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THE PRESTIDENT HAS SEEH....

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

Wit £5 1975
INFORMATION

MEMORANDUM FOR THE PRESIDENT

FROM: JAM .+ LYNN

SUBJECT: Stout Article on Reagan's $90 Billion Program

The Washington Post found a totally unbiased reporter to write
on Reagan's program. He is Mr. Richard Stout who, as noted at
the end of the article, is about to join Mr. Udall's campaign
staff.

Stout's criticism's of the program fall into three categories:

1. The totals do not add up. Reagan used last February's
budget as a source for most of his data. At that time,
we proposed to spend $81.9 billion on the programs that
he would transfer to lower levels of Government. We
also estimated a 1976 deficit of $51.9 billion. There-
fore by eliminating $81.9 billion of Federal programs,
Reagan was able to promise a $25 billion tax cut leaving
a Federal surplus of $5 billion.

Reagan then looked at the first Congressional budget
resolution and saw that they proposed to spend $90

billion on the affected programs. He used this as his
estimate of the reduction in Federal spending, but
continued to promise a $5 billion surplus and a $25 billion
tax cut. However, by the time Reagan magnified his cuts

to $90 billion, various other receipts and outlay estimates
had changed and the Congress proposed to spend more on
programs not affected by the Reagan proposals.

If the current Congressional Budget is cut $90 billion
and taxes are reduced by $25 billion, a deficit of

$9.0 billion would result. In other words, if Reagan
wants to compare his plan to the latest Congressional
Budget, he either has to lower his promised tax cut or
drop his promise of a Federal surplus. (Stout derived
an implied deficit of $9.7 billion, but we believe that
he made the same sort of error that he chastizes Reagan
for.) :



2

2. Some programs were eliminated by accident. For example,
Reagan's first handout did away with the Coast Guard and
Gallaudet College for the deaf. These programs were
restored in a later handout and highway expenditures were
deferred to make up the resulting discrepancy.

3. Inconsistencies and other errors. Reagan's speech said
that programs for the aged and veterans would remain
intact, but the specified cuts included programs such as
"meals on wheels" for the elderly and a $50 million
program that helps veterans find jobs. Reagan's cut also
included funds spent from the unemployment trust funds
some of which had originally been contributed by states.
In cutting $3.1 billion Corps of Engineers, Reclamation
and other water resources and power programs, all of TVA
spending was removed, even though Reagan's Chicago speech
stated that TVA would be exempt. There are a large
number of similar minor errors and inconsistencies which
are understandable when a limited staff must deal with a
document as complex as the budget.

0ddly enough, the article only makes a passing reference to
probably the worst flaw in the Reagan approach, i.e., even if
spending on the transferred programs were reduced significantly,
a large increase in State and local taxes would be required.

If Reagan is serious about using the transfer of programs to
balance the Federal budget quickly, states and localities
would have to cut the programs drastically or else the total
Federal, state and local tax burden would have to rise
significantly. (States and localities cannot run major
deficits.) Either outcome would give the economy a severe
negative shock that could not be easily offset by monetary
policy. Higher unemployment would result in the short run -
a point ignored by Stout.
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By Tom v tison for The ‘Washington Post

il blanch at the prospect of engaging in one
an Greenspan, chairman of the Council of
fc Advisers. How would anyone hold up his
rhearing Greenspan say this:
. once the inffation genie has been tet out of
nit s & tricky policy problem to find the
o and timing that would be ap-
> to stem the aceeleration in risk premiums
by falling income withaut prematurelv
the decline in the inflation-generated risk
5. This \
 but itis the path that we inust fotiow.”
is the path that we must follow, I hope we are
ind it before it ranother Greenspanismy ob-

elearly not an easy policy path to

pan was speaking in Washington, a city
carcity of money is routinely referred toas a
ouree environment and where, after an ex-
with fisti 1o winch &l the fish dicd, the
Snergy Commission said that **The biota
100 por cent mortality response 7 Thers ig
or this verbiage.
LLinondy o * i
the money is wanted for can be made to
struse and important.  This is why money
arcly called menev newadavs. 1t is cailed

a

In a tight resource en-
qysey 3T

¢ likely to he fort

DEER sent me a report by the Youth Services
f the New York City Board of Education on
I's summer program in 1974, The report
| with the YSA's opinion that the program
ve more workers and more money. i.c., that

wcidered for expanded allotments of
personnel and more supportive measures
vn direet funding source.”

1¢ report spoke of empiovees whe had been
after drawing their paychecks. iisted
1 that had heen taken, and concluded:
ecautions appeared to be quite suceessful in
: potential individuals with larcenous in-

a thrust:

ajor thrust of YSA's vecommendations
: the guality and efficiency of servic
‘evolve around the necessity for more phone
- Two additional phone channels would
e greatly for both communicative and
cultics and such implementation is strongly
nimmediate necessity.”

