn today's level. The average
worker's wages will rise by __ percent in after-inflation
dollars, and the average American family will enjoy
more in after-tax purchasing power.<30 Z

By lowering tax rates by one-third and cutting inflation
by one-half over the next four years, we can draw our
national savings out of tax shelters and into productive
investment in new factories, better technologies and 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 met.

We are also proposing to reform business tax depreciation,
retroactive to January 1, so that American industry will
have the incentives to retool, expand, and create eight
million new jobs between now and 1985.

The present depreciation system is obsolete, needlessly

complex, and economically counterproductive. It forces
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business to replace worn-out plants and machinery at today's
high prices from capital recovery allowances based on
yesterday's low costs. My proposals will stop the liquidation
of industry capital and start the flow of after-tax profits
needed for revitalization. 1In calendar year 1982, additional
funds available for investment would exceed $10 billion,
growing to $45 billion in 1985,

Let's gquit thinking that "profits" is a dirty word.
This past year some of our best companies had no profits,
and hundreds of thousands of people had no jobs. I think
it's time we saw the relationship between the two.

Without my tax proposals, Federal taxes would just keep
eating more and more of the people's income -- rising to a
full 24 percent after 1985. By contrast, my plan would
reduce the Federal tax rate on workers to 20 percent in
1982 and 19 percent by 1985. Yet, because the economy
would be rapidly growing, Federal revenues in that period
would still expand by nearly $200 billion in that period,
allowing us to take care of the programs that government
needs to do.

I recognize that there are many other desirable changes
in the tax laws such as indexing fixed dollar amounts,
expanding Individual Retirement Accounts, correcting the
marriage penalty and tuition tax credits, among others. But

our(igggiiiiiitgga'plan is so urgently needed, that I am

asking Congress to act on today's proposals first, and then
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I pledge to work with you to achieve some of thes?ﬁgoals
at an early date in the future.

The third component of our comprehensive plan is
regulatory reform.

American society experienced a virtual explosion in
government regulation during the past decade. Between
1970 and 1979, expenditures for the major regulatory agencies

guadrupled, the number of pages published annually in the

Federal Register nearly tripled, and the number of pages

in the Code of Federal Regulations nearly doubled.

This torrent of regulation has caused higher prices,
less employment, and lower productivity. Higher costs borne
by business are passed on to consujers.l Overregulation
causes entrepreneurs to defer or tesmrmase plans for
expansion.

We have no intention of dismantling the regulatory
agencies -- especially those necessary to protect the
environment and to assure the public health and safety.
However,éza{must come to grips with inefficient and
burdensomelreggyg§E2§:w!é¢ZT§%inate those we can and reform
those we must keep.

I have moved swiftly to deal with the problem. First,
I asked the Vice President to head a cabinet-level Task
Force on Regulatory Relief. Second, I asked each member

of my Cabinet to postpone the effective dates of the
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hundreds of ill-conceived "midnight" regulations issued
during the last days of the previous Administration so that
they can be evaluated on a more rational basis. Third, in
coordination with the Task Force, many of the agency heads
have taken prompt action to review and rescind existing
burdensome regulations. My economic message will contain

a list of over 100 additional regulations that my Administration
will be reviewing over the coming months. Finally, just
yesterday, I signed an executive order that for the first
time provides for effective and coordinated management of
the regqulatory process.

Although much has been accomplished, this is only a
beginning. I made regulatory reform a major commitment
in the recent campaign, and I assure you I mean to keep
that promise.

The fourth and final aspect of this comprehensive plan
is that it requires a national monetary policy which does not
allow the rates of money growth to increase consistently
faster than the growth of goods and services. 1In order to
curb inflation, we need to slow the growth in our monetary
base.

I fully recognize the independence of the Federal
Reserve System. I will do nothing to undermine that
independence. However, I plan to consult regularly with
the Federal Reserve Board on all aspects of our economic
program and will vigorously pursue budget policies that

will make their job easier in reducing monetary growth.
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A successful program to achieve stable and moderate
growth patterns in the money supply will keep both
inflation and interest rates down and restore vigor to
our financial institutions and markets.

This, then, is our proposal for rescuing the American
economy. I do not want it to be simply the plan of my
Administration -- I am here tonight to ask you to join me
in making it our plan. Together, we can embark on this road
to national economic renewal. Our task is not to make
things easy; our task is to make things better.

Can we do the job? The answer is yes. But there will
be no waiting, because we must begin. Our social, political,
and cultural, as well as our economic institutions, can
no longer absorb the repeated shocks that have been
dealt them over the past decades, and especially in the
past few years.

We are in control here. There is nothing wrong with
America that we can't fix. So I'm full of hope and optimism
that we will see this difficult new challenge to its
end -- that we will find those reservoirs of national will
to once again do the right thing.

Over the next few weeks, these proposals will be
presented to Congress, and under our Constitution a great
national debate will begin. I encourage people across
America to participate in this debate, and I hope they will

be able to support these essential steps.
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However, I've already seen indications that narrow
interests have already determined that they will oppose
many of the measures we are instituting to gain control of
wild government spending.

The question is whether or not we are simply going to
go down the same path that has been done before -- carving
out one special program here and another special program
there. I don't think that is what the American people
expect of us. More importantly, I don't think that is what
they want of us. I think, instead, that the American people
are ready to return to the source of our strength.

In our economy we should remember the most fundamental
principle of them all. The government does not create
wealth. Government is merely a servant and a steward.

The substance and prosperity of our Nation is built by
wages brought home from the factories and mills. They are
the income produced by farmers who feed us and the world.
They are the services provided in ten thousand corners of
America. They are the interest on the thrift of our
people and the returns from their risk-taking. The production
of America is the possession of those who build, serve,
create, and produce.

For too long now we've removed from the people the
decisions on how to dispose of what they created. We have
strayed from first principles, and now we must alter our

course.
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We need to return to first principles. The taxing
power of the government should not be used to destroy, only
to build. The spending powers of government should be used
only when necessary and not merely when convenient. And
growth in revenues in America should come about not because
the government of the United States is taking more, but because
the people of the United States are producing more.

As we move toward adopting this new course for
America, let us remember that these steps will hardly lessen
the efforts of government throughout the United States.

Next year, without our cuts, all State, local and Federal
Government would be spending $1.17 trillion to service the
public needs of our citizens.

Even with our reductions of $53 billion, all levels
of government would still be spending some $1.12 trillion.
That is only about a 4 percent cut in total government
spending. Four percent is a small price to pay to bring
our economic nightmare to‘an end. And, it shows that by any
rationale measure, we will continue to be a generous
people, spending handsomely to do the things truly
required of our government.

