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Page 1 February 17, 1981
Second Draft

Mr. Speaker, Mr. President, Distinguished Members of'THE“’ b
Congress, Honored Guests and fellow ;ﬁt}zens:

Only a month ag&eFT was your guegl in this historic
building and I pledged {0 you my coopergtion in doing what dotf v
is right for this Nation we all love so much.

I am here tonﬁggz/to reaffirm that pledge and to ask

that we share in restoring the promise that is offered to
s . ¢
every citizen by this, the "last, best hope of men. ol
All of us are aware of the punishing inflation which

has, for the first time in some 60 years{;ggld\po double

percent’énd over

15 percenﬁ/for those who would borrow to buy a home. [;;; .ﬁw‘iq

g s . o
Almost eight million Americans are out of workf These
are people who want to be productive. But as the months
go by, despair dominates their lives. The threats of layoff

7
and unemployment hang over other millionéf and all who work

Yhe dffranl 5
are frustrated by theiemiaaglki%y&%e keegspp with inflation.

One worker in a Midwest city put it to me this way: he f};&f%
said, "I'm bringing home more dollars than I thought I could‘ T
ever earn but I seem to be getting worse off." Well, he

is. The—average weekly take home pay of an Americanm worker

1972 was—$122 a week. —Ff-we—figure-his-take haome



y
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—he—only .xeceived
$&651€LAnd inflation isn't the only cause of this. In the

last four years Federal personal taxes for the average family

©0 ML=
increased by ?/percent:{&/

We can no longer procrastinate and hope things will get
better. They will not. If we do not act forcefully, and
now, the economy will get worse.

Can we who man the ship of state deny it is_out of

o~
control? Our National debt is approaching $1 trillionY =a

few weeks ago I called such a figure -- a trillion dollars --

v

incomprehensible. I've been trying to think of a way to
illustrate how big it really is. The best I could come up

with is to say that a stack of $1,000 bills in your hand
L) ﬂ»
only inches high would make you a millionaire.” A trillion

o

v
dollars would be a stack of $1,000 bills ‘3 miles high.

- | L emet o alye

The interest on our debt this year will be/\SBO billion.
And unless we change the proposed spending for the fiscal

year beglnnlnqAOctober 1st we'll add another almost $80 billion

to the debt./ (+2:/§20¢: ‘I?:/;;')

Adding to our troubles is a mass of regulations imposed

on the shopkeeper, the farmer, the craftsman, professionals
are gghraasd to A
and major 1ndustry/%hat addf $100 billion to the price’ of
4
things we buy and reduces our ability to_p;qduqe?/’The rate
z one
of increase in American productivity, onceAthe highest in

the world/’ls now among the lowest of all major industrial
Vo ok~

md*‘”‘%“%"
nations. Indeed, P& 'actual ecl® ed.dast yean!’@yﬂﬁboéém{
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I have painted a grim picture but I believe I have
painted it accurately. It is within our power to change
this picture and we can act in hope. There is nothing wrong
with our internal strengths. There has been no breakdown in
the human, technological, and natural resources upon which the
economy is built.

Based on this confidence in a system which has never
failed us -- but which we have failed through a lack of
confidence, and sometimes through a belief that we could fine
tune the economy and get a tune more to our liking -- I am
proposing a comprehensive four-part program. I will now
outline and give in some detail the principal parts of this
program, but you will egéh be provided with a completely
detailed copy of the program in its entirety.

This plan is aimed at réducing the growth in government

spending and taxing, reforming and eliminating regulations

g CHMB

which are unnecessary and counterproductive, and encouraging T cacdae
T, .

a consistent monetary policy aimed at maintaining the value

of the currency.

3 If enacted in full, our program can help America create

) v o e

lf million new jobs, three million more than we would without

these measures. It will also help us gain control of inflation,

»{ ~ "’
. . . v
cutting it in half by 198ﬂf/;ad—%e—;ess_ehan-f:ve—percent—by—;zgﬁ.

It is important to note that we are only reducing the rate
of increase in taxing and spending{ We are not attempting to oM
cut either spending or taxing to a level below that which we
presently haveY This plan will get our economy moving again,:“g

increase productivity growth, and thus create the jobs our

people must have.
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I am asking that you j?in me in reducing the proposed
budget for 1982 by $__:/bf£;ion. This will still allow an
increase of $___‘6illion bLer 1981 spending.

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

We will continue to fulfill the obligations that spring
from our national conscience. Those who through no fault of
their own must depend on the rest of us, the poverty stricken,
the disabled, the elderly, ail those with true need, can rest
assured that the ;Qcial §§fety net of programs they depend SEA

—

on are exempt from any cuts(
A

The full retirement benefits of the more than ii‘ﬁi&lion
Soci%éy Security recipients will be continued along with an
annual cost of 1living increase. Medicare will not be cut, nor
will supplemental income for the blind, aged and disabled.”
Funding will continue for veterans' pensionsY'

School breakfasts and lunches for the children“gf low f”g
income families will continue as will nutrition and other
special services for the agin@( There will be no cut in

v = probable cut
Project Head Start or summer youth jobs.” /There will be about

$3.%ybillion for job training programs under C.E.T.AY and we

v

will keep nearly a million college work-study Jjobs’as well

as more than 900,000 loans to college students.,
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All in all, ggﬁﬁyéhan $216 billioﬁfin some 20 programg/—-

providing help for tens gf millions of Americans -- will be
maintained at the present growth level? But government will
not continue to subsidize individuals or particular business
interests where real need cannot be demonstrated. And while
we will reduce some subsidies to regional and local government, © ‘-
we will at the same time convert a number of categorical grant

T

programs into block grants to reduce wasteful administrative
‘/ . 75

overhead and to give local government entities and States more

flexibility and control. We call for an end to duplication

in Federal programs and reform of those which are not cost-

effective.

pf(Historically the American people have supported by voluntary
contributions more artistic and cultural activities than all the
other countries in the world put together. V1 wholeheartedly

-

support this approach and believe Americans will continue their

Yhilliont™

enerosity. Therefore, I am proposing a saO{ngs of $128

in the Federal subsidiés now going to the arts and humanities.
There are a number of subsidies to business and industry

I believe are unnecessary. Not because the activities being

subsidized aren't of value but because the marketplace contains

incentives enough to warrant continuing these activities

without a government subsidﬁ( One such subsidy is thengvﬁﬁhetic

fuels program. We will continue support of research leading to

development of new technologies and more independence from

v

foreign oiIC but we can save $§ billion by leaving to
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private industry the building of plants to make liquid or gas
fuels from coal.

We are asking that another major business subsidy, the
Export-Import Bank loan authority, be reduced by one:Ehird in

1982<, We are doing this because the primary beneficiaries of

taxpayer funds in this case are the exporting companieé/

v
themselves -- most of them itable corporations.

And this brings me to a nuxber of other lending programs

IMS

in which government makes low—interest‘loanéf’some of them for

an interest rate as low as 2 percengtggéf;;;m;ore than 5 percenfﬁ\

e I

. What has not been very well understood is that the Treasury

Department has no money of its own. It has to go into the

ome
Qég fMQ private capital market and borrow the monef/to provide those C
§' Myloans. In this time of excessive interest rates the government (/

finds itself paying interest several times as high as it receives”

-~

from the borrowing agency. The taxpayers -- your constituents --

of course, are paying that high interest rate and it just makes

!

all other interest rates higher. ——

By termipati the Economic Development Administration 2
%/1 P Ay g;?fi*lf’ s 23 ¥ 6&%23
we can save $ illi in 1982 and billiorn> threugh 1985. -
There is a lack of consistent and convincing evidence that
E.D.A. and its Regional Commissions have been effective in 8B
creating new jobs. They have been effective in creating an
array of planners, grantsmen and professional middlemen}/’We

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

and the job creation which will come from our economic program.
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The Food Stamp program will be restored to its original
purposey to assist those without resources to purchase
sufficient nutritional food. We will, however, save $Fﬂ&d

billion by removing from eligibility those who are not in e

real need or who are abusing the program. Despite this

reduction, the program will be budgeted for more than $10 billion¥”

We will tighten welfare and give more attention to outside
sources of income when determining the amount of-welfare an

individual is allowed. This plus strong and effective work

= "\_{

requirements will save $g%£)million next year.,
I stated a moment ago our intention to keep the school
breakfast and lunch programs for those in true néed. But by

cutting back on meals for children of families who can afford
L/ e 1

to pay, the savings will be $l.$¥g;llion4

L

PR

Let me just touch on a few other areas which are

-

typical of the kind of reductions we have included in this

economic package. The Trade Adjustment Assistance program A
j(e provides benefits for workers who are unemployed when foreign
ot
et imports reduce the market for various American products

causing shutdown of plants and layoff of workers. The purpose
is to help these workers find jobs in growing sectors of our
economy. And yet, because these benefits are paid out on

top of normal unemployment benefits, we wind up paying

greater benefits to those who lose their jobs because of
foreign competition than we do to their friends and neighbors

\ : i, W
who are }g§ed off due to domestic competition. Anyone must
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agree that this is unfair. Putting these two programs on the
TP -
same footing will save $1.15%billiongic %~

gy

)

R : ; . :
Earlier I made mention of changing categorical grants to (ivx

State7 and local governments into block grants. We know of

course that categorical grant programs burden{io al ané\étate
governments with a mass of Federal regulations and Federal
paperwork/
Ineffective targeting, wasteful administrative overhead --
‘ e .G
all can be eliminated by shifting the resoufces and deci&é% -

making authority to.-docal and \State government. This will

g ' ¢ O
also consol!ﬁate progrghs which are scattered throughout the )

Federal bureaucracy. It will bring government closer to the
7 ¢
people and will save.%ﬁ’gillion over the next fivevgears.

' v

Our program for economic renewal deals with a number’ of

programs which at present are not cost-effective. An example

-

is Medicaid. Right now Washington provides the States with

unlimited matching payments for their expenditures. At the AR

same time we here in Waéhington pretty much dictate how the
' 5o+ o
States will mandge the program. We want to put a cap on how
much the Federal Government will contribqte but at the same
%L/ A ﬂ/

time allow the States much more flexibility in managing and

structuring their programs. I know from our experience in

California that such flexibility could have led to far
cost~effective reforms. This will bring a savings of

next year.

$ ) 2 bt
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The space progr has been and is important to America
and we plan to contlnue it. We believe, however, that a
reordering of priorities to focus on the most important and
cost-effective NASA programs can result in a savings of a ofwg
Lquar‘(e%f a billig;i/udollargp ([Cﬁ’lzj 4"3"“ AM:-(/LL(;N : W'/
Coming down from space to the mailbox -- the Postal
Service has been consistently unable to live within its
operating budget. "It is still dependent on large Federal .

e
v, @
subsidies.“ We propose reducing those subsidies by $632¢#¥/ %8é;;

million to press the Postal Service into becoming more

effective.

The Economic Regulatory Administration in the Depa¥tment

tf . e
C“of Ene gy has programs to force companies to convert to Y“t
. m

d""

specé}éé fuels. It adminisférs a gas ratioﬁing plaﬁ’and ;égﬁL?f

"
prior to decontrol it ran the o0il price control progrant/ With “¥§ﬁﬁ

- v’ Vi s ;
these regulations gone we can save several hundreds of mlrf;on
' ¥2-
O

of dollars over the next few yé/ars. *

Now I'm sure there is one department you've been waiting

for me to mention. That is the Department of Defense. It is

the only department in our entire program that will actually
be increased over the present budgeted figuré?gtﬁat even here
there was no exemption. The Department of D?fense came up Emp
with a n er of cdéggzglch rgggsed the budget increase

needed to restore our military balance.
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I believe my duty as President requires that I reco%;end
iijfeases in defense spending over the coming years. Since
1970 the Soviet Union has invested $300 bifi{g; more in its ﬂﬁéo
military forces than we have. As a result of its massive
military buildup, the Soviets now have a signigigz;t numerical
advantage in strategic nuclear delivery systems, tactical gi&&
airc?ggl, submarines, artil!éé?ﬁ;nd anti*gferaft defense.

To allow this imbalance to continue is a threat to our
national security.

Notwithstanding our economic straits, making the financial
changes beginning now is far less costly than waiting and
attempting a crash program several years from now. Nevertheless,
the Department of Defense will not be spared the obligation
of making significant reductigns over the coming years by
finding and eliminating waste and inefficiency in its existing
progrcgz These measures will save ;%%?ﬂﬁjlion in 1982 and

1lllon by 198‘6' The aim will be to provide  the most ,/
effective defense for the lowest possible cost. Mj)

We remain committed to thé goal of arms limitation ( dp
through negotiationvgﬁd hope we can persuade our adversaries
to come to realistic balanced and verifiable agreemeﬁts.

But, as we negotiate, our security must be fully protected

by a balanced and realistic defense program.

Let me say a word here about the general problem of

waste and fraud in the Federal Government. ‘The-ﬁepar%ment”/
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4xE3EgEggﬁg:f~“ﬁést;maeed—%hat fraud alone may account for

anywhere from l to 10 percent -- as much as $2§rbillion -
of Federal expenditures for S?EE;l p£§§£§ms. If the tax
dollars that are wasted or mismanaged are added to this fraud
total, the staggering dimensions of this problem begin to
emerge.
The Offlce of %v?a ement and Budget is now putting
togeth teragency task fozg/(t{attack w OP’b

fréud, and (we are planning to appoint as inspé%%agf;;ygfgié

highly-trained professionals who will spare no effort to do

this jog]

o‘kdministration can promise to immediately stop a

trend that has grown in recegﬁ years as quickly as g?vernment
expenditures themselves. But let me say this: waste and
fraud in the Federal budget is exactly what I have called
it before -- an unrelenting national scandal -- a scandal
we are bound and determined to do something about.
Marching in lockétép with the whole program of reductions
in spending is the equally important program of reduced tax
rates. Both are essential if we are to have economic
recovery. It is time to create new jobs, build and rebuild
industry, and give the American people room to do what they

do best. And that can only be done with a tax program which

provides incentive to increase productivity for both worker

Ched

and industry.
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Our proposal is for a lgpgercent across- -board t BJL//

every year for thr years in the tax rates for a individual
income taxpayers making a total tax cut of 30 rcent. This B3
three~year reduction will also apply to the tax on unegzgga’/jl“

: ~aeastea
in eading toward an eventual elimination of the present
differential between the tax on earned and unearned income.

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

Uanal . /% =
but.Ebe explosion of the Federal deficit since last September Q%éi,)

has ruled that O%E} W, als%%igifned that making it retroactive
would work a hardshggézk/Sta es where the State income tax i

WY
. @@V . . 9 0p ™
is to the FedetZl tax. Their budgets, already in Zpia-

733

¥

place, would be thrown out of balance.

Therefore, the effective starting date for these 10 percent
personal income tax rate reductions will be Juf&? t
year.

St of this wﬂﬁ%ﬂb

Again, let me remind you this 30 perce eduction,
while it -will leave the taxpayegg/zify,$50§§éfgzzsn more igﬁggé
their pockets over the next,five’years, is actually only a
reduggiéi\;; the tax incé%ggg/;lready built into the system.
| Unlike some pég?{égﬁ/Qquote, ungquote) "reféﬁzzaﬁjzgji

is not merely a shift of wealth between different sets of

W

taxpayers. This proposal for an equal reduction in everyone's gijﬁg
0

tax rates will expand our national prosperity, enlarge

<y
national incomes, and increase opportunities for all Americans. “y¢p

Jo ===
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5 w
Some w1ll argue, I know, that a reduceéjtax rate9$fil

be 1nfla nary. A SOll body of economt experts does not
agree. <?nd_csrta1nlx_tax—eu%s—adopteﬁ—over~the—§as¢_tﬁ¥izii+_czfg

/rs.-g-h-e) The advice I have had is that by 198? our real
Product10n\2€%g89ds and services will grow by ZBfgi;ient and CL “}ﬂAﬂf]

will be 00 billion higher than it is today. The average

worker's wage will rise (in real purchasing power) by _éB_:f)
percent and those are after-tax dollars. This, of course,

is predicated on our compiégzzg;géram of tax cuts and .spending
reductions being implemented.

