
Fri~ay , Fehruary Jn , J984 -- 9 : na a . ~ .-- Four S~nsons , Salon ~ 

What is the Federal deficit li~eJy to ~e? 

• '::''.1e 2stir1atcs of future f'c>c:srol ('!eficits are r:uite "'°''1Sith·e to 
one ' s ecor.omic assunptjons . Y0t even under th 0 ~ost onti~jstic of 
ecoro~ic Flssumptions , the ~eficit will remain at historically high 
t200 billion levels over the foreseahle futur2 , unless dr~stic 
;=;ction is t<'l~<on . 

• .'\ssrnning ?In r;xtre:nely strong recovery (A'?; r02l grO\:th of Gnn) is 
sustained over the next few ya~ - s ~n~ al~ of the Aa~i~ist~ation ' s 
proposed s~en~ing cuts an~ r~venue pro~os?ls ar2 ~n~cte~, t~e 

deficits are still project9d to b? : 

0 

F':' 19 8 5 FY 1 ° 8 7 FY 1° 0 8 

.c:1so billion Sl77 billion nsn billion ~~152 -_,iUio11 

J-!: '?COOO"'"ilC gr01··t'J "LS !10t· SO strcr.<_; (?°' U''?.l C'. 11? s:-01;':.J:) 2t:·~ 
i r) f: \:1 r (? S ':. y i -: f? S :::: ~ p S ~ . i ~flt } ~T 11 : (; '., (:' :::- ( Q ~ ~ - !; i J l "'.:: ?· t e) f ;"• "(' r~ 

!\ ~'.':"'ir~istrution' s sp0n::3irig (~uts 2!'0 not ~r'!~ctcr:, the· ~!'C~~r1:-c'~ 
f=ficits woula bo : 

F'.? l 0 f' 5 F'.-:' 1 9 f1 6 

S ::> 0 2 • 6 1, i l l i o n 

., Tf \'le havP an P'-Ono'Tlic clowntu:::n during ti:is oe:ciod , 1•• 0 :- 1 av 02 
fAcing S30n nlus billion ~eficits . 

Why ' "c-,rry abou': thP c:oficit -- '.7'.-1'1t 
dc 0 s it ~~Rn to the ~verag0 ~~ 0r1can? 

• I f ri o th i n g i s "l o n f' t o r e d u c r-- (-'l "" -f i c i t s p e n .-h :!CJ n v E: r t h e n 2 ){ t f 5 v 0 
years , the total Federal debt ~Jill nearly aouble to ou~r ~1~ , nnn 

fo::: every ~2n , wo~nn an~ chil~ in ~~eric2 . 

• ~. t thi. lr-\·eJ , by l 0 "r. jt 1:ill tc:}-~ on p -'J_::i}f of ."CJJl .7-:-.~Pric2:-1s' 

p 2 rsonal inco~~ t?x nav~~rts just to p?y th~ re~0raJ rov2r~~?nt 1 ~ 

int 0 rost bilJ . 
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• By iop9 th e r.nnua l Federal interest cost will amount to s25n 
billion-- ahout $1 , 100 f or every A~erican . 

• That $1 ,l CO per person int e rest cost is equal to 40% of each 
person's annual expenditure for food. 

• Virtually all economists agree that the sustained enormous 
deficits that we are facing will be economically harmful. 

• Many Americans will find home-buying more difficult with high e r 
defi cits . Consider a family ourchasing a home at today's current 
interest rat e , averaging about 12-1 /2% , with a S55,000 mortgage . 
If the deficits push interest rates up , total interest costs over 
th e 30 year term will be $15,500 more for each one percentage 
point increase. 

• All Americans will directly fe e l th e results of high deficits if 
th e y lose jobs as a result of a business slowdown resulting fro~ a 
crowding out of private in ve stment, or if they lose jobs to 
i mported pro~ucts made more competitive because of an abnormally 
strong dollar or if they end uo p ayi ng higher prices because 
inflation is r ek innled . 