Moreover, getting inflation under control will give to
every man, woman, and child in America the equivalent of a
cash bonus. For example, reducing the rate of inflation
from 12 percent to 10 percent would give a family of four
with a median income of $19,400 the equivalent of _
dollars in extra wages annually. Reducing it to 8 percent

would result in extra cash income worth dollars. And
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reducing it to 5.5 percent would result in __ extra
dollars.

Much will be determined by the way we act in the weeks
ahead. The people of America will be waiting -- and they will
be watching. So, let us make this a time of unity and
great purpose.

I will not fail to work with you as you reach your
decisions. Nor will I fail to support you as the pressures
grow to do things the old way.

I don't think the people expect miracles of us -- but
I do think they expect action from us. Let us act together.

Thank you and good night.

I
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Well, it seems to me that, Mr. President, in
terms of the speech itself, the one thing you want to avoid is
a long laundry list . . . this to this program, that to that
program. I think to the extent that we can develop principles
and a guided development program, and then tie in the programmatic
changes within the principles so that people can follow simple
lines, like this was done for the intention of protecting the
truly needy, we're doing these things to make sure that happens,
or this was done to insure fairness . . . I think to the extent
that we have guiding principles that people can identify with,
it's going to make it much easier to deal with.

REAGAN: There's only two choices you've got. There's
no sense in us arguing about whether we should have a 70% cut.
It's in there and I think the Cabinet has all agreed that we're
going to have it. Isn't that right?

No, no.

REAGAN: I mean the cut from 70 to 50. Now, I had
proposed . . . what?

No, no. Nothing is agreed on until you make
that decision. And that decision is one of the things that has
to be decided in the next three days.

REAGAN: Yes, but no one that I heard in the Cabinet
had any disagreement.

No. But one of the reasons for the next three
days, Mr. President, and to have these in working groups, is to
get the input from Lyn and from Liddy Dole and from people who
are representing constituencies that aren't necessarily
represented in your Cabinet, namely political legislative
press and public, and so I don't think we should, I think it's
entirely appropriate that we consider at that time, in those
work sessions, these kinds of considerations before you make your
final decisions which have to be done by Friday.

REAGAN: Well, it would be very hard for me to retreat
from that one because I think it's a very important part of
what we're trying to do. This tax program is not designed to
simply reduce the burden of tax on the people; it's designed to
get the damn country moving again. And, frankly, that has
got to, probably has a better effect on that than some of the
other things that we're doing. But maybe I'm wrong to suggest,
Dave, you came in late, what I had suggested was that I thought
in my speech, this is what we're supposed to be talking about,
that if I took the lead in frankly stating that this tax, now
some might say that this is benefitting the rich and so forth,
but here's why it's there and what we're doing, maybe then, on
the other hand, you just simply talk about a package of business
of tax cuts to stimulate business and industry and productivity
including depreciation allowances and simply just say setting
a ceiling on unearned income at 50% instead of the present 70%,
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but I grant you that the people who hear me speak are not going
to pay any attention to that, they're not even going to know what
that means. But the next day, not only some Congressmen but

some editorial writers and others are going to make damn sure
that the people understand what it is and they're going to paint
it as a tax benefitting the rich. Now, what is the best? For me
to slide over it, as I said, or for me to face it head-on and
take away, soften them by saying it first?

If you're going to take that route than you better
go hit it head-on. I agree absolutely with you. I disagree on
. « . the route. But if that's the way you're going, hit it
head-on. (inaudible)

Well, one of the things we ought to find out is:
what is the composition of the taxpayer group? And if, for
example, you have X% of taxpayers who are paying under, I don't
even know whether these figures are available, but there are an
awful lot of widows and older people who are in the so-called
unearned income, get their income in the form of unearned income,
namely, . . .

They're not up in the 70% bracket.
Not over 50%.
What?
Not over 50%.
REAGAN: See, the only people who pay that, huh?
(inaudible)

REAGAN: See, they're not in those brackets, that's
true.

But, what I'm trying to do is talk about treating
all income, you know, there's a distinction between earned and
unearned income is one put in by the people who want to keep the
status quo. What you're talking about is you're talking about
treating all income alike, and I think part of it is in the
terminology that I talked about.

Yes. Not to get into the substance of it, but
I was going to say that if you propose seriously, one thing
you're going to need is momentum. The day after that speech
is given things have to start to happen. And I am absolutely
certain that if you propose on a Wednesday night that there
would be a wild bullmarket . . .

REAGAN: There'd be what?
The wildest bullmarket, just enormous increases

in stocks and bonds. There would be recovery in the long-term
capital markets in the country that would start everything
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improving from day one if you propose it. And once that
started, it would begin to have effects throughout the economy
(inaudible) Part of the sickness in our economy is right

in the bonds and equity markets and if you propose to lower
the tax (inaudible) it would start going either way fast, and
that would make believers, start to make believers in the
economy . . .

(inaudible) until people started doubting
whether or not you could get it through the Congress, and then . . .

i o .
#“"Don Regan said it was going to create more
than $150,000.

REAGAN: What?
da
!  Secretary Regan said it would create something
like élS0,000[; . . we should use those numbers.

REAGAN: That's very good.

We would have a capital gain, and John believes
this too, that with the increased revenue to government we
could just bring all that money out of municipal bonds.

REAGAN: That's right, because we ought to also put
in here, here's the thing we mentioned the other day, that what
this will actually accomplish is taking many of these same
people, out of, who are not paying it because they had chosen
tax shelters to pay no tax at all and so forth, rather than
investing in the open market, and so we believe that this, and
we could say that we're convinced this would result in an
increase in revenue, and it has been estimated that this could
be responsible for creating 150,000 jobs.

. . . before we do this, it seems to me it
would be a good idea . . . and sit down and say look, I may
be new here in town but I'm convinced from what I've learned
over the last three weeks (inaudible) here's the way I want
to go and I want to ask directly now, between you and me, if I've
got a China's chance of getting this through the Senate, and I'd
do the same thing with Tip O'Neill. And I'd say, if they say,
they generally had to say, look you guys can have all the

credit as far as I'm concerned, but I think . . . the history
of the country where we have to, as Americans, say this is what
has to be done . . . one on one with these fellows.

REAGAN: Well, my guess, and I'd like to help sell
them. One thing to ask them whether any can pass, if one of
them says, no it can't, he's now put himself in a position
where he's going to make sure that that prophecy comes true.

If you will support it. Will they help you.
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REAGAN: 1I'd rather ask their help on it.

Will you help me? 1In that way, you get a feel
for what kind of resistance or more support you might receive
up there if you went up with that kind of proposal.

REAGAN: Well, I don't know whether they're back
or not to

Most of the people aren't here.

REAGAN: . . . from their holiday. But I think you
can do it before you, you can have it in the speech, but they
don't have to know that. You do it before the 18th, at least.

You ought to have that experience before you
solicit . . .

REAGAN: Absolutely.