See LANGUAGE, Puge E5
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Misunderstanding |

FEW AMERICANS noticed when
Ronald Reagan, in a Chicago speech
last September. proposed to cut the
“Gordian knot” of monster gover-
nment in Washinglon by
federal spending by $90 billion in this
fiscal vear. Only recently has the
proposal begun to attract attention. as
Reagan’s critics have attacked 1t and
his aides and supporters have started
to wonder whether it could become as
big an albatross for his presidential
candidacy as George McGovern's
$1.000-per-person income

redistribution pla

reducing
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To date there has been no detailed
pubiic examination of the specifics in
Reagan's plan. Aides at the Citizens
tor Reagan Commiltee simply put
together o two-page hackground sheet
of figures to show just where he would
¢t But a close look ot
s found enough errors,
miscaleulations and curious
assumptions to cause Reagan aides.
when confronted with them, to issue a
revised set of figures.

For example. aides inadvertently
cut $1 billion tor the U.S, Coust Guard
and later had lo restore it. They
bobhled anpther billien by misreading
hudget figures on revenue sharing.
Moreover. 3t appears that the $25
billion 1ax cut and <3-biftion debt
reduction Reayay says would be
possible with 5S4y bilhon budeet cut
are impossible the wav the T budget
finally turnedout. Iy taet. budet and
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than Americans are now accistomed
to, but still & deticir,

TWe Jugt got these figures to back
up- the speechh and then went un to
other things,” a Citizens for Reagan
staff aide told me after I asked about
some of the errors. **Mayhe we should
look at them again.”

The aide, who asked that he not be
identified, went over the figures with
me at Reagan's - Washington
headquarters.  The  anonymity
enabled him to speak relatively
freely: to acknowledge, for instance,
thial onie reason the Heagan budget
culs virtually ignore agricultural
programs is that North Carolina,
Where such programs have impact, is
a key. carly primary test for Reagan
against President Ford. .

The Keagan figures are based on
those in the Fiscal ‘76 budget
proposed by President Ford last
Febrouary, The hackground sheot
breaks down the Reagan culs into
program categories. as used in the
budget. Here, by category, is what
Reagan's proposal would do.

EDUCATION, MANPOWER AND
SOCIAL SERVICES

fleagan’s $13.7 Lillion in cuts in this
ciategory would wipe out all or most
funds for elementary, secondary and
vocational cducation programs, in-
cluding Head Start, the full range of
federal job training programs. The
{ull range of social services, including
some special rehabilitation efforts for
the severely retarded and those with
cerebral palsy, would be eliminated,
Ca 1l cnnaninal
i special
disadvantaged young peeple to
finance a college cducation and to
help special institutions, such as
Howard  University. Cerlain
educational research programs would
also be axed.

aronts tn annhla
grane 12oenadle

In his speech Reag
the cuts would affect veterans.
However, in eliminating the federal-
<late emplovment service, he would
be cutting off $50_million in special
funds to help vetePns find Jobs. The
aide said this hadn’t been noticed in
compiling the first background sheet,
bul  added ihat the revised
ba-:kg;‘o‘\md ShCCt (n-kiv.l. T sl nal}
Backgrounder Two from now on)
moves tnese funds to the Velerans
Administration or somewnere.

vwiulil @ Wia Caa

. Reagan's speech aiso said the cuts
won't affect the elderly, yet onc of the
secial serviees fo ge prevides one
meal daily to some 200,000 old per-
sons. The aide said that, since this is 2
community-based program, it would
not qualify for maintenance under
RReagun’s new rules for federal help.

The aide aiso said Rackgrounder
Une did not intend to cut special funds
for Gallaudet College, the national
college for the deal. Nor was ii in-
tended that funds to enforee such
worker-employer  matters  as
minimum wages, overlime and

i

reasan’s

By Richard T. Stout

pension practices be cut, as
Backgrounder One announced.

COMMUNITY AND REGIONAL
DEVELOPMENT .
This $3.5 hillion slice would wipe out
{he remnants of such War on Poverty
institutions as community action,
VISTA. and legal services. A number
of community-facilitics water and
sewer projects would go. The
Economic Development
Administration, the Community
Services  Administration, (he
Regional Action Planning Com-
mission all would die. A half billion in
programs aiding intans would end.

~ As onc Reagan campaign aide noted.

“It would be best if they're at the
state or Jocal level.” Urban renewal
and Appalachian regional develop-

wrmetd ha alisainnfad
wolin GO Tl Cq,

et efforts
tReagan noted in his speech that it
was truly remarkable how America’s
£ ctilore ware able to huild the
new land ‘‘without urban renewal or
anarea redevelopment plan.”™)

COMMERCE AND
TRANSPORTATION

The $10 billion cut in this category

L e Aot G A ST

would end the mass transit program,
subsidies to the Postal Service,
airlines, ship operators and huilders,
airport and non-interstate highway
construction.