The other part of the tax package is aimed directly at
providing business and industry with the capital needed to
modernize and engage in more'fesearch and development. This
will involve an incrg;se in depreciation allowances and this OFb
pa;t of our tax proposal will be retroactive to January\i;t. _

The present depreciation system is obsolete, needlessly GQKCK)

complex, and economicéliy counterproductive. Very simply,

it bases the depreciation of pléé;, machinery, vehicles, and

v
tools on their original cost with no recognition of how @5
inflation has increased their replacement cost. We are s

proposing a much shorter write-off time than is presently
allowed. We propose a fiveggg;r write-off for machinery;
threebfgg;s for vehicles and trucks; and a ten-year write-

off for plant.

ol
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2
CEFY) ~
In &3 year 1982 under this plan business would nga

acquiré?gio billion for investment and by 13?5 the figure
would beb 45(¥il1i® These changes are essential to provide
the new investment which is needed create th million QMb _
new jobs !bgggﬁgm* now and 1996 and to make America competetive()hﬁ
once again in world markets. These are not makework jobs,
they are jobs for the future.
I'm well aware that there are many other desirable tax
changes such as indexing the income tax brackets to protect

Thn ot puorvesows oThes descable. ©

J
taxpayers against inflation. -Ihere—ts«thejﬁn&ust discrimina- ‘45§f

oo o,
tion agaipst married couples if both are working aqgaﬁasagnqz*i’ e
M o M ehauacng . R T
uition x credits, the unfairness of the inheritance tax

especially to the family-owned”farm and the familffgwned
business and a number of othérs. But our program for economic
recovery is so urgently needed to begin to bring down inflation
th;t I would ask you to act on this plan first and with
great urgency. Then I pledge to you I will join with you in
seeking these additional tax .changes at an early date.

Americap society experienced a virtﬁal[gxplosion in
government regulation during the past decadé} Between 1970

and 1979, expenditures for the major regulatory agencies

<Euadrupled,'the number of pages published annually in the (ft

o .
Federal Register nearly tripfga, and the number of pages in

hou

ne;rly ' “ 242»_
et T &
wr-en iy Ty

the Code of Federal Regulations




Page 15

M
T;;(iiﬁult has been higher prices, less empleyment, and

lower oductivit Overregulation causes small and independent
businessmen and women, as well as large businesses, to defer
or terminate plans for expansion and, since they are responsible
for most of our new jobs, those new jobs aren't created.

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

I have asked Vice President Bush to head a cabinet-
o

Vo-twa.

level T§§¥/Force on Regulator§<;elief. Second, I asked edth

7 | >

member of my Cabinet to postp&he the effective dafes of the&—  lach-

hundredsvgf regulations which have not yet been implemented.
Third, in coordination with the Task Force, many of the
agency heads have taken prompt action to reﬂ{ew and reéggnd

existing burdensome regulations. Finally, just yeé?é%ﬁgy,

signed an execgg%:; order that for the fi{;t ti&e provides s
for effective and coordinated management of the regulatory
process.
Although much has been accomplished, this is only a gﬁgﬂ
beginning. We wif{'eliﬂ{;ate those requlations that are
unproductive and unnecessary by executive ofﬁer where possible

and cooperate fully with you on those that require legislation.
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The final aspect of our plan requires a national monetary
policy which dodl nok alfgw money gr;;th to increase con-
sistently faster than the growth of goods and services. IDOVM5
order to curb inflation, we need to slow the growth in our
money supply.

We fﬁlly recognize the indepzzg;nce of the Federal
Reserve System and will do nothing to undermine that independence.
We will consult regularly with the Federal Reserve Board on
all aspects of our economic program and will vigorously
pursue budget policies that will make their job easier in
reducing monetary growth.

A successful program to achieve stable and moderate
growth patterns in the money supply will keep both inflation

and interest rates down and restore vigor to our financial

institutions and markets.

-

This, then, is our proposi}. "America's New Beginning:
i Proowess ) -
A Program for Economic Rég%very." I do not want it to be @wﬂ
s - » y 3 ; <« ’
simply the plan of my Administration -- I am here tonight to kﬁi

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

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

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

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

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

Already, some have protested there must be no reduction
of aid to schools. Let me point out that Federal aid to
education amounts to only/}ﬁ?;ercent of total eduéﬁgional eré/)
funding. For this the Federgl éovernment has insisted on a

tremendously disproportionate share of control over our

—

schools. Whatever éeductions we've proposed in that.gégpercent

will amount to &e llttle)of the total cost of education. It
wfii, hbwever, restdggkﬁﬁfg/authg;Zty to Statjﬁﬁand local
school districts.

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

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

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

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

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

In the months left in this fiscal year we can reduce the

» L S
budget by $4‘ illion and in 1982 by $Sﬂi} illion, without
harm to government's legitimate purposes and to our
responsibility to all who need our benevolence. Thii, plus
the reduction in tax rates, will put an end to ingizéion.v’

May I direct a question to those who have indicated

unwillingness to accept this plan for a new beginning: an
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economic recovery? Have they an alternative which offers a
greater chance of balancing the budget, reducing and eliminating
inflation, stimulating the creation of jobs, and reducing

the tax burden? And, if they haven't, are they suggesting

we can continue on the present course without coming to a day

of reckoning in the very near future?

If we don't do this, inflation will put an end to everything
we believe in and to our dreams for the future. _We do not
have an option of living with inflation and its attendant
tragedy, of millions of productive people willing and able to
work but unable to find buyers in the job market.

We have an alternative to that, a program for economic
recovery, a program that will balance the budget, put us well
on the road to our ultimate 6bjeétive of eliminating inflation
entirely, increasing productivity and creating millions of
ne;rjobs.

True, it will take time for the favorable effects of
our proposal to be felt. So we must begin now.

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

Thank you and good night.
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American- worker will have to work

11, to pay off combined federal, state,
- and local taxes, a citizens’ group Sald
Sunday. -~

Each year, economists- from the Tax

. , Foundation, Inc., calculate when Tax

- T | Freedom Day will fall—the date the av-

G . erage worker’s taxes would be paid if

;*-. ' all earnings from Jan. 1 went directly to

¢.,  satisfying obligations to.federal, state,
% * and local governments.

,;.: § ok Last year the group eshmated May 8
: + as Tax Freedom Da_',' cdmpared to May
. 6in 1978,
"This year, it says, Tax Freedom Day
will fall on May 11

'I'HE’;'OUNDATIOS sald total taxes
are estimated at $820 billion this year,
| up from $738 billion in 1979. The share
. of the average paycheck claimed by tax-
! es. will rise from 31.7 per cent to 35.8
per cent, the foundation said.

"} “Over the years, tax payments have

i gradually increased more than incomes.
- : ‘. and Tax Freedom Day has come later"
- "4 :" each year,” the foundation said.

= t  “From 1930 to 1970. for example. Tat
Freedom Day advanced {rom Feb. 13 to
: April 30. In the first half of the 197Cs.
T o e . however, taxes generally rose propor-
3 tiopately to earnings with the result
. ~ 3 that, by 1973, Tax Freedom Day was
still computed as April 30. That lull has
" faded in the last iive vears, with the
. - extension of the day o ,May 11 for

- - .'j ‘Im ”
e Ny gb .,' "On 2 daily basis, the foundation esti-
A ’ : mated that the average American

‘!
\3:

spends 2 bowrs and 52 minutes of an 8-
hour workday earning enougb money to
pay taxes.

T
t
v
.
¥ -

s o » *NO OTHER MAJOR item in the fam-

-y fly budget takes as much,” the founda-

-~ tinn sajd. "“Earning money for food and

A . beverages takes | hour and 1 minute;

b housing and household operation, 1 hour,

Nt - 29 minutes; clothing, 22 minutes; trans-

i 1 . portation, 41 minutes; medical care, 29
_5% ‘minutes; and receeation, 7% minuter”

- B - Thc remaining 47 minutes go for such

s$, and pnvate education.
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- three days longer this year. until May *

ltemx as personal care, personal busi-
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1| To pay your taxes,
gﬁw 'you’ll work to May,
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. NAHM,

,famlly s budget

In per eent of a-hour workday,
4 1980

Figures do ot add to 100%
due to rounding-
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itself as a nonprofit research and pubiic

education organization founded in 1837
t0 monitor tax and fiscal policies of al:
levels of government.
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MEMORANDUM

THE WHITE HOUSE

WASHINGTON

MEMORANDUM TO KEN KHACHIGIAN
From: Misty L. Church“&/
Date: 2/16/81.

Subject: TAX FREEDOM DAY

The attached article may shed some light on the question that
came up in the State of the Economy speech regarding Tax
Freedom Day. I came across it whlle unpacking boxes and going
through the clipping files.

According to the article, Tax Freedom Day was February 13th in 1930,
which could indeed back-up the President's statement, - "Prior

to World War 1II, taxes were such that on the average we only

had to work between 5 or 6 weeks each year to pay out total

Federal, state, and local tax bill." because February 13th is
almost six weeks into the new year.

The article states that in.1980 Tax Freedom Day was May 1llth.
This is 4% months into the new year, while the speech originally
stated 5 or 6 months. (I think it was stated that way because
May is the 5th month and June is the 6th month and it was in
Jbetween the two. But it is actually only 4 whole months and

one half month into the new year.)

I am going to call the Tax Foundation to see if they ve made a
new predlctlon for 1981 to update our files.

Also, you will note they make several other estimates, such as:
"the average American spends 2 hours and 52 minutes out of an
8-hour workday earning enough money to pay taxes." These
estimates may be useful in subsequent speeches. :

Maybe a Memorandum to the President is in order bringing his
attention to the article and the Tax Foundation estimates since
he was sure he'd seen it somewhere and sinc¢e we couldn't verify
it. It might help alleviate questions along.this 1line in the
future.

L




MEMORANDUM

THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR KEN KHACHIGAIN

FROM: Misty L. Churchnzi,,/”

_DATE: 2/18/81

SUBJECT: JUSTICE DEPARTMENT FRAUD NUMBERS

We still have not been able to substantiate the section in
tonight's speech regarding Justice's estimatation of fraud
in social programs.

We have Civelletti's testimony before the Senate Budget

Commitee (attached) stating there have been some GAO reports
regarding fraud. We have not been able to get a hold of GAO,
They are not answering their phones (for the past two hours).

Until such time that we can prove whether Civelletti said it

or it was in a GAO report, we should put a flag on the state=
ment.

Doug, Kevin, and I all remember those figures. We can remember
them from last year when the news was buzzing about it. We
can't put our fingers on the right source, however.
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LOSS TO FRAUD AND ABUSE UNDETERMINABLE
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-~ I have in my testimony proposed answers to the major questions

asked by this committee as a window into the problem of Government
fraud and abuse. For example, how much is lost cach year from fraud
and abuse in Federal programs?

Mr. Staats, 1 think, answered most acenrately in saving we don’t
know. Certainly we in the Justice Department have handled sim-
ply the most aggravated and clearest cases of fraud, and are not able to
put an accurate handle on total fraud or abuse. some of which in the
abuse area particularly, goes totally undetected. C o

We have estimated and it has appeared in some GAO reports based
on limited experience in the prosceution of a particular area that any-
where from 1 to 10 percent of a particular program’s expenditures. .
depending on whether it is a procurement program or a benefit pro-
gram may be lest through fraud or waste or gross abuse, but that is
not a basis from which to extrapolate to an overall figure of 10 percent

e
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or 1 percent or 5 percent of total expenditures, no matter how appeal- B

ing that figure might be to demonstrate the true seriousness of the £

fraud problem, ) 2

——— To do so would be a guess and we must recognize that it would be a &

-guess with only a semblance to reality, but with no data to support it. -

CAUSES OF FEDERAL. FRAUD AND ABUSE o

What are the canses of Federal fraud and abuse? What are the
~causes of crime or what are the causes of greed or incompetence !

Putting aside lmman failings and frailties what are the causes which
make program fraud or Federal fraud and abuse different perhaps
from those generil human and weaknesses ¢ My o ]

One, programs are enacted without enough serious attention being
paid to their eifect on the Federal and State criminal justice systems,
on the program’s internal integrity or on enforcement responsibilities
within that program. There is a tendency to have oratorical prohibi-
tory language with regard to abuze or violations-of the program both
in statutory terms as well as regulatory ters instead of utihzing posi-
tive incentives to encoursge integrity with a combination of the stick-
and-carrot approach. - T

Two, implementing regulations under Federal programs often-place.
too much relinnce on non-Federal institutions without any evaluation
of the capacity or competency of the State or local or city institution to -
handle the burden. For example, a basic assumption in Federal loan
insurance anc. guarantee programs is that the private financial institu-
tions will operate as prudent lenders in reviewing the borrower’s quali-
fications. Instead, as our investigations show, Federal insurance may
lead to a relaxation of stundards in an etfort to implement the program
and ?ecause of the reduced financial exposure of the lending institution

 itself.

AGENCIES NOT COMILYING WITII .l!l'lﬂl'l.\'l'lﬂ.\'s

Perhaps the most serious problem, however, is not in the adéquacy
of the regulations generally, but the extent’ of compliance with those
regulations.
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MEMORANDUM

THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR KEN KHACHIGIAN

FROM: John Roberts/Misty Church“’b
DATE: 2/13/81

SUBJECT: CONTACTS FOR THIS WEEKEND

Attached is our list of contacts for the agencies and
departments we'll be dealing with on the economic package
the next few days.

Pursuant to your request, it would be helpful to have the
following people here tomorrow (and perhaps Sunday):

Treasury

Norman Ture (Saturday, on call Sunday and Monday)
John Chapaton (Saturday and Sunday)

Craig Roberts (in town and available all weekend)

We've talked with David Chew in the Secretary's Office at
Treasury, and he provided us with the information indicated

as to when those people would be in their office. Chew also
indicated they would have plenty of support staff for all areas
over the weekend to handle the load. Steve Entin is out of town,

CEA

Steve Brooks
Susan Nelson

These two people have their finger on the pulse of all information
up in CEA. They should be more than capable of verifying or
locating any fact or figure we need. (Also, any other people
Murray Weidenbaum suggests should be on hand.)

OMB (all should be present anyhow this weekend)

Domestic Policy

Doug and/or Kevin both days this weekend.




CONTACTS FOR ECONOMIC PACKAGE

Treasury

David

Chew

George Cross
Norman Ture

John "Buck" Chapaton

Craig
Steve

Roberts
Entin

(Executive Asst. to Secy.)
(Secretary's office)
(Undersecy for Tax & Economy)
(Asst. Secy. for Tax Policy)
(Asst. Secy. for Economy)
(Asst. to Asst. Secy./Economy)

Council of Economic Advisers

Nick Portapopo
Jim Burnham

Steve
Susan
Kitty
David

OMB

David
Edwin
Glenn
David

Brooks
Nelson
Furlong
Munroe

Stockman
Harper
Schleede
Gersen

Annelise Anderson
Bill Schneider
Don Moran

Fred Khedouri

Larry

Kudlow

Domestic Poligz

Kevin

Hopkins

Doug Bandow

(Deputy)

(Special Asst. to Chairman)
(Statistician/Economist)
(Statistician/Economist)
(Statistician)

(Inflation Projections)

(Director)

(Deputy)

(Executive Associate Director)
(Executive Asst. to Director)

Officg

566-5901
566~-7166
566-5847
566-5561

566-2551
566-2768

X5084
X5084
X5012
X5096
X5062
X4666

X4840
X4742
x3184
X3060

(Assoc Director/Economics &Govt.)X3120

(Assoc Director/Nat'l Secy.)
(Assoc Director/Human Resources,
Veterans, Labor)

(Assoc Director/Natural
Resources, Energy, Sciences)
(Assoc Director/Economic Policy)

X6190

X5044

X4844
X5873

6556
2132

Home

751-8930
362~-5194
548-8809
527-2450



UNITED STATES GOVERNMENT

. Bebraaey 13, 1961 memorandum

REPLY TO .
ATTNOF: David Munro

sumsecT: pyrchasing power of 1980 median income

To: Migty Church

I. Median income after taxes for a family of four with
average tax burden in 1980 .was about $19,400. 24, Yoo

II, Consumer prices compared to 1980

Inflation rates Price index (1980=100)

Continued 13-1/2%  Reagan Budget ~13=~1/2% ~ Reagan
1980 13.5 ‘ 13.5% 100.0 100.0
1981 13.5 11.1 113.5 111.1
1982 13.5 8.3 128.8 120.3
1983 13.5 6.2 146.2 127.8
1984 13.5 5.5 165.9 134.8
1985 13.5 4.7 188.4 141.1

III. Buying power of 1980's $19,400 median income =-- in 1980
dollars (equals $19.4 divided by indexes in II)

Pae -tosy
13-1/2% Reagan Difference

1980 $19.4 thous. $19.4 thous. 0

1981 17.1 17.5 $400 . Jo3.
1982 15.1 "16.1 1,000 /R 60.
1983 13.3 15.2 . 1,900 2390,
1984 11.7 14.4 2,700 Ser.
1985 10.3 13.7 3,400 #2997,

IV. Caveat:

This says what 1980's $19.4 thousand will buy in the out
years.