There's another one, too, that you should talk
to might would be . I think he's absolutely
critical. And Ross Konkowsky being a new chairman probably
doesn't have certainty . . . bills . . . how the votes are
going to fall. But I think if Tip goes behind it and Ross
Konkowsky got behind it and Long
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Mr. Speaker, Mr. President, Distinguished Members of
Congress, Honored Guests and fellow citizens:

Only a month ago, I was your guest in this historic
building and I pledged to you my cooperation in doing what
is right for this Nation we all love so much.

I am here tonight to reaffirm that pledge and to ask
that we share in restoring the promise that is offered to
every citizen by this, "last, best hope of man."

All of us are aware of the punishing inflation which
has, for the first time in some 60 years, held to double
‘digit figures for two years in a row. Interest rates
have reached absurd levels of more than 20% and over 15%
for those who would borrow to buy a home. All across this
land one can see newly built homes standing vacant, unsold
because of mortgage interest rates.

Almost 8 million Americans are out of work. These
are people who want to be productive. But as the weeks
go by despair dominates their lives. The threat of layoff
and unemployment hangs over other millions and all who work
ére frustrated by their inability to keep up with inflation.

Ong worker in a Midwest city put it to me th.s way: he
said, "I'm bringing home more dollars than I thovtht I could
ever earn but I seem to be getting worse off." 7Tell, he

is. The average weekly take home pay of Americen workers

in 1972 was $122 a week. If we figure their take home pay
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pay last year in those same 1972 dollars they only received
$105. And inflation isn't the only cause of this. In the

last 4 years Federal pefsonal taxes for the average family

increased by 58%.

Can we who man the ship of state deny it is out of
control? Our National debt is $1 trillion. A few weeks
ago I called such a figure -- a trillion dollars --
incomprehensible. I've been trying to think of a way to
illustrate how big it really is. The best I could come up
with is to say that a stack of $1,000 bills in your hand
only a few inches high would make you a million. A trillion
dollars would be a stack of $1,000 bills 60 miles high.

The interest on our debt this year willrbe $86 billion.
And unless we change the proposed spending for the fiscal
year beginning October lst we'll add another almost $80 billion
to the debt.

Adding to our troubles is a mass of regulations imposed
on the shopkeeper, the farmer, the craftsman, professionals
and major industry that adds $100 billion to the price of
things we buy and reduces our ability to produce. The rate
of increase in American productivity, once the highest in
the world, is now among the lowest of all industrial nations.
Indeed, it actually declined last year.

I have painted a grim picture but I believe I have
painted it accurately. It is within our power to change

this picture and we can act in hope. There is nothing wrong
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with our internal strengths. There has been g; breakdown

in the human, technological, and natural resources upon

Whlciziii.;ii:ﬁ:?«i:ufi;iEvagz—.4° e o 4wanmik,QL&w{n~»j
Based on this confidence in a system which has never

failed us -- b;:vwhich we have-failed through a lack of

confidence and sometimes through a belief that we could

finéﬁune the economy and get adéﬁne more to our liking, ¥

amprepesing a 4=part—pregram. I will now outline and give
in some detail the principal parts of this program but you
will each be provided with a completely detailed copy of
the program in its entirety.

The plan is aimed at reducing the rate of increase
in government spending and taxing, reforming and eliminating
regulations which are unnecessary and counterproductive.
And encouraging a consistent monetary policy aimed at
maintaining the value of our currency.

It is important to note that we are only reducing the

rate of increase in taxing and spending. We are not

attempting to cut either spending or taxing to a level

below that which we presently hazf. It is a plan designed-*g TSN
RIS S5 ol the seesk, (HotEl, RSWR o QeowowtY;
to-get-our—economy-—moving-—again; to increase productivity

and thus create the jobs our people must have. If axuﬁw*'ﬂof“/ -
Gk 0 QLo o LEX il presanic Aoy ‘tComomic burdins o6 fix backs o al Hsricom,

I am asking that you join me in reducing the proposed ///
budget for 1982 by $ billion. This will still allow an

increase of § billion over 1981 spending.

A

M&;ﬁ*ﬁ o
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I know that exaggerated and inaccurate stories about
the proposed cuts have disturbed many people, particularly
those dependent on grant and benefit programs for their
livelihood. Some of you have heard from constituents afraid
that Social Security checks for example might be taken from
them. I regret the fear these unfounded stories have caused
and welcome this opportunity to set things straight.

We will continue to fulfill the obligations that spring
from our national conscience. Those who through no fault of
their own must depend on the rest of us, the poverty stricken,
the disabled, the elder%? all those with true need, can rest
assured that programs they depend on are exempt from any cuts.

The full retirement benefits of the more than 31 million
Society Security recipients will be continued along with an
annual cost of living increase. Medicare will not be cut nor
will supplemental income for the blind, aged and disabled.
Funding will continue for veterans' pensions.

School breakfasts and lunches for the children of low
income families will continue as will nutrition and other
special services for the aging. There will be no cut in
Project Head Start or summer youth jobs. There will be about
$3.5 billion for job training programs under C.E.T.A. and we
will keep nearly a million college work-study jobs as well
as more than 900,000 loans to college students.

All in all, more than $216 billion in some 20 programs

are being maintained at the present'growth level, But

s e atemand Salehy ko
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government will not continue to subsidize individuals or
particular business interests where real need cannot be
demonstrated. And while we will reduce some subsidies to
regional and local government, we will at the same time
convert a number of categorical grant programs into block
grants to reduce wasteful administrative overhead and to
give local government entities and States more flexibility.
We call for an end to duplication in Federal programs and
reform of those which are not cost-effective.

The Food Stamp program will be restored to its original
purpose, to assist those without resources to purchase
sufficient nutritional food. We will, however, save $2.6
billion by removing from eligibility those who are not in
real need and who are abusing the program. Despite this
reduction, the program will be budgeted for more than $10 billion.

Welfare will be tightened with more attention being
given to outside sources of income when determining the amount
of welfare an individual is allowed. This plus strong and
effective work requirements will save $671 million next year.

I stated a moment ago our intention to keep the school
breakfast and lunch programs for those in true neei. But
by eliminating meals for families who can afford ° > pay, the
savings will be $1.2 billion.

Historically the American people have suppo_ted by

voluntary contributions more artistic and cultural activities
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than all the other countries in the world put together. I
:;%ﬁheartedly support this and believe Americans will continue
to do this. Therefore,‘I am proposing a cut of $128 million
in the subsidies now going to the arts and humanities.

There are a number of subsidies to business and industry
I believe are unnecessary. Not because the activities being
subsidized aren't of value but because the marketplace
contains incentives enough to warrant continuing these

ey
activities without a government subsidy. One such{is the
synthetic fuels program. We will continue support of research
leading to development of new technologies but we can save
$ billion by leaving to private industry the building of
plants to make liquid or gas fuels from coal.

