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MR. LAITIN: I am Joe Laitin and the briefing on 

the 1976 budget will start promptly at 10 a.mo Everything 

said here is on the record but is embarr.-oed -- all file and 

audio, along with the budget itself -- for release at 12 Noon 

Monday, February 3. 

If you have questions later• today or tomorroH, vre 

have a professional staff standing by in my office and you may 

want to take these phone nur.:tber•s dmm: 395-L~85l~ and 395-ln09~ 

If you have any questions for Treasury on revenue 

estimates and so forth, you can call George Ross and Jim Parker 

later this afternoon or tomorrow at these numbers: 964-5252 

and 964-20t~l. 

Sitting at the table on my left are Roy L. Ash, 

Assistant to the President and Director of the Office of 

~ 
Management and Budget; S~aftley Gardner, Deputy Secretary of the 

Treasury, and Paul O'Neill, Deputy Director of O!'tB. 

Director Ash will have some opening remarks and 

then we will throw it open to questions. 

Now, one other item~ Ron Uessen, the President's 

Press Secretary, has advised me that vn1en the President drops 

by here this mornin~, his remarks and all film taken while he 

is here are fo~ immediate use. 

The fact that he Has here and what he s.avs and 

the pictures taken are for the record and for immediate use, l 

but everything else is embarr,oed for 12 Noon tlonday, along with I 
1 
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the budget document itselfo 

I hope I have made that clear. 

THE PRESIDENT: Thank you very, very much, Roy, 

and your associates in the Office of Management and Budget, 

members of the press and guests: 

I 
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It is a great privilege to be here even though the j 

news may not be good, but I come here this morning following I 
in 'the footsteps of another President by corning here personally,, 

face to face, to present my budget proposals for fiscal year 1976j. 

That President was Harry Truman and the last such 

occasion was January 19, 1952 when he met with the press to 

discuss the budget for fiscal year 1953 -- a budget, I might 

add, that had jumped to $85 billion, described at that time as 

astronomical. 

In the discussion President Truman said, and I 

quote, "This budget has been the biggest headache I have ever 

h&d.n 

As ! look at the federal budget for the fiscal year 

1976 I can only say, "l~rry, I hope you left some aspirin for 

me." 

Let me beRin by saying that the President's annual 

budget is a carefully considered and integrated set of policies, 

programs and priorities that a President recommends to the 

people and to the Congress to set our national course into the 

'future. 
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t ~ Thus, the budget is one of the President's major 

policy pronouncements each yearo 
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s I I want to talk to you about some of the key features! 

submit to the I : ~ 
6 I 
7 J 
6 I 

vo lll 
11 I 

12 

of the budget for fiscal year 1976,which I will 

Congress next Monday. 

It is a big budget calling for expenditures of $349 

billion, almost $1 billion a day during the year starting next 

July lo 

It will result in a large deficit for the year --

$52 billion 

by another $17 

does not agree 

budget. 

It is essential that the Congress be very mindful 

!5 of this fact. I do not like to see deficits of this size nor 

1e any for that mattero I know most Americans agree, and I 

17 resolved to take those steps that will make such deficits 

18 unnecessary in the future. 

1g That requires, most of all, the restoration of a 

20 vigorous economy in this country. But we must be realistic. We 

~' must recognize that in times like these it is good national 

22 policy both to provide financial support to those unemployed 

~3 and to introduce a measured amount of additional stimulus into 

i 

the private economy by a tax reduction. 

l1y budget, as an integral part of the total 

I 

economic! 

I 
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recovery and energy independence plan I have proposed to the 

::!: Congress, does just that., 

3 Overcoming the recession, however, is not the only 

4 goal of my budget. It is equally essential that we not 

5 rekindle the fires of inflation. I have carefully gone over 

~ the programs proposed by the various executive departments for 

1 inclusion in the budget. 

~ I have concluded that for this year at least it 

9 would be imprudent to initiate any new spending programs; 

~o j' except for energy, none is proposed. . I 
11 ~~ Further, it has been a popular notion to consider 

~2 I some government expenditures as uncontrollable. That is, 

13 they would go on and on whether we like it or not. 

I categorically reject that view. They are 

controllable if the Congress, on the one hand and the President 

16 on the other, do something about them. 

11 My budget proposes significant reductions in a 

number of programs up to now considered to be uncont~llable. 

Together the reductions I am proposing amount to $17 billion 

for fiscal year 1976. 

2t I urge the Congress to join me, to work with me, 

<!2 h so that we can bring spending under control.. Por while the one-
1! 

2~ ! time reduction items proposed will aid the economy in overcomin 

t;4 li the present recession, the more permanent program expenditure 

20 11

1

. ' reductions are necessary if we are not to embark. on a cou:t'se of 

i 
il 
!; 
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1 future spending that will be highly inflationaryo 

2 

19 

20 
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t Aside from the effects of my proposed tax reduction 

2 the deficits anticipated for both 1975 and 1976 are largely 

3 the result of aspects of the budget and the tax system 

4 that respond automatically to changes in the economy. That 

f 

I 
n 

1 

I 
J 
I 
I 
g 
I 

I 
5 is, in the case of an economic downturn Federal tax collections f 

Ei slow down as incomes and profits slide and unemployment 

7 benefits rise very sharply. 

a These factors cushion the economy, but they also 

9 cost money. Specifically, aid to the unemployed including 

10 the special measures that I proposed and were enacted will 

n be $12.7 billion larger in fiscal year 1976 than they were in 

12 fiscal year 1974. This will provide income support for more 

~3 than 14-1/2 million beneficiaries and their familles. 

14 Federal receipts for fiscal year 1976 would be more 

16 than $40 billion higher if the economy were operating normally. 

16 These factors,apart from any other consideration. 

17 more than account for the deficit in fiscal year 1976. Or, 

18 in short, if the economy were operating at the raee of only 

19 a year ago I would not be forecasting such a large difference 

20· between revenues aiJ.d expenditures. In fact, we would have 

21 balanced budgets both this year and next. 

22 Government expe:ndi tures at all levels, Pedaral, 

23 State and local together now account for almost one-third 

of our Gross National Product.. Au increasing proportion 

25 ~'of these expenditures are payments for individuals such as 

~ 

24 
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Social Security, Medicare, public assistance and other 

i 
~ I programs. 

3 But if these kinds of expenditures continue at 

4 anywhere near their past rate of growth, more than twice 

5 that of GNP, total Government expenditures could slice away 

6 
more ti1an half of our GNP in two decades. 

7 When I submit my budget for this year, I especially 

a urge the budget committees of the House and the Senate tc 

9 take advantage of the provisions of the new Congressional 

10 Budget Control Act. This permits them in those ~10 

11 
committees to set overall budget goals for the year and live 

12 
within the total set. 

13 In taking this action, the committees in both the 

14 House and the Senate should make a detailed study of the 

15 
$349 billion budget for fiscal year 1976. The two committees 

1i should know that unless the goals set b! the committees for 

17 
the Congress hold my $17 billion in budget cuts,: in other 

w~rds, if they don•t keep the budget reductions at the levels 

19 
that I have suggest-cld, the deficit for fiscal year 1976 

2{) 
will rise to nearly $70 billion~' for 1975 and 1976 together 

21 
to be $100 billion. 

22 1: I, of course, will work very closely with the 

r :1 Congress in all of these matters. I will walk the extra 23, 
24 I mile and give all of ~x strength to getting the national 

25 1 .. economy in shape. 
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I ask the Congress to walk that extra mile with me 

B-3 so that together we will lead the country with strength and 

purpose to a fuller life for all Americans. 

In view of the fact that this briefing is under 

embargo, except for my remarks which I have just made, I am 

advised that a question and answer session by me at this 

time would not be appropriate. 

However, I will be available to answer questions at 

a news conference next Tuesday. 

It is now my pleasure to turn the meeting over to 

the Director of the Office of Management and Budget, Mr. 

Roy Ash. 

Let me say at this point, I know first hand what 

a superb job Roy Ash and his people have done at the Office 

of Management and Budget. I am 9artlcularly grateful for 

the outstanding service that he has given. I think the 

American people should consider themselves most- fortunate 

to have had in this important office Roy Ash. I wish to 

publicly thank him and express my indebtedness to him for 
19 

doing an outstanding job for me as well as the country. 

I will turn Roy over to you and you ask him all the 

tough questions and I will be glad to answer the easy ones 

Tuesday. 

Thank you very muah. 

End B 
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11R. ASH: Ladies and gentlemen, the President has 

set forth the guiding policies behind his !976 budget. 

