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I would suppose that in the Congress, on the
Senate side at least, they are going to come back up,witq
a proposal of some kind., I would urge if they are going
to do that, that, (a) I would prefer for that to be part
of an overall look at welfare reform and (b) if they
were to do something in that area, I would at least hope
what they are going to propose, without in any way signaling
how I would stand on a reaction to it, is something that
wouldn't pre-empt the overall look at the welfare, which
it seems to me this country has to take.

QUESTION: Mr. Secretary, you started by saying
the program had been attacked as being unrealistic, and
you think it is realistic. Yet, when a question is raised
as to the budget cuts and how they relate to last year's
spending, you fall back cn the historical context of
years past when the budget growth has been high and the growth
of the economy has been negative,

But, isn't the perception that you are looking
for, what the President was talking about, is that the
people are going to think about this program this year
and aren't they going to see this year, at bext, a holding
even or perhaps reductions? Isn't that what you have to
worry about?

SECRETARY SIMON: There again, you are going
back and making a judgment, and I happen to agree with the
President because the Congress did get the message when
they went home for the Easter recess,and they got the
message after the debate that was held in the first three months
of this calendar year in the Congress on budget deficits
that at that time numbers were being thrown around anywhere
from $80 billion to George Mahon's $150 billion.

The American people said "enough," and this
was illustrated by the wWay the Congressman came back and
all of a sudden began to change their tune as far as their
rhetoric, anyway, on controlling Federal spending.

Admittedly, everybody says yes, we should cut
the Federal budget and then the minute they see where the
cuts are, you are goring somebody's ox and there is no
doubt about the fact that when we are slowing down the
growth in spending, which we are trying to do, you are
going to gore somebody's ox.

They are going to say to themselves, well, is
that the net benefit for me, and that depends on how we
are able to sell this about the long-range battle we have
got and the fight against inflation and everything else
you have heard me talk about.

MORE
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QUESTION: 1Isn't that the problem, though, Mr.
Secretary, that you deal in the abstraction of large
Federal spending and the Congress has to deal with
specific programs which gore a lot of people's ox, and in
the aggregate that is a lot more powerful pressure than
any argument you might make about what ==

SECRETARY SIMON: It is, Peter. It has been in
the past. In a political sense, I would say that you are
correct. The question is whether the level of economic
literacy is indeed rising in this country as a result of
the debate of the past year. I would certainly hope so.

Our educational efforts are going to be critically
important, but we don't deal with the abstract completely.
We do submit a budget. We have tried just about everything.
We went the impoundment route and lost in the courts. We
went the deferral and recession route and met that effort
so far with a ho-hum on the Hill.

The vetoes are working, to a large degree, but
that is an unsatisfactory method to attempt to gain control,
And while all this is going on, everything just continues
to grow in a near out of control way. But we are gding -to
submit specifics of $395 billion to the Congress, yes.

Whether they accept those specifics or decide to
accept others instead, Peter, that is the debate tnec
will ensue, and always does.

QUESTION: Mr. Secretary, you are speaking of the
economic literacy rising in this country. Yet, in effect,
you and Mr. Greenspan are asking the country to accept a
program that ycu cizim will have entirely contrary results
from what you and Mr. Grezenspan would have indicated it

would have had, or have indicated, for most of this year.

In other words, it will not be stimulative where
you have been telling the country a program of this sort
would be too stimulative, too inflationary and crowd people
out of the market, and the deficit would be dangerous and
so forth.

What changed your mind?

SECRETARY SIMON: No, this isn't a contradiction.
Back when we were talking of the economic stimulus that
would provide a tax reduction, I mentioned on many occasions ==
and I never read it anywhere really, but I said it in
Congress every time I testified -~ that fine, a tax reduction
net will have a supportive effect to the economic recovery
that is already underway.

MORE
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Everybody pooh~poohed that. They said that is not
true., If you look at what happened, the tax rebates were
given out in May and in June, and the statistics are going
to show as we look back on it that the economic recovery
was indeed underway.

