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NEW YORK ECONOMIC CLUB 

APRIL 3, 1984 

TONIGHT, I BRING GOOD NEWS FROM WASHINGTON. AFTER MONTHS OF 

RHETORIC, CONGRESS IS FINALLY GETTING DOWN TO THE REAL WORK OF 

CUTTING BUDGET DEFICITS. THE SENATE IS ABOUT TO TAKE' UP 
4 

LEGISLATION IMPLEMENTING THE PRESIDENT'S "DOWN-PAYMENT" DEFICIT 

REDUCTION PLAN, WHICH WOULD LOWER DEFICITS BY $150 BILLION OVER 

THE NEXT FOUR YEARS. 

AFTER ALL OF OUR SPEECHES, WE FINALLY FIND OURSELVES IN A 

POSITION TO DO SOMETHING ABOUT DEFICITS WHICH WE ALL AGREE 

THREATEN CONTINUED ECONOMIC RECOVERY. BY ENACTING IN AN ELECTION 

YEAR THESE SAVINGS, ABOUT HALF OF WHICH RESULT FROM FINANCE 

COMMITTEE ACTIONS, CONGRESS AND THE ADMINISTRATION WILL BE . 
COMMITTING ITSELF TO DO WHATEVER IS NECESSARY IN 1985 AND BEt6NQ 

/ 
TO END THIS BUDGET CRISIS ONCE AND FOR ALL. 

THOSE OF US WHO HAVE BEEN WORKING ON THIS PACKAGE SINCE LAST 
' . . 

FALL ARE GRATIFIED THAT THE PRESIDENT IS ON BOARD AND THAT THE 

PROSPECTS FOR A TIMELY, SUCCESSFUL COMPLETION ARE BRIGHT. BUT WE 

REALIZE THIS IS ONLY A FIRST STEP, AND THERE IS MUCH MORE WORK TO 

BE DONE. 

THE STAKES ARE HIGH. THE ECONOMY STANDS AT THE THRESHHOLD OF 

STEADY, NONINFLATIONARY GROWTH. IF WE CAN ELIMINATE THIS ONE 

REMAINING CLOUD, THE FUTURE WILL LOOK A BIT BRIGHTER. 

i 
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WHY WORRY ABOUT THE DEFICIT 

THOSE OF US WHO ARE CONCERNED ABOUT THE IMPACT OF DEFICITS 

SOMETIMES ARE CHARACTERIZED AS "NERVOUS NELLIES." AND INDEED, 

JOHN MAYNARD KEYNES MIGHT WONDER WHAT ALL THE FUSS IS ABOUT. ALL 

THE ECONOMIC NEWS IS GOOD. REAL GNP IS GROWING RAPIDLY, BUSINESS 

INVESTMENT IS BEGINNING TO SURGE, UNEMPLOYMENT IS PLUMMETING, AND 

INFLATION IS SUBDUED. IN SEVERAL RESPECTS WE. ARE EXPERIENCING 

THE STRONGEST RECOVERY SINCE WORLD WAR II. 1984 SEEMS TO HAVE 

BROUGHT THE BEST OF ALL ECONOMIC WORLDS. 

SO WHY HAVE THE FINANCIAL MARKETS BEHAVED SO ERRATICALLY OF 

LATE? A CYNIC MIGHT SUGGEST THAT ON WALL STREET ALL NEWS IS BAD 

NEWS. AND IT IS DIFFICULT TO FIGURE OUT A STOCK MARKET THAT A . 
• <tr 

FEW WEEKS AGO SUFFERED A BROAD DECLINE ON A BELIEF THAT THE 
1 

I 

ECONOMY WAS OVERHEATING, YET DROPPED FURTHER THE NEXT DAY ON 

WORRIES THAT THE RECOVERY WAS SLOWING PREMATURELY. 

. . . 
THE ALLEGED IRRATIONALITY OF THE MARKET ASIDE, THERE IS REAL 

CAUS£ FOR CONCERN. INVESTORS AND FINANCIAL PLANNERS MUST BE 

FORWARD LOOKING, AND THEIR VIEW OF THE ECONOMIC FUTURE HAS BEEN 

CLOUDED BY BUDGET DEFICITS. A CONFLICT BETWEEN AN ECONOMY 

MEARI~G FULL EMPLOYMENT AND ANNUAL DEFICITS OF $200 BILLION OR 

MORE CAN BE RESOLVED ONLY BY RISING INTEREST RATES, ACCELERATING 

INFLATION, OR BOTH. 

i 
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UNFORTUNATELY, DANGER SIGNALS ALREADY ARE APPEARING, AS 

INTEREST RATES HAVE BEGUN TO TURN UP AND THERE HAVE BEEN HINTS OF 

RISING INFLATION. 