We are asking that another major business subsidy, the
Export-Import Bank loan authority be reduced by 33% in 1982.
And this brings me to a number of other lending programs in
which government makes low interest loans, some of them for
an interest rate as low as 2% and not more than 5%. What
has not been very well understood is that the Treasury
Department has to go into the private capital market and
borrow the money to provide those loans. In this time of
excessive interest rates the government finds itself paying
interest several times as high as it receives from the
borrowing agency. The taxpayers, of course, are paying that

high interest rate. Government doesn't have any money of

its own.
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The Rural Electrification program came into being at a
time when rural America was almost totally without electric
power. A program of low interest loans to rectify this made
sense then. I believe the recipients today of R.E.A. loans
will understand the fairness of switching to the private
capital market and borrowing at the commercial interest rate.
Doing this will save the taxpayers $2 billion in 1981 and '82
with ongoing savings of $15 billion through 1985.

By terminating the Economic Development Administration
we can save $300 million in 1982 and $2 billion through 1985.
There is a lack of consistent and convincing evidence that
E.D.A. and its Regional Commissions have been effective in
creating new jobs. They have been effective in creating
an array of planners, grantsmen and professional middlemen.

We believe we can do better just by the expansion of the
economy and the job creation which will come from our economic
program.

I mentioned the elimination of duplicating programs. This
is true among the lending agencies. For example, the Farmers
ﬁome Administration is a duplicate of several other lending
programs. By trimming its lending activities 25% we can remove

the useless duplication in 1982 and save $105 mil ion.
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Let me just touch on a few other areas which are
typical of the kind of reductions we have included in
this economic package. The Trade Adjustment Assistance
program provides benefits for workers who are unemployed
when foreign imports reduce the market for various American
products causing shutdown of plants and lay off of workers.
But these benefits are paid in addition to regular
unemployment insurance which anyone must agree is unfair.
Incidentally the Trade Adjustment payments have a higher
ceiling than Unemployment Insurance. By putting both kinds
of unemployment on the same footing,savings will amount
to $1.15 billion.

Another $204 million can be saved by ending or reducing
neighborhood housing programs which simply duplicate other
such programs in the Department of Housing and Urban
Development.

Earlier I made mention of changing categorical grants
to states and local governments into block grants. We
know of course that categorical grants fund programs
mandated on local and state governments by the Federal
Goéernment accompanied by strict rules and regulat.ons as
to how the programs are to be implemented and of ¢ urse with

vast amounts of paperwork to comply with reportinc procedures.
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Ineffective targeting, wasteful administrative
overhead -- all can be eliminated by shifting the
resources and decision-making authority to local and
state government. This will also consolidate programs
which are scattered throughout the Federal bureaucracy.
It will bring government closer to the people and will
save $5 billion over the next five years.

Our program for economic renewal (treats/?) with
a number of programs which at present are not cost-effective.
An example is Medicaid. Right how Washington provides
the States with unlimited matching payments for their
expenditures. At the same time we here in Washington
pretty much dictate how the States will manage the
program. We want to put a cap on how much the Federal
Government will contribute but at the same time allow the
States much more flexibility in managing and structuring
their programs. I know from our experience in California
that such flexibility could have led to far more cost-
effective reforms. This will bring a savings of $1 billion
next year.

The space program has been and is important t¢ America
and we plan tc continue it. We believe, however, “-hat a
reordering of priorities to focus on the most impcrtant and
cost-effective NASA programs can result in a saviags of a

quarter of a billion dollars.
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Coming down from space to the mailbox -- the Postal
Service has been consistently unable to live within its
operating budget. It is-still dependent on large Federal
subsidies. We propose reducing those subsidies by $632
million to press the Postal Service into becoming more
effective.

The Economic Regulatory Administration in the
Department of Energy has programs to force companies to
convert to specific fuels. It administers a gas rationing
plan and prior to decontrol it ran the oil price control
program. With these regulations gone we can save several
hundreds of millions of dollars over the next few years.

In the Department of Housing and Urban Development

there is a loan guaranty program which encourages communities

to, in effect, mortgage their block grants as security for
repayment on loans to purchase and rehabilitate property.
also allows communities to exceed their own legal debt
limits. We plan changes here that will save $275 million
in this coming year amounting to more than a billion
through 1985.

Now I'm sure there is one department you've been
waiting for me to mention. That is the Department of
Defense. It is the only department in our entire program
that will actually be increased over the present budgeted

figure. But even here there was no exemption. Secretary

It
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of Defense Weinberger-'Came up with a number of cuts which
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reduced the

to restore our military balance.

I believe my duty as President requires that I recommend
increases in defense spending over the coming year. Since
1970 the Soviet Union has invested $300 billion more in its
military forces than we have. They now have a significant
numerical advantage in strategic nuclear delivery systems,
tactical aircraft, submarines, artillery and anti-aircraft
defense. To allow this imbalance to continue is a threat
to our national security.

Notwithstanding our economic straits, making the financial
sacrifice beginning now is far less costly than waiting and
attempting a crash program several years from now. Nevertheless
the Department of Defense will not be spared the obligation
of making significant reductions over the coming years by
finding and eliminating waste and inefficiency. The aim
will be to provide the most effective defense for the lowest
possible cost.

Marching in lockstep with the whole program of reductions
in spending is the equally important program of reduced tax
rates. Both are essential if we are to have econc "ic recovery.
It is time to create new jobs, build and rebuild :ndustry
and give the American people room to do what they do best.

And that can only be done with a tax program which provides
incentive to increase productivity for both workers and

industry.
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Our proposal is for a 10 percent across-the-board
cut every year for three years in the tax rates for all
individual income tax payers making a total tax cut of
30 percent. This three year reduction will also apply
to the tax on unearned income leading toward an eventual
elimination of the present differential between the tax on
earned and unearned income.

I had hoped we could make this retroactive to January 1lst
but the deterioration of the economy in the months since
September has ruled that out.” We also learned that making
it retroactive would work a hardship on states where the
state income tax is tied to the Federal tax. Their budgets
already in place would be thrown out of balance.

Therefore the effective starting date for these 10 percent
personal income tax reductions will be July lst.

“Again, let me remind you this 30 percent—Feduction

e

while it will leavée taxpgyerS/ﬁfgh $500 billion more

in their pockets/ovef”fhe next f71 ears 1is actually only

e
-

a reduction in the tax increase already buil
//
~“systemn.