As I said, Joe, what we are looking at is the longer
term aspect of this entire proposal and the longrun benefits
of it as it relates to everything that I explained the other
day.

We can debate all day -~ and I want Alan to talk
to that, too -« about how much deficit is required to
stimulate before it begins to become counterproductive, and
that is a matter of great judgment.

Alan?

MR. GREENSPAN: Actually, I think you have to
distinguish between the issues of short-term deficits and
longer term deficits., We, at this stage, don't really
know -~ and I don't think anybody knowsy as Bill pointed
out =-- whether moving toward higher so~called fiscal
stimulus is actually productive or counterproductive, in
the sense that we are now in an area where it is very
difficult to make a judgment as to whether expansionary
policies are, in fact, counterproductive.

I wouldn't make a judgment, frankly, either way
because I don't think we have the evidence. But, I %think
there is one important issue here which differentiates
a budget deficit expansion in general and one which is
created in this particular program.

Remember, there are two aspects to this. One, it
is true that as proposed there is a modest increase in
deficit for fiscal 1976. But, concurrently, there is a
significant decrease in the prospective deficit for fiscal
1977,

Now, the major problem we have with deficits at
this point is their impact upon the money markets; specifically,
interest rates and eventually on inflation, which tends
to be negative toward economic growth,

To the extent that the markets sense that while
there is a temporary bulge in financing requirements, but
a significant prospective long-term reduction, I think what
we would tend to find is that the effect on interest rates
will tend to be less because there is an anticipatory
element in the way our money markets behave.

MORE
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So, the prospective sharp curtailments in the
levy of Federal borrowing as we move to the end of 1976
and 1977 will tend to keep interest rates lower now than
they would be if a prospective were $70 billion this year,
$70 billion next year, $70 billion the year after., You
would get a tremendous anticipatory effect.

SECRETARY SIMON: What Alan is saying is that
markets always anticipate future events and to a degree
discounts those events. If people can look forward to
progressively lower budget deficits,with the balance
toward the end of this decade, that is a hell of a
different expectation and inflationary expectation than
looking forward to just a continuation of business as
usual and spending as usual.

QUESTION: Has that analysis ever been articulated
by this Administration before?

SECRETARY SIMON: Yes, I would say so. I have
talked about inflationary expectations, Bart, on many
occasions as being a factor as far as the interest rates
that prevail, especially in the long-term and the premium
that investors demand during periods where they expect
inflation to stay at high levels or go even higher.

QUESTION: No, I mean the business of taking a
higher deficit in the short run to achieve a lower deficit
in the next fiscal year.

SECRETARY SIMON: I am sorry, I misunderstood you.
No, that is ==

QUESTION: I don't recall you have ever said that
before,

SECRETARY SIMON: No, I was talking about the
expectation that you had ==~

QUESTION: Sir, I assume you would rather get
results than go down think being right, and it bothers me
that you admit in one occasion that this is political as
well as economic.

SECRETARY SIMON: No, let's clarify that. I
didn't say that.

QUESTION: Well, there is a political problem
involved. When you deal with Congress, you are involived
with a political problem.

SECRETARY SIMON: I will agree with that. (Laughter)

MORE
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QUESTION: Well, let's not get worried about
semantics. The point is, if Congress has specific
problems, as it does have problems in individual cases,
and you have the overall problem, are you not making a
serious mistake in not getting closer to Congress and
having more dealings with Congress and understanding that
there is a way to deal with both sides of the question?

It seems to me in general this Administration, and
a number, have stood off from Congress and Congress, in a
sense, stood off from this Administration. The problem
is not having each guy think he is right, but to get
together.

Why can't you get more together?

SECRETARY SIMON: I will tell you, I don't
know if you spend much time in Washington, but if I got
any closer to Cengress, I would have to move up there.
I am up there constantly testifying and visits -~

QUESTION: I am not talking about.that.