.. 
YET I BELIEVE THAT THE REAL SOURCE OF CONCERN IS NOT SO MUCH 

THOSE MIND-NUMBING DEFICIT PROJECTIONS THAT ARE REGULARLY CHURNED 

OUT 0~ WASHINGTON COMPUTERS, BUT THE FEAR THAT CONGRESS AND THE 

ADMINISTRATION ARE PARALYZED WHEN IT COMES TO TAKING THE 

NECESSARY ACTIONS TO GET THE DEFICITS UNDER CONTROL. 

THIS IS WHY PASSAGE OF THE DOWN-PAYMENT BUDGET PACKAGE IS 

CRUCIAL. CERTAINLY, DRAINING $150 BILLION IN RED INK FROM THE 

BUDGET IS BENEFICIAL IN ITSELF. BUT IT IS MORE IMPORTANT TO 

DEMONSTRATE THAT WASHINGTON IS CAPABLE OF DOING MORE THAN JUS~ 

OFFERING BUDGET RESOLUTION TARGETS AND MAKING SPEECHES. / 

THE CONGRESSIONAL BUDGET OFFICE PROJECTS THAT WITHOUT FURTHER 

ACTION, THE DEFICIT WILL RISE TO $326 BILLION IN FY 1989. IF 

THESE PROJECTIONS ARE REALIZED, THERE IS TRULY CAUSE FOR ALARM. 

BUT WE STILL HAVE TIME TO PREVENT THE PROJECTIONS FROM BECOMING 

RCALITY. LIKE THE VISIONS THAT DICKENS' GHOST OF CHRISTMAS 

FUTURE BROUGHT TO EBENEZER SCROOGE, THESE FUTURE DEFICITS ARC ~CW 

JUST ~ENACING SHADOWS. LIKE SCROOGE, WE HOPE THAT THESE ARE 

TH:NGS "THAT MAY BE, NOT MUST BE." HOWEVER, UNLIKE SOME WHO 

BELIEVE WE CAN SIT ON THE SIDELINES AND ALLOW ECONOMIC GROWTH TO 
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BALANCE THE FEDERAL BUDGET, I BELIEVE THAT CONGRESS AND THE 

ADMINISTRATION MUST EARN ITS REDEMPTION. 

THE DEFICIT-REDUCTION PLAN 

THE DOWtl-PAYMENT BUDGET WOULD REDUCE DEFICITS BY NEARLY $150 

i 

BILLION OVER THE NEXT THREE FISCAL YEARS, ItlCLUDING $48 BILLION 

IN NEW REVENUES AND NEARLY $100 BILLION IN SPENDING RESTRAINT. 

ON THE SPENDING SIDE, DEFENSE WOULD BE REDUCED BY $40 BILLION, 

ENTITLEMENTS AND FEDERAL PAY BY $28 BILLION, AND NONDEFENSE 

DISCRETIONARY SPENDING BY $13 BILLION. IN ADDITION, LOWER 

DEFICITS WOULD SAVE THE TREASURY $18 BILLION OVER THREE YEARS IN 

INTEREST COSTS ON THE PUBLIC DEBT. 

' BUT THE KEY FEATURE OF THIS PLAN IS THAT--UNLIKE BUDGET 1 
I 

. ' 

RESOLUTIONS OF THE PAST THAT WERE MORE PROMISE THAN P~OSPECT--THE . 
DOWN-PAYMENT BUDGET IS BACKED UP BY ACTUAL LEGISLATION. ALL OF 

THE ENTITLEMENT REFORMS, AS WELL AS THE $48 BILLION REVENUE GAIN, 

REPRESENT SPECIFIC MEASURES THAT HAVE BEEN APPROVED IN COM.MITTEE. 

THIS LEGISLATION HAS BEEN DRAFTED, AND IS READY FOR FLOOR ACTION. 

IN ADDITION, WE ARE WORKING ON A PROCEDURE WHICH WILL SET A LIMIT 

ON DEFENSE AND NONDEFENSE APPROPRIATIONS, GUARANTEEING THAT THE 

SAVINGS IN THESE PROGRAMS WILL BE ACHIEVED. 