Because inflation adds to wages and profits in equal
measure as to prices, one cannot say that the buying power
of a median 1985 income will be this much lower than 1n 1980.
Tt won't. Median family income by 1985 is very llablg to
be in the upper $30,000s if inflation stays. high and in the
low $30,000s if inflation is reduced.

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan

OPTIONAL FORM NO. 10
(REV. 7-76)

GSA FPMR (41 CFR) 101-11.6
3010-112




This is saying that this type of comparison relates to a
}980 median income and not to the probable 1985 median family
income.

V. How to relate the tax cut.

To be consistent with the 1980 purchasing power comparison
under inflation, you need to:

. know that each 10 percent cut in across-
the-board Federal rates would boost the
base $19.4 thousand by $268, or 1.4 percent.

. know that each out year purchasing power
would be upped 1.4 percent as a result.




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

Carter Reagan
(in billions) 1981 1982 1982
Federal 685.8 753.1 708.1
State/Local 386.2 421.3 421.3
Total 1072 1174.4 1129.4
Carter Reagan
Federal 1981 1982 1982
Non-defense 538.2 579.9 534.9
Defense 152.6 173.2 173.2
Total 658.8 1831 708.1
Carter 1982
Federal 753.1 Total Government
Defense 152.6 Defense
Percentage 20% Percentage
Reagan 1982
Federal 708.1 Total Government
Defense 152.6 Defense
Percentage 21.5% Percentage

o

% Increase
FY'81-82

w

-0

oo

[\o)
|—l
ao

!.

w
.

w
oo

1174.4

152.6

13%

1129.4

152.6

13.5%



UNITED STATES GOVERNMENT

memorandum

REPLY TO .
ATTNOF: David Munro

sumecT: Ppurchasing power of 1980 median income
To: Misty Church

I. Median income after taxes for a family of four with P
average tax burden in 1980 .was about $19,400. JH, Fee

ITI. Consumer prices compared to 1980

Inflation rates Price index (1980=100)

Continued 13-1/2% Reagan Budget ©13-1/2% Reagan
1980 - 13,5 © 13.5% 100.0 100.0
1981 13.5 11.1 113.5 111.1
1982 13.5 8.3 128.8 120.3
1983 13.5 6.2 146.2 127.8
1984 13.5 5.5 165.9 134.8
1985 - 13.5 4.7 188.4 141.1

IITI. Buying power of 1980's $19,400 median income -- in 1980

dollars (equals $19.4 divided by indexes in ITI)

P i
[l - Tk 7/

13-1/2% Reagan Difference i%HAQLgE
1980 $19.4 thous. $19.4 thous. 0 .
1981 17.1 17.5 - $400 - Jes
1982 15.1 16.1 1,000 ;R 6C.
1983 13.3 15.2 . 1,900 23%0.
1984 11.7 14.4 2,700 Ser
1985 10.3 13.7 3,400 M,

IV, Caveat:

This says what 1980's $19.4 thousand will buy in the out
years.

Because inflation adds to wages and profits in equal
measure as to prices, one cannot say that the buying power
of a median 1985 income will be this much lower than in 1980.
It won't. Median family income by 1985 is very liablg to
be in the upper $30,000s if inflation stays high and in the

low $30,000s if inflation is reduced.

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan

OPTIONAL FORM NO. 10
(REV. 7-76)

GSAFPMR (41 CFR) 101-11.6
$010-112
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Mr. Speaker, Mr. President, Distinguished Members of

SL Second Draft

Congress, Honored Guests and fellow citizens:

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

I am here tonight to reaffirm that pledge and to ask

that we share in restoring the promise that is offered to

©

every citizen by this, the‘Flast, best hope of ménﬁfffA_Q;}“53~/\
. : s

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

Almost eight million Americans are out of work. These
are people who want to be productive. = But as £he months
go by, despai¥ dominates their lives. The threats of layoff
and unemployment hang over other millions, and all who work
are frustrated by their inability to keep up with inflation.

One worker in a Midwest city put it to me this way: he
said, "I'm bringing home more dollars than I thought I could

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

is. @E; average weekly take home pay of*eitAmerican worker
///E;/2972 was $122 a week. If we figure his “Make hom%;]

S e dy S0t s *(7{‘ i o wrafion, ok “@M'y ot 2« i,
Mo Lj % aﬁ of el ﬁm&wJ
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-

ar in those same 1972 dollars, hqﬂonlyrrEGEIV€54

pay last

- i

$105. And inflati isn't the -onTy cause of this. In the

e
last four years-Pederal

1%
incredsed by 58 percenti]

We can no longer procrastinate and hope things will get

(ggfal taxes for the average family

better. They will not. If we do not act forcefuily, and
now, the economy will get worse.

Can we who man the ship of state deny it is_out of
control? Our National debt is approaching $1 trillion. A
few weeks ago I called such a figure -- a trillion dollars --
incomprehensible. I've been trying to think of a way to
illustrate how big it really is. The best I could come up
with is to say that a stack of $1,000 bills in your hand
only four inches high would.make you a millionaire. A trillion
dollars would be a stack of $1,000 bills 67 miles high.

o P! Dt A%

The'interest on eaxr/debt this year will be%\ illion.
And unless we change the proposed spending for the fiscal
year beginning October 1st we'll add another almost $80 billion
to the debt.

Adding to our trouﬁles is a mass of regulations/imposed
on the shopkeeper, the farmer, the craftsman, professionals

; 3 (’L;;E;:— “‘““;—"TELJ :
and major industry that ﬁ?ibo billion to the price of
things we buy and reduces our ability to produce. The rate
6f-increase in American productivity, once tﬁ; highest in
the world, is 3§;/among the lowest of all major industrial

e Q@&?‘fAA£1,5£AAJ-
nations. Indeed, itAactually declined-&ast—yearf\
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I have painted a grim picture but I believe I have

painted it accurately. It is within our power to change
this picture and we can act in hope. There is nothing wrong
with our internal strengths. There has been no breakdown in

the human, technological, and natural resources upon which the
economy is built.

Based on this confidence in a system which has never
failed us -- but which we have failed through a lack of
confidence, and sometimes through a belief that we could fine
tune the economy and get a tune more to our liking -- I am
proposing a comprehensive four-part program. I will now
outline and give in some detail the principal parts of this
program, but you will each be provided with a completely
detailed copy of the program in its entirety.

This plan is aimea at rééucing the growth in government
spending and taxing, reforming and eliminating regulations
wﬁgch are unnecessary and counterproductive, and encouraging
a.consistent monetary policy aimed at maintaining the value
of the currency.

If enacted in full, our program can help America create

13

. "™ . . .
X2 million new jobs,, three million more than we would without

A

these measures. It will also help us gain control of inflation,

It is important to note that we are only reducing the rate

of'increase in taxing and spending. We are not attempting to
cut either spending or taxing to a level below that which we
presently have. This plan will get our economy moving again,
increase productivity growth, and thus create the jobs our

people must have.
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I am asking that you join me in reducing/&he—preposecd

— This will still allow an
increase of $f@£?billion over 1981 spending.

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

We will continue to fulfill the obligations that spring
from our national conscience. Those who through no fault of
their own must depend on the rest of us, the poverty stricken,
the disabled, the elderly, ail those with true need, can rest
assured that the social safety net of programs they depend
oﬁ/are egempt from any cuts.

The full retirement benefits of the more than 31 million

Socigé%<5ecurity recipients will be continued along with an

annual cost of living increase. Medicare will not be cut, nor

will supplemental income for the blind, aged and disabled.
Funding will continue for veterans' pensions.

School breakfasts and lunches for the children of low %R
income families will continue as will nutrition and other Pg

special services for the aging. There will be no cut in ‘é
‘ probabie—acut

Project Head Start or summer youth jobs. /.

Prad

e

.mill%bn;college;WBYEzﬁtudy jobs”as/wefl
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All in all, more—than $216 billion iIFcome=3f—programs—

providing help for tens of millions of Americans -- will be

ma%n&agnc$ at tné‘present—grew%h—%evel~ But government will
not continue to subsidize individuals or particular business
interests where real need cannot be demonstrated. And while
we will reduce some subsidies to regional and local governmen%?
we will at the same time convert a number of categorical grant
programs into block grants to reduce wasteful administrative
overhead and to give local government entities and States more
flexibility and control. We call for an end to duplication
in Federal programs and reform of those which are not cost-
effective. E&VJ,zci juHJvirgVL,G?*Nm. C. (7
‘Historically the American people have supported by voluntary
contributions more artistic énd cultural activities than all the
other countries in the world put togethef; I wholeheartedly
s&éport Fhis approach and believe Americans will coni}nue their
generosity. Therefore, I am proposing a savings of &%%g’million
in the Federal subsidies now going to the arts and humanities.
There are a number of subsidies to business and industry
I believe are unnecessary. Not because the activities being
subsidized aren't of value but because the marketplace contains
incentives enough to warrant continuing these activities

MM%M*M
without a government subsidy. One such subsidy 1s the/synthetic

fuels program. We will continue support of research leading to

development of new technologies and more independence from
ot Reayd

foreign o0il, but we can savgﬁ$ 3 & billion by leaving to
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private inaustry the building of plants to make liquid or gas
fuels from coal.

We are asking that another major business subsidy, the
Export-Import Bank logn authority, be reduced by one-third in
1982. We are doing this because the primary beneficiaries of
taxpayer funds in this case are the exporting companies
themselves -- most of them profitable corporations.

And this brings me to a number of other lending programs
in which government makes low-interest loans, some of them for

an interest rate as low as 2 percent,asS=iot-more=than=Spe¥

What has not been very well understood is that the Treasury
Department has no money of its own. It has to go into the.
private capital market and borrow the money to provide those
loans. In this time of ekceésive interest rates the government
finds itself paying interest several times as high as it receives
ffgm the borrowing agency. The taxpayers -- your constituents --

of course, are paying that high interest rate and it just makes

all other interest rates higher.

By t inating the Econom Development Administration
W - “éﬁ«w A L v TR wesf o
we can save mllllonf&n 1982 and & bllllOn W &Wd

There is a lack of consistent and conv1nc1ng evidence that
E.D.A. and its Regional Commissions have been effective in
creating new jobs. They have been effective in creating an
array of planners, grantsmen and professional middlemen. We
believe we can do better just by the expansion of the economy

and the job creation which will come from our economic program.
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The Food Stamp program will be restored to its original
purpose, to assist those without resources to purchase

/&

sufficient nutritional food. We will, however, save $2:6t~

i Fy 19672
billionLPy removing from eligibility those who are not in
real need or who are abusing the program. Despite this
reduction, the program will be budgeted for more than $10 billion.

We will tighten welfare and give more attention to outside
sources of income when determining the amount of. welfare an
individual is allowed. This plus strong and effective work
requirements will save $gzzgmillion next year.

I stated a moment ago our intention to keep the school
breakfast and lunch programs for those in true need. But by
cutting back on meals for children of families who can afford
to pay, the savings will be él.f\billionl;y« FY [98%.

Let me just touch on a few other areas which aré
ti;ical qf the kind of reductions we have included in this
economicrpackage. The Trade Adjustment Assistance program
provides benefits for workers who are unemployed when foreign
imports ;educé the market for various American products
causing shutdown of plants and layoff of workers. The purpose
is to help these workers find jobs in growing sectors of our
economy. And yet, because these benefits are paid out on
top of normal unemployment benefits, we wind up paying
greater benefits to those who lose their jobs because of
foreign competition than we do to their friends and neighbors

Laid

who are layed off due to domestic competition. Anyone must
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agree that this is unfair. Putting these two programs on the
same footing will save $1.15 billionx97dﬂuﬂfJ%£ ?£47

Earlier I made mention of changing categorical grants to
States and local governments into block grants. We know of
course that categorical grant programs burden local and State
governments with a mass of Federal regulations and Federal
paperwork.

Ineffective targeting, wasteful administrative overhead --
all can be eliminated by shifting the resources and decision-
making authority to local and State government. This will
also consolidate programs which are scattered throughout the
Federal bureaucracyilqi; will bring government closer to the
people and will save fS’billion over the next five years.

Our program for economié renewal deals with a‘number of
programs which at present are not cost-effective. An example
i;’Medicqid. Right now Washington provides the States with
unlimited matching payments for their expenditures. At the
same time we here in Waéhington pretty much dictate how the
States will manage the program. We want to put a cap on how
much the Federal Government will contribute but at the same
time allow the States much more flexibility in managing and
structuring their programs. I know from our experience in
California that such flexibility could have led to far more

cost-effective reforms. This will bring a savings of $1 billion

next year.
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The space program has been and is important to America
and we plan to continue it. We believe, however, that a
reordering of priorities to focus on the most important and
cost-effective NASA programs can result in a savings of a
quarter of a billion dollars.

Coming down from space to the mailbox -- the Postal
Service has been consistently unable to live within its
operating budget. It is still depéndent on large Federal
subsidies. We propose reducing those subsidies by $632

1982
millionxto press the Postal Service into becoming more

. . ‘\w
& PR st v, I:J WM@&&M, +e «d—ourovjd u,&@w %a&q&up_
The Economic Regulatory Administration in the Department
of Energy has programs to force companies to convert to
has +e ¢ ey I’
specific fuels. It[?ﬁﬁiniéféré a gas rationing plég)and
prior to decontrol it ran the oil price control program. With
~ g o o
these regulations gone we can save several hundreds of millions
of dollars over the next few years.

Now I'm sure there is one department you've been waiting
for me to mention. That is the Department of Defense. It is
the only department in our entire program that will actually
be increased over the present budgeted figure. But even here
there was no exemption. The Department of Defense came up

with a number of cuts which reduced the budget increase

needed to restore our military balance. (:) €zﬂ“’P' 10
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! I believe my duty as President requires that I recommend
1 increases in defense spending over the coming years. Since
1970 the Soviet Union has invested $300 billion more in its
military forces than we have. As a result of its massive
military buildup, the Soviets now have a significant numerical
advantage in strategic nuclear délivery systems, tactical
aircraft, submarines, artillery and anti-aircraft defense.
To allow this imbalance to continue is a threat to our
national security.

Notwithstanding our economic straits, making the financial

changes beginning now is far less costly than waiting and

———

attempting a crash program several years from n?zjyfggverther ss,

e\Department of Defense will not be spared the obligation

ing significant\ reductions over the coming years by

and eliminating waste and inefficiency in 1t§‘e§}§ting

- < - T T gkt
rog{ams. LI‘hes;i measures will save $9~,‘r billion in l982han{/g?/ /?(fé “
21 | fcon © 3 R

wh
+ﬁh2 %sslffbbillion Ik 08 The aim will be to provide the most

effective defense for the lowest possible cost?]
R .o . T . .
LR We remain committed to the goal of arms limitation
l :
3'& through negotiation and hope we can persuade our adversaries
to come to realistic balanced and verifiable agreements.
But, as we negotiate, our security must be fully protected
"by a balanced and realistic defense program.