In the next 10 or 15 minutes I will develop some 
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of these policies mo1.,e specifically for you and pat"'ticularly 

those of us up here in the front are prepared to answer your 

questions. 

Joe Laitin has already introduced Hr. Steve Gardner 

and Mr. Paul O'NeilL I would like to add to those intro-

ducti.ons others that \<Jill help answer> any other questions that 

tO you may have. 

H I 

II 
12 

~3 

Seated over to your right are 11r. Dale HcOmber, 

Assistant Director of Office of Hanagement and Budget, knot-m 

in this city as Mr. Budget. He is the one who is responsible 

M for having done all of ·the work that we are no'Y1 all going to 

'i5 be talking about. 

HJ .Next to him is John Hill, Associate Director of the 

~1 
.Office of Management and Budget. 

us Next to him, Don Ogilvie, Associate Director, Wally 

19 
~eott, Associate Director, and Ed Fiedler, Assistant Secretary 

20
. ·for Economic Policy of the Treasury Department. 

I also want to use this occasion to inti"oduce my own 

22 
successor. He is not up here yet and he is not yet confirmed. 

Jim Lynn is some place out t9ere in the audience but next 

· year he will be exactly here. 

Where is Jim, anyHay? 

• 

I 
I 

I 
f 
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1 He is here, 

2 (Applause.) 

3 Jim is entitled both to ask and answer questions 

4 today in his capacity, so we will see which role he wants to 

s play. 

6 First, I want to set out the new features that are 

7 in the budget itself. This is a budget that contains some 

9 

tO 

tS 

14 

15 

i8 

19 

20 

22 

I 
il 

changes and some significant changes, and I will merely show 

them in summary for you and would suggest that as you get into 

the budget you give special attention to those that are the 

new features. 

(Slide.) 

Are they getting close to where you can read them? 

The first one is that for the first time we are 

showing the economic assumptions on which the budget is based 

in some detail -- not only for 1975 and 1976 1 but in fact we 

· azte extrapola-ting some of those economic data all of the way 

out to 1980. 

I must make sure that you understand that the 1975 

and 1976 economic assumptions are forecasts of what is probable, 

On the other hand, the further out we go the more difficult it 

is to forecast. For the years beyond they aremerely extrapo-

Also~ I should call your attention to the section 

on tax expenditures -- the second item. There is a new section 
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It 

jl 
i i I~ 
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' il ., 
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4 ll 

on tax expenditures which has received considerable attention 

this year and will b~ shown in the special analyses section. 

These, as you know, are the special constructions of the tax 

law to reduce tax payments for some individuals and for some 

11 

a I groups. Certainly they have a very significant effect on the 

6 economy of the country, as much as items that are included in 

1 ll 
8 tj 

9 II 
'H) II 

I 

the budget, and they add up to billions and billions of dollars, 

and I suggest you give attention to how those are discussed. 

Thirdly, as you knot-1, the new Congressional 

Budget Act changes the fiscal year. It will move to one 

~1 starting on October 1 in 1976. So, in addition to the fiscal 

12. year ending June SO, 1976, the budget for 1976 also contains 
I 

t3 J in it a section for 

14 II of July, August and 

15 I new fiscal year. 

the transitional quarter, the quarter 

September so that we can get on with the 

U3 Well, those are the main features. You can read 

n the rest of them on the chart. But I do oall your attention 

iS to those as you look at the budget because there are some 

19 differences this year. 

20 Now, let us go back to just some of the numbers 

~1 the President mentioned and just briefly put them out. They 

-"!) ,_ are in the bud8et and printed many times over, and I think 

~ 
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we ought to put them in perspective. This is the budget at 

a glance. 

Of course, the key numbers to look at are the ones 

along the bottom line. The deficits are very large, as the 

President mentioned. They are and will be reported, obviously, 
.c21'4U..~ 

as the highest irl~istory and they are, but I want to come I · 

back a little later and put them in some perspective. 

You will also notice the growth of outlays going 

up steeply, and the receipts not going up too steadily, thus 

causing the differences. 

So, I wanted to put these out first, but I think 

before we get into them let me set out and show the effects 
I 
I 
J 

of some of the main issues that are at the margin in the budget. I 
There are two classes of issues that are primarily at the 

~gin in the budget. 

First, the President's economic and energy proposals 

and their effect on the budget. Again, if we go to the bottom 

line on the chart, we note the combined effect of the 

President's economic message and the economic prog:r:'U tha"t he 

set out in that message. 20 i 
These have an effect of increasing 

. l 
l 
I 

21 ; 
' 

~2 1,· 

~s 

~I : ~ 
~' 
!! 
t 
' ~~ 

the 1975 deficit by $5.5 billion and of increasing the 1976 

deficit by $13.4 billion. 

In effect, there is, combined, stimulus proviaed 

by two programs, obviously largely deriving out of the .fil'st 
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1 section that deals with the recession tax cuts. The net 

2 effect of those programs is to introduce a measured amount, 

i 
: I 

as the President said, of stimulus into the economy because 

of the need for it at this time. 

6 

1 
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Now the details are set forth there on the chart. I I 

don't want to belabor any of this because we want to get to r 
A 

your questions and just want to put into perspective some of thJ 

issues that are at the margin in the 1976 budget. 

Another class of item that is especially important 

at the margin in the 1976 budget is the one the President 

referred to a couple of times -- the expenditure reduction 

proposals. These are a very integral p~t of the policies and 

the budget and have significance in the effects of the budget 

on the economy. 

Again, let us look at the 1976 column. We can go 

through the data at another time in more detail. But the 

column for 1976 shows that the total budget reductions that 

a~ implicit in this budget add up to $17 billion. That is 

as the President said, unless the Congress joins with the 

President in his recommendations, the deficit would not be 

$52 billion or so, but would become very nearly $70 billion. 

Down below it shows the nature of those classes of 

expenditure reductions. Rescissions account for: $800 million. 

Deferrals $1.8 billion; new legislation, $12.4 billion. A 

tremendous amount of new legislation we are asking of the 

Congress this year in order to effect· reduced expenditures 

in certain pl:'Ograms. You may :remember the ones that have 

come to be called the "capping progx-am.s." They aN included 

' in t-hose numbers .. 
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1 Again, there are administrative actions we will take, 

2 but some require permission of the Congress. This $17 

3 billion of cuts in the budget should not be set aside in 

4 your consideration of the totals. l:n fact,. it is an inteqral 

5 I part of the policies implicit in the total budget. 

s Let us go to the next chart and look at the budget 

1 aa ·it relates to the economy. Across the top you will see 

a for the years 1975 and 1976 the receipts and outlays set 

9 forth in the budget. On the other hand it is essential 

to · that we put those in some context. We haven't used the 

11 technieal context of the full employment budget. 'Instead, 

12 we have used as a norm a somewhat shorthand version of that. 

t3 We have said what if the economy were running at the 

14 rate it ran in 1974, a period that is so recent that it 

ws obviously is not a hypothetical year. It was a real year of 

18 vary recent times. 

:If there were not the receaaion that w• have at 

18 the moment and if the economy were running at that rate 

in 1975, receipt.a would be $30 bilUon higher - 4\Uil to 110re 

ir&dividual and oorpo:rat.e taxes - and outlays would be 

$9 billion less beaauae, of cow:ae, there would be ·leas 

aamployment pqments. 

28 You aan sea the salle ~UIDbera for 1976 -- '$tO billion 

lliqher in revenues • $12 billioa leaa in 0\ltlaya. 

The net effect, shown on i:ha botto.m line ia that were 
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it not for the economic downturn itself, the budgets for 

1975 and 1976, as the President said, would be in balance, 

in fact, very sliqht surpluses. This was a part of the 

guiding- measurement that we referred to· "in determining the 

measured amounts of stimulus that should be introduced into 

the economy. 

Now l think it is important: to aqain call to your 

~ttent:ion the fact that this assumes the Congress will agree 

with the President on the $17 billion to reductions that he 

has proposed. If they were not to do so, then we would have, 

even under the times of a normal economy, substantial 

deficits. That $11 billion would be thrown back into the 

1976 outlay level, and we would generate substantial and 

inflationary deficits. 

Let us take one tnOre quick look at tbe deficits and 

put them in a perspective, perspective over time. Sure 

they are the largest in absolute dollars. OD. the other hand, 

relating them to GJIP they take on a somewhat differ:ant 

rel.ationship to ~ total scale of the eCODOily. 

