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THE WHITE HOUSE 

September 21, 1981 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

DAVID GERGEN 

Budget Speech 

.... 

Here's a draft for your consideration. Portions of 

it are drawn from earlier materials prepared by Ben 

Elliott and Tony Dolan. We are working now to fill in 

the numbers. 



(Gergen) September ~~, ~~o~ 

DRAFT SPEECH . ON THE BUDGET 

Good Evening. 

I want to return tonight to a subject that continues 

to be at the top of our national agenda -- and that is the 

state of our economy. 

Over the past eight months, we have finally begun to 

see some bright blue spots in an overcast sky: 

At long last, inflation has fallen below double 

digits. Pressures are easing on both food and 

fuel prices. 

There are over a million more Americans at work today 

than there were late last year. 

The flood of new government regulations has been 

cut in half. 

And in a week's time, you will begin to feel the 

first effects of our tax reductions that Congress 

enacted this past summer. Your tax burdens will 

actually begin heading down -- not up. And as 

small savers, you will be able to take advantage 

of some excellent opportunities to build a nest 

egg in a . savings and loan institution or in a 

private retirement account. 

All of this is welcome news for a country that has been 

battered over the past decade by the highest inflation in our 

peace t ime history a nd by some of the worst recessions in this 

century. 
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But you and I know that we are a long, long way from 

full economic recovery. No one can rest easily when mortgage 

rates for new homes are so high th~y are pricing over 

90% of young families out of the market, when half of the 

young black men and women in the job market can't find work, 

and when ntany small businesses are up against the wall. No, 

the bitter inheritance of the 1970s will remain with us in 

the 1980s a lot longer than any of us would like. 

With your generous help -- with thousands upon thousands 

of phone calls, letters and the like ~- the Congress this 

summer approved two major pieces of legislation, a spending 

bill and a tax bill, that will help pull us out of our 

economic mire. Those measures, however, will take time to 

work. We must be patient; more than that, we must remain firm 

and steady of purpose. 

Tonight, I want to talk with you about the next step 

in our plan for economic recovery -- and that is a major 

effort to shrink the size of government deficits. As I have 

said many times, we will never get the cost of living under 

control until we get the cost of government under control and 

that means we must bring the federal budget into balance. 

When I sought ele ction las t yea r , I pledged to you that 

I would work to put Washington's house in order. We all knew 

the task would be di =ficult ; we knew that spec ia l interests 

were deeply entrenched in thi s city; we kne w there would be 

cries of pain. 
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But we also knew something else that was far more 

important -- the job just had to be done. The road we've 

been on these past years is the road to'bankruptcy. Unless 

we make a new beginning and stick to it, we will one day 

see a collapse of our economy -- an economy that was once 

the wonder of the world. 

And so, I've asked myself and my cabinet: 

If not us, who? 

And if not now, when? 

The time for action is upon us. The other day, Senator 

Pete Dominici of New Mexico, chairman of the Senate Budget 

Committee, visited me and recalled the comment of Joe Louis 

before he stepped into the ring against another strong 

heavyweight, Max Schmelling. "Well," said Louis, "he can 

run but he can't hide." 

And Senator Dominici turned to me and said, "Mr. President, 

that's just what we're facing on runaway federal spending. 

We can try to run from it but we can't hide. We have to face 

up to it." 

He's right. We no longer have the luxury of hiding from 

the truth. 

The truth is that we have allowed things to get badly 

out of kilter in Washington. I can well· remember the years 

just after World War II when we tried to live within our 

me ans. The f e deral budget was nea rly always i n ba l ance . 
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We spent what we needed on essentials like national defense --

we were then the strongest power on earth -- but we carefully 

held down other commitments. And those turned out to be 

golden years -- years when America was held in awe, when we 

had low inflation and we enjoyed the greatest economic boom 

that man has ever seen. 

But during the 1960s, we embraced a new philosophy. We 

decided that we would send a man to the moon, that we would 

rebuild our cities, rebuild our housing stock, cleanse our 

environment, lift everyone out of poverty -- and fight a 

faraway war. 

Each one of these was a noble aspiration. Each one 

standing alone might have succeeded. Our mistake was that we 

tried to do them all -- and all at the same time. 

The result was a massive explosion in federal spending. 

It took 170 years for the Federal budget to break the $100 

billion barrier -- that was in 1962. But then it took only 

eight more years to pass the $200 billion mark, another five 

years to hit $300 billion, years to pass $400 billion, 

and so on. Today, our budget is seven times as large as it 

was only two decades ago. 

~When President Eisenhower left office, there were about 

a hundred federal programs on the books. Today there are over 
~\ 

8 O O j More than half the people in our country are now receiving 

assistance -- directly or indirectly -- from Washington, D.C. 
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The truth is that we have allowed demands to far 

outstrip our resources. No country can continue down that 

path very long without paying a frightful price, and we are 

no exception. 

Now, how have we paid for all this spending so far? In 

many, many ways -- some of them hidden from view. 

For one thing, we have disguised the cost of new social 

spending by steadily reducing our commitments to national 

defense. As this chart shows, national defense back in 19 

represented some % of the federal budget, and non-defense 

spending accounted for only 9-
0 • Today, the figures are 

exactly the reverse: defense has sunk to % and non-defense 

has soared to ~~% of the budget. 

This neglect of national securjty has come in the teeth 

of the Soviet Union engaging in a massive buildup of arms. 

And with that has come a loss of our prestige and power across 

the globe. We now live ina much more dangerous era. That is 

why I believe that in order to preserve the peace, we must 

begin rebuilding our armed forces. 

Now, another way we have paid for our spending binge is 
! 

through higher and higher taxes. L}n 1965, the average family 

of four paid $1,500 a year for federal 

taxes; today, that same family pays out four times as much -~-; 
··-----.; 

and that's after inflation. 

This rising burden of taxation has smothered incentives 

to save, get ahead and invest in the future. 
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In fact, our savings rate is now the lowest in the 

industrialized, free world. And that is why I have thought 

it so essential to begin reducing the tax load evenly and 

fairly across the board. The tax bill that goes into effect 

next week represents the biggest single savings for the 

American taxpayer in our history, and it will be good not 

just for you but for the economy. 

Now, there is still a third way that we have paid for 

the explosion in federal spending of recent years -- and that 

is through more and more deficit financing by the federal 

government. 