Let me say a word here about the general problem of

waste and fraud in the Federal Government. —TFhe-Bepartment—
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s that fraud alone may account for

anywhere from 1 to 10 percent -- as much as $25 billion --

of Federal expenditures for social programs. If the tax
dollars that are wasted or mismanaged are added to this fraud
total, the staggering dimensions of this problem begin to
emerge.

The Office of Management and Budget is now putting
together an interagency task force to attack waste and
frau%a &nd‘¥¢ argkﬁlanning to appoint as inspectorsgeneral?
highly-trained professionals who will spare no effort to do
this job.

No administration can promise to immediately stop a
trend that has grown in recent years as quickly as‘government
expenditures themselves. Bug iet me say this: wasie and
fraud in the Federal budget is exactly what I have called
it/before -- an unrelenting national scandal -- a scandal
we are bound and determined to do something about.

Marching in lockstép with the whole program of reductions
in spending is the equally important program of reduced tax
rates. Both are essential if we are to have economic
recovery. It is time to create new jobs, build and rebuild
industry, and give the American people room to do what they
do best. And that can only be done with a tax program which

provides incentive to increase productivity for both workers

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

differential between the tax on earned and unearned income.

I had hoped we could make this retraactive to January lst

but Yhe explosion of the Federal deficit sigce last September
"—‘\\ s\_,/-_/_\/ D
P e e ——
d that out. We also learned that maklng it retroactive

income tax //

is tied to the Federal tax. Their budgets, alread

hardship on States where the State

place, would be

rown out of balance.
Therefone,'¥he(effect1ve starting date for these 10 percent

personal income tax rate red#ctions will be July 1lst of this

Ye?;. ‘ ;\m. : pAiﬁg
Again, let me remind you this 30 percent reductiorK,

while it will leave the taxpayers with $500 billion more in

their pbckets over the next five years, is actually only a

reduction in ﬁhe tax increase already built into the system.
Unlike some past tax (quote, unguote) "reforms," this

is not merely a shift of wealth between different sets of

taxpayers. This proposal for an equal reduction in everyone's

tax rates will expand our national prosperity, enlarge

national incomes, and increase opportunities for all Americans.
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Some will argue, I know, that a—xedueed tax rate(will

be inflationary. A-solid body of economic experts does not
agree. And certainly tax cuts adopted over the past three-
fourths of a century indicateqégg?economic expefts are

right. The advice I have had is tﬁat by 1985 our real
producti?n of goods and services will grow by 20 percent and
will be ;a&ebillion higher‘than it is today. The average
worker's wage will rise (in real purchasing power) by fii&ééf’
percent and those are after-tax dollars. This, of course,

is predicated on our complete program of tax cuts and .spending
reductions being implemented.

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

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

three years for vehicles and trucks; and a ten-year write-

off for plant.
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In year 1982 under this plan business would

acquireP§10 gillion for investment and by 1985 the figure
$45
A

would be illion. These changes are essential to provide

the new investment which is needed to create td=we million$of

new jobs between now and 1986 and to make America

competetive once again in world markets. These are not
profuck e i\t A

makework jobs, they are jobs fe—the future.

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

American society experienced a virtual explosion in
government regulation during the pas£ decade. Between 1970
;;d 1979, expenditures for the major regulatory agencies

quadrupled, the number of pages published annually in the

Federal Register nearly tripled, and the number of pages in

the Code of Federal Regulations nearly-deublted- pretassd

Gy ey boo-tonke
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The result has been higher prices,Z?gés—emp;eyment, and

lower productivityf Overregulation causes small and independent

businessmen and women, as well as large businesses, to defer
or terminate plans for expansion and, since they are responsible
for most of our new jobs, those new jobs aren't created.

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

I have asked Vice President Bush to head a cabinet-
level Task Force on Regulatory Relief. Second, I asked e;ch
member of my Cabinet to postpone the effective dates of the
hundréds of regulations whicﬂ have not yet been implemented.
Third, in coordination with the Task Force, many of the
ag;ncy hegds have taken prompt action to review and rescind
existing burdensome regulations. Finally, just yesterday, I
signed an executive order that for the first time provides
for effective and coordinated management of the regulatory
process.

Although much has been accomplished, this is only a
beginning. We will eliminate those regulations that are
unproductive and unnecessary by gxecutive.grder where possible

- -

and cooperate fully with you on those that require legislation.
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The final aspect of our plan requires a national monetary
policy which does not allow money growth to increase con-
sistently faster than the growth of goods and services. 1In
order to curb inflation, we need to slow the growth in our
money supply.

We fully recognize the independence of the Federal
Reserve System and will do nothing to undermine that independence.
We will consult regularly with the Federal Reserye Board on
all aspects of our economic program and will vigorously
pursue budget policies that will make their job easier in
reducing monetary growth.

A successful program to achieve stable and moderate
growth patterns in the money supply will keep both inflation
and interest rates down and festdre vigdr to our financial |

institutions and markets.

e

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

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

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

shocks that have been dealt them over the past decades.
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We are in control here. There is nothing wrong with
America that we can't fix. So I'm full of hope and optimism
that we will see this difficult new challenge to its end --
that we will find those reservoirs of national will to once
again do the right thing.
I'm sure there will be some who will raise the familiar
old cry, "don't touch my program -- cut somewhere else.”
I hope I've made it plain that our approach-has been
even-handed; that only the programs for the truly deserving €{

~ Vo3
needy remain‘untouchedﬂ«\~__~ . - ~— ﬁ;&l/////

// \~f’Aiieady, some have protested there must be no reduction

of aid to schools. Let me point out that Federal aid to
education amounts to only:jzﬁgg;cent of total‘educational ‘
funding. For this the Federal Government has insisted on ;
tremendously disproportionate share of control over our

sc;ools. _Whatever reductions we've proposed in thatfigiéétésyt
will amount to very little of the total cost of education. It
will, however, restore ﬁore authority to States and local

schéol districts. o ———— IR
T f;;—;;;;;;;;f;gjxére we simply going to go down the same
path we've gone down before -- carving out one special program
here and another special program there. I don't think that

is what the American people expect of us. More important, I

don't think that is what they want. They are ready to return

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

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

The taxing power of government must be used to provide
revenues for legitimate government purposes. It must not be
used to regulate the economy or bring about social change.
We've tried that and surely ﬁust be able to see it doesn't
work. |

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

R AT o vy

Y/.4p111ion, without

harm to government's legitimate purposes and to our ng
responsibility to all who need our benevolence. This, plus
help brivg am :

the reduction in tax rates, will Be#==w/end to inflation. ' -
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economic recovery? Have they an alternative which offers a
greater chance of balancing the budget, reducing and eliminating
inflation, stimulating the creation of jobs, and reducing
the tax burden? And, if they haven't, are they suggesting
we can continue on the present course without coming to a day
of reckoning in the very near future’ q«Aquj’¥*x'0uﬂ4Q&4

If we don't do this, inflationﬁw1ll put an end to everything
we believe in and to our dreams for the future. -We do not
have an option of living with inflation and its attendant
tragedy, of millions of productive people willing and able to
work but unable to find buyers in the job market.

We have an alternative to that, a program for economic
recovery, a program that will balance the budget, put us well
on the road to our ultimate abjective of eliminating inflation
entirely, increasing productivity and creating millions of
ne;-jobsn

True, it will take time for the favorable effects of
our proposal to be felt. So we must begin now.

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

Thank you and good night.




T Prineaee Cﬂudﬁﬂlﬂﬂ\&”"***g Leonarw

Page 1 ' i
b e fage . Mot chuaednd fpnTax

Cblwnabhr RO M mur

February 16, 1981

Mr. Speaker, Mr. President, Distinguished Members of

Q

/}) Congress, Honored Guests and fellow citizens:

§i Only a month ago, I was your guest in this historic
building and 1 pledged to you my cooperation in doing what
is right for this Nation we all love so much.’

I am here tonight to reaffirm that pledge and to ask

Nx&%# that we share in restoring the promise that is offered to

f every citizen by this, "last, best hope of man."

All of us are aware of the punishing inflation which

4*-H§7%Ahas, for thg first time in $ome 60 years, held to double.

';;41 +#129¢

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

‘ have reached absurd levels of more than 20% and over 15%

I

{ﬁfgﬁ?nsgagg;bthose who would borrow to buy a home. All across this
M ato -

C#qo&o%yuia1:::2i%gg~ggﬁ_see newly built homes stand;gg_gggizsi unsold
%

“yﬁ’diecause of mortgage interest rates.

"

/ﬁagﬁf ,)g.)h Almost 8 million Americans are out of work. These
$5N} are people who want to be productive. But as the weeks
go by despair dominates their lives. The threat of layoff
and unemployment haﬁés over other millions and all who work
;re frustrated by their inability to keep up with inflation.
) Onﬁ worker in a Midwest city put it to me this way: he
said, "I'm bringing home more dollars than I thoritht I could
ever earn but I seem to be getting worse off." TVell, he

is. The average weekly take home pay of Americén workers

in 1972 was $122 a week. If we figure their take home pay
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pay last year in those same 1972 dollars they only received
$105. And inflation isn't the only cause of this. 1In the
last 4 years Federal personal taxes for the average family
increased by 58%.

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

The interest cn our debt this year will be $867billion.
And unless we change the proposed spending for the fiscal
year beginning October lst we'll add another almost $80 billion
to the debt.

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

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

this picture and we can act in hope. There is nothing wrong
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with our internal strengths. There has been ;; breakdown
in the human, technological, and natural resources upon
which the economy is built.

Based on this confidence in a system which has never
failed us -- but which we have failed through a lack of
confidence and sometimes through a belief that we could
fin?ﬁune the economy and get & tune more to our liking, I
am proposing a 4-part program. I will now outline and give
in some detail the principal parts of this program but you
will each be provided with a completely detailed copy of
the program in its entirety.

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

It is important to note that we are only reducing the

rate of increase in taxing and spending. We are not

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

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

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

We will continue to fulfill the obligations that spring
from our national c0nscience._ﬁThose who through no fault of
their own must depend on the rest of us, the poverty stricken,
the disabled, the elder%? all those with true need, can rest
assured that programs they depend on are exempt from any cuts.

The full retirement benefits of the more than 31 million
§%§¥2gy Security recipients will be continued along with an
annual cost of living increase. Medicare will not be cut nor
will supplemental income for the blind, aged and disabled.
Funding will continue for veterans' pensions.

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

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

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

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

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

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

Historically the American people have suppo:ted by

voluntary contributions more artistic and cultural activities
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than all the other countries in the world put together. 1I
whele

- -

me=aheartedly support this and believe Americans will continue
to do this. Therefore, I am proposing a cut of $128 million
in the subsidies now going to the arts and humanities.

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

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

its own.
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The Rural Electrification program came into being at a
time when rural America was almost totally without electric
power., A progranm of 10& interest loans to rectify this made
sense then. I believe the recipients today of R.E.A. loans
will understand the fairness of switching to the private
capital market and borrowing at the commercial interest rate.
Doing this will save the taxpayers $2 billion in 1981 and '82
with ongoing savings of $15 billion through 1985.

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

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

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

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

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

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

vast amounts of paperwork to comply with reportinc procedures.




page 9

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

Our program fcr economic renewalﬂ+e#63b§i;;:with
a number of programs which at present are not cost-effective.
An example is Medicaid. Right.now Washington provides
the States with unlimited matching payments for their
expenditures. At the same time we here in Washington
pretty much dictate how the States will manage the
program. We want to put a cap on how much the Federal
Government will contribute but at the same time allow the
States much more flexibility in managing and structuring
their programs. I know from our experience in California
that such flexibility could have led to far more cost-
effective reforms. This will bring a savings of $1 billion
next year.

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

guarter of a billion dollars.
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Coming down from space to the mailbox -- the Postal
Service has been consistently unable to live within its
operating budget. 1t is‘still dependent on large Federal
subsidies. We propose reducing those subsidies by $632
million to press the Postal Service into becoming more
effective.

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

In the Department of Housing and Urban Development

there is a loan guaranty program which encourages communities
to, in effect, mortgage their block grants as security for
repayment on loans to purchase and rehabilitate property. It
also allows communities to exceed their own legal debt
limits. We plan changes here that will save $275 million

in this coming year amounting to more than a billion

through 1985.

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

figure. But even here there was no exemption. Secretary
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of Defense Weinberger came up with a number of cuts which
reduced the amount of the addition we had to make in order
to restore our military balance. .

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

Notwithstanding our economic straits, making the financial
sacrifice beginning now is far less costly than waiting and
attempting a crash program several years from now. Nevertheless

the Department of Defense will not be spared the obligation

of making significant reductions over the coming years by
finding and eliminating waste and inefficiency. The aim
will be to provide the most effectiveAéefense fof the lowés£- _~» .
possible cost.

| Marching in lockstep with the whole program of reductions
in spending is the egually important program of reduced tax
rates. Both are essential if we are to have economic recovery.
It is time to create new jobs, build and rebuild industry |
and give the American people room to do what they do best.
And that can only be done with a tax program which provides
incentive$ to increase productivity for both workers and

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

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

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

Again, let me remind you this 30 perc%nt reduction
while it will leave the taxpayers with§§§§%)billion more
in their pockets over the next five years is actually only
a reduction in the tax increase already built into the
system.

Unlike some past tax (guote, unquote)"reforms"this
is not merely a shift of wealth between different sets of
taxpayers. This proposal for an egual reduction in everyones;
tax rates will expand our national prosperity, enlarge
national incomes, and increase opportunities for all

Americans.
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Some will argue, I know, that a reduced tax rate will
be inflationary. A solid body of economic experts
don't agree. And certainly tax cuts adopted over the past

three-fourths of a century indicate the economic experts

1486 "¢

production of goods and services will grow to $400 billion [G&KS s

are richt. - The advice I have had is that by ISEngur real

higher than it is today. The average workerfs wage will q{}‘?D.
rise (in real purchasing power) by __ percent, and—these— Gﬁiﬁqﬂ&
~—era-after=tax—detlars> This o§~coursé is predicated
on our complete p£Ogram of tax cuts and spending reductions
being implemented.
The other part of the tax package is aimed directly

) Mmore omd newey
at providi:z'business and industry with whe. capital needed
. ,

s . A
nd and ), Our Production aLJdS
tggmo ernlzeXAndbengage i;hgore resegrch and development.
Iwprovemud—  Capal ecovery
This will involve anhzgcxgzee in éepe-i-tioqkallowances

and this part of our tax proposal will be retroactive to
January 1lst.

The present depreciation system is obsolete, needlessly
complex, and economically counterproductive. Very simply,
it bases the depreciation of plant, machinery, materials,
and tools on their original cost with no recognitidn of how
inflation has increésed their replacement cost. We are

proposing a much shorter write-off time than is prgsently

4
allowed. We propose a S; year write-off for +eeds; Lb

B et it £ = DL f L oS--RAChineLIN; 3 years for
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vehicles and trucks; and a /C) year write-off for plant.

Rentaf:gigéerty would be depreciated over'giiﬁljjzars
instead of the present ;iﬁgl_ yearsOr w-o L.,

In calencar year 1982 under this plan business would
acquireﬁflo ;il}ion for investment and by 1985 the figure
would beA$45 billion. 1If one accepts $50,000 as the
investment necessary to create 1 new job)$45 billion could
create 4% million jobs.

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

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

in the Federal Register néarly tripled, and the number of

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

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

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

I signed an executive order that for the first time provides

for effective and coordinated management of the regulatory

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

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

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

program and will vigorously pursue budget policies that
Providing slow and s‘f‘rmﬁij
will make their job easier in l...]ii; monetary growth.
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A successful program to achieve stable and moderate i
growth patterns in the money supply will keep both inflation
and interest rates down and restore vigor to our financial
institutions ané markets.

This, then, is our proposal. "America's New Beginning:
A Program for Economic &w." I do not want it to be
simply the plan of my Administration -- I am here tonight to
ask you to join me in m;king it our plan. Together, we can
embark on this road not to make things easy, but to make things
better.