Unlike some past tax (quote, unquote)"reforms<this
is not merely a shift of wealth between different -ets of
taxpayers. This proposal for an equal reduction In everyones'
tax rates will expand our national prosperity, enlarge
national incomes, and increase opportunities for all

Americans.
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Some will argue, I know, that a reduced tax rate will
be inflationary. A solid body of economic experts
don't agree. And certainly tax cuts adopted over the past
three~fourths of a century indicate the economic experts
are right. The advice I have had is that by 1985 our real
production of goods and services will grow to $400 billion
higher than it is today. The average workerfs wage will
rise (in real purchasing power) by percent and those ‘

And, s b L‘mpor—\}-a_:gd_,.”\_éi M,Lu\'s od b pot :L::L;«L

are after-tax dollars. This of course is predicated '
on our complete program of tax cuts and spending reductions
being implemented.

The other part of the tax package is aimed directly
at providing business and industry with the capital needed
to modernize and engage in more research and development.
This will involve an increase in depreciation allowances
and this part of our tax proposal will be retroactive to
January 1lst.

The present depreciation system is obsolete, needlessly
complex, and economically counterproductive. Very simply,
it bases the depreciation of plant, machinery, materials,
and tools on their original cost with no recognition of how
inflation has increased their replacement cost. W are
proposing a much shorter write-off time than is presently
allowed. We propose a year write-off for tools;

a year write-off for machinery; vears for
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vehicles and trucks; and a year write-off for plant.
Rental property would be depreciated over years
instead of the present years.

In calendar year 1982 under this plan business would -
acquire $10 billion for investment and by 1985 the figure
would be $45 billion. 1If one accepts $50,000 as the
investment necessary to create 1 new job $45 billion could
create 4% million jobs.

I'm well aware that there are many other;desirable tax
changes such as indexing the income tax brackets to protect
taxpayers against inflation. There is the unjust discrimina-
tion against married couples if both are working and earning,
tuition tax credits, the unfairness of the inheritance
tax especially to the family owned farm and the family owned
business and a number of others. But our program for economic
recovery is so urgently needed to begin to bring down inflation
that I would ask you to act on this plan first and with gre=at
urgency. Then I pledge to you I will join with you in B
seeking these additional tax changes at an early date.

American society experienced a virtual explosion in
government regulation during the past decade. Beti/een
1970 and 1979, expenditures for the major regulatc -y
agencies quadrupled, the number of pages publishec annually

in the Federal Register nearly tripled, and the ruamber of

pages in the Code of Federal Regulations nearly doubled.
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The result has been higher prices, less employment,
and lower productivity. Overregulation causes entrepreneurs
to defer or terminate plans for expansion and since they are
responsible for most of our new jobs those new jobs aren't
created.

We have no intention of dismantling the regulatory
agencies -- especially those necessary to protect:éivironment
and to assure the public health and safety. However, we
must come to grips with inefficient and burdensome
regulations -- eliminate those we can and reform those we
must keep.

I have asked Vice President Bush to head a cabinet-level
Task Force on Regulatory Relief. Second, I asked each
member of my Cabinet to postpone the effective dates of the
hundreds of regulations which have not yet been implemented.
Third, in coordination with the Task Force, many of the agency
heads have taken prompt action to review and rescind existing
burdensome regulations. My economic message will contain
a list of over 100 additional regulations that we will be
reviewing over the coming months. Finally, just yesterday,

I signed an executive order that for the first time provides

for effective and coordinated management of the re ulatory

process.
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Although much has been accomplished, this is only a
beginning. We will eliminate those regulations that are
unproductive and unnecessary by executive order where possible
and cooperate fully with you on those that require
legislation.

The final aspect of our plan requires a national
monetary policy which does not allow money growth to
increase consistently faster than the growth of goods
and services. In order to curb inflation, we need to
slow the growth in our monetary base.

I fully recognize the independence of the Federal
Reserve System and will do nothing to undermine that
independence. However, I plan to consult regularly with
the Federal Reserve Board on all aspects of our economic
program and will vigorously pursue budget policies that

will make their job easier in reducing monetary growth.
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A successful program to achieve stable and moderate
growth patterns in the money supply will keep both inflation
and interest rates down and restore vigor to our financial

institutions and markets.

This, then, is our proposal. "America's New Beginning:
A Program for Economic Recovery." I do not want it to be
simply the plan of my Administration -- I am here tonight to

ask you to join me in making it our plan. Together, we can
embark on this road not to make things easy, but to make things
better.

Can we do the job? The answer is yes. But we must begin.
Our social, political, and cultural, as well as our economic
institutions, can no longer absorb the repeated shocks that
have been dealt them over the past decades.

We are in control here. There is nothing wrong with
America that we can't fix. So I'm full of hope and optimism
that we will see this difficult new challenge to its end =--
that we will find those reservoirs of national will to once
again do the right thing.

I'm sure there will be some who will raise the familiar
old cry, "don't touch my program -- cut somewhere z2lse."

I hope I've made it plain that our approach *as been
even-handed; that only the programs for the truly
needy remain untouched.

Already some have protested there must be no reduction
of aid to schools. Let me point oﬁt that Federal aid to

education amounts to only 10% of total educational funding.
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For this the Federal government has insisted on a tremendously
d;sproportionate share of control over our schools. Whatever
reductions we've proposed in that 10% will amount to very
little of the total cost of education. It will, however, restore
more authority to States and local schools districts.

The question is are we simply going to go down the same
path we've gone down before -- carving out one special program’
here and another special program there. I don't think that
is what the American people expect of us. More importantly,

I don't think that is what they want. They are ready to
return to the source of our strength.

The substance and prosperity of our Nation is built by
wages brought home from the factories and the mills, the
farms and the shops. They are the services provided in ten
thousand corners of America; the interest on the thrift of our
people and the returns from their risk-taking. The production
of America is the possession of those who build, serve,
create, and produce.ﬂ

For too long now we've removed from our people the
décisions on how to dispose of what they created. We have
strayed from first principles. We must alter our course.

The taxing power of government must be used o provide
revenues for legitimate government purposes. It nustiz;
used to regulate the economy or bring about sociil change.

We've tried that and surely must be able to see it doesn't

work.
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Spending by government must be limited to those functions
which are the proper province of government. We can no
longer afford things simply because we think of them.

In the months left in this fiscal year we can reduce-
the budget by $  billion. 1In 1982 by $  billion

without harm to government'!s Teaitimate nirnneac anA +n

everything we believe in and to our dreams for the future.
We do not have an option of living with inflation and its
attendant tragedy, of millions of productive people willing
and able to work but unable to find buyers in the job
market. We have an alternative to that, a program for
economic recovery. Reducing inflationifrom 12% just to 10
is equivalent to giving the average family of 4 §  in
cash. Cutting the present rate in half would be worth
$  to that average family. Wiping it out entirely should
be our aim.

It will take time for the favorable effects of our
proposal to be felt. So let us begin now.

The people are watching and waiting. They drn't demand
miracles but they do expect us to act. Let us ac%t together.

Thank you and good night.
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Mr. Speaker, Mr. President, Distinguished Members of

Congress, Honored Guests and fellow citizens:

onth ago, I was your guest in this historic

ox mu Tnaugurahon. fun
buildingA===-I pledced to yoy my cooperation in doing what

is right for this Nation we all love so much.

