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We in the United States have been through troubled times during the past two 
decades. If the decade of the sixties brought forth a crisis of our social and foreign 
policies, the decade of the seventies was, in a very real sense, a crisis of our 
economic policies. The results of the so-called American economic malaise 
through the 1970's are well known and documented: declining rates of growth, 
increasing levels of unemployment, the evolution of our foreign energy 
dependence, the decline of our dollar, and soaring rates of inflation, all of which 
have become commonplace in our daily lives.

But as I have reflected upon our economic difficulties, it seems clear to me that 
what we face is not a crisis of the American spirit, not a crisis of American 
capitalism, not a crisis in American business, and not even a crisis in American 
productivity; rather what we are facing in the United States is the result of a crisis 
of government policy. Increasingly burdensome taxes, unprecedented 
governmental deficits, misguided energy policies, tax policies which discourage 
investment wile encouraging consumption and borrowing, oppressive and 
expanding governmental regulations and, most importantly, run-away inflation 
made possible by an overly expansive monetary policy have all combined to sap 
our economic strength, to reduce our rates of growth, to increase our levels of 
unemployment, to weaken our dollar, to threaten our foreign policy, and even to 
make us doubt ourselves and our future.

But just as the tortured economic record of the 1970's was the predictable result of 
our misguided governmental policies, so too can the economic promise for the 
1980's be turned around by a shift in the fundamental economic policies of our 
government. If we learn from the mistakes of the 1970's, I believe the 1980's can 
indeed be a time of economic revitalization, increasing rates of growth, declining 
levels of unemployment and inflation, and a better standard of living for all of our 
citizens.



Perhaps the best example of the crisis of government policy during the 1970's was 
in energy. Some of you may have thought that the government had no energy 
policy in the mid-seventies. But I can assure you it did. In the words of an official, 
it was a policy which encouraged consumption and discouraged production. It 
placed the greatest demand on fuels which are in the most scarce supply (oil and 
natural gas) while discouraging consumption of the most plentiful forms of energy 
(coal and nuclear). And, to make up the resultant fuel shortages, it relied upon 
foreign imports of oil.

The flawed national energy policy of the 1970's was costing U.S. industry $500 
million a year to administer and the federal government $200 million per year to 
enforce. It caused gas lines to extend from California to Delaware, it sapped our 
nation's economic vitality, it inflated our economy, it undermined the value of our 
dollar and it put thousands of people out of work.

In short, the failure to enact a sensible energy program disrupted our economy, 
pitted American against American, and yet failed to deliver a single additional 
BTU of energy to the American people.

The question is not, nor has it been, the ability of alternative energy sources to 
meet our needs. The question, rather, surrounds the price necessary to develop 
these alternative sources and the time required to bring them on stream. What price 
must be paid, (both in terms of direct prices and other prices which are more 
indirect) to develop our energy resources? Certainly there will be environmental 
prices which must be paid. Difficulties of transportation must be overcome, 
temporary dislocations must be provided for, but the central fact is that the world 
does have sufficient energy, if -- and that's a big "if" -- if it is willing to pay the 
price necessary to tap the potential.

Much of our policy accepted, almost unchallenged, that energy controls were 
necessary because of the hardships and inequities which the free market pricing of 
energy cause. This assumes, first of all, that controlling the price of domestic crude 
oil, for example, will have an impact on the price of gasoline and heating oil, and 
we saw the flaw of that position. But even more damaging, it is not at all clear that 
effective controls will really improve fairness or reduce inequities. On the contrary, 



controls often do little other than artificially shift the inequities from one group to 
another and increase the total price paid.

I would suggest that it is the poor and the disadvantaged who get laid off first, who 
pay the highest costs when they can't get gasoline, and who have few alternatives 
when heating oil runs out. And to suggest that, in the name of social fairness, the 
United States was better served by an energy controls policy which inflated our 
economy, dislocated our workers, weakened our dollar, undermined our national 
defense, increased consumption, inhibited productivity, and caused so much 
personal frustration is, I believe, difficult to accept.
And instead of learning the hard lesson from the oil control program of the 1970's, 
we still persist in a natural gas policy which defies human understanding and 
continues the control until 1987 and beyond. I can assure you, the people and 
industries would rather have adequate supplies of natural gas at the market price 
than no gas at a controlled price. This may change in the Reagan Administration.

The 1970's was also the era of the "super deficit" as well as the decade of the 
energy mess. Except for the $25 million deficit in 1968 (at the height of the Viet 
Nam War when the great society tried to give us guns and more butter together) our 
deficits never entered double digits except in war time. Then, in rapid succession, 
the federal deficit jumped to $66 million in 1976 and did not drop below $28 
billion even during the upsurge of 1977-78. And we all know that the predicted 
balanced budget of 1981 was headed for a deficit of nearly $60 billion without the 
intervention of our new president.