For the year 1975 the deficit represents about 

2.4 percent of the GNP. For 1976 about 3.2. !'ou will see 

in 1959 and 1968 we bad deficits of approximately the same 

aaoants relative to the then GNP. I woulcl Uke to think at 

24 tllia time we certainly have greater need to put stilaulua 

1 
.. 

2'5 i:Dto the eCOACIIDY t.ban we baG in each of those years. 
i 

I 
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This is only to put them into perspective. 

D-4 ~ I .. 
I 

Now let us get to the real story of the budget. The 

3 
t 

real story of the budget is not the year to year variation, 

' " I but some of the very deep and forceful currents that are in 

s l government spending. 
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This chart does nothing more than plot the line for 

the last 27 years~ 1950 to 1976, of budget outlays. It is just 

a jiggly line that does not seem to go anyplace; it goes up, 

of course. It goes up with no particular trend other than up 

and it goes up at a steady tul'n, but in that line are concealed 

a number of very significant trends. 
! 
! 

I think we should examine what is behind it and see ! 
l 
' l 

what is concealed behind that number. Without this it is other~ 

wise very difficult to get the full meaning. 
i 

\-le have gone back to 1950 to see what those outlays l 
! 

would be on a constant dollar basis, adjusting out the effects 

of inflation over the years with the changing value of the 

dollar. 

Now we begin to see some very interesting stories. 

What are the stories? 

Back to the time of the Korean War you can see 

federal outlays went up and back down. 'l'he defense establish-

ment increased its total outlays. As the wa~ was ove~~ it 

went back down to a normal level. 

Between the two wars. it began to move up; 

partioula~ly as it came into the Vietnam War, it moved up I 
<ll<) I· steadily. What happened? ~ 
~<J !l i 

2! 

23 It did not go back down to any significant extent t 
, I· f 
Z41i after that. If it bad followed tile course, say, of tile Korean , 

!I ' War; the 1976 number, instead of being almost 350, might well bJ 

II w4y 
~ I 
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under 300. He don't know exactly what it might have been, but 

just assume it had followed the course it did in the Korean 

War. 

This is the beginning of what is the real story of i 
! 

federal spending. Let us look a little behind that now that you j 

a have the idea of the top curve. Let us look at the comparison 

I! of that to get some clue as to what further has been happening. 

6 l1 National defense, just as I have desci'ibed, did go up I 
a j' I - and did go down with the Korean vlar; did go up and did go down 1 

110 with the Vietnam waro 1
1

1 
II 

11 II In fact, you can see with the 1976 badget on ~ con~ 

12 I dollar basis defense costs are less than they were through that 1 

whole period of time between the two wars. I 
I 

I 
I 

Defense performed as you would expect it to do 

under changing circumstances. Interest and other non-defense 

functions followed pretty much a flat curve .. They are growing 

17 slightly. 

1e On the other hand, they do not signif!~antly ohange 

19 the meaning of t·he fJ..ow of federal expenditures.. Look at the 

20 top one, payment for individuals. 

21 · Payments for individuals fi.llad in after the end of 

22 the Vietnam War. The:J:~efore the outlays did no't go down .. 

~ go down.. They continued to grow. These payments have become a ma;rr 

24 · · Wf!dge in setting the rourse of government spending and this is 

25' the, one to which the President was referring. 

j . I 

• 
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t That wedge, even though we see out in later years, 

2 is a very wide one, was growing at a rate of eight to nine 

3 percent from all those years all the way back to 1952 or 1953. 

4 It has been ~rowing at a rapid rate. It was 

5 smaller in earlier years and we did not see the implications 

6 of that growth .. 

7 Not.r it is gro~ large" and keep in mind it is a 

fJ compounded rate of eip,ht to nine percent in constant dollars, 

9 just as it has been for the last 20 years. 

'~!) That is w·here 'tr.Te are today. 

H \ve have a change. in composition, a sU'bstantial 

12 change in composition of federal expenditures. We· have some 

13 substantially foreceful new currents that are in f:ederal 

M spending and now let us look ahead at what we wou~d get if 

.those currents were to continue for the next 20 to 25 years. 

I hope you can see those charts.. F.i:~s~, let me 

11 
1 i ldentify what each is. 

1U The top one is that of total goverrnnen~ spending. 

19 The bottom left one is that of federal spending... -'ltle bottom 

20 :f"ight one is that of state and local spending. 

2l ~fuat we have done with these data is to first divid 

; 

22 (; all spending, whether it be state and local or federal into 
;! 

23 ' just two classes of outlays, those that carry the so.vereign 

24 ·r 
25 

I 

functions of a government, whether state, federal or local, 

and· those that are payments for individuals; in effect, transfe 

r J 
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That is, adjust all outlays into one o~ the othe~ 

cateqory and then project ahead the t~ends that have been in 

these two categories from the last 25 years, project them 

ahead to the next 25 years and see where they could take us. 

Well, let us just look at the top one. Others are 

21 

6 there in more detail and I won't go into it other than that 

1 you can see the others as they support the top one. If ¥1e 

s ~ontinued on the course that we have been on, total Government 

9 s·pending, by the year 2 o 0 o, in constant 197~ dollars. 

I.t would be $2 trilliOn. It is not.$349 billion, . 

11 
$2 trillion and that is only 25 years from now, not so long. 

~2 
It is not because direct operations have gone up. 

~3 
tn fact, the .Defense Department is projected here as a flat 

M level of constant dollar outlays -- no increase at all in 

1t; c~nstant dollars for the Defense Department. Other Government 

Ul ·operations go up a bit largely because projections of State and 

h 

~~ 
local government. expenditures are going up fadt:er by far :than 

U.l 
Federal GovarnmQn~~ but transfer payments and payments for 

~9. 
indiv14uals, are qoing up at the most rapid rate. 

20 ,, 
2:1 i. 

fl 
u I, 

f: 

Now, if the GNP goes up only 3-l/2 percent a year 

iD. real terms, between now and 1980, then as the President 

concluded, Government at all levels will spend 50. percent of 

!-

23 

~ u 

!£!) ii 
~ 

the Gross National Product in two decades compa%'84 'to 33 . t 
p~rcent or less at the moment. ti'e will go up 'to al.most 6 J pereJt: 

by i:he year 2000, because by tha year 2000, although the number l 
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is not shown on the chart. In 1 76 dollars GNP would be $3 

trillion qQO billion. 

This is the real sto~ in the budget and before we 

4 get into discussion of the 1976 budget in particular, I think 

5 it is important to note that the budget is not just a set of 

6 accounts for the immediate year but most of all it is a course 

7 for the future. 

a The President has decided not to go on that co~se 

~) toward the point where 50 percent of Gross National Product 

w will be rep~sented by Gove~ent in 20 years. He has already 

1i 
exerted all of his might to pull down the growth of Government 

12 
spending; the $17 billion package to which he referred is 

'3 
certainly no picnic for all that t·dll be involved in dealing 

!4 with it, and yet it is an integral pa:rt of the policies of 

H5 the budget. 

Hl Now, of course, we all need to make sure that Cong:res 

17 and American public see cl~ly the alternative oo~es of 

action. One is to go along that curve, go to where 60 percent 

of GNP is taken over by the Government and the o~her one 

20 
is to find a different curve. 

So that is the view that we want to ~ sure you 

J 

22 l: 
23 '' 

,have as a pe:t'spective, as we get into the budget.: 

Let me make one further statement before ·:receiving 

your questions. The budget contains an outlay level of 

20 I ' $1,165 million for the Pl-480 food aid program in fiscal year 
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::-3 1975. As the budget has been in the process of prepar-

ation the President has been considering the matter further 

and there have been some discussions going on with the Congress f 
! 

he has decided that he will be submitting a budget amendment~ and 

\ an amendment. to increase 1975 by $178 miU.!on, and this ;:., 

II 
6 '

1! addition, oi; course, is 'not included 

1 ~n the '16 budget. 

At the appropriate time the State Department will 

advise you concerning the country by country distribution 

iO 

II 
of the total, but that is the one change that you should have 

in mind as you look at the budget data. 

Now, \-1e are prepared to take any questions you have, 

and I am sure between all of us up here who I am sure have read 

among them the whole 1200 pages in the budget appendix, we will 

:Hi give it back to you in whatever way you wish to ask. 

We are ready for your questions. 

QUESTION: Mr. Ash, could you tell us what the major 

t® 
components are by function in that $17 billion cut package? 

