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JAN I 7 1983 

· The 
~oundation //?/~~~ 

I~ To Rebuild ~merica .... National Headquarters: 758 Mast Road, Goffstown, NH 03045 

¢ 

Fred F. Fielding 
Counsel to the President 
The White House 
Washington, D. C. 

Dear Mr. Fielding: 

With regard to 
Foundati ·-- ~- -- cance- ~ ~ lrW-'o4,..,..-..~ 
that this has already been done. 

603-668-6400 JJLJO 3 
tLJfXI 

January 10, 1982 

ail' 
form you 

You may recall that, in June of last year, you wrote us expressing your 
concern about a prayer & fasting letter we were mailing. We discontinued that 
letter at your request and, at the same time, also stopped mailing the letter 
concerning child pornography. 

You might also like to know that we only mailed a small test of the 
letter and it has been out of circulation since early summer. 

We appreciate your concern and hope this will resolve the matter. 

T C:mk 

~~ 
lany Campaigne 
President 
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j [ubart Rowen 

• • • and a 
Take-Charge_ G_~_y _ 

There is a worrisome dis:may .1t tl~e puhlir. 'Tm :-urpri~1.;cl that the disa: 
top of the He:igan . ad,;1ini!,tr.:1tion, · '.(r,-,: r:·,i•nt.s l••n p11!i.-\'l arc voiced so 
which, in the. face of dE,r-p;:ning reces- ;,, .. ,,.: -:· .. ,·.~ ,1,-11 .. t'!i-: iu!. 
sion and soaring budget deficits, hasn't · i ,. , , ... i . , , : ,, . • 1, •!Hi ·~l ir l'n 11111mic 
been able to get its economic act to- . p, .I,, _. i- .,.,., ~- ,1 . ,11 1 al an informal 
get her. · "Ti.,~,:.:-: hn:,,i,! .. ,i'· .. ,.~i,.n hosted by 

With the deficit for fo;cal 1!}84 ex- ~. , .. , l;ir,· ll q .! il ll . The team- no alter-
peeled to e:,ceed $200 bi llion, the 
president is heing pressured by some _ 
aides to reduce planned increases in 
defense spending, by others to raise 
taxes, an y still others to let the bur-

. den of deficit-~having rest on the wel
fare side of the budget. 

The reality is that some combination 
of :..JI these measures will be needed, if 
not in fiscal 1984, later on. But the last 
thing President Reagan wants to talk 
about now is another tax increase. He 
m,1de that clear in an unprecedented 
p11hlic rebuke to Treasmy Secretary 
Do:,a!d Regan, who had le;ikeci his o,m 
prt'ference for a new tax hike. 

,\ II Reagan's advisers agree, in prin
dple, that the budget to be presented 
next month by the president must set 
out a scenario for reducing deficits over 
the next four or five fiscal years in a 
,~ay that financial markets will accept 
as- er.edible. 
' That means a descending pattern of 

deficits, lower for fiscal 1985 than 1984, 
a)1d so on-in absolute dollars and as a 
percentage of GNP. "We can't do it 
with mirrors," says an official. 
; The deficit numher projected for 
the out-years-Ii. cal 19 5 through 
19SS-"are frightening," says one who 
has seen them. Unless reduced by both 
spc:nding reductions and tax increa.ses, 
the deficits soon top ,;250 bil lion ru1d 
could run over $300 billion for fiscal 
19S8. 

This is the resu lt of the original, 
badly conceived Reaganomics pro• 
gram. It risked putting in place huge 
tax rnts,_ along wit h big defense in
rr<'ases-and ne\'er achie\'ed the eco-
1:nmic expansion ne.ce~sa ry to a\'ert 
l his sea of reel ink. There is, inst£>ad, a 
r~ce~:-: ion that. roulcl turn into deprcs
.-,lm. 

Ht'agan ·s dilemma has no rec1d ily ap
p:, rent solution. What's worse, no one 
. l:rnds out as a le>ader among his eco
nomic advisers. ,\s t.hey will admit pri• 
vatPly. there is little coordination of 
their views when they speak out in 

.. - ,..,, -, 
I '-. ') 

! .. ~ ..., 

w.p. 

nates allowed-includes Secretary of 
State George Shultz, 0MB Director 
David A. Stockman, Economic Council 
Chairman Martin Fcld~tcin, Com• 
merce SC'r-ret.1ry Malcolm Baldrige and 
White Homci aide Edwin H,1r 

As pnrt of a pac ·age, they have dis
cussed higher truces at some stage of 
the game. It is clear, says one partici
pant, that if Ronald Reagan believes . 
one thing as if it were written in the 
Scriptures, it is this: you don't get out 
of a recession by raising taxes. 

So all hell broke loose when Secre• 
tary Regan lt:aked the idea of a tax in• 
crense, presumably to bC'gin in fiscal 
1984. Says a colleague: "Don is just un
predictable." Regan, it wi ll be recalled, 
only a few weeks ago floated the idea of 
advancing the July installment of the 
Kemp-Roth tax cut to the beginning of 
the year. 

Regan also did a U-turn on the need 
to bolster the resources of the IMF as 
soon as the depth of the Third World 
debt crisis 1md the involvement of the 
American hanks became clear. In this 
situation, Regan began to pay more at
tention to what Fed Chairman Paul 
Volcker w.is telling him about the des
perate shape of the global economy, 
and less to the monetarist concr:rns of 
Treasury Undersecretary Beryl Sprin
kel. 

Stockman is still in the· shadow re
sulting from his indiscreet disclo:ure 
late in 1981 of his honest duubts about 
the original Reagnnomics program, :rnd 
has little influence in haping macro 
policy. He is using whote\'er clout he 
has, along with Fel~stein and Bald rige, 
to press for pending cutbacks across 
the board, including a slica in the proj
ected real increase in the Pentagon's 
budget. 

Economist Feldstein, the newest boy 
on the block, has played an important 
role by insi ting on realistic economic 
predictions-no more "rosy scenarios." 
He is respected at the White Hou!le, 
hut his relationship with Rea~an is st.ill 
developing. 

What Reag:m desperately needs is a 
new policy package that at least holds 
out a reasonable hope for reducing the 
later-year deficits. But beyond that, he 
need; a kike-charge guy fo r economics, 
,;omeone who operates ltke l ieoq;e 
Shultz did in the Nixon administra
tion. The danger is that Reagan will 
soon appear to he as indecisive as Car
IN. If the li11ancic1l markets see no real 
relief 011 hud ~et. deficit~ in the late r 
years. we cou ld be in the duublc-di~it 
intcrc~t.-rntc soup once again. 

,. 



Anns and the Man I But history §bows that ARCO &ilf '<1'8apoAE 
programs g_et rolling_:-generating jobs and 
bness cofitracts they are DOHUcally a1-
?mmr iin~1ble to ~op. Already the general 
SCOfJe andouthne ofthe arms buildup are all 
but set, and 1983 is the year for many of Mr. 
Reagan's major projects to pick up steam. 

Since the president took office in January 

Sjpals to the Soviets 

i Reagan:s Defense Push 
Draws Increasing Fire 
As Big Drain on Budget 

Despite Critics on All' Sides, 
President Is Likely to Win 
Most of Spending Goals 

. i961, 1r~ l!dS )atked @ Pentagon snendlrtg: 
ffl'Cnohty m eac year's hndget pmpqsal, So

y 1ar the actual outlays have risen far more 
f\ slowly, reflecting the lag of several years 

before production of a new weapons system 
kicks into high gear. 

The recent leadership cllange in the So· 
viet Union, aides suggest, makes him even 
more determined. Mr. Weinberger and other 
hard-liners are telling him that any signifi
cant spending cuts or major weapons can
cellations would send out what one calls 
"dreamy signals about unilateral disar
mament over here." 

Advocates of a smaller military buildup 

};_ ,iJfn~altt:rmY;~;!!°Jet;% 
an and Secreta . ~- .i 

~r, though. oeitli:t roan-bas faker up tbe i 
e e. A senior!.White House aide goes 

so ar as to say that Mr. Shultz buttresses 
Mr. Weinberger in his arguments to the 
president. 

But if the president sticks to his plan for 
fiscal 1984, he will present a budget calling 
for the fattest rise yet in actual military out
lays. They would climb about $39 billion or 

Why Cutting Is So Difficult ~:~n~m this fiscal year's expected $208 
.:i.2.!Z. ? •C2- Ballooning Deficit 

By WALTER s. MOSSBERG Meanwhile, the federal budget deficit is 
And RicH JAROSLOVSKY ballooning to levels that set teeth rattling in 

Staff Re porters of THE~ l §UPiI JoURNAk Washington and on Wall Street. The ex-
WASHINGTON-In a recent White House pected fiscal-1983 deficit of about $185 billion 

meeting, U.S. Chamber of Commerce Presi- would be .by far the larg_est in U.S. hjstory 
dent Paul Thayer was advising senior ad· and admmJSfration officials have said the 
ministration officials on areas where the fiscal-1984 deficit will top $180 billion without 
federal budget could be reduced. new action to reduce it. 

President Reagan was on · hand for a Deficits of that magnitude man¥ teac, 
time, and after he left for another appoint- could eventually drjye jnterest rates npwanL 
ment, Mr·. Thayer began to talk about the aein aud relatd tat xears tbe ecouaroic 
need for cuts in defense spending. As a ~wth needed to red ~ 

~~!s ~~1:e~ ~~~at~~~i;s c~t ~~-i~h~~e~t~~~ i:te;~~ t~!: =E"::i0:E!i_ 
saying, "You should have been making pie~resigerrs llefonse DWl!Ti!m, 
those arguments three minutes ago," when Republican Sen. Dan Quayle-of Indiana 

, the president was still present. Mr. Baker is , recently warned Secretary Weinberger of "a 
said to have added, "I don't even want to definite perception in the public that the 
hear it now." Pentagon and military spending are simply 

The episode tells much about defense- out of control." "I was elected with your 
spending attitudes. Mr. Thayer is hardly a boss. by a strong pro-defense constituency," 
dove; he was the chairman of LTV Corp., a he added, "but my mail has gone 180 de-
major defense contractor, and has since be· grees in the opposite direction" lately. Pub-
come Mr. Reagan's deputy defense secre- lie-opinion polls are equally striking. A re-
tary. And Mr. Baker, a wealthy Republican cent survey for Business Week magazine 
lawyer from Houston, isn't a flaming lib- showed public backing for continued mili-
eral. tary increases had plunged from 71% during 

Among business leaders, in public- : the 1980 election campaign to 17% ~ 
opinion polls, in Congress and even within • fall. · i· 
the administration, there is a widespread , Mr. Reagan obviously doesn't see thfugs 
feeling that Mr. Reagan's ambitious mili- : that way. "To have your eye on the deficit 
tary buildup is too costly and should be cut , with regard to defense," he recently told 
back sharply. :Time magazine, "is to ignore, as some pre-
A Majority of Two . decessors have, that the primary objective 

·w:B~uDt~s;uc~hrJYre~vffe~rs~al~~~~~~:-;~ • of government must be the protection of the , lh accounts, Mr. Reagan and · liberties of our people .... Defense cannot 
1s longtime adviser, Def~nse Secretary ca- : be looked at as a part of a budgetary solu

spar Weinberger, are bent on constituting a : tion." 
majority of two to keep largely intact their '.fbat firmly held conviction, echoed by 
Sl.6 trillion five-year military spenJling plan. : Mr. Weinberger in speeches and press con
And the betting is that they will succeed. . : ferences; has snuffed out most active opposi-

Eig>e_rts say that if Mr. ~IL aiill Mt tion to the size of the defense buildup within 
»'ewfrer c#b Just bold ;;a;:,a:; 19ii,J&: ··the administration itself. 
§Rite the oo!Wcal pressures causwl l:ij{ dsiog Last year, Chief of Staff Baker and Bud-
aeficjts and jgb)essuess . u wilI be 100 tare • get Director David Stockman mounted an 

ii~V~n~~1£~i~t:::.:z:ra~ : =n:~~f:i:rutst~ ~ b~~du~~~ M~ 
1983 is the year of decision for the Reagan Weinberger won out, arguing that U.S. mili
defense program. Without substantial · tary might had dangerously diminished and 
changes in the fiscal-11184 budget due next · that only a strong defense posture would 
month, the experts say, weapons-buying . persuade the Soviet Union to undertake seri
plans will be locked in for most of this de- . ous anns-control efforts. A few months ago, 
cade. . the president again sided with the secretary 

and against many of his other aides by re-
That future cost is just what worries oouncing the l984 and 1985 portions of a bud- • 

some in Congress. "I think we're going to • cet deal worked out with Congress. The deal 
have to have some actual program cuts in ,, would have reduced the defense buildup by 1 

the defense budget next year," says Demo- ~more than S20 billion over the two years. 
cratic Sen. Sam Nunn of Georgia, an influ- This time around, the White House aides 
ential defense thinker. He and others worry : haven't pressed the case. After their fruit · 
that the costly weapons programs begun to-
day will demand expenditures for years to less efforts, Messrs. Baker and Stockman ' 
come, and that there might not be the dol- seem to lack the appetite for another major . 
iars in future years to pay for them. "We're go-round. Moreover, they are loath to mount ' 
going to have severe underfunding problems too visible a campaign, fearing accusations 
when the bills come due in 1985, 1986 and be- of disloyalty or of trying to manipulate their 
yond," he says. boss. "There has been a conscious effort to 

avoid the appearance-or the reality-of 
Revised Approach ganging up on the president," a senior White 

t backers of the anns House official says. 

rou un ath xt a 
s ration is looking or ways to put the 

best face possible on its budget request: A 
team of Pentagon officials and White House 
staffers has been trying to refigure the fis· 
cal-1984 request using lower inflation esti· 
mates and other changed assumptions, so 
the president can ask for less money to buy 
the same weapons. As the recent House vote 
against production funds for the MX missile 
shows, Congress can still hand the president 
sizable setbacks. 

Aides say Mr. Reagan will probably re
view the defense budget one more time be· 
fore it is packed off to the printer. Rela
tively unbloodied advisers like Martin Feld· 
stein, the new Council of Economic Advisers 
chairman, may press the Issue then. But no 
one is predicting success. A top official who 
has known Mr. Reagan for years says there 
won't be much change "primarily because 
the president's already made the basic deci
sion on the buildup and he isn't going to 
back off of it." 

White House aides say there are political 
as well as philosophical reasons for Mr . 
Reagan 's stubbornness on the arms budget. 
The president, they say, knows that Con
gress will try to scale back his request and 
he doesn't want to open the door ev~n a 
crack by proposing cuts htmself. He fears 
Congress would inte¾J}ret such a move as a 
~ of ool!tical we7iess and a sjgnal to 

t much deeper than he wants. 
. He s been fold that he's gomg to get 

cuts whether he wants them or not, and he 
understands that," one of his closest aides 
says. And even an adviser who wants reduc
tions sees the tactical logic in this approach. 
"If you're facing an assault, you don't start 
by taking one step backwards," the adviser 
says. 

1 'This Isn't a Grune' 
Mr .. Weinberger bristles at the very idea 

of settmg a stage for compromise by agree
ing to cuts in advance. "I haven't been will

' !Tig to suggest that there are some programs 
m the budget we don't need, because there 
aren'.t," he says. · . 

".This isn't a game. It isn't.some sort of 
ifyli7.ed Japanese play, with theatrical char
acters. What are we trying to do here? Are 
we trying to rebuild _or to show we're recep-
Uve t9 editorials .i.nd cooperative· with Con--

~freSS?,"~ ~: 
About the furthest the secretary seems 

!; willing to go is to try to refigure spending 

/
~plans f o allow for lower inflation. But any 
E:ffort Jo claim such a "deflation dividend" 
could actually bolster the hottest Capitol Hill 
argunlimt against Mr. Reagan's program: 
tpat it' will be unaffordable in future years 
when the biggest .weapons bills come due. 
". The reasoning i~ that, in the critics' eyes, 
Mr. Reagan has already underestimated the 
ev~ntual cos! of his buildup. Lowering the 
estimated pnci> ' " ~ven to reflect Kains in 
the fight against inflation, can only widen 
tfte g.i~, they argue. 
A Cutback Proposal 

Harold Brown, who was the secretary of 
defense under President Carter, says, "We 
now have a great many programs which 
have been started and which cannot be fully 
t:0mpleted" with the funds the Pentagon is 
likely t-0 get. -He favors canceling the B-1 
bomber and two planned nuclear aircraft
carrier battle groups, thus saving as much 
as $65 billion. · 

Some evidence supports the charge that 
the price of the buildup has been underesti
mated. An internal Pentagon study, rejected 
by ,top officials there, concludes that the mil
itary has indeed underrated the cost of most 
of the weapons included in the buildup. A 
study by the Congressional Budget Office is 

. expected to reach a similar conclusion. 
But such fears have been around for a 

, year now, with little result, and even advo
' cates of big cuts say Congress can do little 
; · more than. trim a bit off the edges. 

Sen. Ernest Hollings has called for limit
Ing annual Pentagon budget increases to 3% 
after inflation, rather than the 8% or so Mr. 
Reagan is seeking. But the South carolina 
Democrat concedes that Congress "hasn't 

_.:£-_ ~ ··--=- ~ 

--got the political will" to do it -unless Mr. 
Reagan takes the lead. Former Secretary 

; arown glumly says the scaling back that he 
, favors is "politically impossible" unless Mr. 
. Reagan, Senate Majority Leader Howard 
, Baker of :Tennessee and House Speaker 
:. Thomas P ... O'Neill of Massachusetts all sign 
on. 



y Cutting Is Difficult 
The reruil)n cutting is so hard, Sen. Nunn 

~e:ii:plains, is that "a huge constjtuency hnild5 
··pp behind ,every program " For instance, 
California's liberal Democratic Sen. Alan 
'cranston, a Reagan critic, nonetheless sup· 
•J)Orts the California-built B-1. The costly, 
Jimited-range F-18 fighter is a favorite tar
·get of many Democrats, but Speaker O'Neill 1 

backs It : The engines are made in Massa
chusetts. Rep. Joseph Addabbo is a foe of 
many proposals and led the charge against 
the MX missile, but the New York Democrat 
routinely adds funds for the A-10, a plane 
that is made near his district. 

nta on h · t 
sue sarray a roam:: lbeic roes ..A White 
House aide recalls telling a top defense offi
cial, "Look, I'm a hawk too, I'm from the 
right wing of the Republican Party. You 
may be winning all these budget battles, but · 
you may lose the war. You gotta give 
some." 

i The Pentagon official, he says, "just 
! looked at me and smiled and said, ·our crit
. tcs are all over the lot. They can 't agree 
i with each other. All we have to do is stand 

our ground, and they lose.' " 



' · 

I Midterm Malaise 

Reagan's 'Revolution' 
Stalls as Policies Falter 
Both Here and Abroad 

But Mr. Reagan himself, by all accounts, 
is determined to stay as close to his chosen 
course as circumstances allow. "He will tol
erate a very large political risk to do what 
he thinks is right," the aide concludes. 

