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In addition, contacts were developed with staffs of the
fol 1ing legislators: Senators Thad Cochran of Mississippi;
Str Thurmond of South Carolina; Milton Young of North Dakota,

and Henry Bellmon of Oklahoma, and Representatives Clarence
Brown of Ohio, Dave Stockman of Michigan; Bob Wilson of California,
Bud Shust : of Pennsylvania; Henson Moore of Louisiana, and

De »rert Latta of Ohio.

Projects on which he has assisted the Reagan Committee
incluc the position paper dealing with Black Voters, done undt¢
the aus ilces of Jerris Leonard, Congressmen Carroll Campbell and

\ Evans. A ¢ :ond paper, outlining a strategy designed to
ict Catholic voters was completed in collaboration with
Henry Cashen.

Please note strong endorsement of Governor Connally in
attached letter to Bill Casey.

I ask the T.N.G, to strongly recommend his retention.

Enclosure



April 7, 1980

*, Bill Casey

Reagan for President

‘9841 Airport Blvd., Suite 1430
L.os Angeles, CA 90045

I ar Bill:

There are four young men who were with the
Campaign Committee who performed splendid service,
that I want to recommend to you as being capable
‘1t 11ic¢ 1t and loyal:

Russ Wapensky, John Greene and Ned Greene, who
worked with Issues and Research, and Mitchell
Stanley who worked with the press.

I believe they would do a great job for you
if you find a place for them with your Committee.

Sincerely,

John BP. Connally

JBC:kw




TO ED MEESE 6-11-80

FRCM ED GRAY

Fer the attached, the black publishers are meeting at the same time

we 're visiting Chicago. In my opinion, this is worth ~ ~ " a drop-i
to say hello. I would hope we would have time to do this. Remember,
these are —mh1ichame It is a particularly good opportunity to bulld a
case to count:;7Z;;;:1ation that we "have written off the black vote...
we haven't made an effort to talk with blacxs,"” &te. Do you agree we

should do it? We need to get an answer back to this group right away.

cet Chuck Tyson
Lyn Nofziger
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A STRATEGY BASED ON REALITY

(The Business Roundtable Annual Meeting
New York, June 9, 1980)

George P. Shultz *

Hope, it has been said, makes a great companion but
a lousy guide. Policy, if based on hope alone, will
frequently lead to disappointment--setting in motion a
pattern of shifting actions confusing to everyone: at
home to consumers, savers, investors, businessmen; abroad
to our adversaries and allies alike. And to all, it adds
up to a lack of resolve, to weakness, to unreliability.

Unfortunately, all too often in recent years the
policies of our government have been based on hope, on

wishfulness detached from observation and detached from

reality.
e Hope that households will save in the face of
high and rising inflation.
) Hope that union leaders can sustain an advocacy
of falling real wages.
° Hope that productivity will rise in the face of

guerrilla warfare by government against the

sources of productivity, especially long-term

* Vice Chairman, Bechtel group of companies, Professor,
Graduate School of Business, Stanford University, and
co-author (with Kenneth W. Dam), Economic Policy
I ronA_the Headlires (Stanford: The Portable Stanford;
New 1ork: W. W. wnorton)




) Hope that governn 1t suppression of domestic
energy prices well below world market levels
will be accompanied by all-out efforts to
produce more energy and use less.

° Hope that a reduced use of military power in
the world can be achieved by unilateral
reductions in our own military capacity.

) Hope that vacillation in the face of challenge
will not encourage aggression.

The result, all around us and plain for all the
world to e, is confusion about our aims, deterioration
in our world position, and deep concern, perhaps fear,
that we are no longer able to establish a tough-minded
sense of direction and stick to it.

In short, the state of the nation is deplorable. So
obvious is this fact, whether we look at our own economy
or at our military and diplomatic position, that I need
not develop it further. More to the point are the
policies, attitudes, and actions necessary to turn this
situation around.

RECOGNIZE THE F~" " ITIES

We must start by recognizing what the realities are,

however harsh, disagreeable, and unrelenting they may be.



CATNTDAT. DDNART.FMC ADW T.TNKED

The first reality is that our central problems
--inflation, energy, a decline in our relative military
strength, uncertain diplomacy--are linked together both by
their substance and by their root causes. Our inflation
undermines the dollar, traditionally and still the world
currency of exchange and store of value, thereby upsetting
world markets and causing our trading partners to question
our reliability--and not just our economic reliability.
And our confi :d and changing position on the dramatic
March 1980 "Jerusalem" vote in the U.N. underscored
questions about our competence and our staying power,
questions that carryover to other fields: Consistently
inconsistent diplomacy undermines confidence that we are
any more likely to stick with strong policies elsewhere,
as for example, in the fight to curb inflation or to
provide an adequate budget for defense.