~i 
MR. ASH: Let me see. I don't have a schedule right 

20 
here in front of me by function, but I can out of ury head 

d~. :! 

Jl 
;\';..It 

~2 !l 

I: 
23 l. 

give you some of it. 

Defense has in it something just shor~ of $3 billion, 

has it not; Dale? 

~ !I 
lj 

\ 
i~\2 

ji 

~! 
:)1 
Jl 
\I 
j! 
' 

MR. McOMBER:. Yes. 

MR. ASH: Of the $17 billion. Social Security bas 

~~ 

'! 
~i 



e-4 in it something over $3 billion. Those are, of course, the 

two b~est single elements of it. 

Then, the others are distributed across a number of 

different programs, certainly the "cap" pttogram.~ The programs 

that we set forth in the fact sheet that went with ·tne 

President's State of the Union Hess~ge, had a dis-

ti•ibution of that $6 billion or so that comprised the cappl.ng 

programs. 

All of the deferrals and rescissions that have here-

tO . tofore been submitted and you have the details of all of that, 

al:'e a part of it. So, that makes up the biggest p.art. 

What are the significant pal:'ts that ar,e .~orthy of 

mention? Those are probably the main parts that comprise it 

all. 

QUESTION: What are the other significant ones? 

:tvlR. McOMBER: r.et us just mention a few ()f the items 

17,< .of legislation \-1hich comprise the major portion ~· this. There 

d:s. a proposal ·to block out, that is to create blo~ed grants 
.. 

U) .' '::~<';r. the child nut:r-ition progr.am, that is going· to :~ave 

~appl:'oximately $500 million. 

There is a pvoposal to modify cost &.h~~~g for the 

l1edicar•e program and to place some lim.i ts on pro.'Y,',i.Qer coats 

'Within that program. Those will add up to about $1.1.!00 .. : n 

There are several proposals to change ~- public 

! 
l 

I 
j 
! 
I 

l 
i 
I 
j 

I 
I 

I 
I 

! 
I 
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assistance program which would add up to approximately $1,200 

million. 

There is included also, this may be familiar to some 

of you, a proposal to limit the educational impact aid 

program which would save something like $260 million. -~ 

And finally, we should mention a limit·on social 

services that was included in the public assistance program 

we noted a minute ago. That will save us something like 

$400 million. 

QUESTION: Are these cuts listed anywhere in the 

budget document? 

MR. ASH: They are not listed in one place as they 

were in the 1976 budget. They ae listed under the proper 

places throughout the budget and it requires, I guess, that 

you look at whatever program in which you have an interest 

and see how it was dealt with. 

I am not sure my microphone is on, but I would hope 

you can hear anyway. 

QUESTION: Mr. Ash, just two weeks ago, January 15, 

the President said the deficit for '76 would be $~5 billion 

to $~7 billion and now it is almost $52 billiqn. Bow did you 

lose $5 billion in two weeks? 

MR. ASH: This budget is unique in one respect. It 

is unique in the respect that it was prepared during a time 

' when the economy was probably changing at a faster rate than 

! 

I 
I 
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it has every changed during a budget preparation cycle, so that 

we were revising the economic outlook and economic forecasts 

and all of the data that flowed out of it, right up to a week 

ago last Wednesday. 

It carries into it, then, all of the changes that 

we were foreseeing in the economy during the last few weeks 

and those changes gave rise to the difference. 
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QUESTION. Mr. Ash, in the section on economic 

I assumptions, page 41, I notice that you project for calendar 

111975 overall rise in CPI 11.3 percent. '!.'hat would mean that 

11 you anticipate inflation this year is going to be greater than 

I last year. 

I MR. ASH. Let me make two observations aboUt that. 

i About the tenth line down in the table, consumer price index, 

the series of which has an 11 percent increase. for the 

·I calendar year 1974 over 1973, 11.3 1975 over 1974 and 

11 7.8 for 1976 over 1975. 

I The question is why does it qo up? 

First you have to recall that the President's energy 

proposals contained within them factors that add to the 

CPI by approximately two percentage points and somewhat short 

of one and a half percentage points falls ill:that·ll.3 number. 

So that if you can mentally adjust that 11.3. by something 

1'7 . jps:t short of one and a half to, siJ.y, 1.8 o~;~l •. 9, thez'eabout.s, 

~o 'you· will find that we would be showing a s~a11Y ·r.auction 

1g ·ftom the present rate adjusted only ·for that': very ·deliberate 

zo · a:ct'ion taken regarding the energy ps.cka.ge. · 

21 I should make one other observatio~ T.boae nQMb.era 

u .repmsent. - t:"he chan9'fis for the average of one year ouer ··the 
u 

23 :, a:veraqe of ~he previous year. As we go iato the' late~:' 

24 J quarters of 1975 and the firat. quarters of 1976 the (Jt~Ui:er 
25 · ~~o q1larter changes, that ie, 

l 
l· 
'I 
l! 
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changes over the previous quarter, will be nothing like that. 

They, on an annualized basis, will be around the seven percent 

level of quarter-to-quarter changes. 

The overall annual CPI changes are the result of 

trends averaged over the year, but it is important to keep your 

eye on the quarter-to-quarter changes of around seven percent 

as we go into the next year. 

On Tuesday morning Alan Greenspan will be having a 

press briefing on the subject of the economic report. I am 

sure you will want to go into this whole table of economic 

assumptions a lot more with him. 

QUESTION: Would you give us that quarterly 

profile? 

MR. ASH: Alan will provide that quarterly profile 

next Tuesday. I just wanted to identify for you as we go 

out the end of 1975 and the front end of 1976, the quarter-to• 

quarter change at that point will be around seven percent on 

an annualized basis quarter to quarter. Alan will provide 

more specific information on the trend during the years. 

QUESTION: You are saying first q~arter of 1976 over 

fourth quarter 1975 or fotll.'th quarter 1975 over third quarter 

1975. 

MR. ASH: I am saying first ove:r founht fourth 

over third. It pertains to both. Alan will go into that in 
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fl 
' h very specific detail. ,. 

! 
2 QUESTION: In the same chart the unemployment rate, 

3 I don't see a ~ecovery. It is 8.1 percent 1975 calendar 

4 I 

5 'I 
year and 1976 7.9. 

MR. ASH : This calls attention to the same table, 
I 

s I economic assumptions, one line down from that which we were 
i 

1 II 
a I 
9 I 
l 10 

I 

just looking at, unemployment, the specific average rate in 

1975 of 8.1 will be moving to 7.9 as an average rate for 

1976. 

It certainly is going in the right direction. I 

~·1 guess the question is is it going far enough and fast 

'2' enough. A very difficult matter and I think you should want 

'3 to explore this at great length with Alan. 

~4 II There are some very difficult decisions to be made in 

rs this area. What we must make sure of is that the policies that 

19 

are implicit in the President's economic plan do not provide 

too much immediate stimulus since this would be too high a 

risk of reigniting the fires of inflation. 

We are talking about risks here because if we move 

with too much stimulus, a..11d the Presiden't baa introduced 

a measured amount as ha ohat:tacterized it, we could regenerate 

inflation and in the pl'Ocess of regenex-ating inflation we 

would not have just gradually reduciRg employment. Quite the 

·contrary, out- greatest W01.'7!Y is that that inflation would 
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in turn generate the economic consequences that would increase i 
! 

unemployment. 

The basic thought at this moment is let us make sure 

that we work that nUll"'..ber down, work it as close to the 

edqe as we can without taking undue risk. Of course, the 

President as he did with the policies he just announced and 

g 

' I i I 
~ 
l 
l 

I 
I 
! 
I 

7 I as I am sure he will do during the course of this year 1975 or 1 
i 

8 any other time, if he sees as the economy changes that I 

9 he can take further actions that will improve it, of course 1 · 
i 

!0 he will. 

11 But at the same ~ime, he is exceedingly mindful of 

u th:e risks of takinq b.":lose actions that would not 'i.Nprove 

t3 the economy, not even improve the unemployment rat& • 

14 

15 QUESTION: Is it fair to conclude from that that this 

16 budqet is weighted still in the effort to cope with 

11 inflation as aqains~ recession? 

18 MR. ASB: 'fhe question is is it fair to conclude 

19 that the budget is weiqhted still with efforts to cope 

20 with inflation as well as recession. 

21 QUESTION: Instead of recession. 

22 MR. ASBs That is a vary important dist1a.otion. 

23 i, Therefore, I will answer the question by restating how I 

24 \j misstated it .. 
h 

25 lj ~ It is weighted both ways.. tfe are very min4'ful. of the 

it 
!I 

' 
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continual risk of reigniting the forces of inflation. They 

haven't totally disappeared out of this economy or any 

others in tbeWOrld. We are very mindful of that. 