This chart shows just what has happened with out 

deficits. Just 10 years ago, the U.S. national debt stood 

at $ 400 billion. This month, the national debt will crash 

through the one trillion dollar mark -- more debt than all the 

rest of the world's governments combined (?). Just to pay the 

interest on our national debt now costs us $ 
~~~-

a year in 

taxes for every man, woman and child in the United States. 

And these deficits have been the driving force behind two 

of the worst plagues in ou~ economy -- high inflation and high 

interest rates. To pay for deficits each year , Washington 

either has to print more money -- which means more i nflation 

or it has to borrow, which means higher.interest rates. 

Usually, it has done both. 

For y e ars, then, fre e -spending pol itic i ans in Washington 

have been giving you fancy ~ew programs with one hand ~- and 

then with the other, they have been qui e t ly robbing yo~ of the 

b e nefits. 
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"Spend and spend, elect and elect" may be a great way to 

win at the polls, but it's a lousy way to run an economy. 

Thus, when I campaigned for the Presidency, I said that 

two of our highest priorities for economic recovery must be 

these: 

Lower tax burdens, so that we could unleash a new 

era of savings and investment in new jobs; 

And lower spending so that we could put an end to 

deficits and high inflation. 

The spending bill that the Congress passed earlier this 

year, saving some· $ 37 billion, represented encouraging progress. 

It was a landmark in turning us in a new direction. 

But I pointed out last spring -- and I have said repeatedly 

since -- that that was only the beginning on a long road to 

recovery. Still more savings were needed and needed soon. 

Even now, tnere are many in the financial markets who are 

jittery because they see deficits piling up into the future. 

History tells them that the politicians in Washington just don't 

have enough courage to balance the budget. 

You see, the federal budget has become lik e a huge truck 

careening down a mountain road out cf control. In the past 

several months, we've started to put on the brakes -- but we've 

only slowed the truck down, we haven't stopped it. 

What most of us have he ard and seen so f ar has been the 

first squeal as the brakes have been applied. But what's 

bothering investors and borrowers on Wall Street is tha~ they 

think the t ruck is s til l go ing t o c r ash . 
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Tonight, I want to propose a program to put the brakes 

on more firmly over the next three years. This is a program 

that will help to bring the budget gradually under control 

and then into balance by 1984. 

Before I took office, federal spending was projected 

to increase by a total of some $300 billion between 1982 and 

1984. To balance the budget and put our house in order, we 

must cut that overall growth roughly in half. 

And please note that I said we must reduce the growth 

of spending. Some people try to confuse the issue by saying 

we are trying to cut current levels of spending. We're not; 

we're simply trying to hold down the growth -- or, if you will, 

applying the brakes to that runaway truck~ 

The total savings I am proposing tonight amount to $70 

billion over the next three years. In coming mont hs, I will 

outline additional savings that will bring us up to the total 

amount necessary by 1984. 

Now, here is how I propose that we achieve these savings 

of $70 billion: 

First, I propose that over the next three years, we trim 

increases in national de fense by $ 1 3 billion. I must confess 

to you my reluctance to cut e ven this much because our a r med 

services have been so badly neglected, but the Secretary of 

De f e nse has a ssured me that he c a n stil l me e t our most 

c r itical needs o f our rebuilding e f f o rt. 
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And we also agree that like every department of government, 

Defense has room to improve its managerial efficiency. 

Second, I propose that over the neit three years we 

reduce the size of the federal work force by 75,000 people 

a trimming of some 6.5 percent. Most of it can come through 

retirement, but where appropriate, we may have to lay some 

people off. I see no justification, for example, for having 

over a thousand people in the public affairs offices of the 

Agriculture Department or over 400 specialists in international 

affairs in our domestic agences. Let me stress that in reducing 

the federal work force, I want to focus on the bureaucratic 

overloads here in Washington -- not on essential federal 

personnel who are delivering services directly to you out 

across the country. 

Third, I propose that we move swiftly ahead in dismantling 

the departments of energy and education, as I promised in 

the campaign. Several of the activities in thcise departments 

are important, and we will preserve them elsewhere in the 

government. We will also continue undiminished in our 

commitment to energy development and conservation and to 

quality education. But I see no reason why taxpayers must 

finance all of the extra bureaucratic overhead that creation 

of these departments has brought. 

While we're at it, I also believe we must shrink the 

size of government in other are as by terminating some three 

dozen boards and commissions that have fallen into disuse or 

duplicate othe r work. 
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Fourth, I am proposing that we phase out general revenue 

sharing over the next three years. Revenue sharing in 

principle is a good idea; members of my·party have been among 

its chief architects. But let's face it: Washington doesn't 

have much revenue to share with state and local governments. 

In the long run, those governments will be far better off if 

Washington balances its books and cures our inflation. 

Fifth, I am asking all departments to join in a special 

belt-tightening in the coming fiscal year, 1982, to save some 

$9.5 billion. This money will be saved in what Washington 

likes to call discretionary accounts -- programs that provide 

a variety of non-entitlement services. Exemptions will be 

made for special, vital services such as veterans hospital 

care and the FBI as well as defense, which is covered elsewhere. 

The overall objective here is do everything we can to hold 

the 1982 deficit to our original target of $42.5 billion. 

Sixth, I am publishing tonight planning guidance for 

every department and agency for additional reductions of some 

billion that must be achieved in the next two years, 

1983 and 1984. These guidances do not represent final decisions 

on any single program; rather, they will help to get us started 

on the 1983 and 1984 budget processes and signal the seriousness 

of our commitment to a balanced budget. 

Seventh, I am announcing tonight a sizable reduction 

in Federal loan guarantees -- some $21 billion over the next 

three years. 
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These are not funds that the government spends directly; 

instead, they are funds that are loaned in the private 

market that the government insures at subsidized rates. Our 

problem is that federal loan guarantees have become a form 

of back-door, uncontrolled subsidies that prevent many 

small businesses -- businesses that aren't subsidized -- from 

obtaining financing of their own. They are also a major 

factor in driving up interest rates. It is time we brought 

this practice under control. 

Eighth, I am convening a special cabinet-level task force 

and asking them over the next six weeks to assemble a welfare 

reform package for my review. Secretary Richard Schweiker has 

already been busily at work on this project, and I ·am convinced 

that through intelligent reforms -- reforms that continue to 

protect the truly needy -- we can save as much as $15-20 billion 

over the next three years. 

I can well recall our experiences in California when I 

was governor and embarked upon welfare reform. There were 

many screams from those who claimed that our measures were 

harsh. But over years time, we not only saved the state 

some $ million but benefits for those who were still 

eligible for welfare -- and they were the truly needy -- well, 

their benefits went up some percent. · I believe we can 

make much the same progress on a national level. 

Finally, in this talk on shrinking the size of government, 

let me address a subject t~at is very sensitive: 

and other federal pensions and entitlements. 

Social Security 
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I have told you on earlier occasions that Social Security 

is in financial trouble and we must act to preserve the integrity 

of the fund. I have also proposed a package of reforms -- a 

package that ran into heavy weather in the Congress, especially 

from those who would rather turn Social Security into a 

political football than join in a bipartisan effort to save 

the system. 

Well, our problems in Social Security are like those in 

the rest of the budget -- we can run from them, but we can't 

hide. 

So, tonight I want to grasp that nettle once again 

knowing full well the demagoguery that will follow from the 

other side -- but this issue is too important to play games. 

We simply must shore up the Social Security system so that 

older Americans can be safe and secure. 

Toward that end, I want to make a personal appeal to 

all Social Security recipients and recipients of other 

federal pensions and entitlements to accept a one-time delay 

in your cost of living increases this coming year -- a delay 

until October 1, 1982. For those on Social Security, this 

will mean a delay of three mont hs from July 1 to October 1 . 

For the average recipient, it shouldmake a difference of $86 

or less. But -- and let me emphasize this -- there will be no 

loss in current be nefits, simply a one -ti me delay i n t he cost 

of l i ving increase. 
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I recognize that this request involves a measure of 

sacrifice, but ask yourself: Is it worth it to help save 

the system? I think it is, and I hope iou will agree. 