Our unwillingness to face energy realities, as
others have, is also deeply disturbing. We have an
abundance of energy resources, especially as compared with
many of our friends abroad whose resources are limited,
sometimes in the extreme. 1Imagine the lectures we would

be giving them had our price of gasoline been over twice

$1.00 a gallon. Our energy industry is tied into knots by

controls, entitlements, regulatory uncertainties and



contradictions, and tax penalties. Many of our allies
blame the United States for the world's energy problems as
much as or »>re than OPEC. Not only does our neglect of
energy realities diminish our diplomatic strength, but our
dependence on imported oil also weakens our stategic
military position.

PEOPLE COUNT

The second reality is that the quality of people in
government and the atmosphere in which they work makes a
large difference in how well the functions of government
are carried out. No matter how much you or I may complain
about government, government is essential. Government is
obviously here to stay. We all have a big stake in what
kind of a job is done. Right now the general view seems
to be that anyone who serves in the government should have
his head examined. Or, barring that, he is fair game to
have everything else about him examined. What's more, he
is presumed to have a sinister conflict of interest if he
happens to know anything about his area of responsibility
on the basis of prior experience. Unless this atmosphere
is changed, business people cannot make the contributions
to government operations that many of them want to make
and can make. We must regain the idea that government

]
responsibility. We must accept again that people in these

jobs should be accorded fair treatment.



I must say, also, that we ar 1itit]l 1 to expect top-notch

performance in return.

The third reality is that the essence of good policy
is good strategy. The need for a long-term point of view
is as essential in day-to-day problem solving as in the
making of large policy decisions. Most decisions in
government are made in the day-to-day process of
responding to problems of the mc :nt. The danger is that
this daily firefighting can lead the policymaker farther
and farther from his goals. A clear sense of guiding
strategy makes it possible to move in the desired
direction in the unending process of contending wit
] les of the day. Many failures of government can be
traced to an attempt to solve minor problems piecemeal.
The resulting patchwork of ad hoc solutions often makes
such fundamental goals as consistent diplomacy, military
strength, price stability, and economic growth more
difficult to achieve.

T.RT GOVERNMENT ANN RUSINESS DO THRE THTNCQ THRY NO BEST

The fourth reality is that life in the United States
has become heavily overpoliticized. After five decades of
activism, we have reached the point where government seems
to be into everything--to the ver det:  :nt -~

performance of its truly essential functions. As the

reach of government has extended into more and more of our



economic and private lives, government officials have been
led more and more into areas where they have no
comparative advantage and may even be out of their element
entirely. Government increasingly has come to dominate
the production of essential goods and services and their
allocation to various uses, substituting a system of
bureaucratic "command and control” for the incentives of
private enterprise and the pulls and hauls of the
marketplace.

Private enterprises operating in a competitive
market have a clear comparative advantage whenever the
major objective is efficiency in the use of resources.
Private enterprise is also superior in adapting to
variations in local and individual needs and in
responding to new issues and changed conditions. The
superiority of the private market over governmental
command and control of large sectors of the economy
derives in part from its superiority in the essential
tasks of collecting and evaluating information, of giving
opportunity for the expression of differing tastes, and of
driving producers to seek the lowest cost methods for
transforming raw materials into goods that people want and
value.

L 4y
be drawn between government and private business that bear

on their respective areas of comparative advantage. These



distinctions start with the deliberately flat
organizational structure of the federal government,
stemming from the very concept of checks and balances.

The resulting disposition to delay has been compounded in
recent years by the wide distribution of action-stopping
power among Congress, the executive branch, the judiciary,
and the regulatory agencies. Government action is
crab-like at best, with an overwhelming emphasis on
criticism and on policy formulation as opposed to
execution of concrete tasks.

By contrast, the pyramidal structure of organization
described in most textbooks does reasonably resemble the
reality of business. A "doing" organization must be set
up to force the decisiveness that gets action. One of the
first lessons I learned in moving from government to
business is that in business you must be very careful when
you tell people who are working for you to do something,
because the probability is high that they will do it. 1In
government, no way! Among other things, they don't
necessarily consider themselves to be really working for
you in the first place.