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

We are in control here. There is nothing wrong with
America that we can't fix. So I'm full of hope and optimism

that we will see this difficult new challenge to its end --

that we will find those reservoirs of national will to once

again do the right thing.
' I'm sure there will be some who will raise the familiar
old cry, "don't touch my program -- cut somewhere else.®”

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

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

edugation amounts to only 10% of_ total educational funding.

e S
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For this the Federal government has insisted on a tremendously
disproportionate share of control over our schools. Whatever
reductions we've progosed in that 10% will amount to very
little of the total ccst of education. It will, however, restore
more authority to States and local schools districts.

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

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

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

- of America -is the possession of those. who build, sexve, — .. .

create, and.préduce..wm L e el
For too long now we've removed from our people the
‘decisions on how to dispose of what they created.” We have =~ ~
strayed froﬁ first principles. We must alter our ¢ourse.
The taxing power of government must be used t9 priyide
revenues for legitimate government purposes. It nusérLe
used to regulate the economy or bring about socitl change.

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

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

In the months left in this fiscal year we can reduce
the budget by $_ billion. In 1982 by $§ _ billion
without harm to government's legitimate purposes and to
our responsibility to all who need our benevolence. This,
plus the reduction in tax rates will put an end to inflation.

If we don't do thié, inflation will put an end to
everything we believe in and Eb our dreams for the future.

We do not have an option of living with inflation and its
attendant tragedy, of millions of productive people willing

and able to work but unable to find buyers in the job

market. We have an alternative to that, a program for

economic recovery. Reducing inflation from 12% just to 10

is equivalent to giving the average family of 4 $__  in

cash. Cutting the.present rate in half would be worth ©
$___ to that average family. Wiping it out entirely should

be our aim.

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

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

Thank you and good night.
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President's Economic Address

My domestic economic program will establish .
a solid basis for the role of the United States in
the world economy. In short, I fully recognize
that our international economic policies begin at
home. A decline in domestic inflation will strengthen
the role of the dollar abroad. Greater productivity
will stimulate U.S. exports, whike Qstronger, more
vigorous domestic economy will provide growing markets
for developing and industrialized countries alike.
Greater domestic energy production will ease U.S.

demands on the world oil markets.
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TEXT OF THE ADDRESS BY THE PRESIDENT
TO A JOINT SESSION OF CONGRESS
ON A PROGRAM FOR ECONOMIC RECOVERY

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

I am here tonight to reaffirm that pledge and to ask that we share

in restoring the promise that is offered to every citizen by this,
the last, best hope of man on earth.
All of us are aware of the punishing inflation which has, for the OPL #e
first time in some 60 years, held to double digit figures for two /?G/ﬁﬂ
vears in a row. Interest rates have reached absurd levels of o
more than 20 percent and over 15 percent for those who would ﬂ“/rm@&
borrow to buy a home. All across this land one can see newly-built
homes standing vacant, unsold because of mortgage interest rates.

JrNNY N
Almost eight million Americans are out of work. These are people &¢6v Ly
who want to be productive. But as the months go by, despair
dominates their lives. The threats of layoff and unemployment hang
over other millions, and all who work are frustrated by their inability
to keep up with inflation.

One worker in a Midwest city put it to me this way: He said, "I'm
bringing home more dollars than I thought I could ever earn but I seem

to be getting worse off." Well, he is. Hourly earnings of the

American worker, after adjusting for inflation, have declined five
percent over the past five years. And furthermore, in the last five
years, Federal perscnal taxes for the average family increased (4
67 percent.

Ve can no longer procrastinate and hope things will get better. They
will not. If we do not act forcefully, and now, the economy will®
get worse.

Can we who man the ship of state deny it is out of control? Our
national debt is approaching $1 trillion. A few weeks ago I called
such a figqure -- a trillion dollars -- incomprehensible. I've

been trying to think of a way to illustrate how big it really is.
The best I could come up with is to say that a stack of $1,000 o
bills in your hand only four inches high would make you a million- TReAsS 1y
aire. A trillion dollars would be a stack of $1,000 bills 67 miles

high.

TheA> ¥

-2
The interest on the public debt this year will be over $90 billion. -
2nd unless we change the proposed spending for the fiscal year _
beginning October 1, we'll add another almost $80 billion to the Bukcar S2
debt.

Adding to our troubles is a mass of regulations imposed on the shop-
keeper, the farmer, the craftsman, professionals and major industry )
that is estimated to add $100 billion to the price of things we buy Cd A
and reduces our ability to produce. The rate of increase in American

. MORE
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productivity, once one of the hlghest in the world, is among the CEﬁ

lowest of all major industrial nations. Indeed, it has actually Cen
decllned the last three-vyears.

I have painted a grim picture but I believe I have palnted it
accurately It is within our power to change this picture and we
can act in hope. There is nothing wrong with our internal strengths.
There has been no breakdown in the human, technologlcal and natural
resources upon which the- ‘economy is bullt

Based on this confidence in a system which has never falled ug =

but which we have failed through a lack of confidence, and sometimes
through a belief that we could fine tune the economy and get a tune
more to our liking -- I am prop051ng a comprehensive four-part program.
I will now outline and give in some detail the principal parts of

this program, but you will each be provided with a completely detailed
copy of the program in its entirety. ; :
This plan is aimed at reducing the growth in government spending and
taxing, reforming and eliminating regulations which are unnecessary
and counterproductive, and encouraging a consistent monetary policy
aimed at maintaining the value of the currency.

-If enacted in full, our program can help America create 13 million OM&

new jobs, nearly three million more than we would without these oM
measures. It will also help us gain control of 1nf1atlon. "

It is 1mportant to note that we are only reducing the rate of
increase in taxing and spending. We are not attempting to cut
either spending or taxing to a level below that which we presently
have. " This plan will get our economy moving again, increase

.productivity growth, and thus create .the jobs our people.must have.

I am asking that you join me in reducing direct Federal spending nAB
by $41.4 billion in fiscal year 1982, along with $7.7 billion in

user fees and off-budget sav1ngs for a total savings of $49.1 billion. 0Mb
This will still allow an increase of $40.8 billion over 1981 spending. oMb

1 know that exaggerated and inaccurate stories about these cuts have
disturbed many people, particularly those dependent on grant and
benefit programs for their basic needs. Some of you have heard

from constituents afraid that Social Security checks, -for example,
might be taken from them. I regret the fear these unfounded stories

‘have caused and welcome this opportunlty to set things straight.

We will continue to fulflll the obllgatlons that spring from our
national conscience. Those who through no fault of their own must .
depend on the rest of us, the poverty stricken, the disabled, the
elderly, all those with true need, can rest assured that the social

safety net of programs they depend on are exempt from any cuts.

The full retirement benefits of the more than 31 million Social 0N5L
Securlty recipients will be continued along with an annual cost of
living increase. Medicare will not be cut, nor will supplemental
income for the blind, aged and disabled. Funding will continue

for veterans' pen51ons. : ) '

Schoolrbreakfasts and lunches for the children of low income families
will continue as will nutrition and other special services for

the aging. There will be no cut in Project Head Start or summer
youth jobs. ' e

All in all, nearly $216 billion providing help for tens of millions OMB
of Americans -- will be fully funded. But government will not

continue to subsidize individuals or particular business interests
where real need cannot be demonstrated. And while we will reduce

some subsidies to regional and local governments, we will at the

same time convert a number of categorical grant programs into '
block grants to reduce wasteful administrative overhead and to give
local government entities and States more flexibility and control.

We call for an end to duplication in Federal programs and reform

of those which are not cost effective. :

MORE
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Already, some have protested there must be no reduction of aid to ;
schools. Let me point out that Federal aid to education amounts FVS;,
to only eight percent of total educational funding. For this the BT
Federal Government has insisted on a tremendously disproportionate

share Qf control over our schools. Whatever reductions we've pro-

posed in that eight percent .will amount to very little of the total

cost of education. It will, however, restore more authority to
States and local school districts.

P
/

Historically the American people have supported by voluntary contri—“’?ﬂ
. ,\"
e

. . . ™
butlon§ more artistic and cultural activities than all the other
countries in the'world put together. I wholeheartedly support this
approach and believe Americans will continue their generosity.

Thergfgre, I am proposing a savings of $85 million in the Federal
subsidies now going to the arts and humanities.

[

There are a number of subsidies to business and industry I believe

are unnecessary. Not because the activitiegs being subsidized aren't

of value but because the marketplace contains incentives enough to

warrant continuing these activities without a government subsidy.

One such subsidy is the Department of Energy's synthetic fuels

program. We will continue support of research leading to development

’ of new technologies and more independence from foreign oil, but we

v Mg can save at least $3.2 billion by leaving to private industry the
building of plants to make liquid or gas fuels from coal.

We are asking that another major business subsidy, the Expori-Import
Bank loan authority, be reduced by one-third in 1982. We are doing

Wk this because the primary beneficiaries of taxpayer funds in this
case are the exporting companies themselves -- most of them profit-
able corporations.

And this brings me to a number of other lending programs in which

Py §iNs . government makes low— interest loans, some of them for an interest
AUV rate as low as 2 percent. What has not been very well understood is
’ ' that the Treasury Department has no money of its own. It has to go

into the private capital market and borrow the money to provide those
loans. In this time of excessive interest rates the government

finds itself paying interest several times as high as it receives
from the borrowing agency. The taxpayers -- your constituents --

of course, are paying that high interest rate and it just makes all
other interest rates higher. :

) By terminating the Economic Development Administration we can save

A hundreds of millions of dollars in 1982 and billions more over the
next few years. There is a lack of consistent and convincing evidence
that E.D.A. and its Regional Commissions have been effective in
creating new jobs. They have been effective in creating an array of
planners, grantsmen and professional middlemen. We believe we can
do better just by the expansion of the economy and the job creation
which will come from our economic program,

. The Food Stamp program will be restored to its original purpose, to
M= assist those without resources to purchase sufficient nutritional
food. We will, however, save $1.8 billion in FY 1982 by removing
from eligibility those who are not in real need or who are abusing
the program. Despite this reduction, the program will be budgeted
{0 for more than $10 billion.

We will tighten welfare and give more attention to outside sources

of income when determining the amount of welfare an individual

is allowed. This plus strong and effective work reguirements will
mar save $520 million next year.

I stated a moment ago our intention to keep the school breakfast and

lunch programs for those in true need. But by cutting back on

meals for children of families who can afford to pay, the savings
CotR will be $1.6 billion in FY 1982.

MORE
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Lgt me just touch on a few other areas which are typical of the
kind of reductions we have included in this economic package. The
Trade Adjustment Assistance program provides benefits for workers
who are unemployed when foreign imports reduce the market” for
various American products causing shutdown of plants and layoff of
workers. The purpose is to help these workers find johs in growing
sectors of our economy. 2And vet, because these benefits are paid
out on top of normal unemployment benefits, we wind up paying
greater benefits to those who lose their jobs because of foreign
competition than we do to their friends and neighbors who are

laid off due to domestic competition. Anyone must agree that this

is unfair. Putting these two programs on the same footing will
save $1.15 billion in just one year.

Earlier I made mention of changing categorical grants to States
and local governments into block grants. We know of course that
categorical grant programs burden local and State governments with
a mass of Federal regulations and Federal paperwork.

Ineffective targeting, wasteful administrative overhead -- all can

be eliminated by shifting the resources and decision-making authority
to local and State government. This will also consolidate programs
which are scattered throughout the Federal bureaucracy. It will

bring government closer to the people and will save $23.9 billion
over the next five vyears. : :

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

The space program has been and is important to America and we plan
to continue it. We believe, however, that a reordering of priorities
to focus on the most important and cost-effective NASA programs

can result in a savings of a quarter of a billion dollars.

Coming down from space to the mailbox =- the Postal Service has been
consistently unable to live within its operating budget. It is still
dependent on large Federal subsidies. We propose reducing those subsidies
by $632 million in 1982 to press the Postal Service into becoming more
effective. In subsequent years, the savings will continue to add up.

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

Now I'm sure there is one department you've been waiting for me

to mention. That is the Department of Defense. It is the only
department in our entire program that will actually be increased
over the present budgeted figure. But even here there was no exemp-
tion. The Department of Defense came up with a number of cuts

which reduced the budget increase needed to restore our military
balance. These measures will save $2.9 billion in 1982 outlays and
by 1986 a total of $28.2 billion will have been saved. The aim
will be to provide the most effective defense for the lowest
possible cost. )

MORE
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I believe my duty as President requires that I recommend

_ increases 1in defense spending over the coming years. Since
(/A _. 1970 the Soviet Union has invested $300 billion more in its
ﬁHfTL' mll}tary fo;ces than we have. As a result of its massive
__——" military buildup, the Soviets now have a significant numerical
;ZLLW” +* advantage in strategic nuclear delivery systems, tactical air-
Dgiézj craft, submarines, artillery and anti-aircraft defense. To allow
O A

this imbalance to continue is a threat to our national security.

Notwithstanding our economic straits, making the financial changes
beginning now is far less costly than waiting and attempting a
crash program several years from now.

We remain committed to the goal of arms limitation through negotiation
and hope we can persuade our adversaries to come to realistic
balanced and verifiable agreements. But, as we negotiate, our

security must be fully protected by a balanced and realistic
defense program.

dLg\ Let me say a word here about the general problem of waste and fraud
d

« % 1n the Federal Government. One government estimate indicated that
L’X (,”n fraud alone may account for anywehre from 1 to 10 percent -- as
%h‘much as $25 billion -~ of Federal expenditures for social programs.

fm If the tax dollars that are wasted or mismanged are added to this
+V‘B fraud total, the staggering dimensions of this pxroblem begin to
(.) emerge.

MORE
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The Office of Management.and Budget is now putting together an
interggency task force to attack waste and fraud. We are also
>lanning to appoint as Inspectors General highly~trained pro-

fessionals who will spare no effort to do this job.

No administration can promise to immediately stop a trend that
has grown in recent years as quickly as Government expenditures
themselves. But let me say this: waste and fraud in the Federal
budget 1s exactly what I have called it before -- an unrelenting

national scandal -~ a scandal we are bound and determined to do
something about.

Marchingin lockstep with the whole program of reductions in spend-
ing is the equally important program of reduced tax rates. Both
are essential if we are to have economic recovery. It is time to
create new Jjobs, build anéd rebuild industry, and give the Americcan
people room to do what they do best. And that can only be done

with a tax program which provides incentive to increase productivity
for both workers and industry. '

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

The effective starting date for these 10 percent personal income
tax rate reductions will be July lst of this year.

Again, let me remind you this 30 percent reduction in marginal
rates, while it will leave the taxpayers with $500 billion more in
their pockets over the next five years, is actually only a reduction
in the tax increase already built into the system.

Unlike some past tax "reforms," this is not merely a shift of wealth
between different sets of taxpayers. This proposal for an equal
reduction in everyone's tax rates will expand our national
prosperity, enlarge national incomes, and increase opportunities

for all Americans.

Some will argue, I know, that reducing tax rates ncw will be
inflationary. A solid body of economic experts does not agree.
And certainly tax cuts adopted over the past three-fourths of a
century indicate these economic experts are right. The advice I
have had is that by 1985 our real production of goods and services
will grow by 20 percent and will be $300 billion higher than it

is today. The average worker's wage will rise (in real purchasing

~power) by eight percent and those are after-tax dollars. This,

of course, is predicated on our complete program of tax cuts and
spending reductions being implemented.

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

The present depreciation system is obsolete, needlessly complex,
and econonmically counterproductive. Very simply, 1t bases tke
depreciation of plant, machinery, vehicles, and tools on their
original cost with no recognition of how inflation has increased
their replacement cost. We are proposing a much shorter write-off
time than is presently allowed. We propose a five-vear 'write-off
for machinery; three years for vehicles and trucks; and a ten-
vear write-off for plants. :

MORE
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In Fiscal Year 1982 under this plan business would acquire nearly
$10 billion for investment and by 1985 the figure would be nearly
$45 billion. These changes are essential to provide the new in-
vestment which is needed to create millions of new jobs between
now and 1986 and to make America competitive once again in world

markets. These are not make-~work jobs, they are productive jobs
with a future.