I also pledge to you this: as we go on from here, trying 

to forge a bipartisan bill for long-term ways to protect the 

solvency of Social Security, I will continue to insist that 

those of you dependent on this system are adequately protected. 

You've worked hard to earn your benefits and you deserve to 

keep them. 

Now, this is a rough outline of what I believe we must 

do in our next round of budget savings. As I've said, this 

total package will reduce the overall growth of spending by 

some $70 billion over the next three years. And as I've said, 

too, we won't stop here. I am optimistic that through better 

management, we can find many additional ways to reduce waste, 

fraud and abuse in government. I have also asked Treasury 

Secretary Don Regan to find ways to save money through 

closure of tax loopholes. It is scandalous, for example, that 

our government loses over $ billion a year because our tax 

collection systems are so lax. You will be hearing more from 

me on all of these matters. 

In the meantime, I know that some of t he items I've 

discussed tonight might have sounded confusing and heavily 

laden with Washington jargon. Let me j ust say that as I made 

the se decisions, I found it very helpful to st i ck to three 

basic rules. Let me tell you what they've been: 
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First, Washington must continue to prov ide vital 

services as efficiently as possible. National 

defense, enforcement of our laws~ protection of 

our human and natural resources -- these are all 

vital. 

Second, as a generous people, we must continue to 

provide a helping hand to the truly needy . There 

shall be no retreat from that commitment. 

But third, we owe it not just to ourselves but to 

future generations to preserve the financial 

stability of our nation. 

We simply cannot a fford all of our good i ntentions. 

Just because a program sounds wise and wonderful does not 

mean we have t he funds to pay for i t . If there is any lesson 

from the past 20 year s , surely i t is t he face t hat we have gone 

so far overboard that we have brought down upon us 

a d e cade of ruinous inflation and unemployme nt. Doe s a nyone 

doubt that i f we cont i nue thi s way , t here is onl y one way it 

will end? 

In my current j ob, I don't get the chance to talk to as 

man y of you as I once d id. Bu t I s til l hear f r om many o f you 

wh o take the time t o write . Those l e tters come f rom many 

different Americans : from a nursing h ome· r e sident i n Flor i da 

who writes about the bewi l der ing way s o f Gove r nment or a 

y oun g black man i n Los Angeles who says he wasn ' t sure a t 

first, but is now con v inced t hat wi th a little r eso l ve an d 
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sacrifice we can walk the road we have charted for the 

future. 

And last week, from a mother in Iowa, came this letter. 

It says, I believe, all that needs to be said about whether 

the spirit of selflessness and idealism is still alive today 

in America. 

"Tonight I am along in my son's bedroom. He no longer 

lives here. These are supposed to be the years to which 

I've been looking forward, but I don't seem to handle empty 

bedrooms well. This is my third. 

"A week ago, my son was still enrolled in the college 

of his choice. Tonight, he is in a strange motel somewhere. 

Tomorrow, he steps onto an airplane which will take him far 

away. He has selected and enlisted in a branch of the 

United States Armed forces. 

"During these past weeks, I have sensed and seen him 

about the process of pulling away, cutting the cord --

getting ready to leave the next. I saw him bequeath some 

valuable possess ions like his penny co l lection and his 

baseball cards. They went to a couple of small boys in his 

Pied Piper following on the block. Lately I have noted that 

comments and remarks directed to family membe rs have taken 

on a gentle tone of voice. I saw him wax his car -- again, 

and he told me I'm a g reat cook ! And so, I now take my 

place among the thous ands of other mothers, who t hrough the 

years, have watched a son leave home to serve h is country. 

Sure l y thei r feelings were not so diffe rent from mine 

tonight. " 
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She went on to movingly describe other thoughts and 

memories and then said at the end: 

"Thank you for taking the time while running a nation, 

to listen to the passions of a mother's heart. I feel 

better now, having shared my feelings tonight. And please, 

will you be especially careful with the country just now?" 

I've answered that letter and promised I would be 

careful. And that is the reason I am speaking to you 

tonight. I made that promise for all of us. 

Good night, and God bless you all. 
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If this were a "State of the Union" address I would po~t 

out that, at long last, 'inflation has fallen below double / a'igits ~ / , 

and that pressures are easing ?n.J2.g,tll ~ cu:ui_~ 2r~.i] Further 

good news would be that ~er a million more Americ~are at work 

today than there were late last year J & have 7 the flood of 

new ~verrunent regulations in ha:iJ] and [n the biggest cut 

in tax rates in our Nation's history will g into effect] 

That tax cut wa~ as you ied by the greatest 

reduction in Federal spending in and that too goes 

These last two items are t I'd like to talk to you about 

tonight - what we have calle Recovery Program." It 

wouldn't have been possib without your help. Your voices were 

heard in Washington a~hey were heeded by those you've chosen to 

represent you in go~rnment. 

In recent ~s a different chorus of voices has been raised 

protesting tha~~ we haven't had economic recovery yet; that interest 
J 

rates are dri~ing small businesses to the wall, and people are 
/ 

unable_ to j uy or build homes for themselves. And all of this is 
/ 

true. y-ut these voices are the same ones that were raised against 
,// 

our p~ogram when it was first presented to the Congress. Now that 
I 

l
' as been passed they declare it hasn't worked·.- Well it hasn't -

I the simple reason that(It doesn't start until one week from 

, ' I o ~ ·r oday..:1 

I 
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But let me be the first to say our problems won't suddenly 

disappear next week or next month or for that matter next year. 

Next week we will start on a road that I believe will lead us 

out of the economic swamp we've been in for so long. But the 

bitter inheritance of the '70's will be with us for a while in 

the '80's. (it will take time for the effect of the tax rate 

reductions to be felt in increased productivity, jobs and 

prosperitJ 

It will take time for the budget cuts to reduce the ~udget 

deficits which have brought us near runaway inflation and in turn 

the ruinous interest rate~ 

These interest rates are hurting all of us including gove r nment. )( ... 
They .will only come down when ~vernrnent no longer is competing in )< -
the money market with people who want to buy or build homes and 

b~sinesses seeking capital for expansion. As this fiscal year ends
1 

for exarnple,~e will have to borrow to pay the huge deficit we 
~ ;l ~~ ~~.a;, ~ a>e::> 
~~-~o inherite~ ~ybe you'll remember we were tOld in March of 19 80 tnat 

~&.;' l~l b~ w~ld ~ baffi?cedJ I\' 
~\1, ~en we presented our economic recovery pro~:O to Congress 

~ we said we were aiming for a budget deficit of S~illion in 

1982;J{ihe proposed budget left to us in January was about double 

that arnou~il ~ell about $35 billion of. program ~~s passed as 

you well kno~ But in the~uphoria of the moment we didn't point 

out immediately that while€;. did get most of what we'd asked for, 

most isn't alJ ~me of the cuts in our proposal were omitted and 

a number of additional spending measures were added during the ,.._.. 

legislative process~ 
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(!he result is that without further reductions our $42.5 billion 

deficit for 1982 will be increased by some $18 billionJ[ihe estimated 

deficit for '83 will be increased proportionatel~ §d without 

further ongoing cuts we can't achieve our goal of a balanced budget 

by 198J~ded to this is the unanticipated increase in the cost 

of borrowing to meet those deficits due to the high interest rates-:] 

It would be easy to sit back and say, "Well, it will take longer 

than we thought. We got most of what we proposed." But that's not 

good enough. Yes~he budget for the comi~g year has been reduced 

by $35 billion and that will mean a $43 billion repuction in 1983 

and $51 billion in 198.g But those budget projections had been 

based on the runaway spending of 1981. ~e rate of increase was 

14~% a yea~~e aim to cut that by more than hai_I] If we don't; 

continued budget deficits will keep interest rates high and 

drastically slow our fight against inflation. 

In meeting to discuss this problem a few days ago, Sen. Pete 

Domenici of New Mexico, _Chairman of the Se~ate Budget Conunittee 

Gcalled the words of that great heavy-weight champion Joe Louis 

just before he stepped into the ring against the German Champion 

Max Schnelling. There had been some speculation that Max might 

be able to avoid Joe's lethal 

can run but he can't hideJ 

~enator Domenici said to 

on runaway Federal spending. 

can't hide. We have to face 

right hand. Joe said, 11Well, he 

me, 11 That's just what we're facing 

We can try to run from it but we 

up to it] 
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He's right, of course. In the last few decades we started 

down a road that led to a massive explosion in Federal spending. 

r;:, ~oMA-t..!. t tookA170 years for the Federal budget to reach $100 billion. 

That was in 1962. But then it only took 8 years to reach the 

$200 billion mark and only 5 more to make it 300 billion. In j 
r: o.1~,s+ J 
~he next 5 we A.. doubled . that. V K 

IJilien President Eisenhower left office there were only about ( 

100 Federal programs on the books - now there are more than aoD ~ 
~~ 

&_ore than half the people in our land are receiving assistance -

directly or indirectly - from Washingto;J {///>;'}~~~? 