The budget was constructed to first deal with 

recession, but to deal with recession in a way that would 

not qenerate our own inflation and those data in that 

31 

economic assumption table reflect the consequences of applying 

that kind of policy. 

If we go further down the year, and if our programs 

fbr recession work even better than we would at this 

moment expect, of course, we can look and see what further 

mi~ht be done. I am sure the President will. 

But it is important that we not lose sigh~ of the 

fact that inflation is still to be dealt with an~ 'it remains 

there insiduonsly wai tinq to come out and be, a mcl:~.:or prOblem 
.. • r 

~\the future as it bas been in the past if'w~ <W1il''t have 

QUBS'l'XON: Mr. Ash, for the true story abtl:hlt the 

c;c:btstant dollar, could you give us a ahart with coostant 
••, . 

·20. : :· ddllars of 58 and 62 and compare the expendit•• in recent 

21-

2,2· 

tl 
2S 

24 

2G 

.years. 

MR. ASS: '!he question is, can we, instea4 of 

presenting the data that we dia on, and I am glad you used 

it, the true s~ory of the badget, t:hat is in ccmatant 

'dollars of 1975, could we put those in 1958 or 1968 or 1969 

dollars. 
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Yes, we could. They would not be much different 

~ 

2 !at all. There are some things that would be slightly 
;I 

3 !!different, But the story would not be any different at all. 
j 

~ i The conclusions would not be very different. There would 
~ 

I t 

5 l be minor modifications because of the different factoring 
I 
! 

G .that would apply depending on which year you took off from. 

1 a We put them in 1976 dollars so that you could sea them 

8 in the context of the numbers we are li vinCJ with today 

9 but the significance would not at all change were they in 

~o the dollars of a different year. 

14 

I i5 i' 

i7 

ee 

19 

~0 

~~ 

~2 

F:.3 I 

~· J 
::!5 I 

~ ,, 
II 

32 

I 



G ... l ii 
II q 

fl 
il! I' 

jl 
:3 I 
4· I 
'j ,! 

I 
I 

t1 ! 

i 
'j 

II ·;) 
•;, 

II 
g ,, 

I 

w 
•i 

: ~ I 
I , .... 

~.--

13 

~ .. 'l 

I '13 

Hl !I 
II rJ 
li 

~9 I 
~ .. l. 
r•\1 I J 

A
!', I f~1 1 

(~2 li 
' 

33 

QUESTION: Vlhat part of the inflation rate is 

attributable to the size of the deficit? 

MR. ASH: The question is: What part of the 

inflation rate is attributable to the size of the deficito 

That is one you should really ask Alan Greenspan 

nex·t Tuesday because it is very difficult to ascribe any 

particular component of the inflation rate to any particular 

part of a set of integrated policies. 

Of course, these all do relate but I don't think 

anybody, any economists in or outside of government, has a 

model that can break the inflation rate down in those precise 

slices. 

QUESTION: Mr o Ash, this is a po!i tioal. as well I 
as a budgetary and economic document. I wonder if, having been f 

around politics in Washington for a couple of years, you think I 

there is any possibility of a Republican Administration being 

re-elected in a year in 'Hhich you project the average unemploy-

ment rate at 7.9 percente 

MR. ASH: As a political question, is there any 

possibility of a Republican candidate being elected or re- I 
elected President based on an expected unemployment rate of 

1 

7.9 percent as it is here shown in 1976. I am not a politician 
~ . 

"l<• so I think I should leave those kinds of questions to the rest 
··~:.; t,. 

II 
~~ tr 

~~ 
•1! i:. 
il 

of you to answer, but I do think that the main thing that 

people are looking to is a set of programs that 
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head us in the right direction, head us in the right direction 

without taking the kinds of risks that can take us right over 

the cliff and right over the cliff particularly back to the 

inflation and back to inflation leading to even higher · 

unemployment. 

The programs that the President has proposed in his 

State of the Union Hessarre and the programs that are Pl"Oposed 

in the budget, the President submits as ones that are the best 

possible ones for the economy gi vm its present state and i·ts 

present condition .. 

I 
I 
! 

·I 
! 

I 

i 
i 
I 

He is obviously going to be aware of the changing l 

conditions in the future as he has been in the past, and I •muldl 

assume that the actions he has taken and will take between n0\<7 I 

and 1976 would be ones that any Republican candidate could not 

only run on and win on, but I am not a politician. 

QUESTION: Mr. Ash, the $16 billion cut, how much 

of the cut would affect the poorest 2S percent of the American 

HI people? 

MR. ASH: The question is: How much of the $16 

iO billion cut would impact on the poorest 25 percent of the 

tt American people. 

22 ~ve don't have those numbers in detail, but let me 

~ give you some rough view. 

~ First, that part of it that deals with capping 

25 federal pay, I don't think includes 25 percent of the poorest 

! 
i 

i 
i 
! 

t 



., 

G-3 
11 
d 

II .I 
35 

I 

1 ~~ 
!I 

~ ll ,l 

people, so we can put that aside as not impacting on them at 

all. 
' i 
I 

3 I The part that deals with social security, you would 

4 ll 
!! 

find amazing how many of the recipients of social security are 

5 I 
~ 

i! 
1 I I, 
a l! 
9 II 

!' 
·:~ I 

not in the lowest quintile of income, a fair part of that falls 

on those in higher levels. 

I wonder if I have that number in front of me. 

Dale, do you have one? I am not sure. 

In any event, it again does not fall on the lowest 

20 or 25 percent~ I don't have the number here but I think it 

,. is not proper to conclude that either all of it does or the 

'?. major part of it does. 

13 This program as proposed falls across all sectors 0 

~-1 society and offsetting this kind of a program are a number of 

'Jfl other gross-in programs, especially those for the lowest income 

~5 level people of the country. 

1:1 We have another table, and I don't thlnk we want 

~~ 
to change the setting here toShow i~, but that o~ber table 

l 

~·; ! 

tl ;;o 

l 
:.n I 

would show that where these outs apply -- I think it is on 

page 22, not of the budget but of the fac~ sheet which went out 

with the President's State of the Union Address ·- it would 

II 
2~ 1: 

show for social security that while we do have a $2.5 billion 

' '· ,t 
"l>·~ 
~ ..... j, 

component of the $17 billion related to social security, 

• 
2,~ I nevertheless social security goes up by $7.3 billion. 

' 
"' ~;;:l I 

So, I think it is a conclusion that is 

l! ,, 
'~ ,. 
~: 

H 
1~ 

" 
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generalizable across virtually every program, that no program -• 

I 
almost no program -- is being cut in absolute amounts that bear! 

! 

3 upon the poorer people of the country. 

4 It is merely a containment of the level of increase 

5 in those programs.. That is the basic content of that $17 

G billion as it relates to these kinds of programs. 

1 QUESTION: Mr. Ash, you said a moment ago that the 

8 budget is weighted against both inflation and recession. Don't 

9 you have evidence of the fact that in answer to Mr. Shanahan's 

to question before, that the biggest problem today is recession 

il rather than inflation. 

12 MR. ASH: Sure, the biggest problem today is 

13 recession and I think it is important, therefore -- the 

~4 question is: Isn't it a fact that the biggest problem today is 

us recession and I suppose implied is, therefore, why are you 

16 dealing with inflation as a prospective problem. 

17 It is a fact and I certainly agree with you that 

~a today the most immediate matter to deal with is that of 

19 recession but we must deal with recession in a way not to 

20 kindle and rekindle the fires of inflation. 

21 That is how they intettlink. As an eKaD.ple, the 

1: 
President's proposal for a tax cut of $16 billion is 

! specifically for the purpose of providing the stimulus 'the 

24 economy 
.. 

On the other hand, the $17 billions o~ at least a 
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big portion of the $17 billion reductions proposed have as 

their purpose making sure that we do not add in a course of 

spending over future years that does restart the fot'Ces of 

inflation, so recession is the most important one, and the 

question is how to deal with recession and the answers to deal 

wi'th it without restarting the inflationary fires. 

QUESTION: The President's energy program is not 

t 

I 
I 
! 

enacted and you don't have that built-in two percent inflation , ~~~. 
how much of the $17 billion could you retreat from? 