I am here tonight to reaffirm that pledge and to ask
that we share in restoring the promise that is offered to
every citizen by this, "last, best hope of man."

All of us are aware of the punishing inflation which

has, for the first time in some 60 years, held to double

‘digit figures for two years in a row. Interest rates

have reached absurd levels of more than 20%.aaé—e¥ei~45%
peerdp

EortreTE WO WOUTOA PO TOWtobuy—a—homa. All across this

land one can see mewbi-baiss homes standing vacant, unsold
because of mortgage interest rateswhaal™ anst NOW e \so/ol
abo‘,u- 1l
Admesmt \Q million Americans are out of work. These
are people who want to be productive. But as the weeks
go by despair dominates their lives. The threat of layoff
and unemployment hangs over other millions and all who work
ére frustrated by their inability to keep up with inflation.
On% worker in a Midwest city put it to me thi,s way: he
said, "I'm bringing home more dollars than I thovitht I could

ever earn but I seem to be getting worse off." T1ell, he

is. The average weekly take home pay of Americén workers

in 1972 was $122 a week. If we figure their take home pay



Page 2

pay last year in those same 1972 dollars they only received

$105. And inflation isn't the only cause of this. 1In the

last 4 years Federal personal taxes for the average family
Mww

increased by 58%.

Can we who man the ship of state deny it is out of

wi'll Soon be
control? Our National debt " S1 trillion. A few weeks
ago I called such a figure -- a trillion dollars --

incomprehensible. I've been trying to think of a way to
illustrate how big it really is. The best I could come up
with is to say that a stack of $1,000 bills in your hand ,
3 A biion L4Ado feet,
omry-a-few inches high would make you a millionn A trillion

dollars would be a stack of $1,000 billsﬁhf}dles high.

C:TEH; interest cn our debt this year will be $86 billio

And unless we change the proposed spending for the fiscal

year beginning October 1lst we'll add another almost $80 billion

L

to the debt.
Adding to our troubles is a mass of regulations imposed
' Stede ? loca) s
on the shopkeeper, the farmer, the craftsmanybprofessional
and major industry that adds $100 billion to the price of, N

things we buy and reduces our ability to producéimﬁgiz rate ’
of increase in American productivity, once the highest in
the world, is now among the lowest of all industrial nations.
Indeed, it actually declined last year.

I have painted a grim picture but I believe I have

painted it accurately. It is within our power to change

this picture and we can act in hope. There is nothing wrong
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with our internal strengths. There has been ;; breakdown
in the human, technological, and natural resources upon
which the economy is built.
I haue |
N‘Based_na“hés confidence in a system which has never
failed us -- but which we have failed through a lack of
confidence and sometimes through a belief that we could
fineEune the economy and get a tune more to our liking, I uix(naua
aR—-proposrreg a 4-part program. I will now outline and give
in some detail the principal parts of this program but you
will each be provided with a completely detailed copy of
the program in its entirety.
The plan is aimed at reducing the rate of increase
in government spending and taxing, reforming and eliminating
regulations which are unnecessary and counterproductive.
And encouraging a consistent monetary policy aimed at
maintaining the value of our currency Q¢ Mﬁ MFMWO
It is important to note that we are only reducing the

rate of increase in taxing and spending. We are not

;ttempting to cut either spending or taxing to a level
below that which we presently have. It is a plan designed
to get our economy moving again; to increase productivity
and thus create the jobs our people must have.

I am asking that you join me in reducing the proposed
budget fof?§§82 by $_  billion. This will still allow an

increase of $§ billion over 1981 spending.
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I know that exaggerated and inaccurate stories about
the proposed cuts have disturbed many people, particularly
those dependent on grant and benefit programs for their
livelihood. Some of you have heard from constituents afraid
that Social Security checks for example might be taken from
them. I regret the fear these unfounded stories have caused
and welcome this opportunity to set things straight.

We will continue to fulfill the obligations that spring
from our national conscience. Those who through no fault of
their own must depend on the fest of us, the poverty stricken,
the disabled, the elder%? all those with true need, can rest
assured that programs they depend on are exempt from any cuts.

The full retirement benefits of the more than 31 million
Society Security recipients will be continued along with an
annual cost of living increase. Medicare will not be cut nor
will supplemental income for the blind, aged and disabled.
Funding will continue for veterans' pensions.

School breakfasts and lunches for the children of low
income families will continue as will nutrition and other
special services for the aging. There will be no cut in
Project Head Start or summer youth jobs. There will be about
$3.5 billion for job training programs under C.E.T.A. and we
will keep nearly a million college work-study jobs as well
as more than 900,000 loans to college students.

All in all, more than $216 billion in some 20 programs

are being maintained at the presenf growth level. But



Page 5

government will not continue to subsidize individuals or
particular business interests where real need cannot be
demonstrated. And while we will reduce some subsidies to
nd local government, we will at the same time
convert a number of categorical grant programs into block
grants to reduce wasteful administrative overhead and to
give local government entities and States more flexibility.
We call for an end to duplication in Federal programs and
reform of those which are not cost-effective.
Ton, e '

The Food Stamp program will be restored to its original
purpose, to assist those without resources to purchase
sufficient nutritional food. We will, however, save $2.6
billion by removing from eligibility those who are not in
real need and who are abusing the program. Despite this

[y

reduction, the program will be budgeted for mcre than $10 billion¥WV
Welfare will be tightened with more attention being F“
given to outside sources of income when determining the amount
of welfare an individual is allowed. This plus strong and
effective work requirements will save $671 million next year.
I stated a moment ago our intention to keep the school
breakfast and lunch programs for those in true neei. But
by eliminating meals for families who can afford ‘> pay, the
savings will be $1.2 billion. ,

U

Historically the American people hav§4suppo:te oy

bRt Ty more artistic and cultural activities
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than all the other countries in the world put together. I
:;%iheartedly support thisqand believe Americans will continue
to b %.OMTherefore, I am proposing a cut of $128 million
in the{“sdgl;‘s{dies now going to the arts and humanities.

There are a number of subsidies to business and industry
I believe are unnecessary. Not because the activities being
subsidized aren't of value but because the marketplace
contains incentives enough to warrant continuing these
activities without a government subsidy. One such 1is the
synthetic fuels program. We will continue support of research
leading to development of new technologies but we can save
$ _ billion by leaving to private industry the building of
plants to make liguid or gas fuels from coal.