-Wha t about the Ad~instra tion budget proposals for FY 1985 

• The Administration reproposes many of th e ~ome stic snending cuts 
from its 1934 budget t~at have not bee n acted uoon . 

• The Admi nis trati on proposes only about $5 billion in net dome stic 
cuts for FY 1985 , but that figure is l a rger in the out yea rs: 

FY 1985 FY 1086 FY 19R7 FY 1988 

$5 billi on sir billion Sl2 billion Sl6 billion 

On the tax side, the Adm inistr ation has proposed some tax reforms 
that will raise reven ue , inclu d ing cutbacks in tax shelters 
Treasury h a s endorsed . These would raise About ~34 billion over 
three years . 

• While none of these proposals involve huge numbers given the size 
of our deficits , when they a re co~hin ed with oending 
r e concili a tion measures anc add itional items , th ey can provide a 
s ubsta nti al ' down pay~ent' on the rleficit . 
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Wh2t about defense soending? 

• The Administration recommends $<ns billion in 0efense spending for 
FY 1Q85-- a 13% real increase over the 1984 defense spenoing level . 

• This sharp increase in defense spending is $16 billion over the 
substantial increase provided for FY 1985 in the most recent 
Congressional budget resolution . 

• Over the period FY 1985 - 1987 , the Administration's defense 
recommendation is about S65 billion higher than the 5% real growth 
path that Congress last year set as adequate for a strong 8efense . 

• The Adminstratio n' s defense recommendation is a first offer th2t 
sets its opening bargaining position . ! believe that the final 
defense number for FY 1985 will be close to the $289 billion 
figure contained in last year ' s budget resolution . 

Even at a $289 billion level , defense spending will have increased 
91% since 10.81 , the first year of the Reagan Presidency . 

WHY SHOULn WE ACT THIS YEAR ON THE DCFICJT 

• If we fail to deal with the deficit now, t h P problem will become 
worse . Current projections showing deficits ~oJ d inq in t~e range 
of S200 billion orob a bly are 09ti~istic, as they are based unon 
assu~ption of steady 0conomic gro wth through 198Q. Howev e r, 
post~ar experience sugg2sts that the average recovery lasts only 3 
years , making a recession in 1985 or 1986 likely . 

If \le postoone action until 1985 an~ we do suffer another 
recession , the deficits would then hit the s1n0 - s~no hill5on 
range . ~t that point , it may be difficult to cut the deficit 
without further weakening the economy . Our choices would become 
very difficult indeed . 

• Of course, failure to reduce the deficit in 1984 makes 0 recession 
likely to come soar.er, as jnterest r3tes ate force~ un by ~rivate 
cro~it dern~nds clashing with Treasu!y horro~ing n e c~s . 

By postponing action of the deficit, we incr0ase the ris~ of 
recession . The average incr~ase in the uneillploy~ent rate during a 
postwar recession is about three noints, or three nillion jobs. 
By acting to reduce the rleficit, we can sianificantly lower the 
risk that three million workers will lose their jobs in 198~ and 
1986 . 

The rise in interest rat~s \!ill ~ E 9 re ss a uto s a l e s, housing 
starts, a nd capital goods ord2rs. It is w i~ ~ lv recognized that 
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sustained economic recovery will be iI'lnossible unlP.ss th~sP key 
s e cto rs ar e h e althy . 

• Alternatively, the Fed coula offset the a~ficits' iI'lpact on 
interest rotes by "monetizing" the c'lP.ht , lP.ading to a resurgence 
of inflation in 1985 . If we do nothing , we will f o rce the Fed to 
choose between high interest rates and recession , or inflation . 

Failure to reduce the deficits in 1984 may also nepress the stock 
7ni1rl~et . A key factor in determining equity and hand prices is 
in vestors' confidence that Congress and t~P. Ad~inistration can 
produce a sound fiscal ~olicy . If we send t~e signal that the 
deficit problem is secondary to nolitics , equity and bond prices 
;-nay fall. 

