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OUTLINE OF REMARKS
BOSTON PRESS SEMINAR
FEDERAL BUDGET DEFICITS AND ECONOMIC GROWTH:
I.

ARE THEY COMPATIBL E?

Prognosis
We have to realistica lly assess the state of the economy and

the prospects for the next few years.

The fact is that the

groundwork has been laid for a stable and lasting recovery,
without renewed inflation .

It is absolutely crucial that we

proceed with care at this point, and not throw away the gains
already made.

No one should doubt that we are making progress.

In January

the index of leading economic indicators jumped 3.6 percent-- the
biggest one-month rise since 1950, and the ninth increase in the
last 10 months .

The index rose another 1 . 4 percent in February.

In additi on, the "concurr ent indicators " of current economic
performan ce rose

.6 percent in January, showing we are in

recovery.

Right now the most important thing we must do is judge
carefully the degree of stimulus the economy can and should take,
consisten t with a firm anti-infla tion policy.

The Federal

Reserve will play a key role, and has already shown a willingne ss
to adjust its short-term goals based on an assessmen t of the
weakness of the economy.

We will not allow the recession to

continue, but we will not reinflate the economy ,

eithe~ ~
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Approach to the Deficit Problem

II.

The fact is that all our economic difficult ies are related-high interest rates and slow growth boost the deficit, and higher
deficits create greater uncertain ty in the business community as
to our future course; will there be more inflation , or less
credit available for business expansion ?

Because of this,

it makes sense first of all to chart a path

that is most likely to bring stable growth without inflation .
Higher growth boosts revenues and cuts unemploym ent costs,
thereby reducing the deficit as well:

already, upward revisions

of growth estimates are being made in light of the economic
indicators .
growth this

The administr ation originally expected 3 percent
year-~now

they anticipate 4 . 7 percent .

According to

Martin Feldstein , this could cut $10 billion out of the 1984
deficit .

In the short term , as the President urges, it makes sense to
continue to review every part of the Federal budget in an effort
to bring the deficit down.

This means both defense and

entitleme nts must be under scrutiny to maximize the efficiency of
every dollar spent.

A balanced deficit reduction program is our

goal .

Continued efforts to restrain the deficit by controllin g
Federal spending will give the Federal Reserve a bit more room to
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accommoda te the potential for real growth that exists in the
economy without inflationa ry pump-prim ing .

But restraint in both

fiscal and monetary policy is crucial if we want to maintain
long-term confidenc e in the economic program .

That means long-

range goals must be carefully reconciled with efforts to respond
to particula r weaknesse s in the economy .

Radical attempts to

reverse course would be self-defe ating and must be resisted .

III . The House Budget
We all know that developing a credible , deficit-re ducing
budget for 1984 and beyond is going to take a lot of hard work
and give and take on all sides , Democrat and Republica n, liberal
and conservat ive .

The President has made his

House has adopted a radically different

propos~l,

alternat ~ ve .

and the

We are

likely to end up with something in between, but we ought to
consider for a moment who is closer to the mark in terms of the
vital needs of our ec o nomy and in terms of national prioritie s .

The House - passed budget resolution , engineered by the
Democrati c leadership , simply is not a credible plan for meeting
our prioritie s and achieving sustained economic growth .

The

House recommend s a $30 billion tax increase in FY 1984 alone.
That is not only an unreasona ble increase in the tax burden as we
come out of a recession , it can only mean that House Democrats
want to repeal the third year of the tax cut for the working
people.

Reneging on promises is no way to run the governmen t,
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a nd th a t propo sal must be reject ed.

Even the membe rs of th e

s that
House Ways and Means comm ittee have expres sed strong doubt
in
any more than $8 billio n in revenu e can or should be raised

1984.

Defens e spend ing.

The Presid ent has recomm ended a 10

percen t real increa se in defens e spend ing, and the House
.
resolu tion on its face, recomm ends a 4 percen t increa se

But if

rly
you cost out the House defen se figure s to make them prope
the
compa rable to the admin istrat ion's estim ates, you see that
again st
House recomm ends a mere 2 perce nt increa se in defens e as
the Presid ent ' s 10

percent~

This is due to differ ent assum ptions

about curren t spend ing and milita ry pay.

We all know that

a
defen se, like every area of the budge t, will have to assume
fair share of ·the burden of defic it reduc tion .

But surely we

our
ought to take more seriou sly the Presid ent's conce rn about
nation al streng th vis-a -vis the Sovie t Union .

We can and

st, and
probab ly will have to modify the Presid ent's defens e reque
the
the Presid ent will have to deal with both the Senate and
House leader ship if we are to get agreem ent .
more out of each defen se dollar spent .

We do have to get

But the House -propo sed

st.
increa se is not wise, reason able , or in the nation al intere

Domes tic spend ing .

There is widesp read agreem ent that we

fall on
canno t let the burden of defic it reduc tion contin ue to
benef its for lower- incom e Ameri cans.

But that does not mean
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domest ic spending is untouchabl e --j t ca n a n d must be reduced,
som e thing the Democratic budget fails to acknowledge.