SECRETARY SIMON: =~ and we work with the budget
committees and we intend to work with the budget committees
on the specifics of these issues as well. Why, there
has never been doubt that we thought that we could impose
our will upon the Congress of the United States. That is
impossible, obviously.

QUESTION: After your years in Washington -~
I repeat my question -- you are not talking about the same
thing I am talking about., It is all very well to go up to
Congress and testify on the theory you are right, but we
are talking about getting in a room and saying to this

Congressman or this Senator what is your problem -~ and
you know what his problem i@ «- and this is my problem.

How do we mesh the two together in an informal
way?

SECRETARY SIMON: That is exactly what we do.

QUESTION: Apparently, it has not happened. You
are not getting the results you are talking about, if you
are as right as you believe you are.

SECRETARY SIMON: Our President made this proposal
to the Congress three days before they went home.

QUESTION: No, I am talking about ==~

MORE
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QUESTION: Could we end the debate and get
back to the questions?

QUESTION: Jim, in this connection, there was
talk at the time of the Congressional budget committees'
reform of having a sort of consultation process as you
drew up the budget. Have you worked out any mechanisms
which might draw the committee chairman or somebody in
Congress into the process of reaching this figure?

MR. LYNN: Say the last part again. Have we what?

QUESTION: It was my understanding the way it
was to work was that the Congress would participate, at
least as observers, in the final deliberations on the
budget, so going into the final stages they would be sort
of part of the process and would have a voice in how it
all came out.

MR. LYNN: I think it still has to be seen,
Charlie, as to how close we get in that regard. We had
some initial steps taken that I think are very healthy.
For example, there is constant communication between the
staff of the Congressional Budget Office and the budget
committees, and my own staff, with regard to definitions,
techniques of estimating and so on, which was a first
step, and are we both dealing with the same numbers as we
put them together under existing programs.

I am being called to testify cn October 21
before the Senate Ducget Committee to testify again on how
are we arrivin;; at *nhe estimates that we bave been talking
about here and alsc why have estimates floated around so much
over the past years, and I think all of that is healthy.

Now, it seems to me, as we developed our own
budget proposals, that there will be scne give and take
with the Hill as to getting their ideas, but as to how
formal that will be, how detailed that will be, I think

that answer will come in the next month or month and a
half,

One of the things we have done this year, which
I think is extremely important, is we have been meeting
on a staff basis regularly -~ I think it is about every
week =-- between our staff and the new coalition staff,
getting their ideas as to how they see changes in programs,
what they see as to priorities of fundings and so forth, and
I think that has been very helpful.

Whether we will agree, I don't know, but I think
the communication is useful. My own personal predilections
are that I would love to be able to sit down with that
staff on the Hill, or those staffs, and work with them on
various kinds of alternatives.

MORE
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One of the problems, to put it frankly, is the
minute you start doing that, some news of it goes out
generally, fairly often, not the complete story, not
falae by any means, but only that it is one of the
alternatives you are talking about, and you get a debate
coming on fractionated evidence, on only parts of the
evidence, rather than all of it.

I would hope there would be some way of surmounting
that kind of problem. Now, a good part of this will be
debated in the forums that Nelson Rockefeller is going to
be holding around the country. Those are going to be
public.

QUESTION: Those are going to be welfare?

MR. LYNN: Not just on that. They are on environment,
they are on the economy and so on, but certainly an important
ingredient of them is what to do with the social programs we
have, the relative priorities, and what to do with these
programs that we have for our poor people in this country.

QUESTION: Mr. Secretary, you are really working
under a deadline of about 60 days, don't you think..work
days between now and Christmas -- to get some kind of a tax
bill through both Houses of Congress?

SECRETARY SIMON: You know, one could say we are
working on an even stricter timetable than that because it
takes the Treasury Department about 45 days to adjust
withholding tables to reflect any tax changes that are made.

QUESTION: Don't you think there has .to be some
kind of -= as a practical matter, realistic matter --
some kind of compromise om perhaps two bills, maybe on
the immediate bill to take care of renewing these tax
cuts in your bill next year?