In addition to the unprecedented budget deficits, tax burdens also began to rise 
precipitously in the latter part of the 1970's. The increasing tax burdens on all 
Americans have had, in the judgment of many, an unfortunate, but predictable 
negative impact on savings, on investment, and on the level of total output.

And while our government tax and fiscal policies surged out of control, regulatory 
policies were not far behind. The Center for the Study of American Business at 
Washington University in St. Louis estimated the cost of government regulations, 
in 1980, at $90 billion on American industry.



But from all the government policies which contributed to American economic 
decline during the 1970's, none was more catastrophic than our failure to control 
inflation. The 1970's brought unprecedented rates of inflation to our economy, and 
more than any other single factor caused the problems of the 1970's. An inflation 
rate which began the decade in the mid-single digit area, exited the decade more 
than double -- even triple -- that level.

These exaggerated rates of inflation brought chaos to our financial markets, forced 
interest rates to over 20%, reeked havoc on our corporate balance sheets, increased 
bankruptcies, led to massive hemorrhaging of our lenders, and undeserved rewards 
for borrowers. It resulted in a dramatic dollar decline in international markets that 
threatened United States leadership on the international scene as well.

The 1970's began with a view expressed by many, including Professor James
Tobin of Yale University, then Dean of the Keynesian Economists, that inflation 
was the least difficult and most politically acceptable method of allocating limited 
national resources to almost unlimited national demands. Lax monetary policy and 
expansive fiscal policies kept politicians from having to make the difficult political 
choices.

The shock of oil prices was the best example. Compare the United States, if you 
will, and its response to the oil price shocks of the mid-70's with the three "strong 
reserve" countries of Germany, Switzerland, and Japan. All three of these countries 
import virtually 100% of their oil needs while the United States imports about 
50%. So all three of these countries experienced even greater shocks from the oil 
prices than did the United States. But rather than permitting their monetary policies 
to accommodate the increase in the price of imported oil, these countries decided 
to bite the bullet then and forsake some short-term economic problems for long-
term economic growth and stability. By comparison, the United States, through its 
expansive monetary policies, accommodated the increase in the price of oil at the 
most politically acceptable method of allocating the burden through the economy. 
But as politically easy as this course of action seemed to be in the short-run, the 
last half of the 1970's showed the terrible, terrible price that we have had to pay in 
the long run. While our inflation has risen at double digits, theirs has remained at 
less than one-half that level. And it was absolutely predictable that the decline in 



the value of the United States dollar against these three strong currency countries 
was almost exactly equal to the difference in the comparative rates of inflation.

Our failure to bite the bullet with our monetary policies during the 1970's, 
particularly as we came out of the 1974 recession, has enacted a terrible political 
and economic price on our country and our people; a price which, in my judgment, 
could have been avoided by appropriate government action.

And perhaps most incongruous of all, as increasing levels of inflation have resulted 
in unprecedented rates of interest, low rates of growth and productivity, and a 
declining American competitive position, those who are paying the steepest price 
are exactly those who were the targets of the misguided federal policies and lack of 
political discipline: the poor, those who seek to buy a home for the first time, the 
elderly, and the American worker. I think it is clear today that the average 
American auto worker would rather have a job and low rates of inflation rather 
than $2.5 billion (this year) in trade adjustment assistance while he sits 
unemployed as a result of our economic problems.

But I believe that from these distasteful and difficult lessons of the 1970's we can 
learn, and indeed we are learning, that there is a better way. The most heartening 
fundamental change, because I believe it will affect the government policy makers 
the most (and, indeed, it already has) was the clear message of the American 
people on Election Day, 1980. That it was time to change the direction of the 
United States' economic policy. The message of the electorate, I can assure you, 
was received loud and clear from the state Houses to The White House and in the 
United States Congress. Already, the United States Senate, by votes previously 
thought to be impossible, has sustained the Reagan budget cuts almost to the dollar. 
That kind of support by elected officials for a rational fiscal policy would not have 
been possible without the message of the Election Day, 1980 results.

And while the President is making progress on the spending cuts, I see government 
policy changing in other critical areas as well. Deregulation is now coming in 
vogue and its successes are already being felt in the airline industry, in our energy 
policies, in the banking industry, the trucking industry, and hopefully in additional 
industries such as natural gas, rail transportation, communications, and others.



In addition, we are beginning to see progress in the slow down in the issuance of 
federal regulations, in the repeal of a few, and in the elimination of government 
supports which remain in areas such as the dairy industry.

On the tax reduction issue, the jury is still out. But it is clear that we'll see a tax cut 
of 25% over three years -- at least today.

As someone who has personally fought the battle with the budget for five years in 
my state, let me relate to you my experience. I can tell you that you'll never get 
expenditures down unless the revenues are just plain not there. From a practical 
point of view, if the money is not there it's tough to spend.