Mr. Reagan can realistically discount 
some of the gloom and doom he is hearing. 
At the outset of his presidency, widespread 
predictions were that his crusade wouldn't 
get very far. Yet he succeeded in pushing 
through legislation for a 25% reduction in 
personal income-true ratrs. He slashed non
defense spending more than many thought 
pnssible. His five-year, $1 .6 trillion weapons 
program is well on its way. And in areas 
from occupational health to civil rights and 
the environment, he has rolled back federal 
regulation. 

Mr. Reagan 's foreign policy has been 
rent by "ftltconstant battle between the tftigi· 
nal ideology and a number of realities," 
says Stanley Hoffmann, chairman of the 
Cepter for European Studies at Harvard 
University. "Reality has largely prevailed. 
They've had to put a lot of water into their 
wine." 

· In the one area he had firm ideas about, 
the defense 'buildup, Mr. Reagan has largely 
gotte)'l what he wanted. Even with Con· 
gress's rebuff over the MX missile, most of 
the major weapons he is seeking will be well 
under way by late next year. Despite the ev
ident qualms of even conservative Republi· 
cans, Congress shows little inclination to re
vise the president's grand design. 

After Early Success, He Runs 
Into Economic Setbacks 
And Erosion of Support 

A Bizarre Stance on Gas Tax 
/2•23 ·& 

By RICH J ~LO\'SKY 
Slaff Reparter of Tn•: I(e, f STkl·: >....- J out<NAL 

WASHINGTON - The "Reagan Revolu
tion" swept into power like a tidal wave two 
years ago, aiming to wash away decades of 
U.S. domestic and foreign policies. 

With an impressive electoral mandate, 
Ronald Reagan proposed a fundamental re
shaping of the American system unat
tempted since the New Deal. Tax cuts and a 
balanced budget would usher in a new era of 
prosperity. The role of the federal govern· 
ment would be sharply reduced. A defense 
buildup and more-muscular foreign policy 
would win the U.S. new respect abroad. 

For a while during the heady days of 
1981, a dazzling series of legislative tri
umphs made these fundamental changes 
seem within Mr. Reagan's grasp.lfpw how
ever, as he a roaches the mid int of his 

gun to drift -awa~,, :fhe path he has chosen 
tifreach those goals has proved to be slip
pery. Meanwhile, unforeseen issues have 
distracted Mr. Reagan from his pursuit of 
fundamental change. 

mestic Problems 
Domesticall~, the Rea~an Revolution to

daj IS near atanctstrnhe administration 
2ems Ip bave lost tbe abilit~c to take the 
Jead In solyjne: oariaoal problems, It Is beset 
by policies that haven't worked, by political 
failures of its own making, by missed oppor· 
tunities and an erosion of public support. 
The question now is whether it can redaim 
that initiative so that the stalled Reagan 
Revolution can resume. 

"The coalition of the first two years is 
dead," Rep. Jim Leach, a moderate Iowa 
Republican, declares. Presidential pollster 
Richard Wirthlin. troubled by defections 
from the president's 1980 constituency; says, 
"People believe Reagan, but they want to 
see action, they want to see results." 

In forei · 

'. versaries alike 
In sharp contrast to his clearly defined 

domestic agenda, Mr. Reagan brought into 
office an unsophisticated view of foreign af· 
fairs. His strategy amounted almost exclu· 
sively to a get-tough attitude toward the So
viet Union and a huge increase In U.S. mili
tary strength. But the administration's inter· 
nal wars over control of foreign policy, typl· 
fled by the tumultuous tenure of Secretary 
of State Alexander Haig, prevented Mr. 
Reagan from developing that strategy. 

Economic Distress 
Mr. Reagan and Caspar Weinberger, his 

defense secretary, maintain that the buildup 
. But more and more of the predicted will fundamentally enhance world stability 

gloom and doom Is coming to pass. The by red_ressing a percei_ved imbalance of 
economy is mired in the deepest recession strength and scaring the Soviets into serious 
since World War II, the jobless and busi· arms talks. 
ness-failure rates are the highest since 1940, But a leading defense analyst, who 
and the federal deficit is the biggest in his- served as a Reagan campaign adviser, as-
tory. serts, "the irony is that Reagan talks a lot 

The president and his team still believe about defense, but his administration dis-
Reaganomics will work. But one official plays more ignorance of defense issues than 
wonders if success will come in time "to any since World War II. Congress and the 
rescue the Republican Party." A top Rea- public are beginning to realize that they 
gan adviser suggests that the key to recov- have gambled on very, very high Increases 
ery may be prayer. "We're building a in the budget wi~out a coherent strategy. 
chapel in the west wing," he says. They are wasting an opportunity to turn 

If recove_!}'. d~n'l i::aID" 500ll,...0{fi,cia.ls, around the military balance, because their 
say, It wul §e hard tn kPPp<'.nngreys irci behavior argues against the chances for SUS· 

=etlibracmg a grab bag of prpgraros to stjmu- taining the buildup they want." 
_tale lhe economy ~me of those counter Rude ,!\wakenings 
Pressures are already evident, aided by 1 

what public-opinion polls show is a steadily Diplomatic Initiatives have brought a se· 
, . lies of rude awakenings. The administra-
1 wanmg support for Mr. Reagan 's policies. tion's early hopes for building an anti-Soviet 

"Congress is no longer dictated by a fear consensus among Israelis and Arabs died 
/ that Ronald Reagan can go to the country" 

and rally wide popular support, one Republi- quickly. After engineering a halt to Israel's 
military advances in Lebanon, its luck has 

can says. ''People are no longer in awe of , been little better than previous adminlstra-
: the president's magic." I tions in making progress toward Jong-range 
i With unemployment nearing 11%, Con- : solutions. 'Mr. Reagan's Sept. l initiative for 

gress has already forced onto the adminis· : a West Bank solution has scarcely moved. 
ti·ation 's agenda the issue of federal job-ere- and officials are laboring just to keep it 
ating measures. The idea that the govern- alive. 

1 ment should create jobs is anathema to Mr. Other issues have contributed to uncer· · 

I Reagan, who eliminated a S53 billion, seven- tainty. Friendly feelings in China toward .the 
year-old public-jobs program. The lame-

I U.~. were dissipated by disagreements over 
~uck session of the 97th Congress..:the 1'on· Taiwan; though relations have improved a 

gress Mr. Reagan once dominated-forced bit lately, the appearance that the U.S. is an 
him into a confrontation ·tiver jobs, anci_the unreliable ally may have accelerated 
98th Congress may be even rnore insistent. China 's move to ease tensions with the Sovi-
"I think we will have to'do a lot more com- ets. Mr. Haig's campaign to make El Salva-
promising," says an administration official dor a focal point of East-West confrontation 
familiar with labor matters. ; appears to have departed with him. 

Mr. Reagan's answer to the jobs ptl'SSUre The new team of Secretary of State 
this year was his proposal to .raise -th~ gaso- George Shultz and National Security Adviser 
line tax by a nickel a gallon, ·using the pro- Wllliam Clark has at least restored relative 
ceeds to repair highways and bridges and calm to internal policy making. Mr. Shultz 
thus stimulate jobs. But, sticking to his ldeo- also. eased the rift with the allies by engi-
logical stance, Mr. Reagan stubbornly re-

1 
neenng the administration's retreat from its 

fused to term his proposal a jobs blll. In 
1 

~nctlons against the Soviet natural-gas 
the eyes of even his allies, that refusal hurt p1pe~lne. B~t major problems persist in the 
~gt~ the proposal an~ his J:><>litical stand-I foreign-affairs apparatus. Mr. Weinberger's 

Pentagon stewardship, for instance is com-
One Republican strategist calls Mr. Rea- Ing under increasing fire. Critics say that he 

gan's posture-bending to the political pres- t ~~·t enforced tough management on the 
sure but refusing -to take the political miht d th t h h 
credit-"bizarre." A senior presidential ad- ary an a e as botched important 
viser. frustrated by the president's lntransi· matters such as the MX missile-basing plan. 
gence, says tht> gasoline tax should have "If I we_re Reagan, I'd string up Cap for em-

barrassrng me so," a GOP Senate aide flatly been labeled "a jobs bill-and our jobs snipes. 
bill." 

Even the president's friends say he can't Not the Type 
afford such stubbornness. Many pbsrm:rs That isn't llkel 
~lievP)hat_wli!ical,.presswes JUUi 8¥eftttt the I crac m 15 I e 
.e!Jy !i!!ng h11n .. .aIP.WJd to a ware w!Ylecate. n wrac by infighting, largely among 
outlook on economic issues. But there -isn't partisans of Chief of Staff James Baker and 
yet much evidence that he realizes the ball counselor Edwin Meese. Many presidential 
game has fundamentally changed.- His aides aides criticize what they see as subpar per
uniformly say his private attitude is much formances by cabinet members like Labor 

Outlook Unchanged like lfis public one-quite unyielding on the Secretary Rarroond Donovan and Attorney 
The future doesn 't look an.l'._ rosier for_ .basics of his philosophy. • · General Wilham French Smith. Yet Mr. 

Reagan policies. With 26 new Democrats In Mr. Reagan sim!larly shows no sign of Reagan hasn't taken steps to shake up his 
'1Jie HOUSE, me !Mds on economic and other soflenmk Jlls fQ'releti p,dil 31 tta • Sat de= administration. 
domestic issues increasingly favor either spite lhe rhetoric, the rformance has ap- The_ admjnjstcatiau seems to some tn he 
stalemate or unappetizing solutions dictatedd - !pe:a~red:~ju~s~t :as~1~·n~de~c~1s~1v~e~as~¥;e ~1~p;,~f;i~lnosim~~1ts~n~e~~~~~~~~~~:Si 
by Congress, although Congress probabl11 roac e cam ai e s -t e deep recession, high interest rates 
can't compel major changes In his foreign mos an es so ar, his :eactlon to ial Security, budget deficits. "They•r~ 
or defense policies. events in Poland. he refused genuinely-hard· scared to death," says one House aide. 

Those close to the president are well line measures such as dedaring the nation "Thetre scared to death of Social Security. 
aware of the dangers. "There are 101 differ- in default on its foreign debt. Instead. he im· They re scared to death of the Fed. And 
em ways to get cnewl!ll up," one adviser posed economic sanctions without first lin· they·d much rather not have to produce a 
says. "It's incumbent upon us to rt:Jake sure ing up U.S. allies behind him, and thus dam· budget._" Rep. Barber Conable, a New York 
the president understands prec1Sely the aged relations. Having forsworn the Carter Republican, adds, "They don't shift gears 
price he's going to have to pay," a senior grain-embargo approach in dealing with the easily down there. They tend to juggle just 
White House aide says. · Soviets, he acceded to domestic political one ball at a time." 

,ressures and even for a time made U.S. 
grain sales to the Soviets easier. 



..,_ 

As the administration becomes bogged 
down, some cherished goals are falling by 
the wayside. Its unwillingness to compro
mise has damaged its chances for winning 
far-reaching changes in environmental laws 
and policy. Its attempts to open wilderness 
areas to development are hopelessly stalled; . 
Congress is likely to leave clean-water laws 
largely unchanged and next year may even 
toughen federal standards for some kinds of 
air pollution and toxic wastes. "We haven't 
won many battles where pollution Issues are 
concerned." an Environmental Protection , 
Agency official concedes. 

Presidential efforts to slash education 
spending and dismantle the Education De· 
partment don't seem to be going anywhere. 
"Every time they hit me with a new idea, I 
said no, and we've pretty much kept that 
pattern," says Vermont Sen. Robert Staf· 
ford, the Republican who heads the educa· 
tion subcommittee. 

One initiative close to Mr. Reagan's 
heart is the "New Federalism .. - his effort 
to shift 'someoomestic respondiii'illties from 
the federal to state and local governments. 
It too has floupdeced. Mayors · and gover· ! 

nors, whose support is desperately needed, I 
have come to regard "New Federalism" as ; 
synonymous wiih budget cuts. · 

While Reagan initiatives languish, it re· 
mams to oe seen_iihether..-Qi1tgress t'3 It 
launch ma·or .. ·anxes of its own. Such 
moves probably can't come from the Demo· 
crats alone, despite their increased House 
majority; many observers say they are in 
too much disarray to produce effective coun· 
terproposals to Reagan policies. 

"The president will remain the initiating 
· force ," predicts Rep. Conable. A GOP Sen· 
ate staffer adds liopefully; "Maybe the 
Democrats are so incompetent that we can 
muddle through the next two years without 
making a mess of things." 

But others see at least an outside chance 
for congressional Democrats and Republi· 
cans to conclude a separate peace, fashion· 
Ing their own solutions and moving the na
tion still further away from the original 
Reagan goals. -----



R B · The budget office has proposed to cut thr 

eagan udget-Cutters Seen Falling Shy I :e:urf~~illiii~e:~~
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Of G l 
, rent fiscal year, the administration had 

oa on 84Non-DefenseSpendingCuts sought a 28% reduction to $573 million for 

12 1 
.t:, such activities. But yesterday, Congress 

~ LW • o'Z ~--------------! sent to President Reagan a bill .providing 
the department with $804.2 million for fiscal 

By RICH JAROSLOVSKY 
StaffR,•110rternf TI ii': w,,a1.L s-rr§Bf7ttf!ANOI, 

WASHINGTON - Reagan administration 
budget-cutters likely won't meet their target 
for non-defense spending reductions for fis · 
cal 1984, officials said. 

The officials said that, as a result of the 
budget review-and-appeals process under 
way at the White House, the fiscal 1984 cuts 
probably won 't reach the $26 billion the ad· 
ministration sought at the outset of its bud· 
get planning. 

Depe11ding on the size of the overage, 
President Reagan could be forced into an 
unappetizing choice between ordering his 
aides to make still further reductions in 
already decimated programs, or proposing a 
budget with a deficit even wider than the 
record $155 billion officials are aiming for in 
fiscal 1964, which starts Oct. 1. 

It also could strengthen the arguments 
of administration aides who want the presi· 
dent to bend a little by scaling down his de· 
tense-buildup plans, supporting modest tax 
increases and taking other steps to show he 
is serious about working with Congress to 
narrow the deficit. 

One proposal circulating within the ad
ministration, according to aides, would call 
for "revenue enhancements" -the euphe
mism for tax increases-of about $14 billion 
in fiscal 1984. President Reagan has made it 
clear that he doesn 't like tax boosts, but he 

has reversed himself twice this year and 
supported them, so aides think it isn 't irn· 
possible that he could do so again. 

At the moment, aides say, Mr. Reagan 
hasn't shown any signs of willingness· to use 
his budget as a vehicle for peace overtures 
to Congress. " It won't be a compromise doc
ument,' ' one aide predicts. But he and oth
ers caution that the budget situation re
mains highly uncertain and that. in the 
words of one aide, " the president hasn't 
signed off on any of this." 

The $26 billion figure for fiscal 1984 
spending cuts was designed to help narrow 
what officials said might otherwise be a def· 
icit of at least $185 billion. But the Budget 
Review Board-composed of White House 
chief of staff James Baker, presidential 
counselor Edwin Meese and budget director 
DaviLI Stockman-isn't expected to sustain 
such deep reductions, officials said. 

However, the magnitude of the problem 
isn't clear yet. "Nobody can yet quantify" 
it, one official said, because the budget-cut· 
ters haven't tackled such major parts of the 
budget as the "entitlements" programs
welfare, food stamps and the like, for which 
benefits are mandated by law-and the fed
eral programs that require cost-of-living ad· 
justments. Administration task forces are 
examining those programs, while the Bud-

get Review Board has been preoccupied 
with discretionary programs. 

What the panel has found so far, one aide 
says, is that "in several cases there is rec· 
ognized merit" in the protests of hard-hit de
partments and agencies . · 

Some Sympathy for Schweiker 
For instance, the aide said, there is some 

sympathy at the White House for Richard 
Schweiker, secretary of health and human 
services, who has loudly protested some of 
the reductions sought for his agency. "He's 
rot some genuine problems. " the aide said . 
The secretary already has appeared before 
the budget·1>anel and is scheduled for a sec· 
Qnd session . ,·:. 

; 

Among other things, Mr. Schweiker is 
strongly battling proposed reductions in the 
Food and Drug Administration that, his de
partmen_t told th~ Office of Management and 
~udget_ rn a formal appeal, could result in 

effectively crippling the agency." The de
partment said the proposed cuts would force 
the FDA to trim.its 6,800-member workforce 
by 980 employ~es in fiscal 1984, far more 
than the 240 Jobs _the budget office esti· 
mated. That might force the FDA to take 
.longer to process new-drug applications the 
dep~rtment said, and could cause it to ~iss 
co~i:t-ordered deadlines regarding its regu
,latlon of food-color additives and the effi
ucy of prescription drugs: 

the Eight 
_· The department also is fighting a pro
posed 615-peTS?n cutback at the 3,400-strong 
Centers for Disease Control. It is arguing 
that . the reduction would weaken efforts to 
momtor and control diseases, ultimately in· 
creasing federal outlays for" Medicare and 
Medicaid recipients. 

. The _Agriculture Department, meanwhile. 
JS ftghtmg cutbacks in spending for soil and 
water conservation. Besides being very pop
ular with farmers, such programs have been 
a top priority of Agriculture Secretary John 
Block-b~t that h~n•t kept the budget office 
from trymg, as 1t did W1Successfully last 
year, to force reductions. 