SECRETARY SIMON: We recognize the shortages of
the time frame, and the mechanical problems involved in this.
That is why we said, "Look, let's not get to the specifies.
We will debate that together and try to handle that
together in the normal process, and let's just go ahead
and set a $395 billion spending ceiling now and then
proceed at the same time with" --

QUESTION: But you are insisting on the ceiling
before you even take up what might be a quickie bill?

SECRETARY SIMON: The specifics, that is correct.

MORE
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MR. LYNN: Let me, on that, if I might, make a
couple of points, one of which I have made to the Congress
when I testified, and that is that I have had a great
concern that Congress has been taking various kinds of
action and, indeed, has been taking various kinds of
inaction on the President's proposals for an expenditure
moderation this year without, in my judgment, any kind of
an adequate look as to where this is taking their fiscal
year 1977 figures.

I think this was true on the education bill. I
think it was true on other actions they have taken ==
child nutrition. I could bring up a whole lot of these
deferrals and rescissions and, in many cases, the 1877
impact is far greater than the 1976 impact.

In education, the 1977 effect is $800 million
in outlays, whereas the 1976 impact is $350 million in
outlays. What I would ask is how can Congress even
consider whether to have any new proposal in place of a
temporary 1975 cut, whether to let it drop, whether to
do a simple extension or whether to do something more,
which is what we propose without looking at where the 1977
numbers are going and coming to at least some tentative
conclusions, whether they like that result.

So, whether or not they agree with us on $395
billion -~ and I would sincerely hope they would, because
I think it is a good ceiling -=- it seent to me in a
rational procu=s of decision-making soy:ody up there has
to tote up rouzh numbers as to where thzy think they are
coming out in 1977.

That is true whether you adopt our economic views
of this situaton or whether you are somczody who is
totally in love with a computer and an economeiric model
and think the more the stimulus, the better for fiscal
year 1977.

At least the American people, it seems to me,
deserve to know what kind of assumptions they are making
as to what they think is good for this country, both in
1977 and thereafter.

The second thing I wanted to say, Peter, was I
hear a lot of how you can get to totals without specifics.
Thatis precisely what Congress this year did in coming to
their budget resolutions.

In their budget resolutions, the House came up
with certain cuts on priorities among the functional
categories. The Senate came up with a different set of
priorities. They were fairly close, but they were different.

When they got to the conference report, they didn't
go into the specifics, and I don't blame them. I can under-
stand why they didn't, but all they did was come up with
total numbers. :
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Now, that is all we are asking that they do
this time. All we are asking them to come up with is that
expenditure total. '

QUESTION: Would it have been more politically
believable if you had come up with a $401 billion ceiling
instead of a $395 billion one so you wouldn't have been
accused of trying arbitrarily, according to the accusers,
of keeping this under $400 billion?

MR. LYNN: I have made two points to that, Peter,
and one is that if you look at our midsession review and
you loock at the forecast -- not forecast the extrapolations
out into fiscal 1977 and thereafter, based on the
President's proposals, I mean all of the moderation proposals
that he still had alive as of May 30 of this year =-- when
you look at his other proposals in the area of energy and
so on, we showed for fiscal year 1977 an extrapolation base
is $497 billion.

What we are trying to do is not only affect where
we are going to be in fiscal year 1977, but for once in
many, many years set a path that gets us to a balanced
budget within three years. You know, I read Joe Peakman's
teachings, out of Brookings, when he says that on capital
formation one of the most important things you could do is
get to a balanced budget is in the outyears get to having
less involvement of the Federal Government in these
markets.

I agree with Joe in this regard, and what we are
trying to do is set a ceiling this year that sets a path for
us to get to that balanced budget in three years. But,
if you look at our midsession review, that figure was $387
billion. My own judgment, in this connection, was it
ought to be a little bit lower than that.

THE PRESS: Thank you, gentlemen.