I'm well aware that there are many other desirable tax changes
such as indexing the income tax brackets to protect taxpayers

- against inflation. There is the unjust discrimination against

married couples if both are working and earning, tuition tax
credits, the unfairness of the inheritance tax especially to the
family-owned farm and the family-owned business and a number of
others. But our program for economic recovery is so urgently
needed to begin to bring down inflation that I would ask you to
act on this plan first and with great urgency. Then I pledge to

vou I will join with you in seeking these additional tax changes
at an early date.

"American society experienced a virtual explosion in Government

regulation during the past decades. Between 1970 and 1979,
expenditures for the major regulatory agencies quadrupled, the
number of pages published annually in the Federal Register nearly
tripled, and the number of pages in the Code of Federal Regula-
tions increased by nearly two-thirds.

The result has been higher prices, higher unemployment, and lower
productivity growth. Overregulation causes small and independent
businessmen and women, as well as large businesses, to defer or
terminate plans for expansion and, since they are responsible

for most of our new jobs, those new jobs aren't created.

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

I have asked Vice President Bush to head a Cabinet-level Task

Force on Regulatory Relief. Second, I asked each member of my
Cabinet to postpone the effective dates of the hundreds of regu-
lations which have nct yet been implementecd. Third, in ccordina--
tion with the Task Force, many of the agency heads have taken
prompt action to review and rescind existing burdensome regulations.
Finally, just yesterday, I signed an Executive Order that for the
first time provides for effective and coordinated management of

the regulatory process.

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

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

We fully recognize the independence of the Federal Reserve System
and will do nothing to undermine that independence. We will con-
sult regularly with the Federal Reserve Board on all aspects of
our economic program and will vigorously pursue budget policies
that will make their job easier in reducing monetary growth.
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A successful program to achieve stable and moderate growth patterns
in the money supply will keep both inflation and interest rates
down and restore vigor to our financial institutions and markets.

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

of my Administration -- I am here tonight to ask you to join me

in making it our plan. Together, we can embark on this road not

to make things easy, but to make things better.

Can we do the job? The answer is yes. But we must begin now.
Our social, political and cultural, as well as our economic

institutions, can no longer absorb the repeated shocks that have
been dealt them over the past decades.

We are in control here. There is nothing wrong with America -
that we can't fix. So I'm full of hope and optimism that we will
see this difficult new challengé to its end -- that we will find

those reservoirs of national will to once again do the right
thing. '

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

I hope I've made it plain that owapproach has been even-handed;
that only the programs for the truly deserving needy remain
untouched.

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

The substance and prosperity of our Nation is built by wages brought

home from the factories and the mills, the farms and the ships.
They are the services provided in 10,000 cornérs of America; the
interest on the thrift of our people and the returns from their
risk-taking. The production of America is the possession of those
who build, serve, create and produce.

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

The taxing power of government must be used to provide revenues
for legitimate government purposes. It must not be used to regu-
late the economy or bring about social change. We've tried that
and surely must be able to see it doesn't work.

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

Next year we can reduce the budget by $41.4 billion, without harm
to Government's legitimate purposes and to our responsibility to
2ll who need our benevolence. This, plus the reduction in tax
rates, will help bring an end to inflation.

In the health and social services area alone the plan we are pro-

posing will substantially reduce the need for 465 pages of law,
1400 pages of regulations and 5000 Federal employvees who presently
administer 7,600 separate grants at about 25,000 locations. Over
7 million man and woman hours of work by state and local officials
are required to fill our Federal forms.

MORE




s

May I direct a guestion to those who have indicated unwillingness
to accept this plan for.a new beginning: an economic recovery?
Have they an alternative which offers a greater chance of balanc-
ing the budget, reducing and eliminating inflation, stimulating
the creation of jobs, and reducing the tax burden? BAand, if they
haven't, are they suggesting we can continue on the present course
without coming to a day of reckoning in the very near future?

I1f we don't do this, inflation and a growing tax .burden will put
an end to everying we believe in and to our dreams for the future.
We do not hve an option of living with inflation and its attendant
tragedy, of millions of productive people willing and able to

work but unable to find buyers in the job market.

We have an alternative to that, a program for economic recovery,
a program that will balance the budget, put us well on the road
to our ultimate objective of eliminating inflation entirely,
increasing productivity and creating millions of new jobs.

True, it will take time for the favorable effects of our proposal
to be felt. So we must begin now.

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

Thank you and good night.
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TEXT OF THE ADDRESS BY THE PRESIDENT
TO A JOINT SESSION OF CONGRESS
ON A PROGRAM FOR ECONOMIC RECOVERY

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

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

All of us are aware of the punishing inflation which has, for the
first time in some 60 years, held to double digit figures for two
vears in a row. Interest rates have reached absurd levels of

more than 20 percent and over 15 percent for those who would

borrow to buy a home. All across this land one can see newly-built
homes standing vacant, unsold because of mortgage interest rates.

2Almost eight million Americans are out of work. These are people

who want to be productive. But as the months go by, despair

dominates their lives. The threats of layoff and unemployment hang
over other millions, and all who work are frustrated by their inability
to keep up with inflation.

One worker in a Midwest city put it to me this way: He said, "I'm
kringing home more dollars than I thought I could ever earn but I seem
to be getting worse off." Well, he is. Hourly earnings of the
American worker, after adjusting for inflation, have declined five
percent over the past five years. And furthermore, in the last five
years, Federal perscnal taxes for the average family increased

67 percent.

We can no longer procrastinate and hope things will get better. They
will not. If we do not act forcefully, and now, the economy will
get worse.

Can we who man the ship of state deny it is out of control? Our
national debt is approaching $1 trillion. A few weeks ago I called
such a figure =-- a trillion dollars =-- incomprehensible. I've

been trying to think of a way to illustrate how big it really is.
The best I could come up with is to say that a stack of $1,000
bills in your hand only four inches high would make you a million-
aire. A trillion dollars would be a stack of $1,000 bills 67 miles
high.

The interest on the public debt this year will be over $90 billion.
And unless we change the proposed spending for the fiscal year
beginning October 1, we'll add another almost $80 billion to the
debt.

Adding to our troubles is a mass of regulations imposed on the shop-
keeper, the farmer, the craftsman, professionals and major industry
that is estimated to add $100 billion to the price of things we buy
and reduces our ability to produce. The rate of increase in American
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productivity, once one of the highest in the world, is among the
lowe§t of all major industrial nations. Indeed, it has actually
declined the last three years. B

I have painted a grim picture but I believe I have painted it
accurately. It is within our power to change this picture and we
can act in hope. There is nothing wrong with our internal strengths.
There has been no breakdown in the human, technological, and natural
resources upon which the economy is built.

Based on this confidence in a system which has never failed us --

but which we have failed through a lack of confidence, and sometimes
through a belief that we could fine tune the economy and get a tune
more to our liking -- I am proposing a comprehensive four-part program.
I wlll now outline and give in some detail the principal parts of

this program, but you will each be provided with a completely detailed
copy of the program in its entirety. -

Thi§ plan is aimed at reducing the growth in government spending and
taxing, reforming and eliminating regulations which are unnecessary
apd counterproductive, and encouraging a consistent monetary policy
aimed at maintaining the value of the currency.

If epacted in full, our program can help America create 13 million
new jobs, nearly three million more than we would without these
measures. It will also help us gain control of inflation.

It is impgrtant to note that we are only reducing the rate of
increase in taxing and spending. We are not attempting to cut
either spending or taxing to a level below that which we presently
have. This plan will get our economy moving again, increase
productivity growth, and thus create the jobs our people must have.

I am asking that you join me in reducing direct Federal spending
by $41.4 billion in fiscal year 1982, along with $7.7 billion in
user fees and off-budget savings for a total savings of $49.1 billion.
This will still allow an increase of $40.8 billion over 1981 spending.

I know that exaggerated and inaccurate stories about these cuts have
disturbed many people, particularly those dependent on grant and
benefit programs for their basic needs. Some of you have heard

from constituents afraid that Social Security checks, for example,
might be taken from them. I regret the fear these unfounded stories
have caused and welcome this opportunity to set things straight.

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

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

School breakfasts and lunches for the children of low income families
will continue as will nutrition and other special services for

the aging. There will be no cut in Project Head Start or summer
youth jobs.

All in all, nearly $216 billion providing help for tens of millions
of Americans -- will be fully funded. But government will not
continue to subsidize individuals or particular business interests
where real need cannot be demonstrated. And while we will reduce
some subsidies to regional and local governments, we will at the
same time convert a number of categorical grant programs into
block grants to reduce wasteful ‘administrative overhead and to give
local government entities and States more flexibility and control.
We call for an end to duplication in Federal programs and reform
of those which are not cost effective.
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Already, some have protested there must be no reduction of aid to
schools. Let me point out that Federal aid to education amounts

to only eight percent of total educational funding. For this the
Federal Government has insisted on a tremendously disproportionate
share of control over our schools. Whatever reductions we've pro-
posed in that eight percent will amount to very little of the total
cost of education. It will, however, restore more authority to
States and local school districts.

Historically the American people have supported by voluntary contri-
butions more artistic and cultural activities than all the other
countries in the world put together. I wholeheartedly support this
approach and believe Americans will continue their generosity.
Therefore, I am proposing a savings of $85 million in the Federal
subsidies now going to the arts and humanities.

There are a number of subsidies to business and industry I believe
are unnecessary. Not because the activities being subsidized aren't
of value but because the marketplace contains incentives enough to
warrant continuing these activities without a government subsidy.

One such subsidy is the Department of Energy's synthetic fuels
program. We will continue support of research leading to development
of new technologies and more independence from foreign oil, but we
can save at least $3.2 billion by leaving to private industry the
building of plants to make liquid or gas fuels from coal.

We are asking that another major business subsidy, the Export-Import
Bank loan authority, be reduced by one-third in 1982, We are doing
this because the primary beneficiaries of taxpayer funds in this
case are the exporting companies themselves -- most of them profit-~
able corporations.

And this brings me to a number of other lending programs in which
government makes low— interest loans, some of them for an interest
rate as low as 2 percent. What has not been very well understood is
that the Treasury Department has no money of its own. It has to go
into the private capital market and borrow the money to provide those
loans. In this time of excessive interest rates the government

finds itself paying interest several times as high as it receives
from the borrowing agency. The taxpayers -- your constituents --

of course, are paying that high interest rate and it just makes all
other interest rates higher.

By terminating the Economic Development Administration we can save
hundreds of millions of dollars in 1982 and billions more over the
next few years. There is a lack of consistent and convincing evidence
that E.D.A. and its Regional Commissions have been effective in
creating new jobs. They have been effective in creating an array of
planners, grantsmen and professional middlemen. We believe we can

- do better just by the expansion of the economy and the job creation

which will come from our economic program.

The Food Stamp program will be restored to its original purpose, to
assist those without resources to purchase sufficient nutritional
food. We will, however, save $1.8 billion in FY 1982 by removing
from eligibility those who are not in real need or who are abusing
the program. Despite this reduction, the program will be budgeted
for more than $10 billion.

We will tighten welfare and give more attention to outside sources
of income when determining the amount of welfare an individual

is allowed. This plus strong and effective work requirements will
save $520 million next year.

'I stated a moment ago our intention to keep the school breakfast and

lunch programs for those in true need. But by cutting back on
meals for children of families who can afford to pay, the savings
will be $1.6 billion in FY 1982.
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Let me just touch on a few other areas which are typical of the
kind of reductions we have included in this economic package. The
Trade Adjustment Assistance program provides benefits for workers
who are unemployed when foreign imports reduce the market for
various American products causing shutdown of plants and layoff of
workers. The purpose is to help these workers find jobs in growing
sectors of our economy. And yet, because these benefits are paid
out on top of normal unemployment benefits, we wind up paying
greater benefits to those who lose their jobs because of foreign
competition than we do to their friends and neighbors who are

laid off due to domestic competition. Anyone must agree that this

is unfair. Putting these two programs on the same footing will
save $1.15 billion in just one year.

Earlier I made mention of changing categorical grants to States
and local governments into block grants. We know of course that
categorical grant programs burden local and State governments with
a mass of Federal regulations and Federal paperwork.

Ineffective targeting, wasteful administrative overhead -- all can

be eliminated by shifting the resources and decision-making authority
to local and State government. This will also consolidate programs
which are scattered throughout the Federal bureaucracy. It will

bring government closer to the people and will save $23.9 billion
over the next five years.

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

The space program has been and is important to America and we plan
to continue it. We believe, however that a reordering of priorities
to focus on the most important and cost-effective NASA programs

can result in a savings of a quarter of a billion dollars.

Coming down from space to the mailbox -- the Postal Service has been
consistently unable to live within its operating budget. It is still
dependent on large Federal subsidies. We propose reducing those subsidies
by $632 million in 1982 to press the Postal Service into becoming more
effective. In subsequent years, the savings will continue to add up.

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

Now I'm sure there is one department you've been waiting for me

to mention. That is the Department of Defense. It is the only
department in our entire program that will actually be increased
over the present budgeted figure. But even here there was no exemp-
tion. The Department of Defense came up with a number of cuts
which reduced the budget increase needed to restore our military
balance. These measures will save $2.9 billion in 1982 outlays and
by 1986 a total of $28.2 billion will have been saved._ The aim
will be to provide the most effective defense for the lowest
possible .cost.
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I believe my duty as President requires that I recommend-
increases in defense spending over the coming years. Since

1970 the Soviet Union has invested $300 billion more in its
military forces than we have. As a result of its massive
military buildup, the Soviets now have a significant numerical
advantage in strategic nuclear delivery systems, tactical air-
craft, submarines, artillery and anti-aircraft defense. To allow
this imbalance to continue is a threat to our national security.

Notwithstanding our economic straits, making the financial changes
beginning now is far less costly than waiting and attempting a
crash program several years from now.

We remain committed to the goal of arms limitation through negotiation
and hope we can persuade our adversaries to come to realistic

balanced and verifiable agreements. But, as we negotiate, our
security must be fully protected by a balanced and realistic

defense program.

Let me say a word here about the general problem of waste and fraud
in the Federal Government. One government estimate indicated that
fraud alone may account for anywehre from 1 to 10 percent -- as
much as $25 billion -- of Federal expenditures for social programs.
If the tax dollars that are wasted or mismanged are added to this
fraud total, the staggering dimensions of this problem begin to
emerge.
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The Office of Management. and Budget is now putting together an
interagency task force to attack waste and fraud. We are also
’lanning to appoint as Inspectors General highly-trained pro-
Iessionals who will . spare no effort to do this job.

No administration can promise to immediately stop a trend that
has grown in recent years as quickly as Government expenditures
themselves. But let me say this: waste and fraud in the Federal
budget is exactly what I have called it before -- an unrelenting

national scandal -- a scandal we are bound and determined to do
something about.

Marchingin lockstep with the whole program of reductions in spend-
ing is the egqually important program of reduced tax rates. Both
are essential if we are to have economic recovery. It is time to
create new jobs, build and rebuild industry, and give the Americcan
people room to do what they do best. And that can only be done

with a tax program which provides incentive to increase productivity
for both workers and industry. '

Our proposal is for a 1l0-percent across-the-board cut every year
for three years in the tax rates for all individual income tax-
payers making a total tax cut of 30 percent. This three-year
reduction will also apply to the tax on unearned income leading
toward an eventual elimination of the present differential between
the tax on earned and unearned income.

The effective starting date for these 10 percent personal income
tax rate reductions will be July 1lst of this year.

Again, let me remind you this 30 percent reduction in marginal
rates, while it will leave the taxpayers with $500 billion more in
their pockets over the next five years, is actually only a reduction
in the tax increase already built into the system.

Unlike some past tax "reforms," this is not merely a shift of wealth
between different sets of taxpayers. This proposal for an equal
reduction in everyone's tax rates will expand our national

prosperity, enlarge national incomes, and increase opportunities
for all Americans.