It would be one thing if we'd been able to pay for all the 

things government decided to do but&e•ve only balanced the budget 

once in the last 20 year;_:J ~ 
C en years ago our national debt [!;. the 

next few days it will pass the trillion dollar §r interest 

{ihat is 2~:::14 payments alone were more than $74 billion last 
l}A~ 
W..C the total combined profits of the "Fortune 500 companies;" 

the biggest most profitable in our lan~ 

In addition to borrowing we've levied higher and higher taxes 

on our people. ~ 1965 the average family of 4 paid $1500 a year 

to the Federal government. Today the bill is 4 times that much°] 

~ver~ent is the biggest single cost item in the American family 

. -~ tU~ i.. ~ D ~(o~i) 
budge;t~ v~ 

There were other methods used to fund 

experiments. ~ne was to take it away from 

. , 

some of our social 

National Def ens~ Gorn 

being the strongest nation on earth in the post W.W. II years we 

steadily declined while the Soviet Union engaged in the mosb 

massive mi°li tary buildup the world has ever see~ lillin ui th tt. 
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Now with all our economic troubles we are forced to try and catch 

up so that we can preserve the peace. &'overnment's first respon­

sibility is national security and we are determined to meet that 

responsibility~ Indeed we have no choice. 

Well what all of this is leading up to is - what do we plan 

to do? ~st week I met with the Cabinet and we took up the matter 

of an answer to this question=i I'm proud to say there was no 

hand wringing, no pleading to avoid further budget cuts. We're 

all agreed that the "tax and tax, spend and spend" policies of the 

last few decades lead only to economic disaster. Our Government 

must the ways of fiscal responsibility and must do so 

now. ourselves and answered 2 questions - "If not us -

return to 

Ge asked 

who? If not now - when;_;J 

No one asked to be exempt from further cuts. /.9ver the next 

3 years the increase in the Defense budget will be trimmed by 

$13 billion .;] I'll confess, I was reluctant about this because of 

the long way we have to go before the dangerous window of vulner­

ability confronting us will be appreciably narrowed. But(;he 

Secretary of Defense assured me he can meet most of our critical 
• 

needs in spite of this cut;) ~·~~ ~ 
(Fext it was decided to shrink the size ofl\~vernment by~ -,..()( 

about 6'>% - somel7s , oo.o_~~~\oyeeiJ ~f ~his-~ill be attained 
tt~"U ..... ~\'\b ~ ~ 

by not replacing t h ose who relir~ 1 here will, however, be some 

reductions in force simply because we are reducing our administrative 

functions";] 

~ot;.tJP 
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( An example of that will be the dismantling of 2 cabinet 

agencies - the.Department of Energy and the Department of EducatioJ 

\.!:?th Secretaries are wholly in accord with t h§ G ome of the 

activities in both these agencies will, of course, be continued 

either independently or in other a~eas of governmeniJ 

~e also plan the elimination of a number of boards and 

commissions some of which have fallen into disuse or which are 

now being duplicated~ 

G 11 departments are being asked to reduce what are called ~ 
discretionary accounts - programs providing a variety of service~ ' 

~ fj;is does not include what are called entitlements, the payment 

'?ff -f. o f benefits to those in need of helD 

~.i}f.....__ ('Exemptions in these discretionary accounts will be such 

-QJ services as the Veterans hospitals, the F.B.I., etc :J 

Ge intend to make sizaple reduction9 in Fe deral loan guarantees 
\r\ -Hsu\ n ·~ (h'\'\ e..w-t) 

- some $21 billion eve• -&lie Rewa · • years A These are not funds that X 
~~ the government spends directly; they are funds that are loaned in 

~ the private market that the government insures as subsidized rates. 

Our problem is that Federal loan guarantees have become a form of 

back-door, uncontrolled subsidies that prevent many small businesses 

businesses that aren't subsidized -- from obtaining financing 

of their own. They are also a major factor in driving up interest 
' 

rates. It is time we brought this practice under contro:':] 

am convening a special cabinet-level task force and asking 

them over the next six weeks to assemble a welfare reform packag;J 

~ecretary Richard Schweiker has already been busily at work on 

th!§ projec:Jand I am convinced that 

f~~~.~ • 
through intel~~Jrnt r~f orrns 

?~~ 
Lf.tl-~~~t~ 
GU>~W- • , ~ 



reforms 

as much 

-I 
can save that continue to protect the truly needy -~e 

as $15-20 billion over the next three years_J 

r;_n California when I was Governor and embarked upon welfare 
L--

reform, there were screams from those who claimed that we intended 

to victimize the needy. G'ut over 3 years time, we saved the 

tax payer some $2 billion at the same time we were able to 

increase the grants for the deserving and truly needy by an 
- 1 ,-·-

average of 43%j ~was the first cost of living increase they 

had received in 15 years: / I believe something of this kind can 
-~· 

be done at the national level. 

There are other items in addition to planning the reductions 

for 1983 and 84 which we announced would be necessary when we sent 

the economic package to Congress. 

Let us have no illusions. We are going through a period of 

difficult and painful readjustment. I know that we are asking 

for sacrifices from virtually all of you. But there is no alter-

native. Some of those who oppose this plan have participated 

over the years in the extravagance that has brought us inflation, 

unemployment, high interest rates and an intolerable debt. I 

grant they were well intentione~ but their costly reforms didn't 

eliminate poverty or raise welfare recipients from dependence 

to self-sufficiency, independence and dignity. -Yet in their 

objections to what we've proposed they offer only what we know 

now has failed. 
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I believe we've chosen a path that leads to an America 

at work, to fiscal sanity, to lower taxes and no inflation. I 

believe our plan for recovery is sound and it will work. 

Tonight I'm asking all of you who joined in this crusade 

to save our economy to help again. To let your representatives 

know that you'll support them in making the hard decisions to 

further reduce the cost and size of government. 

Now if you'll permit me I'd like to turn to another 

subject which I know has many of you very concerned and even 

frightened. This is an issue apart from the economic reform 

package we've first been discussing but I feel I must clear the 

air. There has been a great deal of misinformation and; for that 

matte5 pure demagogery on the subject of Social Security. 

(More to follow) 



~ElJRSDAY ·EVENING DRAFT: ECONOMIC SPEECH 

Good evening. 

Shortly after taking office, I came before you to 

map out~an for national economic recovery. Tf1.ere · 

we-re four....ma.in parts to O\:W! pre::g:::srm: 

Tax cuts to stimulate more growth and more jobs; 

Spending cuts to put an end to continuing deficits 

and high inflation; 

-- Regulatory relief to lift the heavy burden of 

government rules and paperwork; 

-- And finally, ~ruttendeS- a steady, consistent 

monetary policy. 

Oyer these past ~eoeral moiit:1:1s, We have made strong, 

encouraging progress on all four fronts. The flood of new 

governmental regulations, for example, has been cut by more 

than a third. ~ 

""'"' -cJl I was especially pleased w~cJ:±oU:5d;:aken b¥;--~xf<J}:Q._S ----
4rhis •nw !>??..... i-&;'\ t:ipartisan coalition of Republicans and 

Democra~s }Qi-neJ&=t:oyelhcr., we enacted the biggest tax cuts 

and the greatest reduction in Federal spending in our nation's 

history. l1l!d B:>th will begin to take ·effect a week from 

today. 

Laj: me ::saj-"'::tfiat 'these two bills would never have passed 

without your help. Your voices were heard in W~shington, and 

~were heeded by those you've chosen to represent you in 

government. 
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Yet, in recent weeks we've begun to hear a chorus 

o~ces protesting that we haven't had full economic 

recovery. 'I'.hi s is ~e •• z==-ea"t these ·",.. · i::s are the same . 
V• rco , 
~ that were raised against our program when it was first 

presented to ~ Congress. Now that the first part of it 

has been passed, they declare it h~sn't worked. Well it 

hasn't -- ~-he ei;:;i::-l• n••ccn ,j::;'t it doesn't r~-lZ;r start 

until one week from today. 

There have been some bright spots in our economic 

performance these past few months. At· Jeng i.a€t, Inflation 

has fallen and pressures are easing on both food and fuel 

prices. More than a million more Americans are now at work 

than a year ago. And recently there has even been a small 

crack in interest rates. 

But let me be the first to say that our problems ~ -
aa.:e~~p;i.-.bi;.ee~a~t~e~a~.--~~~~=t1111~~on't suddenly disappear next week, next 

month or~1!' ~ 
tha~ mate.er next year. We are just starting 

down a road that I believe will lead us out of the economic 

swamp we've been in for so long. ~-+ the :Si L Le± i:1i •er:i.:t:ar.ce 
( - ' of..,+hs JQs "'ill 13c with as~ a .. ii±lc .:.d 'ohe a:os. \ 

--...: 
It will take time for the effect of the-tax rate 

reductions to be felt in increased savings, - ~roductivity 

and new jobs. It will also take time for the budget cuts 

to reduce the lx::lgct deficits which have brought us near 

runaway inflation and, .:b:::: tll •=;: , =tf)e ruinous interest rates. 



The important thing 

course. (As I've had -and to read the mail 

I've heard one 

your nerve at the 

repeat the mistakes of 

this is the only 
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now is to hold to a firm, steady 

opportunity to travel cently 

so many of 

over: "Don't 

Don't 

Stay on course because 

conomic troubles." Let -, 
me assure you th will do just that. i __. 

Tonight I want to talk with you f~ a few momenes about 
0 ~ c:;: .... .,J("'.f~ 

the next steps that we must take a~ that ~ -- additional 

reductions in federal spending that will help -... lower our 

interest rates, l2rur our inflation and bring us closer to 

full economic recovery. 

I know that high interest rates are punishing many of 