We are asking that another major business ﬁubsidy, the
Export-Import Bank loan authority be reduced by'3;% in 1982.
And this brings me to a number of other lending programs in
which government makes low interest loans, some of them for
an interest rate as low as 2% and not more than 5%. What
has not been very well understood is that the Treasury
Department has to go into the private capital market and
borrow the money to provide those loans. In this cime of
éhgésguze interest rates the government finds itsrlf paying

MOL Thau
interest several times as high,ee-it receives fromn the
borrowing agency. The taxpéyers, of course, are paying that
causl

high interest ratgqijiovernment doesn’'t have any money of

its own.
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o Ferpehuate an out gf date Gpnqunznq.

The Rural Electrification program came into being at a
time when rural America was almost totally without electric
power. A program of loQ interest loans to rectify this made
sense then. I believe the recipients today of R.E.A. loans
will understand the fairness of switching to the private
capital market and borrow1ng at the commercial interest rate.

S from borrosus
Doing this will save the 1lli1on in 1981 and '82
with ongoing savings of $15 billion through 1985.

By terminating the Economic Development Administration
we can save $300 million in 1982 and $2 billion through 1985.
There is a lack of consistent and convincing evidence that
E.D.A. and its Regional Commissions have been effective in
creating new jobs. They have been effective in creating
an array of planners, grantsmen and professional middlemen.

We believe we can do better just by the expansion of the

rhaa_

economy and the job creation which will come from our economic

program.

I mentioned the elimination of duplicating programs. This

is true among the lending agencies. For example, the Farmers

Home Administration is a duplicate of several other lending

programs. By trimming its lending activities 25% we can remove

the useless duplication in 1982 and save $105 million.
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Let me just touch on a few other areas which are
typical of the kind of reductions we have included in
this economic package. The Trade Adjustment Assistance

WGW
program provides\benefits for workers who are unemployed

when foreign imports reduce the market for various American

products causing shutdown of plants and lay off of workers.

But these benefits are paid in addition to regular
A colect bom-guwwdqmﬁ%-a’ &
agre%::s UnTair.) heuwld deke-
home
REMR/S Clo.
t wher Ut
uns,

unemployment insurancs\
Incidentally the Trade Adjustment payments have a higher
ceiling than Unemployment Insurance. By putting both kinds
of unemployment on the same footing,savings will amount

to $1.15 billion.

Another $204 million can be saved by ending or reducing
neighborhood housing programs which simply duplicate other
such programs in the Department of Housing and Urban
Development.

Earlier I made mention of changing categorical grants
to states and local governments into block grants. We
know of course that categorical grants fund programs
mandated on local and state governments by the Federal
Go&ernment accompanied by strict rules and regulations as
to how the programs are to be implemented and of ¢ urse with

vast amounts of paperwork to comply with reportinc procedures.
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Ineffective targeting, wasteful administrative
overhead ~- all can be eliminated by shifting the
resources and decision-making authority to local and
state government. This will also consolidate programs
which are scattered throughout the Federal bureaucracy.
It will bring government closer to the people and will

save $5 billion over the next five years.
SCONONMAL wil deat
Oux;L program mwl th

éukfMmnngéiézzié::égzgzﬁii’_,
a number of programs which cost-effective.

An example is Medicaid. Right‘now Washington provides

the States with unlimited matching payments for their
expenditures. At the same time we here in Washington
pretty much dictate how the States will manage the

program. We want to put a cap on how much the Federal
Government will contribute but at the same time allow the
States much more flexibility in managing and structuring
their programs. I know from our experience in California
that such flexibility could have led to far more cost-
effective reforms. This will bring a savings of $1 billion
next year.

* The space program has been and is important to America
and we plan tc continue it. We believe, however, €hat a
reordering of priorities to focus on the most impcrtant and

cost-effective NASA programs can result in a saviags of a

quarter of a billion dollars.
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Coming down from space to the mailbox -- the Postal
Service has been consistently unable to live within its
operating budget. It isAstill dependent on large Federal
subsidies. We propose reducing those subsidies by $632
million to press the Postal Service into becoming more
effective.

The Economic Regulatory Administration in the

Department of Energy has programs to force companies to

convert to specific fuels. It administers a gas rationing

plan and prior to decontrol it ran the o0il price control
program. With these regulations gone we can save several
hundreds of millions of dollars over the next few years.

In the Department of Housing and Urban Development

there is a loan guaranty program which encourages communities

to, in effect, mortgage their block grants as security for

repayment on loans to purchase and rehabilitate property.
also allows communities to exceed their own legal debt
limits. We plan changes here that will save $275 million
in this coming year amounting to more than a billion
through 1985.

Now I'm sure there is one department you've been
waiting for me to mention. That is the Department of
Defense. It is the only department in our entire program

that will actually be increased over the present budgeted

figure. But even here there was no exemption. Secwetasiu

It
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Q*L;EK of Defense Wetmbexeews came up with a number of cuts which
reduced the amount of the addition we had to make in order

- to restore our military balance.

I believe my duty as President requires that I recommend

increases in defense spending over the coming year. Since
1970 the Soviet Union has invested $300 billion more in its
military forces than we have. They now have a significant
nuherical advantage in strategic nuclear delivery systems,
tactical aircraft, submarines,_artillery and anti-aircraft
defense. To allow this imbalance to continue is a threat

to our national security.

Notwithstanding our economic straits, making the financial
w

sacrifice beowmsmmdige= now is far less costly than waiting and

’yd“,"ﬁﬁ’ attempting a crash program several years from now. Nevertheless

\pomb’dv the Department of Defense will not be spared the obligation

%}N‘ of making significant reductions over the coming years by o
finding and eliminating waste and inefficigncyyA The aim ‘é4¢bg
will be to provide the most éffective Aefense for the lowesg.

possible cost.

i Mi% with the uhdﬁ-m- reductions
in spending is the equally important\ﬁzézsgyéf reduce&ﬁ€1x

rates. Both are essential if we are to have economic recovery.
It is time to create new jobs, build and rebuild industry

and give the American people room to do what they do best.

And that can only be done with a tax program which provides
incentive to increase productivity for both workers and

industry.
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Qur proposal is for a 10 percent across-the-board
.cut every year for three years in the tax rates for all
individual income tax payers making a total tax cut of
30 percent. This three year reduction will also apply
to the tax on unearned income leading toward an eventual
elimination of the present differential between the tax on
earned and unearned income.

I had hoped we could make this retrocactive to January 1lst

*mbudjc

but the deterioration of the eqonomx1in the months since
September has ruled that out. We also learned that making
it retroactive would work a hardship o?"sos't:;.‘es where the
state income tax is tied to the Federal tax. Thetr-budgess
alreadyi-p—piec ouldt-be—threwsew Af.halance.

Therefore the effective starting date for these 10 percent
personal income tax reductions will be July 1lst.

Again, let me remind you this 30 percent reduction
while it will leave the taxpayers with $500 billion more
in their pockets over the next five years is actually only

a reduction in the tax increase already built into the

system.