1983 conservation spending. 

Secretary Block wa rned in September 
that the fiscal 1984 figure is ''difficult to de· 
fend from a political standpoint," especially 
in light of a congressional desire to increase. 
rather than cut, the conservation pro· 
grams. 

Research-Spending . Proposal 
. Agriculture officials say the budget office 

has proposed keeping research spending 
about the same as in the current fiscal year, 
and actually has suggested a small increase 
in the export-promotion budget. But thr de· 
partment itself, in a September proposal, 
recommended a "significant reduction" in 
its nutrition programs. including food 
stamps. 

The agency proposed several technical 
and administrative changes in the food 
stamp program-such as reducing benefits 
more quickly as a recipient's income rises. 
cutting benefits that total less than $10 a 
month and fixing its administrative pay· 
ments to states-that it said could save mil· 

I lions of dollars a year. The department also 
, proposed eliminating-money for family day
! care homes and for nutrition programs run 
i by the Defense and Interior drpartments. 

and converting child·nutrit.ion programs into 
: a block grant. a step it acknowledgPd might 
! engender "strong opposition, " as it has in 

the past. 

In addition. the department requestrd 
that 13.1 billion board feet of timber from 
national forests be sold in fiscal 1984. an in· 
crease from an authorized 12.3 billion board 
feet this fiscal year. Conservationists havP 
opposed increased cutting, but the depart · 
ment said it might be needed for a possihlr 
spurt in housing starts . 



:Joseph l(raft 

N eecled: A Deal • • • 
A major politiral b:.rga:n asserts it

self • as the 98th Congres.<i gets under 
w,1y. But ri[;ht-wing Republicam!, led 
hy Prr-,,idrnt Reagan, and some liberal 
Democrats block the obvious deal. 

So a loni,, bniisiq_{ hattle lies ahead. 
,\1 iii~ cm! of the; cfay, when the dc•,tl is 
tfo.,!:y c,: t, !he ,l-d<ls are that the c-con• 
·,my will still Le in trouble, that budget 
ddk:i:; •.•:m ~till he huge and that the 
po:ifa:al ~ ne \\~ll be dominated by crip-
ples. . · · 

r1ie J uff out of which deals are 
m<> de flows in rnp::rabund:mc-e from 
!he pr(';:r-nt bu<l:1r-!s situation. The 
deficit for fi s.c _!Q§_, c mg t is Scp
temwr, is cxpl'Cted to hit~ record high 
of 31~0 Lillion. The deficit in the fiscal 
1981 iu<lget: which the presldent will 
tt<:n,mit to Con:;rcss on Jan. 31, is esti
ma t-,d, unless ch;mges ~re m::de, to run 
at S~C-0 billion. Thrreaftcr the deficit 
wiffmesteadily unt.i , m ,1sc 1 , 1t 
reaches $300 Mlion. 

Borrowing lo finance such major 
re: e1 ue s. ortfol! s puts a big strain on 
pr:vate srA!nd ing. The pinch becomes 
especially acute after the recession 
eads an<l corporation" begin competing 
for funds to exp, r.d. So, on the as
sumption that a turn in the economy 
will occur this j'f :lr, a reduct ion of defi• 
cits becomes abEolutely essential to 
sustain recovery later on. 

Ways to cut the deficit abound. The 
huge rise m soc1 spen mg, ce ain to . 
occur unless various entitlement pro- · 
grams are filoderated, presents a target 
appealing to most conservatives. The 
$1.6 trillion rise in defense spending 
p1ograms for the next few ears offers 
a juicy watermelon to many liberals. 
The liberals would al o like to have a 
go at the big benefits accorded rich 
people in the 1981 tax cut. The obvious 
daal is to reduce the deficit in 198-1 b 
1m1tmg increases in social 

n b ad·ustment in taxes. 
1 • oderate Republican &'nators, 

under Majority Leader Howard Riker 
ru1d Finance Committc-e Ch<,i rm,m 
Bob Dole, have long f:worcd that ;.l{l· 
proach. Last week they won {)\W to 
their side the presidc·nt'~ besl friend in 
the Senate, and an ideological soul 
mate, Paul Laxnlt of Nc,•itda. 

A White House nw<lrr,,tc., Chief of 
Staff James B:ik.::r, has nlso empha• 
sized deficit rcdndion. He gained a 
m3jor ally when ~Iartin Fddstein be
came chairman of the Council of Eco
nomic Ach-i~ers earlier this year. Feld
stdn in:-:.isted on putting into the 
budget csl.imatcs for tiscal 1984 realis
tic numbers that hi~hlighted the super• 

large deficits. Armed with tho~e num• 
bers, he won ,lvN to the need for defi
cit correction two true heavyweights
Treasury Secretary Donald Regan and 
Secretary of State George Shultz. 

nut Preside·nt Reagan, though virtu
ally irnlated, has refused to yield en 

defense. He has pounded the table in 
opposing any tax increases. He has re• 
coiled before reductions in social 
spending that might affront his own 
middle-class constituents-particu• 
larly Social Security. While that strong 
stance may be a matter of pbyil}g 
poker, a more likely explanation ,s tfuit 
me president is sticking to his idpolozj• 
<&Ll,;lll1S no matter what the ecr,nom1c 
consequences. - . 

On the Democratic side, mainstream 
figures in the House of Represcnta.tives 
are primed to get the lion of gargan• 
tuan budget deficits out of the street of 
economic r irman ,James 
Jones of the Bud et ws aJ. 
rea y surfaced a proposal for major 
cuts in both defense and wcial spend
ing. He favors puttingJimits on cost-of
li\-in" increases-a neat way to reduce 
oth Socr ecurity pa}ments and the 

big tax cut enacted in 1983. 
But Speaker Jip O'Neill favors big 

job programs to end the re<'ession 
qt1ickly. In his opening statement to 

· ·the new Hbuse, the speaker said: "It is 
time to stop waiting for an economi 
heor to work and instead to do what 

,~e have done before-s 1mu a e e 
e~onomy." Of course, the speaker IS an 
old pro used to compromise after as
serting his preferred position. But 
maverick liberals crowding behind him 
leave little room for turning around. It 
is notable that a California group, led 
by Phil Burton of San Franci. co, 
elected its candidate, Howard Berman 
of Los Angeles, as freshman memcer of 
the Democratic Steering Committee, 
over t.he candida~ohn Bryant of 
Dallas-fa•;ored by the speaker and 

tajority Leader Jim Wright. 
That suggests Democrats on the 

make are going to em race t e JO ro• 
!trams. e u n ea W1 pro ably 
fie followed by all the presidential can• 
didat('s, and the speaker may have a 
tough time compromising. 
· In the end, the deal now visible to 
everybody \\ill probably be cut. But 

· • not before the president and t.he 
speaker have been shown beyond any 
doubt that they lack the votes for a 
win. That foreshadows a har.d:fuught_ 
battle that will last for most ornie -

...... . . . ' o J P,h 

year. 
In the interim, the econom will 

dra" on wit out ma or stimulus. 
udget cuts will prove difticu t to 

achieve in the atmosphere of reces3ion, 
and the deficits will hang high. As to 
the political consequences, moderate 
Republicans may have to shoulder the 
burden of big deficits, high unemploy• 
ment and a tight with Hu gan. The 
Democrats, while enjoying the benefits 
of good issues, m:.y find themselves 
lacking a presidential candidate with a 
plausible claim to have acted responsi-
bly. . . 

"•l!l.~. Los Angeles ·n 111es S111dlratt 

.:.~•'""\"\ 
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ABROAD AT I-IO.\I E 

The R~agan Record (1) ________________________ .., ____ ,..,.__,,_, 

, · By Anthony Lewis , 

BOSTON, Jan. 5- two years into the 
Reagan .Presidency, Americans are 
begirn1ing to suspect the awful truth: 
The{bave a government incompetent 
to gov::m, a President frozen in ideoJog
ic_al :fantasy-land, an Admioistntioo 
spotte;? with fools and rogues. 

Tne· unmistakabl s tom of in-
. competence is the nomic disarray 
in Washington. e ru a es 
Government faces a deficit approach
ing $200 billion in the ne>..-t fiscal year, 
mor~. than double the previous record. 
How- is the President going to deal 
with-it? One month from his budget 
deac!}_ine, he has no serious idea. · 

On this as on so many economic 
Issues the Reagan Administration 
sends out contradictory ·signals twice 

_ a we.?k. It is going to speed up tax cuts 
- nQ it isn't. It is going to raise taxes 
- certainly not. It is going to make 
drastic cuts in domestic e>..-penditure 

-- the President has changed his 
mind, or no he hasn't. 

Ronald Reagan came to office as 
the man who would take charge of the 
economy. Yet today there is a vacuum 
in Ex~cutive leadership; the crucial 
economic policies are coming from 
Congress and the Federal Reserve. 
What'pas gone wrong? ' 
~ 1s a large part of the expla

nation: an inabili ad ·ust to facts. 
A Ptesident who drove a. radical eco
nomic ptogram through congress re
fuses- to see_ that the program is not 
working. And the denial of realilY- im-
mobilizes him. ~ ' 

Mr. Reagan told us, and believed, 
that · _he could create an economic 
boom, and balance the budget, by cut
ting faxes while spending more for 
arms and less for domestic needs. 
Whaf we have instead is a severe re
cession, massive unemployment and 
record deficits. 

mess. White House advisers ar:.d the 
· Administration's top economic. offi
cials have never bro!<en through ?,fr. 
Reagan's fantasies.- His Pcn~ai~,n 
civilian appointees actually ,:;r,cour
age illusion; the uniformed chiefs are 
now the realists on arms spending. 

What George S ultz has done for 
foreign policy in six months shows 
that it is possible to move this Ad min
istration toward re3.lism. But there is 
no wvalent on the dorn - · c: id·• · o 
voice of uiet reason in the O · •• 

dent 's councils. Instead we see id<::0!
ogy run riot and a gang of preda~ors 
getting what they can out of the Fed
eral Government. 

The perfect s bol of the Admi."lis-
tration omestic affairs outside of 
economics is the Legal Services Cor~ V 
poration. For ideological reasons Mr. 
· eagan tried to abolish the program 
of legal help for the poor. When ts'1e 
country's establishment lawyers re
sisted and Congress said no, he ap
pointed a Legal Services board that he 
hopw would subvert the program. 
When some members would not, he 
dropped them. 

Then it turned out that the new 
Legal Services president had negoti
ated himself a fat-cat contract includ
_i.ng membership in a private club of 
his choice. He negotiated it with the 

. chairman,an old friend of his. All that 
is supposed to be conservatism. 

Confronted with the painful eco
nomic · facts, the President waves 
them away. Ee will not face the real~ 
sources of~ trouble: the uncon- _ 
troTied gro io military spending 
- shrinkin of the revenue base. 
To blame them, e says, 1s ipsy
doodle" thinking. And so, reduced to 
tinkering, he strains to hold the deficit 
to a:'mere $175 billion. . 

Reading about some of the officials 
in this Administration, ·you would 
think the Snopes family had all moved 
to Washington. A Reagan appointee to 
the Interstate Commerce Commis
sion, Frederic Andre, said the I.C.C. 
should do nothing about bribes in the 
trucking business because they are 
just "instances of the free market at 
work." The man Mr. Reagan chose to 
head the Veterans Administration, 

· Robert P. Nimmo, spent $54,183 
redecorating his office and resigned 
just before an official repdrt criticized 
him for misusing military aircraft 
and a government chauffeur. 

The pattern of evasion and inepti-• 
t'.!de' is disastrous to .financial confi
dence. Even the President's natural 
backers are turning away. A Gallup 
poll of big business executives pub
lish~ in The Wall Street Journal 
shows that, in one year, those e..'\.-press
ing "a great deal of confidence" in 
Mr. ·· Reagan's economic leadership 
have fallen from 58 to 27 percent. 

• Hi~ appointees share responsibility 
with the President for the economic 

It is not just insensitivity. There is a · 
deeper sense of departure from the 
standards that have made the Federal 
Government work reasonably well 
under Presidents of both parties. 

The Justice Department, which has 
for so Jong maintained a professio0.al 
esprit, is a sad example under the 
California society lawyer who is now 
Attorney General, William French 
Smith. A career lawyer at Justice re
marks that he and others look back 
with nostalgia to the days of John 
Mitchell and Richard !Geindienst. 

That is where we are, halfway 
through Mr. Reagan's term: nostalgic 
for the NLxon Administration. 



Reagan Trip Seen Wanning Ties to Brazil, 
Chilling Latins' Hopes for Eeonomic Aid 

A •c, •ez. 
Shultz said of Mr. Betancur's statements. 

By RlcH JAROSwvsKY U.S. officials later attempted to play 
Staff Reporter of THE WALL S'ffl£ET JouKNAL down the significance of Mr. Betancur's 
WASHINGTON - President Reagan 's public remarks, suggesting that they may 

Latin American trip yielded mixed results have been designed mostly to score domes· 
for U.S. interests and relations with the re- tic political points and that his private meet· 
gion. ing with Mr. Reagan went well. 

Administration officials had said Mr. In Costa Rica, Mr. Reagan first met with 
Reagan was making the trip mostly to talk Alvaro Magana. the provisional president of 
and listen rather than to attempt major dip- the U.S.-backed regime in El Salvador. De· 
lomatic breakthroughs. They practically spite continuing charges of government hu· 

;promised there. wouldn't be any dramatic man-rights violations, Mr. Reagan all but 
~evelopments. and they were as good as announced that U.S. military aid to the gov-
their word. ernment will continue. 
, In his four-nation trip, during which he By law, the U.S. can 't continue military 

. met with six heads of state, Mr. Reagan aid to El Salvador unless the president certi· 
may have signaled the start of wanner rela- fies to Congress next month that El Salva· 

.tions with Brazil after several chilly years. dor is making progress in curbing human
He also signaled the renewal of military aid rights violations. U.S. Ambassador Deaue 
to El Salvador and probably to Guatemala, Hinton recently criticized the government's 
two nations whose human-rights policies performance and came close to threatening 
have brought the U.S. criticism for support· an aid cutoff. But after meeting with Mr. 
big their governments. Magana, the president told reporters, "I 

But at· some stops, notably in Colombia, think they've been trying very hard and 
Mr. Reagan received firsthand evidence of making great progress against great 
the substantial differences between the U.S. odds. " 
and many of its neighbors. A Conditional 'Yes' 

Throughout the five-day trip, Mr. Rea-
gan's two major topics of discussion were Asked whether he will recertify the na
-economic matters and political unrest. He lion for aid, the president said : "On the 

<lectured his hosts on the merits of free-trade basis of everything we know now. yes, of 
course." and free-market philosophies, the evils of 

I 
protectionism and the need to curb budget Mr. Reagan will take an even more con· 
deficits. He repeatedly denounced "counter· troversial step if he follows through on his 

, feit revolutions" in Cuba and Nicaragua an·d stated desire to restore military aid to Gua
, accused those nations of attempting to sub- temala. That aid has been withheld for sev-
vert others in South and Central America. era! years because of widespread reports of 
Leaders Saw a Link government-backed kidnappings, murders 

and human-rights violations there. 
Over and over, however, 'the leaders Mr. After meeting in Honduras with Guate· 

Reagan met with stressed an inextricable malan President Efrian Rios Montt, who 
link between the economic and security is- took power in a military coup this year, Mr. 
sues. They sounded notes of urgency, and in Reagan said he is leaning toward military 
some cases almost of desperation, warning aid for the regime. He said Mr. Rios Montt 
that without substantial additional help from is getting "a bum rap." 
the industrialized nations-help that Mr. In his meeting with U.S. officials, Mr. 
Reagan has been largely unable or unw1lling Rios Montt indicated In general terms that 
to promise-many Latin American nations he wants to begin an ~ection process in his 
will be in danger of succumbing to hostile country. He said Guatemala may issue a 
ideol()fies. plan next March for eventually installine 

"We urgently need economic and finan- democratic processes and brought what Mr. 
cial cooperation," Luis Alberto Monge, the Reagan called "a whole lot of material" on 
Costa Rican president, said in" San Jose. his plans. 
"We ask for economic cooperation now so "I very frankly think that they've been 
that, God willing, we never have to ask for getting a bad deal," Mr. Reagan told report· 
military help." ers later. "He is totally dedicated to democ· 

Honduran President Roberto Suazo Cor· racy in Guatemala." 
dova told Mr. Reagan much the same thing, Asked whether he was then leaning to· 
but Mr. Reagan had little to offer in return. ward providing military aid to the regime, 
He didfl't offer any substantial help for Mr. Mr. Reagan said: "This is going to depend, 
Monge's plans to develop an industrial of course, on this Information he's provided 
buffer zone along the Nicaraguan border us. Yes, I would think so." 
and mostly emphasi1.ed the possible benefits I--- -------------, 
of his Caribbean-basin initiative, which is 
designed to · provide economic incentives. 

Mr. Reagan got a taste of the depth of 
some Latin American feelings Friday in Co
lombia. After winding up generally friendly 
talks In Brazil-he invited Brazil to send an 
astronaut to the U.S. space program, and 
the Brazilian president ioaned him his favor
ite horse-Mr. Reagan got a far less than 
friendly reception in Bogota. His visit was 
marred by anti-U.S. demonstrations, bomb
ings. extraordinarily heavy 'Colombian secu
rity precautions and a sharply worded we!· 
come from President Belisario Betancur. 

In a toast to Mr. Reagan at an official 
luncheon, Mr. Betancur criticized the U.S. 
as insufficiently generous to International 
development organizations, disagreed with 
U.S. efforts to "isolate" CUba and Nicara
gua and declared his nation "nonaligned." 
The critical remarks caught U.S. officials by 
surprise -and forced a last-minute rewriting 
of Mr. ~agan•s words to touch on some of 
the issues Mr. Betancur raised. "It was a 
-tough ~" Secretary· ol State George 

,. 