This contrast between "debating and criticizing"

organizations with their disposition to delay and "doing"

comparative disadvantage of government in managing

important parts of the economy. Many of our economic



p1 ns today result from the large and increasing
proportion of economic ¢ :isions being made through he
political process rather than the market process.

So what do we conclude from this? It is essential
in our society to return to the notion of the limited
purpose organization: Let government and business do the
things they do best and do not expect every organi aition,
including government, to do everything.

Government must pay attention to those areas where
it not only has a comparative advantage but where there is
no competitor. We must have a strong defense. Only
government can do it. We must have top-notch diplomacy.
Only government can do it. We must have law and order in
our society. It is up to government to provide that. We
must have a society that is fair and that is efficient.
Government can contribute to achieving those objectives.
But government and only government can provide us first-
class defense and diplomacy and a respected rule of law.

USE THE IDEA OF COMPARATIVE ADVANTAGE

The idea of comparative advantage, then, can be a
key to establishing our strategy for dealing with central
problems and for determining what substantive shifts in

government policy are appropriate. I will use this idea

importance.



Our country is blessed with such resilient people
and institutions and with such vast resources that it can
take a lot of ruin--domestically. But with the right
strategy and with perseverence, we can recover from
domestic setbacks.

The same cannot be said for our external defense if
our military posture continues to decline. With this
decline, our diplomatic position has weakened, as has our
ability to defend our interests around the world. The
deterioration of our military capability relative to our
principal adversary, the Soviet Union, must be reversed.

What then are the economics of defense? Our
economic performance has demonstrated that defense
production is not needed to sustain economic growth. So
let's not waste time on that phony argument. The real
issue is, can our economy carry the burden of adequate
spending for defense? We are highly taxed now. Federal
revenues are heavily committed to gigantic programs of
transfer payments, now a whopping 53 percent of the
budget. These programs can and must be brought under
control. We should be able to control other spending at

least in tandem with increased spending for defense. In

must be a front-and-center priority, with other budget and

tax decisions in a follow-on position. We can cope with



tt budget pressures of spending for ¢ Eense, but we
cannot recover from a failure to commit adequate resources

to this task.

PRICE STABIT.TTY AND RCONOMTC GROWTH

Our capacity for defense, as well as for the
attainment of other objectives we hold as individua. and
as a society, is dependent on a healthy economy. Present
government activities are doing the country grave damage.
High inflation, high taxes, high government spending, and
overregulation have produced high unemployment, low
savings, low investment, and a decline in innovation and
productivity. The government giveth; the government can
taketh away. These government-inflicted problems can be
remedied.

There is massive evidence to support the ideas
that changes in the supply of money are a powerful
determinant of price behavior, as well as of economic
growth, and that the long-term goal should be a steady
rate of monetary growth at a level consistent with zero
inflation. Restraint in government spending and
minimization of deficits and of off-budget financing are
highly desirable to promote productivity and economic
growth; they also facilitate a desirable monetary

7 7 1
restrained to a noninflationary level requires government

to bid funds away from private investment. The resulting

10



ctr 1lit squ 2ze nd ris¢ " 1g "2 : rat s ir ritably put
political pressure on the Fed to take actions that create
excessive amounts of money and thereby refuel inflation.

The links between government spending, taxation, and
monetary policy all point to the need for disciplined
behavior by the government. One aspect of such discipline
is to require the federal government to operate in real
rather than nominal dollar terms. That is one of the
objectives of indexing the tax structure. Discipline
would also be promoted by inflation-proofing the Savings
Bonds now being sold to the public, thereby implying a
serious governmental effort to control inflation and
offering a fairer deal to small savers, who suffered at
least an 11 percent loss in early 1980 on their 7 percent
interest, which is taxable to boot.

Other elements of discipline are also needed to
attain price stability. The temptation is for the
government to fall into some form of "incomes policy,"
ranging from jawboning to explicit controls, as part of
the answer to inflation. Presidents I re often stated
their opposition to wage and price controls. However, the
lessons of recent history are that opposition to controls
is not sufficient to avoid having them and that, once

n ti bt ¢ ir Li

events moves in an increasingly compulsory and damaging

11



di; :tion. A pc¢ ltive progr ni nec 1 toavc'1{f "“ing
into that trap.