~ The ex~loding cost of servicing the Federal debt will make 
controlling s~enaing ~ore difficult each year , unless the deficits 
are reduced soon . Each year that we add $~00 billion in new 
Federal debt adds a~out Sl5 billion to the next yenr ' s interest 
costs . 

~he economy is now on a path where more ana more of its resourc~s 
c;o jJJst to ':Jay off the debt . Z\ccorcing to econo_"'.'list Lo.1.1rence 
~urr1 ~"'rs, "It ' s a case where the miracle of COI'lDOlE1ding (interest) 
works a qainst you." 

In 1976 net interest a~counted for just 7% of total outlays ~ut if 
we ~ o nothino, by 198 8 th e total Feaer?l aebt will b e ~or 0 tha~ 
ha lf of total Gt;p , ::ind the net int e rest cost of s~rvicing this 
debt will reach 14% of all spen~ing . Each year that we do 
nothing, the share of Federal spending that we can control gets 
smaller . 

• F0 cent studies indicate that current and orospective budget 
~ E ficits ~ay have helped to overvalue the A~erican dollar . If the 
deficits arc not reduced , the oroblem of overvaluation could 
become worse , weakening the competitive position of A~erican 
ex?orts and costing the U. S . jobs in such industries as steel , 
electronics, and agriculture. 

RT:COVERY- - KH A T PROGRF.SS HAVf. T·; s t~"'DF. 

Str e ngth of r P. covery 

o P strong r e co v2 ry is on track ana a?~ears to be mo~0r a tjpn to a 
~2ce th~ t c2n b~ sust Rin ° rl in th0 y e ars nhPad. ~s a n indir a tion, 
lo o k a t t h~ ::-,·nn ?: si on o f r'?o l c:rross n2tion?l t:Jrocluct . Tt gr o v· b y 
9 .~ % in t he s P. co~ a ouar tor of J 0 P3, 7.9% in the thir~ qu~rtnr, a n~ 
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an estimated 4 . 5~ in the fourth quarter . 
recovery is t~e stronJest since 196~. 

Py this measure , the 

• Housing starts are running at a rate of about l . 7 million units a 
year , and new home sales are up by 91% over the recession low . 

• Industrial output in 1983 rose 6 . 5% , and factory utilization is up 
to 79 . 4% -- the highest level in two years , and close to the normal 
capacity of 82% . 

The Commerce ~ep~rtment's survey of businass plans for JSR4 show 
that ~usiness ?lans to increase capital investment by 9 . 4% -- this 
is a rate about 2% higher than that seen at comoarable points- in 
previous postwar recoveries . 

Inflation 

• The best news about this recovery is that it is noninflationary . 
In 198? the producer price index rose just n . ~~ -- the lowest 
increase since 1?64 . The CPI for J98~ was ~ . 8%, the lowest since 
1972 . Continued ~oderation in oro~ucer crices indicates low 
inflation will continue . 

Creatins Jobs 

• People are going b~ck to work , an~ the pace of job creation h3s 
b2en unusually high for 2 postwar recovery . On Ja~uary 6 t~e 
Labor reoart~ 0 nt announce~ the civiJi2n une~nloy~ent r~te ~rc~ne~ 
from 8 . 4% to 8.2% in De~e~ber . Overall, this ~eans une~oloy~ent 
has dropped 2 . 5 percentage ~oinrs over the nast year . 

• The continued strength of th~ recovery shows that recent growth in 
employment has not just be~n 2 statistical fluke , but shows a real 
turnaroun~ in the labor mar~et . Unernploy~ent fell 210,noo in 
December , and there have been~ million jobs cr~ate~ in the last 
year . 

What is more , the growth in jobs is broaa - based . While 
~anufacturing industries show~~ the most aramatic gains, all 
industries othe~ than govern~~nt ~na agriculture showea dra~atic 
drops in une~~loy~ent. 
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n Energy Taxes 

• The Senate Finance Com~ittee last fall considered a 2 l/? % 
aa valorem tFlx on all for~s of energy-- oil, natural gas, 
coal, an1 electr icity . 