It was in this category that the $i
billion for the Coast Guard was cut

-initially. To balance this mistake, the

Reagan staff aides decided in
Bachgivunder Two to “defer” 31
billion in interstate highway con-
struction funds which Backgrounder
Onchad sald would not be disturbed.

One footnote in both background
sheets said the Postal Service should
have high enough rates to break even
and should vield its manopoly on first
class mail.

In addition 10 the $10 biilion under
this category the background sheets
list a $3.1 billion cut in water
resources and power programs. In the

Fadnral l\udmnl LL“S o

federal budget, ¢ s included

nem 15 inciualy

under another category—Natural

Resources, Environment and Energy.

This added cut would suspend most
domcstic projects of the Army Corps
of Engineers, the Burcau of
Reciamation and the Soil Con-
servation Service—the major pork-
barrel agencies so revered by
Congress. In effect, more than $50
billion in ancompleted projects would
be abandoned, unless individual
staies dceided io compiete the
projects on their own. Federal
financing would continue for muit-
slate projects, though the total in-
RN

volved in these is not deducted from

_ the $3.1 billion.

Reagan's Chicago. speech clearly
indicated that. the Tennessee Valley
Authorily would be exempt, buta 5721
million outlay for TVA is included in
the $3.1 billion budget cut.

Just what does the Reagan progran
leave intact? The speech said: . . .
Those functions of government which
are national rather than local in
nature, and others which are handied
through trust arrangements outside
the general revenue structure. In
addition to national defense and
space, some of these areas are Social
Security, Medicare and other old-age
programs; enforcement of Federal
law; veterans affairs; some aspects
of agriculture, energy, transportation
and environment; TVA and cther
muiti-state  pubiic  works “pLojects,
and certain types of research.

“Few weuld v

it to end the
Federal Government'srole as a setter
of national goals and standards. And
no one would want to rule out a role
for Washington in thosc arcas where
its influence has been important and
benign: crash efforts like the

Manhattan and Apollo projects, and

¥ 588 R e e

i i

e A Lo R B

¢ i

L

o

i

"

i

L

H HN

o

o

i

massive sell-liquidating programs ‘
like the Homestead Act and the land |
grant colleges.” 4
INCOME SECURITY . ;

The $22 billion cut proposed in this |

area would do away with the federal
role in the food stamp program, aidto

lamilics with danawdant ahilderan
tamilics with dependent children
“(welfare), the school lunch

program--which includes other chiid

nutrition elaments—certair

hnt
assistance for the needy and certain
funds for unemployment benefits.

Backgrounder One left some $7
billion of this cut un-itemized;
Reagan aides could not immediately
provide deiaiis. Backgrounder Twu
rearranged various figures and added
the cut in unemployment aid which, it
was claimed. would save $9.4 billion.
A factnste says this “‘represents
federal share of state-run unem-
plovment programs, including
depletion of trust funds.”

Some $6 billion of the $9.1 billien,
however, is clearly state tax funds
—not the “federal share™—that fiiler
through the complex federal uneni-
ployment trust fund before being
returned to the states as johluss
benefits. One Reagan aide said, *{f
we had our way, this stalc money
would stay with the siates in the first
place.”

See REAGAN, Page E2
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n o agencies, It would also erase pldns to
create a new Legal Services Cor-
poration to provide indigent defen-
dants with funds for legal help.

REVENUE SHARING

I
Reagan would cu

i
eping \»xth the
philosophy that it is senseless and
i I {0 shuttle local money to
ton only to shutfie it back

altnoethe ! in l\

Packgrounder One claimed a $7.2
ol saving--but this was a nearly

.
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REAGAN. Fram Page Kl }
liowever, the }.:xz 1 cut has the i 4 @ an
etfect of denyinz 1 HuLsde
¥ -mlc‘: (nw W his s tru«. this y'vv

carelessness. Reagan aides said thev

hiad not noticed that the budget
combines revenue enarmg—dntuwl
a $6.3 billion item--with sev mal other
vutlays referred to as ‘‘general
purpose fiscal assistance.” These
outlays include the annual con-
tribution to the District of Columbia
as partial recompense for (hc reai
estate taxes the eitv loses
inability to tax federal property, Tt
also include a return to Puerto Rico
and the Virgin Islands of certain
federal revenues and duiies collecicd
on thenr ploducta a rehu n nt cw*“‘am

s thro

Y39 94
2.0 43
ation  EOLTR : 73
31 31
itand Energy
Income Security 2.0 19
Law Enforcement 1.0 30
and Justice
Revenue Sharing 63 100
/
National Defense 2.6 n-a
Health : 10.3 37
Allowances -l 100
Totals i 81.9 . Y
stimates Minus L7367 5 h-a
n Cilis