The basic fact is that to cure inflation the
government must slow down the growth of demand. Other
actions are also important, but failure to recognize this
fact leads the political process to substitute hope in the
form of an incomes policy for the reality of implementing
the fundamental measures that count: a strategy for
reducing exy 1ditur 3 and taxation compatible with a
steady and disciplinea rate of growth of the money supply.

GOVERNMENT SPENNTNG

The most effective way to put a quick hold on the
growth of government spending is to assure that no new
programs outside the area of defense are proposed or
funded until the budget is brought into balance at rates
of taxation well below those currently prevailing. At the
same time, areas of excessive growth, of waste and fraud,
of gross inconsistency, and of questionable merit can and
must be tackled with vigor and resolve.

Two points must guide any effort to curb the growth
of government spending. The first is the need to
recognize the many and diverse ways in which "spending”
takes place. The formal budget alone is far from the
wl Yo n 3 it : rt nt.
Off-budget financing and government guarantees are methods

of mounting and expanding programs through the use of the

12



gov 'nment's borrowing capacity that °~ 2 a command on
the nation's resources without being recorded in the
formal spending totals. In addition, the mandating of
private expenditures for government purposes has gained
momentum as the spotlight has illuminated direct

spending. Such mandates are a clear cé 1 by government on
t! nation's resources. Thus, point one: a realistic
effort to control spending must be comprehensive in its
concept, otherwise good work in one area will be negated
in another.

My second point is that we urgently need to develop
a long-term strategy for the shape of the budget, say,
four years into the future. True, most of the spending in
1980 cannot be curtailed; technically it is
uncontrollable. But, the proportion drops as we look
today at what is controllable in the years ahead. The
main reason for immediate uncontrollability in the budget
is that current outlays are dominated by funds flowing
through transfer programs in which legislation has created
rights to payments for any gqualifying individual.

Transfer payments, with all their faults, are our
principal vehicle for the political expression of equity
concerns. Although equity arguments are all too often

ct 1 1w -int i, tl dc
not alter the basic appeal that the idea of a "fair shake"

has to the body politic--and for that matter to me. A key
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problem for policy is to recognize the legitimacy of the
concern for the poor and the disadvantaged, but to avoid
having the rhetoric of poverty become the servant of
well-placed interests. With 46 percent of the families in
the United States receiving a transfer payment of some
kind, this large and growing sector of the budget has
great momentum behind it. But the feeling is widespread
today that the administration of these efforts is
wasteful, unfair, and unwise--a feeling borne out by
detailed analysis of the income maintenance sy tem. The
transfer system can and must be made more internally
efficient. Fraud must be minimized and benefits
concentrated on those who really need them.

The difficulty of coping with the growth of
government spending has led many people to advocate a
spending limitation impc ::d by amendment to the
Constitution. Though this proposal has long-term merit,
we must come to grips with the need for budget discipline
now. We cannot wait for the long process involved in the
passage of a constitutional amendment. We can get results
without changing our system around. Our system will
work. We have to get in there and work with it.

TAXES

1 i t - it: 1. A

genuine tax reduction requires that the spending side of

governmental activities be confronted. Alan Greenspan
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estimates that the amount of revenue recaptured from a tax
cut in these times of high inflation and high risk
premiums is no greater than one-third and probably more on
the order of 20 percent. A few others make estimates that
are higher. More important than these estimates alone is
that as inflation is controlled and risks created by
regulatory uncertainties are lessened, the rate of
recovery will tend to rise. 1In the meanwhile, however, as
tax rates are cut, the rapid upward movement of spending
and its derivatives must also be curtailed--for the true
burden of taxation is the fraction of our resources
controlled by government, however financed.

There is far more to the tax issue than simple
reduction. High marginal rates of taxation at all income
levels bring about major distortions in economic activity
and in individual economic behavior. This problem is all
too familiar for middle- and high-income earners. The
distortions of economic activity involved in the avid
search for tax shelters, and the fact t at relatively
little revenue is collected at the highest marginal rates,
testify to their basic futility. The relentless way in
which inflation projects middle-income earners into
ever-higher tax-rate brackets has received increasing