Reagan, in Brazil, Calls for United Effort 
To Combat Protectionism and Recession 

/2 ·3•62' 
By RICH JAROSWVSKY 

Staff Reporter of THEt'Afi\: STREET JouRl:11'': 
SAO PAULO, Brazil-President Reagan 

said the U.S. and developing nations have 
two of the same enemies-recession and 
protectionism-and pleaded for the world's 
economies to battle them rather than each 
other. 

In a speech to Brazilian and U.S. busi· 
ness executives here, Mr. Reagan said "all 
of us are trying to work our way free from 
this tenacious recession" but warned, "We 
can always make a bad situation worse by 
damaging those powerful engines of 
growth-the world's trading and financial 
systems." 

As he has done repeatedly over the past 
several months, the president declared that 
"recovery is in sight" for the U.S. This, he 
said, should help the ailing economies of 
U.S. neighbors and trading partners as well. 
But those other economies must do their 
part too, Mr. Reagan said. 

"Borrowers must move to restrict their 
deficits," he said; protectionism in trade
"an ugly specter stalking the world" -must 
be resisted, and subsidization of exports 

, poses a "danger" to the world's econo
mies. 

The aim of protectionist steps, the pres!· . 
dent said, may be to protect jobs. "But the 
practical result, as we know from historical 
experience, Is 'the destruction of jobs. Pro· 
tectionism induces more protectionism, and 
this leads only it economic <:Qntractlon and, 
-iventually, danrerous instability," M,r. Rea· 
18,It- ·Said. ... ·0 '':. • • ' -~. • 't' , . 

: While Mr. Reagan was decrying' protec· 
tionlsm and subsidies, other U.S. 'officials 
said they were close to agreement' on ex· 
tending certain protections Brazil's exports 
currently have 'in the U.S. 

William Brock, the president's special 
trade representative, said negotiations are 
nearly complete on a two-year extension of 
the so-called "injury test" for Brazilian 
goods. " Extensive discussions" with the 
Brazilians have "made a good deal of prog· 
ress," Mr. Brock said. "We're really ar· 
guing about little details in the contract." 

Under an "injqry test," U.S. manufactur· 
ers have to prove that they are hurt by a 
foreign nation's :subsidized exports before 
they can compel ·the government to impose 
a countervailing duty. The extension Qf the 
injury test for Brazil was made necessary 
when It recently indicated that'it wouldn't 
be able to end its disputed subsidies bynext 
April, as it had been required to do under 
the General Agreement on Tariffs and 
Trade. Mr. Brock said his talks with the 
Brazilians had focused on such · uems as 
steel, shoes, commuter aircraft and orange 
juice. 

Mr. Reagan's tone was serious, as are 
the economic problems in almost all the na· 
tions he will be visiting on his Latin Ameri· 
can tour. His tone was a bit defensive, too. 
Brazil, like many other .developing nations, 
would like the U.S. to offer more of a help· 
ing hand and a share of the wealth currently 
concentrated in the Industrialized nations. 

Though the president expressed general 
sympathy with the plight of the less devel· 
oped nations, he made clear there are tight 
limits on what the U.S. is prepared to do. In· 
creased wealth for developinf nations, he 

said, can't come at the expense of the devei· 
oped; the only way is creation of new wealth 
by economic expansion. 

His prescription for creating that expan
sion in developing nations sounded much 
like the one he has been following for the 
U.S. economy. He spoke glowingly of his 
three-year, 25% income tax-rate cut, of the 
reductions in non-defense spending he has 
pushed through and of what he called other 
U.S. incentives to save and invest. 

"Our crisis today isn't between North 
and South, but between universal aspira
tions for growth and the longest world-wide 
recession in postwar history," the president 
said. "Lenders and borrowers must remem
ber that each has an enormous stake in the 
other's success." 

To demonstrate the value he attaches to 
Brazilian·U.S. ties, Mr. Reagan issued an in· 
vitation to Brazil to supply an astronaut to 
be trained for and fly on a future trip of the 
U.S. space shuttle. 

In his speech, Mr. Reagan acknowledged 
demand from borrowing nations for higher 
contributions by the U.S. and other lenders 
to such institutions as the International Mon· 
etary Fund. 

"We have agreed that IMF resources 
should be increased," the president said, 
though he didn't refer to the continuing de
bate over how large that increase should 
be. 

Mr. Reagan also warned of difficult trade 
problems that must still be resolved. Agri
cultural trade, he said, "has resisted liberal· 
lzation In the postwar years." And he called 
for "agreed rules on safeguards in the event 
of injury that provide for transparency and 
equity." 



. Reagan Unv~ils 
Credit to Brazil 
Of $1.23 Billion 
He Also Pledges U.S. to Ease 

Curbs on Sugar Imports 
In Talk With -Figueiredo 

0::.z.·82. 
By RICH JAROSLOVSXY 

S1affReporterof Tm: ~TllE•riti?'/PNII , 
BRASILIA. Brazil- den agan, In 

the first stop of his Latin America tour, an· 
nounced that the U.S. had agreed to provide 
Brazil with $1.23 billion of short-term credit 
to tide the country over its current ecoDOmic 
crisis. 

Like a politician dispensing election-year 
grants, Mr. Reagan used his meetings with 
Brazil's president, Joao Figueiredo, to an
nounce as well a relaxation in U.S. restric· 
tions on sugar imports for certain pur
poses. 

The White House said that the two pres!· · 
dents made progress toward better ties, and 
that they exchanged pledges of friendship 
and cooperation in toasts at a working din· 
ner last night. But Mr. Figueiredo made 
.clear in his remarks that the U.S. favors of
fered by Mr. Reagan haven't led Brazil to 
change its mind about a number of U.S. poli· 
cies. He politely but pointedly expressed 
concern about U.S. actions in Africa and 
Central America, decried increasing East
West tensions, and pressed Mr. Reagan to 
open global talks on the problems of poorer 
nations and to be more generous with inter
national lending institutions. 

White House aides had dampened expec
tations of any major breakthroughs in the 
Brazilian talks, and they apparently were 
warranted in their caution. The major devel· 
opment after the day's meeting was an 
agreement to establish a series of high-level 
"working groups" to e~amine U.S.·Brazilian 
relationships in a number of fields. 
Shultz Llsts Issues 

Secretary of State George Shultz said the 
groups will address issues of finance, trade 
and economics, nuclear power, science and 
technology, and "industrial-military fields.of 
cooperation." 

Those talks could lead to improved ties 
between the two countries, U.S. officials 
said. In particular, they could result in al· 
lowing Brazilian military officers to come 
again to the U.S. for training and permit 
U.S. sales of enriched uranium to Brazil. 

Such sales are currently barred ~1der 
U.S. law because of Brazil's stance on nu
dear-proliferation Issues. The Reagan ad· 1 
ministration hasn't been happy with the re
striction and the talJcs with Brazil could give : 
.it a reason to have the rules eased-, 

The U.S. loan that Mr. Reagan an
nounced-he called it a "bridge loan"-has 
been in the works for some time, adminis· 
tration officials said. It is in the form of so
called swap arrangements between the U.S. 
and Brazilian treasuries. The arra,ngement 
was worked out secretly by U.S. Deputy 
Treasury Secretary R. Tim McNamar and 
Brazilian Finance Minister -Emane Galveas 
at last week's session of the 88-country Gen· 
era! Agreement on Tariffs and Trade. lt..be-

~as~f~~~ ~J :fian 
said~_~e ~ • ._ which -will ·carry ~ · •tmerest l 
rate ·'pegged 1b the Treasury's 90-day bor· I 
rowing cOSI!, -·~n come from the . depart· 
ment's fefeigri~exchange stabilization fund. 
He sai,d'tt will be repaid with funds due Bra
zil . <if~tl sborHerm basts from. the Intema· 
tiOJ!ar:Monetary Fund. 'Mr. Regan said the 
lf.s. ·toan isn't .directly connected to a long
term loan of some $6 billion Brazil said last 
week tt i$ seeltiltg from the IMF. 

Bmil asked.'for the bridge loan from the 
U.S. to ·allow it more flexibility until the 
IMF rnooey comes through. The U.S. is said 
to have •on M>me llelt-tightening measures 
from the 1,lrazi"-11 -government til return for 
the credit., hilt it wasn't Unrnediately clear 

' . ' 

the extent of such terms . 
Brazil has been involved in Its own self· 

imposed belt-tightening program for the 
past 1 ½ years, but has been unabie to stem 
the drain on its reserves caused by falling 
commodity prices and the impact of the 
world recession in reducing its export mar· 
kets. Today, its foreign exchange is nearly 
depleted. and the country has amassed a 
foreign debt burden exceeding $80 billion. 
Bankers Relieved 

the U.S. agreed to the Joan as part of its 
·efforts to forestall panic in the world's finan· 
· clal markets as the scale of debt problems 
in such countries as Mexico, Brazil and Ar· 
gentina begin to come into focus. Bankers 
learning of the bailout last night were ex
pressing approval and relief. One of them, 
Roger Shields, chief international economist 
of Chemical Bank in New York, said com· 
merclal banks would take the Treasury 
move "as a sign that the resources of the in· 
temational financial network are rising to 
the occasion, are being mobilized to treat 
problems in an appropriate way." 

In his briefing in Brazil, Secretary Regan 
said the Joan was "a nice thing for us to do" 
for Brazil and said it should "differentiate" 
Brazil, in the eyes of other lenders, from 
other financially pressed nations. Despite 
Brazil's troubles, the nation remains funda· 
mentally sound, Mr. Regan said. 

President Reagan also signed a procla· 
mation modifying quotas to allow the im· 
porting of sugar if it Is distilled into alcohol 
for industrial use or is w be reexported in 
refined form. The action could benefit al! 
sugar-exporting nations, not just Brazil. 

In his toast, Mr. Figueiredo expressed 
concern that his country's problems "are 
likely to be greatly increased' ' unless, 
among other things, "multilateral organ· 
isms" such as the IMF are "strengthened 
through an increase in their resources." 

Mr. Reagan, in tum, agreed on the neces· 
sity of spreading the world's wealth. "Eco
nomic and political power once concentrated 
in the hands of a few is being spread, as it 
should, among many nations," he said. But 
he stressed that such spreading must come 
by creation of new wealth through economic 
. Instead .of by,~is~g Olp-eDt 
-:resources.· ': · ~;~ . .; "' ; , · 

"Self-discipline is necessary," he fold the 
Brazilians. "Borrowers must move to re· 
strict their deficits. But it is just as impor
tant that lenders not withhold new funds 
from countries which adopt effective stabili· 
zation plans." 
Urges Discipline 

. Secretary Regan said that, when the 
topic of greater U.S. aid to multinational 
acencies was raised in private talks, U.S. of· 
ficials cite U.S. budget ·problems and con· 
gressional reluctance. The secretary said he 
promised ''we will be as generous as we pos· 
sibly can." ~ · 

In Mr. Figuelredo's toast, he also called 
for independence for Namibia, the troubled 
territory controlled by south Africa that 
fac~ Brazil across the Atlantic Ocean. And 
he ·expressed "apprehension" at what he 
called "the deteriorating political situation 
in Central America," where Brazil has op· 
posed U.S. as well as other foreign involve-
ment. .. 

Mr. Reagan, though, blamed problems on 
..' 'collnterfelt revolutionari_e$" ... b;1cked by the 
Soviet Union. "?bis . Is ~ pure and 

~simple," he declared. ·· ~: '-,: ·, · 

■ 



GOP ;Leaders 
Want Reagan V' 

·' I 

To Alter Budget 

Legislators Ask President 
To Ease Defense Buildup, 
Opposition to Tax Rises 

By RICH JA.ROSLOVSKY 

Staf/Rep-OTU!TO/ jMf WAU. st,rn JnUIIH.il 

WASHINGTO - kepu 1can congres- There so ·far isn 't any indication, how-
sional leaders disagreed sharply with Pres!- evi!r, whether the president has taken the 
dent Reagan's budget-planning course and warnings to heart. As Mr. Reagan entered 
asked him to reconsider significant elements the final phase of work on the fiscal 1984 
of it. / ·· ,· budget, which is to be submitted to Congress 

After a Whit{House meeting, the -Jegtsla- on Jan. 31, his aides described him as deter· ) 
tors said they told Mr. Reagan that he mined to avoid both significant reductions in 
should consider scaling back his planned de- his defense plans and new tax increases. 
fense bulldup and perhaps his opposition to · Aides and allies, however, have warned 
raising truces. But they weren't sure lf the Mt. Reagan that Congress will probably 
president was receptive. compel changes whether he wants them or 

Sen. Paul Laxalt (R., Nev.), the presi- not. What he apparently hasn't yet finally 
dent's closest friend on capitol Hill, cau-

1 
decided, these observers say, is whether he 

tioned that if Mr. Reagan doesn't relent on will make the first move toward. compro
his plans for the defense budget, "We're go- , mise by proposing some of the changes him· 
Ing to have to take a close look at it." But he self in his budget. 
said that the president currently "is very Presidential aides say signs continue to 
close to being set in concrete" against any point toward a tough budget, in the hopes of 
reductions. minimizing any changes sought by Congress 

Participants in the meeting said there by making legislators fight for every conces· 
was widespread concern, even alarm, at the sion. However, the aides haven't given up 
huge deficit projections for fiscal 1984 and hope that Mr. Reagan will ease up. 
beyond. "These numbers are a little terrify- A number of White House and other ad
ing," said Sen. Laxalt. The administration ministration officials are pushing for what 
cyrrently expects a deficit of $190 billion to several call a "balanced package" that 
S200 billion in fiscal 1983, which ends Sept. might include a modest reduction in the de-
30, and a deficit of $200 billion in fiscal 1984 fe1,tse buildup and perhaps some selective 
unless further budget cuts are made. ~ increases, tn return for congressional 

·, ,, Presidential advisers fear the deficits pJ1>mises of support in further nondefense 
ceWd continue to mount throughout the de- . spending reductions. Such an approach is 
~ .de unless Mr. Reagan commits himself to gelierally along the lines of what congres· 
$lbstantial budget changes to reduce them. sieinal Republicans want to see as well . 
"'testerday, however, a White House spokes- ·However, the proposal is reportedly still 
Jjlan disputed a report in The Wall Street being opposed by Defense Secretary caspar 
J>urnal that said advisers had warned the Weinberger. Aides said Mr. Reagan must 
li"esident that the deficit could hit nearly resolve the matter quickJy in order to meet 
-,o billion a year by fiscal 1988 unless he bis .bnMi>t rleadline. 
q,_akes changes. · 
~ Deputy Press Secretary ~rry Speakes, 

'fho acknowledged he hadn't read the article 
qi question, nonetheless pronounced it "dead 
\frong." He said the article "stretched it 
.? . . got too big a figure." He refused to say, 
~ever, just what the advisers-including 
'{lreasury Secretary Donald Regan, Secre
ti,ry of State George Shultz, Council of Eco
oomic Advisers Chairman Martin Feldstein 
and Budget Director David Stockman-did 
tell Mr. Reagan. 
~ Mr. Speakes suggested that the forecast 
~ massive budget deficits represents a "do
llJthing scenario," and reiterated that Mr. ragan is committed to narrowing defi

ts. 
Sen. Laxalt, the inost talkative of the leg

lators who met with the president yester
. described the projected deficits as 

uge and probably intolerable." He said 
at spending reductions in "discretionary" 

grams, those that Congress and the ad-
. istration can most readily control, are 
ready "awfully close to the bone." He 
ded that "I think we'll have to look at 
me deferral in militaor speneinf," and 

suggested the possibility 6I a "freeze" on so
called eBtitlernents programs, ffi "whlcli ben
efits are mandated by law. 

Despite Sen. Laxalt's remark about M1 
Reagan standing firm on his defense propos
al$, Senate Budget Committee Chairman 
P~'te Domenic! (R., N.M.) detected signs of 
"<p!n·mind~ess". on the president's part. 
'-'He listened attentively to everything," Sen. 
Domenici said. And Senate Majority Leader 
Howard Baker CR., Tenn.) said: "I-think the 
president went off to think about these 
th~~-" 

I 
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r!iEMORANDU!! FOR 

FROM : 

SUBJ:::::::CT : 

TH E W HI TE H O U SE 

Janua r y 10 , 19 83 

t.r"i 

TOM LEWIS /) C 
CRAIG L . FULLER~ 

DATEBOOK / Diqital Marketing 

t 

I noticed with intereEt that Digi tal Mark~ i n g is advertising a 
2_roduct called DATEBOOK that can be u sed wi t :the IBM 
Di s lav:Writer . 

Would it be possible to experiment with the package? 

Are there a ny other particularly useful so f tware packaqes 
availa ble for the DisplayWriter? 



DATEBOOK IS FOR YOU. 
DATEBOOK™ is an appointment scheduling program for doc
tors, dentists, attorneys and other professionals. 

Using DATEBOOK to keep t rack of your appointments wil l 
increase offi ce prod uctivity by saving yourself or your secretary 
t ime and fru st ration. 

DATEBOOK can schedule appointments for up to 27 differen t 
doctors, lawyers, rooms, etc. It will search for open ings that fi t 
t ime of day, day of week and/or day of year const ra ints. Three 

Date book requ ires 56K RAM and CP/M. A lso available 
for CP/M-86, Apple Pascal and UCSD Pascal. 

Formats: a· SS/SD, 5'/, " Northstar DD, Micropolis Mod 
II/Vector Ml; Superbrain 3.0, Apple II , 5¼ • and a· Xerox 
820, HP-125 and HP-87, IBM Personal Compu ter with 
CP/M-86, IBM DisplayWri ter with CP/M-86. 

Tradema s: Datebook-Organic Software, CP/M, 
CP/M-8 - Digital Research, UCSD Pascal - Regents 
of the niversity of Cali forn ia. 

Circle 41 on inquiry card. 

appointment schedules are disp layed on the screen at a ti me. 
Appointments are made, mod ified or cancelled easily. Copies 
of day's appointments can be printed quickly. 

DATEBOOK is des igned for the busy profess iona l whose time is 
at a premium. Let DATEBOOK start work ing for you today. 

DATEBOOK is $295. Manual alone $30. Add $7 for sh ipp ing and 
hand ling. 