Some will argue, I know, that reducing tax rates now will be
inflationary. A solid body of economic experts does not agree.
And certainly tax cuts adopted over the . past three-fourths of a
century indicate these economic experts are right. The advice I
have had is that by 1985 our real production of goods and services
will grow by 20 percent and will be $300 billion higher than it

is today. The average worker's wage will rise (in real purchasing
power) by eight percent and those are after-tax dollars. This,

of course, is predicated on our complete program of tax cuts and
spending reductions being implemented.

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

The present depreciation system is obsolete, need1e§sly complex,
and econonmically counterproductive. Very simply, it bases Fhe
depreciation of plant, machinery, vehicle§, and‘tools on their
‘original cost with no recognition of how inflation has increased
their replacement cost. We are proposing a much shortei_wylte—off
time than is presently allowed. We propose a five-year write-off
for machinery; three years for vehicles and trucks; and a ten-
year write-off for plants.
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In Fiscal Year 1982 under this plan business would acguire nearly
$10 billion for investment and by 1985 the figure would be nearly
$45 billion. These changes are essential to provide the new in-
vestment which is needed to create millions of new jobs between
now and 1986 and to make America competitive once again in world

markets. These are not make-work jobs, they are productive jobs
with a future.

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

you I will join with you in seeking these additional tax changes
at an early date.

American society experienced a virtual explosion in Government
regulation during the past decades. Between 1970 and 1979,
expenditures for the major regulatory agencies guadrupled, the
number of pages published annually in the Federal Register nearly
tripled, and the number of pages in the Code of Federal Regula-
tions increased by nearly two-thirds.

The result has been higher prices, higher unemployment, and lower
productivity growth. Overregulation causes small and independent
businessmen and women, as well as large businesses, to defer or
terminate plans for expansion and, since they are responsible

for most of our new jobs, those new jobs aren't created.

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

I have asked Vice President Bush to head a Cabinet-level Task

Force on Regulatory Relief. Second, I asked each member of my
Cabinet to postpone the effective dates of the hundreds of regu-
lations which have not yet been implemented. Third, in coordina-
tion with the Task Force, many of the agency heads have taken
prompt action to review and rescind existing burdensome regulations.
Finally, Jjust yesterday, I signed an Executive Order that for the
first time provides for effective and coordinated management of

the regulatory process.

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

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

We fully recognize the independence of the Federal Reserve System
and will do nothing to undermine that independence. We will con-
sult regularly with the Federal Reserve Board on all aspects of
our economic program and will vigorously pursue budget policies
that will make their job easier in reducing monetary growth.
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A successful program to achieve stable and moderate growth patterns
in the money supply will keep both inflation and interest rates
down and restore vigor to our financial institutions and markets.

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

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

Can we do the job? The answer is yes. But we must begin now.
Our social, political and cultural, as well as our economic

institutions, can no longer absorb the repeated shocks that have
been dealt them over the past decades.

We are in control here. There is nothing wrong with America
that we can't fix. So I'm full of hope and optimism that we will
see this difficult new challenge to its end ~-- that we will find

those reservoirs of national will to once again do the right
thing.

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

I hope I've made it plain that owapproach has been even-handed;

that only the programs for the truly deserving needy remain
untouched.

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

that is what they want. They are ready to return to the source
of our strength.

The substance and prosperity of our Nation is built by wages brought
home from the factories and the mills, the farms and the ships.

They are the services provided in 10,000 corners of America; the
interest on the thrift of our people and the returns from their
risk-taking. The production of America is the possession of those
who build, serve, create and produce.

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

The taxing power of government must be used to provide revenues
for legitimate government purposes. It must not be used to regu-
late the economy or bring about social change. We've tried that
and surely must be able to see it doesn't work.

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

Next year we can reduce the budget by $41.4 billion, without harm
to Government's legitimate purposes and to our responsibility to
all who need our benevolence. This, plus the reduction in tax
rates, will help bring an end to inflation. )

In the health and social services area alone the plan we are pro-
posing will substantially reduce the need for 465 pages of law,
1400 pages of regulations and 5000 Federal employees who presently
administer 7,600 separate grants at about 25,000 locations. Over
7 million man and woman hours of work by state and local officials
are required to fill our Federal forms.
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May I direct a question to those who have indicated unwillingness
to accept this plan for a new beginning: an economic recovery?
Have they an alternative which offers a greater chance of balanc-
ing the budget, reducing and eliminating inflation, stimulating
the creation of jobs, and reducing the tax burden? And, if they
haven't, are they suggesting we can continue on the present course
without coming to a day of reckoning in the very near future?

If we don't do this, inflation and a growing tax .burden will put
an end to everying we believe in and to our dreams for the future.
We do not hve an option of living with inflation and its attendant
tragedy, of millions of productive people willing and able to
work but unable to find buyers in the job market.

We have an alternative to that, a program for economic recovery,
a program that will balance the budget, put us well on the road
to our ultimate objective of eliminating inflation entirely,
increasing productivity and creating millions of new jobs.

True, it will take time for the favorable effects of our proposal
to be felt. So we must begin now.

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

Thank you and good night.
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- Labor and the Reaganﬁ#w |

Organized labor’s officially sour reaction to
President Reagan'’s ic program upset
few predictions. Many leaders of the union
movement feel they have no choice but to
defend every inch of the ground they have
helped to win for their chosen social goals
over the last four or five decades. They are
not about to embrace their traditional politi-
cal adversaries or quickly abandon familiar
patterns of economic thought.

With that understood, it was still unfortu-
nate that the AFL-CIO issued a nearly auto-
matic rejection of the Reagan budget and
taxation plan. The 35-member executive
council of the labor federation, from its
warm winter refuge in Florida, criticized the
Reagan proposals as being too hard on the
poor. Lane Kirkland, the AFL-CIO president,
said the organization will join civil rights,
environmental and social-service lobbying
groups in a coalition to seek the defeat of the
administration’s proposals on Capitol Hill.

Mr. Kirkland’s prediction that the Reagan
program would put another 1.1 million Amer-
icans on the jobless queue awaits the test of
experience. If it’s true, there may not be

much future in the president’s way of ap-.

proaching the nation’s economic ills, even
though his predecessors’ more conventional
policies have already left some 8 million out
of work. Mr. Kirkland also attributed Mr. Rea-
gan’s ideas to “an excessive plague of
economists,” in seeming denigration of the
whole profession. This was strange in view
of labor’s own habit of invoking the views

of economists it finds congenial.

_But there were hints of realistic thinking
behind the formal opposition. More than one
labor leader winked at the results of the last
presidential election, won by Mr. Reagan
with admitted backing from much of the
unions’ rank and file, and said the new ap-
proach to inflation and lack-luster produc-
tion deserves a chance. Secretary of Labor
Donovan, at the AFL-CIO conference, said he
found this moderation to be the attitude of
about half of the executive council. More sig-
nificantly, some union leaders were willing
to be quoted to that effect, whatever the of-
ficial AFL-CIO line. -

Not that the relationship between labor
and Reaganomics is likely to be a honey-
moon. Some of the willingness to see supply-
side economics tried is in the expectation
that it will fail spectacularly, causing a re-
turn to policies more in line with the unions’
priorities and leading to a reversal of the 1980
political results. The AFL-CIO, meanwhile, is
groping for ways of waging a more successful
electoral campaign next time.

And outside the AFL-CIO, in the troubled
precincts of the United Mine Workers, Mr.
Reagan could face one of his stiffer chal--
lenges. UMW President Samuel Church
threatens a nationwide coal strike to fight
any effort to “gut” the black lung program,
for which the president has proposed new re-
strictions. This kind of extremism, fortunate-
ly, does not seem to have infected much of
the labor movement.
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Soviet and US Defense
Activities, 1978-79: .\
A Dollar Cost Compa son

The military ﬁ't‘;bhs meits of the USSR and
Unitc4 States are difficult to compare because they
diffr 1 so much in missions, ¢tructure, and chifhcteris-

tic . /. ¢ ¢ snmondenominator used for co: aparative

sirfe, s impcrl'cct and its limitations must be\mdcr-
sto 1 in interpreting such comparisons. The approach
taken Lere s to comparc the defense achvmcs of the
two ccyatries veing the familiar commen denbminator
of doliar cost. , : {
is
This paper prcﬁcnts esum'ﬂcs of whal it woul msl to
produce and man in the United States a military force
of the rame size and with the same weapons inventory
as tf at of the LISSR and to operate that force as the
Sovicts do. It then compares these estimates with
knowv:n US defense outlays. This approach provides a
gen Y appreciation of the relative magnitedes of the
defc  octivitics of the two countries, Doll- cost data
ale  wide a means of agpregating elements of each
cors v's  ilitary program into comparable categorics
ar+ < nshow trends and relationships between
the tv o defense estahli-hments that are difficult to
di<c~tn and m~asutc in other ways.

Dcf  itions

The fensc activitics used in this cemparison cncom—
pascs t’ = following: -

» National seemrity programs that in the United States
would be fonded by the Department of Dcfensé.

» Defensesrclated nuclear programs such as those )
funded in the United States by the Deparlmcnt of
Encrgy.

. Sclrc‘iv’c Service activities.

. Thc dcfénec-related acuvrllcs of the US Coasi Guard
" and the Soviet Border buards

compa fison:

L]

" e Military retiremicnt pay. which reflects the cost of

past rather than current military activities.

* Space activitics that in the United States would be
funded by the National Acronautics and Space
Administration.

« Civil defense, foreign military sales, and military
assistance programs, except for the pay and
allowanccs of uniformed prrsonncl cngaged in such -
programs, _

» .Vetcrans® programs.

e Sovict Internal Sccurity Troops who perform police
functions and Sovict railread and construction troop
who are not directly involved in national security
tnatters.

US Data

US data are derived from the US budgcl and The Fivc
Year Defense Program issued by the Department of
Defense in September 1979. The US data have been
convertcd to calendar year outlays, and defense-
related activitics of thec Department of Energy and the

Coast Guard have been added. All data are.expressed

in constant prices to climinate the effects of inflation.
The US figures in this report, therefore, do not match
actual defcnse brdpet authorizations or appropriations,

Estimates of Soviet Dcfense Activities

The dollar costs of Soviet dcfense activities are
developed on the basis of a detailed identification and
listing of Soviet forces and their supporting, elements.
The components that make up these forces and their
support arc muluphed by estimates of what thcy would
cost in the United States in dollars. The results are
then aggregatcd by mlhtary tiission and by resourcc
category 3

— e
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fhe i /
e rehabiiily of llfc esllmales depends on the
precision and accuracy of o estimates of the Sovict

wtlvmcs and the cost factors applicd to that data base.

. in sum, we belicve that our dollar cost estimate for

total defense activitics is unlikely.to be in error by morc
than 10 percént in the current period or by more than
15 percent éarly in'the decade. This judgmcm while
zided by the use of statistical techniques, nonctheless
comtains'a largc sul -« tive clemient. Morcover, the
wargin of error can be much wider for some of the
ndividual items and catcgorics. We are more confi-
ent in the higher levels of aggregation than in the

* {ower ones, and within the Jower levels our confidence:

varices from c'ncgory to catcgory
\We place our hlghcst confidence i in the estimaic of the
ay and allowances for uniformed personnel. Thesc
osts represent about 35 percent of the fotal estimated
ollar cost of Sovict defense activities for the 1970-79
1 ariod, We obtain these manpower costs by applying
US factors for pay and nllm’wincg:s to our cstimates of
Saviet military manpawer. Sovict milifary personnel
rforming dutics similar to those of US connterparts
assigned the <ame ratiee of pay as their
sunterparts. <
¢ also have snbst ntial confidenée in our estimate of
 tal military investment, which rcpncqcnh about 30
ercent of the estimated total doMar cost. The invest-
ent category incli 7 the procurement of weapons
wd equipment and the construction of facilities. These
NMar costs are based psimarily on detailed estimates
” Soviet s capons production rates and chnr'\ctcrislm
" % ean be ascertained with confidence through
* trlliecnng n‘\clhf.\ds. .
Httiough we have contined to makc 1mprcwcmcnls in
our estimates of oper wtion and maintenance (0O&M),
t<, which drc about 20 percent of the total dollar
cstimate, we remain smewhat less Gonfident in these
<timates than in thosc ™~ investrdént:

The c=hmaled dollar costs far Soviet réscarch, dcvelop-
ment, lcslmg. Qnd evaliation (RDT&E). whichate
dcrived in the aggregate using a less certain method-
ology, shorld. be regarded as qgmf' cantly Iees religble
than those fof Either investment of operating, The level
and trend of thesc estimates, “however, are consmcnt
with the judgmient, made with high confidence. that

growing.
\

P

-

lhe Sovu:{ mll!(ary RDT&E cffort is large and

<« " g

= A .
I_?q"ar Costs and Military Capabilities
US dcfense expenditures and our estimates of the
do“ar costs of Sm'lcx del‘cnse activities are measuses of
the annual flows of resources devdted to defensc. Such
measures can be used to comparc the overall magni-
tedes and trends of the defense activities of the two
coumnes in terms of resource inputs. They have an
important advantage over many of the other input
measures—such as the numbers and types of
v.capons——-m that they arc a common dcnommmor
which permits aggregative comparisons. Dollar cost
valuations, for example, take into'accouat differences
in the technical characteristics of military hardware,
the number and mix of weapons procured, manpower
strengths, and the nprr'umn and reniping levels of the
forces. ¢
Put doMar valuarions stitt measure input rather than
output and should not he nsed alone as a definigive
i asurgof the rqla;l\'c cffe~tiveness of US agd Soviet
fo ces. Assessments of capability must nls'n/gkc into |
account strategic doctrine and battle sceniirios; the
tactical proficiency, readiness, and morale of forces: |
1! - numbers and effectiven. ss of weapons; logistic
factors; and a host of other considerations. As with
other input measures, dollar valuations arc probably °
n ore instructive as gencral indieators of changes in the
military capabilitics of the two nations® forces over
tiric than as indjcators of the comparaiive eapabilities
of the forces. »

!

-

I

llar Costs and Sovict '~ rpnons
Estimated doWar costs do n t measure ncuml Saviet
dcJense expenditures or their burden on {he Soviet
cconomy. The: ¢ questions gre 9ddrcs~¢-d by dlffcrcnt
analytical technigues thist pcld estimates of the ruble
costs cf Suwcl military programs, ’

™

» s

Slmllarly. dollar. cost analy m docs nnt reflect the
Soviets’ view of lhc distritution of their defense cffort.

-Ncnher the systemof accounts nor the <tructurmg of
_-expenditiires by mihtary mission is the same for the

Soviet Ministry of Defensc and ‘the us Dcp'mmcnt of
Defense. In 1dd|tmn, the shatp diffcrences between

. relafive prices of various defensc activities in (he . :

United States and lht- UISSR affect the dtstribittion of

2
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dcfcnse expcnduure' umﬁcamly HOW th%SO\'Icts g
view their own defense effort is be<t inferred from
estimates made in terms of rubles, not dollg‘rs.

Thc data pfcscmeﬂ hérc are cxprcsscd in constant
dellars so that trends in cost estimates will reflcet teal

_ch¢ nges in military forces and actmtlcc rathier | than

the effccts of inflation. This paper uscs prices that

. represent the purch'\smg powcer of the dollar for

defonse gmd° and scrvrcc: at midyear 1979.

