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GOOD EVENING: 

Throushtout the presiential election campai9n last 

fall, I came before you, the American people, in the 

process of what I called a national conversation. It 

gave me an opportunity to speak plainly about the £i~ 

difficult problems facing our nation. 

Tonight, for the first time as Rx your President, 

I am continuing this conversation. I have asked for this 

tir.:;e to talk \vi th you about the profound economic crisis 

thatlies before us. 

Shortly before I took theoath of office, I asked 

my staff and prospective Cabinet officers to begin 

preparing a comprehensive look at the American economy. 

Just as many of you are now reviewing your personal finances 

and doing your income taxes, I believed it ~as essential 

that we undertake what was in effect a national audit of 

the American economy. 

~ha~XRMMXXXX*X~0RMHek±n 

That 11~±.cl audit cdrn has been conducted ?,d~ by IT¥ 

xkH££¥xb~xthe Secrtaary of the Treasury, kha the 

Chairman of the Council of Economic Advisers, the Director 

ofthe Office of management and Budget and my stag£ personal 

staff. In addition, I have been consulting with key members 

of Congress, trying to obtain from them a complete and 

true picutre of the our national condition. 

That report was presented to me two days ago. Frankly, 
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I found no surprises. You are ~o±g going to find no surprises. 

The sum total of what we face is no less than an economic mess. 

Those arc harsh worrls, but we have long since passed the time 

V.7here we can h idc:i heh inc1 lofty cconrnic phrasing. 

Two weeks from now, I will outline to the Congress of the 

United Stntes the steps I feel must be taken to put the economy 

w~t of our country back on track. Tonight, however, I w~xkxk0x 

am going to outline the dimensions of the crisis, discuss how 

we got here and to enlist you, the people, in the enormous effort 

jt will ta~e to regain our economic strength. 

Let us begin with the plain truth. We are not on the 

road to econmic recovery. Instead, I must report to you that 

the Federal budget is ~adly out of control. R0t~±nx£ In both 

:%:51:8xxm;;:dxxR:8.Y.: (fiscal) 1981 and 1982 we are faced with runaway 
almost 

deficits. Estimates of this have gro\vn by mGx~/khan $100 billion 

jl'.';t in thelast year.\ Ten months ago, the former administration 
~p. 

pro~ ected a _sl'.rplus of some $16 a\bi Ilion? Instead, \ve rmw have 
,fftJ. B> .3 

learned that we face a deficit of a0a aro~nd $80 billion -- the 

larqest evcr in our history.'+ The entire U.S. budget in 19 5 7 was 

.less than this year's deficit?(-prco'Po"cJ) 

These exploding deficits have maclexnxm@z~xk~ piled a national 

debt of staggering propoertions on the backs of the American 

people. This Rixe year, we will pay $80 billion in interest 

alone on that debt~-- again, by itself greater than the entire ·v 
fecJera l budr;et at t-h0 start of Prsident Eisenhower's second term~ 
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Th:i s irresponsible ~~pendi.nq g_ocs hand in hand with the 

steady Lrc:nd in the c:;o:i: c;rowth of governrncn,t. Ip ·19 00 1-lwre 

CainlY-'t deuarrnnts and now there arc 

1960 ,,,e had federal employees mi:iJ·IXll being paid 

a year, and now there arc employees making 
~ (~·tl\c~o..-

per year. -t:tttA.l ~...t:. 

In 19 60, qovernE12nt consumed 18~ percent of our national 

production. Last :ie9r. ·it took 23%.IO~ 

But the upward curve applies to other e·conomic measuring 

tools as \·:ell. 
in 1979 

Inflationlxnsxx~t·rnx ran at. %l~ Last ye9r. ii- f·jn j5hed 

s.a<eh.V 

out at l;\.q l\1. e<0,,;rn:rnxZN±>:x1rnxtdne ii:>mnlm:mx Ip ej 11b1° years 

under President Eisenhower. the entjre jnflai·o~flsAonlyf.4 %. ~ 
f,o,p5 

Even in the renx earlv 1960s, inflation averaged only a little 

~ . 
more than one Percent oer year. ,;:;S"Yodp/.3£><;r <?/fec&.Ue /Kt ra.6. 

t.11 
Only ten years aoo, mortgage interest rates averaged about 

percent~~ and now the' are at the absurd level of 3. lip 

Look also at the burden of your income taxes. In 1960 

you were paying less than 11¢ BHXEHHX~ to the Federal Governemtn 

, 11 l~ 
on every dollar you earnen. Today. you are payjnQ nearly 18¢. 

In 1965. the burden of fedearJ taxes @fl per famjly was abNNk 

~.s:u:k ;;inst nnder $1 500 ~ '.t@d:ay.~xxJrn:k Today that burden is 

1..0 
nearly $6000. 

Finally, too many Americans are painfully aware of the 

sluggish condition of our economy. J,ast year's rece"'·?i on pushed 

~V" 
unemployment rates from about 6 percent to nearly 7k oercept. 

The human suffering :kh;:r:t:i::r;px±:rorn. this impol.i..es Ea:Hn®:k cannot 

be adequate1y measured in numbers. 
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This then, is the ts:Cl:JH national economic audit that has 

been presented to me -- a confusing jumble of numbers and charts 

t:.ha t mere' ly conf irrn :klH1xllc·:Rp the good reasons for our deep alu.rm. 

But this report on my desk cannot begin to translate the worry 

an~ that each of you fPcl. For each of you, the problem is a 

little different, but I-m02 we knov7 one thing that is the same for 

HE2X everyone: we are all affected; we are all faced -- one way 

or ther other -- by axpi>12n:t:3,;:ax potential economic disaster. 

That 1 s ·why I think it 1 s impcrtant to set aside what you 

may think of as just one more government report and to ~eEe~xw±k~ 

distinctly personal ten1s the affliction that has crosses this 

nation. H0wxcl:ozx:;10?.XRXRX I-Jo\-v have the alarming economic trends 

affected your lives? 

~rrx~2ifi~ The dollar you eaxrredxox spent in 1960 today will 

only buy 38 cents worth of goods or servi cer:;d(J.. If },on spent a qnarter 

ofyour income to buy a home in 1960, today it takes more than 40 

J.\ 
percen ;- H2rn:2 

Have you purchased a car lately? Just 10 years ago, it 
a,;·'4 

took about 35 months to pay for it. Today it takes HRK nearly 

44 months. 
,.~ 

And how about the growth of government? In terms of your 

£ro±i family, government was spending almost $1900 per family 

?1 
two decades AndxM@N Today, though the average family aao. 

is truly no better off, the government is spending an incredible 
:J-1 

$7800 per family. 

The Federal debt that I referred to was about $4000 per, 
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. co:L'\ 
lF"li:~;:n:9~;:1 nat] onal dcut 

On the tax front, it used to be that the averaac farnilv 

of oux four could pay its taxes with the income earned by February 

~ lL. Now, yon must work a month lonqer into March -- to pay 

your £ed2a~ Fedral Taxes 
~l 

And in ccise you forgot, there u.re some hidden payments 

in your lives. If you are lucky enough to bu~ that automobile 

which requres 44 m0ik months to pay off, you should also kjonw 
• 3'Z. 

that go2x gov~rnment regulations nss has added $666 to jts cost, 
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And all of this, of course, is simply going to lead to 

a bigger and bigger national debt. Let's talk for a moment about 

our debt. It is so E¥ID~oka symtomatic of all of our problems. 

As you know, last week wk±k with great reluctance, my 
/ 

aMrnkn± administration asked the Congress to raise our national 

debt ceiling by another $50 billion. This would brinq it to 
33 

a staggering $985 billion. We took this action because otherwise 
............ .,. 

the Federal Government would simply run out of money. We were 

forced to take this action because of the growing deficit in 

the budget. 

I have found, since I've been in office, that problems which 

I thoguht were bad have turned out to be far worse than I could 

imagine. Indeed, we are headed directly toward a trillion dollar 

national debt structure.3~ 

When the Federal government increases its debt, that means 

that the government goes out into the same markets as you do 

to compete for loans. And it is that competition that helps keep 

interest rates at the Hsxxa extraordinarily high levels they 

are now. In turn, these high rates not only keep inflation high, 

they ~x~xHNk deter investments, and it isn't long before all 

America suffers from R~~~m economic decline. 

And yet, we have continued to allow deficits to push up 

our debt as if nothing was happening and, q0ite frankly, as 

if we were not in charge and able to do something about it. 

This is 7t· nd of concern about t/1irection -~~~ 
A ,Pkb'4e ma e mrto en_1:E>E/j561i~~.Pf~m that time . 

• ~w,however, t ·1tuation~~~y worsened. 
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In 1960, our national debt stood at JSY/-J billion dollars.~ 
py 1966, wehn I first ran for public office, it had grown to 

3\{y,, \billion dolar~""'By 1974, as I prepared to leave office, 

it had jumped to ~JY.1 billion dollars .~•7hen I took the oath 

73i 
of office 16 days aqo, it stood at 930 billion dollars. A~d now 

it is qoinq up to $985 billion.~ 

This brings up one of the cnetral problems we face. W~ Those 

1n·nr!RX¥iRXmxt:k£a"G.xkN::ex~QH{EX1'm1e:N:t who have presided over these increases 

have watched as we have engaged in a form of national self-deception. 

In 19 , the Congress of the United States set what they called 

ff " d bt 1 . . f .<'; "b . l l . l.{o h . h ? permanent e imite o g i Jon. Eac time t e 

debt limit is raised, it is called an increase in the "temporary" 

debt limit.. 

Just in case yon miss the point, our Xf'l~XfilRN!ii!N1d{xcl@N erna:k 

national debt stands at nearly i one trillion dollars, but we 

shouldn't worry because that is S.Nfl is actually only a "temporary" 

figure. Well, this is the kind of debasement of the English 

languauge that has gotten us into so much trouble. We've hidden 

N~±R~ behind fictions and EZ budget hocus-pocus. We've deceived 

NMse±xes ourselves into thinking that the piper would never be 

paid .zu.hi:x:NxerfilRxxh and that the technical finery of labels would 

preserve us from economic chaos. 