SOFTVlARE 
SOFTVlARE 
DIGITAL MARKETING 
DIGITALMtiRKETING'M 

DIGITAL MARKETING CORPORATION 

2670 CHERRY LANE • WALNUT C~EK • CALIFORNIA • 94596 
(415) 938-2880 • Telex 17-1 852 (DIGMKTG WNCK) 

Deale, 1noumes 1nv11ec1 Dealers outside Cohlom10 coll 
(501) 442-0864 lnS10e Cohlom10 COIi (415) 938-2883 

February 1983 Popular Computing 5 



THE WHITE HOUSE 

WASHINGTON 

August 27, 1981 

MEM)RANDU1 FOR JOffi\l' IDGERS 

FROM: 

,.SUBJECT: 

Elizabeth H. Dole~ 

Dail labor Re rter 

119645 
/J lo 

flL 

Bob Bonitati of my staff has been receiving the Daily labor Rep::>rter, published 
by the Bureau of National Affairs, on a trial basis for the past two rronths. 
This is a specialized publication which provides accurate, in-depth rep::>rting on 
labor issues and we need to begin receiving it on a continual basis. I v.UJ.ld 
appreciate the "White House handling the subscription cost. 

I have attached a copy of the Daily labor Reporter. You can contact Art Rounds 
of the BNA on 452-4211 for subscription infornation. 
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T H E W H I T E H O U S E 

REFERRAL 

TO: DEPARTMENT OF JUSTICE 

ACTION REQUESTED: 
APPROPRIATE ACTION 

DESCRIPTION OF INCOMING: 

ID: 

MEDIA: 

TO: 

FROM: 

119863 

LETTER, DATED JANUARY 13, 1983 

PRESIDENT REAGAN 

THE HONORABLE JIM GRIFFIN 
MAYOR OF BUFFALO 
BUFFALO NY 14202 

0 F F I C E 

JANUARY 27, 1983 

SUBJECT: URGES THAT AN INCREASED EFFORT BE MADE IN 
THE FORM OF A DIRECTIVE TO THE ATTORNEY 
GENERAL THAT WILL EMPHASIZE ENFORCEMENT OF 
FEDERAL ANTI - OBSCENITY LAWS 

PROMPT ACTION IS ESSENTIAL -- IF REQUIRED ACTION HAS NOT BEEN 
TAKEN WITHIN 9 WORKING DAYS OF RECEIPT, PLEASE TELEPHONE THE 
UNDERSIGNED AT 456-7486. 

'-( tJ f 

RETURN CORRESPONDENCE, WORKSHEET AND COPY OF RESPONSE 
(OR DRAFT) TO: 
AGENCY LIAISON, ROOM 91, THE WHITE HOUSE 

RECEIVED 
JAN 31 1983 

cocu 
SALLY KELLEY 
DIRECTOR OF AGENCY LIAISON 
PRESIDENTIAL CORRESPONDENCE 



- . 

January 24, 1983 

Dear Mayor Griffin: 

On behalf of the President, I would like to acknowledge 
your recent correspondence. 

I have forwarded your letter to the appropriate officials 
at the Department of Justice for their consideration and 
direct reply. You should be hearing from them shortly. 

I appreciate your bringing this matter to the attention 
of the Administration. 

Sincerely, 

J. Steven Rhodes 
Special Assistant to 
the President for 
Intergovernmental Affairs 

The Honorable James D. Griffin 
Mayor of Buffalo 
Buffalo, NY 

JSR/mvk 
JSR-1 

DOJ 
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. . . 

JAMES D. GRIFFIN 
MAYOR 

The President 
The White House 
1600 Pennsylvania 
Washington, D.C. 

CITY OF BUFF.ALO 

OFFICE OF THE MAYOR 

Avenue 
20500 

January 13, 1983 

Dear Mr. President: 

119863 

The sex industry in the United States has been expanding 
rapidly in the past several years because of the lack of vigorous 
enforcement of federal anti-obscenity laws. Much of this material 
is produced outside of New York State and enters our cities 
through the United States mail, via interstate transportation 
and through customs. It is extremely difficult to enforce 
New York State Obscenity Laws in all counties if there is little 
or no federal enforcement. 

Federal enforcement is extremely important as the sex 
industry is about to move into cable television. In fact, this 
move is already in progress, and both public access cable and 
pay cable are now in the living rooms of homes all over New York 
State. It is vitally important that this move be blocked. This 
can be effectively accomplished by vigorous enforcement of 
federal laws. 

I ask that an increased effort be made in the form of a 
directive to the Attorney General that will emphasize enforcement 
of federal anti-obscenit y laws . This enforcement would greatly 
benefit all prosecutors in New York State and make their burden 
easier. Indeed, FBI experts have said that the back of the 
pornography industry could be broken if these laws were enforced. 

With this request I pledge my support in this effort to 
protect our cities, our children and our families from this 
corrupting force. I would appreciate your attention with this 
matter. 

JDG/sa 

Sincerely, . ~ , 
. ~ 

CJr-63-o 
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THE NEXT 18 MONTHS 
So long delayed, the recovery will start slowly and 
build steadily while inflation recedes. 
■ After sputtering in neutral for most of 
1982, the economy finally seems in gear to 
move ahead at medium speed during 1983 
and 1984. With inflation likely to stay down 
at 4% to 5%, business will find the new year 
cheering. The White House will not. The 
budget deficits are likely to range deeply into 
triple-digit territory and unemployment may 
still be in double digits when the presidential 
campaign begins in earnest in 1984. 

Real GNP is likely to expand at a meager 
2.5% annual rate in the first half of 1983, at a 
comfortable 3.5% rate in the second half, and 
a brisk 4% in the first half of 1984. Many · 
forecasts are given as changes from one 
yearly average to the next, but these now un
derstate the expected strength of the recov
ery. Owing to the stagnation in the last part 
of 1982, GNP at year-end amounted to only 
$1,478 billion in 1972 dollars, virtually the 

same as the average for the year's four quar
ters. By the end of 1983 GNP will be up 3%, 
or $45 billion, but average GNP for the 
year's four quarters will be up only $27 bil
lion. That's an increase of only 1.8% (com
pared with a 1. 7% decline in 1982). 

A NY FORECAST of an imminent pickup 
in the economy must first come to 

grips with what prevented the widely ex
pected recovery in the second half of 19 2. 
That stagnation was unique. Real GNP bot
tomed out in the first quarter and seemed 
started on a normal pickup in the second 
quarter, but since then has gone nowhere
the first time in postwar history that the end 
of a decline in GNP has not been followed by 
at least three quarters of appreciable growth. 

A good part of this prolonged stall in G 
was caused by high interest rates in the first 

UN~OYMENl 
stuck in double-digits 
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REAL GROWTH: 
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half of the year. Housing is particularly sensi
tive to rates and so its poor performance was 
no surprise. But high U.S. interest rates also 
sent the dollar soaring, and that contributed 
to a faster than expected plunge in net ex
ports, a fall worsened by the lingering reces
sions abroad and a shrinkage of farm ex
ports. Stiff financing costs, weak liquidity 
positions and the continued erosion of capac
ity utilization pushed businessmen to slash 
orders and appropriations for capital goods 
last spring when both had seemed on only a 
gentle downward slope. Given the weakness 
in sales, inventories piled up, especially in 
autos, and had to be chopped back. Consum
er spending was lackluster, not because of a 
reluctance to buy but because of a shortage 
of ready cash. Increases in income from the 
tax reduction were offset by cuts in jobs. 

S OME OF THESE negative factors have 
improved. Interest rates have dropped 

sharply since midyear. Short-term rates are 
down five to six percentage points and bond 
yields are down four points. Since inflation 
hasn't changed much since then, virtually all 
of that decline is in real rates (interest rates 
less inflation). Real rates are still higher than 
they have been in most of the postwar peri
od, but the improvement is helpful for the 
economy. 

Short-term interest rates are not likely to 
show any trend up or down for the next 
year-though as J. P. Morgan is said to have 
pontificated about stock prices, they will 
surely fluctuate. Long rates may drop closer 
to the rate of inflation. In 1984, however, all 
rates will feel upward pressure as Treasury 
borrowing competes with growing private 
demands. At that point the Fed will prob
ably be a lot stingier than it has been 
recently. 

The Fed's easier posture the last 
few months has already begun to 
make some investors nervous about 
its determination to subdue inflation. 
Greater stringency would seem in 
the offing. The most meaningful of 
the money measures these days is 
M2, which includes both the old and 
the new kinds of checking accounts. 
If the Fed holds to a ceiling of 9% 
growth in M2 in 1983, as it suggested 
last July, that would be adequate for 
the growth in GNP FORTUNE has 
forecast and wouldn't worsen inter
national financial strains. 

26 FORTU\E JANJARY 10, 1983 

The pressure in Congress will be tremen
dous for the Fed to lop a few more points off 
interest rates. But without doing anything 
about the deficit, Congress will be in a poor 
position to second-guess the Fed. Even with 
the respectable economic growth in FOR
TUNE' s forecast the federal deficit is going to 
average around $180 billion in fiscal 1983, 
about the same as the rate in the fourth quar
ter on the national income accounting. The 
deficit will head even higher in fiscal 1984. 
These depressing calculations assume that 
some action will be taken to eliminate the 
$10-billion deficit in the Social Security funds 

The Lonw Road Back 
Real GNP should start rising again in the first 
quarter, and by the end of 1983 will have passed 
iJs old high in mid-1981. Industrial production, 
covering only volatile goods output, will climb at 
a vigorous S.S% rate over the next 18 months 
but won 't reach its old highs until later. 

Index: 1967 • 100 

I 0 

160 

ISO 

140 

I 0 

before they go bust, and that Congress will 
cut military and civilian spending in line with 
the resolution it passed last summer. The 
deficit shouldn't greatly strain the financial 

· markets in 1983, and Washington may post
pone the tough decisions until sometime in 
1984. Action or inaction then won't affect the 
economy materially until the second half of 
1984. In the meantime, the economy will en
joy the benefits of the decline in interest 
rates that has already taken place. 

Some sectors still won't contribute much 
to business growth over the next year and a 
half. Net exports will continue to sag, though 
not as badly as in the past three quarters. 
Most of the effect of the expensive dollar is 
already behind us; the dollar may start de
clining now. Furthermore, our foreign cus
tomers' economies should be starting their 
own recoveries. Capital goods will slide 
some more until next summer. By the end of 
1983 capacity growth will be the slowest in a 
generation and capacity utilization will be im
proving. Cash flow will be picking up briskly 
and this, along with the recent decline in 
bond yields, should quench the thirst for cor
porate liquidity. Total government pur
chases of goods and services will be rising at 
only a 1 % to 2% rate. Defense spending will 
climb at a 7.5% rate, and public works out
lays, aided by the highway program, will in
crease even more rapidly. Other spending by 
state and local governments will probably 
hold about steady after adjustment for infla
tion, and federal nondefense spending will go 
into gentle decline. 

Both housing and inventories will provide 
important strength. Mortgage rates have fall
en low enough to launch a considerable up
swing in housing, though hardly a boom. In 

the fourth quarter, business cut in
ventories enough to trim the ratio of 
inventories to sales. Liquidation will 
slow gradually and by next autumn a 
small buildup will begin. 

Consumers could, of course, kick 
the recovery off at a faster pace than 
FORTUNE expects. Their savings 
rate, after bouncing around a lot, 

. stands at a respectable 6.5% of in
come-and income will advance as 

. the recovery proceeds. Many taxpay
ers will get rebates-an after-effect 
of last July's tax cut-once they fil e 
their 1982 returns. But with unem
ployment so high, consumers have 
every reason to be cautious. Con-



surners have also learned by now that if they 
can restrain their enthusiasm for the latest 
goody the price may well fall instead of rise. 
They will probably salt money away in the 
new high-interest bank accounts, more than 
offsetting their rising use of credit (which is 
counted as negative saving). This laudable 
effect of Reaganomics will provide an under
pinning to sustain the recovery but will 
dampen growth in the first few quarters. 
FORTUNE expects the savings rate to rise to 
at least 7% in 1984. 

U NEMPLOYMENT is likely to be stuck 
at high levels for the next year and a 

half. With much of the growth in GNP com
ing from higher productivity, employment 
will rise fast enough to keep even with the 
new people coming into the labor force, but 
not fast enough to absorb the backlog of peo
ple looking for work. Unemployment seems 
likely to top out at around 11 % early in 1983 
and stubbornly persist at that rate until mid
year. As the economy speeds up in 1984, 
productivity will too. So unemployment may 
drop only a paltry one percentage point by 
mid-1984. 

However bad productivity increases are 
for employment in the short run, they are 
good for inflation and so for employment in 
the long run. Inflation, as measured by GNP 
prices, plunged faster than expected, to be
low 5% during 1982 compared with 8.9% in 
1981. There has been talk lately that this is 
nothing more than a recession phenomenon 
and that price rises are about to pick up 
again. Nothing in the economic evidence, 
whether oil, food, or wages, supports that 
conclusion. Businessmen are fighting costs 
in order to survive. With inflation tailing off 
to 4.5%, the economy will be responding 
over the next 18 months as outlined below: 

■ GOVERNMENT.Federal outlays bulged 
by nearly $40 billion in the fourth quarter as 
transfer payments, subsidies to farmers, and 
purchases of farm products surged early in 
the period. So the deficit swelled to an annual 
rate of $180 billion. It will shrink a little over 
the next six months, but with the tax cut in 
July, the deficit for fiscal 1983 won't come in 
much below the recent rate. 

State and local governments have kept 
their budgets in fairly good shape. Despite 
some serious exceptions such as Michigan . . 
and California, operating deficits are small on 
average and won't grow precipitously over 
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Where the Growth Is 
Consumers, housing, defense, and inventories 
will all be powering the recovery throughout the 
next 18 months. Outlays for capital goods 
will begin apandingin 1984. Both net exports 
and nondefense government spending will be 
slipping throughout the forecast period. 

the next few quarters. Purchases of goods 
and services haven't increased beyond infla
tion for more than a year, and the future 
looks similarly flat. 

■ CREDIT.Federal Reserve policy will not 
be easy to make or to fathom in the period 
ahead. The Fed has to walk a narrow path 
between keeping credit overly tight-per
haps weakening vulnerable domestic and in
ternational financial institutions-and mak
ing it so easy that fears of inflation, or of a 
future clampdown, would drive interest rates 
up anyway. At the same time, the new mon
ey market accounts offered by the banks will 
complicate interpretation of the monetary 
aggregates. Chairman Volcker has already 
said that some new broader measure of cred
it may be introduced. 

In trying to characterize policy in this con
fusing period FORTUNE has used the broad 
money supply, M2, and on this measure 
there should be plenty of room for the econ
omy to expand. Nominal GNP (real G P plus 
inflation) has risen more slowly than M2 for 
the past two years. The 9% rate of growth in 
nominal GNP that FORTUNE is forecasting for 
the second half of 1983 and the firs t half of 
1984 is the same as the Fed's ceiling for M2. 
But in 1984, with huge gov,;>,;,m,, ... t r1 ~ i; ~: , • 

continuing when private credit demands are 
expanding, the markets could start anticipa
tory bidding up of short-term rates before 
anything like a money crunch develops. Be
fore that happens, Washington might find the 
gumption to trim the deficits. 

■ WAGES, PRICES, AND PROFITS. 
Consumer prices will speed up little if at all 
from 1982's 5% increase. Food and housing 
prices will continue to be well behaved. A 
nickel-a-gallon gas tax wouldn't add much to 
cost pressures because petroleum products 
will otherwise be flat to down in price. 

The GNP deflator, the broadest measure 
of inflation, will rise 5% in 1983 and slow to a 
4.5% rate in the first half of 1984. While con
cessionary wage packages may be a thing of 
the past, double-digit unemployment will 
hold down wage gains, and the size of CO-
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I.As will decrease with diminishing inflation. 
Hourly compensation should grow at just a 
6% rate through the forecast period, while a 
2% gain in productivity in 1983 will cut the 
increase in unit labor costs to just 4%. A 
pickup in productivity in 1984 will further 
trim the gain in unit labor costs. 

On the profit side, low capacity utilization 
will prevent business from improving mar
gins much over the next 18 months. But ris
ing sales will lead to a 15% increase in oper
ating profits in 1983, and they'll be up at a 
20% pace in the first half of 1984. 

■ CONSUMERS. The potent combination 
of slowing inflation, another tax cut, and 
some growth in employment will boost real 
disposable income by almost 6% over the 
next year and a half, compared with the 2.5% 
gain of the past 18 months. 

Though outlays for food and services will 
accelerate, the biggest share of extra con
sumer spending will go for durable goods. In 
real terms, purchases of durables will rise 
more than 10% in the period ahead after a 
slim 2% gain in the past period. By mid-1984 
car sales will be running at a 10 million rate, 
including imported models, compared with 
the recent pace of 8.5 million; and the recent 
trend toward more luxuriously appointed 
cars should continue. Spending for furniture 
and appliances, which fell during the slump in 
home sales, will rebound by more than 7%. 
Outlays fo1 apparel have languished recently 
but will also show a strong gain now. 

· ■ HOUSING. The decline in mortgage 
rates-down four points from their peak last 
February-has ignited a respectable housing 
recovery. Housing starts have averaged a 
rate of 1.2 million units over the last 
three months and permits have been 
rising steadily. Single family homes 
will gain by 40%, topping a one mil
lion rate by mid-1984 for the first 
time in nearly four years. Starts 
should average 1.35 million in 1983 
and rise to a 1.6 million rate in the 
first half of 1984. 

■ INVENTORIES. Business 
slashed inventories at a $35-billion 
annual rate at the start of 1982 and by 
almost half that much in the fourth 
quarter. But the total reduction in 
stocks amounted to only 2% during 
the year, a little less than the decline 
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in final sales. Most of the bumpiness was due 
to the stops and starts of auto sales and pro
duction. Final sales will start to turn up by 
spring and accelerate to a 5% pace by early 
1984, but inventory will fall a bit further. Auto 
dealers are starting the new year in good 
shape, but the rest of business will continue 
to run off stocks for another few months. 