I 
! 
l 

f 

MR. ASH: The President doesn't intend to retreat 

from anything, and for that matter the $30 billion energy 

program has, on the one hand, an increase of costs that are 

reflected through the CPI, but has on the other hand an equal 

offset.tinv amounts for those that incue those costa, so that 

15 1 it. has a neutral effect. on the economy in total • 
•• 

So, it should not be traded off with anything. It 

i8 stands with its own internal trade-off and certainly the energy 

package is not to be traded off with the $17 billion 

20 Presidential expenditure reduction program and certainly most 

of all the President doesn't intend to retreat from that or 

anything else. 

He is willing to and he has said that he will work 

with the Congress and invi~e them to work with him~ but working 

is not retreating4 

• 
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QUESTION: Mr. Ash, you have ~aised you~ estimate 

of the deficit fo~ 1976 by $5 billion in the last two weeks. 
i 

:,') 

II ' 
4 jj 

Is it possible the economy will change so you will have to 

re-estimate? 

5 I 
j 

MR. ASH: The question is: We have changed the 
~ 

6 
! expected deficit ove~ the last two weeks by $5 billion level 

1 
! 
t 

8 ! 
\ 

and we have -- and I think I answered that -- is it possible 

that the economy can change in the future? 
~ 

9 
tl 

'EO II 

Of cou~se it is possible. It is possible that all 

kinds of things can happen in the future and the~ is no 

II 
I 

q I reason to believe that this is a special time in world affai~s 
l 
i 
I 

·u~ 
. 
i 

or economic affa~s where the economy does not change. 
I 

~3 I I am su~e that as the economy changes during the 

I 
!4 

I 

I 
co~se of this yea~, just as it had in the past, the President 

H.i f 
will be well :ready and prepared to put forth programs that 

18 
I 

I "' 

will deal with the changing nature of the economy. 

QUESTION: Hr. Ash, could you ezplain to us wheN 

1$ I 
I ~9 I 

that $5 billion increase lies? 

MR. ASH: The question is: Could I explain where 

~0 ! 
I 

the $5 billion increase in deficit lies, the $6 bil1ion 

I 
~1 I 
~ I 
~;! I 
~;+~ l 

between the estimate made two or three weks agp and the estimate 

included in this budget. 

It lies in basically two plaoes. It l~ies in an 

expectation of lower revenues and an increased unemploy.ment 

:!ti 
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compensation. 
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QUESTION: What was your unemployment rate projection 

2 a few weeks aqo? 

3 II MR. ASH: I don't have the numbers, but I can give 
I· 

4 I you, I can work back and give you a rough idea. 
I 

s I The question is what was the unemployment rate 
H 

6 11 projection that was behind the other numbers that had a 

1 I $5 billion less deficit. 

e I Of the $5 billion I would estimate that about $4 

a ~billion is a reduction of revenue and about $1 billiOn, more 

10 I or less, is an increase in unemployment. That is a fair 
I 
but rough number of the composition of the $5 billion. Every 

12 one-tenth of one percent in the unemployment rate accounts 

for $250 billion to $300 billion. So you would be seeing 

14 I therefore a. three-tenths, or four-ter&ths, or 

15 so difference in the expected unemployment rate that would 

be implicit in that construction of numbers. 

t7 Is that about right, Ed? 

113 FIEDLER: That is about riqht. 

19 MR. ASHs That is about right. 

20 
QUESTION: Did you contemplate a st:atut.ory Change that 

went into that estimate? 

MR. ASH: The question is was there any coni:allplated 

22 I statutory change that went into that difference? Ro. 'l'he 

differenc~ was the difference that derived ou~ of that 

ttl I 
25 'economic forecast change and, as I said earlier, we have 

I~ 

• 
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l never changed so much so fast in budget preparation season 
.j 
!l 
II 
' I 

than we did this year. That made it a little tight to get 

the budget in your bands, but you notice you have them. 

QUESTION: Was there any change in the CPI numbers? 

MR. ASHa There were changes in the whole set of 

economic assumptions. All the economic assumptions were 

brought right square up to date a week ago last Wednesday 

I and became the basis of all the data that are in the 

" 11 bud9et. 

'I QUESt.riON: Were there changes of that magn:i tude 

1 in the CPI? 

MR.. ASH: I don • t know the numbers in CPI, but they 

were about. the same, were they not? 

MR. MCOMBER: They were very minimal. 

MR. ASH: As you know, one-tenth of one percent 

difference in the CPI rate is not something that we can 

a11 account for or justify or provide a tremendous amoUDt 

of statistical support for. 'that number is aot aultject 

to that degree of precision. 

~1 

l 
QUESTION; Mr. Ash, if you were to erase tba President • sf 

I 

; 
I 

i 
t, 

economic recovery program from this, what would tbe 

deficit be? 

MR. ASH: I presume you mean separate from the energy 

U messaqe because that is a different thinq. 

II· 
lj 
ffj 
l! 
~ i 

Here is an easy way to answer it. $10 billion of 



il 

il 

H-3 ii 

~ 

3 

4 

s 

6 

7 

a 

9 

10 

11 

!2 

13 

14 

15 

116 

17 

18 

19 

20 

2i 

22 
1: 

23 I 

24 

25 "' 

42 

the 1976 deficit comes from a tax reduction. That is of 

the total of the $16 billion tax reduction, $10 billion 

falls in fiscal 1976. 

Now, were that $10 billion not to be placed back 

into the economy by a tax reduction the effect wouldn't 

be exactly $10 billion. Plaoingl44:ibflcktghnuac.ruerates 

some further revenues back to the qovernment of about 

$2 billion, say, so it would have an $8 billion effect on the 

deficit. 

~he deficit instead of being 52, would be about 44 

there not the tax reduction package proposed for the · 

deliberate purpose of stimulating the economy. 

Ed, would this be reasonable? 

MR. FIEDLER: 'fhose numbers are so hypothetical. 

A couple of billion dollar difference. 

MR. ASH: It is only a couple billion .. dolllli'S. 

QUESTION: Is your estimate of the sliqht surpl.u.a 

with full employment based on 1974 of five percent or on 

the conventional four percent? 

MR. ASH: '!'he data I put 011 tha chart vas basad 

OA 1974 as a norm year only so as to avoid those arguments 

that one always gets into when he begins to argue the 

full employment calculations. 

You will on the other hand find in the budget 

I 
I 

were 1 
i 
! 
' 
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the full employment calculations made in its proper classical 

style and the surpluses would be somewhat bigger on that 

basis. 

r. said for the purpose of that data shown up here 

let us not get into all those arguments --let us take a 

year that was a recent year, a real year, and eliminate 

t:he theoretical arguments. So we said what 

if the economy were operating at the level of 1974 and that led 

to the conclusion we would today have an approximately 

balanced budget for both 1975 and 1976. 
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QUESTION: Mr. Ash, if Conqress cuts the Defense 

budget, can some of these other cuts be reduced? 

MR. ASH: The question was: If Congress cuts the 

Defense budqet, can some of the other cuts be reduced, that is, 

can expenditures be reinstated. 

This Defense budget is a tight one. You saw the 

chart that I put up there showing that we are at the lowest 

constant dollar level of many, many years, 25 years, 

and a lower percentage of GNP than at any recent time.. It 

ia a very tight Defense budget. 

It has been cut from what it otherwise might have 

been. Three-quarters of the employees in the Pederal 

Government. are covered by t.he Defense budget and thus when 

there is a cap on pay, that cap applies very significantly 

in th& Defense area. 

In fact, the $92.8 billion of outlay for defense would 

be 94.6 billion were it not for that c:ap. so it is an 

integral part you Jliqht. say of the $17 billion pacltage, because 

the Defense Departaent includes so many of the cut.a t:hat: 

are in the $17 billion package. 

I think one shoulda • t. look outside of t:he Defense 

. Department: to get the best possible way to deal wit.b. defense. 

. !rhe budqet. should be 1-oked at for what it. is. 'lhe needs 

for national security should be related to need expressed different 
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ways -- I don't think we should think of it in trading off 

against. anything else. 

QUESTION: Hr. Ash, do you look back to v1orld vlar 

II for deficits that are remotely comparable ·to these? 

MRo ASH: The question is: Do we look back to 

\vorld \far II fo·r deficits that are remotely comparable. 

Actually t if we look back to vJorld Har II, 'file 

find deficits that were not at all comparable. \ve find deficits 

that went to 20 or 30 percent of SNP for six ~ 

years or five years, I guess, in a rm.;. I t.zas a totally 

different level of deficit relative to GNP. 