I've done a little research on this 1 and in case you are 

iterested .the "temporary" debt limit has been raised times 

since 19 fl If a bank told you you could borrow $5,000, do you -------
think ~hH~XN it would let you go back times to increase the ---
loan without collateral? You know the answer to that question. 

It's my job to convince this government of the answer to that question. 
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Of course, the government can do something you can't 

it can simply print more money to cover its debts. Why 

would it be so wrong to expect of our government the very 

same kind of fiscal standards that we expect of our citizens? 

We are going to stop hiding behind trick phrases and 

smokescreens. We may have been looking at a "temporary" 

rise in our debt, but you and I know that the temporary 

rise has become a permanent burden. 

Thus, my first goal in getting our economy back on 

track is to tell the truth and to quit manipulating 

definitions. 

I wish that we could undo the damage of past years 

with some miraculous activity. We can't, and we won't. 

But we can all help each other this time by avoiding false 

starts. 

I'm not asking the American people to be patient; I'm 

asking each of you to use your impatience to make sure this 

difficult process is seen through to the end. I'm not going 

to ask you· to do with less; I'm asking you merely to do 

what has to be done so that we can all see a day when there 

is more for everyone. 

Now, let me briefly describe to you the basic plan I 

will be submitting to the Congress when they return from 

their recess. There are four basic elements to it: 
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One, I will ask that personal income tax rates be 

reduced ten percent each year for the next three years. 

And I will call for an acceleration in the ability of all 

businesses, small as well as large, to write off capital 

investments against their taxes. 

Personal cuts will restore your opportunities to work 

and save and invest. It will result in economic growth 

and the creation of more jobs. 

Business cuts will encourage investment in new plant 

and equipment and provide the capital for badly-needed 

productivity growth. The result: more jobs, better 

products, and less inflation. 

Just as our personal tax laws are structured to achieve 

certain goals, so must be our business taxes. As an 

individual, you can deduct mortg4ge interest from your taxes 

and this encourages homeownership. You can deduct charitable 

contributions and this encourages works of benevolence and 

goodwill. So, too, must business be able to improve its 

work, renew the quality of its equipment, and prepare for 

the future. 

The sum of business expansion and growth is personal 

well-being and jobs. I know there are those who oppose 

business tax cuts, and yet I wonder if they realize that 

business doesn't pay taxes; you pay taxes. Every tax has to 
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be passed on as a cost of doing business. You and I pay 

for their taxes in their products and services. This is 

one more item of economic reality which will help us out of 

this mess. 

My second proposal will be to cut spending. I am going 

to propose the largest reduction in Federal spending ever 

proposed by a U.S. President. I am determined to break 

the cycle of inflationary expectation. And I don't think 

I stand alone; I believe every American fully demands that 

the idea that we should just "expect" double-digit rises 

in prices is unacceptable. 

My observation has been that no government in history 

has voluntarily cut down its own size. That is why we must 

take this action on our own. After all, most of you know 

that you can lecture your children time and time again on 

the evils of waste and extravagance, but nothing is so 

helpful as simply cutting back their allowance. The Federal 

government will cut its spending only when we all act to 

stop it from spending. 

I will do everything within my power to stop the growth 

of the Federal debt and to balance the budget at the earliest 

possible date. 
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In this process, all essential needs of our society 

will be met and deserving b e ne ficiaries will continue to 

have support. My cuts will affect everyone but the truly 

needy, and everyone will benefit from this program including 

the truly needy. 

Our efforts will be as even-handed as possible. Only 

those who unfairly and unnecessarily feed at the Federal 

trough n e ed fear what we do. For example: 

We will cut grants that benefit the grantsmen 

while tJ:-,e real beneficiaries get less. These professional 

middlemen and clever long-term budget manipulators will be 

a special target. Why should we allow the overhead of the 

program to exceed the actual benefits of it? 

We will no longer subsidize big business or any 

business for that matter at the expense of the American 

people. We have an excellent marketplace, and our policy 

will be to encourage business to earn its profits there and 

not in the Federal budget. 

We will not continue to support programs simply 

because "that is the way it's always been done." It's 

time to shake things up, not just conduct business as 

usual. 

To assist in cutting the budget, I am also going all 

out against the fraud and waste that we have in this 

government. This is one way that we can cut costs without 
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hurting the needy. I will be rigidly intolerant of 

wasteful activities, and I will seek tough criminal 

penalties against fraudulent ones. 

Government has caused our inflation. .And when we 

get control of the government, we will get control of 

inflation. 

I don't think at this point, I need to state the 

obvious. Inflation is destroying our economy. It hurts 

everyone. There is no need to repeat the countless ways 

it is harming your personal lives. 

But there is one thing that causes me great personal 

concern, and that is its effect on the family unit. I 

approve and support any woman who enters the work force. 

Yet, can there be any question that today hundreds of 

thousands of wives and mothers are in the work force for 

one reason only: economic survival? We simply cannot 

tolerate economic conditions which destroy the ability 

of one wage-earner, male or female, to support a family. 

This is the incalculable social and political price we 

are paying for this terrible phenomenon. 

The third step in my plan will be to lessen government 

interference through the regulatory process. We must 

reform government regulation, eliminating needless and 

excessively costly rules and requirements. But while we 
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act to reduce the burdens of government, we will never lose 

sight of the legitimate ends that they serve. Our food 

will remain safe to eat; our medicine will cure and not 

cause disease; our products will not threaten our lives. 

But this will be roy guide: we will review all old 

regulations. Only those that are absolutely essential will 

be kept. We will look at alternative ways of achieving 

regulatory objectives and screen all new regulations. We 

will make assessments of regulations based upon the costs 

they impose versus the benefits they provide. 

Fourth, we must take these actions with a close under

standing of how important the monetary element is. In 

plain language, I think we can work with the Federal Reserve 

system, and in connection with our elimination of Federal 

deficits, we can drive down inflation and restore the 

purchasing power of the dollar. 

My entire program is based on very simple principles. 

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

more of something, you reward it. If you want more work 

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

productivity, you reward productivity. If you want to stop 

going into debt, you stop rewarding the accumulation of 

debt. Unfortunately, it appears that in the past few years 

our tax and budget policies have not followed these simple 

guidelines. 
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Since the early 1960's, the Federal Government has 

followed policies based on the hope that we could ''fine 

tune" our way out of inflation and unemployment. The 

result has been "stop-and-go" policies -- fighting inflation 

one year and unemployment the next. Whenever inflation 

became too high, Washington would increase unemployment 

by raising taxes and interest rates. When unemployment 

then became too high, Washington would open the budget 

floodgates and print more money. The quick economic cure 

only caused the economy to become mired more deeply in its 

own problems. 



Good evening: 

I have asked for this time tonight to give you·a report on 

the state of our Nation's economy. A few days ago I was.presented 

with a report I had asked for -- a"'°Goffiprehel"i~iife audit if you will 

~ '~~- I , 
o~ our economic een~~tion. You won t like it, I didn't like it, 

but we have to face the truth and then go to work to turn things 

around. And make no mistake about it, we can turn them around. 

I'm not going to subject you to the jumble of charts, figures, 

and economic jargon of that alit but rather will try to explain 

where we are, how we got there, and how we can get back. 

First, however, let me just give a few "attention getters" 

from the audit. The Federal budget is out of control and we 

face runaway deficits, $80 billion for this budget year that 
5:ef?f.e-.. ~Uf.. 3 0' 

ends Oeeeeer 1. That deficit is larger than the entire Federal 

budget in 1957 and so is the $80 billion we ~n interest 

~ 
on the national debt a ••¥ year. 

Twenty years ago in 1960 our Federal Government payroll 

was less than $13 billion. Today it is $75 billion. During 

these twenty years, our population has only increased by 
:::2.3.3 · · ~~g r 
~6.3 per~ent., The Fede~al bud~et has gone up~ percent. ~~~ / ~P.C 
tt(fu acl.tW,J~\- ~ t--~-hQJ,-._ ~ 6W1;&_, ~ ~ /.1ti,..,...._ ~· 

we/have 1ustV had twp ~·ears of back-to-back double digit 

inflation, 13.3 percent in 1979 -- 12.4 percent last year. The 

last time this happened was in World War I. 

In 1960 mortgage interest rates averag~d about 6 percent. 

They are 2~ times as high now, 15.4 percent. The percentage of 

your earnings the Federal Government took in taxes in 1960 has 
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almost doubled. And finally there are 7 million Americans caught 

up in the personal indignity and human tragedy of unemployment. 

If they stood in a line -- allowing 3 feet for each person -- the 

line would reach from the Coast of Maine to California. 

i:iellp &UIHF&GlP fbf !!he dddft IES@A. Let me try to put 

this in personal terms. Here is a dollar such as you earned, 

spent, or saved in 1960. Here is a quarter, a dime, and a penney 

36¢. Thirty-six cents is what this 1960 dollar is worth today. 
I 4J'(/IL (;; :/ P} 3 

And if the present inflation rate shel:'.l:ld continue alUcaple more 

years / that dollar Of 1960 Will be Worth a eiM& a r-44./-e.,,v., 
What has happened to that American dream of owning a home? 

Only ten years ago a fam~ly could buy a'home and the monthly 

payment avera<:;::;d little more than a quarter -- 27 ¢ out of each 

So, iewe!I!' tfian 

Today it takes 42¢ out of every dollar of income. / 

1 oat O! 11 fami:lsi:il8 8il1R aii'l2?isi i;Q li._!zr a home-7 ;t-4. tJ.,...~Q '. 
dollar earned. 

Regulations adopted by government with the best of intentions 

have added $666 to the cost of an automobile. It is estimated 

that altogether regulations of every kind, on shopkeepers, 

farmers, and major industries add $100 billion to the cost of 
. b:f-L~ ~ a.-i.4 ·-

the goods and services we buy. And 1 h I' rue '11 r u U! t D!lf ~J Q_ - ' 

'"' J;;i • llion i!!t spent by governrr.ent handling the paperwork created · 

by those regulations. 

I'm sure you are getting the idea that the audit presented 

t) me found government policies of the last few decac:l~s 

~~ 
responsible for/\o"lir economic troubles. We forgot or just 

overlooked the fact that government -- any government has a 
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built-in tendency to grow. We all had a hand in looking to 

gover~18nt for benefits as if government had some source of 

:cevenue other than '?ur e-arnings. Many if not most. of the things 

we thought of or that government offered to us seemed attractive. 