~ N 5 & .
]

Deter Cost Compnrlsm . g )

e

) Anpn'gate Defense Costs . :
- For the 1970-79 dccadc the cumulative cstlm.ltcd

dollar costs of Snvm defense activitics cxcccded us
outlays by almost 30 pereent. The trends of the defensc

Lactivities of the two countrics, morcover, diffcred

markedly, Fstimated in constant dolars, Soviet de-
fense activitics increased at an average annual rate of
3 parcent.! While growth rate€*fluctuated somewhat
from year to year~reflecting primarily the phasing of
major procurement programs for missiles, aircraft, and
ships- the pattern was onc of continuous growth
throughout the dCC’IdC Evidence on wcnpon systems
currently in production and development, contmumg
capifal conclmcuon at major defensc industrics plants,
amd the increasing costs of modern weapons indicate .
that this lnng-n-rm trend in Soviet defense activities;
will continne ifita'the 10205 at abqut thie same rate of
growth,

In contrast, the ttcnd m us oullays was dnwnward for

- most of the period: US outlays fell from the heginning

of the decade unitil l976 Since then thicy have  grown
somewhat, as mcreases in procurement, RDT&E and
O &M offsct connnumg declines in military pctsonncl
cocl‘; and in constructmn

Ax a resufi of these dlvcrgmp trcnds. the cstimiated. .
doltir costs of Soviet defen«c activities caugh p with
US dcfense oullays in 1971 and exceeded thembya
-widcning margin through 1979.1n 1979 the Soviet

tofal was about $T85 billion, approximately S0 pcrccnt

higher than the US total of $108 bnlhon.

Ty t nv-tuedin rniﬂﬂ thi= grmlth rafr h 48 petcrnt, rcnccfing!
thedilfer nt ;;{gqj%s;rucx re in the Soviel Union.

pay rates) are excluded from both sides, the estimated
dollar costs of Sowct defense activities exceed US
outldys in 1979 by 40 percent and dre 15 percent
greater for the’ entire decade. If RDT&E costs
(esnmatcs for which are constdcrably less reliable than
those for other activities) are excluded from both sides,
the estimated Seviet doMar cost total exceeds the US
total in 1979 by about 45 percent and is 25 percent

. greater for thc dccade

T he Index Nmnber Pmblem )

Evaluating the defcnse activities of both counlncs in
dollar terms introduces a basic méasurement problem
common to all intc‘rnnlubrial €conomic comparisons and
known to cconomists as the index number problem.
Because of this problem, a comparison will yic -
diffcrent results dcpcndmg on which country’s pricee
are uscd. Given differént resource endowments and

technologics, countries tend to use more of the

resources that are relatively cheap--and less of thaer
that are rclatively éxpensive - for a given purpose.
comparison drawn in terms of the prices of one canrs
thus tends to overstate the rclative value of the
activitics of the other. This tendency is more pro-
nounced the greater the disparity between the two

"countncc resovece endowments and technologics.

The degree of overstatément of Sovict defensc activi

" tics relative to thosc of the United States inherent it

the dollar cost cnmpamon cannot be measured pre-
'C|scly We can nhnm an appreciation of its magnite !,
howevecr. by the reverse calculation- that is, by
computing the ratio of Sovict to US defense activit’
mcasured in ruhle cost terms, which overstates US
dctivitics relative to Soviet. Whereas our dollar cost
comparison shows the total cost of Sovict defense
‘activities in 1979 to be approximatcly 50 percent
higher than the US total, a rul;lc cost.comparison
shows it to be 1b0ul 30 percent higher..

Economic lmpact qf’_ Defense Activities

Although no single measire deciirately-describes the
¢conomic impact ‘or burtlen of defense activitics, .
defense spending as a share of GNP is often uscd for
this purpose. This measure uscs each country’s own
pnces to reflect relative scarcities and el'ficu:l\cics in

‘production. Measared in 1970 rubles'and calculated at

factor cost, the Soviet ¢ = activi® + 16iq Tin
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Wititery Forces ? . RDTaE
9 e doflar cost estimates 6flect the cost of producing and mann'ng b the US a vnﬂinry torce of the same size
“Bfvd wnapona inverilory. a3 ihe Soviet force and of operating thet force as the Soviets do. The codts shown for
‘military forcen are invesh 1 and operating costs excluding penainng; they are best esfimates, with posmble error
marging displayed, Tha costs shown for Scvist RDTEE are estimates derived n the aggragate, using @ lean coftairt
. methodology, becavse they provide only rough m o9, thoy are ahi soparately from the doliar costs of
" military-forccy. The US defense coets are in torms of outlays based primarily an the Depanment of Delense Total .
Obfigational Authérity (FOA) in The Five-Year Delonge Program. Septombar 1979. The estimated doltar Gosts of
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l!lln report A peroent
Saviet GNP throughout the decade of the seventles.
Defense activitics in the United States sccounted for

" approximately 8 percent of US GNRin1970 ml L)

percent in 1979, . " Q.

ﬁesoi:'fré Compnrlmu

Soviet and US defense activitics can\bc ‘compared in
terms of the major resource categoriés—military
invmmcnl orcmting. and RDT&E com‘ T

. The chﬁlmcnt ca!cgory covers the dollnr cost of the
procurcmcm of equipment (including major spare
parts) nnd the construction of fucilitics, Investment
costy rcprcccm the flow of equipment and facilitics
into the defensc establishment, They are not an
lﬂdl""!lOﬂ of thc siz¢ of lhc forcc in any gwcn year.

e The npcmling cntcgnry covers the com nssociated .
with maintaining current forces (mc\udinn personficl
costs), They are direcily reélated to the'size of the
forces and to the 121 el of their 1ct|vny.

o The RDT&E category covers var]ety of activhies
incinding r'p'nrlng new tecknologies, developing
advarced viespan o> ciems, and vmrmvimz existing
systems.

Villitary Investment, The trends in mllimry investment
in both countries followed those for the respective
totals aver the decade of the seventies, US investment
felt sharply from 1970 to 1976 but then grew by more
than 3 percent per year.until thc end of tlic period.
Sovict investment showed an upward'irend but dis-
played cyclesin annunl growih rates that were retated
to the phasing of major procuerement programs—

"M those for miesiles and aircraft. The esti-

mat * M Mop et £ s i 4tnt program rese

thivtiabo o ¢ CTHsproce® tntadse 0 e 10
~inthe e 19808, »

Tﬁc wiimnge 'd(\“ﬁf cost nrsovw‘ m"“ﬂf)’ in‘ﬂtmeﬂl

great mmpam! 1~ IR epending by 80 percent in
1979. (Thediffcrer  wasas large as 93 :percent in
1976.) Ovet lhc de dother 110 1od doflar costs
ot larget than comparble US outlays:

: com ‘made up the largest share of {he total defense

. from 1970 to 1973, reflocting the scaling down and

. mated Sovict dollar costs for operating, on the other

" total by IS pcrcem

. militccy RDT&E 1Pruglam The available info ym~ "

- 1970-79 period. This as

_ approximasaly ons ard ane-kalf fimea the U7 )

ting Costs, Meatured in dontr terms, opmtlu_
costs {or both countries.’ US outlays declined rapidly

evéntual termination of the Victnam involvement.
Since then, growth in.O &M costs has partially offset
the continuing decling in military personnel cos

slowing the decrease of 10tal operating costs, Esti-

hand, grew continuously during the period —reflectin
growing force levels-—and exceeded those of tl
United Slatcs by & widening margin after 1971,
1979 they were 35 percent higher than compar bl 1)
outlays. Over the entire dccnde. thcy evceedetth UG

RDT& E Falimalcs ol‘ the dollar costs of Sowcl
RDT&E arc derived in the aggregaté using a le<s
certain mc'hr\d(ﬂngy than the other estimates in this
asﬁcssmcm Although we consider the estimates to he
less precisé, it §s clear lhrc Is a substantial © ’

on particiifar RDT&E projects and published Sovict
statistics an selence indicaté that military RDT&E
cxpenditures were both large and growing during the
ment I8 reinforcad 1 /
evide ¢ onincreases in tl - manpower and i ilirg
devoted to Soviét military RDT&E programs. US
outlays for RDT&E, on the other hand, declin 4
steadily over the carly years of the peried, bzl

turning up in l911 As a result, the estimated  nliar
cost of Sovict RDT&E activitics over thedec  + s

Military Aanpower

The Soviets historically have maintained a las
stnnding force that has a broader ranpeof re - 3V
Tiies thon o= ghe 1S ilit ry. The v ifoe s

! 1 strength of S aviet fore~ in 1979+
estimated to be 4.3 million  abaut! TR AL
The Sovict f‘gunre includes thefive ~ oA 1 of
the R dityo P the ! Pord '
? This results fm llu vge of US pay ratr¢ in estimating ¢ "nr
operating stefopthe UL 7 Inrubinter t

oy 1 d*)mﬁlutea T NI O “,,,5.... ral

f :m cusie
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The USS‘R line excliiden Internat Qecumy?room and conatruction troope=~
well over half a million men=who do not fill whet in the US would be con-

sidered naticnat ncun(y fotes

X

which are subordinate-to the Committee for State
Sccurity but have some military responsibility. Well
over a half mitlion men in the internal security forces of
the Ministry of Internz! Affairs and in railroad and
constrirction troop units are not included in the
comperison, bécause th - do not fill what in the United
States would be ¢encidered national cccumy rolcs.

Military nnnmwu frends ba'rn"clcd those for total
costs in the {wo defensc establishments, Estimated
Savict military manpower grew by more than 400, 000
men between 1970 and 1979, The largest increase—
200,090 men  -occurrc | in the Ground Forces. In
contrast, the level of US mlhtnry manpowcr has fallen
every 1 reinepihe © Kk of the Vietnam builinp
from 21 M qm ¢ 27010 7 1 millien in 1979,

Mrlunr; Mie<idp Compamou S
Commnson of Sovict and US activitic an also be
made by US ncébiirting deffnitions, which arc vsed to
array defence atithorizations by the missions they are
designed to support. The migsions in thi section follow
the gridelin m the Drjerwg i’lannlng and Progranp.

Defensc in Novfihbcr 1979

e

Forcw. ‘i'hls mission mchides ali

" ansignicd t€intercontinental attack; strater
and strategic control and surveillance, blu
_ peripheral attatk forces, but excludes

level of Sovict aélﬁmy for strategic fo

the Sovlet npheral attack forces, for wh
United Sta es has no counterpart), in-* u
dollars, was two and two-thirds times tha

* United States avér the 1970-79 period and
_ times the US level in 1979. If Soviet peri;

forces are included, the cstimated dollar

-~ Soviet forces were three times thec =

oullays over the period.

Wlthm the strategic forces i mission, inte
attack forces accounted for about 35 parc
total dollar cost estimate of Sovict strater
the period. US outlays for intcrcontinen
forccs accounted for 65 percent of US
outlays for the period.

Estimated dollar costs of Sovict intcreor i

" activitics dipped in the carly 1970s with ¢

of third-gencration ICBM dcployment
rosc sharply in the mid-197Cs with the
fourth-generation systems. As the Sovi
deployment of t! gir fourth-gencratinn
estimated dollar cost of intercontiner
again before rising sharply in the mid-!

‘Soviets are expected to deploy the - 7

now in dcvelopment.

Our cost estimates for intercontinental -
rcflect a substantial difference in the

the Sovict and US forces. During th- -
forces accounted for morc then half »

_dollar cost of S wict intercontingnt-!

compared with only abouton  fifth i -
States. On the other hand, broher £
about'onc-third for the United St 1 ¥,
percent of the Sovict total.’ In évery s c»r
the dollar costs of Sovict proprrms fer ¥
ballistic missile submarines ~ cead 1 th
Unnwd States, but the dollar costs of €
wera lower than comiparable US ontlays
3 Backfirc aircraft assigned 10 Long Ringe Aviat’

eripheral attack forces, and those assigted o> *
1 yrneml purpese forces,
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us and Sovlai Forcen for lnmrcontlnénm Mtack

A compuridon of US outlsys with estimated dofiér conts
of Sc.tcl activities if dupllcaled.in the l.lnmd States
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The intercontinentsl attack missinin ia defined according to the US Deterse F'l'nm;ing. and Programming Calegories
of November 1979. with minar adjis'mants maio {0 attarn comparnstulily. Coria for pengione, nuctesr matansls for
warheads, and RDTEF of both sidoe ara errluded. The perpheral ata: k {orcer ¢ f the USSR are sleo excluded. -
e S 5 o
ECTETEDE 2 R ¥

of the total doll cost of the Sovict strategic mission.
(Peripheral attack forces include medium- and
- intermediate-rnge ballistic missiles, medium bomb-
ers, and snme older ballistic missile submarines: These
forces arc agsigned stratepic targets on the psriphery of
the Sovict Union.) , :
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E<timnted costs of Sovict forces fof strategic defense
_acraunicd for roughly half of the dollar costs of the

S atepie mi during the décade. US outlays

for strategic defer - son the other hand, accounted for
only about 15 pereent of US stmegxc mission omlays
during !bc'p-nod Sovict slralcglc deferise activities -
during 197(

strategic defensc activitics declined durmg thé pcnbd'
the dollar cost of Sovict strategic defense
reaced f rom five times USvoutlays in 1970
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Pcriﬁ—%@form accounted for about 15 percent

-79 remaincd at a high level, whils US|

General Purpa<e Forces. This mission includes al!
tactical air, paval, and mobility (airlift and c~ali

forces. Fstimatcd dollar costs of Sovict activities

general purposc forces (exclusive of RDT&E) ha
cxceeded comparablc US outlays since 1970 alt’
the absolute difference between them has re i
relatively constant since 1973. For the deca , tt
Soviet total for this mission was about 55 pereent
higher than the US total.

Within both the Sovict and the US gener |}

| gad
forces, Iand forces acconnted for the 1 e
The estimated dollar - * of §

forces increased steadily throixghout the peried.
Outlays for US jand forces contined to drc  fr
Vlelnam ra'hlgh until 1973. Since 1973 ¢F  h
grown at a indtﬂeratc rate.
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of Novembe 1979, with minor sdjurtmenta made (1 attnn
w sheade = 'R "LE gf toth pides are pvcf-ded,
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fisioi meap jucln Viatactical air fore ) <howed
ive esnttren ! US onttays for this missin o1l patil
1972 and then vere relatively constant for the rest of

the decade, The estimated dollar, ¢osts of Sovtet

encral puepase naval forees also declined until 1973
b ut then grew a a rapid rate for the rest of the decade.
Asaresultof th sc trends, the estimated *olar costs of
wi ( activitic in 1979 were more than 15 pereent
ioh ~r than US ontlays: Over the whele decade they
nar i ly equal to US eutlays (If the ¢osts
feh 1R paerde nd their adsociated ireraft were
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doVar costs for tac i 1 ¢ forees hy 20 percent—a
cnnside ~bledenr <" > 1970, Over the dzcade, US
ontlays were about or " ird more, (If the US carriers
and their associated aire . ft were exchided, estimated
Sovict dollar ¢rsts went - be 35 pereent higher than US
outlays in 1970 ant <+ ~=t hicher for the peried as
a wholz.)

Suppest Forees. In ' " on 1o the training, mainte-
nance, major head ¢ - ~n Iogistic activities nor-
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Both countri stmcturc thelr forca ‘hot only _m"n 1

““ajor East-West war buf also for other possible H
_ conflicts. For exampic. bétveen 10 and 15 perccnt of )

. , (he estimated doflar cost of Soviet <fense activities. ¥

‘ ( cxc!udmg RDT&F_) is for units thot we beligve have,

. . primary missions against China. 80th of thesé forces

‘ . « 150 ould he used to mcd other contihpgencies.
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Estimates of the dollar cosls ol‘ Sovxet cfcnsc'gcﬁvmes
ere revised cach year to take into 2 coBunt new
infermation and ncw assessments of the size, composl-
tion, and tcchmcal characteristics of ﬁlc Soviet forces
an? ~ctivities, as well as improvemcats in coslmg
mct‘mdnlnglcq The US data used for comparative |,
purpases are slmllarly revised each year to take into
ace unt changes in The Five Year P&femt Program
and the Nefensc Planning and Programming Catego-
ries Roth the Sovict and the US data arc updated
an uolly toreflect the most recent 1 rice base.

This year's estimate of the dollar cost of Sovict defense
activities far 1978 is about 9 percent higher than the
estimate for that year in last year®s - ' lication. Almost

§ all “the © pereent difference is 1} result of changing
fi 21978 toa 1" 79 price basc, refine nts

nm - <incé our last report inour ;. essments of Soviet
d  nermoactivities and theircosts ot » year 1978 have

t  "rVisraappr iablc change?  our estimate.

I Aers making cumulative énmy  sicons with pre-

vi - reerioasnf (Mep port shon!?  aware that this
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