ABOUT HALF OF THE DEFICIT REDUCTION PACKAGE, OR $72.6 

BILLION, RESULTS FROM FINANCE COMMITTEE ACTIONS. LAST MONTH THE 
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COMMITTEE UNANIMOUSLY APPROVED MEASURES WHICH WOULD YIELD $48 

BILLION IN NEW REVENUES AND LOWER SPENDING BY $24.5 BILLION FROM 

FISCAL YEAR 1984 THROUGH 1987. 

.. 

THE FINANCE COMMITTEE REVENUE PACKAGE CONTINUES TO BUILD UPON 

THE PHILOSOPHY THAT REVENUES SHOULD BE RAISED BY BROADENING THE 

TAX BASE, RATHER THAN RAISING TAX RATES. THERE ARE NO BROAD TAX 

INCREASES IN THE BILL. INSTEAD, AS IN THE TAX EQUITY AND FISCAL 

RESPONSIBILITY ACT OF 1982, THE COMMITTEE RELIED UPON SPECIFIC 

REFORM MEASURES THAT WOULD CORRECT TAX ABUSES AND ELIMINATE 

UNPRODUCTIVE SHELTERS AND OBSOLETE TAX PREFERENCES. IN MY VIEW, 

IF WE CAN RAISE THE REQUIRED REVENUE BY BROADENING THE TAX BASE 

AND CLOSING SO-CALLED "LOOPHOLES," ANY ADVERSE EFFECTS ON THE , 
(o{r 

ECONOMY WILL BE MINIMIZED. THE PRESIDENT SHARES THIS PHILO~PHY, 

AND HE IS A STRONG SUPPORTER OF OUR EFFORTS. 

_ON THE SPENDING SIDE, WE HAVE CONTINUED OUR EFFOR~S TO 

CONTAIN THE GROWTH OF THE MEDICARE AND MEDICAID PROGRAMS • . THIS 

BILL WOULD PRODUCE SAVINGS IN THESE HEALTH PROGRAMS, AND IN 

WELFARE PROGRAMS, OF $10.8 BILLION THROUGH FISCAL YEAR 1987. 

EVERYONE TALKS ABOUT ENTITLEMENTS AS IF THEY WERE SACRED COWS. 

BUT SINCE 1981, THE FINANCE COMMITTEE HAS APPROVED CHANGES IN ITS 

ENTITLEMENT PROGRAMS--INCLUDING SOCIAL SECURITY, MEDICARE, AND 

WELF~R~ PROGRAMS--THAT WILL HAVE SAVED $85 BILLION BY FY 1987. 
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THE POPULAR VIEW THAT ENTITLEMENTS HAVEN'T BEEN TOUCHED IS JUST 

PLAIN WRONG. 

I KN0\'1 THAT MANY OF YOU HAVE A KEEN INTERST IN THE FATE OF . .. 
THE REPORT OF THE GRACE COMMISSION. I AM PLEASED TO REPORT T~AT 

THE FINANCE COMMITTEE HAS SERIOUSLY CONSIDERED EACH AND EVERY 

RECOMMENDATION MADE BY THE GRACE COMMISSION FOR PROGRAMS UNDf:R 

ITS JURISDICTION. OUR BILL INCLUDES GRACE COMMISSION PROPOSALS 

WHICH THE CONGRESSIONAL BUDGET OFFICE ESTIMATES WILL SAVE THE 

FEDERAL GOVERNMENT $3.1 BILLION OVER THE NEXT 3 YEARS. THESE 

WOULD: (1) USE TAX REFUNDS TO OFFSET DELINQUENT DEBT OWED TO THE 

FEDERAL GOVERNMENT; (2) ALLOW INFORMATION FROM TAX RETURNS TO BE 

USED TO PREVENT FRAUD AND ABUSE IN FEDERAL WELFARE PROGR~~S; AND 

(3) REQUIRE THE FEDERAL GOVERNMENT TO ADOPT MODERN CASH 

MA~TAGEMENT TECHNIQUES. 

I SALUT£ MR. GRACE AND THOSE WHO SERVED ON HIS COMMISSION. 

EVEU IF mlLY THE FINANCE COMMITTEE PROVISIOrlS ARE ENACTED INTO 

LAW, HE WILL HAVE SAVED THE COUNTRY $3 BILLION OVER THE NEXT 

THREE YEARS. 