In the years .following the 2nd World War it was easy (for 

awhile at least) to overlook the price tag. Our income more 

than doubled in the 25 years after the War. We increased our 

take home pay in those 25 years by more than we had amassed in 

all the preceding 150 years put together. Yes there was some 
~tti....3 

inflation,Al er !% percent, that didn't bother us. 
[ 

ft, /~L._.:._ 
. ""t~-

Bu t if ~e ~ f7{,0r 

look back at those golden years we recall that even then voices 

had been raised warning that inflation, like radioactivity, was 

cumulative and that once started it could get out of control. 

Some government program~ seemed so worthwhile that borro\'.'ing 

to fund them didn't bother us. 
~ef 

By 1960 our national debt stood at $~ billion. Co?gress 

in 1971 decided to put a ceiling of $400 billion on our ability 

to borrow. Today the debt is $/1./billion. So-called temporary 

increases in the debt ceiling have been allowed 21 times in 
~ 

these 10 years and now I must ask for another increase in the 

debt ceiling or : .he gc·.;ernm-2nt will be unable to function past 

w<tk~ 
the middle of February and I've only been here 2 ~~~~e. We 

face in the near future a public debt that could exceed a 

trillion dollars. This is a figure literally beyond our 

comprehension. 
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Ne know 

deficit spending. Government has only two ways of getting 

money other than raising taxes. It can go into the money 

market and borrow, competing with its own citizens and driving 

resent the person who puts on the price tags forgetting that 

he o~ she is also a victim of inflation. Inflation ts not 

high prices, it is a reduction in the value of our money. [!,hen 

the money supply is increased but the goods and services availabl 

weapons 

not things buy and use 

One way out would be to raise taxes so that government 

need not borrow or print money. 
J,,.....,1-

government growth we've~reached 

But ir all these years of 

ability of our people to bear an increase in the tax burden. 

Prior to World War II, taxes were such that 

we only had to work between 5 or 6 weeks each year to pay our 

total Federal, state, and local tax bill. Today we have to 
It w-4.k'!. 

work between 5 ''is to pay that bill. 

~ 
( cl'-

_,. -; . ~· -.. 
h·' ( 
c-:: .. }.' 
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Some say shift the tax burden to business and industry but 

business does~ 't pay taxes. Oh, don't get the wrong id. ea.'71--, 
~ (O"J-1..- 1)~tl-lt""'~ 

bu:t.,ness is being taxed, ;o ~ ~:~~·1~drg :bwiiR~; !3•i.ced 

e~L 6'! the world market/\. B~t-bisiness must pass its costs of 

operation and that includes taxes, onto the customer in the 

price of the product. Only people pay taxes -- all the tax~s. 

Government first uses business in a kind of sneaky way to 

help collect the taxes. Today, this once great industrial 

giant of ours has the lowest rate of gain in productivity of 
Mnf-

111 j J I uw1 I 3 J ! JitE": industrial nations with whom we must compete 

in the world market. We can't even hold our .own market here in 
G~~'I'. 

America against foreign automobiles, steel, and a number of !#-£ J-
• -'"7'-. ~ ~~ 

, i . ·r: t4 ~r '4i. "~ ~.; ~a-_v, J .J ""C-----------~ 
thF1r products A ~1:HW- r"'~~ Cf t-,.~ ~ . ,,1 ki I ;..krf,,w..a. ---:-u_::_·;;;· ti--. 0 
w~,(7\1. fVH-'A '" IMl~rfV!~ i.-- "-=-----~~#~Mr~ ( ~o .,,'7 ~ 

A Japanese proauctiofi ofi-automob1I-es is mt:iames as great . 

per worker as it is irt America. The Japanese st~el workers 
ti.a ~ ~ ;z -s

American counterpart by a1: 6 JS~percent. out-produces his 

This isn't because they are better workers. I'll match 

the American working man or woman against anyone in the world. 

But we have to give them the modern tools and equipment that 

workers in the other industrial nations have. 

We invented the assembly line and mass production, but 

punitive tax policies and excessive and unnecessary regulations 

plus government borrowing have prevented us from updating a» 
When capital investment is made it ..i.& plant and eauipment. 

cA-+~ i;V..~ . 
:wkiill~1 ir• &&•~ unproductive alterations demanded by gover~ment 

to meet various of its regulations. 
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and 

ExcGssive taxation of individuals has robbed us of incentive 

made our time ~of~table. 
We once produced about 40 percent of the world's steel. 

We now produce 19 percent. 

We were once the greatest producer of automobiles, 

producing more than all the rest of the world corr,bined. Today 

the big 3, the major auto companies in our land have sustained 

tremendous losses in the past year and have been forced to 

lay off thousands of workers. 

All of you who are working know that even with cost of 
L.,'f i.tJ It.Pi I f-o 

living pay raises ya can't keep up with inflation. In our 

progressive tax system as you increase the number of dollars 

you earn you find yourself moved up into higher tax brackets, 

to hold your 
rl..e-.... ,{~ ~ ;(' ,,.. -

Over the past decades \.•le' ve talked of curtailing government 

spending so that then we can lower the tax burden. Sometimes 
·. 

we've ·even taken a run at doing that. But always we held that 

taxes couldn't be cut until spending was reduced. Well, we 

can lecture our children about extravagance until we run out of 

voice and breath. Or we can cure their extravagance simply 

by reducing their allowance. 

It is time to recognize that we have come to a turning 

point. We are faced with an economic calamity of tremendous 

proportions and the old business as usual treatment can't savG us. 



Together, we must chart a different course. We must 

increase productivity and that means putting Americans back 

to work. That means making it possible for industry to moderniz2 

and make use of the technology which we ourselves invented. 

That means above all bringing government spending back within 

government revenues which is the only way together with increased 

productivity that we can reduce and yes eliminate inflation. 

In the past we've tried to fight inflation one year and 

then when unemployment increased turn the next year to fighting 

unemployment with more deficit spendincJ as a pump primer. 

So again, up goes inflation. It hasn't worked. We don't have 

to choose between inflation and unemployment -- they go hand in 

hand. It's time to try something different and that's what 

we're going to do. 

We've already plaeed a freeze on hiring replacements 

for those who retire or leave government service. We have 

ordered a cut in govern..~ent travel, red~ced the number of 

consultants to the government, and stopped the buying of office 

equipment and other items. We have pur a freeze on pending 

regulations and set up a task force under Vice President Bush 

to review existing regulations with an eye toward getting rid 

of as many as possible. We have decontrolled oil which 

should result in more domestic production and less dependence on 

OPEC. And last we have eliminated the ineffective wage and 

price program of the Council on Wage and Price Stability. 



·page 8 

But it will take more, much more and we must realize there 

is no quick fix. At the same time, however, we cannot delay in 

implementing an economic program aimed at reducing tax rates 

' to stimulate productivity and reduce the rate of increases in 

government spending to reduce unemployment and inflation. 

On February 18th, I will p~esent in detail an economic 

program to Congress embodying the features I have just stated. 

It will propose budget cuts in virtually every department of 

government. It is my belief that these actual budget cuts 

will only be part of. the savings. As our Cabinet Secretaries 

take charge of their departments, they will search out areas 

of ~aste, extravagance, and costly administrative overhead 

which could yield substantial reductions. 

At the same time we are doing this, we must go forward 

with a tax relief p&ckage. I shall ask for a 10 percent 

reduction across the board in the personal .income tax for each 

of the next three years. Proposals will also be submitted 

for accelerated depreciation allowances for business to 

provide necessary capital so as to create jobs. 

Now here again, in saying this, I know that language as 

I said earlier can get in the way of .clear understanding of 

what our program is int~nded to do. Budget cuts can sound 

as if we are going to reduce government spending to a lower 

level than was spent the year before. This is not the case. The 

budgets will increase as our population increases and each year 



we'll see spending increases to match our growth. Govc=rnrnent 

revenues will increase as the economy grows but the burden 

will be lighter for each individual because the economic base 

will have been expanded by reason of the reduced rates. 

Let me show you a chart I've had drawn to illustrate how 

this can be. Here you see 2 slanting lines. The bottom line 

shows the increase in tax revenues. The red line on top is 

the increase in government spending. Both lines turn sharply 

upward reflecting the giant tax increase already built into the 

system for this year 1981 and the increases in spending built 

into the '81 and 1 82 budgets and on into the future. 

As you can see, the spending line rises at a steeper 

slant than the revenue line and does so increasingly toward 

the end. That ever-widening gap between those lines measures 

the constant deficits we've been running including this year's 

$80 billion deficit. 

Now on the dotted lines represent the reduced rate of 

increase that will follow if Congress accepts our economic program. 

Both lines continue to rise allowing for necessary growth but 

they don't rise as steeply and the gap narrows as spending 

cuts continue over the next few years, until finally the two 

lines come together meaning ~ balanced budget and the end-~~A 

inflation. 

We think that will happen by 1983 and at that point tax 

revenues in spite of reductions will be increasing faster 

than spending which means we can have further reductions in 
• 

the tax rates. 
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In all of this we will of course work closely with the 

Fed2ral Reserve Systen toward the objective of a stable monetary 

?Olicy. 

Our spending cuts will not be at the expense of the truly 

needy. We will, however, seek to eliminate benefits to those 

who are not really qualified by reason of need. 

As I've said before, on February 18th, I will present this 

economic package of budget reductions and tax reform to a 

joint session of Congress and to you in full detail. 

Our basic systen is sound. ~e can, with compassion, 

continue to meet our responsibility to those who through no 

fault of their mm need our help. We can meet fully the other 

legitimate responsibilities of government. We cannot continue 

any ionger our wasteful ways at the expense of the workers of 

this land or our children. 

Since 1960 our govern~ent has spent $5.1 trillion; our 
$'~() 

debt has grown by $~ billion. Prices have exploded by 

178 percent. How much better off are we for it all? We all 
~ ~s 

know, we ar~ve~uchJworse off. 

When we measure how harshly these years of inflation, 

lower productivi~ uncontrolled .government growth have 

affected .our lives, i«e know ·we must act and act now. 

We must not be timid. 