When rebuilding begins, toward the end of 
the year, it will start slowly. Inventory-sales 
ratios will fall for six quarters and only then 
be down to comfortable levels. 

■ CAPITAL SPENDING. Business spend
ing on plant and equipment has plunged 10% 

lnflatlon Is Tamed 
Despite the expansion of business activity over 
the next several quarters, inf/alien as measured 
by both the CPI and broader GNP dej/ator will 
remain about as slow as dun·ng lethargic 1982. 
Indeed, inflation may slow a trifle in 1984. 
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in real terms from its peak one year ago, to a 
current level of $332 billion. With capacity 
utilization the lowest in decades, business 
simply has little incentive to expand. Orders 
for equipment show it; they have leveled out 
but are still below shipments. Spending will 
drop another 5% in 1983. As a result , the 
growth of the capital stock will slow to just 
2.3%, down from 4.4% in 1979. 

By the second half, a growing economy 
will have boosted the utilization rate, and 
cash flow will be rising smartly. So business 
spending should begin to grow during the 
first half of 1984. 

■ FOREIGN TRADE. Exports of goods 
and services slipped below the pace of im
ports in the fourth quarter for the first time 
since mid-1978, and the deficit will widen 
over the next year and a half. However, the 
impact of the foreign trade balance will be 
barely noticeable compared with the large 
drain of the last couple of years, when for
eign trade lopped two percentage points off 
real GNP growth as the balance deteriorat
ed. The drag over the next six quarters will 
amount to less than half a point. 

After falling nearly 20%, the volume of 
merchandise exports will stabilize now. U.S. 
exporters have lower.ed their prices recent
ly, offsetting part of the higher cost of dollars 
to foreign buyers. Our customers' econo
mies are likely to be weaker than our own, 
but at least some expansion is due. 

Imports grew 7% during the past 18 
months despite the decline in U.S. markets. 
The extra share going to foreign producers 
will stop increasing now that the dollar is 
losing some ground and domestic inflation 
has slowed. But with expanding economic 

activity here, the volume of mer
chandise imports will grow more 
than 10%. 

The U.S. surplus on services, 
though still large, slipped a bit during 
the last year and a half. It will start to 
improve again now. Foreigners will 
earn less on their U.S. bank deposits 
since interest rates are lower; and 

· earnings by U.S. companies on their 
overseas investments will start to 
expand. D 
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for Economic Policy_ 
Having moved beyond the economics of 
joy, the Reaganites now have a program 
that makes sense, but perils loom 
between now and the 1984 election. 

by HERBERT STEIN 

The election of 1982 was not a water
shed in economic policy. It was only one 
more of several events in 1982 that sig
naled some change in economic policy and 
made it clear that the Reagan Administra
tion, which during the campaign asked 
voters to "stay the course," is in fact being 
forced to alter course. Where the Adminis
tration will end up remains to be seen, but 
it appears to be ridding itself of some unre
alistic ideas that marked policy during its 
first year, while holding to those parts of 
its program that were generally sound 

To understand these developments it is 
necessary to go back at least to 1979. At 
that time thought about economic policy 
was significantly changing at several lev
els. There was a shift in the publk's eco
nomic priorities. There was a shift of the 
mainstream consensus about economic 
policy, and Reagan campaign economics 
was emerging as a new option in economic 
policy. All three of these changes repre
sented moves in a conservative direction. 

The shift of the public's priorities was 
simply a response to three discontents and 
anxieties that were becoming more in
tense. First, people were irritated and re
sentful of the inflation that, by then, had 
been accelerating for 15 years. Second, 
they were disappointed and unhappy be
cause real incomes per worker had not 
been rising for some years, contrary to the 
usual American experience and expecta
tion. Third, they were angry and ashamed 
because they felt that the United States 
was losing its position in the world and 

Herbert Stein, chairman of the Council of Econom
ic Advisers f rom 1972 to 1974, is professor of eco
nomics at the University of Virginia and a senior 
fellow at the American Enterprise Inst itute. 
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that our national security was threatened. 
Thus the American people wanted three 

things. They wanted the inflation stopped. 
They wanted their real. incomes to rise 
faster. They wanted America's position in 
the world restored. 

Two points must be made about these 
attitudes. First, they expressed what the 
public wanted but they were not generally 
accompanied by an awareness that a price 
would have to be paid to achieve these 
things-and, of course, the politicians 
who promised to deliver did not warn of 
the price. Second, the public that wanted 
these things was almost entirely innocent 
of ideas or preferences about how to ac
complish them. That is, there was not a 
surge of desire for tight money, for bal
anced budgets, or for free markets, for ex
ample. The public was wishing the ends 
but had no commitment to the means. 

The 1979 consensus 

Of course, there were some informed 
and responsible people who had come to 
agree on means and policies by 1979. They 
agreed that policy should include the fol
lowing elements: 

1. Monetary restraint to curb inflation, 
even though this would involve a transi
tional period of increased unemployment. 

2. Restraint on the growth of the non
defense budget, even though this would 
deprive some worthy people and purposes 
of federal money. 

3. A substantial increase in defense 
expenditures. 

4. Reduction of the federal deficit, al
though not necessarily to zero. 

5. Reduction of tax rates bearing on capi
tal investment, even though the deficits in 

prospect did not permit a large tax cut for 
all taxpayers. · 

6. Elimination or reduction of govern
ment economic regulations. 

This was a conservative strategy in the 
sense that it relied on the private sector, 
free markets, and prudent fiscal policy. But 
by 1979 it was embraced by many who 
were commonly called liberals. 

There were two problems with this con
sensus, however. First, no one knew how 
to manage it precisely-how fast to dis
inflate, how much to reduce monetary ex
pansion, where to get the most benefit for 
a dollar of tax reduction, and so on. Sec
ond, although there was agreement that 
the strategy involved sacrifice, there was 
d isagreement about how the sacr ifice 
should be allocated. 

The third change in conservative think
ing, which I call Reagan campaign eco
nomics, seemed to solve these problems. It 
would solve the budget problem by a large 
across-the-board tax cut, which would 
raise revenue. It would make huge cuts in 
the expenditure side of the budget without 
sacrifice by anyone but bureaucrats, sim
ply by eliminating waste and fraud. This 
would permit the budget to be balanced 
while defense expenditures were greatly 
enlarged. The idea that reducing inflation 
would require a temporary increase of un
employment was rejected as a Keynesian 
shibboleth. Easy answers were available 
for the management of monetary policy
or, rather, two easy answers, one being 
gold and the other being a constant rate of 
monetary growth. 

This was the economics of joy, as distin
guished from traditional conservatism, 
which is the economics of austerity. The 
economics of joy is simple, painless, and 
salable. It is also unrealistic. 

This is the version of conservatism we 
elected and by which we were governed 
for nearly a year. Under its influence we 
enacted a big tax cut, initiated a big de
fense increase, made some nondefense 
cuts and counted on bigger ones later, 
_promised ourselves a balanced budget 
· by 1984, and also promised a disinfla
tion with no recession leading up to 

FORTUNE December 2 7. 1982 69 



a long period of rapid growth. 
But by late 1981 reality had 

flooded in. The announcement 
and enactment of the program 
had not elated the financial mar
kets; on the contrary, the reces
sion set in with a vengeance. 
The promised further expendi
ture cuts were hard to find. Defi
cits looked large and endless. A 
o- rn·,., ,.."' ,...,.....'"'?·-+ --'""~ ;:-: ission dis-
missed the idea of gold as a pan
acea; meanwhile we lost confi
dence in the workability of 
simple rules of monetary policy. 

Some good things were ac
complished. We launched the 
needed defense expansion and 
I\ e made nondefense cuts that 
many had thought were poli
tically impossible. We made 
3 ste~n and good beginning 
to getting the inflation down. 
These things might not have 
been accomplished with a more 

1Y 

rf'c1 !istic and cautious approach. A degree 
,):" recklessness and fanaticism may actual
ly have been needed. 

But by the beginning of 1982, this sus
pension of realism was no longer desirable 
or possible. The President submitted a 
budget that did not come close to balance 
for as far as the eye could see. He finally 
came to urge a tax increase. He accepted a 
small cut in the defense program. The Re
publicans joined in overriding his veto of 
an appropriation bill. The President recog
nized that the transition to stability would 
be painful and urged us to be patient. He 
urged us to stay the course, even though 
the course had already changed. His urg
ing was itself a sign the course had 
changed. A year earlier he had not thought 
talk of pain and patience necessary. 

The turns of policy in 1982 were not a 
deviation from conservatism. They were a 
return to the mainstream conservatism 
that I have described as the consensus of 
the late 1970s. They were a return toward, 
if not to, the old-time religion. 

Now, what can we learn from the 1982 
election? One of the most important facts 
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about the 1982 election is that we got 
through it without much damage to poli
cy. Even though the election took place 
when unemployment was at its highest 
level in 40 years, we got through it without 
irresistible pressure on the Federal Reserve 
to pump up the economy and without 
great demands for enlarged spending pro
grams. That is extremely encouraging. 

Our sensitive Presidents 
But the end of the 1982 election cam

paign is the beginning of the 1984 cam
paign. This could be the most dangerous 
part of the journey. Economic policy is, on 
the whole, presidential policy. Presidents 
are naturally more sensitive to the condi
tions that exist when they might be run
ning than when only a bunch of Congress
men and Senators have seats at stake. The 
danger of a politically motivated U-turn 
will increase. 

The election of 1982 showed that con
servative economic policy would not be 
accepted by the public just because it was 
accompanied by conservative social poli-

. cy. If the economic results are not satisfac-

tory, the public will not forgive 
the government because of its 
position on abortion or pornog
raphy or prayer in the schools. 

Essentially, the 1982 election 
puts the President on notice that 
he must deliver economic re
sults. The public has shown un
derstanding that the present 
condition is not entirely his 
responsibility, and has not 
thrown out as many Republi
cans as it might have done. But 
the more innings that pass, the 
more the ball game will be the 
President's to win or lose. 

Polls, including exit polls on 
Election Day, show that un
employment has passed infla
tion as the public's No. 1 con
cern. However, the election was 
not a mandate to disregard in
flation and focus on unemploy
ment. Neither was the election 
a referendum about particular 

strategies or programs of economic policy. 
The election was not a defeat or a victory 
for monetarism, or supply-side econom
ics, or balanced budgets, or any other par
ticular policies. These policies were not 
elaborated or defended by the contestants. 

The assignment that government has to
day, after the 1982 election, is to make vis
ible progress on reducing unemployment 
before the 1984 election, but at the same 
time to continue reducirg the inflation 
rate, to rearm, and to promote the long
run growth of real per capita incomes. 

There is a large irony about this assign
ment. It is that answers to the questions 
about inflation and unemployment are 
primarily the responsibility of people who 
were not up for election in 1982 and will 
not be up for election in 1984. I refer to 
Paul Volcker and the other members of the 
Federal Reserve Board. Unemployment 
and inflation in the next few years will de
pend primarily on the course of monetary 
policy and on how the private economy re
'sponds to it, the latter being something 
the government cannot control. 

The Federal Reserve has responsibility 
conti 1111ed 
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Meeting Japan's Challenge-Motorola's 
Carole Book. 

And much more. All gathered in an informa
tion-filled 100+ page special report. For your 
copy, fill in the coupon below and mail it to us 
with your check for s 12. 

Quantity discounts: 
10-24 copies@ SIO each 
25 or more copies @ SS each 

Special offer: Crosscurrents No. 10 is available 
in limited supply at S7 when ordered at same 
time as the eleventh edition; s 11 if ordered 
separately. 

r---------7 
I fDRIIH . 

Crosscurrents No. 11 I 
I Room 1775. Time & Life Building, 

Rockefeller Center. New Yori<. NY 10020 I 
I Please send me __ copies of Crosscurrents I 
I 

in Corporate Communications No. 11. 
My check for S ____ is enclosed I 

I . I 
lw.ME 
I COMPANY I 
I ADDRESS I 

~ - j 
CITY · STATE ZIP 
__________ , 
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This would not be the first Administration 
to do something surprising when an 

election loomed. 

for finding a path of monetary expansion 
that will durably reduce the inflation and 
lead to a low and sustainable level of un
employment. No one knows for certain 
where this path lies. It will have to be 
found in part experimentally. But the path 
exists and the Federal Reserve has a good 
chance to find it. 

How to buy more 
I believe that the Federal Reserve has the 

correct strategy, that it is working, and 
that it will achieve both reasonable price 
stability and high employment. The strate
gy in simple terms runs like this: · 

Slowing down the growth of the money 
supply slows down the rise in the demand 
for output. As output slows or even falls, 
prices and particularly wages respond lit
tle at first. But in time wage and price in
creases also slow down. As this happens, 
the growth of the money supply buys 
more goods and labor. A 5% rate of money 
growth buys more output-makes possi
ble more real growth-if prices are rising 
3% a year than if prices are rising 8% a 
year. Ending the inflation will produce the 
recovery of output and employment. 

While this strategy will work, and noth
ing else will work, we don't know how 
long it will take. There is no reason to be 
defeatist about this. But it obviously cre
ates a risk. The timetable on which it may 
work may not be satisfactory for the poli ti
cians who want to deliver the results suffi
ciently before the 1984 election. 

Several bills have already been intro
duced in Congress, with important Demo
cratic and Republican sponsorship, that 
would direct the Federal Reserve to get in
terest rates down, presumably by printing 
more money. Such legislation, if enacted 
and effective, would be disastrous. It is not 
clear whether the sponsors of such legisla
tion really want it to be enacted. Congress 
probably does not want to assume respon
sibility for the conduct of monetary policy. 
But even if it is not enacted, the process of 
debating it could be unsettling to financial 
markets and disturbing to the economic 
recovery. 

One must also recognize that, in the pe-

riod between now and the 1984 election, 
the Administration itself could be a source 
of danger to the responsible conduct of 
monetary policy. The Administration has 
now been through about a year in which 
its own forecasts of imminent recovery 
have been disappointed. It has now been 
through an election that has highlighted 
its vulnerability on the economic issue. 
One can imagine that if clear signs of re
covery do not appear by, say, mid-1983 
the Administration would get anxious 
about whether it was coming in time for 
the 1984 election. It might then be tempted 
to lean on the Federal Reserve for a more 
expansionist policy. The odds are that clear 
signs of recovery will have appeared, that 

. even if they don't the Administration will 
resist the temptation to pressure the Fed, 
and that even if pressured, the Fed will re
main firm. Still, the danger should be rec
ognized. This would not be the first Ad
ministration to do something surprising 
when an election loomed. 

Within the area of policy that is more di
rectly the concern of Congress, a standard 
proposal for dealing with unemployment 
seems to be emerging. It calls for cutting 
the proposed defense budget and increas
ing expenditures for public works, now 
called infrastructure. The logic of this idea 
totally escapes me. The level of defense 
spending was not an important issue in 
the campaign. The results of the election 
cannot be interpreted as a mandate for 
unilateral disarmament. Also, there is no 
reason to think that shifting money from 
defense to infrastructure would increase 
employment significantly if at all. The ba
sic question is whether we want defense 
more than roads and bridges. If we want 
defense more, we should not spend less on 
defense to create more jobs. If government 
spending creates jobs and if we want more 
jobs, we could spend more on defense. 

Probably, but unfortunately, the drive 
for a public works spending program at 
the expense of the defense program is irre
sistible. This will mean little for employ
ment or unemployment. It will leave our 
~ridges a little stronger and our defense a 
little weaker. That will be too bad, and one 

continued 



must hope that the damage can be limited. 
(Raising the gasoline tax in order to repair 
roads is better. It will not do much for em
ployment either, but at least it won't 
weaken defense.) 

Dithering over deficits 
In the months ahead we will hear a great 

deal about the large budget deficits now 
looming. Great concern is being expressed 
in the country about deficits. Almost as 
much concern is being expressed today 
about the prospect of a deficit of $180 bil
lion or so as there was last year about a 
deficit of $100 billion and as there was two 
years ago about a deficit of $50 billion. Our 
alarm about the deficits does not lead to 
decisive action; the size of deficits rises, 
and the threshold at which we become 
alarmed also rises. So we will be shocked 
about the deficit numbers contained in the 
next budget, we will all want to be on the 
side of reducing the deficit, but in the end 
we will not do much about it. There will be 
marginal tax increases and marginal 
spending cuts. And we may wind up with 
deficits of $150 billion. 

The reason we won't do much is that we 
don't really care much. Reducing the defi-

cit requires giving up something, and no 
one is willing to eliminate much except the 
other fellow's program or the other fel
low's tax cut. For some years we evaded 
the worst consequences of this situation 
by allowing the defense establishment to 
run down and by reaping the revenue gen
erated by inflation. Presumably we don't 
want to do either of these anymore. 

Why don't we care more about deficits? 
The reason is that the real consequences of 
deficits come years in the future. Despite 
the common talk, the deficits of the Rea
gan Administration have little to do with 
present unemployment. The main effect of 
the deficits is to absorb saving that would 
otherwise go into private investment and 
thus into the increase of productivity and 
capacity to produce. The size of the deficit 
in 1982 will have only a trivial effect on the 
stock of productive capital in 1982 or 1983. 
But the total deficits of the 1980s will have 
a large effect on the size of the capital stock 
in the 1990s, and therefore on the income 
of people living in that decade. To be con
cerned about the income of the nation as a 
whole in the next generation, as distin
guished from the income of our own chil
dren individually, requires a lot of under-

standing, foresight, and civic spirit. So we 
are probably destined to live with largl! 
deficits for a long time. 

However, I don't want to close on a 
gloomy note. The change of economic pri
orities and policies that became most evi
dent at the end of the 1970s has produced 
highly beneficial results and will continue 
to do so. It has begun to reduce the danger
ous inflation, and while the process of dis
inflation is entering a phase of economic 
and political difficulties, it seems likely 
that the process will be carried on to suc
cess. Curbing the inflation will permit re
covery of output and employment. We 
have begun the essential rebuilding of our 
defense forces. Enthusiasm for defense is a 
little less in some quarters today than it 
was two years ago-since no one is hold
ing our hostages and the Russians have 
not invaded anybody recently-and the 
program may be whittled down a little, 
but still there will be a major expansion. It 
seems reasonable to believe that we will be 
making progress on two of our major 
problems-inflation and national securi
ty-and that we will be leaving the period 
of high unemployment behind us. All in 
all, not a bad record. [f] 

Warner-Lambert Company 

November 24, 1982 

has sold 

Entenmann's, Inc. 
to 

General Foods Corporation 

Tke undersigned acted as financial, advisor to 
Warner-Lambert Company. 