While we in Delaware, fortunately, do not have the power to either print money or 
spend more money than we take in, we have no control over inflation. But through 
our tax structure, we believe we can impact, and have impacted, economic growth 
in our state. First, a little case history, Delaware, after a peaking of economic 
prosperity of the 50's and mid-60's which saw our per capita personal income rise 
to second in the nation, had in the early 70's and mid-70's come upon hard 
economic times. Just like the federal government shortly thereafter, we had run 
chronic deficits, our borrowings had increased dramatically, the rate of our 
expenditure was growing far greater than the rate of inflation, and debt service had 
topped l5% of our operating budget. And during these difficult times, we piled tax 
increase on top of tax increase until Delaware had the highest personal income tax 
in the country and one of the highest growth rates of taxes overall in the country. 

What, you might ask, happened as a result?

Not surprisingly, the supply siders will tell you, Delaware's economic base began 
to deteriorate and to deteriorate rapidly. Our personal income per capita which had 
been second in the nation fell in the late 70's to ninth in the nation. And the rate of 
growth during the most difficult of these times was near the bottom in the country. 
At the same time, our unemployment situation deteriorated dramatically as well.

But we in Delaware responded in 1977 and 1978 when my Administration took 
office. The first thing we did was reduce expenditures so that, for four years in a 
row now, the growth in total expenditures of state government in Delaware have 



fallen significantly short of the growth rate of inflation. In Delaware, inflation-
adjusted spending is declining. In addition, we restored some sanity to our 
borrowings and undertook a capital expenditure control program to reduce debt 
service from over 15% of budget to the 11.6% it garners in 1981. Our goal is to 
drive debt service to 10% by 1984, a target we are going to exceed easily. 
Delaware has, in addition, eliminated all short- term borrowing to meet payroll and 
borrows, long-term, only to match the life of capital projects. In addition, we 
passed a constitutional amendment to limit spending to 98% of anticipated 
revenues and to require three-fifths vote to raise taxes. On top of all of this, we 
enacted a 9% cut in personal income taxes following a reduction in capital gains 
taxes in 1976. We have done this on a bipartisan basis and involving both the 
public sectors and the private sectors.

And what was the result? It has been dramatic already. We are beginning to see the 
full impact of the spending reductions, the income tax reductions, and the financial 
stability mechanisms. Even after only very short lags, the results are encouraging. 
For the first time in over seven years, 1980 saw Delaware's unemployment rate fall 
below the national average. In fact, Delaware was the only state in the union whose 
unemployment average fell during 1980 while the national average was rising. In 
addition, growth of per capita personal income has turned around. Although year-
end 1980 figures are not yet available, the October, 1980 figures from the 
Department of Commerce place Delaware near the top with growth rates 
approaching those of Oklahoma, Texas, New Mexico, and Alaska (a growth rate at 
12.4% significantly above the 11.3% national average). For the month of October, 
Delaware's growth rate in personal income was nearly the highest in the country. 
Similar indicators for property values, housing starts, and total employment are 
showing dramatic turnaround as well.

In short, we in Delaware are seeing very directly the benefits of financial stability 
and tax reductions. While the full impact of these policies we do not believe has 
yet been filled, we are sufficiently encouraged and heartened to maintain the course 
and to even improve upon it if we can.

I believe the same things happen, on a far greater scale, at the federal level. 
Controlling inflation is the first imperative for revitalized American growth in the 
80's. But reduced tax burdens, the elimination of deficits, reduced borrowing, 



regulatory reform, and improved incentives for savings and investment (as opposed 
to spending and borrowing) will also be key tools in the 1980’s.

The one thing all of these policies have in common is that they are controlled 
almost exclusively by the public sector. As I stated earlier, the economic crisis of 
the 1970's in the United States was, in reality, crisis of government policy. I think 
the 1980's can be a decade of enormous prosperity and rebirth for our country. But 
we can only turn around the direction of our country and provide for the economic 
growth and expansion which is so necessary to provide jobs for all of us and a 
better standard of living for each of us if government policies become part of the 
solution rather than part of the problem. President Reagan, who seems to have an 
uncanny knack of putting his finger on the problem succinctly, said when told that 
the government was running normally in his absence, "I'm sorry to hear that."

I believe we have seen a change already and I believe the promise for more 
changes has never been better. I think the President is going in the right direction 
and I think he deserves the support of all of us. If the fundamental change in the 
direction and scope of government really happens as has been pledged, then I 
believe the 1980's will be boom years again for America and that we can return to 
an era of economic dynamism, of a resurgence of our national character, and of 
pre-eminence and leadership in the economic and in the geo-political world. Now 
is the time, this is the place, and here we have an unprecedented and unparalleled 
opportunity. Let us grasp it quickly and nurture it generously because if we fail we 
may not have another opportunity for many years to come.

Thank you.