We will restore: the freedom of all men and women to excel 

and to create. We will unleash the energ~ and genius of the 

Arner ican people traits which have never failed us. 



To the Congress of the United States, I extend my hand in 

cooperation and I believe we can go forward in a bi-partisan 

manner. 

I have found a real willingness to cooperate on the part of 

Democrats and members of my own Party. 

To my colleagues in the Executive Branch of government and 

to all Federal employees I ask that we work in the spirit of 

service. 

I urge those great institutions in America -- business and 

labor -- to be guided by the national interest and I'm 

confident they will. The only special interest we will serve 
. 

is the interest of the people. 

We can create the incentives which take advantage of the 

genius of our economic system -- a system, as Walter Lippmann 

observed more than 40 years ago, which for the first time in 

history gave men "a way of producing wealth in which the good 

fortune of others multiplied their own." 

Our aim is to increase our national wealth so all will 

have more not just redistribute what we already have which is 

just a sharing of scarcity. We can begin by rewarding hard work 

and risk-taking, by forcing this government to live within 

its means. 

Over t~e years we have let negative economic forces run 

out of control. We have stalled the judgment day. We no 

longer have that luxury. 
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. . 

lmd to you my fellow citizens, let us join in a new 

determination to rebuild the foundations of onr society; to 

work together to act responsibly. Let us-do so with the most 
'\ 

profound respect for that which must be preserved as well 

as with sensitive understanding and compassion for those who must 

be protected. 

we can leave our children with an unrepayable massive debt 

and a shattered economy or we can leave them 'liberty in a land 

where every individual has the opportunity to be whatever God 

intenden them to be. All it takes is a little common sense 

and recogi:ition of our own ability. Together we can forge a 

new beginning for America. 

Thank you and good night. 



-----..__ - ---
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ADDRESS TO THE NATION -- THURSDAY, FEBRUARY 5, 1981 

GOOD EVENING: 

Throughout the Presidential election ca~paign last fall, 

I came before you in the process of what I called a national 

conversation. It gave me an opportunity to speak plainly 

about the difficult problems facing our Nation. 

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

continuing this conversation to share with you my views on 

the profound economic crisis we face. 

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

advisers to prepare a comprehensive look at the American 

economy. Just as you review your personal finances and 

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

of America's economic condition. 

Their report was presented to me yesterday. Frankly, 

I found no surprises. You are going to find no surprises. 

The sum total of what we face is nothing less than an economic 

mess. Those are blunt words, but we have long since passed 

the time when we can hide behind obscure economic phrasing. 

Two weeks from now, I will outline to the Congress 

of the United States the actions I feel must be taken to 

~escue our economy. Tonight, however, I am going to outline 

the dimensions of the crisis, discuss how we got here, and 

enlist you, the people, in the enormous effort it will take 

to regain our economic vitality. 

\ 
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Let us begin with the plain truth. We are not on the 

road to recovery. Instead, we stand on the brink of economic 

calamity. 

_ -·~ ... .Lll our history. The entire U.S. budget 
estimaticL 

in 

1957 was less than this year's~deficit and less than the 

a.l~O?+-
A $80 billion we are paying this year in interest alone on 

our staggering national debt. 

This irresponsible spending goes hand in hand with the 

steady trend in the growth of government. In 1960 we had 

2.4 million Federal employees being paid $12.7 billion a 

year, and now there are 2.8 million employees making $75 

billion per year. 

Since 1960, the population of America has grown by 
"2-~·~ 

cnly ~ percent while the Federal budget has jumped by 
5')..'8 
's::i?) percent. The government is spending an incredible 

$7,500 per household. 

The inescapable result of government out of control is 

inflation out of control. 

Inflation in 1979 ran at 13.3 percent. Last year it 

finished at 12.4 percent. In· the entire eight years of 

the Eisenhower Administration the inflation rate ran at an 

average of only 

to believe. 

l.~percent a year. 

~ okas /~ 
J' '-/ 

Today, that seems hard 
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In 1960, mortgage interest rates averaged about 6 percent, 

and now they are at the absurd level of 15.4 percent. 

Look at your income tax burden. Two decades ago, a 

family of four paid about a dime to the Federal Government 

on every dollar it earned. Today, it pays nearly 18¢. 

Finally, too many Americans are painfully aware of the 

sluggish condition of our economy. Last year's recession 

pushed unemployment rates from about 6 percent to nearly 

7~ percent. Numbers cannot adequately measure the human 

suffering this implies. 

-·•-'-'°' report cannot begin to translate the deep 

worry each of you feels. No citizen can avoid the critical 

problem that faces all of us: how to CQ_Qe w~ ~ ----

economic disaster. 

-~~urning government 

re pt , ~e~·s look at these alarming economic 

trends in personal terms. 

The dollar you spent in 1960 will only buy 36¢ worth 

of goods or services today. 

While you spent a quarter of your income on payments 

for a~ome in 1960, it now takes more than 40 percent. Only 
potel'..tial 

one in elevenAfirst-time homebuyers can even afford to buy 

a new home. What has happened to that traditional American 

dream? 

? 
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On the tax front, it used to be that the average family 

of four could pay its taxes with the income earned by 

February 8. Now, you must work a month longer -- into 

March -- to pay your Federal taxes. 

There are also some hidden costs in your lives. If 

you are lucky enough to be able to afford a new automobile 

and able to meet the payments, you should also know that 

government regulations have added $666 to its price. 

All of these problems are the legacy of a bankrupt idea: 

that the government is the source of our economic well-being. 

And now, those who have promoted the notion that the 

government offers the cure for our economic ills have run 

out of medicine. We are not only running out of medicine; 

we are, more importantly, running out of time. 

Left uncontrolled, here are some of the consequences 

that would be upon us before long: 

If inflation continues at the same rates, an 
wow.Jc< 

automobile that costs $6,500 in 1981 ~ cost...raoFs 
Q..bou.±- I:"" 
~ ~Q-'l"WO in 1985. A utility bill which runs -----

lb..Q_ 

going to Federal income taxes will JUH11J '--"':J~--

Z.2-
18 percent today to more than ~ percent in 1985. 

While our GNP will grow by $1.2 trillion in the 

next three years, the Federal Government's share 

of the increase will be more than 26 percent. 

v 
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.. 

Historically, the government's share~has rarely 

risen above 20 percent. 

All of these trends are leading us directly toward a 

trillion dollar national debt. 

- -- -~, 

--"'::J .1..Jerore all America falls into economic 

decline. It isn't government that suffers from this vicious 

cycle; it is you. 

And yet, we have continued to allow deficits to push 

up c - -~~-=>-±-_:iD"~_.cnns_eauences. The ------

re cc 

197 

it 

off 

what we have inherited, our nat1ona.L ueu1... vv_.__.__._ ~··---· 

break the trillion dollar barrier within the next 12 months 

despite all our best efforts. If you break that down, it 

means the Federal Government will have borrowed the equivalent 

of $4,400 for every man, woman and child in the United States. 

The unbelievable magnitude of these numbers illustrates 

how we have engaged in a form of national self-deception. In 

1971, the Congress of the United States last set what it 
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called a "permanent" debt limit of $400 billion. Since then, 

each time the debt limit has been raised, it has been 

soothingly called a "temporary" increa~e. 

In other words, as our national debt approaches one 

trillion dollars, we are told it is only "temporary." 

Well, this is the kind of debasement of the English language 

that has gotten us into so much trouble. We've hidden 

behind fictions and budget hocus-pocus. we've deceived 

ourselves into thinking that the mere use of words would protect 

us from economic chaos. 

I've done a little research on this. I found that the 

"temporary" debt limit has been raised or extended 21 times 

since 1971. If a bank told you you could borrow $5,000, do 

you think it would let you go back 21 times to increase the 

loan without collateral? You know the answer to that question. 

Well, I think that the government should live by the same 

rules you do. 

We are going to stop hiding b,ehind trick phrases and 

smokescreens. We may have been looking at a "temporary" 

rise in our debt, but you and I know that the temporary 

rise has become a permanent burden. 

Thus, my first goal in getting our economy back on 

track is to tell the truth and to quit manipulating 

definitions. 
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I wish that we could magically undo all this damage. 

We can't, and we won't. But we can start by being honest 

with ourselves. 

I'm not asking you to be patient; I'm asking you to 

use your impatience to make sure this difficult process is 

seen through to the end. I won't ask you to do with less 

because when the times are most difficult, our people have 

always done the right thing. 

Now, let me briefly describe to you the four basic 

elements of the plan I will be submitting to the Congress 

when it returns from its recess. 

First, I am going to propose the largest reduction in 

Federal spending ever presented by an American President. 

I am determined to break the cycle Of inflationary --

expectation and balance the budget at the earliest possible 

date. Gover~~ ~rot 'Jouuwlr~ c..u:t ·~ oU)I\ 5tie. 
tto !Q7/85mRene 111 histery kas oolantazily cut its suft 

~- That is why we must take this action on our own. 

As parents we know that we can repeatedly lecture our 

children on the evils of was~e and extravagance, but nothing 

is so effective as simply cutting back their allowance. 

The Federal Government will cut its spending only when we 

take action to stop it from spending. 

In this process, all essential needs of our society 

will be met, and ou~ efforts will be as even-handed as 

possible. My cuts will affect everyone but the truly 
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needy, and ultimately everyone will benefit from this program 

including the truly needy. 

Only those who unfairly and unnecessarily feed at the 

Federal trough nee.d fear what we do. For example: 
. . 

We will not subsidize businesses at the expense 

of the American people. Our policy will be to 

encourage business to earn its profits in the 

marketplace and not in the Federal budget. 

We will cu~nts that benefit mostly the grants

men. These professional middlemen and clever 

long-term budget manipulators will be a special 

target. 

We will not continue programs simply because 

"that is the way it's always been done." It's 

time to get away from business as usual. 

To help cut the budget, without hurting the needy, I plan 

an assault against the fraud and waste that we have in 

government. I will be rigidly intolerant of wasteful 

activities, and I will seek tough criminal enforcement against 

fraudulent ones. 

Since taking office, I have already taken several actions 

to begin the trimming process. I've placed a freeze on the 

hiring of civilian Federal employees. I've ordered cuts in 
o.. r~dJ.l.dtb ~ 'tV\ 

government travel, ¥8i~ees~the number of consultants to the 
o.. .q..rc..e:z.e. b" 

government, and Bt:8f!!l'ee. t\the procurement of certain i terns. 