Revenue Fstimates 2905 n-a
Heagan Surplus 30.0 n-a
Minus $25 Billion Tax Cut -25.0 n-a

Strplus or Deficit +5.0

Add

Pcl. of Category
QOutlay Cut
(n-a: notapplicable)

Up

Reagan Cuts in Proportion
to Congressional Ceili
(in Billions)

19.8

’10!;) ahsorh .\:I:hrm! and road costs in
founties where the revenues are
p.nmtc—d and a similar return of
kome ¢ ‘

and

> | ¢ dllU
Reagan, Hm ame saxd does

‘ end these ot
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m'rn AL DEFENSE

| Reagan would cut nothing {rom the
hui weuid require
rsonnel contribute to

|G lefense
[that mmhm
\Nv
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W nuxd mean an lmlml saving ol
(82 billion—a figure a Reagan aide
S s dv:rnni from an internal
ate Budget Committee memo,
ing Detense Department ap-
| proprigtions virtualiy untouched
| while ma the many other cuts
| would make national defense the
‘\ single largest item in the budget.
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HISALTH

Reagan’s $10.3 bitlion eut for this
category would end the fe io» Irolein
M id an
wonld dry
servive scho
grants and ¢

1ips, as \xell as
raets which »

| nearly 50 per cent of special tr.«nnmg

and education funds of the nation’s
medical sehools. 1t would eliminate
granis that heip state-administered
centers which provide maternal anc
chid heaith care, family planning
services, alcohol and drug abuse
lreatment, migrant and mental
bealih care.
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Mauy Democrats .1gree that the
Hill-Burten hospital assistance
construction program has, after 25
veais, aboul run its course and that
private capital is now building the
great majorm of new facilities. But
now medical schools would cushion a
sudden loss of much-needed funds is
another question

The unforeseen expansion of
Medicaid in recent years is already
straining state and local budgets, and
few would get by without the 50 per
cent federal contribution. The
Medicaid cut would take benefits
from some 26 million low-income
Americans. Of them, 4.3 million are 63
or older, contrary to Reagan's
assertion that old-age programs
would not be atfected

ALLOWANCES

Reagan would eliminate this cateh
all $8 billion outlay in the Presxdent s
budget altogether. This wouid-mean
the axing of $350 million for civilian
agency pay raises, $500 million for
unspecified contingencies and $7
billion in energy tax equalization
payienis io compensate state and
local governments for increased costs
resulting from President Ford's
energy proposals. Congress did not
pass the President’s energy plan.
Congress transferred part—but not
all—of the allowance for pay raises to
federal agencies.

THE REAGAN cuts add up to $81.9
The 8§90 billion Reagan

billion.
repeatedly speaks of is derived by

_assuming that outlays for the items

cut or eliminated would i increase as
Congress inevitably raised the
spending ceilings for the Fiscal 7
budget. In fact, the proport:onate
increases would raise the total
Reagan cuts to $90.1 billion.

However, the Reagm. people also
assume proportionately higher
revenues, a state of affairs which

apparently is not goingto happen. The

result is that the $25 billion tax cut
Reagan holds out would cause a
deficit of about $8 billion—uot the $5
billion debt-reducing surplus Reagan
says is possible.

The Reagan people also say they
did not take into account extension of
the temporary Ford tax cut. Even if
this were included there would still be
a Reagan deficit of about $3 billion.
And the figure would be bigger if the
several billion dollars in questionable
Reagan deductions were deleted.

Moreover, the Reagan people have
made no attempt to estimate how
much state tavos mmht havetariseto
absorb some of the federal cutbacks.
Reagan acknowledges that state
laxes probably would have to rise
{much as California’s doubled during
Reagan’s tenure as governor) where
states decide to continue programs at
current or near-current levels.

In his speech, Reagan derlded
Huhert
suggesting, in discussing federai
spending, that "a billion here and a
billion there™ does not matter much,

At least for now, Reagan and his
helpers do not seem to be approaching
the billions here and there any less

casually.

Sioui is a Washington freelancer
and former Newsweek political
correspondenl He is Jozmng the
Morris Udall presidentiai campaign
staff next month.
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ADMINISTRATIVELY

January 6, 1976

CONFIDENTIAL

FROM:

SUBJECT:

[

The attached article
following notation:

JAMES LYNN

JAMES E. CONNOR/{C

Washingtor Post Article entitled - _
Reagan's $90 Pillion Misunderstanding

cturned in the President's ontbox with the

"Can someone simplify this? Set out items -1,
piily

2, 3, ctc.

Are they accurate?

Please follow-up with appropriate action.

cc: Dick Cheney