END (AT 11:32 A.M. EDT)
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As a public figure who spends a good deal of time talking
I very much appreciate the opportunity to

with reporters,
address such a distinguished gathering of journalists.

Six months ago, I had the pleasure of speaking to the
American Newspaper Publishers Association in New Orleans where
we talked extensively about the state of economic reporting
today. I told them that in my view the state of the art was
much higher now than in the old days. You may recall that only
a few years ago, the Chairman of the Council of Economic Advisers
under President Johnson, Gardner Ackley, was so vexed with report-

ing that he urged that every economics reporter be required to

meet two standards:
-- First, that he had taken an introductory college course

and,

in economics;
that he had passed it.

" -  Second,
Fortunately, times have changed and reporters have changed
for the better. There is far more economic sophistication among

the writers in Washington today, and I think a large portion of
the credit belongs to the Associated Press and the other wire
By emphasizing the need for accuracy and straight,

services.
factual reporting, the Associated Press is not only enhancing its

own reputation but is performing a valuable service for the
I congratulate you for your performance.

American people.
Government

Let me turn now to my theme for this address:

spending and inflation.

WS-413
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"The credit of the family depends chiefly on whether that
family is living within its income. And that is equally true of
the Nation. If the Nation is living within its income, its credit

is good.

"If, in some crises, it lives beyond its income for a year
or two, 1t can usually borrow temporarily at reasonable rates.

"But if, like a spendthrift, it throws discretion to the
winds and is willing to make no sacrifice at all in spending; if
it extends its taxing to the limit of the people's power to pay
and continues to pile up deficits, then it is on the road to

bankruptcy."

That's strong language--the fire and brimstone you might
expect-from a Bill Simon, or as the New York Times called me
this weekend, the Cotton Mather of fiscal orthodoxy.

But that statement was actually issued more than 40 years
ago and it came from the Democratic candidate for President in
1932, one Franklin Delano Roosevelt. To Mr. Roosevelt it was
unconscionable that the Hoover administration has permitted the
National debt to increase by more than $3 billion.

One can only wonder what the FDR of those early days before

the New Deal would think of all that has come to pass in the
Nation's fiscal affairs since then. Consider just a few of the
most salient points about the growth of government spending:

* Under FDR's predecessor, government spending at all levels
amounted to 10% of our Gross National Product. Today 1t accounts
for fully one third of the GNP and by the year 2,000, if recent
trends in transfer programs were to prevail, it could be nearing
60% of the Nation's economic activity.

* It took 195 years of our history for the Federal budget
to reach $200 billion. Now we are threcatening to double that
amount in only 6 years.

* To those who say that the economy is growing rapidly so
that higher spending can be accommodated, 1t should be pointed
out that over tha past decade, lederal spending has increased
by 175% while the economy has grown by only 120%.

* Prior to the New Deal, this Nation during 1ts peacetime
years kept its Federal budget in surplus for four years out of
almost every f(ive. Since the beginning of New Decal, the Federal
budget has been in the red in ncarly 4 years out of every five,
and over the last 15 years we have had only one budget surplus.
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* It took 74 years for the Nation to accumulate a national
debt of $1 billion. Now our national debt is climbing at the rate

of more than $1 billion a week.

* Paying interest on the national debt has now become the
third largest item in our budget--ranking behind only national

defense and social security. In fact, paying interest on the debt
now costs us more than $160 a year for every man, woman and child

in the country--$36 billion a year and climbing.

* As large-scale deficits have mounted in the regular agencies
and departments as well as the off-budget agencies--the creatures
set up in recent years partly to avoid the discijpline of the
regular budgeting process--the Federal Government has been forced
to borrow extraordinary amounts of money in the private money
markets--money that would otherwise be available to private enter-
prise to expand their operations and create new jobs. In the past
10 fiscal years, the Federal Government has borrowed over a third
of a trillion dollars from those markets. Last year, four out of
every five dollars borrowed in the long-term capital markets--ex-
cluding housing--were borrowed by an agency of the Federal Govern-

ment.