Other decisions to cut the size of the government include a 
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freeze on pending regulations, elimination of remaining 

Federal controls on U.S. oil production and marketing, and 

elimination of the totally ineffective wage and price program 

of the Council on Wage and Price Stability. 

I don't think, at this point, that I need to dwell on 

the obvious. From your personal experience, each of you 

knows that inflation is destroying our economy -- inflation 

fed by huge deficits and paid for by printing-press money. 

I will, however, restate one of my most serious personal 

concerns, and that is the effect of inflation on the family 

unit. I approve of and support women who wish to enter the 

work force. Yet, there is no question that hundreds of 

thousands of wives and mothers are working today only because 

they have no other choice. They are simply trying to help 

their families stay even. 

This has resulted in incalculable social and cultural 

costs. It has cut down on the intimacy of family life by 

reducing leisure time· for family activities. Among working 

people it has led to feelings of frustration and demoralization 

even rage and exhaustion. In my opinion, these developments 

are in great measure responsible for the serious rise in 

family instability and unhappiness. That price is unaccept

·able to me. 

My second proposal will be to reduce personal income 

tax rates 10 percen~ each year for the next three years. 

And I will call for an acceleration in the ability of all 



page 10 

businesses, small as well as large, to write off capital 

investments against their taxes. 

Personal cuts will restore your opportunities to work 

and save and invest. It will result in economic growth and 

the creation of more jobs. 

Business cuts will encourage investment in new plant 

and equipment and provide the capital for badly-needed 

productivity growth. The result: more jobs, better products, 

and less inflation. 

Just as our personal tax laws are structured to achieve 

certain goals, so must our business taxes. As an individual, 

you can deduct mortgage interest which encourages homeowner-

ship, and you can deduct charitable contributions which 
-ho.~e. i nc.~n+\VeS 

encourages works of benevolence. Business must also bg ablo 

to improve its work, renew the quality of its equipment, and 

prepare for the future. 

The sum of business expansion and growth is personal 

well-being and jobs. I know there are those who oppose 

The third step in my plan will be to lessen government 

interference through the regulatory process. We must reform 

government regulation, eliminating needless and excessively 

costly rules and requirements. But while we act to reduce 

the burdens of government, we will never lose sight of the 

--v 
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legitimate ends that they serve. Our food will remain safe 

to eat; our medicine will cure and not cripple or cause 

disease; our products will not threaten our lives. 

However, we will review all old regulations and keep 

only those which are absolutely essential. We will look at 

alternative ways of achieving regulatory objectives and screen 

all new regulations. We will make assessments of regulations 

based upon the costs they impose compared to the benefits they 

provide. 

Fourth, we must act with a close understanding of how 

important the monetary element is. In plain language, I am 

confident we can work with the Federal Reserve system towards 

the objective of a stable monetary policy. When we combine 

this with our control of Federal spending, we can drive down 

inflation and restore the purchasing power of the dollar. 

My proposals are based on very simple principles. If 

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

something, you reward it. If you want more productivity, you 

reward productivity. If you want to stop going into debt, 

you stop rewarding the accumulation of debt. 

Since the early 1960s, the Federal Government has 

followed policies based on the hope that we could "fine 

tune" our way out of inflation and unemployment. The result 

has been "stop-and-go" policies fighting inflation one 

year and unemployment the next. Whenever inflation became 
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too high, Washington would increase unemployment by raising 

taxes and interest rates. When unemployment then became too 

high, Washington would open the budget flood gates and print 

more money. And our problems only worsened. 

spending and cutting taxes go together. 

I think cutting 

But as deep as our problems are and as long as they 

will take to resolve, I have faith that together we will get 

the job done. It is in the nature of the American people 

not to shrink from the tough decisions. 

I am confident that in time we will return not only to 

prosperity but to a prosperity that preserves the value of 

our wealth. We can create the incentives which take advantage 

of the genius of our economic system -- a system, as Walter 

Lippman observed more than 40 years ago, which for tne first 

time in history gave m~"a way of producing wealth in which 

the good fortune of others multiplied their own." 

Our aim is not to limit our wealth and merely allocate 

it differently. Nor is it to favor the few while ignoring 

the majority. Instead, we seek to increase our national 

wealth by rewarding hard work and risk-taking. We seek also 

to make our national wealth worth something by forcing this 

government to live within its means. 

Over th2 years we have let negative economic forces 

run out of control. We have stalled the judgment day. We 

no longer have that luxury. 
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Tonight I have frequently made statistical comparisons 

to the year 1960. Of course, much has changed for the better 

since then. But in terms of our economy, how can we dispute 

h 
flll:Lll:t 

t atAthings have gotten worse? 

Since 1960 our government has spent $5.l trillion; our 

debt has grown by $648 billion. Prices have exploded by 

178 percent. Now, let us ask ourselves: how much better off 

are we for it all? And, how much worse off are we for it all? 

When we measure how harshly ~fle~e years of infla~ion, 
\o.~i~ ~y-o&vc:.*'1J"":'i ~O\.AJ~ e~SIO~ 
loue:l! produotivity-, and uncontrolled government <9'r-O-wffi have 

affected our lives, we know we must act quickly. 

We will not be timid. We must not be timid. 

We will restore the freedom of all men and women to 

excel and to create. We will unleash the energy and genius 

of the American people -- traits which have never failed us. 

To the Congress of the United States, I extend my hand 

in cooperation. 

To my colleagues in the Executive Branch of government 

and to all Federal employees I ask that we work in the spirit 

of service. We have no powers except those that we derive 

from the people. 

To those great institutions in America -- business and 

labor -- I urge you to be guided by the national interest. 

The only special interest we will serve is the interest of 

the people. 

v 
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To my fellow citizens, I propose that we join to do no 

less than shake -- and then rebuild -- the very foundations of 

our economic system. We will work together and act responsibly. 

We will do so with the most profound respect for that which we 

must preserve and with sensitive understanding for those who 

must be protected. 

Please give me your help. 

Thank you and good night. 



I hitVe asked [or thi::-: t.imcc ton:i.~1l1t to ~p.vc you <:< rep0rt on 

the state of our NQtior1 1 s economy. A few days ayo I was presented 

wi_ Lh a report J had a~;l:.ed for --- a cornprcl·.c;1sivt:. audit if you will 

' ~ ' I ' of our econonuc ;;;;..ondition. You won't like it, I didn t like J_ t, 1..---

but we have to face the truth and then go to work to turn things 

around. And make no mis t.c::b:~ abc)'.lt it, we can turn th:.:m aro'clnd. 

I'm not going to subject you to the jumhle of charts, figures, 

and economic jargon of tl;,_;t' au.c.1it but rather will try to explain 

where we are, how we got there, and how we can get back. 

First, however, let me just give a few "attention getters" 

from the audit. The Federal budget is out of control and we 

{Ptal- C> ! <-
face runawayAdeficits, $80 billion for this budget year that 

~· .3o~ 
ends -ectobe:r ±.... That ~efic:~=s:~r~lwn~~llt entire Federal E>K "'.-__ 

budget in 1957) and ii-8 is thef\$80 billion we R-ffi'f' pay in interest 

~ 
on the national debt~very year. 

Twenty years ago; ir J.<JGO) our Federal Government p0yroll 

was less than $~billion. 
ot-L-

Today it is $75 billion. During 

these twenty year~, our population has only increased by 

23.3 
2-tJ. 3 percent. 'rhe Federal budget ha:_:; gone l<p 52~ percent. 

We have just had two years of back-to-back double digit 
. .,.t.._ ,,.-t__ 

inUation, 13. 3 percent in 1979 12. 4 percent last year. 'rl~ 

last time this happened was in World War I ~ -~~ 
trfc._ 

In 1960 mortgage interest rates averaged about 6 percent. 
D'f.t__ 

Thcy are 2~ times as high now, 15.4 percent. The percentage 9f 

your cci_rnings the Fcdf"ral Government took in taxes in 1960 has ~ 



J':..nd finally there: a. 1:c 7 million A'.1cr ican s - cri.uqht --r:-41.c -

line v1oulc1 reach f:ro:n U)c Cod st of M<Line to California. 

Well 1 so much fo:c tbc audit itself. l,c:::t me: try to put 

th i ::; in persona_]_ term~3. IIcre is a c1olla.r such as you celrned, 

SFcn-L, or sc:lvcd in 19~ Here is a_ quarter, a clime, and a pcnnjy 

36¢. Thirty-six cents is what this 1960 dollar is worth todny. 

/'\nd if the present inflat~ion rate ~continue~~ ~1~} 
years, that dollar of 1960 1-ii'f~ worth a ~ ~ §}1i0-

What has happened to that. Arner ican dream of owning a home? 

Only ten years ago a family could buy a ho:,1c and the monthly 

pe:tymc11t averaged little more than a_ quarter -- 27 ¢ out of each r~ 
dollar earned. Today it~~ every dollar of income. ~ 
So, fewer than 1 out of ll~:il~ 21 r,an afford to buy a~1e.~) 

Regulations adopted by government with the bc:st of intentions 

have added $666 to the cost of an automobile. It is estirnc:.ted 

that altogether r~gulations of every kind 4 on shopkeepers, 

~ 
farmers, and major industries addA$100 billion to the coc,t- of 

the goods and service~; we buy. And -&l-1e11 c,Ji,5LL21 ~zO at $""',O • 

billiorS~~ government ha:ndli1i:.r tl1e pap2n -·rk creatc'd 

by those regulati ms. 

I'm sure you are getting the idea that the audit presented 

to me found goverrnncnt policies of the 

~* for ~our economic troubles. rc~sponsible 

ovcrlook~d1the fac~ that government 

last few decadec:> 

\'le -=;or just 



1)uj .l\ ·- i. n tcnc1cnc:'/ to c;r:o,·1. We aJ} hclcl a hand .in looking to 

1_-.,,; cnue o'L:hc:c Lhan our earn:i ng~:, Many~if not most of the things 

Jn i::.lw years fol lowi nq the 2nd \i'Jorld War it was easy (for 

Our incom:" more --= 

We incre2sed our 

/ ~~11vbilc ,, .. least) to ovcrlco:( the price tag. 