you from the young family that wants to buy its first 

home to the farmer who needs a new truck or tractor. But all 

of us know that interest rates will only come down and stay 

down when government is no longer borrowing huge amounts of 

money to cover ,:,;-1 ef its deficits. 

These deficits have been piling up every year, and some 
4'"\/~r 

people here in Washington al.ti 91'5L throw up their hands in 

despair. Maybe you' 11 remember that we were . ~told in the 
\~tl 

spring of 1980 that the niewt budget would be balanced. Well, 
~o 

that budget -- like "'9ie many in the past -- hemorrhaged 
-e 

badly and wound up in a sea of red ink. 

~ 



- 4 -

I have pledged that we shall not stand idly by and see 

that same thing happen again. When I presented ou~ economic 

recovery program to Congress, I said we were aiming to cut 

. . d · 1 ; ., ll~'-tf A ~ • 
the deficit stea i y d.liillmward, roachin~ balance by 1984. 

We made aft historic star 1.. cow~r6 51ir1 11".s i l"I g "-ho srewth 

of big government in~he budget bill that I signed this 

surnrner...[;"ab 'aQN.. cut $35 billion from the 1982 budget 
~ 

and 

slowed the growth of spending by $130 billion over the next -three years..J !19- one e1ean swee~, We cut the government's 

rate of growth nearly in half. 

Now we must move on to a second round of budget savings 
T• 

~xxin~s U.a t • ·Hl keep us on the road to a balanced budget. 

Our immediate challenge is to hold down the deficit in 

- ~ fiscal year that au.t--a13¥- begins 

next week. n:t=txt?the -p.;r&.t, A number of threats are now 

appearing that will drive the deficit upward if we fail to 

act. For example, in the euphoria just after our budget bill 

was approved this swmner, we didn't point out inunediately that 

while we did get most of what we'd asked for i~ sa11in9i:, 

most isn't all. Some of the savings in our proposal were 

not approved; and since then, the Congress has a~ taken 

actions that could add even more to the cost· of government. 

The result is that without further reductions, our 

deficit for 1982 will be increased by some $16 billion. 

The estimated deficit for '83 will be increased proportionately. 
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And without further cuts, we can't achieve our goal 

of a balanced budget by 1984. r:Eilded to this is - the -
unsntieipated int"reas&=in --1 l•e cost_ of hor:rowing - Lo- meet 

th .:! r . . .... a t'. I l • . i • ' I ' \S'fl'e 2!:-J:Cl: u&"llCoze ll±gz • .l.ll tere~ .._ J'. a te:s;:r-; 
• -

It would be easy to sit back and say, "Well, it will 

take longer than we thought.t~ puL otir fioi.a:e;e j;n e:£Eier. We 

got most of what we so let's stop there." But 

that's not good enough. 

In meeting to discuss this problem a few days ago, 

Senator Pete Domenici of New Mexico, Chairman of the Senate 

Budget Committee, recalled the words of that great heavy-weight 

champion Joe Louis just before he stepped into the ring against 

Billy Conn. There had been some speculation that Billy might 

be able to avoid Joe's lethal right hand. Joe said, "Well, 

he can run but he can't hide." 

Senator Domenici said to me, "That's just what we're 

facing on runaway Federal spending. We can try to run from 

it but we can't hide. We have to face up to it." 

He's right, of course. In the last few- decades we 

started down a road that led to a massive explosion in 

Federal spe nding. It took about 170 years for the Federal 

budget to reach $100 billion. That was in 1962. B~he:n 

!t only took 8 years to reach the $200 billion mark and only 
. 

5 more to make it $300 billion. In the next 5 we nearly double d 

that. 
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It .would be one thing if we'd been able to pay for all 

the things government decided to do, but we've only balanced 

the budget once in the last 20 years. 

' In just the past decade, our national debt has more than 

doubled. And in the next few days it will pass the trillion 

dollar mark. One trillion dollars of debt -- if we as a 

nation need a warning, let that be it. 

Our interest payments on the debt alone are now running 

more than $96 billion a year. That's more than the total 

combined profits of the 500 biggest companies in the country; 

or to put it another way, Washington spends more on interest 

than on all of its education, nutrition and medical programs 

combined. 

In the past, there have been several methods used to fund 

some of our social experiments. One was to take it away from 

~ational Defense. From being the strongest nation on earth 

in the post WW II years we steadily declined, while the Soviet 

Union engaged in the most massive military buildup the world 

has ever seen. 

Now with all our economic problems, we are forced to try 

to catch up so that we can preserve the peace. Government's 

first responsibility is national security, and we are determined 

to meet that responsibility. Indeed, we have no choice. 

Well, what all of this is leading up to is -- what do we 
To IAKC..::-

plan to do? Last we ek I met with the Ca bine t a~ .. e Leek 

up th~ matter . 
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I'm proud to say there was no hand wringing, no pleading 

to avoid further budget cuts. We all agreed that the 

"tax and tax, spend and spend" policies of the last few 

decades lead only to economic disaster. · Our government must 

return to the tradition of living within our means and must 
J4NJUl""TlD rlfr.-M -

do it now. We asked ourselves two questions -- and ~ 

a~Wl2!l':3 wcren' b lo~ j19 ,~: "If not us -- who? If not 

now -- when? 

Let me talk with you now about the specific ways that I 

believe we ought to achieve additional savings -- savings of 

some $16 billion in 1982 and a total of $80 billion when 

spread over the next three years. I recognize that many in 

Congress may have other alternatives, and I welcome a dialogue 

with them. But· let there be no mistake: we have no choice 

but to continue down the road toward a balanced budget -- a 

budget -that will keep us strong at home and secure overseas. And 

let me be clear that this cannot be the last round of cuts. 

Holding down spending must be a continuing battle for several 

years to come. 

~' fiere is what I propose.iii:s eur---neK"- s"'-~:-re-: 

First, I am asking Congress to reduce the 1982 
t"-t.,) Y'> """J 

appropriation for most government agencies and pi:'--<>gr.it!is by 
A 

12 percent. This will save $17.5 billion over the next several 

years. TA'°C"?'f?IDP ce ~~, Absorbing these reductions will not be 

easy, but duplication, excess, waste and overhead is still 

far too great and can be trimmed further. 
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. 
No one asked to be exempt from belt-tightening. Over the 

next three years, the increase we had originally planned in 

the Defense budget ~ill be cut by $13 billion. I'll confess, 

I was reluctant about this because of the long way we have to 

go before the dangerous window of vulnerability confronting 

us will be appreciably narrowed. But the Secretary of Defense 

assured me he can meet ~our critical needs in spite of 

this cut. 

Second, to achieve further economies, we will shrink the 

size of the non-defense payroll over the next three years by 

some 6 1/2% -- some 75,000 employees. Much of this will be 

attained by not replacing those who retire or leave. There 

will, however, be some reductions in force simply because we 

are reducing our administrative overhead. 

I intend to set the example here by reducing the size 

of the White House staff and the staff of the Executive 

Office of the President. 

"" If" i? \'(, " "" s ~ As a third step, I ?Jli p:te•f>c'°5;™J to dismantle two Cabinet 
. -

departments -- Energy and Education. Both Secretaries are 

wholly in accord with this. Some of the activities in both 

of these departments will, of course, be continued either 

independently or in other areas of government. 
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There is only one way to shrink the size and cost of 

big government -- that is by eliminating agencies that are 

not needed and are getting in the way of a solution. 

We do not need an Energy Department to solve our energy 

problem: as long as we let the forces of the marketplace 

work without. undue interference, the ingenuity of consumers, 

businesses, producers and inventors will do that for us. 

Similarly, education is the principal responsibility of 

local school systems, teachers, parents, citizen boards and 

state governments. By eliminating the Department of Education 

less than two years after it was created, we can not only 

reduce the budget but ensure that local needs and preferences 

rather than the wishes of Washington -- determine the education 

of our children. 

We also plan the elminiation of a few smaller agencies 

and a number of boards and conunissions, some of which have 

fallen into disuse or which are now being duplicated. 

Fourth, we intend to make s4' 0b~ reductions of some 

$20 billion in Federal loan guarantees. These guarantees 

are not funds that the government spends directly; they are 

funds that are loaned in the private market tRst the 3ova~1 • Hb 

~ ~ ' -._;) 
insurep at subsidized rates. G~preblem ic that Federal loan 

guarantees have become a form of back- door, uncontrolled 

borrowing that prevent many small businesses -- bi.1ei~secoc 

that aren't subsidized -- fro~ obtaining financing of their 

own. 
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They are also a major factor in drivin~ up interest rates. 

It is time we brought this practice under control . . 

Fifth, I intend to forward to Congress this fall a new 
• 

package of entitlement and welfare reform measures -- outside 

Social Security -- to save nearly $27 billion over the next 

three years. In the past two decades, we have created 

hundreds of new programs to provide personal assistance. Many 

of these programs may have come from a good heart, but not all 

have come from a clear head. And the costs have been staggering. 

In 1955, these programs cost $8 billion. By 1965 the cost was 

$79 billion. Next year it will be $188 billion. 

Let there be no confusion on this score. Benefits for 

the needy will be protected. But the black market in food 