S Caeled FRX o~ _
Unlike some past ) reforms this

, Mdeesbub L
is not mesedw 1fferent sets of

taxpayers. This proposal for an equal reduction in everyones'
tax rates will expand our national prosperity, enlarge
national incomes, and increase opportunities for all

Americans.
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Some will argue, I know, that a reduced tax rate will
be inflationary. 2 solid body of economic experts
Cidé . And certainly tax cuts adopted over the past
three-fourths of a century indicate the economic experts
are right. - The advice I have had is that by 1985 our real
production of goods and services will grow to $400 billion
higher than it is today. The average worker's wage will

rise (in real purchasing power) by percent and those

are after-tax dollars. This of course is predicated
ACTING oN '
on/pur complete program of tax cuts and spending reductions

being implemented/b"é“ﬂ/ Wﬂ-—7

The other part of the tax package is aimed directly
at providing business and industry with the capital needed
to modernize and engage in more research and development.

o accelmated cost Retpveny Sq2
This will involve anAieremsE=irdepreesatton—ii-lovanee -
and this part of.our tax proposal will be retroactive to
January lst.

The present depreciation system is obsolete, needlessly
complex, and economically counterproductive. Very simply,
it bases the depreciation of plant, machinery, materials,
and tools on their original cost with no recognition of how
inflation has increased their replacement cost. We are
proposing a much shorter write-off time than is presently

allowed. We propose a year write-off for tools;

a year write-off for machinery: years for
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vehicles and trucks; and a year write-off for plant.
Rental property would be depreciated over years
instead of the present years.

In calendar year 1982 under this plan business would

acquire $10 billion for investment and by 1985 the figure

This Cukre Plas’ weet Feale |@vicelein
would be $45 billion. If one accepts $50,000 as the 7““’¢%ﬁbs;
investment necessary to create 1 new job $45 billion could
create 4% million jobs.

I'm well aware that there are many other desirable tax
changes such as indexing the income tax brackets to protect
taxpayers against inflation. There is tée=ewsdwst discrimina-
tion against married couples if both are worklng and earning,

incemhives for 3AVIAGS and Luves

tuition tax credits A the unfairness of the inheritance

tax especially to the famiiy owned farm and the family owned

business and a number of others. But our b}ogr:; for economic

eﬁ” "erecovery is so urgently needed *to begin to bring down inflation
ojyp that I would ask you to act on this plan first and with gr=at
vrgency. Then I pledge to you I will join with you in
seeking these additional tax changes at an early date.
| American society experienced a virtual explosion in

government regulation during the past decade. Between
1970 and 1979, expenditures for the major regulatory

agencies guadrupled, the number of pages published annually

in the Federal Register néarly tripled, and the number of

pages in the Code of Federal Regulations nearly doubled.
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The result has been higher prices, less employment,
and lower productivity. Overregulation causes esizeprerreurs
to defer or terminate plans for expansion and sincé they are
responsible for most of our new jobs those new jobs aren't
created.

We have no intention of dismantling the regulatory
agencies =-- especially those necessary to protethé;vironment
and to assure the public health and safety. However, we
must come to grips with inefficient and burdensome
regulations -- eliminate those we can and reform those we

Snoutd
ares keep.

I have asked Vice President Bush to head a cabinet-level
Task Force on Regulatory Relief. Second, I asked each
member of my Cabinet to postpone the effective dates of the
hundreds of regulations which have not yet been implemented.
Third, in coordination with the Task Force, many of the agency
heads have taken prompt action to review and rescind existing
burdensome regulations. My economic message will contain
a list of over 100 additional regulations that we will be
reviewing over the coming months. Finally, just yesterday,

I signed an executive order that for the first time provides

for effective and coordinated management of the regulatory

process.
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beginning. We will eliminate those regulations that are
unproductive and unnecessary by executive order whére possible
and cooperate fully with you on those that require
egislation.

The final aspect of our plan requires a national
monetary policy which does not allow money growth to
increase consistently faster than the growth of goods
and services. In order to curb inflation, we need to
slow the growth in our%—ﬁm’%'

oy Qrpp

I fully recogniz§4the independence of the Federal
Reserve System amé—witi—demothem e—undermimre—that
irrdependenee™ m I plan to consult regularly with
the Federal Reserve Board on all aspects of our economic
program and will vigorously pursue budget policies that

will make their job easier in reducing monetary growth.
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A successful program to achieve stable and moderate
growth patterns in the money supply will keep both inflation
and interest rates down and restore vigor to our financial

institutions and markets.

This, then, is our proposal.l "America's New Beginning: ;
-
C:»ﬁ’J<ZEi§fProgram for Economic Recoveryii> I do not want it to be
simply the plan of my Administration -- I am here tonight to

ask you to join me in making it our plan. Together, we can
embark on this rocad not to make things easy, but to make things
better.

Can we do the job? The answer is yes. But we must begin.
Our social, political, and cultural, as well as our economic
institutions, can no longer absorb the repeated shocks that

have been dealt them over the past decades.

WA
’ \gﬁi , We are in cont;ol here. There is nothing wrong with
“Q ' (uodﬁu1
E; ,*: America that wegqcan't fix. So I'm full of hope and optimism
o’ .
C\ : that we will see this difficult new challenge to its end --

that we will find those reservoirs of national will to once
again do the right thing.
| I'm sure there will be some who will raise the familiar
old cry, "don't touch my program =-- cut somewhere else."
I hope I've made it plain that our approach has been
even-handed; that only the programs for the truly dcmmsssines
needy remain untouched.

"
Already some ° weotEsted there must b ~<duction

of aid to s s. Let me point out at Federal aid to

-ation amounts to only 10% “total educational funding.
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For this the FederalTEBveaszi:j Y-~ *--‘~ted”On a tremendously
disproportionate share of con l¥ schools. Whatever

will amount to very

reductions we've prop in that 1
little ?f/;he’total cost of education. It
more/aﬁihority to States and local schools distri

- The question 1s are we simply going to go down the same
path we've gone down before -- carving out one special program
here and another special program there. I don't think that
is what the American people expect of us. Mofe importantly,
I don't think that is what théy want. They are ready to
return to the source of our strength.

The substance and prosperity of our Nation is built by

wages brought home from the factories and the mills, the
farms and the shops. They are the services provided in ten
thousand corners of America; the interest on the thrift of our
people and the returns from their risk-taking. The production
of America-is.;he¢ppsséssi097ofnthdsemuhesbuildvase:ye,;,if_;g;

create, and produce. .. _ _.. (. _. "' .. _. .

For too long now we've &amoved <femm our people theu,
‘decisions on how to dispose of what they created. We have -
strayed froﬁ first principles. We must alter our ¢gourse.

The taxing power of government must be used t5 provide
revenues for legitimate government purposes. It nusérg;
used to regulate the economy or bring about socizl change.
We've tried that and surely must be able to see it doesn't

work.

ill, however, restore