Nmv, there are those who say that in abs.olute 

dollars these are bigo Of course they are, but as Walter Heller 

said, we shouldntt get fiscal acrophobia and just be carried 

away t.zith big numbers without puttine ther.n in proper reference 

context. 

What I have done here is to put our numbers in 

the proper reference. Certainly relative to GNP. se~eral war 

years in a row had higher deficits than they do in 

the years that \~e are now looking at. 

QUESTION: \~hat would be the impaet of the Ullman 

tax package if it t-~ould be enacted instead of the President's? 

MR. ASH: The question is: vlhat would be the impact 

of the Ullman tax package if that were substituted for this. 

We haven't calculated its impact because we believe 
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that this is the program that should be considered by the 

Congress. 

We will work with them in doing so but the last 

thing we can do is to go around and price out every proposed 

program that is put forth as an alternative. 

We think we should look at the total pro~am before 

we consider its economic implications and not just take 

individual pieces that may from time to time be advanced. 

we haven't priced it out. 

1 
Thus,~ 

QUESTION: You, in your answer previous to that, said, 

the chief economic spokesman~ who is noticeably absent~ has 

fiscal acrophobia. 

MR. ASH: The question was: Was I suggesting that 

·the chief economic spokesman has fiscal acrophobia. 

Absolutely not. He is fiscally very realistic 

and he will discuss it with you at great length, I am sure, 

on Tuesday. But I must say, even t~ough he is ftOt here today, 

one of the reasons he is not here is that we think, froa your 

point of view, today's discussion should be conoen~ed on the 

budget. The economic message should be the foous of your 

discussions and questions a couple of days f~m now. We had 

breakfast together this morning to make sure that we are 

interlinked, and that we were both looking at things the same 

way. I can assure you that he doesn't have fiscal acrophobia. 

.. QUESTION: As economic advise~ -· I asked about the 
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~ I spokesman. 

II 2 I, HR. ASH: 

il 
3 !s economic adviser. 

li 
~ I' QUESTION: 

5 !l spokesman. 

That~ is the thinking of the chief 

I was thinking of the chief economic 

MR. ASH: The reason his chief economic spokesman 

1 is not here today is that he is in London dealing with the 

8 international-dimensions of the things that we are here talking 

about domestically. We do have Steve Gardner here, his 

~o deputy, and I t-Jould hope that you would get some ques·t:i.ons 

~ . .. I his ·way. 

]2 QUESTION: Would: he answer that question? Does 

'i3 the Treasury support Mr. Ash's views on these things? 

ftt MRo GARDNER: The Treasury is just as concerned 

~tt as they have been about the size of these deficits and the. 

H1 relationship to GNP is one way to look at a deficit in a strong 

11 and booming economy • 

~3 We need to have a strong and booming economy. I 
I 

~~ II think the reason we accept the deficits in the President's 

20 program and are working together in the Administration to 

~~ move the economy forward and get that private sector,which 

22 ,: you have heard Mr. Ash say is more than t"To-thil'ds of our 
I 
j, 

23 i economy, moving again through 

:z~ I 
I~ ?-n:', 

~<--~~ ), 

tax rebate and the like ... 

t-Ie are all, I am sure, concerned about the size , 
il 
jl 
!I 

~~ 
I' ' • 

! 
l 
i 

I 
I 
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no matter to what standard we relate them. I:f you look 

at the chart that goes out to the year 2, 000, and you sat•J that 
! 

payments to individuals and federal expenditures would represent! 

moi"e than two-thirds of GNP, all I can say is I don'' t o;,Jant to 

be trying to design tax systems that raise that money. 

i 

I 
QUESTION: Mro Ash, on the full employment budget 

l 
thf.t 

you spoke of, you said i·t was in classical fashion. Is that 

a classical 4.0 or 4.8? 

HR. ASH: In the budget itself on page 46., the full 

employment calculation is shown and i·t: is on the fo·ur percent 

classical base. 

You will notice that on that base the margins in 

'75 are $17 billion and in '76 $12 billion, which are different 

numbers than you saH up here. 

You also noticed, it is all of the way back to 

page 4 6 befo:t:"e l.:e even discuss it. 

QUESTION: Mr. Ash, since MI"o Simon is attending 

a meeting on the int;ernational impact of the project, could 

you tell us whether you feel that American allies ~onsider it 

inflationary, especially given your unemployment assumption? 

l1:R. ASH: The question is: t<lill Amet'ioan allies 

consider this budget sufficiently inflationary as they look at 

it from the outside. 

The expressions t:ha·t we have had so far from those 

that head other countries and are concerned vii th this is 

., 

I 
I 
I 
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~ !I that they have been quite satisfied, and have so expressed 
jl 
jl 

t!. ;! themselves, with the policies that are implicit in this budget . 
H 

3 !I I think as the discussions are going on over there in London 
h 

<1 lt no\-J, that will be reaffirmed. 
j 

5 l They have already said that they support generally 
l 

15 ~~ and substantially the posi tiona we have taken. 
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QUESTION: Hr. Ash, could you discuss bl:'iefly the 

relationship of the fo~eign economic aid program and the 

military prog~am to the budget, and what size or what the 

calculations are, what requests the Government will make to 

the Congress for foreign aid in this coming fiscal year? 

MR. ASH: Tne question is will I discuss the 

ship between the foreign aid aspects of the budget and the 

rest of the budget. 

I guess that is the main question. 

And what are the numbers that are shown for that? 
I 

Now, the numbers are set forth in a budget table h
• I 

t l.S I 

year that are a little different than they have been in 

past years. I think it is one that you will find very useful 

if I can fig~e out what page it is. It is page 83 in the 

budget, itself. 

In the budget on page 83 is a table,set forth in 

a fairly comprehensive way on foreign aid of all kinds· 

I think there you can see the component elemen1S of it •. A 

major increase is proposed for the military assi15tance. shown 

up in the top section. 

Again here, and you heard the 'Px'esident make state­

_ments on this ~ecently and Sec~etary Kissinger make statements 

on this reoently, foreign aid is not merely for tbe benefit 

of foreigne~s. Foreign aid is also for the benefit of all 

Americans. It is for the benefit of providing world security 

I 

I 
I 
I 
l 
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our own national security, and amounts spent for that purpose 

are certainly to be considered ones of benefit to the Ame:r•ican 

people. 

There are some difficult problems overseas that we 

have to spend monies on and propose to spend some on. The 

supplemental that the President sent up for South Viet Nam 

and Cambodia are included in the budget numbers for 1975 and 

1976. "~ do think it is essential, and I won't repeat 

what has been already said on the subject, but we think it 

is essential that the Congress concur with the President's 

proposal on those. 

QUESTION: Mr. Ash, I t-Ionder as you wind up your 

job, would you be willing to say to what degree the policy 

decisions of the Republican Administration of t!lhich you have 

been a part are responsible for the budget and economic 

picture that you have p~esanted here today? 

MR. ASH: The question is to what deg~e are the 

policies of the Republican Administration responsii;Jle for 

the budget and economic pictur~ pr~sented here today? 

Of course, the Republican AdministratiQn is respon-

sible fo~ the budget presented he~ today in the sense that 

it is its set of policies, programs and priori~ies that 

it proposes to the Congress. I think, though, what you had 1 
in mind was to what extent is the Republican Administration ~ 
vesponsible for the economic condition in which we find·~·- .. t 

t 
' l 
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ourselves. That may be the line of questioning that you have. 

I am sure there are many people wh9 have many 

different assessments as to cause, but when we look back and 

4 I when history looks back and writes the story of how we got 

I 
5 

II 
6 11 

1 l ; 

here, I think they will recognize that during calendar year 

1973 we were moving our way fairly well down to what we then 

called a soft landing and a good, solid economic base going 

i 
I a L 

into the years ahead. 

! 
s l 

I 

I 
~ 

w r 
I 
~ 

But also, as we look back we see, the oil embargo 

and the price increasdlalong with the agricultural product 

I 
) i I 

I 
~~ 

I 
' ' ' 

shortages and the price increases that came from those. They did 

inject factors into the economy that certainly changed that 
I I 

;s I, soft landing ti:o a much harde:r:t one than was expected.. I 
over and above that, the question is who is responsibl1 

. for what policies. I can certainly say that in reqard to some I 

I-4 ! 
I 
I 

Hi 
·u 

t~ i' of these things that I have put on the screen here· aboat tile 

I 
·.~1 I 
'.S l1 
·.,9 1 

underlying forces behind the budget, there is ple.nty of 

responsibility to divide up as to how those forces got built 

into the budget and to the degree to which those forces have 

l Jl) 
I 

contributed to the past inflation and may p%108pectively do 

so. 
'*:·' <>. l 

11'.2 I So the blame can be divided up. I don 1t believe 

I · we ·can place it on the shoulders of the Republican Administratio 

~~ ~~, or earlier Democratic Administrations or even for that matter 
~~ 

::':J t(' on any administration.. There were last year some very 
!· 
il 
~~ 
~~ 1 
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significant outside forces. 