stamps must be stopped. The abuse and fraud in medicaid by 

beneficiaries and providers alike cannot be tolerated. 

Provision of school loans·and meal subsidies to the affluent 

can no longer be afforded~ 

In California when I was Governor and embarked upon 

welfare reform, there were screams from those who claimed 
;,., #o '-I mt• 0111.'l'l...) 

that we intended to victimize the needy. But o;.c.:w==;t years 

time, we saved the taxpayer some $2 billion at the same time 

we were able to increase the grants for the deserving and truly 

needy by an average of more than 40%. It was the first cost 

of living increase they had received in 13 years. I beljeve 

progress can also be made at the national level. 
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We can be compassionate about human needs without being 

complacent about budget ~:Me:~s....P"'l'~-

Sixth, I will soon urge Congress to enact new proposals 

to eliminate abuses and obsolete incentives in the tax code. 

The Treasury Department believes that the deficit can be 

reduced by $3.0 billion next year and $22 billion over the 

next three years with prompt enactment of these measures. 

Now that we have provided the greatest incentives for 

saving, investment, work and productivity ever proposed, we 

must also ensure that taxes due the government are collected 

and that a fair share of the burden is borne by all. 

Finally, I am renewing my plea to Congress to approve 

my proposals for user fees -- proposals first suggested last 

spring, but which have been neglected since. 

When the Federal government provides a service directly 

to a particular industry or to a group of citizens, I believe 

that those who receive benefits should bear the cost. For 

example, this next year the Federal government will spend 

$525 million to maintain river harbors, channels, locks, 

and dams for the barge and maritime industries. Yacht owners, 

commercial vessels and the airlines will receive services 

worth $2.8 billion from Uncle Sam. 

My spring budget proposals included legisl~tion that would 

authorize the Federal government to recover a total of $980 

million from the users of these s e rvices through fees. 
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That is only a third of the $3.3 billion it will cost the 

government to provide those same services. I bci:Eefi?C:l:t 

is fajr to ask these grgpps to Goar ff't&LC af fbP coss.?"t)f 

None of these steps will be easy. We are going through 

a period of difficult and painful readjustment. I know that 

we are asking for sacrifices from virtually all of you. But 

there is no alternative. Some of those who oppose this plan 

have participated over the years in the extravagance that has 

brought us inflation, unemployment, high interest rates and 

an intolerable debt. I grant they were well intentioned but 

their costly reforms didn't eliminate poverty or raise welfare 

recipients from dependence to self-sufficiency, independence 

and dignity. Yet in their objections to what we've proposed 
~ )r.>--...~~ ............ ~~­

they offer only what we know 1¥1" l"l:~ f~hle'tl. 

I believe we've chosen a path that leads to an America 

at work, to fiscal sanity, to lower taxes and less inflation. 

I believe our plan for recovery is sound and it will work. 

Tonight I'm asking all of you who joined in this crusade 

to save our economy to help again. To let your representatives 

know that you'll support them in making the hard decisions to 

further reduce the cost and size of government. 
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Now if you'll pe~mit me, I'd like to turn to another 

subject which I know has many of you very concerned and 

even frightened. This is an issue apart from the· economic 

• reform package we've first been discuss~ng, but I feel I 

must clear the air. There has been a great deal of 

misinformation and for that matter pure demagoguery on the 

subject of Social Security. 

During the campaign I called attention to the fact 

that Social Security had both a short and a long range fiscal 

problem. I pledged to do my best to restore it to fiscal 

;< responsibility without in any way reducing or eliminating ~·:~(,J~~ 

benefits for those now dependent on it. 

To all of you listening and particularly those of you 

now receiving Social Security, I ask you to listen very 

carefully: first to what threatens the integrity of Social 

Security and then to a possible solution. 

When Social Security began there were 16 people working 

and paying the Social Security payroll tax for every one 

retiree. Today that ratio has changed to only 2.8 workers 

paying in for each beneficiary. 

For many years we've known that an actuarial imbalance 

existed and that the program faced an unfun~ed liability 

of several trillion dollars. 

The short range problem is much closer than that. The 
'("'<:.""rt - ... t-

y Social Security trust fund has been paying out billions of 
A ~~..,\J.. 

y dollars more each year than it takes in and it-w~r1 run out 

·-of money before the end of 1982 unless something is done. 
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C,.A·.~ c:..c:. 

· Some of our ~pponents claim new figures reveal a 
/\ 

cushion of several billions of dollars which will carry 

the program beyond 1982. I'm sure it's only coincidence that 

1982 is an election year. 

The cushion they speak of is borrowing the Medicare 
/' 

fund and the disability fund. Of course doing this would only 

postpone the day of reckoning. Alice Rivlin of the Congressional 

Budget Office told a Congressional committee day before 

yesterday that such borrowing might carry us to 1990, but 

then we'd face the same problem. And as she put it we'd . 
wrlt.. wca'ne 110 r ~ocP~ To 

have to cut benefits or raise the payroll tax. B:ii:ls khe 

vr CUJJl:ifCT~ q.i~~roll tax is already being raised. 

In 1977 Congress passed the largest tax increase in our 

history. It called for a payroll tax increase in January of 
~ . 

1982, another in 1985, and again in 198/\ and
1
"1990. 

When that law was passed we were told it made Social 
'2. 0 30 • 

Security safe until the year~ But we're running out of 
4~ 

money 3'3-years short of 203e . 
., ..... - ~~ '<"'f' ~... . ... 

For more than half the nation's work force the Social 
J 

we were told the tax would never be 

$3,000 of earnings. It is presently 13.3% of 
$29,700 and the scheduled increases will take it to 15.3% 

{fi~).J 

of the first $66,900. And that's when~ Rivlin says we 

would need an additional increase. 

/.: \ 

to 
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Some have suggested reducjng benefits, others propose 

an income tax on benefits or that the retirement age should 

be moved back to age 68. And there are some who would simply 

fund Social Security out of general tax funds as welfare 

is funded. I believe there are better solutions. 

I am asking the Congress to restore the minimum benefit 
· (ow -

for current beneficiaries with incomes :i.-:f--res~than---$67000~--
/t • 

~,;...per..-....individual--and · $7 ,·soo ·~per.,...couple... It was 
/ 

never our intention to take this support away from those who 

truly need it. There is, however, a sizable percentage of 

recipients who are adequately provided for by pensions or 

other income and should not be adding to the financial burden 

of Social Security. 

The same situation prevails with regard to disability 

payments. No one will deny our obligation to those with 

legitimate claims. But there is widespread abuse of the 

system which should not be allowed to continue. 

Sin~e 1962 early retirement has been allowed at age 62 

with 80% of full benefits. 

In our proposal we asked that early retirees in the 

future receive 55% of the total benefit. But, and this is 

most important, those early retirees would oply have to work 

an additional 20 months to be eligible for the 80% payment. 

I don't believe very many of you were aware of that part of 

our proposal. 

The only change we propose d for those alre ady rece iving 

·- social Security had to do with the annual cost of livin~ 

adjustme nt. 
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Those adjustments are made on July 1st each year, a 

hang over from the days when the fiscal year began.in July. 

We proposed a one time delay in making that adjustment, 

postponing it for three months until October 1st. From 

then on it would continue to be made every 12 months. That 

one time delay would not lower your existing benefits but 

would on the average reduce your increase by 
H,.< ~ L' 

""'""'f 
about $86

1
, 

By making these few changes we would solvEDthe short and long 

range problems of Social Security once and for all. 
~vtr 

In addition we could cancelDthe increases in the payroll 

tax by 1985. To a young person just starting in the work force 

the savings from cancelling those increases would, on the 

tl• • ""'*" average, amount to $33,000 by the time ~ reached retirement. 

Add compound interest to this and it makes a tidy nest egg to 

'tJ'" 
add to t:i&ar Social Security benefits. 

However, let me point out our feet were never embedded 

· ~ in concrete on this proposal. We hoped it could be a starting 

point for a bi-partisan solution to the problem. We were 

ready to listen to altern~tives and other ideas which might 

improve on or replace our proposals. But the majority 
· Ht'-S 

leadership in the House of Representatives refused to join in 

any such cooperative effort. 

I therefore am asking, as I said, for restoration of 

the minimum payment and for interf und borrowing as a temporary 

measure to give us time to seek a permanent solution. 
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To ~emove Social Security once and for all from politics, 
P-

I am also asking Speaker Tip O'Neile of the House of r ,, 
Representatives and Majority Leader in the Senate Howard Baker 

to each appoint five members and I will appoint five to a 
task force which will review all the options and come up with 

a plan that assures the fiscal integrity of Social Security and 

that Social Security recipients will continue to recieve their 

full benefits. 

I cannot and will not stand by and see financial hardship 
1 c. 