• '::"' h i s P n e::::: g y t 2 x n r or o s a 1 11 as a ref i n e:r:rt en t of the 
Administration's contingency tr.x proposal for a $5 per tax 
excise tax on cruae ojl . 

• Since the Aa~inistration has abandcnea its contingency tax 
prooosal, ~here is little likelihood of Congressional action 
thjs year on any new ene rgy tax . 

P. Percentage De?letjon on SPcoGCary an~ Tertiary 0il Production 

Because of A technical araftinn °rpor in J975, all necentage 
de~letion on nroduction fro~ second2ry and ter~iary expired 
~t the b2ginning of t~is year . 

~ L3st year I intro~u~ed legislation to correct this nr0~LG~ 
;::J;::- r2cstu':::llisl1 J_c;% :::'lepletion on sue'.: rno'"'uctjon , as 1.- .::-~ 

Ccr.n rE::ss' oririn~l intr-nt. 

• It ~a~0s no s?nse to have 15% ~ 0 nletion o~ ori~ary 
production , ~nd no 02oletion on ~ore costly secondary an0 
tertiary oil rrocuction . 

A log jaM in all tax legisl2tior at the en~ o~ the 12st 
session prev~nted our enactmRnt of corrective legjslation . 
!J~vertheless , we will inclua2 the correction in whatever tax 
lPgislation we pass this year . 

r Strione r ~nll Regulations 

• L2s+- yco:r: , :-he ':"r221sur.v D"'n::i:".'trnert ?rODos2:" r::·gulations to 
ir:10lc11 .2nt the "in;'J0nenr1 ent strinoer" ezcr:ntion that took 
eff-:::ct in 198< . 

~ ~~os~ pro?ose~ r0JUlntions caus ~~ conc0rn on the pnrt of brt~ 
in~~~cndont producers 2nd royalties . 

- - ' 

0 ~ ·,J i +- ;~ >-,] S S 0) U t i 011 t 0 th".' ::i"" c i 11 i 7- i Q :-'? J 'Ir 0 Q 1 <:",.., S D !'.' e S 0 n t rvl , S 0 
'."J 0 t '.J i n 1 "" D :> n •1 C> n T n r 0 ".'1 u c c ~ s I -, r. ,-~ i:- 0 y 2 1 t y 0 i ' r: '2 r s c a n l i v e I,- i t h 
': 11 r:c ;· r: s u l t . 
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• Since indnoen~ant ~reducers are totally 0xempt on strin~~r 
o i l , bu t ta x e c on n "'\·! 1 y d i s co v 2 r c <"] o i 1 , i t i s ob v i o u s 1 y 
aivantageous for th0rn ::o classi~y ns ~uch oil as possi~Je as 
strioper oil . 

• Royalty owners have the opposite incentive -- for them 
stripper oil has a 60% tax rate and newJy discovered oil only 
on an 22 . 5% tax rate . 

• I believe the solution """ workeo out with the rqs is fair 
nc:-i; wells to a differi:'.nt :~~e-:voi:~ 1t1 ilJ. he cJ.assified as 
newly discoverea until they can in~~penfently qualify for 
stripncr well status . It ~~y he that the JPS will. develo? a 
better solution that benefits both incepenccnt ?rocuccrs ~nd
royalty owners . 

• Proauction for existing strip?er walls th?t are nerforatea at 
anot~~r reservoir will be trPated as all stripner oil because 
of the practical cifficulty in estimating the source of 
co~~inglec pro~uction . 

• v~ will continue to b 0 concerne~ about this ~roblem an~ will 
follow the course of the final reguJations an~ any ruJings 
t'l2'.= <'He issue<:l . :·7e oxn0ct t11P fin ,.,,1 r~gulot}o_ns to be 
issue~ in ~~out a ~onth . 
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