" cert

comn it ry, > tt t now tt ic 1 of inc ¢ 3
areas of the tax system can almost be taken out of

quotation marks. Unfortunately, even such a simple and



basic change as indexing has not been made. Le
attention has been paid to the high marginal rates of
ta; tion on the poor (in the form of withdrawal of
benefits as income is reported) and to the fact that
they,too, react predictably and negatively. Of course,
they cannot afford tax lawyers, but work in the
erground economy, where people are paid in kind or
cash, not reported for tax or GNP purposes, is a
substantial and rapidly growing way to shelter income.
These same points apply generally to taxes on
capital gains and on business income as well. The
combination of inflation and present taxes on capital
gains amount to a confiscation of wealth that is
especially discouraging to the creativity needed to
develop new, small enterprises. And with present
depreciation rates, the tax/inflation double whammy has
brought real profits of business to low levels, as
attested by the stock market's abysmal performance--worse
in the decade of the 1970's even than in the 1930's.
Although complete revision of the tax code is
desirable, it is probably not feasible, certainly not in a
short span of time. Overall reduction is feasible, as is
a sharp reduction in high marginal tax rates. Such
1 1 1) .
corporate behavior, providing incentives to save, invest,

and work.
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THE MARKRT WORKS

Many of our economic problems today result from the
large and increasing proportion of economic decisions
being made through the political process rather than the
market process. The battle between government regulation
and the private market is nowhere more apparent than in
the field of energy, where the comparative advantage of
the market is clear. Governmental intrusion into energy
production and us provides a glaring example of how
regulation costs us all dearly. Alternatives to imported
0il exist here in the United States. Market pricing and
market incentives will bring these alternatives on stream,
ju - as surely as present requlations and the
politicization of this field keep them on the sidelines.
Governmental intrusion has ensnarled a potentially
efficient system for producing and consuming energy with
high-vi .bility politics: regional considerations,
varying corporate interests and their differential
abilities to exert political influences, and, importantly,
with attempts to use the energy system as a means for
distributing welfare benefits. By this time, everyone
knows the result is a mess.

Another battleground between government controls and

t roy

rate of inflation displays the injustice, as well as the

inefficiencies, of detailed government regulations.
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Limitatior on tI geogr dhi spread, on the type of
transaction permitted, and on the interest rates that
savers may receive and that borrowers can pay, have
brought about major rearrangements in financial markets.
With high inflation, many of these indefensible
limitations are proving unsustainable.

The market is gradually circumventing these
regulations and is reshaping the field of finance, a
reshaping bound to affect powerfully the functions of
saving, borrowing, and investing. These developments show
the strength and workability of the market and the
benefits to be derived, for small and large savers and
borrowers, from removing regulations and letting the
market work.

A third battleground is the arena of international
trade, where temptation abounds for government intrusion.
Pressures to restrict imports are continuous and vigorous,
and no doubt they will increase further during the current
decline of economic activity. However, it is consumers
and producers in the United States, not in other
countries, who will be the big losers if rising
restrictions on imports perpetuate inefficient production
and higher prices here. Higher prices for primary

b
products, further weakening the position of U.S.-made

goods in our own, as well as international, markets.
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“onomic policy it 21f h¢ too oft 1 b¢e 1 the enemy
of our most workable means of producing and distributing
goods and services. Precisely when important problems
confront us, we must abandon the fashionable ideology that
the government should simply "do something." We must
again return to the principle of comp rative advantage and
rely instead on what has repeatedly proved far more
practical and effective--the market system. It is, after
all, in the economy itself--not in the offices and
corridors of Washington--that our hopes for more, and more
productive, jobs; more energy; and growing incomes can be
realized.

I said at the outset that the state of the nation is
deplorable. I say as well, we need not despair. The
major problems we confront are self-inflicted. They arise
from our mistakes and from our inconsistencies. Our
resources are vast and our capacities as a people are
formidable. If we face the realities squarely and follow
a comprehensive and consistent strategy, we can again be
confident as a nation and inspire the confidence of
others. What we need is administration not with a
weathervane but with a compass. And someone at the helm

who will use it.

19












James Brady

Director of Public Affairs & Research
-
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Also, I would envision you doing a br: f "fireside chat" on a
national radio hookup about once a week. This would give you
a chanc to comfortably add: s3s a range of subjects which a
national candidate is expected to deal with. These talks can
then be put into a booklet and distributed to the press, to
voter groups, etc. because they have been heard by millic

of people. The press could not ignore them, as they frequently
do, wt 1 such papers are just dropped on them.

I need two answers weshould be able to give now: Whether to com-
mit to the Dallas million dollar fund-raiser on June 30; whether
to speak to the VFW Convention the weekend following the Demo- .
cratic Convention, August 18, 19 and 20.
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