THIS IS NOT JUST A BUDGET RESOLUTION 

LET ME AGAIN EMPHASIZE THAT THE REPUBLICAN DOWN-PAYMENT 

BUDGET IS BASED LARGELY UPON COMPLETED LEGISLATION. THESE ARE 

NOT JUST NUMBERS, BUT REAL DEFICIT-REDUCTION POLICIES. OF 
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COURSE, THIS IS THE TIME OF YEAR WHEN BUDGET PLANS BLOOM LIKE THE 

CHERRY BLOSSOMS; AND THEY LAST JUST ABOUT AS LONG. 

IT SEEMS THAT EVERYONE IN CONGRESS HAS HIS OR HER. OWN BUDGET • . 
THE OBJECT OF THE GAME IS TO COME UP WITH A LARGER DEFICIT 

REDUCTION TOTAL THAN THE OTHER GUY. THAT'S NOT VERY DIFFICULT TO 

i 

DO ON PAPER, ESPECIALLY WHEN YOU DON'T HAVE TO WORRY ABOUT 

BOTHERSOME DETAILS SUCH AS HOW YOUR BUDGET WOULD BE IMPLEMENTED, 

OR WHETHER THERE ARE ANY VOTES FOR IT. 

REMEMBER THIS WHEN YOU HEAR ALL OF THE TALK ABOUT BUDGET 

"FREEZES" AND "PAY-AS-YOU-GO," AND HEAR CONGRESSMEN QUOTING 

DRAMATICALLY LOWER DEFICIT NUMBERS. THE PROBLEM IS THAT THERE IS 

NO REALITY BEHIND MOST OF THOSE NUMBERS. 

TAKE THE HOUSE DEl10CRATIC BUDGET PLAN. THEY CLAIM TO SAVE 

SOME $132 BILLION FROM DEFICITS OVER 3 YEARS. NO\v THIS APPEARS 

TO BE A MORE SUBSTANTIAL REDUCTION THAN THE SENATE RE~UBLICAN 

PACKAGE. BUT IF YOU TAKE A CLOSER LOOK, YOU WILL SEE THAT THEY 

ARE CALLING FOR $56 BILLION MORE IN DEFENSE CUTS THAN THE 

COMPROMISE AGREED TO BY THE PRESIDENT. FRANKLY, I DOUBT WHETHER 

THEY HAVE THE VOTES TO PASS SUCH A LARGE DEFENSE CUT EVEN IN THE 

HOUSE, LET ALONE THE SENATE. LIRE OTHER PLANS THAT CALL FOR 

FREZZING SOCIAL SECURITY BENEFITS OR REPEALING TAX INDEXING, IT 

JUST ISN'T GOING TO HAPPEN. 
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THIS UNRE~LISTIC DEFENSE NUMBZR IS USED TO MASK THE FACT THAT 

THE HOUSE DEMOCRATS WOULD CUT ONLY $12 BILLION FROM THE ENTIRE 

NONDEFENSE BUDGET OVER THE NEXT 3 YEARS. COMPARED WITH THE $41 
.. 

BILLION IN NONDEFENSE SAVINGS Itl THE REPUBLICAN BUDGET, SUCH A 

PALTRY EFFORT SEEMS INCONSISTENT WITH THE GREAT HAND-WRINGING 

OVER THE DEFICIT THAT WE HAVE WITNESSED FROM JIM JONES, JIM 

WRIGHT, AND TIP O'NEILL. ONCE YOU CLEAR AWAY THE SMOKE, THE 

HOUSE BUDGET PLAN LOOKS A BIT UNDERNOURISHED. 

THE SENATE DEMOCRATIC BUDGET IS EVEN MORE UNREALISTIC. THEY 

WOULD RAISE TAXES BY $75 BILLION OVER THE NEXT THREE YEARS, OR 

$27 BILLION MORE THAN IN THE REPUBLICAN PLAN. THEY WOULD PICK UP 

THIS EXTRA REVENUE IN THE WORST POSSIBLE WAY, BY DELAYING TAX 
' 

INDEXING AND ALLOWING INFLATION TO CONTINUE TO RAISE AMERICANir 
/ 

TAX BURDEN SILENTLY. NOT ONLY IS SUCH A TAX UNFAIR TO MIDDLE-

INCOME WORKING PEOPLE, BUT EVEN THE SPONSORS MUST KNOW tT WILL 

NEVER BE ENACTED. A SIMILAR INDEXING DELAY WAS DEFEATED BY A 2 
'• . 