* Growth in federal programs has accompanied growth in spending.
In 1960, at the end of the Eisenhower years, there were approxi-
mately 100 Federal programs for domestic assistance. Today there are

1009.

* And with the growth of government, there has also come a
growth in governmental bureaucracy, especially at the state and
local level. Today one out of every six people in the labor force
works for the Government.

By citing the growth of government in recent years, I do not
mean to suggest that all of these spending programs have been ill-
advised or that they ought to be abolished to the contrary, it is
clear that many of the actions taken by the government have been
progressive and helpful. The human hardships resulting from the
recession, for instance, would have been much more painful had
their impact not been cushioned by expanded benefits for unemployed
workers. The poor and disabled people of this country are also
much more secure than they were a few years ago.

Yet, it 1is time to recognize that this explosive growth in
government spending, in government deficits, in government
bureaucracy, and in government regulation is exacting a higher
and higher toll within our nation. Unless we change direction soon,
we will drift relentlessly--even aimlessly--into a society that is
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run and directed out of Washington and in which the freedoms we
once enjoyed will be nothing more than a page in our nistory.

One of the most pernicious results of the horrendous growth
in government spending during the past decade--and a result that
now lies at the root of many of our economic problems--has been
the persistent rise in prices.

When the Federal Government increases its spending and runs
deficits year after year, especially during periods of high
economic activity, it becomes a major source of economic and
financial instability. The huge increase in Government spending
in the 1960s and 1970s has added enormously to the aggregate
demand for goods and services and thus has been a major factor
in the upward pressures on price levels.

In addition, the heavy borrowing by the Government has been
an important factor in forcing up interest rates and in the strains
that we have seen in the financial markets. With the Treasury
Department standing at the head of the credit line with oversized
borrowing needs, interest rates are naturally driven up, some
private needs go unfulfilled and private investment suffers. This
is the essence of the '"crowding out" problem that has become so
apparent now in the financial markets. Even with a considerable
degree of slack on the economy, access to the capital markets
today is for all practical purposes limited to only top-rated
companies. Marginal companies, new growth companies, and even
solid companies with less than A-ratings have almost been totally
shut out from the long-term sector. And interest rates today are
more illustrative of the terminal stages of a boom that the early
montHs of economic recovery. To be sustainable, the recovery must
be broad-based; the credit system must be capable of putting funds
into the many and diverse sectors of the economy. That is why it
is essential that as the recovery progresses, the Government must
play a less dominating role in the financial markets.

And even worse result of recent budgetary practices is the
erosion of public confidence in the ability of our Government to
deal with inflation. As Government spending and deficits continue
year-in, year-out and inflation mounts, inflationary expectations
are built into the very frabic of our economy. There is a growing
public perception that those who promise the most tend to deliver
the least--except for inflation.

Closely related to these excessive fiscal policies in recent
years have been excessive monetary policies. Our printing presses
have been churning out more and more currency that is worth less
and less. Indeed, the monetary supply during the past decade has
grown more than two and one-half times as rapidly as in the decade
before when we enjoyed greater price stability. Ultimately, this
monetary growth has increased the upward pressure on the rate of
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inflation and interest rates. And one prime reason for this
monetary growth, I might add, has been the need to accommodatec
the chronic budget deficits.

Thus, excessive spending policies and excessive monctary
policies lie at the very foundation of much of our inflation--an
inflation that in turn rose so high that it tipped us into recession.
Iiconomists did not agrec at first that it was excessive inflation
which forced us into a recession, but now there is widespread
recognition of that fact.

I do not mean to suggest that excessive government policies
are the only factors behind inflation. Higher food and energy
prices have plainly had an impact, especially in most recent years.
Devaluations of the dollar and other actions have also played a
role. But [ would argue that the underlying causes of the past
decade of higher and higher inflation are the clearly excessive
fiscal and monetary policies that began back in the 1960s.