The First Boston Corporation 



Fortune 
Forecast 

At last, a Payoff from Reaganomics 
by Murray L Weidenbaum 

With the benefit of hindsight, it seems 
clear that the costs of carrying out the Rea
gan economic program are significantly 
higher than we thought when we an
nounced it in February 1981. I take no 
great satisfaction in recalling that I was in 
the minority within the Administration 
that did not envision instantaneous suc
cess. I shared to some degree the excessive 
enthusiasm of my colleagues. In any 
event, I do believe that most of the costs of 
the economic changes are behind us and 
that important benefits are imminent. 
Some of the positive results, such as mark
edly lower inflation, already are visible. 
The more delayed benefits, notably the 
movement to a path of modest and sus
tainable growth, are in the offing. 

The present has all the earmarks of a 
transition period, which is always easier to 
examine in retrospect than while slogging 
through it. According to my foggy crys
tal ball, the economy hit bottom some 
months ago, but since then we have all be
come bottom-watchers, because recovery 
has turned out to be elusive. Unemploy
ment is up again, to 10.8%. 

Good omens from Delphi 
One reason for hope is the recent path of 

monetary policy, combined with the 
sometimes Delphic statements by the 
chairman of the Federal Reserve Board 
Both talk and action are in the direction of 
an expansion in the nominal level of GNP. 
For the time being, the Fed apparently is 
counting on the cumulative effects of its 
earlier actions to achieve any further re
ductions in inflation. It is clearly concerned 
about financial strains at home and abroad 

The acid test, of course, will come when 
the Fed shows the extent of its determina
tion to fight inflation during the coming 
upturn. At this point, financial markets 

The author of this guest column, chairman of the 
Council of Economic Advisers 11ntil last A11g11st, is 
Mallinckrodt Disting11ished Professor at Washing
ton University in St. Louis. FoRTUNE's own 18-
month forecast tl'ill appear in the next issue. 

seem to feel that, under Paul Volcker's 
leadership, the Fed has enhanced its credi
bility, especially its reputation for inde
pendent and sensible judgment. 

In the real economy, adjusted for inffa
tion, perhaps the single most important 
positive force is personal income, which 
has been rising for the past year despite 
the drop in employment. Disposable per
sonal income, net of inflation, is running 
about 1% above a year ago. Not too sur
prisingly, consumer spending has contin
ued growing through the year. Looking 
ahead, the most recent University of 
Michigan survey of consumer attitudes 
registered 73.4 on its index of consumer 
sentiment, up from 65.4 two months ear
lier and the highest reading in a year. 
Higher stock prices help both to restore 
consumer confidence and to give a 
healthier appearance to consumer balance 
sheets. Consumer net worth has risen 
some $300 billion since July. 

The Good News 
Outweighs the Bad 

• RiN In INdlng lndlcalara 
• Slock marut upun . -
...... .,pollcy .. 
• Dec:llnlng .............. . 
...... In ..... dlapouble 
• Hlgfs COMUmS CGlllfldllnQ 

. • Houalng marut upun 
• Decllnlng lnflllllan . --· 
• Produc:llvlly growth . 
• ...... c:onaun.and,. 

buslrwdecielol• 

For a while it seemed too "Keynesian" to 
talk about consumption and demand
even though the great neoclassical econo
mist Alfred Marshall taught us that supply 
and demand were the two blades of the 
economic scissors. But there is a refreshing 
new common sense in economic discus
sions these days. The 1983 recovery, as all 
of its recent predecessors, likely is going to 
be fueled by the demands of the American 
consumer. 

Why the deficit bulged 
The housing industry already has staged 

a quiet turnaround, but the pressure of 
large Treasury borrowings on the financial 
markets will continue to inhibit both 
housing and capital investment for at least 
the next three years. Despite the wishful 
thinking and rosy estimates of some 
supply-side enthusiasts, the federal deficit 
rose from $58 billion in fiscal 1981 to $110 
billion in 1982. Estimates by experienced 

co11ti11 11 rd 

• lJnernplo'tnwnt 
• Large buslnesa in.,1:o1 ... 
•ExCNacapeclty 
• Slow ..... growth 
•Swollen ..... dalldta 
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Fortune Forecast connnued 

analysts for the fiscal year that began on 
October 1 range from $150 billion to $200 
billion. And off-budget borrowing is not 
optional but extra. 

Some of the rise in this year's deficit is 
due to the recession. What is truly trouble
some is the likelihood that massive Trea
sury borrowing will continue as the econ
omy recovers. The basic budget problem is 
that the reductions in federal spending 
growth do not come close to matching the 
tax cuts. This is not a fundamental failing 
of the basic policy of Reaganomics
which consistently called for large tax cuts 
and accompanying budget reductions of 
generally comparable magnitude. Con
trary to the extreme optimism of some 
vocal supply-siders (especially those out
side government), the official economic 
documents of the Reagan Administration 
always-even in the most optimistic ver
sions-showed that, at least initially, tax 
rate reductions would result in less reve
nue. This, of course, was an important jus
tification for large spending reductions. 
The latter were also desired on their own 
merits-to reduce the burden and power 
oi the federal government. 

We can now see that the execution of the 
policy fell far short of perfection. The tax 
cuts and the spending cuts weren't any
where close to balance. The 1981 tax act cut 
over $700 billion in federal revenues for 
the period 1982-86, $50 billion more than 
envisioned in the Administration's eco
nomic white paper of February 18, 1981. 
The budget cuts accomplished for the 
same period totaled a far more modest 
$300 billion. Most of the reduction came 
from lower inflation assumptions. In real 
terms, Reagan has had trouble clipping 
even a few billion off Carter's last budget 
(see table). 

Dividends from defense cuts 
Cuts in nondefense spending were par

tially offset by an expansion of military 
outlays. Reagan's defense budget for fiscal 
1984 is $10 billion larger than Carter's in 
1972 dollars (or $16 billion in 1984 dol
lars). Current schedules imply weapon 
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The knife la dull j .. 
Estimated federal outlays 
in billions of 1972 dollars 

. : ,.,, 

Fiscal Carter RNgan Differ-
year ~udget budget ence 

1981 U38.1 U39.3 +t1.2 

1982 U46.0 U64.9 +t9.9 
---~-- - ..... - ··-

1983 t361.7 t347.1 -t4.6 

1984 t366.4 t347.7 -t7.7 
- . - - >- .. ► 

1986 t381.2 t363.0 -t8.2 

1986 t368.8 t368.1 -t12.7 

In real terms, the Reagan budget totals 
are close to Carter's swan-song estimates. 
Below the surface an important shift in 
composition is takin~ place, from civil-
ian to military spending. · 

production growth rates more rapid than 
those at the peak of the Vietnam buildup. 
Moreover, the expansion would occur af
ter a decade of reductions in the defense 
industrial base. As a result, some of the 
spending increases will be lost in the 
defense-industry inflation they will pro
voke, especially later in the decade. By re
lieving inflationary pressures, a cutback in 
spending would result in less than a pro
portional reduction in real procurement. 

It surely would seem appropriate for the 
White House to start applying the same 
tough standards to the review of the mili
tary budget that it has been willing to use 
with some civilian agencies. That ap
proach could prove the successful entering 
wedge for negotiating with Congress an
other round of badly needed reviews of ci
vilian spending programs ranging from 
entitlements to subsidies. 

Even so, the budget deficit may not drop 
below the $150-billion annual range for 
several years, and that will be a drag on re
covery. There is a positive side to all this. A 
modest recovery may turn out to be rela
tively durable. Inflation is likely to remain 
low as productivity resumes its growth. 
The 4% rate of increase in output per 
worker-hour in the third quarter of 1982 is 
a noteworthy improvement from the less 
than 1 % rise in the first half of the year. 
Thus the Reagan Administration may well 
succeed in its objective of avoiding the 

...... 
stop-and-go cycles that have characterized 
recent American economic history. 

In a nutshell, my economic forecast for 
1983 is a significant improvement over 
1982-nearly 3% real growth compared 
with a 1.5% decline , and 5.5% infla
tion compared with 6%. Unemployment, 
which likely is close to a peak, may stay in 
the 10% range for most of 1983. Compa
nies that have learned to control their costs 
closely-this is one of the pluses of the 
liquidity squeeze-will benefit signi ii
cantly from even a modest upturn in 
sales volume. Nevertheless the business 
community should brace itself for some 
needling on this score in 1983. A drop in 
earnings is not newsworthy, but the sub
sequent offsetting rise in profits often gets 
a headline and is followed by outcries of 
assorted economic nonsense about excess 
profits and windfalls. 

Hard lessons learned 
There is, however, a new economic real

ism abroad in the land. Consumers once 
again are looking on purchases of art, 
coins, and postage stamps as primarily a 
form of consumption rather than as sage 
investments in a continually rising price 
level. III-conceived corporate outlays are 
no longer automatically bailed out by in
flation. Employees are learning that their 
wages, salaries, and fringe benefits are vi
tally dependent on the future success of 
their company. But the new realism is 
quite recent. It could readily be reversed if 
the federal government shifts course and 
decides to bail out various declining in
dustries, albeit under such innocuous
sounding labels as "industrial policy" or 
"fair trade," the latter being a euphemism 
for protectionism. 

Thus the economic prospects for 1983 
may disappoint optimists and pessimists 
alike: the rocky road of 1982 may well be 
leading the American economy to sustain
able but lackluster economic growth with 
relatively moderate inflation. In retro
spect, there may be very little wrong with 
~eaganomics that sharply reduced deficits 
~ouldn't cure. ~ 



THE WHITE HOl.SE 

WA SH! "G T O N 

January 14, 1983 

Dear Court: 

120191 
~6:?JJ 
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L/7 

Many thanks for sending me a copy of 
the Directory o f U.S. Labor Org ani za
tions. 

I appreciate it very much. 

Best wishes. 

Very s,z y, 

/ 7-~ t. Ro~er~ F. Boni ati 
sp ecial Assistant to 

the President 

Mr. Courtney Gifford 
Sta f f Ed i t or 
Daily Labor Report 
The Bureau of National Affairs, Inc. 
Washington, D.C. 20037 
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DEPARTMENT OF THE NAVY 
OFFICE OF THE SECRETARY 

WASHINGTON . O .C . 20350 

31 JAN 1983 

Mr. Albert B. Franklin 
164 Hamilton Avenue 
Apartment 1415 
Palo Alto, CA 94301-1684 

Dear Mr. Franklin: 

This is in response to your letter of January 14 to 
Ms. Kathleen Osborne at the White House. I am answering 
your letter on her behalf. 

The Navy Opportunity Information Center is a subcon
tractor for the U.S. Navy. It serves as a clearinghouse 
only, by answering requests for information about Navy 
opportunities, careers, and benefits. The letter you 
received from them concerning a fraudulent subscription 
was a form letter which apparently did not apply to your 
correspondence to them. If you wish to conduct business 
with the U.S. Navy, I suggest you contact the contracting 
officer at the nearest Naval Supply Center for information. 

Thank you again for writing. I hope this information 
is of help to you. 

Yours truly, 

SIGNED 
John S. Herrington 

Assistant Secretary of the Navy 
(Manpower and Reserve Affairs} 
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T H E W H I T E H O U S E 

REFERRAL 

TO: DEPARTMENT OF DEFENSE 

ACTION REQUESTED: 
DIRECT REPLY, FURNISH 

REMARKS: TELL KATHY OSBORNE 

DESCRIPTION OF INCOMING: 

ID: 

MEDIA: 

TO: 

FROM: 

120199 

LETTER, DATED JANUARY 14, 1983 

KATHY OSBORNE 

MR. ALBERT B. FRANKLIN 
164 HAMILTON AVENUE 
SUITE 415 
PALO ALTO CA 94301 

0 F F I C E 

JANUARY 21, 1983 

SUBJECT: ENCLOSES A LETTER FROM THE NAVY OPPORTO~ ITY 
INFORMATION CENTER CONCERNING A SUBSCRIPTION 
WHICH WAS FRAUDULENTLY REQUESTED 

PROMPT ACTION IS ESSENTIAL -- IF REQUIRED ACTIO HAS NOT BEEN 
TAKEN WITHIN 9 WORKING DAYS OF RECEIPT, PLEASE TELEPHO ETHE 
UNDERSIGNED AT 456-7486. 

RETURN CORRESPONDENCE, WORKSHEET AND COPY OF RESPONSE 
(OR DRAFT) TO: 
AGENCY LIAISON, ROOM 91, THE WHITE HOUSE 

SALLY KELLEY 
DIRECTOR OF AGENCY LIAISON 
PRESIDENTIAL CORRESPONDENCE 



THE WHITE HOUSE 

W ASH I NGTON 

/ i 
TO: ~ 

FROM: KATHY OSBORNE 
Personal Secretary 

to the President 



If. s . Kathleen Osborne 
The \Thite Souse 
1600 r en.nsyl va::1.ia . ve::1ue 
~ashi ngton , TI . C. 20500 

De2..r ~.:s . Osborne 

120199 
Janua ry 14, 1983 

I a.rr: 1u..ri ting to y.nu_ in hope& tl;a.-t. y:-0-1J. -G-H- 1ielp to :3.irect t:-:i <J 
i nfo r ~ation to the p rop e ~ a gency or pe r s on who wi l l be more 
a b _e to a ssist ~e in t h is □atter . 

In t e ravy pportu..-rii ty Infor:nation Ce_ t s r letter a ddr e ssed 
to ~e and r eciev ed ::'.) ecember 29 , 1983 , fr o:n the aesk of Can ta·n 
0 ":! -- · 1 • - , - . .,_ 1--i t ... h c-1 t . . -'- 1 1 • -v • .u . :1aviKlns , Jr . •:.y guess is l, _ _ a ..,_.e ,,a p a in i s 1.,:- 1<: i ng 
about info~.atio::1 t hat ~ a s ~ailed out to not cnly to 1 is office 
but to the ::'.)epar t ment of t he Ar my , :.Iarine s and A.:.. r Force . I can 
only assu.r:1e t hat t~ey too :iave re ~pond.ed t o t h is p ro t; r a:n . 

_ f this .:.s .,_rue , .,_ _en .:.s t~e 0 a :p tai:: s a -r.:..ne; t:r..::.-: !1e is 
s ugess -'-·ng that h i s o~fice ~ ishes to _ urc~ase t :ies e coos 
and se~vices a t t wic e the n rice of ;;1hat the o-'-he:- b r anc~es 
:1ay now be :p a i ng f or the .. ? 

Per Cantain Haw\::ins or der to cancel t h e subs cript i on , he is 
stat i n g j;hat h e \'l ishe s E1 e then to resu.rn e h is su.bscriI)t ion , 
under ':'JY ·::msines s . In oth er wo:r:'ds , what eve r h is office h a s 
b u ilt up to t h is p oint is be i ng forfeited to □e to d o as I 
p l e2.se . It i s h o:ped t hat t h is is no t wha t t he Captai n is 
i mp lyi:::g , but tt.a t h is lett e r to me was in e~ror . ~an ··ou 
he _n ~ e i n this :1at ter? 

Sincerely 

-p.-;--··· Al.BERT B. FRANKLIN , ✓ ---;?]_ 

164 HAMILTON AVE., #415 "- .. 
W> ALTO, C'.Al+IFORNIA 94301-1684 
. .. -- 415+321-5729 ~ _ 

cc 

:::::EP U:rY ASS I ::L· ?"!"T SEC?.:21: _·,_RY PO::: .. LOGI S1 ICS 
Cnapr:i.a!l B . Cox 

Secreta ry of th e Navy 
Joh..-ri F . Lehman Jr . 
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Navy Opportunity Information Center 
P.O. Box 5000 
Clifton , New Jersey 07012 AD 

ALBERT B FRANKLIN 
164 HAMILTON AVE #415 
PALO ALTO CA 94301 

T~2 : ubs cript i on referred to b~lc~ was f raud ulently r ~quest~d. 

The U.S . avy maintains only a fu l fill ment warehouse operati on in Cli fton, 
.J. The address and the names of Ca ptains Mia le, Weir and Hawkins appea r 
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MR. MONROE: This is Bill Monroe inviting you to MEET THE 

PRESS with Budget Director and salesman of Reaganomics, David 

Stockman. 

(Announcements.) 

MR. MONROE: Our guest today on 1IBET THE PRESS is David 

Stockman, Director of the Office of Management and BudgP.t. 

Mr. Stockman, a 34-year-old former Michigan Congressman, is the 

Reagan Administraion's chief budget cutter and a zealous spokesman 

for supply side economics including three years of tax cuts. 

Mr. Stockman, Lester Thurow, of MIT, the economist, 

argues that President Johnson wrecked the nation's economy by 

not raising taxes to pay for the Vietnam War. Now he says the 

Reagan Administration, with ·inflation running at 10 .-or 11 percent, 

is going to spend an amount of money on the military equivalent to 

the Vietnam War and simultaneously is cutting taxes, .or as the 

President puts it, keeping taxes level. Thurow says this is 

going to wreck the economy the way ~rohnson did. What is your 

resp9nse? 

MR. STOCKMAN: Hell, I think that analysis is 180 degrees 

off base. While Mr. Johnson did increase the Defense budget 

substantially to finance the Vietnam War, at the same time he 

increased dramatically the Domestic budget as well. As a result, 

during that period, Defense spending, which ~as high to begin with, 

increased from 7 to 9 percent of our GNP, and Domestic spending 

increased substantially as well. 

We're proposing just the opposite. We begin today after 
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a decade of underfinancing Defense. We're spending only 5 percent. 

Even with the build-up in 1~83 and 1984 to recapture ~ur momentum · 

and our position, to catch up with the Soviets in some important 

respects, we'll only be spending 6, 6-1/2 percent on Defense, less 

than when the Vietnam build-up began. 