TO 1 MARGIN IN THE FINANCE COMMITTEE LAST MONTH. AND THE 

PRESIDENT IS PLAYING GOALIE ON THIS ONE--HE HAS PLEDGED TO VETO 

ANY TAMPERING WITH TAX INDEXING. IT SEEMS TO ME THAT THE SENATE 

DEMOCRATS ARE ABOUT $27 BILLION SHORT. 

WE I~ THE SENATE ARE TRYING TO AVOID SUCH BUDGET CHARADES 

THIS YEAR BY TAKING A BILL DIRECTLY TO THE FLOOR. THAT BOTHERS 

MANY SENATOnS, PRIMARILY THOSE WHO WANT TO OFFER THEIR BUDGET 
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RESOLUTIONS, VOTE ON NUMBERS, AND ISSUE PRESS RELEASES--ALL 

WITHOUT GETTING THEIR HANDS DIRTY ON ACTUAL LEGISLATION. 

BUDGET RESOLUTIONS ARE GREAT FUN IN AN ELECTION YEAR, BUT THE 
4 

PUBLIC HAS GOTTEN WISE. WE CAN'T AFFORD TO WAIT FOR THE BUDGET 

PROCESS THIS YEAR. THE LAST TWO YEARS, THE BUDGET RESOLUTION HAS 

NOT BEEN IN PLACE UNTIL JUNE. THIS YEAR, DUE TO THE PRESIDENTIAL 

CAMPA'IGN AND PARTY CONVENT IONS, THE LEG! SLAT IVE SESSION WILL BE 

ALL BUT FINISHED BY THEN. 

THE ECONOMY AT A CROSSROADS 

FROM THE START, THIS ADMINISTRATION'S ECONOMIC GOALS HAVE 

BEEN MORE AMBITIOUS THAN THOSE OF PRIOR ADMINISTRATIONS. WE HAVE . 
TRIED TO AVOID ANOTHER SHORT-LIVED ECONOMIC RECOVERY WHICH, ' tiKE 

I ~ 
l 

SO MANY BEFORE, WOULD BURN UP IN ITS OWN INFLATIONARY FIRES. 

THIS ADMINISTRATION HAS ALWAYS TAKEN THE LONG VIEW. •REPUBLICIANS 

WANTED TO RESTORE A PROSPERITY THAT IS SOLID, NOT CYCLICAL • . , . 
IN ORDER TO ACCOMPLISH THIS GOAL, IT WAS FIRST ABSOLUTELY 

ESSENTIAL THAT INFLATION, RAGING OUT OF CONTROL IN THE LAST DAYS 

OF THE CARTER-MONDALE ADMINISTRATION, BE BROUGHT DOWN. BRINGING 

INFLATION DOWN FROM 12 PERCENT AND 13 PERCENT TO UNDER 4 PERCENT 

IN JUST 3 YEARS, WHILE ENGINEERING A ROBUST RECOVERY, STANDS AS 

ONE Of 1'HE GREATEST ECONOMIC SUCCESSES IN THE POST-~·1AR ERA. 
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THE JOB IS NEARLY COMPLETED. THE ECONOMY IS EXPANDING 

SMARTLY AND INFLATION IS UNDER CONTROL. IF WE MAKE THE RIGHT 

CHOICES NOW, WE CAN LOOK FORWARD TO A PERIOD OF PROLONGED 

ECONOMIC GROWTH ~liTHOUT INFLATION. .. 

BUT IF WE FAIL TO BEAT THE DEFICITS, WE WILL ONCE AGAIN BE 

PLUNGED BACK INTO BOOM-AND-BUST, INFLATION-AND-RECESS Iml CYCLES. 

THE HUGE BORROWING NEEDS OF THE TREASURY WILL FORCE THE FEDERAL 

RESERVE TO CHOOSE BETWEEN INFLATION AND HIGH INTEREST RATES. 

EITHER WAY, THE CHANCE FOR EXTENDED PROSPERITY WILL BE LOST. 

SOME SEE THE DEFICIT AS A PROBLEM, BUT I SEE IT AS A 

TREMENDOUS OPPORTUNITY. WE CAN WORK TOGETHER AND REMOVE THIS 

LAST IMPEDIMENT TO A SECURE, PROSPEROUS AMERICA. AND IF WE ·e AN 
/ 

PULL IT OFF, WE WILL HAVE DONE MORE THAN STRENGTHEN OUR ECONOMY. 

WE WILL HAVE MADE A MAJOR CONTRIBUTION TO RESTORING F.AITH AND 

TRUST IN OUR POLITICAL INSTITUTIONS. 
. . . 