X imposed on the more than ~if million senior citizens who have 
/\ 

worked and served this nation throughout their lives. They 

deserve better from us. 

Now in conclusion, let me return to the principal purpose 

of this message -- the budget and the imperative need for 

all of us to ask less of government; to help us return to 

spending no more than we take in; to end .the deficits and bring 

down interest rates that otherwise can destroy what we've been 

building here 

that were started with the best of intentions and a dedication 

to a worthwhile cause or purpose. But I know also that some 

of those programs have not succeeded in their purpose. Others 
' 

have proven too costly, benefiting those who administer them, 

rather than those who were the intended beneficiaries. 
I 

This does not mean we should discontinue trying to 

help where help is needed. Government must continue to do 

its share, but I ask all of you as private citizens to ·~oin 

this effort, too. 



...... , v 
insert: 

He was typical of those Americans who helped build a neighbor's 
barn when it burned down. They built the West without an area 
redeveloprnen t plan and cities across the land without -+• b :IHiiRB\i'sl. 
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As a people we have a proud tradition of generosity. 

More than a century ago a Frenchman came to America and 

later wrote a book for his countrymen telling them what he 

had seen here. He told them that in Ameri~citizen 
'Aul 
iil8e a problem that needed solving, He would cross the 

street and talk to a neighbor about it and the first thing 

you know a committee would be formed and before long the 

problem would be solved. "And then," he added, "you may 

not believe this but not a single bureaucrat would ever 

involved." ~ • 6pt.,..,,~~ 
~t> ac.1«. PlfotLC' , 

Some years ago when we were a young nation ~began . 
T~I!''" 

visiting the lands of ~ forefathers. The American tourist 

Elli!IP'ehals C:~ was• rather brash, unsophisticated by European 

standards but blessed with a spirit of independence and pride. 

One .such tourist, an elderly, small town gentleman and 

his wife, were listening to a tour guide go on about the 

wonders of the volcano Mt. Etna. He spoke of the great heat 

it generated, the boiling lava etc. 
1::-1;., A c.C y 

~ WilR'I!: @1!i , • Li the old 

boy turned to his wife and said "We got a volunteer fire 
'l· :v-. 

1 

LI_ department at home -- put 
R-< '--'"- ~•"C:.c~ O'J ~~ 

I believe the spirit 

that thing out in 15 minutes."~- ~, l 1 
~,If c.--1.--e ~ ~ • .c I 

of volunteerism still lives in 

America. We see examples of it on every hand -- the community 

charity drive~, support of hospitals and all manner of 

nonprofit institutions, the rallying around when disaster 

or tradegy strikes. 
"'-

The truth is we've let government take away many t~ings ~ 

we once considered were really ours to do voluntarily out of _y 
the goodness of our hearts and a sense of community pride and~ 

neighborliness. •/ 
t; ~yt.~~ ?ec.¥ . ~ •I-~ 

~I­
.Iv---- ~ 
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standards but blessed with a spirit of independence and pride. 

One such tourist, an elderly, small town gentleman and 

his wife, were listening to a tour guide go on about the 
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x ·ciR:'l :e!!J:! : · : the old 

boy turned to his wife and said "We got a volunteer fire 

department at home -- put that thing out in 15 minutes." 

I believe the spirit of volunteerism still lives in 

America. We 'see examples of it on every hand -- the community 

charity drivet, support of hospitals and all manner of 

nonprofit institutions, the rallying around when disaster 

or tradegy strikes. 

The truth is we 've let governme nt take away many things 
. 

we once considered were really ours to do voluntarily out of 

the goodness of our hearts and a sense of community pride and 

neighborl iness . 
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I believe many of you want to do those things again, want 

to be involved if only someone will ask you or offer the 

opportunity. Well we intend to make. that offer . . 
t..t\fJNC.UI NQ 

We are gM:m3 be l 1 ch a nationwide· effort to encourage 

our citizens to join with us in finding where need exists 

and then to organize volunteer programs to meet that need. 

We have already set the wheels of such a volunteer effort 

in motion. 

As Tom Paine said 200 years ago: "We have it within 

our power to begin the world over aga_in. 11 

What are we waiting for? 

. ' 

-

R15 
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"' ·Quote's . hardly ,a. knoc~C!_ut ' - . 
• ' ~ • • ' - .• • • • f .,...,. .; ""IC 

Washington (News Bureau).-In his sp~ech on the economy Thursday ~· · 
night, Presic:\ent Reagan quoted New Mexico's Sen....Pete Domenic! as ' 
recalling a comment of heavyweight ooxer Joe Louii1>efore he took on 
Billv Conn: "He can run but he can'thide." ~- ~· • " . • ~ · I \. ): I ~-. , •• 

Wrong • .: ·•.a: · · ·, · f ... " '"' ·:;; 
• \ ' f # j\ '4. 

Louis made the famous remark Sept 20, 1939, on the eve of his second , • 
fight with Bopby Pastor,·who had fled around the ring lo· escape Louis' .?'• ! .. 

fiats in the first bout two yeara:earlier. Pastor couldn't hide the~second -, 
timt'out with Louil. He waa· knocked out in tbi'Uth round . . · . _.;: \. . •. 

~ , 
--~----------------------~- .-~ .. --------~ · 
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"' ' t ' l I c: ~ ~ ' .. ~ • I t ' • • 

"'• ·"'C'T'*'"""' l't""":;.. .. ;. .. ;,.·,.,"., .. .,.~,.,.,~yQiij(~~ ~1S,,~WEDNESJilA.Y.., .. q;:gp.TJi:MBER "3~ ,,.~s..i .. ,, ... _,,,,.,, . , r·~··· 11111 ......... "' .-.· .. • • ••1 . ~ ' . 

'Rol1::<$h~p~ ·-o·r . wea:11h i'nma • ~,j · 
'.' <; ' ' '·.\• . ·t .. ' ' ( ' ' -.;· . ' ' , .• ;,:a was delivered ~t the United Nations last week by saying tha~Preslderit Reagan ~as' co~ct 1n1~t 
~ · . :·: ' ·:-·:. · .' , ·~:. BJ. BRUCE DRAKE. . . .... . , ... : :·: Secretary of State Haig. , . . . week's economic sp~b'.when he quoted the_ late. 

· · · · · Reagan said thatthe key ingredient common·to heavyweight champ 'Joe Loul1 making this ~~· 
{'i W~shlngton (Ne.we Bureau}-Presld~nt Reagan those ,.societies which have achieved the most fight prediction on a bOut with Billy Conn: · f~e 
. yesterday told developing nations that their best spectacular, broad-based economic progress in the can run, but he can't hide." , '.~ ;i · 
hope for progreaa Iles In · uthe magic of the shortest period of time •.• is their willingness to The Dally News wrote last week that Rea.an ~ 
rniarketplace• and reform bf their own economies believe 'in the magic of the marketplace." · was wrong in pegging the remark to the Cbnn 
rnther than In more aid· from wealthy countries Looking 'forward to the disappointment that fight and that Louis had uttered tbe famous words 
like the U.S. · have-not nations may voice when they sit down s 939 A"'"' bl rtb -1- f h Ith 

"The domestic policies of developing countries ' next month in Cancun, Mexico, for a summit with :b 1a~. 1 ; ';~t Ii' sffo c.~h~I lg t f~· · 
are .. , Ure most crltlcat' contribution they can· the U.S. and other developed cou~trie1, Rengan Sut White Houst,; Dlrector 'of Public A!latrs 
inake to development,• Reagan said at the annual • aal~Let: ,. · d th. d1 ' 1 h tort f Michael Baroody cited two sour'C!es to back u~·'lhe 
meeting of the International Monetary. Fund and us put an en to e visive, r e . c o us p id t terday "R aid th Lo i , · te : 
the World Bank. 1' , f, ~versu• them, north versus south. ,'' q , re• en . Jes • ·. e 8 e u 8 q~o 
t' " · . . . , •' , '' ~ "Instead, let us decide what all ot. us, both . about .. the Conn fight "'as authent~a~d, l~, the 
,, 1 '.'\YNLESS .A ,~ATION , puts Jta own (inanclal. ·.'developed and developlnl _countrln, can·accompl· , book Nobody Said .il:Bftte~ compiled by_.Miiiam 

· ~.nd economic house In order, no amount o~ ~t · bh together." ~ . , • , . • Rin10 and published.~ Rand Mc~alfY . . ~d be 
will produce progress." 1• ;,,. . . •· • • • . . said . also that Stevt Bell, an aide to : Sen. ,oPete 1 

. ~ Reagan'• remarks to ··1inanee mlnlsten and Take a punclt and llgltt back 1 
Domenic! (R·N.M.)1 who had' nnilnded Reaiu: of·: 

· central bank govemon representing 141.natlons , Wdhingto~ (News Bureau)-The~Whlte House the quote, con(irmecfltJ\lnkto .tbi,CO~ ~'~Ith '. 
fur.the~ underl.lned, an ad~lstra~on messag~ that , )'esterday stood behind I~ masteey of ~xlng lore. a boS,inl expert a~~ llag~d~4f' '! ; ·: ~ ;-~ :-• · 

. . . , ,,.. .. . . ... 
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Laurel, Iowa 
August 6, 1981 

President Ronald Reagan 
The White House 
1600 Pensylvania Avenue 
Washington, D.C. _ 20500 -Dear Mr. President, 

/ 
. j 

''Tonight I am alone in my son's bedroom. He no longer lives here. 
supposed to be the years to which I've been looking forward, but I 
to handle empty bedrooms well. This is my third. 

These are 
don•t seem 

------------------- -·- - - - - -·:!> 

'' A week ago, my son was still enrolled in the college of his choice. Tonight, 
he is in a strange motel somewhere. Tomorrow, he steps onto an airplance 
which will take him far away. He has selected and enlisted in a branch of the· 
United States Armed forces. 

-- - -- ··--, o~;i~t"h;~~-;~·;we~ks, I have sensed and seen him about the process of 
pulli_ng away,_s~__t.ting the cord _-. ___ $~t-~j_f]_9 _!"eady to leave the nest. I saw him 
bequeat~ome valuable possessions like nis penn.Yc"Ollecfion -ana-nfS1>as~bat-l--­
cards. They went to a couple of small boys in his P1ed Piper following on the 
block.· Lately I have noted that comments and remarks directed to family 
members have taken on a gentle tone of voice. I saw him wax his car - again, 
and he told me I'm a great cook! And so, I now take my place among the thou­
sands of other mothers, who through the years, have watched a son leave home · 
to serve his country. Surely their feelings were not so different from mine 
tonight. · 

'"'" Actually, it's all quite appropri~_!_e. This is a guy who grew up in_~_r.9910-­
wallpapered with flags and mlisl<ets and drurns::--· t-te···regLilarly-ran-·01cr Glory up 
the flag pole in the back yard before breakfast in those days. He and his big 