/.~~<{.,· ~hc:rn drnJblec~n the 2':) yea:cs after the War. 

'Jfd take hone pay in those 2 ':i years by rr;-:::;rc thc:<.n we had amassed in 

all the preceding 150 yc0rs 

inflation, ~r7ent, 
put together. Yes 1 there was some 

that dic1n 1 t boUier u..',. But if ·we 

look back at those golcle;;1 yeCtrs ·we recall that even then voices 

had b2en raised warning that inflaLion, like radioactivity, was 

crnm'lative and that once, stctrtc(1 it could gc::t O'J..t of control. 

to fund them didn 1 t both~r us. 

By 1960 our national drbl stood 2~ $26¥ billion. Congress 

J_n 1971 decided to put a ceiJ.ing 0f $400 bi2lion on our ability 
H \ .,, 

to borrow. Today the debt is 
i;rrJ.~ 

increases/in the debt ceiling 

~·o-,.11) b·' 11' y:J.:>c.., _ i _ion. So-called tempor0~y 

havs liccn al lm·;ed 21 tirn2f; in 

-Lie'·'"'· 1 O v-,a_rc- and nu" I -11- "' a::;L for anothe1: increa:::;c in the J.l _,_1·~~ .• J l..- ~-J_J .J. '-'! - ll d,.J L 

c'lebt ceiling or the qovernmcn t v;i 11 be' 

the middle of February, ;;ifik'1 1 ve only b 

u:. lile to function 

~ 
. .._~,· h<'?re 2 rntlliU!s. 

face in the near Iuture a public dcLt that could exceed a 

trillion dollars. This is a figure literalJy beyond our 

compr2hens .ion. 

past: 
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We know now that inflation i3 Lite re~nl~ of all that 

deficit spending. Government has only two ways of getting 

money other than ra~sing taxes. It can go into the money 

market and borrow, competing with its own citizens and driving 

up interest rates, which it has done, pr it can p;i;int money., 
..:P.a ~~ ~~~~\ ~It 1 sro~~: B~~~o~~ 

We 1 re victims of language, the very word "inflation" leads 

us to think of it as high prices. Then, of course, we 

resent the person who puts on the price tags forgetting that 

he or she is also a victim of inflation. Inf la~ion is not 

high prices, it is a reduction in the value of our money. When 

the money supply is increased but the goods and services available 

for buying are not, we have too much money chasing too few 

goods. 

Wars are usually accompanied by inflation. Everyone is 

working or fighting but production is of 

not things we can buy and use.C tL./l.{J) 

One way out would{~~~ 

weapons and munitions 

so that government 

But in all these years of need.not borrow or pri~~ey. ..,, 
government growth we've reached -- indeed surpassed -- the 

ability of our people to bear an increase in the tax burden~ 

Prior to World War II, taxes were such that on the average 
\\ 

we only had to work between 5 eF ' uveeks each year to pay our 

Today !Sl!Z'!~8=zQ(ez total Federal, state, and local tax bill. 
lfii 'a= £d os\tt::cs 

.we& 1-'1~wso11 5 g;i; ' months to pay that bill. 



cioc.';n 1 t pay ta.:.:c· c:;. Oh, don't sc=' t tlJ c liTOn(J id(=2a, , 

~~ 
so U1at ""'e arE-~ bcin~r priced ..U ~--" is }Jc~_ir1~J ta):ed, scJ rnuc·l1 

out of the \·JOrld rn2n~iJ::L. 

I lOJ\..l.W k.u 
onto~ custorce:tS in. ±-11~ 

/ 
O'Y•ry'-j on a.r1 d -r ;iat inr·l udes taxes, - J:· ·~ ~ _,_ ( ·- 1_ - 7 .L • - -- - - _.. • - - .__ 

Only people p~y taxes -- all the taxes. 

~? ~ovcrnmen t Eirs l uses b'wi.ncoss in a ki~d of sneaky 11ay to 

• , Lolp collect the tci.::c:.s""") Today; thL; once great industrial 

gi<:in·~- of ours ha~; the lowest rate of gain in prodn1tivity of 

~ 
vi~t 11 ··lJy al] the industrial nations with whom we must compete 

in the world market. We can't even hold our own market here in 

America against foreign automobiles, steel, and a numbe~ of 

other product::;. 

Japanese production of autornobil_c~ is 20 tiwc~ iHi great.Liu 

l ~.. . . 
P'2r worJZer ~ J t is in l\:ncrLca. The Japanese stcE~l worke.t4 

/ 

~ . ---- J<d.~ 
o~ut-produces ~ J-\rncrica.n r.pnntcrrar:ts bv abuut 2S percent. ~ 

This isn't because they Cl.re better '"'orker~;. I'll match 

the hwerican working nan or woman CJ.gains t-. anyOi'.~-~ in the world. 

But. we have to give them the modern tcu1s and equipment th;~tl: 

worl:crs in the o tlv::r 

invented the 

inc"..u~:> trial nations i1>vc. 

-·~·~1>1·l)l~~y i-'nn --11c·l 1"·1··c· 1···rcc1 l·c1·.L·'on c~,..J 0~~ '".~ --·Y J_ ··'-- cl .. 1 \c_;:_i ... :J 1-J- 1 --~ -l _ _,_ / ---------punitive tax policies and excessive 2nd unnecessary regulations 

plus government bo 1 -ro1·1ing have preventec~ us from updating 

plant and equipment. When capital :i nves tmcnt is made 

~ ~ ~o~o---·e t1r1·1·cu"· 1 c+· j v-:- alt""··a '- i or,. Cl"em<u1dcd by ~',~ ...1. .... ·-· .:::i l~t - l_)-) l-1. ._ _ L! C 1..._ .. L -~l- .. - l,_) 

to meet various of itG regulations. 

it is 

9overnment 



Exccc;sivc~ t.ct>:ation of: inclivic1unl~; 

mac"ie our tirn'::~l\_~tu..blc. 
lws robly_:c1 us of 

WE:: once prcduccd about 40 p;_:rccnt of thE~ \•Jorlcl 's sb_.:el. 

~n now produce 19 percent. 

We were once the greatest producer of automobilc::e;, 

world combined. ~~f~ FJ producing- more than all the rest of th~=; 

~!! lJJg 3' 1 the nF:jor auto cornpanie:-:> in our land:_, have sustainsd 

tremendoc.s los.ses oi..-F!: ls:loio pae'k y22tr and have been forced to 

lay off thousands of \·.1 orl~crs. ' 

l All of you ~~ \~~m1 that even with cost o:C 

1 . . . ;J-;A~d.J+o . ' . fl . -~ J_ving pay ra.ises you ce.n t ceep up \ntn _in_~ ation~tfl-; -o~r 

progressive tax system as you increase the number of dollars 

you earn you find yourself moved up into higher tax brackets, 

The 

Over the past decades we've talked of curtailinq government 

spcndin'] so that then we can l owo1· the tax burden. Son1eti1~te.s 

we've even taken n run at doing that. But always we held that 

tax~s couldn't be cut until sp2nding w~s reduce<l. 

can lectul.2 our children about extrCJ.Vc<gance unt:i l \·he n!n out of 

'~ice and breath. Or we can cure their extravagance simply 

by reducing their alJowance. 

It is time to reco0niz0 that we have come to a turning 

point. i·:e are faced with an econontic calamity of tremendous 

proportions and the old business as usual treatrnent can't sav•2 us. 



F;i·':)C 7 

To9cth2r, w2 must chart a djfferent course. We musl. 

1ncrca~;e:~ product·ivity a:1d that rne;dns putting Arr~'-'ricans bacf: 

to v10rk. That. means 1nakin-:r it po:::;~;ibJEc: for industry to rnode(nL".c 

and r:ialJ' use of l.hc tcchnolo 1:iY v1hich we oursE:l vc,s invented. 

That means above u.11 brinqing 9ovt~rnI<t':n t spending }:Jack 'di t.h:Ln 

government revenues whtch is the only wa~ together witl1 increased 

productivit~ t1v1t \·h~ can reduce .land yes eliminate,.;inflation. 

In the past we've tried to fight inflation on2 year and 

then when unemployment increased turn the next year to fighting 

unemployment with more deficit spending as a pump primer. 

So again, up SJOCS inflation. It hasn't worked. We don't have 

to choose betwe~n inflation and unemployment -- they go hand in 

hand. It 1 s time to try something different and that's what 

we're going to do. 

hie' ve already placed a freeze on hiring replacements 

for those who retire or leave government service. We have 
0i. r.gd· ,,e.4=L:-"'l bK · 

ordered a cut in government travel, roduoed th~ number of 

consultants l.o the govc:cmnent, and ~<::i!:l ~ buying of office 

equipment and other itcrC1s. We have put a freeze on pending 

regulations and Sl-:Ot up a tasL force under Vice President Bush 

to review existing regulations w:it.h an eye t.owarc1 act tine 
~ _, rid 

of as many as poss~ble. We have decontrolled oil which 

should result in more domestic production and less dependence on 

OPEC. And last we have eliminated the inef fcGtivc wage and 

price program of the Council on Wage and Pric~ Stability. 



Bul: it will ta~~'"' :-1:orc, rnnch more ClDd 1·.rc rnu~:t i:ealizc there 

ic_; no quicl: fix. l_':. the:.: same time:', ho1·1evc;r, w2 cannot delay ~ 

i.·i:p.Lt-~nic::~nting CJ.n ccor:.c: ic pr0Jra·1n <1inced at rec1ucjng tcx rates . 
Lo st_i mulatc produ::: ~j_'J i ty und rc~Juct~the rate of :i ncrea::.;es in 

:s 1'0~?? 
yovcrnmcnt spenc1iYJg to rcduc~ uncrnployr:1c11t and inflatiun. 