Secondly, we are substantially reducing expenditures 

across the board in all other parts of the budget. As a consequence, 

the total Government spending, as a share of GNP, will fall 

dramatically, from about 23 percent today to 19 percent by 1984. 

The growth rate of Federal spending will be negative in real terms, 

after inflation. That is totally different, totally opposite from 

what occurred during the huild-up - in the '60s, and for those 

reasons, I think Mr. Thurow is just wrong. 

MR. MONROE: Let me ask you about the prospects for those 

budget cuts you say you arc depending on. House Speaker Tip O'Neill "' 

says that the severity of the Administration's .budget cuts is 

beginning to sink in. He says that the President is now a little 

bit on the run and that as many as 16 Republicans might vote against 

the ·Reagan budget plan. Do you think, are you confident that that 

Reagan plan will win in the House? 

MR. STOCKMAN: Well, we're encouraged but ever at the 

ready. 
I 

We realize that the House is going to be the critical test 

of this entire program as it is emhodied in the budget resolution 

next week. We believe that we will have strong Repuhlican solidqrity 

and that there are an increasing number of Democrats who believe 

that there is such strong support- in the country for the program, 
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who believe that it is moving in the right direction in terms of 

budget control, reducing taxes, that w~ have a very strong chance · 

of winning that. 

Nevertheless, it will be tough because, after all, the 

House 1s controlled by a SO-vote margin by the other party. 

MR. MONROE: You are talking about :Rgpublican solidarity. 

What about Republican unanimity in the House? 

MR. STOCKMAN: Well, I don't know how you define that, but 

I wouldn't expect that we will have any defection~ or any significant 

defections. 

MR. MONROE: Thank you, Mr. Stockman. Our reporters on 

MEET THE PRESS today are Hobart Rowen of The Washington Post, 

James Fallows of The Atlantic, and Irving R. Levine --of NBC News. 

We'll be back with our questions shortly. 

(Announcements.) 

MR. MONROE: We'll continue the questions for Budget 

Director David Stockman with Hobart Rowen. 

MR. ROWEN: Mr. Stockman, in an administration that is 

committed to supply side economics, which presumably means increas

ing the supply of goods available for people to buy, how do you 

defend the so-called voluntary decision by the Japanese Government 

which was solicited in effect by this government, to reduce their 

export of cars by 140,000 units a year? 

MR. STOCKMAN: Well, supply side economics applies to our 

policies, on the tax, on the budget, regulatory policies, not 

necessarily the actions or the decisions other countries would make. 



We have clearly indicated that we think the problem in the auto

mobile industry is primarily made in Washington, not i~ Tokyo, 
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that it is going to tax changes, it's going to take budget control, 

get inflation down, so the American people will start buying cars 

again. That's where the major solution will lie. 

I think in this case the Japanese have decided that the 

American market, over the next decade, will be a very important 

and lucrative market for them, and they are behaving as prudent 

sellers, as prudent marketers, looking at their lcngrun interest. 

MR. ROWEN: Well, Mr. Stockman, with all due respect, I 

don't think you answered the question. Doesn't sending Mr. Brock 

to Tokyo, in effect to negotiate the decision, make a mockery of 

the free trade, free enterprise principles that you yourself stand 

for and argue for in Cabinet sessions? 

MR. STOCK~..AN: Well, I don't think so. In the first case, 

\ttedidn't send him. The Japanese requested that he come to explain 

what we are doing to try to revitalize our own industry. Second, 

I suppose that you can look at these things in purely theoretical 

abstractions and suggest that this solution deviates from the line 

in some degree. 

But b a s i cally wha t we h ave to focus on is the practical 

results. The practical results is that there will be very little 

change in the composition of the domestic market. The voluntary 

initiative that has been made by the Japanese permits import 

growth in the next year and the year after. I don't think that we 

have any protectionist direction here that would have major domestic 



adverse repercussions. 

MR. ROWEN: Well, aren't you concerned, at least to some 

extent, by the standard or example set? J\.ren't you in a weak 

position now when the steel or the textile or other industries 
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that are failing come in and say, look, you gave some help to the 

automobile industry, how about us? l\ren't you ·facing that situation? 

MR. STOCKMAN: Well, I suppose you could make that point 

but I think the basis of our policy is pretty clear. We believe 

that the fundamental problems in our economy, whether it is in 

the steel or auto industry, the low savings rate, the fact that 

we are becoming less competitive internationally, is primarily the 

result of a decade of incorrect or .counterproductive policy. 

We are putting 99 percent of our focus and .efJ ort and 

attention on changing Government policy at the domestic level. 

MR. MONROE: Mr. Fallows? 

MR. FALLOWS: I'd like to follow-up on Mr. Y~nroe's question 

about the military budget. Your projections for the next five 

_years .of military spending assumes the inflation rate in the 

Defense industries will start at about 9 percent and go to 6 or 

5 percent in four or five years. There've been a number of Govern

ment reports issued recently whi ch show the inflation rate is now 

much higher than that and that in general Defense industries have 

a chronically· higher inflation rate than does the rest of the 

economy. How can you defend the projections you are using? 

MR. STOCKMAN: Well, I think, one, we can defend it on 

the basis of historical experience. If you look at the last half of 



the 1970s, you will see that the deflater for Defense goods moved 

up at a rate roughly similar, closely tracked the general GNP 

deflater for the economy. 

Secondly, we have not said that the inflation rate in the 

Defense industry will come down on its own. We do believe that 

the entire economic plan will bring down .the inflation rate, not 

only for civilian goods but for Defense goods as well. 
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MR. FALLOWS: There has been a pattern in Pentagon spending 

over the last several decades, you are no doubt aware of, where 

each year, in projecting spending for the next five years or so, 

the Pentagon makes very optimistic estimates of how much money will 

be available by systems that require that much money to operate, 

and then doesn't get that much money and has systems - it can't fully 

fund. Are you not setting up the same sort of situation with this 

optimistic inflation estimates and unprecedentedly high projections 

for increased spending? 

MR. STOCKMAN: No. I don't think so. If you look at the 

1 ast five years, you'll find that in three of the last five budget 

yeare, Defense outlays were actually lower than had been estimated 

in the budget, not higher. Now, there is a clear problem, on the 

other hand, of weapons system overruns, and we believe that that 

. \ 

is not primarily a matter of inflation. It's a matter of poor 

contracting procedures, inadequate competition, the failure to 

use multi-year contracting, changes constantly in the specifications 

for the system being procured. We intend to .have a much tougher, 

more prudent, and I hope more effieient contracting procedure 
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established so that some of that overrun problem can be addressed. 

But that's different, that's a different issue than the 

question of whether or not we can meet those Defense spending 

targets. I believe we can. 

· MR. MONROE: Mr. Levine? 

MR. LEVINE: P~. Stockman, one of the things which has 

constantly driven up the budget deficit is the automatic cost of 

. living increases in certain Federal benefits paid to retirees in 

the military and the civil service and particularly cost of living 

increases for Social Security recipients. Now, you have indicated 

all along that you are in favor of maintaining those cost of living 

increases and those cost of living .increases would add, in · the 

case of Social Security, some $15 billion to the budg~t deficit 

next year. Senator Byrd said that he has sent a letter to the 

Administration asking what the attitude is toward projected cuts 

which the Congress would like to make in those iutomatic cost of 

living increases. What is the Administration's attitude now? 

MR. STOCKMAN: Well, it's the same as it has been before. 

We have indicated it would be highly unfair and I think unjust to 

ask the retired population, which is most vulnerable to inflation, 

that has had its private savings eroded, if not wiped out by the 

inflation of the last decade, to bear a disproportionate share of 

this effort to get the Federal budget under control, to eliminate 

the deficit and bring inflation down. 

We have to remember that without those cost of living 

adjustments, the real benefit level, the purchasinq power of 



35 million Social Security checks and Federal pension checks would 

shrink drastically each year. Our view is that there · are problem~ 

in that area of Social Security in particular. We face a very 

severe problem in about two years in keeping that fund solvent and 

safeguarding the benefits of millions of people. We telieve that 

if anything is to be done in that area, it has to be done as part 
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of a comprehensive effort to maintain the solvency of Social Security. 

There may well have to be benefit changes. But we shouldn't pick 

out just the COLA as a expedient budget saving device. We have to 

look at the whole system in terms of the cost and the benefit 

structure. We are doing that now and there will be recommendations 

to Congress in the relatively near future. 

MR. LEVINE: But what is your answer to the critics who 

claim that it will be impossible to balance the budget in 1984 or 

even beyond unless you de cut into those' cost of living increases, 

not only in Social Security, but in Federa1, military, pensions 

and so on? 

MR. STOCKMAN: Well, we have proposed some change in that 

area. I would mention that in the case of the Federal, military, 

and civilian pensions, that have been on a twice-a-year cost of 

living adjustment, we've proposed to reduce that to one. That will 

save some money. 

But the important point is that the COLA is not the 

entire problem. We will spend well over $200 billion for Social 

Security and other pension programs next year. The base needs to 

be examined in terms of the benefit structure and not just the 



$15 billion that's put on top in order to compensate for the cost 

of living, a solution that requires looking at the entire program. 

MR. LEVINE: By COLA, you are not referring to a soft 

drink but to the cost of living adjustment. 

MR. STOCKMAN: The cost of living adjustment. 
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MR. LEVINE: To turn to your comment earlier that you 

believe that the House and Senate will give you favorable votes, we 

have seen in the past week certain Congressional committees, particu

larly the Agriculture Committee, has been voting subsidies and other · 

Federal expenditure commitments which would go beyond the President's 

proposals. ~..re you fearful that while you may get the votes in the 

House and Senate, that the President's budget may be blown apart 

in the appropriations process in the committees? 

MR. STOCKMAN: Well, I am concerned but the Ag Committee, 

I think, is only behaving par for the course. When those farm 

bills are marked up every four years, the first round includes an 

effort by every commodity group, by every special interest, to get 

its hand into the Federal piggybank as deeply as they can. 

The pattern, though, in the past, has been that those 

bills get cleaned up, they get shrunk down, and in this case, we 

have a very tight ceiling on the farm program costs for next year 

and future years, and we will make a determined effort to clean up 

those bills on the floor of the House and Senate, if they emerge 

from committee in their present form, and if they emerge from the 

Congress with that kind of budget-busting total, we would have to 

consider very seriously whether or not that program could be signed. 
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MR. MONROE: Mr. Stockman, about a month ago you said that 

the President would veto a one-year tax cut. A day or so later, 

the White House, in effect, said that was your idea. Can we assume 

that you would urge the President to veto a one-year tax cut but in 

fact you do not know whether he would veto a one-year tax cut? 

MR. STOCKMAN: Well, I think the policy on that is very 

clear. The President has indicated and he followed this practice 

during eight years as Governor of California, that he doesn't announce 

in advance explicitly whether a bill is going to be signed· or vetoed. 

And, surely, at this early stage in the process, before we have even 

begun to mark up one sentence in a tax bill, it's too early to form 

a judgment about whether a bill conforms with what we have proposed 
. . . 

and can be signed or doesn't and would have to receiv~- the other 

treatment. 

But clearly we have suggested that a tax bill, to be 

acceptable, to fit into what we think is necessary for basic 

economic recovery in this country, has to be multi-year. It has 

to be oriented towards bringing the rates down which are prohibitive 

and counter-productive today, and has to be oriented towards 

economic incentives, expanding the economy, rather than simply 

reshuffling the tax burden, as has been the case in the past. 

That standard is clear and I don't believe it will change. 

MR. MONROE: The President has not specifically told you 

that he would veto a one-year cut? 

MR. STOCKMAN: The President never makes up his mind 

until the bill is on his desk. 
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MR. MONFOE: In connection with the Administration effort 

to save money by wiping out the Legal Aid proqram, you have said 

that you don't feel poor Americans are entitled to legal aid, it 

is not a basic right. Do you have any objection to a society that 

wants to set up a national mechanism so that very poor people who 

get into legal trouble can, like their richer neighbors, get a 

lawyer? 

MR. STOCKMAN: Well, we have not proposed to abolish the 

Legal Aid program at the local level. We have simply proposed to 

fund it differently. We don't believe that you need a national 

corporation employing 18,000 people, including 7,000 lawyers, in 

order to accomplish the job of providing that civil ' legal aid for 

people who have inadequate incomes. 

We would rather fund it through the states in a block 

grant. 

Secondly, on the matter of entitlements, what I have 

suggested is, you have to be very careful as to what kind of 

entitlement you provide. We have entitlement for insurance that 

retired people have pensions. Of course we support that. We have 

entitlements for cash assistance for low income families, like 

AFDC, which need support. What I have indicated on a number of 

occasions is that when you provide an entitlement for a social 

service, unlike an entitlement for cash aid or for social insurance, 

you have serious problems because the providers, whether they are 

lawyers or psychologists or social workers or educators, will always· 

find some reason to drive up the cost of the program. 



So there is a clear distinction between services and 

cash assistance, income support, to maintain a safety _net under 

people. 

MR • MONROE : Mr • Rowen? 

MR. ROWEN: Let me come bnck to Mr. Monroe's series of 

questions on the tax bill. I noticed you said multi-year. Is 

multi-year two years or three years? 

MR. STOCKMAN: We have defined multi-year as three 

years. 

MR. ROWEN: In other words 

MR. STOCKMi'\N: But I would also point out that some of 

the proposals we have made are permanent. The depreciation reform 

is permanent, out into the remainder of the decade. 

MR. ROWEN: Does that mean, Mr. Stockman, if there were 

1'2 

a two-year tax bill that preserved the Kemp-Roth emphasis on 

reduction of marginal tax rates, that the President would veto that? 

MR. STOCKMAN : Well, I have indicated the policy on 

vetoes so I don't think that it would be very helpful to speculate 

about what might or might not happen. Clearly we think you need 

a · 30 percent reduction of the rates. Given the budget situation and 

the condition of the economy, it will take three years to achieve 

that. 

MR. ROWEN: Why isn't the Democratic bill proposed by 

Congressman Rostenkowski which provides for a cut in one year of 

the marginal tax rates from 70 to 50 percent even more attractive 

to you and other conservative Republicans · than the Kemp-Roth bill 

_.., 
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itself? 

MR. STOCKMi"lli: There nre many things in the Chairman of 

the Ways and Means Committee's proposal that are attractive including 

the item that you have mentioned. However, it doesn't go far enough. 

Cutting the rates from 70 to 50 percent would only help a relatively 

small proportion of the entire group of taxpaying Americans. What 

about those who are in the middle income and the lower income 

categories? They need incentive. They need tax rate reduction as 

well. We think the Chairman has made a good start but now .we have 

to go further to complete the job. 

MR. ROWEN: But wouldn't the Democratic bill in the House 

also help you in the Senate with those conservative Republicans who 

are worried, as Mr. Levine suggested, about the big budget deficit 

that lies ahead, this year, next year, and into the foreseeable 

future? 

MR. STOCKMAN: Well, our view is that there is no big 

budget deficit that -lies ahead. We believe that the response that · 

we ha_ve received already, from the Congress, in terms of willingness 

to bite the apple here and to support some of these very difficult 

cuts, even though there is so much pressure, indicates that we're 

going to succeed in achieving our goals on the budget side, of 

holding spending growth to 6 percent next year and in future years. 

If that's achieved, then, obviously, the tax reduction can be 

financed and the budget can be balanced. 

MR. MONROE: Mr. Fallows? 
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MR o F 1~LLOWS : I'd like to pursue this matter of legal 

services. You replied to Mr. Monroe that the states could fund 

these through block grants and suggestinq that it was a different 

manner of funding the program. What you actually said, six weeks 

ago, was that, I don't believe there is any entitlement, any basic 

ri0ht, to legal service, or any 0ther kind of service, and went 

on to explain that these entitlements have gotten out of control. 

In saying that about legal serv1ce, do you mean to suggest either 

that there is no significant difference between the kinds . of legal 

services available to rich and poor people, or that the right legal 

representation is no so fundamental a right that it should be 

provided regardless of income? 

MR. STOCK1'f.AN: . Well, every .American has the right to 

representation in criminal cases and we have a legal aid system, 

a court assignment system, that ensures ·-that. Here we are talking 

about civil litigation. We are talking about drawing up wills. 

We are talking a bout divorces. We are talking about property 

disputes. Obviously, there are a lo~ of ways to ensure that lower 

income people ha ve access to the legal advice or service they need. 

Many county bar associations provide that. The Federal 

Government has helped with its legal aid program in the past. My 

argument here is that you cannot create a legal entitlement in the 

sense that you have to have one lawyer for every 10,000 poor people, 

as decided by some Federal bureaucrats. That is the wrong approach. 

That is too rigid. It becomes too costly. 

MR. FALLOl•JS: I'd like to turn prief ly to one other topic, 
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if I might. O~e of the divisions within the generation to which 

you and I both belong is am0nry the people_ who fought in Vietnam 

and those who didn't. As you are aware, some veterans' groups 

have .complained about the cutbacks you have made in programs for 

Vietnam veterans, saying they have a particularly divisive effect 

coming from someone who is in divinity school when they were in 

Vietnam. What is your response to that complaint? 
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MR. STOCKMAN: Well, I've found that when people can't 

defend a program, they resort to ad hominem. That program was 

clearly designed as a temporary program, for two years, in order 

to undertake special outreach efforts to ensure that Vietnam 

veterans were availing themselves to the normal counseling,rnedical, 

income, and other services of the V.A. That program was to expire 

at the end of fiscal year '81. We have proposed that that policy 

be pursued. That was the original intent. 

Now, like any program, once it gets started, it has a 

payroll and a travel budget, and operating offices, there are those 

who want to perpetuate it permanently. But in this case, I think 

the job has been done and the whole V.A. network is still there 

·and every Vietnam veteran is still entitled to the whole range 

of V.A. benefits that we have appropriately provided for those who 

served in behalf of our country. 

MR. MONROE: We have about one minute, a little bit more. 

Mr. Levine? 

MR. LEVINE: Mr. Stockman, you said a few moments ago 

that no big budget <leficit lies ahead. Yet, by the Adr.tinistration's 

. ... 