brother had G.I. Joe uniforms; sizes four and six and I remember seeing them 
sneaking up the little hill in the neighbor lady's back yard on their stomachs! 
I wonder how many times I picked little plastic anny men up from under the 
furniture. All those toys and memories have been packed away for years. But, 
I feel like the need to bring them out and handle them ~onight. He has examined 
the options as I suggested and the choices he has made are taking him far away 
from me. He believes there are opportunities for him in education, t ravel and 
experience. No doubt there are. 



.President Ronald Reagan 
August 6, 1981 
page two 

There is a stack--of-thirsty terry-towels-I had bought for a college basketball 
player. --He-4eft them here. - He ·left the shampoo and soap and cords-and sweaters 
.too.- ]e won 1-t -need those ·things, his country willlit>w provide for-a~~ hts 
needs. He thinks he's getting a good deal • . No doubt he is. Personally, I am 
inclined to believe the country is getting the good deal. In exchange for all 
their -provisions, they are getting one tall, tan fellow with _ su~er bleached 
hair, a sharp young mind and more potential and possibility than I have the 
space here to describe. 

·'And so tonight, here in the shadows, here in the quiet, a dumb orange stuffed 
tiger and I sit together absorbing the intensity of this special day. I 
stepped over a tread-worn pair of size thirteen Nikes and there are tropheys, 
photos of pretty girls, a dusty Bible and a tape deck with the volume finally 
turned down. 

. . 
'' I have already marked the nine weeks point on the calendar and have a picture 

in my mind of him coming home with presents, in a uniform at Christmas! I am 
feeling especially thankful for the Hardy Boys myster.ies I did get read, the 
chocolate marble cakes I did get baked and the long, quiet talks that did 
happen. There are other memories I will try and forget. 

~Thank you for taking the time while running a nation, to listen to the passions 
of a mother's heart. I feel better now, having shared my feelings tonight. 
And please, will you be especially careful with the country just now? .· Tlta11tes-.' 

Mrs., Dorat 
Boxh2 
Laurel, Iowa 50141 

: 
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The FORTUNE Directory of the Largest U.S. Industrial Corporations 

by BRIAN O'REILLY 

. Hit by a sharp recession in the spring 
' and slow economic growth thereafter, 
FORTUNE's Second 500-the industrial 
companies ranking in size from 501 
through 1,000-had a difficult year. For 
the first time since 1975, total profits of 
the group dropped-by 2.4%, to $6 bil­
lion. The total number of employees 
slumped to 1,702,416, the lowest level 
since FORTUNE began the list in 1970. Even 
though total sales were up by 9.2%, to . 

$120 billion, they lagged well behind the 
year's 13.5% increase in the consumer 
price index_..:.the deflator used by com­
panies that include inflation-adjusted data 
in their annual reports. Forty-two of the 
companies lost money this year, as 
against the 29 losers on last year's list. 
Only 282 companies increased profits, far 
fewer than the 372 in 1979. 

As detailed in the May 4 issue, it wasn't 
a great year for the First 500 either, but 

(.• 

Performance of the 2nd 500 · 1980 1979 
Sales ($ billion) 120.0 109.9 

Change in sales (%) . 9.2 6.5 

Profits ($ billion) 6~0 6.1 

Change in profits (%) -2.4 +16.9 

Assets ($ billion) . 86.9 . 78.8 

Number of sales increases 414 462 

Number of profit 'increases 282 372 

Number of money losers 42. 29 

Median return on sales (%) 4.5 4.7 

Median return on.equity (%) 14.2 · 15.5 

Median total return for the year(%) . 21.57 26.88 

Number of ~ployees (million) 1.7· ' 1.8 
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the largest industrials did manage to eke 
out a 3.6% gain in net income. Why the 
difference? The First 500 got a big boost 
from the big oil refiners, which increased 
profits by 28%. Refining accounted for 31 % 
of total sales by the First 500 and only 
2.3% of the Second 500's. The two largest 
industi;,ies in the Second 500 pretty much 
canceled each other out. Industrial- and 
farm-equipment manufacturers (1 i.6% of 
sales and 11.3% of income) .saw median 
earnings rise 7%, while metal-products 
companies (9.2% of sales and 8% of in­
come) suffered a 7.6% drop. In all, eight 
out of the 25 industry groups showed de­
creased median profits last year. 

The growth star was a newcomer, Sea­
laska, No. 951, a seafood-products con­
cern headquartered in Juneau, Alaska. Its 
sales soared 684%- from $17.6:million in 
.1979 to $137.9 million last year. Sealaska; 
created by Congress in 1971 as part of a 
settlement of native territorial° claims, ·is 

I 

owned and managed b.y native Alaskan 
Indians. For seve_ral years it dabbled cau­
tiously in the transportation and building­
products businesses. Last year, though, it 
broke out of the doldrums by buying up 
a seafood processor and harvesting some 
of its vast timber reserves. 

From top to bottom 

The top ranking in sales among the Sec­
ond 500 went to E-Systems, a manufac­
.turer of sophisticated surveillance a~d 
reconnaissance equipment for the defense · 

· industry. Its $442.2 million in revenues 
(up $48.5 million over last year) brought 
it along seven slots, from No. 508 to No. 
501-and was just $5.4 million short of 
those of the bottom-ranked company on 
the First 500, Fiat-Allis. 

In the bottom sales slot on the Second 
500 list is Reading Industries, which turns 
out copper tubing used in plumbing and 
air conditioning. With revenues of $124.7 
million, it stands a long, long way from 

. the nation's large~t industrial, Exxon, 827 
times larger in revenues. The pipe maker 
hardly threatened Exxon in earnings ei­
ther. It lost $1.9 million last year. 

As always with these smaller compa-



.. 

nies, there was a lot of flux. Sixty-two 
companies departed from the list this 
year-neither a record high nor low. Fif­
teen advanced to the First 500, ten others 
were acquired by companies no~ on the 
firs.t list, and eight went private or were 
acquired by companies that do not pub­
lish figures. Playboy Enterprises (1979 
rank: 602) dropped off the list this year 
for a different reason. It is no longer clas­
sified as an industrial company, since pub­
lishing now accounts for less than half of 
its revenues. The rest came from its ca­
sinos and hotels, which have been grow­
ing faster than the magazines. 

The best news of 1980 was provided 
by the stock market,· which looked be­
yopd the slump in earnings and bid up 
the shares of Second 500 companies. The 
median total return-dividends plus stock 
appreciation-came in at 21.57%, slightly 
better than the 21.05% median total re­
turn for the First 500, though down some 
from last year (see table). Stocks of min­
ing and oil-producing companies fared the 
best, enjoying a total return last year of 
64%. Close behind came the soap and cos­
metics industry, with a total. return for 
1980 of 52%. But the market can be fickle; 
a better measure is total return over ten 
years. The ten-year median was 10.88%­
not a big payoff in inflationary times but 
better than the First 500's ten-year me­
dian of 9.44%. 

The prime investment 

Of individual companies, the highest 
flier was Prime Computer, a ten-year-old 
Massachusetts-based maker of small and 

_ medium-size computers. Though it paid 
no cash dividends, the company's stock 
rose from near $11 on January 1 to more 
than $41 at year-end- a hefty 273% total 
return to investors. Only a little off that 
pace, 'with a return of 259%, was Sullair, 
a maker of compressors that'are in big de­
mand to pump steam into oil wells to im­
prove oil recovery. 

A maker of ·poUution-control gear, 
Combustion Equipment Associates, gave 

1 shareholders the roughest ride. The com­
pany lost $23 million, and an investment 

After f9ur years of growth, a slump in earnings 

Net income of _ 
the 2nd 500 in billions of 

Inflated dollars 
Constant dollars 

1969 '70 '71 '72 '73 '74 

~---in the stock would have sunk by 70%_. _ 
But the company suffering the sharpest re­
'versal of fortune was UNC Resources, a 
uranium producer. Its annual report notes 
ruefully that its fiscal year began three 
days after the nuclear accident at Three 
;Mile Island. UNC Resources, which had 
earned $43.8 million in 1979, lost $34.2 
million one year later. One problem was 
a costly spill of 95"tnillion gallons of r~dio­
f1ctive mill tailings in New Mexico. ln~ad­
dition, demand for uranium was fiat 
l>ecause of a moratorium on nuclear-plant 
~icenses after Three Mile Island. In all, 

- the company .lost $7 million from oper­
ations and $29.3 million from the write­
off of a uranium-recovery venture .. 

Companies justifying their investors' 
confidence or patience were numerous 
enough, however. Ten of the Second 500 
posted increases o( 275% or more in earn­
ings. The biggest gain was by Imperial 
Sugar, whose earnings rose 14 times over 
last year, from $511,000 to $7.7 million. 
Not far behind came DHJ Industries, a 
t~xtile mamll'acturer, whose net income 
rose tenfold, from $910,000 in 1979 to 
$9.1 million last year. DHJ is a major sup-

'75 '76 77 '78 '79 '80 

plier of denim to companies that tur: 
out jeans for major retailers like Sea.1 
and K mart. Denim sales and pric · 
dropped sharply in fiscal 1979, when t 
retailers cut back orders, but dema 
picked up again last year. 

Of companies turning a profit, no 
posted an odder figure than Illini Be 
Packers: it earned just $250 on ·sales 
$306 million. That works out to a retu 
on sales of .00008%. Unfortunately for t 
company's accountants, who undoubted 
labored hard to determine the figure, 
rounding to the nearest · $1,000 reduc 
the profit to zero, which is the way it a 
pears on this year's list. 

Finally, some baseball fans will presu 
· ably be cheered to know that Americ 
Ship Building had a very good year- i 
chairman, George Steinbrenn~r.. is t 
principal owner of the New York Yanke 
Earnings at ;\SB. nearly quadrupled­
$9.4 million on sales of $184.8 million 
the eighth-best performance on the Ii 
Leading the company's rise in profits w 
a Tennessee division that turned out a r 
ord 153 river and ocean barges. That's bi 
league barge building. 
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