On February 18th, I will present in detail an economic 

program to Congress ~rbodying lhe fc~tures I have just stated. 

v/ will --pr-opose budget cuts in ~every dep2xtmcnt of 

government. It is ~y belief that these actuai budget cuts 

will only b~~ of the:: savings. /\s ~1et Secretaries 

take charge of their departments, they will search out areas 

of waste, extravagance, and costly administrative overhead 
e.-t.J~ 

which~ yield substantial reductions. 

l-1.t the same tirnS: we are doing this, we must go forward 

with a tax relief pac~age. I f;hall osk for a 10 percent 

reduction ilcross the boa~d in the personal income tax for each 

of the next three ye2-rs. Proposals will also be submitted 

for acc~,~rated depreciation allowances for business to 

provide necessary capital so as to create jobs. 

Now here again, in saying this, I know that language) as 

I said earlier) ca:1 ge"~~ in the vmy offc,1ec-1 r undc:cstanding of 

what our program ~ j_ntcnd~ to do. Budget cuts can sound 

as if we are going to reduce government spendin0 to a lower 

level than was spent the year before. This is not the case. 'The 

budgets will increase as our population increases and each year 
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we' 11 see spending increases/to :it18ltoh 'e'HilF 9rowtlil.. Government· 

revenues will increase as the economy grows but the burden 

will be lighter for each individual because the economic base 

will have been expanded by reason of the reduced~s. 
Let me show you a chart I've had drawn to illustrate how 

this can be. Here you see 2 slanting lines. The bottom line 

shows the increase in tax revenues. The red line on top is 

the increase in government spending. Both lines turn sharply 

upward reflecting the giant tax increase already built into the 

system for this year 1981 and the increases in spending built 

into the '81 and '82 budgets and on into the future. 

As you can see, the spending line rises at a steeper 

slant than the revenue line and does so increasingly toward 

the end. That ever-widening gap between those lines measures . 
the constant deficits we've been running including this year's ~tiJ:il...~ 

~$80 billion· ogfiei·L 

Now~the dotted lines represent the reduced rate of 

increase that will follow if Congress accepts our economic program. 

Both lines continue to rise allowing for necessary growth but 

they don't rise as steeply and the gap narrows as spending 

cuts continue over the next few years, until finally the two . • ~ 

lines come together meaning a balanced budget and the end of°'-~~ 
inflation. Wt. Q..hQ_ ~~ ~ ..u.J/~ d'•t~~ ;x;._:,,. ~. 

We--t:l=li:Ak 'that will happen by 19~ ~At that point tax ~ 
revenues)in spite of reductions)will be increasing faster 

than spending which means we can have further reductions in 

the tax rates. 
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In all of this we will/of course/work closely with the 

Federal Reserve System toward the objective of a.stable monetary 

policy. 

Our spending cuts will not be at the expense of the truly 

needy. We will, however, seek to eliminate benefits to those 

who are not really qualified by reason of need. 

As I've said before, on February 18th, I will present this 

economic package of budget reductions and tax reform to a 

joint session of Congress and to you in full detail. 

Our basic system is sound, 'v/e can, with compassion, 

continue to meet our responsibility to those whoJthrough no 

fault of their ow~ need our help. We can meet fully the other 

legitimate responsibilities of government. We cannot continue 

any longer our wasteful ways at the expense of the workers of 

this land or our children. 

Since 1960 our government has spent $5.1 trillion; our 

debt has grow~ by $6467billion. Prices have exploded by 

178 percent. How much better off are we for it all? He ali 

1'"""' .,.~::g w~t idll&&ZG. ~ 
'~~~~ . 

When we measure ho~ harshly these years of inflation, 

lower productivitt~~ uncontrolled .government ~f;}~;-tg:Ve 
affected our lives, we know we must act and act now. 

We must not be timid. 

we will restore the freedom of all men and women to excel 

and to create. We will unlea~h the energy and genius of the 

American people traits which have never failed us. 



J,anncr. 

I have four•::1 a re'-Ll 1:.illingncss to cooperate.: on the p<:xrt of 

f)e:.1ocra ts and members of rny O'dn Porty. 

To my collec:1r::rues in the'. E::cc0.tive Dranch of gc:>ve,·nment and 

to all Federal employees I 2sk that we work in the spirit of 

service. 

I ur0c: those great institutions in J\rnc::rica - - busin::ss and 

labor -- to be guided by the national interest and I'm 

confident they will. The only sp2cial interest we 11ill serve 

is the interest of the people. 

We can create tho inc2r1tives which take adva0tage of ths 

gcni us of our ccnnorni c systcrll -- a system, a~:> We .. l te:r Lippmann 

observed more thiln 40 years ago, which for the first time in 

history guve men '1 way of producin0 wealth in which the good 

for tune of othc".'-s mul tipJ_:_e;· their own." 

Our airn_ is to increase cur national wealth so all ""'i11 

have n'O '--eett 1-· .~ ·'- -J· 1U c~ ·[-
. -'·-" J.V L.- ·- -

wh=1t we cJ.lrea.dy have--whieh io 

~1- a shariny of scarcity. We can begin by rewarding hard work 

and risk-tclking, by forcing this government to live withjn 

its means. 

Over the years we have let negative economic forces run 

out of control. We have stalled the judgment day. \·!e D«) 

longer have that luxury. 



Lc:t U'.~ c"!o so i.Fi_tb l:hc most 

Cl ~3 \·1 ~~- tl1 sens~; , t_ i_ v c u11 c.12 i- st <J "l ~1 i 11 SJ an c1 c 01n11a s s ion f 01.- the) s c \·1l~10 mi.J ~~ -c 

We can leave our children with an unrcpay~ble massive debt 

and a ;:;hattered ecOL'.)J 1y or v:e can leci.·_rc thew liberty in & land 

where every individual has the opportunity to be whcttever God 

intcr:ded them to be. All it takes is a lit tlc common f3ense 

and r2cognition of our own ability. 

nevi bec;:i.nning for l'ur,erica. 

Thnnk you and good night. 

Together we can forge a 



OFFICE OF THE SECRETARY OF THE TREASURY 

VvASHINGTON, D.C. 202.20 

January 31, 1981 

MEMORANDUM FOR KEN KHACHIGIAN\ 

FROM . d h ('°')") ~ 
1 : Davi L. C ew t'.Y""'' 

Executive Assistant 
to the Secretary 

SUBJECT: Items for the President's TV Address 

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

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

At tach...111en ts 

cc: Craig Fuller 



ECONOMIC "HORROR STORIES" 

INFLATION 

~~flation is out of control and impacts every American. 

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

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

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

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

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

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

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

--unemployment rate is 7.4%. 

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

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

--14% of construction workers are unemployed. 

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

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

. " 
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BUSINESS 

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

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

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

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

. · . 

.. . ··----------------------------------------
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TAXES AND SAVINGS 

--A family of four that earned $20, 000 in 1972 was in the 
25% tax bracket (assuming it took the standard deduction). 
In 1980, due to inflation that family earned $36,000, but 
:l:fOund itself in the 37% tax bracket despite the tax 
cuts of the past nine 1years. By 1986 if inflation con
tinues, it will be in the 50% (highest) tax bracket. 

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

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

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

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

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

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

----- ....._. __ _.... 



NATIONAL DEBT 

--National debt now exceeds$900 billion. 

--Federal debt increased $282 billion between 1976 
and 19.80. 

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

o 1l'he consumer price index rose by 12.4% during 1980 
(me.?tsured December to Decesnber), on t.op of a 13 .3% 
increase in 1979. These compare with increases of 
4.8% in 1976 and 6.8% in 1977. During the first half 
of.;. the 1960s, the consumer price index rose on average 
by about 1-1/4% per year. 

The tabulation shows various ro~asures of aggregate 
inflation: 

Percent change, yearly rate 

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

consumption exp. (O-IV to 0-IV) . .. 5 .o 5.9 7.8 9.5 

Standards of Livin9 

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

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

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

Percent change 
year rate 

2.2 
0.4 
0.3 

-0.8. 

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

1/28/81 

.. 

1980 

12.4 
9.9 

10.1 



. ' 

. 
E~fect of inflation on a savings account 

0 

If $5.000 had been invested in a passbook savings 
account in late 1976, by the end of 1980, compound 
interest would have raised that to about $6.200. 
Assuming even the minimal tax rate, taxes on that would 
have been $165. However, during that period, the cpr· 
increased -by 39%, so that the savings account would be 
worth only about $4,300. 

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

Unemployment rates, December 1980 

Total 

Teenagers 
White 
Black & other minorities . 

·construction workers 
Manufacturing 

Durable 
Nondurable 

Michigan 
Ohio 
Illinois 

Employment in autos and steel 

1965 

1970 
1976 
1977 
1978 
1979 
1980 (p) · 

1980 - Nov. (p) 

Percent 

7.4 

17.8 
15.4 
37.5 

13.B 
8.8 
9.0 
s.s 

12.8 
9.3 
9.4 

Motor 
'1ehicles 
& equip. 
(thous.) 

842.7 

. 799. 0 
881.0 
947.3 

1004.9 
994.6 
776.B 

783.3 

-· .• 

Steel 

(thous.) 

657.3 

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

495.4 

.-. .p.• 
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Business failures 

Failure rate (per thousand) 

1976 
1979 - yr. 
1980 - III 

34.8 
27.8 
47.5 

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

Number 

1979 
1980-III, annual rate 

Housing 

3,930 
5,928 

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

o Disposable personal income and disposable per capita 
personal income rose by 52.6%·and 47.4\, respectively, 

·between 1976 and 1980. 

Disposable Per capital Average 
personal disposable payment on 

income incomes 1DOrt9a9e 
(b~l. $) ($) (end of year,$ ) 

1976 1,194.4 5,550 306.2 
1979 1,641.7 7,441 . 563 .2 
1980 1,822.2 8,178 735.7 

I change 
1976 to 1980 52.6 47.4 140.3 
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Xnflation is rapidly pushing up tax rates. If current 
inflation r~tes of 12% and JlX>re are not brought down, the impact 
will be devastating. 

A family of four which was earning $20,000 in 1972 was 
in the 25 ' tax bracket. Today, just to keep up with inflation, 
that faiii:ily woul~ need to earn $36,000. But if it did, it ~"Ould 
be in the_37% tax bracket, in spite of all the tax cuts we have 
had in the last nine years, tax cuts which paid no attention to 
these damaging marginal tax rates. By 1986, a family still 
earning exactly the same real income, after inflation will be 
in the 50% top tax bracket for· wages and salaries. 