I believe the American people are fed up: they are fed up with
a government that spends more and more of their money with so few
results; they are fed up with massive deficits; they are fed up with
overzealous bureaucracy; they are fed up with unemployment and under-
employment; and most of all, they are fed up with inflation. They
know something is seriously wrong in Washington--and believe me,

they're right.

Sometimes when one is looking at the national economic picture,
it is possible to lose sight of what inflation has come to mean for
the average working family in this country.

The housewife going to the supermarket last year must have
felt that she was wandering through a mine-filed, with prices
exploding on every side. Indeed, at 1974's inflation rate of 12
percent, the bill for a bag of groceries costing $10 would triple
in only 10 years--to $31. Even at today's inflation rate of 7-8
percent, the bill for that bag of groceries would double in 10 years.
How many can continue to make ends meet under those conditions?

While everybody suffers from inflation, those who are hardest
hit are those who can least afford it: the poor, the unemployed,
the retired, the disabled and the dependent. At last year's inflation
rate, a person retiring on a $500 monthly check would see the
purchasing power of that check cut by two thirds in only 10 years--
to only $161. Even at the current rate of inflation, the value of the
check would be sliced in half in 10 years. How can a retired couple
be expected to live in any kind of comfort with that kind of

shrinking dollar?
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And I'm sure you need few reminders of what's happened
to the cost of running a newspaper -- or what inflation has
done to any businessman who has to replace worn-out equip-
ment and machinery. 1It's like the bag of groceries all
over again. If you bought a printing press for $1 million,
today's inflation rate would mean it would cost you $2
million to replace it in 10 years. 1It's small wonder that
with the persistent inflation of the past decade, we have
suffered from underinvestment and that more and more serious
observers are becoming worried about the prospects of future
"capital shortages'" and more unemployment than we should

have.

Even this listing of the consequences of inflation is
far from complete, for it does not take into account the
far-reaching social and political implications of chroni-
cally high inflation rates. 1Indeed, such inflation would
place the entire free enterprise system in this country in
peril. TIf our financial markets remain under the strain
they are today, if utilities have trouble obtaining
necessary financing to keep up with inflation, if money
flows out of the thrift institutions because of inflation,
if the housing industry suffers along with the thrifts,
and if the airlines, the real estate investment trusts,
and others go to the wall, who will be called in to the
rescue? If the retired people of this country cannot
protect themselves against inflation, who is it that can
serve as a rescuer? You know the answer: Government.
Clearly, continued inflation would bring a massive expan-
sion of the public sector and would threaten the very
survival of large areas of the private sector.

Those who are so liberal in spending other people's
money are fond of quoting from the economist John Maynard
Keynes. 1 suggest to them that they not forget a very
critical passage in the book by Lord Keynes on the Versailles

peace conference:

"Lenin is said to have declared that the very best way
to destroy the Capitalist System was to debauch the currency
... Lenin was certainly right. There is no subtler, no
surer means of overturning the existing basis of society
than to debauch the currency. The process engages all the
hidden forces of economic law on the side of destruction,
and does it in a manner which not one in a million is able

to diagnose."
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Some observers call this message negative and hard-
hearted. These so-called compassionate people say we are
callous and unsympathetic to be against massive new
spending, to be against huge deficits, and to be against
the government running our lives. I am sorry, but I
respectfully disagree. There is no such thing as true
compassion without responsibility; to show true concern,
we must take into account not only the short-term effects
of our actions but the long-term as well. The suggestions
that we simply spend and spend are precisely those which
have over the years hurt the poor and the disadvantaged
the most. It would be a grave injustice to the people
of this nation, and especially to those who deserve a
helping hand, to continue down that path when we know from
experience that the short-term prosperity we buy now will
be followed by years of even greater hardship and suffering
tomorrow. It is time in these United States to put our
economy back on a sound, steady footing so that people may
have lasting jobs and lasting hope for the future.