So let us share the responsibilities and hopefully 

we can get an equal sharing of the responsibility to deal with 

the problems that we now have, let alone those that got us 

here. 

QUESTION: }~. Ash, do you have an estimate of how 

much of the $17 billion in cuts will impact directly on State 

and local governments? I 
MR. ASH: The question is: How much of the $17 billi+ 

of cuts will impact directly on State and local governments1 

State and local governments this year, fiscal '75, 

will receive from the Federal Government about $52.6 billion 

and in 1976, $3 billion more, $55.6 billion. 

! 
I 

I 

Now, in addition to the State and local governments I 
there a-e some changes ~~ receiving those monies in direct grants, .-

1.~ 
proposed in this budget, paztticular1y as it relates to sharing 

of va%'ious program costs. The effect of the changes implicit 

in this budget would reduce the Federal funds available for 

State and local governments. To put it another way, they 

would increase the need for State and local government financ 

by just sho~t of a billion and a ha1f dollars for fiscal 1976. 

So, Paul, do you want to add further to that? 

So those are the numbers to have in ~ontext. $52.6 

bil~ion and $55.6 billion of grants.. This 

l 

l 
l 

l 
I 
t 
! 
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! 
proposal does have an effect just short of a billion and a 

which is not included in the numbers I have quoted. 

Additional State expenditures of $1.5 billion 

will be required to match or otherwise 

carry out the kinds of program construction we have in here. 

QUESTION: rlould you give us the detail of what the 

President had in mind when he spoke of reducing programs that 

had been considered uncontrollable? 

! 
' ' 

I 
! 
i 
! 
I 

l 
I 

i 

I 
f 

MR. ASH: The question, can I give an idea of what j 

the President had in mind when he said he would reduce programsf 

I heretofore considered uncontrollable. 

Much of the $17 billion package is exactly that and again 

let me recount to you what they are so that they are not just 

an amorphous group, but so that you can identify them program 

by program. 

There have now been submitted to the Congress eight 

1 
I 

I 
I 
I 

t7 e~ght deferral and rescission packages. I think you have 

21 

copies, or at least they were available, of the materials that f 

went along with each of those eight over a time starting 

Septembe~ 23 for the fi~st one. - That is a big portion of the 

total. 

I In the State o£ the Union message and accompanying 

it was a fact sheet that set forth on page 22 a number of other~ 

z>educ"'cions and in ·this budget, itself, as Dale McOmber 

~5 "' mentioned a little while ago in response to a question, there 
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is another $3 billion o:r. so of reduc'tions and all of those 

together comprise the $17 billion. 
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Why is it that the President says we are going to 

ta;;,:e programs that were heretofore called uncontrollable a.nd 
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make them controllable? It is because the President does not 

have the authority of his own to change these. It does require 

Congressional co:1currence. 

\ve therefore have before the Congress the deferral, 

r~scissions and proposed legislation for that concurrence 

m II 
!l and there is a list, in fact the lis.t includes 200 items, I 

,Jt ~ 
; . gu~ss, by now. It must be of tha"c order, about 200 items that 
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QUESTION: Mr. Ash, with regard to payments to 

2 State and local governments, is there some kind of a breakdown 

a f by fields of education, health, and whatever? 

l "I MR. ASH: 

5 field of amounts paid to Sta~e and local governments? 

6 I 

The question is, is there a breakdoi'm by 

I have some data here, it is in the special analysis 

1 that has that breakdown and you will see it. It begins on 

• a page 235 in the special analysis, that is the breakdown of 

9 the totals that I bad earlier given you. 

tO QUESTION: Mr. Ash, in view of the fact that in the 

11 past two or three weeks the decline in revenues and the 

12 increase in unemployment due to the recession have been 

•a so accelerated aa to cause a 10 percent change in your 

14 budget deficit estimates, what assurance ~an you feel that 

15 , that will not continue and require a further chanqe? 

MR. ASH: The q'Q.estion is -- similar to the one 

11 asked earlier -- in view of the fact. that we have c::banged 

HJ f the expected deficit $5 billion or so in the last few weeks, 

19 1 what assurance can I provide that we won't aont:'ircue to do 

the same thing in the next few weeks. 

of course, the economy changes and nobody can predict 

.22 with certainty. I do think on the other hand, and . I am au.re 

all of you see beginning signs,of a leveling out of some of 

the statistical indices that have been moving fairly fast in 

a downward way in recent times. 
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t liot all of them are, but at least there are some 

2: ! 

lt ::1 

I 

beginning signs, but one cannot guarantee that the economy 

will either remain exactly as it is or will be exactly as 

4 I forecast. 

5 

I 
But at this moment, the-budget represents the best 

5 I 

I 
viet7 we have of what we do expect out into the future. 

7 I Joe Laitin says I ca.n have one more questl~A. 

8 We negotiated on that and he said one and I said 

9· three. So we negotiated at three. 

10 

I 
QUESTION: You said at some time the President would 

u I 
I be ready to change his progr~ if conditions qot worse. 

u: 'I MR. ASH: Or better. 

IS I QUESTION: But bOW' much worse would unemployment have 

~~ to get before he would prasent something different? 

15 MR. ASH: Well, that is a hypothetical question. 

Ui It is impossible to answer or can I aay he is watching one 

f ... •' particular statistic or another one, and what are the 

ts thresholds for action. Action will be taken when· 'Called 

19 for and it can be calied for by any number of changes. 

20 QUESTION: Mr. Ash, if there had not been an oil. 

2~ l embargo, and if the price of oil had not increased, and if 
I 

~2 
(, 

I; 1973 and 1974 had been bumper years, would you be presenting 
I• • 

~::e 1 a balanced budget and would rates be lower? 
' l ~ 
;I 

e;.~· a 
;-~ 

a 
~e 1' 'sort.; 

it 
•! 

:1 
.I 

MR. ASH: That is another question of the same ' '~ 

.. , 1. 
' \ 

·~. •> ": 

'' 
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1 I If we had not had all of the problems of the last l 
2 

:I year such as the oil problem ahd agricultural problem What would I 
j the budqet look like, and would it be balanced? ! 

: ~ We were coming in reasonably well with the economy I 
headed for in a soft landing and let us assume we would 

- 1· made a soft landing. It 
6 
I aould well have been because you may remember a year or so 

7 
! aqo we were looking to the possibility and hopefully the 
l 
I desirability of a balanced budget. It could well have been 

this time. 

But who knows with precision because it is very 

difficult to compare this budget, let alone a possible 

alternative hypothetical budget, and so we didn't compare 

QUESTION: How much are your projections and 

estimates based upon the correct behavior of the Federal 

15 Reserve and do you have any UJ)derstanding wi t.h Mr; h .. rrns 

17 
on that? 

have! 
l 
! 

I 

I 
l 
i 

18 
MR. ASH: The question is, how much are the projections 

and estimates based on the correct behavior of the 
i9 

~ 
Federal Reserve and do we have any understandings on that. 

2t 
Dr. Burns has worked with us, with the President 

and all of the rest of us, in the process of puttinq into 
22 i. 

fi 

~3 '! 
l· 

2.4 !l 

place those policies and those programs that are ·tn turn 

reflected in the budget. 
I 
~ 

25 
I am confident that his participation has been 
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such t.'1at he will manage the affairs of the Federal Reserve 

Board consistent with the program that we have set out here. 

Obviously it is an independent board and he will manage 

it as he sees best for the economy, but he is fully aware of 

and was in fact a participant in the discussions that led 

to these programs and I think that that should qive ua a 

clue that be will conduct himself with that knowledge. 

QUESTION: Thank you, Mr. Ash. 

MR. LAITIN: For those of you who may have some 

micro questions, I am sure the Associate Directors will be 

qlad to stand around here for a few moments. 

I want to remind you that the only appearance here 

which is for !.mediate release was the President's remarks. 

Everything else is embargoed for 12 noon EST on Monday 

and I would like to sound menacing when I say that. 

Thank you. 

END (11:23 A.M.) 
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