Th e House

resolution provides $25 billion more for nonmilitary spending
than does the President's budget .
is in the health area:

$6 billion of that difference

and certainly we have re a ched the point

wh e re we should acknowledge that Fed e ral health program costs are
not under control, and that changes to control costs are very
much in order .

The American people do want to share the cost of

reducing the deficit in a fair way .

But they do not want

national security risked, or the tax burden on individuals raised
to an unconscionab le degree, just because some members of
Congress do not want to reexamine programs that may have outlived
their usefullness or have become grossly inefficient.

Instead ,

let us work together , and with the President, to reach a
bipartisan agieement like that worked out on social security .

IV.

The Budget:

Tax Issues

There are lots of ways to raise revenue, but our job is to
choose ways that are fair and consistent with good tax policy.
We should resist the temptation to undo the progress that has
been made in providing greater incentives for savings, work, and
investment:

those incentives will become more important as

r ec overy proceeds .

Ther e a re many base-broaden ing measures still

to be considered that would improve the equity and efficiency of
the tax code .
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Ind e xing.

The House budget assumes repeal of the tax

ind ex ing provisio n of the 1981 tax a ct, which takes e ffect in
We all know that we have to comprom is e to g e t

1985.

things done,

but this is one area that we ought to leav e alone if we are
inter e sted in sound tax policy and honesty in g ov e rnm e nt.

We can

raise r eve nu es --but why resort once again to back-doo r r evenue
increase s generate d by inflatio n?

Ta~pering

with ind e xing

further risks sending a signal that we are prepared to reinfl a tP
the economy and generate revenues through bracket creep to deal
with the deficit.

That would mean undoing all the progress we

have made over the past two years, and it would be a tremendo us
mistake .

Outyear tax increase s.

The Preside nt's budget recomme nds a

continge ncy tax to raise $46 billion in FY 1986, consisti ng of a
5% surcharg e and an oil tax, to be triggere d if the deficit
remains too high despite adoption of major spending cuts.

It is

not clear why we would need to us e a "trigg er" device to raise
taxes based on deficit levels.

It s ee ms unlikely that a

"trigger " mechanis m would create th e kind of reassura nce on the
deficit that the country is looking for.

If growth and revenues turn out better than now projecte d,
we can always r educe taxes to the extent that b e comes fiscally
desirab le .

One possibi lity is to enact some addition al base-

broadeni ng measures --improv ements in e quity and elimina ting tax
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p rovision s that are ec onomic al ly in e ffici e nt--th e n provide for
further rat e r educt ions if the deficit is brought und e r control
more rapidly than is now expected .

This would maintain the

momentum for a lower-r a te, broader- based tax system that has been
built ov e r the last two years .

It is a lso consist e nt with the

adminis tration's conside ration of a str eam lin ed and simplifi ed
tax structur e with lower rates.

Revenues and the Deficit Problem
You can't really decide whether the tax burden is
appropr iate until you look at the scope of Federal sp e nding and
the obligati ons our people expect us to fulfill.
th a t

The fact is

in 1981 Federal taxes as a percent of Gross Nationa l Product

r ea ched a peacetim e high of 21 percent , and it is only the
combina tion of the Reagan tax cuts--an d the recessio n--that has
brought the proporti on down to 18.7 percent this year.

Receipts

a s a proporti on of GNP averaged 18.8 percent between 1960 and
1979, and the current proporti on will rise as the economy
recovers .

The current Federal tax burden then, is much more in

line with r e cent history th a n it was under th e Carter
adminis tration .

Those who say the tax burden is too low believe th e American
people are too accustom ed to Federal spending at p res ent lev e ls-ab out 25 percent of GNP-- a nd doubt our a bility to reduce
spending .

But sp e nding can and must be reduc ed further by
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reviewing all areas of the budget, including entitlements and
defense.

Still, it will also be necessary to look at revenues to

narrow the budget gap, because building a consensus on spending
reductions takes time and a willingness to compromise.

So while

taxes are not too low, it is fair to say that we could do a
better job of exploiting our present tax base:

there are too

many special preferences , deductions, exemptions, and credits in
the tax code .

So- called tax expenditures are estimated to cost

the Treasury about $296 billion in FY 1984 .

Conclusion.

Clearly deficits at the levels now projected if

we do nothing - -around 7 percent of gross national product, and
declining only slightly in the late 1980's--are incompatible with
sustaining an ec o nomic recovery, even if they do not threaten
economic growth in the short term .

Both the President and the

House leadership recognize this , and both have put forward
budgets that would drop the deficit below 4 percent of GNP by
1986, and lower still in subsequent years .

The real issue, then , is not whether oversize deficits are
incompatable with sustained growth , but over what steps- - or what
combination of measures -- offer the best hope for cutting the
deficit without interfering with other incentives for growth in
the areas of tax , trade regulation , and monetary policy .

This is

where the Senate will play a crucial role , in helping to sort out
priorities , insuring the maintenance of a strong but fiscally
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dom es tic
f ea sible defen se progr am, a nd holdi ng the lin e on
ed to do .
spend ing more e ff e ctive ly than the House is inclin

Now

exces sive
that the ec onomy is poise d for expan sion, neith er
gains can be
defic its nor retre at from our funda menta l econo mic
allow ed to block the way .

That is the chall e nge facin g th e

Cong ress.
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