Inflation has been and remains today the most funda-
mental economic problem in the United States. It is
inflation that caused the recession and it is the reapper-

ance of persistent high inflation that could jeopardize

our future. Despite what some may say, it is not necessary
to make an agonizing choice between fighting inflation and
fighting unemployment. They are part of the same economic
challenge, and must be faced simultaneously. The real
choice is between policies that work and policies that
don't work.

It was against this backdrop that President Ford acted
last week in announcing his proposals to seek a $28 billion
reduction in the projected levels of government spending
during fiscal year 1977 and to return the savings, dollar
for dollar, to the American people. The benefits in this
program are concentrated among the working people of the
country -- the men and women who have borne so much of the
burden of high taxes and high inflation, and who badly
need and deserve some relief. It is a program designed to
place the Federal budget in balance within three years.

And it is a program which presents a critical choice to the
American people: Whether we will continue down the path
toward Big Government or whether we will finally change
course before it is too late.
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As the President pointed out in his October 9th press
conference, this package is not proposed simply as a
stimulant for the early part of 1976.

The major economic thrust of the President's program
is its longer-run impact on our economy and hence on our
society. It is an attempt to blunt the underlying infla-
tionary momentum that we face, which -- if not accomplished
-- is likely to prevent an early attainment of full economic
recovery. Unless the growth in Federal spending is markedly
slowed, the choice in future years will be between higher
taxes or highly inflationary budget deficits followed by
significant distortions which are inconsistent with a stable

prosperity.

The President's proposal is focused on reducing the
rapid growth in expenditures and reducing the tax burden
imposed upon the American people -- and in a manner which
would reduce the risks of inflation. We have become too
accustomed to looking at the near term and to assessing
only the short-term benefits of what zovernment policies
do. As a consequence, we have often lost sight of where
we are heading and the ultimate costs that we are imposing

upon the productivity of our economic system. It is long
past time that we stood back and took stock of where we

are going.

As the President pointed out in his State of the Union
message last January, 'Part of our trouble is that we have
been self-indulgent. For decades, we have been voting
ever-increasing levels of government benefits and now the
bill has come due. We have been adding so many new programs
that the size and growth of the Federal budget has taken

on a life of its own.

"One characteristic of these programs is that their
cost increases automatically every year because the number
of people eligible for most of these benefits increases
every year. When these programs are enacted, there is a
dollar amount set. No one knows what they will cost. All
we know is that whatever they cost last year, they will
cost more next year.

"It is a question of simple arithmetic. Unless we
check the excessive growth of Federal expenditures or
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impose on ourselves matching increases in taxes, we will
continue to run huge inflationary deficits in the Federal

budget."

You have hear it said -- as I have -- that it is
unrealistic to ask the Congress to set a ceiling on 1977
expenditures as low as $395 billion.

Is it really? The implication of that statement is
that Congress cannot come to grips with the problem of
accelerating Federal spending -- that spending is now
beyond our control -- and that this must somehow be taken
for granted when we formulate tax and spending and spending

policies.

The critical question is not what will happen if we
succeed in slowing the growth in spending but what will
happen if we fail. What happens if we remain on the
"spending as usual' path through fiscal 1977 and beyond?
To me, if we fail, we will have surrendered control over
our own economic destiny and we will be struck in the
same quicksand that has pulled down other great nations

in the past.

It will be exceptionally difficult to hold expenditures
to a $395 billion level in the next fiscal year, as the
details of the President's budget will clearly indicate,
but if we value the future of the country's economy and
society we must do so. We do not have the luxury of 'spend-
ing as usual.'" Remember: this is not a reduction in spending
but a slowing in the growth of spending. Our expenditures
will still grow by 7%, high by an histprical standards.

As the President said last Monday night: "For several
years, America has been approaching a crossroads in our
history. Today we are there ... I deeply believe that our
nation must not continue down the road we have been traveling.
Down that road lies the wreckage of many great nations of
the past. Let us choose instead the other road -- the road
that we know to be tested, the road that will work."

I have said this once before and I repeat it to you
now: what we face in the United States is the classic choice

between socialism and freedom.

Thank you.