The same sort of increases face all taxpayers. For some, 
it just takes ·longer. But by 1999, if nothing is done, eve;y 
taxpaying fAmily of four now paying income tAx will end up in 
t.he 50% top tax bracket on its wages and salaries, even those 
who are now barely earning enough to'pay any income tax at al.l! 

For individuals, inflation and the progressive tax code 
combine to push taxpayers into higher tax brackets, even when 
they have received no increase in real income. Over the last 
decade the percentage of tax returns that fell into or above 
the 25 percent, 30 percent, 36"percent, 40 percent, and SO per
c.2nt brackets at least tripled. The result is a reduced after-tax 
reward for additional effort. ·· 'J.'liis · is particularly true for 
saving, since today marginal tax rates on interest and dividend 
income.reach the prohibitive levels of SO.to 70 percent. 

'l'he result of this inflation and these tax increases bas 
been A ahazp drop in how much Americans are willing to aave. 
From 1965-1975, .Americans on average 5aved between 7 end 8\ 
of their after tax personal income (7.6,). Xn the last 5 
years, they were only able to anve on average between 5 and 6~ 
(5.7t, or 5.5\ if we take the 4 years 1977-1980). That means 
that saving fell 25\ from normal levels. We cannot afford that. 
We are saving only 1/3 to 1/5 as much as people in Japan, 
Germany, France and Italy. Our low savings rates help raise 
interest rates. Low savings rates make it harder for young 
families to buy a home, and for older couples to retire. Low 
aavings rates mean less money to expand and modexnize America's 
businesses, vhich means fewer jobs, lower productivity, and lower 
real wages. 



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



Personal and Social Security Taxes· 

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

Current dollars 

Taxes per capita 
per employee 

1965 

402 
1,100 

Constant (1972) pollars 

Taxes per capita 521 
per employee 1,425 

Taxes a~ a percent of 
taxable personal 
income* 15.8 

1970 

701 
1,827 

1976 

1,172 
2,884 

758 ... 891 
1,975 2,192 

19.8 21.4 

1977 

1,326 
3,176 

950 
2,277 

22.1 

1978 

1,502 
3,480 

1,007 
2,334 

22.4 

1979 

1,734 
3,947 

1,069 
2,432 

23.1 

1980 

1,915 
4,386 

1,070 
2,451 · 

23.5 

• Personal income plus contributions for social insuran~e minus t.he 
total of other labor income (contributions to retirement funds, 
etc.) and transfer payments •. 

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

percent change, yearly rate 

1965 to 1976 1976 to 1980 
Current dollars 

Taxes per capita 10.2 13.1 
per employee 9.2 11.0 

Constant dollars 
Taxes per capita s.o 4.7· 

per employee 4.0 2.8 

Deflator for personal 
consumption exp. s.o e.o 

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

Four Person - One-earner Families 

(dollars) . . J.980 • 1981 1/ 1980 • . 
Income Social Income . Total level. ;security 

tax 1J tax 
tax.}./ . . .. . . 

$20,000 $2,013 $1,226 $3,239 

25,000 2,901 1,532 4,433 

30,000 3,917 1,588 5,505 

Office of the Secretary of the Treasury 
Office of Tax Analysis 

:Effective= 
: : . tax . 

rate • • . • 
(percent) 

16.2% 

17.7 

18.4 

Motei Details 1\lSY not produce totals due to · rounding, 

Social Income . 
:security 

tax J:/ . 
tax}/ : 

$2,439 . $1,496 

3,~13 1,870 

4,'157 1,975 

1J Calculated undeT 12.5 percent inflation. 
!/_ Assumes deductible expenses equal to 23 percent of gross income. 
}./ Employee share of FICA tax. . . 

Total 
tax 

$3,935 

5,383 

6,732 

:Change in tax due to change 
:Effective: in effective tax rate 
: : . Social 

tax Income . Total :security rate tax tax tax 
(percent) 

17.5% $174 $117 $2~ 

19.1 249 146 391 

19.9 350 180 5~ 

January 28, 1981 l 
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Note to Rich Williamson 

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

Attachments 

.. 
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Highlights 

The American economy is not performing well and surely 
not as well as it could. The basic economic strength of this 
nation has been drained by rising tax burdens, expanding 
Federal Government deficit spending, and increasingly 
burdensome rules and restrictions that wei.gh on every business 
firm, farm, and professional person. The results ar0 hiqher 
levels of unemployment simultaneous with high rates of inflation. 

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

Inflation, unemployment, interest rates, taxes, and the 
Federal deficit -- all of which are higher than they were 
four years ago -- are the legacy of a discredited notion: 
that the government_i_;?_:t.fi~_ 1)c:isic-source--o-:E-economic~ie'TI;.:;.D"eing. 
Tne ___ Tacts anci--ffgures in the -ToI16w1ng-pa_ge_s_l.Tiustr-ate-that--
sa_o_out-Clear-.Les-son--·0T-receiiF Affi·e:r.:rc:a:n:-·ec-onomic--11i_s_toiY: ::-- · · · 
Yet-;--nevertheless, the fundamental and durable nature of the 
private enterprise system still shows through the dismal 
statistics of our current economic performance. Americans, _\ 
for example, continue to be the world's most productive 
workers -- 20 percent more than their counterparts in West 
Germany and 50 percent greater than in Japan. Furthermore, l ./ 
the recent sustained strengthening of the dollar in world 
currency markets, business analysts generally agree, in large 

1 part reflects rising confidence at home and abroad that the , 
Federal Government is embarking on a new direction in economic ) 
policy. 

It is becoming incre::isingly clear that the c'reativity of 
individuals and the free exchange of the market place is now, 
as it always has been, the overriding source of our Nation's 
wealth and progress. 



\ 

Heavier Tax Burdens 

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

Another way of looking at the rising burden by the 
typical taxpayer is to consider that, in 1960, the average 
family of four earned enough income by February 8 to pay its 
total federal tax bill for the year. By 1980, however, the 
average fa.'1lily had to work nearly an additional month -- until 
March 5 -- to earn enough income to pay the taxes it owed to 
the Federal Government. 

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



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

Cents 

16 

12 

0 
1960 1970 

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

Source: Department of the 'C'rcasury · 



CHART 2 
GROWTH IN PERSONAL FEDERAL TAXES PER FAMILY 

Dollars 

6000--------------------· 
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65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 

Note.- Federal personal taxes include individual income taxes, employee share of social 
insurance contributions, and other Federal personal taxes. 



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

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

Source: Department of the Treasury. 

l 
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The Growth of Government 

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

/ ' 1 Twenty years ago, the Federal Government took for itself '\ 
/ only 18~ percent of our national output (the "Gross National \ 

Product"). Last year, it took 23 percent. __ ) 

A.:.ld even these numbers understate the costs the government 
has imposed. Regulations have proliferated, requiring 
businesses to spend enormous ai~ounts to satisfy the commands 
of obscure agencies far removed from those who are regulated. 
The costs of compliance witL government directives are a form 
of "hidden" tax which ultimately is paid by the consumer in 
the form of higher prices. 



CHART 4 
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Note.--Includes 
Government. 

THE EXPANDING FEDERAL PRESENCE 
(TOTAL FEDERAL EXPENDITURES PER HOUSEHOLD) 

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

Source: Office of Management and Budget 



CHART 5 
TWENTY YEARS OF INCREASING FEDERAL DEFICITS 

(Fiscal years, billions of dollars) 

10 I SURPLUS 
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~ Note.--The difference between totai Federal receipts and total Federal 

outlays including off-budget outluys. 

80 

SOURCES: Department of the Treasury and Office of Management and Budqet. 
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Clll\H11 G 'l'HE GTIOWING BUTIDEN OF FEDERAL DEDT ON TIIE AVEHJ\GE Fl\MILY 

Dollars 

10000 

8000 

6000 

4000--

2000 

60 62 64 66 68 70 78 74 76 78 80 
Note.--Fedcral debt held by the public at the end of eac!1 flscnl year dlvj.dcd by the number of 
households. Adjusted for price increases, t:lw <iverage debt burden per household declines stc;1dily 
until 1973. Between 1973 a:1d 19El0 this inf.latlon-odjustcd series grows very rapi.Jly. 
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THE PAPERWORK BURDEN IMPOSED ON A NEW PENSION PLAN 
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Rising Inflation 

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

Uncertainty and risk have increased. 

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

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

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

The purchase of a new automobile has become 
more difficult. 

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



CHART 9 
INCREASING CONSUMER PRICE INFLATION, 1960-1980 

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



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

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

Source: Department of Labor 



CHART 11 

THE RI$ING COST OF OWNING A NEW HOME 

(Portion of Typical Family Income Devoted to Monthly Home Payments} 

1960 1970 1980 

' ""---: . 
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25% 27% 42% 

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

Source: Department of Housing and Urban Development. 



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

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

SOURCE: Board of Gnvr->rnnr!=: nf th.::. Ti'or'ln...- .... 1 th~·----- - ,.., 
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Escalating Interest Rates and Other Effects 

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

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

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



CHART L, .. MORTGAGE INTEREST RATES REACH RECORD HIGH 

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

Source: Federal Home Loan I3ank !39g_r<l _ 



CHART 14 

THE UPWARD TREND OF BUSINESS FAILURES 

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

Source: Dun and Bradstreet, Inc. 



CHART 15 
U.S. ~ERCHANDISE TRADE BALANCE TURNS DOWN 

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

Sources: Dcpurtmcnt of Commerce and Co~ncil of Economic Advisers. 
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Measures of Familv Hardshio 

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

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

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

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



CHART 16 THE PERSISTENTLY HIGH RATE OF UNEMPLOY.MENT FOR YOUTH 

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

Source: Department of Labor. 

l 
78 B0 



CHART 17 
UNEMPLOYMENT FOR MINORITY TEENAGERS 

Percent 

40 

35 

30 

25 

20 

15 

10 

5 

60 62 64 66 68 70 72 74 76 
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CHART 18 

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

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

SOURCE: Department of Labor. 



CHART 19 BUYING POWER OF SAVINGS 

DOLLARS {Value of a $100 "Savings" Deposit Made iri 1960, in 1960 Dollars} 
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SOURCES: Board of Governors of the Federal R8serve System and the Department of LaLor. 




